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May 26, 2017
—Via Electronic Filing—
Daniel P. Wolf
Executive Secretary
Minnesota Public Utilities Commission
121 7" Place East, Suite 350
St. Paul, MN 55101

RE: RESPONSE COMMENTS
STATE ENERGY POLICY RIDER
DocCKET No. G002/M-17-174

Dear Mr. Wolf:

Northern States Power Company, doing business as Xcel Energy, submits this
Response to the May 17, 2017 Response Comments of the Minnesota Department
of Commerce — Division of Energy Resources in the above-referenced docket.

We have electronically filed this document with the Minnesota Public Utilities
Commission, and copies have been served on the parties on the attached service
list.

If you have any questions regarding this filing please contact Rebecca FEilers at
rebecca.d.eilers@xcelenergy.com or (612) 330-5570, or me at (612) 330-7681 or

lisa.r.peterson(@xcelenergy.com

Sincerely,

/s/

LL1ISA R. PETERSON
MANAGER, REGULATORY ANALYSIS

Enclosures
c: Service List
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INTRODUCTION

Northern States Power Company, doing business as Xcel Energy, submits to the
Minnesota Public Utilities Commission this Response to the May 17, 2017 Response
Comments of the Minnesota Department of Commerce — Division of Energy
Resources regarding our State Energy Policy (SEP) Rider filing.

The Company stands by our position that recovery of the Cast Iron Pipe
Replacement Project costs and the costs associated with the Regulatory Administrator
(RA) should be allowed to continue through the SEP Rider for the reasons discussed
in our Reply Comments." We believe it is reasonable and consistent with
Commission precedent to continue recovery through the SEP Rider; however, should
the Commission decide the SEP Rider should be discontinued, the Company agrees
that the Gas Utility Infrastructure Cost (GUIC) Rider would also be an appropriate
alternative recovery mechanism. If the Commission wishes to consolidate these two
riders, the Company respectfully requests that the SEP Rider be allowed to continue
into the 2017-2018 SEP Period as proposed in the present docket, with an order
point that directs the Company to include the costs under the GUIC Rider (as
opposed to the SEP Rider) in its next GUIC Rider filing. By doing so, the
Commission, Company and stakeholders can work through the logistics of
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consolidating the two riders in a single future filing, as opposed to trying to
consolidate the two riders while both are pending before the Commission.

Our Response also addresses the Department’s proposed changes to ADIT
proration, capital structure, and ROE in addition to other recommendations which
were presented in Attachment A of the DOC Response Comments.

RESPONSE COMMENTS
A.  History of the Cast Iron Pipe Replacement Project

By way of background, cast iron pipe was commonly used in installations of natural
gas distribution systems through the first half of the twentieth century. It was a
material that was readily available and typically installed in ten-foot lengths with
caulked joints. The former Northern States Power Company (NSP) installed a
significant amount of cast iron pipe first in manufactured gas distribution systems,
and later in natural gas distribution systems, as natural gas was brought into NSP’s St.
Paul service area in the 1930s. While cast iron pipe was common in the industry, it
was prone to problems including:

e leaking and cracking if soil around the piping is disturbed;

e becoming graphitized as it ages, increasing the risk of cracking;

e drying out at the caulked joints, increasing the risk of cracking;

e susceptibility to leaking at the fused or welded connection points that are
present because cast iron piping must be done using a mechanical fitting or by
tapping and threading; and

e susceptibility to water infiltration due to being operated at low pressure, which
can cause operating issues in distribution systems and cause problems for end
users of natural gas.

The Company replaced cast iron as failures occurred and as street construction work
impacted areas with cast iron distribution systems, but requested SEP Rider recovery
to replace the remaining cast iron in its distribution system from 2008-2012. As is
clear from this record, regardless of where the Cast Iron Pipe Replacement Project
costs are recovered, these costs were prudently incurred and the project was
important for public safety.



B. SEP Rider Recovery is Reasonable Despite Statute Repeal

We disagree with the Department that the repeal of the statutes authorizing SEP
recovery was not transparent. Recovery of the Cast Iron Pipe Replacement Project
costs through the SEP Rider has been approved by the Commission since 2008,
including three years after the repeal of the Greenhouse Gas Initiative (GHGI)
Statute in 2013.> As described in our April 10, 2017 Reply Comments, the
amendment to repeal the statute was requested by the Commission. Therefore we
think it is reasonable to conclude that the Commission was aware of the repeal.
Similarly, the RA costs have been approved through the SEP Rider since the rider
was established in 2003, ineluding for five years after the original statute’ was repealed.
This statute’s repeal was specifically noted in subsequent SEP Rider Petitions; yet, the
Commission continued to approve recovery.

The Department also notes that no other utility uses a rider mechanism to recover
RA costs, nor are the Company’s electric RA costs recovered through a rider. We
question whether the regulatory strategy of other utilities is relevant here and further
note that the Company’s electric RA costs were recovered through the SEP Rider
until January 1, 2014 in conjunction with the implementation of interim rates in an
electric rate case. We anticipate that the gas SEP costs would be similarly included in
our next gas base rate request.

The Department agreed with our assertion that new capital costs were not incurred
under the GHGI Statute after its repeal, but noted that $265,460 in annual Property
Taxes are included in the current rider request. We note that the Commission
approved property tax recovery in the SEP Rider of $228,825 in 2013 for the same
property when the GHGI Statute was repealed. We further note that Property Taxes
were approved for inclusion in the revenue requirements calculation associated with
the Cast Iron Pipe Replacement Project. Like Income Taxes and Interest Expense,
these are appropriate project costs and should be treated as such.

C. GUIC

We believe recovery of these costs through the SEP Rider provides greater
transparency for examining the Cast Iron Pipe Replacement Project compared to the
GUIC Rider. Historical Cast Iron Pipe Replacement Project revenue requirements
decline each year since the project has been completed and there are no new
expenditures. Thus all the components of the revenue requirement calculations

2 Minn. Stat. § 216B.1637
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(Income Taxes, Property Taxes, Interest Expense and Return) are directly associated
with the Cast Iron Pipe Replacement Project capital costs. Conversely, new and on-
going Integrity Management initiatives recovered through the GUIC and their
associated costs vary year over year. Keeping Cast Iron Pipe Replacement Project
costs in the SEP tracker, where the data is comparable year over year to past SEP
recovery filings, may ease the review and validation process.

Should the Commission determine that the SEP Rider should be discontinued, we
ask that the Commission defer its discontinuance until after the proposed 2017-2018
SEP Period. As the Department suggests in its May 17, 2017 Response Comments,
the GUIC Rider would be an appropriate recovery mechanism for the Cast Iron Pipe
Project costs since we believe the GUIC Statute effectively replaced the GHGI
statute.* However, the Department’s Response Comments note that the Department
has not yet fully vetted whether the SEP Rider costs meet the statutory requirements
of the GUIC Statute, so a transfer of these costs into another pending docket may
not allow for thorough review. The Department has already submitted two rounds of
comments in the currently pending GUIC Rider proceeding.” As a result, the more
efficient course is to allow both the SEP and GUIC dockets to conclude before
changing course. We would note that the majority of the costs in the SEP rider are
related to the on-going revenue requirement associated with the Cast Iron Pipe
Replacement Project that concluded prior to the establishment of the GUIC,
however if there is interest in consolidating the rider recovery we believe the
Commission could issue an order point that directs the Company to include the costs

under the GUIC Rider (as opposed to the SEP Rider) in its next GUIC Rider filing.

If the Commission believes the SEP Rider costs no longer belong in the SEP Rider,
we ask for additional time to reset the course for recovery in our next GUIC Rider in
November 2018. This will allow for more careful alignment of the two riders’
components and allow the Department and the Commission a better opportunity for
a thorough review and consideration of the statutes and costs.

D. ADIT

The Department makes specific recommendations regarding treatment of
Accumulated Deferred Income Taxes (ADIT) should the Commission continue the
SEP Rider. As the Department notes, the Company is seeking a Private Letter Ruling
(PLR) from the IRS to resolve the issue of proper ADIT treatment in riders. The
Department recommends that in the interim, the Company be required to update the

4 Minn. Statute § 216B.1635
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SEP tracker with historical actual ADIT rather that a prorated ADIT balance as
presented in the SEP Petition. We are concerned that removal of the ADIT pro-rate
calculation on the 2016 historical actuals may be perceived by the IRS as a violation
of the current tax normalization rules. Unlike the Company’s other riders which use a
calendar year test period, the SEP Rider uses a split-year test period. Our
understanding of the IRS tax code is that proration is required during the full test
period. The SEP Rider uses a test year that runs from July to the following June.
Proration of the 2016 and early 2017 historic months is needed because the test
period is still in progress. This is different than the decisions made in the Company’s
RES and TCR Riders where the Commission ordered the use of actual historic ADIT
balances at the conclusion of the riders’ test period. Until we have more clear
guidance from the IRS on this issue, there remains risk of a normalization violation.
The inherent risk of losing the ability to take advantage of accelerated depreciation to
the Company and ratepayers as a whole far exceeds the $3,581 revenue requirement
impact in the SEP proceeding. Once the PLR is received and evaluated, the
appropriate updates, if any, to the tracker can be made at that time and any impacts
will be captured in the true-up determination.

E. Capital Structure and Return on Equity

The Company does not feel it is appropriate to base the ROE in this filing on a
recommendation of the Department from a separate open docket, in which the
Company has provided testimony supporting a different ROE and the Commission
has yet to make a final determination. If the Commission wants the Company to
provide documentation supporting an appropriate ROE, it could direct the Company
to do so in a future SEP rider filing, just as it did for the GUIC rider.

If the Commission agrees with the Department that the Company should use the
capital structure approved in Docket No. E002/GR-13-868 to calculate the SEP
Rider revenue requirements, it is appropriate to also include the associated debt costs
approved in that docket as well.

F. Impact of DOC’s Proposed Updates to Revenue Requirement
Calculation

The impact of the Department’s recommended adjustments to the calculation of the
SEP Rider revenue requirement is a noted in the table below:



DOC Recommendation Revenue Rate Factor Impact
Requirement Impact

ROE at 9.50% ($81,631) ($0.000094)
No ADIT Proration on 2016 Actuals ($3,581) ($0.000005)
Last Authorized Capital Structure

(Docket E002/GR-13-868) ($1,042) ($0.000002)
Combination of all three

recommendations ($86,2306) ($0.000099)

We will provide updated schedules in a compliance filing to reflect any changes to
our proposed revenue requirement calculation that is approved by the Commission.

G. RA Costs

As of the date of this filing, the Governor has not acted on the Energy Omnibus Bill,
S.F. No. 1456, which extends the assessment by one year to 2018. The Company
agrees that if the June 30, 2017 expiration date stated in Minn. Stat. § 216B.62, Subd.
3b. is not extended, the RA costs should be removed from the SEP Rider. The
Company will file a brief supplement when the Governor acts on the Energy
Omnibus Bill, or address this issue at the Commission’s open meeting on the SEP
rider.

H. Other Administrative Updates

The Department recommended the Company continue to provide prior year data on
Attachment B which was not included in the initial petition for this year’s SEP Rider.
We removed the prior years’ data from Attachment B in an attempt to make the
document easier to read and analyze by focusing on the periods that impact the
current request. We regularly remove prior years’ data from rider schedules to make
room for additional future years’ data. If the Department would prefer we continue
to include this historical data on Attachment B to ease their review, we agree to do so
in future SEP Rider filings.

Also at the Department’s recommendation, we agree to update the proposed
customer notice to match the final bill message approved by the Commission in their

notice issued on May 25, 2016 in Docket No. G002/M-16-206. The message below
reflects the last-approved language:

We have updated the Resource Adjustiment line item on your bill to reflect changes in the
State Energy Policy (SEP) portion of the Resource Adjustment, which recovers costs for cast



iron pipe replacement and to support State energy efficiency and conservation policy. The
natural gas SEP portion of the Resonrce Adjustment increased to §0.002103 per ther.

We will consult the Consumer Affairs Office on the final bill message in this docket.
CONCLUSION
Regardless of where the Cast Iron Pipe Replacement Project costs are recovered,

these costs were prudently incurred and were important for public safety. We
respectfully request that the Commission approve our SEP Petition as originally filed.

Dated: May 26, 2017

Northern States Power Company



CERTIFICATE OF SERVICE

I, Lynnette Sweet, hereby certify that I have this day served copies of the foregoing
document on the attached list of persons.

xx by depositing a true and correct copy thereof, properly enveloped
with postage paid in the United States mail at Minneapolis, Minnesota

xx electronic filing

DOCKET No. G002/M-17-174

Dated this26™ day of May 2017

/s/

Lynnette Sweet
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