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m COMMERCE
DEPARTMENT
Before the Minnesota Public Utilities Commission

PUBLIC Comments of the Minnesota Department of Commerce
Division of Energy Resources

Docket No. E002/M-20-815

. INTRODUCTION

On November 5, 2020, Northern States Power Company, doing business as Xcel Energy (Xcel or the
Company), filed a petition requesting approval to modify the Company’s Renewable Energy Standard
(RES) factor in the RES Rider. The petition was filed pursuant to pursuant to Minnesota statutes
section 216B.1645, subdivision 2a, the RES Rider statute.

Specifically, Xcel requests that the Minnesota Public Utilities Commission (Commission) approve:

e The addition of costs associated with the Mower County Wind project in the RES Rider;

e 2021 revenue requirements of $188.8 million, which includes the tracker carryover balance, the
production tax credit (PTC) true-up, and credit for proceeds from the sales of renewable energy
credits (RECs);

e A RES Rider adjustment factor of 9.067 percentage of base revenue to be implemented on
February 1, 2021;

e The ability to recalculate the adjustment factor for implementation in compliance based on the
timing of the Commission’s decision;

e The proposed tariff revisions and customer notice;

e Updating the tariff sheet to reflect the actual adjustment factor to be implemented based on
the Commission’s decisions in this proceeding;

e Providing an updated final tariff sheet in a compliance filing within 10 days after the Order is
received; and

e Implementing the updated RES factor the first day of the month following the Commission’s
Order regarding this petition.

The proposed customer notification is as follows:

This month the Resource Adjustment has increased due to changes in the
Renewable Energy Standard (RES) Rider, which recovers our investments
and expenses to add renewable energy systems to our generation
resources. The RES Rider portion of the Resource Adjustment is 9.067% of
the basic service charge, energy charge, and demand charge on your bill.
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Xcel provided the proposed tariff sheet in Attachment P to the petition. Xcel filed its existing tariff on
May 17, 2021 in Docket No. E002/M-19-732, last year’s RES Rider docket, which Xcel implemented on
June 1, 2021. The Minnesota Department of Commerce, Division of Energy Resources (Department)
provides a comparison of Xcel’s proposed update to its existing tariff below, with Xcel’s proposed
change shown in bold:

The Renewable Energy Standard (“RES”) Adjustment Factor shall be the
RES annual forecasted revenue requirement as a percentage of “base”
revenues. The RES annual forecasted revenue requirement shall be the
sum of the Renewable Energy Standard Costs for the forecast period and
any residual Tracker balance in the RES Tracker Account.

The RES Adjustment Factor may be adjusted with the approval of the
Minnesota Public Utilities Commission (Commission). The RES Factor is:

All Classes 5-091% 9.067%

In other words, Xcel’s proposal would increase customer bills by about 4% relative to each customer’s
base bill, which excludes riders and taxes. Therefore the total bill increase would generally be
somewhat less than 4%.' Based on the base bill for a typical residential customer of $64.62 a month,
the new adjustment factor would increase a typical residential customer’s bill by $2.57 a month.?

1. BACKGROUND

On May 6, 2021, in Docket No. E002/M-19-732, the Commission issued an Order approving Xcel’s
current RES adjustment factor, reflecting 2019 and 2020 revenue requirements (2020 RES Rider Order).
The 2020 RES Rider Order approved Xcel’s prior petition modified as follows (starting with Order Point
2):

2. Xcel shall limit recovery of costs related to the Crowned Ridge Il, Lake Benton, Jeffers Wind and
Community Wind North projects to the terms of each of their respective purchase and sales
agreements (PSAs).

3. The 2019 and 2020 RES Rider revenue requirements shall be calculated using the 2.06%
weighted cost of debt proposed by Xcel in Docket No. E-002/GR-19-564, In the Matter of the
Application of Northern States Power Company d/b/a Xcel Energy for Authority to Increase
Rates for Electric Service in the State of Minnesota, while maintaining the same debt/equity
ratio.

! Since the total bill is larger than the base bill, the increase as a percentage of the total bill will be lower than as
a percentage of the base bill.

2 May 17, 2021 compliance filing in Docket No. E002/M-1-732 cites a bill impact of $3.29 under the existing
5.091% surcharge, which implies a base bill of $64.62 ($3.29/5.091%). Under a 9.067% surcharge, the bill impact
would be $5.86 a month, resulting in a difference of $2.57 ($5.86 - $3.29).
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4. The Commission approves RES recovery eligibility of the following facilities:
e Dakota Range |
e Dakota Range Il
o Jeffers Wind
e Community Wind North

6. Xcel shall calculate the RES Rider revenue requirements using the updated commercial
operation dates. [Department note: there is no Order Point 5]

7. Xcel shall include all actual Renewable Energy Credit sales through the full 2019-2020 test
period as an offset in the 2019-2020 revenue requirement calculation.

8. Xcel shall calculate its RES Rider Adjustment Factor in this filing to reflect all actual Production
Tax Credits to date and use forecasted production tax credits for any months for which actual
production tax credits are not yet available.

13. In next RES Rider filing, Xcel shall do the following:

A. Offset the Rider’s revenue requirement with the value of any Renewable Energy Credits
not incorporated into the 2019-2020 update (in addition to any additional Renewable
Energy Credits sold), and

B. Provide a discussion of its RES Renewable Energy Credit management strategy and
describe why it is in the public interest.

On May 17, 2021, Xcel submitted a compliance filing with the final tariff sheet and supporting
documentation for the calculation of the new adjustment factor. The 5.091% factor calculated was by
dividing Xcel’s approved 2019 and 2020 revenue requirements, before adjusting for 2020 collections,
of $106,169,401 by forecasted June 2021 to May 2022 base revenues of $2,085,575,707 (Attachment A
to the compliance filing). As shown in Attachment B to the compliance filing, Xcel’s RES Rider revenue
requirements for 2019 were $41,636,194, which after adjusting for prior tracker balances and revenue
collections resulted in a tracker balance of $40,712,497 carried over to 2020. Adding this to Xcel’s
2020 revenue requirements of $65,456,902 and subtracting 2020 collections of $9,315,918 results in
an uncollected balance of $96,853,482 to be carried over to 2021.

1l. DEPARTMENT ANALYSIS
A. REVIEW OF FACTOR CALCULATION IN INSTANT PETITION

The instant petition calculates the proposed 9.067% factor by taking $92,794,332 in proposed 2021
revenue requirements, adding $95,966,106 in proposed carryover balances (calculated as of the
petition filing date, resulting in a slightly different number than the compliance filing), and then
dividing the $188,760,438 sum by Xcel’s forecasted February 2021 to January 2022 base revenues of
$2,081,796,423.
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To help review this proposal, the Department requests that Xcel provide its best estimate of total
2021 RES Rider revenue collections, assuming the new factor is implemented in 2022.

B. ELIGIBILITY

Xcel is requesting recovery of 11 wind projects: Courtenay, Blazing Star |, Blazing Start I, Foxtail,
Freeborn, Crowned ridge, Lake Benton, Dakota Range | and Il, Jeffers, Community Wind North, and the
Mower County Wind facility (Mower). The first 10 of these have already been approved for RES Rider
recovery; Mower is the only new project requested. None of the projects are fully recovered or being
recovered in base rates.

On November 5, 2020, in Docket No. E002/PA-19-553 (Mower docket), the Commission issued an
Order approving Xcel’s acquisition of Mower (Mower Order). The Mower Order states that “Xcel is
authorized to recover costs of the Project acquisition through the RES rider.” Therefore, Mower is
eligible for RES Rider recovery.

C. RECOVERY LEVELS
1. Mower

Regarding cost recovery, the Mower Order states:

A. Xcel must justify any costs (including operations-and-management expense,
ongoing capital expense—including revenue requirements related to capital
included in rate base— insurance expense, land-lease expense, and
property/production tax expense) that are higher than forecasted in this
proceeding. Xcel bears the burden of proof in any future regulatory
proceeding related to the recovery of costs above those forecasted in this
proceeding.

B. Xcel customers must be protected from risks associated with the non-
deliverability of accredited capacity and/or energy from the Project. The
Commission may adjust Xcel’s recovery of costs associated with this Project
in the future if actual production varies significantly from assumed
production over an extended period.

C. Xcel must credit to its customers 100% of any additional production tax
credits received in connection with the Mower County Wind Facility that it
receives as a result of any extension related to production tax credits.

Xcel’s August 30, 2019 petition in the Mower docket (Mower petition) cited a purchase price of
approximately [TRADE SECRET DATA HAS BEEN EXCISED]. The specific purchase price language in the
purchase and sale agreement (PSA), which stipulates the terms of Xcel’s purchase of the project, are
stated in section 2.2.1 as follows:
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[TRADE SECRET DATA HAS BEEN EXCISED]
The PSA defines the Post-Closing Adjustment in section 2.5.1 as follows:
[TRADE SECRET DATA HAS BEEN EXCISED]

The Mower petition also states that Xcel expected the PSA to close on or around the commercial
operation date which Xcel estimated to be December 1, 2020 but no later than December 31, 2020.
Xcel’s petition in the instant docket continued to estimate a December 2020 commercial operation
date. Presumably based on this expected commercial operation date, Xcel assumes a January 1, 2021
RES Rider eligibility date for Mower.

The instant petition (see Attachment G and page 43 of Attachment ) proposes to recover a plant
balance of $168,272,462 for Mower as of the end of 2020.

The Department requests that Xcel provide a detailed explanation of how this requested plant
balance is consistent with the PSA. The Department also requests that Xcel explain how the
requested operating and maintenance expense (O&M), property taxes, and any other ongoing costs
(as cited on page 43 of Attachment |) are consistent with what was modeled and cited in the Mower
docket.

2. Other Projects

Xcel’s May 17, 2021 compliance filing in Docket No. E002/M-19-732 reflects the approved cost levels
(plant in service, O&M, property taxes, etc.) for the other 10 projects. Therefore, the Department
reviewed whether the requested cost levels in the petition are consistent with that filing. Given there
appear to be some differences, some of which of course are to be expected due to the passage of time,
the Department requests that Xcel provide updated revenue requirements for these 10 projects to
reflect any updates as well as all applicable requirements in the 19-732 Order, such as the limitation
on cost recovery of Crowned Ridge Il, Lake Benton, Jeffers Wind and Community Wind North projects
to the terms of each of their respective purchase and sales agreements.” This request is consistent
Xcel’s statement in the instant petition that it “will update the proposed 2021 RES Rider revenue
requirements and rate presented in this docket to adjust for decisions made in the pending docket [19-
732] once an Order is issued.”

D. COST OF DEBT

The 2020 RES Rider Order required Xcel to use the 2.06% weighted cost of debt for 2020 as cited by
Xcel in Docket No. E-002/GR-19-564.
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On November 2, 2020 filed a rate case (which was later withdrawn) in Docket No. E002/GR-20-723 that
cited a weighted cost of debt for 2021 of 1.99%.3 Since Xcel’s instant filing reflects a 2021 test year,
the Department recommends that the Commission require Xcel to update its RES Rider weighted
cost of debt to 1.99%.

E. IMPLEMENTATION DATE & ACCUMULATED DEFERRED INCOME TAXES (ADIT)

The Department will provide a recommendation on ADIT and implementation date after reviewing
Xcel’s reply comments.

F. RECSTRATEGY

The 2020 RES Rider Order requires that Xcel “provide a discussion of its RES Renewable Energy Credit
management strategy and describe why it is in the public interest.” Xcel provided this information in
an April 29, 2021 supplemental filing in the instant docket. The purpose of the Commission’s request
was to gain more information on the reasonableness of Xcel’s Certified Renewable Percentage (CRP)

program.

Xcel clarified that RECs can be used to comply with state regulations for the year in which they are
produced or any of the following four years. Xcel then explained the CRP program:

With the CRP, we retire sufficient RECs on behalf of all our retail customers
such that the total RECs retired annually reflects the portion of energy
delivered to those customers that is renewable. This allows all retail
customers to claim the percentage of renewable energy on the system as
the starting point towards their sustainability goals.

Therefore, if the renewable energy delivered on Xcel’s system exceeds the amount of RECs needed for
regulatory compliance, Xcel will still retire the excess RECs up to an incremental amount equaling the
Company’s total renewable percentage for the year. Since Xcel could otherwise sell those RECs or use
those RECs for compliance for the following four years, the CRP program increases rates for customers.
Ratepayers lose the money they otherwise would have gotten from the REC sales and may have to pay
more to generate any future REC shortfalls due to the reduction in banked RECs.

Xcel believes the program is worthwhile because it allows certain customers to “more fully claim the
renewability of the generation they are using and paying for,” even though the CRP has no actual effect
on the amount of renewable energy consumed. Xcel states that this purported marketing benefit is “of
particular value to commercial customers.” Therefore, the Department concludes that the effect of
the CRP is that residential and most commercial customers pay more to provide questionable benefits

3 November 2, 2020 direct testimony of Sarah Soong in Docket No. E002/GR-20-723, page 4. Both Soong’s
testimony and the instant petition use a 52.50% equity ratio.
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to certain commercial customers. Unless Xcel can demonstrate that this purported marketing benefit
for select commercial customers outweighs the harm to other customers from having to pay more
for electricity, the Department recommends that the Commission require Xcel to immediately end
the CRP program.

V. REQUEST FOR ADDITIONAL INFORMATION
The Department requests that Xcel, in reply comments:

e Provide a detailed explanation of how the requested Mower plant balance is consistent with
the Mower PSA, and

e Explain how the requested operating and maintenance expense (O&M), property taxes, and
any other ongoing costs (as cited on page 43 of Attachment |) for Mower are consistent with
what was modeled and cited in the Mower docket; and

e To the extent necessary, update its petition to reflect the 19-732 docket;

e Provide an updated best estimate of total 2021 RES Rider revenue collections, assuming the
new factor is implemented in 2022.

The Department will provide full and final recommendations after reviewing Xcel’s reply comments.

/ja
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