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May 15, 2017 PUBLIC DOCUMENT

Daniel P. Wolf

Executive Secretary

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

St. Paul, Minnesota 55101-2147

RE:  PUBLIC Reply Comments of the Minnesota Department of Commerce, Division of
Energy Resources
Docket No. EO0O2/M-16-777

Dear Mr. Wolf:

Attached are the PUBLIC reply comments of the Minnesota Department of Commerce,
Division of Energy Resources (Department) in the following matter:

Petition of Xcel Energy for Approval of the Acquisition of Wind Generation from the
Company’s 2016-2030 Integrated Resource Plan.

The request for proposals (RFP) was filed on September 22, 2016, the petition for utility-
owned generation was filed on October 24, 2016 and the selection of projects from the RFP
was filed on March 15, 2017 by:

Aakash Chandarana

Regional Vice President
Northern States Power Company
414 Nicollet Mall

Minneapolis, MN 55401

The Department responds to issues raised by other parties in comments. The Department
recommends that the Minnesota Public Utilities Commission (Commission) approve the
petition with modifications. The Department’s team of Sue Peirce, Mark Johnson and myself
are available to answer any questions the Commission may have.

Sincerely,

/s/ STEVE RAKOW
Analyst Coordinator

SR/t
Attachment
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l. INTRODUCTION

On September 22, 2016, Northern States Power Company d/b/a Xcel Energy (Xcel or the
Company) filed a letter informing the Minnesota Public Utilities Commission (Commission)
that the Company issued a request for proposals (RFP) for wind resources that would
achieve commercial operation prior to December 31, 2020 in order to qualify for 100
percent of the current production tax credit (PTC). RFP bids were to be submitted to Xcel by
October 25, 2016.

On October 24, 2016, Xcel filed the Company’s Petition for Approval of the Acquisition of
Wind Generation from the Company’s 2016-2030 Integrated Resource Plan (Petition). The
Petition requested approval for the Company to build, own, and operate a 750 MW portfolio
consisting of four separate self-build wind projects. The Petition also indicated that Xcel
would supplement the Petition in the first quarter of 2017, after the Company evaluated
bids received in response to the pending RFP.

On November 4, 2016, the Commission issued a notice indicating that no comment period
was being established on the Petition.

On November 17, 2016, the Company provided a corrected Attachment C to the Petition.
On January 4, 2017, Xcel filed a progress report regarding the RFP.

On March 14, 2017, Xcel filed the Company’s Application for Consideration of a Resource
Treatment Framework to Address Jurisdictional Cost Allocation Issues, a petition originally

filed December 31, 2016 in Docket No. EO02/M-16-223.

On March 15, 2017, Xcel filed the Company’s Supplement: Wind Generation Acquisition
(Supplement).

On March 20, 2017, the Commission issued its Notice of Comment Period on Petition on
various issues concerning Xcel's total proposed portfolio of 1,550 MW of wind, providing the
due dates of May 1, 2017 for comments and May 15, 2017 for reply comments.
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On April 3, 2017, Xcel filed a letter (April 3 Letter) regarding the application of Minnesota
Statutes § 216B.50 and Minnesota Rule 7825.1800 to the Petition and the Supplement.

On April 7, 2017, the Commission issued a Revised Notice of Comment Period on Petition
(Notice), maintaining the due dates for comments but expanding the topics open for
comment.

On May 1, 2017, comments were filed by the following parties:

Clean Energy Organizations;1

Department;

Geronimo Energy;

Laborers District Council of Minnesota and North Dakota;

Minnesota Chamber of Commerce (Chamber); and

Office of Attorney General—Residential Utilities and Antitrust Division (OAG).

Below are the Department’s reply comments.

Il. REPLY TO PARTIES
A. RES ANALYSIS

Xcel requested that the Commission “confirm that the 1,550 MW proposed wind portfolio is
a reasonable and prudent way to continue to meet the obligations under Minnesota’s
Renewable Energy Standard (RES)” under Minnesota Statutes §216B.1691. The
Department’s May 1, 2017 comments stated “at this time the Department has requested
further information regarding the Company’s response to Commission Information Request
No. 6 and will provide a complete RES [renewable energy standards] analysis in reply
comments.” The Department continues to evaluate Xcel’s response to Commission IR No.
6, and expects to offer supplemental comments on this issue.

B. PROJECT VIABILITY CONCERNS

The Clean Energy Organizations recommended that the Commission:
Require Xcel to notify the Commission if, for any reason, one or
more of the projects in its proposed portfolio fall through. The
notification shall identify a list of alternative projects that could

replace the lost capacity.

Currently, in the Supplement Xcel committed to:

1The Clean Energy Organizations are Fresh Energy, Minnesota Center for Environmental Advocacy, Sierra Club,
and Wind on the Wires.
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. filing a project progress report with the Commission in
January 2018. This report will allow the Company to raise any
viability concerns that arise with any of the projects, and will
give the Company and Commission the opportunity to address
those concerns in a timely fashion.

The Department understands the Clean Energy Organizations’ recommendation to extend
Xcel’s proposal to include both a one-time status report and an on-going obligation to report
project failures. The Department concludes that it is reasonable to require the Company to
report, both annually and on an ongoing basis until the projects are in-service, any project
failures or material delays, along with the options available to the Commission to remedy the
failure. In support of this recommendation, the Department notes that the production tax
credit (PTC) ramp down indicates that replacement projects are likely to be considerably
more expensive than the current projects. Further, projects from the recently concluded RFP
process may no longer be available.

C. SHARED SAVINGS MECHANISM
The OAG’'s comments concluded:

...these Comments focus on the Company’s proposal to be
granted guaranteed cost recovery from ratepayers of the entire
amount of projected project costs. The Commission should not
approve such a mechanism. Instead, the Commission should
approve a hard cap, on an individual project level, with a 95/5
shared savings mechanism for cost savings ...

The Commission should approve this mechanism and retain an
independent consultant to design the details, with parties’
input.

The Department’s overall concern regarding any modification to a proposed bid is the
integrity of the resource acquisition process. While the Department recognizes the
Commission’s ability to modify petitions, such modifications can lead to problems if the
modifications undermine the resource acquisition process.

As has been made clear by Xcel, time is of the essence in this proceeding. Taking the time
to design a shared savings mechanism, only to find out that the mechanism might cause
Xcel to terminate one or more of the proposed projects would be problematic in that the PTC

ramp down indicates that replacement projects are likely to be considerably more
expensive.

However, as discussed further below under Section “Ongoing Operation and Maintenance
Costs” the Department recommends that the Commission hold Xcel accountable to the
costs it proposes in this proceeding, using a method similar to the Commission’s ratemaking
principles in a recent acquisition process for Xcel.
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D. 5-YEAR LEVELIZATION

The Chamber’'s comments recommended that the Commission “levelize the revenue
requirements for the first five years.” The Department experimented with this idea by
levelizing costs that would be charged to ratepayers for the first five full years of operation
for two proposed projects—Foxtail and Freeborn. The result was that rates would decrease
in years one and two for one project and in years one to three for the other, while rates
would increase in the remaining years. Overall, the effect of the levelization process was
that ratepayers would initially “borrow” an amount equal to the difference between the
actual revenue requirements and the levelized payment from the Company at the discount
rate. Ratepayers would then repay the “borrowed” funds in the later years. The discount
rate, Xcel’s overall cost of capital, is higher than the inflation rate. Thus, the result means
that ratepayer costs, in real dollars would be increased by the levelization process.

As demonstrated by Chart 2 in the Department’s May 1, 2017 comments, there is a spike in
costs in the first few years that a levelization approach could mitigate. However, the larger
issue is the significant increase in annual revenue requirements once the production tax
credits stop. The Chamber’s proposal would not address the larger issue. Nor has the
Chamber explained why it is reasonable to require ratepayers to borrow money from Xcel at
the Company’s approved rate of return.

This approach is discussed further under the Section below, “Ongoing Capital and
Maintenance Costs”.

E. CURTAILMENT

While preparing these reply comments the Department noted an error in the Department’s
comments in the calculation of the impact of curtailment on the levelized cost of energy
(LCOE). The error overstated the impact of curtailment.2 The corrected estimates of the
impact of curtailment are included in Table 1 below, along with an additional row
demonstrating the impact of an 8 percent annual curtailment for all projects, due to Xcel
underestimating the degree of curtailment.

2 Technically the Department included the adjustment necessary for a Company-owned project (a reduction in
a benefit line) and the adjustment necessary for a power purchase agreement project (an increase in a cost
line) in all projects.
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Table 1: Curtailment and LCOE ($/MWh)
[TRADE SECRET DATA HAS BEEN EXCISED]
F. ON-GOING CAPITAL AND OPERATION AND MAINTENANCE COSTS
1. Background
The Chamber recommended that:

Since the Company has gained significant experience with wind
projects, it may be reasonable to expect that it has a solid
ability to project O&M and ongoing capital costs, especially
since most of the costs are associated with insurance and
maintenance agreements, which typically have built in
escalation factors. Since the specific self-build projects were
chosen over other competitively priced proposals, the
Commission may want to consider cost caps for on-going O&M
and capital costs based on the Company projects provided in
this docket.

So that the Commission and parties can understand the various costs included in Xcel's
LCOE model and their magnitude, the Department provides a detailed cost breakdown for
Xcel’'s proposed Freeborn Wind Project (Freeborn). In terms of net present value (NPV) of
the revenue requirements per MWh, the LCOE before tax benefits of Freeborn is [TRADE
SECRET DATA HAS BEEN EXCISED] Of the total, Xcel's LCOE model estimates that:

[TRADE SECRET DATA HAS BEEN EXCISED]

This result demonstrates that capital related revenue requirements along with O&M
expenses are estimated by Xcel to be the most important considerations in determining the
LCOE.

Of the [TRADE SECRET DATA HAS BEEN EXCISED] Xcel’'s LCOE model estimates that:
[T TRADE SECRET DATA HAS BEEN EXCISED]

To provide a breakdown of the relative importance of the initial capital expenditure versus
the estimated on-going capital expenditure, the Department converted both figures into real
(2016) dollars. The two types of expenditures amount to [TRADE SECRET DATA HAS BEEN
EXCISED] The initial capital investment amounts to [TRADE SECRET DATA HAS BEEN
EXCISED] of the total capital expenditure and the estimated on-going capital investment
amounts t [TRADE SECRET DATA HAS BEEN EXCISED] of the total capital expenditure. Thus,
the initial capital expenditures are estimated to be far more important than on-going capital
expenditures.

2. Department Analysis
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Regarding how these types of expenditures are currently treated by the Department in rate
recovery proceedings, a recent example can be found in the June 14, 2016 Direct Testimony
of Nancy A. Campbell (Campbell Direct) in Docket No. EO02/GR-15-826.3 The Campbell
Direct at pages 41 to 45 addressed nuclear 0&M expenses. In essence, the O&M expenses
were reviewed by the Department due to Xcel's proposed high cost recovery in the test year
amounts, compared to the amounts approved by the Commission in Xcel’s certificates of
need. Since Xcel did not show why the high costs were reasonable to charge to ratepayers,
the Department recommended use historical data to determine a reasonable level of O&M
expenses. The Campbell Direct at pages 83 to 96 reviewed ongoing nuclear capital
expenditures. In this case, the capital expenditures were reviewed due to Xcel notifying the
Commission of significant cost overruns (above the amounts used in the certificate of need
filing).

The last thing to note is that the Campbell Direct at page 43 recognized a tradeoff between
0&M expenses and capital expenditures:

...when significant amount of a plant is replaced, there is an
expectation that O&M expenses should decrease because the
new plant would presumably require less maintenance during
the earlier years of the plant or plant replacement.

Therefore, while focusing on initial capital expenditures appears to be reasonable at first
glance since capital expenditures represent a majority of the revenue requirements (see the
discussion above), there is an O&M versus capital trade off. This trade off can lead to a
misalignment between the Company’s incentives and ratepayer costs.

A cap on recovery related to capital expenditures only, as Xcel proposes, would create an
incentive for the Company to reduce capital expenditures even if the result is higher O&M
expenditures. Under the Company’s proposal, the Company would be able to retain the
revenues related to any reduction in capital expenditures and ratepayers would not see any
reduction related to the capital expenditures (because ratepayers are charged the same
amount regardless of actual expenditures, absent a capital true-up). However, ratepayers
would be liable for any resulting increase in O&M expenditures that are included in rate
cases or eligible for rider recovery. Furthermore, it is possible that a reduction in capital
expenditures—either initial or on-going capital—would translate into a lower level of energy
production, further increasing the per-MWh cost of Xcel’s self-build projects.# Therefore, the
Company’s proposal creates the opportunity for the Company to increase profits by
decreasing capital expenditures but increase per MWh costs charged to ratepayers by
creating a resulting increase in O&M costs and a decrease in energy production.

3 All references are to the public version of the Campbell Direct.

4 A decrease in energy production related to decreased capital expenditures would be a lesser issue for a
combustion turbine (peaking) unit such as Black Dog # 6 that Xcel used as a model for the proposal in this
proceeding is of lesser concern since CT units have a much lower capacity factor than wind units.
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There are alternatives to Xcel’s proposal available that might better manage this trade off.
One alternative would be to modify Xcel’s recovery to be a levelized per MWh payment—the
LCOE has already been estimated by Xcel for all projects. This approach would resolve the
tradeoffs between energy production, 0&M expenses, and capital expenditures. It would
also resolve any perceived intergenerational-equity issues over the life of the project.>
However, as discussed above, this approach would also result in ratepayers, in essence,
acting as a bank—at times borrowing from Xcel and at times lending to Xcel, all using the
Company’s rate of return as the interest rate. The amounts borrowed/lent are equal to the
difference between the levelized cost and the actual cost.

Furthermore, if this alternative were to be pursued, the issue of energy curtailment would
have to be addressed. There are times when it would be cheaper to curtail energy
production rather than continue to produce energy. Xcel's power purchase agreements
recognize this fact through a curtailment provision; however, it would take time to develop a
similar provision for Xcel-owned projects to ensure that this alternative would function
properly. Also, such an approach might incentivize cost reductions in areas where such
reductions may be counter-productive, such as reducing the level of insurance.

To implement this approach the Commission would have to order Xcel’s recovery to be a per
MWh payment equal to the LCOE calculated by the Company and also order the
development of a curtailment payment process.

A second alternative would be to modify Xcel’s recovery to use the Commission’s standard
approach, but extended and modified. Currently, ratepayers pay the revenue requirements
for actual capital expenditures, subject to a soft cap. Under the soft cap process, the
Company can recover revenue requirements for capital expenditures up to the level in the
resource acquisition process in a rider filing. Only in a rate case can any overruns be
requested. During the rate case, for any cost overruns to be recoverable the Company has
to demonstrate that the cost overruns could not have been anticipated during the resource
acquisition process. This soft cap applies to both the initial capital cost estimate and to the
estimate of on-going capital expenditures. The extension would be to apply the cap to O&M
expenditures as well. The modification would be to use Xcel’s proposal to fix payments to
Xcel at the levels proposed, but for both the capital and O&M cost categories. This approach
would address the tradeoff between O&M and capital expenditures.

Further, this approach would be consistent with the Commission’s ratemaking directives in
Xcel's competitive resource acquisition process. Specifically, the Commission put Xcel on
notice regarding the following ratemaking principles:

A. ... Xcel shall be held to the prices and terms used to
evaluate each bid for the purpose of cost recovery from
Xcel ratepayers. Ratepayers must not be put at risk for
costs that are higher than bid or for benefits assumed in

5 “Intergenerational-equity issues over the life of the project” refers to the fact that some ratepayers will pay
significantly more for energy from the proposed projects than others merely due to using energy in the last
years of the projects life rather than in the early years.
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bids that do not materialize. If actual costs are lower than
bid, the bidders should be allowed to keep those savings.

B. The agreements must provide terms that sufficiently
protect ratepayers from risks associated with the non-
deliverability of accredited capacity and/or energy from
the project(s) as proposed.

C. The Commission is unlikely to find it reasonable for Xcel to
enter into an agreement in which negotiated terms shift
risk or unknown costs to ratepayers. ©

The principles above did not identify only capital costs; in fact, item C is clear that Xcel is
responsible for justifying increases in any costs the Company would propose to charge to
ratepayers. Thus, the Department concludes that the Commission should apply these
principles to Xcel’s selected projects.

To implement this approach the Commission would have to order the Company to report in
future rate cases the O&M and capital expenditure amounts used to develop the LCOEs
used in this proceeding and require the use of the Commission’s standard soft cap
approach for both 0&M and capital costs.”

Therefore, the Department recommends that the Commission require Xcel to account,
clearly and separately, for all costs, including costs related to capital, operation and
maintenance expense, and any other costs related to these facilities, throughout the lives of
the facilities, to allow for a comparison between the proposed and actual costs.

This approach may not address intergenerational equity issues but would avoid issues
relating to ratepayers lending to/borrowing from Xcel amounts equal to the difference
between actual costs and levelized costs at the Company’s rate of return. By focusing on
both of the major cost categories, O&M and capital, this approach would not involve the
potential for creating counter-productive incentives in the smaller cost categories.
Furthermore, if this alternative were to be pursued the issue of energy curtailment would not
have to be addressed at this time.

Considering the benefits and costs of the two alternatives, Xcel’s proposed cost recovery,
and the need to arrive at a decision in a timely manner, the Department recommends that
the Commission follow the second approach—extending the current soft cap approach to
cover O&M expenditures as well and modifying it to fix ratepayer payments to Xcel at the
levels in Xcel’s proposals. The Department concludes that this approach is consistent with
the ratemaking principles the Commission previously set out in Docket EO02/CN-12-1240,
but the clarification that O&M costs are included is helpful. As noted in comments, the

6 Page 5 of the Commission’s February 5, 2015 Order Approving Power Purchase Agreement with Calpine,
Approving Power Purchase Agreement with Geronimo, and Approving Price Terms with Xcel, In the Matter of
the Petition of Northern States Power Company d/b/a Xcel Energy for Approval of Competitive Resource
Acquisition Proposal and Certificate of Need. Docket No. EO02/CN-12-1240.

7 These amounts are available in the Company’s response to Department Information Request No. 10.
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Department will make a final recommendation upon review of data to be supplied by Xcel in
reply comments and its review of the RES requirements.

M. DEPARTMENT RECOMMENDATION

The Department recommends that the Commission:

approve New Lake Benton under § 216B.50;

approve a variance from Minnesota Rules 7825.1800 (B) for New Lake Benton;

put Xcel on notice that:

o0 the Commission will hold Xcel accountable for the prices and terms used to
evaluate each of the selected projects for the purpose of cost recovery from
Xcel ratepayers;

0 ratepayers will not be put at risk for any costs that are higher than bid or for
assumed benefits that do not materialize;

0 ratepayers must be sufficiently protected from risks associated with
the non-deliverability of accredited capacity and/or energy from the
projects;

e allow Xcel to retain any savings resulting from actual costs that the Company
demonstrates are lower than bid;

e require Xcel to account, clearly and separately, for all costs, including costs

related to capital, operation and maintenance expense, and any other costs

related to these facilities; and

e require Xcel to file a progress report in January, 2018.

In addition, the Department recommends the Commission order Xcel to report in its monthly
fuel clause filings and annual automatic adjustment (AAA) filings the amount of any
curtailment payments, along with explanations for the curtailments.

Based upon the above analysis, the Department also recommends that the Commission
require the Company to report, until the projects are in-service, project failures along with
the options available to the Commission to remedy the failure.

The Department intends to provide supplemental comments as to whether or not Xcel's
proposed portfolio is a reasonable way to meet the requirements of the RES.

/It
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sean.stalpes@state.mn.us

Public Utilities Commission

121 E. 7th Place, Suite
350

Saint Paul,
MN
55101-2147

Electronic Service

Yes

OFF_SL_16-777_Official

Byron E.

Starns

byron.starns@stinson.com

Stinson Leonard Street LLP

150 South 5th Street
Suite 2300
Minneapolis,
MN
55402

Electronic Service

No

OFF_SL_16-777_Official

Donna

Stephenson

dstephenson@grenergy.co
m

Great River Energy

12300 EIm Creek
Boulevard

Maple Grove,
MN
55369

Electronic Service

No

OFF_SL_16-777_Official

John Linc

Stine

john.stine@state.mn.us

MN Pollution Control
Agency

520 Lafayette Rd

Saint Paul,
MN
55155

Electronic Service

No

OFF_SL_16-777_Official

James M.

Strommen

jstrommen@kennedy-
graven.com

Kennedy & Graven,
Chartered

470 U.S. Bank Plaza

200 South Sixth Street|

Minneapolis,
MN
55402

Electronic Service

No

OFF_SL_16-777_Official

Robert

Stupar

rob.stupar@enel.com

Enel Green Power North
America, Inc.

816 Connecticut Avenue
NW
Suite 600
Washington,
DC
20006

Electronic Service

No

OFF_SL_16-777_Official

Eric

Swanson

eswanson@winthrop.com

Winthrop Weinstine

225 S 6th St Ste 3500
Capella Tower
Minneapolis,
MN
554024629

Electronic Service

No

OFF_SL_16-777_Official
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Steve

Taylor

steve.taylor@co.sherburne.
mn.us

Sherburne County

13880 Hwy 10

Elk River,
MN
55330

Electronic Service

No

OFF_SL_16-777_Official

Douglas

Tiffany

tiffa002@umn.edu

University of Minnesota

316d Ruttan Hall
1994 Buford Avenue
St. Paul,
MN
55108

Electronic Service

No

OFF_SL_16-777_Official

Erik J

Tomlinson

erik@sourcewater-
solutions.com

SourceWater Solutions

500 Robert St N Unit 508

Saint Paul,
MN
55101-4455

Electronic Service

No

OFF_SL_16-777_Official

Jessica

Tritsch

jessica.tritsch@sierraclub.o
g

Sierra Club

2327 E Franklin Ave

Minneapolis,
MN
55406

Electronic Service

No

OFF_SL_16-777_Official

Erin

Vaughn

evaughn@shb.com

Shook, Hardy &Bacon
L.L.P.

2555 Grand Blvd.

Kansas City,
MO
64108

Electronic Service

No

OFF_SL_16-777_Official

Lisa

Veith

lisa.veith@ci.stpaul.mn.us

City of St. Paul

400 City Hall and
Courthouse
15 West Kellogg Blvd.
St. Paul,
MN
55102

Electronic Service

No

OFF_SL_16-777_Official

Kodi

Verhalen

kverhalen@briggs.com

Briggs & Morgan

2200 IDS Center
80 South Eighth Street
Minneapolis,
Minnesota
55402

Electronic Service

No

OFF_SL_16-777_Official

Julie

Voeck

julie.voeck@nee.com

NextEra Energy
Resources, LLC

700 Universe Blvd

Juno Beach,
FL
33408

Electronic Service

No

OFF_SL_16-777_Official

Scott

Weicht

sweicht@a-p.com

Adolfson & Peterson

6701 West 23rd St

Minneapolis,
MN
55426

Electronic Service

No

OFF_SL_16-777_Official

Jason

Willett

jason.willett@metc.state.m
n.us

Metropolitan Council

390 Robert St N

Saint Paul,
MN
55101-1805

Electronic Service

No

OFF_SL_16-777_Official
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Samantha

Williams

swilliams@nrdc.org

Natural Resources Defense
Council

20 N. Wacker Drive
Ste 1600
Chicago,

IL
60606

Electronic Service

No

OFF_SL_16-777_Official

Alexis

Williams

williams@fresh-energy.org

Fresh Energy

408 St. Peter St Suite 220

St. Paul,
MN
55102

Electronic Service

No

OFF_SL_16-777_Official

Cam

Winton

cwinton@mnchamber.com

Minnesota Chamber of
Commerce

400 Robert Street North
Suite 1500
St. Paul,
Minnesota
55101

Electronic Service

Yes

OFF_SL_16-777_Official

Daniel P

Wolf

dan.wolf@state.mn.us

Public Utilities Commission

121 7th Place East
Suite 350
St. Paul,
MN
551012147

Electronic Service

Yes

OFF_SL_16-777_Official

Charles

Zelle

charlie.zelle@state.mn.us

Department of
Transportation

MN Dept of Transportation
395 John Ireland Blvd
St. Paul,
MN
55155

Electronic Service

No

OFF_SL_16-777_Official

Jonathan G.

Zierdt

jzierdt@greatermankato.co
m

Greater Mankato Growth

1961 Premier Dr Ste 100

Mankato,
MN
56001

Electronic Service

No

OFF_SL_16-777_Official

Patrick

Zomer

Patrick.Zomer@lawmoss.c
om

Moss & Barnett a
Professional Association

150 S. 5th Street, #1200

Minneapolis,
MN
55402

Electronic Service

No

OFF_SL_16-777_Official
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