c ® 414 Nicollet Mall
/) xce’ Energy Minnelz(a:;())o I?; Ivéliinnesota 55401
May 15, 2015

—Via Electronic Filing—

Daniel P. Wolf

Executive Secretary

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

St. Paul, MN 55101

RE: REPLY COMMENTS
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Dear Mr. Wolf:

Northern States Power Company, doing business as Xcel Energy, submits to the
Minnesota Public Utilities Commission this reply to the May 5, 2015 Review of the
2013-2014 Annual Automatic Adjustment Reports of the Minnesota Department of
Commerce, Division of Energy Resources in the above-referenced Dockets.

We have electronically filed this document with the Minnesota Public Utilities
Commission, and copies have been served on the parties on the attached service
lists.

Please contact me at (612) 330-7529 or paul.lehman(@xcelenergy.com if you have

any questions regarding this filing.

Sincerely,

/s/
PAUL ] LEHMAN
MANAGER, REGULATORY COMPLIANCE AND FILINGS
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INTRODUCTION

Northern States Power Company, doing business as Xcel Energy, submits to the
Minnesota Public Utilities Commission this Reply to the May 5, 2015 Review of
2013-2014 Annual Automatic Adjustment Reports by the Minnesota Department of
Commerce — Division of Energy Resources in the above-referenced Dockets.

We appreciate the Department’s thorough review of our natural gas Annual
Automatic Adjustment (AAA) Report, and its recommendation to accept and
implement our true-up calculation. We provide our Reply to the Department’s
recommendations below, which focuses on the discussion about interruptible
customers’ unauthorized use of gas during curtailment periods. We urge the
Commission to allow the Company time to observe and analyze the impact of our
increased penalty pricing on customer behavior, and not to require utilities to forcibly
convert customers to firm service. We believe penalty pricing is a superior solution
to address the problem of unauthorized gas usage. In contrast, a forced conversion
requirement is not practical, and would require significant expenditures of resources
on evaluation, facility construction, and internal system improvements.



REPLY

A.  Utility Revocation of Customer Interruptible Status through
Discontinuing Service or Forced Conversion to Firm Service

The Department recommends that all utility tariffs have a provision which gives the
utilities the right to revoke interruptible customer class status from habitually non-
compliant interruptible customers by discontinuing service or moving the customer
to firm service. The Company, too, is concerned that the failure to curtail by
interruptible customers may harm system operations to the detriment of all

customers. For this reason, the Company has already proposed tariff provisions in
Docket No. G002/M-14-540.

Our approved tariff provisions address the failure to curtail in two ways: first, we
increased the penalty rate for using unauthorized gas from $1.00 to $5.00 per therm.,!
and second, we clarified in our tariff that taking penalty gas is a breach of the terms
of service.2 The Company has also filed for Commission approval of proposed tariff
changes to address how curtailment notifications are mades and a new procedure that
defines when we will temporarily disconnect a customer’s service.* The latter
proposal includes customer notification, meter data querying, and eventual
disconnection and meter locking if unauthorized use persists. The Commission will
hear the Company’s Petition in Docket No. G002/M-14-540 on May 21, 2015.

Concurrent to this hearing schedule, the Department has requested utility comments
on the following questions related to forced customer conversion from interruptible
to firm service:

o What anticipated effects would the above recommended change to tariff language have on the
utilities’ demand entitlements?

o When should a utility remove a customer from interruptible service? Immediately? The
following November 12 A different date?

o What notice, if any, is required from the utility to give to a customer before moving the
customer to a different rate class? If none is required, how should notice be given?

1 Effective November 1, 2014.

2 See tariff pages: Minnesota Gas Rate Book — MPUC No. 2, Section 5, Sheets 4.1, 8, 12, 19, 26, 27, 33, and 54;
Section 6, Sheet 24; and Section 7, Sheets 11 and 20

3 See tariff pages: Minnesota Gas Rate Book — MPUC No. 2, Section 5, Sheets 4, 6.1, 10, 23, and 29 and Section 6,
Sheets 24 and 27

4 See tariff page: Minnesota Gas Rate Book — MPUC No. 2, Section 6, Sheet 27
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o What are the specific triggers for a utility to remove a customer from interruptible service?
Unauthorized nsage over a pre-determined amount of dekatherms? A percentage of winter
sales? Non-compliance with called curtailments more than once?

o How long wonld a customer be excluded from interruptible service before it conld be reinstated
into that rate class?

o What amount shonld be charged to be reinstated and what types of costs wonld be included in
the charge?

The Company believes the higher penalty has been and will continue to encourage
customers to comply with the curtailment request and minimize instances of
unauthorized gas use.5 The Company, as a general matter, believes that penalty
pricing is the more appropriate course of action for addressing interruptible
customers’ non-compliance with curtailment requests. We believe this solution
should be given the opportunity to succeed, and that its effectiveness should be
measured once there is sufficient data available. At this time, the Company and
customers have not experienced an adequate number of curtailment periods since
introducing the $5.00 per therm penalty pricing to assess and conclude whether or
not significant behavior modification is taking place. We have observed individual
customers use less unauthorized gas this heating season, but whether the driving
tactor for this was the increased penalty, milder weather, or other reasons cannot be
determined at this time. The Company would like to experience at least two more
heating seasons with curtailment requests before determining how effective the
increased penalty rate is.

It is possible that the $5.00 per therm penalty pricing is not a sufficient deterrent for
customer usage during curtailments. The Company is willing to further increase the
penalty rate if a higher financial deterrent is warranted. Regardless, we continue to
believe that pricing is the best mechanism to address interruptible customer usage
during curtailments. This mechanism does not disrupt existing customer contracts,
does not frustrate Company efforts to plan for demand entitlements, requires no
additional facilities construction, and does not require extensive billing system
modifications. Despite our strong preference for the pricing mechanism, we
continue to explore alternatives, including those suggested by the Department. We
provide the following discussion in response to the Department’s requests.

5 To illustrate the magnitude of the penalty, the per therm price (including base rates, cost of gas, and riders)
for a medium interruptible customer in January 2015 was approximately $0.54/therm. If a medium
interruptible customer used unauthorized gas in January 2015, they would have paid approximately
$5.54/therm for the unauthorized gas.



1. Elffects on Demand Entitlement

We are not opposed to the concept introduced by the Department that utilities
perform an evaluation at the end of each heating season to determine whether and to
what extent interruptible customers used gas during a curtailment period. When
considering the feasibility of a utility requirement to force an interruptible customer
onto firm service, however, the Company has significant concerns. The Company’s
concerns include the feasibility of a forced conversion under the capabilities of our
system, the costs and cost allocations that result from a forced conversion, the
upstream and downstream implications of increased firm load on our system, the
disruption of customer contracts, the timing constraints in a forced conversion, and
exposure to long-term interstate pipeline capacity costs and contracts.

Commission staff similarly echoes the Company’s concerns and need for caution in
their recently issued Staff Briefing Papers. Staff writes:

Each utility calenlates its needs for interstate pipeline capacity (demand entitlements)
based on its systens’s design day firm requirements, which include a reserve margin to
offset unexpected operational fluctuations. The utility’s annnal projected firm
requirement does not include any interruptible customers that conld be converted to
firm service. In order to fulfil [sic] its firm requirements after an interruptible
customer is converted to firm service and the utility’s reserve margin is reduced, the
utility may be challenged to meet its obligations during peak-day conditions. The
reserve margin may not be sufficient to serve interruptible customers that have been
converted to firm service on a system design day. PUC staff believes that caution
should be used in developing tariff language that converts an interruptible customer to
firm service during the winter heating season.s

If certain large-load interruptible customers were converted to firm service, the
Company anticipates that there would be immediate impacts to its demand
entitlement needs. We estimate our peak day entitlement on the number of
customers and average use per customer. The number of customers is a key
component to this calculation. By adding a new large customer to firm service, we
would generally need to buy more capacity on the upstream pipeline serving our
system. If the upstream pipeline is fully subscribed, they may need to build more
pipeline facilities.

¢ Docket No. G002/M-14-540, In the Matter of the Petition of Northern States Power Company for Modifications to the
Interruptible Service Tariffs. Minnesota Public Utilities Commission, Staff Briefing Papers at page 8. May 21,
2015.



2. Timing of Conversion

The Company has reviewed the Department’s discussion and concludes that it would
be unable to move a customer from interruptible to firm service by November 1 as a
fixed date annually in all circumstances. In some cases, a forced conversion would
require an extensive evaluation, followed by additional facilities investments to
provide the required capacity to meet large customers’ peak load demand. This
evaluation includes potential investments both upstream and downstream, where we
identify the need to construct intrastate or distribution pipeline to meet the additional
firm load. In some instances, such evaluation and eventual facilities construction
could not be achieved between the end of the heating season and the following
November 1.

3. Notice of Conversion

The Company believes there are many practical considerations that accompany
tforced conversion onto firm service. Providing advance notice to the customer is
one such consideration. At present, the Company has existing contractual duties to
its interruptible customers, which may include different provisions for minimum
notice periods. The Company has not to date undertaken a full review of all
interruptible service contracts with customers to identify where terms would be
affected by a forced conversion requirement and require modifications. Nor has the
Company surveyed its interruptible customers to determine the implications of
advance notice of a change of service associated with a forced conversion to firm
service.

Beyond providing notice, there are many other considerations from the perspective
of administering a forced conversion program, including the capabilities of our
current billing and customer tracking systems. It is not clear to the Company that
such significant effort is warranted where the total number of interruptible customers
is relatively low (less than 500 of a total customer count of almost 450,000).

4. Triggers for Removal or Conversion

The Company does not believe that a forced conversion is warranted after non-
compliance with a curtailment occurs once or twice during a season. There are other
potential metrics that could be applied which may be more appropriate, including a
review of the proportional usage between winter season usage and penalty gas usage
and a triggering ratio. A set number of days of non-compliance could potentially also
trigger a forced conversion. These metrics might be more successful at targeting



habitual offenders. Again, prior to conversion, an extensive evaluation would be
required to determine the impact of bringing on that customer’s firm load.

5. Term of Forced Conversion

When considering what time period a customer’s forced conversion should last, it is
imperative to include a thorough evaluation of the capabilities of our system and
what a conversion to firm service would entail for a specific customer. In some
instances, our system’s capabilities both upstream and downstream would not allow a
conversion to firm service without significant additional investment. The
implications of additional investments must be considered over time, and it is not
clear that the terms of conversion should be the same for each customer. Where
there is need for construction upstream, this would be on other companies’ facilities
and we would not control the process or timing of the construction project.

For example, if constructing additional facilities such as an interstate pipeline was
required to meet our obligation to provide firm service to a previously interruptible
customer, we would likely be subject to a 10-year capacity contract with the interstate
pipeline to pay for the construction. If the customer were only “firm” for a year,
other customers would have to absorb the costs of the construction contract for
years 2 through 10. We believe this forced conversion is contrary to the public
interest in two ways. First, we do not believe the public interest is supported by a
cost-shift from one non-compliant customer to all firm service customers. A
potential solution is to require the offending customer to remain a firm retail service
customer and therefore in a position to bear the 10-year contract costs for the full 10
years. Second, since interruptible customers provide benetfits to the system as a
whole, we do not believe a 10-year forced conversion onto firm service supports the
public interest

6. Reznstaterment Costs

We agree with the Department’s suggestion that the customer subject to the
conversion should be responsible for all costs of reconnection or reinstatement, and
that other customers should not bear the costs related to curbing unauthorized usage
by interruptible customers. We are less supportive of an additional obligation on the
utility to inspect or evaluate the customer’s back-up equipment, however. We believe
such a requirement is beyond the scope of the interruptible service relationship.



B.  Capacity Utilization Program

The Department recommends we request a variance for the five occasions where
Xcel Energy continued to use the Capacity Utilization Program during 2013-2014
after the expiration of the original accounting method pilot program. We apologize
for any oversight on our part because it was not clear to us that Commission approval
of the accounting method is or was required. To the extent that either an extension
or a variance is required, please consider this Reply our formal request for an
extension to provide explicit authorization for the Company to use the accounting
treatment under the Capacity Utilization Program in the five instances noted by the
Company.

Minn. R. 7829.3200 provides that the Commission may grant a variance to its rules if
it finds:

e Enforcement of the rule would impose an excessive burden upon the applicant
or others affected by the rule,

e Granting the variance would not adversely affect the public interest, and
¢ Granting the variance would not conflict with standards imposed by law.

Our request meets these standards, as discussed below.

1. Enforcement of the Rule Wonld Impose an Exccessive Burden upon the
Applicant or Others Affected by the Rule

Our natural gas customers have already been credited for the savings generated by the
transactions. To reverse the credit now would be a burden to customers.

2. The Public Interest is Served

An extended accounting treatment is supported by the public interest because the
Capacity Utilization Program benefits both natural gas and electric customers. Net
savings were returned to natural gas customers through the annual true-up calculation
and subsequent year’s true-up factors included in the Purchase Gas Adjustment
(PGA) calculations.

3. There is No Conflict with the Law

We are not aware of any legal standard that precludes the Commission from
approving this variance at this time.



C. Hedging

The Department recommends each utility that hedges (including physical and
financial hedges) continue to provide a post-mortem analysis, in a format similar to
what was provided in this docket, in subsequent AAA filings. The Company does
not oppose this recommendation.

D.  Contractor Main Strikes Reports

The Department recommends that the Commission require that all the utilities total
the gas costs in its Contract Main Strikes Report and also provide the allocation of
the gas costs credited to each class in its true up of commodity costs. The Company
does not oppose this recommendation on a going forward basis.

CONCLUSION

We appreciate the Department’s review of our Annual Report and True-Up, and we
respectfully request the Commission decline to require utilities to forcibly convert
interruptible customers to firm service for using unauthorized gas. We believe
penalty pricing is a superior solution to address unauthorized gas usage. We urge the
Commission to allow the Company time to observe and analyze the impact of our
increased penalty pricing on customer behavior.

Dated: May 15, 2015

Northern States Power Company
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/s/

SaGonna Thompson
Regulatory Administrator
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