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Daniel P. Wolf

Executive Secretary

Minnesota Public Utilities Commission
121 7th Place East, Suite 350

St. Paul, Minnesota 55101-2147

RE: Notice Comments of the Minnesota Department of Commerce, Division of Energy
Resources
Docket No. EO15/M-15-773

Dear Mr. Wolf:

Attached are the Comments of the Minnesota Department of Commerce, Division of Energy
Resources (Department or DOC) in response to the Notice for Comments (Notice) issued by
the Minnesota Public Utilities Commission (Commission) in the following matter:

In the Matter of the Petition of Minnesota Power for Approval of Investments and
Expenditures in the Camp Ripley Solar Project for Recovery through Minnesota
Power’s Renewable Resources Rider under Minn. Stat. § 216B.1645 and Related
Tariff Modifications.

Minnesota Power (MP or the Company) filed the petition in this proceeding on August 21,
2015 by:

Susan Ludwig

Policy Manager
Minnesota Power

30 West Superior Street
Duluth, MN 55802

The Commission issued its Notice on June 1, 2016 requesting comments on MP’s
compliance filing. The Department responds to the questions in the Notice herein.

Sincerely,

/s/ KATE O'CONNELL
Manager
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l. BACKGROUND

On August 21, 2015, Minnesota Power (MP or the Company) filed a petition with the
Minnesota Public Utilities Commission (Commission) for approval of investments,
expenditures and costs for a proposed 10 MW solar photovoltaic project at the Minnesota
Army National Guard’s Camp Ripley facility near Little Falls (the Camp Ripley Project).
Specifically, the Company requested the following approvals:

Approve MP’s proposed investments and expenditures related to the Camp Ripley
Solar Project pursuant to Minnesota Statute section 216B.1645. Minnesota
Power stated that its development of this 10 MW solar project would facilitate
compliance under the requirements of Minnesota Statute section 216B.1691,
subd. 2f.

Approve the Company’s proposal to add a Solar Renewable Factor under
Minnesota Statute section 216B.1645, subd. 2a, separate from the Company’s
existing Renewable Resources Factor under its Renewable Resources Rider, to
appropriately allocate costs to customers incurred due to Minnesota’s Solar
Energy Standard.

Approve the Company’s proposal to add a new Rider for Solar Energy Adjustment
in conjunction with the Company’s existing Rider for Fuel and Purchased Energy
Adjustment.

Adjust the Company’s existing Rider for Fuel and Purchased Energy Adjustment to
exclude solar costs and energy.

Allow MP to itemize on customer bills both the Solar Renewable Factor and the
Solar Energy Adjustment.

On October 14, 2015, the Minnesota Department of Commerce, Division of Energy
Resources (Department or DOC) filed comments recommending that the Commission:
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e Approve the investments and expenditures related to the Camp
Ripley Solar Project pursuant to Minn. Stat. § 216B.1645, subject
to MP fully justifying the proposed high land lease costs.

* Require MP to file a petition at least one year in advance of the
timeline for an option regarding this contract explaining and
requesting authorization from the Commission of MP’s proposed
choice.

e Require MP to use a competitive process open to numerous
locations for future acquisitions of solar generation.

* Approve the Company’s proposal to add a Solar Renewable Factor
under Minn. Stat. § 216B.1645, subd. 2a, separate from the
Company’s existing Renewable Resources Factor under its
Renewable Resources Rider, to appropriately allocate costs to
customers as set out in Minnesota’s Solar Energy Standard.

e Approve the Company’s proposal to add a new Rider for Solar
Energy Adjustment (SEA) in conjunction with the Company’s
existing Rider for Fuel and Purchased Energy Adjustment.
However, the methodology for determining the SEA should be
further evaluated in the subsequent cost recovery filing. MP should
submit an alternative calculation of the SEA Rider when it files for
cost recovery. The alternative should rely on an on-peak energy
offset or another methodology that would better reflect the actual
avoided energy costs due solar additions.

* Allow MP to adjust the Company’s existing Fuel and Purchased
Energy Adjustment Rider to exclude solar costs and energy.

On October 23, 2015, the Company filed reply comments, providing additional supporting
information and responding to comments.

Minnesota Power and the Department filed responses to the reply comments, providing
reasons they believe the Value of Solar methodology might be inappropriate for the cost-
recovery calculation in this case.

On December 8, 2015, Minnesota Power filed an “Independent Evaluation Report” of the
Camp Ripley Project, prepared by Sedway Consulting, Inc.

The Commission met on January 28, 2016 to consider the matter and on February 24, 2016
issued its Order Granting Petition in Part and Requiring Reevaluation of Solar Energy
Adjustment Rider.1 In relevant part to these comments, Order Point 2 stated:

Approved Camp Ripley Project investments and expenditures
are subject to further adjustment by the Commission.

1The Commission issued its Order Denying Reconsideration of the Order on May 13, 2016.
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a. Minnesota Power shall obtain an independent property
appraisal for the leased land as evidence of the value
appropriate for recovery from ratepayers of the proposed
land lease agreement. The appraisal shall be done to the
standards the Department of Natural Resources uses for
valuing easements and property purchases.

b. Within 60 days of the date of this order, Minnesota
Power shall file the independent appraisal with the
Commission and the Commission will determine if the
total approved recovery amount for the project should be
adjusted for a different land lease payment.

In addition, Order Point 4 stated:

Minnesota Power shall, in addition to demonstrating the
prudence of the actual costs of the project as part of its rider
cost recovery filings, demonstrate that all aspects of project
costs are least-cost and that the Company has applied all
possible cost saving methods to reduce the overall cost of the
project.

Order Point 7 of the Order required as follows:

Within 60 days of the date of this order, Minnesota Power shall
submit a proposed alternative calculation of the SEA Rider. The
proposal shall include, at a minimum:

a. an on-peak energy offset or another method that would better
reflect the actual avoided energy costs due to solar additions,
and

b. an analysis of the applicability of the [value of solar] VOS
Methodology components.

On April 25, 2016, Minnesota Power submitted its compliance filing in response to these
Order Points.

On June 1, 2016, the Commission issued a Notice of Comment Period, listing the following
topics as open for comment:

0 As a result of the independent appraisal, should the
approved recovery amount for the Camp Ripley project be
adjusted to reflect a different land lease payment, and if so,
by how much?

0 Is Minnesota Power’s alternative calculation method for the
Solar Energy Adjustment (SEA) Rider appropriate and is it
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responsive to Order Point 7 of the Commission’s February
24, 2016 Order in this matter?

0 Minnesota Power’'s plan to address the allocation of
capacity costs between solar-paying and non-solar-paying
customers (solar-exempt customers) as part of its next rate
case and whether that plan aligns with allocation of the
capacity benefits.

0 Should the Commission approve Minnesota Power’s request
to adjust its existing Rider for Fuel and Purchased Energy
Adjustment (FPE Rider) and to approve its proposed SEA
Rider?

The Department provides its response below.

Il. DOC RESPONSE TO NOTICE

The Department responds to each of the items listed in the Commission’s Notice as being
open for comment.

A. RESULTS OF INDEPENDENT APPRAISAL

Minnesota Power maintained throughout the proceeding that siting the facility at Camp
Ripley provided benefits to ratepayers and MP’s system. The Department agreed that there
would be benefits, but the question was whether the values of the benefits were reasonably
reflected in the costs MP proposed for ratepayers to pay. MP’s compliance filing provided
helpful information on page 3, which the Department augments below to show differences
from MP’s proposed rates compared to the appraisal values:

Lease Appraisal Increased %
Category Value? Value Lease Cost Increase
Land value $200,000 $128,000 $72,000 56%
Property tax benefits $118,627 $44,819 $73,808 165%
Security benefits $224,096 $180,624 $43,472 24%
Permitting benefits $25,000 $24,800 $200 1%
Solar education center ~ $25,000 $25,000 $0 0%
Total value $592,723 $403,243 $189,480 47%

2 The values in this table are MP’s discounted amounts for each component of the $1.6 million to be paid over
35 years.
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The information above shows that MP appropriately valued the permitting benefits and the
Solar education center. However, MP noticeably overstated the value not only of the land
but also of property taxes and security benefits.3 In total, the increased cost of the lease, by
$189,480 in present value terms, was overstated by nearly half of the total appraisal
values.

MP stated on page 3 that “If the Commission determines that the total approved recovery
amount for the project should be adjusted for the appraised value, the recoverable portion
of operation and maintenance (‘O&M’) expense would be reduced by $19,059 per year.”
The Department recommends that the Commission require MP to adjust the costs of the
project recovered from ratepayers to reflect the appraisal values identified above.

B. MP’S RESPONSE TO ORDER POINT 7

As discussed in this proceeding, not all of MP’s customers pay for solar resources. As a
result, as the Commission determined in Order Point 7, it is necessary to allocate the
appropriate level of costs between the solar-paying and solar-exempt ratepayers, including
reflection of the higher-than-average value of the solar energy being produced during
periods that coincide with the peak of the Midcontinent Independent System Operator.

MP’s compliance filing acknowledges that “it is appropriate to account for time-of-day
generation and usage considerations when crediting solar-paying customers to better reflect
the actual avoided energy costs due to the addition of the solar project.”

The Company describes its proposal in detail on pages 5-8 and Attachments 3 and 4 of its
compliance filing. With one possible exception, MP’s proposal is well developed, as it is
based on actual data that will reflect the actual amount of solar energy produced, along with
the time that the energy is produced, thus reflecting the higher value of energy produced at
peak periods.

Essentially, MP proposes to remove solar costs from the fuel clause adjustment (fuel and
purchased energy adjustment or FPE) that is charged to all ratepayers and replace those
costs with the value of energy avoided due to solar power that is actually produced through
application of a Time of Generation Adjustment (TOGA). Appropriately, this amount would
also be removed from the rider charged only to customers who pay for solar resources to
avoid double-recovery.

As noted above, the Department concludes that MP’s proposed adjustment is sound, with
one possible exception. It appears that MP is comparing the energy costs that are actually
avoided due to the production of solar energy at Camp Ripley to the average avoided costs
that would occur if solar energy were produced evenly in all hours of the month. That is, as
shown in Attachment 4 of MP’s filing, the Company proposes to calculate the TOGA by

3 The Department is not aware of other solar facilities requiring extensive security benefits, but does not
dispute in this proceeding that there may be value in having a secure solar facility.
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comparing the actual avoided costs due to solar generation with the average of avoided
costs over the month. However, since the purpose of this adjustment is to reflect the higher
value of solar energy compared to the actual average costs of non-solar energy, the TOGA
calculation should reflect that comparison.

The Department uses the illustrative data from Attachments 3 and 4 of MP’s compliance
filing to show this calculation, with Step 1 differing from MP’s step 1 in Attachment 4 (all
other steps are the same). This adjustment to MP’s calculation results in a TOGA of 0.50
rather than 0.12, based on MP’s illustrative data. The resulting effect is a TOGA-Adjustment
FPE of $15.04/MWh rather than MP’s calculated $15.01/MWh.

A

Step 1: Calculate average actual non-solar costs for the latest billing month

Source: total costs of non-solar generation divided by total MWh $ 15.00
Use average data for two of the previous three months, consistent with FPE Rider
calculation

Step 2: Calculate total hourly solar generation

Total in kWh 1,353,679
Use total hourly data for two of the previous three months, consistent with FPE Rider
calculation

Step 3: Calculate weighted average solar generation cost
Multiply hourly avoided cost data by hourly solar generation / 1000 $40,945
(A*B/1000) and sum the total for the month

Step 4: Calculate weighted average solar generation cost in $/MWh
D Convert value to $/MWh (C/B*1000) $30.25
This is to determine marginal time of generation

Step 5: Calculate the average costs of non-solar generation

Step 6: Calculate TOGA Factor 0.50
Calculates adjustment factor of solar proxy value to market data ([D/A]-1)

Using the 0.50 TOGA in the calculation in Attachment 3 results in the following, which is
slightly different from the amounts in MP’s Attachment 3.

Step 1: Calculate FPE Adjustment without solar

H
I
J

FPE costs excluding solar $13,500,000
Non-solar generation MWhs 900,000
FPE Adjustment without solar (H/1) $15.00
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Step 2: Calculate TOGA

K

L
M
N

TOGA Factor
Solar-generation MWhs

FPE Adjustment without solar (J)
TOGA (K*L*M) $

Step 3: Calculate TOGA-adjusted FPE Adjustment

0
P

Q
R

FPE costs excluding solar (H)

TOGA (N)

Non-solar generation MWhs (I)
TOGA-adjusted FPE Adjustment ([0+P]/Q)

To be applied to all customer usage MWhs

Step 4: Calculate credit for use in SEA

S
T
U
\%

Solar generation MWhs
TOGA-adjusted FPE Adjustment (R)
Add TOGA (N)

Credit for use in SEA ([S*T]+U)

0.5
5,000
$15.00
37,500

$13,500,000
$37,500
900,000
$15.04

5,000
$15.04
$37,500
$112,708

Credit for costs already allocated through the FPE Rider, plus a time of generation
adjustment

Step 5: Calculate SEA

W

Solar energy purchase cost

Solar purchases would be included here

X
Y
VA

AA SEA (Y/Z) ($0.28) To be applied to solar customer usage MWhs

Credit for use in SEA (-V)
Net solar (credits) costs (W+X)
Solar-paying energy sales MWh

Verification

AB
AC
AD
AE
AF
AG
AH

TOGA-adjusted FPE Adjustment (R)

Total customer usage MWhs (G)

Total amount billed with FPE Adjustment (AB*AC)

SEA (AA)

Solar-paying energy sales MWhs (F)

Total amount billed (credited) with SEA (AE*AF)

Total amount billed with FPE Adjustment and SEA (AD+AG)

$0

($112,708)
($112,708)
305,000

$15.04
905,000
$13,612,708
($0.37)
305,000
($112,708)
$13,500,000
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Al Compare with total cost in Assumptions (C) $13,500,000
AJ  Verification of methodology (AH-AI) $0

C. MP’S PROPOSED ALLOCATION OF CAPACITY BENEFITS
MP stated the following on page 10 of its compliance filing:

The Company’s evaluation of VOS components determined that
several of the components - avoided fuel cost, avoided fixed
and variable O&M, avoided generation capacity cost, and
avoided environmental cost - would have no near-term value
for Minnesota Power customers using the defined VOS
methodology, since most components of the methodology are
based on avoiding cost from a combined cycle or combustion
turbine (“CT”) existing in the Company’s system today.
Minnesota Power does not expect to add a gas generation
resource to its system until 2023, so these VOS components
would not provide a positive value until after this
implementation.

The Department does not agree with MP’s conclusion that there would be no positive value
of the solar capacity until after the Company adds a CT unit in 2023. Adding generation to a
utility’s system affects how current resources are used and can affect the timing or amount
of other resources added to a utility’s system over time. The Department did not attempt to
analyze such effects of adding the 10 MW Camp Ripley facility to MP’s system at this time,
however. It would be helpful to know the amount of capacity that is accredited by MISO,
which MP has committed to addressing in its rate case.

D. MP’S PROPOSED FPE AND SEA RIDERS

The Department recommends that the Commission approve MP’s FPE and SEA riders, with
the following revision on tariff page 96.1:

(f) Calculate the simple average of actual non-solar heurly
projected-avoided energy cost ($/MWh) for the first two of the
preceding three months by dividing total monthly costs of non-
solar generation by total monthly MWh salesas-set-eutin-Minn:

The language would read as follows:

(f) Calculate the simple average of actual non-solar energy cost
($/MWh) for the first two of the preceding three months by
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dividing total monthly costs of non-solar generation by total
monthly MWh;

M. DEPARTMENT'S RECOMMENDATIONS

The Department recommends that the Commission require MP to adjust the costs of the
project recovered from ratepayers to reflect the appraisal values. According to MP, the
recoverable portion of operation and maintenance (‘O&M’) expense would be reduced by
$19,059 per year due to this change.

The Department recommends that the Commission approve MP’s FPE and SEA riders, with
the slightly reduced level of annual cost recovery above and the following revision on tariff
page 96.1:

(f) Calculate the simple average of actual non-solar heourly

projected-aveided energy cost ($/MWh) for the first two of the

preceding three months by dividing total monthly costs of non-
solar generation by total monthly MWh salesas-set-eutin-Minh-

Statute-§ 2168164, subd-3(b);

/ja
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Saint Paul,
MN
55104-1850
Stacy Miller stacy.miller@state.mn.us  [Department of Commerce |State Energy Office Electronic Service No OFF_SL_15-773_PUC
85 7th Place East, Suite Official SL
500
St. Paul,
MN
55101
Herbert Minke hminke@allete.com Minnesota Power 30 W Superior St Electronic Service No OFF_SL_15-773_PUC
Official SL
Duluth,
MN
55802
David Moeller dmoeller@allete.com Minnesota Power 30 W Superior St Electronic Service No OFF_SL_15-773_PUC
Official SL
Duluth,
MN
558022093
Andrew Moratzka andrew.moratzka@stoel.co | Stoel Rives LLP 33 South Sixth St Ste 4200 |Electronic Service No OFF_SL_15-773_PUC
m Official SL
Minneapolis,
MN
55402
Martin Morud mmorud@trunorthsolar.co |Tru North Solar 5115 45th Ave S Electronic Service No OFF_SL_15-773_PUC
m Official SL
Minneapolis,
MN
55417
Michael Noble noble@fresh-energy.org Fresh Energy Hamm Bldg., Suite 220 Electronic Service No OFF_SL_15-773_PUC
408 St. Peter Street Official SL
St. Paul,
MN
55102
Rolf Nordstrom rnordstrom@gpisd.net Great Plains Institute 2801 21ST AVE S STE 220 | Electronic Service No OFF_SL_15-773_PUC

Minneapolis,
MN

55407-1229

Official SL




First Name Last Name Email Company Name Address Delivery Method View Trade Secret Service List Name
Samantha Norris samanthanorris@alliantene | Interstate Power and Light [200 1st Street SE PO Box |Electronic Service No OFF_SL_15-773_PUC
rgy.com Company 351 Official SL
Cedar Rapids,
1A
524060351
Kate O'Connell kate.oconnell@state.mn.us | Department of Commerce |Suite 50085 Seventh Place |Electronic Service No OFF_SL_15-773_PUC
East Official SL
St. Paul,
MN
551012198
Jennifer Peterson jipeterson@mnpower.com |Minnesota Power 30 West Superior Street Electronic Service No OFF_SL_15-773_PUC
Official SL
Duluth,
MN
55802
Charlie Pickard cpickard@aladdinsolar.com | Aladdin Solar 1215 Lilac Lane Electronic Service No OFF_SL_15-773_PUC
Official SL
Excelsior,
MN
55331
Donna Pickard dpickardgsss@gmail.com |Citizen 1215 Lilac Lane Electronic Service No OFF_SL_15-773_PUC
Official SL
Excelsior,
MN
55331
Gayle Prest gayle.prest@minneapolism |City of Mpls Sustainability |350 South 5th St, #315 Electronic Service No OFF_SL_15-773_PUC
n.gov Official SL
Minneapolis,
MN
55415
Enio Ricci ericci@invenergylic.com Invenergy LLC 17830 New Hampshire Ave | Electronic Service No OFF_SL_15-773_PUC
Ste 300 Official SL
Ashton,
MD
20861
Susan Romans sromans@allete.com Minnesota Power 30 West Superior Street Electronic Service No OFF_SL_15-773_PUC
Legal Dept Official SL
Duulth,
MN
55802
Michelle Rosier michelle.rosier@sierraclub. |Sierra Club 2327 E. Franklin Avenue Electronic Service No OFF_SL_15-773_PUC

org

Minneapolis,
MN
554061024

Official SL




First Name Last Name Email Company Name Address Delivery Method View Trade Secret Service List Name
Richard Savelkoul rsavelkoul@martinsquires.c | Martin & Squires, P.A. 332 Minnesota Street Ste | Electronic Service No OFF_SL_15-773_PUC
om W2750 Official SL
St. Paul,
MN
55101
Thomas Scharff thomas.scharff@versoco.c |Verso Corp 600 High Street Electronic Service No OFF_SL_15-773_PUC
om Official SL
Wisconsin Rapids,
Wi
54495
Larry L. Schedin Larry@LLSResources.com |LLS Resources, LLC 332 Minnesota St, Ste Electronic Service No OFF_SL_15-773_PUC
W1390 Official SL
St. Paul,
MN
55101
Christopher Schoenherr cp.schoenherr@smmpa.or [SMMPA 500 First Ave SW Electronic Service No OFF_SL_15-773_PUC
g Official SL
Rochester,
MN
55902-3303
Janet Shaddix Elling jshaddix@janetshaddix.co |Shaddix And Associates Ste 122 Electronic Service No OFF_SL_15-773_PUC
m 9100 W Bloomington Hrwy Official SL
Bloomington,
MN
55431
Gary Shaver gshaver@silicon- Silicon Energy 3506 124th St NE Electronic Service No OFF_SL_15-773_PUC
energy.com Official SL
Marysville,
WA
98271
Erin Shea eshea@silicon-energy.com |Silicon Energy PO Box 376 Electronic Service No OFF_SL_15-773_PUC
8787 Silicon Way Official SL
Mt Iron,
MN
55768
Doug Shoemaker dougs@mnRenewables.or |MRES 2928 5th Ave S Electronic Service No OFF_SL_15-773_PUC
g Official SL
Minneapolis,
MN
55408
Ron Spangler, Jr. rlspangler@otpco.com Otter Tail Power Company |215 So. Cascade St. Electronic Service No OFF_SL_15-773_PUC
PO Box 496 Official SL
Fergus Falls,
MN
565380496
Cary Stephenson cStephenson@otpco.com |Otter Tail Power Company |215 South Cascade Street |Electronic Service No OFF_SL_15-773_PUC

Fergus Falls,
MN
56537

Official SL




First Name Last Name Email Company Name Address Delivery Method View Trade Secret Service List Name
James M. Strommen jstrommen@kennedy- Kennedy & Graven, 470 U.S. Bank Plaza Electronic Service No OFF_SL_15-773_PUC
graven.com Chartered 200 South Sixth Street| Official SL
Minneapolis,
MN
55402
Deb Sundin deb.sundin@xcelenergy.co |Xcel Energy 414 Nicollet Mall Electronic Service No OFF_SL_15-773_PUC
m Official SL
Minneapolis,
MN
55401
Eric Swanson eswanson@winthrop.com [ Winthrop Weinstine 225 S 6th St Ste 3500 Electronic Service No OFF_SL_15-773_PUC
Capella Tower Official SL
Minneapolis,
MN
554024629
SaGonna Thompson Regulatory.records@xcele |Xcel Energy 414 Nicollet Mall FL 7 Electronic Service No OFF_SL_15-773_PUC
nergy.com Official SL
Minneapolis,
MN
554011993
Lise Trudeau lise.trudeau@state.mn.us | Department of Commerce |85 7th Place East Electronic Service No OFF_SL_15-773_PUC
Suite 500 Official SL
Saint Paul,
MN
55101
Karen Turnboom karen.turnboom@versoco.c [ Verso Corporation 100 Central Avenue Electronic Service No OFF_SL_15-773_PUC
om Official SL
Duluth,
MN
55807
Daniel Williams DanWilliams.mg@gmail.co |Powerfully Green 11451 Oregon Avenue N Electronic Service No OFF_SL_15-773_PUC
m Official SL
Champlin,
MN
55316
Cam Winton cwinton@mnchamber.com |Minnesota Chamber of 400 Robert Street North Electronic Service No OFF_SL_15-773_PUC
Commerce Suite 1500 Official SL
St. Paul,
Minnesota
55101
Robyn Woeste robynwoeste@alliantenerg |Interstate Power and Light |200 First St SE Electronic Service No OFF_SL_15-773_PUC
y.com Company Official SL
Cedar Rapids,
1A
52401
Daniel P Wolf dan.wolf@state.mn.us Public Utilities Commission |121 7th Place East Electronic Service Yes OFF_SL_15-773_PUC
Suite 350 Official SL
St. Paul,
MN

551012147
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