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Minnesota Department of Commerce

December 4, 2013

Burl W. Haar

Executive Secretary

Minnesota Public Utilities Commission
121 7" Place East, Suite 350

St. Paul, Minnesota 55101-2147

RE: Comments of the Division of Energy Resources of the Minnesota Department of
Commerce
Docket No. E002/MR-13-869

Dear Dr. Haar:

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

Xcel Energy’s Request for Approval of a New Base Cost of Energy.
The petition was filed on November 4, 2013. The petitioner is:

Paul J Lehman

Manager, Regulatory Compliance & Filings

Xcel Energy

414 Nicollet Mall

Minneapolis, MN 55401

The Department recommends that the Commission retain the current base cost of fuel rate
and is available to answer any questions the Commission may have.

Sincerely,

/s/ SACHIN SHAH
Rates Analyst

SS/It
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l. SUMMARY OF PROPOSAL

On November 4, 2013, Xcel Energy (Xcel or the Company) submitted a miscellaneous tariff
change seeking authority from the Minnesota Public Utilities Commission (Commission) to
establish a new base cost of energy for interim rates in conjunction with the Company’s general
electric rate case filing in Docket No. E002/GR-13-868 (Rate Case).

1. BACKGROUND

The use of a fuel-adjustment clause (FCA)? requires electric utilities to develop a base cost of
energy when calculating their test-year revenue requirements in general rate cases.

If approved, this filing would result in an increase in the Company’s base cost of energy from
$0.02729 to $0.02780 per kilowatt-hour sales, or an increase of $0.00051 per kilowatt-hour sales,
an approximately 1.9 percent increase in the base established approximately a year ago.2

I11.  DEPARTMENT ANALYSIS

1 Xcel refers to their FCA as a fuel clause rider, or FCR.

2 Xcel’s current base cost of energy of $0.02729 per kWh was approved on December 20, 2012 by the Commission
in Docket No. E002/MR-12-1150. The Commission’s November 19, 2013 Order on Xcel’s Compliance Filing,
pursuant to the Commission’s September 3", 2013 Findings of Fact, Conclusions of Law, and Order, in Docket No.
E002/GR-12-961 includes the revised base cost of energy of $0.02729 per kWh.
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A. BACKGROUND

Minnesota Rules Part 7825.2400 and 7825.2600 define the “base electric cost” (base cost of
energy) and other components of electric energy adjustments and address the computation and
application of electric energy adjustments.

As discussed below, the Department notes that the Commission approved significant changes to
the calculation and operation of Xcel’s FCA.

Historically, the fuel adjustment rules provided for a two-step procedure allowing the Company
(and other electric utilities) to recover on a monthly basis their current period cost of energy.
“Current period” is defined as the most recent two-month moving average used by electric
utilities in computing an automatic adjustment of charges (Minnesota Rules Part 7825.2400,
subpart 13).

First, the base cost of energy (fuel and purchased power costs in the test year) is recovered in
base rates through the energy charge included in each tariff that is approved by the Commission
in a rate case.

Second, the fuel adjustment appearing on the monthly bills represents the amount per kWh, up or
down, that the current period cost of energy deviates from the base. This deviation is known as
the fuel adjustment and is allocated monthly to classes on a direct kWh-use basis through the
monthly FCA filings.

In successive Commission Orders, starting with the Commission’s June 27, 2000 Order in
Docket No. E002/M-00-420 and more recently the Commission’s May 4, 2012 Order in Docket
No. E002/M-11-452, the Commission granted Xcel variances to Minnesota Rules 7825.2400 and
7825.26003 to:

a)  Allow the monthly FCA to be based on the use of a month-ahead forecast of energy
costs;

b)  Allow the monthly FCA to be prorated based on the number of days in each billing
cycle; and

c) Allow a monthly true-up of the differences between costs and recovery.

The Department notes that if any significant adjustment to the cost of energy occurs during the
Company’s next filing related to the variances referenced above and/or during the pendency of
the Rate Case, then the base cost of energy may need to be revised subsequent to the
Commission’s decision in this docket, and reflected in final rates.

3 The Commission granted Xcel’s request for variances to the Fuel Clause Rules for an additional three years,
through July 16, 2014.
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In addition, the FCA methodology approved in the Company’s 2005 rate case proceeding
reduced the former recovery of fuel costs from occurring in two places on bills (base rates and
the FCA) to recovery in one place on bills.# The fuel adjustment is calculated in a manner that 1)
results in the cost of energy appearing in one place on the bills to reflect the unique cost of
energy characteristics of each class and 2) allows Xcel to recover all of its actual cost of energy
through the FCA (that is, the base cost of energy is no longer recovered through base rates).

While it is still necessary to set a base cost of energy rate in a rate case, the base cost is further
allocated to each customer class. This process results in the following: 1) the total cost of
energy is shown on one line in customer bills and 2) each class has its own, class-specific, base
cost of energy.

The Company’s red-lined version of its proposed FCA tariff, included in the instant filing,
incorporates these changes, details the class-specific base cost of energy, and states how the FCA
is calculated. The Department considers the information provided in Xcel’s instant filing to meet
the requirements of Minnesota Rules and Commission Orders as provided above.

B. DEPARTMENT’S REVIEW OF XCEL’S BASE COST OF ENERGY

Xcel’s proposed FCR tariff sheet proposes to increase the base cost of energy from $0.02729 to
$0.02780 per kilowatt-hour, which is a 1.9 percent increase. The Company also proposes to
revise the class-specific base cost of energy rates. However, Xcel has not changed the
methodology used to calculate the class-specific base cost of energy rates. That is, Xcel’s
proposed changes in the class-specific base cost of energy are only due to the overall increase in
the base cost of energy. Since the Company’s allocation of fuel costs to classes will be one of the
items to be addressed in the Rate Case, the Department agrees with Xcel’s approach at this time.

Therefore, the Department focused its review on the determination of the proposed overall
increase in the base cost of energy.

Attachment 2 in the Petition, “Base Cost of Energy Reconciliation,” indicates that the Company
used the same total cost breakdown for the proposed test year ending December 31, 2014 in the
Petition (Attachment 1) in determining its base cost of energy as the Company uses in the
corresponding Rate Case (Docket No. EO02/GR-13-868). As such, it appears that Xcel used the
same base cost of energy for the Petition and for the Rate Case.

The Department reviewed the above-mentioned schedule that supports and breaks out the costs
that make up the base cost of energy. Attachment 1 in the Petition shows the following system
base cost of energy calculation: total test year system fuel cost for retail customers of
$1,134,210,000 divided by retail system MWh sales of 40,801,580, which equals a system-wide
base cost of energy on a kWh basis of $0.0277982 or 2.779 cents.

4 Commission’s February 12, 2007 Order in Docket No. E002/GR-05-1428.
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The Company used the monthly system costs multiplied by the net Minnesota jurisdictional
calendar month sales to determine the Minnesota fuel cost, resulting in a Minnesota base cost of
energy on a kWh basis of $0.0278028 or 2.7803 cents. When both costs are rounded to three
decimal figures, the base cost of energy on a KWh basis is 2.780 cents. This amount reconciles
with the base cost of energy proposed by the Company in the amount $0.02780 per kWh.

Because the Commission issued an Order regarding Xcel’s sales forecast on September 3, 2013
(Docket No. E002/GR-12-961), the Department also examined whether the sales that Xcel used
in the instant docket were similar to the sales approved in that recent rate case. Xcel used much
lower retail sales for the Minnesota jurisdiction in this docket (30,069,689 MWh) than those
recently approved in the rate case (30,844,779 MWh?®). The difference, 775,090 MWh, is 3
percent less than the level approved in the rate case. In addition, the system-wide sales that Xcel
used in the instant docket are lower than the system-wide sales that Xcel forecasted for the period
July 2012 through June 2013 (Docket No. E999/AA-13-599). Specifically, Xcel used system
sales of 40,801,580 MWh in this docket, compared to a forecast for the 2012-13 period of
41,311,806 MWh.¢ The difference, 510,266 MWHh, is 1.2 percent lower than the prior forecast.
Finally, despite using lower sales in this docket, Xcel assumed a higher cost of fuel in the instant
docket than Xcel’s forecasted cost of fuel in the most recently filed July 2012 through June 2013
period (Docket No. E999/AA-13-599). Specifically, Xcel forecasted system-wide costs of fuel of
$1,123,221,4107 for the July 2012 — June 2013 period, which is 1 percent lower than the
$1,134,210,000 costs assumed in the instant docket. For these reasons, the Department
concludes that Xcel’s proposed base cost of fuel rate is too high.

The Department examined the base cost of fuel recovery in this docket using Xcel’s most
recently forecasted cost per kwWh for the period July 2012 through June 2013 as indicated in
Docket No. E999/AA-13-599. Using the system-wide costs and sales, this calculation is as
follows:

$1,123,221,410/41,311,806 MWh = $2.72/MWh

This rate is comparable to Xcel’s current base cost of fuel, an outcome that is expected since the
Commission set the base cost of fuel for Xcel so recently (Docket No. EO02/MR-12-1150).
Because there are still open questions about the high replacement power costs that Xcel incurred
during the extended outage of Sherco 3 (an issue that was discussed extensively in Xcel’s recent
rate case, Docket No. E002/GR-12-961), the Department concludes that the Commission should
maintain the current base cost of fuel, $2.729/MWh.

Based on this preliminary review, the Department considers the Company’s current base cost of
energy of $2.729/MWh to be reasonable to maintain at this time. Thus, the Department

5 Docket No. E002/GR-12-961, Xcel’s September 19, 2013 compliance filing, Schedule 2, page 2.
6 As indicated in Part E, Section 5, Schedule 1, page 1, line 9, Column 12 Months.
7 As indicated in Part E, Section 5, Schedule 1, page 1, line 8, Column 12 Months.
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recommends that the Commission maintain the existing base rate. The Department notes that if
any significant adjustment to the cost of energy occurs during the Rate Case, then the base cost of
energy approved in this docket may need to be revised prior to the Commission’s final decisions
in the Rate Case, and be reflected in final rates.

C. OTHER ISSUES THAT COULD POTENTIALLY AFFECT XCEL’S BASE COST OF
ENERGY

The Department notes that on November 19, 2013 the United States Court of Appeals for the
District of Columbia suspended the collection of the nuclear disposal fees that are assessed
annually on nuclear power plant operators by the United States Department of Energy (DOE).8
Xcel collects the nuclear disposal fee through the FCA. The Department notes that in the 2012
Annual Automatic Adjustment (AAA) filing in Docket E999/AA-12-757, Xcel’s August 31,
2013 filing in Part H, Schedule 1, page 1 of 1 shows that Xcel’s payments to DOE average about
$12 million per year. The Department will review this issue in the Rate Case.

Thus, the Department recommends that if any adjustment to the cost of energy occurs during the
Rate Case as a result of the nuclear disposal fee issue, then the base cost of energy determined in
this docket may need to be revised, and reflected in final rates.

IV. DEPARTMENT RECOMMENDATION

Based on our review, the Department recommends that the Commission maintain the current
base cost of energy of $0.02729 per kWh at this point in the rate case. The Department notes
that, if any adjustment to the cost of energy occurs during the Rate Case, and/or during the
Company’s next filing related to the variances referenced above, the base cost of energy may
need to be revised. Finally, the Department clarifies that the Company’s FCR language may be
addressed in the Rate Case.

/It

8 http://www.startribune.com/nation/232520321.html
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/s/Jan Mottaz
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