m COMMERCE
DEPARTMENT
September 29, 2017

Daniel P. Wolf

Executive Secretary

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

St. Paul, Minnesota 55101-2147

RE: Response Comments of the Division of Energy Resources of the Minnesota Department
of Commerce (Department) to Minnesota Power’s (MP) Reply Comments in
Docket No. E015/PA-17-400

Dear Mr. Wolf:

The Department requests that the Minnesota Public Utilities Commission (Commission) accept these
Response Comments, which are intended to help complete the record in this matter. The Department
recommends approval of the Transmission Assets and Substation Access Agreement (Agreement)
between United Taconite and Minnesota Power; however, additional information is needed in order to
clarify the impact of the Agreement on MP’s current rate case (Docket No. E015/GR-16-664). Below,
the Department responds to the three items raised by the Department in their September 18, 2017
initial comments (/nitial Comments) and discussed by MP in their September 25, 2017 reply comments
(Reply Comments).

First, the Department in its Initial Comments recommended that the Commission not grant MP a
variance to Minnesota Rule 7825.1800 for the purposes of this petition, since the information under
this requirement relates to petitions where property is being acquired, merged or transferred. MP in
its Reply Comments offered to withdraw its request for a variance to Minnesota Rule 7825.1800
subject to the understanding that subpart A is not applicable and that there is not a completeness
issue. The Department agrees with MP’s clarification.

Second, the Department in its Initial Comments requested that MP provide additional support for the
net book value of $422,921 and, specifically support for the accumulated depreciation of only $24,981.
MP in its Reply Comments provided a narrative discussion and an Attachment A, which shows that the
transmission assets being purchased are mostly newer assets with 2013 to 2016 in-service dates (with
some old assets listed at S0 value). The Department concludes that the relatively low accumulated
depreciation amount is consistent with the relatively recent in-service dates of the assets (and the old
assets that are valued at $0) that are subject to the Agreement. Therefore, the Department considers
the net book value of $422,921 and accumulated depreciation of $24,981 to be reasonable. MP also
agreed to the Department’s recommendation to submit final journal entries within 60 days after the
completion of the sale.
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Third, the Department in its Initial Comments requested that MP address in its Reply Comments the
revenue requirement impact of the purchase of the United Taconite Transmission Assets on the
current MP rate case and to support its reasonableness. MP in its Reply Comments provided that it
confirmed that the purchase amount is not included in plant/rate base in the rate case’s 2017 Test
Year. MP noted that an estimated price of the transaction was included in 2016 year-end Construction
Work in Progress (CWIP) amount, but since MP does not receive a return on CWIP in the rate case, the
2017 Test Year would not include any related revenue requirements. The Department does not agree
with MP that its rate of return is not applied to CWIP in the rate case. As shown on MP’s Rate Base
Summary in Docket No. E015/GR-16-664, in Volume IV, Informational Requirements, on Direct
Schedule A-5, line 26, Construction Work In Progress, MP does include CWIP in its average rate base
calculation and therefore does propose to earn a return on CWIP. The Department also notes that
since the transmission assets being purchased appear to be in-service during 2013 to 2016, it is not
logical that these transmission assets would still be recorded in CWIP. As a result, the Department
continues to request that MP provide the actual revenue requirement impact on the rate case of the
purchase of the United Taconite Transmission Assets and explain why it is reasonable.

The Department is available to answer any questions that the Commission may have.
Sincerely,

/s/ NANCY A. CAMPBELL

Analyst Coordinator
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