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Daniel P. Wolf

Executive Secretary

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

St. Paul, Minnesota 55101

RE: PUBLIC Comments of the Minnesota Department of Commerce, Division of Energy Resources
Docket No. E002/M-17-531

Dear Mr. Wolf:

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

Petition for Approval to Terminate the Pine Bend Purchase Power Agreement.
The Petition was filed on June 30, 2017 by:

Aakash H. Chandarana

Regional Vice President, Rates and Regulatory Affairs
Northern States Power Company

414 Nicollet Mall

Minneapolis, MN 55401

The Department recommends that the Minnesota Public Utilities Commission (Commission) approve
the petition. The Department is available to respond to any questions the Commission may have.

Sincerely,

/s/ STEVE RAKOW
Analyst Coordinator
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PUBLIC Comments of the Minnesota Department of Commerce
Division of Energy Resources

Docket No. E002/M-17-531
l. INTRODUCTION

On June 30, 2017, Northern States Power Company, doing business as Xcel Energy (Xcel or the
Company) filed the Company’s Petition for Approval to Terminate the Pine Bend Purchase
Power Agreement (Petition) pursuant to Minnesota Statutes § 216B.1645 along with Minnesota
Rules 7829.3200 and 7829.1300. The Petition seeks Commission approval of the Agreement to
Terminate the Power Purchase Agreement by and between Northern States Power Company
and Gas Recovery Systems Energy, LLC (Termination Agreement).

The Termination Agreement provides for early termination of a power purchase agreement
(PPA) between Xcel and Gas Recovery System Energy, LLC (GRS). The PPA is currently
scheduled to terminate on December 31, 2025. According to the information in AppendixJ of
Xcel’s petition in the Company’s most recent resource plan (Docket No. E002/RP-15-21) GRS's
Pine Bend facility has a maximum capacity of 12 MW and is fueled with landfill gas. The
Petition states that Pine Bend produces about 36,000 MWh per year. *

The Company requests that the Commission:

e approve the proposal to terminate the PPA with GRS;

e approve cost recovery through the fuel clause adjustment (FCA) of the expenses and
costs associated with the transaction; and

e grant a three-year FCA variance.

Below are the comments of the Minnesota Department of Commerce, Division of Energy
Resources, Energy Regulation and Planning (Department) regarding the Petition.

1 The Department reviewed Xcel’s recent Federal Energy Regulatory Commission (FERC) Form 1 filings and
confirmed that 36,000 MWh per year is a reasonable estimate.
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1. DEPARTMENT ANALYSIS
A. GOVERNING STATUTES AND RULES

The Company filed the Petition pursuant to Minnesota Statutes § 216B.1645, which states in
part:
Subdivision 1. Commission authority. Upon the petition of a public utility, the
Public Utilities Commission shall approve or disapprove power purchase contracts,
investments, or expenditures entered into or made by the utility to satisfy the
wind and biomass mandates contained in sections 216B.169, 216B.2423, and
216B.2424, and to satisfy the renewable energy objectives and standards set forth
in section 216B.1691

Subd. 2. Cost recovery. The expenses incurred by the utility over the duration of
the approved contract or useful life of the investment and expenditures made
pursuant to section 116C.779 shall be recoverable from the ratepayers of the
utility, to the extent they are not offset by utility revenues attributable to the
contracts, investments, or expenditures. Upon petition by a public utility, the
commission shall approve or approve as modified a rate schedule providing for
the automatic adjustment of charges to recover the expenses or costs approved
by the commission under subdivision 1, which, in the case of transmission
expenditures, are limited to the portion of actual transmission costs that are
directly allocable to the need to transmit power from the renewable sources of
energy. The commission may not approve recovery of the costs for that portion of
the power generated from sources governed by this section that the utility sells
into the wholesale market.

The Department notes that the renewable energy standards set forth in Minnesota Statutes §
216B.1691 subdivision 1 (a) (5) includes landfill gas in the definition of renewable energy.
Thus, GRS’s Pine Bend facility qualifies as renewable.

The Petition qualifies as a miscellaneous tariff filing. Minnesota Rules part 7829.1300 contains
the completeness requirements for miscellaneous filings. The Department reviewed the
Petition for compliance with the completeness requirements and concludes that the Petition is
complete.
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B. REVIEW OF THE TERMINATION AGREEMENT
1. Pricing Terms

Under the current PPA Xcel pays GRS an “all-in” price per MWh. The price paid by Xcel for
energy from Pine Bend is provided in Table 1 of the Petition. The PPA price is greater than the
current prices in the Midcontinent Independent System Operator, Inc.’s (MISO) energy spot
market and is greater than the current price for the least cost renewable energy source (wind).

Under the Termination Agreement, Xcel would cease taking energy from Pine Bend on the first
day of the month following approval of the Termination Agreement. The Termination
Agreement would then set up a monthly payment from Xcel to GRS, based upon the current
contract price and the locational marginal price (LMP) as follows:

Formula 1: Monthly Termination Payment
[3,000 MWh * Current Contract Price] — [3,000 MWh * (NSP.NSP node LMP + $10)]

The monthly termination payment would continue until the earlier of 3 years or the total
payment reaching $1.05 million. In addition to the termination payment, Xcel would have to
acquire replacement energy. In Xcel’s model the assumption is that replacement energy—to
replace the energy no longer acquired from GRS—is acquired at the assumed MISO spot market
price.

The Department reviewed Xcel’s model of the Termination Payments and concludes that the
model is reasonable. To test the validity of Xcel’s assumptions, the Department started with
Xcel’s model and increased the assumed NSP.NSP node LMP until the resulting ratepayer
savings were close to zero. This process demonstrated that ratepayers would be better off at
LMP’s up to Xcel’s forecast plus $25. The degree of increase that would have to occur for LMPs
to reach the breakeven point is illustrated below in Figure 1. Based upon the data in Figure 1,
the Department concludes that it is unlikely that LMPs will exceed or equal the breakeven point
on a sustained basis in the near future.
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Figure 1: Historical and Break Even LMPs
[TRADE SECRET DATA HAS BEEN EXCISED]
2. Other Terms

The Department typically reviews PPAs to ensure that ratepayers are protected from financial
and operational risks of the underlying project. In this case there are no operational risks since
the Termination Agreement would end Xcel’s purchases from Pine Bend. The two main
financial risks are:

e aseller default and termination of the PPA before the expiration of the contract
period, and

e entitlement by a lender or other party, as a result of the seller’s failure to pay debt,
to take over the project and terminate the PPA.

In this case GRS is not making any payments, thus default is unlikely. Further, the short term
nature of the Termination Agreement and the fact that Xcel will not be relying upon Pine Bend
for energy or capacity support a conclusion that the financial risks of the Termination
Agreement are minimal. Therefore, the Department concludes that Xcel’s ratepayers are
reasonably protected from financial risks under the proposal.

C. REVIEW OF COST RECOVERY

Xcel requests that the Commission approve recovery that provides for the automatic
adjustment through the FCA of associated costs with the Termination Agreement. Xcel states
that:

Commission approval of cost recovery through the FCA for this
proposal is warranted as we will continue to incur monthly
expenses to be paid to a third party related to an existing PPA in an
effort to save our customers money. The fact that we are not
receiving energy or capacity in exchange for this payment is
overcome by the substantial customer savings that will flow from
making these necessary payments.

The Petition recognized that the proposed cost recovery requires a variance from the
Commission’s rules since the Termination Agreement does not involve Xcel purchasing energy
or fuel. Specifically, Minnesota Rules 7825.2500 states, in part:
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Provisions for the automatic adjustment of charges must
encompass:

A. Changes in cost resulting from changes in the federal
regulated wholesale rate for energy purchased and changes
in the cost of fuel consumed in the generation of electricity.
This provision is entitled electric energy adjustment.

Furthermore, Minnesota Rules 7825.2600 subpart 2 states in part “The adjustment per kWh is
the sum of the current period cost of energy purchased and cost of fuel consumed per kWh less
the base electric cost per kWh.”

Minnesota Rules 7829.3200 states that the Commission shall grant a variance to its rules when
it determines that the following requirements are met:

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.

Xcel addresses the requirements for granting a variance as follows:

Excessive Burden—If the Commission does not approve a variance for collection of
these costs, the Company will be unable to proceed with the proposed transaction.
As a result, customers will lose the chance to save more than $5 million (net present
value).

Public Interest—Granting the requested variance is in the public interest due to the
anticipated cost savings for customers and the Company. In addition, all contracting
parties support the proposed transactions.

Conflict with Legal Standards—Granting the variance would not violate any
standards imposed by law.

The Department generally agrees with Xcel’s analysis of the criteria for granting a variance and
recommends that the Commission approve the proposed variance.
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D. RESOURCE PLAN IMPACTS
1. Expansion Plan

The Company’s most recent resource plan (Docket No. E002/RP-15-21) assumed the Pine Bend
unit retired at the end of December, 2025. Potentially, early termination of the GRS PPA in
2017 might impact the Company’s expansion plan. Therefore, the Department reviewed the
modeling files from the resource plan.?

Technically, the unit in Strategist representing the Pine Bend is flagged as must run (until the
retirement date). In combination with other inputs, this flag indicates to Strategist that Pine
Bend must be dispatched before any non-must run unit is dispatched. Thus, to Strategist early
termination of Pine Bend in December 2017 is equivalent to increasing the forecast for the
years 2018 to 2025. That is, removing must run supply and increasing the demand and energy
forecast are equivalent actions in terms of the operation of dispatchable units and for
consideration of the addition of optional, expansion units.

A change in the forecast equivalent to approval of the Termination Agreement is far smaller
than the forecast contingencies used by the Department and Xcel. Therefore, the Department
concludes that the resource plan analysis already analyzed contingencies with a similar, but far
larger impact than the Termination Agreement. Since the Department’s recommended
expansion plan already considered a far higher forecast, early termination of the PPA with GRS
should not be expected to materially impact the Department’s recommended expansion plan
from Xcel’s last resource plan.

2. Renewable Energy Standard Compliance

The Company’s April 13, 2017 response to Commission Information Request No. 6 in Docket
No. E002/M-16-777 stated “The addition of the 1550 MW Wind Portfolio, as proposed, extends
the [renewable energy standard] RES compliance forecast through year 2044.” The
Department’s May 19, 2017 supplemental comments agreed with Xcel’s analysis. However, this
analysis assumed that renewable energy credits (RECs) from the Pine Bend PPA were obtained
by Xcel.

2 The Department tested the expansion plan impact of all four pending PPA proceedings (Docket Nos. E002/M-17-
530, E002/M-17-531, E002/M-17-532, and E002/M-17-551) in Docket No. E002/M-17-551.
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Xcel’s petition implies that 36,000 RECs are obtained annually. Thus, early retirement of the
Pine Bend might result in a total of about 0.3 million lost RECs annually. This amount is less
than the number of RECs that might be expected to be provided by a 100 MW of wind unit in
one year. Thus, the lost RECs represent a small fraction of the RECs expected to be obtained
from the 1,550 MW wind portfolio approved in Docket No. E002/M-16-777. Therefore, the
Department concludes that the Petition will not significantly impact Xcel’s ability to comply
with the RES for the foreseeable future.

1l. DEPARTMENT RECOMMENDATION

The Department recommends that the Commission approve the Petition, including the
proposed Termination Agreement and the requested rule variances.

/It
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