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March 5, 2018
—Via Electronic Filing—
Daniel P. Wolf
Executive Secretary
Minnesota Public Utilities Commission
121 7" Place East, Suite 350
St. Paul, MN 55101

RE: REPLY COMMENTS
ESTIMATED COSTS OF FUTURE CARBON DIOXIDE REGULATION ON
ELECTRICITY GENERATION
DOCKET Nos. E999/CI-07-1199 & E999/CI-17-53

Dear Mr. Wolf:

Northern States Power Company, doing business as Xcel Energy, submits the
enclosed reply comments in response to the January 23, 2018 Request for Comments
by the Minnesota Public Utilities Commission and party comments received in the
above mentioned dockets.

We have electronically filed this document with the Minnesota Public Utilities
Commission, and copied parties on the attached service list. Please contact me at
(612) 330-6255 or Nicholas.F.Martin@xcelenergy.com if you have any questions
regarding this filing.

Sincerely,

/s/

NICHOLAS MARTIN
MANAGER, ENVIRONMENTAL AFFAIRS

Enclosure
c: Service Lists



STATE OF MINNESOTA
BEFORE THE
MINNESOTA PUBLIC UTILITIES COMMISSION

Nancy Lange Chair

Dan Lipschultz Commissioner

Matthew Schuerger Commissioner

Katie J. Sieben Commissioner

John A. Tuma Commissionet
IN THE MATTER OF ESTABLISHING AN Docket No. E999/CI-07-1199
ESTIMATE OF THE LIKELY RANGE OF
CosTs OF FUTURE CARBON DIOXIDE Docket No. E999/CI-17-53
REGULATION ON ELECTRIC GENERATION
UNDER MINN. STAT § 216H.06 REPLY COMMENTS

Northern States Power Company, doing business as Xcel Energy, submits these
comments in response to comments filed by parties in the above-referenced docket.

A.  Otter Tail Power, Great River Energy and Minnesota Power

The utilities in general accept the Agencies’ recommended CO, regulatory costs range
trom §5 to $25 per ton, applied beginning in 2025. Otter Tail Power supports the
range and date of application, while noting their belief that 2028 may be a more
realistic estimate for the start of CO, regulation.' Great River Energy accepts the
range and date of application, as well as the underlying methodology of using current
and forecast allowance prices as a proxy for CO, regulatory costs.” Only Minnesota
Power disagrees with the range, urging the Commission instead to use third-party
vendor forecasts such as those from IHS or Wood Mackenzie. Minnesota Power
recommends 2026 as the date of application.’

While acknowledging Minnesota Power’s perspective, we continue to support the
Agencies’ $5-25 range. We acknowledged in our comments that recent CO, price
tforecasts such as those performed for the EPA’s Clean Power Plan (CPP) generally
do not support an allowance price as high as $25; however, considering the current

1 Otter Tail Power comments at page 2.

2 Great River Energy comments at page 2. The Agencies’ proposed range uses recent Regional Greenhouse Gas
Initiative allowance prices as the basis for its Low end of $5, and a March 2016 national CO: price forecast by Synapse
Energy Economics as the basis for its High end of $25. Agencies’ Analysis and Recommendations In the Matter of
Establishing an Updated 2018 Estimate of the Costs of Future Carbon Dioxide Regulation on Electricity Generation under Minn. Stat. §
216H.06. Docket No. E999/CI-07-1199, Docket No. E999/CI-17-53.

3 Minnesota Powet comments at pages 1-2.



uncertainty around federal and state climate policy, we believe a broad range is
reasonable and can be updated when more information becomes available.

Indeed, more information will likely be available soon. The comment period on
EPA’s Advance Notice of Proposed Rulemaking for a potential CPP replacement closed on
February 26. Xcel Energy and many other utilities urged EPA to replace the CPP with
a rule that provides a basic federal framework and allows states the flexibility to design
cost-effective compliance plans using any combination of measures that achieve or
exceed the required reductions. If EPA implements such a rule, we believe Minnesota
will design a plan that achieves significant CO, reductions at a reasonable cost.

We believe 2025 is a reasonable date to assume CO, regulatory costs may be incurred.
The CPP was finalized in late 2015 and would have required state plans in late 2018
and compliance in 2022. If EPA were to propose a replacement rule in 2018 — three
years after the CPP — considering the time to finalize the rule, states to develop
compliance plans, EPA to approve those plans, and compliance to begin, it seems
reasonable to move three years later the expected time when utilities and their
customers might incur CO, regulatory costs. This decision can be updated if
regulation appears to be moving more quickly or slowly than expected.

B.  Minnesota Large Industrial Group (MLIG)

MLIG does not comment on the Agencies’ range or date of application. MLIG urges
the Commission not to alter its established guidance that regulatory or externality
costs, but not both, should be applied in any given planning year. We agree.

MLIG opposes what they call Xcel Energy’s “blended” approach, and says “to apply
both [regulatory and externality values] simultaneously would effectively double-count
the cost of CO, emissions, which would adversely impact ratepayers while the
blended approach proposed by Xcel inappropriately mixes the two concepts.”™

Our proposed approach does not blend regulatory and externality values in any given
planning year, so does not double-count costs. Our Reference Case applies an
externality value only up until the year we begin applying the regulatory midpoint. Our
sensitivities apply various values — the high CO, externality, low CO, regulatory, and
zero. We propose not running additional sensitivities using the high CO, regulatory or
low CO, externality values merely because these would be duplicative and not provide
significant added value for decision-making.

4+ MLIG comments at page 3.



C. Clean Energy Organizations
1. Proposed range and date of application

The CEO oppose the Agencies’ recommended range and date of application, arguing
that this would represent the first downward adjustment and that 2025 is too long a
delay. They also argue that too much of the proposed range lies below the allowance
price floors and ceilings used by the Regional Greenhouse Gas Initiative (RGGI) and
Western Climate Initiative (WCI) programs.’

The range under Minn. Stat. {216H.06 is intended to represent the /Jikely range of costs ot
tuture CO, regulation on electricity generation, applied when those costs are expected
to be incurred. As such the range should reflect current realities, not what the CEO
might prefer regulatory costs or timelines to be. In recent years it has become
increasingly affordable to reduce CO, emissions, due to persistently low natural gas
prices, historic declines in the cost of wind and solar, and coal retirements. Most
expect this trend to continue, with renewable energy costs continuing to decline and
energy storage becoming more economic as well. It is reasonable to expect that CO,
regulatory compliance may be more affordable for our customers than earlier
expected. This makes a downward adjustment entirely appropriate.

Of course, if currently unanticipated technological, market, or regulatory
developments make CO, regulatory costs higher or cause them to be incurred sooner,
that should also be reflected — by revising the range when such information becomes
available, not by setting it now in ways that do not reflect current realities.

This need not raise a concern that utilities will not reduce CO, emissions until
regulatory costs are higher, or until 2025. Ultilities are dramatically reducing their CO,
emissions even without regulations. Indeed, by the end of 2024, Northern States
Power Company will have added 1,550 MW and possibly as much as 1,850 MW of
new wind to its portfolio and retired Sherco unit 2. These actions are expected to
lower the CO, emissions associated with energy to serve our customers by about 56
percent below 2005 by 2024 — significantly exceeding the CPP’s national goal of 32
percent by 2030 — all without any CO, regulation yet in effect.

2. Proposed alternate method

The CEO propose that the Commission set as the low end of its range the average of
the allowance price floors from RGGI and WCI, and as its high end the average of

5> CEO comments at pages 1-6.



their allowance price ceilings. This would result in a range from $12.56 to $41.86 per
ton in 2022, escalating to $20.98 to $69.71 per ton in 2030.°

We believe this approach misunderstands the function of the allowance price ceilings
and floors in RGGI and WCI. These do not represent an estimate of likely regulatory
costs or even a forecast of likely allowance prices. Rather, they are legislative
mechanisms — in essence political compromises — incorporated into the design of the
programs to ensure that allowance prices do not become “too expensive” such that
they impose an unacceptable burden on state economies, or “too cheap” to provide
the desired incentive for reductions.

In the 2017 RGGI Model Rule, the price ceiling (termed CO, Cost Containment
Reserve Trigger Price) is a price that if reached, triggers the release of additional
allowances from the CO, Cost Containment Reserve — a pool of allowances additional
to regular allowance budgets — to increase allowance supply and bring prices back
down.” This ceiling is not an expected price, but rather a safety valve mechanism to
prevent allowances from becoming too expensive. The price floor (CO, Emissions
Containment Reserve Trigger Price) works the opposite: if allowance price bids at
RGGI auctions do not reach this price, allowances are withheld to decrease supply
and cause prices to rise.” This floor is likewise not an expected price, but rather a
mechanism to reduce allowance supply and force additional emission reductions.

In practice, RGGI auction prices have generally settled near the allowance price floor.
The auction results of RGGI’s 38 quarterly auctions to date show that clearing prices
have ranged from $1.86 to $7.50 per ton, with an average of $3.07 per ton, since 2008.
In only two of the 38 auctions — Auction 23 in 2014 and Auction 29 in 2015 — did the
clearing price exceed the CO, Cost Containment Reserve Trigger Price and cause
allowances to be released from the CO, Cost Containment Reserve.’

The WCI program has a similar design. The California cap and trade regulation
creates an Allowance Price Containment Reserve, a pool of extra allowances released
into the market if auction prices rise to specified Reserve Tier Prices, set at $40, $45
and $50 beginning in 2013 and escalated at 5 percent plus inflation."” As in RGGI,
these Reserve Tier Prices do not represent forecasted costs, but rather safety valves to
release more allowances and bring prices down. In practice, WCI auction prices have

6 CEO comments, Tables 2 and 3.

7 See definitions on page 6 of the 2017 RGGI Mode/ Rule, available at https://rgei.org/program-overview-and-
design/program-review. Table 1 on that page corresponds to the fourth column in Table 2 of the CEO comments.

8 See definitions on pages 6-7 of the 2017 RGGI Model Rule. Table 2 on page 7 cottesponds to the second column in
Table 2 of the CEO comments.

9 See https://tggi.org/Auctions/ Auction-Results/Prices-Volumes for data on all RGGI auctions to date.

10 The current California cap and trade regulation is at https://www.atb.ca.gov/cc/capandtrade/capandtrade.htm. See
§95913, Sale of Allowances from the Allowance Price Containment Reserve, at pages 233-235.
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never approached the Reserve Tier Prices. Published results from the 22 WCI
auctions since 2012 show that prices have ranged from $9.15 to $13.66, and averaged
$11.56, per short ton."'

The fact that allowance prices in both programs have remained low reflects that it has
been relatively affordable to reduce CO, emissions and achieve compliance. This is in
part due to external factors, such as economic recession, low natural gas prices, falling
renewable energy costs, and coal plant retirements, and in part due to policy design
mechanisms (e.g. CO, offsets, an additional cost containment mechanism). However,
both programs are meeting their goal of reducing emissions. The fact that they have
been able to do so relatively cheaply means the environmental objective is being
achieved at a lower cost to consumers.

Again, Minnesota’s regulatory cost range under Minn. Stat. {216H.06 is meant to
reflect /ikely regulatory costs. It would not be reasonable to reject the Agencies’ range
and instead set a range based on political compromises (regarding what allowance
price is too high to be acceptable, or low enough that greater emission reductions
should be sought) in programs in which Minnesota does not participate.

3. Carbon taxes

The CEO further justity a higher CO, price by citing examples of several CO, tax
proposals, including a tax in Sweden set at $140 per ton; six bills introduced in the
113%™ Congtress that would have imposed a CO, tax ranging from $20 to $118.75 per
ton; H.R. 4962, a proposal for a $50 per ton CO, tax beginning in 2019; and the 2017
Conservative Case for Carbon Dividends proposal for a CO, tax of $40 per ton."

While both are colloquially referred to as carbon “prices,” a CO, tax is a
fundamentally different program design from CO, cap and trade. A CO, cap and
trade program like RGGI or WCI does not set an initial CO, price, but rather sets a
cap, allows trading, and allows the CO, allowance price to emerge from markets
balancing supply and demand for CO, reductions. A CO, tax, in contrast, sets a price
administratively and often escalates it over time. The tax level may be based on
various considerations, but does not emerge from trading — so does not reflect the
actual cost of achieving CO, reductions in a market system in which those who can
reduce emissions more cheaply can sell allowances to those who need them. Cap and
trade, in theory and arguably in practice, encourages the lowest-cost reductions
because the CO, allowance price eventually reflects the marginal cost of CO,

11 See https://www.arb.ca.cov/cc/capandtrade/auction/results summary.pdf for data on WCI auctions to date. We
have converted the Current Auction Settlement Prices, denominated in dollars per metric ton, to dollars per short ton to
match the way CO; emissions are denominated in Minnesota.

12 CEO comments at pages 9-10.
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abatement (since any entity would only purchase allowances if doing so is cheaper
than reducing emissions directly). As it becomes cheaper to reduce emissions — due to
low natural gas and renewable energy costs, etc. — allowance prices reflect this,
whereas a CO, tax would not.

None of the CO, tax proposals cited by the CEO has so far proved viable. Of course,
there is no guarantee that future federal or state climate policy might not take the
torm of a CO, tax. If this were to occur, it would be reasonable to adopt a CO,
regulatory cost reflecting the expected tax, rather than one based on expected
allowance prices in CO, trading markets. However, because existing programs (RGGI
and WCI), as well as regulatory proposals that came nearest to being enacted (the
2009 Waxman Markey bill and the Clean Power Plan), represent CO, cap and trade
rather than CO, taxes, it seems more supportable at present to use cap and trade as
the basis.

4. Escalation of CO, regulatory costs

The CEO propose that the CO, regulatory range escalate at 5 percent above inflation,
based on the allowance price floors and ceilings in RGGI and WCL" Again, we do
not believe it is supportable to use these allowance price floors and ceilings as the
basis for the CO, regulatory range. As shown above, actual prices in those markets
have generally remained flat and in some cases declined from one auction to the next.

Regardless what basis the Commission selects for CO, regulatory costs, we do not see
a clear rationale to escalate these at 7 percent when other key model variables are
escalated for inflation only. The CEO themselves note that “the regulatory values are
predictions of costs that utilities, and ratepayers, will have to pay. They are similar to
any other cost prediction; for example, the cost of natural gas or the cost of solar.”"

5. Requirements for utility modeling

The CEO urge the Commission to require that utilities use the CO, regulatory costs
midpoint as a base assumption in their reference case.”” We do not object to this
recommendation, which matches what we have proposed.

The CEO also urge the Commission to require that utilities run sensitivities using the
low and high regulatory costs.'® We concur on running the Agencies’ low regulatory
cost as a sensitivity. We have proposed not to run a sensitivity using the Agencies’

13 CEO comments at pages 10-11.
14 CEO comments at page 12.
15 CEO comments at pages 12-13.
16 CEO comments at page 13.



high regulatory cost, because this would yield intermediate results in Present Value of
Societal Cost (PVSC) terms between the Reference Case and our proposed high CO,

externality sensitivity, and we thus question its added decisional value."”
6. “Stacking” of CO, regulatory and externality valnes

Finally, the CEO propose that the Commission require utilities to run a sensitivity
using the increment of CO, externality costs in excess of CO, regulatory costs, in any
year when the high CO, externality value exceeds the CO, regulatory cost midpoint.'®
In effect, this would mean the high CO, externality cost is used in all years.

The CEQ’s rationale is that until the recent update in Docket No. CI-14-643, the CO,
externality range was below the CO, regulatory cost midpoint, so the latter, once
applied, appeared to fully internalize the damages. The CEO contend that as a result,
“it became the common practice in resource planning to exclude consideration of the
external costs during those years in which a regulatory cost applied.” Now that the
high end of the Commission’s CO, externality range is above the regulatory cost
midpoint, “the external damages that exceed the costs internalized through regulation
must be accounted for. Thus, in each year when a Commission-adopted externality
value is greater than the regulatory value for that year, the utility should provide an
externality sensitivity run that includes those extra societal costs.”"

We disagree for three reasons. First, it is not merely “common practice” not to apply
both externality and regulatory values in a given year; it is a Commission order:

While the calenlation of externality values under § 216B.2422 is not directly comparable
to the estimate of regulatory costs under § 216H.06, they both reflect steps to account for
the burdens that CO, emissions impose on third parties. When a utility calenlates the cost
of emitting another ton of CO, in any given year, therefore, it would be inappropriate to
use both the CO, externality value and the CO, regulatory cost estimate...””

Second, there is nothing in the 2007 order, nor in subsequent deliberations in either
the CO, regulatory costs docket or externality docket, to suggest that the
Commission’s rationale was tied to the dollar levels. The CO, regulatory and
externality values simply represent different things. The former is an estimate of

17 See Xcel Energy’s comments in this docket at pages 5-7.
18 CEO comments at page 15, Table 5, which shows the high CO; externality cost in years prior to the regulatory cost
petiod, and duting the regulatory cost period, the sum of the CO; regulatory cost midpoint plus the increment between
the regulatory cost midpoint and the high CO» externality value.
19 CEO comments at pages 13-14.
20 In the Matter of Establishing an Estimate of the Costs of Future Carbon Dioxide Regulation on Electricity Generation Under Minnesota
Statutes § 216H.06, Commission Docket No. E999/CI-07-1199, ORDER ESTABLISHING ESTIMATE OF FUTURE
CARBON DIOXIDE REGULATION COSTS, at 4 (December 21, 2007).
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expected regulatory costs, which have declined over time due to falling costs of clean
technology; this should be adjusted downward if the expected cost of reducing CO,
emissions and complying with regulations has declined, as is presently the case. The
latter is an estimate of climate damages to the year 2100 or 2300, which has increased
as these damages become better understood. The CEO’s rationale that the
relationship should change because one is now higher than the other in not supported
by any Commission determination to date.

Third, it seems possible to achieve the result the CEO seek — a sensitivity using the
high CO, externality value in all years — without the somewhat tortured logic of
applying the increment of the high externality value minus of the regulatory midpoint.
Simply running a sensitivity using the high CO, externality value in all years — as Xcel
Energy has proposed — would appear to achieve the same result, and give the
Commission its desired result of “gain[ing] insight into the magnitude of the CO,-
related stakes in any resource choice.”!

CONCLUSION
Xcel Energy appreciates the opportunity to provide these reply comments.

Dated: March 5, 2018

Northern States Power Company

21 Commission’s January 3, 2018 Order in Docket No. E999/CI-14-643, page 32.
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CERTIFICATE OF SERVICE

I, Lynnette Sweet, hereby certify that I have this day served copies of the foregoing
document on the attached list of persons.

xx by depositing a true and correct copy thereof, properly enveloped
with postage paid in the United States mail at Minneapolis, Minnesota

xx electronic filing

DOCKET NOS. E999/CI-07-1199
E999/CI-17-53
Dated this 5% day of March 2018

/s/

Lynnette Sweet
Regulatory Administrator
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