
 
 
 
February 25, 2015 
 
 
 
Daniel P. Wolf 
Executive Secretary 
Minnesota Public Utilities Commission 
121 7th Place East, Suite 350 
St. Paul, Minnesota  55101-2147 
 
RE: Minnesota Department of Commerce’s Request for Clarification or Reconsideration 
 Docket Nos. E002/CN-12-1240, E002/M-14-788, E002/M-14-789 
 
Dear Mr. Wolf: 
 
Attached are the comments of the Minnesota Department of Commerce, Division of Energy 
Resources (Department) requesting that the Minnesota Public Utilities Commission 
(Commission) clarify or, to the extent deemed necessary, reconsider its February 5, 2015 
Order Approving Power Purchase Agreement with Calpine, Approving Power Purchase 
Agreement with Geronimo, and Approving Price Terms with Xcel. 
 
The Department is available to answer any questions that the Commission may have. 
 
Sincerely, 
 
 
 
/s/ CHRISTOPHER SHAW 
Rates Analyst 
 
CS/ja 
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BEFORE THE MINNESOTA PUBLIC UTILITIES COMMISSION 
 

COMMENTS OF THE 
MINNESOTA DEPARTMENT OF COMMERCE 

DIVISION OF ENERGY RESOURCES 
 

DOCKET NOS. E002/CN-12-1240, E002/M-14-788, E002/M-14-789 
    

 
 
I.I.I.I. INTRODUCTIONINTRODUCTIONINTRODUCTIONINTRODUCTION    
 
The Minnesota Department of Commerce, Division of Energy Resources, Energy Regulation 
and Planning Unit (Department or DOC) respectfully requests that the Minnesota Public 
Utilities Commission (Commission) clarify or, to the extent it may deem necessary, 
reconsider its February 5, 2015 Order in the above-referenced docket.  The Department is 
concerned that the Commission’s Order may have deleterious effects on future Request for 
Proposal (RFP) processes undertaken by Xcel Energy (Xcel) to identify and acquire new 
resources.   
 
Of specific concern are the following two components of the Commission’s determinations 
regarding the power purchase agreement (PPA) between Xcel and Calpine’s Mankato Energy 
Center II (Mankato expansion): 
 

1) Recovery of any net costs for dispatchability payments to Calpine, and 
2) Recovery of either any transmission interconnection costs higher than $1.5 

million or termination fees.   
 
Minnesota Statutes, section 216B.2422, subd. 5 allows a utility to select resources through 
a Commission-approved bidding process.  A resource selected through this bidding process 
is not required to obtain a certificate of need. Thus, the RFP process is a substitute for 
identifying and selecting least-cost resources.  Essentially, the Department requests that the 
Commission maintain the integrity of the RFP process by clarifying on the record that bidders 
in future RFP processes will be held to the prices and terms used to evaluate the bids. 
 
 
II. COSTS IN EXCESS OF BIDS 
 
The Commission’s May 23, 2014 Order Directing Xcel to Negotiate Draft Agreements with 
Selected Parties (Order) reflected the need to protect the integrity of the RFP process.  The 
Order stated that: 
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A. Calpine, Geronimo, Invenergy, and Xcel shall be held to the 
prices and terms used to evaluate each bid for the purpose 
of cost recovery from Xcel ratepayers.  Ratepayers must not 
be put at risk for costs that are higher than bid or for 
benefits assumed in bids that do not materialize.  If actual 
costs are lower than bid, the bidders should be allowed to 
keep those savings. 

B. The agreements must provide terms that sufficiently protect 
ratepayers from risks associated with the non-deliverability 
of accredited capacity and/or energy from the project(s) as 
proposed. 

C. The Commission is unlikely to find it reasonable for Xcel to 
enter into an agreement in which negotiated terms shift risk 
or unknown costs to ratepayers.1 

 
Calpine’s PPA was the only project where the PPA had different cost components than “the 
prices and terms used to evaluate each bid.”  First, the dispatchability payments were higher 
than initially bid; second, transmission interconnection costs could be higher than the $1.5 
million used to evaluate the proposal.   
 
Ordering Paragraph 2 of the Commission’s February 5, 2015 Order Approving Power 
Purchase Agreement with Calpine, Approving Power Purchase Agreement with Geronimo, 
and Approving Price Terms with Xcel states: 
 

2. Regarding Calpine’s proposal:  
A. The Commission selects the proposal as a resource 

that fits Xcel’s need and approves Xcel’s draft power 
purchase agreement with Mankato Energy Center II, 
LLC.  

B. In any request to recover costs related to this project, 
Xcel shall address the costs and benefits of the 
dispatchability payments. 

 
The Ordering Paragraphs do not specifically address whether Calpine, Xcel or Xcel’s 
ratepayers would be responsible for any interconnection costs that are higher than $1.5 
million; however, the PPA assigns all costs to Xcel.   
 

1.1.1.1.    Dispatchability PaymentDispatchability PaymentDispatchability PaymentDispatchability Payment        
 
The Commission noted that the record had little support for the assertion by parties in oral 
arguments that the increased price for the Mankato expansion will be offset by additional 
revenues: 
  

                                                 
1 Ordering Paragraphs 2A-C, Order Directing Xcel to Negotiate Draft Agreements with Selected Parties, Docket 
No. E002/CN-12-1240. 
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That said, the dispatchability terms were not included in the 
initial calculation of Calpine’s costs, and the quantification of 
costs and benefits were not well developed in the record.  
Consequently the Commission will require this matter to be 
addressed when Xcel seeks to recover the costs of the Calpine 
project.  

 
In this case, not only were the PPA’s dispatchability terms not included in Calpine’s bid, 
neither Xcel nor Calpine made any representation in the record or during oral arguments 
that the dispatchability payment would result in offsetting revenue or that the Mankato 
expansion required additional payment from ratepayers in order to fully participate in the 
MISO ancillary services market.  The first time in the proceeding that any party asserted that 
the increased cost to ratepayers for the dispatchability payment could result in offsetting 
revenues, was during Commission deliberations, shortly before the Commission approved 
the Calpine PPA.  Moreover, neither Xcel nor Calpine made any assertion in written 
comments that the Mankato expansion would be unable to fully participate in MISO’s 
ancillary services market without increased costs to ratepayers. 
 
As noted above, the Department’s concern is the integrity of the RFP process.  Allowing PPA 
terms to include costs not included in RFP bids undermines the transparency and purpose 
of the RFP process.  Should bidders have the understanding that additional costs can be 
negotiated during PPA negotiations, the quality and accuracy of the bids would be 
questionable.  Since projects selected through Xcel’s RFP process are not subject to the 
certificate of need requirements, the Commission cannot be assured that a compromised 
RFP process will select least cost projects. 
 

2.2.2.2.    Transmission Costs Transmission Costs Transmission Costs Transmission Costs     
 
As noted above, the Ordering Paragraphs do not explicitly address recovery of transmission 
interconnection costs above the $1.5 million used to evaluate the project.  However, since 
the PPA assigns those costs to Xcel, approval of the PPA should be clear about the financial 
responsibility for any such costs.   
 
It is helpful to consider the Commission’s approach to a similar question about cost recovery 
in Xcel’s most recent request for proposals (RFP) for wind resources.2  In that proceeding, 
the Commission was reluctant to allow consideration even at a later time of an increase in 
costs to ratepayers.  In the agreement between Xcel and the Border Winds project, Xcel 
negotiated a term that would allow Xcel to terminate the agreement if additional 
transmission costs were incurred.  During oral argument the Commission expressed concern 
that project development necessarily involves transmission risk and that Xcel, not 
ratepayers, should manage and be responsible for that risk.   
 
The Commission found that, if additional costs did materialize for the project, it would be 
reasonable to consider an increase in costs charged to ratepayers if Xcel met its burden of  

                                                 
2 Docket Nos. E002/M-13-603 and E002/M-13-716. 
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proof to show that the cost recovery was reasonable, but did not allow Xcel to automatically 
recover any costs above the cap used to evaluate the wind project.  The Commission found 
that: 

Specifically, the Commission will bar Xcel from recovering any 
interconnection costs for the Border Winds project exceeding 
the cap set forth in the Border Winds contract until Xcel files a 
request, and receives Commission approval, to recover the 
excess costs.3  

 
Another relevant example occurred with Community-Based Energy Development (C-BED) 
projects in Minnesota, which encountered difficulties with transmission interconnection 
costs and processes.  There, Xcel proposed that ratepayers assume the risks of contingent 
transmission upgrades.4  The Office of Energy Security (now the Division of Energy 
Resources) opposed Xcel’s proposal on the grounds that all costs, including those related to 
transmission upgrades, should be considered when evaluating the relative cost-
effectiveness of competing proposals.  The Commission declined to adopt Xcel’s proposal.  
Subsequent PPA’s with C-BED projects did not propose to allocate unknown transmission 
risks to ratepayers. 
 
Similar to its decision in the Border Winds case, the Commission suggested in the instant 
case that Xcel could terminate the PPA with Calpine if interconnection costs were higher 
than expected.5  However, the Department notes that the termination fees in the Calpine 
PPA, which are trade secret, far exceed those negotiated in the agreements with Border 
Winds, and thus even cost overruns that far exceed $1.5 million may not warrant 
termination of the PPA in Xcel’s view.  The Commission’s Order does not specifically limit or 
cap Xcel’s interconnection cost responsibility.  Therefore, the Department seeks clarification 
that, consistent with its determination in Xcel’s last wind acquisition proceeding, the 
Commission would require Xcel to obtain approval of any transmission costs that exceed 
$1.5 million or, potentially, could require Xcel to terminate the PPA. 
 
The Department notes that neither the Department nor the Commission has internal 
expertise to analyze the likely cost of transmission upgrades.  Thus, the bidding process 
relies on parties to provide reasonable estimates of those costs in their bids.  It is important 
to ensure that bidders are held accountable to their bids to avoid shifting potentially large 
risks to ratepayers. 
 
The Department appreciates the Commission’s consideration of this request. 
 
 
/ja 

                                                 
3 Order Approving Acquisitions with Conditions at 16, Docket Nos. E002/M-13-603 and E002/M-13-716 
(December 13, 2013). 
4 Docket No. E002/M-08-516. 
5 The Commission’s Order states that the PPA reflects the terms used by the Department to evaluate the 
Mankato expansion.  The Department clarifies that it analyzed Calpine’s proposal based on a cost cap of $1.5 
million not on an unknown cost. 
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I, Linda Chavez, hereby certify that I have this day served copies of the following document on 
the attached list of persons by electronic filing, e-mail, or by depositing a true and correct copy 
thereof properly enveloped with postage paid in the United States Mail at St. Paul, Minnesota. 
 
MINNESOTA DEPARTMENT OF COMMERCE – REQUEST FOR CLARIFICATION 
OR RECONSIDERATION 
 
Docket Nos.  E002/CN-12-1240, E002/M-14-788, E002/M-14-789 
 
Dated this 25th day of February, 2015. 
 
 
/s/Linda Chavez 
_____________________________ 
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