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121 7th Place East, Suite 350 
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Dear Dr. Haar: 
 
Attached are the PUBLIC Comments of the Minnesota Department of Commerce, Division of 
Energy Resources (Department) in the following matter: 
 

Northern States Power Company’s (Xcel or the Company), a Minnesota Corporation, 
Request for Approval of the Annual Review of Remaining Lives (RL) Depreciation for 
Electric and Gas Production and Gas Storage Facilities and Net Salvage Rates for 2012. 

 
The Petition was filed on February 17, 2012 by: 
 

Lisa H. Perkett 
Director, Capital Asset Accounting 
Xcel Energy Services, Inc. 
414 Nicollet Mall, 4th

 Floor 
Minneapolis, Minnesota  55401 

 
The Department recommends limited approval with modification and is available to answer 
any questions the Commission may have. 
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/s/ NANCY A. CAMPBELL /s/ LERMA LA PLANTE 
Financial Analyst Financial Analyst 
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BEFORE THE MINNESOTA PUBLIC UTILITIES COMMISSION 
 

PUBLIC COMMENTS OF THE 
MINNESOTA DEPARTMENT OF COMMERCE 

DIVISION OF ENERGY RESOURCES 
 

DOCKET NO. E,G002/D-12-151 
 

 

 
I. SUMMARY OF PROPOSAL 
 
On February 17, 2012, Northern States Power Company, d/b/a Xcel Energy (Xcel or the 
Company), a Minnesota corporation, submitted its annual remaining-life (RL) depreciation 
review of its electric and gas production and gas storage facilities service lives and net salvage 
rates (the 2012 Depreciation Study).  This submission is required by Minn. Stat. §216B.11 and 
Minn. Rules parts 7825.0500-7825.0900.  The Company also provided a comparison of the 
proposed electric generation service lives to the planning lives in its Integrated Resource Plan 
(IRP) as required in the Minnesota Public Utilities Commission’s (Commission’s) September 8, 
2011 Order in Docket No. E, G002/D-11-144 (the 2011 Depreciation Study Order).1 
 
As discussed on pages 3 and 4 of Xcel’s depreciation petition, to determine the appropriate 
remaining lives of these facilities, Xcel “evaluated system demand, availability of fuel supplies, 
operating and maintenance costs, and future technological advancements that influence the 
decision to retire electric and natural gas facilities.”2  Based on its evaluation, the Company 
proposed that the current remaining lives for all electric and gas production and gas storage 
facilities be adjusted only for the “passage of time,”3 except for the specific plants discussed 
below.   

                                                 

1 2012 Depreciation Study, Attachments B and F. 
2 2012 Depreciation Study, Page 3. 
3 The passage-of-time adjustments reduce the remaining lives of all facilities by one year to reflect the passage of 
time since the last depreciation study.  The passage-of-time adjustment does not result in a change of depreciation 
accrual if the decrease in the remaining life by one year is offset by the increase in accumulated depreciation as a 
result of the previous year’s depreciation accrual.  The reduction in both the numerator and the denominator of the 
remaining life accrual (Plant in service – depreciation reserve/remaining life) results in essentially no increase in the 
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The Company proposed changes to the remaining lives of the following plants as of January 1, 
2012: 
 

A. Electric Utility 

• Other Production - Blue Lake Units 1 through 4 remaining lives be lengthened by 
five years, to six-year remaining lives;  

• Other Production -  Granite City Peaking Plant remaining life be lengthened by 
five years, to a six-year remaining life; and 

• Other Production - Key City remaining life be lengthened by five years, to a six-
year remaining life; 

 
B. Gas Utility 

• Wescott LNG Plant-Compressor Equipment remaining life be lengthened by 14 
years, to a 20-year remaining life. 

 
The Company also proposed one change to the current net salvage rates for the Minnesota Valley 
steam production plant from (101.9%) to (169.0%).  The calculation of the proposed net salvage 
rate for the Minnesota Valley plant is provided in Attachment G to Xcel’s filing. Xcel stated that 
the change in net salvage value is necessary to recover the costs to demolish and dismantle the 
facility (including the Minnesota Falls Dam Removal).  This proposed change in net salvage rate 
would increase the annual depreciation expense by $1.66 million. 
 
Xcel stated that its overall proposal (for all changes listed above) would result in an approximate 
decrease in depreciation expense of $477,668 on a total Company basis; this decrease does not 
include the impact of the decrease in depreciation resulting from the proposed remaining-life 
changes for the High Bridge and Riverside plants that were reflected in the settlement agreement 
in Xcel’s current electric rate case.4 The Commission recently approved the electric rate case 
settlement agreement.5   The impact of the settlement agreement on Xcel’s annual depreciation 
expense is an additional decrease of $6,393,440 on a total Company basis. 
 
The Company noted that the proposed changes to remaining lives in this filing are the same as 
the changes to remaining lives in the Settlement Agreement in Xcel’s electric rate case (Docket 
E002/GR-10-971).  However, while the proposed remaining lives themselves are the same, the 
associated dollar impacts are different, as explained on page 11 of the Company’s filing.  
 
The Company proposed January 1, 2012 as the effective date of all remaining life changes and 
net salvage rate changes. 

                                                                                                                                                             

calculated depreciation accrual (e.g., year 1 (100-0/10 = 10, year 2 (100-10/9 = 10 ).  However, if a significant 
investment has been made, the remaining life should be adjusted to reflect the investment.   
4 Docket No. E002/GR-10-971.   
5 Commission Order dated May 14, 2012 (Docket  No. E002/GR-10-971) In the Matter of the Application of 

Northern States Power Company d/b/a Xcel Energy for Authority to Increase Rates for Electric Service in 

Minnesota.  
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II. DOC ANALYSIS 
 
The Minnesota Department of Commerce, Division of Energy Resources’ (Department) analysis 
focuses on the following: 

 

• compliance with the 2011 Depreciation Study Order (as discussed in Section A 
below); 

• Xcel’s proposed changes to the remaining lives of electric plant assets (as discussed in 
Section B below);  

• Xcel’s proposed changes to the remaining lives of natural gas plant production and 
gas storage assets (as discussed in Section C below);  

• Xcel’s proposed changes to the salvage rates of electric and gas plant production and 
gas storage assets as provided in Attachment B of the instant filing (as discussed in 
Section D below);  

• electric rate case settlements affecting depreciation (as discussed in Section E below); 
and 

• impact of Sherco 3 outage (as discussed in F below). 
 
A. COMPLIANCE WITH 2011 DEPRECIATION ORDERS 

 
1. Filing Due Dates and Effective Dates 

 
The 2011 Depreciation Study Order specified that Xcel shall file its next annual remaining life 
depreciation study of electric and gas production and gas storage facilities by February 17, 2012.  
Xcel met that deadline. 
 
Xcel satisfied the requirement to review remaining life and salvage factors for its electric and gas 
production and gas storage facilities and, as discussed below, to compare the service lives in the 
depreciation study with the integrated resource plan (IRP) planning periods for each electric 
production facility based upon December 31, 2011 plant and reserve balances.   
 

2. Comparison of the Electric Generation Remaining Plant Lives in the 2012 

Depreciation Study to the Planning Lives in the 2010 Integrated Resource Plan 

 
In its 2011 Depreciation Study Order, the Commission ordered Xcel to continue to provide, in 
the 2012 Depreciation Study, an explanation and schedule of the differences between the 
depreciable service lives and resource planning periods of electric production plant.  In 
compliance with this requirement, Xcel Energy provided a comparison of the lives in the 2012 
Depreciation Study to the lives in the 2010 IRP.  The Company stated: 

 
We note that the primary difference between the expected 
operating period in our 2010 IRP and the proposed remaining lives 
in the filing relate to several peaking facilities.  In the 2010 IRP, 



Docket No. E,G002/D-12-151 PUBLIC DOCUMENT 

Analyst assigned:  Nancy A. Campbell, Lerma La Plante 
Page 4 
 
 
 

 

we discussed and evaluated potential investments that could extend 
the remaining lives of those facilities through the end of the 15-
year planning period. While we are recommending changes in the 
lives of some of our peaking plants in this filing, including Granite 
City and Key City, the proposed improvements needed to extend 
the lives of these plants out past the end of the 15-year planning 
period have not been made, and is the primary reason more modest 
life extensions are being proposed for these plants.  

 
Xcel’s Schedule F lists each electric production plant facility, its proposed depreciation life, the 
IRP planning/modeling end of life, and the rationale for the differences between the depreciation 
life and the IRP planning life.  Based on our review, the Department considers Xcel explanations 
for the differences between the depreciation life and the IRP planning life to be reasonable at this 
time.  However, to the extent that decisions are made that change the lives of the plants, the 
effects of those decisions should be included in the next RL filing.   
 

3. Historical Comparison of Changes to Remaining Lives and Net Salvage Rates  

 
In its June 16, 2010 Order in Docket No. E,G002/D-10-173 (2010 Depreciation Study Order), the 
Commission ordered Xcel to use a new reporting format for the Annual Review of Remaining 
Lives to include a history of the last time a change occurred to either the estimated life or salvage 
value estimate.  In its 2011 Depreciation Study Order, the Commission continued to require Xcel 
to include that historical information.  In this filing, Xcel provided in Attachment H a historical 
comparison of changes to remaining lives and net salvage rates.  This attachment is a useful 
reference, providing, for example, the docket numbers in which changes in lives or salvage 
values occurred, to allow for further background into why such changes occurred. 
 
For example, the last time the net salvage rate for Xcel’s Minnesota Valley steam production 
plant was changed was in Docket E, G002/D-05-288.  The Commission’s August 26, 2005 Order 
in that proceeding approved a (101.9%) net salvage rate; in the instant filing, Xcel proposes a net 
salvage rate of (169.0%).6 
 
Overall, the Department concludes that Xcel has complied with Commission’s 2011 
Depreciation Study Order.  
 

                                                 

6 The Department notes that in a response to a DOC email dated June 19, 2012 (attached) Xcel corrected the 
proposed net salvage rate from negative 156.5%  to negative 169.0% and provided a revised Attachment H to the 
filing. 
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B. DEPARTMENT ANALYSIS OF CHANGES TO REMAINING LIVES FOR ELECTRIC 

 PLANT 

 
As stated above, the Company proposed that the current remaining lives for all electric plant be 
adjusted for the one-year passage of time since the last depreciation study, in addition to the 
changes in remaining lives of specific plants. 
 
In this petition, Xcel proposed to extend the remaining lives of several of its generating plants. 
This proposal is of special concern to the Department given Xcel’s response to an information 
request in its most recent rate case (E002/GR-10-971).  The Department specifically asked Xcel 
in Docket No. E002/GR-10-971 in information request 159 whether the Company intended to 
extend the remaining lives of any of its generating plants within the next two years.  Xcel’s 
response identified only the Black Dog and Prairie Island plants as generation facilities with 
changes in remaining lives.  No other generation plant was identified for life extensions.  That is, 
Xcel did not mention any plans to extend the lives of any of the generation facilities for which 
Xcel now requests an extension.7 
 
Based on the above statements, the Department closely examined Xcel’s proposed remaining life 
extensions in this petition.  The Department’s conclusions are discussed below. 
 

1. Other Production- Blue Lake Units 1 thru 4 

 

Xcel proposed that the remaining life for Blue Lake Units 1 thru 4 be lengthened by five years as 
of January 1, 2012 from a one-year to a six-year remaining life.  That is, the life would extend to 
December 31, 2017.  The estimated financial impact of this change is an annual decrease of 
$1.09 million in total Company depreciation expense.8   
 
The Department sent DOC Information Request No. 109 (attached) which stated the following: 
 

a. In Xcel’s most recent rate case (Docket E002/GR10-971), the 
DOC asked Xcel in Information Request 159 the following 
question: “Is Xcel planning on extending the lives of its 
generation plants in the next two years?  If yes, please identify 
which generation plant Xcel is planning on extending and the 
expected life of that extension.”  DOC notes that Xcel 
identified Black Dog and Prairie Island as generation with 
changes in its lives, however, no other generation was 
identified for life extensions.  Please explain why Blue Lake 
Units 1 through 4 were not identified as generation that would 

                                                 

7 Further, the lives of these generation facilities were not extended for ratemaking purposes in Xcel’s settlement. 
8 Based on beginning of year balances (see page 5 of the filing). 
9 The Department has attached a copy of our information requests and Xcel’s responses as referred in these 
comments as DOC Attachment 1. 



Docket No. E,G002/D-12-151 PUBLIC DOCUMENT 

Analyst assigned:  Nancy A. Campbell, Lerma La Plante 
Page 6 
 
 
 

 

have its life extended in the rate case, as now requested in 
Xcel’s February 17, 2012 Annual Remaining Life Depreciation 
Filing. 

 
b. In light of the fact that Blue Lake Units 1 thru 4 Peaking Plant 

only had a one year remaining life, shouldn’t Xcel have been 
able to conclude during the rate case that either the life would 
need to be extended or the plant be retired in the rate case?  
Please explain your answer. 

 
The Company’s response stated as follows: 
 

a. Blue Lake was not identified as a generation plant in need of a 
life extension at the time of our response to Information 
Request 159 because at that time there was no significant 
uncertainty surrounding the continued use of small peaking 
plants like Blue Lake.  It was unknown whether the plant 
would be used past the end of 2012 so it was determined that a 
life extension of the plant was not prudent. 
 

b. There are times when the Company will know well in advance 
about activities which will trigger future remaining life 
changes.  Unfortunately the process of analyzing remaining 
lives far into the future is not perfect.  The rate case 
Information Request was filed on February 1, 2011, a full year 
before our 2012 remaining life filing, and two weeks before our 
2011 filing was even submitted.  While the Information 
Request response was intended to highlight any known changes 
which would be made in the future, it was not intended to be a 
binding statement restricting our opportunity to make more 
changes if other factors came to light.  As we mention in the 
Information Request, “It is possible through the annual review 
process for 2012 that additional information could support 
changes not currently foreseen.”  Some of the additional 
information which came to light since our response to 
Information Request No. 159 includes the fire which disabled 
Sherco Unit 3 and delay of the proposed new unit at the Black 
Dog plant.  With the loss of production of Sherco and the delay 
of expected future production at Black Dog it was determined 
that small peaking plants like Blue Lake may be important as a 
continued production asset to ensure system reliability for 
customers. 
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The Department has three concerns with Xcel’s justification for the proposed Blue Lake life 
extension.  First, the Department is concerned that Xcel indicated in their response to the 
Department’s information request in the most recent rate case that the Company planned only to 
extend the lives of its Black Dog and Prairie Island plants in the next two years, but then 
proposed to extend the life of Blue Lake Units 1 through 4 and other generation facilities in this 
depreciation petition.  This practice results in higher depreciation expense being collected 
through rates determined in the rate case, but lower depreciation expense recorded for 
accounting purposes, which can result in an over recovery of costs.  The potential for over 
recovery for Blue Lake is a very real possibility, because at the end of 2012 Xcel would have 
fully collected the costs of this facility in its rates and for accounting purposes.  If Xcel is 
allowed to spread the collection of the final year’s depreciation expense over the next five years, 
the Company will likely include Blue Lake in their next rate case (expected to be filed later this 
year).  The Department raised a similar issue about decreasing depreciation rates right after a 
rate case in Xcel’s 2010 remaining life depreciation study regarding Sherco 3.  Although an 
adjustment was not required at that time, the Company was clearly put on notice about this 
concern in that proceeding.  
 
Second, the Department notes that generally capital additions are the main reason for increasing 
the life of an asset or plant; however, Xcel has not provided support for any capital additions for 
the Blue Lake Units 1 through 4 that support the life extension proposed by Xcel in this petition.  
The Department notes that lack of capital additions and concerns with rate recovery in rate cases 
compared to depreciation filings were some of the same concerns raised by the Department in 
its comments dated September 29, 2011 in Interstate Power and Light’s (IPL) 2011 Annual 
Depreciation Study in Docket No. E,G002/D-11-143.  As a result of the Department’s concerns 
in IPL’s 2011 Annual Depreciation Study, the Commission in its February 15, 2012 Order, 
denied IPL’s request to extend several of the depreciation lives due to lack of capital additions 
or inconsistency with recovery approved in  IPL’s rate case. 
 
Third, the justification Xcel provided in its response to Information Request No. 10 is flawed.  
Xcel indicated that with the loss of production of Sherco 3 due to a fire and the delay of the 
proposed new unit at Black Dog, small peaking plants like Blue Lake are needed to ensure 
system reliability for customers.  However, the Department notes that the Sherco 3 and Black 
Dog units are considered baseload units, while Blue Lake Units 1 through 4 are old peaking 
units; therefore, these are not interchangeable units for energy production purposes since 
baseload and peaking units serve different functions.   
 

In addition, on May 30, 2012 the Office of Administrative Hearings (OAH) issued an order 
granting the petition of the Company to withdraw its application for a Certificate of Need (CN) 
for the Black Dog generating plant repowering project.10  Xcel withdrew its application because 
Xcel has concluded that, based on the Company’s updated IRP11 Xcel’s proposed Black Dog 

                                                 

10  Docket No. E002/CN-11-187- In the Matter of the Petition of Northern States Power Company for the Black 

Dog GeneratingPlant Repowering Project. 
11  Filed December 1, 2011 in Docket No. E002/RP-10-825. 
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project is no longer needed.  In other words, it was Xcel’s choice to withdraw the Black Dog CN 
application as a result of Xcel’s assessment that the unit was not needed.  However, in this 
current depreciation filing, Xcel asserts that older almost fully depreciated peaker units are 
needed and must continue to operate.  Xcel’s contradictory statements will need to be sorted out 
when Xcel’s request to withdraw the Black Dog CN comes before the Commission; for now the 
question in this proceeding is whether it is appropriate to extend the remaining lives of the 
facilities.  The Department notes that the remaining life established for accounting purposes does 
not limit Xcel’s ability to operate a plant that is nearly or fully depreciated.  That is, just because 
Xcel has recovered the costs of a generation plant for ratemaking and accounting purposes, Xcel 
does not need to stop operating this plant if the plant continues to be useful and needed.  The 
Department concludes that Xcel’s assertions that energy needs due to situations concerning 
Sherco 3 and Black Dog support a proposed life extension for Blue Lake are flawed.    
 

Therefore, the Department concludes that it is not reasonable to extend the lives of Blue Lake 
Units 1 through 4 from one year to six years, or to reduce the annual depreciation expense by 
$1.09 million on a total Company basis (approximately $809,036 for the Minnesota Jurisdiction 
using the plant allocator of 74.2235 percent as approved in Xcel’s most recent rate case.)  The 
Department recommends that the Commission deny Xcel’s request to extend the remaining life 
of the Blue Lake Units 1 to 4 for the following reasons: 
 

• there are no plant additions to support such a life extension;  

• granting the life extension would increase the potential for over recovery since, as of 
the end of 2012, Xcel will have fully recovered in rates the costs of Blue Lake Units 1 
to 4; and  

• denying the life extension would not prevent the operation of these units for reliability 
purposes. 

 
2. Other Production - Granite City 

 
The Company proposed to extend the remaining life of the Granite City peaking plant from one 
year to six years as of January 1, 2012.  The estimated impact to total Company depreciation 
expense for this proposed change is an annual decrease of $850,000.12  
 
Xcel indicated in its response to Information Request No. 8 that, with the loss of production at 
Sherco 3 and the delay of expected production at Black Dog, small peaking plants like Granite 
City are needed.  The Department notes the same concerns with the proposed Granite City life 
extension as were discussed above for Blue Lake Units 1 through 4.  Further, the Department 
notes that Xcel’s December 1, 2011 “Resource Plan Update” in Docket No. E002/RP-10-825 
indicates that the Company plans to retire the Granite City plant in 2013.13  This update was filed 
after the Sherco 3 incident and also indicated Xcel’s intent to withdraw the Black Dog CN. 

                                                 

12 Based on beginning of year balances (see page 5 of the filing). 
13 See page Attachment A, page 1 of 2 of Xcel’s “Resource Plan Update.” 
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Based on the arguments discussed above, the Department concludes that it is not reasonable to 
extend the life of the Granite City peaking plant from one year to six years as of January 1, 2012, 
or to reduce annual depreciation expense by $850,000 on a total Company basis (approximately 
$630,900 for the Minnesota Jurisdiction using the plant allocator of 74.2235 percent as approved 
in Xcel’s most recent rate case.)  Therefore, the Department recommends that the Commission 
deny Xcel’s request to extend the remaining life of the Granite City peaking plant. 
 

3. Other Production - Key City 

 
The Company proposed to extend the remaining life of Key City peaking plant from one year to 
six years as of January 1, 2012.  The estimated impact of this change to total Company 
depreciation expense is an annual decrease of $450,000.14  
 
Xcel indicated in its response to DOC Information Request No. 11 that, with the loss of 
production at Sherco 3 and the delay of expected production at Black Dog, small peaking plants 
like Key City are needed.  The Department notes the same concerns with the Key City life 
extension as were discussed above for Blue Lake Units 1 through 4.  Further, the Department 
notes that Xcel’s December 1, 2011 “Resource Plan Update” in Docket No. E002/RP-10-825 
indicates that the Company plans to retire the Key City plant in 2013.15 
 
Based on the arguments discussed above, the Department concludes that it is not reasonable to 
extend the life of the Key City peaking plant from one year to six years as of January 1, 2012, or 
reduce annual depreciation expense by $450,000 on a total Company basis (approximately 
$334,006 for the Minnesota Jurisdiction using the plant allocator of 74.2235 percent as approved 
in Xcel’s most recent rate case.)  Therefore, the Department recommends that the Commission 
deny Xcel’s request to extend the remaining life of the Key City peaking plant. 
 

C. DEPARTMENT ANALYSIS OF CHANGES TO REMAINING LIVES FOR GAS 

PRODUCTION AND GAS STORAGE 

 

As stated above, the Company proposed that the current remaining lives for all gas production 
and gas storage facilities be adjusted for the one-year passage of time since the last depreciation 
study in addition to extending the remaining life of the compressor equipment at the Wescott gas 
storage plant as discussed below.  
 

1. Gas Storage Wescott Compressor Equipment 

 
The Wescott LNG Plant is a liquefied natural gas plant placed in service in 1972.  The plant 
cools, then stores, the liquefied natural gas (LNG) in large storage tanks.  Vaporizing equipment 
is used later to warm and convert the liquefied methane back to gas for use in the distribution 
system.  In past years, the remaining life used for the structures and improvements account for 

                                                 

14 Based on beginning of year balances (see page 6 of the filing). 
15 See Attachment A, page 1 of 2, in Xcel’s “Resource Plan Update.” 
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both the Wescott Production Plant and the Wescott LNG Plant has been the same since these 
facilities would likely be retired from service simultaneously.  However, as stated by the 
Company, the Wescott LNG Plant is unique in that there are separate identifiable systems within 
the plant that function independently from other systems, thereby allowing for the possibility of 
assigning a different remaining life for each system.  Hence, the life used for the structure and 
improvement account does not necessarily need to match the life of other equipment.   
 
Presently all systems have a remaining life of 6 years, as of January 1, 2012, except for the 
vaporizing equipment.  The vaporizing equipment currently has a remaining life of 16 years.  The 
Company stated that it is currently in the process of replacing the refrigerated compressor unit at 
the Wescott LNG Plant.  The project is expected to be completed sometime in the second quarter 
of 2012.  The forecasted capitalized value of this replacement is approximately $14.5 million.  
Due to the upgrade and replacement of the refrigerated compressor unit, Xcel proposed to 
increase the remaining life for the compressor equipment account from 6 years to 20 years 
effective January 1, 2012. 
 
The Department notes that in Docket E002/PA-11-902 the Company had submitted a 
replacement options cost-benefit analysis in response to DOC Information Request No. 2.  Xcel 
considered three options for replacing the refrigerated compressor unit:   
 

• Replace the unit with a more efficient gas turbine-driven compressor; 

• Replace the unit with an electric-driven compressor; or 

• Discontinue using the Wescott LNG Plant. 
 
The Company’s analysis indicated that replacing the unit with a gas turbine-driven compressor 
was the most cost-effective solution.  The estimated cost of that option at that time was $12.76 
million while Xcel stated in the instant petition that the estimated cost of replacing the unit is 
$14.5 million.  The Company’s explanation for the difference was that there are additional costs 
of auxiliary projects and AFUDC (Allowance for Funds Used During Construction) which were 
not included in the cost benefit analysis shown in the Company’s response to Information 
Request No. 2 in Docket E002/PA-11-902.  The Department notes that if the cost of auxiliary 
projects and AFUDC is added to the option of replacing the next most cost-effective option 
(replacing the unit with an electric-driven compressor), this would result in a much higher total 
cost than Xcel’s proposal.  Thus, the Department concludes that the $14.5 million replacement 
cost of the refrigerated compressor unit at the Wescott LNG Plant appears to be reasonable.  
 
The Department recommends the Commission approve the Company’s request to increasing the 
remaining life of the Gas Storage Westcott Compressor Equipment account from 6 years to 20 
years. 
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D. CHANGES IN NET SALVAGE RATES 
 

Xcel provided as Attachment B to its filing a summary of all present and proposed net salvage 
rates.  The Company’s calculation of the proposed net salvage rate for the Minnesota Valley 
Plant is provided as Attachment G to this filing.  The Company proposed one change – a 
decrease to the net salvage rate for the Minnesota Valley steam production plant from (101.9%) 
to (169.0%), which includes the Minnesota Falls Dam removal project discussed below.  This 
proposed change in net salvage rate would increase the annual depreciation expense by $1.66 
million.  
 

1. Demolition, Decommissioning and Abatement at Minnesota Valley 

 
The Minnesota Valley Plant is no longer in operation but still being depreciated in order to 
collect the cost of decommissioning as initially approved by the Commission on August 26, 2005 
in Docket E,G002/D-05-288.  The Commission approved a remaining life of 12.5 years and a 
(70%) net salvage value.  In Docket No. E, G002/D-10-173, the Company submitted a 2009 
Demolition study of the Minnesota Valley Plant and proposed a  (101.9%) net salvage rate, 
which was approved by the Commission on June 16, 2010. 
 
The Company stated that the 2009 estimate of $13,874,964 for the demolition and dismantlement 
of the Minnesota Valley Plant was provided by TLG Services, Inc.  The Company noted that, as a 
result of its recent experience with abatement, demolition, and decommissioning activities at the 
Riverside and High Bridge Plants, the Company has gained a better understanding of the scope of 
work required for these activities.  As a result, in 2011, Xcel requested new budgetary quotes 
from four outside contractors to perform the demolition, remediation and decommissioning work 
at the Minnesota Valley Plant.  The new estimate as presented by the Company on page 8 of the 
instant filing showed the following. 
 
 

 Current Estimate 

Asbestos abatement $ 4,500,000 

Demolition w/ scrap credit 3.081,000 

Site work 750,000 

Oversight and Administrative 2,544,000 

Contingency 2,651,000 

Escalation 2,476,000 

Coal yard closure 1,875,000 

Hazardous material abatement 880,000 

Total $ 18,757,000 
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The Company also noted that it has completed the ash pond closure at the Minnesota Valley 
Plant, as well as a portion of the asbestos abatement.  According to Xcel, the costs for these 
activities were approximately $2.6 million and $900,000 respectively.  The Company noted in its 
filing that these costs are not included in the estimate above, as the estimate reflects costs to 
complete demolition, decommissioning and abatement going forward.  
 
The Department asked the Company in Information Request No. 3 (attached) the following: 

 

• Please provide copies of quotes from the four contractors and fully explain how they 
compare to the total estimate; 

• Please explain how contractor will be selected; and 

• Please provide schedule for when work will occur and be completed. 
 

The Company’s response showed contractor quotes for three scopes of work: asbestos abatement, 
demolition with scrap credit, and site work.  The remaining five scopes of work - oversight and 
administrative, contingency, escalation, coal yard closure and hazardous material abatement - 
were estimates of the Company.  Based on our review of the contractor quotes provided by the 
Company, the Department considers the quotes for asbestos abatement, demolition with scrap 
credit, and site work, to be reasonable estimates.   

 
The Department also reviewed the remaining estimates provided by the Company and as 
discussed in the Company’s response to DOC Information Request No. 3.  Based on our review, 
the Department notes that the contingency cost category estimate of $2,651,000, and the 
escalation cost category estimate of $2,476,000 together comprise 27 percent of the total estimate 
of $18,757,000, which is quite high.  The Company provided the following explanation for the 
escalation and contingency cost categories: 
 

The escalation component is based upon the overall project 
schedule developed from the duration of time presented in the 
contractors’ proposals and clarifications.  The proposals and 
internally developed estimates are in 2011 dollars. 
 
It is normal business practice to include contingencies in capital 
project estimates.  Contingency costs are intended to account for 
unplanned or uncertain costs that arise during the construction 
process.  The Company typically assigns a particular percentage to 
project costs estimates in order to arrive at a contingency figure.  
We used the same process for the contingency component of the 
decommissioning, remediation and demolition at Minnesota 
Valley. 

 
The Department does not believe that the Company’s explanation above provides sufficient 
support for the escalation and contingency cost categories to comprise 27 percent of the total cost 
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estimate for Minnesota Valley Plant decommissioning.  Therefore, the Department requests that 
the Company provide additional information in its reply comments to support these cost 
estimates.    
 

2. Minnesota Falls Dam Removal 

 
Xcel stated that in addition to the demolition, remediation and decommissioning of Minnesota 
Valley Plant facilities, the Company must also remove the Minnesota Falls Dam.  Inspections 
were performed by Barr Engineering Company and the Minnesota Department of Natural 
Resources (MNDR) Dam Safety staff, which identified several potential structural deficiencies 
within the aging structure.  As a result of the dam’s deficiencies, the MNDR required the 
Company to develop a long-term plan to remove, repair or otherwise modify the dam to ensure 
its safe operation.  The Company stated that removal of the dam was determined to be the most 
cost-effective option to address the deficiencies.  The Company currently plans to remove the 
dam during the summer of 2012.  The Company estimated the removal of the dam at 
approximately [TRADE SECRET DATA HAS BEEN EXCISED]. 

 
The Department sent DOC Information Request No. 9 (attached) requesting information 
regarding the estimates that Xcel received from the engineering consultant and three contractors 
for the dam removal and demolition. 
 
The Company replied as follows: 
 

We note that since our remaining lives petition was submitted we 
have received an offer from an entity to take ownership of the dam.  
As part of the proposal, the Company would pay the entity 
approximately [TRADE SECRET DATA HAS BEEN 

EXCISED] and the entity would undertake ongoing responsibility 
for the long-term plan to remove, repair or otherwise modify the 
dam to ensure its safe operation.  We have accepted this proposal, 
it will be less costly than if the Company were to remove the dam.  
However, an agreement must still be finalized.  When we file reply 
comments we intend to provide an update to our remaining live 
petition to reflect the status of this new development, as well as the 
corresponding change to our depreciation expense.  Please let us 
know if you believe there is a better procedural course of action. 

 
Based on our review, the Department recommends that the Company in its reply comments 
provide an update on the status of the sale of the Minnesota Falls Dam.  Additionally, in reply 
comments Xcel should provide the updated net salvage rate for the Minnesota Valley Plant and 
the corresponding change in depreciation expense to reflect the sale of the Minnesota Falls Dam.  
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E. ELECTRIC RATE CASE SETTLEMENT RELATED TO REMAINING LIFE EXTENSION 

 OF RIVERSIDE AND HIGH BRIDGE GENERATION PLANTS 

 

In its May 14, 2012 Order in Docket No. E002/GR-10-971, the Commission approved the 
settlement agreement submitted by the Company in the electric rate case.  Part of the settlement 
agreement included adjustments to decrease the depreciation expense because of the extensions 
in the remaining lives of the Riverside and High Bridge power plants.   
 
In the settlement agreement, the Company lengthened the remaining lives of both the Riverside 
and High Bridge power plants by 10 years each, which resulted in a decrease in annual 
depreciation expenses of $4.5 million for Xcel’s Minnesota jurisdiction.  Specifically, the 
Riverside Plant’s remaining life was extended from 27.2 years to 37.2 years as of January 1, 
2012, resulting in a total Company decrease in depreciation expense of $2.63 million.  The High 
Bridge Plant’s remaining life was extended from 26.4 years to 36.4 years as of January 1, 2012, 
resulting in a total Company decrease in depreciation expense of $3.76 million. 
 
According to Xcel’s 2012 Depreciation Study, an extension of the remaining lives of the 
Riverside and High Bridge power plants by 10 years would decrease annual depreciation expense 
by $6.39 million on a total-Company basis.  The Company stated that these numbers differ from 
the change in depreciation stated in the rate case settlement agreement, since the numbers 
presented in the instant petition were based on actual plant and reserve balances as of January 1, 
2012, and depreciation numbers are presented on a total-Company basis. 
 
The Department asked Xcel in DOC Information Request No. 4 to provide documentation (like 
manufacturer’s warranty and any other information) to support the Company’s proposal to extend 
the remaining lives of the High Bridge and Riverside Plants to 36.4 years and 37.2 years, 
respectively. 
 
The Company responded as follows: 
 

Generally, the Company reviews the remaining life of a generating 
plant based on existing investments; proposes life extensions as the 
time approaches to make the additional investments that will 
support continued operation beyond the current remaining life.  
However, for both the High Bridge and Riverside Plants, based on 
industry standards, it can be expected that, with additional 
investment, these two plants will continue operation for 40 years.  
In addition, it can also be expected that, when needed, the 
Company will make the additional investment.  These two 
reasonable assumptions support lengthening the remaining lives of 
these plants by 10 years. 
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Our analysis did not include review of documents such as 
manufacturer’s warranty and we do not have any such documents 
in support of our request.  However, the US Energy Information 
Administration published in Today in Energy on June 16, 2011, 
charts presenting data on the age and capacity of existing electric 
generators by fuel type as of the end of 2010.  This information 
shows that across the industry a significant number of existing gas 
generation facilities between 30 and 50 years old continued to be in 
operation at the end of 2010.  Therefore, we believe that, with 
additional investment as required, the relatively newer High Bridge 
and Riverside Plants should be able to operate at least as long as 30 
to 50 years old gas plants in operation today.  DOC IR-04, 
Attachment 1 contains a copy of this article. 

 
The Department was disappointed that Xcel was unable to provide any manufacturer’s warranty 
or information specific to Xcel’s High Bridge and Riverside Plants.  However, the Department 
did find the “Today in Energy” article and chart to be helpful in supporting a 30 to 50 year life 
expectancy for natural gas-fired electric generating units.  As a result, the Department concludes 
that extending the lives of both the Riverside and High Bridge Power Plants for 10 years is 
reasonable.  The Department, however, requests that Xcel provide more support for its 
transmission and distribution average service life extensions in its July 2012 filing. 
 
The Department asked Xcel in DOC Information Request No. 1 to reconcile the overall impact of 
the decrease of $6.39 million (total Company) in depreciation expense as provided in the 2012 
Depreciation Study, with the $4.5 million (Minnesota jurisdiction) decrease in revenue 
requirement resulting from the settlement agreement approved in the Company’s most recent 
electric rate case (Docket No. E002/GR-10-971).   
 
Xcel responsed as follows: 
 

The calculation of the impact of the changes in this remaining life 
filing is fundamentally different from the revenue requirement that 
was shown as a part of the Settlement Agreement in the electric 
rate case.  The numbers presented in this filing are based on actual 
plant and reserve balances as of January 1, 2012, and depreciation 
numbers are presented for the total Company.  The numbers 
presented in the Settlement Agreement are based on the 2011 test 
year data that was completed in 2010 for the State of Minnesota 
jurisdiction.  
 
The $4.5 million decrease in Minnesota jurisdictional revenue 
requirements identified in the Settlement Agreement is the 2011 
revenue requirement impact of the change in lives for our High 
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Bridge and Riverside plants.  Our Remaining Life filing identifies a 
$6.4 million decrease in total NSPM 2012 depreciation expense for 
these same two plants.  The revenue requirements impact included 
in the Settlement Agreement reflects the full impact of the change 
in depreciation rates (depreciation expense as well as return on rate 
base) while the change in depreciation shown in the Remaining 
Life filing is the depreciation expense impact only, for the total 
Company. 

 
The $4.5 million decrease in Minnesota jurisdictional revenue 
requirements for our High Bridge and Riverside plants was 
calculated base on an estimated total NSPM change in 2011 
depreciation expense of $6,304,192.  

 
Based on our review, the Department confirms that the Company has reconciled its calculation 
for the annual decrease of depreciation expense established in the settlement agreement with the 
decrease proposed in the instant docket resulting from the remaining lives extension for the 
Riverside and High Bridge Power Plants. 
 
F. SHERCO 3 

 
The Company noted that on November 19, 2011, Unit 3 of the Sherco steam production plant 
experienced failure during testing while returning to service following a scheduled maintenance 
overhaul that began in September 2011.  The Company stated that at the time of the failure, 
several major projects totaling approximately $23 million had been completed during the 
scheduled overhaul.  The Company stated that it has placed the costs associated with these 
projects into a Held for Future Use account (FERC Account 105, Electric plant held for future 
use).  While in Held for Future Use account the projects will be included in rate base but will not 
be depreciated.  Once Sherco Unit 3 is back in service, the project will begin depreciation using 
the approved remaining life for Sherco 3 at the time. 
 
The Department asked Xcel in DOC Information Request No. 5 to provide a break out of the 
approximately $23 million in costs of the major projects completed for Sherco, to identify which 
unit each project relates to (unit 1, 2 or 3).  The Company replied that all of the $23 million 
relates to Sherco Unit 3.16 The amount reflects installation of equipment to replace various 
Sherco Unit 3 turbine sections with a more efficient design and to increase steam flow allowing a 
20- to 40-megawatt (MW) increase of rating capacity. 
 

                                                 

16 By email, the Department asked Xcel if the entire Sherco 3 unit (not just the $23 million in improvements) was 
transferred to FERC Account 105, Electric plant held for future use, and as result was no longer being depreciated.  
Xcel noted that the Sherco 3 unit was not transferred to FERC Account 105, but continues to be recorded in Account 
101, Electric plant in-service and continues to be depreciated.   
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The Department further asked the Company, in DOC Information Request No. 5, to explain why 
Xcel’s proposed accounting and ratemaking, described on page 11 of Xcel’s depreciation filing, 
is reasonable and meets the criteria of Federal Energy Regulatory Commission (FERC) Uniform 
System of Accounts, especially Account 105, Electric plant held for future use, and is consistent 
with the Commission’s past practice of dealing with plant held for future use. 
 
The Company responded as follows: 
 

Xcel Energy’s major projects included within FERC Account 105, 
Electric Plant Held for Future Use, are specific to Sherco Unit 3 
and were completed in November 2011.  Due to the significant 
failure at Sherco Unit 3 in November 2011, these projects are not 
currently in use and will not be in use until the unit returns to 
operations at which point these projects will be operational.  Since 
these assets have not been used, depreciating the asset before their 
initial use would not be appropriate.  Also FERC rules state that 
this account shall be used for the original cost of electric plant 
owned and held for future use under a definitive plan by the 
company.  Since Xcel Energy has not used these assets in electric 
generation and has a definitive plan to use them once Sherco 3 
returns to operations, the accounting treatment is deemed 
reasonable.    

 
Finally, the Department asked Xcel, in DOC Information Request No. 5, what the Company’s 
plans are for Sherco 3 that supports inclusion of the $23 million in FERC Account 105, Electric 
plant held for future use. 
 
Xcel responded as follows: 
 

Xcel Energy is currently repairing Sherco Unit 3 for the damage 
performed by the failure and intends to resume operations as soon 
as the unit is deemed to be safe and fully operational.  At that time, 
the assets currently held in FERC Account 105 will be placed into 
service and depreciated over the remaining life.  At this time Xcel 
Energy is unable to definitively state when Sherco Unit 3 is 
expected to return to operations.   

 

The Company stated in its response above that the major projects for Sherco 3 were completed in 
November 2011.  The Department requests that Xcel provide in its reply comments information 
to show that these major project additions (of approximately $23 million) for Sherco 3 were 
included and approved in current rates for the 2011 test year, and what proportion of these costs 
were included as a plant addition to rate base and related depreciation expense. 
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III. RECOMMENDATIONS 
 

The Department recommends that the Commission: 
 

• approve Xcel’s proposed service lives, salvage rates, and resulting depreciation rates 
effective January 1, 2012 for plant in service, except for those related to Blue Lake 
Units 1 thru 4, Granite City, Key City, Minnesota Valley and Sherco 3;   

 

• deny Xcel’s request to extend the life of Blue Lake Units 1 through 4 from one year to 
six years as of January 1, 2012;   
 

• deny Xcel’s request to extend the life of the Granite City Peaking Plant from one year 
to six years as of January 1, 2012;  

 

• deny Xcel’s request to extend the life of the Key City Peaking Plant from one year to 
six years as of January 1, 2012;  
 

• require Xcel to continue to provide in future depreciation studies an explanation and 
schedule of the differences between the depreciation remaining lives and IRP 
planning lives of electric production plant;  

 

• require Xcel to continue to provide in future depreciation studies a historical 
comparison of changes in remaining lives and net salvage rates; 

 

• require Xcel to file its next annual remaining lives update for electric and gas 
production and gas storage facilities on February 18, 2013; and 

 

• require Xcel to file its next five-year depreciation study and net salvage rate study for 
electric and gas production and gas storage facilities on February 17, 2015. 

 
Further, the Department requests that Xcel provide the following in Reply Comments: 

 

• further explanation to support the escalation and contingency cost categories 
comprising 27 percent of the total decommissioning cost estimate for the Minnesota 
Valley Plant;    
 

• an update on the status of the sale of the Minnesota Falls Dam, including the updated 
net salvage rate for the Minnesota Valley Plant and the corresponding change in 
depreciation expense to reflect the sale of Minnesota Falls Dam; and  
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• confirmation that the major project additions for Sherco 3 were included in current 
rates for the 2011 test year, and the proportion included as a plant addition to rate base 
and related depreciation expense; 

 
Finally, the Department requests that Xcel provide sufficient support for its transmission and 
distribution average service life extensions in its July 2012 filing. 
 
 
 
/jl 
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