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INTRODUCTION

On September 23, 2014, the ICI Group submitted its Initial Brief in these
proceedings. In its Initial Brief, the ICl Group made the following recommendations:

1. Should the Commission choose to grant Northern States Power Company —
Minnesota (“Xcel”) any rate increases, it should grant increases that are in
line with the modest increases allowed in the 2005, 2008, 2010, and 2012
cases, in order to mitigate the “rate shock” felt by customers.

2. The Commission should deny Xcel’s proposed two-year rate increase and
instead grant Xcel a one-time rate change that does not produce rate shock
and which can be justified based on currently available data.

3.The Commission should disallow cost recovery from ratepayers for the
cancelled Prairie Island EPU Project. Alternatively, if the Commission
decides to allow recovery of these costs, the costs should be amortized over
the original life of the proposed project, which is the 20 years remaining on
the plant’s operating licenses. Additionally, the rate set by the Commission
should reflect the nearly risk-free aspect of the abandoned project by setting
the rate of return closer to a U.S. Treasury bill or bond interest rate.

4. The Commission should not authorize a return on equity (“ROE”)
exceeding 9.0 percent. Additionally, Xcel should only be allowed to
include common equity in its capital structure up to the actual amounts
employed by the parent company, namely Xcel Energy, Inc.

The ICI Group made these recommendations on the basis that Xcel has failed ot
demonstrate, by a preponderance of the evidence, that the magnitude of its proposed
multiyear rate increases would result in “just and reasonable rates” for consumers.' Xcel
and the Department of Commerce (“Department”), along with all other parties to this

proceeding, filed their initial briefs on September 23, 2014. This reply brief responds to

issues raised by Xcel and the Department with regard to Xcel’s proposed ROE.



DISCUSSION
l. XCEL’S PROPOSED RATE-OF-RETURN ON EQUITY.

Xcel and the Department offered criticisms of Mr. Glahn’s testimony in their
initial briefs.? They criticize Mr. Glahn’s (1) selection of a comparable group, and (2) his
DCF analyses. Mr. Glahn’s pre-filed testimony and his testimony at the evidentiary
hearing show that these criticisms are not well-founded.

A Mr. Glahn’s Comparable Group is Reasonable.

Mr. Glahn explained in his direct testimony that companies “not expected by
Value Line to enjoy earnings and/or dividend growth during the period studied were not
considered” as part of his comparable group.®> This screen eliminated 13 companies.’
Both Xcel and the Department contend that many of these companies should not have
been excluded because they are projected to enjoy earnings and/or dividend growth.”
This ignores reality in the sense that many of these companies have experienced negative

earnings or dividends growth in the recent past.® In modeling, certain judgment calls are

! Minn. Stat. § 216B.03 (2012).

2 Xcel Energy Brief, Sept. 23, 2014, at 28-29: Initial Post Hearing Brief of the Minnesota
Department of Commerce, Sept. 23, 2014, at 32-33.

% Exhibit No. 250, Direct Testimony of William L. Glahn, at 17:11-18.

*1d., see also Exhibit No. 252, Response to Department of Commerce Information
Request No. 205 (indicating that five of six other companies were screened because they
would not experience positive earnings and/or dividend growth).

® Exhibit No. 402, Rebuttal Testimony of Dr. Eilon Amit, at 5:10-6:3; Initial Post Hearing
Brief of the Minnesota Department of Commerce, Sept. 23, 2014, at 32; Xcel Energy
Brief, Sept. 23, 2014, at 28-29.

® Exhibit Nos. 138, 139 (Value Line).



required in selecting companies to include in comparison groups—the record reveals that
Mr. Glahn’s choices were reasonable.

At the evidentiary hearing, Mr. Glahn was cross-examined by the Department
regarding the selection of companies in his comparison group.” He was questioned
regarding a Value Line Investment Survey regarding Ameren Company, Avista Corp.,
Edison International, Hawaiian Electric, IDACorp., Integrys Energy, Otter Tail Corp.,
PG&E Corp, and TECO Energy, which are companies that were eliminated from Mr.
Glahn’s comparison group.® As part of this exercise, Mr. Glahn was asked to read
numbers on this survey which indicated positive expected earnings or dividends growth
rates from 2011 through 2013.° Throughout this exchange, Mr. Glahn indicated that all
other numbers on the Value Line reports indicated negative actual or expected earnings
and dividends growth rates for periods in the past ten years.® Essentially, the
Department’s cross-examination showed that the great weight of the financial evidence
indicated that these companies have experienced negative growth trends for earnings and
dividends in the recent past—they asked Mr. Glahn to read only the positive numbers on

these reports. And as pointed out by Xcel, the times periods from which some of these

" Evidentiary Hearing Transcript, August 13, 2014 (Day 3), at 117-135, Exhibit Nos. 138
& 139 (Value Line).

® Evidentiary Hearing Transcript, August 13, 2014 (Day 3), at 118:23-119:6, 126:22-
127:18.

%1d. at 119:23-120:3, 122:2-4, 125:22-126:5, 127:20-24 , 134:7-10.

91d. at 120:4-6, 121:6, 122:13-24, 128:13-24, 129:15-131:13, 133:1-5, 134:11-15; see
also Exhibit Nos. 138 & 139 (Value Line).



positive numbers were taken were “aberrant.”** Thus, it was reasonable for Mr. Glahn to
ignore the sporadic positive numbers in the face of overwhelming negative numbers for
projected or actual earnings or dividend growth for these companies.

Xcel and the Department did nothing more than summarily dismiss Mr. Glahn’s
comparison group, when the record indicates that Mr. Glahn’s recommendations are
based on the selection of a reasonable comparison group. The arguments of Xcel and the
Department should be ignored and the Commission should consider Mr. Glahn’s analyses
based on his reasonable comparison group.

B. Mr. Glahn’s DCF Analyses are Reasonable.

Xcel witness Mr. Hevert and Department witness Dr. Amit both took issue with
Mr. Glahn’s DCF models.*? Mr. Glahn’s direct testimony adequately explains the
approach he took in conducting these analyses.”* The Commission should disregard
these arguments because they are unfounded, and the criticisms of Mr. Hevert and Dr.
Amit are not credible or reliable.

Flaws with the testimony of both Mr. Hevert and Dr. Amit were addressed in the
ICI Group’s initial brief."* The criticisms that Dr. Amit has of Mr. Glahn’s analyses can,

at worst, be described as academic disagreements on how to run DCF models—and

1 Xcel Energy Brief, Sept. 23, 2014, at 28-29.

12 Exhibit No. 28, Rebuttal Testimony of Robert Hevert, at 33-45; Exhibit No. 402,
Rebuttal Testimony of Dr. Amit, at 1-14.

3 Exhibit No. 250, Direct Testimony of William Glahn, at 18-24.
“ Initial Brief of The ICI Group, Sept. 23, 2014, at 13-14.



likewise, Mr. Glahn has valid criticisms of Dr. Amit’s analysis.15 Most notably, both Dr.
Amit and Mr. Hevert arbitrarily choose to ignore companies that have an ROE lower than
eight percent.’® Such disagreements do not warrant the wholesale dismissal of Mr.
Glahn’s testimony or analyses. Mr. Hevert’s testimony is also flagrantly self-serving and
biased.'” For example, he based his criticisms on his assumption that Mr. Glahn only

used a “single” DCF model, namely the “sustainable growth” model.*®

In reality, Mr.
Glahn used four models.*

Additionally, in its initial brief, Xcel gave several reasons why it is seeking a
higher ROE. For example, Xcel implores the Commission not to “reduce ROE in the
midst of significant investments in infrastructure and clean energy projects.”® But a
large amount of planned capital investment does not mean that Xcel deserves a higher

21
l.

ROE—rather, the ROE must be set at a “reasonable” leve Xcel also argues that

interest rates are expected to rise, and therefore the Commission should err on the side of

> Initial Brief of The ICI Group, at 13-14.

18 Exhibit No. 28, Rebuttal Testimony of Robert Hevert, at 35, 37-38; Exhibit No. 400,
Direct Testimony of Dr. Amit, at 14-15; see Initial Brief of the ICI Group, at 13-14;
Exhibit No. 251, Surrebuttal Testimony of William L. Glahn, at 5:14-17.

17 See generally Post-Hearing Brief of The Commercial Group, Sept. 23, 2014, at 6-8
(discussing Mr. Hevert’s history of testifying to grossly-inflated ROE figures).

18 Exhibit No. 28, Rebuttal Testimony of Robert Hevert, at 33.

19 Exhibit No. 250, Direct Testimony of William Glahn, at 20-21.

20 Xcel Energy Brief, Sept. 23, 2014, at 16.

2 Hibbing Taconite Co. v. Minn. Pub. Serv. Comm’n, 302 N.W.2d 5, 10 (Minn. 1980).



setting a higher ROE.?*> Xcel chose to pursue a multiyear rate case, and Xcel should bear
the interest-rate risk associated with such a decision. As outlined in the ICI Group’s
initial brief, the Commission should err on placing such risks on Xcel in a multiyear case,
to avoid their receiving a substantial windfall should the market move in the other
direction.”® Such arguments indicate that Xcel is seeking higher ROE in the pursuit of
higher profits.?*

The arguments raised by Xcel and the Department in their initial briefs are merely
recitations meritless and should be disregarded. Mr. Glahn relied on reasonable
assumptions and used reliable DCF models; his analyses should be strongly considered
by the Commission in setting just and reasonable rates.

CONCLUSION

The ICI Group respectfully requests the Commission consider the foregoing
arguments in determining just and reasonable rates for electric service for Xcel’s

customers, along with the ICI Group’s recommendations in its initial brief.

22 Xcel Energy Brief, Sept. 23, 2014, at 19, 21.

2 Initial Brief of The ICI Group, at 5-6; Exhibit No. 250, Direct Testimony of William L.
Glahn, at 6:22-7:24.

24 See Post-Hearing Brief of The Commercial Group, Sept. 23, 2014, at 9 (“In sum, the
record evidence in this proceeding demonstrates that the 9.64 percent ROE
recommendation of Mr. Amit is generally consistent with investor expectations, and
may in fact be overly generous toward NSP.” (emphasis added)).



Dated: October 14, 2014 /s/ Peder A. Larson

Peder A. Larson

Connor T. McNellis
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(952) 835-3800

Attorneys for The ICI Group
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