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COMMENTS

INTRODUCTION 

Northern States Power Company, doing business as Xcel Energy, submits to the 
Minnesota Public Utilities Commission these Comments in response to the 
Commission’s June 16, 2014 NOTICE OF COMMENT PERIOD ON AGENCIES’ REPORT.  
The Notice seeks comments regarding the June 10, 2014 Report regarding the 
proposed scope and process of the investigation to update externalities values, 
submitted by the Minnesota Department of Commerce and the Minnesota Pollution 
Control Agency (Minnesota Agencies).  

The Agencies proposed a scope and process to investigate both greenhouse gases and 
criteria pollutants, as follows: 

Greenhouse Gases 
 Examine only carbon dioxide (CO2), and not other GHGs;
 Do not limit consideration of external damages to just those damages within

Minnesota;
 Adopt the Federal Social Cost of Carbon (SCC) values, and specifically the SCC

variant developed using a 3 percent discount rate.  To the extent the
Commission declines to adopt the SCC at this stage of the proceeding:

o Retain a consultant to assist the Agencies in building the record on this
topic;

o Establish a set of required damages that parties should include in any
proposed CO2 estimates;
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o Specify that any proposed externality values should be based on damage 
values; 

o Require that proposed CO2 value estimates must account for global 
damages; and 

o Request that parties propose ways to update their preferred CO2 value in 
the future. 

 
Criteria pollutants 

 Retain an expert to conduct analysis to estimate externality values and provide 
written testimony for a contested case proceeding; 

 Do not limit consideration of external damages to just those damages within 
Minnesota; 

 Examine non-human health impacts of criteria pollutants only if the expert has 
credible and accurate methods and models to do so; and 

 Use a photochemical modeling approach to determine the most credible criteria 
pollutant externality values for electric generator emissions, unless it is too 
costly or time-consuming, in which case, a reduced form modeling approach 
should be used. 

 
In summary, we generally agree with the framework proposed by the Agencies.  
Specifically, we concur that: 

 There should be a contested case proceeding to examine the impacts of criteria 
pollutants; 

 CO2
 should be the only GHG included in the investigation at this time; and 

 The best approach to estimating the external cost of emissions is a marginal 
damage cost approach, defined as the social cost of emitting one more 
increment of a pollutant given current conditions. 

 
However, we believe that: 

 The Commission does not have a sufficient record upon which to adopt the 
Federal SCC as the externality value for CO2 at this point in the proceeding; 

 There are shortcomings and disputed facts with regard to the SCC proposal 
that need to be vetted, for which a contested case proceeding is the appropriate 
venue; 

 The examination of CO2 in the contested case proceeding should: 
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o Evaluate the interaction with the Environmental Protection Agency’s 
recently released proposed rules for GHG emissions from both new and 
existing power plants;1 

o Explore and recognize the uncertainties inherent with any established 
values, in order to:  
 Establish a range of values; and 
 Use the information developed to later guide the Commission in 

the way(s) it may choose to apply them to the resource planning 
process. 

 While we concur that climate change is a global issue, this does not mean that 
the Commission cannot or should not evaluate CO2 damages specific to 
Minnesota or the Upper Midwest. This issue is appropriately addressed in a 
contested case proceeding; 

 The appropriate modeling methodology should  be determined in the contested 
case proceeding based on the Commission’s expectation that the results are 
credible; 

 The impacts from criteria pollutants should be limited to the state of Minnesota 
and within 200 miles of its borders, as in the original proceeding that 
established values; and 

 The baseline from which to establish the impact of the next ton of pollution 
emitted must be based on current ambient air quality concentrations and other 
factors that affect damages, such as population density and distribution. 

 
COMMENTS 

 
A. The Record is Insufficient to Establish a CO2 Value at this Time 
 
We disagree with the Minnesota Agencies’ recommendation that the Commission 
adopt the Federal SCC at this point in the proceeding.  The Commission does not 
have a sufficient record upon which to adopt the Federal SCC as the externality value 
for CO2.  There are shortcomings and disputed facts with regard to the SCC that need 
to be assessed, and for which a contested case proceeding is the appropriate venue.   

                                                 
1 For new power plants, EPA’s proposed rule entitled Standards of Performance for Greenhouse Gas Emissions From 
New Stationary Sources: Electric Utility Generating Units was published in the Federal Register January 8, 2014. See: 
https://www.federalregister.gov/articles/2014/01/08/2013-28668/standards-of-performance-for-
greenhouse-gas-emissions-from-new-stationary-sources-electric-utility. For existing power plants, EPA’s 
proposed rule entitled Carbon Pollution Emission Guidelines for Existing Stationary Sources: Electric Utility Generating 
Units was published in the Federal Register June 18, 2014. See: 
https://www.federalregister.gov/articles/2014/06/18/2014-13726/carbon-pollution-emission-guidelines-
for-existing-stationary-sources-electric-utility-generating  
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Further, we believe the Commission needs to acknowledge and examine the 
uncertainties associated with establishing an externality value for climate change 
associated with CO2 emissions, which may lead to the conclusion that a range of 
values is appropriate.  Also, the Commission should examine the interaction of this 
proceeding with the EPA’s proposed rules for GHG emissions from new and existing 
power plants.  We believe that this examination will also provide the Commission 
insight into ways it may want to apply the values, once developed. 
 
 1. The Commission’s Rules Support a Contested Case When There are Disputed Facts 
 
Minn. R. 7829.1000 states: 

If a proceeding involves contested material facts and there is a right to a 
hearing under statute or rule, or if the commission finds that all significant 
issues have not been resolved to its satisfaction, the commission shall refer 
the matter to the Office of Administrative Hearings for contested case 
proceedings, unless: 

A. all parties waive their rights to contested case proceedings and instead 
request informal or expedited proceedings, and the commission finds 
that informal or expedited proceedings would be in the public 
interest; or 

B. a different procedural treatment is required by statute. 
 

In this circumstance, as described below, not all significant issues have been 
resolved. The Commission would benefit from the scrutiny of a contested case 
hearing prior to making its determination. 
 

2. The SCC has Significant Shortcomings and Disputed Facts 
 
Contrary to the Agencies’ contention that the SCC is well-accepted and credible, the 
SCC has significant shortcomings and disputed facts that call into question its 
appropriateness for integrated resource planning, and make a contested case 
proceeding the most appropriate venue for discussion.  We list some of these disputed 
facts below, while referring the Commission to our Office of Management and 
Budget comments on the SCC for more detail,2 as well as those of the Edison Electric 
Institute3 and, the Class of ’85 Regulatory Response Group.4   

                                                 
2 See Xcel Energy comments to OMB at: http://www.regulations.gov/#!documentDetail;D=OMB-2013-
0007-0123 
3 See http://www.regulations.gov/#!documentDetail;D=OMB-2013-0007-0141 
4 See  http://www.regulations.gov/#!documentDetail;D=OMB-2013-0007-0088 
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 The federal Office of Management and Budget (OMB) only recently took comment on the 

SCC for the first time (February 2014).  OMB received 140 comments, many of 
them critical of the assumptions, modeling methodology, and lack of 
transparency in the SCC development process.  OMB has not yet released a 
response to the comments, but may revise the SCC methodology and values. 
Considering this, it would be premature to adopt the SCC at this time.  
However, if the Commission opens a contested case proceeding on CO2 
externality options and considers the SCC as one of the options, OMB’s 
response to comments should become available during the timeframe of the 
contested case and could inform the Commission’s deliberations.  

 The SCC was designed for cost-benefit analysis of proposed federal regulations.  In that 
context, a highly imprecise value may be preferable to no value at all.  However, 
utility integrated resource planning is far different. Using an uncertain and 
provisional value like the SCC would have more concrete and relatively 
immediate impacts on utility ratepayers.  The Commission should consider in a 
contested case proceeding whether it is appropriate to use the SCC outside of 
its intended purpose.  

 The SCC modelers and government agencies acknowledge, in the original (2010) SCC 
Technical Support Document, significant “uncertainty, speculation, and lack of information” 
embedded in the SCC values. Specifically, they note uncertainties about: (1) future 
GHG emissions; (2) the effects of past and future emissions on the climate 
system; (3) the impact of changes in climate on the physical and biological 
environment; and (4) the translation of these environmental impacts into 
economic damages.5  Uncertainty at each step magnifies the next.  These 
agencies conclude that “any effort to quantify and monetize the harms 
associated with climate change will raise serious questions of science, 
economics, and ethics and should be viewed as provisional.”6  These 
uncertainties have not been reduced in the more recent (May 2013 and 
November 2013) updates to the SCC, which retain the same assumptions and 
methodology.  

 The three Integrated Assessment Models (IAMs) on which the SCC is based provide vastly 
disparate values.  The 3 percent discount rate SCC value that the Minnesota 
Agencies recommend for adoption is simply the mean (average) across the 
three IAMs. Statisticians have argued that using the mean places undue weight 
on the extreme outliers in these long-term (300 year) projections, and that the 

                                                 
5 February 2010 Technical Support Document: Social Cost of Carbon for Regulatory Impact Analysis Under Executive 
Order 12866 (TSD 2010), at page 2. http://www.whitehouse.gov/sites/default/files/omb/inforeg/for-
agencies/Social-Cost-of-Carbon-for-RIA.pdf.  
6  Ibid, page 2. 
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median would be a more appropriate indicator of the central tendency of the 
values.  Again, these are disputed issues of fact that should be examined in a 
contested case proceeding. 

 Between the 2010 and 2013 reports, the SCC values increased by approximately 60 percent 
without opportunity for any significant public input on the assumptions, methodologies, or 
process by which this update occurred.7  If the Commission adopts the SCC without a 
contested case, it would be hard to argue that the Commission should not 
accept future updates as well, which could lead to dramatic impacts on utility 
ratepayers, again without any opportunity for examination and discussion.  

 The SCC development process has been criticized by many as lacking in transparency.  The 
SCC was developed by an interagency working group of 12 federal agencies. 
Until late 2013, the only public comment periods were on rulemakings (for 
microwave ovens, metal halide lamps, etc.) in which the SCC was used – not 
opportunities for comment on the SCC methodology and values themselves – 
and certainly not on whether they are appropriate for a resource planning 
process.  While OMB has now provided such an opportunity, the Minnesota 
Agencies are proposing the SCC be adopted before OMB has responded to 
those comments.  Thus, we disagree that the SCC has been properly vetted at 
the federal level, and it has certainly not been vetted in Minnesota as a tool for 
utility resource planning.  

 The SCC is an estimate of global damages. The OMB has indicated it is possible to 
derive a domestic SCC value, approximating the damages from climate change 
on the U.S. economy.8  If taken to a contested case proceeding, the 
Commission could consider this option, as well as further refinement of the 
value(s) to the Upper Midwest or to Minnesota.  

                                                 
7 May 2013 Technical Support Document: Technical Update of the Social Cost of Carbon for Regulatory Impact 
Analysis Under Executive Order 12866 (TSD May 2013) at 
http://www.whitehouse.gov/sites/default/files/omb/inforeg/social_cost_of_carbon_for_ria_2013_update.
pdf, and November 2013 Technical Support Document: Technical Update of the Social Cost of Carbon for Regulatory 
Impact Analysis Under Executive Order 12866 (TSD November 2013) at 
http://www.whitehouse.gov/sites/default/files/omb/assets/inforeg/technical-update-social-cost-of-carbon-
for-regulator-impact-analysis.pdf. 
8 See letter of January 24, 2014 from OMB re: Request for Correction on the Technical Support Document 
“Social Cost of Carbon for Regulatory Impact Analysis under Executive Order 12866” (February 2010) and 
Technical Support Document “Social Cost of Carbon for Regulatory Impact Analysis under Executive Order 
12866” (May 2013). OMB states that “… the U.S. benefit [of emission reductions] is about 7-10 percent of 
the global benefit, on average, across the scenarios analyzed. Alternatively, if the fraction of GDP loss due to 
climate change is assumed to be similar across countries, the domestic benefit would be proportional to the 
US share of global GDP, which is currently about 23 percent. On the basis of this evidence, the interagency 
workgroup determined that a range of values from 7 to 23 percent should be used to adjust the global SCC to 
calculate domestic effects.” See http://www.whitehouse.gov/sites/default/files/omb/inforeg/ssc-rfc-under-
iqa-response.pdf.  
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 The SCC reports provide values calculated using 5 percent, 3 percent, and 2.5 percent 
discount rate values.  The Commission would need to consider which value(s) are 
appropriate.  As noted by the Minnesota Agencies, the Commission previously 
adopted 3 and 5 percent discount rate values for CO2.

9  We believe that 
ultimately it is important for the Commission to establish a range, as it did for 
other externality values, rather than a single value as advocated by the 
Minnesota Agencies.  This, too, should be examined in a contested case venue.  
 
If the Commission were to adopt the SCC, the Commission would need to 
consider whether parties have provided a sufficient rationale for abandoning 
the earlier precedent and using only the 3% discount rate SCC value.  
 

 Minn. Stat. §216B.2422, Subd. 3 is silent on whether the CO2 externality value should be 
focused on climate change damages in Minnesota or more broadly (regional, national, or 
global).  The U.S. Global Change Research Program’s National Climate Assessment, 
released in May 2014, evaluates climate change impacts by region of the 
country, including the Upper Midwest.10  As part of the contested case 
proceeding, the Commission should consider whether the global SCC, a 
domestic SCC, or a new CO2 externality value specific to the Upper Midwest is 
most appropriate for use in utility resource planning.   

 
Although the Commission may ultimately decide to adopt the SCC in some form as 
its CO2 externality value, a contested case proceeding provides the appropriate forum 
to develop the record that will allow the Commission to make an informed decision.  
 
  3. The Examination of CO2 Values Should Explore the Inherent Uncertainties  
As noted above, in the case of the Federal SCC, the assignment of environmental cost 
values to CO2 emissions is inherently uncertain.  The calculation depends heavily on 
forecasts of damages decades and centuries in the future.  We do not raise this 
uncertainty as an argument against adopting any updated CO2 externality value.  
Rather, we raise it as an argument for considering all available options in the context 
of a contested case proceeding.   
 
It also argues for using – as the Commission did when it first adopted environmental 
cost values in 1997 – a range of values for CO2, rather than a single value. From the 
Commission’s initial adoption of externality values in the 1990s up through the latest 
update in May 2014, it has used low and high values, representing 5 percent and 3 

                                                 
9 January 3, 1997 Order Establishing Environmental Cost Values, at page 27. Docket No. E999/CI-93-583. See: 
http://mn.gov/puc/documents/puc_pdf_orders/004231.pdf.  
10 See: http://nca2014.globalchange.gov/report/regions/midwest.  



 

8 

percent discount rate options.  The adoption of a single CO2 value (specifically the 
Federal SCC at a 3 percent discount rate, as advocated by the Minnesota Agencies) 
would be inconsistent with the Commission’s long-standing practice of using a range.   
 

4.  The Choice of an Externality Value Should Consider the Current State of CO2 
Regulations 

 
As the Commission is aware, the EPA recently released proposed regulations for CO2 
emissions from both new and existing power plants.  EPA’s schedule contemplates 
final regulations for both new and existing plants will be in place by mid-2015, with 
development of state implementation plans for the existing power plant Rule to 
follow.  This establishes a clear timeframe on which CO2 will become a regulated 
pollutant in Minnesota.  
 
We accept the Agencies’ position that CO2 regulatory compliance costs and CO2 
externality values are different, and some externalized damages may remain even after 
a pollutant is regulated.  However, we would also argue that the intent of EPA’s 
recently released regulations is to internalize at least some of the externalized damages 
from CO2 emissions.  Thus, while regulations may not eliminate damages, they should 
reduce the magnitude of those damages.  
 
We therefore believe that it is logical for the Commission to consider whether and to 
what extent EPA regulations internalize some of the damages from CO2 emissions, 
and how the resulting externality values should take this into account.  Again, a 
contested case proceeding is the appropriate venue for such examination and record 
development.  The appropriate allocation of CO2 control costs across regulatory 
compliance costs and externality costs raises issues that are likely to be contested, and 
for which the Commission has not yet established an adequate record of decision.  
 
B. Criteria Pollutants 
 
For criteria pollutants, we believe appropriate experts, engaged both by the Minnesota 
Agencies and by the other parties to this proceeding, should help determine the 
appropriate modeling methodology based on the Commission’s expectation that the 
results are credible.  
 
We believe that the impacts from criteria pollutants should be limited to the state of 
Minnesota and within 200 miles of its borders, as in the original proceeding that 
established values. 
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We believe the baseline from which to establish the impact of the next ton of 
pollution emitted must be based on current ambient air quality concentrations and 
other factors that affect damages, such as population density and distribution. 
 

 
CONCLUSION 

 
Xcel Energy respectfully requests that the Commission establish the scope of a 
contested case proceeding to include both criteria pollutants and carbon dioxide so 
that a full record can be developed to assist the Commission in updating its externality 
values. 
 
 
Dated: June 26, 2014 
 
Northern States Power Company  
 
Respectfully submitted by: 
 
/s/ 
  
JAMES R. ALDERS 
STRATEGY CONSULTANT 
REGULATORY AFFAIRS 
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