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(The follow ng proceedings herein were had
and made of record, comencing at 8:00 a.m,

Tuesday, June 24, 2008, as follows:)

JUDGE WAHL: All right. The record wll
show that it is approximately 8 o'clock a.m,

June 24, 2008. This is the second day of the
hearing of the Northern States Power Conpany
electric rate increase application, North Dakota
Public Service Comm ssion Case No. PU-07-776.

Is 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 conmment
concerning Northern States Power's electric rate
i ncrease application?

Al'l right. Ms. Hertzler, when you're
ready.

MS. HERTZLER: Your Honor, we would call
Charl es Bonberger.

JUDGE WAHL: Al'l right.

(Di scussion off the record.)

JUDGE WAHL: M. Bomberger, this is Al
Wah! at the North Dakota Public Service Comm ssion
hearing room

THE W TNESS: Good mor ni ng, Judge.
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JUDGE WAHL.: You' ve been called to testify
in this matter and as you're probably aware, your
testinmony is required to be under oath, and |I'm
required to advise you regarding perjury before
adm ni stering the oath.

Perjury is a false statenment of materi al
fact which you do not believe to be true. I n ot her
wor ds, generally speaking, a lie. I n 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.

Bei ng advi sed regardi ng perjury,

M . Bomberger, do you swear that the testimny which
you're about to give in this matter shall be the
truth, the whole truth and nothing but the truth?

THE W TNESS: Yes, | do.

JUDGE WAHL: Ms. Hertzler.

MS. HERTZLER: Thank you, Your Honor.

CHARLES BOMBERGER,
havi ng been first duly sworn, was exam ned and
testified as follows:
DI RECT EXAM NATI ON
BY MS. HERTZLER:
Q M. Bomberger, would you please state your

name and title for the record, please?
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A Charles R. Bomberger. |'mthe
vi ce- presi dent of nuclear projects for Xcel Energy.

Q M. Bomberger, did you submt testinmony in
this proceedi ng?

A Yes, | did.

Q Do you have any changes, edits or
corrections to that testimny?

A No, | do not.

MS. HERTZLER: Your Honor, | would move
adm ssion of M. Bomberger's direct testinmony
previously marked as Exhibit 13.

JUDGE WAHL: M. Bahr?

MR. BAHR: No objection, Your Honor.

JUDGE WAHL: Exhibit 13 is received.

MS. HERTZLER: Your Honor, the witness is
avail able for questions.

JUDGE WAHL: M. Bahr.

MR. BAHR: Advocacy staff have no
guestions of M. Bomberger.

JUDGE WAHL: Do the Comm ssioners have any
gquestions?

COMM SSI ONER WEFALD: | have.

JUDGE WAHL: Comm ssi oner Wefal d.
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EXAM NATI ON
BY COMM SSI ONER WEFALD:
Q Yes. When | read through your testinony,

| noticed that there originally were four partners

i n NMC. And that now NSP -- but it's not NSP any
| onger. | just need you to explain to me -- it says
the companies -- these four partners have not chosen

to be owners any |onger of the nuclear plant and can
you just explain to me, then, who actually does own
t he nucl ear plant at this time?

A |'d be glad to answer that. As far as
Xcel Energy's plants, those are Monticell o and
Prairie Island. W have always owned those plants
and continue to own those at this tine. NMC was
formed solely to be an operating conpany to operate
our plants, but at no time did Xcel Energy turn over
ownershi p of those plants.

Q That's hel pful for me. So it's just the
operations of those plants and that means the people
who actually run the plants has changed?

A Well, the situation is, in approximtely
1999 when NMC was formed, it was formed as a j oint
venture with the four utilities that you identified
t here. Each utility continued to own their

i ndi vidual plant in relationships that they had.
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Several had, you know, many nultiple owners. Xcel's
pl ants under NSP-M nnesota were owned and conti nued
to be owned by NSP-M nnesota. At the time NMC was
formed, a decision was made within each of those
utilities and in many cases nmost of the professional
and non-bargaining unit enployees were actually
transferred to the NMC. So the only remaining
enpl oyees, for Xcel's plants in particular, were the
bar gai ning unit enployees because we couldn't get an
agreement with their unions to transfer those
enpl oyees.

So what you have at the time of formation
of NMC was the transfer of all previous Northern
St ates Power enployees with the exception of the
bargai ning unit enployees. Those were transferred

to the NMC. As we now transition back from NMC to

NSP- M nnesota at the time of |license transfer, which
that license will now be transferred back from the
NMC to NSP- M nnesota, we will reabsorb and

transition all those enpl oyees back from NMC to

NSP- M nnesot a.

Q And so you anticipate that will take place
when?
A Well, we just received notice fromthe NRC

t hat they have docketed our license transfer.
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That's about 30 days of public comment period. W
anticipate the transition and transfer now to be
compl ete m d- Septenber or the first of October.

Q Okay. And there was -- as | read through
the testinony, there was some concern about
stabilizing things so that you didn't | ose key
enpl oyees due to the transition between NMC and
operating the plants and Xcel operating the plants;
is that correct?

A That is correct.

Q And so what are you doing to stabilize

that situation?

A Well, | think in large part what we've
done is just let -- you know, what we -- | have
been -- as you read in nmy testinmny, my role over

t he past six years has been to be the intermediary.

| had al ways been an Xcel enployee monitoring the
performance of NMC and our nucl ear access. It's
been my job to kind of observe how this will work.
What we didn't want was to continue NMC in an arm s-
| ength transaction -- arnm's length by keeping it out
t here and keeping all the enployees there. \What |
was seeing happen is that the enpl oyees were
gquestioning kind of Xcel's commtnment to its plant

and we were really running the risk of |osing both
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seni or management, as well as front-line enployees
until we put some stability into that. By making a
decision to reabsorb and reintegrate NMC into
Xcel -- we made that decision |ast August and
Septenmber -- what |1've seen is a real drop-off in
t he number of people who are |eaving NMC, that we've
got nore stability at the plant. And | think in
general, in talking with the enmployees out there,
they feel and sense Xcel's commtment to the plant
and that, you know, they're not waiting |like they
saw in the other utilities for a future opportunity
to sell those plants off. | think that they sense
Xcel's comm tment and, therefore, we've got nore
stability with, in particular, the professional

wor kf orce at the plant.

Q So, now, and |I'mreading from page 5,
lines 12 and 13, and it basically -- it says, To
address these concerns, and -- a decision was made

to reintegrate NMC' s nucl ear operations within the

company and NMC's A&G services within -- would that
be -- X-E-S, is that Xcel Energy Services?

A Correct.

Q And is Xcel Energy Services -- help me,
because | don't know the subdivisions of Xcel. l's

t hat a subdi vi si on of Xcel ?
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A That's a hol ding conpany. We have a
separate services company in there that perforns
many of our joint and nmutual adm nistrative and

general services across the conmpany.

Q And so that's what Xcel Energy Services
is?

A. Correct.

Q Al'l right. And so at this point, then,
will NMC al so be a part of the holding conpany?

A | believe that NMC will be reintegrated

into NSP-M nnesot a.
Q Okay. So it's going to be a part of NSP-
M nnesota, rather than a separate hol ding conpany.
COMM SSI ONER WEFALD: Al'l right. Thank
you very much.
JUDGE WAHL: Any further questions?
Comm ssioner Cl ark.
EXAM NATI ON
BY COMM SSI ONER CLARK:

Q On page 24 of your testimony you discuss
just briefly the status of the |lawsuit against DOE.
Could you provide a little bit nore background on
that? | know that DOE has been sued and plaintiffs
got some noney out of it, or at least in theory

shoul d get some money out of it.
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that -- that doesn't vacate Yucca Mountain itself,
does it? |In other words, it's not a refund of the

money paid in, those are merely damages; correct?

342

A That is correct. |It's a damages |awsuit,
and as a result, you know, separate from-- the U S.
Government still has the obligation under the

standard contract that was signed back in 1982 to
accept our high-level waste. That contract called
for DOE to begin accepting that spent fuel in 1998.
Obvi ously, that did not occur, and as a result of
t hat, NSP-M nnesota, as well as many ot her nucl ear

utilities across the U. S., sued the U S. Government

for partial breach of contract. This represents the

costs incurred by the Government's failure to

performin 1998.

So we still have our nonies that have been

contributed to the high-level waste fund and support

Yucca Mountain. These are just the damages cl ai med

by their failure to performin 1998, the additional

costs that we have incurred through, you know, spent

field storage installation in the interim the
| SFSI's that we had to install, as well as other
mandat es that were inmposed as a result of their

failure to perform
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Q What's the timeline for the appeal ?

A. That |'m not sure about. That's in our
| egal department, but | think it is sometime here in
2008.

Q |f the conmpany is ultimately successful in

receiving the damages, do you anticipate that that

money will be refunded to consumers?
A | really can't comment on that. That's
really with our regul atory departnment. | do know

that, you know, it is for the benefit of our
rat epayers.

Q Do you anticipate Xcel |ooking to nuclear
in the next, say, 15 years?

A It is not within our -- | think that that
was addressed in an interrogatory or an information
request that we had. The current status is | do not
believe that that is one of the selected options in
our resource plan at this time in the next 15 years.

Q |'m not sure if this is best directed to
you. This is kind of a high-level question, but
take a stab at it, if you can. It seenms as though
froma U. S. Governnment standpoint, Federal
Government, when you read reports on how it
anticipates the utility industry in general wll

respond to perhaps carbon regulation, that they're
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anticipating dozens -- | can't remenber the exact
number .

COMM SSI ONER CRAMER: Over 100.

Q (COMM SSI ONER CLARK CONTI NUI NG) Yeah,
over 100, or 200 or 300. lt's a lot. -- of nuclear
pl ant units to be built in the next 20 years. Now,
Xcel is already a nuclear generating company. It's
one of the largest utilities in the country.

If it's not in Xcel's plans, do you think
t hat the government is being realistic about how
many nucl ear units are going to be comng online to
al l eviate carbon concerns?

A That really calls for speculation on ny
part. |'d really rather not comment on it.

COMM SSI ONER CLARK: Okay. Thanks.
That's all |'ve got.

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

MS. HERTZLER: No further questions, Your
Honor .

JUDGE WAHL: Fol | owup, M. Bahr?

MR. BAHR: | have none.

JUDGE WAHL: All right. Thank you very
much, M. Bonberger. You may simply hang up the

phone.
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JUDGE WAHL: M. Bradley, are we back to
you?

MR. BRADLEY: Yes, we are, Your Honor.

At this time we'd like to call Steven
Huso, who is also going to testify by phone.

COMM SSI ONER WEFALD: Did we do Walter
Grivna yesterday?

JUDGE WAHL: Yes.

COMM SSI ONER WEFALD: Okay. Thank you.

JUDGE WAHL: "' m sorry. M. Huso?

THE W TNESS: Yes.

JUDGE WAHL: M. Huso, this is Al Wahl at
the North Dakota Public Service Conmm ssion hearing
room

THE W TNESS: Mor ni ng.

JUDGE WAHL: We're ready for your
testinmony for the Northern States Power hearing.

As you're probably aware, M. Huso, your
testinmony 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 statenment of materi al

345

fact which you do not believe to be true. | n ot her

wor ds, generally speaking, a lie. I n North Dakota
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perjury is a Class C felony, punishable by a fine up
to $5,000, imprisonment for a period up to five
years, or both.

Bei ng advi sed regarding perjury, M. Huso,
do you swear that the testimny which you're about
to give in this matter shall be the truth, the whole
truth and nothing but the truth?

THE W TNESS: Yes, | do.

JUDGE WAHL: M . Bradley.

MR. BRADLEY: Thank you, Your Honor.

STEVEN V. HUSO,
being first duly sworn, was exam ned and testified
as follows:
DI RECT EXAM NATI ON
BY MR. BRADLEY:
Q M. Huso, would you please state your nanme

and title for the record?

A My name is Steven V. Huso. And title is
principal -- pardon me -- pricing consultant.
Q M. Huso, did you prepare direct testimony

and schedules in this proceeding?
A. Yes, | did.
Q We' ve had those marked as Exhibit 15.
M. Huso, do you have any additions,

corrections or deletions to that testinmny?
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A No, | don't.

MR. BRADLEY: Your Honor, at this time
we'd Iike to move Exhibit 15.

JUDGE WAHL: Exhi bit 15 is received.

MR. BRADLEY: At this time, Your Honor,
M. Huso is available for questions.

JUDGE WAHL: M. Bahr.

MR. BAHR: Advocacy staff do not have any
questions of M. Huso.

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 |'ve read through your information on
real-time pricing service on pages 15, 16 and 17
several times and | need help to understand that.

So I'd Iike you to go over that in nuch more detai
than the five paragraphs that are in the -- in our
i nformation.

A Sure. Sorry. |'mgetting some feedback
in nmy telephone here. The real-time pricing service
that we're proposing is a little bit toned down from
a full-time real-time pricing where the price

changes every hour. It has an el ement of time-of-
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day pricing to it. "' m going to switch off of this
headset. Excuse ne.

| nstead of having a unique set of prices
every day, every hour, what we have done to sinmplify
it, and in particular to reduce the risk to
customers of having average prices be nmuch higher or
much | ower, is established a set of eight different
day-types that are specified to customers that they
had. Each day-type has six different blocks of
energy prices associated --

Q Okay. Just stop for a m nute because |
| ost you a little bit. Al right?

A. Sur e.

Q So tell me -- | understand that it doesn't
have the hourly price, but then you went on and said
it has eight what? Eight --

A Ei ght different day-types.

Q Ei ght different day-types?

A Day-types, yes.

Q Day-types. All right. What do you mean
by a day-type?

A Each day-type has a different |evel and
pattern of prices for each hour of the day.

Q G ve me an exanple of a day-type. Does

that mean |ike one day is in the winter, one day is
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in the sumer when it's really hot, one day is in
the summer when it's not really hot? |Is that a day-
type? Or just explain for me what a day-type is.

A That is generally true. The two

hottest -- the two highest price day-types are -- we
call day-type one and day-type two. Those generally
are only used in the sumer. They have the highest
prices and reflect the system cost conditions that
we have really only in the sumertime. The
remai ni ng day-types can be used any time of the
year. For that matter, day-types one and two could
be used in the winter, but that would be highly
unusual

And the particular day-type is determ ned
based on day-ahead forecasts of our system | oads and
M SO | ocati onal marginal prices.

Q Al'l right. | need a little nore

expl anati on on those. Let's say it's wintertinme.
Let's say it's January. Let's say | have -- I'm
using -- because this is required to be used for
more | oads over 1000 kil owatts, let's say | have
heating that is supplied by electricity for my home
and | have four options to use then, because you
said there's two day-types that would be used in the

summer and you said -- well, | guess you said
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there's eight so | have six different options to use
in the winter then.

Tell me how | decide which day-type to use

in January on a cold winter day with residenti al

heati ng.
A Sure. There's a couple things I want to
clarify. First, is the day-types one and two that |

menti oned are really exclusively used in the sumer,
but any of our eight day-types can be used in the
summer or, for that matter, any day of the year.
What | meant by day-types one and two is that they
are really exclusively used only in the sumer.

A second clarification is that real-time
pricing is an option for really |arge commercial and
i ndustrial customers of 1000 kil owatts and above, so
it wouldn't be --

Q Oh, it's for loads. Excuse ne.

A Ri ght .

Q Al'l right. Go ahead.

A Right. But it's the conpany that
specifies the day-type and that's provided to the
customer and that customer is aware of the pricing
t hat goes along with each of those different day-
types and then can respond accordingly.

Q So give me an exanple of a day-type for a
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commercial customer that they m ght choose.

A Well, we actually select the day-type and
e-mail that to customers by 4 o'clock the previous
day. And in the sumer, for example, on the highest
days, it would be a day-type one and the highest
price is around 30 cents a kilowatt-hour. The
customer would receive that day-type that afternoon
before the day that the pricing is effective and
t hen, because it's the highest cost day-type, they
woul d have the greatest incentive to adjust their
| oads, plan for further | oad patterns that next day
to mnimze their |oads both generally over the
course of the day, but particularly on the -- at the
hi ghest price hours of the day.

So a customer could have a different | oad
response, |oad profile that they plan on according
to each of the eight different day-types. But we
are the -- but we specify a day ahead which day-type
is in effect.

Q You tell the customer, the customer

doesn't make the choice?

A That's correct.
Q You say you take a | ook at what M SO is
projecting whol esale energy costs will be the next

day and you send the customer eight day-types that
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t hey can pick fron?

A We | ook at the forecast of the energy
prices for the next day and we al so | ook at our
system | oad forecast, and then on the basis of those
two pieces of information, then we select the
day-type that's nost conpatible with that cost and
| oad profile projection. And then based on that, we
may sel ect, say, a day-type three and then after we
make that selection in the afternoon, then we e-mil
to customers that day-type three is the particul ar
day-type for tomorrow.

Q G ve me an exanple of day-type three, just
so | get an idea of what the difference would be
from day-type two. When you're picking these for
customers and you're telling themthese are the
rates you're going to have to choose from tonmorrow.
And then we'll get into why |I would choose to do
this, but, first, give me an exanple of how you're
going to decide whether it's day-type two or
day-type three.

You said that you take a | ook at what's
projected by M SO for the followi ng day and then you
make a decision as to what day-type forecast you
send out to the customer?

A. That's - -
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Q WIll it be the same for all customers?
Let's say if I'"'ma comercial customer with a | oad
over 1000 kilowatts and | signed up for this
program will -- and there's three conmpani es that
have chosen to do this, will all three receive the
day- ahead forecast, same day-type?

A Yes, absol utely.

Q All right. Okay. And then the next day
comes along and you're going to choose anot her day-
type. Just tell me a little bit about what's in
t hese day-types.

A When the rate was designed, we |ooked at
hi storical | oads and costs. Mar gi nal costs and then
| oads really representing the capacity of val ue
el ement of the pricing. And we took a year's worth
of data and separated that into eight different
day-types and they're not intended to be used the
same number of times each day. For exanpl e, day-
type one, on average, would be used five days per
year and day-type five would be used 60 days per
year, on average.

The -- then when it comes time to actually
make the determ nation for the next day, we get the
current forecasts of the energy pricing and our

| oads and evaluate those with respect to how it
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compares to the historical base definition of the
eight different day-types to cone up with the best
match to connect the day-type with the updated
i nformation.

Q Okay. And then on page 16 you get -- you
say there's two different types of incentives that
are opposing, on lines 14 through 23. And the first
one, "The contract demand provision works by
bal anci ng two opposing incentives. Demand char ges
are reduced as a customer selects a |ower contract
demand |l evel." And then -- and so | need a little
help with that. And then, "However, a separate
energy charge for capacity-related costs, applies to
all energy use from | oads over the contract |evel
during peak period hours."”

Al'l right. So just go through those two.

A Okay. That is the nmost conplex el ement of
t he design and that's the case because with real-
time pricing, the demand pricing is perhaps the
| argest chal |l enge, because as opposed -- relative to
a standard pricing where the demand charge is the
same every day, with real-time pricing, it's really
essential to differentiate the demand charge signal
so that it's at its highest incentive to conserve

and reduce | oad on the highest cost days, but on the
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| owest cost days that it doesn't interfere with,
really, a more economcally efficient use of power.
So the contract demand provision hel ps address that
objective with two opposing incentives.

Just as an aside, let me mention that the
sentence that you read, demand charges are reduced,
could be nore clearly stated total demand billing
woul d be reduced as a customer selects a | ower
contract demand |level. That's what's unique about
real -time pricing, is that instead of having a
demand meter show us what the peak demand was each
mont h and then using those billing units to apply to
t he demand charge, the real-time pricing, the
customer selects a contract demand | evel .

And in order to have a bal anced incentive
So customers select a reasonable demand | evel
really something over zero kilowatts, there' s a
separate, unique energy charge that they can apply
and that energy charge is, in a sense, an
approxi mati on or has demand charges or it works in
net as a focus demand charge. That demand charge --
or excuse me -- that energy charge applies to energy
only above the load |level that a customer specifies
with their contract demand charge.

Q So when | sign up for this, I"mgoing to




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

25

356

specify a contract | evel of energy |I'm going to use

and then | specify a -- I'"'mgoing to specify in the
contract a demand level that |I'm going to use and
then -- that's at the beginning, and then as | go

t hrough the year and | get a price signal fromthe
company with this day-type and |I'm going to say,
well, it looks |ike tonmorrow |'m going to pay a | ot
more for demand than | usually do and so I will --
will agree for tomorrow to select a | ower contract,
a | ower demand | evel. So will it be on a daily
basis |I'm changing my contract?

A Well, no, it's not quite that conplicated,
actually. A customer selects a contract demand
| evel and that's in effect every day of the year.
That can be revised by a custonmer once a year, but
that is fixed and so it's really based on their | oad
expectations. And so that's established and, for
example -- one reason -- just let me give you an
example of -- the |owest cost day-types are seven,
day-type seven and day-type eight, and on those two
day-types that special energy charge that |
menti oned doesn't apply at all to any energy use
over the contract demand level. That's an exanple
of how the demand charge is effectively elim nated

in an instance where the costs are the | owest.
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On ot her days, though, day-types one, two,
three, four, five, six, that limted energy charge
is in effect. So if custonmers use energy above
their contract demand |evel, they're charged that
energy charge on the energy use that is specific
only to that bel ow and above the contract demand
| evel .

Q Do you have this rate, real-time pricing
service, in place in any of your jurisdictions at
the present time?

A Yes, we do. It is in effect in the State
of W sconsin and the State of M nnesot a.

Q How many people are signed up in those

states for this progranm?

A Not many. It's -- in Wsconsin there
is -- there are about nine accounts, but they're all
associated with a single customer. And in M nnesota

we have two customers.
Q How | ong has the -- how long has real-time

pricing service been in place in both states?

A Real -time pricing began in 1996 and then
in -- rather, in 2005, this current version of
design of real-time pricing was -- replaced the

original rate design.

Q Has the conpany given any thought to
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providing actual meters to customers with | oads over
1000 kil owatt that actually show the real-tinme
mar ket prices and work -- tried to work on a tariff
for even a few custonmers that will allow themto
make the decisions based on what they're seeing are
mar ket costs at the time of their energy use simlar
to -- | know you have -- that the company is putting
into place a test in Boulder, Colorado on real-time
pricing using actual meters, but are you doing --
and that's going to be throughout the whole City of
Boul der, is what my understanding is.

s that correct? |Is my understanding

correct on Boul der?

A | have only a little exposure to Boul der
| think that's in phase two or three of that project
to develop really nore dynamc pricing that at | east
has some el ement of real-time pricing to it. I n
part, some of the limtations are present really no
matter what the underlying technology is as far as
bal ancing the risk mtigation of real-time pricing
with -- such as the way we've addressed it in the
proposed real-time pricing tariff relative to an
absolute market how it is changing every five
m nutes type of a pricing indication.

Q | ' m concerned that today people are aware,
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customers are aware of the opportunities of real-
time pricing through meters, of having their own
meter in their home. They've read a |ot about this,
and that the name of this may be -- may not be
absolutely correct in today's -- using today's
technol ogy and the inplications of it.

Is it called real-time pricing service in
W sconsin and M nnesota?

A Yes, it is.

COMM SSI ONER WEFALD: Yes, it is. Thank
you. That's all the questions | have at this tinme.
JUDGE WAHL: Comm ssioner Cl ark.

EXAM NATI ON
BY COWM SSI ONER CLARK:

Q Just a couple things. On the conmerci al
and i ndustrial portion of your testinony, pages 9
and 10, right at the bottom you descri be the energy
charge credit.

A That's correct.

Q Okay. Could you walk me through your
answer? It starts out, "The proposed energy charge
credit is based on an analysis of energy cost
di fferences by | oad factor, using the hourly | oad
patterns of | oad research sanple customers. These

| oad characteristics were used to determ ne wei ghted
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average amounts per kilowatt hour for marginal
energy costs and proposed rates with and wi t hout
energy charge credit."”

Could you, in laynmen's terms, describe
what it is you're tal king about?

A Yes. |I'Il try. MWhat the energy charge
credit has as its objective is to reflect cost
characteristics nore accurately than can be done
with the conventional demand in energy pricing. And
the analysis to do that | ooks at the pattern of
energy use of customers at different | oad factor
| evel s to see conpared to, say, an average | oad
factor | oad profile, where those higher |oad factor
customers are using the additional anmpounts of
energy, what times of the day or the week or the
month or the year that relative to a peak | oad |evel
they're using the extra levels of energy. And then
this analysis | ooks at, well, what are the margi nal
energy costs at those hours when the higher | oad
factor customers are using those higher |evels of
energy relative to their load level and it | ooks at,
well, what -- then it takes all that and it
condenses it into an annual average amount of
mar gi nal energy costs.

Q Okay. So what you found was when you
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| ook, generally speaking, at |arger users,
i ndustrial/commercial users of energy, when you | ook
at how they use power, when they use power,
effectively that additional power costs |less than
regul ar users because of just how they use it and
when they use it, and if you didn't create this
credit for them they would be paying nore than
their fair share; is that an accurate
characterization?

A. Yes, that's correct. Those times when
t hey use that additional energy tend to be, you
know, off -- beyond the normal higher price | oad
times, the mddle of the night or times of the year
when the costs are |ess.

Q They tend to not be doing it in the m ddle
of the summer from5:00 to 10:00 p.m?

A. That's correct.

Q Okay. On page 18 you discuss |ighting
rate design. Wuld the typical users of this
portion of the tariff be nmunicipalities?

A. That's correct.

Q Could you talk a little bit about the
i mpact that this design change is going to have, as
wel | as perhaps give me sonme nore information on the

mercury vapor lighting units that are no |onger in
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use. Are there municipalities that -- are they
still using them or are they going to be -- are they
just sinply not used at all, or is it a matter that

if they replace, they couldn't buy then? |Is this
going to force cities to buy lighting fixtures that
t hey ot herw se wouldn't be forced to do?

A This proposal will not force cities to buy
lighting units they would not, because it does not
elimnate the rate for different kind of lighting
services where there are still currently mercury
vapor fixtures. It sinply recognizes that we don't
have -- that would transition to more efficient
lighting, high-pressure sodiumlighting and,
therefore, are no | onger any mercury vapor |ighting
units avail able and because they're | ess efficient,
there's no anticipation that we would ever have
more, that there would be a demand for mercury vapor
lighting.

Q Okay. So the main difference is that
they're just going to be losing the small discount

that they were receiving before; is that correct?

A Well, that's a second set of proposals.
"1l just clarify that with mercury vapor |ighting
the rate is currently -- the rates that we're

proposing to elimnate are currently not being used
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at all and so it's really just a cleaning up of the
tariffs.

Wth respect to the cancellations of some
of the subgroupings, those are instances where
there's relatively small discounts provided for very
m nor service differentiations and those
di fferentiations now really don't have any
significant or definable cost differentials there.
So some of the custonmers that do have a group Il or
a group Il service would have slightly above-
average increase for that conponent of their
lighting system but it's -- tried to make it a
fairly moderate inpact. So | think the highest
i mpact was | ess than an 11 percent increase.

Q What ki nd of dollar value are we talking
about? So for -- | don't know how to define an
average city, but with the major cities that Xcel is
dealing with in three or four of the larger cities
in the state, it's 11 percent of what total, and

what ki nd of dollar inmpact are we talking about?

A | don't have the figures on lighting
billings by city. The -- our proposal for street
lighting is for no increase overall, even including

t he i mpact of cancelling these subgroups which have,

for that particular service, an 11 percent increase.
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So that's balanced by other |ighting rates, which,
of course, then would be -- have a slight decrease
so that in total the -- for all lighting custoners
we have a zero percent proposed increase. That
doesn't mean that there may be an individual town,
however, that doesn't have a net increase in their
lighting, streetlighting bill from our proposal if
t hey have significant percentage of their |ighting,
I ights, served through group 11, for example, or
group I1l, but, in any case, the maxi mum possi ble
increase would be less than 11 percent.

COMM SSI ONER CLARK: Okay. Thanks.
That's all |'ve got.

JUDGE WAHL: Comm ssioner Cramer.

COMM SSI ONER CRAMER: ' mjust sitting
here wondering what young boys are going to do in
small towns if they can't kick the |ight pole and
make the mercury vapor |ight go off.

EXAM NATI ON

BY COMM SSI ONER CRAMER:

Q | do have a question. Comm ssioner Wefald
commented that a |ot of customers are readi ng about
real-time pricing and are interested in it.

Do you get a lot of -- do you hear from a

| ot of North Dakota customers with an interest in
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pursuing these more innovative, creative ways of
tracking pricing and having some sort of a response
mechani sn?

A | do have some information such as that or
just other interest, customers' interest in pricing
i deas conveyed to me, but that generally cones
t hrough ot her areas of the conmpany, marketing
representatives, and | haven't heard any recent
comments passed on to me through that method from
customers specific to real-time pricing.

Q Well, the reason | ask is, sometinmes | get
the sense we sit around, those of us that follow
this stuff closely and are paid to do that, and talk
about it |ike everybody else is interested and,
frankly, the only comments | ever hear fromtime to
time are, howis this going to hurt me? You know,
as a regular ratepayer, howis this going to be made
up in my bill? And so |I'mjust wondering if there's
a high demand, or if this is just kind of fun stuff
for smart people to talk about.

COMM SSI ONER CRAMER: But | have not hing
further.
COMM SSI ONER WEFALD: | have a final one.

JUDGE WAHL: Comm ssi oner Wefal d.
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FURTHER EXAM NATI ON
BY COMM SSI ONER WEFALD:

Q Yes. | was interested in your discussion
with Comm ssioner Clark regarding the energy charge
credit. Now, on page 5 of your testimony it says,
"The most significant proposed rate design change is
elimnating the present declining block energy
rates.” And then we're going to, "Flat energy rates
are proposed to replace the present energy rate
structure..."

Al'l right. So in nmy mnd, the reason that
you do this -- and | just want to share what's in nmy
m nd so that you can tell me if |I'm wrong.

The reason we go from declining bl ock
energy rates, which neans that -- in my mnd, a
declining block energy rate would be something |like
the first 500 kilowatt-hours are at one rate, which
is higher, you pay higher, and then you go to the
second 500 kil owatt-hours and you pay a | ower rate.
And the reason you go to a flat energy rate is
because you want to give -- send the signal that
using nore electricity is not necessarily the best
thing to do and you don't get a discount by using a
| ot nore electricity. You pay the same rate for

your electricity regardless of whether you're using
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one kilowatt-hour or a thousand kil owatt-hours.
s that a correct -- am1|l -- do you have
any argument with my assunptions?

A No, | don't.

Q Okay. Then we get to this energy charge
credit, and to me that's the opposite of what we
were just doing in elimnating the present declining
bl ock energy rate. Explain to me why that's not the
case.

A Sur e. On the surface it does appear to be
identical to the declining block discussion that you
just described for residential service, but it is
really a substantially different el ement of pricing
design and it reflects a different costing
difference. An example of that may be that if --
that if you have the same -- even with the energy
charge credit, the rate is flat rate and so for
customers of the same |oad factor, so if a customer
has a medium high or low | oad factor, their energy
costs increase at the flat energy rate. The energy

charge credit doesn't target increases in energy

use. It focuses in on really when that energy is
used so that -- to reflect the differences in cost.
Q Al'l right. How does it distinguish that?

A It distinguishes that by the analysis that
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| was discussing that | ooks at the | oad patterns
t hroughout the year, every hour of the year of
hi gher | oad factor customers conpared to average
| oad factor customers.

Q Is this for -- just go back for me for a
m nute, the energy credit charge -- charge credit.
Is this for all customers or only for industrial and
commer ci al ?

A It applies only to demand- metered
commerci al and industrial custoners.

Q Okay. |s everyone going to be on flat --
is everyone -- are all customers now going to be on
flat energy rates?

A That's correct. That's what is proposed.

Q All right. And then -- but you're going
to analyze certain customers as to when they use
t heir power, and how are they going to know about
this, the energy charge credit and how it works?
How are they going to know that if they use nost of
their energy, let's say -- let's say it's a

restaurant and they use a |lot of their energy

during -- let's say that falls during a peak time
of, let's say, 4 to 8 o'clock in the evening that
they are going to receive -- they won't receive,

per haps, the energy charge credit, while a conmpany
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t hat uses mpst of their electricity overnight wil
receive the credit. How is this going to be
expl ained to customers?

A | think there's generally two nodes of
communi cation. One is through our own customer
representatives and marketing materials and then the
second really comes through the communication
provided by the pricing itself, the rate schedul e.
We provide the rate schedule to custoners. Some
customers, |'m sure, understand the inmplications of
di fferent pricing components better than other
customers, but they do, when receiving a bill, have
the item zation of the different elements and so a

customer that does receive the energy charge credit

will be able to identify the benefit of that credit.
Q You know, in your description on 11
t hough, line 11 on page 9, it just says, "The energy

charge credit is a rate provision that applies a
credit per Kkilowatt-hour to energy use above the
| evel of 400 hours use."

It doesn't say anything in that paragraph
that it relates to when that energy use occurs. So
help me see where it's described as a --

A Okay. The 400-hours use, of course, is a

measure of load factor and it doesn't identify that
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extra use specific to a particular on-peak or
of f - peak tinme. However, the basis for the credit is
the fact that when | oad factors rise above 400- hours
use, that extra energy used relative to the specific
demand | evel, and that's inportant, specific to a

particul ar demand | evel, that additional energy use

really can only be filled in at times of the day or
t hroughout the year at | ower-priced days -- or
excuse me -- |lower-priced hours. And that filling

in, the fact that those extra avail able hours where
energy can be used to increase the |oad factor are
generally off-peak, you know, just |oosely speaking,
but they're generally off-peak, but they do,
specifically speaking, cost |less on average. And
t he analysis that we conducted to | ook at those | oad
profiles on an hourly basis, conpare those to hourly
mar gi nal energy costs, show that over the course of
the year, on average, their costs, the costs of
hi gher | oad factor custonmers are significantly | ess
t han an average or | ow | oad-factor customers.

Q But in your description that you gave to
t he Conmm ssion on pages 9 and 10, does it
specifically say that it has to be used in a period
of Iow demand in order for themto get the credit?

Is that represented in your tariff, or is that just
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studi es that you' ve done to support giving this
rebate to people who use a | ot of energy and when
hours used? Does it specifically say in here that
you have to use this in order to get the credit in a
peri od of | ow demand?

A It doesn't say that specifically. It --

Q Shouldn't it? Shouldn't it? Okay. Go
ahead.

A It does indirectly say that by virtue of
the fact that it applies only to higher |oad-factor
usage. And it is challenging sonetimes to clearly
and sinply communi cate the basis for a provision to
a customer, but | think a |ot of customers
understand the concept behind pricing that is
differentiated on the basis of |oad factor and we do
include in our tariff the 400-hours use and the fact
that this credit applies only to usage above the
400- hours use |evel.

COMM SSI ONER WEFALD: Okay. "' m going to
take a close ook at that tariff |anguage then.
Thank you very nuch.

| have -- | have something -- I'm
concerned that the Comm ssion -- we had the
assi stance of our staff who advises the Comm ssion,

but we have not had any input from the advocacy




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

25

372
staff on any of these tariffs, to analyze them and
this is a concern for me, that we don't have any
i nput about any of these, in any of the rate design
i ssues, so | just want to state that on the record.

JUDGE WAHL: The record will show your
concern, Comm ssioner.

COWMM SSI ONER CRAMER: | would just say
that | think we have a | ot of input. | think the
lack of input is input in a sense, and | think
that's probably what the Conm ssioner is concerned
about, but | take their lack of input as a |ack of
concern about this particular part of the testinmony.
| mean, | guess that's all we can take it as at this
poi nt .

JUDGE WAHL: Anything further fromthe
Comm ssion? Comm ssioner Wefald.

COMM SSI ONER WEFALD: Well, in fact, you
know, there's quite a number of new processes
proposed here and each one of these in a normal --
if the Conmm ssion were receiving these over a year
instead of in one rate case, we would have an
informal hearing on every single one of these and
have a chance to have people conme in who are
interested in each one of these issues. For

example, on the real-time pricing service, we would
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hold an informal hearing and probably spend an hour
on it. On the energy charge credit, we would put --
have an hour informal hearing. W just don't have

the time to put into that in a three-day hearing and

it's -- we have only -- you know, we covered two of
these -- three of these; the mercury vapor |anps is
anot her one today, but | wonder whether -- |I'm

thinking -- I'm wondering whether we need to spend

anot her day set at another time on these matters to
go over themin more detail. "' mjust thinking
t hrough this as the portfolio holder and as we
proceed through the case. Thank you.

JUDGE WAHL: Anything further fromthe
Comm ssi on?

M. Bradley, followp?

MR. BRADLEY: Yes, just briefly.

REDI RECT EXAM NATI ON
BY MR. BRADLEY:
Q M. Huso, talking about the ECC, the

energy credit, what customers are we talking about

here? Are they commercial/industrial?

A. That's correct. Customers that are
commerci al /i ndustrial customers with demand billing
tariffs.

Q Okay. Is there a m ninmum | evel they have
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to take to qualify for this?

A No, there's not.
Q |f we | ook at 400 hours and if we assume
that there are 30 hours -- 30 days in a nonth, that

means that the m nimum threshold | evel the customer
woul d have to be taking at the qualified |level,
13 hours a day, seven days a week; is that correct?

A That's correct.

Q And if | understand, |ooking at page 10,
there's a table 2, which shows the increase in the
credit, depending on whether it's 400 hours, up to
650 hours; is that correct?

A Coul d you repeat that?

Q Does the ampount of credit change as usage
goes up, hours of use goes up?

A The credit per kilowatt-hour is the sane,

but the total percent of kilowatt-hours used by a

customer that the credit applies to will change.
Q So, for example, you're |ooking at on this
tabl e customers with 600 hours. If I -- again

30 days a nonth, we're | ooking at that customer
using that energy level at 20 hours a day for seven
days a week for an entire nmonth?

A That sounds correct.

Q Okay. And when you were talking about
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that this is a |load factor rate rather than hourly
charge, it's not a real-time pricing charge, it's a
| oad factor, could you explain that just a little
bit further for me?

A Sure. A |load factor is measured by the
relationship of total energy use to the peak demand
a customer uses each month and the 400 hours, for
exampl e, would be -- a custonmer had 400 hours use
t hat woul d mean their total energy usage for that
mont h woul d be 400 tinmes their peak demand, and this
provi sion says, well, if a customer uses -- say,
total energy use is above 400 up to 500, for
exampl e, then the energy associ ated between the 400
and the 500 hours would receive the credit, but none
of the other energy use up to 400 hours would
qualify for the credit.

Q As a customer's | oad factor increases,
what's the inpact of the average cost serving that
customer ?

A The average cost decreases with the
increases in |oad factor.

MR. BRADLEY: | have no further questions.
JUDGE WAHL: M. Bahr, followup?
MR. BAHR: | have no foll owup.

JUDGE WAHL: Comm ssioners, any follow- up
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gquestions?

Al'l right. Thank you very much, M. Huso.
You may sinply hang up the phone.

THE W TNESS: Thank you.

MR. BRADLEY: Your Honor, our next witness
is M. Zins.

JUDGE WAHL: Good nor ni ng. M. Zins?

THE W TNESS: Yes.

JUDGE WAHL: This is Al Wahl at the North
Dakota Public Service Comm ssion hearing room and
we are ready for your testinony.

THE W TNESS: | am, too. Thank you.

JUDGE WAHL: As you are probably aware,
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.

THE W TNESS: Al'l right.

JUDGE WAHL: Perjury is a false statenment
of material fact which you do not believe to be
true. I n 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 up to five years, or both.

Bei ng advi sed regarding perjury, M. Zins,

do you swear that the testimny which you' re about
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shall be the truth, the whole

the truth?

THE W TNESS: | do.

JUDGE WAHL: M. Bradley.

MR. BRADLEY: Thank you, Your Honor.
PHI LLIP J. ZINS,

being first

as foll ows:

duly sworn,

was exam ned and testified

DI RECT EXAM NATI ON

BY MR. BRADLEY:

Q M. Zins, would you please state your name
and title for the record?

A My name is Phillip J. Zins. M title is
manager of pricing and planning for Xcel Energy.

Q M. Zins, did you file both direct and
rebuttal testinony in this case?

A | did.

Q M. Zins, we have had marked as Exhibit 16
your direct. Do you have any additions, deletions
or corrections to your direct testinony?

A | do not.

Q And we've had marked as Exhibit 17 your
rebuttal testinony. Do you have any additions,

del eti ons or

A. No.

corrections to your rebuttal testimony?
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Exhi bits 16 and 17.
JUDGE WAHL: M . Bahr?
THE W TNESS: A clarification?
JUDGE WAHL: Go ahead, M. Bradley.
Q ( MR. BRADLEY CONTI NUI NG) Go ahead,
M. Zins.
A Those nunbers then include both the
testinony and the tax schedules; is that correct?
Q That woul d be correct.
A All right.
JUDGE WAHL: M. Bahr?
MR. BAHR: No obj ecti on.
JUDGE WAHL: Exhibits 16 and 17 are each
recei ved.
MR. BRADLEY: M. Zins is available for
guesti ons.
JUDGE WAHL: M. Bahr.
MR. BAHR: No questions.
JUDGE WAHL: Does any Conmm ssi oner have
any questions for M. Zins? Comm ssioner Wefald.
COMM SSI ONER WEFALD: Yes, | do.
EXAM NATI ON

BY COMM SSI ONER WEFALD:

378

Q There's a whol e bunch of tariffs that have
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been filed here that are changing very substantially
processes that we've used for years here in North
Dakota. And, again, | don't know that we have time
at a three-day hearing to cover these in detail,
whi ch concerns nme a great deal

And the first one is the proposed changes
to the fuel cost -- fuel clause. And at the
begi nning of these they say they are going to plan
to change it fromthe name fuel clause rider to fue
cost rider, and this one is significant in that in
this no fuel costs would be required through base
energy charges and, also, they state that they're
not certain whether this one goes along with North
Dakota rules on a fuel-cost adjustment.

So | would |like to have some di scussion
about the fuel cost rider.

A All right. Conm ssioner Wefald, would you
like me to summarize it?

Q Yes, | would. | would. And tell nme --
explain for me especially how no fuel costs would be
recovered through base energy charges and how this
i mpacts rates, in general, as well as the specifics
of this process.

A All right. The detailed -- the mechanica

details here would not inpact rates differently from
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the way they woul d have been inpacted had we not
unbundl ed it, and the reason for unbundling it is to
make it very simlar to the way gas rates work.

Ri ght now the gas rate delivery charge is a separate
item and then the commodity is a separate item

Hi storically, for electric, at the tinme of
the rate case, the base fuel cost; in other words,
the cost level for the fixture would be established,
let's say, at 2.5 cents, and that 2.5 cents would be
bundl ed together with other energy-related charges
in the energy charge, and then going forward from
there, the adjustment, as the cost of purchased
energy went up, would be recovered through a

separate fuel charge.

Q Al'l right. | have a question here.

A Yes.

Q And so doesn't that have an inmpact on
rates, then, if, let's say, 2.5 cents was built into

the cost of your basic rate that you're paying on a
mont hly basis to Xcel, and if you take that out and
it goes into the fuel cost, doesn't that 2.5

cents -- let's just assune it was 2.5 cents --
doesn't that -- and that disappears, doesn't that
change the rate then? Shouldn't it go downward?

A Well, the energy charge, as it's call ed,
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woul d go down because that 2.5 cents would come out
of the energy charge and what would be left over is,
let's say, $0.02 of other energy-related costs, and
then stated separately in the tariff and the
customer's bill would be that 2.5 cents, plus any
upward adjustments in that 2.5 cents as you go
t hrough time, but if you added all those together,
it would be the same number as if you hadn't
unbundl ed. It just states it separately on the bill
so everybody can see what fuel costs are separate
fromthe other energy-related costs.

Q Okay. Go ahead.

A Okay. That's the first change. It's sort
of a mechani cal presentation change. The other nore
significant change to the fuel clause adjustment is
that in the past that 2.5 cents that's the average
cost for the whole system let's say, and each cl ass
woul d get a slightly different number built into
their base rates, dependi ng upon what their usage
pattern was; slightly smaller for residential and
streetlighting, and slightly higher for C & |
customers because their usage pattern isn't as
favorable as is the residential and streetlighting
classes. And then -- but going forward, to the

extent that fuel costs go above the 2.5 cents, that
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you have, then, a positive fuel-clause adjustnent
from nmonth to nmont h. In the past that was recovered
on sinmple average kil owatt-hour usage, so everybody
got the same number. Well, let's say the cost went
from2.5 cents to 3 cents, you'd have a hal f-cent
fuel -cost adjustnent. Everybody woul d see the same
hal f-cent FCA adjustment on their bill.

Q And why isn't that -- and that seens very
fair to me. So just tell me why that's not fair
t hat everyone would pay the increased costs of fuel
if the fuel price is going up, let's say, on the
whol esal e market and the cost to Xcel is higher fuel
cost, why shouldn't everyone pay that whole cost?

A Well, the reason for that is the same
reason that the base cost in a test year is
all ocated differentially to the customers. That
base cost | tal ked about is 2.5 cents. Not al
classes paid 2.5 cents. On average, it's 2.5 cents,
but each class pays a slightly different nunber
dependi ng upon their usage pattern. So if you're
more on-peak related in your usage pattern, then as
a system average, you'd pay slightly more than 2.5
cents. You may pay 2.51 cents. \hereas, if you
have a slightly more favorable usage pattern, you

woul d pay somewhat |ess, |like 2.49. Okay. That's
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the way the base costs would have been built into
t he energy charge at rate base tinme. It's only the
adj ustment part going forward which would have been
on the average basis.

So the argunment is this: The extent that
the costs go above the 2.5 cents fromthe test year,
which was allocated differentially to the cl asses,
the way it's always been, shouldn't the adjustment
part be differentiated, too, because, if it's not,
then if you're one of those with a more favorable
usage pattern, you would pay 2.5 cents through the
traditional method or you would pay -- excuse me --
you pay the half a cent fuel adjustment charge,
whereas it should have been .49, rather than .50.
And the opposite is the case for a class |like
non-demand C & I, which tend to be very on-peak,
because they're an 8-to-5 kind of operation. They
shouldn't pay .5 cents of the adjustment. They

shoul d pay .51.

Q But this is simlar to what we just heard
about, though, in -- fromthe rate design person.
Al ready those people -- you're proposing that

they're going to get a break because they're going
to get an energy charge credit. Large users, let's

say, who use a great deal of energy at one time
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period, they're going to get an energy charge
credit. So I'"'massum ng that this fuel cost
adjustnment that's going to be now different for
every custonmer group, depending on their usage, is
al so going to give a credit then to | arge users; is
t hat correct?

A Well, almost. These are very closely
rel ated, but slightly different issues. VWhat |'m
tal ki ng about here is, for the four major classes,
differentiating that fuel adjustment half-cent by
the four major classes; residential, non-demand,
demand, and |ighting. But then within the demand
class, who on average for that whole class get
assigned, let's say, .51, slightly above the average
because that's the way this new method works, the
whol e cl ass as a whole gets assigned .51 rather than
.50, but then within the large C &1 -- or demand-
met ered cl ass, we know that the very | argest
customers, pre-shift operations, for example, have a
much better than average usage pattern than the
class as a whole. So the class as a whole gets
assigned .51, but then within the class we know t hat
some of those customers should really have .52 and
the | argest customers should have some small er

nunmber . lt's that within-class differentiation that
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M. Huso was tal king about, where the | argest,
hi ghest | oad factor custonmers, whom we know have a
very favorable usage pattern relative to the class,

get that $0.09 discount.

Q Right. And then they also will get a
di scount under this, as well, won't they?
A Well, actually, the demand-metered cl ass,

if you look at the tariff, the ratios that are in
there for the demand-metered class is actually above
one, so the class as a whole gets an assignnment of
1.0548. So the class as a whole gets a higher
ratio. The class as a whole, for exanple, in our
exampl e woul d get assigned .51 or .52, whatever the
number turned out to be, but, then, wi thin that
average of .52, the |argest customers within that
group get assigned a slightly |ower nunber, but the
class as a whole gets assigned .52.

Does that make sense?

Q No. It's just too hard without -- it's
hard. This is hard. | s there a way you could send
in an exanple --

Yes.
-- to the Comm ssion?

Yes. Actually, you have some --

O > O >

Al'l right. Show me.
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A -- of those figures already. In response
to IR1-1, there is a schedule that shows how this is
cal cul ated, how these nunmbers come -- are devel oped
for each of the four major classes and then within
t he demand- metered group it showed three nore
numbers where you take that demand-metered cl ass
average and break it down into non-time of day and
then for the time-of-day customers, who are these
| arge, high-load type of customers, they tend to be
on time-of-day rates, their number is then broken
down between an on- and an off-peak number. So if
you or your staff wanted to | ook at that, it's in
response to IR1-1 where that is provided. And

then if they have --

Q Was that a discovery request?
A Yes.
Q See, the Comm ssion doesn't see those. W

don't see those. Only our staff sees those. That's
t he advisory staff who asked for that.

A Okay. Well, Comm ssioner Wefald, we can
provide that, if you would |ike, have you or your
staff look at it, and if you' ve got nobre questions,
we' d be happy to answer.

Q Thank you.

A. Yes.




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

25

387

JUDGE WAHL: So, Comm ssioner, is this
going to be an exhibit?

COMM SSI ONER WEFALD: Yes.

JUDGE WAHL: \Where are we with this?

COMM SSI ONER WEFALD: Yes. This would be
a late-filed exhibit.

JUDGE WAHL: Okay. Counsel, for the
record, this will be late-filed Exhibit 32, if ny
count is correct. And the title of this exhibit --
M. Zins, what are you going -- or Ms. Hertzler.

MS. HERTZLER: Your Honor, if | would, the
response to 1-1 was to provide the work papers and
schedul es of every expert that testified in this
proceedi ng. | " m suggesti ng perhaps what
Comm ssioner Wefald is maybe not sonething as
vol um nous as that, but just the work papers and
schedul es of M. Zins.

COMM SSI ONER WEFALD: That's correct.

MS. HERTZLER: So | woul d propose then,
instead of providing you with a copy of 1-1, that we
provide you with the work papers and schedul es
related to this witness, and that we would be happy
to do that as a late-filed Exhibit 32.

JUDGE WAHL: All right. For the record,

|late-filed Exhibit 32 will be Xcel's exhibit as the
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wor k papers and schedules of M. Zins.
Anyt hing further, Comm ssioner Wefald?
COMM SSI ONER WEFALD: Yes, | do.

Q (COWM SSI ONER WEFALD CONTI NUI NG) Then on
page 28, the distributed generation interconnection
procedures.

A. Yes.

Q All right. It says, "Because of the
growi ng interest in distributed generation
facilities that are owned and operated by
non-utility devel opers, the Company has devel oped a
document titled Distributed Generation
| nterconnecti on Manual ."

And this is a 65-page document and so you
don't want to put it in the tariff. You want to
just put a mention of it in the tariff, that it's

avai l abl e. So --

A That's correct.
Q Yes. And so tell me -- just describe for
me so that | understand this just a bit better, what

type of distributed generation is going to be using
this interconnection manual .

A well - -

Q Is this for a wind turbine on a -- is this

for a wind turbine on a rural Cass County -- let's
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say a school . Say a school puts up a wi nd turbine,
one wi nd turbine, would that be consider distributed
generation, or is it in a home where a person puts
in, let's say, a gas-powered facility that can
generate electricity for their home? What Kkinds of
di stributed generation are we tal king about here?

A It would cover both of those. Anywher e
froma small wind turbine on a farmor a home to a
much | arger one devel oped by an entrepreneur who
wanted to sell power back to us. And this docunment,
very vol um nous, provides all the technica
background on the interconnection process, safety
di sconnects, all that type of thing.

Q How i s that handl ed now by Xcel ?

A Pretty much the same way. It's just that
this particular document hadn't yet been referenced
in the North Dakota tariff book and so that's why we
provided this vehicle for doing so. W could put
the whole thing in the tariff book, if you would
like us to do that. It's just that it's very | arge.
We didn't know whet her that was really necessary or
not .

Q Okay. So, basically, at the present tinme,
it has been available to people who wish to

interconnect, it's just that you didn't have a
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mention of it in our tariff book; is that correct?

A That is correct.
Q Al'l right. Thank you. That clears up
t hat one. All right. Then on -- what is the -- |

notice that you're proposing increases in the
service processing charge on page 31. Just help me,
because | didn't have a chance to go back and | ook
at our tariff, what the present processing charge is
for initial establishment of service for each

cust omer .

A The present processing charge is $12 for

electric, whereas it's $15 for gas. This would then
change it to $15. It would be the same for both.
So if you're a joint custonmer, you would get this
$15 charge. It would be just one, by the way, not
two of them added together. And then the numbers
woul d be the same and reflect current cost |evel.

Q Okay. MWhat is the optional nmetering
services, Section 1.5, on page 32?

A All right. This is for a nunber of
devices that are now connected to our poles that
draw power on a continuous basis. For exanpl e,
cable TV attachments, cell phone attachnments, neter
readi ng, rempte metering equi pment that hangs on the

pol e and draws some power to run that equipment on a
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conti nuous basis. Rat her than sticking a meter on
each one of those, we just note what the kW size is
of them and we can cal cul ate what the kil owatt-hour
usage is and bill it that way. You don't need to
put a meter there because you know every nonth is
going to be exactly the same kil owatt-hour usage.

And so the optional metering service just
means you don't bother to put a meter out there if
you don't need one, you just send thema bill for X
amount, which is based on a known usage | evel.

Q And the customer and the conpany agree

that this has a set usage |evel?

A Yes. We know that these devices --
they're sort of |ike a transformer plugged into the
wal |l that runs your -- that keeps your computer

char ge. We know that that's plugged in 24 hours a
day and we know what it uses and there's no reason
to put an expensive meter on there to measure that
because it's going to be the same every nonth
anyway.

Q Okay. Thank you. All right. The next
one | have a question on is the meter testing. This
IS one where you're proposing changing our -- how
meters are tested, but, again, you think that it may

require a change in our rules.
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A Yeah. The rules, North Dakota rules, are
fairly specific on the sequence for testing neters.
Our test procedure is different fromthat, but we
believe actually provides for nmore accurate meters.
And so, technically, we need a waiver of the rules
because our process is slightly different from what
is prescribed in the rules, but it actually provides
for more accurate nmetering because it's sort of a --
about a three-step process.

First of all, when we get nmeters fromthe
manuf acturer, they have to be certified to be within
a half percentage point accuracy, plus or m nus,
whereas | believe the Comm ssion rules call for plus
or m nus two percent.

Q We had this big controversy, you know,
about your nmeters that you recently had. | think
t hat was for natural gas, though, not for
electricity.

COMM SSI ONER CRANMER: | think it was.

THE W TNESS: |"m not famliar with that
i ssue.

Q. ( COMM SSI ONER WEFALD CONTI NUI NG) Al |
right. Go ahead.

A VWhen we get the meters shipped to us from

t he manufacturer, we sanple test themto make sure
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t hat they have, in fact, provided us meters that
provi de accuracy plus or mnus a half percent, and
if we find any in there that are not, we test them
all and either send them back to be recalibrated or
fix them ourselves or get rid of them if they can't
be brought to standard.

Okay. Then once they go in the field, we
have a process for sanple testing them a portion of
them every year to check whether or not they're
within the half a percent tolerance. I f they
aren't, they're fixed. I|f they can't be fixed,
they' re dumped and new ones are put in place. And
then the sequence is such that all the meters would
be tested in this random sanmple method within either
16 years or 8 years, depending upon the meter.

That's essentially the process. And we
believe that it provides for overall better
standards than the rules themselves, but it is
technically different so we'd need a waiver to do
so.

Q Okay. Then | want to go to nonthly
billing, Section 3.3, page 40.

A All right.

Q And on that one, let me see. We have

received -- | have received recently people
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concerned about that their meter is not being read
monthly as is provided for in North Dakota rules.

So when you said that there's already exceptions for
reading the meters on a nonthly basis, | took a
close ook at this. So you're going to have to give
me a m nute. ' m going to try to find the section
in our own rules here, 69-09-02-10-3. 69-09 --
let's see here.

Coul d we take a break for five m nutes?

JUDGE WAHL.: Yes, we may. We're due,

anyway.

COVM SSI ONER CRAMER: Probably not a bad
time.

JUDGE WAHL: We'll be in recess for 10
m nutes, until 10:45.

COMM SSI ONER WEFALD: Thank you.

THE W TNESS: Should | just stay on the
line here?

JUDGE WAHL: That's a good question. \Wy
don't | call you back, M. Zins, | think will work
just as well, rather than holding the |Iine open. So

"1l call back at approximately 10: 45.
THE W TNESS: All right.
JUDGE WAHL: Thank you.

(Recess was taken.)
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JUDGE WAHL: All right. W're back
M. Zins.

THE W TNESS: Al'l right.

JUDGE WAHL: And you understand, of
course, that your further testinony continues under
oath and subject to penalties of perjury.

THE W TNESS: Yes, | do.

JUDGE WAHL: Comm ssi oner Wefal d.

Q (COMM SSI ONER WEFALD CONTI NUI NG)  Yes. On

page 40, your nonthly billing, Section 3.3.
A Yes.
Q Al'l right. Now, | went back and took a

| ook at our rules, you know, because we do get
gquestions from customers about how often their
meters should be read and how often they should be
billed for service. Okay?

A Yes.

Q And so when | read your new |l anguage, "The
company may read certain meters |less frequently than
once each billing month for customers under the
company's self meter reading procedure...” And that
is somewhat simlar to what we have in Section 3 of
our rules, "The utility may obtain the neter
readi ngs on a form supplied to the customer provided

a utility representative reads the neter at | east
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once each three nmonths..."

So I'm assum ng that your conpany's self
met er readi ng procedure is where you have the
customer themselves reading their own meter monthly
and turning in those -- turning in their results to
t he conpany; is that what that is, the self meter
readi ng procedure?

A That's what | understand it to be, yes.

Q Okay. "...or when the conpany and
customers otherwi se mutually agree..." It says
under 2 of our rules, "The utility may read meters
used for determ ning charges to customers | ess
frequently than once each nmonth provided
aut hori zation thereof is obtained fromthe
Comm ssion. "

s this the authorization you're asking

for fromthe Comm ssion, is this change in rules

here?
A. Part --
Q Is this the authorization by us? When we

woul d approve this tariff |anguage, that would be
t he aut horization obtained fromthe Conm ssion?

A Yes. | believe so, yes.

Q So that's why I want to make sure | know

what we're doing here. And then it does say,
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. .except that the company will read the nmeter at
| east once every three nmonths.

And then the next one | also have a
guestion on. The second proposed modification
clarifies certain company practices as follows: | f
the billing period is |onger or shorter than the
normal billing period by nore than five days, the
bill should be prorated on a daily basis except for
t he Novenber, Decenber, and January billing periods
where the bill should be prorated on a daily basis
whenever the billing period is |ess than 25 days or
more than 40 days.

Al'l right. Now, in No. 4 of our rules
69-09-02-11, Billing, Section 4, it says, "If the
period between meter readings is nore than one
month, the bill for the entire period may be
computed on the assunmption of uniform nmonthly use of
service during the entire period."

So howis -- isn't this different than
what our rules require, that it's going to be
computed prorated on a daily basis, except for
Novenber, December and January? O help me if |I'm
m sunder st andi ng here what's happeni ng.

A Well, the wording is obviously different,

but nmy understanding is that it's the same thing,
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t hat uni form nonthly basis would essentially be the
same as prorating because that's what we do. W
woul d take whatever the usage is, divide it by the
nunmber of days involved and then -- |et me think
about this a m nute.
Okay. The best exanple m ght be the

customer charge. The energy charge is not a
probl em It's kilowatt-hours. It doesn't matter
how many days, but for fixed charges |Iike the
customer charge, it would. So if the billing period
were | ess than 25 days, then you would take the $9
customer charge, divide it by 30, and then nultiply
it by the number of days invol ved. Let's say it was
23 days. So it would be 23/30th of that $9 charge.

Q Yes, but what about -- that's the sinple

one, the $9 charge. What's the -- the proposed $9

charge, I'Il put it that way.
A Yes.
Q What happens about their daily use? Let's

say a custonmer is on vacation for two weeks and is

home for two weeks?

A Well, all right. In that case we would
know what the -- let me think about this a m nute.
Q That's why |I'm wondering, see, on a

uni form mont hly use of service during the entire
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peri od.
A. In a case like that, | think we | ook back
70 days where we know what the usage is and
calcul ate the average usage per day fromt hat
hi story and then nmultiply it by the number of days.
So our exanmple would be that average daily usage

mul tiplied by 23.

Q Okay. Now, this is under -- this is if
the billing period is |onger or shorter than the
normal billing period by nore than five days.

A Well, actually I'"m going to take back what

| said there. W're assumng in this particular
example the meter actually gets read, but it's read
on somet hing outside of 25 to 40 days, in which case
you know what the kilowatt-hour meter reading is and
it's that number that gets used. The only time it
comes into play is if you need to prorate one of the
fixed charges, |like the customer charge.

Q Okay. And then why would the bill -- it
says, "Bills for electric service shall be rendered
mont hly, unless otherwi se authorized by the
Comm ssion, or unless service is rendered for a
peri od of |l ess than a nmonth."

s this -- now, are we giving you in this

tariff the ability to read bills more than 40 days,
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to send business out nmore than 40 days? It says,

"I'f a billing period is |longer or shorter than the
normal billing period...the bill should be prorated
on a daily basis...whenever the billing period is

| ess than 25 days or nore than 40 days."

Well, our rules require that you can
only -- that bills have to be rendered nonthly,
unl ess ot herw se authorized by the Comm ssion.

So are we authorizing you in this tariff

| anguage now to do billings more than 40 days?

A No. | think what you're doing, if you
approve this tariff, is authorizing us to do this
prorating when the billing period is outside of this
range of 25 to 40. If it's within that range, it
woul d just be a regular bill, the regular fixed
charges and the kilowatt-hour usage. If it gets

outside of that range, we would prorate it, prorate
the fixed charge, |like a customer charge, either up

or down for the number of days outside the 30-day

range.
Q Al'l right. 1'll have to think about that.
A. Sur e.

Q Why woul d you be doing bills nmore than

A Well, it wouldn't happen very often, but
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it mentions the winter nonths there in particular
and those are the mont hs when you're -- with the
possibility of severe weather where you sinmply can't
get a nmeter reader out there and you don't have any
choice but to make an adjusted bill because the
period is |longer or shorter than the 25 to 40, so
you' ve got to do something with that customer charge
and then this would authorize for this particular
process to do so.

Q Okay. Thanks. All right.

A Hopefully -- let me add somet hing here.
Hopeful ly, that problem goes away as we nmove into
more and nore automated nmeter reading where you do
it electronically, you don't have to send sonmebody

into the field. So that problem should get smaller.

Q Okay. And then there's the -- have you
had an excess footage charge for -- this is on page
47 of your testinony. | remember this with

t el ephone connections. The Comm ssion determ ned
how much noney, you know, would be -- how much money
it is to extend service to a location and then the
customer would be charged for the additional
extensi on according to the excess footage charge set
bel ow.

Is there presently an excess footage
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charge?
A. Yes.
Q What is it?
A. Well, let's see here.

MR. BRADLEY: M. Zins, if | could call
your attention to the bottom of page 47 and the top
of page 48 of your testinony.

THE W TNESS: All right. Yeah. Well,
that's the three times -- the old three times rule
being three times annual revenue, including fuel,
and then changed to three-and-a-half times without
fuel, but I think Comm ssioner Wefald is talking
about a residential customer, |'m assum ng here.

Q (COWMM SSI ONER WEFALD CONTI NUI NG) Yes, |
am

A Resi denti al customers, they get, | think
it's 100 feet without a charge, and then the only
time they would get a charge, let's say the 100 f oot
gets us to our preferred meter | ocation. Let's say
it's on the side of the house, but they want the
meter in the back, in which case we woul d charge
them t he excess footage charge to go fromthe side
to the back.

Q Or it could be on an extra-large |ot.

That's what we ran into with tel ephone. Let's say
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you had an extra large lots or something and so it
m ght be more than 100 feet?

A. That's correct. Then it would be the
excess-footage charge for anything greater than 100.
|'"'mtrying to find that number here in the tariff
and I'm having trouble finding it. The new nunber
is proposed at $6.85 and the existing nunber --
actually, the existing tariff -- 1 don't see it
there. W're putting it in there so everybody can
see exactly what it is.

Ri ght now | can't find it, so |I'mthinking
that the current tariff actually doesn't list the
f oot age charge, which would suggest that we were
actually cal cul ating what the costs were per foot at
the time it occurred and then adjusting that. Now
we're putting the number in there so everybody can
see what it is, and it's $6.85 per foot.

Q Okay. Thank you.

A |"'m quite certain that that was the case.
COWMM SSI ONER WEFALD: That's all | have at
present. Thank you.

THE W TNESS: You're wel cone.
JUDGE WAHL: Any further questions from
t he Conm ssion?

COMM SSI ONER CRAMER: | don't.
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JUDGE WAHL: Fol | owup, M. Bradley?
MR. BRADLEY: Very briefly.
REDI RECT EXAM NATI ON
BY MR. BRADLEY:

Q In response to Conmi ssioner Wefald's
guestions concerning the fuel clause and the various
rati os --

MR. BRADLEY: Comm ssioner Wefald, if you
happen to have access to our tariff book --
COMM SSI ONER WEFALD: | do.

MR. BRADLEY: It's Section No. 5, original

sheet No. 76.1. |f you've got that in front of
you - -

COMM SSI ONER WEFALD: | don't. | don't.
But that's okay. It's back in my other room

MR. BRADLEY: If I may approach?
COMM SSI ONER WEFALD: Yes. This is the
tariff |anguage that's being submtted.
MR. BRADLEY: Yes.
Q (MR. BRADLEY CONTINU NG) | presented
Comm ssioner Wefald the page out of the tariff.

M. Zins, do you have access to that page?

A. Yes.
Q There are a list of ratios in the m ddle
there. A ratio -- if we had an increase,




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

25

405
hypot hetically, of a penny over the base cost of
fuel and if the ratio is one, am | correct that
the -- if the ratio is one and the increase was a
penny, how much would the customer class be charged?

A It would be that one penny. And in the
past, everyone would have gotten that same one
penny.

Q Okay. Now, | ooking at the residential
class for that increase of one penny, what would the
residential class get?

A Slightly under a penny, .9956.

Q All right. And the -- if we jump down,
for example, to commercial time of day, would you
compare the charge for on-peak usage with a charge
during off-peak usage?

A Yes. The on-peak charge ratio then would
be 1.3135, where the off-peak number would be
0.7726.

Q s there any other information on that
page you'd like to share with Comm ssioner Wefal d?

A | don't think so. It shows you that for
the -- there's a number written right above those
on- and off-peak charges for time of day. For
demand, non-time of day, that's 1.0118. And then

the two correspondi ng charges for time of day that |
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just listed, and the combi nation of all those
together is the demand- netered classes average.

Q If you were to consider a class to be
benefited by a rate design change, would you agree
that the residential class is benefited by this
change?

A Yes, they are. And lighting, of course,
their usage is virtually all off-peak. They benefit
fromthis significantly. And then C & I non-demand
and demand, both, are slightly disadvantaged, with
t he exception of high-1load factor time-of-day
customers. Their weighted average woul d depend upon
their usage pattern and they may or may not be above
or bel ow one penny, dependi ng upon their usage
pattern.

Q Comm ssioner Wefald also was asking you to
compare the inmpact that this change has with
M. Huso's testinmony concerning the energy credit.
Let me just basically ask, is anyone getting a break
here? Are these cost-based? MWhat is the basis for
all of this?

A. This is all cost-based, these ratios we
were just tal king about here for the fuel clause,
and then M. Huso's testinmny addresses an

additional issue, very closely related, but
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di fferent. And that is for the very highest | oad
factor customers, those were the very best usage
pattern, this -- the averaging here, which is good,
doesn't quite go far enough for them Their usage
pattern is so nuch more favorable than the class to
whi ch they bel ong, that that $0.09 discount is then
cost-based and reflects their unusually favorable
usage pattern.

MR. BRADLEY: M. Zins, |1've been
approached by my client in response to Conm ssi oner
Wefal d's concerns about meter reading, and | just
want to indicate to Conm ssioner Wefald that we
currently are reading over 99 percent of our meters,
electric meters, automatically at this point. And |
want to offer to you that if you do have customer
conpl aints, that the company really would like to
work with you and work with those customers to
resolve those, makes that offer.

COMM SSI ONER WEFALD: Thank you.

MR. BRADLEY: | have no further questions.

JUDGE WAHL: M. Bahr?

MR. BAHR: No questi ons.

JUDGE WAHL: Any foll ow-up questions from
the Comm ssioner? Comm ssioner Wefald.

COMM SSI ONER WEFALD: Just that | would
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i ke to have advocacy staff file suppl ement al
testinony on rate design and class cost-to-services
st udy. By nothing in the record | don't know
whet her it just was not analyzed or whenever it was
and there were no problems or whether it was
analyzed and -- | just don't know what the situation
is, so |l would Iike to have supplemental testinony
filed on rate design and class cost-of-service
st udy.

MR. BAHR: Your Honor -- |'m sorry.

Comm ssioner, one option is M. King will be
testifying and he can respond to questions about his
review of these issues and why no testinmny was
provided, if you would prefer, but if you want

suppl emental testinony --

COMM SSI ONER WEFALD: Well, that would be
fine. Maybe 1'I1 make the determ nation after |
have a chance to hear him on the stand.

JUDGE WAHL: Comm ssioner, that really
will require scheduling a further hearing. Well,
not necessarily. It will require certainly a review
by Northern States Power and a response and it may
lead to a further hearing. In fact, | would say
it's likely to, but that's something that will have

to be taken up as a post-hearing procedure and a
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further order of the Comm ssion, | think.

COMM SSI ONER WEFALD: Okay.

MS. HERTZLER: Your Honor, | can confirm
if there's going to be additional testimony in this
proceedi ng, we would want to have the opportunity to
submt rebuttal testimony, if appropriate, so we
woul d definitely need to schedul e that.

JUDGE WAHL: It may not require further
hearing, but it may require a further response from
Nort hern States Power.

MS. HERTZLER: We woul d request the
opportunity of at |east being able to make that
response even if, you know, it may not be necessary,

but we woul d at | east want the opportunity.

COMM SSI ONER WEFALD: Well, | would expect
t hat .

MR. BAHR: And, again, can | suggest that
we wait until after M. King testifies and then

determ ne whether this is appropriate and proceed?
COMM SSI ONER WEFALD: Yes. Thank you.
THE W TNESS: Your Honor ?
JUDGE WAHL: Yes. M. Zins?
THE W TNESS: Yes.
JUDGE WAHL: | don't think we're finished

yet .
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THE W TNESS: Oh. Al'l right.

JUDGE WAHL: Anything further fromthe
Comm ssion? That's it. Thank you very nuch,

M. Zins.

THE W TNESS: | would |ike to thank you
Your Honor, and the Comm ssion for allowi ng for the
ability to testify by phone. | greatly appreciate
it.

JUDGE WAHL: You're wel come. Bye now.

THE W TNESS: Bye.

JUDGE WAHL: All right. M . Bradley.

MR. BRADLEY: Your Honor, at this time we
woul d call Jeffrey Robinson.

JUDGE WAHL: M. Robi nson, as you have
heard repeatedly and are doubtless well aware, your
testinmony 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 statenment of materi al
fact which you do not believe to be true. | n ot her
wor ds, generally speaking, a lie. I n North Dakota
perjury is a Class C felony, punishable by a fine up
to $5,000, imprisonment for a period of up to five
years, or both.

Pl ease raise your right hand. Bei ng
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advi sed regarding perjury, M. Robinson, do you
swear that the testinmony which you' re about to give
in this matter shall be the truth, the whole truth
and nothing but the truth?

THE W TNESS: Yes, | do.
JUDGE WAHL: M. Bradley.
MR. BRADLEY: Thank you, Your Honor.
JEFFREY C. ROBI NSON,
havi ng been first duly sworn, was exam ned and
testified as follows:
DI RECT EXAM NATI ON

BY MR. BRADLEY:

Q Woul d you pl ease state your name for the
record?

A My name is Jeffrey C. Robinson.

Q M . Robinson, did you prepare rebuttal

testinony in this case?

A Yes, | did.

Q And we've had that premarked as
Exhi bit 18. Do you have any additions, deletions or
corrections to that testimny? Excuse ne.
Exhi bit -- any additions, deletions or corrections
to that testimony?

A No, | do not.

MR. BRADLEY: Your Honor, at this point




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

25

412
we'd Iike to move Exhibit 18.
JUDGE WAHL: M . Bahr?
MR. BAHR: No obj ecti on.
JUDGE WAHL: Exhibit 18 is received.
COMM SSI ONER WEFALD: Wuld you pl ease
clarify for the Comm ssion what topic Jeffrey
Robi nson i s speaking on?
MR. BRADLEY: Certainly.
Q ( MR. BRADLEY CONTI NUI NG) M. Robi nson,
what topic are you speaking on?
A | am addressing the depreciation issues of
M. Majoros and Mr. King, specifically the life
extension of certain generating facilities, the
adjustnment to a distribution account and also the
concept of having North Dakota begin its own
depreci ation review process i ndependent of what has
been going on historically.
MR. BRADLEY: He's now avail able for
questi ons, Your Honor.
JUDGE WAHL: M. Bahr.
MR. BAHR: Yes. Thank you.
CROSS- EXAM NATI ON
BY MR. BAHR:
Q M . Robi nson, on pages 3 and 5 of your

rebuttal testinmony you discuss the Conmpany's use of
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whol e-1i1fe depreciation as opposed to M. King's use
of remaining-life depreciation.

For my benefit and for the Conmm ssion's
benefit, can you in lay ternms as possible explain
what those two types of depreciation are?

A Certainly. MWhole-life depreciation as
used by the conpany devel ops a whole-life rate and
it is an average service life and it is applied to
the plant in service in the conputation of
depreciation and that average service life, the rate
itself is also adjusted for net sal vage. So, for
exanmple, if you had $100 and a 10 percent cost of
removal or negative net salvage, there'd be $110 and
we woul d divide that by the average service |life and
generate an annual depreciation accrual.

The remaining |Iife as proposed by or used
by staff consultant is -- differs slightly in that
it uses the undepreciated basis for calculating the
depreci ation accrual. It is the total investment,
agai n, adjusted for net salvage, |ess the
depreci ation reserve, which is the accumul ati on of
depreciation to date, divided by the remaining life
at that particular point in time.

Q Now, on page 4 of your rebuttal testinony

you state that whole life is one of two standard
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techni ques for computing depreciation rates.
Do you know of any other utility that uses
whol e-1ife depreciation?
A Yes, | do. | believe Florida Power and
Li ght uses it and W sconsin Energy m ght. | believe

their current name is We Energy, just to name a

coupl e.
Q You al so state that -- and this is page
4 -- that the whole-life technique is no less valid

than the remaining-life technique proposed by
M. King.

Now, the converse of that would be that
the remaining-life technique is as valid as the
whol e-1ife technique; correct?

A That's correct.

Q And you agree, | think on page 5, that the
remai ning-life technique is described in al
authoritative utility texts and is used by conpani es
across the country; is that accurate?

A Yes.

Q On page 5 you point out a disadvantage of
the remaining-life technique is that it requires,
gqguote, more precision in the estimated |ife and
di spersion of retirement than the whole-life

techni que requires, end quote.
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Is that the only di sadvantage you're aware
of, of the remaining-life technique?

A It requires higher maintenance. As a
practical matter, the whole-life technique, when it
is applied to transm ssion distribution-type
equi pment, which tends to be quite stable in its
life characteristics over time, can use periodic
reviews to assess the adequacy of the depreciation
rates. The remaining-life technique would require
an annual determ nation of the remaining life for
each individual account. And in M nnesota where we
currently are filing and asking for depreciation
certification, which here to date has been the basic
review process used for depreciation of Northern
St ates Power Company, that would result in any
addi ti onal accounts that go under the remaining-life
technique to incur an annual filing as opposed to, |
believe it's a five-year periodic filing for average
service life type property.

Q Okay. | just want to make sure. At |east
| understood you basically said it requires nore
precision. Ws there an additional disadvantage you
sai d?

A It was the adm nistrative inplementation

t hat al so goes along with that that would be an
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addi ti onal di sadvantage as you woul d be mai ntai ning
t hese accounts and the remaining |ives of these
accounts on an annual basis and having to make
filings to do so and that would be the other
di sadvant age.

Q Now, how about with regards to the whol e-
life technique, what are the di sadvantages that
you're aware of or that the literature points out?

A The whole-life technique assumes that as
assets retire early, they are offset by longer-Ilived
assets and you have a depreciation accrual and a
reserve that tries to basically track that over
time. The reserve does need to be reviewed
periodically to determne its correlation to your
life assunptions.

Q Do you use the remaining-life technique
for production plants?

A Yes. We use the life span technique,
which is essentially the remaining-Ilife approach
that targets a specific retirement date for each of
our generating facilities and it is on a remaining-
life basis toward that retirenment date.

Q Now, at page 6 of your rebuttal testinony,
you assert that 44 and 33-year lives of the Sherco

units are, quote, based on the facts and
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circumstances surroundi ng each Sherco generating
unit, end quote.

| didn't see anywhere in your testinmony
where you explain or define those facts and
circumstances surrounding those units that would
demonstrate that they should have shorter lives than
t he average.

s that in your testinmny anywhere?

A It is based on the studies that are filed

annually with the M nnesota Public Utilities
Comm ssion, and there the conpany does review all of
t he various characteristics of each generating
plant, lines them up with our planning assunmptions

and | ooks to see if there are major capital

i mprovenments that would warrant a | onger life and
utilizes that process to determ ne our depreciation
rates.

Q Okay. So you're relying on those
publicly-filed docunments --
A Yes, | am
-- with M nnesota --
Yes, | am
-- for that assertion in your testinony?

Yes.

O > O > O

Do you periodically revise your estimtes
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of the remaining lives of your production plants?

A Yes. The conpany does.

Q And | think on page 13 of your rebuttal
testinony you identify a nunmber of plants where you
are doing that?

A That is correct.

Q Now, when you extend the life of a
production plant, doesn't that mean that the
previous depreciation rate for that plant was too
hi gh?

A No.

Q And why not ?

A The previous rate was based on the capital
t hat was invested at the plant at the time the rate
was set, and |i ke any piece of equipment, if you put
new conmponents in it, you may likely extend the life
useful ness of that piece of equipment. So by the
fact that the conpany is extending |lives based on
t he assessment of the capital that it has spent or
comm tted to each individual generating facility,
that is how the conpany tries to assess what the
appropriate remaining life is given the capital
that's been enpl oyed into that plant and put to use.

Q But when you put that new capital in, you

depreci ate that capital also; correct?
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A That is correct.
Q So do you make an adjustment -- if you
determ ne that plant is going to be -- have a | onger

life, do you make an adjustment to reduce the
depreciation that has already occurred?

A No. There's no need for an adjustment of
t he depreciation that has already occurred because
t hat was based on the investment that was in service
at the time that the previous rate was being used.
The new rate or new longer life is to coincide with
the capital that's invested in the plant at the time
the rate is changed.

Q At page 9 of your testimny you state that
M. King's adjustment to the remaining |lives of your
production plant |ack correlation with the resource
pl anni ng process.

W th what resources have you planned to

replace the Sherco units when they retire in 2022?

A My statement was in reference to the
correlation of the annual remaining-life review
process that the conpany goes through and files with
the M nnesota Conmm ssion, and it correl ates that
particular filing with the current standing resource
pl an also in play at that particular tinme. So, for

i nstance, as resource decisions were made to --
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basically, 1'll use L & S King plant as an exanpl e.
Deci sions were made to keep that plant in operation
in the resource planning world to neet the conmpany's
requi rements. Those were coordinated also then with
t he depreciation filings and capital inprovements
and the resource plan were scoped out to meet what
it would take to basically give the King plant a new
second life, so to speak

Q Now, the remaining-life technique fully
recovers the initial cost of the assets over the
life of the assets; correct?

A Yes.

Q | guess this is where it's confusing to me

as a layperson. They both make the recovery --

A Yes.
Q -- correct?
A Ei t her method will recover 100 percent of

the invested capital adjusted for net sal vage.

Q Now, on page 9 of your testimny you state
that M. King's proposal does not address the
correlation between capital spending and life
extensi on.

To the extent that further capital
spending will be required to extend the |lives of

your production plants -- I've kind of asked this --
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won't that capital be incorporated into the
investment that gets depreciated over the remaining
life of the plant? And |I believe you said yes.

A The statement is making reference to the
utilization of a national average in which it's hard
to tell the individual circumstances that caused
generating plants to have the experience life that
t hey did. Conpani es either made decisions to put in
new capital and extend the life or conditions were
such in their evaluation that they could have chosen
to retire the plant and not make those inmprovenents.
Wth NSP and its generating plants, for major life
extensions, there's typically a correlation between
a decision to spend a |lot of capital dollars to
repl ace maj or conponents of that plant that allows
the plant to have the extended life.

So there's that direct connection between
spending capital in the plant and extending its
life. And that was the point | was trying to make
just with that statement, that there is typically
that direct correlation between a significant
capital spend on a power plant and then giving it
the ability to have a |l onger life.

Q Now, on page 9 of your testimny you al so

address or kind of criticize M. King's approach
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because he adjusted the |lives of some of the plants
but not others.

You woul d agree that M. King adjusted the
lives of only the company's most -- the newest
pl ants; correct?

A They were the newest. They were also the
ones that had lives shorter than the industry
average and | couldn't rationalize that.

Q Well, the ones he didn't adjust all
survived beyond the national average; correct?

A And that is correct, but an average is an
average, and | was just not certain when you apply
averages, if you shouldn't have some shorter and
some | onger.

Q Do you know -- those ol der plants that
survived the national average, do you know what
their service lives were when they were new, what
was the |ife span of then?

A | ' m goi ng back quite a ways in my menory,
but | believe the company would utilize a 33-year
average life when it inmplemented a new coal -fired
generating facility. "1l use that as an exanpl e.

Q Okay. Do you have any information
regardi ng whether these plants went |onger than

their estimated life at the time they were built?
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A As the conmpany has continued to put new
capital in these plants and assess their future
operating abilities as a result of that new capital,
yes, the lives have grown |onger as a result of the
capital that was put into those plants subsequent to
their initial construction.

Q Now, the study that M. King relied on
when he did the national averages, NSP was invol ved
in that study; correct?

A | do not know if the conmpany was or was
not . It was my opinion that it wasn't applicable so

| did not investigate that.

Q Now, on page 11 you discuss as to the
investment that will go into the Sherco units?

A Yes.

Q And you note to have them |l ast for -- the

i nvestments, to have them | ast for 59 years. Do you

know what I'mreferring to there?
A | do.
Q Now, do those assumptions assunme that the
Sherco plant will be operating as a base | oad plant?
A | believe so. To nmy know edge, that is

basically the only way Sherco can operate.
Q Based upon your information, if it

operated, for exanmple, as an intermedi ate pl ant,
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woul d that reduce the amount of investments that

woul d be required to keep it going?

A ' m sorry. That's something | can't
answer . | don't know if it's physically possible to
operate Sherco as an intermediate plant. That's
beyond what | address.

Q At page 14 of your rebuttal testimony you
note that M. King's 20-year |ife extension for the

Prairie Island plant is premature because, quote, it
is speculative to assume, as a regulated utility,
that Prairie Island will be granted a |life
extension, end quote.
Do you see that in your testinony?

A Yes.

Q Are you aware of any relicense application
t hat has been rejected by the Nucl ear Regul atory

Conmm ssi on?

A No.
Q Do you have any reason why you believe
that the Prairie Island plant will not be

relicensed?

A My concern is that the conpany has just
made its application and as with other plants, our
nucl ear plants are the same, to achieve that life

extension will require considerable capital
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i mprovements to the plant, which haven't been made
yet. And the company does try and coordinate the
changing of life with the facility with the capital
that is put into that facility that will result in
that |life change. And that is the primary reason |
think it's premature to make the change in Prairie
I sland's |ife today because all of the capital that
it's going to take to achieve that has yet to be
spent. And we don't have the approvals. | woul d
estimate it will probably be maybe a multi-year
venture before we get there, one to two years. | t
could be longer. That one is subject to nuclear

regul ation and state regulation in M nnesota.

Q Let's go to the overhead conductors on
page 14.

A. M+ hmm

Q You object to M. King's extensions of the

life of the overhead conductors. He extends it from

35 to 40 years, | believe.
A Yes.
Q And the current 35-year life is based upon

t he conpany's entire plan; correct? Based upon the
total conpany?
A Yes. Yes. The company has -- when it

devel ops its depreciation rates, it's on a
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companywi de basis so it analyzes all of the assets
in a specific FERC col um.

Q And 90 percent of that plant would be in
M nnesota; correct?

A ( Nods.)

JUDGE WAHL.: Your answer is yes?

THE W TNESS: | " m hesitating with
percent ages because | don't know the exact
percentage on that particular plant account. As a
general rule, you know, obviously the vast majority
of that plant is going to be in M nnesota.

Q (MR. BAHR CONTI NUI NG) Has there been a
specific study of the Iife of overhead conductors in
Nort h Dakota conpared to M nnesota?

A Not that |I'm aware of. And |I'm not sure
if statistically there's enough investment to do
such a study. There may be. "' mjust not aware of
the fact that one has been done.

Q And so you don't know if there's factors
in North Dakota that may make the |ife expectancy
| onger ?

A Just nmy general gut feel is that there
woul d not be material swi ngs between the two states,
but nothing nmore than that.

Q Not hi ng concrete, no studies?
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Not hi ng but a gut feeling?

No.

o > O »

Now, in the final section of your
testinony you object to a North Dakota specific
depreciation rate; isn't that correct?

A That is correct.

Q Are you convinced that the North Dako
di stri bution plant has the same service life
characteristics as the M nnesota plant?

A Havi ng not studied that, | can't say
sure. | have many ot her reasons why | feel it
appropriate to continue to do a systemwi de NSP
depreciation study.

Q But you do have a record of the

ta

for

S
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di stribution plant |ocated in North Dakota and could

do a study?

A We have | ocational identification of our
di stribution assets. It is through that
identification that we do derive the depreciation
expense for the North Dakota jurisdiction as it is
not an allocation, it is an assignment.

Q Do you know if other nmulti-state conpanies

have state specific distribution rates?

A. That |'m not aware of.
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MR. BAHR: That's all ny testinony -- or
all my questions.

JUDGE WAHL: Questions fromthe
Comm ssi on?

COMM SSI ONER WEFALD: | have none.

JUDGE WAHL: Any ot her Conmm ssi oner have
any question?

COMM SSI ONER CLARK: Just one.

JUDGE WAHL: Comm ssioner Cl ark.

EXAM NATI ON
BY COWMM SSI ONER CLARK:
Q Foll owi ng up on M. Bahr's question, are

you aware within any of the Xcel conpanies; for

exampl e, does W sconsin have its own depreciation

rate?
A W sconsin is its own conpany so it has its
own conpanywi de depreciation study. It's simlar to

NSP- M nnesota, which is a multi-jurisdictional
company, so W sconsin does their own depreciation
studies for their service in the States of Wsconsin
and in Mchigan and costs that are shared for --

bet ween these two companies through the interchange
agreement on systemrelated costs for generating

pl ants and transm ssi on.

Q Okay.
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A They have their own state process for
depreci ati on.

COMM SSI ONER CLARK: Okay. Thank you.
JUDGE WAHL: Any other questions fromthe
Comm ssion? Followup, M. Bradley?
MR. BRADLEY: Yes, Your Honor. Thank you.
REDI RECT EXAM NATI ON
BY MR. BRADLEY:

Q M . Robi nson, you were -- called your
attention to page 5, | believe it's Iine 5, and you
wer e asked whet her your testinony stated that the
remai ning-life technology was fully described in all
aut horitative utility depreciation texts and used by
conpani es across the industry.

Woul d you tell us what your actual
testi nony was on page 5, line 5?

A The sentence begi nning there. "Bot h
techniques are fully described in all authoritative
utility depreciation texts and are used by conpani es
across the industry."”

Q You testified that the conmpany uses
remaining life for production facilities, but it
doesn't for other general plant. Could you explain
why the difference?

A The conmpany uses the whole-life technique
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because it is applying that to groups of assets that
are -- have many components that are of |ike Kkind.
Overhead conductor, for exanmple, is many spans of a
i ke kind type property. Our generating plants are
gquite unique, one to the other, and we rigorously
assess the life of each one of those individual
components -- generating plants because of its
operating characteristics and resource planning, and
they're just two different types of assets.

Q You were asked whether the unique
characteristics of our Sherco plant, for exanple,
wer e contai ned and described in your testinony, and
| believe you referred us to the annual filings made
by the conpany to the M nnesota Comm ssi on.

Do you recall that?

A. Yes, | do.

Q Do you know whet her the company al so, when
it makes those filings, provides copies of those
filings to the North Dakota Comm ssion?

A Yes, | believe we send a copy to staff.

Q You tal ked about the role of life

extensions. And you said basically that the
company, when it increases investnment, then that's
t he point where it increases life.

Woul d you explain for us the relationship
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of an increase in life of, say, 20 years for Prairie
| sland and at the same time the increase in expense
of the $180 mllion for Prairie Island that you
descri bed in your testinony, how those interact in
rates?

A Sure. In the ratemaking process, we woul d
be depreciating the plant in service at the time and
if we were to add a major capital inmprovenment at a
generating plant, that will be a part of the
depreci abl e base. Had we not extended the life,

t hat additional plant would have been generating a
much | arger depreciation expense, absent the life
extension, but with the coordination of the capital
addition and the increasing life, the |large capital
addition will increase our cost structure, but it
will be mtigated by extending the life of that

pl ant to commensurate with the additional capital.
So those two tend to offset each other to some
degree in the ratemaking process and do tend to go
hand in hand.

Q Did M. King, when he sought to extend the
lives of Sherco and the conmbustion turbines, did he
of fset those by the increased investment which would
be necessary to allow those based on -- at |east an

i ncreased i nvestment based on your testinmny?
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A | don't believe he did.

Q And did he include the $180 million you
testified to in his adjustment with regard to
Prairie Island?

A | don't believe so.

Q You testified that you did not know if
Nort h Dakota would have a |onger distribution
life -- generation life, | should say -- | guess it
is distribution life. Longer distribution Iife than
M nnesot a. Do you know if it would be shorter than
M nnesot a?

A | don't know if it would be either way.

MR. BRADLEY: | have no further questions.
JUDGE WAHL: Fol | owup, M. Bahr?
MR. BAHR: No foll owup.
JUDGE WAHL: Comm ssi oner Cramer.
COWMM SSI ONER CRAMER: | just have one.
FURTHER EXAM NATI ON
BY COWMM SSI ONER CRAMER:

Q You testified both in your pre-filed
testinony and to a question by M. Bahr that you're
unwi I Il'ing or you think it's too speculative to
presume that the NRC would extend the |license at
Prairie Island, but do you think it's nmore or |ess

specul ative than, say, the likelihood that a certain
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cost would be attached to, say, carbon regul ation?

A My biggest concern with the |ife extension
of Prairie Island was the absence of capital that it
takes to do the life extension. And to me, it is
premature to extend the |life today absent making
t hose capital inprovements, because, as with other
t hings, they tend to go hand-in-hand and if we
extend the life today, it is still speculative, and
| can't assess your carbon correl ation.

Q | understand that. | guess | made the
poi nt . My point is that we're always asked to
specul ate in these cases and sonetimes it benefits
t he conpany, sometimes it doesn't.

COMM SSI ONER WEFALD: | have a question.
JUDGE WAHL: Comm ssioner Cl arKk.
FURTHER EXAM NATI ON
BY COWMM SSI ONER CLARK:

Q Again, on the depreciation study issue and
the potential for a North Dakota specific
depreciation study, | can understand intuitively why
shared facilities, |like generation facilities, it
m ght be difficult to come up with individua
depreci ation studies and costs for the individual
states and that makes sonme sense, but in your

experience, is there a difference with the nore
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| ocal nature of, say, distribution |lines or
transm ssion in certain parts of a region? What
types of factors go into determ ning those |ives?

And the reason | ask is, take a place
l'i ke, you know, M not and conpare it with
M nneapolis and very different characteristics, both
cold in the winter, | guess, but we know one has a
| ot nore | akes and maybe, you know, different frost
heave and much more densely popul ated, a | ot nore
veget ati on.

Are those the kind of things that go into
a depreciation study, or is it just |ooking
historically at how much it costs to maintain the
pl ant in that area?

A No, it is actually both. One indicator is
to do a statistical analysis and do an actuari al
study on historical retirements. And on top --
that's just kind of an indicator |ooking back as to,
at | east based on the data you have avail abl e, what
some indication of life is for where we've been, but
| think it is equally inportant to | ook forward and
assess technol ogy changes, assess |ocation, climte.
It is alittle hard for me to distinguish, yet
downt own M nneapolis and M not have sonme different

characteristics, but, you know, the conpany is one
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conpany. It's used the same kind of equi pment

across its system

So, | mean, the equi pment tends to have
very simlar lives. They may be, you know -- and
| "' m specul ati ng. If you were to break it apart, you

m ght distinguish some slight differentials, but |
don't think it would be material. That's just ny
gut feel, because | haven't specifically pulled the
company apart that way and tried to do that kind of
anal ysi s.

COMM SSI ONER CLARK: Okay. Thanks.

JUDGE WAHL: Comm ssioner Wefald.

EXAM NATI ON

BY COMM SSI ONER WEFALD:

Q | believe in the testinmony that canme to
the Comm ssion there was a statement made that they
had trouble getting information fromthe conpany,
your conpany, regarding depreciation assunmptions.
Woul d you comment on that?

A Unfortunately, | wasn't directly invol ved
in that process. | spoke with individuals in our
capital asset accounting area and it is mnmy
understanding that in some instances the conpany
provi ded what was requested as far as data. In sonme

i nstances there was a proprietary nature to that
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data and the company had offered to provide that
data, provided it was treated such, and | believe in
North Dakota that requires some Comm ssion action to
designate certain types of information as
proprietary and, to my know edge, that didn't take
pl ace so that exchange of information did not
happen. That is the best that | have on that
particul ar information or statement.

COMM SSI ONER WEFALD: Okay. Thank you.

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

MR. BRADLEY: No, Your Honor.

JUDGE WAHL: Any foll owp, M. Bahr?

MR. BAHR: No, Your Honor.

JUDGE WAHL: Thank you very nmuch,

M . Robi nson.

M. Bradl ey.

MR. BRADLEY: Your Honor, we call our next
wi t ness, who is Dane WAt son.

JUDGE WAHL: M. WAatson, as you are
doubt |l ess aware, your testinmony is required to be
under oath, and I'mrequired by law in North Dakota
to advise you regarding perjury before adm nistering
t he oath.

Perjury is a false statenment of materi al
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fact which you do not believe to be true. Generally
speaking, a lie. In North Dakota perjury is a Class
C felony, punishable by a fine up to $5, 000,

i mprisonment for a period of up to five years, or
bot h.

W Il you raise your right hand, please?

Bei ng advi sed regarding perjury,
M. Watson, do you swear that the testimny which
you're about to give in this matter shall be the
truth, the whole truth and nothing but the truth?

THE W TNESS: | do.

JUDGE WAHL: M . Bradley.

MR. BRADLEY: Thank you.

DANE A. WATSON,
havi ng been first duly sworn, was exam ned and
testified as foll ows:
DI RECT EXAM NATI ON

BY MR. BRADLEY:

Q M. Watson, will you please state your
full name for the record and descri be the subject
matter of your testinmony.

A My name is Dane A. Watson. And | am
responding to net salvage issues and the ARO issues
brought up by M. King and M. WMaj oros.

Q And what is ARQO?
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A It's asset retirement obligation, which
was created by an SEC requirement called FAS 143,

Fi nanci al Accounting Standards 143, that's used in
financial reporting.

Q M. Watson, do you have any additions,
del etions or corrections to your testinmny?

A No, | don't.

MR. BRADLEY: Your Honor, | would nove his
rebuttal testinony, which has been marked as
Exhi bit 19.

JUDGE WAHL: M. Bahr?

MR. BAHR: No obj ecti on.

JUDGE WAHL: Exhibit 19 is received.

MR. BRADLEY: M. Watson is avail able for
guesti ons.

JUDGE WAHL: M. Bahr.

CROSS- EXAM NATI ON

BY MR. BAHR:

Q M. Watson, do you agree that it is
appropriate to charge present-day ratepayers for the
future costs of removing a plant?

A | believe it is appropriate to charge
present customers their pro rata share of the cost
of the plant that they're using so that in the

future when it is retired, the full amunt will be
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accrued.

Q s it your position that unless the
company collects the future cost over the life of
the plant, it will not recover the cost when the
pl ant retires?

A | believe my testinmony is that if it is
not recovered over the life of the plant, it will be
recovered from customers that do not have the use of
t he pl ant.

Q Are you at all famliar with NSP studies
of the decomm ssioning and dismantling of its
production plants?

A No.

Q "1l show you the deconmi ssioning cost
analysis for the Monticell o nucl ear generating plan.
If you turn to the | ast page, that's on the back
t he executive summary. Il n what years' dollars are
those costs expressed in?

A Thousands of 2005 doll ars.

Q Do you believe that the conpany was
correct in using these dollars in assessing its
rat epayers for decomm ssioning the Monticello plant?

A Again, | don't know whether they used
t hese dollars or some other dollars. "' m not

famliar with this or what exactly they put in
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t here.

Q Do you have any information regarding
whet her any of the other decomm ssioning or
di smantling cost studies are expressed in current-
day doll ars?

A |"m sorry. Would you repeat the question?

Q Do you have any reason to believe that
ot her decomm ssi oni ng and di smantling cost studies
are expressed in current-day dollars?

A | believe nost of them are expressed that
way originally. \Whether they're used by a
depreciation study in current dollars or future
dollars is up to the conpany.

Q M. King applies his removal cost
procedure to what is called mass property account.
Can you explain what a mass property account is?

A The mass property account is an account
where there are a | arge nunber of smaller assets
that are tracked on a mass basis instead of an
i ndi vidual, what they call 1D basis or identifiable
basis. So instead of having a specific |location for
a particular asset, it would be put into a mass
doll ars and tracked nore boldly, if you will.

Q Do mass property accounts ever fully

retire?




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

25

441

A Somet i mes.
Q | s that typical?
A No. I f you were an ongoi ng, growi ng

conpany, it's not typical.

Q Woul d you agree, then, that if it never
fully retires, there is no final day when all the
removal costs nust be paid?

A For an individual vintage or asset or
group of assets | would disagree, but as |long as the
account is continuing to grow, obviously, there's
new assets being put in and you'll need to collect
from customers for the eventual retirement of those
assets. You track and record the assets as they
retire and you should have fully accrued the cost to
retire an asset when it retires at the end of its
life, absent what the overall account is doing.

Q Now, on pages 6 and 7 you state that
M. King recommends a pay-as-you-go met hodol ogy
using a five-year average of renmoval cost.

Is that really your understanding of his
recommendati on?

A Pretty much. It's a pay after you've done
it, I guess, if you want to call it better. He's
| ooking at the cost that's already been incurred

that in theory should have been collected from past
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customers so that when those assets are retired, the
cost of removing it would be spread over all the
customers that have used the asset. But, instead,
he's | ooking at that and saying, this is what you
charge going forward. I n combi nation, especially
with his partner, M. Majoros' recomendation, there
will be no reserve, so what happens is what you have
paid will now be recovered in a future time period.
That's pay-as-you-go. You pay it and then you get
recovery of it after that.

Q Okay. On pages 11 and 12 of your rebuttal
testi nony, you hypothesize an account growi ng at a
rate of inflation that has a 60-year average service
life and an R2 retirement dispersion.

Do you see that?

A Yes.

Q Now, on the top of page 12 you state that,
under normal, straight-1line depreciation, each
asset's removal cost will be depreciated over the
life of that asset; is that correct?

A Yes.

Q |s that statement only true under the
so-cal l ed equal life group technique?

A No.

Q Do you know, does NSP use an equal life
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group depreciation?

A | don't believe it does, no.

Q So you say that's not only true. Can you
expl ain your answer to that?

A Sur e. Under any method over the life of
the asset, especially in the way that | nodeled it
here, every asset is going to be fully depreciated
by the time it retires, and under normal accounti ng,
group accounting, when something is retired, it
automatically is assumed to be fully depreciated and
so it will be depreciated when it is -- fully
depreci ated when it is retired.

Q I n your exanmple you state that under what
you termthe normal, straight-line renoval cost
accrual, the recovery in year 10 would be $95 and in
year 85 it would be only $25. Do you see that on
page 12, about hal fway through?

A Yes. |f you |l ook at the chart of that is
on page 13, the next page.

Q Now, is it your view that that is the
fairest treatment in terms of intergenerational
equity?

A Yes, | believe it is. As you can see from
Chart 1 versus Chart 2, the recovery and the assets

that are in service parallel each other. It's the
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same pattern. And so customers that are using the
assets pay in the same pattern as the assets
t hensel ves are used up.

Q Why don't you just first explain what
i ntergenerational equity is?

A Well, to use the example in Chart 1, if
you have $11,000 in assets in year 10, as you can
see on Chart 2, then | would expect that a customer
using that $11,000 worth of assets should pay their
prorated share of those assets, and as | ess assets
are there, then custonmers pay |ess. So custonmers
pay their fair share of the assets.

If you |l ook at the other graph, the one
that's -- the M. King proposal, when nearly no
assets are left, that's when the costs are actually
starting to be paid, if you will, by the custoners
for the assets. So they're paying for assets that
have not been used in their service.

So that's the difference between
generational equity and generational inequity, in ny
opi ni on.

Q What sort of dollars are your $95 and $25
expressed in -- current dollars or inflation-
adjusted constant dollars?

A They would be the dollars in the year --
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| et me back up. | guess nom nal dollars would, I
guess, be what you call it.

Q I's that current dollars?

A Well, the dollars that are added to

i nvestment are basically frozen and the 50 percent
removal cost is just an estimate put up there for
purposes of this analysis is -- | guess, | said at
year 10 that was when that was created. So |I''m not
sure what you would call that, whether it's current
dol I ars, nom nal dollars, present dollars or what.

Q Does your Chart 1 take into account
inflation?

A No.

Q And woul d you agree that that -- the flow
of the chart would change if inflation was taken
into account?

A Let me back up. It does, to some degree,
take into account inflation because the 50 percent
rempoval cost is based on investnment that each year
was increasing by the inflation rate. So it does
take into account the 10 years of inflation. And so
the year 10 investment, which is nmore than year 1
i nvest ment, would have a 50 percent renoval cost, so
there is inflation enbedded in that cal cul ati on.

MR. BAHR: No further questions.
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Q (MR. BAHR CONTI NUI NG) ©Oh, sorry. On
page 3 of your testinmny, lines 25 to 27, you
address M. Majoros' proposal for refunding anounts

paid to past ratepayers. Do you see that?

A Can you direct me to where?

Q Page 3. | think it's 25 to 27.

A. Yes.

Q You know that you were going to be

addressing that?
A Yes, | did.
Q You refer to a refund. |Is there somepl ace

in M. Majoros' testinmony that he recommends a

refund?
A | believe at the very | ast. | don't have
his testimony in front of ne. | would be glad to

poi nt out where | got that understanding from

MR. BAHR: | can provide it, unless
counsel has it.

MS. HERTZLER: | believe we have it, yes.

THE W TNESS: This is on page 21 of

M. Majoros' testimny, the Q&A. There's sone -- of
course, some buildup to this, but lines 9 through
14. "Are you recomendi ng an anmortization of the

cost of rempval regulatory liability in this case?"

In reading earlier, you would understand
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that that's the enmbedded renoval cost that the
company has accrued over past periods from customers
and it says, "Yes, | am" So he's recommendi ng an
amortization. |'ve estimated North Dakota's portion
by using its accunul ated depreciation as a basis for
the split. "Based on conversation with staff, |
recommend a 10-year anortization period."

That, to me, clearly says that over 10
years he wants to anmortize the enbedded renoval cost
that's been collected from many, many years of past
customers back. That's where | got that
under st andi ng.

Q Okay. So you're interpreting an
amortization as a refund?

A Yes.

Q And | know you nentioned ARO s earlier.
Page 4, can you kind of explain to me what a non-
| egal ARO is?

A It's really not. A lot of people use the
term nol ogy in various forms and fashions. And 143,
t he whol e pronouncement is very, very confusing and
hard to understand. But, basically, if there is a
| egal obligation to do something, renove sonething
or dispose of something Iike PCV's and transformers

woul d have to be disposed of properly, that would be
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a |l egal obligation because there's a | egal
requi rement in order to do it. Asbestos renoval is
anot her exanmple of where there's a | egal obligation.

However, let's say you have a building and
the building will be eventually torn down. The only
| egal obligation that's required under a specific
statute would be the removal of the asbestos in this
exampl e. Maybe there's some places you do get
required to renove the buil ding. But the cost to
remove the building itself is what, in some people's
termof art, a non-I|legal ARQC. It's really just

removal cost that traditionally and historically has

been accrued for the removal of utility assets at
the end of their lives.
And so that's -- if there isn't a |lega

obligation tacked to it, that's sort of what some
peopl e use as a non-1egal ARO. It's really not, but
that' s what people call it.

Q Okay. Thank you. Now, do you believe
that in matching -- you should match the costs to
the period in which they're incurred?

A |"'m sorry. Would you --

Q I n matchi ng costs, such as renoval costs,
do you believe they should be matched to the period

in which those costs were incurred?
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A No. | believe in accrual accounting.
That's cash basis or pay-as-you-go to match it --
when you spend the money, that's when you get it
back. That says customers who don't use the asset
are the ones who are paying for it. | believe, as
nearly all states and, historically, everyone has
bel i eved, that you have custonmers pay for assets
ratably over the life of the asset, and so the usage
of the asset and the payment of the asset, both the
installation cost, material cost and renoval cost,
are paid ratably over the life of it, as opposed to
payi ng after that event occurs.

| don't believe that's fair to -- in one

way, to current customers or especially to future
customers who have to pay the burden of that.

Q And you're fam liar with the Genera
Accepted Accounting Principles; correct?

A That's a very |l arge statement. " m
generally famliar with them

Q Okay. Well, are you aware that those
principles require the matching of costs to the
peri ods they are incurred and revenues to the
periods that they are earned? Do you agree with
t hat ?

A Yes, to the degree that for removal cost
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it's being incurred over the Iife of the asset for
customers, and | think there's very specific
accounting, regulatory accounting, that's done that
doesn't msmatch with GAAP that has all owed that
hi storically for the |last 50, 100 years. So | don't
believe there's any di sconnect in there.

Q So -- one second. So, | guess, is your
testinony that the statement of financial accounting

standard course conmplies with GAAP --

A. That's --

Q -- No. 143?

A Sorry.

Q That's the one we are referring to in this

testi nony.

A Yes, that's GAAP rel ated specifically to
financial reporting. And so for reporting in 10-K's
and SEC reporting, you have to apply 143 to it. | t
doesn't in any way apply to regulatory reporting or
regul atory accounti ng. FAS 71 supersedes, allows
you to do some various things that conmm ssions have
al | owed conmpanies to do over many years.

Q What does FAS 71 allow you to do?

A It allows you to -- basically, it allows
you to have the removal costs in your accrued

depreciation. That's one of many things. | don't
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claimIl'm an expert on the standard, but | do know
that that's -- because the conmpany is under FAS 71,
it's allowed to accrue rempval costs at the
comm ssion's order

Q Do you know how non-regul ated entities
collect future cost of rempval ?

A |f you're not under FAS 71, you
generally -- you generally pay as you go, because
t hey have no other option.

Q Woul d you agree that the regul atory
liability at issue in this proceeding represents
money NSP collected fromratepayers over and above
NSP's actual cost of rempval expenditures?

A Say that again, please.

Q Woul d you agree that the regul atory
liability at issue in this proceeding represents
money that NSP collected fromratepayers over and
above NSP's actual cost of removal and expenditures?

A No, for a couple reasons. One, as even
think either M. Majoros or M. King said,
depreci ation expense is not a cash entry, so there's
no pot of dollars sitting out there magically
waiting to be refund. It's an accrual. The second
thing is, it is an accrual so you will -- the way

t he accounting works is, when you actually do retire
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somet hi ng, your removal costs related to that
retirement is -- let's see. | get credit and debt
confused sometimes -- is debited against the
depreci ation reserve. So it offsets the amount
that's already been collected. And so the amount
that's been accrued that is still part of assets

t hat have not been removed is what's in the reserve

that's part of that liability, if that makes sense.
Q M. Watson, are you aware if NSP or any
ot her public utility has ever proposed that a

comm ssion specifically recognize a regul atory
asset?

A Say your question again. " m sorry.

Q Whet her NSP or any other public utility
has ever proposed that a comm ssion specifically
recogni ze a regul atory asset?

A | would assume there are regul atory assets
t hat customers have or that conpani es have done. I
can't think of any specific exanple.

Q So you're not aware of any particul ar
example with regard to NSP?

A No. |'mnot famliar with their
regul atory books.

Q Do public utilities request recognition of

items as regulatory assets in order to ensure
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recovery in the future to the ratemaking process?
A | don't know why a conpany would. Since
| ve not been a part of one, | don't know the
rational e.
MR. BAHR: No additional questions.
JUDGE WAHL.: Do the Comm ssioners have any
questions? Comm ssioner Wefald.
EXAM NATI ON
BY COWMM SSI ONER WEFALD:
Q | need a little help because |I'm not an
expert in this area and yet you're going to expect

me to make a good deci sion.

A | hope so.
Q | want to make the best one | can. So |
need some help on this concept. And this is a

statement that M. King made in his testimny on

page 29.

A | don't have his testinmony. Okay. l*"'m on
29.

Q It's line 4. "A 90 percent renoval cost

rati o means that for every dollar of depreciation
recovered, another $.90 is accrued agai nst future
removal costs.”

Al'l right. Do you agree with that

st atenment ?
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A It's worded a little -- with a certain
point to it, | think, but, generally, yes. I f there
is a 90 percent -- if the conpany has a depreciation

study and this one account was negative 90 percent,
everyone el se, except for that, was in the zero to
negative 10 to negative 30 --

Q Wait a mnute. Wait a mnute. |'m]losing
you al ready.

A Okay. Let me slow down. The conpany wil
do a study and it's called a net sal vage study where
it looks at the investment when it was originally
put in and it |ooks at how much it costs to renove
t hat investment at the end of its life.

Q Okay. Now, | just want to use an exanple

that |I'm thinking of.

A Okay.
Q Does this include generating facilities?
A No. This is -- what he's referring to is

specifically T&D facilities.

Q To what type?

A Transm ssion and distribution facilities.
Q Transm ssion and distribution facilities.
So let's just name something that | can relate to.

How about a nei ghborhood in town with all of the

pol es?




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

25

455
A Okay.
Q Okay. And they have a certain life and a
new nei ghborhood is being put in in Bismarck, but

let's say it's underground now.

A Okay.
Q Under ground, what would you call them
cabl es?

A That's good.

Q Al'l right. Okay. So, now, go fromthat
and help me picture this of what's going to happen.
So you have a cost for that new devel opnment and
t hose new cabl es?

A Yes. And |I'm assuming -- would you assume
t hat the poles and the conductor were sitting where
t he new devel opment is? Because we're |ooking at
somet hing that's going to be retired. So is that --
l'"'mtrying to work with your -- whatever your
assunption is.

Q Eventually, in some year, they'll be
retired.

A Okay. Fair enough

Q Ri ght ?
A. Yes.
Q | mean, we haven't determ ned yet what the

life of those is. At | east |I'm not worrying about
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t hat right now.

A Okay.

Q Do you want to guess a life for those?

A Forty years.

Q Forty years. Okay. For now?

A For now.

Q Al'l right. So the 90 percent renoval cost
rati o means that for every dollar of depreciation
recovered, so that means -- help me with that then.

A Okay. \What that means is, that the

company has | ooked back in history and for this

underground cable that's being put in this site, it

has found that for every dollar of cable that it put

in in the past and has retired, it has taken 90

cents to pull that dollar of cable out. So, in

ot her words, in that case they'd have to go in and

somehow get the cable, take it out and that cost is

what

-- whenever this new devel opnment you put in,

whenever at the end of the day you have to repl ace

t hat,

the money has to be there to be able to renove

the old asset so that you can put a new one in, or

whet her or not you put a new one in, it has to be

t here.

over

So the customers that use that devel opment

the 40 years would be the ones that paid a




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

25

457
portion of that cost each year over the 40 years, so
at the end of 40 years when you replace that cable,
you woul d have the accrued amounts available to
remove the asset.

Q Al'l right. That's ny other question. Are
you actually charging that in your -- when we
approve a rate case, the 90-percent renoval cost for
that, is that being -- are extra dollars being

charged to customers to pay for that in a

pay-as-you-go -- that's pay-as-you-go, yours is?

A Ri ght. The pay-as-you-go would be --

Q At the end of the time. What do you cal
yours?

A. The traditional method, normal method.

Q Okay. Under the traditional method, from

day one when it's put in, you are --

A Char gi ng.

Q -- charging --

A A ratable portion of that to the custonmers
t hat use that cable.

Q 90 percent of every dollar of the
investment is being charged to plan for removing
t hat ?

A Over the whole life. 90 percent of the

dol I ar over the 40 years.
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Q Forty years. Okay.

A So it would be -- in this exanple it would
be the 90 cents divided by 40 years so that every
customer pays a straight-line anmount, an equal
amount . So at the end of 40 years, the 90 cents is
there so that when you do renpve the cable, the
peopl e that used the cable are paying to renove it.

Q Al'l right. And then do you add inflation

to that; is that what you're asking?
A No. That's where a | ot of confusion conmes
in. MWhat traditional -- in the normal depreciation

t heory and what's standardly accepted around the
country, is that you | ook at the cost when it's put
into service and you | ook at the cost when it's
removed from service. There is inflation over that
period of time, but there's inflation, no matter
when - -

Q Wel |, and, also, you don't have the cost
of putting the cable in anynmore, all you have to do
is digit out?

A Ri ght. But you know if it cost $100 to
put that 50 feet of cable in, 100 feet of cable in,
then -- and 40 years later it costs $90 to take that
100 feet of cable out, you know when you replace it

or when you put in another piece of cable, that you
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are saying it will -- I'"mputting in a $200 piece of
cabl e now because inflation has doubled its price
and | know that it costs basically half of what --
or 90 percent of what it cost to put in to renmove
it. And so that's the way that normal depreciation
cal cul ati ons are done.

Q All right.

A There is inflation included in it because
you're |l ooking -- the percentage is calculated from
t hat .

Q Okay. |I'msorry. | didn't have ny m ke
on. | turned it on now. But the other method,

pay-as-you-go, says that at the end of the 40 years,
you actually find out what it cost you to renove

t hat cable and then you charge that to ratepayers?

A Ri ght .
Q Is that a correct analysis of that?
A That's correct. The problemis that the

customers that used that cable didn't pay for it,
didn't pay for the renoval of it. That's the

i ntergenerational inequity that |'ve tal ked about
and tried to show, is that | believe that if the
company is going to put a cable in the ground that
"' musing for 40 years and it's going to take it

out, | should pay the cost of the cable itself and
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the cost to remove the cable.

Q But do you always remove it? That's the
guestion, | think, that's out there, is if you use
t hose noni es that people have paid in over the whole
time or whether that underground cable just sits
there because it's allowed because it's 24 inches
under the ground and that doesn't have to be renoved
by safety codes?

A Okay. That's a fair question. \What we
| ook at is the history and what has the company done
in the past. Has the conpany removed it in the
past? And | didn't do this particular study, but
the people that did it are very conpetent. | woul d
ask that question. Has anyt hi ng changed? You know,
you're | ooking at | always pulled out cable at the
end of its life and I'm doing a study now. Am
still going to continue to pull out cable or is
t here some operational change that would say, no,
' m going to stop doing it. In that case, | would
adjust the rate, the removal cost, because they're
not going to do that anynore.

Q But how do you know what they're going to
do in 40 years? That's really a hard thing to
predict.

A Well, it's not always 40 years, because
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we're | ooking at assets that are going to retire
next year, three years from now, 15 years from now,
20, 40 and 80 years. So we're |ooking near- and
far-termand it's our best understandi ng when we do
it.

As you go forward in time, | mean, that's
why you periodically do the depreciation studies.
In five years if you conme back into a new study and
you say, okay, we're not spending as nuch for
removi ng assets, then you back down the rate. O we
stopped doing this. W decided we could | eave poles
standing up and they'll rot and that's okay. That's

a joke. That's a joke.

Q More |ikely cable under the ground?
A More |ikely cable underground. W decided
we could | eave the cable or the conduit there. | t

woul d start showi ng up that we're starting to do
sonmething differently and then we'll react to that
with our best estimate of what the future projects.
That's all we can do, is estimte, as best we can,
what it's going to cost at the end of its life.

Q Okay. That's been very helpful. Now I
just want to get down to one nore thing here.

Line 22 of that same page and 23 of the

next one where he tal ks about, Actual net renmoval
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cost expenditures for transm ssion plant averaged
$1-m |l lion-some-thousand and the average expenditure
for distribution plant was $252, 456, and he's
conparing that to the annual accrual of $6,290,870
in his exanple on line 18. So it |l ooks to me |like
he's | ooked at what actually was spent versus what
was collected and said, well, you didn't need to
spend all that money.

So then it raises the question in my m nd,
why woul dn't | go by actual dollar amount instead of
t hese projections which turned out to be -- | ooked
i ke they turned out to be too high?

A Well, they're not. What's being said
there, the conparisons are apples and oranges,
because in the last five years on average the
company has retired less than a third of a percent
of its assets. So that neans theoretically --

Q Everything lasts a long, long time.

A Well, and a |l ot of the plant accounts are
fairly young. You have a | ot of new investnment in
t here. And so what that's saying is, that |I'mreal
early in the life. And | don't know how famli ar
you are with survivor curves, but, you know, you
have -- it goes down very quickly around the average

year, 40 years in the exanple before. So where we
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are i s way before that 40 years. W're only
retiring a fraction of what we'll retire over the
remai nder; .35 percent was what | cal cul ated
recently. And so it's a very, very small anmount of
the --

Q | s that because you just repl aced
everything on your system or is it because things
are lasting a |lot |longer than you expected?

A Well, it's -- their actuarial analysis
shows how | ong things are going to |last and | don't
know t hat they changed their lives. They m ght have
changed one or two small anounts. So | don't think
it lasts | onger. It's because there's a |ot of new
investment and so the average age of your investment
is really young. So there's a |l ot of new invest nment
comng in, higher dollars. And so maybe it's
average age of 15 years. Well, if you have a
50-year average life and you're at 15 or 20 years of
average, then you've got a |long ways to go before
you start hitting the major retirenments.

And what happens, you know, if you use
here's what |1've been -- here's what |'ve actually
been spending, the $252,000 for distribution --

Q Yep. Yep.

A -- well, that's a very, very tiny piece of
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what you're going to have to spend in the future.
So it's that nortgage exanmple that | tal ked about.
It's sort of a balloon nmortgage where you're
spending very little early in the |life because very
little is going to retire early in the lives.

Q It's hard for me to understand that
concept with a utility company, though, because
you've been in the business for probably 100 years,
| bet, in the M nnesota area.

A And the average age of the investnment,
it's different in different accounts, but it was in
the -- from menmory 15, 20, 25, 30 years. So it's
t he average age of what's in the ground now, of the
dollars that are in the ground now, are much shorter
t han the average age -- what they're projecting for
the life.

So, you know, based on that and | know
it's -- there's a |lot of dollars being added in the
| ast 15, 20 years and those dollars are a |ot nore
expensi ve because of inflation and everything el se
and other things. And so your age of your assets
are pretty short, and so what |I'm worried about and
what | think |I tried to project in my testinmony is
there's going to be this huge balloon that happens

at some point in time in the future because when you
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get closer and closer to that average age, your
retirements are going to nove up very, very quickly
and this 252,000 may turn into $25 mllion --

Q So my granddaughter may be paying for that
instead of me?

A Or your daughter. Or your daughter. But,
you know, |'m wanting to be fair to all customers,
not just -- you know, what | see it is, this is a
reduction to current customers, but the future

customer is going to have to pay for it.

Q Somebody has got to pay for it at sone
poi nt ?
A That's the point. | believe people should

pay fairly, ratably over the life.
Q And | guess it's up to the Conmm ssion to

determ ne which they think is the fair method?

A Yes, whether you think you should pay
ratably, or whether you should -- | was going to use
push it off, but I don't want to use a negative
term

Q Pay me now or pay me |ater?

A. Yeah.

COWM SSI ONER WEFALD: Al'l right. Thank
you.

THE W TNESS: Thank you.
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JUDGE WAHL: Any further questions?

Comm ssioner Cl ark.
EXAM NATI ON
BY COWM SSI ONER CLARK:

Q "Il play devil's advocate for a second on
t his. In the end, does it really matter?

The reason | ask is, you know, let's say
that a conm ssion goes with the -- what you've
termed the pay-as-you-go-type met hodol ogy. So over
time you' ve got assets being put in at different
times and taken out at different tinmes. Maybe it's
not directly assigned to the causer or the ones who
benefited fromit, but over time you ve got assets
bei ng put in and taken out at different ti mes. From
a consumer standpoint, does it just all get evened
out in the wash where, yeah, maybe you're getting
some benefit from plant that sonebody else paid for,
but you're paying for some that somebody el se wil
benefit fromin the future, so does it really
matter?

A | believe it does. And | speak about one
of the reasons in my testimony and |let nme point it
out and then I'Ill talk about it. | should be able
to find it quicker than this.

Starting on page 15, |line 23, going
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t hrough line 9 of 16 of my Exhibit 19. And
basi cally what happens is, if you defer -- | mean,
what we're really tal king about, in my opinion and
understanding, is deferring remval cost to the
future. And when you do that, it's like -- well, a
counter exanmple, if you have a nortgage and you want
to lower the total cost of your nortgage, you'll pay
more in on your mortgage, because you know that the
more you pay the principal down, the | ess interest
there is and so over the life of the |oan, the cost
is less, you know.

And | think it goes the opposite direction
when you defer depreciation expense. What happens
is, your net worth value didn't increase as quickly
so you have a higher rate base. That higher rate
base creates nmore return on investment that the
customers have to pay. And so not only are you sort
of pushing out not quite exponentially, but to
future customers a significantly higher doll ar
amount that they have to pay for renoval cost,
you're al so making them pay nore in return on the
assets that they haven't paid for over time, and on
top of that, future custoners, the assets that the
customers have in the future are going to cost nore

and so they're going to have to pay nmore for that,
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t 00.

So you have sort of three tiers of future
cost that really are going to make -- perhaps becone
very unmanageabl e, but as | say in my testimony
here, fromthis example, it's a 40 percent -- |
believe | said a 40 percent higher cost when you
defer it based on their method versus doing a
straight-Iline method. | think that matters to
customers. Over the long term of course, it's $40
more, | mean, you're pushing it out.

| think to be fair, you know, this is
what's been used for 73 years or nmore or whatever.

It seems like it makes sense and there's a | ot of
reasons that it's fair to everyone invol ved.

COMM SSI ONER CLARK: Thank you.

JUDGE WAHL: Any further questions from
t he Comm ssion?

Fol | owup, M. Bradley?

MR. BRADLEY: Yes, Your Honor. Thank you.

COMM SSI ONER WEFALD: Oh, | have one. [''m
sorry.

JUDGE WAHL: Comm ssi oner Wefald.

FURTHER EXAM NATI ON
BY COMM SSI ONER WEFALD:

Q Why do they have to pay more in return on
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i nvestment on your line 16? Just explain that to
me. "which causes customers to pay nore in return
on investment." Page 16, line 4.

A Sure. Okay. |If in the pay-as-you-go
model or some other model where you're deferring
removal cost, what you're doing is you' re deferring
t he depreciati on expense associated with that.

Q Ri ght .

A So what happens is your depreciation rate
is alittle |Iower, your net work value, which is one
of the pieces for the basis for your rate base, |
assume, is also still higher because you're not
paying it down as quickly and so there's nore
investment that has to be paid a return on.

Q Why? MWhy isn't it paid down as quickly?

A Because t he pay-as-you-go met hod defers.
You know, like | said, there's actual -- in year 20
or 15 there's $252,000 worth of renoval costs. | f

you were to use that $252, 000 as what you need to
coll ect or what you need to accrue and put into
rates, then, really, to do it over a straight |ine
you need significantly more than that, you know, for
the future costs that are going to be comng |ater.
If you don't do it on the straight line, you're

artificially reducing the anount you're currently
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collecting in rates through depreciation expense
because you're only putting $252, 000, instead of,
you know, whatever your best estimate is. Maybe
it's amllion or 2 mllion, whatever it is, so that
ratably customers pay for it. Because you're
accruing so little in these earlier years, your rate
base is not going down like it would if you were on
a straight-line basis.

Q I'1l talk to my staff about that nore.

COMM SSI ONER WEFALD: Thank you.
JUDGE WAHL: M. Bradley.
REDI RECT EXAM NATI ON
BY MR. BRADLEY:

Q M. Watson, following up on the
conversation you just had, as the conpany receives
payments from ratepayers for future retirement,

t hose funds, do they reduce rate base?

A Yes.

Q And so it's as you receive $10 of paynent
for future retirement, you reduce rate base by $10?

A Correct.

Q And since rate base has been reduced by
$10, the cost of the rate of return on investnment
has gone down?

A. Yes.
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Q Is that the explanation you were trying to
make?

A. Yes.

Q Okay. Calling your attention to page 19

of your testinmony, you have a discussion there
concerning the two examples in which the efforts to

recover the future retirement costs were inadequate?

A. Yes.

Q Woul d you pl ease descri be the consequence
of that?

A Certainly. The High Bridge plant, which

believe the example starts on page 18 to explain it,
basically resulted in the Comm ssion allowi ng $5.2
mllion to be accrued for renoval costs at the end
of the plant's life. The actual cost, which is
currently being dismantled, is nearly $36 mllion.
And so you mention, you know, is there a future
cost? In this case future customers are going to
pay pretty significantly there. And in the
M nnesota Valley plant they were -- they accrued
about a mllion dollars and they found it was to be
a $10, 000, 000 cost.

So, in my mnd, it's very inmportant to try
to estimte, as best you can, what these future

costs are going to be and collect them so that you
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don't have issues where customers that don't even
get the use of an asset now have to pay for it.

Q So in the case of the underrecovery of
Hi gh Bridge, using that as an exanmple, we've got the
cost of replacement plant plus now the cost of
retirement?

A Yes.

Q And it's a lumpy inmpact to that $35
mllion conmpared to over these 35 years that we
shoul d have recovered that over?

A Yes, and froma different set of
cust omers.

Q Different set of customers.

You had a di scussion about inflation.
Goi ng to page 13, your Chart 1.
A Yes.
Q Now, the costs you're recovering, those

were inflated, were they not?

A Yes.
Q And that's shown by your table on page 11?
A Yes. And the description before it that

tells how it was created.
Q |f you were to try to devalue the future
dollars to show a future dollar of $100 isn't the

same in 80 years as today, would that change the
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i ntergenerational concern you have here?

A No. It would -- and | have to think
t hrough it. It m ght decrease the front end of the
traditional method some, but there's still a huge

difference between collecting it over a straight
line and collecting it in a pay-as-you-go.
| nt ergenerational issues are still there and
significant.

MR. BRADLEY: | have no further questions.

JUDGE WAHL: M. Bahr?

MR. BAHR: No questi ons.

JUDGE WAHL: Any foll owup by the --
Comm ssi oner Wefal d.

FURTHER EXAM NATI ON

BY COWMM SSI ONER WEFALD:

Q We tal ked about how Charles King in his
testinony on lines 4 through 6 tal ked about what a
90- percent renoval cost ratio means, and we talked
about what that meant and it was in relationship to
NSP's transm ssion and distribution remval cost
ratios; right?

A Yes.

Q Then you switched over to talking about
generation plants, right, on your testimny, page

18. So what is your -- what is the percent renoval
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cost ratio that NSP has established for generation

pl ant ?

A |'d have to look at it. They -- | believe
it is somewhere around -- if you |l ook at reduction
specifically, 1 was told it's around a negative five

percent or so across all the generation assets, all
t he producti on assets.

Q Al'l right. So what does -- you'll have to
help me with that. How does that relate, then, to a
90 percent renoval cost ratio for the transm ssion
and distribution remval, 90 percent? So yours is
only five percent, then, for generation plant?

A Well, yes. lt's different for different
assets. For the rest of the T&D assets,
transm ssion and distribution assets, this is one --
account 364, which is a distribution poles account,
it's at negative 90 percent. It's the only one that
| remember that's above 30 percent negative. So
t hey picked as an exanple the one that was different
fromthe rest of them There is a positive 20
percent in one of the distribution accounts, meaning
salvage is 20 percent higher than cost of renmoval.
There's a bunch that are zero. There's sone that
are negative 10, negative 20 and negative 30.

Q So those could be -- there's different
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numbers that are used for each asset based on its
anal ysis that you've done, the conpany anal ysis has
done --

A Exactly.

Q -- of how much it costs to remove that?
So why were you so off then in your analysis of what
it should cost to remove -- demolishing the High
Bri dge steam pl ant?

A Well, | wasn't involved in any of those so

| don't really know the history.

Q That was a long tinme before, wasn't it?
A. M+ hmm
Q And so isn't that what we were talking

about earlier, that if it's a long time before, it's
awfully hard to know what's the correct number to
put with those for renoval ?

A | think -- | can't speak to this. Maybe a
company person can. | think there was nore to it
t han just what's the right number. | think there
was some politics or something invol ved. | don't
know t hat for sure.

Q Politics, how could that get into it? You
mean the | egislature set the nunber, or what?

A Again, | don't really know what's

happeni ng there. The point of putting those two in,
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t hough, was either M. King or M. Majoros, | forgot
whi ch, basically was saying that the conpany has --
basically, in his experience, conpani es never spend
all of the nmoney that they accrue for removal costs,
and | wanted to show very -- two very concrete
exampl es where this company has a history of
removi ng assets and the asset cost at times is a | ot
more than what's projected by the conpany.

Q So then you have pay-as-you-go because
somebody has got to pick up that cost; right?

A Yes.

Q And so if you didn't set it correctly, you
set it too low, then it has to be brought back to
this Greenfield site, that's probably the politics
you're tal king about, you didn't |ike the
requi rements or whatever for renoval --

A And, again, | was speculating. Please
don't hold me to that.

Q Okay. But, anyway, then who is paying for
t hat now then? Who is paying for the remainder of
the cost, then, for the renoval ?

A The customers are.

Q New customers?
A Ri ght .
Q

So you're basically in a pay-as-you-go
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situation?

A Accidentally, one would think. And that's
the point, if you go too low, if you're doing a
deferral mechanisminstead of trying to | ook at
what's really -- what it costs to put one in and
what it costs when it's renoved, to take it out,
which is what the company did and was conservative
even fromthat, if you don't |ook at that and do
somet hing that defers it, that's the position you
could get into very easily, that you're going to
be --

Q But how about with the rate base issue
here, maybe that was too | ow for that reason, it
wasn't paying down that rate base so then you had
t hese cases comng in where you showed nore capit al
cost?

A Again, |'m out of way out of -- ny
under st andi ng there.

Q Well, you just explained it to nme.

A |"m sorry. The less you collect, the |ess
you put into rates or depreciation expense, the
hi gher the rate base is and the nore the return on
equity is or return on investment.

Q So that could by putting generation and

havi ng those set |ow for generation assets, which
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are big assets, that could keep the rate base high
and hel p when you come in for a case?

A Again --

COMM SSI ONER WEFALD: Okay. All right.
Thank you

THE W TNESS: -- | would hope conpanies
don't play that gane. | mean, | certainly woul dn't
in my analysis.

COMM SSI ONER WEFALD: Okay. Thank you.

JUDGE WAHL: Comm ssioner Cl ark.

FURTHER EXAM NATI ON

BY COMM SSI ONER CLARK:

Q Just so | understand how the 90 percent is
arrived at, that's the depreciation study that
determ nes that; correct?

A. That's correct.

Q So while an individual asset here or there
m ght be above or below 90 percent, as long as the
depreciation study is accurate and relatively
up-to-date, it should be about correct on the whol e;
is that right?

A Yes. | mean, what the study does is |ooks
at a number of years of history and what's actually
happened in history and tries to do the best they

can to estimate given what's happened in history, if
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there are no changes, what is going to happen in the
future. And it is an estimate, but it's the best we
can do.

Q And if that -- if the depreciation study,
if it is set too low so it's underrecovering for the
net sal vage, although you indicated custonmers could
pay -- if it was in between rate cases, it could be
t he sharehol ders that end up paying, isn't that
right, if it's not captured accurately in your base
rates?

A well, if you -- I don't know. |f you can
change depreciation rates in between rate cases

then, yes, and | don't know if that's all owed or

not .

COMM SSI ONER CLARK: Thanks.

JUDGE WAHL: Any further questions?

M. Bradley, are you going to put your oar
back in?

MR. BRADLEY: Very briefly, if | could.
JUDGE WAHL: Al'l right.
REDI RECT EXAM NATI ON
BY MR. BRADLEY:
Q Goi ng again to the example of the High
Bri dge and the M nnesota Valley, we understand that

it was because we didn't properly forecast a future
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expense?
A Yes.
Q | f we gave up and threw up our hands at

t he process, would the offset have been even worse,

the difference have been even worse?

A Yes.
Q | believe you indicated that there was --
bet ween the two projects there was about $6 mllion

t hat had been collected from ratepayers?

A Yes.

Q So but for our efforts to collect over the
life of the asset, the offset -- the difference
woul d have been another $6 mllion?

A Correct.

Q And, of course, there are other projects

where we may have overestimted the cost of salvage?
A That's correct.
Q Whi ch would then offset the inpact of
these two exanples here at that time?
A Ri ght, theoretically.
MR. BRADLEY: | have no further questions.
JUDGE WAHL: M. Bahr, anything further?
MR. BAHR: No, Your Honor.
JUDGE WAHL: Comm ssioners? Comm ssioner

Wef al d.
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FURTHER EXAM NATI ON

BY COMM SSI ONER WEFALD:

Q So does it all go into the same account,
or do you have it set aside by project? So are
customers actually going to be billed the $6 m I lion
for additional cleanup activity, or are you going to
say, okay, we take that against somepl ace where
we're overrecovering and we're not going to be
spendi ng that noney?

A | don't know the details of how they did
t hat particular ruling.

COMM SSI ONER WEFALD: All right. Thank

you.

THE W TNESS: " m sorry.

JUDGE WAHL: M. Bradley?

MR. BRADLEY: No further questions.

JUDGE WAHL: M. Bahr?

MR. BAHR: No questi ons.

JUDGE WAHL: All right. M. Bradley, can
you tender -- get your | ast witness tendered before
lunch?

MR. BRADLEY: Absol utely, Your Honor.
JUDGE WAHL: All right. Let's do it.
MR. BRADLEY: At this time we'd like to

call Anne Heuer to the stand.
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COMM SSI ONER WEFALD: Can we just stop for
[ unch now?

JUDGE WAHL: Let's finish. It will take
us 10 m nutes.

Ms. Heuer, as you' ve heard ne advise
previous witnesses, your testimony is required to be
under oath, and I"mrequired by law to advise you
regardi ng perjury before adm nistering the oath.

Perjury is a false statenment of materi al
fact which you do not believe to be true. | n ot her
wor ds, generally speaking, a lie. I n 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.

W Il you raise your right hand, please?
Bei ng advi sed regarding perjury, M. Heuer, do you
swear that the testinony which you' re about to give
in this matter shall be the truth, the whole truth
and not hing but the truth?

THE W TNESS: | do.

JUDGE WAHL: M . Bradley.

ANNE HEUER,
havi ng been first duly sworn, was exam ned and

testified as foll ows:
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DI RECT EXAM NATI ON
BY MR. BRADLEY:

Q Ms. Heuer, would you please state your
name and title for the record?

A My name is Anne Heuer. | am manager of
revenue anal ysi s.

Q And did you file both direct and rebuttal
testinony in this case?

A Yes, | did.

Q And what was the subject matter of your
testinony?

A The revenue deficiency for Northern States
Power Company in North Dakot a.

Q Okay. And we've had marked as Exhibit 20
your direct testinony. Do you have any additions,
corrections or deletions to that?

A No, | do not.

Q Do you have any additions, deletions or
corrections or clarifications you'd |ike to make

with regard to your rebuttal testimny?

A Yes, | do.

Q And what topics are those?

A | have an adjustnent relative to the
renewabl e devel opment fund. | have a clarification

on pole and inspection replacement and the cable
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repl acement program and, also, a clarification
related to the whol esale trading margins.

MR. BRADLEY: Okay. Before | go into
t hose, Your Honor, maybe |I'Il just, at this time,
move Exhibits 20 and 21

JUDGE WAHL: M. Bahr?

MR. BAHR: No obj ecti on.

JUDGE WAHL: Exhibits 20 and 21 are each
recei ved.

Q ( MR. BRADLEY CONTI NUI NG) Ms. Heuer, you
said you had a statement you wanted or a correction
related to the renewabl e devel opment fund. Coul d
you explain that?

A Yes. In my rebuttal testimony at pages
13, line 10 and pages -- or page 14, |lines 7 and 11
t he nunmber $265, 000 should be changed to $170, 000.

MR. BRADLEY: Your Honor, should we make
t hat change on the copy we put into the record
physically?

JUDGE WAHL: No, | don't think that's
necessary. The record will show the correction.

MR. BRADLEY: Thank you.

Q ( MR. BRADLEY CONTI NUI NG) Wobuld you pl ease
descri be the change that should be made with regard

to pole inspection, replacenment and cable
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repl acement s?

A | identified a $20,000 change that should
be made to my estimate of the effect of M. Majoros’
recommendations with respect to this program The
i npact should be a $78, 000 reduction in operating
expense instead of a $98, 000 reduction.

Q Okay. Does that have any material effect
on your position or testimny?

A. No.

COWMM SSI ONER WEFALD: \What page was that,
pl ease, agai n?

THE W TNESS: It's Schedule 8 on ny
testi nony.

COMM SSI ONER WEFALD: Thank you.

Q (MR. BRADLEY CONTI NUI NG) And can you
track that change through your testimony in
schedul es?

A. Yes, | can, but | don't believe that it's
mat eri al . | could walk through all the rel ated
adjustnments on Schedule 8 and | do have corrected
copies, if anyone would |ike those copies.

Q Is there a clarification that you would
like to provide in your testimny regarding the
treat ment of whol esal e margi ns?

A Yes. My testimony addresses -- actually,
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my rebuttal testimony addresses whol esal e trading
mar gi ns at pages 5 and 6. | just wanted to note
t hat the whol esale margins were taken into
consi deration when we cal cul ated our interimrate
refund so the ultimate true-up of interimrates to
final rates and the refund to customers needs to
reflect that fact so that the customers receive the

benefits of wholesale trading margi ns once and not

tw ce.

Q Ms. Heuer, you've been here during the
course of the proceeding, | believe?

A. Yes.

Q And were you here and did you hear

M. Beuning's testimony in which he identified the
amount of the M SO 16 and 17 costs in this case?

A Yes, | did.

Q Woul d you care to correct a statement nmade
by M. Beuning as to the amount of those costs that
are included in requests for rates in this case?

A M. Beuning identified the inpact at
$522,000. The inmpact is actually $532,000.

Q Ms. Marks testified that her forecast
showed an increase in customer counts and an
i ncrease in sales. Do you recall that?

A. Yes, | do.
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Q | f customers counts increase, what inpact
does that have on the revenue requirenment?

A | f customer counts increase, the
associ ated customer revenues would be increased and
it would have a decrease in our revenue deficiency.

Q | f sales are forecasted to increase, what
does that do to the revenue requirement in the case?

A That woul d have an increase in revenues
and, again, that would decrease our revenue
deficiency.

Q So as a result of projecting a higher than
hi storic increase in customer counts and sales, the
revenue requirement requested by the conmpany in this

case is |lower?

A That's true.
Q There was reference to Excel sior costs
being included in the test year. Coul d you tell wus

what Excel sior costs are included in the test year?
A There are some costs related to | ega
activities in litigating our positions with --
relative to the Excel sior contracts.
Q Do you have an idea, rough dollar amount?
A | don't recall that dollar amount.
Q Okay.
A

l[t's mnor, small doll ar anount.
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Q | believe that M. Larson testified that
t he conpany was seeking recovery of 50 percent of
its econom c devel opment and contributions in this
case. Wuld you care to comment on that?
A We're requesting 100 percent of our

econom ¢ devel opment costs.

Q And what percent on the contributions?
A Fifty percent.
Q There was a discussion with M. Krug

concerni ng non-asset based margins and the
reasonabl eness of a --

JUDGE WAHL: Your m crophone just went
off, M. Bradley. There you go.

MR. BRADLEY: Thank you.

Q (MR. BRADLEY CONTINUI NG) Let me restate
it. There was a discussion with M. Al Krug
concerni ng non-asset based margins and the
reasonabl eness of requesting a 15 percent
contribution towards -- which would be the amount
t he conpany would pass through the fuel clause
adj ust nment .

Woul d you pl ease conmment on what would be
t he consequences -- |let nme be nmore specific. I f we
were to term nate the business today, would we have

a change in our costs in this rate case?
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A No. The asset based and non-asset based
trading margin activities are performed by the same
group of people. I f we discontinued our non asset -
based trading margins, | don't believe that there
woul d be material decrease in costs.

Q How did we select 15 percent as the
contribution rate?

A The 15 percent was sel ected based on the
Comm ssion's order in the MDU proceedi ng.

Q | s 15 percent intended to be a
contribution towards conmmon and joint costs of this
enterprise?

A | believe so.

Q Okay. Do you believe it exceeds any
possi ble direct cost of this enterprise?

A Yes, | do.

( MR. BRADLEY CONTI NUI NG) That's all
wanted to do, Your Honor.

JUDGE WAHL: All right. M. Bahr, we'll
resume after lunch with your exam nation,
Cross-exam nation. Let's resume at 1 o'clock.

M . Bahr?

MR. BAHR: Your Honor, we would request
that the admtted schedule be put in the record.

JUDGE WAHL: You know, let's take that up
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when we cone back. | want to think -- | wanted you
to talk to -- my only question about that was
whet her there was going to be sone related testimony
necessary to make that work. But | thought about
t hat nmyself, but talk to counsel, talk to
M. Bradley about that, but | would put it in,
provided it doesn't require any additional
testimony. Then | think on your request it probably
goes in anyway, but then it needs sonme testinmony to
support it. Okay. Al'l right. 1 o'clock, please.

(Lunch recess was taken.)

JUDGE WAHL: All right. Let's be in
order. | think we're all hooked up.

Let me ask -- | don't see any new faces,
but let me read the script, anyway, pl ease.

|s there anyone that is attending the
hearing this afternoon who has conme to the hearing;
that is, other than people testifying on behal f of
Nort hern States Power or the Comm ssion's advocacy
staff, who have come to the hearing to offer any
i nformati on or comments concerning Northern States
Power's electric rate increase application?

Al'l right. M. Bradley, we are back at
you for just a little bit of cleanup.

MR. BRADLEY: Alittle cleanup, Your
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Honor. Thank you.

Before the break we had Ms. Heuer go

t hrough her pre-filed testinony and indicate she had

some

corrections to make to her rebuttal testinmony.

We've had her, during the break, physically mark a

new exhibit with those changes physically marked on

there, initialed by her, and inserted a new schedul e

A, and, with that, Your Honor, we would like to

propose Exhibit 21A, as the amended version of her

Exhi bit 21, which was her rebuttal testinony.

JUDGE WAHL: M. Bahr?
MR. BAHR: We have no objection.
JUDGE WAHL: Exhi bit 21A is received.

MR. BAHR: And, Your Honor, one nore

little clean-up question.

Q (MR. BRADLEY CONTI NUING) Ms. Heuer, |

previously had asked you how nmuch was in the test

year

related to Excel sior. Did you determ ne that

amount during the break?

A Yes, that was approximtely $10, 400.

Q And do you know -- recall what that was
A Legal fees for litigation.

Q It was conmpany's | egal fees, probably

opposi ng that proposal ?
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A Opposi ng that proposal, yes.
MR. BRADLEY: Thank you. | have no
further questions.
JUDGE WAHL: All right. M. Bahr.
MR. BAHR: Thank you.
CROSS- EXAM NATI ON
BY MR. BAHR:
Q Ms. Heuer, | just have a handful of
guestions for you.
Does NSP have any regul atory assets?
A Yes.
Q And what woul d NSP's major regul atory
assets be?
A Well, long-term assets that | | ooked up
that are included in the rate case is prepaid
i nsurance for regular insurance, as well as NEIL
i nsurance for our nucl ear plants.
COMM SSI ONER WEFALD: "' m having trouble
hearing her.
JUDGE WAHL: Yeah, | am too. | s your
m ke on, the blue light on?
THE W TNESS: Yes.
JUDGE WAHL: Then you m ght just pull that
m ke forward a little bit or bend it down, whatever.

However you can be confortable up there. You can
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move that m ke around.
THE W TNESS: | s that better?
JUDGE WAHL: That's better.
THE W TNESS: That was what | determ ned
over the break.
Q (MR. BAHR CONTINUING) |'m sorry. |
didn't fully hear the answer. Some type of

i nsur ance?

A

Yeah. Property insurance, as well as NEIL

i nsurance for our nuclear plants.

Q

i nvol ved

to speak

And those are the only regul atory assets
in this case?

COWMM SSI ONER CRAMER: You're going to need
up nore.

THE W TNESS: | "' m not talking |oud enough.

Okay. To my knowl edge.

Q

(MR. BAHR CONTI NUI NG) And what are your

maj or regul atory assets outside of this rate case

proceedi ng?

A
Q

' m not exactly sure.

You can't name any of them off the top of

your head?

A

Not off the top of ny head. | could find

that information for you and provide it.

Q

Were the regul atory assets established
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No. 717
A Yes.
Q And what's the purpose of having a

regul atory asset?
A. Well, it's amounts coll ected or anounts

owed to ratepayers, generally, for regulatory

purposes, | guess, or just assets.
Q Asset s?
A. Ampunt s t hat have been coll ected,

generally, already or the conpany has on hand.
Q Okay. But is there a purpose for
separating those from other assets?

A | believe they fall under FAS 71.

494

Q Does that standard al so address regul atory

liabilities?
A Yes.
Q Can you explain what a regul atory
liability is?
A Amounts the conpany owes ratepayers.
MR. BAHR: Okay. No further questions.
JUDGE WAHL: Questions fromthe

Comm ssion? Comm ssioner Wefald.
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EXAM NATI ON
BY COMM SSI ONER WEFALD:
Q What is the approximte carrying costs
annual ly for rate-based investnment?
A Okay. When you say "carrying costs," you
mean our return to our sharehol ders?

COVM SSI ONER WEFALD: | need sone
assistance fromJerry Lein.

MR. LEIN: | think what we were talking
about was if you had a rate-based investment --

THE W TNESS: MT- hmm

MR. LEIN: -- there's a percentage out
there that you could turn that into an annual number
in the rates. Is it 15 percent or something |ike
t hat ?

THE W TNESS: Based on our requested
return on equity and the Cap structure in the case,
t hat amount is 12.3957 percent.

COMM SSI ONER WEFALD: 12. 397 percent.

THE W TNESS: 3957.

MR. LEIN: And I think we talked a little
bit further about was there -- if it was a
transm ssion investment and it's in the FERC rate
base, is there a higher incentive return that FERC

gives for transm ssion investment?
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THE W TNESS: Our MSO tariff does have a

hi gher return to our transm ssion customers. In the
determ nation of our -- the collection of rates from
non- Xcel Energy retail, our full requirements

whol esal e customers, we receive revenues from
transm ssion customers who basically take wheeling
revenue. That revenue that we're recovering from
these customers is then credited back to our retail
and our full requirements whol esale jurisdictions.
So to the extent we recover a higher return from

our -- those transm ssion custonmers who are charged
the M SO transm ssion tariff rate, those anmounts are
credited back to the retail jurisdiction.

MR. LEI N: | guess there was |ike one
other thing |I thought of here, when you had your 12
poi nt somet hi ng percent here.

COMM SSI ONER WEFALD: 12. 3957.

MR. LEIN: There we go. That didn't
i nclude depreciation, did it?

THE W TNESS: No, it did not.

MR. LEIN: So if there would be a gross-up
nunmber that you could just say we've got a mllion
dollars in rate base, what would it cost me to carry
that for a year including depreciation expense? |Is

there a round figure that is commonly used?
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THE W TNESS: (Performs cal cul ation.)
Well, for transm ssion assets?
MR. LEIN: Bot h woul d be good, but
what ever you've got.
THE W TNESS: Well, it could be
15 percent.

Q (COMM SSI ONER WEFALD CONTI NUI NG) Fifteen
percent. That's the approximte carrying costs for
rate- based i nvestnment and does not include -- that
does include depreciation?

A M- hmm

COMM SSI ONER WEFALD: Thank you. That's
all my questions at this tinme.
JUDGE WAHL: Any further questions from
t he Comm ssion? Comm ssioner Clark.
EXAM NATI ON
BY COWMM SSI ONER CLARK:

Q Just one quick one. On page 25 of your
subm tted rebuttal under Subsection F, M nnesota
Mercury Em ssion Reduction Act Costs, the second
guestion, your answer is, "The conpany opposes
M. King's recommendation for the reasons expl ai ned
by Ms. Engel king."

s that in her submtted rebuttal ?

A. It should read M. Rosvol d.
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COMM SSI ONER CLARK: Okay. Thanks.
That's all |'ve got.

JUDGE WAHL: Comm ssioner Wefald.

FURTHER EXAM NATI ON
BY COMM SSI ONER WEFALD:
Q Yes. \When you were making your

corrections on page 6, this is under Section B,

asset - based and non-asset based trading margins.

You had -- you made an adjustment on page 6. It was
sonmet hi ng about margins will be returned tw ce, and
| thought | saw that already in your testinmny here

and so | just wanted to know what your correction
was agai n.

A Well, it wasn't really a correction. |t
was just a clarification. When we cal cul ate what
the interimrate refund will be, we just need to
make sure that we take into consideration that
interimrates are cal cul ated based -- including the
whol esal e margi ns, whereas final rates, if the
Conmm ssi on approves our request to nmove our
whol esal e trading margins from base rates into
recovery through the fuel clause adjustnment, we just
have to make -- the base rates then would not
include the whol esale margins. There's kind of a

m smatch between there and we need to make sure we
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take that into consideration when we cal cul ate
refunds to customers so we don't return them twi ce,
once in base rates and once in the fuel clause.

Q Okay. All right. Thank you. And then I
had heard people -- M. Larson, in his first
remar ks, say that you were going to correct sone
t hings that were wrong in M. Majoros' conclusions
about how much things were worth in his testinmony,
and have | just m ssed finding that in your
testimony, your rebuttal testinony?

A On -- | can direct your attention to the
section regarding quantification of staff position.

Q And that's page?

A Well, it starts on page 18.

Q Al'l right.

A Starting there back through, | believe the
m ddl e of -- well, 25 and 26. These are -- were
my -- was my rebuttal testimony on the suggested

adj ustments, and some of them | agree with the
calcul ation of the adjustment, but just disagree

with the adjustment, and then there are sonme

corrections that | made.
Q Okay. And what were the corrections?
A. Well, for instance, in the first one, the

refuse derived fuel generation.
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Q That's on page?
A. 18.
Q All right.
A M. Majoros suggests that since he
concl udes that renewable -- or refuse derived fuel

is responsive to a M nnesota mandate, that cost of
this generation should be disallowed. And then he
calcul ates then -- we had provided a number in
response to information request 3-4 that quantified
t he amount of revenue requirement for that source of
energy in that data request response, but -- he
excludes the cost, but then he doesn't adjust that
for replacing that generation, so | don't think
that's an appropriate -- it's not a conplete

adj ust nment .

Q Okay. So what you're suggesting is that
if there was not refuse-driven fuel resources, they
woul d have to be replaced by something el se?
Exactly.

Al'l right.
Yeah. That's the correction with that.

How about the depreciation one?

> O > O >

Depreciation, M. King here recomends
that the North Dakota depreciation expense be

reduced by $4 mllion. He does not consider the
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i mpact of deferred taxes in his depreciation expense

reduction. That's one of the things that is not --

Q And that's on page?
A That would be on page 19, line 21, it
starts. So if there's -- if he reduces depreciation

expense and accunul ated reserve for depreciation, we
need to also consider the deferred tax inpact.

Q So do you have a new nunmber for us?

A On this one, yeah, if you go to my
Schedul e 8.

Q And this is your new Schedule 8?

A Yeah, the new Schedule 8. If | go to ny
new Schedule 8, and if you | ook at --

Q | don't have the new Schedule 8 so that's
okay.

A Oh, you don't. The nunber is the same on

the old schedul e.

Q The number is the same as on the old one.
Okay.

A Yes. Yes. It's inpacted on the rate
base, page -- Schedule 8, page 2. It says -- the

colum | abeled "RB-7."
Q Al'l right.
A And then on Schedule 8, page 5.
Q Al'l right.
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A Colum "Ol -13."

Q Al'l right. And that's a referral for the
number that's in your testimony?

A. Par don?

Q That's where the data is for the nunber
that's in your testinony?

A Yeah. The i npact.

Q So the inmpact now you're recommending is a
total decrease of $2,517,000; is that the nunber?

A Yes, that's the inpact on total operating
i ncome.

Q Okay. Thank you. And then on the Allen

Ki ng Generating Plant?

A On the Allen S. King Generating Plant --
okay. "1l go back here. There's several itens
that | think that we need to make that would be

appropriate adjustnments to correct this. Yeah.
Okay.

M. King didn't have what -- the total
amount of investment we have in our King plant so he
estimated the amount and he based that estimte on
t he conpany's May 3rd, 2002 subm ssion in the
Metropolitan Em ssions Reduction Proposal and then
escal ated that amount to come up with a total

i nvest ment of $674 mllion, rather than the $477
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mllion that's actually in the rate case --
Q Okay.
A -- test year. Then by doing that, he also

didn't have the portion of that plant that was
depreci ated so he cal cul ated our reserve ratio based
on our | ast depreciation filing. | don't think
that's appropriate. That would have included
reserve for depreciation fromthe old plant. This
particul ar investment would have only -- you would
only use the depreciation fromthe current plant.
He didn't take into consideration the inmpact of
deferred taxes in the calculation of rate base or
income statenment. He estimated the amount of
depreci ati on expense based on the amount of plant
t hat was too high and used the incorrect
jurisdictional demand allocator. Just a number of
vari abl es.

Q | see that. All right. Those are many
concerns. All right. And so then your cal cul ation
shows the revenue requirement should be $3,363,000?

A Mr- hmm  Yes.

Q Okay. All right. And then High Bridge,
simlar concerns?

A Sim | ar concerns. Hi gh Bridge, just to

note here that the High Bridge plant or
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modi fi cations also included additional generation
that he didn't -- also didn't credit or adjust his
adj ustment by. And | haven't made any attenpt to
try to quantify the value of that repl acement
gener ation here.

Q Al'l right. Wthout quantifying the val ue
of the replacement generation then, do you have a
different -- where do | find the number there, then,

for that plant?

A That's on page 24.

Q Okay.

A. Line 3, $1.1 mllion.

Q The $1, 102, 0007

A Yeah. And that's the difference between

doing the alternative upgrades at Hi gh Bridge and
the plan that we finally chose and i nmplemented. The
next itemis Grand Meadows wi nd farm and the rel ated
transm ssi on.

Q And that's the one where you're saying his
cal cul ati on does not include the cost of replacement
energy lost, et cetera?

A Well, capacity on the line for the
25 percent, yeah.

Q Okay. And the mercury em ssion

reducti ons?
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A. Well, the source of our -- the answer to
this question right here is that he's recomendi ng
reduction of the $438,000, which is for pollution
control efforts, including mercury reductions, and
we di sagree with that.

Q Okay. And so, then, the effect on return
on equity is G., your final?

A Yeah. That's the sum of the inpact on the
revenue deficiency.

Q So what you're estimating is that the
di fferences between M. Majoros' and M. King's and
t he conpany's would be a reduction of 13.3 mllion

in the conpany's proposed revenue requirement?

A Yep.
Q And that's on the bottom of page 25?
A Yes.

Q So rather than having a negative $200, 000,

you're saying that there would be about $6.7 mllion
still left; is that right?

A Wel | - -

Q | s that what your basic argunment is?

A |f you |l ook at 8, revised Schedule 8, our
estimated -- our estimate of the staff's recomended
deficiency is $4.7 mllion.

Q 4.72
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A 4. 7.

Q Well, then, tell me -- |'msorry.

COVM SSI ONER WEFALD: Maybe we shoul d have
that -- can the Comm ssioners be given that exhibit,
pl ease?

THE W TNESS: | have a copy.

JUDGE WAHL:  Sure. Do we have enough
copies for all of the Comm ssioners?

THE W TNESS: Yeah, | have plenty.

COMM SSI ONER WEFALD: s that an exhibit
al ready?

JUDGE WAHL: It's 21A, Comm ssioner.

Q (COVMM SSI ONER WEFALD CONTI NUI NG) Now, |
admt that sonetinmes when |I'm | ooking at accounting
pages, | don't know what deficiency -- estimted
staff recommended deficiency is corrected. So |
need your help to help me sort through what
deficiency means in this case, the number
$4,717, 000.

A That's the difference between our required
revenue requirements based on our stipulated return
on equity of 10.75 percent and the amount of revenue
that we're currently collecting under current rates.

Q So if the Commi ssion adopted all of

M. Majoros' and M. King's reconmmendations, then --
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let's see if | have this right -- then instead of
t here being a m nus $200, 000 that would be needed to
address the issues in this rate case, according to
NSP, the Comm ssion would need to have an increase
of $4,000, 717 using your calcul ations?
A. Yeah, $4,717,000, right.
Q $4, 717, 000.
A This is just our quick estimate that we
did with the information that we had avail abl e and
doesn't include things |like replacement power for
generation that they're recommendi ng that we not get
a recovery for and things |ike that. So this is
just the best we could do in the short period of
time we had to try and --
Q Respond?
A -- respond, right, to their concerns.
COMM SSI ONER WEFALD: Okay. That's
hel pful. Thank you very nuch.
JUDGE WAHL: Any further questions from
the Comm ssion? M. Bradley?
MR. BRADLEY: No questions, Your Honor.
JUDGE WAHL: M. Bahr, any foll owup?
MR. BAHR: No questi ons.
JUDGE WAHL: All right. Thank you very

much.
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THE W TNESS: Thank you.

JUDGE WAHL: Ms. Hertzler.

MS. HERTZLER: Your Honor, at this time we
are out of witnesses. W would |ike to nove our
final piece of testimny, which is that of
Dr. Vander Weide, who was our ROE witness in this
proceedi ng. Because we have a stipulation with
staff related to the ROE here, we did not have
M . Vander Weide avail able. We had made note of
this fact at the beginning of the hearing and asked
if the Comm ssioners were going to have questions of
M. Vander Wei de. |'"d like to admt his testinmony
at this time.

JUDGE WAHL: All right. Do we have an
exhi bit number?

MS. HERTZLER: 22.

JUDGE WAHL: M. Bahr?

MR. BAHR: No obj ecti on.

JUDGE WAHL: Exhibit 22 is received.

Under the -- the Comm ssioners do not have
an opportunity to exam ne, to question this wtness.
Do the Comm ssioners have any questions for this
wi t ness?

COMM SSI ONER WEFALD: | have none.

COMM SSI ONER CLARK: No.
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COMM SSI ONER CRAMER: No.

JUDGE WAHL: Al'l right.

MS. HERTZLER: Then, Your Honor, we are
out of wi tnesses.

JUDGE WAHL: All right. Well, | have one
pi ece of business for counsel related to Xcel's
presentation. Counsel will recall that for M. Kent
Larson's testinmony he was asked by Conm ssioner
Cramer about the -- | guess the increase or the --
wel |, specifically, the percent of new generation
capacity since 1996 which had been gas-fired, and
Comm ssioner Cramer had information at hand that
i ndicated that a report of the National Regul atory
Research Institute indicated that that was
90 percent.

As | recall M. Larson's testinony, he did
not di sagree with that, but at the same time | asked
Comm ssioner Cramer whether documentation could be
provided for that fact. He has -- Comm ssi oner
Cramer has provided me with the report of the
Nati onal Regul atory Research Institute, dated April
2004, entitled "Increased Dependence on Natural Gas
for Electrical Generation: Meeting the Challenge,"
aut hored by Ken Costell o, senior institute

econom st, and the information is found at page 1,
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For the record, | would simply receive the

entire report, |lock, stock and barrel, for that
single fact, counsel, and | would make it as
Exhibit 33, if my count is correct.
|s there any objection, Ms. Hertzler?
MS. HERTZLER: Your Honor, we have no
obj ecti on.
JUDGE WAHL: M. Bahr, any objection?
MR. BAHR: No obj ecti on.

JUDGE WAHL: All right. This will be

Comm ssion Exhibit 33, madam reporter, if you would

put a sticker on there for me, please.
Comm ssi oner Wefal d.
COVMM SSI ONER WEFALD: Then | have two
Comm ssion cases that | would Iike to have
adm ni strative notice taken.
JUDGE WAHL: Okay. Official notice, yes.
COMM SSI ONER WEFALD: Official notice.

One is the case that's presently still pending

before the Comm ssion and it had to do with M nnkot a

and their -- what I1'd like to have adm nistrative

notice of is the cost of the transm ssion line from

the Pillsbury substation to the Maple River

substation that was noted in that case.
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JUDGE WAHL: That's the Comm ssion case
number, do you know?

COMM SSI ONER WEFALD: Il ona, do you know
t hat case number?

MR. LEEN: PU- 08-48.

JUDGE WAHL: How are we going to handle
that, may | ask, M. Lein? Have we got a piece of
paper that indicates that fromthat case or is
that -- but that's still a pending case so there's
no finding of fact in that case? There's an order?

COMM SSI ONER WEFALD: There's an order.

MS. JEFFCOAT- SACCO: There's an order. W
have to find where the number is and then we'll have
a piece of paper once we find which piece of paper.

COVMM SSI ONER WEFALD: \Which page it is in
t he order.

MS. JEFFCOAT- SACCO: Yeah, | don't know if
it's in the order, the number with the transm ssion
cost. So we'll find it.

COMM SSI ONER WEFALD: The second one --

MS. HERTZLER: Your Honor, if | my --

JUDGE WAHL: Let me just -- 1'mthinking.
You know, Comm ssioner, a better way to do this, |
t hi nk, would be to get that documentation and then

ask to have official notice taken of the
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document ation. We've got an order, for exanple, and
have it given to counsel so that they can | ook at it
and make sone inquiry of staff as to where does this
come from what's the basis, and so on. That wil
make their job a | ot easier. Ri ght now, they're not
sure, and |I'm not, either, but they're not sure
exactly what you are asking, what the Conm ssion is
asking to be accepted pursuant to official notice.
Can we do that?

COMM SSI ONER WEFALD: Yes. "1l work with
my staff on that.

JUDGE WAHL: Yeah. l'd like to see some
documentation, give it to counsel and let themgo to
work on it. Then let's make that request. We can
do that any time before the hearing is closed.

COMM SSI ONER WEFALD: Al'l right. "1l do
t hat for both documents.

JUDGE WAHL: Yes, please. All right.

MS. HERTZLER: Your Honor, could we have
Comm ssioner Wefald identify what the second one
was ?

COMM SSI ONER CRAMER: That's what | was
t hi nki ng.

MS. HERTZLER: | realize we'll get

document ation, but my curiosity may get the better
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of me in the meanti me.

COWMM SSI ONER WEFALD: The second one is --
| don't know the case number, but it was froma
nunmber of years ago and it was when Otter Tail and
NSP, the Comm ssion issued an order to site a
transm ssion line from-- was it Harvey to Gl enboro?
Harvey to Gl enboro. And there's a Comm ssion order
and it tells in that, again, what the cost of the
transm ssion |ine was.

MS. HERTZLER: Thank you, Comm ssioner.

JUDGE WAHL: All right. | think that
concludes Xcel's presentation at this point. Amr |
correct, Ms. Hertzler?

MS. HERTZLER: Your Honor, you are

correct.

JUDGE WAHL: All right. M. Bahr, you're
up.

MR. BAHR: Advocacy staff would call M ke
Maj or os.

JUDGE WAHL.: M. Majoros, as you have
heard me advi se previous witness, your testinony is
required to be under oath, and |I'mrequired by |aw
to advise you regarding perjury before adm nistering
t he oat h.

Perjury is a false statenment of materi al
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fact which you do not believe to be true. I n ot her
wor ds, generally speaking, a lie. I n 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.

W Il you raise your right hand, please?
Bei ng advi sed regarding perjury,
M. Majoros, do you swear that the testimony which
you're about to give in this matter shall be the
truth, the whole truth and nothing but the truth?
THE W TNESS: | do.
JUDGE WAHL: M. Bahr.
M CHAEL J. MAJOROS, JR.,
havi ng been first duly sworn, was exam ned and
testified as follows:
DI RECT EXAM NATI ON
BY MR. BAHR:
Q M. Majoros, would you please state and
spell your name for the record?
A My name is Mchael J. Majoros, Jr. \hat
was the second?
Q Spell the last name, please, to make
sure --
A Oh. Ma-j-0-r-o-s.

Q And could you explain where you are
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enpl oyed and what your role is in this hearing?

A | ' m vice-president of Snavely King Majoros
O Connor & Lee, Incorporated. | was asked to
summari ze staff's revenue requirement position in
this proceedi ng.

Q And you prepared written testinony on this
matter?

A Yes, | did.

Q And included with that witten testinmony
is an explanation of your experience, training and
qualifications to provide testinony?

A Yes.

Q Now, subsequent to filing your written
testinony, did you have the opportunity to review
rebuttal testinony submtted by NSP?

A Yes, | have.

Q And have you been here all day today and
yesterday during the hearing to listen to testinony

by NSP enmpl oyees?

A Yes.

Q And wi t nesses?

A Yes.

Q Based upon both their rebuttal testimony,

as well as the testinmny you heard today, are there

any additions, deletions, corrections, nmodifications
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to your testinmony that you're going to want to share

t oday?
A Yes, | will.
Q And you will do that as part of your

testinony?
A Yes.
MR. BAHR: M. Majoros' testimny has been
mar ked as Exhi bit 24. | would move to admt it.
JUDGE WAHL: M. Bradley?
MR. BRADLEY: No obj ecti on.
JUDGE WAHL: Exhibit 24 is received.
Q (MR. BAHR CONTINUING) M. Majoros, could
you pl ease provide us a review of your direct

testinmony in this matter?

A Yes. Could | go through the corrections
first?

Q | f that would be most confortable.

A Yes. Pl ease turn to page 2, |ine 14. The
$.2 mllion reduction should be $4.7 million
i ncrease.

Q And what is the basis of that?

A Ms. Heuer was kind enough to recal cul ate

my numbers, and | accept all of her recal cul ati ons.
At page --

Q M. Majoros, with regard to those
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cal cul ations, would the difference be in part
because of the lack of total information you had in
order to make your cal cul ati ons?
A Yes, that's part of it. Part of it |
m si nterpreted nunmbers.
So, anyway, on page 4, at the bottom the

very | ast words on that page, "this," please strike

t hat and then strike the first line on the next
page.

On page 6 at line 7 | recommend that --
starting at line -- | reconmmend that the conpany's
base rates be increased by 4.7 mllion as shown on

Heuer Exhibit AH-2, Schedule 8, corrected.
On page 21, line 18, the first few words,
it should be, yes, Exhibit AH-2, Schedul e 8,

corrected, summarizes the adjustnments.

COMM SSI ONER WEFALD: "' m sorry. | can't
find that.

THE W TNESS: It's on page 21, |line 18.

COMM SSI ONER WEFALD: Okay.

THE W TNESS: Then on line 20, the $20.5
mllion should be $15.8 mlIlion

COMM SSI ONER WEFALD: Excuse nme. Say t hat
one agai n.

THE W TNESS: Okay. On line 20 there's a
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figure of $20.5 mllion. That should be $15.8
mllion.

Then on line 21 there is a $.2 mllion
whi ch should be $4.7 mlIlion, and the word
"decrease" should be changed to "increase."

On page 22, starting at line 13, strike
the words "these adjustnments are not necessary,
and."” And put a capital "I1" by in.

Strike line 16 in its entirety on that
very same page.

COMM SSI ONER WEFALD: Li ne 167

THE W TNESS: Yes, ma'am And | think I'm
comng to my |ast one. Page 24, line 4, strike the
words "established in NSP's |ast M nnesota order."

COMM SSI ONER WEFALD: That's on which
page, please?

THE W TNESS: That's on page 24, line 4.

Q (MR. BAHR CONTI NUI NG) Are those all the
changes you have to your written testinony?

A. Yes.

Q Now, woul d you please provide a summary of
that testimny?

A Yes, | will. Initially, NSP proposed a
$20.5 mllion increase and we recomended a $.2

mllion decrease. |'ve changed that to a $4.7
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mllion increase based upon Ms. Heuer's
recal cul ati ons of my numbers.

As | explained in my testinony, this rate
i ncrease comes at a time when energy, gasoline and
food prices are sharply increasing. | believe the
purpose of regulation is to protect ratepayers from
monopolistic practices of public utilities.

My testimony identifies two factual
matters that this Comm ssion has not addressed in
t he past. First, NSP is a member of a group of
companies that file a consolidated tax return in
order to reduce the effective tax rate of the group.
The result is that NSP charges nore to its
rat epayers for income taxes than it actually pays to
t he government in income taxes. | nst ead, the
company collects nmoney from ratepayers and transfers
t hat noney through the parent to | oss entities.
M. Diller informs me that this Comm ssion does not
require utilities to recognize this subsidy in
consumer rates. | recommend the Comm ssion
reconsider this adjustment at this time when energy
prices are increasing so drastically.

| also identify an ampunt of money t hat
t he conpany has charged and collected fromits

rat epayers for cost of removal that exceeds what is
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actually spent for cost of removal. The conpany
reports a $342 mllion regulatory liability on its
GAAP and SEC financial statements for this amount.
| request this Comm ssion to specifically recognize
this amount as a regulatory liability just as both
the SEC and the public accounting profession have
done. This recognition is necessary to protect
rat epayers fromthe risk of |losing these advances
t hey have made to the conpany. NSP- M nnesota war ns
inits 10-K about the potential of having these
amounts taken into its own income under certain
circumstances. The tel ephone industry, not upon
deregul ati on, but upon alternative regulation, took
$11.5 billion into their equity accounts that
rat epayers had fronted for future costs of renmoval.

| recommend an anmortization of the excess
amount, and, in addition, | recommend charging the
costs of the company's pole replacement and cable
repl acenment programs to the unanortized regul atory
liability.

That's basically a summary. | have
several adjustments in nmy testinony and |I'm going to
address them now in the context of the conmpany
rebuttal to nme. So this will be suppl emental

direct.
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As | said, Ms. Heuer was kind enough to
identify and correct several of ny calculations, and
| accept all of her adjustments. My adjustments are
as follows: First, | recommend that 100 percent of
whol esal e margi ns, both asset-based and non-asset
based be fl owed through the fuel adjustment clause.
NSP is a regul ated nmonopoly who has been given the
privilege of an automatic pass-through of its
bi ggest operating cost. In my opinion, the quid pro
quo is the responsibility to mnimze that cost to
t he maxi mum extent possible. This will increase
base rates by about $2.3 mllion, but simlarly
shoul d reduce fuel costs, if NSP does its job.

| recommend that the M SO Schedule 16 and

17 costs continue to be flowed through the FCA

i nstead of increasing base rates. | have reversed
NSP's charitable contributions adjustnments. It is
my understanding that up to -- it is not -- now is

not the time to increase rates for charitable
contributions.

| have reversed NSP's renewabl e
devel opment fund amortizati on because this is a
M nnesota program and expenditure. | have reversed
NSP's increase for private fuel storage. I

understand this project relates to a stalled attenpt
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to store spent nuclear fuel with the Goshute | ndian
Tribal Land in Utah. This Comm ssion has not
approved that project.

| have reduced NSP's $2.5 mllion increase
for 2008 nuclear refueling outages to the actual
$811, 925 the PSC approved for 2008. As | stated
earlier, | have reversed the expenses and capit al
relating to NSP's pole and cable repl acement
programs. | do not say that ratepayers shoul d not
pay these costs. | merely recommend they be charged
to the $342 mllion NSP has already collected for
future removal costs.

| reduced NSP's incentive conpensation to

reflect a 15 percent limt | thought had been
established in NSP's | ast M nnesota order. | was
wrong about that. The conmpany's proposal to use a

25 percent |limt is worth about 34, 000. While this
is a small amount, in my opinion, these are tough
times, why not set a lower limt.

| propose a 10-year anortization of NSP's
regul atory liability for non-|legal asset retirement
obl i gations. This is an anmortization, not a refund.
The 10 years is arbitrary. It could be 5, 15, 20,
or even |longer, or you m ght not choose to anortize

it at all. The nmost important aspect of this
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adjustnment is the paramount need for this Comm ssion
to recognize this itemas a regulatory liability for
rat emaki ng purposes.

M. Watson has accused both M. King and
me of abandoni ng accrual accounting with respect to
future cost of removal. He i s absolutely wrong.
He's not an accountant and his interpretation of
accrual accounting is wong. Accrual accounting
mat ches expenses to periods incurred and revenues to
periods in which they are earned. What M. King and
staff is proposing is equivalent to using the
present-val ue approach for the treatnment of
inflation with regard to future cost of renmoval. | f
you see that line A-B up there, that's what
M. WAtson proposes and that's what the conmpany
proposes. That front-|loads future inflation to
today's ratepayers. And, you see, it is an
overcharge, and the prima facie evidence of that
overcharge is the $342 mllion regulatory liability.
M. King and staff are proposing, in essence, to
match inflation, future inflation to the periods it
will be incurred. That is accrual accounting.

What this denonstrates, when you cut
t hrough everything you heard this norning, is that

what they've been doing is the result of an
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i ntergenerational inequity. They've been front-
| oadi ng costs to today's ratepayers that should be
paid by future ratepayers. And that is now sitting,
t hat overcharge is sitting in accumul at ed
depreci ati on. ' masking that it be reclassified as
a regulatory liability and through M. King we're
asking that we stop that practice that resulted in
it to begin wth.

| think that M. King would have
recommended a straight present-val ue approach, but
he didn't have the information so he used a
five-year average as a surrogate and that's not pay-
as-you-go. That is accrual accounting, because we
want to match. We don't want to deny them any
future costs of removal. What we want to do is
match inflation to the periods incurred and not
overcharge current ratepayers.

One nore point about M. Watson's
testinony this morning. The first thing he said was
that the reason NSP has reported that regul atory
liability on its financial statements is because the
SEC requires themto do so. That's not why they
report it there. They report it there because it's
generally accepted accounting principles. The

public accounting profession said if you don't
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report it there, we won't give you a clean audit
opinion. The SEC is a convenient whipping boy, but
t hat was not a true statenent.

Finally, | recommend that you put NSP on
notice that the next time it comes in, you will |ook
at consolidated taxes. This is a blatant subsidy
flowing fromratepayers to loss affiliates, and, in
my opinion, should stop. G ven these amounts and
these circumstances, it is also my opinion that any
judgment calls you have to make in this rate case
should cut in favor of ratepayers.

That's all | have.

MR. BAHR: | will tender the wtness.

JUDGE WAHL: M. Bradley.

MR. BRADLEY: Thank you, Your Honor.

CROSS- EXAM NATI ON

BY MR. BRADLEY:

Q | may just start with where you concl uded.
You began your speech with an assertion that the
Comm ssion should do something today with regard to
consolidated. You concluded -- consolidated taxes.
You concl uded your speech with the Comm ssion should
require NSP to do a study of that in its next rate
case, which conmports with your testimny on page 7.

Are you nodi fying your testimny from
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page 7°?
A No.
Q So you aren't recomrendi ng anything be

done about consolidated in this rate case?

A No. |'m saying what | just said was, that
given the FAS 143 regul atory liability, given the
consol idated tax issue and everything else, that any
judgnment calls cut in favor of ratepayers.

Q And with regard to that speech about the
tough tinmes for ratepayers, we appreciate --
everyone appreciates tough times. |'ve read a | ot
of your testimony. That speech has been made in
every piece of testinony of yours |'ve ever read.

Have you ever advocated for a rate

increase?

A | ' m advocating for a rate increase in this
case.

Q Have you not al ways - -

A 4. 7.

Q Have you not always given that same speech

in all of your testinmny?

A No.

Q M. King answered an information request,
No. 2-23, in which he agreed that NSP shoul d be

expected to incur removal costs for all of its
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production plants and nmost of its transm ssion and
di stribution plant accounts, other than easements
and structures.

A Can | see that? |I'm not sure what you
sai d.

Q Do you agree with M. King, in his
response to information request 2-23, that NSP is
expected to incur removal costs for all of its
production plants and nmost of its transm ssion and
di stribution plant accounts, other than easements
and structures?

A Well, you've got to read it correctly.
Here's what he said. "NSP expects to incur renmoval
costs for all of its production plants and nost of
its transm ssion and distribution plant accounts,
ot her than easements and structures."” And you asked
M. King if he disputes NSP's expectation and he
said, no. And | don't dispute it, either.

Q Al'l right. So we are in agreenment that

NSP is going to have removal costs for nuch of its

pl ant ?

A NSP expects to have.

Q Do you disagree -- then let me restate
it -- that NSP will have replacement costs --

removal costs, excuse me, for all of its production
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pl ants and nost of its transm ssion and distribution

pl ant ?
A | believe it will have some, yes.
Q M. King answered information request

2-47. Do you agree with M. King's testimny in
response to that -- M. King' s response to that,
that in recent years the cost of renoval of nost
utility plant has come to exceed by wi de margins the
val ue of salvage material ?

A Yes, | agree with that.

Q Xcel energy has been collecting amounts to

pay those requirement costs in past and current

rates?
A Yes.
Q Do you propose refunding the anounts

previously recovered in rates to pay for those
sal vage costs for all assets except where there is
an express | egal obligation to retire the asset?

A No.

Q | f we | ook at your diagram on the board,
t he space between A and C, do you propose refunding
that -- returning that amount through a reduction in
rates to ratepayers?

A | propose to anmortize that against future

depreci ati on expense, right.
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A Well, they may pay higher rates, but as
you said or your witness pointed out this morning,
as that anortization is made, that regul atory

[iability will shrink and rate base will increase.
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|'"'mjust trying to -- what we're trying to do, is to

get this on a theoretically correct basis. That's

what we're trying to do.

Q You're proposing reducing rates in this
case by $1.8 mllion over this ARO issue; is that
correct?

A Yes.

Q So that is $1.8 mlIlion reduction in rates

because of your anortization proposal; correct?

A. Yes, versus a $342 mllion overcoll ection

Q So the amount of noney that past Xcel

Energy customers have paid over the |last 20 years or

what ever to acquire that $300 mllion will get
refunded through an anortization process over 10
years; is that correct?

A Well, I'mtrying to get the anount that

North Dakota ratepayers paid amortized agai nst

future depreciation expense. That's another reason

to have a North Dakota specific depreciation study.




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

25

530
That's my goal .

MR. BRADLEY: Your Honor, could |I ask that
the witness be instructed to answer the questions
propounded to hin?

JUDGE WAHL.: You should, M. Majoros,
answer the question directly. | don't tell you that
with the understanding that you can't explain your
gquesti on. But you should resist editorializing and
M. Bahr will pick up, I"'msure, to cover that.

THE W TNESS: | honestly thought | did
answer the question.

JUDGE WAHL: Wwell --

Q. ( MR. BRADLEY CONTINUING) M. Majoros, |
was really trying, at this point, only to focus on
the semantics where you objected to clains that
there was a refund and there was an anortization,
and |'"mtrying to clarify that, in fact, you're
going to take the money that the conpany currently
has $340-some mllion and give it to the ratepayers
t hrough a rate reduction; is that a fair statement?

A Anmortizing it against depreciation
expense. That means the net depreciation and
amortization will be less than it otherw se would
have been.

Q Now, it's your position that this proposal
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is consistent with FAS 143?

A What proposal is that?

Q Your ARO proposal .

A My proposal to recognize this as a
regul atory liability is consistent with SFAS
No. 143. There's nothing in that standard that
requires any anortization. That is a recomendation
| ' m maki ng here.

Q If this Conm ssion were to establish that
amount as a regulatory liability, would there be any
reason to refund the noney?

A No. As | said in my testinmony, | think
t hat you could leave it as a rate-based deduction in
perpetuity.

Q Did you answer ny question? |If the
Comm ssion were to declare this to be a regulatory
liability, would your refund proposal go away?

MR. BAHR: First of all, objection. The
wordi ng, | think he has repeatedly said he's not
recommendi ng a refund.

Q (MR. BRADLEY CONTI NUI NG) Wbul d your
anortization proposal go away?

JUDGE WAHL: Let me --

MR. BRADLEY: " m sorry.

JUDGE WAHL: The objection is overrul ed.
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It's essentially cross-exam nation. The witness is

well able to take care of hinself, it appears.
THE W TNESS: | don't -- | recommend an
anortizati on here. |'ve said that the anmortizati on

period is arbitrary, and |I've said the Conm ssion
could just as easily |eave that anount as a

per manent rate-based deducti on. If you would Iike
me to renmove the anmortization -- you know, that's a
judgment call that I'm asking this Comm ssion to
make.

Q (MR. BRADLEY CONTI NUI NG) Well, the
reason -- am |l correct that there are two conmponents
that justify your adjustment, your ARO adjustnment?
The first is the assumption that the company has
overrecovered the amount of noney it needs to
eventually retire, and the second is that if the
company were to be deregul ated or reregul ated, that
t hey woul d take that money as a profit?

A Are you asking nme if they are ny

assunptions?

Q Are those the two assunptions upon which
your adjustment, ARO adjustnent, is based?

A My first assunption is that this conpany
has collected $342 mlIlion over and above -- for

future costs of renmoval over and above what it has
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A Yes.

Q By how much?

A It's recovered nore. | don't know.

Q One percent?

A | have no idea.

Q You want to refund 100 percent; correct?

A | want to anortize 100 percent.

Q You want to anortize 100 percent, but you
agree in response to ny first question to you that
we will have future retirement costs; is that
correct?

A Yes.

Q FAS 143, was that established for

reporting requirements?

A GAAP reporting requirements, yes.

Q FAS 143 was not issued by a governnment
agency with authority to set rates in any
jurisdiction?

A That is correct. May | expand upon that
answer ?

Q Certainly.

A That is absolutely the reason that this




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

25

534
Comm ssion must recognize this officially for
rat emaki ng purposes. No regul atory agency with
rat emaki ng powers has recognized this as a
regul atory liability, even the SEC. They don't have
rat emaki ng powers. So just as the company comes in
and asks you to recogni ze regul atory assets, |I'm
asking you to recognize this regulatory liability in
order to protect ratepayers.

Q M. Majoros, in exchange for that, should
not the Comm ssion also decide not to accept your
amortization proposal ?

A ' m sorry. | don't understand that one.

Q ' m not surprised. Did not you just say
t hat your concern was this was not a regul atory
liability and, therefore, we should make it one;
correct?

A No. | know it's a regulatory liability.

As Ms. Heuer said, it's an amount owed to

rat epayers. | *'m asking -- the problem that we have
here is that in order to perfect -- and that's a
term | remember from business law -- this liability,

t he Comm ssion has to recognize the liability
officially.
Q And if the Comm ssion were to recognize it

officially, then the conpany would be required to
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pay it back to the ratepayers; correct?

A Not necessarily.

Q Okay. They would violate |aw?

A. Viol ate | aw?

Q By not paying back after the Conmm ssion

had ordered them to do so.

A | think -- | said it could remain as a
permanent regulatory liability. In this case |I'm
recommendi ng a coupl e of things. | "' m recommendi ng

that the cable and replacement program costs be
taken out of that noney.

Q Are you famliar -- let me try again. I
need to drink some water, | guess. Are you famliar
with how future pension costs are recovered in
current rates?

A ' m generally famliar. But nmy assunption
is that that --

Q We'll stop right there. So you're
generally famliar?

A Yeah.

Q We recover pension rates that we are not
going to actually pay for another 20 years in
current rates based on accrual accounting principles
t hat says that it's appropriate to recognize that

future expense based on a current expense; is that
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not correct?

A Yeah.

Q Okay. And the idea behind that accrual
accounting for pensions is to require current
customers to fairly contribute to higher future
pension costs that are incurred because of current
| abor costs?

A Yes.

Q Are you fam liar with FAS 1067?

A "' m not prepared to testify about FAS 106
t oday.
Q Are you famliar with the fact that FAS

106 requires accrual accounting standards for post-
retirement benefit costs?

A Yes.

Q And are you aware that under FAS 106
current customers pay for future medical costs
attri butable to current | abor costs?

A Yes. May | draw a few distinctions?

Q " m sure your counsel will be glad to ask
you some questions at the appropriate time,

| confess confusion concerning the
interrelationship between your testinony and
M. King's testinmony. M. King proposes that we

determ ne and include in current rates sone
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retirement costs. You propose that we exclude and
pay back through an anortization process amounts
t hat we've recovered for future retirenment.

How does your proposal and M. King's
proposal fit together?

A This is a regulatory liability and
what ever you woul d collect for future removal costs
fromratepayers would go into the regul atory
liability. There's an excess in that regul atory
liability now. | "' m not denying -- |I'm not denying
any future renoval costs. The issue is inflation.

Q Do we collect noney under M. King's
proposal only to turn it back under your proposal ?

COMM SSI ONER WEFALD: s it M. King?

MR. BRADLEY: Yes, it is.

COWMM SSI ONER WEFALD: Are we talking about
M. King, the other staff witness?

MR. BRADLEY: The other staff witness,
right. There are two proposals, one by M. King to
use a current-value methodol ogy, present-dollars
met hodol ogy for retirement, and M. Majoros'
proposal to use an anortization process over 10
years to turn back money previously collected. ' m
trying to understand how they go together.

COMM SSI ONER WEFALD: The two staff
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wi t nesses?
MR. BRADLEY: Correct.
COMM SSI ONER WEFALD: How t heir two
proposals go together?
MR. BRADLEY: Correct.
COMM SSI ONER WEFALD: Thank you.

Q ( MR. BRADLEY CONTI NUI NG) | don't think
you had a chance to answer ny question.

A "' m not proposing to disallow future
removal costs. \What we're arguing about here is
your failure to base them on the present val ue and
so | think there's an excess in the regul atory
l[iability right now. "' mrecommending it be
amortized back. | recognize that more will flow
into it under M. King's proposal, and it shoul d.

Q Now, if we take $1,834,000 a year times 10
years, that's $18, 340,000 is the sum of your
adj ustnment; correct?

A. Sounds correct.

Q Okay. \What studies, what evidence, what
information in the record is there to show that that
$18, 340,000 is not, in fact, needed for future
retirements?

A You know, the fact is that if it was

needed for future retirements and if you had an
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obligation to incur those costs, you would report a

| egal asset retirement obligation. Your managenent
woul d sit right up here and prom se to spend that
money for future costs of removal, but it won't do
it. And that is because if it were to do that, you
woul d have to do al nost exactly what M. King is
proposi ng, you would have to bring that future cost

back to its present value and we have no objection

to that.
Q We will talk about present values with
M. King.

JUDGE WAHL: M. Bradley, can | interrupt
you, please?
MR. BRADLEY: Certainly.

JUDGE WAHL: Can we recess for about 10

m nut es?

MR. BRADLEY: Absol utely.

JUDGE WAHL: |'m sorry to interrupt your
cross-exam We'll be in recess for 10 m nutes,
until, | ooks |ike, about 2:20, 2:25, whatever.

(Recess was taken.)

JUDGE WAHL: All right. Let's be in
order. M. Bradley.

MR. BRADLEY: Thank you, Your Honor.

Q (MR. BRADLEY CONTINUING) M. Majoros, if
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the 100 -- excuse me -- if the $18, 340,000 is
anortized as you propose, when the retirements occur
t hat that money had been recovered previously from

rat epayers to pay, how do we pay for then?

A Well, first of all, I want to make sure |
don't sound |like an extrem st. | agree that you
will incur costs to dismantle production plants.
What I'mtrying to restore is the overcharge that

mostly relates to transm ssion and distribution
pl ant . Now, | don't think that you will ever need
all of that money that you've collected or wil
continue to collect to fund the cost of renmoval of
mass property assets.
As far as generation, M. Watson di scussed

the two plants in M nnesota that you are now
di smantling, which is -- that's an exceptional thing
to have generating plants dismantled, Greenfield and
|'d be interested in seeing it, but, neverthel ess,
fromnmy reading of M. Watson's testinmony, you say
t hat you did not collect enough so, therefore, you
are charging those ratepayers of M nnesota even
nore, notwi thstanding the fact you have $342 mllion
t hat you already collected for cost of removal.

Q If I refund the nmoney -- if you would

pl ease answer the question | asked you. I f you
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refund the $18 mllion and then the time comes and
we have to remove it fromthe ground and we have the
cost and we turn and there's no account there, it's
zero, how do we get the noney?
A Well, | expect you to have the noney
because M. King is allowing for future cost of

removal over the remaining life of your generating

pl ants.

Q So we're going to recover it as a current
expense?

A No.

Q Well, actually his proposal is to | ook

historically and do a five-year average. So is ny
five-year average expense?

A Well, as | said, | think that's a
surrogate for the present value and it is ny
assumption that M. King is allowi ng for some

term nal replacenment costs.

Q So the conpany, in your opinion, has
recovered $300 mllion that it will never use. \Why
aren't you proposing we refund the $300 mlIlion?

A. Well, | had to estimate. | asked what

part of it was the North Dakota part.
Q Oh, | see. So the $18 million is the

Nort h Dakota part of that?
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A Yeah. If I was testifying in M nnesota,
|'d reconmend the full amount.

Q Woul d you agree, then, that if your
proposal and M. King's proposal, because we'll talk
to him separately, do not -- are not adequate to
cover our actual costs as we incur them that we'd
have to go back to the ratepayers for a rate
i ncrease?

A Well, | agree that you are entitled to the
recovery of all prudently incurred costs.

Q Let's take a very specific exanple. Let's

t ake Sherco, which the company has currently

established a retirenment life of 2022, and let's
assune that there's a negative $40 mllion sal vage
cost for Sherco. In the year 2022, 12 years from

today, after we've conpleted your anortization

period, do we go in for a rate case to recover the

$40 mllion?
A That's 20 years, was it $40 million, did
you say?

Q $40 mllion.

A No. Under my recommended approach, which
is the present-value approach, you should have what
you need in 2020.

Q M. King's proposal to use a present-val ue
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approach makes a reduction in our rates to get us

down to the present val ue?

A Ri ght .

Q And he does not include a refund; is that
correct?

A "' m not -- you keep using the word
"refund.”

Q Anortization.

A | think M. King's testinony said he

wanted to use the present-val ue approach, but he
didn't have the information to make the

cal cul ati ons. The way it works is, if you | ook
there on the chart that |'ve put there, what you
woul d do would be to take that dismantling study

t hat M. Bahr handed out this morning, which was in,
| think 2005 or 2006 dollars, and then as time --
and you'd use that as a basis for the future
termnal retirement costs and as time went on and
inflation increased those amounts, you would match
that inflation to those periods incurred.

Q The anount of noney you're going to give
to -- as a rebate to current customers, a reduction
in current rates as anortization, for the Sherco
pl ant we're going to assume that $30 mlIlion of that

has been already recovered on the basis that Sherco




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

25

544

is about 30 years old and it will be another 10
years before we retire it, 12 years, so roughly 30
and 10 to go, so we're going to give current
customers back $30 mlIlion back over a 10-year
period that prior customers paid; is that correct?

A We're going to give back the overcharge,
right, and then we're going to collect, based on the
present value of the $30 mlIlion or $40 mllion,

estimated future removal costs the same way you do

with new.
Q So we're going to give current customers
over a 10-year period $30 mllion that first

customers paid over the first 30 years, then the
current customers are going to pay based on a

hi storical current value that doesn't | ook at Sherco

at all; is that correct?
A. No. | mean, | think that -- | didn't | ook
in detail at that decomm ssioning study. "' m sure

there is one that relates to Sherco and that's in
current doll ars.

Q The historical five-year average for
Sherco, there is no historical five-year average for
Sherco.

A The problemis that M. King used the

five-year average in lieu of the present value or as
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a surrogate for the present value because he didn't
have the information to calcul ate the present val ue.
The appropriate present value for the term nal
production, you know, the production plants is the
current dollars in those studies.

Q So at the point of retirement in 2022, the
future customers at that point will face the need to
come up with dollars necessary to pay the full $40
mllion because all we've been doing is recovering
money on a current basis as we go?

A What shoul d happen is that you should
establish a future cost of removal for those
termnal -- for those generating plants based upon

the current dollars reflected in those dismantling

esti mat es.

Q In which case we -- in which case we would
not make your retirement -- we would not do your
depreciation -- excuse me -- your anortization? |If

we were to establish the Sherco costs on current

dollars, there would be no basis to also refund

money?
A "' m not refunding any noney. "' m reducing
depreciation. There is a conponent -- there has

been an overcollection, particularly for

transm ssion and distribution, and that is reported
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as a regulatory liability because the public
accounting profession and the Securities and
Exchange Conmm ssion realize that that is money owed
to ratepayers until spent on its intended purpose.
| was in the technical conferences at FERC - -

MR. BRADLEY: Your Honor ?
JUDGE WAHL: Sust ai ned.
Q ( MR. BRADLEY CONTI NUI NG) M. Maj oros,

let's tal k about whol esal e mar gi ns.

A Okay.

Q You previously agreed with Ms. Heuer's
adj ustnment of $4.7 mllion?

A Yes.

Q That amount, $4.7 million, assumed,

however, did it not, that your adjustment on your
schedule to remove $1.8 mllion of her adjustment --
in other words, you put $1.8 mllion as reducing

base rates? You've doubl e-counted, have you not,

t hen?
A In my original -- | didn't realize that
t hose revenues were in base revenues. Hence,

t hought that, you know, the proposal to nmove this
recovery out of -- this nmoney out of base rates and
into the fuel adjustment clause, and | agree with

it, I couldn't understand why that should increase
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base rates, but after reading her testinony, | said,
oh. So | agree with her and, you know, that's an
adjustnment that could go either way. | think it is
better to have that money in there reducing fuel

costs, but if you don't want to do that, then ny

revenue requirement calculation will be about $2.4
mllion |ess.
Q And the company has agreed with you with

regard to asset-based margins; is that correct?

A Yes, | believe they have.

Q Yeah. So let's focus on the difference
bet ween asset-based and non-asset based margins,
because the conpany doesn't agree with you with
regard to non-asset based margins; is that correct?

A Yes.

Q Asset-based margins are created by selling
excess energy when native |oad does not require all

of the avail abl e generated energy; do you agree with

t hat ?
A Yes.
Q And non-asset based margins don't use any

generating facilities?
A Okay.
Q Non- asset based margins are, | think

heard it earlier discussed as speculation in the
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mar ket, selling and reselling energy in the market
for non-retail purposes?

A Well, you say non-retail purposes. It
appears there was some adjustment to retail revenues
to reflect that calculation, but, in any event, |
think that those margins should be used to reduce

fuel costs.

Q Are you aware that non-asset based margin
activities are a non-utility service?

A Wel |, what do you mean by that?

Q It's not a tariff service. lt's not
regul at ed.

A s it a management function?

Q It is a separate business activity

conducted by enpl oyees who al so do the regul ated
busi ness.

A And | think that given that this
Comm ssion has allowed your conmpany to use an
automati ¢ pass-through of your biggest expense, that
you have the obligation to mnim ze that cost to the
maxi mum ext ent possi bl e. Hence, if those guys are
doing their job and making profits on those sal es,
t hat should go to reduce fuel costs.

Q Are you aware that the activity, the

non-asset based activity, is a risky business?
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A Yes.
Q Are you aware that it could result in
| osses?
A Well, if it results in too many | osses,

they're not doing their job.

Q | f the conmpany is doing a non-regul at ed
busi ness that is risky, that improves ability or
risk of having | osses and you take away 100 percent
of the profit, will not that business go away?

A If it does, then they should be fired.
Their job is to mnimze the cost of fuel.

Q So you are going to have this Comm ssion
order this conpany to engage in an unregul ated
activity?

A | didn't say that.

Q Well, M. Majoros, if we want to maxim ze
customer benefit, don't we want to maxim ze it in a
way that incents the conpany to do sonething that it
ot herwi se wouldn't do at all?

A Well, | hope that the incentive is
efficient managenment since, you know, you're a
regul ated monopoly and you're allowed to pass your
bi ggest costs through on an automatic basis. That's
an incentive.

Q Are you aware that there are a number of
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utilities that do not engage in non-asset based
margins at all?

A No.
Q And the 15 percent sharing was meant to be

a sharing of common overheads?

A. |*'m not sure about that.

Q Let's tal k about nucl ear storage.

A Okay.

Q On page 23 of your testimony, your direct

testinmony, lines 6 through 10, you recomend the
Commi ssion deny recovery of $190, 000 of these
expenses for private nuclear fuel storage facilities
because the private fuel storage project is stalled
and the Comm ssion has not approved the project.

Does this Comm ssion have a policy of
requiring advance approval of projects as a
precondition for cost recovery?

A | don't know.

Q Are you aware of any prior criticism by
this Comm ssion of the conpany's nucl ear fuel
storage efforts?

A No.

Q Does nucl ear waste have special storage
needs in order to be stored safely?

A | would -- yes, | think it does.
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Q Does Xcel Energy store its nuclear waste
in dry casks |l ocated at Prairie Island, and does
Xcel Energy intend to begin storing nuclear waste in
dry casks at Monticello?

A | will accept that subject -- no, I'l]l
accept that.

Q W Il the need for storage continue after
t he nucl ear plants cease to operate and have been
decomm ssi oned?

A Probabl y.

Q When t hey decomm ssion those plants, wll
t hey not have a need to renmove those dry cask
storage -- dry cask storage containers fromthat
| ocati on?

A You're going way beyond my know edge of
handl i ng nucl ear waste.

Q Did the conpany undertake devel opment of
t he i ndependent storage facility with seven other
utilities that own nuclear facilities?

A Are you tal king about this PFS issue?

Q Correct.

A | don't know.

Q Okay. You're not aware that the conpany
had seven other partners in that venture?

A. No.
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Q That was in M. Bomberger's testinmony.
A Well, the issue is as I've said it.
There's not nmuch nmore to it.
Q s it reasonable to assume that eight
different utilities thought that it was prudent to

devel op an i ndependent storage facility?

A s it reasonable to assunme that?

Q Yes.

A Yes.

Q Was the effort to devel op an i ndependent

storage facility done in response to any M nnesota
mandat e?
A | guess it was ny inpression that this was

a M nnesota project.

Q But that was before you found out that
there were seven other utilities, non-M nnesota
utilities that were partners?

A That was ny impression when | wrote this

testi nony.

Q The facility has been licensed by the NRC?
A. Pardon me?

Q The facility has been licensed by the NRC?
A | don't know. lt's my understandi ng that

the project was stalled.

Q You weren't aware that it had been
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|'icensed then?

A No.

Q Okay. Do you agree that the company does
not currently need to use the independent spent fuel
storage facility?

A Again, if that's true, | accept it.

Q Does the company have a current need to
proceed beyond obtaining an NRC |icense?

A If it's already licensed, | guess you
don't.

Q |f the need to proceed further arises in
the future, is there anything that would preclude
Xcel Energy from taking such further steps?

A. | don't know.

Q Do you assert that the expenditure by the
company was i nprudent?

A Hasn't been approved by the North Dakota
Public Service Comm ssion, relates to a stalled
project, and you're asking for a rate increase for
it, and |I'm saying you have the burden of proof, not
me.

Q And nmy question to you is, do you assert
t hat the expenditure by the conpany was i nmprudent?

A. | haven't used that word.

Q Nucl ear outages. We just assessed nucl ear
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storage and the need to handle fuel outages. In the
company's filing with the Conm ssion it stated that
out age expense costs can range from $20 mllion to
$50 mllion each year. Do you dispute that?

A Where are we in ny testimny?

Q We're tal king about nucl ear outages, the

$800, 000 versus $2.3 or $2.5 mllion.

A. M+ hmm

Q And | sinmply asked you a question, in the
conpany's filing with the Comm ssion for authority
to do -- anortize those costs, which was approved,
did that filing indicate that the costs could range
each year from $20 mllion to $50 mllion?

A. | don't know. | asked Mr. Diller about

this. He said that's the nunber, that was the
actual 2008 number and that's what we're using.

Q Well, we can do this one of two ways. I
can either provide you with a copy of the petition

or you can accept that the petition said the cost

ranged from $20 mllion to $50 mllion a year?
A "Il accept that.
Q And the conpany requested and the

Comm ssion agreed that to smooth out the | unpiness
of those costs, that there should be an anmortization

process that would recover the cost of outages over
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t he period between the outages. Do you agree with

t hat ?

A "Il accept that, yeabh.

Q In 2008 was the North Dakota all ocation of
t he actual cost for outages $2.5 mllion?

A Say t hat again.

Q The amount in the test year, was it $2.5
mllion?

A. In that case?

Q In this case, 2008 test year case.

A Ri ght. Correct.

Q Now, under the amortization process, that

expense is recognized not just in 2008, but instead
over the period between outages such that for
accounting purposes, we record an expense in 2008 of
$812, 000, actually, $811,935, and that's your
adjustnment, is it not?

A. Yes. That's the amount that |'ve
recommended be all owed.

Q Al l owed, correct. The adjustment would be

the difference between the 2.5 and the $811, 0007?

A Ri ght .
Q Now, the conpany has testified that it
antici pates that these rates will be in effect for

approximately three years. You didn't file any
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testinony disputing that, did you?

A No.

Q In 2009 the amortized expense under the
approved anortization expense will be approxi mtely
$2.5 mllion?

A Okay.

Q And in 2010 the anmortized expense will be
slightly nore than $2.5 mllion? You can accept it

or we can go off this, whichever you prefer.

A. Let me see that.

Q On page 10 there's a chart.

A Page 107

Q Page 10, there's a chart, indicates one of

the lines is the direct expense and the anortization

expense, and does that indicate for 2008 the

amortization expense is 2.5 mllion and for 2000 --
excuse me -- for 2010 -- 2009 the anortization
expense is just under $2.5 mllion and 2010 just
over $2.5 mllion?

A. 2008 - -

Q 2009.

A Yeah, | know, but |I'm | ooking at 2008.
Let me just -- | have never reviewed this. (W tness
reviews docunment.) What this says -- and, first of

all, I think I"mhaving a difficulty matching the
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amounts to the years. | see that in 2010 it
drops -- you know, it goes up a little in 2009 and
drops down pretty significantly in 2010 and then

starts goi ng back up.

Q Those are the actual expenses.

A. Those are the actuals.

Q Anortization is the shadowed line.

A Oh, okay. And then | see down, further

down the page, it says, |If approved by the
Comm ssion under the deferral and anmortization
met hodol ogy, the conpany would record refueling
out age expenses of $811,935 in 2008, which would not
reflect the ongoing actual expense |evel, but,
rather, the anortization amount at its | owest point
because only one of the units has conmmenced the
amortization or refueling average.

Q Now, my question to you, M. Majoros, is
that in the second year that these rates would be in

effect, does that indicate that the anortizati on

expense woul d be approximately 2.5 mllion?
A. The dotted line?
Q Where the dotted |ine becomes solid.
A. The dotted |line becomes solid, it |ooks

li ke about 2. 35.

Q And in 2010 it looks like it's a little




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

25

558
over $2.5 mllion?

A Just about right on the I|ine. It remains
there to 2011, drops down in 2012. Starts headi ng
back up in 2013 and then takes a big dip starting in
2014.

Q Now, the conmpany has cal cul ated the
normal i zed annual cost under its anortization
process to be $2.3 mllion, actually $2,319,262. Do
you di spute that cal cul ati on?

A Do | dispute the calcul ation?

Q Correct.

A The arithmetic is probably correct.

Q Your proposal recovers approxi mately

35 percent of that normalized expense; is that

correct?
A If the math is right, you're right.
Q |f there's not a rate case in three years,

that shortfall would continue at the rate of about

$1.5 mllion per year?
A Yeah, it could.
Q Woul d you agree that it's a conmon

practice in the rate-setting process to normalize
expenses when setting rates?
A Yes.

Q The purpose of the anortization process
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approved by the Comm ssion for nuclear costs was to

normal i ze out age expenses?

A That may be true.
Q Let's tal k about renewabl e devel opment
funds.

A One clarifying point. Your conpany picked
the test year in this case.

Q You know, you tal ked before about
difficult times and difficult times didn't allow
this company to otherwi se act.

On page 23, lines 3 through 5, you
recommend disallowing the costs related to the
renewabl e devel opment fund. s it your
under standi ng that the company, as the operator of
the PI facility, quote, nust transfer to a renewable
energy devel opment account $16 mllion annually each

year that the plant is in operation, end quote?

A |'"m sorry. \here are we?

Q Your page 23 of your testinony.

A My page 23.

Q Renewabl e devel opment fund.

A Oh, okay. Yep.

Q Okay. So far 1've only been trying to set

up the issue.

A Okay.
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Q Do you have any basis to dispute the point
that the conpany is obligated to provide such
renewabl e devel opment funding?

A Yeah, | don't know. lt's my understandi ng
that this is a M nnesota program and a M nnesota
expenditure, and it's staff's position that these
types of items shouldn't be charged to North Dakota
customers.

Q Do you have any basis to dispute that the
company is obligated to provide the funding?

A No.

Q Do you have any reason to dispute the
assertion that this statute was enacted in 1994, as
amended in 2003, as a part of an overall bargain
that allowed the installation of dry cask at Prairie

| sland and all owed the continued operation of that

pl ant ?

A No, | do not have any basis to dispute
t hat .

Q s it your belief that the conmpany can

refuse to provide funding for the RDF and stil
operate the Prairie Island facility?
A Woul d you say that again? |'m sorry.
Q s it your belief that the conmpany can

refuse to provide funding for the RDF and stil
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operate the Prairie Island facility?

A | don't know the answer to that question.

Q What woul d you expect to happen if the
company refused to provide the funding?

A Okay. | didn't really understand the
guesti on. If it refused to provide the funding, |
don't know what woul d happen.

Q They would be required to or shut down the
pl ant ?

A Oh, okay.

Q Do you agree?
A That mi ght be the result, yes.
Q So it's fair to say that your disagreement

is based on a disagreenment with the decision made by
the M nnesota Legislature in 1994 and 20037

A. Yes.

Q It's also fair to say that your
recommendation is not based on any di sagreement with
t he deci sion made by the company?

A It's based on a disagreement with the
company's proposal to increase rates for this
amount .

Q Okay. lt's not a disagreenment with the
conpany for having paid the noney?

A. No.
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Q Ms. Heuer in her Exhibit 20 -- 21,
guess, testifies that the RDF fund of $6.7 mllion
has gone to North Dakota based projects.
Do you dispute that testinmony?
A No.
Q So compared to that $6.7 mllion benefit

to North Dakota, the conpany is seeking $265, 000 in

rates?
A. Yes.
Q Let's tal k about incentive compensation,

whi ch you discuss at page 24.

A Okay.

Q On page 24, lines 3 through 5, you say
t hat your recommendation is based on a M nnesota
deci sion that incentive conmpensation |evels should
be limted to 15 percent of base salaries. This
morning -- or this afternoon you amended your
testinony to strike that reference?

A Yes.

Q But that was the foundation for your
original proposal, was it not?

A Yes, and it was incorrect.

Q Have you done any studies to indicate that
the conmpany's incentive conpensation |evels are

i nappropriate?
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A No.
Q You have expressed no criticisnms in your
testi nony anywhere, that |I'm aware of, about the

company's incentive conmpensation | evels?
A You're correct.
Q And you're aware that the M nnesota

Comm ssi on now supports a 25-percent cap included in

rates?
A. | am now.
Q And are you aware that this Conm ssion in

our gas rate case approved its settlement, and
indeed it was a settlement, but it approved a
settl ement which included conpensation, incentive
conpensation at the 25 percent base?
A | don't recall that, but if you say so.
MR. BRADLEY: M. Majoros, thank you so
much.
THE W TNESS: You're wel come.
JUDGE WAHL: Questions fromthe
Comm ssi on?
COMM SSI ONER WEFALD: Yes.
JUDGE WAHL: Comm ssi oner Wefald.
EXAM NATI ON
BY COMM SSI ONER WEFALD:

Q Yes. | also would |like to go through
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these different items and have a chance to better

understand them First, | need you to explain your
chart.

A Okay.

Q Sorry to say that | haven't understood it

since you put it on the board. So |I need you to go

t hrough this chart and help me see exactly what it

says.

A Line A-B --

Q Okay.

A First of all, the first thing it says is
that the recovery under both lines will be exactly
the same.

Q The line fromC to D and the line Ato B
will recover exactly the same amount of dollars?

A Yes.

Q Al'l right.

A Okay. Now, the line Ato B reflects the

company's approach to inflation. And what they do,
is they estimate the future cost of removal and
t hen, you know, for exanple, 40 years from now, that
was the exanple you were using this morning, |
t hi nk.

Q M- hmm

A So Bis 40 years from now and they
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estimte what the cost of removal will be then and
di vide that by 40 years and then charge ratepayers
1/ 40t h of that amount over each year of the 40-year
peri od.

Q Yes. Okay.

A Now, before we get to C-D, | would like to
say that that is not the way that this conmpany
coll ects decomm ssioning for nukes. The way that
this company collects decomm ssioning for nukes is
to take point B and discount that back to today's
dol Il ars and then use that as a basis for recovering
nucl ear decomm ssi oni ng.

Q Al'l right. Just a m nute because | just
need a little help on that point. So when you say
t hey discount for today's dollars, so let's say in
year A, 40 years ago they figured that it was going
to take $2 mllion to decomm ssion this supposed
facility and they had taken 40 years and over that
period collected $2 mllion from ratepayers in an
even ampunt each year, so they have $2 mllion at
the end of B when it's time to tear down that
facility. So then for nukes, what do they do? How
much does that money become when you say they
somet hing for today's dollars?

A Okay. Well, let's say we're at starting
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point A. That's the only way | can.

Q Okay. That's good.

A We're at starting point A and we've put a
nucl ear generating unit in service. The
decomm ssioning charged to today's ratepayers would
be based upon the forecasted estimte of what that
amount woul d be at time B, and that would be with
all the inflation that occurred between A and B, and
t hen that amount woul d be di scounted back to today's
dol l ars and divided into equal annual paynments.

What the conpany is doing, is they take

t hat point B future dollars that are inflated and
di vide them by 40, but they don't discount it back
to today's dollars.

Q What does discounting back to today's
doll ars mean? Tell me what that means. Let's use
my figure of $2 mllion, even though we know that's
not accurate for nuke facility. Let's just use
t hat . | f they projected $2 mlIlion 40 years ago,
it's going to cost $2 mllion today to decomm ssion
t hat nuke facility. What does that mean to reval ue
according to today's dollars? Does it mean the
dollars go up or they go down? | don't know. Does
it man | need $4 mllion now, or does it nean |

need $1 mllion?
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A No. It means if they estimated correctly
40 years ago, then it would cost -- the assunption
is it would cost $2 mllion to dismantle the nuke
t oday and you would have the $2 mllion. You will
have the $2 m I li on.

Q Okay. So then what does this --

A But 40 years ago the present val ue of that
$2 mllion was much | ess.

Q Yes, it was.

A So what happened - -

Q O it was much nore?

A No, much | ess. Because the $2 million

woul d have been discounted. W would have

recogni zed the inflation anticipated to be incurred
from 40 years ago to now. So 40 years ago the
current value estimate to decomm ssion that plant
woul d have been a heck of a lot |ess than

$2 mllion.

Q That's right.

A Ri ght. But the way they got the $2
mllion --

Q They projected inflation?

A Well, the way they got it -- and there's a
di stinction here. " m glad we're doing this. The

way they got the $2 mllion is we recogni zed
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40 years ago that these upfront dollars, we're
payi ng noney in advance, and we recogni zed the
earni ng power of those dollars and, in fact, we put

them in the bank. Okay?

Q M- hmm
A And they earned interest or, you know,
what ever . | don't know exactly what, but they

earned interest and they grew, even though
rat epayers were paying the same ampunt, you know, an

amount each year --

Q Ri ght . | know every seven years if it's
at seven percent, it doubles.

A Ri ght .

Q Okay.

A So that's how it got from whatever it was,

t he present value 40 years ago. Let's assune it was
$100, 000 to $2 mllion today. If we were correct in
our forecasting, it's going to cost $2 mllion to
remove the plant today and we have the $2 m |l li on.

Q Okay.

A. But what's different about that and what
t he conpany does and what resulted in the $342
mllion regulatory liability is that they --
40 years ago they would have estimated $2 mllion

and then they would have charged ratepayers $2
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mllion divided by 40 each year and if we put it in

t he bank, they would have way, way, way nore --

Q More than $2 million?

A -- nmore than $2 mllion today.

Q Because of the power of the noney?

A Right. So what M. King and | advocate,

and this is what GAAP requires, is based on accrual
accounting, is that we want to use the present val ue
t oday, which is point C --

Q Yep.

A -- and then allow for inflation as it
occurs rather than front-loading that inflation to
today's ratepayers, resulting in that overcharge.

Q You want to start with a | ower anount at
t he begi nni ng?

A Ri ght .

Q Because of the power of the noney, you
want it to grow to the amount you need, rather
than -- at that point, rather than starting with the
amount you need and having it grow to a higher

amount than you really need?

A We are confusing a little bit on that one.
Q Okay.
A. There's anot her subtle distinction here

bet ween what we're arguing about and what you just
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said. And that is, remember, in the nucl ear exanple

money goes in the bank.

Q M- hmm
A The $342 million is nmoney they collected
and it's not in the bank. It's noney they had

avail able to spend on whatever they wanted,
i ncluding unregul ated |ines of business.

Q That's because it's not at this point --
you're making the distinction that it's not a
regul atory liability?

A No. | mean they collected it and spent it
on whatever they choose.

Q Well, | thought that it went into a fund
call ed decomm ssi oning costs?

A That was for nukes. This $342 relates to
everything else. Transm ssion and, you know,
di stribution cables.

Q But do they -- can they spend it on other
t hings right now? Your point is they could --

A They di d.

Q -- if they -- only if they were
deregul ated in some way would they be able to spend
it on whatever they wanted?

A No. No.

Q They can spend it right now?
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A Even as regul ated, they can spend it on
what ever they want.

Q It's kind of |like the Federal Government,
they don't have it in a specific fund?

A No, they just charge it to accunul ated
depreciation, which you have to understand --

Q | understand this now.

A Okay. But let me -- here's a fine point.
And you' ve been in regulation for 15 years.

Q | have.

A And you've probably heard that utility is

required to recover a return on and a return of

capital.
Q Yes.
A The return of capital piece of that

equation is reflected in accunul ated depreciati on.
So any single dollar in accunul ated depreciation
this company considers to be its own nmoney.

Q Okay.

A But there's $342 million in there they
collected for future cost of renoval that they
haven't spent on future cost of rempoval and it's not
their money. The public accounting profession
recogni zes that that's the ratepayer's nmoney.

Q Okay. | understand that part. Now, what
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| next need to understand, because now | understand

the chart, okay, is there's been -- the NSP attorney
calls it a refund and you call it --

A Anmortization

Q -- anortization. So help me understand --

| understand the concept of a refund just great, but
| don't quite understand the concept of
anortization, and | need you to help me, |ead me

t hrough that, of what that is.

A Well, first of all, an amortization is the
all ocation of an amount of noney, whether positive
or negative, to -- in this case to operating
expense, above the |ine expense over some, frankly,
arbitrary period. MWhat's going to happen with that
if you accept the 10-year period, there's a line in
this company's income statement call ed depreciation
and anortization expense. That will be | ower by
what ever, you know, $1.8 mllion than it otherw se
woul d have been wi thout this anortization.

Q Help me -- | have a good concept of
depreciation, but | still don't quite have the
concept of anmortization, and |I'm just sorry | have
to ask this again. But amortization, that means you
amortize something over a period of time?

A. Yes.
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Q And it's a credit?
A In this case -- in this case we're going

to reclassify a regulatory liability out of

accunul ated depreciation so we'll have it in a
special -- we can follow it.
Q This is our portion of the $342 mllion?
A Yes. And that will be posted as a

regul atory liability so we can keep our eye on it.
Q Okay.
A And then that will still be a rate-based

deduction, because it's a regulatory liability, and

then that will be -- under an anortization proposal,
will be off -- included as a credit depreciation.

Q Okay.

A Depreciation is normally a debit, but this
will be a credit to the debit.

Q Ri ght. Mr-hmm

A Over whatever anortization period we
select, if we choose to anmortize it. Again,
say --

Q So what it does is, it basically reduces

t he depreciation costs that are charged to
customers?
A That's correct. Because going in it

i ncreased them
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Q M- hmm
A That's the theory.
Q So you're putting it like it's a credit

toward those depreciation costs and --

A Yes.

Q -- it doesn't mean that people would get
t hat noney back all at once, it just means they

woul d pay |less in depreciation --

A Ri ght .

Q -- in this rate case?

A Right. It's not a refund. | view a
refund |like -- say | went to the store and bought --

let's see. What did | just buy and | had to take
back to Best Buy. It was one of those picture
frames, the automatic picture frame. | got it home.
It didn't work, so | took it back to Best Buy and

said, this thing doesn't work and they gave me ny

money back. That's a refund. That's not what |'m
proposi ng.

Q Okay. | think I'mall right on this one
now. Now, | want to go on to this one about the

100 percent of the margins should be passed through
the fuel cost adjustnment in order to offset the
ever-increasing cost of fuel and purchase power. I

understand the one for generation that's owned by




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

25

575
the customer and then this is for generation that is
of f system these are the off-system margins.

You're al so advocating 100 percent of those margins
shoul d be passed through the fuel cost adjustnment.
The conpany proposed that 15 percent of the profit
fromthose, only the profits would go to those.

| need to have you help me understand why
you woul d suggest -- you're not suggesting -- you're
suggesting 100 percent of the profits, or are you
suggesting both 100 percent of the profits and
| osses?

A Well, what |I've said is 100 percent of the
mar gi ns.

Q And that would be both?

A That would be both. M assunption is that
their traders are conpetent and they're going to
earn money and that noney can be used to offset fuel
costs passed through the fuel adjustment charge.

Q And that's because they're using their
enpl oyees who are being paid for by conmm ssion, is
t hat part of it, or what is it?

A That wasn't even ny rationale, but that's
a good reason. My rationale is they have an
obligation to mnim ze fuel costs from a managenment

perspective by virtue of the fact that they're
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passing this thing through on an automatic basi s,
so, you know, ratepayers should be able to expect
that this conpany is operating as efficiently as
possi ble and attenpting to mnim ze costs. They say
that they're doing that and | think that is one way
to do it.

Q You don't have any concerns about the fact
t hat, you know, these off-system -- the way the
company explained it yesterday was that their folks
need to be doing this to kind of outfox the
conpetition so they don't really know when they need
t he power and when they do, all right, so it's
i mportant their people are trading all the time and
someti mes they need the power and sonetimes they
don't. | don't know how often they actually need
t he power. | mean, they could be doing this 90
percent of the time, this trading, where they really
don't need the power and only 10 percent where they
do. You know, that's a lot of time to be paying
enpl oyees to be doing something that is just, you
know, to kind of outfox the competition.

But beyond those concerns, beyond those

concerns, do you think it's appropriate for the
Comm ssion to be paying for this at all? |I'm

wondering why it shouldn't just be in a separate
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di vi si on.

A Well, according to M. Bradley, we're not
paying for it because it's unregul ated. If we're
paying for it -- 1 mean, my assunption is there's a

net benefit resulting fromthese transacti ons;
ot herwi se, they wouldn't be doing them and that net
benefit is to reduce the cost of power and fuel, and
| think they should do that. | think it's a good
t hi ng. | think that we expect themto do that as
rat epayers. | mean, you know, costs, fuel costs are
goi ng up. | expect themto m nim ze costs.

Q Okay. All right. Then the next one that
| have a question about is on adjustment 6. You
went through it rather quickly so I didn't quite
catch what you said. Are you proposing that they
keep this in their fuel cost adjustment, M SO
adjustnment, M SO schedules 16 and 177

A. Yes.

Q Okay. All right. And then the next one
that | had a question about is the private fuel
st orage. | s the Goshute Indian Tribal Land, is that
the correct -- |I'mon page 23. Goshut e?

A. | don't know.

Q Is it your understanding that the company

is still -- is pursuing this in addition to the
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Yucca Mountain proposal where ratepayers have paid
in dollars already for Yucca Mountain storage?

A Well, they have paid into Yucca Mountain
| wasn't thinking about that when | wrote this
testinony, but, you know, that may be true. \When |
wrote this, it was ny understanding that this was a
stalled project and that this Comm ssi on had not
approved it and that's the sole basis for ny
di sal | owance.

Q Okay. On this one on nucl ear outage
expense, nmy understanding of the discussion between
you and the NSP attorney is that their actual 2008
costs are $811, 935. Over a period of time there is
a -- their costs are higher and so they want the
Comm ssion to recogni ze the more normalized cost,
whi ch woul d be over a period of years for that.

| s that your understanding as well?

A Yes.
Q Okay. | understand that one then. Okay.
| nstead of -- on this one -- | have another question

for you, then, on that one.

Are there other times -- are there other
costs that could be higher this year, in 2008, than
t hey would be in future years for other types of

things that the -- in any rate case --
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A Yes.

Q -- year you pick the year and some years
you have hi gher costs --

A That's correct.

Q -- 1n 2008 and some years you have | ower
costs; right?

A Yes, ma' am

Q s it my understandi ng, though, that the
attorney was saying that the Comm ssion has approved
t hat we have to pick the normalized cost or --

A | don't know what -- | mean, it seens
pretty clear to me that page 10 of this order -- and
this is the first time I've read it, says if
approved by the Comm ssion under the deferral and
anortization methodol ogy, the company would record
refueling outage expenses of $811,935 in 2008, which
woul d not reflect the ongoing actual expense |evel,
but rather the anmortization anmount at its | owest
poi nt because only one of the units has comenced
the amortization of a refueling outage.

And that was the ampount approved and this
is the test year and the conpany picked the test
year and that's the amount for the test year.

Q Okay. And then on adjustment 12 where

you -- the 15 percent of base pay limt, rather than
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the 25 percent, how did you choose that nunber? You
t hought that it was in the NSP | ast M nnesota order,
but apart fromthat, is there -- did you have --

what made you think that was reasonabl e?

A. What made me think it was reasonabl e?
think -- as | said in my summary, in these tough
times why not use the lower Iimt, but, you know,
it's worth $34,000. | have some problem with

incentive conmpensation. The incentive should be to

reduce costs. And so, anyway --

Q Okay.

A -- that's ny rationale.

Q Al'l right. And what on -- should | ask --
No. 15, if it's M. King's, | should ask M. King

when he conmes up?
A. Yes, ma'am
COMM SSI ONER WEFALD: Al'l right. Thank
you. | think that's all | have right now.
JUDGE WAHL: Comm ssioner Cl ark.
EXAM NATI ON
BY COMM SSI ONER CLARK:
Q Just a couple. M. Watson during his
testi nony had di scussed what he calls the
traditional method of dealing with these

depreciation costs for the cleanup costs. And he
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descri bed yours as pay-as-you-go. You describe it
as nore of a net present val ue.

Coul d you, | guess, answer his discussion
of -- or his assertion that everybody el se uses this
traditional method and it's been done for 73 years
and no one has ever done what you're proposing here?
|s that an accurate description?

A No. | mean, you could -- it would be
accurate if he said a majority, based on ny
experience, a majority, but it's not accurate to say
t hat nobody has ever used the correct approach,
because Pennsyl vania has been using the correct
approach for years.

And let me tell you something that's

interesting about Pennsylvania. When this

company -- you know, and thank God North Dakota
didn't do this, but a |lot of states, |ike Maryl and
where | |live, deregulated its generating plants, and

when they deregul ated those generating plants, they
t ook the equivalent of the $342 mllion into income
and we lost it.
Now, |'m sorry. What was the question
t hat you had?
Q Well, the question was just is it correct

t hat --
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A. Oh, | know what it was.
Q -- everyone uses the one method and the
met hod that you're proposing is unheard of in

regul atory?

A Right. And the point |I was trying to
make -- whenever | talk about Maryland, a 71 percent
rate increase -- none of the generating conmpanies in

Pennsyl vania had these amounts because the

Comm ssion based that recovery on the five-year
aver age. So the company was al ways kept whole on

t he cost of removal, but there weren't these huge
regul atory liabilities that the conpanies took into
i ncone. So -- and recently New Jersey has accepted,
you know, an approach like this in several cases,
several electric cases, and so did the Del aware
Comm ssion regarding Del marva Power and Light. The
Georgia Public Service Comm ssion recognizes a
present-val ue approach, which is basically this,
what we're tal king about here.

So other comm ssions have adopted an
alternative, but | admt that that is the so-called
traditional, as | say, the traditional inflated cost
of removal approach, TI CRA.

Q Moving on to this RDF, if | understand the

staff's position, it's not that you would seek to
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have Xcel not pay these costs and not participate in
| ow- cost nucl ear power, it's that you would just ask
this Comm ssion to have Xcel go to M nnesota and
say, you were the costs causers for this, you pay
it; is that correct?

A That's correct.

Q Okay. On this issue of the 85 percent
being -- 85 percent being credited to whol esal e,
being credited to consumers and 15 percent to the
company, that is something that this Comm ssion has
used in sone other cases, the 85/15 percent split,
and our rationale in previous cases was that we
wanted to continue to have sonme incentive for the
company in its marketing practices to do the best
job that it could in selling power into the
whol esal e mar ket .

Does that have some merit, that you would
still want to provide some incentive for the company
to do the right thing, whereas if you say customers
get 100 percent of your savvy marketing, it may not
align incentives quite properly?

A | understand what you're saying and,
remenmber, |'m a hard case. | think they have an
obligation to do that and | think that this

Comm ssion has an obligation to protect ratepayers
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and ensure that they're doing that. So --

Q And | think this may be along the same
I ines that Comm ssi oner Wefald was asking, but
the -- does the Comm ssion risk getting itself in --
| don't know. Trouble is not the right word, but
maybe getting the proper incentives aligned wrong if
we are, in fact, embracing the non-asset sales
model , if we are kind of bringing that into the
regul ated world by wanting to claim 100 percent of
the profit on that? Does it run contrary to the
ring-fencing idea that conmm ssions have often
attenmpted to use to, in fact, separate the riskier
activity that utilities get into, the kind of day
tradi ng-type activity? W may want to just, as
Comm ssioner Wefald said, lop it off into an
entirely separate division and say, | ook, make what
you want on it, but don't charge costs to ratepayers
and if you screw up, it's your fault, not ours?

A Right. And that would require

di sal | owance of costs and allocation of costs over

to that --

Q Ri ght .

A -- and, you know, that's done all the
time, those kind of approaches. | just think

that -- but this is my opinion and |I've been -- ny
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opinion is that that conmpany has an obligation to do
t hose things and to make money on them to offset
fuel costs.

COMM SSI ONER CLARK: Okay. Thanks.
That's all |'ve got.
JUDGE WAHL: Comm ssi oner Cramer.
EXAM NATI ON
BY COWMM SSI ONER CRAMER:
Q Well, to continue that, | don't know that
| disagree with you, but are you aware of how
di m ni shed this Comm ssion's authority has been in
terms of initiating any type of an investigation or
rate case that would require us making sure that
they're doing, as you said, what they're supposed to
be doing, and that perhaps a 15 percent margin share
is the only tool we would have, | guess, to ensure
that they're going to do their very best, because we
literally have zero budget or zero ability based on
| egi sl ative activity over the |l ast couple of decades
to go into a rate case or initiate a rate case or an
i nvestigation.
So in that culture where the bal ance --
scales of justice are bal anced severely in favor of
the utility, does this maybe make nore sense?

A | guess it's a judgment call, and ny
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recommendation is that the judgment calls in this
case should cut in the favor of ratepayers, and |
believe in tough regulation and |I believe that your
obligation is not to ensure -- you know, give them
an opportunity to earn their rate of return, but
your primary obligation is to protect ratepayers,
but that's just my opinion. M ke is probably ready
to shoot nme.

Q | understand. No. Thank you.

| want to just pursue one other issue, if
you're able to answer this, and it's really separate
from anything el se you've tal ked about in general,
but it does get to some issues that we discussed
with earlier witnesses regarding the |ack of Xcel's
investment in generation facilities in this very
energy-rich State of North Dakota in which they're
the largest utility, specifically with regard to
wi nd. Now, Ms. Engel king and M. Larson testified
to the company's openness to pursuing projects in
the future largely because of this CapX 2020
transm ssion facility. W've seen a |lot and are
seeing a |lot of large wind projects in North Dakot a,
but we're seeing Xcel, and | specifically refer to
their most recent RFP that we discussed earlier,

t hat Ms. Engel ki ng especially discussed, for 500
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megawatts where the company wants asset-based wi nd.
In other words, they want to own or have built
transfer relationships with devel opers.

What is the benefit of that as opposed to
| ong-term purchase power agreements, in your
opinion, or is there not a value?

A Well, you've got it in a direction -- what
is the benefit? | think that that is nmore
appropriate for Charlie King.

COMM SSI ONER CLARK: Okay. "1l be happy
to ask himthose questions.

| have nothing further, Your Honor.

JUDGE WAHL: Any further questions from
t he Comm ssion? Followup, M. Bahr?

MR. BAHR: Yes, | have a couple.

REDI RECT EXAM NATI ON
BY MR. BAHR:

Q First of all, on your earlier testinmny I
believe you wanted to explain the difference between
FAS 106 as it has to do with the ARO and the
pensi ons?

A Ri ght .

Q Woul d you do that, please?

A Yes. M. Bradley asked me if | understood

pensi on accounting and FAS 106, and | just wanted to
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contrast that where the conpany does charge current
operations for a future cost and that charge is
based on a pattern like C-D. You know, it's based
on present value, nunber one. But al so more
i mportantly -- as importantly, the company has a
| egal obligation to incur that cost. The conpany
does not have a | egal obligation to incur any of the
costs relating to the $342 mllion, so that's the
di stinction.

Q Okay. During his questioning, M. Bradley
asked you a number of times about, well, if there's
this amortization process that you' ve reconmmended,
where will the noney conme at the end, and | believe
in response to Comm ssioner Wefald you expl ai ned
t hat whether it's A and B or C and D, the same
amount of noney should be in the pot at the end; is
t hat correct?

A Yes.

Q And so you're in no way suggesting the
company should not be made whole in order to recover
any of those costs?

A That is absolutely correct.

Q Now, in earlier testinmny by NSP there was
some discussion regarding intergenerational equity.

When you first | ook at your line of C through D, it
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| ooks |like the early ratepayers are paying very | ow
compared to those at the end of the 20-, 30-,
40-year period who are much higher.

Can you explain whether they are actually
payi ng the same or whether that is --

A What | can say is, if you look at that
chart and you think about the $342 mllion, the
company's approach creates an intergenerational
i nequity by overcharging current ratepayers for
costs that aren't incurred until the future. It is
shown right there.

Q Okay. Wth regard to your C, at the
begi nning of that time, that amount appears to be
significantly | ower?

A That's right.

Q And why is that than a person at the D end
of the conti nuunf?

A Because that C is based on the present
val ue of D, and C gets bigger and bigger and bigger
each year as inflation occurs, so we're matching the
inflation to the period it is incurred. And, as |
said earlier, that's accrual accounting.

Q And when you have broken this down in your
testi nony based upon real dollars at the time

they're paying it, would those be the same or very
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simlar anmounts?

A |f you think in real dollars, C-D would be
a straight |ine. Because you're paying with cheaper
dollars out at -- nuch cheaper dollars at the tinme
of D.

Q And when you do that with A-B, what is the
resul t?

A A-B, we're paying with nmore val uable

doll ars today, much nore val uable dollars. And,
see, the problemwi th that, one of the problems is
t hat the consumers' cost of capital is much, nuch,
much higher than this conmpany's cost of capital and
that's not even fair, anyway, because they're
coll ecting excess dollars, but the consumers' cost
of money is at a m nimum of 18 percent, especially
in these times, goes up to 30 percent in credit
cards. So, you know, again, we're not trying to
deny them future costs of renmpval. W're trying to
match the inflation to when it's occurred.

Q Let's move on to the renewabl e devel opment
fund, and M. Bradley was asking you whether you
di sagreed with the M nnesota Legi sl ature.

|s that what you're taking issue with?
A | don't think so.

Q Are you disagreeing with the conpany's
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decision to pay the RDF?
A No.
Q | believe you may have somewhat responded
on this to Comm ssioner Clark, but is it the
company's decision to charge North Dakota ratepayers

for that amount that you are di sagreeing with?

A That's what |'m di sagreeing with, yes.
Q Now, when nucl ear storage was being
di scussed, you pointed out that NSP -- nuclear

refueling, you pointed out that NSP chose the test

year ?
A. Yes.
Q What is the significance of that?
A The significance is that's the test year

amount that was decided by this Comm ssion.

Q And | believe one of Conm ssioner Wefald's
guesti ons may have pointed out certain costs may go
up in future years?

A That's right.

Q Labor costs may go up in 2009?

A That's right.

Q So should we take that into account today
and add that in?

A No. That's why you use a test year. You

know, costs go up all the time. W reach out




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

25

592
40 years from now, just at the same time with cost

of removal and bring that back to today, but that's

not fair.
Q Now, what woul d happen if the North Dakota
rat epayers -- to the North Dakota ratepayers if the

Comm ssion granted an average expected cost of

nucl ear refueling in 2008 of $2.5 mllion and the
actual expenses were only $.8 mllion?

A Then the ratepayers will have paid too
much and they will have borne all that risk.

COVMM SSI ONER WEFALD: We're all waiting
for this question.

COVMM SSI ONER CRAMER:  We won't hold you
account abl e, Counsel or.

Q (MR. BAHR CONTI NUI NG) \What if Obama
i ncreases taxes in 2009, should the Comm ssion add
that to the 2008 tax year?

A No.

Q Test year. Sorry. You have heard in this
rate proceeding that one of the primary reasons for
requesting a rate increase are the new generating
pl ants associated with MERP and that the third
pl ant, Riverside, will come on-line in May 2009.
Would it be consistent for that to also be included

in this test year?
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A No.

MR. BAHR: There's some documents | wanted
to discuss with opposing counsel. Wuld it be an
appropriate time to take a break?

JUDGE WAHL: Yes, it woul d. So let's
break for 10 m nutes, but | also want to meet with
counsel, M. Diller, M. Jeffcoat-Sacco, please.
We'll do that, but we'll be in recess for 10
m nut es.

(Recess was taken.)

JUDGE WAHL: All right. Let's be in
order. M. Bahr.

MR. BAHR: Yes. Just a few additional
guesti ons.

Q (MR. BAHR CONTI NUI NG) From some of the
guestions it appears that NSP believes that you are
suggesting that the full anmount of the ARO be
anmortized. s that what you are suggesting?

A That's what | have in here. First of all
it's the non-legal AROC. W asked a | ot of questions
about depreciation and we didn't get the information
we had wanted, but | had no objection -- there is a
way to cal cul ate what they m ght require today
recogni zing the present-val ue approach and |I would

have no objection to making that calculation, if the
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information is avail able, and subtracting that from
the $342 subject to anmortization. |In those
circumstances it would only be the excess that's
bei ng anortized.

COMM SSI ONER WEFALD: Can that information
be filed as a late-filed exhibit under trade secret
protection?

MS. HERTZLER: Your Honor, as | understand
it, you would have to issue an order first before we
could file the information. That's been our only
concern. We said we'd make the information
available if it was protected.

JUDGE WAHL: The short answer is, yes, the
Comm ssion can request it and process it
accordingly.

MR. BAHR: | guess |'m questi oning,
dependi ng on the Comm ssion's order, if the
Comm ssion adopts this, then |I'm assum ng there
woul d be some process |ike that. | " m not sure how
that typically works, but as far as for purposes of
maki ng the Comm ssion's decision, | don't know if
that information is needed at this point.

MS. HERTZLER: Your Honor, if we are to
turn overreports to the consultants that we protect

as proprietary, we will need to have something in
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pl ace that continues to protect that information.
The ultimte number that they may come up with is
not what we're seeking to protect. That would be,
obvi ously, a public number, but it's the fact of
giving the information to the consultants absent a
protective order jeopardizes our ability to continue
to protect the studies that they want to use in
order to do their calcul ation.

COWMM SSI ONER CLARK: Just to clarify, is
the procedure that Xcel files it as trade secret,
t he Comm ssion then acts on it and we can grant or
deny and if we deny, it just goes back to Xcel. | f
we grant, then it's available for use, | think.

MS. HERTZLER: Our understandi ng was that
we were at some risk, if you denied it, of the
i nformati on becom ng public.

COWM SSI ONER CLARK: Maybe 111 ona, can she
provide the Comm ssion counsel ?

JUDGE WAHL: Yes.

MS. JEFFCOAT- SACCO: The information --
consul tants can obtain information and sign a
proprietary agreenment. It's not being filed with
the Comm ssion. This is step one. If it's not
being filed with the Comm ssion, sinmply a data

response and it's not being filed here, then you
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don't need a trade secret order to protect it. The
person reviewing it can sign a protective agreement,
if they're willing to do that. If you do file it
with the Comm ssion, then you file it with a trade
secret request and it is protected and you have an
opportunity, if it's denied, there's a time period
during which you can chall enge the denial, okay, and
eventually, then, if it's denied, you can get it
back, but even if you want to take it to Court, so
to speak, the decision to deny, you have a
protective period after that.

MS. HERTZLER: | appreciate the
clarification. What it seems to me is that in order
for the consultant to do the calcul ation that
they're offering, they would need information from
us that we would need to protect, so we would either
need their agreement to enter into a protective
agreement with us or we would need to file it with
t he Comm ssion and request trade secret protection.

COMM SSI ONER WEFALD: So | would just
| eave that into the hands of the advocacy staff. | f
they would |like to have that information, then they
can determ ne whether they would Iike to proceed in
one direction or the other.

MR. BAHR: Okay. Thank you. | have no
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further questions of this wtness.
JUDGE WAHL: M. Bradley?
MR. BRADLEY: Thank you, Your Honor.
RECROSS- EXAM NATI ON

BY MR. BRADLEY:

Q ' m going to junmp around a little bit.

A | know you will.

Q We' ve been tal king about the chart on the
back wall which has a straight line A and B and a
di agonal line C and D. If we were to add to that a
line for depreciation, it would be a straight |ine

like A and B, would it not?

A Yes. But we also would have the same --
if we want to do that, we want to go on and on and
on, I'lIl explain to you why even straight-1line
depreci ation front-|l oads costs.

Q You' ve not proposed any change in how we

handl e depreciation?

A No, | haven't.
Q Now, you tal ked about whether we go |ine
A-B or line C-D, we recover the same amount of noney

in the end; correct?
A Yes.
Q But we don't recover it fromthe sane

custoners?
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A That's right. And this is the -- | mean,
the inflation aspect of cost of renmoval. You
collect the present value of the cost of renoval
over the whole period on a straight-Iline basis.
That's just the inflation to that anount, which is
being matched to the period in which it is incurred.

Q We had a discussion between the | egal ARO
where the nmoney is put in the bank and it earns
interest and the noney that is paid for Sherco II
where it goes to the company and is included as an
accunmul at ed depreci ati on. Do you remenber that
di scussi on you had?

A Yeah. | just want to clarify. Yes, | do
recall it. The |l egal ARO we were tal king about was

for decomm ssi oning.

Q Yes.

A There are also |legal ARO s that are not
funded.

Q Ri ght. But you were talking about a

funded i nstance?

A Yes. M hmm

Q Wth regard to the accunul at ed
depreciation, that's a direct offset dollar for
dollar to the rate base, is it not?

A. Yes.
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Q So the customers are, in fact, being paid
the conpany's rate of return of 8.8 percent for each
doll ar of future retirement they pay us?

A You can phrase it that way. |*d phrase it
that they're not being required to pay 8.8 percent
on money they advance to the conpany.

Q If we give -- if we accept your proposal
and refund or anortize $1.8 mllion per year, rate
base is going to go up at $1.8 mllion per year, is
it not?

A. That's correct.

Q So the cost of investnments is going to go
up 10 percent of that or $180,000 or, actually,
closer to 20 percent when you factor in taxes; is

that correct?

A The rate base will increase as the
amount -- as the regulatory liability is anortized,
yes.

Q Okay. So we are putting this money in the

bank for these ratepayers today?

A You are? \What bank?

Q Yes, we are. It's called accunul ated
depreciation offset to rate base paying them
8.8 percent per annunt?

A Well, | would characterize that as you put
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it in your pocket because you believe that
accumul at ed depreciation is your noney.

Q When you put noney in the bank, does the
bank get to spend it?

A The bank -- the bank uses -- expands
capital by lending that to other customers. That's
what the bank does.

Q And the utility, when it receives a return

of its investment, has that noney to invest in other

utility practices?
A Yes, you do, and you have it available to
invest in other non-utility practices. You have it

avail able to pay dividends.

Q You had a question from Comm ssioner Clark
concerni ng whet her the company's proposal was
traditional and just how untraditional is your
proposal, and you listed, |I think, three or four
states in which those comm ssions have accepted
M. King's proposal of a present-value methodol ogy;
is that correct?

A The Pennsyl vani a Conm ssion uses a
five-year-average approach.

Q Yeah.

A Del aware accepted the five -- in fact,

most of them use this averagi ng approach.
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Q Those that have accepted the method have
used a five-year average --
A Ri ght .
Q -- rather than present value? Not one

state has required an anortization based on FAS 143?

A That's correct, not that |I'm aware of.

Q And you've been --

A Actually, wait a mnute. Wait a mnute.
Whoa, whoa, whoa. In New Jersey it was anortized.

Q But it was anortized or refunded at

present value, it wasn't anortized based on FAS 143
| egal ARO s?

A | think if you've read 20 pieces of ny
testi nony, you know that -- | think for PSE&G,
Public Service Electric and Gas, that this entire
reserve excess was anortized over three years. I n
at | east several of those cases JC -- Jersey Central
Power and Light, the Comm ssion officially said that
t hey agree with my explanation of SF 143 and t hat
was several years ago and - -

Q But no refund, no anortization?

No, they anortized.
And which case is that again?
| think Jersey Central Power and Light.

We'll show it otherw se.

A
Q
A.
Q




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

25

602
A | just testified about it the other day in
New Jersey.
Q If we were to roll our non-asset based
busi ness into a separate subsidiary, there would be
no | onger a 15 percent contribution by the company

to the fuel clause, would there?

A | don't know. It all depends how you set
it up.
Q If you set up as a separate subsidiary,

there would be no basis to make paynent to the
utility for using utility assets?

A You know, | mean, you can make t hat
assertion.

Q Any ot her businesses the conpany ought to
go to as an unregul ated business to give the profits
to the ratepayers?

A No, | don't know of any others.

Q Now, you stated you have some problemwith
incentive conmpensation, but earlier when | asked you
if you have any problems with this company's
i ncentive conpensation program didn't you tell me
you didn't have any?

A Did | say that? |If | said that, then
sai d that.

Q What problems do you have with the
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company's incentive conmpensation package?

A Well, you're here asking for a $20 m I lion
rate increase so it's not very helpful to
rat epayers, is it?

Q | f they pay | ower base rates to their
enmpl oyees because of incentive conmpensation and you
di sall ow the incentive compensation, aren't we
under payi ng these peopl e?

A Well, you may say that. | say they have
an obligation to do everything they can to mnim ze
costs.

Q And do you have evidence that our
incentive conmpensation programisn't acconmplishing
t hat ?

A No.

MR. BAHR: | have no further questions.
JUDGE WAHL: Fol |l owup by the Comm ssion?
COMM SSI ONER CLARK: | have none.
JUDGE WAHL: Comm ssi oner Cramer.

FURTHER EXAM NATI ON

BY COMM SSI ONER CRAMER:

Q | hesitate to try to clarify this further,
but -- and maybe you've answered it in one way or
anot her and the closest answer | think |I heard to

what my question will be was that the nmoney is nore
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val uabl e in your pocket than it is in the conmpany's
or something to that effect.

s it reasonable for me to assume that the
A-B line actually reduced the cost because the
company, although they're getting a little nore
money upfront fromratepayers, it's not -- they
won't need to collect as nmuch as they would need to
under your scenario because they would have that
money wor ki ng for then? Does that make sense, that
it would actually be | ower cost in the end?
Al t hough the money at B is the same as at D, that
more of that money at B is interest as opposed to

rat epayer noney?

A Well, I think I know what you're asking,
and using straight-1line depreciation, what happens
is that the charges to ratepayers -- because you're

getting into now the rate base effects of all of
this, which, in my opinion, are not relevant. I n nmy
opinion, we're tal king about that -- we're talking
about that because that is the rationale that's put
forth to justify this collection of $342 mllion.
Setting that aside and when we want to tal k about
revenue requirements, under straight-Iine
depreciation the revenue requirements are the

hi ghest the very first day and they decline over
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time because depreciation offsets rate base. So
that is a front-| oaded approach. And to the extent
that collections fromratepayers are accel erated,
then it is true that over the |long run, rate base
will be |ower than it otherwi se would have been.
That is why when | recommend that we recognize this
as a regulatory liability, you may choose not to
amortize it back. In those circunmstances it will
remain as a rate-based deduction in perpetuity, as
it should be.

COMM SSI ONER CRAMER: | have nothing el se.

JUDGE WAHL: M. Bahr?

MR. BAHR: No additional questions.

JUDGE WAHL: M. Bradley?

MR. BRADLEY: | have no further questions,
Your Honor.

JUDGE WAHL: All right. Thank you. | t
does not appear to me that we are going to finish at
any reasonabl e hour today. If we're going to be
overni ght, we m ght as well be overnight and finish
up in good order and reasonable time and with a
court reporter that's fresh, to say nothing about
the | awyers. So we'll recess until 8 o'clock
tomorrow norning.

COVMM SSI ONER WEFALD: We have some
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documents that we want to admt.

JUDGE WAHL: Do you want to do that now?

MS. JEFFCOAT- SACCO: Doesn't matter. Now
or tomorrow, it's fine. Five cases, right?

COMM SSI ONER WEFALD: Ri ght .

JUDGE WAHL: The only problemis you're
going to need counsel to take a | ook at them

MS. JEFFCOAT- SACCO: And that's why we
have extra copies. Just itemze themand |I'IlIl pass
t hem out, each case number.

JUDGE WAHL: Well, we don't need the
Comm ssioners and we don't need the court reporter.
No, we do not need a court reporter. W' re in good
shape. Let's just finish up with counsel.

(Recessed at 4:07 p.m , Tuesday, June 24,
2008.)
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