FYY) SOMMERCE FY)) MINNESOTA POLLUTION
DEPARTMENT "/ CONTROL AGENCY

February 5, 2019

Will Seuffert

Executive Secretary

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

St. Paul, Minnesota 55101

RE: In the Matter of Establishing an Updated 2020 Estimate of the Costs of Future Carbon
Dioxide Regulation on Electricity Generation under Minn. Stat. § 216H.06.
Docket Nos. E999/CI-07-1199 and E999/DI-19-406

Dear Mr. Seuffert:

On December 20, 2019, the Minnesota Public Utilities Commission (Commission) issued a
Notice of Comment Period (Notice) in the above-reference matter. The Commission requested
initial comments by January 24, 2020 on the following topics:

e Should the Commission adopt the Agencies’ [Minnesota Department of
Commerce and Minnesota Pollution Control Agency] recommended CO>
regulatory cost range?

e [f not, what range should the Commission establish for CO; regulatory costs,
and when should these costs begin to apply?

e Should the basis for likely CO, costs contemplate a specific type of CO;
regulation (e.g. a direct tax or cap and trade)? If the basis of CO; regulatory
costs is a cap and trade program, should and/or how past CO; reductions (i.e.
a baseline year) be taken into account?

e Why itis reasonable to base the range of likely CO; costs on programs in
which Minnesota does not participate?

e Minn. Stat. § 216H.06 requires the Commission to estimate the costs “of
future carbon dioxide regulation:”

o Isthe correct interpretation of the statute that the CO; values should
reflect a net cost of complying with a particular regulation (i.e. the cost of
reducing aggregate emissions to the target level of a hypothetical policy),
or that the values should reflect the cost/price of an incremental unit of
CO,?

o In general, please discuss why an allowance price should correspond to
the net cost of CO; regulation. For example, do allowance prices in RGGI
reflect the net costs to states participating in that program?
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e For parties who perform capacity expansion modeling, please discuss how
CO; regulatory costs are modeled differently, if at all, than environmental
externalities. Please discuss how different methods of modeling CO»
regulatory costs and environmental externalities might affect the ultimate
selection of least-cost expansion plans.

e Arethere other issues or actions the Commission should consider?

On January 24, 2020, the following stakeholders filed initial comments in response to the
Commission’s Notice:

e Great River Energy

e Minnesota Large Industrial Group
e Minnesota Power

e Otter Tail Power Company

e Xcel Energy

The Agencies do not have anything substantive to add to the discussions provided by
stakeholders in response to the other topics listed in the Commission’s Notice; however, since
the Department of Commerce, Division of Energy Resources (Department) does perform
capacity expansion modeling, we offer a response to the following topic:

e For parties who perform capacity expansion modeling, please discuss how
CO; regulatory costs are modeled differently, if at all, than environmental
externalities. Please discuss how different methods of modeling CO;
regulatory costs and environmental externalities might affect the ultimate
selection of least-cost expansion plans.

The Department models CO; regulatory costs and externality costs in the same general manner
as described by Xcel Energy in its January 24, 2020 initial comments. That is, future regulatory
costs are considered as future internal costs and treated just like any other variable cost, and
are therefore considered by the model when it selects units to dispatch. Externality values,
however, are considered separately and applied to the suite of resources a model run selects so
that externality costs are considered when ranking the cost of each plan. This method is
consistent with what the costs represent — future internal costs, and externality costs. The
Department is not aware that altering this method would impact the selection of an expansion
plan. However, modeling the two types of costs in a way that does not reflect the costs they
represent could invalidate the modeling results to the extent the results change.
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The Agencies continue to support our recommendations filed December 17, 2019, and are
available to answer any questions the Commission may have on these matters.

Sincerely,

JESSICA BURDETTE FRANK KOHLASCH
Manager, Energy Planning & Advocacy Climate Director
Commerce Department Pollution Control Agency
JB/FK/ar

Attachment
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