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September 18, 2017 
 
 
Daniel P. Wolf 
Executive Secretary 
Minnesota Public Utilities Commission 
121 7th Place East, Suite 350 
St. Paul, Minnesota  55101-2147 
 
RE: Comments of the Minnesota Department of Commerce, Division of Energy Resources 
 Docket Nos. E015/PA-17-457, E015/PA-17-459, E015/PA-17-460, and E015/PA-17-461 
 
Dear Mr. Wolf: 
 
Attached are the comments of the Minnesota Department of Commerce, Division of Energy Resources 
(Department or DOC) in the following matters: 
 

Minnesota Power’s Petition for Approval of a Purchase Agreement between Minnesota 
Power and Lakehead Constructors (Docket No. E015/PA-17-457). 
 
Minnesota Power’s Petition for Approval of a Purchase Agreement between Minnesota 
Power and the United Way of Northeastern Minnesota, Inc. (Docket No. E015/PA-17-459) 
 
Minnesota Power’s Petition for Approval of a Purchase Agreement between Minnesota 
Power and Airmark, Inc. (d/b/a Nelson Wood Shims) (Docket No. E015/PA-17-460) 
 
Minnesota Power’s Petition for Approval of a Purchase Agreement between Minnesota 
Power and the State of Minnesota – Department of Military Affairs (Docket No. E015/PA-
17-461) 

 
The petitions were filed on June 1, 2017 by: 
 

Christopher D. Anderson 
Minnesota Power 
30 West Superior Street 
Duluth, MN 55802 

 
The Department recommends approval with modifications as set forth in these comments of the four 
of the petitions.  The Department is available to answer any questions the Minnesota Public Utilities 
Commission may have.   
 
Sincerely, 
 
 
/s/ JOHN KUNDERT 
Financial Analyst 
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Before the Minnesota Public Utilities Commission 
 

 
Comments of the Minnesota Department of Commerce 

Division of Energy Resources 
 

Docket Nos. E015/PA-17-457, E015/PA-17-459, E015/PA-17-460, and E015/PA-17-461 
 

 
I. INTRODUCTION 
 
On June 1, 2017, Minnesota Power (MP or the Company) filed four petitions with the 
Minnesota Public Utilities Commission (Commission) for approval of purchase agreements with 
different counter-parties in Docket Nos. E015/PA-17-457, E015/PA-17-459, E015/PA-17-460 
and E015/PA-17-461.   MP requested that the Commission approve each of the four purchase 
agreements pursuant to Minn. Stat. § 216B.50 and Minn. Rules Part 7825.1600-1800 and find 
that each of the agreements is reasonable and consistent with the public interest.  
 
The Company also requested a variance to Minn. Rules Part 7825.1400 and 7825.1800 
regarding financial information in each of the four dockets to exempt MP from providing 
information required by this rule that the Company states is not directly relevant to 
determining the reasonableness of its proposals.  
 
 
II. DETAILS OF THE AGREEMENTS 
 
A. DOCKET NO. E015/PA-17-457 

 
Minnesota Power is proposing to sell its Aurora Service Center (ASC) in this proceeding.  The 
ASC is not currently used to provide support for the Company’s provision of electric service.  
The building’s purchaser is Lakehead Constructors.  MP characterizes the sale of the building as 
a benefit for the Aurora economy by providing additional space for a key local employer.  The 
Company also notes that approval of the sale would reduce MP’s real estate costs.   
 
As to the specifics of the proposed transaction, the proposed purchase price is $375,000.  The 
book value of the buildings and real estate is $468,245.40 as of September 30, 2017.  MP 
estimates it will incur a loss of $93,250.40 as a result of the transaction.1   
 
The Company also states that it will not seek to recover this loss on the book value of the asset 
from ratepayers.  Unfortunately, MP did not properly exclude the costs associated with the ASC 
                                                      
1
 See MP’s response to Department Information Request (IR) No. 2 in Docket No. E015/PA-17-457 Attachment A. 
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from the revenue requirement developed in MP’s current rate case, Docket No. E015/GR-16-
664, (the 16-664 docket).    
 
Specifically, those costs include:  1) the average annual accumulated depreciated balance for 
the asset in 2017 of $473,847; 2) $27,000 in annual operation and maintenance expenses and 
3) $18,000 in annual property taxes on a building that MP would no longer own if the proposed 
transaction is approved.2    
 
B. DOCKET NO. E015/PA-17-459 
 
Minnesota Power is proposing to sell its Chisholm Service Center (CSC) in this proceeding.  The 
building’s purchaser is United Way of Northeastern Minnesota, Inc.  MP characterizes the sale 
of the building as a benefit for the Chisholm economy by providing additional space for a local 
charity.  The Company also notes that approval of the sale would reduce MP’s real estate costs.   
 
The Company’s proposed purchase price for the CSC is $300,000.  The book value of the 
buildings and real estate is $704,533.92 as of September 30, 2017.  MP estimates the loss on 
the sale to be $404,533.92 as of September 30, 2017. 3  MP states in the petition that it will not 
collect the loss on the sale of the property from ratepayers.  Unfortunately, MP did not exclude 
the costs associated with this asset from in the revenue requirement developed in the 16-664 
docket.    
 
Specifically those costs include: 1) the average annual depreciated balance for the asset in 2017 
of $712,809; 2) $15,000 in annual operations, and maintenance expenses, and 3) $16,700 in 
annual property taxes on a building that MP would no longer own if the proposed transaction is 
approved.   
 
C. DOCKET NO. E015/PA-17-460 
 
Minnesota Power is proposing to sell some land and buildings associated with the Boswell 
Energy Center in this proceeding.  The purchaser is Airmark, Inc. (d/b/a Nelson Wood Shims).   
The property is largely vacant land, with some buildings being used for cold storage.  MP 
characterizes the sale of the land and buildings as a benefit for the local economy by providing 
additional space and land for a local business.  The Company also notes that approval of the 
sale would reduce MP’s real estate costs.   
 

                                                      
2
 See MP response to DOC IR #4 in Docket E015/PA-17-457 in Attachment A. 

3
 See MP response to DOC IR #9 in Docket E015/PA-17-459 in Attachment A. 
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As to the specifics of the proposed transaction, the proposed purchase price is $247,000.  The 
book value of the buildings and real estate is $217,449.48 as of September 30, 2017.  The 
Company estimates the gain on the sale to be $29,550.52 also as of September 30, 2017.  MP 
states in the petition that it will credit the gain on the sale of the property to ratepayers. 
However, that statement is not reassuring since the costs associated with this asset were not 
properly excluded and as a result have been included in the revenue requirement developed in 
MP’s current rate case, the 16-664 docket.   
 
Specifically, those costs include the average annual depreciated balance for the asset in 2017 of 
$219,168 and $4,300 in annual property taxes on property that MP would no longer own.4     
 
D. DOCKET NO. E015/PA-17-461 
 
Minnesota Power proposes to purchase its former Long Prairie Service Center (LPSC) in this 
proceeding.  MP characterizes the purchase of the building from the State of Minnesota – 
Department of Military Affairs as a benefit for the Company in that it will serve to keep MP’s 
costs down and provide an appropriate site for another essential public service (a National 
Guard armory).     
 
As to the specifics of the proposed transaction, the proposed purchase price is $270,000.  The 
Company also included an appraisal that supports the purchase price as part of the petition.   
 
The specifics of the current lease agreement between MP and the State of Minnesota for the 
facility are that MP’s current annual lease payment for the portion of the building it occupies is 
$57,540 per year plus approximately $4,000 in annual property taxes and utilities costs 
(amount not specified).   
 
MP’s request regarding the recovery of the costs associated with this asset purchase is unusual.   
Even though the Company doesn’t currently doesn’t own the facility, the amount of the 
purchase price ($270,000) was included in rate base in the Company’s the 16-664 docket.   
Apparently for the purposes of calculating its revenue requirement for the rate case, MP 
assumed that the purchase would occur at the end of 2016 and included those costs in the 
2017 budget and rate case test year.  The Company also included the costs associated with a 
remodeling project ($130,000) at this same site in 2017 in its rate case as well.   
Table 1 summarizes MP’s requests in the four dockets. 
 

Table 1 – Summary of Proposed Transactions 

                                                      
4
 See MP responses to DOC IRs #1, 2 and 4 in Docket E015/PA-17-460 in Attachment A. 
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Docket No. Description Location Comments 
E015/PA-17-
457 

Sale of Service Center to 
Lakehead Constructors 
Inc. 

Aurora, 
Minnesota 

Book value as of September 30, 2017: 
$468,295.40 
Sale price: $375,000.00 
Loss on the sale of $93,295.40.  
Revenues, maintenance and 
depreciation expenses, taxes, and return 
on net plant included in current rate 
case.  

E015/PA-17-
459 

Sale of Service Center to 
United Way of 
Northeastern Minnesota 
Inc. 

Chisholm, 
Minnesota 

Book value as of September 30, 2017 
$726,819.89  Sale price: $300,000 
Loss on the sale of approximately 
$426,819.89.5  Revenues, maintenance 
and depreciation expenses, taxes, and 
return on net plant included in current 
rate case.  

E015/PA-17-
460 

Sale of Land and 
Buildings to  Airmark Inc. 
(d/b/a Nelson Wood 
Shims) 

Cohasset, 
Minnesota 

Book value as of September 30, 2017: 
$217,449.48.  Sale price: $247,000.  Gain 
on the sale of$29,550.526  Maintenance 
and depreciation expenses, taxes, and 
return on net plant included in current 
rate case.  

E015/PA-17-
461 

Purchase of Building 
from State of Minnesota 
– Department of Military 
Affairs 

Long Prairie, 
Minnesota 

Purchase price: $270,000.  Costs 
associated with some remodeling 
(roughly $130,000 not yet incurred) also 
included in rate base, property taxes, 
utilities and return on net plant also 
included in current rate case.  Rent 
expense was not included in current 
rate case. 

 
The information included in Table 1 highlights MP’s efforts to identify and include additions to 
rate base in its forecasted test year in the 16-664 docket.  The Company retained in its revenue 
requirements the costs associated with the three assets it planned to sell and also included in 
its revenue requirements the costs associated with the asset it planned to purchase, as well as 
an improvement to the asset it planned to purchase.  MP should have identified in its rate case 
that the Company intended to propose these sales and purchase, particularly since MP’s rate 

                                                      
5
 See MP’s response to Department Information Request No. 9 in this docket. 

6 See MP’s response to Department Information Request No. 9 in this docket. 
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base amount in the rate case assumed that the purchase request above was already approved 
as of the beginning of the test year.  From the Department’s perspective, MP overstated its rate 
base in its rate case. 
 
 
III. DEPARTMENT ANALYSIS  
 
The Department’s analysis focuses on the following: 
 

• Statutes and Rules, 
• Accounting Treatment, and 
• Public Interest Test. 

 
A. STATUTES AND RULES 
 

1. Statutory Requirements 
 
Minnesota Statutes section 216B.50, subd. 1, states, 
 

No public utility shall sell, acquire, lease or rent any plant as an 
operating unit or system in this state for a total consideration in 
excess of $100,000, or merge or consolidate with another public 
utility operating in this state without first being authorized so to do 
by the commission.  Upon the filing of an application for the 
approval and consent of the commission thereto the commission 
shall investigate, with or without public hearing, and in case of a 
public hearing, upon such notice as the commission may require, 
and if it shall find that the proposed action is consistent with the 
public interest it shall give its consent and approval by order in 
writing.  In reaching its determination the commission shall take 
into consideration the reasonable value of the property, plant, or 
securities to be acquired or disposed of, or merged and 
consolidated. 

 
The four proposed property transfers fall under the purview of the Commission, under 
Minnesota Statute 216B.50 and corresponding Minnesota Rules Part 7825.1600 and 1800.  The 
Department discusses this issue further below. 

2. Filing Requirements 
 

7825.1800 Filing Requirements for Petitions to Acquire Property. 
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Petitions for approval to acquire property shall contain the following information, either in the 
petition or as exhibits: 
 

A. Petitions for approval of a merger or of a consolidation shall be accompanied by the 
following:  the petition signed by all parties; all information, for each public utility, as 
required in parts 7825.1400 and 7825.1500; the detailed reasons of the petitions and 
each party for entering into the proposed transaction, and all facts warranting the same; 
the full terms and conditions of the proposed merger or consolidation. 

 
B. Petitions for approval of a transfer of property shall be accompanied by the following: 

all information as required in part 7825.1400, items A to J; the agreed upon purchase 
price and the terms for payment and other considerations. 

 
C. A description of the property involved in the transaction including any franchises, 

permits, or operative rights, and the original cost of such property, individually or by 
class, the depreciation and amortization reserves applicable to such property, 
individually or by class.  If the original cost is unknown, an estimate shall be made of 
such cost.  A detailed description of the method and all supporting documents used in 
such estimate shall be submitted. 

 
D. Other pertinent facts or additional information that the commission may require. 

 
Minnesota Rule 7825.1800, subparts, B, C and D above specifically address the issue of transfer 
of property.  The Department notes based on our review that Minnesota Power has provided 
the required information for Minnesota Rule 7825.1800 subparts B, C and D in its filing on 
pages 4 to 7 of the petition. 
 
MP states in each of its petitions that Minn. Rules 7825.1800 require disclosure of additional 
information from Minn. Rules 7825.1400, which is pertinent to capital structure filings and for 
the purpose of investigating the issuance of securities.  The Company states that it believes the 
information required under Minn. Rules 7825.1400 does not have any direct relevance nor 
application in ascertaining the reasonableness of each of the property transfers identified in 
these four dockets.  Furthermore, MP states that the public interest would not be adversely 
affected and that no other applicable law or statute would be violated if the information is not 
provided in these dockets.  Therefore, MP has not provided the information required under 
Minn. Rules 7825.1400 in its petitions.  As such, the Company requests a variance under 
Minnesota Rules 7829.3200 to filing the information required by Minn. Rules 7825.1400 for 
purposes for each of its four petitions.   
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Minnesota Rule part 7829.3200 sets forth the criteria for evaluating a variance request: 
 

1. Enforcement of the rule would impose an excessive burden upon the application 
or others affected by the rule. 

 
2. Granting the variance would not adversely affect the public interest. 
 
3. Granting the variance would not conflict with the standards imposed by law. 

 
The Department agrees with MP that information required by Minnesota Rule 7825.1400 
relates to capital structure filings and is not applicable to the four current petitions.  
Furthermore, the Department concludes that enforcement of the rule would impose an 
excessive burden since this information is not relevant.  The Department also agrees that 
granting a variance in each proceeding would not adversely affect the public interest since 
review of this information is not needed to assess the proposals.  Lastly, the Department is 
unaware of any legal standards that would be violated if the variances were granted.  As a 
result, the Department recommends that the Commission grant the Company a waiver, if 
needed, regarding the filing requirements under Minnesota Rule 7825.1400 for each of the 
dockets reviewed in these comments. 
 
B. FINANCIAL ANALYSIS 
 

1. Accounting Entries 
 

a. Docket No. E015/PA-17-457 
 
The Department reviewed the accounting treatment the Company proposes in Exhibit B of the 
Company’s petition.  In addition, the Department requested additional information regarding 
the accounting treatment in Department Information Request No. 2.  The Department 
considers MP’s proposed journal entries to be appropriate.   
 

b. Docket No. E015/PA-17-459 
 
The Department reviewed the accounting treatment the Company proposes in Exhibit C of the 
Company’s petition.  In addition, the Department requested additional information regarding 
the accounting treatment in Department Information Request No. 7.  The Department 
considers MP’s proposed journal entries to be appropriate.   
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c. Docket No. E015/PA-17-460 
 
The Department reviewed the accounting treatment the Company proposes in Exhibit E of the 
Company’s petition.  In addition, the Department requested additional information regarding 
the accounting treatment in Department Information Request No. 9.  The Department 
considers MP’s proposed journal entries to be appropriate.   
 

d. Docket No. E015/PA-17-461 
 
The Department reviewed the accounting treatment the Company proposes in Exhibit E of the 
Company’s petition.  In addition, the Department requested additional information regarding 
the accounting treatment in Department Information Request No. 9.  The Department 
considers MP’s proposed journal entries to be appropriate.   
 

2. Incremental Effects on Company’s Revenue Requirement 
 
The Department asked a series of information requests in each of the four dockets in an 
attempt to determine the incremental effect of each proposed property transfer on the 
revenue requirement identified in the 16-664 docket.  The Department’s incremental analyses 
that use the information provided in those information request responses are included as 
Attachments B and C.  The Department estimates that the incremental effect of the approval of 
the four property transfers would decrease MP’s revenue requirement by approximately 
$432,828 annually.7   
 
MP proposes that the financial effects of these proposed transactions be deferred until the 
Company files its next rate case.   
 

3. Cash-flows Associated with the Proposed Changes  
 
The Department grouped the dockets in this analysis by type.  The three asset sale dockets 
were included in one group (Docket Nos. E015/PA-17-457, E015/PA-17-459 and E015/PA-17-
460).  The asset purchase (Docket No. E015/PA-17-461) was analyzed separately. 
 
The Department estimates that MP will receive $922,000 in cash in 2017 once the three asset 
sale transactions are completed.8  Under the Company’s proposal, ratepayers would receive no 
credit for this amount.  Moreover, in subsequent years, ratepayers would have to pay MP for 
costs the Company would no longer be incurring for the ASC, CSC and the land near the Boswell 

                                                      
7
 $432,828 = $399,462 from Attachment B Line 11 plus $33,366 from Attachment C Line 13. 

8
 See Attachment B. 
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facility.  That is, MP would receive annually an additional $399,462 in cash (via base rates) for 
costs it would no longer be incurring.  Assuming that MP doesn’t file a subsequent rate case for 
6 years, the present value of the cash-flows from ratepayers plus the proceeds that MP will 
collect from its asset sales is equal to approximately $2.8 million. 
 
The cash-flows associated with the purchase of the LPSC are a bit more involved.  The 
Department’s understanding is that for the purpose of the 16-664 docket, MP assumed that the 
proposed transaction closed at the end of 2016.  As a result, the $270,000 purchase price as 
well as a $130,000 remodeling project were included in the test year in the 16-664 proceeding 
as of January 1, 2017.  According to the Company’s response to DOC IR #1 in that docket, the 
average plant balance as of 12/31/2016 and estimated 12/31/2017 was $400,935.   Of course, 
this asset has not yet been purchased, nor has the remodeling project been completed.  
Assuming a fairly aggressive procedural schedule, MP could perhaps complete this purchase by 
October 1, 2017.    
 
According to ratemaking guidelines, only half of the purchase price should be included in rate 
base in the 16-664.  The Department would also posit that only half of the remodeling costs 
should be included as well.  The result of this exercise is the incremental amount of rate base 
that needs to be removed from MP’s revenue requirement in the 16-664 docket is $200,000.  
The only incremental impact on the remaining costs is depreciation from a ratemaking 
perspective.  The Department assumes that MP can’t depreciate an asset it doesn’t own.  
Attachment C includes this analysis.  The incremental annual impact of the change is $33,288.  
Assuming MP doesn’t file another rate case for 6 years, the present value of that annual change 
when combined with the cash expended to purchase the asset is ($112,206).   
 
If one adds this ($112,206) to the present value estimate for the three asset sales, the net of 
the two estimates is $2.7 million benefit that will accrue to shareholders.    
 
The Department has not included any incremental effects related to state or federal income 
taxes in its analysis beyond the standard gross-up calculation.  The Department assumes MP 
can and will provide its own version of the Department’s analysis and that this analysis will 
address the income-tax related effects of the four proposed property transfers in its Reply 
Comments.  
 
C. PUBLIC INTEREST TEST 
 
MP provided the following support for the sale of its Aurora and Chisholm Service Centers and 
the land associated with the Boswell Plant (Docket Nos. E015/PA-17-457, E015/PA-17-459 and 
E015/PA-17-460).  The asset sales will lower MP’s real estate costs and will provide necessary 
space for local entities.  The Company also asserts that it will not collect the loss on the asset 
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sales in Docket Nos. E015/PA-17-457 and E015/PA-17-459 from ratepayers.  The Department’s 
incremental analysis in Attachment B suggests that these statements are not accurate however, 
since MP is continuing to collect revenue requirements from ratepayers for assets that will be 
sold in 2017, during the 2017 test year. 
 
The Company listed several operational benefits in support of its proposed transactions in 
Docket No. E015/PA-17-461.  However, none of those benefits identified a public benefit other 
than a potential efficiency gain. 
 
The Department doesn’t dispute that the asset sales MP identified in Docket Nos. E015/PA-17-
457, E015/PA-17-459 and E015/PA-17-460 will lower the Company’s real estate costs.  The 
Department is concerned however about MP’s proposal to charge its ratepayers for those real 
estate costs the Company is no longer incurring.  Such a proposal does not meet requirement of 
Minnesota Statute §216B.03 that “Every rate made, demanded, or received by any public utility 
… shall be just and reasonable.”  The Department cannot agree to such an arrangement. 
 
Consequently, and as an alternative to adjusting the revenue requirement calculated in MP’s 
current rate case, the Department recommends that the Commission require MP to use 
deferred accounting and create a regulatory liability associated with the costs identified for the 
three dockets that pertain to selling assets.  The regulatory liability will track those costs until 
the Company’s subsequent rate case.  At that time, the regulatory liability should be netted 
against the Company’s revenue shortfall.  The Department provides support for this position 
and the accompanying policy change below. 
 
As to the proposed asset purchase discussed in Docket No. E015/PA-17-461, the Department 
recommends that the Commission also include the incremental costs associated with this 
transaction in the regulatory liability as well.  Given this proposed modification, the Department 
cannot identify any issue associated with this transaction that contravenes the public interest.  
Consequently, the Department recommends approval with this modification.  
 

1. Standard of Approval of Deferral Accounting 
 
The Department requests deferral of the incremental: 
 

• Other revenues, operations and maintenance expense, depreciation expense, 
property taxes and return on rate base grossed up for income taxes (all revenue 
requirements) for the transaction identified in Docket No. E015/PA-17-457, as well 
as the proceeds of the sale;  

• Other revenues, operations and maintenance expense, depreciation expense, 
property taxes and return on rate base grossed up for income taxes (all revenue 
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requirements) for the transaction identified in Docket No. E015/PA-17-459 as well as 
the proceeds of the sale;  

• Depreciation expense, property tax expense and return on rate base (all revenue 
requirements) for the transaction identified in Docket No. E015/PA-17-460 as well as 
the proceeds of the sale, and 

• Depreciation expense and one half of the cost of purchasing and remodeling the 
LPSC in Docket No. E015/PA-17-461. 

 
Attachments B and C provide the calculation the Department developed for this exercise.  
 
The Department recommends that the Commission require MP to establish the regulatory 
liability to defer MP’s incremental costs associated with these property sales and purchase.  
This action will prevent MP from receiving the benefit of charging customers rates that collect 
revenues that will be in excess of the Company’s approved revenue requirement in its most 
recent general rate case after accounting for the aforementioned asset sales and correct the 
calculation associated with the asset purchase.9 
 
The Department recognizes that this is the first time it has requested deferral accounting for 
incremental costs related to a series of changes relating to a utility revenue requirement 
approved in a recent rate case.  However, the Department is not aware of an instance similar to 
this in which a utility made such a proposal to sell and purchase assets at the same time as it 
had a rate case pending and subsequent to the filing of Direct Testimony.  Additionally, it is 
concerning the MP was inconsistent in the development of its revenue requirement related to 
these transactions by not excluding the three sales (which harmed ratepayers) and including 
the one purchase prematurely (which also harmed ratepayers). This type of timing of the filings 
(which is controlled by the utility) makes it difficult to incorporation the information into the 
pending rate case.   
 
The Department notes that the Commission has historically used four criterion to evaluate a 
utility’s request for deferred accounting: 
 

1. Related to utility operations for which ratepayers have incurred costs or received 
benefits; 

2. Significant in amount; 
3. Unusual or extraordinary items; 
4. Subject to review for reasonableness and prudence. 

                                                      
9
 The Company should also include a carrying charge in this calculation to compensate ratepayers for the 

opportunity cost associated with this over-recovery.  The carrying charge should be set equal to the Commission’s 
annual customer deposit rate. 
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The Department will use these same criteria for its support of its position. 
 

a. Related to utility operations for which ratepayers have incurred costs or 
received benefits 

 
As noted previously, Minnesota Power included costs associated with the sale of the assets in 
Docket Nos. E015/PA-17-457, E015/PA-17-459 and E015/PA-17-460 in its test year revenue 
requirement in its concurrent rate case, Docket No. E015/GR-16-664.  As a result, all of those 
costs are included in the Commission-approved revenue requirement and corresponding rates 
developed in the 16-664 Docket.  If the Commission approves the asset sales in those three 
dockets without requiring the creation of a regulatory liability for the Company’ incremental 
costs, MP’s ratepayers will be paying for costs that the Company is no longer incurring.  Such a 
development would violate the concept of cost-based rates. 
 
As to the inclusion of the asset purchase, Docket No. E015/PA-17-461, the Department believes 
the incremental costs associated with this transaction should be included as a matter of policy.  
The proposed regulatory asset should reflect the identifiable incremental costs associated with 
all four dockets, not only those related to asset sales. 10 
 

b. Significant in amount 
 
The Department supports the use of this criterion in the instance when a utility is requesting 
deferred accounting.  The Commission is correct in establishing a relatively high bar as to the 
amount of the deferral from the utility’s perspective.  This criterion acts as a disincentive for the 
utility to request deferred accounting frequently in the hopes of shifting incremental 
operational or financial risks onto ratepayers.   
 
The Department suggests that the Commission may want to use a less stringent criterion in 
instances in which a ratepayer advocate requests deferred accounting as a mechanism to track 
incremental costs that are no longer being incurred by the petitioning utility, particularly when 
a utility makes such proposals while it has a pending rate case.  The Department’s 
recommendation stems from the asymmetric information issue that colors all the Department’s 
and Commission’s interactions with utilities.  The Department and Commission are presented 
only a portion of the information the utility has in its possession in any given proceeding.  Thus, 
when a utility requests deferred accounting, it is difficult for the other parties and the 

                                                      
10

 Attachment C contains the Department’s incremental analysis for Docket No. E015/PA-17-461. 
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Commission to determine the validity of the utility’s request from a ratepayer perspective given 
the utility’s control of the information presented. 
 
In contrast, the only way the Department can request deferred accounting is if it has somehow 
determined that such accounting treatment is necessary, such as in this case, where the utility 
would be recovering costs in its rates that it is no longer incurring.  The Department is 
dependent on the utility, (MP in this instance) to supply this information.  Given this difficulty of 
determining instances in which a utility is recovering costs it is no longer incurring, the 
Department thinks it appropriate to modify this criterion for deferred accounting requests from 
entities other than the utility.  The Department believes that almost any amount that can be 
identified as eligible for deferred accounting to ratepayer’s benefits should be approved by the 
Commission. 
 

b. Unusual or extraordinary items 
 
The Department supports the continued use of this criterion for the four dockets identified.  
The Department also notes that the four dockets identified for deferred accounting in this set 
of comments do represent unusual or extraordinary items.  The Department is not aware of 
another utility proposing to sell and purchase real estate assets at the same time as it has a rate 
case.  As for MP specifically, the Company has typically gone years between filing purchase or 
acquisition dockets related to real-estate holdings. 
 

c. Subject to review for reasonableness and prudence 
 
The Department also supports the continued use of this criterion for the four dockets 
identified.  The Department would still review the costs included in the regulatory liability that 
MP will be required to provide in its next rate case to determine if they were appropriate and 
consistent with the information provided in the four dockets discussed in these comments. 
 
 
IV. CONCLUSIONS AND RECOMMENDATIONS 
 
The Department concludes that the transactions as currently structured and discussed in 
Dockets Nos. E015/PA-17-457, E015/PA-17-459, E015/PA-17-460 and E015/PA-17-461 fail the 
public interest test.  If approved, MP ratepayers will be paying rates that are above MP’s costs 
of providing service.  This result is clearly not in the public interest.   
 
The Department also concludes that a remedy which would require MP to initiate and maintain 
a regulatory asset (liability) that tracks the incremental costs the Company is no longer 
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incurring as a result of the Commission approval for the transactions discussed in Docket Nos. 
E015/PA-17-457, E015/PA-17-459, E015/PA-460 and E015/PA-461 is appropriate.   
 
As a result, the Department recommends that the Commission approve the proposed 
transactions discussed in Docket Nos. E015/PA-17-457, E015/PA-17-459, E015/PA-17-460, and 
E015/PA-17-461 contingent on the Commission also adopting the Department’s 
recommendation regarding the creation of a regulatory liability for the costs associated with 
the transactions. 
 
The Department also recommends that the Commission require MP to file its final journal 
entries for these four dockets as compliance filings. 
 
 
/lt 
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Minnesota Department of Commerce 

Division of Energy Resources 

Information Request 

Docket Number: E015/PA-17-459 

Christopher Anderson 

Minnesota Power 

General 

DNonpublic �Public 

Requested From: 

Type of Inquiry: 

Requested by: 

Email Address{es): 

Phone Number{s): 

Request Number: 

Topic: 

Reference{s): 

Request: 

John Kundert 

john.kundert@state.mn.us 

651.539.1740 

2 

Financial 

Page 4 of the filing 

Date of Request: 7/18/2017 

Response Due: 7/28/2017 

Is this asset included in rate base in the Company's current general rate case proceeding? If so, please 

identify its location and the amount. 

RESPONSE: 

Yes, this asset is in rate base in the Company's current general rate case proceeding. It is in the total 
company average net plant balance of General Plant and the estimated amount is $712,809. See below for 
details. 

Average plant balance 12/31/16 and estimated 12/31/17 
Average accumulated depreciation balance 12/31/16 and estimated 12/31/17 
Average net plant balance 12/31 /16 and estimated 12/31/17 

To be completed by responder 

Response Date: 7-25-17

Response by: Debbie Davey 

Email Address: ddavey@allete.com 

Phone Number: 218-355-3714

$1,565,595 
$(852,786) 
$712,809 
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Minnesota Department of Commerce 

Division of Energy Resources 

Information Request 

Docket Number: 

Requested From: 

Type of Inquiry: 

Requested by: 

Email Address(es}: 

Phone Number(s}: 

Request Number: 

Topic: 

Reference(s}: 

Request: 

E015/PA-17-459 

Christopher Anderson 

Minnesota Power 

General 

John Kundert 

john.kundert@state.mn.us 

651.539.1740 

3 

Financial 

Page 4 of the filing 

DNonpublic ISIPublic 

Date of Request: 7/18/2017 

Response Due: 7/28/2017 

Are expenses and revenues associated with this asset included in operations and maintenance expenses 

in the Company's current general rate case proceeding? If so, please identify those expenses or 

revenues location and their amounts. 

RESPONSE: 

There are expenses and revenues associated with this asset included in the Company's current general rate 
case proceeding. The expenses are in the total company operating and administrative expenses for 
general plant and miscellaneous (FERC account 935) and the estimated amount is $15,000. The revenue 
is in the total company electric operating revenues for general plant (FERC account 456) and the 
estimated amount is $636. 

To be completed by responder 

Response Date: 

Response by: 

Email Address: 

Phone Number: 

7-25-17

Debbie Davey

ddavey@allete.com

218-355-3714
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Minnesota Department of Commerce 

Division of Energy Resources 

Information Request 

Docket Number: 

Requested From: 

Type of Inquiry: 

Requested by: 

Email Address(es): 

Phone Number(s): 

Request Number: 

Topic: 

Reference(s): 

Request: 

E015/PA-17-459 

Christopher Anderson 

Minnesota Power 

General 

John Kundert 

john.kundert@state.mn.us 

651.539.1740 

4 

Financial 

Page 4 of the filing 

D Nonpublic � Public 

Date of Request: 7/18/2017 

Response Due: 7/28/2017 

Is the depreciation expense associated with this asset included as a cost in in the Company's current 

general rate case proceeding? If so, please identify this expense's location and the amount. 

RESPONSE: 

Yes, the depreciation expense associated with this asset is included as a cost in the Company's current 
general rate case proceeding. It is in the total company 2017 depreciation expense of General Plant and 
the estimated amount is $33,828. 

To be completed by responder 

Response Date: 7-25-17

Response by: Debbie Davey 

Email Address: ddavey@allete.com 

Phone Number: 218-355-3714
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Minnesota Department of Commerce 

Division of Energy Resources 

Information Request 

Docket Number: 

Requested From: 

Type of Inquiry: 

Requested by: 

Email Address(es): 

Phone Number(s): 

Request Number: 

Topic: 

Reference(s): 

Request: 

E015/PA-17-459 

Christopher Anderson 

Minnesota Power 

General 

John Kundert 

john.kundert@state.mn.us 

651.539.1740 

5 

Financial 

Page 4 of the filing 

DNonpublic �Public 

Date of Request: 7/18/2017 

Response Due: 7/28/2017 

Is the property tax expense associated with this asset included as a cost in in the Company's current 

general rate case proceeding? If so, please identify this expenses location and the amount. 

RESPONSE: 

Yes, the property tax expense associated with this asset is included as a cost in the Company's current 
general rate case proceeding. The 2017 propetiy tax expense was estimated to be $16,700.00, and is 
included in distribution property taxes. 

To be completed by responder 

Response Date: July 21, 2017 

Response by: Jamie Jago 

Email Address: jjago@allete.com 

Phone Number: 218-355-3837
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Minnesota Department of Commerce 

Division of Energy Resources 

Information Request 

Docket Number: 

Requested From: 

Type of Inquiry: 

Requested by: 

Email Address(es): 

Phone Number(s): 

Request Number: 

Topic: 

Reference(s): 

Request: 

E015/PA-17-459 

Christopher Anderson 

Minnesota Power 

General 

John Kundert 

john.kundert@state.mn.us 

651.539.1740 

6 

Financial 

Page 4 of the filing 

DNonpublic �Public 

Date of Request: 7/18/2017 

Response Due: 7/28/2017 

What would be the effect of th.e sale on MP's state and federal income taxes if the sale were approved? 

Please identify the location and amounts involved. 

RESPONSE: 

If the sale was approved, Minnesota Power will incur a tax loss on the sale in the amount of $192,725.00 
(Sales price of $300,000.00 less tax basis of $492,725.00). As Minnesota Power has federal and state tax 
loss carryforwards, no tax payments will currently be refunded from this loss on sale, and the tax loss will 
increase the amount of our federal and state net operating loss carryforward deferred tax asset by 
$79,730.33 ($192,725.00 X 41.37%). 

The tax entries needed to record the impacts of the sale would be to record the tax benefit of the book loss 
on sale with the corresponding changes to accumulated deferred income taxes, consisting of an increase in 
the deferred tax asset for the tax loss carryforward, and a decrease in the deferred tax liability related to 
the depreciation of the asset. 

Estimated Entries as of September 30, 2017 

Entry #5 -To record the tax impacts on Sale of Assets by Minnesota Power to United Way of 
Northeastern Minnesota, Inc. 

Debit Account 190 Accumulated Deferred Income Taxes 

To be completed by responder 

Response Date: July 20, 2017 

Response by: Jamie Jago 

Email Address: jjago@allete.com 

Phone Number: 218-355-3837

$ 79,730.33 

Attachment A
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Minnesota Department of Commerce 

Division of Energy Resources 

Information Request 

Docket Number: E015/PA-17-459 

Christopher Anderson 

Minnesota Power 

General 

DNonpublic IZ!Public 

Requested From: 

Type of Inquiry: 

Requested by: 

Email Address(es): 

Phone Number(s): 

John Kundert 

john.kundert@state.mn.us 

651.539.1740 

Date of Request: 7/18/2017 

Response Due: 7/28/2017 

Debit Account 282 Accumulated Deferred Income Taxes 
Credit Account 411.1 Provision for Deferred Income Taxes 

$ 
$ 

87,625.35 
167,355.68 

To be completed by responder 

Response Date: 

Response by: 

Email Address: 

Phone Number: 

July 20, 2017 

Jamie Jago 

jjago@allete.com 

218-355-3837
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Minnesota Department of Commerce 

Division of Energy Resources 

Information Request 

Docket Number: 

Requested From: 

Type of Inquiry: 

Requested by: 

Email Address(es): 

Phone Number(s): 

Request Number: 

Topic: 

Reference(s): 

Request: 

E015/PA-17-459 

Christopher Anderson 

Minnesota Power 

General 

John Kundert 

john.kundert@state.mn.us 

651.539.1740 

7 

Financial 

Page 4 of the filing 

D Nonpublic IZl Public 

Date of Request: 7/18/2017 

Response Due: 7/28/2017 

How would MP propose to reflect those changes in the state and federal income tax calculations 

included in its general rate case proceeding? 

RESPONSE: 

The estimated tax entries for this sale are included in request number 6 of this docket. The sale was not 
reflected in the general rate case proceeding, and is not proposed to be included in this rate proceeding. 

To be completed by responder 

Response Date: 

Response by: 

Email Address: 

Phone Number: 

July 20, 2017 

Jamie Jago 

jjago@allete.com 

218-355-3837
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Minnesota Department of Commerce 

Division of Energy Resources 

Information Request 

Docket Number: 

Requested From: 

Type of Inquiry: 

Requested by: 

Email Address(es): 

Phone Number(s): 

Request Number: 

Topic: 

Reference(s): 

Request: 

E015/PA-17-459 

Christopher Anderson 

Minnesota Power 

General 

John Kundert 

john.kundert@state.mn.us 

651.539.1740 

8 

N/A 

N/A 

0 Nonpublic IZl Public 

Date of Request: 7/18/2017 

Response Due: 7/28/2017 

Has the Company performed an analysis that considers the incremental effects of the asset purchases 

and sales identified in these four dockets on its Test-year revenue requirement in its current rate case? 

A. If so, please provide a copy of that analysis.

B. If not, please explain why the Company hasn't performed that analysis.

C. If possible, please provide a copy of the analysis described above.

RESPONSE: 

A. No analysis has been performed.
B. No analysis has been performed because the transactions have not yet been approved by the

Commission. Because the record in the current rate case will close very soon, the effects of
transactions will be incorporated into the Company's next rate case.

C. No analysis has been performed.

To be completed by responder 

Response Date: 

Response by: 

Email Address: 

Phone Number: 

July 25, 2017 

Christopher D. Anderson 

canderson@allete.com 

(218) 723-3961
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Minnesota Department of Commerce 

Division of Energy Resources 

Information Request 

Docket Number: 

Requested From: 

Type of Inquiry: 

Requested by: 

Email Address(es): 

Phone Number(s): 

Request Number: 

Topic: 

Reference(s): 

Request: 

E015/M-17-459 

Christopher Anderson 

Minnesota Power 

Financial 

John Kundert 

john.kundert@state.mn.us 

651.539.1740 

9 

Financial 

Exhibit C 

DNonpublic �Public 

Date of Request: 8/30/2017 

Response Due: 9/11/2017 

Please provide a replacement Exhibit C that summarizes all the journal entries related to this proposed 

transaction. 

RESPONSE: 

Please see the attached file DOC PA-17-459 IR 9 Attach for an updated Exhibit C. 

To be completed by responder 

Response Date: 

Response by: 

Email Address: 

Phone Number: 

August 30, 2017 

Debbie Davey 

ddavey@allete.com 

218-355-3714
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Minnesota Power 

Sale of Chisholm Service Center Land and Building to the United Way of Northeastern Minnesota, Inc. 

Summary of Estimated Entries as of September 30, 2017 

EXHIBIT C 

Entry #1- To record removal of the Original Installed Cost for Assets Sold by Minnesota Power to United Way of Northeastern Minnesota, Inc. 

Debit Account 102 Electric Plant Purchased or Sold 

Credit Account 101 Electric Plant In-Service - Owned Account 3890 

Credit Account 101 Electric Plant In-Service - Owned Account 3900 

1,565,595.38 

10,870.42 

1,554,724.96 

Entry #2 - To record the removal of the Estimated Accumulated Depreciation through 9/30/17 for Assets Sold by Minnesota Power to United 

Way of Northeastern Minnesota, Inc. 

Debit Account 108 Electric Depreciation Reserve Account 3900 

Credit Account 102 Electric Plant Purchased or Sold 

861,061.46 

861,061.46 

Entry #3 - To record cash received for Assets Sold by Minnesota Power to United Way of Northeastern Minnesota, Inc. 

Debit Account 131 Cash 300,000.00 

Credit Account 102 Electric Plant Purchased or Sold 300,000.00 

Entry #4 - To record Loss on Sale of Assets by Minnesota Power to United Way of Northeastern Minnesota, Inc. - using Estimated Accumulated 

Deprecaiton through 9/30/17 

Debit Account 421.2 Loss on Disposition of Property 404,533.92 

Credit Account 102 Electric Plant Purchased or Sold 404,533.92 

Entry #S - To record the tax impacts on Sale of Assets by Minnesota Power to United Way of Northeastern Minnesota, Inc. 

Debit Account 190 Accumulated Deferred Income Taxes 

Debit Account 282 Accumulated Deferred Income Taxes 

Credit Account 411.1 Provision for Deferred Income Taxes 

79,730.33 

87,625.35 

167,355.68 

C:\Users\jkundert\AppData\Local\Microsoft\Windows\Temporary Internet Files\Content.Outlook\8LTOK0C7\DOC IR 9 Attach.xlsx 9/1/2017 
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EXHIBIT E 

Minnesota Power 

Sale of Land and Building to Airmark, Inc. 

Summary of Estimated Entries as of September 30, 2017 

Entry #1 - To record removal of the Original Installed Cost for Assets Sold by Minnesota Power to Airmark, Inc. 

Debit Account 102 Electric Plant Purchased or Sold 

Credit Account 101 Electric Plant In-Service - Owned Account 3100 

Credit Account 101 Electric Plant In-Service - Owned Account 3110 

283,183.89 

132,100.96 

151,082.93 

Entry #2 - To record the removal of the Estimated Accumulated Depreciation through 9/30/17 for Assets Sold by Minnesota Power to 

Airmark, Inc. 

Debit Account 108 Electric Depreciation Reserve Account 3110 

Credit Account 102 Electric Plant Purchased or Sold 

Entry #3 - To record cash received for Assets Sold by Minnesota Power to Airmark, Inc. 

Debit Account 131 Cash 

Credit Account 102 Electric Plant Purchased or Sold 

65,734.41 

65,734.41 

247,000.00 

247,000.00 

Entry #4 - To record Gain on Sale of Assets by Minnesota Power to Airmark, Inc. to Account 108 Electric Depreciation Reserve - using 

Estimated Accumulated Deprecaiton through 9/30/17 

Debit Account 102 Electric Plant Purchased or Sold 

Credit Account 108 Electric Depreciation Reserve Account 3110 

Entry #5 - To record the tax impacts on Sale of Assets by Minnesota Power to Airmark, Inc. 

Debit Account 190 Accumulated Deferred Income Taxes 

Credit Account 282 Accumulated Deferred Income Taxes 

29,550.52 

29,550.52 

5,057.90 

5,057.90 

C:\Users\jkundert\AppData\Local\Microsoft\Windows\Temporary Internet Files\Content.Outlook\8LTOK0C7\DOC IR 9 Attach.xlsx 9/1/2017 
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Minnesota Department of Commerce 

Division of Energy Resources 

Information Request 

Docket Number: 

Requested From: 

Type of Inquiry: 

Requested by: 

Email Address(es): 

Phone Number(s): 

Request Number: 

Topic: 

Reference(s): 

Request: 

E015/PA-17-461 

Christopher Anderson 

Minnesota Power 

General 

John Kundert 

john.kundert@state.mn.us 

651.539.1740 

2 

Financial 

Page 4 of the filing 

DNonpublic �Public 

Date of Request: 7/18/2017 

Response Due: 7/28/2017 

a. Is the $57,540 in rent expense discussed in the filing included in operations and maintenance

expenses in the Company's current general rate case proceeding? If so, please identify those

expenses or revenues location and their amounts.

b. Is the Company proposing to remove that expense if the Commission were to approve the

proposed purchase?

c. Are there any expenses and or any revenues beyond the $57,540 in rent expense associated with

this asset included in operations and maintenance expenses in the Company's current general

rate case proceeding? If so, please identify those expenses or revenues location and their

amounts.

d. Is the Company proposing to remove the forecasted expenses and revenues associated with this

asset in the Company's current general rate case proceeding? If so, please identify those

prospective revenues and expenses location(s) and the amount(s).

e. Is the Company proposing to include any expenses and/or revenues to its test-year revenue

requirement if the Commission were to approve the proposed purchase prior to making a final

decision in that proceeding? If so, please identify those prospective revenues and expenses

location(s) and the amount(s).

To be completed by responder 

Response Date: 7-25-17

Response by: Debbie Davey 

Email Address: ddavey@allete.com 

Phone Number: 218-355-3714
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Minnesota Department of Commerce 

Division of Energy Resources 

Information Request 

Docket Number: 

Requested From: 

Type of Inquiry: 

Requested by: 

Email Address(es): 

Phone Number(s): 

RESPONSE: 

a. No

b. No

c. No

d. No

E015/PA-17-461 

Christopher Anderson 

Minnesota Power 

General 

John Kundert 

john.kundert@state.mn.us 

651.539.1740 

D Nonpublic IZl Public 

Date of Request: 7/18/2017 

Response Due: 7/28/2017 

e. No, other than depreciation expense addressed in IR 3.

To be completed by responder 

Response Date: 

Response by: 

Email Address: 

Phone Number: 

7-25-17

Debbie Davey

ddavey@allete.com

218-355-3714

Attachment A
Docket No. E015/PA-17-461 
Page 3 of 9



Minnesota Department of Commerce 

Division of Energy Resources 

Information Request 

Docket Number: 

Requested From: 

Type of Inquiry: 

Requested by: 

Email Address(es): 

Phone Number(s): 

Request Number: 

Topic: 

Reference(s): 

Request: 

E015/PA-17-461 

Christopher Anderson 

Minnesota Power 

General 

John Kundert 

john.kundert@state.mn.us 

651.539.1740 

3 

Financial 

Page 4 of the filing 

ONonpublic �Public 

Date of Request: 7/18/2017 

Response Due: 7/28/2017 

a. Is any depreciation expense associated with this asset included as a cost in in the Company's

current general rate case proceeding? If so, please identify this expense's location and the

amount.

b. If the response to (a) is negative, is the Company proposing to include the forecasted

depreciation expense with this asset in the Company's current general rate case proceeding? If

so, please identify the depreciation expense location and the amount.

RESPONSE: 

a. Yes, the depreciation expense associated with this asset is included as a cost in the Company's
current general rate case proceeding. It is in the total company 2017 depreciation expense of
General Plant and the estimated amount is $12,672.

b. NIA

To be completed by responder 

Response Date: 7-25-17

Response by: Debbie Davey 

Email Address: ddavey@allete.com 

Phone Number: 218-355-3714

Attachment A
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Minnesota Department of Commerce 

Division of Energy Resources 

Information Request 

Docket Number: 

Requested From: 

Type of Inquiry: 

Requested by: 

Email Address(es): 

Phone Number(s): 

Request Number: 

Topic: 

Reference(s): 

Request: 

E015/PA-17-461 

Christopher Anderson 

Minnesota Power 

General 

John Kundert 

john.kundert@state.mn.us 

651.539.1740 

4 

Financial 

Page 4 of the filing 

DNonpublic �Public 

Date of Request: 7/18/2017 

Response Due: 7/28/2017 

a. Is any property tax expense associated with this asset included as a cost in in the Company's

current general rate case proceeding? If so, please identify this expenses location and the

amount.

b. If the response to (a) is negative, is the Company proposing to include the forecasted property

tax expense with this asset in the Company's current general rate case proceeding? If so, please

identify the location and the amount of the expense.

RESPONSE: 

a. Yes, currently Minnesota Power leases the office building, garage and lot. Under the lease,
Minnesota Power pays the annual property taxes of approximately $4,000, which is included in
our distribution property tax expense.

b. Not applicable, as already paying the property taxes.

To be completed by responder 

Response Date: July 25, 2017 

Response by: Jamie Jago 

Email Address: jjago@allete.com 

Phone Number: 218-355-3837
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Minnesota Department of Commerce 

Division of Energy Resources 

Information Request 

Docket Number: 

Requested From: 

Type of Inquiry: 

Requested by: 

Email Address{es): 

Phone Number{s): 

Request Number: 

Topic: 

Reference{s): 

Request: 

E015/PA-17-461 

Christopher Anderson 

Minnesota Power 

General 

John Kundert 

john.kundert@state.mn.us 

651.539.1740 

5 

Financial 

Page 4 of the filing 

D Nonpublic � Public 

Date of Request: 7/18/2017 

Response Due: 7/28/2017 

a. What would be the effect of the purchase on MP's state and federal income taxes if the purchase

were approved? Please identify the location and amounts involved.

RESPONSE: 

At the end of the first year of ownership, there would be a small tax impact resulting from differences in 
book and tax depreciation. However, the purchase itself would have no immediate tax impact. 

To be completed by responder 

Response Date: 

Response by: 

Email Address: 

Phone Number: 

July 25, 2017 

Tony Niksich 

aniksich@allete.com 

218-355-3146
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Minnesota Department of Commerce 

Division of Energy Resources 

Information Request 

Docket Number: 

Requested From: 

Type of Inquiry: 

Requested by: 

Email Address{es): 

Phone Number{s): 

Request Number: 

Topic: 

Reference{s): 

Request: 

E015/PA-17-461 

Christopher Anderson 

Minnesota Power 

General 

John Kundert 

john.kundert@state.mn.us 

651.539.1740 

6 

N/A 

N/A 

DNonpublic �Public 

Date of Request: 7/18/2017 

Response Due: 7/28/2017 

Has the Company performed an analysis that considers the incremental effects of the asset purchases 

and sales identified in these four dockets on its Test-year revenue requirement in its current rate case? 

a. If so, please provide a copy of that analysis.

b. If not, please explain why the Company hasn't performed that analysis.

c. If possible, please provide a copy of the analysis described above.

RESPONSE: 

A. No analysis has been performed:
B. No analysis has been performed because the transactions· have not yet been approved by the

Commission. Because the record in the current rate case will close very soon, the effects of
transactions will be incorporated into the Company's next rate case.

C. No analysis has been performed.

To be completed by responder 

Response Date: 

Resp
_
onse by: 

Email Address: 

Phone Number: 

July 25, 2017 

Christopher D. Anderson 

canderson@allete.com 

(218} 723-3961 

Attachment A
Docket No. E015/PA-17-461 
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Minnesota Department of Commerce 

Division of Energy Resources 

Information Request 

Docket Number: 

Requested From: 

Type of Inquiry: 

Requested by: 

Email Address(es): 

Phone Number(s): 

Request Number: 

Topic: 

Reference(s): 

Request: 

E015/M-17-461 

Christopher Anderson 

Minnesota Power 

Financial 

John l<undert 

john.kundert@state.mn.us 

651.539.1740 

7 

Financial 

Exhibit E 

DNonpublic IS!Public 

Date of Request: 8/31/2017 

Response Due: 9/11/2017 

The original Exhibit E included with the filing listed 2 journal entries - Entry #1 and Entry #3. 

Please identify the components of Entry #2. 

Please also provide a replacement Exhibit E that summarizes all the journal entries related to this 

proposed transaction. 

RESPONSE: 

On the original Exhibit E Entry #3 should have been labeled Entry #2. 

Please see the attached file DOC PA-17-461 IR 7 Attach for an updated Exhibit E. 

To be completed by responder 

Response Date: 

Response by: 

Email Address: 

Phone Number: 

September 1, 2017 

Debbie Davey 

ddavey@allete.com 

218-355-3714

Attachment A
Docket No. E015/PA-17-461 
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EXHIBIT E 

Minnesota Power 

Purchase of Long Prairie Service Center from the State of Minnesota, Department of Military Affairs 

Summary of Entries -assuming a purchase price of $270,000 

Entry #1-To record the Assets Purchased by Minnesota Power from State of Minnesota, Department of Military Affairs 

Debit Account 101 Electric Plant In-Service - Owned Account 3890 

Debit Account 101 Electric Plant In-Service - Owned Account 3900 

Credit Account 102 Electric Plant Purchased or Sold 

23,510.00 

246,490.00 

270,000.00 

Entry #2 -To record payment for Assets Purchased by Minnesota Power from State of Minnestota, Department of Military Affai 

Debit Account 102 Electric Plant Purchased or Sold 

Credit Account 131 Cash 

270,000.00 

270,000.00 

C:\Users\jkundert\AppData\Local\Microsoft\ Windows\ Temporary Internet Files\Content.Outlook\8LTOK0C7\DOC IR 7 Attach.xlsx 9/1/2017 
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Attachment B
Docket Nos. E015/PA-17-457, E015/PA-17-459, E015/PA-17-460 and E015/PA-17-461

Page 1 of 1

Incremental Cost Analysis for Dockets 457, 459, 460 and 461

Asset Sales - 
Docket No.

Line No. Description 17-457 Notes 17-459 Notes 17-460 Notes Total
1. Other Revenues ($25,200) [1] ($636) [8] $0 [13] ($25,836)
2. Maintenance Expenses $27,000 [2] $15,000 [9] $0 [14] $42,000
3. Depreciation $22,980 [3] $33,828 [10] $7,236 [15] $64,044
4. Property Taxes $18,000 [4] $16,700 [11] $4,300 [16] $39,000
5. Net Plant $473,847 [5] $712,809 [12] $219,168 [17] $1,405,824
6. Rate of Return 8.18% [6] 8.18% 8.18% 8.18%

7.
Return on Rate Base (Line 5 x 
Line 6) $38,761 $58,308 $17,928 $114,996

8.
Incremental Impact (Lines 1-4 
plus Line 7) $81,541 $123,200 $29,464 $234,204

9.
Gross Revenue Conversion 
Factor 1.705611 [7] 1.705611 1.705611 1.705611

10.

Incremental Impact After 
Accounting for Income Taxes 
(Line 8 x Line 9) $139,077 $210,131 $50,254 $399,462

11.
Annual Incremental Effect of 
the Proposed Transactions $399,462

Notes
[1] DOC IR #5 response is the source of the annual estimate for other revenue.
[2] DOC IR #5 response is the source of the annual estimate for operating and maintenance expenses.
[3] DOC IR #6 response is the source of the estimate for 2017 depreciation expense.
[4] DOC IR #7 response is the source of the estimate for 2017 property tax expense.
[5] DOC IR #4 response is the source of the estimate for 2017 average net plant balance.
[6] Commission approved Rate of Return in Docket No. E015/GR-09-1151.
[7] Commission approved Gross Revenue Conversion Factor in Docket No. E015/GR-09-1151.
[8] DOC IR #3 response is the source of the annual estimate for other revenue.
[9] DOC IR #3 response is the source of the annual estimate for operating and maintenance expenses.

[10] DOC IR #4 response is the source of the estimate for 2017 depreciation expense.
[11] DOC IR #5 response is the source of the estimate for 2017 property tax expense.
[12] DOC IR #2 response is the source of the average net plant balance.
[13] DOC IR #2 response is the source of the annual estimate for other revenue.
[14] DOC IR #2 response is the source of the annual estimate for operating and maintenance expenses.
[15] DOC IR #3 response is the source of the estimate for 2017 depreciation expense.
[16] DOC IR #4 response is the source of the estimate for 2017 property tax expense.
[17] DOC IR #1 response is the source of the estimate for 2017 average net plant balance.

Present Value Analysis of Cash-Flows Resulting from Over-Recovery of Real-Estate Related Costs

Line No. Description 17-457 Notes 17-459 Notes 17-460 Notes Total

1.
Proceeds from Sales 
(Purchases) $375,000 $300,000 $247,000 $922,000

2. Annual Over-Recovery in Base Rates $399,462
3. Monthly Over-Recovery in Base Rates (Line 2 / 12 months) $33,288
4. Current Approved Annual Rate of Return 8.18%
5. Monthly Currently Approved Rate of Return (Line 4 / 12 months) 0.68%
6. Number of Months Between Rate Cases 72
7. Present Value of Monthly Over-Recovery Discounted by Monthly Rate of Return for 72 Months $1,889,108
8. Sum of 2017 Proceeds from Sales and Purchases and the present value of the over-recovery in base rates (Line    $2,811,108



Attachment C
Docket Nos. E015/PA-17-457, E015/PA-17-459, E015/PA-17-460 and E015/PA-17-461

Page 1 of 1

Incremental Cost Analysis for Docket No. 17-461

MP Department
Line No. Description Current Notes Proposed Notes Proposed Notes

1. Other Revenues $0 [1] $0 [1] $0 [1]
2. Rent Expense $57,540 [2] $0 [2] $0 [2]
3. Maintenance Expenses $5,000 [3] $5,000 [3] $5,000 [3]
4. Depreciation $0 [4] $6,894 [8] $3,492 [11]
5. Property Taxes $4,000 [5] $4,000 [5] $4,000 [5]
6. Net Plant $0 [6] $394,071 [9] $196,508 [12]
7. Rate of Return 8.18% [7] 8.18% [7] 8.18% [7]

8.
Return on Rate Base (Line 5 x 
Line 6) $0 $32,235 $16,074

9.
Incremental Impact (Lines 1-4 
plus Line 7) Not applicable $48,129 $28,566

10.
Gross Revenue Conversion 
Factor Not applicable 1.705611 [10] 1.705611

11.
Current Expenses (Lines 2 + 3 
+ 5) $66,540

12.

Incremental Impact After 
Accounting for Income Taxes 
(Line 8 x Line 9) $82,089 $48,723

13.
Annual Incremental Effect of 
the Proposed Transactions $33,366

Notes
[1] DOC IR #2 response is the source of the annual estimate for other revenue.
[2] DOC IR #2 response is the source of the annual estimate for operating and maintenance expenses.
[3] DOC assumed $5,000 in annual utilities expenses for all scenarios.
[4] No depreciation expense assumed.
[5] MP response to DOC IR #4.  Department included the expense in all the scenarios for simplicity.
[6] No net plant under current rental scenario.
[7] Commission approved Rate of Return in Docket No. E015/GR-09-1151.
[8] DOC IR #2 response is the source of the 2017 depreciation expense.
[9] DOC IR #2 response is the source of the average net plant balance.

[10] Commission approved Gross Revenue Conversion Factor in Docket No. E015/GR-09-1151.
[11] This amount is equal to one half of the annual depreciation expense identified in MP's response to DOC IR #2.

[12]

Present Value Analysis of Cash-Flows Resulting from Over-Recovery of Real-Estate Related Costs

Line No.
1. Description Current Notes Proposed Notes Proposed Notes 0 0 0

2.
Proceeds from Sales 
(Purchases) $0 ($270,000) $0 $0 ($270,000)

3. Annual Over-Recovery in Base Rates $33,366
4. Monthly Over-Recovery in Base Rates (Line 2 / 12 months) $2,781
5. Current Approved Annual Rate of Return 8.18%
6. Monthly Currently Approved Rate of Return (Line 4 / 12 months) 0.68%
7. Number of Months Between Rate Cases 72
8. Present Value of Monthly Over-Recovery Discounted by Monthly Rate of Return for 72 Months $157,794

Sum of 2017 Purchase and the present value of the over-recovery in base rates (Line 1 + Line 7) ($112,206)

This amount is equal to one half the annual depreciation expense identified in MP's response to DOC IR #2 
subtracted from one half of the Company's proposed initial plant balance of $400,000.
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