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Daniel P. Wolf

Executive Secretary

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

St. Paul, Minnesota 55101-2147

RE: Comments of Minnesota Department of Commerce, Division of Energy Resources
Docket No. E,G002/D-18-523

Dear Mr. Wolf:

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

Northern States Power Company’s 2018 Annual Update of Remaining Lives and
Depreciation Rates for Transmission, Distribution, and General Accounts.

The Petition was filed on July 31, 2018 by:

Lisa Perkett

Principal Financial Consultant
Xcel Energy

414 Nicollet Mall, 4t Floor
Minneapolis, MN 55401

The Department recommends that the Minnesota Public Utilities Commission (Commission)
approve the Petition, pending the submission of further information from the Company. The
Department is available to answer any questions the Commission may have.

Sincerely,

/s/ ANGELA BYRNE
Financial Analyst
651-539-1820
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DEPARTMENT

Before the Minnesota Public Utilities Commission

Comments of the Minnesota Department of Commerce
Division of Energy Resources

Docket No. E,G002/D-18-523

1. BACKGROUND AND SUMMARY OF THE FILING

On July 31, 2018, Northern States Power Company, doing business as Xcel Energy (Xcel or the
Company) filed its first Annual Update of Remaining Lives and Depreciation Rates for
Transmission, Distribution, and General Accounts (Petition or 2018 Depreciation Study) for the
Company’s electric, gas, and common utilities pursuant to Minn. Stat. section 216B.11 and
Minn. Rules, parts 7825.0500 through 7825.0900.

In its previous depreciation filing (2017 depreciation study or 2017 filing), Xcel proposed to
change from the Average Service Life (ASL) depreciation to the Average Remaining Life (ARL)
method. The Commission approved the change and required the Company to file annual
updates of remaining lives and depreciation rates beginning July 31, 2018 and a five-year
depreciation study by July 31, 2022.

Also in Xcel’s 2017 filing, the Commission required Xcel to return to ratepayers the Electric
Utility and electric portion of the Common Utility net decrease in depreciation expense due to
the change in depreciation method through the 2018 capital true-up filing in Docket No.
E002/GR-15-826. Xcel’s 2018 capital true-up filing will be filed in 2019.

Finally, the Commission directed its Staff to prepare and issue a notice for supplemental
comments in Xcel’s pending 2018 Gas Utility Infrastructure Cost (GUIC) proceeding, in Docket
No. G002/M-17-787, that required Xcel to address the gas utility’s $6.8 million decrease in
depreciation expense and the appropriateness of using a true-up or some other kind of
adjustment in the GUIC rider to reflect the decrease in depreciation expense.

In its current Petition, the Company stated that the impact to annual depreciation expense is a
net decrease of $449,371, or 0.14 percent; after allocating the Common Utility, the impact for
the Electric Utility is a decrease of $707,421 and for the Gas Utility is an increase of $258,050.
Xcel requested that the Commission approve the new depreciation rates effective January 1,
2019.

! Docket No. E,G002/D-17-581, 2017 Five-Year Transmission, Distribution, and General Depreciation Study.
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Table 1 below summarizes the depreciation impact of the proposed change, including Common
Utility plant allocation. This table is presented in more detail, and by FERC account, on schedule
B of Xcel’s Petition.

Table 1
Depreciation Expense Impact of the Proposed Change

Estimated Change to Estimated Change to
Depreciation before = Common Utility Depreciation after
Allocations Allocations Allocations
Electric Utility ($665,831) ($41,590) ($707,421)
Gas Utility $257,411 $639 $258,050
Common Utility (540,951) $40,951 -
Total Estimated Impact (5449,371) - (5449,371)

1. DEPARTMENT ANALYSIS

The Minnesota Department of Commerce, Division of Energy Resources (Department)
examined Xcel’s petition for compliance with filing requirements and previous Commission
Orders, and for reasonableness of the proposed ARL depreciation method, remaining lives,
salvage rates, and overall depreciation accruals.

A. DEPRECIATION RULES

The filing requirements for depreciation studies are set by Minnesota Statutes, Section 216B.11
and Minnesota Rules, parts 7825.0500-7825.0900. Public utilities are required to seek
Commission approval of their depreciation rates and methods, and include certain information
(e.g. plant balances, analyses of reserves, summaries of annual accruals, etc.) in their
depreciation studies. Utilities must file depreciation studies at least once every five years, and
must use straight-line depreciation unless a different method can be justified. When utilities
use the average service life technique to depreciate group property accounts, the life and
salvage factors, as well as the resulting depreciation rates, remain unchanged between studies.
When companies choose the remaining-life technique for depreciating group property
accounts, the underlying life and salvage factors may not change, but depreciation rates are
adjusted annually to reflect the passage of time on remaining lives, as well as the impact of
plant additions and retirements. Annual depreciation study updates are required when the
remaining life technique is employed to allow the Commission the opportunity to approve
changes in depreciation rates.
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B. REASONABLENESS OF PROPOSED AVERAGE REMAINING LIVES AND SALVAGE RATES

The Department notes that the ARL method the Company proposed in its 2017 depreciation
filing was approved in Xcel’s previous five-year depreciation study in Docket No. E,G002/D-12-
858 (Docket 12-858). However, the Company did not adopt the change due to the treatment
afforded to the theoretical surplus in its 2012 and 2013 electric rate cases. The ARL method
was ultimately adopted and approved in the 2017 depreciation study proceeding.

Xcel stated that this filing presents the change in remaining lives and depreciation rates solely
due to plant changes through 2017. This passage of time can alter the average remaining life as
new plant is added at a longer remaining life and older plant is retired at a shorter remaining
life. All statistical parameters (average service life, net salvage, and retirement curves) are
unchanged from the parameters approved in the 2017 depreciation study proceeding.?

1.  Average Remaining Lives

The Department reviewed Xcel’s proposed remaining lives in Schedule C of the Company’s
Petition. The Department also reviewed the proposed values from Schedule B in Xcel’s 2017
filing to evaluate the changes year over year. The changes observed appeared reasonable
when taken into context with the addition and retirement activity in each account. The
Department concludes that the proposed average remaining lives are reasonable.

An analysis of the reasonableness of Xcel’s proposed average remaining lives requires a
comparison of the proposed remaining lives with the remaining lives approved in the 2017
proceeding, considering the addition and retirement activity as noted above. Since Xcel did not
provide a comparison of the proposed average remaining lives in Schedule C to previously-
approved remaining lives, the Department referred to the record in the 2017

proceeding. While a comparison of proposed lives to previously-approved ones is not explicitly
required in Minnesota Rules, parts 7825.0500 through 7825.0900 as a filing requirement, it
provides necessary context to satisfy the Company’s burden, to show within the record of the
instant proceeding, that its proposed average remaining lives are reasonable.3 The Department
requests that Xcel provide a current-versus-proposed comparison of the average remaining
lives in its next annual filing.

2 Petition, page 4.

3 Minnesota Rules Part 7825.0700, subp. 2C. states, “All utilities shall furnish any additional documentation
necessary to support findings of the study.”
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2. Salvage Values

In the Company’s 2017 Five-Year Depreciation Study, Xcel proposed significant changes to its
salvage rates. The Department concluded, and the Commission ultimately agreed, that the
proposed changes were reasonable.

The Department reviewed the Company’s proposed salvage rates in this instant docket, and
notes that there have been no changes in proposed salvage rates from those that were
approved in the previous depreciation docket. The Department concludes that the proposed
salvage rates are reasonable.

C. PLANT BALANCES, ADDTIONS, AND RETIREMENTS

Table 2 shows the changes to Xcel’s plant balances during 2017. The net effect of additions and
retirements during the year is an increase in total plant of approximately $331 million, the
majority of which was incurred in electric transmission, electric distribution, and gas
distribution.

Table 2:
Changes in Primary Plant Balance Accounts

Balance Balance

Primary Plant Assets 1/1/17 Additions Retirements Transfers 12/31/17
Electric

Intangible $ 115,172,555 S 4,697,127 S (7,590,460) S - S 112,279,222

Transmission $3,475,756,328 S 146,363,299 S (29,897,479) S 997 $3,592,223,145

Distribution (MN)  $ 3,366,241,940 $ 142,261,117 $ (34,520,052) $ - $3,473,983,005

General S 489,399,248 S 65,714,330 $ (9,512,490) S (95,927) S 545,505,161
Gas

Intangible $ 7,490,919 $ 57,719 $  (1,109,079) $ - $ 6,439,559

Transmission S 82,046,292 S 4,383,274 S (67,314) S - S 86,362,252

Distribution (MN) § 945,185,388 $ 48,383,535 S (7,332,697) S - S 986,236,226

General $ 49235406 $ 3,557,966 $  (3,432,751) $ - $ 49,360,621
Common

Intangible $ 378,820,150 S 113,715,066 S (122,487,905) S - $ 370,047,311

General $ 321,868,061 S 38,894,171 $ (20,898,318) $ - $ 339,863,914
Total $9,231,216,287 S 568,027,604 S (236,848,545) S (94,930) $9,562,300,416

Source: 2018 Annual Depreciation Filing, Schedule D.
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D. FUTURE ADDITIONS AND RETIREMENTS

Minnesota Rules, part 7825.0700, subpart 2, B. states that each utility shall disclose a list of any
major future additions or retirements to the plant accounts that the utility believes may have a
material effect on the current certification results.

It appears that Xcel did not include this information in its Petition. The Department requests
that the Company provide this discussion in its Reply Comments.

E. SUPPLEMENTAL COMMENTS TO GUIC RIDER DOCKET

In Xcel’s 2017 depreciation filing, the Commission directed its Staff to prepare and issue a
notice for supplemental comments in Xcel’s pending 2018 GUIC proceeding, in Docket No.
G002/M-17-787, that required Xcel to address the gas utility’s $6.8 million decrease in
depreciation expense and the appropriateness of using a true-up or some other kind of
adjustment in the GUIC rider to reflect the decrease in depreciation expense.

Xcel submitted its comments on May 29, 2018, stating that the Commission should not address
or incorporate the $6.8 million decrease in overall depreciation expense in the GUIC rider. Xcel
argued that doing so would be single-issue ratemaking, since the vast majority of the decrease
in depreciation expense was not related to GUIC-dedicated projects. The Company also argued
that incorporating the decrease in expense would break with the Commission’s long-standing
practice of evaluating depreciation expense changes to rates in utilities’ rate cases.

On July 3, 2018, the Department filed comments agreeing with Xcel that the GUIC rider should
not incorporate the decrease to non-GUIC projects’ depreciation expense, because doing so
would fragment non-GUIC asset recovery, would be single-issue ratemaking, and appeared to
extend beyond the scope of the GUIC statute.

The GUIC docket has not yet been scheduled for a Commission agenda meeting. However,
should the Commission make a similar determination in this proceeding as was made in the
2017 depreciation proceeding, the Department would continue to recommend that Xcel’s GUIC
Rider not be used to recognize depreciation expense changes for non-GUIC-dedicated projects.

1l. RECOMMENDATIONS

The Department requests that Xcel provide a list of any major future additions or retirements
to the plant accounts that the Company believes may have a material effect on the current
certification results, as required by Minnesota Rules, part 7825.0700, subpart 2, B.
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Based on its review of Xcel’s 2018 Depreciation Study, the Department recommends that,
pending submission of further information regarding future additions and retirements, the
Commission:

e Approve Xcel’'s proposed depreciation lives and rates in the 2018 Depreciation
Study, effective January 1, 2019;

e Require Xcel to file its next remaining life depreciation petition by July 31, 2019;

e Require Xcel to file a comprehensive five-year depreciation study for its
transmission, distribution, and general accounts by July 31, 2022; and

e Require Xcel to return the net decrease in electric utility depreciation expense of
$707,421 to ratepayers in the 2019 capital true-up filing in Docket No. E002/GR-15-
826.

Additionally, the Department requests that, in future filings, Xcel provide a current-versus-
proposed comparison of the average remaining lives in its next annual filing.

/ja
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	/s/Sharon Ferguson

	18-523 sl

