414 Nicollet Mall

@ XCEI Ener gy® Minneapotis, MN 55401

— VIA E-MAIL & U.S. MAIL —

October 11, 2011 RECEWED

e e
Darrell Nitschke, Executive Secretary UNEEE

North Dakota Public Service Commission
State Capitol Building, Dept. 408

600 East Boulevard

Bismarck, North Dakota 58505-0480

PUBLIC SERVICE COMMISSION

RE: APPLICATION OF NORTHERN STATES POWER COMPANY, A MINNESOTA
CORPORATION, FOR AUTHORITY TO INCREASE RATES FOR ELECTRIC SERVICE IN
NORTH DAKOTA
CASE Nos. PU-10-657 & PU-11-55

Dear Mr. Nitschke:

Enclosed are an original and two additional copies of the Summary Witness and
Exhibit List for presentation at the October 18, 2011 Formal Hearing by Northern
States Power Company and the North Dakota Public Service Commission Advisory
Staff in the above matter.

If you have any questions, please contact me at debra.j.paulson@scelenergy.com or by
phone at (612) 330-7571.

Sincerely,

Ocbir} b

{
DEBRA J. PAULSON
MANAGER, RATE CASES

Enclosures

21 PU-11-557 Filed 10/11/2011 Pages: 26
Witness and exhibit list
Northern States Power Company

70 PU-11-55 Filed 10/11/2011  Pages: 26
Witness and exhibit list
Northern States Power Company

95 PU-10-657 Filed 10/11/2011 Pages: 26
Witness and exhibit list
Northern States Power Company
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STATE OF NORTH DAKOTA
BEFORE THE
PUBLIC SERVICE COMMISSION

Tony Clark Chairman

Kevin Crametr Commissioner

Brian Kalk Commissioner
APPLICATION OF NORTHERN STATES POWER CASE No. PU-10-657
COMPANY, A MINNESOTA CORPORATION, FOR CASE No. PU-11-55

AUTHORITY TO INCREASE RATES FOR ELECTRIC
SERVICE IN NORTH DAKOTA
AND
PETITION FOR APPROVAL OF A CUSTOMER CREDIT CASE No. PU-11-557
MECHANISM FOR A DEPARTMENT OF ENERGY
SETTLEMENT PAYMENT

WITNESS AND EXHIBIT LIST

Northern States Power Company, a Minnesota corporation, doing business in
North Dakota (“Company”), submits the following list of witnesses who will be
present, or available by telephone to testify, at the Formal Hearing on October 18,
2011. As agreed at this morning’s pre-hearing conference with Judge Wahl the
witness and exhibit list has been prepared to jointly provide the list of witnesses and
exhibits to be presented by both the Company and North Dakota Public Service
Commission (“NDPSC”) Advisory Staff.

Witnesses who will be present at the Formal Hearing:

Laura McCarten, Policy and in support of Settlement Agreement
John M. Felling, Revenue Requirement

Steven V. Huso, Rate Design

Michael Diller, NDPSC Advocacy Staff

o=

Witnesses who will be available to answer questions by telephone:

5. Anne E. Heuer, 2012 Adjustment
6. Ann E. Bulkley, Rate of Return, Cost of Capital
7. Jannell E. Marks, Sales Forecast



gt

8. Dennis L. Koehl, Nuclear Operations

9. Pamela K. Graika, Supply Operations

10.Tan R. Benson, Transmission Operations, Maintenance Expense and
Investments

11.Jill H. Reed, Employee Compensation and Benefits

12. Michael A. Peppin, Class Cost of Setvice Study and Selective Rate Design

13. Michael Bull, Environmental Protection Agency Power Sector Rules Pilot
Project

14. Michael ] McGarry, NDPSC Advocacy Statf consultant

15.8S. Keith Berry, NDPSC Advocacy Staff consultant

The Company will also strive to have additional persons available who can promptly
and accurately tespond to North Dakota Public Setvice Commission requests for
information that go beyond the scope of the Company’s pre-filed testimony.

Attached is the combined Exhibit List for the Company and Advocacy Staff. Blank
lines have been included at the end of the Exhibit List for use by the parties during

the Formal Heating to record any additional exhibits introduced during the hearing.
All but two of those exhibits have been previously filed. Attached are the two new

documents not already filed:

Settlement Agreement, Errata, proposed Exhibit 20; and
Letter on EPA Pilot Project, proposed Exhibit 22.

Date: October 11, 2011

Respectfully submitted,

By /S

Mathew P. Loftus
Assistant General Counsel
Notthern States Power
Company,

a Minnesota Corporation

414 Nicollet Mall 5" Floor
Minneapolis, MN 55401
Telephone 612.215.4501



Northern States Power Company (Xcel Energy) Electric Rate Increase Request for Service in North Dakota
Case Nos. PU-10-657 and PU-11-55 (Filed 12/20/10)

and
Northern States Power Company (Xcel Energy) Request for Approval of a Customer Credit Mechanism for a

Department of Energy Settlement Payment along with Deferred Accounting and Rule Variance, as Necessary
Case No. PU-11-557 (Filed 08/11/11)

October 18, 2011 Hearing
Consolidated Exhibit List

Exhibit | Document Description Witness Offering Party
1 Cover Letter, Rate Petition, N/A Xcel Energy
Deficiency, Proposed
Schedules, Interim Petition
2 Correction to Interim Petition | N/A Xcel Energy
(1/19/11)
3 Direct Testimony with McCarten, Laura | Xcel Energy
Compliance Matrix
4 Direct Testimony Felling, John Xcel Energy
5 Direct Testimony Heuer, Anne Xcel Energy
6 Direct Testimony Bulkley, Ann Xcel Energy
7 Direct Testimony Marks, Jannell Xcel Energy
8 Direct Testimony Koehl, Dennis Xcel Energy
9 Direct Testimony Graika, Pamela Xcel Energy
10 Direct Testimony Benson, Ian Xcel Energy
11 Direct Testimony Reed, Jill Xcel Energy
12 Direct Testimony Peppin, Michael | Xcel Energy
13 Direct Testimony Huso, Steven Xcel Energy
14 | Proposed Tariffs Huso, Steven Xcel Energy
15 Interim Tariffs Huso, Steven Xcel Energy
16 Merricourt Withdrawal Letter | N/A Xcel Energy
(4/8/11)
17 Merticourt Impact Letter & Felling, John Xcel Energy
Updated Schedules (5/10/11)
18 DOE Settlement Refund N/A Xcel Energy
Proposal (8/11/11)
19 | Settlement Agreement N/A Xcel Energy
20 | Settlement Agreement Etrata | N/A Xcel Energy
21 Settlement Testimony McCarten, Laura | Xcel Energy
22 Letter on EPA Pilot Project Bull, Michael Xcel Energy
23 Direct Testimony McGarry, Michael | NDPSC Advocacy Staff
24 Direct Testimony Berry, S. Keith NDPSC Advocacy Staff
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Northern States Power Company (Xcel Energy) Electric Rate Increase Request for Service in North Dakota
Case Nos. PU-10-657 and PU-11-55 (Filed 12/20/10)

and
Northern States Power Company (Xcel Energy) Request for Approval of a Customer Credit Mechanism for a
Department of Energy Settlement Payment along with Deferred Accounting and Rule Variance, as Necessary

Case No. PU-11-557 (Filed 08/11/11)

October 18, 2011 Hearing
Consolidated Exhibit List

Exhibit | Document Description Witness Offering Party
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STATE OF NORTH DAKOTA
BEFORE THE
PUBLIC SERVICE COMMISSION

Tony Clark Chairman

Kevin Cramer Commissionet

Brian Kalk Commissioner
APPLICATION OF NORTHERN STATES POWER CASE No. PU-10-657
COMPANY, A MINNESOTA CORPORATION, FOR CASE No. PU-11-55

AUTHORITY TO INCREASE RATES FOR ELECTRIC
SERVICE IN NORTH DAKOTA
AND
PETITION FOR APPROVAL OF A CUSTOMER CREDIT CASE No. PU-11-557
MECHANISM FOR A DEPARTMENT OF ENERGY
SETTLEMENT PAYMENT

CORRECTED
SETTLEMENT AGREEMENT

This Settlement Agreement is entered into this 15" day of September 2011, by and
between the North Dakota Public Service Commission Advocacy Staff (“Staff”) and
Northern States Power Company (“Xcel Energy” or the “Company”), a Minnesota
corporation operating in North Dakota (collectively, the “Parties”). This Settlement
Agreement resolves all outstanding issues in the above-captioned proceeding in a
manner consistent with the public interest and will result in just and reasonable rates

tor the Company’s retail electric operations in Notrth Dakota.

BACKGROUND
The Company’s previous general electric rate increase application was filed in
December 2007 (Case No. PU-07-776). In 2010, Xcel Enetgy’s earnings from its

electric operations in North Dakota were substantally below the authotized return on



equity (“ROE”) of 10.75 petcent, as shown in the weather-normalized returns
provided in Figure 1 below. Projected ROEs for the 2011 and 2012 test years, absent

rate relief, are 4.7 petcent and 3.0 percent, respectively.
Figure 1

Xcel Energy North Dakota Electric
Weather-Normalized Returns on Equity (ROE)

10.7%  10.2%

2008 2009 2010 2011TY 2012TY

Note: The 2010 return does not include a one-time deferred fuel expense write-off.

The resulting increase in tates provided under this Settlement Agreement is necessaty
to provide the Company with a reasonable opportunity to earn a fait rate of return
while still keeping residential rates among the lowest in the region and much lower
than the national average. Moteovet, even with the increase contemplated in this
Settlement Agreement, the Company’s Notth Dakota rates will have increased, on
average, about 2.2 petcent per year over the past twenty years, which is below the

average 2.4 petcent annual rate of inflaton during the same period.’

! Source: U. S. Dept. of Labor (Consumer Price Index).



See Attachment A for a summaty of the procedural history of this case, leading to this

Settlement Agreement.

TERMS
The Parties agtee to the provisions as defined below and supported by Attachment B,
which is a summaty of the Settlement Agreement adjustments and their revenue

impact.

I. REVENUE REQUIREMENTS

In its amended filing, the Company requested a revenue increase of $17,990,000 in
2011 and a 2012 step of $2,374,000. As a result of the adjustments agreed to herein
and desctibed below, the Parties agree to an increase in Xcel Energy’s electric base
rates for retail customers in North Dakota in 2011 to yield an additional $13,711,000
or 8.3 petcent over previous rates, and 22012 step increase of $1,995,000 or 1.2
petrcent in 2012 (for a total rate increase effective January 1, 2012 of $15,706,000 or
9.6 percent). Since this inctrease is lower than the current interim rate level, it will
result in an estimated interim rate refund of $3,165,000 (plus interest), as described

further in Section I11.

In addition to resolving all outstanding issues in the Company's rate case filing, this
Settlement Agreement resolves two additional matters. The first is an agreement to
allow the recovery of $862,000 in incremental operating and maintenance (“O&M”)
costs incurred by the Company as it responded to the devastating 2011 summer flood
in its Minot, ND service atea. This is a non-recurring expense. Rather than include it
in the 2011 revenue requirement and thereby affect base rates (which would
complicate recovering the approptiate amount from customers over a given

amortization period) this Settlement Agreement proposes to recover incremental



Minot flood O&M costs as an offset to the 2011 intetim rate refund resulting from
this rate case Settlement Agtreement. This has the effect of decreasing the interim rate
tefund, and recoveting the total amount in 2011 with no effect on final base rates now

or in the future.

Lastly, this Settlement Agreement provides an efficient mechanism for crediting to
customets $4,668,000 for the settlement payment from the Department of Energy
(“DOE”) regarding the DOE’s failure to take spent nuclear fuel during the period
from 1998 to 2008, net of legal costs. Rather than include the DOE Settlement credit
as a one-time offset to the Company’s 2011 revenue requitement and thereby affect
base rates (which would complicate crediting the appropriate amount to customers
over time), this Settlement Agreement proposes to add this customer credit to the
2011 interim rate refund. This has the effect of flowing through the DOE Settlement
proceeds to customers as a one-time bill credit included with the 2011 interim rate
refund, with no effect on base rates now or in the future. This provision also tesolves
the Company’s DOE Settlement petition in Case No. PU-11-557 pending before the

Commission. Thus, this is a timely and efficient crediting mechanism.

The total refund, including the interim rate refund, the Minot flood charge, and the
DOE Settlement credit is estimated to be $6,971,000, as described in Section III.

Table 1 summarizes the overall impacts to customers of the base rate and non-base

rate changes for both 2011 and 2012:



Table 1

Test Requested | Settlement DOE II\"IIIEI)OC;

> Base Rate Base Rate | Settlement Bill Impact
Year 1 . 2 O&M

Increase Increase Credits
Recovery
2011 $17,990,000 |  $13,711,000 | ($4,668,000) $862,000 |  $9,905,000
2012 $2,374,000 $1,995,000
V12 20,364,000 | $15,706,000
ncrease

! Reflects removal of Merricourt Wind Project.
2 Actual credit will include interest eatned on Settlement proceeds.

A.  Return on Equity

The Patties agree to a retutn on equity (“ROE”) of 10.4 percent. The adjustment
reduces the original 2011 revenue request, based on an 11.25 percent return on equity,
by $2,270,000. The 2012 step increase is also reduced by $63,000 for this adjustment.
The Patties also agree that a 10.4 percent ROE will be used for purposes of

determining interim rates in the Company’s next electric rate application.

B.  Monticello Life Extension and Power Uprate Project

For putposes of determining the overall revenue requirement and base rates, the
Parties agree to reduce the 2011 test year revenue requirement and 2012 step increase
to reflect the change in the Monticello life extension and power uprate project
(“Montd LCM/EPU”). The ptoject has been delayed due to: (1) problems in
obtaining data from a vendor needed to complete a safety study required by the NRC
as a condition of obtaining the amended license for the power uprate; and (2) the
failure of a vendor’s equipment to meet operating requirements. As a result, the

amended license and completion of the Monti LCM/EPU project are anticipated to



occur in the Fall of 2012. This change in schedule reduces the 2011 test year tevenue

requirement by $480,000 and the 2012 step increase is reduced by $897,000.

C. Reliability Improvement Costs
For purposes of determining the final revenue requirement, the Parties agree to
include $482,000 in the 2012 step increase for purposes of funding reliability
improvement initiatives developed and agreed to in discussions between the Parties.
These programs, desctibed in mote detail in Section IV of this Settlement Agteement,
will increase revenue requitements by:
1. $250,000 for installation of 25 Intelliteam automated switches in the Fargo, ND
setvice area,
2. $212,000 for increased annual vegetation management expenditures in the state
of North Dakota, and
3. $20,000 to fund a customer credit progtam which will issue $50 credits on an
annual basis to customers expetiencing at least six sustained (5 minutes or

longer) interruptions during the year.

D. Minot Flood Restoration Capital Investment

The Parties also agtee to the recovety in base rates of the Company’s revenue
requirements associated with capital investments made to prepare and restore the
Company’s Minot electtic system before and after the 2011 Minot flood. The 2011
revenue requirement associated with these capital investments is $99,000 based on the
incremental $1.1 million investment in 2011. The 2012 step is increased by $91,000
reflecting the incremental, second-year tevenue requirements. Unlike the incremental
flood O&M expense, this capital investment creates ongoing revenue requirements.
Therefore, it is approptiate to include the investments costs in base rates in this

Settlement Agreement.



E. Additional Adjustment

For putposes of determining the overall revenue requirement and base rates, the
Parties agree to an additional adjustment that reduces the 2011 requested increase by
$1,629,000. 'This additional adjustment is equal to approximately 85 percent of the
amount of non-ROE adjustments recommended by Advocacy Staff witness Mr.
Michael McGatty. If this case wete to remain contested, the Company would

challenge a significant number of these non-ROE adjustments.

Thus, the additional adjustment implemented in this section acknowledges that
although the patties could agtee on an overall revenue requirement for purposes of
establishing base rates, there wete differences of opinion on certain components. The
additional adjustment, along with other adjustments described in this Settlement
Agtreement: (1) provides an overall revenue requirement that is just and reasonable; (2)
avoids costly and time-consuming litigation; and (3) does not require the endorsement
and/or acceptance of any cost-of-setvice principles or application of Commission
policies. In particular, the additional adjustment does not establish any principle or
precedent, ot adopt ot recommend any specific type or amount of expense or rate

base, for this or any future proceeding.

The patties agtee this Settlement Agreement provides for the Company’s filed

regulatory amortizations over a three year period.

F. 2012 Revenue Adjustment
The Parties agree to increase or decrease weather normalized non-fuel retail revenues

expetienced in 2012 so as to match the 2012 projected forecast of non-fuel retail



revenues of $119,410,000 resulting from this Settlement.”> Due to the continued
economic recession, the actual weather normalized revenues for 2011 are lower than
ptojected for the 2011 Test Year. While it is not possible to predict when economic
recovery will occut, it is doubtful that a full recovery will occur in the near future.
Therefore, due to the difficulty in forecasting retail revenues at this time, a retail
revenue true-up will occur for the year ending 2012. Given the current trend in
electric retail sales, the ttue-up may result in a customer surcharge rather than a bill
credit. In either circumstance, the Company will collect no ‘more and no less than its
projected retail base revenues for 2012. This Revenue Adjustment will not apply to
2011 calendar year and will only apply to 2012 base revenues. The Revenue
Adjustment will be made through a one-time bill charge or refund. Refunds or
charges will be determined on a per customer basis using each customer’s 2012 annual
actual billed retail base revenues as a share of the total 2012 actual billed retail base
revenues before weather-normalization, multiplied by the true-up amount. The
Company shall make a compliance filing by March 31, 2013 providing a comparison
of weather normalized retail revenues to the Settlement 2012 projected non-fuel
revenues of $119,410,000 and include supporting schedules calculating the customer
bill impacts. The Company will use the same weather normalization methodology

used in this current rate case.

% Steven Huso Direct Testimony Exhibit__ (SVH-1), Schedule 3 Base Retail Revenues of
$103,818,000 plus increased retail revenues resulting from this Settlement of $15,592,000 (which
does not include increases in non-retail operating revenues of $114,000). Also see Attachment C.



II. RATE DESIGN
The Parties agree to the following apportionment of the 2011 revenue requirement
and 2012 increase among customer classes for the January 1, 2012 rate change:

1. Residential service: $5,729,000 or 8.7 percent;

2. Commercial (non-demand metered) service: $806,000 or 7.3 percent; and

3. Commercial (demand metered) service: $9,055,000 or 10.6 percent.

These changes are further shown on Attachment C to the Settlement Agreement.
This apportionment reflects base rate percentage changes by customer class that are
consistent with the Company’s originally proposed class revenue allocation, as shown

on the attachment.

The Parties agree to the filed tariff changes proposed in the Company’s initial filing, as
amended to reflect the change in revenue requirement contained in this Settlement
Agreement. In amending the tariffs, the Parties agree to use the Company’s proposed
rate design principles in developing final rates to implement the approved revenue

requirement contained in this Settlement Agreement.

The Company shall file compliance tariff pages setting forth the revised electric rates
and tariffs provided by this Settlement Agreement at least thirty (30) days ptiot to the

January 1, 2012 effective date of final rates.



III. 2011 INTERIM RATE REFUND

The Parties agree the interim rates presently in place will remain in effect for all
customer classes through December 31, 2011. An interim rate refund will be issued
to customers within ninety (90) days of the implementation of final rates for the
difference between total interim revenues collected since February 18, 2011 and the
2011 test year revenue amount agreed to in this Settlement (effective February 18).
Based on current information, the Parties estimate this difference to be $3,165,000
ptiot to considering the additional refund adjustments for the DOE Settlement
customer credit and incremental Minot flood O&M expenses. The annualized
Settlement 2011 revenue requirement is first compared to the annualized interim rate
increase level to calculate the annualized 2011 interim rate refund. An adjustment is
made to the annualized difference to reflect the fact that interim rates will be in effect
for less than a full year (i.e., February 18, 2011 through December 31, 2011). Once
the 2011 interim rate refund estimate is calculated, the above-described one-time
DOE refund revenue credit and Minot O&M cost adjustments ate included to

establish the net refund amount.

As shown in Table 2, the inclusion of both the DOE Settlement credit and
incremental Minot O&M adjustments provide an overall net inctease to the 2011
interim rate refund of $3,806,000. This will result in a total customer refund of
approximately $6,971,000, or about $35.69 per residential customer, to be issued

during the first quarter of 2012.

10



Table 2

Refund/Recovery Item Refund Amount
Interim Refund
Interim Rate Level (annual) $17,355,000
Settlement 2011 Increase (annual) $13,711,000
Difference $3,644,000
Adjusted for Feb 18 Effective Date' $3,165,000
Other Refund Adjustments
a. Minot Flood O&M Recovery ($862,000)
b. DOE Settlement Proceeds $4.668.000
Net Refund Adjustments $3,806,000
Total Estimated Customer Refund? $6,971,000

1 Since interim rates will have been collected from February 18, 2011 to December 31, 2011, or 317
days, the estimated refund amount represents approximately 317/365 or 86.849 percent of the
annualized difference between the interim rate level and the Settlement amount.

2 When actually issued, the refund will also include interest earned on the DOE Settlement amount
as well as the interim revenues collected since February 18, 2011. Interest is not reflected in this
estimate.

IV. RELIABILITY IMPROVEMENTS
The Patties agree that the following reliability improvements will be implemented
beginning 1n 2012:

A. Installation of Intelliteam Switches

Xcel Energy will install 25 Intelliteam switches on its Fargo, North Dakota

distribution system to improve outage testoration time through “smart grid”

11



technology. These switches will cover about 80 percent of the load in Fargo,
including ctitical loads such as hospitals, the airport, water treatment facilities, North
Dakota State University, and the industrial patrk. In a feeder-level outage, these
switches have the capability to automatically isolate a faulted section of a circuit and
testore powet to the unfaulted sections. Typically, about half of the customers being
setved by a protected feeder will be restored within 45 seconds. At the time of this
Settlement Agreement, the estimated cost of installing 25 Intelliteam switches is
approximately $2.5 million. The Parties agree to increase the 2012 step increase by
$250,000 to reflect the associated annual revenue requirement for 2012. Future rate

cases will include the investment as part of the filed rate base.

Xcel Energy has already installed over a hundred of these switches on its system in
other states and has had good experience with them. Other utilities throughout the

country have also successfully used this technology.

Assuming Commission acceptance of this Settlement, the 25 Intelliteam switches can

be in service prior to the 2012 summer storm season.

B. Increase Vegetation Management Resources

Beginning in 2012, the Company will increase its operating expense budget to
supplement its vegetation management (e.g. tree pruning) activities in North Dakota.
To recover these costs, the Parties agree to allow an increase to the 2012 revenue
requirement of $212,000, which is representative of the current cost of an additional
vegetation management crew. Increasing its North Dakota tesources from 4 to 5
crews will allow the Company to shorten the vegetation management cycle in Notth
Dakota from the current 4.5 years to 4 years, which exceeds the Company’s existing

internal standard of 5 years. The additional resources would also facilitate mid-cycle

12



check-ups on the higher growth or problematic areas of Xcel Energy’s North Dakota
system. This agreement is intended to address the high tree growth rates in recent

years due to excess moisture in the region.

C. Implement Annual Multiple Outage Credit

Beginning January 1, 2012, Xcel Energy will implement a service quality program in
North Dakota for customers expetiencing multiple service interruptions. The
program will, on an annual basis, provide $50 bill credits for customers who
experience at least 6 sustained (5 minutes or longer) interruptions during the previous
calendar year that are not caused by storms or public damage to our system. The
credits will be awarded as a one-time bill credit after the data has been finalized,
queried, and reviewed following the calendar year in question. The Parties agree to
include an increase to the 2012 revenue requitement of $20,000 for the cost of the
credits. The Company will provide a summary report each year to the Commission of
the customers impacted and credits paid under this program. The first bill credits will
be for interruptions occurting in 2012, and will be issued to customers during the first

quarter of 2013.

V. OTHER TERMS AND CONDITIONS

A. Basis of Settlement Agreement

It is agreed this Settlement Agreement is a negotiated settlement agreement subject to
approval by the Commission. Except for the 10.4 percent ROE, the Settlement
Agreement does not establish any principle or precedent, or adopt or recommend any
specific type or amount of expense or rate base, for this or any future proceeding. In
future rate applications and earnings reports, the Company will use an ROE of 10.4

percent and the most recent Commission order approving cost tecovery for specific

13



costs.

B.  Effect of the Settlement Negotiations

It is understood and agtreed that all offers of settlement and discussions related to this
Settlement Agteement are ptivileged and may not be used in any mannet in
connection with proceedings in this case or otherwise, except as provided by law. In
the event the Commission does not approve this Settlement Agreement, it shall not
constitute patt of the tecord in this proceeding and no part thereof may be used by

any party for any purpose in this case or in any other.

C.  Applicability and Scope

This Settlement Agreement shall be binding on the Parties, and their successors,
assigns, agents, and representatives. Consistent with the Commission's settlement
guidelines, this Settlement Agreement does not set policy or overturn precedent. This
Settlement Agreement shall not in any respect constitute an agreement, admission or
determination by any of the Parties as to the merits of any specific allegation or

contention made by the Parties in this proceeding;

D. Effective Date

This Settlement Agreement shall be effective on the date of the Commission Order
approving the Settlement Agreement. The revised rates and tariff agreed to by this
Settlement Agreement shall be effective on the dates specified in the Revenue

Requirements Section of this Settlement Agreement.

E. Modification
If the Commission Order modifies or conditions approval of this Settlement

Agreement, it shall be deemed terminated if either Party files a letter with the

14



Commission within three (3) business days of the date of such Order stating that a

condition or modification to the Settlement Agteement is unacceptable to such party.

CONCLUSION
The Parties have agreed to the forgoing terms to resolve all outstanding issues in the
above-captioned proceeding. These terms ate a result of negotiations between the
Parties, are in the public interest, and will result in reasonable electric rates. For these

reasons, the Parties urge the Commission to approve the Settlement Agreement.

15



Dated this 15th day of September 2011.

Northern States Power Company,
A Minnesota corporation

oo The

By:
Laura McCatten
Regional Vice President

Dated this day of September 2011.

Northern Dakota Public Service Commission Staff

By:

Mark Gruman
Counsel to the Commission
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® 2302 Great Northern Drive
ce nergy P O Box 2747
Fargo, ND 58108-2747

(701) 241-8632
dave.sederquist@xcelenergy.com

September 22, 2011

Darrell Nitschke, Executive Director
North Dakota Public Service Commission
State Capitol Building, Dept. 408

600 East Boulevard

Bismarck, ND 58505-0480

SUBJECT: Environmental Protection Agency’s Power Sector Rules Pilot Project
Dear Mr. Nitschke:

The North Dakota Public Service Commission (“Commission”) recently requested an
update regarding the involvement of Northern States Power Company, a Minnesota
cotporation (“Xcel Energy” ot the “Company”) in the Power Sector Rules Pilot Project
(“Project”) sponsored by the State of Minnesota and the Environmental Protection
Agency (“EPA”).

Xcel Enetgy is participating in the Project through its representation on the Project
advisory committee. The Company believes our participation in the Project could be
beneficial as our technical and policy expettise will help better inform the EPA, the
Minnesota Pollution Control Agency (“MPCA”), and other stakeholders of the
tequirements and challenges ahead in implementing these EPA regulations. At the same
time we will work to ensure that efforts to minimize costs are fully considered and,
hopefully, adopted in the final Project recommendations. In addition, we believe the
comprehensive, coordinated approach undertaken through the Project should ultimately
prove beneficial by allowing utilities and ratepayer representatives to identify and discuss
practical issues regarding the implementation of these federal rules with state and federal
officials, representing both environmental and economic regulators, and with
environmental advocates.

Participation in this effort is consistent with our Federal legislative strategy to mfluence
federal policy makers and bring about sound, rational regulation that mimimizes customer
cost impacts, protects the public interest and provides due credit for proactive actions by
utilities in their efforts to be environmentally responsible.

It is important to note that while the Company has agreed to participate in the Project,
Xcel Energy has not agreed to be bound by any recommendations that may result from
the Project. It is also important to note that no policy proposals have yet been discussed



by the advisory committee and therefore, no recommendations have yet resulted from the
Project. Thus, we have not yet been faced with any decisions or options resulting from
the Project that would incur any costs or cost savings on behalf of our customers; no
costs telated to the Project have been incurred to date; and no costs related to the Project
ate included in our currently pending electric rate case, Case Nos. PU-10-657 and PU-11-
55.

We appreciate the opportunity to brief the Commission on this Project, and, as discussed
further below, we would be happy to provide periodic updates to the Commission on a
going forward basis and to facilitate participation in future Project meetings by
Commission Staff.

Background of the Project:

In the Spring of 2011, the EPA approached the MPCA regarding an opportunity to
teview the implementation of a number of current and pending EPA rules impacting the
power sector. The goal of the Project is to explore whether these EPA rules could be
implemented and complied with in a well coordinated and cost-effective manner. The
EPA offered to provide modeling and other technical resources to assist with the Project.
The MPCA agreed and contacted the Division of Energy Resoutces of the Minnesota
Department of Commerce, and the Minnesota Public Utilities Commission, to assist in
planning and facilitating the Project.

As part of the effort, the Minnesota state agencies formed a small advisory committee, to
provide insight concerning policy options for rule implementation, and to make
recommendations. The participants in the advisory committee are:

o Representatives from Minnesota Power and Xcel Energy, the two utilities in the
state with the vast majority of emissions impacted by the EPA rules;

o Two representatives of large power customers;

o One representative of low-income consumers; and

o One representative of the environmental community.

In addition to the advisory committee, the Minnesota state agencies also formed a
technical modeling group to assist in and evaluate the EPA modeling. The members of
that group are technical experts from Minnesota Power and Xcel Energy, the Midwest
Independent System Operator and the federal Energy Information Agency.

The Minnesota state agencies selected the Great Plains Institute to facilitate advisory
committee discussions. The EPA asked the World Resources Institute to provide
technical assistance and facilitate the modeling work group.

The agencies are attempting to conclude the Project by the end of the year, if not earlier.
As described by the Minnesota agencies and the EPA, the desired outcomes for the
project are:



e A set of recommendations to the Minnesota agencies for a process or plan that
will guide covered soutces to a responsible compliance strategy that meets all
regulations, ensutes reliability, mitigates costs and incorporates energy efficiency,
tenewable energy and combined heat and power applications.

e An estimate of how compliance strategies will affect air quality and greenhouse gas
emissions in the state, and

e An estimate of how compliance strategies will affect the Minnesota economy.

Project activity to date:

To date, the Project has had only one in-person meeting, which was held on August 19,
2011 at the MPCA offices in St. Paul. The meeting focused primarily on organizational
and procedural matters. On Friday, September 16, 2011, the Project met by WebEx
teleconference to listen to presentations by the EPA on a potential compliance
relationship between the Cross State Air Pollution Rule and the Regional Haze Rule.

The next in-person meeting has been set for September 27, 2011 from 10:00 am to 2:00
pm also at the MPCA offices. All of the meetings of the Project are open to the public,
and can be attended either in-person or by WebEx teleconference. The MPCA is
maintaining a website devoted to providing information about the Project, which can be
accessed at the following URL:

www.pea.state.mn.us/ index.php/ air/ air-permits-and-rules/ air-rulemaking/ power-sector-regulations-

project.htm!

Benefits of participating in the Project:

Prior to the first meeting, the Company worked with Minnesota Power, the Minnesota
Chamber of Commerce, and representatives of our large industrial customers to develop
and agree to a set of guiding principles. The principles were designed to retain our
abilities to challenge EPA rules or any findings of the Project, and to focus our efforts in
the Project toward achieving compliance with EPA regulations as cost-effectively as
possible. In particular, under the guiding principles, Xcel Energy, Minnesota Power, and
representatives from the large industrial customers participating in the Project:
(1) reserve our mdividual rights to challenge any EPA rule included in the Project;
(2) retain our ability to challenge any modeling, finding or report from the Project;
and
(3) are committed to focusing the attention and resoutces of the Project on policy
options that reduce ratepayer impacts in complying with EPA regulations. A copy
of those guiding principles is attached to this letter.

Accordingly, we expect to work with members of the advisory committee to identify
practical options to implement and comply with EPA rules in ways that reduce required
capital investments for environmental controls or compliance, thus reducing the impact
of these EPA rules on our ratepayers. For example, one of Xcel Energy goals in this
effort is to have the advisory committee support the MPCA’s determination of the



control technologies that need to be installed under the initial regulatory milestone of the
federal Regional Haze Rule, known as the “Best Available Retrofit Technology”
requirement ot BART. The MPCA has determined that both Unit 1 and Unit 2 at Xcel
Energy’s Sherburne County Generating Station in Becker, Minnesota are subject to this
BART requirement. After years of analysis and review, the MPCA determined in 2009
that BART for these units were relatively inexpensive control technologies for NOx and
SO2 emissions reductions.

However, in its June 2011 preliminary review of the MPCA’s BART determinations, EPA
Region 5 stated its belief that BART for these units should include “Selective Catalytic
Reduction” (“SCRs”) for additional NOx reductions. The installation of SCRs on these
units would cost Xcel Energy ratepayers in excess of $250 million over the next few years.
SCRs were considered in the MPCA’s BART review for Sherco 1 & 2 and the MPCA
determined that SCRs would not be cost-effective control technologies and would not
result in a sizeable visibility improvement. We hope to use the Project to bolster support
for the MPCA’s BART determination, saving our ratepayets the significant capital costs of
these SCRs in this timeframe.

As noted previously, we will provide petiodic updates to the Commission on a going
forward basis. Moreover, we invite participation mn future Project meetings from the
Staff; such participation could either be in person or over the phone.

We hope the mnformation above addresses any concerns you may have regarding the
Project. However, if you have additional questions or concerns, we would be happy to
address this matter further with Commissioners or the Staff.

Please feel free to contact me if you have any questions about the information in this
letter. Thank you.

Sincerely,

o Kbt

David H. Sederquist
Sr. Consultant, Regulation & Finance
Xcel Energy

Cc: Pat Fahn



EPA Power Sector Rules Project
Participant Ground Rules

Participation in the EPA Power Sector Rules Project (Project) does not imply support
for EPA rules, actions or decisions that impact the electric power sector. All
procedural and substantive rights, actions, or objections available to a Participant in
the Project with regard to those rules, actions or decisions are reserved to the
Participant during and after the Project.

Participants reserve the right to publicly comment on any results of modeling, or
policy analysis or discussion conducted as part of the Project. This includes
comments on any contemporaneous or subsequent use of such results, analysis or
discussion in any regulatory, legislative or other policy making proceedings or
activities at either the, state or federal level.

Each Participant shall be given the opportunity to have all technical and system
detail and assumptions reviewed by Participant’s technical staff, and to have their
input and advice considered, before being adopted or used in Project modeling or
analysis. A Participant may provide supplemental commentary to any final report
on modeling or technical analysis or policy with which they disagree.

The electric rate impact and/or Minnesota employment impact of modeling
assumptions and policy options or choices must be projected in the aggregate for the
state, by utility and, where appropriate, on a policy option basis. To the extent
possible, the Project should focus its efforts and attention on policy options that
reduce ratepayer impacts without reducing environmental quality.

Draft (August 8, 2011)
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