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BEFORE THE MINNESOTA PUBLIC UTILITIES COMMISSION 
 

COMMENTS OF THE 
MINNESOTA DEPARTMENT OF COMMERCE 

DIVISION OF ENERGY RESOURCES 
 

DOCKET NO. G002/M-14-336 
 

 
 
I.I.I.I.    SUMMARY OF PROPOSALSUMMARY OF PROPOSALSUMMARY OF PROPOSALSUMMARY OF PROPOSAL    
 
On August 1, 2014, Northern State’s Power Company, d/b/a Xcel Energy’s (Xcel, Xcel 
Energy, or the Company) filed its Petition to the Minnesota Public Utilities Commission 
(Commission) for approval of a Gas Utility Infrastructure Cost (GUIC) Rider (the Rider or 
tracker), on a recurring basis, effective January 1, 2015 and to recover $14.9 million of 
costs in 2015 through the Rider.  This filing was made pursuant to Minn. Stat. § 216B.1635 
(Recovery of Gas Utility Infrastructure Costs).  Approval of Xcel’s proposed GUIC Rider would 
allow the Company to begin rate recovery of deferred and projected natural gas 
infrastructure investments and associated Operating and Maintenance (O&M) costs for the: 
 

• Transmission Integrity Management Program (TIMP); 

• Distribution Integrity Management Program (DIMP); and  

• Sewer Conflict Plan Work.   
 
Xcel stated that it seeks recovery of costs outside of a general rate case for the following 
reasons: 
 

The GUIC Rider is in the public interest, as it will enable the 
Company to continue efforts to improve the safety and reliability 
of gas utility assets. Furthermore, the GUIC enables the 
Commission and the Company to use resources efficiently to 
complete critical work.  Approval of the Rider allows the 
Company to take advantage of improved economies of scale, to 
engage in better regional planning, to minimize inconvenience 
to impacted communities, and to efficiently deploy human and 
capital resources.1  

                                                 
1 Filing, page 11. 
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Xcel specifically requested approval of: 
 

• an ongoing GUIC Rider; 

• 2015 GUIC revenue requirements of $14.94 million for the projected 
transmission and distribution natural gas infrastructure investments and 
associated O&M costs, which includes costs for which the Commission previously 
granted deferred accounting; 

• 2015 GUIC rate factors by class to be included in the Resource Adjustment on 
bills for gas customers in Minnesota beginning January 1, 2015;2 and 

• the proposed GUIC tariff sheets and customer notice.3 
 

Xcel estimated that the average bill impact for a typical residential customer would be $2.22 
per month or about 3 percent of the total bill.4 
 
 

II.II.II.II.    BACKGROUNDBACKGROUNDBACKGROUNDBACKGROUND    
 
In Xcel’s last general rate case, the Company was allowed to increase its Minnesota 
jurisdictional revenues by $7,291,000 to produce jurisdictional total retail related revenue 
of $592,872,000 for the test year ending December 31, 2010.5  According to Xcel: 
 

Since Xcel Energy’s last natural gas rate case in 2010, the 
natural gas industry has continued to undergo a major 
regulatory transformation.  Due to concerns over the age of the 
country’s natural gas infrastructure, federal and state 
regulators are requiring natural gas companies, including Xcel 
Energy, to implement integrity management programs to assess 
and improve the safety, reliability, and integrity of their natural 
gas infrastructure.   
 
To comply, the Company developed the Transmission Integrity 
Management Program (TIMP) and Distribution Integrity 
Management Program (DIMP).  TIMP complies with federal 
regulations that set standards for how operators validate the 
integrity of gas transmission assets by identifying risks, 
systematically performing health and condition assessments,   

                                                 
2 The Department notes that Xcel’s filing meets the 150-day review provided for in the GUIC statute. 
3 Filing, cover letter. 
4 Filing, page 2. 
5 Findings of Fact, Conclusions of Law, and Order, Docket No. G002/GR-09-1153 (Docket No. 09-1153), page 
38. 
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and evaluating and prioritizing repairs to mitigate the risks and 
threats.  Like TIMP, our DIMP helps us identify, prioritize, and 
evaluate risks; identify and implement measures to address 
risk, and validate the integrity of our gas distribution system.  In 
conjunction with our TIMP and DIMP efforts, the Company also 
initiated a required state-wide project to identify and remediate 
situations where its natural gas distribution infrastructure 
intersected with sewer lines. 
 
Xcel Energy has incurred, and continues to accumulate, 
substantial expenses in connection with these transmission and 
distribution safety-related initiatives.6 

 
Xcel believes that Minn. Stat. § 216.1635 allows the Company to recover the capital and 
related O&M costs associated with natural gas infrastructure projects it is required to 
undertake, the request meets the applicable standard of review, and that using the GUIC 
Rider to recover these significant costs is in the public interest, as it will ease administrative 
burdens by allowing the Company an opportunity to avoid a general rate case if granted.7 
 
The Company’s TIMP and DIMP activities were initiated at the behest of federal8 and state9 
regulators.  In 2011 and 2013, the Commission authorized Xcel to use deferred accounting 
treatment in its: 
 

• January 12, 2011 Order Granting Deferred Accounting Treatment, Docket No. 
G002/M-10-422 (Docket No. 10-422); and 

• January 28, 2013 Order Approving Deferred Accounting for Costs to Comply with 
Gas Pipeline Safety Programs, Docket No. G002/M-12-248 (Docket No. 12-248). 

  

                                                 
6 Filing, pages 1-2. 
7 Filing, page 2. 
8 The pipeline integrity management programs were introduced pursuant to the Pipeline Safety Improvement 
Act, passed by the U.S. Congress in 2002.  The law directed the U.S. Department of Transportation, through the 
Pipeline and Hazardous Materials Safety Administration (PHMSA), to promulgate rules to address integrity 
programs for gas transmission lines.  The rulemaking and subsequent addition to the Code of Federal 
Regulations required operators of gas transmission systems to implement a TIMP.  Filing, page 5.  The PHMSA 
published the final DIMP rule establishing integrity management requirements for gas distribution pipeline 
systems in 2009 (74 FR 63906) and pipeline operators, like the Company, were required to establish and file 
their plans in 2011.  Filing, page 7. 
9 In response to a Minnesota Office of Pipeline Safety (MNOPS)  Notice of Probable Violation related to a 
natural gas-fueled fire in St. Paul on February 1, 2010, Xcel proposed a remediation plan that MNOPS 
accepted, as part of “a comprehensive plan that addresses potential sewer/gas line conflicts” meant to 
address the conditions that led up this natural gas incident.  Filing, page 5.     
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In each of these dockets, the Commission required an annual compliance filing summarizing 
costs incurred and deferred under the order.  Department Attachment 1 summarizes the 
annual deferred costs and cumulative balances, as well as the 2014 projected costs from 
the annual compliance filings. 
 
In Docket Nos. 10-422 and 12-248, the Commission required that Xcel file a summary 
(Prefiling Summary) of deferred costs 60 days in advance of a filing requesting recovery of 
TIMP and DIMP costs.  On April 24, 2014, the Company submitted the advance filing 
providing summary information related to the Company’s deferred gas utility infrastructure 
costs in anticipation of submitting the current Petition.10  As discussed in the annual reports 
and pre-filing, Xcel outsourced the TIMP and DIMP activities.  The Company stated that 
“While execution of these projects is performed utilizing a combination of Company and 
contract employees, only the costs associated with the outsourced tools, equipment and 
services are deferred.”11 
 
 
III.III.III.III.    DEPARTMENT ANALYSISDEPARTMENT ANALYSISDEPARTMENT ANALYSISDEPARTMENT ANALYSIS 
 
The Department notes that Xcel’s Petition is the first gas utility request for recovery under 
the Minnesota GUIC statute.  The Company proposed to recover total estimated costs of 
$14.94 million12 for TIMP and DIMP related activities.  Incremental capital-related revenue 
requirements and O&M expenses total $5.64 million and $4.54 million, respectively.  
Additionally, costs associated with the amortization of deferred accounting treatment total 
$4.76 million.  Table 1 breaks out the 2015 revenue requirements between TIMP and DIMP 
for capital, O&M expenses, and deferred costs. 
  

                                                 
10 The filing was submitted under the current docket number. 
11 Prefiling Summary, Attachment B, page 3 for TIMP and Attachment C, page 5 for DIMP. 
12 The projected 2015 revenue collection is 9.39 percent of retail revenue approved in Xcel’s last rate case.  
Xcel’s Attachment L. 
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Table 1Table 1Table 1Table 113    
2015 GUIC2015 GUIC2015 GUIC2015 GUIC    

(In Millions (In Millions (In Millions (In Millions ----    $M)$M)$M)$M)    
 

CapitalCapitalCapitalCapital----Related Revenue RequirementsRelated Revenue RequirementsRelated Revenue RequirementsRelated Revenue Requirements    
 

 

TIMP $4.96 

DIMP $0.69 

Total $5.64 

Operations & Maintenance ExpensesOperations & Maintenance ExpensesOperations & Maintenance ExpensesOperations & Maintenance Expenses     

TIMP $0.22 

DIMP $4.32 

Total $4.54 

5555----Year AmorYear AmorYear AmorYear Amortization of Deferred Coststization of Deferred Coststization of Deferred Coststization of Deferred Costs14    
 

 

TIMP (corrected) $0.92 

DIMP (corrected) $3.84 

Total $4.76 

2015 GUIC - Grand Total  $14.94 

 
Below, the Department discusses the statutory requirements, Xcel’s GUIC Rider proposals, 
and when deferred accounting and the GUIC tracker would end.  The Department concludes 
that Xcel’s proposed GUIC Rider is reasonable and recommends that the Commission 
approve recovery beginning January 1, 2015.   
 
A. STATUTORY REQUIREMENTS 
 

1) Eligibility for GUIC Rider Recovery 
 
Under Minn. Stat. § 216B.1635, subd. 1, “Gas utility infrastructure costs” means costs 
incurred in certain “gas utility projects.”  As amended by the legislature in 2013, “gas utility 
projects” means: 
 

(1) replacement of natural gas facilities located in the public 
right-of-way required by the construction or improvement of a 
highway, road, street, public building, or other public work by or 
on behalf of the United States, the state of Minnesota, or a 
political subdivision; and   

                                                 
13 Filing, page 16. 
14 The Department noticed an error on Attachment I in the January to December 2014 TIMP and DIMP costs 
compared to the 2014 compliance filings in Docket Nos. 10-422 and 12-248.  The Company transposed the 
forecasted safety related portion of the TIMP and DIMP.  However, the total deferred amount of $23,812,573, 
as well as the annual amount of $4,762,515 were unaffected.  See Department Attachment 3 for Xcel’s 
corrected Attachment I.  



Docket No. G002/M-14-336 
Analysts assigned:  Michelle St. Pierre/Susan L. Peirce 
Page 6 
 
 
 
 

(2) replacement or modification of existing natural gas facilities, 
including surveys, assessments, reassessment, and other work 
necessary to determine the need for replacement or 
modification of existing infrastructure that is required by a 
federal or state agency. 

 
For 2015, there are three projects proposed under the TIMP with an estimated total cost of 
$23.95 million in capital expenditures and $0.22 million in O&M expenditures.15  Table 2 
provides the estimated 2015 project capital expenditures, O&M costs, and revenue 
requirements: 
 

Table 2Table 2Table 2Table 216    
2015 2015 2015 2015 Estimated TIMP Project CostsEstimated TIMP Project CostsEstimated TIMP Project CostsEstimated TIMP Project Costs    

 
$ Millions Estimated Capital Estimated O&M 

Replace East Metro Pipeline  $23.10 $0.04 

Pipeline Assessments $0.35 $0.75 

ASV/RCV (Automatic valves) $0.50 $0.00 

TOTAL TIMP Capital Expenditures and O&M $23.95 $0.79 

TOTAL MN TIMP Revenue Requirements $4.96 $0.2217 

 
For 2015, there are six projects proposed under the DIMP with an estimated total cost of 
$9.12 million in capital expenditures and $4.32 million in O&M expenditures.18  Table 3 
provides the estimated 2015 project capital expenditures, O&M costs, and revenue 
requirements: 
  

                                                 
15 See Filing, pages 19-20 and Xcel’s Attachment B for further details on future TIMP projects. 
16 Filing, Attachment B, page 3. 
17 Excludes TIMP O&M recovered in base rates. 
18 See Filing, pages 20-21 and Xcel’s Attachment E for further details on future DIMP projects. 
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Table 3Table 3Table 3Table 319191919    
2015 Estimated DIMP Project Costs2015 Estimated DIMP Project Costs2015 Estimated DIMP Project Costs2015 Estimated DIMP Project Costs    

 
$ Millions Estimated Capital Estimated O&M 

Poor Performing Main Replacements $4.50 $0.27 

Poor Performing Service Replacements $2.10 $0.13 

Intermediate Pressure (IP) Line 
Assessments 

$0.00 $0.43 

Distribution Valve Replacement Project $0.77 $0.00 

Pipeline Data Project (PDP) – 
Distribution 

$1.75 $0.00 

Sewer & Gas Line Conflict Investigation $0.00 $3.50 

TOTAL DIMP Capital Expenditures and 
O&M 

$9.12 $4.32 

TOTAL MN DIMP Revenue Requirements $0.69 $4.32 

 

The O&M costs in Table 3 include $3.5 million for Sewer & Gas Line Conflict Investigation.  
In Docket No. 10-422, Xcel was required to file a compliance filing to update the 
Commission if at any point deferred sewer conflict program costs exceeded $3.5 million on 
an annual basis.  At the time, the Company did not have a program timeline.  Currently, Xcel 
anticipates that the inspection program will be a 10-year program.20  The Department 
considers the $3.5 million a reasonable estimate of the annual level of costs for sewer 
conflict work.   
 
Xcel’s actual and projected capital expenditures for TIMP and DIMP through 2015 are 
included in the 2015 GUIC revenue requirement of $14.94 million.  The year-end plant 
additions and cumulative balances are as follows: 
 

Table 4Table 4Table 4Table 421212121    
Capital Additions Capital Additions Capital Additions Capital Additions 2012201220122012----2015201520152015    

 
 Additions Balance 

2012 $232,229 $232,229 

2013 $10,317,189 $10,549,418 

2014 $15,959,969 $26,509,387 

2015 $31,896,40022 $58,405,78723 

                                                 
19 Filing, Attachment E, page 3. 
20 Filing, Attachment E, page 8.      
21 Filing, Attachment C. 
22 The projected 2015 capital expenditures are 107 percent of the capital expenditures approved in Xcel’s last 
rate case.  Xcel’s Attachment L. 
23 The Department notes that Xcel’s TIMP and DIMP plant in service at December 31, 2015 shown in the 
Company’s Attachment D of $47,909,384 and Attachment F of $9,758,195 total $57,667,579 or $738,208 
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The Department requested further detail on the accumulated plant balances.  See 
Department Attachment 2 for Xcel’s discussion of the types of projects included in the above 
plant balances and a list of the actual and forecasted capital expenditures by month.    
 
The Department reviewed the projects in Xcel’s annual compliance filings, as well as in the 
Petition.  Based on its analysis, the Department concludes that the pipeline safety program 
and the sewer conflict program are eligible for the rate rider described under Minn. Stat. 
§216B.1635. 
 

2) Filing Requirements 
 
Minnesota Statute § 216B.1635, subd. 4 (2) requires that a gas utility file sufficient 
information to satisfy the Commission regarding the proposed GUIC.  The information 
includes, but is not limited to: 
 

(i) the information required to be included in the gas 
infrastructure project plan report under subdivision 3; 
(ii) the government entity ordering or requiring the gas utility 
project and the purpose for which the project is undertaken; 
(iii) a description of the estimated costs and salvage value, if 
any, associated with the existing infrastructure replaced or 
modified as a result of the project; 
(iv) a comparison of the utility's estimated costs included in the 
gas infrastructure project plan and the actual costs incurred, 
including a description of the utility's efforts to ensure the costs 
of the facilities are reasonable and prudently incurred; 
(v) calculations to establish that the rate adjustment is 
consistent with the terms of the rate schedule, including the 
proposed rate design and an explanation of why the proposed 
rate design is in the public interest; 
(vi) the magnitude and timing of any known future gas utility 
projects that the utility may seek to recover under this section; 
(vii) the magnitude of GUIC in relation to the gas utility's base 
revenue as approved by the commission in the gas utility's most 
recent general rate case, exclusive of gas purchase costs and 
transportation charges; 
(viii) the magnitude of GUIC in relation to the gas utility's capital 
expenditures since its most recent general rate case; and 

  

                                                                                                                                                             

less than the cumulative balance of additions.  In a September 18, 2014 e-mail, Xcel responded that the 
difference was retirements not included in its Attachment C. 
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(ix) the amount of time since the utility last filed a general rate 
case and the utility's reasons for seeking recovery outside of a 
general rate case. 

 
Xcel has included a Compliance Matrix in its Attachment H for the filing requirements in 
Minn. Stat. § 216B.1635, as well as in Docket Nos. 10-422 and 12-248.  The Department 
appreciates the Company’s Compliance Matrix.  Upon review of the filing, the Department 
concludes that the Company has sufficiently complied with the filing requirements.   
 

3) Prudently Incurred Costs 
 
Minnesota Statute § 216B.1635 subd. 5 states that the Commission may approve the 
annual GUIC rate adjustments provided that the costs included for recovery through the rate 
schedule are prudently incurred and achieve gas facility improvements at the lowest 
reasonable and prudent cost to ratepayers.  In its Petition, Xcel reasons that the GUIC 
activities are prudent based on its cost controls and oversight methods.  Further, the 
Company asserted that its cost controls achieve the improvements at the lowest reasonable 
and prudent cost to ratepayers.  Regarding cost controls, Xcel stated that: 24 
 

• projects in the proposed GUIC Rider have gone through the 
Company’s capital and O&M budgeting process, which is 
approved by Company officers and the Board of Directors; 

• the Gas Engineering and Operations business unit includes a 
project controls department that monitors all capital dollars to 
ensure that authorized projects align with the established 
budget to achieve the lowest reasonable and prudent cost to 
ratepayers; 

• the Company leverages past experience with assessments and 
repairs to assist in developing budgets for future assessment 
work; and    

• the Company has formed a dedicated Gas Project Management 
Department to handle large gas projects and programs and 
provides centralized project management to address overall 
scope, scheduling, and budgeting for major capital projects.25 

 
According to Xcel, it employs a variety of oversight methods including monthly evaluation 
and approval of the status of the capital budget by Company executives.  The Company 
stated that: 
  

                                                 
24 Filing, page 14. 
25 Id. 



Docket No. G002/M-14-336 
Analysts assigned:  Michelle St. Pierre/Susan L. Peirce 
Page 10 
 
 
 
 

The Company is in the process of establishing a Rider Review 
Committee (RRC) tasked with ensuring that any future 
modifications to GUIC projects meet the intent of the 
Company’s DIMP and TIMP Rider.  The committee will be led by 
the Director of Gas System Strategy and will include the 
relevant integrity management personnel, as well as senior 
managers and executives.   

 
Finally, Xcel Energy employs standard practices for all master 
contracts and change orders.  We also use competitive bidding 
to select project partners.  All of these efforts aim to ensure 
prudent management and ratepayer value.26    

 
Xcel also noted in its filing that Xcel performed the sewer line conflict remediation work in a 
transparent manner and provided the MNOPS with updates.27  Additionally, the Company 
stated the following on Xcel’s assessment of risk for the ranking of projects: 
 

Xcel Energy uses computerized risk modeling software to 
evaluate relative risk based on variables including pipe 
material, pipe size, prior failures (leaks), and failure causes.  
The Company also considers historical incidents, industry 
trends, Pipeline Hazardous Materials Safety Administration 
(PHMSA) advisory bulletins, regulatory commitments, and 
knowledge from other distribution operators and industry 
members.  A calculated “relative risk” value is assigned and is 
used as guidance by Company [subject matter experts], 
enabling stratification or ranking of projects based on 
predetermined pipe characteristics and forecasted pipe 
failures.28   

 
The Department notes that Xcel’s incurrence of a cost does not mean that the cost will 
necessarily be recovered, even if the cost was allowed in a deferred accounting request.  On 
October 6, 2014, the Department reviewed a random sample of TIMP and DIMP deferred 
cost invoices at the Company’s office.  The Department found no reason for the Commission 
to deny any deferred cost.  Further, the Department reviewed the actual and forecasted 
capital expenditures related to TIMP and DIMP.  Based on its analysis, the Department 
concludes that the actual costs included for recovery through the Rider are prudently 
incurred and the forecasted costs proposed to go into the GUIG Rider are supported by 
budgeted projects.  

                                                 
26 Id. 
27 Filing, page 5. 
28 Xcel’s Attachment E, page 2. 
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B. XCEL’S GUIC RIDER PROPOSALS 
 

1) GUIC Revenue Requirements and Tracker Recovery Mechanism 
 
Minnesota Statute § 216B.1635, subd. 4, Cost recovery petition for utility's facilities, states: 
 

Notwithstanding any other provision of this chapter, the 
commission may approve a rate schedule for the automatic 
annual adjustment of charges for gas utility infrastructure costs 
net of revenues under this section, including a rate of return, 
income taxes on the rate of return, incremental property taxes, 
incremental depreciation expense, and any incremental 
operation and maintenance costs. 

 
Regarding “costs net of revenues,” the Company stated that “[a]t this time, Xcel does not 
believe third-party recovery is feasible.”29  According to the Company, “Xcel Energy carefully 
considered and assessed whether a viable third-party claim would exist to recover some of 
the costs of the [sewer conflict] plan, but for several reasons the Company concluded there 
was no viable third-party claim.”30   
 
Xcel would calculate the revenue requirement for the tracker as follows:31 
 

Plant in Service 
Less:  Accumulated Depreciation  
Less:  Accumulated Deferred Taxes 

Equals: Rate Base 
Times: Debt and Equity Return on Rate Base 

Equals Rate Base Revenue Requirement 
 

 Rate Base Revenue Requirement 
Plus:  Property Tax32  
Plus:  Book Depreciation33   

                                                 
29 Filing, page 17. 
30 Id. 
31 See Xcel’s Attachment P for detailed revenue requirement category descriptions. 
32 In a September 18, 2014 e-mail, Xcel told the Department that the property tax rate of 1.945 percent was 
developed through the ratio of tax to taxable investment.   
33 The Company’s calculations assume an average depreciable life of 45.82 years and a negative net salvage 
rate of 15.7 percent for distribution mains and average depreciable life of 75 years and negative net salvage 
rate of 15 percent for transmission mains approved in Docket No. E,G002/D-12-858 depreciation filing, 
Schedule B, page 5.  Filing, page 19. 
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Plus:  Deferred Tax 
Plus:  Gross up for Income Tax 
Plus:  Deferred O&M Costs 
Plus:  GUIC Rider True-up 

Equals Total Revenue Requirement 
 
The revenue requirements are shown in the Company’s Attachment D for TIMP and 
Attachment F for DIMP activities for 2015, as well as 2016 through 2019.34  Xcel’s 
Attachment I shows the proposed amortization of the deferred35 O&M.  Xcel provided the 
summary of the GUIC revenue requirements by year in its Attachment M.  Xcel stated that 
the calculations assume that proposed GUIC projects are approved for eligibility, and the 
GUIC adjustment factors are effective January 1, 2015.36   
 
Regarding the GUIC tracker accounting mechanism, the Company explained: 
 

To ensure that customers are not under- or overcharged, we will 
record the actual GUIC revenue recovery and requirements in a 
tracker account as the accounting mechanism for eligible GUIC 
project costs.  As revenues are collected from retail customers 
each month, the Company tracks the amount of recovery under 
the GUIC rate factor and compares that amount with the 
monthly revenue requirements.  The difference is recorded in 
the tracker account as the amount of over- or under recovery.  
The tracker also records differences in revenue requirements 
from forecasted to actual.  Any over- or under-recovery balance 
at the end of the year is used in the calculation of the rate 
factor for the next year’s forecasted revenue requirement. In 
other words, over-recovery is taken into account by reducing the 
subsequent year’s rate factor calculation.  Under-recovery is 
similarly taken into account by increasing the subsequent year’s 
rate factor calculation. 37 

 
To provide further assurance of the accuracy of the revenue requirements and 
tracker calculations, Xcel stated that: 
  

                                                 
34 Minnesota Statute § 216B.1635, subd. 2 requires only that the report must be for a forecast period of one 
year.  According to Xcel, some of the TIMP sub-projects will span multiple years.  Thus, the Company has 
formulated a multi-year plan for those that will expand beyond 2015.  Attachment B, pages 6-7. 
35 In Xcel’s Attachment I, the Company told the Department that January and February are actual amounts and 
March through December are forecasted amounts.  September 18, 2014 e-mail. 
36 Filing, page 22. 
37 Filing, page 25. 
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…external consultants under contract with the Company 
reviewed the GUIC revenue requirement and factor calculation 
model.  This third-party review consisted of the following steps: 
(1) review of our revenue requirements and tracker 
calculations; (2) review of compliance of these calculations with 
the intent of statutes, orders, and previous filings, and (3) verify 
that costs proposed to be recovered through the 2015 GUIC 
Rider adjustment factors are not being recovered under any 
other mechanism.  In addition to verifying the accuracy of the 
Company’s calculations, the review also confirmed that the 
revenue requirement calculations include no double recovery 
[of] costs.38 

 
The Department appreciates the consultant’s review, as well as the Company’s thorough 
Petition. 
 
Xcel also explained the specific FERC accounts that would be used in the tracker: 
 

We will calculate the monthly Minnesota jurisdictional revenue 
requirements (including appropriate overall return, income 
taxes, property taxes, and depreciation), compare them with 
monthly GUIC Rider recoveries from customers, and place the 
under-recovered amounts in FERC Account 182.3, Other 
Regulatory Assets and over-recovered amounts in FERC Account 
254, Other Regulatory Liabilities (the Tracker Accounts).39 

 
The Department concludes that FERC Accounts 182.3 and 254 are appropriate for the true-
up of costs in the GUIC tracker. 
 
Xcel assured that “[t]he revenue requirements included in the tracker are only those related 
to Minnesota’s jurisdictional share of eligible GUIC projects.”40  The Company informally told 
the Department that in the deferral of pipeline safety costs, TIMP expenses are allocated to 
Minnesota using the design day demand allocator which is normally used by Xcel to allocate 
O&M costs.  However, the costs in the deferral of DIMP are allocated 100 percent to 
Minnesota since the costs are related to Minnesota’s distribution system. 41  The 
Department considers the jurisdictional allocation appropriate. 
  

                                                 
38 Filing, page 24. 
39 Filing, page 25. 
40 Id. 
41 From an October 1, 2014 e-mail. 
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The Department reviewed the 2015 GUIC Rider revenue requirements and tracker recovery 
mechanism by reviewing Xcel’s filing and electronic spreadsheets provided in response to 
an informal Department request.  Based on its review, the Department considers Xcel’s 
calculation of its 2015 GUIC Rider revenue requirements to be reasonable.  Further, the 
Department considers Xcel’s proposed tracker recovery method, including a rate of return 
(discussed below) charged on any under or over recovery balance, to be reasonable.   
 

2) Rate of Return Used in the Tracker 
 
Minnesota Statute § 216B.1635, subd. 6, Rate of Return, requires that: 
 

The return on investment for the rate adjustment shall be at the 
level approved by the commission in the public utility’s last 
general rate case, unless the commission determines that a 
different rate of return is in the public interest. 

 
Xcel proposed to use the pre-tax rate of return of 8.2842 percent and capital structure 
approved in its 2010 rate case, Docket No. 09-1153.43  Even so, Xcel stated that “the 
Commission can establish a different rate of return if it is in the public interest and that our 
cost of debt has decreased since the time our 2010 gas rate case was before the 
Commission.”44   
 
In Xcel’s Petition for Approval of New Area Surcharge Riders, Docket No. G002/M-14-58345 
(Docket No. 14-583), the Company proposed using an alternate cost of capital in the 
revenue requirement calculation in acknowledgement of changes to the economy since 
2010.  Specifically, Xcel proposed using the debt rates and capital structure proposed in its 
current electric rate case, with a pre-tax weighted cost of capital of 7.5646 rather than 8.28 
percent.47  The Department observed the following about that proposal: 
 

1) The Company’s proposal of using the cost of capital 
proposed in the 2014 electric rate case would result in lower 
surcharges for ratepayers than reliance on the cost of capital 
set in the company’s most recent natural gas general rate case. 
2) In general, it may not be appropriate to use a cost of capital 
that was calculated for Xcel’s electric service in a natural gas   

                                                 
42 The Department notes that Xcel’s Attachment J shows 8.27 percent for the rate of return input. 
43 Filing, pages 10 and 23. 
44 Filing, page 10. 
45 Docket No. E002/GR-13-868 is pending the Commission’s decision. 
46 The updated debt cost rates and the capitalization ratios were for 2014, the first year of the multi-year rate 
case.  The updates were from the Company’s initial general rate case filing and did not reflect updates from 
Xcel’s July 7, 2014 Rebuttal Testimony, which reflect a slightly lower cost of debt. 
47 Xcel’s July 9, 2014 initial Filing, page 4, Docket No. 13-583. 



Docket No. G002/M-14-336 
Analysts assigned:  Michelle St. Pierre/Susan L. Peirce 
Page 15 
 
 
 
 

proceeding; however, Xcel updated only the debt component of 
its capital structure.  The debt component of Xcel’s capital 
structure is more likely to be similar between the gas and 
electric sectors of Xcel’s company. 
3) Another reason why it was appropriate that Xcel updated only 
the debt portion of its cost of capital is because that is the only 
aspect of Xcel’s cost of capital that has not been disputed in 
Xcel’s current rate case.  
4) Generally, the Department does not support updating one 
cost without updating others; however, in this case, the 
Department concludes that Xcel’s proposal is reasonable. 

 
Minnesota Statutes § 216B.03 requires the Commission to set rates in a 
manner in which “[a]ny doubt as to reasonableness should be resolved in 
favor of the consumer.”  As a result, the Department would support in this 
case use of the updated cost of capital proposed by Xcel in Table 2 of the 
petition because Xcel’s proposal would benefit ratepayers since the proposed 
electric pre-tax weighted cost of capital is lower than the same figure in the 
most recent natural gas general rate case.  However, the Department notes 
that we would not necessarily support such a proposal in the future due to the 
concerns noted in items 2 and 4 above.48   

 
On September 24, 2014, the Commission heard Docket No. 14-583 and approved, for that 
case only, the update to the Company’s proposed cost of capital.49  
 
Because there is no substantial difference between the use of an adjusted weighted cost of 
capital reflecting an updated weight and cost of debt in Docket No. 14-583 and in the 
instant docket, i.e., points 1 through 4 quoted above from the Department’s Comments in 
Docket 14-583 pertain to the instant docket as well, the Department recommends that the 
Commission approve a lower rate of return of 7.56 percent in the GUIC Rider. 
 

3) Five-Year Amortization of Deferred Costs 
 
For the $23.8 million of deferred costs, Xcel proposed to amortize the costs over five years 
($4.76 million per year).50  Regarding the length of the amortization period, the Company 
informally told the Department that: 
  

                                                 
48 Department’s August 8, 2014 Comments, page 5, Docket No. 14-583. 
49 The Commission’s Order in Docket No. 14-583 is pending at the time of this Comment. 
50 Filing, page 3. 
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Generally, we set the amortization periods to recover the 
amortized costs over the period between rate cases.  That said, 
the size of the deferred balance supported a slightly longer 
amortization period than we would normally recommend (period 
between rate cases) -- in other words, a rate case may be 
necessary prior to 2020.  The longer time period also provides a 
more moderate rate impact to customers, which is consistent 
with one of our rate design goals. 51 

 
Xcel’s last general rate case was filed in Docket No. 09-1153 and the Commission approved 
a four-year amortization period based on the number of years between the Company’s rate 
cases since 1986 excluding a seven-year rate freeze period.52  Further, by the end of 2014, 
five years will have passed since the beginning of the 2010 test year.  Additionally, the 
deferred O&M costs are high since costs have been deferred since May 10, 2010.53  The 
Department concludes that a five-year amortization period is reasonable for the deferred 
costs.  Therefore, the Department recommends that the Commission approve a five-year 
amortization period for the deferred costs.   
 

4) Timing of GUIC Factors 
 
Xcel proposed to implement the GUIC factors January 1, 2015.  Further, Xcel stated that “[i]f 
implementation of the 2015 GUIC adjustment factors occurs after January 1, 2015, the 
Company proposes to calculate the final rate adjustment factors to recover the 2015 
revenue requirements over the remaining months of 2015, which would be provided as part 
of a compliance filing after the Commission’s Order approving the Petition.”54  The 
Department concludes that recovering the 2015 revenue requirements over the remaining 
months is a reasonable proposal if implementation is delayed.  Therefore, the Department 
recommends that the Commission require a compliance filing showing the final rate 
adjustment factors and all related tariff changes, 10 days after its Order if implementation 
of the 2015 GUIC factors occurs after January 1, 2015. 
 

5) Future Filings 
 
Minnesota Statute § 216B.1635, subd. 2, Gas infrastructure filing, states: 
 

A public utility submitting a petition to recover gas infrastructure 
costs under this section must submit to the commission, the 
department, and interested parties a gas infrastructure project   

                                                 
51 From a September 18, 2014 e-mail. 
52 Findings of Fact, Conclusions of Law, and Order, Docket No. 09-1153 (Dec. 6, 2010), Page 22. 
53 Order Granting Deferred Accounting Treatment Subject to Conditions and Reporting Requirements, Docket 
No. 10-422 (January 12, 2011), page 2. 
54 Filing, page 22. 
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plan report and a petition for rate recovery of only incremental 
costs associated with projects under subdivision 1, paragraph 
(c).  The report and petition must be made at least 150 days in 
advance of implementation of the rate schedule, provided that 
the rate schedule will not be implemented until the petition is 
approved by the commission pursuant to subdivision 5.  The 
report must be for a forecast period of one year. 

 
Xcel expects that within the category of DIMP projects, the Poor Performing Main and 
Service Replacement Projects are expected to be multi-year initiatives, likely spanning a 
decade55 and its TIMP category of projects, transmission pipeline assessment and 
remediation work will be on-going.56  Xcel stated that “[i]n subsequent years, we will file a 
request for approval of changes to the GUIC factors by November 1st, with rates proposed to 
be effective April 1st of the following year upon Commission approval.  This timeframe 
allows for the 150-day review provided for in statute.”57   Xcel reasoned that this approach is 
consistent with the Legislature’s intent to provide timely cost recovery and it allows parties 
the time required to audit and review costs sought for recovery.58   
 
The Department concludes that Xcel’s proposal to file on November 1 its proposed changes 
to the GUIC factors for the subsequent year is reasonable.   
 

6) Rate Design 
 
Minnesota Statute § 216B.1635, subd. 5 (v) requires that the filing include calculations to 
establish that the rate adjustment is consistent with the terms of the rate schedule, 
including the proposed rate design and an explanation of why the proposed rate design is in 
the public interest.  Xcel proposed the following GUIC adjustment factors by class:59 
 

Table 5 
Proposed GUIC Rate Adjustment Factors 

 
Class Rate per therm 

Residential $0.031253 

Commercial Firm $0.012901 

Commercial Demand Billed $0.005367 

Interruptible $0.004111 

Transportation $0.003933 

  

                                                 
55 Filing, page 21. 
56 Xcel’s Attachment B, page 5. 
57 Filing, page 24. 
58 Filing, page 25. 
59 Filing, page 24. 
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Xcel apportioned the revenue requirement among its classes using the rate base allocated 
from the Class Cost of Service Study in its most recent natural gas rate case, Docket No. 09-
1153.  The rates were calculated using forecasted Minnesota sales for each class.  The 
Department reviewed Xcel’s rate design methodology and concludes that it reasonable.  The 
Department recommends that the Commission approve Xcel’s proposed GUIC Rate 
adjustment factors if implemented on January 1, 2015 
 
The Department also reviewed the proposed tariff sheets in Xcel’s Attachment Q and 
concludes that the Company’s revisions to the tariff sheets are consistent with the 
Company’s GUIC Rider proposals.  Therefore, the Department recommends that the 
Commission approve Xcel’s proposed tariff sheets if implemented on January 1, 2015. 
 

7) Customer Notice 
 
Xcel noted on page 26 of its filing that it plans to provide notice to customers regarding the 
2015 GUIC Rider to be reflected in their monthly gas bills. The following is Xcel’s proposed 
language to be included as a notice on customers’ bills the month that the 2015 Rider is 
implemented: 
 

This month’s Resource Adjustment includes the addition of the 
Gas Utility Infrastructure Cost Adjustment (GUIC), which 
recovers the costs of assessments, modifications and 
replacement of natural gas facilities as required by state and 
federal safety programs. The GUIC portion of the Resource 
Adjustment is $x.xxxx per therm for Residential customers; 
$x.xxxx per therm for Commercial Firm customers; $x.xxxx per 
therm for Commercial Demand Billed customers; and $x.xxxx 
per therm for Interruptible customers. Questions? Contact us at 
1-800-895-4999. 

 
Xcel noted in its filing that the Company will work with the Department of Commerce and 
Commission Staff if there are any suggestions to modify this notice.  The Department 
concludes that Xcel’s customer notice is reasonable and appreciates the Company’s offer to 
work with the Commission Staff and Department in refining the notice if necessary. 
 
C. DEFERRED ACCOUNTING AND RIDER RECOVERY ENDS 
 
In its Petition, Xcel stated that “[t]he Company believes that this subsequently enacted law 
can fairly stand as a substitute for the ‘next general rate case’ requirement governing the 
term of the deferred regulatory asset contained in the Orders in Docket Nos. G002/M-10-
422 and G002/M-12-248.”60  (Emphasis added.)  The Department notes that the Order in  

                                                 
60 Filing, page 9. 
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Docket No. 12-248 limited the deferral of costs to the earlier of the time of the utility’s next 
rate case, or March 20, 2015.  No such limitation was included in the Order in Docket No. 
10-422.  Thus, the deferral of pipeline safety costs in Docket No. 12-248 would end at the 
earlier of March 20, 2015 or when rate recovery begins.61  In Docket No. 10-422, when rate 
recovery begins, whether under a general rate case or the GUIC Rider, deferred accounting 
ends.   
 
Furthermore, when Xcel gas files its next rate case, the GUIC plant in service would be 
included in rate base and the GUIC O&M would be included in expenses in the test year.  
The GUIC Rider recovery could end either 1) when the amortization of deferred costs are 
fully amortized or 2) at the time of the Company’s next general rate case.  For efficiency and 
ease, the Department recommends that the Commission require that the GUIC Rider 
recovery end at the time of the Company’s next rate case.  If a high balance in the deferred 
accounts remains, the costs could be levelized for ratemaking purposes in the test year.   
 
 
IV.IV.IV.IV.    CONCLUSIONS AND CONCLUSIONS AND CONCLUSIONS AND CONCLUSIONS AND RECOMMENDATIONSRECOMMENDATIONSRECOMMENDATIONSRECOMMENDATIONS    
 

1) Conclusions 
 
The Department concludes that: 
 

• the pipeline safety program and the sewer conflict program are eligible for the 
rate Rider described under Minn. Stat. §216B.1635; 

• the Company has sufficiently complied with the filing requirements; 

• the actual costs included for recovery through the Rider are prudently incurred 
and the forecasted costs proposed to go into the GUIG Rider are supported by 
budgeted projects; 

• FERC Accounts 182.3 and 254 are appropriate for the true-up of costs in the 
GUIC tracker; 

• a five-year amortization period is reasonable for the deferred costs; 

• recovering the 2015 revenue requirements over the remaining months is a 
reasonable proposal should implementation be delayed beyond January 1, 2015; 

• Xcel’s proposal to annually file on November 1 its proposed changes to the GUIC 
factors for the subsequent year is reasonable; 

• Xcel’s rate design methodology is reasonable; 

• the Company’s revisions to the tariff sheets are consistent with the Company’s 
GUIC Rider proposals; 

  

                                                 
61 The Department notes that the filing requirements included in the Orders for the next general rate case 
would be fulfilled in the Petition if the GUIC Rider is approved. 
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• Xcel’s customer notice is reasonable; 

• Deferred accounting should end in Docket 12-248 at the earlier of March 20, 
2015 or when recovery begins and in Docket 10-422 when recovery begins, and  

• The GUIC Rider should end at the time of Xcel’s next general rate case. 
 

2) Recommendations 
 
Based on its analysis, the Department recommends that the Commission approve Xcel’s 
Gas Utility Infrastructure Cost Rider including: 
 

• a rate of return of 7.56 percent in the GUIC Rider; 

• a five-year amortization period for the deferred costs; 

• Xcel’s proposed GUIC Rate adjustment factors if implemented on January 1, 
2015; and 

• Xcel’s proposed tariff sheets if implemented on January 1, 2015. 
 
The Department also recommends that the Commission require that the GUIC Rider 
recovery end at the time of the Company’s next rate case.  Additionally, the Department 
recommends that the Commissioner require a compliance filing showing the final rate 
adjustment factors and all related tariff changes, 10 days after its Order if implementation 
of the 2015 GUIC factors occurs after January 1, 2015. 
 
 
/ja 
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