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INTRODUCTION

Northern States Power Company (“Xcel Energy” or the “Company”), a Minnesota
corporation and wholly owned subsidiary of Xcel Energy Inc., submits to the
Minnesota Public Utilities Commission (“Commission”) these Comments regarding
the Commission’s March 30, 2007 Notice for Comments in the above referenced
Docket (the "Investigation Docket"). The Commission requested comments to help
determine whether the investigation into the usefulness of the fuel clause adjustment

("FCA") should be continued.

This docket was initiated in 2003 when the Commission requested general comments
to help define the scope and procedures for this inquiry into the FCA. Since that
time, Minnesota electric utilities have joined the Midwest Independent Transmission
System Operator Inc. ("MISO") regional transmission organization ("RTO") and
MISO has implemented its "Day 2" regional wholesale energy markets. The
Commission Order approving the recovery of most MISO Day 2 costs through the
FCA opened a separate docket associated with general industry structural issues
related to MISO, in which the Commission has ordered that many of the same FCA
issues be explored.’ As a result, Xcel Energy believes the Commission should close

! In the Matter of Xcel Energy’s Petition for Affirmation that MISO Day 2 Costs are Recoverable Under the
Fuel Clause Rules and Associated Variances ez al., Order Establishing Accounting Treatment for MISO Day 2 Costs,



the instant docket and address the issues posed in the Notice in the generic

proceeding ordered in the MISO FCA Order.
COMMENTS

1. General Comments

The Company believes the existing FCA mechanisms, which provide monthly
tracking of fuel and purchased energy costs, have worked well and continue to achieve
their intended purpose. In this regard, the Company believes a summary of the
comments it provided on July 11, 2003 in response to the Commission’s June 12,
2003 Notice of Comment, are useful here.

Minnesota electric utilities employ FCA mechanisms to recover the costs of fuel and
purchased power. Similar mechanisms are commonly used throughout the country,
even by non-jurisdictional utilities such as municipal utilities and cooperatives. While
the terms and conditions of FCA mechanisms vary, they are a reasonable and
appropriate method for cost recovery.

Minnesota statutes and MPUC rules govern the FCA currently employed by the
Company. These statutory and regulatory requirements were created in recognition of
the fact that fuel and purchased energy have unique characteristics compared to other
costs of providing electric service. These unique characteristics are:

e The costs are large and increasingly volatile.

e The cost are market-driven and therefore largely beyond the control of the
utility.

e The absence of a FCA cost-tracking and recovery mechanism would force
frequent general rate case filings, significantly adding to administrative and
regulatory costs without an off-setting ratepayer benefits.

Xcel Energy believes that these conditions continue to exist and, if anything, are
becoming more pronounced. Further, a monthly FCA -- especially a forecasted FCA
such as Xcel Energy employs in Minnesota -- provides better price signals to
customers, thereby encouraging more economically efficient consumption patterns.

The Commission indicated that it was seeking comment on whether the investigation
into the usefulness of the FCA should be continued, and if so what issues should be

Docket No. E002/M-04-1970 et al. (December 20, 2006) ("MISO FCA Otdet"). The MISO FCA Otrder
initiated an investigation into "the best methods for assuring low-cost electricity in Minnesota".



pursued. The Company believes the Investigation Docket can and should be closed
because any remaining issues will be addressed in the generic investigation ordered by
the MISO FCA Otrder or can be consolidated into that new investigation.

2. Response to Notice Questions

The Company offers the following response to the specific issues listed by
Commission in its March 30, 2007 Notice for Comment:

Incentives for controlling costs passed through the FCA

Incentive-based FCA mechanisms can be pursued in the investigation docket opened
by the MISO FCA Order. The Company is not opposed to consideration of an FCA
incentive mechanism. Indeed, our affiliate Public Service Company of Colorado
operates subject to such a mechanism today.

Price signals

While price signals can also appropriately addressed in the investigation docket
opened by the MISO FCA Order, the Company believes its forecast FCA provides
appropriate price signals by setting rates for ratepayers that reflect the seasonality in
fuel and energy market pricing. E.g., the forecast FCA tends to be highest for the
months where costs are forecast to be highest, so ratepayers are encouraged to
conserve.

Potential for fuel price manipulation

This issue is also appropriately addressed in the investigation docket opened by the
MISO FCA Otrder. The Company now operates in a wholesale electric energy market
where all market participants are required to bid available supplies into the market on
a day ahead and real time basis, subject to oversight by the MISO independent market
monitor as well as the Federal Energy Regulatory Commission under its Anti-Market
Manipulation and Market Behavior Rules.”

2 Probibition of Energy Market Manipulation, Order No. 670, 114 FERC 9 61,047 (20006); reb'g denied 114 FERC |
61,300 (2006). Otder No. 670 implemented new section 222 of the Federal Power Act ("FPA"), as added to the statutes
by the Energy Policy Act of 2005 ("EPAct 2005"). See Energy Policy Act of 2005, Pub. L. No. 109-58, 119 Stat. 594
(2005), sections 315 and 1283, respectively.



Alternative FCA mechanisms such as the banding approach adopted in Wisconsin

In addition to the potential for incentive FCA mechanisms, other alternative FCA
mechanisms, such as the banding approach adopted in Wisconsin, should be
addressed in the investigation docket opened by the MISO FCA Order. The
Company notes, however, that FCA banding methods like that now used by electric
utilities in Wisconsin are not the most appropriate fuel and energy cost mechanism
given current fuel and energy market dynamics. The experience of our utility affiliate
Northern States Power Company, a Wisconsin corporation ("NSPW") is illustrative.
NSPW filed general rate cases on June 1, 2001, 2003 and 2005. In the past, those rate
cases would establish the fuel cost recovery factor for a two-year period. However,
due to volatile fuel and purchased power prices, NSPW has needed to file to reset its
tuel recovery rates multiple times between its biennial rate cases due to under-
collection or over-collection of fuel and power costs. During the period between
June 1, 2001 — 2005, NSPW has also needed to file three times for an emergency rate
surcharge to recover higher than authorized fuel costs as a result of market volatility.

Indeed, the Public Service Commission of Wisconsin ("PSCW") has opened a docket
to explore changes to the existing fuel rules because it recognizes the current rules no
longer function well due to increased volatility of fuel costs and energy costs, citing
events such as implementation of MISO Day 2 market, increased demand on some
tuels, increased transportation of some fuels, and the effects of hurricanes on the
availability of some fuels (see PSCW Docket 1-AC-224). Because of the regulatory lag
inherent in the current fuel rules, and the potential for the customer to be harmed as
well as the utility, the utilities of Wisconsin submitted a joint proposal to incorporate a
plan year forecast and an after-the-fact reconciliation to eliminate regulatory lag and
ensure recovery of prudently incurred costs. The proposed mechanism is similar to
the Power Supply Cost Recovery ("PSCR") mechanism used in Michigan.

Data reporting including what is reported and how frequently

The Company notes that since the time the Investigation Docket was opened, all
electric utilities have significantly expanded reporting in both their monthly FCA
filings and Annual Automatic Adjustment of Charges ("AAA") reports to comply
with various Commission orders in the MISO Transfer Orders,’ the MISO FCA
Order, and annual AAA orders.” Specifically, the Company and other electric utilities
have added the following reporting requirements:

3 Docket No. E002/M-04-1970

4 Docket No. E,G999/AA-05-1403



e Annual Compliance Report in AAA (Docket No. E002/M-00-257);

e Annual Compliance Report in AAA (Docket No. E002/M-04-1970, ¢ 4/,
April 7, 2005, December 21, 2005 and February 24, 2000);

e Compliance Report in Monthly FCA Filing (Docket No. E002/M-04-1970 ez
al, April 7, 2005, December 21, 2005, February 24, 2006 and December 20,
2006

e 2005 MISO Day 2 Schedule 16 and 17 Monthly Refund Report in Monthly
FCA Filing (Docket No. E002/M-04-1970, December 20, 2006).

To the extent additional regulatory reporting is considered necessary, that issue can be
addressed in the investigation docket opened by the MISO FCA Order.

Regulatory oversight of FCA data reporting

The Company has fully complied with all the data reporting requirements, as
mentioned above. Specifically, the monthly FCA filing, the annual AAA, and various
MISO reporting requirements are already being met. As demonstrated by the
Department's review of utility AAA reports, the Joint Report submitted in the MISO
Day 2 FCA dockets, and the pending Department review of quarterly FCA
information in Docket No. E999/DI-0-7-301 (on the Commission agenda for the
May 3, 2007 hearing), there is significant regulatory oversight of utility fuel and

purchased energy costs.
Changes required in the FCA enabling statute; Minn. Stat. 216B.16, subd. 7

The Company does not believe any legislative changes are necessary at this time. As
the Commission is aware, the Office of Attorney General - Residential and Small
Business Utilities Division ("OAG") has filed an appeal of the MISO FCA Otxder,
asserting that recovery of MISO Day 2 costs through the FCA is not consistent with
the statute. Depending on the outcome of that appeal, it may be necessary to modify
the enabling statute.

Emission allowances and other environmental credits

As the Commission is aware from the Company's 2005 electric rate case (Docket No.
E002/GR-05-1428), the Company deferred revenues from the sale of emission
allowances for several years, and those revenues are now flowing back to ratepayers in
base rates.



The Company anticipates that appropriate regulatory accounting will need to be
developed for renewable energy credits ("RECs"). The Company believes issues
related to RECs should be addressed through an investigation or miscellaneous
docket focused specifically on RECs. Given the timing and need for accounting
certainty, this issue probably is not appropriate for the investigation docket opened by
the MISO FCA Otxder.

Other relevant issues

MISO has proposed to implement a "Day 3" centralized regional ancillary services
market ("ASM") under its TEMT in 2008. The ASM proposal is pending FERC
action at this time in Docket No. ER07-550-000. Implementation of the ASM raises
issues of FCA accounting and utility cost recovery analogous to the issues raised by
implementation of the MISO Day 2 wholesale energy market. These issues can
appropriately be addressed through an investigation or miscellaneous docket focused
specifically on ratemaking accounting for costs and revenues under the ASM market.
Given the timing of the expected start of the ASM and need for accounting certainty,
this issue probably is not appropriate for the investigation docket opened by the
MISO FCA Order.

CONCLUSION

Xcel Energy believes that the existing FCA mechanism is reasonable and appropriate
and continues to serve a useful ratemaking purpose. And, because of opportunity to
address the FCA issues in various other forums, such as the investigation docket

ordered by the MISO FCA Order or specific dockets related to accounting treatment

of RECs and the MISO ASM, we recommend that the 2003 Investigation Docket be
closed.

Dated: April 30, 2007

Northern States Power Company,
A Minnesota corporation and wholly
Owned subsidiary of Xcel Energy Inc.
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