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1 MINNESOTA STATUTES 2014 216B.164

216B.164 COGENERATION AND SMALL POWER PRODUCTION.

Subdivision 1. Scope and purpose. This section shall at all times be construed in accordance with its
intent to give the maximum possible encouragement to cogeneration and small power production consistent
with protection of the ratepayers and the public.

Subd. 2. Applicability. This section as well as any rules promulgated by the commission to implement
this section or the Public Utility Regulatory Policies Act of 1978, Public Law 95-617, Statutes at Large,
volume 92, page 3117, and the Federal Energy Regulatory Commission regulations thereunder, Code of
Federal Regulations, title 18, part 292, shall, unless otherwise provided in this section, apply to all Minnesota
electric utilities, including cooperative electric associations and municipal electric utilities.

Subd. 2a. Definitions. (a) For the purposes of this section, the following terms have the meanings given
them.

(b) "Aggregated meter" means a meter located on the premises of a customer's owned or leased property
that is contiguous with property containing the customer's designated meter.

(c) "Capacity" means the number of megawatts alternating current (AC) at the point of interconnection
between a distributed generation facility and a utility's electric system.

(d) "Cogeneration" means a combined process whereby electrical and useful thermal energy are
produced simultaneously.

(e) "Contiguous property" means property owned or leased by the customer sharing a common border,
without regard to interruptions in contiguity caused by easements, public thoroughfares, transportation
rights-of-way, or utility rights-of-way.

(f) "Customer" means the person who is named on the utility electric bill for the premises.

(g) "Designated meter" means a meter that is physically attached to the customer's facility that the
customer-generator designates as the first meter to which net metered credits are to be applied as the primary
meter for billing purposes when the customer is serviced by more than one meter.

(h) "Distributed generation" means a facility that:
(1) has a capacity of ten megawatts or less;
(2) is interconnected with a utility's distribution system, over which the commission has jurisdiction; and

(3) generates electricity from natural gas, renewable fuel, or a similarly clean fuel, and may include
waste heat, cogeneration, or fuel cell technology.

(1) "High-efficiency distributed generation" means a distributed energy facility that has a minimum
efficiency of 40 percent, as calculated under section 272.0211, subdivision 1.

(j) "Net metered facility”" means an electric generation facility constructed for the purpose of offsetting
energy use through the use of renewable energy or high-efficiency distributed generation sources.

(k) "Renewable energy" has the meaning given in section 216B.2411, subdivision 2.
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(1) "Standby charge" means a charge imposed by an electric utility upon a distributed generation facility
for the recovery of costs for the provision of standby services, as provided for in a utility's tariffs approved
by the commission, necessary to make electricity service available to the distributed generation facility.

Subd. 3. Purchases; small facilities. (a) This paragraph applies to cooperative electric associations and
municipal utilities. For a qualifying facility having less than 40-kilowatt capacity, the customer shall be
billed for the net energy supplied by the utility according to the applicable rate schedule for sales to that
class of customer. In the case of net input into the utility system by a qualifying facility having less than
40-kilowatt capacity, compensation to the customer shall be at a per kilowatt-hour rate determined under
paragraph (c) or (d).

(b) This paragraph applies to public utilities. For a qualifying facility having less than 1,000-kilowatt
capacity, the customer shall be billed for the net energy supplied by the utility according to the applicable
rate schedule for sales to that class of customer. In the case of net input into the utility system by a
qualifying facility having: (1) more than 40-kilowatt but less than 1,000-kilowatt capacity, compensation to
the customer shall be at a per kilowatt-hour rate determined under paragraph (c); or (2) less than 40-kilowatt
capacity, compensation to the customer shall be at a per-kilowatt rate determined under paragraph (d).

(c) In setting rates, the commission shall consider the fixed distribution costs to the utility not otherwise
accounted for in the basic monthly charge and shall ensure that the costs charged to the qualifying facility
are not discriminatory in relation to the costs charged to other customers of the utility. The commission shall
set the rates for net input into the utility system based on avoided costs as defined in the Code of Federal
Regulations, title 18, section 292.101, paragraph (b)(6), the factors listed in Code of Federal Regulations,
title 18, section 292.304, and all other relevant factors.

(d) Notwithstanding any provision in this chapter to the contrary, a qualifying facility having less than
40-kilowatt capacity may elect that the compensation for net input by the qualifying facility into the utility
system shall be at the average retail utility energy rate. "Average retail utility energy rate" is defined as the
average of the retail energy rates, exclusive of special rates based on income, age, or energy conservation,
according to the applicable rate schedule of the utility for sales to that class of customer.

(e) If the qualifying facility or net metered facility is interconnected with a nongenerating utility which
has a sole source contract with a municipal power agency or a generation and transmission utility, the non-
generating utility may elect to treat its purchase of any net input under this subdivision as being made on
behalf of its supplier and shall be reimbursed by its supplier for any additional costs incurred in making
the purchase. Qualifying facilities or net metered facilities having less than 1,000-kilowatt capacity if inter-
connected to a public utility, or less than 40-kilowatt capacity if interconnected to a cooperative electric
association or municipal utility may, at the customer's option, elect to be governed by the provisions of
subdivision 4.

Subd. 3a. Net metered facility. (a) Except for customers receiving a value of solar rate under sub-
division 10, a customer with a net metered facility having a capacity of 40 kilowatts or greater but less than
1,000 kilowatts that is interconnected to a public utility may elect to be compensated for the customer's net
input into the utility system in the form of a kilowatt-hour credit on the customer's energy bill carried forward
and applied to subsequent energy bills. Any net input supplied by the customer into the utility system that
exceeds energy supplied to the customer by the utility during a calendar year must be compensated at the
applicable rate.

(b) A public utility may not impose a standby charge on a net metered or qualifying facility:
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(1) of 100 kilowatts or less capacity; or

(2) of more than 100 kilowatts capacity, except in accordance with an order of the commission es-
tablishing the allowable costs to be recovered through standby charges.

Subd. 4. Purchases; wheeling; costs. (a) Except as otherwise provided in paragraph (¢), this subdivision
shall apply to all qualifying facilities having 40-kilowatt capacity or more as well as qualifying facilities as
defined in subdivision 3 and net metered facilities under subdivision 3a, if interconnected to a cooperative
electric association or municipal utility, or 1,000-kilowatt capacity or more if interconnected to a public
utility, which elect to be governed by its provisions.

(b) The utility to which the qualifying facility is interconnected shall purchase all energy and capacity
made available by the qualifying facility. The qualifying facility shall be paid the utility's full avoided
capacity and energy costs as negotiated by the parties, as set by the commission, or as determined through
competitive bidding approved by the commission. The full avoided capacity and energy costs to be paid a
qualifying facility that generates electric power by means of a renewable energy source are the utility's least
cost renewable energy facility or the bid of a competing supplier of a least cost renewable energy facility,
whichever is lower, unless the commission's resource plan order, under section 216B.2422, subdivision 2,
provides that the use of a renewable resource to meet the identified capacity need is not in the public interest.

(c) For all qualifying facilities having 30-kilowatt capacity or more, the utility shall, at the qualifying
facility's or the utility's request, provide wheeling or exchange agreements wherever practicable to sell the
qualifying facility's output to any other Minnesota utility having generation expansion anticipated or planned
for the ensuing ten years. The commission shall establish the methods and procedures to insure that except
for reasonable wheeling charges and line losses, the qualifying facility receives the full avoided energy and
capacity costs of the utility ultimately receiving the output.

(d) The commission shall set rates for electricity generated by renewable energy.

Subd. 4a. Aggregation of meters. (a) For the purpose of measuring electricity under subdivisions 3
and 3a, a public utility must aggregate for billing purposes a customer's designated meter with one or more
aggregated meters if a customer requests that it do so. To qualify for aggregation under this subdivision, a
meter must be owned by the customer requesting the aggregation, must be located on contiguous property
owned by the customer requesting the aggregation, and the total of all aggregated meters must be subject
to the size limitation in this section.

(b) A public utility must comply with a request by a customer-generator to aggregate additional meters
within 90 days. The specific meters must be identified at the time of the request. In the event that more
than one meter is identified, the customer must designate the rank order for the aggregated meters to which
the net metered credits are to be applied. At least 60 days prior to the beginning of the next annual billing
period, a customer may amend the rank order of the aggregated meters, subject to this subdivision.

(c) The aggregation of meters applies only to charges that use kilowatt-hours as the billing determinant.
All other charges applicable to each meter account shall be billed to the customer.

(d) A public utility will first apply the kilowatt-hour credit to the charges for the designated meter and
then to the charges for the aggregated meters in the rank order specified by the customer. If the net metered
facility supplies more electricity to the public utility than the energy usage recorded by the customer-
generator's designated and aggregated meters during a monthly billing period, the public utility shall apply
credits to the customer's next monthly bill for the excess kilowatt-hours.
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(e) With the commission's prior approval, a public utility may charge the customer-generator requesting
to aggregate meters a reasonable fee to cover the administrative costs incurred in implementing the costs of
this subdivision, pursuant to a tariff approved by the commission for a public utility.

Subd. 4b. Limiting cumulative generation. The commission may limit the cumulative generation of
net metered facilities under subdivisions 3 and 3a. A public utility may request the commission to limit
the cumulative generation of net metered facilities under subdivisions 3 and 3a upon a showing that such
generation has reached four percent of the public utility's annual retail electricity sales. The commission
may limit additional net metering obligations under this subdivision only after providing notice and op-
portunity for public comment. In determining whether to limit additional net metering obligations under
this subdivision, the commission shall consider:

(1) the environmental and other public policy benefits of net metered facilities;

(2) the impact of net metered facilities on electricity rates for customers without net metered systems;
(3) the effects of net metering on the reliability of the electric system;

(4) technical advances or technical concerns; and

(5) other statutory obligations imposed on the commission or on a utility.

The commission may limit additional net metering obligations under clauses (2) to (4) only if it determines
that additional net metering obligations would cause significant rate impact, require significant measures to
address reliability, or raise significant technical issues.

Subd. 4c. Individual system capacity limits. (a) A public utility that provides retail electric service
may require customers with a facility of 40-kilowatt capacity or more and participating in net metering and
net billing to limit the total generation capacity of individual distributed generation systems by either:

(1) for wind generation systems, limiting the total generation system capacity kilowatt alternating
current to 120 percent of the customer's on-site maximum electric demand; or

(2) for solar photovoltaic and other distributed generation, limiting the total generation system annual
energy production kilowatt hours alternating current to 120 percent of the customer's on-site annual electric
energy consumption.

(b) Limits under paragraph (a) must be based on standard 15-minute intervals, measured during the
previous 12 calendar months, or on a reasonable estimate of the average monthly maximum demand or
average annual consumption if the customer has either:

(1) less than 12 calendar months of actual electric usage; or
(i1) no demand metering available.

Subd. 5. Dispute; resolution. In the event of disputes between an electric utility and a qualifying facility,
either party may request a determination of the issue by the commission. In any such determination, the
burden of proof shall be on the utility. The commission in its order resolving each such dispute shall require
payments to the prevailing party of the prevailing party's costs, disbursements, and reasonable attorneys'
fees, except that the qualifying facility will be required to pay the costs, disbursements, and attorneys' fees
of the utility only if the commission finds that the claims of the qualifying facility in the dispute have been
made in bad faith, or are a sham, or are frivolous.
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Subd. 6. Rules and uniform contract. (a) The commission shall promulgate rules to implement the
provisions of this section. The commission shall also establish a uniform statewide form of contract for
use between utilities and a net metered or qualifying facility having less than 1,000-kilowatt capacity if
interconnected to a public utility or less than 40-kilowatt capacity if interconnected to a cooperative electric
association or municipal utility.

(b) The commission shall require the qualifying facility to provide the utility with reasonable access to
the premises and equipment of the qualifying facility if the particular configuration of the qualifying facility
precludes disconnection or testing of the qualifying facility from the utility side of the interconnection with
the utility remaining responsible for its personnel.

(c) The uniform statewide form of contract shall be applied to all new and existing interconnections
established between a utility and a net metered or qualifying facility having less than 40-kilowatt capacity,
except that existing contracts may remain in force until terminated by mutual agreement between both
parties.

Subd. 7. [Repealed, 1994 ¢ 465 art 1 s 27]

Subd. 8. Interconnection required; obligation for costs. (a) Utilities shall be required to interconnect
with a qualifying facility that offers to provide available energy or capacity and that satisfies the re-
quirements of this section.

(b) Nothing contained in this section shall be construed to excuse the qualifying facility from any
obligation for costs of interconnection and wheeling in excess of those normally incurred by the utility for
customers with similar load characteristics who are not cogenerators or small power producers, or from any
fixed charges normally assessed such nongenerating customers.

Subd. 9. Municipal electric utility. For purposes of this section only, except subdivision 5, and with
respect to municipal electric utilities only, the term "commission" means the governing body of each
municipal electric utility that adopts and has in effect rules implementing this section which are consistent
with the rules adopted by the Minnesota Public Utilities Commission under subdivision 6. As used in this
subdivision, the governing body of a municipal electric utility means the city council of that municipality;
except that, if another board, commission, or body is empowered by law or resolution of the city council
or by its charter to establish and regulate rates and days for the distribution of electric energy within the
service area of the city, that board, commission, or body shall be considered the governing body of the
municipal electric utility.

Subd. 10. Alternative tariff; compensation for resource value. (a) A public utility may apply for
commission approval for an alternative tariff that compensates customers through a bill credit mechanism
for the value to the utility, its customers, and society for operating distributed solar photovoltaic resources
interconnected to the utility system and operated by customers primarily for meeting their own energy needs.

(b) If approved, the alternative tariff shall apply to customers' interconnections occurring after the date
of approval. The alternative tariff is in lieu of the applicable rate under subdivisions 3 and 3a.

(c) The commission shall after notice and opportunity for public comment approve the alternative tariff
provided the utility has demonstrated the alternative tariff:

(1) appropriately applies the methodology established by the department and approved by the
commission under this subdivision;
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(2) includes a mechanism to allow recovery of the cost to serve customers receiving the alternative
tariff rate;

(3) charges the customer for all electricity consumed by the customer at the applicable rate schedule
for sales to that class of customer;

(4) credits the customer for all electricity generated by the solar photovoltaic device at the distributed
solar value rate established under this subdivision;

(5) applies the charges and credits in clauses (3) and (4) to a monthly bill that includes a provision so
that the unused portion of the credit in any month or billing period shall be carried forward and credited
against all charges. In the event that the customer has a positive balance after the 12-month cycle ending
on the last day in February, that balance will be eliminated and the credit cycle will restart the following
billing period beginning on March 1;

(6) complies with the size limits specified in subdivision 3a;
(7) complies with the interconnection requirements under section 216B.1611; and
(8) complies with the standby charge requirements in subdivision 3a, paragraph (b).

(d) A utility must provide to the customer the meter and any other equipment needed to provide service
under the alternative tariff.

(e) The department must establish the distributed solar value methodology in paragraph (c), clause
(1), no later than January 31, 2014. The department must submit the methodology to the commission for
approval. The commission must approve, modify with the consent of the department, or disapprove the
methodology within 60 days of its submission. When developing the distributed solar value methodology,
the department shall consult stakeholders with experience and expertise in power systems, solar energy, and
electric utility ratemaking regarding the proposed methodology, underlying assumptions, and preliminary
data.

(f) The distributed solar value methodology established by the department must, at a minimum, account
for the value of energy and its delivery, generation capacity, transmission capacity, transmission and dis-
tribution line losses, and environmental value. The department may, based on known and measurable
evidence of the cost or benefit of solar operation to the utility, incorporate other values into the methodology,
including credit for locally manufactured or assembled energy systems, systems installed at high-value
locations on the distribution grid, or other factors.

(g) The credit for distributed solar value applied to alternative tariffs approved under this section shall
represent the present value of the future revenue streams of the value components identified in paragraph ().

(h) The utility shall recalculate the alternative tariff on an annual cycle, and shall file the recalculated
alternative tariff with the commission for approval.

(1) Renewable energy credits for solar energy credited under this subdivision belong to the electric utility
providing the credit.

(j) The commission may not authorize a utility to charge an alternative tariff rate that is lower than the
utility's applicable retail rate until three years after the commission approves an alternative tariff for the
utility.
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(k) A utility must enter into a contract with an owner of a solar photovoltaic device receiving an al-
ternative tariff rate under this section that has a term of at least 20 years, unless a shorter term is agreed
to by the parties.

(I) An owner of a solar photovoltaic device receiving an alternative tariff rate under this section must
be paid the same rate per kilowatt-hour generated each year for the term of the contract.

History: 1981 ¢ 237 s 1, 1983 ¢ 301 5 166-171; 1984 ¢ 6405 32; 1991 ¢ 3155 1; 1993 ¢ 356 s 1; 1996
c305art2s 38 2013c85art9s1-10; 2013 c 125art1s 39; 2013 ¢c 1325 1
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7835.0100 DEFINITIONS.

Subpart 1. Applicability. For purposes of this chapter, the following terms have the meanings given
them in this part.
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Subp. 2. Average annual fuel savings. "Average annual fuel savings" means the annualized
difference between the system fuel costs that the utility would have incurred without the additional
generation facility and the system fuel costs the utility is expected to incur with the additional generation
facility.

Subp. 2a. Average retail utility energy rate. "Average retail utility energy rate" means, for any
class of utility customer, the quotient of the total annual class revenue from sales of electricity minus the
annual revenue resulting from fixed charges, divided by the annual class kilowatt-hour sales. Data from the
most recent 12-month period available before each filing required by parts 7835.0300 to 7835.1200 must be
used in the computation.

Subp. 3. Backup power. "Backup power" means electric energy or capacity supplied by the utility
to replace energy ordinarily generated by a qualifying facility's own generation equipment during an
unscheduled outage of the facility.

Subp. 4. Capacity. "Capacity" means the capability to produce, transmit, or deliver electric energy.

Subp. 5. Capacity costs. "Capacity costs" means the costs associated with providing the capability
to deliver energy. They consist of the capital costs of facilities used to generate, transmit, and distribute
electricity and the fixed operating and maintenance costs of these facilities.

Subp. 6. Commission. "Commission" means the Minnesota Public Utilities Commission.
Subp. 7. Energy. "Energy" means electric energy, measured in kilowatt-hours.

Subp. 8. Energy costs. "Energy costs" means the variable costs associated with the production of
electric energy. They consist of fuel costs and variable operating and maintenance expenses.

Subp. 9. Firm power. "Firm power" means energy delivered by the qualifying facility to the utility
with at least a 65 percent on-peak capacity factor in the month. The capacity factor is based upon the
qualifying facility's maximum on-peak metered capacity delivered to the utility during the month.

Subp. 10. Generating utility. "Generating utility" means a utility which regularly meets all or a
portion of its electric load through the scheduled dispatch of its own generating facilities.

Subp. 11. Incremental cost of capital. "Incremental cost of capital" means the current weighted
cost of the components of a utility's capital structure, each cost weighted by its proportion of the total
capitalization.

Subp. 12. Interconnection costs. "Interconnection costs" means the reasonable costs of connection,
switching, metering, transmission, distribution, safety provisions, and administrative costs incurred by
the utility that are directly related to installing and maintaining the physical facilities necessary to permit
interconnected operations with a qualifying facility. Costs are considered interconnection costs only to the
extent that they exceed the corresponding costs which the utility would have incurred if it had not engaged
in interconnected operations, but instead generated from its own facilities or purchased from other sources
an equivalent amount of electric energy or capacity. Costs are considered interconnection costs only to the
extent that they exceed the costs the utility would incur in selling electricity to the qualifying facility as a
nongenerating customer.

Subp. 13. Interruptible power. "Interruptible power" means electric energy or capacity supplied by
the utility to a qualifying facility subject to interruption under the provisions of the utility's tariff applicable
to the retail class of customers to which the qualifying facility would belong irrespective of its ability to
generate electricity.
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Subp. 14. Maintenance power. "Maintenance power" means electric energy or capacity supplied
by a utility during scheduled outages of the qualifying facility.

Subp. 15. Marginal capital carrying charge rate in the first year of investment. "Marginal capital
carrying charge rate in the first year of investment" means the percentage factor by which the amount of a
new capital investment in a generating unit would have to be multiplied to obtain an amount equal to the total
additional first year amounts for the cost of equity and debt capital, income taxes, property and other taxes,
tax credits (amortized over the useful life of the generating unit), depreciation, and insurance which would
be associated with the new capital investment and would account for the likely inflationary or deflationary
changes in the investment cost due to the one-year delay in building the unit.

Subp. 16. Nongenerating utility. "Nongenerating utility" means a utility which has no electric
generating facilities, or a utility whose electric generating facilities are used only during emergencies or
readiness tests, or a utility whose electric generating facilities are ordinarily dispatched by another entity.

Subp. 17. On-peak hours. "On-peak hours" means, for utilities whose rates are regulated by the
commission, those hours which are defined as on-peak for retail ratemaking. For any other utility, on-peak
hours are either those hours formally designated by the utility as on-peak for ratemaking purposes or those
hours for which its typical loads are at least 85 percent of its average maximum monthly loads.

Subp. 18. Purchase. "Purchase" means the purchase of electric energy or capacity or both from a
qualifying facility by a utility.

Subp. 19. Qualifying facility. "Qualifying facility" means a cogeneration or small power production
facility which satisfies the conditions established in Code of Federal Regulations, title 18, section 292.101 (b)
(1), (1981), as applied when interpreted in accordance with the amendments to Code of Federal Regulations,
title 18, sections 292.201 to 292.207 adopted through Federal Register, volume 46, pages 33025-33027,
(1981). The initial operation date or initial installation date of a cogeneration or small power production
facility must not prevent the facility from being considered a qualifying facility for the purposes of this
chapter if it otherwise satisfies all stated conditions.

Subp. 20. Sale. "Sale" means the sale of electric energy or capacity or both by an electric utility to
a qualifying facility.

Subp. 21. Supplementary power. "Supplementary power" means electric energy or capacity
supplied by the utility which is regularly used by a qualifying facility in addition to that which the facility
generates itself.

Subp. 22. System emergency. "System emergency" means a condition on a utility's system which
is imminently likely to result in significant disruption of service to customers or to endanger life or property.

Subp. 23. System incremental energy costs. "System incremental energy costs" means amounts
representing the hourly energy costs associated with the utility generating the next kilowatt-hour of load
during each hour.

Subp. 24. Utility. "Utility" means:

A. for the purposes of parts 7835.1300 to 7835.1800 and 7835.4500 to 7835.4550, any public
utility, including municipally owned electric utilities or cooperative electric associations, that sells electricity
at retail in Minnesota; or

B. for the purposes of parts 7835.0200 to 7835.1200, 7835.1900 to 7835.4400, 7835.4600 to
7835.6100, and 7835.9910, any public utility, including municipally owned electric utilities and cooperative
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electric associations, that sells electricity at retail in Minnesota, except those municipally owned electric
utilities that have adopted and have in effect rules consistent with this chapter.

Statutory Authority: MSs 2164.05; 216B.08; 216B.164
History: 9 SR 993
Published Electronically: February 28, 2000

7835.0200 SCOPE AND PURPOSE.

The purpose of this chapter is to implement certain provisions of Minnesota Statutes, section 216B.164;
the Public Utility Regulatory Policies Act of 1978, United States Code, title 16, section 824a-3 (Supplement
III, 1979); and the Federal Energy Regulatory Commission regulations, Code of Federal Regulations, title
18, sections 292.101 to 292.602 (1981). Nothing in this chapter excuses any utility from carrying out its
responsibilities under these provisions of state and federal law. This chapter must at all times be applied in
accordance with its intent to give the maximum possible encouragement to cogeneration and small power
production consistent with protection of the ratepayers and the public.

Statutory Authority: MSs 2164.05; 216B.08; 216B.164
History: 9 SR 993
Published Electronically: February 28, 2000

FILING REQUIREMENTS

7835.0300 FILING DATES.

Within 60 days after the effective date of this chapter, on January 1, 1985, and every 12 months
thereafter, each utility must file with the commission, for its review and approval, a cogeneration and
small power production tariff. The tariff for generating utilities must contain schedules A to G, except that
generating utilities with less than 500,000,000 kilowatt-hour sales in the calendar year preceding the filing
may substitute their retail rate schedules for schedules A and B. The tariff for nongenerating utilities must
contain schedules C, D, E, F, and H, and may, at the option of the utility, contain schedules A and B, using
data from the utility's wholesale supplier.

Statutory Authority: MS s 2164.05; 216B.08; 216B.164
History: 9 SR 993
Published Electronically: February 28, 2000

7835.0400 FILING OPTION.

If, after the initial filing, schedule C is the only change in the cogeneration and small power production
tariff to be filed in a subsequent year, the utility may notify the commission in writing, by the date the tariff is
due, that there is no other change in the tariff. This notification and new schedule C will serve as a substitute
for the refiling of the complete tariff in that year.

Statutory Authority: MS s 2164.05; 216B.08; 216B.164
History: 9 SR 993
Published Electronically: February 28, 2000
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7835.0500 SCHEDULE A.

Schedule A must contain the estimated system average incremental energy costs by seasonal peak and
off-peak periods for each of the next five years. For each seasonal period, system incremental energy costs
must be averaged during system daily peak hours, system daily off-peak hours, and all hours in the season.
The energy costs must be increased by a factor equal to 50 percent of the line losses shown in schedule
B. Schedule A must describe in detail the method used to determine the on-peak and off-peak hours and
seasonal periods and must show the resulting on-peak and off-peak and seasonal hours selected.

Statutory Authority: MS s 2164.05; 216B.08; 216B.164
History: 9 SR 993
Published Electronically: February 28, 2000

7835.0600 SCHEDULE B.
Subpart 1. Information required. Schedule B must contain the information listed in subparts 2 to 6.

Subp. 2. Planned utility generating facility additions. Schedule B must contain a description of
all planned utility generating facility additions anticipated during the next ten years, including:

A. name of unit;

B. nameplate rating;
C. fuel type;

D. in-service date;

E. completed cost in dollars per kilowatt in the year in which the plant is expected to be put in
service, including allowance for funds used during construction;

F. anticipated average annual fixed operating and maintenance costs in dollars per kilowatt;

G. energy costs associated with the unit, including fuel costs and variable operating and
maintenance costs;

H. projected average number of kilowatt-hours per year the plant will generate during its useful
life; and

I. average annual fuel savings resulting from the addition of this generating facility, stated in
dollars per kilowatt.

Subp. 3. Planned firm capacity purchases. Schedule B must contain a description of all planned
firm capacity purchases, other than from qualifying facilities, during the next ten years, including:

A. year of the purchase;

name of the seller;

C. number of kilowatts of capacity to be purchased;
D. capacity cost in dollars per kilowatt; and
E. associated energy cost in cents per kilowatt-hour.

Subp. 4. Percentage of line losses. Schedule B must contain the utility's overall average percentage
of line losses due to the distribution, transmission, and transformation of electric energy.
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Subp. 5. Net annual avoided capacity cost. Schedule B must contain the utility's net annual avoided
capacity cost stated in dollars per kilowatt-hour averaged over the on-peak hours and the utility's net annual
avoided capacity cost stated in dollars per kilowatt-hour averaged over all hours. These figures must be
calculated as follows in items A to I:

A. The completed cost per kilowatt of the utility's next major generating facility addition, as
reported in schedule B, must be multiplied by the utility's marginal capital carrying charge rate in the first
year of investment. If the utility is unable to determine this carrying charge rate as specified, the rate of 15
percent must be used.

B. The dollar amount resulting from the calculation set forth in item A must be discounted to
present value, as of the midpoint of the reporting year, from the in-service date of the generating unit. The
discount rate used must be the incremental cost of capital.

C. The figure for average annual fuel savings per kilowatt described in subpart 2, item I must
be discounted to present value using the procedure of item B.

D. The number resulting from the calculation in item C must be subtracted from the number
resulting from the calculation in item B. This is the net annual avoided capacity cost stated in dollars per
kilowatt at present value.

E. The net annual avoided capacity cost calculated in item D must be multiplied by 1.15 to
recognize a reserve margin.

F. The figure determined from the calculation of item E must be increased by the present value
of the anticipated average annual fixed operating and maintenance costs as reported in subpart 2, item F. The
present value must be determined using the procedure of item B.

G. The figure determined from the calculation of item F must be increased by one-half of the
percentage amount of the average system line losses as shown on schedule B.

H. The annual dollar per kilowatt figure, as calculated in accordance with item G, must be
divided by the annual number of hours in the on-peak period as specified in schedule A. The resulting figure
is the utility's net annual on-peak avoided capacity cost in dollars per kilowatt-hour.

I. The annual dollar per kilowatt figure resulting from the calculation specified in item G must
be divided by the total number of hours in the year. The resulting figure is the utility's net annual avoided
capacity cost in dollars per kilowatt-hour averaged over all hours.

Subp. 6. Net annual avoided capacity cost. [fthe utility has no planned generating facility additions
for the ensuing ten years, but has planned additional capacity purchases, other than from qualifying facilities,
during the ensuing ten years, schedule B must contain its net annual avoided capacity cost stated in dollars
per kilowatt-hour averaged over the on-peak hours and the utility's net annual avoided capacity costs stated
in dollars per kilowatt-hour averaged over all hours. These must be calculated as follows in items A and B:

A. The annual capacity purchase amount, in dollars per kilowatt, for the utility's next planned
capacity purchase, other than from a qualifying facility, must be discounted to present value as of the
midpoint of the reporting year, from the year of the planned capacity purchase. The discount rate used must
be the incremental cost of capital.

B. The net annual avoided capacity cost must be computed by applying the figure determined
in item A to the steps enumerated in subpart 5, items D to I, excluding item F.
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Subp. 7. Aveidable capacity costs. If the utility has neither planned generating facility additions nor
planned additional capacity purchases, other than from qualifying facilities, during the ensuing ten years,
the utility must be deemed to have no avoidable capacity costs.

Statutory Authority: MS s 2164.05; 216B.08; 216B.164
History: 9 SR 993
Published Electronically: February 28, 2000

7835.0650 SCHEDULE C.
Schedule C must contain the calculation of the average retail utility energy rates.
Statutory Authority: MSs 2164.05; 216B.08; 216B.164
History: 9 SR 993
Published Electronically: February 28, 2000

7835.0700 SCHEDULE D.

Schedule D must contain all standard contracts to be used with qualifying facilities, containing
applicable terms and conditions.

Statutory Authority: MS s 2164.05; 216B.08; 216B.164
History: 9 SR 993
Published Electronically: February 28, 2000

7835.0800 SCHEDULE E.

Schedule E must contain the utility's safety standards, required operating procedures for interconnected
operations, and the functions to be performed by any control and protective apparatus. These standards
and procedures must not be more restrictive than the interconnection guidelines listed in parts 7835.4800
to 7835.5800. The utility may include in schedule E suggested types of equipment to perform the specified
functions. No standard or procedure may be established to discourage cogeneration or small power
production.

Statutory Authority: MS s 2164.05; 216B.08; 216B.164
History: 9 SR 993
Published Electronically: February 28, 2000

7835.0900 SCHEDULE F.

Schedule F must contain procedures for notifying affected qualifying facilities of any periods of
time when the utility will not purchase electric energy or capacity because of extraordinary operational
circumstances which would make the costs of purchases during those periods greater than the costs of
internal generation.
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Statutory Authority: MS s 2164.05; 216B.08; 216B.164
History: 9 SR 993
Published Electronically: February 28, 2000

7835.1000 SCHEDULE G.

Schedule G must contain and describe all computations made by the utility in determining schedules
A and B.

Statutory Authority: MS s 2164.05; 216B.08; 216B.164
History: 9 SR 993
Published Electronically: February 28, 2000

7835.1100 SCHEDULE H; SPECIAL RULE FOR NONGENERATING UTILITIES.

Schedule H must list the rates at which a nongenerating utility purchases energy and capacity. If the
nongenerating utility has more than one wholesale supplier, schedule H must list the rates of that supplier
from which purchases may first be avoided. If the nongenerating utility with more than one wholesale
supplier also chooses to file schedules A and B, the data on schedules A and B must be obtained from that
supplier from which purchases may first be avoided.

Statutory Authority: MSs 2164.05; 216B.08; 216B.164
History: 9 SR 993
Published Electronically: February 28, 2000

7835.1200 AVAILABILITY OF FILINGS.

All filings required by parts 7835.0300 to 7835.1100 must be made with the commission and
maintained at the utility's general office and any other offices of the utility where rate case filings are kept.
These filings must be available for public inspection at the commission and at the utility offices during
normal business hours.

Statutory Authority: MSs 2164.05; 216B.08; 216B.164
History: 9 SR 993

Published Electronically: February 28, 2000

REPORTING REQUIREMENTS

7835.1300 GENERAL REPORTING REQUIREMENTS.

Each utility interconnected with a qualifying facility must provide the commission with the information
in parts 7835.1400 to 7835.1800 on or before November 1, 1984, and annually thereafter, and in such form
as the commission may require.
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Statutory Authority: MS s 2164.05; 216B.08; 216B.164
History: 9 SR 993
Published Electronically: February 28, 2000

7835.1400 NET ENERGY BILLED QUALIFYING FACILITIES.

For qualifying facilities under net energy billing, the utility must provide the commission with the
following information:

A. a summary of the total number of interconnected qualifying facilities, the type of
interconnected qualifying facilities by energy source, and the name plate ratings of such units;

B. for each qualifying facility type, the total kilowatt-hours delivered per month to the utility
by all net energy billed qualifying facilities;

C. for each qualifying facility type, the total kilowatt-hours delivered per month by the utility
to all net energy billed qualifying facilities; and

D. for each qualifying facility type, the total net energy delivered per month to the utility by
net energy billed qualifying facilities.

Statutory Authority: MSs 2164.05; 216B.08; 216B.164
History: 9 SR 993
Published Electronically: February 28, 2000

7835.1500 OTHER QUALIFYING FACILITIES.

For all qualifying facilities not under net energy billing, the utility must provide the commission with
the following information:

A. a summary of the total number of interconnected qualifying facilities, the type of
interconnected qualifying facilities, and the nameplate ratings of such units; and

B. for each qualifying facility type, the total kilowatt-hours delivered per month to the utility,
reported by on-peak and off-peak periods to the extent that data is available.

Statutory Authority: MS s 2164.05; 216B.08; 216B.164
History: 9 SR 993
Published Electronically: February 28, 2000

7835.1600 WHEELING.

The utility must provide a summary of all wheeling activities undertaken with respect to qualifying
facilities.

Statutory Authority: MS s 2164.05; 216B.08; 216B.164
History: 9 SR 993
Published Electronically: February 28, 2000
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7835.1700 MAJOR IMPACTS.

The utility may provide a statement of any major impacts that cogeneration or small power production
has had on the utility's system.

Statutory Authority: MSs 2164.05; 216B.08; 216B.164
History: 9 SR 993
Published Electronically: February 28, 2000

7835.1800 EFFECTIVENESS.

The utility may provide a statement of the effectiveness of Minnesota Statutes, section 216B.164 and
this chapter in encouraging cogeneration and small power production, as observed by the utility.

Statutory Authority: MSs 2164.05; 216B.08; 216B.164
History: 9 SR 993
Published Electronically: February 28, 2000

CONDITIONS OF SERVICE

7835.1900 REQUIREMENT TO PURCHASE.

The utility must purchase energy and capacity from any qualifying facility which offers to sell energy
to the utility and agrees to the conditions in this chapter.

Statutory Authority: MS s 2164.05; 216B.08; 216B.164
History: 9 SR 993
Published Electronically: February 28, 2000

7835.2000 WRITTEN CONTRACT.
A written contract must be executed between the qualifying facility and the utility.
Statutory Authority: MSs 2164.05; 216B.08; 216B.164
History: 9 SR 993
Published Electronically: February 28, 2000

7835.2100 COMPLIANCE WITH NATIONAL ELECTRICAL SAFETY CODE.

The interconnection between the qualifying facility and the utility must comply with the requirements
of the National Electrical Safety Code, 1981 edition, issued by the Institute of Electrical and Electronics
Engineers as American National Standards Institute Standard C2 (New York, 1980).

Statutory Authority: MS s 2164.05; 216B.08; 216B.164
History: 9 SR 993
Published Electronically: February 28, 2000
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7835.2200 RESPONSIBILITY FOR APPARATUS.

The qualifying facility, without cost to the utility, must furnish, install, operate, and maintain in good
order and repair any apparatus the qualifying facility needs in order to operate in accordance with schedule
E.

Statutory Authority: MS s 2164.05; 216B.08; 216B.164
History: 9 SR 993
Published Electronically: February 28, 2000

7835.2300 LIABILITY INSURANCE.

A utility or qualifying facility may require proof of coverage or the procurement of a reasonable amount
of liability insurance up to $300,000 as a condition of service.

Statutory Authority: MS s 2164.05; 216B.08; 216B.164
History: 9 SR 993
Published Electronically: February 28, 2000

7835.2400 LEGAL STATUS NOT AFFECTED.

Nothing in this chapter affects the responsibility, liability, or legal rights of any party under applicable
law or statutes. No party may require the execution of an indemnity clause or hold harmless clause in the
written contract as a condition of service.

Statutory Authority: MSs 2164.05; 216B.08; 216B.164
History: 9 SR 993
Published Electronically: February 28, 2000

7835.2500 PAYMENTS FOR INTERCONNECTION COSTS.

Payments for interconnection costs may be made at the time the costs are incurred, or be made
according to any schedule agreed upon by the qualifying facility and the utility.

Statutory Authority: MS s 2164.05; 216B.08; 216B.164
History: 9 SR 993
Published Electronically: February 28, 2000

7835.2600 TYPES OF POWER TO BE OFFERED.

The utility must offer maintenance, interruptible, supplementary, and backup power to the qualifying
facility upon request.

Statutory Authority: MS s 2164.05; 216B.08; 216B.164
History: 9 SR 993
Published Electronically: February 28, 2000
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7835.2700 METERING.

The utility must meter the qualifying facility to obtain the data necessary to fulfill its reporting
requirements to the commission as specified in parts 7835.1300 to 7835.1800. The qualifying facility must
pay for the requisite metering as an interconnection cost.

Statutory Authority: MS s 2164.05; 216B.08; 216B.164
History: 9 SR 993
Published Electronically: February 28, 2000

7835.2800 DISCONTINUING SALES DURING EMERGENCY.

The utility may discontinue sales to the qualifying facility during a system emergency, if the
discontinuance and recommencement of service is not discriminatory.

Statutory Authority: MS s 2164.05; 216B.08; 216B.164
History: 9 SR 993
Published Electronically: February 28, 2000

7835.2900 INTERCONNECTION PLAN.

The utility may require the qualifying facility to submit an interconnection plan not more than 30 days
prior to interconnection in order to facilitate interconnection arrangements. If such a plan is required, it must
include no more than:

A. technical specifications of equipment;

B. proposed date of interconnection; and

C. projection of net output or consumption by the qualifying facility when available.
Statutory Authority: MSs 2164.05; 216B.08; 216B.164
History: 9 SR 993
Published Electronically: February 28, 2000

RATES

7835.3000 RATES FOR SALES TO BE GOVERNED BY TARIFF.

Except as otherwise provided in part 7835.3100, rates for sales to a qualifying facility must be governed
by the applicable tariff for the class of electric utility customers to which the qualifying facility would belong
were it not a qualifying facility.

Statutory Authority: MS s 2164.05; 216B.08; 216B.164
History: 9 SR 993
Published Electronically: February 28, 2000
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7835.3100 PETITION FOR SPECIFIC SALES RATES.

Any qualifying facility or utility may petition the commission for establishment of specific rates for
supplementary, maintenance, backup, or interruptible power.

Statutory Authority: MSs 2164.05; 216B.08; 216B.164
History: 9 SR 993

Published Electronically: February 28, 2000

7835.3200 STANDARD RATES FOR PURCHASES IN GENERAL.

For qualifying facilities with capacity of 100 kilowatts or less, standard rates apply. Qualifying
facilities with capacity of more than 100 kilowatts may negotiate contracts with the utility or may be
compensated under standard rates if they make commitments to provide firm power. The utility must make
available three types of standard rates, described in parts 7835.3300, 7835.3400, and 7835.3500. The
qualifying facility with a capacity of 100 kilowatts or less must choose interconnection under one of these
rates, and must specify its choice in the written contract required in part 7835.2000. Any net credit to the
qualifying facility must, at its option, be credited to its account with the utility or returned by check within
15 days of the billing date. The option chosen must be specified in the written contract required in part
7835.2000. Qualifying facilities remain responsible for any monthly service charges and demand charges
specified in the tariff under which they consume electricity from the utility.

Statutory Authority: MS s 2164.05; 216B.08; 216B.164
History: 9 SR 993

Published Electronically: February 28, 2000

7835.3300 NET ENERGY BILLING RATE.

Subpart 1. Applicability. The net energy billing rate is available only to qualifying facilities with
capacity of less than 40 kilowatts which choose not to offer electric power for sale on either a time-of-day
basis or a simultaneous purchase and sale basis.

Subp. 2. Method of billing. The utility must bill the qualifying facility for the excess of energy
supplied by the utility above energy supplied by the qualifying facility during each billing period according
to the utility's applicable retail rate schedule.

Subp. 3. Additional calculations for billing. When the energy generated by the qualifying facility
exceeds that supplied by the utility during a billing period, the utility must compensate the qualifying facility
for the excess energy at the average retail utility energy rate.

Statutory Authority: MSs 2164.05; 216B.08; 216B.164
History: 9 SR 993

Published Electronically: February 28, 2000
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7835.3400 SIMULTANEOUS PURCHASE AND SALE BILLING RATE.

Subpart 1. Scope. The simultaneous purchase and sale rate is available only to qualifying facilities
with capacity of less than 40 kilowatts which choose not to offer electric power for sale on a time-of-day
basis.

Subp. 2. Method of billing. The qualifying facility must be billed for all energy and capacity it
consumes during a billing period according to the utility's applicable retail rate schedule.

Subp. 3. Compensation to qualifying facility. The utility must purchase all energy and capacity
which is made available to it by the qualifying facility. At the option of the qualifying facility, its entire
generation must be deemed to be made available to the utility. Compensation to the qualifying facility must
be the sum of items A and B.

A. The energy component must be the appropriate system average incremental energy costs
shown on schedule A; or if the generating utility has not filed schedule A, the energy component must be
the energy rate of the retail rate schedule, applicable to the qualifying facility, filed in lieu of schedules A
and B; or if the nongenerating utility has not filed schedule A, the energy component must be the energy
rate shown on schedule H.

B. Ifthe qualifying facility provides firm power to the utility, the capacity component must be
the utility's net annual avoided capacity cost per kilowatt-hour averaged over all hours shown on schedule
B; or if the generating utility has not filed schedule B, the capacity component must be the demand charge
per kilowatt, if any, of the retail rate schedule, applicable to the qualifying facility, filed in lieu of schedules
A and B, divided by the number of hours in the billing period; or if the nongenerating utility has not filed
schedule B, the capacity component must be the capacity cost per kilowatt shown on schedule H, divided
by the number of hours in the billing period. If the qualifying facility does not provide firm power to the
utility, no capacity component may be included in the compensation paid to the qualifying facility.

Statutory Authority: MS s 2164.05; 216B.08; 216B.164
History: 9 SR 993
Published Electronically: February 28, 2000

7835.3500 TIME-OF-DAY PURCHASE RATES.

Subpart 1. Applicability. Time-of-day rates are required for qualifying facilities with capacity of 40
kilowatts or more and less than or equal to 100 kilowatts, and they are optional for qualifying facilities with
capacity less than 40 kilowatts. Time-of-day rates are also optional for qualifying facilities with capacity
greater than 100 kilowatts if these qualifying facilities provide firm power.

Subp. 2. Method of billing. The qualifying facility must be billed for all energy and capacity it
consumes during each billing period according to the utility's applicable retail rate schedule. Any utility
rate-regulated by the commission may propose time-of-day retail rate tariffs which require qualifying
facilities that choose to sell power on a time-of-day basis to also purchase power on a time-of-day basis.

Subp. 3. Compensation to qualifying facility. The utility must purchase all energy and capacity
which is made available to it by the qualifying facility. Compensation to the qualifying facility must be the
sum of items A and B.

A. The energy component must be the appropriate on-peak and off-peak system incremental
costs shown on schedule A; or if the generating utility has not filed schedule A, the energy component must
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be the energy rate of the retail rate schedule, applicable to the qualifying facility, filed in lieu of schedules
A and B; or if the nongenerating utility has not filed schedule A, the energy component must be the energy
rate shown on schedule H.

B. Ifthe qualifying facility provides firm power to the utility, the capacity component must be
the utility's net annual avoided capacity cost per kilowatt-hour averaged over the on-peak hours as shown on
schedule B; or if the generating utility has not filed schedule B, the capacity component must be the demand
charge per kilowatt, if any, of the retail rate schedule, applicable to the qualifying facility, filed in lieu of
schedules A and B, divided by the number of on-peak hours in the billing period; or if the nongenerating
utility has not filed schedule B, the capacity component must be the capacity cost per kilowatt shown on
schedule H, divided by the number of on-peak hours in the billing period. The capacity component applies
only to deliveries during on-peak hours. If the qualifying facility does not provide firm power to the utility,
no capacity component may be included in the compensation paid to the qualifying facility.

Statutory Authority: MSs 2164.05; 216B.08; 216B.164
History: 9 SR 993
Published Electronically: February 28, 2000

7835.3600 CONTRACTS NEGOTIATED BY CUSTOMER.

Except as provided in part 7835.3900, a qualifying facility with capacity greater than 100 kilowatts
must negotiate a contract with the utility setting the applicable rates for payments to the customer of avoided
capacity and energy costs.

Statutory Authority: MS s 2164.05; 216B.08; 216B.164
History: 9 SR 993
Published Electronically: February 28, 2000

7835.3700 AMOUNT OF CAPACITY PAYMENTS; CONSIDERATIONS.

The qualifying facility which negotiates a contract under part 7835.3600 must be entitled to the
full avoided capacity costs of the utility. The amount of capacity payments must be determined through
consideration of:

A. the capacity factor of the qualifying facility;
B. the cost of the utility's avoidable capacity;

C. the length of the contract term;

D. reasonable scheduling of maintenance;

E. the willingness and ability of the qualifying facility to provide firm power during system
emergencies;

F. the willingness and ability of the qualifying facility to allow the utility to dispatch its
generated energy;

G. the willingness and ability of the qualifying facility to provide firm capacity during system
peaks;

H. the sanctions for noncompliance with any contract term; and
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I. the smaller capacity increments and the shorter lead times available when capacity is added
from qualifying facilities.

Statutory Authority: MS s 2164.05; 216B.08; 216B.164
History: 9 SR 993
Published Electronically: February 28, 2000

7835.3800 FULL AVOIDED ENERGY COSTS.

The qualifying facility which negotiates a contract under part 7835.3600 must be entitled to the full
avoided energy costs of the utility. The costs must be adjusted as appropriate to reflect line losses.

Statutory Authority: MS s 2164.05; 216B.08; 216B.164
History: 9 SR 993
Published Electronically: February 28, 2000

7835.3900 QUALIFYING FACILITIES OF GREATER THAN 100 KILOWATTS.

Nothing in parts 7835.3600 to 7835.3800 prevents a utility from connecting qualifying facilities of
greater than 100 kilowatts under its standard rates.

Statutory Authority: MS s 2164.05; 216B.08; 216B.164
History: 9 SR 993
Published Electronically: February 28, 2000

7835.4000 UTILITY TREATMENT OF COSTS.

All purchases from qualifying facilities with capacity of 100 kilowatts or less, and purchases of energy
from qualifying facilities with capacity of over 100 kilowatts must be considered an energy cost in calculating
an electric utility's fuel adjustment clause.

Statutory Authority: MS s 2164.05; 216B.08; 216B.164
History: 9 SR 993
Published Electronically: February 28, 2000

WHEELING AND EXCHANGE AGREEMENTS

7835.4100 WHEN REQUIRED.

For all qualifying facilities with capacity of 30 kilowatts or greater, the utility, at the qualifying facility's
request or with its consent, must provide wheeling or exchange agreements whenever practicable to sell the
qualifying facility's output to any other Minnesota utility that anticipates or plans generation expansion in
the ensuing ten years. Parts 7835.4200 to 7835.4400 apply unless the qualifying facility and the utility to
which it is interconnected agree otherwise.
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Statutory Authority: MSs 2164.05; 216B.08; 216B.164
History: 9 SR 993
Published Electronically: February 28, 2000

7835.4200 INTERUTILITY PAYMENT; WHEELING.

The utility to which the qualifying facility is interconnected must pay any reasonable wheeling charges
from other utilities arising from the sale of the qualifying facility's output.

Statutory Authority: MS s 2164.05; 216B.08; 216B.164
History: 9 SR 993
Published Electronically: February 28, 2000

7835.4300 INTERUTILITY PAYMENT; ENERGY AND CAPACITY.

Within 30 days of receipt, the utility ultimately receiving the qualifying facility's output must pay its
resulting full avoided capacity and energy costs by remittance to the utility with which the qualifying facility
is interconnected.

Statutory Authority: MS s 2164.05; 216B.08; 216B.164
History: 9 SR 993
Published Electronically: February 28, 2000

7835.4400 PAYMENT TO QUALIFYING FACILITY.

Within 15 days of receiving payment under part 7835.4300, the utility with which the qualifying facility
is interconnected must send the qualifying facility the payment it has received less the total charges it has
incurred under part 7835.4200 and its own reasonable wheeling costs.

Statutory Authority: MS s 216A4.05; 216B.08; 216B.164
History: 9 SR 993
Published Electronically: February 28, 2000

DISPUTES

7835.4500 COMMISSION DETERMINATION.

In case of a dispute between a utility and a qualifying facility or an impasse in the negotiations between
them, either party may request the commission to determine the issue. When the commission makes the
determination, the burden of proof must be on the utility.

Statutory Authority: MS s 2164.05; 216B.08; 216B.164
History: 9 SR 993
Published Electronically: February 28, 2000
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19 COGENERATION AND SMALL POWER PRODUCTION 7835.4700

7835.4550 FEES AND COSTS.

In the order resolving the dispute, the commission shall require the prevailing party's reasonable costs,
disbursements, and attorney's fees to be paid by the party against whom the issue or issues were adversely
decided, except that a qualifying facility will be required to pay the costs, disbursements, and attorney's fees
of the utility only if the commission finds that the claims of the qualifying facility have been made in bad
faith or are a sham or frivolous.

Statutory Authority: MS s 2164.05; 216B.08; 216B.164
History: 9 SR 993
Published Electronically: February 28, 2000

NOTIFICATION TO CUSTOMERS

7835.4600 CONTENTS OF WRITTEN NOTICE.

Within 60 days following each annual filing required by parts 7835.0300 to 7835.1200, every utility
must furnish written notice to each of its customers that the utility is obligated to interconnect with and
purchase electricity from cogenerators and small power producers; that the utility is obligated to provide
information to all interested persons free of charge upon request; and that any disputes over interconnection,
sales, and purchases are subject to resolution by the commission upon complaint.

The notice must be in language and form approved by the commission.
Statutory Authority: MS s 2164.05; 216B.08; 216B.164

History: 9 SR 993

Published Electronically: February 28, 2000

7835.4700 AVAILABILITY OF INFORMATION.

Each utility must publish information that must be available to all interested persons free of charge
upon request. Such information must include at least the following:

A. a statement of rates, terms, and conditions of interconnections;
B. a statement of technical requirements;

C. asample contract containing the applicable terms and conditions;
D. pertinent rate schedules;

E. the title, address, and telephone number of the department of the utility to which inquiries
should be directed; and

F. the statement: "The Minnesota Public Utilities Commission is available to resolve disputes
upon written request,” and the address and telephone number of the commission.

Statutory Authority: MSs 2164.05; 216B.08; 216B.164
History: 9 SR 993
Published Electronically: February 28, 2000
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INTERCONNECTION GUIDELINES

7835.4800 DENIAL OF INTERCONNECTION APPLICATION.

Except as hereinafter provided, a utility must interconnect with a qualifying facility that offers to make
energy or capacity available to the utility. The utility may refuse to interconnect a qualifying facility with
its power system until the qualifying facility has properly applied under part 7835.2900 and has received
approval from the utility. The utility must withhold approval only for failure to comply with applicable
utility rules not prohibited by this chapter or governmental rules or laws. The utility must be permitted to
include in its contract reasonable technical connection and operating specifications for the qualifying facility.

Statutory Authority: MS s 2164.05; 216B.08; 216B.164
History: 9 SR 993

Published Electronically: February 28, 2000

7835.4900 NOTICE TO TELEPHONE, CABLE TV COMPANIES.

The electric utility must notify the appropriate telephone utility and cable television firm when a
qualifying facility is to be interconnected with its system. This notification must be as early as practicable
to permit coordinated analysis and testing before interconnection, if considered necessary.

Statutory Authority: MS s 2164.05; 216B.08; 216B.164
History: 9 SR 993
Published Electronically: February 28, 2000

7835.5000 SEPARATE DISTRIBUTION TRANSFORMER.

The utility may require a separate distribution transformer for the qualifying facility if necessary either
to protect the safety of employees or the public or to keep service to other customers within prescribed limits.

Statutory Authority: MS s 2164.05; 216B.08; 216B.164
History: 9 SR 993
Published Electronically: February 28, 2000

7835.5100 LIMITING CAPACITY OF SINGLE-PHASE GENERATORS.

If necessary, to avoid the likelihood that a qualifying facility will cause problems with the service of
other customers, the utility may limit the capacity and operating characteristics of single-phase generators
in a way consistent with the utility limitations for single-phase motors.

Statutory Authority: MS s 2164.05; 216B.08; 216B.164
History: 9 SR 993

Published Electronically: February 28, 2000
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21 COGENERATION AND SMALL POWER PRODUCTION 7835.5600

7835.5200 ISOLATION OF GENERATOR.

Each qualifying facility must have a lockable, manual disconnect switch capable of isolating the
generator from the utility's system readily accessible to the utility.

Statutory Authority: MS s 2164.05; 216B.08; 216B.164
History: 9 SR 993
Published Electronically: February 28, 2000

7835.5300 DISCONTINUING PARALLEL OPERATION.

The utility may require that the qualifying facility discontinue parallel generation operation when
necessary for system safety.

Statutory Authority: MS s 2164.05; 216B.08; 216B.164
History: 9 SR 993
Published Electronically: February 28, 2000

7835.5400 PERMITTING ENTRY.

If the particular configuration of the qualifying facility precludes disconnection or testing from the
utility side of the interconnection, the qualifying facility must make equipment available and permit electric
and communication utility personnel to enter the property at reasonable times to test isolation and protective
equipment, to evaluate the quality of power delivered to the utility's system, and to test to determine whether
the qualifying facility's generating system is the source of any electric service or communication systems
problems. The utility remains responsible for its personnel.

Statutory Authority: MSs 2164.05; 216B.08; 216B.164
History: 9 SR 993
Published Electronically: February 28, 2000

7835.5500 MAINTAINING POWER OUTPUT.

The power output of the qualifying facility must be maintained so that frequency and voltage are
compatible with normal utility service and do not cause that service to fall outside the prescribed limits of
commission rules and other standard limitations.

Statutory Authority: MS s 2164.05; 216B.08; 216B.164
History: 9 SR 993
Published Electronically: February 28, 2000

7835.5600 VARYING VOLTAGE LEVELS.

The qualifying facility must be operated so that variations from acceptable voltage levels and other
service-impairing disturbances do not adversely affect the service or equipment of other customers, and so
that the facility does not produce levels of harmonics which exceed the prescribed limits of commission
rules or other levels customarily accepted.
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Statutory Authority: MS s 2164.05; 216B.08; 216B.164
History: 9 SR 993
Published Electronically: February 28, 2000

7835.5700 SAFETY.

The qualifying facility must be responsible for providing protection for the installed equipment and
must adhere to all applicable national, state, and local codes.

Statutory Authority: MS s 2164.05; 216B.08; 216B.164
History: 9 SR 993
Published Electronically: February 28, 2000

7835.5800 RIGHT OF APPEAL FOR EXCESSIVE TECHNICAL REQUIREMENTS.

The qualifying facility has the right of appeal to the commission when it considers individual technical
requirements excessive.

Statutory Authority: MSs 2164.05; 216B.08; 216B.164
History: 9 SR 993
Published Electronically: February 28, 2000

7835.5900 EXISTING CONTRACTS.

Any interconnection contracts executed between a utility and a qualifying facility with installed
capacity of less than 40 kilowatts before November 13, 1984, may be canceled and replaced with the
uniform statewide contract at the option of either party by either party giving the other written notice. The
notice is effective upon the shortest period permitted under the existing contract for termination, but not
less than ten nor more than 30 days.

Statutory Authority: MS s 2164.05; 216B.08; 216B.164
History: 9 SR 993
Published Electronically: February 28, 2000

7835.6000 CONTRACT LANGUAGE FLEXIBILITY.

Electric utilities organized as cooperatives may substitute "Cooperative" wherever "Utility" appears in
the uniform statewide contract in part 7835.9910.

Statutory Authority: MS s 2164.05; 216B.08; 216B.164
History: 9 SR 993
Published Electronically: February 28, 2000
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23 COGENERATION AND SMALL POWER PRODUCTION 7835.9910

7835.6100 UNIFORM STATEWIDE CONTRACT.

The form of the uniform statewide contract for use between a utility and a qualifying facility having
less than 40 kilowatts of capacity must be as shown in part 7835.9910.

Statutory Authority: MS s 2164.05; 216B.08; 216B.164
History: 9 SR 993
Published Electronically: February 28, 2000

7835.9910 UNIFORM STATEWIDE CONTRACT; FORM.

The form for the uniform statewide contract for use between a utility and cogeneration and small power
production facilities having less than 40 kilowatts of capacity is as follows:

UNIFORM STATEWIDE CONTRACT FOR COGENERATION AND SMALL POWER PRODUCTION
FACILITIES

THIS CONTRACT 1S entered into , , by
(hereafter called "Utility") and
(hereafter
called "QF").
RECITALS
The QF has installed electric generating facilities, consisting

of

(Description of facilities), rated at less than 40 kilowatts of

electricity, on property located at

The QF is prepared to generate electricity in parallel with the Utility.

The QF's electric generating facilities meet the requirements of the Minnesota Public Utilities
Commission (hereafter called "Commission") rules on Cogeneration and Small Power Production and any
technical standards for interconnection the Utility has established that are authorized by those rules.

The Utility is obligated under federal and Minnesota law to interconnect with the QF and to purchase
electricity offered for sale by the QF.

A contract between the QF and the Utility is required by the Commission's rules.
AGREEMENTS
The QF and the Utility agree:

1. The Utility will sell electricity to the QF under the rate schedule in force for the class of customer
to which the QF belongs.

2. The Utility will buy electricity from the QF under the current rate schedule filed with the
Commission. The QF has elected the rate schedule category hereinafter indicated (select one):

a. Net energy billing rate under part 7835.3300.
b. Simultaneous purchase and sale billing rate under part 7835.3400.
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c. Time-of-day purchase rates under part 7835.3500.
A copy of the presently filed rate schedule is attached to this contract.

3. The rates for sales and purchases of electricity may change over the time this contract is in force,
due to actions of the Utility or of the Commission, and the QF and the Utility agree that sales and purchases
will be made under the rates in effect each month during the time this contract is in force.

4. The Utility will compute the charges and payments for purchases and sales for each billing period.
Any net credit to the QF will be made under one of the following options as chosen by the QF:

1. Credit to the QF's account with the Utility.
2. Paid by check to the QF within 15 days of the billing date.

5. The QF must operate its electric generating facilities within any rules, regulations, and policies
adopted by the Utility not prohibited by the Commission's rules on Cogeneration and Small Power
Production which provide reasonable technical connection and operating specifications for the QF. This
agreement does not waive the QF's right to bring a dispute before the Commission as authorized by
Minnesota Rules, parts 7835.4800, 7835.5800, and 7835.4500, and any other provision of the Commission's
rules on Cogeneration and Small Power Production authorizing Commission resolution of a dispute.

6. The Utility's rules, regulations, and policies must conform to the Commission's rules on
Cogeneration and Small Power Production.

7. The QF will operate its electric generating facilities so that they conform to the national, state, and
local electric and safety codes, and will be responsible for the costs of conformance.

8. The QF is responsible for the actual, reasonable costs of interconnection
which are estimated to be § . The QF will pay the Utility in this
way:

9. The QF will give the Utility reasonable access to its property and electric generating facilities if
the configuration of those facilities does not permit disconnection or testing from the Utility's side of the
interconnection. If the Utility enters the QF's property, the Utility will remain responsible for its personnel.

10. The Utility may stop providing electricity to the QF during a system emergency. The Utility will
not discriminate against the QF when it stops providing electricity or when it resumes providing electricity.

11. The Utility may stop purchasing electricity from the QF when necessary for the Utility
to construct, install, maintain, repair, replace, remove, investigate, or inspect any equipment or
facilities within its electric system. The Utility will notify the QF before it stops purchasing
electricity in this way:

12. The QF will keep in force liability insurance against personal or property damage due to the
installation, interconnection, and operation of its electric generating facilities. The amount of insurance
coverage will be $ (The utility may not require an amount greater than $300,000).

13. This contract becomes effective as soon as it is signed by the QF and the Utility. This contract
will remain in force until either the QF or the Utility gives written notice to the other that the contract is
canceled. This contract will be canceled 30 days after notice is given.
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25 COGENERATION AND SMALL POWER PRODUCTION 7835.9910

14. This contract contains all the agreements made between the QF and the Utility except that this
contract shall at all times be subject to all rules and orders issued by the Public Utilities Commission or other
government agency having jurisdiction over the subject matter of this contract. The QF and the Utility are
not responsible for any agreements other than those stated in this contract.

THE QF AND THE UTILITY HAVE READ THIS CONTRACT AND AGREE TO BE BOUND
BY ITS TERMS. AS EVIDENCE OF THEIR AGREEMENT, THEY HAVE EACH SIGNED THIS
CONTRACT BELOW ON THE DATE WRITTEN AT THE BEGINNING OF THIS CONTRACT.

QF
By:

UTILITY
By:

(Title)
Statutory Authority: MSs 2164.05; 216B.08; 216B.164
History: 9 SR 993; L 1998 ¢ 254 art 1 5 107
Published Electronically: February 28, 2000
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LAWS of MINNESOTA, 2015 First Special Session
Chapter 1, article 3, section 21

Sec. 21. Minnesota Statutes 2014, section 216B.164, subdivision 3, is amended to read:

Subd. 3. Purchases; small facilities. (a) This paragraph applies to cooperative electric
associations and municipal utilities. For a qualifying facility having less than 40-kilowatt
capacity, the customer shall be billed for the net energy supplied by the utility according to the
applicable rate schedule for sales to that class of customer. A cooperative electric association or
municipal utility may charge an additional fee to recover the fixed costs not already paid for by
the customer through the customer's existing billing arrangement. Any additional charge by the
utility must be reasonable and appropriate for that class of customer based on the most recent
cost of service study. The cost of service study must be made available for review by a customer
of the utility upon request. In the case of net input into the utility system by a qualifying facility
having less than 40-kilowatt capacity, compensation to the customer shall be at a per kilowatt-
hour rate determined under paragraph (c}-e¥, (d), or (f).

(b) This paragraph applies to public utilities. For a qualifying facility having less than 1,000-
kilowattcapacity, the customer shall be billed for the net energy supplied by the utility according
to the applicable rate schedule for sales to that class of customer. In the case of net input into the
utility system by a qualifying facility having: (1) more than 40-kilowatt but less than 1,000-
kilowatt capacity, compensation to the customer shall be at a per kilowatt-hour rate determined
under paragraph (c); or (2) less than 40-kilowattcapacity, compensation to the customer shall be
at a per-kilowatt rate determined under paragraph (c) or (d).

(c) In setting rates, the commission shall consider the fixed distribution costs to the utility not
otherwise accounted for in the basic monthly charge and shall ensure that the costs charged to the
qualifying facility are not discriminatory in relation to the costs charged to other customers of the
utility. The commission shall set the rates for net input into the utility system based on avoided
costs as defined in the Code of Federal Regulations, title 18, section 292.101, paragraph (b)(6),
the factors listed in Code of Federal Regulations, title 18, section 292.304, and all other relevant
factors.

(d) Notwithstanding any provision in this chapter to the contrary, a qualifying facility having
less than40-kilowatt capacity may elect that the compensation for net input by the qualifying
facility into the utility system shall be at the average retail utility energy rate. "Average retail
utility energy rate™ is defined as the average of the retail energy rates, exclusive of special rates
based on income, age, or energy conservation, according to the applicable rate schedule of the
utility for sales to that class of customer.

(e) If the qualifying facility or net metered facility is interconnected with a nongenerating
utility which has a sole source contract with a municipal power agency or a generation and
transmission utility, the non-generating utility may elect to treat its purchase of any net input
under this subdivision as being made on behalf of its supplier and shall be reimbursed by its
supplier for any additional costs incurred in making the purchase. Qualifying facilities or net



metered facilities having less than 1,000-kilowatt capacity if inter-connected to a public utility,
or less than 40-kilowatt capacity if interconnected to a cooperative electric association or
municipal utility may, at the customer's option, elect to be governed by the provisions of
subdivision 4.

(f) A customer with a qualifying facility or net metered facility having a capacity below 40
Kilowatts that is interconnected to a cooperative electric association or a municipal utility may
elect to be compensated for the customer's net input into the utility system in the form of a
Kilowatt-hour credit on the customer's energy bill carried forward and applied to subsequent
energy bills. Any kilowatt-hour credits carried forward by the customer cancel at the end of the
calendar year with no additional compensation.

EFFECTIVE DATE. This section is effective July 1, 2015, and applies to customers
installing net metered systems after that day.
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Terry Hoffman Chairman
Leo G. Adams Commissioner
Roger L. Hanson Commissioner
Juanita R, Satterlee Commissioner
Litlian Warren-Lazenberry Commissioner
In the Matter of the Proposed ORDER ADOPTING RULES
Adoption of Rules of the
Minnesota Public Utilities DOCKET NO. E-999 / R-80-560

Commissian Governing Cogen-
eration and Small Power
Production.

PROCEDURAL HISTORY

On March 16, 1982, the Minnesota Public Utilities Commission (the
Commission) initiated the public hearing portion of the administrative
rulemaking process for the adoption of rules governing cogeneration and smal]l

Power production by filing with the Chief Hearing Examiner the following
documents:

a copy of the proposed rules (referred to throughout this Order as
“the rules as initially proposed");
the Order for Hearing;
the Notice of Hearing; )
a Statement of the number of Persons expected to attend the public
hearings and the estimated length of the Commission's presentation.

The Notice of Hearing and the proposed rules were published in the
~State Register on March 29, 1982, at 6 S.R. 1637,

A Revised Notice of Hearing was published on July 26, 1982, at 7 S.R.
114.

On July 30, 1982, the Commission mailed the Revised Notice of Hearing
to all persons and associations who had registered their names with the
Commission for the purpose of receiving such notice.

On August 12, 1982, the Commission filed the following documents with
Hearing Examiner Bruce Campbel1;

the Notice and Order for Hearing as mailed;

tne Commission's certification that the mailing 1ists were accurate
and complete;

an Affidavit of Mailing of the Hearing Notice to all persons
registered with the Commission for the purpose of receiving such notice;

. a Statement of Additional Notice as provided for in M.S. § 15,0412,

subd, 4;

the Commission's Statement of Need and Reasonableness;

copies of all materials received by the Commission in response to the
solicitations of outside comments made on May 5, 1980, August 11, 1980,
September 29, 1980, and July 20, 1981;

the names of the Commission Staff members who would represent the
Commission at the hearings, as well as any other witnesses solicited by the
Commission to appear on its behalf; and

a copy of the State Register containing the proposed rules.

All materials were available for public inspection at the Office of
Aaministrative Hearings and at the Commission's offices for at least 30 days
prior to tne first day of hearings.

Examiner Campbell conducted hearings on the following days at the
following cities:

September 7, 1982 - St. Paul

September 8, 1982 - Mankato and Rochester

September 13, 1982 - St, Cloud and Duluth

September 14, 1982 - Grand Rapids and International Falls
Septemper 15, 1982 - Crookston

September 16, 1382 - Fergus Falls

Septemter 17, 1982 - Pipestone




Three-hundred-eleven people signed the hearing registers at the
various hearings, One-hundred-thirty-four public witnesses appeared and spoke
at the hearings. Tnhe Commission was represented by Stuart Mitchell, Paul
Schweizer, and Howard Swanson, all members of its Staff, and by Karl Sonneman,
Special Assistant Attorney General. HNo witnesses outside the agency were
solicited by the Commission to appear on its behalf. The Commision submitted
written exhibits numbered Agency Exhibits A through J by the Examiner.
One-hundred-nineteen timely filed written exhibits were received from mempers
of the public,

Examiner Campbell extended the period during which the record
remained open for 20 calendar days after the date of the final hearing, The
Commission submitted revised proposed rules (referred to throughout this Order
as “the rules as finally proposed") and Comments to the Examiner on October 7,
1982, and the Examiner closed the record on that date,

The Chief Hearing Examiner extended the time for filing of the
Examiner's Report, and Examiner Campbell submitted his Report to the Chief
Hearing Examiner on December 30, 1982.

Chief Hearing Examiner Duane Harves issued his Report approving
Examiner Campbell's Report in all respects, and specifically as to any finding
of substantial change or of failure to comply with M.S, § 15.0412, subd. 4-4f,
or of failure to establish the need for or reasonableness of the proposed
rules, on January 3, 1983,

The Commission has waited at least five working days following the
issuance of the Hearing Examiner's and Chief Hearing Examiner's Reports before
taking any final action on the proposed rules, and has made copies of those
Reports available to all interested persons upon request.

Now, upon review of all the records herein, and after considered
deliberation thereupon, the Commission makes the following Findings,
Conclusions, and Order.

FINDINGS OF FACT AND CONCLUSIONS OF LAW
1. PROCEDURAL REQUIREMENTS OF LAW. )

The Commission finds that it has wholly and adequately complied with
the procedural requirements of the Minnesota Administrative Procedure Act
relating to the adoption of controversial administrative rules, M.S. §
14.13-14.20, and concludes that it may now act to adopt the proposed rules.

II. ADOPTED RULES.
4 MCAR § 3.0450. Scope and purpose.

In the Statement of MNeed and Reasonableness (the Statement) the
Commission discussed the need for and reasonableness of this section as
follows:

In the 198! session, the Minnesota Legislature added a new section to
the Public Utilities Act. That section, codified as M.S. § 2168.164,
establisned a statutory framework for the development of cogeneration
and small power production in Minnesota. M.S. § 2168.164 sets forth
certain specific standards for utility purchases of the output of
cogeneration and small power production facilities (subd. 3}, for
wheeling of that power among small power production facilities (subd.
3), for wheeling of that power among utilities {subd. 4), for
resolution of disputes {subd. 5), for reports to the Legislature
(subd. 7), and for the treatment of certain costs {subd. 8). In
addition, M.S, § 2168.164, subd. 6 states, "the [Public Utilities]
Commission shall promulgate rules to implement the provisions of this
section." These proposed rules are designed to comply with the
directive of M.S. § 2168.164, subd. 6.

The Commission has general rulemaking authority under M.S. § 216A.05,
subd. 1, In addition, the Commission is empowered to regulate public
utilities generally under .S, § 2168.08. That regulation extends to
setting reasonable rates (M,S. §§ 2168.03 and 216B.16), ensuring that
utilities provide sare, agequate, efficient, and reasonable service




(M.S. § 216B.04), prohibiting unreasonable preferences, advanta es,
prejudices, or disadvantages through utility rates or services (M.S.
§ 216B.07), and fixing just and reasonable standards, regulations,
and practices for public utilities (M.S. § 2168.09). In addition,
the Commission has been granted investigatory (M.S. § 2168.14) and
complaint authority (M.S. § 216B.17).

As part of the National Energy Act of 1978, the United States
Congress passed the Public Utility Regulatory Policies Act (PURPA),
Pub. L. 95-617, A portion of PURPA, codified as 16 U.S.C, § 843a-3,
amends the Federal Power Act and governs cogeneration and small power
production. 16 USC § 843a-3(a) requires the Federal Energy
Reguiatory Commission (FERC) to promulgate rules as necessary to
encourage cogeneration and small power production, which rules are to
vequire electric utilities to offer to sell electric energy to and
purchase electric energy from cogeneration and small power production
facilities. 16 USC § 824a-3(f) requires state regulatory authorities
(including the Commission} to implement the cogeneration and small :
power production rules which the FERC promuigates under PURPA,

The FERC subsequently put rules into place which implemented the
cogeneration provisions of PURPA. 18 CFR § 292.401 requires state
regulatory authorities, not later than one year after the FERC rules
take effect, to commence implementation of 18 CFR §§ 292.301 and
292,303-.308. The FERC indicated that the state implementation could
be by the issuance of regulations, by resolution of disputes between
utilities and qualifying facilities, or by any other action
reasonably designed to implement the FERC.

The proposed rules are thus generally necessary to comply with the
airection of M.S. § 2188, 164, subd. 6, as well as to fulfill the
Commission's obligations under Federal law and FERC regulations. As
will be discussed hereinafter, the provisions of the proposed rules
are reasonable to carry out the intent of the state and federal
legislation and regulations.

M.5. § 2168.164, subd. 1, states, "This section shall at all times be
construed in accordance with its intent to give the maximum possible
encouragement to cogeneration and small power production consistent
with protection of the ratepayers and the public.” The Commission
has adopted the identical standard as the general intent of tne
proposed rules. The Commission believes it is necessary to be
consistent with state law, and is reasonable to adopt the clear and
unambiguous statutory language.

The Commission considers the inclusion of a Scope and Purpose section
to be of importance. It is recognized that the proposed rules are
complex. This section is intended to act as an introductory section
to assist the reader in determining the origin, the general purposes
and intent of the rules, as well as their overall effect,

The Commission further discussed the statutorj restatement in its
October 7 Comments to the Examiner (the Comments) as follows:

The scope and purpose section of the proposed rules contains, in its
last sentence, a restatement of a portion of M.S. § 2168.164, subd.
1, * . . . intent to give the maximum possible encouragement to
cogeneration and small power production consistent with protection of
the ratepayers and the public."

M.5. § 15.0412, subd. 1, states “MNo agency shall adopt a rule which
duplicates language contained in Minnesota Statutes unless the
hearing examiner . . . determines that duplication of the language is
crucial to the ability of a person affected by the rule to compreheng
its meaning and effect, When presented with a rule for certification
pursuant to subdivision 2a, the revisor of statutes should indicate
in the certification that the rule duplicates statutory language."

In a Yetter dated March 15, 1982, the revisor approved the proposed
rules for publication in the State Register. The form upon which the
revisor indicated approval as to the form of the rules contained a
space for notation of any statutory lanquage duplication, fone was
noted. The Commission concludes that the revisor does not consider
the restatement of 22 words found in Minnesota Statutes to be a
duplication of statutory language within the meaning of M.S5. §
15,0412, subd. 1.




Even if the restatement is a duplication, the Commission recommends
that the Examiner find that the duplication is necessary., The
Legislature has stated the public policy of the state in regard to
cogeneration, but it is unlikely that many persons affected by the
Proposed rules will read H.S. § 2168.164. To clearly explain the
intent of the rules, a corresponding statement of the overal policy
of]encouragement and protection is crucial to an understanding of the
rules,

The Hearing Examiner found that the inclusion of a scope and purpose
section in_the proposed rules is both necessary and reasonable, and further
found that the duplication of the statutory language is critical to the
ability of a person affected by the rule to comprehend its 'meaning and effect.

The Commission has made only a technical change to the text of this
section as finally proposed, which is to alter the internal references to rule
numbers to recognize the deletion of 4 MCAR § 3.0463,

The Commission adopts the findings of the Examiner, and concludes
that the need for and reasonableness of this section has been adequately
demons trated,

4 MCAR § 3.0451 Definitions, °
A.  Applicability,

This subsection has no substantive effect,
B. Average annual fuel savings.

In the Statement, the Commission discussed the need for and
reasonableness of this definition as follows:

This term is defined S0 it may be used in the calculation of avoided
costs. It is applicable to a utility which intends to build new
generating capacity. .

One reason for building new capacity is to reduce system fuel costs,
This can happen, for example, when 3 baseload unit replaces a peaking
unit or purchased power in providing large amounts of electric
energy. It can also happen when a new, efficient unit replaces an
old, inefficient unit. The definition reasonably calls for a
comparison of the system fuel costs to meet the expected annual load
with and without the planned new unit. The difference is the average
annual fuel savings,

The Hearing Examiner reported that this definition received no
comments at the hearings or in the exhibits. He found it was adequately
Supported by the Statement as to need and reasonableness.

The Commission adopts the Examiner's findings, and concludes that the
need for and reasonableness of this definition have been adequately
demonstrated by the Statement.

C. Backup power,

The Commission's discussion of this definition in tne Statement was
as follows:

This definition and the definitions for Interruptible power,
Maintenance power and Standby power, are necessary because they are
used in the rule to indicate which types of power are to be cffered
by the utility. The definitions are reasonable because they are
Consistent with standard industry usage of the terms. Furthermore,
the four definitions correspond with the four classifications of
power to be sold to qualifying facilities as established by the
FERC. The rule appropriately distinguishes each type of power from
the others. This is necessary because the cost of providing one type
may differ from the cost of providing another., For example, a
utility supplying Interruptible bower may curtail sales to the
qualifying facility at the time of system peak, and in so doing may




conserve capacity and reduce capacity costs. In contrast, a utility
supplying Backup power must allow for the possibility that the
qualifying facility will suddenly begin to take power at the time of
system peak, and it must incur some of the cost consequences of this
contingency even if no power is actually drawn, It may be possible
for a qualifying facility to arrange scheduled maintenance to
coincide with a time when the utility has excess reserves; if so, the
cost of providing it as Maintenance power (and its price to the
qualifying facility) may be low, Likewise, Supplementary power,
which is routinely provided to the qualifying facility, carries itg
own distinct cost consequences. The cost differences, therefore,
make it necessary to establish these classifications and demonstrate
their reasonableness.

The definition of each type of power is reasonable in that it is
consistent in meaning and application with the FERC rules., Such
consistency will tend to avoid confusion and ambiguity, It will also
promote harmony between the State and Federal rules thus alleviating
the burdens of interpreting conflicting or inconsistent provisions by
interested persons. By reducing confusion and ambiguity, a more
favorable climate is established for encouraging cogeneration and
small power production.

The Examiner reported that there were no comments on this definition,
apart from the Commission's, on the record. He found it was adequately
supported by tne Statement as to need and reasonableness,

The Commission adopts the Examiner's findings, and concludes that the
need for and reasonableness of this definition have been adequately
demonstrated by the Statement.

0. Capacity.

The Commission discussed the need for and reasonableness of this
definition in the Statement as follows:

Capacity is one of two elements (the other is energy) which together
make up electric service. It is necessary to define capacity because
qualifying facilities may enable a utility to.avoig acquiring
capacity of its own. |[f they do, they are eligible for

compensation, The definition is reasonable in that it is consistent
with general use of the term in the electric utility industry.

The Examiner found no comments on the definition, either at the
hearings or in the exhibits, and he found the need for ang reasonableness of
the rule were adequately supported by the Statement. .

The Commission adopts the Examiner's findings, and concludes that the
need for and reasonableness of this definition have peen adequately
demonstrated by the Statement.

Z. Capacity costs.
The Statement contained the following discussion of this definition:

A definition of capacity costs is needed because qualifying
facilities which provide capacity to utilities are entitled to be
paid the costs of the capacity avoided by the utilities. The
aefinition is reasonable because it is consistent with the generai
use of the term in the electric utility inaustry.

There were no comments on this definition, either at the hearings or
~#ithin the exnibits. The Examiner found that need and reasonaoleness were
idequately supported by the Statement.

The Commission adopts the Examiner's findings, and concluces that tne
neea for ana reasonableness of this definition have peen adequately
gemonsirated oy the Statement,

F. Commission.

Tne Commission notad in ne Statement that this agefinition was
self-explanatory, The Examiner reported that there were no coriments on tnis
definition at tne hearings or in the exnibits., He found it was aagequiately
supported, 2s to need ang reasonanleness, by the Statement,




The Commission adopts the Examiner's findings, and concludes that the
need for and reasonableness of this definition have been adequately
demonstrated by the Statement.

G. Energy.
The Statement contained the Tollowing discussion of this definition:

It is necessary to define energy because qualifying facilities are to
be compensated for energy supplied to utilities. The definition is
reasonable because it includes electric energy and excludes all other
forms of energy. The utility is only required to purchase electric
energy.

The Examiner reported receiving no comments on this definition at the
hearings or in the exhibits. He found it was adequately supported for need -
and reasonableness by the Statement.

The Commission adopts the Examiner's findings, and concludes that the
need for and reasonableness of this definition have been demonstrated by the
Statement.

H. Energy costs.

The Commission included the following discussion of this definition
in the Statement,

Energy costs must be defined because compensation to qualifying
facilities for energy they supply is based on the costs utilities
would incur if qualifying facilities did not supply them. Those
costs are energy costs. She definition is reasonable because it is
consistent with the way the term is used generally in the electric
utility industry.

The Examiner reported that no comments on this definition were
received, either at the hearings or in the exhibits. He found that the
Statement adequately supported the need for and reasonableness of this
definition,

The Commission adopts the Zxaminer's findings, and concludes that the
need for and reasonableness of this definition have been demonstrated by the
Statement,

I. Firm power.

This definition was proposed oy the Commission in response to
comments received at the hearings. The Commission discussed the need for and
reasonableness of this definition in the Comments, as follows: .

The Commission received several comments that a definition for firm
power is needed. The recommended definition is responsive to those
comments. It is necessary to define firm power because it is used to
determine whether or not a qualifying facility with capacity of more
than 100 kilowatts is eligible for standard rates. The oroposed
definition is essentially the same as the aefinition recommended by
dorthern States Power Company. The requirement that energy be
provided with at least a 65 percent on-peak capacity factor is
reasonablie because it specifies a level of capacity that a quaiifying
facility, with suitable equipment, could reasonably be expected to

maintain,

" The txaminer's Report contained the following discussion of the
detinition:

Section 3.0451 I, defines "Firm power" in terms of a 65% on-peak
capacity factor in a given month. The rules, as initially drafted
and submitted, contained no definition of Firm power even though the
specific term was used in the rules. A definition of Firm power is
necessary because the term is used in the rules to determine wnether
or not a QfF with a capacity of more than 100 kilowatts is eligible
for stanaard rates. Although the Commission adduced no independent
facts of the reasonableness of the 65% on-peak capacity factor used
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in the definition, a number of public witnesses supplied testimony
substantiating the reasonableness of the criteria ultimately adopted
by the Commission. For example, Interstate Power Company testified
that the Company's system capacity factor is about 65% and should
likewise be achieved by a QF to rate an avoided capacity cost payment
in a billing month. (Pub. Ex. 88, Interstate Power Co., p. 3.
Northern States Power Company testified that a 65% capacity factor is
a realistic industry standard based primarily on its own experience,
(Pub. Ex. 118, NSP Reply Comments, p. 1), Moreover, a 65X capacity
factor reflects the expected performance of NSP's next proposed
generating unit, Sherburne County Unit 3. (Pub. Ex. 118, NSP Reply
Conments, p. 1). The MMUA also suggested the adoption of a
definition of Firm power utilizing a 65% capacity factor is
comporting with the experience of municipal electric utilities.

(Pub. Ex. 117, MMUA Posthearing Statement, p. 8). Finally, the
County of Hennepin testified that an appropriate factor would be less
than the 70% factor suggested by the Minnesota Energy Agency in
respect to hydroelectric facilities. (Pub., Ex. 106, County of
Hennepin, p. 3). There is no support in the record for a definition
of Firm power other than the 65% capacity factor ultimately accepted
by the Commission. Therefore, the definition of Firm power is both
necessary and reasonable,

The addition of the definition of Firm power does not constitute a
substantial change within the meaning of 9 MCAR § 2.111 so as to
require additional notice and hearings. The term "Firm power® was
used in the rules as initially proposed. All participants in the
hearing were apprised of its presence in the proposed rules and had
an opportunity to comment thereon. The addition of the definition,
in fact, was in specific reaction to the comments from affected
public witnesses. Finally, that portion of the proposed rules
relative to the rate for the supplying of Firm power would, in
itself, be unreasonable without an appropriate definition of the term.
The Commission adopts the Examiner's findings. It concludes that the
need for and reasonableness of this definition have been demonstrated, and
that the addition of this definition does not constitute a substantial change
within the meaning of 9 MCAR § 2.111, ' ‘

J. Generating utility.
P. HNongenerating utility. T

These definitions were proposed by the Commission as a result of the
hearings. The Commission included the following discussion of the need for
and reasonableness of these definitions in the Comments: )

The Commission recommends adding the two definitions above to its
proposed rules. It is necessary to distinguish generating utilities
from non-generating utilities both because the nature of their
avoided costs may be different and because the proposed rules require
different actions of the two kinds of utilities. Testimony at the
public hearings revealed a need for definitions to enable interested
persons, particularly utilities, to make that distinction to comply
with the rules.

The definitions proposed are reasonable because they make the
distinction not on the basis of installed capacity, but on the basis
of whether the utility schedules the use of the capacity to meet its,
own needs. This focuses the distinction on the crucial matter of
avoided costs. If the utility schedules the capacity to meet its own
needs, the use of the capacity, ana therefore the costs of operating

. it, can be avoided through the provision of power by qualifying
facilities. Under the proposed definitions, this utility would be
classified as a generating utility. In contrast, a utility which
owns generating facilities but operates them only for emergencies or
to maintain them in operational readiness, is unable to avoid those
operating costs. Similarly, a utility whose generating facilities
are dispatcned by another organization cannot directly avoid these
costs. These utilities are, therefore, reasonably classified for the
purposes of these rules as non-generating utilities. It should be
noted that the recommended definitions are consistent with the
interpretations of generating and non-generating utilities made by
Commission staff during the hearings. Those interpretations were not
criticized.
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The Examiner found the addition of these definitions to be
appropriate:

Sections 3.0451 J. and P. are the definitions of the terms
“Generating utility" and Non-generating utility". Such definitions
were not contained in the rules as initially proposed. Oefinitions
of the terms are necessary to distinguish generating utilities from
non-generating utilities because the nature of their avoided costs
may be different and the proposed rules require different actions
from the two kinds of utilities. (Agency Ex. J, Reply Comments, p.
3). Testimony at the public hearings revealed a need for such
definitions to enable interested persons to comply with the
provisions of the proposed rules. The definitions ultimately
proposed by the Commission are in accordance with the testimony of a
number of public witnesses., The definitions proposed are reasonable
because they make a distinction not on the basis of installed
capacity but on the basis of the ability of the utility to use
capacity to meet its own needs. This distinction focuses
specifically on the matter of avoided costs, the basis for certain of
the rate calculations. No public comments were received suggesting a
definition of the two terms materially different than that ultimately
proposed by the Commission. Moreover, the Commission Staff's
explanation of the terms during the hearings, even though the terms
were not then included in the proposed rules, engendered no adverse
comments from public witnesses, The Hearing Examjner concludes that
the definitions of Generating utility and Non-geénerating utility are
necessary and reasonable.

The addition of definitions of the two terms does not result in a
substantial change within the meaning of 9 MCAR § 2.111.
Distinctions in the proposed rules were made on the basis of a
utility being a non-generating utility. The rules as initially
proposed, however, contained no definition of that term and its
cognate term "Generating utility". Participants in the public
hearings were adequately apprised both by the rules as proposed, and
by discussion at the various public hearings that a definition of
generating and non-generating utilities would be appropriate. In
fact, the definitions have been proposed in response to public
comments. Finally, since the terms "Generating utility" and
"Non-generating utility" were employed in the rules as initially
drafted without definition, the insertion in the rules as finally
proposed of appropriate definitions merely avoids what would
otherwise be a defect in the proposed rules.

The Commission adopts the Examiner's findings. It concludes that the
need for and reasonableness of these definitions have been adequately
demonstrated, and that the addition of these definitions does not constitute a
substantial change witin the meaning of 9 MCAR § 2,111,

K: Incremental cost of capital.

The Commission added this definition as a result of the hearings.
The Comments said: .

The Commission recommends adding this definition in conjunction with
a proposed change in the praesent value computations required in
Schedule B (4 MCAR § 3.0452 C.). In that change, the Commission
recommends substituting the incremental cost of capital for the most
recently authorized overall rate of return as the discount rate to be
used., The incremental.cost of capital is the more appropriate value

because it is more reflective of costs which would actually be either

incurred or avoided. The incrementa) cost of capital definition
reasonably uses the current costs of all kinds of capital employed by
the utility to determine the overall cost rate which is then used to
discount future values to their present value.

In approving the addition of this definition, the Examiner said:

Section 3.0451 K. defines "Incremental costs of capital” in terms of
the current weighted cost of the components of a utility's capital
structure. A definition of the term is necessary because of a
proposed change in the present value computations required in
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Schedule B as described in § 3.0452 C. or the proposed rules. The
definition is reasonable because it fully complies with the common
usage of the term in both the Commission's rate regulation

experience and industry practice. The definition reasonably uses the
current costs of all kinds of capital employed by the utility to
determine the overall cost rate which is then used to discount future
values to their present value. Hence, the definition of Incremental
costs of capital is both necessary and reasonable,

The addition of the definition of Incremental cost of capital does
got constitute a substantial change within the meaning of 9 MCAR
2.111.

The Commission adopts the Examiner's findings, and concludes that the
need for and reasonableness of the definition have been adequately
demonstrated. In addition, the Commission concludes that the addition of this
dezgngtio? does not constitute a substantial change within the meaning of ¢
MC 2.111,

L. Interconnection costs.

The need for and reasonableness of this definition were set forth by
the Comnission in the Statement as follows:

It is necessary to define interconnection costs because these costs
are explicitly assigned to qualifying facilities by both the FERC
rules (18 CFR § 292.101 (b) (7) and Minnesota Law (M.S. § 2168.164,
subd. 8). Interconnection costs are costs which would not be
incurred if the utility did not engage in interconnected operations
with cogenerators and small power producers. The definition above is
reasonable. Except for the last sentence, it is substantially the
FERC definition, with only minor wording changes. The Commission has
added the provision that only costs in excess of the costs of
connecting nongenerating customers of the same class be considered
interconnection costs. This provision is necessary and reasonable
because often part or all of the costs it excludes are recovered by
the utility in fixed charges as part of retail rates. Under
Minnesota law and these rules, qualifying facilities must pay any
fixed charges in the tariff under which they consume electricity.
Therefore, without this provision, the qualifying facility could be
discriminated against relative to other members of its class. Both
the discrimination and the result of paying the utility twice for the
same costs would be unreasonable.

The Examiner found this definition to be both necessary and
reasonable, He said:

Section 3.0451 L. defines "Interconnection costs" as the redsonable
costs incurred by the utility directly related to the intercodnected
activities of the QF to the extent that they are extra costs incurred
by the utility as a result of the interconnected operations of the
GF. A definition of Interconnection costs is necessary since the
phrase is used in § 3.0454 G. of the proposed rules. Such
interconnection costs are also explicitly assigned to QFs by both the
FERC Rules, 18 C.F.R. § 292,101(b)(7), and Minn. Stat. § 2168. 164,
subd, 8 (1981 Supp.). The proposed definition of Interconnection
costs is reasonable since it defines as such a cost the added expense
to a utility resulting from interconnected activities with a QF.
Moreover, except for the last sentence of the definition, it fully
comports with the FERC definition,

The final sentence of the definition, which has no cognate FERC
provision, is necessary and reasonable because part or all of the
costs excluded as interconnection costs by the last sentence of the
definition are recoverable by a utility in fixed charges as part of
its retail rates under Minnesota law and the proposed rules. A QF
Tust pay any fixed charges in the utility's tariff under which it
consumes electricity. Without the final exclusionary sentence of the
definition, the QF could be discriminated against relative to other
members of its class. 3oth the resulting discrimination and double
payment for tne same costs to the utility would be unreasonable.




Only two public comments on the proposed definition of
interconnection costs were received. Northern States Power Company
suggests adding the word “existing" prior to the word
“non-generating" and the word "retail" prior to the word "customer"
in the third sentence of the definition. The proposed language of
Northern States Power Company, however, does not clarify the rule
and, in fact, introduces ambiguity. If the word "existing" is added
to modify the word “customer", arguably the costs associated with
providing electric service from the utility to the Qf would be an
interconnection cost, even though the cost would be one common to any
other non-generating customer. Further, any cost associated with the
provision of electric service to an new QF would not be a cost that
would be incurred by an existin non-generating customer, Jacobs
Wind Electric Co. propoéEE'??TE%d additional language to the
definition limiting Interconnection costs to those specifically
provided for by the proposed rules. {(see, Publ Ex. 16, Jacobs Wind
Electric Co., p. 4). Since it would be virtually impossible and
entirely impractical to detail in these rules each specific cost that
may be legitimately occasioned by interconnection, the addition of
the Tanguage suggested by Jacobs Wind Electric Company is
inappropriate.

The Commissfon adopts the Examiner's findings, and concludes that the
definition has been adequately demonstrated to be needed and reasonable,

M. Interruptible power.

This definition has been clarified in response to the Hearing
Examiner's concerns.

As initially proposed, the justification for this definition appeared
in the Statement along with discussions of "backup power", “"maintenance
power", and “"supplementary power® (see the discussion of 4 MCAR § 3.0451.C.,
above).

The Examiner found the proposed definition to be needed, but
impermissibly vague:

Section 3,0451 M. defines *Interruptible power" as electric energy or

capacity supplied by the utility to a qualifying facility subject to
interruption under certain specified conditions. A definition of
Interruptible power is necessary because it is used in the proposed
rules to indicate which types of power are to be offered by a
utility. The Commission in its Statement of Need and Reasonableness
asserts that the definition is reasonable because it fully comports
with the federal definition of the term in the FERC Rules and is
consistent with standard industry usage. (Statement of Need and
Reasonableness, p. 3). As Jacobs Wind Electric Company points out,
however, it is not clear from the definjtion whether the phrase
"under certain specified conditions" relates to conditions peculiar
to a QF or to conditions that would affect retail customers of the
same class generally. (See, Pub, Ex. 16, Jacobs Wind Electric Co.,
p. 4} The phrase "under certain specified conditions" is
impermissibly vague. The rules do not define the “specified .
conditions" under which the power may be interrupted. Further, there
is no indication in the rules as proposed of who is to specify the
conditions for interruption and in what manner such conditions are to
be enumerated. .

Since the definition proposed Oy the Commission is, in fact, a FERC
definition, the Hearing Examiner has reviewed Agency Ex. I, the
explanation of the FERC Rules, without any clarification of the
definition. Several constructions of the proposed definition are
possible. The initial construction is that Interruptible power must
be made available to a QF on the same conditions that such power is
made available to any other retail customer. The second construction
of the definition is that power may be interrupted to a QF under
conditions specified in the interconnection contract in situations
peculiar to a QF. Therefore, since the Hearing Examiner is unable to
determine which is the appropriate construction of the proposed
definition, the Commission has failed to substantiate the
reasonableness of the proposed definition by an affirmative

‘presentation of facts.
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o The Examiner went on to say that the defect could be corrected by
clarifying the language of the definition so that the proper construction was
evident,

The Commission has followed the Examiner's recommendation in the rule
as adopted, The definition now unambiguously represents his "initial
construction" - that is, that the availability and conditions of interruptible
power do not permit discrimination between qualifying facilities and
non-generating utility customers with similar usage, i

The Commission observes that interruptible power is an alternative to
firm power wnich a customer may choose., It offers advantages: to the
customer, a reduced price; to the utility, lower costs to provide service.

The cost of providing interruptible service might vary by customer class
within a utility, but would not vary depending upon whether the customer can
generate electricity. Consequently, it would be unreasonable to permit
different treatment of qualifying facilities and non-generating customers with
similar usage characteristics. For this reason, it has been the Commission's
intention since proposing the definition that it be interpreted in conformance
with the Examiner's "initial construction."

The Commission finas that the language clarification in the rule as
adopted removes the Examiner's objection that the definition was impermissibly
vague. The Commission concludes that the need for and reasonableness of the
definition have been adequately demonstrated. The Commission also concludes
that the addition of language which clarifies the original intent of this
definition does not constitute 'a substantial change within the meaning of 9
MCAR § 2.111.

N.  Maintenance power.

The Commission's discussion of the need for and reasonableness of
this definition appeared in the Statement under the definition of "Backup
power"; it may be found in the same location in this Order.

The Examiner reported that no comments were submitted either at the
hearings or within the exhibits with respect to this definition. He found
that the definition was both necessary and reasonable on the record.

The Commission adcpts the Examiner's findings, and concludes that the
need for and reasonableness of this definition have been adequately
demonstrated by the Statement.

0. Marginal capital carrying charge rate in the first year of investment.

In the rules as initially proposed, the marginal capital carrying.
charge rate was applied to the cost of a new generating plant to determine the
capital cost that would be avoided in that year by the utility. This carrying
charge rate was designed to include all the costs associated with owning a new
generation plant for a one-year perijod.

This aspect of the proposed rules was criticized by several
utilities. Although the calculation of the marginal capital carrying charge
rate itself was not attacked, the result of applying this carrying charge rate
to the cost of a new generation plant was. These utilities claimed that the
resulting capacity rates would exceed avoided costs because the
ever-escalating cost of new generating plants would push the capacity cost
payments to qualifying facilities higher each year. This is wrong, they
argued, because the cost of the plant that would have been built would remain
constant for the life of the plant.

The Commission notes that the problem which the utilities have
identified is due solely to the phenomenon of inflation. They are assuming
that inflation will push the cost of generating plants ever higher.

The utilities proposed that each qualifying facility be locked in to
a payment based upon the cost of the plant that would have been bujlt that
year. This proposed solution is inappropriate because it would result in
discriminatory treatment to qualifying facilities based upon the year that
they began seliing power to the utility. Such a vintaging of rates would be
improper because it would imply that the value of power delivered to the
utility system is different for different qualifying facilities, depending
upon tne year in which eacn began selling power, In fact, the value of power
is the same, assuming it is delivered in like amounts at comparable quality
levels at similar hours of the day.
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In addition, the Commission believes that due to inflation, it is
appropriate that the capacity payments to qualifying facilities escalate each
year. Escalation of rates is necessary in order to maintain the purchasing
power of the monies paid to qualifying facilities. These escalating payments
should match the escalating avoided costs faced by the utility.

In the rules as finally proposed, the Commission appropriately
addresses the inflation-related problem uncovered by the utilities. The rules
as finally proposed require an explicit adjustment to the marginal carrying
cost of capital to reflect the effects of inflation on the utility's carrying
cost of capital.

Because inflation is pushing the cost of generation plants ever
higher, the utilities benefit from building a plant this year instead of next
year. The appropriate solution is to reflect the benefit of cost saved by
building a plant one year earlier as a reduction to the carrying charge rate
associated with owning this plant. In other words, the marginal capital
carrying charge rate must be adjusted to recognize the fact that although the
utility incurs costs when it builds and owns a generating plant this year
(equal to the levelized marginal capital carrying charge rate), it also saves
an amount equal to the difference between the cost of building the plant this
year and building the plant next year., Consequently, the marginal capital
carrying charge rate must be adjusted for inflation, in order to show the true
cost associated with building and owning a plant this year, or conversely, the
cost avoided by not having to build and own a generation plant this year.
Since the utility would save money by building the plant this year rather than
next year, the inflation adjustment is a downward adjustment to the marginal
capital carrying charge rate.

The Hearing Examiner agreed with the reasoning of the Commission,
found that the record contained no testimony contrary to the definition
ultimately proposed by the Commission, and found the definition as finally
proposed to be reasonable, and found that the definition as finally proposed
aid not contain a substantial change.

The Conmission adopts the definition as finally proposed and finds
that the need for and reasonableness of it has been shown, and that it does
not result in a substantial change.

Q. On-peak hours.

. The Commission's Statement contained the following discussion of this
definition:

A acefinition of on-peak hours is needed because utility costs, and
utility avoidanle costs, vary between on-peak hours and of f-peak -
hours. Since compensation to qualifying facilities is based on costs
utilities can avoid, it is essential to have some determination of
which hours are on-peak. '

The proposed definition accepts determinaticns of on-peak periods
made by the Commission or by the utility when the utility has defined
on-peak hours for ratemaking. Since many utilities have already
determined on-peak and of f-peak periods, this will tend to eliminate
duplication of work on the part of the utility and will provide for
appropriate time periods because existing rates and rating periods
can be presumed to be reasonable. At the same time, a non-regulated
utility that has not yet designated on-peak periods may choose to
examine its load cnaracteristics and determine which hours will most
appropriately be included in the on-peak hours. If such a utility is
unable or unwilling to perform a comprehensive and possibly time
consuming examination, the rule provides for a simple method to
determine on-peak periods which will minimize the amount of analysis
required and at the same time will produce on-peak periods which will
Span the hours during which the utility is most likely to experience
its system peak. A rule of thumb such as the 85 percent rule of
thumb employed in the rule was used to establish on-peak periods for
at least two of the utilities regulated by the Commission {i.e.,
“innesota Power and Light Company, Docket No. E-015/GR~80-7% and
Interstate Power Company, Docket No. E£-001/GR-78-1063).

Thus, this general approach has been relied upon for larger utilities
and there is no reason to believe that this approach would not be
reliable when applied by smaller utilities. Based upon its
experience, the Commission has determinea that an 35 percent level
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would be appropriate because it would provide an additional level of
certainty that the peak demand experienced by the utility would fall
in the on-peak period. Consequently, the proposed definition is
reasonable.

The Examiner reported receiving no comments about this definition.
He found that the need for and reasonableness of this definition had been
adequately supported by the Statement.

The Commission adopts the Examiner's findings, and concludes that the
need for and reasonableness of this definition have been adequately
demonstrated by the Statement.

R. Purchase. See discussion under "7, Sale."
S. Qualifying facility.

The Commission has made one technical revision in this definition
between the rules as initially proposed and the rules as adopted. That
revision changed the reference to the rules from "4 MCAR §§ 3.0450-3,0463" to
"4 MCAR §§ 3.0450 - 3.0462." The revision is necessary because the Commission
is not adopting the last of the initially proposed rules.

With respect to the substance of this definition, the Statement
contained the followinng discussion:

A definition of qualifying facilities is necessary because these
rules are all about interconnections between qualifying facilities
and utilities. Section 201 of PURPA amended Section 3 of the Federa)
Power Act to add definitions of, among other things, small power
production facilities and cogeneration facilities. It also required
the FERC to promulgate rules further defining qualifying small power
production facilities and qualifying cogeneration facilities. The
cites in the proposed definition are to the FERC rules defining
qualifying facilities. It is reasonable to use the FERC definjtions,
since the FERC rules were based on extensive public participation and
apply nationally. Furthermore, all persons commenting to the
Commission during the solicitations of comment and opinion which
underlie these proposed rules assumed the Commission's definition

* would correspond with the FERC's.

There is nevertheless one difference between the two definitions. In
promulgating its rules, the FERC reasoned that tacilities already in
existence did not need the incentive of PURPA and its rules; they
were already engaged in cogeneration or small power production.
Consequently, the FERC authorized State regulatory authorities té
treat such facilities differently (and less favorably) than
qualifying facilities coming on line, presumably, because of the
incentives of PURPA and the FERC rules. In proposing this -
definition, the Commission determined it would be unreasonable to
take advantage of such authority. As a practical matter, the
Commission would have to determine that a rate lower than that
applicable to other qualifying facilities was nevertheless sufficient
Lo encourage cogeneration and small power production. Making such a
determination would likely be time consuming and not cost

beneficial. As a matter of equity, the Commission thinks it would be
unreasonable to provide less compensation to one of two facilities,
each of which allowed the utflity to avoid similar costs, simply
because that facility was in operation or had been installed prior to

L -9 =1}

The Examiner discussed this definition as follows:

Section 3.0451 S. defines "Qualifying facility" in accordance with
both the FERC and Minnesota statutory definition. The Commission nas
added a second sentence to the definition stating that a cogeneration
or small power production facility installed prior to the passage of
both PURPA and Minn. Stat. § 2168.164 (1981 Supp.), may still be
considered a Qualifying facility within the provisions of the
proposed rules. In that regard, the definition of Qualifying
facility contained in tne proposed rules deviates from the FERC
definition. Under the FERC Rules, a cogeneration or small power
production facility operational prior to the effective date of PURPA
is not considered a Qualifying Facility.
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A definition of the term "Qualifying facility" is necessary because
the term {s used specifically throughout the rules and is a condition
on the type of facility entitled to the benefit of the rules. The
initial sentence of the definition is reasonable since it exactly
parallels the statutory gefinition. (See, Minn. Stat. § 216B,164,
subd. 2 (1981 Supp.)). The statute, however, is silent on the
question of whether a cogeneration or small power production facility
interconnected prior to the adoption of both PURPA and the Minnesota
statute may be considered a Qualifying facility for purposes of the
proposed rules. The Commission asserts.that it would be unreasonable
to distinguish between cogeneration and small power production
facilities based on their date of interconnection. (Statement of
Need and Reasonableness, p. 6). To make such a distinction, the
Commission would have to determine in an individual contested case
proceeding that a rate lower than that allowed to other QFs would be
sufficient nevertheless to encourage cogeneration and small power
production. Making such a determination would be time consuming and
not cost-beneficial. The Commission further argues that the avoided
costs resulting from the interconnection of a QF are the same
irrespective of the in-service date of the facility. Hence, it is
argued that to distinguish between QFs on the basis of their
interconnection date would be inequitable.

A number of witnesses testified that the purpose of both PURPA and
the state statute is to encourage cogeneration. Presumably, QFs that
were in service prior to the effective date of PURPA and the
Minnesota statute would not require enhanced rates because they were
interconnected without benefit of such advantages. (See, Pub. Ex. 6,
#SP, p. 4; Pub. Ex. 65, Ottertai) Power Company; Pub. Ex. 88,
Intg;state Power Company, p. 2; and Pub. Ex. 118, NSP Reply Comments,
p. 3).

A number of witnesses, including existing cogenerators, supported the
definition as proposed. (See, e.g., Pub. Ex. 53, Boise-Cascade
Company, p. 1; Pub. Ex. 110, Department of Public Service).

The Hearing Examiner accepts the rationale of the Commission
regarding the reasonableness of extending the benefits of the rules
to all cogeneration and small power production facilities
irrespective of their in-service date. The Hearing Examiner belijeves
that, as a matter of practicality and equity, all cogeneration and
small power production facilities should obtain the benefits of the
proposed rules. Moreover, the argument that the existing
cogenerators do not need the stimulus of the rules is not supported
adequately by the record. Existing cogenerators and small power
producers, irrespective of their in-service dates, could benefit from
the proposed rules by maintaining the viability of their facilities,
engaging in necessary repair and/or expansion of existing facilities,
and the establishment of additional QFs. The definition as proposea
by the Commission is both necessary and reasonable.

The Commission adopts the Examiner's findings, and concludes that the
need for and reascnableness of this definition has been adequately
demonstrated.

T. Sale.

These two definitions were included in the rules to clarify the
perspective from which "purchases” and “sales" were to be viewea. Like the
definition of Commission, these were described in the Statement as
self-explanatory.

The txaminer reported receiving no comments about these definitions.
He found that the need for and reasonableness of these definitions had been
adequately supported.

The Commission adopts the Examiner’s findings, and concludes that the
need for and reasonableness of these definitions have been adequately
demonstrated by the Statement,

U. Supplementary power.
The need for and reasonableness of this definition were discussed in

. the Statement; that discussion has been reproduced in tnis Order in the
discussion of the "Backup power® definition.
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The Examiner reported receiving no comments relative to this
definition. He found that the need for and reasonableness of this definition
had been adequately supported by the Statement.

The Commission adopts the Examiner's findings, and concludes that the
need for and reasonableness of this definition have been adequately
demonstrated by the Statement.

V. System emergency.

The Commission's Statement contained the following discussion of this
definition:

The proposed rules have specific provisions governing utility
treatment of qualifying facilities during system emergencies, as
called for in the FERC rules, so it is necessary to define system
emergency. The definition used corresponds with the one used by the
FERC in 18 CFR § 292.101 (b)(4), and is, therefore, reasonable for
use in this application.

The Examiner noted that no comments were received relative to this
definition. He found that the Statement adequately supported the need for and
reasonableness of this definition.

The Commission adopts the Examiner's findings, and concludes that the
need for and reasonableness of this definition have been adequately
demonstrated by the Statement.

W. System incremental energy costs,
The Commission discussed this definition in the Statement as follows:

This term needs definition because it lies at the heart of the
calculation to determine a utility's avoidable energy costs, The
proposed definition {s reasonable in 1ight of two considerations.
First, the definition is consistent with the way the term is used in
the electric utility industry, and will, therefore, be easily
understood by utilities seeking to follow the procedures established
by these rules. Second, the definition may be seen as summing the
variable costs of generating an additional kilowatt-hour at any
‘time. The system incremental energy costs thus represent costs which
may be saved if the utility does not generate that additional
kilowatt-hour. These costs are clearly avoidable costs, and are
reasonably used in determinations of avoided costs of utilities.

The Examiner discussed the definition as follows:

Section 3,0451 W, defines "System incremental energy costs" as
amounts representing the hourly energy costs associated with the
utility generating the next kilowatt-nour of load during each hour,
A definition of the term is necessary because it is used in
calculating a utility's avoidable energy costs. The Commission
suggests that the definition is reasonable because it is consistent
with industry usage of the term and adequately summarizes the
variable costs of generating an additional kilowatt-hour at any
particular time. (Statement of Need and Reasonableness, p. 7). The
only public comment received on the proposed definition was that of
NSP which suggested a different definition but only to comport with
its specific proposal relative to § 3.0452 B. of the proposed rules,
(See, Pub. Ex. 6, NSP. p. 4). Since the Hearing Examiner has not
accepted the proposal of NSP relative to § 3.0452 B, of the proposed
rules, the different definition suggested by the Company is not
appropriate. The cefinition of System incremental enmergy costs
proposed is both necessary and reasonable.

The Commission adopts the Examiner's findings, and concludes that the
need for and reasonableness of this definition have been adequately
demonstrated.

Ao Utility,

The Commission initially proposed a definition of "utility" that
included all public utilities engaged in the generation, transmission, or

—
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distribution of electricity in Minnesota, including cooperative electric
associations and municipal electric utilities. The Commission explained this
choice in the Statement:

These proposed rules place many demands on utilities, so it is
necessary to define utility to know which entities are required to
act. The definition includes only electric utilities, which is
reasonable because qualifying facilities will not be interconnecting
with any utilities other than electric utilities. The definition
includes cooperative and municipal utilities which, in general, are
not subject to rate regulation by the Commission. This inclusion is
reasonable in that the Minnesota Legislature specifically determined
tn M.S. § 216B.164, subd., 2, that the Commission's rules on this
matter were to apply to all Minnesota electric utilities, including
cooperative electric associations and municipal electric utilities.

The Commission further stated its reasons for including cooperatives
and municipals in the Comments:

M.S. § 2168.164 expressly states that the cogeneration and small
power production act and rules "shall apply to al) Minnesota electric
utilities, including cooperative electric associations and municipal
electric utilities, that become interconnected with any qualifying
facility as defined in 18 C.F.R. 292,101(b) (1)." The question has
arisen whether under this section these proposed rules may be applied
to all electric utilities or only to an electric utility that has
already interconnected with at least one cogeneration or small power
production facility. The sounder interpretation based upon the
principles of statutory construction appears to support the broader
reaging that the act and these rules apply to all Minnesota electric
utilities,

The “fpplicability" subdivision in M.S. § 216B.164 is necessary
tecause Chapter 2168 as a whole does not typically apply to
cooperatives and municipal electric utilities. The subdivision
expands the Commission's jurisdiction over utilities, when there is a
possibility of interconnecting with alternative energy sources.

Under the first rule of statutory construction, which is to ascertain
the legislative intent within the language of the statute, this
subdivision clearly expands the jurisdiction of the Commission to
meet a specific problem, which is the relations between utilities and
these other energy producers.

The phrase "that become interconnected with any qualifying facility .
. ." does not appear to be a limiting clause that reduces or renders
variable the scope of the Commission's Jurisdiction over Minnesota
electric utilities for purposes of this section. The word "that" is
a personal pronoun like "who" or "which." It typically precedes an
explanatory pnrase that is intended to make more clear the subject
preceding it, The phrase should not be considered to limit the
Comnission's authority to regulate al) electric utilities in the area
of their relations with qualifying facilities.

In this instance, this interpretation\of the phrase is necessary to
give effect to the statute as a whole. Otherwise, an electric
utility not otherwise covered by Chapter 2168 could avoid
Jjurisdiction under section 164 merely by declining to interconnect
with any qualifying facility. The Commission's Jjurisdiction to
resolve disputes is no greater nor no lesser than its jurisdiction
over rules. See, M,S. § 216,164, subd, 5 and subd. 6. Both
subdivisions are dependent upon the applicability of the section as a
whole. A restrictive reading of subdivision 2 on applicability could
deny the Commission jurisdiction to hear a dispute over
interconnection in the first instance and effectively allow the
electric utility, rather than the Legislature or the Commission, to
determine whether the statute applies. When enacting a statute, the
Legislature does not intend a result that is absurd or impossible to
execute. See, M.S, § 645,17,

Further, it is appropriate to construe the applicability of this
section broadly in orger to satisfy the legistative intent expressed
and found in the statute. Subdivision ] sets Torth tne scope and
purpose of the act, wnich states:
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This section shall at all times be construed in accordance with its
intent to give the maximum possible encouragement to cogeneration and
small power production consistent with protection of the ratepayers
and the public.

M.5. § 2168.164, subd. 1 (1981 Suppl.) Consistency and certainty in
the application of the statute can be achieved through the
application of rules, even more than through the resolution of
disputes, involving interconnection. Thus, rules governing the
circumstances and conditions of interconnection should be found
within the scope and applicability of this act in order to create an
environment that encourages cogeneration and small power production
?nd yet at the same time is in the ratepayers' and the public
nterest,

In order to carry out the words of the statute, according to their
common and ordinary usage, as well as to execute the legislative
intent clearly expressed in this section, the rulemaking authority of
the Commission under this section must be applicable to all electric
utilities, including cooperatives and municipal electric utilities.
Rule sections such as the filing requirements (4 MCAR § 3.0452) and
dispute resolutiuon {4 MCAR § 3,0460) are part of the affirmative
environment that will encourage the introduction of qualifying
facilities and are thus necessary to carry out the intent of the
Legislature as found in the language of this section. The Examiner
should find that the Commission has authority to promulgate these
rules for all Minnesota electric utilities.

The Examiner found that a definition of the term "utility" is
necessary due to the requirements in the proposed rules that a utility engage
in specific activities. However, based upon his findings on the Commission's
statutory authority to adopt these rules, he found that the proposed
definition exceeded that authority and recommended revising the second
sentence to clarify that cooperative electric associations and municipal
electric utilities would not be included in the definition of utitity" until
after an initial interconnection by that utility with a qualifying facility
took place.

In his discussion of the Commission's ability to promulgate rules on
cogeneration, the Examiner discussed several possible interpretations of the
portion of the enabling Tegislation which authorizes the Commission to adopt
rules, M.S. § 216B.164, subd. 6, and the portion of the legislation, M.S. §
216B.164, subd. 2, that limits the application of the cogeneration and small
power production statute to "all Minnesota electric utilities, including
cooperative electric associations and municipal electric utilities, that
become interconnected with any qualifying facility as defined in 18 C.F.R: §
292,101 (B) (1)."

The Examiner noted three possible interpretations of the law:

that the law, and thus the rules, apply to all utilities regardless
of the utility's form of ownership or interconnection status;

that the law, and thus the rules, only apply to utilities that have
interconnected with a qualifying facility, regardless of the utility's form of
ownership; or

that the law, and thus the rules, apply to all rate-regulated '
utilities, and to non-rate-regulated utilities only upon their interconnection
with a qualifying facility.

He rejected the first, which was the Commission's, interpretation of
the law, finding that this interpretation would render the language on
interconnection in M.S. § 2168.164, subd. 2, mere surplussage, and would be
contrary to recognized principies of statutory construction. He further found
that the Commission did not have general rulemaking authority outside the
cogeneration and small power production section of the law to adopt rules
qoverning non-rate-regulated utilities, and thus could only draw its authority
over those utilities from M.S. § 2168.164.

The Examiner also rejected the second possible interpretation of the
statute, finding that a construction that prohibited the Commission from
adopting rules requlating the relationship between any Minnesota utility and a
qualifying facility until an interconnection had taken place would create a
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conflict with § 210 of PURPA and the associated FERC rules. He noted that the
Commission is mandated by the Federal law and rules to adopt rules governing
the relationship between rate-regulated utilities and qualifying facilities,
and reasoned that such a construction would impermissably limit the
application of governing federal authority. He found that a statutory
construction which avoids constitutional prohibitions is to be preferred if it
can be reconciled with the statutory language.

The Examiner then found that the third possible interpretation of the
law would give maximum effect to all the language of the subsection without
impermissibly limiting the application of governing Federal authority. He

_noted that punctuation marks do not have the same controlling force of
evidence of legislative intent as do words, and that the final comma in M.S. §
2168.164, subd, 2, could be read to apply the requirement of interconnection
with a qualifying facility only to non-rate-requlated cooperatives and
muni%ipal electric utilities without accomplishing an unreasonable or absurd
result, .

The Examiner also rejected the Commission's concerns, stated in the

Comments, that removing cooperatives and municipals from initial Commission
Jurisdiction could frustrate the intent of the law by allowing those utilities
to avoid interconnection by refusing a first interconnection. He argued that
PURPA, in § 202, and the FERC rules, in § 292,303(c), mandate initial
interconnection regardless of whether the utility is rate-regulated or not.
In his view, this would allow a rejected potential qualifying facility to seek
relief from the FERC or through court action. He also noted that, under § 202
of PURPA, a state regulatory body can apply to the FERC for an order mandat ing
interconnection.

The Commission adopts the Examiner's findings on the statutory
interpretation of M.S. § 2168.164, subd. 2, and concludes that its
jurisdiction, to be exercised through the proposed rules, extends to all
rate-regulated utilities and to any non-rate-regulated utility that becomes
interconnected with a qualifying facility,

The Commission's concerns that non-rate-regulated utilities might
impede the development of qualifying facilities by simple refusal to
interconnect have been reduced by several factors. As the Examiner noted,
non-rate-regulated utilities are required by 16 USC § 824a-3(f){2) to
implement the FERC rules on interconnection and purchase. 292 .CFR § 303(a)
Creates an obligation on the part of the utility to purchase from qualifying
facilities. 16 USC § 824a-3(h)(2)(B) allows a qualifying facility to petition
the FERC for enforcement of a non-rate-regulated utility's cogeneration
rules. 16 USC § 824a-3(g)(2) allows a qualifying facility to bring a court
action to enforce those rules. Most important, 16 USC § 324i(2) gives the
Commission the right to apply to the FERC for an order requiring a .
non-rate-regulated utility to interconnect with a qualifying facility, While
there may well be practical limitations on the ability of a small qualifying
facility to seek administrative relief from the FERC in Washington, D.C., or
to undertake a court suit®o enforce its rights, the Commission will be able
to alert the FERC of any actions contrary to Federal law or rules that are
brought to the Commission's attention, and will be able to apply to the FERC
for the appropriate relief.

The Examiner found that the Commission could remedy the defect in the
definition of “utility" by revising the second sentence to more accurately
reflect the.Commission's jurisdictional limitations. He made no express .
finding on whether such a revision would constitute a substantial change
within the meaning of 1.5, § 14,15, subd. 3. The Commission finds that
altering the definition of "utility" as it has done in response to the
Examiner's findings is not a substantial change, since the rules as originally
proposed gave adequate notice of the Commission's intent to assert
Jjurisdiction over the broadest possible range of utilities, and did in fact
prompt comments from those utilities seeking to avoid that jurisdiction. The
change made to the rules as finally adopted is in response to those comments,
and is limited to the jurisaictiona) restriction of the statute.

The Commission concludes that the definition in its final form is
necessary and reasonable, and will order it adopted.

4 MCAR § 3.0452. Filing Requirements.

A. Filing dates.
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B. Filing Option.

In the Statement, the Commission explained the importance of timely
cost data and the reasonableness of the filing dates as follows:

It is necessary that the covered utilities file timely cost
information so that the cogeneration and small power production
tariffs will reflect up-to-date avoided costs as required by M, S.

§ 216B.164, subd, 3. At the same time, the Commission wishes to
minimize the administrative burden on the reporting utility,
Accordingly, it is reasonable that the cogeneration and small power
production tariff be filed every 12 months. The initial filing will
be required within 60 days of the effective date of this rule to
allow the covered utility adequate time to prepare the tariff filings.

The Commission made several language changes to the rules as
initially proposed. The rules as finally proposed reduced the administrative
burden and cost of compliance with the rules. In the Comments, the changes
were discussed as follows:

The first change puts the second filing date at January 1, 1984, one
year later than in the proposed rule. This change is necessary to
accommodate the delay already experienced in promulgating final rules.

The second change provides an option for small generating utilities
to eliminate the greatest portion of administrative burden and
expense: the calculation of their avoided costs on Schedules A and
8. Utilities pursuing this option would simply file their retail
rate schedules instead of Schedules A and B. No calculation would be
required, and the annual filing would be simply a process of
gathering the necessary documents. This option would apply to
generating utilities with annual sales of less than 500 million
kilowatt-hours. The FERC rules use this cut-off point to identify
utilities which do and do not have to file avoided cost data as
specified in 18 CFR § 292.302. It is reasonable to use the same size
criterion to reduce complexity, It is also reasonable to keep this

whole procedure optional: nothing should act to prevent the utility °

from calculating its avoided costs and filing them, if it wishes.

Tne third change is necessary to clarify the rule and reduce the
administrative burden and expense on non-generating utilities.

During the hearings, a concern was expressed that non-generating
utilities might be unable to comply with the rules in the event that
their wholesale suppliers refused to supply them the data necessary
for Schedules A and 8, The proposed change addresses this concern,
clarifying that Schedules A and B need only be filed at the option of
non-generating utilities. If the non-generating utility is upable to
or does not wish to calculate the Schedule A and Schedule B avoided
costs, the option is open to simply file Schedule G. Again, the rule
does not prevent any utility from filing and using its actual
Scnedule A and B avoided costs. The data from the wholesale supplier
is appropriate because it is costs of generation - which are incurred
Dy the supplier - which may be avoided because the qualifying
facility is providing electricity.

The Hearing Examiner found the rule as finally proposed both
necessary and reasonable except to the extent that it would require the
reriling of the tariff every 12 months whether or not there was a change to
the tariff. He found that the Commission should amend the rules to allow a
utility to formally advise the Commission in writing that there has been no
change in its cogeneration and small power production tariff currently on file
as a substitute for a physical annual tariff refiling.

The Commission agrees with the Examiner that a needless expense would
arise without any attendant benefits if a utility were required to refile
unchanged tariffs annually and adopts the Examiner's findings. 4MCAR § 3.0452
A remains essentially unchanged, reflecting only one technical change to
recognize the deletion of 4 MCAR § 3.0463., However, 4 MCAR § 3.0452 B is a
new section which is directly responsive to the recommendations of the
Zxaminer, It provides that the annual tariff refiling is necessary only if
there has been a change to the tariff. Of course, all covered utilities would
still be required to make the initial filing.
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The Commission adopts the Examiner's findings, and cu.:ludes that the

need for and reasonableness of this definition has been adequately
demonstrated,

C. Schedule A.

Schedule

Electric

The need for and reasonableness of the information required by
A was explained in the Statement as follows:

The hourly incremental energy costs are the direct fuel and variable
operation and maintenance costs incurred by a utility when an
additional kilowatt-hour is produced, As such, the incremental
energy cost is the direct cost that will be avoided by the utility if
a qualifying facility generates that kilowatt-hour instead of the
utility. It has been the Commission's experience that incrementa]
energy costs exhibit significant diurnal and seasonal variation.
Each utility will have a unique set of hourly incremental energy
costs due to such things as its generation mix and its load pattern.
Consequently, this information is necessary for the computation of
the utilities' avoided costs and it is reasonable to expect these
costs to be peculiar to each utility. It is necessary for these
incremental energy costs to be projected and reported for the next
five years to enable potential qualifying facilities to evaluate the
probable benefits of installing electric generation equipment. If
the projection were made only for the coming year, there would be
insufficient information for the qualifying facility to determine
likely energy payments, because there could be no trends
established, On the other hand, projection of these costs over a
period of, for example, 10 years, would undoubtedly be costly, and
the results of projections that far in the future could hardly be
relied on. The choice of a 5 year projection is thus a reasonable
compromise which yields useful results without extraordinary costs.

The utilities are required to file their method of determining daily
peak and off-peak and seasonal hours in order to provide interested
parties an opportunity to review the methods and make Judgements as
to their reasonableness. This is necessary to insure that
appropriate avoided cost rates are computed and to insure that the
time periods selected are reasonable..

Evidence presented at the public hearings by the Minnesota Rural
Association (MREA) indicated that Schedule A failed to take line

losses into account. The Commission agreed and revised the proposed rule to
require the adjustment of energy costs for line losses. In the Comments, the
Commission discussed the two changes incorporated into the rules as finally

proposed

as follows:

First, an adjustment for line losses would apply to the energy
component of costs, It was due to a simple oversight that the line
loss calculation was not applied to Schedule A data in the proposed
rule. This oversight was brought to the Commission's attention
through the comments of the Minnesota Rural Electric Association
{MREA). Capacity amounts are adjusted for line losses, so to be
consistent, energy amounts must also be adjusted for line loses.
Both factors are affected in precisely the same way by this
phenomenon,

The second change regarding line losses specifies that the percentage
amount of the adjustment for line losses will be limited to one half
cf the utility's reported line losses. At least two parties
testified that transformer core losses would be associated with the
generation of power produced by qualifying facilities. It was also
stated in testimony that approximately 50 percent of 4 distribution
system's losses are due to energizing the transformer core. Because
this is a cost which, in all likelihood, wil) not be reduced due to
the provision of power by qualifying facilities, the Commission
recommends that avoided costs be calculated using 50 percent of the
reported line losses rather than 100 percent of reported line losses.

It should be noted that the MREA commented that other losses, in
addition to transformer core losses, would not be avoided due to the
provision of power by gualifying facilities. The Commission observes
thet Mr. ticher, commenting for the MREA, excluded transmission



losses in his analysis. To this extent, his estimara that only 30
percent of the losses would be associated with qualifying facility
supplied power is too low. Consequently, the Commission believes
that the 50 percent figure used is a reasonable approximation of the
line losses which a qualifying facility may cause the utility to
avoid,

The Examiner agreed with the Commission on this section of the
proposed rule. He found that M. S. § 216B.164 regquires a utility to reimburse
fully a qualifying facility for both the utility's avoided energy and capacity
costs. Further, he stated that the availability of the information will allow
the Commission to administer the filed rates and provide a potential
qualifying facility with the information necessary for it to determine the
cost effectiveness of commencing operations in a particular location.
Accordingly, he concluded that this section of the rule as finally proposed
was both necessary and reasonable.

The Commission finds that the need for and reasonableness of the rule
as finally proposed has been amply demonstrated and consequently adopts it as
Tinally proposed.

0. Schedule B,
0. 1.

, This subsection requires that Schedule 8 contain specific information

relative to all planned utitity generating facility additions anticipated
during the next ten years. In the Statement the Commission explained the
necessity and reasonableness of the required information as follows:

Information regarding the operational characteristics of all planned
utility generating facilities is necessary so that the Commission and
any interested party can effectively make comparisons of utjlities
generation plans and make judgments concerning the reasonableness of
these plans. The costs associated with the planned generation
facility are estimated future costs. As such, it is reasonable that
.the Commission be provided with at least a minima) description of the
facility to be constructed. A disclosure of the name of the unit,
its nameplate rating, the fuel type, energy costs and projected
number of kilowatt-hours to be produced by the plant will provide a
barebones sketch of the most important operating characteristics of
the unit. It is reasonable to expect that any utility planning a
major expenditure of this nature would have this basic information
readily available. The in-service date, the completed cost per
kilowatt, anticipated average annual fixed operation and maintenance
cost in dollars per kilowatt, and the annual fuel savings are all,
required in order for the avoided capacity related generation costs
to be calculated in 4 MCAR § 3.0452 (B) (4).

The Examiner concurred that the required information was both
necessary and reasonable. The Commission finds that this subsection is
necessary and reasonable, based upon the Statement, and adopts it as initially
proposed.

D.2.

This subsection requires that Schedule B8 contain specified
information relative to all planned firm capacity purchases other than from
qualifying facilities during the next ten years. The Commission explained the
reasonanleness and necessity of this information in the Statement as follows:

Planned firm capacity purchases are capacity purchases the utility
intends to make to supplement its own generation or its present
purchases, either indefinitely, or until it can bring its own new
generation facilities on line. These purchases may be distinguished
from capacity purchases to replace generation facilities during
maintenance, and from unplanned purchases executed to take advantatge
of transitory economies. Planned firm capacity purchases would
appear in generation capacity expansion plans, and would be marked by
identification of a specific kilowatt or megawatt purchase size.

In the event that a utility does not have any generation facilities

planned for construction in the next 10 years, the computation of tne
utility's avoided capacity costs will be based on its planned firm
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capacity purchases, excluding any purchases from qualifying
facilities, during the next 10 years. The capacity cost and energy
cost components of the rates paid by the utilities for such purchases
are an integral part of the calculation of the avoided cost rates for
sales by qualifying facilities. Consequently, the reporting of these
figures is necessary in order for these calculations to be made. A
utility exercising sound judgment would be likely to have this
information readily available since it would be an important factor
in its decision to purchase power rather than build an additional
power plant, Hence, this reporting requirement is reasonable. In
addition, the characteristics of the proposed purchases, the year of
the purchase, the name of the seller and the number of kilowatt-hours
purchased is information that would be readily available to the
utility and is needed to evaluate the nature of the avoidable costs.

The Commission made no changes to the rule as initially proposed.

The Examiner found this section of the rule necessary and reasonable,
as does the Commission, based upon the Statement.

The Commission adopts this section of the rule as initially proposed.

0.3.

This subsection requires that Schedule B contain the utility's
reported sverall average percentage of line losses due to the distribution,
transmission and transformation of electric energy. It is necessary to
require the reporting of the overall average percent of line losses because
that figure is used in the calculation of the utility's avoided capacity costs
required by 4 MCAR § 3.0452 D.4.9. Because an appropriate calculation of line
losses is an integral part of the calculation of avoided capacity cost,
reporting line losses is both necessary and reasonable. The Examiner concured
that this section was necessary and reasonable. The Commission notes that no
objections were made to the reporting of line losses and adopts this section
as initially proposed.

D.4.

This subsection requires the calculation and reporting of the
utility's net annual avoided capacity costs stated in dollars per
kilowatt-hour averaged over both the on-peak hours and the overall hours. The
purpose of this subsection was described in the Statement as follows:

The rates paid to qualifying facilities will be determined, in part,
by the capacity cost that the utility will avoid due to the electric
energy deliveries from qualifying facilities, so the avoided capatity
cost must be measured. Once it is measured it will be expressed in
two ways: cost per on-peak kilowatt-hour and cost per kilowatt-hour
averaged over all hours. Qualifying facilities choosing to sell
power based upon time of delivery would be compensated for the
utilities' avoided capacity cost based upon the qualifying facility's
on-peak deliveries. The qualifying facility would only receijve
compensation for deliveries of energy during of f-peak hours.
Qualifying facilities not choosing the time-of-day option would
receive compensation for avoided capacity costs basea upon total ’
kilowatt-hour deliveries. It is shown below that such a division
between on-peak capacity rates and all-hours capacity rates is
necessary to approprialely compensate qualifying facilities and at
the same time it is reasonable because it facilitates a system that
minimized administrative costs.

The Examiner found this section necessary and reasonable.

The Commission finds that the necessity and reasonableness of this
section has been adequately shown by the Statement, and adopts it as initially
proposed.

D.4.a.

inis subsection is the initial step in the calculation of the net
annual avoided capacity cost. It requires the utility to multiply the
completed cost per kilowatt of a utility's next major generating facility
addition by a carrying charge rate., The justification for this calculation
was explained in the Statement as follows:
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Since a utility's electric generating plant will __ .4 service for
longer than a one year period, its costs must be spread out over a
period of time representative of its expected useful life., This is
accomplished by determining an appropriate marginal capital carrying
charge rate, as discussed in the definition section earlier, and
applying it to the investment cost of the new generation facility.
The Commission is aware that some utilities may have difficulty
determining the marginal capita) carrying charge rate, which requires
a complex calculation, so a default value of 15 percent has been
established, This rate is reasonably close to comparable figures
presented in recent electric utility rate case proceedings before
this Commission, Such cases include Minnesota Power and Light,
Docket No. E-015/GR-80-76 and Interstate Power Company, Docket No.
£E-001/GR~78~1065. Consequently, this figure may be used as a
practical alternative for a utility that is unable to determine such
a rate. This section of the proposed rule is necessary and
reasonable because it provides for a reasonable estimate of the
utility's avoided cost.

In the rules as finally proposed, the term marginal capital carrying
charge rate was replaced by the term marginal capital carrying charge rate in
the first year of investment. This change was necessary in this section
because the identical change was made in the definitions section,

The Examiner found that record testimony supported a limitation of
the marginal capital carrying charge rate,to that experienced in the first

year of investment. He concluded that this section is necessary and
reasonable,

The Commission adopts the Examiner's findings and concludes that the
necessity and reasonableness of this section has been amply shown and adopts
it as finally proposed.

D.4.b.

This subsection requires that the calculation set forth in 4 MCAR §
3.0452 0.4.a. be discounted to present value. The justification for this
adjustment was explained in the Statement as follows:

It is important that the dollar amounts used in calculating the
avoided cost based rates are stated in dollars of the year in which
the rates are applicable. Oue to inflation and the time preference
for money, a dollar spent a few years from today is not as valuable
as a dollar spent today. In order to compare dollars to be spent in
the future with dollars spent today, future dollars must be
discounted. An appropriate discount factor is the overall rate of
return authorized by the Commission for each utility, This figure,
which is a reasonable approximation of the cost of capital to the
individual utility, captures the effects of inflation and investors
time preference for money, Obviously, if the utility is not rate
regulated by the Commission, an overal) rate of return will not be
established by the Commission. In such a case, the overall rate of
return most recently authorized by the Commission for the largest
electric utility in the Commission's jurisdiction is a reasonable,
approximation of the appropriate discount rate. Also, such a figure
is readily available. This entire section of the proposed rule 1s a
necessary and reasonable step in the computation of the utilities’
avoided costs.

Subsequently, in response to record testimony, the Commission changed
the discount rate for present value calculations Trom the most recently
authorized overall rate of return to the incremental cost of capital. In the
Comments the Commission explained the need for this change as follows:

This change is responsive to comments that the overall rate of return
is inappropriate because it is based on historical capital costs, and
will overstate avoided capacity costs during times of inflation, and
understate them during times of deflation. It-is reasonable to use
the incremental cost of capital because the incremental cost reflects
current capital costs, which are themselves the market estimate of
future costs.
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The Examiner found no testimony in the record opposing the
recognition of a reserve margin in the calculation of avoided capacity costs
when a qualifying facility provides firm power. He found that since a
qualifying facility may provide firm power, it is reasonable to include the
recognition of an appropriate reserve margin.

The Commission adopts the Examiner's findings, concludes that this
section necessary and reasonable, and adopts it as initially proposed.

D.4.f,

This section takes the average annual fixed operating and maintenance
costs into account. The purpose of this section was explained in the
Statement as follows:

When an electric utility installs a new generation plant it will
incur fixed operation and maintenance costs, on an annual basis,
which results from the installation of this plant. If this
generation plant is not installed those costs will be avoided.
Clearly, 1t 1s necessary and reasonable that those costs be included
in the amount representing avoided capacity costs.

The Commissjon made a slight change to the rule as initially proposed
as described in the Comments:

In this portion of the proposed rule, avoided capacity costs are
increased by an amount equal to the annua) fixed operation and
maintenance cost of the next anticipated generation plant, At least
one party commented that those costs were not discounted to present
value. [t was due to an oversight that these costs were not
discounted to present value in the proposed rule. It is necessary
that these costs be discounted to present value in order to correctly
reflect the time value of money and to put all calculations on a
consistent basis.

The Examiner found this section as finally proposed both necessary
and reasonable.

The Commission adopts the findings of the Examiner, and concludes
that the need for and reasopableness of this section has been adequately
demonstrated by the Statement and Comments.

D.4.9.

This section adjusts the avoided capacity costs for Tine losses.
The purpose of this section was described in the Statement as follows:

Utilities typically generate electricity at centralized generation
stations, step up power to transmission level voltage, transport it
via transmission and subtransmission facilities to load centers, step
down the power to distribution level and deliver it, via distribution
facilities, to customers' locations. In the process of transforming
and delivering power to load centers and to individual locations,
significant amounts of electric power are lost. Since the output.
from qualifying facilities will typically be located near load
centers, the amount of line losses from qualifying facility located
near load centers, the amount of line losses from qualifying facility

" delivered power may be negligible. Consequently, for each
kilowatt~hour proauced by qualifying facilities, the utility will be
able to avoid more than 1 kilowatt-hour of electric generation. For
example, if the utility's reported average system line losses are
10%, the utility would avoid the production of 1.} kilowatt-hours for
each kilowatt-hour delivered by a qualifying facility. In order for
the qualifying facility to be appropriately compensated for the
avoided cost of the utility, consideration of the line loss is
necessary and reasonable.

Upon consideration of record testimony, in the section as finally
proeposed the line losses adjustment was restricted to a percentage amount
equal to one-half of the utility's average system line losses.

The Examiner found this section, as finally proposed, both necessary
and reasonable.
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The Commission adopts the findings of the Examiner, and concludes
that the need for and reasonableness of this section has been adequately
demonstrated.

D.4.h,
D.4.1.

The purpose of these sections was described, in part, in the
Statement as follows:

Up to this point in the calculation of the capacity related avoided
generation costs, all costs have been expressed in terms of dollars
per kilowatt. However, rates paid to qualifying facilities will be
based upon kilowatt-hour deliveries, not kilowatt deliveries,
Therefore, the cost per kilowatt must be converted to cost per
kilowatt-hour. In fact, there must be two separate conversions. In
this section of the proposed rule, the cost per kilowatt is converted
to cost per on-peak kilowatt-hour. In this way customers providing
on-peak power will be compensated for their proportionate snare of
the generation costs which are avoided.

For qualifying facilities not choosing to sell power on a
time-of-day basis, the capacity costs must be averaged over all hours
instead of just on-peak hours.

The Examiner found that these sections:

complete the calculation in converting the avoided capacity costs to
the utility's net annual on-peak avoided capacity costs stated in
dollars per kilowatt-hour averaged over all hours. The provisions
are reasonable since they require utilities to compensate qualifying
facilities for delivered capacity on a basis appropriate to the
delivery of energy with respect to the system peak period.

The Commission adopts the findings of the Examiner, and concludes
that the need for and reasonableness of these sections has been adequately
demonstrated.

.5,

This section specifies the calculation of avoided capacity costs to
be reported in Schedule B in the event that the utility has no generating
facility additions for the ensuing 10 years. This section was explained in
the Statement as follows:

If the utility has no planned generation facility additions for the
ensuing 10 years, generation of electric energy by qualifying
facilities will not help the utility avoid any generation capacity
costs. Hence, under this condition, it would not be reasonabje for
the purchase rates to be based on avoided generation capacity costs.

Even if the utility has no planned generation facilities, it may have
planned capacity purchases. It is reasonable to assume that the
utility can decrease these planned purchases if qualifying facilities
deliver energy and capacity to the utility. The avoided cost to the
utility would be the cost of the planned capacity purchase which
would not have to be made. The cost of the planned purchase shall be
expressed in current year dollars by applying an appropriate discount
rate. In this way, qualifying facilities will be compensated on the
basis of current year agollars. It is necessary and reasonable that

rates accurately reflect the time pericd of expenditure because the

el v v A

value of the dollar changes over time.

Since this section of the rule is applicable only to utilities with
no planned generating facilities it is not appropriate to take into
account the annual fixed operation and maintenance expenses

- associated with a new generating facility.

Adjustments for a reserve margin and 1ine losses are required in the
same manner as in the previous section. In addition, the avoided
costs are expressed on a kilowatt-nour basis in the same manner as in
the previous sections. As previously discussed, those calculations
are both necessary and reasonable,
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In the Comments, the Commission discussed two changes to this section:

This recommended addition to the proposed rules clarifies that this
section applies only to utilities that have planned additional
capacity purchases, other than from qualifying facilities, during the
ensuing ten years,

The Commission recommends a change in this paragraph to make the
discount rate used for the present value calculation be the
incremental cost of capital. This change simply parallels the change
recommended in the computation of avoided capacity costs from
additions of generating facilities.

The Examiner found this section, as finally proposed, both necessary
and reasonable.

The Commission adopts the findings of the Examiner, and concludes
that the need for and reasonableness of this section has been adequately
demonstrated by the Statement and Comments.

D.6.
The Examiner made the following findings on this subsection:

Section 3.0452 C.6., an entirely new provision in the rules as
finally proposed, states that if a utility has neither planned
generating facility additions nor planned additional capacity
purchases during the next ten years, it has no avoided capacity
costs. Tnis provision makes explicit what was entirely explicit in
the rules as initially drafted.

A number of public witnesses indicated a need, to avoid any
misunderstanding, for a specific provision relative to the absence of
avoided capacity costs under the circumstances described. (See, Pub.
Ex. 57, MinmKota Power Coop., Inc., p. 6; Pub, Ex. 93, Red Lake
Co-op, Inc.; and Pub, Ex. 112, PKM Electric Co-op.).

Subsection 6 of subpart C. is a reasonable clarification to make
explicit what was otherwise implicit in the rule as initially drafted
and avoids any possibility of confusion or misapplication of avoided
capacity costs in rate calculation.

Since the contents of this provision of the rule as finally proposed
#as completely implicit in the rule as initially drafted, the
amendment does not result in a substantial change within the meaning
of 9 MCAR § 2.111., (See, Pub. Ex. 93, Red Lake Co-op., Inc.).

The Commission adopts the findings of the Sxaminer, and concludes
that the need for and reasomableness of this section has been adequately
demonstrated and that the subsection does not result in a substantial change,

E. Schedule C.

This section requires each utility to file all standard contracts to
be used with qualifying facilities. Its purpose was described in the
Statement as follows:

It is necessary and reasonable that al) interested parties have
availaple to them the standard contracts which a utility will use
with qualifying facilities. This will allow qualifying facilities
the opportunity to analyze the contracts and will give them an
opportunity to either accept the contract or pursue a course of
action whereby changes could be made in the contract. In addition,
the requirement that all standard contracts be filed will help insure
that all qualifying facilities are treated equally and fairly by the
utility, Thus, this is a necessary provision since the Commission
must implement fair and reasonable rates. It is reasonable because
the utilities will have these documents readily available.

The Examiner found this section both necessary and reasonable.
The Commission adopts the findings of the Examiner, and concludes

that the need for and reascnableness of this section has been adeguately
demonstrated by the Statement.
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F. Schedule D.

This section requires each utility to file its safety standards,
required operating procedures for interconnection operations, and the
functions to be performed by any control and protective apparatus. The
purpose of this section was described in the Statement as follows:

It is necessary that the utility file its safety standards, required
operating procedures for interconnection operations and the functions
to be performed by any control and protective apparatus in order to
facilitate communication between the utility and the qualifying
facility, A clear understanding of the technical requirements will
help the qualifying facilities minimize their cost of interconnection
equipment and will minimize safety related problems. An explicit
publicized statement of the activity's operating procedures will help
the parties coordinate their activities. The rule provides that the
utility may not make requirements of a qualifying facility that are
overly restrictive or that are established to discourage cogeneration
and small power production. This is both necessary and reasonable
since it is consistent with the intent of M.S. § 2168.164, to give
the maximum possible encouragement to cogeneration and small power
production. Anything more restrictive would not be consistent with
the intent of the state law. On the other hand, each utility is
allowed to require the qualifying facility to install all necessary
control and protective apparatus as specified in 4 MCAR § 3.0462.
Consequently, the proposed rule is consistent with the protection of
the ratepayer and the public, as required by M.S. § 216B.164, subd.

1, and is necessary and reasonable.

The Examiner found that this section both necessary and reasonable.

The Commission adopts the findings of the Examiner, and concludes
that the need for and reasonableness of this section has been adequately
demonstrated by the Statement.

G. Schedule E.
The Examiner stated that this section:

. » .requires that the utility file with the Commission a statement
of its procedures for notifying affected qualifying facilities of
those periods of time when the utility will not purchase energy or
capacity from a qualifying facilities “because of extraordinary
operational circumstances which would make the costs of purchases
during those periods greater than the cost of internal generation."

The FERC Rules require a state commission to adopt rules specifying a
procedure for notifying affected qualifying facilities of periods
during which the utility will not purchase energy or capacity because
of "extraordinary operational circumstances."

The Examiner also noted that a number of public witnesses commented
that the phrase "extraordinary operational circumstances" is unduly vague.. On
this matter, he concluded that

It is clear that, to qualify as an extraordinary operational
circumstance, the condition must be one internal to the utility such
as a lignt Joad factor which has the effect of rendering internal
operation of its plant cheaper than the purchase of energy from a
quatifying facility during a specified period. (Statement of Need
and Reasonableness, p. 14). The Hearing Examiner finds that the
phrase is adequately described in the proposed rule and is not
subject to more precise definition. Moreover, any attempt by the
utility to use the ability to suspend purchase of energy from a
qualifying facility during an extraordinary operational circumstance
is subject to review by the Commission as a consequence of § 3.0460.

He concluded that this section is necessary and reasonable,
The Commission adopts the Examiner's findings, and concludes that the

need for and reasonableness of this definition has been adequately
demonstrated.
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This section requires the filing of all of the computations made by
ity in determining Schedules A and B. This section was explained in
ement as follows:

This filing requirement is necessary in order for the Commission and
all interested parties to review the reasonableness of the utilities'
computational methods. Such a review may be necessary to determine
whether or not the utilities' filings conform with the requirements
of the rule. This requirement {s reasonable since the Commission is
responsible for the enforcement of the rule.

The Examiner found this section both necessary and reasonable.

The Commission adopts the findings of the Examiner, and concludes
need for and reasonableness of this section has been adequately

demonstrated by the Statement.

I. Schedule G; special rule for non-generating utilities.

The Statement explained the purpose of this section of the rules as

initially proposed as follows:

Schedule G applies to utilities that purchase all of their power for
resale. Such a nongenerating utility is required to file Schedules
A-G excluding E. The information for Schedules A and 8 are to be
determined from cost information provided by the utility's suppliers
since the nongenerating utility would have no such information
pertaining to its own system. This information will be necessary for
the Commission and other interested parties to compare the generation
costs of all utilities and this wil) provide potential qualifying
facilities with information that will help them estimate the 1ikely
future avoided cost payments from the utility, Schedules C, D and f
are necessary and’reasonable for the reasons stated above. Schedule
E is not needed because the conditions assumed thereunder do not
apply to nongenerating utilities. Schedule & is necessary because
the rates for purchase of power delivered by qualifying facilities
will be based on the rates paid by the utility for power from its
normal supplier. The reasonableness of this basis for the avoided
cost computation will be discussed in this statement under ‘the
explanation of 4 MCAR § 3.0455,

Several changes to the rules as initially proposed were discussed in

the Commente:

The Commission recommends changes in this paragraph which clarify the
rule, reduce the administrative burden and expense on utilitiés, ang,
in conjunction with other recommended changes, permit utilities to
choose between paying rates based on avoided costs or paying higher
rates without expending the time and money to determine their avoided
costs. The recommended changes are responsive to comments received
from both municipal utilites and cooperative utilities,

With the recommended changes, each non-generating utility files its
wholesale purchase rates as Schedule G. Testimony recejved at the
hearings indicated that.several non-generating utilities purchase
power from more than one supplier. The rule as recommended
reasonaply requires that Schedule G be based on the supplier from
which purchasess may first be avoided. For exampie, if a
non-generating utility purchases most of its requirements from
supplier A, and supplements them with purchases from supplier B,
purchases from supplier B would be avoided first. The utility would
file as Schedule G the wholesale rate of supplier 8.

Municipal utilities were concerned that their suppliers would not
provide them data for Schedules A and B. The recommended change
clarifies the proposed rule to explicitly state that Schedules A and
B are optional for aon-generating utilities. This change is in line
with the interpretation presented by Commission staff during the
hearings.
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The recomended change continues to permit non-gener..ing utilities to
file Schedules A and B. This is reasonable because the avoided
generation costs calculated on Schedules A and B are the real costs
which may be avoided due to electric generation by qualifying
facilities, It is reasonable to assume that Schedule G rates will in
most cases exceed Schedule A and Schedule B8 avoided costs.

Therefore, utilities which avail themselves of the option with the
lesser administrative burden, filing Schedule G, will not thereby
subject qualifying facilities to lower rates. At the same time,
utilities which choose to file actual costs which may be avoided, in
the form of Schedules A and B, will pay the statutory requirement of
full avoided costs.

As with Schedule G itself, if the nongenerating utility with more
than one supplier chooses to also file Schedules A and 8, the
recommended change insures that Schedules A and B contain data from
the supplier from which purchases would first be reduced or avoided.

The Examiner found this section, as finally proposed, necessary and
reasonable. He also found that the changes did not result in a supstantia)
change within the meaning of 9 MCAR § 2.111.

i The Commission adopts the findings of the Examiner, and concludes
that the need for and reasonableness of this section has been adequately
demonstrated by the Statement and Comments.

J. Availability of filings.

This section specifies that all filings required by 4 MCAR § 3.0452
A-1 shall be made with the Commission and shall be maintained at the utility's
?f{;ces. The purpose of this section was explained in the Statement as
ollows:

It is necessary that all tariff filings concerning purchase rates be
made readily available so that the Commission, all qualifying
facilities, and any potential qualifying facility can estimate
present and future avoided cost based purchase rates. Access to
filings will allow interested parties an opportunity to make a
Judgment as to the reasonableness of all computations and an
opportunity to understand their responsibilities as sellers of energy
to a utility, Restricting access to the filed information would
serve to frustrate the purpose of M.S. § 216B.164 by discouraging
cogeneration and small power production and would be unreasonable.

The Examiner found this section both necessary and reasonable.

The Commission adopts the findings of the Examiner, and concludes
that the need for and reasonableness of this section has been adequately
demonstrated by the Statement. ’

4 MCAR § 3.0453. Reporting Requirements.

A.  General Requirements. .

4 MCAR § 3.0453 A requires each utility which is interconnected with
.2 qualifying facility to provide the information specified in subsections B
through D of the section and allows the filing of certain information
specified in subsections E and F.

The Commission discussed this portion of the rules in the Statement
in the following manner:

Pursuant to M.S. § 2168.164, subd, 7, the Commission is required to
submit a report to the Legislature on Jan. 1, 1983.

Such a report must address at a minimum, the following issues:

1) The location, type, and output of cogenerators and small power
producers in the state;

2) wWhether cogeneration and small power production has resulted in
any major impacts on the utility system; and

3
~—

The effectiveness of the provisions of the state law and the
Commission's rules in encouraging cogeneration and small power
production.
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Because of this statutory requirement, the Commission must obtain
reliable and accurate information from which a report may be compiled,

The Commission believes that such a reporting requirement is
necessary and reasonable, because in most cases only the utility will
have possession of tne needed data or access thereto. In addition,
the Commission does not passess the resources necessary to adequately
collect and assemble the essential information.

One of the basic premises underlying the cogeneration and small power
productqn portions of PURPA was to alleviate as many burdens on the

climate in which to operate. To impose the reporting requirements on
the individual qualifying facility, over which the Commission does
not have general regulatory Jurisdiction, would place a burden on the
qualifying facility which would be contrary to the intent of the FERC
rules as well as pertinent portions of PURPA. Such a reporting
requirement may be more appropriately placed on the utilities which
are within the scope of traditional regulatory jurisdiction.

The Commission amended the rules as initially proposed to 1limit the
application of the subsection to those utilities which have actually.
interconnected with a qualifying facility. The provision was also amended to
require filing on or before November 1, 19832, on January 1, 1986 and every

two years thereafter, rather than at any time the Commission may require such
filings in the future.

These amendments were discussed by the Commission in the Comments in
the following manner:

The Commission is recommending two changes in this section of the
rule. The first change restricts the reporting requirements to
utilities which are interconnected with qualifying facilities. This
is reasonable because the reports are needed to gather information
about interconnected operations, and no information is needed from
utilities which are not interconnected with qualifying facilities.
The result of this change would be a reduction in the time, effort,
and expense of compliance with these rules for utilities which are

The second recommended change affects the timing of the reports. The
. initial report due date is extended one year, to November 1, 1983 as
a practical matter. Although the Commission must report to the
Legislature on January 1, 1983, it is impossible to have rules in
place to require reports by November 1, 1983. It is reasonable to
assume the legislature would be interested in the information when it
does become available. The recommended change would also require new
reports every two years, to be filed concurrently with the annua)
filing requirements on January 1. The Commission believes that the
information required in 4 MCAR § 3.0453 is very important
particularly since experience with interconnected operations is now
so limited, The Commission is, therefore, recommending a continuing

operations with quatifying facilities over time. By requiring the
reports regularly at two-year intervals, the recommended change
reduces the requlatory burden as much as possible, and removes what
some have perceived as too much agency discretion.

The Hearing Examiner discussed 4 MCAR § 3.0453 4, as finally
proposed, in the following manner;

The need for interconnected utilities to file such information is
twofold. Initially, the Commission is required by Minn Stat, §
2168.164, subd, 7 {1981 Supp.), to report to the Legislature
concerning the status of cogeneration and small power production
activities within the State of Minnesota and its attendant impact on
the utilities., Finally, since information regarding the status and
impact of qualifying facilitiess ig virtually non-existent in
idinnesota and the Commission, to oversee the implementation of its
rules, must have continuing knowledge of the development of
cogeneration and small power production in the state of Minnesota, it
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is necessary that relevant information is available to the Commission
both initially and on a reasonably on-going basis. Since it is
necessary that the Commission be apprised or relevant information
concerning the status of cogeneration and small power production
facilities in the state of Minnesota, it is reasonable that such
information be filed with the Commission. The two-year period
selected gives certitude to the scope of the demands to be made on
utilities and reduces the attendant requlatory burden to the greatest
extent consistent with the availability of accurate information.

The comment by the MMUA that there is no evidence in the record
regarding the need for continued filings of such information (Pub.
Ex. 117, MMUA Reply Comments, p. 9), overlooks the Commission's
rationale for regular filings. (See, Agency Ex. J. p. 9).

Section 3.0453 of the proposed rules is both necessary and reasonable.

The Hearing Examiner also concluded that the amendments to 4 MCAR §
3.0453 A do not constitute a substantial change within the meaning of 9 MCAR §
2111, In reaching this conclusion, the Hearing Examiner reasoned the
following:

The amendments to § 3.0453 A, which limit its application to
utilities that nave actually interconnected with-a qualifying
facility and specify the time interval for subsequent filings of the
requested information do not constitute a substantial change within
the meaning of 9 MCARR § 2111, The amendments introduced were solely
for the purpose of responding to adverse comments made by public
witnesses at the hearings. As such, they are clearly a logicail
outgrowth of the hearings which have the effect only of reducing the
regulatory burden on affected utilities without compromising the
integrity of the information sought.

Since the only affected party is benefited by the change without
adverse impact on any other potential interested person, the change
results in no prejudice. A change benefitting all potentially
interested persons adopted as a result of testimony received at the
public hearings and adequately supported by the existing record is
not a substantial change within the meaning of 9 MCAR § 2111, -

The Commission adopts the findings and conclusions of the Hearing
Examiner and concludes that the need for and reasonableness of 4 MCAR §
3.0453 A has been adequately demonstrated. The Commission further concludes
that the amendments to this section do not constitute a substantial change
#ithin the meaning of 9 MCAR § 2.111.

B. Net energy billed qualifying facilities.
C. Other qualifying facilities.

4 MCAR § 3.0453 B requires an interconnected utility to provide
specified information relative to interconnected qualifying facilities
operating under net energy billing. The information to be filed details the
operation and effect of qualifying facilities using net energy billing.

4 MCAR § 3.0453 C requires that certain specified information be
filed by a utility with respect to its interconnected activities with
qualifying facilities under rates other than net energy billing.

The Commission generally discussed the reporting requirements in the
Statement as follows:

In order for the Commission to accurately assess and report on the
output of interconnected qualifying facilities as required by M.S. §
2168.164, it is necessary for the Commission to require the utilities
to submit a summary of the following where applicable:

1. Total number of interconnected qualifying facilities.

Such information is needed for the Commission to determine the extent
of interconnected qualifying facilities as well as to evaluate the
gistribution of qualifying facilities within the respective servica
areas throughout the state.




2. Nameplate ratings.

The nameplate ratings are necessary to appraise the apparent addition
of capacity through the interconnection of qualifying facilities.

3. Type of interconnected qualifying facilities.

By distinguishing qualifying facilities by type {e.9., wind,
photovoltaic, hydro, etc.), the Commission will be able to determine
what technologies are in fact being utilized as wel) as providing
public information with respect to the use and contribution of
various technologies.

4. For each qualifying facility type, the total Kwh deliverd per
month to the utility,

This information is needed to effectively evaluate the amount of
energy generated by small power production and cogeneration units in
Minnesota. Such information is of great public importance also, as
it may indicate the viability of alternative means of energy
generation in the future. By segregating the information into unit
types, the Commission will be able to appraise the relative
effectiveness and contribution of energy to the system by different
types of qualifying facilities, as well as to determine which
technologies are capable of significant current contributions to the
utility's system.

5. For each qualifying facility type, the total Kwh delivered per
month by the utility.

This information is needed to evaluate the total impact of qualifying
facilities on the utility system, Such information will allow the
Commission to determine what effect, if any, interconnection of
qualifying facilities will have on the system load.

6. For each qualifying facility type, the net energy delivered per
month to the utility.

This data is needed to analyze the net impact of cogeneration and
small power production units on the system as well ds to assess the
potential benefit to be gained from alternative means of energy
production,

7. For each qualifying facility type, the total Kwh delivered per
month to the utility, reported by on-peak and off-peak periods.

This information will allow the Commission to review the total amount
of energy-generated by those qualifying facilities not under the net
Dilling option. By distinguishing between on-peak and off-peak
deliveries, it will be possible to determine whether or not
qualifying facilities are providing energy during crucial on-peak
demand periods. This information will also allow the Commission to
accurately describe and detail the output of those qualifying
facilities utilizing the time-of-day classification.

The Hearing Examiner, in his review of ¢ MCAR §§ 3.0453 8 and C,
found that it is necessary for the Commission to be aware of the impact of net
energy billing qualifying facilities on each utility and on the energy network
in the state. He also feund that the most cost efficient way for the
Commission to fulfill both its reporting requirements and its role in
fostering cogeneration and small power production is for the Commission to
require the filing of such information relative to such qualifying facilities.

The Hearing Examiner also recommended that the Commission add
language to this section specifically stating that the word "type" refers to
the energy source of the qualifying facility.

In accord with the Hearing Examiner's recommendation, the Commission
has added the pnrase "by energy source" to the section to reduce any possibnle
uncertainty or ambiguity.

The Commission adopts the findings of the Hearing Examiner and
concludes that the need for and reasonableness of 4 MCAR §§ 3.0453 B and C has
been adequately demonstrated. The Commission further concludes that the
amendments to these sections do not constitute a substantial change within the
meaning of 9 MCAR § 2.111.



D. Wheeling.

4 MCAR § 3,0453 D requires that the utility file with the Commission
a summary of wheeling activities undertaken by the utility.

The Commission discussed this section in the Statement in the
following manner:

The utilities are also required to submit a summary of all wheeling
activities. Such information is needed to determine the extent of
the wheeling of energy generated by qualifying facilities and to
evaluate the attendent problems or concerns thereof by all interested
parties.

The Commission amended this portion of the rules as initially
proposed by limiting the reported information to those activities undertaken
with respect to qualifying facilities. This amendment was discussed by the
Commission in the Comments in the following manner:

The purpose of this recommended change is to specify that only
wheeling activities which are undertaken with respect to qualifying
facilities are to be reported. The Commission never intended to
require a utility to report wheeling activities not associated with
qualifying facilities. This change clarifies that intention.

The Hearing Examiner found this provision of the rules as finally
proposed to be necessary and reasonable. He also found the amendment did not
constitute a substantial change within the meaning of 9 MCAR § 2.111:

Limiting the report to those wheeling activities undertaken with
respect to qualifying facilities was done to clarify the origina}
intent of the Commission and make explicit what was prevoiusly
implicit only in the proposed rule. The subject matter of Minn.
Stat. § 216B,164 (1981 Supp.), is cogeneration and small power

" production and the responsibility of the Commission with respect
thereto. The Commission has no regulatory authority over wheeling
activities undertaken-outside of the context specified in Minn. Stat.
§ 216B.164 (198) Supp.). Such activities are regulated by FERC, In
the absence of authority for the Commission to regulate all wheeling
activities, it is both necessary and reasonable to limit the
reporting to the Commission of wheeling activities to those wheeling
activites over which it has jurisdiction. {See, Pub. Ex. 6, NSP;
Pub. Ex. 65, Ottertail Power Company; and Pub. Ex. 117, MMUA Reply
Comments, p. 9).

P

Since the amendment merely restricts the application of the rule
senefitting the only party even possibly affected without adverse
impact on any other potentially interested party, and is a logical
outgrowth of the hearings adequately supported in the record, the
amendment to § 3.0453 D. does not constitute a substantial change
within the meaning of 9 MCAR § 2.111.

The Commission adopts the findings of the Hearing Examiner and
concludes that the need for and reasonableness of 4 MCAR § 3.0453 D has been
adequately demonstrated. The Commission further concludes that the amendments
to this section do not constitute a substantial change within the.meaning of 9
MCAR § 2.1

£, Major impacts.
¢. Effectiveness.

4 MCAR §§ 3.0453 E and F allow utilities to submit information
relative to the major impacts of cogeneration and small power production on
its utility system and the effectiveness of the cogeneration statute and the
Commission's rules as observed by the utility.

The Commission discussed these provisions in the Statement in the
following manner:

The utilities are also required to include in their reports:

A) A statement of any major impacts that cogenerators and small power
production has had on the utility system; and
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8) A statement of the effectiveness of M.S. § 2168.164 and the
Commission's rules in encouraging cogeneration and small power
production.

Both statements present an opportunity for the Commission to receive
comments and information concerning cogeneration and small power
production, as well as an opportunity for the utilities to submit
their concerns, observations and subjective evaluations to the
Commission for its consideration and evaluation.

_ The Commission amended the provision as initially proposed by making
the filing of such information permissive rather than mandatory. The
Commission discussed the amendments in the Comments in the following manner:

It is recommended that these provisions of the rule be changed to
remove the requirement that utilities submit reports concerning the
major impact of qualifying facilities and the effectiveness of M.S. §
216B.164 and 4 MCAR §§ 3.0450-3.0463. The purpose of these changes
is to reduce the administrative burden on reporting utilities. This
is responsive to comments that the Commission's proposed rules are
unduly burdensome on the utilities. At the same time, the rule
provides utilities with an opportunity to express their opinions to
the Commission on these matters.

The Hearing Examiner discussed 4 MCAR §§ 3.0453 E and F in the
following manner:

The Commission, pursuant to Minn. Stat. § 2168.164, subd. 7 (1981
Supp.), has the responsibility of reporting to the Legislature on the
major impacts of cogeneration and small power production and on the
effectiveness of regulation of qualifying facilitiess. Since
utilities are substantially affected by the existence of cogenerators
and small power producers, it is reasonable to afford such utilities
an official opportunity to contribute to the Commission's assessment
of the role of cogeneration and small power production in Minnesota.
Since the purpose of the information is to afford the utilities some
voice in Commission views, it is reasonable to make tHe filing of
such information only optional. The change from a mandatory to
permissive filing of the information herein discussed was a response
by the Commission to comments of public witnesses that portions of
the proposed rules imposed undue burdens on the utilities without
offsetting regulatory benefits. If a utility does not wish to
express its opinions on cogeneration and small power production to
the Commission, it should not be required to do so.

Since the only party affected by the change is benefitted thereby
without any possibility of adverse impact on any other potentially
interested party and the change is a logical outgrowth of the hearing
process adequately supported in the record, the amendment to §§
3.0453 E and F making the filing of information relative to the
opinions of the utilities on cogeneration and small power production
optional is not a substantial change within the meaning of 9 MCAR §
2.1 .

The Commission adopts the findings of the Hearing Examiner and
concludes that the need for and reasonableness of 4 MCAR §§ 3.0453 E and F has
been adequately demonstrated. The Commission further concludes that the
amendments to these sections do not constitute a supstantial change within the
meaning of 9 MCAR § 2,111,

4 MCAR § 3.0454 (Conditions of service.

The Commission's Statement contained the following discussion of this
rule as a whole:

This proposed rule establishes the conditions which must be met by
both the utility and the qualifying facility for engaging in
interconnected operations. It is necessary because established
conditions enable each party to know in advance what is expected of
it and the other party. That knowledge greatly reduces uncertainty,
It is reasonaole to expect that reduction of uncertainty will
encourage cogeneration and small power production. In addition,
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established conditions ensure uniform treatment of 1fy1ng
facilities by utilities, and provide a basis for resciving disputes.
This proposed rule is reasonable because it fairly assigns
responsibility for meeting conditions between the utility and the
qualifying facility.

The Examiner elected to discuss this rule section-by-section, and he
Tade no response to this part of the Statement. The Commission will do
ikewise.

A. Requirement to purchase.

The rule as adopted differs from the rule as initially proposed in
two ways. First, the conjunction has been changed to require utilities to
purchase "energy and capacity", instead of “"energy or capacity", from
qualifying facilities. Second, the reference to the set of rules governing
cogeneratvon and small power production has been revised because the
Commission is not adopting 4 MCAR § 3.0463.

The Commission included the following discussion of the need for and
reasonableness of this section in its Statement:

This section requires the utility to purchase electricity from any
qua11fy1ng facility agreeing to the conditions. The requirement to
purchase is necessary because a utility which refused to purchase
could leave the qualifying facility without a market for its power.

A possible result could be that more efficient generation (by the
qualifying facility) would be foregone for less efficient generation
(by the utility). Such a result would be contrary to the most basic
reason for encouraging cogeneration and small power production:
promoting efficient use of resources, The requirement for utilities
to purchase from qualifying facilities is part of both PURPA (Section
210 (a)) and the FERC rules (18 CFR § 292.303(a)). This section is
reasonable in that it aiso requires qualifying facilities to agree to
the conditions established in this rule.

The Examiner concentrated on the need to change "or" to "and" in his
Report: .

Section 3.0454 requires that a utility purchase from a QF all “energy

‘or capacity" offered for sale under the conditions set forth i{n the
proposed rules. The requirement that a utility purchase all energy
and capacity made available to it by a QF in accordance with
governing legal standards is mandated by state statute. Minn. Stat.
§ 216B.164, subd. 4(b) (1981 Supp.).

A number of public witnesses commented that the use of the word "or®
rather than the use of the word "and" in line 2 of § 3.0454 A,
conflicts with governing state and federal statutes. (See, Pub. €x.
6, NSP, p. 9; Pub., Ex. 65, Ottertail Power Company, p. 8; Pub. Ex.
88, Interstate Power Company, p. 3; and Pub. Ex, 118, NSP Reply
Comments). While a rule requiring that the utility purchase the
energy and capacity made available by a QF is necessary as a
consequence of federal and state law, the rule, as stated, is an
unreasonable response to that need in that the usage of the word "or*
between the word "energy" and the word "capacity" in the second line
of § 3.0454 A, may rationally be construed as varying the legal
responsibility of the utility to purchase both energy and capacity.
The statute requires that available energy and capacity rather than
energy or capacity be purchased.

To remedy the defect, the Commission should substitute the word "and"
between the word "energy" and the word “"capacity" for the word “or"
in line 2 of § 3.0454 A,

In the rule as adopted, the Commission has followed the Examiner's
recommendation, and substituted "and" for "or." It is clear from the
Statement that the Commission was not proposing to 1imit purchases to either
energy or capacity. The Commission concludes that the need for and
reasonableness of this section of the rule as adopted have been adequately
demonstrated, and that the substitution of "and" for "or" does not result in a
substantial change within the meaning of 9 MCAR § 2,117,
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B.

Written contract.

The Statement contained the following discussion of this section:

Interconnection implies the purchase and sale of energy and capacity
by the utility and the qualifying facility over substantial periods
of time. WNeither the transactions nor the physical equipment
necessary to accomplish the transactions are simple. It is both
necessary and reasonable, therefore, that the parties to the
transactions state their understanding of the terms and conditions in
writing. This statement will prevent disputes from arising and will
aid in the resolution of disputes.

Some persons have argued that requiring a contract would be in itself
a significant discouragement to potential owners of qualifying
facilities. The argument suggests both that unnecessary costs of
lega) review would be incurred and that utilities would unilaterally
make unfair requirements of qualifying facilities in such contracts.

The Commission believes this argument s without merit. First, a
written contract is a reviewable document. It, therefore,
discourages unreasonable demands which might otherwise be made in
oral agreements. Second, a written-contract tends to make each party
explicitly aware of its rights and obligations. Third, written
contracts better enable the Commission to ensure uniform treatment of
quaiifying facilities by utilities. Fourth, standard written
contracts, especially for small qualifying facilities, will effect
significant administrative cost savings, as the contract need not be
redrawn each time a qualifying facility applies for interconnection.

The Examiner found this section necessary and reasonable:

Section 3.0454 B, requires that a QF and a utility execute a written
contract prior to interconnection of the QF. It is necessary that
the respective legal obligations and business relationship between
the QF and the utility be specified for certitude, clarity, and the
protection of all involved parties and ratepayers. (See Statement of
Need and Reasonableness, pp. 18-19). The Commission has proposed a
written eontract as the instrument For expressing the business
relationship between the QF and the interconnected utility., A
written contract is, of course, the normal means or specifying legal
obligations.

A number of public witnesses, generally utilities, strongly favored
the requirement of a written contract. (see, e.g., Pub. Ex. 4,
Eicher, p. 8; Pub, Ex. 6, NSP, p. 9; Pub. Ex. 10, Minnesota Power, p.
4; Pub. Ex. 65, Ottertail Power Company, p. 15; Pub. Ex. 88,
Interstate Power, p, 3; and Pub, Ex. 118, NSP Reply Comments, p. 10),

While cogenerators anf small power producers did not dispute the need
for certitude in the respective legal obligations of the parties,
they suggest that the experience of small cogenerators and small
power producers with the unilateral bargaining power of the utilities

‘makes it more reasonable for the Commission to dispense with the

requirements of a written contract. They suggested that the
Commission generate and approve as part of its regulatory mechanism a
uniform. statewide contract. {See, Pub. Ex, 100, Senator Marion
Menning; and Pub, Ex. 113, Jacobs Wind Electric Co., Reply Comments,

p. 6).

As demonstratad by NSP, however, the formulation and unilateral
imposition of a stated contractual relationship on all QFs and
utilities, even if legally permissible, is practically impossible.
(See, Pub. Ex. 118, NSP Reply Comments, p. 10). Moreover, there is
no specific legal authority for the Commission to first formulate and
then uniterally impose on all QFs and utilities a uniform statement
of tneir respective legal obligations. The Hearing Examiner accepts
the occurrence of instances of rapaciousness and the use by certain
utilities of unilateral bargaining power in past relationships with
QFs. He find, however, that the combination of the execution of a
written contract which may not alter the respective opligations of
the parties enumerated in federal and state statutes and regqulations
with the ability of a prospective QF to bring a specific dispute
concerning a proposed contractual provision to the Commission for
resolution, pursuant to § 2.0460, where the burden of proof will be
on the utility, provides adequate protection to a QF.




need for

The requirement of a written contract between a QF and a utility is
both necessary and reasonable.

The Commission adopts the Examiner's findings, and concludes that the
and reasonableness of this section have been adequately demonstrated.

C. Compliance with national electrical safety code.

need for

The Commission included the following discussion in its Statement:

Safe handling of electricity is vital to qualifying facilities, to
utilities, and to the general public. In an early draft submitted
for comment the Commission proposed to require the qualifying
facility to comply with the National Electrical Safety Code. One
manufacturer of small power production equipment objected that
adherance to the Code could damage his equipment. The Commission has
determined, therefore, that a reasonable requirement would be for the
interconnection to meet Code specifications. The Commission notes

a e Minnesota State Board of Electricity has asserted its
Jurisdiction over safe wiring of qualifying facilities.

The Examiner found that this section was both needed and reasonable:

Section 3.0454 C. requires that the interconnection between the
Qualifying Facility and the utility comply with the requirements of
the National Electrical Safety Code, 1981 Edition. It is necessary
for purposes of safety that an interconnection meet generally
recognized safety standards. It is reasonable that the
interconnection be accomplished in compliance with the generally
accepted electric safety code,

Northern States Power Company suggested that additiona) specific
codes be referenced. (Pub. Ex. 118, NSP Reply Comments, p. 10). The
legitimate concern expressed by NSP is fully answered by § 3.0462 J.
Section 3.0454 C. is both necessary and reasonable,

The Commission adopts the Examiner's findings, and concludes that the
and reasonableness of this section have been adequately demonstrated.

2. Responsibility for apparatus.

with the

In the rule as adopted this section has been revised in accordance
Examiner's recommendation by deleting the last sentence of the rule

as initially proposed.

The Statement discussed this section as follows:

This section requires qualifying facilities to install, operate, and
maintain equipment required for safe and reliable generation in
parallel with the utility, or, in the alternative, to pay the utility
to install, operate and maintain the equipment, It is a necessary
condition that the qualifying facility pay for interconnection

.costs. This is a requirement of state law (M.S. § 2168.164, subd, 8)

and of the FERC regulations (18 CFR § 292.306), and is logically
consistent with the purpose behind requiring utilities to pay full
avoided cost to qualifying facilities. Payment of full avoided cost
ensures that, in a "frictionless" world, a)l cogeneration and small
power production which is more efficient (i.e., cheaper)} than
marginal utility production will come into being. All incremental
efficiency gains are manifested as profits of qualifying facilities.
The utility ratepayer then pays exactly as much for electricity
generated by qualifying facilities as he would have if the utility
had generated it all. He is thus economically indifferent between
the sources. If, however, he were required, through his utility, to
pay interconnection costs as well as full avoided costs, he would no
longer be indifferent, but would be better off if the utility
generated all its electricity and purchased none from qualifying
facilities. It is, therefore, reasonable that the qualifying
facility be responsible for this interconnection equipment.

The utility may nevertheless have knowleoge and expertise about

interconnections which it would not be cost effective for the owner
of the gualifying facility to acquire. The utility may also be abie
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to purchase interconnection equipment at 1. .. prices than may be
available to individuals. Consequently, it is reascnable to require
the utility to install, operate, and maintain interconnection
equipment if requested by the qualifying facility, provided the
utility is reimbursed for its costs.

The Examiner discussed this section as follows:

Section 3.0454 D. requires that the Qualifying Facility furnish,
install, operate and maintain, without cost to the utility, apparatus
required by the Qualifying Facility to operate in accordance with
Schedule D, The rule additionally requires a utility, at the option
of the QF, to provide, install and operate at cost, the equipment
required for the QF to provide safe and reliable generation in
parallel with the utility.

It is necessary that the responsibility for payment of -
interconnection costs be fixed. Except as otherwise expressly
provided, governing federal and state law require a QF to bear
interconnection costs. As a consequence of both governing law ang
reasonable equity between the QF and the utility's ratepayers,
therefore, the initial sentence of § 3.,0454 0. is both necessary and
reasonable,

The second sentence of § 3.0454 D. requiring a utility to purchase,

install and operate such equipment at cost at the request of the QF
is assertedly necessary and reasonable because the utility has

superior expertise which would not be cost effective for the QF to

gt;Iize otherwise. (See, Statement of Need and Reasonableness, p.
9).

There are no facts adduced in the record supporting the assumption by
the Commission that this sentence of subpart D. is responsive to Y
legitimate concern.

A number of public witnesses testified that the broad language of
this portion of the proposed rules may require a utility to
completely staff and provide spare parts and repair equipment to its
QFs. (See, Pub, Ex. 4, Eicher, p. 9). The MMUA testified that the
requirements of this portion of thé rule would place an undue burden

"on a smaller utility in that it typically does not have available
personnel experienced in installing operating and maintaining those
portions of a QF's apparatus required for it to operate in accordance
with Schedule D. (Pub, Ex. 117, MMUA Reply Comments, p. 10).

To correct the defect, the Commission should either delete the final
sentence of § 3.0454 D., or reconvene the hearings to develop a
record to support the need and reasonableness of such a requirement,

The Commission adopts the Examiner's findings, and concludes tnat the
need for and reasonableness of this section of the rule as adopted have been
adequately demonstrated.

The Commission finds, with respect to the deleted sentence, that
potentially interested parties had notice that the issue of financing
interconnection costs would be considered in the proposed rulemaking.
Horeover, the Notice of Hearing informed potentially interested parties that,
as a conseguence of the hearing, any portion of the proposed rules might be
altered. Finally, the Commission finds that the deletion is fully supported
in the record, and is a logical outgrowth of the rulemaking proceeding. The
Commission concludes that the revision is not a substantial change within the
meaning of 9 MCAR § 2.11).

E. Liability insurance.

As initially proposed, this section of the rules read, "A utility or
qualifying facility shall not require the procurement of liability insurance
as a condition of service." In the Statement, the Commission discussed the
issue of whether or not a qualifying facility should be required to procure
1iability insurance as a precondition to interconnected operation as follows:

In the development of these proposed rules, few issues nave generated

as much controversy as has the question of whether utilities may
require qualifying facilities to hold liapility insurance.
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this issue. As a result of that testimony, the Commission proposed the
following altered text for this section, "A utility or qualifying facility may

»

Utilities have generally taken the view that the nature of their
business makes them prime targets for persons seeking liability
damage awards. In their view, interconnection with cogenerators and
small power producers reduces the utility's control over its
transmission and distribution system, and may, therefore, increase
its exposure for liability. At the same time, utilities have feared
that even if a qualifying facility is clearly at fault, it is the
utility which will be sued, both because of the direct physical
connection with the utility and because of the greater certainty of
payment if damages are awarded. Utilities have, therefore, often
demanded that qualifying facilities purchase liability insurance -
usually in amounts of $500,000 to $1 million - as a condition of
interconnection,

Owners and manufacturers of qualifying facilities, on the other hand,
have taken the position that the real reason for requiring liability
insurance is to discourage and inhibit cogeneration and small power
production. They have argued either that such insurance is simply
not available, or is available at a cost which is prohibitively
high. The result in either case, they have said, is the same as
having the utility simply refuse to interconnect and purchase power,

The Commission observes that there is little practical experience of
the effects of interconnected cagenerators and small power producers
on utility power supply systems. Consequently, there is no
information of which the Commission is aware on how often
interconnected operations cause damage (if ever), or on the size of
claims won because of such damages. [t {s, therefore, impossible for
the Commission to determine how much 1iability insurance would be
appropriate if insurance were required.

The Commission believes that a prudent person, engaging in a business
venture to supply a product as potentially dangerous as electricity,
would want to secure liability protection. Nevertheless, the
Commission feels it is appropriate for each owner of a qualifying
facility to make his own Judgment on this issue. It is likely that
if an uninsured qualifying facility were successfully sued, the news
would get out to other qualifying facilities, and might influence
those without protection to seek it.

The Commission concludes, therefore, that it would be both
unnecessary and unreasonable to require liability insurance as a
conaition of service. Section E. of this proposed rule makes this
¢lear, -

During the hearings, the Commission heard considerable testimony on

require proof of coverage or the procurement of a reasonable amount of
liability insurance as a condition of service." .

read:

The Commission revised its supporting rationale in the Comments to

In the development of these proposed rules, few issues have generated
as much controversy as nas the question of whether utilities may
require qualifying facilities to possess liability insurance.

Utilities have generally taken the view that the nature of their
business makes them prime targets for persons seeking liability
damage awards. In their view, interconnection with cogenerators and
small power producers reduces the utility's control over its
transmission and distribution system, and may, therefore, increase
its exposure for liability. At the same time, utilities have feared
that even if a qualifying facility is clearly at fault, it is the
utility which will be sued, both because of the direct physical
connection with the utility and because of the greater certainty of
payment if damages are awarded.

(wners and manufacturers of qualifying facilities, on the other hand,

have taken the position that the real reason for requiring liability
insurance is to discourage and inhibit cogeneration and small power
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production. They have argued either that such insurance is simply
not available, or is available only at a cost which is prohibitively
high. The result in either case, they have said, is the same as
having the utility simply refuse to interconnect and purchase power.

Public testimony, as submitted for the record during the hearings,
indicated that liability coverage was easily obtainable and
relatively inexpensive.

The Commission also believes that by requiring a manual disconnect
switch and by prohibiting the execution of a hold harmless clause as
a condition of service, the amount of risk exposure is effectively
reduced to the point that the cost of obtaining insurance should not
be prohibitive nor burdensome.

The Commission is of the opinion that a prudent person, engaging in a
business venture to supply a product as potentially dangerous as
electricity, would want to secure 1iability protection. The
Comnission believes that all owners, not just the prudent ones,
should have 1iability coverage to guard against the possibility of
harm to others and any resulting legal claims in the event of an
accident due to negligence on the part of an individual qualifying
facility owner., Without insurance or 1iability coverage, an injured
person could, for all practical purposes, be left without legal
recourse or recovery should the party at fault be without financial
assets or adequate liability coverage. The Commission believes
further that 1iability coverage is necessary to relieve severe
economic distress of uncompensated victims of such accidents within
the state by allowing the utility to require the maintenance of
Tiability coverage as a condition of service. This position is
essentially analogous to the rationale supporting the Minnesota
no-fault automobile insurance act (M.S. § 658.4) ff). The Commission
concludes, therefore, that it is both reasonable and necessary to
allow parties to require liability coverage as a condition of service.

The Comission observes that there is littie practical experience of
the effects of interconnected cogenerators and small power producers
upon utility power supply systems. Consequently, there is no
information of which the Commission is aware on how often
interconnected operations cause damage (if ever), or on the size of
claims won because of such damages. - The Commission would not object
to a recommendation by the Examiner of a specific dollar amount of
insurance based upon the Examiner's review of the record.

The Examiner noted that this section as finally proposed took a
position opposite to the section as origifally proposed, but found that the
procurement of insurance is a reasonable means of obviating the impact of a
particular risk. He found evidence in the record which showed that i
interconnection with at least certain types of qualifying facilities posed a
peculiar safety hazard, in that wind power production equipment has the
potential to self-energize,

Examiner Campbell concliuded that the rule as finally proposed was
necessary wnen the pecuiiar risk imposed upon a utility by the operation of
certain cogeneration activities was seen in concert with the inability of the
utility to require a qualifying facility to demonstrate financial
responsibility and with the possibility of a financially irresponsible
qualifying facility beginning interconnected operations for a minima) expense.

However, the Examiner found that the section as finally proposed
failed to respond to the documented need and did not avoid the potential for
abuse, He objected to the Commission's requirement that a "reasonable amount”
of insurance be provided, and concluded that, in order for the section to
satisfy the statutory requirement of demonstrated reasonableness, that it must
be reasonably specific and specify a maximum dollar amount of coverage. He
felt the record would support a required coverage up to $300,000.

The Commission agrees. As stated in the Comments, the Commission had
no objection to a specific dollar amount, based upon the £xaminer's review of
tne recoerd. Tne Commission adopts the Examiner's findings relating to the
need to protect participants from the physical risk and the finalcial risk of
interconnected operations, relating to the availability of insurance coverage
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up to $300,000 under personal liability and homeowners' coverages without an
umbrella 1iability policy, relating to the need to assure that utilities do
not attempt to impose chrushingly large insurance requirements, and relating
to the unreasonableness of forcing individual determination of "pgasonable

levels" of insurance coverage.

The Commission concludes that its adopted language of this section,
specifying $300,000 as the maximum allowable required coverage, with the
option for a utility to require less if circumstances warrant, is necassary
and reasonable.

The Examiner also found that amending the rule as the Commission has
now done would not result in a substantial change. He saia:

The correction of the defect found by the Hearing Examiner in this
portion of the proposed rules would not result in a substantial
change within the meaning of 9 MCAR § 2.111.

The primary test of the presence of a substantial change is 2 lack of
adequate notice so that a potentially interested party could present
his views on the record. See, e.q., United Steel Workers of America
v. Marshall, 647 F.2d 1189 (D.C. Cir. 1580); American Tron & oteel
Tnstitute v. EPA, 568 F.2d 284, 293 (3rd Cir. 1977). While the rule,
as initially proposed, prohibited the requirement of insurance
coverage, the presence of the provision advised potentially
interested parties that the jssue of an insurance requirement would
pe considered in the proposed rulemaking. Moreover, the Notice of
Hearing informed potentially interested parties that, as a
consequence of the hearing, any portion of the proposed rules might
pe altered, The Statement of Need and Reasonableness issued by the
Commission with respect to its proposed rules admitted the presence
of a need but a lack of documentation as to the amount of coverage to
be required. (See Statement of Need and Reasonableness, P. 20)., It
is also important to note that the proposed rules involve an entirely
new subject matter and do not concern amendments to existing rules
under which persons may have vested interests. Finally, the
amendment to the rules is fully supported in the record and is a

* logical outgrowth off the rulemaking proceeding. South Terminal
Corp. v. EPA, 504 F.2d 646, 659 (Ist Cir, 1974) .

The Chief Hearing Examiner stated, in a Memorandum attached to his
Report wnich approved the Examiner's Report, that he believed this section to
nave been substantially changed after being initially proposed. He felt the
fundamental or basic thrust of the rule had been reversed, but believed he was

without authority, under M.S. § 15.0412 (now M.S. § 14.15, subd. 3) to insert
a "negative” finding. ' .

The Commissfion agrees with the Examiner's findings. 9 MCAR § 2.1
prescribes the four criteria which the Examiner is to use to evaluate whether
there has been a substantial change in the rule. The Examiner is to, "
consider the degree to which it:

A. Affects classes of persons not represented at the previous
hearing; or

B. Goes to a new subject matier of significant substantive effect; or




)

C.' Makes a major substantive change that was not rajsed by the
original Notice of Hearing in such a way as to invite reaction at the
hearing; or

0. Results in a rule fundamentally different from that contained in
the Notice of Hearing."

The Commission finds that the change to this section will not effect
any class of person not represented at the hearings. Persons on both sides of
this issue gave considerable testimony at the hearings including testimony
sponsored by a manufacturer of small power production equipment in support of
a $300,000 Yevel of insurance, and the Commission concludes that no additional
classes of persons are likely to be affected by this section,

The Commission finds that the change to this section does not go to a
new subject matter of significant substantive effect. Rather, it continues to
address the same subject matter, that of how to respond to the additional risk
imposed upon a utility by interconnected operations, and merely resolves the
issue in a fashion different than first proposed.

The Commission finds that the change to this section does not make a
major substantive change that was not raised in the Notice of Hearing in such
a way as to invite reaction at the hearing, since the Notice of Hearing, at 7
S.R. 115, referred potential participants to the complete text of the proposed
rules, and at 7 S.R. 116, advised all interested parties that the proposed
rules might be modified as a result of the hearing process. In addition to
that Notice, the Statement of Need and Reasonableness clearly indicated the
Commission's awareness of both sides of this issue and the fact that it had
preliminarily made a choice against requiring insurance. The Commnission
concludes that it advised potential participants that the issue of insurance
nad been considered and was highly controversial.

The Commission finds the change to this section does not result in a
rule fundamentally aifferent from that contained in the Motice of Hearing.
While the issue of insurance is certainly important, it is not a fundamental -
ccmponent of the rules as a whole. The Commission could have proposed, and
could adopt, rules that did not address the issue of insurance, and let that
issue be settled between the interconnecting parties. In this respect, the
insurance issue is quite different from the basic, fundamental issues of
mandatory interconnection and purchase or the rates for purchase. At the
worst, the change to this section will alter the calculation of revenues and
expenses that a potential qualifying facility would carry absent the
requirement of the rule, and wil)] be a small portion of the total costs of
becoming a qualifying facility.

Tne Commission adopts the Examiner's conclusion that the change to

this section of the rule is not a substantial change, both for the reasons
advanced in his Report and those outlined above. .
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F. Legal status not affected.

4 MCAR § 3.0454 F, as initially proposed, stated that the rules do not
affect the legal liability, rights, or status of any party under existing law.

This section was amended to include a provision stating that no party may
require the execution of an indemnity or hold harmless clause as a condition
of interconnection.

The Commission, in the Statement, discussed the rule ag initially proposed
as being a necessary and reasonable warning of the fact that no responsibility
or liability would be removed from any party.

The Commission further discussed the provision in its comments as follows:

It is generally recognized that the inherent nature of an interconnection
agreement between a qualifying facility and a utility results in unequal
bargaining power, Typically, the utility will be in a superior bargaining
position. The utility may otilize its position to the detriment of the
owner of the qualifying facility by requiring the execution of an
indemnity clause. Such clauses have the capability of taking undue
advantage of an unsuspecting owner and subjecting him to open ended
Tiability. In such a case, the utility has effectively transferred all
risk to the qualifying facility. Testimony was received during public
hearing to the effect that insurance companies are reluctant to write
1iability coverage for open ended indemnity clauses or that to do so
requires higher premiums than would otherwisae be present without such a
clause. To be required to purchase a liability policy covering an open
ended indemnity clause would place an inordinate financial burden upon the
owner of a qualifying facility,

The Hearing Examiner found 4 MCAR § 3.0453 F necessary and reasonable as a
result of the unequal bargaining power between the utility and a qualifying
facility as well as the demonstrated proclivity on the part of the utility to
shift the liability of the utility to the qualifying facility, He also noted
as being significant the fact that broad indemnity clauses, currently required
by utilities, may have the effect of voiding any insurance possessed by the
qualifying facility.

The Hearing Examiner also found the amendment to 4 MCAR §°3.0454 F not to
be a substantial change within the meaning of 9 MCAR § 2.111. Thé Hearing
Examiner reasoned that the prohibition against indemnity and hold hamless
clauses was implicit in the rule as initially proposed and that the amendment
mere’ly expressly provided so.

The Commission adopts the findings of the Examiner and conc ludes that the
need for and reasonableness of this section has been adequately demonstrated.
The Commission further concludes that the amendments to this section do not
constitute a substantial change within the meaning of 4 MCAR § 2.111. °

3. Payments for interconnection costs.

As initially proposed, this rule section enabled a qualifying facility to
require a utility to finance the interconnection over the duration of the
contract. The Statement had this discussion:

Interconnection costs could, in some circumstances, amount to a very
considerable sum. Because qualifying facilities may already be
experiencing large capital requirements prior to beginning operations, the
requirement to pay interconnection costs "up front" as well could cause a
potential owner of a qualifying facility to decide not to proceed with the
project.’ In that case, cogeneration and small power productison would have
oeen discouraged simply through the timing of payments. The FERC
recognized this possibility and gave State regulatory authorities
responsibility for determining the manner of payments for interconnection
costs, expressly including the possibility of reimbursement over a
reasonable period of time (18 CFR § 292.306 (h). The Commission believes
that a period equal to the time covered by the contract between the
utility and the qualifying facility is a reasonable period, as all other
rates, terms, and conditions are covered over the same period.

Some qualifying facilities may nevertheless find it advantageous, perhaps

for tax purposes, to pay all interconnec;ion costs as they are incurred,
it is, therefore, reasonable to do as this section of the proposed rule

- 44 -




has done, and offer the qualifying facility its choice of the two
possibilities. B3ecause it is not possible for the Commission to foresee
the circumstances of al) qualifying facilities and utilities facing
interconnection under these rules, it is also reasonable to allow both
parties to agree to some payment schedule other than the two specific ones
the qualifying facility is entitled to.

Whenever payments for interconnection costs are spread over a period of
time, an additional cost - the cost of capital - is incurred. This cost
would not exist without the interconnection and the qualifying facility's
election not to pay all interconnection costs at once. Consequently, this
cost of capital is appropriately classified as an interconnection cost,
and is the responsibility of the qualifying facility. The proposed rule
is reasonable because it does not prohibit the utility from recovering
this cost through charges to the qualifying facility.

As a result of the comments received at the hearings, the Commission
determined that it would be improper to require the utility to finance the
interconnection. In its Comments the Commission said:

This recommendation is responsive to a number of comments which said it
would be unreasonable to require the utility to enter into the lending
business. The change would render moot questions of whether credit checks
may be required. The Commission is persuaded that a requirement to
finance interconnection costs is not fundamentally different (except
possibly in magnitude) from a requirement to finance any other part (or
all) of a qualifying facility. Such a requirement would not be
reasonable. The change recommended above would also serve to reduce the
administrative burden of compliance on utilities.

The Examiner concurred:

Section 3.0454 G, states that payments for intercomnection costs may be
made when the costs are incurred according to any schedule agreed upon by
the QF and the utility. The rule, as finally proposed, amended the rule
as initially proposed by eliminating the option of the QF to require a
utility to amortize the Tnterconnection cost payments over the life of the
contract., ) .

The need for § 3.0454.G6. results from the requirements of the FERC Rules.
Such rules require a state commission to specify the manner in which
interconnection costs are to be reimbursed and give the Commission the

option to allow payments amortized over the life of the contract. 18
C.F.R. § 292.306(h),

ihere is no evidence in the record that would require or even support the
option of a QF to require a utility to finance the QF's interconnection
costs. The testimony overwhelmingly indicated that a utility should not
be forced into a banking function to the detriment of its ratepayers.

See, e.g., Pub. Ex. 6, NSP, p. 11; Pub. Ex. 10, Minnesota Power Company,
p. 5; Pub. Ex. 65, Ottertai) Power Company, p. 10; Pub, Ex. 88, Interstate
Power Company, p. 4; Pub. Ex. 117, MMUA Reply Comments, p. 11). The only
comment on behalf of requiring an optional time payment provision was that
of Jacobs Wind Electric Company. Such comments, however, merely assert:

the desirability of the result with no specific reasoning. (Pub. Ex. 15,
Jacobs Wind Electric Co., p. 10).

In addition to the lack of facts in the, record that would Justify
requiring an optional time payment plan, such a provision would have the
undesiranle erffect of fostering under-capitalized QFs. If a QF could
require the utility to finance any interconnection equipment, the QF would
. be substituting the credit of the utility for its own credit. Moreover,
as Minnesota Power Company commented, interconnection equipment tends to
be individualized and would be virtually useless to a utility upon
repossession. (See, Pub, £x. 10, Minnesota Power Company, p. 5).

Section 3.0454 6., deleting the option of time payments, is both necessary
and reasonable. ’

The amendment to § 3.0454 G. does not constitute a substantial change
#ithin the meaning of 9 MCAR § 2.111.

The Commission adopts the Examiner's findings, and concludes that the need
for. and reasonableness of this section have been adequately demonstrated. The
Commission also concludes that the revision to this section does not
constitute a substantial change within the meaning of 9 MCAR § 2.7111.
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H. Types of power to be offered.

The Commission provided the following discussion of this section in the
Statement:

The FERC rutes (18 CFR § 292.305 (b)) require utilities to offer
maintenance, interruptible, supplementary, and back-up power to qualifying
facilities upon request, The availability of these types of power may
affect the economics of qualifying facilities such that it is necessary to
provide them to éncourage cogeneration and small power production. There
is no requirement to provide these services below cost, so this condition
is reasonable. It is also reasonable to only require these services to be
offered on request. They are needed primarily by large cogeneration
facilities., Many utilities, who will never interconnect with this kind of
qualifying facility, or who will do so only several years from now, can
save the time and expense of immediately establishing these services and
charges if there is no blanket requirement.

The Examiner found there was a need for this section, and that the
proposa) was reasonable:

Section 3.0454 H. requires that the utility offer maintenance,
interruptible, supplementary and backup power to a QF upon request. Since
governing federal rules require the furnishing of such types of power to a
QF upon request, § 3.0454 H. is both necessary and reasonable. See 18
C.F.R. § 292.305(b),

The Commission adopts the Examiner’s findings, and concludes that the need
for and reasonableness of this section have been“adequately demonstrated by
the Statement.

I. Metering.

The rule as adopted has been revised from the rule as initiaily proposed
to conform to the Examiner's findings and recommendations. In its Statement,
the Commission included the following discussion of this section as initially
proposed:

Metering is another very controversial iﬁsue. Much, but.not all, of the
controversy centers on cost. There is also controversy over the ownership
and control of information made available through metering.

To understand the nature of the cost controversy and the Commission's
proposed resolution of the issue, 1t is helpful to keep the following
points in mind: 1. Meter costs are interconnection costs and by the -
logic of the FERC rules are the responsibility of the qualifying -
facility. 2. Although metering costs tend to be greater for larger, more
sophisticated facilities, those costs are a more significant proportion of
total interconnection costs for smaller, less sophisticated facilities.

3. Metering costs are far larger, relative to potential revenues, for
small qualifying facilities than for large qualifying facilities. 4.

Some owners of qualifying facilities intend to make money selling
electricity to utilities. 5. Some owners of qualifying facilities simply
wa?; to reduce their dependence on utilities and reduce their electric
bills,

. In enacting M.S. § 216B.164, the Legislature made a special provision for
qualifying facilities having capacity less than 40 kilowatts. That
provision, known as "net energy billing," makes the net flow of
electricity between the qualifying facility and the utility during a
billing period the basis of the bill calculation. A single watt-hour
meter, capable of running accurately forward and backward, would be
sufficient to measure the net flow of electricity, in both direction and
magnitude. Most classes of utility customers are already metered for
sales by the utility, Hence, if only a single meter were required, its
cost would not exceed the cost the utility would incur in selling
electricity to the qualifying facility as a nongenerating customer, and
would, therefore, not be an interconnection cost. The result would be
that the qualifying facility would not have to pay an explicit metering
charge. (The cost of the meter, or some part of it, may already be
reflected in the monthly service charge for which the qualifying facility
remains responsible). The Commission believes it is reasonable to infer
that the Legislature wanted to remove metering cost disincentives from
small potential cogenerators and small power producers.
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The Legislature nevertheless required the Commission to report "[t]he
location, type and output of cogenerators and small power producers in the
state . . ." Although "output" could mean a measure of capacity, in
kilowatts, the Commission belfeves it would be more meaningful as a
measure of energy, in kilowatt-hours., A single meter running forward and
backward could not measure output in this sense, as it could not
distinguish between two qualifying facilities, one of which purchased 400
kilowatt-hours and sold 600, and the other of which purchased 20,000
kilowatt-hours and sold 20,200, In either case, the meter would show a
net flow of 200 kilwatt-hours to the utility. The effects of the two
qualifying facilities on the utility’s system could, however, be
drastically different. The Commission believes it is reasonable,
therefore, both to meet its narrow reporting requirement and to provide
information relative to utility planning and broad public policy
questions, to require metering which will measure total deliveries to and
receipts from the utility system.

Several persons observed that a full measure of "output” can only be
achieved by metering the generator of the qualifying facility, because
there may be load between the generator and the interconnection with the
utility. Some suggested that the Commission's rules should permit the
utility to install a third meter, at its own expense, if it wanted to
monitor generator output.

Several owners and at least one manufacturer of qualifying facilities
urged rejection of this suggestion. They claimed that the information
sought was proprietary, and no one's business but theirs. They also
feared utilities would make selective use of such information to
discourage potential cogenerators and small power producers.

The Commission believes the information needed for utility planning,
public policy, and its own reporting requirements is that information
detailing the interaction of qualifying facilities and utilities. It is,
therefore, not necessary to gather information on the output of the
generator; energy flows at the point of interconnection will do. hothing
in the proposed rule prevents a utility from installing a third meter,
either at its own expense or at the expense of the qualifying facility, if
it is agreeable with the qualifying facility. '

This section of the proposed rule requires the utility to meter the
qualifying facility to obtain the data it must report to the Commission.,
It requires the qualifying facility to pay for the metering unless the
qualifying facility is operating under net energy billing, in which case
the utility must provide the additional metering without cost to the
qualifying facility.

This section is both necessary and reasonable. Even if there were.no
reporting requirements, and no public policy needs for the information,
metering would still be necessary to document the transactions between
qualifying facilities and utilities. The proposal fairly apportions those
costs to qualifying facilities except where those costs, as recognized by
legislative action, would put an undue burden on small qualifying
facilities, and thus discourage small-scale cogeneration and small power
production. The Commission believes that the possible effect of 2 limited
increase in rates to other consumers who, ultimately, must pay those
costs, would be counterbalanced by the benefits, inciuding externalities,
of encouraging cogeneration and small power production.

The Examiner found that this section was necessary, but would need

revision to become reasonable:

Section 3.0454 1. requires that the utility meter the QF to obtain the
data necessary to fulfill the utility's reporting requirements to the
Commission. Unless the utility is operating under net energy billing, the
cost for requisite metering is an interconnection cost to be paid for by
the QF. If the QF is using net energy billing, the utility must provide a
second meter to the Qualifying Facility without charge.

Section 3.0454 1. is necessary so that there may be an assignment of the
costs of metering resulting from the reporting requirements of the
Commission. It is reasonable to assign the costs of metering to the QF as
an interconnection cost as defined in the proposed rules.
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The requirement that a second meter be provided free of charge to 2 net
energy billing QF, however, is not supported by the record. Even the
Commission recognizes that, ordinarily, metering is a legitimate
interconnection cost to be borne by the QF. (See Statement of Need and
Reasonableness, p. 21). Such costs are additiona) costs arising solely
from the fact of interconnected activity, and are peculiar to the QF.
Minn, Stat. § 2168.164, subd. 8 (1981 Supp.), in relevant part provides:

Nothing contained in this section shall be construed to excuse

the qualifying facility from any obligation for costs of inter-
connection and wheeling in excess of those nomally Tncurred by
the utility for customers with similar load characteristics who
agg g?t cogenerators or small power producers . . . . (Emphasis
adde

Since the cost of a second meter is one peculiar to a*QF under net energy
billing, under the definition of Interconnection costs contained in either
the proposed rules or the FERC Rules, a second meter is an Interconnection
cost. Pursuant to Minn. Stat. § 2168.164, subd. 8 (1981 Supp.), a QF must
bear all interconnection costs.

The Commission, while not explicitly discussing Minn. Stat, § 2168.164
subd. 8 (1981 Supp.), apparently concluded that requiring a QF to bear the
cost of a second meter would unduly inhibit the development of
cogeneration and small power production. (Statement of Need and
Reasonableness, p. 21-22). There is no evidence in the record, however,
supporting that conclusion. In fact, there is no evidence that requiring
a QF subject to net energy billing to provide its own second meter would
have any effect on the economic viability of such cogeneration or small
power production installations. There is not even any evidence in the
record regarding the cost of the second meter. Finally, the availability
of net energy billing is a decided benefit to a QF and goes beyond the
requirements of PURPA. Hence, in the absence of demonstrated need for
subsidization of interconnection costs, the QF obtaining the benefits of
such enhanced rates should bear the reasonable costs associated with its
preferred status.

The testimony on behalf of the utilities uniformly recommended deletion of
the availability of a free second meter for customers under net energy
billing, (See, Pub., Ex. 4, Eicher, p. 9; Pub. Ex. 5, Land 0'Power Co-o0p.,
p. 4; Pub. Ex, 10, Minnesota Power Company, p. 6; Pub. Ex. 31, City of
Adrian, p. 5; Pub. Ex. 65, Ottertail Power Company, p. 10; Pub. Ex. 88,
%qt?gitate Power Company, p. 4; and Pub. Ex. 117, MMUA Reply comments, p.

The only statement supporting the proposed rule other than that of the
Commission contains no factual support for the necessity of providing a
free second meter to a customer under net energy billing and does not
consider the Commission's statutory authority to adopt such a

requirement, (See, Pub, Ex. 16, Jacobs Wind Electric Co., p. 11; Pub, Ex.
113, Jacobs Wind Electric Co., Reply Comments, p. 9).

Therefore, on the basis of the record herein, the requirement of § 3.0454
I, that a utility provide a net energy biiling customer with a free second
meter has not been demonstrated to be reasonable and within the
Commission's statutory authority.

To remedy the defect, the Commission should insert a period in the second
sentence of the subsection after the word “cost" and strike the last
sentence of § 3.0454 I,

The Commission adopts the Examiner's findings and concludes that the need
for and reasonableness of this section of the rule as adopted have been
adequately demonstrated.

The Commission finds, with respect to the revision of the rule as
initially proposed, that potentially interested parties had notice that the
issue of the allocation of metering costs would be considered in the proposed
rulemaking. Moreover, the liotice of Hearing informed potentially interested
parties tnat, as a consequence of the hearing, any portion of the proposed
rules might be altered. The Commission finds that this rule section involves
an entirely new subject matter, and does not concern amendments to existing
rules under which persons may have vested interests. Finally, the Commission
finds that the deletion is fully supported in the record, and is a logical
outgrowth of the rulemaking proceeding. The Commission concludes that the
revision is not a suostantial change within the meaning of 9 MCAR § 2,111,
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J. Discontinuing sales during emergency.

This section as adopted has been revised from the rule as initially
proposed by adding language suggested by the Examiner to clarify that
recommencement of service after interruption must also not be discriminatory.

The Statement discussed this section as follows:

This section is necessary to implement 18 CFR § 292.307 (b)(2). It
is reasonable in that a qualifying facility must be treated on a
nondiscriminatory basis in any load shedding program ~ i.e., on the
same basis that other customers of a similar class with similar load
characteristics are treated with regard to interruption of service.

The Examiner found it necessary and reasonable as presented, but
nevertheless suggested a nonsubstantial revision:

Section 3.0454 J, allows the utility to discontinue service to a QF
during a system emergency if not done on a discriminatory basis.
This section is necessary to implement 18 C.F.R. § 292.037{b)(2).

It is reasonable in that a qualifying facility must be treated on a
non-discriminatory basis in any load shedding program. (See
Statement of Need and Reasonableness, p. 22; and Pub. Ex. 65,
Cttertail Power Company, p. 11). .

While the proposed rule is both necessary and reasonable as
presented, -the Hearing Examiner suggests that the Commission consider
adding Tanguage at the end of the subsection that a reconnection of
service to the QF must also be done on a non-discriminatory basis.
Although a discrimination against a QF as a customer of the utility
may be subject to redress under other provisions of Minn. Stat. Ch.
2168 (1980), and the Commission rules, the 1imited authority that the
Commission possesses with respect to the service provided by a
municipally-owned electric utility under Minn. Stat. § 2168.17
(1980), makes it appropriate for the Commission to consider including
in this section of the proposed rules a prohibition against
discriminatory delays in'the resumption of service to a QF. Specific
tanguage to accomplish that end is suggested in Pub, Ex. 16, Jacobs
Wind Electric Company, p. 12.

The addition of language prohibiting discrimination against a QF in
the recommencement of electric service would not constitute a
substantial change within the meaning of 9 MCAR § 2,111,

The Commission adopts the Examiner's findings, and concludes that the
need for and reasonableness of this section have been adequately
demonstrated, The Commission concludes that the addition of language
prohibiting discrimination against a qualifying facility in the recommencement
ozAzervic?]%oes not constitute a substantial change within the meaning of 9
MCAR § 2. .

K. Interconnection plan.

The Commission has revised the rule as initially proposed in
. accordance with the Examiner's recommendation.

The Statement discussed this section as initially proposed:

Some owners and manufacturers of small qualifying facilities have
maintained that there is no need to inform the utility that a small
qualifying facility is coming on line. In their view, the physical
effect of a smal) generator beginning to feed into the distribution
system is the same as the effect felt when an electric motor of the
same size is shut off, Cne is not required to tell the utility about
the disposal of an appliance with an electric motor, so there should
be no requirement to inform the utility about the acquisttion of a
small qualifying facility. These owners and manufacturers also admit
t0 a revenue effect on the utility: as the qualifying facility
generator takes part of the customer's load from the utility, the
customer's bill and utility revenues fall. They argue that a person
wno replaces an electric water heater with a solar water heater
Causes the same effect, and does not have to inform the utility.
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The Commission has considered these arguments, and has decided that
the utility may require an interconnection plan. There are a number
of reasons why the Commission believes this section of the proposed
rule is necessary and reasonable. First, although the effects of
very small qualifying facilities on the utility's system may be very
small, these rules cover interconnections with qualifying facilities
of all sizes. Interconnection with some of these will certainly
require substantial modification of distribution systems, and perhaps
transmission systems as well, and these modifications should be
planned for. Second, as discussed above, the Commission has
determined that it is both necessary and reasonable to collect data
which is not available when a single meter runs both forward and
backward, C(Cansequently, the utility, which is responsible for
gathering the information, must be told in advance that the
interconnection will take place. The utility also needs to know the
nature of the qualifying facility to anticipate its interconnection
requirements. Finally, the Commission believes there is a
fundamental difference between a retail utility customer and a
qualifying facility which necessitates that the utility be informed
in advance, That difference is that the qualifying facility injects
power into the utility's system; the retail customer does not.
Because the utility is responsible for providing power of a certain
quality from its system to its users on demand, it has a legitimate
need to know when someone other than itself is energizing its system,

This section of the proposed rule is reasonable as well as
necessary. The interconnection plan which may be required is simple
and straightforward, and will not be an undue burden on qualifying
facilities. At the same time, it will provide the utility with the
information 1t will need to arrange the interconnection smoothly,

The Examiner found that the section as proposed was necessary and
reasonable. Nevertheless, he suggested that the Commission consider revising
the section in accordance with a comment received during the hearings by
setting a specific, reasonable lead time. He found such a revision would not
constitute a substantial change:

Section 3.0454 K. allows a utility to require the QF to submit an -
interconnection plan containing the technical specifications of the
equipment, the proposed date of interconnection and the projection of
net operative consumption by the QF prior to interconnection. No
public testimony adverse to this provision was received. Since the .
interconnection of a QF will have an effect on the utility's system
and the required information is readily available to the QF, § 3.0454
K. 1s both reasonable and necessary. (See Statement of Need and
?ifsonableness, p. 23; and Pub., Ex. 65, Ottertail Power Company, p.

The Commission may consider the suggestion of Ottertadl Power’ Company
that language be inserted in this portion of the proposed rule
requiring that the information be supplied at least 30 days prior to
the actual interconnection, Since the utility has need to know about
the specific interconnection and the actions required of it prior to
implementation, the inclusion of a reasonable lead time in the
provision of the information prior to interconnection would be
desirable. (See Pub. Ex. 65, Otttertail Power Company, p. 11).

Requiring the submission of the interconnection plan not less than 30
days prior to the actual interconnection would not constitute a
substantial change within the meaning of 9 MCAR § 2.111.

The Commission observes that a requirement to submit the
interconnection plan "not less than 30 days prior to the actual
interconnection” could be interpreted as permitting a utility to require a
greater than 30-day lead time. This interpretation could provide an
opportunity for a recalcitrant utility to attempt to harass the qualifying
facility by requiring an unreasonably long lead time. The Commission has,
therefore, revised the section to permit the utility to require submission of
the plan not more than 30 days prior to interconnection. This language
provides a reasonadble lead time for utilities while eliminating the
opportunity for harassment of qualifying facilities.

The Commission adopts the Examiner's findings, and concludes that the
need for and reasonableness of this section of the rule as adopted have been
adequately demonstrated. The Commission also concludes that the addition of
language setting a reasonable period during which the plan must be submitted
s not a substantial cnange within the meaning of 9 MCAR § 2.111.
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4 MCAR § 3.0455 Rates for sales.
A. Rates to be governed by tariff,
The Commission discussed this section in its Statement as follows:

This section requires utilities to sell electricity to qualifying
facilities under standard retail tariffs. It is necessary to assure
qualifying facilities that the Commission, not the utility, will set
the rates for their purchase. It 1s reasonable in that it assures
both qualifying facilities and other utility customers that neither
group will be discriminated against relative to the other., It is
also consistent with 18 CFR § 292.305(a) (ii).

The Examiner found this section to be needed and reasonable:

Section 3,0455 A, requires that a utility, except as otherwise
specifically approved by the Commission, sell electricity to
Qualifying Facilities under the utility's standard retail rates.

This provision is necessary to assure QFs that the Comnission, not
the utility, will set the rates for energy purchases by the QF, It
is reasonable in that it assures both QFs and other utility customers
that neither will be discriminated against relative to the other.
Moveover, this portion of the proposed rule is consistent with 18
C.F.R. § 292.305(a) (1),

The Commission adopts the Examiner's findings and concludes that the
need for and reasonableness of this section have been adequately demonstrated
by the Statement.

8. Petition for specific rates.

This section of the rule as adopted contains a revision to the rule
as initially proposed. The revision was proposed by the Commission in its
Comments to the Examiner.

The Statement discussed the rule as initially proposed as follows:

This section enables any qualifying facility to petition the
Commission to establish specific rates for supplementary,
maintenance, interruptible, or backup power. It is necessary to
establish a mechanism to develop rates for these types of power,
which the utility must offer, on request, under 4 MCAR § 304.54 H,
It is reasonable in that the initiative remains with the qualifying
facility and Jn that the determination of an appropriate rate by the
ConTission need not necessarily await a general rate case for the
utility, ’

Upon consideration of the comments received at the hearing, the
Commission proposed adding language making explicit the utility's right to
petition for specific rates. The Commission discussed this proposal in its
Comments as follows:

The Commission recommends the change shown above which explicitly
permits the utility, as well as the qualifying facility, to petition
for specific rates. Because regulated utilities may already petition
the Commission to establish rates, the recommended change simply
clarifies the application of the rule. This change is in response to
& number of comments recommending it,

The Examiner found that section as finally proposed was necessary and
reasonable:

Section 3.0455 B, provides that either a QF or a utility may petition
the Commission to establish a specific rate for suppiementary,
maintenance, backup, or interruptible power. The rule, as finally
proposed, differs from the rule as initially drafted by allowing the
utility the opportunity to petition the Commission for the
establishment of such specific rates.

A number of public witnesses commented on the desirability of
specific allowing a utility to petition for the estanlishment of such
rate. (See, e.g., Pub. Ex, 10, Minnesota Power, p. 7; and Pub. Ex.
4, HSP, p. 11).
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Section 3,0455 B, is necessary in order to establish a mechanism to
develop rates for the types of power that the utility must offer on
request as a consequence of both the FERC Rules and § 3.0454 H, of
the proposed rules.

It is reasonable in that either party to the interconnection may
petition the Commission for the establishment of a specific rate.

The option allowed a utility to so petition, as added by the
amendment to the proposed rule, merely clarifies existing law. Since
a regulated utility may already petition the Commission to establish
rates for the provision of its electric service, the amendment merely
clarifies the application of the rule,

The amendment to the proposed rule allowing a utility to petition for
the establishment of a specific rate for the provision of electric
service to a QF is declaratory of existing law and, as such, is not a
substantial change within the meaning of 9 MCAR § 2.111,

The Commission adopts the Examiner's findings, and concludes that the
need for and reasonableness of this section as adopted have been adequately
demonstrated. The Commission also concludes that the amendment to the rule as
initially proposed does not constitute a substantial change within the meaning
‘of 9 MCAR § 2.111,

4 MCAR § 3.0456. Standard rates for purchases.
A. General.

This section describes the rate structure applicable to the sale of
electric power by a quatifying facility to a utility. This section was
explained in the Statement as follows:

18 CFR § 292.304 (c) provides that standard rates will apply for
qualifying facilities with capacity of 100 kilowatts or less. This
will eliminate the administrative burden that would exist if al}
rates were negotiated separately, - Furthemore, this will insure that
rates for purchase are made available on a nondiscriminatory basis to
all qualifying facilities selling to a particular utility. The
existence of a simple standardized rate schedule for purchases of
energy by utilities will serve to encourage cogeneration and small
power production by making relevant information available to
potential qualifying facilities. .
Qualifying facilities with capacity of more than 100 kilowatts may
negotiate contracts with the utility, This will allow the special
circumstances of a large qualifying facility to be taken into account
when rates for purchase are determined. This will not be
unreasonably burdensome to the utilities because it can be expectad
that there will be a relatively smaller number of those types of
qualifying facilities.

The standard rates may be considered a floor price for qualifying
facilities with capacity of more than 100 kilowatts provided they
make commitments to provide firm electric power. In this sense,
large qualifying facilities will be treated the same as smaller
qualifying facilities. The requirement that large qualifying
facilities provide firm electric power is necessary because the
likelihood of diversity of lcad among large qualifying facilities is
lower than the likelihood of diversity among smaller qualifying
facilities. In addition, there would be a larger negative impact
upon the utilities if the larger qualifying facility did not provide
firm power {(or a group of large qualifying facilities did not provide
firm power, on average, after considering diversity) than if smaller
qualifying facilities (taken as a whole with recognition of
diversity) did not provide firm power because of the absolute size of
the facilities,

It is necessary that the qualifying facility specify its choice of
one of the three types of standard rates in the written contract to
insure clear communication between the parties involved., It is
necessary that compensation to the qualifying facility be made either
through a credit to its account with the utility ar through direct
payment by check. It is reasonable for the qualifying facility to
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have the option to choose the method of compensation since the
qualifying facility is, in effect, the seller of electricity and it
is common business practice that the seller prescribe the terms of
sale. It is desirable that both parties have a clear understanding
of the chosen arrangement. Thus, it is reasonable that the option
chosen be specified in the written agreement,

Finally, this .section proposes that qualifying facilities continue to
pay any monthly service charges and demand charges specified in the
tariff under which they purchase electricity from the utility. This
provision implements part of M.S, § 2168B.164, subd., 8. It is a
reasonable requirement because these fixed charges are designed to
recover all or part of those costs of providing service which do not
vary with the consumption of electricity, and which may not be
avoided through the generation of electricity by the qualifying
facility. If the qualifying facility were not required to pay these
charges, the costs would have to be borne by the utility's other
ratepayers through higher utility rates. This result would violate
the Commission's mandate from the Legislature that cogeneration and
small power production be encouraged consistent with protection of
the ratepayers.

In the Comments, the Commission discussed one minor change made to
the rules as initially proposed:

The only recomended change in this section of the rule is the
elimination of the word "electric" from the phrase firm electric
power, The purpose of this recommended change is to make it clear
that the Commission s referring to "firm power" as defined in these
rules.

The Examiner found this section of the proposed rules both necessary
and reasonable,

The Commission adopts the findings of the Examiner, and concludes
that the need for and reasonableness of this section has been adequately
demonstrated by the Statement and Comments.

8. et energy billing rate,
B.1. '
This section was described in the Statement as follows:

M.S. § 216B.164 provides that net energy billing be available to
qualifying facilities with capacity of 40 kilowatts or less., This
section of the proposed rule does just that. In addition, this
section restricts availability of the net energy option to customers
not choosing to sell power on a time-of-day basis. The net energy
billing option is designed for smaller scale cogeneration and smal}l
power production that wish to minimize their metering costs and sell
as much energy as can be efficiently produced., On the other hand,
the purpose of the time-of-day option, which is discussed in a
following section of this statement, is to encourage cogenerators-and
small power producers to provide substantial amounts of on-peak
power. However, the time-of-day option requires much more expensive
metering which should be paid for by the qualifying facility. A
large amount of on-peak power relative to off-peak power would have
to be generated by the qualifying facility in order to pay for the
more expensive metering. Since it is the Commission's purpose to
only encourage cost-effective applications of the time-of-day
purchase rates, this provision is efficacious.

The Examiner found this section of the proposed rules both necessary
and reasonable. '

The Commission adopts the findings of the Examiner, and concludes
that the need for and reasonableness of this section has been adequately
demonstrated by the Statement,

8.2.

This section requires that a utility bill a qualifying facility for
the excess of energy supplied by the utility above energy supplied by the
qualifying facility according to the utility's applicable retail rate
gcq%dule. The purpose of tnis section was explained in the Statement as
Tollows:
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This section is necessary in order to implement M.$, § 2178,164,
subd. 4 which states the following:

For qualifying facilities having less than 40 kilowatts capacity, the
customer shall he billed for the net energy supplied by the utility
according to the applicable rate schedule for sales to that class of
customer,

This provision is reasonable because it treats qualifying facilities
in the same way that it treats the utility's other customers.

The Examiner found this section of the proposed rules both necessary

and reasonable,

The Commission adopts the findings of the Examiner, and concludes

that the need for and reasonableness of this section has been adequately
demonstrated by the. Statement.

B.3,a.

follows:

This section of the proposed rules was explained in the Statement as

This 'section of the proposed rule provides that payments for excess
energy delivered to the utility by a net energy billed qualifying
facility of 20 kilowatts or less shall be at the energy rate of the
utility's retail rate schedule for serving the facility, If the
utility charges its customers ¢ per kilowatt-hour on that schedule,
the utility would pay 5¢ per kilowatt-hour for energy delivered by
the qualifying facility in excess of energy offsetting the qualifying
facility's consumption from the utility. This section also provides
that if the utility has a blocked rate schedule (a fixed number of
kilowatt-hours at one rate, more at a different rate), the lowest
priced block shall apply. :

It is necessasry for the Commission to set the rates for payments to
net energy billed qualifying facilities. M.S. § 2168.164, subd, 3,
establishes net energy billing for qualifying facilities of less than
40 kilowatts. It includes this language:

In the case of net input into the utility system by the qualifying
facility, compensation to the customer shall be at a per
kilowatt-hour rate set by the Commission. In setting these rates,
the Commission shall consider the fixed distributiuon costs to the
utility not otherwise accounted for in the basic monthly charge and
shall ensure that the costs charged to the qualifying facility are
not discriminatory in relation to the costs charged to other
Customers of the utility. Notwithstanding any other language'to the
contrary in this section, the Commission shall set the rates for net
input into the utility system based on avoided costs as defined in 18
C.F.R. Section 292.101 (b)(6), the factors listed in 18 C.F.R.
Section 292.304, and all other relevant factors.

It is clear that the Commission must set the rates, that the rates
must have a basis in avoided costs, and that the Commission must
consider the utility's fixed distribution costs both with respect to
the monthly fixed charge and with respect to the utility's other
customers. .In this statement, the Commission will first discuss
fixed distribytion costs and will then explain the avoided cost basis
of its proposal.

The costs of providing electric utility service are often assigned to
one of three categories: customer related costs, demand related
costs, and energy related costs. Customer related costs vary not
with usage, but with the number of customers on the system. The
costs of meters, meter reading, and billing are usually classified as
customer related costs., Demand related costs are costs which vary
with the rate at which energy is consumed, and they are important
both at the individual customer level, and across the whole system,
£lectric utility systems must be designed to meet maximum demands of
individual customers as well as the maximum demand of the entire
system (system peak). Energy related costs vary with the amount of
energy consumed. In the short run, epergy related costs tend to be
variable, while demand and customer related costs are relatively
fixed,




Rate schedules for residential cunsumption typically establish a
two-part rate: a fixed monthly charge and one or more energy block
rates. Under these schedules, a customer's bi}l is computed by
multiplying his consumption by the energy rate and adding the fixed
charge,

Often the fixed charge does not cover the full amount of the average
fixed costs (demand and customer related) allocated to residential
customers. When this 1s the case, the energy charge is raised from
where it otherwise would be, so that the utility can collect its
total costs. Sometimes this is done only in the inftial block or
blocks of consumption. The result is the familiar “"declining block"
rate structure, in which the charge for consuming an additional
kilowatt-hour geclines as consumption increases beyond set levels.
In other cases, the rates are designed such that the energy charge -
per kilowatt-hour is constant at al) levels of consumption,

In the short run, generation by qualifying facilities enables
utilities to avoid energy related variable costs, but not customer
related and demand related fixed costs. As has been discussed above,
state law and these proposed rules require qualifying facilities to
Pay any monthly fixed charges which are assessed to similar
nongenerating customers.,

The Commission has considered “the fixed distribution costs to the
utility not otherwise accounted for in the basi¢ monthly charge."

The Commission believes that if this were its only requirement it
would be reasonable in many cases to assess qualifying facilities an
additional fixed charge to recover fixed distribution costs which
other customers pay through consumption of energy at elevated energy
rates. However, the Commission must also “ensure that the costs
charged to the qualifying facility are not also discriminatory in
relating to the costs charged to other customers of the utility," If
& nongenerating customer reduces his consumption to zero, he must pay
only the monthly fixed charges, Consequently, the Commission
believes it would be discriminatory to require a qualifying
facilities to pay more than the standard monthly fixed charge.

The analysis above does show that if compensation for energy provided
by a qualifying facility is to be at the retail energy rate, the
lowest priced block in a blocked rate is the appropriate rate to

choose. That lowest priced block is most closely related to costs
the utility can avoid.

The Commission believes that it is appropriate to set the rate for
net deliveries to the utility by this group of qualifying facilities
at the retail energy rate. The Commission has reached this belief
after consideration of a gumber of factors.

One of the factors was the level of retail rates relative to avoided
cost rates. In most cases, the Commission anticipates retail rates
will be higher than rates set at ful] avoided energy and capacity
costs as calculated elsewhere in these rules. This is primarily .
because utilities cannot avoid all their costs, but their retajl
rates must collect enough revenues to cover total costs. The
discussion above pointed out that utilities do not avoid fixed
transmission and distribution costs. Some utilities also have costs
like those associated with energy audits under the Minnesota Energy
Conservation Service program which are not avoidable but which are
recovered througnh retajl rates.

4hile the Commission anticipates that the retail rate will in most
cases be higher than the avoided cost rates calculated elsewhere in
these rules, the Commission cannot be certain that the retail rate
will be nignher than the sum of the actual avoided cost of the utility
and the external costs (e. ., acid rain caused by coal fired power
plants) to the public. & though the Commission has attempted to
balance the interests of qualifying facilities, utilities,
ratepayers, and the general pupnlic with great care in developing the
avoidea cost calculation, that calculation is not perfect. One
reason for this is that the Commission's calculated avoided cost
rates excludes external costs. Since external costs are, by their
very nature, ungquantifiable, it is not appropriate to explicitly take
them into account in the calculation of avoided cost based rates.
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Nevertheless, the Commission believes that it is apprepriate to take
them into account in a Judgemental way when setting purchase ratas
for qualifying facilities with capacity of less than 20 kilowatts,
It is possible, therefore, that the retail rate may approximate
avoided costs for these smaller facilities.

A related consideration taken into account in developing these
proposed rules was the unquantifiable nature of some of the factors
the Commission was directed to weigh. Examples of these are the
aggregate value of capacity from qualifying facilities on the utility
system, and the smaller capacity increments and shorter lead times
available with additions of capacity from qualifying facilities.
These both serve to increase the value of qualifying facilities, and
are particularly applicable to the smalier facilities under
discussion here. Yet neither lends ftself to quantification in an
avoided cost calculation,

A third factor the Commission considered was the advantage in
simplicity and customer understandability of using retail rates
instead of the avoided cost calculation, The retail rate is a
readily available number which the potential owner of a qualifying
facility can use to determine the feasibility of an investment
without having to work through the complexities of the avoided cqst
calculation. Thus the use of the retai] rate should encourage
cogeneration and small power production by these small facilties,
which are likely to be less sophisticated than larger facilities.

The Commission's fourth consideration was the effect of this proposal
an the development and sma)l power production throughout the state.
Each utility has its own cost structure and 1ts own plan for
generation expansion. Consequently, there is great variation in the
avoided costs of Minnesota utilities. This could lead to
éncouragement of cogeneration and small power production in some
areas, and discouragement in others. Larger facilities may be able
to wheel {transmit) power to other utilities, and thereby get around
this problem, but small facilities are essentially limited to the
utility to which they are interconnected. Use of retail rates should
encourage more balanced development, and provide reasonably similar
incentives to potential owners of qualifying facilities throughout
the state.

Finally, the Commission considered legislative intent. In February
of 1981, the Commission published and gave wide distribution to a
proposed rule concerning cogeneration and small power production. In
that document the Commission proposed to compensate small qualifying
facilities for net deliveries at retail rates. That proposal was
well known to House and Senate spensors of H.F. 473, the bill which
eventually was enacted as M.S, § 216B.164. The Commission received
%enerally favorable comments on the proposed rule from those °

egislators. Representative Earl Hauge, chief House author of the
bi1l wrote, I think your proposed rules are excellent and will
implement the intent of H.F. 473 and the PURPA regulations.” Senator
Gregory Dahl wrote:

I want to emphasize at the outset that I did not author the
cogeneration and small power production legislation because | was
dissatisfied with the Commission's actions in this area previously.
Quite to the contrary. The Commission is to be strongly commended
for the admirable Jjob it has done in implementing PURPA 210 and the
FERC rules in the face of a myriad of novel and complex issues.

Nearly all legislators support ing enactment of H.F, 473 were strong
supporters of the Commission's proposed rule (although some wished
higher purchase rates for small power production) and wanted to
ensure that the Commission's rule and Jurisdiction in this area would
apply statewide, rather than merely to investor-owned utilities.
Accordingly, in assessing the impact of H.F. 473 as enacted on the
Commission's previously proposed cogeneration and small production
rule, the Commission should keep in central focus that the
Legislature's intent with this Tegislation was not to displace the
Commission's proposed rule, but rather to expand and supplement the
Commission's power to act in this area,
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In 1ight of these considerations, the Commission : LS that its
Proposal to compensate qualifying facilities of 20 kilowatts or less
for energy delivered to the utility in excess of their consumption at
the energy component of the retail rate is both necessary and
reasonable, ‘

Finally, it is necessary that the rates for purchase reflect changes
to the energy rate due to the operation of the utility's fuel
adjustment c¢lause because as the utility's cost of fuel increases,
its avoided cost will also increase. This is a convenient and
reasonable way to track changes in avoided costs from year to year
and month to month.

The Examiner found this section of the proposed rules both necessary
and reasonable.

The Commission adopts the findings of the Examiner, and concludes
that the need for and reasonableness of this section has been adequately
demonstrated by the Statement.

B.3.b,

This section of the Proposed rules was explained in the Statement as
follows: -

. . This part of the proposed rule sets payment for excess energy

. deliveries gf net energy billed qualifying facilities larger than 20
kilowatts at fyi} avoided energy and capacity costs, as calculated
through application of these rules,

The Comission believes it is necessary and reasonable to dis;inguish

In its discusssion in the previojus section, the Commission observed
that retail rates may approximate avoided costs, particularly when

appropriate for qualifying facilities of 20 kilowatts or less do not

If rates were sat precisely at avoided costs, rates paid by utility
customers would always be the same whether the utility purchased from

facilities. The idea) balance of encouraging cogeneration and small
power production consistent with protection of ratepayers is achieved
by setting rates equal to avoided costs.

Unfortunately, it is not possible to set rates precisely equal to
avoided costs. The best that can be done is to approximate avoided
costs. In developing its avoided cost calculation, the Commission
has exerted every effort to achieve a reasonable approximation of
real avoided costs, Nevertheless, Judgments had to be made, and in
exercising its Judgement the Commission preferred to err on the side
of encouraging cogeneration and small power production. To that
extent, it is reasonable to expect one result of implementation of
these rules to be a tendency to push utility rates slightly higher
than they otherwise would be. This result will be tolerable if, as
expected, the increase is very small, and cogeneration and small
power production lead to expected benefits to the general public,

If the analysis above is correct, and the calculated avoided costs
are in fact above the real avoided costs, by however a small margin,
then it follows that purchase rates equal to retail rates, which are
above calculated avoided costs, are also above real avoided costs,
and by a greater margin. Compensating qualifying facilities at the
retail rate thus presents a greater risk to the ratepayer than
compensating them at calculated avoided costs.
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The Commision believes that the increased risk is Justified when the
qualifying facility use 20 kilowatts or less, but not when it is
larger. A 20 kilowatt generator is the largest unit which would
reasonably be installed to simply replace utility power with
self-generated power for the typical residential or farm customer.

Any larger unit would be installed by one of these customers for the
purpose of making net sales to the utility,

When the unit is installed simply to offset consumption from the
utility, net deliveries to the utility will presumably be both random
and small. Under these conditions, the Commission believes the
additional risk and possible cost to the ratepayers will be kept
under reasonable bounds, and will be justified by the additional
encouragement given to cogeneration and smal] power production.

When the unit ig installed to make net sales to the utility, however,
the possible cost to the ratepayer increases substantially, Under
these conditions, the Commissiaon believes the better balance is
struck by paying the larger qualifying facility at the calculated
aveided cost rate. The cutoff Tevel of 20 kilowatts is reasonable
because that is the largest unit which would reasonably be installed

simply to meet the individual needs of a typical residential or farm
consumer,

The Examiner found this.section of the proposed rules both necessary
and reasonable,

The Commission adopts the findings of the Examiner, and concludes

that the need for and reasonableness of this section has been adequately
demonstrated by the Statement,

C. Simultaneous purchase and sale billing rate.
c.n.

This section describes the rate to be paid a qualifying facility with
capacity of 40 kilowatts or less which chooses not to offer electric power for

sale on a time-of-day basis. The purpose of this section was explained in the
Statement as follows: .

The Commission believes it is necessary to allow a qualifying
facility to sel] all its output to a utility and at the same time
purchase all its needs from the utility in order to encourage
cogeneration and small power production. If purchase rates, as )
calculated under this rule and based on avoided costs, are greater
than retail rates, this provision will encourage potential qualifying
facilities to deljver energy to the system. Without this provision
the maximum compensation to the qualifying facility for the initial
kilowatt-hours generated would be the retail rate and consequently,
because the purchased rates were greater than the retail rate, the

qualifying facility would be compensated at a rate below the
utility's avoided cost.

A1l qualifying facilities with capacity of greater than 40 kilowatts
are covered in later sections of the proposed rule. Also, any
qualifying facility of 40 kilowatts or less may choose to sell power
on a time-of-day basis or on a net energy basis. Such a qualifying
facility would not be covered under this section. The purpose of
this secton of the proposed rule is to simply describe which
qualifying facilities are covered under this sectijon.

The Examiner found this section of the proposed rules both necessary
and reasonable,

The Commission adopts the findings of the Examiner, and concludes
that the need for and reasonableness of this section has been adequately
demonstrated by the Statement,

c.2.
This section states:

The qualifying facility shall be billed for all energy and capacity

it consumes during a billing period according to the utility's
applicable retail rate schedule,
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The Examiner found that this section is required by M.,S. § 216B.164
and that it is reasonable.

The Commission adopts the findings of the Examiner, and concludes
that the need for and reasonableness of this section has been adequately
demonstrated,

C.3.a.
C.3.b.

These subsections require the utility to purchase al] energy
generated by the qualifying facility and to compensate the qualifying facility
for avoided energy and capacity costs. In the Statement, the Commission
described these subsections of the rule as initially proposed as follows:

Qualifying facilitijes choosing to sell power under the simultaneous
purchase and sale billing rate agree to consider their purchases and
sales as separate economic transactions. These sections provide that

Just as all other customers of the utility are treated. By the same
token all purchases of energy by the utility shall be set at
appropriate rates, based upon the calculated avoided costs of the =
utility, It is necessary and reasonable to give qualifying
facilities this purchase/sale option. In the event that*avoided cost
rates are higher than the applicable retail rate this option would
compensate the qualifying facility based upon the utility's avoided
cost. The qualifying facility would be paid less than avoided cost
under this condition if it did not have this option and sold power on
the basis of net energy billing. Because M.S, § 2168.164 requires
that the purchase rates be based upon avoided cost, it is both
necessary and reasonable that this option be provided.

The sum of paragraphs (a) and (b) is the utility's calculated avoided
energy and avoided capacity costs per kilowatt-hour averaged over the
on-peak and of f-peak periods. This section simply directed the
utility to sum the avoided energy and avoided capacity costs
pertaining to either generating or nongenerating utilities as
calculated in an earlier section of the proposed rule to determine
the appropriate purchase rate. It was Shown earlier in this
statement that those amounts are appropriate estimates of the
utility's avoided energy and avoided capacity costs. Since the
utility avoids both energy related costs and capacity related costs
this section is necessary and reasonable if the qualifying facilities
are to be compensated at avoided cost, as required by state law.

In the Comments, the Commission described its proposed changes to
paragraph (a) as follows:

The changes are hecessary and reasonable to accommodate recommended
changes in definitions and filing requirements to reduce
administrative burdens and to assure proper payments to qualifying
facilities. '

In its comments about filing requirements, the Commission is
recommending that smal) generating utilities be given the option of
determining their avoided costs and filing Schedules A and 8 or
simply filing their retail rate schedules. Choosing the second
option would greatly reduce the time and expense necessary to comply
with the rules. qualifying facilities are nevertheless entitled to
be paid the full avoided costs of the utility., The Commission must,
therefore, exercise reasonable care that payments made by utilities
which choose not to calculate their avoided costs not be less than
full avoided costs. The Commission believes it is reasonable to
assume that in most cases the utility's retail rate will not be less
than its avoided costs. The Commission does not believe that any
fraction of the retail rate, lass than 100%, can be assumed to be
universally more representative of ful] avoided costs. The
Commission also observes that setting payments equal to some fraction
of the retail rate would increase the complexity of rules already
criticized for being too complicated. The Commission recommends,
therefore, that payments to qualifying facilities from generating
utilities which choose not to calculate their avoided costs be set
equal to the retail rates.
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The Commission is also recommending changes in the filing
requirements with respect to non-generating utilities, It is
recommending that the filing of their suppliers' avoided costs shown
on Schedules A and B be optional. The paragraph above, 4 MCAR §
3.0456 C.3.a. reasonably says that if Schedules A and B have been
filed, the payments for energy shall be the Schedule A avoided
costs. If, however, the utility has only filed Schedule G, the
reasonable assumption is that the utility can avoid those costs, so
the energy rate of Schedule G is made the energy component.

In the Comments, the Commission discussed its proposed changes to
paragraph (b) as follows:

In general, the changes recomended here parallel the changes
recommened in paragraph C.3.a. Two comments should be made. First,
it should not be assumed that there wil) be no capacity payment from
a generating utility whose retail rate schedule has no demand

charge. Where it is uneconomic to install demand meters due to the
size and/or the uniformity of the customers' loads, the demand

related costs are often recovered through the energy charge.
Therefore, in those cases, payment under C.3.a., although classified
as the energy component, will actually cover both energy and capacity.

Second, the Commission has attempted to simplify the rule by
recommending the substitution of “shown on Schedule B" for "as
calculated according to 4 MCAR § 3.0452 C.4, or €.5, as
appropriate." This substitution should make the rule easier to
read. The same change has been recommended 3in D.3.b. below.

The Examiner found 4 MCAR § 3.0456 C.3., of the rules as finally
proposed defective in part, stating:

Section 3.0456 C.3. requires that the utility "purchase all energy
generated by the qualifying facility" and compensate the qualifying
facilities in accordance with the avoided costs of the utility.

Both federal and state law only require that the utility purchase any
energy and capacity which is made available from a qualifying
facility. There is no legal authority for the Commission to require
a QF to sell all energy generated by it to a utility., In fact, such
a result would conflict with one of the presumed purposes for
establishing a QF, the availability of the power generated by the QF
for satisfaction of its own internal energy needs. Hence, the
requirement that a Qf sell all energy generated to the utility is
beyond the statutory authority of the Commission. For the reason
hereinbefore enumerated, the requirement of § 3.0456 C.3. of the

@ proposed rules is also unreasonable.

To correct the defect, the language "generated by the qualifying
facility” contained in the first sentence of § 3.0456 C.3. must be
deleted and language substantially similar to the following included:

A1l energy and capacity which is made available to it by the
qualifying facility . . .

Such an amendment will not result in a substantial change within the
meaning of 9 MCAR § 2,111,

The Commission has added the language recommended by the Examiner,
and has also added language to clarify the intent of this rate option that al}l
power generated by a qualifying facility may be treated as being made
available to the utility regardless of the qualifying facility's actual
consumption,

The Commission adopts the findings of the Examiner, and concludes
that the need for and reasonableness of this section has been adequately
demonstrated. Further, the Commission finds that these changes do not
constitute a suostantial change within the meaning of 9 MCAR § 2011,

With respect to 4 MCAR § 3.0456 C.3.a., the Examiner found this
section of the rules as finally proposed necessary and reasonable and found
that the changes did not result in substantial change within the meaning of 9
ACAR § 2,111, He stated the following:

Section 3.0455 C.3.a. describes the energy component of that portion
of the rate applicable to the utility's avoided energy costs.
Section 3.0456 C.3.a. has been amended to allow a_Generating utility
which has not filed Schedule A, as authorized by § 3.0452 A., to
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substitute the energy rate contained in its retail rate schedule for
the avoided cost calculation contained in Schedule A. The new
language contained in the final portion of § 3.0456 C.3.,a. relative
to a Non-generating utility involves the same language relative to
calculation of the avoided energy cost as was contained in the rule
as initially submitted.

As previously discussed, Minn. Stat. § 2168.164 (1981 Supp.),
requires that a QF be compensated for energy supplied by it on the
basis of the utility's full avoided cost. Moreover, compensation for
the full avoided costs of the utility is not prohibited by federal
Taw. (See, PURPA § 210; 18 C.F.R. § 292.304 (a) (2). Hence, it is
reasonable to compensate a QF for the utility's full avoided energy
costs. Using for determination of such avoided energy costs the
appropriate system average incremental energy costs shown on Schedule
A for a Generating.utility that has filed such Schedule, the energy
rate of the retail rate schedule applicable to the QF for a
Generating utility that has exercised its option not to file
Schedules A and B, or the energy rate shown on Schedule G for a
Non-generating utility most clearly approximates the utility's true
avoided energy costs, (See, Statement of Need and Reasonableness, p.
7-8, 15, 29-30 and Agency Ex. J, Reply Comments, pp. 11-12).

Several distribution cooperatives argued "that it is inappropriate to
use the rate at which a Non-generating utility obtains wholesale
power when the Non-generating utility itself owns the generation and
transmission utility. (See, e.g., Pub, Ex. 4, Eicher; Pub. Ex. 14,
United Power Association, p. 2; and Pub. Ex. 24, Cooperative Power
Association, p. 4). Such comments argued that, in that case, the
appropriate rate 1s the avoided cost of the generation and
transmission utility not the wholesale rate paid by the distribution
utility. It is not reasonable, however, to make the amount of
compensation to be received by a QF dependent on the random factor of
the organizational nature of the utility to which it is
interconnected. The result of such a recognition of business
organization in the rate paid the QF could reasonably be an uneven
geographic development of QFs in areas containing distribution co-ops.
which own the generating and transmission co-op.

The Hearing Examiner finds that Section 3.0456 C.3.a. is reasonable.

The amendments to § 3.0456 C.3.a. do not constitute a substantial
change within the meaning of 9 MCAR § 2.111.  The language of the
subsection dealing with a Non-generating utility in all material
respects relative to the calculation of the rate to be paid a QfF is
identical to the language as additionally proposed. Moreover, for
the reasons enumerated in Finding 38, supra, the provision allowing a
Generating utility which has not filed Schedule A to substitute the
energy rate from its retail rate schedule does not constitute a
substantial change which could adversely impact any interested person.

The Examiner found 4 MCAR § 3.0456 C.3.b. of the rules as ffnally
defective in part, stating:

Section 3,0456 C.3.b. describes the capacity component to be included
in the simultaneous purchase and sale rate. The Commission attempts
herein to allow recovery of a capacity component which fully
compensates the QF for the utility's avoided capacity costs. With
respect to a QF that provides Firm power, calculation of the
utility's avoided capacity cost based on the factors specifically
enumerated in § 3.0456 C.3.b. reasonably approximates the avoided
capacity cost to the utility. To the extent that § 3.0456 C.3.b,
allows a capacity component in the rate paid a QF that does not
provide Firm power, however, the calculation contained in this
portion of the proposed rules may exceed the avoided capacity costs
of the utility. There is no support in the record for the conclusion
that, in the absence of the provision of Firm power, a utility
experiences any avoided capacity costs. Since true avoided costs of
the utility is the maximum determinant of the rate to be recejved by
a QF not subject to net energy billing under the proposed rules and
Minn, Stat. § 2168.164, subd, 2 (1981 Supp.), the Commission has not
adauced facts on the record establishing either the requisite
statutory autnority or the reasonableness of retlecting in the rate
paid a QF the capacity component authorized in § 3.0456 C.3.b. with
respect to a QF not providing Firm power,
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To correct the defect, the Commission has several options. It may
add language in § 3,0456 C.3.b. limiting the availability of a
capacity component under this provision to a QF providing Firm

power. Inserting the words "If the qualifying facility provides firm
power to the utility," at the beginning of subparagraph b. and the
following sentence at the end of subparagraph b. would reasonably
accomplish that result:

If the qualifying facility does not provide Firm power to the
utility, no capacity component shall be included in the compensation
paid to the qualifying facility as a consequence of simultaneous
purchase and sale rate.

Neither the amendment suggested, nor the new language contained in §
3.0456 C.3.b., legitimately describing the avoided costs of certain
Generating utilities and all Non-generating utilities, constitutes a
substantial change within the meaning of 9 MCAR § 2,111, (See,
Findings 38 and 39, supra).

The Commission adopts the Examiner's findings, and concludes that the
need for and reasonableness of this definition has been adequately
demonstrated. Also, the Commission finds that the changes made in the rule as
finally proposed do not constitute a substantial change within the meaning of
9 MCAR § 2.111. '

D. Time-of-Day Purchase Rates.

0.1.

This subsection of the rules states which qualifying facilities are
eligible for time-of-day rates. The purpose of this subsection was explained
in the Statement as follows:

Purchase or buy back rates based upon the time-of-day of energy
deliveries have several advantages over non-time differentiated
rates. First, since the utilities' incurred costs vary by the time
of day so do the utilities' avoided costs vary by the time of day.

In short, a kilowatt-hour delivered to a utility during on-peak hours
is more valuable than a kilowatt-hour delivered during of f-peak hours
because it is more expensive for the utility to generate electricity
in the on-peak hours. Consequently, the utility's avoided costs are
higher in the on-peak period than in off-peak periods and so to the
extent that purchase rates are based upon time-of-day energy
deliveries those purchase rates will be more accurate estimates of
tne utility's avoided costs. .

In addition, purchase rates based upon the time of day of energy
deliveries will give qualifying facilities appropriate incentives to
deliver as much on-peak energy as is.economically possible. Under
this pricing scheme, the qualifying facilities will be paid higher
rates for on-peak energy deliveries and so they are likely to deliver
more energy during on-peak hours than they otherwise would.

The disadvantage of time-of-day purchase rates is the higher metering
cost that will be incurred in order to implement this method of
pricing. The qualifying facility will have to finance a time-of-day
meter, These meters are more expensive than standard watt-hour
meters. The cost of these meters is the reason that time-of-day
purchase rates are not being implemented on a mandatory basis for
qualifying facilities with capacity of less than 40 kilowatts.

It is the Commission's Judgement that 40 kilowatts is an appropriate
and reasonable cutoff point for the implementation of mandatory
time-of-day purchase rates. Clearly, at some point the advantage
previously discussed begin to outweigh the disadvantage of slightly
higher metering costs. - It is Tikely that the 40 kilowatt level is a
conservative estimate of this balancing point and hence is a
reasonable level.

An example may illustrate the appropriateness of the chosen cutoff
level. Assume the following:

1. The standard purchase rate is 3¢ /kwh.
2. The on-peak purchase rate is J4¢/kwh.
3. The off-peak purchase rate is 2¢ /kwh,



[

4. 50% of all hours are on-peak and 50% are off-peak hours.

5. $4.60/month is a reasonable estimate of the monthly carrying cost
of one time-of-day meter (this is the fixed monthly charge which
Northern States Power Company bills its General Service Time-of-Day
customers).

Given these assumptions, a qualifying facility with generating
capacity of 40 kilowatts and an average monthly load factor of 80
percent would generate (40 kwh x 720 hours x .8 = 23,040 kwh) 23,040
kilowatt-hours in one month. If we further assume that such a
qualifying facility would respond to time-of-day purchase rates by
shifting some production of energy from of f-peak to an-peak hours the
benefit to the qualifying facility can be measured, If, after the
switch, the qualifying facility generated energy at 100% of capacity
on-peak and at 60% of capacity off-peak, a comparison of the before
and after payments is as follows:

Payment under standard rate
23,040 kwh x 3,0¢ = $691.20

Payment under time-of-day rate

on-peak kwh = 40 kw x 360 hours x 1.0 = 14,400
off-peak kwh = 40 kw x 360 hours x .6 = 8,640
on-peak: 14,400 kwh x 4.0¢ = $576.00

8,640 kwh x 2.0¢ = 172.80
23,080 738,30

payment under time-of-day rate = $748.80
payment under standard rate = $91,20

difference (per month) ¥ 57.50
less: monthly cost of one
time-of-day meter 4,60
net gain to qualifying facility 53,

This example shows that it would be cost effective for a qualifying
facility with the operating characteristics shown to sel) energy on a
time-of-day basis. :

For the above reasons the proposed rule would be effective at
encouraging cogeneration and small power production and would more
accurately compensate QF for the utilities' avoided costs.
Consequently, this section of the proposed rule is both necessary and
.reasonable.

It is necessary and reasonable that the 40 kilowatt Timit be applied
in a mandatory fashion so that qualifying facilities will be
compensated appropriately and given the proper production
incentives. This will not place an unreasonable burden on these
qualifying facilities. At the same time, it is reasonable that any
QF with capacity less than 40 kilowatts that are willing to pay the
additional metering costs should be allowed to sell energy on a
time~of-day basis.

In addition, it is necessary and reasonable that QF with capacity
greater than 100 kilowatts also have the option to sell energy on a
time-of-day basis to insure that these qualifying facilities are not
treated unfairly in comparison with other qualifying facilities. At
the same time, however, it is necessary to make eligibility for this,
rate conditional upon the delivery of firm power to protect the
financial condition of the utility and to protect the utility's
ratepayers. The protection of the utility and its ratepayers is a
serious concern when considering the rate for purchase applicable to
qualifying facilities with capacity greater than 100 kilowatts
because these qualifying facilities may not necessarily be generating
during the utility's peak load hours whereas a large number of
smaller qualifying facilities will on average be generating a
consistent proportion of energy during those peak hours. Therefore,
due to this potential lack of diversity, the utility may need some
guarantee that the qualifying facility with capacity greater than 100
<ilowatts will provide firm power during peak hours in order to meet
the utility's peak demand.
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The Examiner found this sectiu: of the rules necessary and reasonable

but also found that the phrase “firm electric power" should be replaced by
"firm power® in order to eliminate an element of uncertainty and vagueness

insomuch as the term "firm power is a defined phrase in these rules, and "firm

electric power® is not.

The Commission adopts the findings of the Examiner, and concludes
that the need for and reasonableness of this section has been adequately
demonstrated by the Statement.

D.2.

This section requires that a qualifying facility be billed for the
énergy and capacity it consumes on the same basis as other customers of the
utility in the same rate class through application of the utility's retail

Fa%? schedule. The purpose of this section was explained in the Statement as
ollows:

This section of the Proposed rule requires that the qualifying
facility will not be billed on a net energy basis if it chooses to
sell power on a time-of-day basis. Any appropriately sized
qualifying facility wishing to sell energy on a net energy basis may
do 50 under 4 MCAR § 3.0458 {8) so it is unnecessary to duplicate
that option here. Further, since the qualifying facility should be
billed according to the retail rate schedule it will be treated in a

nondiscriminatory fashion, compared to the utility's other ratepayers,

If it were not for the high cost of metering, it is safe to assume
that most utility rates would be based upon time-of-day, i.e.,
time-of-day rates would be the standard instead of the exception.
This proposed rule provides that if a qualifying facility has
time-of-day metering installed and if the utility to which the
qualifying facility is connected is rate regulated by this
Commission, the utility may petition to require the qualifying
facility to buy energy as well as sel) energy on a time-of-day
basis. This is necessary and reasonable because it will allow the
utility to more appropriately price the electric service to the
qualifying facility, At the same time, the qualifying facility's
interests will be protected by representation before the Commission.

The Examiner found this section of the rule necessary and reasonable.

The Commission adopts the findings of the Examiner, and concludes
that the need for and reasonableness of this section has been adequately
demonstrated by the Statement. ,

0.3.

In the rules as finally proposed, this section required that a
utility purchase all energy generated by the qualifying facility and
compensate the qualifying facility for the utility's avoided energy and
capacity costs as described in (e) and (b). The Examiner found the following:

For the reasons stated in Finding 91, supra, the requirement in §
3.0456 D.3. that the utility purchase all energy generated by the
Qualifying Facility exceeds the statutory authority of the Commission
and hence, is neither necessary nor reasonable,

7o correct the defect, the Commission must amend § 3.0456 0.3, by
striking "generated by" and inserting in lieu thereof "made available
to it" in the first sentence of this subsection.

The amendment suggested, since it is mandated by Minn. Stat. §

216B.164, subd. 4 (1981 Supp.), does not constitute a substantial
change within the meaning of 9 MCAR § 2.111.

The Commission has made the change recommended by the Examiner,
adopts the findings of the Examiner, and concludes that the need for and

reasonableness of this section has been adequately demonstrated.

D.3.a,
0.3.0

In the Statement, these paragraphs of the rule as initially proposed
were justified as follows:
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This section of the proposed rule is identical to Section C.3. and it
s necessary and reasonable for the same reasons stated in the
applicable Section of this statement.

The rules as finally proposed, contained several changes to these
paragraphs, as described in the Comments:

In general, the Commission's comments with respect to C.3.a. and
C.3.b. apply to the two paragraphs shown above., 0.3.b. is also shown
thanged to include division of Schedule § rates by the number of
on-peak hours, “On-peak” was inadvertently omitted from the proposed
rule, although the Statement of Need and Reasonableness addressed
this. The Commission is also recommending the addition of the last
sentence shown to avoid any ambiguity. Comments during the hearings
indicated that pot everyone understood that capacity payments under
time-of-day rates would be made only for on-peak deliveries.

With respect to paragraph a, the Examiner found the following:

The calculation of the avoided energy costs of the utility for
purposes of the time-of-day rate, as stated in § 3,0456 D.3.a. of the
proposed rules is a realistic approximation of the utility's avoided
energy costs. As such, it is reasonable,

For the reasons stated in Findings 38 and 39, supra, the amendments
to § 3.0456 D.3.a. do not constitute substantia] changes within the
meaning of 9 MCAR § 2.111,

With respect to paragraph b, the Examiner found the following:

Section 3.0456 0.3.b. is a description of the avoided capacity cost
to be paid a GF selling energy on a time-of-day basis. For the
reasons stated in Finding 93, supra, and the accompanying Discussion,
§ 3.0456 D.3.b., as applied to a QF providing Firm power is
reasonable. With respect to a QF not providing Firm power to the
utility, for the reasons stated in the Discussion following Finding
93, supra; the Commission has not demonstrated that the payment of a
fulT avoided capacity component to a QF not providing Firm power is
reasonable by an affirmative presentation of facts.

To correct the defect, the Commission may make the availability of an
avoided capacity component contingent upon the provision of Firm
power by the QF, Such a result could reasonably be accomplished by
inserting in this provision an amendment similar to that suggested
with respect to § 3,0456 C.3.b. of the proposed rules in Finding -93,

supra.

For the reasons stated in Findings‘38 and 39, supra, the amendment to
§ 3.0456 D.3.b. does not constitute a substant¥a] ¢ ange within the
meaning of 9 MCAR § 2.111.

The Commission has made the changes recommended by the Examiner,
adopts the findings of the Examiner, and concludes that the need for and
reasonableness of these sections has been adequately demonstrated.

4 MCAR. § 3.0457, tegotiated rate for purchases.,
A. Contracts negotiated by customer.

This section states that a qualifying facility with capacity greater
than 100 kilowatts may negotiate by contract with its interconnected utility
for the payment of avoided capacity and energy costs. In the Statement, the
Commission explained the purpose of this section as follows:

Under the FERC regulations {18 CFR § 292.304 {c)), utilities must
offer to purchase from QF of 100 kilowatts or less on the basis of
standard rates, There are several advantages to using established
standard rates. Among the advantages are the assurance of
non-discriminatory treatment, the ability to plan construction and
interconnection of a qualifying facility more easily because rates,
terms, and conditions already exist, and a reduced administrative
puraen on both the qualifying facility and the utility. These
advantages make standard rates particularly appealing for smaller QF.
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There are nevertheless disadvantages to standard rates, When all are
treated alike, individual differences are not taken into account.

One qualifying facility may employ a unique technology or operating
practice which is particularly suited to helping its interconnected
utility to avoid costs. If the qualifying facility is interconnected
under standard rates, it may lose payment for some of those avoided

costs, WNorse, the standard rates may operate to deter development of
such technologies or practices.

The inability to account for special circumstances becomes a greater
disadvantage as the capacity of the qualifying facility increases.
Also, because more resources are invested in the qualifying facility
and its effects on the utility are greater, it becomes more cost
effective to devote administrative efforts towards addressing
challenges and opportunities involved as the capacity of the
qualifying facility increases. '

The FERC recognized these phenomena in requiring standard rates for
QF of 100 kilowatts and under, and making them an option above that
capacity. The Commission also believes that recognition is necessary
and reasonable,

The Examiner concluded that this section of the rule is necessary and
reasonable but added the following statement:

While the Hearing Examiner has concluded that § 3.0457 A. is
reasonable as drafted, several witnesses testified that the Janguage
of § 3.0457 A. contradicts the earlier provision of the rules
requiring each QF to negotiate an interconnection contract With the
utility. (See, Pub., Ex. 10, Minnesota Power, p. 8; Pub, Ex. 65,
Ottertail Power Company, p. 16). For purposes of clarity and to
avoid a conflict with an earlier provision of the rules, the
Comnission may wish to redraft § 3.0457 A, in substantially the
following 1anguage: .
Except as provided in D., a Qualifying Facility with capacity greater
than 100 kilowatts shall provide by contract with the utility the
applicable rates for payment to the qualifying facility for avoided
capacity and energy costs.

The Commission has made the thanges recommended by the Examiner,
adopts the findings of the Examiner, and concludes that the need for and
reasonableness of this section has been adequately demonstrated.

B. Amount of capacity payments; considerations.

This section of the rules states that the qualifying facility of a
capacity greater than 100 kilowatts shall be compensated for capacity cost
savings of the utility through consideration of nine enumerated factors., In
the Statement, the Commission explained the purpose of this section as follows:

A number of factors may offset the costs avoided by the utility as a
result of the qualifying facility's energy output. It is necessary
and reasonable that each of these factors is listed in the proposed
rule to insure that these relevant factors are considered by the
parties in their negotiation. Each of the factors affects either the
amount of capacity, in kilowatts, which the qualifying facility
causes the utility to avoid or they affect the cost, per kilowatt, of
the capacity avoided due to the delivery of power by the qualifying
facility., The capacity factor of the qualifying facility, the length
of the contract term, the scheduling of maintenance, the willingness
and ability of the qualifying facility to provide fimm power or
capacity during system emergencies or system peaks and its
willingness to allow the utility to dispatch its generated energy are
all factors which, together with the rates capacity of the qualifying
facility, may determine the amount of capacity, measured in
kilowatts, which the qualifying facility is causing the utility to
avoid, Obviously, the cost of the utility's avoidable capacity is
the cost, per kilowatt, of the capacity avoided due to the delivery
of power by the qualifying facility. Any actions for noncompliance
with contract terms and the smaller capacity increments and the
shorter lead times available when capacity is added from QF are
factors which may affect, in a general sense, the costs which a
qualifying facility causes the utility to avoid.
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In the Comments, the Commission explained one minor change to’the
rules as follows:

Tne Commission recommends the addition of the word "capacity" simply

to make it clear that the utility is supposed to consider the nine

factors listed in the rule to determine the amount of capacity

payments. Tnhe Commission expects qualifying facilities that are

selling power under negotiated rates will receive energy rates equal

go3t3259u11 avoided energy costs of the utility as provided in 4 MCAR
. c.

The Examiner found this section of the rule reasonable, but added the
following statement:

While the Hearing Examiner has found § 3.0457 8. to be reasonable as
drafted, several representatives of larger QFs suggested that the
absence in § 3.0457 B. of a statement that the Qualifying Facility is
entitled to the utility's full avoided capacity costs as determined
through the contractual negotiation allows a utility to legitimately
bargain for a capacity payment of less than its avoided capacity
costs. A review of the Statement of Need and Reasonableness suggests
that such was not the intent of the Commission. Moreover, that
result would be prohibited by the requirements of Minn, Stat. §
2168,164, subd. 4(b) (1981 Supp.). To clarify any ambiguity in the
final rules, however, the Commission may consider adding to § 3.0457

B., after the heading of the section, language substantially similar -,

to the following:

“The qualifying facility shal) be entitled to-the full avoided
capacity costs of the utility."

Both the amendment suggested by the Hearing Examiner and the addition
of the word "capacity" as qualifying the word "payments® in § 3.0457
8. do not constitute substantial changes within the meaning of 9 MCAR
§ 2.111. That the section relates to capacity payments was implicit
in the rule as initially drafted. The word was merely added to avoid
any ambiguity. The change suggested by the Hearing Examiner was
Tikewise explicit in the language as initially drafted and is merely
declaratory of existing law. " :

The Commission has made the change recommended by the Examiner,
adopts the findings of the Examiner, and concludes that the need for and
reasonableness of this section has been adequately demonstrated.

C. Full avoided energy costs.

This section requires that the qualifying facility be paid the full
avoided energy costs of the utility adjusted as appropriate to reflect line
losses. In the Statement, the Commission described the purpose of this
section of the rule as follows:

The energy output from the qualifying facility with capacity greater
than 100 xilowatts will cause the utility to avoid incremental energy
costs in the same way that the output from smaller qualifying
facilities cause the utility to avoid energy costs. Consequently, in
order to base purchase rates on avoided cost it is necessary and
reasonanle to insure that qualifying facilities are compensated for
the Tull avoided energy costs adjusted for line losses as described
earlier in this statement.

The Zxaminer found this section of the rules both necessary and
reasonable,

The Commission adopts the findings of the Examiner, and concludes
that the need for and reasonableness of this section has been adequately
demonstrated by the Statement.

D. Qualifying facilities of greater than 100 kilowatts.

This section allows a qualifying facility with a capacity of greater
than 100 kilowatts to be interconnected to a utility at the utility's standard
rates, This section must be read in conjunction with 4 MCAR § 3.0456 D.1.,
wnich conditions the availability of the standard rate to a qualifying
facility with a capacity in excess of 100 kilowatts when it provides firm
pover on a time-of-day basis. In the Statement, the Commission described the
ourpose of this section of the rule as follows:
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Upon mutual agreement of the qualifying facility and a utility, a
utility may simply connect the qualifying facility according to the
standard rates applicable to all other customers, However, since
these qualifying facilities have capacity of greater than 40
kilowatts (in fact greater than 100 kilowatts) the only standard rate
to which these qualifying facilities would be eligible is the
time-of-cay rate tariff. This provision is necessary and reasonable
since it simply allows one possible outcome of the negotiation
grocess (the connection of the qualifying facility at standard rates)
0 occur,

The Examiner found this section of the rules reasonable,

The Commission adopts the findings of the Examiner, and concludes
that the need for and reasonableness of this section has been adequately
demonstrated by the Statement,

4 MCAR § 3.0458 Utility treatment of costs.
The Statement said:

This rule is needed to insure that utility purchases of electricity
from qualifying facilities are properly accounted for. It is
reasonable in that it flows these costs through to ratepayers in the
same manner that costs of purchases from other energy suppliers
(i.e., other utilities) are flowed through via Minn, Reg. PSC 392,

The Examiner found that this rule was necessary and reasonable on the
record:

108, Section 3.0458 requires that all purchases from a QF with
Capacity of 100 kilowatts or less and purchase of energy from
Qualifying Facilities with a capacity of over 100 kilowatts be
considered an energy cost in calculating the utility's fuel
adjustment clause.  This provision is necessary to ensure that
utility purchases of electricty from QF are properly accounted for.
The rule is reasonable in that it flows these costs through to
ratepayers in the same manner that costs of purchases from other
energy suppliers are flowed through to the ratepayers as a result of =
Minn. Reg. PSC 392,

The Hearing Examiner finds that § 3.0458 is both necessary and
reasonable,

The Commission adopts the Examiner’'s findings and concludes that the
need for and reasonableness of this rule have been adequately demonstrated by
the Statemegt.

4 MCAR § 3.0459 Wheeling and exchange agreements,

The Commission's Statement included the following discussion of the
need for and reasonableness of this rule:

wheeling is simply the transmission of electric power from one
utility to another. M.S. § 216B.164, subd, 4(c), requires the
utility to wheel a quatifying facility's output to another utility if
the qualifying facility requests such wheeling, provided that the
qualifying facility is at least 30 kilowatts and provided that the
wheeling is practicable.

This rule is needed to encourage cogeneration and small power
production throughout the state. Because electric utilities have
exclusive franchises to serve in particular areas, most potential
cogenerators and small power producers can interconnect with just one
utility, Different utilities, though, have different cost structures
and different load growth expectations. In theory, a utility with no
plans to build or purchase Capacity for at least 10 years has no
avoidable capacity costs. Because utilities are required to pay only
their full avoided costs, payments to qualifying facilities from this
utility would be correspondingly less than payments from a utility
with a great deal of generation expansion planned, and hence large
avoidanle capacity costs, The wheeling provision enables the
qualifying facility to sell to whatever utility is offering the best
price, no matter where the utility is located in Minnesota, as long
as wheeling is practicable. Looked at from ancther angle, the
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wheeling provision éncourages power produced from cuyenerators and
smatl power producers throughout the state to flow to those utilities

with the greatest need for it, This provision is needed to provide
the greatest substitution of power produced from cogenerators and
small power producers for power produced from utility central
generating stations.

The rule contains three sections concerning payments for wheeling

transactions., The Statement's discussion of those sections was as follows:

record:

These sections provide a reasconable means of accomplishing the
wheeling provision. The utility to which the power is wheeled pays
exactly its full avoided costs. The payment is made to the utility
to which the qualifying facility is interconnected. That utility
Pays the wheeling charges which have been incurred. It subtracts
these payments and its own wheeling costs from the amount it was paid
by the receiving utility. The difference is the payment to the
qualifying facility. Line losses and transformation losses are
automatically accounted for, since the receiving utility pays only
for power delivered. The qualifying facility pays for the wheeling,
as contemplated in both Minnesota law and the FERC regulations.
Finally, the qualifying facility is not burdened with the necessity
to deal directly with more than its own local utility,

The Examiner found that the rule was necessary and reasonable on the

Section 3,0459 requires that for Qualifying Facilities with a
capacity of at least 30 kilowatts, the utility, at the option of the
QF shall wheel the output of the QF to any other Minnesota utility
that would experience avoided capacity costs as a result of receiving
the wheeled power. The procedure for compensating the QF for its
power wheeled requires the utility to initially pay the wheeling
tharges from the recipient utility and transmit to the QF, upon
timely payment by the recipient utility of its full avoided and
capacity costs to the wheeling utility, the payment it has received
for the wheeled power less its own reasonable Costs and the charge
imposed by the recipient utility,

Section 3.0459, insofar as it requires the availability of wheeling
for a QF with a capacity of 30 kilowatts or greater, is a restatement
of Minn. Stat. § 2168.164, subd. 4(c) (1981 Supp.). It is therefore
both necessary and reasonable. Minn. Stat. § 216B.164, subd. 4(c)
(1981 Supp.), also requires the Commission to establish the me thods
and procedure for the reimbursement to the QF for the power wheeled.
[t.is reasonable to require the QF to bear the charges associated
witn wheeling, both because Minn, Stat. § 216B.164, subd. 4 (198
Supp.), requires that result and because a different allocation of
costs would require the utility to bear expenses in excess of the
full avoided costs of the recipient utility. It is the purpose of
PURPA, the FERC Rules, and Minn. Stat. § 216B.164, subd. 4 {1981
Supp.), that the expense occasioned to a utility as a result of
interconnection not exceed true avoided costs of the utility
ultimately using the power. The governing law balances the interests
of the utility's ratepayers and the cogenerators and small power
producers in favor of compensation for full avoided costs. Under
such a balance, the ratepayer pays no more for power than would be
paid for that delivered from conventional sources.

Hence, § 3.0459 is both necessary and reasonable.

Ottertail Power Company argues that wheeling should be limited to
energy in excess of 1,000 kilowatts, It asserts that it is currently
impractical to wheel power of less than 1,000 kw. Moreover, it
suggests that any QF that can deliver more than 1,000 kilowatts or
power does not need the intermediary of a utility in its dealings for
wheeling of power. (See, Pub. Ex. 65, Ottertail Power Company, p.
17). The Hearing Examiner finds that a Timitation on the
availability of wheeling to increments of 1,000 kilowatts would serve
no useful purpose. If Ottertai) Power Company is correct that it is
impractical to wheel power in increments less than 1,000 kilowatts,
under § 3.0459, as proposed, the utility could legitimately refuse
wheeling. Both Minn. Stat, § 2168.164, subd. 4(c) (1981 Supp.), and
§ 3.0459 conaition the availability of wheeling upon the existence of
practicable wheeling conditions. The suggestion by Ottertail Power
Company, therefore, adds nothing to the proposed rule and may
introduce a totally undesirable element of rigidity.
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Actaeon Corporation Suggests that the use of the subjective phrase
"whenever practicab}e" is unreasonable in that it could be used to

deny

wheeling and {mpede the development of QFs. The phrase,

however, is taken directly from Minn. Stat, § 2168.164, subd. 4(c)

{1981

Supp.). As such, it is presumptively necessary and

reasonable. Further, it would be decidedly impractical to specify
fully all conditions under which wheeling should not be available,
Since, pursuant to § 3.060 of the proposed rules, all parties have
available to them the Commission to resolve disputes, the use of §

3.045

9 as an element of oppression by a utility is not a Tikely

occurrence,

Froedtert Malt Corporation suggests that the recipient utilities not

be 11

mited to a Minnesota utility. (Pub. Ex. 13, Froedtert Malt

Corporation, p, 1). The limitation of required wheeling to another

Minne
2168,

calcu

sota utility, however, {s expressly stated in Minn, Stat. §
64, subd. 4(c) (198) Supp.). Additionally! Since the
lation of avoided capacity and energy costs contained in the

proposed rules, of necessity, only applies to a Minnesota utility

that

is subject to the Jurisdiction of the Commission, extending

recipient utilities under § 3.0459 to other than Minnesota utilities

would

The C

serve no useful function.,

ommission adopts the Examiner's findings and concludes that the

need for and reasonableness of this rule have been adequately demonstrated.

4 MCAR § 3.046

0. Disputes.

4 MCAR § 3.0460 provides for the Commission to be available to

resolve either
4 qualifying f

4 dispute or an impasse in the contractual negotiations betwaen
acility and a utility, It also provides that the burden of

proof in such proceedings 1s on the utility.

In the Statement, the Commission discussed the rule as initially
proposed in the following manner:

The Commission has Jurisdiction to resolve disputes between utilities
and their customers under M.S. §.2168.17, and has promulgated Minn.
Reg. PSC 507 and 508 to establish procedures for handling informal
and formal customer complaints. This section of the proposed rules
is needed to clearly indicate the Commission's ability and intent to
resolve disputes gver rule-related issues. :

In addition, M.S. § 216B.164, subd, 5, contains essentially the same

language as this section of the

Proposed rules. It is reasgnable for

the Commission to adopt the same scope of jurisdiction and burden of

proof as are required by the enabling legislation.

The Hearing Examiner found the rule to be in response to a

statutory

requirement and thus both necessary and reasonable, Although the Hearing

Examiner found

the rule to be necessary and rcasonable, he suggested the

celetion of the word "electric® as modifying the word "utility" to conform to
the defined terms and to be consistent with the usage in other provisions of

the rules,

The Commission has followed the Hearing Examiner's suggestion and
deleted the word "electric."

The Commission adopts the findings of the Examiner and concludes that
the need for and reasonabieness of this section has been adequately

demonstrated.,

The Comnission further concludes that the change to this

section does not constitute a substantial change witnin the meaning of 9 MCAR

5 2,111,
4 MCAR § 3.046)

« Notification to customers.,

A, Contents of written notice.

4 MCAR § 3.046) A requires that

the utility furnish to its customers

notice regarding the followin
small oower production rules:
specified in B of this sectio

g aspects of the Commission's cogeneration and
that the utility must provide the information
n to all interested parties free of charge upon

request, and that any disputes arising as a result of application of the

Commission's cogeneration and
resolution by the Commission,

small power production rules are subject to
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In the Statement, the Commission discussed this portion of the rule
as follows:

This rule imposes a duty upon the appropriate utilities to provide
notice to their respective customers of:

1) the utility's obligation to interconnect with and purchase
electricity from cogenerators and small power producers;

2) the utility's obligation to provide customer information
concerning cogeneration and smal) power production to all

interested persons free of charge upon request; and

3) that any disputes concerning interconnection, sales and purchase
are subject to resolution by the Commission upon compliance.

This notification requirement is intended to"annually inform the
utility's customers of the existence of rules concerning cogeneration
and small power production in addition to identifying some of the
very basic provisions of the rules (i.e., utility's obligation to

interconnect with and purchase from a qualifying facility).

Another important aspect of this rule is the notification portion
with respect to the availability of free customer information upon
request, It is the Commission's position that to effectively
encourage cogeneration and small power production, the public must
know that there is conveniently accessible information available for
their examination and review. Such information is to be available
without charge to encourage the unrestricted dissemination and the
continuous flow of information to the public.

The required notice is also designed to insure that the public is
aware that there is a governmental agency with the capacity to
resolve disputes that may be utilized upon proper complaint
procedures.

A1l notices are to be approved in form and content by the Commission
to insure clarity and understandability.

In reviewing 4 MCAR § 3.046] A, the Hearing Examiner stated the
following:

The purpose of the Commission's proposed rules and of Minn. Stat. §
2168.164 (1981 Supp.), is to encourage cogeneration and small power
production. That end can only be achieved if potentially interested
parties are aware of the existence and minimal requirements of such
rules. Including in the material provided to a utility's customers a
minimal notice designed to acquaint such customers with the basics of
the Commission's cogeneration and small power production rules is the
least expensive, most reasonable method of accomplishing that
objective. The only comment received relating to § 3.046) A. of the
proposed rules favorad the provision. (See, Pub. Ex. 4, Eicher, p.

The Commission finds that 4 MCAR § 3.0461 A is both necessary and
reasonable based upon the Statement.

3. Availability of information.

4 MCAR § 3.046) 8 reguires that the utility publish and make
available to all interested persons upon request, free of charge, certain
information from which the cost effectiveness of the establishnent and
interconnection of a qualifying facility could be determined by a potentially
interested party.

The Commission discussed this provision in the Statement in the
following manner:

In addition to the notice requirement, this rule also imposes an
obligation on the utility to publish and make available customer
information without charge. The Commission recognizes that there is
& need to have customer jinformation available for interested persons
to inspect.
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At a minimum, such customer information must include:
1. A statement of rates, terms and conditions of interconnection;

This information is necessary to provide accurate information
from which a prospective cogenerator or small power producer may make
an informed and prudent decision. Such information will allow an
individual to determine the approximate cost of interconnection as
well as the attending obligations and implications thereof.

2. A statement of technical requirements;

Such information is needed to allow a prospective cogenerator or
small power producer to determine the appropriate technical
specifications to be complied with as well as to select and install
the equipment necessary for safe and proper interconnection.

3. A sample contract containing the applicable terms and conditions;

A sample of the contract is needed to allow the prospective
cogenerator or small power producer to review, understand and become
familiar with the obligations, duties, rights and responsibilities
that may be involved by the execution of such a contract.

It is only reasonable and prudent that an individual contemplating
the execution of a document be furnished with the document to become
familiar with it in order to fully comprehend the implications and
obligations thereof.

4. Pertinent Rate Schedules;

This information is intended to provide an accurate foundation for a
cogenerator or small power producer to calculate the approximate
value of actual or projected output. Such information may be
invaluable to an individual contemplating interconnection as it will
allow him to evaluate the economic feasibility of such a venture.

5._ The title, address and telephone number of the department of the
utility to which inquiries should be directed;

This provision is intended to provide a means by which a utility may
be contacted to answer questions or to supply additional

information. It is an attempt to enhance the flow of information and
stimulate communication between potential qualifying facilities and
the utilities.

6. This statement: "The Minnesota Public Utilities Commission is
available to resolve disputes upon written request," and the address
and telephone numbers of the Commission.

This provision is intended and {s needed to provide information to
any interested person concerning the avaflability of the Commission
to assist in the resolution of any disputes that may arise in
addition to providing the public with an address and telephone number
by which the Commission may be contacted.

The Hearing Examiner, in his review of 4 MCAR § 3,0461 B, found that
the purpose of both the Commission's proposed rules and M. S. § 2168,164 is to
encourage cogeneration ana small power production to the maximum extent
consistent with the interests of the utility's ratepayers. He concluded that
since the information required by this provision would be readily available to
the utility and its dissemination upon request would not pose an economic
buraen on the utility, 4 {CAR § 3.0461 B8 is both necessary and reasonable.

While the Hearing Examiner found 4 MCAR § 3.0461 B was both
reasonable and necessary as drafted, he suggested that to avoid ampiguity in
the application of subsection B and to be consistent with the hearing
examiner's interpretation of subsection 8, the word "customer" as it modifies
the word "information" should be deleted where the phrase appears in 4 MCAR §
3.0461 A, 2. and in 4 MCAR § 3.0461 B. The Commission agrees with the Hearing
Examiner that the word “customer" in the identified context adds nothing to
the proper interpretation of the rule and, in fact, may introduce an
unnecessary element of confusion. Therefore, in accordance with the Hearing
Ixaminer's recommendation, the Commission nas amended the rule as initially
proposed by deleting the word "custcmer" in the pertinent locations.
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The Commission adopts the findings of the Hearing Examiner and
concludes that the need for and reasonableness of this section has been
adequately demonstrated. The Commission further concludes that the amendments
to the section do not constitute a substantial change within the meaning of 9
MCAR § 2,111,

4 MCAR § 3,0462 Interconnection guidelines.
The Commission's Statement discussed this rule generally as follows:

The Commission believes a rule covering interconnection guidelines is
necessary to achieve two broad-objectives. The first of these is to
insure the reliability and safety of electric utility service; the
second is to encourage cogeneration and small power production.

Electric utilities must furnish continuous reliable service to their
customers - service at a fixed frequency with voltages maintained
within prescribed limits, Further, their systems must be constructed
and operated to be safe for their employees and the general public.
Different systems May vary considerably in the physical plant and
e]icgrical Characteristics employed to deliver electric service
safely.

Like utility systems themselves, the generating units used by
qualifying facilities may be of many different types. They will
probably come in a broad range of capacities and may exhipit markedly
different operating characteristics. Their effect on any particular
distribution system Mmay vary with both their location on the system
and the concentration of qualifying facilities on the system.

There is a potential for problems to develop on the utility system
when a utility engages in interconnected operations with a qualifying
facility. Wnhether such problems actually occur depends on the
specific electrical characteristics and capacity of the qualifying
facility, its location and the concentration of such units on the
utility system, the characteristics of the distribution system, and
the interaction of these factors with each other. In general,
interconnected operations wilT be successful to the extent these
potential problems are anticipated and resolved.

Each of the interconnection guidelines in this proposed rule is
designed to prevent one or more of the following potential problems:

1. Safety hazards resulting from a qualifying facility energizing a
portion of a distribution system which has been deenergized because
of an outage or to enable utility personnel to perform maintenance.

2. Improper operation of equipment installed to protect ana®regulate
the distribution system because qualifying facilities have changed
the nature of power flows on the system,

3. Damage to or improper operation of customer-owned equipment due
to irreqularities in frequency or voltage, or both, or due to .
excessive harmonics, resulting from interconnected operations with
qualifying facilities. .

4. Interference with communications circuits caused by excessive
levels of harmonic frequencies which may be produced by some
qualifying facilities.

These problems point out the need for interconnection guidelines to

insure safe and reliable electric service. The Commission believes

the proposed rule on interconnection guidelines is also necessary to
éncourage cogeneration and smal) power production.

The Commission notes that uncertainty concerning required
interconnection equipment may deter potential qualifying facilities.
If interconnection guidelines are established by rule, a great deal
of uncertainty is eliminated or reduced. In turn, planning becomes
simpler and feasibility caleulations more accurate. Further,
reasonable guidelines established by rule prevent utilities from
making unreasonable demands on qualifying facilities, Utjlities
which did not want to éncourage cogeneration and small power
production might make such demands in the absence of a rule,
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A. Denial of interconnection application,

This section as adopted has been revised from the ryle as initially
proposed to incorporate the Hearing Examiner's suggestions. The Statement
contained the following aiscussion of the need for and reasonableness of the
section as initially proposed:

This section is necessary in that it provides the utility with
advance notice prior to interconnection. The utility and the
qualifying facility may then together work out any potential problems
before electricity flows and damage is done. It reasonably prohibits
the utitity from denying interconnection for reasons other than
noncompliance with applicable laws or regulations.

The Examiner found that the section was necessary and reasonable as
proposed, but suggested some clarifying language: '

Section 3.0462 A. provides that a utility may refuse to interconnect
with a QF only until the QF has applied for interconnection pursuant
to § 3.0454 K, and the application is approved by the utility. The
utility may withhold approval of the application only for failure to
comply with applicable utility or governmental 1aws. Finally, the
utility is authorized to include in its contract reasonable technical
connections and operating specifications for the QF.

As a consequence of both Federal and State law, a utility is required
to interconnect with a QF that offers to sel] it power. The
interconnection of a QF may, however, result in service problems to
both the utility and its customers as a result of interconnected
operations. Whether such problems develop, depends upon the degree
to which the QF and the utility, through their joint planning
efforts, are able to resolve potentials for disruption of the
utility's service. It is, therefore, both necessary and reasonable
that interconnection not occur until the utility has approved an
application for interconnection made pursuant to § 3.0454 K. of the
proposed rules. Moreover, the QF is reasonably protected by
specifying the conditions on the ability of the utility to deny the
interconnection application. A denial of the application is
reasonably conditioned only on the failure of the QF to comply with
. applicable rules or laws,

The Hearing Examiner finds that § 3.0462 A, is both necessary and
reasonable.

Several witnesses commented that the failure to include in § 3.0462

. an affirmative statement regarding the duty of the utility to
interconnect with a QF introduces an element of uncertainty into the
relationship between a utility and a QF. The Hearing Examiner finds
that both the requirements of existing Federal and State law and the
language of § 3.0462 of the proposed rules does require an
interconnection except as otherwise specifically provided in § 3,0462
A. To avoid any uncertainty, however, the Commission may wish to
insert in § 3.0462 A., after the title of subsection A., language
substantially similar to the following:

Except as hereinafter expressly provided, a utility shall
interconnect to a qualifying facility that offers to make availanle
to the utility energy or capacity.

Jacobs Wind Electric Company asserts that the proposed rule is
unreasonable in that it allows a utility rule to serve as a basis for
denying interconnection. (Pub. Ex. 16, Jacobs Wind Electric Co., p.
14). Apparently, Jacobs Wind Electric Company posits the use of a
utility rule as a means potentially employable by a utility in
preventing interconnection. The Hearing Examiner finds that the
proposed rules contain adequate safeguards to prevent such a result.

Although the Hearing Examiner finds that tne rule is both reasonable
and necessary as proposed, in order to remove ambiguity, and for
purposes of clarity, the Commission may wish to insert in § 3.0462 A.
after the word "utility" and before the word "or® language
substantially similar to the following: ‘“rules not prohidoited by 9
MCAR §§ 3.0450 - 3.0463",
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) The Commission has added the clarifying language suggested by the
Examiner. The Commission adopts the Examiner's findings, and concludes that

the need for and reasonableness of this section has been adequately
demonstrated.

B. Notification of telephone utility and cable television firm.
The Statement discussed this section as follows:

This section makes the electric utility responsible for notifying
communications companies of an impending interconnection with a
qualifying facility. The notification is necessary to prevent
potential communications problems due to possible increases in
harmonics in the utility lines. There are two reasons for the
utility, rather than the qualifying facility, to take this
responsibility., First, it is reasonable to minimize the
administrative burden on the qualifying facility in order to
encourage cogeneration and small power production. Second, the
utility has had to cooperate with telephone and cable firms in the
historical development of its system. This implies that coordination
has already been established among the appropriate personnel. It is
more efficient to make use of this established coordination than to

require each qualifying facility to try to find the right people to
talk to.

The Examiner found that this section was both needed and reasonable:

Section 3.0462 B, requires that the utility, as early as practicable,
notify affected telephone and cable television companies of a
prospective interconnection.

Since the interconnection of a QF may result in increases in
harmonics on the utility lines and resulting disruption to the
service of both telephone and cable television firms, it is necessary
that such firms be notified of the interconnection of a QF prior to
its actual in-service date. It is reasonable that the burden be
placed on the utility rather than on the QF since administrative
burdens will be reduced and the utility has developed coordination

with such firms previocusly in the normal conduct of the utility's
business,

The Hearing Examiner finds that § 3.0462 B. is both necessary and
reasonable.

The Commission adopts the Examiner's findings, and concludes that the

need and reasonableness of this section have been adequately demonstrated by
the Statement.

C. Separate distribution transformer; when required.

The Commission has revised the rule as initially proposed in this
- section to respond to the Examiner's findings and recommendations, The
Statement discussed this section as initially proposed as follows:

This section is necessary for two reasons. First, some installations
using inverters may require a transformer to provide proper grounding
for safety. Second, a separate distribution transformer may be
necessary to prevent service problems such as excessive light flicker
or equipment operating problems caused by voltage variations
experienced by nearby utility customers. These problems may be
caused by the starting, stopping, or irregular operations of a
generating unit feeding into a common distribution transformer. A
Separate distribution transformer for the qualifying facility should
largely mitigate these voltage variations. The section reasonably
Timits the ordinary requirement of this equipment to those units of

size and operating characteristics where such problems mignt be
expected to arise.

Tne Examiner found that the first sentence of this section was
necessary and reasonable: .

Section 3.0462 C. allows a utility to require that a QF have a
separate distribution transformer if necessary "either to protect the
safety of employees or the public or to keep service to other
customers within prescribed limits". [t also provides that such a
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requirement will not ordinarily be necessary for an induction-type
generator with a capacity of five kilowatts or less, or for other
units with a capacity of ten kilowatts or less that utilize
line-commutated inverters.

The Commission suggests that the rule is necessary for two reasons.
First, some instajlations using inverters may require a separate
transformer to provide proper grounding for safety. Second, a
separate distribution transformer may be necessary to prevent service
problems such as excessive light flicker or equipment operating
problems caused by voltage variations experienced by nearby utility
Customers. (See, Statement of Need and Reasonableness, pp. 38, 39),
Since such service problems may be caused by a generating unit
feeding into a common distribution transformer, it is reasonable, if
such problems are likely to occur, to require a separate distribution
transformer for the QF.” A separate distribution transformer to the
QF could mitigate the voltage variations caused by the use of a
common distribution transformer. The first sentence of § 3.0462 C.
is, therefore, both necessary and reasonable.

He found that the second sentence served no regulatory purpose and
should be deleted:

The Commission has attempted to detail the types of QFs that
"ordinarily" shouldn't require a separate distribution transformer.
The Commission states:

“The section reasonably Timits the ordinary requirements of its
equipment to those units of size and operating characteristics where
such problems might be expected to arise."

{Statement of Need and Reasonableness, p. 39),

Minn, Stat, § 15.0411, subd. 3 (1980), however, requires that a rule
have some regulatory effect, The requirement of a separate
distribution transformer for a QF can only be imposed if it is
necessary either to protect the safety of employees or the public or
to keep service to other customers within prescribed limits, There
is no "ordinary". application of the requirement., The condition for
its application must be demonstrated by the utility irrespective of
the size or operating characteristics of the QF. Hence, the
hortatory statement in the second sentence of § 3.0462 C. is
unreasonable in that it serves no requlatory purpose not adequately
expressed in the first sentence of that subdivision.

To correct the defect, the Commission should delete the last sentence
of § 3.0462 C. Since the last sentence of § 3.0462 C. is mere
surplusage serving no legitimate regulatory purpose, its deletion
wou]?lnot result in a substantia} change within the meaning of 9 MCAR
§ 2,11,

The Commission adopts the Examiner's findings, It has deleted the
offending sentence. The Commission concludes that the need for and
reasonableness of this section as adopted has been adequately demonstrated,
and that the deletion of the second sentence of the section as proposed does
not constitute a substantial change within the meaning of 9 MCAR § 2,111,

0. Llimiting capacity of single-phase generators; when permitted.

The Commission, in the Comments, proposed eliminating the last
sentence of this section as initially proposed. The Examiner concurred, and
the section as adopted reflects this revision from the section as proposed.

In its Statement, the Commission discussed this section as initially
proposed as follows:

Utility distribution circuits are generally three-phase or
single-phase. Three-phase power is more effective in supplying
larger electrical loads than is single-phase. Single-phase
distribution circuits are generally supplied from three-phase
circuits. In a balanced three-phase circuit, each conductor, or
phase, supplies approximately the same amount of power, and the
voltage conditions on each phase are approximately equal. If one
phase carries considerably more electrical load, or if single-phase
generators connected to that pnase supply considerably more power
than the other two phases, then higher losses or voltage regulation
problems, or both, may result,
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To protect other customers from voltage and service probliems,
utilities have for years limited maximum size, starting, and
operating characteristics of single-phase motors which may be served
from their system. Some generating units are operated as motors in
starting up to reach the necessary rpm, Other single-phase
generators are also expected to affect local voltage levels in the
same way as single-phase motors,

This section is necessary, therefore, to protect service to other
customers, Jjust as their service is protected by limitations on
motors. It is reasonable because it places no burden on qualifying
facilities which are different from the burdens of similar, but
nongenerating, customers.

In the Comments, the Commission said:

In response to comments by several qualifying facilities, the
Commission is recommending the removal of the limitation of single
phase generators to a maximum capacity of 10 kilowatts, In light of
the testimony that this restriction is unwarranted, it is reasonable
to remove this limitation. However, it should be noted that the
utility may limit the capacity of single phase generators in a way
consistent with the utility limitations on single phase motors.

Thus, the utility's ability to insure the safety and power quality of
the system is not impaired,

" The Examiner found that this section was needed and reasonable. He
also found that the final sentence, as initially proposed, was mere
surplusage, and that its deletion did not constitute a substantial change:

Section 3.0462 D. allows the utility to limit the capacity and
operating characteristics of a single-phase generator in a way
consistent with the utility limitations for single-phase motors when
the limitation is necessary to avoid "the 1ikelihood that.a
qualifying facility would cause problems with the service of other
customers”,

This provision is necessary to protect the integrity of the utility
service received by other utility customers, (Statement of feed and
Reasonableness, p. 39.). It is reasonable because it places no
burden on a QF which is different from the burden placed on a
similar, non-generating customer. Section 3.0462 D., therefore, is
necessary and reasonable,

The Commission has stricken from the proposed rule the following ,
language:

Ordinarily, single~phase generators should be limited to a capacity
of ten kilowatts,

The deletion was made in response to a number of public comments
received. (See, e.g., Pub, Ex. 16, Jacobs Wind Electric Co., p. 16;
Pub. Ex. 66, Dary] Jorud, P. 2; Pub. Ex. 67, Russell C, Sletmoen, p.
15 Pub. Ex. 68, Daryl Nelson; and Pub. Ex. 77, Wind Power Systems,
Inc., p. 1). For the reasons enumerated in the previous Findings,
the Hearing Examiner finds that the language stricken was mere
surplusage not qualifying as a general statement of future regulatory
effect., Minn. Stat. § 15.0411, subd. 3 (1980), The deletion of
surplus language which introduces no change in the test for
application of the subsection previously stated does not constitute a
substantial change within the meaning of 9 MCAR § 2.111.

The Commission adopts the Examiner's findings and concludes that the
need for and reasonableness of this section have been adequately
demonstrated. The Commission also concludes that the deletion of the final
sentence from the rule as initially proposed does not constitute a substantial
change within the meaning of 9 MCAR § 2.111.

€. lIsolation of generator.
This section as initially proposed allowed a utility to require a
qualifying facility to have a system for automatically isolating the generator

from the utility's lines upon loss of utility supply. The Commission
explained its reasoning for that language in the Statement:
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This section of the proposed rule addresses another point of
extremely intense controversy: disconnection of the qualifying
facility from the utility when the utility line is deenergized,

The need for disconnection is acknowledged by all, Maintenance, such
as restoring a line after an outage, must be carried out while the
line is deenergized. The generation which comes from a qualifying
facility can shock just as severely as the utility's own generation.

The utility's system is designed, through use of devices such as
circuit breakers, to automatically isolate a line, or a portion of a
line, from the utility's generation when a fault occurs on the line.

Utility work rules require repair crews to open and tag a manual
disconnect switen on either side of the fault before beginning work
on the line. In addition, the crews are supposed to ground the line
On each side of the fault, Utilities have maintained that the safety

' of their employees requires each qualifying facility to have a manual
disconnect switch which is accessible to the utility at al) times and
which the utility may lock open while performing maintenance.

Qualifying facilities may employ any of several different generating
and interconnection technologies. Some of. these require an electric
signal to be present in the electric utility system in order to
operate, while others will generate regardless of whether the utility
system is energized.

Some owners and manufacturers of qualifying facilities which use
technologies requiring input from the utility system have maintained
that a lockable manual disconnect switch should not be required.
Because their generator would automatically shut down on the loss of
the utility signal, they say, a manual disconnect would be an
unnecessary additional expense. They also object to giving the
utility unlimited access to their property and ultimate control over
their generator. They have recommended instead that a positive
disconnect on loss of utility's signal be the only feature required.

Utilities have voiced a concern that under certain conditions of load
and operation of qualifying facilities on portions of a distributiuon
system it would be possible for several facilities to excite each
other and continue to energize the line even after the loss of
utility power, The response of owners and manufacturers to this
concern has been that the probability of exactly the right conditions
occurring is so remote as to be complietely negligible, and that
without the utility's fixed frequency signal, even if the conditions
did occur, generation could not continue beyond a few seconds after
loss of utility power.

r 4
The Commission believes this section of the proposed rule is
reasonable. If a utflity requires a qualifying facility to
disconnect automatically on loss of utility supply, and if the
utility employee properly grounds both sides of the fault before
working on it, utility personnel will not be endangered. At the.
same time, the qualifying facility will not be subjected to needless
expense and possible utility harrassment. .

During the hearings, the Commission heard testimony from
manufacturers of generating equipment and from utilities. As a resylt of that
testimony, the Commission altered this section as finally proposed to allow a
utility to require either a system for automatically isolating the generator
or a manual disconnect switch, The Commission explained its reasoning for the
change in its Comments:

The Commission is recommending that the proposed rule be changed to
permit the utility to require that the qualifying facility have a
lockable manual disconnection switen readily accessible to the
utility. The Commission reached this conclusion after considering
several matters.

First, testimony was submitted by Jacobs Wind Electric Company that
its equipment would automatically shut down if the utility system was
deenergized. However, there Was no assurance that all types of
equipment which could conceivably be connected to the utility system
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would always work in a fafl-safe manner. It must be concluded that
there is an element of risk associated with automatic disconnect

equipment which is not associated with a manual lockable disconnect
Switch,

Second, although utility work crews are supposed to ground the line
on each side of a fault, it was stated in testimony that the crew
could be injured while attempting to ground the line if a qualifying
facility was sending power into the system.

The Commission believes that requiring a lockable disconnect will not
impose an unreasonable burden on the qualifying facility. The
benefit of a safer work place for utility personnel outweighs the low
cost of a lockable disconnect switch. The Commission also believes
that the installation of a lockable manual disconnect switch may aid

the qualifying facility in obtaining liability insurance because of
the lower risks.

The proposed language should not be construed to require the
placement of the lockable manual disconnect switch on the qualifying
facility's property. To the contrary, the Commission expects there
will be circumstances where the convenience of both parties will be

satisfied by locating the switch on the utitity's side of the
interconnection,

The Hearing Examiner repeated the Commission's concerns that
qualifying facilities pose a peculiar hazard upon utility systems, and that

there is no assurance that al) generating systems will contain internal
automatic isolation systems,

He 11s0 found that a visible disconnect switch is required for
qualifying facilities by the National Electric Code and by the Safety Manual
adopted by the State of Minnesota Joint Training and Safety Commission,
Further, he found that the State Board of Electricity has determined that the
1981 electric code requires that a qualifying facility have a lockable
disconnecting means between the cogenerating equipment and the utility
source. Examiner Campbell concluded that an automatic isolation system would

not satisfy the State Board of Electricity's requirements because it would not
be lockable.

The Examiner reasoned that the section as finally proposed would not
meet the need shown in the record because it would allow a utility to impose
excessive or conceivably impossible requirements upon a qualifying facility by
requiring an automatic isolation system when the generating system already has
& manua) disconnect, thereby inflating the cost of the qualifying facility, or
by exercising its option to require an automatic isolation system when the
generating apparatus is incapable of supporting such an automatic system. He
recommended the Commission remove the language in this section giving the

utility the option to choose which form of isolation system the qualifying
facility would have to use.

The Commission agrees. The purpose of this section has always been
to provide a safe, effective, and reasonable means of isolating the qualifying
facility during periods of loss of utility power. Of particular concern, of
course, has been the safety of utility crews working on deenergized utility
lines, and of other customers on the same distribution system.

The Commission fings, based upon the record and the Examiner's
recommendations, that a manual disconnect switch will pe required of all ]
qualifying facilities in order to pass an electrical safety inspection prior
to operation. It would be senseless for the Commission to require additional
isolation equipment which woula not materially improve the safety of the
installation but would raise the cost. Simitarly, it would be unreasonable
for the Commission to allow a utility to impose such an additional requirement
upon a qualifying facility., The tanguage in this section as finally proposed
was intended to allow flexibility under the assumption that such flexibility
was needed. The Commission now finds that the simpler requirement that a}ll
qualifying facilities need only have a manual lockable disconnect switch will
adequately address the safety needs of an interconnected qualifying facility

and utility, and that no additonal complication need be mandated by this
section.

The Examiner found that the change now adopted by the Commission
would create a section the need for and reasonableness of which had been
shown, The Cormission adopts the finding of the Examiner.
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The Examiner also found that the change to this section now adopted
by the Commission would not result in a substantial change. The Commission
adopts the Examiner's basis for that finding as follows:

As previously noted, the important test of substantial change is the
presence of reasonable notice to potentially affected persons.
American lron & Steel Institute v, EPA, 568 F. 2d 284, 293 (3d Cir.,
197775 Internationa)l Harvester Co. v. Ruckelshaus, 478 F. 2d 615,
632, n. 5T (U.C. Cir. 19/73T; South Terminal Lorp. v. EPA, 504 F, 24

© 646, 659 (1st Cir. 1974), The Rotice of Hearing reasonably raised
the question of mandated methods of isolation of the qualifying
facilities's generator. Moreover, the Statement of Need and
Reasonableness specifically discussed the subject of the manual
disconnect switch. Statement of Need and Reasonableness, pp.
39-40). The issue of requiring a lockable, manual disconnect switch
Was thoroughly debated at the hearings. To find that a substantial
change results fn the change of position by the Commission would lead
to the conclusion that an Agency can learn from the comments on its
proposals only at the peril of instituting a new rulemaking
proceeding. International Harvester Co. v. Ruckelshaus, supra. The
change ultimateTy adopted by the Commission allowing a manual,
lockable disconnect switeh is a Togical "outgrowth" of the rulemaking
proceeding. South Terminal Corp. v. EPA, supra. Finally, the
amendment suggested by the Hearin txaminer s already required by
the State Board of tlectricity. ?See, Pub. Ex, 78, State Board of
Electricity). ‘.

The Commission concludes the section as adopted is needed,
reasonable, and does not result in a substantial change,

F. Discontinuing paralle] operation.

in the Statement, the Commission said that this section was necassary
and reasonable for the reasons given in the discussion of the disconnect
section. (That discussion has been reproduced under £ above.)

The Examiner reported recéiving no comments in opposition to this
section. He found it necessary and réasonable for the reasons put forward in
his discussion of the disconnect section (also reproduced under E above) .

The Commission adopts the Examiner's findings, and concludes that the
need for and reasonableness of this section have been adequately demonstrated
by the Statement.

G. Permitting entry.

The Commission discussed the need for and reasonableness of this
section in the Statement as follows: .

This section is necessary to afford the utility and affected
communications companies a reasonable opportunity to assure safe and
effective operations of their systems in conjunction with parallel
electric generation by QF, It reasonably limits the reasons for
entry and the times at which entry may be gained. Specifically,
entry may occur only during reasonable hours, and only for purposes
of evaluating the qualifying facility's impact on system safety and
quality of service.

The Examiner found this section necessary and reasonable as proposed,
but recommended a minor change: ’

Section 3.0462 6. requires a Qualifying Facility to make equipment
available and permit entry by "electric and communication utility
personnel" to test isolation and protective equipment, Such tests
would be conducted to evaluate the quality of power delivered to the
utility and to determine whether the QF is responsible for any
service problems experienced by the customers of a utility or
communication system,

The Commission asserts that this section is necessary to affora the
utility and affected communication companies a reasonable opportunity
to assure safe and effective operation of their systems in
conjunction with the parallel electric generation of the QF.
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(Statement of Need and Reasonableness, p. 40). The Commission also
asserts that the section reasonably limits the reasons for such entry
and the times at which it may occur, {Statement of Need and
Reasonableness, p. 40).

A number of utilities testified that allowing entry for purposes of
inspection and testing by utility personnel is necessary for the
safety of all parties and the proper functioning of the
interconnected utility. (See, e.g., Pub. Ex. 65, Ottertail Power
Company, p. 19),

The cogenerators and small power producers, however, asserted a need
to limit the application of subsection G. Jacobs Wind Electric
Company, for example, pointed out that utility personnel are exempt
from the State Board of Electricity requirements which apply to the
QF's side of the interconnection. (Pub, Ex. 113, Jacobs Wind
Electric Co., p. 11; Pub. Ex. 78, State Board of Electricity, p. 1).
Further, there is no evidence that the nomal electric and
communication utility personnel will efther be familiar with the
equipment used by the QF or qualified to inspect and adjust it.

(See, Pub. Ex. 113, Jacobs Wind Electric Co., Reply Comments, p., 11).

The Hearing Examiner finds that § 3.0462 G, is both necessary and
reasonable. The concern expressed by Jacobs Wind Electric Company is
not a likely occurrence. In the event that unqualified personnel
attempt to make an entry, the QF could refuse to allow such personne)
to test or adjust the equipment and resolve their reasonableness in
doing so under the Commission's complaint procedure. Also, if
unqualified personnel damaged the QF's equipment or otherwise
interfered with the production of electricity by the QF as a result
of their own lack of knowledge and tratning, the utility affected and
the person accomplishing entry would be )iable to the QF for damages
in tort,

Although the Hearing Examiner has found that § 3.0462 G. is both
necessary and reasonable, for purposes of clarity and to avoid
misconstruction, the Commission may consider inserting in the second
line of G., after the word "permit", and before the word "electric”,
the word "qualified®, . :

Such an amendment is implicit in § 3.0462 G. and would not constitute
4 substantial change within the meaning of 9 MCAR § 2.111,

The Commission has reviewed the Examiner's recommendation, and has
considered inserting the word "qualified.” The Commission has, after
consideration, decided not to make that revision. The Examiner pointed out
that the qualifying facility has available to it both the dispute resolution
procedure of the Commission and the courts for protection against unquadified
personnel. The Commission finds that the insertion of the word "qualified”
would not change the nature or application of the rule, but would form a
potential new focal point for disputes as QF and utilities argue over what
constitutes qualified personnel.

The Commission concludes that the need for and reasonaoleness of this
section has been adequately demonstrated by the Statement.

H. Maintaining power output.

This section and the next (I..varying voltage levels) were discussed
together in the Statement:

These two sections establish a necessary and reasonable requirement
that operations of the qualifying facility not disturb the quality of
service to other customers through frequency or voltage variations or
through introduction of undesirable levels of harmonics. This
requirement conforms to the legislative intent that encouragement of
cogeneration and small power production be consistent with protection
of the ratepayers and the public.,

The Examiner found that this section was needed and reasonable:
Section 3.0462 H, requires the QF to maintain its power output in
such a manner that frequency and voltage produced are compatible with

the utility's normal service and ‘do not cause the prohibited
degradation of such service.
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Section 3.0462 H, is both necessary and reasonable since a balancing
of the interests of the customers of the utility and the gF require
that the service to the customer not be degraded as a result of
Interconnection. The only comment received on this section of the
proposed rules suggested that the word “standard” contained in the
fifth line of § 3.0462 H. should be deleted as being unduly vague
because standard limitations on service do not exist in the utility
industry. (See, Pub. Ex. 16, Jacobs Wind Electric Co., p. 17). It
s suggested that the word ‘customary" be inserted in 1ieu of ithe
word "standard" in the rule. The Hearing Examiner finds that the two
words are synonyms and that the inclusion of the word "standard" in
the rule does not render it impermissibly vague,

The Commission adopts the Examiner's findings, and concludes that the
and reasonableness of this section have been adequately demonstrated

by the Statement.

I. Varying voltage levels.

This section has been revised in accordance with the Examiner's

recommendations.

The Commission's discussion of the need for and reasonableness of

this section was reproduced under H above.

revision

The Examiner found that this section was necessary, but would require
to become reasonable:

Section 3.0462 1. requires that a Qualifying Facility be operated so
that variations from “acceptable voltage levels and other
service-impairing disturbances" do not adversely affect other utility
customers and so that the facility does not produce “undesirable
levels of harmonics" in the utility's power supply.

The Commission asserts that § 3.0462 I. is both reasonable and
necessary for the reasons discussed in the previous Finding.

A number of utilities suggested embellishment of the language to
insert additional operating characteristics on the quality of power
provided by the QF, (See, Pub. Ex. 6, NSP, p. 19; Pub. Ex. 10,
iinnesota Power, p. 10: and Pub. Ex. 117, MMUA Reply Comments, p. 23).

Jacobs Wind Electric Company testified that the word "undesirable” as
modifying levels of harmonics in § 3.0462 I, is impermissibly vague
and may be used by a utility as a method of oppression. .

The Hearing Examiner finds that the subsection is necessary to
establish the responsibility of the QF for the safe operation‘of its
generating capacity in harmmony with the electric service provided by
the utility to its customers. Such a balancing of interests is
inherent in Minn, Stat, § 2168.164, subd, 1 {1981 Supp.).

The Comment of Jacobs Wind Electric Company that the ward
"undesirable" s impermissibly vague and may be used by a utility to
discourage cogeneration and sma}l power production is persuasive.
There is no standard in the Proposed rule governing when or at what
Tevel harmonics become “undesirable”, Further, the party that
determines undesirability is not identified. What is undesirable to
the utility may not be undesirable to another customer or even the
Commission. Hence, § 3.0462 I. is unreasonable,

To correct the defect, the Commission should strike the word
"undesirable” in the second to last line of § 3,0462 1. and
substituted after the word "harmonics" in the same line language
substantially similar to the following 1anguage suggested by Jacobs
Wind Electric Company"

which exceed the prescribed limits of Commission rules or other
levels customarily accepted,

(See Pub. E£x. 16, Jacobs Wind Electric Co., p. 17).
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The Commission has adopted the change recommended by tha Examiner,
The Commission adopts the Examiner's findings, and concludes that the need for
and reasonableness of this section have been adequately demonstrated. The
revision to the section as initially proposed is in the nature of
clarification of language which was "impermissibly vague.” The Commission
concludes that this revision does not constitute a substantial change within
the meaning of 9 MCAR § 2.111. :

J. Safety,

This section has been revised from the section as initially proposed
in accordance with the Examiner's recommendations.

The Statement discussed the section as initially proposed as follows:

This section is necessary to establish the location of responsibility
for safety and protection of equipment owned by the qualifying
facility., It reasonably places that responsibility with the
qualifying facility, not the utility. It warns a potential owner of
the responsibility and suggests investigation of a particular piece
of equipment which may be necessary.

The Examiner found that the first sentence of the section as

initially proposed was necessary and reasonable, while the second was
surplusage:

Section 3.0462 J. states that a Qualifying Facility snall be
responsible for operating its equipment in adherence to all
applicable national, state and local codes, The section adds the
following advisory statement:

The design and configuration of certain cogeneration and small power
production equipment might require an isolation transformer as part

of the qualifying facility's installation for safety and protection
of the qualifying facility equipment.

The Commission asserts that this subsection is necessary to fix the
responsibility for safety and protection of equipment owned by the
QF. It states that the section is reasonable in that it places the
burden for the protection and maintenance of the equipment on the
owner of the equipment who has created any additional resulting
risk. Such an allocation of responsibilities is inherent in the

;egis;ative intent expressed in Minn, Stat. § 2168.164, subd. 1 (1981
upp. ).

The Hearing Examiner finds that, for the reasons relied upon by the
Commission in its Statement of Need and Reasonableness, the first
sentence of § 3.0462 J. is both necesssry and reasonable, (See,
Statement of Need and Reasonableness, p. 40).

For the reasons stated in Finding 127, supra, however, the Hearing
Examiner finds that the advisory statement contained in the second
sentence of § 3,0462 J. is either mere surplusage or, if an
additional requirement beyond that expressed in the first sentence is
Mmeant to be imposed, is impermissibly vague. It contains no
statement of conditions under which an isolation transformer may be
required of a QF for reasons of safety, The reasonableness of the
second sentence of § 3.0462 J. of the propesed rules, therefore, has
not been demonstrated by an affirmative presentation of facts in the
record, /

To correct the defect, the Commission should delete the second
sentence of § 3.0462 J.

The Commission has made the revision recommended by the Examiner.
The Commission adopts the Examiner's findings, and concludes that the need for
and reasonableness of this section as adopted have been adequately
demonstrated. The Commission finds that the deletion of the second section of
the section as initially proposed does not change the application of the rule,
and concludes that this deletion does not constitute a substantial change
#ithin the meaning of 9 MCAR § 2,111,

X. Right of appeal for excessive technical requirements,

The Statement contained the following discussion of this section.
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The purpose of this provision is to protect the qualifying facility
against unreasonable demands of the utility where such demands have
the effect of discouraging cogeneration and small power production,
and where such demands are not warranted to insure safety, protection
of equipment, quality of service, or protection of ratepayers. This
provision is necessary to carry out the legislative mandate that
disputes must be determined by the Commission.

The Examiner found that 1t was necessary and reasonable:

Section 3.0462 K. allows the Qualifying Facility to appeal to the
Commission if it considers the technical requirements for
interconnection imposed by the utility to be unreasonable. Section
3.0462 K. is both necessary and reasonable as & consequence of Minn.
Stat. § 2168.164, subd. 5 (1981 Supp.), and as a more specific
stagegent of the Commission's dispute resolution authority contained
in .0460,

The Commission adopts the Examiner's findings, and concludes that the
need for and reasonanleness of this section have been adequately demonstrated
by the Statement,

4 MCAR § 3.0463 Existing contracts.

In the Statement, the Commission stated its basis for including a
section allowing the reopening of existing cogeneration and smal) power
production contracts as follows:

The Commission is aware that qualifying facilities have begun
interconnected operations with utilities around the state, and is
aware that contracts have been executed between qualifying facilities
and utilities in conjunction with these operations. The Commission
has to date recejved two formal complaints (Docket No. E-002/C-82-117
and £-148/C-81-5486) concerning the terms and conditions of the
contracts being offered by the utilities.

All utilities covered-by the proposed rules will be required, under 4
MCAR § 3.0452 (D) to file for Commission review and approval all
their standard contracts. The Commission will thus approve the form
of a:] gonrracts to be executed between utilities and qualifying
facilities.

The Commission believes it would be unreasonable to create, through
inaction, two classes of qualifying facilities: one with unreviewed
and unapproved contracts, the other with reviewed and approved
contracts. The Commission has previously found that its Jurisdiction
extends to the provisions of contracts which were privately
negotiated between an electric utility and its retail customers.
Anoka Electric Cooperative, Docket No. U-75-103 (February 24, 1977),
The Commission has scrutinized contractual rate provisions and
abrogated provisions it has found to be unlawfully discriminatory,
Minnesota Power and Light Company, Docket No. E-015/GR-76-408
{Uecember 18, 19786), or preferential, Minnesota Power and Light
Company, Docket No. E-015/GR-77-360 (February 3, 1973).

On appeal of the latter case, the St. Louis County District Court
upheld the Commission's right to investigate and, after notice, to
abrogate contracts. This provision of the proposed rules is
necessary to provide notice to utilities and qualifying facilities
that contracts drawn and executed before the effective date of the
proposed rules may be replaced with a standard, approved contract
under the proposed rules.

It is reasonable to permit either party to reopen a pre-rule
contract, since the provisions of the standard, approved contract are
as likely to work in favor of one party as the other.

The Commission made no additional remarks on this section in the
Comments.

. Tne Examiner found the intent of this section to be retroactive
rulemaking. while no participant introduced evidence intc the record as-to
the legal limitations on the Commission's authority in this area, the Examiner
found that the Commission has authority to adopt retroactive rules by virtue
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of the general rulemaking authority in M.S, § 2168.164, subd, 6. He reasoned
that a valid administrative rule has the force and effect of law. When acting
in a legislative capacity, Examiner Camppell stated, an agency has the
ability, in a fashion parallel to the legislature, to make rules retroactive,
absent constitutional impediments, if it is reasonable to do sg, He found
clear intent in the language of this section to make the rule retroactive, and
concluded that the section could be promulgated if 1t could withstand
constitutional challenge.

He reviewed the general constitutional prohibition against the
impairment of contracts, and traced the evolution of court review from a
strict application of the contract clause of the United States Constitution
through the modern interpretation that states may exercise their police
powers, even if private contracts are modified or abrogated thereby, when the
state's actions serve a legitimate public purpose and are limited to those
provisions necessary to achieve that purpose,

Further, he reasoned that a regulatory agency must exercise its
ability to abrogate pre-existing contracts in accordance with the limitations
on the exercise of such authority with respect to private contracts
generally. This would mean that an abrogation must be made upon reasonable
conditions and be of a character appropriate to the public purpose Justifying
its adoption.

The Examiner found that the Commission had failed to present on the
record any documentation of the public purpose that it was seeking to achieve
through this section. Without a clearly stated public purpose, he was unable
to determine if the section would be necessary and reasonable within the
constitutional prohibitions he had earlier described.

Examiner Campbell concluded that this section as proposed violated
the prohibition in the Minnesota and United States Constitutions against a
state adopting a law impairing an existing contract, and recommended that the
Cormission either strike the section from the rules or reconvene the hearings
to provide a record that would support a redrafted section.

Under M.S. § 14.15, subd. 4, and M. S. § 14.16, the Commnission.has
three choices when, as here, a Hearing Examiner finds that the need for and
reasonableness of a proposed rule have not been shown. The Commission may
take the action recommended by the Examiner to correct the defect, it may
modify the rule in a fashion other than that suggested by the Examiner, or it
may submit the proposed rule to the Legislative Commission to Review
Administrative Rules (LCRAR) for the LCRAR'S comments.

The Cormission believes both the second and third choices would be
inappropriate here. Making changes other than those suggested by Examiner
Campbell is unlikely, given the clear and strong position he took in his
Report, to result in any change in his position, and would merely cause
delay. Submitting the proposed rules to the LCRAR with this section intact
would insure that no portion of the rules would go forward until the LCRAR had
completed its review. Under M.S. § 14.15, subd. 4, the LCRAR is allowed 30
days for that review. The Commission believes that the subject matter of
these rules is too important to unnecessarily delay further,

Within the first choice, the Examiner left two courses of action open
to the Comission: delete the section or reconvene the hearings for further
support of a redrafted section. The Commission is unwilling at this time to
delay the adoption of all the proposed rules by reconvening the hearings, and
has tnherefore deleted this section from the rules as adopted.

The Commission remains concerned with the possiole discrimination
noted in the Statement. That discrimination, now that the Commission has
ceded jurisdiction over non-rate-regulated utilities prior to interconnection,
could take two forms, First is the problem of excessively burdensome
contractural requirements prior to an initial interconnection. Second is the
problem of inter-customer discrimination after an initial interconnection.

On the first problem, the Commission notes its general complaint
authority under M. S. § 2163.17. As to cooperative electric associations,
M.5. § 2168,17, subd. 6a, authorizes the Commission, upon complaint or upon
its own motion, to investigate the cooperative's service standards or
practices. The Minnesota Supreme Court reviewed a cecision of the Commission
regarding the meaning of this subdivision in Beltrami tlectric Cooperative v.
Minnesota Public Utilities Cormission, 319 NW2nd 52 (1932). The Court faced
tne question oT wnether a cooperative's policy on deposits for connecting
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mobile homes to electric service was a "rate" as defined in M.S, § 2168.02,
sudbd. 5, or a "service" as defined in M.S. § 2168.02, subd, 6. The Court
noted the limiting language of M.S, § 216B.17, subd. 6a, and stated, "A
statutory provision enacted to reduce unnecessary bureaucracy in rate-setting
does not remove from the Commission the authority to prohibit arbitrary and
discriminatory barriers to the provision of service." 319 NW 2nd at 56. The
Court found the connection policy to be a condition of service which the
Commission could review.

The Commission believes that the provisions of an interconnection
contract are similarly conditions of service: the provisions of a contract
establishing the termms and conditions under which energy will be bought and
sold between a utility and a qualifying facility concern the installation of
equipment for delivering and measuring electricity, and can be scrutinized to
assure they are not arbitrary and discriminatory barriers to the provision of
interconnected service. The Commission would expect to receive complaints
from qualifying facilities who felt that initial interconnection contracts
offered by non-rate-regulated cooperatives were unreasonable or unjustly
g%g:r;ginatony, and would expect to resolve those complaints under M.S. §

B.17.

As to municipal electric utilities, M.S. § 2168.17, subd. 6,
authorizes the Commission to hear, determine, and adjust complaints concerning
rates and services upon petition of ten percent of the non-resident consumers
of the municipal utility or 25 such non-resident consumers, whichever is
Tess. Thus, the subject matter over which the Commission has jurisdiction for
complaints about a municipal utility is broader and covers the terms and
conditions of interconnection, but the circumstances under which the
Commission could hear a complaint are more narrow. Only if ten percent of the
utility's consumers who 1ive outside the city limits (or 25 of those
consumers, whichever is fewer) complain to the Commission about the utility's
Cogeneration rates or practices could the Commission hear a complaint about an
initial interconnection contract.

In addition, the protections of Federal law that require interconnection
apply here as well, 16 USC § 8242-3(h)(2)(B) allows a qualifying faciity to
petition the FERC to enforce its rules or to seek judicial enforcement.

The second problem could arise where a non-rate-regulated utility
required an interconnection contract with its first qualifying facility that
contained terms contrary to these rules. Once that initial qualifying
facility signed the contract and became interconnected with the
non-rate-regulated utility, these rules would cover the utility and require
that any interconnection contracts signed thereafter not conflict with the
rules. In those circumstances, one qualifying facitity could have a contract
markedly different and, from the qualifying facility's viewpoint, inferior to
any and all other qualifying facilities.,

Under those circumstances, the Commission would rely upon M. S. §
2168.164, subd. 5, which gives the Commission. the ability to resolve disputes
between an electric utility and a qualifying facility, and would expect to use
as & standard of review the intent of M,'S. § 2168.07, which prohibits a
public utility from granting an unreasonable preference or advantage to any
person or persons or from subjecting any person to any unreasonable prejudice
or disadvantage. Such dispute resolution would be on a case-by-case basis.

The Commission is satisfied that these statutory provisions will
afford a considerable measure of protection against the potential abuses of
initial interconnection. Of course, should this prove not to be the case, and
should interconnection of qualifying facilities into the systems of all the
state's utilities proceed at a rate slower than the Commission expects to be
the case, or should there be an Umnanageable number of individual disputes, a
rules hearing to amend the adopted rules to add a section dealing with
contracts could be convened.

IT1I. MISCELLANEQUS FINDINGS

The Examiner made two miscellaneous findings in his Report in
addition to nis giscussion of the text of the proposed rules.

First, he rejected the suggestion of MMUA that the rules contain a
detailed variance provision. He felt that a variance provision would be
desiranle, but found that MMUA's suggestion would improperly give unfettered
Jiscretion to the Commission.
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The Examiner incorrectly stated that the Commission's existing rules
g0 not contain a variance provision. On October 26, 1981, at 6 SR 723, the
Commission publisned final notice of the adoption of a Variance Rule. That
rule, codified as 4 MCAR § 3.0600, now covers variances to all the
Commission’'s rules, and wil} permit variances to be made to these rules when
necessary and appropriate.

Second, the Examiner suggested that the Commission capitalize defined
terms within the body of the rules, so as to avoid ambiguity and unnecessary
confusion. The Commission agrees that such capitalization would avoid
ambiguity and unnecessary confusion, but is unable to adopt the Examiner's
suggestion, Under M,S. § 14.07, subd. 2, and M.S. § 14.08, the Revisor of
Statutes ajone determines the form of agency rules. The Revisor's current
style requirements preclude capitalization of defined terms within the text of
rules, and the Commission nas no choice but to comply.

ORDER

1. The rules governing cogeneration and small power production, appended
nereto as Attachment A, are hereby adopted.

2. This Order shall become effective immediately,

8Y ORDER OF THE COMMISSION

Randall D. Y4ung
Executive Secretary

SERVICE DATE: MAR 7 1983

{SEAL)
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Label in eDockets

Summary of Document

Other

20154-108803-02

Reply Comments—
Annual Cogen Production
Tariff

Cover letter plus one page
Schedule C listing
calculation of Average
Retail Coop Energy Rate

Cover letter dated March

17, 2015 but was not filed
in eDockets until April 1,
2015

20154-108803-08

Reply Comments—12-09
Qualifying Facilities
Report for the Reporting
Period

April 24, 2014 letter to
complainant explaining the
reason for the $5 monthly
fee; also includes
computer entries and e-
mails regarding fee

Label in eDockets is
incorrect; this is not the
QF report from Docket 12-
09.

20154-108803-07

Reply Comments—2013
Schedule PG-1, PG-1B
&PG-1C; Cogeneration &
Small Power Production

Spreadsheet/report for
Docket 12-09 (Annual QF
report); is dated January
15, 2014

This report was not filed in
eDockets in 12-09. The
company offers no
explanation on why it is
filled out but never filed in
the docket on time.

20154-108806-01

Reply Comments—
Additional Requested
Information on Policies
and Procedures

Policy of Peoples Energy
Cooperative, #201
(Application and other
procedures for non-net-
metered DG)

Last revised on Feb 19,
2015

20154-108803-01

Reply Comments—
Response Letter on
Dispute

March 24, 2015 Cover
letter responding to
Commission Notice

Although cover letter is
dated March 24, 2015, was
not filed in eDockets until
April 1, 2015

20154-108803-09

Reply Comments

E-mails between
Commission staff and
Peoples on a customer
complaint

No reply comments are
attached to the e-mails.

20154-108806-02

Reply Comments—
Additional Requested
Information on Policies
and Procedures

Policy of Peoples Energy
Cooperative, #203
(Application and other
procedures for net-metered
DG)

Revised Feb 19, 2015

20154-108803-05

Reply Comments—
Distributed Generation
Interconnection Report

QF Report for Docket 15-9

Dated March 16, 2015

20154-108806-09

Reply Comments—
Additional Requested
Information on Policies
and Procedures

Policy of Peoples Energy
Cooperative, #2.1 (Terms,
conditions, and tariffs for
DG)

Last revised Feb 29, 2012;
reviewed Feb 25, 2013

20154-108803-04

Reply Comments—
Cogeneration and Small
Power Production

QF Annual Report for
Docket 15-10

Form says reporting period
is 1/1/2014-12/31-2014,
but date submitted is
March 16, 2014.

20154-108806-08

Reply Comments—
Additional Requested
Information on Policies
and Procedures

29 page document on DG
Interconnection
Requirements

20154-108806-05

Reply Comments—

Peoples Energy

Document does not match




Staff Brfg Papers for August 13, 2015, Docket No. E-132/CG-15-255

Page 2

Additional Requested
Information on Policies
and Procedures

Cooperative
Interconnection
Agreement (18 pages)

the signed agreement
Peoples produced in
response to Department
IRS.

20154-108803-03

Reply Comments—Feb
2015 Schedule PG-1,
PG1B & PG1C

Schedules PG-1, PG1B,
PGI1C rates effective Feb
2015

Rider for DG, effective
Feb 2013

Rider for Standby Service,
effective Feb 2014
Schedule PG-2, Wholesale
capacity and energy

20154-108806-06

Reply Comments—
Additional Requested
Information on Policies
and Procedures

Peoples Management
Operating Guide #2D1,
Mgmt of DG Accounts

Last Revised October 27,
2014; Reviewed Feb 19,
2015

20154-108806-04

Reply Comments—
Additional Requested
Information on Policies
and Procedures

Uniform Statewide
Contract for Cogeneration
and Small Power
Production Facilities

Revised Feb 19, 2015

20154-108806-07

Reply Comments—
Additional Requested
Information on Policies
and Procedures

Peoples’ Interconnection
Process for DG Systems,
20 pages

20154-108806-03

Reply Comments—
Additional Requested
Information on Policies
and Procedures

Peoples’ Interconnection
Application

Revised Feb 19, 2015

20154-108806-10

Reply Comments—
Additional Requested
Information on Policies
and Procedures

Peoples Management
Operating Guide #2d
Mgmt of DG Accounts

Revised Feb 19, 2012;
reviewed Feb 25, 2013

20154-108803-06

Reply Comments—QF
Report

Cover letter with rate
schedules, riders, and
terms and conditions of
service

Cover letter is dated
January 31, 2014 but has
no docket number on it; no
record of being filed in
eDockets in 2014.
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100991-01 | SECRET|'4-9° L. 453 EONER BIENNIAL 06/30/2014
REPORT
20146- = DTTER TAIL PURPA 210
20146 PUBLIC |14-09 1 ler POWER 06/30/2014
100991-02 - COMPANY BIENNIAL
REPORT
20144- REPORT--QF
exor | PuBLIC |14-00 PR CITY OF CHAsKA |REPORT 04/11/2014
20144- REDWOOD BUALITYING
puBLIC |14-09 PR ELECTRIC 04/09/2014
98156-01 CoopiaTivE  |FACILITIES
REPORT
20144- RUNESTONE
|ass- | PuBLiC [14.00 PR B O REPORT 04/08/2014
20144 PUBLIC |14-09 PR GLENCOE LIGHT |[REPORT 04/07/2014
98048-01 AND POWER
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COMMISSION
20144- TRI-COUNTY
s7a3s01 | PUBLIC |14-09 . ELECTRIC REPORT 04/03/2014
A— COOPERATIVE
SAUK CENTRE
20144- PUBLIC REPORT--
o7801.01 | PUBLIC [14-09 L1 IPR UTILITIES UPDATED DATA | 04/02/2014
COMMISSION
REPORT--2013
QUALIFYING
svieto1 | PuBLC |14-09 PR MINNESOTA FACILITIES 03/25/2014
REPORT PART 1
OF 2
REPORT--2013
QUALIFYING
daroz | Pustic [1400 PR MOWESOTA — [FAcILITIES 03/25/2014
= REPORT PART 2
OF 2
20143- - ELBOW LAKE
S7e2501 | PUBLIC |14-08 PR MUNICIPAL REPORT 03/24/2014
POWER
FREEBORN-
20143- MOWER REPORT--2013
o7263.01 | PUBLIC [14-09 R COOPERATIVE |QF REPORT | 0%/12/2014
SERVICES
BROWN COUNTY
20143- - RURAL
g7137.03 | PUBLIC [14-09 PR ELECTRICAL REPORT--2 OF 2 | 03/07/2014
ASSOCIATION
BROWN COUNTY
20143- RURAL
sH3r01 | PuBLIC |14-00 PR BT TRIcAL REPORT--1 OF 2 | 03/07/2014
ASSOCIATION
| MINNESOTA
20143- VALLEY
97024-01 | PUBLIC |14-09 PR ELECTRIC REPORT 03/04/2014
COOPERATIVE
MINNESOTA
20143- TRADE VALLEY
9702402 |secrer|14-09 PR ol REPORT 03/04/2014
COOPERATIVE
120143- REPORT--1 OF 2
PUBLIC [14-09 PR XCEL ENERGY  |ANNUAL COGEN | 03/03/2014
QF REPORT
COMPLIANCE
20143- INTERSTATE  [FILING—
(5701501 | PUBLIC [14-00 PR POWER AND QUALIFYING | 03/03/2014
87015-01 LIGHT COMPANY |FACILITIES
REPORT
20143 PUBLIC |14-09 PR XCEL ENERGY |REPORT--2 OF 2 | 03/03/2014
97011-02
20142 WELLS PUBLIC
5693502 | PUBLIC |14-08 PR i Es REPORT--2 OF 2 | 02/28/2014
MINNESOTA
20142- VALLEY
Seos001 | PuBLIC |14-00 PR e ECTRIC REPORT 02/28/2014
COOPERATIVE
WRIGHT
20142- ) HENNEPIN
196954-01 PUBLIC |14-09 ] PR COOPERATIVE |REPORT 02/28/2014
= ELECTRIC
ASSOC
20142- NORTH BRANCH
Se91002 | PuBLIC [14-00 PR MUNICIPAL REPORT--2 OF 2 [ 02/28/2014
— WATER & LIGHT
RED RIVER
VALLEY
20142 PUBLIC |14-09 PR COOPERATIVE |COMPLIANCE | ;o /76/2014
96899-01 FILING
POWER
ASSOCIATION
20142 WASECA COMPLIANCE
96895-01 | PUBLIC 1409 PR UTILITIES FILING p2i28/2014
20142- NORTH BRANCH
96910-01 PUBLIC 14-09 f PR MUNICIPAL REPORT--1 OF 2 | 02/28/2014
(== WATER & LIGHT
|20142- LITCHFIELD
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196922.01 PUBLIC
96922:01 | pypyic |14-09 PR i REPORT--1 OF 2 | 02/28/2014
WRIGHT
HENNEPIN
ey |k |1a-00 PR COOPERATIVE |REPORT 02/28/2014
ELECTRIC
ASSOC
{20142- _ OWATONNA
logsaror | PuBLIC |14-00 PR PUBLIC REPORT--1 OF 2 | 02/28/2014
UTILITIES
|
REPORT--
[20142- ; AUSTIN
|o6951-02 | PUBLIC [14-09 [ TiHines DOCUMENT2 [ o02i26/2014
[20142- CROW WING
Seoaaor | PuBLC |14-00 PR S REPORT 02/28/2014
GRAND MARAIS
20142- PUBLIC
Sesesor | PusLic |14-00 PR L TTTES REPORT 02/28/2014
COMMISSION
20142 WELLS PUBLIC
Se93s01 | PUBLIC |14-09 PR N OLTIES REPORT--1 OF 2 | 02/28/2014
20142- ROCHESTER
Sats01 | PuBLIC |14-00 PR PUBLIC REPORT 02/28/2014
f——— UTILTITES
20142- TRADE CROW WING
s60a1 01 |seerer|14-09 PR S ORER REPORT 02/28/2014
20142- ~ FAIRMONT
9501 | PUBLIC |14-00 I PUBLIC REPORT 02/28/2014
A UTILITIES
WRIGHT
20142- HENNEPIN
Seaso1 | PuBLIC |14-09 PR COOPERATIVE |REPORT 02/28/2014
e ELECTRIC
| ASSOC
|2o142. — LITCHFIELD
96922-02 PUBLIC [14-09 PR PUBLIC REPORT--2 OF 2 | 02/28/2014
—_— UTILITIES
REPORT--
20142- AUSTIIN
|96951-01 | PUBLIC [14-09 [1 PR UTILITIES B(F)CZ:UMENM 02/28/2014
20142- . SPRING VALLEY
essaar | PusLc |14-00 ] PR PUBLIC REPORT 02/28/2014
UTILITIES
20142- CROW WING
lsgassoz | PUBLIC [14-00 PR YAy REPORT 02/28/2014
20142- OWATONNA
Saaaas | PuBLIC |14-00 PR PUBLIC REPORT--2 OF 2 | 02/28/2014
— UTILITIES
MINNESOTA
20142- — VALLEY
sy | PusLic [14-00 1 |er COOPERATIVE |REPORT 02/27/2014
#0814 LIGHT AND
POWER
20142- , NEW PRAGUE
Sesss02 | PuBLIC |14-00 C] PR UTILITIES REPORT--2 OF 2 | 02/27/2014
I— COMMISSION
RENVILLE-
20142. SIBLEY
20142 PUBLIC |14-09 PR COOPERATIVE |REPORT 02/27/2014
96886-01
POWER
ASSOCIATION
20142- NEW PRAGUE
Ss3a01 | PUBLIC |14-00 1 |rr UTILITIES REPORT--1 OF 2 | 02/27/2014
— COMMISSION
BRAINERD
52332201 PUBLIC |14-09 PR PUBLIC sggggnoF 02/27/2014
S UTILITIES
REDWOOD
ggg?i:m PUBLIC |14-09 1 |er FALLS PUBLIC EﬁmgL'ANCE 02/27/2014
— UTILITIES
20142- _ NEW ULM REPORT--QF
2355201 | PUBLIC [1400 I PUBLIC REPORTING 02/27/2014
26884:01 UTILITIES 2013 USE
—Q——gsgg'm PUBLIC |14-09 PR DAKOTA REPORT-- 02/26/2014
[26823-01 ELECTRIC ANNUAL QF
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ASSOCIATION  |REPORT
20142- CITY OF LAKE |COMPLIANCE
sevesos | PusLIC [14-00 PR M S e
20142. CITY OF LAKE |COMPLIANCE
67801 | PuBLIC [14-00 PR M S 02/26/2014
20142- SOUTH CENTRAL
|sereror | PUBLIC [14-09 PR ELECTRIC Ason. |REPORT 02/26/2014
COMPLIANCE
FILING--
20142 ,'\:,,ROE\,EES . COGENERATION
oa2a0q | PuBLIC |14-00 PR COOPERATIVE |AND SMALL 02/26/2014
SERVICES POWER
PRODUCTION
TARIFF
LYON-LINCOLN
20142- ELECTRIC
ses0a01 | PuBLIC [1400 PR COOPERATIVE, |REPORT 02/26/2014
INC
20142 CITY OF LAKE  |COMPLIANCE
lssrascoz | PUBLIC 1409 PR gy ey h2m6/2014
- COMPLIANCE
' FILING--F-
|20142- P BoRN- |COGENERATION
Asos | PusLic [14-00 PR COOPERATIVE |AND SMALL 02/26/2014
SERVICES ROMER
| PRODUCTION
- TARIFF
|20142- CITY OF LAKE |COMPLIANCE
|os78907 | PUBLIC |14-09 PR [ciry FILING-COVER | 9%/26/2014
120142- FAIRMONT
M | pustic [14.00 PR PUBLIC REPORT 02/26/2014
B UTILITIES
20142- CITY OF LAKE
Sevesor | PusLic [14-00 PR M REPORT 02/26/2014
20142- GRAND MARAIS
Ses0a01 | PuBLIC [14-00 PR PUBLIC REPORT 02/26/2014
— UTILITIES
20142- CITY OF LAKE  |COMPLIANGE
|96789-03 PUBLIC |14-09 PR Sy FILING-G 02/26/2014
20142 CITY OF LAKE |COMPLIANCE
eraaos | PUBLIC |14-09 PR I Lomae J—
COMPLIANCE
FILING--D-
20142- = “F,,%E\,sgg d COGENERATION
e | PusLc [14-00 PR COOPERATIVE  |AND SMALL 02/26/2014
SERVICES POMNER
PRODUCTION
TARIFF
20142- SPRING VALLEY
Ses2r01 | PuBLIC [14-00 | |pr PUBLIC REPORT 02/26/2014
— UTILITIES
[20142- CITY OF LAKE |COMPLIANCE
5678504 | PUBLIC [14-08 PR I COMPL I ST
COMPLIANCE
FILING-E-
20142- MowER COGENERATION
Sessa0z | PUBLIC [14-00 PR NOOPERATIVE  |AND SMALL 02/26/2014
SERVICES IOMER
PRODUCTION
TARIFF
NORTH STAR
20142- ELECTRIC
vser | Pustic [14-09 PR COOPERATIVE, |REPORT 02/25/2014
36772-01 INC., BAUDETTE,
MN
PRINCETON
rsa01 | PUBLIC [1409 PR |PUBLIC CONPANCE [ 0212572014
i UTILITIES
20142- STEARNS
Sevesor | PusLic [14-00 B G ELECTRIC REPORT 02/25/2014
2020 ASSOCIATION
! NORTH STAR
120142- ELECTRIC
ser7ior | PusLic [14-00 PR COOPERATIVE, |REPORT 02/25/2014
2877401, INC., BAUDETTE,
MN
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20142- WASECA COMPLIANCE
se7gp-01 | PUBLIC [14°09 I UTILITIES FILING 02/252014
20142 CONNEXUS COMPLIANCE
loe7e3-02 | PUBHIC 1409 Ll |PR |Eneray FILING 02/25/2014
20142 PUBLIC |14-09 1 |er CITY OF ANOKA |REPORT 02/25/2014
[36756-01
20142- PRESTON
severoz | PusLic 1400 I PUBLIC REPORT--2 OF 2 | 02/25/2014
— UTILITIES
20142- TRADE CONNEXUS COMPLIANCE
96763-01 | sECRET |40 L PR |Eneray FILING p2/25/2014
120142- N PRESTON
96781-01 PUBLIC |14-09 [ PR PUBLIC REPORT--1 OF 2 | 02/25/2014
UTILITIES
|20142- NOBLES
96730-01 PUBLIC |14-00 ] PR COOPERATIVE  |REPORT 02/24/2014
— ELECTRIC
20142- _ ROCHESTER
seraror | PuBLIC [14-00 0 PUBLIC REPORT 02/24/2014
— UTILITIES
REPORT--
COVER LETTER
20142 OTTER TAIL - ANNUAL
Seseso1 | PusLiC [14-09 1 |Irr POWER COGENAND | 02:21/2014
26693-01 COMPANY SMALL POWER
PRODUCTION
REPORT
20142- STEARNS
96686.03 | PYBLIC [14-09 [1 |rR ELECTRIC REPORT 02/21/2014
ASSOCIATION
20142- ; STEARNS
96686-01 | PUBLIC [14-09 I LG ELECTRIC REPORT 02/21/2014
ASSOCIATION
RED LAKE
20142- ELECTRTIC
9670101 | PUBLIC |14-09 I COOPERATIVE, |REPORT 02/21/2014
INC
REPORT--
20142- OTTERTAL  [oNbSmArt
- PUBLIC [14-09 1 |pr POWER 02/21/2014
SRR COMPANY POVER
PRODUCTION
REPORT
STEARNS
aazz | caDE 1400 1 |er ELECTRIC [REPORT 02/21/2014
ASSOCIATION
SIOUX VALLEY
. SOUTHWESTERN
ses7101 | PuBLIC [14-00 I ELECTRIC DBA |REPORT 02/20/2014
2021 SIOUX VALLEY
ENERGY
20142- LAKE REGION
agsaror | PuBLIC [14-00 I ELECTRIC REPORT 02120/2014
— COOPERATIVE
| ITASCA-
20142- — MANTRAP
[oee60-01 | PUBLIC |14-09 L] PR ELECTRIC REPORT 02/20/2014
COOPERATIVE
20142 AITKIN PUBLIC
96663.01 | UBLIC |14-09 ] |PR s REPORT 02/20/2014
20142- CITY OF TWO
96638-01 | PUBLIC |14-08 (I TR REPORT 02/20/2014
SIOUX VALLEY
20142 SOUTHWESTERN
s8e7a01 | PuBLIC [14-00 I ELECTRIC DBA |REPORT 02/20/2014
208701 SIOUX VALLEY
ENERGY
MCLEOD
20142- COOPERATIVE
96646.01 | PUBLIC |14-09 [ [ B REPORT 02/20/2014
ASSOCIATION
20142- EAST CENTRAL
Sesas01 | PuBLIC [14-00 PR ENERGY REPORT 02/20/2014
20142 BROWN COUNTY
96623.03 | PUBLIC [14-09 PR RURAL REPORT--14-10 | 02/19/2014
| ELECTRICAL
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ASSOCIATION
GOODHUE
20142- COUNTY
6617.02 | PUBLIC |14-09 PR COOPERATIVE |REPORT--14-9 | 02/19/2014
E— ELECTRIC
ASSOCIATION
BROWN COUNTY
20142- = RURAL
96623-01 | PUBLIC |14-09 PR ELECTRICAL REPORT--14-9 | 02/19/2014
ASSOCIATION
GOODHUE
20142- COUNTY
96617.04 | PUBLIC [14-09 L] PR COOPERATIVE |REPORT--14-10 | 02/19/2014
= ELECTRIC
ASSOCIATION
20142- DETROIT LAKES
9655001 | PUBLIC [14-09 PR PUBLIC REPORT 02/18/2014
—— UTILITIES
20142- LANESBORO
3656301 | PUBLIC [14-00 PR PUBLIC REPORT 02/18/2014
— UTILITIES
20142- MILLE LACS
S6542.01 | PUBLIC [14-00 PR ENERGY REPORT 02/18/2014
— COOEPRATIVE
ALEXANDRIA
Seses0r | PUBLIC 1400 1 |PrR |LiGHTAND COMPLIANCE [ 0211872014
POWER
WILD RICE
20142- - ELECTRIC REPORT--
ses67-03 [ PUBHIC 1409 PR COOPERATIVE  |7835.1400 FORM | 02/18/2014
INC
WILD RICE KA
20142- . ELECTRIC QUALIFYING
96561.01 | PUBLIC |14-09 L] [rR COOPERATIVE |FACILITIES 02/18/2014
INC REPORT PART 1
AND PART 2
MILLE LACS
oy | SeamE |14-00 1 |er ENERGY REPORT 02/18/2014
COOEPRATIVE
2142- | .. 1. | MILLE LACS
8655401 | PUBLIC [14-09 PR ENERGY REPORT 02/18/2014
COOPERATIVE
20142 _ TRI-COUNTY
96558.02 | PUBLIC [14-09 ) PR ELECTRIC REPORT--1 OF 2 | 02/18/2014
— COOPERATIVE
WILD RICE REPORT--2013
20142- TRADE ELECTRIC AVERAGE
96567-01 | SECRET|14:09 PR COOPERATIVE  |RETAIL UTILITY [02/18/2014
INC RATES
20142- EAST CENTRAL
9656801 | PUBLIC |14-09 PR S REPORT 02/18/2014
20142- TRI-COUNTY
9s558.04 | PUBLIC [14-09 1 [er ELECTRIC REPORT--2 OF 2 | 02/18/2014
—— COOPERATIVE
P - WILDRICE  [§eREraTion
o6567.02 | secrer|14-09 1 |prR e QZBLICATIONS 02/18/2014
NG MEMBER
NOTIFICATION
20142- STEELE-WASECA[SEFORTS
- PUBLIC [14-09 PR COOPERATIVE 02/18/2014
96574-01 ElECTRIG FACILITIES
REPORT
AVANT ENERGY
AGENT FOR
o | PuBLIC 1409 1 |PR  |wneEsota  [SOMPLIANCE 551815014
MUNICIPAL
POWER AGENCY
20142- BENCO ELCTRIC
644704 | PUBLIC [14-09 PR COOPERATIVE ~ |REPORT--2 OF 2 | 02/14/2014
CITY OF
20142- — BUFFALO
96470-01 | PUBLIC [14-09 L] IR MUNICIPAL REPORT--1 OF 2 | 02/14/2014
ELECTRIC
gmg:géim PUBLIC |14-09 i PR SAUK CENTRE  |REPORT--2013 | 02/14/2014
96480-01 PUBLIC QF REPORT 2-
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UTILITIES 14-2014
CITY OF
20142- BUFFALO
gz, | pusLic [1a-00 PR BuREALO REPORT--2 OF 2 | 02/14/2014
ELECTRIC
20142 BENCO ELCTRIC
Bz, | PusLc |1400 PR B0 ELCTRIC 1REPORT-.1 OF 2 | 0211472014
20142- ADRIAN PUBLIC
Haz- 1 | pusLic |14-00 PR o) e REPORT 02/13/2014
LYON-LINCOLN
20142- TRADE ELECTRIC
oo o1 |oeomer|1a-00 PR COOPERATIVE, |REPORT 02/13/2014
INC
20142- MOORHEAD
x| pusLic |14-00 PR PUBLIG SepvicE |REPORT 02/13/2014
LYON-LINCOLN
20142- ELECTRIC
Haz s | pustic |1400 PR COOPERATIVE, |REPORT 02/13/2014
INC
LYON-LINCOLN
20142 ELECTRIC
ata21 | PusLic |1a00 PR CoOPLRATIVE |REPORT 02/13/2014
INC.
NORTH ITASCA
20142- ELECTRIC
s,y | PusLic |14-00 PR Eoonararve  |REPORT 02/13/2014
INC.
NORTH ITASCA
20142- TRADE ELECTRIC
96410-02 | SECRET|40® i COOPERATIVE |REPORT Q2AlSI20IE
INC.
20142- MARSHALL
a0y | PuBLIC [14-00 PR MUNICIPAL REPORT 02/12/2014
— UTILITIES
COMPLIANCE
20142- FILING--TARIFF
sl | pustic |1a-00 PR XCEL ENERGY  |EILINGTARIFE 10211212014
BILL INSERT
RUNESTONE
si3a01 | PUBLIC [1409 PR [ELECTRIC COMPLIANCE | 0211212014
96390-01 ASSOCIATION
' RUNESTONE
ez | el 14-00 PR [ELECTRIC CONMPLIANCE | 0211272014
ASSOCIATION
20142- SOUTH CENTRAL
20042 1 | pusLic |1a-00 PR B TR nean- |REPORT 02/11/2014
ko142 WORTHINGTON
Haz 1 | pusLic |14-00 PR PUBLIC LETTER 02/10/2014
— UTILITIES
20142- BARNESVILLE
ez« | pusLc |14-09 PR MUNICIPAL LETTER 0210712014
— UTILITY
20142- TODD-WADENA
ez | PusLc |14-00 PR ELECTRIC REPORT 0210612014
] COOPERATIVE
TODD-WADENA
i s | e |14-00 PR ELECTRIC REPORT 02/06/2014
COOPERATIVE
TODD-WADENA
coas0s | e |14-00 PR ELECTRIC REPORT 02/06/2014
COOPERATIVE
. TODD-WADENA
W52 | pusLic |14-00 PR ELECTRIC REPORT 02/06/2014
kit COOPERATIVE
20142 TRADE LAKE COUNTRY
oiso0s | oecer|14-00 PR T REPORT-- 02/03/2014
[20142- LAKE COUNTRY
ez | pusLic |14-00 PR A REPORT-- 02/03/2014
REPORT--
OGENERAT|
20141- NEW ULM END SMALL oN
20181, PUBLIC |14-09 PR PUBLIC 01/31/2014
26058-01 UTILITIES POWER
PRODUCTION
TARIFF
SCHEDULE A-H

https://www.edockets.state.mn.us/EFiling/edockets/searchDocuments.do?method=eDocket... 7/30/2015




MN DOC Efiling

Page 8 of 9
2013
AVANT ENERGY
- AGENT FOR
a1 | PusLIC [14-00 PR miNnesoTa  |COMPLIANCE - 51/57/2014
S0 MUNICIPAL
POWER AGENCY
RENVILLE-
20141. SIBLEY REPORT--
M-, | ustic [1a-00 7 |er COOPERATIVE  |REVISED SCH C | 0112412014
95755-01 POWER &l
ASSOCIATION
RENVILLE-
SIBLEY
ravne e |14-00 PR COOPERATIVE  [QUFIAL FIING f g1/2412014
POWER
ASSOCIATION
| RENVILLE-
SIBLEY
20141- INITIAL FILING--
I35745501 | PUBLIC 1409 PR coopEraTIVE | RITIAL FILING= 10112412014
85745-01 POWER
ASSOCIATION
MINNESOTA
VALLEY
2.2 | Pustic [1a-00 PR COOPERATIVE  [COMPLIANCE 542115014
95622:02 LIGHT AND
POWER
| MINNESOTA
VALLEY
20141- TRADE COMPLIANCE
14-09 PR COOPERATIVE 01/21/2014
95622-01 | SECRET e FILING
POWER
20141- TRADE COOPERATIVE
95484-02 | SECRET|'40° PR LIGHT & POWER |REFORT 01/15/2014
20141- COOPERATIVE
oo, | Pustic [14.00 PR R WER |REPORT 01/15/2014
botan. DAKOTA
B 9s | PuBLIC |14-08 PR ELECTRIC REPORT 01/09/2014
95271-02 ASSOCIATION
| DAKOTA
o or | spam|14-00 PR ELECTRIC REPORT 01/09/2014
| ASSOCIATION
botet. - BENCO
A oyoz | PuBLIC [14-00 1 |er ELECTRIC REPORT 01/09/2014
95283-02 COOPERATIVE
BENCO
o1 | seRE |1a-00 PR ELECTRIC REPORT 01/09/2014
| COOPERATIVE
RED RIVER
|20141- VALLEY
B -y | PuBLiC [14-00 PR COOPERATIVE  [LETTER 01/08/2014
|pE2ar-0t POWER
| ASSOCIATION
BROWN COUNTY
20141- TRADE RURAL
95138-02  [SECRET[14-0° L ELECTRICAL  |REPORT Pils/en L
ASSOCIATION
BROWN COUNTY
20141- RURAL
By | PusLiC [14-00 PR R cAL  |REPORT 01/06/2014
ASSOCIATION
COMPLIANCE
b0141. B STEELE-WASECA|FILING--PART 1
ey | PuBLIC [14-00 1 |er COOPERATIVE ~|OF 2 ANNUAL | 01/03/2014
95093-01 ELECTRIC COGENERATION
FILING
COMPLIANCE
STEELE-WASECA|FILING-PART 2
rooea0t | SEamE |1a-09 PR COOPERATIVE ~ |OF 2. ANNUAL [ 01/03/2014
ELECTRIC COGENERATION
FILING
COMPLIANCE
— STEELE-WASECA|FILING-PART 2
02 | PuBLIC [1a-00 PR COOPERATIVE  |OF 2. ANNUAL | 01/03/2014
95093-02 ELECTRIC COGENERATION
FILING
- COMPLIANCE
20141- TRADE STEELE-WASECA|FILING--PART 1
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95093-03  |SECRET COOPERATIVE  |OF 2 ANNUAL
14-09 PR ELECTRIC COGENERATION| 01/03/2014
FILING
Voias. NOBLES
|35e502 | PuBLIC [14-00 PR COOPERATIVE |REPORT 01/02/2014
|38983-02 ELECTRIC
NOBLES
onevor ol |1a-00 PR COOPERATIVE |REPORT 01/0212014
ELECTRIC
20141 TRADE
oot | GeDE |14-00 PR XCELENERGY |REPORT 01/02/2014
[20121-
|2308r02 | PUBLIC [14-00 PR XCEL ENERGY |REPORT 01/02/2014
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|20143- REDWOOD
97815.01 | PUBLIC [14-10 O PR ELECTRIC REPORT 04/01/2014
COOPERATIVE
REDWOOD
o7stsoz  |scoRer |1 A ELECTRIC REPORT 04/01/2014
COOPERATIVE
20143- HUTCHINSON
751301 | PuBLIC [14-10 O] PR UTILITIES REPORT 03/24/2014
COMMISSION
20143- CITY OF REPORT-DOC 10F
9723801 | PUBLIC |14-10 [ |FR \WADENA ) 03/11/2014
FREEBORN-
20143- MOWER COMPLIANCE
or1s8-01 | PUBLIC |14-10 LI IR COOPERATIVE  |FILING 03/10/2014
SERVICES
20143- CITY OF
97134.01 | PUBLIC [14-10 L] PR STEPHEN REPORT 03/07/2014
BROWN COUNTY
|20143- RURAL
9713702 | PUBLIC [14-10 ] PR Sy REPORT—10F 2 | 03/07/2014
ASSOCIATION
BROWN COUNTY
20143- i - RURAL
|o7137:04 | PUBLIC [14-10 1 IR ELEGTRICAL  |REPORT—20F2  |03/07/2014
ASSOCIATION
20143- LAKE COUNTRY
97063.01 | PYBLIC [14-10 L] |rR POWER REPORT 03/04/2014
MEEKER
20143- COOPERATIVE
97004-01 | PUBLIC [14-10 I G e REPORT-10F 2 | 03/03/2014
POWER
20143- CONNEXUS COMPLIANCE
|os98g-01 | PUBLIC |14-10 N ENERGY FILING 03/03/2014
BELTRAMI
20143- - ELECTRIC
9699101 | PUBLIC |14-10 O PR COOPERATVIE, |REPORT 03/03/2014
INC
REPORT--
20143- _ INTERSTATE DISTRIBUTED
|96995-01 PUBLIC [14-10 i PR POWER AND GENERATION 03/03/2014
36995-01 LIGHT COMPANY |INTERCONNECTION
| REPORT
20143- MEEKER
700402 | PUBLIC [14-10 ] PR COOPERATIVE |REPORT-20F2  [03/03/2014
LIGHT AND
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POWER
[20143- GLENCOE LIGHT
seage01 | PUBLIC [14-10 ] PR AND POWER REPORT 03/03/2014
== COMMISSION
20142- CROW WING
96940-01 | PUBLIC |14-10 [ . REPORT 02/28/2014
20142- CITY OF REPORT—ON 13-10
96927-01 | PUBLIC |1410 O = LUVERNE FORM 02(28(2018
20142- _ AGRALITE
9696604 | PUBLIC [14-10 ] PR ELECTRIC REPORT-4 OF 8 | 02/28/2014
= COOPERATIVE
20142- REPORT—2013
9893004 | PUBLIC [14-10 | PR XCEL ENERGY |ANNUAL DG 02/28/2014
— REPORT TEMPLATE
AGRALITE
20142 PUBLIC |14-10 PR ELECTRI EPORT—1 O
96966-01 = O CTRIC REPORT-10F8  |02/28/2014
COOPERATIVE
20142- SPRING VALLEY
Ses2602 | PUBLIC [14-10 PR PUBLIC REPORT-20F2 | 02/28/2014
e UTILITIES
REPORT—2013
32;‘3‘3203 STERCARD;T 14-10 n PR XCELENERGY |ANNUAL DG 02/28/2014
REPORT TEMPLATE
20142- CITY OF REPORT-ON 13-10
s6928-01 | PUBHIC 1410 PR LUVERNE FORM 02/26/2014
20142- AGRALITE
S6966.05 | PUBLIC |14-10 ] PR ELECTRIC REPORT-50F 8 | 02/28/2014
— COOPERATIVE
20142- AGRALITE
ses66.06 | PUBLIC |14-10 ] PR ELECTRIC REPORT-6 OF 8 | 02/28/2014
COOPERATIVE
20142- WELLS PUBLIC | COMPLIANCE
9693701 | PUBLIC |14-10 N UTILITIES FILING 02/28/2014
AGRALITE
Saaser | PuBLIC [12-10 ] |PrR  [ELECTRIC REPORT-ON 1310 | 021268/2014
' COOPERATIVE
MINNESOTA
20142- “ VALLEY
96917.01 | PUBLIC [14-10 1 |rrR ELECTRIC REPORT 02/28/2014
COOPERATIVE
20142- REDWOOD
- PUBLIC [14-10 ] PR FALLS PUBLIC |REPORT-10OF5  |02/28/2014
96896-01
| — UTILITIES
RED RIVER
VALLEY
200a2 PUBLIC [14-10 [ COOPERATIVE | COMPLIANCE 02/28/2014
96900-01 i FILING
POWER
ASSOCIATION
|20142. LITCHFIELD
£ntaz- PUBLIC [14-10 O PR PUBLIC REPORT 02/28/2014
96913-01
UTILITIES
20142- REDWOOD
PUBLIC [14-10 ] PR FALLS PUBLIC  |REPORT-50F 5  |02/28/2014
96896-05
UTILITIES
20142- REDWOOD
3689604 | PUBLIC [14-10 0 PR FALLS PUBLIC |REPORT-40OF5 | 02/28/2014
—_— UTILITIES
20142- . NORTH BRANCH
s608.01 | PUBLIC |14-10 ] PR MUNICIPAL REPORT 02/28/2014
—— WATER & LIGHT
20142- o AGRALITE
96966-08 PUBLIC |14-10 1 PR ELECTRIC REPORT-8 OF 8 02/28/2014
== COOPERATIVE
20142- REDWOOD
s889e02 | PuBLIC [14-10 ] PR FALLS PUBLIC |REPORT-20F5 | o02/28/2014
UTILITIES
20142- ) REPORT—2013
9693002 | PUBLIC |14-10 ] PR XCEL ENERGY |ANNUAL DG 02/28/2014
— REPORT
20142- - REDWOOD
96896-03 PUBLIC [14-10 L] PR FALLS PUBLIC |REPORT-3 OF 5 02/28/2014
UTILITIES
20142- _ TODD-WADENA
s695501 | PUBLIC [14-10 | PR ELECTRIC REPORT 02/28/2014
COOPERATIVE
WRIGHT
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HENNEPIN
20142- - COOPERATIVE
96950.01 | PUBLIC |14-10 1 [PR ELECTRIC REPORT 02/28/2014
ASSOC
20142- AGRALITE
|5698603 | PUBLIC |14-10 ] PR ELECTRIC REPORT-30F 8  |02/28/2014
—— COOPERATIVE
AGRALITE
ooea0e | spe- 1410 1 |er ELECTRIC REPORT—10F 1 | 02/28/2014
COOPERATIVE
REPORT-2013
go142- TRADE |44 10 I XCEL ENERGY |ANNUAL DG 02/28/2014
96930-01 | SECRET
REPORT
20142- OWATONNA
Sess201 | PUBLIC [14-10 ] PR PUBLIC REPORT 02/28/2014
UTILITIES
AGRALITE
20142- PUBLIC [14-10 PR ELECTRIC REPORT-7 OF 8 | 02/28/2014
96966-07 - ] = 2/28
COOPERATIVE
20142- AUSTIN
96949.01 | PUBLIC [14-10 [] |rR UTILITIES REPORT 02/28/2014
20142- . AGRALITE
sesse 02 | PusLic [14-10 O] PR ELECTRIC REPORT-2OF 8 | 02/28/2014
== COOPERATIVE
RENVILLE-
20142- SIBLEY
Ty PUBLIC [14-10 PR COOPERATIVE  |REPORT 02/27/2014
s POWER
ASSOCIATION
20142- ) NEW PRAGUE
T PUBLIC [14-10 ] PR UTILITIES REPORT 02/27/2014
COMMISSION
REPORT-DG
NEW ULM
20142- = INTERCONNECTION
sesa301 [ FUBLIC 1410 ] IR T REPORTING FOR | 02/27/2014
2013 USE
20142- _ BRAINERD
sesaror | PusLIC [14-10 ) PR PUBLIC REPORT 02/27/2014
= UTILITIES
DAKOTA
gg;;i:m PUBLIC [14-10 l PR ELECTRIC SEPSE%TSQT"INUAL 02/26/2014
! ASSOCIATION
[20142- . WESTBROOK
1ot PUBLIC |14-10 PR PUBLIC REPORT 02/26/2014
' UTILITIES
20142- . SPRING VALLEY
el PUBLIC |14-10 PR PUBLIC REPORT-10F2 | 02/26/2014
— UTILITIES
MINNESOTA
20142- VALLEY
|ses1e01 | PuBLIC [14-10 ] PR COOPERATIVE  |REPORT 02/26/2014
LIGHT AND
POWER
20142- ) GRAND MARAIS
Se79s02 | PUBLIC [14-10 [ PR PUBLIC REPORT-2 OF 2 | 02/26/2014
——— UTILITIES
FAIRMONT
20142- COMPLIANCE
2014de- PUBLIC [14-10 ] PR PUBLIC 02/26/2014
fo6s01-01 UTILITIES FILING-1 OF 2
FAIRMONT
20142- - COMPLIANCE
PUBLIC [14-10 PR PUBLIC 02/26/2014
96801-02 iies FILING--2 OF 2
20142- GRAND MARAIS
ke | PUBLIC [14-10 ] PR PUBLIC REPORT-10OF 2 | 02/26/2014
UTILITIES
20142. SOUTH CENTRAL
01 PUBLIC [14-10 O PR ELECTRIC ASSN. |REPORT 02/26/2014
20142- CITY OF LAKE
9679101 | PUBLIC [14-10 I BTy REPORT 02/26/2014
20142- STEARNS
ey PUBLIC [14-10 J PR ELECTRIC REPORT 02/25/2014
ASSOCIATION
Lootao ) HUTCHINSON
e PUBLIC |14-10 7 PR UTILITIES REPORT 02/25/2014
|26r82:01 COMMISSION
20142- PRINCETON COMPLIANCE
96778-01 PUBLIC ]14-10 PR BUBLC s o 02/25/2014
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UTILITIES
20142- PRESTON
978001 | PUBLIC |14-10 PR PUBLIC REPORT-10F2  |02/25/2014
—— UTILITIES
20142-
serseo1 | PuBLIC [14-10 PR CITY OF ANOKA |REPORT 02/25/2014
NORTH STAR
20142- ELECTRIC
lserraor | PUBLIC [14-10 PR COOPERATIVE, |REPORT 02/25/2014
— INC. BAUDETTE,
MN
20142- WASECA
setaro1 | PuBLIC [14-10 PR fangiael REPORT-10F 2 | 02/25/2014
20142- PRESTON
seveo0z | PUBLIC [14-10 PR PUBLIC REPORT-20F 2 | 02/25/2014
== UTILITIES
PRINCETON
20142- COMPLIANCE
PUBLIC [14-10 PR PUBLIC 02/25/2014
96778-02 umililEs FILING--2 OF 2
20142- WASECA
se7er02 | PUBLIC |14-10 PR NeInTes REPORT-20F 2 [ 02/25/2014
20142- NOBLES
se7aror | PusLiC [14-10 PR COOPERATIVE  |REPORT 02/24/2014
=0 ELECTRIC
20142- BLOOMING
Serasoz | PUBLIC [14-10 PR PRAIRIE PUBLIC |REPORT-20F3  |02/24/2014
— UTILITIES
20142- BLOOMING
se7as01 | PuBLIC [14-10 PR PRAIRIE PUBLIC |REPORT-10F3  |02/24/2014
UTILITIES
| 20142. BLOOMING
lse7as0s | PuBLIC |14-10 PR PRAIRIE PUBLIC [REPORT-30F3 | 02/24/2014
i — UTILITIES
REPORT—2013
20142- - ELBOWLAKE  [DISTRIBUTION
96733-01 PUBLIC |14-10 PR MUNICIPAL GENERATION 02/24/2014
2673301 POWER INTERCONNECTION
REPORT
RED LAKE
20142- ELECTRIC COMPLIANCE
|osgs-01 | PUBHIC [14-10 PR COOPERATIVE, |FILING Q221112042
| INC.
ITASCA-
20142- MANTRAP
geee101 | PUBLIC [14-10 1 PR E ECTRIC REPORT 02/20/2014
COOPERATIVE
20142- CITY OF TWO
Seear01 | PUBLIC [14-10 PR L ARBORS REPORT 02/20/2014
SIOUX VALLEY
20142- SOUTHWESTERN [REPORT—
ses7e01 | PuBLIC [14-10 PR ELECTRIC DBA |CORRECTED 02/20/2014
. SIOUX VALLEY  |VERSION
ENERGY
20142- AITKIN PUBLIC
Sessso1 | PuBLIC [14-10 PR TITIES REPORT 02/20/2014
20142- ] LAKE REGION
86601 | PUBLIC |14-10 I [ ELECTRIC REPORT 02/20/2014
COOPERATIVE
20142- . TODD-WADENA
sesesn1 | PUBLIC [14-10 ] PR ELECTRIC REPORT 02/20/2014
COOPERATIVE
20142- - WINDOM
PUBLIC |14-10 ] PR MUNICIPAL REPORT 02/20/2014
96636-01 NI
GOODHUE
20142- COUNTY
seeta01 | PuBLic [12-10 PR COOPERATIVE  |[REPORT-14-9 02/19/2014
= ELECTRIC
ASSOCIATION
GOODHUE
20142- . COUNTY
96617-03 PUBLIC |14-10 [ PR COOPERATIVE |REPORT-14-10 02/19/2014
S==—= ELECTRIC
ASSOCIATION
20142- SIOUX VALLEY
Se627.01 | PUBLIC [14-10 PR e REPORT 02/19/2014
BROWN COUNTY
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20142- RURAL
sss2304 | PUBLIC [12-10 I PR ELECTRICAL REPORT--14-10 02/19/2014
26623-04 ASSOCIATION
20142- LAKEFIELD
|96590-01 PUBLIC [14-10 O] PR PUBLIC REPORT 02/19/2014
= UTILITIES
| BROWN COUNTY
20142- RURAL
|Ses2302 | PuBLIC [14-10 | PR e el REPORT—14-9 02/19/2014
' ASSOCIATION
CITY OF
|20142- BRECKENRIDGE
96600-01 | PUBLIC |14-10 [ PR PUBLIC REPORT 02/19/2014
UTILITIES
. MILLE LACS
et | semE 1410 [ ENERGY REPORT 0211812014
COOPERATIVE
AVANT ENERGY
20142- AGENT FOR
01 PUBLIC |14-10 O PR MINNESOTA REPORT 02/18/2014
26497:01 MUNICIPAL
POWER AGENCY
20142- TRI-COUNTY
S PUBLIC [14-10 ] PR ELECTRIC REPORT-10F2  |02/18/2014
——— COOPERATIVE
20142- o TRI-COUNTY
sssss.03 | PusLIC |14-10 ] PR ELECTRIC REPORT-2OF 2 |02/18/2014
= COOPERATIVE
20142- LANESBORO
96562.01 | TUBLIC |14-10 L] PR PUBLIC REPORT 02/18/2014
E— UTILITIES
REPORT--
20142- STEELE-WASECA | DISTRIBUTED
e b1 PUBLIC |14-10 ] PR COOPERATIVE  |GENERATION 02/18/2014
ELECTRIC INTERCONNECTION
REPORT
20142- COMPLIANCE
96528-01 PUBLIC |14-10 [j PR ROCHESTER PU FILING 02/18/2014
20142- DETROIT LAKES
1 PUBLIC |14-10 u PR PUBLIC REPORT 02/18/2014
UTILITIES
20142- EAST CENTRAL
96571.01 | PUBLIC [14-10 I | E\ERG REPORT 02/18/2014
20142- MILLE LACS
|Sesag 02 | PuBLIC |14-10 PR ENERGY REPORT 02/18/2014
== COOPERATIVE
20142- LANESBORO
96557-01 PUBLIC |14-10 PR PUBLIC REPORT 02/18/2014
— UTILITIES
20142- . MARSHALL
TR PUBLIC |14-10 I PR MUNICIPAL LETTER 02/14/2014
. — UTILITIES
20142- BENCO ELCTRIC
96447.01 | PUBLIC |14-10 ] |PR COOPERATIVE ~ |REPORT-10F 2 |02/1412014
20142- BENCO ELCTRIC
96447.03 | PUBLIC [14-10 U PR COOPERATIVE ~ |REPORT—20F 2 |02/14/2014
CITY OF
20142- - BUFFALO
96465-01 PUBLIC [14-10 i PR MUNICIPAL REPORT 02/14/2014
ELECTRIC
20142- MOORHEAD
a1 PUBLIC [14-10 0 PR PUBLIC SERVICE |REPORT 02/13/2014
LYON-LINCOLN
20142- ELECTRIC
96388-01 | PUBLIC [14-10 R COOPERATIVE, [REPORT 02/12/2014
| INC.
20142- WORTHINGTON
96295-01 PUBLIC |14-10 O PR PUBLIC REPORT 02/10/2014
—— UTILITIES
BARNESVILLE
e PUBLIC [14-10 7[R MUNICIPAL COMPLIANCE 02/07/2014
96244-01 FILING
UTILITY
ALP UTILITIES
. (FORMERLY
|Z142- | pusLiC [14-10 1 |er ALEXANDRIA  [SOMPLIANCE 02/04/2014
e LIGHT AND
POWER)
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| S REPORT~2013
20142- MELROSE el
ez, | PusLic |10 PR ong DISTRIBUTED 02/04/2014
£6169-01 PepHC INTERCONNECTION
REPORT
20142- ADRIAN PUBLIC
2042 | pusLic |14-10 PR L REPORT 02/04/2014
REPORT—2013
|20142. i INTERSTATE  |DISTRIBUTED
|38z . | pusLic [1410 1 |er POWERAND  |GENERATION 02/03/2014
96131-01 LIGHT COMPANY |INTERCONNECTION
REPORT
REPORT—
ba14a. OTTER TAIL DISTRIBUTED
-1 | pusLic |14-10 [ POWER GENERATION 01/31/2014
£6037-01 COMPANY INTERCONNECTION
REPORT
OTTER TAIL REPORT—ANNUAL
oo | SetRE 1410 PR POWER UPDATE FILING OF |01/31/2014
| COMPANY DG RATES
120141 OTTER TAIL REPORT—ANNUAL
-2 | PusLic |1a-10 PR POWER UPDATE FILING OF |01/31/2014
26074-02 COMPANY DG RATES
| SAUK CENTRE
20141- s PUBLIC REPORT—ANNUAL
95996-01 | PUBLIC |14-10 i PR UTILITIES DG REPORT 2013 | 01/30/2014
COMMISSION
REPORT—ANNUAL
a1 | PusLic |1a-10 1 |ler ronERC™  |oe connECTION | ot/2012014
26897-01 REPORT
L ENSON REPORT-2013
20141- MUNICIPAL SR RIELIED
-1 | PusLic |1a10 PR A GENERATION 01/17/2014
95677-01 Fral INTERCONNECTION
REPORT
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