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Dear Dr. Haar:

Attached are the Comments of the Minnesota Department of Commerce, Division of Energy
Resources (Department) in the following matter:

Northern States Power Company’s (Xcel or the Company), a Minnesota Corporation,
Annual Compliance Report Including a Refund Proposal for Deferred Tax Asset Balances
Associated with the Net Operating Loss for 2012.

The Petition was filed on May 31, 2013 by:
Christopher B. Clark
Regional Vice President

Rates and Regulatory Affairs
Northern States Power Company

The Department recommends approval with modifications and is available to answer any
questions the Commission may have.

Sincerely,

/SINANCY A. CAMPBELL

Financial Analyst, Energy Planning & Advocacy
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BEFORE THE MINNESOTA PUBLIC UTILITIES COMMISSION

COMMENTS OF THE
MINNESOTA DEPARTMENT OF COMMERCE

DockeT No. E002/GR-10-971

l. SUMMARY OF PROPOSAL

On May 31, 2013, Northern States Power Company, d/b/a Xcel Energy (Xcel or the Company)
filed its second Annual Compliance Report required by the Minnesota Public Utilities
Commission’s (Commission) May 14, 2012 Order in Docket E002/GR-10-971 (Petition). In
summary, the Company used a portion of the Deferred Tax Asset (DTA) balance in 2012,
triggering a $3.989 million refund to customers. In this filing, the Company provided
information regarding the Company’s treatment of its DTA balances associated with the
regulatory treatment of the Net Operating Loss (NOL) for the Minnesota Retail Jurisdiction
electric utility operations. In addition, the Company referenced its Renewable Energy Standard
(RES) Rider, where the Company is proposing a true-up to actual amounts of Production Tax
Credits. Since the true-up results in a surcharge to customers of approximately $3.4 million, the
Company indicated it would be happy to consider and work with interested parties on a plan to
net the NOL refund and RES surcharge to smooth the rate impact to customers.

In this Petition the Company requested that the Commission:

e Approve the Company’s proposed customer refund plan;
e Accept this Annual Report, which;
o Demonstrates the Company’s compliance with the terms of the NOL Agreement;
o0 Illlustrates the actual and expected use of the DTA, based on the Company’s actual
2012 and forecasted earnings; and
0 Quantifies the annual revenue requirement impact to customers.

! See Company’s June 7, 2013 filing in Docket No. E002/M-13-475.
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1. BACKGROUND

The NOL Agreement reflects the development in the record in Xcel’s 2010 rate case (Docket No.
E002/GR-10-971) by the Company and the Minnesota Department of Commerce (Department)
for treating net operating losses. Under the NOL Agreement, the Company is required to track
and return to customers the revenue requirement reduction associated with the use of the DTA,
which occurs as the Minnesota retail electric jurisdiction has positive taxable income.

In its May 14, 2012 Order, the Commission approved the NOL Agreement between Xcel and the
Department. The NOL Agreement included specific projections of the levels of the associated
DTA and the timing of use of the DTA. This DTA Tracker and Annual Compliance Report was
required to track actual DTA levels and use (which varies from the projected balances based on
actual results).

On May 31, 2012, the Company filed its first Annual Compliance Report as required by the
Commission’s May 14, 2012 Order in the above-referenced docket. This Annual Compliance
Report established a DTA Tracker for unused tax credits and depreciation deductions resulting in
carry-forward NOL’s and DTA’s to future periods. The Tracker began with the Company’s
2010 Minnesota Electric Jurisdictional Report balances, which was the first year that the
Company reported a DTA associated with NOL tax position. The Company was not able to use
a portion of their DTA in 2010 and 2011; therefore, no tax refund resulted at that time.

I11.  DOC ANALYSIS
A NOL AGREEMENT COMPLIANCE

The Company provided, on pages 3 to 4 of its petition, the compliance information required by
the NOL Agreement approved by the Commission. The Department reviewed this compliance
information and concludes that it is generally complete; however, there is one concern regarding
the rate of return as discussed below.

The Department provides a brief summary of the main points of Xcel’s compliance filing, as
follows:

e The DTA balance related to the Company’s NOL tax position at the end of 2011 was
$267 million (as shown on the Company’s Attachment B, Column 5, Line 4) and
$215 million (as shown on the Company’s Attachment B, Column 10, Line 4) at the
end of 2012.

e The DTA total annual activity for 2012 was $52 million (as shown on the Company’s
Attachment B, Column 9, Line 4), the difference between the $267 million and $215
million.

e The NOL Activity, resulting in a 2012 customer refund of $3.989 million and total
estimated refund of $75 million for the 2012 to 2017 period, is discussed in detail in
the sections below.
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The Company’s Attachment B provides:

e The NOL-related DTA balance for the Minnesota retail jurisdiction for electric utility
operations through December 31, 2012;

e The Company’s current forecast of the DTA balance for the period 2013 through
2017, based on Xcel’s most recent long-range forecast that incorporates actual 2012
information; and,

e Year-by-year revenue requirement calculations associated with the projected DTA
use, representing the projected amounts to be returned to customers consistent with
the NOL Agreement.

The Company’s Attachment C provides a comprehensive breakdown of all the components of
depreciation and removal used to determine taxable income in the Company’s 2012 Actual Class
Cost of Service Study (CCOSS or COSS), one of which is Bonus Depreciation. The Company
noted that during the 2010 electric rate case noted above, it was necessary to calculate and add
these amounts to Attachment 1 of Exhibit 105, because the tax law changed during the test year,
and so these amounts were not a part of the initial case data.?

The Department asked the Company, in DOC information request number 1197, to explain the
calculation supporting the “Operating Income” calculation as shown in Xcel’s Attachment B,
NOL/DTA Return to Customer Estimate, Line 8. The Company explained its calculation for the
Operating Income question and provided Attachment 1, which is a reproduction of Attachment B
of the Company’s petition, with formulas added to document the calculation included in the
spreadsheet. The Department appreciates Xcel’s inclusion of Attachment 1 and the Company’s
explanation and considers the calculation for Operating Income to be reasonable. The
Department recommends that the Commission require Xcel to include the formulas in future
Annual Compliance Reports.

The Department also asked the Company, in DOC information request number 1197, to explain
why it is reasonable to use the Composite Cost of Capital of 8.08% as shown on Attachment B,
NOL/DTA Return to Customer Estimate, Line 3, instead of the Commission-approved
authorized rate of return of 8.31% established in Docket No. E002/GR-10-971. The Company
provided the following response:

We use the Composite Cost of Capital of 8.08% in compliance
with the Agreement between the Company and the Department for
treatment of net operating losses that was accepted by the
Commission and included in its May 14, 2012 FINDINGS OF
FACT, CONCLUSIONS, AND ORDER in this docket. The
Agreement calls for a May 31, Compliance Report and refund
determination (if any) based on the actual results as reported in the
Company’s Annual Jurisdictional Report filed with the Department

% The Department notes that we raised this issue in Campbell Direct and Surrebuttal Testimonies.
® The Department includes a copy of the three information requests and responses referenced in these comments as
DOC Attachment A to these comments.
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and the Commission each May 1. The COSS supporting this report
incorporates actual revenues, costs and rate base components. It
also incorporates actual cost of debt and capitalization ratios. The
ROE used to determine the indicated revenue deficiency is the
Company’s last authorized ROE level. The capital cost rates and
ratios as incorporated into the May 1 Jurisdictional Annual Report
COSS are as follows:

Capital Structure Rate Ratio = Weighted Cost

Long Term Debt 5.7072% 45.3838% 2.5900%

Short Term Debt 0.9830% 1.8365% 0.0200%

Preferred Stock 0.0000% 0.0000% 0.0000%

Common Equity 10.3700% 52.7797% 5.4700%

Required Rate of Return 8.0800%

While the Department expected the Company to update the tax-related numbers including the
DTA amounts and the DTA use amounts for current and future years based on the May 1 Annual
Jurisdictional Report, the Department did not expect the Company to adjust the authorized rate
of return to the May 1 Annual Jurisdictional Report. Using a lower rate of return, as proposed by
the Company, decreases the refund for consumers.

The Department reviewed the NOL Agreement again,* and notes that there is reference to the
May 1 Annual Jurisdictional Report for purposes of trueing up to actual results the DTA and tax
components, but there does not appear to be any language that supports trueing up the rate of
return as suggested by the Company in the above referenced information request response.
Further, the Department does not consider it appropriate to true-up the rate of return outside of
the Company’s rate case based on an unaudited figure. Moreover, the DOC is not aware of any
past refunds or dockets where a utility has been allowed to update the rate of return outside of a
rate case. Finally, the Department is concerned because it is not feasible to perform the same
detailed review as is done in the Company’s rate cases of every May 1 Annual Jurisdictional
Report during the period where the NOL amounts will be returned to ratepayers. As a result, the
Department recommends that the Commission require the Company to use the rate of return of
8.31% as authorized in the 2010 rate case, instead of the Company’s proposed 8.08%.

Based on our review, the Department considers the Annual Compliance Report to be complete
and the amounts included to be reasonable, except for the rate of return. The Department
recommends that the Commission require Xcel to use the Commission’s authorized rate of return
of 8.31% instead of the Company’s proposed 8.08%. Further, the Department recommends that
the Commission require the Company, for the next Annual Compliance Report, to include
formulas for Attachment B, consistent with what Xcel provided in Attachment 1 to the
Company’s response to DOC information request number 1197.

* The Department has attached Exhibit 105 from the 2010 rate case, which consists of the Commission-approved
NOL Agreement, as DOC Attachment B to these comments.
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B. 2012 NOL ACTUAL ACTIVITY

The Company noted that its cumulative NOL through December 31, 2011 caused $588.7 million
of deductions to be carried forward to a future period, resulting in a DTA of $240.2 million. In
addition, the Company noted that $27.1 million of production tax credits (PTCs) could not be
used, resulting in a total DTA of $267.3 million at the end of 2011 (as shown on the Company’s
Attachment B, Column 5).

According to the Company, each year the Company files its tax return in September for the
previous year, and then updates the balances in the DTA Tracker to reflect these changes. In
total, the Company used $173.6 million in deductions in 2012 (as shown on the Company’s
Attachment B, Column 9, Line 1). This total is made up of:

e $73.7 million of deductions (see Company Attachment B, Column 6, Line 1) as a
result of the Company taking advantage of tax provisions included in Code Section
172(f) that allowed deductions incurred in 2010 and 2011 to be carried back to prior
years. This reduced the Company’s NOL carry-forward, and increased the customer
refund by $1.794 million;

e With respect to 2012 current-year activity, the Company had positive taxable income
to support the use of the $99.9 million in deductions (as shown on the Company’s
Attachment B, Columns 7 and 8, Line 1) that were carried forward from prior
periods. This reduces Xcel’s NOL carry-forward, and increases the customer refund
by $3.299 million; and,

e Due to prioritizing deduction use before credit use, an additional $18.5 million of
Production Tax Credits (as shown on the Company Attachment B, Column 8, Line 3)
were deferred and carried forward to future periods. This decreases the customer
refund by $1.104 million.

As a result of the three bulleted items, the net use resulting from this 2012 DTA activity created
a customer refund obligation of $3.989 million, as shown on the Company’s Attachment B,
Column 13, Line 10.

Based on our review, the Department considers the Company’s summary of the 2012 NOL
actual activity, which resulted in a $3.989 million refund to customers, to be reasonable.

C. PENDING 2013 TEST YEAR RATE CASE

The Company included a revenue requirement reduction of $4.2 million in its proposed 2013 test
year, which according to the Company was based on their estimated NOL/DTA use, assuming
recovery of the Company’s initially requested revenue deficiency. After incorporating
adjustments in response to rate case developments, the Company reduced its estimated
NOL/DTA use downward by $1.4 million to $2.8 million, based on the Company’s hearing
position in the rate case. The Company noted that if the final approved COSS in the pending
case included a different level of revenue requirement benefit, the Company would incorporate a
corresponding adjustment to the DTA Tracker for the amount included in final rates. The
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Department considers the adjustment or true-up to the DTA Tracker to basically reflect actual
amounts to be reasonable and consistent with the NOL Agreement

D. PROJECTED DTA USE

The Company noted that their projections for the NOL-related DTA factored in the 2013 tax
legislation, which passed at the beginning of 2013, and extends the bonus tax depreciation
provisions on qualifying investments. As a result, the balance available for future use is
expected to increase in 2013. The Company noted that they anticipate making an additional
Section 172 (f) carry-back claim for 2013 qualifying deductions. The Company indicated that,
given the current uncertainty of final rates, it will report in the next Annual Compliance Report
the result of all these variables on an actual basis, and refund to customers the revenue
requirement value of any 2013 actual DTA use in excess of any amounts included in base rates.
The Company’s current projections show the NOL-related DTA balances reaching a maximum
level of $299.7 million at the end of 2013 (as shown on the Company’s Attachment B, Column
3, Line 8), which the Company projects will be reduced to zero through DTA use for tax
purposes over the 2014 to 2016 period (as shown on the Company’s Attachment B, Columns 4, 6
and 8, Line 8). The estimated DTA use is $129.4 million for 2014, $145.6 million for 2015 and
$24.6 million for 2016. The Company noted that their estimated DTA use assumes that the
Company has adequate revenues to earn its last authorized return, and that no new bonus tax
depreciation provisions or other tax incentives are enacted. Additionally, the Company noted
that timing of DTA use will vary with the actual realized financial results.

The Department considers the NOL-related DTA balance and proposed use to be reasonable
based on information available at this time.

E. ANNUAL REVENUE REQUIREMENT REDUCTION AND RESULTING REGULATORY
LIABILITY

As discussed above, the Company experienced a DTA balance use in 2012, resulting in a
revenue requirement reduction and customer refund obligation of $3,989,000, as provided in the
table at the bottom on the Company’s Attachment B. As a result, the Company stated that it has
established a regulatory liability in Federal Energy Regulatory Commission (FERC) Account
254, Other Regulatory Liabilities, equal to the $3,989,000 revenue requirement of the 2012 DTA
balance use. The Company proposed a one-time refund of this amount to customers, which is
discussed below.

The Company has projected its cumulative revenue requirement reduction, and therefore
customer refund obligation, associated with the full use of the DTA balance for the period 2013-
2017° as approximately $75 million (as shown on the Company’s Attachment B, Column 19,
Line 10). The Company noted that the level and timing of this DTA balance use will continue to
vary as the components of taxable income change over time.

® The Department notes the refund period of 2013 to 2017 lags the actual tax use period of 2012 to 2016 by one year
due to the May 1 reporting following the tax year that the DTA use actually occurs.
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Based on our review, the Department considers the estimated total DTA tax refund obligation
and estimated DTA use to be reasonable based on the information available at this time.

F. CUSTOMER REFUND PROPOSAL

The Company discussed their refund proposal on pages 7 to 8 and in Attachment D of their
petition. The Company proposed that the $3,989,000 revenue requirement refund balance for the
2012 DTA use be refunded to customers through a one-time bill credit, with interest accrued at
the Prime Rate beginning with May 1, 2013, the date on which the Company submitted it’s
Minnesota Electric Jurisdictional Report that identified the refund obligation. The Company
provided that the use of the Prime Rate is consistent with recent refunds approved by the
Commission, and provided the Company’s refund of the excess Monticello Decommissioning
Escrow Fund in Docket No. E002/M-08-1201 as a case to support its proposal. The Company
provided on its Attachment E the interest that would accrue for different time periods over the
next few months, depending on when the Commission issues its Order approving the refund
plan. The Company estimated the refund amount for a typical residential electric customer to be
approximately $1.40 plus interest, based on average monthly usage of 675 kWh.

The Company proposed that the refund be based on 2012 customer usage, the same method that
was approved by the Commission in the recent Incentive Compensation refund.® The Company
indicated that it would begin applying credits to all active accounts within 90 days of receipt of
the Commission’s Order approving the refund plan in this docket. The Company noted that the
actual credits will be based on customer usage over the 12 months preceding initiation of the
refund process. The Company stated that it will file a compliance report summarizing the results
of the customer refund within 30 days of completing the refund process.

As noted in the Summary of Proposal Section above, the Company referenced its Renewable
Energy Standard (RES) Rider, where the Company proposed a true-up to actual amounts of
Production Tax Credits. Since the true-up results in a surcharge to customers of approximately
$3.4 million, the Company indicated it would be happy to consider and work with interested
parties on a plan to net the NOL refund and RES surcharge to smooth the rate impact to
customers.

The Department asked the Company, in DOC information request number 1196, to compare the
allocation of the NOL tax refund to customer classes using 1) the Company’s proposed method
of 2012 customer sales, and 2) the Department’s alternative method used in Docket No.
E002/GR-10-971 for purposes of recovery of the deferred tax assets and liabilities using a rate
base method. The Department also asked the Company to explain why their proposed allocation
method based on 2012 customer sales was reasonable.

The Company indicated in its response to DOC information request number 1196 that the
customer sales method was proposed for its ease of understanding and administrative efficiency.
The Company noted that it did not prepare and file a final compliance level CCOSS in Docket
No. E002/GR-10-971; therefore, the Company used its filed rebuttal position to develop the

® Docket Nos. G002/GR-06-1429, Compliance Filing (June 5, 2009) and Commission Order (July 21, 2009).
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alternative method requested by the Department, based on the class allocators approved in the
Company’s 2010 rate case (rate base method). The Company indicated that they are open to
using the Department’s alternative methodology.

Based our review of the Company’s response to DOC information request number 1196, the
Department recommends that the Commission require the Company to use the rate base method
for allocating the NOL tax refund to customer classes. The Department supports the rate base
method for refunding to classes since it is more consistent with the way the recovery of deferred
tax assets and liabilities was handled in the E002/GR-10-971 rate case; therefore, the rate base
method provides a better matching of costs and revenues.” Further, a more accurate and
consistent refunding method is very important in light of the expected $75 million total DTA-
NOL tax refunds expected for the period 2013 to 2017.

The Department asked the Company, in DOC information request number 1195, to explain how
the netting of the NOL refund with the RES surcharge would be accomplished and any effects on
refund/charges by customer class.

The Company noted there are two methods that could be used to net the NOL refund and RES
surcharge. The first method would be to calculate the NOL refund and RES surcharge dollars by
class (net by class method), and net them together such that there would be no change to the net
dollar level in each class. Because the refund and surcharge are based on different class
allocations, it is possible that each class could end up in either a net surcharge or net refund
position. The second method would be to net the total NOL refund dollars and interest with the
total RES surcharge dollars (net by total method), and then allocate to class. Since the net
dollars would be a refund, the Company recommended that the net refund be allocated to classes
based on customer sales in the same manner as the total NOL refund. In effect, this second
approach would change the allocation of the net NOL refund and RES surcharge dollars to
customer classes.

The Company included an Attachment A to their information request response which shows the
estimates for the proposed NOL refund by class (using the Company’s proposed customer sales
method) and the RES surcharge by class (based on base revenue method), as well as examples of
each of the methods on netting (net by class and net by total). The Company included an
Attachment B to their information request response which shows the calculation for the NOL
refund using the (rate base method) requested by the Department for the NOL refund and the
RES surcharge by class (based on the base revenue method), as well as examples of each of the
methods on netting.

As discussed above in response to DOC information request number 1196, the Department
supports the allocation based on the rate base method for the NOL refund, which is reflected in
the Company’s Attachment B of DOC information request number 1197. For the two netting

" The Department notes that the rate base method is based on the CCOSS from Xcel’s Rebuttal Testimony which
reflected recommended changes by the Department in the rate case proceeding. The rate base method does not
include any revenue apportionment; however, since Xcel’s CCOSS is almost at fully allocated cost, this does not
material change the results of assigning the NOL refund to customer classes.
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methods shown on Attachment B, the Department recommends that the Commission approve
Method 1 “net by class” method since it would retain the allocations to classes. That is, this
method first allocates the NOL refund to customer classes using the Department-proposed rate
base method, allocates the RES surcharge to customer classes using the Company-proposed base
revenue method, and then adds up the separately calculated refund and surcharge allocated to
each customer class, so that the netting occurs at the class level rather than the total level.

Method 1 “net by class” is preferable because it assigns the refund and surcharge to customer
classes consistent with the way these revenues and costs were treated in the rate case and
therefore the manner in which they were collected from customers. Method 2 “net by total” first
nets the NOL refund and RES surcharge and then assigns the smaller net refund amount
(estimated by the Company as $713,417)® to the customer classes using the 2012 customer sales
method. While Method 2 has the advantage of providing a refund to all classes, it is the least
accurate method of refunding consistent with how ratepayers paid for the related revenues and
costs through the rates set in the rate case. Additionally, because both the NOL refund and the
RES true-up are ongoing, and the amounts refunded over the years are material dollar amounts,
the refunds should be allocated using the most accurate method, rather than the method that is
administratively easier.

For all of the above reasons, should the Commission decide to allow Xcel to net the NOL refund
and the RES surcharge to minimize the rate impact to customers, the Department recommends
that the Commission approve the allocation based on the rate base method for assigning the NOL
refund to customer classes, and approve Method 1 “net by class” which assigns the NOL refund
and RES surcharge to customer classes first and then nets the refund and surcharge within each
customer class. The Department notes that netting the NOL refund and RES surcharge is less
transparent for customers and both the NOL refund and the RES surcharge are ongoing annual
amounts. The Department recommends that the Commission accept the Company’s refund plan,
with the modifications recommended by the Department.

IV. RECOMMENDATIONS

Based on our review, the Department considers the Annual Compliance Report to be complete
and the amounts included to be reasonable, except for the rate of return. The Department
recommends that the Commission require Xcel to use the Commission’s authorized rate of return
of 8.31% instead of the Company-proposed 8.08%. The Department recommends that the
Commission require the Company for the next Annual Compliance Report to include formulas
for Attachment B, consistent with what the Company provided in its Attachment 1 in response to
DOC information request number 1197.

The Department considers the Company’s summary of the 2012 NOL actual activity, which
resulted in a $3.989 million refund to customers, to be reasonable.

8 See Attachment B, Method 2 of Xcel’s response to DOC Information Request No. 1195.
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The Department also considers the adjustment or true-up to the DTA Tracker to reflect actual
amounts and to be reasonable and consistent with the NOL Agreement.

In addition, the Department considers the NOL-related DTA balance and use to be reasonable
based on information available at this time.

Finally, the Department considers the estimated total DTA tax refund obligation and estimated
DTA use to be reasonable based on the information available at this time.

The Department recommends that the Commission approve the rate base allocation method for
assigning the NOL refunds to customer classes and, should the Commission decide to allow Xcel
to net the NOL refund and RES surcharge, approve Method 1 “net by class,” which assigns the
NOL refund and RES surcharge to customer classes first and then nets the refund and surcharge
within each customer class. The Department recommends that the Commission accept the
Company’s refund plan, with the modifications recommended by the Department.

/sm



@ XcelEnergy-

July 9, 2013

Alexius Hofschulte

Regulatory Information Center
Department of Commetce

85 7th Place East - Suite 500
St. Paul, MN 55101-2198

Docket No. EG02/GR-10-971
DOC Attachment A

414 Nicollet Mall
Minneapolis, Minnesota 55401

—Via E-Mail—

RE: RESPONSES TO DOC INFORMATION REQUESTS N0Os. 1195, 1196, 1197
APPLICATION FOR AUTHORITY TO INCREASE RATES FOR ELECTRIC SERVICE

REGULATORY TREATMENT OF NET OPERATING LOSS
Dockrr No. E002/GR-10-971

Dear Mr, Hofschulte:

Enclosed please find our responses to the referenced Depattment of Commerce's

information requests in the above-noted docket.

Please call me at (612) 330-6737 if you have any questions regatding this submission.

Sincerely,

/s/

MARY A, MARTINKA
REGULATORY CASE SPECIALIST

Hnclosures
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Xcel Energy

Docket No.: E002/GR-10-971

Response To: Department of Commerce Information Request No. 1195
Réquestor: Nancy Campbell

Date Received:  June 27, 2013

Question:

Reference: Page 1 of the May 31, 2013 NOL Compliance

If the Company was allowed to net the NOL refund of $3.989 million in the above
referenced docket with the Renewable Fnergy Standard (RES) surcharge of $3.4
million in Docket No. E002/M-13-475 to smooth rate impact to customets, would
this cause any changes to each customer class net refund amounts? Please explain.

Please show the calculations for both NOL refund as proposed by the Company by
class and calculations for the RES surcharge proposed by the Company by class,
including the net impact of the NOL refund and RES surcharge by class, mcludmg
estimated residential customer net refund.

Please show the calculation for both NOL refund by class (using the same method
of refunding as used for recovery of deferred tax assets and liabilities related to
the NOL in the GR10-971) and calculations for the RES sutcharge proposed by the
company by class, including the net impact of the NOL refund and RES surcharge by
class, including estimated residential customer net refund. |

Response:

There are two methods that could be used to net the NOL refund and RES surchatge.
The first method is to calculate the NOL refund and RES surcharge dollars by class,
and net them together such that there would be no change to the net dollar level in
each class. Because the refund and surcharge are based on different class allocations,
it is possible that each class could end up in either a net surcharge or net refund
position.

The second method is to net the total NOL refund dollars and interest with the total
RES surcharge dollars, and then allocate to class. Since the net dollats would be a



refund, we recommend allocation to class based on customer sales in the same
manner as the total NOL refund.

Attachment A to this response shows the estimates for the proposed NOL refund by
class and the RES surcharge by class, as well as examples of each of the methods of
netting as discussed above.

Attachment B to this response shows the calculation for the NOL refund using the
rate base method as described in the Company's response to the Department of
Commerce's Information Request No. 1196, and the RES surcharge by class.
Examples of each of the methods of netting the refund and surcharge ate also shown
in Attachment B.

Preparer: Lisa Peterson

Title: Principal Pricing Analyst
Department:  Regulatory

Telephone: 612-330-7681

Date: July 9, 2013



Northern States Power Company ) Docket No. E002/GR-10-971
Electric Utility - State of Minnesota DOC Information Request No. 1195
MINNESOTA NOL REFUND/RES SURCHARGE TREATMENT Artachment A - Page 1 of 1

PROPOSED NOL REFUND METHODOLOGY - based on customer sales
NOL Electric Refund Obligation $3,989,000

Intetrest $109,347
Total Refund $4,098,347
C&1 C&1 Ontdoor

Residential Non Demand Demand Lighting Total
2012 Customer Sales (kWh) 8,876,337,275 038232421 21235175672 174,887,515 31,224,632.882
NOEL Refund to Class $1,165,052 $123,146 $2.787,194 §22,955 $4,098,347
May-12 to Apr-13 kWh : 0,110,495231  §48703,985 21144,858200 178,073,119 31,391,130,535
Class Refund Factors, $/kWh $0.000128 $G.000130 $6.000132 $0.000129
Tist Avg Residential Refund $1.04

PROPOSED RES SURCHARGE METHODOLOGY - based on base revenue

RES Surcharge Obligation {$3,384,930)
C&]J C&l Qutdoor
Residential Non Demand Demand Lighting Total
Sep 2013 - Aug 2014 Base Revenue $714,069,342, $73,551,518 $1,603,106,721 $22,582,817 $1,813,314,398
RES Rate 0.1867% 0.1867% 0.1867% 0.1867%
RES Suzcharge to Class {$1,332,962) ($137,300} {$1,872,512) ($42,158) . ($3,384,930)
Fist Avg Restdential Surcharge ($1.21)
NOL REFUND/RES SURCHARGE - NET BY CLASS
GCé&l Cé&i Outdoor
Residential Non Demand Demand Lighting Total
NOL Refund to Class ) $1,165,052 $123,146 $2,787,194 $22,955 $4,098,347
RES Surcharge to Class (51,332,962 (8137 .300) ($1.872.512) ($42.156) (83,384,930}
Net Refund {Surcharge) to Class ($167,911) ($14,153) §914,682 ($19,201) 713,417
May-12 to Apr-13 KWh 9,119,495,231 948,703,985 21,144,858,200 178,073,119  31,391,130,535
Class Refund Factors, $/kWh ($0.000018) (30.000015) $0.000043 ($0.000108)
Tist Avg Res Net Refund (Surcharge) $0.15)
'NOL REFUND/RES SURCHARGE - NET BY TOTAL
NOL Refund $4.698,347
RES Surchasge {$3,384,930)
Net Refund (Surcharge) 713,417
C&l C&l Outdoor .
Resideatial Non Demand Demand Lighting Total
2012 Customer Sales {KWh) 8,876,337,275 938,232.421 21,235175,672 174,887,515 31,224,632,882
NOL Refund to Class $202,806 $21.437 $485.179 $3,996 $713,417
May-12 to Apt-13 kWh 9,119,495,231 948,703,985 21,144,858,200 178,073,119 31,391,130,535
Class Refund Factors, §/5KWh : $0.000022 $0.000023 $0.000023 $0.000022

Hst Avg Res Net Refund (Surcharge) $0.18



Northern States Power Company
Electric Utility - State of Minnesota

Docket No, E002/GR-10-971

DOC Information Request No. 1195

MINNESOTA NOL REFUND/RES SURCHARGE TREATMENT

ALTERNATE NCL REFUND METHODCLOGY - allocation based on rate base

NOL Tlectric Refund Obligation $3,989,000
Interest $109,347
‘T'otal Refund $4,008,347
. Residential
2012 Rate Base Allocation’ $2,238,064,000
NOL Refund to Class $1,617,260
May-12 to Apr-13 kWh 9,119,495,231
Class Refund Factors, §/kWh $0.000177
Eist Avg Residential Refund $1.43

1. Docket No. BO0Z/GR-10-971, Zins Rebuual, Schedule 2, Page 1 of 13

PROPOSED RES SURCHARGE METHODOLOGY - based on base revenue

RES Suscharge Obligation ($3,384,930)

Residentiak
Sep 2013 - Aug 2014 Base Revenuc $714,069,342
RES Rate 0.1867%

RES Surcharge to Class ($1,332,962)

Tist Avg Residential Surcharge

METHOD 1

NOL REFUND/RES SURCHARGE - NET BY CLASS

@1.21)

C&1 C&I
Non Demand Demand
$217,085,000  $3,169,047,000
$157,519 $2,200,002
948,703,985 21,144,858,200
$0.600166 $0.000108
C&l C&1
Noa Demand Demand

$73,551,518  $1,003,106,721
0.1867% 0.1867%

Residential
NOL Refund to Class $1,617,260
RES Surcharge to Class ($1.332.962)
Net Refund (Sutchatge) to Class $284,297
May-12 to Apr-13 kWh 9,149,495,231
Class Refund Factors, §/KWh $0.000031
Est Avg Res Net Refund (Surcharge) $0.25
METHOD 2
NOL REFUND/RES SURCHARGE - NET BY TOTAL
NOL Refund $4,008,347
RES Surcharge ($3,384,930)
Net Refund (Surcharge) $713,417

Residential
2012 Customer Sales KWh 8,876,337,275
NOL Refund to Class $202,806
May-12. to Apr-13 KWh 9,119,495,231
Class Refund Factors, $/KWh $0.000022
st Avg Res Net Refund (Surcharge) $0.18

$137,300)  ($1,872,512)
C&1 C&1
Non Demand Demand
$157,519 $2.290,002
($137.300; $1.872.512
$20,220 $417,490

948,703,985 21,144,858,200

$0.000021 $0.G00020
C&l C&l
Non Demand Demand
938232421 21,235,175,672
$21,437 $485,179
948,703,985 21,144,858,200
$0.000023 $0.000023

Attachment B - Page 1of1

Outdoor

Lighting Total

$46,450,000 $5,671,546,000
$33,565 $4,098,347

178,073,119 31,391,130,535

$0.000188
Outdoor
Lighting Total

$22,582,817 $1,813,310,398
0.1867%

($42,156) (83,384,930
QOutdoor )
Lighting Total
$33,565 §4,098,347
($42.156) ($3,384.930)
(58,590) $713,417

178,073,119 31,391,130,535
($0.000048)

Cutdoor

Lighting fotal

174,887,515 31,224,632,882
$3,996 $713,417

178,073,119  31,301,136,535
$0.000022
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Xcel Enetgy

Docket No.: E002/GR-10-971

Response To: Department of Commerce Information Request No. 1196
Requestot: Nancy Campbell

Date Recetved:  June 27, 2013

Question:

Reference: Page 7 of the May 31, 2013 NOL Compliance

On page 7 of the Company’s Regulatory Treatment of Net Operating Loss (NOL)
Compliance Filing, the Company indicates that it will make the refund based on “2012
customer usage” does this mean the Company will used 2012 calendar year kilowatt
hout sales? If not, please explain.

What 1s the impact by class of using the method used in the GR-10-971 rate case for
purposes of the recovery of deferred tax assets and liabilities, compated to the
proposed refund method of 2012 customer usage? Please show your suppotting
calculations and explain why the customer usage/energy method is reasonable for
refunding rather than the method in which costs were collected.

Response:

We propose to allocate the total refund dollats to class based on 2012 kilowatt hout
sales. Within each class, a refund factor in dollars per kilowatt hour would be
calculated by dividing the total dollars by the most recently available 12 months of
kilowatt hour data. '

Deferred tax assets and labilities are included as part of rate base in our cost of
service study, Our proposed refund method and the rate base allocation refund
method are shown in Attachment A to this response. The customer usage
methodology was proposed for its ease of understanding and administrative
efficiency. The Company did not prepare and file a final compliance level CCOSS in
Docket No. E002/GR-10-971; therefote, we used our filed rebuttal position to
develop the alternative rate base class allocator. We are open to using the alternative
methodology if the Department finds it appropriate to do so.




Preparet: -
Title:

Department:

Telephone:
Date:

Lisa Peterson

Principal Pricing Analyst
Regulatory
612-330-7681

July 9, 2013
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Public Document

Xcel Energy

Docket No.: E002/GR-10-971

Response To: Department of Commerce Information Request No. 1197
Requestor: Nancy Campbell

Date Recetved:  June 27, 2013

Question:

Reference: Attachment B, Tax and Refund Calculations, Capital Structure, Line 8 and
Line 3

Please explain the calculation supporting the “Operating Income” calculation as
shown on the above referenced attachment (Line 8).

Please explain why it is reasonable to use the Composite Cost of Capital of 8.08% as

shown on the above referenced attachment (Line 3) instead of the Commission
approved authorized rate of return in Docket E002/GR-10-971 of 8.31%.

Response:

Operating Income Calculation

- Attachment 1 to this response is a reproduction of Attachment B as provided with
our May 31, 2013 compliance filing with formulas added to document the calculations
included in the spreadsheet. The items included are also described as follows:

Operating Income = Revenues — Expenses
Given this is 2 determination of the revenue requirements associated with individual
cost components, there are no revenues in the equation. The only costs ate curtent
taxes and deferred taxes. As a result:

Operating Income = 0 - Deferred Taxes — Curtent Taxes

The impact on revenue requirements is measured by compating this Operating
Income to the Required Operating Income.:



Requited Operating Income = Rate Base x Weighted Cost of Capital.

As with a traditional rate case Cost of Service Study (COSS), the difference between
Operating Income and the Required Operating Income is considered the Operating
Income Deficiency or Excess. This amount is then grossed-up for taxes to convert
the Operating Income Deficiency ot Excess to a Revenue Deficiency or Ixcess.

Composite Cost of Capital of 8.08%

We use the Composite Cost of Capital of 8.08% in compliance with the Agreement
between the Company and the Department for treatment of net operating losses that
was accepted by the Commission and included i its May 14, 2012 FINDINGS OF
FACT, CONCLUSIONS, AND ORDER in this docket. The Agreement calls for a May 31
Compliance Report and refund determination (if any) based on the actual results as
repotted in the Company’s Annual Jurisdictional Report filed with the Department
and the Commission each May 1. The COSS suppotting this report incorporates
actual revenues, costs and rate base components. It also incorporates actual cost of
debt and capitalization ratios. The ROE used to determine the indicated revenue
deficiency is the Company’s last authorized ROFE level. The capital cost rates and
ratios as incorporated into the May 1 Jutisdictional Annmual Repott COSS are as
follows:

' Weighted

Capital Structure Rate Ratio Cost
Long Term Debt 5.7072%  45.3838%  2.5900%
Short Term Debt 0.9830% 1.8365% . 0.0200%
Preferred Stock 0.0000% 0.0000% 0.0000%
Common Equity -~ 10.3700%  52.7797% 5.4700%

Required Rate of Return 8.0800%
Preparer: Jeffrey C. Robinson
Title: Regulatory Consultant

Department: Revenue Requirements - North
Telephone: 612-330-5912
Date: July 9, 2013
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Docket No. E002/GR-10-971
DOC Attachment B

Tax Normalizatioﬁ-iahd-Allowance for Net Operating Lossés

Th1s statement reflects the Company s agreement regarding Net Operatmg Losses .
(NOLs) which was discussed in the Rebutital Testimony of Mr. Jeffrey C. Robinson and ™
reflected in the Rebuttal Tesumony and Schedules of Ms. Anne E. Heuer and in the '
Surrebuttal Testlmony of Ms Nancy Campbell

The Company agrees fo exclude from the revenue requirements from the 2011 test yeat
deficiency, its updated request associated with the additional bonus tax depreciation and
net operating loss included as a part of Rebuttal Testimony (Exhibit  (AEH-2),
Schedule Sa, page 1 of 3, columns 9, 10 and 11 and Exhibit . (AEH-2), Schedule 5b,
page 3 of 4, colunms 29 30 and 31). The effect of this excluswn on the 2011 test year is

esota Jurlsdlctlonal annual report (filed on May
asset est;rnated to be $197 mﬂhon at the end 0f 2011 -

deferred tax asset that is projected to occur in that year, based on the budget data :
1ncluded in the ;unsdlctlonal annual report i in order to ensure that these amounts -
e Provide that this agreement extends through all future periods unt11 such time as .
the deferred tax asset is fully consumed and the total aggregate revenue ;
requirements associated with the consumption are returned either as a refund or a
reduction to customer rates. | _
 File on May 31 of each year, until such time that the deferred tax asset balance is
fully reversed, a compliance report of the 1) deferred tax asset associated with the
unused tax deductions and prodiiction tax credit (PTC) carry forward balances; 2)
the deferred tax habzhty associated with the year by year net change in bonus tax -
deprematlon as prowded by the December 201 0 tax law change and 3) the

W1th the Departinent of Commerce and the Commission each May 1 and shall 1f




* deferred tax assi

$60 million in total) along with estlmat
ratepayers over the penod 2012 to-201
_ The Company’s 3 sreeme
~ had more opportus

service of the entries that 1t“had preposed the Surrebuttal Test1mony 0
at page 78, lines 7 to 14. Instead, this approach reflects the alternativé
Ca_mp_be}l’s Surrebuttal Testimony at page 78, lines 15 through 22-,-_-__: .

lancy Campbeﬂ
ed in Nancy
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CERTIFICATE OF SERVICE
I, Sharon Ferguson, hereby certify that | have this day, served copies of the
following document on the attached list of persons by electronic filing, certified
mail, e-mail, or by depositing a true and correct copy thereof properly enveloped
with postage paid in the United States Mail at St. Paul, Minnesota.

Minnesota Department of Commerce
Comments

Docket No. E002/GR-10-971

Dated this 31* day of July, 2013

/sISharon Ferguson
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