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The Office of the Attorney General — Residential Utilities and Antitrust Division

(“OAG”) respectfully submits these Reply Comments in response to the Commission’s Notice of

Comment Period issued on September 29, 2017. The Commission should carefully review the

Renewable*Connect program because it provides a useful example of how allowing utilities to

offer value-added services can increase risk and cost for ratepayers. If the Commission decides

to remove the ten percent cap on program subscriptions, it should modify Xcel’s proposed tariff
changes so that the cap is removed only for the first tranche of the program, and so that the cap is
preserved for any future program expansion.

l. THE RENEWABLE*CONNECT PROGRAM IS AN EXAMPLE OF PROBLEMS
THAT CAN ARISE WHEN UTILITIES ARE ALLOWED TO OFFER VALUE-
ADDED SERVICES.

When Xcel filed its initial petition for approval of the Renewable*Connect program, the

OAG expressed significant concerns.* The primary concern was that the program would allow

Xcel to secure new revenues by offering value-added services? to some customers, but place the

! In the Matter of the Petition of Northern States Power Company for Approval of a Renewable*Connect Pilot
Program, Docket No. E-002/M-15-985, INITIAL COMMENTS OF THE OAG at 4 (Nov. 15, 2016).

2 The term “value-added service” refers to a broad category of emerging, customer-facing energy services that are
being enabled by changes to technology and customer preferences. There is an ongoing debate about the definition
of value-added services and which type of entity should provide these services. See Lawrence Berkeley Nat’l Lab.,
(Footnote Continued on Next Page)



risk that those service offerings are unsuccessful on general ratepayers.® As it stands, this
program is an example of what can happen when service offerings are not as successful as
utilities predict. There are unique circumstances in this case that shield general ratepayers from
harm, but the Commission should take note of how new service offerings can go wrong.

The Renewable*Connect program allows Xcel to set aside renewable resources, and offer
them to customers as a replacement for the system fuel cost. Renewable*Connect customers
theoretically pay for the cost of the renewable resources themselves, incorporating some
neutrality adjustments, and no longer pay for system fuel costs. The program offers these
customers at least two value-added services above and beyond Xcel’s basic electricity service:
first, customers gain access to renewable energy because Xcel retires the RECs on behalf of the
customer; second, customers have the opportunity to hedge against the cost of fuel by signing 5-
or 10-year contracts. In its first “tranche,” Xcel offered 75 MW of renewable energy into the
program; any energy that is not taken up by Renewable*Connect subscriptions is collected from
general ratepayers through the fuel clause adjustment. In its petition in this proceeding, Xcel
explained that the program was currently only 64 percent subscribed,* and that subscriptions
have been declining.® It appears that Xcel overestimated demand for the program and selected a

tranche that was too large.®

(Footnote Continued from Previous Page)

Future Electric Utility Regulation Report No. 9, Value-Added Electricity Services: New Roles for Utilities and
Third-Party Providers (Oct. 2017).

® Rather than on the Company’s shareholders, or on those customers who choose to participate.

* Xcel Petition at 1-2 (Sept. 21, 2017).

® It would be interesting to see how the decline in new subscriptions, particularly residential subscriptions, is related
to Xcel’s marketing efforts, and also how the Company’s efforts at marketing the program to residential customers
compares to its efforts to do so for the largest customers, but the Company has not provided that information in its
petition.

® Or, perhaps, that it selected a large tranche knowing that it could request that the 10 percent cap be removed in the
future.



General ratepayers are not unduly harmed by the unsubscribed Renewable*Connect
energy because of one unique circumstance in the initial tranche of the program: the resources
for the first tranche were carved off of Commission-approved system resources that would have
been collected through the fuel clause anyway if the Renewable*Connect program had not been
approved.” The only reason that general ratepayers are not being harmed is because of the source
of the resources used for the first tranche. The problem at this stage is that Xcel has made clear
that its vision for the future program will be based on resources that are procured incrementally,®
unlike the first tranche. If Xcel does expand the program using incremental resources, and once
again overestimates program demand, then general ratepayers would be harmed unless the
Commission ensures that they are protected from increased costs.

The first year of the Renewable*Connect program is an example of what can go wrong if
the program is expanded in the future using incremental resources. Consider, for example, what
would have happened if Xcel procured incremental resources for the first tranche, rather than
using already-approved system resources. In this hypothetical example, Xcel would have
acquired new resources and offered them, and the value-added services they provide, to
Renewable*Connect customers. Xcel’s shareholders would have the benefit of new revenue

streams; Renewable*Connect customers would have the benefit of value-added services;® and

" Allowing Xcel to collect the unsubscribed energy through the fuel clause, even though the resources are not system
resources, is increasing costs to general ratepayers, but the Commission approved Xcel’s proposal to do so last year.
Based on Xcel’s most recent AAA filing, the Renewable*Connect program cost $264,241 in September 2017. Xcel
Fuel Clause Adjustment November 2017, Docket No. E-002/AA-17-780, INITIAL FILING, Attachment 1, Page 8 (Oct.
31, 2017). To the extent the Commission is concerned about this cost, it may wish to get additional information
from Xcel and revisit whether it is appropriate for unsubscribed Renewable*Connect energy to be recovered from
general ratepayers through the fuel clause.

® In the Matter of the Petition of Northern States Power Company for Approval of a Renewable*Connect Pilot
Program, Docket No. E-002/M-15-985, XCEL’S PETITION FOR APPROVAL OF A RENEWABLE*CONNECT PILOT
PROGRAM, at 10 (Nov. 12, 2015) (stating that “we intend to scale our pilot and eventually offer a full-fledged
program, adding incremental renewable resources”).

® The benefits provided by the Renewable*Connect program appear to be the sort that are valued more highly by
large commercial customers who place marketing value on REC ownership, and who are sufficiently sophisticated
(Footnote Continued on Next Page)



neither group would have any risk if the program was not successful, because general ratepayers
would be required to pay for any unsubscribed energy, and additional costs if any
Renewable*Connect customers break their 5- or 10-year contracts.” If incremental resources
had been used for the first tranche of Renewable*Connect, then general ratepayers would be
paying for 36 percent of the program, and Xcel would have no financial risk for creating a new
service offering that is not as successful as anticipated.*

It is true that this hypothetical example does not apply to the first tranche of the
Renewable*Connect program because it was not procured incrementally. But it is still a
valuable example because Xcel stated it intends to expand the program using incremental
resources in the future,’ and other parties also asked the Commission to use incremental
resources to expand the program.™ Xcel’s experience with Renewable*Connect is an example of
the ways in which utilities can seek out new revenue streams by providing value-added services,

and what can go wrong when those services do not pan out—in the end, general ratepayers can

(Footnote Continued from Previous Page)

to determine whether Renewable*Connect provides value as a hedge against system fuel costs. The fact that the
vast majority of subscriptions by size are taken up by commercial and industrial customers appears to bear this out,
as well as the OAG’s prior concerns that the program would be used primarily as a fuel hedge for large customers.
See In the Matter of the Petition of Northern States Power Company for Approval of a Renewable*Connect Pilot
Program, Docket No. E-002/M-15-985, INITIAL COMMENTS OF THE OAG (Nov. 15, 2016).

1% The cost of customers terminating contracts early could be significant, because Xcel’s termination fees do not
insulate non-participants from the possibility of stranded Renewable*Connect assets. See id. for a detailed
discussion of the issue.

1 One reason it may not be in the public interest to allow utilities to backstop the risk of new service offerings on
general ratepayers is that it will incentivize utilities to create more service offerings than are warranted. It would
also be concerning if utilities continued to expand value-added service offerings targeted to large customers, and
backstopped the risk of those offerings on residential customers.

12 In the Matter of the Petition of Northern States Power Company for Approval of a Renewable*Connect Pilot
Program, Docket No. E-002/M-15-985, XCEL’S PETITION FOR APPROVAL OF A RENEWABLE*CONNECT PILOT
PROGRAM, at 10 (Nov. 12, 2015) (stating that “we intend to scale our pilot and eventually offer a full-fledged
program, adding incremental renewable resources”).

3 In the Matter of the Petition of Northern States Power Company for Approval of a Renewable*Connect Pilot
Program, Docket No. E-002/M-15-985, INITIAL COMMENTS OF THE CLEAN ENERGY ORGANIZATIONS at 1 (Nov. 15,
2016).



be left holding the bag. The same can be said for any value-added product or service that Xcel
offers.

1. IF THE COMMISSION DECIDES TO MODIFY THE TEN PERCENT CAP, IT
SHOULD MODIFY XCEL’S PROPOSED TARIFF CHANGES.

In its Petition, Xcel seeks permission to remove language in the Renewable*Connect
tariff providing that individual customers may not subscribe to more than ten percent of the
program. Xcel states that it has identified several customers who would increase or add
subscriptions if the limitation were removed.*

The OAG takes no position on whether the ten percent cap should be lifted for this
tranche. Obtaining additional subscriptions for the program would reduce the financial burden
on general ratepayers because it would reduce fuel clause collections, but that benefit must be
balanced against policy concerns about concentrating the benefits of a program to a few large
customers, who will no longer contribute to paying system fuel costs. Because the Commission
already approved this program and set aside this resource for this specific purpose, the OAG
takes no position at this time on whether customers should be permitted to increase subscriptions
for the first tranche.

That said, the Commission should not modify the tariff as proposed by Xcel. If the
Commission decides to remove the 10 percent cap on Renewable*Connect subscriptions, that
decision should be limited to the first tranche only. The language incorporating the 10 percent
cap should remain in the Renewable*Connect tariff and be the starting point for any expansion
of the program. The 10 percent cap is a protection for general ratepayers, because it limits the

harm that can be caused by a single customer exiting the program after signing a long-term

4 Xcel Comments (Oct. 13, 2017).



contract. It also places some limits on the extent to which large customers can end their
contribution to system fuel costs through hedging.

Instead of the tariff change proposed by Xcel, if the Commission seeks to modify the ten
percent cap, it should insert this language following Paragraph 2, Section No. 5, Sheet No. 151
of Xcel’s tariff:

2a. Limited Exception to Subscription Level. Customers who subscribe to the

first tranche of resources approved for the Renewable*Connect Pilot Program
may purchase a total Subscription Level from the first tranche without limitation.

While it may be reasonable given current circumstances to remove the ten percent limitation on
the first tranche in order to reduce costs for general ratepayers, it would not be reasonable to
remove the limitation for the entire pilot program at this time. The ten percent limit is an
important restriction that prevents large customers from obtaining excessive benefits and ending
their contribution to system fuel costs. Based on the level of subscriptions in the current
program, it appears the OAG was correct to be concerned that the program would primarily
benefit large customers.
CONCLUSION

The Commission should carefully review the performance of the Renewable*Connect
program as an example of how value-added services can increase risk, and also increase costs,
for general ratepayers. If the Commission decides to allow customers to subscribe to more than

ten percent of the first Renewable*Connect tranche, the Commission should not modify the tariff



as proposed by Xcel, but should instead maintain the ten percent cap as the status quo and create

a limited exception for the first tranche.
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Mr. Daniel Wolf, Executive Secretary
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121 Seventh Place East, Suite 350

St. Paul, MN 55101-2147

Re: In the Matter of the Approval of Revisions to the Renewable*Connect Pilot

Program
MPUC Docket No. E-002/M-17-695

Dear Mr. Wolf:

Enclosed and e-filed in the above-referenced matter please find Comments of the
Minnesota Office of the Attorney General — Residential Utilities and Antitrust Division.

By copy of this letter all parties have been served. An Affidavit of Service is also
enclosed.

Sincerely,
s/ Ryan P. Barlow

RYAN P. BARLOW
Assistant Attorney General

(651) 757-1473 (Voice)
(651) 296-9663 (Fax)
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AFFIDAVIT OF SERVICE

Re: In the Matter of the Approval of Revisions to the Renewable*Connect Pilot
Program
MPUC Docket No. E-002/M-17-695

STATE OF MINNESOTA )
COUNTY OF RAMSEY 3 >

| hereby state that on 9th day of November, 2017, | e-filed with eDockets Comments of
the Office of the Attorney General — Residential Utilities and Antitrust Division and served the
same upon all parties listed on the attached service list by email, and/or United States Mail with

postage prepaid, and deposited the same in a U.S. Post Office mail receptacle in the City of St.

Paul, Minnesota.

s/ Judy Sigal
Judy Sigal

Subscribed and sworn to before me
this 9th day of November, 2017

s/ Patricia Jotblad
Notary Public

My Commission expires: January 31, 2020.
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