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(The proceedi ngs herein were had and made
of record, commencing at 8:02 a.m, Monday, June
23, 2008, as follows:)

JUDGE WAHL: Good nor ni ng. | am Al Wahl
the adm nistrative | aw judge designated by the
Office of Adm nistrative Hearings pursuant to a
temporary appointment to act as the hearing officer
for the hearing of the application of Northern
St ates Power Company, doing business in North
Dakota as Xcel Energy, for an electric rate
i ncrease.

Nort hern States Power proposes a $20
mllion, or 14 percent, increase in its annual
Nort h Dakota electric revenues. The proposed rate
increase would affect Northern States Power's
service to all of its approximately 85,000 retail
electric customers in the State of North Dakot a.

Bef ore proceeding with the hearing, | wll
ask the Comm ssioners for their coments and any
directions for the hearing. Comm ssion President
Susan Wefal d.

COMM SSI ONER WEFALD: Good nor ni ng. Ni ce
to have everyone with us this nmorning, that
everyone got here safely. | think it's somewhat

ironic that |1've been on the Comm ssion now Since
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January of 1993, and the very first case that was
presented to me was a reconsideration of the 1992
order of the NSP rate case at that time. So |
remember | did a lot of learning in those first six
mont hs about a rate case and | started with an NSP
rate case. Since that time we have gone through
smal|l increases, small decreases in rates, we've
had performance-based ratemaki ng, which we al
wor ked together on and which worked for five years,
and now we're at the end of nmy termin office,
because | plan to |l eave on Decenmber 31st of this
year, another rate case for Xcel Energy, so it's
kind of nice to start and to finish ny time at the
Comm ssion with a major rate case for a major
utility that affects so many people in our state.
And | have taken a great deal of interest in this
case, as | do any one, but this one does -- for
electricity, for the citizens and the busi nesses of
M not, Grand Forks and Fargo and their surrounding
areas, this is a very significant case and | | ook
forward to getting a | ot of good information on the
record. Thank you.

JUDGE WAHL: Comm ssioner Tony Cl ark.

COWMM SSI ONER CLARK: Just wel come,

everyone, this morning. Thank you for being here.
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These rate cases are really where the rubber neets
the road for the Conm ssion. It's probably the one
opportunity more than any other that we have an
opportunity to address concerns, set policy for the
future and really have a pretty dramatic inpact on
a | arge nunber of people within North Dakota and a
| arge number of businesses within out state, so |
know | speak for all the Comm ssion when | say we
do take these matters very seriously, probably more
seriously than just about any kind of case that we
do, and we've all prepared for this thoroughly. So
t hanks for all the submtted testinmony. | 1 ook
forward to a very thorough and good heari ng.

JUDGE WAHL: Comm ssioner Kevin Cramer.

COVMM SSI ONER CRAMER: Just add my wel conme
and good nmorning to everybody. As Comm ssioner
Clark said, these are our opportunities to not
only, | guess, |look at all of the evidence, hear
all of the testimny and determ ne whet her a
company should get 20 mllion more dollars from
North Dakota ratepayers or not, but also to explore
at a higher level and a | arger sense the policies
that drive us. W are as a Comm ssion in many
respects at sonmewhat of a di sadvantage in that

regard because over the | ast several years the
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| egi sl ature has di m ni shed sonme of our ability
t hrough the budget -- through the budgeting process
to do a lot of investigating in between rate cases,
so we |ike to take the opportunity during rate
cases to explore lots of issues, and we will no
doubt do that.

As we've said, and | hope you understand,
that we don't take this lightly, of course, any
more than certainly Xcel Energy does. W think
t hat asking for $20 mllion from North Dakot a
ratepayers is a really big deal, and so we wil
explore the reasons for that rather thoroughly and
per haps at times even rather aggressively. So we
appreciate the prefiled testinmony. It is very good
testi nmony and we appreciate it a great deal, | wil
say. It occurred to me as | was carrying it honme
over the weekend and | ooking at -- | don't know --
somewhere probably around a foot or foot and a half
worth of Xcel testinony and the inch or so of
advocate's testimony, | thought that this | ooks
like a pretty fair fight, so we | ook forward to the
day and the next several days.

JUDGE WAHL: Thank you, Comm ssi oners.

The record will show that it is a little

after 8:00 a.m, June 23, 2008, the time and date
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noticed for the hearing of the Northern States
Power Conpany electric rate increase application,
North Dakota Public Service Comm ssion Case No.
PU-07-776.

The issues for this hearing are specified
by the Comm ssion's notice of hearing dated March
26, 2008. Those issues are: First, what is the
val ue of NSP's property, used and useful, for the
service and convenience of the public in North
Dakot a?

Second, what is NSP's rate of return on
its property, used and useful, for the service and
conveni ence of the public in North Dakota?

Third, what is a just and reasonable rate
of return on NSP's property, used and useful, for
the service and conveni ence of the public in North
Dakot a?

Fourth, what rates and charges are
necessary to provide a just and reasonable rate of
return on NSP's property, used and useful, for the
service and convenience of the public in North
Dakot a?

Fifth, are NSP's proposed rate schedul es
designed in such a manner that they result in a

basis of charge to its customers that is just and
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reasonabl e wi t hout discrimnation?

And, sixth, other relevant information or
proposal s concerning the proceeding.

Counsel, please state your appearance for
the record. Ms. Hertzler.

MS. HERTZLER: Megan Hertzler, assistant
general counsel at Xcel Energy, and with me here
today is my outside counsel, M chael Bradley of the
law firm of Moss & Barnett.

JUDGE WAHL: M. Bahr.

MR. BAHR: Doug Bahr with the North Dakota
Office of Attorney General, representing staff.

JUDGE WAHL: And al so, please, M. Bahr,
identify each nmember of the Comm ssion staff who
will participate for the hearing.

MR. BAHR: There are no staff that wll be
testifying.

JUDGE WAHL: But is M. Diller
participating for the hearing?

MR. BAHR: M. Diller, when he arrives,
will be with me at counsel table, but he will not
be participating by asking questions.

JUDGE WAHL: No, | understand that, but he
wi Il be assisting you for the hearing. And t hen

there's al so what, two other menbers of the
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Comm ssion's advocacy staff besides M. Diller?
MR. BAHR: Your Honor, |'m not actually

sure which ones have assisted M. Diller.

JUDGE WAHL: Oh, I'msorry. That's fine.
That's fine. |s there anyone present other than
those who will testify on behalf of Northern States

Power or the Comm ssion's advocacy staff who have
come to the hearing to offer any information or
comment concerning Northern States Power's electric
rate increase application?

Ms. Hertzler, you may proceed when you're
ready.

MS. HERTZLER: Your Honor, just a couple
pi eces of housekeeping before | call our first
witness. We had sent a letter in to you on June
20th with an order of witnesses indicating that a
number of witnesses will be testifying by phone.
|'"d like to identify them now and just confirmthat
this is okay with the Conm ssioners, as well as to
get their response with regard to one witness,
whi ch at this point we have not schedul ed for
testi nony.

The list of witnesses that will testify by
phone is M. Allen Krug, Ms. Jannell Marks, M.

Marvin McDaniel, M. --
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COVMM SSI ONER WEFALD: Can you go sl ower,
pl ease?

MS. HERTZLER: Yes. M. Marvin MDaniel,
M . Stephen Beuning, M. Charles Bomberger, M.
Walt Grivna, M. Steve Huso, and M. Phil Zins.
The majority of these witnesses did not submt
rebuttal testinmony in this proceeding, but we are
going to make them avail abl e by phone for
guesti oni ng. It is my understandi ng that advocacy
staff does not have questions for those witnesses.

In addition to this, Dr. Janmes
Vander Wei de, who was our ROE expert, we have not
called himat this time because we have a
stipulation with staff with regard to the overall
rate of return and return on equity. However,
should the Comm ssioners have any questions, |
woul d be happy to make him avail able someti me
during this hearing, if you'd just |let us know.

Do the Comm ssioners have any concerns
with those witnesses testifying by phone?

COMM SSI ONER CLARK: No.

COMM SSI ONER WEFALD: No.

MS. HERTZLER: Wuld the Comm ssioners
wi sh to speak to Dr. Vander \Wei de?

COMM SSI ONER WEFALD: We'll determ ne that
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during the hearing.

MS. HERTZLER: Fair enough. ' m going to
be calling to the stand M. Kent Larson. M. Kent
Larson is our policy witness here on behalf of the
company and his testinony sort of covers the whole
scope of what the case is about, so M. Larson will

have some summary of his testimony. Our other

witnesses will not be summarizing their testinony,
but will just be here for the availability of the
Comm ssion and for cross. So we will call M. Kent
Lar son.

JUDGE WAHL: M. Larson, as you are
doubtl ess aware, your testinmony is required to be
under oath and I'mrequired by law to advi se you
regardi ng perjury before adm nistering the oath.
Perjury is a false statement of material fact which
you do not believe to be true; in other words,
generally speaking, a lie. In North Dakota perjury
is a Class C felony, punishable by a fine up to
$5, 000, inprisonment for a period of up to five
years, or both. WII you raise your right hand,
pl ease?

KENT LARSON,

being first duly sworn, was exam ned and testified

as foll ows:
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JUDGE WAHL: Ms. Hertzler.
MS. HERTZLER: Thank you, Your Honor.
DI RECT EXAM NATI ON
BY MS. HERTZLER
Q M. Larson, if you could state for the
record your name and title.
A Kent Larson, regional vice president,
Nort hern States Power.
Q And did you submt testimony in this

proceedi ng?

A Yes, | did.
Q Did you submt direct testinony?
A Yes.
Q And did you submt rebuttal testinmony?
A Yes.
MS. HERTZLER: Your Honor, | have

previously marked as Exhibits 4 and 5 M. Larson's
direct and rebuttal testimony. ' m sorry. We had

previously marked as 3 and 4 M. Larson's direct

and rebuttal testinmony. | would |ike to move
t hose.

JUDGE WAHL: | have it as 4 and 5.

MS. HERTZLER: Yeah, | had it as 4 and 5,
t 0o. My apol ogi es. My co-counsel -- yes, it is 4
and 5.
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JUDGE WAHL: All right. You're offering

it?
MS. HERTZLER: | am Your Honor.
JUDGE WAHL: M. Bahr?
MR. BAHR: No obj ecti ons.
JUDGE WAHL: Exhi bits 4 and 5 are
recei ved.

Q (MS. HERTZLER CONTI NUI NG) M. Larson,

20

woul d you like to summarize your testinmony, please?

A. Yes. Xcel Energy and NSP have had a | ong
hi story of working together with the North Dakota
PSC to provide very good service at a reasonabl e
price to the custonmers here. It's a priority for
us. If you take a | ook at recent years, it's no
exception to that.

Actually, in 2007 -- we do a rate
comparison to regional utilities, and in 2007 for

residential customers our rates were of the | owest

of the 28 or 29 regional utilities. So froma rate

perspective residential customers are treated well
Customer satisfaction has always been very strong
in North Dakota, one of the best in the conmpany,
and | ast year our actually overall customer
satisfaction was 96 percent positive. So our

custoners are satisfied with our overall service.
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Anot her key component is our reliability.
Last year our average SAIDI, which is a nmeasure of
average m nutes interrupted for an average
customer, was 70 m nutes, which is very, very
strong. And when we did have the PLUS Plan with
you for five years, we met or exceeded the
reliability targets nine out of ten times, so we've
had a good history of good reliability.

On top of that, if you take a | ook at our
community support, we've got many people involved
in the comunity. Mar k Nesbit, Judy Pockerd, Kathy
Oz are involved at the state |l evel and the | ocal
| evel in key | eadership positions. On top of that
we donate nore than $300,000 a year between
econom ¢ devel opnment contributions, so we're a
strong comunity player. You m ght ask how we can
afford to do that with the |low rates that we have.
And one of the major reasons is we've got |ow
system costs and, also, only about 5 percent of our
corporate overheads end up supporting this.

They're spread across other jurisdictions.

As you know, we've got an integrated
system that delivers the power here. W share the
resources across the northern part of the conpany.

We have one of the nost diverse systenms of any
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utility in the country. W have about 45 percent
coal, 28 percent nuclear, the rest being w nd,
hydro, natural gas and biomass. A |ot of other
utilities would love to have that kind of portfolio
of energy. W're fortunate to have it. \What we do
is we provide that to the northern part of the
system  About 75 percent of it goes to M nnesota,
15 percent to Wsconsin and the M chigan area, and
5 percent to North Dakota, 5 percent to South
Dakot a.

Wth that |arge pool of energy, we're able
to have a | ot of diversity. If you take a | ook at
t he nucl ear plants, they supply about 1,500
megawatts of power. | f you think about the North
Dakota | oad being about 500 megawatts, there's no
way you could justify building a nuclear plant or
even a |l arge coal plant for 500 megawatts. So the
advant ages of the integrated systemis | ow cost and
you can build other plants that wouldn't be
possi bl e ot herw se.

I f you think about that integrated system
it provides huge cost advantages and al so hedges
agai nst future price increases, but it also has to
work |ike a partnership. It's not an a la carte

pl an where you can pick and choose each one of
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t hose. You really need to either be in the plan or
out of it. And it does provide great benefits, but
it also provides a | ot of cooperation.

We know that the Comm ssion has concerns
with future resource planning and how that's
adopted. We did make an offer to meet with you or
your staff to take a | ook at how we could inmprove
the resource planning in the future. I n particul ar
our initial offer would be that for three nonths
prior to filing future resource plans, we'd
actually call in all the Comm ssioners and all the
staff to work on a joint planning process to get
better buy in and support. We think that would be
beneficial. W do think it provides huge benefits
for the customers in North Dakot a.

As you mentioned earlier, we asked for a
$20 mllion increase in this case. W're very
confortable with the request that we have. We're
confortable we have a solid rate case and it's well
justified. As you nentioned earlier, Comm ssioner
Wefald, this is the first time in 15 years we've
been in for a rate increase. It's been a | ong
time. We've had some m nor adjustments up or down
with the PLUS Pl an and a few other things, but this

is the first maj or case.
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When we got the staff's recommendati on
back, rather than asking for a $20 mllion
increase, they denied that conpletely and
reconmended a $200, 000 reduction. This kind of
funding won't fund the improvements we need in our
systemto deliver the energy to our customers in
the long run. We've got an obligation to provide
good service, good reliability, support the
communities, and provide it at a fair cost. W
al so have an obligation in every state we serve to
provide a fair rate to our investors. I f you take
a |look at the dollars that were recommended in this
case, they'll provide probably a 2 to 3 percent
return. | don't know how many people in this room
are saving for their retirement, but nobody | know
will invest in a 2 percent -- 2 to 3 percent return
for the |long run. It's just not adequate. | t
won't bring investors here. W owe it to our
customers to do a good job here. We owe it to our
sharehol ders to do a good job, also, and it needs
to be a partnership there.

We think that for us to be successful in
Nort h Dakota, continue to provide the service that
we have, the reliability that we have, that the

funding level is just not adequate to do that going
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forward from an investor point of view and we won
have the funds to continue to provide the service
t hat our customers have enjoyed for a long tine.
We think the $200, 000 reduction is conpletely
i nadequate to run our business in North Dakot a.
What we would ask is, we'd Iike to work with the
Comm ssion to find a reasonabl e solution between
you and us so that we can continue to provide the
service reliability to our customers here and
provide a fair return for our investors. That
concludes my remarKks.

MS. HERTZLER: Your Honor, M. Larson is
avai |l abl e for questions.

JUDGE WAHL: M. Bahr.

MR. BAHR: Thank you.

CROSS- EXAM NATI

BY MR. BAHR:

Q M. Larson, based upon page 14 of your
direct testimny, you say that one of the primary
drivers of your rate increase application include
i ncreasing investments in your generation assets,
whi ch would include the conmpletion of two out of
t hree coal power plant rehabilitation and
repowering projects. Those projects are known as

the M nnesota Metro Em ssions Reduction Project,

25
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MERP; correct?

A Yes.

Q Now, according to your testimny, also,
MERP is a voluntary programinitiated by NSP on its
own?

A. Yes. Actually, the plants that we're
t al ki ng about are ol der plants. The King plant was
basically getting close to the end of its life.

The boiler in it was inadequate. And the High
Bridge plant that we're tal king about was
originally built in 1924 and the useful life on
that is basically gone. So it was a project that
we needed to do to upgrade our system

Q M. Larson, this will go a | ot smoother if
| ask the questions and you sinply respond to those
guesti ons. | will do followup so you can explain
t hi ngs as needed.

MS. HERTZLER: Your Honor, | think he was
answering the question.

Q (MR. BAHR CONTINUING) So ny question was
that this was a voluntary action on behalf of NSP.
A. Yes, it was projects we needed to do.

Q And voluntary means it's something that
you deci ded on your own to do, you're not coerced

or regul ated, required to do that?
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A Yes.

Q So | am correct that there --

A. | would like to correct that a bit.
There's part of it that -- if you take a | ook at

once you enter into those projects, there's
environmental requirements that you need to nmeet to
be able to build a project, in particular with the
Ki ng pl ant. | f you do a maj or upgrade on the King
pl ant |ike we did, you also need to upgrade it,

ot herwise -- froma federal perspective, you need
to make i mprovements from an environment al
perspective and also from a state perspective. So
part of it's voluntary, part of it's required.

Q Data request 3-29, |'m going to read your
response to that and then just a few foll ow- up
guesti ons. It states, The 2006 M nnesota
| egi sl ature adopted the Em ssions Reduction Rider
Act during the special session follow ng
adj ournment of its regular session. During the
regul ar session the |egislature considered, but did
not enact, new environmental requirenments that
woul d have applied to electric generating
facilities. Prior to the commencement of the
speci al session, we worked with stakeholders on a

vol untary, rather than mandatory, approach to
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achi eving em ssions reductions nodel ed after the
voluntary em ssions and reductions approach
successfully used in Col orado.

Now, my question is, this doesn't sound
vol unt ary. It sounds like the |egislature said

we're going to do this. You have the choice of

comng in and doing it with us or we will inpose it
on you.
A. We actually did a study of our system and

determ ned that we needed to upgrade three of our
pl ants: The King plant, which was nearing the end
of its Iife. The High Bridge plant was built in
1924 and was probably past the end of its useful
life, as well as the Riverside plant that was built
after the turn of the century. So we devel oped a
need as far as what was needed for system
i mprovements, and then after we devel oped that need
and understood it, we went to the legislature to
come up with funding so we could secure the funding
to support the project for the long term

Q And why would you go to the legislature to
do that instead of to the Conm ssion?

A. If you take a | ook at across the country,
if you think about the expenditures, this was about

a $1 billion cost. About 75 percent of the cost
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was com ng from M nnesota, about 750, 000. Most
utilities across the country are | ooking to get
some kind of an agreement, they'll get recovery for
projects before they actually start construction
for the major parts of that. In this case the
maj or part of the construction cost was going to be

funded by M nnesota. We felt the |egislature was

t he best source of funding for that -- to make that
deci si on.
Q What are the other benefits of going to

the |l egislature instead of the Comm ssion?

A. | think ultimately the | egislature has
overall authority fromthe state perspective
conpared to the Comm ssion, so if the |egislature
makes t hat decision, then they set the policy for
the state.

Q When you go through the Comm ssion, is
t here an opportunity for other people to
participate in that process?

A. There's an opportunity for people to
participate in both processes. |'ve witnessed in
M nnesota and also here that there's substanti al
participation in either process.

Q But through the Comm ssion process, there

are adm nistrative hearings where testinony is
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t aken and other parties have the opportunity to
partici pate; correct?

A. There's a process in each state -- in each
branch and there are hearings at the Conm ssion
| evel .

Q Now, | think we're all famliar with what
the -- the various plants that are involved in
this. The Riverside plant is not part of this rate
case; correct?

A. That's correct.

Q When will the Riverside plant be
compl et ed?

A The Riverside plant will be conpleted in
2009.

Q When do you anticipate filing a cost
recovery for the Riverside plant?

A In North Dakota we've actually got --
dependi ng on the outcome of this case depends on
when we' || file our next rate case, so it's really
undet erm ned. We asked for $20 mllion in this

case. To recover other investments as well as that

depends on the outconme of this case. If we got the
$200, 000 reduction, |I'm sure we'd be back in very
soon. If we didn't, we'll have to evaluate and it

will be determ ned by what our rate of returns are
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goi ng forward.

Q Now, do you understand that NSP can choose
its test year and use a projected test year
according to the | aws of North Dakota?

A Yes.

Q The King, High Bridge and Riverside
pl ants, where are they |ocated?

A. The King plant is in Stillwater, the High
Bridge plant is in St. Paul, and the Riverside
plant is in M nneapolis. Actually, froma
strategic point of view, they couldn't be | ocated
in a better place. The King plant is actually
right on the border between M nnesota and
W sconsin, so froma support point of view, the
plant is actually located in the best place it's
needed from a transm ssion point of view. I f that
pl ant were to actually go away, we'd need to build
anot her plant very close to that, and the cost of
t hat plant would be at | east twice as nuch as the
pl ant that we rehabilitated and refurbished for
anot her 25 years.

If you take a |l ook at the St. Paul plant,
it's right next to one of our major |oad centers,
and it's also in a location where we didn't need to

build additional transm ssion to get to that. W
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al so added capacity at the King plant, about 270
megawatts, so the location is very inportant, as
you mentioned. The King plant we added about 60
megawatts of capacity. And then the Riverside
plant is actually in M nneapolis, right next to a
maj or | oad center where there's transm ssion
capacity, too, and we added additional capacity.
If you |l ook at all four of those, we added 400
megawatts of capacity.

Q M. Larson, I'mnot trying to be rude, but
most of this is in your direct testinony and so |
beli eve you're just repeating. | f you would be
able to limt your responses to my actual question,
t hat woul d be appreciated.

Now, one of the benefits of MERP
| egislation is that it allows NSP to pass through
capacity increases of up to a hundred nmegawatts to
customers as long as it isn't an environment al
qualifying facility; is that correct?

A That was one of the -- one of the
requi rements, but as you mentioned, in the High
Bridge plant we actually did add additional
capacity there. W added 270 megawatts because it
was cost-justified, so we were able to do what was

econom cally beneficial. W were able to find a --
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we were able to find a systemthat was -- due to a
bankruptcy that was avail able at a |lot | ower cost
and added additional capacity there for a pretty
econom cal price.

Q You just mentioned the High Bridge plant

did go beyond the hundred- megawatt limt?
A Yes.
Q So you're able to recover fromthe

M nnesota ratepayers?

A. Yes, a portion, the 75 percent that it's
assigned, not a hundred percent of the cost.

Q Tell me the process that NSP went through
to make that recovery.

A We actually -- actually, 1I'd have to have
somebody el se define that process better than
can.

Q VWho woul d that be?

A Coul d possi bly be Betsy Engel ki ng.

Q Now, NSP wrote the initial draft of the
Em ssions Reduction Rider Act passed by the 2006

M nnesota | egi slature; correct?

A Yes.
Q Was t hat patterned after the Denver Metro
MERP?

A. It was basically patterned after the
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Denver Metro MERP -- simlarities to that.
Q. Now, when MERP was first initiated in
Denver, was that done after |egislation enabling

it, or was that through a conm ssion process?

A. Actually, |1 don't know the answer to that
gquesti on.

Q Who of your witnesses would know about
t hat ?

A. ' m not sure. Bet sy Engel ki ng.

Q So are you not the one to ask questions

about the Denver MERP? Am | accurate on that?

A. That's correct. Bet sy Engel ki ng woul d be
a better source of information.

Q Wth regard to the M nnesota project, did

NSP seek any North Dakota | egislation regarding

34

t hat ?

A No, we did not.

Q Were there any discussions regardi ng doing
s0?

A We had di scussions -- our primry

di scussions were with the Comm ssion where we gave
updates on the project. W actually took the

Comm ssioners on tours of the power plants so

t hey'd understand the condition of the plants. I

think Diller actually took -- Mke Diller actually
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took a tour of the plants, too. But more the
di scussions were with the Comm ssion to help them
understand the project better.

Q You nentioned earlier that in M nnesota
you went through the legislative process because of
the i mportance of them making these policy
decisions. Wuldn't that be true in North Dakot a,
al so?

A. Each state has its own unique qualities
and we don't necessarily use the standard process
with each one of them And in this case we felt
t he best approach was to work with the Comm ssi on.

Q Can you explain to me why? | guess |
didn't understand why. \What are the unique
gqualities about North Dakota that you woul d bypass
the | egislature?

A. | wouldn't say that we bypassed the
| egi slature. We just chose to work with the
Comm ssion. We've had a good, strong working
relationship with them W were fortunate to have
them actually take the time to tour the plant,
whi ch we appreciated them taking the time, and we
felt that if we could help them understand the
project, that it would be successful fromthat

respect.
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Q Why didn't NSP voluntarily refurbish or
clean up these plants prior to the |egislation?

A. You' re always eval uating your systemto
determ ne when you need to refurbish plants and
that, and at this time we just made a decision that
all three of them together would make a good
package. We eval uated our overall system needs and
what was needed there. Bet sy Engel ki ng woul d be
able to go into nore details on that.

Q But you determ ned absent the | egislation
you would not do that, you wouldn't make these
changes?

A. | can't answer. | can't tell you whether
we woul d or wouldn't have. We were able to get the
| egi slation and so that was a funding process that
was avai l abl e.

Q So had there been any planning if MERP was
not passed in M nnesota when these changes woul d

have been made? Have there been di scussi ons about

t hat ?
A Can you repeat that again, please?
Q | f MERP had not been passed, did you have

a strategic plan as to when these changes to these
pl ants woul d have been made?

A. | can't tell you exactly when they woul d
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have been made, but | can tell you that all three
pl ants were in need of refurbishment and so we
woul d have had to | ook at other alternatives to
fund the projects and get that passed. And the
approach we took was successful, so we didn't have
to go to other approaches.

Q So there was not a tineline -- specific
timeline to do that if this |egislation was not
passed?

A We had a time that we wanted to
rehabilitate the three projects here and we worked
that plan to see if we were successful, and if that
woul dn't have been successful, we would have had to
devel op other alternatives.

Q And my question is, did you have
alternatives already devel oped as to when you woul d
do these things?

A | can't -- Betsy Engel king m ght be able
to answer that question better.

Q Where does the power you have to serve
M not come fronf

A. We operate an integrated system so if you
take a look -- that's what | discussed when | first
opened up, is we have about 10,000 megawatts of

| oad across our system and there isn't any
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particul ar energy that goes from one place to
another, so it's a shared system |l will say that
in North Dakota about 25 percent of the energy that
is used in North Dakota -- not necessarily used in
Nort h Dakota, but proportionately we purchase about
25 percent of North Dakota's energy here. That
doesn't necessarily mean that energy conmes from
Nort h Dakota, though. OQur systemis integrated and
it's shared across the systemsimlar to what
menti oned. Part of it comes fromthe nucl ear power
pl ants, which is very |ow cost, part of it comes
fromthe coal, hydro, and it's a m xture of
everyt hi ng.

Q That 25 percent equivalent that's
purchased, is there a particular place that that is

purchased fron?

A. There's about -- not a particul ar place.
We have agreements with -- we have agreements with
two other utilities.

Q And who are they?

A. Great River Energy and M nnkota Power.

Q But as | understand your testinony,
there's no way to separate where that energy is
goi ng, for example, when you purchase it from Great

Ri ver Energy?
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A. That's correct.

Q NSP Energy is a holding conmpany; correct?

A. Xcel -- we are a holding company overall
with four operating conpanies, and NSP-M nnesota is
one of the operating conmpani es.

Q You're famliar with the Public Utility
Hol di ng Conmpany Act ?

A. Fairly famliar.

Q Was it in effect when NSP and New Century
Energy merged?

A Yes.

Q Were you aware that a proposed merger

under that act at that time had to be

i nterconnected as one utility in order to merge?
A. Yes.
Q Now, at the time of the merger, New

Century Energy was conprised of both the Public
Service Company of Col orado and Sout hwestern Public

Service Conmpany; correct?

A Yes.
Q Those two conpanies were interconnected?
A. At the time they weren't interconnected.

They had plans to build a transm ssion line from
Col orado to Texas, which has been conpleted since

t hen.




10
11
12
13
14
15
16
17
18
19
20
21
22
23
24

25

40

Q Do you know how much of the Col orado MERP
project had been recovered from NSP's Texas and New
Mexi co ratepayers?

MS. HERTZLER: Obj ection, Your Honor. ' m
not sure of the relevance here of this |line of
guesti oni ng. It's beyond the scope of M. Larson's
testi nony.

JUDGE WAHL: M. Bahr.

MR. BAHR: The questioning is to conpare
t he policy of how North Dakota is being treated
based upon M nnesota MERP with how the customers
were treated with regard to Col orado MERP.

JUDGE WAHL: This is going to be foll owed
up in the Comm ssion advocacy staff's response?

MR. BAHR: It will be as appropriate.

JUDGE WAHL: Overrul ed.

THE W TNESS: Pl ease state the question
agai n.

Q (MR. BAHR CONTI NUI NG) You bet. The
questi on was, how nuch of the Col orado MERP
projects have been recovered from NSP's Texas and
New Mexi co's ratepayers?

A. We actually operate as a hol ding conpany,
as | mentioned earlier, and I'll describe how that

wor ks so that you better understand the overall
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picture. On the NSP system we actually operate an
integrated system that also includes W sconsin and
M chi gan. Across that M nnesota pays 75 percent of
transm ssion and generation, W sconsin-M chigan
there's an agreenment there that they pay about 15
percent, and 5 percent to North and South Dakot a.

If you take a | ook at that Col orado, that's
actually operated as an operating conpany, also, so
if you take a | ook at that project, it's ny
under standi ng that basically they devel op their
rates for that jurisdiction. And then if you go to
Texas and New Mexico, that's another operating
company that devel ops their overall rates. So
there's corporate overheads that are shared between
t he group. There's purchasing opportunities.
That's one of the reasons we can end up keeping our
costs | ower, because from a corporate |evel
actually there's a | ot of costs shared. But from
an operating, generation, transm ssion,
di stribution point of view, it's really at the
operating conmpany | evel. There are engi neering
groups that support across the conmpany to save
money, al so, that have some allocations there.

Q So would the answer to ny question be that

none? |s that the answer?
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A None of the --

Q Because it's a different operating
conpany?

A Yes. And it also does not have an

integrated system either.
Q In this case North Dakota's proportion of
MERP i s being asked to be charged to North Dakota

rat epayers; correct? That's a sinple summary?

A. That's correct.

Q "' m going to ask you just some questions
about MERP and the question -- |'mgoing to
emphasi ze the word "nost" in these questions.

Whi ch state benefits the nmost fromthe
i mproved em ssions upgrades, M nnesota or North
Dakot a?
A. | would say that all of them benefit. | f
you take a | ook at the King plant and you take a
| ook at the refurbished costs of that, it was

substantially | ower than the other alternative of

buil ding a new pl ant. Bui |l ding a new plant woul d
easily -- easily would have cost twice as much as
t hat . So from a financial perspective, all states

benefited equally fromthat, and that's probably
one -- that's really what we're here to tal k about

mostly in this case, is the financial inpact of
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t hat project. | f we would have replaced that
pl ant, we would have had to build a new plant in a
simlar |ocation, we probably would have had to
build new transm ssion to do that, and it would
have been two to three tines the cost.

Q Wth regard to where the facilities are
actually | ocated, would you agree that M nnesota
benefits more?

A Not from a financial perspective, no, |
woul d not .

Q How about with regard to the environnent al
i ssues, such as the heat dispensation into the
wat er ways, would you agree that M nnesota benefits
mor e?

A. It depends on -- it depends on how you
| ook at the environmental requirements going
forward. | think we all know that on a nationa
basis, there's going to be substantially nore
requi rements from an environmental perspective than
what there are today, and it's really been our job
all along to be slightly ahead of the curve on
t hose. Hi story has shown us that being ahead of
the curve rather than waiting for mandates is
substantially |l ess costly, to supply materials

better, and so from an environmental perspective
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costwi se, we think that all states benefited
equally from that, too.

Q Woul d you agree that the purpose of a
jurisdictional cost-of-service study is to allocate
costs between jurisdictions for regulatory
pur poses?

A. Yes.

Q Woul d you al so agree that one of the
pur poses of such a study is to allocate to a
particular state only the costs that are incurred

for the purposes of providing service to that

state?
A. Woul d you repeat the question again,
pl ease?
Q Woul d you agree that one of the purposes

of that study also is to allocate to a particular
state only the costs that are incurred for the
pur poses of providing service to that state?

A. | would agree, but |1'd also say that the
integrated systemis part of those costs.

Q And how about a customer cl ass
cost-of-service study, what's the purpose of that?
A. | think -- 1 think actually Anne Heuer
could probably answer that question better than I

can.
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Q Generally speaking, would you agree that
t he purpose of a customer class cost-of-service
study is to allocated costs between the various
customer cl asses?

A. Yes.

Q And t he purpose of that study is also to
all ocate costs to the various customer cl asses
based upon the cost incurred to provide each cl ass
with service?

A. Yes.

Q So the primary purpose of both the
jurisdictional and customer class cost-of-service
studi es, both of which are necessary for NSP to
file a rate case with the PSC, is to assign costs
to the cost causers? You would agree with that?

A. No. |'d say that -- I'd say that the
primary benefit is to assign costs to the
benefactors of the costs. I f you take the --
whoever is receiving the benefits are really the
peopl e who should pay for the cost of it. And this
case with MERP in particular, all custoners
benefit.

Q Just reviewi ng things that you said
someone el se should answer, so | don't want to ask

you those questions.
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Let's talk a m nute about natural gas
prices. In response to one of the requests for
information, this is number 3-25, NSP states that
its decision to repower the High Bridge plant with
natural gas instead of coal is more than a sinmle
conparison of price. Then it references Kent
Larson's testinony saying that that includes
di spatch flexibility, environmental inmpacts and
supply portfolio diversity as key factors. That is
your understanding; correct?

Yes.

Q Now, with regard to natural gas prices,
when deciding to convert High Bridge to a natural
gas plant -- this is NSP's response to number
3-25 -- it indicates that NSP assumed the cost of
gas to be $4.668 per MMBTU beginning in 2004 and
t hen escal ati ng at about 2 percent a year
thereafter. What was the source that NSP used for
this price?

A "' m not sure what the source was.

Possi bly Betsy Engel ki ng woul d know.

Q Based upon the response to request 3-25,
it was assumed that the 2008 natural gas prices
woul d be $5.227. To the best of your know edge, is

t hat what the prices are averagi ng now?
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A Actually, if you take a | ook at the energy

i ndustry as a whole, all prices have gone up

substantially. | don't think anybody thought that
the price of gasoline would -- | saw |last night it
was 4.09. If you take a | ook at the cost of coal,

if you take a | ook at the cost of uranium even

t hough our | owest-cost plant is our nuclear plant,
t he cost of uranium has gone fromin the md teens
just a few years ago, and | think |ast year it
peaked out around $180, it went up more than ten
times over a few-year period. So all fuel sources
have gone up substantially, and natural gas has

gone up with them

Q And do you know where natural gas is now?

A. | believe it's the 11 to $12 range right
now.

Q And you had estimated a little bit over

$5; correct?

A We estimated for all of our fuels
substantially | ower, so all fuel costs have gone up
substantially higher than | think anybody expected.

Q Of all the costs that go into generating
electricity from natural gas, where would the cost
of fuel rank?

A If you take a | ook at our overall cost to
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our customers in our supply portfolio, natural gas
represents |l ess than 10 percent of the overall
energy costs. So froma customer perspective, it's
somewhat small, but you also need natural gas to
operate with the rest of your system I f you take
a |look at the High Bridge plant, we were using the
Hi gh Bridge plant, a coal plant to bal ance out | oad
along with the Sherco plant and you really want to
run those baseline.

Q Maybe my question wasn't clear. ' m
aski ng about actually using natural gas to generate
electricity. The cost of the natural gas, where
does that rank in the cost of generating the
electricity? |Is that the nunber one cost, the
second cost?

A. It's a peaking plant, so base | oad costs
are the | owest cost, intermedi ate are the next
| owest cost, and peaking plants are al ways the
hi ghest cost. You only run them for a smaller
portion of the year, so it is a high cost by plan
as opposed to a nuclear plant, which you run 24
hours a day, seven days, you want to be a | ower
cost, because you don't want -- with a gas plant
you don't want to invest all that capital just for

a short period of tinme. So by design it is one of
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t he higher cost.

Q What, in your understanding, is the nost
abundant and avail abl e energy source within the
borders of the United States?

A. | think there's -- | think probably --
think there's adequate supplies of coal, uranium
and natural gas. I|f they'd open up nmore of the
of fshore drilling, natural gas would even be nore
pl entiful than what it is right now, so it's a

matter of what you have access to.

Q Woul d coal be the most avail able right
now?

A. Probably coal would be -- coal and
urani um

Q How much have the coal prices fluctuated

over the |ast 20 years?

A Bet sy Engel ki ng woul d be able to answer
t hat question better than | can.

Q Do you have information or are you
know edgeabl e about how much natural gas prices
have fluctuated over the | ast 20 years?

A. Nat ural gas prices have -- | think if you
went back into the late '90s, they were in the $2
range. Today they're in about the 11 to $12 range.

They' ve been higher than that -- a few dollars
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hi gher than that.

Q Do you know if they're | ess consistent
t han coal prices?

A. If you take a | ook at natural gas prices,
typically you buy those on the spot market as
opposed to long-term contracts today. Coal prices
are typically -- you sign long-term contracts for
t hose, and that's why | use coal for base | oad
where you produce nmost of your energy.

Q So would the answer be correct that coal
is nore stable priced typically?

A |'d say that coal does not fluctuate on a
day-to-day basis as much as natural gas does. Long
term you would have to take a | ook at the overall
I mpacts. | think when you | ook at different fue
sources, too, you have to | ook at both the
short-term and |l ong-termimpacts. One of the
things that we're trying to deal with is on the
federal |evel we know that there's going to be
changes from an environmental point of view and so
you have to think about how do you prepare your
system for that in the |ong run.

Q Just give me a few m nutes. ' m review ng
things so | don't ask redundant questions.

Is the High Bridge gas facility a
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combi ned-cycl e turbine?

A Yes.

Q Woul d that be kind of the |atest and best
in the turbine technol ogy?

A. A combi ned-cycle turbine actually provides
hi gher efficiency than a single-cycle unit, so you
can get nore energy out of it for the same amount
of gas conpared to the single cycle.

Q And what is the efficiency rating for
that, for like the Hi gh Bridge?

A. Bet sy Engel king could give a better answer
exactly. | know roughly, but I'd rather have her
answer that.

Q Based upon data requests, the response to
data request 3-27, the answer was about 46 percent.
Does that sound accurate to you?

A Yes.

Q And based upon your earlier testinmony,
woul d that also depend on whether it's being used
as a base |load or how it was being used?

A Bet sy Engel king can better describe the
operating characteristics of a natural gas turbine.

Q So you don't feel confortable testifying
regarding how it -- what kind of efficiency rating

it would have based upon how it's being used?
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A. |'d prefer that Betsy Engel king woul d
answer that question.
Q How about the Riverside gas plant which is
currently being built, do you know what kind of --

is it going to be an intermedi ate generating plant,

or how will it be used?
A. | woul d prefer that Betsy answer that
guestion, too. | will make one comment, though.

If you take a |l ook at putting both the Hi gh Bridge
and Riverside plant in place, right now actually we
use part of the Sherco plant to do some of the | oad
followi ng, which is not an efficient use of
resources. The Sherco plant is one of our | owest-
cost plants that we have on the system Wth both
nucl ear plants and Sherco plant, you want those to
run as nmuch as you possibly can to get the nost
efficient use out of them And as we convert these
two plants to natural gas, we'll actually be
utilizing the Sherco plant nmore at full capacity
and these natural gas plants follow ng |oad, it
will be a substantially better use of the system
overall. So we'll have an inproved system
operation overall with that.

Q Approxi mately how many megawatts of w nd

does Xcel's M nnesota conmpany have under contract?
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A. | believe it's a little bit over a
t housand megawatts right now.

Q And how many megawatts of w nd does it
plan to have on line by 2025 to neet the renewabl e
portfolio standard?

A We actually plan to have 4,000 megawatts
on line by then. We're in the process of
redevel opi ng our transm ssion systemto allow
addi tional capacity out there to supply wind. You
may have read | ast week that we have one |ine
pl anned with the CapX group that goes fromclose to

the Twin Cities to Fargo, and we're recomendi ng

that |ine actually be built to have the capability
of a second circuit. That was actually filed | ast
week. So we do see that there will be additiona

wind on the system and we feel that North Dakota
will play a major part of that. Wth this
additional transm ssion capacity, it wil
definitely benefit us to have availability to w nd
up here.

Q Now, as | understand it, the wind is |ess
consi stent because it depends on weat her factors
whet her it's avail able or not. | s that accurate?

A. |'d say that if you take a | ook at w nd

capacity today versus 20 years ago, it's inmproved
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substantially. Today's wind capacity that's com ng
on line is nmore in the 40 percent capacity factor
range, which is pretty amazing, and it isn't as
consi stent, so you really need to have both w nd
and natural gas to offset each other. Typically,
the cost of wind is less than the operating cost of
natural gas, so it's a good match between the two
of them Bet ween the two they provide a good
energy source. | f you | ooked at the wi nd we
brought on early on the system it was close to the
3-cent range. We have that under contract. That' s
substantially I ess than the cost we're paying M SO.
So if you think about the first 400 megawatts we
brought on at 3 cents, that's a very good resource
right now with the price of fuels going up
substantially. W feel it's a good hedge | ong
term too.

Q So based upon what you just said, will the
gas turbines be used kind of as a shadow of the
wi nd, so that when they're not working, you'll use
the gas to suppl ement?

A Yes, in general. Not a hundred percent,
but in general that's the basic philosophy,
dependi ng on other resources that are avail able at

the time, but basic philosophy is you use gas to
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back up wi nd depending on the need at the time to
fill the peaks.

Q | remember that we had a phone meeting a
few weeks ago and the issue of natural gas and
concerns with long-term supply was addressed. Are

you famliar with concerns about that?

A. |'d rather have Betsy Engel ki ng answer
t hat questi on. |"'m not famliar with the phone
call that we had a couple weeks ago. | wasn't

involved in that.

Q She's nore famliar with the resources of
natural gas and its availability than you are?

A. "' m somewhat famliar. There is natural
gas avail able, and actually if you take a | ook on
the federal level, there's nore people talking
about doing offshore drilling, which there is
adequate supply there. There is adequate supply in
t he Rockies, and then also on an international
basis. There's a substantial gas supply around the
worl d that you could liquefy and bring in, too.

Q Now, would | be correct that the
i ntegrated resource plan you filed with the
M nnesota Comm ssion is the only IRP that you
devel oped? 1|Is that accurate?

A It's the only IRP we devel oped for the NSP
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system

Q So there's nothing filed with other
jurisdictions that systemis involved in?

A. It's my understanding we actually -- |
don't know if it's an actual filing, but we do
provide a copy of it at the m ninmum each time to
t he North Dakota Comm ssion.

Q ' m sorry. Not hing different? You
provide the same IRP to the different

jurisdictions?

A Is it the same, exact plan, is that what
you're --

Q Yes.

A. The basis of it. W develop one

integrated plan for the NSP system which serves the

five states, and the basis of that plan is the

same. "' m not sure if there's a different cover
letter.

Q Substantially the same?

A. Yeah, substantially the sane.

Q And then what, does the M nnesota

Comm ssion approve it, or how does that work?
A. Yes, they do approve it.
Q Were the MERP projects the | east-cost

resource addition according to NSP's IRP at the
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time?

A. If you | ooked at -- if you took everything
into account, the MERP plan was the | east-cost
project that was available to us.

Q And by saying taking everything into
account, what are you referring to?

A. If you take everything into account,
system control -- system control, fuel costs,
| ocation of transm ssion, being able to upgrade the
systemto add additional capacity. Bet sy Engel ki ng
can get into nore details on that, though.

Q Now, in information request 3-5 staff
expressed some concern that your |IRP model only
included a future coal -based resource option that
i ncludes carbon capture and storage and assigns a
$9- to $40-per-ton charge for CO2. They also
expressed concern over how this comports with North
Dakota | aw, because according to state |aw, the
Comm ssion may not use, require the use of, or
allow electric utilities to use environnment al
externality values in the planning, selection, or
acquisition of electric resources or the setting of
rates for providing electric service.

MS. HERTZLER: Poi nt of clarification,

Your Honor. | don't believe you're on 3-5,
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counsel

JUDGE WAHL: 3-15.

MS. HERTZLER: 3-157?

MR. BAHR: Ri ght . " m sorry. Di d
m sstate?

MS. HERTZLER: It was -- 3-5 was your
reference.

MR. BAHR: Okay. 3-15.

Q (MR. BAHR CONTINUING) | can reread that
or you have it handy. So the staff's concern is
that the I RP does not comply with North Dakota | aw.
And |'m not asking you for a |egal response, but
there's nothing that was filed differently that
woul d meet staff's concern; is that correct?

A Can you state the question again?

Q Based upon this information request from
staff, they were concerned that your |IRP did not
conply with North Dakota |law, and |I'm just trying
to confirmthat there's nothing else that has been
filed to attenmpt to comply with that.

A We believe we are in conpliance with North
Dakota | aw.

Q Do you have an I RP that incorporates
existing coal technol ogy instead of future based --

coal based resources?
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A Bet sy Engel ki ng woul d be able to better
answer that question than | can.

MR. BAHR: ' m not done, but can we take a
five- or ten-mnute recess?

JUDGE WAHL: W may. We'll be in recess
for ten m nutes. Let's make that 10 after 9.

(Recess taken.)

JUDGE WAHL: All right. Let's be in
order. M. Bahr, you may proceed.

MR. BAHR: Thank you, Your Honor.

Q (MR. BAHR CONTINUING) M. Larson, when
NSP prepared its IRP, it ran a coal -based option
using future based carbon capture and sequestration
technol ogy; is that correct?

A Actually, I'd rather have Betsy Engel ki ng
answer that question. She's nore famliar with the
pl anni ng part of that than | am

Q Woul d you agree that electric generation
is primarily driven by coal, nuclear and natural
gas?

A. On our systenf?

Q On your system first of all.

A Primarily on our system yes.

Q And how about generally? Are there other

options that are used?
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A. Wnd is becom ng a substantially bigger
portion throughout the country. |'d add that to
it. Hydro is another major -- major source. W
have some hydro, but not as much as some utilities
do.

Q Do you believe the price of -- or do you
have any basis to believe that the price of natural
gas has an inmpact on the price of coal?

A | believe that all the energy sources are
interrelated on cost prices, uranium coal, even
wind. They're all somewhat interrelated.

Q Based upon your experience, you're aware
that the price of nuclear fuel has increased
significantly in the [ ast few years?

A Yes.

Q Do you have any opinion as to why that has
occurred?

A. Part of it is the price of -- part of it
is actually the price of other fuels, and the part
of it is we used to get a |lot of uranium from
Russia. When they were taking some of their arms
out of service, we had agreenent to take sone of
their uranium and that's actually gone away now so
the price of uranium has gone up since then. So

there's a couple factors. There's also people that
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believe -- there's speculation on the uranium
mar ket, too, so it's not all caused by the price of
natural gas. There's many factors that impact it.

Q When you say they're all interrelated, if
you feel, you know, conpetent to testify regarding
this, what do you mean? How does one inpact the
ot her ?

A In general, fuels tend to nove up or down.
There's alternatives. Fuel s act as alternatives
for other ones. Nat ural gas, coal, oil, uranium
t hey suppl ement each other, so they are somewhat
interrelated fromthat respect. ' m not an expert
on it, but I do know that much.

Q And when NSP determ ned that it did its
| RP and that it was going to be burning nore
natural gas, did it consider that and how it would
i mpact the other fuel cost?

A We actually took a | ook at the natural gas
supplies when we were | ooking at our MERP project,
and on a national or international basis, how nmuch
gas we use really doesn't inmpact the overall
supply. We're pretty small. One of the things --
t he bigger thing that we considered for our MERP
project is what's the supply into the area and

would it overload the pipelines on that area. So
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t hat was one of the considerations that we
considered. On the national basis, these two
plants just aren't big enough to swing the market
one way or anot her.

Q How about with regard to natural gas --
resi dence and places that use natural gas for
heati ng purposes, did you consider the inpact it
woul d have on thenf?

A Once again, we actually aren't big enough
to swing the entire U. S. market, and so it isn't
bi g enough. We still have a relatively modest
amount of our energy com ng from natural gas, |ess
than 10 percent, which is pretty m ni mal. You need
some natural gas on the system You woul d never
use coal to supply your peak needs. The cost of
coal for peak energy would be extremely high
because it's only there for a portion of the tine,
so you really need a m xture of all different
resources, and we're confortable with the m x that
we have right now. W actually were using coal, as
| mentioned earlier, at the Sherco plant to ranp up
and down, which is not a good use of the Sherco
pl ant . So from an overall electric point of view,
it's a good m xture of resources.

Q | don't have the source handy right now,
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but | believe there was something fromthe
Department -- one of the federal agencies that said
95 percent of the recently created or upgraded
facilities are all wusing natural gas. Are you
aware of that trend?

A |'ve seen sone trends out there, and I
don't know that | would agree that it's 95 percent.
There's a | ot of movement towards wind right now.
| don't know what the actual nunber is.

Q Woul d you agree there has been a
significant trend to using nmore natural gas?

A It's -- there's been nmore of a trend
t owards using natural gas in the last 10 years.

Q And so when you consider the impact of
just your conpany, do you consider the inmpact of

many ot her conpani es who may be doing the same

t hi ng?

A | think a | ot of people | ook at natural
gas and | ook at the benefits of it. One, you can
get a plant built in pretty quick, short order. | f

you | ook at the environnmental impacts, it's pretty
| ow. If you take a | ook at what your needs are, if
your needs are in the peaking and internmediate

range, natural gas is a good resource. So | think

there's a | ot of people Iooking at all those
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factors and see that it's beneficial that way.
Q And | guess your testinmony is that there's

no concern with adequate supply?

A. Adequat e supply of natural gas?
Q. Correct.
A. We don't see any short-termissues of

natural gas supply. And if you | ooked on the world
mar ket, there's a | ot of natural gas on the world
mar ket that can be |iquefied and brought to the
U.S. and there's actually being -- there's actual
LNG pl ants that are being built in the U S. to
accept that right now, too.

Q Does the I RP model include any
consi deration of off-system sales that m ght be
made if a base load unit were built instead of
anot her intermedi ate or peaking unit?

A Bet sy Engel ki ng woul d be able to answer
t hat question better than | can.

Q What is the energy capacity market for
electricity right now?

A Bet sy would be able to better describe
t hat than | can.

Q When is the coal plant most expensive to
rat epayers, the beginning years or |ater years?

A. There's two times a coal plant is the nost
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expensi ve. One is when you put a plant on |ine
because it's not fully depreciated, you end up with
a higher cost there. We're fortunate on our system
to have plants that are fairly well depreciated
t hat can supply | ow-cost energy. At the end of the
life it also gets very expensive, too, because you
have a | ot of problems running a plant. So there's
actually two times, at the beginning and end. And
then the third time is actually if you use a coal
pl ant for peaking rather than base |oad, that's a
poor use of a coal plant, so it would be very
expensive in all three of those cases -- not very
expensive. The |last instance would be very
expensive, but the first two could be nore
expensive than other tinmes.

Q Now, so at the beginning or at the end --
so | better understand, why are you saying it's
mor e expensive at the end?

A If you take a | ook at the King plant, the
Hi gh Bridge plant, the Riverside plant, the King
pl ant had a | ot of failures over the last few
years. It didn't have the ability to ranp up and
down, the boiler was in poor shape. And so if you
actually have the plant off line, you have to | ook

at replacement power for that. |f the plant is off
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line at peak times, you don't have a reliable

plant, it gets to be very expensive to replace that
energy.
Q Based upon the conpany's response to

request 3-21, it's my understandi ng your test year
jurisdictional cost-of-service study all ocates cost
to North Dakota for the Excelsior Mesaba project
where the so-called clean energy technol ogy

M nnesota | egislation requires Xcel to purchase 450

megawatts of base | oad capacity in energy under a

| ong-term contract. s my understanding correct,
first of all, that that is --
A. Is it that there's dollars in the rate

case for that?
Q In this rate case for that.
Yes, that's true.

Q And that contract is designated by the
Comm ssioner of the Iron Range Resources and
Rehabilitation Board as a project that is |ocated
in the taconite tax relief area and provided by the

M nnesota PUC; correct?

A. | don't have that response right in front
of me, but -- so | can't say that's exactly
correct, but | believe it's true.

Q This rate case also includes allocations
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to North Dakota for M nnesota's wi nd power mandate

| egi sl ati on of 425 megawatts of wi nd conservation

system -- conversion systens; correct?
A The 425 megawatts is what | tal ked about
earlier, and that was part of -- that was part of

t he agreement when we ended up relicensing the
Prairie Island plant. And as | mentioned earlier,
that's some of the | owest-cost energy we have on
our system now, so it's -- a lot of that is around
3 cents, so it's very economcal, so North Dakotans

do get the benefit of that energy.

Q So it is included in this rate case;
correct?
A. Actually, 1'd have to clarify that, if

it's 425 megawatts. Anne Heuer can answer that,
but I"mthinking that it would probably go through
the fuel clause, so it probably wasn't part of the
ot her rate case.

Q In '94, the M nnesota | egislature required
NSP to construct and operate, purchase or contract
to construct and operate 125 megawatts of biomass
generation as part of the overall bill to allow
additional dry cast storage at the Prairie Island
nucl ear plant; is that correct?

A. That was part of the Prairie Island
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| egi sl ati on when we were trying to extend the life
of the Prairie Island plant overall, and with that
there was some major battles at the |egislature
trying to keep that plant open, and there's
requi rements for wind and there's requirements for
bi omass, and we made the decision -- and the
customers -- froma customer perspective, it was
substantially | ess expensive to keep that plant
open and do a few other things than it was to shut
it down. | f you |l ook at the relicensing of Pl and
Monticell o, what we're doing right now, that's
going to save our custonmers nore than a billion
doll ars, and so history has shown it was the right

deci si on, al so.

Q So the answer is yes; correct?

A Yes.

Q And that was built?

A. Say that again.

Q Where was that built?

A The biomass?

Q Yes.

A. There's -- Betsy would be able to answer
t hat better. | think it was actually refined to

110 negawatts because that's what we could do cost

effectively. There's one St. Paul cogen project,
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and | can't remember the |ocations of the others.

Q Was that the | east-cost option for the new
base | oad energy?

A G ven that -- if you take a | ook at the
package as a whol e, when you think about keeping
Prairie Island open and the mandates it required to
keep the plant open between w nd, biomass, there's
no question it was the |east-cost option. I f you
combi ne all of those, it was the |east possible
cost option to keep the plant open given all the
requi rements that were put on it.

Q Does your jurisdictional cost-of-service
study include any allocations of these costs to
Nort h Dakot a?

MS. HERTZLER: Obj ection, Your Honor.
think this is maybe beyond the scope of M.
Larson's testinmony.

MR. BAHR: And | just want himto tell me
who to ask if he's unconfortable answering.

THE W TNESS: | believe it's Anne Heuer.

Q (MR. BAHR CONTI NUI NG) Under M nnesota's
wi nd power mandate, the legislation required that
the M nnesota PUC inplement a preference for w nd
conversion systems |ocated in state and the State

of M nnesota? That is correct?
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Q And of all of the mandated wi nd systens,
how many were | ocated outside of M nnesota?

A We actually have some wi nd near Vel va,
North Dakota, and we al so have some wi nd near

Br ooki ngs, Sout h Dakot a.

Q Those are in place now?

A Yes.

Q How much in Velva?

A. | think it's 12 megawatts.

Q How much i n Brookings?

A | think it's about 50 nmegawatts. We're

al so | ooking at other opportunities to increase

capacity in North Dakot a. | mentioned the
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transm ssion |line that we're building right now and

also the second line we're supporting for this
area, so we think there will be substanti al
investment in the future.

COMM SSI ONER WEFALD: Was that 50 or 15
megawatt s?

THE W TNESS: 50 in Brookings.

COMM SSI ONER WEFALD: 5-07?

THE W TNESS: 5-0, yes.

Q (MR. BAHR CONTI NUI NG) How about of the

wi nd power purchased by NSP? | believe one of your
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it is purchased from M nnesot a. Does that sound
accurate?

A. What response is that?

Q That woul d be 3-8.

A. | haven't done the math on it, but if --

so for the NSP system | would say that the

71

numbers on 3-8 are accurate. So if you've actually

multiplied the math on it, 1'd say that's accurate.

Q Assuming it's 98.3 percent, what
percent age of your M nnesota conpany's business is
in Mnnesota?

A 75 percent of the business is in
M nnesota, but basically what we've done on our
wind is we actually put our RFPs and asked peopl e
to conme back with the | east-cost options. The
options that have conme back, initially there was
substantial transm ssion capacity on the Buffalo
Ri dge in sout hwest M nnesota, so it made | ogical

sense if you've got additional -- if you've got

capacity on the system that's where the devel opers

actually went. We didn't choose the sites. The

devel opers did. | think that as we add nore

transm ssion capacity in North Dakota, that's going

to change, but there was capacity there and it was
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an easy pl ace. | f you | ook at cost of wi nd,
there's a few factors, land rights, wi nd speed and
turbine costs and then also transm ssion. | f
you've got avail able transm ssion, that gives
certain areas a bias, and the Buffalo Ridge had a
maj or bi as because there's additional capacity
avail able at that |ocation.

Q And with regard to wi nd speeds, you would
agree that North Dakota is superior in that area?

A. | would say there's -- 1'd say that you
woul d have to take a | ook at the individua
| ocations. There's places in each state that has
good | ocati ons. If you took a | ook at the state as
a whole, it maybe has more | ocations, but there's
still a lot of very good locations within
M nnesota, |owa, South Dakota, not as many
W sconsin, but there's good wind resources in North
Dakot a.

Q I f you know, on average what does it cost
for new wind generation installed in M nnesota
compared to North Dakota?

A Bet sy woul d answer that question better
than I will, but you need to take into account both
transm ssion costs, wi nd speeds and ot her factors,

so it's just not the construction of the turbines.




10
11
12
13
14
15
16
17
18
19
20
21
22
23
24

25

73
Q Now, according to M nnesota's W nd
| ntegration Study, W ndLogics projected mean annual
capacity factors for the Fargo, Grand Forks and
M not areas of about 38 to 50 percent. Are you
aware of that?
A " mnot famliar with that study.
Q VWho would be? Wuld that be Betsy?
A. Bet sy m ght be.
Q Are you aware of how that compares to the
actual factor achieved in M nnesota?
MS. HERTZLER: Your Honor, | think he just
said he's not aware of the study.
MR. BAHR: ' m just asking himif he's
aware of what was actually achieved in M nnesota.
THE W TNESS: Bet sy would be able to
answer that better.
Q (MR. BAHR CONTI NUI NG) Are you aware of
the U.S. Department of Energy's National Renewabl e
Energy Laboratory, NREL? Are you famliar with
t hat ?
A. | ve heard of it. |"'m not famliar wth
their studies, though.
Q So statements they' ve made or studies
t hey' ve issued you're not famliar with?

A. Not in detail, no.
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Q |s there someone who will be testifying
that is nore famliar with that?

A. Bet sy would have more know edge on that
t han | woul d.

Q Wth regard to the cost of |easing |and,
woul d you say that it's generally cheaper in North
Dakota than M nnesota generally?

A | couldn't answer that question. Bet sy
m ght be able to.

Q Woul d you say that it is easier and
cheaper to site transm ssion facilities in North
Dakota than in M nnesota, or is Betsy the best one
to answer that?

A |'d say transm ssion siting can be
difficult or easy depending on who |lives close to
it, and so you can get somebody difficult in either

| ocation that make it difficult, but Betsy m ght

have comments on that. It all depends on who |ives
cl osest. | don't think it's necessarily
appropriate -- or consistent on a state-by-state
basi s.

Q Do you have experience with doing so in

both states?
A Somewhat experienced, yes. W actually

built a line in North Dakota a few years ago and
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we're building lines right now.

Q And based upon that experience, do you
know if it's been easier to do it in North Dakota?

A. | don't know that it is, no. Bet sy m ght
have anot her opinion on that, but | can't tell you
one is easier or harder than others.

Q Now, NSP recently had an electric rate
i ncrease hearing before the M nnesota PUC; correct?

A Yes.

Q Are you aware of the M nnesota Climte
Change Agency Group that issued its final report to
the M nnesota governor and | egislature?

A. Mnimally. Actually, Rick Rosvold will
have more details on that than | will

Q So he would be the one to follow up with
guesti ons about that?

A Yes.

Q Why don't you tell me what comunity-based
energy devel opment is.

A. Communi ty-based energy devel opment is
actually a partnership with comunities to try and
get |l ocal ownership of projects within the state so
you don't have other people owning those. W' ve
actually proposed that in M nnesota, and we've

actually had some informal discussions in North
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Dakota, too, of having a simlar proportion in
North Dakota. So it is one that we have been
wor ki ng on the implementation of. It's been more
difficult than what we thought for a number of
factors -- for a number of reasons.

Q You nmentioned you've had di scussions, so
does that mean there is no community-based energy
devel opment currently in North Dakota?

A. No, there isn't, but we would be open --
if the Comm ssion decided that was the right thing
to do in North Dakota, we would be open to
di scussions around that on a proportional basis or
we woul d be open to discussions overall.

Q In November -- on Novenber 28th of 2007,
Chuck McFarl and addressed the Energy Supply GHG
Forecasting, indicated that all the wi nd generation
facilities needed to achieve the M nnesota
renewabl e portfolio standard, that all of them that
are needed to do that can't be acconplished in
M nnesota al one and that the capacity factors for
wind in North Dakota are higher than M nnesota's.
| don't know if you're famliar with that
statement. Do you agree with it?

A. |'"'mnot famliar with that statement.

Q So do you have an opinion on whether it's
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accurate or not?

A | think you still have to take a | ook at
each particular |location and say there's places in
M nnesota that are better than North Dakota and
there are places in North Dakota that are better.
| think if you take a | ook at overall capacity in
Nort h Dakota, there is substantial wi nd capacity in
North Dakota, | wouldn't debate that at all, but
there are also good locations in M nnesota.

Q But the first half of his statement was
that there's not adequate in M nnesota to neet
their own requirements. Do you agree or not have
an opinion on that?

A | would say that if you take a | ook at our
4,000 megawatts, it's likely that we'll need to go
to the regional area to supply that. We'Ill need
wind from M nnesota, we'll need wind from North
Dakota, we'll need wind from South Dakota to supply
that in an econom cal way. So | can tal k about
what our needs are and how we think we'll approach
it, but we definitely feel that we need to spread
it out overall. | m ght add that that's one of the
benefits of the CapX program that it will allow
more devel opment of wind in North Dakota than

what's currently avail abl e.
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Q Now, did your company | obby the North
Dakota | egislature to pass the bill permtting the
PSC to grant advance prudence for planned
generation and transm ssion investment?
A. State that again.
Q A bill that would permt the PSC to grant

advance prudence for planned generation and

transm ssion investnment. Do you recall that?
A. | can't remenber the details of that bill
Q Is there someone who will be testifying

who woul d be more famliar with that?

A We m ght have to get back to you on that.
We can get back one way or anot her.

Q Well, are you then famliar with Otter
Tail Power Conpany and MDU filing a determ nation
for advance prudence for their share of the
proposed Big Stone Il coal plant? Do you have any
i nformation about that?

A. ' m aware that they're in the process of
doi ng that. |"m aware that it's going on. | don't
know the details of it.

Q | s there someone else who will be
testifying more famliar with that process?

A. You could ask me the questions that are

avail able, but |I'm not sure that | would have the
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answer and |'m not sure anybody el se woul d, either.

MS. HERTZLER: Your Honor, it's somewhat
outside the scope of what M. Larson has testified
to or, frankly, any witness in this proceeding with
regard to the Otter Tail and MDU proceedi ng. It's
not within the scope.

JUDGE WAHL: Are you objecting that it's
irrelevant?

MS. HERTZLER: | am objecting that it's
irrel evant unl ess counsel can explain to us why it
woul d be inportant that we find a witness that
could provide that information.

JUDGE WAHL: M. Bahr.

MR. BAHR: | guess the primary question --

JUDGE WAHL: Just a nmonment. ' m sorry.

Go ahead, M. Bahr.

MR. BAHR: | just wanted to, first of all,
confirm that they hel ped get this | aw passed and
whet her they've ever even utilized it, because
that's significant in this whole process. And so
M. Larson said he does not recall nuch about the
| egi slation, and so I'mtrying to find out who can
give me some answers or if counsel can stipulate
t hat they were behind the passage of this |aw and

then have never utilized it, that would be
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e.

MS. HERTZLER: | can verify on a break,

Your Honor, with perhaps someone who is here who

m ght be able to give me that information, but |

was not

prepared to speak on that subject hereto

and cannot stipulate at this point.

MR. BAHR: And I|'"'mfine with that if we

can have that confirmed over a break.

pursue

JUDGE WAHL: | think, M. Bahr, you should

this with Ms. Hertzler. The objection is

sust ai ned. Maybe | should rephrase that, qualify

t hat .

M. Lar

to get

Q

The objection is sustained with reference to
son's further testinmony.

MR. BAHR: | think we can discuss and try
a stipulation for the record on that.

JUDGE WAHL: That's what you should do.

(MR. BAHR CONTI NUI NG) Based upon your

experience, M. Larson, do you have an opinion

regardi

wi nd or

> O >» O >

ng whether it's easier to sign contracts for
to build new generation facilities?
"' m not sure | understand the question.
Wel |, have you done both processes?
Personal ' y?
Your conmpany.

As a conpany, we have.
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Q And is there advantages to one over the
ot her, obviously?

A. There's advantages to either one, yes.

Q And with regard to contracting, does that
reduce your risk, for exanmple, future changes?

A. There's benefits to each one of them | f
you take a | ook at a purchase agreement, one of the
advantages to that is you don't have to put out the
investment initially, but the di sadvantage is once
the contract runs out after 20 years, that the
i keli hood of that price going back to market is
very good, so you've paid for the asset over those
20 years, but it's probably going to go back to
mar ket. \When we initially got into the purchase
part of the business, it was new to us and we
weren't famliar with it, so you've got to take a
| ook at your own capabilities. In the long run we
think that ownership of windmlls is better for the
customer. It may be a little bit higher initially,
but in the long run, when you pay for it over 20
years or whatever, you end up with an asset in the
end. So you've got to take a |l ook, there's a | ot
of factors to go into that, whether it makes sense
to own or purchase. In reality, a m xture of both

i's probably good.
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Q And based upon your hol ding, so to speak,

what is your breakdown of owning and purchasing

ri ght now?
A. Of all generation?
Q W nd.
A. W nd. Ri ght now | believe all of it's

purchased. We're in the process of building a new
project in Grand Meadows. It's about a hundred
megawatts, | believe, that we will own. W' ve got
a 500-megawatt RFP that's out right now | ooking for
owner shi p. Our hope is that part of that -- part
of those resources will come from North Dakota. So
we are moving nmore towards ownership and we're
hopi ng the responses to that RFP will be positive
for North Dakota ownership, too.

Q Do you know when Grand Meadows will be

comng on line?

A | don't know the exact date of that.
Betsy will have a better idea than | do.
Q As a policy matter, do you agree that

el ectric compani es should be rewarded when they
save custonmers nmoney?

A | believe that if -- the primary goal of
regul ation is actually provide adequate returns for

prudent costs. And when we did have the PBR plan
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up here, that was actually a plan that took a | ook
at customer satisfaction, reliability, safety and
cost, and there was a mechanism built in there that

if we did a better job on that, you could earn a

little nore. If we did a worse job on that, you'd
earn | ess. It was a positive plan for us overall.
In this case | still believe froma

customer point of view our service levels are
extremely high, our rates are reasonable, and |
feel that our investors deserve an adequate return
in exchange for that.

Q This is kind of a |long question, so bear
with me here. This is regarding data request 3-24.
Staff asked for transm ssion investment and
associ ated revenue requirements | ocated in each
state, because it was concerned that NSP does not
have the transm ssion infrastructure in North
Dakota to generate electricity in North Dakota
because its service territory somewhat resenbl es
those little islands, those three cities, M not,
Grand Forks and Fargo. The response stated that
all transm ssion assets are considered a system
cost and it is allocated to a particular
jurisdiction using a demand al |l ocator. Can you

file an exhibit, can you create an exhibit that
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woul d show transm ssion investments by state by the
M nnesota conpany?

A Could I see that? | don't have a copy of
t hat . | didn't reply to that, | don't think,
myself, so --

MS. HERTZLER: | don't have a copy here.

THE W TNESS: lt's 3-24; right? | don't
think that was a response to ne.

MS. HERTZLER: Just a point of
clarification, counselor. Are you requesting
di scovery?

MR. BAHR: Well, |I'"m asking -- excuse ne.
It was previously requested and it hasn't been
provi ded and we're asking whether there's any way
to get answers to the request.

MS. HERTZLER: You know, | will let M.
Larson take a | ook at the response, but nmy guess is
that's a question probably best put to Ms. Heuer.

THE W TNESS: "1l let Anne Heuer respond
to that question.

Q (MR. BAHR CONTI NUI NG) Now, there's a news
rel ease from your conmpany that indicates you plan
to build 200 megawatts of wi nd generation in North
Dakota by 2011; is that correct?

A. Yes, | believe it is.
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Q |s that your plan irrespective of whether
t he federal wi nd production tax credit remains in
effect?
A That's our plan. W need to take a | ook
at how cost-effective we can do it, but that's our
pl an. We need to consider all costs associ ated
with it, but we're actively pursuing it right now
as we speak.

Q What if it's determ ned that the w nd

facilities are not the | east-cost option, will it
still be built?

A We'll have to get into the details of
that, but we're commtted to -- we're commtted to

the 200 megawatts and trying to make that
successful by 2011. W' re evaluating al
alternatives right now to do it.

Q Wel |, have you begun acquiring | and
easements for the construction?

A One of the things is if you take a | ook at
t hat wi nd devel opment, there's a | ot of devel opers
t hat have gone out there and established rights on
the transm ssion system and then also |and rights,
and so if we want to actually own that w nd, what
we're actually | ooking at is actually purchasing

the land rights and the wind -- and the
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transm ssion rights from ot her people so we can
actually develop those projects. That's what we're
pursuing right now. If you went out to just get
the Iand right now and signed up for M SO by
yourself, it would be -- | think M SO has a
600-year wait. So the best way to get to that
is -- hopefully that will be changed here and fi xed
pretty soon, but the best way to do it is actually
| ook at a turnkey project where we could purchase
it fromsomeone else. W're |ooking at those
options.

Q So it's still in the planning stage; would
t hat be accurate?

A Yes.

Q Now, your primary | oad center is
M nneapolis-St. Paul area?

A For the NSP system yes.

Q Is it true that in general energy flows
fromthe west to the east?

A. I n general. In the states we work in, in
general, that's true.

Q s it more efficient or less efficient to
have energy dispersed in the m ddle of a
transm ssion line conpared to distributing it at

the end of the |ine?
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A The most effective way to put your
generation is closest to the load. You end up
with -- in general, if you have generation closer
to the load, it's a better way to go about it. You
al so have to take into account the size of your
gener ati on. | f you've got a 50-megawatt | oad out
there or a hundred-megawatt |oad and it's nore
cost-effective to build a thousand- megawatt pl ant,
you don't put a hundred megawatts all across the
system I n general, you have to bal ance the size
of the plants and where the |oad | ocations are, but
generally it's better to have it close to your
maj or | oad ar eas.

Q Do the cities of Fargo and Grand Forks
provide stability to the transm ssion |ines as
power runs from west to the east into the Twin
Cities?

A. If you take a | ook at the North Dakot a
system North Dakota exports nmore energy than it
produces, so any energy that's consunmed in here is
good for the region. So the shorter distance you
have to send it, the better off you are from a
stability point of view.

Q Grand Forks and Fargo are kind of on the

outer limts of NSP's service territory; correct?
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A They' re probably -- that would be correct,
yes.

Q And are there any plans to investigate in
transm ssion infrastructure there?

A Ri ght now we're doing studies. I
menti oned earlier we've got the CapX study that's
goi ng on, we've got planned transm ssion into the
Fargo area. We've got another study going on to
take a | ook at how to meet the future mandates.
We're | ooking at all options that would increase
transm ssion capacity into North Dakota
substantially. There is also that study -- or not
done yet that could include -- that could include
lines to Mnot, Grand Forks. The need is more on
t he energy production side, though, than it is on
the customer serving side. | think the lines are
probably adequate to serve the load. There it's

really generation support that's needed.

Q Do you own any generation assets in North
Dakot a?

A No.

Q Are you famliar with activities of other
conpani es, such as MDU and Otter Tail, with regard

to the M nnesota PUC? Do you follow that?

A. Somewhat . Not on a daily basis, but
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somewhat .

Q "' m going to ask you the question and then
either you're not the one to answer or you can | et
me know.

On August 31st of 2007, MDU and Otter Tail
filed a letter with the Comm ssion to update it on
devel opments of its transm ssion certification and
route permt pending before the M nnesota PUC which
related to their proposed Big Stone Il coal plant.
In that -- | want to see if you are aware that they
reached an agreement with the M nnesota Depart ment
of Commerce to offset a hundred percent of the
carbon di oxide em ssions attributable to the
proposed Big Stone Il coal plant for the
electricity used by the customers in M nnesota.

Are you famliar with that at all?

A. Vaguely fam liar.
Q Are you aware that the agreement with the
Department of Commerce will support Otter Tail's

recovery from M nnesota customers of the costs
associated with offsetting the carbon dioxi de
em ssions attributable to the generation of
electricity at Big Stone Il for customers in
M nnesota? |Is that your understandi ng?

A. Repeat that question again.
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Q It's a tough one to foll ow.

MS. HERTZLER: Your Honor, M. Larson has
already indicated that he's only vaguely famliar
with this proceeding. | f counsel wants to rely
upon publicly filed documents related to this
proceedi ng, we have no objection, but I'mafraid
M. Larson is not an expert in this area and |
woul d object to the Iine of questioning.

MR. BAHR: And we will submt those
documents, and | understand you won't oppose it?

MS. HERTZLER: We will not oppose your
reliance on publicly filed documents.

JUDGE WAHL: The objection is sustained.

Q (MR. BAHR CONTI NUI NG) You said you're
generally famliar with that agreement which
basically says M nnesota pays its cost for that.
Has your company made any efforts to reach sim/l ar
agreement s?

A. | don't know enough about that. | don't
know enough about their agreement to really conmment
one way or another, so | can't really coment if
we're working on something simlar.

Q That's fine. We will submt it and can
address it from that point.

A lot of the response of your testimony
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and others tal ks about the benefits of an
integrated system s it your understanding that
staff is opposed to an integrated systent

A. What | would say is, | think staff
probably realizes the benefits of an integrated
system ' m not sure that they fully appreciate
what it takes to keep an integrated system together
and that it's -- if you take a |l ook at an
integrated system it's not an a ala carte system
where you can pick and choose what you want in and
out . It's nore |ike when you reach an agreenment
with some people, that in general when you have
partners, not everybody gets exactly what they
want, but you need to take the package as a whol e
and say, is it good for us or not, and then you
need to say, if it's not good, how can we work with
it to make it improve -- make inmprovements in it.
That's where we suggested sitting down with the
staff and getting more involvement in the resource

pl anni ng process, the three nonths prior to its

filing. | think that would be hel pful. Il think it
is something that's m ssing. | think if you take a
| ook -- if you take a | ook around the country, this

is a challenge not just for North Dakot a,

M nnesota, South Dakota, | mean, it's a chall enge
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around the country. And | guess what we're open to
is sitting down with the Comm ssion and sayi ng what
i deas do you have that keeps the system i ntact,
because | think there's huge benefits for North
Dakota custoners. I f you |l ook at the -- North
Dakota customers are treated well right now. I
guess we're open to ideas on how we can keep the
system intact and nove forward with this.

Q Woul d you agree that you can have an
integrated system and then have customers' costs
allocated differently based upon their use or their
contributions? My point is, one isn't exclusive of
t he ot her?

A | guess we have a real concern with kind
of picking the integrated system apart. Li ke an
exampl e mght be if one state requires one thing
and then you go ahead and make the inprovements in
the plant and later -- let's say three years | ater
the federal government increases the standard, and
so now you actually are mandated on a federal basis
you have to do that. You did it for the first
state and the cost of that was, say, a mllion
doll ars, you wait until the federal mandate and
it's $3 mllion, so how do you allocate those

costs, and you get into some very, very difficult
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al l ocati on processes, and we have sonme huge
concerns with pulling the system apart that way.
That's why we proposed trying to work with the
pl anni ng process, because the first state that
forced the $1 mllion investment said, Well,
shoul d get even more back than what | paid
initially because we did it at a cheaper tine. So
| think it |eads you to a process that's very, very
difficult on cost allocation and it's not going to
be good for North Dakota customers in the |ong run,
and so | guess we're open to ways to help inprove
t hat overall.

Q Now, woul d you agree or feel that that
applies to things such as M nnesota's super tax for
t he dry-cast nucl ear waste storage which only
benefits them the money goes directly to thenf

A. | woul d disagree on the settlement of the
dry-cast storage. In 1994 | was at the |l egislature
the day of the vote when the |egislature voted on
the Prairie Island, and the place had thousands of
people in it. People were -- protesters were there
from around the country. There was al so people
there from our power plant saying -- from our
nucl ear Prairie |Island plant saying save our jobs.

And as a total package, it was a good deal for the
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customers. You can pick off any particular thing
and say, well, we wish we didn't do that, but we
had the option of either keeping the plant open or
not, and had we not agreed to things, | believe the
pl ant would have been cl osed down and the costs for
Nort h Dakota customers would have been
substantially higher. So |I think as a package
there's no question it was a good deal. I f you
| ook at relicensing the two nucl ear power plants,
it's going to save our custonmers more than a
billion dollars, maybe getting closer to 2 billion,
if that plant would have shut down. Probably the
second it would have shut down, the costs would
have been substantially higher. Wuld we |ike
t hose extra things in there? No, but you have to
take a | ook at what the alternative is. If the
alternative was shutting the plant down, it was a
good deci si on.

Q So if North Dakota passed sonething on
transm ssion lines or something within North Dakota
that increased the cost by 16 mllion, M nnesota

woul d be asked to pay 70 percent of it?

A. | f somet hing was passed in North Dakot a,
we'd take a ook at it, first, is it reasonable for
the customer, overall is it reasonable for the
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integrated system
"1l go back to the Excel sior project on

t hat . We've done a lot of work to point out the
pros and more cons with Excelsior. There's sonme
chall enges with Excelsior froma cost point of
view, from an inplementation point of view, a |ot
of different things. So we want full debate on
t hat . I|f there's something in North Dakota that
was passed, we would want to fully debate that out
and say, Is it good or bad for the system? If in
the end the | aw was passed, we'd have to figure out
a way to work with it just |ike we would any other
law. We would also say if it's bad for the
customers, we would try and work with it to fix it
first. So each state has their opportunity to --

Q Are you saying if it was passed and you
determned it wasn't good for the customers, would
it all still be passed on to all the customers?

A If it's law and it's required, that's what
we're required to do. Just like if a plant
i ncreases property tax -- we don't ever go in and
ask for a property tax increase. | f they increase
it, you have the choice, do you shut the plant down
so you do away with that tax or do you pay it? So

you would have to | ook at other alternatives. But
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in the end you've got to comply with the | aw.

Q Of your entire generation fleet, how many
of them are not owned a hundred percent by NSP?

A |'d say Betsy would be able to better
answer that question than | coul d.

Q NSP is a member of M SO, M dwest
| ndependent Transm ssion System Operator; correct?

A Yes.

Q Is it your understanding that M SO manages
t he depl oyment of transm ssion and generation
assets across many states and that it functions to
make better use of generation and transm ssion
assets on a much | arger scale than NSP or any
single utility conpany? That's the goal ?

A. Yes, that's correct.

Q Wth M SO managi ng the region's assets,
doesn't it bring about a regional diversity of
generation resources for the entire region?

A. The question is, can you get the sane
di versity out of M SO that you get individually?

Q Does it bring a diversity for the entire
regi on because it's managi ng the assets?

A There's benefits to M SO. I n particul ar
if you take a |l ook at the wind we're bringing on

line, the rest of the M SO system helps with the
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wind variability in there, so that's hel pful and
beneficial. There's diversity on our system and
there's diversity on theirs and they're both
positive.

Q In smaller states and smaller service
territories |like North Dakota and South Dakota, is
it quite commpon for cooperatives, nmunicipalities
and investor-owned utilities to cooperate with one
anot her and build one power plant together?

A. There are partnerships that allow common
ownership of plants, yes.

Q Now, would something like this help
address some of NSP's concerns regarding requiring
greater number of generating resources to get to
smal | er areas?

A If I took a |ook at North and South
Dakota, | don't think there's any other
part nerships there that have the diversity that we
have on our system so | do think it's probably
hel pful and beneficial to them But could they
reach the diversity we have on our system to ny
knowl edge, there isn't any nuclear plant in North
Dakota and there isn't any in South Dakota, and if
you take a | ook at our costs, that's extrenely

beneficial to our customers overall. So | think
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the bigger in size you get, the better off you are
and the nore partnerships you have, but it wouldn't
reach the |l evel that we're at today on our system

MR. BAHR: Would it be appropriate to take
a five-mnute recess at this time? |1'll have just
a few foll owup questions.

JUDGE WAHL: Five m nutes, M. Bahr.
We'll be in recess until 10:10.

(Recess taken.)

JUDGE WAHL: All right. Let's be in
order. M. Bahr, when you're ready.

MR. BAHR: Your Honor, | don't think we
have any further questions at this tinme.

JUDGE WAHL: All right. Questions from
t he Comm ssioners?

COMM SSI ONER WEFALD: Yes.

JUDGE WAHL: Comm ssi oner Wefald.

COMM SSI ONER WEFALD: First, | would |ike
to state for the record that | did not take tours
with NSP of any of the plants that are part of this
case, King plant, High Bridge plant, the mercury
control project at King and Sherco, the Grand
Meadows wi nd project or the Red Wng and W I marth
dry fuel plant. | did go on a nuclear tour with

NSP several years ago with the Comm ssion and
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Comm ssion staff, and | did go to view the
Ri verside plant as part of a MARC tour | ast year,
but that was a MARC-sponsored tour.
EXAM NATI ON
BY COWMM SSI ONER WEFALD:
Q Next, | would like to -- are you
requesting recovery of donations and econom c

devel opment funds in this rate case?

A. Yes, we're requesting 50 percent recovery
of those.

Q And t hat would amount to how nuch?

A Anne Heuer can answer the exact anmount on
t hat . | don't have it right in front of ne.

Q In your testinony this morning you

mentioned that transm ssion is needed in North
Dakota in order for you to be able to consi der
purchasing additional wind in North Dakot a. I
remenber a transm ssion case just a few years ago
that involved NSP with wind that connected with

wind in Buffalo Ridge. Are you famliar with that

case”?
A. Somewhat, yes.
Q Yes. Was there -- | renmember |like a

t wo- week certificate of need hearing that NSP was

i nvol ved with.
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A In M nnesota?

Q Yes.

A. I'mfairly famliar with it, yes.

Q Yes. And so you had said that there was

adequate transm ssion already in M nnesota for the
wi nd devel opment that took place there. Then why
did you need to go and ask for a certificate of
need for a new transm ssion project in Mnnesota in

connection with those wi nd projects?

A. "1l answer a couple questions -- or a
couple comments that you asked there first, if you
woul d. | did say that for North Dakota w nd

devel opment we need additional capacity here for
the long run to expand it to the degree that we
want ed. We al so have an RFP out right now to | ook
to actually purchase sone energy --

Q But |I'm not asking about that RFP. ' m
asking about, did you need to have additional w nd
-- did you need to have additional transm ssion and
go to seek building additional transm ssion in the

| ast few years in M nnesota?

A Excuse nme. | was going to answer both,
but I'lIl answer the other one first and then if you
| et me answer the other one, |I'd appreciate that.

Q Okay.
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A. As far as the wi nd devel opnment in
sout hwest M nnesota, there were -- there was w nd
t hat was brought on line at the very beginning that
t here was capacity for, and so that was brought on
i ne. Since then nore wi nd has been brought on
line and actually outgrown the capacity in that
area, so we've added additional capacity to the
line, but there was some initial capacity there to
add wi nd wi thout nmuch devel opment cost at all. So
we added wi nd, we added so much that we needed nore
transm ssion, we added transm ssion and then
there's nore wi nd being added now, too.

Q So you did need to add additional
transm ssion capacity in order to be able to do the
wi nd devel opment that you have -- purchase the w nd
that you did in M nnesota?

A. Not the first turbines, but after it
continued to grow, we needed to add nmore wi nd
t here.

Q Okay. All right. Thank you. And then --

A If I could -- excuse me, Conmm ssioner. | f
| could clarify the other piece just so that we
have a comon under st andi ng. I n North Dakota we
are out for the RFP. We do hope we could get sone

wi nd devel opment through that right now with the
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existing --

Q But that's in the future.

A You mean -- well, it could be sooner than
| ater.

Q That isn't what we're tal king about in

this case. That's pl ans.

A. Okay.
Q And you' ve said they can change, so -- |
know t hey can change. |'ve heard this from NSP

over the |last 15 years. You keep announcing things
and they keep changing, so | understand they can
constantly change.

A. Thank you

Q Al'l right. The Hi gh Bridge plant, on page
16 of your rebuttal testimony, that's the plant
that now is a natural gas combi ned-cycle plant.
It's stated in your testinmony that this is an
i ntermedi ate | oad and peak generation plant. As an
intermedi ate | oad, how much time was this plant in
service in 2007? And if you're not the correct
person to ask that question of --

A. Bet sy can answer that. In 2007? 1n 2007
we had just testing on it for the High Bridge
pl ant .

Q Al'l right. And so when did it go into
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service?

A. It's this spring it's going into service,
about right now. Betsy can give you the nore
specific dates, but it's going into service about
right now, which is when it was planned to go into
service.

Q Okay. So there is no -- there is no
hi story of the use of this plant as an intermedi ate
|l oad facility?

A. This will be the first summer that we'll
have it fully operational.

COMM SSI ONER WEFALD: Al'l right. Thank
you. All right. | have no further questions right

now. Thank you

JUDGE WAHL: Any further -- Comm ssioner
Cl ark.

COMM SSI ONER CLARK: Sure. Thanks. And
just, | guess, since we're clarifying the record on
visits, | have visited over various occasions High

Bri dge, King and Monticell o; however, not Riverside
Sherco or any of the wind facilities that have been
di scussed.

EXAM NATI ON
BY COWMM SSI ONER CLARK:

Q Would | be correct to say -- | think this
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is correct -- maybe you can confirmit -- that Xce
is the | argest provider of electricity froma | oad
st andpoi nt and probably customers in the State of

Nort h Dakot a?

A Yes, that's correct.
Q And yet Xcel has al most no generation in
North Dakota. Could you -- what has led to this

situation, being both the largest utility in North
Dakot a, but having probably the | east investnent
from a generation standpoint of any utility

operating in North Dakota?

A. If you take a | ook at our investment
overall, generally we've gone towards -- if you
take a | ook at the plants overall, the Sherco pl ant

and the two nucl ear plants by far carry most of the
| oad overall on the system and they are closest to
the base load in the Twin Cities and so there tends
to be more investment in that. W do -- we do have
exchange agreements where proportionally we get
about 25 percent of the energy produced in North
Dakota, simlar to the North Dakota | oad up here.
We would like to expand the | oad up here, but, as
you know, North Dakota exports energy transm ssion.
It concerns an issue that way, too.

Q And yet other utilities that operate in
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Nort h Dakota have -- as you indicated, they export
a | arge ampbunt of power to M nnesot a. Cter Tail
M nnkota, Basin, GRE, M nnesota Power, MDU, all own
ei ther significant coal generation, w nd
gener ati on. Have these other utilities made
incorrect investments in North Dakota?

A No. | woul d guess that all of them made
good deci sions based on the information at the
time.

Q You nentioned the offset purchases that
you buy to serve the islands in North Dakota. They
are the far western fringe of Xcel's territory.

A |'ve got a cranmp in ny |eg.

COMM SSI ONER CRAMER: | get them all the
time.

Q (COMM SSI ONER CLARK CONTI NUI NG) s this a
purchase power contract?

A We have an interchange agreenment.

Actually, Betsy can describe that better, but we
have an interchange agreenent and then also a
purchase power . But Betsy can describe those
better than | can.

Q Now, with wind you indicated that you
t hought it was better to actually own the

generation, itself, because of a nunber of reasons
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that you laid out. Why wouldn't it be the sanme
with your base | oad needs for power in North
Dakota? Why does it make more sense to have
purchase power and these interexchange agreenents
as opposed to sinply owning it yourself? Wouldn't
the same rationale apply as to your wi nd?

A. | think in reality, we own nore generation
t han we actually purchase, and it's a good thing
for our custonmers to do that, but you also have a
bal ance dependi ng on the needs and that at the
time. And | think with the interchange agreenment
that we have with GRE, it's actually beneficial to
both of us. They've got load in the Twin Cities,
we' ve got | oad up here. They could build -- we
could both build plants both ways, but when you
operate an integrated system vyou're | ooking for
the | east-cost option. So we take their generation
and supply sonme of our customers up here. They
t ake part of our generation and supply some of
their customers down there rather than duplicate
transm ssi on and generati on. From a customer
perspective, it's lower cost. So that's the reason
that we do it overall with that one in particular.

Q Wth regard to this 25 percent that you' ve

menti oned that serves North Dakota | oad, how nmuch
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of that is the interchange and how nuch is the --
is the -- are through purchase power contracts?

A | don't have a breakdown of that right in
front of me. | think Anne can answer t hat
gquesti on.

Q What should we place a greater value on,
the cost to customers or diversity of fuel supply?

A. | think what's nore inmportant, the cost.
| think there's a ot of things that go into
di versity of fuel supply. One is the immedi ate
cost. The other is the future cost. And it also
depends on where you think fuel prices are going to
go. | think in the long run if you have better
di versity of good supply, your |long-term costs are
going to be better. And so in the end from a cost
poi nt of view, the diversity over time provides an
advant age, just |like on your mutual fund. | mean,
you could go out and buy one stock, you m ght be
lucky and hit it well, but unless you're willing to
put everything in luck, you like to diversify your
portfolio and over the |ong haul you're better off.
That's what | do with m ne. | know a | ot people
do. And | think the same thing is consistent with
energy, If you have a diverse portfolio of good

resources, in the long run you're going to perform
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better.

Q | guess | would Iike to explore that a
little bit. | f you know t hat your coal plants and
your nucl ear plants produce power at a certain cost
and are going into in the future for some anmount of
time, why is it better to sinmply add some natural
gas in which raises the cost to consumers sinmply
for the sake of diversity? | guess |I'm not
foll owing how that's anal ogous to diversifying a
retirement portfolio in an uncertain stock market.

A I f you think about an electric system
there's three types of | oad. One is base | oad, the
other is intermediate | oad and the other is
peaki ng. On the base load you're willing to spend
a |lot of noney on capital dollars and then you have
| ow operating costs because it's running al nost all
the tinme. If you go to a peaking plant, you don't
want to spend as nuch noney on capital costs.
You're willing to spend it nmore on fuel, because,
you know, on a short-term basis you're not going to
run it that much, and so you woul dn't want to have
all natural gas across the system you woul dn't
want to have all coal, because if you did that for
peaki ng resources, you would spend a | ot of money

on capital as conpared to a gas pl ant. So really
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you need to | ook at different parts of your system
and say what type of resources do you have, and
natural gas is less than 10 percent of our system

Q And yet it appears that you're replacing
t he base | oad resource |ike High Bridge, and at
some future point Riverside, with a peaking
resource, natural gas. It's not |ike you're adding
new coal to help cover the | oad growth.

A Nei t her one of those plants ran to the
same capability that Sherco did. Sherco runs - -
you try and keep that running 24 hours a day, seven
days a week. I f you | ook at Riverside and High
Bridge, those are old plants and they weren't
acting much Iike a base |load. They're acting nore
as an intermediate. They're not quite a peaking.
Because of their capabilities, they weren't
functioning as a typical coal plant. And so we're
actually ranping Sherco up and down to meet -- to
follow our | oad where you really want to keep that
runni ng, so natural gas would keep Sherco running
nmor e.

Q Thr oughout both your testinmny and Ms.
Engel king's there's -- oftentimes you conpare
Xcel's cost to the market -- the M SO mar ket

cost -- average cost. s M SO basically a natura
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gas cl earing market?

A. Bet sy could probably better describe the
overall resources in M SO than | can.

Q Okay. To what degree has Xcel | ooked at
buil ding new nuclear to neet its needs as opposed
to just relicensing the existing plants and nmovi ng
more and nmore of its portfolio towards natural gas?

A. There's a coupl e questions. One is, as
far as relicensing the two nuclear plants, | think

you're aware that we have made the decision, that's

our goal to relicense those. If you take a | ook
out in the future, depending on -- we won't be the
first to build any nuclear plant. W may or may

not build them but it is a consideration for the
future, nore than what it was in the past. Ri ght
now we have to see how some of the early plants are
going and it is a consideration.

Q | s new nucl ear projected to be rather
expensive conmpared to the nuclear plants already in
service?

A Any plant that comes on |line now compared
to plants that are in service are going to be nore
expensi ve. Most of the plants that are in place
right now are fairly well depreciated, and because

of that they're | ow-cost plants. | f you bring new
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pl ants on, whether it's nuclear, coal, any type of
plant, in general, new plants are going to be
hi gher than the ol der plants.

Q It's my understanding that across the
country certain nuclear plants appear to be cheaper
maybe than they really are for customers because
some of them were financed quite high and then
basically they were bought for pennies on the
dol I ar. Is that the case with -- is that the case
with PI and Monticello? Did they ever go through
t hat ?

A Actually, we owned Prairie Island and
Monticello fromthe very beginning, so we had the
NMC t hat actually had the operating license for
them but NSP-M nnesota never transferred the
ownership of them We continued to own them from
the very begi nni ng.

Q Okay. You had mentioned that as far as
environmental mandates, you |like to be ahead of the
curve. Can ahead of the curve turn into a
self-fulfilling prophecy? Do you understand ny
guestion? In other words, if you're al ways
projecting out and building for more than what the
requi rements of federal or state governments are,

then in the end it just becomes a self-fulfilling
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prophecy where, as |long as you get rate recovery,
the curve is always nmoving perhaps ahead of where
t he science should be?

A | could comment on a federal basis. Even
t hough Xcel Energy is a fairly large company, we're
not big enough to actually control federal
| egi sl ati on. So, | mean, just simlar to our gas
purchases for the High Bridge and Riverside plant,
even though to us it mght seemlike a |ot, on a
federal basis we're just not quite big enough to
control that, | don't think. And it would be an
estimation of where it's at on a state basis that |
could really guess at.

Q Coul d you tal k about | oad growth in North
Dakota compared to M nnesota? How does your | oad
growth ook like relative to M nnesota?

A In North Dakota it's a little bit |ess
than what it is in M nnesota. As you know, we've
got the territory laws that are a concern and issue
up here for us. But there are -- the City of Fargo
is actually going through a redevel opnment project
in the downtown area, which is positive for us.
Grand Forks has had some good, positive things over
the | ast several years. M not has sonme good

growt h. But it's not quite to the extent it is.
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Q So for fact numbers should | ask anot her
witness as far as --

A. Yes.

COMM SSI ONER WEFALD: Yes.
THE W TNESS: Maybe Betsy can answer that,
t 00.

Q (COMM SSI ONER CLARK CONTI NUI NG) How much
of the decisions regarding the nove towards natural
gas in Mnnesota are related to specific concerns
t hat have been enumerated in public policy in

M nnesota regarding gl obal warm ng?

A |'d say if you take a | ook at the projects
overall, it's a combination of a |Iot of factors.
|'d say, first of all, the age of the plants -- all

three plants. W're in a position where we need to
do something with them That was a factor. ' d
say that the ability to follow |l oad with natural
gas was anot her factor. And then the third factor
is, what kind of costs do we see in the future

com ng up, you know, from an environment al
perspective. \Where do we see where things are? So
it's a mxture of a lot of different, along with
the ability to increase capacity right next to the
| oad, not have transm ssion there. So there's a

| ot of different factors in there overall. So t hat
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was one, along with a | ot of others.

Q Are other utilities treated as Xcel is in
the M nnesota | egislature, or has it been your
experience that Xcel, because it's the |argest
utility operating and probably nost visible one in
M nnesota, receive a little extra-special treatnment

when it comes to how M nnesota |aws are written?

A. |'d have to understand that question nore
specifically than what | do.
Q Well, okay, I'll give you a few exanpl es.

The PI and Monticell o reauthorization |egislation
where the super tax, as M. Bahr described it, was
| evi ed; Excelsior, which |I understand was very
specific to Xcel. It just seens -- comunity-based
energy devel opment project. It just seens that
there are a number of instances where Xcel has been
targeted by the M nnesota |egislature in ways that
other utilities are not. I s that accurate, or do

t hese mandates tend to apply to all wutility
conmpani es operating in M nnesota?

A. | would say that we're the largest utility
in Mnnesota, and because of that we get nore
attention than others.

Q Does that attention translate into policy

differences in how Xcel is treated versus other
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utilities?

A Wel |, probably positive and negative. It
gives us the ability to influence policy nore, and
it probably also has an inmpact on us that people
see us nmore of a target, so it's a m xture of both.

Q Il n what way has Xcel's size transl ated
into being able to change public policies, as you
stated, or |obby for it nore effectively in a way
t hat hel ped North Dakota customers?

A. One of the things that we continually work
on is property taxes. Property taxes is a huge
expense overall. And if you |l ooked at transm ssion
and generation, those are costs that are shared,
and we've worked extremely hard on property taxes
over the | ast several years and we have been
successful in that overall. Just this |ast session
there was a major effort to increase property taxes
on utilities. W worked hard to avoid that. I n
the end --

COVMM SSI ONER WEFALD: Was that in North
Dakota or in M nnesota?

THE W TNESS: In M nnesot a. Thank you.
If I said "North Dakota," | apologize for that.
But in M nnesota there was a major effort to

increase property taxes, and we worked extrenmely
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hard and avoi ded that, and that would have affected
our customers here, too.

Q (COMM SSI ONER CLARK CONTI NUI NG) M. Bahr
asked some questions about the extent to which
utilities nationwi de have been trending towards gas
pl ants, and | think you said, well, that seens to
be the trend, but it's a little bit nore than just
a mldtrend, isn't it? The studies that |'ve
heard -- | think M. Bahr tal ked about 95 percent
or something, which is roughly in line with what
| ve heard about, too, that over the |ast ten
years, something |like nine out of every ten
generating plants built nationwi de have been
natural gas-fired units. Is it more than just a
trend? Is it a definite rush towards natural gas,
in your opinion?

A. Depends on what you mean by "rush."
There's no question that there's movement towards

nat ural gas.

Q |s there significant nmovement ?
A Significant, yes. So | don't disagree
t here.
Q To what degree -- |I'mgoing to ask this of

Ms. Engel ki ng.

VWhen Xcel | ooked at the Grand Meadows - -
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the Grand Meadows wi nd generation field, what
capacity factors were predicted there? |'m sure
you had met towers, anemometers, things |like that,
measuring what wi nd speeds are. Do you know what
the estimated capacity factors were for that
generation site?

A We estimate it to be about 40 percent.
Q What capacity factors are you getting at

your existing M nnesota wind farns?

A We have that in testimony actually. Bet sy
will be able to ook it up and answer that
guesti on. | think it's not 40 percent right now,
t hough. It continues to improve over tinme.

Q You stated that you weren't sure if you

could tell a difference between the complexity of

siting transm ssion lines in North Dakota versus

M nnesot a. s that right?
A. |'d say that it depends on who |ives next
to it. In general, North Dakota is very supportive

of energy, and | would agree with you, whether it's
power plants, transm ssion, and | think the general
support for energy devel opment in North Dakota is
probably higher than M nnesota, so | would agree
with you that there's a very good climte up here

for devel opment, all the way from the governor down
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to the residents. | woul d agree with that.

Q And relative to M nnesota facing existing
proposed transm ssion projects, they like the
upgrades necessary for the Big Stone plant. Are
you aware of how many years it's taken to analyze
and get perm ssion for, say, the Big Stone
upgrades?

A. Actually, | should clarify. When I'm
t hi nki ng about getting approval for those projects,
| was thinking about the siting portion of it.

Q That's a siting process.

A. Yep. And so | would just kind of clarify.
|'d say that there's no question that the permt
process for Big Stone has been a big chall enge for
Oter Tail and MDU in M nnesota and -- it's been a
big chall enge there for sure.

Q And not so much the permt process for Big
Stone, itself, but sinply the transm ssion siting.

A. That's what | meant to say, transm ssion
to.

Q Are you famliar at all with the St. Croix
line between M nnesota and W sconsin?

Yes.
Q How many years did that take to --

A. Many years. It's more than 10.
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Q The direction that Xcel is noving towards
wind in North Dakota, you' ve nmentioned you'd really
like to get into a turnkey operation. Does Xcel
pay a prem um for devel opi ng power that way as
opposed to a purchase power agreenent? | have to
believe that the devel opers of those, they would
realize some profit over the period of tinme by
devel oping it thenmselves. They're not going to
turn over a turnkey operation for |less than the
profit that they would get in just operating it and
selling it to you, would they?

A If you take a | ook at any of the resources
we have, we have to take a | ook at the overall
cost-effectiveness to make sure that they're
reasonabl e and fair to the customer, so you both
| ook at the short-term costs as well as the
| ong-term costs. You need to take into account
that you'll have an asset after 20 years, too. So

there's a |l ot of nmodeling that you need to do, but

it does have to be cost-effective, | agree with
you.

Q Explain for me a little bit why Xcel is
opposed to a separate IRP for North Dakot a. | f

running an integrated systemis really the cheapest

option, then wouldn't a separate I RP for North
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Dakota simply show that?

A Can you help me understand what you mean
by a separate IRP? |'m not sure what you mean.
Q Well, staff has argued -- advocacy staff

has argued that Xcel should conduct a study to
submt a separate integrated resource plan just for
Nort h Dakota, |ooking at if you were to just serve
Nort h Dakota | oad, here's how you would do it nost
cheaply. | f running an integrated systemis the
cheapest way of doing that, wouldn't you have nore
evidence by submtting a separate North Dakota | RP
to be able to prove that that is the case as
opposed to sinmply taking -- or sinply building your
system around M nnesota and then just filing a
carbon copy of that with all the other comm ssions?
A First of all, | agree that M nnesota is
three-fourths of the load, but it needs to be a
pl an that will cover a hundred percent of the | oad,
so on that if you |l ooked at -- if you | ooked at the
separate I RP and actually breaking North Dakota out
of the systemfromthe integrated system if staff
wants to have discussions on building a new system
up in North Dakota to support the |oad here, if
that's the goal and they want to talk about it,

we'll sit down and tal k about it. All | have to
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say from a custonmer perspective, | think it's going
to increase costs substantially. It could increase
i nvestment in North Dakota, but the question is how
i mportant is the cost of electricity to the
customers in North Dakot a. If it's not a factor,
it could be done.

Q Woul dn't an | RP separately filed prove
t hat, though?

A. It's a lot of work to develop an | RP.
It's not a two- or three-week study. It's a
substanti al amount of worKk.

Q Sur e. But in the process of building

t hat, wouldn't you perhaps | ook at options that

Xcel is not |ooking at today, l|like partnering with
other utilities, which has been the common practice
here in North Dakota to have a number of utilities

go together and build a power plant?

A. That could be an option. I|f the staff
wants to discuss splitting off North Dakota | oad
and devel oping a separate system to supply that,
we're willing to discuss it and tal k about it. I
think it's going to be substantially nmore
expensive, but we're willing to discuss it.

Q I n your experience in dealing with

| egi sl atures generally and the M nnesota
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| egi slature in particular, is it your opinion that
| egi sl atures are usually noved mainly by a
di spassi onate, objective view of science and
econom cs, or does it tend to be nmore political
expedi ency and public opinion that noves
| egi sl atures?

A You have to give me nmore information.

It's a hard question to answer. Wth what you gave
me, | can't answer that question.

COWMM SSI ONER CLARK: That's all | have.
Thank you

JUDGE WAHL: Comm ssi oner Cramer.

COMM SSI ONER CRAMER: Thank you.

EXAM NATI ON

BY COWMM SSI ONER CRAMER:

Q One of the disadvantages of going last in
this process is that several of ny questions have
been asked and answer ed. It's not such a
di sadvantage. So | may try to put a finer point on

some, Kent, and | may put a nore blunt point on

Sonme. "' m not sure.
First of all, I want to, | guess, get to
this issue of what | said in the opening and what

you're experiencing, that is, that we as North

Dakota Comm ssioners are at a bit of a disadvantage
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bet ween rate cases with utilities because
| egi sl ati on over the past couple of decades has
really taken away a | ot of our ability, if not
authority, to initiate investigations, you know,
rate cases on our own. Those changes were | argely
supported by -- well, even pushed by the utilities.
s that true? Do you know if that's true?

A. ' m not sure exactly which ones you're
referring to. | guess | would have to know. But |
al so would say you may be at a di sadvantage that
we're not in here filing rate cases, but | also say
if we can avoid a rate case for 15 years, from a
customer perspective it's a positive thing.

Q Woul d you say that -- | think you maybe
even did say earlier that you've had a good
relationship with the North Dakota Comm ssion --
Xcel has.

A. Yeah. One thing I would Iike to conmment
is, | mentioned the MERP projects and | guess |
feel the more you understand about our business,
the better the decisions will be for the customers.
So when you took the time to visit some of our
power plants, understand what's there -- we know
you're busy, we know you've got a |lot of things

goi ng on, you need to figure out a way to do that,
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but I think one thing we are fortunate is, we try
and share information with you so you understand
our business better, and in the end the better you
understand it, | think the better it is for you,
our customers and us.

Q And | actually jotted that exact |ine
quote down from you, Kent, because | agree, and |
woul d go so far as to say that this Conmm ssion
seeks nore informati on from Xcel Energy, that we're
hungry for it, and that that is part of the
relationship that you' ve tal ked about earlier, and
| appreciate -- and I m ght as well disclose, |I did
visit the High Bridge plant, as you know, as well
as the Monticello plant, although those are the
only two. But you and | have visited a | ot over
the last five years since | have been a
Comm ssioner, as well as other members of your
staff, about the topic of Xcel's |lack of assets --
generating assets in North Dakota, have we not?

A Yes.

Q And |'ve made two trips to downt own
M nneapolis to meet with your CEO to express those
same things, have | not?

Yes.

Q And so we've had numerous periodic
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i nformati on exchange neetings with you and the
Nort h Dakota staff, as well as several people from
the M nneapolis staff, where we've -- all three of

us and staff have expressed a | ot of concern about

Xcel's lack of investment in North Dakot a. | s that
true?

A Yes.

Q Some of those discussions have been rather

ani mated at times, haven't they?

A. | woul d agree with that.
Q So | guess | struggle a little bit with
this notion that suddenly Xcel is willing to enter

into a coll aborative process whereby staff and the
Public Service Comm ssion of North Dakota could
express our desires or participate in the planning
process for resource devel opment when, for five
years, we've basically been paid Iip service.
Should I be -- should |I now trust that fromthis
poi nt going forward North Dakota is going to have a
| ouder voice than we've had in the |last five years?
A | think if you | ooked at the devel opment
t hat we' ve done over the last five to ten years,
most of that has been through a bidding process,
peopl e submt bids to us on where they can build

their plants, what's the | east-cost option, and
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basically we've eval uated those bids and the
results of those have determ ned where plants have
been built. | mean, it's -- we haven't forced it
one particular way or another. | think we noved

now t owards an ownership as our goal on wi nd, and I

think it will help us determ ne better where we
| ocate some facilities, and | think it will balance
some things fromthat respect. So our basic

phil osophy fromthe last five to ten years from
purchasing to ownership has changed and there is
comm tment over the |long haul to do that.

Q Does Xcel Energy participate in the
Partners for Affordable Energy canpaign in
M nnesot a?

A No.

Q Why not ?

A. We were a partner for a while in that
program but we felt that the message was -- wasn't
the right bal ance between all resources, that it
was a strong push, almst completely on coal. W
t hought the reaction in M nnesota would have been
negative rather than positive, and we didn't feel
it would inprove -- inprove the opportunities to
devel op coal in North Dakota, for one thing. W

didn't feel it would be positive overall, felt it
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wasn't bal anced.
Q So my understanding is the Partners for

Af f ordabl e Energy campaign is to help M nnesota

rat epayers understand the value of |low-cost lignite
generated electricity. I s that not a noble goal?
A. | think that the Lignite Council's goa

with Partners for Affordable Energy is to help
M nnesota customers be nmore open to coal, coal use
to supply energy.

Q Xcel doesn't support that?

A. We weren't confortable that the message
was going to be effective.

Q Does Xcel think that M nnesotans don't
have an adequate understandi ng of the benefits of
| ow- cost coal -generated electricity, or do you have
some ot her method that would help better educate --

more effectively educate M nnesota customers?

A To hel p them understand the benefits of
coal ?
Q Yes. Since the Lignite Council's program

woul dn't be effective, do you have a nore effective
progranf?

A. Our overall effective goal as a conmpany is
simlar to what | tal ked about before, and that is

having a m xture of resources. W have a m xture
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of coal, we have a m xture of nuclear, hydro,
bi omass, wi nd, all of those, and we support nmore of
a mxture and that's really where we're at in the
company rather than just focus on one particul ar
source. That was probably the difference overall
t here.

Q Okay. One of the things that has
concerned me a little bit, and I think we've talked
about this in the past, and Comm ssi oner Clark got
to it in some degree and | think M. Bahr was
getting to it, as well, and that is this issue of
M nnesota | egislation. Xcel participates obviously
in the legislature in M nnesot a. | assume it
advocates for |ower-cost electricity for its
customers, does it not?

A. Yes.

Q And when the M nnesota | egislature passes
| egi slation that actually adds costs, if those
costs can be simply passed on, whether it's through
some automatic mechanismin the law, itself, or by
comm ssions, what is Xcel's incentive to really
fight for better policy, |ower-cost energy policy
as opposed to just sinply advocating for
pass-through of those costs?

A | think if you take a | ook at our overall
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responsibility to our customers, it's good service,
good reliability and | ow-cost energy. And so if
you | ooked at any of those -- anything that's
di scussed there, we're always |ooking to end up
with a reasonabl e bal ance over there, and | guess
if you had one or two in particular that we could
talk a little bit more about, | could understand
it. | will say that we worked extremely hard on
property taxes, and we always have. We feel we
need to continue to work on that, too.

Q | m ght end up junping around here a
little bit, so please bear with ne.

Okay. Along those sanme |lines then, you've
spent a |l ot of your testimny obviously talking
about the benefits of an integrated systemto
everybody, including the little state guys |ike
Nort h Dakota and Sout h Dakot a. Ils there some |ine
t hat could be drawn where you'd say that's no
| onger the case? |s there any policy that could be
passed by the M nnesota policymakers where you
woul d say, gee, | don't really think North Dakotans
ought to have to pay for that, or do you just
sinply add it all to the sumtotal because it's
easier to get it fromus than it is to put an asset

in North Dakota?
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A. "1l give a couple comments. First of
all, when you say "a little state |ike North
Dakota," | personally spend a ot of nmy time

wor ki ng with North Dakota, and | don't consider it
alittle state. It's an important state to me
personally and to the company.

Q | believe that, Kent, by the way.

A | think if you take a | ook at the costs on
that, early on in M nnesota there was a M nnesota
preference for wind, a M nnesota preference for
wi nd | ocation. W worked hard to avoid that in the
future. We did avoid that. And so there are
t hings that we | ook at to say how could we make it
reasonable and friendly across all the states that
we have. That's part of my job to | ook at that
froma M nnesota perspective and | ook at that with
our | obbyists to say, What can we do to inprove
t hat overall situation? It is very, very inmportant
to do that.

Q You also testified to the value of the
| arger customer base in M nnesota and how t hat
adds -- or actually |lowers cost because you dilute
the cost by more people, it has a disproportionate
advantage to a smaller -- if not small, smaller

customer base in North Dakota, and that makes




10
11
12
13
14
15
16
17
18
19
20
21
22
23
24

25

131
pretty basic common sense. However, i1 f that | arger
customer base brings nore higher costs by virtue of
where they live and the policies that are pronoted
in their state, isn't that benefit actually
di | ut ed?

A. | think you mentioned a couple things
t here. One is the value of an integrated system
and if you think about -- one of the benefits I
didn't mention earlier on the systemis, if you
t hi nk about it even as a peak |load on the system
you | ook at North and Sout h Dakota, they peak
slightly different times than the Twin Cities do,
and so you end up with sonme diversity there, you
have to build | ess generation there. Also, if you
take a | ook at M nnesota, you've got customers |ike
Mar at hon Oil that has al nost a hundred percent | oad
factor that allows you to build those inexpensive
pl ants for base | oad, whether it's coal or nuclear,
so there's benefits there. But there's also --
i ke any partnership, there's things that aren't
advant ageous. | think if you take a | ook at our
rates from |l ast year and you think about out of the
29 regional utilities, North Dakota residenti al
customers had the | owest rates out of all 29, there

has to be some benefits there. There are sonme
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chal l enges, | agree.

Q Can you think of any legislation in the
past few years or several years, or maybe ever
since you've been involved, where North Dakota's
| egi sl ature passed | aws that added costs for
customers in M nnesota -- your customers in

M nnesot a?

132

A. | can't think of any right off the top of
my head.

Q I f North Dakota's |egislature was to pass
a law that says North Dakota customers -- and this

is strictly hypothetical, but North Dakota

customers will not pay for wind resources that come

froma wind farmwi th a capacity factor of |ess

than 40 percent, would that sinply fly in Xcel's

case and that any costs associ ated be passed on to

M nnesota customers?
A. | think that would start to deteriorate
the integrated system would be the bad thing.

can think of one |law that has the potential to

i ncrease costs for M nnesota custonmers dependi ng on

how it's inplenmented and that's North Dakota's | aw

t hat says you can't -- | don't know exactly how

it's worded, but you can't consider future costs
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of -- future costs for environmental issues when
you're doi ng your planning. If you take a | ook at
devel oping a plant, you need to take a | ook at what
are the initial costs, what are the future costs.
There's nothing in this case that's violated that
| aw, but does it have the potential in the future

to say let's ignore the future costs here and only

deal with the present, | think there are concerns
with that.
Q But don't you think that's a bit of a

def ensi ve mechani sm t hat North Dakota, being the
smaller -- being the junior partner in the
partnership, since we like to use the term
partners, is simply using to defend against the
more intrusive, more expensive, nmore extreme

regul ations in M nnesota? | mean, we can do very
little to defend oursel ves. Isn't that sinply just

a defense against that?

A ' m not sure why it was inmplemented, but |
will say that our overall costs to our custoners
here are generally favorable. | know a rate

increase |like this for customers is not easy, but I
do think the costs are overall reasonable.
Q You also testify in your rebuttal

testinony that we need to meet the applicable
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requi rements of each state and community in which
we serve and which our facilities are |ocated, but
doesn't that really nmean you need to meet the nost
extreme of one state -- the nost extrene
regul ati ons of one state and the npst extrenme | aws
of one state? 1In other words, you neet all of the
| aws when you neet the most extreme ones, in this
case M nnesota, because North Dakota really doesn't
have very many restrictions on energy devel opment ?

A If it is -- if it is -- 1'"d say wherever
the -- whatever the law is, first we need to say,
is it reasonable for the customer and then if it
isn"t, we need to try and address it. If it
passes, anyway, we need to figure out a way to
acconplish what's set out in the |aw, wherever the
needs are.

Q Okay. | want to get into natural gas
issues a little bit, because next to this issue of
associating costs to certain jurisdictions,
probably the natural gas issue is one you and |
have tal ked the nost about over the years. You are
a member of the American Gas Associ ation board
currently?

A. Yes.

Q And have been for sonme time?
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A. Yes.

Q And don't high gas prices benefit nost AGA
member s?

A. Actually, high gas prices in general don't
benefit hardly any AGA members, because ot her gas
utilities around the country are simlar to us in
the price of gas is actually a pass-through cost
and it's really on the delivery where you nmake
money. And in general with nost utilities, the
hi gher the prices are, the | ower gas you supply the
customer and so the revenues go down, so generally
it has a negative inmpact on alnmost all customers --
al most all wutilities.

Q Aren't there several members of the
Ameri can Gas Association that are producers of
natural gas?

A. Some are, but there's substantially nore
members that are delivery conpani es.

Q | think it m ght be hel pful for the record
just to note there's been talk about the 90 and the
95 percent new generation being natural gas, and
Comm ssioner Clark finally got you to the point
where we all, | think, agree there has been a
substantial increase. | did find, Your Honor, and

if it's helpful or appropriate, put it into the
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record, finding 2004 NRRI report that was authored

by Ken Castill o. You know Ken Castillo, Kent?
A | don't know if | know him
Q | knew himfrommy work on the gas

comm ttee. That states over 90 percent of new

generation capacity since 1996 -- so that would
have been 1996 to 2004 -- has been gas fired and
then it goes on to tal k about that. So I m ght

just want to add this to the record at some point
where it's appropriate?

JUDGE WAHL.: Can you have that reduced to
a document, Comm ssioner, and --

COWMM SSI ONER CRAMER: | certainly can.

JUDGE WAHL: -- perhaps make it part of

the record? Provide a copy to counsel.

COMM SSI ONER CRAMER: | will do that.
Q (COMM SSI ONER CRAMER CONTI NUI NG) | think
Comm ssioner Clark was -- or maybe it was M. Bahr

was getting to this point, but in the world of
electric generation fuels, does natural gas tend to
be the cost follower or the cost | eader?

A. | guess -- | know there's a relationship.
| can't tell you the answer to that question. I
don't know for sure nyself. | know there's strong

rel ati onshi ps there.
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COMM SSI ONER CRAMER: M. Bahr al so was, |

t hi nk, struggling to get sone clarity -- and

perhaps a future witness will be able to provide

this, but some clarity on the volatility of natural

gas over the short and |long term versus coal over

the same period of years, and | don't think we

wer e

clear on that exactly. But |I'm wondering if maybe

we couldn't find, either between Xcel or staff,

a

chart -- and | know that there was one in the Big

Stone Il case provided by |I think it was a M.

Kl ei n, Daniel Klein, who was a natural gas expert

wi t ness that denonstrated the volatility of the two

fuel sources over the long term and | think that

m ght be a hel pful document to find a copy of and

place in the record.

MR. BAHR: M. Comm ssioner --

COWMM SSI ONER CRAMER: Yes.

MR. BAHR: -- | believe we were going
follow up with that with Ms. Engel ki ng and use
exhi bi t.

COMM SSI ONER CRAMER:  Okay.

Q (COWM SSI ONER CRAMER CONTI NUI NG) You
testified with regard to natural gas rather
optimstically, | thought, about the val ue. I

t hi nk your quote was you could lIiquefy natural

to

t hat

al so

gas
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from around the world because there's such a gl obal
supply. Does Xcel Energy advocate creating greater
dependence on foreign sources of energy and gl obal
mar kets for generating electricity?

A What we would do is, we advocate for
i ncreasing supply of natural gas overall. | would
say there are opportunities offshore within the
U.S. that should be devel oped. There's
opportunities in Col orado. There's opportunities
in Al aska. On each one of those specifically we
don't have an opinion, but we do support increased
supply. In addition to that, if you increased
supply by liquefying natural gas, we think that's
i mportant. | think if you take a | ook at a
residential customer and you think about the
natural gas prices, a |lot of us realize that
there's challenges for sonme people to pay the bil
and we need to | ook at all opportunities to
i ncrease that supply.

Q But if we become further dependent on
foreign natural gas through the LNG process, aren't
we taking a giant step backwards in ternms of
nati onal energy policy in this country? Aren't we
trying to dimnish our dependence, not just on

foreign sources, but then on gl obal markets because
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of the growth in places |ike China and India that
are driving up the costs of this precious resource,
because it's my view --

COMM SSI ONER WEFALD: \What's your
guestion?

COMM SSI ONER CRAMER: Excuse ne. | didn't
i nterrupt you.

Q ( COMM SSI ONER CRAMER CONTINUING) It's my
view, Kent, that natural gas prices aren't going to
come down. You probably heard me say there's a new
floor. My point is, we've discussed this concern
for a long, long time and yet | hear you advocating
for greater dependence on foreign resources and
t hen plus the gl obal marketplace is driving those
prices up. Does that seem |i ke a reasonable policy
to you?

A | woul d say advocating for additional LNG
is a strong statement conpared to where | said. I
said we want to increase supply. The other thing
as a conmpany that we want to do is, we want to
i ncrease conservation both on the electric and gas
si de. On the gas side we've got some progranms up
here. Hopefully they're hel ping the customer. On
the electric side we've got a filing to help

customers reduce their energy consunption. So the
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that's not used in the first

our nunber one alternative.
is to increase supply overal
a reasonable price. W aren’
promoting any of those at thi
support an increasing supply.
Q Xcel ' s

aggressively environment al

A He's been a strong supporter,

company is, of
Q And the costs --

associ ated with some of

okay. | " m going to nove on
| just want to get |
t hat has been touched on and

transm ssi on and ot her

generation and transm ssion along with it

t he energy along. And these
been on the Conm ssion,
time. | think Comm ssioner
M nnesota Power and M nnkot a.

we currently sited about

transm ssion into the Maple River

wi nd --

regul ati on,

the environment,

t hose regul ati ons?

conmpani es t hat

60 m | es of
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actually the energy
pl ace, and so that's
The second alternative
so we can end up with
t actively out
we do

s time, but

CEO has advocated rather

has he not?
as the

that's correct.

the extra costs

It's
nto one other area
that is the area of
have built
to nove
have

are just since |

which is a relatively short

Clark tal ked about

You're fam liar that
new

Substation for
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A Yes.
Q -- power? That took, | think, a couple of
mont hs, maybe three nmonths to do. W also --
think it took us about 60 days to site the
transm ssion line up in -- to support the WIlton
W nd Farm for Basin Electric and FPL. Does that --

do you recall that?

A ' m not aware of that, but if you say it
did, I would agree with you, Conm ssioner.
Q Somebody el se already tal ked about Great

Ri ver Energy and Coal Creek and you tal ked about

utilizing some of that energy for citizens of
M not. Are you aware that GRE is currently
building a 100 -- roughly 100- megawatt plant near

Jamest own, North Dakota?

A. ' mvaguely famliar with that project,
yes.

Q Well, the reason | bring that up is
because this prospect of cogeneration facilities,
where they're utilizing the steam for an ethanol
pl ant and a malting barley plant seenms to have some
attractiveness. Has Xcel ever | ooked for those
types of partnerships for building smaller pockets
of generation that could be maxim zed and

productive with -- conmbined with renewabl e
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resources, renewabl e devel opment ?

A We do have a cogeneration facility right
now wi th Liberty Paper next to our Sherco pl ant
whi ch provides them steam It's econom cal for
them and it's econom cal for our custoners, too,
the rest of them so | think that is positive. | f
you've got some ideas on some particul ar ones, we
woul d be happy to sit down and talk with you about
it, see what thoughts and ideas there are.

Q | appreciate that invitation. | "' m sure
we'll be able to take you up on it. There's one
nmor e.

You t al ked about service, that customers
are happy. Do you know if in the last -- if
there's a trend in the last five or ten years, say,
of customer service inproving in North Dakota? And
| guess the only way to know that would be through
some sort of charting of customer conpl aints. Has
it been better, worse, roughly the same; do you
know?

A We've actually -- we track customer
satisfaction over time every year, and | know when
we made some changes with our billing system
probably about four or five years ago, we saw a dip

in it there and we had some issues with
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i mpl ementing that, and so we did see a dip, but we
have seen it go back up to the levels that we saw
bef ore. I f you | ooked at the customer satisfaction
in North Dakota, it's been probably the best in the
company on average for probably the [ ast 20 years.
So overall we've done a good job with custoners.

COMM SSI ONER CRAMER: I think that's all
that | have in terms of questions for this w tness.
| m ght, though, just direct to staff, if | could,
one thing I think would be hel pful would be if
sometime during this proceeding if we could get a
compari son chart maybe tracking transm ssion site
-- transm ssion build-out in North Dakota for the
| ast, say, five years and the regulatory tinmeline
for that conpared to simlar projects in M nnesota.

COMM SSI ONER WEFALD: We woul d ask for
advice from Jerry and Il lona, our advisers.

COMM SSI ONER CRAMER: Ri ght . I s that
doabl e, Jerry?

MR. LEIN: Sounds |ike quite a bit of
wor k.

COMM SSI ONER CRAMER: Al'l right. That's
all | have.

JUDGE WAHL: Anything further?

Comm ssi oner Cl ark.
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COWMM SSI ONER CLARK: Just a couple --
t hank you -- on the natural gas issue.
FURTHER EXAM NATI ON
BY COWMM SSI ONER CLARK:

Q Are famliar with, what is the delivered
cost of LNG right now? Do you have any idea? What
is it clearing at?

A | don't know what the actual delivered
cost of it is right now.

Q Okay.

COMM SSI ONER WEFALD: | have one.

Q (COMM SSI ONER CLARK CONTI NUI NG) Just a
couple more. Are you aware of what countries -- we
tal k about sort of foreign LNG.  What countries are
t he biggest LNG providers in the world? Are you
famliar with those, if you were to list the top
five or ten?

A There's a lot of -- there's a | ot of
natural gas in South America, a |ot of natural gas
in Russia. There's other, too.

Q Russi a, Venezuela, Ilran?

A | think there's in Iran, too.

Q Saudi Arabi a?

A We could get more detailed information

than | have off the tip of my tongue.
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COMM SSI ONER CLARK: Actually, if that
coul d be provided where the top LNG- producing
countries are.

THE W TNESS: We could do that for you.

JUDGE WAHL: s that a request for a
| ate-filed exhibit, Comm ssioner?

COMM SSI ONER CLARK: It is, yes.

JUDGE WAHL: All right. For the record,
counsel, by my reckoning, that would be Exhibit 25.
And where are we at? |Is Xcel is going to produce
that information? All right. It will be Exhibit
25.

THE W TNESS: Yes.

JUDGE WAHL: All right. It will be Xcel
| ate-filed exhibit for what, major sources of
nat ural gas production worl dw de?

COWMM SSI ONER CLARK: Top ten producing --
exporting countries -- either producing or
exporting countries in the world.

JUDGE WAHL: All right. Any further
gquestions fromthe -- Comm ssioner Clark.

COVMM SSI ONER CLARK: Just one quick one.

Q (COWM SSI ONER CLARK CONTI NUI NG) | once
heard, | think it was, Sam Bodden, the U.S.

Secretary of Energy -- if I'"mwong on the quote,
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apol ogi ze -- say something along the Iines of using
natural gas to produce electricity is kind of like
usi ng your best scotch to wash your dishes. Do you
agree with that statement or not, or does Xcel

agree with that statement?

A | will say that if you have to -- take a
| ook at your -- take a | ook at your overall
resource plan and you need -- sonme resources are

best for base |oad, some are best for intermedi ate
and sone are best for peaking. And the peaking

pl ants are ones that you want to put low capital in
because you're not going to use themthat often,

t hey have hi gher operating costs. And if you

| ooked at it froma custonmer perspective on cost,

t hat natural gas does play an inportant role there.

And | think if you use it appropriately, which I

believe we are -- percentagewi se we aren't very
high at all, that --

Q You'll move to about 20 percent; is that
correct?

A. What's that?

Q Under Xcel's proposed pat hway of
generation in the future, you'll move from 8
percent to about 20 percent natural gas?

A. | believe the 20 percent you're quoting is
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capacity factor. MWhat |'m tal king about is energy,
so how much you actually use. So from a capacity
we woul d have the ability to do 20 percent, but
froman energy, for gas used it's more like in the
10 percent range or | ess.

Q And just to tie that together with, |
t hi nk, a question that M. Bahr asked, but I'm not
sure if translation ever made it through exactly
right -- at least | think where he was going wth
it -- on those natural gas-fired units, the peaking
units that you said, you know, the sunk costs are
| ower, but the fuel costs are nmore inportant; is
t hat accurate? So when you're talking about these
peaking units, the delivered cost is

di sproportionately as conpared to, say, a coal

pl ant through -- translated through the cost of the
fuel, itself; is that right?
A. |f you think about it -- Betsy can

describe this better than I can, but if you spend a
| ot of noney to build a plant that you only use
for, you know, maybe 50 or a hundred hours a year,
the cost per kilowatt-hour for the capital portion
of that is extremely high.

Q Ri ght .

A. And even if the fuel is free, it's still
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very, very high, so really what you want to do is
you want to end up with a |ow capital cost for
peaki ng and then you can afford to spend more on
t he operating cost. Bet sy can probably give you a
better explanation than I can to help you
understand a little bit better than | can.

Q Okay. But as far as the total cost of a
natural gas-fired unit, the commodity cost of
natural gas, itself, is a much bigger proportion of
that total cost than other forms of generation; is
t hat accurate?

A. Yes, that's true.

COMM SSI ONER CLARK: Okay. Thanks.
JUDGE WAHL: Comm ssi oner Wefald.
COMM SSI ONER WEFALD: Yes.
FURTHER EXAM NATI ON
BY COWMM SSI ONER WEFALD:

Q You make sonme point today regarding that
it's been -- you had a rate case in 1992, '93 and
then there's been changes in the rates up and down
and then you went through PBR for five years and
now you're in for the next major rate case.

A Yes.

Q What -- do you renmember what year the

mer ger occurred between Xcel in -- before it was
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merged with the companies in the southwest?

A 2000.

Q 20007

A. Yes.

Q And didn't at that time you tell the

Comm ssion that electric rates would go down for
number of years as a result of the advantages of
the merger, the economcs of the merger?

A. | don't believe that we said that the

149

it

a

rates would go down. What we said is operating as

a --
Q Costs would go down?
A We said that overall we would do a bette
j ob managi ng cost increases. Some costs woul d go
down because you're able to share those across.
Our purchasing power would be better. It has bee
better, and so we're able to buy things at a nore

econom cal price there. Had we not had the merge

r

n

r,

our costs would be higher than what they are today.

| don't believe that we actually said there would

be a price decrease, though.

Q You did say that your costs would go down?

A. The costs would be less than if we didn'

merge. So you're going to have a normal price

t
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i ncrease over time just due to higher health care
benefits, investments in the system and a | ot of
di fferent things have upward pressure on your
costs. The merger hel ped us keep those costs | ower
t han they woul d have been ot herwi se.

Q Thank you. Then when you testified
that -- you say that you're first out of 28
conmpani es. Have you cal cul ated what your rate
would be if this rate increase goes through?

A. It's actually 28 other customers, so a
total of 29, and we'll actually do that cal cul ati on
at the end of this year to determ ne where they'l|
actually be. It's hard to determ ne what other
conmpani es are going to do as far as price, whether
it's going to -- where prices will be and so --

Q But that is prior to this rate increase
application?

A Yes, it's the end of 2007. We'IlIl do
anot her one the end of 2008.

COMM SSI ONER WEFALD: Thank you.

JUDGE WAHL: Any further questions from
the Comm ssion? Followup, M. Hertzler?

MS. HERTZLER: Yes, Your Honor, just a

coupl e of questions.
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REDI RECT EXAM NATI ON
BY MS. HERTZLER

Q M. Larson, if you were designing a system
to be the | owest overall cost, would you build only
base | oad coal plants?

A. No, | would not. Actually, if you built
just base | oad coal plants for peaking load, it
woul d be substantially more expensive than having a
m xture of resources because of the capital cost
investment with coal.

Q And i s coal always the | east-cost
resource?

A No. If you went to a peaking needs in
particul ar, coal is probably one of the nost
expensi ve options because of the high capital
costs. As we tal ked about earlier, natural gas is
more cost-effective for that type of use.

Q And taking you to the questions that M.
Bahr had with regard to the MERP project, he talked
about the | egislation, was there a proceeding
before the M nnesota Public Utilities Conmm ssion
i nvol vi ng MERP?

A Yes. | wasn't as clear on that as |
shoul d have been. Actually what the |egislature

did is they passed |l egislation that allowed the




10
11
12
13
14
15
16
17
18
19
20
21
22
23
24

25

152

Public Utilities Comm ssion to put in place sone
kind of rider recovery in there. What we needed to
do is actually take our plans to the M nnesota
Public Utilities Comm ssion. W did that in 2003.
They had the ability to accept or reject that.
They had to approve the plans that we had. It took
us nore than a year to nmove through that
proceedi ngs. There was many, many intervenors in
it, so there was | ot of discussion, |ots of
t horough eval uation of the MERP project overall, so
it wasn't just passed by the |egislature. They
just gave enabling | anguage to allow the Comm ssion
to do that.

Q Thank you. | f you know, could you tell wus
where Otter Tail Power's load is |ocated?

A. It's my understandi ng about half their
load is in Mnnesota and about half of it is in
North Dakota. They have a small amount in South

Dakota, too, but generally it's close to that.

Q And woul d you know where MDU s | oad is
| ocat ed?

A The vast majority -- nearly all of MU s
load is -- a good portion of it is in North Dakot a.
"' m not sure how much is -- how much of it is in

Mont ana, but | know there's a good portion of it's
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here. | don't know off the top of my head.
MS. HERTZLER: Thank you, M. Larson
JUDGE WAHL: Fol | owup, M. Bahr?
MR. BAHR: Just a few.
RECROSS- EXAM NATI ON
BY MR. BAHR:
Q M. Larson, you keep tal king about peak
pl ants, and | understood based upon the testimony
t hat these two gas plants we're tal king about wi |
not operate as peak plants, but as intermedi ate
pl ants. s my understanding incorrect?
A Are you tal king about the Riverside and

Hi gh Bridge plants?

Q Yes.
A I n general, they were nmore intermediate
pl ants.
Q And so the cost advantage, so to speak, is

| ess because intermediate is running nore than a
peak plant woul d; correct?

A Actually, if you take a | ook at that, you
need to conbine the Riverside, Hi gh Bridge and
Sherco plants and take a | ook at the overall
operations of those. It's not just those two
pl ants because Sherco is not running at a hundred

percent more |like you run a base | oad plant, and
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the overall effect is the gas plants are a better
mat ch for the |oad, getting Sherco closer to a base
operating plant than what it was before. And t he
two ol der coal plants didn't have the ability to
fluctuate up and down |i ke the new gas-fired plants
will.

Q But these plants will be intermedi ate
pl ants; correct?

A | nt er medi at e and peaki ng. Bet sy can
answer that question better than | can.

MR. BAHR: Not hi ng further.

JUDGE WAHL: Any further questions from
t he Comm ssion? All right. Next, Ms. Hertzler.

MS. HERTZLER: Your Honor, in ny
excitement to get M. Larson up this morning, |
omtted getting in the first three of nmy exhibits
and if | could do so now, | would greatly
appreciate it.

JUDGE WAHL: Certainly.

MS. HERTZLER: My first exhibit is going
to be Xcel Energy's application, and that has been
mar ked as Exhibit 1. Exhibit 2 is volume 2 of our
application that includes our proposed tariffs and
our interimtariffs. And then Exhibit 3 is a

stipulation with staff, including a cover meno
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aut hored by Mke Diller, and |I would offer all
three of these exhibits into the record.

JUDGE WAHL: M. Bahr?

MR. BAHR: No opposition.

JUDGE WAHL: Exhibits 1, 2 and 3 are each
received. Next, Ms. Hertzler.

MS. HERTZLER: Your Honor, we would call
Al Krug, and he is one of our witnesses who will be
testifying by phone.

JUDGE WAHL: All right. Let me see how
this works for ne.

COMM SSI ONER WEFALD: He's testifying on
whol esal e margins; isn't that correct?

MS. HERTZLER: Yes, Conm ssioner.

JUDGE WAHL: M. Krug, this is Al Wahl at
the North Dakota Public Service Comm ssion hearing
roons.

MR. KRUG: Yes.

JUDGE WAHL: You have been called to
testify on behalf of Northern States Power in this
matt er.

MR. KRUG: Correct.

JUDGE WAHL.: M. Krug, as you're probably
wel | aware, your testinony is required to be under

oath and I"'mrequired by law to advise you
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regardi ng perjury before adm nistering the oath.

MR. KRUG: Okay.

JUDGE WAHL: Perjury is a false statenent
of material fact which you do not believe to be
true; in other words, generally speaking, a lie.

In North Dakota perjury is a Class C felony,
puni shable by a fine up to $5,000, inprisonnment for
a period of up to five years, or both.

ALLEN KRUG,
being first duly sworn, was exam ned and testified
as follows:

JUDGE WAHL: Ms. Hertzler.

DI RECT EXAM NATI ON

BY MS. HERTZLER:

Q M. Krug, could you please state your name
and title for the record, please?

A. My name is Allen D. Krug and I amthe
director of regulatory adm nistration for Xcel
Ener gy.

Q And did you submt testinmony in this

proceedi ng, M. Krug?

A. Yes, | did.
Q What testinmony did you submt?
A. | submtted direct testimony and rebutt al

testi nony.
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Q Do you have any corrections, additions or
edits to that testinmny?
A. No, | do not.

MS. HERTZLER: Your Honor, at this time |
would i ke to offer Exhibit 6, which is M. Krug's
direct testimny, and Exhibit 7, which is M.
Krug's rebuttal testinmony.

JUDGE WAHL: M. Bahr?

MR. BAHR: No obj ection.

JUDGE WAHL: Exhi bits 6 and 7 are each
recei ved.

MS. HERTZLER: | have nothing further,
Your Honor.

JUDGE WAHL: M. Bahr?

MR. BAHR: Advocacy staff does not have
any questions of this witness.

JUDGE WAHL: Does the Comm ssion have any
questions? Comm ssioner Wefald.

COMM SSI ONER WEFALD: Yes.

EXAM NATI ON
BY COMM SSI ONER WEFALD:
Q You make a distinction between -- in your
testi nony between nonasset-based margi ns and asset -
based margins; correct?

A. Yes.
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Q Okay. And in the area of nonasset-based
mar gins -- and just to make sure that | have this
strai ght, nonasset-based margins are when the
conpany is not -- is selling power that is not
owned by the -- where the assets are -- where the
generating assets are not owned by the conpany;
isn't that correct?

A. Yes, that is -- that is correct. The - -

Q Woul d you give a --

A. -- sold is not being sold off of any of
our units. That would also include, just to be
cl ear, any of our purchase power agreenents, as
wel | .

Q Al'l right. Now, in your testimony on page
3, it says, in nmy direct testinmny, | propose
returning 15 percent of net aggregate margins
derived from nonasset-based trading to customers.

A Correct.

Q And that -- so it sounds |ike that that's
a good thing because 85 percent would be retained
by the conpany and 15 percent of these, even though
they' re not owned by customers, would be -- would
be returned to customers?

A Correct.

Q But nmy question is this: What are the
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costs that are incurred by customers in order to
have this nonasset-based trading take place? How
many enpl oyees are used in this area? And in
general my question is, what is this costing North
Dakota ratepayers in your filing? Where are the
numbers that show what is this costing North Dakota
rat epayers for us to get back 15 percent of the net

aggregate margins from nonasset-based tradi ng?

A Comm ssioner Wefald, many of the -- ['1]
try to break that down. Many of the -- first of
all, the costs of a -- for exanple, let's say a

particul ar transaction was a simultaneous purchase
of energy and then a sale to a third party and none
of those transactions were based upon our assets,
that would fall into the nonasset category. | t
woul d only be the profit fromthat. And then -- so
that the costs are already accounted for there in
the transacti on. | think perhaps what you m ght be
getting to is what additional sorts of costs, for
exampl e, enpl oyee and overhead costs --

Q That's right, exactly.

A. -- are involved. And | could answer that
to a certain extent and then there may have to be
some additional followup from one of our financial

wi t nesses. However, nmost of the costs -- we don't
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have enpl oyees or separate systens for these types
of transactions. The sanme enpl oyees that are
maki ng transactions on behalf of our -- to secure
| oad and sell off of our generating units are also
attempting at the same time to provide, you know - -
excuse me -- to transact, when they can, when
opportunities arise.

Q Why isn't that a separate division?

A. Well, we see that there's a pretty clear
nexus that we created, except it is a regul ated
activity at this time.

Q Just describe to me what you mean by it's
a regulated activity at this tinme.

A. Well, as | say, all of the costs and --
all of the costs that are associated with this
activity are included in our general rate petition
and all of these benefits -- the entire activity is
concerned across the line.

Q Yeah, but if -- if all of the costs for
running this, all of the enployees are in -- then
there is significant cost connected with this, and
what | want to do is conmpare the 15 percent that
you're proposing -- the conmpany is proposing that
woul d be returned to North Dakota ratepayers versus

the costs of running this program of having it in
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place. So is there -- is that broken down or do
you need to file that with me as a late-filed
exhi bit?

A. Comm ssi oner Wefald, that probably needs
to be addressed nore directly by a financial
wi t ness where the allocations between those two
activities, meaning the asset-based and the
nonasset - based are di scussed, and so there are
al l ocations and assignments between those two
activities. The enployees have to report on an
hourly basis what their activities are. Also, |
should just add that we have rules that require
the -- our personnel that are making these
transactions to always |ook to -- the first
priority is always to secure energy or sell energy
on behalf of the asset-based activities because
those are the activities where either -- those are
the activities dedicated to our ratepayers. And as
| say, some of these -- there is some allocations,
but | think what I'mtrying to say is the
incremental cost of this activity is extremely
smal | , perhaps zero, because the same systens --
comput er systens and enpl oyees that are doing one
activity are also doing the other. So we see it as

an incremental benefit that we have proposed to
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share with our ratepayers.

Q Who would be the correct person to file
t he cost allocations?

A | "' m probably going to need a little help
on that one, Comm ssioner. | apol ogi ze, but
per haps my attorney m ght be able to track down the
ri ght witness on that.

MS. HERTZLER: Comm ssioner Wefald, if |
may interject, | believe that the question -- or
t he person who could probably help nmost would be
Anne Heuer, who will be testifying |ater.

COMM SSI ONER WEFALD: Thank you. That's
all the questions | have on this.

JUDGE WAHL: Any further questions from
the Comm ssion? Comm ssioner Clark.

EXAM NATI ON

BY COMM SSI ONER CLARK:

Q | f you could just help me understand a
little bit more about the nonasset-based sal es and
what the people who work in that division are doing
on a day-to-day basis. Is it a -- are they -- |
don't know if this is an unfair characterization
Are they playing the market?

A. Comm ssioner Clark, generally not playing

-- |1 guess, let me step back. These transactions
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are quite different than the transactions that are
t he asset-based, meaning that whenever we have
extra power, excess energy we sell it into the
system These transactions do on occasion entail
some risks. For exanple, a trader could purchase
-- purchase energy at a hub at a certain point in
time and then attenmpt to sell it at some point
| ater for profit, but there also could be a |oss.
| should point out, though, that we have a risk
management policy that governs all of their
transactions and they're tightly monitored to Iimt
these risks and control those risks, so the risks
are fairly small. I n addition, in our proposal we
propose to only share cal endar year aggregate
positive margins. I f we do have any cal endar
| osses, the conpany is proposing to conpletely bear
t hose | osses and there will be no negative inpacts
on ratepayers.

Q Forgive me if this is a very basic
guestion, but why have nonasset-based sales at all?
If you're -- 1'Il just leave it at that. MWhy is
it -- why is it the utility's interest to be in the
busi ness of nonasset-based sal es?

A Comm ssioner Clark, | tried to address

that briefly in my testinony. One of the things
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that we found is -- as you probably know, the
company is generally a net buyer of energy on
behal f of our customers, and what we found if all
we're doing is buying on behalf of our custoners,
it's very easy for other third parties to
understand when it is we're in need of energy and
price accordingly and so it puts us at a fairly big
di sadvant age. Second -- so, therefore, if we don't
-- | should back up. We don't |et other parties
know whet her we're buying for the system or
nonasset - based. They're conpletely blind to that.
So we could be offering to sell on occasion at the
same time that we're buying and that masks our
need, which is a good thing for our ratepayers. W
don't want to be at a conpetitive di sadvant age.
Plus, as we're operating in a variety of hubs and
key points on our system we also gave a | ot of
mar ket know edge and that, again, helps us secure
cheaper energy for our custonmers. So those are two
very inmportant reasons. And then, third, it's a
natural step for our traders to take that the
opportunities are there, they have a | ot of market
knowl edge and we're able to provide that additional
benefit. | think in other conpanies -- we have it

broken out that way due to our multi-
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jurisdictional or our operating conpany, of course,
to our system Ot her conpani es are doing the same
transaction, but sinmply not breaking it out between
asset - based and nonasset-based. So |I don't think
we're really doing anything that unusual. It's
pretty much a natural process for nmovement from
asset - based to nonasset-based because of, you know,
t he nexus between the two activities.

COWMM SSI ONER CLARK: That's all | have.
Thanks.
JUDGE WAHL: Any further questions from
the Comm ssion? Followup, Ms. Hertzler?
MS. HERTZLER: Yes, Your Honor.
REDI RECT EXAM NATI ON
BY MS. HERTZLER

Q M. Krug, if the conpany did not transact
any nonasset-based sales, would the costs for the
enpl oyees and overhead be reduced?

A Comm ssioner, |I'm not sure that | could
adequately answer that question. | would say that
it is unlikely that there would be any significant
cost reduction, but given that |I don't know all of
the allocations and all of the costs associ ated
with it, I don't want to m srepresent that fact.

MS. HERTZLER: Thank you, Your Honor. I
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have not hing further.
COMM SSI ONER WEFALD: It shows that we

should identify ourselves as we're asking our

guesti ons.

JUDGE WAHL: Wel |, except | announce each
person, Comm ssioner. M. Bahr?

MR. BAHR: | don't have a question of the

wi t ness, but if counsel could just identify who the
ater witness is that could answer Comm ssioner
Wefal d's question so we know when that person m ght
be up.

MS. HERTZLER: That would be Ms. Anne
Heuer .

JUDGE WAHL: Not hing further, M. Bahr?

MR. BAHR: Not hi ng.

JUDGE WAHL: Anything further fromthe
Conmmi ssion?

COMM SSI ONER CLARK: No.

JUDGE WAHL: All right. Thank you very
much, M. Krug. You may sinmply hang up your phone.

THE W TNESS: Okay. Thank you.

MS. HERTZLER: Your Honor, we would call
Jannel |l Marks. And | would just note for
Comm ssioner Clark when he asked the question with

regard to | oad growth of M. Larson, that may be an
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appropriate question for Ms. Marks.

COMM SSI ONER CLARK: Thank you.

JUDGE WAHL: Ms. Marks, this is Al Wahl at
the North Dakota Public Service Conmm ssion hearing
room and you have been called to testify as a
wi t ness on behalf of Northern States Power Conpany,
Xcel Energy. As you're probably aware, Ms. Marks,
your testinony is required to be under oath and |I'm
required by law to advise you regarding perjury
bef ore adm ni stering the oath. Perjury is a false
statement of material fact which you do not believe
to be true; in other words, generally speaking, a
lie. In North Dakota perjury is a Class C fel ony,
puni shable by a fine up to $5,000, inmprisonnment for
a period of up to five years, or both.

JANNELL MARKS,
being first duly sworn, was exam ned and testified
as follows:

JUDGE WAHL: Ms. Hertzler.

MS. HERTZLER: Thank you, Your Honor.

DI RECT EXAM NATI ON
BY MS. HERTZLER:
Q Ms. Marks, would you please state your
name and title for the record?

A. Yes. My name is Jannell MarKks. My title
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is director, energy and demand forecasting.
Q Ms. Marks, did you submt testimony in
this proceedi ng?
Yes, | did.
Did you submt direct testimny?
A That is correct.

MS. HERTZLER: Your Honor, | would at this
time move subm ssion of Exhibit 8, which is the
direct testimny of Jannell MarKks.

JUDGE WAHL: M. Bahr?

MR. BAHR: No obj ecti on.

JUDGE WAHL: Exhibit 8 is received.

MS. HERTZLER: Ms. Marks is available for
guestioni ng.

JUDGE WAHL: M. Bahr?

MR. BAHR: Advocacy staff have no
questions for this witness.

JUDGE WAHL: Comm ssioners. Conmm ssioner
Wef al d.

COMM SSI ONER WEFALD: Yes.

EXAM NATI ON
BY COMM SSI ONER WEFALD:
Q On page 5 of your direct testimony, your
figures are interesting. On that page you talk

about -- I'"Ill just read it. "As | stated earlier
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the total nunmber of electric custoners in the Xcel
Energy North Dakota service territory increased at
an average annual rate of .4 percent from 1998
t hrough 2006." And that's the number of electric
customers. And then during the 2008 test year,
however, the total nunmber of electric customers is
expected to increase by 1 percent conpared to 2006
customer |levels, or a .5 percent average annual
growth rate. So the number for -- the number of
customers that you're anticipating to serve, there
was significant increase in the nunber of customers
compared to the past 10 years growth. How does
this projected growth in customer numbers affect
t he amount of the dollar increase Xcel is
requesting? |Is there a link? MWhy is this number
i mportant, | guess, is one question? And then the
significant increase in number of customers that
you're showing for this test year conpared to the
| ast 10 years, how does that affect the amount of
t he dollar increase Xcel is requesting?

A. First of all, I'"d like to explain that
that 870 customers that we're expecting to add is
over a two-year time period, and so that's an
average of 435 per year, which conpares to the 303

over the historical time period.
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Q Al'l right.

A. Okay. And then -- so the annual growth
rates that are conparable is the 0.4 percent versus
the 0.5 percent average annual growth rate. And
then the number of customers is used in
determ nation of revenue requirenments in that |
believe we collect a service and facility fee on a
per-customer basis, which is a part of the rate
desi gn.

Q And so can you explain to me -- | know you
have all of the diagrams in the back and all of
your statistical studies, but it was very
interesting to me that it went -- even the point --
going from .4 to .5, tell me -- explain to me
exactly why that happened, because this is the year
you have to make the projection and it is going to
make a difference in your fees.

A. Part of the historical growth rate of 0.4
percent is impacted by a change in our accounting
system of how we account for customers when we
converted to the new billing system and so we had
a redefinition in the nunber of customers which
results in that growth rate being somewhat
understated conpared to -- if you were to | ook at

each of the individual years, you would see a
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stronger growth than 0.4 percent.

Q Does having nore custonmers projected for
2008, does that result in cheaper per-person fees
or higher per-person fees on the systen?

A. | can't answer that question. | don't do
the revenue requirements in the rate design

Q And then the second question is on retail
sal es on page 5. Retail sales are expected to
double their rate of growth in 2008 conmpared to
2006. How does this affect the amount of nmoney
Xcel is requesting? 1'll read from page 5, |
believe. Total electrical retail sales are
expected to increase 2.5 percent during the 2008
test year conpared to weather normalized 2006
electric sales, which had a 1.2 percent average
annual rate of growth. So you're expecting double
the rate of growth for retail sales in 2008
compared to 20067

A. No. We're expecting that 2008 sales will
be 2.5 percent higher than 2006 sales, or average
1.2 percent growth per year, so that would be 1.2
percent in 2007 and then another 1.2 percent in
2008.

Q | know, but that's doubling the rate of

growt h. It's a 1.2 percent annual average rate of
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growt h and you're doubling it to 2.5 percent in
2008 test year.

A Over two years. 2.5 percent is calculated
over two years.

Q It still says residential sales are
predicted to increase 4.6 percent in 2008 test year
from 2006 sales, a 2.3 percent annual average rate,
and it has been in the past. | thought it says a
1.2 percent annual average rate of growth. It says
this seens strong. Even your testinmony says, "This
seems strong relative to the historical average
growth rate.”™ So can you answer the question, how
does this affect the amount of noney Xcel is
requesting?

A. I n general, higher sales will result in us
needi ng a higher revenue requirenent.

COMM SSI ONER WEFALD: Okay. Thank you.
That's all my questions.
JUDGE WAHL: Any further questions from
t he Comm ssioners? Comm ssioner Clark.
EXAM NATI ON
BY COWMM SSI ONER CLARK:

Q Just following up on that, if you could

delve a little bit more into what is the reason

that the growth is stronger. | thought maybe all
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t hese CFL bul bs and efficiencies that we're pushing
woul d cut back on it. MWhy is growth accel erating
in the test year?

A We've seen -- as you can see in mny
testimony on that same page, page 5, lines 20
t hrough 22, we actually just saw a weakening in the
residential space heating class for several years.
However, the sales in that class have returned to
| evel s of growth that we saw prior to that time and
Sso we're just predicting in the forecast high
period a return to a |longer term-- well, the
earlier year's level of growth rate.

Q s that a result of the skyrocketing cost
of natural gas?

A. | haven't done an analysis to know if
that's the result.

Q Okay. Coul d you compare North Dakota's
growt h, both historic and projected, with that in
the M nnesota jurisdiction, and South Dakota and
W sconsin, for that matter?

A. | don't have those figures right avail able
to ne. | can give you sonme general nunbers off the
top of my head for the NSP-M nnesota system - -

Q. Sur e.

A -- if you would like those numbers. The
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sales in the residential class for NSP-M nnesota
company as a whole, residential tend to run between
1 and a half and 2 percent growth per year. That' s
a long-term a 10-year growth rate, | believe. I
believe in the | ast several years they've been
slightly weaker than that.

Q So projected, what are you projecting for
M nnesot a?

A. | believe around 1 and a half percent, but
t hat woul d have to be subject to verification.

Q So North Dakota is projected -- even given
the TIA law that is referenced in the testinmny,
t hey have a higher growth than M nnesota?

A. Yes. According to these nunmbers that |'ve
presented here, yes, that's true.

Q Does that seem odd? Our weather isn't

that much different than M nnesota's. M not is

war mer .
A. Well, first of all, the forecast assunes
t hat weat her will be normal --
Q Ri ght .
A. -- in the forecast time period and these

are conparing to historical sales that happened
weat her normalized, also.

Q Wel |, what would -- what would be
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happening in Xcel's service territory in North
Dakota to give it a greater growth rate for your
test year than is projected in M nnesota,
especially given the growth that's taking place in
the Twin Cities metro area?

A | haven't | ooked at the numbers
specifically in that manner to know for sure what
the answer is. The forecast reflects the
historical relationship between some econom c
indicators and the sales that have occurred in
North Dakota, so we've defined the historical
relationship and then we project it into the future
and we | ook at the growth rates and determ ne do
t hey seem reasonabl e conpared to nmultiple years of
various growth rates.

Q But if you're taking into consideration
the historical growth rates, wouldn't it argue that
M nnesota would have a higher growth rate in the
future as opposed to North Dakota being that
hi storically they have higher growth rates?

A. | haven't | ooked at the data that way to
answer those questions specifically. | feel like
| "' m specul ating and | don't think that's the right
thing to be doing right here.

Q Are you going to be the best witness to
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answer these questions, or is there going to be
someone else who could do that?

A | believe | would be the best witness to
answer these questions. | just do not have the
information in front of me right now.

Q Woul d you be able to file a late-filed
exhi bit that would shed some more |ight on why it
is that North Dakota is projected to grow its |oad
given all the constraints that have been listed by
Xcel in its ability to grow in North Dakota than
you project to grow in M nnesota?

A. | have no objections to filing an exhibit
i ke that.

COMM SSI ONER CLARK: Okay. Thank you.
JUDGE WAHL: For the record, counsel, that
will be Xcel's late-filed Exhibit 26, which I
understand to be a discussion or an expl anation of
the determ nation of the respective growth in --
growth of increased use of electrical energy in
Nort h Dakota as conmpared to M nnesot a.
Comm ssioner Clark, is that a fair statement?
COVMM SSI ONER CLARK: That's accurate.
JUDGE WAHL: All right. Any further
questions? Comm ssioner Wefald.

COMM SSI ONER WEFALD: | need a little
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hel p. But | would like to have a late-filed
exhibit filed, too. | would |ike to know the
doll ar inmpact in the rate case if you have retail
sales at the NSP projected growth rate versus if
you used the nunmbers that are represented in the
hi storical trend.

MS. HERTZLER: We have no objection to
providing that exhibit.

JUDGE WAHL: All right. For the record,
it will be Exhibit 27. ' m sorry, Comm ssioner, |
was wor king on a description for nmy notes for the
| ast exhibit. Wuld you state what it is -- what
the exhibit is to show, please

COVMM SSI ONER WEFALD: | would |ike to have
it read back fromthe record

JUDGE WAHL: Madam reporter.

(Record read as requested.)

COMM SSI ONER WEFALD: And if my advisory
staff has any suggestions on how to inmprove the
wor di ng of that request.

COMM SSI ONER CLARK: It's explanatory.

JUDGE WAHL: The point is, does NSP
understand? And if that's the case, fine. And in
any event, then | suggest NSP work with

Comm ssioner Wefald and staff and maybe advi sory
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staff to get what is requested. Exhi bit 27 for the
record.

MS. HERTZLER: Your Honor, we believe we
have a good working understandi ng of what the
Comm ssioner is |looking for -- at least |I think we
do, but we will certainly consult with advisory
staff to make sure that we can confirmthat.

JUDGE WAHL: All right. Any further
guestions fromthe Comm ssion? Followup, Ms.
Hertzler?

MS. HERTZLER: No, Your Honor.

JUDGE WAHL: Fol | owup, M. Bahr?

MR. BAHR: No, Your Honor.

JUDGE WAHL: All right. Thank you very
much, Ms. Marks. You may sinmply hang up the phone.

THE W TNESS: Okay. Thank you.

JUDGE WAHL: We are so close to noon that
we should recess and we will resume at one o'clock,
sharp.

(Recess taken at 11:57 a.m to 1:01 p.m)

JUDGE WAHL: All right. Let's be in
order. Let nme ask, first, although there doesn't
appear to be, whether there is anyone present this
afternoon other than those who will testify on

behal f of Northern States Power or the Comm ssion's
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advocacy staff who have come to the hearing to
offer any information or coment concerning
Northern States Power's electric rate increase
application?

| also wish to note for the record that,
in addition to Mke Diller, the Comm ssion's
director of accounting, Patrick Fahn, its public
utility analyst, will also participate for the
hearing of this matter. All right. Ms. Hertzler.

MS. HERTZLER: Thank you, Your Honor. Cur
next witness is Marvin MDaniel.

JUDGE WAHL: M. MDaniel, this is Al Wahl
at the North Dakota Public Service Comm ssion
hearing room You have been called to testify as a
wi tness. As you may be aware, your testinmony is
required to be under oath and I'mrequired by | aw
to advise you regarding perjury before
adm ni stering the oath. Perjury is a false
statement of material fact which you do not believe
to be true; in other words, generally speaking, a
lie. In North Dakota perjury is a Class C felony,
puni shable by a fine up to $5,000, inmprisonnment for
a period of up to five years, or both.

MARVI N E. McDANI EL,

being first duly sworn, was exam ned and testified
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as follows:
JUDGE WAHL: Ms. Hertzler.
MS. HERTZLER: Thank you, Your Honor.
DI RECT EXAM NATI ON
BY MS. HERTZLER:
Q M. MDaniel, if you would please state
your nanme and title for the record.
A. My name is Marvin E. MDaniel and |I'mthe
vice president of human resources at Xcel Energy.
Q And, M. MDaniel, did you submt
testinony in this proceeding?
A | did.
Q Do you have any corrections, additions or
edits to that testinmny?
A. No, | have not.
MS. HERTZLER: Your Honor, at this time |
would Ii ke to move what has been marked Exhibit 9,
which is the direct testinmny of Marvin MDaniel.
JUDGE WAHL: M. Bahr?
MR. BAHR: No obj ecti on.
JUDGE WAHL: Exhibit 9 is received.
MS. HERTZLER: M. MDaniel is avail able
for questions.
JUDGE WAHL: M. Bahr?

MR. BAHR: Advocacy staff have no
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questions for this witness.
JUDGE WAHL: Comm ssioners?
COMM SSI ONER WEFALD: | have one.
JUDGE WAHL: Comm ssioner Wefald.
EXAM NATI ON
BY COMM SSI ONER WEFALD:

Q M. MDaniel, on page 2 of your direct

testinmony, | see that NSP is not seeking recovery
of any long-termincentives -- and that's on |ines
16 and 17 -- paid to our executives, but it does go

on to say, "or incentive conmpensation amounts
greater than 25 percent of an individual enployee's
salary."” Those 25 percent, | believe, are what are
call ed short -- considered short-termincentives
for individual enployee's salaries, including
executives. \What |'m wondering about is, is it
appropriate -- or why is it appropriate for
rat epayers rather than shareholders to conpensate
for 25 percent bonuses for senior executives? For
example, let's say a -- let's say M. Kelly, you
know, who's the CEO of, | believe -- is he CEO of
Nort hern States Power?
COMM SSI ONER CRAMER: Xcel .
Q (COMM SSI ONER WEFALD CONTI NUI NG) Xcel .

Al'l right. So let's say we have -- let's say we
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have not M. Kelly, but a senior executive of NSP.

I's

it still appropriate for ratepayers rather than

sharehol ders to conmpensate for 25 percent bonuses

f or

at

t hese fol ks?

A. Yes, | believe that it is.

Q And why?

A. The purpose of an incentive program even

t he higher management or executive level is to

focus our enployees with customer service, safety

reliability, cost reductions and related matters to

running a utility, and although our executives are

more highly conpensated than our normal staff

member, they still have those same goals in m nd.

And a long-term or an incentive program still

moti vates the correct behavi or we believe of

enpl oyees to achieve those goals.

Q Well, what is the highest bonus then that

was paid on a yearly basis to a -- what would be

t he highest number, the dollar amount, that goes

with the 25 percent for an individual enployee's

salary from-- to an NSP executive?

A. | don't have that at nmy fingertips. The

total amunt that was allocated to North Dakota was

$680, 000. On an individual basis | could get you

t hat number for the test period year 2007, but I
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don't know it off the top of my head.

COMM SSI ONER WEFALD: Al'l right. Thank
you. | would |ike that.

JUDGE WAHL: Oh, all right. Counsel, this
will be late-filed -- for the record, late-filed
Exhibit 30 will be Xcel's -- Xcel Energy's exhibit.

MS. HERTZLER: Just a point of
clarification. What the Comm ssioner is |ooking
for is the |argest anmount of incentive conpensation
paid to --

COVM SSI ONER WEFALD: To one enpl oyee.

MS. HERTZLER: To one enpl oyee. And that
being with the 25 percent cap?

COMM SSI ONER WEFALD: Yes.

MS. HERTZLER: We have no objection, Your
Honor .

COMM SSI ONER WEFALD: | just don't know
what the range of salaries is. If it's a mllion-
dol |l ar sal ary, then that could be up to $250, 000
paid as a bonus, and | just have to think through
whet her | think that's appropri ate.

MS. HERTZLER: 1Is the Conm ssioner also
| ooking for what the allocation would be in this
case? You're looking for the |argest anount that

was paid for an incentive and then what the
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al l ocation would be for this case?

COMM SSI ONER WEFALD: Yes.

THE W TNESS: | could give you a gener al
range on that. The |largest salary -- base salary
at Xcel i1s our CEO, Dick Kelly. This is in our
publicly filed proxy. It's right at $1 mllion.
25 percent would be 250,000. And with North Dakota
being 5 percent, it would be approximtely $12, 000
t hat would go to North Dakot a.

COMM SSI ONER WEFALD: Thank you.

JUDGE WAHL: Does that satisfy your
request, or do you also wish to have that as an
exhi bit, Conm ssioner?

COMM SSI ONER WEFALD: | think it would be
hel pful to have that as an exhibit, as well.

JUDGE WAHL: All right. So the request
st ands. It would be Exhibit 30. Any further
guestions, Comm ssioner Wefald?

COMM SSI ONER WEFALD: No. Thank you.

JUDGE WAHL: Any further questions from
t he Comm ssion? Comm ssioner Clark.

EXAM NATI ON
BY COMM SSI ONER CLARK:
Q M. McDaniel, would you be the witness to

ask about whet her Xcel enployees in North Dakota
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receive a discount on utility services that they
purchase?

A. Yes, | could answer that question.

Q Do t hey?

A. No. No, they do not.

Q So it's not provided for anywhere in the
Xcel tariff that Xcel enployees receive any sort of
di scounted service, things |like that?

A. No, sir. I n none of the jurisdictions of
Xcel do we offer any of our enployees a discount on
services.

COMM SSI ONER CLARK: Okay. Thank you.
JUDGE WAHL: Any further questions from

the Comm ssion?

COMM SSI ONER CRAMER: | have none.

JUDGE WAHL: Counsel, listen, | stand
corrected. ' m sorry. The Xcel Energy exhibit
with regard to the bonus is not 30. It is 28.

Exhi bit 28. All right. Foll ow up, Ms. Hertzler?
MS. HERTZLER: Yes, Your Honor.
REDI RECT EXAM NATI ON
BY MS. HERTZLER:
Q M. MDaniel, is any enpl oyee paid
incentive conmpensation if they do not achieve the

goals related to safety and the other areas that
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you identified?
A. No, they are not.
Q So for an enployee to receive incentive

compensation, they would have to achieve these

goal s?
A. Yes. There are thresholds or performance
i ndi cators set for these itens that | mentioned

such as custoner service and safety and reliability
and environnmental goals. In order for the
incentive to be attained, then the behavior has to
align with that, the goal has to achieve, and if it
is and the threshold is met, then the incentive
woul d pay.

Q Thank you. M. McDaniel, wthout the
payment of incentive compensation, would the
conmpensation paid to enpl oyees be conpetitive in
t he mar ket ?

A No, it would not. We would be
substantially under market conmpensation wi thout our
incentive plan. The annual incentive plan that we
have makes up for the gap that exists between if
you compare what we'll call total cash conmpensati on
or the take-home pay of our enployees on an annual
basis and just their base salary. Wth that little

addi tional piece of annual incentive, although it
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attain what we call market compensation for that
position and we, of course, wouldn't be able to
attract and retain our enpl oyees.

MS. HERTZLER: Thank you, M. McDani el .
have nothing further, Your Honor.

JUDGE WAHL: M. Bahr, followup?

MR. BAHR: No questi ons.

187

JUDGE WAHL: Any further questions from

t he Comm ssion? All right. Thank you very much
M . McDani el . You may sinmply hang up the phone.
THE W TNESS: Thank you.
JUDGE WAHL: Ms. Hertzler.

MR. BRADLEY: Your Honor - -

JUDGE WAHL: " m sorry. M. Bradley.
could I overl ook you?
MR. BRADLEY: | ve been pretty quiet up

now, Your Honor. At this time Xcel Energy would
like to call to the stand Elizabeth Engel ki ng.

JUDGE WAHL: Ms. Engel ki ng, as you have
heard me advi se previ ous witnesses, your testino
is required to be under oath and |I'mrequired by
| aw t o advise you regarding perjury before

adm ni stering the oath. Perjury is a false

How

to

ny

statement of material fact which you do not believe
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to be true; in other words, generally speaking, a
lie. In North Dakota perjury is a Class C fel ony,
puni shable by a fine up to $5,000, inmprisonnment for
a period of up to five years, or both.
ELI ZABETH M. ENGELKI NG,
being first duly sworn, was exam ned and testified
as follows:
JUDGE WAHL: M. Bradley.
MR. BRADLEY: Thank you, Your Honor.
DI RECT EXAM NATI ON
BY MR. BRADLEY:

Q Ms. Engel ki ng, would you pl ease state for
the record your name and your title?

A. My name is Elizabeth M Engel king and | am
manager of resource planning and bidding for Xcel
Ener gy.

Q Ms. Engel king, did you prepare testimony
in this proceeding?

A Yes, | did.

Q And was that rebuttal testinony and
schedul e?

A Yes.

Q We' ve had that marked as Schedul e 10. Ms.
Engel ki ng, do you have any additions, corrections

or deletions to Schedule 107?
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A. No, | do not.

Q If I were to ask you the same questions
today as are contained in your prefiled testinmony,
woul d your answers be the same?

A Yes.

MR. BRADLEY: Your Honor, at this time |
woul d Ii ke to move Exhibit 10.

JUDGE WAHL: M. Bahr?

MR. BAHR: No obj ection.

JUDGE WAHL: Exhibit 10 is received.

MR. BRADLEY: Your Honor, we tender her
for cross-exam nation.

JUDGE WAHL: M. Bahr.

CROSS- EXAM NATI ON

BY MR. BAHR:

Q Ms. Engel king, I"'mgoing to first try to
follow up with some questions that M. Larson
deferred to you, and so once | conplete those, [|'I|

go with the other questions that are prepared.

First of all, was the M nnesota MERP
patterned after the one -- the metro MERP in
Denver ?

A. Yes, it was.
Q If the MERP | egi sl ation had not passed in

Col orado, would the three plants have conti nued
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operating wi thout the environmental upgrades?

MR. BRADLEY: Did you nean Col orado or in
M nnesot a?

MR. BAHR: ' m tal ki ng about the Col orado
still.

THE W TNESS: I f --

Q (MR. BAHR CONTINUING) If the Col orado

| egi sl ati on had not passed, would those plants have
conti nued operating without the upgrades for
anot her year?

MR. BRADLEY: " m sorry, Your Honor.
Whi ch plants is he talking about? |'m confused.
The M nnesota plants?

MR. BAHR: No. We're tal king about the
Col orado MERP and the plants that were covered in
t hat . Sorry if that wasn't clear.

THE W TNESS: | can't testify to the
operating characteristics or the need to replace
t hose Col orado pl ants. I'mfamliar with the
| egi sl ation and how we used it in M nnesota to
pattern the sanme type of recovery mechanism but |
can't testify as to how our Col orado system woul d
have oper at ed.

Q (MR. BAHR CONTINUI NG) |Is there anyone

that's here who will be testifying that are
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know edgeabl e about that?

A No, | don't believe so.

JUDGE WAHL.: Ms. Engel ki ng, you can be
more confortable, | think. You really don't need
to | ean forward. You can bend that m crophone or
move forward, either way, and then I'Il Kkind of
wat ch. ' m able to adjust it here. | "d rather
have you nore confortable.

THE W TNESS: ' m fine.

JUDGE WAHL: Okay.

Q (MR. BAHR CONTINUING) W th regard to the
M nnesota MERP | egi sl ation, would the plants
involved in that -- the three plants -- have
continued operating wi thout the changes absent that
| egi sl ation?

A No, the plants would not have continued
operating. Those plants were at or near the end of
their |ife and we began seeking solutions as early
as 1999 for their refurbishment or their
repl acement . | think, as M. Larson testified, the
MERP | egi sl ati on was one mechanism to obtain
recovery for those refurbishments, but we were
pl anni ng for those refurbishments even before that
| egi sl ati on was cont enpl at ed.

Q So is it your testinmony that they would




10
11
12
13
14
15
16
17
18
19
20
21
22
23
24

25

192
have been refurbished at the same time schedul e
irrespective of MERP?

A Yes.

Q Does the power to serve M not come from
t he Coal Creek Station in North Dakota under a
power exchange agreement with Great River Energy?

A We do have a power exchange agreement with
Great River Energy. El ectrically, obviously the
power from Stanton station goes where it wants to
go. The power exchange agreement between Stanton
and Sherco enables us to serve our system enables
Great River Energy to serve their systemin a
fashion that avoided building direct transm ssion
lines in order to nove power back and forth between
the systens.

Q So |' munderstandi ng, are you basically
saying we don't know where the power comes from
because it all goes in a pool and comes out and we
really don't know where it conmes fron?

A Essentially the electric systemis one
| arge interconnected system The electricity goes
on and it follows the path of |east resistance and
peopl e take electricity off and we do a | ot of
bal ancing on the margins to make sure everybody's

put in what their customers have taken off. So
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exchange a portion of our Sherco facility for a
portion of the Stanton facility and that has

enabl ed us to avoid constructing expensive
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transm ssion |ines that MAPP would require in order

for us to designate certain resources as serving
certain | oads.

Q Can you tell me how the custoners in
M not, North Dakota, benefit directly fromthe
em ssions reductions in M nneapolis?

A. They benefit fromthe fact that we were
able to increase capacity at very |ow costs at
t hose sites. Now, we certainly achieved em ssion
reductions at those sites, but we also achieved a
number of other benefits that far exceeded the
costs of building new sources of supply for the
customers of M not.

Q | f Xcel's North Dakota service territory
was served by another affiliate, say Southwestern

Public Service Company of North Dakota or

somet hi ng, would NSP expect the conmpany's custonmers

to pay for the M nnesota MERP costs?
A | think you're asking for a conclusion

that I'"'m not really qualified to make. Ri ght now
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NSP is comprised -- has actually two separate
operating conmpani es, the M nnesota company and the
W sconsin conpany, which we operate on an
i ntegrated basis. Because the M nnesota conmpany
and the W sconsin company are separate, we actually
have a federal order that discusses how the costs
of that system were separated. So if North Dakota
were served by a separate company and we wanted to
continue to do that as an integrated system we
woul d I'i kely obtain the same type of federal order
to allow us to allocate the costs between those
separate operating conpanies.

Q Are you famliar with the Denver Business
Journal at all?

A Moder ately.

Q Okay. Wuld you have ever seen the
article on Wednesday, April 30th of 2008, entitled
Opposition Voiced to Xcel's Future Power Plant?

A. M. Diller provided me with that article

t hi s norning.

Q So you have had the opportunity to review
t hat ?

A. Yes, | have.

Q According to that article, Xcel wants to

shut down at |east two coal-fired plants in
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Col orado known as the Arapahoe and Cameo plants and
replace them with natural gas-fired plants. | s
t hat your understandi ng?

A Yes.

Q Now, according to the same article, the
Col orado Office of Consumer Counsel, Director Jim
Greenwood, wanted to wait several years before
shutting down the | arger Arapahoe coal -fired pl ant
to allow everyone a chance to see what happens with
natural gas prices. Do you recall that in the
article?

A Yes.

Q And did the public utilities staff agree
with that?

A. That case is actually in hearings as we
speak. Heari ngs started today. Once again, when
this is -- this is a case that is before a
regul atory body. We've put our facts into the
proceedi ng. Ot her parties such as the Office of
Consumer Counsel have put their facts into the
proceedi ng. Those facts will be devel oped and
ultimately the Comm ssion will make a decision. W
happen to believe based on our analysis in Colorado
t hat our facts will prevail and that the closing of

t hat plant is appropriate at this time, but it is
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in hearings and it is subject to the decision of a
different regulatory jurisdiction.

Q So it was opposed by staff? That's one of
the issues in the hearing?

A. The article accurately reflects staff's
position in the case.

Q So with regard to that project now, it's
all subject to the hearing? There's no

determ nation of how you're going to proceed?

A. Yes, it's in hearings and it is | ooking
for -- we're |ooking for Comm ssion approval of our
proposal .

Q Do you know the dates when the Arapahoe

and the Cameo facilities were originally built?

A. No, I"m sorry, | don't.

Q How many of the Denver coal -burning MERP
stations have been converted to natural gas?

A. " msorry, | don't know.

Q "' m going to discuss natural gas prices a
m nut e. When deciding to convert High Bridge to a
natural gas plant, in information in response to
information request 3-25, NSP indicated that it
assumed the cost of gas at 4.668 per MVBTU.
believe | asked this of M. Larson, too. Do you

recall that?
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Yes.

Q And what was the source of information
used to determ ne that price?

A We use a blend of a nunber of national
forecasting groups, including PIRA CERA, and CERA
is CE-R-A and EIA, in order to come up with our
gas forecasts.

Q So are those the three, or are there other
ones you al so use?

A Those are the three that we use currently.
' m not entirely certain that those were the three
t hat we were using in 2003.

Q |s there one that is primarily relied on
or is nore heavily weighted?

A For a while we used PlIRA al nost
exclusively, but we noved to a bl end because we
wanted to get the weighting of different agencies
as we | ooked through it.

Q " mnot famliar with PlIRA. Can you tell
me what that is?

A PIRA is a national consulting group that
puts together forecasts on a nunber of things. W
| argely use them to get our forecasts on fuel
prices. | can't give you a | ot of specifics of

what they do. | would have to ask our forecasting
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peopl e.

Q Do you find that the three entities that
you use differ significantly in what they forecast?
A. They don't differ significantly. They
sometimes vary a little bit on assunptions or on

escal ati ons, but we don't really see | arge
differences between them

Q Woul d you agree that coal is the nost
abundant and avail abl e energy source within North
Dakot a?

A Yes.

Q Wthin the United States?

A. Based on what |'ve read, | would say that
coal is abundant.

Q Wth regard to the price of coal, would
you agree that it has remained relatively constant
over the years?

A. | would not agree with that. The price of
coal has actually increased quite a bit, and I
have -- actually, for example, at our Sherco
facility, in 2003 our delivered coal was $16 a ton,
and in the nost recent, 2007, that actually
increased to $26 a ton, and so you can see that the
price is increasing. Now, a good portion of that

price increase is the cost of delivery, is the
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transportation cost, but certainly the commodity
cost of coal is also increasing and we're finding
that in our history.

Q In that significant -- or that increase,
was that fairly recent? Was it pretty constant
before that?

A It's actually been going up significantly
over the past five years. Every year we've seen
i ncreases.

Q Now, we were talking about the price of
coal. The increase, would that be on an MVBTU
basis or just kind of the hard cost?

A Yes, the increase was on an MMBTU basis.

Q The price of coal, is that by the ton? Do
you know how that is purchased?

A. Ri ght now I 'm actually not remembering if
my numbers are by ton or by MVBTU. | actually have
that information in ny briefcase if you would |ike
me to check, but | didn't bring it up to the stand
with me.

Q Okay.

A. But it is overall greater than a 50
percent increase in our delivered coal prices from
Sherco from 2003 to 2007

Q According to the Ol and Gas Journal 2005
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data, North Anmerica has about 4 percent of the
wor |l d's natural gas reserves. Would you have any
reason to disagree with those figures?

A "1l accept them

Q According to the EIA, which you know what
l'mreferring to by EIA, | believe you referenced
them earlier, the United States al one consunmes
about 25 percent of the world's natural gas supply.
Do you have any reason to dispute those figures?

A. | can accept that, as well.
Q Can you tell me generally how the price of
nat ural gas has fluctuated over the past 20 years?
A Generally the price of natural gas has
gone up and down since it was deregulated in the
| ate ' 80s. It has had time periods where it has
been and remained at a fairly low level, around 2
to $3 an MVBTU. It has increased, increased in the
early 2000s to some prices higher than that,
dropped back in the 2004-2005 time frame, and
certainly lately we have seen higher escalations in
the price of natural gas.

Q "' m going to reference sone testimony
given by a Daniel Klein to this Comm ssion in Otter
Tail's and MDU s Big Stone |l advance determ nation

of prudence case, and you probably didn't hear that
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testinony or anything, but I want to see if you
have any reason to disagree with it. He had
determ ned that natural gas prices on a therm basis
have remai ned relatively constant from 1990 t hrough
2000, staying around the 2 or $3 an MVBTU.

However, beginning in 2001, they fluctuated between
4 and $12 an MVBTU. Do you have any reason to
di spute his testinony?

A. No. That agrees with what | just
testified to.

Q Did M. Diller share an article with you

from China Daily?

A Yes.

Q Did you have the chance to review that?

A Yes, | did.

Q That expresses, | guess, concern regarding

the | ack of natural gas?

A. It expresses concern with China's natural
gas supply, which really has very little relevance
to the availability of natural gas in North
America. There are a number of reasons why China's
gas supply could be constrai ned. It could be
because they're not | ocating supplies. It could be
because they haven't built sufficient

i nfrastructure. The article is not very definitive
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on that issue. The article does express concern
with China's natural gas supply, however.

Q And you apparently woul d not agree that
there's a concern with that fromthe United States’
perspective?

A. | don't agree that there's a concern with
that fromthe United States' perspective.

Q | believe earlier | asked M. Larson
regarding the High Bridge plant and that being kind
of the most current in technology for a gas turbine
technol ogy. | believe his response was yes. Do
you recall that?

A. Yes, it is.

Q And | followed up and | believe he said
t hat you would be the best one to ask these
guesti ons about the energy efficiency rating of the
Hi gh Bridge plant. Do you know what that is?

A In general. And | can't speak
specifically to the High Bridge plant in ternms of
efficiency, but in general combined-cycle plants
of fer conversion efficiencies between about 50
percent and 60 percent from-- as conpared to other
resources that mght offer a | ower conversion
efficiency because they have the advantage of the

dual cycle.
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Q | believe the response to the staff data
request 3-27 indicated 46 percent. Do you believe
t hat ?

A. Yes, | would believe that.

Q Now, the efficiency rating is increased or

decreased depending on how it is used; would you
agree with that?

A. | don't understand what you mean by "how
it is used."

Q Well, for example, if it's -- if a
facility is used for peak so it's kicking in and
turning on and turning off, so to speak, is the
efficiency rating less than if it's maintained at a
| oad | evel ?

A There may be m nor changes in efficiency
dependi ng on the anmount of time you run it. I
think if you're running it as a combi ned cycle,
you're running the peaking and the heat recovery
st eam generator in concert with each other, you
will obtain efficiencies around the |evel of your
maxi mum efficiency. Now, should you choose to
sinply operate the conbustion turbine, then you
will only receive the efficiency of the conbustion
turbine, and that is something that you may do in

peak times, but you would do that because it's nore
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economc for you to fire up the combustion turbine
and run it for a little bit even with the | ower
efficiencies than it would be to fire up the entire
combi ned cycle and operate it for a | onger period
of time.

Q So the anticipation is about 46 percent
efficiency?

A Yes.

Q Now, this has been confusing to nme, and |
don't know about anyone el se. M. Larson kept
referring to peak plants and it seens |ike -- |
under stand what a peak plant is, | understand what
a base |l oad plant is, but what does an intermedi ate
pl ant do?

A. An intermediate plant is a plant that you
woul d expect to be on line when your peak | oads
are, and sometimes if we buy a contract that we say
is an intermediate contract, we refer to it as a
5-by-16 contract, meaning we're purchasing it five
days a week for 16 hours a day, usually between the
hours of about 7 a.m and 11 p.m These are kind
of inmportant plants because that's a time when your
| oad is higher than it m ght be in the off-peak
times, but is maybe not at its very highest use

i ke you m ght see on a hot day in July. So an
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i ntermedi ate plant we expect to run about 50
percent of the time usually on our on-peak hours.

Q And Hi gh Bridge is intermediate?

A. Yes, High Bridge is intermediate.

Q How many ot her intermedi ate generating
pl ants do you have?

A. We have purchase contracts with LS Power,
whi ch operates occasionally as an intermediate
pl ant, and wi th Cal pi ne Mankato, which also
operates as an intermedi ate pl ant.

Q Do you have any -- you mentioned purchased
power, but does NSP have any internmediate plants?

A. We have a conmbi ned-cycl e plant, an
i ntermedi ate plant at Bl ack Dog, and Riverside wil
al so be an intermediate plant once it's converted.

Q Now, what has caused the need for new
i ntermedi ate plants when you' ve been fine wthout
anyt hing but Black Dog in the past?

A Part of -- part of what causes a need has
to do with econom cs. Conbi ned-cycle is -- it's a
relatively recent devel opment in generation.
don't think we really started seeing a | ot of them
until the '90s, when we really started seeing the
use of conbi ned-cycle and cogenerati on. Bef ore

that electric utilities really only had two choices
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to serve their system needs, a base | oad pl ant,
whi ch you would hope to run about 85 percent of the
time, and a peaking plant, which you would hope to
run maybe 10 percent or less of the time, and there
wasn't really any econom c options to fill a need
that was in between that 85 percent of the tinme,
and so what utilities would do is they built base
| oad plants and then they would just not operate
them for, you know, some period of time. And, in
fact, our High Bridge plant and our Riverside plant
for the last 15 years have operated at capacity
factors of 65 percent or less, and so in effect
t hey were coal plants that were being operated as
i ntermedi ate plants because we sinmply didn't need
their energy around the clock. Nat ur al gas
combi ned-cycle offers an economc alternative to
buil ding a base | oad plant and then not operating
it at its full capacity factor. And so as those
pl ants have become more avail able and as
opportunities on our system have become avail abl e,
when those are econom c, we would choose to
i mpl ement those rather than some ot her type of
energy option.

Q Okay. The plants that you said were kind

of running as intermediate plants in the past --
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A Yes.
Q -- were they capable of running at a
hundred percent, or because of their age or other
i ssues would they need to run at a nore
intermedi ate | evel ?
A. They were capable of running at much
hi gher capacity factors, but it was not economc to

do that on our system

Q Because you needed an internmediate |evel;
is that why?
A. Because we didn't have the |oad to support

t hat operation.

Q To nmeet M nnesota's renewable portfolio
standard, how many megawatts of w nd does Xcel plan
to have by 20257

A We actually have calculated it to 2020,
which is when our M nnesota standard ranmps up to
its full level of 30 percent of retail sales from
renewabl es, and including that standard, our North
Dakota objective, our South Dakota requirement or
obj ective and our W sconsin requirenment, it's a
total of 4,000 negawatts of wi nd.

Q Okay. Well, according to the response to
data request 3-34, NSP had its system peak on July

26, 2007, requiring 8,804 megawatts and that of
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that 17 megawatts was wi nd generat ed. Does t hat

sound accurate to you?

A. "1l accept it.
Q Well, if 17 -- | guess the question is,
how many more nongas plants -- the wind only

covered 17 megawatts of this 8,800, so how many
more gas plants is Xcel going to need in order to
fill this gap to reach this 4,000 requirenment by
20207

A. To put it in perspective, that particular
peak was one hour of one day of one nonth of an
entire year. Now, what we expect is that we will
have gas that will kick in during that one hour or
the 25 hours or the 50 hours where we have very hot
days and the wind is not blow ng. However, the
wind is actually supplying a |l arge amount of energy
over the year. Now, what Xcel Energy proposes in
its resource plan is that it's about 2,300
megawatts of natural gas-fired capacity in its plan
in addition to what we've proposed with our base
| oad upgrades, what we've proposed to add to meet
our renewabl e standards. However -- and M. Larson
al so pointed this out in his testimny -- even
t hough we expect the amount of gas capacity to

i ncrease a great deal, we only expect the amount of
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energy that we get fromgas to increase by about 4
percent, from about 8 percent on our current system
to about 12 percent when we get to 2020.

Q When are your peak hours typically? |
mean, is it summer, w nter?

A We are a summer-peaking utility. We
typically peak sometime during the month of July or
August .

Q And during these peak hours is it typical
for the wind not to be blowing? |Is there any
correlation between the peaking and the wi nd?

A In M nnesota, North and South Dakota we
actually do tend to find that the wi nd resources

tend to be lower at the times that we are peaking.

Q Do you know what the annual fuel
utilization efficiency rating means, AFUE?

A. No, | don't.

Q That's what -- kind of the requirements

for residential natural gas heaters and their
efficiency rating. Do you have any know edge about
t hose at all?

A. | understand that when | purchase a
furnace, | have an option of a 95 percent efficient
furnace or an 85 percent efficient furnace, but

that's kind of the extent of my know edge of that.
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Q Okay. And so based upon your own
experience, the efficiency rating of those
residentials are 85, 95 percent? You can go
purchase one at that |evel?

A. | woul d agree with that.

Q Woul d you be surprised to know that the
m ni mum required for the AFUE for home gas heaters
is 78 percent? Would that surprise you or do you
have any information?

A | have no know edge of that.

Q Now, according to the response to data
request 3-27, the High Bridge facility is expected
to burn 8,527 Gbtu. Does that sound correct? |
may have said it wrong. Gbtu. That's a big number
to me. \What does Gbtu stand for?

A. | would guess it's giga Btu. Not being a
gas person, | haven't actually used that term but
| would assume it's anal ogous to gigawatt-hours.

Q That was my assunption, but | don't
profess to know that figure or term nol ogy.
According to your 2007 annual report to the
Comm ssion, North Dakota natural gas consumers use
about 67 CCF a nmonth. So do you have any idea how
many North Dakota natural gas consumers could be

served with the gas you plan on putting into High
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Bridge?
A My attorneys told me to bring a cal cul ator
to the stand. | ignored them

Q Woul d you di sagree that a hundred
t housand? Wuld you disagree with the figure of a
hundred thousand, approxi mtely?

MR. BRADLEY: Wbould you like a calculator?
THE W TNESS: 667 CCF per nonth.

Q (MR. BAHR CONTI NUI NG) 67 CCF.

A 67 CCF. | woul d accept that's roughly
correct.

Q And NSP serves about 38,000 residenti al
gas customers in North Dakota; correct?

A | don't know how many gas customers we
serve in North Dakot a.

Q Now, this is based upon your website.
Hi gh Bri dge generators will have a total capacity
of 267 megawatts and the Riverside generators wil
have a total capacity of 373 megawatts. I s that
your understandi ng?

A. | believe that what you're quoting are the
capacity factors of the -- the capacities of the
existing plants. Actually, the new plants wil|l
have -- the High Bridge plant has a capacity of

about 515 megawatts total and Riverside will be --
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| didn't testify on that in this case and so I'm

operating from menmory, it's about 440 megawatts

total .

Q And is it anticipated that the Riverside
will be an intermedi ate plant?

A. Riverside will be a natural gas conbi ned-

cycle plant simlar to the High Bridge plant.

Q So operating around the sane | evel of
efficiency, 47 percent or so?

A. Yes.

Q In addition for heating, are you aware of
any of the other |arger uses for natural gas?

A. There are industrial process uses,
certainly.

Q One of those would be fertilizer? Are you
aware of that?

A Yes, | am

Q Does NSP have a current |RP that
i ncorporates existing coal technology instead of
future coal -based resources?

A We did -- in our current resource plan, as
we eval uated and put our resource plan together, we
did evaluate current coal technology as well as the
coal technol ogy that we actually placed in the plan

as an alternative. In reality, the cost of
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brand-new coal -fired generation has become so
expensive, that our analysis did not actually pick
coal as an economc option in any configuration

t hat we modeled it.

Q Now, in the nodel that you've done, it has
a -- I'"mnot exactly sure what it's called, but the
future technology that -- well, according to your

i nformati on response, your response to information
request 3-16, is one that is not even certain or
dependabl e and the cost of which is virtually
unknown. This has to do with the CO2 sequestration
and storage. Are you famliar with that?

A Yes, | am

Q And you woul d agree that what costs will
be associated with that are unknown?

A | woul d agree that there's a great deal of
variability in the cost projections right now.

Q In fact, you projected possibly $9 nmore or
$40 more a ton?

A. Those costs were actually -- are estimtes
of the costs of future carbon regul ation, not the
cost of actual control or sequestration of carbon
on our plant. As we are |ooking forward and
t hi nking that there will most certainly be carbon

regul ation at sonme time in the future, it wll
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li kely be based on what we see now, some sort of a
cap- and-trade system we would be | ooking at the
tradeoffs between the cost of purchasing an
al l owance, which would be maybe the 9 to $40 a ton
t hat we estimted, and the cost of actually
controlling carbon on our system wi th something
i ke a sequestration -- an I GCC with sequestration,
a fuel-switching proposal or conservation or a
carbon-free resource. So those costs aren't the

same as the costs of actually sequestering coal.

Q And you don't know the cost -- what the
cost will be of sequestering?
A We have estimates of the cost based on

research that's been done to date, but we would
stipulate that it's subject to wide variability.
Q Does your | RP nodel include any
consi deration of off-system sales that m ght be
made if a base load unit were built instead of
anot her internmedi ate peaking unit?
A. We have a |limted ability to consider

of f-system sales in our nodel and also the same

of f-system purchases in our nodel. W have decided
as a utility that our focus is really on being a
core utility whose job is to construct generation

to serve its custonmers, and not whose job is to
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construct generation to sell, for example, on the
whol esal e market or to be a |l arge merchant player.
We propose to be a regulated utility, and as such
we plan our systemin the most econom c fashion to
serve our customers. So as such we don't actually
plan to construct capacity that is not needed by
our customers with the hopes that we would be
selling it on the whol esal e market.

Q So when you say you have the limted
ability to do that, that's because of a policy
deci si on NSP has made not to do that?

A Yes.

Q Are you aware of any relevant econom c
i mpacts that are not included in the company's |RP?

A | don't know what you mean by "rel evant
econom c i nmpacts."

Q Well, I think "relevant” means things that
woul d i mpact the ultimate cost or decision. Are
there factors that you're aware of that could have
been considered that were not?

A. No. | believe we've done a fairly good
j ob analyzing the relevant econom c inmpacts in
devel opi ng our resource plan.

Q | believe M. Larson agreed and testified

that, as a general rule, North Dakota has better
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wi nd resources. Do you agree with that?

A. As a rule, North Dakota has very good w nd
resources. There are also other states.

Q | meant better than M nnesota generally.

A. Generally, but certainly there are places
in Mnnesota that have as good wi nd resources as
Nort h Dakot a.

Q On average, what does it cost for new wi nd
generation installed in Mnnesota versus North
Dakot a?

A Well, the cost of new wi nd resources are
pretty simlar wherever you install them They're
ri ght now runni ng about $2,000 a kW install ed.

"1l end it there.

Q Do you recall a meeting with staff where
you indicated it was 1.5 cents cheaper to do it in
North Dakota than M nnesota per kilowatt-hour?

A If you want to discuss it on a
per-kil owatt-hour basis, it's true that in places
where you have higher wi nd speeds and can achieve
hi gher capacity factors, you get nore
kil owatt-hours out of your $2,000 per kW of wi nd,
and because, of course, you're not paying for fuel
costs, you will get |lower prices. The figure that

| provided in staff meeting was a straight-up
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turbi ne-to-turbine comparison based on capacity
factors, did not include any of the other costs of
devel oping or inmplementing a project.

Q According to M nnesota's Wnd Integration
Study, W ndLogics projected mean annual capacity
factors for the Fargo, Grand Forks and M not areas
of 38 to 50 percent. | believe you probably heard

me express that to M. Larson.

A Yes.

Q Are you famliar with that?

A Yes, | am

Q And so the average or mean, medi an nunber

woul d be 44 for those three locations. And in
M nnesota it's ny understandi ng that the actual
achi eved amount was 34.7 percent; does that sound
accurate -- in 20077

A. There's a difference between projected and
achi eved nunbers. The projected capacity factors
in Mnnesota are actually quite a bit higher than
what has actually been achieved, as well, and that
has to do with the differences in tub heights, that
tub heights are getting nmuch taller, that
technol ogy is getting better at capturing the w nd.
For exanpl e, we now have turbines that very

efficiently capture wind at | ow wi nd speeds that we
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couldn't actually do before. So, | mean, | think
if you want to | ook historically, you can say, yes,
hi storically our wi nd generation in M nnesota as
achieved in 2007, we did say 34.7 percent; but at
the same time our wind generation in North Dakot a,
our Velva Wnd Farm was only 31 percent in 2007,
and yet we do expect in the future that we woul d
get very high capacity factors fromour wind in
both M nnesota and North Dakota. And in fact in
projecting our wind to meet the resource plan,
we' ve used an overall capacity factor of 40 percent
as an assumption of how much wi nd we would have to
install.

Q And Velva is your only site in North
Dakot a; correct?

A. Yes, it is.

Q So that's the only one you have anything
to conpare to?

A For actual data on NSP system yes.

Q Now, according to NREL website, and you
know what NREL is, it does not appear that the
State of M nnesota has a validated MAPP, nor is it
keyed to validate one -- queued to have one. Are
you famliar with that?

A. l'"mnot famliar with the NREL process of
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val idating wi nd maps. | can tell you that
M nnesota has one of the ol dest, |ongest standing
and broadest wi nd resource assessnment prograns,
it's been operated by the M nnesota Department of
Public Service, now the M nnesota Department of
Commerce, Office of Energy Security, since the
early 1980s, and we actually do have in M nnesota
one of the best characterized wi nd resources. Now,
t hat perhaps hasn't translated to NREL's maps, but
certainly if you were to | ook at the M nnesota
Department of Commerce website, you would see a map
t hat | ooks very closely at and grades w nd
resources. So wi nd resources have been assessed in
M nnesota, perhaps have not made it into the NREL'Ss
val i dated system

Q So more by M nnesota, not by sonme national
group or organization?

A Yes.

Q Woul d you agree that the cost of | easing
| and is generally lower in North Dakota than
M nnesot a?

A | have no know edge of the cost of |easing
| and.

Q How about with regard to getting site

transm ssion facilities, do you have any know edge
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about any difficulties, whether it's more difficult
in Mnnesota than North Dakota?

A. ' m sorry, getting what?

Q To get a site transm ssion facility, to
get through any regul ations or any | andowner
di sput es.

A. |'m not famliar with the difference
bet ween siting transm ssion in M nnesota and in
Nort h Dakot a. | am famliar with the difference in
siting large transm ssion projects and smal |
transm ssion projects and | do know that overall
| arge transm ssion projects are much more difficult
to site, construct and conmplete in any jurisdiction
than small er transm ssion projects.

Q So basically you're not able to respond to
a question about the smaller transm ssion sites?

A | can't respond to a question about the
differences in the difficulty of siting
transm ssion in North Dakota versus M nnesot a.

Q NSP recently had an electric rate increase
hearing before the M nnesota PUC;, correct?

A Yes.

Q Do you know how many intervenors were
there at that proceeding?

A. No, | don't.
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Q No i dea?

A. | can't give you a precise number.

Q Were you present?

A. No, | was not. | was not present at that

proceedi ng.

Q Are you aware of the M nnesota Climte
Change Advisory Group that issued its final report
to the M nnesota governor and | egislature?

A | am aware of the group.

Q And your president is a menber of that

group; correct?

A M. Sparby is a menmber of that group.
Q Have you read the final report?

A. | have not read the final report.

Q That report indicates that M nnesota's

em ssions growth was driven |argely by the growth
of M nnesota's popul ation and em ssions associ at ed
with inmported electricity. "' m assum ng you woul d
have no reason to dispute that report.

A. | can agree that that's what the report
says.

Q You woul d have no information to
contradict the report?

A. | have no unique informtion.

Q Are you aware that Otter Tail Power
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Conpany and MDU filed for a determ nation of

advance prudence for their share of the proposed

Big Stone Il coal plant?
A. Yes, |I'm aware of that.
Q Are you aware that Otter Tail Power

Conpany constructed and owns 40.5 nmegawatts of w nd
capacity of the Langdon W nd Energy Center?

A. ' m aware that they own w nd. | can't
give you details on the amount or the |ocation.

Q Are you aware that the Comm ssion received
Oter Tail's request for a rider to recover its
Langdon W nd Farm cost beginning on day one of its
operations on February 1, 2008, and that it was

approved in less than four mont hs?

A No, |I'm not aware of that.
Q | believe the Comm ssion's records show
that. According to the order in that case, Otter

Tail disclosed that it saved its customers 10
percent when buil ding and owning the Langdon W nd
Farm conpared to sinply purchasing wind fromthe
same wi nd energy center. And | would assume you
have no reason to dispute that information.

A. | have no independent know edge of that
i nformation.

Q | believe | asked M. Larson some about




10
11
12
13
14
15
16
17
18
19
20
21
22
23
24

25

223
this and | think he deferred to you. Are you aware
that Otter Tail Power Conmpany reached an agreenment
with the M nnesota Department of Commerce to offset
a hundred percent of its carbon di oxide em ssions
attributable to the proposed Big Stone Il coal
pl ant for electricity used by its customers in
M nnesot a?

A | know that they reached an agreenment
prior to their refiling of the Big Stone plant in
new confi guration. | do not know that they've
reached any agreement with the OES on the newy
configured plant.

Q Has NSP with regard to any of its
modi fications, refurbishing of its plants attenpted
to reach any agreenments with M nnesota where it
covers the full cost of the benefits that go to
M nnesot a?

A NSP's costs -- NSP's refurbishments and
repowering of the plants have all either reduced
carbon or have been carbon neutral, so we've had no
need to seek such an agreenment.

Q The question was, if the costs are going
primarily to M nnesota -- or only to M nnesota, has
NSP ever attenmpted to reach an agreement where

M nnesota pays the full cost?
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MR. BRADLEY: Lack of foundation. There's
nothing in the record indicating that there are
such animals -- items. |f you would identify an
item we can address it specifically.
MR. BAHR: M. Bahr. The objection is
sust ai ned.

Q (MR. BAHR CONTI NUI NG) As you probably
know, the proposed Big Stone Il project in South
Dakot a has several partners and the proposed pl ant
makes use of several facilities in common with the
existing Big Stone | plant. Did NSP | ook into
investing in this brownfield site?

A. NSP had early discussions with Otter Tail
Power about whether or not we were interested in
being a Big Stone partner. After due consideration
of that option versus other opportunities, we
deci ded that we would not be a Big Stone partner.

Q And can you tell me the basis of that
deci sion?

A. We believed that there were other better
econom ¢ opportunities on our system

Q In NSP's rebuttal testinmony it expressed
concern that if North Dakota doesn't pay for the
MERP projects and such, that North Dakota wll end

up losing the benefits of the | ow-cost nucl ear
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power . Do you recall that testinony?

A. | don't believe that you've characterized
it correctly. My testimony is that if North Dakota
chooses not to pay the costs of the integrated
system then we have no choice but to desegregate
the system which could increase costs for North
Dakot a because they would not receive the benefits
of certain facilities that they're choosing not to
pay the full costs of.

Q You heard me ask M. Larson about what |
referred to as the super tax? Do you recall that?

A. | do recall that.

Q Can you agree that that is outside the
bounds of a normal operating expense?

MR. BRADLEY: Wbuld you please define
specifically what you are identifying as the super
tax?

Q (MR. BAHR CONTI NUI NG) The renewabl e
devel opment fund.

A. | think that normal operating costs are
defined as the costs of doing business in the
pl aces where we are doing business, and so to the
extent that certain costs do become costs of doing
busi ness, yes, they are reasonabl e operating costs.

They're costs that are outside of our control that
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are necessary to maintain operation of the plant,
and so, yes, they would be costs of doing business
or normal operating costs.

Q When does the Grand Meadows go into
service?

A. Grand Meadow Wnd Farmis expected to be
in service in October or Novenmber of this year.

Q On pages 2 and 3 of your testimony you
state that your investments are cost-effective. Do
you agree that cost-effective investments does not
necessarily always benefit all consumers equally?

A. No, | don't agree with that. | think by
definition the fact that they are cost-effective
means that the benefits of the investments exceed
the costs and, therefore, all of the -- I'm
sorry -- therefore, all of our customers benefit.

MR. BAHR: |*ve kind of conpleted the
followup from M. Larson's testinmony. | want to go
t hrough nmy other stuff so I don't ask too many
duplicate questions. | f we could have a break.

JUDGE WAHL: Ten m nutes, M. Bahr?

MR. BAHR: Yes.

JUDGE WAHL: Five, ten?

MR. BAHR: What ever you're willing to give
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JUDGE WAHL: Well, let's do it right. Ten
m nutes. We'll be in recess until 2:20.

(Recess taken.)

JUDGE WAHL: All right. Let's be in
order. M. Bahr.

Q (MR. BAHR CONTI NUI NG) Do you recall

participating in a conference call with Comm ssion

staff on May 6th of this year?

A Yes, | do.
Q Do you recall --
JUDGE WAHL: | s your m crophone on, M.
Bahr ?
MR. BAHR: | can reask if you want.
JUDGE WAHL: No. You're fine. I think we

probably got it.

Q (MR. BAHR CONTI NUING) Do you recall
maki ng the statement during that call that the King
pl ant woul d not have been rehabilitated as soon as

it was absent the MERP progranf?

A. | don't recall that that's exactly what |
sai d. | do believe that my statenment was taken out
of context in M. King's testinmny. What | meant

when | discussed the rehabilitation of King was
that we were able to undertake the rehabilitation

of King on a voluntary basis and put in the
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controls that we believed were necessary when we
didit. If we had -- any time that you touch the
boiler in a plant, then you are required to
follow -- and M. Rosvold can speak to this better
than | can -- you are required to inplement
EPA-requi red environnmental upgrades that get you to
best avail able control technol ogy. By undert aki ng
King when we did on a voluntary basis, we were able
to better control the types of technol ogi es and
costs that we put in instead of going in and saying
we have to upgrade the plant, now we've got to neet
t hese requirenments. M. Rosvold is a much better
person to testify on this piece than | am but the
reality is that the King plant at that point was
falling apart and needed to be rehabilitated.

Q Now, concerning your testimny, at the
bottom of page 11, beginning at line 26, you state
that the M nnesota Pollution Control Authority was
charged by statute to analyze both the proposed
pl an and the alternative for the High Bridge plant.
When you say "by statute,” what statute are you
referring to?

A. This would be the MERP st at ute.

Q And with regard to the MPCA, their

concern, would you agree, was primarily that of
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controlling pollution?

A Yes, that is their charge.

Q And so they were not concerned, when they
were reviewing that, to mnimze costs to
rat epayers? That's not their issue?

A They anal yzed that piece of the pie, the
cost-effectiveness of the em ssion controls that we
wer e proposi ng. However, the entire project was
subject to review by the M nnesota Public Utilities
Comm ssion for reasonabl eness, including its cost
to ratepayers. So while the MPCA did not undertake
that review, the M nnesota Public Utilities
Comm ssion did undertake an extensive review of the
cost-effectiveness of these options conpared to the
alternatives, including the impact of the costs to
rat epayers.

Q You di scuss, starting at page 22, the
benefits of an integrated system s it your
under standi ng that staff are arguing against an
i ntegrated systent?

A No, but | believe that staff is arguing
agai nst paying the full costs of an integrated
system which is largely the sane thing.

Q You object to a North Dakota stand-al one

resource mx. Where did you find in the staff
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testimony or from wi tnesses that they' re asking for
such a document ?

A. In the direct testinony of M. Charles W
King, on page 33, M. King testifies, For this
reason, | recommend that NSP be directed to conpare
and file with the North Dakota PSC an integrated
resource plan that focuses on North Dakota
requi rements. This plan should be based on the
proposition that North Dakota ratepayers pay for
programs and expenditures that are required by
Nort h Dakot a.

Q So based upon that, that's what your
under st andi ng was as what he was proposing was a
stand-al one resource m x for North Dakota?

A. My understanding is that he is proposing a
separate resource plan for North Dakota that is
somehow different fromthe integrated resource plan
that we do for the company as a whol e.

MR. BAHR: No further questions.
JUDGE WAHL: Do the Comm ssioners have
gquestions?
COMM SSI ONER WEFALD: Yes.
JUDGE WAHL: Comm ssi oner Wefald.
EXAM NATI ON

BY COMM SSI ONER WEFALD:
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Q My first questions relate to -- nmy first
guestions relate to the Grand Meadow wi nd project
and the Southeast M nnesota transm ssion project.
It's my understanding that this is owned by NSP and
that it's a hundred megawatts. Is that a correct
under st andi ng?

A. The Grand Meadow W nd Far m?

Q Mm- hmm

A Yes.

Q And can you rem nd me again when that
project was purchased and started operation?

A. The project is under devel opnment now, it's
under construction. W reached an agreenment with
enXco for themto develop a build-transfer project
for us in 2007. It is currently under construction
and we expect it to be fully operational and in
service in October or November of 2008.

Q And when did you take bids on that
particul ar project?

A. We took bids on that project in |ate 2006.

Q At that time as part of your bid process,
did you consider the -- at that time it was owned
by PPM -- in north central North Dakota there's a

PPM site that the Comm ssion has sited for 200 --

A. At Rugby.
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Q Near Rugby for 200 nmegawatts.

COMM SSI ONER CRAMER: 150.

Q (COWM SSI ONER WEFALD CONTI NUI NG) Was t hat
part of the bid process?

A. That was not part of the bid process
because the specific objective of this particular
proj ect was that we would gain experience with
owni ng wi nd, and PPM has not been willing as of
right nowto enter into a build-transfer type of
arrangement. They prefer a business nmodel where
t hey own and operate their facilities and sell the
energy under contract. And so at that time we only
consi dered people who were proposing -- or
devel opers that were proposing to devel op a plant
t hat we could actually purchase and own.

Q At that time did you -- did you consider
the project that was being proposed by Florida
Power & Light in northeastern North Dakota?

A. Fl ori da Power & Light did not offer that
project in to our solicitation.

Q On the -- on the -- has Florida Power &

Li ght offered in to your solicitation process any
of its projects in North Dakota?

A | can't give you specific details on the

500- megawatt RFP. My department --
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Q The one that was for the -- 1'mtalking
only about the one for the Grand Meadow wi nd
proj ect.

A No. We did not receive any North Dakot a
offers in that particular solicitation.

Q And what do you credit that to? How did
you even make avail able your information that you
were trying to build a wind farm et cetera? Wy
woul d that occur that there would be absolutely no
projects in North Dakota that would be interested
in bidding into this project? What were the
stipulations that you put out there that may have
said to people don't even bother to try?

A. | do actually understand your question
now, and | apol ogi ze. The Grand Meadow W nd Farm
was built pursuant to a particular -- a particular
requi rement that actually is no |longer in effect in
M nnesota | aw, but was in effect at the time. | t
was an outcome of the 2003 Prairie Island dry cast
storage legislation that permtted Xcel Energy to
own and operate up to a hundred megawatts of w nd
in the State of M nnesot a. It was our opportunity
to get our feet wet owning wi nd, and we, of course,
believe that owning wind is the | owest possible

cost of actually bringing that resource to our
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customers, so we -- that solicitation where we
actually | ooked at different projects only included
projects within the State of M nnesota because we
were following the law at the tine. Now, that | aw
has since been repeal ed, but the project was
al ready underway at the time that the | aw was
repeal ed.

Q Thank you. And then when you tal ked - -
you mentioned that the Velva Wnd Farm that's
| ocated here in North Dakota, | believe it's 12
megawatts of energy that's in that Velva wi nd
project, the size of the turbines, how do they
compare to those that are sited in M nnesota?

A ' m actually not sure what size turbines
we're using in Velva.

Q | believe they're 750-kV because there's
18 of them | believe, to provide 12 megawatts of
wi nd. Would there be any correlation between then
the size of the turbines and the capacity factors
of your other turbines that you have | ocated in
M nnesot a?

A. The size of the turbines, a lot of it
depends on the vintage of the project. So, for
exampl e, sonme of the wind that we have on our

systemthat we installed in 1994, in 1995, the
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earliest wind, we have 330-kW turbines. I think we
put in 500-kWturbines in the |arge Lake Benton
projects that we did in the '96-'"97 time frane. So
turbines get |arger as we nove along. W actually
have a m x. | think in general what | can tell you
about turbines is that they keep getting bigger and
t hey keep getting nore efficient, and so today |
think we're seeing the standard turbine that's
bei ng put on our systemis a one-and-a-half to two-
megawatt turbine. 2.1-megawatt turbine is, |
think, a pretty comon turbine on our system But
the size of turbines that are going in on the
system have more to do with vintage, you know, when
you put themin, than any choice to put a
particul ar size somewhere. | think in general the
| arger turbines are nore cost-effective and people
try to put larger turbines in whenever possible.

Q Thank you. And then | need that little --
"' m not quite sure how to phrase these questions,
but you've inmplied that if North Dakota chose --
the North Dakota Comm ssion chose not to endorse
all of the decisions that have been made regarding
the King plant and the High Bridge plant and the
mercury control project at King and Sherco and

Grand Meadow and Red W ng, et cetera, that it would
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mean that North Dakota would have to be put on a
separate stand-alone system Would you explain
that? |'m just curious about, let's say, why -- if
we thought that we wanted to allow | ess cost for
Hi gh Bridge plant than you have presented to us in
this rate case, why that would -- and let's say we
agreed with all of the other decisions that have
been made, but not the High Bridge plant decisions
and we thought we wanted to not allocate the full
cost for that, why would that mean then that North
Dakota needed to pay for all new generation to
support the North Dakota ratepayers?

A. Comm ssioner, | don't think that's what
l'"mreally saying. You know, | think nmy testinony
in this case is that the costs that we incurred at
Hi gh Bridge and King, certainly the costs we have
incurred at our 50-plus-year-old RDF facilities are
reasonabl e costs that serve the ratepayers of North
Dakota and are prudent for recovery. That's ny
testimony in this case. Now, our concern in this
case is that if regulatory bodies start to go in
and sort of pick and choose the costs that they
want to pay for certain facilities --

Q But isn't that the purpose of a rate case?

Isn't that why you're here, is to say we would |ike
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to have recovery? Otherw se, why would you have
i ndi cated these particular projects to us?

A. | understand what you're saying,

Comm ssioner, and | understand that it's reasonable
for you -- | mean, certainly within your authority
to |l ook at the costs of facilities and say, we
really think that this cost was out of |ine and

t hat you shouldn't pay for it, we think that, you
know, this other cost was out of I|ine. | think
there's a couple things going on in this case. I
think, first of all, the testinony of the advocacy
wi tnesses really m scharacterized what these
projects did for North Dakota customers. For
example, for King --

Q But for that, |'m just asking you not to
go into why it would be good to approve the costs.
"' mjust asking you to explain to me whether it
woul d require a stand-alone systemif | chose to
not accept, let's say, the whole cost for one of
t hese projects. | think you've answered that. You
sai d no.

A. | don't think we're saying it will result
in having to have a stand-al one system | think,
for example -- I'mgoing to use the Prairie Island

costs for exanmple because your counsel has referred
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to them as a super tax and it's a good exanple to
use. The fact that we were required to do certain
things to keep the Prairie Island plant operating
is what's keeping that plant operating today. It's
what's maki ng that nucl ear power available to
customers. And so if the North Dakota Comm ssion
goes in and says, We really don't think our
customers should pay for these things, then in
effect they're saying we're not supporting the
costs of keeping the plant operating. Now - -

Q But what if we were saying instead that we
t hought our customers would have just supported the
operating of that plant without that tax and so we
wanted -- we would have said go ahead and keep that
pl ant open, we think it's a great resource and we

want to have it in place in M nnesota, that's not

saying that we are -- |'m not going to argue with
you.

A | know. | understand.

Q " msorry, but it's just hard for me to

under stand how us taking a close | ook at these
projects will -- you had to go to the M nnesota
Comm ssion and ask for their approval for these
projects to go move forward. | think this is, in

my mnd -- would you agree that this is the chance
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for NSP to come to the North Dakota Comm ssion and
ask whet her we agree that these projects should
move forward and be recovered by ratepayers here?

A. | absolutely agree. And, certainly, we've
put forward our testinmony that we believe that the
costs are prudent and we think that our reasoning
is sound. We also actually do believe that the
advocacy staff hasn't given you a good basis for
what you m ght even disallow if you want to
di sal l ow somet hi ng because they're ignoring certain
costs, like the cost of increasing capacity. You
know, | think that what we're really trying to say
is that when you have an integrated system and you
have those benefits of being part of a 10, 000-
megawatt system and so you have the | ow cost
nucl ear power and you have the big coal plants and
you have things |Iike that, you know, you accept
some of the good with the bad, and all of our
states accept sonme of the good with the bad, but
overall everybody benefits. And what we're really
saying is not that we would have to have a
stand-al one systemin North Dakota, but that you
woul d be much worse off if we were conpared to the
costs that we're proposing in this case.

Q It does concern me that, for exanple, in
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t he Grand Meadow wi nd project you weren't even able
to take bids fromother states to find out if that
was the | east-cost resource. Do you have any
comment on that?

A We are able to take bids from other states
for all of the other wind resources that we have
acquired over time, and even though North Dakota
has bid into those, because of infrastructure
probl ems and ot her problems, we haven't been
actually able to select and devel op any of those
bids to this date. W' re certainly working as a
company to inmprove that. We' ve got a petition in
to build a major transm ssion line that will help
Nort h Dakota export enormously, and we actually
expect to see those projects explode in North
Dakota once we have the benefit of that line in.

But |I think that in places where we have actually
been able to acquire North Dakota wi nd and they
have conpeted in our solicitations, they haven't
been selected or been able to be devel oped.
COMM SSI ONER WEFALD: | don't think it's
t he purpose to argue with a witness, so |I'm not
going to continue this discussion except to say
that | just don't agree with you that there have

not been opportunities in North Dakota in the | ast
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10 years to build wi nd, that you have not exerted
the same efforts in Mnnesota to build w nd. You

built transm ssion there, you built wi nd projects,

you know, you've worked hard on those. | just
don't understand that. But | don't believe that
there's -- | think there's a disconnect between --

there has been for the | ast 10 years between NSP
and North Dakota on that issue. So I don't --
although I think it's a major issue, it's one that
apparently there's no meeting of the m nds.

Wth that | will conclude my questions.

JUDGE WAHL: Any further questions?
Comm ssioner Cl ark.

EXAM NATI ON

BY COMM SSI ONER CLARK:

Q And | would second that. | do think that,
in my mnd, there's a disconnect, as well. You see
froma -- even froma kind of man-on-the-street

vi ewpoi nt, you see all of these other conpanies
investing quite a bit in wind energy in North
Dakota and other forms of energy and we're one of
the top energy-producing states in the country and
top exporting -- energy-exporting states in the
country and then to see our |argest utility invest

al most not hing when all these other conpanies are
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does create a business of a disconnect.
The Hi gh Bridge plant, rem nd me again how
| ong that has been on line and operational -- the

ref ur bi shed.

A. The refurbished plant is just com ng on
line. | think we expect it -- it was fully
operational, | think, in June and is being

integrated into the system

Q Okay. So you don't have a sense yet for
how often that's going to be dispatched into the --

A We've nodeled it, and what we're really
seeing is that it's probably going to dispatch at
about the 40 to 50 percent capacity factor range.

Q And rem nd me again, how does that conpare
to your base | oad coal units?

A Our base | oad coal units typically run --
you know, we usually call it about an 85 to 90
percent capacity factor because they certainly have
out ages, both forced and mai ntenance outages, and
so they typically run, you know, probably about 90
percent of the time, but, you know, they are 24-7
facilities.

Q Ri ght. And you had said that up to this
poi nt Sherco had not been at that 85 to 90 percent?

A. No, because we've had to use Sherco to
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follow the ups and downs on our system We haven't
had resources that have been fl exi ble enough to do
t hat except for when we are at very high-peak
peri ods and our gas-peaking resources are on line
and then we can bring those up and down.

Q | think you had mentioned that you just
sinply didn't have the load to justify running
Sherco all out. s that correct?

A. No, we didn't have the load to justify
runni ng High Bridge and Riverside full out. W
didn't have the base |oad that would justify
runni ng those resources around the clock on top of
our nucl ear resources, our Sherco plant and our
King plant. The reason that we've been using
Sherco to follow |l oad is because we didn't have any
ot her resources on our system that would allow us
to follow | oad before we took on sone of these
i ntermedi ate resources that we could dispatch
oursel ves.

Q If -- would it have made nore sense to run
the old King and High Bridge full out if you had
the | oad?

A King has always run full out. It's a base
| oad.

Q Maybe it's High Bridge and Riverside that
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| ' m aski ng about.

A. I f we had had the | oad, we probably would
have been operating those plants nore, but the
changi ng nature of our system where we tend to get
hi gher daytime peaks because of higher electrical
use during the day, it was really calling for, you
know, plants that could operate nore in an on-peak
period, and that's really how we were using those
pl ants. We were operating them more during on-peak
periods or during stretches of high | oad rather
t han operating them full out |ike a base | oad
pl ant .

Q Why would the State of M nnesota enact
MERP if this is what you were going to do, anyway?

A The state saw the benefits of the
environmental reduction in passing the statute.

Q But if the state was going to see the
environment al benefits under existing |law, then why
woul d the state need to pass a new |l aw to encourage
what was going to happen, anyway?

A. We certainly had alternatives to MERP. We
could have shut down those plants and gone and
built new plants somewhere el sewhere where they,
you know, woul d not have perhaps achieved the

same -- you know, you m ght have had higher
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environmental inmpacts, for example, by replacing
Hi gh Bridge with a very high-cost coal plant.

Q But my understandi ng was regardl ess of
whet her you had the | egislation enacted, you
weren't going to do that, that you were going to do
just what you did.

A. No. Regar dl ess of whether the |egislation
was enacted, we had to do something with those
pl ants.

Q Ri ght .

A We had to refurbish them we had to
repower them | don't think that we can say as a
conpany that if that statute had not passed, we
woul d have done exactly what we did. | can't also
tell you what el se we would have done because
certainly the statute was passed and that's all in
t he past and, you know, we did what we did. But
absent that legislation, we still had to do
something with those plants. They were at the end
of their life.

Q So prior to the | egislation, what did your
i ntegrated resource plan call for and how did that
conpare with what ultimately happened with King,

Hi gh Bridge, eventually Riverside, Sherco?

A | don't know exactly what our integrated
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resource plan called for prior to that time.
wasn't with the conmpany in those years.

Q | think you can understand the concern and
what we're trying to put figures to, which is that
it mght seem too convenient to have an I RP that
says one thing, the M nnesota |egislature come in
with a particular policy enactnment and then all of
a sudden things change and we're told, oh, but it
was the | ow-cost resource, anyway, so don't worry
about what the legislature did, and that's really,
| think, what we're attenmpting to get our arnms
around and try to quantify exactly so we can figure
out what's used and useful for North Dakot a.

A. Comm ssioner, | think -- and | think M.
Larson discussed this, as well. | think it's
probably fair to characterize MERP in this way. W
started in the 1999-2000 time frame to | ook at what
we could possibly do with those plants. W canme up
with these alternatives, and the alternative to
refurbish King and to repower High Bridge and
Ri verside, you know, came to the top of the |ist
because they did and they were the best
alternatives as we | ooked at all of our options
with those plants. Now, you know, they represented

about a billion dollars worth of investnment, and,
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you know, we felt at the time that to make that
ki nd of investment, that we would |Iike to see nore
of a realtime recovery of some of those costs, if
possi ble. And, you know, we advocated for the MERP
statute. You know, this wasn't something that the
| egi sl ature came up with and i mposed on us. W

advocated for it and it really was a tradeoff to

say we will give you these environmental benefits,
you'll give us realtime recovery of some of these
costs or you'll give the M nnesota Comm ssion the

opportunity to |look at this project and say that
this is worth the tradeoff. The | egislation didn't
mandate the projects. They didn't take any
authority away from the Comm ssion. W still had
to go through a very detailed perm ssion there.
They don't take any authority away from you,
certainly. But, you know, this was an exanpl e of
an area where we actually went in, did the study,
we | ooked at what we thought woul d be the best
thing to do, and then we | ooked for mechanisms that
woul d get us to the -- would get us to those
projects, and the MERP statute was the ultimte
sol uti on.

Q So the environnmental benefits that was one

side of that, sort of the tradeoff that you
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menti oned, are they environmental benefits that are
above and beyond what federal |aw requires?

A. You know, currently they're not. We
actually anticipated fairly well -- and M. Rosvold
is a good person to ask this question to, but we
actually anticipated fairly well what requirenments
woul d be comng in in the future because at the
time that we planned MERP, there were actually some
of the air requirements that | ooked |Iike they
exceeded some of the federal standards. And since
t hen, of course, we've had the passage of CAIR,
we' ve had the passage -- or, you know, of
wor ki ng -- EPA is working on CAMR and all of those
federal requirements have actually caught up. And
so instead of having, you know, built projects that
we now have to retrofit, we've actually built
projects that are in compliance with current
regul ati ons.

Q Did M nnesota get a bad deal then
considering the federal -- the feds would have made
them do it, anyway, and so they didn't really get
anything that they wouldn't have had and Xcel got
accel erated recovery of what they were planning to
do, anyway?

A. | don't think M nnesota got a bad deal.
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t hink that custonmers gave us realtime recovery of
t he plant instead of del ayed recovery, but | don't
t hink overall they paid nore noney.

Q Are you aware, Southwest Public Service in
New Mexi co and Texas, how |large a | oad that serves?

A. l'm-- you know, |'m not entirely sure. I
shoul d be enbarrassed to admt that. But | know
it's quite a bit smaller.

Q " mjust curious what it's profile is

compared to, say, the Dakotas, North and South.

A " m sorry, | can't answer.
Q Is there somebody who I'Il be able to ask
t hat ?

A. We can find out.

Q. O find out.
A Yeah.
Q Okay.
JUDGE WAHL: |s that a del ayed exhibit,

Comm ssi oner ?

COVMM SSI ONER CLARK: A del ayed exhibit or
a tendered witness who could answer offhand.

JUDGE WAHL: Well, let nme ask, do you have
a preference?

COMM SSI ONER CLARK: No.

JUDGE WAHL: M. Bradley or --
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MS. HERTZLER: Your Honor, | don't think
we have a witness that would necessarily be able to
testify to this amount, so we're happy to provide
the Comm ssioner with a |ate-filed exhibit that
woul d show the SPS | oad and conpare it to North
Dakot a.

COMM SSI ONER CLARK:  Sur e. Nort h
Dakota -- actually, each of the jurisdictions that
Xcel North operates in, Mnnesota, North Dakot a,
Sout h Dakota, W sconsin, northern M chigan

JUDGE WAHL: So what is the title of the
exhi bit going to be?

MS. HERTZLER: The amount of SPS | oad as
compared to --

JUDGE WAHL: SB - -

MS. HERTZLER: SP, as in Paul, S.

JUDGE WAHL: PS. Okay. Load - -

MS. HERTZLER: Load as conpared to NSP-MN
jurisdiction | oad.

COMM SSI ONER WEFALD: Do you want - -
excuse ne. It would be helpful for me if that NSP
jurisdiction | oad was broken down by state.

COMM SSI ONER CLARK: Yes.

COMM SSI ONER WEFALD: And also then the --

what's the |l oad in New Mexico and Texas.
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MS. HERTZLER: SPS covers New Mexico and
Texas, so we should be able to break it down quite
easily and show that and then conpare it to the
di fferent jurisdictions for NSP-M nnesota.

COMM SSI ONER WEFALD: Thank you.

JUDGE WAHL: Al'l right.

COMM SSI ONER CLARK: Okay. Thanks.

Q ( COMM SSI ONER CLARK CONTINUING) | may be
reading a little bit between the lines in your
testinony, but my sense was that in analyzing a
coal option of sonme sort at High Bridge, a
determ nation was made that politically within
M nnesota a coal plant in that |ocation just wasn't
going to fly, that the environment is anti --
sufficiently anti-coal that that just wasn't an
option. Is that correct?

A. | think it was nmore a -- | think it was
more a function of the location right in the m ddle
of the City of St. Paul than it was a general
anti-coal sentiment at the time. We did not
believe that we could get a new coal plant
permtted in the mddle of the City of St. Paul.

Q Did Xcel go so far as to price out what
the difference in cost would be for the delivered

price of energy froma new, state-of-the-art coal
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pl ant at the High Bridge | ocation as opposed to the
natural gas option that was sel ected?

A. No, we didn't.

Q Woul d there be any way for the Comm ssion
to conduct that kind of apples-to-apples conparison
where we could say, here's what the delivered price
of energy would be froma new, state-of-the-art
coal plant versus a natural gas plant that was

built given the very high cost of natural gas?

A Certainly we have the estimtes that could
| ook at that. | think that when you make a
resource decision -- when you make a decision to

make a capital investment, you make it based on the
information that you know at the time, and
certainly during the MERP proceedi ng, our natural
gas forecasts were pummel ed and cut and spindl ed
and all sorts of things, and ultimately at the end
of the day when everybody | ooked at what we put
forward at the time that we were making the
decision to make the investment, they agreed that
this was the best option to move forward.

Certainly I think there are a | ot of decisions
where we can | ook back in hindsight and say, Well,
gosh, if we knew natural gas was going to be $11 in

2008, maybe we woul dn't have done that. But in
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that 2003 time frame when we were making that
deci sion, there was, you know, no indication from
any of the reasonable forecast sources that you
woul d see that kind of natural gas price in the
future, and that was evaluated and at the time that
deci si on was prudent.

Now, that being said, you know, as we
model our resource plans going out into the future,
even with the higher natural gas prices, we are
still seeing an appropriate role for natural gas,
even natural gas conbi ned-cycle on our system and
so | don't think you can even say that we would
| ook back now and say, you know, High Bridge was a
bad deci sion based on the price of natural gas.
Natural gas is still showi ng up as reasonabl e and
prudent for future resources in our resource plan,
not even just the ones that we're operating.

Q | s that assum ng high carbon regul ation
cost, though?

A. That's assum ng sonme carbon regul ation
cost, but, actually, we also model ed our resource
pl an at no carbon regul ation cost. And with the
cost of new coal-fired capacity running in the
2,500 to $3,000 a kWat this point, it's actually

not being selected as econom c on our system even




10
11
12
13
14
15
16
17
18
19
20
21
22
23
24

25

254
if we don't consider the cost of carbon

Q Is that figuring in that if we do have
carbon regulation, that it's quite |likely that the
cost of natural gas will go even higher than it is
t oday?

A. That's figuring in in our current natural
gas forecast, which escalates from current prices.
Q Isn't it reasonable to assunme, though

t hat any carbon regulation at all will have a
proportionate impact on the cost of natural gas as
utilities are incented to nove to natural gas as
opposed to other forms of generation?

A. It may. | think that costs will tend to
equalize in the market so you will see the cost of
purchasing all owance versus the cost of fuel
switching versus the cost of -- versus the cost of
capturing and sequestering carbon, you know, wil
all start to even out in a market. That's what the
mar ket is there for, it's to allow those costs to
even out and for people to become indifferent to
t hem

Q You nentioned the market in a number of
spots, and |I think I may have asked a sim | ar
question to M. Larson. You conpare Xcel's costs

to the market costs and that by being a little bit
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| ower than the market, it's somehow proving that
it's a good deal for consumers. |s that the right
conpari son, though, for this Comm ssion? Should
t he Comm ssion be |ooking at Xcel's costs versus
what the market clearing costs are, or should it be
what Xcel is proposing versus what the | ow cost
alternative could have been? |In other words, is
the market even really a relative conmparison for us
to consider as far as whether consumers are getting
a good deal ?

A. | think the market is a relevant
conpari son because it's where we go or where any
utility goes if they don't have the resources put
in to meet their costs. Now, certainly you can
| ook at any decision and say based on what you knew
at the time, you know, was there a | ower cost or
better alternative that you should have enpl oyed
and base your rate decisions on that metric. W
believe that the market represents what decisions
have been made by utilities over time and,
therefore, it provides a pretty good proxy for what
the cost of electricity would be, you know, if we
had gone through and, you know, done other things,
done alternatives.

Now, | know one question that you asked
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M. Larson that he deferred to me was, is the M SO
mar ket a gas-driven market? And actually the
answer to that is no, surprisingly. | think a | ot
of people do think it is a gas-clearing market.
But actually in the |ast year coal has been on the
margin in M SO 65 percent of the time and gas has
only been on the margin 35 percent of the time. So
you can see that on -- you know, on a market | ook,

you're actually getting a pretty good snapshot of

what kind of electricity is being delivered. It's
not an all gas market. It's not just al ways
clearing at the gas price. It's clearing at what's

available at the time, and it looks a little bit
worse than our m x, and so | think that if you
conpare our mx to the market, it says we're doing
a pretty good job.

Q. You said that the time frame for that,
t hat you were using to determ ne that the market
cleared with coal more often than natural gas was
what time frame?

A It's the last year. So it's from February
2008 M SO report to the February 2007 M SO report.

Q Didn't we have a tenporary drop, though
in natural gas costs |ast year, and they have been

steadily rising?
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A. Let me just say, | think a tenporary drop
m ght mean that it went to $8, but | don't know
that | would necessarily call that a drop.

Q Hypot hetically speaking, if M nnesota

said, You know what, we're in a budget deficit,
we're going to triple the corporate tax on
utilities. In a situation |like that, would it be
fair for North Dakota to be allocated the cost of

t hat new tax sinmply because we happen to be part of
this integrated systen?

A. First of all, I want to make it clear that
"' mnot testifying as to the appropriate
recoverability of any costs that any jurisdiction
wants to inpose. | amtestifying that the costs
t hat we proposed in this case --

Q. Sur e.

A. -- benefit North Dakota customers and are
reasonabl e.

Q And that's probably better directed, as |
t hink about it, to a different witness because it
is outside the scope of resource planning.

A. But | do think that -- you know, if it's
an issue such as if you don't -- you have a choice
to pay this cost or shut down the plant, you know,

then it does -- as | had said to M. Bahr, you
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know, then it does go to the operating cost of the
plant. We have to pay the cost or shut down the
pl ant . If it goes to something else, you know,

then | think there's a great deal nore discretion

i nvol ved.
Q. But as | understand, | don't think staff
is advocating that we shut down the plant. They're

just saying recover it fromthe people whose
el ected representatives inmposed the cost and that's
this other jurisdiction. Isn't that what they're
ar gui ng?

A Well, that may be what they're arguing,
but I think that the issue remains that if we don't
pay the cost, then we have to shut down the plant.
It's a cost of doing business in the place where
t he plant happens to be operating, which is
M nnesota. So, you know, we have a choice. W can
pay the cost and continue to operate the plant or
we cannot pay the cost and shut down the plant and
find some other alternative. The fact that we
choose to pay the cost allows us to continue
operating the plant, which allows us to continue to
all ow that | ow-cost power to come to customers.
Those are the kinds of costs that we believe are

appropriately shared by all of the customers,
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because absent that -- absent paying that cost, you
woul dn't have the benefit of that power. | think
sort of the bottomline is that there's really no
free energy avail able out there and that, you know,
it costs noney to produce energy and, you know,
we're just seeking recovery of those costs that we
believe are reasonable and prudent.

COWMM SSI ONER CLARK: That's all | have.
JUDGE WAHL: Comm ssi oner Cramer.
EXAM NATI ON
BY COWMM SSI ONER CRAMER:

Q You answered one question already that |
had and that was, was such great dependence on
natural gas a bad idea | ooking back now, but you
said it is not. Is there some floor for the price
of natural gas where it was a bad idea?

A. | think you have to analyze every
situation from an econom c standpoi nt. Now, when
we analyze our plans, we take our current forecast
and we flex it up 20 percent and we flex it down 20
percent and, you know, we | ook overall, you know,
geez, if the cost of natural gas goes up 20
percent, are we still in a good place, do our plans
change? You know, right now our plans don't

change. | can't say that there's no cost where we
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woul d say, no, we don't think we should go ahead
and do natural gas plants; but, you know, certainly
we've tried to | ook at scenarios that anticipate
costs that are higher than what we propose and we
haven't actually seen changes in our plan.

Q | need some clarification on something |
think you said earlier, but |I mght have heard it
Wr ong. You said something to the effect that --

you were conparing the peak need with peak wind, if

| m ght.
A. Mm- hmm
Q Somet hing to the effect that when the wi nd

capacity is at its highest in North Dakota is when

you need it the | east. Did you say sonmething to
t hat ?
A. | think what they're really trying to get

at is in the hot days in the sunmer when, you know,
we peak, so we have this very heavy need for
capacity, you know, the wi nd generally isn't

bl owi ng. But, you know, the reason that doesn't
concern us i s because we don't actually view w nd
as a capacity resource. We view wind as an energy
resource. We expect it to supply a certain amount
of energy to our system year-round and that

actually displaces energy that's quite a bit higher
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priced. In fact, a lot of it is natural gas-fired
gener ati on. You know, the fact that it's not there
in our peak hour doesn't worry us because we have
pl ants that can do that. W have plants that we
can fire up for a couple of hours and serve that
peak need even when the wind isn't blow ng. But
getting the wind on a year-round basis is what
| owers our costs overall because we're to displace
mor e expensive resources with those wi nd resources.

Q That was a good expl anati on. | appreciate
t hat . |*ve never quite heard it |ike that, because
| al ways hear the other argument, you know, about

wi nd not being a good resource for that very

pur pose. | appreciate that.
Wth regard to this February -- December/
February RFP 500 megawatts of wind, | think you
testified -- |let me back up. Has that cl osed now?
A No, it's not. We're still --

Q The RFP is --

A. We are still evaluating the proposals and
wor ki ng due diligence with bidders that have been
proposed.

Q But the RFP is closed? |In other words,
all proposals are in?

A Al'l proposals are in, yes.
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Q | think you testified that there are sone

North Dakota projects that are being analyzed, or
are you not able to say that yet?
A. Yes, there are North Dakota projects.

can't give you specifics on what they are.

Q When do you anticipate that that fina
decision will be made?

A We expect to have actually a selection of
projects by -- | think by August. | know t hat

we' ve just recently gone out and asked everybody to

reprice because of some things that have been going

on in the market, and so that may delay it a little

bit because we have to ask everybody to kind of get

their pricing back in order again, but the target
ri ght now i s August.

Q | m ght want to just explore a little
further this notion of -- we talked a |ot about -
you tal ked a | ot about an integrated system and
then it's alnmost been inplied that having North
Dakota generati on somehow means we're no | onger
part of an integrated system | mean, | don't
think that's what you mean or anybody means, but

there's been some inmplication of that. Wbuld

having a wi nd project or a cogeneration project or

some other project in North Dakota, perhaps near
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North Dakota | oad, that m ght cost a little bit
more than a simlar project somewhere else in your
system mean that we were no | onger part of an
i ntegrated systen?

A. No, and that's not really what |I'mtrying
to say and I'"'mafraid that it's been -- a | ot of
what we' ve been trying to say on an integrated
system has been m sunderstood, and so hopefully |
can correct that.

| think what we're saying is, here's our
fear, and | think it was laid out in M. Larson's
rebuttal. You know, one of our fears is that, for
example, if certain decisions get made in one
jurisdiction -- we'll give a hypothetical again.
I f North Dakota says we're not going to pay any of
the costs that you had to incur to keep Prairie
| sl and open, then M nnesota starts |ooking at that
and saying, well, we have to pay all of those costs
for Prairie Island and nobody else is going to pay
it, well, then we want all of Prairie Island, we
want all of that energy from that nuclear plant to
come to M nnesota custonmers and you can't send it
to any other customers, you know, and then suddenly
you've | ost the benefit of that |ow-cost nucl ear.

| think -- those are the things that we
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don't want to happen because that actually creates
problems, you know, both for our customers because
it creates higher costs and it creates problens for
us, because then suddenly we're scranmbling to kind
of reallocate resources and figure out what
resources have to go to which jurisdictions based
on, you know, who's paying for what benefits.

But having the integrated system vyou
know, that would mean, for exanple, that if we were
to install a cogeneration facility or an energy
facility in North Dakota, we would expect all of
our customers in our other jurisdictions to pay, as
wel |, our W sconsin jurisdiction and our M chigan
and Sout h Dakota and M nnesota. And if we could
justify doing that, I think that we would -- we
woul dn't have any problems doing that. That's what
we're really proposing on a going-forward basis.

You know, we had a -- throughout the '90s
and even up to sort of very recently, we had a very
rigid bidding requirenment for our new resources and
everything that we did except for a project |like
the MERP project, which is one of the things that
made the MERP project so advantageous was we didn't
have to go and bid it. So anything that we were

repowering or refurbishing we could do on our own
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wi t hout bi ddi ng, but everything else we had to bid
competitively, and not only did we have to bid
conpetitively, but it was very, very difficult for
us in Mnnesota to conpete in that process with our
own project, and so you'll see that there's a big
stretch of time where we didn't actually own
anything. We didn't build anything, we didn't own
everyt hi ng. Everyt hing went out for conmpetitive
bi d, and, you know, evaluation was rigid enough
t hat we couldn't say, well, we'd rather put this in
Nort h Dakot a. You know, it was really very
strictly, you know, |east-cost econom cs, you know,
where can you put it the cheapest and do it the
best .

And, you know, in our |ast M nnesota
resource plan, we actually received a great deal of
new flexibility in our bidding requirenments. We
now have a specific process to be able to make our
own proposals for power plants in a fashion that
woul d still be able to | ook at conpetitive
benefits. W' re able to make comm tments pursuant
to legislation actually to build our renewabl e
facilities anywhere that we want to w thout any
benefit of conmpetitive bidding as long as it's

there to meet the RDF.
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And so we now have the tools going forward

to be much nmore flexible in, you know, where we put
our resources, which is why the comm tnment that
|'ve made in my testimny, and what M . Larson has
made in his testinmony, is that we now have the
tools to sit down and work with you and to say, you
know, we can | ook at cost-effective facilities that
could be located in this area. You know, we have
ot her tools, we're planning investment and
transm ssion that's going to open up North Dakota
to generation. So, you know, whereas we haven't
really felt in the past few years that we've had
the tools to do those kinds of things, we really
feel like now they're in place and we're ready to
move future in the future.

Q That is wonderful news and it's conforting
to hear. You articulated it very well, as did M.

Larson. Do you understand why we're skeptical ?

A. | certainly understand why you're
skeptical .
Q | mean, our |egislature has generally --

and our governor has generally passed | egislation
to provide incentives to build in North Dakot a,
M nnesota traditionally has inposed costs to build

in Mnnesota, and all the building occurs in
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M nnesota because the penalties are in existence
there for not building. And so, at any rate, |I'm
very pleased to hear you say that. | also
appreci ate your empathy for us. Are there any
comm tnments you can make beyond just going forward,
we're going to try to do better?

A Well, we have made the comm tment to
install at |east 200 megawatts of wind in the state
by 2011. We are actively working on putting that
in. | know -- | think in questioning with M.
Larson, he said that's all still in the planning
stage, but actually it is in the active bidding
st age. It's all part of the 500-nmegawatt RPF, and
so we're way beyond the planning stage and we're
actually in the bidding stage, and we will be
wor ki ng actively to get those projects |ocated and
to fulfill that commtment, and, you know, | think
we're really hoping that we can expand that
comm tment, because certainly as we |ook at -- you
know, we feel that diversifying our wi nd resources
are a really good thing to do, as well. You know,
we don't want themall in, you know, one area
connected by one line to our major | oad center,
either, and so we actually see the benefits in

t hat .
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Q | was going to ask you actually in terns
of resource diversity, isn't geographic diversity a
val ue, as well ?

A Absol utely, it is.

Q Al so, | mght just state and then frame a
guesti on. You know, when we talk about North
Dakota investment and when our governor encourages
North Dakota investment and whatnot, it's not |ike
we don't have some know edge and ability and
expertise in devel oping and generating electricity
and transmtting it. W are a major
energy-producing state. And so the inmplication
that | hear sometimes is that North Dakota never
meets the Xcel standard for cost-effectiveness.

And nmy question then would be, if we
don't, how conme we meet GRE's, which is a
M nneapolis -- Twin City-based utility with no
consumers in North Dakota, or M nnesota Power, we
just commtted to -- talking about 600 megawatts of
wind in North Dakota and associated transm ssion to
get to their M nnesota customers, M nnkota, Otter
Tail Power -- why do these investnents in North
Dakota meet their econom c standard, but none of
them ever meet Xcel's standard?

A. Well, first of all, you are tal king about
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i nvestments that took place a | ot of years
before -- actually, way before | was even in
regul ation, and so some of those | can't really go
back -- Coal Creek Station and some of those, you
know, it's hard to go back and say, you know, this
is what GRE -- or UPA and CPA at the tinme | ooked at
and said, you know, this makes sense for us to do,
whereas Xcel Energy actually said Sherco 3 -- you
know, NSP said Sherco 3 was a better thing to do in
that time frane. | don't know what the specific
anal ysi s was.

| do know that in the last 15 years we
haven't invested in anything. You know, we went
for a long, long stretch, from 1987, when we
brought Sherco 3 on line, to the 2004-2005, when we
actually brought Peakers on at Anson and Bl ue Lake.
You know, that was a |long stretch between maj or
investments in power generating facilities, because
we didn't have the tools in place to make those
investments. And so it's not even that we've
| ooked at it recently and said it's not
cost-effective. W just haven't been able to do
it.

And so, you know, now I think as we | ook

at, for exanple, building the line from Fargo to
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the Twin Cities, that's going to change the
econom c picture a lot for us. You know, M nnesota
Power actually can take advantage of this because
they' re purchasing an existing transm ssion |ine
that's no |l onger needed to carry coal energy. The
coal energy they used to carry over it is now going
to be absorbed by the utilities that own the plant,
whi ch was the plan all along. It was al ways the
pl an that they would buy it for a time and then
M nnkota woul d eventually take it over. But, you
know, they have the advantage of having that |ine
al ready there. You know, we've got to go forward
and make the investment and build the
infrastructure, and, you know, that's one of the
t hi ngs that has been holding us up up till now, but
the plans are in place now.

COVM SSI ONER CRAMER: | understand, and
"' m not going to argue, either, except to say that
some of these are greenfield projects that |I've
t al ked about, 240 nmegawatts at Langdon, 180 down at
t he Ashtabul a project and some ot hers. But that's
all 1 have. Thank you

JUDGE WAHL: Any further questions from
t he Comm ssion?

COMM SSI ONER WEFALD: | have one.
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JUDGE WAHL: Comm ssioner Wefald.
FURTHER EXAM NATI ON
BY COMM SSI ONER WEFALD:

Q That is on -- | turn it off in between so
peopl e can't hear ny pages flipping.

On page 7 of 37 of Charles W King's
testinony he refers to a May 3rd, 2002, plan that
M nnesota -- that NSP had that included an
alternative proposal, that for about 550 mllion or
about half the cost of the adopted program the
company could rehabilitate all three plants as
coal -fired units. You had said that all of the
plants -- in your previous testinony that all of
the plants that required about the same amount of
money. | would |like you to comment on this My
3rd, 2002, plan that NSP had in place at one time
as an alternative plan.

A. The alternative plan, first of all, did
not actually -- the alternative plan focused on
alternative environmental inprovements that we
could do at the different plants. So it did not
include a number of costs that are included in the
billion dollars. First off, it did not include the
cost of 400 megawatts of additional capacity that

we added as part of this plan, so it would have
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taken the plants and it would have done the
environmental improvements that would have gotten
t hose plants up to, you know, what we woul d
consider to be reasonable levels for the area,
woul d have gotten them up to conpliance with
federal standards and some other things that would
need to be done, but it wouldn't have added any of
t he capacity and energy that we needed to nmeet our
growi ng system needs, so we still would have had to
incur those costs sonmewhere. It also didn't
actually include the costs of refurbishing the High
Bridge and the Riverside plants. It only included
the cost of putting environmental controls on
those. So on top of the 550 mllion, there would
have been the additional cost of doing the
refurbishment and |ife extension simlar to what we
did at King.

So that alternative plan that was put
forward in this MERP proposal was sinmply the cost
of going in and doing sonme things environmentally
to those pl ants. It didn't provide anywhere near
the benefits or include all of the costs that we
got fromthe entire MERP project altogether, the
i ncreased capacity, the new plants and those

t hi ngs.
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Q At one point earlier this afternoon you
said we didn't have the load to run the High Bridge
full-time.

A. Yes.

Q Well, then why did you need to add that
additional capacity to High Bridge that you just
said wasn't included here?

A It has to do with the timng of the | oad.
| think you're famliar with | oad curves that say
t hat your energy is maybe | owest or in the
nighttime and then it peaks up during the day. So
what | was really saying when | said we didn't have
the | oad, we didn't have the energy needs to run
Hi gh Bridge full-time. So, for example, we didn't
have enough | oad, enough energy needs at night to
justify running all of our 1,500 megawatts of
nucl ear and all of our 2,400 megawatts of Sherco
and our 500 megawatts of King and then another 250
or 500 megawatts of High Bridge and Riverside on
top of that. Qur | oad would just go down too far
and so we would be turning down those plants or
turning them off, but we still needed them during
t he day.

Now, turning your coal plants off at night

and turning them on during the day are a very
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inefficient way of operating a coal plant, but it's
a very efficient way of operating a natural gas
combi ned-cycle plant, so we needed additional
capacity, but we didn't need the around-the-clock
energy that would justify building this new
capacity as a coal plant or that would justify
continuing operating the Hi gh Bridge around the
clock as a coal plant. What we did is we chose the
most econom ¢ resource to serve our energy at the
times that our customers needed it.

COMM SSI ONER WEFALD: Thank you.
JUDGE WAHL: Any further questions from
the Comm ssion? Followup, M. Bradley?
MR. BRADLEY: Thank you, Your Honor.
REDI RECT EXAM NATI ON
BY MR. BRADLEY:

Q Ms. Engel ki ng, one of the first questions
asked you was if North Dakota were created into a
separate subsidiary, would they pay for MERP costs.
Do you recall that question?

A Yes, | do.

Q Does W sconsin, M nnesota, which is part
of the integrated system does it pay for part of
the MERP costs?

A. Yes, it is paying for part of the MERP
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costs.

Q You had such good discussion -- some of
the things you and I were going to talk about you
al ready tal ked about with Conm ssioner Cramer. I
won't go back through those.

47 percent efficiency -- they had a
compari son between 47 percent efficiency and a 95
percent furnace efficiency. Do you recall that?

A Yes, | do.

Q G ve me some understanding. MWhat is 47
percent efficiency, and we're talking there
efficiency with regard to which plant?

A. We're tal king about the High Bridge plant,
and it basically refers to the fuel conversion
efficiency, the amount of energy that's in the fuel
t hat actually gets converted into electricity on an
MVBTU basi s.

Q And if | were trying to figure out is 47
percent good or not so good, what can you tell me?

A. | would say that's a very, very high
efficiency for electric conversion facilities. For
exampl e, a typical coal conversion facility is
about 33 percent efficient. A typical natural gas-
peaking facility is quite a bit less efficient than

t hat .
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Q You had a question which indicated that
Xcel Energy's peak | oad at one particul ar hour was
something |like 8,840 units, or whatever, and only
17 megawatts of it was wind, and |I think you've
di scussed it, but it's worth, | think, hitting it
once nore. Does it trouble you that only 17
megawatts on your peak hour, that peak day was from
wi nd?

A. No, because we have backup in order to
meet those peak hours.

Q And are there times in which you get nore
than 17 megawatts out of that wi nd capacity?

A There are a | ot of times when we get the
full 1,100 megawatts.

Q And what's the benefit of when you do get
t he higher output?

A The cost of the energy that we're getting
fromthose wind facilities are much | ess expensive
than either the market cost where we woul d purchase
if we weren't getting that or operation of our gas
facilities.

Q You' ve had sonme questions about partners
and why Xcel Energy hasn't partnered w th other
utilities to build generation. Wuld you care to

comment on whet her NSP would prefer or not prefer
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to work with partners in building generation
pl ants?

A First of all, typically partners get
together to build plants because none of them are
bi g enough to build a plant on their own. Because
we have such a |arge system we can easily go out
and build a 500-nmegawatt plant on our own and
absorb it into our system and we don't really need
to have partners.

Second of all, I think if a utility is
given a choice, they would prefer not to work with
partners in operating a plant just because
coordi nating the dispatch of that plant and ot her
things to meet particular needs is difficult. But
| think the bottomline is, you know, even though
we've certainly talked with other utilities about
joining together to build plants at times, we don't
necessarily need to because of our size.

Q You' ve had discussions with all three
Comm ssioners trying to better articul ate what
Xcel's position is in this proceeding -- Xcel
Energy's position is in this proceeding with regard
to cost recovery. | s Xcel Energy in any way
i ndicating that inmprudent costs should be

recovered?
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A No.

Q So are there any costs that have been
identified for disall owance by advocacy's
consul tants that you think are inprudent?

A No. We believe that the costs we've
proposed in this case are reasonable and prudent.

Q And are there any costs in this proceeding
whi ch Xcel Energy is seeking to recover which it
doesn't think is a necessary expense?

A No.

Q Are there some costs related to the PI
settl ement which Xcel Energy has not included in
this case?

A Yes, there are costs related to the PI
settlement which we are not requesting recovery
from North Dakota custonmers. Those include the
costs of payments that we make to the Prairie
| sland I ndian Tribe. Those are paid entirely by
M nnesota ratepayers. Also, the costs of Renewabl e
Devel opment Fund contri butions that pay for
research and devel opment projects from which North
Dakota actually receives a great benefit to its
educational institutions, those are paid entirely
by M nnesota ratepayers.

Q Can you articulate for us the distinction




10
11
12
13
14
15
16
17
18
19
20
21
22
23
24

25

279
t hat the company and yourself have drawn between
t hose types of expenses which it's not seeking
recovery in North Dakota and the expenses that are
bei ng argued in this case?

A. The expenses that we're seeking recovery
fromin North Dakota are the expenses that are
rel ated to energy-produci ng resources. So the
expenses that came out of the PI mandates that
actually are producing energy that are serving al
of the customers on the integrated system and that
woul d i nclude the wind requirenments, the biomass
requi rements, and the energy-produci ng conponent of
t he Renewabl e Devel opment Fund, are the costs that
we're seeking to produce -- to recover from North
Dakota custoners. Customers are receiving the
energy from those resources as part of the
integrated system and, therefore, we are asking
t hat we recover the costs of that energy fromthose
cust omers.

Q And is it the basic position of Xcel
Energy that if North Dakota were to decide not to
pay for 25 percent of the cost of wi nd energy, that
t here ought to be sonme sort of replacement in order
to prevent North Dakota customers from getting free

energy?
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A Yes.

MR. BRADLEY: | have no further questions.

JUDGE WAHL: Fol | owup, M. Bahr?

MR. BAHR: | don't have any. Thank you

JUDGE WAHL: Any further questions from
t he Comm ssion? Thank you very much, Ms.

Engel ki ng.

THE W TNESS: Thank you.

JUDGE WAHL: M. Bradley.

MR. BRADLEY: Thank you, Your Honor. At
this time we would call Richard Rosvold to the
st and.

JUDGE WAHL: M. Rosvold, as you have
heard me advise previous wi tnesses, your testinony
is required to be under oath and |I'mrequired by
| aw t o advise you regarding perjury before
adm ni stering the oath. Perjury is a false
statement of material fact which you do not believe
to be true; in other words, generally speaking, a
lie. In North Dakota perjury is a Class C fel ony,
puni shable by a fine up to $5,000, inmprisonnment for
a period of up to five years, or both. WIIl you
rai se your right hand, please?

(Wtness sworn.)

JUDGE WAHL: M. Bradley.
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MR. BRADLEY: Your Honor, | was just

inquiring from your court reporter if she needed a

break. | was watching her flex her fingers.
JUDGE WAHL: We'll be in recess for ten
m nutes then, until 3:40.

(Recess taken.)

JUDGE WAHL: All right. Let's be in
order. All right. M. Bradley, when you're ready.

MR. BRADLEY: Thank you, Your Honor.

RI CHARD A. ROSVOLD,
being first duly sworn, was exam ned and testified
as follows:
DI RECT EXAM NATI ON

BY MR. BRADLEY:

Q M. Rosvold, would you please state your
name and title for the record?

A. My name is Richard A. Rosvol d. ' m the
air quality manager for Northern States Power
Conpany in M nnesota and W sconsi n.

Q M. Rosvold, did you prepare rebuttal
testinony in this case?

A Yes.

Q We've had that marked as Exhibit 11. Do
you have any additions, corrections or deletions

that you'd like to make to your testinmony?
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A No.

Q If I were to ask you the same questions
t oday as were contained in your prefiled testinmny,
woul d your answers be the same?

A Yes.

MR. BRADLEY: Your Honor, at this time
we'd Iike to move Exhibit 11

MR. BAHR: No obj ection.

JUDGE WAHL: Exhibit 11 is received.

MR. BRADLEY: And M. Rosvold is avail able
for cross-exam nation.

JUDGE WAHL: M. Bahr.

CROSS- EXAM NATI ON

BY MR. BAHR:

Q M. Rosvol d, based upon page 3 of your
testimony -- or your rebuttal testinony, it's ny
understanding that it's your position that
M nnesota's environnmental regul ations are no nore
stringent than the federal regulations; is that
correct?

A That's correct in that situation, yes.

Q Do you have a copy of M. King's exhibits?

A | do.

Q Woul d you turn to Exhibit 1 to M. King's

testinony?
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A Yes, |'mthere.
Q And do you know t hat docunent? Are you

famliar with that?

A. | nformati on request 7-17?
Q. Correct.
A Yes.

Q On page 2 of that exhibit, what is the EPA
new source review standard for particulate matter?

A. For total particulate matter?

Q. Correct.

A. 0. 015 pounds per mllion Btu.

Q And what is the M nnesota standard?

A. M nnesota standard is 0.4 pounds per
mllion Btu.

Q And obvi ously you would agree that the

M nnesota standard is higher?

A. That's correct. It's a higher standard,
which is more easily met.

Q How about for sulfur dioxide, what is the
EPA new source review standard?

A The new source review standard is 0.12
pounds per mllion BTU with a 30-day rolling
aver age.

Q And the M nnesota standard?

A. The one-hour average is 3.0 pounds per
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mllion Btu.

Q And when you break that down, would you
agree the M nnesota standard is higher?

A It is a higher value, yes.

Q Now, the EPA standards listed on this
tabl e apply only to new source review, correct?

A These are the limts that were established
for the King plant by going through the permtting
process, followi ng the new source review process.

Q Can you explain to me what the new source
revi ew process is?

A. The new source review process requires you
to first determ ne whether or not you have a
significant em ssions increase. If you do have a
significant em ssions increase, then you are
subject to applying -- or performng the best
avai |l abl e control technol ogy analysis to determ ne
what the most cost-effective control technol ogy
woul d be. You're also required to conduct an
ambi ent air quality analysis and you're also
required to conplete an additional inpacts analysis
under a full new source review process.

Q Now, was the King plant required to neet
the federal new source review standards?

A. The King plant went through the process --
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t hrough the first step, the applicability analysis,
determ ned that there was no em ssions -- or net
em ssions increase -- or significant net em ssions
i ncrease because of the proposed controls as part
of the rehabilitation project.

Q Okay. So they did not need to meet the
standards that are |listed on page 2 of the exhibit,
the federal standards?

A At that point in time those were the
l[imts that were consistent with the control
technol ogy that was proposed as part of the MERP
anal ysi s.

Q How about with regard to the M nnesota
standards, was it required to meet those, the ones
listed on page 27

A Yes.

Q So if | understand you correctly, you
woul d agree that the King plant did not have to
meet the federal standards, but it did have to nmeet
those M nnesota standards |listed on page 2 of the
exhi bit?

A | wouldn't characterize it that way. Once
you propose a project and determ ne that you're
going to nove forward with touching the boiler to

modi fy the boiler, then the new source review
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requi rements apply to you, so that you either have
to denonstrate an em ssions reduction or you have
to -- so that you don't actually trigger into the
program or you have to enter the program and go
t hrough the applicability analysis, the BACT
anal ysis, the ambient air quality analysis, et
cetera.

Q And as we discussed, you did not need to
go through that in this case with the King plant?

A. Correct, because of the proposed em ssion
reducti ons.

Q Now, begi nning on page 3 of your rebuttal
testimony, you discussed the Mercury Control
Program s it your testimony that the Mercury
Control Program was notivated by federal standards,
not M nnesota | egislation?

A. Mercury Control Program has been com ng at
us a long tinme. The Clean Air Act amendnments of
1990 required utilities to study mercury em ssions,
and EPA has been working towards reducing mercury
em ssions ever since. The first official rule that
was passed to regulate mercury em ssions anywhere
in the country, or in the world, for that matter,
was the Clean Air Mercury Rule from coal-fired

utilities.
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Q Okay. | " m not sure if you answered ny
question or if | just |lost the question.

A. Coul d you repeat it?

Q Yes. The question was, was the Mercury

Control Program notivated by the federal standards
or the M nnesota | egislation?

A The federal standards started us down the
pat h.

Q Were the requirements -- federal standards
in place that imposed the Mercury Control Progranf?

A. The Clean Air Mercury Rule was proposed
before the M nnesota Mercury Em ssion Reduction
Act, so, yes, we were nmoving to meet the federal

requi rements.

Q If | understand it, a proposed rule isn't
a federal requirement. It is a proposed
requirenment. Correct?

A The promul gated Clean Air Mercury Rul e was

promul gated prior to the issuance or promul gation

of the M nnesota Em ssion Reduction Act, so it cane

first.

Q Okay. So there was a proposed rule that
was what, in a comment period or --

A. No. The Clean Air Mercury Rule became

effective on May 18t h, 2005, as nmy testinmony reads.
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The M nnesota Mercury Em ssion Reduction Act was
approved in May of 2006.

Q "' m going to give you just the first two
pages, because we don't need to reference the other
pages, of NSP's response to information request
3-4. Are you famliar with that document?

A Yes.

Q And at the bottom of page 1 it discusses

the company's Mercury Control Program is that

correct?
A That is correct.
Q Then if you turn to page 2, would you read

the |l ast sentence in the top paragraph?

A. "These projects would have gone beyond
the mercury reduction requirements of the federal
Clean Air Mercury Rule (CAMR) prior to its vacatur
on February 8, 2008."

Q Coul d you read the next paragraph?

A. "Currently the conpany is deferring the
prelimnary costs associated with these projects
such as for mercury nonitoring equi pnment.
Significant expenditures will not begin until 2010.
Nort h Dakota 2008 test year revenue requirement
includes $438,427 associated with these particul ar

em ssion reduction projects.”
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Q Okay. | " m not sure if |I'm
m sunder st andi ng somet hi ng, but | thought the
company was proposing to charge North Dakota
rat epayers over -- like 438,000 in mercury contro
costs in this case. That seens inconsistent with
deferring the cost.

A ' m not all that versed in the deferred
cost mechani sm

Q So you're not famliar with that?

' m on the periphery of that, yes.

Q As | understand the paragraph you read,
that the programis not in place at this point, it
is future?

A. That is correct. As ny testinmony says,
the mercury controls are not required under the
Clean Air Mercury Rule prior to its vacatur. They
were supposed to be in place by the end of 2010 --
' m sorry -- by 2010.

Q If it's not in place now, and assum ng
that, you know, I'm correct that there's an attenpt
to i mpose $438, 000 based upon that, does that seem
appropriate when no one is receiving the benefit of
this future programto date?

MR. BRADLEY: Lack of foundati on. He's

not asked himto identify what's included in the
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$438, 000.
Q (MR. BAHR CONTI NUI NG) Wbuld you pl ease do
so?

JUDGE WAHL: Just a m nute. "' m not sure
| understand the objection, M. Bradley.

MR. BRADLEY: Your Honor, he's asked him
whet her or not there's any benefit and he's assunmed
that it relates to a mercury control issue wthout
finding out if $438,000 is a mercury control
payment -- or cost.

JUDGE WAHL: All right. Then I
m sunderstood his testimny because | thought
that's what the question was. M. Bahr.

Q (MR. BAHR CONTI NUI NG) And that's what |

understood, too, that this is a -- $438,427 in
mercury control cost. I s that inaccurate?
A It says particular em ssions reduction

projects. The actual detailed breakdown consists
of $12,335 for mercury monitoring. That was
required by both the Clean Air Mercury Rul e and
M nnesota Mercury Em ssion Reduction Act.

M nnesota did require that 18 months prior to the
Clean Air Mercury Rule, that that had to begin
monitoring on July 1st, 2007. Clean Air Mercury

Rul e did not require that until the begi nning of
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20009. The other costs included in there were --
JUDGE WAHL: Let me just interrupt,

pl ease. Have we resolved the objection now, M.

Br adl ey?

MR. BRADLEY: He's - -

JUDGE WAHL: Are we getting there?

MR. BRADLEY: He's provided the
information which will advise counsel to ask a
different question, | believe.

JUDGE WAHL: So | understand. All right.
Then proceed.

THE W TNESS: Okay. The remaining costs
within that total were approximtely $200, 000 in
oxidi zing nitrogen reduction equipment at the
Sherco unit 1 and 2 plants, approximately $1,000 in
engi neering work for mercury sorbent injection
systems for Sherco unit 3 and the King plant, and
an additional approximtely $225,000 in chem cal
sorbents or reagents to be used at the King plant
for removal of sulfur dioxide and reduce oxidizing
nitrogen.

Q (MR. BAHR CONTI NUI NG) Okay. So have each
of these expenditures already occurred?
A The particul ar expenditures |isted have

occurred, but only those associated with mercury as
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| identified specifically apply to mercury.

Q |'"mjust trying to make sure that this

isn't a future cost for a future program This is

an actual cost that has been incurred already?

A. Correct. These are actual costs incurred

al ready.

MR. BAHR: | have no further questions.

JUDGE WAHL: Comm ssi oners have questions?

COMM SSI ONER WEFALD: | have no questions
for this wtness.
JUDGE WAHL: Comm ssioner Clark?
COWMM SSI ONER CLARK: | have none. Thank
you.
JUDGE WAHL: Comm ssioner Cramer?
COMM SSI ONER CRAMER: | have none.
Thanks.
JUDGE WAHL: All right. Fol | owup, M.
Br adl ey.

MR. BRADLEY: Just one or two.

REDI RECT EXAM NATI ON

BY MR. BRADLEY:

Q M. Rosvold, you had a discussion about

Exhi bit CWK-1, which is page 2 of 2 attached to, |

believe, M. King's testinony, and | want to make

sure the record is clear because the phrase was
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used which is a higher standard. Could you tell me
whi ch standard is nmore restrictive, which would
[imt the nost amount of em ssions?

A The federal standard, the value for total
particul ate, .015, is clearly a nore stringent
standard than the M nnesota standard.

Q | think you also had a question about
particulate matter. Are any of the M nnesota
st andards nmore stringent than the federal
st andar ds?

A. No, they are not.

Q You had a di scussion about whether the
federal standards would have applied to the King
pl ant, and | believe you testified they did not
because you were reducing em ssions. Was that your

testinony?

A. That is correct.

Q Did Xcel Energy over-control the King
pl ant ?

A They did not -- or we did not, however you
want to say it. Once you touch the boiler

envel ope, and that's what we would have to do to
rehabilitate that boiler by cutting out the bottom
and doi ng whatever el se needed to be done, you are

now subject to that regul ation and you have to
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denonstrate that you either reduce your em ssions
or that you go through the full new source review
process.

MR. BRADLEY: | have no further questions.

JUDGE WAHL: Fol | owup, M. Bahr?

MR. BAHR: | have none.

JUDGE WAHL: Any foll owup questions from
t he Comm ssion?

COMM SSI ONER WEFALD: No.

COMM SSI ONER CLARK: No.

JUDGE WAHL: Thank you very much, M.
Rosvol d. Are we back to Ms. Hertzler?

MS. HERTZLER: We are indeed, Your Honor.
We woul d call Stephen Beuning, and he is one of our
t el ephone witnesses.

JUDGE WAHL: And his name is pronounced
how?

MS. HERTZLER: Beuni ng.

JUDGE WAHL: Beuni ng.

COVMM SSI ONER WEFALD: And he is going to
be tal king about?

MS. HERTZLER: M SO costs.

COVM SSI ONER WEFALD: M SO costs. Okay.

JUDGE WAHL: M. Beuning, this is Al Wahl

at the North Dakota Public Service Comm ssion
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hearing. You have been called as a witness to
testify. As you are doubtless aware, your
testinmony is required to be under oath and |I'm
required by | aw to advise you regarding perjury
bef ore adm ni stering the oath. Perjury is a false
statement of material fact which you do not believe
to be true; in other words, generally speaking, a
lie. In North Dakota perjury is a Class C felony,
puni shable by a fine up to $5,000, inmprisonnment for
a period of up to five years, or both.

STEPHEN J. BEUNI NG,
being first duly sworn, was exam ned and testified
as follows:
JUDGE WAHL: Ms. Hertzler.
MS. HERTZLER: Thank you, Your Honor.
DI RECT EXAM NATI ON
BY MS. HERTZLER

Q M. Beuning, could you please state your
name and title for the record, please?

A My name is Stephen, with a p-h, J., or
Joel, Beuning, B-e-u-n-i-n-g. My title is director
of mar ket operations at Xcel Energy.

Q And did you submt testinmony in this
proceedi ng?

A. Yes, | did.
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Q Do you have any corrections, additions or
edits to that testinmny?
A. No, | don't.

MS. HERTZLER: Your Honor, | would like to
move what's been marked as Exhibit 12, which is the
direct testimny of M. Beuning.

JUDGE WAHL: M. Bahr?

MR. BAHR: No obj ecti on.

JUDGE WAHL: Exhibit 12 is received.

MS. HERTZLER: M. Beuning is avail able
for questions.

JUDGE WAHL: M. Bahr.

MR. BAHR: Staff advocacy have no
guestions for M. Beuning.

JUDGE WAHL: Do the Comm ssioners have any
gquestions?

COMM SSI ONER WEFALD: | do.

JUDGE WAHL: Comm ssi oner Wefald.

EXAM NATI ON
BY COWMM SSI ONER WEFALD:
Q M. Beuning, would you please just go
t hrough for me the particular costs that are
covered under -- is it Chapter 16 and 17 --
Schedul es 16 and 17 of the transm ssion and energy

mar kets tariff of M SO?
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A. Certainly. "1l take them one at a tine.
Schedule 16 is the adm nistrative cost recovery
mechani sm that M SO charges. They used it to
all ocate the costs of adm nistering, tracking,
doi ng analysis for grid sinulations to support the
al l ocation of financial transm ssion rights. So
the fee for Schedule 16 is calculated on the basis
of -- I"lIl call them FTR hours, where FTR stands
for financial transm ssion rights, and a financi al
transm ssion right is represented as a number of
megawatts from a source. So you take the number of
megawatts of FTRs times the number of hours that
you hold the FTRs, and M SO all ocates the cost of
their staff and systenms for admnistering FTRs into
the Schedule 16 rate and then they recover it on
t hat all ocation basis.

Q Does -- and that's Schedule 16?

A. Yes, that's correct.

Q Al'l right. And then will you go through
Schedul e 177

A Okay. Schedule 17 is the charge that M SO
uses to recover the adm nistration of their day-
ahead and realtinme energy markets. So in a simlar
fashion to the FTR in the sense that M SO takes the

cost of the staff and conputer systems and software
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associ ated with the market operation and market
adm ni stration and they allocate those costs out to
people on the basis of their generation injections
into the regional market and plus their | oad
wi t hdr awal s. So if your generation always matched
your | oad fromresources inside the market, you'd
take twice your load times this rate and that would
gi ve you your charges under Schedule 17

Q Al'l right. And then also you're seeking
to recover M SO Schedule 10 and its rel ated
conmponent ?

A That's correct. Schedule 10 is what
recovers the basic costs of the M SO
infrastructure, their building, their staff, also
some of the functions that aren't market related,
but are handled on a regional basis, for exanple,
the reliability coordination function and also some
of their planning activities that fit into the
general overhead category, they stick those things
into Schedule 10. And the cost allocation for
Schedule 10 is slightly different than Schedule 16
and 17, but conceptually it's the same. The costs
for Schedule 10 are adm nistered on kind of a -- on
approxi mated total annual energy served for each

| oad-serving entity.
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Q It's my understanding that if Xcel
Energy -- if the Comm ssion does not allow these
costs, then how would you recover thenm?

A. | don't know. "' m not an expert on retail
rate design and recovery, so it's difficult for me
to answer that question, Comm ssioner.

Q Did -- and Xcel Energy made a decision a
nunmber of years ago to become a part of M SO, isn't
t hat correct?

Yes, that's correct.

Q That's correct. And did you come to this
Comm ssion at that time and did you seek -- seek
approval fromthis Comm ssion for that decision?

A My recollection is -- and |I'm going just
off of a recollection here, and that's always risky
in my case, but if | recall, there was a filing
that we made for certain in Mnnesota, | believe we
made it in each of our jurisdictions, relating to
our transfer of operational control of the grid
from our own transm ssion operation there into the
M dwest | ndependent System Oper ator.

Q Mm- hmm

A | don't believe that we've ever had a
proceeding in North Dakota where we sought to

recover the costs prior to this one.
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Q No. But was Xcel required to becone a
part of M SO by the federal governnent?

A No, Comm ssi oner. It's my understanding
t hat as part of our merger between Northern States
Power and New Century Energy, we accepted or made a
comm tment that we would join an RTO as part of the
met hod of ensuring independence of our grid
operation. That was a voluntary initiative.

Q Okay. Thank you for helping me remenber
these different details that have happened over the
years. That's been very hel pful.

On the -- how much do these costs -- how
much are these costs that we're tal king about in
this particular section?

A. Surprisingly small. The North Dakota
share for Schedule 10 is $466, 000 for 2008-2009 and
for Schedules 16 plus 17 was $522, 300.

Q 522,300 and?

A 300 even.

Q $300, 0007

A. Wai t . " m sorry.

Q And that's for the -- that's the North
Dakota all ocation fromthe year 20087

A. Yes. Correct.

Q Mm- hmm Do you want to repeat those
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number s?

A. Yes, because | may have been chopped off
by the tel ephone there. The Schedule 10 nunmber was
466, 200. The Schedule 16 plus 17 number was
522, 300.

Q I n your opinion, what benefits -- how does
M SO -- belonging to the M SO mar ket, what do you
get for paying these dollars that you think

benefits your systen?

A. | don't know if we have enough time in the
day to run through themall. Actually, et me use
an analogy that this is -- it's kind of like the

di fference between driving on a dirt road and
havi ng an interstate highway. In my testimony |
identified seven areas that generally are buckets,
if you want to characterize themthat way, of
benefits. There's the overall more efficient
energy dispatch. Wuld you like nme to list them
Comm ssi oner ?

Q Sure. Just in very short.

A Okay. Also, nore efficient use of and
more efficient access to transm ssion, reduce costs
for redi spatch on the grid when there's an overl oad
or a need to reduce load on the transm ssion

element. Also, we've attained very efficient
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benefits in the consolidation of contingency
reserve sharing among the utilities in the M SO
footprint that was made avail able through M SO
participation. W' ve obtained a great deal of
benefit in the integration of wind generation and
ot her renewabl e resources that have kind of
vari abl e output into the M SO regi onal market as
opposed to going it alone as an individual
bal ancing utility. W've also got nmore broad
regi onal planning for the transm ssion grid, which
should result in nore efficient transm ssion
i nvest ment decisions. And because the reliability
coordi nation services that M SO provides to the
region are provided with better tools than we used
to have in the past and over a broader footprint,
we've got a nmore functional reliability
coordi nation service provided by the regiona
entity.

COMM SSI ONER WEFALD: Al'l right. That
answers nmy questions at this tine. Thank you.
JUDGE WAHL: Any further questions from
t he Comm ssion? Comm ssioner Clark.
EXAM NATI ON
BY COWMM SSI ONER CLARK:

Q Just a couple in followi ng up on




10
11
12
13
14
15
16
17
18
19
20
21
22
23
24

25

303
Comm ssioner Wefald's |ast questions. I n
retrospect, do you think M SO has been a very good
value to North Dakota ratepayers?

A Yes. Yes, | do.

Q Have you seen any studi es that have
quantified the costs and benefits of M SO versus
what we used to get under the old MAPP systent

A | never saw it characterized that way,
like MSO is better than MAPP, but | have seen it
characterized as an analysis by M SO, which |
included -- actually, it was -- I'"m sorry. The
anal ysis was performed by a consultant at the
request of M SO, but it took a |ook at the regional
di spatch benefits under a coordinated market |ike
M SO offers. That type of coordinated market
wasn't ever provided to the MAPP region in the
past . | have that as a schedule to nmy testinony.

Q The reason | ask is | know |I've heard in
different proceedings and just in different venues
in front of the Conmm ssion a number of utilities
within North Dakota who are a little |less cheery,
per haps, about the costs and benefits of M SO
| ve heard some grunbling that really within the
MAPP region -- under the old MAPP region we were

operating basically as an RTO and the FERC had
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particul ar vision of how it wanted to nove forward.
Are there -- it seenms to me there may have been a
GAO study or that Congress was poking around this
i ssue regarding trying to quantify the costs and
benefits of the current RTO schenme. Are you
famliar with any of those?

A. | had heard that there was some question
rai sed at the General Accounting Office at the
federal level in response to a question from a
Senat or . " m not famliar w th whatever was
produced as a result of that question.

Q Who | ooks over M SO s shoul der as far as
controlling its costs, adm nistrative costs, and so
on and so forth?

A Actually, there's quite a bit of
opportunity for that type of insight. For exanpl e,
one of my roles is to engage the regions where we
have operating conmpani es and provide that type of
monitoring and interface on behalf of our conpany.
In addition to each of the | oad-serving entities
t hat participate in M SO having that opportunity,
there are stakehol der forums that permt direct
interaction with the board of directors at M SO.
The board of directors at M SO is an independent --

the directors are independent, they're not
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affiliated with any of the utility participants, so
they're not characterizing the structure as a way
to build benefit for one entity or another. And,
| astly, the states, thenselves, are engaged in the
M dwest | SO regional activities through the
Organi zati on of M SO States, where there's an
opportunity for themto establish consensus on
policy positions and deci sions about how the market
oper at es.

Can | go back, Comm ssioner, to part of
your question where you characterized the coments

of some ot her people saying that MAPP basically was

an RTO?

Q. Sur e.

A Because there's one aspect -- actually,
several aspects to that that | would like to

di spute. Each region as it operated prior to the
M dwest |1SO, there was no opportunity for any of
the utility participants to obtain long-termfirm
transm ssion service. So even though MAPP of fered
a coordinated regional transmssion tariff -- and,
frankly, they did a good job of it, they gave fast
answers to questions about could |I get short-term
service. So what they did, MAPP did well, but they

shouldn't hurt their arm patting themselves on the
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back because they definitely didn't fill the need
t hat was out there for coordinating long-termfirm
transm ssion service or for providing efficient
congesti on management to the participants in the
region in the formof a coordinated redi spatch, and
t hose are functions that the M dwest | SO provides.
Now, if | site a generator in North Dakota on
transm ssion facilities that are part of the
M dwest |1SO transm ssion tariff, | have the
assurance that | can get long-termfirm
transm ssion service. So as a customer, somebody
who is potentially investing in new transm ssion --
or new generation facilities, |I've got a |lot nore
certainty of service than | had in the old MAPP
wor | d.

Q You had nmentioned in answer to nmy question
regardi ng who | ooks over M SO s shoul der a number
of different groups and, | think, ultimtely the
M SO board of directors. | s FERC al so there
| ooki ng over their shoul der?

A. Ri ght .

Q So any of these adm nistrative costs have
to be approved by FERC ultimately; isn't that
correct?

A. Thank you for pointing out the el ephant in
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the room but, yes, | neglected the nmost inportant

regul atory oversight element there.
COMM SSI ONER CLARK: Okay. Thanks.
That's all | have.
JUDGE WAHL: Comm ssioner Cramer?
COMM SSI ONER CRAMER: | don't have any.

JUDGE WAHL: Fol |l owup, Ms. Hertzler?

MS. HERTZLER: No further questions, Your

Honor .

JUDGE WAHL: Fol | owup, M. Bahr?

MR. BAHR: No questi ons.

JUDGE WAHL: All right. Thank you very
much, M. Beuni ng. You may sinply hang up the
phone. Ms. Hertzler.

MS. HERTZLER: Your Honor, when we had
subm tted our order of w tnesses, we had intended
to take M. Bomberger at this tinme. However, we
al so thought, | guess less optimstically than we

shoul d have, that we would be in Tuesday morning

when we woul d be taking up M. Bomberger. We have

not been able to get himto ascertain that he's
available at this time. W propose to skip him
until tomorrow morning and go to Walt Grivna, who
has submtted testinony related to transm ssion,

and then Comm ssioner Wefald' s earlier question
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related to transmssion if it's related to the
project would be directed to M. Grivna -- as |
have been corrected, it related to the cost that
was in M. King's testinmony, it would still be
directed to Ms. Heuer.

JUDGE WAHL: All right. M. Grivna, this
is Al Wahl at the North Dakota Public Service
Comm ssion hearing and you have been called to
testify as a witness.

MR. GRI VNA: Okay.

JUDGE WAHL: As you may be aware, your
testinmony is required to be under oath and |I am
required by law to advise you regarding perjury
bef ore adm ni stering the oath.

MR. GRI VNA: Okay.

JUDGE WAHL: Perjury is a false statenent
of material fact which you do not believe to be
true; in other words, generally speaking, a lie.
In North Dakota perjury is a Class C fel ony,
puni shable by a fine up to $5,000, inmprisonnment for
a period of up to five years, or both.

WALTER GRI VNA,
being first duly sworn, was exam ned and testified
as follows:

JUDGE WAHL: Ms. Hertzler.
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MS. HERTZLER: Thank you, Your Honor.

DI RECT EXAM NATI ON
BY MS. HERTZLER

Q M. Grivna, could you please state your
full name and title for the record?

JUDGE WAHL: | s your mi crophone on?

MS. HERTZLER: Thank you, Your Honor. Wy
apol ogi es.

Q (MS. HERTZLER CONTI NUI NG) M. Grivna,
could you please state your full name and title for
the record?

A. My name is Walter Thorson Grivna, and ny
title is manager of transm ssion reliability
assessment .

Q M. Grivna, did you submt testimony in
t his proceedi ng?

A Yes, | did.

Q Do you have any edits, corrections or
additions to that testimny?

A. No, | don't.

MS. HERTZLER: Your Honor, we have
previously marked M. Grivna's direct testinony as
Exhi bit 14 and we would nmove its adm ssion.

JUDGE WAHL: M. Bahr?

MR. BAHR: No obj ecti on.
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JUDGE WAHL: Exhibit 14 is received.

MS. HERTZLER: M. Grivna is available for
guesti ons.

JUDGE WAHL: M. Bahr?

MR. BAHR: Staff advocates have no
guestions of M. Grivna.

JUDGE WAHL: Do the Comm ssioners have any
questions? Comm ssioner Wefald.

COMM SSI ONER WEFALD: Yes.

EXAM NATI ON

BY COWMM SSI ONER WEFALD:

Q And if you're not the correct person to
answer these questions, then if you can refer me to
the correct person. ' m | ooking at page 5 and 6
and 7 of your -- basically the whole listing of
your interconnection projects and your transm ssion
projects that you're submtting in this rate case,
and what | need to understand is -- I'mfam/liar
with cost allocation and how there's been a | ot of
time spent at M SO about determ ning cost
all ocation of transm ssion projects, and for
projects 345 kV and above, if they are consi dered
reliability projects and let's say they're bel ow
345 and they're generation interconnection or

econom ¢ devel opnment projects. Have -- how are --
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how have costs been allocated from these particul ar
projects and where would | find that information
and then -- so how do | know -- how do | know
exactly what cost allocation methodol ogi es have
been put in place before you've allocated our share

to North Dakota in this rate case?

A. Ri ght .
Q Do you follow the question? And maybe
this is -- maybe all of these cases canme in before

t hose allocations were set up by M SO of how
projects are allocated in cost across the whole

M SO system Some reliability projects it said,
for example -- Jerry can help me here -- it was

i ke 20 percent goes to the region -- you know, for

a 345-kV line, that's considered a reliability

line, 20 percent of the costs go to the -- are for
the smaller region, the immedi ate region, and -- or
is it opposite? -- 80 percent go to the whole? No.

Okay. Tell me which it was again, because |
haven't | ooked at this for a while.

MR. LEIN: 20 percent are postage stanp.

COMM SSI ONER WEFALD: Yes.

MR. LEIN: The other 80 are on the | oad
flow -- based on |oad flow.

Q ( COMM SSI ONER WEFALD CONTI NUI NG)  Okay.
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And 80 percent are |load flow and 20 percent are
post age stanp, meaning they're allocated over the
whol e regi on. So did these projects go through
that type of an allocation process and now you're
determ ni ng what portion of that 80 percent is
going to be North Dakota's cost allocation, or
what ?

A Okay. First off, there was only one 345
project in this listing and that was grandfathered
prior to any of the M SO MIEP all ocations. And
ot hers woul dn't have qualified for any of the
regi onal sharing. They were just |ocal |oad
serving, again, allocated to the |ocal | oad-serving
zone.

Q So the rest -- all of these are 115 kV?

A. They're all --

Q Well, there's another one, M nnesota/

W sconsin 345-kV rebuild project.

A Yeah, that's not a -- one that would be
all ocated as a reliability need. That was a
condition rebuild.

Q Okay. Why don't you just go through them
in your list and tell me how each one was allocated
in cost then. Sher burne County/ St. Cloud project.

A That one was just allocated to the | ocal
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Q That's a 115 even though it says 345-115?

A That was the transformer, yeah. The
transformer was allocated with the | oad serving.

Q Al'l right. So this is a 115-kV |ine?

A. Ri ght .

Q Al'l right.

A Sout heast Metro is a 115-kV |line project,
be in M nneapolis, again, was not allocated.

Q That was not. So when you say "not
all ocated,"” what do you mean by that?

A. In other words, it just becomes part of
the total cost in the NSP rate zone. It doesn't
get cost shared into other rate zones.

Q Okay. So what |I'm curious about is,

because these projects are so far away from North

Dakota, what -- isn't it the farther away the |ine

for a small, like a 115-kV line it is from let's

say, North Dakota, there's something about that you

-- you don't pay as much. So has all that been

taken into consideration? Because this -- the

115-kV project, for example, those are rather |ocal

|l ines, and so how was the cost allocation done to
determ ne what portion of that should be paid by

North Dakota ratepayers versus the people who are
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right there in the suburb of the Twin Cities?

A. It is my understanding it is just applied
to what is an NSP overall rate zone. Nort h Dakot a
is part of that sanme rate zone, so all costs are
just shar ed.

Q Equal l'y?

A Equally is my understanding.

Q Okay. Let's keep going and you can tell
me all the others, but that one is shared then
equal ly throughout the --

A. Thr oughout the NSP - -

Q -- the whole rate, which would enconpass
Nort h Dakota, South Dakota and M nneapolis --

M nnesot a?

A. Ri ght .

Q The whol e group pays the same amount -- |
mean, proportionally per customer, whatever, by
their usage the same amount ?

A. That is nmy understanding, yes.

Q Okay. Let's go to the Southeast Metro
proj ect.

A. That was the one we just tal ked about.

Q Okay. That's the one we just talked
about. Okay. Fine. Yep, I"'mwith you on that.

' m sorry. Okay. The M nnesota/W sconsin 345-kV
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rebuil d?

A. Ri ght. Those are -- again, they are just
condition rebuilds, and that does not get any type
of special sharing within the M SO tariff. It goes
to the NSP rate zone.

Q Okay. And that was $11 mllion?

A. Ri ght .

Q So when you upgrade a line -- or just when
you say a rebuild, you're just basically doing
mai nt enance on it?

A. It was a form of capital maintenance.

They were replacing the poles that were in bad
shape, that type of maintenance.

Q And what year was that one done?

A. | believe that was conpl eted | ast year.

Q 2007. All right. Go to the next one.

A. The next one is a 115-kV upgrade in Sioux

Falls, again, simlar to the other.

Q So that was equally again?

A. Ri ght .

Q What year was this one conpl eted?

A |'d have to -- | don't know off the top of
my head. It was a couple years ago.

Q 2006, you're guessing?

A. | think it was either 2005 or 2006
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Q Al'l right. The Maple River-Red River
Nort h Dakota project.
A. That one, again, is the same type of | ocal
| oad serving 115 upgrade project. It woul d be
al l ocated anong the whole rate zone.
Q Al'l right. Bl ue Lake Generator 7 and 8
i nterconnecti on project in Shakopee, M nnesota --
A. Shakopee.
Q -- Shakopee, became operational in 2005,

and that was to add two conbustion turbines?

A That's correct.
Q So isn't this considered |Iike an econom c
devel opment -- econom c project where you have --

t he generators are causing the increase in new --
in new transm ssi on?

A. They don't call that econom c devel opment,
but they would have followed the allocation that
occurred at that time under the M SO MTEP process
for new generators.

Q Do you know what that allocation process
was at that time?

A. | believe it was a hundred percent paid by
the |l ocal |oad served zone at that time.

Q And the local |oad served is the whol e NSP

service territory?
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A. That's correct.

Q Al'l right. And then the next one is the
Angus Anson Gener ator Number 4.

A And that would be simlar. That was down
in Sioux Falls, the same time frame.

Q A hundred percent paid by local |oad
served?

A. Ri ght .

Q And then Fari bault Energy Park

i nterconnection?

A That one is a generator north of
Fari baul t . | don't remember the exact |ocation on
t hat one.

Q It's the same time period. Why would it

be different fromthe others?

A There was a time frame where M SO added
their MIEP -- excuse me -- the RECB allocation for
new generator interconnection where they now
require the generator to provide 50 percent of the
net wor k upgrade cost.

Q Yes.

A. And it happened roughly in that time
peri od. | just don't remember on this particular
one.

Q Okay. Can you check that out and submt
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that to us as a late-filed exhibit?

A Yes, we can.

JUDGE WAHL: All right. For the record,
that will be Exhibit 30 -- be Xcel Energy's Exhibit
30. The title of the exhibit will be, counsel?

MS. HERTZLER: Your Honor, | have it down

as the cost allocation of the Faribault Energy Park

| nterconnection Project.

Q

t he next

JUDGE WAHL: All right.
(COMM SSI ONER WEFALD CONTI NUI NG) And then

one is the Mankato Energy Center

| nterconnection Project.

A

Q

Correct. And - -

That required upgrades to 345-kV, 115-kV

and 39-kV substation?

A

gener at or

Q
right?

Ri ght. And that one | do know the
paid 50 percent of the cost.

And t hat one happened in 2006; is that

That's correct.

Okay. And that was under the M SO RECB

That's correct.

Al'l right. And then the Hi gh Bridge

generating station conbi ned-cycle plant project.
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A That project is just expected to beconme on
line this year. | don't know the exact date on it
ri ght now.

Q It's expected to become operational in
2008 in your testimony. All right. And that
particul ar project, they nust have worked out the
cost allocation then already. I s that al so under

the M SO RECB?

A It should be under the M SO RECB.

Q But you don't know for sure?

A | don't know for sure.

Q WIl you find that out and subm<t that in

that same late-filed exhibit?

A. Okay.

JUDGE WAHL: So this information will be
i ncluded, for the record, as part of late-filed
Exhi bit 30.

Q (COMM SSI ONER WEFALD CONTI NUI NG) Then t he
| ast one is nunber 6, the Colville combustion --
oh, excuse me, that's not the |last one. The
Colville combustion turbine plant interconnection
proj ect.

A Yes. And that one | do know had -- its
i nterconnecti on costs were covered under the RECB.

Q Okay. So that's 50 percent paid by the
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generator?

A. Of the interconnection portion of the
cost, that's correct.

Q Al'l right. So the 3.8 mllion is the part
t hat the generator did not cover; is that correct?

A Correct.

Q Al'l right. And is the 18.7 on the
previous -- no -- on the 18.5 mllion on the number
4, Mankato Energy Center interconnection project,
that's the remai nder after 50 percent was paid by
t he generator?

A. That's correct.

Q Okay. Then the wi nd support transm ssion
i nvestments, the Southwest M nnesota 425- megawatt
proj ect.

A Ri ght. That was a preRECB facility and
was grandfathered in and was paid a hundred percent
by the rate zone.

Q So that one is $81.5 mllion?

A Correct.

Q And this went in in what, in 2007?

A. The final pieces of it went in in 2007.

Q Al'l right. Tell me about the first
pi eces.

A. It was a nunmber of different transm ssi on
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I ine upgrades and new transm ssion facilities. For
exampl e, this one for new transm ssion -- new
transm ssion facilities included a 161-kV line from

Fox Lake to Lakeville Junction in southern

M nnesota, which went in in 2000 -- excuse me --
2006. It also included some 115-kV to create the
Chanar ambi e collect -- wind collector station, this

woul d be out on Buffalo Ridge, and there were a
number of other 115- and 69-kV |lines even that were
upgraded as part of this project.

Q And this is the one that -- this is the
area that previous witnesses said had plenty of
transm ssion in the area and that's why they chose
to invest there for their wi nd devel opment; isn't
t hat correct?

A. | didn't hear their testinmony.

Q All right. Wwell, | did. All right. And
t hen on Sout hwest M nnesota 825-megawatt project.

A. That al so was a grandfathered project.

Q And so that's preRECB?

A. Ri ght .

Q And that cost a hundred mllion doll ars,

t he new 345-kV |ine?
A. That's one -- the total project was 229 --

Q 29 mllion dollars. And this is also to
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connect wind projects in southwestern M nnesota?
A. That's correct.
Q So in total, to connect wind projects in

sout hwestern M nnesota to customers of NSP, they've

had to pay a total of -- in the |ast few years of
81 mllion, plus $229 mllion, which is a total of
over $300 mllion; is that correct?

A. Yes.

Q And a hundred percent of the costs, not --

not 50 percent, but a hundred percent of the costs
in both of these cases have to be paid for by the
rat epayers?

A That's correct.

Q Not the -- there's been no assunption of
any of these costs by the generators who caused
some of this investnment?

A No.

COMM SSI ONER WEFALD: Okay. Thank you.
JUDGE WAHL: Any further questions?
Comm ssioner Cl ark.
EXAM NATI ON
BY COMM SSI ONER CLARK:

Q | do have one and | think it's follow ng

along the same lines that Conmm ssioner Wefald was

asking. To what degree has Xcel considered
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spendi ng nmoney in North Dakota to upgrade
transm ssion facilities to bring on nmore wind in a
state that, by most independent anal yses, has a
greater potential for wi nd devel opment than the
areas that Xcel is investing in?

A. | believe others have already testified to
this, that we do have plans for transm ssion
associated with the CapX effort, which includes a
maj or 345-kV line to North Dakota. The main issue
with North Dakota is it requires some substanti al
new transm ssion devel opment, which takes time to
get devel oped and approved through the various --

Q Ri ght . But CapX 2020, as | wunderstand, is
to support M nnesota | oad growth, so why does North
Dakota have to wait for wind projects to serve
North Dakota | oad to be contingent on getting this
transm ssion line in Mnnesota built so that nore
can be facilitated to the Twin Cities?

A The CapX project is not just for M nnesota
| oad. The particular one to Fargo is also for
support of the Valley -- Red River Valley |oad
area. And, also, when this was first devel oped,
there was not the magnitude of wi nd expected at the
time these original decisions were made that's

bei ng requested now. New facilities that are being




10
11
12
13
14
15
16
17
18
19
20
21
22
23
24

25

324
studi ed both now and along with the CapX
devel opments are now nmore focused on expanding the
regi on where the wi nd generation would be
devel oped, such as North Dakot a.

Q Let me ask, on page 11 of your testinmony,
in the mddle there's a question related to the
benefits that the transm ssion investments beyond
t heir support of additional wi nd generation have.
You indicate that the -- particularly the new
345-kV line mentioned above, which |I guess is the
Sout hwest M nnesota project, begins to increase the
transm ssion capacity across the State of M nnesota
and will support the company's growi ng |oad in
Nort h Dakot a. Now, am | to read that as saying
then that the transm ssion investments in M nnesota
are being put in so that wind turbines in Mnnesota
can support North Dakota's grow ng |oad, and if
it's true, then why wouldn't it make npre sense to
have the transm ssion investment in North Dakota
and have those wi nd resources |ocated closer to the
| oad considering that a good portion of Xcel's case
has been revolved around the notion that it makes
sense to build generation close for |oad?

A. Okay. Well, first off, that statement was

referring to the 345-kV line, not the wi nd turbines
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t hat al so benefit the use of the line. The main
issue is, if you |look at a map of the Upper
M dwest, that there is very little high-capacity
transm ssion between M nnesota and either North
Dakota and South Dakota. To expand generation in
North Dakota and to input it into the system it's
a case of -- what you have is a network -- it is
not like a pipeline -- and it's that generation
t hat takes all paths around the systemto get to
t he | oad. Because there's not high capacity
bet ween a M nnesota system and where the |oad is,
t hat path of new generation in that area tends to
go north and south up through Canada and down t he
500-kV Iine to the Twin Cities and down through
Sout h Dakota and actually down into Nebraska and
| oops around through Iowa and back up into the Twin
Cities. Both paths are pretty strained with other
uses. It will take a couple of new high-capacity
pat hs between the -- basically the source of nost
of our generation, which is the Twin Cities area,
towards North Dakota and South Dakota to provide
for that ability to deliver that power nmore
directly and not go around on these other paths.

Q " m not sure if | understood the answer.

So does your testinony state that the transm ssion
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i nvest ment that was needed to hook up the sout hwest
M nnesota wi nd projects were made to support
growi ng load in North Dakota?

A. No. MWhat this is saying, it will also
hel p support growing load in North Dakota, but it
was not made directly for that purpose.

Q How have so many other utility conmpanies
been able to invest significant amounts in w nd
generation in North Dakota by fitting themin in
portions of the grid and upgrading transm ssion
here and there when needed while Xcel has not
chosen that strategy -- particular strategy of
transm ssion investnment?

A Here again, what's occurring is they're
able to offset their own generation when they do
make that investment in North Dakot a. Since NSP's
generation is outside of -- our sources of
generation are outside of North Dakota, we need to
have the paths to not create excess energy in North
Dakota whil e reduce our generation in, in our case,
the Twin Cities area, and without right now the
pat hs, what you are to do that is to go -- as |
said, to go up and around through Canada and down
and al so down to | owa. Bot h of those paths are

already totally utilized for other purposes. And
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for them they can back down their generation in
North Dakota, which is to the west, and they don't
have that issue, where if we back it down in the
Twin Cities, that will increase the amount of flow
t hat you would want to | oop around North Dakot a.
The path would then be operated in an unsafe node.

Q Would it make sense to diversify the
geographic m x of Xcel's generation sources? Wuld
it decrease those problens that you're talking
about of having the strange |oad flows -- or
transm ssion flows?

A. Well, what you really need is to get --
there's only so nmuch generation that can be
provi ded out of North Dakota with the amount of
transm ssion that |eaves North Dakot a.

Q But wasn't that true of southwest
M nnesota before you started putting all this noney
into transm ssion in M nnesota?

A Yeah, that's correct. However, as | said,
it started out -- when this started out, it was not
viewed as the magnitude of wi nd generation that
they're tal king about now. At the time they were
only tal king about roughly at the 825 | evel that
was bei ng devel oped, that was all that was being

expected to be devel oped.
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COMM SSI ONER CLARK: That's all 1'"ve got.
JUDGE WAHL: Comm ssi oner Cramer.
EXAM NATI ON
BY COWMM SSI ONER CRAMER:
Q "1l just ask one question and try to

avoi d being argunmentative. Has Xcel worked hard
enough at finding North Dakota generation and
transm ssi on opportunities, or have we just sinmply

been di sm ssed because we're not M nnesota?

A. No, | would not say you have been
di sm ssed. It's a recognition that for NSP to be
able to utilize North Dakota's generation, it's

going to take one or two major 345-kV lines to
accomplish that. That's beginning now with the
CapX devel opment .

COMM SSI ONER CRAMER: That's all | have.

JUDGE WAHL: Any further questions?
Conmm ssi oner Wefal d.

FURTHER EXAM NATI ON

BY COMM SSI ONER WEFALD:

Q Well, of the problems that you've
identified with the grid and exports from North
Dakota, wouldn't $800 million of investment across
t hat constraint have made quite a bit of

difference? NSP put $800 mllion into transm ssion
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facilities to serve wind projects in southwestern
M nnesota in order to be able to solve a constraint
t hat was down there. Everyone tal ks about how you
couldn't possibly put any wi nd devel opment in North
Dakot a because there were constraints. MWhat if
you'd put $800 million worth of transm ssion
i nvest ment between -- to solve the constraint
probl em bet ween North Dakota and M nnesota in these
| ast six years, wouldn't that have sol ved that

constraint?

A. | think it's between 425 and 825.
Q Excuse me. $300 mllion. Excuse nme. ' m
sorry. $300 mllion. 300 mllion. |I'msorry. |

got the wrong number.

A. Esti mates that are being talked about for
CapX ones are over a billion doll ars.

Q For the one line?

A. | think for just the one |line. | don't
recall the exact cost of the individual |ines. I

can find that out, but --

Q The one line that's going to go from
Monticello to --

A. Monti cel | o.

Q -- Monticello to the Fargo area. Yep,

t hat woul d be great to add that to that late-filed
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exhibit that |1"'ve already requested.
JUDGE WAHL: Well, | suggest,
Comm ssioner, let's make that Exhibit 31 --

COMM SSI ONER WEFALD: Okay.

JUDGE WAHL: -- for the record. And this
is going to be the cost of the CapX line from
Monticello to Fargo or the Red River area? Help
me, counsel.

MS. HERTZLER: Your Honor, | believe it's
the Twin Cities-to-Fargo line is what we talked
about? Is it Monticello?

COMM SSI ONER WEFALD: Monti cel | o.

MS. HERTZLER: Yes, it goes into Fargo.

JUDGE WAHL: Okay. All right. Anything
further, Comm ssioner Wefald?

COMM SSI ONER WEFALD: Not at this time.

JUDGE WAHL: Comm ssi oner Cramer.

FURTHER EXAM NATI ON
BY COWMM SSI ONER CRAMER:

Q | have a question with regard to the costs
and this better than 300 mllion. Are you famliar
with the regul atory process, maybe even the
regul atory and devel opment climate of North Dakota
versus, say, M nnesota with regard to buil ding

transm ssion? And could perhaps that $300 mllion
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go even further in a state |like North Dakota where
the regul atory process is nmore friendly to
devel opment ?

A | don't think it was -- in this particular
case that the costs were really driven
significantly by a regulatory clinmte. They're
pretty much the cost of building some direct |ines.
There's a fairly positive climate in M nnesota for
wi nd devel opnment, al so.

COMM SSI ONER CRAMER: | have not hing
further.

JUDGE WAHL: Anything further fromthe
Comm ssioners? Followup, M. Hertzler?

MS. HERTZLER: No further questions, Your
Honor .

JUDGE WAHL: Fol | owup, M. Bahr?

MR. BAHR: No questi ons.

JUDGE WAHL: Thank you very much, M.
Grivna. You may sinply hang up the phone.

Al'l right. W're almst on the hour of
five o'clock and | suggest we recess. Are we
continuing, Comm ssioners, to eight o'clock
t onorrow norni ng?

COWMM SSI ONER WEFALD: That's good.

COMM SSI ONER CRAMER: That woul d be great.
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JUDGE WAHL: Ei ght o' clock tomorrow
morning it is.

COWM SSI ONER CRAMER: Seven o'clock is
out. ©Oh, yeah.

JUDGE WAHL: All right. We'll be in
recess until eight o'clock tonorrow, June 24.

(Recessed at 4:55 p.m, June 23, 2008.)
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