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Dear Dr. Haar:

Northern States Power Compaw, a Minnesota corporation ("Xcel Energy" or the
"Company"), submits to the Minnesota Public Utilities Commission (the
"Commission") a Petition for approval of our 2009 Nuclear Plant Decommissioning
Accrual and supporting materials. This filing is submitted in compliance with the
Commission’s Order in Docket No. E002/D-86-604 to review nuclear
decommissioning finandal parameters, funding methodology, and the cost estimate
every three years, and in accordance with Minnesota Rules 7825.0500 through
7825.0800. Consistent with previous petitions and orders, we are proposing a
January 1, 2009 effective date for the decommissioning accruals.

Copies of this submittal have been served on the Minnesota Office of the Attorney
General - Residential Utilities Division. A summary of the filing has been served on
all parties on the attached service list. Please contact Lisa H. Perkett, director, Capital
Asset Accounting, at 612-330-6950 if there are any questions regarding this filing.

Sincerely,

/s/

Teresa S. Madden
Vice President and Controller
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IN THE MATTER OF THE PETITION OF
NORTHERN STATES POWER COMPANY, A
MINNESOTA CORPORATION FOR
APPROVAL OF THE 2009 NUCLEAR
DECOMMISSIONING ACCRUAL

DOCKET NO. E002!M-08-

PETITION

INTRODUCTION

Pursuant to Minnesota Statute ~216B.11 and Minnesota Rules 7825.0500 and
7825.0800, Northern States Power Company ("Xcel Energy" or the "Company"), a
Minnesota corporation petitions the Minnesota Public Utilities Commission (the
"Commission" or "MPUC") for an order approving our proposed 2009 nuclear
decommissioning accrual.

The current accrual was approved by the Commission in the 2005 request for
approval of nuclear decommissioning accrual ~ocket No. E002/M-05-1648)
effective January 1, 2006. This filing is to request approval of our requested 2009
nuclear decommissioning accruals. We include an estimate of the decommissioning
costs for each of the Company’s three nuclear production units. The overall filing
requests a decrease to expense of $22.0 million for 2009. The fRing recommends a
decrease of $24.5 million in expense for all three units for the Minnesota jurisdiction,
which results mainly from the elimination of the accrual for the Monticello nuclear
production plant. The nuclear decommissioning decrease is proposed for 2009 to
coincide with the expected fRing of the Minnesota Electric Retail rate case. Also
included in this submittal is a revision to the end of life nuclear furl accrual, which
results in a recommended increase of $2.5 million.

In addition, the Company believes that the financial goals have been met for the
Monticello external escrow fund and that the Commission should direct the Company



to proceed with the process to provide the return of these funds to customers over a
two-year period. The Monticello external escroxv fund is no longer needed to satisfy
the financial burden of the future decommissioning expenses in that the current
external trust fund has sufficient funds to provide entirely for the units
decommissioning.

I. Summary. of Filing

A one-paragraph summary of the filing accompanies this petition pursuant to
Minnesota Rule 7829.1300, subpt. 1.

II. Service on Other Parties

Pursuant to Minn. Star. ~ 216B.17, subd.3, we have eFiled this Petition and supporting
materials to the Commission and the Office of Energy Security. Two copies have
also been provided to the Office of the Attorney General - Residential Uflities
Division. A brief summary of the filing and the Petition, without supporting
materials, have been provided to all persons on the Xcel Energy dectric and gas
service lists for depreciation filings.

IlL General Filing Information

Pursuant to Minnesota Rules 7825.3200, 7825.3500, and 7829.1300, subpt. 3. Xcel
Energy provides the following required information:

A. Name, Address, and Telephone Number of Utility

Northern States Poxver Company
414 Nicotlet Mall
Minneapolis, MN 55401
(612) 3304500

B. Name, Address, and Telephone Number of Utility Attorney

Christopher B. Clark
Managing Attorney
Xcd Energy Services Inc.
414 Nicollet Mall, 5m Floor
Minneapolis, MN 55401
(612) 215-4593



C. Date of Filing and Date Proposed Accrual Will Take Effect

This Petition is being flied October 13, 2008. Xcd Energy requests that upon
Commission approval the proposed accrual become effective beginning January 1,
2009.

D. Statute Controlling Schedule for Processing the Filing

Under Minnesota Rule 7829.0100, subp. 11, this request for approval of
decommissioning accrual is a "miscellaneous" filing because no determination of the
Xcel Energy general revenue requirements is necessary. There is no specific statute
that prescribes the amount of time the Commission has to rule on this petition.

E. Utility Employee Responsible for the Filing

Lisa H. Perkett
Director, Capital Asset Accounting
Xcd Energy Services Inc.
414 Nicollet Mall, 4t~ Floor
Minneapolis, MN 55401
(612) 330-6950

IV. Overview of Decommissioning Accrual

A. Background

In order to develop the requested accrual for this Peddon, the Company uses an
engineering cost estimate and a variety of other assumptions to ensure that the
extema~ decommissioning fund will have a balance sufficient to cover
decommissioning costs in the future. This filing includes support materials and other
schedules for the Commission’s consideration of our revised accrual.

Our petition presents a number of issues for the Commission to consider. Similar to
previous decommissioning filings, the revision of aW assumption takes on particular
importance in this filing. Small changes in assumptions have significant impacts on
current and future accruals due to the relatively short period of time assumed to
recover the decommissioning costs. The depreciable life is based on the end of the
current license for Prairie Island Unit I (2013), Unit 2 (2014), and Monticello (2030).
The possibility for life extension of the Prairie Island nuclear units adds a further
challenge to determining proper accrual.
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The overall structure of the decommissioning accrual schedule is designed to ensure
intergenerational equity among ratepayers to the extent possible, such that the
ratepayers who benefit from nudear power pay the costs associated with that power
at the time it is generated. As decision points are reached that could extend the
operating life of the Prairie Island units, it becomes more difficult to ensure that this
intergenerational equity is maintained when using a traditional, external
decommissioning fund approach.

Per the Commission’s July 20, 2006 Order in Docket E002/M-05-1648, the external
fund is made up of two components. The first component is the qualified trust fund,
which has been provided in previous decommissioning filings. The qualified trust is a
standard decomanissioning fund, which cannot be refunded to customers until all
decommissioning activities are completed. The second component is this escrow
fund, whereby funds from this account can be refunded to ratepayers at any time as
ordered by the Commission. This is important due to the possibility of overfunding
that may exist under spedfic conditions with future market expectations.

Via the July 20, 2006 Order, the Commission approved the use of an external escrow
fund for the remaining decommissioning funding to better balance the need to ensure
that adequate resources will be available to pay the costs to decommission the units
when those costs become due, with the goal of continuing to ensure that one
generation of ratepayers does not pay a disproportionate share of the
decommissioning expense.

In this filing, the Company examines the impact of assumptions in four primary areas:

tf,~gineering Cost Estimate: The ~ent fuel slorage assumplions have a significant
influence on the decommissioning cost eslimate and the l~tatperiod over which the enlire
decommissioning process may occur. The manner in which ~pent nuclear fuel is managed aVd
the assumplions used to develop cost eslimates of decommissioning programs have a significant
impact, which in lurn can have a corre~onding impact on lhe resulxing accrual.

EscaIatio*~ rate: Depending on what ~ent fuel management assumplions are made; the
length the decommissioningpe*iod can change from roughly 20 to over 40years. Over long
pe,iods of ~ime small changes in assumed escalalion rates can have a significant impact on
accrual eslimates.

Forecast Eamkqgs rate: Again with a longpe~iod of decommissioning and a short
recove~ pe*iod, the ability of the fund lo sustain the required paymenls after inflation while
assuring the approp*iate investment slructure is cdlical in obtaining the best benefit in the
accrual. Small fluctuations in lhis long-term rate estimate also can have a significant
influence on the current accrual.
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Recover2~ Period: Currenl~ decommissioning recove{ype*iods end in 2013 and 2014
for Prairie Island’s two units and 2030for Monticello. The short end-of-license lifeperiods
for the Prairie Island units have the effect of amplifiing the affect on the accrual of changes in
decommissioning cost eslimates, escalation rate, and earnings rate. Withproposed re-licensing
of Prairie Island, any change in license life has an significant ej~ect on the accrual. This filing
addresses thepolenlial for license extension in a manner that will fairly balance the inlerest of
cun’ent and future ratepwers as license extension reviews progress in lhe near future.

Because the process gives surety that costs will be reasonably recovered during the
asset’s depreciable life and because rdatively small changes in assumptions can have a
large impact on the estimate of the overall decommissioning cost, there can be
tremendous variabJ~ty in the estimated accrual. Based on the 2006 Commission
Order in Docket No. E002/M-05-1648, the 2009 decommissioning expense would be
$32,016,646 for Minnesota retail customers. Instead, we propose changes that will
result in a 2009 decommissioning expense of $7,504,099.

The results of the 2008 decommissioning cost study and the concurrent Company
analysis of the accrual levds are presented in the following sections. Section B
presents the analysis of those primary factors leading to considerable influence in
accrual outcomes.’ Section C describes the status of the fund balances to date and the
influence this has on the overall accrual. Section D presents the recommended
decommissioning accrual for 2009 as all these influences are brought together.

B. Present Value at Decommissioning

The four main factors that contribute significant variability to the amount needed for
decommissioning at the expiration of operating licenses are:

¯ Changes lo the engineering cost eslimates.

¯ Changes in assumplions about escalation ofcosls over lime.

¯ The revisions to the expected earnings rate for the external fund.

¯ Expiration &tes of the operating licenses.

It is assumed that the present value at decommissioning is the necessary fund balance
when customer contributions cease that will accrete forward at the earnings rate and
contain enough funds to pay the decommissioning costs at the inflated value. With
the 2007 approval of license extension for Monticello until 2030, the recovery period
for tbAs unit is now based on a 60-year operating life. The Prairie Island plant has
begun the license renewal process with submittal of the application to the Nuclear
Regulatory Commission ("NRC"), but the decision on approvals are still a year or so



away. The use of the 40-year operating life is having an accderating effect on the
decommissioning accrual for Prairie Island. All of these assumptions are discussed in
further detail below.

1. Cost Estimate

One issue that influences the pattern of decommissiot~ng expenditures is the
procedures in place for the handling of spent fuel; mainly the period spent fuel
remains in the pool and is stored on site. As with all decommissioning cost estimates,
the dismantlement and removal of contaminated structures cannot be completed until
all spent fuel has been removed from the reactors and storage pools and placed in dry
storage containers in a storage facility. Final release of the site from all licenses comes
when all the fuel is removed from the on-site storage facility and the storage facility
has been removed.

As is the case with the Company’s previous nuclear decommissioning filings it is
assumed that an off-site storage or disposal facility would be available at the time as
currently defined by the federal government and spent fuel would be moved from the
plant site as soon as it was adequately cooled. In such a scenario, known as Prompt
Removal and Dismantlement or DECON1, it is assumed in the current cost estimate
that all spent fuel used would be removed from the storage pools after approximately
12 years at Montice]lo and 15 years at Prairie Island to meet cool down requirements.
Despite uncertainty in the ultimate destination for spent fuel, the assumption under
the DECON method is that the fuel will be stored in an on-site independent spent
fuel storage installation untl such time the federal government accepts the fuel for
shipment to its facilities.

The determination of the nominal costs for total decommissioning of each unit relies
upon the prompt removal of the plant facilities shortly after shut down and the
estimated spent nuclear fuel acceptance schedule for transferring the spent fuel over
to the federal government. Company representatives extrapolate these fuel-shipping
schedules from basic information provided by the federal government. One key
assumption is that spent fuel will be removed from the Prairie Island site first and
then the spent fuel from the Monticello site will follow.

Schedule A shows the TLG Services, Inc. ("TLG’) schedule of annual expenditures
for the cost estimate analysis along with the required NRC Minimum Calculation
applicable to Xcel Energy’s facilities. A comparison between the cost estimates from

1 DECON is defined by the NRC as "A method of decommissioning in which the equipment, strucmres, and

portions of a facility and site containing radioactive contaminants are removed and safety buried in a !ow-level
radioactive waste landfill or decontaminated to a level that permits the property to be released for unrestricted use
shortly after cessation of operations."
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the previous filing to this one also is shown in Schedule A. For further reference,
included along with the study in support volumes are the more detailed summary
reports on the current cost estimate analysis for Monticello and Prairie Island
respectively, as performed by TLG.

2. Escalation Rate

The escalation rate can cause the most dynamic changes in calculating accrual
amounts. A 25 basis point swing in the escalation rate would change the yearly
accrual significantly. Therefore, care was taken to assure that the forecast was
representative of what experts in the economic field believe are indicative of
decommissioning work. The current escalation estimates are based on a 30-year
forecast. Beyond this horizon, the escalation estimates were assumed to be level and
equal to the average rate of change for the first 30 years. The only part of the
escalation rate that was not provided by an outside market analysis is the low-level
radioactive waste management component. Significant quantities of radioactive waste
materials are generated during decontamination phase of the decommissioning
process. Since it is also difficult to know what the future low level xvaste disposal
costs will be, this component continues to be based upon one current burial site costs.

Using the component breakdown of the engineering cost estimate, the Company
assigned known inflationary factors to each component. Schedule B contains a review
of this breakdown, along with the detail calculations of the factors, and an explanation
of the method used to determine the long-range escalation factor.

The Company is recommending a 2.89% escalation rate that includes a 6.0% disposal
escalation rate. This compares to the 3.61% in the last study. The decrease in the
long-range forecast is due to an update in the same indices used in the last filing.

3. Forecast Earnings Rate

The Financial Policy area at Xcel Energy, in conjunction with Watson Wyatt, an
investment-consulting firm, provided the forecast analysis for the external earnings
rate. A more comprehensive narrative of this analysis and accompanying graphs are
included in Schedule C. This rate over the last few filings has been relatively stable,
with a rate of 5.40% being used in the last study.

However, there is inherent risk in any assumption that forecasts out over 35 plus
years. The longer it takes to complete the decommissioning, the more time the fund
has to compound earnings on the amounts contributed. This generally decreases the
need for customer contributions. It also subjects the fund accumulation to more risk
if the estimated earnings are not realized as expected.
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The recommendation of an expected net after-tax return of 6.30% is representative of
the analysis detailed in Schedule C. The increase in the after-tax return is the result of
two main components. The Company realized a significant tax benefit with the
majority of the investment in the qualified trust fund that uses a 20% federal tax rate
instead of 35% for a non-qualified fund, thus raising the after-tax return. The second
major component is a significant improvement in fixed income investments
performance over what was experienced and expected ha the past.

As has been seen recently in the world fmandal markets, the yields that are made on
investments are constantly changing. It should be understood though that the
markets xvould continue, in the long run, to deliver positive returns on our
decommissioning fund investments. Downturns in the market, as ~vell as prolonged
upswings, are taken into account in the estimation of a levelized earnings rate. Even
during a long downturn in the market, the Company is still in a strong position to
have all future decommissioning costs covered.

Currently, under projected market conditions and without inclusion of the escrow
fund balances, the Company could be over-funded by approximately $5.9 billion.
This is assuming a full license renewal for Prairie Island, and the refund of the
approximately $84 million in the escrow funds, for the Minnesota jurisdiction. Due to
the current uncertainty in the market, the Company recommends refunding the
escrow fund the Monticello escrow fund and retaining the Prairie Island escrow fund
until life extension derision on approvals have been achieved. This recommendation
is discussed further in the "Current Fund Balances" section brow. In general, the
overfunding that exists in the trust fund provides an additional buffer to the market
conditions. However, it would take approximately an additional $254 million in losses
instantaneously and not recoverable when markets rebound to exhaust the currently
projected over-funding. Even with the significant fluctuations in the market, the
Company’s external funds are still in a solid position in relation to what will be needed
to cover nuclear decormnissioning costs in the future.

4. Recovery Period

A key assumption for deconmxissioning accrual is the recovery period over which the
customers will fund life of the operating licenses. A License Renewal Application was
submitted to the NRC in 2005 to renew the Monticello Nuclear Generating Plant’s
operating license for an additional 20 years. The NRC approved Monticello’s
application in November 2006. The Commission order approving additional dry
spent fuel storage to support the twenty additional years of operation went into effect
on June 1, 2007. This renewed license now expires in 2030 giving Monticello a 60-



year operating life and a remaining recovery period for decommissioning of 22.8
years.

Similar to Monticello, the CompaW submitted a License Renewal Application for
both Prairie Island units to the NRC and has made a Certificate of Need filing for an
expansion of the independent spent fuel storage facility with the Commission. See
Docket No. E002/CN-08-510. The decommissioning accrual period for Prairie
Island is currently tied to end of the original operating licenses - 2013 for Unit I and
2014 for Unit 2. The Company has taken several important steps to obtain the
necessary decision on approvals for a 20-year license extension.

Application For Renewed Operating License - NRC On April 15, 2008
the Nuclear Management Company (’~’gMC"), on the Company’s behalf, filed an
application with the NRC seeking a 20:~ear extension to the operating licenses for the
Prairie Island Generating Plant. A derision from the NRC is expecled on this request by
the end of 2010.

Certilicate of Need- MPUC On May 16, 2008 the Company filed our
application with the Commission for additional ~ent fuel storage necessary to operate the
plant through 2030. The Office of Energy Securi(y is preparing an EnvironmenlaI I1~act
Stalement," hearings are anticipated midyear 2009 with a Commission decision expected by

year-end.

The Company believes that it is appropriate to recognize a transition of the
decolranissioning recovery period for the Prairie Island plant from the shorter current
license period to a longer license period while we are s011 in the process of gaining the
necessary approvals to extend the operating life of the plant. The 2007 Resource
Plan, Docket No. E002/RP-07-1572, identified the need for the continued use of
Prairie Island. The aforementioned NRC and State Certificate of Need applications
demonstrate the Company is committed to the continued operation of Prairie Island.
The end of the current license periods, 2013 and 2014, is fast approaching and a
three-year addition to the accrual period provides an appropriate balance between the
need for adequate funding and the potential that the present course will result in
decommissioning being over-funded.

There are factors unique to the recovery of deco,ranissioning that allow the time
horizon for recovery of these costs to be set differently from the remaining
depreciable life of the plants without prejudging the outcome of the pending
proceedings. Spedfically, the depreciation recovery of the physical asset will change
as the level of investment changes and the operating period lengthens in the event of
life extension. Because this plant investment wJ~ change in concert with all other
investments and changes in life, there is not a risk of "over-funding" of the plant asset
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whereby the depreciation reserve surpasses the investment. The depreciation method
ensures this by spreading the net unrecovered investment over the remaining
operating period and assures no stranding of the asset.

Decommissioning, however, will take place long after the date of termination of plant
operations. While the goal is to have recovery completed by the time of termination
of plant operations, m~certaintT regarding the decommissioning date creates risks that
ratepayers will actually recover too much or too little within an appropriate time
horizon that correlates to the end of licenses. There is a distinct possibility that the
Prairie Island operating units will be in operation much past thdr current 2013 and
2014 end dates. This creates the potential for significant over recovery in the external
fund and contributes to this intergenerational inequity if the decommissioning
recovery period stops at the current end dates. The use of an escrow fund for current
accruals allows the return of some of the funds provided, but it does not mitigate the
entire over funded possibility with a 20-year license extension.

At this time, the CompaW believes that an extension of the accrual period beyond the
operating life of the plant for the purpose of additional decommissioning funding will
provide a chance to better match recovery, over tin~e, of costs to produce and
benefits received. There is, in our opinion, far greater inequity to current ratepayers in
over-funding than in under-recovering and having a slight intergenerational equity
issue to address, if plant shutdown were to occur at the original license termination.

We specifically note that we recognize that the Company must sti~ obtain all
regulatory decision on approvals (including no action during a legislative stay) and is
not in any way seeking a predetermination on the merits of these other proceedings.
Rather, we believe a 3-year stretch out of the recover)" period for Prairie Island is a
reasonable balance between the interest of current and future ratepayers whether or
not license extension occurs.

Currently the decommissioning recovery period is 4.8 years for Prairie Island Unit 1
and 5.8 for Prairie Island Unit 2. The addition of 3 years to this recovery period
would result in a deco~mnissioning accrual over 7.8 years for Unit 1 and 8.8 years for
Unit 2. This issue does not need to be addressed for the Monticello plant due to their
recent license extension and already established increase in their decommissioning
recovery period.

C. Current Fund Balances

The Company has established individual accounts for each operating unit to hold the
decommissioning funds required. Previously, the Company had both an NRC
external qualified trust fund and an external non-qualified trust fund based on tax
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qualifications. Since the previous filing, the use of the non-qualified funds has ended,
and all assets that were in that fund have been moved to the NRC external qualified
trust fund. To go along with the external qualified trust funds, the Company in 2006
established an external escrow fund for each operating unit m allow for more
flexibility in the handling of funds in the event of overfunding and contributions since
that time have been placed in the escrow fund. The escrow fund does not qualify for
current year tax deductions and thus is a form of a non-qualified fund.

Trust Fund

In 2006, federal law changes allowed the balance in the Company’s non-qualified fund
to be transferred to the external qualified trust fund and provided an amortization of
the resulting tax benefit. This amortization was allowed over the remaining original
license life of each unit that was completed by June 2008.

These changes resulmd in a unified external fund, one to which all contributions
qualify for beneficial tax treatment. Under NRC rules, any funds placed in this
decommissioning external trust fund must remain until all expenses associated with
the decommissioning process have occurred and been paid. Any excess cannot be
returned to ratepayers until the end of the process some 35 years out under the
current scenario (with a potential that this will be longer rather than shorter). This
could result in overfunding when fund performance is better than expected, when the
period of decommissioning costs is changed, or a combination of both. Even in a
situation of overfunding there is no outlet from the external qualified m~st fund to
return unneeded funds to ratepayers.

Currently, as of June 30, the external qualified trust fund balance for all three
operating units was a total of $867,066,550 for the Minnesota jurisdiction. The
Monticello unit had a fund balance of $329,045,743. Prairie Island Unit I had a fund
balance of $261,652,148. Prairie Island Unit 2 had a fund balance of $276,368,659. A
detailed presentation of each unit’s balances is presented in Schedule D.

2. Escrow Fund

As mentioned in the previous section, any excess dollars in the external mist fund
cannot be returned to ratepayers for several decades until all decommissioning
activities are completed. To combat this, the Company established an alternative
funding measure that is designed to ameliorate the adverse consequences of potential
over-funding the external trust fund. This process was started in 2006 when the
Company’s escrow fund was established to help alleviate some of the possibility of
over-funding. This is due to the fact that the fund allows for the earlier return of
dollars to ratepayers in the event the licenses are extended for operating units and



certain finandal goals are met such that it appears certain that the collected funds are
no longer needed for decommissioning. This alternative still provides the
Cotrmaission with the same level of assurance that there will be adequate funds to
decommission the plants, while at the same time reducing the intergenerational
inequities resulting from over-funding the external decommissioning funds.

We believe that the financial goals have been met for the Monticello external escrow
fund and that the Commission should direct the Company to proceed with the
process to provide the return of these funds. These financial goals are in the form of a
review that the current external trust fund has sufficient funds to provide entirely for
the units decommissioning. Bearing that the external trust fund for Monticello given
current estimates and conditions is $3.9 billion over-funded at the end of the
decommissioning period, we believe that the Monticello external escrow is no longer
needed to satisfy the financial burden of future decommissioning expenses.

Therefore, the first step in iNtiadng a return of Monticello’s escrow fund balance is
the Co,rn-nission directing the Company to do so. An excerpt from the Company’s
Accessible Escrow Fund Request, Docket No. E002/M-05-1648 is shown below:

The ag~ceement is designed to set aside nuclear decommissioning funds
in accounts that are accessible prior to or during the decommissioning
process. If it is necessary to supplement dedicated decommissioning
funds, transfers can be made. If it becomes apparent that funds in the
accessible escrow accounts are over and above those necessary to meet
decommissioning obligations, funds can be returned to ratepayers. In
either case, the ag, eement has been drafted so that transfers can be made
only with an enabling order from the CoImnission.

If directed to process a refund, the CompaW would file a refund plan with the
Cormrfission. Our proposed method of refund would be to spread the refund over a
two-year period beginning in 2009. This would provide for an annual refund of
approximately half the fund plus interest, which as noted below is currently estimated
at $9 million each year. In the course of this proceeding, we will work with the OES
and other parties on both the time and manner of the refund to be presented for
Commission review and approval. We do not propose any refund of the escrow fund
for Prairie Island at this time as the conditions in the escrow to demonstrate that the
finandal goals have been met, would not arise until such time that both the
Commission and the NRC were to make decisions regarding relicensing of the plant.

Currently, as of June 30, the external escrow fund balance for all three operating units
was a total of $83,999,656 for the Minnesota jurisdiction. The Monticello unit had a
fund balance of $18,251,547. Prairie Island 1 had a fund balance of $28,870,960.
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Prairie Island 2 had a fund balance of $36,877,149. A detailed presentation of each
unit’s balance is presented in Schedule E.

3. Theoretical Fund Balance

In the 1999 filing, the Commission approved the use of a theoretical fund balance that
accounts for some of the unrealized activity held in both of the external funds,
currently. The Commission supported this conclusion based on the fact that the
external funds have been active for over ten years and the performance in the 1990’s
had exceeded expectations. The Company still believes it is appropriate to compute
the theoretical amount recovered by properly assigxfing an equitable amount of the
unrealized market growth to the historical period. This computation enables a better
representation of the annuity that is necessary to reach the fully funded goal without
over or understating the amount. The external fund analysis shoxvs the trust fund has
$23,578,779 in unrealized losses and the escrow fund had $421,932 in unrea~zed
losses as of June 30, 2008. However, the theoretical balance uses a level historical
earnings rate to approximate hoxv much of past unrealized activity should be factored
into the hypothetical balance and not the actual unrealized gains or losses at the time
of this filing.

The balances were derived at the Minnesota jurisdictional level and a comparison to
the actual depreciation reserve amounts forecasted forward to December 31, 2008 is
shown in Schedule F. This schedule also includes the detail calculations for the
theoretical balance, along with a brief description of the method employed to arrive at
the theoretical balance.

D. Decommissioning Accrual Recommendation

The calculation of the decommissioning accrual beg-has with the yearly expenditures,
in nominal dollars, provided from the TLG cost estimate. This amount is
jurisdictionalized for Minnesota retail customers using 73.0394% estimated to result
from the next Minnesota rate case.2 The actual percentage used for jurisdictional
representation in 2009 should be refined to coincide with the percent resulting from
the 2008 rate case. This jurisdictional nominal cost is used, as described above, to
calculate the present value of the fund at the start of decommissioning.

Due to the creation of the escrow fund, and the flexibility of this account in
combating the problems of over-funding, the Company has been funding only the
escrow fund and allowing the external qualified trust fund to accrue earnings on its
current balance. Thus, only one accrual must be determined for each operating unit.

Minnesota Electric Retail Rate Case, expected to be filed November 3, 2008.
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After determining the present value amount of decommissioning costs, the theoretical
fund balance is subtracted leaving the remaining amount to be recovered. An accrual
is derived using the decommissioning accrual periods for each operating unit as
currently approved with modifications recommended above along with the proposed
escalation and earnings rates as presented earlier in this document.

Tables have been provided in Schedule G for the details surrounding the proposed
accrual calculation. These tables demonstrate that the amount accrued and with the
levellzed earnings rate will result in the proper funds to pay for the inflated future
costs of the TLG cost estimate. The end goal of this calculation is to have each unit’s
fund go to zero in the last year of decommissioning activity. The accrual calculations
xvere performed using the theoretical beginning balance (a combination of both the
trust fund and the escrow fund). This is the case for both Prairie Island operating
units as neither unit is fi.tlly funded even with a three-year addition to the recovery
period. As shown h~ the analysis though, the fund balance for Monticello does not go
to zero as this plant is in an over-funded position with license renewal. The
Monticello analysis was reviewed by performing the accrual calculations with a
modified theoretical balance that eliminated the escrow fund. This was done to
determine if the over-funding was exclusive of the escroxv fund balance. The analysis
shows that approximately $3.0 billion will be left in the fund if current and future
conditions continue as forecast. The overfunded amount does not include the escrow
fund and thus the Monticello escrow fund could be refunded.

As shown in our analysis, the Company proposes a decrease in the overall
contributions necessary to meet the future needs to decommission all three units.
The Company proposes that the annual accrual be set at $7~504,099 for the Minnesota
jurisdiction beginning January 1, 2009. This represents an accrual for the Prairie
Island units only as the Monticello accrual is recommended to be zero.

V. End-of-Life Nuclear Fuel

The CompaW recommends an increase to the annual accrual for end-of-life ("EOL")
nuclear fuel for this triennial filing. The annual accrual for 2009, based on the
currently approved 2005 study, would be $907,316. The annual accrual for 2009 is
requested to be $3,459,955. This is an increase of $2,552,639. All of the numbers for
the end-of-life nuclear fuel accrual have been shown for only the Minnesota
jurisdiction. This is a change from previous presentations, xvhen the numbers were
shown for all jurisdictions in total. This recommended increase stems mainly from
the sharp increase in the cost of nuclear fuel since the last nuclear decommissioning
study was completed. The 2009 accrual worksheet detailing the calculation is included
in Schedule H. The internal rate of return should be revised for 2009 accrual to
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coincide with the new authorized rate of return from the 2008 Minnesota Electric
Rate Case.

VI. Premature Risk Investigation

In MPUC Order, Docket No. E002/D-79-956, the Commission requested that an
annual report be submitted to investigate the risks of premature decommissioning and
to periodically report the findings to the Commission. The CompaW agzees that this
investigation should continue to occur, but requests that it occur every three years
instead of annually. Our request is based on our investigation, which included the
following aspects of the risks of premature decommissioning:

¯ The availabili~7 ofcommerdalinsurance.

¯ The availabili~ of electric indus#y co-insurance.

¯ Anyprograms, which ,nay beproposed, mandated., or adminislered by the NRC or any other
United States Government agengv.

Spedflc detailed information pertaining lo any steps Xcel Energy has taken to minimize any
possible loss, which may occur as a result of premature decommissioning.

¯ Xcel Energ~’s abili3 to withstand possible economic andfinandal trauma, which may be
assodated with premature decommissioning.

Schedule I contah~s the annual response to that request. It addresses accident and non-
accident rdated premature decolrn’nissioning of nuclear generating facilities. Presently,
insurance is maavailable for non-accident related premature decormnissioning such as
those caused by regulatory directives. Therefore, the insurance analysis deals with
accidents.

Xcd Energy property insurance coverage of $2.25 billion would largely offset the
potential impact of an acddent-rdated decommissioning. Although acddent-related
decommissioning expenses are significant, the length of time involved in a dean-up
process, insurance payments, tax deductibility of expenses, and related rate relief
would affect the yearly expense. Although accident related premature
decommissioning would affect both the Company and its customers, it is anticipated
that, with acceptable regulatory decisions, the finandal integrity of the Company
xvould be maintained.

It has become apparent over the years that the area of premature risk as it rdates to
the Company’s nuclear operating plants is a highly static area of concern. The
specifics of the risks and mitigating steps taken by the Company has changed litde
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since the requirements to study such possibilities were put in place by the
Commission. In the interest of keeping the annual nuclear decommissioning update
filing as relevant and condse as possible, the Company requests that the requirement
of an annual update on the premature risk of nuclear operations be amended to be
required in years when full nuclear decommissioning are to be completed and only
when material changes to the risks or mitigating coverage for these risks take place.
An investigation of premature risk would continue to be provided in the Company’s
triennial nuclear decommissioning filings.

VII. Asset Retirement Obligation

The implementation of the Statement of Financial Accounting Standards No. 143
("SFAS 143"), Accounlingfor Asset Retirement Obligalions ("ARO") in January of 2003
brought some changes to the accrual accounting for decommissioning. FASB
Interpretation No. 47 ("FIN 47"), Accounlingfor CondilionalAsset Relirement Obligations
was released in March 2005. This Interpretation of the conditionality of an ARO has
resulted in some additional accounting analysis for maW of the fixed assets at Xcel
Energy. Nuclear decommissioning was never assm~ed to be conditional in nature,
thus the ARO accounting for nuclear decommissioning established in 2003 is
unaffected by this Interpretation. Nonetheless, a summary of the ARO accounting
for nuclear decommissioning is included in Schedule J for reference.

VIII. Effect of the Change in Rates

This instant Petition will not impact rates, the price of Xcel Energy gas and electric
service, or the terms and conditions of serdce. Rather, the changes will reflect the
way Xcel Energy recognizes the amortization expenses for the relevant assets in the
current year.

IX. Miscellaneous Information

Pursuant to Minnesota Rules 7829.0700, subpt. 2, Xcel Energy requests that the
following persons be placed on the Commission’s official service list for this matter:

Christopher B. Clark
Managing Attorney
Xcel Energy
414 Nicollet Mall, 5’~1 Floor
Minneapolis, MN 55401

SaGonna Thompson
Records Specialist
Xcd Energy
414 Nicollet Mall, 7th Floor
Minneapolis, MN 55401
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X. Proprietary. Information

This filing, including all schedules and studies, does not contain any proprietary
information.

XI. Supporting Documents

The following supporting schedules have been included for filing requirement
purposes and for additional support to the recommended changes:

Supporting Schedules

A
B

c
D

E

F

G

H

I

J

Cost Estimate & NRC Minimum Calculation

Escalation Analysis
External Fund Analysis

Qualified Trust Fund Balances

Escrow Fund Balances

Theoretical Fund Balance

Decommissioning Accrual Recommendation

End of Life Accrual

Premature Risk Investigation

Asset Retirement Obligation

The following supporting studies have been included for filing requirement purposes
and for additional support to the recommended changes:

Supporting Studies

A Decommissioning Cost Analysis for the Monticello
Nuclear Generating Plant

B Decommissioning Cost Analysis for the Prairie Island
Nuclear Generating Plant
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CONCLUSION

In this filing, Xcel Energy proposes that the decommissioning recovery period
associated with Monticello remain the same, concurrent with the current operating
license. This takes into account an increase in the recovery period for Monticello,
which has previously been approved. We recommend that the current recovery
period used for Prairie Island Unit 1 and Prairie Island Unit 2 be 3 years longer than
the current license because license extension applications are underway.

Xcel Energy recommends that the annual 2009 decommissioning accrual be set at
$7,504,099 for Minnesota retail customers. The 2009 accrual as previously authorized
would have been $32,016,646. This is a decrease of $24,512,547, resulting mainly from
the Monticello fund no longer requiring funding. The nuclear decommissioning
decrease is proposed for 2009 to coincide with the expected filing of the Minnesota
Electric Retail rate case. The Company also requests that the end-of-life nuclear fuel
accrual amount be increased to $3,459,955. The 2009 accrual as previously authorized
would have been $907,316. This is an increase of $2,552,639, resulting from an
increase in the costs for nuclear fuel. The overall expense is recommended to decrease
by $21,959,908 for 2009.

We believe that the fmandal goals have been met for the Monticello external escrow
fund and that the Commission should direct the Company to proceed with the
process to provide the return of these funds over a two-year period. The Monticello
external escrow fund is no longer needed to satisfy the financial burden of the future
decommissioning expenses in that the current external trust fund has sufficient funds
to provide entirely for the units decommissioning. Once directed, the Company will
work with all parties to determine the time and manner of the refund to be presented
for Commission review and approval.

This submittal also satisfies the Commission requirement to present an investigation
of the aspects of the risks of premature decommissioning. The Company is
requesting in this regard an amendment requiring an update on the premature risk of
nuclear operations only in years when a full nuclear decommissioning study is
completed or when material changes to the risks or mitigating coverage for these risks
take place.
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State of Minnesota
Before the

Minnesota Public Utilities Commission

David Boyd
j. Dennis O’Brien
Thomas Pugh
Phyllis Reha
Betsey Wergin

Chair
Commissioner
Commissioner
Commissioner
Commissioner

IN THE MATI?ER OF THE PETrrIoN OF
NORTHERN STATES POWER COMPANY, A
MINNESOTA CORPORATION FOR
APPROVAL OF THE 2009 NUCLEAR
DECOMMISSIONING ACCRUAL

DOCIZET NO. E002/M-08-

SUMMARY

SUMMARY OF FILING

Please take notice that on October 13, 2008, Northern States Power Company ("Xcel
Energy" or the "Company"), a Minnesota corporation filed with the Minnesota Public
Utilities Commission (the "Commission") its petition for approval of the 2009 Nuclear
DecommissioningAcc*x~al. The Company requests in this petition that the 2009 nuclear
decommissio,~ing accrual be set at $7,504,099. This is a decrease of $24,512,547 over
the previously approved 2009 accrual. The Company also requests that the 2009
accrual for end-of-life nuclear fuel be set at $3,459,955. This is an increase of
$2,552,639 over the previously approved accrual level. The Company requests
January 1, 2009 as the effective date for the proposed accrual amounts. The
Company believes that the financial goals have been met for the Monticello external
escrow fund and that the Commission should direct the Company to proceed with the
process to provide the return of these funds. Once directed, the Company will work
with all parties to determine the time and manner of the refund to be presented for
Commission review and approval. A discussion of the premature decommissioning
risks was also included in the petition as required. The CompaW has requested that
Commission requirements be amended to allow this discussion to be omitted from
annual nuclear decormnissioning update, yet still remain as a required investigation in
the triennial filing.
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Cost Estimate & NRC Minimum Calculation

Docket No. E002/M-08-~
Sched~e A
Page 1 of 3

TLG Cost Estimate

The cost estimate developed and presented in this decommissioning filing is
based on numerous fundamental assumptions, including regolatory
requirements, project contingencies, low-level radioactive waste disposal
practices, high-level radioactive waste management options, and site restoration
requirements. Additionally there are three major planning differences between
the 2005 and 2008 cost estimates:

Fuel PooI Wait Period." It was assumed that the last reloads of ~pent fuel at l~e
plant will remain in wet storage for twelve to fifteen years to meet cask design

~eciflcations as compared to flve and one-halfyears in the 2005 study.

¯ 20 Year Extension of Operating License: Monticello received approval for
a 20year renewed operating license on November 8, 2006 and Prairie Island
submitted a 20year Ia’cense RenewalApplication to the NRC on April 15, 2008.

Spent Fuel Shipping Schedule: Although counter to current M_N statute, a
modification of the ~ent fuel accepmnce pattern was included that would allow Xcel
Energy to best manage lbe @ent fuel storage shipment to lhe Department of Energy
(’Z)OE ") by allowing lrades amongst the various units. More @ecifically, Prairie
Island fuel was shipped first and then Monlicello’s was sent.

These planning differences lengthen the overall decormnissio~ng time period.
An extended time period has multiple impacts including a significant increase in
labor costs and extends the period of cost escalation, which creates a higher
risk over time. The Company has escalated the 2005 cost estimate in the tables
below and compared it to the 2008 cost estimate containing the
aforementioned changes relating to the spent fuel cooling period and fuel
schedules. The first of two tables shown inflates the prior cost estimate using
the last approved escalation rate.



Cost Estimate & NRC Minimum Calculation

Docket No. E002/M-08-__
Schedule A
Page 2 of 3

Comparison of Current Cost Estimate to Previous Filing
(Escalation Rate 3.61%)

2005 Study In 2008 2008 Cost
Inflated Costs Estimate Difference

Monticello

Prab:ie Island Unit 1

Prairie Island Unit 2

737,568,545 861,001,000 123,432,455

520,169,080 719,795,000 199,625,920

615,024,553 793,894,000 178,869,447

1,872,762,178 2,374,690,000 501,927,822

Since the new forecast escalation rate is loxver than the previously approved
rate, a comparison using the new rate has been provided. The second table
below shows this calculation and comparison.

Comparison of Current Cost Estimate to Previous Filing
(Escalation Rate 2.89%)

2005 Study In 2008 2008 Cost
Inflated Costs Estimate Difference

Montice!lo

Prairie Island Unit 1

Prairie Island Unit 2

722,298,757 861,001,000 138,702,243

509,400,085 719,795,000 210,394,915

602,291,778 793,894,000 191,602,222

1,833,990,620 2,374,690,000 540,699,380

Prairie Island’s decommissioning cost increases are primarily due to extended
cool-down periods for spent fuel removed from tl~e reactor and a Department
of Energy ("DOE") acceptance timeline that extends the storage of spent fuel
for approximately 25 years as compared to the 2005 study. Whereas,
Monticello decommissioning cost increases not only include an extended cool-
down period and extended DOE acceptance timeline, but also include a 60-
year operating license and a spent fuel storage management strategy where
Monticello spent fuel is transferred to the DOE repository last.
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Schedule A
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Cost Estimate Supporting Schedules

A. 1 Monticello Schedule of Annual Expenditures

A.2 Prairie Island Schedule of Annual Expenditures

NRC Minimum Calculation

The NRC minimum required funding amounts, based upon the new formula
from NUREG-1307, Revision 12, and the most recent statistics for comparison
to the new cost estimates have been calculated. The remaining part of the
section contains the support schedules for the information reported below:

NRC Minimum Calculation Supporting Schedules

A.3 NRC Minimum Historical Escalation

A.4 NRC Minimum Calculation



Docket No. E002/M-08-
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Page I of 2
Monticello Nuclear Generating Plant Document X01-1586.003, Rev. 0
Deco~nmissioning Cost Analysis Section 3, Page 20 of 27

TABLE 3.1
MONTICELLO NUCLEAR GENERATING PLANT, UNIT 1

SCHEDULE OF TOTAL ANNUAL EXPENDITURES
(thousands, 2008 dollars)

Year
Equipment &

Labor Materials Energy Burial Other Total

2030 18,546 5,393 957 16 5,069 29,980
2031 59,392 14,578 4,019 663 16,835 95,486
2032 59,229 18,590 3,525 35,145 11,526 128,015
2033 53,598 13,467 2,460 16,027 5,917 91,470
2034 51,649 10,800 2,297 6,364 4,460 75,570
2035 31,615 6,251 1,126 3,127 3,632 45,751
2036 12,369 1,879 0 12 2,842 17,102
2037 12,335 1,873 0 12 2,834 17,055
2038 12,335 1,873 0 12 2,834 17,055
2039 12,335 1,873 0 12 2,834 17,055
2040 12,369 1,879 0 12 2,842 17,102
2041 12,335 1,873 0 12 2,834 17,055
2042 12,396 1,889 3 28 2,838 17,155
2043 31,253 5,924 1,072 4,512 6,736 49,498
2044 19,740 2,848 461 20 8,199 31,268
2045 18,357 4,585 306 0 1,996 25,245
2046 7,924 1,288 71 0 2,041 11,323
2047 4,756 287 0 0 2,054 7,097
2048 4,769 288 0 0 2,060 7,117
2049 4,756 287 0 0 2,054 7,097
2050 4,756 287 0 0 2,054 7,097
2051 4,756 287 0 0 2,054 7,097
2052 4,769 288 0 0 2,060 7,117
2053 4,756 287 0 0 2,054 7,097
2054 4,756 287 0 0 2,054 7,097
2055 4,756 287 0 0 2,054 7,097

2056 4,769 288 0 0 2,060 7,117
2057 4,756 287 0 0 2,054 7,097

TLG Services, Inc.



Monticello Nuclear Generating Plant
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Page 2 of 2
Document X01.1586-003, Rev. 0

Section 3, Page 21 of 27

TABLE 3.1 (continued)
MONTICELLO NUCLEAR GENERATING PLANT, UNIT 1

SCHEDULE OF TOTAL ANNUAL EXPENDITURES
(thousands, 2008 dollars)

Year

Equipment &
Labor Materials Energy Burial Other Total

2058
2059
2060
2061
2062
2063
2064
2065
2066
2067

4,756 287 0 0 2,054
4,756 287 0 0 2,054
4,769 288 0 0 2,060
4,756 287 0 0 2,054
4,756 287 0 0 2,054
4,756 287 0 0 2,054
4,769 288 0 0 2,060
4,756 287 0 0 2,054
4,753 611 0 1 10,108
2,157 2,979 0 81 2,181

7,097
7,097
7,117
7,097
7,097
7,097
7,117
7,097

15,472
7,398

535,122 105,910 16,298 66,055 137,616 861,001

Note: Columns may not add due to rounding

TLG Services, Inc.
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Decommissioning Cost Analysis Section 3, Page 21 of 36

TABLE 3.1
PRAIRIE ISLAND NUCLEAR GENERATING PLANT, UNIT 1

SCHEDULE OF TOTAL ANNUAL EXPENDITURES
(thousands, 2008 dollars)

Equipment &
Year Labor Materials Energy Burial Other Total

2013 18,730 3,838 1,168 21 4,071 27,827
2014 54,479 13,925 4,108 3,012 11,618 87,143
2015 57,610 29,919 3,123 22,490 7,706 120,848
2016 42,606 18,193 2,433 12,694 4,973 80,899
2017 33,917 10,326 2,205 5,624 3,731 55,802
2018 15,258 5,605 1,009 1,472 2,584 25,928
2019 8,692 3,944 588 11 2,181 15,416
2020 8,716 3,955 590 11 2,187 15,459
2021 8,692 3,944 588 11 2,181 15,416
2022 8,692 3,944 588 11 2,181 15,416
2023 8,692 3,944 588 11 2,181 15,416
2024 8,716 3,955 590 11 2,187 15,459
2025 8,692 3,944 588 11 2,1.81 15,416
2026 8,692 3,944 588 11 2,181 15,416
2027 8,692 3,944 588 11 2,181 15,416
2028 8,716 3,955 590 11 2,187 15,459
2029 10,302 3,968 692 607 2,377 17,947
2030 13,819 2,577 893 1,775 5,234 24,299
2031 9,409 3,420 374 10 2,566 15,779
2032 9,393 4,359 295 0 778 14,825
2033 6,451 2,577 208 0 776 10,011
2034 2,363 96 88 0 775 3,322
2035 2,363 96 88 0 775 3,322
2036 2,369 96 88 0 777 3,331
2037 2,363 96 88 0 775 3,322
2038 2,363 96 88 0 775 3,322
2039 2,363 96 88 0 775 3,322
2040 2,369 96 88 0 777 3,331

Note: Columns may not add due to rounding

TLG Services, Inc.
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TABLE 3.1
(continued)

PRAIRIE ISLAND NUCLEAR GENERATING PLANT, UNIT 1
SCHEDULE OF TOTAL ANNUAL EXPENDITURES

(thousands, 2008 dollars)

Year
Equipment &

Labor Materials Energy Burial Other Total

2041 2,363 96 88 0 775 3,322
2042 2,363 96 88 0 775 3,322
2043 2,363 96 88 0 775 3,322
2044 2,369 96 88 0 777 3,331
2045 2,363 96 88 0 775 3,322
2046 2,363 96 88 0 775 3,322
2047 2,363 96 88 0 775 3,322
2048 2,369 96 88 0 777 3,331
2049 2,363 96 88 0 775 3,322
2050 2,363 96 88 0 775 3,322
2051 2,363 96 88 0 775 3,322
2052 2,369 96 88 0 777 3,331
2053 2,356 313 89 34 11,078 13,869
2054 527 1,070 146 4,054 1,375 7,173

406,770 141,387 24,306 51,900 95,432 719,795

Note: Columns may not add due to rounding

TLG Services, Inc.
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TABLE 3.2
PRAIRIE ISLAND NUCLEAR GENERATING PLANT, UNIT 2

SCHEDULE OF TOTAL ANNUAL EXPENDITURES
(thousands, 2008 dollars)

Year
Equipment &

Labor Materials Energy Burial Other Total

2014 7,510 1,689 516 8 1,751 11,474
2015 44,360 11,510 3,456 1,370 9,742 70,437
2016 56,365 28,466 3,816 19,135 7,414 115,195
2017 56,382 23,703 2,548 17,218 5,536 105,387
2018 53,429 11,639 2,205 6,749 3,746 77,769
2019 34,256 8,540 1,509 3,851 3,067 51,222
2020 8,877 4,445 590 11 2,173 16,096
2021 8,853 4,433 588 11 2,168 16,052
2022 8,853 4,433 588 11 2,168 16,052
2023 8,853 4,433 588 11 2,168 16,052
2024 8,877 4,445 590 11 2,173 16,096
2025 8,853 4,433 588 11 2,168 16,052
2026 8,853 4,433 588 11 2,168 16,052
2027 8,853 4,433 588 11 2,168 16,052
2028 8,877 4,445 590 11 2,173 16,096
2029 13,330 4,526 691 747 2,325 21,619
2030 28,047 3,233 896 2,223 7,473 41,872
2031 19,269 4,650 374 11 3,906 28,210
2032 18,641 5,901 295 0 779 25,617
2033 11,832 3,474 208 0 776 16,291
2034 2,363 96 88 0 775 3,322
2035 2,363 96 88 0 775 3,322
2036 2,369 96 88 0 777 3,331
2037 2,363 96 88 0 775 3,322
2038 2,363 96 88 0 775 3,322
2039 2,363 96 88 0 775 3,322
2040 2,369 96 88 0 777 3,331

Note: Columns may not add due to rounding

TLG Services, Inc.
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TABLE 3.2
(continued)

PRAIRIE ISLAND NUCLEAR GENERATING PLANT, UNIT 2
SCHEDULE OF TOTAL ANNUAL EXPENDITURES

(thousands, 2008 dollars)

Year
Equipment &

Labor Materials Energy Burial Other Total

2041 2,363 96 88 0 775 3,322
2042 2,363 96 88 0 775 3,322
2043 2,363 96 88 0 775 3,322
2044 2,369 96 88 0 777 3,331
2045 2,363 96 88 0 775 3,322
2046 2,363 96 88 0 775 3,322
2047 2,363 96 88 0 775 3,322
2048 2,369 96 88 0 777 3,331
2049 2,363 96 88 0 775 3,322
2050 2,363 96 88 0 775 3,322
2051 2,363 96 88 0 775 3,322
2052 2,369 96 88 0 777 3,33t
2053 2,356 313 89 34 11,078 13,869
2054 527 1,070 146 4,054 1,375 7,173

470,976 150,471 23,721 55,497 93,229 793,894

Note: Columns may not add due to rounding

TLG Services, Inc.
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Base Conversion Value (2005 1Q - 08 (Dec Base Labor Current Labor
1986 base) ’05 Base) Adjustment Factor Adiustment Factor

(1) (2) (3)          (4) (5)

Labor (L)                                   48.1          100.00        106.0              2.08                 2.20
Dept of Labor, Bureau of Labor Statistics, Monthly Labor Review, Apt 2008, Employment Cost Index, private industry-, by ~egion, *Midwest

Industrial Power (P) 114.2 186.0 1.629

Light Furl Oil (F) 82.0 352.7 4.301
Department of Labor, Bureau of Labor Statistics, P~oducer PI:ice Index D~ta for Apt 2008; Industrial Power from Co~ma~odity code 0543, 500 lc~v
demand, Midwest Region; Ligbt Fuel Oils from Commodity code 0573

Burial (B)
PWR - Blended
P~ - Direct
BWR - Blended
B~’R. - Direct

NUREG 1307, Report on Waste Burial, Revision 12 (Table 2,l in Febmaiy 2007)

8.683
23.030
10.206
20.813

Energy (PWR)

Energy (BWR)

= .58(P) + .42(F)

Industrial ~ght
Power

1.629

Fuel
Oil

4.301

Energy
Component

2.751

= .54(P) + .46(F) 1.629 4.301 2.858

Labor Energy Burial

(E) (B)
PWR - Blended 2.204 2.751 8.683
PWR - Direct 2.204 2.751 23.030

BX,VR - Blended 2.204 2.858 10.206
BWR- Direct 2.204 2.858 20.813

NRCEscdafion
Facto£

(6)
3.7003
6.8567

4.0493
6.3828

(I) = Base values from NRC Proposed Guidelines
(2) = Conversion factor to convert from 1986 base to 2005 base.
(3) = The most recent published value:
(4) = (3) / (1), Labor only
(5) = (4) * (3) for Labor, Industrial Powez, and Light Furl Oil
(6) = (.65 xL) + (.13 x E) + (.22 x B)
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Monticdlo (BWR)

Prairie Island (PWR), per mait

Equa~on

= $104million + (0.009 *MWt)

= $75miilion + (0.0088 *MW0

1986Mi,zgrnum
MWt CNcula~on

1775 119,975,000

1650 89,520,000

Monticello (BWR)

Prairie Island (PWR), per unit

1986Mir~mlrn
CMculafion EscMaOonRate Cdculafion(Biended)

119,975,000 4.0493

89,520,000 3.7003

2008Minimum

485,814,961

331,254,851

Monticdlo (BWR)

Prairie Island (PWR), per unit

1986Minimum 2008Minimum
CMculadon EscdafionRateCMcNafion(Dkec0

119,975,000 6.3828 765,781#22

89,520,000 6.8567 613,810,407



Escalation Analysis

Docket No. E002/M-08-
Schedule B
Page 1 of 5

In order to facilitate the computation of the annual nuclear decommissioning
external sinking fund accrual, a review of an appropriate escalation rate must be
completed. This rate is used to inflate the 2008 decommissioning cost estimate
out to the time that expenditures are predicted to occur. Since the
decommissioning costs were revised to 2008 dollars, the escalation rate should
consider only the projected inflation from 2008 out to the year 2054 for the
Prairie Island units and 2067 for the Monticello unit, the estimated years of the
final decommissioning expenditures contained in the cost estimate. This
review utilizes long-range inflation projections published by Global Insight
("Global"), for September 2008.

Economic Forecast

The Global 30-year economic oudook data provided as a part of this study
document utilizes the Trendlong forecast of economic activity. Listed below is
the description of this forecast.

Tre,~dIong- The trend projeclion is the baseline scenario. It assumes that
the economy suffers no major mishaps between now and 2038. It grows
smoothly, in the sense that actual ou~ut follows potenlial ou~ut relalively
closely. This projeclion is best described as depicling the mean of allpossible
paths that the economy could follow in the absence of major disruptions. Such
disruplfons include large oil price shocks, untoward swings in macroeconomic
poIif7, or excessively rapid increases in demand.

The trend projection is considered .by Global as the "best unbiased" reflection
of the future performance of the economy. For this matter the trend
projection is viewed as providing a good estimate of a levelized rate.

The 2008 decommissioning cost estimates for Monticello and Prairie Island
generating plants (see Schedules A.1 and A.2) depict an overall expenditure
period from 2013 to 2054 for the Prairie Island plant and from 2030 to 2067
for the Monticello plant. The expenditure pattern requires the estimation of an
escalation rate to 2067, xvhich is slightly beyond the Global 30-year economic
outlook. Since no estimates were available for the period 2039-2067 the
average annual percent change from the Global 30-year economic outlook was
calculated and used for that period.
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Inflation Factors

Inflation is the decrease in the purchasing power of money or the increase in
the prices of goods and services. A general rate of inflation has little to no
direct relationship in escalating a decommissioning cost estimate and is
generally lower than more specific methods of estimation. Decommissioning is
a unique combination of functions with many operations that are not
performed often in industry, and it may be more consistent to use a
decommissioning specific inflation factor.

Xcd Energy has refined the analysis surrounding the calculation of an
appropriate escalation rate and believes its methodology provides the best
estimate of an appropriate escalation rate. TLG provides a detailed
decommissioning cost estimate that is largely site specific for the Monticello
and Prairie Island plants. These site-specific decommissioning cost
components need only be linked with an appropriate inflation indicator.

In the analysis presented below, Xcd Energy has more closely matched the cost
components and the percentage split between the various components to the
cost summary pages contained in the two decommissioning cost estimates
provided by TLG. The analysis represents a review of the possible inflation
that may exist from 2008 until the time decommissioning is complete.

The TLG cost estimates are divided into five components or categories; labor,
materials and equipment, energy, burial, and other. This same breakdown was
employed to develop the Xcel Energy composite escalation rate. The Company
surm,narized the cost estimates of all three nuclear units by category, prorated
the division of the cost estimate as listed below, and then selected specific
inflation factors for each.

TLG Cost Estimate Breakdown

Labor 59%

Materials and Equipment 17%

Energy 3%

Burial 7%

Other 14%
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For the Labor and Other components, the Employment Cost Index -- TotaIP*ivate
Compensalion ("ECI") was selected. The ECI is a broad index compiled by the
Bureau of Labor Statistics. The use of a broad index avoids some of the
volatility over time to which many of the smaller indexes may be subject.
Smaller samples sizes and specifics in estimates can somethnes be problematic.
The Company regularly uses the ECI as an inflation indicator of labor costs.
Decormnissioning is labor intensive and a good portion of that labor will be
provided under union contracts. The ECI could be characterized as fast
groxving, growing faster than both the consumer Price Index and the Gross
Domestic Product Price Deflator. This is expected given that wage inflation
has outpaced other inflation.

The Employment Cost Index is the most commonly used inflator for private
compensation. The Total Compensation in Non Farm Business measure is less
stable because it includes non-wage stock option and other variable
compensation more indicative of the financial services industry. The ECI
better reflects wage pressures in most industries. For several years Xcel Energy
has used the ECI for internal planning of wage and benefit increases.

Xcel Energy uses the Chained P,ice Index -- IndusMalEquipment to escalate the
Materials and Equipment component of the calculation. The use of this index
will represent the wide variety of equipment and materials necessary for the
decotmnissioning process. Included in this index are purchased machinery,
rental equipment, and packaging equipment. Although some equipment ~vill be
rented, such as the clearing and grading work equipment, many pieces of
equipment used during the decontamination and removal phase will have to be
buried after use.

The Producer PAce Index-- Fuels, Related Products and Power was sdected for the
Energy component of the calculation. Yearly changes tend to smooth out the
more severe monthly fluctuations associated with this index and give a better
idea of the underlying rate of inflation.

Historically, the bm-ial costs for low-level radioactive waste have increased at a
rate largely higher than that of general inflation. This is based, in part, upon a
Federal law that permitted the closure of three existing low-level radioactive
waste disposal sites in the U.S. by the end of 1992. Currently, the Energy
Solutions facility in Clive, Utah remains open to loxv-level (Class A) radioactive
waste generated in Minnesota.
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NUREG-1307, Revision 12, contains the most recent information available on
the direct burying option for the disposal of low-level waste,t A calculation of
the levelized escalation rate for NUREG-1307 yields a 5.5% levelized rate for
the current period (2007). In the most recent five years the levelized rates have
ranged between 5% and 7%. Through recycling efforts, the Company is able to
reduce the anaount of waste that will be buried. The disposal volume decrease
combined with the burial rate increase will result in a modest increase, perhaps
even flat, escalation rate. Therefore, a 6% long term estimated annual
escalation rate for burial costs was used in our calculations.

The weighted composite derived from these five components was levelized and
the resulting rate equates to 2.89% for the Trendlong forecast. The following is
a g~caphical representation of the weighted composite and levelized rates2.

Composite Escalation Rate

5.00

4.00

3.00

2.00

Year

...... Levelized -- Trendlong

NUREG-1307 (Revision 12), Report on Waste Burial Charges (February 2007).
The worksheets detailing the calculation of the composite are included in Schedule B. 1.
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Recommended Escalation Rate

Xcel Energy related the calculation of the escalation rate to the detailed cost
categories provided by the site specific deconTanissioning cost analysis
perfon-ned by TLG.

Xcel Energy is recommending a 2.89% escalation rate that includes a 6.0%
burial escalation rate. This compares to the approved escalation rate of 3.61%
from the 2005 study. Inflation and long-term interest rates have fallen in recent
years.

Financial theory holds that bond rates and equity rates consist of a risk free rate
with a risk premium. The risk free rate includes an inflation component. The
risk free rate rises and falls with long-term inflation rates. The escalation rate is
likely the most volat~e aspect of estimating the decommissioning cost recovery.
However, a triennial review with revised economic forecasts will continually
provide the opportmfity to adjust for the long-term effects of inflation on an
ongoing basis. The following supporting schedules and calculations have been
included:

Escalation Analysis Supporting Schedules

B.1 Composite Escalation Rate

B.2 Rate of Change Forecast
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Equipment
Labor & Materials Energy

59.00% 17.00% 3.00%
(1) (2) (3)

2007 3,03 4.41 34.58
2008 2.99 3.41 5.92
2009 2.77 1.34 (1.76)
2010 2.97 1.27 0,56
2011 3.33 1.54 2,33
2012 3.30 1.44 1.62
2013 3.34 1.23 0.31
2014 3.31 1.04 (1.10)
2015 3.32 !.09 (0.87)
2016 3.33 1.15 (!.87)
2017 3.40 1.08 (2.37)
2018 3.38 0.98 (0.93)
2019 3,38 0.78 (0.74)
2020 3,15 0.62 0.05
2021 3.13 0.52 0.97
2022 3.08 0.45 2.01
2023 3.06 0.41 1.80
2024 3.03 0.36 1.04
2025 3.08 0.33 1.03
2026 3.11 0.32 1.06
2027 3.08 0.30 1.27
2028 3.06 0.25 0.93
2029 3.05 0.22 1.11
2030 3.04 0.23 i .46
2031 2.97 0.19 1.04
2032 2.95 0.15 1.!4
2033 3.00 0.15 1.08
2034 3.03 0.I3 1.05
2035 3.06 0.11 0.84
2036 3.06 0.10 0.91
2037 3.03 0.09 0.99
2038 3.12 0.83 1.79
2039 3.12 0.83 1.79
2040 3.12 0.83 1.79
204I 3.12 0.83 1.79
2042 3.12 0.83 1.79
2043 3.12 0.83 1.79
2044 3.12 0.83 1.79

Other Weighted Compound Levelized Compound
14.00% Composite    Balance       Rate Balance

(4) (5) (6) (7) (8) (9)

6.00 3.03 4.42 4.42 2.89 2.89
6.00 2.99 3.36 7.93 2.89 5.87
6.00 2.77 2.62 10.75 2.89 8.94
6.00 2.97 2.82 !3.88 2.89 12.09
6.00 3.33 3.18 17.50 2.89 15.33
6.00 3.30 3.12 21.!7 2.89 18.67
6.00 3.34 3.07 24.90 2.89 22.10
6,00 3.3I 2.98 28.62 2.89 25.64
6.00 3,32 3.00 32.48 2.89 29.27
6.00 3.33 2.99 36.44 2.89 33.0i

6.00 3.40 3.01 40.55 2.89 36.86
6.00 3.38 3.03 44.81 2.89 40.82
6.00 3.38 2.99 49.14 2.89 44.90
6.00 3.15 2.83 53,36 2.89 49.09
6.00 3.13 2,82 57.69 2.89 53.41
6.00 3.08 2.81 62.12 2.89 57.85
6.00 3.06 2.78 66.62 2.89 62.41
6.00 3.03 2.73 71.17 2.89 67.11
6.00 3.08 2.75 75.88 2.89 71.95
6,00 3.11 2.78 80.76 2.89 76.93
6.00 3.08 2.76 85.75 2.89 82.05
6.00 3.06 2.72 90.80 2,89 87.31
6.00 3.05 2.71 95.98 2.89 92.74
6.00 3.04 2.72 101.31 2.89 98.31
6.00 2.97 2.66 106.65 2.89 104.05
6.00 2.95 2.63 112.09 2,89 109.96
6.00 3.00 2.66 117.74 2.89 116.03
6.00 3.03 2.68 123.58 2.89 122.28
6,00 3.06 2.70 129.62 2.89 128.72
6.00 3.06 2.70 135.82 2.89 135,34
6.00 3.03 2.68 142.14 2.89 142.15
6.00 3.12 2.89 149.15 2,89 149.15
6.00 3.12 2.89 156.36 2.89 156.36
6.00 3.12 2.89 !63.79 2,89 163.78
6.00 3.12 2.89 171.42 2.89 171.42
6.00 3.12 2.89 179.28 2.89 179.27
6.00 3.12 2.89 187.36 2.89 187.35
6.00 3.12 2.89 195.68 2.89 195.67

Burial
7.00%
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Equipment
Labor & Materials Energy Burial Other Weighted Compound Levellzed Compound

59.00% 17,00% 3,00% 7.00% 14.00% Composite Balance Rate Balance
(1) (2) (3) (4) (5) (6) (7) (8) (9)

2045 3.i2 0.83 1.79 6.00 3.12 2.89 204.23 2.89 204.23

2046 3.12 0.83 1.79 6.00 3.12 2.89 213.04 2.89 213.03

2047 3.12 0.83 1.79 6.00 3.i2 2.89 222.10 2.89 222.09

2048 3.12 0.83 1.79 6.00 3.12 2.89 231.42 2.89 231.41

2049 3,!2 0.83 1.79 6.00 3.12 2.89 241,02 2.89 241.00

2050 3.12 0.83 1,79 6.00 3.12 2.89 250.89 2.89 250.87

2051 3.12 0.83 1.79 6.00 3.12 2.89 261.04 2.89 26!.02

2052 3.12 0.83 1.79 6.00 3.12 2.89 271.49 2.89 271.47

2053 3.12 0.83 1,79 6.00 3.12 2.89 282.25 2.89 282.22

2054 3.12 0.83 1.79 6.00 3.12 2.89 293.31 2.89 293.28

2055 3.12 0.83 1.79 6.00 3,12 2.89 304.69 2.89 304.66

2056 3.12 0.83 1.79 6.00 3.12 2.89 316.41 2.89 316.37

2057 3.12 0.83 1.79 6,00 3.12 2.89 328.46 2.89 328A2

2058 3,12 0,83 1.79 6.00 3.12 2.89 340.86 2.89 340.82

2059 3.12 0.83 !.79 6.00 3.12 2.89 353.62 2.89 353.58

2060 3.12 0.83 1.79 6.00 3.12 2.89 366.75 2.89 366.70

2061 3.12 0.83 1.79 6.00 3.12 2.89 380.26 2.89 380.21

2062 3.12 0.83 1.79 6.00 3.I2 2.89 394.16 2.89 394.10
2063 3.12 0.83 1.79 6.00 3.12 2.89 408.46 2.89 408.40
2064 3.12 0.83 1.79 6.00 3.12 2.89 423.18 2.89 423.12

2065 3.12 0.83 1.79 6.00 3.12 2.89 438.32 2.89 438.26

2066 3.12 0.83 1.79 6.00 3.12 2.89 453.91 2.89 453.83

2067 3.12 0.83 1.79 6,00 3.i2 2.89 469.94 2.89 469.86
190.51 50.54 109.07 366.00 190.51 176.56

All input data from Global Insight. September 2008, TREND30YR0908 except low level burial waste.
(1) Employment Cost Index -- Total Private Compensation.
(2) Chained Price Index -~ Industrial Equipment.
(3) Producer Price Index ~ Fuels. Related Products and Power.
(4) 2~.ssumed 6% escalation.
(5) Employment Cost Index -- Total Private Compensation.
(6) Weighted Composite Rate = ((1) x 59%) + ((2) x17%) + ((3) x 3%) + ((4) x 7%) +((5) x 14%).
(7) Compound Balance = Beginning Period Balance x (1.0 + ((6) in %)) + (6).
(8) Levelized Rate will yield the same compound balance as the individual rates yield for the final year, 2067.
(9) Compound Balance = Beginning Period Balance x (1.0 + ((7) in %)) + (7).
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Producer Price Index--
Fuels, Related Products &

Chained Price Index--
Industrial Equipment

Indexes     Change% Indexes     Change%

2007 1.0523 1.7745 1!5.9680
2008 1.0841 3.0291 2.3881 34.5762 121.0847 4.4122
2009 1.1165 2.9877 2.5295 5.9211 125.2156 3.4116
2010 !.1475 2.7744 2.4849 -1.7610 126.8992 1.3446
2011 1.18!6 2.9723 2.4988 0.5600 128.5101 1.2694
2012 1.2209 3.3270 2.5570 2.3266 130.4872 1.5385
2013 1.2613 3.3042 2.5984 1.6180 132.3623 !.4370
2014 1.3033 3.3357 2.6065 0.3137 133.9846 1.2257
2015 1.3464 3.3083 2.5778 ~1.1010 135.3749 1.0377
2016 1.3911 3.3200 2.5553 -0.8716 136.8558 1.0939
2017 1.4374 3.3285 2.5074 -1.8742 138.4247 1.1464
2018 1.4863 3.3989 2.4479 -2.3742 139.9156 1.0770
2019 1.5366 3.3830 2.425! -0.9315 141.2828 0.9772
2020 1.5884 3.3751 2.4071 -0.7414 142.3861 0.7809
2021 1.6385 3.!526 2.4083 0.0497 143.2685 0.6197
2022 1.6898 3.1309 2.4316 0.9683 144.0078 0.5160
2023 1.7419 3.0840 2.4806 2.0138 144.6626 0.4547
2024 1.7953 3.0607 2.5253 1.8025 145.2551 0.4096
2025 1.8497 3.0343 2.5515 1.0379 I45.7790 0.3607
2026 !.9066 3.0761 2.5779 !.0340 146.2540 0.3258
2027 !.9659 3.I097 2.6053 !.0635 146.7183 0.3175
2028 2.0266 3.0847 2.6383 1.2663 147.1532 0.2964
2029 2.0885 3.0553 2.6628 0.9276 147.5142 0.2453
2030 2.1521 3.0460 2.6923 1.!073 147.8343 0.2170
2031 2.2174 3.0352 2.7316 1.4605 148.1759 0.23!1
2032 2.2834 2.9740 2.7600 1.0391 148.4633 0.1940
2033 2.3507 2.9474 2.7915 1.!422 148.6927 0.1545
2034 2.4211 2.9962 2.8215 1.0754 148.9090 0.1455
2035 2.4944 3.0269 2.8512 1.0496 149.1068 0.1328
2036 2.5708 3.0646 2.8751 0.8398 149.2729 0.1114
2037 2.6495 3.0623 2.9011 0.9058 149.4292 0.1047
2038 2.7299 3.0334 2.9298 0.9862 149.5704 0.0945
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Chained Price Index--
Industria! Equipment

Indexes     Change%

2039 2.8152 3.1232 2.9821 1.7881 150.8096 0.8285
2040 2.9031 3.1232 3.0355 !.7881 152.0590 0.8285
2041 2.9938 3.1232 3.0897 1.7881 153.3188 0.8285
2042 3.0873 3.1232 3.1450 !.7881 154.5890 0.8285
2043 3.1837 3.1232 3.2012 1.7881 155.8698 0.8285
2044 3.2831 3.1232 3.2585 1.7881 157.1611 0.8285
2045 3.3857 3.1232 3.3167 1.7881 158.4632 0.8285
2046 3.4914 3.1232 3.3760 1.788I 159.7761 0.8285
2047 3.6004 3.1232 3.4364 1.7881 161.0998 0.8285
2048 3.7!29 3.1232 3.4978 1.7881 162.4345 0.8285
2049 3.8288 3.1232 3.5604 1.7881 163.7802 0.8285
2050 3.9484 3.I232 3.6240 1.7881 165.1371 0.8285
2051 4.0717 3.1232 3.6888 1.7881 166.5053 0.8285
2052 4.1989 3.1232 3.7548 1.7881 167.8847 0.8285
2053 4.3300 3.1232 3.82i9 1.7881 169.2756 0.8285
2054 4.4653 3.1232 3.8903 1.7881 170.6781 0.8285
2055 4.6047 3.!232 3.9598 1.7881 172.0921 0.8285
2056 4.7486 3.!232 4.0306 1.7881 173.5179 0.8285
2057 4.8969 3.1232 4.1027 1.7881 174.9555 0.8285
2058 5.0498 3.!232 4.1761 1.7881 176.4049 0.8285
2059 5.2075 3.1232 4.2507 1.788I 177.8664 0.8285
2060 5.3702 3.1232 4.3268 1.7881 179.3400 0.8285
2061 5.5379 3.1232 4.4041 1.7881 180.8259 0.8285
2062 5.7108 3.1232 4.4829 1.7881 182.3240 0.8285
2063 5.8892 3.1232 4.5630 1.7881 183.8345 0.8285
2064 6.0731 3.1232 4.6446 1.7881 185.3576 0.8285
2065 6.2628 3.1232 4.7277 1.7881 186.8932 0.8285
2066 6.4584 3.1232 4.8122 1.7881 188.4416 0.8285
2067 6.6601 3.1232 4.8982 1.7881 190.0028 0.8285
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Background

In its order dated March 23, 2006, in Docket No. E002/D-05-1648, the
Commission spedfied amounts the Company should place in an external fund for
eventual decommissioning of our nuclear plants. The Company was ordered to
fund, on a monthly basis, both a tax qualified trust ("qualified") and a non-tax
qualified ("non-quarried") fund.

In a supplemental order to the above docket, dated July 20, 2006, the
Commission authorized the Company to set up an escrow fund due to the life
extension initiatives taldng place at the nuclear plants. The 2006 Company
contributions were made to an escrow fund, which is a non-qualified
decotrmaissioning account.

The Company is reqt~ed to review the finandal parameters, the funding
methodology, and cost estimate every three years. In between triennial filings,
the Company submits an Informational Letter annually discussing fund
perfotTnance. Jurisdictional balances and jurisdictional monthly accruals for the
external funds as of Jtme 30, 2008, by fund and plant site are provided in
Schedules D and E.

BNY Mellon is the trustee for the Company’s external nuclear decommissioning
funds (the "Funds"). The primary duty of the trustee for the external
decommissioning fm~ds is the safe custody of the assets of the Funds including
handling the setdement of all purchases and sales whether placed by the trustee or
by an independent investment manager. No cash is ever sent to the managers.
The trustee has ~ted investment duties other than the responsibility for keeping
cash balances temporarily invested. The trustee also screens investment
transactions of the independent managers to verify that the transactions do not
violate any applicable investment restrictions. Other duties include paying
income taxes on the earnhags of the qualified trust (taxes on a non-qualified
.escrow fund are paid by the Company), paying invoices for services for the trust
and investment managers, and to keep accurate records of all of its activities with
respect to the fund.

The Company currently has three investment managers to manage the assets of
the Fmads as follows:
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Delaware Investment Advisors manages the flxed component of the qua~ed trust
fund.

Barclays Global Investors (’~3GI") began managing the assets of t~e non-qualifed
Irust fund in September 2006, which has been lranoCened to the qualified trust fund

for tax benefit reasons allowed under the Ene~ PMf7 Act of 2005. (Deutsche
Asset Management managed the non-quaa’jqed trust fund th,’ough August 2006.)
BGI began managing the equi(y component of the quaa’jqed trust fund in October
2006.

Wells Fago (’17KTells Capital") manages the assets of the non-qualifed escrow fund.

These independent managers are considered fiduciaries for the Funds and have
complete authority to invest as long as the chosen investment meets the
guidelines as included in each of the managers’ investment advisory contracts.

To review investment performance there are two basic comparisons to be
made: (1) performance of similar investments over time, and (2) comparison
of market value to the original cost (book value). When mak~g these
comparisons, the current market value of the fund is used because it represents
the value of the securities if they were sold today. For accounting (book)
purposes, The Company records the actual purchase price (original cost) of the
investments. Quarterly, a market value adjustment journal entry is made to
book any unrealized gain or losses to special regulatory accounts per SFAS No.
115. The basic difference between the market and book values is that book
value does not recognize any unrealized gains or losses. In addition it should
be noted that trustee fees, investment management fees and income taxes also
are paid from these Funds, thereby impacting overall fund performance.

Historical Fund Earnings

The time weighted annual return for the qualified trust fund is 4.7% for the
period 03/15/91 - 06/30/08. The qualified trust fund has an unrealized loss of
$23.6 million. The tax in, pact on this unrealized loss would have little impact
on the returns to date.

Another item that should be noted is that the year-to-year returns can fluctuate
significantly and that the long-term nature of these Funds should be
emphasized. For example, the qualified trust fund earned 10.4% in 1993,
(4.1)% in 1994, 12.7% in 1995, 3.0% in 1996, 7.2% in 1997, 6.2% in 1998,
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(3.2)% in 1999, 10.1% in 2000, 5.5% in 2001, 10.0% in 2002, 2.9% in 2003,
3.2% in 2004, 1.4% in 2005, 6.2% in 2006 and 4.9% in 2007. These returns are
heavily impacted by movements in interest rates that influence returns over
short-term periods. The time weighted annual return for the non-qualified
escrow fund is 4.0% for the period 10/01/06 - 06/30/08, and 4.6% for the
calendar year 2007. Therefore, it is very important to concentrate on long-term
returns and not the year-by-year results.

The historical trustee statements are part of Schedules D and E and show the
results of the qualified trust funds (for all jurisdictions). The qualified trust
fund is invested by operating unit per current IRS rules; thus, the earnings are
shown that way. The rates stated in an earlier section for the time-weighted
average were before taxes and fees.

Fund Composition

To this point the discussion has focused on the breakdown of the total fund
and the cost estimate. The next item discussed is the investment strategy
implemented for the external fund and the proper earnings assumptions to
develop a levelized rate-of-retum. The investment strategies proposed in this
filing are an attempt to detemaine a reasonable forecast of probable earnings
for the external funds so that an annuity can be calculated.

Method

In light of the benefits of the Energy Policy Act of 1992 for nuclear
decommissioning trust investment management, the Company has established
a nuclear decommissioning investment policy with the goal to maximize after-
tax portfolio returns and minimize aggregate portfolio risk for external fund
investing. Tiffs policy was approved in the 1993 f~ng. Accomplishing this
goal requires finding the combination of multiple assets that optimizes the
portfolios after-tax risk/return characteristics. Watson Wyatt was hired by the
Company to conduct an asset allocation study to determine an appropriate
investment strategy for t.rust assets intended for the eventual decommissioning
of the Prairie Island and Monticello nuclear generating plants.

This process is called asset allocation optimization. Different asset mixes can
produce hundreds or even thousands of alternative combinations of risk and
returns. Thus asset allocation computer models have been developed to
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quantify the process of determining the optimal asset mix combinations.
Computer simulations of expected returns on combinations of assets create
probability distributions that capture potential future portfolio return
outcomes. Information from these probability distributions makes it possible
to identify optimal portfolios that maximize expected portfolio return and
minimize portfolio risk.

Assumptions

Five thousand Monte Carlo simulations of individual asset class returns are
developed using the Watson Wyatt U.S. Asset Model Assumption set. Also
simulated stochastically are other economic factors such as bond yields and
inflation. Based on these simulations, stochastic projections are developed for
liabilities and assets from which funded ratios and required contributions can
be calculated in future years. Information from the resulting distribution of
contribution and funded status results make it possible to identify portfolios
that maximize expected performance and minimize risk. The detailed
projections of the fund’s liabilities enable the fund to be modeled in a way that
varies consistently with future economic scenarios as shown below.

Start with Plant specific liability inputs

[Determine total inflation for each future year

Model funding policy

Inputs~roject pIans liabilities forward year by year~<’~ Repeat
from                                        I                                     over
asset pro]ectior
modelt~.)~ Simulateavaluationforever’/thirdyear ~"~period

Results of one particular simulation

Repeat for many different economic scenarios

Investment and Funding
Policies Are Appropriate

The Watson Wyatt U.S. Asset Modal Assumption Set consists of mean returns,
standard deviations and a corrdation matrLx for asset classes of interest to
institutional investment clients. The actual construction of the asset model
simulations considers time series formulas linking inflation, interest rates and
an actuarial determination of bond price changes as they relate to changes in
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interest rates. The return assumptions given represent expected market average
(index) returns for each asset class assuming a passive investment strategy. The
assumptions reflect a combination of rigorous historical performance analysis
and the forward lot!ring views of the financial markets as revealed through the
yield on long tem~ bonds and the price earnings ratios of the major stock
market indices.

The assumption setting process starts with analysis of historical risks and
correlations of asset class returns to which Watson Wyatt’s subjective judgment
is applied. The result of this analysis is incorporated into a risk matrix from
which we develop expected long-term risk premiums for each asset class. The
nominal return expectations are then determined by combining the asset class
risk premiums with expected inflation and real risk-free rate assumptions. As a
final consideration, the nominal return assumptions are blended with current
market conditions to develop our long-term equilibrium expectations. The
return and tisk expectations for each asset class incorporate assumptions about
historical return rdationships, current financial market conditions and the
deg3cee of global capital market integration. Our volatility assumptions in the
Asset Model are similar to observed experience in the past 50 years.

The following table shows the expected return and volat~ty assumption inputs:

Summary Statistics for January 1, 2008 Watson Wyatt Asset Model

Arithmetic Standard Geometric
Mean Deviation Mean

Equity Investments
Global (unhedged) 9.4% 16.4% 8.2%
Global (hedged) 9.2% 15.6% 8.1%
US Equity 9.1% 16.7% 7.9%
US Large Cap 9.0% 16.7% 7.8%
US Small Cap 9.7% 21.8% 7.6%
International (unhedged) 9.8% 19.2% 8.2%
International (hedged) 9.3% 16.6% 8.1%
International Developed (unhedged) 9.6% 19.3% 8.0%
International Developed (hedged) 9.0% 16.4% 7.8%
Emerging Markets 12.0% 32.1% 7.7%
Private Equity 11.3% 28.6% 7.7%
REITs 7.1% 14.0% 6.2%

Fixed Income
US Investment Grade 5.3% 6.2% 5.1%
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Arithmetic Standard
Mean Deviation

International Developed (unhedged)
International Developed (hedged)
High Yield
Inflation-Indexed
Long Government
Long Credit
Long Gov’t/Credit
Cash

Geometric
Mean

5.8% 11.0% 5.3%
5.3% 6.5% 5.1%
6.1% 10.1% 5.6%
4.6% 4.4% 4.5%
5,2% 11.9% 4.6%
6.5% 12.4°/0 5.8%
5.9% 11.8% 5.2%
4.4% 2.2% 4.4%

The corrdadons of returns between asset classes describe important
characteristics of the Asset Model in addidon to the expected annual return and
the standard deviation of annual returns. Recent and long-term histories are
used as a guide to setting these parameters. The table bdow shows the
correlations between assets in the Watson Wyatt U,S. Asset Model.

Taxes

The following table shows the applicable tax rates for the qualified trust assets
by asset class and return component. This data along with the capital market
data is used as input for the asset allocation model.
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Capital Gains

Income

Tax Rates

Qualified

0.26

Equity 0.26

Agg Bonds 0.26

Mnni Bonds 0.07

Annual turnover is the portion of the portfolio that w-ill change or "turnover"
in a year. "Net" after-tax portfolio returns take into account the turnover
experienced during a period. The following table shows the turnover
assumptions used in the modal.

Turnover Assumptions

Aggregate Bonds 25.0%

US Large Cap 5.0%

US Small Cap 8.0%

US Eq 5.5%

Int’l Equity 8.0%

Municipal Bonds 12.5%

The following tables show the resulting after tax return and risk assumptions
for the qualified and nonqualified trusts broken down by the income and
appreciation components:

After Tax return and Risk Assumptions

Qualified

Income    Capital     Total Standard
Return * Return * Return * Deviation
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Aggregate Bonds 3.8% 0.0% 3.8% 5.8%

Municipal Bonds 3.7% 0.0% 3.7% 5.7%

US Large Cap 2.0% 5.2% 7.2% 15.9%

US Small Cap 0.5% 6.9% 7.4% 20.8%

International Eq 2.0% 5.8% 7.8% 18.2%

*After-tax geomeMc mean.

Liabilities

In the study, ’liabilities’ or the expected real dollar cost of decommissioning
discounted to the start of decommissioning and are projected stochastically as a
function of the following factors:

Cost Inflation: Components of the decommissioning costs are assumed to have
different mean annual inflalion rates. These rates represent a number of central
tendencies. Actual rates used in a peKod va{7 slochasl£ally as a function of the models
overall inflalion expectation."

Discount factor - va*ies based on asset allocalion and bond yield expeKence

Inflation assumption - va,ies when an extreme sustqined change is predicted by
the model

Contributions

Contributions are calculated as the annuity payment amounts required to fund
the difference between liabilities and the theoretical asset reserve by the start of
decommissioning. These annual required payment amounts are re-calculated
every three years. Theoretical asset reserve is calculated by applying the
levelized historical rate of return on assets to all past contributions.

Allocations Examined

The following chart shows allocation mLxes exalNned in this study:



External Fund Analysis

Docket No. E002/M-08-._._
Schedule C

Page 9 of 13

Allocation Mixes

0% Eqmty

10% Eqmty

20% Eqmty

30% Equaty

40% Eqmty

50% Eqmty

60% Eqmty

70% Eqmty

80% Eqmty

90% Equity

100% Equity

50% EQ + SC

50% EQ + SC +5 INT

50% EQ + SC + 10 INT

F~ed USLarge USSma~ Im’l
Income C~ C~ EqNty

100.0% 0.0% 0.0% 0.0%

90.0% 10.0% 0.0% 0.0%

80.0% 20.0% 0.0% 0.0%

70.0% 30.0% 0.0% 0.0%

60.0% 40.0% 0.0% 0.0%

50.0% 50.0% 0.0% 0.0%

40.0% 60.0% 0.0% 0.0%

30.0% 70.0% 0.0% 0.0%

20.0% 80.0% 0.0% 0.0%

10.0% 90.0% 0.0% 0.0%

0.0% 100.0% 0.0% ~0%

50.0% 42.5% 7.5% 0.0%

50.0% 38.3% 6.7% 5.0%

50.0% 34.0% 6.0% 10.0%

Results

To analyze the total cost of decommissioning in present value terms the
"Present Value ("PV") of cumulative contributions plus shortfall" is examined.
The "PV of cumulative contributions" represents the cumulative contributions
required prior to decommissioning discounted to present day’s dollars.
"Shortfall" equals the liability less the assets available at the start of
decommissioning. Combined, this variable represents the total costs in today’s
dollar of ftmding the decoIrnrfissioning. The asset allocation that minimizes
these costs would appear to be optimal.

To analyze the volatility of the various investment strategies the "year-to-year
change in contributions" is examined. This variable determines the year-to-
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year change in shortfall for an arbitrary year before decommissioning (i.e. 2009
to 2010) and represents the variability of results of different allocation m~’~es.

For each variable, a distribution of 5000 results is produced based on stochastic
projections of economic factors such as equity returns, bond yields and returns,
and inflation. Among these results, focus of the study is centered on the
expected or "mostdikely" scenario and the 95th percentile or "worst-case"
scenario. The "most-likely" outcome is that xvhich is in the middle of the
distribution of results; i.e., 50% of the simulations are better than the most
likely case and 50% of the simulations are worse. The "Worst Case" outcome
is that achieved by the least favorable 5% of simulations; i.e., outcomes as bad
or worse than this only occur in 5% of the simulations.

To determine the optimal mix, a two-step process is employed. The first step
is to determine the overall optimal mix between equities and bonds. The next
step is to determine whether the diversification of equity among the various
equity classes would improve the expected results.

The three nudear plants, Prairie Island Unit 1, Prairie Island Unit 2, and
Monticello are each examined separately. The following graphs and tables
show the results of the analysis for Monticello. Note that the asset/liability
frontier graphs have not changed since 2004.

Analysis of Equity / Bond Split

$200

Xcel Energy NDT
Monticello

Asset/Liability Frontier - Year 2010

Shortfall (MVA) ($M) Shoafal[ (MVA)

$250 $400
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Total long-term cost (P V of contribulionsplus shortfall at decommissioning)
improves for the "most-likely" scenario with addi*ionaI equi~. For the "worst-case"
scenario, 60% equity offers the best result. Increasing equip7 above 60% increases cost
under the "worst-case" scenario. A trade-off therefore exists be~een 60% and
100% equi~. This range represents the porlfolios that are e~dent with reepect to this
measure.

$33

$32

$31

~2

$24

Xcel Energy NDT
MontieeBo

AsseffI~ability Frontier - Year 2008

Run
($~.8) $263

($15) ($14)    ($13)    ($12)    ($11)    ($I0)     ($9)     ($8)     ($7)     ($6)

¯ Volatility (as measured by the "worst-case"year4of~ear change in contribulions)
is oplimized at 40% equi~. Increasing equi(7 beyond 40% increases the volalili3
of contribulions.
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Analysis of Equity Diversification

$442

$440

$438

Xcel Energy NDT
Monticello

Asset/Liability Frontier - Year 2010

¯ Diversitication ofequi~ has a minimalimpact on long-term expected

return results. Diversificalion into internaiionaI equi(y offers slight improvemenls
with regpect to change in shorOCall. Adding small cap equi(7 has minimal impact.

$25.0

$23,0
($ii.o)

Xcel Energy NDT
Monticello

Asset/Liability Frontier - Year 2008

($10.8)          ($10.6)          ($}0.4)          ($10.2)
Year-to-Year Change in Contribution* (Amortized Change in Shortfall) ($M)

50th Pe~cenOe
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Conclusion

With respect to long-term costs, a split of 60% equity, 40% bonds represents
the low-risk portfolio from a total cost perspective and offers improvement at
the expected ("most-likely") scenario over the current allocation of 50% equity.
This allocation appears reasonable from a volatility standpoint as it is among
the effident allocations with respect to the year-to-year change in
contributions. Further diversification of equity has minimal impact on results.
Results for all three plants are similar and therefore an asset allocation of 60%
equity, 40% fixed income has been chosen for all three facilities.

The asset allocation results suggest that the fixed income allocation will be
approximately one-third to the non-taxable bonds and two-thirds to taxable
bonds. This is based on the fact that there are times withh~ market cycles when
taxable bonds and treasuries offer greater opportunity than municipal bonds.
The fixed income money manager, responsible for the portfolio, is in the best
position to take advantage of those opportunities. The Company recommends
that the fixed income money manager be given the discretion to invest in these
other acceptable fixed income investments in order to take advantage of market
opportunities.

Employing the asset mix shown above produces the following expected net
after-tax rates of return:

Expected After-Tax Returns

Qualified Trust and Overall
Escrow

6.3% 6.3%

The results from the asset allocation analysis assume the optimal asset mix is in
place for the full 10-year time frame. As indicated earlier, the theoretically
appropriate investment strategy as actual decommissioning approaches is to
gradually implement a more conservative asset mix profile over time by
redudng exposure to equities. Based on the above analysis, it is recommended
that the future levelized expected after-tax return of 6.3% be used for recovery
of decommissioning accruals.
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Schedule D contains the documents required by the Commission to be filed
with every submittal, the activity for the qualified trust fund since the last filing.
This activity documents the rollforward of the trust fired balances. Annually
the Company supplies the trust fund statements to the Commission. These
statements are included in this section. Below is a list of the schedules
included.

Trust Fund Balances & Trustee Statements Supporting Schedules

D.1 Analysis of Trust Fund Balances 2005 - 2008

D.2 Trustee Statements - Trust Fund, Monticello: Delaware
Investment Advisors

D.3 Trustee Statements - Trust Fund, Monticello: Barclays
Global Investors (BGI)

D.4 Trustee Statements - Trust Fund, Prairie Island Unit 1:
Delaware Investment Advisors

D.5 Trustee Statements - Trust Fund, Prairie Island Unit 1:
Bardays Global Investors (BGI)

D.6 Trustee Statements - Trust Fund, Prairie Island Unit 2:
Delaware Investment Advisors

D.7 Trustee Statements - Trust Fund, Prairie Island Unit 2:
Barclays Global Investors (BGI)
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