
 
 
Alliant Energy Corporate Services, Inc. 
Legal Department 
319-786-4236 – Phone 
319-786-4533 – Fax 
 
Samantha C. Norris 
Senior Attorney 
 
November 10, 2014 
 
Dr. Burl W. Haar, Executive Secretary 
Minnesota Public Utilities Commission 
121 Seventh Place East, Suite 350 
St. Paul, MN 55101 
 
RE:    Interstate Power and Light Company and Southern Minnesota Energy 

Cooperative Docket No. E001, E132, E114, E6521, E142, E135, E115, E140, 
E105, E139, E124, E126, E145/PA-14-322 
Interstate Power and Light Company and Southern Minnesota Energy 
Cooperative’s Initial Comments in Response to October 4, 2014 Notice of 
Additional Comment Period 

         
Dear Dr. Haar: 
 
Enclosed for eFiling with the Minnesota Public Utilities Commission (Commission) 
please find Interstate Power and Light Company and Southern Minnesota Energy 
Cooperative’s Initial Comments in Response to the October 4, 2014 Notice of Additional 
Comment Period in the above-referenced dockets.  
 
Copies of this filing have been served on the Minnesota Department of Commerce, 
Division of Energy Resources, the Minnesota Office of Attorney General – Residential 
and Small Business Utilities Division, and the attached service list. 
 
Very truly yours, 
 
 
/s/ Samantha C. Norris  
Samantha C. Norris 
Senior Attorney 
 
SCN/kcb 
Enclosures  
 
cc:  Service List  

Interstate Power and Light Co. 
An Alliant Energy Company 
 
Alliant Tower 
200 First Street SE 
P.O. Box 351 
Cedar Rapids, IA 52406-0351 
 
Office: 1.800.822.4348 
www.alliantenergy.com 
 



STATE OF MINNESOTA 
 

BEFORE THE MINNESOTA PUBLIC UTILITIES COMMISSION 
 

Beverly Jones Heydinger 
David C. Boyd 
Nancy Lange 
Dan Lipschultz 
Betsy Wergin 

 Chair 
Commissioner 
Commissioner 
Commissioner 
Commissioner 

 
 
 
IN THE MATTER OF A REQUEST FOR 
APPROVAL OF THE ASSET 
PURCHASE AND SALE AGREEMENT 
BETWEEN INTERSTATE POWER 
AND LIGHT COMPANY AND 
SOUTHERN MINNESOTA ENERGY 
COOPERATIVE 
 

 
 
DOCKET NO. E001, E132, E114, 

E6521, E142, E135, 
E115, E140, E105, 
E139, E124, E126, 
E145/PA-14-322                 

 

 
AFFIDAVIT OF SERVICE 

 
 
STATE OF IOWA  ) 
    ) ss. 
COUNTY OF LINN  ) 

 
Kathleen C. Balvanz, being first duly sworn on oath, deposes and states: 
 
 That on the 10th day of November, 2014, copies of the foregoing Affidavit 
of Service, together with Interstate Power and Light Company and Southern 
Minnesota Energy Cooperative’s Initial Comments in Response to the October 4, 
2014 Notice of Additional Comment Period, were served upon the parties on the 
attached service list, by e-filing, overnight delivery, electronic mail, facsimile 
and/or first-class mail, proper postage prepaid from Cedar Rapids, Iowa. 
       
        
      __/s/ Kathleen C. Balvanz  ____     
 Kathleen C. Balvanz 
 
Subscribed and Sworn to Before Me  
this 10th day of November, 2014. 
 
 
___/s/ Kathleen J. Faine_________ 
Kathleen J. Faine 
Notary Public 
My Commission Expires on February 20, 2015 
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INITIAL COMMENTS OF INTERSTATE POWER AND LIGHT COMPANY AND SOUTHERN 
MINNESOTA ENERGY COOPERATIVE IN  

RESPONSE TO OCTOBER 10, 2014 NOTICE OF ADDITIONAL COMMENT PERIOD 
 

The following Initial Comments are submitted to the Minnesota Public Utilities 

Commission (Commission) by Interstate Power and Light Company (IPL) and Southern 

Minnesota Energy Cooperative (SMEC) (collectively Petitioners) in response to the October 10, 

2014 Notice of Additional Comment Period (October 10 Notice).  The Notice identified several 

topics that directly pertain to the core public interest determination before the Commission under 

Minn. Stat. § 216B.50 and allowed parties to address other issues. 

A majority of these topics have been addressed in the record that has been developed 

using the process established by the Commission,1 including the Responsive Comments of 

Interstate Power and Light Company and Southern Minnesota Energy Cooperative filed on 

September 4, 2014 (Petitioners’ September 4 Comments). These Comments: (1) will address 

each of the topics identified in the October 10 Notice, with references to other parts of the 

record also addressing those topics; and (2) will also address some of the other issues raised in 

the October 6, 2014 Reply Comments of the Department of Commerce, Division of Energy 

Resources (Department), the Office of Attorney General - Antitrust and Utilities Division (OAG), 

and Minnesota Municipal Utilities Association (MMUA). 

  

1 Order Requiring Additional Record Development, June 30, 2014. 
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I. BACKGROUND AND SUMMARY  

 As explained further in Petitioners’ September 4 Comments and these Initial Comments, 

the Transaction fully meets the public interest criteria of Minn. Stat. § 216B.50 without the 

addition of any other requirements or conditions.  The Petitioners have developed and provided 

a well-balanced approach that includes significant customer benefits and protections and 

Commission oversight for the 5-year period following closing and facilitates a transition from 

traditional rate regulation to the cooperative model of regulation, member control, and member 

ownership. 

The cooperative model of regulation, member control, and ownership may not be as 

familiar as the traditional regulation provided by the Commission, but there is no basis to 

question the Legislative Finding in Minn. Stat. 216B.01 that cooperatives such as SMEC and the 

SMEC Member Cooperatives are “effectively regulated and controlled by the membership.” 

Further, the affected IPL customers will obtain an ownership interest in the IPL assets 

being transferred as a result of the cooperative membership in the SMEC Member 

Cooperatives.  Ownership by the customer-members eliminates the typical division of interests 

between “stockholders” and “customers,” making this case unlike prior acquisitions that the 

Commission has reviewed.  The ownership interest in the assets transferred includes the right 

to subsequent transfer by the SMEC Member Cooperatives, including any gain that may result. 

As also further explained in these Initial Comments, the IPL customers will obtain added 

long-term cost benefits from the very low costs of capital and exemption from income taxes 

available to SMEC and the SMEC Member Cooperatives. 
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II. TOPICS IDENTIFIED IN THE OCTOBER 10 NOTICE 

 Responses to the topics identified in the October 10 Notice are included in this section.  

The order of the topics has been changed to clarify the discussion between related topics.    

1. Whether the proposed Transaction is in the public interest. 

The Petitioners submit that the record demonstrates that the Transaction is consistent 

with the public interest because: 

1. Customers will benefit from rates that will be lower with the Transaction than without as 
a result of: (i) the proposed five-year rate plan for SMEC and the SMEC Member 
Cooperatives; and (ii) their cost advantages, including cost of capital and exemption 
from income taxes.  

2. The Commission will retain oversight over implementation of the five-year rate plan by 
SMEC and the SMEC Member Cooperatives.  

3. As cooperative members, Customers will have ownership interests in the margins 
remaining after payment of the costs of providing service and in the assets being 
purchased.  Rate control through cooperative management has been used in Minnesota 
for over the past 70 years.  

4. Quality of service will be maintained, or possibly improved.  The SMEC Member 
Cooperatives have a proven track record of providing high quality service to immediately 
adjacent areas, and the proximity of service areas will strengthen the ability to provide 
quality service to all customers.  

5. Uninterrupted power supply is assured.  IPL and SMEC will enter into a Wholesale 
Power Agreement that will supply power to all of the current IPL customers for no less 
than 10 years.  

6. Renewable Energy Standards (RES) and Integrated Planning will be maintained.  SMEC 
will meet the RES obligations, with assistance from IPL and IPL will continue to file 
Integrated Resource Plans.  

2. What are the benefits of the Transaction?  

 As noted above, the Transaction will provide significant benefits to customers in several 

areas which can be summarized as follows: 

1. Rates during the years immediately following the closing will be lower for the current IPL 
customers with the Transaction than without the Transaction, as shown in the analyses 
performed by the Petitioners and the Department; 

2. The current IPL customers will obtain the long-run cost benefits resulting from the far 
lower costs of capital and exemption from income taxes available to SMEC and the 
SMEC Member Cooperatives; 
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3. The current IPL customers will obtain the benefits of ownership of margins and assets as 
a result of becoming members of the SMEC Member Cooperatives; 

4. Quality of service will be maintained and possibly improved; and 

5. IPL will continue to supply power, which will assure that power supply will remain 
available and reliable. 

The benefits of the Transaction were identified in the Petition and were further explained 

in Petitioners’ September 4 Comments.  The benefits of the Transaction are further explained in 

the responses to the topics identified in October 10 Notice.  Specifically: 

• The benefits of lower rates following the closing are explained in Section II.3.B 
below.   

• The benefits of the far lower costs of capital and exemption from income taxes 
available to SMEC and the SMEC Member Cooperatives are explained in 
Section II.3.C below.   

• The benefits of ownership of margins and assets as a result of becoming 
members of the SMEC Member Cooperatives are explained in Section II.3.D 
below. 

• Quality of service benefits are explained in Section III.7 below. 

• The Wholesale Power Supply Agreement is explained in Section III. 5 below.   

There is also significant public support for the Transaction, including resolutions of support from 

a number of municipalities, two Chambers of Commerce, and statements of support from 

individuals, as further explained in Section III.C below.   

3. What will the rate impact be on current IPL customers? 

 The completion of the Transaction, under all reasonable assumptions, is reliably 

expected to lead to rates for IPL customers that will be lower than the rates that would be paid 

by those customers if the Transaction did not occur.  While the levels of customer rate benefits 

vary (based on the assumptions that are applied), a rate difference that benefits customers is 

present under all reasonable assumptions.  These differentials in the five years immediately 

following the Transaction are the result of the SMEC Member Cooperatives’ Rate Plan.  In the 
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longer run, the significantly lower costs of capital and exemption from income taxes will provide 

continued benefits.   

A. Summary of SMEC and SMEC Member Cooperatives’ Rate Plan. 

The SMEC Member Cooperatives’ Rate Plan, which was discussed in detail on pages 

22 to 26, and 36 to 51 of the Joint Petition as follows: 

1.  For the first three years, referred to as the Initial Period, the Cooperatives have 

agreed to adopt IPL’s currently approved rates, with the following adjustments:   

a. IPL’s Energy Supply Cost Recovery (ESCR) mechanism, basically an adjustment 

mechanism intended to track changes in IPL’s cost of fuel and purchased energy, will be 

replaced with a Power Cost Adjustment (PCA) mechanism designed to track changes in 

SMEC’s cost of purchased power, including transmission delivery.  

b. The SMEC Cooperatives have agreed to offer an across the board $2.0/MWh 

credit for the three-year Initial Period.   As stated in Petitioners’ response to OAG IR No. 2 and 

DOC IR No. 4, the $2.0/MWh credit is not based on a definitive calculation, but rather is 

intended to help moderate the increase in rates that will result from tracking increases in the 

cost of wholesale power supply and transmission delivery services that have occurred since 

IPL’s last rate case in 2010.  To a large extent, this discount is made possible by SMEC’s ability 

to secure a bridge loan having a very low annual interest rate of approximately 1.59 percent,2 

the fact that SMEC and the SMEC Member Cooperatives are exempt from federal and state 

income tax, and the expectation of operational efficiencies, in spite of the fact that distribution 

costs have risen since IPL’s last rate case.  

c. The Cooperatives propose to reduce the amount of Conservation Improvement 

Program (CIP) expense recovered in base rates from $2.69/MWh to $1.4/MWh in order to be 

more closely aligned with IPL current expenditures and with what the Cooperatives are legally 

2 The bridge loan is available to SMEC for up to 5 years, although the SMEC Member 
Cooperatives plan to purchase and refinance their individual shares of assets within the first 3 
years.   
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obligated to spend.3  Since the recovery of CIP expense is tracked through an automatic 

adjustment mechanism, this modification of IPL’s existing rates has no long term revenue 

impact, but instead reduces the potential for over-collections followed by refunds that would 

occur absent this change.  (See response to DOC IR No. 9.)   

d. The Renewable Energy Resource (RER) charge will be rolled into base rates, as 

this cost is now included in the cost of purchased power, and will automatically be tracked 

through the PCA mechanism.  (See response to DOC IR No. 16.)   

2. For the following two years (i.e., years 4 and 5), referred to as the Transition 

Period, unless the criteria discussed below are met, the Cooperatives will maintain separate 

rates structures for the Acquired and Legacy Areas.  The rates in each area will be designed in 

total to recover the revenue requirements of each respective area.  Class Cost of Service 

Studies (CCOSS) for each area, which the SMEC Member Cooperatives have committed to 

developing, will be utilized along with other traditional cooperative rate design objectives (e.g., 

rate stability, avoidance of unacceptably abrupt changes, appropriate price signals, 

encouragement of energy and capacity efficiency, customer acceptance) will be utilized to 

design the individual rates in each area.  The rates for the two areas will not be merged unless 

the following criteria is met: 

a. The revenue produced by the two area rates are within 5 percent of each other; 

and  

b. No rate may be increased by more that 5 percent per year to accomplish a 

merger of rates.  

3. After the three-year Initial Period and two-year Transition Period, the Board of 

Directors of each SMEC Member Cooperative will be solely responsible for setting its rates.  

The members of the Boards are elected by and ultimately answerable to the membership 

3 Cooperatives do not require or seek a financial incentive to meet their CIP goals, such as the 
one the Commission has authorized for IPL, which also reduces the amount that must be 
recovered from customers. 
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including the former IPL customers who will become members, at closing, of their local SMEC 

Member Cooperative.   

B. The Transaction will provide significant customer rate savings. 

The Petitioners’ net benefits analysis reflects a realistic assessment of the rate effects 

with and without the Transaction.  While different assumptions can be applied, the effects on 

rates with and without the Transaction show a significant net benefit to customers during the 

near term following the Transaction.  As shown in the following Subsection C, those near term 

benefits will be followed by significant long term cost benefits.  The presence of net benefits 

under any reasonable combination of alternatives shows that a contested case is not needed to 

enable the Commission to complete its review.  

The Petitioners’ net benefits analysis reflects the fact that upward cost pressures, 

including power supply and transmission, will have an effect regardless of who provides service.  

The issue is not whether costs and rates will increase, but rather whether the Transaction will 

lead to higher rate increases.  As the record shows, the Transaction will lead to lower rate 

increases than would occur without the Transaction. 

Petitioners’ net benefits analysis covered the years 2014-2017.  The year 2014 was 

included in the analysis because IPL would have filed for rate relief assuming interim rates that 

would have been effective by July 2014, or earlier, absent the Transaction.   

The Petitioners’ net benefits analysis also reflects recovery of the full investment of $122 

million, including, the elimination of the accumulated deferred (ADIT) tax reserve mandated by 

the Internal Revenue Code, the IPL gain on sale, and the SMEC acquisition costs.  This 

analysis shows a cumulative net benefit of $28.3 million by 2017 (assuming IPL would have filed 

a rate case in 2014): 4 

4 Joint Petition for Approval of Asset Purchase and Sale Agreement Between Interstate Power 
and Light Company and Southern Minnesota Energy Cooperative (Joint Petition) at 37. 
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The presence of net benefits after recovery of the total purchase price (including gain on 

sale, acquisition costs, and elimination of the ADIT): (1) meets the rate case standards for full 

rate recovery of the total purchase price (as explained in Section IV.A.2  below); and (2) exceed 

the public interest standard of Minn. Stat. § 216B.50. 

The Department determined that the Petitioners’ assumptions and approach would lead 

to a net present value benefit of $21.67 million, but concluded that assuming a 2014 rate case 

overstated the benefits.5  As a result, the Department performed its own analyses, which 

assumed annual rate case filings in 2015 and showed a net present value benefit of $11.80 

million if IPL obtained full recovery of its rate increase requests.6   While IPL does not agree that 

a 2014 rate case was an unreasonable assumption,7 benefits continue to meet or exceed costs, 

making a contested case unnecessary, as explained in Section IV.B below. 

5 October 6, 2014 Reply Comments of Department of Commerce (Department Reply 
Comments) at 11. 
6 Department Reply Comments at 12. 
7 IPL does not agree with the assertion that a 2014 rate case filing was an unreasonable 
assumption, since such a filing was within IPL’s control and is consistent with IPL’s consistent 
very low earned returns. Table 2 of the Department’s Comments showed the ROE’s as follows: 
(Note:  this table reflects the reported ROE, weather normalized and non-weather normalized.)  
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The Department noted that SMEC and the SMEC Member Cooperatives had used the 

results of their modeling to secure financing of the acquisition,8 which includes 100% debt 

financing.9  Although the Department identified possible risks that could affect the costs and 

benefits presented by the Petitioners,10  the Department concluded that: 

[T]he Department believes that the likelihood of IPL/SMEC’s forecasts containing 
significant errors is minimal.”11 
 

As further explained in Section IV.B below, a contested case is not needed to review the 

IPL/SMEC rate forecasts because there is a net customer benefit under any reasonable set of 

factual results.    

C. The far lower cost of capital and exemption from income taxes available to 
SMEC and the SMEC Member Cooperatives will provide added long run 
customer rate benefits. 

Although this Transaction is both complex and unique, long run benefits to customers 

will result from SMEC and the SMEC Member Cooperatives access to the significantly lower 

financing costs afforded through RUS financing, the historically low interest rate environment, 

and exemption from federal and state income tax.   

This Transaction will be financed by SMEC and the SMEC Member Cooperatives with 

100% debt, as opposed to a debt and equity structure of IPL as a regulated investor owned 

utility.  The historically low interest rate environment that has persisted for the last several years 

therefore presents a timely opportunity for this Transaction, allowing the SMEC Member 

Cooperatives to lock in long-term cost advantages that will accrue to the members of the 

acquired system.   

SMEC has obtained a bridge loan commitment from the National Rural Utilities 

Cooperative Finance Corporation (CFC) at an interest rate of 1.57% for up to 5 years until the 

 
8 Department Reply Comments at 14 
9 Department Reply Comments at 14. 
10 Department Reply Comments at 13 
11 Department Reply Comments at 14 
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Member Cooperatives secure long term loans to buy down their share of the facilities.  (Even 

though the Cooperatives plan to buy down their share of assets from SMEC no later than three 

years from Closing, the bridge loan from CFC may be extended up to 5 years.)   

The SMEC Member Cooperatives also have a preliminary commitment from the Rural 

Utilities Services (RUS) to provide long term financing for the purchase of the assets from 

SMEC at interest rates that currently are less than 3.5%.  The Cooperatives will also be 

monitoring the RUS and CFC interest rates, and have the ability to quickly perform a buy down 

earlier to lock in lower rates or to reduce risk if interest rates appear to be headed upward.   The 

fact that this Transaction will be financed with 100% debt and the historically low financing rates 

available to the Cooperatives relative to the capital costs of IPL represents a significant portion 

of the benefits that will accrue to customers. 

Another source of long term benefit results from the fact that SMEC and the SMEC 

Member Cooperatives are not-for-profit organizations that are not subject to state and federal 

income taxes.  As a result, any margins remaining after payment of all expenses are not subject 

to income tax and are retained for the benefit of the members.  

D. Other benefits from cooperative ownership model. 

Unlike prior utility acquisitions that have been reviewed by the Commission, in this case 

the affected IPL customers will obtain an ownership interest in the assets being transferred, 

which will occur as a result of the cooperative structure of SMEC and the SMEC Member 

Cooperatives.  This ownership interest means that: (1) the typical division of interests between 

“stockholders” and “customers” is absent; (2) customers own the operating margins (after 

coverage of costs) that result from their services; and (3) customers have an ownership interest 

in the assets of the cooperative, including the assets purchased from IPL (which could be 

subsequently resold).   
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4. Are the terms and conditions of the Asset Sale reasonable? 

The terms and conditions of the Transaction are reasonable.  As described in the 

Responsive Comments of Interstate Power and Light Company and Southern Minnesota 

Energy Cooperative (filed Sept. 4, 2014), SMEC is paying IPL a fair and reasonable price for 

IPL’s electric distribution assets. The purchase price (with the acquisition premium, including 

gain) and the ratio of the purchase price to the net book value of the assets (the multiple) were 

the result of arm’s-length negotiations between IPL and representatives of SMEC and the 

SMEC Member Cooperatives.  

The multiple to net book value was determined to be reasonable and consistent with the 

range of multiples to net book value of publicly announced electric distribution asset sales of 

similar nature and size that had recently occurred as the Transaction was being negotiated by 

and between IPL and SMEC and SMEC Member Cooperatives.  

The resulting purchase price will fairly compensate IPL for the reasonable value of its 

utility property.  The purchase price (including the gain and acquisition premium, including costs 

incurred by IPL in connection with the Transaction) also represents an amount that the SMEC 

Member Cooperatives determined to be reasonable in relation to the benefits that are expected 

to accrue over time.  

5. Is the Wholesale Power Agreement reasonable? 

 As the Petitioners’ September 4 Comments show, the Wholesale Power Supply 

Agreement (Wholesale Power Agreement) is both reasonable and assures a reliable source of 

power for the IPL customers who will become members of the SMEC Member Cooperatives. 

Under the Wholesale Power Agreement, IPL will provide to SMEC all of the electricity 

required to provide service to customers located within the areas in Minnesota that will be 

acquired from IPL.  The Wholesale Power Agreement is a full-requirements agreement between 

IPL and SMEC for electric supply to existing customers in the areas acquired from IPL.  
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SMEC will, in turn, provide all needed electricity to the SMEC Member Cooperatives for 

those customers in the areas in Minnesota acquired from IPL.  The term of the Wholesale 

Power Agreement is 10 years from the date of closing, with a 5-year termination notice.  Pricing 

under the Wholesale Power Agreement shall be based on the FERC regulated cost of providing 

service, and is the same as provided in IPL’s applicable tariff, currently FERC Rate Schedule 

RES-5 tariff, which is included in Attachment F of the initial Joint Petition.  

Under the Wholesale Power Agreement, IPL will provide to SMEC a pro rata share of 

the renewable energy of the retail-regulated IPL system and will assist SMEC in meeting 

renewable obligations if SMEC’s renewable obligations exceed a pro rata share of the output of 

renewable energy generated or procured by IPL.  SMEC will bear the full cost for such 

incremental renewable energy contracts or credits. IPL will also assist SMEC with satisfying any 

applicable renewable reporting requirements.     

6. Are there operational concerns that could result from the Transaction? 

The Department considered operational issues and concluded:   

“The Department does not anticipate any operational issues associated with the 
proposed sale of the Electric distribution assets from IPL to SMEC.”  Department 
Reply Comments, p. 7   
 

The record, including information submitted by SMEC and the SMEC Member Cooperatives in 

response to the Information Requests, fully supports the Department’s conclusion.  Accordingly, 

there are no material facts in dispute with respect to operational issues. 

A. Distribution System. 

The IPL distribution system has been inspected as part of SMEC’s due diligence 

process, and SMEC’s Member Cooperatives’ distribution system engineers have been diligently 

studying the system to determine system needs.  No operational concerns have been identified.   

Furthermore, the contiguous service areas of the SMEC Member Cooperatives will 

provide significant ongoing advantages for the operation of the distribution assets transferred to 

the SMEC Member Cooperatives.  For example, the SMEC Member Cooperatives currently 
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operate 21 service centers from which crews are dispatched.  These service centers are spread 

uniformly across their Minnesota service territories from Pipestone on the west to Caledonia on 

the east.  These service centers are in areas contiguous to the IPL service territory footprint.  In 

addition, the SMEC Member Cooperatives plan to maintain many of IPL’s existing service 

centers.  All SMEC Member Cooperative service centers will be available for the maintenance of 

service to former IPL customers.12   

In addition, ten of the twelve SMEC Member Cooperatives have installed or are in the 

process of installing either Automatic Meter Reading (AMR) or Advanced Meter Infrastructure 

(AMI), which allow remote meter reading from headquarters and better management of system 

operations.  Most of the SMEC Member Cooperatives are planning to expand their current 

AMR/AMI in the future to cover customers in the former IPL service territory.13   

In addition, the Cooperatives’ distribution system engineers have identified a number of 

locations where the former IPL distribution system can easily be interconnected with the local 

Cooperative’s system, thereby, increasing reliability, operational flexibility and service quality. 

B. Data Transfer. 

The IPL customers will become members/owners of the SMEC Member Cooperative in 

whose service territory they reside at closing.  The Petitioners’ response to Department IR No 6 

for Freeborn-Mower Cooperative Services in terms of the transfer of IPL customers to 

cooperative membership applies also to the other eleven SMEC Member Cooperatives. 

Specifically, IPL and the SMEC Member Cooperatives are currently working on the 

preparation of a data list to transfer customer information from IPL’s CIS to the SMEC Member 

Cooperatives’ Customer Information Systems.  The identification of account data fields 

necessary for the conversion is underway.  There will be a test result of the data transfer 

process.  On the date of closing, IPL will obtain final meter readings for its customers, generate 

12 Response to Department IR No. 42. 
13 Petitioners’ September 4 Comments at 19-20.  See also Responses to Department IR Nos. 
61-62. 
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a final bill, and transfer the account information to the particular SMEC Member Cooperative.  

Post-sale support will be available to answer all questions related to the data conversion.   

C. Electric Supply. 

As stated in its Reply Comments, “the Department does not anticipate any operational 

issues associated with the transmission of power and energy from IPL to SMEC’s member 

cooperatives.”14    There is no reason for a contested hearing on electric supply. 

With reference to transmission service, the Petitioners stated as follows: 

Power and energy will be delivered to SMEC distribution stations through 
the same transmission facilities that provide delivery prior to the date of 
the same transmission providers  …  IPL will have authority to act on 
SMEC’s behalf to procure appropriate transmission services from [the 
Midwest Independent System Operator (MISO)], receiving and paying 
bills from MISO and passing the associated charges through to SMEC. 
(Joint Petition, 21-22) 
 

This combination of factors will assure that transmission delivery service will remain reliable for 

the IPL customers.   

With reference to electric supply, the Wholesale Power Agreement provides that IPL will 

provide SMEC with the all requirements electric supply necessary to serve customers in the 

areas acquired from IPL for a minimum term of 10 years following the closing of the sale.  

SMEC must give IPL a 5-year notice of termination, which cannot be given until the 5th 

anniversary of the effective date of the Wholesale Power Agreement.   

7. Are there reliability, service quality or safety concerns that could result from the 
Transaction? 

 There are no significant reliability, service quality or safety concerns that are expected to 

result from the Transaction, as explained below.  

14 Department Reply Comments at 8. 
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A. Reliability. 

The Department concluded that reporting and reliability controls are appropriate, saying 

in part:   

“It appears that the different cooperatives BODs have adequate controls in place 
to stay informed regarding significant customer outages similar to those 
contained in Minn. Rule 7826.07 that pertain to the Commission….  The fact that 
the respective cooperatives’ board members are elected suggests that sufficient 
requirements or incentives are in place to insure that the SMEC Member 
Cooperatives maintain a focus on system reliability.”  Department Reply 
Comments, p. 16. 
 
Minn. Stat. § 216B.029 prescribes service reliability and service quality standards for 

regulated electric utilities and states that standards for electric cooperatives should be as 

consistent as possible as the standards for regulated companies.   

Over the past five years the SMEC Member Cooperatives have achieved better reliability 

metrics than IPL, despite having four times the miles of line exposure per customer than IPL.  

See Petitioners’ Response to Department IR No. 21, providing a tabulation of the SAIDI, SAIFI, 

and CAIDI reliability index for each SMEC Member Cooperative for the period 2009-2013 along 

with a five-year average and an average for all 12 SMEC Member Cooperatives.  Similar 

statistics are provided for IPL in Charts 1-1 through 1-3, contained in the Department’s Reply 

Comments, pp. 15-16, and a graphic summary of the comparisons between IPL and the SMEC 

Member Cooperatives for these indexes.  

The Department accurately concluded as follows: 

The information in Chart 1-1 through 1-3 suggests that the SMEC 
Member Cooperatives’ service reliability is comparable to, if not better, 
than IPL’s.  This information should suggest that IPL’s current rate payers 
would not likely suffer a decline in reliability, and could experience 
improvement, if the Transaction is approved. 
Department Reply Comment, p. 15. 
 

Regulated utilities are required to report major service interruptions and outage-related 

data to the Commission.  SMEC Member Cooperative follow similar procedures for reporting 

service interruptions and outages to their respective Boards of Directors, which perform the 
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same oversight functions as the Commission does.15  SMEC Member Cooperatives report 

service interruption and outages to their respective Boards of Directors.16 All SMEC Member 

Cooperatives must report more detailed reliability information to RUS on an annual basis under 

RUS Bulletin 1730A-119.   

B. Service Quality. 

The Transaction will not result in any decrease in service quality and may improve the 

level of service. IPL/SMEC provided extensive information regarding service levels for each 

SMEC Member Cooperative and IPL.  After reviewing the information provided by Petitioners, 

the Department concluded that “It appears that the SMEC Member Cooperatives’ service 

quality, as defined in Minn. Rule 7826.08-7826.12 is comparable to that provided by IPL with 

one notable exception.  SMEC Member Cooperatives’ service quality may even be superior in 

some instances.”  Department Reply Comments, p. 17. 

The notable exception referred to by the Department refers to Redwood Electric 

Cooperative and South Central Electric Cooperative, where residential and small commercial 

customers read their own meters.  This self-reading feature by these two SMEC Member 

Cooperatives skewed the meter-reading data for them when compared to IPL, because IPL 

reads all its customer meters. However, service quality will not be adversely affected by self-

reading of meters by members of these two cooperatives.   

While noting that comparing cooperative service metrics with IPL’s was difficult due to 

reporting requirement differences, the Department concluded that “the cooperatives’ long-

standing affinity for local control, and to some extent local accountability, is a factor in their favor 

in this discussion.”  Department Reply Comments, p. 17.  Significantly, the SMEC Member 

Cooperatives ratings from the American Consumer Satisfaction Index, a benchmark of service 

quality for electric utilities, ranged from 79 to 91, while the average ASCI rating for all electric 

15 Response to Department IR No. 24 
16 Department Reply Comments, p. 17 
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utilities is 77.4. These facts demonstrate that there is no basis or concern regarding service 

quality.   

C. Safety. 

There is also no basis for concern regarding safety.  The SMEC Member Cooperatives 

provided extensive information on various safety metrics, including OSHA-related injury claims, 

property damage information. After reviewing information provided, the Department stated as 

follows: 

Based on the cooperatives’ responses, the Department could not identify a 
discernable difference in the level of safety provided by IPL or the SMEC 
Member Cooperatives.  As a result, the Department believes that the current 
level of safety provided by IPL to its electric rate payers will remain constant if the 
Transaction is approved and the SMEC Member Cooperatives begin to provide 
electric distribution service to IPL’s current rate payers. Department Reply 
Comments, p. 18. 

 
No party to this proceeding has challenged the factual accuracy of the information 

submitted by SMEC and the SMEC Member Cooperatives in response to the Information 

Requests regarding reliability, service quality, and safety.  Nor has any party raised safety 

issues as a potential issue in this Transaction. Accordingly, there are no material facts in dispute 

on this issue. 

8. How will the Commission’s authority over the provision of service to current IPL 
customers change? 

The following discussion will focus on the changes to Commission authority over the 

provision of service as it relates to rates, service standards and practices, and general customer 

protections.  Commission changes in authority concerning statutory mandates on energy 

conservation, renewable energy objectives, and integrated resource planning, which apply to 

SMEC and the SMEC Member Cooperatives as utility entities are addressed elsewhere in these 

Initial Comments. 

With respect to rates, the Commission will not have the authority to determine the 

revenue requirements of the SMEC Member Cooperatives, their apportionment of that revenue 
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requirement among the various rate classes, nor their rate design, as it now does for IPL’s 

customers.  However, as noted above, cooperative self-regulation has been endorsed by the 

Legislature and has successfully operated for many years, with only one cooperative electing 

traditional state rate regulation.  These facts show that the change in regulatory model should 

not be a source of concern, especially when members are able to elect traditional regulation as 

an alternative.  Further, the Commission will have the authority to enforce the terms of the Rate 

Plan as proposed by SMEC and the SMEC Member Cooperatives to accomplish a transition 

from traditional regulation to the cooperative self-regulatory model.  

A. Commission Role Regarding the SMEC and SMEC Member Cooperatives’ 
Rate Plan. 

 The Petitioners explained the Commission’s role with regard to SMEC and the SMEC 

Member Cooperatives rates in the Petitioners’ September 4 Comments.17  The Commission’s 

role is to require SMEC and the SMEC Member Cooperatives to live up to the commitments 

made in this docket.  The Department Comments recognized the usefulness of the Commission 

obtaining this information, and the Commission’s ability to enforce the SMEC and SMEC 

Member Commitments adds further benefits.18  

During the Three-Year Initial Period following the closing, the question of whether SMEC 

and the SMEC Member Cooperative have performed the following Obligations relating to rates 

will be clear:   

1. Do the base rates reflect the IPL base rates? 

2. Do monthly customer charges match the IPL monthly customer charges? 

3. Have SMEC and the SMEC Member Cooperatives adopted a $2.00/MWh credit?  

4. Has the PCA mechanism been designed to reflect changes in the costs of 
purchased power and transmission delivery? 

17 Petitioners’ September 4 Comments at 23-24 
18 Department Reply Comments at 23. 
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The information required to make these determinations could be required as compliance 

filings in connection with the Commission’s Order in this proceeding.  Determining whether 

Obligations 1 – 3 have been met will be a bright- line decision.   

Determining whether Obligation 4 has been met will similarly involve a bright-line 

determination that will not require the Commission to evaluate the results of the PCA 

mechanism or make a determination whether the best method has been used.  Rather, the 

decision will be simply whether a reasonable method has been used.  While this level of review 

is less than may have been applicable to IPL, having the Commission make these 

determinations will make a meaningful contribution to the public interest without requiring the 

Commission to become involved in an excessively detailed and extended process.   

During the following Two-Year Transition Period, the question of whether SMEC and the 

SMEC Member Cooperative have performed their rate-related Obligations will be equally clear: 

1. Were rates in an Acquired Area and Legacy Area merged, and if so, were the 
rates in either an Acquired Area or a Legacy Area increased by more than 5%? 

2. Did SMEC and the SMEC Member Cooperatives perform the CCOSS which they 
agreed to do for rate evaluation purposes?  

The information required to make these determinations could also be required as 

compliance filings in connection with the Commission’s Order in this proceeding.  Determining 

whether these Obligations have been met will also involve bright- line evaluations.   

The question of whether Obligation 1 has been met will be apparent from a compliance 

filing in relation to any merger of rates.  Similarly, as to Obligation 2, a compliance filing can be 

required that would include the CCOSS prepared by SMEC or the SMEC Member 

Cooperatives.  

The Commission need not, and should not, become involved in the highly subjective 

decision of how the CCOSS information was prepared or how the results were used.  While 

complex decisions between different rate designs will be made by the SMC Member 

Cooperatives, the Commission can make a meaningful contribution to the public interest by 
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assuring that a reasonable process was used without needing to make or substitute its decision 

for any of the SMEC Member Cooperatives.    

Electric cooperative members can also vote to place their cooperative under 

Commission rate regulation pursuant to Minn. Stat. § 216B.026. 

With respect to power supply rates under the Wholesale Power Agreement, the 

Commission will not have jurisdiction over those rates which will be subject to FERC jurisdiction 

only. 

B. Commission authority to enforce the Rate Plan.  

The Petitioners explained the basis for the Commission’s authority to enforce conditions 

on its approval of the Transaction, including the commitments of SMEC and the SMEC Member 

Cooperatives in the Petitioners’ September 4 Comments.19  There are several sources of 

authority for the Commission 

First, the Commission has the authority to make a determination of whether a proposed 

transfer of public utility property is consistent with the public interest under Minn. Stat. 

§ 216B.50, which includes the power to require terms and conditions.  Accordingly, the 

Commission has authority to impose requirements on SMEC and the SMEC Member 

Cooperatives as purchasers under a Commission Order approving a transfer that may exceed 

the scope of their obligations without such a purchase and transfer.  

Second, the Commission has the express statutory authority to require both public 

utilities and other persons to comply with its orders.  Minn. Stat. § 216B.54 authorizes the 

Commission to refer to the Attorney General any pending or actual violation by “any person or 

public utility” of “any order of the commission” reading:   

Whenever the commission or department shall be of the opinion that any person 
or public utility is failing or omitting or is about to fail or omit to do anything 
required of it by Laws 1974, chapter 429 or by any order of the commission, or is 
doing anything or about to do anything, or permitting anything or about to permit 

19 Petitioners’ September 4 Comments at 21-22 
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anything to be done, contrary to or in violation of Laws 1974, chapter 429 or of 
any order of the commission, it shall refer the matter to the attorney general who 
shall take appropriate legal action. (Emphasis added.)  
 

Minn. Stat. §216B.02, Subd. 3 defines “person” broadly, reading: 
 

"Person" means a natural person, a partnership, or two or more persons having a 
joint or common interest, and a corporation as hereinbefore defined. 
 

The term “person” would certainly include a person who purchased utility property 

pursuant to an order issued under Minn. Stat.§ 216B.50, thus establishing a clear 

statutory basis for the Commission to enforce its order in regards to the Transaction.   

Third, the willingness of SMEC and the SMEC Member Cooperatives to consent 

to the Commission’s ability to enforce their commitments adds another level of 

assurance of the Commission’s authority.  

C. Cooperative Business Model. 

In an electric cooperative, the purchasers of electric service, or member rate payers, are 

also the owners of the business.  Any revenues received by the cooperative in excess of the 

cost of service are returned to the member/owners based on their usage or “patronage.”  This 

patronage is credited to a capital account for each member, and a portion of the amount in each 

member’s account is generally retired in cash each year.  The SMEC Member Cooperatives 

have paid back over $194 million in capital retirements to their members since they were 

organized.  In a cooperative, there is no outside investors who expect to earn a return on their 

investment in the business.  As a result, there is no incentive to charge rates above the cost of 

providing service. 

The member/owners hold the governance rights in the cooperative.  The members elect 

other members to serve on the Board of Directors.  The directors are directly responsible to the 

members in making all business decisions, including the rates to be charged for service.  The 

SMEC Member Cooperative directors are elected by members from districts that have 

approximately equal in numbers of members.  The SMEC Member Cooperatives will revise 
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these director districts to include the IPL customers, so that all director districts to maintain 

approximately equal numbers of members.  Members can decide not to reelect directors whom 

they believe are not managing the cooperative properly. 

In setting rates, the Board usually retains a rate consultant to prepare a CCOSS.  This 

COSS determines the overall revenue requirement for the cooperative, based on the costs of 

providing service to each customer class.  The Board approves rates based essentially on the 

CCOSS, with due consideration for mitigating factors such as rate impacts, consolidation of 

rates, and customer rate incentives.  The role played by the Board in rate setting is very similar 

to the role of the Commission. 

Electric cooperatives provide service to over one million Minnesotans.  They have 

excellent records for providing safe, reliable, and quality service, as proven by their high ratings 

in the American Consumer Service Index.  Cooperative members elect their own directors.  Any 

revenues received in excess of the cost of service are allocated to and paid back to their 

member/owners. 

It is this self-regulating feature of electric cooperatives, together with their record of 

performance, which caused the Legislature to find as a matter of public policy that it was 

unnecessary to subject the cooperatives to rate regulation.  Specifically, Minn. Stat. 216B.01 

reflects that finding and reads in part:  

Because …. cooperative electric associations are presently effectively regulated 
and controlled by the membership under the provisions of chapter 308A, it is 
deemed unnecessary to subject such utilities to regulation under this chapter 
except as specifically provided herein. (Emphasis added)  

D. Customer Service Rules. 

With respect to customer service rules and regulations, IPL’s customer service rules 

under Minn. Rule 7820.0800-7820.0560 will no longer be applicable.  Rather, the IPL customers 

will become subject to the member service rules of the particular SMEC Member Cooperative in 

whose service territory they reside.  Notably, the SMEC Member Cooperative service rules 
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address the same subjects as the IPL customer service rules.  The Commission will retain 

jurisdiction over the SMEC Member Cooperatives to adjudicate complaints with respect to 

service standards and practices from customers.  Minn. Stat. § 216B.17, subd. 6. 

E. General Customer Protections. 

It should be noted that there are numerous customer service protection provisions in 

statute that IPL customers will continue to benefit from if the Transaction is approved.  These 

protections include the Cold Weather Rule in Minn. Stat. § 216B.097; the Excessive Heat Rule 

in Minn. Stat. § 216B.0975, the disconnection notices to cities during the cold weather months in 

Minn. Stat. § 216B.0976; budget billing, payment agreements, undercharges, and medically-

necessary equipment under Minn. Stat. § 216B.098; customer deposits under Minn. Stat. 

§ 325E.02; delinquency charges under Minn. Stat. § 325E.021; landlord/tenant utility bills under 

Minn. Stat. § 325E.025; utility payment arrangements for military service personnel under Minn. 

Stat. § 325E.028; distributed generation tariffs under Minn. Stat. § 216B.1611, subd. 2; C-BED 

tariffs under Minn. Stat. § 216B.1612, subd. 4; and provisions for co-generation and small power 

production under Minn. Stat. § 216B.164.  

9. What entity will be responsible for filing integrated resource plans under Minn. 
Stat. § 216B.2422? 

 IPL and SMEC have assumed from the time of filing the Joint Petition that IPL would 

remain the entity responsible for filing integrated resource plans (IRPs) under Minn. Stat. 

§ 216B.2422 for at least the initial 10-year term of the Wholesale Power Agreement.20  IPL and 

SMEC renewed this position in their Responsive Comments.21  Such an arrangement is similar 

to other power suppliers without Minnesota retail customers. 

20 “The Wholesale Power Agreement will have no impact on IPL’s integrated resource plan 
(IRP) for the term of the agreement because IPL’s total load will not be changed as a result of 
the Transaction; IPL will continue to provide power to the same Minnesota customers and areas 
in Minnesota before and after the Transaction.” Joint Petition at 16. 
21 “Renewable Energy Standards (RES) and Integrated Planning will be maintained. RES 
obligations will become applicable to SMEC, as the Generation and Transmission Cooperative 
serving the SMEC Member Cooperative, and IPL will continue to file Integrated Resource Plans 
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The Department raised the possibility that SMEC would be the entity responsible for 

filing IRPs with appropriate assistance to be provided by IPL.22  While this approach would be 

acceptable to SMEC and IPL, some factors support having IPL be both the entity responsible 

and the entity that performs the IRP, although IPL will not meet the definition of a “public utility” 

following the closing of the Transaction. 

IPL will not meet the definition of a “public utility” under Minn. Stat. § 216B.02, Subd. 4 

following the closing, because it will not be providing “retail” service to the public in Minnesota.23  

However, the need to file IRPs are not limited to “public utilities” but apply to the broader 

category “utility defined in Minn. Stat. § 216B.2422, Subd.1(b): 

(b) "Utility" means an entity with the capability of generating 100,000 kilowatts or 
more of electric power and serving, either directly or indirectly, the needs of 
10,000 retail customers in Minnesota. Utility does not include federal power 
agencies. (Emphasis added.)  
 

IPL meets this definition because it has generating capability of more than 100,000 kilowatts 

and it will continue to serve the wholesale electric power needs of its approximately 40,000 

current retail customers in Minnesota “indirectly” through SMEC and the SMEC Member 

Cooperatives.24  Direct service is not required to meet the definition of a “utility” for filing an IRP. 

 The application of the IRP filing requirement to entities other than public utilities is 

confirmed by Minn. Stat. § 216B.2422, subd. 2, which reads in part: 

The commission shall approve, reject, or modify the plan of a public utility, as 
defined in section 216B.02, subdivision 4, consistent with the public interest. In 

in accordance with the State of Minnesota’s laws and regulations.” Petitioners’ September 4 
Comments at 6.  
22 Department of Commerce October 6, 2014 Reply Comments at 20. 
23 Minn. Stat. § 216B.02, Subd. 4 reads in part: 

"Public utility" means persons, corporations, or other legal entities … now or hereafter 
operating, maintaining, or controlling in this state equipment or facilities for furnishing at 
retail natural, manufactured, or mixed gas or electric service to or for the public or 
engaged in the production and retail sale thereof but does not include (1) a municipality 
or a cooperative electric association, … . 
 

24 When and if IPL no longer provides electric power to 10,000 or more customers in Minnesota, 
it would no longer need to file IRPs, but that would not occur during the initial 10-year term of 
the Wholesale Agreement in the absence of completely unanticipated developments. 
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the resource plan proceedings of all other utilities, the commission's order shall 
be advisory and the order's findings and conclusions shall constitute prima facie 
evidence which may be rebutted by substantial evidence in all other proceedings. 
(Emphasis added.)   
 

The conclusion that IPL is within the scope of the definition of utility of Minn. Stat. § 216B.2422 

(and the related IRP filing requirement) is also supported by the exception for “federal power 

agencies” which would be needed only if the definition was significantly broader than a provider 

of retail service in Minnesota.   

 Filing an IRP would be not be feasible for SMEC because it does not own generation 

facilities which are the focal point of IRP filings, and there would be no benefit for SMEC to 

simply adopt an IRP prepared by IPL.   

10. Will IPL or SMEC be responsible for SMEC members meeting their renewable 
energy standards obligation, pursuant to Minn. Stat. §216B.1691, and how will that 
information be reported?    

SMEC will be responsible for meeting the Minnesota Renewable Energy Standards 

(RES) of Minn. Stat. § 216B.1691 after the closing of the Transaction, and IPL will perform the 

Midwest Renewable Energy Tracking System (MRETS) reporting function with respect to 

SMEC’s share of renewables obtained from IPL under the Wholesale Agreement.25  SMEC will 

be responsible for meeting the RES obligation because it will meet the definition of an “electric 

utility” under Minn. Stat. § 216B.1691, Subd.1(b), while neither IPL nor the SMEC Member 

Cooperatives will meet that definition.  

Minn. Stat. § 216B.1691, Subd. 2(a) sets the RES obligations and reads in part: 

(a) Except as provided in paragraph (b), each electric utility shall generate or 
procure sufficient electricity generated by an eligible energy technology to 
provide its retail customers in Minnesota, or the retail customers of a distribution 
utility to which the electric utility provides wholesale electric service, … . 
(Emphasis added.) 
 

25 IPL and SMEC September 4, 2014 Responsive Comments at 27-28. 
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Accordingly, RES obligations: (1) apply to an “electric utility;” (2) which shall “generate or 

procure” the set amounts of eligible energy; (3) to meet the needs of “its retail customers” or 

“the retail customers of a distribution utility” (if it is a wholesale provider).  

 Minn. Stat. § 216B.1691, Subd.1(b) defines “electric utility” as follows:    

"Electric utility" means a public utility providing electric service, a generation and 
transmission cooperative electric association, a municipal power agency, or a 
power district.  (Emphasis added) 
 

This definition of “electric utility” is significantly different from the definition “utility” under Minn. 

Stat. § 216B.2422, Subd.1(b) (which determines obligations regarding IRPs).  

 “Electric utility” includes “a generation and transmission cooperative electric association” 

but there is no requirement to own any generation or transmission facilities. Rather, as noted 

above, the RES requirement is phrased in terms of either generating or procuring energy under 

Minn. Stat. § 216B.1691, Subd. 2(a).  While SMEC does not own generation or transmission 

facilities, SMEC meets the definition of an electric utility because SMEC is a “generation and 

transmission cooperative electric association” that “provides wholesale electric service” to the 

SMEC Member Cooperatives under agreements between SMEC and the SMEC Member 

Cooperatives.   

IPL will not be an “electric utility” following the closing because it will not meet any of the 

four categories in the definition of an “electric utility” in Minn. Stat. § 216B.1691, Subd. 1(5)(b).  

Specifically, IPL will no longer be a “public utility” because it will not provide retail service in 

Minnesota following the closing,26 and it will not be a “generation and transmission cooperative 

electric association, a municipal power agency, or a power district.”  The SMEC Member 

26 Minn. Stat. § 216B.02, Subd. 4 reads in part: 
"Public utility" means persons, corporations, or other legal entities … now or hereafter 
operating, maintaining, or controlling in this state equipment or facilities for furnishing at 
retail natural, manufactured, or mixed gas or electric service to or for the public or 
engaged in the production and retail sale thereof but does not include (1) a municipality 
or a cooperative electric association, … .  (Emphasis added) 
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Cooperatives do not have the RES obligations because they are “distribution utilities” served by 

SMEC within the meaning of Minn. Stat. § 216B.1691, Subd. 2(a). 

SMEC’s responsibility to meet RES requirements is also reflected in the terms of the 

Wholesale Agreement between IPL and SMEC.  As noted in the first paragraph of the 

Wholesale Agreement, SMEC is “a Minnesota rural electric cooperative engaged in the 

business of acquiring and providing power and energy to its member cooperatives.”  Under 

Section 19 of the Wholesale Agreement: (1) IPL will provide SMEC a pro rata share of the 

renewable energy of the retail-regulated IPL system;27  (2) IPL will assist SMEC in meeting 

renewable obligations if SMEC’s renewable obligations exceed a pro rata share of the output of 

renewable energy generated or procured by IPL;28  (3) SMEC shall also bear the full cost for 

such incremental renewable energy contracts or credits;29 and IPL will assist SMEC in meeting 

reporting requirements.30  

As to reporting of information pertaining to RES requirements, Section 19 also provides 

that “IPL agrees to assist [SMEC] with satisfying any applicable renewable reporting 

requirement that may be in effect from time to time.”  IPL proposes to perform the MRETS 

reporting function with respect to SMEC’s share of renewables obtained from IPL under the 

Wholesale Agreement.  

11. What plans, if any, are there for the development of community solar gardens in 
the SMEC members’ service territories? 

As explained in Petitioners’ response to DOC IR No. 39, all of the SMEC Member 

Cooperatives are actively engaged in researching the viability and best ways to implement local 

27 “[SMEC] is entitled to a pro rata share of the output or renewable electric power resources 
that IPL generates or procures;” 
28 “IPL agrees to negotiate in good faith to assist [SMEC] in meeting such incremental 
[renewable] requirement.”   
29 “All IPL and [SMEC] costs associated with meeting such incremental RPS requirement shall 
be borne by [SMEC].  
30 “In addition, IPL agrees to assist [SMEC] with satisfying any applicable renewable reporting 
requirement that may be in effect from time to time. IPL’s costs in excess of those necessary to 
satisfy similar renewable reporting requirements in Iowa shall be borne by [SMEC].” 
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solar projects.  Freeborn-Mower, People’s and Tri-County are partners in a 517 kW project 

located in Oronoco, MN.  People’s is also in the process of planning and developing a 

community solar project to be located in Stewartville, MN.  Tri-County also recently 

commissioned a 73 kW community solar project in Rushford, MN.  BENCO, Brown County, 

Nobles, Redwood and Steele-Waseca are working with their G&T supplier, Great River Energy, 

and expect to have solar projects up and running in 2015.  Sioux Valley also is budgeting for a 

40 kW solar project in Brandon, SD in 2015. 
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III. OTHER ISSUES PERTAINING TO PUBLIC INTEREST 

1. Expected Customer benefits meet the Commission’s criteria for rate recovery of 
the full Transaction price and exceed the public interest criteria of Minn. Stat. 
§ 216B.50. 

 The Petitioners have demonstrated net customer benefits after recovery of the full 

purchase price, including the results of eliminating  ADIT (as required by the Internal Revenue 

Code),  the premium (including both gain and transaction costs), and future power supply costs, 

including the results of the higher FERC authorized ROE.  While stringent rate case criteria are 

not applicable in this proceeding to authorize a transfer if IPL assets to SMEC and the SMEC 

Member Cooperatives, this showing by Petitioners would even meet those criteria, and exceed 

the criteria of Minn. Stat. § 216B.50.  Because there are overall net customer cost benefits that 

will result from the Transaction, there is no basis for either a reduction in the gain on sale or a 

requirement to support future power costs.31  

The more stringent rate case criteria for recovery of costs resulting from the acquisition 

of utility assets were described in Midwest Gas.32  In Midwest Gas, the Commission allowed 

recovery of the premium that “equals savings … due to the acquisition”33 and “to the extent that 

is it able to demonstrate that the acquisition provides comparable benefits to ratepayers … that 

31 The present case is unlike Joint Petition for Approval of the Transfer of Transmission Assets 
Of Interstate Power and Light Company to ITC Midwest LLC, E-001/PA-07-540 Order Approving 
Transfer Assets With Conditions, because: (1) the record in this case shows consistency with 
the public interest and appropriate protection of customers without the addition of any further 
requirements or conditions; and (2) the five factors identified in Minn. Stat. § 216B.16, subd. 7c 
are specific and are not involved in this Transaction.     
The present case is also unlike Joint Application for Approval and Consent of Interstate Power 
and Light Company and FPL Duane Arnold LLC, E-001/PA-05-1272, Order Approving Sale and 
Transfer of Ownership Interest in The Duane Arnold Energy Center With Conditions, (January 
25, 2006 because the current record shows that customer costs are likely to be lower and 
customers are fully protected without the addition of any further requirements or conditions.   
32 In the Matter of the Application of Midwest Gas, a Division of Iowa Public Service Company, 
for Authority to Change Its Schedule of Gas Rates for Retail Customers within the State of 
Minnesota, Docket No. G010/GR-90-678, Findings of Fact, Conclusions of Law, and Order (July 
12, 1991) [hereinafter Midwest Gas Order]. 
33 Midwest Gas Order at 7 
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… would not have been realized absent the acquisition.”34  The Commission affirmed the 

principles of Midwest Gas in Minnegasco, but denied rate case recovery because it found the 

levels of rate increases that would have occurred if the acquisition had not occurred to be 

speculative.35   

In this case, the levels of rate increases demonstrated by the Petitioners are not 

speculative, and show significant customer cost benefits even if assumptions are significantly 

modified to reduce estimated benefits, as explained in Section III.B below.   

Further, the substantially lower cost of capital and exemption from income taxes that are 

available to SMEC and the SMEC Member Cooperatives will provide significant ongoing 

benefits in relation to the operation of the distribution assets, as shown in the Petitioners’ 

response to Department IR No. 57.  Customers are not the source of these advantages, which 

result from federal financial and tax policy, which further shows the absence of any justification 

to transfer any part of the gain or acquisition premium to customers.     

2. Neither a contested case nor a rate case is needed to support the Commission’s 
determination of public interest under Minn. Stat. § 216B.50. 

Questions have arisen regarding the process to be used in evaluating the public interest 

of the Transaction under Minn. Stat. § 216B.50.  For the reasons set forth below, neither a 

contested case nor a rate case under Minn. Stat. § 216B.15 is needed for the Commission to 

make the public interest determination. 

A. A contested case is not needed. 

In evaluating possible rate impacts in connection with the public interest determination, 

the possibility certainly exists that IPL would not obtain a full recovery of its rate requests under 

either IPL’s assumption of a rate case that would have been filed in 2014 and another case in 

34 Midwest Gas Order at 8 
35 In the Matter of the Application of Minnegasco, a Division of NorAm Energy Corp., for 
Authority to Increase Its Natural Gas Rates in Minnesota, Docket No. G008/GR-95-700, 
Findings of Fact, Conclusions of Law, and Order (June 10, 1996) 
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2017, or under the Department’s assumption of annual rate cases beginning in 2015.36    

However, there is significant information in the record that supports the need for a substantial 

increase in IPL rates.  Specifically, Petitioners presented information that supported a revenue 

requirement that is summarized as follows:37 

 

In addition, IPL’s history of inadequate ROEs since its last rate case (filed in 2010 for a 

2009 test year) also supports the conclusion that substantial increases in IPL rates would be 

needed: 

 

 

36 The Department noted that its analysis reflected favorable assumptions of annual rate case 
filings and full recovery of the requested levels (Department Reply Comments at 12). 
37 Joint Petition Attachment J. 
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Year MN Elec ROE 
(not Weather 
Normalized) 

Weather Normalized 
MN Elec ROE 

2009 10.02% 11.41% 
2010 -2.55% -3.29% 
2011 1.81% 0.99% 
2012 1.24% 0.53% 
2013  -1.20% 0.43% 

 

This information provides ample support in the record to support the conclusion that a 

significant increase in IPL’s rates would result from a rate increase request by IPL that could 

readily have been filed in 2014 but for the decision by IPL not to do so as a result of this 

pending Transaction.   

In addition, a finding that there are significant net benefits to customers does not depend 

on the assumption of full recovery by IPL of rate case requests (whether for a 2014 and 2017 

rate cases (as assumed by IPL) or for annual rate cases beginning in 2015 (as assumed by the 

Department)).  Rather, significant net customer benefit remains even with assumptions of rate 

case recovery by IPL that is substantially less than full recovery.   

Even if the analysis is limited to the short run, there are substantial public interest 

benefits result under either the rate requests assumed by either Department or IPL at a 75% 

recovery level that is very reasonable in light of the fact that the great majority well over 50% of 

IPL’s revenue deficiency is based on third-party costs charged to IPL, including FERC approved 

transmission rates, costs to meet environmental mandates, and other capital expenditures. 38  

For example, if it is assumed that IPL would obtain 75% percent of its rate requests, the net 

present value of the customer benefit determined by the Department (for the three-year period 

2015 to 2017) would be $4.52 million and the net present value of the customer benefit 

determined by IPL (for the four-year period 2014 through 2017) would be $10.65 million.   

38 See, Response to DOC IR No. 12, Attachment 12A.  Further, IPL’s transmission costs are not 
affected by the intrastate ROE that the Commission may award since there are FERC regulated 
costs that are pass through costs.    
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Similarly, a significant benefit remains if the ROE for the IPL FERC wholesale power rate 

was reduced from the currently authorized 10.97% to an assumed 9.80%.39  Specifically, if the 

assumed IPL ROE is reduced to 9.80%, there is a cumulative net present value benefit (with a 

full recovery of the requests and a 7.5% discount rate) of: 

• $9.86 million  ($11.80 million minus $1.94 million) based on the Department’s 
approach; and  

• $19.59 ($21.67 million minus $2.08 million) based on IPL’s approach.   
 
Even with the combination of a reduced 9.80% ROE assumed for the IPL FERC 

wholesale power rate and a rate case recovery of 75%, the net present value of the customer 

benefit would be: 

• $780,000 for the three-year period 2015-2017 based on the Department’s 
approach; and  

• $6.91 million for the four-year period 2014-2017 based on the IPL approach.   

 

The point is that even with modifications of the assumptions, the customer costs without 

the Transaction would equal or exceed the customer costs with the Transaction (determined on 

the basis of recovery of the full $122 million purchase price and all other costs), even before 

consideration of: (1) the long-run cost advantages of the Transaction that will result from the 

very low costs of capital and exemption from income taxes enjoyed by SMEC and the SMEC 

Member Cooperatives; and (2) the additional benefits of ownership that arise from cooperative 

membership.  This result meets the Commission’s stringent rate case standards for full recovery 

in rates and exceeds the public interest standard of Minn. Stat. § 216B.50.  Accordingly, there is 

no need for a contested case to make a precise determination of the IPL revenue requirement.   

  

39 IPL does not agree that a 9.80% ROE is a reasonable assumption.   
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B. A rate case under Minn. Stat. § 216B.16 is not needed. 

 A rate case proceeding under Minn. Stat. § 216B.16 is similarly not needed in 

connection with this proceeding because: (1) while IPL’s rates are subject to Minn. 

Stat.§ 216B.16, IPL’s rates are not being increased as a result of this proceeding, making a rate 

case procedure inapplicable; and (2) SMEC and the SMEC Member Cooperatives are 

specifically exempt from the requirements of Minn. Stat. § 216B.16.  These facts are not 

presented to hamstring the Commission’s ability to conduct a thorough review of the merits of 

the Transaction.  However, the Commission should similarly not incur procedural burdens that 

are simply not applicable. 

 The plain language of Minn. Stat. § 216B.16 applies only to changes in rates by public 

utilities and the Commission has authority to vary those requirements for public utilities: 

Subdivision 1.Notice. 
Unless the commission otherwise orders, no public utility shall change a rate which has 
been duly established under this chapter, except upon 60 days' notice to the 
commission.  

 
Minn. Stat. § 216B.16 does not apply with respect to “customers” of a “public utility” but rather 

with respect to the public utility itself.  Thus, Minn. Stat. § 216B.16 does not apply when service 

changes from one public utility to another public utility or to non-public utility providers, such as 

in this case.   

 The argument for application of Minn. Stat. § 216B.16 is separately refuted by the fact 

that the SMEC Member Cooperatives are excluded from the definition of public utilities under 

Minn. Stat. § 216B.02, subd.4, which reads in part: 

"Public utility"  … does not include (1) a municipality or a cooperative electric 
association, organized under the provisions of chapter 308A, producing or 
furnishing natural, manufactured, or mixed gas or electric service …  

 
SMEC and all of the SMEC Member Cooperatives are cooperative electric associations within 

the meaning of Minn. Stat. § 216B.02, subd.4 and are thus not public utilities. 
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3. Petitioners have provided substantial customer information and outreach  

 Petitioners have provided substantial information to customers and have engaged in 

substantial outreach efforts.  IPL sent a direct mail notice to all current customers the week of 

April 28, 2014 explaining the proposed Transaction, including the fact that rate increases were 

expected, both with and without the Transaction.40  On May 13, Petitioners held a webinar for all 

interested commercial and industrial customers.41  On August 11, 2014, IPL sent a notice to all 

current IPL customers giving them the opportunity to comment to the Commission on the 

Transaction.42  Petitioners have continued to respond to customer questions and are committed 

to continue doing so throughout this process. 

Petitioners cannot know that every customer has fully understood all nuances of this 

proposed Transaction.  However, the record reflects the following: 

• 53 cities in the area have adopted resolutions in favor of the Transaction;   

• Four local Chambers of Commerce, including Albert Lea and Rochester, have adopted 
resolutions in favor of the Transaction;  

• Of 51 responses from individual or business customers, 41 were in favor of the 
Transaction, and 11 were either opposed to or had only questions about the 
Transaction. 

• There is no reasonable basis to doubt that rate increases will occur, both with without 
the Transaction; 

• Customer protections are included to ensure a smooth transition – including a $2 per 
MWh credit that is not available under continued IPL ownership 

• Longer term benefits associated with cost of capital and exemption from income taxes of 
SMEC and the SMEC Cooperative Members will accrue to the benefit customers; 

• The Current IPL customers will become and owners as a result of this Transaction. 

Accordingly, there is a substantial basis for the very favorable expressions of support for the 

Transaction that are part of then record in this proceeding.   

40 Petitioners’ September 4 Comments, Attachment E 
41 Petitioners’ September 4 Comments, Attachment F 
42 Petitioners’ September 4 Comments, Attachment G 
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IV. RESPONSE TO DEPARTMENT, OAG AND MMUA REPLY COMMENTS 

1. Response To Department Reply Comments 

 While the Department October 6 Reply Comments did not include its final 

recommendations, those Reply Comments appear to accept much or all of several of 

Petitioners’ key points, including: (1) IPL’s rates are lower than its reported cost of service; (2)  

there are substantial net present value benefits to customers from the Transaction based on the 

differences between forecasted revenue requirements for IPL and SMEC and the SMEC 

Member Cooperatives; (3) the Transaction is similar to other transactions in which a utility 

changes service areas to meet business needs; (4) the fact that SMEC was able to secure $140 

million in financing based its revenue projections supports the financial viability of the 

Transaction as planned; (5) service reliability and quality and safety will not be impaired by the 

Transaction.  The Petitioners are in substantial agreement with the Department as to these 

subjects.    

2. Response to OAG Reply Comments 

 The OAG suggests that IPL should not be allowed to keep the gain on sale and should 

be required to pay the SMEC acquisition costs and to support power supply costs.43    None of 

these recommendations should be adopted because: (1) there are substantial net benefits to 

customers (after recovery of all costs); (2) the customers are also the owners of the assets 

being acquired, which means that there are no differences of stockholder and customer 

interests; and (3) the lower cost of capital and exemption from income taxes available to SMEC 

and the SMEC Member Cooperatives provide the support for the purchase price over net book 

value.    

Further, the OAG has indicated that it is likely to recommend approval only if: (1) IPL 

forgoes the gain on sale; (2) IPL pays SMECs transaction costs; and (3) IPL absorbs a portion 

of the transaction costs. (OAG Comments at 3)  As explained below, there is no basis for any of 

43 OAG Reply Comments at 3 
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these recommendations.  Such adjustments are especially inappropriate in this case because, 

unlike prior utility acquisitions that have been reviewed by the Commission, in this case the 

affected IPL customers will obtain an ownership interest in the assets being transferred.   

A. None of the OAG Reply Comments support use of a contested case.  

The OAG has identified several concerns that the OAG asserts require either a 

contested case or additional substantial comments.  These concerns include: (1) the OAG’s 

speculation regarding the cost of capital of the SMEC Member Cooperatives (which are contrary 

to the facts in the record); (2) the ROE that would be awarded in a general rate case for IPL; (3) 

the effects of purchase of power from IPL; and (4) the effects on the SMEC Member 

Cooperatives costs from elimination of the accumulated deferred income tax (ADIT) reserve, 

some planned investments in the distribution system, IPL’s gain on sale, and SMEC’s 

transaction costs.  The OAG claims that Petitioners have not shown benefits that will outweigh 

the sources of cost increase.   

To the contrary, as explained above, the cost benefit analyses provided by Petitioners 

include all cost increases (including all cost increases identified by the OAG) and show a net 

benefit to customers under all reasonable alternatives and assumptions, including decisions by 

the Commission that would authorize rate increases substantially lower than requested by IPL.  

The Transaction meets all Commission standards for full rate recovery of all costs and the 

public interest determination without further alteration.  Specifically, no matter how customer 

benefits are estimated, there is a demonstrable net benefit of reduced customer costs after 

recovery in rates of all estimated ongoing costs and the entire SMEC purchase price.  This net 

customer benefit fully justifies approval of the Transaction without any adjustment or any 

additional conditions.  In addition, customers also have an ownership interest (through 

cooperative membership) that provides added benefits.  Accordingly, there is no justification to 

conduct a contested case. 

 37 



B. The OAG’s suggested costs of capital for SMEC and SMEC Member 
Cooperatives are baseless and inconsistent with facts in the record.  

 The OAG claims that the Petitioners’ analysis of customer benefits is based on “several 

questionable assumptions.”44  The OAG admits that it “has not conducted a detailed analysis,” 

but claims nonetheless that “information” suggests that Petitioners estimated rates of return are 

likely to be “far too low.”45    There is not a shred of support for these claims.  Rather, the OAG 

has substituted speculation for known facts, which does not create any fact issue.  

 The costs of capital of the SMEC Member Cooperatives were fully documented in the 

Response to OAG Information Request No. 6.  The OAG requested calculations based on 

OAG-determined costs of capital of 4.5% and 5.25%.  The Petitioners performed these 

arithmetic exercises, but clearly established that these calculations were meaningless in light of 

the unrefuted fact of the CFC [National Rural Utilities Cooperative Finance Corporation] loan 

commitment at 1.57% for at least the Initial 3-year period used in the analysis;46 and (2) the fact 

that “there is no economic indication that 30-year U.S. Treasuries (the basis of RUS funding) will 

reach the 5.25% specified by the OAG when long-term financing for SMEC Member 

Cooperatives is finalized after the three-year Initial Period.”47.  Furthermore, the SMEC Member 

Cooperatives have the ability to purchase their share of the facilities and lock in long range 

interest rates before the end of the 3-year Initial Period if that is advantageous or to mitigate the 

risk if increasing interest rates..  

The OAG adds an equally speculative capital structure consisting of 50% equity and cost 

of equity, saying that “there is no reason to believe that the cost of equity for the SMEC 

cooperatives will be significantly lower” than the 6.26% ROE (based on rate case decision for 

44 OAG Reply Comments at 11. 
45 OAG Reply Comments at 11. 
46  CFC 1.57% funding is available to SMEC for up to 5 years.   
47 Petitioners’ Response to OAG IR No. 6 
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Dakota Electric Association).48  However, there are two fundamental flaws with the OAG 

analysis.  

First, as a matter of fact, SMEC and all of the SMEC Member Cooperatives are using 

100% debt financing for the acquisition49, not a 50% equity regulated capital structure.  Second, 

also as a matter of fact, SMEC and all of the SMEC Member Cooperatives will establish their 

rates to achieve an interest or debt service coverage ratio for their 100% debt financing,50 not 

on the basis of the hypothetical capital structure of a different rate regulated cooperative.  

Accordingly, the OAG’s arguments do not support the existence of any fact issue in this case 

regarding the cost of capital.   

C. Other OAG criticisms of Petitioners’ cost benefit analyses are unfounded 
and would not show a material fact issue even if they were correct.  

The OAG makes several arguments intended to suggest that there could be significant 

cost increases.51  These arguments do not support the OAG recommendations or provide a 

basis for any further factual inquiries. The Petitioners’ net benefits analysis reflects the full $122 

million purchase price paid by SMEC, which includes the elimination of the ADIT reserve 

required under the Internal Revenue Code, the IPL gain on sale, and the SMEC acquisition 

costs.  This analysis shows a cumulative net benefit of $28.3 million by 2017 (assuming IPL 

would have filed a rate case in 2014).52  The Petitioners’ net benefits analysis is explained at 

Section II. 3. C. above.   

The OAG argues that there will be increases to “rate base” as a result of the 

Transaction, including the gain on sale, acquisition costs and the effects of eliminating the ADIT 

offset.53    The OAG also argues that the customers will be harmed by application of the FERC 

approved ROE as part of the rates to be charged for the supply of electric power.  However, 

48 OAG Reply Comments at 11. 
49 See Joint Petition at pp. 14-15 and 18-19. 
50 See Petitioners’ Responses to DOC IR Nos. 10 and 11 
51 (OAG Reply Comments at 6-11 
52 Joint Petition at 37 
53 OAG Reply Comments at 6-8 
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these points do not support the OAG proposal for further adjustments because the customer 

benefits resulting from the Transaction exceed the Commission’s rate-making criteria for 

recovery of the full purchase price for the Transaction.  

The OAG also argues that the cost benefit analyses performed by Petitioners are 

affected by inconsistencies.54  While the Petitioners have presented different analyses in 

response to different questions, there are no inconsistencies and all of the analyses show that 

customer benefits exceed the costs of the Transaction, including recovery of the full purchase 

price.  

The OAG focuses on the analyses the Petitioners presented in response to DOC IR No. 

57 in claiming inconsistencies.55  However, the Petitioners’ Response Department IR No. 57 

made it clear that the analysis was related solely to the effect of “an approximation of the lower 

cost of capital [of SMEC and the SMEC Member Cooperatives],” an explanation that the OAG 

overlooks.  The Response also referred to the “net benefits” analysis that was included in the 

Joint Petition.56 That analysis included both cost savings and cost increases, with and without 

the Transaction.  While these “net benefits” are lower than the benefits resulting from the lower 

costs of capital for SMEC and the SMEC Member Cooperatives, that difference is hardly 

surprising and does not indicate any inconsistency.   

The OAG also argues that the Petitioners’ cost benefit analyses do not reflect the higher 

FERC ROE that will apply to power costs under the Wholesale Agreement.57   To the contrary, 

power costs that include the 10.97% FERC ROE are included in the anticipated net benefits 

analysis (if the Transaction occurs)58.  

54 OAG Reply Comments at 9. 
55 OAG Reply Comments at 9-10. 
56 Response to Department IR No. 57 continues, saying in part: “The net benefits provided by 
the Transaction are also reflected in the anticipated cost savings discussed on pages 36-38 of 
the Joint Petition.” 
57 OAG Reply Comments at 8, 10 
58 See, e.g., Petitioners’ Responses to DOC IR Nos. 17, 47, 48 and 67, and to Chamber of 
Commerce IR No. 7 and Attachment 7E. 
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3. Response To MMUA Reply Comments 

A. MMUA has no interest in the proceeding  

MMUA’s participation in these proceedings is hard to understand.  The Transaction will 

not affect MMUA in any way.  The Transaction will not change the operations of any municipal 

utility, nor will the Transaction impact the customers of any municipal utility in any way.  The 

Transaction will not affect the functions of any municipal power agency. 

The specific sale price in the Transaction will have no effect on MMUA nor its municipal 

utility members.  The specific terms of the SMEC Rate Plan will have no collateral impact on 

MMUA, its municipal utility members, nor the customers of any municipal utility.  As the saying 

goes, “MMUA does not have a dog in this fight.” Accordingly, MMUA has no legitimate interest 

in this docket thus its position should be given no weight.   

B. MMUA’s claims do not justify a contested case hearing  

MMUA professes concern as to whether the Transaction is in the public’s interest, 

stating: “Meaningful public participation would assist the Commission in determining whether 

disputed issues of material fact exist, as well as providing a sound foundation from which to 

determine the public interest.”59  However, MMUA’s participation in this docket appears to be 

motivated by a desire to obtain information for use in unrelated future service territory 

acquisition proceedings with the SMEC Member Cooperatives.60  Accordingly, the MMUA’s 

arguments against the Transaction should be given no weight.   

In its October 6, 2014 Reply Comments, MMUA advanced seven (7) reasons to justify its 

recommendation that the Commission initiate a contested case hearing, which have been 

addressed in principle in Section III above and are specifically discussed below. None of these 

reasons has merit, as shown below.   

59 MMUA May 14 Letter, page 2 
60 MMUA also submitted twenty one (21) Information Requests dated July 15, 2014.  SMEC 
objected to several Information Requests because they sought information on unrelated service 
territory acquisition proceedings under Minn. Stat. § 261B.44 or Minn. Stat. § 216B.47.  MMUA 
did not move to compel responses.   
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a. “Premium” Above Asset Value.  

MMUA tries to create a fact issue by professing confusion that two different terms – 

“acquisition premium” and “gain on sale” – have two different values.61  Quite simply, the 

acquisition premium is the difference between the purchase price and IPL’s net plant value, i.e., 

$16.9 million.  The $8.55 million “IPL gain on sale” is included in the acquisition premium and 

represents the gain on the sale of its assets after paying taxes and transaction costs.  There is 

no inconsistency and no weight to MMUA’s comments. 

The purchase price was negotiated at arm’s length between the parties.  No material 

facts about the purchase price are in dispute, and it is a matter for Commission judgment as to 

whether the price to be paid constitutes the “reasonable value of the property” pursuant to Minn. 

Stat. § 216B.  SMEC and the SMEC Member Cooperatives retained the firm of Burns & 

McDonnell to conduct an inspection of IPL’s assets, and the SMEC Member Cooperatives 

performed their own due diligence reviews of the assets.  SMEC and the SMEC Member 

Cooperatives were satisfied that they were paying a reasonable price for IPL’s assets.62  This 

MMUA argument is also refuted by the fact that there are net customer benefits after recovery of 

all costs as discussed in Section II.3.B above.   

b. Reasonableness of Purchase Terms and Costs.  

MMUA questioned the absence of a separate value for the Wholesale Power 

Agreement, but that is not significant.63  SMEC did not place a value on the Wholesale Power 

Agreement as such.  Rather, SMEC prudently included the cost of purchase power and 

transmission in its analysis of the economics of the entire Transaction.  SMEC’s analysis of the 

cost of purchase power and transmission, along with all other components of the sale, proved 

that the Transaction was economically beneficial to SMEC and the SMEC Member 

Cooperatives, and would also provide benefits to customers. 

61 MMUA Reply Comments, p. 2 
62 Response to MMUA IR No. 8. 
63 MMUA Reply Comments, p. 3   
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MMUA also questioned the $2/Megawatt Hour Credit.  The reason for this credit was 

identified in the IPL/SMEC response to OAG IR 2 dated June 6, 2014.  The credit was intended 

to moderate the rate increase due to the conversion to a PCA mechanism.  There is no 

calculated value associated with it; a contested case hearing on this issue will not result in the 

resolution of any disputed fact because there is none. 

c. Future Capital Improvements.   

MMUA urged contested case hearing to explore whether SMEC will need to make future 

capital improvements in the acquired IPL system.64  To the contrary, SMEC will not need to 

make significant expenditures to bring the IPL distribution system into compliance with RUS 

standards.65    As the responses indicate, SMEC will not need to make significant expenditures 

to bring the IPL distribution system into compliance with RUS standards.  SMEC’s Engineering 

Committee is investigating the need for various capital improvement projects in the future as 

any prudent utility would do.  IPL would do the same, if it retained the system.   

The cost for the SMEC cooperatives to make these investments is significantly lower 

than the cost for IPL, if IPL continued to own and operate the system.  The distribution systems 

of IPL and the SMEC Member Cooperatives are designed to operate independently, and there 

is currently no need to interconnect the systems, although there are advantages in reliability and 

operational flexibility in integrating parts of the two utility systems in the future.   

d. Rates for Former IPL Customers.  

 MMUA expressed concern that the Commission will have no authority to set the rates of 

the SMEC Member Cooperatives after the first three years.66  As discussed above, the 

cooperative model for rate control has been expressly endorsed by the Legislature in Minn. Stat. 

§ 216B.01.  Further, MMUA’s concern is especially ironic, as the Commission also has no 

authority to set the rates of municipal utilities under Minn. Stat. § 216B.02, subd. 4.  The 

64 MMUA Reply Comments, p. 5   
65 See responses to MMUA IR Nos. 8 and 18 
66 MMUA Reply Comments at 5 
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Legislature has determined that electric cooperatives are adequately regulated by their boards 

of directors, whom the members elect.  In addition, Minn. Stat. § 216B.026 provides the remedy 

of Commission rate regulation if the members desire.   

 The rate increases quoted by MMUA for 2017 simply reflect increases in the cost of 

purchased power and transmission that have taken place since 2010, offset by the 

$2.00/Megawatt Hour Credit.  The IPL customers would pay these increased costs if IPL 

retained the service territory.  These concerns do not warrant a contested case hearing. 

e. Legal Status and Future Implications.  

 MMUA also claims concern about SMEC’s status as a “paper G&T” cooperative, but this 

concern has no merit.67  Many utilities rely on power supply provided by other entities and those 

sources of supply are given no less credit than utility owned power supply.  SMEC is the 

acquisition entity owned by the SMEC Member Cooperatives and will be the purchasing agent 

for power supply and transmission for its members for ten years.  SMEC will purchase 

generation rather than producing it.  Thus it qualifies as a generation and transmission 

cooperative under Minn. Stat. § 216B.1691, subd. 1(b).  SMEC will own distribution assets also 

for up to three years and will contract with its Member Cooperatives for the operation and 

maintenance of these assets. 

 If a customer wishes to bring a claim concerning the improper operation of facilities, the 

claim would be brought to the individual SMEC Member Cooperative.  All typical retail functions 

such as the operation and maintenance of the distribution system, customer billing and 

accounting, special rate programs, net metering, distributed generation, etc. will be handled by 

the SMEC Member Cooperatives.  There will be no dodging of responsibility in responding to 

customer complaints.  Neither of these concerns warrant a contested case hearing. 

67 MMUA Reply Comments, p. 7 
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f. Public Participation.  

 MMUA also seeks to create a fact issue by discounting the value of nearly 50 City 

Council and city Chamber of Commerce resolutions from communities in the IPL service 

territory in favor of the Transaction.68 To the contrary, City Councils seek relevant information 

and make informed decisions on matters brought before them.  The City Council resolutions are 

products of that process.  Interestingly, the Cities of Le Center and Le Sueur (MMUA members) 

have submitted resolutions in support of the Transaction. 

g. Other Measures of Reasonableness. 

 Finally, MMUA advocates for a contested case hearing so that the Commission can 

consider the compensation paid by municipal utilities for the acquisition of another utility’s 

electric service territory within the municipality.69  However, compensation for service territory 

acquisitions under Minn. Stat. § 216B.44 and Minn. Stat. § 216B.47 has no relevance whatever 

for the Transaction.  Municipal service territory acquisitions are legally forced sales of property 

for which specific statutory compensation must be paid.  Those statutes have no application for 

other transactions. Furthermore, service territory acquisitions are for only a small part of the 

acquired utility’s entire system.  This partial acquisition imposes significant residual costs on the 

remaining customers of the utility system for which compensation must be paid.  Also, it is clear 

that MMUA has no legitimate interest in the purchase price between SMEC and IPL. 

 MMUA’s reliance on Minn. Stat. § 216B.39, subd. 4 is totally misplaced because that 

statute applied during the period of 1974-1975, when the Commission was assigning exclusive 

service territories to Minnesota electric utilities.  Commission approval of contracts pertaining to 

the initial establishment of service territories has nothing to do with this Transaction.   

68 MMUA Reply Comments, p. 8 
69 MMUA Reply Comments, p. 8 
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C. Conclusion as to MMUA. 

MMUA’s purpose for participating in this proceeding appears to be directed to gathering 

information or concessions for use in unrelated service territory acquisition cases.  MMUA has 

provided no justification for a contested case hearing.   

 
V. CONCLUSION 

For the reasons explained in the Petitioners’ September 4 Comments and in these Initial 

Comments, the Commission should approve the Transaction without further conditions or 

requirements because it is consistent with the public interest under Minn. Stat. § 216B.50.   

Dated: November 10, 2014. 
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