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Mankato Energy Center, LLC
ORDER APPROVING POWER PURCHASE
AGREEMENT

PROCEDURAL HISTORY

On March 23, 2004, Xcel Energy (Xcel) filed a petition requesting Commission gpproval of its
power purchase agreement with Mankato Energy Services, LLC (Mankato), a wholly-owned
subsidiary of Calpine Corporation (Calpine).

On May 24, 2004, the Minnesota Department of Commerce (the Department) filed comments
recommending tha the Commission approve the power purchase agreement (PPA) with
modifications.

On June 3, 2004, Calpine and Xcel eachfiled reply comments.

The Commission met on July 29, 2004 to consider this matter.

FINDINGSAND CONCLUSIONS

l. Xcel's Petition

Xcel requested Commission approval for its power purchase agreement (PPA) with Mankato.
Under the PPA, Xcd would purchase approxi mately 365 MW in total, 280 MW of base capacity -
winter and 252 MW of base capacity - summer, and an additional 85 MW of supplemental duct
firing capacity during both seasons.



Xcel also requested that it be allowed to recover the Minnesota portion of the energy costs
associated with the PPA through the fuel adjusment clause for fuel transportation, the heat rate
adjustment, tolling payments, and related variable costs. Xcel stated that it will seek recovery of
the capacity costs associated with the PPA in the Company’ s next rate case.

. The Department’s Comments and Recommendations

The Department examined the financial and operational risks of the project and determined that
the PPA sufficiently protects ratepayers from such risks. The Department stated that in situations
of excused or forced outages, raepayers remain protected under the PPA and that the terms for
other curtailments are reasonable. The Department stated that contract provisions such asthe
subordinated mortgage and security fund allow Xcel to manage the financial risks associated with
the PPA and that additional provisions provide for compensation, termination and other rights.

The Department also examined the reasonabl eness of the proposed price for the capacity and
energy from the project by comparing the costs associated with this PPA with other projects short-
listed by Xcel inthe 2001 All Source Bid process, as represented by their bid price. The
Department found the Mankato project was an appropriate selection among those proj ects.

Finally, the Department reviewed X cel’ s proposed method to recover all energy costs under the
PPA through the fuel adjustment clause and concluded it was reasonable.

Based on its review, the Department recommended that the Commission approve the PPA with
minor modifications. In reply comments, Xcel and Calpine both supported the Department’s
recommendations.

[11.  Commission Analysisand Action

On the basis of the Department’ s analysis and the Commission’s own review and subject to minor
maodifications recommended by the Department (see Order Paragraph 1), the Commission finds
that Xcel’s proposal is reasonable and in the public interest and will approveit. In addition, the
Commission will allow Xcel to recover through the fuel adjustment dause the Minnesota
jurisdictional portion of the amounts incurred for energy payments during the agreement.! The
Commission clarifies that recovery of these costs will be subject to the Commission’s ongoing
authority to review the prudence of these costs.

ORDER

1 The Commission hereby approves the PPA proposed between Xcel and Mankato, subject
to the foll owing:

! Capacity costs will be addressed in the next electric rate case.
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a the Commission’ s ongoing authority to review these costs for prudence;
b. Xcel must request additional submetering equipment in the event the capacity of the
facility isincreased to facilitate wholesd e sales;

C. Xcel must notify the Commission if it intends to assign the PPA to any of its
affiliates;
d. ratepayer financial responsibility islimited as described in Article 11.2(B) of the
PPA.
2. The Commission hereby authorizes Xcd to recover through the fuel adjustment clause the
Minnesota jurisdictional portion of the amounts incurred for energy payments during the
agreement.

3. This Order shall become effectiveimmediately.

BY ORDER OF THE COMMISSION

Burl W. Haar
Executive Secretary

(SEAL)

This document can be made available in alternative formats (i.e., large print or audio tape) by
calling (651) 297-4596 (voice), or 1-800-627-3529 (MN relay service).
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