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Dear Mr. Wolf: 
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We have electronically filed this document with the Minnesota Public Utilities 
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REPLY COMMENTS 
 

 
INTRODUCTION 

 
Northern States Power Company, doing business as Xcel Energy, submits to the 
Minnesota Public Utilities Commission this Reply to the April 2, 2018 Comments of 
the Minnesota Department of Commerce – Division of Energy Resources regarding 
our State Energy Policy (SEP) Rider filing. 
 

REPLY COMMENTS 
 
The SEP Rider recovers the annual revenue requirement associated with the cast iron 
pipe replacement project that went into service in 2012 and the costs associated with 
the Assessment for Department Regional and National Duties (ADRND).  The 
Company approached the annual SEP Rider Petition this year much as we have in the 
past.  Though we had not yet implemented a rate for the 2017-2018 SEP Period, we 
provided the 2017 compliance report updating the tracker with known 2017 actuals, 
and we also presented our 2018-2019 SEP Period forecast.  Our proposed rate 
combined the 2017 tracker carryover balance with the 2018 forecasted rate, as we 
have done in our past SEP Rider petitions.   
 
The Company and the Department agree on the reasonableness of the costs going 
through the SEP Rider.  The only issues of disagreement relate to (1) the proration of 
accumulated deferred income taxes (ADIT) and (2) the natural gas sales period used 



to calculate the rider rate.  Our Reply discusses why we believe it is appropriate to 
resume recovery of SEP Rider revenue requirements using a forward-looking test 
year and forecasted sales.   
 
A. ADIT 
 

1. 2017 SEP Proceeding 
 

The Department argues that the Company’s proposal in this proceeding is a request 
for rehearing of the Commission’s Order in Docket No. G002/M-17-174.  The 
Company does not agree given the nature of the discussion and the fact that a 
permanent move to a historical test year was not an issue fully addressed in the 
written record.   
 
In the Commission’s August 24, 2017 ORDER CONTINUING RECOVERY OF COSTS 
THROUGH THE STATE ENERGY POLICY RIDER AND OTHER ACTION in Docket No. 
G002/M-17-174, the Commission recounted how it arrived at Order Point 3 (which 
provides “Xcel Gas shall not prorate its accumulated deferred income taxes in the 
SEP Rider”) and Order Point 4 (which provides “The effective date of the SEP rider 
shall not be before July 1, 2018.)” 
 

1. Xcel Gas  
Xcel Gas stated that it planned on requesting a Private Letter Ruling 
(PLR) from the Internal Revenue Service to resolve the issue of proper 
ADIT treatment in riders.  The Company prepared a draft request for a 
PLR, which it shared with the Department.  At the Commission 
meeting, the Company stated that it hoped to reach a compromise with 
the Department regarding the treatment of ADIT, to avoid the need to 
obtain a PLR in light of another PLR recently issued. 

 
2. Department 
*** 

At the hearing, however, the Department amended its initial recommendation, and 
requested that the Commission not allow Xcel to prorate its accumulated deferred 
income taxes in the SEP Rider, and require the effective date of the SEP Rider to be 
July 1, 2018.   

 
3. Commission Action 

The Commission agrees that the Department’s approach is more 
reasonable, particularly in lieu of waiting for a PLR that the Company has not yet 
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formalized or submitted.  As the Department explained, there will be no 
proration effect of ADIT on the SEP Rider if the rate has been put into 
effect at the conclusion of the test year (June 30, 2018).   

 
Accordingly, the Commission will adopt the Department’s 
recommendation to not allow Xcel Gas to prorate its accumulated 
deferred income taxes in the SEP Rider, and to set the effective date of 
the SEP Rider to be on or after July 1, 2018.   

 
(emphasis added.)  In light of the fact the decision alternatives the Commission 
ultimately adopted were raised orally at hearing and the language in the order tied 
Commission action to facts specifically tied the 2017 SEP Rider filing, the Company 
does not believe the Commission decided to permanently change the SEP Rider into 
a historical recovery mechanism.  Such a marked change to the regulatory compact 
requires notice and full written record upon which the Commission can rely.  As 
such, the Company disagrees with the characterization that this is a request for 
rehearing of the Commission’s decision in Docket No. G002/M-17-174.  Rather, the 
issue is evolving, as evident in other active dockets, and merits the Commission’s 
consideration based on the current state of affairs. 
 
To that end, and as the Commission is aware, since the IRS clarified its normalization 
regulations, the utility industry has sought additional guidance from the IRS, in the 
form of PLRs, to understand how the IRS’ interpretation would apply to a variety of 
different scenarios.  The Company made its proposal in the SEP Rider filing because 
it believes the IRS’ more recent and specific PLR issuances should be incorporated 
into Commission decisions.   
 
In acknowledgement of the Department’s position that our initial proposal unduly 
harms customers because it “would not give back to the ratepayers the income taxes 
they prepaid on the original prorated ADIT, and would not credit ratepayers for the 
difference between prorated and un-prorated ADIT,” we offer a revised ADIT 
proration proposal that addresses this concern while avoiding a violation of IRS 
normalization rules.  
 

2. Response to the Department Across Rider Proceedings 
 
We acknowledge that the ADIT Proration requirements from the IRS are 
cumbersome.  We took steps to evaluate this topic in significant depth and explore 
what alternative treatments could be applied across all of the Company’s open rider 
proceedings so as to minimize the customer impact while still maintaining the 
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significant deferred tax benefits provided to our customers.  Below we provide a 
discussion of the Department’s proposed resolution of the issue and discuss the 
additional work we have done as well to bring constructive closure to this issue. 
 
In the Department’s Comments in other concurrent rider dockets,1 the Department 
compares the Company’s position to the resolution in the Otter Tail Power TCRR 
proceeding, Docket No. E017/M-16-374, noting: 
 

As the tracker is updated with actual results, the effect of proration is eliminated and the 
actual, non-prorated ADIT amounts are reflected in the TCRR. 

 
We note that the Otter Tail docket is now two years old, and did not have the benefit 
of the clarifying guidance from the IRS.  Otter Tail has not filed subsequent riders in 
Minnesota, but it has filed subsequent riders in other jurisdictions.  For example, in 
their January 29, 2018 supplement to a rider in South Dakota, Docket No. EL17-048, 
Otter Tail writes: 
 

Proration of Federal Accumulated Deferred Income Taxes (ADIT): Based on further 
research and analysis of United States Internal Revenue Service (IRS) rules related to 
proration, including recently issued IRS private letter rulings, Otter Tail identified revisions 
needed to its Accumulated Deferred Income Tax (ADIT) balances to preserve the effect of the 
application of the proration methodology for the true-up period. This calculation methodology 
is necessary in order to comply with Section 1.167(l)-l(h)(6)(ii) of the IRS regulations and to 
avoid a tax normalization violation. 

 
The Department also notes that Private Letter Rulings (PLRs) are not the same as 
IRS Regulations and every PLR is only for the entity requesting the PLR.  The 
Company notes that nonetheless, PLRs represent the IRS’ view of the application of 
the law to a specific set of facts.  Thus, the IRS makes their PLR findings public so 
that parties with similar fact patterns can learn from the circumstances addressed in 
the PLR. 
 
The Department notes that by implementing the ADIT prorate, debits and credits 
would no longer be equal in the ratemaking calculation.  It also notes that ADIT 
would be treated differently from the rest of rate base, which follows a BOY/EOY 
average without a proration effect.  The Company notes that tax normalization is 
required in order to use accelerated depreciation, and Treasury Regulation 

1 April 2, 2018 Comments in Docket No. E002/M-17-797 (Transmission Cost Recovery Rider) and March 
26, 2018 Comments in Docket No. E002/M-17-818 (Renewable Energy Standard Rider). 
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§1.167(l)(h)(6) requires a proration of forecasted ADIT to comply.  Without changing 
the law or the regulation, the Company sees no way to avoid this circumstance. 
 
The Department notes that the Company is not incurring any additional costs to 
warrant such a change in long-standing ratemaking policy.  While Treasury Regulation 
§1.167(l)(h)(6) has been in place since the 1970s, through a series of PLRs over the 
past few years, the IRS highlighted that many utilities and regulators had not been 
complying with this provision in their ratemaking practices.  The Company has no 
particular interest in the provision other than it is required in order to preserve the 
significant deferred tax benefits for our customers and the IRS has communicated to 
the industry the ways in which it should be implemented. 
 

3. Additional Work and Interpretation 
 

The Company has reviewed recently-released IRS guidance and engaged Deloitte Tax 
Services to evaluate our rider calculations and propose further optimizations that 
could be applied to reduce or effectively eliminate the impact to customers. Through 
this process we identified a possible modification, which is to treat each forecast 
month as a test period since the revenue requirements in these riders are calculated 
monthly.  This allows the monthly ADIT balance to be reset to its un-prorated 
beginning balance and only the monthly activity receives the proration.  This 
treatment reduces the impact to the ratepayers in these rider mechanisms 
significantly.  This treatment will require the ADIT prorate to be embedded in the 
rate base calculation rather than separated as a line item.  However, we will provide a 
supporting schedule to identify the revenue requirement impact of that item 
individually.  We are still finalizing these calculations and will provide a supplement to 
this Reply to provide the detailed schedules and impacts of this methodology. 
 
At this level we feel we have taken as many steps as possible to minimize the issue.  
We ask that the Commission allow current recovery using this treatment rather than 
waiting to set the rate after the test period as that is punitive to the Company and 
potentially volatile for customer rates.  
 
Even without this potential optimization, we believe our position on true-up 
treatment is in fact quite close to the Department’s.  In their April 2, 2018 TCR Rider 
Comments and March 26, 2018 RES Rider Comments, the Department restated their 
position from our last Transmission Cost Recovery (TCR) proceeding, Docket No. 
E002/M-15-891: 
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Based on our review of IRS Section 1.167(l)(h)(6), the Department concludes that the 
ADIT issue is simply a timing issue. Once actual non-prorated ADIT balances are known 
in the following year, they should replace the forecasted prorated ADIT balances in the 
beginning-of-year and end-of-year average ADIT balance calculations for true-up purposes. 

 
We note that the proposal provided in our SEP Rider Petition is a slight modification 
to the Department’s position above, and is based on the most recent and relevant 
guidance from the IRS.  Our proposed treatment also uses actuals to replace the 
forecasted prorated ADIT balances in the beginning-of-[period] and end-of-[period] 
average ADIT balance calculations for true-up purposes.  The only difference is the 
clarification that neither the original forecast nor the actual results are prorated for 
the purposes of the comparison used in the true-up. 
 
The Department goes on to say, again quoting from the TCR docket: 
 

Alternatively, the Commission could require Xcel’s riders to be based solely on historical 
costs, as Xcel acknowledges that the issue applies only in cases with forward-looking rates. 

 
We continue to believe this purely historical method, while definitive, provides 
significant drawbacks to our customers.  The revenue requirements value of the 
prorate is quite small; however postponing the rate implementation past the test year, 
would create a large carryover balance to be recovered in the next rate.  This creates 
significant volatility in the rider rates year-to-year, causing confusion for customers. 
 
We appreciate the input and discussion the Department has provided thus far in what 
we acknowledge to be a complex topic.  Given the minimal difference that now exists 
between the parties’ interpretations, the Company would be interested in follow-up 
discussions to determine if any additional adjustments can result in a satisfactory 
outcome for all parties.  Additionally, we believe that, given the additional guidance 
received from recent IRS rulings and work with Deloitte Tax Services, it is no longer 
necessary for the Company to submit its own PLR.  We look forward to resolving 
remaining differences with parties. 
 

4. Updated Rate Calculation 
 
When we supplement this Reply to support our updated ADIT proration 
methodology, we will provide updated rate calculations to reflect the ADIT proration 
changes. 
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B. Sales Used in the Rate Calculation 
 
In the Department’s comments, they also note that the Company’s therm sales 
“appear to be too low” and thus recommends setting rates effective July 1, 2018 
based on 2016 sales.  While the Company appreciates the Department’s concern, we 
believe the use of forecasted sales provides the best opportunity for a matching of 
costs and revenues.  It is well established that the SEP Riders use forecasted sales and 
any necessary true-up will be handled in future filings.  As the Department itself 
explained in its July 2, 2010 Comments in the 2010 SEP Rider in Docket No. 
E,G002/M-10-210: 
 

[S]ince Xcel Energy’s forecasted sales are used to set rates in the present docket, any 
changes arising from the difference in revenue between forecasted sales and actual sales 
and differences in costs due to the rate of return determination in the ongoing gas rate 
case will be reflected in future SEP Rider filings, beginning with the filing to be 
submitted by March 1, 2011.   

 
The Company’s 2018 forecast is based not only on a review of past actuals sales, but 
detailed analysis of what the Company expects gas sales to be in the future (e.g., 
whether it will lose or gain customers, whether it expects gas use to increase or 
decrease, etc.).  The goal in setting the rate is to collect as close to the approved 
revenue requirement as possible without over- or under-collecting significantly.  The 
best way to achieve this goal is to use the appropriate sales forecast for the period 
over which that revenue requirement will be collected.  Using the corresponding 
forecast will allow for a more consistent match in costs and recovery timeframes and 
should result in less of a true-up amount.  Based on an appropriate match between 
cost and recovery, as well as the long understood practice that actual gas sales will be 
trued up in subsequent SEP Rider filings, the Commission should use 2018 
forecasted sales as proposed  by the Company in its initial petition.   
 

CONCLUSION 
 

We respectfully request that the Commission approve our SEP Petition as 
supplemented by these Reply Comments. 
 
Dated: May 14, 2018 
 
Northern States Power Company  
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CERTIFICATE OF SERVICE 
 
 
I, Carl Cronin, hereby certify that I have this day served copies 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 
 

 
DOCKET NO. G002/M-18-184 
    
     
Dated this 14th day of May 2018 
 
/s/ 
____________________________ 
Carl Cronin 



First Name Last Name Email Company Name Address Delivery Method View Trade Secret Service List Name

Christopher Anderson canderson@allete.com Minnesota Power 30 W Superior St
										
										Duluth,
										MN
										558022191

Electronic Service No OFF_SL_18-184_M-18-184

Alison C Archer aarcher@misoenergy.org MISO 2985 Ames Crossing Rd
										
										Eagan,
										MN
										55121

Electronic Service No OFF_SL_18-184_M-18-184

Mara Ascheman mara.k.ascheman@xcelen
ergy.com

Xcel Energy 414 Nicollet Mall Fl 5
										
										Minneapolis,
										MN
										55401

Electronic Service No OFF_SL_18-184_M-18-184

Ryan Barlow Ryan.Barlow@ag.state.mn.
us

Office of the Attorney
General-RUD

445 Minnesota Street
										Bremer Tower, Suite 1400
										St. Paul,
										Minnesota
										55101

Electronic Service No OFF_SL_18-184_M-18-184

James J. Bertrand james.bertrand@stinson.co
m

Stinson Leonard Street LLP 50 S 6th St Ste 2600
										
										Minneapolis,
										MN
										55402

Electronic Service No OFF_SL_18-184_M-18-184

John Coffman john@johncoffman.net AARP 871 Tuxedo Blvd.
										
										St, Louis,
										MO
										63119-2044

Electronic Service No OFF_SL_18-184_M-18-184

Generic Notice Commerce Attorneys commerce.attorneys@ag.st
ate.mn.us

Office of the Attorney
General-DOC

445 Minnesota Street Suite
1800
										
										St. Paul,
										MN
										55101

Electronic Service Yes OFF_SL_18-184_M-18-184

Corey Conover corey.conover@minneapoli
smn.gov

Minneapolis City Attorney 350 S. Fifth Street
										City Hall, Room 210
										Minneapolis,
										MN
										554022453

Electronic Service No OFF_SL_18-184_M-18-184

George Crocker gwillc@nawo.org North American Water
Office

PO Box 174
										
										Lake Elmo,
										MN
										55042

Electronic Service No OFF_SL_18-184_M-18-184

Carl Cronin Regulatory.records@xcele
nergy.com

Xcel Energy 414 Nicollet Mall FL 7
										
										Minneapolis,
										MN
										554011993

Electronic Service No OFF_SL_18-184_M-18-184



2

First Name Last Name Email Company Name Address Delivery Method View Trade Secret Service List Name

Ian Dobson residential.utilities@ag.stat
e.mn.us

Office of the Attorney
General-RUD

1400 BRM Tower
										445 Minnesota St
										St. Paul,
										MN
										551012130

Electronic Service Yes OFF_SL_18-184_M-18-184

Sharon Ferguson sharon.ferguson@state.mn
.us

Department of Commerce 85 7th Place E Ste 280
										
										Saint Paul,
										MN
										551012198

Electronic Service No OFF_SL_18-184_M-18-184

Edward Garvey edward.garvey@AESLcons
ulting.com

AESL Consulting 32 Lawton St
										
										Saint Paul,
										MN
										55102-2617

Electronic Service No OFF_SL_18-184_M-18-184

Todd J. Guerrero todd.guerrero@kutakrock.c
om

Kutak Rock LLP Suite 1750
										220 South Sixth Street
										Minneapolis,
										MN
										554021425

Electronic Service No OFF_SL_18-184_M-18-184

Kimberly Hellwig kimberly.hellwig@stoel.co
m

Stoel Rives LLP 33 South Sixth Street
										Suite 4200
										Minneapolis,
										MN
										55402

Electronic Service No OFF_SL_18-184_M-18-184

Annete Henkel mui@mnutilityinvestors.org Minnesota Utility Investors 413 Wacouta Street
										#230
										St.Paul,
										MN
										55101

Electronic Service No OFF_SL_18-184_M-18-184

Michael Hoppe il23@mtn.org Local Union 23, I.B.E.W. 932 Payne Avenue
										
										St. Paul,
										MN
										55130

Electronic Service No OFF_SL_18-184_M-18-184

Alan Jenkins aj@jenkinsatlaw.com Jenkins at Law 2265 Roswell Road
										Suite 100
										Marietta,
										GA
										30062

Electronic Service No OFF_SL_18-184_M-18-184

Linda Jensen linda.s.jensen@ag.state.m
n.us

Office of the Attorney
General-DOC

1800 BRM Tower 445
Minnesota Street
										
										St. Paul,
										MN
										551012134

Electronic Service No OFF_SL_18-184_M-18-184

Richard Johnson Rick.Johnson@lawmoss.co
m

Moss & Barnett 150 S. 5th Street
										Suite 1200
										Minneapolis,
										MN
										55402

Electronic Service No OFF_SL_18-184_M-18-184



3

First Name Last Name Email Company Name Address Delivery Method View Trade Secret Service List Name

Sarah Johnson Phillips sarah.phillips@stoel.com Stoel Rives LLP 33 South Sixth Street
										Suite 4200
										Minneapolis,
										MN
										55402

Electronic Service No OFF_SL_18-184_M-18-184

Mark J. Kaufman mkaufman@ibewlocal949.o
rg

IBEW Local Union 949 12908 Nicollet Avenue
South
										
										Burnsville,
										MN
										55337

Electronic Service No OFF_SL_18-184_M-18-184

Thomas Koehler TGK@IBEW160.org Local Union #160, IBEW 2909 Anthony Ln
										
										St Anthony Village,
										MN
										55418-3238

Electronic Service No OFF_SL_18-184_M-18-184

Michael Krikava mkrikava@briggs.com Briggs And Morgan, P.A. 2200 IDS Center
										80 S 8th St
										Minneapolis,
										MN
										55402

Electronic Service No OFF_SL_18-184_M-18-184

Peder Larson plarson@larkinhoffman.co
m

Larkin Hoffman Daly &
Lindgren, Ltd.

8300 Norman Center Drive
										Suite 1000
										Bloomington,
										MN
										55437

Electronic Service No OFF_SL_18-184_M-18-184

Douglas Larson dlarson@dakotaelectric.co
m

Dakota Electric Association 4300 220th St W
										
										Farmington,
										MN
										55024

Electronic Service No OFF_SL_18-184_M-18-184

Eric Lipman eric.lipman@state.mn.us Office of Administrative
Hearings

PO Box 64620
										
										St. Paul,
										MN
										551640620

Electronic Service No OFF_SL_18-184_M-18-184

Peter Madsen peter.madsen@ag.state.m
n.us

Office of the Attorney
General-DOC

Bremer Tower, Suite 1800
										445 Minnesota Street
										St. Paul,
										Minnesota
										55101

Electronic Service No OFF_SL_18-184_M-18-184

Pam Marshall pam@energycents.org Energy CENTS Coalition 823 7th St E
										
										St. Paul,
										MN
										55106

Electronic Service No OFF_SL_18-184_M-18-184

David Moeller dmoeller@allete.com Minnesota Power 30 W Superior St
										
										Duluth,
										MN
										558022093

Electronic Service No OFF_SL_18-184_M-18-184



4

First Name Last Name Email Company Name Address Delivery Method View Trade Secret Service List Name

Andrew Moratzka andrew.moratzka@stoel.co
m

Stoel Rives LLP 33 South Sixth St Ste 4200
										
										Minneapolis,
										MN
										55402

Electronic Service No OFF_SL_18-184_M-18-184

David Niles david.niles@avantenergy.c
om

Minnesota Municipal Power
Agency

220 South Sixth Street
										Suite 1300
										Minneapolis,
										Minnesota
										55402

Electronic Service No OFF_SL_18-184_M-18-184

Richard Savelkoul rsavelkoul@martinsquires.c
om

Martin & Squires, P.A. 332 Minnesota Street Ste
W2750
										
										St. Paul,
										MN
										55101

Electronic Service No OFF_SL_18-184_M-18-184

Zeviel Simpser zsimpser@briggs.com Briggs and Morgan PA 2200 IDS Center80 South
Eighth Street
										
										Minneapolis,
										MN
										554022157

Electronic Service No OFF_SL_18-184_M-18-184

Ken Smith ken.smith@districtenergy.c
om

District Energy St. Paul Inc. 76 W Kellogg Blvd
										
										St. Paul,
										MN
										55102

Electronic Service No OFF_SL_18-184_M-18-184

Byron E. Starns byron.starns@stinson.com Stinson Leonard Street LLP 50 S 6th St Ste 2600
										
										Minneapolis,
										MN
										55402

Electronic Service No OFF_SL_18-184_M-18-184

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_18-184_M-18-184

Eric Swanson eswanson@winthrop.com Winthrop & Weinstine 225 S 6th St Ste 3500
										Capella Tower
										Minneapolis,
										MN
										554024629

Electronic Service No OFF_SL_18-184_M-18-184

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_18-184_M-18-184



5

First Name Last Name Email Company Name Address Delivery Method View Trade Secret Service List Name

Cam Winton cwinton@mnchamber.com Minnesota Chamber of
Commerce

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

Electronic Service No OFF_SL_18-184_M-18-184

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_18-184_M-18-184


