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August 24, 2015

Daniel P. Wolf

Executive Secretary

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

St. Paul, Minnesota 55101-2147

RE: Comments of the Minnesota Department of Commerce, Division of Energy Resources
Docket No. E,GO02/M-15-618

Dear Mr. Wolf:

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

A Request by Northern States Power Company, doing business as Xcel Energy, (Xcel)
for an Extension of its Gas Capacity Utilization Accounting Treatment.

The Petition was filed on June 24, 2015. The petitioner is:
Paul J. Lehman
Manager, Regulatory Compliance and Filings
Xcel Energy Services, Inc.
414 Nicollet Mall - 7t Floor
Minneapolis, MN 55401

The Department recommends that the Minnesota Public Utilities Commission (Commission)
approve Xcel’'s natural gas Capacity Utilization Plan as a permanent program.

The Department is available to answer any questions the Commission may have.

Sincerely,

/S/ MICHELLE ST. PIERRE
Financial Analyst

MS/It
Attachment
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l. SUMMARY OF COMPANY’S PETITION

On June 24, 2015, Northern States Power Company, doing business as Xcel Energy, (Xcel
Energy, Xcel, or the Company) filed a Petition requesting approval of a permanent extension
of the accounting treatment for the natural gas Capacity Utilization Plan for its gas
distribution and electric generation business units pursuant to Minn. Stat. § 216B.10 which
grants the Minnesota Public Utilities Commission (Commission) jurisdiction over the
accounting practices of public utilities.

In its Petition, Xcel Energy stated that:

Our request is in the public interest because, as the pilot
program demonstrated, the plan provides efficiencies as well as
cost-savings benefits for our customers. Expenses that would
otherwise be paid to third parties are instead paid to NSP Gas
or NSP Generation,[1] depending on the situation.2

Regarding savings for the gas utility, Xcel stated that “Over the course of three years, the
pilot resulted in a net savings to NSP Gas of approximately $249,000 (which includes
capacity sharing transaction savings of approximately $128,000, storage diversion savings
of approximately $1,000, and avoided storage fees of approximately $119,000 through
storage nettings).”3

Concerning savings for the electric utility, the Company stated that “During the three years
of the pilot, NSP Generation realized approximately $202,000 of net savings (which includes

1 The Department notes that NSP Gas and NSP Generation are separate business areas within one utility
rather than separate legal entities.

2 Petition, page 2.

3 Petition, page 4. See Xcel’s Petition, Table 1, for NSP Gas’ detail by year from July 1, 2010 through April
2015. After the three years, the program provided additional net savings of $68,588 in 2013-2014 and
$17,033 in 2014 - April 2015 for a grand total of $334,432.
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a cost of approximately $128,000 for capacity sharing transactions, a cost of approximately
$1,000 of storage diversion transactions, and approximately $332,000 of savings through
storage netting).”4

Xcel described the mechanics of the program:

NSP Generation and NSP Gas both contract for firm
transportation services on the Northern Natural Gas (NNG) and
Viking Gas Transmission (VGT) systems. Periodically, one entity
may not be using all of its contracted capacity when the other
entity could use the capacity. NSP Gas and NSP Generation
effectively purchase firm capacity from each other instead of
purchasing interruptible capacity from an interstate pipeline.>

Further,

For capacity sharing and storage diversion transactions, a
savings to NSP Gas results in a cost to NSP Generation and vice
versa. However, we note that the cost incurred by the
jurisdiction utilizing shared capacity would have been incurred
anyway even if the capacity sharing program were not in place.
The program simply ensures that payments for excess
transportation capacity are directed to NSP customers instead
of third parties when possible. The savings realized under the
pilot were passed on to retail natural gas and electric
customers through the FCA, the PGA, and related true ups.®

Xcel anticipates that potential upcoming FERC7 changes may increase the net benefits of
the program:

While the benefits realized during the pilot program were
modest, based on changes to natural gas and electric market
timelines required by FERC in Order 809 issued on April 16,
2015, we anticipate the net benefits of the program may
increase. The FERC order requires that natural gas pipelines
move the deadline for the timely nomination cycle by which the
first traunch of gas for each gas day must be scheduled back
one and one half hours from 11:30 central prevailing time (CPT)
to 13:00 CPT to provide generators with more time to formulate
generation operations plans for the next day. An additional
intraday scheduling cycle for natural gas will also be added to

4 |d. See Xcel's Petition, Table 2, for NSP Generation’s detail by year from July 1, 2010 through April 2015.
After the three years, the program provided additional net savings of $145,422 in 2013-2014 and $86,231 in
2014 - April 2015 for a grand total of $434,068.

5 Petition, page 6.

6 Petition, page 4.

7 Federal Energy Regulatory Commission.
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provide generators with increased flexibility to adjust to
changing fuel requirements in real time.

The purpose of these FERC changes is to improve electric grid
reliability by minimizing variances between the gas and electric
markets that can contribute to fuel constraints during the
winter. With greater certainty around gas requirements for
generation before the timely nomination cycle deadline, the
Company will also have more certainty around the availability of
firm pipeline transportation capacity for sharing while there is
still time for scheduling changes in the timely nomination cycle.
Even if opportunities for sharing remain limited, customers will
still benefit modestly as the pilot demonstrated.8

Xcel noted that the increase in program revenue would have no effect on the Company’s
earnings:

The accounting treatment provides for recovery of natural gas
transportation capacity and storage costs from Xcel Energy’s
retail customers pursuant to the FCA, PGA and related true-ups,
as is the current practice. The additional revenue would be
offset by the costs and have no net change on the Company’s
earnings.®

Il. BACKGROUND

On February 18, 2010, the Commission approved, as a three-year pilot program, Xcel
Energy’s natural gas Capacity Utilization Program for its gas distribution and electric
generation business units.10 Xcel maintains distinct natural gas transportation capacity and
storage contracts for Xcel Gas and Xcel Generation. The program allowed for capacity
sharing between the gas distribution and electric generation business units.11 The
Commission’s February 18, 2010 Order required Xcel Energy to include in its future AAA
reports, a listing of each individual transaction showing quantities and cost, the specific
accounting entries, and brief explanations of the transactions.

The approved three-year pilot program expired on February 18, 2013.

In the Department’s Annual Automatic Adjustment report (AAA Report), Docket No.
G999/AA-14-580 (Docket No. 14-580), the Department, Xcel, and Commission Staff

8 Petition, page 5.

9 Petition, page 9.

10 February 18, 2010 Order Approving Program, With Modifications and Requiring Report (February 18, 2010
Order), Docket No. E,GO02/M-09-852 (Docket No. 09-852).

11 See the Petition, pages 6 and 7 for examples of capacity sharing.
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commented on the Capacity Utilization Program.12 The parties deferred to the Commission
on the best procedural manner to move the issue forward. At the Commission’s August 6,

2015 Agenda meeting, the Commission heard the Department’s AAA Report.13 Regarding

the Capacity Utilization Program, the Commission decided to:

e defer consideration of Xcel Energy’s Capacity Utilization Program as a permanent
program to Docket No. E,GO02/M-15-618; and

e grant Xcel an extension of time to use the accounting treatment under the
Capacity Utilization Program from the date the pilot program ended through the
date of the Commission Order in Docket No. E,GO02/M-15-618.

M. DEPARTMENT ANALYSIS

Below, the Department responds to Xcel’'s proposals and provides its analysis of Xcel’s
request for a permanent extension to its Capacity Utilization Plan. As discussed below, the
Department recommends that the Commission approve Xcel’s Capacity Utilization Plan as a
permanent program.

1. Capacity sharing impact on Interruptible customers

In its Petition, Xcel proposed “to identify capacity-sharing transactions executed to avoid
curtailing interruptible customer usage and allocate the costs of those transactions directly
to interruptible customers.”14 Specifically, Xcel stated that its “proposal is consistent with
how we currently handle capacity purchases from interstate pipelines to avoid curtailing
interruptible customer usage.”1® Further, Xcel proposed to continue using “the same
methodology to allocate costs to interruptible classes in the annual true-up filing” as
approved in Docket No. G999/AA-12-75616 (Docket No. 12-756), Order dated November
14, 2013.17 The Department notes that in that docket, Order Paragraph 23 states, “Xcel
shall continue assigning any interruptible capacity or overrun purchases associated with
non-curtailment days directly to the interruptible classes.”

Additionally, the issue of the assignment of capacity costs to interruptible classes was vetted
in the program’s initial approval in Docket No. 09-852. The Commission’s February 18,
2010 Order Approving Program, with Modifications and Requiring Report stated that “NSP
Gas is not allowed to obtain additional capacity that would be used so interruptible
customers would not have to be curtailed, unless these capacity costs were directly
assigned to the interruptible classes.”18

12 Xcel’s Petition refers to the program as a plan.

13 The Order was pending at the time of writing these Comments.
14 Petition, page 7.

15 g,

16 The FYE12 AAA Report.

17 |d.,

18 Qrder paragraph 1 (c).
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In its Petition, Xcel also proposed “to track and report two categories of capacity sharing
transactions - those used to not curtail interruptible customers and other transactions that
benefit the whole system.”192 In Docket No. 14-580, the Department agreed with Xcel's
proposal and concluded that this accounting and reporting would complement Xcel’s
compliance report for the program.29 Thus, the Department recommended that the
Commission require Xcel to report the two categories of capacity sharing transactions.21 In
Docket No. 14-580, Xcel agreed to this reporting requirement.22 Therefore, the Department
now recommends that the Commission accept Xcel's agreement to report the two categories
of capacity sharing transactions - those used to not curtail interruptible customers and
other transactions that benefit the whole system for the Capacity Utilization Program.

2. FERC Account 858

In its 2009 Capacity Utilization Program petition, Xcel stated that it would create a
subaccount to FERC Account 858 to separately track and report the transactions.23 Instead,
Xcel found that, functionally, it needed to create subaccount 1050 in its own accounting
system (JD Edwards) to be able to make the necessary journal entries.24 The Department
does not oppose this change since it appears to be an effective solution.

3.  Storage Netting and Storage Diversification

Regarding storage netting, Xcel stated that in its 2009 Capacity Utilization Program petition,
the Company noted its intent to consolidate its NNG storage contracts for its gas and electric
companies and use NNG’s storage netting program.25 In June 2010, the contracts were
consolidated and Xcel began using NNG’s storage netting program.26 According to Xcel,
since the contracts were consolidated there is no need or benefit of using storage diversion
transactions.2” The Department does not oppose this change.

4. Reporting
Regarding reporting, Xcel stated the following:

We will continue to list each transaction along with a brief
description, quantities and cost, and specific accounting

19 Petition, page 7.

20 Department’s July 16, 2015 Supplemental Response Comments, page 2.

21 d.

22 Xcel's July 22, 2015 Reply Comments, page 1.

23 See Xcel’s April 28, 2010 Compliance filing in Docket No. 09-852, Example 2.

24 petition, page 8.

25 |d.

26 |n its Petition Xcel stated, “Unlike capacity sharing, storage netting does not involve one business area using
another’s assets. Instead, consolidated contracts provide administrative efficiencies, such as with the
nomination process, and the opportunity to use NNG'’s storage netting program.” Petition, page 8.

27 According to Xcel, “A storage diversion transaction is when instead of one entity withdrawing gas from
storage while the second entity is injecting gas into storage, the gas for injection would be diverted to the first
entity’s needs and a transfer of storage gas to the second entity would happen ‘on paper.”” Petition, page 9.
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entries. We would track recovery of the costs and the credits to
retail natural gas and electric customers through those
adjustments and related true-ups.

In addition we propose to track capacity sharing transactions
executed solely for the benefit of interruptible natural gas
customers, allocate the costs directly to interruptible natural
gas customers, and report on these transactions in the Gas
AAA.28

From the Department’s review of past compliances on the pilot program, Xcel only reported
the gas side of the transactions in its compliance reports.29 In its July 16, 2015
Supplemental Response Comments in Docket No. 14-580, the Department concluded that
Xcel should show the electric side as well as the gas side of the transactions in its annual
compliance reports.30 Thus, the Department recommended that the Commission require
Xcel to continue to report the transactions related to the Capacity Utilization Plan annually in
its AAA Report and include both the gas and electric transactions. In Docket No. 14-580,
Xcel agreed to this reporting requirement.31 Therefore, the Department now recommends
that the Commission accept Xcel’s agreement to continue to report on the transactions
related to the Capacity Utilization Plan annually in its AAA Report and include both the gas
and electric transactions.

5.  Pilot to Permanent Program

The Department notes that in most aspects, Xcel's proposed permanent program is the
same as its pilot program.32 In its February 18, 2010 Order, the Commission stated:
“[A]ldopting the Program as a pilot project will allow the Commission to evaluate whether the
transactions are appropriate and if there are enough of them to create accounting problems
before granting long term approval.”33

There was only one accounting problem noted during the pilot program. In the initial year of
the pilot, Xcel misallocated approximately $570,000 of storage demand costs.34 In Xcel’s
response to Commission Staff’s Information Request No. 1(C) in Docket No. 14-580, the
Company indicated that the program had nothing to do with the misallocated costs, which
contradicts Xcel’s statement in the Company’s August 31, 2012 AAA Report where Xcel
stated that the misallocated storage demand costs were associated with the gas capacity

28 Petition, page 9.

29 The detail of the storage netting transactions were also missing from Xcel's FYE14 AAA Report. On July 2,
2015, Commission Staff issued Information Request No. 1 to Xcel in Docket No. 14-580 to receive that
information which Xcel provided on July 13, 2015.

30 Department’s Supplemental Response Comments, page 3.

31 Xcel’s July 22, 2015 Reply Comments, page 1.

32 As mentioned above, storage diversion is no longer needed.

33 February 18, 2010 Order, page 2.

34 The Commission approved a variance in its November 13, 2013 Order in Docket No. 12-756 to correct this
error in the 2012 true-up calculation.
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utilization program in Docket No. GO02/M-09-892.35 However, the Company also stated in
its response to Commission Staff that “[t]he allocated storage demand expense update
made in Docket No. GO02/AA-12-94536 was a one-time allocation correction to prior years
that did not impact any subsequent allocation or reporting.” This statement appears to be
correct since there have been no further accounting problems noted during the remainder of
the pilot program. Furthermore, the Department concludes that this one-time allocation
error should not detract from the significant savings the program has provided to ratepayers.

Based on its analysis, the Department recommends that the Commission approve Xcel's
Capacity Utilization Plan as a permanent program.

IV. RECOMMENDATION

The Department recommends that the Commission:

e approve Xcel's Capacity Utilization Plan as a permanent program,;

e accept Xcel's agreement to report the two categories of capacity sharing
transactions - those used to not curtail interruptible customers and other
transactions that benefit the whole system for the Capacity Utilization Plan; and

e accept Xcel's agreement to continue to report on the transactions related to the
Capacity Utilization Plan annually in its AAA Report and include both the gas and
electric transactions.

/It

35 Xcel's Attachment B, Schedule 5, pages 1 and 2.
36 Xcel’s true-up docket related to the 2012 AAA Report, Docket No. G999/AA-12-756.
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