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PAGE 9.

Question Fourteen

Q:

Az

What market forces in the economic sense exist for utilitiesg?
What incentives exist for holding costs down?

The economic setting for electric utilities is one of limited
monopoly, with incentives and disincentives derived from that
setting. Even the monopoly to provide electric power within
a specified service area has its competitive aspects. For
example there is inter-fuel competition, say, with oil and
gas for heating.

One important economic fact is that the trend of the incre-
mental cost for adding new electric power generating capacity
has dramatically reversed itself in recent years. Up to the
mid-1960's each new increment of generating capacity was
cheaper and more efficient than the previous increment.
Perhaps this was the result of economies of scale with the
growth of plant size or because of other technical and
financial factors. However, in the 1970's inflation, cost
of capital, environmental controls and other factors have
resulted in a trend to increasingly higher incremental -
generating capacity costs and less efficient generation
plants. :

In the past some analysts of the industry have contended

that electric utilities promoted new capital investments in
generating plant to expand the rate base and reduce generating
costs at the same time. The present and the future represent
quite different situations, in which there may be powerful
incentives to minimize the need for new generating facilities,
with the resulting regulatory struggle and costly capital
outlay. Verification of the current structure of incentives
and disincentives would be helpful for future policy con-
siderations. . -

Question Fifteen

Q:

What do you feel is wrong with the existing energy process?
What would you change about the process? What is the most time-
consuming aspect of the process and how or should it be changed?

The current regulatory process is basically sound. Surely
it needs fine-tuning, but clearly it does not need drastic
change. The larger the change, the longer it will take for
the process to run smoothly -- that is, to effectively sort
out the tough decisions that must be made to accommodate the
minimum number of facilities that must be built, with the
least human and environmental impact.
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Preparation of environmental impact statements and the
permitting activities are the most time consuming aspects of
the process for power plants. It is important for these
post-siting phases to be accomplished expeditiously and with
a minimum of uncertainty. Ideally construction should begin
as promptly as possible after the six month need and the one
year siting decisions, rather than be postponed for several
years by subsequent decisions. This would allow need and
siting decisions to be deferred as long as possible so that
these decisions, establishing the framework for subsequent
permitting, could be made with the latest most current
information.

Reducing regulatory delay and associated uncertainty could be
quite beneficial to all parties. It seems to me that in most
cases even extremely tough regulatory decisions in this area

may ‘be bearable if the utilities can then proceed with a high
level of certainty.

Question Sixteen

Q:

How is uncertainty in the process affected by judicial review,

. the hearing examiner process, and imposed time constraints?

Should any of these factors be changed? If so, why? How
do these factors affect uncertainty? .

Judicial review inherently entails some level of uncertainty.
This would be bearable, however, if judicial appeal would

be made pursuant to the Power Plant Siting Act. That is,
appeal within sixty days of the effective date of the Board's
siting decision and appeal based on the siting criteria and

. standards required by the Act. Full public protection and

increased certainty in the decision process can be attained by
requiring all appeals to be made under provisions of the
Power Plant Siting Act, rather than the Environmental nghts -

Act which has no time llnlt or clear standards. .

Experience with the contested case hearing process has indicated

increased uncertainty, primarily because of the unpredictable
and lengthy time required to receive the hearing examiner's
report. The nominal thirty day deadline is sometimes more
than doubled and provides little assurance. This seriously
affects the quality and timing of Board decisions. The one
year siting application processing time places great pressures
on the power plant siting staff and these pressures are only
exacerbated by the uncertainty of hearing examiner delays.
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Question Seventeen

Q: In light of the recent suggestion that Minneapolis buy NSP
plants, should the government operate the utilities? Why?

A: Neither I nor my staff has any solid experience, data or
expertise to provide an answer to this question, which in-
volves value judgments. I would note that adding a significant
number of new employees to the public payroll does not seem
particularly in tune with the tenor of the time.

If you have any further questions or wish clarification, please
contact me (296-6662) or Allen Jaisle (296-2641).

Sincerely,

Btz U

Peter Vanderpoel, Chairman
Environmental Quality Board

PV/t]
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QUESTIONS FOR THE PUBLIC SERVICE COMMISSION & OFFICE OF CONSUMER
Personnel Question . SERVICES
1. How many personnel are employed by your agency? Please break this down by research,

EIS, enforcement, forecasting, need determinatiom, cost analysis, conservation,
alternative technologies, other. How does your agency utilize federal employees?

Certificate of Need Questions

2.

Do you have the authority to alter size, type location decisions of the utility or
other agencies? If so, what factors and criteria do you use? If not, should you
have this authority?

How should the type of facility be determined? What criteria should be used? Is
there any factor that should override the type of facility? :

Can the PSC use rate factors to determine size, type, and location decisions?

Should it?

Who should make the final decision on size, type, and location decisions: the util-
ity? The government? The legislature? Other? Why? Please rank order the factors
you feel should be considered in making the final decision.

Electrical Rate Structure Questions

6.

7.

How are rate increases granted and determined for new facilities?’ What is the ”,-‘_
timing? How do you determlne rate increase criteria? T  ‘_: I A

How many rate increases have been granted in the laSt four years? Denied? Altered?
Requested? Amounts before and after?

Environmental Questions

8.

9.

When should an EIS be done? Before the Certificate of Need is issued? After the
Certificate of Need, but before the siting process commences? After the siting
process, but before permits are issued for plants to be built? Never? A combina-
tion thereof (please specify)? Or other?

'What should an EIS cover? Size? Type? Location decisions? Alternate tecﬁnologies?

Alternative mechanisms to meet demand (conservation, price incentives, etc.)?

Policy Questions

10. Where should non-utility, non-governmental people'impact in the process? At the EIS
stage? In courts? In hearings? Other (please specify)? Should these people be
funded? . Why or why not? : .

11. Whét market forces in the economic sense exist for utilities? What incentives exist
for holding costs down?

12. What do you feel is wrong with the existing energy process? What would you cﬁange
about the process? What is the most time—consuming aspect of the process and how or
should it be changed? - .

13. 'In light of the recent suggestion that Minneapolis buy NSP plants, should the govern-—
ment operate the utilities? Why or why not?

14. How is uncertainty in the process affected by judicial review, the hearing examiner
process, and imposed time constraints? Should any of these factors be changed? If
so, why? How do these factors affect uncertainty? .

PR/jb

10/6/78
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STATE OF MINNESOTA
DEPARTMENT OF PUBLIC SERVICE

7TH FLOOR AMERICAN CENTER BLDG.
KELLOGG & ROBERT STS.

SaAIiNT Paourn 855101

enonA612) 296-6021

October 30, 1978

Patrick Reagan, Consultant
Science and Technology Project
Room 17, State Capitol

St. Paul, Minnesata 55155

Dear Mr. Reagan:

Enclosed find the Minnesota Public Service Comm1ss1on s response to
the Energy Process Study Questionnaire.

As you know, the Minnesota Public Service Commission is the state agency
charged with the responsibility to requlate the electric utilities in the
state (excluding rate regulation for municipal and cooperative electric

utilities).

Your survey, although aimed at evaluating the administrative and regula-
tory process, did not seem designed to study rate regulation. Two major
areas of interest to you seem to be certification of need and environmental
jmpact statements. Neither of these funct1ons is a reSponsib111ty of the
Public Service Commission.

This Commission has heard from consumers, special interest groups and
others, that each agency involved in the "process” is presented with
different, often conflicting information from the same utility company.
This may or may not be true. If it is, we would welcome testimony from.
anyone which could establish that fact on the record in a contested case
before the Commission. Perhaps another avenue for you to explore in your
survey would be the extent to which information relative to utility regula-
tion should be provided to the Commission to consider during its contested
case process.

I apologize for the tardy response to your questionnaire, and I hope it
did not set your timetable back too much.

AN EQUAL OPPORTUNITY EMPLOYER

)
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Patrick Reagan
Page 2
October 30, 1978

I look forward to receiving a copy of your report, and if I can be
of any further assistance, please do not hesitate to call or write.

Richard J. Pari
Chairman

MINNESOTA PUBLIC SERVICE COMMISSION
RdP:a

cc" Rep. Gordon 0. Voss
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ENERGY PROCESS STUDY

Personnel Question

1.

The Department of Public Service, of which the Commission is a part,
consists of 139 employees, broken down as follows:

a. Non-energy related - 77

b. Energy related:
Financial evaluatijon - 11
Rate evaluation - 12
Engineering - 6
Commission - 5
Commission Support - 17
Research - 2
Total Energy related 53

The Department of Public Service utilizés federal employees as follows:

a. A grant has been received by the Department from the Federal De-
partment of Energy to study conservation and rate issues.

b. Other uses of federal employees is limited to coordination and
communication in the normal course of business.

Certificate of Need Questions

The Public Service Commission does not have the authority to grant
certificates of need. It is presently a function performed by the
Minnesota Energy Agency. '

The Public Service Commission's responsibility is limited to economic
rate regulation. Costs associated with the certification process, as
well as site location, environmental concerns, etc., are deemed accept-

. able or non-acceptable expenses in the course of the contested rate

case process. (Perhaps additional questions could be developed to
further explore the Commission’'s contested rate case process).

Electrical Rate Structure Questions

Rate increases for new facilities are included in the overall rate
base for each company. ~

The timing is determined by the frequency in which any particular
company files petitions for rate increases. Commission decisions, by
Taw, must be made within twelve months of their filing the petition.

Each company's request is studied, analyzed and decided individually.
There are few criteria applicable to all electric utilities and these
can be found in the Public Service Commission Rules and Regulations.
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Environmental Questions

The entire area of environmental impact statements (EIS) is beyond
the scope of the Commission’s authority. Other state agencies

(Environmental Quality Board, Pollution Control Agency) are involved
and would be in a better position to respond.

The Commission does make determinations relative to the usefulness
of a plant in its rate case decision-making process. If a plant

is deemed to be used and useful to the company, it is included in
the rate base. Projects in the planning stages have been excluded
from the rate base as neither "used nor useful" to the ratepayers.

Policy Questions

10.

11.

12.

13. .

14.-

The non-utility, non-governmental people should be involved

in the process at the stage of the hearings and should be

able to testify freely as to their opinions without being re-

quired to be an expert. Funding for that sort of representa-

Xion perhaps is done best through the present Consumer Services
gency.

The only market force I see now holding down the costs is the
simple inability for people to pay more, yet I know greater
costs are coming.

The existiﬁg energy process does not allow this Commission to
participate in all matters affecting our rate base, and since
we have no staff, if we were allowed, we couldn't participate.

1 think that's a political question about which volumes have
- been written. :

A1l appeals from the orders of this Commission should by law
be given priority so that the courts hear them immediately
upon filing of the appeal, and if further appealed to the
Supreme Court, they should take preference over all other cases
because of their terrific impact. Some of this can be avoided
if the legislature abolishes rates under bonds, since that
seems to give some utilities the power to drag their heels.
Refunds, if ordered, so long as rates are under bond, should
be sent to the people before the utility is empowered to file
a further case; and there probably should be some greater time
interval than presently applicable as to a filing of a subse- .
quent case.
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0 . Larry Anderson  paTE: 10/26/78
( Director :
N ,
FROM : Karl W. Sonnemar’i"' PHONE: g420

Special Assistant Attorney General

SUBJECT: Minnesota Power & Light Company, Floodwood-Fine Lakes Steam Electric Plants
Certificate of Need Hearing,

The Minnesota Energy Agency has scheduled a Certificate of Need hearing on the
MP&L Floodwgod plant for December ll, 1978. Petitions for Leave to Intervene are due
November 2, 1978. MP&L will file its testimony November 17, 1978; and intervenors must file by
December 1, 1978.

WMP&L's Floodwood plant is desx'rned for completion in the mid 1980's. Last year a
certificate of need was i{ssued authorizing completion of an 800 megawatt unit in Novemoer,
1884, UPA was to join MP&L in constructing the plant. This past summer, UPA withdrew from
the project and MP&L has had to refile its application for a certificate of need. The plant will
now oe 500 megawatts, and MP&L proposes to complete it no sooner than November, 1985.
Director Millhone has asked intervenors to examine the {ollowing issues: demand forecasting,
taconite expansion, taconite commitments, impact of PSC rate design, MAPP reserves, economy
of size, and financing.

The issue of MP&L's expansion and construction proc‘ram is the dominent issue in,
wie present MP&L rate case. The Floodwoad plant has been an issue in the last two MP&L rate’
Elhngs. The testimony and cross examination have been directed to the areas of financing
ViP&L's construction program, taconite and other large power take or pay contracts, pooling of
MAPP capacity, and PSC rate design, including shether or not the construction program should
be directly reflected in the rate design. Cross examination of Mr. Sandbulte during the .
September hearings established MP&L's load forecasts for the 1581 through 1584 period have been
significantly reduced since the first MP&L rate case two years ago. MP&L may have more than
200 MW surplus power between 1381~1984 with no present firm commitment to sell this power.

It appears we are trying the same or similar issues in the MP&L rate case as will be
examined in the certificate of need hearing on Floodwood. Staff is concerned over the fact that
MP&L's long-term load forecasts have to Se frequently revised because of relatively short notice
additions and/or reductions in the demand previously estimated {rom large power customers.
MP&L has been unable or unwilling to obtain firm commitments (possibly as take or pay
contracts) from-its large power customers far enough in advance to use them in planning power
plant additions. MP&L apoears to have failed to more closely integrate power supply planning
with other members of MAPP., Unfortunately, in the rate case it is often tco late to
substantially affect these issues. Therefore, I have sent this memo to you for your consideration
of the impact of the two agencies' decision making on each other. =

KWS/bm

[}

co:  vdJerome L. Getz
( Phillip Zins, Case Manager
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STATE OF MINNESOTA

OFFICE OF CONSUMER SERVICES

Metro Square Building
7th and Robert

St. Paul, Minnesota 55101
(612) 296-2331

October 11, 1978

Gordon 0. Voss

State Representative

c¢/o Patrick Reagan, Consultant
Science and Technology Project
Room 17, State Capitol

St. Paul, Minnesota 55155

Dear.Representative Voss:

" This is in reply to your request for input relative to the
governmental processes on governing electrical utilities in
Minnesota.

It may appear a little presumptuous for this office to address
those questions so soon after the legislation which established
the Residential Utility Consumer Unit within the Office of Con-
sumer Services. However, Section 45.16, Subdivision 1 and Chapter
45 were amended by the 1978 Legislature to provide for a Resi-
dential Utility Consumer Unit within the Office of Consumer Serv-
ices for the express purpose of representing and furthering the
interests of residential utility consumers in utility rate hear-
ings and in matters dealing with the adequacy of utility service
to residential utility consumers. :

Even in the short period of time that this unit has been opera-
“tional, it has become apparent that the responsibility should be .
broadened for effective citizen representation in the various
processes that have a financial impact on the utility rate
allowed by the Public Service Commissioners.

We are hesitant to propose additional responsibilities and fund-
ing so soon after the law became effective. However, we would
like to share with you, for your consideration, the following
concerns which pinpoint the problems as we see them:

I. Investor-owned public utilities in Minnesota are currentlyb
subject to regulation in six arenas: T ‘

1. The Minnesota Public Service Commission regulates rates that
may be charged, capital structure, depreciation, service and
service area and such other matters as may affect the retail
customers of the utility through its rules, regulations and
orders. :

Minnesota Commerce Department » An Equal Opportunity Employer
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Reﬁresentative Gordon Voss
October 11, 1978
Page 2

2. The Minnesota Energy Agency regulates the construction of
new generation and transmission facilities through its
Certificate of Need Program.

3. The Minnesota Environmental Quality Board regulates the con-
struction of new generation and transmission facilities
through its Plant Siting Program.

4, The Federal Energy Regulatory Commission (formerly Federal
Power Commission§ regulates the wholesale (sale for resale)
transactions of all Minnesota gas and electric utilities.:
In addition, the Federal Communications Commission is
authorized to regulate the interstate toll charges of the
telephone utilities. Both of these agencies conduct a sig-
nificant amount of activity through the promulgation of
rules and regulations. '

5. Any decisions of the above regulatory agencies may be
appealed in the courts.

6. In addition, significant actions have been taken by the
Minnesota Legislature and several municipal governments in
recent years which have affected utility operations and the
rates they may charge. ~

I1. The generation cooperatives, distribution cooperatives and
municipal utilities are not affected by these regulatory activities
in the same way as the investor-owned utilities. The generation
cooperatives (particularly UPA, CPA and Minnkota) are not subject
to MPSC regulation but their wholesale rates are regulated by the
FERC.

IOL The Residential Utility Consumer Unit is authorized to inter-
"vene or in any other way participate in all matters pending before
the MPSC which affect the distribution of utility services to
residential consumers. RUCU may also intervene in court cases
which arise as a result of MPSC decisions. RUCU has no current
authority to intervene in any other arena of public utility regu-
lation.

IV. The Residential Utility Consumer Unit might be better able to
represent and advocate the interests of residential consumers if
its authority were broadened to some extent:
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Representative Gordon Voss
October 11, 1978
Page 3

1.

The RUCU should be authorized to intervene in MEA Certificate
of Need proceedings. The cost of utility service (here we
refer primarily to electric) is rising rapidly and this in-
crease is at least partly due to the very high construction
costs of new power plants which are certified by the MEA to
meet forecast demand. MEA certifies demand while the MPSC
regulates price. In an unregulated competitive market, demand
and supply interact to produce a price at equilibrium. In

the regulated utility industry, future demand is certified

and prices are set by rate regulation. With the very long
lead time necessary for power plant construction, demand fore-
casts in the certification process have almost no relation to
price. Furthermore, this certified demand becomes the justif-
ication for costly construction programs. Some utilities are
now using certified future demand to justify requested price
increases for current rate payers (see MPSC Docket No. E-015/
GR-78-514), . ,

' The rate case hearings conducted by MPSC are not the most

appropriate place to challenge the demand forecasts and re-
sultant construction costs of the utility companies. Residen-
tial consumer advocates are at a disadvantage if limited to

this arena because the utility is armed with a Certificate of
Need which has been obtained without adequate consumer parti-
cipation and is presumed to be high-quality evidence in the rate
case hearing, :

From conversations with employees of the MEA and the Depart-
ment of Public Service, it is evident that very little inter-
agency consideration is given to the interaction between
certified demand and regulated price. In fact, the inter-
action falls between the agencies with neither giving it sig-
nificant attention. That an interaction exists is evident
from NSP's recent decision to delay the construction of cer-
tain certified plants as a result of decreased demand fore-
casts due to higher prices and MP&L's request for increased
rates due to rapid expansion in the taconite industry. As one
agency participating in both regulatory proceedings, RUCU may
be able to focus more regulatory attention on the artificial
price/demand interaction.

In its recent biennial report, MEA itself referred to the need
for more vigorous participation by residential consumers in its
Certificate of Need Program. In the MEA Energy Policy Recom-
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Representative Gordon Voss
October 11, 1978
Page 4

mendations, for Minnesota (Energy Policy and Conservation
Report, Page 5), the following i's included as Point 32:

"Encourage more citizen participation in the
Certificate of Need process for large energy
facilities."

At a later point in the same report (Page 83) MEA notes
participation by several environmental groups in the need
hearings for two electric generating facilities, but mentions
no citizen input as to the demand/price interaction.

2. Some attention has recently been given to the lack of public
interest and/or residential consumer participation in regula-
tory matters before the FERC and FPC which affect all Minne-
sota utility users. It is suggested that the MPSC or PDS be
authorized (and funded) to participate in these matters be-
cause they can have substantial impact on Minnesota consumers.
Whether residential consumers would have substantial interes” -
different than the public interest in these matters is diffi
cult to determine since Minnesota consumer advocates have
little experience in this arena of regulation. RUCU partici-
pation in this arena, to represent the specific residential
interest or general interest, is a question that ought to be
further explored. : ‘

V., Residential Utility Consumer Unit participation in the plant-
siting process before the Minnesota Environmental Quality
Board would seem unnecessary at this time. Information pre-
sented in those cases may be relevant to RUCU activities in
other arenas, however.

I trust the foregoing will be helpful in the deliberations of the
Subcommittee on Science and Technology. I would be happy to '
present more detailed information in the event the committee

would like to address the issues raised in this letter.

SJ‘.'ncerel;y',Cjzé7
MS. TOBEY. LAPAKKO
Director

TL/bd C
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QUESTIONS FOR THE MINNESOTA ENERGY AGENCY

Personnel Question

1.

How many personnel are employed by your agency? Please break this down by research,
EIS, enforcement, forecasting, need determination, policy analysis, conservation,

alternative energies, other. How does your agency utilize federally funded employees?

Forecast Questions

2.

3.

4.

5.

Does the MEA determine its own forecast for electrical demand independent of electri-
cal utilities? Do you rely on electrical utility data, data analysis, etc.? Why?

What forecasting technique or techniques do you use to determine need? Please pro-
vide the details on your forecasting technique.

When you determine your forecast for demand of electricity, do you know who the users

“will be and what the energy will be used for?

Do forecasts from different utilities vary in‘technique, variables used, and weight
given to different variables?

What is the projected energy supply and demand for the next 50 years? In what form
will the demand be met? How much electricity is used for heating or other low tem—
perature purposes? What alternative ways are being considered for meeting energy de-
mand? Should an EIS be done on total demand for Minnesota? Why?

Certificate of Need Questions

7.
8.

9.

10.

11.

12.

13.

14,
15.

16.

What is the projected demand for new facilities from now until 20257 ot
How do you determine need for a new facility?

How is the decision for determining size, type, timing, and location of new facilits e
lines, and substations made?

What factors do you weigh in these decisions and how are they weighed? (Please ad-
dress the factors of cost, environment, transportation, fuel source and availability,
political climate, and any others you use for each of the four decisions of size,.
type, timing, and location). '

Do you have the authority to alter size, type location decisions of the utility or
other agencies? If so, what factors and criteria do you use? If not, should you
have this authority?

Can location factors affect size and type decisions? How? Should they?

Should the type‘of facility be determined in a different manner than is now used?
What criteria should be used? 1Is there any factor that should override a type of
facility? .

Where; ideally, in the legal process should size, type, and location decisions be mad
Can your agency change size, type, and location decisions of utilities?
Who should make the final decision on size, type, and location decisions: the util-

ity? The government? The legislature? Or other? Why? Please rank order the
factors you feel should be considered in making the final decision.

" Conservation Questions

17.

Please explain your conservation program. What direction do you see your conservatio
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18.

program taking in the future? Should a conservation program affect the need decisior
or size determination? Conservation is Minnesota's energy policy: how will it af-
fect demand in the future?

How do you determine the "right" technology to meet end energy use requirements?
Include an evaluation of temperature levels and reliability as factors in the
determination of the technology.

Environmental Questions

19.

20.

21.

22.

23’

How do you determine environmental and health impacts of proposed facilities? Be
specific,

Are the agency position papers required to be submitted under Minnesota Statutes
Chapter 116H.13 adequate for determining the health and environmental effects of a
proposed facility? Why?

When should an EIS be done? Before the Certificate of Need is issued? After the
Certificate of Need, but before the siting process commences? After the siting
process, but before permits are issued for plants to be built? Never? A combina-
tion thereof (please specify)? Or other?

What should an EIS cover? Size? Type? Location decisions? Alternate technologies?
Alternative mechanisms to meet demand (conservation, price incentives, etec.)?

Should an EIS be done on total end use energy requirements for Minnesota? Why?

Policy Questions.

24. Where should non-utility, non-governmental people impact in the process? At the El.
stage? In courts? In hearings? Other (please specify)? Should these people be
funded? Why or why not? ) -

A :.25. What market forces in the economic sense exist for utilities? What incentives exist
for holding costs down? : '

26. What do you feel is wrong with the existing energy process? What would you change
about the process? What is the most time-consuming aspect of the process and how
should it be changed?

L] 1]

27. In light of the recent suggestion that Minneapolis buy NSP plants, should the govern-
ment operate the utilities? Why or why not?

28. How 1s the uncertainty in the process affected by judicial review, the hearing exami-
ner process, and imposed time constraints? Should any of these facters be changed?
If so, why? How do these factors affect uncertainty?

\
. _ [
PR/jb \

10/6/78
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MINNESOTA ENERGY AGENCY | 612.296-5120

980 AMERICAN CENTER BUILDING
150 EAST KELLOGG BOULEVARD
ST. PAUL, MINNESOTA 55101

November 6, 1978

" John Malinka

Science and Technology Project
Room 17 .

State Capitol

St. Paul, MN 55155

Dear John:

Enclosed is the Agency's response to the questionnaire
created by Patrick Reagan as part of his energy process study.
I have also attached memos to Representative Ken Nelson from
Peter Vanderpoel and myself which outline some of the rough
spots in the present process.

I am pleased that the Legislature is concerned over the
present energy facility regulation process, and is willing to
investigate how the decisions are made. Past experience has
shown that this topic probably generates more heated contro-
versy than any other area under legislative review. Some of
the reasons for the controversy are easy to understand since
the demands for energy usually impact just a few individuals, .
However, it is likely that an overly simplistic or quick '
review of the process will not uncover the more hidden
problems. For example, Mr. Reagan has titled his work an

"Energy Process Study." However, the questionnaire is highly

biased toward electrical utilities, but some of the thornier
problems are caused by construction of new facilities by
private enterprise, e.g., crude oil pipelines. The question-
naire also seems to miss the points on natural gas, coal,
refined products, propane and nuclear.

I mentioned these points only to illustrate my concern
that Mr. Reagan's questionnalre may be given more credibility
than it deserves. The questions which he raises cover a wide
range of topics and issues which mostly deal with governmental
operations. I am sure that the Legislature will want more
than one individual's analysis, since change to existing
procedures could generate impacts on governmental operations,
natural resources, finance, energy and commerce. A problem

AN EQUAL OPPORTUNITY EMPLOYER

eI AN
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of this magnitude requires careful study over a relatively long
period of time so that all of the critical points and feedback
possibilities are uncovered and evaluated.

Mr. Reagan's questionnaire is a first step in gathering
the data on how electric utility facilities are requlated. It
could lead to a draft flowchart of the regulatory process,
which could be subsequently improved and modified by agency and
legislative staff, the utilities and the public. I have heard
that Mr. John Helland at House Research also began a similar
study which attempted to define the energy regulatory process.
It may be that a joining of his work with Mr. Reagan's will
give us a good starting point.

I am also concerned over the personal opinion content of
the questionnaire. It is certainly worthwhile to solicit
opinion and comment from individuals who have widely varying
views on the subject. However, the study workscope (Reagan's
memo of 9/15/78) does not provide much insight into how these
opinions will be used in any conclusions and recommendations.
Since the questionnaire does not seem to be designed for
statistical analysis, and since the sample was not statistically
based, it seems that at best the returns will be a census of the
opinions of those who responded. Certainly those opinions will
have some merit but their wvalue will be unorganized and limited
without further study.

I believe some careful reworking of the energy regulatory
process is desirable, and that the Legislature could provide
the focus for this effort. However, this will require the
efforts of many people to produce something worthwhile. I
would be happy to make my staff available for the design of
a more complete, balanced and systematic study of the problem

of energy facility regulation. ‘
SincerM
%

P. Millhone
Director

JPM:sc
Encs.



How many personnel are employed by your agency? Please break this down
by research, EIS, enforcement, forecasting, need determination, policy
analysis, conservation, alternative energies, other. How does your
agency use federally funded employees?

A. The following table of Energy Agency staffing prdvides this

information:

Research

EISV

Enforcement
Forecasting

Need determination
Policy Analysis
Conservation
Alternative Energy
Other

TOTAL

State Federal Total

See alternative energy, forecasting,
etc.

1.5 0 1.5
0 0 0

4.9 5.0 - 9.9
6.0 0 6.0
6.5 3.0 9.5
16.0 21.5 37.5
3.5 2.0 5.5
13.5 10.0 23.5
51.9 4.5 93.4
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Does the MEA determine its own forecast for electrical demand
independent of electrical utilities?

The MEA forecasts the demand for all traditional primary and
secondary energy supplies including electricity. The fore-

casting methodology is independent of that used by utilities

-and other energy suppliers. However, the Agency does depend

on energy suppliers, state agencies and the federal govern-

ment for energy, demographic and economic data.

Energy suppliers including electric utilities are required to
report data to the Aéency on a quarterly and annual basis.
The type of data reported is set forth in the Agency's rules
governing information reporting (Electric Utility Information
Reporting, 1977 addition (EA 200-213); Rules and Regulations
Governing Natural Gas Utilities and Interstate Natural Gas
Pipeline Companies (EA 300-~311); and Minnesota Energy

Agency Rules Governing Prime Petroleum Suppliers and Petrol-
eum Pipeline Companies Information Reporting (EA 400-411)).
This data is collected by the Data Systems Activity which

is also responsible for designing and maintaining computer

systems to store the data.

The‘Agency must depend upon utilities and other energy
suppliers for raw energy data; it would be impractical for
the state to separately meter electric, gas and fuel oil
sales to consumers. It is important to realize that there

are many checks and balances on the data that is reported
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both on the state and national level.

What forecasting technique or techniques does the Agency use
to determine need?

The Agency now has sophisticated forecasting methodologies

which are independent of and are believed to be more accurate

than those of the electric utilities. However, it should

be noted that for the certificate of need proceeding which
occurred in 1975 and 1976 (including those on the CU project

and the NSP Sherco #3 and #4 units) the Agency had to rely

largely on forecasts prepared by the electric utilitiés.

In 1975 the Agency had neither the data or the staff needed

to prepare independent forecasts.

By the end of 1976 the Agency had developed statewide energy
forecasts. These were improved during 1977‘and are déscribed
in the Agency's 1978 Energy Policy and Conservation Report.
These forecasts are useful in assessing the need for new
energy facilities on a statewide basis. However, service
area forecasts are needed to adequately assess the need for

new electric facilities.

Agency staff are completing peak and electrical energy fore-
casts by utility service areas. These forecasts will be.
presented as staff forecasts in upcoming certificate of need
proceedings. A description of the staff peak demand model
and electric sales model for Northern States Power Company

is attached.
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Vhen the Agency determines its forecast of electricity, does
it know who the users will be and what the energy will be
used for?

The Agency forecasts residential, commercial and industrial
electrical energy consumption separately. Within each class
the Agency forecasts the weather sensitive load separately
from the base 1oaa. The Agency has data on the amount of
electric energy used by different types of appliances in
homes, apartment buildings and mobil homes. Data 1is also
available on the use of electricity in agriculture and for
most industries. However, accurate use forecasts can only
be made for the major use components in the various

categories.

DoAforecasts from different utilities vary in technique,
variables used and weight given to different. variables?

Yes, forecast techniques vary considerably between utilities.
A good overall description of the types of forecasts used by
the utilities in Minnesota can be found in the 1978 Advanced
Forecast Report to the Minnesota Environmental Quality BoardJA
submitted by the Minnesota/Wisconsin power suppliers. Much
more detailed descriptions are provided to the Energy Agency

on an annual basis and can be made available.

What is projected energy supply and demand for the next 50
years and what form will the demand be met?

The Energy Policy Conservation Report provides a summary of

the best estimates of supply and demand for the next 17 years. i
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Beyond 1995 only general statements can be made aﬁout‘supply

£ and demand for energy. By-the turn of the century, worldwide
supplies of natural gas and petroleum will be dwindling.

’; The supply of energy at the turn of the century will clearly
be a function of many political decisions made in the near

/ future on the state, national and international levels.

Solar, coal and possibly\nuclear will provide a growing

portion of our energy needs. The amount of enerqgy éupplied

’? in the year 2000 by any of these or other alternatives will

be affected to a large extent by decisions made dﬁring the

next 10 years.

The continued rapid growth in population by third-world
countries, the nuclear arms race and other global problems
,( cast great clouds of uncertainty as one locks farther into

the future.

6. C How much electricity is used for heating or other low
temperature purposes?

i . e

Approximately 10 percent (3 percent space heating, 6 percent
hot water and 1 percent clothes drying) of the electricity

used in the State of Minnesota is used for low temperature

purposes.

6. D What alternative ways are being considered for meeting energy
! demand? ' .

;( The major alternatives being considered are direct solar,
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date for alternatiyes. No specific weight has been prescribed for the

factors listed for each of the criteria.

Political climate would not be considered unless in relationship to

one of the factors explicitly listed.

The agency does have the authority to alter gize, type, and timing
decisions of the utility. (See Minn. Stat. 3 116H.13 subd. 5.) The
director of the agency can influence a location decision through

his membership in the EQB.

The agency cannot alter decisions by other agencies, because the
certificate of need process comes first. The agency can, of course,

offer testimony in public hearings held by other agencies.

Location decisions on the unsited facilities may be éffected by zoning
ordinances, PCA permits, Fire Marshall approval, and/or environmental

assessments by the EQB.

The criteria used by the agency for certificates of need have been

discussed earlier.

The Agency currently is not of the opinion that 1t should have more

authority than it does now in altering those decisions.

Yes. The size of certain communities may dictate the size of electric
generating plants that could be used in a district heating plan.
Certain locations cannot support large plants because of land, water

or air constraints. These are only two examples. PCA's air quality

rules, EQB's siting rules, and certain DNR rules provide ample eVidence{

that location factors do indeed affect size and type decisions.
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We have not learned enough about our present process to advocate a
large shift in the determination of type. The agency belijeves that
the system should be given a chance to work before we decide upon

substantial modifications to it.

The agency believes that the criteria now used to determine type

are appropriate.

The agency is not certain it understands the meaning of the last

question. Several factors are used in determining the appropriate
type of facility. It is reasonable to assume that a particular type
of facility could be so bad with respect to one factor that it cou]d.
not be selected no matter how good it was with respect to other
factors. It is not difficult to conceive of certain types of
facilities that could be economic disasters, or ofher facilities

which might be environmental disasters.

The agency believes the current process is reasonable and workable.

' However, more information on that will be available in the next few ...

years. One thing is clear -- size, type and location decisions
should be made in contested case proceedings to allow all viewpoints

to be expressed.

This question essentially repreats question 11. Our agency can change
size and type decisions of utilities. The agency generally would not
change the Tocation decision of a utility; however, the director can

influence a siting or routing decision through his membership in the

EQB.
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Minnesota has already answered this question. The legislature has
determined that it shall be done by state agencies through the con-
tested case process. The utility proposes a particular size, type,
and location. The public is given an opportunity to respond to the
proposal. The agency sees 1ittle evidence to support a change in that

general concept.

The factors most important for Iobation decisions probably ére not the
same as those most important for size and type decisions. Some of

the important factors are economics, environmental effects, avail-
ability of technology, fuel availability, and the projected level of
energy and/or power deficits. These factors cannot be ranked to cover

all types of facilities and all situations.



17.

17.

7.

-128~

A. Please explain your coﬁservation.proéram.

Attached is a description of each of the five units of the conservation
division of the energy agency (Building Techﬁica] Services, Local
Services, Conservation Special Services, Information and Education, and

Planning and Evaluation).

B. What direction do you see your conservation program taking in the
future?

In the short range, the conservation diVision will be'concentrating
on:
..Increading its planning and evaluation capability,
..Moving into long-range result areas such as land use and transportation,
..Increased activity in the buildings area, including energy audits
and building code interface,
..More interactions with the Public Service Commission,
. .Enforcement mechanisms for our existing statutes,
..Community programs, and |

..New federally mqndated programs.

C. Should a conservation program affect the need decision or. size
determination? Conservation is Minnesota's energy policy: how will
it affect demand in the future?

In preparing forecasts of Minnesota's energy situation to 1995 for its
biennial report, the energy agency projected baseline energy use in
1995 and use with increased conservation. With stringent conservation
measures in place, energy use in 1995 could be reduced to 5 percent

below baseline forecasts for that year.

Conservation efforts would have to be significantly increased to reach

this target.
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Existing residential buildings would need to be modified to conserve
from 30 to 45 percent of the heating fuels they now use. Energy use
in existing commercial buildings would have to be reduced by 25 percent.
New buildings would need to be built according to even stricter
standards than are now in effect so that by 1980 heating fuel savings
would rise from 15 percent to 35 percent in new homes, and from 60
to 70 percent in commercial buildings. In addition industries would
have to double the conservation efforts set by Department of Energy
targets to reach savings between 18 and 44 percent depending on the

industry.

This is a reasonable level of conservation that could be achieved if

prices, government supports, and consumer cooperation were all aligned.

Even with these stringent conservation measures in place, there
would still be a shortfall of 100 trillion BTU of traditional fossil

fuels that would have to be replaced by alternative energy sources.

These forecasts relate to total energy consumption in Minnesota in
1995. The role of electricity in this scenario is uncertain, and_%é.
a large extent contingent on the increase in use of electric space
heat in new construction, and the increase in the use of electricity

for industrial processes.

In the short run, it is expected that the demand for electricity may
decline slightly, or remain more constant. For example, from 1976 to

1977, electricity use in Minnesota decreased 2 percent.

Further information on the effects of conservation on long-range demand

is attached.
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This question seems'to be aimed at the problem of energy efficiency
as measured by the second law of thermodynamics. The point being
that high temperature sources (cohbustion) should do some wark
rather than be used as heat only sources. The problem is a valid
one in the consideration of new technology. However, much of our
existing hardware is designed to burn a fuel (0i1, or natural gas)
for héat only purposes. It will take many years and much education
to move away from the current hardware to systems which yield a
better match between heat sources and end uses. The issue is
particularly relevant in the generation of electricity where usé
of‘electrica1 resistance space heating converts a high quality
energy source to a log quality (Tow temperature) end usé. The
agency has taken a position against electric resisfance space

heating.

In a more general sense, we do not "determine the right" technology
except where we have specific certificate of need authority. In

other areas we would simply take positions on a particular technology.
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Rule 6 MCAR $ 3.025 G specifies what the agency shall include in
environmental reports for generating plants and transmission 1lines.
Rule 6 MCAR § 2.0638, which requires utilities to submit environmental
data in certificate of need applications, largely reflects the require-

ments of the environmental report.

The health and environmental agencies are required to appear in our
hearings regarding their position on need. The environmental section
of our rules provides those agencies with the environmental data needed

to participate in the certificate of need process.

Beyond the certificate of need proceedings, the director is a member

of the EQB. Therefore, the director routinely participates in

decisions involving environmental and health impacts of proposed

facilities. In addition, the agency's environmental coordinator

serves as a technical representative to the EQB.

The agency believes that the positions expressed by other agencies
regarding need, are sufficient for purposes of granting or denying a
certificate of need. Environmental effects are considered as expfégéed

in the criteria.

It is, of course, impossible for those agencies to do a detailed
analysis of health and environmental effects at the certificate of need
stage because the site generally is not known. However, the agencies

should be able to detect problems associated with the size, type

and timing of the proposed facility.
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The legislature essentially has decided when an EIS shoh]d be dbne.
The &gency does not believe enough evidence’exists to state that the
time is inappropriate. The éurrent system calls for an EIS to be
prepared after the siting stage but before construction permits are
issued. In addition, environmental reports are required at the siting
and need stages for generating plants and transmission lines. A
detailed EIS, of course, requires know]edgevof size, type, and location.
Those factors are not determined until the need and siting stages

are completed.

The content of an EIS is covered by law and rule. The agency does not
belie?e enough evidence exists to state that the curfent content an

EIS is inappropriate.

Size and generaj type decisions-afe made at the need stage. Location
decisions are made at the siting stage. Expanding the scope of the

EIS to cover all possible sizes, types and locations wauld be possible,
but an expanded EIS would be much more costly, time consuming,.gnd

difficult to use. The agency does not believe that the additional

This question is essentially the same as the last part of question 6

on page 3.

A. Where should non-utility, non-government people impact in the process?
People have and will continue to impact the process at all levels.
Because the regulatory processes that govern the sizé, type, timing,

location and environmental control decisions for new facilities are
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determined by rules promulgated under Chapter 15 ru]e‘making procedures,
individuals should have an impact on the rule-making process. The EQB,
the MEA, and other state agencies have worked to get non-government
non-utility people to participate in rule-making hearings. As a
result, the new rules are much better than the ones previously in effect.
People should also participate in the publié hearings conducted under
the rules governing each decision process. This input is particularly

important at the need and siting stages because of the size, type,

.'timing and location decisions.

B. Should these people be funded?

There are various approaches which could be tried, including funding,
public advisors, and public legal council. One of the difficulties
with funding is to decide which points of view should be funded. The
state is current]y using a public advisor, but the effectiveness of

this approach has not yet been determined.

A. What market forces in the economic sense exists for utilities?
These market forces include the rapidly increasing costs of capitai;

fuel, new facilities, and the relative prices of fuel oil, natural

gas and other alternatives.

B. What incentives exist for holding costs down?

The most major incentive is probably recent Public Service Commission
rulings coupled with fact that stockholders want a reasonable return
on their investments. The other major incentive is the fact that

most rate payers are unhappy with the rapidly rising rates.
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A. What do you feel is wrong with the existing energy process?

Refer to the Peter Vanderpoel and John Millhone Tetters.

B. What would you change about the process?

Same letter.

C. What is the most time-consuming aspect of the process and how should

it be changed?
The EIS/permit process. Refer to the Vanderpoel and Millhone letters.

In 1ight of the recent suggestion that Minneapolis buy NSP plants,
should the government operate the utilities? .

| No. There is p1enty’of evidence that the government cannot operate’

competitively with private enterprise. In addition, the value of the

plant and equipment owned by that state's electric utilities exceeds

3 billion dollars.

How is the uncertainty in the process effected judicial review,
hearing examiner process, and opposed time constraints? :

This question should be referred to the Attorney General's office.-
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QUESTIONS FOR ELECTRICAL UTILITIES

Personnel Question

( 1. How maﬁy professional personnel are'employed by your activity? Please break this
down by research, EIS, enforcement, forecasting, need determination, cost analysis,
conservation, alternative technologies, other.

Certificate of Need Questions

2. How do you determine need for a new facility?

3. How is the decision for determining size, type, timing, and location of new facili-
ties, lines, and substations actually made? ’

4. What factors do you weigh in these decisions and how are they weighed? (Please ad-

: dress the factors of cost, environment, transportation, fuel source and availability,
political climate and any others you use for each of the three decisions of size,
type, and location)

5. Can location factors affect size and type decisions? How? Should they?

6. Should the type of fac1lity be determined in a different manuner than is now used?
‘What criteria should be used? Is there any factor that should override a type of
facility? :

7. Where,.ideally in. the legal process. should 31ze, type, and 1ocatlon dec1s;ons be
- made?

Conservation Questions =

( 8. Please explain your conservation program. What direction do you see your conserva—
tion program taking in the future? Should a conservation program affect the need
decision or size determination? Conservation is Minnesota's energy policy: how could
it affect electrical demand. in the future?

9. How do you determine the "right" technology to meet end energy use needs7 Inclﬁde an
evaluation of temperature levels and reliability as factors in the determination of

technology.
Environmental Questions L - .f
10. How do you determine environmental and health 1mpaccs of proposed facilities’ Be
specific. . . _

11. Are the agency position papers required to be submitted under Minnesota Statutes
Chapter 116H.13 adequate for determining the health and environmental effects of a
proposed facility?: Why7 - .

12. When should an EIS be done? Before the Certificate of Need is issued? After the
Certificate of Need, but before the siting process commences? After the siting pro-
cess, but before permits are issued for plants to be build? Never? A combination
thereof (please specify)? Other? '

13. What should an EIS cover? Size? Type? Location decisions? Alternate technologies?
Alternative mechanisms to meet demand (conservation, price incentives, etc.)?

( ' 14, Should an EIS be done on total end use energy requirements for Minnesota? Why?

Electrical Rate Structure Questions
15. What forecasting technique or techniques do you use.to determine need? Please pro-
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ENERGY PROCESS STUDY (page 2) ' S-1

16.

17.

18.

19.

20.

21.

22.

23.

vide a brief description on your forecasting technique.

When you determine your forecast for demand of electricity, do you know who the us¢
will be and what the energy will be used for?

What is your projected demand for new facilities from now until 20257

How do you determine your rate increase requests? How much capital investment do you
have in plants, lines offices, maintenance equipment, etc.? What is the total oper-
ating expense for each plant, line, etc. each year? How have these costs changed?
How do you expect them to change in the future? What is your total yearly budget?

Hlstorically, what is your cost per kilowatt hour by plant and total for your company7

Do you own or plan to buy any companies 1nvolved in fuel supply, transportatlon, plant
construction, etc.? Do you own any other companies? Please provide a copy of your
state charter, articles of incorporation, and by-laws. -

How many rate increases have you asked for in the last ten years? How many have been
granted in full or fractional amounts (please specify)? Do you have a rate increase
request in progress now? If yes, for how much? Do you anticipate any rate increase -
requests in the near future? :

Should the Publlc Service Commission have input v1a rate determlnatlon in the 31ze,
type, and location decisions?

What market'forces in'the economic sense exist for utilities? What incentives exist
for holding costs down? . ' o 4(

Policy Questions

.24. Who should make the final decision on size, type, and location decisions: the utilQ;
ity? An administrative agency? The legislature? Or other? Why? Please rank order
the factors you feel should be considered in making the final decision.

25. Where should non-utility, non-governmental people impact in the process? At the EIS
stage? In courts? In hearings? Other (please specify)? Should these people be
funded? Why or why not? - -

26. What do you feel is wrong with the existing energy process? What would you change
about the process? What is the most time-consuming aspect of the process and how or
should it be changed? :

27. In light of the recent suggestion that Minneapolis should buy NSP plants, should the
government operate the utilities? Why or why not?

28. How is uncertainty in the process affected by judicial review, the hearing examiner
process, and imposed time constraints? Should any of these factors be changed? If
so, why? How do these factors affect uncertainty?

C
PR/jb
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UnNitet pouder association

elk rioer, Mminnesota  $£5330 » phone 612-441-31921

November 7, 1978

Mr. Patrick Reagan, Consultant
Science and Technology Project
Room 17

State Capitol

St. Paul, Minnesota 55155

Dear Mr. Reagan:

In response to your request for input in evaluating
the administrative and regulatecry process governing
electric utilities in Minnesota, please find enclosed
a copy of United Power Association's (UPA) response.

Once the final report is complete, we would like to
receive a copy.

Sincerely,
UNITED POWER ASSOCIATION

Philip O. Martin, General Ménager

- POM/AJR/mz

Enclosure

o
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UNITED POWER ASSOCIATION'S

RESPONSE TO ENERGY PROCESS STUDY QUESTIONS

United Power Association (UPA) is a generation and transmission
cooperative wbich receives insured loans‘and guaranteed loans
from the Rural Electrification Administration (REA). Therefdre;
we must abide by the many rules and regulations as set forth-

by REA.in the conduct of our business of providing reliable

and reasonable cost electricity to our 15 member éystems. See'
Attachmént A, pages H-1, H-2, and Map 1 for a listing of

UPA's members, service area, and a description of UPA.

The followihg is a listing of UPA's responses to your questions:

PERSONNEL QUESTION

1. How many professional personnel are employed by your
activity? Please break this down by research, EIS,
enforcement, forecasting, need determination, cost
analysis, conservation, alternative technologies, other.

Résearch--l

EIS--2

Forecasting--1

Cost analysis--2
Conservation--1

Alternétive technologies~--1

Other (Management)--3
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CERTIFICATE OF NEED QUESTIONS

A ]

How do you determine need for a new facility?

By performing a Power Requirements Study as described

in REA Bglletin 120-1. (copy attached)

How is the decision for determining size, type, timing,
and location of new facilities, lines, and substations
actually made?

By performing engineering studies such as A) optimized
generation planning; B) environmental impadt;
C) feasibility; D) load flow; E) present worth analysis;

and F) cost benefit analysis.

What factors do you weigh in these decisions and how are
they weighed? (Please address the factors of cost,
environment, transportation, fuel source and availability,
political climate and any others you use for each of the
three decisions of size, type, and location.)

This is a tremendously complicated process because all
the factors impact on each other. At UPA, we look at

the three major factors of cost, environmental impact,

and reliability. The final decision is based on a
weighing of these three factors. liowever, if all
things are equal, then cost weighs more heavily on.

the final decision.
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+Can location factors affect size and type decisions?

Yes,

How?

- In the case of generation, the requirement for cooling

water and also the fuel supply will vary with the
location, type and size of facility. 1In the case of
transmission, we must consider the distance to where
the bower is being delivered. This will have an effect
on- the size and type.

Should they?

Yes.

Should the type of facility be determined in a different

manner than is now used?

No.

What criteria should be used?
Cost, environmental impact, and reliability.

Is there any factor that should override a type of

facility?
Yes, demonstrated health effects.

Where, ideally in the legal process should size, type,

and location decisions be made?

After the need has been ascertained.
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CONSERVATION QUESTIONS

¥

8. Please explain your conservation program.

UPA, together with its fifteen member systems, is at
this very moment putting together a comprehensive conservation
program. Therefore, it is not available as an attachment

at this time.

What direction do vou see your comservation program
taking in the future?

Increasing.

Should a conservation program affect the need decision
or size determination?

If a conservation program is successful, it will, by
‘the very nature of it, defer need but not necessarily
affect size. : (

Conservation is Minnesota's energy policy; how could
it affect electrical demand in the future?

Conservation is only a part of Minnesota's energy
policy. Also, you need to define what it is you are
trying to conserve. For example, if we follow the -
federal energy policy of comserving oil and natural gas,
it will then increase demand for electrical energy
because of the source shift factor. Therefore, before
we can answer the question, we need to define what it is
we are trying to conserve because this could have a

large effect on the demand for electricity.
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How do you determine the 'right' technology to meet end
energy use needs?

The "right' technology must first of all be demonstrated
technology that is available on a competitive and reliable
basis, consistent with the environmental rules and
regulatibns. UPA uses an optimized generation mix

computer program to determine our generation needs. This
computer code optimizes the cost of base load, intermediate
load, and peaking type generation that is required in |
order to fulfill our load requirementé. Also, load
management systems are used to change the load to

fit the existing generatioﬁ.

Include an evaluation of temperature levels and reliability
as factors in the determination of the technology.

Based on our corporate mission of providing reliable
electric service at reasonable cost to our members, we
are continuQusly evaluating state of thé art technologies
to generate and transmit electricity. As a part

of that evaluation, we must always be cggnizant of the
part of the country that we live in here in Minnesota. . .
Since electricity becomes a vital part of sta&ing alive in
Minnesota during the coldest days of the winter, we

must have a transmission system that is designed to
withstand these elements so that we can provide

electricity to our consumers during these severe days.

Therefore, UPA is very conservative when it comes to

applying new technology that is temperature sensitive.
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Technologies which may be applicable in other areas

'of the United States, may not be applicable in Minnesota,

e.g. solar plants, tidal, geothermal, etc.

ENVIRONMENTAL QUESTIONS

10. How do you determine envirommental and health impacts
of proposed facilities? Be specific.

As we stated, UPA receives insured loaﬁs or loan
guarantees from the REA. Since federal monies are
involved in the construction of new facilities, UPA is
required to adhere to regulations established by REA
under the National Environmental Policy Act of 1969.

Such regulations specify in great detail the requirements
to be followed for assessing the envirommental and

health impacts of proposed major facilities (i.e., high
voltage transmission lines in excess of 200 kV and
generating plants greater than 25 MW.). The environmental
assessment required to be perforﬁed by UPA for these

major facilities forms the basis for a federal environmental
impact statement (FEIS) to be issued by REA and comméﬁéea
on by many federal and state agencies prior to the
issuaﬁce of loan funds for the propoéed project. The

FEIS is duplicative in almost all respects to the state
process. Even though both the state and federal regulatiomns
provide for a joint EIS, our experience has been that

the responsible federal or state agency is reluctant

to issue a single joint document and would prefér to
duplicate efforts. This procedure is covered under

REA Bulletin 20-21, (copy attached)

-6-
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Are the agencv position papers required to be submitted
under Minnesota Statutes Chapter 116H.13 adequate for
determining the health and environmental effects of a
proposed facility? Uhy?

At the Certificate of Need stage, detail of design and
location of proposed fécilities are not yet available.
Theréfore, specific questions relating to environmentai
and health effects are not addressable in position papers
required to be submitted by permitting state agencies.
However, the position of these agencies regarding the
health and environmental effects of various ﬁypes of
geherating and transmission facilities located in various
assumed settings are appropriate and may be.useful for
inclusion in the record of the Certificate of ﬁéed process.
In other words, it is possible only to discuss environmental
and health effects of proposed facilities in a generic

or broad texrm.

It appearé go us that there has been a move by various
environmental organizations and even some state agencies
to use the three step regulatory process (need-siting-LEIS)
to so delay and confuse a proposed project that eventually
the project is abandoned. We believe it to be the

policy of the state not to stop the construction of

needed generation and transmission facilities but to establish

in an orderly way after the need for such facilities
has been determined where they are to be_located, what
the impact of such facilities will bern the people of
this state and their environment, and to mitigate such
impacts teo the extent consistent with reasonable cost

and limited resources. However, there has been a

_7-
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growing tendency notad to use the sound regulatory

» framework established in this state to delay and halt
projects for which the need has been adequately demonstrated

and certified, all in the name of environmental protection.

When should an EIS be done? Before the Certificate of Need
is issued? After the Certificate of Need, but before the
siting process commences? After the siting process, but
before permits are issued for plants to be built? Never?

A combination thereof (please specify)? Or othexr?

An EIS should not be done before a Certificate of Need
is- issued. It would appear to us that the most logical
time to prepare the EIS is coincidental with the siting

process but before plant permits are issued.

What should an EIS cover? Size? Type? Location decisions?
Alternate technologies? Altermative mechanisms to meet
demand (conservation, price incentives, etc.)?

An EIS should cover the environmental impact of a type.of
facility at 'a particular location(s). The size and
alternate technologies and alternative mechanisms to meet
demand (cbnservation, price incentives, etc.)»should

be limited to the Certificate of Need process.

Should an EIS be done on total end use energy requirements
for Minnesota? Why?

Yes, because firms or individuals burning fuel oil or
coal for their use taken individually, will have very

little environmental impact. However, when taken in
total, the environmertal impact is quite great. Example,

in automobile emission. Also, consideration should be

given to specific locationms. : . {
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ELECTRICAL RATE STRUCTURE

15.

16.

17.

18."

Al

 What forecasting technique or techniques do you use

to determine need? Please provide a brief description
on your forecasting technique.

See pageé H-3 through UPA-1 of Attachment B.

When you determine your forecast for demand of
electricity, do you know who the users will be and
what the energy will be used for?

See pages UPA-2 and UPA-3 of Attachment C.

What is your projected demand for new facilities from
now until 20257

Future facilities for UPA are discussed in pages H-8
through H-10 of Attachment B.

The 1978 Advance Forecast Report to the Minnesota
Environmental Quality Board (MEQB) which was submitted
by the Minnesota/Wisconsin Power Suppliers Group

contains UPA's projected demand.

How do you determine your rate increase requests?

UPA is a cooperative electric utility which is governed.
by a 2l-member Board of Directors composed of members
of the distribution cooperatives who own'UPA._ Rates
are set by the Board of Directors after very careful
review of annual budgets prepared by UPA Management.
These rates must be adequate to cover certain financial

ratios that are called for in the mortgége between

-9-
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UPA and REA and other lenders. As a cooperative, rates
are set by the people who use the electric service.
In other words, the same people who establish rates pay
the rates. These rates must, however, meet certain

requiremgnts established by REA and require their approval.

" How much capital investment do you have in plants, lines
offices, maintenance equipment, etc?

UPA maintains investment records by individual accounts

that make up electric utility plant. A summary follows:

Capital Investment Utility Plant (1977) -

Balance
, End of Year
Total Intangible Plant $ 2,505
Total Steam Production Plant 34,323,946
Total Nuclear Production Plant , -——-
Total Hydro Production Plant ---
Total Other Production Plant 3,758,447
Total Production Plant 38,082,393
Land and Land Rights ' 2,911,117
Structures and Improvements ‘ 116,962
Station Equipment 12,159,638
Other Transmission Plant 26,635,424
Total Transmission Plant 41,823,141
Land and Land Rights - 199,476
Structures and Improvements -—-
Station Equipment ‘ 10,864,623
Other Distribution Plant . -——
Total Distribution Plant - ’ 11,064,099
Total General Plant 7,439,514
Electric Plant in Service 98,411,652
Electric Plant Purchased or Sold : 92
Electric Plant Leased to Others ---
Electric Plant Held for Future Use . -—-
Completed Const. Not Classified -
Acquisition Adjustments ---
Other Utility Plant ===
Nuclear Fuel Assemblies -—-
Total Utility Plant in Service : $ 98,411,744
Construction Work in Progress , 270,065,900
Total Utility Plant $368,477,644

~-10~
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| . What is the total operating expense for each plant,
line, etc., for each year? How have these costs changed?

{ Although separate records of operation and maintenance
expenses are maintained for generatiﬁg stations (with the
exception of diesel plants which are combined), transmissioﬁ
lines and substations and distribution substations are

*

presently recorded as a unit. A summary follows:

Statement of Operations

1976 . 1977

; Operation Expense-Production $ 1,205,259 $ 1,278,412
| . excluding fuel ' .
? Operation Expense-Production-Fuel 4,023,315 5,029,541
B -Other Pwr. Supply 14,788,174 20,091,398
[ -Transmission 2,436,086 2,878,980
j -Distribution 224,855 246,185
-Consumer Accts. -—— -
; : -Cons.Serv.& Info. -—- -
i : -Sales . 2,142 . 3,038
( -Adm. & General 1,567,242 1,715,750
; Total Operation Expense 24,247,073 31,243,304
| Maint. Expense-Production 1,927,688 2,645,167
z -Transmission 343,303 306,430
-Distribution 86,751 - 62,349
: -General Plant 134,435 134,924
Total Maintenance Expense 2,492,177 3,148,869
Depreciation & Amortization Exp. 2,869,931 3,120,614
Taxes ‘ 1,566,811 2,358,461
Interest on Long-term Debt 5,075,480 13,257,340
Interest Charged to Const.-Credit (3,434,052) (11,278,882)
: Other Deductions v 137,981 174,573
f Total Cost of Electric Service $32,955,401 $42,024,282

-11-



_Z‘[-

Production Report (1,000s of $)

Diesel Plants Elk River Station

Stanton Station

1976 1977 1876 » 1277 1976 - 1977
Total Production Cost $ 346.9 §$§ 330.9 $ 968.2 § 878.5 $ 5,841.2 $ 7,565.7
Net Generation (MWH) 3,373.3 2,691.2 16,924.0 19;229.0 900,076.0 884,375.0
Average Cost, $/MWH 102.8 122.8 57.2 45,7 6.5 8.6
Production % of Investment 9.2 - 8.8 : 9.7 : 8.9 18.9 24 .1
Transmission and Distribution'(l,OOOS of $)
) Power Distribution
Lines Substations Substations
1976 1977 1976 1977 1976 1977
Total 0&M Cost $2,283.4 S$2,696.1 $ 496.0 $ 410.2 $ 311.6 $ 288.5
Miles of Line 1,930.6 2,017.8 T e --- -—- -—-
Capacity (KVA) == --- 1,050.1 1,150.1 583.9 611.8
Cost per Mile of Line .
0&M : 1.2 1.3 - -—- - ---
Investment 14.4 14.6 --- -—- --- ---
- Cost per KVA ($) . o
0&M -——— - 0.47 0.36 0.53 0.47
Investment | --- --- 11.53 10.67 17.11 18.08

-6%1-
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How do you expect them to change in the future?

It is anticipated that these costs will increase

substantially in the future.

What is your total yearly budget?

The total revenue of UPA in 1978 is expected to

reach $57 million. The 1979 Operating Budget

recently approved by the Board of Directors

estimates a revenue of $74.9 million.

'19. Historically, what is your cost pef kilowatthour
- by plant and total for your company?
MILLS/KWH

1973 1974 1975 - 1976 1977
Stanton  4.51 5.02 7.67 8.24 11.09
Elk River 14.20  '19.13 36.39 106.67  103.17
Maple Lake.(l) -— - 1,980 826 8§91
Cambridge (1) 213 347 194 147 161
Hawick (1) 788 723 328 295 369
Milaca (1) 605 3,009 454 377 469
Pine City (1) 308 685 275 224 274
Kettle Rvr(l) 255 1,498 443 . .
Total 11.64 11.97 36 17.87 21.22

15.

(1) These are diesel peaking plants which are used inf:equently;

therefore, the cost per KWH is extremely high.

-13-
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Do you own or plan to buy any companies involved in
fuel supply, transportation, plant construction, etc?

Ho plans at this time.

Do you own any other companies?

No.

Please provide a copy of your state charter, articles
of incorporation, and by-laws.

- See attached Articles of Incorporation and Bylaws as

amended January 12, 1976.

How many rate increases have you asked for in the last
ten years? How many have been granted in full or
fractional amounts (please specify)? Do you have a
rate lncrease request 1n progress now! II yes, Ior
how much? Do you anticipate any rate increase requests

in the near future?

Not applicable since UPA rates are determined by its

consumer/owners and REA.

Should the Public Service Commission have input via
rate determination in.the size, type and location
decisions?

No; however, more consideration to cost must be given
in the determination of size, type and location during

the energy process. Therefore, a PSC member -should be -

‘placed on the MEQB.

What market forces in the economic-sense exist for
utilities?

Competition between utilities to keep costs down.

What incentives exist for holding costs down?

UPA is a cooperative; as such, we are dedicated to

providing electrical service at cost.

-14-
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POLICY QUESTIOQNS

24,

25.

Who should make the final decision on size, type, and
location decisions: the utility? An administrative
agency? The legislature? Or other?

The utility with input from the public and governmental
review. '
Why?

Because the utility has the expertise to best determine
the needs of its consumers and furthermore, it has the
obligation to provide for the needs of its consumers.
Therefore, it is in the best pdsition to balance the
cost, environmental impact, and reliability factors.
However, this process should still allow sufficient
governmental review to ensure the proéection of the
§ublic iﬁterest.

S

Please rank order the factors you feel should be
considered in making the final decision.

See Question 4.

Where should non-utility, non-governmental people impact

in the process? At the EIS stage? 1In courts? In
hearings? Other (please specify)?

In hearings.

Should these people be funded?

No.

-15-



26.

_ -153-
Why or why not? ;

. Because people who are truly interested in the decision

that is being made will not require funding. Funding

will only lead to a greater participation of professional

or organized intervenors. Such participation does not
lead to decisions which truly benefit the public but only
add unnecessary costs to the project. Also, they are

already funded by private organizations.

What do you feel is wrong with the existing ehergy
process?

. takes too long
. allows too much interagency overlap
insufficient interagency and intra-agency communications

1
2
3
4, is duplicgtive
5 | is too complicated
6

allows too much legal intervention

£

What would you éhange about the process?

These functions should be better allocated and coordinated .

between the different state agencies.

What is the most time-consuming aspect of the process
and how or should it be changed?

The most time-consuming aspect of the process is the
number of studies that are required and the time required
to perform these studies. They have become a monstrosity
of unnecessary detail; therefore, the précesé must be

simplified.

-16-
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5. 27. In light of the recent suggestion that Minneapolis
' should buy NSP plants, should the government operate:
the utilities? Why or why not?

% The suggestion that Minneapolis buy NSP plants has
little to do with this question. The electric utility
. industry in the USA provides better electric service
to the consumers than any other electric industry in the
world today because of its makeup; i.e.,—-investor-ownéd,
| ‘public power districts, cooperatives, municipalifies and '

‘state and federal government.

5 28. How is uncertainty in the process affected by judicial
j review, the hearing examiner process, and imposed time
constraints? '

Under the present process, a utility can never establish
when construction can begin without being challenged in the
k | courts. ‘_ | |

| Should any of these factors be changed?

) )

Yes,

g ' If so, WhXZ
There should be some cutoff point in the process where

more legal intervention would require posting of a bond

which is commensurate with the delay costs. "

How do these factors affect uncertainty?

It would eliminate the uncertainty that after a point in

time there could not be any more legalvchallenges to the

! decisions made during the legal process.. As it is right now,

/ you get challenged in the county courts, state court; and
federal court systems and you can be tied up in legal battles fo

5( years and years and years. You never know when you have ﬁhé

legal right to go ahead with construction without further

legal intervention.
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GENERALIZED COMMENTS ‘

»

As a cooperétive electric utility, we are required to serve

all who request electric service. Many times those

requesting electric service are very remote from existing
electric faciiities. This results in the rural eleétric
coéperatives having fewer consumers per mile of line than other
electric utilities in the state. Approximately 65% of the cost
of providing electric energy to the end user is.contained in the
cost of.wholesale power. If the cooperatives are to serve theixr
member-owners with dependable electric power at a cost they

‘can afford, the wholesale price must be kept at an absolute
minimum. Over regulation and unnecessary governmental
involvement only tends to increase the cost with no offsetting
benefit. We'believe there should be a cost/benefit analysis made
by state agencies prior to adopting positions which do little
other than incregée the price of electric energy. We would
suggest this be called a financial impact statement. There
has to be additional coordination among state aggnéies with

a dedication of all to keep costs at an absolute minimum. --
Respectfully Submitted by,

UNITED POWER ASSOCIATION

-18-
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November 7, 1978

Mr. Patrick Reagan

Science and Technology Project
Room 17 State Capitol

St. Paul, MN 55155

i RE: Energy Process Study Questionnaire
! Gentlemen:

( - Cooperative Power Association is pleased to have the opportunity to
contribute to the study being undertaken by the Subcommittee on Science

| . and Technology of the Legislative Coordinating Commission. Due to the
o short amount of time allowed for responses, not all of the questions posed
; have been addressed, nor are some of the responses as specific as would be
| desirable. However, CPA has attempted to convey to the Subcommittee as
) much of the requested 1nformat1on and views as it can, emphasizing points
of greatest concern.

I hope this response will be usefu] in the Subcommittee's study of the o
Energy Process.

§ . . Sincerely,

T. V. Lennick, General Manager
Cooperative Power Association

Enclosure

WK:sia

3316 West 66th Street, Minneapolis, Minnesota 55435 612/925-4556
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RESPONSE
by
COOPERATIVE POWER ASSOCIATION
to |
| ENERGY PROCESS QUESTIONNAIRE

As an association of rural electric cooperatives, Cooperat1ve
Power Association (CPA) must prepare a Power Requirements Study
according to Rural Electrification Administration (REA) guidelines
(REA Bulletin 120-1). CPA also employs an econometric model of
energy requirements as a method of independent validation of

the Power Requirements Study.

When CPA management determines from the Power Requirement Study
that new facilities are needed, authorization is obtained from the
CPA Board of Directors to make applications for appropr1ate certi-
ficates and permits. A

For large electric power facilities, need, size, type, timing and
location are all determinations made by the Minnesota Energy
Agency (MEA) and the Minnesota Environmental Quality Board (MEQB).
Their determinations are made according to rules promulgated pur-
suant to chapters 116C, 116D and 116H of the Minnesota Statutes.

In order to establish need, CPA must fulfill the requirements of

- the state's rules.

Factors to be considered in proposing a facility are numerous and
are prescribed by rule by the state. The objective of the utility

is to arrive at a cost-effective and environmentally sound technology.

Political climate becomes a factor in utility planning during the
licensing process and is now very much of a problem for electric
utilities. However, weighing political factors is not a precise
science, especially when there is no concensus among the public,
utilities and regulators as to type, size and location of facilities.

Location factors can influence size and type decisions. Factors
such as water availability, air quality, distance from a railroad,
fuel type and availability, compatibility with existing land use,
location of the load centers or system deficiencies, and legal
prohibitions or guidelines are all factors associated with location
which can affect plant size or type. :

When considering whether need determination should preceed or

succeed site designation, thought should be given to the objectivity
that would be lost from the need certification process if the site
were already determined. Local residents would possibly exert

undue pressure on decision-makers if they are unhappy with the siting
decision. On the other hand, if need determination follows siting

of a facility, need forecasting can be expected to be more accurate
if it occurs later in the process and would allow utilities more
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flexibility in their planning.

A comprehensive, interrelated process for addressing need and siting
issues has evolved over the past 5 years which represents a great
deal of effort by the Legislature, state agencies, utilities and the .
public. The process provides a forum for the investigation of the
energy and environmental aspects of every important issue, including
type. The public has access to the process and the process is pre-
dictable and finite. Furthermore, utilities, government agencies and
the public are becoming more familiar with the process, its sequence
and timing, and participation on all sides is becoming more extensive
and effective.

A system-wide conservation program is currently under development at

CPA which will emphasize home insulation as the most beneficial con-

servation measure. Each of our 19 co-ops is engaged in some form of

insulation program and conservation information distribution. 1In

the future, we anticipate spending more staff time on promoting con-

servation system-wide and on coupling conservation programs with peak
shaving programs and a system of automated controls on certain appliances.
Conservation has already had an effect on our decisions on future gen-
eration needs.

For energy production and transmission, technologies are determined
by attempting to optimize the cost of environmentally acceptable and
reliable technologies.

Prior to the selection of a particular technology for a proposed
facility, potential impacts for all relevant environmental parameters
are quantified and examined in order to select an environmentally sound
technology. When necessary, models are designed or consultants hired
to predict environmental effects of the alternatives being examined.
When a particular technology is proposed for a facility, all potential
impacts for all relevant environmental parameters are quantified as
required for various permits and certificates. :

Adverse health impacts are avoided by designing facilities which are
capable of adhering strictly to those state and federal rules and
regulations which are designed to protect the public health and welfare.
Specific facility design features and the engineering, construction and
operation of large electric power facilities are also governed by the
National Electric Safety Code which has been adopted as the state's
safety code, and by cond1t1ons of numerous construction and operating
permits.

State agencies make the actual "determinations" of environmental and
health impacts of proposed facilities. Existing state and federal
policy, in the form of legislation protecting certain "critical" lands,
for instance, or regulations 11m1t1ng air, water, solid and hazardous
waste emissions, go a long way in predeterm1n1ng what is an acceptable L
facility and where.



A N earal men Ve et Vit o 1o b Mmets %o e s e+ % e A+ ol - o+ e B

-3 - :
-159~

12-14. The question of content and timing of EIS's on large electric energy
facilities is a.complex onewhich requires a thorough understanding
of the interrelationship of several laws. The Minnesota Environmental
Policy Act (MEPA), the Minnesota Environmental Rights Act (MERA), the
Minnesota Environmental Quality Board Act, the Power Plant Siting Act
(PPSA) and the Minnesota Energy Agency Act (MEAA), all influence the
content and timing of EIS's on large electric energy facilities.
Furthermore, these laws must be read together so that the specific
dictates of the PPSA and the MEAA are followed as well as the overall
objectives of the MEPA and MERA. The Minnesota Environmental Quality
Board (MEQB) has been established as the agency with authority to
interpret and insure proper administration of these laws.

The MEQB has established by rule (6 MCAR 3.025G) the environmental
review process for large electric power facilities. The procedure
outlined in these rules is intended to consider potential environmental
effects of proposed facilities early in the sequential decision-making
process, where they are most appropriately considered, while eliminating
duplication by reducing repeated consideration of 1dentlca1 issues at
each stage of the process.

The procedure requires that an EIS-like environmental report be pre-
pared by agency staff at each stage of the certification process.
The report must be prepared in time for the public¢ hearings held at
that stage of the process. It must examine the environmental issues
relevant to the decision being made at that stage of the process.
These environmental reports, and the EIS at the last stage, include
a summary of previous environmental reports to give perspective to
the environmental issues.

15, As mentioned earlier, CPA uses the REA method in forecasting need,
backed up with an econometric model. REA forecasting procedures
are based upon mathematical trending of historic consumption of
electricity. These procedures are used to develop the Power Requwre-
ment Study. There are three objectives of this study:

1) Identification of types and magnitudes of
system loads;

2) To provide a breakdown of system energy consumpt1on
requirements;

3) Development of estimated peak system demand for
each forecast year.

The data base used to deve]op the forecast consists of:
1) Billing data of member co-ops;
2) The history of the number of consumers and
the average electrical consumption per
consumer;

3) Purchased power sales; and

4) The sales history of each member co-op.
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For further explanation of the CPA forecasting technique, please
refer to the "1978 ADVANCE FORECASTING REPORT TO THE MINNESQOTA
ENVIRONMENTAL QUALITY BOARD" submitted by the Minnesota/Wisconsin
Power Supplier's Group. For a specific example of an application
for a Certificate of Need, and attendant justification prepared
by CPA please refer to "APPLICATION for CERTIFICATE OF NEED for
LARGE HIGH VOLTAGE TRANSMISSION LINE and ASSOCIATED FACILITIES",
submitted jointly by Cooperative Power Association and United
Power Association. Both items should be available in the Legis-
lative Reference Library. '

Yes.

See "1978 ADVANCE FORECAST REPORT TO THE MINNESOTA ENVIRONMENTAL~'
QUALITY BOARD" which is a fifteen year forecast. No firm projections
have been made beyond the early 199Q0's. .

CPA is a non-profit association of rural electric cooperatives which
buys and generates electricity to sell wholesale to its 19 member
distribution cooperatives. Wholesale prices are set to cover the
costs of producing or buying the electricity. Wholesale power costs
are rapidly increasing at present. CPA expects the wholesale price

-+ of electricity to its 19 co-op members to approximately double by

the end of 1979. Another sharp increase will occur as Coal Creek
Generating Station Unit 2 comes on line in 1980. After 1980, rate
changes should be smalier.

CPA is a non-profit association of rural electric cooperatives. The
major incentive that exists for holding down costs comes from the

co-op philosophy. Consumer reaction to rate increases has a force-

ful effect on holding increases to a minimum. Rate increases exper-
jenced by CPA can be attributed to the increased cost of environmental _.

- controls, skyrocketing fuel .costs, and by the increasing cost of money.

In the pasf five years, interest rates on REA funds have soared from

2% to 8.7%. The impact of the interest.rate increase on CPA customers

will be significant due to CPA's need to construct new facilities to
meet its load requirements.

As mentioned earlier, comprehensive, interrelated need certification
and siting processes, with thorough environmental review and broad
spectrum citizen participation, have evolved over the past five years.

- The process represents a substantial amount of work done by the

Legislature, state agencies, utilities and the public. The laws

which govern the process incorporate a broad spectrum of environmental,
social and economic values. This process is continually being refined
by legislative adjustments and administrative rulemaking.

(-
At this time, CPA sees no need for major jurisdictional changes. However,
it would simplify the existing process if issues of a generic nature,
such. as type, health and safety, or construction practices, could be
settled and policies established through rulemaking independent of
specific projects. That way specific, needed facilities would not be
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tied up unnécessari1y in administrative or other legal forums and-
identical issues would not be reconsidered for every project.

As is indicated in the statement prepared for the Minnesota/Wisconsin
Power Suppliers Group, many problems have. been experienced by electric
utility companies which have attempted to secure need and siting cer-
tification from the State of Minnesota. The problems have generally
resulted in very bad publicity for utilities and government, and in
added costs which must be absorbed by consumers of electricity. The
problems encountered have occurred at every stage of the sequential
11cens1ng process, and each application is usually plagued with its
own unique problems.

Many factors have contributed to the problems. For instance, in a
public forum it is very difficult to resolve issues as complex as those.
surrounding energy facility need and siting certification. Complex
issues are understood differently by different interests. While the
energy facility need and siting certification processes invite input
from all interests, they also demand resolution of the issues. Because
there is often no concensus opinion, one result of a need or sitlng
decision can be disappointment and m1sunderstand1ng

Nobody expected that the problems encountered in the need process, and
expecially in the siting process, would be as severe as they have been.
Few utility or government staffs were prepared or experienced to deal
effectively with the hostility that was the reaction to proposed new
energy facilities. Recent projects have been going much more smoothly,
largely because utilities, government and the public have learned much
from experience with the complex energy need and siting certification
processes. As mentioned earlier, participation on all sides is becoming
more extensive and effective. For this reason, it is important not to
make major jurisdictional changes in the process.

It is imperative to the utility industry and the general public to
maintain a process which is predictable and finite. Increasing govern-
ment regulation and public participation in the utility planning process
has become a very expensive matter. While it has been determined that
it is necessary to inject these social and environmental interests into
the utility decision-making process, economic considerations must
remain as a very important factor. It has been predicted that the
utility industry will require 10% of the nation's total capital market
in the fifteen year period, 1976-1990. This is a substantial amount
for any one industry and if that money is not wisely invested, it means
there will be just that much less money available for other important
uses such as home mortgages.

As competition for money increases, interest rates go up. For REA-
financed co-ops they've gone up over 400% in the past five years. Any
capital expenditure which does not have a sound justification exerts
an inflatjonary force on the nation's economy. This is because, in
effect, too great a price is being paid for the "goods" received.

Judicial review under MERA can have the effect of undermining the pro-
cedures established under the PPSA. Suits can be brought with little
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grounds, at any time, changing the forum for investigation from a
public forum to the courts, effectively excluding many who have
participated in good faith.

Judicial review under MERA also poses a problem because the standards
for review are different under MERA than they are under PPSA.

MERA was intended to serve as a vehicle for concerned persons to
obtain a civil remedy for actions which will pollute, impair or
destroy protectable natural resources. MERA was enacted in 1971 when
little or no other environmental legislation was in existence. The
PPSA painstakingly provides access to the decision-making process and
civil remedies for aggreived persons within 60 days of an action.
Actions taken pursuant to PPSA and MEAA should be exempted from MERA,
This would have the effect of forcing the issues before the MEA and
the MEQB during the power plant siting hearings rather than waiting
until the decision is made and then seeking judicial relief.



£ 3
-163- |

/ 7 /Zé%/f ,</////j

COOPERATIVE ELECTRIC POWER ASSOCIATION
. HIGHWAY 71 NORTH . . WILLMAR, MINNESOTA 56201.

R

other A g

;7 TELEPHONE
" AREA CODE 612
235 - 4155

" Mr. Patrick Reagan, Consultant
Science and Technology Project
" Room 17, State Capitol
St., Paul, MN 55155

Dear Mr. Reagon:

"This is in response to Representative Gordon 0. Voss's letter:
dated October 6th in regard to the questionnaire he sent to
this Cooperative. We will try to answer hls questions to the
best of our ability.
_Under Personnel Question No. 1, this Cooperative has 32 employvees
.in all categories. We are involved with distribution only. We
do not own a transmission line, nor do we own a substation. On
"occasion, we are involved in some research with one employee.

No one needs to be concerned about an environmental impact state-
ment nor enforcement. We have two employees involved with fore-
‘casting and need determination. We are always involved with

cost analysis, because we try to serve at cost as nearly as is
possible. As far as conservation is concerned, we are enclosing

: with this letter a Conservation Policy that we recently drew up
for the Board of Directors to consider. palternative technologies
are usually left up to our power supplier, the United Power Asso-
ciation of Elk River, Minnesota. We are, of course, interested
in technologies, such as solar, because we want to work with the
membership to their ‘best advantage whenever we can.

Under Certificate of Need Questions, number 2, the need for

new generation facilities is handled by the United Power Associa-
tion. Power Requirement Studies are'also required by tha Rural
Electrification Administration as well as UPA. 1In this regard, we
analyze needs of each class of customers. We visit with all large
commercial customers. We receive information from the State Demo-
grapher's office. We work with the County Planning Commission, City
of Willmar Chamber of Commerce in regard to growth patterns and busi-
ness developments in the area, as well as building trends, interest
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rates, or whatever would have an effect on the number of peoplie wno
are moving away or moving into the area. REA is vitally interested
in the Power Rermirement Study, which is updated as loan funds are
needed, or as requirements from past studies have indicated that
present facilities are now not sufficient after long range power
~requirements have been determined by us with the help of REA and
with the help of UPA. As far as all necessary input is concerned,

UPA thén has a computerized program to come up with the needed
information. Therefore, generation facilities =nd substations are
installed by UPA. However, system improvements, such as conductor
size, single phase, V-phase, 3-phase lines, distribution line pro-
tection, power factor, and all things necessary to maintain and
operate a good distribution system are taken care of by our operations
and maintenance engineer as well as our consulting engineer, Ulteig
Engineering, Inc., of Fargo, North Dakota. Factors such as voltage,
the cost of distribution facilities are always a factci. However,

no investment is made until it is found to be necessary in order to
provide good reliable electric service.

As far as the environment is concerned, visual pollution is considered
as well as any other factor that would involve the ultimate user,
Transportation, fuel sources and availabldility are, of course, left

up to our power supplier, UPA.

We don't helieve location factors could effect the size of a plant
except possible for losses if the distance is grzat. However, the .
type of a plant would be effected by the availability of fuel.

Size and location decisions, we believe, should be made by the builder,
or the generation plant owner. The type to be built probably would

get the politicians involved because of the concerns of people and to
what extent people have been getting true facts about various types

of facilities.

Under Conservations Questions, No. 8, as I stated before, we are
sending to you a conservation policy, recently drawn up for this
Cooperative to consider. We believe conservation is extremely impor-
tant and that a conservation program should affect the need, decision.
It certainly could affect electrical demand in the future if we all

conserve like we should and especially conserve through load manage-
ment.
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Your environmental questions could best be answered by a genera-
tion facility.

As indicated above, as far as forecasting techniques are concerned,
we mainly use the REA Power Requirement Study and the REA Long Range
Financial Forecast. Our power supplier gets “rzrzy:.much involved with
these two studies.

Yes, we do believe that when we have détermined our forecast for
demand of electricity, we do know what the energy will be used for,
United Power Association has recently found that it is possible that
no new facilities would be needed for a number of years, like possi-
bly after 1990, assuming conservation =~ . the way we believe it may
work.

Enclosed is a copy of our by-laws and articles of incorporation.

We have asked for two rate increases during the last 10 vears.
Cooperatives are not under rate regulation. Therefore, our last rate

" increase that went into effect, as of August 1, 1978, was approved by

our Board of Directors as well as REA. We have no rate increase

" request in progress at the present time. We do anticipate another
‘rate increase during the next few years. However, we hope to be able
“"to withstand inflation pressures by simply passing on increased power

costs for the next few years.

Cooperatives are dedicatad to providing the best possible electric

service at the lowest possible cost. This is what we are dedicated

to do. There are no stockholders or investors who have to be satis-
fied. The Board of Directors serves at no remuneration except their
loss of time on their particular job and their expenses in .erving

on the Board.

Policy Questions 24 through 28-~ We answer as rfolliuws. The final
decision on size, type and location of generation facilities should
be left up to the utility. The utility business is certainly not new
and with the experience and know-how that has been generated over
the years, any generation and transmission utility would certainly
be most knowledgeable in regard to these factors.

We rank in order of importance, the following factors that should be
considered in making the final decision:
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The most economical size that will t2%a care of needs for a reasonable
length of time. The type would have to do with the acceptance of the

general public and the politicians, but mainly, the type should be the
one that conserves energy in the best way.

Location decision should be based on fuel supply, the environmental
impact, the cost, the availability of land, the type of land that
would have to be used, the acceptance of transmission lines, and of
course, the ultimate rates for electric service and the reliability
of the service itself.

Question 26—~ We feel the existing energy process has much to be desired,
because first of all, it is extremely costly. It is very time-consuming .
It involves wany people who know little or nothing about the supplying
of energy.Due to the desire of utilities to be efficient and to get
things done, the general public is not communicated with properly in
order to gain acceptance. The most time-consuming aspect of the pro-
cess are the many permits and processes that have to be followed in
order to be able to come up with a final decision. We do not believe
the government should operate utilities. A great deal of technical
know-how is required to operate utilities efficiently. If a govern- (
mental unit should take over any utility, the ultimate service would ‘-
have to become more expensive or more restricted thereby lowering .the
standard of living and availability. Electrical utilities are an
extremely high investment utilty where competitbn and private enter-
prise must be allowed to work the best way possible.

We hope that our answers, at least in part, to your questions will
serve some purpose and be helpful. We are convinced that a great
deal of money will be saved by the membership of this Co-op if we are
allowed to set our own rates, have our own membership regulate, so to
speak, through the democratic process of the operation of the coopera-
tive.

Yours very truly,

CAI T i
Axel H. Johnson
Manager
AHJ/jvb
Enclosures
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823 MAPLE ST, ¢ PHONE 218 - 829.2827 e BRAINERD, MINNESOTA 5640t

October 17, 1978

Mr. Patrick Reagan, Consultant
Science & Technology Project
Room 17, State Capitol

St. Paul, Minnesota 55155

Dear Mr. Reagan:

We wish to acknowledge your letter of October 6th and the
questionnaire relating to utility system planning.

First, we should clear the point that the Crow Wing Coopera-
tive Power and Light Company is an electrical distribution
cooperative only, and is a member of the United Power Assn.
who is the supplier of electrical energy and does the genera-
tion and transmission to the load centers.

Our cooperative is not involved with voltage greater than
24,900. Generally, most new service extensions are placed

underground so there is a minimum of impact on the environ-
ment.

“e shall attempt to answer your qu stions as you list them.
Personnel Question: We have no professional personnel on
the payroll at present; the engineering and accounting is
performed on a contract basis by consulting firms.
Certificate of Need Questions: Numbers 2, 3, 4, 5, 6 and 7

should be answered by United Power Association. They do not
apply to our cooperative.

Conservation Questions 8 and 9: Enclosed is a copy of our
energy conservation program. This has been approved by the
Rural Electrification Administration.

Environmental Questions 10, 11, 12, 13 and 14 pertain to the
energy supplier which is United Power I:sa.

Electrical Rate Structure Questions:

15, Forecasting is done by a computer using a logarith-

Ouwned by Those it Serves
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mic trend, based on historical data of the previous 11
years in accordance with REA Bulletin 120-1.

16. No; however, we have a trend of the various consumer
categories.

17. Forecasts are made for five and ten year periods
only. ‘

.18. In accordance with REA procedure, a 1l0-year financial

forecast is made to be submitted with each loan reauest
for system improvements.

The 1978 operating budget (revenue
requirements) were $7,921,055.

19. Do not understand whether you mean production cost
per KWH'r or KWH'r to plant investment ratio.

20. No.

21. Our cooperative has had four rate increases in five )
years and has had three rate reductions in the five years ( "
previous to the inflationary trend in 1973. -

22. No way.

23. Utility companies must use long term financing be-
cause of the tremendous costs necessary to provide service.
Cooperatives, such as Crow Wing Cooperative, receive 70%

of financing from REA at 5% interest and 30% financing from
private markets at 10.5% interest. If this trend continues,
there is no way that cooperatives or private utilities can
exist and maintain service as is required by law. The gov-
ernments excessive and unnecessary regulation policies are
depressing the bond rating of all utilities and consequent-
ly increasing the interest rates and service costs. Where
are the incentives for holding costs down? May we ask you.
The only recourse there is is poss.oiy hold any plant ex-
pansion to a minimum and let the consumer accept a deterior-
ating quality of service.

Policy Questions:

24. Let the utility make the decisions. Please keep poli-
tics and bureaucracy out of making these decisions. You can
see the present results; there are no plans for new plants
in Minnesota at the present time, and it takes ten years k
to put a plant on the line with the necessary red tape in ™~
volved. With a present growth rate of 5% compounded annual-
ly, we will require plants before the 10 years are past.
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25. DPossibly at the ELS stage and hearings. If the non-
governmental people wish to participate, let them do their
own funding. You should consider the Minnesota tax payer;
he is carrying all the load he can bear with all the bureau-~-

crailz ohlocieer, ,

-

26. The Unnecessary Red Tape.

.27. I have not seen any program to this date that the gov-
ernment could operate as efficiently as the private sector.
Witness, tiis presceuc -ostal svstem - another system that

. would be subsidized by the tax-payer.

28. Very time consuming and most expensive.
We have answered these questions as we see the problem. You may

not agr-: Y +h our opinion; nevertheless, from exp=z-i=-ze, this
is our view point. :

/- wf>(%&LA%/{i:////

LouisB. Polasik
General Manager

LBP:jjo
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Telephone 847-3520 Jackson and Martin Counties

JACKSON, MINNESOTA 50143

October 17, 1978

Mr. Patrick R:-.;on, Consultant
Science and Technology Project
Room 17, State Capitol

St. Paul, Minnesota 55155

Dear Mr. Reagan:

Thank you for returning my phone call today and discussing the Energy
Process Study questionnaire. As | stated on the phone, we have a very
small staff and for us to take the time to fully and completely analyze,
document and supply factual honest information to all the questions,
would require more time than we can commit to such an activity. We have
twenty-six employees, which include the line personnel for the mainten-
ance and construction of the line, the billing and collecting department,
the accounting department and management people, therefore, you can see
that we operate thin and close to the belt and can only commit a certain
amount of tlme to replying to questionnaires.

| would like to skim through the questionnaire and make short statements
and | will head these by the question number and, therefore, my answers
will be short and explicit.

Under Certificate of Need questions. At the present time we are not
required to secure for the State of Minnesota a Certificate of Need.

We do not operate generating facilities with the exception of a small
stand-by diesel plant. Our power is purchased wholesale and it appears
that the question relative to the Certificate of Need is pointed at
generating facilities rather than distribution lines.

| would like to comment to this extent that our determinations for new
facilities is made after a detailed engineering study based on load of
the customers, the distances invoived, the voltage drop, and =conomic
analysis of the voltage drop, reliability of service, that is, continuity
of service related with the condition of the old existing facilities

that might need to be replaced. All of this is done to provide the
member-consumers of our Cooperative with reliable service at the lowest
possible cost.

Conservation questions. As an electric cooperative, we have urged
conservation for many, many years. We urged conservation and increased
insulation in home construction twenty years ago at which time most
contractors and builders and lumber yards suggested that we probably
should see a psychiatrist. We believed at that time that the insulation

TAVWINED RBY THOSE WE SERVES
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recommendations as established were ridiculously low and that the practices
and procedures that were being carried out by the builders were subject

to question. We also over the years questioned manufacturers of electric
motors because of their cheapness of design, and were building orders that
had very low efficiency factors and were dissipating almost as much elec~
tricity in the fall of pure heat as they were in the energy delivered at the
shaft. .

For many years we have owned an insulation blower, made it available to the
members in our area to use to insulate their homes. We promoted the con-
struction of homes with six inch side walls and in many ways have worked
with our members, 4-H clubs, F.F.A. groups and others urging the efficient
utilization of electricity.

Environmental questions. Again, | believe your section on environmental
questions pertains primarily to the siting of a generating plant and again,
‘as we do not construct and operate our own generation, we do not believe
that we can lend any factual information to this section.

| would like to comment briefly on question 14 and state that we still must, (:
as a power supplier, recognize the sovereignty of our member-consumers.

They still must make the final decision as to how much energy they will
require and how they will use it. |In as much as our service area is
primarily farm people, it is also rather difficult for the farmer, if he

is to supply adequate food stuff, to postpone his harvesting and his crop
drying to some other time of the day or week or the month in as much as

when that crop is ready to be harvested, it must be harvested. The same
with the livestock feeder. He cannot convince the brood sow at what time

of the day or the week that she should farrow and neither can the farmer
convince the cattle that need water or are to be milked that they will

have to be postponed until such time as power is available. 1In the farming
business the use of energy is an absolute necessity if the farmer is to
produce the food supplies that we need in this nation and in this world.

He. has become very productive because he has been able to use his initiative
in developing this productivity and he has had available to him over the
past many years, an adequate and reliable source of electric energy to do
this work. Many times this is not recognized when we discuss energy
requirements for the State of Minnesota.

Electric rate structure questions. There are many methods of forecasting

loads for the determination of need. Basically we can trace past history

and the projections on past history have been accurate or too little,

Again, because we serve primarily farmers, their use of energy also varies

with the weather and the crop conditions. Ffor example - if we have a wet

fall and the corn has a high moisture content, the farmer will use much

more electricity preserving this crop so that it will be reasonable for &~-
consumption and not spoil. This is a difficult thing to forecast from year

to year, however, we do know that over a period of some years the load

increase has been regular and on a very continuing pattern.
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As to who the users will be and what the energy will be used for, again,

it is primarily the farmer and some residential use in rural areas. Some
years ago the analysts had written off the rural areas and said the
population would decline and that the use of energy and so forth would
decline in those areas. The reverse has been true. More people have moved
to the more rural areas and in order for the farmer to maintain the pro-
duction standards that are required and to be able to exist in the
inflationary period we find ourselves in, he has had to turn to every cost
cutting practice that he c2..'4 find ar de2v=lon. The ingenuity of the
farmer in the utilization of energy has been phenomenal.

Our rate increases have been based on the actual need for our cooperative.

~ Any so called profit, or as we call them 'margins'', that our association

has at the end of the year, are assigned back to the member as an over-
charge and is credited to his account. This excess charge is revolved

over a period of years and, therefore, his electric service is strictly at
the cost for operating the system. Rate increases that we have had in the
recent years have been brought about by the increased cost of the generation
of electricity and have not been brought about by virtue of our expenses to
operate a distribution system. We anticipate that distribution system costs
will increase due to increased taxes, insurance, labor zosts and so forth
and that our rates will have to be slightly modified to recognize this.

One of the things that becomes quite obvious is that if our load would
decline substantially or if it would even flatten out, the cost per kllowatt
hour would increase very rapidly due to all the fixed costs that exist and
must be maintained in order to provide the adequate service. However, we
feel as a cooperative that we charge the customer a reasonable price with

a very reasonable margin to provide some funds for construction of facilities
and ali o this is revolved back to him over a period of years so that in
truth, he is served at wholesale.

Policy questions. ! believe that the power supplier must make the final
decision as to size and type and the location. The power supplier is

responsible and certainly would not be constructing facilities if in his
opinion they would not be required. He must recognize the competiveness
of the energy business and be responsible if the supply is not adequate.

We must always bear in mind that for the construction of generating facilities

approximately seven or eight years of lead time are required. When a
customer comes In and says that he will install a feeding arrangement for

- livestock and needs 50 KW of capacity, we cannot very well tell him that

we will have to order it and it will be eight years before it is delivered.
We must anticipate this and if we have that responsibility we must then
have the right to make the final decision with that responsibility to
provide adequate service to our customers,

We should also not be blinded by the fact that a Very local minority can
disrqpt the entire process. The minority should be heard, however, after
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the decision has been made, then it should be a requirement that the
governmental process that made that decision should help enforce that
decision and see to it that it is carried out. At the present time it
apzsz-c that bz ovmolviee atility is burdened with the responsibility
of making proof of the needs, proof of the siting, and then supplying
their own law enforcement to develop the facilities.

I1f we wish to destroy this nation as Russia stated many years ago that we
would do, it would be my opinion that the fastest way we could do that
would be the stifling of the development of an adequate energy supply

for this country. Minnesota, in effect, is an energy ocasis. We have a
little peat and we have a little wood. All of the energy we use must be
imported. |t must come in by train, by wire or by a pipeline. And with
all of the restrictions that are being placed on the energy facilities

in Minnesota, it would appear that Minnesota in the future will have some
very trying days and that the economy of this great state may suffer:
severely.

| realize that | have not specifically answered all of your questions,
however, | explained in my conversation that we did not have an adequate
staff to spend the necessary time to research all of the questions and
provide you factual answers.

Cooperatively yours,

FEDERATED RURAL ELECTRIC ASSOCIATION

Marvin J. Johnso
Manager

ab
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PHONE (612) 763-6641

October 26, 1777

Mr. Patrick Reagan, Consultant
Science and Technology Project
Room 17, State Capitol

St. Paul, MN 55155

Dear Mr. Reagan:

This is in reply to Representac.ve Vo.-'= ¥»rter of October
pth. It is refreshing to be asked for input prior to the govern-
mental process; I compliment you for asking.

Since Runestone Electric Association is a Rural Electric
Cooperative (distribution only), I will only comment on the
questions that are applicable.

(1) Our professiomal engineering is done by an outside
professional engineering firm, with the assistance of our
staff, and the advisory and inspection assisca.ce of the
Rural Electrification Administration.

(2) ©Need for new facilities (substations, tie lines, etc.)
is determined by voltage conditions, load to be served, and
conditions necessary to maintain the best of reliable service
to our consumers,

(3) This question is best answered by referring to {#2 above.
Timing for all facilities 1s planned to provide service to
the customer, yet avoid the premature investment of capital
in order to keep energy costs to a minimum.

(4) Refer to #2 above.

(5) Location factors; ecological, scenic, historical, and
many others do affect our decisions, especially in whether
lines shall be routed in a particular location and whether
they shall be overhead or underground.

Esthetics are important to us; recently we completed a new
low profile substation, with underground transmission as
well as distribution that is as pleas. as such a facilicty
can be.

Oog
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(6) Refer to #5 above.

(7) In a distribution system this will rarely present a
problem; the citizenry involved can reach intelligent
conclusions. Legal processes will only rais~ the cost of
the particular facility and also the cost of energy > the
consumer, -

(8) We are actively engaged in conservation; it is the
major concern. We believe that since Minnesota is an
"energy island", that we will be replacing petroleum
products with electrical energy, generated with coal or
lignite which is in plentiful supply.

We will be putting a maximum effort into energy conserva-~
tion programs of all types, but expect electrical lcad and
consumontion to increase in spite of our best efforts.

Enclosed is a copy of our cooperative's policy on energy
conservation.

(9) No comment.
(10) See #5.

(11) I believe they are. A group of people with environ-
mental concerns do not agree; they have put power suppliers
in the unfortunate position of proving a negative situation
which is almost impossible and very, very expensive.

(12) EIS be made first veforz everything else is dcone.
(13) Everything.

(14) Yes - planning is essential - EIS is necessary to
planning.

(15) We forecast based on our experience - growth pattern -
projected use of known and new accounts and each classifica-
tion of accounts and each area within ow service area.

(16) To the best of our ability and with knowledge we have
available.

(17) We haven't forecasted through the year 2025.

(18) Yes, we determine rate increases to provide us with
monies only to meet our requirements. We finance capital
investments almost 100%. Our net is set to meet our finman-
cing repayment schedule only. Depreciation reserves help

C
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finance some of our capital investments. Costs continue to
rise each year and we contemplate this trend to continue.
Qur budget for 1978 is (was) over 4% million dollars. This
includes investments in plant, plus operations and repayment
of principal.

(19) Not applicable.

(20)We own no other companies or interest in any. By-Laws,
etc. attached,

(219 Two rate increases in the last 10 years; none in progress;
however, we anticipate higher wholesale power costs and
consequently increased power costs to the end user is a
realistic result. '

(22) ©No.

(23) Inflation and high fuel costs are the major concerns.
Incentives for holdiznz .:3ts down in any cooperative are
obvious. Since we are consumer-owned and non-profit, the
consumetr's net cost is our major concern.

Since our inception it has been Runestone Electric Associa-
tion's policy to furnish electric service to its members at
the lowest possible cost consistent with sound business and
good management practices.,

(24) The utility should make <ne Jecision, with input from
various other segments. It all depends on what facility you
are talking about - generating plant, transmission plant,
distribution plant, overhead facilities, underground facilit-
ies. That is why the utility should be the one who decides
after input from others, but not control by others.

(25) At the EIS stage - no funding for people who want
to have input. Let them do it at their own expense, (at
hearings). Funding these people only adds costs and delays.

(26) Regulatory bodies and non-utility - non interested input
from people - eliminate all this 1f input is made at the EIS
stage.

(27) Minneapolis should not buy N.S.P and, furthermore, aside
from the fact that the city does not *~7a2 the expertise to
handle this kind of operation, what can they gain? political
power? Electricity is a necessity, not a political tool.
America was built on the free enterprise system and works
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best when it is left alone to function without government inter-
ference.

(28) Again, I say EIS is the place for all input, then everything
else follows - Cerficate of Need, siting process, pertmits, etc.

Sincerely,

el
K 0. Perino
5 o

./ Geveral Manager

JOP:g -

enc.



municipal utilities association
P.0. Box B, 10 Central Ave., Buffalo, Minnesota 55313 612/682-4104

Qctober 30, 1978

Mr. Patrick Reagan, Consultant
Science and Technology Project
Room 17, State Capitol

St. Paul, Minnesota 55155

RE: Your request of October 6, 1973
for input.

Dear Mr. Reagan:

The Minnesota Municipal Utilities Assoclation represents the Cities in Minnesota
which own and operate the electric and gas utilities as a municipal enterprize
rather than receive service under a franchise from the investor-owned or co-
operatively-owned suppliers,

As an association, we have had little input into the development of the existing
procedures for plant siting and certificate of need, and until 1976 we had little
interest in them. - The reasons for this were (1) the laws and regulations did not
apply gomorolly 4o the type and size of generating facilities that municipals
typically constructed, (2) the municipals, because of size, were not able to
seriously contemplate participation with the other segments of the industry in

joint projects even should the others be amendibls to that idea.

In 1976, the Legislature passed legislation which permitted the municipals to
form municipal power agencies for the purpose of developing power supply. Thess
MPA's would become large power suppliers to the smaller individual municipals
which formed the MPA membership, much the same as Generation and Transmission
Cooperatives, such as United Power Association (UPA) and Cooperative Power
Association (CPA), are to the individual rural electric cooperatives. This, of
course, changed the relationship between the municipals and the state agencies
involved in Certificate of Need and Power Plant Siting activities.

As we started to look into the processes, it became immediately apparent to us
that:

1. the processes were designed to control the activities of the large
power suppliers such as N.S.P., particularly N.S.P.;

2. the processes did not, and do not take into account new power
suppliers coming onto the scene;

3. the state has been and continues to be unable to deal with the law
as the Legislature passed it and has at various times amended it.

Affiliated with American Pubhlic Power Association and American Public Gas Association
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Certificate of Need - We seen no reason why the Certificate of Need process
needs *to concern itself with the type of facility or location. It would .
seem to us that these issues roli .. torz directly to siting and that logically (ﬁ ‘
determination of need preceeds concerns over process and location. We are
finding that the Certificate of Need process as it relates to the municipal
pover agencies coming into existance causes considerable problems and expense
as the application addresses location and type. The process also causes
problems as the municipal power agencies attsmpt to work out joint pcwer and
transmission arrangements with the other power suppliers.

The botton line on this is that we feel that the Certicicate of Need procedure

would be clearer and more pertinent if it is just that. That it deal with how

a utility projects its load requirements and is an early indication as to the future
necessity for generation and transmission facilities without concerning itself with
a type and only generally with location as location may reflect the geographie
location of load centers to be served by the facilities necessary to meet the needs.
Within the limits of my experience and knowlalzz, T will attemp* +o address the
questions. Please take into account in reading my answers, the above comments

on the Certification of Need process.

1. The type of facility must be determined ultimately by the people who will
build it. Within certain parameters, the public and the government may
affect the type of facility to be wuuilt, It gzes without saying that
there would be nothing useful accomplished for the State to say that the
next plant, N.S.P. or someone else is to build, would have to be a geo-
thermal unit. ‘It is unlikely that a power supplier would be able to raise ‘
the funds ocutside federal financing to construct such a project if the (;
economic feasibility of that project alone was to support the indebted-
ness. Certainly, the state can effect the type of facility through
regulations on water availability, air quality standards, etc. Through
this type of regulation, the type of facility can be affected by the
state as can location. Minnesota is using this kind of regulation as
to type and location at present. This is a legitimate function of the
state and the only question in my mind would have to do with the severity
of the criteria. Certainly, the overriding factor must be the protection
of people and property. '

2. Location Factors do and should affect size and type decisions. Proximity
to a population center or natural resource such as a wilderness preserva-
tion area should certainly affect the location and type of facility.

3. The question might better be: How is the utility responsibility going to
be shared? In the past, the utilities were entirely responsible for their
decisions and accepted the consequences of their actions., In the Certificate
of Need process, who is responsible if the state agency does not accurately
prediet the demand for energy and curtailments beyond that which can be
met by conservation measures? Is the utility responsible if it cannot get
the necessary Certificate of Need: Is the state responsible? The same
questions arise on type and location questions, If the state approves a
type and location that later is shown to be wrong, who stands the loss?
Who is responsible?
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‘The EIS should be part of the siting process.,
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It seems to me that making the decisions involves all of the factors
listed. Ranking as to weighing who should have the most say and what
factors should receive the highest rating should reflect who will bear
the most responsibility and be most effect»d by the decision,

At the siting phases, the process should be divided into two phases:
(1) Need; and (2) Siting. In the leed phases, only need should be
established and in the Siting phases, location and type should be
addressed,

Basically, end use requirements is an economic question. Government
regulation of the results of use, of course, affect the economics of

the use. In the past, the prime source of end use energy were electricity,
natural gas, propane and fuel oil. Cost and applicability determined

which source was used. More recently, availability has been an added factor
of great concern and solar is becoming an additional source.

Through taxes, either punative or incentive, and regulation, the govern-
ment can effect the availability and cost. I am not certain that govern-
ment should go beyond that to determine the "right" technology to meet end
use energy requirements,

Beyond my expertise.

A preliminary EIS could be
a part of the application on each site and type of facility. This would

assure that only those sites which had a chance of being acceptable would
be considered. The State should then perform a final, more detailed EIS

on the preferred site or sites,

The Certification of Need process should address the question of conserva-
tion whether by price incentive, load management or whatever, the EIS should
cover the impact of the proposed project at the proposed site using the
proposed technology. Unless the government is willing to finance the use

of a %echnology =2ad accept responsibility for its possible failure, either
technically or economically, it should not be a proposer of technology, but
a regulator of technological use as it affects the health and welfare of
the people and the protection of property.

9,..Not qualified to answer.

If I understand the question correctly, the answer is a qualified no. In
the first place, I do not think such a study would be meaningful. The

scope of such a study would be such thaty providing someone could accurately
put it together, I doubt that what it might show could be implemented before
the whole situation would change anyhow. Secondly, many of the decisions
affecting end use energy requirements are made outside Minnesota and in an
environment where the state has no control.

The procedures must allow for public inspection at every step in the pro-
cess through hearings. Also, the courts must remain available to redress
Wrongs.
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At first look, it may seem desireable to have a point beyond which the

avenue of using the courts for nuisance suits, etc. could be shut off, <f
however, I do not know if that could be done without shutting out some
legitimate issued that the courts may be the last avenue of redress for,

The idea of a public advocate for assisting the public is conducting

and addressing the issues of the process is a good one which should be
expanded. Beyond that, public intervention and participation should

not be funded. The government in a representative democracy is charged
with protection of the public interest, it seems to me that to also

fund third party activities contravenes that philosophy. If the govern~
ment is not the representative of the people, who are they?

12. The only market force and incentive worth mentioning is competition. The
only competition in the eleetive industry is the competition between the
private and public sector. If the municipal rates get out of line with
the rate of the private companies, the people in the community will soon
decide to be served by the private companies and visa-versa.

In order for thepeople of Minnesota to continue to enjoy the responsible
pricing of electric energy they now enjoy, it 1s necessary that these two
sectors of the industry remain strong and viable.

13. The separation of the Certificate of Need and the Siting Process is
stated earlier, '

14, Reference back to question 12,, the people of each subdivision of state
government should be allowed to make that decision on their own. If your (;
question is should state government or the federal government operate
the utility, the answer is a qualified no, There are some good arguments
for government at the sta*2 and federal level to operate a competing re-
source such as is done - New York State with PASNY and the federal hydro
power systems. This provides utilization of resource competition. As an
exclusive monopoly, I am opposed to either private industry or government
monopolias.

15, People who have been through the process are better qualified to answer
this question,

« G, Kirkham
Executive Director

RGK:me

cc: Joe Vumbaco, MMUA President
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! : MINNESOTA POWER & LIGHT COMPANY

I 5 30 WEST SUPERIOR STREET, DULUTH, MINNESOTA 55802

PHONE (AREA 218) 722-2641

K. A. CARLSON
Vica President
Environmental Affairs
and Land Management

November 3, 1978

Mr. Patrick Reagan, Consultant
Science and Techuclogy Trolzct
Room 17, State Capitol

St. Paul, Minnesota 55155

Dear Mr. Reagan:

Supplementing my letter to you of October 26, 1978, and in
response to your recent inquiry, enclosed is a statement
from the Environmental Committee of the Minnesota/Wisconsin
Power Suppliers Group, the membership of which is described
therein.

We realize that this is a rather lengthy statement, but
nevertheless hoping that it will be helpful in your analysis.
If you decided to have any legislative oversight hearings on
this subject, we would be very receptive to participating in
them.

Thank you for giving us this opportunity to comment.
Yours very truly,

/(;ﬁj?z4erY//

K.A. Carlson, Chairman

Environmental Committee

Minnesota/Wisconsin Power Suppliers Group

rt

cc Representative Gordon O, Voss
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The Environmental Committee of the Minnesota/Wisconsin Power Suppliers Group
(M/WPSG) consists of representation from the following public, private and

cooperatively owned electric utilities serving UMinnesota and Western

Wisconsin:
Cooperative Power Association Minnesota éower & Light Company
Dairyland Power Cooperative Minnkota Power Cooperative
Interstate Power Company Northern States Power Company
Lake Superior District Power Co. Otter Tail Power Company
Minn.. Municipal Utilities Asso. United Power Association

We are writing to provide you with a group respomnse to the questionnaires
recently sent out from your office pertaining to the environmental process for
power plants in Minnesnta., Although this is on behalf of the eatire M/WPSG,
each of the individual utilities have retained the privilege of responding

individually regarding specifics that they feel are important.

After a thorough review of the questions attached to your letter of October 6,
1978, we have concluded that the detailed and complex information necessarf to
address many of the questions could not be assembled in the time frame
proposed. However, we felt that a general response, providing an overview of
the existing statutory-regulatory structure and identifying some‘of the
problem areas and difficulties that have arisen would be helpful to your
review of the permitting process for Large Electrical Power Generating Plants

(LEPGP's). That is the purpose of this letter.

At the outset, we wish to point out that the process (existing regulatory-
statutory structure) is generally sound although in practice it has not worked
too well. The main problems =-- which are discussed in more detail in the

following paragraphs =-- are lack of predictability in timing "decisions"

C

C
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(primarily EIS's) and the numerous opportunities to challenge "decisions"

under other than power plant siting statutes.

With that as a foreword, we respectfully offer the following discussion of and

experience with the regulatory-statutory processes.

An Overview of the Regulatory Process

The regulatory permitting process for Large Electrical Power Generating
Plants (LEPGP's) consists of three separate and sequential steps prior to

permitting or licensing. These are:

1) Certification of Need (existing time frame: Six months from
receipt of substantially complete application)

2) Site Certification (existing time frame: One year after MEQB
acceptance of application)

3) Site specific EIS (existing time frame: Minimum eight months
depending on review. Without inadequacies, the rules provide for a

time frame of about one year for preparation and formal review.)

Each of these stages require the preparation of environmental documentation by
the proposer, public input (through formal hearings), and a decision by state
agencies. The process is intended to assure public input and to provide a

predictable process that settles issues as they arise.

A similar process exists for routing High-Voltage Transmission Lines (HVTL's)
beginning with a Certificate of Need. 1In some cases the HVTL process uas
worked better than the LEPGP process and in others it has not. The individual

Power Suppliers that have had experience with transmission line permitting
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will provide speciiic commeats to you in this rzgard. The comments in this

letter, however, will be limited almost exclusively to power plant permitting.

A short discussion of the three steps in the process is provided below. More
detail on the requirements for all three steps is included in Attachment YNo.

1. It must be emphasized that this entire process precedes the general

licensing and permitting process that must be completed prior to plant start

up under State and Federal regulations. In this regard, it now appears that
the total of the environmental and licensing processes could take as much as
seven years prior to start up of comstruction.” Thus with 4% to S years for

construction, the process can require 11 to 12 years to bring a new plant into

service.

Certification‘of Need

The first step in the environmental review and permitting process for LEPGP's
and HVTL's in the State of Minnesota is that of the application for a
Certificate of Need. The Certificate of Need is requested from the State
Energy Agency (EA) and detailed rules specify the contents of the application
and the criteria for assessment of need. The process of determining need
involves 1) an applicatiom by the utility, 2) the preparation of an
environmental report by the EA and 3) public hearings and a review process
carried out by the EA after the public hearings. Following the hearings and
review, the director of the Energy Agency may or may not issue a Certificate
of Need. The Energy Agency's Findings and decision are submitted to the

Minnesota Envirnomental Quality Board (MEQB) for review.

There are seven items included in the environmental report which are also

specified content requirements for Minnesota EIS (MEIS) and a discussion of

.

.
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each of these items is required at all three stages of the regulatory
permitting process. Consideration of these items is less extensive and

detailed in the early stages. These rzquirements are identified and discussed

in Attachment No. 1.

MEQB acceptance of the Energy Agency's decision and the issues determined by
the Certificate of Need prohibit those issues from being considered in

subsequent environmental review. For LEPGP's these issues include need, the
size of the facility, the fuel type to be used, and the expected in-service

date.

The rules and regulations require that a decision on the application for a
Certificate of Need be made no later ﬁhan six months ffém thelreceipt of tﬁe
application =--- provided that th; application is received substantially
complete. The formal public hearing must commence no later than 80Adays after
the réceipt of a "substantially complete" application. Although the formal
review of the application is required to take place in six months, the
information requirements are such that from six months to one year lead time
is needed for the proposer to prepare the documentation to support the
application and the envirommental report. This is necessary to assure that
the appliﬁation is accepted as beine '"substantially complete" and that
sufficient information is submitted to provide a basis for the environmental
report., Thus the total process may raﬁge anywhere from one to two years from
time of initiation of the preparation of the application to final approval of

the Certificate of Need.
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Site Certification

The second step in the envirommental review and permitting process is an
application requesting a Certificate of Site Compatibility. Under the
Minnesota Powzz ?1:5% Siting Act, the MEQB has the authority to evaluate and
select the sites for larger electric generating facilities (50 MW and
greater). Once a Certificate of Nesd has bezen obtainmed (or application has
been made), a utility proposer may apply for a Certificate of Site
Compatibility. The regulations specify in detail the content of the
application and the process ghat must be followed. The process includes 1)
receipt of the application, 2) appointment of a citizen Site Evaluation
Committee, 3) preparation of an environmental report by the MEQB Power Plant
Siting staff to accompany the application, 4) public hearings and 5) a site

decision. These steps are described in more detail in Attachment No. 1.

When an application is submitted to the MEQB, it is reviewed and must be
accepted by the Board before the regulatory review process begins. The
regulations specify the content of the application. When the application is
accepted, the MEQB initiates the regulatory review process. This review
process includes a détailed study of the site application and public
participation through public hearings and the appointment of a citizen Site
Evaluation Committee. The raview at this stage camnot reconsider decisions of
need, fuel type or any information not related to site differentiating

impacts.

The site evaluation is based on a detailed set of criteria which includes:
Exclusion Criteria -- those areas designated where power plant sites shall not
be located; Avoidance Areas -- those areas that shall not be approved for

plant sites if there is a feasible and prudent alternative with lesser adverse

(

C
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human and envirommental effects; and Site Selection Criteria -- site
differentiating criteria. The exclusion criteria, avoidance criteria and

site selection criteria are specified in the rules.

The environmental report prepared by the MEQB staff and documenting their
evaluation of the sites accompanies the proposer's application through the
remainder of the process. This environmental report includes a detailed
evaluztion of the exclusion criteria, the avoidance criteria and the.site
differeﬁtiating criteria as required by the regulations. The report also
provides an evaluation of any site that is introduced by any other party than
the proposer (all sites evaluated are considered for designation at the siting
public hearing). In addition, the environmental report at this st2ee must
contain. a continuing evaluation of the seven items in the need application
which are the basis of the contents of an EIS. HoWever, any information not
related to site differentiating factors and as mentioned previously, any
questions of need, size or fuel type cannot be reconsidered as a part of the
site environmental report nor in the associated hearings.

Following the hearings, the MEQB reviews the record of the hearings and thé
hearing examiner's findings and adopts findings of fact. The findings of the
MEQB must either designate a site or refuse to designate a site. In any case,
the Board must give the reasons for’its decisiéﬁ in the written findings of

fact. If the Board refuses to designate a site, it must indicate the reasons

for the refusal and the changes necessary to allow site designation.

Following issuance of a Certificate of Site Compatibility, the Board may
require the applicant to supply such plans and information as it deems
necessary to determine whether the plant, as proposed, is in compliance with

the conditions of the Certificate of Site Compatibility.
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The'regulations require that a decision on the application for a site must be
made within one year. Although formal review of the applicatiom is required
to take place within one year, the information and analysis requirements are
such that about one year lead time is required by the proposer for the
preparation of the documentation to support the application and the
environmental report. Since the proposers are reluctant to start site
identification studies until a Certificate of Need has been acquired, the time
from the initiation of need studies until site certification can be about

three to four years.

Site Specific EIS

The final step in the environmental review process is the Minnesota
Environmental Impact Statement following the designation of a site. The EIS
is prepared by the Minnesota Pollution Control Agency, the designated
Responsible Agency within the state. No construction can commence until a

£,

£inal EIS has been accepted by the MEQB as adequate.

The preparation of the EIS is initiaus: Dy an EIS preparation nmotice in the
State Register. The draft EIS is prepared by the Responsible Agency and filed
with the MEQB. Following the filing of the draft EIS; the Responsible Agency
schedules public information meetings to receive comments on the draft EIS.
Following these public meetings, a final EIS is prepared and filed with the

Board.

The Board may review any final EIS to determine whether the procedures and
policies have been adequately complied with. Failure to review a final EIS
constitues its acceptance. If the Board determines that a final EIS is

inadequate, it must notify the Responsible Agency and must identify in writing

-

C
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the improvements or additions necessary for Board acceptance of the final EIS.
The Board must make a final decision on the adequacy of the final EIS prior to

any start of construction.

The draft EIS is prepared by the Responsible Agency, but the Agency can
require the proposer to éubmit any relevant data or information that the
proposer as in its possession or to which it has reasonable access. For power
planté this has generally meant at least one full year of site :sp.:ific
environmental monitoring and an envirommental report that addresses all the
issues pertinent to the EIS. Alternative sites, the need for the facility,
and any other issues previously determined by the Energy Agency or the MEQB
cannot be reconsidered in the EIS. The enviromnmental reports prepared at the
siting and need stages and the issues previously determined are to be

referenced and summarized in the EIS.

In addition to the seven content items which are common to the ER's for need
and siting, the draft EIS must include: A summary sheet:describing the
action, major enviromnmental impacts (adverse and beneficial), reasonable
alternatives, and the federal, state, and local permits required; and a
detailed description of the proposed plant including type, size and location,
and the environmental setting of the action. ' The evaluation of the seven
items which have been considered, beginning with the Certificate of Need, are
intended to receive more detailed and extensive consideration with each step.

The EIS consideration is intended to be the most detailed and complete.

CASE HISTORIES -- EXPERIENCE AND PROBLEMS

In order to provide a background of existing experience with the power plant

environmental process, three case histories related to need, siting and EIS
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will be discussed. Each of these case histories is discussed in more detail
in Attachment No. 2. These histories are representative of the power plant (’
siting s.oulams in the State of Minnesota. The three cases illustrate the
complications encountered for three different facilities and represent

essentially the total history of the power plant permitting process in the

State of Minnesota.

Case History on Need

One of the major problems encountered in the Certificate of Need process is
illustrated by Case No. 1. It is obvious that the need process has been
unpredictable. While the Energy Agency has been most rigorous in maintaining
the proper time schedules, the uncertainties that are inherent in need
forecasis that are being made ten to twelve years in the future create a
situation where exact timing is impossible to, predict. Relatively minor (;
changes in forecast variables may result in large changes in forecasted need
ten years hence. Since the whole question of need is related to an analysis of
forecasts (both the proposer, the EQ and on occasion others) these
uncertainties pose significant difficulties in definitively specifying the

timing of need for sy:z-zms.

A second problem encountergd at the determination of need also involves the
siting process. This is one of those chicken-versus-egg questions; i.e.,
should need be decided early (recognizing that this maximizes the uncertainty
in the forecast) or do =~ select a site before the plant is shown to be
needed. In either case the process raises issues and questions of public
acceptance. The way the process is now designed, the proposed site for a new
facility is not required at the need portion of the process; thus, public

participation in the hearing process by the affected parties (site neighbors)
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is not possible. Then, since need has already been determined at the time of
siting hearings, it cannot be considered again, thus, to many, providing

inadequate input from the affected public.

While the application for a Certificate of Site Compatibility can be made once
the application for a Certificate of Need is found to be substantially
complete, the proposer is reluctant to start site identification studies until
the Certificate of Need has been acquired because of the large amount of
unnecessary expense that could be incurred if the Certificaée is not granted.
This could largely be overcome under the existing process if 1) we recognize
the uncertainty in forecasts and allow some time flexibility in the
Certificate of Need and 2) get some progress on the irnvaentory of candidate
areas. This would assist the proposer in starting earlier on the site
identification process without needing to worry that the Certificate of Need
will be withdrawn. It would also allow those persons that would be affected
by a site in one of the candidate areas to participate in the need process

where the need is to occur in some general geographic area.

We suggest that better use of information that is already required may help to
alleviate these difficulties. Section 116C.54 of the Power Plant Siting Act
requires biennial reporting of the 15-year forecasts of the electrical
utilities and a forecast has been prepared for the period 1978-1992 by the
M/WPSG. This 15-year advance forecast gives an overall view of electrical

power requirements in Minnesota, and must be updated at least every two years.

It appears to us that the forecast requirements in the Certificate of Need

application could be simplified by making better use of this forecast with

some supplemental information for a specific system addition. This would

avoid the duplication of preparing two separate forecasts and would provide a
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complete pictura of the elecirical puwer requiremehts for Minnesota (which
should assist the director of the EA in his determination of need). If we
recognize that there is uncertainty in the advance forecasts and allow some
time flexibility in Certificates of Néed, these problems could be resolved

with the existing structure.

Case History on Siting

The second case history illustrates the two most significant problems that
have been encountered with the siting process. These~are 1) the legal

requirement that any site other than those proposed by the applicant be

selected from the inventory of candidate areas and 2) the process can continue
‘for an indefinite period of time without a site being selected because‘of the
numerous appeals and delays that can be used (there is not now a point in the
procass where the decision is final). The second problem also applies to the

EIS process as shown in the third case history.

The legal requirement for an inventory of candidate areas poses a great
uncertainty in the siting procesg. As long as an inveantory has not been
completed and the requirement exists that at least one of the proposed sites
is included in the inventory, legal chailenges'can extend the siting process
indefinitely. There is a real need to complete the inventory if the existing

structure is going to work.

The challenge to the final siting decision in the‘case history presented

occurred under the power plant siting laws and regulatioms. It is important
to recognize that additional challenges to a final decision may be made under
other environmental laws -- specifically the Minnesota Environmental Rights

Act (MERA) and the National Environmental Rights Act (NERA). Thus, while the
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cour: decisioad in che case history presented was based on rulings under the
Power Plant Siting Act, additional challenges are still possible under MERA

and NERA.

Some discussicn of this general problem as it relates to specific transmission

line siting cases will be provided by individual power suppliers.

Case History on MEIS

Problems encountered in the EIS process are illustrated by Case History 3. In

' this case (and in other EIS's), the time for preparation of draft EIS greatly

exceeded the time frame specified by the regulations. In addition to the
delay in preparation of the draft EIS, delays have occurred because of
inadequacies in the final EIS and in procedural problems that have arisen with
the Responsible Agency. There have been qelays in completion deadlines and
there have been attempts to reconsider issues. Additional procedural problems

have occurred which create more delays in the EIS process.

Most of the difficulties in the EIS process could be eliminated by a more
reasonable timing structure and by the Responsible Agency respecting

statutory and regulatory requirements.

It should be recogaized that the entire environmental process for power plants
is in fact an extended EIS proceés. Thus, although many of the issues such as
need, type, size, alternative sites and any other issues previously determined
by the EA and MEQB cannot be reconsidered in the EIS, the information relative
to these issues is a part of the EIS process and is intended to be summarized
in the EIS document itself. Further, aithough permitting and licensing

questions are not.normally a part of the EIS process, these issues have been
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NSP REGULATORY EXPERIENMCE IN POWER PLANT SITING AND TRANSMISSION

ROUTING

With passage of the utility-related state environmental legisla-
tion of the last five years, the regulatory process for plant
Sitiiyg and tramsnission routing for utilities has entered a new
dimension. What was once largely a unilateral decision by a
utility to site facilities is now a state administered public
process with increasing citizen involvement. NSP has been, and

continues to be, an advocate of the open planning process for

" the development of majoxr power facilities. Because of the  varied

impacts of these facilities, we support the public process for
evaluating and weighing the technical, environmental, social, and
econonic factors necessary to achieve reasonable and balanced

decisions on projected energy facilities.

In a separate document, the Minnesota/Wisconsin Power Suppliers
Group, of which NSP is a member, is submitting comments about the
overall process. Our remarks are intended to summarize NSP's
experience with the need, siting, routing, and permit phasés,

together with some thoughts for improving the process.

The regulatory and construction lead time for a fossil fuel
power plant in Minnesota is now approximately 10 years. The
regulatorf processes - Need, Siting, EIS and Permits ~ now
account for over fivé years of this time. In general, NSP
has encountered the following problem areas with the present

regulatory systems:
1. Tine delays

® The most significant example of this has been the
Environmental Impact Statement (EIS) process for
SHERCO 3 and 4 which has been under consideration for

over two years.
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2. Non-finality of decisions

© Decisions of state agencies are subject to
judicial review which lengthen the total process.
This problem occurred with the Twin Cities-Forbes

500 kv line and resulted in significant delays.
3. Duplication of efforﬁs at the state and federal levels

o On the Forbes-Winnipeg 500 kv line, the state
completed an EIS, and the Federal Department of
A Ehergy also was raquired to prepare an EIS. This
has caused a timing and scheduling problem; however,
it is unlikely the state legislature could have -
prevented it. What it does point out is the need ‘<_
for close coordination among all entities involved

in a project.

Summarized below are some of our experiences with the various
phases of the process: (1) ©Need, (2) Plant Siting, (3) Plant

EIS, (4) Permits, and (5) Transmission Routing.

NEED PROCESS

Planning major facilities is a complex process. It involves
preparation and analysis of electrical load forecasts; on-going
study of rz:-.zvre regirements; eccncmic and technical analysis
of power supply alternatives; coordination of plans with menbers
of the Mid-Continent Area Power Pool, of which NSP is a member;

.

and coordination with other power suppliers.
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Minnesota Energy Agency (MEA) rule EAS02 states that any person
desiring to construct large electric generating facilities and/or
high voltage transmission lines shall receive a Certificate of
Need prior to commencing construction of such a facility. A

utility usually begins prepzaration of the necessary applications

Fay

" 6 to 12 months prior to their submittal. Once submitted, the MEA

Director has six months in which to make a decision on the size,

type and timing of the proposed facility.

NSP has applied for three Certificates of Need. 1In all three

cases decisions were received in 6-9 months, as shown below:

SHERCO 1986 WTC~-

3 & 4 Unit ‘ 500
.Application Submitted
Date 10-14-75 8-30-76 12— 5-75
Certificate of Need
Receipt 4-12-76 5~24-77 6- 4-76

Elapsed Time 6 months 9 months 6 months

N

In December 1977, after the Certificates of Need for SHERCO 3 & 4

,and the 1986 Unit had been issued, NSP advised the MEA of a re-

vision of our forecast. Since that time the SHERCO 4 and 1986 Unit
Need Certificates have been revoked and a hearing on the timing

of the SHERCO 3 facility has been scheduled. 1In general, our
experience with the Need process indicates that it has worked

as originally intended in a timely manner.
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PLANT SITING EXPERIENCE

The second stage in the regulatory process for a power plant is

to receive a Certificate of Site Compatibility from the Minne-

sota Lavironmental Quality Board (MEQB). At lezzs™ ~ne to three
years prior to submittal of an application, NSP undertakes a
systematic study of certain geographic areas to select alternate
locations for a projected facility. Analysis includes use of

the MEQB Rules 71 - 82 and other factors as a guideline to ,
narrow the siting study area. AaAn application, which must include
consideration of at least two sites, is prepared and submitted

to the MEQB. Minnesota plant siting rules state that the MEQB

will issue a decision within one year, with provision for a siz
month extension if necessary.

The only site for which NSP has received a Certificate of Site <M
Compatibility is for the SHERCO 3 and 4 units. We filed an
application on November 1, 1974, and approximately‘one year later,
on November 10, 1975, we received a Certificate. This process

has flowed cuite smoothly in our limited experience with it.

PLANT EIS PRCCESS

The next step in the regulatory process for power plants is
preparation of an EIS. The MEQB administers the EIS process;
however, for power plants the Minnesota Pollution Control Agency
(MPCA) is designated the responsible agency and actually prepares
the EIS. The MPCA has 120 days in which to prepare a draft EIS,
which then is presented at public hearing. Firal approval of

the EIS is made by the MEQB with the public hearing and MEQB N\

approval processes taking approximately three months.



The state Environmental Impact Statement (EIS) applies to many
projects which affect the environment, including power plants
and transmission lines. The purpose of an EIS as stated in

6MCAR § 3.021 is to:

¥....provide information for agencies and private
persons to evaluate proposed actions which have

the potential for significant environmental effects,
to consider alternatives to the proposed actions,

and to institute methods for reducing adverse environ-
mental effects. An Environmental Impact Statement is
not a document to justify an action, nor shall indica-
tions of adverse environmental effects necessarily
~aguire that an action be disapproved. It is to be
utilized as a guide in issuing, amending, and denying
permits and carrying out the other responsibilities of
public agencies to avoid or minimize adverse environ-
mental eiffects and to restcr: or enhance environmental
quality consistent with the Act."

NSP's experience with the EIS process for power plants hasg been
limited to the proposed addition of SHERCO Plant Units 3 and 4;
however, the preparation of the SHERCC 3 and 4 draft EIS pro-
vides a good illustration of the delays that can occur. Aan
example of the magnitude of the time delays is reflected in

the chart listed below:

DATE ACTIVITY

November, 1975 Designation of the PCA as the Responsible
Agency for preparation of the EIS.

February, 1976 Submittal by NSP of available information
(in the form of an Environmental Report)
to the MPCA.

April, 1976 EIS preparation notice issued to MPCA by the
MEQB.

August, 1976 Expected completion date for draft EIS.

July, 1976 Request by the MPCA for a seven month extension

of the deadline for preparation of the draft EIS.



-202-

DATE ' ACTIVITY

—_—

March, 1977 Additional three month extension granted to
the MPCA for preparation of the draft EIS.

July, 1977 Distribution of draft EIS for comment
November, 1977 Public hearing on draft EIS.

As indicated above, 20 months after the order to prepare an
EIS, the Final EIS had not been submitted to the MEQB for

approval, NG
The problem areas encountered and resultant delays have been

in the areas of: (1) the definition of an EIS, (2) the undefined

time frame for EIS preparation, and (3) the adequacy of an EIS.

1. [The Definition of an EIS

In our opinion there is a widespread misunderstanding of
the burpose of an EIS. Some of the public and agency
personnel believe an EIS is a decision document and not

an objective evaluation of impacts as it is intended to be.
In the SHERCO EIS process some groups opposed to the plant
believed the EIS itself could conclude that the units
could or could not be built. Other people thought the EIS
should discuss need and evaluate alternate sites. However,
both need and siting issues had been decided in previous
processes. The MEQB is presently developing a program to
increase public awareness and understanding of the entire
regulatory process for proposed power plants which hope-

fully will help alleviate the confusion regarding the EIS.
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The Undefined Time Frame for EIS Prevaration

NSP's experience on the SHERCO plant confirms that the
amount of time allotted for preparation of an EIS in the
regulations is unrealistic. The 120 days allowed for
preparation of a draft EIS may be appropriate for a smzll
project but is inadequate for a large project. ¥For a
large power plant eight to ten months is more appropriate.
In éroviding for a longer time period, a procedure should
be established to ensure that the draft EIS is prepared
in the allotted time. Currently, since there is no pro-
cedure to cover progress on EIS preparation, the MEQB has
no alternative but to grant an extension to the deadline

if the draft EIS is not finished in the allotted time.

The Adegquacy of an EIS

There is also considerable confusion on the content of an
EIS. The EIS regulations require that information or
relevant datz .hich the preoz:iser has in its possession or
to which it has reasonable access be made available to the
responsible agency. However, the regulations do not define

the term "reasonable".

In the SHERCO EIS process there have been numerous con-
flicts over the amount of data that needs to be included

in the EIS. Agencies and intervening groups have perceived
that all questions need to be answered in an EIS. We recog-
.1tize the need for decision makers to have enougih information
to make informed, and proper decisions on the issuance of
permits. However, we also realize that no document can ever
answer all possible questions regarding the impacts of a

generating facility. Information in an EIS should be limited
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to that which is needed to answer the vital questions
regarding the impact of the facility. The lack of %
information that is int2v--+ing but not vital to the

'decision making process should never justify delay in

the completion of an EIS.

PERMIT ACQUISITION

Once an EIS has been approved, ﬁhe néxt step is thé‘iSSuance of
permits These include such permits as an air quality installa-
tion permit, surface and ground water appropriation permits, a
National Pollutant Discharge Elimination System permit (NPDES),
and a Prevention of Significant Deterioration permit (PSD).
Acquisition of these and other permits normally takes 9 to 12

months after the acceptance of a Final EIS. - ' (

ﬁelays that occur in the EIS and permit issuance stages become
critical to project in service dates and cost. This is because
the permits are the last items to be received before construction
begins. While the permits are being processed, NSP is establish-
ing a construction schedule and approving bids for construction
materials and delivery. Delays can result in_missing a summer
construction season and forcing a compressed construction schedule.
If the in service date is to be met time has to be made up by
construction during winter and double shifting, both of which

escalate the cost of the unit and the energy used in construction.



COST

NSP costs incurred for the regulatory proéess for SHERCO 3 and 4
through September 1973 have amounted to $1.4 million. Of this

amount $430,000 was contributed to the state for precaration of
a draft EIS. It is expected that an additional $600,000 will be

required to complete the regulatory process for SHERCO 3.

TRANSMISSION LINE ROUTING EXPERIENCE

NSP's experience with transmission line routing under the Power
Plant Siting Act and the Environmental Policy Act has been some-
what different from its experience in locating and licensing
entrating units. This is due, in large part, to the differences
in the types of permits that are required for' transmission lines
versus power plants. The “EQB construction permit (Power Plant
Siting Act) is the only major state permit required for the
construction of a transmission line. In both the 1973 and 1977
versions of the act the legislature set time limits within which
the MEQB is required to act on granting or denying the construc-
tion permit. Since the MEQB construction permit is the final
permit required the EIS must be completed in the same time frames
that the MEQB has to act on the permits. This time requirement
coupled with the MEQB's efforts to adhere to the time limit has
resulted in fairly smooth and timely preparation of EIS and
decision on permits. NSP has had no experience since the law
was amended in 1977 but under the 1973 law we received permits
in most cases within the time limits specified (as shown in the

following table):
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Twin Cities - Forbes - (’
Kettle River Int'l Border i
345-500 kv Line 500 kv Line
Corridor
Application Submittal 1-20-75. 12-12-75
Permit Acquisition 7- 8-75 5~ 7-76
" Elapsed Time 6 months 6 months
Route _
Application Submittal 2~ 2-76 6-24-76 *3- 3-77
Permit Acquisition 8- =74 2-8-77 *8~-19-77
Elapsed Time 6 months 8 months &4 wuitiw

* Because of some inaccuracies in the environmental information

the MEQB restudied a 15 mile long portion of this project.

.Although the process has gone quite smoothly in the past, we are (ﬂ
concerned about the increasing length of the regulatory activities.
The year long MEQB process with an EIS included is but one small
segment in the construction of a transmission line. Typically,
regulatory plus construction time for a long (100 mile) trans-

mission line is six to eight years.

( Need Application Preparation 8 months
* ( Certificate of Need Proc=zss © months

( Environmental Report Preparation 1 vear
MEQB Proceés 14 months
Land Acquisition 1% years
Engineering 6-8 months
Construction | 2-3 yeaxrs
TOTAL - 6-8 years U

* Some overlapping of these activities occurs
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Since the need for most transmission lines is based upon the
operation of a transmission.system, it is difficult to deter-
mine the long range .ieed for future facilities. Often the

exact year a transmission line is needed is known only 4-6 years
in advance of that time. With the regulatory and construction
time taking 6 to 8 years any unforseen delays can cause in service
dates to be missed. Two examples of these unforseen delays are

illustrated below.

On the Twin Cities to Forbes project a group of citizens petitioned
to intervene under the Minnesota Environmental Rights Act on
August 4, 1976, the day of the final MEQB decision. They fthe
citizens) claimed that the MEQB did not properly weigh environ-
mental factors when locating the transmission line. The MEQB

did not allow this intervention and the group sued the MEQB.
Ultimately the case was decided in favor of the citizens by‘the
Minnesota Supreme Court. The Supreme Court decision and the
administrative steps that followed were finally completed

October 12, 1978, more than two years after permit issuance.

This line was scheduled to be in service by November 1, 1978.

Fortunately, the court case involved only five miles of line so
construction could proceed on most of the remainder. We now

expect this line to be completed in the summer of 1979 (barring
any additional‘lawsuits). The cost to the customer because of
this delay will be approximately $50,000 to stop and restart

the contractor and $300,000 per month (for each month of delay)
in increased project costs due to interest accumulating on the

material and labor to build the line.
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On the Forbes-International Border, 500 kv line major permits (ﬁ
are required from both the state and federal ¢-'"z-nments. As

noted earlier, the MEOB process was completed July 19, 1977. The
federal permits were applied for in April 1977 and we hope to
have these permits by January 1, 1979. 1In the last 1% years the
Department of Energy has written a second EIS on the project and
circulated it for review. This part of the 500 kv proﬁect is
scheduled to be in service by May 1980 and this in service date
is in sericus jeopardy. The cost to the customer, if delays |
result, will have two components: (i) Cost to purchase or gen-
erate energy to replace the cheaper Canadian energy. That

cost is estimated to be $850,000/month for the months of April-
October and $50,000 per month for the remaining months; (2)
Increased project costs due to interest on the Ta% o and moseeia)
needed to build the line which will run approximately $400,000/ <;
month for each month of delay beyond May 1980. .

It is unlikely the state legislature could have done anything
to help resolve these problems. We bring them up only as
illustfations of the types of problems encountered in building
a major transmission line. These and other uncontrollable
factors such as strikes, poor construction seasons, material
shortages, etc., will cause projects to have longer regulatoxy

and construction time than planned.

The long regulatory and construction process is causing us to
make premature decisions on the need for some facilities.

In turn, making these premature decisions may foreclcce certain
viable options that would benefit both the environment and the

rate payer. N\
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SUMMARY

The regulatory pr:icess for new power plants and transmission
lines, with the exception of the EIS, works reasonably well.

It provides for thorough environmental review, public input,
and a public forum in which discussion on the various impacts
of a large project can occur. It should be recognized that

the process is relétively new. With the exéeption of the modi-
fications listed belbw, we believe the procedures should be

allewsd to functicn as the legislature originally intended.

1. Our experience with the EIS process has shown that
it is very time consuming. In the future, delays
of the magnitude encountered in SHERCO could result
in substantial cost and have the potential for
jeopardizing system reliability. The Responsible
Agency needs to be held accountable to complete
an EIS within a reasonable time period of 8 to 10
months. An additional three months for review and
hearings is an adequate amount of time for com-

pletion of the EIS and transmittal to the MEQB..

2. The permit process for acquiring major permits for
power plants alsc has no specific time frame for
completion. This creates problems for the utility
in scheduling a date to begin construction and to
place the plant in service. When reviewing the
entire regulatory time frame, a specific period

of time for permit procurement should be established.
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3. As was illustrated in the 500 kv transmission project,
the agency's final decisions often are not really final
since they are subject to judicial review. After agency
issuance of permits, there are time limits within which
parties can seek judicial review. However, no such time
limit applies for lawsuits brought under the Minnesota.
Environmental Rights Act. In order to reduce the un-
certainty over possible lawsuits long after the “"final"
decision, the legislature should establish a 60 day time
period following an Agency decision within which a suit
may be brought under the Minnesota Environmental Rights

Act.

4. Decisions at all stages df the process affect the cost
of facilities, which an tugn‘affect electrig rates.
Because the Minnesota Public Service Commissionv(PSC)
regulates those rates, the PSC, therefore,lshould

actively participate in the regulatory process.

In conclusion, we emphasize that we support the statement by the
Minnesota/Wisconsin Power Suppliers Group. We believe the
process is basically sound and with the addition of some time

limits on parts of the process, orderly and timely decisions

will result.

A W BENKUSKY, General Managa:
Environmental & Regulatory
Activities Department
November 2, 1978
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SUMMARY OF RATE REGULATION PROCEDURES

NSP's electric and gas rates are regulated by the
PSC under Minn. Stat. 216B.16. Rate filings are made when
peeded pursuant to the Commission's comprehénsive filing
rqles.

A rate increase request is commenced with a notige'
to the Commission of the increase proposed together with the
nzt cates, supporting testimony and exhibits and back-up
data. NSP's most recent electric rate case filing was about
475 pages.

Tﬁe«Commission’s normal procedure in general rate
increases is to issue an order two to three weeks after the
filing setting Ehe matter for hearing before the Office of
Hearing Examiners; éuspending the effective date of the rates
within the three-month statutory period, and providing for a
bond or corporate undertaking to insure that refunds wili be
made if ordered at the end of the twelve-month hearing process.
In this way, the utility is given the opportunity to actually
receive in revenues the amount that the PSC has determined
it is entitled to after a year of hearings. Without rates

under bond, there would be unreasonable regulatory lag and
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potential deterioration of utility credit ratipgs and service.
With recent inflationary trends, several courts have held
‘that if rates under bond are not allowed, the Commission must
give the utility an allowance in its rates to compensate
for this attrition in earnings. Minnesota regulation addresses
the problem directly and posi;ively. A summary prepared for
state legislative commissions z-7 committees discuésing this
in more detail is enclosed.

Questionnaire Numbers 18-23 include inquiries about
how a utility determines the need for a rate increase. NSP

determines its revenues, expenses and investment for rolling

two year budget periods. Cost of service studies are developed

from this data to determine the anticipated rate of return
for the period under study. When these stndies show that
the Company will be earning a rate of return significantly
below the rate of return granted by the Commission for the
gas or electric business, the Compény prepares for a rate
increase filing. This process is base@'on the detéiled
budgets prepared by the supervisors andvmanagers who are
actually responsible for the expenditures. Budgets are
extensively scrutinized and reviewed by NSP's budget control

personnel as well as by various levels of management,

C
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including the chief executive officer. A rate case is based
on cost data for a l2-month period called the "Test Year"
which is usually coincident with the period of time that
hearings are in progress and rétgs are collected under bond.
.The'quéstionnaire also asks about current rate
ircrease filirgs. We have a gas rate increase pending before
the PSC. NSP did not file an electric raté increase application
during 1978 and hopes that the next request can be deferred
until mid-1979. This has been possible in part by tight
control of labor-related expenses. The Company will achieve
its goal of no growth'in number of employees during 1978.
Othar mana@emeﬁt effiéiency initiatives and external
circumstances with a positive financial impact contributed té
good performance. NSP operates on the premise tﬁat costs
incurred must produce a commensurate positive Eenefit.
PSC rate determinations are by law supposed to give Nsb the
oppcreunity to earn a return'commensurate with businesses
with similar risks in the competitive sector. In no way are
public utilities "cost plus" businesses nor do they have a
guaranteed return. TheACompany does its best to actually earn
the return set by the PSC. Since the Company came under

regulation in Minnesota in 1975 and filed on a budget test
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year, it has never actually earned for its investors the

N

rate of return found by the PSC to be fair and reasonable.
As to future proceedings, these will be dictated
by inflation and to some extent the in-service dates for new
plants. NSP's experience has been that because no current
éarnings have beén allowed by the PSC on construction
expenditures made over the.ten Or more years requiréd to 5uild
a power plant, when a plant does go on liné, the rates must
be adjusted at.that timé to provide depreciatibn and feturn
on both the dollars invested in the plant and the accumulated
“ intefest on thé funds used to construct the plant. The 1978
législaturé aﬁended Minn. Stat. 216B.16 to specifically | (;
authorize the Péc to consider putting some construction work
in progress (CWIP) in the rate base so that current earnings
and cash flow could be improved. Minnesota Power and Light
Company's severe financial problem was explained to the
legislature during that session. The PSC Staff, however, has
recommended against inclu;ion of CWIP in rate basé with
current earnings on said inveétments in the pending MP&L
case. The questionnaire asks what rate requests have been
made and granted in the past ten years. A summary is attached.
Good regulation depends primarily on the quality

of the regulators. One can have imperfect statutes but fair

.
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regulation,.and one can have a statute designed.to treat all
interests as fairly as possible while the reéulators exercise
"judgment" in ways that produce widely varying and often'
unfailr results. The Minnesota ctatutes for the most part
pfovide a reasonable framework for fair regulation. There
are somé problem or potential problem areas:

1. Appeals by Strangers. Minn. Stat. 216B.52(1)

provides:

"Any party to a proceeding before the
commission or any other person, aggrieved

by a-decision and order and directl:-

affected thereby, shall be entitled to

appeal from such decision and order of the
commissicn. The proceedings shall be
instituted by serving a notice of appeal
personally or by registered mail upon the
commission or one of its members or upon

its secretary, and by f£filing the notice in
the office of the clerk of the district
court of the county of Ramsey or of the
county in which the appellant resides or
maintains his principal place of business,
all within 30 days after the service of the
order and decision of the commission or in
cases where a rehearing is requested within
30 days after service of the order finally
disposing of the application for the rehearing,
or within 30 days after the final disposition
by operation of law of the application for
rehearing. The notice shall state the

nature of the appellant's interest, the

facts showing that the appellant is aggrieved
and directly affected by the decision, and
the grounds upon which the appellant contends
that the decision should ke reversed or
modified. Copies of the notice shall be
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served, personally or by registered mail, not
later than 30 days after the institution of
the appeal, upon all parties who appeared
before the commission in the proceeding in
which the order sought to be reviewed was
made. The commission and all parties to the
proceeding before it, shall have the right

to participate’ in the appeal. The court, in
its discretion, may permit other interested
parties to intervene."

Similarly, the rehearing section Minn. Stat. 216B.27(1)

states:

"Within 20 days after the service by the
commis=ion of any decision constituting an
order or determination, any party to the
proceeding and any other person, aggrieved
by the decision and directly affected thereby,
may apply to the commission for a renearing in
respect to any matters determined in the
decision. The commission may grant and hold a
rehearing on the matters, or upon any of them
as it may specify in the order granting the
rehearing, if in-its judgment sufficient reason
- therefor exists."

Under these statutory provisions, anyone affected
by a rate case presumably can take an appeal even though he
did not pafticipate at the administrative level. This is an
unusual procedure in Administrative Law. It can create
serious problems when one can circumvent the fact finding
function of the PSC and seek court review of an Qrder. These
problems coﬁld be eliminated by making the following changes

in these provisions of the Minnesota Public Utilities Act:
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216B.52 (1)

"Any party to a proceeding before the
commission who is er-amry-ether-persens;
aggriz.cd by a deciz®-n 2and order and
directly affected thereby, shall be entitled
to appeal from such decision and order of
the commission."

216B.27 (1)

"Within 20 days after the service by the
commission of any decision constituting an
order or determination, any party to the
proceeding amd-any-ether-persony who is
aggrieved by the decision and directly
affected thereby, may apply to the commission
for a rehearing in respect to any matters
determined in the decision.™

7 Charitable Donations. Although the 1978

‘legislature amended Minn. Stat. 2L6B.l6(9) in a way that
compromised the positions of the advocates for no charitable
donations in rate case expenses and the charities who wanted
réasonable charitable donations as a part of the utility cost
of service by splitting the difference, since that amendment,
the PSC in both NSP and Minnegasco's rate cases have allowed
no charitable donations. The statute secms clear as drafted
that 50% of qualified donations shall be allowed if the
amounts claimed are prudent. 1In view of the PSC orders,

the legislature should clarify the issue. The following

amendment could be used:
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"Subd. 9. The Commission shall allow as
operating expenses 50 percent of the
charitable donations of the utility which
qualify under Minnesota Statutes, Section
290,21, Subdivision 3, Clause (b), except
that Zhe commission may disallow a portion
of those charitable donations if the
Commission finds that the amount expended
'is imprudent, but the Commission'may not
find that all expenditures for charitable
donations are imprudent.”

3. Used and,Useful Test. - The PSC has décided
under Minn. Stat. 216B.16(6) that it must find tﬁatAéxpenses
or investments must bg used and useful to current rétépayers
before they can be considered in the costs or investments

used to compute rates. This unreasonably narrow standard

has precluded utilities from recovering research expenses

for pea£ gasification and methanol production,'has.excluded
from rate base (as copétruction work in prégress) the
preliminaxy design and survey expenses for plants and
expenditﬁres for specific projects not fully licensed oxr
approved, and has excluded from rate base property acquired
for future use. The term "used and ﬁseful" is a vestige
from the ratemaking period when some utility property was
vélued at its current cost under "fair value" ratemaking.
In that context, it made sense not to hypothecate utility

plant at present day costs’ for the purpose of calculating
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a rate base if the plant was not u#ed and useful. Our

statute mandates that only the original cost of pub;ic util;ty
plant can be included in the rate base. It should then be

the 6bjective of regulation to give the utility & return on

the wconay that it has prudently investz? for the benefit

o

of its customers, present and future. Competitive businesses
surely price that way. 'The Commission's current practices
mean that the utility investor is told that adequate utility
service must be provided in Minnesota for the indefinite
future as part of the public utility obligation, but:
1) you can't earn on that investment until
"it is shown that there is a direct
usefulness to present ratepayers,
2) when you do earn on that investment, it
will be at a profit margin that is lower
than industrial and commercial enterprises,
and
3) even though the investment is prudently
made, you can never earn a return from it
until it becomes used and useful.
This type of regulatory treatment is not only shortsighted
and out of date, but it can adversely affect the quality,
guantity, cost and risk of providing utility service in
Minnesota. The statute should be amended because the PSC

now feels that it is ccnstrained legally by a used and useful

standard. The prudent investment test should be the standard
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in Minnesota when the PSC is bound to an original cost
depreciated valuation method. The applicable change is:

Minn. Stat. 216B.16

"Subd. 6. The commission, in the exercise

of its powers under this chapter to determine
just and reasonable rates for public utilities,
shall give due consideration to the public need
for adequate, efficient, and reasonable service
and to the need of the public utility for
revenue sufficient to enable it to meet the
cost of furnishing the service. In setting
said rates, the commission shall provide the
utility a fair and reasonable return on its
public utility investments prudently made,

an adequate provision for depreciation of its
utility property, and shall give due
consiueration to constructio. worlk L™ progress,
to offsets in the nature of capital provided
by sources other than the investors, and to
other expenses of a capital nature. For
purposes of determining rate base, the
commission shall consider the original

cost of utility property included in the base
and shall make no allowance for its estlmated
cullent replacement value."

3. "Legislative" or Administrative Agency Posture

of the PSC. Although the Commission is an administrative
agency of the state and its jurisdiction over electric and

gas utilities is set forth in Minn. Stat. 216B, the Commissinn
proceedings and court review indicate a trend to far-reaching
legislative and social welfare activities which to some extent
are fostered by Ch. 216B, are not constrained by judicial
review under Minn. Stat. 15.0425,  and generally not supported

by evidence in proceedings before the Commission.
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These include the Commission's initial decision in
NSP's 1977 electric rate case that lifeline rates be instituted
(subsequently changed to tha conssrvaticn 2.2 break); the

refusal to follow Minn. Stat. 216B.16(9) on charitable

donations; the policy set forth in North Central Public Service

Company Docket 77-221, (December 30, 1977) wherein the utility
rate of feturn will mechanically be set at‘the level

testified to by‘thé loweét expert witness, unless there has
been a "knock-out" séored on cross-examination of that
witness; and the "Catcii-22" on working capital studies which
for three successive rate cases gave NSP no return for working
capital requirements.

The problem to some extent stems from the Supreme

Court ruling in St. Paul Area Chamber of Commerce v. Minn.

Public Service Com'n, (1977) MN 251 NwW2d 350, where the

Commission's rate tilt in favor of the residential class was

upheld as an action "in a legislative capacity balancing

cost and non-cost factors." Basically, the court has said:
"Combkining this rule with that adopted

above for factual determinations, we may
summarize  as follows:
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(a) When the Public Service Commission acts
in a judicial capacity as a factfinder,
racelives evidence in order to make factual
conclusions, and weighs that evidence as
would a judge in a court trial, it will be
held on review to the substantial-evidence
standard.

(b) When the Public Service Commission acts

in a legislative capacity as in rate increase

allocations; balancing both cost and noncost

factors and making choices among public

policy alternatives, its decisions will be

upheld unless shown to be in excess of

statutory authority or resulting in unjust,

unreasonable, cr discriminatory rates by

clear and convincing evidence." 251 Nw2d

at 358.

This sounds good in general, but in a rate case the
point at which the Commission shifts from "judicial" to
"legislative" functions is not clearly delineated in its
orders, and it is quite clear that legislative considerations
are being imposed onto purely factual issues for social
purposes.

Some of the statutory provisions that foster this
thinking and which can be changed to give the PSC policy
direction from the legislature at this time include:

1. Remove from Minn. Stat. 216B.03 which generally
provides that rates shall not be unreasonably preferential,
prejudicial or discriminatory, the sentence "Any doubt as to

the reasonableness should be resolved in favor of the

consumer,"

-1 =



-223~

Although we believe this was meant to resolve
problems concerning individual customers where the
applicability of a specific rate or service rule might be in
doubt, it has been used in rate case determinations to move
from a weighing of the avai;able evidence for decision making
purposes, to summary disregard of substagtial dollar impact
cost of service issues because the PSC had "doubt" as to
whether the utility had carried the burden of proof. 1In other
words, if the issue were whether the utility's cost for an
item was $100 or some lesser amount, the PSC would choose
zero because of "doubt" rather than analyzing the components
of cost and attempting to find the proper amount based on
the unaerlying evidence.

Under Minn. Stat. 216B.16{(4), the 5urden of
proof is always on a public utility seeking to establish-a
rate change, as is the burden "in all proceedings before the
commission in which the modification or vacation of any order
of the commission is sought, the burden of proof shall be on
the person seeking such modification or vacation” under
Minn. Stat. 216B.56, so no additional presumption concerning
customers is really necessary.

2. In Minn., Stat. 216B.27(5) concerning rehearings,

change the words "legislative powers" to "administrative

~13-
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agency powers" so as to clarify the basic status of the PSC.

3. Add to Minn. Stat. 216B.08 concerning duties
of the Commission a sentence which would require the
Commission to have factual evidence as the basis for its
decisions.

"The Commission shall base its determinations

and orders in contested cases and rulemaking

. upon substantial evidence presented on the

record in such proceedings." :
In this way, the Commission will have a firm anchor on which
to exercise its duties and all parties will have the

obligation to back up their proposals with the facts that

are necessary to make hard decisions correctly.

-14-
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- Northern States Power Company (Minnesota)
State of Minnesota

: GAS AND ELECTRIC RATE INCREASES

(f 1968 - Present

ELECTRIC ' Revenues Abproved
: ' Effective In Thousands
Docket No, Jurisdiction Date Amount Percent
Iﬁd.'DMnicipaliﬁies 01/01/68 $ 5 529 .4.1
St. Paul 03/69 '1 310 4.7
Ind. Municipalities 06/01/71 17 349 8.4
St. Paul - 01/28/72 1700 - 4.6
Ind, Municipalities 03/19/74 40 338 15.1
St. Paul ‘ 05/15/75 7315 16.2
ER2-1 ' Minn. Commission 02/02/75 38 640 10.4
E002/CR-76-934 Minn. Commission 06/02/76 32 696 7.2
. E002/GR-77-611 Minn. Commission 06/20/77 $37 896 8.0
.
GAS

Ind. Municipalities 08/29/68 . $ 711 5.4
White Bear Lake 12/31/68 35 5.4

West St. Paul, So. .
St. Paul, St., Paul 06/29/70 : 424 1.9
Ind. Municipalities  02/02/71 2 470 6.1

West St, Paul, So,

St. Paul, St. Paul 07/03/72 2 551 . 10.5
Ind. Municipalities 03/19/74 2 229 6.4
St, Paul 08/98/74 2 100 6.4
G002/GR-76-3627(EF) Minn. Commission 12/19/76 5 481 6.1

i~
\Ne)

(~' G002/GR-77-1015(1J) Minn. Commission 11/17/77 $ 238
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REGULATORY REVIEW -AND PUBLIC PARTICIPATION

" Public concern about energy development has grown dramatically in

the last few years. Expression by the puklic of concern for how
and where we build new facilities has had significant impact on
Nprthern States Power Company in many areas. NSP was a leader
among utilities in developing the open planning process for energy
siting and ‘we are convinced it helps in reaching bettef decisions.
The first citizeﬁ plant siting task force was initiated by NSP in
1971 to help select what eventually became known as the Sherco
site. Public concern about the visual impact of transmission lines
has led us to use of more aesthetically designed structures and to
more careful routing studies. We believe the public that does
participate hés something to say of importance and we ought to

listen and be as responsive as practicable.

Minnesota's regulatory review process for energy facility approval
and for ratemaking provideo I: brcad public particiéation. It
has been our experience that various segménts of the "public" do
take part in these procedures and contribute to the record upon

which these important decisions are based.

All of the utility regulatory procedures are governed by the
Administrative Procedures Act. This means that our applications
for certificate of need, site compatibility, construction permit
for a transmission route and rate increases all go through

the relatively formal procedures of a hearing cfficer presiding,
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sworn testimony, intervenors, cross examination of witnesses, etc. '<ﬂ
The Hearing E:.aminers Office has generally given broad latitude to
the public in allowing statements to be made without being sworn,
questions to be asked of utility witnesses and agency staff, and
has made other accommodations to eﬁsure that citizens have a chance
to take part. Although this is perhaps necessary, it has at times

created a sense of expectation by those participating that many

times is nét fulfilled when the final decision is made by the agency.

Perhaps those administering the process could do a more thorqugh

job of explaining the differant ways to participate and how one

way may have more impact than another. The new public Advisor may

help this situation in siting and routing bf providing a better
exélanation of the difference between carefully ?repared testimony (;
" directed at the criteria to be uséd in making a decision and testi-
mony which merely vents one's angef, frustration or displeasure

with the proposal. There also seems té be some perception that

public participation means the same as decision making.

Many members of the public expect to see the Environmental Quality
Board members at the hearing listening to the testimony on a site

or route. They expect to see the Director of the Energy Agency at
Certificate of Need hearings and the Public Service Commissioners

at the rate hearings. I believe this contributes to the creation
02 a feeling of distrust about the process because the ultimate

decision-makers are not there to hear what they have to say.



This past year NSP and other utilities publicly ann&unced all of

the site areas that were being considerea for a glant in the late
1980's. ™he purpose of that effort was to seek public participation
and reaction from people in those locations before an applicatioﬁ
for site.certification is prepared. Tihe result was that opposition
developed at all the sites being considered but in soﬁe locations
support also surfaced. Concerns were éxpressed that will eventually
be helpful.in how and where we propose a plant and although the plans
for that plant have been delayed due to a revised forecast, the
knowledge we gained will eventually be beneficial. On the other
hand, those who will organize to oppose the plant will have been

given that much more time to do it.

Finally, we need to recognize that providing for broad public
participation does not necessarily mean that such will be construc-
tive. Many of the directly affected citizens do not want to parti-
cipate in a constructive manner because that will help make a
decision. Many simply do not wanc a decision at all. Some citizens
have positioné that simply cannot be satisfied, i.e.; (1) we do not
need any more electricity, (2) put it someplace else ana (3) lower
rates for me. Changing the methods of providing for public parti-

cipation will not satisfy these kinds of concerns.

Each time one of these procedures is completed the public becomes
better informed and understands more about how to participate.

However, when constant statutory or rule changes a.c made 1t creates
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confusi i i
sion and misunderstanding, particularly for those who are
only . o
v involved part time. Stability in these processes is needed
and wi i
vill help the public to know what is going to happen next and

how to more effectively be a part of it

M L Anderson, Manage
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