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l. SUMMARY OF MINNESOTA POWER’S PROPOSAL

On April 15, 2014, Minnesota Power (MP or the Company) submitted its 2014 Remaining
Life Depreciation Petition (2014 Depreciation Petition). The Company has reviewed its
remaining lives and estimated salvage value for its thermal, hydroelectric and wind
production facilities and proposes to extend the life of its Laskin Energy Center plant, as well
as the lives of all of its hydroelectric generating facilities. For all other units, the Company
proposes one-year adjustments to reflect the passage of time. Additionally, the Company
proposes to slightly reduce the salvage rates for its Boswell and Taconite Harbor Energy
Centers and introduce for the first time a salvage rate for its Hibbard Renewable Energy
Center. The Company proposes to leave the salvage rate for the Laskin Energy Center
unchanged. Finally, for the Company’s general plant accounts for which it uses remaining-
life depreciation, the Company proposes one-year passage-of-time remaining life
adjustments and no changes to salvage rates.

The Department estimates that the effect of MP’s proposed depreciation rates is a decrease
in annual depreciation expense of $3.9 million, or approximately 5.6 percent, relative to
what depreciation expense would be if the Company were to retain its current depreciation
rates.:

1 See Department Attachment No. 1. In Appendix A to the 2014 Depreciation Petition, the Company estimates
that the proposed depreciation rates would result in a decrease of $2.4 million. However, as discussed below,
MP filed the 2014 Depreciation Petition before its Petition in Docket No. E015/D-13-275 (the 2013
Depreciation Docket) came before the Commission. The salvage rates the Commission ultimately approved in
the 2013 Depreciation Docket were higher than the rates assumed to be “current” in the 2014 Depreciation
Petition. The Department recalculated the effect of the proposed depreciation parameters incorporating the
salvage rates approved by the Commission in the 2013 Depreciation Docket.



Docket No. E0O15/D-14-318
Analyst assigned: Craig Addonizio
Page 2

Il. DEPARTMENT ANALYSIS

The Department examined MP’s 2014 Depreciation Petition for compliance with filing
requirements and previous Orders from the Minnesota Public Utilities Commission
(Commission), consistency with the Company’s Integrated Resource Plan and
reasonableness of the proposed depreciation parameters and the resulting accruals.

A. DEPRECIATION RULES

Minnesota Statutes Section 216B.11 and Minnesota Rules, parts 7825.0500-7825.0900
require public utilities to seek Commission certification of their depreciation rates and
methods. Utilities must use straight-line depreciation unless the utility can justify a different
method. Additionally, utilities must review their depreciation parameters and rates annually
to determine if they are generally appropriate, and must file depreciation studies at least
once every five years. Once certified by order, depreciation parameters remain in effect until
the next certification.

As required, MP employs a straight-line depreciation method, and files annual depreciation
studies for its generation assets.

B. PRIOR COMMISSION ORDERS

1. Comparison of Depreciation Remaining Lives and Resource Planning
Remaining Lives

The Commission’s June 2, 2014 Order in the 2013 Depreciation Docket, required MP to
include in its 2014 Depreciation Study “a comparison of the remaining lives used in its
depreciation filing and current resource plan and an explanation of any differences.” The
Company provided this information on pages 8-13 of its 2014 Depreciation Petition. After
review, the Department concludes that the remaining lives assumed in the 2014
Depreciation Petition are generally consistent with the remaining lives assumed in the
Company’s most recent resource plan (Docket No. EO15/RP-13-53) and that the Company
has adequately explained any differences.

The Department recommends that the Commission require MP to continue to provide in
future remaining life depreciation studies a comparison of the remaining lives used in its
depreciation filing and in the utility’s then-current resource plan, and an explanation of any
differences.

2. Depreciation Expense Calculated Without Decommissioning Uncertainties

The Commission’s Order in the 2013 Depreciation Docket also required MP to provide in the
2014 Depreciation Petition “an analysis comparing its depreciation expense calculated
using its current decommissioning probabilities to its depreciation expense calculated using
a 100% decommissioning probability.” In Docket No. E015/D-12-378 (the 2012
Depreciation Docket), the Department questioned whether MP’s use of decommissioning
probabilities is consistent with the requirement of straight-line depreciation. In short,
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decommissioning probabilities are used to adjust the amount of decommissioning expense
included in overall depreciation expense to reflect the uncertainty surrounding the
retirement dates of the depreciating assets.2 As a unit ages and its retirement date
becomes more certain, its decommissioning probability will be adjusted upwards, and its
decommissioning expense will increase as a result. Depending on its timing and size, a
change in a decommissioning probability could cause a significant increase in depreciation
expense towards the end of an asset’s life. The Commission has initiated a generic docket
(Docket No. E,G-999/CI-13-626) to investigate decommissioning policies related to
depreciation expense, including the use of decommissioning probabilities.

MP included the required analysis in Appendix B of its 2014 Deprecation Study. MP’s
analysis indicated that its 2014 depreciation expense would increase by $2.2 million
dollars, or 3.3 percent if all decommissioning probabilities were set to 100 percent. The
Department concludes that MP has complied with the Commission’s Order and notes that
this calculation was intended for informational purposes only and does not have any impact
on MP’s proposed depreciation parameters.

The Department recommends that the Commission require MP to include in its next
remaining life depreciation study an analysis comparing its depreciation expense calculated
using its current decommissioning probabilities and its depreciation expense calculated
without decommissioning uncertainties.

3.  Supplemental Depreciation

Lastly, the Commission’s Order in the 2013 Depreciation Docket also required MP to provide
in the 2014 Depreciation Petition a schedule of its supplemental depreciation expense
recorded in 2013 as ordered by the Commission in the 2012 Depreciation Docket and a
summary of supplemental depreciation expense to be recorded in the future. The Company
included this schedule in Appendix C of its 2014 Depreciation Petition. After review, the
Department concludes that MP has reasonably complied with this requirement.

The Department recommends that the Commission require MP to continue to provide in
future remaining life depreciation filings a summary of supplemental depreciation expense
recorded in the prior year, as well as the supplemental expense to be recorded in the future.

C. REASONABLENESS OF PROPOSED DEPRECIATION PARAMETERS

1. Remaining Lives
In its 2014 Depreciation Petition, MP proposed a six-year extension to the remaining life of
Laskin Energy Center (Laskin). The Company also proposed to set the remaining lives of all

of its hydroelectric generating facilities to 50 years. As shown in Table 1 below, the current
remaining lives of the Company’s hydroelectric generating facilities ranged from 7.8 years to

2 See the Department’s July 27, 2012 Comments in the 2012 Depreciation Docket for a more detailed
explanation.
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22.3 years. Thus, the Company is proposing life extensions for these facilities ranging from
27.7 years to 42.2 years. MP proposed one-year reductions to the remaining lives of all
other generating units to reflect the passage of time.

Table 1
Proposed Life Extensions

Remaining Life
Current  Proposed Extension

Laskin Energy Center 11.0 17.0 6.0

Hydro Electric Production Plants
Prairie River HE Station 7.8 50.0 42.2
Thomson HE Station 18.1 50.0 31.9
Fond du Lac HE Station 16.7 50.0 33.3
Winton HE Station 22.3 50.0 27.7
Knife Falls HE Station 16.3 50.0 33.7
Scanlon HE Station 16.1 50.0 33.9
Little Falls HE Station 8.8 50.0 41.2
Blanchard HE Station 17.8 50.0 32.2
Sylvan HE Station 8.0 50.0 42.0
Pillager HE Station 11.8 50.0 38.2
Birch Lake Reservoir 22.3 50.0 27.7
Boulder Lake Reservoir 18.6 50.0 31.4
Fish Lake Reservoir 18.6 50.0 31.4
Island Lake Reservoir 18.6 50.0 31.4
Rice Lake Reservoir 18.6 50.0 31.4
Whiteface Reservoir 18.6 50.0 31.4
Gauging Stations 18.2 50.0 31.8

White Iron Lake Reservoir 22.3 50.0 27.7
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a. Laskin Energy Center

In Minnesota Power’s most recent Integrated Resource Plan, Docket No. EO15/RP-13-53
(the 2013 IRP), the Commission approved a plan to convert Laskin from a coal-fired unit
providing base load and peaking energy to a natural gas-fired peaking unit by the end of
2015 at a cost of $14 million.s The Department notes that Laskin’s gross plant balance on
December 31, 2013 was $80.0 million. On page 11 of its 2014 Depreciation Petition, the
Company stated that it believes that a gas peaking generation facility has a 15-year life.
Based on this belief, MP proposed a remaining life of 17 years for Laskin, implying a
retirement year of 2030, or 15 years after the conversion to natural gas is scheduled to be
completed.

In Information Request No. 5, the Department asked MP to explain why it proposed a life
extension in this Docket, rather than waiting until the converted plant is placed in service. In
its response, MP explained that its requested life extension is based on the Commission’s
approval of the conversion plan in the 2013 IRP, and on MP’s expenditures to date on this
project of approximately $4 million. Additionally, MP noted that in Docket No. EO15/D-07-
316 (MP’s 2007 Depreciation Docket), the Commission approved a life extension of Boswell
Unit 3 based on a Commission-approved improvement project that was not placed in service
until late 2009.

The Department agrees that the approved conversion project will result in a life extension for
Laskin, and that the Company’s assumed 15-year life is reasonable, though conservative.
However, the Department questions whether the proposed life extension should take place
now or in the future. The 2007 Boswell Unit 3 life extension notwithstanding, the
Department generally prefers that life extensions resulting from specific capital projects
such as installation of environmental controls or refueling projects (rather than expensive,
but expected, maintenance and replacement) occur when those projects are placed in
service, or are close to being placed in service. In this case, the depreciation parameters
the Commission eventually approves in this Docket will take effect January 1, 2014, nearly
two years before the conversion project is expected to be placed in service, and therefore
nearly two years before MP’s ratepayers will receive any operational benefits from the
project. Because depreciation on the new assets will not begin until those assets are placed
in service, if the Commission were to approve the requested life extension for Laskin in this
Docket MP would enjoy the benefits of lower depreciation expense without a corresponding
decrease in rates beginning January 1, 2014, and MP’s ratepayers would not receive any of
the financial benefits of the life extension unless and until the Company files a rate case
which reflects the new, longer life.

3 See MP’s response to Department Information Request No. 5, part d, included with these Comments as
Attachment No. 2.
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Based on this, the Department recommends that the Commission approve a remaining life
of 11 years for Laskin, which reflects a reduction of one year from Laskin’s most recently
approved remaining life to account for the passage of time. MP can propose a life extension
for Laskin in a future depreciation study, at which time the Department and the Commission
can reevaluate the progress of the conversion project and its expected in-service date.

b.  Hydroelectric Facilities

Historically, the remaining lives of the Company’s hydroelectric facilities (HE facilities) have
been linked to the expiration of the facilities’ licenses from the Federal Energy Regulatory
Commission (FERC). Because those licenses of its facilities expire at different times, the
current remaining lives of MP’s HE facilities range from 8.7 to 22.3 years. As noted above,
MP proposed to set the remaining life of all of its HE facilities to 50 years, which translates
to remaining life extensions ranging from 27.7 years to 42.2. On page 6 of its 2014
Depreciation Petition, MP stated that its proposed life extensions are based largely on
significant capital investments in these facilities, due primarily to the historic rainfall event in
2012 which damaged the Company’s Thomson Station facility, as well as planned capital
investments.

In its response to Department Information Request No. 7, MP explained its reason for
setting a single remaining life for all of its HE Facilities, explaining that it manages and
operates all of its HE facilities as a single overall system.4

Additionally, MP quantified the capital investments it has made in its HE facilities in the last
several years. The Department notes that, over the period 2009-2013, MP invested $31
million in its HE facilities, which represents a third of those facilities’ 2013 end-of-year plant
balance.s In addition, following the historic rainfall event in 2012, MP has initiated a $90
million project to repair and improve the Company’s Thomson HE Station.s A significant
portion of this (approximately $30 million) is expected to be placed in service in 2014. In its
response to Department Information Request No. 7, MP also stated that the capital
investments MP has recently completed or plans to complete are designed to extend the
remaining lives of its HE facilities well in excess of the current licenses. MP stated that it
expects to successfully relicense these facilities as their current licenses expire. Lastly, in
response to Department Information Request No. 6, MP stated that in its internal
engineering judgment, these facilities can be expected to last at least 50 years with routine
maintenance.”

While the Department understands that relicensing is not a trivial process, the Department
agrees that it is appropriate to set remaining lives for MP’s HE Facilities that extend beyond
the current expiration dates of the facilities’ licenses. MP’s proposed remaining lives are
more consistent with the Company’s operational plans for these facilities, and are

4 See Attachment No. 3.

5 See MP"s 2010-2014 Depreciation Petitions.
6 See Docket No. EO15/M-14-577.

7 See Attachment No. 4.
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achievable with routine maintenance. Based on this, and the significant planned capital
investments in the Company’s HE facilities over the period 2009-2014, the Department
concludes that the proposed life extensions are reasonable.

2. Salvage Rates

In the 2014 Depreciation Petition, MP proposed new salvage rates for its Laskin, Boswell,
and Taconite Harbor plants. MP also proposed to establish, for the first time, a salvage rate
for its Hibbard Renewable Energy Center. These salvage rates are based on a 2013
decommissioning study, conducted by the Company for use in the 2014 Depreciation
Petition.s The Company’s proposed rates are summarized in column [c] of Table 2 below.

Table 2
Summary of Salvage Rates

Salvage Rates:

Proposed in Calculated in Proposed in
2013 Depreciation 2013 Depreciation 2014 Petition
Docket Based on Docket Based on Based on
2009 Decomm. Study 2011 Decomm. Study 2013 Decomm. Study
[a] [b] [c]
Hibbard Renewable
n/a n/a -2.42%
Energy Center / / ’
Laskin Energy Center -10.87% -33.95% -14.5%*
Boswell Energy Center
Unit 1 -1.82% -6.92%* -6.09%
Unit 2 2.27% -9.13%* -7.90%
Unit 3 -4.19% -4.93%* -4.50%
Unit 4 -3.84% -4.88%* -4.62%
Common -1.77% -2.89%* -2.06%
Taconite Harbor 3.60% 5.91%* 4.16%

Energy Center

* Approved in 2013 Depreciation Docket

MP’s salvage rates were a source of controversy in the 2013 Depreciation Docket due to the
fact that in that Docket, MP proposed salvage rates which were calculated using a
decommissioning study conducted in 2009, rather than the then-most recent
decommissioning study, conducted in 2011. In that Docket, the Commission ultimately
approved the salvage rates based on the 2011 Decommissioning Study for Boswell and
Taconite Harbor. For Laskin, the Commission approved a salvage rate based on the 2013
Decommissioning Study (MP’s 2014 Depreciation Study had already been filed by the time
the 2013 Depreciation Docket came before the Commission). In its June 2, 2014 Order in
the 2013 Depreciation Docket, the Commission required MP to submit a compliance filing

8 The 2013 Decommissioning Study is contained in Appendix D of the 2014 Petition.
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explaining the differences between the decommissioning estimates produced in the three
studies. MP submitted the required filing on May 23, 2014 (May Compliance Filing).

Table 3 summarizes the decommissioning estimates from the 2011 and 2013
Decommissioning Studies by cost category for each of MP’s four plants that have non-zero
salvage values. Most of the differences seem to be attributable to improved estimates of
required person-hours and labor rates. Additionally, MP used current scrap values for steel
and copper in each filing, and thus the differences between the studies appear to be
reasonable. As shown, the two cost categories that account for most of the differences
between the two studies are Project Contingency and Landfill and Pond Closure.

Table 3
Comparison of Decommissioning Estimates from the
2011 and 2013 Decommissioning Studies by Cost Category

($000s)
Boswell Hibbard
2011 2013 $ Diff. % Diff.** 2011 2013 $ Diff. % Diff.**

Mobilization 150 150 - - 150 150 - -

Demolition & Disposal 27,245 25,999 (1,246) -1.3% 6,603 6,598 (5) -0.1%
Asbestos Abatement Allowance 1,723 1,691 (32) 0.0% 219 205 (14) -0.3%
Galbestos Removal & Disposal 518 518 - - 87 - (87) -1.6%
Other Hazardous Material Disposal 205 188 (17) 0.0% 502 81 (421) -1.7%
Site Grading & Fill 1,717 1,734 17 0.0% 30 507 a77 8.7%
Site Restoration 99 102 3 0.0% - 31 31 0.6%
Landfill and Pond Closure 58,622 56,885 (1,737) -1.8% - - -

Total Project Costs Excl. Contingency 90,279 87,267 (3,012) -3.1% 7,591 7,572 (19) -0.3%
Project Contingency* 18,056 8,727 (9,329)  -9.7%| 1,518 757 |  (761)  -13.9%|
Total Project Costs 108,335 95,994 (12,341) -12.8% 9,109 8,329 (780) -14.3%
Scrap Value (11,692) (8,339) 3,353 3.5% (3,643) (2,815)| 828 15.1%|
Net Project Costs 96,643 87,655 (8,988) -9.3% 5,466 5,514 48 0.9%

Laskin Taconite Harbor
2011 2013 $ Diff. % Diff.** 2011 2013 $ Diff. % Diff.**

Mobilization 150 150 - - 150 150 - -

Demolition & Disposal 3,760 2,969 (791) -3.0% 5,867 4,882 I (985) -9.0%
Asbestos Abatement Allowance 643 643 - - 1,869 1,869 -

Galbestos Removal & Disposal - - - - 594 624 30 0.3%
Other Hazardous Material Disposal 205 211 6 0.0% 183 167 (16) -0.1%
Site Grading & Fill 1,002 1,012 10 0.0% 1,291 764 (527) -4.8%
Site Restoration 61 63 2 0.0% 132 147 15 0.1%
Landfill and Pond Closure 19,279  7,800| (11,479) -42.9%| 2,744 1849 (895  -8.2%|
Total Project Costs Excl. Contingency 25,100 12,848 (12,252) -45.7% 12,830 10,452 (2,378) -21.8%
Project Contingency* 5020  1,285| (3,735) -13.9%| 2,566  1,045| (1,521)  -14.0%|
Total Project Costs 30,120 14,133  (15,987) -59.7% 15,396 11,497 (3,899) -35.8%
Scrap Value (3,332) (2,565) 767 2.9% (4,500) (3,458)| 1,042 9.6%|
Net Project Costs 26,788 11,568 (15,220) -56.8% 10,896 8,039 (2,857) -26.2%

Sources: 2011 Decommissioning Study, filed on March 29, 2013 in Docket No. EO15/RP-13-53
2013 Decommissioning Study, Appendix D of 2014 Depreciation Petition

*20% in 2011; 10% in 2013

** Calculated as $ Diff. divided by 2011 Net Project Costs
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On page two of its May Compliance Filing, MP explained that the project contingency is a
cost provision meant to address uncertainty in project costs, including regulatory outlooks.
On page three of the May Compliance Filing, the Company explained that in its 2004 and
2009 Decommissioning Studies, the Company utilized a contingency of ten percent. In its
2011 Decommissioning Study, MP utilized a contingency of 20 percent and stated that this
was the standard contingency used by the engineering firm contracted to conduct the
decommissioning study, Burns & McDonnell.° In the 2013 Decommissioning Study, MP
reverted back to 10 percent contingency.

In the May Compliance Filing, MP justified the use of the larger contingency in the 2011
Decommissioning Study as a function of the heightened concern around the disposal and
storage of coal ash. This concern is directly related to the other major difference between
the 2011 and 2013 Decommissioning Studies, Landfill and Pond Closure.

As shown in Table 3 above, the change in the estimated cost of decommissioning the ash
ponds is the single largest change between the 2011 and 2013 Decommissioning Studies.
Additionally, the Department notes that in the 2009 Decommissioning Study, MP estimated
the cost of closing Laskin’s ash ponds to be $4.5 million, less than 25 percent of the
amount estimated in the 2011 Decommissioning Study.

On page 4 of the May Compliance Filing, MP stated that the Laskin ash ponds consist of five
cells (A, B, C, D and E) covering about 125 acres. Cell E is the only cell currently operating.
MP explained that in 2002, it submitted a closure plan to the Minnesota Pollution Control
Agency (MPCA) that included relocating all ash from Laskin Cells A and B to Cell E upon
closure of Cell E, anticipated in 2017.10 At the time, ash relocation was not required, but
was considered to be the lowest cost closure option for these cells.1t The MPCA approved
this plan in 2008.

MP stated that in between submitting the closure plan in 2002 and receiving final approval
in 2008, the Company, in an attempt to minimize customer costs, reviewed alternative
options for leaving the ash in Cells A and B in place. During that time, no regulatory
requirements were put in place that would have required ash relocation. Based on MP’s
review of alternative options, and the lack of consequential regulatory changes, in 2009, MP
conducted a decommissioning study in which it assumed that cells A and B would be
capped in place, and that the ash in those cells would NOT be relocated to Cell E, in spite of
the fact that its approved closure plan required ash relocation.

On December 22, 2008, an ash dike ruptured at an 84-acre solid waste containment area
at the Tennessee Valley Authority’s Kingston Fossil Plant, releasing 1.1 billion gallons of coal
ash fly slurry, the largest such spill in U.S. history. MP explained in the May Compliance
Filing that after the spill, there was an increase in the scrutiny of coal ash storage. The spill

9 May Compliance Filing, page 4.

10 MP stated that because Cells C and D were clarifying ponds and contain de minimus amounts of ash, no
closure activities are required.

11 See MP’s response to Department Information Request No. 1, part b, included with these Comments as
Attachment No. 5.
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prompted the Environmental Protection Agency (EPA) to inspect MP’s ash systems, and in
2010 the EPA proposed a new rule to regulate coal ash to address the risks associated with
its disposal (the Coal Combustion Residuals proposed rule, or CCR rule). As a result of this
heightened scrutiny, MP decided to use more conservative assumptions in the 2011
Decommissioning Study, and assumed that ash from cells A and B would be relocated to
Cell E. MP explained that Cell E was considered to be the most likely final repository for all
ash waste due to its general conformance with the landfill requirements in the EPA’s
proposed rule.t2 This change explains the large increase in landfill and pond closure costs
from the 2009 Decommissioning Study to the 2011 Study.

On November 12, 2013, the Commission approved MP’s 2013 Resource Plan, which
included a plan to convert Laskin’s fuel source from coal to gas.:3 On page five of the May
Compliance Filing, MP stated that following the Commission’s Order, which made certain
that Laskin’s ash ponds will be retired soon, MP launched a closure plan study for Laskin’s
ash ponds and hired a third-party engineering firm to evaluate closure options. During the
course of this study, which is still ongoing, MP discovered that the ash in Cells A and B has
not dewatered (drained) as expected, and thus cannot be relocated with traditional earth-
moving equipment. This will significantly increase the costs associated with ash relocation.
Thus, the Company believes, again, that the lowest-cost option for customers is to cap Cells
A and B in place, as assumed in the 2009 Decommissioning Study. This assumption in the
2013 Decommissioning Study accounts for the large reduction in the Landfill and Pond
Closure cost category relative to the 2011 Study. On page six of its May Compliance Filing,
MP stated that it has had discussions with MPCA and has “introduced the possibility that
ash transport from Cells A and B may not be feasible.”14

Also on page six of the May Compliance Filing, the Company stated that it made a judgment
to revert to the lower contingency of ten percent. MP stated that this decision was based, in
part, on the Company’s view that the EPA would likely develop and propose closure options
that would allow capping the ash in place on its pursuit of additional ways to reduce costs to
customers, while maintaining compliance with ash pond regulations.

While it may be possible that the final closure of Laskin’s ash ponds will involve capping
Cells A and B in place, the Department questions whether this is a reasonable assumption
given that MP’s current MPCA-approved plan involves relocating the ash from Cells A and B
to Cell E, and any change to that plan will require MPCA approval.1s It appears that the only
significant development between the 2011 and 2013 Decommissioning Studies is the
discovery that the ash in Cells A and B is not draining as expected, and will therefore be
more expensive to relocate. The Company appears to believe that the increase in expected
costs alone is reason enough to assume that ash relocation will not be required.

12 May Compliance Filing, page 5.

13 Docket No. EO15/RP-13-53.

14 May Compliance Filing, page 6.

15 See MP’s response to Department Information Request 2, included with these Comments as Attachment No.
6.
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With respect to contingencies, there does not appear to be a general industry standard with
respect to contingency percentages. For example, Xcel uses a 15 percent contingency,
while Interstate Power & Light uses historical averages to set salvage rates for its production
plant, rather than demolition studies, and does not appear to explicitly include any
contingencies. Therefore, on its own, MP’s assumed contingency of 10 percent appears to
be reasonable, particularly for units other than Laskin. But when viewed in the context of
MP’s past filings, it is difficult to see how MP could believe that risks for Laskin, have
decreased since the 2011 Decommissioning Study. While there is more certainty
surrounding the timing of the closure of Laskin’s ash ponds, there does not seem to be any
reduction in uncertainty surrounding the required closure plan. It may be appropriate for MP
to set its contingency assumptions on a unit-by-unit basis.

In spite of the uncertainty surrounding Laskin’s salvage rate, the Department recommends
that the Commission approve all of the salvage rates proposed in the 2014 Depreciation
Petition. In its response to Department Information Request No. 2, MP stated that it is in
the second year of the ash pond closure study discussed above, and that the second year of
the study is focused on the variables that create the greatest cost uncertainty. The
Company’s response indicated that much of this work is expected to take place in
September 2014. Additionally, the Department notes that the EPA is required to take final
action on its proposed CCR rule to regulate coal ash in December 2014. Given these
expected developments, the Company, the Department, and the Commission will likely be in
a better position to assess MP’s ash pond closure assumptions in MP’s next remaining life
depreciation filing. Therefore, the Department recommends that the Commission require
MP to include in its next remaining life depreciation filing an update on the findings and
conclusions from its ongoing ash pond closure study, as well as an assessment of the EPA’s
CCR rule and the impacts it will have on the Company.

. RECOMMENDATIONS
The Department recommends that the Commission:

1. Approve MP’s proposed remaining lives, except for the remaining life proposed
for Laskin;

2. Approve a remaining life of 11 years for Laskin;

3. Approve MP’s proposed salvage rates;

4. Require MP to provide in its next remaining life depreciation filing an update on
the findings and conclusions from its ongoing ash pond closure study, as well as

an assessment of the EPA’s CCR rule and the impacts it will have on the
Company.
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Require MP to continue to provide in future remaining life depreciation studies
a comparison of the remaining lives used in its depreciation filing and in the
utility’s then-current resource plan, and an explanation of any differences;

Require MP to include in its next remaining life depreciation study an analysis
comparing its depreciation expense calculated using its current
decommissioning probabilities and its depreciation expense calculated without
decommissioning uncertainties;

Require MP to include in its next remaining life depreciation petition a summary
of supplemental depreciation expense recorded during 2014, as well as a
summary of supplemental depreciation expense to be recorded in the future;



Docket No. E015/D-14-318
Department Attachment No. 1

Page 1 of 1

"G/ Z-£T-Q/STO "ON 38¥%00(Q Uj uolssiluwog oLy Aq peaoidde seles ageAles
oy} 109)401 0} pajepdn usaq aAey salel ageAles JUBLIND 9Y| "UomIed uoneloalded $T0Z SdIN JO ¥ Xipusddy 03 ejepdn Ue S| UBWYoENY SIYL 910N

(9T¥'0E6'E) TT6'9¥9'99 LTE'LLS'0L 8€.'CC9'v¥9  TBE'GTT'086'T
(Ly¥'162'T) 182'226 80T'STT'E ¢67'S9T'Or 809'€55'98
(98€) TTE %000 0S 169 %00'0 €eT TEE'ET €6'8C
(L62'2) YTE'T %000 0% TT9'e %000 <'8T 0EL'6S TSY'STT
(evT'LT) ¥ST'0T %000 0S 162'1T %00'0 9'8T 0TC'TLS 8€6'820'T
(g92) =14 %000 0s 8TC'T %00°0 987 79905 vee'el
(r29'%T) 269'8s %000 0s 99€e'ce %000 9'8T TEO'SCO'T £€9'65Y'T
(851'52) Z06'7T %000 0s 090'0% %00°0 9'8T 069'00Z £08'SY6
(cLL's) ozr'e %00°0 05 z6T'6 %00°0 9'8T TEV'TTE Lov'esy
(Tee'e) 808'T . %000 0§ 68Ty %000 £'CC ZST'TTC TL5'10€
(Tzv'sl) 99Z'ST %000 0§ 189'79 %00°0 81T Zr6'e8z'T €GT'LV0'T
(€08'vL) T6T'VT %000 0S ¥69'88 %000 08 0SVI8Y'T 000'T6T'
(8TL'9GT) €£9'98 %00°0 0S TSE'EVT %000 84T 8T6'CrS'S TLS'v.8'6
(oeg'ore) 9TO'VL %00°0 08 [ElZeder44 %000 88 SPO'ETT'Y 6v8'eT8'L
(Log'er) 965'02 %000 0S £96'€9 %00°0 Tt 86.'96V'T 209'925'C
(ev0'y9) 816'0€ %000 0S €£20'G6 %00°0 €97 YIE'6LL'T Y6T'8TE'E
(e50°L8) 0£6'SY %000 0S £86'C0T %000 £€7T 009'VEL'T 8TT'TE0'S
(022'769) 86%'962 %000 0s 8T.'188 %000 191 800'2T9'E S06'9ey'sT
(T¥0‘c8e) 0L2'9T2 %000 0s 1T8'86S %000 187 00.'G58'T 88T'769'ST
(e€0'v9v) 69.'58 %000 0S z08'6%S %00°0 8L TTY'TC8 198'60T'S
- L19'€89'YT 119'€89'VT 0.2'280'G2 696'6.T L6V
- T8Y'LSY'T %000 0'62 I8V LSY'T %000 0'6T 653'6V8'Y 667'9TT LY
961'9¢C'ET 961'9ZT'ET TTL'2EC'0T 0/%'€90'051
- 9Tr'oTy'y %00°0 0'EE 9zr'oTY'Y %00°0 0'ee ToE'8vY'y YYETTEOST
- YTS'9.8 Y %000 o'ee YIS'9.8 Y %000 o'ee 09Z'2v6's 6TT L9E'0ST
- 98T %000 o'ce 928'vee'e %000 oce ¥860'060'C YISV8TEL
- 0EV'Y0Z'T %000 0TE 0EY'v0T'T %00°0 0TE 980'28L'L £6£'680'9L
(696'2€9'T) €.7'SE0'TS Zhi'899'CS 9/6'72€'615 YT18'T6€'96ET
- 8Z8'G9T %00°0 0TT 828'59T . oTT £69'T0E'S 208'seT's
(819'18) €20'80L %9T V- 0T TCL'S6L = 07T 20L'808' Y SZ1'800'S
(T8E'T0C) TTY'ESS'8 %9T V- 0'ET 208'v5.'8 | OET 062'929'vy 205'L65'6VT
(620'682) Y61'192'6 £25'065'6 Z66'vET'6Y 126'S09'YST
(o1T'e6) 90V'TT6'S %90'C- 09T 2TS'700'9 0'9T L1T'9179'88 956'00S'6LT
(806'TY) SoT'TLE'6 %9y~ 0'ce €L0'VIV'6 (e 869'708'v9T 205'909'75€
(L21'26) 2oy'ess'oT %0S ¥~ 01e 6.5'v79'9T 01T 90T'¥Z8'2ZT  6£0'.9T'0S¥
(o9z'0V) SEV'ESY'T %06°L- 0TI G69'E6Y'T o'TT 29E'T98'2T 19/'700'9€
(8eT'se) Y96'TEY'T %60'9- 0TT T0zT'89v'e O'TT 198'281'2C LYE'TOL'OY
(669'20€) ZLE'TTL'SE T.0'GZ0'9E 002'988'Tey  TT9'086'990'T
(eLT'eET'T) 986'852'C %0S VT~ 0'LT 6ST'T6V'E oTT TL0'656'2S L86'T6L'6L
ZEG'06T £61'9¢8'e %TY'T 0TI T98'GEE’E . 0TT 020'€60'05 18%'182'98
[eniooy feniooy ¥1/30/10) ¥1/70/10) leniooy (¥1/10/10)  (¥1/T0/10) £1/18/21 £1/1€/2T
$10Z 01 lenuuy anjep al {enuuy anjep ajn anIesay Qouefeq jue|d
ssdueyy aley vi02 agenes Bujuiewoy 102 ageaes Buiurewsy uofjeioaidaq ajqeroaidag
1010043 §1S09 "WwW09aq £T0T 92 - s9jey pasodoid sojeY pesodold juaiind

uojjeioudn) [E10)

SIB|d UCHONPOLd JL1J08190IPAH [B30]

1I0AI8S0Y BYeT UoA( SHUM
suoneys guisnes
JI0AISS9Y 29B8IUM
JIoAI9S9Y 9%ET 201y
JjoAI9saY 8)E puels)
JioAlesay axe ysid
Jloalasay exe rep|nog
JIOAI9SSY 9)ET Yo,
uonels 3H Jede
uolels IH UBAIAS

uonels IH pieyourlg
uoielS IH Sfied oI
uoleIs IH UojuBds
uoneIs aH siled apuy
UoNE)S JH UoluM

UoRels 3H or np puod
uopels 3H uoswoyl
uoRIS AH JeA auield
S1UB|d UONONPOId 21100[00JPAH

UOJIBIBUSY PUIM [BIOL

Jsyua) Akeud | o8piy enuooe]
uosig jel03gns

€ uosig

¢ uosig

gr uosig

VT uosig

UONIBIBUSY) PUIM

uofeIdUBY WEV)S [B10]

*5pUOd ysy
yun/aimonns

TOIUE) ASIBUT JOQIE[] SlUCIEL

UowIwog
P "ON WUn
€ "ON uUn
T 'ONUN
TONWUn

TuoneErs IS preqaiH
uofielausy wesis

¥10¢C
asuadxy uoneioaidaq uo sislaweled uonerssideq pasodoid 4o 19943
J0 uopenojey Jusweds(



Docket No. EO15/D-14-318

. Department Attachment No. 2
State of Minnesota Page 1 of 2

DEPARTMENT OF COMMERCE
DivisioN oF ENERGY RESOURCES

Utility Information Request

Docket Number:  E015/D-14-318 Date of Request: July 7, 2014
Requested From: Debbra A. Davey, Minnesota Power Response Due: July 17,2014

Analyst Requesting Information:  Craig Addonizio

Type of Inquiry: [X]..._Financial [ 1.....Rate of Return [ 1.....Rate Design
[1.....Engineering [ 1.....Forecasting [ ].....Conservation
[ 1. Cost of Service [1..CIP [ 1. Other:

If you feel your responses are trade secret or privileged, please indicate this on your response.

Request
No.
5 Reference: Proposed Life Extension for Laskin

a. Please explain the basis for Minnesota Power’s belief that gas peaking generation
facilities have useful lives of 15 years.

b.  Please explain why MP is proposing to extend the life of Laskin now, rather than
waiting until next year, when the additions necessary to convert Laskin into a gas
peaking facility are placed in service.

c.  What portion of Laskin’s ending 201.3 gross plant balance ($80.0 million) is eXpeoted
to remain in service after it is converted into a gas peaking facility?

d. How much plant will be added to Laskin’s gross plant balance pursuant to its
conversion into a gas peaking facility?

Response by: List sources of information:
Title:
Department:

Telephone:
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5 a. The basis for MP’s belief that gas peaking generation facilities have useful lives of 15 years is internal
engineering judgment that this is the estimated life of that equipment.

5 b. MP is proposing to extend the life of Laskin now rather than waiting until next year for several
reasons. First, in MP’s 2013 Integrated Resource Plan (IRP) MP proposed to refuel Laskin Units 1 and 2 to
operate on natural gas by 2015. The Commission found that proposal reasonable and approved MP’s
2013 [RP. As a result, MP is proceeding with its plan to convert Laskin to natural gas. Second, the
conversion of Laskin to natural gas is part of MP’s “EnergyForward” plan, our strategic plan which includes
the addition of natural gas as a generation fuel source. We are moving forward with this plan, and year-to-
date have spent approximately $4 million on this project. Third, in the past we have requested life
extensions, which have been approved by the Commission, prior to when the additions were actually
made. For example, in MP’s 2007 Remaining Life Depreciation Petition a request was made, and
approved by the Commission, to extend the life of Boswell Unit 3 until 2034, based on the Boswell 3
Environmental Improvement Plan filed with the Commission on October 27, 2006, (Docket No. EQ15/M-
06-1501). The additions related to this improvement plan were placed in-service November 2, 2009, but
facts were present several years earlier indicating a longer remaining life. Accordingly, MP believes it is
now in a position to extend the life of Laskin to its new estimated remaining life through December 2030,
as MP is moving forward with this plan, and this has been an approved approach in the past.

5 ¢. The vast majority of these assets are expected to be required to serve the new mission; however,
some assets will no longer be used after the conversion to a natural gas plant in 2015. In MP’s 2013 IRP
the estimate of the assets expected to be retired upon conversion was approximately $5 million. The
latest estimate is expected to be lower than that amount, but the actual amount is still being refined as
conversion plans are finalized.

5 d. The latest estimate for the capital project to convert Laskin to a natural gas peaking facility is slightly
under $14 million.

Response by: List sources of information:

Title:

Department:

Telephone:
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State of Minnesota Page 1 of 3
DEPARTMENT OF COMMERCE
DivisioN oF ENERGY RESOURCES

Utility Information Request

Docket Number: E015/D-14-318 Date of Request: July 7, 2014
Requested From: Debbra A. Davey, Minnesota Power Response Due: July 17, 2014

Analyst Requesting Information:  Craig Addonizio

Type of Inquiry:; [X].___Financial [ 1. Rate of Return [ 1....._Rate Design
[1..._Engineering [1..._Forecasting [ 1..._Conservation
[ 1...._Cost of Service [1._..CIP [ 1. Other

If you feel your responses are trade secret or privileged, please indicate this on your response.

Request
No.
7 Reference: Proposed Life Extensions for Hydraulic Production Facilities

a. The Department notes that only seven of Minnesota Power’'s 19 hydro facilities had
capital additions greater than $100,000 in 2013. Please explain why MP believes it is
appropriate to extend the lives of the 12 facilities that did not have significant capital
additions in 2013.

b.  Historically, the remaining lives of Minnesota Power’s hydraulic generating facilities
have not all been identical. Please explain why MP is proposing to set a single
remaining life for all of its hydro facilities in this Docket.

Response by: List sources of information:
Title:
Department:

Telephone:
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7 a. In the past five years Minnesota Power has made the following investments over $100,000 in the
following hydroelectric facilities. Since 2008, 13 of our 19 hydroelectric facilities have had investments.
Extending remaining lives of all these facilities to 50 years is based on capital investments MP has
completed in the past or plans to complete in the future.

2012 - $0.2 million Blanchard HE Station, $0.8 million Little Falls HE Station, and $0.2 million Thomson
HE Station.

2011 - $0.3 million Blanchard HE Station, $0.8 million Fish Lake Reservoir, $1.2 million Fond Du Lac HE
Station, $0.3 million Thomson HE Station, and $0.8 million Winton HE Station.

2010 - $0.3 million Knife Falls HE Station, $0.2 million Little Falls HE Station, $0.7 million Prairie River HE
Station, $0.2 million Scanlon HE Station, $0.3 million Whiteface Reservoir, and $0.8 million Winton HE
Station. Also, Birch Lake only has $0.3 million of total assets and in 2010 $36,000 was invested.
Reconstruction of the Birch Lake dam began in 2013 and will be complete in 2014.

2009 - $0.2 million Fond Du Lac HE Station, $1.7 million Little Falls HE Station, $0.4 million Prairie River
HE Station, and $1.5 million Thomson HE Station. Also, Boulder Lake Reservoir only has $0.6 million of
total assets and in 2009 $59,000 was invested.

2008 - $0.4 million Knife Fallé HE Station and $0.9 million Thomson HE Station.

7 b. Minnesota Power owns and is licensed by the FERC to operate the largest hydroelectric system in
Minnesota, which includes seven hydroelectric “projects” (excluding Rapids Energy Center). The largest
project is the St. Louis River Project, which includes nine developments (the Fond du Lac, Thomson,
Scanlon and Knife Falls generation facilities and Fish Lake, Rice Lake, Island Lake, Boulder Lake, and
Whiteface Reservoirs). The other projects are Winton (including Birch Lake Reservoir), Prairie River,
Blanchard, Little Falls, Sylvan, and Pillager. Minnesota Power operates all of these developments as an
overall system and achieves economies of scale in doing so. The system is remotely monitored and
operated from the Thomson control room, where Minnesota Power’s Hydro Operations Department
controls the generating units at each station and can remotely operate a limited number of spillway gates
at certain dams. Minnesota Power also maintains an appropriate level of Hydro Operations Department
staff to operate, maintain and respond to operational challenges such as the 2012 flood. Operating the
overall system leads to operational efficiencies and a lower overall megawatt hour cost; therefore,
Minnesota power intends to continue to manage and operate the system as a whole.

Response by: List sources of information:

Title:

Department:

Telephone:
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7 b. (continued):

Historically, the remaining lives were different due to the remaining lives for these facilities being linked to
the expiration of the facilities FERC licenses. MP plans to relicense the facilities and anticipates
successful relicensing. Many capital investments MP has recently completed or plans to complete in the
future are designed to extend the remaining lives of these facilities well in excess of the licenses. Our
internal engineering judgment is that it is reasonable to extend the estimated remaining lives of these
facilities to 50 years.

Response by: List sources of information:

Title:

Department:

Telephone:
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DEPARTMENT OF COMMERCE g
DiviSION OF ENERGY RESOURCES

Utility Information Request

Docket Number: E015/D-14-318 Date of Request: July 7, 2014
Requested From: Debbra A. Davey, Minnesota Power Response Due: July 17,2014

Analyst Requesting Information:  Craig Addonizio

Type of Inquiry: (X]_.__Financial [ 1. Rate of Return [ 1.....Rate Design
[1.....Engineering [ 1.....Forecasting [ ... Conservation
[ 1. Cost of Service [1....CIP [ 1. Other:

If you feel your responses are trade secret or privileged, please indicate this on your response.

Request
No.
6 Reference: Proposed Life Extensions for Hydraulic Production Facilities

a. Please explain the basis for the 50 year life proposed for Minnesota Power’s hydraulic
generating facilities (i.e., why 50 years, rather than 30, or 70?).

b.  On page six of Minnesota Power’s Petition, MP states that the proposed hydro life
extensions are based on “current and planned capital investments....” Please describe
the capital investments MP expects to make in the future which are necessary for
Minnesota Power’s hydraulic generating units to achieve the proposed 50 year
remaining life.

Response by: List sources of information:
Title:
Department:

Telephone:




Docket No. E015/D-14-318

Response: Department Attachment No. 4
‘ Page 2 of 3

6a. MP’s hydroelectric production facilities are the foundation and an increasingly valuable part of MP’s
renewable energy portfolio. MP has continually invested in maintenance and capital improvements to
maintain value and lengthen the remaining life of these facilities. Historically, remaining lives for these
facilities have been linked to the expiration of FERC licenses. MP plans to relicense the facilities as
licenses expire and anticipates successful relicensing. Many capital investments MP has recently
completed or plans to complete are designed to extend the remaining lives of these facilities well in excess
of the licenses, and are expected to function well in excess of 30 years. For example recent significant
investment has upgraded or replaced facilities that have lasted about a century (e.g., Thomson forebay
embankment, penstocks, gates, valves, generator runners and windings, electrical infrastructure, and
concrete dams). Although it is rare and difficult to design beyond 50 years, with routine maintenance,
these facilities are expected to last at least 50 years. Our internal engineering judgment is that it is
reasonable to extend the estimated remaining lives of these facilities to 50 years.

6 b. The Minnesota Power Hydro Operations Department manages the overall hydro capital plans and in
addition to annual budgets has 10-year and 50-year capital plans for its hydro facilities which include
major upgrades or replacements.

In the next ten years Minnesota Power anticipates to complete the following improvements:

Blanchard - replace spiliway gates, refurbish crane, refurbish unit head gates, overhaul generating units
(including runner replacement and electrical rewind as necessary), and upgrade electrical infrastructure
including arc-flash safety improvements.

Boulder Lake Reservoir - replace spillway gate.

Fond du Lac - replace spillway gates.

Island Lake Reservoir - reconstruct the fuse plug into a passive overflow spillway, and rebuild sluice gates.
Knife Falls - replace unit head gates, replace spillway gates, overhaul one generating unit (including
runner replacement and electrical rewind as necessary), and upgrade electrical infrastructure including
arc-flash safety improvements.

Little Falls - replace unit head gates, replace spillway gates, overhaul generating units (including runner
replacement and electrical rewind as necessary), upgrade electrical infrastructure including arc-flash

safety improvements, and replace roofs.

Pillager - reconstruct dam to increase spill capacity, replace static exciter/voltage regulator, and upgrade
electrical infrastructure including arc-flash safety improvements.

Prairie River - rehabilitate unit head gate.

Rice Lake Reservoir - replace spillway gates.

Response by: List sources of information:

Title:

Department:

Telephone:
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6 b. (continued)

Scanlon - replace unit head gates, replace spillway gates, overhaul generating units (including runner
replacement and electrical rewind as necessary), and upgrade electrical infrastructure including arc-flash
safety improvements.

Sylvan - reconstruct dam to improve stability and increase spill capacity, replace rubber dam, and upgrade
electrical infrastructure including arc-flash safety improvements.

Thomson - reconstruct portions of the main dam to increase spill capacity, rehabilitate dam 6, lead abate
surge tank #2, replace spillway gates, and overhaul generating units 2, 3 and 5 (including runner
replacement and electrical rewind as necessary).

Whiteface Reservoir - replace spillway gates.

Winton - replace spillway gates, and overhaul generating unit 2 (including runner replacement and
electrical rewind as necessary).

Response by: List sources of information:

Title:

Department:

Telephone:
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DEPARTMENT OF COMMERCE Page 1 of 3
DivisioN oF ENERGY RESOURCES

Utility Information Request

Docket Number: E015/D-14-318 Date of Request: July 7, 2014
Requested From: Debbra A. Davey, Minnesota Power Response Due: July 17, 2014

Analyst Requesting Information:  Craig Addonizio

Type of Inquiry: [X]_.__Financial [ 1...._Rate of Return [ 1......Rate Design
[]...._Engineering [ 1.....Forecasting [ 1..._Conservation
[].....Cost of Service [1...CIP [ 1. Other

If you feel your responses are trade secret or privileged, please indicate this on your response.

Request
No.

1 Reference: Laskin Ash Pond Closure Plan Referenced in Compliance Filing in Docket No.
EO015/D-13-275

a. Inthe Laskin ash pond closure plan submitted to the MPCA in 2002, was MP required
by any laws or regulations to propose relocation of all ash from Cells A and B to Cell E?

b. Atthe time the 2002 closure plan was submitted to the MPCA, was the relocation of
ash from Cells A and B to Cell E considered to be the lowest cost closure option?

c. If the relocation of ash from Cells A and B to Cell E was neither required by law nor the
lowest cost closure option, please explain why Minnesota Power’s proposed to do so in
its 2002 closure plan.

Response by: List sources of information:

Title:

Department:

Telephone:
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la. When Minnesota Power (MP) proposed Cell E construction, regulations at that time required
submittal of a closure Cell E plan along with its initial construction and operating plans in order to receive a
construction permit for this new ash cell. It was also anticipated that at the time of Cell E closure,
expected approximately 2017, a revised closure plan would potentially need to be submitted to the MPCA
to request approval for closure action at that time. This view and intended action remains the course MP
is on at this time.

These plans were submitted to MPCA in the 1998-1999 timeframe, more than fifteen years ago, and it
was generally understood that physical conditions, regulatory requirements and construction
techniques/materials applicable in the future would shape a final closure plan. It was anticipated that long
term closure would be required and the exact details of the final closure would be communicated and
approved by the MPCA.

No particular standard required relocation; rather relocation was envisioned as a lower cost and more
proximate method to provide sloping material necessary to close the Cell E at end of life. The thinking at
the time was that relocating the ash in Cells A and B atop the future Cell E would result in the most
efficient and least cost option. It was expected that in order to be properly closed, Cell E would require a
“mounding of material,” or high slopes, of adequate size and stability, to be placed between the underlying
Cell E ash and the new liner/drainage systems, in order to meet construction quality standards applicable
at the future closure timeframe. MP assumed that a method of conventional excavation of moving ash
from Cells A & B into Cell E was feasible because it was anticipated that the ash would have dewatered
through natural drainage and allow for proximate and cost effective relocation.

1b. Yes, at the time the initial MPCA closure plan was submitted, relocating ash from Cells A and B to
Cell E was expected to be the lowest cost closure option. At the time, it was anticipated that the ash
condition would change over time, dewatering, becoming easier to excavate with conventional methods,
allowing transport of the ash to the closed Cell E and eventually being used as the cover material for Cell E.
This plan requires the ash to be of suitable strength to be stacked on-top of Cell E to achieve the slopes
and volumes required. Cells A and B sit adjacent to Cell E, and gravel service roads are built around all
sides of Cell E and around Cells A and B, offering reasonable construction access.

However, recent tests have shown that the ash has not dewatered at a rate initially estimated and it is
guestionable and unlikely that this method is still possible, and if possible, may require the addition of
cement-like admixtures to increase the strength required to achieve final slopes above Cell E. The
requirement of admixtures or alternative relocation construction methods dramatically increase the cost
projections and risks of successful execution of such a project.

Response by: List sources of information:

Title:

Department:

Telephone:
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1 b. (continued) The method as proposed in 2002, with the conditions anticipated at the time of final
closure, was likely the lowest cost construction method that would remove the ash from Cells A and B.
Excavations and borings performed in Cell A during exploratory work in 2010-2013 brought into question
the potential for liquefaction, a condition that MP felt would not be present after dewatering, when
choosing this construction method. Our assumption in choosing this method at the time, as the basis for
our preliminary Cell E closure plan, was that removal from Cells A & B to Cell E would be required if it did
not pose any hazards during construction and was cost effective. MP is carefully evaluating
constructability and hazard potential with field-test work expected to take place in September of 2014.

Response (continued):

1c. Removal and relocation of ash, if able to be done with conventional construction techniques in a
cost effective manner represents the best possible outcome as the ash is confined to one location for
monitoring and maintenance. Cells A and B, and the ash within them, sit adjacent to Cell E, providing
potentially the most proximate “fill material” to build the necessary slopes to support the liner and
drainage systems of a future Cell E closure. However, if the construction methods are not considered safe
or feasible, or if additional environmental impacts or significant additional construction-related cost risks
are introduced, it may not be the preferred method. Additionally alternate construction methods increase
cost in order to perform the work safely. MP is in the process of studying the preferred and alternative
methods in order to choose the most cost effective option while minimizing environmental impacts, in
order to be confident in proposing a final closure plan to be submitted to MPCA as part of closing Cell E.

Response by: List sources of information:

Title:

Department:

Telephone:
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State of Minnesota
DEPARTMENT OF COMMERCE
DivisiON OF ENERGY RESOURCES
Utility Information Request
Docket Number: E015/D-14-318 Date of Request: July 7,2014
Requested From: Debbra A. Davey, Minnesota Power Response Due: July 17,2014
Analyst Requesting Information:  Craig Addonizio
Type of Inquiry: [X]..._Financial [ 1. Rate of Return [ 1.....Rate Design
[ ].....Engineering [ 1.....Forecasting [ ].....Conservation
[ 1. Cost of Service [1...CIP [ ]..._Other:

If you feel your responses are trade secret or privileged, please indicate this on your response.

Request
No.
2 Reference: Laskin Ash Pond Closure Plan Referenced in Compliance Filing in Docket No.
EO015/D-13-275
a. Please explain why MP considers it appropriate to not use its MPCA-approved closure
plan to estimate decommissioning costs for Laskin.
b.  Please explain generally the process MP will have to go through in order to enact a
closure plan for Laskin’s ash ponds that is different from 2002 closure plan (i.e. will
MPCA approval be required? What will the timeline be? Etc.).
Response by: List sources of information:
Title:
Department:

Telephone:
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2 a. Conditions of the ash in Cells A and B were found to be significantly different than those assumed to
exist at the time the preliminary closure plan was submitted. Exploratory work performed between 2010
and 2013 brought into question assumptions used in choosing the plan that was the MPCA approved
closure plan, as that plan may no longer be feasible based on the condition of the ash. While further
exploratory work was taking place, MP felt it was prudent to use a lower value that assumed a cover in
place strategy rather than a relocation strategy until MP had more clarity on the preferred construction
method and cost. Ultimately, when an ash cell is eventually closed, MP will be required to file with the
MPCA to obtain a final approved plan before closure of an ash pond takes place. This plan can be
different than the original closure plan due to many changing facts and circumstances.

2 b. MP is currently in the second year of an Ash Pond decommissioning study. The first year focused on
exploring traditional, alternative and innovative construction methods in order to minimize cost based on
the wet condition of the ash in Cells A and B. The second year is designed to physically explore the
variables that create the greatest cost uncertainty including liquefaction potential and groundwater
interactions. It has been communicated to the MPCA that MP is exploring these factors in order to create
a final closure plan for review and approval. This exploratory work is scheduled to take place in September
2014 and will guide our final cost estimates as well as timing for both construction and regulatory
approval. MPCA approval will be required for any method chosen, as well as a post closure monitoring
plan.
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