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Re: ADVANCED DETERMINATION OF PRUDENCE APPLICATIONS
NOBLES AND MERRICOURT WIND PROJECTS
PSC CASE Nos. PU-08-907 AND PU-08-908

Dear Mr. Nitschke:

Northern States Power Company, a Minnesota corporation ("Xcel Energy" or the
"Company"), respectfully provides the following information to the North Dakota
Public Service Commission (the "Commission") in support of our Application for an
advance determination of prudence ("ADP") for the Nobles and Merricourt Wind
Projects (also referred to herein as the "Wind Projects"). We recognize that the
record in this proceeding regarding the appropriate application of the North Dakota
externalities statute (N.D.C.C.§49-02-23) was not developed in our Application,
although it was the subject of discovery responses provided to Commission Staff.
Because it is important to this proceeding, we respectfully request the Commission's
consideration of this additional information.

This letter assesses our Application in light of the legal standards of North Dakota's
ADP Statute (N.D.C.C. § 49-05-16), while the attached Affidavit of James R. Alders
provides additional evidence relevant to this proceeding. We believe this information
supports a finding by the Commission that both the Nobles and Merricourt Wind
Projects fully meet the requirements of the ADP Statute and should be approved.

We thus respectfully request that the Commission accept this submission into the
record of these proceedings and consider it before making a determination regarding
the requested ADPs. We also requested by separate letter that the Commission

29 	 PU-08-908 	 Filed: 7/23/2009 Pages: 21
Supporting Information and Affidavit of James R.
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schedule an informal hearing on July 29, 2009 to allow for such consideration, and
would appreciate the opportunity to present this information to the Commission and
respond to any questions at that time. In that way, the Commission will have a full
record before making its final decision on our requested ADPs.

STANDARD OF REVIEW

A. Advance Determination of Prudence Standard

North Dakota law provides that the Commission may issue an Order approving an
advance determination or prudence if "the [C]ommission determines that the resource
addition is reasonable and prudent." This standard is similar to the "honestly and
prudently invested" standard that the Commission uses for ratemaking. 1 The
prudence standard is often described as follows:

The company's conduct should be judged by asking
whether the conduct was reasonable at the time, under all
circumstances, considering the company has to solve its
problems prospectively rather than in reliance on hindsight.
In effect, our responsibility is to determine how reasonable
people would have performed the task that confronted the
company.'

The ADP standard differs from the typical ratemaking standard only in the timing of
its application — that is, the ADP process considers prudence at the time of the
decision to invest in a resource, while typical ratemaking applies the standard
sometimes well after the investment is made. Thus, the ADP Statute does not impose
a higher or different standard for approval than general ratemaking principles require;

N.D.C.C. § 49-06-02.

2 Re Long Island Lighting Co., 71 P.U.R.4th, 262, 265-6 (N.Y. P.S.C. 1987) (emphasis added); cited approvingly
by: In Re Union Electric Company, 257 P.U.R.4th 259 (MO P.S.C. May 22,2007); Re UNITIL Service Corporation,
72 N.H. P.U.C. 467 (September 28, 1987); Re Gulf States Utilities Company, 87 P.U.R.4th 428 (Tex. P.U.C.
October 15, 1986); Re Detroit Edison Company, 52 P.U.R.4th 318 (Mich. P.S.C. March 31, 1983); Charles F.
Philips, Jr., THE REGULATION OF PUBLIC UTILITIES — THEORY AND PRACTICE at 292 (Public Utilities
Reports 1988); David J. Muchow, William A Mogel, ENERGY LAW AND TRANSACTIONS at § 4.02[3][b]
(LexisNexis 2009).
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rather, it is the same standard applied at a different point in time in the resource
acquisition process.

We note that neither the ADP standard nor the general ratemaking standards require
that a resource be shown to be least cost among all alternatives. Instead, the
standards allow the Commission to consider whether a project is reasonable and
prudent, considering the future risks, circumstances and other information available at
the time. We believe that Commission Staff's July 8, 2009 comment that the costs of
our proposed Wind Projects fall within a "zone of reasonableness" appropriately
captures the essence of these standards.

In addition, we note that the ADP Statute does not provide a guarantee of future
recovery of the investment; indeed, the process recognizes and details the
Commission's ongoing jurisdiction and the company's obligation to revisit whether
the decision to invest remains prudent over time. Consequently, Commission
approval of an ADP does not relieve the utility of its ongoing obligation to prudently
manage a project on a going-forward basis (such as managing costs or adapting to
changing circumstances), and it does not guarantee cost recovery.

B. 	 Externality Statute and Standard

The North Dakota externalities statute prohibits the use of externality values in
planning resource deployment or ratemaking. 3 The Commission has interpreted this
statute to mean that it cannot consider environmental externality costs quantitatively,
but that it can consider them qualitatively.' When making this qualitative assessment,
the Commission has considered, for example, the potential for future environmental
regulation to affect fuel costs in the future, including natural gas costs.'

We acknowledge that information contained in our Application included
quantification of the costs of carbon regulation that should have been excluded
pursuant to the externality statute. However, the Commission should not deny an

3 N.D.C.C. § 49-02-23.

4 See Otter Tail Corporation Advance Determination of Prudence Application, Findings of Fact, Conclusions of Law,
and Order, Case No. PU-06-481 at TT 36-9 (N.D. P.S.C. August 27, 2008) ("Big Stone ADP Order")

3 rd.
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ADP to a project that is shown to be reasonable and prudent simply because the
utility considered the effects of carbon regulation when making a selection. Instead,
the Commission should consider the reasonableness of the resource selection
independent of environmental externality values.

To that end, we provide additional analysis of the Wind Projects that does not
consider the potential cost impacts of carbon regulation. This analysis confirms that
the Projects are reasonable and prudent when compared to alternative scenarios.'

PRUDENCE OF THE WIND PROJECTS

The attached affidavit further describes the Company's analysis of the Wind Projects
without any environmental externalities, which was provided to the Commission Staff
on June 19, 2009. 7 This analysis demonstrates that the Wind Projects cost $36 million
more in present value revenue requirements ("PVRR") than the lowest cost option
assuming no new wind is added to the NSP system and energy requirements were met
with existing and planned thermal resources (referred to herein as the "the natural gas
alternative"). This analysis included the Company's natural gas forecast at the time
the Application was filed. Using an updated natural gas price forecast reduces the
PVRR difference from $36 million to $18 million. 8 Further, if the updated natural gas
forecast increases by 3%, the PVRR of the Wind Projects would break even with a
natural gas alternative.

As Mr. Alders describes in his affidavit, it is important to note that the $18 million
PVRR difference is only a 0.03% increase in total system costs. In terms of the
Company's overall PVRR for the same planning period (2011-2036) of approximately
$58 billion, the $18 million PVRR difference is relatively minor and well within the
range of normal measurement error for a long-run projections of future costs. Thus,

6 The Company's analysis considers both the Nobles Wind Project and the Merricourt Wind Project
collectively.

Attachment A to the Affidavit contains the information provided to the Staff by the Company, absent
analysis of carbon sensitivities that Staff had informally requested.

8 Because the cost of Nobles is slightly lower than the cost of Merricourt, the Nobles Wind Project alone
results in a much smaller difference between the natural gas alternative and the Nobles project. In fact, using
the gas cost forecast assumed in our Application, the Nobles project costs roughly the same as the natural gas
alternative.
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we believe that this analysis, considered on its own, demonstrates that the costs of the
wind projects fall within a zone of reasonableness and meet the prudence standard of
the ADP Statute.

Additional factors relevant to the Commission's overall consideration of prudence
further support the conclusion that our proposal fully meets the ADP Standard and
should be approved. These factors are:

• Level and volatility of natural gas prices. Our analysis is highly sensitive to changes
in the gas price forecast. Gas prices have shown substantial volatility over the
past several years, and that volatility is expected to continue. As discussed in
the affidavit of Mr. Alders, small changes in average gas price trends over the
life of the Wind Projects could be detrimental to customers, leading to higher
costs for customers if the Projects are not approved. Because the Wind
Projects rely on no fuel to produce energy, they offer a significant hedge to the
potential for increasing and volatile fuel cost, which will be valuable to our
customers over time.

• Diversification. The Wind Projects would diversify our resource mix in both fuel
type (bringing wind resources to slightly above 10°A percent of our total supply
mix) and supplier type (by adding Company-owned wind generation as
opposed to purchased wind energy). We believe that a diverse resource mix
provides significant benefits to our customers, as we will not be overly reliant
on any one fuel, technology, or vendor, and can operate our system to
minimize costs over a wide variety of fuels in this challenging energy market.

• Qualitative effects of_potential carbon dioxide regulation. As noted above, the
Commission may give qualitative consideration to the possible effects of
potential carbon regulation. We believe that the Commission can consider, as
it has previously done, that the secondary economic risks associated with
regulation of carbon dioxide are significant and that carbon dioxide regulation
will likely impact not only the price of natural gas, but also change the cost
comparisons between generation technologies. These considerations further
confirm that the Wind Projects offer significant value to our customers that are
not captured in the straightforward economic analysis.
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• Other potential value associated with the transaction. The energy produced by the
Wind Projects will qualify to be registered as renewable energy under the
Midwest Renewable Energy Tracking System ("MRETS"). As such, each
MWh of energy produced will receive a certificate for one Renewable Energy
Credit ("REC"), which can be retired for compliance with a renewable energy
standard or sold to another entity. The wind energy thus carries an additional
value associated with the use of RECs in compliance markets.

Thus, while the Wind Projects meet the standard for an ADP on a stand-alone cost
basis, we believe that the Projects are clearly a reasonable and prudent choice when
additional known and relevant considerations are taken into account.

CONCLUSION

Based on the above, we respectfully request that the Commission accept this
submission into this proceeding and consider it before making a determination
regarding the requested ADPs.

With the additional information provided by the supplemental filing, we believe that
the Commission can find that our proposed Wind Projects fully meet the standards
provided by North Dakota law and should be granted ADPs. Specifically, we believe
that the Commission can find that:

• The costs of the Projects fall within a zone of reasonableness, meeting the
prudent cost standard provided by the ADP Statute.

• The Projects offer additional benefits of hedging increasing and volatile fuel
costs, enhancing fuel diversity on our system, providing additional qualitative
benefits, and offering additional value through potential REC trading and
monetization.
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We appreciate the Commission's consideration of this additional information. We are
available to provide any additional information the Commission or Staff require.

Please contact me at 612-330-6125 if you have any questions.

Respectfully submitted,

JUDY M. POFERL
REGIONAL VICE PRESIDENT

Attachment

cc: 	 Mona Jeffcoat-Sacco
Mike Diller



CERTIFICATE OF SERVICE

I, Gracie M. Krokos, hereby certify that I have this day served copies of the
Advanced Determination of Prudence Applications for the Nobles and
Merricourt Wind Projects to the attached list of persons via electronic mail or by
causing it to be placed in the U.S. Mail at Minneapolis, Minnesota.

PSC CASE NO. PU-08-907 AND PU-08-908
NOBLES AND MERRICOURT WIND PROJECTS

Dated this 23rd day of July, 2009

/s/

Gracie M. Krokos



Doug Bahr
Office of Attorney General
Civil Litigation Dept.
500 North 9th Street
Bismarck, ND 58501-4509

Chris Clark
Xcel Energy Services Inc
414 Nicollet Mall, 5th Floor
Minneapolis, MN . 55401

Sandi Tabor, Director
Transmission Authority
1016 E Owens Avenue
P.O. Box 2277, Suite 200
Bismarck, ND 58502

Karen Collins
Montana-Dakota Utilities Company
400 North 4th Street
Bismarck, ND 58502-1457

In the Matter of the Application by
Northern States Power Company,

a Minnesota corporation
in Support of Advanced Determination of Prudence Applications

for NOBLES AND ME RRICOUT WIND PROJECTS
PU-08-907 AND PU-08-908

Darrell Nitschke
Executive Director
North Dakota Public Service Commission
State Capitol Building, Dept. 408
Bismarck, ND 58505-0480

Shane Goettle
Director
Dept. of Commerce
P.O. Box 2057
Bismarck, ND 58202-2057

Ron Rauschenberger
Chief of Staff
Office of the Governor
600 East Blvd. Avenue
Bismarck, ND 58505

Dave Sederquist
Xcel Energy Inc.
2302 Great Northern Drive
Fargo, ND 58102



BEFORE THE PUBLIC SERVICE COMMISSION
OF THE STATE OF NORTH DAKOTA

In the matter of the application of
Northern States Power Company, a
Minnesota corporation, for a Certificate
of Public Convenience and Necessity
and Advanced Determination of
Prudence for the 201 MW Nobles Wind
Project
In the matter of the application of
Northern States Power Company, a
Minnesota corporation, for a Certificate
of Public Convenience and Necessity
and Advanced Determination of
Prudence for the 150 MW Merricourt
Wind Project

CASE No. PU-08-907

CASE No. PU-08-908

AFFIDAVIT OF JAMES R. ALDERS

1. My name is James R. Alders. My business address is 414 Nicollet Ave.,

Minneapolis, Minnesota 55401. I am the Director of Regulatory

Administration for Xcel Energy Services Inc. ("XES"). XES is the service

company subsidiary of Xcel Energy Inc. Among other activities, XES provides

support to Northern States Power Company, a Minnesota corporation ("Xcel

Energy" or the "Company"), before the North Dakota Public Service

Commission.

2. I have direct experience in addressing issues related to the Merricourt and

Nobles Wind Project (collectively referred to herein as the "Wind Projects")

Applications for Advanced Determination of Prudence ("ADP Applications"



or "Applications"). I was involved in the preparation of those Applications

and have participated on behalf of the Company during the review process.

3. In this affidavit I offer the support and documentation for information

contained in the Company's July22, 2009 submission to the Commission,

including the cost impacts of the proposed Wind Projects assuming no

environmental externalities, the sensitivity of these costs to differing gas cost

assumptions, and the qualitative issues the Commission may wish to consider

when it decides our Applications.

4. The Company uses the Strategist resource planning software to analyze

resources for possible inclusion on our system and to identify the least-cost

expansion plan! A key output of the Strategist model is the present value

revenue requirements ("PVRR"), which provides the present value costs of a

particular scenario of possible resource additions or changes. In our

Applications, we provided rate impact and other information based on the

PVRR of our Strategist run modeling the impact of the Wind Projects. Due to

an oversight on our part, that analysis included an estimate of the cost impacts

of potential carbon dioxide regulation ("CO, costs").

5. During the course of the Commission Staff's ("Staff") review of the ADP

Applications, Staff requested that the Company remove the potential cost of

1 Strategist is an industry-recognized software package that forecasts future operating costs for utilities and optimizes the
utility's system for the least-cost operation.

2



CO, regulation from the base model and to perform certain sensitivity analyses.

We performed that analysis by adjusting the inputs to the Strategist model to

reflect zero CO, costs. This analysis indicates that the PVRR of the Wind

Projects was approximately $36 million higher than a natural gas plant

alternative (the lowest cost alternative without adding additional wind). The

results of the analysis were provided to the Staff on June 19, 2009. Attachment

A contains the information provided to the Staff by the Company, however,

the quantification of CO, costs and the trade secret information has been

removed.

6. We have also updated the analysis contained in Attachment A using an updated

natural gas forecast. The updated natural gas forecast reflects lower gas prices

in the early years compared to that assumed in the analysis provided to Staff,

but higher prices in the later years (beyond 2015). This updated Strategist

analysis demonstrates that the PVRR of the Wind Projects is $17.613 million

higher than the natural gas option (See line 8 of the first spreadsheet in

Attachment A).

7. We then used Strategist to extrapolate the impact increases in natural gas prices

would have on the PVRR of the Wind Projects to find the point where the

costs of the Wind Projects would equal the costs of the natural gas alternative.

We determined that the price of natural gas would have to increase by 3% for

3



the PVRR of the Wind Projects to equal the PVRR of the natural gas option.

(See the third comment box of the first spreadsheet in Attachment A).

8. Our additional sensitivity analyses indicate that a 10% increase in natural gas

prices would result in the Wind Projects being approximately $44 million lower

than the PVRR of the natural gas alternative, while a 50% increase in natural

gas prices would result in the PVRR of the Wind Projects being approximately

$300 million lower than the PVRR of a natural gas alternative. (See line 15 of

the first spreadsheet in Attachment A).

9. Thus, the updated analysis performed by the Company removed the

quantitative effects of the costs of carbon dioxide regulation on the PVRR of

the Wind Projects. As a result, the Company's analysis is consistent with the

North Dakota Externality Statute, N.D.CC.§49-02-23. It is my understanding

that Staff's recommendation to approve the requested ADPs was based on this

analysis.

10. Based on my experience in resource planning and assessing the output of

Strategist model runs, I believe that the $36 million PVRR difference between

the Wind Projects and the natural gas alternative is not large, as the difference

is measured on a base PVRR for the same period of approximately $58 billion.

Specifically, $36 million is only a 0.07% increase in the estimated total system

costs; when updated for more recent natural gas price forecasts, the

4



approximately $18 million PVRR difference is only a 0.03% increase in total

system costs.

11.When assessing whether to provide an ADP to the Wind Projects in light of

the $18 to $36 million PVRR above a natural gas alternative, the Commission

should take into consideration other ratepayer benefits that result from the

Wind Projects, most importantly the hedge provided by the wind projects

against the volatility of and potential increases in natural gas prices and the

diversification that results from their addition.

12.The volatility of natural gas prices is documented on a monthly basis by the

Energy Information Administration ("EIA") through its "Short-Term Energy

Outlook" report, which was most recently issued on July 7, 2009. 2 The report

demonstrated that during the time period of January 2005 through July 2009,

the Henry Hub price of gas prices has fluctuated on a monthly basis, with a low

price of $3.62 and a high price of $13.82 per mmbtu. Because the Wind

Projects have a fuel cost of zero, the Wind Projects would provide a beneficial

hedge against the constant volatility of natural gas prices.

13. The Company's analysis demonstrated that a 3% increase in natural gas prices

would lead to the Wind Projects being equal in cost to the natural gas

alternative. This size of increase in natural gas prices would not be uncommon.

2 http://www.eia.doe.gov/emeu/steo/pub/contents.html# Natural Gas Markets

5



In fact, over the past six years, the natural gas price forecast developed by an

independent consultant, PIRA, which serves as one factor in the Company's

natural gas forecast, has an annual average change of 12.6 %. Therefore, a 3%

increase in the natural gas forecast could reasonably fall within this range and,

thus, cause the PVRR of the Wind Projects to break even with the natural gas

alternative.

14.Similarly, the addition of the Wind Projects would diversify the Company's

resource mix in both fuel type (bringing wind resources to slightly above 10%

percent of our total supply mix) and supplier type (by adding Company-owned

wind generation as opposed to purchased wind energy). In particular, currently

Northern States Power owns 100.5 MW of wind generation, i.e., the Grand

Meadow Wind Farm. Thus, the addition of the 351 MW from the Wind

Projects would triple the amount of Company-owned wind generation. The

additional diversification would allow the Company to not be overly reliant

upon one fuel type, and, accordingly, not have the costs of its electric

generation follow the costs of one fuel type.

15.In addition to the Company's analysis described above, I have been informed

by counsel that the Commission can also consider the possibility of carbon

regulation in a qualitative manner. When making this qualitative assessment, the

Commission has considered, for example, the potential for future

environmental regulation to affect fuel costs in the future, including natural gas

6



costs. Applying that assessment to this proceeding, the Wind Projects provide

additional benefits to customers beyond what has been presented in our

analysis.

16. Based on the above, the Company's analysis demonstrates that the investment

in the Wind Projects is reasonable and fully meets the requirements of North

Dakota law and, as a result, the Commission should provide an ADP for both

projects. The issuance of an ADP for both projects is further strengthened

when one considers the possibility of increasing natural gas prices and the

hedging benefit provided by the wind projects. Finally, qualitative

consideration of the impact of carbon regulation further supports the

Commission issuing an ADP for the Wind Projects.

The foregoing testimony is true and correct to the best of my knowledge.

Subscribed and sworn to before me this 23' day of July, 2009.

Notary Public
My Commission Expires:

GRACE M. KROKOS
Notary Public-State of Minnesota

My Commission Expires
January 31, 2011
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