m COMMERCE
DEPARTMENT
September 12, 2017

Daniel P. Wolf

Executive Secretary

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

St. Paul, Minnesota 55101

RE: Comments of the Minnesota Department of Commerce, Division of Energy Resources
Docket No. EQ17/AI-17-304

Dear Mr. Wolf:

Attached are the comments of the Minnesota Department of Commerce, Division of Energy Resources
(Department) regarding:

The Petition of Minnesota Power for Approval of Affiliated Interests between ALLETE, Inc. and
ALLETE Clean Energy.

The petition was filed on April 19, 2017 by:

Herbert G. Minke

Vice President — Regulatory Affairs
Minnesota Power

30 West Superior Street

Duluth, MN 55802

The Department recommends that Minnesota Power provide additional information in reply
comments. The Department is available to respond to any questions the Minnesota Public Utilities
Commission may have on this matter.

Sincerely,

/s/ DOROTHY MORRISSEY
Financial Analyst

DM/t
Attachments

85 7th Place East - Suite 280 - Saint Paul, MN 55101 | P: 651-539-1500 | F: 651-539-1547
mn.gov/commerce
An equal opportunity employer



m COMMERCE
DEPARTMENT

Before the Minnesota Public Utilities Commission

Comments of the Minnesota Department of Commerce
Division of Energy Resources

Docket No. E015/Al-17-304
l. INTRODUCTION

On April 19, 2017, Minnesota Power (MP or the Company), a division of ALLETE, Inc. (ALLETE),
filed an affiliated interest petition with the Minnesota Public Utilities Commission (Commission)
requesting approval of the transfer of the Large Generator Interconnection Agreement (LGIA)
GS-666, referred to as the Bison 6 LGIA, to its affiliate ALLETE Clean Energy, Inc. (ACE), for the
sale price of $121,179. ACE, a wholly owned, indirect subsidiary of ALLETE, owns or develops
renewable projects throughout North America.!

The Assignment and Assumption of Bison 6 LGIA (Agreement) was executed on April 17, 2017
among Minnesota Power — Transmission, Minnesota Power — Merchant, and ACE.? Minnesota
Power, including its Merchant and Transmission divisions, is regulated by the Commission,
whereas ACE is a non-regulated subsidiary of ALLETE.

MP has received Commission approval of prior affiliated interest agreements between the
Company and ACE, including an office lease and the transfer of meteorological towers, in
Docket No. E015/AI-11-868 (Docket 11-868).3 The initial filing in Docket 11-868 included a
request to transfer certain Bison LGIAs to ACE on which the Commission took no action.* The
Minnesota Department of Commerce, Division of Energy Resources (Department or DOC)
opposed these requested LGIA sales largely because the agreements included transferring 150
MW in capacity rights on MP’s Direct Current Line to ACE, which was not shown to be in the
public interest.®

1 ACE is not regulated and has market-based rate authority granted by the Federal Energy Regulatory Commission
(FERC). FERC Docket No. ER14-413-000; letter order issued on January 13, 2014.

2 |nitial Filing, Exhibit 1.

3 Commission Order issued July 23, 2012 in Docket E015/AI-11-868.

4 Ibid, p. 4.

5 Department of Commerce comments filed December 11, 2011 in Docket E015/Al-11-868.
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1. BACKGROUND AND PETITION SUMMARY

By way of background, ALLETE’s Bison Wind Project initiative consists of six proposed
generation facilities located in North Dakota, for which six separate large generator
interconnection agreements were established; however of those six wind power production
facilities, MP developed only five sites (totaling 496.6 MW). The remaining Bison 6 wind
generation project site (a/k/a Clean Energy #1) is undeveloped and the existing Bison 6 LGIA
intended for the future Bison 6 wind generation site is available.

MP stated that the Bison 6 LGIA remains unutilized with an available transmission capacity of
approximately 100 MW on the AC system.® MP explained that the Bison 6 LGIA is currently in
suspension, and unless it is brought out of suspension with a request to the Transmission
Provider (Minnesota Power) to recommence work on a wind project on or before February 4,
2018, MISO will terminate the LGIA.” MP stated that it is unable to utilize the Bison 6 LGIA on
or before the end of this suspension period.

In this instant docket, MP explained that the Bison 6 LGIA will be acquired and utilized by
ALLETE Clean Energy in the development and interconnection of ACE’s Clean Energy #1 Wind
Project for which Xcel Energy has contracted a 20-year Power Purchase Agreement (PPA).2 The
sale price of $121,179 represents reimbursement to MP for its transmission study costs and
transmission allocation from other MISO transmission owners, and other miscellaneous costs
associated with the transfer of the Bison 6 LGIA. MP noted that neither ACE nor the Bison 6
LGIA will have transmission rights on MP’s fully subscribed 550 MW Direct Current (DC) Line.?

In addition, per the terms'® of the Bison 6 LGIA, ACE, as the now-owner or user of the LGIA,
would compensate MP, the seller of the LGIA, for capital expenses incurred, based upon the
Bison 6 LGIA's shared use of MP’s 230-kV AC transmission system. MP proposed this would
result in a one-time payment of approximately $7.7 million. Furthermore, ACE would pay
annual operation and maintenance (O&M) payments of approximately $98,892 associated with
the transmission facilities, also based upon current allocations.

For MP’s own resource needs, per Commission Order to procure 100 - 300 MW of wind
capacity,'! the Company issued a request for proposals (RFP) on July 27, 2016; this RFP made

5 MP stated that neither ALLETE Clean Energy nor the Bison 6 LGIA will have transmission rights to use Minnesota
Power’s fully subscribed 550 MW Direct Current (DC) Line. See Initial Filing, p. 4.

7 Initial Filing, p. 4.

& Docket No. E002/M-16-777

9 Initial Filing, pp. 4-5. MP’s DC Line is fully subscribed for the transmission of the Bison 1 — 4 Projects (496.6 MW)
and Oliver County | and 1l (98.6 MW) PPA energy resources to MP’s service territory.

10 Section 9.9.2 of the Bison 6 LGIA, and in accordance with its Appendix A-2.

11 Commission Order issued July 18, 2016 in Docket No. E015/RP-15-690.
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the Bison 6 LGIA available to bidders. Although affiliate ACE responded and submitted a
proposal to MP that included utilization of the Bison LGIA 6, ACE later withdrew from
consideration having submitted a parallel proposal in response to Xcel Energy’s 2016 wind RFP
that was accepted by Xcel.}> MP stated that it did not submit a self-bid proposal into its RFP
because a new Company-owned project would not have been cost competitive for the 2019-
2020 time period.*3

MP stated that the benefits from these proposed transactions would be passed through to
ratepayers through MP’s Renewable Resources Rider. This rider was the mechanism used for
recovery of the Bison wind projects and related transmission costs prior to the recent rate case
(E015/GR-16-664) wherein these facilities were rolled into base rates.

Il. DEPARTMENT ANALYSIS
A. STATUTORY REQUIREMENTS FOR AFFILIATED-INTEREST AGREEMENTS
1. Minn. Stat. §216B.48

Although the Company’s petition omits reference to this statute, the requirements necessary to
be met for affiliated-interest agreements are dictated in Minnesota Statute section 216B.48,
Subdivision 3 as follows:

No contract or arrangement, including any general or continuing
arrangement, providing for the furnishing of management,
supervisory, construction, engineering, accounting, legal, financial,
or similar services, and no contract or arrangement for the
purchase, sale, lease, or exchange of any property, right, or thing,
or for the furnishing of any service, property, right, or thing, other
than those above enumerated, made or entered into after January
1, 1975 between a public utility and any affiliated interested as
defined in subdivision 1, clauses (1) to (8), or any arrangement
between a public utility and an affiliated interest as defined in
subdivision 1, clause (9), made or entered into after August 1, 1993,

12 Xcel Energy’s 2016 Wind RFP was released September 22, 2016 with a bid response deadline of October 25,
2016. On March 15, 2017, Xcel Energy supplemented its wind generation acquisition filing (Docket No. E002/M-
16-777) which included ACE Clean Energy #1 wind resource in its proposed portfolio.

13 The RFP required commercial operation dates between January 1, 2018 and December 31, 2010. See Section 2.3
of Appendix P to Docket No. RP-15-690 filed July 28, 2017.
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is valid or effective unless and until the contract or arrangement has
received the written approval of the commission. [Emphasis added]

Minnesota Statute section 216B.48, subd. 3 additionally provides two tests to be applied by the
Commission in cases of affiliated-interest contracts; the burden of proof for satisfying these
tests rests with the Company:

The commission shall approve the contract or arrangement made
or entered into after that date only if it clearly appears and is
established upon investigation that it is reasonable and consistent
with the public interest. No contract or arrangement may receive
the Commission’s approval unless satisfactory proof is submitted
to the commission of the cost to the affiliated interest of rendering
the services or of furnishing the property or service to each public
utility. Proof is satisfactory only if it includes the original or verified
copies of the relevant cost records and other relevant accounts of
the affiliated interest, or an abstract or summary as the
commission may deem adequate, properly identified and duly
authenticated, provided, however, that the commission may,
where reasonable, approve or disapprove the contracts or
arrangements without the submission of cost records or accounts.
The burden of proof to establish the reasonableness of the contract
or arrangement is on the public utility. [Emphasis added]

The burden of proof is on the Company to show that the transfer of the Bison 6 LGIA is both
reasonable and consistent with the public interest; if the Commission determines that MP has
met its burden of proof, the Commission shall approve the request.

Finally, Minnesota Statute section 216B.48, subd. 6 is clear that the Commission has continuing
authority over the affiliated-interest agreement if actual experience under the agreement
results in what appears to be unreasonable payments:

Subd. 6. Commission retains continuing authority over contract.

The commission shall have continuing supervisory control over the
terms and conditions of the contracts and arrangements as are
herein described so far as necessary to protect and promote the
public interest. The commission shall have the same jurisdiction
over the modifications or amendment of contracts or
arrangements as are herein described as it has over such original
contracts or arrangements. The fact that the commission shall
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have approved entry into such contracts or arrangements as
described herein shall not preclude disallowance or disapproval of
payments made pursuant thereto, if upon actual experience under
such contract or arrangement it appears that the payments
provided for or made were or are unreasonable. [emphasis added]

As discussed below, the Department has requested additional information from MP to further
evaluate the reasonableness of this Agreement.

2. Minn. Stat. §216B.50
Minn. Stat. §216B.50, Subd. 1 reads:

216B.50 RESTRICTIONS ON PROPERTY TRANSFER AND MERGER.
Subdivision 1.Commission approval required.
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 or transmission company 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, the
commission shall investigate, with or without public hearing. The
commission shall hold a public hearing, upon such notice as the
commission may require. If the commission finds 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.

This section does not apply to the purchase of property to
replace or add to the plant of the public utility by construction.

For reasons discussed below in Section 1lI.C.5, the Department concludes that this statute
applies to the Company’s petition request.
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B. FILING REQUIREMENTS OF CONTRACTS OR ARRANGEMENTS WITH AFFILIATE
1. Docket No. E, G-999/CI-98-651

In Docket No. E, G-999/CI-98-651 (98-651) the Commission provided minimum filing
requirements that must be satisfied within 30 days of executing a contract or arrangement with
an affiliate.'* This docket also requires that within 30 days of executing a contract or
arrangement with an affiliate, the utility must make a filing that includes the following
information:

1. A heading that identifies the type of transaction.
2. The identity of the affiliated parties in the first sentence.
3. A general description of the nature and terms of the agreement,

including the effective date of the contract or arrangement and the
length of the contract or arrangement.

4, A list and the past history of all current contracts or agreements between
the utility and the affiliate, the consideration received by the affiliate for
such contracts or agreements, and a summary of the relevant cost
records related to these ongoing transactions.

5. A descriptive summary of the pertinent facts and reasons why such
contract or agreement is in the public interest.
6. The amount of compensation and, if applicable, a brief description of the

cost allocation methodology or market information used to determine
cost or price.

7. If the service or good acquired from an affiliate is competitively available,
an explanation must be included stating whether competitive bidding
was used and, if it was used, a copy of the proposal or a summary must
be included. If it is not competitively bid, an explanation must be
included stating why bidding was not used.

8. If the arrangement is in writing, a copy of that document must be
attached.
9. Whether, as a result of the affiliate transaction, the affiliate would have

access to customer information, such as customer name, address, usage
or demographic information.
10. The filing must be verified.

14 Docket No. E, G-999/CI-98-651 In the Matter of a Commission Investigation into Procedures for Reviewing Public
Utility Affiliated Interest Contracts and Arrangements, ORDER INITIATING REPEAL OF RULE, GRANTING GENERIC
VARIANCE, AND CLARIFYING INTERNAL OPERATING PROCEDURES (September 14, 1998).
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The Department reviewed the instant petition and concludes that MP complied with the filing
requirements outlined in Docket 98-351 as reflected in Section V of MP’s initial filing.

2. Minn. Rule 7825.2200

Although not referred to within the Company’s filing, Minnesota Rule 7825.2200, subp. B
establishes filing requirements for petitions requesting approval of affiliate contracts or
agreements. The Department reviewed the initial filing and concludes that MP’s petition has
met the filing requirements under Minnesota Rule 7825.2200, subp. B.

3. Minn. Rule 7825.1800
Minn. Rule 7825.1800, Subparts B through D reads:

7825.1800 FILING REQUIREMENTS FOR PETITIONS TO ACQUIRE
PROPERTY.

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.

For the reasons discussed below in Section III.C.5, the Department concludes that this rule
applies to the Company’s petition request.
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C ANALYSIS OF PROPOSAL
1. Bison 6 LGIA Sale

MP stated that the $121,179 sale price for the Bison 6 LGIA represents compensation to the
Company for its transmission study costs and transmission allocation from other MISO
transmission owners, and other miscellaneous costs associated with the transfer of the Bison 6
LGIA.

To evaluate this proposed transaction price, in Information Request No. 1 (DOC IR No. 1), the
Department asked the Company to provide support for the Bison 6 LGIA sale price of
$121,172.% The Company’s response indicated the price was cost-based, stating that there is
no market mechanism to compare. The Company also provided information to support the
“studies cost” portion of the total price, however the information supplied was limited to this
one component of the sales price, therefore was not sufficient for the Department to
determine the reasonableness of the price.

The Department issued a follow-up DOC IR No. 26.B and asked the Company to provide a
breakdown of the entire sale price; however, again the Company’s response provided only the
“studies cost” portion which accounts for approximately $22,000 for the decided price.'® The
Department contacted the Company to question the breakdown of the $100,000 balance of the
total price and was informed that the amount was negotiated; in contrast, the filing states that
the sales price includes costs for transmission allocation from other MISO transmission owners
and other miscellaneous costs associated with the transfer (i.e., regulatory processing). The
Department has not obtained sufficient support to determine whether the sales price of
$121,179 is reasonable. The Department requests that, in reply comments, MP provide
transparent, quantified support for the total sales price of $121,179.

Also, in evaluating the Bison 6 LGIA sale, it was unclear to the Department whether ALLETE
Clean Energy, or its non-jurisdictional affiliate,'” would bear any future capital cost
responsibilities, given that Section 2.2 of the LGIA being sold states that the agreement remains
in effect for “for a period of twenty-five (25) years from the Effective Date and shall be
automatically renewed for each successive one-year period thereafter.” Capital-related
payments are discussed next.

15 See DOC Attachment 1 for DOC IR No. 1.

16 See DOC Attachment 2 for DOC IR No. 26.

17 per ALLETE, Inc. filing with the FERC (EC17-109-000), ACE intends to transfer the Bison 6 LGIA to its newly formed
subsidiary, Glen Ullin Energy Center, LLC.
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2.  One-time Capital payment

The majority of the proposed $7.7 million one-time payment to be paid by ALLETE Clean Energy
for use of the 230-kV AC transmission represents an allocation of the transmission system’s
capital plant net book value as of December 2019. The Department raises some issues.

First, the Department observed a date-related inconsistency in the Company’s development of
the proposed payment amount; the executed date for the Assignment and Assumption of the
Bison 6 LGIA was April 17, 2017, but the proposed one-time payment price for Bison 6 share of
capital costs is based on the existing facilities’ net book value as of a later date, December
2019.18 This suggests that the ongoing depreciation expense and other capital-related costs
incurred during the 2017 — 2019 timeframe are not being assigned to ALLETE Clean Energy
upon the effective date of the Bison 6 LGIA transfer; rather those capital-related costs continue
to be assigned to MP’s ratepayers. The Company’s approach does not appear consistent with
the Assignment and Assumption Agreement which states, in part:

Minnesota Power — Merchant hereby assigns to ALLETE Clean
Energy all of its Interconnection Customer rights, title, interest,
obligations, and liabilities under the Bison 6 LGIA for the ALLETE
Clean Energy wind project (“Assignment”). As of the date of
execution of this Agreement, Minnesota Power — Merchant shall
have no further Interconnection Customer rights, title, interest,
obligations, or liabilities or any kind whatsoever under the Bison 6
LGIA. [¥]

The Department requests that, in reply comments, the Company explain why it would be
reasonable for MP’s regulated operations to continue to bear the Bison 6 LGIA interconnection
customer’s share of the 230-kV AC transmission system’s capital costs after the April 17, 2017
execution date of the Agreement. Similarly, MP used the future date of December 2019 when
determining other capital-related costs (i.e., Center-Mandan line) reflected in the proposed
one-time $7.7 million capital-related payment. Therefore, MP’s reply comment discussion
should also address this same issue as it applies to the date used when determining the amount
of Center-Mandan?? upgrade costs to charge to ACE.

In addition, the Department issued follow-up information requests to further evaluate the
proposed one-time payment. MP’s attachments provided in responses to DOC IR Nos. 2 and 12
show that for certain substation facilities only the transmission-related portion of their total

18 Initial filing, Exhibit 1 and Response to DOC Information Request No. 12.
¥ Initial filing, Exhibit 1, pp. 1-2.
20 Also known as ‘Center-Heskett.’
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costs were considered in determining the one-time payment.?! In DOC IR No. 27, part F, the
Department requested MP to provide support for the transmission-related percentages applied
to these particular facilities.?? The Department notes that ACE’s Clean Energy #1 generation
facility will interconnect at the Tri-County substation, thus will use the generation function of
the substation as well as the transmission function of the substation. Therefore, the
Department requests that the Company explain why only the transmission cost component
(40.26%) of the Tri-County substation cost is used to determine the one-time capital payment
amount.

Given these issues, the Department has not yet determined whether the proposed $7.7 million
is reasonable.

3. Future Capital Costs of Transmission Facilities

Since the petition describes the proposed $7.7 million payment as a one-time capital-related
payment, the Department requested MP, in DOC IR No. 29, part B, to discuss the Bison 6 LGIA
owner’s future cost-sharing responsibilities for capital-related transmission facilities costs.?® In
its response, the Company stated:

Appendix A-2 of the Bison 6 LGIA states:
“In addition, cost responsibility for ongoing costs,
including operation and maintenance costs,
associated with the Transmission  Provider
Interconnection Facilities, will be allocated between
Interconnection Customer and Third-Party User(s) on
a pro-rata basis.”
All future capital cost expenditures for capitalized refurbishment or
replacement undertaking of the infrastructure associated with these
same transmission facilities will be allocated on a pro-rata basis
during the term of the agreement and for any one year renewal
periods thereafter.

The Company’s response provided its interpretation confirming that ACE will share in future
capital expenditures, however, this is a multi-party contract among MP (transmission owner),
ACE (interconnection customer) and MISO. Therefore, to ensure ACE agrees with the
Company’s interpretation, the Department recommends that supplemental information be
filed in the record by ALLETE Clean Energy to confirm that, it is in full agreement that the

21 See DOC Attachment 3 for DOC IR Nos. 2 and 12.
22 See DOC Attachment 4 for DOC IR No. 27 and 27 supplement.
23 See DOC Attachment 5 for DOC IR No. 29.
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contract clause “responsibility for ongoing costs” includes future capital-related
costs/expenditures for these same transmission facilities. Given the long-term nature of the
LGIA and the sharing of infrastructure among regulated and non-regulated operations, making
the interconnection customers’ assignment and cost responsibility of the transmission system’s
future capital-replacement costs very clear is necessary to prevent future disputes and to
safeguard MP’s future ratepayers.

4.  Operating Costs

Under the LGIA, the interconnection customers of the transmission owner are responsible for
all reasonable expenses including overhead and operation, maintenance, repair and
replacement of Transmission Provider’s Interconnection Facilities.?* ACE would pay MP its
allocated portion of annual operations and maintenance costs. The Company illustrated how
allocation of operations and maintenance (O&M) costs to ACE would be determined.?>
Information from MP’s Schedule O (the transmission owner’s revenue requirement filing with
MISO) was used as the source for costs subject to this allocation.?®

The Department reviewed MP’s Schedule O and found that Taxes Other than Income Tax
expenses were not included in the Company’s development of the O&M cost rate per
transmission line mile. Taxes Other than Income Taxes includes payroll taxes, property taxes
and other plant related taxes, which totaled over $6 million in 2016 for MP’s AC transmission
lines. Although “Taxes Other than Income Taxes” are presented on financial statements apart
from “Operations and Maintenance,” it comprises ongoing costs that are associated with the
transmission facilities. Including these costs would increase the illustrated O&M per-line-mile
cost rate by more than 25 percent.?” Absent a showing to the contrary, the Department
concludes that MP’s customers should not absorb ALLETE non-regulated operations’ share of
Taxes Other than Income Taxes. The Department recommends that Taxes Other than Income
Tax from Schedule O be included and allocated in a likewise manner when determining the
O&M per-line-mile rate used to determine the annual O&M amount to allocate to ACE.

In addition, the Department observed that the Company is inconsistent in its method to
calculate the Bison 6 allocation factor that is used for cost sharing purposes. The capacity for
each generator site is used as the basis for determining their pro rata share of costs. The
Company used the precise capacity figure sums when calculating the factor to determine
capital cost allocation, but appears to have used rounded capacity figure sums in calculating the
factor to determine O&M cost allocation. The result of the inconsistent technique employed by

24 Initial Filing, Exhibit 2, p. 56, Article 10.5.

5 Initial Filing, Exhibit 1.

26 See DOC Attachment 6 for MP’s Schedule O, provided in response to DOC IR No. 14.
27.$6,030,014/523,340,256 = 25.84%
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the Company effectively reduces the cost amounts allocated to ACE. If the Company had
rounded the capacity sums to determine the factors for the capital cost allocation, ACE would
pay more.?® If the Company had used the actual capacity summed amounts for O&M cost
allocation factors, ACE would pay more.?° The Department recommends that the Company use
a consistent method when developing the capital and O&M allocation pro rata factors and
recommends that the precise capacity sums approach be used in the pro rata factor calculation.
For instance, the Bison 6 LGIA cost allocation percentage for the Tri-county-to-Bison Line would
be 105.6 MW divided by 208 MW (or 50.77%), rather than 105 MW divided by 210 MW (or
50.00%) as shown in the Petition’s Exhibit 1, page 7.

Moreover, as discussed earlier in Section Il.C.2, the Department raised concerns about the
Company’s use of a date other than the execution date of the Agreement when determining
capital-related cost amount to charge affiliate ACE. Likewise, the timing of when ACE as new
owner of the Bison 6 LGIA assumes the Bison 6 LGIA’s share of the 33-mile transmission system
annual operating costs should also be made clear in this record. Absent a showing to the
contrary, the Department recommends that the ACE’s obligation for annual O&M costs become
effective on the execution date of the Bison 6 LGIA, the date ACE is assigned all Interconnection
Customer rights, title, interest, obligations and liabilities under the Bison 6 LGIA for the ACE
wind project. Should the Company disagree, the Department requests that, in reply comments,
the Company explain why it would be reasonable for MP’s regulated operations to continue to
bear the Bison 6 LGIA’s share of the annual operating and maintenance costs on and after the
sale of the Bison 6 LGIA to its affiliate ACE.

5. Minn. Stat. §216B.50 and Minn. Rule 7825.1800

Excerpts of Minn. Stat. §216B.50 and Minn. Rule 7825.1800 were included above in Sections
l1I.LA.2 and III.B.3, respectively. The Department believes the Company’s request is subject to
this statute and this rule.

In DOC Information Request No. 5, the Department asked the Company to consider the
relevance of Minn. Stat. §216B.50 and Minn. Rules 7825.1800 to the proposed transactions.°
With respect to the $7.7 million one-time payment, the Company stated:

Minnesota Power asserts that Minnesota Statute § 216B.50 and
Minnesota Rules 7825.1800 are not applicable to this affiliate

28 ACE would pay approximately $30,000 more based upon MP’s proposed total capital subject to allocation and
applying the O&M factors used in Exhibit 1, p. 7 to capital costs shown in Exhibit 1, pp. 6 and 8.

2 Varies by year, but would ACE’s O&M allocation would be approximately $1,300 more per year when using
factors from Exhibit 1, p. 6 and apply them to Exhibit 1, p. 7 proposed costs.

30 see DOC Attachment 7 for DOC IR No. 5.



Docket No. E015/Al-17-304
Analyst Assigned: Dorothy Morrissey
Page 13

agreement since Minnesota Power is not selling, acquiring, leasing
or renting any plant as an operating unit or system.

MP’s response further stated:

Minnesota Power is not aware of any situation where these
requirements have been applied to Large Generator
Interconnection Agreements and corresponding use of
transmission assets of Minnesota public utilities.

The Department appreciates the Company’s perspective but notes that the payment
transactions, the $7.7 million capital-based payment associated with transmission facilities’ cost
and the Bison 6 LGIA $121,179 transfer price, are not separable and together exceed the
$100,000 threshold established in Minn. Stat. §216B.50.

Regarding the $7.7 million payment tied to the Bison 6 generator facility’s capacity, MP made
clear that its transmission assets are not being sold.3! The Department understands that the
one-time capital-based payment is for use of the 230 kV AC Transmission system for a set
period, therefore is not unlike “leasing or renting” a portion of the system. Further, Minn.
Rules 7825.1600, subp. 8 states: 32

“Transfer of property” means the sale or acquisition of an
operating unit or system for a consideration valued at greater than
$100,000; or if a rental or lease, for consideration greater than
5$100,000 over the life of the rental or lease. [Emphasis added.]

Consequently, the Department concludes that this transaction is subject to Section 216B.50,
and Minn. Rules 7825.1800.

As for the Bison 6 LGIA sale, in ALLETE’s relevant, concurrent application to the Federal Energy
Regulatory Commission (FERC),33 the Company stated:

The only jurisdictional facility or asset associated with or affected
by the Transaction is the Bison 6 LGIA. The consideration for the
Transaction is $121,179... [34

31 Ipid.

32 The scope of Minn. Rules 7825.1600 applies to Minn. Rules 7825.1800.

33 ALLETE seeks to obtain authorization to transfer the Bison 6 LGIA to ACE pursuant to Section 203 of the Federal
Power Act in FERC Docket EC17-109-000.

34 FERC Docket EC17-109-000, Submittal Application filed on April 27, 2017, p. 20
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ALLETE identifies the Bison 6 LGIA as an asset and the expenditures MP incurred to attain the
Bison 6 LGIA were treated as utility operating costs, rather than non-operating costs.
Therefore, the Department concludes that the transaction to transfer the Bison 6 LGIA to ACE is
a sale of a utility operating system asset and consequently is subject to both Minn. Stat.
§216B.50 and Minn. Rule 7825.1800.

The Department requests that in reply comments MP delineate where in the petition the filing
requirements outlined in Minn. Rule 7825.1800 are satisfied, provide any outstanding filing
requirements, and/or request the Commission, with justification, to vary its rule.

In further evaluating these transactions and Minn. Stat. § 216B.50 criteria, the 230-kV AC
Transmission system, though physically located in North Dakota, would be considered part of
MP’s Minnesota operating system and therefore falls under the purview of the Commission.
Noting that the language in Minn. Stat. §216B.50, subd. 1 includes the phrase “plant as an
operating unit or system in this state,” the Commission has previously found that Section
216B.50 applies to facilities located outside the state of Minnesota, when such facilities are
used by the utility to provide service to Minnesota customers and the facilities’ costs are
included in customers rates approved by the Commission.

For example, in its December 14, 1998 Order Finding Jurisdiction and Approving Property
Transfer in Docket No. E017/PA-98-1345, the Commission provided its interpretation of Minn.
Stat. §216B.50, subd. 1:

The Commission has long held that out-of-state property which is
an integral part of a utility’s Minnesota operating system is subject
to the provisions of Minn. Stat. 216B.50, subd. 1. [footnote
omitted] The statutory language contemplates this result, by
referring not to discrete parcels of property but to “plant as an
operating unit or system in this state.” Clearly, the statutory intent
was to cover utility assets integrated into a utility’s overall
operating system.

To hold otherwise would render the statute an absurdity, since it
would give the Commission no authority to protect Minnesota
customers from improvident or even potentially disastrous
transfers of out-of-state facilities vital to the provision of reliable
service in this state. For all these reasons, the Commission
continues to hold that out-of-state utility property is subject to the
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provisions of Minn. Stat. 216B.50, when it is part of a utility’s
Minnesota operating unit or system.

Accordingly, the Department recommends that, while the affiliate-transaction provisions of
Minn. Stat. §216B.48 should be a primary consideration, the Commission also apply the
provisions of Minn. Stat. §216B.50 in determining whether the proposal and agreements are
reasonable and consistent with the public interest.

6. Consideration of Other Costs Associated with the Bison 6 Project Site

The petition focused on the transmission facilities interconnection agreement. Though related
and of interest, the petition had no discussion on the underlying Bison 6 Project site associated
with the Bison 6 LGIA. To determine if there were site-related costs relevant to the proposed
transaction price, in DOC IR No. 33, the Department requested MP to identify all costs
associated with the Bison 6 Project site that have previously been assigned or charged to
ALLETE’s regulated operations.?> Because MP indicated that it has not incurred any of the Bison
6 project (a/k/a Clean Energy #1) site development costs, the Department concludes that the
potential need for MP to be reimbursed for site development costs does not apply to this
affiliate transaction.

7. Use of Rider Mechanism to Reflect Transaction Benefits to Ratepayers

If this proposed affiliate transaction is approved, the Department agrees with MP’s proposal to
use the Renewable Resources Rider to flow the benefits of this transaction to ratepayers until
the benefit can be incorporated into a subsequent rate case. The use of the rider is
appropriate, in part, because MP’s pending rate case reflects the full cost of these assets in rate
base, assets that are now proposed to be transferred to or used in part by its non-regulated
affiliate ACE. The ratepayer benefits would be reflected as revenue requirement credits and
incorporated into billing factors in MP’s subsequent renewable rider filing. However, the
Company’s filing did not elaborate on the details of flowing benefits to ratepayers. The
Department has preliminary recommendations on certain aspects as noted below and requests
MP to respond in its reply comments.

35DOC IR No. 33 included in DOC Attachment 9.
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a.  Benefit Accrual Begin Date

MP’s Interconnection Customer rights, title, interest, obligations and liabilities under the Bison
6 LGIA are transferred to ACE at the execution date per the Agreement terms; therefore, the
Department recommends that these transactions’ benefits should begin to accrue to ratepayers
as of the execution date.

b.  Ratemaking Details
1)  Operations and Maintenance Annual Payment

The Department recommends that ACE’s pro rata share of the annual operations and
maintenance (O&M) costs be treated as a revenue credit in MP’s rider mechanism.3¢ The
Department recommends that the O&M credit amount should begin to accrue on the execution
date of the Bison 6 LGIA, the date ACE is assigned all Interconnection Customer rights, title,
interest, obligations and liabilities under the Bison 6 LGIA for the ACE wind project.

2)  Bison 6 LGIA Payment

For the proposed $121,179 payment for the Bison 6 LGIA, the Department preliminarily
recommends that the full amount be credited to ratepayers immediately upon the execution
date of the Bison 6 LGIA. MP’s petition identifies the components of this price consists of costs
which are generally fully expensed when incurred. However, the Department will further
evaluate the sales price component information requested to be provided in MP’s reply
comments to confirm this tentative recommendation.

3)  One-time Capital-related Payment

The Department requested the Company to discuss how the one-time proposed $7.7 million
payment would be treated for ratemaking purposes. Inin DOC IR No. 9, MP proposed to treat
the one-time payment as contribution in aid of construction, which will reduce rate base plant
in-service and depreciation expense.3” The Department noted that the Company’s response
does not detail specifics, such as the rate of return it would use to calculate the revenue
requirement credit or the basis for the depreciation expense credit. The Department notes that
establishing a ratemaking framework upfront will mitigate issues in subsequent filings should
this transaction be approved.

36 The annual 0&M payments, based on MP Transmission Schedule O filed with MISO, do not include depreciation
expense. Schedule O is provided in DOC Attachment 6.
37 See DOC Attachment 8 for DOC IR No. 9.
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As stated earlier, the full value of these transmission assets are being rolled into base rates in
MP’s pending rate case. The base rates being established captured the net book value of these
assets as of 2017. Now, if the proposed transaction is approved, millions of dollars of rate base
will shift from regulated to non-regulated operations without a corresponding change to base
rates. The Department recommends that the revenue requirements attributable to the $7.7
million payment (including return on rate base and depreciation expense amounts) that are
imputed in MP’s new base rates be reflected at the same static annual amounts through the
Renewable Resources Rider mechanism. This would mean that MP would apply the
Commission-authorized overall rate of return value (decided in the rate case) to a static net
book value amount; and the depreciation expense would be set to equal the depreciation
amount included in base rates. The return amount and depreciation expense amount included
in base rates would remain unchanged, but would be “cancelled out” by reflecting the benefits
of this transaction through the Renewable Resources Rider. This recommendation is intended
to effectively remove a revenue requirement amount equal to what was imputed in base rates.

V. CONCLUSIONS AND RECOMMENDATIONS

In conclusion, additional information is required in order for the Department to fully evaluate
the reasonableness of the proposed affiliate transaction.

The Department requests that MP provide the following in reply comments:

e transparent, quantified support for the total sales price of $121,179;

e an explanation asto why it would be reasonable for MP’s regulated operations to
continue to bear the Bison 6 LGIA’s share of the 230 kV AC transmission system’s
capital costs and the Center-Mandan upgrade costs after the Agreement’s April 17,
2017 date of execution;

e an explanation as to why only the transmission cost component (40.26%) of the Tri-
County substation cost is used to determine the one-time capital payment amount;

e delineation as to where in the petition the filing requirements outlined in Minn. Rule
7825.1800 are satisfied, provide any outstanding filing requirements, and/or request
the Commission, with justification, to vary its rule;

e supplemental information (or agreements) filed in the record to commit that ALLETE
Clean Energy is in full agreement, that ongoing costs include future capital
expenditures undertaken to replace or refurbish existing transmission infrastructure;

e An explanation as to why it would be reasonable for MP’s regulated operations to
continue to bear the Bison 6 LGIA’s share of the annual operating and maintenance
costs associated with the 33-mile transmission system, on and after the sale of the
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Bison 6 LGIA to its affiliate ACE, should the Company advocate for use of an effective
date other than the Agreement’s execution date.

If the Commission approves the affiliate transaction, the Department preliminarily recommends
that the Commission:

e Direct that Taxes Other than Income Tax from Schedule O be included and used,
consistent with other O&M expenses, when calculating the per-line-mile rate to use
to determine the annual O&M amount to allocate to ACE;

e Direct the Company to use a consistent method when developing the capital and the
O&M allocation pro rata factors; and in doing so, direct the Company to use the
precise capacity sums methodology to calculate the pro rata factor;

e Find that the one-time payment related to capital costs of transmission facilities, is
not unlike a lease, and is subject to Section 216B.50 and Minn. Rules 7825.1800;

e Find that the transaction to transfer the Bison 6 LGIA to ACE is subject to both the
Section 216B.50 and Minn. Rule 7825.1800.

e Determine that all the benefits from this transaction should begin to accrue to
ratepayers as of the Assignment and Assumption of the Bison 6 LGIA execution date;

e Determine that the ALLETE Clean Energy’s pro rata share of the annual operations
and maintenance costs be treated as a revenue credit in MP’s Renewable Resources
Rider mechanism;

e Direct that the revenue requirements attributable to the capital (plant-in-service)
imputed in MP’s base rates38 but now being allocated to ACE, be reflected as an
equal and static credit amount in the rider mechanism as long as the benefits of this
transaction are flowed to ratepayers through the rider.

/It

38 Incorporated in MP’s current rate case Docket No. E015/GR-16-664.
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Request Number: 1

Topic: Purchase price for Large Generator Interconnection Agreement
Reference(s): Petition, pp. 2, 4, 7, 11 and Exhibit 1, p. 1

Request:

A. Please provide information to support that the price of $121,179 for sale of the Large
Generator Interconnection Agreement for the GS-666 (Bison 6 LGIA) wind generating project
is: (1) reasonable, and (2) the higher of cost or market.

B. Please provide the additional information that Minnesota Power (MP) provided to each one of
the few Request-for-Proposal bidders who inquired on the available Bison 6 LGIA in 2016.

RESPONSE:

A. As stated on pages 2-3 of the Petition, a portion of the $121,179 payment is reimbursement
for Minnesota Power’s transmission study costs for Bison 2-6 wind facilities. DOC IR 1.1
Attachment details the costs associated with the Bison 2-6 study. The actual study costs
were allocated to the Bison 6 Large Generator Interconnection Agreement based on a pro
rata share of generation capacity. The remainder was to cover regulatory and other costs to
Minnesota Power from entering into the assignment agreement. There is no market
mechanism to compare these costs to.

B. Minnesota Power provided the following information to Request-for-Proposal bidders who
inquired on the available Bison 6 Large Generator Interconnection Agreement in 2016:

The MISO-approved interconnection agreement is for a 100MW (nominal) wind
generating facility connecting to Minnesota Power’s Tri-County Substation. The Tri-County
Substation is located in the southeast corner of Section 36 - T141N - R88W in Mercer
County, North Dakota. See attached map for the location of the Tri-County Substation. If
you can show that you have a project with a location that can reasonably connect to the

To be completed by responder

Response Date: May 15, 2017
Response by: Kara Henderson/David Moeller (1.A.) and Barry Garner (1.B.)
Email Address: khenderson@mnpower.com; dmoeller@allete.com; bgarther@mnpower.com

Phone Number: 218-355-2869 (Kara); 218-723-3963 (David); 218-355-3333
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Requested From: Minnesota Power Date of Request: 5/3/2017
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Requested by: Dorothy Morrissey

Email Address(es): dorothy.morrissey@state.mn.us
Phone Number(s): 651-539-1797

Tri-County Substation, then Minnesota Power can provide additional details on the
interconnection agreement.1

One bidder asked: Is it a MISO facility?
Minnesota Power responded: Yes.

One bidder asked: Does MP have a preference for a Project that utilizes the MP approved
interconnection with MISO to the Tri-County Sub in southeast Mercer County, North Dakota? Or,
will bids that utilize this interconnection be evaluated based upon the same factors and scoring
as all other bids?

Minnesota Power responded: MP does not have a preference for a project that utilizes the
approved interconnection with MISO to the Tri-County Sub in southeast Mercer County, North
Dakota. Any bid utilizing this interconnection will be evaluated based upon the same factors and
scoring as all other bids.

1 The map referenced in the information provided to Request-for-Proposal bidders in included as DOC IR 1.2 Attachment.

To be completed by responder

Response Date: May 15, 2017

Response by: Kara Henderson/David Moeller (1.A.) and Barry Garner (1.B.)

Email Address: khenderson@mnpower.com; dmoeller@allete.com; bgarther@mnpower.com
Phone Number: 218-355-2869 (Kara); 218-723-3963 (David); 218-355-3333
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Requested From: Minnesota Power Date of Request: 8/11/2017
Type of Inquiry: General Response Due:  8/21/2017

Requested by: Dorothy Morrissey
Email Address(es):  dorothy.morrissey@state.mn.us
Phone Number(s):  651-539-1797

Request Number: 26

Topic: Purchase price for Large Generator Interconnection Agreement
Reference(s): Response to DOC IR No. 1, Attachment DOCIR 1.1
Request:

A. Referring to the Company’s Attachment DOC IR 1.1, please explain why the January 2010 balance

for transmission study costs were not included in calculating the total HVDC Bison 2-6 System
Impact and Facility Study cost.

B. Please provide a breakdown of the entire proposed price amount for the Large Generator
Interconnection Agreement for the GS-666 (Bison 6 LGIA).

C. Please provide the Company-issued correspondence containing the offer to avail and sell the
Large Generator Interconnection Agreement for the GS-666 (Bison 6 LGIA) to prospective wind
developers in connection with Minnesota Power’s request for proposals.

RESPONSE:

A. The January 2010 balance for transmission study costs were inadvertently excluded from the

B.
C.

calculation. DOC IR 1.1 Attachment has been revised and is attached.

Please see the attached revised DOC IR 1.1 Attachment.

The offer to avail the Large Generator Interconnection Agreement for the GS-666 (Bison 6 LGIA)
to prospective wind developers can be found in Section 2.6 of Minnesota Power’s Request for
Proposals for Wind Resource, released July 27, 2016. Please see attached DOC IR 26.1
Attachment.

To be completed by responder

Response Date: August 21, 2017

Response by: Kara Henderson and Barry Gartner

Email Address:  khenderson@mnpower.com and bgartner@mnpower.com
Phone Number: 218.355.2869 and 218.355.3333
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Division of Energy Resources
Information Request

EO15/AI-17-304 [INonpublic XPublic
Minnesota Power Date of Request: 5/3/2017
General Response Due: 5/15/2017

Dorothy Morrissey
dorothy.morrissey@state.mn.us
651-539-1797

Request Number:

2

Topic: Use of 230 kV AC Transmission System
Reference(s): Petition, pp. 3, 7, 11 and Exhibit 1, pp. 2, 6-8
Request:

A. Please fully describe the facilities and rights that make up the “Use of 230 kV AC
Transmission System” encompassed within the estimated $7.7 million one-time payment.
B. Please provide all supporting information and calculations that support the $7.7 million one-

time payment.

RESPONSE:

A. The facilities that make up the 230 kV AC Transmission System are the same as the
Transmission Provider’s Interconnection Facilities as explained in Appendix A.2.b of the Large
Generator Interconnection Agreement (“LGIA”).

The $7.7 million one-time payment allows the Interconnection Customer to use the
Transmission Provider Interconnection Facilities from the Point of Change of Ownership to
the Point of Interconnection at the Square Butte Substation as described in Appendix A of the

LGIA.

B. Please see the DOC IR 02.1.Attachment for supporting information and calculations.

To be completed by responder

Response Date: May 15, 2017

Response by: Kara Henderson

Email Address: khenderson@mnpower.com
Phone Number: 218-355-2869
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Third Party Bison 6 Cost Allocation
MP Base Case

Bison 1-3 and Bison

Transmission 5 at at Bison. Bison
Overall Component of 4 and Bison 6 at Tri-
Project OCLD the Project Existing Facilities County

Tri-County Substation

5,666,706.88 40.26% Tri-County 230/34.5 Bison 4 Sub: 3021 2,281,416.19
6,660,640.51 100.00% 230kV Tri-County-Bison Line #103: 3503 6,660,640.51
Total 8,942,056.70
1,386,084.62 100.00% Square Butte 230 kV(East) Bison 1 Addition: 3020 1,386,084.62
470,278.98 100.00% PH 1 Group 3, Bison Sub Cap Bank 470,278.98
3,693,044.38 12.06% Bison 2 Sub 445,381.15
4,167,337.07 23.80% Bison-Substation for Bison 3 Wind 991,826.22
5,143,457.72 26.72% Bison 4 Sub 1,374,331.90
9,173,461.59 100.00% 230 kV Bison To Square Butte Line #84: 3581 9,173,461.59
4,176,035.14 61.00% Bison 1 230/34.5 KV SUB: 3009 2,547,381.44
OCLD = 16,388,745.90
ITPUC = 105.6
IC= 602.2
ITPUCO = [ITPUC/IC]*OCLD (Bison Sub) 2,873,881.71
Tri-County Substation 8,942,056.70
Tri-County Substation (Third Party) 4,539,813.40
ITPUC = 105.6
IC= 208
Total cost to ACE of existing facilities 7,413,695.11
Total Transmission Related Cost for Third Party Interconnection 7,413,695.11

NOTE:

1. These costs only represent cost allocation for Transmission assets. No generation assets are il pcluded.

2. Costs for Tri-County based on the original cost less depreciation estimated through December r 2019.

3. The cost of the Center-Mandan upgrade is not included in this estimate and will be provided il n a separate estimate.
4. Assumes the following transmission capacity requirements, actual requirements will be deter mined by what is

Bison 1: 81.8 mws specified in LGIA
Bison 2-3: 105 mws

Bison 4: 102.4 mws interconnecting at Tricounty

Bison 5: 102.4 mws

Bison 6: 105.6 mws interconnecting at Tricounty
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Information Request
Docket Number: EO15/AI-17-304 [INonpublic XPublic
Requested From: Minnesota Power Date of Request: 5/3/2017
Type of Inquiry: General Response Due: 5/15/2017
Requested by: Dorothy Morrissey

Email Address(es): dorothy.morrissey@state.mn.us
Phone Number(s): 651-539-1797

Request Number: 12

Topic: 230 kV Transmission System Facilities
Reference(s): Petition, Exhibit 1, p. 6, Attachment 1
Request:

For each of the existing facilities listed in Attachment 1 titled “Third Party Bison 6 Cost Allocation”,
provide the facilities’ in-service date and identify the rate mechanism currently used to recover the
component facility cost along with the docket number. Provide workpapers that show the
component assets’ current value, the calculation of the expected facility “MP Base” cost and disclose

the assets’ remaining depreciable years for rate purposes.

RESPONSE:

Please see the attached file DOC IR 12.1 Attachment for the information requested above.

To be completed by responder

Response Date: May 15, 2017

Response by: Kara Henderson

Email Address: khenderson@mnpower.com
Phone Number: 218-355-2869
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Minnesota Department of Commerce DOC Attachment 4

Division of Energy Resources Page 1 of 5
Information Request
Docket Number: E015/AI-17-304 [INonpublic XPublic
Requested From: Minnesota Power Date of Request: 8/11/2017
Type of Inquiry: General Response Due:  8/21/2017
Requested by: Dorothy Morrissey

Email Address(es):  dorothy.morrissey@state.mn.us
Phone Number(s):  651-539-1797

Request Number: 27

Topic: 230 kV AC Transmission System infrastructure and capital cost
Reference(s): Response to DOC IR Nos. 2 and 12, Attachments DOC IR 2.1 and 12.1
Request:

A. Please provide a copy of the transmission cost study that can validate that all of MP’s
transmission facilities necessary for the Bison 6 generator interconnection are encompassed in
DOC IR 2.1 and 12.1 Attachments and include document citations for these facilities;

B. For each existing project facility listed, please provide support for the “Overall Project OCLD”
amount, prior to applying transmission component factor;

C. Please state whether the OCLD amounts includes internal capitalized costs;

D. For each existing project facility listed, please provide the depreciation factor/rate applied;

E. Please provide a revised DOC IR 12.1 Attachment calculating the estimated original investment
cost, accumulated depreciation and net book value of the listed facilities at April 2017.

F. For each of the listed existing facilities having a transmission component factor that is not 100%,
please provide a narrative explanation of why that facility’s factor is not 100% and provide the
support and calculations for the percentage used;

G. Please explain why costs for the following transmission interconnection facilities (identified in

Appendix A 2.b of the Large Generator Interconnection Agreement) are not included when
determining the proposed one-time $7.7 million payment to Minnesota Power: SCADA
equipment, metering and telemetry equipment required by the ALLETE Clean Energy #1
generating facility;

To be completed by responder

Response Date: August 22, 2017
Response by: Kara Henderson
Email Address: khenderson@mnpower.com

Phone Number: 218.355.2869



Docket Number:
Requested From:
Type of Inquiry:

Requested by:

Email Address(es):
Phone Number(s):

. DOC Attachment 4
Minnesota Department of Commerce

Page 2 of 5
Division of Energy Resources
Information Request
E015/AI-17-304 [INonpublic XPublic
Minnesota Power Date of Request: 8/11/2017
General Response Due:  8/21/2017

Dorothy Morrissey
dorothy.morrissey@state.mn.us
651-539-1797

H. Please identify all other 1) modification costs, 2) MP transmission interconnection facilities and
3) Bison 1-6 Projects’ transmission services, that are necessary for or will be utilized by the Bison
6 generator facility (i.e., Clean Energy #1) that are not included in these attachments and explain
why they are not included.

RESPONSE:

A. The attached System Impact Study (Attachment A.1) and Addendum (Attachment A.2) show the
network transmission facilities necessary for the Bison interconnections. The required upgrade of
Center-Heskett 230kV is identified in section 5.2.3 of the report. At the time of the study in 2009
there was an existing Special Protection Scheme (SPS) in place to mitigate the overload condition
caused by the Bison Wind interconnections. MPC later decided to retire the SPS which resulted in

Minnesota Power participating in an upgrade of the line.

Based on work summarized in the

Addendum no additional facilities identified in the studies required mitigation.

B. Please refer to column B of Attachment DOC IR 2.1.

SUPPLEMENTAL RESPONSE (08/30/2017)

Supp B.

Please see Attachment B.1.

C. Yes, the OCLD amounts includes internal capitalized costs.

To be completed by responder

Response Date:
Response by:
Email Address:
Phone Number:

August 22, 2017

Kara Henderson
khenderson@mnpower.com
218.355.2869



Minnesota Department of Commerce DOC Attachment 4

Division of Energy Resources Page 3 of 5
Information Request
Docket Number: E015/AI-17-304 [INonpublic XPublic
Requested From: Minnesota Power Date of Request: 8/11/2017
Type of Inquiry: General Response Due:  8/21/2017
Requested by: Dorothy Morrissey
Email Address(es):  dorothy.morrissey@state.mn.us
Phone Number(s):  651-539-1797
D.
Project # Depr Rate
105422 PH 1 Group 3, Bison Sub Cap Bank 2.76% 2013-2019
2.68% 2012
105476 230kV Tri-County-Bison Line #103 2.50%
106799 Bison 4 Sub 2.60%
106805 Tri-County 230/34.5 Bison 4 Sub 2.60%
104429 230 kV Bison To Square Butte Line #84 2.50% 2013-2019
2.41% 2010-2012
104430 Bison 1 230/34.5 KV Sub 2.76% 2013-2019
2.68% 2011-2012
2.69% 2010
105111 Bison 2 Sub 2.76% 2013-2019
2.68% 2012
104431 Square Butte 230 kV (East) Bison 1 Addition 2.76% 2013-2019
2.68% 2011-2012
2.69% 2010
105440 Bison-Substation for for Bison 3 Wind 2.76% 2013-2019
2.68% 2012

E. Please see the attached spreadsheet (Attachment E.1).
SUPPLEMENTAL RESPONSE (08/30/2017)

Supp E. Please see Attachment E.1 Supp.

To be completed by responder

Response Date: August 22, 2017
Response by: Kara Henderson
Email Address: khenderson@mnpower.com

Phone Number: 218.355.2869



Minnesota Department of Commerce DOC Attachment 4
Division of Energy Resources Page 4 of 5
Information Request

Docket Number: E015/AI-17-304 [INonpublic XPublic
Requested From: Minnesota Power Date of Request: 8/11/2017
Type of Inquiry: General Response Due:  8/21/2017
Requested by: Dorothy Morrissey

Email Address(es):  dorothy.morrissey@state.mn.us
Phone Number(s):  651-539-1797

F. Minnesota Power classifies assets to comply with the FERC Seven-Factor Test and in accordance
with the Petition of Minnesota Power for Approval of Asset Separation and Accounting
Methodology in Docket No. E-015/M-01-1416 (Order dated August 8, 2002). Only the assets that
satisfy the FERC Seven-Factor Test and classified as transmission assets.

SUPPLEMENTAL RESPONSE (08/30/2017)

Supp F. The reason some projects have a transmission component factor that is not 100%
is because these projects consist of both generation and transmission facilities. The
Interconnection Customer will only benefit from the transmission facilities which is why the
allocation is based solely off the transmission component. Please see Attachment F.1.

G. The $7.7 million dollar payment is for existing facilities. SCADA equipment, metering and telemetry
equipment required for the Generating Facility has not yet been installed and wouldn’t be included
in the estimate.

H. All existing facility costs have been included in these attachments.

To be completed by responder

Response Date: August 22, 2017
Response by: Kara Henderson
Email Address: khenderson@mnpower.com

Phone Number: 218.355.2869
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Docket Number:
Requested From:
Type of Inquiry:

Requested by:

Email Address(es):
Phone Number(s):

Minnesota Department of Commerce
Division of Energy Resources
Information Request

E015/AI-17-304 [INonpublic XPublic
Minnesota Power Date of Request: 8/11/2017
General Response Due:  8/21/2017

Dorothy Morrissey
dorothy.morrissey@state.mn.us
651-539-1797

DOC Attachment 5
Page 1 of 2

Request Number:

29

Topic: One-time payment for Use of 230 kV AC Transmission System
Reference(s): Response to DOC IR No. 4
Request:

A. Please confirm that the duration of use for the transmission interconnection facilities associated
with the proposed Bison 6 LGIA one-time payment of $7.7 million expires in July 2036, 25 years
after the July 22, 2011 Effective Date of the Bison 6 LGIA.

B. Given that the proposed one-time payment of $7.7 million is primarily for pro rata share of capital
costs assigned to the interconnection customer, please discuss the Bison 6 LGIA owner’s cost
responsibility for Minnesota Power’s future capital cost expenditures for capitalized-
refurbishment or -replacement undertaking of the infrastructure associated with these same
transmission facilities that occurs:

1. During the remaining 25 years of the Bison 6 LGIA, assuming no increased transmission
capacity is to be interconnected;

2. During the automatic renewal one-year periods (and thereafter) of the Bison 6 LGIA,
assuming no increased transmission capacity is to be interconnected.

RESPONSE:

A. That is correct since the Bison 6 LGIA defines Effective Date which “shall mean the date on
which the Large Generator Interconnection Agreement becomes effective upon execution by
the Parties.” However, the Bison 6 LGIA also defines Term of Agreement which shall mean
“Subject to the provisions of Article 2.3, this LGIA shall remain in effect for a period of twenty-

To be completed by responder

Response Date:
Response by:
Email Address:
Phone Number:

August 21, 2017

Kara Henderson
khenderson@mnpower.com
218.355.2869
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DOC Attachment 5
Minnesota Department of Commerce Page 2 of 2
Division of Energy Resources
Information Request

E015/AI-17-304 [INonpublic XPublic
Minnesota Power Date of Request: 8/11/2017
General Response Due:  8/21/2017

Dorothy Morrissey
dorothy.morrissey@state.mn.us
651-539-1797

five (25) years from the Effective Date and shall be automatically renewed for each successive
one-year period thereafter. This means the agreement may be renewed after July 2036.”

B. Appendix A-2 of the Bison 6 LGIA states:

“In addition, cost responsibility for ongoing costs, including operation
and maintenance costs, associated with the Transmission Provider
Interconnection Facilities, will be allocated between Interconnection
Customer and Third-Party User(s) on a pro-rata basis.”

All future capital cost expenditures for capitalized refurbishment or replacement
undertaking of the infrastructure associated with these same transmission facilities will
be allocated on a pro-rata basis during the term of the agreement and for any one year
renewal periods thereafter.

To be completed by responder

Response Date:
Response by:
Email Address:
Phone Number:

August 21, 2017

Kara Henderson
khenderson@mnpower.com
218.355.2869



Docket Number:
Requested From:
Type of Inquiry:

Requested by:

Email Address(es):
Phone Number(s):

DOC Attachment 6
Minnesota Department of Commerce Page 1 of 2

Division of Energy Resources
Information Request

EO15/AI-17-304 [INonpublic XPublic
Minnesota Power Date of Request: 5/3/2017
General Response Due: 5/15/2017

Dorothy Morrissey
dorothy.morrissey@state.mn.us
651-539-1797

Request Number:

14

Topic: 230 kV Transmission System Facilities
Reference(s): Petition, Exhibit 1, p. 7, Attachment 1
Request:

Please provide a copy of Attachment O referenced within the Notes section of Exhibit 1, page 7.

RESPONSE:

The requested Attachment O is provided in DOC IR 14.1 Attachment.

To be completed by responder

Response Date: May 15, 2017
Response by: Kara Henderson
Email Address: khenderson@mnpower.com

Phone Number: 218-355-2869
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DOC Attachment 7
Minnesota Department of Commerce Page 1of 1
Division of Energy Resources
Information Request

Docket Number: EO15/AI-17-304 [INonpublic XPublic
Requested From: Minnesota Power Date of Request: 5/3/2017
Type of Inquiry: General Response Due: 5/15/2017
Requested by: Dorothy Morrissey

Email Address(es): dorothy.morrissey@state.mn.us
Phone Number(s): 651-539-1797

Request Number: 5

Topic: One-time payment for Use of 230 kV AC Transmission System
Reference(s): Petition, pp. 3, 7, 11 and Exhibit 1, p. 2
Request:

A. Please indicate if the one-time payment price of $7.7 million is a sale of the 230 kV AC
Transmission system to ALLETE Clean Energy to become a part owner. Please explain and
support your response.

B. Please review the Commission’s December 14, 1998 Order Finding Jurisdiction and
Approving Property Transfer in Docket No. E017/PA-98-1345 and provide the Company’s
position on the application of Minnesota Statute § 216B.50 and Minnesota Rules 7825.1800
to the proposed affiliate transactions.

RESPONSE:

A. Minnesota Power is not selling its 230 kV AC Transmission system to ALLETE Clean Energy.

B. Minnesota Power asserts that Minnesota Statute § 216B.50 and Minnesota Rules
7825.1800 are not applicable to this affiliate agreement since Minnesota Power is not
selling, acquiring, leasing or renting any plant as an operating unit or system. Minnesota
Power is not aware of any situation where these requirements have been applied to Large
Generator Interconnection Agreements and corresponding use of transmission assets of
Minnesota public utilities.

To be completed by responder

Response Date: May 15, 2017
Response by: David Moeller

Email Address: dmoeller@allete.com
Phone Number: 218-723-3963



DOC Attachment 8
Minnesota Department of Commerce Page 1 of 1
Division of Energy Resources
Information Request

Docket Number: EO15/AI-17-304 [INonpublic XPublic
Requested From: Minnesota Power Date of Request: 5/3/2017
Type of Inquiry: General Response Due: 5/15/2017
Requested by: Dorothy Morrissey

Email Address(es): dorothy.morrissey@state.mn.us
Phone Number(s): 651-539-1797

Request Number: 9

Topic:

One-time payment for Use of 230 kV AC Transmission System

Reference(s): Footnote 1

Request:

A.

Please indicate if Minnesota Power’s receipt this one-time payment will be proposed to be
treated as a reduction to rate base for Minnesota-jurisdictional ratemaking, thereby
incorporating the changes to depreciation, taxes and return on rate base into revenue
requirements.

Explain how MP plans to treat this one-time payment for ratemaking purposes and why it is
reasonable.

RESPONSE:

A.

It is proposed that the one-time payment would be treated as contribution in aid of
construction (“CIAC”). Treating it as CIAC will reduce rate base plant in-service and
depreciation expense.

Upon receipt of the one-time payment, the Company will begin calculating a monthly pre-tax
revenue requirement credit to reflect the reduction to plant in-service and depreciation
expense. The amount will be credited to the Renewable Resources Rider (“RRR”) tracker
balance and incorporated into billing factors in the subsequent Renewable Resources Rider
Factor Filing. The Company will continue to flow the credit back to customers until the
appropriate adjustments can be incorporated into base rates in a subsequent rate case.
Treating the one-time payment as CIAC is reasonable as this conforms to FERC (Federal
Energy Regulatory Commission) accounting. Flowing the revenue requirement credit back to
customers through the RRR is a reasonable method to ensure customers receive the benefit
of the payment as soon as possible and until it can be incorporated in a subsequent rate
case.

To be completed by responder

Response Date: May 15, 2017

Response by: Debbra Davey (9.A.) and Stewart Shimmin (9.B.)
Email Address: ddavey@allete.com; sshimmin@mnpower.com
Phone Number: 218-355-3714; 218-355-3562




Minnesota Department of Commerce DOC Attachment 9

Division of Energy Resources Page 1 0f 3
Information Request
Docket Number: EO015/Al-17-304 [INonpublic XPublic
Requested From: Minnesota Power Date of Request: 8/16/2017
Type of Inquiry: General Response Due:  8/28/2017

Requested by: Dorothy Morrissey
Email Address(es):  dorothy.morrissey@state.mn.us
Phone Number(s):  651-539-1797

Request Number: 33

Topic: Bison 6 site development
Reference(s): n/a
Request:

Please list and quantify all costs, direct and indirect, other than LGIA related costs, associated with or
allocated to the Bison 6 Wind Generation Project site that have previously been assigned or charged to
ALLETE’s regulated operations prior to the Assumption and Assignment of Bison 6 LGIA to ALLETE Clean
Energy. The response is not limited to, but should at a minimum:

a) identify and discuss any and all Bison 6 project site improvements that exist or are in progress,
including their costs;

b) identify and discuss any and all land-use or —rights associated with the Bison 6 project site and
the costs incurred to obtain them;

c) identify and quantify any and all other Bison 6 project site tangible and intangible costs;

d) identify and quantify any and all Bison 1 — 6 Projects’, or combination thereof, shared cost
expenditures of which a portion was allocated to Bison 6 site and/or from which the Bison 6
development site also benefited, including regulatory expenditures.

To be completed by responder

Response Date: August 22, 2017
Response by: Barry Gartner
Email Address: bgartner@mnpower.com

Phone Number: 218.355.3333



Minnesota Department of Commerce DOC Attachment 3

Division of Energy Resources Page 2 of 3
Information Request
Docket Number: EO015/Al-17-304 [INonpublic XPublic
Requested From: Minnesota Power Date of Request: 8/16/2017
Type of Inquiry: General Response Due:  8/28/2017

Requested by: Dorothy Morrissey
Email Address(es):  dorothy.morrissey@state.mn.us
Phone Number(s):  651-539-1797

RESPONSE:

a) Minnesota Power has made no site improvements nor incurred any cost for site improvements
to ALLETE Clean Energy’s Clean Energy #1 project site.

The Clean Energy #1 project site is separate from Minnesota Power’s Bison 1, 2, 3, and 4 project
sites. See attached site maps (Attachments 33.1 and 33.2) from the Bison 4 site permit
application (ref. NDPSC Case No. PU-13-127) and the Clean Energy #1 site permit application (ref.
NDPSC Case No. PU-11-662). The Clean Energy #1 project borders the Minnesota Power’s Bison 4
project for only a short distance at the Tri-County Substation.

In order to make site improvements, a site permit from the North Dakota Public Service
Commission (NDPSC) is required. The site permit requires that a preconstruction conference be
held prior to the commencement of any construction. Although the NDPSC issued the site
permit to ALLETE Clean Energy for the Clean Energy #1 project on August 29, 2012, the
preconstruction meeting for the Clean Energy #1 project was not held until November 16, 2015
(ref. Notes from Preconstruction Conference, dated November 17, 2015, NDPSC Case No. PU-
110-662). This was long after Minnesota Power’s Bison 1, 2, and 3 projects were operational and
shortly before Bison 4 became operational. None of the site improvement costs for the Clean
Energy #1 project have been charged to Minnesota Power.

b) None of the wind option or easement costs for the Clean Energy #1 project have been charged to
Minnesota Power.

c) There are no other project site costs associated with the Clean Energy #1 project that have been
charged to Minnesota Power.

To be completed by responder
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Phone Number: 218.355.3333
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d) ALLETE Clean Energy designed, developed, and permitted the Clean Energy #1 project separate
from Minnesota Power. None of the costs for wind data gathering, project design, land rights,

permitting, or construction of the Clean Energy #1 project have been charged to Minnesota
Power.

To be completed by responder

Response Date: August 22, 2017
Response by: Barry Gartner
Email Address: bgartner@mnpower.com

Phone Number: 218.355.3333
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