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I. Introduction 1 

Q. State your name, position, and business address. 2 

A. My name is Michael J. Majoros, Jr.  I am President of Snavely King 3 

Majoros & Associates, Inc. located at 8100 Professional Place, Landover 4 

MD 20785. 5 

Q. Describe Snavely King Majoros & Associates, Inc. 6 

A. Snavely King Majoros & Associates, Inc. ("SKM") is an economic and 7 

management consulting firm whose focus is the transparency, 8 

accountability and effectiveness of economic regulation along regulated 9 

and partially regulated supply chains. Its’ clients include Main Street 10 

individuals and organizations. The firm's consultants conduct economic, 11 

accounting, and financial policy analysis, which they present in the form 12 

of expert testimony and reports before courts and regulatory agencies.  In 13 

1970, Carl M. Snavely and Charles W. King founded Snavely King & 14 

Associates, Inc. to conduct research on a consulting basis into the rates, 15 

revenues, costs and economic performance of regulated firms in the 16 

transportation, telecom and public utility industries.  Since then, the firm 17 

has participated in over 1000 proceedings before almost all of the state 18 

commissions, and all Federal commissions that regulate the utility, 19 

telecom and transportation industries.   20 

Q. Have you prepared a summary of your qualifications and experience? 21 
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A. Yes, Appendix A is a summary of my qualifications and experience.  1 

Appendix B contains a tabulation of my appearances as an expert witness 2 

before state and Federal regulatory agencies. 3 

Q. For whom are you appearing in this proceeding? 4 

A.  I am appearing on behalf of the North Dakota Public Service Commission 5 

Staff. 6 

II. Subject of Testimony 7 

Q. What is the subject of your testimony? 8 

A. My testimony addresses depreciation and nuclear decommissiong. 9 

Q. Do you have any specific experience in the field of public utility 10 

depreciation? 11 

A. Yes, public utility depreciation is a field in which SKM specializes.  12 

Members of the firm have appeared as expert witnesses on this subject 13 

before the regulatory commissions of almost every state and several 14 

Federal Commissions.  I have testified on the subject of public utility 15 

depreciation on multiple occasions, including appearances before the 16 

North Dakota Public Service Commission (“PSC” or “Commission”).  I 17 

have also testified on the subject of nuclear decommissioning costs and 18 

funds. 19 

III. Purpose of Testimony 20 

Q. Explain the purpose of your testimony in this proceeding. 21 

A. My testimony reviews the Company’s depreciation proposals.  It describes 22 

expresses an opinion regarding the reasonableness of the Companies’ 23 
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depreciation proposals.  Finally, I make alternative recommendations. 1 

IV. Summary of Adjustments 2 

Q. Do you have any alternative recommendations? 3 

A. Yes, I have two recommendations as a result of my analyses.   4 

• I propose retention of the whole-life procedure with a separate 5 

amortization of any significant reserve imbalances 6 

• I propose to set fossil decommissioning cost to the present value of the 7 

legal asset retirement obligations the company will incur when it 8 

retires its plants. 9 

• I propose to set net salvage cost estimates for the mass property 10 

transmission, distribution and general functions to their present values 11 

by direct reference to the legal asset retirement obligations the average 12 

amounts of net salvage the company has incurred during the most 13 

recent 5-year. 14 

VI. Structure of Testimony 15 

Q. How have you structured your testimony? 16 

A. I begin by summarizing the Company’s proposal.  Next, I provide some 17 

background regarding the genesis of the Companies’ current depreciation 18 

rates.  Next, I discuss the Company’s proposed rates and the differences 19 

between the Company’s proposals and the depreciation principles laid out 20 

in Case No. PU-07-776. Finally, I discuss my analyses and 21 

recommendation.   22 

 23 
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Summary of Company Depreciation Proposals 1 

Q. Summarize the Company’s depreciation expense proposals. 2 

A.      Lisa H. Perkett presents the Company’s depreciation and nuclear 3 

decommissioning expense testimony.  Although Ms. Perkett sponsors the 4 

depreciation study; it was prepared by Mr. Watson of Alliance Consulting.   5 

Q. Is Mr. Watson a witness in this proceeding? 6 

A. No. 7 

Q. What is the overall impact on depreciation of Ms. Perkett’s 8 

proposals? 9 

A. The overall impact to depreciation expense is shown below: 10 

     ($millions)  11 

Functional Class  Change   Change 12 

     Total Company1  North Dakota2 13 

Nuclear Decommissioning   0.0   0 14 

Electric Production   ($4.9)    ($.4) 15 

Transmission, Dist. And General ($6.7)     1.5 16 

Total     ($11.7)    $1.1 17 

Q. Can you explain why the North Dakota jurisdiction receives an 18 

increase while total company expense decreases? 19 

A. According to Ms. Perkette:  The overall reduction being referenced on 20 

Page 3 [of her testimony] was shown at the total company level. The total 21 

                                                 
1 Perkett, p.3. 
2 Workpapers A22 and A23. 
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reduction is primarily due to large decreases in depreciation for electric 1 

transmission and electric software. When these amounts, along with 2 

depreciation changes for electric general, common general and common 3 

software, are jurisdictionalized down to the North Dakota level, the 4 

decreases are smaller than the increase in depreciation related to [North 5 

Dakota] electric distribution. Electric distribution assets are direct-6 

assigned to the State of North Dakota and do not need to be 7 

jurisdictionalized.  A side-by-side comparison of total company and North 8 

Dakota jurisdictional depreciation changes can be seen in Table 4 of Lisa 9 

Perkett’s testimony.3   10 

Q. Is this a responsive answer? 11 

A. Yes, Ms. Perkett’s answer is responsive, but it clearly demonstrates a need 12 

to scrutinize the Company’s North Dakota distribution depreciation rates. 13 

Q. Did you investigate the calculation of the Company’s proposed 14 

depreciation rates?  15 

A. Yes, Appendix C of Ms. Perkett’s study compares the parameters 16 

underlying the current and proposed depreciation rates.  Any change to a 17 

parameter will change the resulting depreciation rate. 18 

Q. What drives these changes? 19 

A. We asked the Company to provide a table showing the proposed change in 20 

depreciation expense caused by: plant growth, life and curve changes, 21 

gross salvage changes, cost of removal changes, procedure changes (e.g. 22 

                                                 
3 Response to NDPSC-8-87 
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Equal Life Group v. Average Life Group) and method changes (e.g. 1 

Whole Life v Remaining Life), and other changes. We asked it to explain 2 

the “other changes.” 3 

Q. How did the Company respond? 4 

A. The Company objected asserting that “this request is unduly burdensome 5 

because the Company has not previously performed an analysis to 6 

compute the requested information.  As a result, the Company would have 7 

to develop new analyses that are not presently available. The life and net 8 

salvage changes by account are documented in Exhibit ___ (LHP-1), 9 

Schedule 7, Appendix C. There is no procedure change; average life group 10 

is still used with the exception of amortized depreciation groups. The 11 

method change going from whole life and remaining life is documented in 12 

Schedule 7 to the testimony of Lisa H. Perkett.”4  13 

Q. Did you make any other inquiries? 14 

A. Yes, we asked the Company to identify and explain all changes between 15 

the current study and the most recent prior study.  It directed us to the 16 

workpapers filed as a part of our response to Data Request No. NDPSC-8-17 

1 or its’ depreciation study, filed as Schedule 7 with Lisa Perkett’s 18 

testimony.5  19 

                                                 
4 Response to NDPSC-8-11 
5 Response to NDPSC-8-45 
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Q. Has there been any financial, operating, and maintenance change 1 

since the Company’s last depreciation study that has affected 2 

depreciation lives, retirement patterns or net salvage characteristics? 3 

A. Ms. Perkette responds “Please see Schedule 7 and associated electronic 4 

workpapers provided in our response to Data Request NDPSC-8-001. No 5 

other analysis has been performed. 6 6 

Q. Does the Company have any programs which might affect plant lives? 7 

A. Again, Ms. Perkette responds “Any Company programs that had an effect 8 

on the plant lives being proposed would be discussed in our depreciation 9 

study. The study has been submitted as Schedule 7 to Lisa Perkett’s Direct 10 

Testimony.”7 11 

Q. What do you conclude? 12 

A. I conclude that the depreciation rates changes are not driven by changes 13 

since the last study operational, maintenance or financial changes or 14 

programs adopted since the last study. 15 

VII. Depreciation Principles 16 

 17 
Q. What is genesis of the Companies’ present depreciation rates? 18 

A. MS. Perkette states that “The 2013 budget for depreciation expense was 19 

based on the depreciation principles approved in Case No. PU-07-776, as 20 

implemented in Case Nos. PU-10-657 and PU-11-55.”  According to 21 

Ms.Perkette “Those principles include: 22 

                                                 
6 Response to NDPSC-8-26 
7 Response to NDPSC-8-64 
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 1 
• The nuclear decommissioning reserve remains at zero; 2 

• The approved extended service lives for Sherco, Prairie Island, Angus 3 

Anson, Granite City, High Bridge, Inver Hills, and Key City plants; 4 

and 5 

• The transmission and distribution removal cost estimates were 6 

consistent with the ordered rates in Case No. PU-07-776.”8 7 

 8 

Q. Did you participate in Case Nos. PU-07-776, PU-10-657 and PU-11-9 

55? 10 

A. I participated in Case No. PU-07-776 but not the other two. 11 

Q. Does Ms. Perkett provide a fair representation of the depreciation 12 

principles approved in Case No. PU-07-776? 13 

A. Ms. Perkette’s response is somewhat limited and avoids addressing a few 14 

fundamental but major principles.  I have attached the Order Adopting 15 

Settlement in Case No. PU-07-776 as Exhibit___ (MJM-2).  Below, I 16 

discuss the principles she avoids and my responses concerning the 17 

Company’s compliance therewith. 18 

Preamble:  The Company's proposed depreciation 19 
expense in this case was based on a uniform 20 
depreciation expense for use in all jurisdictions.  In its 21 
testimony and post-hearing briefs, Staff challenged the 22 
reasonableness of the Company's methodologies in 23 
several respects.  In response, the Parties agree to the 24 
following process for establishing depreciation 25 
expenses.9 26 

 27 
Q. What is the first principle Ms. Perkett avoids? 28 

                                                 
8 Perkett p.2. 
9 Order Adopting Settlement Dated December 31, 2008 Case PU-07-776 Page 7. 
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 1 
A. The first principle is: 2 

 3 
Principle:  The Company will use the principles 4 
adopted in this Settlement Agreement in establishing 5 
depreciation rates for use in North Dakota. The 6 
Company will reflect its North Dakota  depreciation 7 
rates in its annual North Dakota  earnings reports  and 8 
will file depreciation rates consistent with these 9 
principles as part of the Company's next electric rate 10 
case.10  11 
 12 

Q. What is your response? 13 
 14 
A. The Company did not comply.  Exhibit___ (MJM-3) is a copy of 15 

the Company’s 2011 and 2012 Earnings Reports to the NDPSC.  16 

No depreciation rates are shown in the report; and the Company’s 17 

proposed depreciation rates in this case are not consistent with the 18 

principles established in Case No. PU-07-776. 19 

Q. What do you recommend? 20 

A. I recommend the Company be ordered to report, in all future 21 

earnings reports, the North Dakota-specific depreciation adopted in 22 

this proceeding and the annual North Dakota depreciation expense 23 

produced by those depreciation rates.  The Company should also 24 

be ordered to report in all future earnings reports, the North 25 

Dakota-specific depreciation reserves approved in this proceeding 26 

and maintain and update those reserves with North Dakota-specific 27 

annual activity. 28 

                                                 
10 Order Adopting Settlement Dated December 31, 2008 Case PU-07-776 Page 7. 
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Q. What is the next principle Ms. Perkett avoids? 1 

A. The next principle is: 2 
 3 

Principle:  Ninety days before filing its next electric rate 4 
case, the Company will report  to the Commission on 5 
whether  it intends  to propose North Dakota  specific 6 
depreciable  lives for distribution facilities, and the 7 
reasons  for its proposal.11 8 
 9 

Q. What is your response? 10 
 11 
A. Regardless of the notification, Ms. Perkett did not propose 12 

North Dakota-specific distribution lives or depreciation rates 13 

in this case.  My firm on behalf of the NDPSC has long 14 

advocated North Dakota-specific depreciation studies and 15 

rates. 16 

Q. What is the next principle Ms. Perkett avoids? 17 

A. The next principle actually contains two interrelated principles.  It 18 

is: 19 

 20 
Principle:  Both Parties agree that, unless directed 21 
otherwise by the Commission, rate recovery -- past, 22 
present, and future -- for the removal and retirement of 23 
Company utility property [a]will be used solely for the 24 
retirement of the Company's utility property and 25 
[ b ] recognized as a regulatory liability.12 26 
 27 

Q. What is your response? 28 
 29 
A. The Company’s depreciation filing does not comply with either 30 

principle underlined above.  First, the Company’s proposed 31 
                                                 
11 Order Adopting Settlement Dated December 31, 2008 Case PU-07-776 Page 8. 
12 Id., Page 8 
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removal costs for non-nuclear production and transmission, 1 

distribution and general plant accounts overstate the costs of the 2 

legal Asset Retirement Obligations (legal-AROs) it has in 3 

conjunction with such retirements.   Second, the Company has not 4 

recognized its recovery of non-legal AROs as a regulatory liability 5 

for regulatory accounting and ratemaking purposes.   6 

Legal AROs 7 
 8 
Q. Please explain the legal ARO issue. 9 

A. The Company’s 2012 Form 1 reports that: 10 
 11 

 [Legal] AROs have been reported for plant related 12 
to nuclear production, stream production, wind 13 
production, electric transmission and distribution, 14 
natural gas transmission and office buildings.  The 15 
steam production obligation includes asbestos, ash 16 
containment facilities, radiation sources and 17 
decommissioning.  The asbestos recognition 18 
associated with the steam production includes 19 
certain plants.  NSP-Minnesota also recorded 20 
asbestos recognition for its general office 21 
buildings.13 …  22 

 23 

The Company’s report goes on to state: 24 

AROs have been recorded for NSP-Minnesota 25 
steam production related to ash-containment 26 
facilities such as bottom ash ponds, evaporation 27 
ponds and solid waste landfills.  Additional AROs 28 
have been recorded for NSP-Minnesota steam 29 
production plant related to radiation sources in 30 
equipment used to monitor the flow of coal, lime 31 
and other materials through feeders.  NSP-32 
Minnesota has also recorded AROs for retirement 33 

                                                 
13 2012 FERC Form 1, page 123.41 
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and removal of assets at certain wind production 1 
facilities for which the land is leased and removal is 2 
required by contract, with origination dates being 3 
the in-service date of the various facilities.  NSP-4 
Minnesota has recognized AROs for the retirement 5 
costs of natural gas mains and for the removal of 6 
electric transmission and distribution equipment, 7 
which consists of many small potential obligations 8 
associated with polychlorinated biphenyls, mineral 9 
oil, storage tanks, treated poles, lithium batteries, 10 
mercury and street lighting lamps.  The electrical 11 
and natural gas assets have numerous in-service 12 
dates for which it is difficult to assign the obligation 13 
to a particular year.  Therefore, the obligation was 14 
measured using an average service life.14 15 

 16 

Q. What is the significance of these quotes? 17 

A. The Company has booked the liability it has for the removal of all 18 

functions of its plant.  However, it has included estimates of vastly 19 

more cost of removal in its depreciation rates.  The Company’s 20 

production plant estimates assume complete demolition of its 21 

production facilities, but it is not obligated to incur such costs.  Its 22 

future net salvage proposals for the transmission, distribution and 23 

general facilities are inflated because they incorporate huge 24 

amounts of front-loaded future inflation.   25 

Q. What do you conclude? 26 

A. I conclude that ratepayers should not be required to pay the 27 

Company more money that it expects to spend upon removal of its 28 

assets from service.  Furthermore, in my opinion, the depreciation 29 

                                                 
14 Id., pages 123.41 to 123.42. 
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principles adopted in Case No. PU-07-776 demonstrate that the 1 

Commission reached the same conclusion in that case. 2 

Q. What is the amount of the Company’s actual legal AROs? 3 

A. Exhibit___ (MJM-4) consists of three pages from the Company’s 4 

2012 FERC Form 1.  It shows the legal AROs by function at 5 

December 31, 2012 by function.  They are: 6 

  7 
Company’s Legal AROs 8 

 9 
Function:       10 

    Legal ARO 11 
       ($000) 12 
Steam production     $60,760  13 

 Nuclear production            1,546,358 14 
Wind production (other)      32,936 15 
Electric transmission and distribution     13,838 16 
Gas transmission and distribution          313 17 
Common general plant        1,197 18 
Total             $1,655,402 19 

 20 

Q. What do you conclude? 21 

A. Setting aside the nuclear production function, the Company 22 

estimates the present value cost of its legal AROs is about $109 23 

million:  24 

Legal AROs Excluding Nuclear 25 

Function:       26 
    Legal ARO 27 

       ($000) 28 
Steam production     $60,760  29 

 Wind production (other)    32,936 30 
Electric transmission and distribution   13,838 31 
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Gas transmission and distribution        313 1 
Common general plant      1,197 2 
Total              $109,044 3 

 4 

Q. How much future decommissioning and negative net salvage 5 

has the Company incorporated into its proposed depreciation 6 

rates? 7 

A. I do not know the amount; however, I do know that it is more than 8 

it would be if the legal AROs were used to calculate future net 9 

salvage, instead of the company’s approach. 10 

Q. What do you recommend? 11 
 12 
A. I recommend that the Company’s Steam and Other production 13 

plant deprecation rates reflect its actual legal AROs as the basis for 14 

depreciation rates.  I make the same recommendation for 15 

transmission, distribution and general.  The Commission should 16 

order the company to provide the North Dakota-specific amounts 17 

in all future earnings reports.  18 

Q. Is there another related principle that Ms. Perkett avoids? 19 

A. Yes, Ms. Perkett also avoids the following principle: 20 
 21 

Principle:  For purposes of determining the 22 
overall revenue requirement, the Parties agree to:  23 
recover removal costs in depreciation rates for 24 
transmission and distribution based on a net 25 
present value methodology rather than on a future 26 
cost methodology (using Staffs alternative five 27 
year historical average for the purposes of this  28 
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case).15   1 
 2 

Q. What is your response? 3 
 4 
A. Ms. Perkett’s depreciation study does not comply.  Mr. Watson used 5 

the old inflated cost approach to estimate future removal costs for 6 

the transmission, distribution and general functions rather than 7 

Staffs alternative five year historical average approach.  Net salvage 8 

is the difference between gross salvage and cost of removal.16  Mass 9 

property negative net salvage and the equivalent production 10 

decommissioning costs are primary issues in this proceeding.  11 

Q. Can you confirm that Mr. Watson used the old inflated 12 

cost approach? 13 

A. First by observation; Ms. Perkett’s Exhibit___ (LHP-1), Schedule 7, 14 

Appendix A., shows proposed negative net salvage ratios reaching 15 

negative 100 percent for a certain North Dakota distribution 16 

account.  Based on my experience, I am certain that Mr. Watson 17 

used the old inflated approach to rationalize a negative 100 percent 18 

net salvage ratio.    19 

Q. Did you ask the Company about its net salvage ratios? 20 

A. Yes, NDPSC-8-49(c) asked “Do the net salvage estimates for mass 21 

property accounts incorporate inflation expected to be incurred in the 22 

future?  Ms. Perkett responded: “Yes, but only to a small degree … “  In 23 

                                                 
15     Order Adopting Settlement Dated December 31, 2008 Case PU-07-776 Page 10. 
16  Net salvage is the gross salvage for the property retired less its cost of removal.  See NARUC 

at 322. 
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NDPSC-8-49(e) and (f) , we asked “Is it correct that Northern States 1 

Power Company’s ’s mass property net salvage estimates incorporate 2 

inflation that occurred in the past and project the past inflation into its 3 

future net salvage estimate?  If the answer to part (e) is “no,” please 4 

explain why not.”  Ms. Perkett responded “See response to part c and page 5 

68 of Schedule 7 for a discussion of the computation of net salvage ratios.  6 

The Company uses traditional net salvage, which is the precedent in most 7 

jurisdictions across the United States.”17 8 

Q. Do you agree with that response? 9 

A. I agree that the Company used the old traditional net salvage approach.  I 10 

also agree with Ms. Perkett that the Company’s net salvage estimates for 11 

mass property accounts incorporate inflation expected to be incurred in the 12 

future.  That is why the NDPSC established the present value principle.  I 13 

do not agree with Ms. Perkett’s assertion that the inflation is only 14 

incorporated to a small degree.  Inflation is incorporated in the Company’s 15 

proposed net salvage ratios to a large degree.  As prima facie evidence of 16 

that fact, I merely point to the $432 million regulatory liability for non-17 

legal AROs the Company reports in its 2012 form 10K.18 18 

Q. Did you ask the Company to provide the net present value of its 19 

proposed net salvage ratios? 20 

                                                 
17 Response to NDPSC-8-049(f). 
18 Northern States Power Company December 31, 2012 SEC Form 10k page 39. 
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A. Yes, NDPSC-8-49(d) asked “If the answer to part (c) is “yes,” provide the 1 

net present value of all of these ratios.”  Ms. Perkett responded “The 2 

Company has not performed such a calculation and the requested 3 

information is not available.”19   4 

Q. What do you recommend? 5 

A. Since the Company chose not to use the 5-year average and did not 6 

comply with other principles, and since the company’s legal AROs reflect 7 

its own future cost estimates on a present value basis, the Commission 8 

should order the company to use its legal AROs as the basis for all future 9 

net salvage estimates. 10 

Q. Do you have any other recommendations concerning 11 

depreciation rates? 12 

A. Yes, as explained above, I recommend the Company be ordered to 13 

report the North Dakota-specific depreciation rates and annual 14 

expense resulting there from in all future Earnings Reports to the 15 

NDPSC.  These reported expenses should be used in the annual 16 

roll-forward of the North Dakota-specific depreciation reserves. 17 

Q. Is the Company able to cope with individual state depreciation 18 

rates? 19 

A. Yes, the Company reported the following in its 2010 Remaining 20 

Life Report: 21 

                                                 
19 Response to NDPSC-8-049 (d). 
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Implementation of Jurisdictional Depreciation 1 
for Financial Purposes 2 
 3 
In settlements to the 2007 North Dakota Electric 4 
Rate Case (NDPSC Case No. PUC 07-776) and the 5 
2009 South Dakota Electric Rate Case (SDPUC 6 
Docket. No. EL09-009), the Company was ordered 7 
to establish remaining lives for some production 8 
plants that were materially different from what the 9 
Commission had approved in previous Minnesota 10 
Remaining Life filings. This went against the long 11 
time precedent of the North Dakota and South 12 
Dakota retail rate jurisdictions of keeping the 13 
remaining lives consistent with what is approved by 14 
the Commission. The primary result of this change 15 
is that the total Company depreciation calculation 16 
for financial purposes must account for different 17 
approved rates in the various retail jurisdictions.  18 
We do this by calculating a depreciation expense for 19 
each jurisdiction based on its approved remaining 20 
lives and then applying a jurisdictional allocator to 21 
each amount to blend the amounts together to get a 22 
total Company financial view.  We use this blending 23 
of depreciation from each of the jurisdictions for 24 
financial purposes for the Company as a whole. 25 
When completing jurisdictional filings such as this 26 
2010 Review of Remaining Life filing, we only use 27 
the lives as approved by the Commission. The result 28 
is that the decisions from the North Dakota and 29 
South Dakota Commissions do not affect filings we 30 
submit to the Commission. For regulatory purposes, 31 
the depreciation expense and the accumulated 32 
provision for depreciation are based solely on the 33 
remaining lives and net salvage rates approved by 34 
the Commission. However, numbers within this 35 
filing cannot be compared directly with total 36 
Company results that may be reported in filings 37 
before the Securities and Exchange Commission or 38 
other financial filings completed by the Company. 39 
 40 
Case No PU-12-813 41 
Data Request 8-51 42 
Attachment A, Page 17 of 136 43 

 44 
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Non-legal AROs 1 

Q. What are non-legal AROs?? 2 

A. Non-legal AROs are the difference between the Company’s legal 3 

AROs and its proposed AROs as shown above.  The Company’s 4 

collections of these excess amounts have led to the regulatory 5 

liability discussed in Item [2] of the depreciation principle 6 

discussed earlier.  As I indicated, the Company has not complied 7 

with the principle and has not recognized its recovery of non-legal 8 

AROs as a regulatory liability for regulatory accounting and 9 

ratemaking purposes.   10 

Q. What is the basis for your assertion that the Company has not 11 

recognized the regulatory liability for regulatory accounting 12 

and ratemaking purposes? 13 

A. The regulatory liability is not shown in North Dakota 2011 and 14 

2012 earnings reports, thus it was not recognized.  Also, the 15 

Company’s 2012 FERC Form 1 states “Removal costs for future 16 

removal obligations are classified as accumulated depreciation 17 

within the utility plant accounts in the FERC presentation and as 18 

regulatory liabilities in the GAAP presentation.”20  Hence, even 19 

though Case No. PU-07-776 principles required recognition, the 20 

Company denies the regulatory liability in its FERC Form 1.  21 

Although the Company recognizes the amount owed to ratepayers 22 
                                                 
20 2012 FERC Form 1, page 123.1 
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in its GAAP financial statements, it denies its existence in its 1 

regulatory and ratemaking financial statements.  This is in direct 2 

contravention to the depreciation principle established in Case No. 3 

PU-07-776. 4 

Q. Does Ms. Perkett confirm this contravention? 5 

A. Yes, Ms. Perkett confirms contravention when she responds to 6 

NDPSC-8-68.  7 

Question:  Please refer to page 38 of the parent 8 
Company’s 2011 10-K filing to the SEC. If not 9 
provided elsewhere, please provide the workpapers 10 
supporting the calculation of the asset retirement 11 
obligation of $875 million as of December 31, 2010 12 
and $1.5 billion as of December 31, 2011. Please 13 
provide these workpapers in electronic format 14 
(Excel), with all formulae intact. Provide the 15 
calculations on a plant account-by-plant account 16 
basis. Also provide the workpapers in electronic 17 
format (Excel), with all formulae intact that support 18 
the calculation of the regulatory liability of $463 19 
million at 12/31/10 and $439 million at 12/31/11. 20 

 21 

Response:  The Company respectfully objects that 22 
this request [regarding the regulatory liability 23 
reported in the 10K] is not reasonably calculated to 24 
lead to the discovery of relevant evidence, because 25 
the requested information is irrelevant to 26 
determining the North Dakota depreciation expense 27 
included in the test year revenue requirement. Asset 28 
Retirement Obligations relate to the required 29 
financial presentation necessary for every public 30 
trading entity. However, this Commission 31 
undertakes a regulatory review of removal in the 32 
depreciation expense developed through the 33 
depreciation study process. The creation of financial 34 
reporting standards does not supplant the regulatory 35 
process; in fact, the financial requirements 36 
accounted for only a portion of what regulators 37 
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review. Subject to this objection and discussion, the 1 
Company notes that the amounts related to the 2 
regulatory liabilities are based on regulatory orders 3 
and/or approved rates, and the detail underlying 4 
these amounts can be seen on page 82 of our 2011 5 
SEC Report 10-K.21 6 

 7 

In 2011 the Company recognized a $463 million regulatory 8 

liability for non-ratemaking GAAP purposes, but not for 9 

Commission Ordered regulatory ratemaking purposes. 10 

Q. What do you recommend? 11 

A. I recommend that the Company be ordered to report the total and 12 

North Dakota’s share of this regulatory liability in all future 13 

Earnings reports to this Commission.  I also recommend that the 14 

Company be ordered to modify its FERC Form 1 language to state 15 

that North Dakota’s share of the non-legal ARO embedded in 16 

accumulated depreciation has been recognized as a regulatory 17 

liability.   18 

Nuclear Decommissioning 19 

Q. What does the Company propose regarding Nuclear 20 

Decommissioning? 21 

A. Ms. Perkett states:  22 
 23 

Currently, the decommissioning fund accrual is set 24 
to zero, and no funds are being collected from North 25 
Dakota customers. Consistent with the recent 26 
decision by the Minnesota Public Utilities 27 
Commission (MPUC) in our Triennial Nuclear 28 
Decommissioning proceeding (MPUC Docket No. 29 

                                                 
21 Response to NDPSC-08-068 
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E002/M-11-939), we propose using a 60-year 1 
decommissioning period and propose to retain the 2 
accrual at zero by placing all of the 2012 and 2013 3 
DOE settlement payments into the external escrow 4 
fund to cover the increase in accrual that would 5 
otherwise need to be collected from North Dakota 6 
customers beginning in 2013. Under our proposal, 7 
there is no impact to the North Dakota jurisdiction 8 
for the test year.22 9 

 10 
Q. Was the North Dakota PSC invited to the Triennial Nuclear 11 

Decommission proceeding? 12 

 13 
A. No.  M’s Perkett explains: 14 
 15 
 16 

The Company files its Triennial Decommissioning 17 
Fund Accrual with the Minnesota Public Utilities 18 
Commission every three years. The most recent 19 
filing was submitted on November 30, 2011. The 20 
Minnesota Public Utilities Commission thereafter 21 
issued a notice for comments. Any interested party 22 
was allowed to file comments in the proceeding. 23 
 24 

 25 
Q. What was the outcome of the Minnesota Triennial Nuclear 26 

Decommissioning proceeding? 27 

A. According to MS. Perkett:  28 
 29 
 30 

In our Triennial Nuclear Decommissioning 31 
proceeding in Minnesota, we proposed an annual 32 
nuclear accrual amount greater than zero beginning 33 
in 2013. Our submittal presented cost estimates 34 
using 36-year, 60-year, 100-year, and 200-year 35 
decommissioning periods. … That filing also 36 
proposed that the accrual be funded by the DOE 37 
settlement payments for the next two years (using 38 
the 2012 settlement payment for the 2013 accrual 39 

                                                 
22 Perkett Direct Testimony in Case PU-12-813 dated December 31, 2012 at lines 1-10. 
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and the expected 2013 settlement payment for the 1 
2014 accrual). The MPUC chose the 60-year cost 2 
estimate scenario with the DOE settlement 3 
payments from October 2012 and 2013 being 4 
placed in the external escrow fund to cover the 5 
increase in accrual, resulting in no funds needing to 6 
be collected from Minnesota customers in 2013.23 7 

 8 

Q. Did the adoption of a 60-year decommissioning period produce 9 

an excess within the Nuclear decommissioning Fund? 10 

 11 
A. Apparently not.  Ms. Perkett explains:  12 
 13 

There is not a decommissioning excess as a result of 14 
the 60-year decommissioning period. Rather, the 15 
accrual had been set to zero in prior proceedings. As 16 
can be seen in Table 2 of Lisa Perkett’s testimony, 17 
however, the current cost estimates require an 18 
annual accrual of $276,513, beginning in 2013. An 19 
accrual would not be required if an excess existed in 20 
the nuclear decommissioning fund. The Company 21 
proposes that all of the DOE settlement payments 22 
received in 2012 and 2013 be used to fund the 23 
accrual, which would result in deposits to the fund 24 
in excess of the accrual amount. The excess 25 
amounts from the DOE settlement payments would 26 
be used to fund future accrual payments. Funds 27 
would be applied first to the current accrual and 28 
then the remaining DOE funds would be applied to 29 
future accruals. This process would be used until 30 
the excess funds have been exhausted and the 31 
accrual exceeds DOE settlement funds remaining to 32 
be applied. The use of the DOE settlement proceeds 33 
would result in more funding in the short-term than 34 
the current accrual, which serves to reduce future 35 
accruals. Since the early funding of amounts over 36 
the current accrual will not reduce future accruals to 37 

                                                 
23 Perkett Direct Testimony in Case PU-12-813 dated December 31, 2012 at lines 24-27 page 4 
and lines 1-9 page 5. 
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zero, this funding is not in excess of the total 1 
needed.NDPSC-8-07924 2 

 3 
Q. When was the accrual set to zero? 4 
 5 
A. Per the Company’s response to NDPSC-8-80: 6 
 7 

The nuclear decommissioning accrual was set to 8 
zero as a part of the settlement in the Company’s 9 
2007 Electric Rate Case (Case No. PU-07-776). In 10 
this settlement it was determined at that time, based 11 
on market conditions and the decommissioning cost 12 
estimate being used, that the decommissioning 13 
accrual should be zero. The NDPSC approved the 14 
settlement in its December 31, 2008 Order, included 15 
here as Attachment A to this response. 16 

 17 
Q. Please explain the settlement payments to which Ms. Perkett 18 

refers? 19 

 20 
A. The Company’s response to NDPSC-8-82 explains: 21 
 22 

Pursuant to the terms of the Standard Contracts 23 
under the Nuclear Waste Policy Act, the DOE was 24 
required to take title to, transport, and dispose of the 25 
spent nuclear fuel beginning no later than January 26 
31, 1998. The DOE has yet to accept any spent 27 
nuclear fuel. In 1998, the Company filed suit 28 
against the DOE seeking to recover damages 29 
stemming from the DOE’s partial breach of the 30 
Standard Contracts. This first lawsuit sought 31 
damages through 2004. The Company filed a 32 
second lawsuit for damages through 2008. Xcel 33 
Energy’s lawsuits were among 74 filed by utilities 34 
alleging a partial breach by the DOE.  35 
 36 
The Company sought damages based on the costs 37 
incurred for: an Independent Spent Fuel Storage 38 
Installation (ISFSI); an Alternative Storage Facility 39 
in Goodhue County; a Minnesota legislatively 40 
created biomass mandate; a Minnesota legislatively 41 

                                                 
24 Data Response ND PSC-8-079 
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created Renewable Development Fund (RDF); a 1 
Minnesota legislatively mandated payments to the 2 
Mdewakanton Dakota Tribal Community; and, cost 3 
of capital. The United States Court of Federal 4 
Claims generally allowed the Company’s claims 5 
except for the cost of capital (essentially interest on 6 
the damages determined from the date the 7 
recoverable costs were incurred). The DOE 8 
appealed that decision, challenging the Company’s 9 
right to recover costs for the private ISFSI and any 10 
costs that arose out of legislative mandates (i.e. the 11 
biomass mandate, RDF, and payments to the 12 
Mdewakanton Dakota Tribal Community). During 13 
the appeal period, two new decisions were issued by 14 
the U.S. Court of Appeals for the Federal Circuit 15 
that raised issues concerning some of the factors in 16 
the Company’s case. We subsequently engaged in 17 
further negotiations with the DOE, which resulted 18 
in the Settlement. 19 
 20 
Under the Settlement, the DOE agreed to reimburse 21 
the following fuel storage costs paid by the 22 
Company through December 31, 2013, as a result of 23 
DOE’s failure to remove the spent nuclear fuel and 24 
high-level radioactive waste from Prairie Island and 25 
Monticello beginning by January 31, 1998: a) 26 
additional pool storage costs; b) additional dry 27 
casks storage costs; c) costs for certain plant 28 
modifications directly related to such storage costs; 29 
d) certain related internal labor, overhead, 30 
operations and maintenance, training, and security 31 
costs related to such storage; and e) additional 32 
property taxes resulting from the on-site dry cask 33 
storage or other related plant modifications. 34 
Accordingly, the settlement payments received from 35 
the DOE are to address the additional costs incurred 36 
in storing the spent nuclear fuel resulting from 37 
DOE’s partial contract breach. Because both the 38 
settlement payments and decommissioning costs 39 
address costs related to our nuclear generating 40 
facilities, it is appropriate to offset one with the 41 
other. In this way, current ratepayers do not receive 42 
a credit for one cost and have to pay for another. 43 
 44 
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Please see Attachment A to this response which 1 
shows the various accounting entries the Company 2 
will complete related to nuclear decommissioning 3 
and to fully account for the DOE settlement 4 
payments.NDPSC-8-82 5 

 6 
 7 
Q. What is the interaction of the accrual and the settlement 8 

payments for North Dakota? 9 

 10 
A. Ms. Perkett explains: 11 
 12 

Table 2 below shows the 2013 and 2014 nuclear 13 
decommissioning accrual for the North Dakota jurisdiction 14 
based on the 60-year cost estimate, offset by the DOE 15 
settlement payments received in 2012 and 2013. As shown, 16 
we propose to offset the 2013 accrual with the two DOE 17 
settlement payments received in March and October 2012, 18 
and to use the expected October 2013 payment to offset the 19 
decommissioning accrual for 2014. Using the DOE 20 
settlement payments will place funds in the external escrow 21 
fund in excess of the accrual requirement; however, this 22 
process allows base rates to remain unchanged by the 23 
current decommissioning accrual.  24 
 25 
Summary of Nuclear Decommissioning Accrual* 26 
2013 Nuclear decommissioning accrual  $276,513 27 
March and October 2012 DOE Settlement Payment  $1,875,897 28 
Amount in excess of decommissioning accrual  $1,599,384 29 
2014 Nuclear decommissioning accrual  $276,513 30 
October 2013 DOE Settlement Payment (est.)  $1,509,538 31 
Amount in excess of decommissioning accrual  $1,233,025 32 
Total amount in excess at the end of 2014  $2,832,409 33 
*Exhibit____(LHP-1), Schedule 2 34 

 35 
 36 
 37 
Q. How does the Company propose to keep track of the excess 38 

funding? 39 
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 1 
A. Ms. Perkett states: 2 
 3 

Once a Commission order approving this funding 4 
mechanism is issued, and upon receipt of funds for 5 
the 2013 payment, the Company would deposit the 6 
2012 DOE settlement payments into the external 7 
escrow fund. Funds would be applied first to the 8 
current accrual and then the remaining DOE funds 9 
would be applied to future accruals. This process 10 
would be used until the excess funds have been 11 
exhausted and the accrual exceeds DOE settlement 12 
funds remaining to be applied. Specifically, the 13 
amounts would be recognized in a regulatory 14 
liability account when the deposit occurs. On a 15 
monthly basis for 2013 and 2014, the Company 16 
would recognize one twelfth of the annual 17 
decommissioning accrual and would reduce the 18 
regulatory liability by the same expense amount. At 19 
any point in time, the regulatory liability account 20 
will show the total amount funded from the DOE 21 
settlement payments less any accrual recognized. In 22 
late 2014, the Company will file its next Triennial 23 
Nuclear Decommissioning filing in Minnesota for 24 
2015 and beyond. Continued use of DOE settlement 25 
payments to fund decommissioning escrow fund 26 
accruals will be reviewed at that time. 27 

 28 
Q. How was Nuclear Decommissioning handled in the Company’s 29 

2010 rate case? 30 

 31 
A. Ms. Perkett states: 32 

 33 
In our 2010 rate case settlement, the earlier DOE 34 
settlement payment was used to reduce the total rate 35 
increase. Using the 2012 and 2013 settlement 36 
payments to offset the accrual in 2013 and 2014 37 
would have a similar effect: rather than providing a 38 
refund to customers and then raising rates, we 39 
propose to use the DOE settlement payments to 40 
reduce the requested increase in this case. In 41 
addition, we are proposing that the amount above 42 
what is necessary to offset the current 43 
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decommissioning accrual to zero also be placed in 1 
the external escrow fund such that future accrual 2 
requirements, beyond 2013 and 2014, will be 3 
reduced. 4 

 5 
 6 

Q. What do you recommend? 7 
 8 
A. I recommend that the net excess be recorded in the regulatory liability as 9 

requested by the company and that the Commission order the company to 10 

report the related balances and activity in all future earnings reports.   11 

 12 
XV. Summary 13 

Q. Does this conclude your testimony? 14 

A. Yes, it does. 15 

























-Exhibit___(MJM-2)



-Exhibit___(MJM-2)



-Exhibit___(MJM-2)



-Exhibit___(MJM-2)



-Exhibit___(MJM-2)



-Exhibit___(MJM-2)



-Exhibit___(MJM-2)



-Exhibit___(MJM-2)



-Exhibit___(MJM-2)



-Exhibit___(MJM-2)



-Exhibit___(MJM-2)



-Exhibit___(MJM-2)



-Exhibit___(MJM-2)



-Exhibit___(MJM-2)



-Exhibit___(MJM-2)



-Exhibit___(MJM-2)



-Exhibit___(MJM-2)



-Exhibit___(MJM-2)



-Exhibit___(MJM-2)



-Exhibit___(MJM-2)



-Exhibit___(MJM-2)



-Exhibit___(MJM-2)



-Exhibit___(MJM-2)



-Exhibit___(MJM-2)



-Exhibit___(MJM-2)



-Exhibit___(MJM-2)



-Exhibit___(MJM-2)



-Exhibit___(MJM-2)



-Exhibit___(MJM-2)



-Exhibit___(MJM-2)



-Exhibit___(MJM-2)



-Exhibit___(MJM-2)



Exhibit___(MJM-3)



Exhibit___(MJM-3)



Exhibit___(MJM-3)



Exhibit___(MJM-3)



Exhibit___(MJM-3)



Exhibit___(MJM-3)



Exhibit___(M
JM

-3)



Exhibit___(MJM-3)



Exhibit___(MJM-3)



Exhibit___(MJM-3)



Exhibit___(M
JM

-3)



Exhibit___(M
JM

-3)



Exhibit___(MJM-3)



Exhibit___(MJM-3)



Exhibit___(MJM-3)



Exhibit___(MJM-3)



Exhibit___(MJM-3)



Exhibit___(MJM-3)



Exhibit___(M
JM

-3)



Exhibit___(M
JM

-3)



Exhibit___(MJM-3)



Exhibit___(MJM-3)



Exhibit___(MJM-3)



Exhibit___(M
JM

-3)



Exhibit___(M
JM

-3)



Exhibit___(MJM-4)



Exhibit___(MJM-4)



Exhibit___(MJM-4)


	MJM DraftTestimony Northern States-mjm 0717final
	I. Introduction
	II. Subject of Testimony
	III. Purpose of Testimony
	IV. Summary of Adjustments
	VI. Structure of Testimony
	VII. Depreciation Principles
	XV. Summary

	MJM Resume Appendix A & B
	Exhibit MJM-2
	Exhibit MJM-3
	Exhibit MJM-4



