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I INTRODUCTION

The Office of the Attorney General - Residential Utilities and Antitrust Division
(“OAG”) submits the following comments in response to the December 8, 2014 Reply
Comments of Interstate Power and Light Company (“IPL”) and the Southern Minnesota Energy
Cooperative (“SMEC”) (together “Petitioners”), the Department of Commerce (‘“Department”),
and the Minnesota Chamber of Commerce (“Chamber”), in the matter of IPL’s proposed sale of
its distribution assets to the SMEC. The comments previously filed by the OAG explain why the
transaction is likely detrimental to ratepayers due to the significant gain on sale for IPL,
substantial transaction costs, and increased costs of purchasing power. For these reasons, the
OAG continues to recommend that the Commission only approve the sale after appropriate
modifications are made to ensure that it is fair for all stakeholders. Pursuant to the

Commission’s December 11, 2014 Order, the OAG limits these comments to new issues or



analyses that were “raised in reply comments” by other parties, or instances in which the OAG’s
previous statements and positions were mischaracterized by other parties.

II. ANALYSIS

A. TPL’s New Cost/Benefit Analyses Do Not Demonstrate that the Transaction
Benefits Ratepayers.

The Petitioners again attempt to refute the OAG’s analysis showing that Petitioners’
claimed benefits of the Transaction are overstated in both the short term and long term.
Petitioners appear to have recognized the difficulty of arguing that the Transaction provides
short-term benefits to ratepayers, presumably since such an argument requires speculating about
potential rate increases that IPL could receive from the Commission in three separate rate cases.
Instead, Petitioners have shifted their focus almost exclusively to arguing that the transaction
provides long-term benefits for ratepayers." These long-term benefits are, according to
Petitioners, the “fundamental economic advantages enjoyed by SMEC” and its members, which
the OAG understands as referring to a lower cost of capital, including lower borrowing costs,
and the lack of income tax obligations for cooperatives.2 Put simply, Petitioners appear to rely
on the general argument that the benefits of cooperative ownership outweigh those of rate
regulation. Petitioners’ argument is flawed for multiple reasons.

First, Petitioners have not proven that any economic advantages resulting from the
proposed Transaction outweigh the substantial upfront costs to ratepayers in this case. Rather,

the Petitioners have provided new, flawed analyses of the supposed long-term benefits of the

" IPL Reply Comments at 2-3. The OAG notes that Petitioners have previously included
purported long-term benefits in attempting to justify the Transaction. Petitioners previously used
both short term and long term benefits in arguing for approval. See Petition at 35-36 (listing
Petitioners’ claimed short and long-term benefits). Petitioners’ most recent comments, however,
gocus much more on their claimed long-term benefits.

Id. at 3.



Transaction, as seen in Tables 1, 2 and 3 of their Reply Comments.’ Petitioners claim that these
new analyses demonstrate that the Transaction benefits ratepayers when all of the OAG’s
concerns are incorporated into a cost/benefit equation.* But Petitioners new analyses do not
incorporate all of the concerns expressed by the OAG. Specifically, Petitioners have wrongly
compared the overall cost of capital for IPL against the 3.38 percent cost of debt they claim for
the Transaction.” As the OAG has previously stated, this comparison implies that the equity
holders of SMEC Member Cooperatives (in other words, the members) bear no risk from this
venture and do not require a return on their investment.’ This is a grossly false assumption and
skews the benefit analysis heavily to show additional ratepayer benefits that do not exist. The
OAG has demonstrated in its previous comments that, when all of the flaws in Petitioners’
original cost/benefit analysis are corrected, and when all aspects of the Transaction are viewed as
a whole, IPL ratepayers likely face a detriment.

Second, the Chamber’s comments indicate that, in this case, the benefits of cooperative
ownership may not outweigh the benefits of rate regulation for IPL’s customers. Specifically,
the Chamber explained that 10 of the 12 cooperatives currently have higher overall rates than

IPL, while only two have lower overall rates.” Additionally, 6 of the 12 cooperatives have

Y Id. at 5-7.

*1d. at 6.

> Id. at 5-7. Moreover, even the 3.38 percent cost of debt used in Petitioners’ analysis is
speculative. In an IR Response filed the business day before parties’ reply comments were due,
Petitioners admitted that the financing terms for each cooperative have not been agreed upon.
See Chamber IR Response #44. Accordingly, the interest rates provided to member cooperatives
to purchase their respective assets from SMEC three years from now could change substantially.
And if financing terms are different for each cooperative, some current IPL customers could see
a greater detriment than others.

6 See OAG Initial Comments at 4.

7 Chamber Reply Comments at 23. The Chamber calculated the overall rates of IPL and the
various cooperatives by dividing each entity’s overall revenue by its kilowatt-hour sales. The
(Footnote Continued on Next Page)



overall rates that would be more than five percent higher than current IPL rates and 5 of the 12
cooperatives have overall rates that are more than ten percent higher than current IPL rates, with
Benco and Peoples having 34 percent and 35 percent higher rates, respectively. This suggests
that, despite any of the general benefits afforded to cooperatives, the overall costs for serving
members of the SMEC cooperatives are higher than those of serving IPL’s customers. Once the
initial five-year rate mitigation period has expired and the rates for IPL customers are merged
with those of their respective future cooperatives, the IPL customers will likely see large rate
increases that will subsidize the costs of serving current SMEC customers. The cost/benefit
analyses produced by Petitioners do not account for this factor.

B. Petitioners Misconstrue the OAG’s Analysis of the Wholesale Power Agreement.

Petitioners also incorrectly represent the OAG’s views on the Wholesale Power
Agreement (“WPA”), accusing the OAG of attempting to “capture” the supposed benefits of the
Transaction for ratepayers by “arbitrarily altering or discarding elements” of the WPA and
“making assumptions on market power prices.”8 Petitioners cannot identify any “element” of the
WPA that the OAG supposedly altered or discarded, or any assumption the OAG supposedly
made about market prices—nor do they even attempt to do so. The OAG’s previous comments
simply stated that, when asked, Petitioners did not provide a comparison of the cost of providing
power to SMEC through the WPA and the cost of obtaining power from the various G&Ts, and

that Petitioners failure to do so suggests that the WPA may result in higher costs.” Petitioners’

(Footnote Continued from Previous Page)

OAG recognizes that this analysis does not consider many nuances of an entity’s rate structures,
such as rate differences between classes and differences in rate design.

® IPL Reply Comments at 10.

® OAG’s November 10, 2014 Comments at 7.



continued failure to provide any information to the contrary, while making false and unsupported
accusations regarding the OAG’s comments, only reinforces the OAG’s concern.

Petitioners also appear to claim that the WPA is reasonable simply because the
methodology used to determine its price by FERC’s formula rates is “very similar” to the process
for determining retail rates used by the Commission.'"’ Petitioners further appear to have
determined that these processes are “very similar” because the WPA “is based on an average

embedded cost revenue requirement.”'’

Regardless of whether these processes are ‘“very
similar” or not, the OAG has not contended—nor does it contend—that the methodology for
determining the pricing of the WPA is in any way flawed or unreasonable. The OAG does not
agree, however, that determining whether the WPA is in the public interest in this case and
whether the transaction complies with Minnesota law'? is as simple as IPL suggests. The fact
remains that IPL will see greater revenue as a result of the FERC formula rate used for interstate
generation assets in the WPA than it would under its current authorized rate in Minnesota.
Whether or not the FERC methodology is reasonable for FERC’s purposes is not at issue. What
is at issue is that, if the Transaction is approved, IPL customers will bear the cost increases while
IPL shareholders will receive an additional $4.3 million in profits over the first five years. As
the OAG previously stated, it is not reasonable for ratepayers to pay such a significant premium
for use of the same generation assets currently serving IPL’s customers, particularly since it

appears that the cooperatives’ respective G&Ts are capable of providing these services at lower

rates.

' TPL Reply Comments at 10.
11

Id.
2 Minn. Stat. § 216B.50.



C. The Chamber’s New Method of Allocating Costs Should be Rejected.

The Chamber proposes in its Reply Comments a different method for allocating IPL’s
wholesale generation and transmission costs for the first three years following the Transaction—
before the results of the cooperatives” CCOSSs are known. Specifically, the Chamber argues
that, because transmission and generation costs are “fixed,” Petitioners’ proposal to allocate
these costs as energy is unfair to the Large C&I class.”” The Chamber suggests that, instead,
transmission costs should be billed entirely as demand, and that a twelve coincident-peak method
should be used to allocate additional generation costs to customers. The Chamber’s proposal
should be rejected.

The Chamber has not presented a valid basis to alter the apportionment proposed in
Petitioners” April 15, 2014 filing, and not disputed in the series of comments filed by either the
Department or the OAG. Notably, cost causation cannot be estimated until the SMEC
cooperatives perform their respective CCOSSs during the first three years following the
Transaction. The Commission has previously rejected the Chamber’s suggestion to charge fixed
costs as demand and variable costs as energy in the interim period. Specifically, the Commission
rejected the proposal of the Xcel Large Industrials (“XLI”) to change the allocation of “Other
Production O&M” costs in Xcel’s 2010 rate case. In responding to the XLI’s suggestion to
allocate costs based on a similar fixed/variable distinction, the Commission stated the following:

The fixed/variable distinction does not correspond to whether those expenses are

attributable to energy or demand; a number of fixed expenses at a nuclear plant,

for example, arise in connection with fuel consumption and handling, and do not
fit neatly in this binary distinction.'

13 See Chamber Reply Comments at 18-19.

14 Findings of Fact, Conclusions, and Order, In the Matter of the Application of Northern States
Power Company d/b/a Xcel Energy for Authority to Increase Rates for Electric Service in
Minnesota, at 17-18, Dkt. No. 10-971, (May 14, 2012).



The Commission’s reasoning for rejecting XLI’s argument applies equally here. The only reason
for incorporating the Chamber’s suggested changes to cost allocation over the initial three-year
period, without the benefit of a CCOSS, would be to benefit the large C&I customers represented
by the Chamber. The allocation suggested by Petitioners should be retained until cost allocation
can be estimated for each cooperative.

III. CONCLUSION

The analysis presented in the OAG’s previous comments demonstrates that, when a
reasonable assessment of the costs and benefits are considered, the Transaction will not benefit
ratepayers as currently structured. Petitioners attempt to refute the OAG’s analysis by ignoring
portions of it and mischaracterizing others. But the record demonstrates that, if any benefit
exists, it is weighted heavily in IPL’s favor due to the guaranteed recovery of an acquisition
premium and the Wholesale Power Agreement’s increased return on equity. Petitioners’ claim
that IPL’s ratepayers also benefit from the Transaction is premised on multiple hypothetical rate
increases. For these reasons, the OAG continues to recommend that, should the Commission
approve the transaction, it require that IPL forego any gain on sale of its distribution assets, order

that the transaction costs be paid by IPL, and order that the sale price paid by SMEC to IPL be



reduced by the amount of the gain that IPL will receive in the form of increased return on equity

on generation assets in lowa used to serve Minnesota customers.
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Re: In the Matter of a Request for Approval of the Asset Purchase & Sale
Agreement Between Interstate Power and Light Company and Southern
Minnesota Energy Cooperative
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I hereby state that on December 22, 2014, I filed with eDockets the Supplemental Reply
Comments of the Office of the Attorney General — Residential Utilities and Antitrust Division and
served the same upon all parties listed on the attached service list by e-mail, and/or United States
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s/ Judy Sigal
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OFF_SL_14-322_Official
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Last Name

Email
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View Trade Secret
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Jon

Kramer

jk2surf@aol.com

Sundial Solar

4708 york ave. S

Minneapolis,
MN
55410

Electronic Service

No

OFF_SL_14-322_Official

Jim

Krueger

jkrueger@fmcs.coop

Freeborn-Mower
Cooperative Services

Box 611

Albert Lea,
MN
56007

Electronic Service

No

OFF_SL_14-322_Official

Allen

Krug

allen.krug@xcelenergy.co
m

Xcel Energy

414 Nicollet Mall-7th fl

Minneapolis,
MN
55401

Electronic Service

No

OFF_SL_14-322_Official

Jeffrey L.

Landsman

jlandsman@wheelerlaw.co
m

Wheeler, Van Sickle &
Anderson, S.C.

Suite 801
25 West Main Street
Madison,
WI
537033398

Electronic Service

No

OFF_SL_14-322_Official

Harold

LeVander, Jr.

hlevander@felhaber.com

Felhaber, Larson, Fenton &
Vogt, P.A.

Suite 2100
444 Cedar Street
St. Paul,
MN
551012136

Electronic Service

No

OFF_SL_14-322_Official

John

Lindell

agorud.ecf@ag.state.mn.us

Office of the Attorney
General-RUD

1400 BRM Tower
445 Minnesota St
St. Paul,
MN
551012130

Electronic Service

Yes

OFF_SL_14-322_Official

Bob

Long

rlong@Ilarkinhoffman.com

Larkin Hoffman (Silicon
Energy)

1500 Wells Fargo Plaza
7900 Xerxes Ave S
Bloomington,

MN
55431

Electronic Service

No

OFF_SL_14-322_Official

Rebecca

Lundberg

rebecca.lundberg@powerfu
llygreen.com

Powerfully Green

11451 Oregon Ave N

Champlin,
MN
55316

Electronic Service

No

OFF_SL_14-322_Official

Casey

MacCallum

casey@appliedenergyinnov
ations.org

Applied Energy Innovations

4000 Minnehaha Ave S

Minneapolis,
MN
55406

Electronic Service

No

OFF_SL_14-322_Official

Paula

Maccabee

Pmaccabee@justchangela
w.com

Just Change Law Offices

1961 Selby Ave

Saint Paul,
MN
55104

Electronic Service

No

OFF_SL_14-322_Official
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Email
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View Trade Secret
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Erik

Madsen

ErikMadsen@alliantenergy.
com

Alliant Energy

200 First St SE

Cedar Rapid,
1A
52401

Electronic Service

No

OFF_SL_14-322_Official

Kavita

Maini

kmaini@wi.rr.com

KM Energy Consulting LLC

961 N Lost Woods Rd

Oconomowoc,
WI
53066

Electronic Service

No

OFF_SL_14-322_Official

Pam

Marshall

pam@energycents.org

Energy CENTS Coalition

823 7th StE

St. Paul,
MN
55106

Electronic Service

No

OFF_SL_14-322_Official

Natalie

Mcintire

natalie.mcintire@gmail.com

Wind on the Wires

570 Asbury St Ste 201

Saint Paul,
MN
55104-1850

Electronic Service

No

OFF_SL_14-322_Official

Brian

Meloy

brian.meloy@stinsonleonar
d.com

Stinson,Leonard, Street
LLP

150 S 5th St Ste 2300

Minneapolis,
MN
55402

Electronic Service

No

OFF_SL_14-322_Official

Gregory R.

Merz

gregory.merz@gpmlaw.co
m

Gray, Plant, Mooty

80 S 8th St Ste 500

Minneapolis,
MN
55402-5383

Electronic Service

No

OFF_SL_14-322_Official

Steve

Mihalchick

steve.mihalchick@state.mn
.us

Office of Administrative
Hearings

PO Box 64620

St. Paul,
MN
551640620

Electronic Service

No

OFF_SL_14-322_Official

David

Moeller

dmoeller@allete.com

Minnesota Power

30 W Superior St

Duluth,
MN
558022093

Electronic Service

No

OFF_SL_14-322_Official

Andrew

Moratzka

apmoratzka@stoel.com

Stoel Rives LLP

33 South Sixth Street
Suite 4200
Minneapolis,
MN
55402

Electronic Service

No

OFF_SL_14-322_Official

Martin

Morud

mmorud@trunorthsolar.co
m

Tru North Solar

5115 45th Ave S

Minneapolis,
MN
55417

Electronic Service

No

OFF_SL_14-322_Official
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View Trade Secret

Service List Name

Carl

Nelson

cnelson@mncee.org

Center for Energy and
Environment

212 3rd Ave N Ste 560

Minneapolis,
MN
55401

Electronic Service

No

OFF_SL_14-322_Official

Michael

Noble

noble@fresh-energy.org

Fresh Energy

Hamm Bldg., Suite 220
408 St. Peter Street
St. Paul,
MN
55102

Electronic Service

No

OFF_SL_14-322_Official

Rolf

Nordstrom

rnordstrom@gpisd.net

Great Plains Institute

2801 21ST AVE S STE 220

Minneapolis,
MN
55407-1229

Electronic Service

No

OFF_SL_14-322_Official

Samantha

Norris

samanthanorris@alliantene
rgy.com

Alliant Energy

200 1st Street SE
PO Box 351
Cedar Rapids,
1A
52406-0351

Electronic Service

No

OFF_SL_14-322_Official

Steven

Nyhus

swnyhus@flaherty-
hood.com

Flaherty & Hood PA

525 Park St Ste 470

Saint Paul,
MN
55103

Electronic Service

No

OFF_SL_14-322_Official

Priti R.

Patel

priti.r.patel@xcelenergy.co
m

Xcel Energy

414 Nicollet Mall
MP 800
Minneapolis,
MN
55401

Electronic Service

No

OFF_SL_14-322_Official

Charlie

Pickard

cpickard@aladdinsolar.com

Aladdin Solar

1215 Lilac Lane

Excelsior,
MN
55331

Electronic Service

No

OFF_SL_14-322_Official

Donna

Pickard

dpickard@aladdinsolar.co
m

Aladdin Solar

1215 Lilac Lane

Excelsior,
MN
55331

Electronic Service

No

OFF_SL_14-322_Official

David E.

Pomper

Spiegel & McDiarmid

1333 New Hampshire
Avenue NW

Washington,
DC
20036

Paper Service

No

OFF_SL_14-322_Official

Benjamin L.

Porath

Dairyland Power
Cooperative

3200 East Avenue South
PO Box 817
La Crosse,
WI
546020817

Paper Service

No

OFF_SL_14-322_Official
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Last Name

Email
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Address

Delivery Method

View Trade Secret

Service List Name

Gayle

Prest

gayle.prest@minneapolism
n.gov

City of Mpls Sustainability

350 South 5th St, #315

Minneapolis,
MN
55415

Electronic Service

No

OFF_SL_14-322_Official

Enio

Ricci

ericci@invenergylic.com

Invenergy LLC

17830 New Hampshire Ave
Ste 300

Ashton,
MD
20861

Electronic Service

No

OFF_SL_14-322_Official

Michelle

Rosier

michelle.rosier@sierraclub.
org

Sierra Club

2327 E. Franklin Avenue

Minneapolis,
MN
554061024

Electronic Service

No

OFF_SL_14-322_Official

Dan L.

Sanford

N/A

American Transmission
Company LLC

W234 N2000 Ridgeview
Pkwy Court

Waukesha,
WI
53188-1022

Paper Service

No

OFF_SL_14-322_Official

Richard

Savelkoul

rsavelkoul@martinsquires.c
om

Martin & Squires, P.A.

332 Minnesota Street Ste
W2750

St. Paul,
MN
55101

Electronic Service

No

OFF_SL_14-322_Official

Kevin

Saville

kevin.saville@ftr.com

Citizens/Frontier
Communications

2378 Wilshire Blvd.

Mound,
MN
55364

Electronic Service

No

OFF_SL_14-322_Official

Larry L.

Schedin

Larry@LLSResources.com

LLS Resources, LLC

12 S 6th St Ste 1137

Minneapolis,
MN
55402

Electronic Service

No

OFF_SL_14-322_Official

Matthew J.

Schuerger P.E.

mjsreg@earthlink.net

Energy Systems Consulting
Services, LLC

PO Box 16129

St. Paul,
MN
55116

Electronic Service

No

OFF_SL_14-322_Official

Janet

Shaddix Elling

jshaddix@janetshaddix.co
m

Shaddix And Associates

Ste 122
9100 W Bloomington H
Bloomington,
MN
55431

Electronic Service
rwy

No

OFF_SL_14-322_Official
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Gary

Shaver

N/A

Silicon Energy

3506 124th St NE

Marysville,
WA
98271

Paper Service

No

OFF_SL_14-322_Official

Erin

Shea

eshea@silicon-energy.com

Silicon Energy

PO Box 376
8787 Silicon Way
Mt Iron,
MN
55768

Electronic Service

No

OFF_SL_14-322_Official

Doug

Shoemaker

dougs@mnRenewables.or
g

MRES

2928 5th Ave S

Minneapolis,
MN
55408

Electronic Service

No

OFF_SL_14-322_Official

Ron

Spangler, Jr.

rlspangler@otpco.com

Otter Tail Power Company

215 So. Cascade St.
PO Box 496
Fergus Falls,
MN
565380496

Electronic Service

No

OFF_SL_14-322_Official

Kristin

Stastny

stastny.kristin@dorsey.com

Dorsey & Whitney LLP

50 South 6th Street
Suite 1500
Minneapolis,
MN
55402

Electronic Service

No

OFF_SL_14-322_Official

Donna

Stephenson

dstephenson@grenergy.co
m

Great River Energy

12300 Elm Creek
Boulevard

Maple Grove,
MN
55369

Electronic Service

No

OFF_SL_14-322_Official

Erin

Stojan Ruccolo

ruccolo@fresh-energy.org

Fresh Energy

408 Saint Peter St Ste 220

Saint Paul,
MN
55102-1125

Electronic Service

No

OFF_SL_14-322_Official

James M.

Strommen

jstrommen@kennedy-
graven.com

Kennedy & Graven,
Chartered

470 U.S. Bank Plaza
200 South Sixth Street|
Minneapolis,
MN
55402

Electronic Service

No

OFF_SL_14-322_Official

Deb

Sundin

deb.sundin@xcelenergy.co
m

Xcel Energy

414 Nicollet Mall

Minneapolis,
MN
55401

Electronic Service

No

OFF_SL_14-322_Official

JoAnn

Thompson

jthompson@otpco.com

Otter Tail Power Company

P.O. Box 496
215 South Cascade St
Fergus Falls,
MN
565380496

Electronic Service
eet

No

OFF_SL_14-322_Official
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View Trade Secret
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Stephen J.

Videto

ITC Holding Corp.

27175 Energy Way, Fifth
Floor

Novi,
Mi
48377

Paper Service

No

OFF_SL_14-322_Official

Denis R.

Vogel

vmele@wheelerlaw.com

Wheeler, Van Sickle &
Anderson, S.C.

25 W. Main Street Suite
801

Madison,
WI
53703

Electronic Service

No

OFF_SL_14-322_Official

Marya

White

mwhite@misoenergy.org

MISO

1125 Energy Park Dr

St. Paul,
MN
55108

Electronic Service

No

OFF_SL_14-322_Official

Daniel

Williams

DanWilliams.mg@gmail.co
m

Powerfully Green

11451 Oregon Avenue N

Champlin,
MN
55316

Electronic Service

No

OFF_SL_14-322_Official

Robyn

Woeste

robynwoeste@alliantenerg
y.com

Interstate Power and Light
Company

200 First St SE

Cedar Rapids,
1A
52401

Electronic Service

No

OFF_SL_14-322_Official
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