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Minnesota Power’s response to DOC discovery related to rail delivery issues. 
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State of Minnesota 
DEPARTMENT OF COMMERCE 

DIVISION OF ENERGY RESOURCES 
 

Utility Information Request 
 
 
Docket Number: E999/AA-14-579  Date of Request: March 18, 2015 
 
Requested From: Xcel, MP, IPL, OTP  Response Due: March 30, 2015 
 
Analyst Requesting Information: Craig Addonizio 
 
Type of Inquiry:  [ ] Financial [ ] Rate of Return [ ] Rate Design 
  [ ] Engineering [ ] Forecasting [ ] Conservation 
  [ ] Cost of Service [ ] CIP [ ] Other: 
 
If you feel your responses are trade secret or privileged, please indicate this on your response. 
 
Request 
No. 
 
 21 Reference:  Coal Procurement Strategy 
 

a. How does the utility forecast its coal needs? 
 

b. Please explain the utility’s strategy for purchasing coal to meet its anticipated needs 
with respect to the timing of coal purchases for its coal-fired plants.  In other words, 
on January 1, 2014, what percentage of anticipated coal needs for 2014 did the 
utility have secured?  As of January 1, 2014, what percentage of anticipated coal 
needs for 2015 did the utility have secured? Etc.  To the extent there are plant-
specific considerations, please explain them. 

 
c. If a particular coal-fired plant were dispatched less than expected during a given year 

(and thus burned less coal than expected), would the utility attempt to adjust coal 
deliveries in real-time, or simply allow coal inventory to build up at the plant  and 
adjust deliveries at a later date 

 
RESPONSE: 

 
a. The utility forecasts its future coal needs based on the amount of coal needed 
to produce a forecasted amount of generation and meet its designated inventory 
target.  The generation is forecasted for a given time period using a production cost 
model called RTSim; coal needs are forecasted based on these output forecasted 
using an in-house Excel fuel delivery model.  The main modeling assumptions used to 
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determine the estimated amount of coal generation include the following: expected 
generator availability (based on planned outages and estimated unplanned outages), 
customer demand, forecasted energy market prices, and estimated coal costs.  The 
generation is forecasted for two time periods: short-term (one year out) and long-term 
(two to ten years out).   The short-term forecast for generation is typically updated 
each month throughout the year, while the long-term forecast for generation is 
typically updated annually.  Multiple generation scenarios are analyzed to determine 
the coal needed to meet forecasted generation as well as maintain coal inventories at 
desired levels. 
 
Minnesota Power forecasts its coal needs for each of its thermal units: Boswell Energy 
Center ("Boswell"); Laskin Energy Center ("Laskin"); Taconite Harbor Energy Center 
("Taconite Harbor"); Rapids Energy Center ("Rapids"); and Hibbard Renewable Energy 
Center ("Hibbard").  Minnesota Power discusses its coal inventory in terms of "days of 
burn" for each facility as further described on our response to IR 28d. 
 
b. Minnesota Power’s coal procurement guidelines are as follows: 
 
Minnesota Power 
Coal Procurement Guidelines 
 
Purpose:  The key to a successful coal portfolio approach is its flexibility, which allows 
Minnesota Power to position itself to purchase coal when market conditions are 
favorable to either short-term (one year or less) or long-term (greater than one year) 
market softening.   
 
When market prices are extremely favorable, Minnesota Power takes advantage of 
this pricing and enters into long-term agreements.  Conversely, when markets are 
high, Minnesota Power does not enter into long-term agreements unless there is a 
real risk of that coal being unavailable when needed in the future.  Constant 
monitoring of both the physical and Over-the-Counter coal markets and a good 
understanding of historical price trends and how that may affect future prices allows 
Minnesota Power to take advantage of favorable market changes. 
 
Flexibility also allows performance of test burns from time to time as needed.  Test 
burns are designed to expand Minnesota Power’s coal portfolio to improve 
competitive procurement pricing and mitigate risk by expanding the number of 
suppliers from which Minnesota Power can procure coal. 
 
Guidelines for Minnesota Power’s coal contracts are as follows: 
 

• One Year Out:  Target is 90% – 100% of total estimated deliveries* 
• Two Years Out:  Target is 60% of total estimated deliveries* 
• Three Years Out:  Target is 30% of total estimated deliveries* 
• Later Years:  10% of total estimated deliveries* 
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* based on process described in 21a 
 
These guidelines were approved in 2013 by Minnesota Power’s Fuel Strategy Group, 
which consists of executives from Regulatory & Public Affairs, Finance, Generation, 
Strategy & Planning, Government Affairs, Energy Supply, Fuel Operations, and Legal 
Services. 
 
These guidelines are used by Minnesota Power to aide in the decision of how much 
coal to procure from year-to-year.  As stated in the guidelines above, there is 
consideration given to issues such as pricing and test burns. 
 
Given 2013 coal delivery challenges, Minnesota Power started 2014 approximately 
350,000 tons below targeted inventory levels.  In addition, Minnesota Power is 
required to make nominations for rail delivery by October 31 of the previous year, 
without knowing the rate of which deliveries will come in November to December.  
Because of rail challenges late in 2013, the pace of deliveries in November and 
December was slower than anticipated and Minnesota Power was not able to 
nominate properly for the inventory shortfalls that occurred in November – December 
of 2013. 
 
In terms of coal procured for 2014’s estimated burn, Minnesota Power had 
approximately 68% of the estimated burn procured on January 1, 2014.  In addition, 
Minnesota Power was in the process of finalizing several other agreements on 
January 1, 2014, which were signed in the first quarter of 2014.  These additional 
agreements, along with the tons secured by January 1, 2014, represented 
approximately 90% of the estimated burn.   
 
Even though Minnesota Power had a significant portion of the 2014 estimated burn 
secured, Minnesota Power purposely did not secure additional tons to cover the 
inventory shortfall caused by the 2013 coal deliveries challenges because BNSF 
repeatedly told Minnesota Power that it would not ship the tons needed to make-up 
for the inventory shortfall in 2013.  If Minnesota Power had secured the coal to make 
up for the inventory shortfalls in 2013 and BNSF had not delivered these tons, as 
Minnesota Power was repeatedly told, Minnesota Power would have incurred liquated 
damage charges from mines under its coal supply contracts that could have been as 
high as $1.2 million.    
 
On January 1, 2014, approximately 44% of the estimated burn of 2015 was secured.  
However, Minnesota Power was also in the process of finalizing several other 
agreements on January 1, 2014, which were signed in the first quarter of 2014.  
These additional agreements along with the tons secured by January 1, 2014, 
represented approximately 61% of 2015’s estimated burn.   
 
With regard to plant specific considerations, Minnesota Power converted the Laskin 
plant to natural gas.  The last coal delivery to Laskin was received on February 12, 
2015.  Taconite Harbor receives coal via shipping vessel from Midwest Energy 
Resources Company ("MERC").  [TRADE SECRET DATA EXCISED] 
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c. Due to requirements in coal and coal transportation contracts surrounding coal 
procurement and ratable deliveries, when possible we will allow coal inventory to build 
up at the plant until a later date – likely the next calendar year - to avoid any potential 
contractual liquidated damages charged in these contracts for not shipping the coal 
contracted in the current year.  The two exceptions are:  a) if the physical area of the 
stockpile cannot safely hold the additional tons, or b) if there is a catastrophic event 
that significantly affects coal burn; in that situation, we would utilize the force majeure 
provision of the relevant contracts to excuse the company from contractual 
performance. 
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State of Minnesota 
DEPARTMENT OF COMMERCE 

DIVISION OF ENERGY RESOURCES 
 

Utility Information Request 
 
 
Docket Number: E999/AA-14-579  Date of Request: March 18, 2015 
 
Requested From: Xcel, MP, IPL, OTP  Response Due: March 30, 2015 
 
Analyst Requesting Information: Craig Addonizio 
 
Type of Inquiry:  [ ] Financial [ ] Rate of Return [ ] Rate Design 
  [ ] Engineering [ ] Forecasting [ ] Conservation 
  [ ] Cost of Service [ ] CIP [ ] Other: 
 
If you feel your responses are trade secret or privileged, please indicate this on your response. 
 
Request 
No. 
 
 22 Reference: Strategy for Procuring Rail Transportation of Coal 
 

a. Please provide a general discussion describing the utility’s strategy for procuring 
rail transportation for coal, and how that strategy relates to the utility’s strategy for 
procuring coal.  Please address the following questions, but also provide any other 
relevant information. 

 
b. Is it the utility’s goal to transport all of its coal via multi-year rail transportation 

contracts?  Or does the utility rely on rail contracts for only a portion of its coal 
transportation needs, and rely on shorter-term solutions for a portion (e.g. rail 
transportation at tariffed, common carrier rates). 

 
c. Are coal deliveries by rail to each coal-fired plant governed by separate rail 

contracts?  Or can one contract cover deliveries to multiple plants? 
 

d. For each plant, does the utility typically have one rail transportation contract in 
place at a time? Or are plants served under multiple rail transportation contracts 
with differing terms (e.g. volumes and expiration dates)? 

 
e. How does the utility’s procurement of rail transportation accommodate changes to 

its forecasted coal needs? 
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RESPONSE: 
 
 
a. Minnesota Power currently burns approximately 5.5 million tons of coal per 
year at its thermal plants; 36% of this coal comes from Montana and 64% from 
Wyoming.  All Montana coal is captive, meaning it is served by only one Class I railroad, 
the BNSF Railway.  The three southern Wyoming Powder River Basin (“PRB”) coal 
mines are served by both BNSF Railway and Union Pacific Railroad (“UP”).  Minnesota 
Power Coal routes are depicted in the map below. 
 

 
 
Minnesota Power’s Boswell Energy Center (“Boswell”) is captive to the BNSF Railway, 
meaning it has access to only one railroad for its coal transportation at its destination.  
Coal is shipped directly from the PRB via BNSF directly to Boswell.   
 
When burning coal, the Laskin Energy Center (“Laskin”) transported coal from 
Wyoming via the BNSF to a rail yard in Keenan, Minnesota, at which point the 
Canadian National (“CN”) railroad delivered the trains the remaining short distance to 
the plant; Laskin was captive to the CN for the final movement into the plant.   
 
The Taconite Harbor Energy Center (“Taconite Harbor”) rails coal from the PRB 
(Montana and Wyoming) via BNSF to the Midwest Energy Resource Center (“MERC”) in 
Superior, Wisconsin, where coal is unloaded and stored for transshipment via lake 
vessel to the plant.   
 
Hibbard Renewable Energy Center ("Hibbard") receives coal via truck from MERC.  
Rapids Energy Center ("Rapids") receives coal via truck from Boswell. 
 
[TRADE SECRET DATA EXCISED]   
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Please refer to IR-21b regarding Minnesota Power’s coal procurement strategy. 
 
b. [TRADE SECRET DATA EXCISED] 
 
c. [TRADE SECRET DATA EXCISED] 
 
d. [TRADE SECRET DATA EXCISED] 
 
e. [TRADE SECRET DATA EXCISED] 
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State of Minnesota 
DEPARTMENT OF COMMERCE 

DIVISION OF ENERGY RESOURCES 
 

Utility Information Request 
 
 
Docket Number: E999/AA-14-579  Date of Request: March 18, 2015 
 
Requested From: Xcel, MP, IPL, OTP  Response Due: March 30, 2015 
 
Analyst Requesting Information: Craig Addonizio 
 
Type of Inquiry:  [ ] Financial [ ] Rate of Return [ ] Rate Design 
  [ ] Engineering [ ] Forecasting [ ] Conservation 
  [ ] Cost of Service [ ] CIP [ ] Other: 
 
If you feel your responses are trade secret or privileged, please indicate this on your response. 
 
Request 
No. 
 
 23 Reference:  Rail Contracts 
 

a. Please provide copies of all rail transportation contracts the utility has been party 
to at any time since the January 1, 2011 (including contracts that were signed prior 
to January 1, 2011, but still in effect on that date). 

 
b. Please describe, in non-technical terms, the terms of the contracts provided in 

response to part (a), including pricing, annual volumes, the responsibilities of the 
rail carriers, the responsibilities of the utility, etc. 

 
c. Please explain whether the contracts provided in response to part (a) govern all 

coal deliveries by rail to the utility’s plants, or if any coal gets delivered by rail 
pursuant to any other transactions or agreements? 

 
 

RESPONSE: 
 
a. See Attachment IR-23 
 
 
b. See Attachment IR-23 
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c. The BNSF contract covers all Minnesota Power coal shipped out of the Powder River 
Basin (“PRB”).  Minnesota Power shipped on a tariff for coal received from BNSF 
Railway at Keenan, transferred to Canadian National (“CN”) and then shipped to 
Laskin Energy Center ("Laskin"). 
 

 



Attachment  IR 23 
Page 1 of 2



Attachment  IR 23 
Page 2 of 2



 
 Response by: Kathy Benham  List sources of information: 
 Title: Director - Fuel Strategy & Sourcing    
 Department: Strategy and Planning    
 Telephone: 218-313-4402 

State of Minnesota 
DEPARTMENT OF COMMERCE 

DIVISION OF ENERGY RESOURCES 
 

Utility Information Request 
 
 
Docket Number: E999/AA-14-579  Date of Request: March 18, 2015 
 
Requested From: Xcel, MP, IPL, OTP  Response Due: March 30, 2015 
 
Analyst Requesting Information: Craig Addonizio 
 
Type of Inquiry:  [ ] Financial [ ] Rate of Return [ ] Rate Design 
  [ ] Engineering [ ] Forecasting [ ] Conservation 
  [ ] Cost of Service [ ] CIP [ ] Other: 
 
If you feel your responses are trade secret or privileged, please indicate this on your response. 
 
Request 
No. 
 
 24 Reference: Rail Deliveries 
 

a. For each of the contracts provided in response to the prior Information Request, please 
provide the utility’s desired level of deliveries each year.  If a contract required (or 
requires) the utility to nominate a specific level of deliveries for a calendar year prior to 
the start of that calendar year, please provide the nominated amount of deliveries, and 
explain how the nominated amount was derived. 

 
b. Please provide actual deliveries pursuant to each contract by month since January 2011. 

 
c. Please provide actual coal deliveries to each of the utility’s coal plants by month since 

2011. 
 

d. If the delivery data provided in response to part (c) does not reconcile with the delivery 
data provided in response to part (b), please explain why. 

 
 
RESPONSE: 

 
a. The process used to determine the company’s desired level of deliveries each year is 
described in IR-22a.   
 
[TRADE SECRET DATA EXCISED] 
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b. See Attachment 24-B 
 

c. See Attachment 24-C. 
 
d. Delivery Data: 
 

• In 2013 and 2014, coal for a test burn was sourced from the Black Butte 
mine, which routes via the UP railroad, is transloaded at the KCBX dock in Chicago, 
Illinois, and shipped via lake vessel to Taconite Harbor, therefore not utilizing BNSF 
system. 
• In January 2014, 742 tons of coal was shipped via truck from the Midwest 
Energy Resource Company ("MERC") facility in Superior, Wisconsin, to Laskin Energy 
Center ("Laskin") due to a shortfall of inventory at Laskin. 
• In 2014, Minnesota Power also received coal from TraxEnergy, considered a 
“coal broker”.  TraxEnergy assists railroads in delivering coal cars that have become 
separated from unit trains, for a variety of reasons, to utilities that are willing to 
accept these coal types. TraxEnergy shipments are not considered contracted tons 
with the BNSF. 

 
 

 



BNSF Contract Delivered Tons 

 

 

PUBLIC DOCUMENT - TRADE SECRET EXCISED 
 

 



 
 

Coal Deliveries to MP Facilities per Month 
 

 
 
 

PUBLIC DOCUMENT - TRADE SECRET EXCISED 
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State of Minnesota 
DEPARTMENT OF COMMERCE 

DIVISION OF ENERGY RESOURCES 
 

Utility Information Request 
 
 
Docket Number: E999/AA-14-579  Date of Request: March 18, 2015 
 
Requested From: Xcel, MP, IPL, OTP  Response Due: March 30, 2015 
 
Analyst Requesting Information: Craig Addonizio 
 
Type of Inquiry:  [ ] Financial [ ] Rate of Return [ ] Rate Design 
  [ ] Engineering [ ] Forecasting [ ] Conservation 
  [ ] Cost of Service [ ] CIP [ ] Other: 
 
If you feel your responses are trade secret or privileged, please indicate this on your response. 
 
Request 
No. 
 
 25 Reference: Railroad Performance 
 

a. Please explain whether, under the terms of each of the utility’s rail transportation 
contracts, the railroad has met its delivery obligations.   

 
b. Please explain whether any railroads have faced any penalties, financial or 

otherwise, pursuant to a contract with the utility.  If any railroads have paid a 
financial penalty, please explain whether this penalty was credited to ratepayers 
via the fuel clause adjustment. 

 
c. If the railroads have met their delivery obligations as specified in the contracts, 

please explain why coal inventories were or are low. 

 
RESPONSE: 

 
 

a. As discussed in the preceding Information Requests 22 and 23, Minnesota 
Power is a captive shipper for coal sourced from the Powder River Basin ("PRB") 
located in Wyoming and Montana and has one rail contract with BNSF Railway 
Company ("BNSF") in place for coal transportation.  [TRADE SECRET DATA 
EXCISED] 
 
b. [TRADE SECRET DATA EXCISED]  
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While not “penalties” for the railroads, Minnesota Power has been very active in 
regulatory and political venues attempting to obtain relief on rail service issues.  In 
2014, Minnesota Power worked tirelessly and diligently to increase the visibility of 
railroad service deficiencies and the impact on Minnesota Power’s coal inventory.  
Minnesota Power requested action and assistance in addressing coal delivery 
concerns with the Surface Transportation Board, the Federal Energy Regulatory 
Commission, Senator Klobuchar, Senator Franken, Congressman Nolan, Governor 
Dayton, the Minnesota Department of Commerce ("DOC") and Minnesota Attorney 
General.     
 
Federal Activity – Surface Transportation Board. 
 
While rail carriers are regulated by the Surface Transportation Board (the “STB”), the 
STB’s role in service matters has been limited.  As a member of the Western Coal 
Traffic League (“WCTL”), Minnesota Power participated in the WCTL’s petition with the 
STB seeking a coal service recovery plan from BNSF.  The WCTL’s petition was granted 
by the STB as Docket Ex Parte 724.  As part of that Docket, ALLETE’s Senior Vice 
President of External Affairs and Minnesota Power’s Executive Vice President, Dave 
McMillian represented the WCTL at the first hearing on the petition on April 10, 2014.  
Mr. McMillan’s testimony is attached as Attachment 25A.   

 
As a result of Ex Parte 724, BNSF was required to provide weekly service information 
(starting in October) and a coal service contingency plan (in December).  The Docket 
continues as WCTL has requested that the STB require ongoing reporting from Class 1 
railroads of information of interest to coal shippers.  Pertinent documents from that 
Docket are attached as Attachment 25B. 

 
Minnesota Power is currently supporting efforts to amend federal law to clarify that the 
STB can and should take action to address rail carrier service delivery issues. 
Minnesota Power and WCTL are actively supporting the Rail Shipper Fairness Act of 
2015.  A copy of the draft legislation and summary are attached as Attachment 25C. 

 
 

Federal Activity – Department of Energy Report 
 

Minnesota Power filed an Electric Emergency Incident and Disturbance Report (Form 
OE-417) with the U.S. Department of Energy on September 22, 2014. The report 
notified the DOE of a fuel supply deficiency that could impact system adequacy or 
reliability; specifically, low coal inventory levels at and lagging deliveries to Boswell 
Energy Center ("Boswell").  Minnesota Power’s Vice President of Regulatory and 
Legislative Affairs, Margaret Hodnik, provided a copy of the DOE report to Kate 
O’Connell, the Department’s Manager, Energy Regulation and Planning, and to Janet 
Gonazlez, Minnesota Public Utilities Commission, Regulatory Analysis Division 
Manager.  A copy of the report is attached as Attachment 25D. 
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Federal Activity – Legislative Support 
 
Also in late September 2014, Minnesota Power notified Governor Dayton, Senator 
Klobuchar, Senator Franken and Congressman Nolan of our ongoing and heightened 
concern with BNSF’s continuing poor rail service and asked for their assistance in 
seeking action from BNSF to solve the problem.  We requested they ask the STB to 
require a service recovery plan and add coal deliveries to their weekly public reporting 
status.  A copy of the letter sent by Dave McMillian is attached as Attachment 25E.  
Governor Dayton, Senator Klobuchar and Senator Franken communicated the urgency 
of the situation and requested that the STB take responsive action in an October 13, 
2014, letter to the STB.  A copy of this letter is attached as Attachment 25F.   
 
In addition, Governor Dayton, Senators Klobuchar and Franken and Congressman 
Nolan appealed to Federal Energy Regulatory Commission Chairman LaFleur to 
convene a meeting on BNSF’s failure to provide adequate rail service to electric 
utilities in Minnesota.  A copy of this letter is attached as Attachment 25G.  

 
Federal Activity – Federal Energy Regulatory Commission ("FERC") 

 
FERC did hold an open Commission meeting on this topic on December 18, 2014. 
Minnesota Power’s Dave McMillan presented the dire situation that Minnesota Power 
found itself in due to BNSF coal service delivery issues.  In addition, he acknowledged 
that while FERC cannot specifically order the railroads to provide service to utility coal 
shippers, FERC can continue to coordinate and collaborate with the STB and DOE.  A 
copy of Mr. McMillan’s testimony is attached as Attachment 25H. 
 
Minnesota Activity - Stakeholder Communication 
 
Minnesota Power also sought attention for these critical service delivery issues at the 
state level in addition to making sure that state stakeholders were pacing with federal 
activities. 

 
On September 30, 2014, Al Rudeck, Minnesota Power’s VP, Strategy and Planning, 
testified at a joint hearing of the MN House Transportation, Finance and Commerce 
Committees and Senate Transportation and Public Safety Policy, Commerce and Jobs, 
Agriculture and Rural Development Committees to discuss rail congestion.  A copy of 
Mr. Rudeck’s statement and the handouts provided to the committees is attached as 
Attachment 25I.   

 
Mr. Rudeck and Chris Anderson, Assistant General Counsel, met via teleconference 
with Ian Dobson of the Minnesota Attorney General’s Office on October 15, 2014 to 
provide a status update on the coal service issues.   
 
On October 17, 2014, Minnesota Power’s Al Rudeck and Margaret Hodnik met with 
Governor Dayton and representatives from BNSF, including BNSF’s CEO, Carl Ice.  The 
Governor requested action and assurances from BNSF that they would correct the rail 
service issues that Minnesota Power and others were currently experiencing.  
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Discussion also included actions BNSF was taking to improve future service, such as 
capital infrastructure developments (e.g., double track installations) in their northern 
rail corridor.  A copy of Ms. Hodnik’s letter to Governor Dayton, thanking him for his 
active participation in these issues, is attached as Attachment 25J.  On November 17, 
2014, Minnesota Power’s Margaret Hodnik, Kathy Benham, Director Fuel Strategy & 
Sourcing, and Steve Garvey, Director – State Legislative Affairs, participated in the 
Governor's Rail Summit in St. Paul with representatives from Class 1 railroads and 
industry shippers 
 
c. [TRADE SECRET DATA EXCISED] 
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Rudeck	Statement		

(Chairs	Senator	Dan	Sparks	and	Representative	Frank	Hornstein	(or	Rep	Joe	

Atkins):			

	
Good	morning	Mr.	Chairmen	and	Committee	members.		Thank	you	for	the	

opportunity	to	address	this	joint	hearing	of	the	MN	House	Transportation,	Finance	

and	Commerce	Committees	and	Senate	Transportation	and	Public	Safety	Policy,	

Commerce	and	Jobs,	Agriculture	and	Rural	Development	Committees.			

	

I’m	Al	Rudeck,	Vice‐President,	Strategy	and	Planning	for	Minnesota	Power,	an	

operating	division	of	ALLETE,	which	is	a	diversified	energy	company	headquartered	

in	Duluth.		I	am	appearing	today	on	behalf	of	Minnesota	Power	customers	to	share	

serious	concerns	about	eroding	rail	service	essential	to	upholding	our	obligation	to	

provide	reliable	and	affordable	electric	service	to	our	customers	in	Northeastern	

Minnesota	and	Northwest	Wisconsin.			

	
Minnesota	Power,	generates,	transmits	and	distributes	electricity	in	a	26,000	square	

mile	region	in	northern	Minnesota	to	residents,	businesses,	municipalities,	and	

some	of	the	nation’s	largest	industrial	customers	as	well	as	Superior	Water	Light	

and	Power	electric	customers	in	Douglas	County,	Wisconsin.			
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While	we	are	in	the	midst	of	a	significant	diversification	of	our	power	supply,	coal	

presently	is	Minnesota	Power’s	primary	fuel	source	for	electric	generation.			We	

operate	three	coal‐fired	facilities	representing	about	1,400	MW	of	capacity	that	

utilize	approximately	5‐6	million	tons	of	coal	each	year.		This	low	sulfur,	low	

mercury	western	US	coal	originates	at	mines	located	in	Wyoming	and	Montana	and	

is	transported	by	BNSF	either	in	single‐carrier,	or	joint‐carrier	service.		We	are	well	

on	our	way	to	diversifying	our	supply	mix,	moving	from	a	75%	coal	mix	at	year	end	

2014	to	a	balanced	supply	of	1/3	renewables,	1/3	gas	and	1/3	coal	under	our	

EnergyForward	resource	strategy.		Even	as	we	transition	our	power	supply	mix,	the	

fact	remains	that	coal	has	been	and	will	remain	an	important	base‐load	fuel	that	is	

critical	to	the	region’s	electric	reliability	and	affordability	for	the	foreseeable	future.			

	

Minnesota	Power	has	experienced	serious	rail	service	problems	over	the	past	

twelve	months,	and	despite	extraordinary	steps	we	have	taken	to	remedy	BNSF’s	

service	problems,	we	are	concerned	about	low	fuel	inventory	levels	as	we	head	into	

another	Minnesota	winter.		As	you	can	see	in	the	displayed	inventory	chart,	not	only	

did	poor	rail	service	create	inventory	shortfalls	in	2013	at	our	1,000	MW,	Boswell	

Energy	Center,	the	same	pattern	has	developed	here	in	2014.			
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We	take	our	obligation	to	serve	seriously,	and	have	worked	diligently	with	BNSF	to	

turn	things	around	in	terms	of	coal	deliveries.		In	fact,	BNSF	demonstrated	they	can	

deliver	if	focused	on	our	business.		After	a	difficult	stretch	last	fall	and	winter,	BNSF	

restored	Minnesota	Power’s	inventory	levels	from	very	low	levels	to	target	levels	by	

June	of	this	year.			Since	that	time,	inventory	levels	have	dropped	precipitously,	

placing	MP	‘s	units	,	once	again,	at	risk	of	not	having	enough	fuel	to	meet	customer	

Attachment  IR 25-I 
Page 3 of 14



    Allan S. Rudeck Jr, 09-30-2014 

4 
 

demand	outlooks	unless	rail	deliveries	quickly	improve.		This	sporadic	service	is	

causing	significant	and	unnecessary	financial	and	reliability	risk	for	us	and	our	

customers.			

	

- Our	stockpiles	at	all	three	of	our	coal‐fired	power	plants	dipped	to	

dangerously	low	levels	early	this	year,	including	levels	as	low	as	4	

days	at	Boswell,	our	largest	plant,	in	January	2014.		

	

- We	were	also	forced	to	begin	emergency,	high‐cost	trucking	of	coal	

we	had	in	storage	at	the	MERC	dock	in	Superior,	WI	to	our	second	

largest	plant	at	Taconite	Harbor	throughout	the	winter	months	of	

2014.	

		

- We	were	forced	to	curtail	generation	in	order	to	conserve	coal,	both	

last	year	and	earlier	this	year,	replacing	it	with	higher	priced	

purchased	power.		

	

- In	an	effort	to	conserve	coal	in	anticipation	of	the	upcoming	2014‐15	

winter,	MP	took	the	unprecedented	step	of	idling	four	of	our	eight	

coal	units,	representing	about	20%	of	our	generating	fleet,	or	225	
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MW	of	generation,	for	several	months	this	fall,	and	are	purchasing	

higher	priced	replacement	power	from	the	market.	

	

- Further	and	most	recently,	MP	filed	a	required	notice	of	fuel	supply	

emergency	with	the	US	Department	of	Energy	on	September	22,	

2014.		DOE	was	informed	via	this	notice	that	we	had	reached		a	level	

of		fuel	supply	that	could	impact	electric	power	system	adequacy	or	

reliability	as	a	result	of	declining	coal	inventory	levels	at	our	1,000	

MW	Boswell	Energy	Center.				

	
- As	a	result	the	need	for	mitigating	actions	to	address	poor	rail	

service	from	2013	through	February	2014,	our	customers	have	

incurred	approximately	$16,000,000	in	additional	electric	purchase	

costs.	

	
	

These	costs	have	been	borne	mainly	by	our	large	industrial	customers.		These	

customers,	who	operate	global	organizations	and	compete	in	international	markets,	

include	ArcelorMittal,	United	States	Steel,	Cliffs	Resources,	UPM	Kymmene,	Sappi,	

Gerdau	Ameristeel,	Magnetation,	NewPage	and	others.	These	industries	support	the	
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employment	of	thousands	of	people	directly	and	indirectly	in	NE	Minnesota	and	are	

vital	to	our	regional	economy.	

	

While	we	believe	the	BNSF	has	been	working	hard	on	this	problem,	they	have	not	

yet	turned	the	situation	around.			At	Minnesota	Power,	we	seek	to	solve	problems	

with	creativity	and	a	focus	on	positive	solutions;	I	want	to	end	my	comments	about	

rail	service	concerns	in	that	spirit.		Minnesota	Power	has	had	a	long	relationship	with	

BNSF	that	dates	back	to	1968.		We	were	BNSF’s	first	western	coal	unit	train	shipper	

and	we	have	enjoyed	a	long	and	mutually	beneficial	partnership	with	BNSF.				

	

During	this	rail	service	crisis,	we	have	been	in	constant	communication	with	BNSF	

concerning	its	service	problems,	and	the	impact	of	these	problems	on	our	

operations	and	on	our	customers.		For	example,	BNSF’s	Chief	Marketing	Officer,	

Steve	Bobb,	traveled	to	Duluth	in	February	and	spent	half	a	day	with	our	largest	

electric	customers,	explaining	the	current	situation.		We	have	met	with	BNSF	

repeatedly	for	many	months,	holding	peer	to	peer	conversations	between	staff	at	

each	company	–	ranging	from	logistics	desks	all	the	way	to	the	CEO	level	regularly	

about	service	status	and	potential	solutions.		We	have	even	testified	at	the	US	

Surface	Transportation	Board	about	our	industry	rail	service	concerns.	
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Though	BNSF	has	listened	to	us,	and	has	taken	some	steps	to	address	its	problems,	

they	still	have	a	long	way	to	go.		They	MUST	focus	on	our	business	in	order	to	ensure	

we	have	adequate	fuel	supplies	to	meet	and	expected	customer	electric	demand.		

Otherwise,	if	BNSF	cannot	meet	our	needs,	making	arrangements	for	other	service	

providers	may	be	our	only	alternative.	

	

In	recent	years,	and	prior	to	the	more	recent	and	urgent	circumstances	I	described	

earlier,	Minnesota	Power	and	BNSF	have	been	proactively	looking	for	ways	to	

address	the	infrastructure‐side	of	service	improvements.		For	instance,	we	are	

exploring	ways	to	work	together	in	North	Dakota	to	support	new	investments	aimed	

at	reducing	congestion	with	new	infrastructure.	We	are	also	exploring	loop	track	

and	siding	enhancements	in	Minnesota	at	our	largest	power	station	that	will	aid	

logistics	and	improve	cycle	times.		Finally,	we	believe	the	ALLETE	Energy	Corridor,	a	

concept	of	co‐locating	energy	infrastructure	such	as	oil	and	gas	pipelines	adjacent	to	

our	DC	Line	corridor	from	western	ND	to	Duluth	MN	would	bring	congestion	relief	

and	safety	improvements	at	the	same	time.	

	

We	believe	you	can	help	to	address	the	serious	rail	service	problem	I	have	described	

in	a	few	of	ways:		

Attachment  IR 25-I 
Page 7 of 14



    Allan S. Rudeck Jr, 09-30-2014 

8 
 

1) We	respectfully	request	that	you	write	the	Surface	Transportation	

Board	to	ask	that	rail	companies	be	required	to	provide	a	service	

recovery	plan	and	that	they	add	coal	deliveries	to	their	weekly	

public	reporting	status,	as	suggested	by	utility	representatives	at	the	

STB’s	recent	hearing	to	bring	greater	transparency	to	this	critically	

important	function.		

		

2) Further,	we	respectfully	request	that	you	make	competitive	rail	and	

rail	infrastructure	expansion	a	funding	priority	in	the	2015	

legislative	session.		Just	like	other	state	infrastructure,	the	rail	system	in	

Minnesota	was	built	decades	ago	and	clearly	is	inadequate	to	support	

the	21st	century	economy	Minnesotans	have	worked	hard	to	build	and	

sustain.		We	have	heard	from	many	Minnesota	Iron	Range	companies	

that	would	benefit	from	expanding	rail	infrastructure	and	

competitive	rail	options	for	shippers.			

	
3) We	would	ask	for	the	DC	line	corridor	route	be	evaluated	as	a	preferred	

route	for	oil	and	gas	pipeline	routing,	and	work	collectively	with	North	

Dakota	Regulators	and	Legislators	to	advance	this	in	parallel	path	in	the	
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MN	and	ND	2015	legislative	sessions	–	as	a	means	for	our	states	to	work	

together	to	solve	this	energy	challenge/crisis	we	face	together.	

	

Like	all	successful	long‐term	relationships	–	sometimes	one	partner	needs	to	hear	

frank	feedback	from	the	other.	As	you’ve	heard,	we	have	been	sharing	that	kind	of	

feedback	constructively	with	BNSF.	BNSF	has	listened	and	responded,	though	their	

response	has	not	been	reliable	nor	sustained.	

	

We	have	also	made	federal	regulators,	our	Congressional	delegation	and	Minnesota	

Governor	aware	of	these	service	issues	and	their	impacts	and	we	continue	to	keep	

them	informed	and	seek	their	support	as	we	work	to	solve	this	problem	at	multiple	

levels.		

	

As	key	stakeholders	with	oversight	of	rail	transportation	in	Minnesota,	we	

appreciate	the	opportunity	to	make	you	aware	of	the	challenges	poor	rail	service	is	

causing	in	the	state	and	our	ongoing	pursuit	of	sustained	solutions.	

Electric	consumers	in	Northern	Minnesota	depend	upon	Minnesota	Power	for	

reliable	and	affordable	electric	service	and	we,	in	turn	have	for	many	years	relied	

upon	and	presently	we	continue	to	depend	on	BNSF	for	reliable	and	affordable	rail	

service	to	deliver	on	our	commitments	to	those	customers.			In	our	ongoing	efforts	
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to	ensure	reliable	and	affordable	power	for	all	of	our	customers,	we	respectfully	ask	

for	the	support	of	your	committees	in	helping	us	to	ensure	adequate	rail	service	

within	the	state.			

	

I	thank	you	Chairman	and	Committee	members	for	the	opportunity	to	participate	in	

this	important	hearing	and	am	happy	to	answer	questions	you	may	have.		
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