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BEFORE THE MINNESOTA PUBLIC UTILITIES COMMISSION 
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MINNESOTA DEPARTMENT OF COMMERCE 

DIVISION OF ENERGY RESOURCES 
 

DOCKET NO. E,G002/D-12-858 
 

 
 
I. SUMMARY OF PROPOSAL 

 
On July 31, 2012, Northern States Power Company, doing business as Xcel Energy (Xcel or the 
Company) filed a five-year depreciation study (the 2012 Depreciation Study) for its 
transmission, distribution and general plant accounts for its electric, gas, and common utilities 
reflecting plant and reserve balances as of December 31, 2011.  The Company reviewed the 
depreciation statistics of these assets and is proposing updated average service lives and salvage 
rates for many plant accounts based on that review.   
 
The Company is also proposing to change from an average service life (ASL) depreciation 
method to an effective average remaining life (ARL) method in order to reduce the difference 
between the utility’s actual depreciation reserves and its theoretical depreciation reserves.  In 
order to implement this effective ARL method, the Company is, for the first time, requesting 
approval of remaining lives for each of the accounts included in the study.  The Company is 
proposing to amortize the difference between each account’s actual and theoretical depreciation 
reserves over the account’s remaining life.  Additionally, Xcel is proposing to redistribute its 
existing depreciation reserves by functional class to better align with each account’s theoretical 
reserve with the new, proposed depreciation parameters (i.e. the new average service lives, 
remaining lives and salvage rates).  The Company proposes an effective date of January 1, 2013 
for these changes. 
 
The Company states that, when applied to January 1, 2012 plant and redistributed reserve 
balances, the proposed method and parameters result in a level of total depreciation expense that 
is $1.5 million less than the currently approved method and parameters ($184.0 million versus 
$185.5 million). 
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II. DETAILS OF XCEL’S PROPOSAL 

 
A. BACKGROUND 

 
The Company’s currently effective depreciation rates (Settlement Agreement Rates) were set in a 
November 14, 2011 settlement agreement (Settlement Agreement) in Xcel’s recent rate case, 
Docket No. E002/GR-10-971 (2010 Rate Case).  The depreciation rates that were in effect prior 
to the Settlement Agreement (2007 Rates) were approved by the Minnesota Public Utilities 
Commission (Commission) in Docket No. E,G002/GR-07-1528  based on the Company’s last 
five-year transmission, distribution, and general plant depreciation study (2007 Depreciation 
Study).  For all gas and common utility accounts, as well as several electric utility accounts, the 
2007 Rates and the Settlement Agreement Rates are identical.  The Settlement Agreement 
updated the depreciation rates for most electric transmission and distribution accounts in 
response to the concerns of certain parties in the 2010 Rate Case, discussed below.1   
 
In the Settlement Agreement, the Company stated that during the 2010 Rate Case “several 
parties advocated for adjustments to depreciation expense to restore generational equity and 
provide rate mitigation benefit for ratepayers in challenging economic conditions.”2  As a result, 
Xcel reduced its base rate revenue increase by $30 million through reductions in depreciation 
expense.  Of the $30 million reduction, $4.5 million is attributable to reductions in generation 
plant depreciation expense, and $25.5 million is attributable to reductions in transmission and 
distribution plant depreciation expense.  The reduction in depreciation expense for transmission 
and distribution plant accounts was achieved through direct dollar amount adjustments to each 
account’s annual depreciation expense.3   
 
In the Settlement Agreement, the Company stated that:  
 

The Parties acknowledge the Company intends to file an updated 
depreciation study for Transmission, Distribution, and General 
Assets in July 2012, which could impact the Commission’s 
decision in the Company’s next rate case.  However, the Company 
anticipates that [the adjustments] will be supported in the July 
2012 5-year depreciation study.4 

 
Table 1 compares the depreciation expense produced by applying the various sets of depreciation 
rates to the Company’s January 1, 2012 plant and redistributed reserve balances.   
  

                                                 

1 Schedule B, page 4, of the 2012 Depreciation Study identifies the accounts affected by the Settlement Agreement.   
2 Settlement Agreement, page 9. 
3 Schedule B, pages 3 and 4 of the 2012 Depreciation Study contain the detailed calculations of the adjustments. 
4 Settlement Agreement, page 9. 



Docket No. E,G002/D-12-858 
Analyst assigned:  Craig Addonizio 
Page 3 
 
 
 

 

Table 1 
Comparison of Annual Depreciation Expense Under 

Prior, Current, and Proposed Depreciation Rates 
($) 

 
 

Panel A compares the depreciation expense produced by applying the depreciation rates 
approved in the 2007 Depreciation Study (2007 Rates) to the depreciation expense produced by 
the proposed rates.  The expense totals in columns [b] and [c] reflect the Company’s proposed 
average service lives and salvage rates, but column [b] excludes the proposed amortization of the 
difference between actual and theoretical depreciation reserves (discussed further below) while 
column [c] includes it.  The difference between columns [a] and [b] therefore represents the 
impact of the proposed parameter changes, shown in column [d].  The difference between 
columns [b] and [c] represents the impact of the change to an effective ARL depreciation 
method, shown in column [e].   
 
Panel B contains the same set of calculations as Panel A, but compares the depreciation expense 
produced by applying the depreciation rates approved in the Settlement Agreement (Settlement 
Agreement Rates) to the depreciation expense produced by the proposed rates.  As shown, for 
Total Utility, the proposed level of depreciation expense ($184.0 million) is close to the level of 
expense produced by the Settlement Agreement Rates ($185.5 million). 
  

Panel A: Comparison of Depreciation Expense Under 2007 Depreciation Study Rates and Proposed Rates

Depreciation Expense Calculated with:

Proposed Rates Proposed Rates Impact of:

2007

Depreciaton Study

Rates

Excluding Amort.

of Act./Theo.

Reserve Difference

Including Amort.

of Act./Theo.

Reserve Difference

Proposed 

Parameter Changes

Switch to ARL 

Method

Total Change from 

2007 Depreciation 

Study Rates
[a] [b] [c] [d]=[b]-[a] [e]=[c]-[b] [f]=[d]+[e]=[c]-[a]

Total Electric Utility 157,603,032 139,734,802 130,263,830 (17,868,230)   (9,470,972)    (27,339,202) 

Total Gas Utility* 30,440,749   28,768,678   26,650,194   (1,672,072)     (2,118,484)    (3,790,556)   

Total Common Utility* 26,445,872   26,144,534   27,112,474   (301,337)        967,940        666,603        
 

Total Utility 214,489,653 194,648,014 184,026,498 (19,841,639)   (10,621,516)  (30,463,155) 

Panel B: Comparison of Depreciation Expense Under Settlement Agreement Rates and Proposed Rates

Depreciation Expense Calculated with:

Proposed Rates Proposed Rates Impact of:

Settlement

Agreement

Rates

Excluding Amort.

of Act./Theo.

Reserve Difference

Including Amort.

of Act./Theo.

Reserve Difference

Proposed 

Parameter 

Changes

Switch to ARL 

Method

Total Change from 

Settlement 

Agreement Rates

[a] [b] [c] [d]=[b]-[a] [e]=[c]-[b] [f]=[d]+[e]=[c]-[a]

Total Electric Utility 128,640,690 139,734,802 130,263,830 11,094,112     (9,470,972)    1,623,140     

Total Gas Utility* 30,440,749   28,768,678   26,650,194   (1,672,071)     (2,118,484)    (3,790,555)   

Total Common Utility* 26,445,872   26,144,534   27,112,474   (301,338)        967,940        666,602        

Total Utility 185,527,311 194,648,014 184,026,498 9,120,703       (10,621,515)  (1,500,812)   

Source:  2012 Depreciation Study, Schedule C

* Depreciation Totals for Gas and Common Utility were unaffected by the 2010 Rate Case and the Settlement Agreement.
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B. UPDATES TO DEPRECIATION PARAMETERS 

 

As noted, the 2012 Depreciation Study is a comprehensive five-year depreciation study.  Xcel 
states that it is proposing certain changes to currently approved service lives and salvage rates 
after a review undertaken in conjunction with an outside consultant. 
 
Schedule B of the 2012 Depreciation Study contains the proposed depreciation parameters and 
associated rates and compares them to the parameters and rates approved in the 2007 
Depreciation Study, as well as the rates approved in the Settlement Agreement.   
 

1. Average Service Lives and Remaining Lives 

 
Xcel states that it analyzed the retirement experiences of each account to determine if the 
currently approved average service lives remain appropriate.  Schedule D of the 2012 
Depreciation Study contains the Company’s retirement analysis.  In establishing the proposed 
average service lives, the Company states that it also relied on interviews with key personnel, 
including employees responsible for purchasing, maintaining and utilizing the assets.  For a 
majority of accounts, Xcel proposes average service life extensions, although some are left 
unchanged, and a shorter life is proposed for one account. 
 
Once a proposed average service life was established for an account, the Company determined 
the account’s remaining life using the ages and retirement pattern of the assets in the account.  
Pages 23-25 of the 2012 Depreciation Study’s Schedule D contain a detailed discussion of the 
remaining life calculations. 
 

2. Salvage Rates 

 

Xcel analyzed the salvage experience of all of its plant accounts and is proposing to change 
many of their salvage rates.  For the majority of accounts for which Xcel is proposing a salvage 
rate change, the Company is proposing a higher negative salvage rate due to higher cost of 
removal, which would increase depreciation expense.  In its 2012 Depreciation Study, the 
Company attributes this proposed change largely to increases in costs of removal due to 
environmental regulation, stating: 
 

Over time, the cost of removal has increased beyond just the effect 
of inflation because environmental requirements require special 
treatment for many assets during retirement.  This includes 
protecting the environment during deconstruction and removal, and 
proper disposal of the materials.  The negative salvage rates 
recommended in the Study appropriately reflect the projected 
higher costs of future removal.5  

  

                                                 

5 2012 Depreciation Study, page 14. 
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In response to Department Information Request No. 3, the Company identified some of the 
drivers of removal and disposal cost increases.6  According to Xcel, many of its substations, 
particularly those installed prior to 1960, contain asbestos, which requires special disposal.  The 
Company also identified several types of widely used equipment (distribution transformers, 
paper-insulated lead-covered cable, and street lighting lamps) that often contain PCB’s which 
also require costly disposal. 
 
C. PROPOSAL TO SWITCH TO AN AVERAGE REMAINING LIFE DEPRECIATION 

METHOD 

 
As noted above, during Xcel’s 2010 Rate Case, certain parties raised concerns with the size of 
Xcel’s overall depreciation surplus.  The Company’s transmission, distribution and general 
property accounts’ total actual depreciation reserve exceeds the same accounts’ total theoretical 
reserve by $358.2 million dollars.  However, the theoretical reserve is calculated based on the 
unrealistic assumption that the Company had a perfect view of the future and its initial estimates 
of average service lives and salvage rates were exactly correct.  In other words, had the 
Company’s proposed depreciation parameters been in place all along, the total actual 
depreciation reserve would be $358.2 million less than it is currently, and the accounts, in this 
limited sense, are over-depreciated. 
 

Table 2 
Comparison of Xcel’s 

Actual and Theoretical Depreciation Reserves 
($) 

 
 
Depreciation expense should be accrued evenly over the life of an asset as ratepayers consume 
the usefulness of the asset.  Xcel’s over-accrual of depreciation expense raises issues of possible 
generational inequity as rates paid by ratepayers in the past reflected inappropriately high levels 
of depreciation expense which did not match those ratepayers’ consumption of the usefulness of 
the assets.  Conversely, rates in the future will reflect inappropriately low levels of depreciation 
expense.  In other words, past ratepayers have subsidized future ratepayers.   
  

                                                 

6 Xcel’s response to Information Request No. 3 is included with these Comments as Attachment 1. 

Actual Theoretical Difference as a

Reserve Reserve Difference % of Theoretical

Total Electric Utility 1,832,153,153 1,515,179,498 316,973,655 20.9%

Total Gas Utility 383,429,839    336,508,249    46,921,590   13.9%

Total Common Utility 89,168,556      94,832,215      (5,663,659)    -6.0%

Total Utility 2,304,751,548 1,946,519,962 358,231,586 18.4%

Source:  2012 Depreciation Study, Schedule C
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To correct this actual/theoretical reserve difference, Xcel proposes to switch from its current 
ASL depreciation method, which does not consider or correct the difference, to an effective ARL 
method, which continually corrects for actual/theoretical reserve differences, and eliminates any 
differences over an asset’s (or account’s) remaining life. 
 
With an ASL method, depreciation expense is calculated as follows: 
 

 
 
The size of an account’s actual depreciation reserve is not reflected in this calculation, and thus 
depreciation expense will be the same whether the account is under-depreciated or over-
depreciated.   
 
With a remaining life depreciation method, annual depreciation expense is calculated as follows: 
 

 
 

If an account’s actual depreciation reserve is higher (lower) than its theoretical reserve, the 
numerator in the fraction above will be smaller (larger), and depreciation expense will be lower 
(higher).   
 
Rather than switching to a traditional remaining life method, however, the Company is proposing 
to replicate the results of a traditional remaining life method with a two-step calculation.  
Specifically, Xcel proposes to continue to calculate depreciation expense for each account using 
an average service life method (step 1) and add separately an amortization of the difference 
between each account’s actual and theoretical depreciation reserves over the account’s remaining 
life (step 2):  
 

 
 

D. PROPOSAL TO REDISTRIBUTE EXISTING RESERVES 

 
Xcel is proposing to reallocate its depreciation reserves by functional class (e.g. electric 
transmission, gas distribution, etc.) to better align the actual reserves of the accounts within the 
class with the accounts’ theoretical reserves.  Within a functional class, a portion of the reserve  
  

Depreciation Plant Balance x (1 – Salvage Rate)

Expense Average Service Life
=

Depreciation Plant Balance x (1 – Salvage Rate) – Actual Depreciation Reserve

Expense Remaining Life
=

Step 1:

ASL Depreciation

Step 2:

Amortization of Actual/Theoretical

Reserve Difference

Depreciation Plant Balance x (1 - Salvage Rate) Actual Depr. Reserve - Theoretical Depr. Res.

Expense Average Service Life Remaining Life
+=
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of an over-depreciated account will be transferred into the reserve of an account that is under-
depreciated (or less over-depreciated).  Each account’s reserve is reallocated as follows: 
 

 
 
This calculation preserves the Company’s total actual depreciation reserves, but resets each 
individual account’s actual reserve in proportion to the account’s theoretical reserve.  
 
 

III. DEPARTMENT ANALYSIS 

 
The Department examined Xcel’s 2012 Depreciation Study for compliance with filing 
requirements and previous Minnesota Public Utilities Commission (Commission) Orders, and for 
the reasonableness of the proposed ARL depreciation method, remaining lives, salvage rates, and 
overall depreciation expense. 
 
A. COMPLIANCE WITH FILING REQUIREMENTS 

 

The filing requirements for depreciation studies are set by Minnesota Statutes Section 216B.11 
and Minnesota Rules, parts 7825.0500-7825.0900.  Public utilities are required to seek 
Commission approval of their depreciation rates and methods, and include certain information 
(e.g. plant balances, analyses of reserves, summaries of annual accruals, etc.) in their 
depreciation studies.  Utilities must file depreciation studies at least once every five years and 
must use straight-line depreciation unless a different method can be justified.  When utilities use 
the average service life technique to depreciate group property accounts, the life and salvage 
factors, as well as the resulting depreciation rates, remain unchanged between studies.  When 
companies choose the remaining-life technique for depreciating group property accounts, the 
underlying life and salvage factors may not change, but depreciation rates are adjusted annually 
to reflect the passage of time on remaining lives, as well as the impact of plant additions and 
retirements.  Annual depreciation study updates are required when the remaining life technique is 
employed to allow the Commission the opportunity to approve changes in depreciation rates.  
 
After reviewing Xcel’s 2012 Depreciation Study, the Department concludes that it meets all 
filing requirements. 
 
B. REASONABLENESS OF PROPOSED AVERAGE SERVICE LIVES, REMAINING LIVES 

AND SALVAGE RATES 

 
1. Average Service Lives And Remaining Lives 

 
The Department notes that many of Xcel’s proposed changes to average service lives are quite 
large.  Table 3 summarizes the changes for accounts with proposed life extensions of ten years or 
more, though many accounts have proposed extensions of less than ten years.  

Reallocated ∑ (Actual Reserves of all Accounts in Functional Class) Theoretical

Reserve ∑ (Theoretical Reserves of all Accounts in Functional Class) Reserve
= x
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Table 3 
Comparison of Current and Proposed 

Average Service Lives of Selected Accounts 

 
 

The Department reviewed the life analyses included in the 2012 Depreciation Study, which 
include quantitative analysis of retirement experiences and qualitative analysis from Company 
personnel.  Some of the proposed life changes are based more on the former and other changes 
are based more on the latter.  For example, on page 27 of Schedule D, the Company notes that 
the retirement data for electric account 352 was insufficient to produce a reliable life estimate, 
and the judgment of Company personnel was relied upon more heavily in determining the 
proposed average service life.  For electric account 355, while Company judgment was  

Average Service Life:

Current Proposed Difference

Electric Transmission

352 Structures & Improvements 45 68 23

353 Station Equipment             38 56 18

354 Towers & Fixtures 50 70 20

355 Poles & Fixtures 45 62 17

356 Overhead Conductor & Devices 42 63 21

357 Underground Conduit 55 73 18

358 Underground Conductor & Devices 40 55 15

Electric Distribution - Minnesota Only

361 Structures & Improvements 45 60 15

362 Station Equipment             38 55 17

367 Underground Conductor & Devices 35 45 10

Electric General

390 Structures & Improvements 45 57 12

Gas Transmission

366 Structures & Improvements 41 52 11

367 Mains 45 75 30

Gas General

390 Structures & Improvements 45 55 10

Common General

390 Structures & Improvements 45 55 10

Source:  2012 Depreciation Study, Schedule B
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considered in determining the average service life, the retirement data strongly supported the 
proposed 17 year extension. 
 
The Department concludes that the Company has adequately supported the proposed average 
service lives and that they are reasonable.  The Department also concludes that the proposed 
remaining lives are reasonable. 
 

2. Salvage Values 

 
In the 2012 Depreciation Study, the Company reviewed the annual salvage experiences of each 
property account and analyzed the trend in each account over periods ranging from two to ten 
years.  Table 4 below summarizes the proposed salvage rate changes for selected accounts, but is 
not an exhaustive list of all proposed changes.   
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Table 4 
Comparison of Current and Proposed 

Salvage Rates of Selected Accounts 

 

Salvage Rate:

Current Proposed Difference

Electric Transmission

353 Station Equipment             0 -10 -10

354 Towers & Fixtures -25 -35 -10

355 Poles & Fixtures -10 -35 -25

Electric Distribution - Minnesota Only

362 Station Equipment             -10 -20 -10

364 Poles, Towers & Fixtures -90 -100 -10

365 Overhead Conductor & Devices -30 -20 10

366 Underground Conduit 0 -10 -10

367 Underground Conductor & Devices 20 0 -20

368 Line Transformers 10 -5 -15

368 Line Capacitors 0 -10 -10

369 Services - Overhead -35 -70 -35

369 Services - Underground -35 -5 30

373 Street Light & Signal Systems -20 -35 -15

Electric General

390 Structures & Improvements 0 -20 -20

392 Transportation Equipment - Light Trucks 10 0 -10

392 Transportation Equipment - Trailers 10 0 -10

392 Transportation Equipment - Heavy Trucks 5 0 -5

396 Power Operated Equipment 10 0 -10

Gas Transmission

367 Mains -30 -15 15

369 Measure & Regulating Station Equipment -25 -30 -5

Gas Distribution - Minnesota Only

376 Mains -  Metallic -30 -20 10

379 Measure & Regulating Station Equipment - City Gate -25 -2 23

380 Services - Metallic -30 -40 -10

381 Meters -15 -3 12

Gas General

390 Structures & Improvements 0 -20 -20

392 Transportation Equipment - Light Trucks 10 0 -10

392 Transportation Equipment - Heavy Trucks 5 0 -5

Common General

390 Structures & Improvements 0 -20 -20

Source:  2012 Depreciation Study, Schedule B
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The Department has reviewed the Company’s salvage analysis and the proposed salvage rates, 
and notes again that many of the proposed changes are quite large.  Nonetheless, the Department 
concludes that the salvage analyses support Xcel’s proposed changes.  The Department notes 
that, for several accounts, the Company’s salvage experience has changed dramatically since the 
2007 Depreciation Study.  For example, electric account 355’s ten-year salvage rate as of 2011 is 
negative 102 percent.  That account’s ten year salvage rate as of 2006 was zero percent.  As 
shown in Table 4, the Company has proposed a large reduction, 25 percentage points, from 
negative 10 percent to negative 35 percent.  While the data could be interpreted to support a 
larger reduction, the Department supports the Company’s conservative approach, which adjusts 
the salvage rate in the direction of the trend, but does not overreact to what may be a short-term 
phenomenon.   
 
The Department concludes that the Company’s proposed salvage rates are reasonable. 
 
C. PROPOSAL TO SWITCH TO AN AVERAGE REMAINING LIFE DEPRECIATION 

METHOD 

 

The Department agrees that switching from an ASL method to an effective ARL method is an 
appropriate way to correct the difference between Xcel’s actual and theoretical depreciation 
reserves and restore generational equity.  The Department recommends that the Commission 
approve the Company’s proposed change.   
 
The Department notes that, as discussed above, Minnesota Rules part 7825.0700 require utilities 
employing an ARL depreciation method to file comprehensive depreciation certification studies 
at least once every five years, and update remaining lives with depreciation study updates 
annually.  To comply with this requirement, Xcel has proposed to begin filing annual 
transmission, distribution and general plant depreciation studies beginning on July 31, 2014.7  
Xcel has requested an effective date of January 1, 2013 for the depreciation rates approved in 
this Docket, and expects to propose an effective date of January 1, 2014 in its next depreciation 
study.  The Company has also proposed to conduct and file a comprehensive depreciation 
certification study every five years, the next coming in 2017.  The Department concludes that 
this proposal reasonably satisfies Minnesota Rules 7825.0500-7825.0900. 
 
D. PROPOSAL TO REDISTRIBUTE EXISTING RESERVES 

 

1. Redistribution of Electric Utility Reserves 

 
As noted above in Table 2, Xcel’s depreciation surplus for its electric utility plant accounts is 
$317.0 million, or 20.9% of total theoretical reserves.  In other words, the Company’s individual 
electric utility accounts are, on average, over-depreciated by 20.9% relative to theoretical 
reserves, which, as discussed above, unrealistically assume that initial life and salvage estimates 
were exactly correct.  However, the degree of over-depreciation varies widely by account.  For  

                                                 

7 2012 Depreciation Study, page 15. 
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example, electric account 356 has an actual, unredistributed depreciation reserve of $120.5 
million and a theoretical reserve of $67.5 million (per Schedules C and F, respectively, of the 
2012 Depreciation Study), meaning that the account is over-depreciated by 79%.  Conversely, 
electric account 370 Meters has an actual, unredistributed depreciation reserve of $23.7 million 
versus a theoretical reserve of $56.9 million, meaning that the account is under-depreciated by 
58%.    
 
Under the Company’s proposed ARL depreciation method, the difference between an account’s 
actual depreciation reserve and its theoretical reserve will be amortized over the account’s 
remaining life.  If two accounts are equally over-depreciated, the account with the shorter 
remaining life will have a larger amortization adjustment as the actual/theoretical reserve 
difference will be amortized over a shorter period of time.  Similarly, if reserves are redistributed 
from an account with a longer remaining life to an account with a shorter remaining life, the 
impact on the amortization adjustment for the account with the shorter remaining life will be 
larger than the impact on the account with the longer remaining life.  Thus, redistributing 
reserves impacts overall depreciation expense. 
 
The Department asked Xcel, in Information Request No. 9, to recalculate depreciation expense 
without redistributing reserves.8  As shown in Table 5, absent reserve redistribution, total electric 
utility depreciation expense would increase by $14.8 million relative to the Settlement 
Agreement (as opposed to $1.6 million when reserves are redistributed).  The increase is 
attributable to the fact that several accounts with short remaining lives are under-depreciated, and 
for those accounts, the switch from an ASL depreciation method to an ARL method would cause 
depreciation expense to increase to correct the actual/theoretical reserve difference.  In the short 
term, those increases overwhelm the decreases of the over-depreciated accounts even though 
Xcel’s transmission, distribution and general plant accounts are, as a whole, over-depreciated.   
  

                                                 

8 Xcel’s response to Department Information Request No. 9 is included with these Comments as Attachment 2. 
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Table 5 

 
Summary of Electric Utility Depreciation Expense 

With and Without Reserve Distribution 
($) 

 
 
The Department’s main concern with Xcel’s proposed redistribution is the large impact it can 
have on annual depreciation expense, which, if implemented outside of a rate case, could provide 
an unreasonable financial benefit to a utility at ratepayers’ expense.  In this instance, the 
proposed reserve redistribution would cause a significant reduction ($13.2 million) in electric 
utility depreciation expense.  However the Settlement Agreement in the 2010 Rate Case 
anticipated this reduction, and the level of depreciation expense proposed in the 2012 
Depreciation Study is very close to the level of depreciation expense built into current rates.  
Therefore, the Department concludes that in this instance ratepayers would not be harmed by the 
proposed reserve redistribution.   
 
Additionally, one of the primary reasons for switching from an ASL depreciation method to an 
effective ARL method, as was anticipated in the Settlement Agreement, was to mitigate the rate 
increases in the 2010 Rate case.  Xcel’s request to redistribute its reserves would preserve this 
benefit going forward into Xcel’s new electric rate case (Docket No. E002-GR-12-961).  
Because Xcel was able to substantiate its proposed extended lives in this petition, the 
Department concludes that it is reasonable to approve Xcel’s proposal to redistribute its reserves 
and retain the benefits of the reductions in depreciation expense. 
 
The Department concludes that Xcel’s proposal to redistribute the reserves of its electric utility 
accounts is reasonable.   
 

2. Redistribution of Gas Utility Reserves 

 

As shown in Table 2 above, the Company’s gas utility accounts are over-depreciated, on 
average, by 13.9%.  Similar to the Company’s electric utility accounts, however, the over-
depreciation is not spread evenly among the individual accounts.  Some are more over- 

Depreciation Impact of Proposed:

Expense 

With Settlement 

Agreement Rates

Parameter

Changes

Amortization of 

Act./Theo.

Reserve Difference

Cumulative

Impact of

Proposed Changes

Proposed

Depreciation

Expense

% Difference 

from 2007 

Rates

[a] [b] [c] [d]=[b]+[c] [e]=[a]+[d]

With Redistribution 128,640,690     11,094,112   (9,470,972)    1,623,140     130,263,830  1.3%

Without Redistribution 128,710,506     11,108,345   3,704,130     14,812,475   143,522,981  11.5%

Difference (69,816)             (14,233)         (13,175,102)  (13,189,335)  (13,259,151)   

Sources:  Schedule C and Response to Information Request No. 9

Note:  Prior to redistribution, some accounts include older property that is nearly fully depreciated.  Redistributing reserves causes that property

to become fully depreciated and, consequently, that property accrues no depreciation expense.  When the reserve redistribution is undone, that 

older property accrues depreciation expense, which accounts for the differences seen in columns [a] and [b].
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depreciated than others, and some are under-depreciated, and for the reasons described above, 
redistributing the gas utility accounts’ reserves would impact depreciation expense.  The 
Company’s proposed rates (which incorporate reserve redistribution) would reduce annual 
depreciation expense by $3.8 million relative to the 2007 Rates (which are identical to the 
Settlement Agreement Rates), a 12.5 percent decrease.  Absent redistribution, annual 
depreciation expense would decrease by only $1.5 million, or 5.1 percent.  Table 6 summarizes 
the impact of reserve redistribution on gas utility depreciation expense. 

 
Table 6 

Summary of Gas Utility Depreciation Expense 
With and Without Reserve Distribution 

($) 

 
 
As discussed above, the Department agrees with the Company’s proposed parameter changes, as 
well as the switch to an effective ARL depreciation method.  The proposed parameter changes 
are data driven and supported by the judgment of the Company’s experts and data.  The 
amortization of the actual/theoretical reserve difference will, over time, restore generational 
equity.   
 
The proposed redistribution of reserves has no similar justification.  The redistribution of the 
Company’s electric utility reserves benefits ratepayers, as rates currently reflect the proposed 
reduction, but the proposed redistribution of gas utility reserves would not benefit ratepayers 
unless and until the Company files a gas rate case.  Reserve redistribution would serve little 
purpose other than making the Company’s depreciation accounting appear cleaner, as 
depreciation reserves would better reflect each account’s depreciation parameters.  However, the 
proposed switch to an effective ARL depreciation method will, over time, achieve the same 
result, as accounts with larger actual/theoretical reserve differences will receive larger 
amortization adjustments than accounts with smaller actual/theoretical differences, and all 
actual/theoretical differences will trend toward zero over time. 
 
As a result, while the Department supports the change to an effective ARL method for gas utility 
accounts, the Department does not support the Company’s proposal to redistribute gas utility 
depreciation reserves at this time.  Instead, the Company can propose to redistribute its gas utility 
reserves when the Company files its next gas rate case.  For now, however, the Department  
  

Impact of Proposed:

Depreciation 

Expense With

2007 Rates

Parameter

Changes

Amortization of 

Act./Theo.

Reserve Difference

Cumulative

Impact of

Proposed Changes

Proposed

Depreciation

Expense

% Difference 

from 2007 

Rates

[a] [b] [c] [d]=[b]+[c] [e]=[a]+[d]

With Redistribution 30,440,749    (1,672,072)    (2,118,484)    (3,790,556)    26,650,193    -12.5%

Without Redistribution 30,440,749    (1,672,072)    123,858        (1,548,214)    28,892,535    -5.1%

Difference -                 -                (2,242,342)    (2,242,342)    (2,242,342)     

Sources:  Schedule C and Response to Information Request No. 9
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recommends that the Commission deny Xcel’s request to redistribute its gas utility depreciation 
reserves. 
 

3. Redistribution of Common Utility Reserves 

 

Much of the logic behind the Department’s recommendation regarding the redistribution of gas 
utility reserves also applies to the redistribution of common utility reserves.  The redistribution 
of common reserves serves little purpose other than to make the depreciation accounting appear 
cleaner, and the switch to an effective ARL depreciation method will allow the differences 
between actual and theoretical depreciation reserves to trend toward zero over time.   
 

Table 7 
Summary of Common Utility Depreciation Expense 

With and Without Reserve Distribution 
($) 

 
 

Because the switch to an effective ARL will address the issue, the Department recommends that 
the Commission deny Xcel’s request to redistribute its common utility reserves.  The Department 
notes that the Commission’s denial of Xcel’s request would result in slightly lower common 
utility depreciation expense than the Company’s proposal.   
 
E. CONSISTENCY WITH SETTLEMENT AGREEMENT 

 
On page 7 of the 2012 Depreciation Study, Xcel stated:  
 

The Settlement Agreement expense reduction was determined at a 
fairly high level, not based on specific life or net salvage changes.  
The Settlement Agreement depreciation expense reduction also 
assumed that the actual to theoretical reserve surplus was spread 
over the average remaining life method of the transmission and 
distribution line assets. 
 

At the level of Total Electric Utility, the depreciation expense included in the Settlement 
Agreement is quite close to expense produced by the proposed rates.  As shown in Table 8, when 
applied to January 1, 2012 plant and redistributed reserve balances, the depreciation rates from  

Impact of Proposed:

Depreciation 

Expense With

2007 Rates

Parameter

Changes

Amortization of 

Act./Theo.

Reserve Difference

Cumulative

Impact of

Proposed Changes

Proposed

Depreciation

Expense

% Difference 

from 2007 

Rates

[a] [b] [c] [d]=[b]+[c] [e]=[a]+[d]

With Redistribution 26,445,872    (301,337)       967,940        666,603        27,112,474    2.5%

Without Redistribution 26,445,872    (301,337)       (124,045)       (425,383)       26,020,488    -1.6%

Difference -                 -                1,091,985     1,091,986     1,091,986      

Sources:  Schedule C and Response to Information Request No. 9
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the Settlement Agreement produce Total Electric Utility depreciation expense of $128.6 million 
while the proposed rates produce depreciation expense of $130.3 million, a difference of $1.6 
million, or slightly more than one percent.     
 
The Department notes, however, that in the Settlement Agreement, the reduction in depreciation 
expense (relative to the level of depreciation expense produced by the 2007 Rates) was 
concentrated in fourteen electric transmission and distribution accounts.  In the 2012 
Depreciation Study, the reduction in depreciation expense relative to the 2007 Rates is spread 
across all accounts, including transmission, distribution, and general plant accounts. 
 

Table 8 
Summary of Reduction in Depreciation Expense 

Relative to Expense Under 2007 Depreciation Study Rates 
($) 

  
 
As shown in the row titled “Total Electric Utility” in Table 8, the Settlement Agreement Rates 
and the proposed depreciation rates achieve roughly equal reductions in depreciation expense 
relative to the 2007 Rates ($27.3 million and $29.0 million, respectively).  However, as shown in 
column [d], the $29.0 million reduction achieved in the Settlement Agreement is solely 
attributable to the fourteen affected accounts, while annual depreciation expense for all other 
accounts is unchanged.  As shown in column [e], under the proposed rates, the overall reduction 
is spread more evenly between the 14 affected accounts and all other accounts, which see 
expense decreases of $13.7 and $13.6 million, respectively.  Column [f] compares the expense 
levels produced by the Settlement Agreement Rates and the proposed rates and shows that while 
there is little difference at the total electric utility level ($1.6 million), depreciation expense for 
the fourteen affected accounts would be $15.2 million higher under the proposed rates, and 
expense for all other accounts would be $13.6 million lower.  Thus, while the Settlement 
Agreement Rates and the proposed rates result in roughly equal levels of annual depreciation 
expense, the reduction in total utility expense relative to the 2007 Rates is spread more evenly 
across all electric accounts under the proposed rates. 
  

Depreciation Expense

Calculated With:

Difference Between Depreciation Expense

Calculated with:

2007

Rates

Settlement

Agreement 

Rates

Proposed

Rates

2007 Rates

and

Settlement 

Agreement Rates

2007 Rates

and

Proposed Rates

Settlement

Agreement Rates

and

Proposed Rates

[a] [b] [c] [d]=[b]-[a] [e]=[c]-[a] [f]=[c]-[b]

14 Accounts Affected by Settlement Agreement 97,173,390    68,211,048    83,443,549    (28,962,342)      (13,729,841)      15,232,501            

All Other Electric Accounts 60,429,642    60,429,642    46,820,281    -                   (13,609,360)      (13,609,360)           

Total Electric Utility 157,603,032  128,640,690  130,263,830  (28,962,342)      (27,339,201)      1,623,140              

Source:  2012 Depreciation Study,  Schedule C
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In a class cost of service study (CCOSS), plant accounts are grouped by function, and the 

depreciation expense associated with each group is allocated across customer classes with a 

variety of different allocators.  Thus, rebalancing the depreciation expense reductions from the 

fourteen affected accounts to all accounts may have an impact on cost attribution in the CCOSS 

in Xcel’s current rate case (Docket No. E002/GR-12-961).  The Department, however, expects 

that any such effects would likely be minimal. 

 

IV. RECOMMENDATIONS 

 
Based on its review of Xcel’s 2012 Depreciation Study, the Department recommends that the 
Commission: 
 

• Approve Xcel’s proposed average service lives, remaining lives and salvage rates, as 

well as the resulting depreciation rates; 

 

• Approve Xcel’s request to change from an ASL depreciation method to an effective 

ARL depreciation method; 

 

• Approve Xcel’s request to redistribute the depreciation reserves of its electric 

accounts by functional group;  

 

• Deny Xcel’s request to redistribute the depreciation reserves of its gas and common 

accounts; 

 

• Require Xcel to file a transmission, distribution and general plant depreciation study 

update by July 31, 2014; and 

 

• Require Xcel to file a comprehensive five-year depreciation study for its 

transmission, distribution, and general accounts by July 31, 2017. 

 
 
/ja 
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