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1 	 I. INTRODUCTION AND QUALIFICATIONS

2

3 Q. PLEASE STATE YOUR NAME AND BUSINESS ADDRESS.

4 A. My name is Anne E. Heuer. My business address is 414 Nicollet Mall,

	

5 	 Minneapolis, Minnesota 55401.

6

7 Q. BY WHOM ARE YOU EMPLOYED AND IN WHAT CAPACITY?

8 A. I am the Manager of Revenue Analysis for Xcel Energy Services Inc.

9

10 Q. HAVE YOU PREVIOUSLY FILED DIRECT TESTIMONY AND SCHEDULES IN THIS

	

11 	 PROCEEDING?

12 A. Yes. I have previously provided Direct Testimony and Schedules on behalf of

	

13 	 Northern States Power Company, a Minnesota corporation ("Xcel Energy" or

	

14 	 the "Company"), operating in North Dakota.

15

16 Q. WHAT IS THE PURPOSE OF YOUR REBUTTAL TESTIMONY AND SCHEDULES?

17 A. The purpose of my Rebuttal Testimony and Schedules is to:

	

18 	 • Respond to several issues raised by Charles W. King and Michael J. Majoros,

	

19 	 Jr. on behalf of the Advocacy Staff (the "Staff") of the North Dakota Public

	

20 	 Service Commission (the "Commission"), including (Pole Inspection and

	

21 	 Replacement Program, Asset Based and Non-Asset Based Trading Margins,

	

22 	 MISO Schedule 16 and 17 Costs, Nuclear Refueling Outage Costs, Private

	

23 	 Nuclear Fuel Storage, Renewable Development Fund Expenses, Charitable

	

24 	 Contributions, Incentive Compensation, and Income Taxes);

	

25 	 • Correct an inadvertent error to the allocation of chemical costs used during

	

26 	 the pollution control process at the Allen S. King Generating Plant;
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1 	 • Provide our calculations of the impact of the recommendations of Mr. King

2 	 and Mr. Majoros on our revenue requirement, correcting certain estimates

	

3 	 and calculations of the adjustments offered by Mr. Majoros in his Testimony;

	

4 	 and

	

5 	 • Provide the updated revenue deficiency recommended by the Company for

	

6 	 adoption in this case.

7

	

8 	 Other Xcel Energy witnesses will respond to each of the other issues raised by

	

9 	 Mr. King and Mr. Majoros.

10

	

11 	 Q. How IS YOUR REBU 1 1AL TESTIMONY ORGANIZED?

12 A. I first present the Company's response to nine substantive issues raised by Mr.

	

13 	 King and Mr. Majoros. I then correct the allocation of costs related to chemicals

	

14 	 used during the pollution control process at the Allen S. King Plant. I next

	

15 	 present the actual, corrected revenue requirement impacts of Mr. King and Mr.

	

16 	 Majoros' various recommendations, so that the Commission has an accurate

	

17 	 record for consideration in this proceeding. Finally, I summarize the overall

	

18 	 revenue deficiency recommended by the Company, reflecting the changes

	

19 	 offered in my Rebuttal Testimony.

20

	

21 	 II. FINANCIAL RECOMMENDATIONS

22

23 A. Pole Inspection and Replacement and Cable Replacement

24

25 Q. WHAT DID MR. MAJOROS RECOMMEND REGARDING THE COMPANY'S POLE

	26	 INSPECTION AND REPLACEMENT AND CABLE REPLACEMENT PROGRAMS?
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1 A. Mr. Majoros recommends accounting for the costs of these programs in a way

2	 that does not reflect the purposes for which the costs are incurred, in that the

	

3 	 expenses (and capitalized costs) of pole and cable replacement (i.e. installation) be

4	 charged to the reserve for removal. He did not challenge the reasonableness of

	

5 	 either these programs or the test-year level of costs, but his accounting proposal

6 	 would have a significant effect on the revenue requirements associated with these

	

7 	 programs.

8

9 Q. WHAT IS YOUR UNDERSTANDING OF THE EFFECT OF THAT PROPOSAL?

10 A. Mr. Majoros' proposal would record the costs of investments in new facilities,

	

11 	 such as power line poles and new distribution cable, as depreciation reserve, a

	

12 	 cost category that reflects the costs of eventually removing a facility from service

	

13 	 at the end of its useful life. The net impact on the revenue requirement due to

	

14 	 this accounting change is approximately $160,000.

15

16 Q. WHAT IS THE COMPANY'S POSITION REGARDING THIS RECOMMENDATION?

17 A. I believe that Mr. Majoros' recommendation is inconsistent with sound

	

18 	 accounting practices and does not accurately reflect the differences between

	

19 	 removal and replacement of our equipment.

20

21 Q. WHY IS THIS RECOMMENDATION INCONSISTENT WITH SOUND ACCOUNTING

	22	 PRACTICES?

23 A. This recommendation is inconsistent with the Federal Energy Regulatory

	

24 	 Commission ("FERC") Uniform System of Accounts, which prescribe the

	

25 	 recording of investments and expenses in accounts that reflect each cost's nature

	

26 	 and type. Sections of the FERC Uniform System of Accounts read as follows:

27
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1 	 101 Electric plant in service
	2	 A. This account shall include the original cost of electric plant, included in

	

3 	 accounts 301 to 399, prescribed herein, owned and used by the utility in

	

4 	 the electric utility operations, and having an expectation of life in service of more
	5	 than one year from the date of installation, including such property owned by

	

6 	 the utility but held by nominees.
7

	

8 	 108 Accumulated provision for depreciation of electric utility plant
	9	 B. At the time of retirement of depreciable electric utility plant, the account shall be

	

10 	 charged with the book cost of the property retired and the cost of removal and shall

	

11 	 be credited with the salvage value and any other amounts recovered,

	

12 	 such as insurance. 	

	

13 	 E. The utility is restricted in its use of the accumulated provision for depreciation to the
	14	 purposes set forth above. (Emphasis added).

15

	

16 	 The costs associated with new poles and cable, such as the costs reflected in our

	

17 	 Pole and Cable Replacement Programs, are for new equipment that will provide

	

18 	 service to our customers over its useful life. As such, the FERC Uniform System

	

19 	 of Accounts would require that such investments be recorded in the appropriate

	

20 	 property account, and depreciated over their expected useful lives, rather than

	

21 	 reflected in the depreciation reserve. Costs appropriate for including in

	

22 	 depreciation reserve are the costs of actually removing a facility from service, not

	

23 	 the costs of the replacement equipment itself.

24

25 Q. You STATED THAT THIS RECOMMENDATION ALSO DOES NOT ACCURATELY

	26	 REFLECT THE DIFFERENCES BETWEEN REMOVAL AND REPLACEMENT OF

	

27 	 EQUIPMENT. PLEASE ELABORATE.

28 A. Yes. Accounting treatment always stems from the type of costs incurred. In this

	

29 	 case, removal of poles and cable addresses the costs and function of removing the

	

30 	 current poles and cables that have been used for prior delivery of energy. Such

	

31 	 costs would be appropriately accounted for in depreciation reserve. The Pole

	

32 	 and Cable Replacement programs, however, address the separate function of
4 	 Case No. PU-07-776
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1 	 actually replacing the removed poles and cables with new equipment. Without

	

2 	 replacement, there would be no poles and cable for future delivery of energy to

	

3 	 customers.

4

5 Q. WHAT, THEN, IS YOUR RECOMMENDATION REGARDING MR. MAJOROS'

	

6 	 PROPOSAL REGARDING THE POLE AND CABLE REPLACEMENT PROGRAMS?

7 A. I recommend that the Commission not accept his recommendation and instead

	

8 	 continue to use the accounting as prescribed in the FERC Uniform System of

	

9 	 Accounts to record the costs of these programs. Our proposed adjustments, as

	

10 	 shown in Exhibit 	 (AEH-1) Schedule 5, page 3 of 4, reflect the appropriate

	

11 	 adjustments to account for the addition of costs related to these two programs.

12

13 B. Asset Based and Non-Asset Based Trading Margins

14

15 Q. PLEASE SUMMARIZE MR. MAJOROS' RECOMMENDATIONS REGARDING

	16	 WHOLESALE MARGINS, AS CLARIFIED BY STAFF.

17 A. Mr. Majoros recommends that 100 percent of the margins derived from asset-

	

18 	 based and non asset-based sales be returned to ratepayers through the fuel clause

	

19 	 adjustment mechanism ("FCA").

20

21 Q. PLEASE COMMENT ON MR. MAJOROS' RECOMMENDATION REGARDING MARGINS

	22	 DERIVED FROM ASSET-BASED AND NON ASSET-BASED SALES.

23 A. In his Direct Testimony in this proceeding, Company witness Allen Krug

	

24 	 proposed shareholder retention of 15 percent the margins derived from asset

	

25 	 based sales and 85 percent of the margins from non asset-based sales. He made

	

26 	 these recommendations to more closely align the interests of shareholders and

	

27 	 ratepayers as we participate in the wholesale market. Mr. Krug, in his Rebuttal
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1 	 Testimony, addresses the concerns raised by Mr. Majoros and continues to

2 	 support the Company's original position on this issue.

3

4 Q. ARE ANY ADJUSTMENTS NEEDED TO REFLECT MR. KRUG'S REBUTTAL POSITION?

5 A. No additional adjustments are required to reflect Mr. Krug's Rebuttal position

6 	 because the Company's initial proposal had removed these items from base rate

7 	 consideration to be used as a reduction to fuel expense through the FCA.

8

9 Q. MR. MAJOROS INDICATES THAT THE COMPANY'S ADJUSTMENTS TO FCA

10 	 REVENUES TO IMPLEMENT THE SHARING OF TRADING MARGINS ARE NOT

11 	 NECESSARY. Do YOU AGREE?

12 A. No. Those adjustments are necessary to return the test-year level of trading

13 	 margins to customers through the FCA, even if the Commission accepts Mr.

14 	 Majoros' position regarding the margins that should be provided to ratepayers.

15 	 If these adjustments are not made, margins will be returned twice, once through

16 	 the FCA and again as a component of base rates.

17

18 Q. Do YOU BELIEVE THAT THE COMPANY'S PROPOSAL IS CONSISTENT WITH THE

19 	 STAFF'S INTENT TO NOT CONSIDER THESE MARGINS IN SETTING BASE RATES?

20 A. Yes. We sought clarification on the Staff's recommended treatment of trading

21 	 margins through discovery, and understand that it is Staff's intent to flow trading

22 	 margins back to customers through the FCA, as we proposed. Thus, my

23 	 schedules reflect the test-year level of trading margins removed from other

24 	 revenues used to reduce the base rate deficiency. This transfer results in a

25 	 $2,378,000 higher base rate revenue deficiency than recommended by Mr.

26 	 Majoros.

27

6 	 Case No. PU-07-776
Heuer Rebuttal



1 C. MISO Schedule 16 and 17 Costs

2

3 Q. WHAT DID MR. MAJOROS RECOMMEND WITH RESPECT TO MISO SCHEDULE 16

4 	 AND 17 COSTS?

5 A. Mr. Majoros recommends that these costs not be moved into base rates, as we

6 	 proposed. As such, he decreased the base rate revenue requirement by $532,000.

7

8 Q. WHAT IS THE COMPANY'S POSITION REGARDING THIS RECOMMENDATION?

9 A. We believe that either base rates or the FCA can provide a reasonable means of

10 	 recovering these costs. 	 Thus, the Company accepts Mr. Majoros'

11 	 recommendation. To fully reflect the impacts of this recommendation, however,

12 	 FCA revenues need to increase by an equivalent amount as the base rate

13 	 decrease. Exhibit 	 (AEH-2) Schedule 5, page 2 of 2 reflects this adjustment.

14

15 Q. HOW DOES THIS CHANGE IN POSITION IMPACT CUSTOMERS?

16 A. Rather than having a fixed amount built into base rates, FCA treatment will

17 	 insure that actual costs incurred by the Company will be charged customers.

18

19 D. Nuclear Refueling Outage Costs

20

21 Q. WHAT DOES MR. MAJOROS RECOMMEND WITH RESPECT TO THE LEVEL OF

22 	 NUCLEAR REFUELING OUTAGE EXPENSES TO BE INCLUDED IN THE TEST YEAR?

23 A. Mr. Majoros recommends that the Company's nuclear fuel outage expenses be

24 	 reduced from $2,492,407 to $811,935. Mr. Majoros characterizes this as the

25 	 actual 2008 expense level stemming from the Commission's approval of our

26 	 request for accounting treatment of these costs (in its Order Changing

27 	 Accounting Treatment in Case No. PU-07-774), but it is really the first year,
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1 	 partial amortization level, which does not reflect either the direct costs or the

2 	 amortized costs of all three nuclear units.

3

4 Q. Do YOU AGREE WITH HIS RECOMMENDATION?

5 A. No. I do not agree with this recommendation because I do not believe that the

	

6 	 $811,935 first-year amortization expense under the newly approved accounting

	

7 	 method for these costs offers a representative cost level, which should be used

	

8 	 for the purpose of setting rates. Actual "direct" costs incurred in the test year

	

9 	 are budgeted to be approximately $2.5 million (for the North Dakota

	

10 	 jurisdiction), while we project the ongoing annual amortization cost level will

	

11 	 reach approximately $2.3 million (when all three nuclear units undergo outages

	

12 	 whose costs are recorded under the new method). Since one of the objectives

	

13 	 of setting rates based on a test year is to establish a reasonable and normal cost

	

14 	 level for reflection in rates, using only the first-year of the amortization of

	

15 	 $811,935 would significantly understate the true representative annual level of

	

16 	 these outage costs because this amortization level does not reflect the costs of all

	

17 	 three nuclear units.

18

19 Q. PLEASE GIVE SOME BACKGROUND ON THE HISTORY OF THE COMPANY'S

	

20 	 REQUEST TO CHANGE ACCOUNTING.

21 A. On December 7, 2007, the Company petitioned the Commission for

	

22 	 authorization to change the accounting method for costs associated with routine

	

23 	 nuclear refueling outages from the direct expense method to the deferral-and-

	

24 	 amortization method in Case No. PU-07-774. On February 13, 2008, the

	

25 	 Commission approved the Company's change of accounting request in its Order

	

26 	 Changing Accounting Treatment.

27
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1 Q. DID THE COMMISSION'S ORDER CHANGING ACCOUNTING TREATMENT REQUIRE

2 	 THE USE OF THE FIRST-YEAR AMORTIZATION COST LEVEL IN THIS CASE?

3 A. No. That Order specified that the issue of the appropriate cost level to be used

4 	 in this rate case would be determined in this proceeding, and was not addressed

5 	 by the decision to approve the accounting method change.

6

7 Q. WHY DOES THE COMPANY BELIEVE THIS CHANGE OF ACCOUNTING WAS

8 	 APPROPRIATE?

9 A. We believe that the deferral-and-amortization method of accounting for nuclear

10 	 refueling costs is superior to the direct-expense method and should be adopted

11 	 for use in ratemaking in North Dakota and offers benefits for all stakeholders.

12 	 Key reasons in support of the deferral-and-amortization method include:

13

14 	 • It levels the costs over time, facilitating the appropriate reflection of

15 	 normalized cost levels;

16 	 • It appropriately spreads the costs over the period that customers receive

17 	 the benefits of the expenses; and

18 	 • It better matches revenues with expenses.

19

20 	 As discussed in detail in our petition in Case No. PU -07 -774, the direct-expense

21	 method formerly used to account for nuclear refueling outage costs reflects the

22 	 costs as expense on the Company's books and records in the month incurred.

23 	 Generally speaking, it is unusual to have periodic costs of this magnitude (over

24 	 $20 million) incurred in a single month. In addition, further exacerbating this

25 	 situation, the number of refueling outages occurring in a year fluctuates. By

26 	 contrast, the deferral-and-amortization method will smooth these swings by
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1 	 spreading costs over the period in which the benefit occurs (the period between

	

2 	 refueling outages for each unit).

3

4 Q. DOES THE COMPANY HAVE AN ALTERNATIVE RECOMMENDATION?

5 A. Yes. The Company recommends that a normal amortized expense level be used,

	

6 	 which reflects the future annual level of refueling outage costs for all three

	

7	 nuclear units, as they would be treated under the deferral-and-amortization

	

8 	 method. The result is an annual amortized expense of $2,319,262 (included in

	

9 	 the Company's Nuclear Refueling Outage Accounting Petition), which is

	

10 	 $173,145 less than the test year expense of $2,492,407.

11

12 Q. WHY IS THIS THE APPROPRIATE LEVEL TO INCLUDE IN THE TEST YEAR?

13 A. We believe the proposed amortization level of $2,319,262 1 , is the appropriate

	

14 	 level to be used for setting future rates in this case because it reflects the normal,

	

15 	 annualized level of our amortization expenses. In setting test year expense levels,

	

16 	 it is important to set costs consistent with the future time period final rates will

	

17 	 be in effect.

18

19 Q. WOULD THE FIRST YEAR AMORTIZATION LEVEL MEET THIS STANDARD?

20 A. No. As discussed in detail in our petition in Case No. PU-07-774, the first year

	

21 	 $811,935 amortization level would not reflect the ongoing amortization expense

	

22 	 levels, but rather the amortization amount at its lowest, start-up level, which does

	

23 	 not include costs for all three nuclear units. With the change of accounting, the

	

24 	 first year's amortization expense (2008) reflects only a partial year (9 months)

	

25 	 level for the amortization associated with Prairie Island Unit 1, a partial year (3

1 Please see the Company's December 5, 2007 petition in Docket No. PU-07-774, page 11, line 1. Supporting
calculations can be found in the Company's petition seeking Trade Secret Protection dated December 5, 2007, Schedule
E, Amortkation of Reload O&M Costs.
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1 	 months) level for the amortization associated with Prairie Island Unit 2, and no

2 	 amortization expense for the Monticello plant.

3

4 Q. How DOES THIS COMPARE TO NORMAL LEVELS OF EXPENSES?

5 A. As rates are set for 2009 and beyond, all three nuclear units will be recording

	

6 	 amortization expenses on a much more stable basis, which is the intended

	

7 	 purpose for adopting the amortization accounting method. As such, it is

	

8 	 appropriate to set rates based on a level which includes a normal amount for all

	

9 	 three units, rather than a level that only includes a partial, first year amortization

	

10 	 level.

11

12 Q. WHAT IS THE EFFECT ON THE COMPANY'S REVENUE REQIREMENT?

13 A. The Company is proposing to reduce our filed revenue requirement by $173,145

	

14 	 to reflect the annualized amortization expense referenced above.

15

16 Q. ARE THERE OTHER REASONABLE APPROACHES TO DETERMINING A NORMAL AND

	

17 	 REPRESENTATIVE LEVEL OF AMORTIZED COSTS FOR NUCLEAR FUEL OUTAGES?

18 A. Yes. There are other ways to develop a level of normal amortized costs for

	

19 	 nuclear fuel outages that would be reasonable and representative of ongoing cost

	

20 	 levels. The Company is open to further refinement and discussion of those

	

21 	 costs.

22

23 E. Private Nuclear Fuel Storage

24

25 Q. WHAT DOES MR. M:VOROS RECOMMEND WITH RESPECT TO PRIVATE NUCLEAR

	

26 	 FUEL STORAGE EXPENSES?

11 	 Case No. PU-07-776
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1 A. Mr. Majoros recommends that the Company's private nuclear fuel outage

	

2 	 expenses be reduced by $190,000 because "the [Commission] has not approved

	

3 	 the project" 2 and because of his understanding that "the project is stalled."'

4

5 Q. DOES HE OFFER ANY EVIDENCE THAT THE COSTS WERE INACCURATELY

	

6 	 DETERMINED OR IMPRUDENTLY INCURRED?

7 A. No.

8

9 Q. DO YOU AGREE WITH HIS RECOMMENDATION?

10 A. No. Whether the project is stalled or not has no bearing on whether the costs

11 	 are legitimate and prudently incurred. The operation of nuclear generating

	

12 	 facilities provides substantial cost advantages to customers, including customers

	

13 	 in North Dakota. Operating nuclear generating facilities leads to costs, including

	

14 	 the costs of long-term storage of spent nuclear fuel.

15

16 Q. WERE THE COMPANY'S EFFORTS TO IMPLEMENT PRIVATE NUCLEAR FUEL

	

17 	 STORAGE APPROPRIATE?

18 A. Yes. The Company's efforts to take initiative to find a solution to that problem

	

19 	 were appropriate. As Mr. Charles Bomberger explained in his Direct Testimony,

	

20 	 temporary storage of spent fuel on site at Prairie Island was limited, and the

21 	 Company implemented a strategy to pursue permanent storage. The Company

	

22 	 took a proactive approach to preserve the advantages provided by low cost

	

23 	 nuclear generation. While those efforts have not been completed, there is no

	

24 	 basis to conclude that any inappropriate or imprudent costs have been incurred

	

25 	 by the Company to resolve this extremely complex and important issue. As a

2 Majoros Direct Testimony at 23.
3 Id.
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1 	 result, the recovery of those costs should not rest on having obtained advance

2 	 approval to incur those costs, particularly when such a requirement would be

	

3
	

imposed on an "after the fact" basis.

4

5 F. Renewable Development Fund Expenses

6

7 Q. WHAT DOES MR. M:-VOROS RECOMMEND WITH RESPECT TO RENEWABLE

	8	 DEVELOPMENT FUND EXPENSES?

9 A. Mr. Majoros recommends that the Company's Renewable Development Fund

	

10 	 ("RDF") expenses in the amount of $265,000 be disallowed because: "The RDF

	11	 is a Minnesota program and expenditure. It should not be charged to North

	

12 	 Dakota customers." 4

13

14 Q. Do YOU AGREE WITH HIS RECOMMENDATION?

15 A. No. In order to continue to operate the Prairie Island Nuclear Generating

	

16 	 Facility, which required on-site interim nuclear fuel storage, the Company was

	

17 	 required to provide funding of an RDF. The total annual funding of the RDF in

	

18 	 relation to casks located at our Prairie Island Nuclear Plant is $16 million. The

	

19 	 operation of the nuclear plants provides substantial cost savings to all of our

	

20 	 customers, including customers in North Dakota, but saving substantial costs

	

21 	 may also require the Company to incur some costs, in this case the RDF.

	

22 	 Legislation passed in 2007 will also require the Company to provide funding of

	

23 	 $350,000 per cask located at our Monticello Nuclear Plant s. We expect to be

	

24 	 required to fund $3.5 million related to Monticello casks in 2008.

25

4 Majoros Direct Testimony at 23.
5 The RDF funding requirements are included in Minn. Stat. 116C.779, subd.1, (b).
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1 Q. WHAT WOULD BE THE EFFECT IF THE COMPANY REFUSED TO PROVIDE THE

	

2 	 RDF?

3 A. If the Company refused to provide that funding, the operation of the nuclear

	

4 	 generating facilities would be impossible, and the Company would be required to

	

5 	 replace approximately 1,670 MW of capacity, of which the North Dakota share is

	

6 	 82 MW. It seems obvious that the difference between the ongoing costs of

	

7 	 nuclear generation and the replacement costs would greatly exceed the $265,000

	

8 	 of RDF costs.

9

10 Q. DOES THE REVENUE REQUIREMENT INCLUDE ALL RDF EXPENSES?

11 A. No. The test year includes $265,000 in RDF expenses, representing the North

	

12 	 Dakota allocated share of the energy production ("EP") grant payments and a

	

13 	 portion of the RDF administrative costs (prorated based on target funding for

	

14 	 energy production grants versus research and development ("R&D") grants in

	

15 	 the 3rd RDF Funding Cycle Request for Proposal). The test year does not

	

16 	 include expenditures related to R&D and Renewable Energy Production

	

17 	 Incentives, which are born directly by Minnesota electric retail customers.

18

19 Q. HAVE FUNDED PARTICIPANTS IN THE RDF BEEN RESTRICTED TO MINNESOTA

	

20 	 ENTITIES?

21 A. No. In fact, nine grants from the RDF have been awarded to North Dakota

	

22 	 based projects out of 70 grants awarded. These nine projects consist on eight

	

23 	 R&D grants totaling $6.7 million and one EP grant award of $2 million, which

	

24 	 the prospective recipient has since chosen to decline. North Dakota based R&D

	

25 	 grants comprise approximately 20 percent of the total R&D grants awarded.

	

26 	 Please note, as I stated earlier, that R&D project expenditures are born entirely

	

27 	 by Minnesota electric customers, even though the State of North Dakota derives

14 	 Case No. PU -07- 776
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1 	 the economic benefit of these projects. Please see Exhibit 	 (AEH-2) Schedule

	

2 	 1 for additional detail on grant awards to North Dakota based projects.

3

4 G. Charitable Contributions

5

6 Q. WHAT DID MR. MAJOROS RECOMMEND WITH RESPECT TO CHARITABLE

	7	 CONTRIBUTIONS?

8 A. Mr. Majoros recommended that the Company's proposal be rejected, suggesting

	

9 	 that the Commission's allowance of recovery of a portion of these contributions

	

10 	 "may have slipped through in previous gas cases." 6

11

12 Q. WHAT IS THE COMPANY'S POSITION REGARDING THIS RECOMMENDATION?

13 A. The Company continues to recommend allowing recovery of a portion of these

	

14 	 costs as a sound approach that the Commission should apply in this case.

15

16 Q. WHAT IS THE AMOUNT OF RECOVERY THAT THE COMPANY IS SEEKING IN THIS

	17	 CASE?

18 A. The Company is seeking recovery of $86,000 in charitable contributions in our

	

19 	 2008 test year. This amount is 50 percent of the total amount the Company

	

20 	 contributes to charities and institutions associated with the electric service

	

21 	 territory in the North Dakota jurisdiction.

22

23 Q. WHO HAVE RECEIVED FUNDING BY THE COMPANY?

24 A. As stated above, Xcel Energy contributes to various charities and institutions

	

25 	 associated with the electric service territory in the North Dakota jurisdiction. I

	

26 	 have included as Exhibit 	 (AEH-2) Schedule 2 the list of organizations to

6 Majoros Direct Testimony at 22-23
15 	 Case No. PU-07-776
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1 	 which the Company contributed during 2006, the basis for our 2008 test year

2 	 adjustment.

3

4 H. Incentive Compensation

5

6 Q. WHAT DID MR. MAJOROS RECOMMEND REGARDING INCENTIVE COMPENSATION?

7 A. He recommended that the Company's incentive compensation adjustment be

	

8	 reduced "to reflect the 15 percent of base pay limit established in NSP's last

	

9	 Minnesota Order."'

10

11 Q. DO YOU AGREE WITH HIS RECOMMENDATION?

12 A. No. In the Company's last general electric rate case in Minnesota, the Minnesota

	

13 	 Public Utilities Commission ("MPUC") adopted a limit based on 25 percent of

	

14 	 base pay,' not the 15 percent assumed by Mr. Majoros. The Company has

	

15 	 proposed the same 25 percent limit be applied in this proceeding as was adopted

	

16 	 by the MPUC. A limit based on 25 percent of base pay is appropriate for all of

	

17 	 the reasons explained by Mr. Marvin McDaniel in his Direct Testimony. This is

	

18 	 also consistent with the treatment accepted in the NDPSC settlement agreement

	

19 	 in the Company's most recent North Dakota Gas Case No. PU-06-525.

20

21 Q. IS MR. MAJOROS' COMPUTATION OF THE EFFECT OF CHANGING FROM A 25

	

22 	 PERCENT LIMIT TO A 15 PERCENT LIMIT CORRECT?

23 A. No. Based on our calculations, if the Company were to adjust the case to limit

	

24 	 incentive compensation recovery to 15 percent of base pay, an additional

7 Majoros Direct Testimony at 24.
8 Docket No. E002/GR-05-1428 Order Dated September 1, 2006 at page 18 states in part "The Commission concurs
with, accepts and adopts the ALJ's recommendation on this issue, which was to cap individual incentive payments at
25% of an employee's base salary ".
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1 	 expense reduction of $34,000 would be necessary, not the additional reduction of

2 	 $142,000 suggested by Mr. Majoros. I have included the calculation used to

	

3 	 derive the $34,000 reduction as Exhibit 	 (AEH-2) Schedule 3.

4

5 I. Income Taxes

6

7 Q. DID MR. MAJOROS RECOMMEND ANY ADJUSTMENT TO THE METHOD USED BY

	8	 THE COMPANY TO CALCULATE ITS INCOME TAX EXPENSE?

9 A. No. Mr. Majoros did not recommend any adjustment to the method used by the

	

10 	 Company to calculate its income tax expense, but he did recommend that the

	

11 	 Commission "consider placing NSP on alert" that the Commission may consider

	

12 	 "the consolidated tax issue in the next rate case." 9

13

14 Q. WHAT IS THE COMPANY'S RECOMMENDATION?

15 A. Mr. Majoros has provided no basis for the Commission to consider any change

	

16 	 in its long-standing practice of using the stand-alone method to determine

	

17 	 income taxes, which is part of the fundamental regulatory policy of maintaining

	

18 	 separation of regulated and unregulated expenses. Thus, there is no basis to

	

19 	 increase the number of issues and complexity of a future rate case.

20

21 J. Allen S. King Chemical Cost Adjustment

22

23 Q. WHAT ADJUSTMENT ARE YOU PROPOSING RELATED TO THE ALLEN S. KING

	24	 CHEMICAL COSTS?

25 A. In the process of reviewing our original submission, it was discovered that the

	

26 	 allocation of Allen S. King chemical costs to our North Dakota jurisdiction

9 Majoros Direct Testimony at 8
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1 	 inadvertently included an amount that should have been assigned to the

2 	 Minnesota jurisdiction. I have made an adjustment that reduces North Dakota

	

3	 expense by $321,594 to reflect the reallocation of these costs. My calculation is

4 	 set forth on Exhibit (AEH-2) 	 Schedule 9.

5

	

6	 III. QUANTIFICATION OF STAFF POSITION

7

8 A. Refuse Derived Fuel Generation

9

10 Q. WHAT DOES MR. KING RECOMMEND WITH RESPECT TO REFUSE DERIVED FUEL

	11	 EXPENSES?

12 A. Mr. King recommends that the Company's investment in refuse-derived energy

	

13 	 is responsive to Minnesota mandates, should be charged to Minnesota ratepayers

	

14 	 and, therefore, should be disallowed.

15

16 Q. WHAT IS THE COMPANY'S POSITION WITH REGARDS TO HIS RECOMMENDATION?

17 A. The Company opposes Mr. King's recommendations for the reasons explained

	

18 	 by Ms. Engelking.

19

20 Q. IF THE COMMISSION ADOPTED MR. KING'S RECOMMENDATION, IS MR.

	21	 MAJOROS' CALCULATION OF THE EFFECTS OF THAT RECOMMENDATION

	22	 CORRECT?

23 A. No. Although the source of Mr. Majoros' calculation is the Company's response

	

24 	 to Information Request No. 3-4 in which we quantify the revenue requirements

	

25 	 for the refuse-derived (garbage) fuel resources that are included in the 2008 test

	

26 	 year, this calculation does not include the cost of either replacement energy or

	

27 	 capacity lost because this generation source would not be available to meet

18 	 Case No. PU-07-776
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1 	 customer demand for electricity. Even if the Commission accepted Mr. King's

	

2 	 recommendation, the revenue requirement should include the cost of

	

3 	 replacement energy and lost capacity.

4

5 B. Depreciation

6

7 Q. WHAT DOES MR. KING RECOMMEND WITH RESPECT TO DEPRECIATION

	

8 	 EXPENSES?

9 A. Mr. King recommends that the North Dakota depreciation expense be reduced

	

10 	 from $19,345,000 to $15,292,000 or by $4,053,000. 	 Mr. King's schedules,

	

11 	 however, calculate a new North Dakota accrual of $15,230,000 or a reduction of

	

12 	 $4,115,000.

13

14 Q. WHAT IS THE COMPANY'S POSITION WITH REGARDS TO HIS RECOMMENDATION?

15 A. The Company opposes Mr. King's recommendation for the reasons explained by

	

16 	 Mr. Jeffrey Robinson.

17

18 Q. IF THE COMMISSION ADOPTED MR. KING'S RECOMMENDATION, IS MR.

	19	 MAJOROS' CALCULATION OF THE EFFECTS OF THAT RECOMMENDATION

	20	 CORRECT?

21 A. No. Mr. Majoros' calculation does not consider the deferred income tax effect

	

22 	 of a reduction in book depreciation as well as the effect of accumulated deferred

	

23 	 income taxes associated with a reduction in the accumulated reserve for

	

24 	 depreciation.

25

26 Q. HAVE YOU MADE A CALCULATION THAT CORRECTS SOME OF THESE OMISSIONS?

19 	 Case No. PU-07-776
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1 A. Yes. Mr. Majoros adjusts the average accumulated reserve for depreciation by

	

2 	 $2,058,000 ($4,115,000 divided by 2), but does not recognize the resulting

	

3 	 increase in the average accumulated deferred income taxes of $807,000

	

4 	 ($1,614,000 divided by 2). The net result is an overall decrease in rate base of

	

5 	 $1,251,000 rather than the $2,058,000 suggested by Mr. Majoros. With respect to

	

6 	 the income statement, Mr. Majoros' adjustments show a decrease in depreciation

	7	 expense of $4,115,000 and an increase in Federal and State income tax of

	

8 	 $1,614,000, resulting in a decrease in total expense of $2,501,000. 	 My

	

9 	 calculation shows that rather than there being an increase in State and Federal

	

10 	 income tax expense, there is actually an increase in deferred income tax expense

11 	 of $1,614,000 resulting when depreciation expense is decreased by $4,115,000,

	

12 	 and a decrease in State and Federal income tax expense of $16,000 resulting from

	

13 	 the decrease in rate base. This change results in a Total Expense decrease of

	

14 	 $2,517,000, rather than the decrease of $2,501,000 suggested by Mr. Majoros.

15

16 C. Allen S. King Generating Plant

17

18 Q. WHAT DOES MR. KING RECOMMEND WITH RESPECT TO THE ALLEN S. KING

	

19 	 GENERATING FACILITY?

20 A. Mr. King recommends that the costs of the rehabilitation be deducted from the

	

21 	 Company's revenue requirement.

22

23 Q. WHAT IS THE COMPANY'S POSITION WITH REGARDS TO HIS RECOMMENDATION?

24 A. The Company opposes Mr. King's recommendation for the reasons explained by

	

25 	 Ms. Engelking.

26
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1 Q. IF THE COMMISSION ADOPTED MR. KING'S RECONLMENDATION, IS MR. KING'S

2 	 CALCULATION OF THE EFFECTS OF THAT RECOMMENDATION CORRECT?

3 A. No. There are a number of computational and numerical corrections needed in

4 	 Mr. King's calculation, including:

5 	 • Estimating the amount of plant investment the Company has included in its

6 	 2008 test year based on the Company's May 3, 2002 estimate for this project

7 	 escalated to 2008 using the Handy-Whitman Index ($674 million), rather than

8 	 using the amount directly included in the test year ($477 million);

9 	 • Estimating the amount of net plant investment for this single project included

10 	 in the test year based on a reserve ratio. It is inappropriate to apply a reserve

11 	 ratio for the entire plant to the new plant investment as suggested by Mr.

12 	 King, assuming that the entire plant will include accumulated depreciation not

13 	 related to the new investment. In addition, Mr. King's reserve ratio is

14 	 calculated from information related to the Allen S. King Plant included in the

15 	 Company's response to NDPSC IR 2-144 and shown on Exhibit 	 (CWK-

16 	 7) Schedule 2, page 1 of 1. Derivation of this ratio was based on two

17 	 numerical transpositions from this schedule, specifically, plant in service

18 	 (column c) and the reserve balance (column e) for the Allen S. King Plant;

19 	 • Not considering accumulated deferred income taxes in the calculation of rate

20 	 base or recognizing deferred tax expense and State and Federal income tax

21 	 expense as separate items on the income statement;

22 	 • Estimating the amount of depreciation expense included in the test year

23 	 based on the estimated plant investment described above; and

24 	 • Using the North Dakota jurisdictional demand allocator excluding the impact

25 	 of the Interchange Agreement billings to NSP-Wisconsin. Mr. King should

26 	 have used a composite demand allocator of 4.88 percent rather than the 5.34

27 	 percent he used in the calculation of his adjustment.
21 	 Case No. PU-07-776
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1 Q. HAVE YOU MADE A CALCULATION THAT CORRECTS FOR THE ISSUES RAISED

2 	 ABOVE?

3 A. Yes. My calculation, as shown on Exhibit 	 (AEH-2), Schedule 4, page 1 of 2,

4 	 shows that the revenue requirement included in the test year associated with the

5 	 rehabilitation of the Allen S. King Plant is $3,363,000.

6

7 D. High Bridge Generating Plant

8

9 Q. WHAT DOES MR. KING RECOMMEND WITH RESPECT TO THE HIGH BRIDGE

10 	 GENERATING FACILITY?

11 A. Mr. King recommends that, "Since the plant is apparently needed, its costs

12 	 should be allowed, but at the level suggested in the alternative plan set forth in

13 	 Exhibit 	 (CWK-2)." 1()

14

15 Q. WHAT IS THE COMPANY'S POSITION WITH REGARDS TO HIS RECOMMENDATION?

16 A. The Company opposes Mr. King's recommendations for the reasons explained

17 	 by Ms. Engelking.

18

19 Q. IF THE COMMISSION ADOPTED MR. KING'S RECOMMENDATION, IS MR. KING'S

20 	 CALCULATION OF THE EFFECTS OF THAT RECOMMENDATION CORRECT?

21 A. No. There are a number of issues with the approach Mr. King took in his

22 	 calculations, including:

23 	 • Estimating the capital cost included in the 2008 test year for the High Bridge

24 	 Plant by escalating the capital cost included in the MERP Proposal ($515

25 	 million--$394 multiplied by the escalator 1.3085 calculated using the Handy-

10 King Direct Testimony at 8.
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1 	 Whitman Index) rather than using the actual test year amount ($369.5

	

2 	 million) ;

	

3 	 • Making an error in copying the capital cost of the High Bridge Alternative

	

4 	 Plan ($71 million rather than the $77 million Mr. King includes in

	

5 	 Exhibit 	 (CWK-4));

	

6 	 • Failing to recognize that the amount of plant in service included in the test

	

7 	 year as the average of beginning of year and end of year, not the ending

	

8 	 balance;

	

9 	 • Not considering a reduction in plant in service by the average reserve for

	

10 	 depreciation balance as well as accumulated deferred income taxes;

	

11 	 • Using the North Dakota jurisdictional demand allocator unadjusted for

	

12 	 billings to NSP-Wisconsin through the Interchange Agreement (5.34 percent)

	

13 	 versus adjusting the demand allocator to consider the effect of Interchange

	

14 	 Agreement billings to NSP-Wisconsin (4.88 percent);

	

15 	 • Using a full year of depreciation expense rather than recognizing only 7 and

	

16 	 one half months of expense based on the May 2008 High Bridge in-service

	

17 	 date;

	

18 	 • Not recognizing deferred tax expense as well as State and Federal Income

	

19 	 Taxes in the determination of Total Operating Income; and

	

20 	 • Not recognizing the cost of replacement energy and capacity lost because the

	

21 	 Alternate Proposal did not included the increase in capacity and energy

	

22 	 included in the selected MERP proposal.

23

24 Q. HAVE YOU I\IADE A CALCULATION THAT CORRECTS SOME OF THE ISSUES STATED

	

25 	 ABOVE?

23 	 Case No. PU-07-776
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1 A. Yes. My calculation, as shown on Exhibit 	 (AEH-2), Schedule 4, page 2 of 2

2 	 shows that, using Mr. King's assumptions, the difference between the selected

	

3 	 High Bridge proposal and an estimate of the alternate proposal is $1,102,000.

4

5 E. Grand Meadow Wind Farm and Wind-Related Transmission

6

7 Q. WHAT DOES MR. KING RECOMMEND WITH RESPECT TO THE GRAND MEADOW

	

8 	 WIND FACILITY AND WIND-RELATED TRANSMISSION FACILITIES?

9 A. Mr. King states that he is "told that capacity factors and the resulting cost of

	

10 	 energy on a kWh basis in North Dakota is about 25 percent lower than those of

	

11 	 Minnesota wind farms." 11 Therefore, he recommends that 25 percent of the

	

12 	 revenue requirements for the Grand Meadow Wind Farm as well as wind-related

	

13 	 transmission investments included in the 2008 test year be disallowed.

14

15 Q. WHAT IS THE COMPANY'S POSITION WITH REGARDS TO HIS RECOMMENDATION?

16 A. The Company opposes Mr. King's recommendation for the reasons explained by

	

17 	 Ms. Engelking.

18

19 Q. IF THE COMMISSION ADOPTED MR. KING'S RECOMMENDATION, IS MR. KING'S

	

20 	 CALCULATION OF THE EFFECTS OF THAT RECOMMENDATION CORRECT?

21 A. No. Although the source of Mr. King's calculation is the Company's response to

	

22 	 Information Request No. 3-4 in which we quantify the revenue requirements for

	

23 	 the Grand Meadow Wind Farm and wind-related transmission investments

	

24 	 included in the 2008 test year, this calculation does not include the cost of

	

25 	 replacement energy lost because the Grand Meadow Wind Farm is adjusted to

	

26 	 generate 25 percent less energy to meet customer energy requirements.

11 King Direct Testimony at 13.
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1 F. Minnesota Mercury Emission Reduction Act Costs

2

3 Q. WHAT DOES MR. KING RECOMMEND WITH RESPECT TO THE MINNESOTA

4 	 MERCURY EMISSION REDUCTION ACT ("MMRA") COSTS?

5 A. Mr. King recommends that the costs of compliance with the MMRA be

6 	 deducted from the Company's revenue requirement.

7

8 Q. WHAT IS THE COMPANY'S POSITION WITH REGARDS TO HIS RECOMMENDATION?

9 A. The Company opposes Mr. King's recommendation for the reasons explained by

10 	 Ms. Engelking.

11

12 Q. IF THE COMMISSION ADOPTED MR. KING'S RECOMMENDATION, IS MR. KING'S

13 	 CALCULATION OF THE EFFECTS OF THAT RECOMMENDATION CORRECT?

14 A. Yes. The source of Mr. King's calculation is the Company's response to

15 	 Information Request No. 3-4 in which we quantify the revenue requirements for

16 	 compliance with the MMRA included in the 2008 test year

17

18 G. Effect on Return on Equity ("ROE")

19

20 Q. HAVE YOU ESTIMATED THE CUMULATIVE EFFECT OF THE RECOMMENDATIONS

21 	 OF MR. KING AND MR. MAJOROS ON THE COMPANY'S ROE IN NORTH

22 	 DAKOTA?

23 A. Yes, Exhibit 	 (AEH-2), Schedule 8, reflects the recalculation of the vast

24 	 majority of these changes. While time has not allowed me to make a precise

25 	 calculation of the cumulative effect of the recommendations made by Mr. King

26 	 and Mr. Majoros, my estimate is that these calculations will lead to a reduction of

27 	 approximately $13.3 million in the Company's proposed revenue requirement.

25 	 Case No. PU-07-776
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1 	 That reduction in revenue will reduce the Company's earnings by approximately

2 	 $8.1 million. The effect of an $8 1 million reduction in earnings is to reduce the

	

3 	 effective ROE from the 10.75 percent that has been stipulated by the Staff and

4 	 the Company to 4.33 percent, a level that is clearly detrimental to the continued

	

5 	 health of the Company's utility operations in North Dakota. Mr. Kent Larson

	

6 	 will further discuss this issue.

7

8 Q. HAVE YOU ESTIMATED THE ONGOING EFFECT OF THE RECOMMENDATIONS BY

	

9 	 MR. KING AND MR. MAJOROS REGARDING COMPANY INVESTMENTS?

10 A. Yes. In addition to an immediate impact in this case, the disallowances of major

	

11 	 investments recommended by Mr. King and Mr. Majoros related to the

	

12 	 Company's Allen S. King and High Bridge generating plants could be expected

	

13 	 to have ongoing impacts over the lives of the disallowed investments, unless

	

14 	 reversed by the Commission in a future case. Absent such a reversal, I have

	

15 	 estimated that the ongoing effect would be to reduce effective earnings from the

	

16 	 Company's North Dakota electric business by approximately $3 million each year

	

17 	 over the next 30 years, which is equivalent to an over 22 percent reduction in the

	

18 	 required return to shareholders. Such an ongoing reduction of earnings would

	

19 	 compound the detrimental effect on the financial health and viability of the

	

20 	 Company's North Dakota electric utility operations. Mr. Kent Larson will

	

21 	 further discuss this issue.

22

23 H. Cumulative Effect of Company's Adjustments

24

25 Q. WHAT IS THE CUMULATIVE EFFECT OF THE ADJUSTMENTS AGREED TO BY THE

	

26 	 COMPANY?

26 	 Case No. PU-07-776
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1 A. The cumulative effect of the adjustments agreed to are included on

2 	 Exhibit 	 (AEH-2), Schedule 6. Based on these adjustments the Company's

3 	 proposed revenue deficiency is $17,946,000. This is supported by a revised cost

4 	 of service provided in Exhibit 	 (AEH-2), Schedule 7. A bridge schedule

5 	 reflecting the various proposed Rebuttal adjustments has also been included as

6 	 Exhibit 	 (AEH-2), Schedule 5.

7

8 Q. DOES THIS CONCLUDE YOUR REBU'l 1AL TESTIMONY?

9 A. Yes it does.

10
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Anne E. Heuer

1 	 STATE OF NORTH DAKOTA
2 	 BEFORE THE
3 	 PUBLIC SERVICE COMMISSION
4
5
6 In the Matter of the Application of Northern 	 )

7 States Power Company, a Minnesota Corporation )
8 For Authority to Increase Rates for Electric Service ) 	 Case No. PU-07-776
9 in North Dakota 	 )

10
11
12
13
14
15
16
17 	 I, the undersigned, being duly sworn, depose and say that the foregoing is
18 the Rebuttal Testimony of the undersigned, and that such Rebuttal Testimony and
19 the exhibits or schedules sponsored by me to the best of my knowledge,
20 information and belief, are true, correct, accurate and complete, and I hereby adopt
21 said testimony as if given by me in formal hearing, under oath.
22
23
24
25
26
27
28
29
30 Subscrib and swor to before me, this  /3 day of  fce 11 .()  , 2008.
31
32
33
34 Notary P
35
36

NANCY A. HALEY
NOTARY PUBLIC. MINNESOTA

MY COMMISSION EXPIRES
JANUARY 31, 2010
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Case No. PU-07-776
Exhibit	 (AEH-2)

Schedule 1 Page 2 of 2

RDF AWARDS
North Dakota Project Descriptions

Cycle 1

Research/Development Projects:
University of North Dakota, Grand Forks, ND, Impacts of Biomass Cofiring on the
Operation of a Next-Generation Power System, $4 44,478.
University of North Dakota, Grand Forks, ND, Biomass Impacts of SCR Performance, $60,000.
University of North Dakota, Grand Forks, ND, Development and Testing of an Solid Oxide Fuel
Cell Gasification System, $1,250,142.

Cycle 2

Research/Development Projects:
University of Florida and American Crystal Sugar East Grand Forks, Minn., to research
the conversion of biomass into energy and compost through sequential batch anaerobic
composting, $999,995. This project was sponsored by the Prairie Island Indian Community.

Cycle 3

Energy Production Projects:
American Crystal Sugar Co., Moorhead, Minn., to design, develop and construct a 3-
megawatt electricity cogeneration plant utilizing methane, which currently is produced as a
result of sugar beet processing. The cogeneration facility will be integrated with the company's
current biogas collection system, $2 million.

Research/Development Projects:
Community Power Corp., Littleton, Colo., to adapt current proven modular biopower
technology to produce and demonstrate a biomass/natural gas hybrid (dual fuel) power
generation system. The system will integrate with on-site electrical and thermal loads to deliver
electricity and heat, $999,926.

University of North Dakota, Grand Forks, N.D., to demonstrate the performance of a
mobile integrated indirect wet biomass liquefaction system gasifier at one-fourth commercial
scale, $999,065.

University of North Dakota, Grand Forks, N.D., to test and develop a novel biotechnology
additive to convert biomass into biogas, $970,558.

University of North Dakota, Grand Forks, N.D., to develop an economical biomass power
system by combining previous bench scale work in thermally integrated gasification systems
with developmental work on a low-Btu gas turbine, $999,728.
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ND

2005 Actual

ND

2006 Actual

ND

2007 Actual

ND

2008 Budget

$ 	 24,536 $ 	 29,606 $29,343

$ 	 24,536 $ 	 29,606 $29,343 $37,036

$ 	 34,004 $ 	 25,178 $ 	 25,139

$ 	 34,646 $ 	 33,432 $31,808

$ 	 31,671 $ 	 4,812 $ 	 27,788
$ 	 100,320 $ 	 63,423 $ 	 84,734 $ 	 90,531

$ 	 3,334 $ 	 - $ 	 13,528

2,986 $ 	 1,000
$ 	 20,546 $ 	 21,188 $ 	 22,530
$ 	 1,167 $ 	 970 $ 	 1,002
$ 	 2,250 $ 	 4,333 $ 	 2,410

$ 	 6,739 $ 	 31,840 $ 	 3,003
$ 	 34,036 $ 	 61,317 $ 	 43,473 $ 	 38,119

$ 	 158,892 $ 	 154,346 $ 	 157,550 $ 	 165,686

$ 	 30,197 $ 	 52,930 $ 	 83,079 $ 	 6,409

$ 	 94,545 $ 	 103,638 $120,315 $86,048 I

ELECTRIC

Corporate Contributions
Community Grants
Previous Commitments

Total Corporate Contributions

Focus Area Grants
General Ledget Total

Arts & Culture
Community Deveopment
Education

Total Focus Area Grants

Matching Gifts Program
Environmental
Misc. Foundation
Volunteer Energy
United Way
Dollars for Doing
Not for Profit 501 c3
Higher Education

Total Matching Grants

Total Electric

Donations Non-Corp

150% Electric Inclusion

RATE \08BudYri \ND Electric Rate Case \Rebuttal\Exhibit AEH-2 Schedule 2 6-13.xls\05 06 & 07 Summary
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Northern States Power Company, a Minnesota Corporation
Electric Utility - State of North Dakota
RATE BASE SCHEDULES
RATE BASE ADJUSTMENT SCHEDULES
2008 Unadjusted Test Year versus 2008 Adjusted Test Year
($000's)

Case No. PU-07-776
Exhibit 	 (AEH-2)

Schedule 5, Page 1 of 2

Line
No. 	 Description

	

Initial 	 Income

	

Petition 	 Statement
Rebuttal
Position

Electric Plant as Booked
(1) (2) (3)

1 Production $356,704 $356,704
2 Transmission $87,557 $87,557
3 Distribution $124,202 $124,202
4 General $14,538 $14,538
5 Common $24,338 $24,338
6 TBT Investment $0 $0
7 TOTAL Utility Plant in Service $607,339 $607,339

Reserve for Depreciation
8 Production $234,339 $234,339
9 Transmission $29,941 $29,941

10 Distribution $48,239 $48,239
11 General $6,955 $6,955
12 Common $13,692 $13,692
13 TOTAL Reserve for Depreciation $333,166 $333,166

Net Utility Plant in Service
14 Production $122,365 $122,365
15 Transmission $57,616 $57,616
16 Distribution $75,964 $75,964
17 General $7,583 $7,583
18 Common $10,646 $10,646
19 TBT Investment $0 $0
20 Net Utility Plant in Service $274,173 $274,173

21 Utility Plant Held for Future Use $0 $0

22 Construction Work in Progress $4,802 $4,802

23 Less: Accumulated Deferred Income Taxes $40,717 $40,717

24 Cash Working Capital $1,136 $8 1,144

Other Rate Base Items:
25 Materials and Supplies $5,412 $5,412
26 Fuel Inventory $2,358 $2,358
27 Non-Plant Assets & Liabilities ($6,928) ($6,928)
28 Prepayments $1,127 $1,127
32 Customer Advances ($60) ($60)
33 Other Working Capital $797 $797

34 Total Other Rate Base Items $2,706 $0 $2,706

35 Total Average Rate Base $242,100 $8 $242,108
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Case No. PU-07-776
Exhibit 	 (AEH-2)

Schedule 6, Page 1 of 1

Northern States Power Company, a Minnesota Corporation
Electric Utility - State of North Dakota
Revenue Deficiency Summary
($000's)

Line 	 Description
Initial

Petition

Company
Proposed

Adjustments
Rebuttal
Position

1 	 Average Rate Base $242,100 $8 $242,108

2 Operating Income (Before AFUDC) $9,794 $605 $10,399

3 Allowance for Funds Used During Construction $0 $0 0

4 Total Available for Return (Line 2 + Line 3 + Rounding) $9,794 $605 $10,399

5 Overall Rate of Return (Line 4 / Line 1) 4.05% 0.25% 4.30%

6 Required Rate of Return 9.20% -0.40% 8.80%

7 Operating Income Requirement (Line 1 x Line 6) $22,273 ($968) $21,306

8 Income Deficiency (Line 7 - Line 6) $12,479 ($1,573) $10,906

9 Gross Revenue Conversion Factor 1.64555 0.00000 1.64555

10 Revenue Deficiency (Line 8 x Line 9) $20,535 ($2,589) $17,946

11 Retail Related Revenue Under Present Rates $147,179 $532 $147,711

13 Percentage Increase Needed in Overall Revenue (Line 10 / Line 11) 13.95% -1.80% 12.15%
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1/

Northern States Power Company, a Minnesota Corporation
Electric Utility - State of North Dakota
STAFF Adjustments to
Revenue Deficiency Summary
($000's)

Case No. PU-07-776
Exhibit 	 (AEH-2)

Schedule 8, Page 1 of 5

Line Description
Initial

Petition

Company
Rebuttal
Position

Corrected
Staff

Adjusted

1 Average Rate Base $ 	 242,100 $ 	 242,108 $ 	 243,917

2 Operating Income (Before AFUDC) $ 	 9,794 $ 	 10,399 $ 	 15,167

3 Allowance for Funds Used During Construction $ 	 - $ 	 - $ 	 -

4 Total Available for Return (Line 2 + Line 3 + Rounding) $ 	 9,794 $ 	 10,399 $ 	 15,167

5 Overall Rate of Retum (Line 4 / Line 1) 4.05% 4.30% 6.22%

6 Required Rate of Return 9.20% 8.80% 8.80%

7 Operating Income Requirement (Line 1 x Line 6) $ 	 22,273 $ 	 21,306 $ 	 21,465

8 Income Deficiency (Line 7 - Line 6) $ 	 12,479 $ 	 10,906 $ 	 6,298

9 Gross Revenue Conversion Factor 1.64555 1.64555 1.64555

10 Revenue Deficiency (Line 8 x Line 9) $ 	 20,535 $ 	 17,946 $ 	 10,363

11 King Revenue Req. Adjustments $ 	 (770)

12 Net Deficiency before AS King & High Bridge $ 	 9,593

13 AS King revenue Requirement Adjustment (see Exhibit _(AEH-2), Schedule 3 $ 	 (3,363)

14 High Bridge Revenue Requirement Adjustment (see Exhibit _(AEH-2), Schedule 3 $ 	 (1,548)

15 Estimated Staff Recommended Deficiency (as corrected) $ 	 4,683

16 Retail Related Revenue Under Present Rates $ 	 147,179 $ 	 147,711 $ 	 147,711

17 Percentage Increase Needed in Overall Revenue (Deficiency/Revenues) 13.95% 12.15% 3.17%

1/ Remove Mercury Emissions Cost (corrected) 	 $ 	 (438)
Remove Refuse Derived Energy 	 (173)
Remove 25% Grand Meadow 	 (79)
Remove 25% Transmission to Wind Farms 	 (80)

Total 	 $ 	 (770)
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A S King Plant Chemical Cost Adjustment

Case No. PU-07-776
Exhibit 	 (AEH-2)

Schedule 9, Page 1 of 2

Jurisdictional Amounts

AS King Plant Chemical Costs for 2008 Budget 5,273,600

Wisconsin Interchange Agreement Revenue Portion (820,662) (715,144) (47,451) (42,335) (15,732)

Reflect in Expense Wisconsin Company Expense
recovered through the Interchange Agreement 820,662 715,144 47,451 42,335 15,732

Jurisdictional Allocation of Non-Minnesota Expense 497,738 223,829 199,700 74,210

Total Test Year Amount to Reflect MN Deferral (25%) 1,318,400 715,144 271,279 242,035 89,942

Amount Reflected in Test Year Data 1,318,400 592,873 528,962 196,565

Adjustment to Expense 715,144 (321,594)1 (286,927) (106,623)
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Case No. PU-07-776
Exhibit 	 (AEH-2)

Schedule 9, Page 2 of 2

Xcel Energy
2008 Budget Allocations

Customers (Electric
MN

ND

SD

WHLSL

2008 Budget

88.0585%
6.2241%
5.7164%
0.0010%

100.0000%

Customers (Gas)
MN 90.6021%
ND 9.3979%

100.0000%

Electric El 0 (Energy)
MN 86.8696%
ND 5.8790%
SD 5.0980%
WHLSL 2.1534%

100.0000%

Electric D10 (Demand)
MN 87.1423%
ND 5.7820% 44.97%

SD 5.1587% 40.12%
WHLSL 1.9170% 14.91%

100.0000% 12.8577%

36 mth Demand Allocator

MN 84.4383%
WI 15.5617%

100.0000%

Gas D10 (Design Day)
MN 88.7867%
ND 11.2133%

100.0000%

Gas Dll (Load Dispatch)
MN 89.0260%
ND 10.9740%

100.0000%

Jkh
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