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Northern States Power Company, doing business as Xcel Energy, submits to the 
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variance to the Purchased Gas Adjustment (PGA) Rules to allow recovery of a 
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  DOCKET NO. G002/M-17-___ 
 

PETITION 

 
INTRODUCTION 

 
Northern States Power Company, doing business as Xcel Energy, submits to the 
Minnesota Public Utilities Commission this Petition for approval of a one-year 
variance to the Purchased Gas Adjustment (PGA) Rules to allow recovery of a 
storage-related cost of natural gas – specifically, a property tax on the Company’s 
natural gas for use for its retail natural gas customers stored in the state of Kansas – 
through the PGA.   
 
Natural gas storage plays a vital role in maintaining the reliability of supply needed to 
meet the demands of our customers – serving as “insurance” against unforeseen 
circumstances, such as the 2014 Trans-Canada pipeline issue that threatened natural 
gas supply for tens of thousands of people, natural disasters, or other occurrences that 
may affect the production, delivery, or availability of natural gas when it is needed.  
Storage also plays a role in providing price stability for customers, as we store gas in 
summer months and withdraw for use in winter months as a response to fluctuating 
gas prices.  Most often, gas storage plays a critical role ensuring service reliability as 
winter weather conditions change throughout the day.  For example, we rely on 
storage to supplement our purchased gas supplies on days when temperatures are 
lower than forecasted (and thus demand is higher than forecasted).  Storage flexibility 
is a critical tool for providing reliable service to our customers.  Furthermore, given its 
strategic value and practical customer benefits, storage is a primary method we 
employ to reduce our exposure to supply and price risks associated with unforeseeable 

 



market conditions or events.   
 
The Commission examined this issue in 2015 and varied its rules to allow recovery of 
the current year assessed Kansas natural gas storage tax, and for five years to allow 
amortized recovery of the 2009-2014 lump-sum assessed tax through the PGA – 
finding that by distinguishing the prospective and retrospective variance periods, the 
variances will not adversely affect the public interest.1  In approving the variance for 
current year storage tax costs, the Commission found that denial would unreasonably 
burden ratepayers by temporarily disguising the true cost of their natural gas – 
resulting in an efficient natural gas use.  The Commission also found that denial of the 
variance would discourage the Company from moderating price volatility with storage, 
which benefits customers.  The Commission limited, however, the prospective 
recovery variance to one year to encourage the Company to evaluate the costs of 
other options as portions of its current storage entitlements come up for renewal in 
2017 and 2018.   
 
Minn. Stat. § 216B.16, subd. 7 allows for recovery of “direct costs for natural gas 
delivered.”2  Similarly, the Commission’s rules allow PGA recovery of costs associated 
with “gas supplies and supply-related services that are a function of the volume of gas 
taken,” as are transportation, commodity gas, and storage-related costs, such as 
storage injection and withdrawal.3  In fact, with the exception of the tax on natural gas 
that we store on the Northern Natural Gas (Northern) system in Kansas, the costs of 
storage are included as a cost of gas from suppliers and included in the PGA.   
 
This is only an issue because the Kansas storage charges are not part of a bundled 
service from our natural gas supplier.  Specifically, Minn. R. 7825.2400, subd. 12 
identifies several FERC accounts that are automatically incorporated by reference into 
the cost of purchased gas.  Although the Commission’s rules contemplate PGA 
recovery of costs associated with natural gas service and storage, an accounting 
technicality requires the Kansas charges to be classified as a property tax, which is not 
one of the FERC accounts identified in the Rule.  
 
In this Petition, we seek a variance to the Commission’s PGA rules to allow the 
Company to continue to collect this storage cost from Minnesota customers by 
granting a one-year variance to Minn. R. 7825.2400, subp. 12 to allow inclusion of the 
2017 Kansas property tax expense as a component of the cost of gas supply.  As 

1 See ORDER VARYING MINN. R. PART 7825.2400 AND REQUIRING FILINGS, Docket No. G002/M-15-149 
(October 21, 2015). 
2 Energy and emission control products cost adjustment.   
3 Minn. R. 7825.2400, subp. 6d. 
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described below, we detailed the costs of the alternative gas storage facilities and 
determined that continuing the use of the Northern gas storage facilities remains the 
most economical option for our customers.   
 
In this Petition, we describe why it is appropriate to recover this tax as part of the 
PGA, summarize our efforts to appeal the application of this tax to natural gas we 
hold in storage on the Northern system, and outline the 2017 costs we propose to 
include as a component of the cost of gas on customer bills.   
 
I. SUMMARY OF FILING 
 
Pursuant to Minn. R. 7829.1300, subp. 1, a one-paragraph summary of the filing 
accompanies this Petition.  
 
II.    SERVICE ON OTHER PARTIES 
 
Pursuant to Minn. R. 7829.1300, subp. 2, the Company has served a copy of this 
petition on the Department of Commerce and the Office of the Attorney General – 
Antitrust and Utilities Division.  A summary of the filing has been served on all 
parties on the Company’s miscellaneous gas service list. 
 
III. GENERAL FILING INFORMATION 
 
Pursuant to Minn. R. 7829.1300, subp. 3, the Company provides the following 
information. 
 
A. Name, Address, and Telephone Number of Utility 
 Northern States Power Company 

414 Nicollet Mall 
 Minneapolis, MN 55401 
 (612) 330-5500 
 
B. Name, Address, and Telephone Number of Utility Attorney 
 Mara K. Ascheman 

Senior Attorney 
Xcel Energy 
414 Nicollet Mall, 401 8th Floor 
Minneapolis, MN 55401 
(612) 215-4605 
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C. Date of Filing and Date Modified Rates Take Effect 
 
The date of this filing is June 28, 2017.  The Company respectfully requests that the 
Commission approve a one-year variance to its rules as proposed by the Company.  
The Company proposes to implement recovery of 2017 tax amounts November 1, 
2017 by collecting a portion monthly through the PGA. 
 
D. Statute Controlling Schedule for Processing the Filing 
 
The applicable statute is Minn. Stat. § 216B.16, subd. 7, which governs the recovery of 
costs through energy cost adjustment clauses.  The proposed variance to Minn. R. 
7825.2400, subp. 12 discussed in the Petition falls within the definition of a 
Miscellaneous Filing, under Minn. R. 7829.0100, subp. 11, because no determination 
of Xcel Energy’s general revenue requirement is necessary.  Minn. R. 7829.1400, 
subps. 1-4 permits comments in response to a miscellaneous filing within 30 days of 
filing, with reply comments 10 days thereafter.   
 
E. Utility Employee Responsible for Filing 

Lisa Peterson 
 Manager, Regulatory Analysis 

Xcel Energy 
414 Nicollet Mall, 401 7th Floor 
Minneapolis, MN 55401 
(612) 330-7681 

 
IV. MISCELLANEOUS INFORMATION 
 
Pursuant to Minn. R. 7829.0700, the Company requests that the following persons be 
placed on the Commission’s official service list for this proceeding: 
 

Mara K. Ascheman Carl Cronin 
Senior Attorney Regulatory Administrator 
Xcel Energy Xcel Energy 
414 Nicollet Mall, 401 8th floor 414 Nicollet Mall, 401 7th Floor 
Minneapolis, MN 55401 Minneapolis, MN 55401 
mara.k.ascheman@xcelenergy.com regulatory.records@xcelenergy.com 

 
Any information requests in this proceeding should be submitted to Carl Cronin at 
the Regulatory Records email address above. 
 
 

4 



V. DESCRIPTION AND PURPOSE OF FILING    
 
The Company requests approval of a variance from Minn. R. 7825.2400, subp. 12, 
which specifies the FERC accounts automatically included in the “cost of purchased 
gas,” to allow recovery of the Kansas property tax on the Company’s natural gas 
stored in the state of Kansas through the PGA tariff provisions contained in the 
Company's Natural Gas Rate Book.   
 
A. Background 
 
The State of Kansas has had a property tax on underground storage inventories for 
many years.  The history of the application of the property tax to out-of-state public 
utilities has a complex history.  Interstate pipelines began challenging the tax in the 
early 1990s with varying degrees of success.  In the mid-2000s, we along with a large 
group of other utilities challenged the tax, and ultimately prevailed in a 2007 Kansas 
Supreme Court decision.  During this time, we petitioned for and received variances 
from the Commission’s Rules and collected for the tax through the PGA – which we 
refunded to customers in 2007, upon the tax being overturned.4    
 
In 2009, the Kansas legislature modified the enabling statute to allow collection of this 
inventory tax from public utilities based outside of Kansas.5  Similar to 2004, we and 
several other utilities storing gas in a Northern underground storage facility challenged 
the application of the tax to out-of-state public utilities.  Despite vigorously appealing 
the tax, in October 2014, the Supreme Court of the United States of America denied 
certiorari, resulting in assessment of the tax on out-of-state public utilities being 
upheld – marking the end of our available legal avenues to challenge the tax’s 
applicability to the Company.6  With our legal avenues fully exhausted, all tax amounts 
from the point of the 2009 statutory change to the present became due.   
 
On February 6, 2015 we submitted a Petition seeking a variance to the Commission’s 
rules to prospectively, and retrospectively for 2009-2014, recover the tax through the 
PGA in Docket No. G002/M-15-149.  The Commission approved our request in its 
October 21, 2015 Order, granting variances for lump sum recovery of the 2009-2014 
tax amounts amortized over five years, and a one-year prospective variance for 2015 
tax amounts.  The Commission also required the Company to submit information 
regarding its storage contracts with Northern Natural Gas Company and its 

4 Docket Nos. G002/M-05-534, G002/M-06-905, and G002/M-07-621. 
5 K.S.A § 79-5a01. 
6 Missouri Gas Energy v. State of Kansas, Div. of Property Valuation, 135 S.Ct. 151 (2014). 
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arrangements and agreement between its retail natural gas and electric generation 
operations, which it did November 20, 2015. 
 
On May 3, 2016, we submitted a Petition for approval of a one-year variance to the 
PGA Rules in Docket No. G002/M-16-396.  The Commission approved our Petition 
in its July 19, 2016 Order with the following conditions: 

•    Granted Xcel a one-year variance to Minn. Rule 7825.2400, subp. 12 to allow recovery 
in the PGA of ad valorem taxes related to natural gas storage for retail natural gas 
operations. 

•   Directed Xcel to include the Kansas property tax as a separate line item in its monthly 
PGA. 

•    Required Xcel to list the Kansas property tax costs and revenues as separate line items in 
the Annual Automatic Adjustment report and PGA True-Up filings as well as in the 
Company’s Schedule C, Schedule D page 1 through 2 of 4 and page 4 of 4. 

•    Required Xcel to submit a report with its Annual Automatic Adjustment and True-Up 
report detailing the total amount paid to Kansas and collected from ratepayers during the 
gas year. 

•    Required Xcel, in its next request for a variance to Minn. Rule 7825.2400, subp. 2, to 
provide a discussion of the storage alternatives examined and its efforts to obtain the most 
cost-effective storage options. 

 
We are complying with the first four bullet items, and include our discussion of the 
storage alternatives examined and efforts to obtain the most cost-effective storage 
options in this Petition in Section E below. 
  
We also provide a more detailed background and procedural history as Attachment A 
to this Petition.     
 
B. The Tax on Storage Volumes is a Cost of Gas 
 
Minn. Stat. § 216b.16, subd. 7 permits “automatic adjustment of charges for public 
utility service in direct relation to changes in…(2) direct costs for natural gas 
delivered.”  Similarly, Minn. R. 7825.2400, subd. 6d defines “commodity-delivered gas 
cost” as the “portion of the cost of purchased gas charged a distributing gas utility for 
its gas supplies and supply-related services…that is a function of the volume of gas 
taken.”  The Kansas tax fits this description.   
 
The Kansas tax is based on the volume and prevailing market price of the natural gas 
we have held in storage to provide natural gas service to our retail customers.  It is a 
direct cost of natural gas delivered, and is one component of the costs of purchased 
gas that we incur on behalf of our customers.  Accordingly, it is reasonable for the 
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Company to request recovery of this cost through the PGA.  The reason for this 
Petition, and our request for a variance, is because of an accounting technicality.  The 
State of Kansas classifies the charge as a property tax – and property taxes are not 
included in the identified FERC accounts eligible for automatic recovery through the 
PGA as specified in Minn. R. 7825.2400, subd. 12.   
 
  1. Storage Costs are a Legitimate Cost of Purchased Gas 
 
Since FERC Order 636 opened up the natural gas market to deregulation in 1992, 
storage can be used by industry participants for commercial reasons, rather than just 
to meet the operational requirements of the pipelines and needs of the utilities, as it 
was in the past.  While this allows for the ability to store gas when prices are low and 
withdraw and sell it when prices are high, we use storage solely to mitigate reliability 
and price risks for our customers – and only charge customers the actual cost of the 
gas at the time it was put into storage.   
 
As discussed earlier, natural gas storage plays a vital role in our resource acquisition 
strategy in maintaining a cost-effective and reliable supply of natural gas to meet the 
demands of our customers.  This type of year-round reliability and price stability have 
become even more important as we and other utilities shift toward more natural gas-
fired electric generation on our systems.  Storage is a prudent natural gas resource 
strategy that provides benefits for our customers, and it is reasonable to include this 
cost in the PGA as a cost of natural gas service. 
 
  2. Kansas Storage Charges are Volume- and Price-Based 
 
The Kansas storage charges are classified as a property tax.  However, the State of 
Kansas determines the amounts due by calculating 33 percent of the retail natural gas 
service inventory’s fair market value as of January 1 of each year.  The tax, therefore, 
is based on the volume of gas held in storage and the prevailing market price of that 
gas at a point in time.  This is specifically the type of natural gas service cost 
contemplated in Minnesota statute and the Commission’s rules – and which lends 
itself to an annually-adjusted volumetric recovery mechanism like other components 
of the PGA.     
 
Traditionally, property taxes are recovered in base rates; and gas costs, which are 
volume- and price-based are recovered through the PGA.  As noted above, Minn. R. 
7825.2400, subd. 12 specifies the FERC accounts that are designated for recovery 
through the PGA.  According to FERC’s Uniform System of Accounts, property 
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taxes are recorded in Account 408.1, which is not among those specified.7  The 
volumetric and market price basis of the Kansas tax directly impacts the total “direct 
cost of natural gas delivered” of the gas we hold in underground storage on the 
Northern system, which is the standard for automatic recovery in Minn. Stat. § 
216B.16, subd. 7.  Thus, it is an accounting technicality that prevents the Company 
from automatically including these costs in its PGA, and for which we request this 
variance. 
 

3. The Commission has Specifically Approved Variances to the PGA Rules for 
Recovery of Storage Costs Previously 

 
As noted previously, the Commission approved variance requests for the Company to 
collect the Kansas tax through the PGA in 2005, 2006,8 2015, and 2016.  The 
Commission has also previously considered and granted PGA variances to recover 
other costs associated with storage that were not accounted for in gas-specific FERC 
Accounts.  Specifically, in Docket No. G002/M-90-630, the Commission granted the 
Company a variance to include carrying charges on gas storage inventory volumes as a 
cost in its PGA.  In that case, the Commission acknowledged its prior decisions 
finding that storage service is of benefit to Minnesota consumers by lowering costs 
and providing greater reliability and flexibility of gas supply – noting that it would, as 
a matter of policy, encourage well-designed programs that provide incentives for use 
of storage.9   
 
In its Order, the Commission found that carrying costs associated with gas storage 
inventories are a direct cost of providing natural gas, which it then had discretion to 
allow recovery either through rates or the PGA.  It concluded that allowing recovery 
through the PGA was within the statutory intent of the PGA – and determined that 
timely recovery through the PGA, rather than base rates, would incent the Company 
to maintain an appropriate reliance on storage services on behalf of its customers.  
They also determined that PGA recovery was appropriate because carrying costs 
included in the unbundled cost of gas from a supplier who combines gas sales and 
storage functions would be recovered in the PGA, so it would be appropriate to 
recover separate carrying charges on gas storage inventories in the same manner.    
 
These circumstances apply in the case of the Kansas tax on storage inventories.  

7 Minn. R. 7825.2400, subp. 12 specifies allowable PGA expenses as those recorded in the following FERC 
accounts:  800, 801, 802, 803, 804, 804.1, 805, 808.1, 810, 854 and 858.   
8 We had a Petition requesting the extension of the variance pending in 2007 that we withdrew upon 
prevailing in our legal challenge of the tax’s application to the Company. 
9 Order at 4 (April 4, 1991).   
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Natural gas storage continues to be in the public interest.  The Kansas tax on gas 
inventory volumes is a direct cost of gas, and would be “automatically” included in 
PGA recovery if natural gas sales and storage were a bundled service from a gas 
supplier.  Finally, timely recovery of prudently-incurred direct costs of gas sends 
appropriate price signals to customers, affords the Company an appropriate incentive 
to continue to utilize storage as part of its natural gas resource acquisition strategy, 
and provides the Company with timely recovery of prudently-incurred direct costs of 
gas delivered as contemplated in statute.  
 
C. The Requested Variance is in the Public Interest 
 
We request that the Commission approve a one-year variance to Minn. R. 7825.2400, 
subp. 12, which specifies a set of FERC accounts that traditionally defines the “cost 
of purchased gas,” to allow for PGA recovery of the 2015 Kansas tax from our 
customers.  Specifically, we request the Commission to allow ongoing recovery of the 
annual costs beginning with November 2017 on a monthly basis through the PGA for 
a one-year variance period.    
 
In this section, we discuss how our request meets the Commission’s requirements for 
a variance, and in Section D, we discuss the 2017 tax amounts and estimated customer 
impacts, and outline the mechanics of our current PGA recovery of the Kansas 
property tax amounts that we propose to continue.  As previously mentioned, we 
provide an analysis and discussion of storage alternatives examined in Section E of 
this filing as required by the Commission’s July 19, 2016 Order in our 2016 filing for a 
one-year variance to PGA Rules.10   
  
Minn. R. 7829.3200 provides that the Commission may grant a variance to its rules if 
it finds: 

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

• 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. 
 
 

10 See ORDER VARYING MINN. R. PART 7825.2400 AND REQUIRING FILINGS, Docket No. G002/M-16-396 
(July 19, 2016). 
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1. Enforcement of the Rule Would Impose an Excessive Burden on the 
Company 

 
Not allowing the Company recovery of the Kansas property tax through the PGA 
would impose an excessive burden on the Company.  The tax is a prudently-incurred 
cost that is directly-related to securing a prudent natural gas supply portfolio, which is 
necessary to provide reliable and cost-effective natural gas service to our customers.11  
To require the Company to absorb this cost until it can be included in base rates 
would unfairly penalize the Company for a direct cost of gas over which the Company 
has no control.   
 

2. Granting the Variance would not Adversely Affect the Public Interest  
 
Granting the variance would encourage the Company to continue to use storage as a 
part of its natural gas resource acquisition strategy – providing customers price 
stability and a hedge against the risk of supply disruptions from unforeseen 
circumstances.  Additionally, granting the variance to recover the costs through the 
PGA would not adversely affect the public interest, since the tax is a direct cost for 
natural gas delivered; it is in the public interest for customers to pay the actual costs 
associated with purchased gas, as such prices promote efficient use of natural gas.   
 

3. Granting the Variance would not Conflict with Standards Imposed by Law  
 
Granting the variance is not in conflict with standards imposed by law.  Minn. Stat. § 
216B.16, subd. 7 allows for recovery of “the direct cost of natural gas delivered.”  As 
we have demonstrated, the Kansas tax is based on the volume of gas held in storage 
for customers and the prevailing market price of that gas, making it a direct cost of 
gas for which the costs are appropriately recovered through the PGA.  In addition, 
Minn. R. 7825.2400, subp. 12, provides that the “cost of purchased gas” includes “the 
normal and ordinary cost of injection and withdrawal of gas from storage…”  While 
the tax is not a direct cost of injection or withdrawal and thus does not explicitly fall 
within the language of the rule, the rule clearly contemplates gas storage costs.  
Further, as we have discussed, the Commission has previously considered and granted 
PGA recovery of this specific Kansas tax and other storage-related costs in the past.  
We are not aware of any other legal standard that precludes the Commission from 
approving this variance at this time. 
 

11 The portfolio is annually reviewed and approved by the Commission pursuant to Minn. R. 7825.2910, 
subp. 2.   
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D. Proposed 2017 PGA Recovery  
 
As we have discussed, the costs we have incurred for storage of natural gas associated 
with the provision of retail natural gas service held in Kansas on the Northern system 
is a prudently incurred cost of gas.  In this section, we outline the method of PGA 
recovery and estimated customer impacts of our proposed recovery of 2017 tax 
amounts.   
 
  1. 2017 Tax Amounts 
 
We maintain natural gas storage for two purposes – each of which operate under 
separate agreements allowing each entity to maintain its own inventory and injection 
and withdrawal capacity, and facilitating separate tracking by entity:12  (1) provision of 
natural gas service to retail residential and business customers; and (2) natural gas 
supplies for our natural gas-fueled electric generating units.  Only the Company’s 
natural gas stored for provision of natural gas service to retail customers is subject to 
the ad valorem tax.   
 
The Company is billed for the tax annually in December, based on the value of the 
gas held in storage for the provision of retail natural gas service on January 1 of the 
year.  We receive an initial notice of value from the State based on the gross natural 
gas stored, which is communicated to the State of Kansas by Northern.  In response, 
we submit the amount of natural gas supplies held in storage for our natural gas-
fueled electric generating units, which is not subject to the ad valorem tax.  We then 
receive the final notice of value from the State of Kansas, which values only the 
Company’s natural gas stored for provision of natural gas service to retail customers.  
We provide the initial notice (Attachment B to this Petition) and the amended notice 
(Attachment C to this Petition).   
 
We use the prior year’s actual tax amount as proxy for the current year.  For purposes 
of this variance request, we were billed in December 2016 for 2016 taxes, so will use 
this annual amount to approximate the 2017 taxes to include in the PGA for the 
variance period we request in this Petition.13  The 2016 tax amount was $524,637.36.  
For reference, we provide the 2016 invoices as Attachment D.  The invoices detail the 

12 The two agreements operate under an administrative agreement that affords each operation full access to 
the combined withdrawal and injection rights of the consolidated storage contracts when not fully used by the 
other operation, providing benefits to our operations and customers. 
13 This is consistent with our reliance on 2015 tax amounts to approximate and collect the 2016 tax expense 
through the PGA beginning November 1, 2016 that stemmed from the Commission’s approval of a one-year 
variance in Docket No. G002/M-16-396. 
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2016 taxes and total assessed value for each county – the sums which agrees to the 
total assessed value of $3,866,356, respectively – and tie to the amended tax valuation 
notice provided as Attachment C.   
 
We note that the amount of natural gas we have held in storage has been relatively 
consistent for the last several years, so if natural gas prices remain relatively flat, we 
would expect to see a similar level of taxes on an annual basis.  At this annual cost 
level, an average Minnesota residential customer using 849 therms would incur an 
additional annual cost of approximately $0.56, or $0.05 per month.  We describe 
below how we will allocate the total tax amount to the Minnesota and North Dakota 
jurisdictions in the following section.   
 
  2. PGA Recovery Mechanics 
 
In the PGA, we will allocate the annual tax expense to the Minnesota and North 
Dakota jurisdictions and across all months by the forecasted volumetric sales to retail 
customers, as shown in the example we provide as Attachment E.  The monthly cost 
will be added to the monthly PGA commodity cost.  This is the method of allocation 
we are currently using to include the 2016 Kansas Tax expense in the PGA.  As with 
the Company’s other gas costs, any over- or under-recovery of the tax obligations will 
be captured through the annual PGA True-up factors, including any deviations 
between the estimated and actual billed tax amounts.  In annual PGA True-ups, we 
will use the monthly expense amounts included in the PGA, along with the true-up to 
the actual billed tax amount.   
 
To facilitate transparent review of our PGAs, we will continue to reflect the tax cost 
as a separate line item in our monthly PGA, Annual Automatic Adjustment of 
Charges (AAA), and annual PGA True-up filings.  We note that we implemented the 
one-year variance for 2016 tax amounts on November 1, 2016.  Therefore, after 
receiving Commission approval of this request, we propose to begin recovery of 2017 
tax amounts on November 1, 2017.     
 
E. Storage Alternatives 
 
To ensure the most cost-effective storage service for our customers, we consider the 
following factors when evaluating service options: reservation costs (capacity & 
deliverability); transportation to our service area; flexibility of services, and whether 
storage & transportation capacity is available for purchase.  In May 2017, a small 
portion of our Northern storage capacity was available for renewal (155,000 
dekatherms (Dths) out of 12,585,000 Dths or roughly 1%).   
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In general, interstate storage and transportation capacity is fully subscribed (sold-out) 
near our service areas, even at the lower quantities we sought to renew in 2017.  Since 
supply and demand dynamics favor suppliers at this time, we are unable to demand 
discounts or other creative commercial arrangements from Northern regarding our 
Kansas storage contract entitlements.  Northern can simply sell our capacity to 
another willing buyer at maximum rates if we do not want to pay those rates or if we 
demand special arrangements not required by Northern’s tariff.       
 
While more distant storage providers do offer storage capacity, two factors militate 
against contracting for that more distant capacity.  First, ANR Storage (ANRS) and 
Natural Gas Pipeline Company (NGPL) do not have storage capacity similar to 
Northern’s available today, and ANR Pipeline (ANRP) does not offer a similar 
service.  Further, the transportation capacity needed on upstream pipelines to move 
the gas from those storage fields to our service areas is typically fully subscribed.  For 
example, ANRP’s transportation facilities and ANR Storage, connected through Great 
Lakes Gas Transmission, would require expansion of their mainline facilities to 
provide more service to Northern interconnects and on to our service areas.  Second, 
even if capacity were available, the cost of transporting the gas from a more distant 
storage field to our service areas through one or more additional pipelines would far 
exceed the cost of using Northern’s storage including the associated Kansas tax 
obligation.   
 
To illustrate this point, the table below details a cost comparison using each 
company’s maximum tariff rates for our storage alternatives including the requisite 
transportation service to move to our service areas.  For purposes of this illustration, 
we ignored the additional cost of any expansions required by these transporters to 
create the capacity to serve us.     
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*Kansas tax shown is the pro-rata allocation of the contracted volume. 
**NGPL estimate does not include costs of transportation during injection season. 
***ANRS capacity rate is monthly.  
 
The table includes all tariff maximum reservation costs, and Kansas tax, for Northern 
and alternative storage options.  ANRS and ANRP both have storage fields in 
Michigan.  Both fields would require new transportation contracts to move the gas 
from the storage field to our customers.  Therefore, while ANRS storage capacity and 
deliverability costs are lower than Northern’s, the much higher related transportation 
costs make those alternatives more expensive overall.  Likewise, NGPL’s storage costs 
are competitive, but the additional transportation costs are much higher.  All three 
alternative options are significantly more expensive for our customers when 
considering the total cost for storage service. 
 
Finally, none of the available storage alternatives provide the “on-demand” 
capabilities of Northern’s Firm Deferred Delivery (FDD) storage service in our areas.  
FDD service allows for immediate withdrawal from and injections to storage in 
response to our customer’s needs providing greater reliability of service.  
Furthermore, during higher or lower loads than expected, this service provides 
significant cost savings to customers by avoiding imbalance costs, overrun penalties, 
and the need to buy higher-priced gas in the intra-day spot market.  Use of alternative 
storage providers would prevent us from immediately adjusting our demands, since 
we would be required to request changes using the industry-wide daily scheduling 
cycles on each pipeline providing transportation service.  This would slow our 
response time to changing demand conditions making it more costly and difficult to 
ensure reliable service and potentially expose our customers to those higher imbalance 
costs and overrun penalties assessed by all our transporting pipelines.   
 
Considering all factors, the lower reservation costs (including the pro-rata estimate of 

Capacity: 155,000 Dth
Deliverability: 2,689 Dth/Day

Storage Provider: Capacity Rate: Deliverability Rate: Transport Rate:
$/Dth/year $/Dth/month $/Dth/month

NNG 0.35670$           1.71400$                     -$              No new transport necessary
NGPL N/A 5.53000$                     15.15300$          Transport from NGPL to NNG
ANRP 0.40000$           2.04000$                     5.72900$            Transport to NNG on ANRP
ANRS 0.01325$           1.09240$                     11.44200$          Transport to Carlton on Great Lakes

Storage Provider: Capacity Cost Deliverability Cost Transport Cost Kansas Tax: Total Annual Cost:
NNG 55,289$             55,307$                       -$              6,462$                    117,057$                  
NGPL -$             178,442$                     203,732$            -$                        382,174$                  
ANRP 62,000$             65,827$                       184,863$            -$                        312,690$                  
ANRS 24,645$             35,250$                       369,210$            -$                        429,105$                  

14 



Kansas tax payment for the contract quantity being renewed, which in this case is a 
relatively small $6,500), the limited available connecting transportation capacity, and 
the loss of operational flexibility; renewal of the Northern storage entitlements 
remains the most cost effective option for our customers.  The Company notes that 
we have more significant levels of storage entitlements expiring in 2018 and 2019 (1.4 
million Dths and 6.5 million Dths respectively), but given the market conditions, 
current transportation issues, and other factors we have discussed, we anticipate a 
similar outcome in the replacement of those entitlements.    
 
VI. EFFECT OF CHANGE UPON XCEL ENERGY REVENUE 
 
There is no effect on the Company’s revenue by granting this variance.  The 
Company’s tax expense would equally offset its increased natural gas sales revenue, 
leaving no net change.  
 
 

CONCLUSION 
 
Xcel Energy respectfully requests that the Commission grant a one-year variance to 
Minn. R. 7825.2400, subp. 12 to allow inclusion of 2017 Kansas property tax expense 
as a component of the cost of gas supply.   
 
 
 
Dated:  June 28, 2017 
 
Northern States Power Company
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IN THE MATTER OF THE PETITION OF  
NORTHERN STATES POWER COMPANY 
FOR APPROVAL OF A RULE VARIANCE  
TO INCLUDE THE 2017 STATE OF 
KANSAS STORAGE TAX IN THE 
PURCHASED GAS ADJUSTMENT 

  DOCKET NO. G002/M-17-___ 
 

PETITION 

 
 

SUMMARY OF FILING 
 
Please take notice that on June 28, 2017 Northern States Power Company, doing 
business as Xcel Energy, filed with the Minnesota Public Utilities Commission a 
Petition for approval of a one-year variance from Minn. R. 7825.2400, subp. 12, to 
allow for recovery in the Purchased Gas Adjustment, property taxes assessed on 
natural gas held in storage in the state of Kansas for purposes of providing retail 
natural gas service to customers, since the tax is a “direct cost of natural gas 
delivered” pursuant to Minn. Stat. § 216B.16, subd. 7.   
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Comprehensive Background and Procedural History 
 
The State of Kansas has had a property tax on underground storage inventories for 
many years.  Initially the tax was assessed against interstate natural gas pipelines that 
performed natural gas storage, transportation, and distribution services in the state.  
Prior to implementation of Federal Energy Regulatory Commission (FERC) 
restructuring of interstate gas pipeline services in Order No. 436 in the mid-1980s and 
Order No. 636 in the early 1990s, interstate gas pipelines like Northern provided a 
“bundled” merchant function and generally held title to all gas that it stored and 
transported through its pipeline system.  At that time, the Kansas property tax was 
included in the cost of gas sold to Local Distribution Companies (LDC), such as the 
Company, by Northern.  We then booked this cost as part of the delivered cost of gas 
to the appropriate PGA accounts and recovered that cost from retail customers 
through the PGA and annual PGA true-up.   
 
During the time that the merchant function was bundled, the interstate pipelines 
challenged the Kansas property tax on underground storage inventories, and Orders 
in 1993 and 1997 affirmed that producers should issue refunds to the interstate 
pipelines for the tax (for gas sold from Oct-83 thru Jun-89).  In the late 1990s, the 
interstate pipelines received refunds of the taxes collected by producers and started 
the refund process to the LDCs, with the Company refunding its customers in 2003.     
 
However, beginning in the early 1990s, an outcome of FERC’s natural gas industry 
restructuring initiatives was that the Company was required to purchase its own gas 
supplies and transport these supplies on Northern (and other pipelines) under gas 
transportation service agreements.  In addition, we contracted directly for storage 
services from Northern (and other service providers).  Consequently, ownership of 
the gas in storage in Kansas shifted from Northern to LDCs such as the Company.  
With this change in ownership came the potential responsibility/cost for state taxes 
assessed on the natural gas.  Starting in 1993, as an out-of-state LDC, we were exempt 
from property tax on our gas inventories stored in Kansas due to a general exemption 
contained in the Kansas Constitution.   
 
Then in May 2004, the State of Kansas enacted legislation that taxed owners of 
natural gas commodities stored in Kansas for resale in other states, effectively 
removing the exemption that had historically applied to the Company and other out-
of-state LDCs.  We, along with a large group of other utilities, challenged the tax and 
eventually the issue was resolved in our favor by the Kansas Supreme Court on July 
13, 2007.  During the time that Kansas was assessing the tax, we petitioned for and 
received variances from the Commission’s Rules and collected for the tax through the 
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PGA.1  Specifically, in 2005 and 2006, the Commission found that strict enforcement 
of the definition of the “cost of gas” in Minn. R. 7825.2400, subd. 12 would prevent 
the Company from recovering tax payments to the State of Kansas on natural gas it 
held in storage in Kansas.  At that time, we were appealing the application of the tax 
to the Company, so the Commission granted consecutive one-year variances from its 
Rules.  Our appeal of the tax on the Company ultimately prevailed in a 2007 Kansas 
Supreme Court decision, and we refunded all amounts we had collected from our 
customers for the overturned tax on storage volumes in the fall of 2007.   
 
In 2009, the Kansas legislature modified the enabling statute, noting it was carrying 
out what the 2004 legislature intended, to allow collection of this inventory tax from 
public utilities based outside of Kansas effective July 1, 2009.2  Similar to 2004, we 
and six other utilities storing gas in a Northern underground storage facility 
challenged the application of the tax to out-of-state public utilities.  We appealed first 
to the Court of Tax Appeals, then to the Kansas Supreme Court, and finally to the 
Supreme Court of the United States of America (SCOTUS).  However, on October 6, 
2014, SCOTUS denied certiorari, resulting in the tax being upheld – and marking the 
end of our available legal avenues to challenge the tax’s applicability to the Company.3   
 
The taxes applicable during the 2009-2014 period of appeals were legally deferred 
until all legal avenues were exhausted, so we did not seek cost recovery until we were 
certain the Company and its customers would incur the tax.  With our legal avenues 
fully exhausted, all tax amounts from the point of the 2009 statutory change to the 
present became due.  Starting in late October 2014, we began receiving invoices from 
Kansas counties for the 2009-2014 timeframe. 
 
On February 6, 2015 we submitted a Petition seeking a variance to the Commission’s 
rules to prospectively, and retrospectively for 2009-2014, recover the tax through the 
PGA in Docket No. G002/M-15-149.  The Commission approved our request in its 
October 21, 2015 Order, granting variances for lump sum recovery of the 2009-2014 
tax amounts amortized over five years, and a one-year prospective variance for 2015 
tax amounts.  The Commission also required the Company to submit information 
regarding its storage contracts with Northern Natural Gas Company and its 
arrangements and agreement between its retail natural gas and electric generation 
operations, which it did November 20, 2015. 
 

1 Docket Nos. G002/M-05-534, G002/M-06-905, and G002/M-07-621. 
2 K.S.A § 79-5a01. 
3 Missouri Gas Energy v. State of Kansas, Div. of Property Valuation, 135 S.Ct. 151 (2014). 
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On May 3, 2016, we submitted a Petition for approval of a one-year variance to the 
PGA Rules in Docket No. G002/M-16-396.  The Commission approved our Petition 
in it’s July 19, 2016 Order with the following conditions: 

•    Granted Xcel a one-year variance to Minn. Rule 7825.2400, subp. 12 to allow recovery 
in the PGA of ad valorem taxes related to natural gas storage for retail natural gas 
operations. 

•   Directed Xcel to include the Kansas property tax as a separate line item in its monthly 
PGA. 

•    Required Xcel to list the Kansas property tax costs and revenues as separate line items in 
the Annual Automatic Adjustment report and PGA True-Up filings as well as in the 
Company’s Schedule C, Schedule D page 1 through 2 of 4 and page 4 of 4. 

•    Required Xcel to submit a report with its Annual Automatic Adjustment and True-Up 
report detailing the total amount paid to Kansas and collected from ratepayers during the 
gas year. 

•    Required Xcel, in its next request for a variance to Minn. Rule 7825.2400, subp. 2, to 
provide a discussion of the storage alternatives examined and its efforts to obtain the most 
cost-effective storage options. 
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DIRECTOR'S 2016 UNIT VALUE
APPLICATION TO KANSAS:
ALLOCATION CALCULATION:

13,741,613

Kansas Investment/System Investment

Kansas Allocation Factor

13,741,613

13,741,613 13,741,613 1.000000

Director's Unit Value 
1.000000

13,741,613Kansas Market Value
0.330000Assessment Rate @33%

4,534,732KANSAS ASSESSED VALUE

x

x

An informal conference may be requested if there are any objections to the "Director's Unit Value" asstated on this 
"Notice" (K.S.A. 79-5a05).  All conference requests must: (1) be within 15 days of this Notice, (2) be in writing, 
(3) be made to the Director, (4) state the objection/s. Any documentor written evidence to be presented at the 
conference must be submitted to this office no less than two (2) days prior to the conference.
 
This "Notice" constitutes the Director's final action to date.

COMPANY INDICATORS:

COST APPROACH:
Book Original Cost

Book Original Cost Less Depreciation

Net Investment Adjusted for Obsolesence

Reproduction Cost Less Depreciation

MARKET APPROACH:
Equity Residual

Stock and Debt

INCOME APPROACH:

Forcast NOI

Actual NOI

0

0

0.0000

0.0000

Rate

Rate

Allocation Factor

Director

XCEL ENERGY

550 15TH ST
DENVER, CO  80202

PAUL A SIMON

PVD ID No.

 

 G4344

SG-NORTHERN STATES POWER CO-MINNESOTA Mar 30, 2016

0

0

0

13,741,613

0
0

0

0

DOCKING STATE OFFICE BUILDING, 915 SW HARRISON ST., ROOM 400, Topeka, Kansas  66612-1585
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NICK JORDAN, SECRETARY SAM BROWNBACK, GOVERNOR

Division of Property Valuation

915 Sw Harrison St.
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Dear Sir:

K.S.A. 795a01 defines your company as a public utility.  Enclosed is the annual valuation determined by the 
Director of Property Valuation as required under K.S.A. 79-5a03.

The Director's 2016 Unit Value is determined by multiplying the amount of gas in Kansas by the price of gas.  For 
companies with storage on the Panhandle and Southern Star systems, Property Valuation (PVD) was given an 
already allocated Kansas amount of gas for each  for each company with storage on their systems.  For companies 
with storage on the Northern Natural and Colorado Interstate Gas systems, PVD did the allocation of gas to Kansas. 
The allocation factor was the division of total Kansas gas storage by total system gas storage. This allocation factor 
was applied to the customer system balances as reported to PVD as of January 1, 2016.  The price used for the 
valuation was the Plattes daily pipeline price for the first trading day of January 2016 less a $0.02 withdrawal 
allowance. The calculated gas quantity multiplied by the appropriate pipeline price is the market value of the gas in 
Kansas.

If you have any questions about any of the processes used in the valuation of your company, you may request an  
informal conference under K.S.A. 79-5a05. All requirements for doing this are stated on the Notice of Value page. If 
you are disagreeing with the taxability or constitutionality issues only, you may choose to go directly to the Kansas 
Board of Tax Appeals.

K.S.A. 74-2438 states in part:  An appeal may be taken to the State Board of Tax Appeals from any finding, ruling, 
order, decision or other final action on anycase of the director of taxation or director of property valuation by any 
person aggrieved thereby. Notice of such appeal shall be filed with the secretary of the court within thirty (30) days 
after such finding, ruling, order, decision or other action on a case, and a copy served upon the director concerned. 
The court shall fix a time and a place for hearing said appeal, and shall notify the appellant or his attorney of record 
at least five (5)days prior to the date of  said hearing.

The Kansas Board of Tax Appeals address phone and fax are:  Eisenhower State Office Building, 10th Floor, Suite 
1022, 700 SW. Harrison St. Topeka, Kansas, 66603, Phone (785)296-2388, Fax (785) 296-6690. 

Appeal to the Board of Tax Appeals is a formal appeal and should not be undertaken lightly.

Sincerely,

David N. Harper
Director, Property Valuation
CC:Company File

XCEL ENERGY
550 15TH ST
DENVER, CO  80202

SG-NORTHERN STATES POWER CO-MINNESOTA
PAUL A SIMON

Mar 30, 2016

 G4344RE: Account Number
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NICK JORDAN, SECRETARY SAM BROWNBACK, GOVERNOR
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phone:  785-296-2365

fax:  785-296-2320
http://www.ksrevenue.org/

Docking State Office Building

David N. Harper, Director

Docket No. G002/M-17-___ 
Rule Variance Petition 

Attachment B 
Page 2 of 2



DIRECTOR'S 2016 UNIT VALUE
APPLICATION TO KANSAS:
ALLOCATION CALCULATION:

11,716,231

Kansas Investment/System Investment

Kansas Allocation Factor
11,716,231

11,716,231 11,716,231 1.000000
Director's Unit Value 

1.000000
11,716,231Kansas Market Value

0.330000Assessment Rate @33%

3,866,356KANSAS ASSESSED VALUE

x

x

I have considered the information presented at the hearing for your company and have made a review 
of the materials and testimony available to me.  From this examination, I have concluded that the 
Director's Unit Value of your company is as shown above.  This "Notice" constitutes the Director's 
final action to date.

I wish to extend a note of appreciation for the courteous manner in which your company was 
represented.

COMPANY INDICATORS:
COST APPROACH:

0Book Original Cost

0Book Original Cost Less Depreciation

0Net Investment Adjusted for Obsolesence
11,716,231Reproduction Cost Less Depreciation

MARKET APPROACH:

0
Equity Residual

0
Stock and Debt

INCOME APPROACH:

Forcast NOI

Actual NOI

0

0

0.0000

0.0000

Rate

Rate

Allocation Factor

Director

XCEL ENERGY

550 15TH ST
DENVER, CO  80202

PAUL A SIMON

PVD ID No.

Amended Notice
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SG-NORTHERN STATES POWER CO-MINNESOTA Apr 20, 2016

0

0
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Apr 20, 2016

 G4344RE: Account Number

Sincerely,

David N. Harper
Director, Property Valuation
CC:Company File

Dear Sir:

Enclosed is an amended unit valuation notice of Kansas' Director of the Division of Property Valuation for the above -
entitled company. The notice is the results of a written request for penalty abatement pursuant to K.S.A. 79-5a14 or an  
informal valuation conference scheduled and held at the request of the company pursuant to K.S.A. 79-5a05. The 
amended notice may or may not reflect a change from the original valuation.
 
The amended notice represents the written finding, ruling and order of the Director for the purposes of further appeal 
under K.S.A. 74-2438.
 
K.S.A. 74-2438 states in part:
An appeal may be taken to the Board of Tax Appeals from any finding, ruling, order, decision or other 
final action on any case of the director of taxation or director property valuation by any person aggrieved thereby. Notice 
of such appeal shall be filed with the secretary of the board within thirty (30) days after such finding, ruling, order, 
decision or other action on a case, and a copy served upon the director's concerned. 
The board shall fix a time and a place for hearing said appeal, and shall notify the appellant or his attorney of record 
at least five (5)days prior to the date of the hearing.

The Kansas Board of Tax Appeals address phone and fax are:  Eisenhower State Office Building, 10th Floor, Suite 
1022, 700 SW Harrison, Topeka, Kansas, 66603, Phone (785)296-2388, Fax (785)296-6690.
 

XCEL ENERGY
550 15TH ST
DENVER, CO  80202

SG-NORTHERN STATES POWER CO-MINNESOTA
PAUL A SIMON

DOCKING STATE OFFICE BUILDING, 915 SW HARRISON ST., ROOM 400, Topeka, Kansas  66612-1585

Voice 785-296-2365  Fax 785-368-7399 http://www.ksrevenue.org/

NICK JORDAN, SECRETARY
David N. Harper, Director

SAM BROWNBACK, GOVERNOR

Division of Property Valuation

915 Sw Harrison St.
Topeka, Ks 66612-1585 

phone:  785-296-2365

fax:  785-296-2320
http://www.ksrevenue.org/

Docking State Office Building
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Northern States Power Company Docket No. G002/M-17-___
PGA EXAMPLE CALCULATION OF KANSAS TAX Rule Variance Petition

Attachment E
Page 1 of 1

Minnesota Company (Minnesota and North Dakota)
Estimated KS Tax Obligation $524,637
Forecasted Sales (thm) - 2017 794,212,864
KS Tax Rate ($/thm) - 2017 $0.000661

Forecasted Sales (thm) - 2018 798,815,452
KS Tax Rate ($/thm) - 2018 $0.000657

Minnesota State

Month
Forecasted Sales 

(thm)*
Monthly KS Tax 

Expense
(KS Tax Rate * 

Forecasted Sales)

Jan-17 120,658,521 $79,755
Feb-17 104,170,740 $68,857
Mar-17 85,677,993 $56,633
Apr-17 48,908,429 $32,328
May-17 30,147,901 $19,928
Jun-17 19,993,187 $13,215
Jul-17 16,398,290 $10,839

Aug-17 17,512,867 $11,576
Sep-17 20,489,905 $13,544
Oct-17 40,734,730 $26,926
Nov-17 73,374,719 $48,501 variance year proposed start: Nov 1, 2017
Dec-17 107,014,746 $70,737

Jan-18 121,187,437 $79,620
Feb-18 104,631,418 $68,743
Mar-18 86,015,213 $56,512
Apr-18 49,030,393 $32,213
May-18 30,257,944 $19,879
Jun-18 20,036,007 $13,164
Jul-18 16,501,100 $10,841

Aug-18 17,585,218 $11,553
Sep-18 20,570,029 $13,515
Oct-18 40,923,494 $26,887 1 year variance total: $452,164
Nov-18 73,661,674 $48,396 (MN State)
Dec-18 107,422,949 $70,577



CERTIFICATE OF SERVICE 
 
 
I, Jim Erickson, hereby certify that I have this day served copies or summaries of the 
foregoing document on the attached list of persons. 
 
 

xx  by depositing a true and correct copy thereof, properly enveloped 
with postage paid in the United States Mail at Minneapolis, 
Minnesota      

 
  xx   electronic filing 
 
 
XCEL ENERGY MISCELLANEOUS GAS SERVICE LIST 
 
 
 
Dated this 28th day of June 2017 
 
/s/ 
______________________ 
Jim Erickson 
Regulatory Administrator 
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