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June 22, 2015

Daniel P. Wolf

Executive Secretary

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

St. Paul, Minnesota 55101-2147

RE: Response Comments of the Minnesota Department of Commerce, Division of Energy
Resources
Docket No. EO02/M-15-401

Dear Mr. Wolf:

In the matter of the Petition of Northern States Power Company, d/b/a Xcel Energy (Xcel or
the Company), for approval of the acquisition of the 200 MW Courtenay Wind Farm,
attached please find the Minnesota Department of Commerce, Division of Energy Resources
(DOC or the Department) Response Comments to the Reply Comments of Xcel.

Based on our review of Xcel's Reply Comments, the DOC recommends conditional approval
as set forth in the attached Response Comments, and is available to answer any questions
the Minnesota Public Utilities Commission may have.

Sincerely,
/S/ MARK JOHNSON
Financial Analyst
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l. BACKGROUND

In February 2013, Northern States Power Company d/b/a Xcel Energy (Xcel) solicited
proposals to buy up to 200 megawatts (MW) of power generated from wind, or to buy wind-
powered generating plants capable of generating up to 200 MW, or some combination
thereof. The Minnesota Public Utilities Commission (Commission) has established a process
by which Xcel may acquire new sources of electricity by soliciting proposals from other
parties.t

On July 16, 2013, Xcel filed a petition for approval to acquire 600 MW of wind-powered
electricity in Docket No. EO02/M-13-603 (13-603).

On August 9, 2013, Xcel filed a petition for approval of an additional 150 MW of wind-
powered electricity in Docket No. EO02/M-13-716 (13-716).

On December 13, 2013, the Commission issued its Order Approving Acquisitions with
Conditions in Docket Nos. 13-603 and 13-716 for the following four wind projects:

e Border Winds, a build-to-transfer agreement with RES Americas to buy a
collection of wind turbines and related facilities to be erected as a wind farm in
Rolette County, North Dakota, with a combined generating capacity of 150 MW
(13-716).

1 See Docket No. E-002/RP-04-1752, In the Matter of Northern States Power Company d/b/a Xcel Energy’s
Application for Approval of its 2004 Resource Plan, Order Establishing Resource Acquisition Process,
Establishing Bidding Process Under Minn. Stat. § 216B.2422, Subd. 5 and Requiring Compliance Filing (May
31, 2006).
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e Courtenay, a purchase power agreement (PPA) with Geronimo Energy (Geronimo)
to purchase the output of a 200 MW wind farm to be erected in Jamestown, North
Dakota (13-603).

e (Qdell, a PPA with Geronimo to purchase the output of a 200 MW wind farm to be
erected in Mountain Lake, Minnesota (13-603).

e Pleasant Valley, a build-to-transfer agreement with RES Americas to buy a 200
MW wind farm to be erected in Austin, Minnesota (13-603).

On April 30, 2015, Xcel filed the instant petition requesting Commission approval to
purchase, develop, construct, own, and operate the Courtenay Project as an Xcel asset.

On May 5, 2015, the Commission issued its Notice of Comment Period requiring parties to
file initial comments by June 1, 2015 and reply comments by June 11, 2015. In addition,
the Commission stated that the following topics were open for discussion:

e [s Xcel's proposal to acquire the Courtenay Project consistent with the public
interest, including, but not limited to the price of energy and the allocation of risk?

e Does the record demonstrate that the acquisition of the Courtenay Project is a
reasonable and prudent approach for fulfilling Xcel’s obligations under the
Renewable Energy Standard, Minn. Stat. § 216B.16917

e Should the Commission approve the investments in the Courtenay Project, with or
without conditions?

e Should the Commission find that the Courtenay Project is eligible for cost recovery
under Xcel’'s Fuel Clause Rider pursuant to Minn. Stat. § 216B.1645, subd. 2a?

e Are there other issues the Commission should consider?

On June 1, 2015, the Minnesota Department of Commerce, Division of Energy Resources
(Department) filed its Comments. The Department concluded that:

e the record demonstrates that the acquisition of the Courtenay Project is a
reasonable and prudent approach for fulfilling Xcel’s obligations under
Minnesota’s Renewable Energy Standard, with the conditions precedent
identified by Xcel;

e the Courtenay Project is eligible for cost recovery under Xcel's Renewable Cost
Recovery Rider; and
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e Xcel’'s proposal to purchase and develop the Courtenay project appears
reasonable and consistent with the public interest, provided that Xcel either
credits its Minnesota ratepayers for their proportionate share of the North
Dakota Investment Tax Credits (NDITCs), based on the pro-rata share of the
costs of the Courtenay project that is charged to Minnesota ratepayers or
adequately explains why this requirement is not needed.

In addition, the Department recommended that the Commission approve Xcel’s proposal to
purchase and develop the Courtenay Project along with Xcel’s proposal to forgo capital costs
that exceed their estimates in this proceeding and that Xcel credit its Minnesota ratepayers
for their proportionate share of the NDITCs, based on the pro-rata share of the costs of the
Courtenay project that is charged to Minnesota ratepayers.

On June 11, 2015, Xcel filed its Reply Comments.

Il. DOC ANALYSIS
A. NORTH DAKOTA INVESTMENT TAX CREDITS
Beginning on page 2 of its Reply Comments, Xcel stated that:

The Department requested that we provide the following
information in our Reply: (1) Whether our levelized cost
calculations and Strategist analysis under a Company-owned
scenario assumed use of all or a portion of the North Dakota
Investment Tax Credit associated with the Courtenay Project;
and (2) the extent to which we expect to use the North Dakota
Investment Tax Credits over the life of the Courtenay Project.

By way of background, North Dakota Century Code Section 57-
38-01.8 provides for a tax credit based on the amount invested
in certain qualifying renewable energy facilities, including the
Courtenay Project. The tax credit applies against North Dakota
income tax liability, which can be utilized over a period of years
that is less than the expected life of a wind farm. Consequently,
for these tax credits to be fully utilized by the owner of a
qualifying project, the owner must have at least as much North
Dakota income tax liability as the credit.

While we have some North Dakota income tax liability, it is
insufficient to utilize the North Dakota Investment Tax Credit we
receive for our ownership of the Courtenay Project for all but the
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final year that the Project is eligible for the credit. This is due to
our utilization of the same tax credit for the Border Winds
Project, which will go into service approximately one year before
the Courtenay Project. The tax credits we receive for the Border
Winds Project more than offset our North Dakota income tax
liability, leaving no additional North Dakota income tax liability
against which to apply the tax credits we are eligible to receive
for the Courtenay Project. Consequently, we have no additional
North Dakota income tax liability to offset with the tax credits
we receive for the Courtenay Project, except for in the final year
of the credit eligibility period.

Additionally, because the North Dakota Investment Tax Credit is
structured to only offset North Dakota income taxes, it is not
available as an offset to the cost of service for the remaining
four jurisdictions in the NSP System (Michigan, Minnesota,
South Dakota, Wisconsin). This is because state-level taxes are
direct-assigned to the respective states, so only our North
Dakota customers incur North Dakota income tax liability in
their cost of service. In other words, because only our North
Dakota customers pay the costs that we can offset with the
North Dakota Investment Tax Credit, we can only apply any
savings to their cost of service. This is in contrast to the Federal
Production Tax Credit which is an offset to our federal tax
liability and property taxes on assets in our rate base, both of
which are allocated to all of our jurisdictions. Similarly, in
Minnesota, Minnesota state income taxes are directly-assigned
to our Minnesota customers. Thus, the same outcome is true
for our Minnesota customers when Minnesota law provides for
a similarly structured tax credit. For example, the Credit for
Increasing Research Activities (a/k/a Minnesota Research and
Development Credit) is applied to Minnesota state income tax,
therefore, directly reducing the Minnesota cost of service for
Minnesota customers.

Because of our inability to use the North Dakota Investment Tax
Credit for the Courtenay Project for all but one year, and
because it would only offset the cost of service of only one of
our five retail electric jurisdictions, we did not include the
effects of the North Dakota Investment Tax Credit in either our
levelized cost analysis or our Strategist analysis for our
ownership and development of the Courtenay Project.
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Finally, since our economic analyses of our ownership and
development of the Courtenay Project did not include the
effects of the North Dakota Investment Tax Credit, and the
Department supports approval of our ownership of the Project
based on our levelized cost analysis, we do not believe that any
additional conditions related to the North Dakota Investment
Tax Credit are necessary. [Footnotes omitted.]

The Department agrees that Xcel did not include NDITCs associated the Courtney Project in
their Strategist analysis and levelized cost calculation. In addition, the Department agrees
that Xcel may not be able to utilize the NDITCs associated with the Courtney Project for all
but one year. However, the Department notes that Xcel appears to have changed its
position on whether Minnesota ratepayers should be credited for their proportionate share
of NDITCs. Xcel stated in its Renewable Energy Rider in Docket No. EO02/M-10-1066 that:

North Dakota Investment Tax Credit: In order to calculate this
credit, we first calculated an average of the North Dakota state
taxes calculated in our annual cost of service study over the last
six years. We used six years in order to get an adequate
representation of the effect of other tax credits. Based on this
representation of taxes, we calculated the total tax credit that
would be available over the next 25 years and assigned the
applicable portion to the MN jurisdiction. We included this in the
revenue requirement calculations from the time the Merricourt
Wind Project goes into service in 2011 forward.2

Furthermore, the Department notes that Xcel credited Minnesota ratepayers for their
proportionate share of NDITCs associated with the Merricourt Wind Farm and the
Wind2Battery Project in their initial revenue requirement calculations in Docket No.
EO02/M-10-1066.3 Although the Merricourt Wind Farm was later cancelled by Xcel and
removed from the revenue requirement calculations, the Wind2Battery Project remained in
the final revenue requirement calculations and included NDITC credits to Minnesota
ratepayers.# Similarly, the Department notes that Otter Tail Power Company credited
Minnesota ratepayers for their proportionate share of NDITCs associated with several wind
farms in their Renewable Energy Rider in Docket No. E0O17/M-09-1484.5 In both cases, the
Commission’s determinations in those dockets were consistent with the proposed NDITC

2 Xcel's October 5, 2010 initial filing in Docket No. EO02/M-10-1066, Page 16.

3 Xcel's October 5, 2010 initial filing in Docket No. EO02/M-10-1066, Attachment C, Schedule 1.

4 Xcel’'s April 11, 2011 supplemental filing in Docket No. EO02/M-10-1066, Attachment C.

5 Otter Tail Power Company’s December 31, 2009 initial filing in Docket No. E017/M-09-1484, Attachments 1-
3.
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treatment. Thus, the Department concludes that Xcel and Otter Tail Power Company have
credited Minnesota ratepayers for their share of NDITCs in previous renewable riders.

Based on the above, the Department recommends that Xcel credit its Minnesota ratepayers
for their proportionate share of utilized NDITCs associated with the Courtney Project, based
on the pro-rata share of the costs of the Courtenay project that is charged to Minnesota
ratepayers.

B. GENERATOR INTERCONNECTION AGREEMENT UPDATE

Beginning on page 3 of its Reply Comments, Xcel provided an update on its Generator
Interconnection Agreement for the Courtney Project. According to Xcel, the Company posted
a surety bond to secure work that Otter Tail Power Company must perform to support the
interconnection of the Courtney Project. As a result, Xcel stated that they have cured the
applicable default that was discussed in the Company'’s initial filing and MISO has withdrawn
its Notice of Termination of the Generator Interconnection Agreement. In addition, Xcel
stated that the Generator Interconnection Agreement is currently in full force and effect,
thereby resolving any open issues related to the Courtney Project’s Generator
Interconnection Agreement. As a result, the Department concludes that this issue has been
resolved.

M. DOC RECOMMENDATIONS

The Department recommended that the Commission approve Xcel’s proposal to purchase
and develop the Courtenay Project along with Xcel’s proposal to forgo capital costs that
exceed their estimates in this proceeding. In addition, the Department recommends that
the Commission require Xcel to credit its Minnesota ratepayers for their proportionate share
of utilized NDITCs associated with the Courtney Project, based on the pro-rata share of the
costs of the Courtenay project that is charged to Minnesota ratepayers.
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CERTIFICATE OF SERVICE
I, Sharon Ferguson, hereby certify that | have this day, served copies of the
following document on the attached list of persons by electronic filing, certified
mail, e-mail, or by depositing a true and correct copy thereof properly
enveloped with postage paid in the United States Mail at St. Paul, Minnesota.

Minnesota Department of Commerce
Response Comments

Docket No. E002/M-15-401
Dated this 22nd day of June 2015

/s/Sharon Ferguson
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