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Daniel P. Wolf

Executive Secretary
Minnesota Public Utilities Commission

121 7* Place East, Suite 350
St. Paul, Minnesota 55101

Re: Compliance Filing on Jurisdictional Cost Issues
Docket Nos. E002/M-15-330 and E002/M-16-223

Dear Mr. Wolf:

Northern States Power Company, doing business as Xcel Energy, submits this
Compliance Filing in the above-referenced dockets. This filing responds to the
Commission’s April 13, 2016 Order in Docket No. E002/M-15-330, and provides
information related to coordination of resource selections in states served by the
Northern States Power Company integrated system (NSP System).

Pursuant to Minn. Stat. § 216.17, subd. 3, we have electronically filed this document,
and served copies on all parties on the attached service Ust.

Please contact me at (612) 215-4663 if you have any questions regarding this filing.

Sincerely,

/s/

A/\kash H. Chandarana

Regional Vice-President

R/\tes and Regulatory Affairs
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State of Minnesota
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Minnesota Public Utilities Commission

Chair
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Beverly Jones Heydinger
Nancy Lange
Dan Lipschultz
Matthew Schuerger
John Tuma

Docket No. E002/M-15-330In the Maiter of the Petition of

Northern States Power Company

D /b /A Xcel Energy for Approval of
Cost Recovery of the Aurora Power

Purchase Agreement

In the Matter of Xcel Energy’s

Filing on Jurisdictional Cost Issues
Docket No. E002/M-16-223

Compliance Filing

Northern States Power Company, doing business as Xcel Energy, submits to the
Minnesota Public Utilities Commission this Compliance Filing in the above-
referenced docket.

Introduction

We provide service to our customers through an integrated generation and
transmission system known as the NSP System. The NSP System has been
successfully managed on an integrated basis for almost 100 years, and during that time
our customers have benefited from the efficiencies and cost savings that come with a
large and diverse system. Throughout this period the Company has been governed by
three underlying principles and they are the principles that continue to guide us today.
They are:

Retaining the integrated nature of the NSP System for the benefit of all of our
customers;

Respecting the sovereign nature of each of the states we serve, while ensuring
that they understand and bear the costs and risks associated with their
decisions; and
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• Ensuring the Company has an opportunity to remain whole by fully recovering
its cost of service in each state served by the NSP System.

These principles often work together—though not always. At times they are in direct
tension with one another. That said, we believe the core value that is shared by aU of
our states—the provision of safe and reliable service at an affordable cost—has been
well served by the integrated system. That has allowed us to reach consensus on the
vast majority of our existing generation fleet, and this agreement on resources
continues as we expand our generation fleet, most recendy with the Black Dog Unit 6
expansion and our purchase of the Courtenay Wind Farm.

In achieving that consensus while still respecting the sovereignty of the states we
serve, we have had to employ different approaches in different states. In North
Dakota that includes the use of settiements, as is the jurisdictional norm. These
settiements have served the integrated system well, allowing us to move forward with
key resource additions supported by Minnesota and other NSP states while preserving
the integrated nature of the NSP System and recovering our full cost of service.
These settiements have also allowed us to address these concerns in North Dakota

through that state’s own processes

While we have successfully managed the integrated system to date, the addition of
significant generation resources continues to put pressure on that model. Recendy,
we have been unable to reach settlement in North Dakota on certain proposed
generating resources. Instead, we developed resource-by-resource  solutions in a way
that keeps our three core principles intact.^ It is our belief that this type of piecemeal
approach is unsustainable, and we have therefore begun to examine our options for -
managing the NSP System going forward.

For several reasons, now is the right time for this discussion. First, our fleet is aging
and will turn over, almost completely, in the next two decades. Second, the mix of
resources coming onto our system continues to evolve with the maturation of wind,
solar, and distributed generation as well as historically low gas prices. Ihird, we are
likely to see new environmental regulations at both the state and federal level,
including the Clean Power Plan, that drive resource decisions.

' Examples of tiiese solutions include proposing to include the North Dakota portion of some of the 187
MW Solar Portfolio projects in our Renewable*Connect Tariff and obtaining agreement from the developer
of the Aurora Solar Project to support the Company for the unrecovered North Dakota costs of the project.
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Accordingly, we proposed to the North Dakota Public Service Commission (NDPSC)
that we perform detailed analyses to support development of a long-term plan that
addresses the future of the NSP System. The NDPSC agreed to our proposal and we
will be submitting our plan by January 1, 2017. We will make a concurrent filing with
the Minnesota Public Utilities Commission.

While we will ultimately bring forward a recommendation, today finds us in the
middle of our detailed analyses. Indeed, it is too early in the process to know the size
and shape of our ultimate proposal. What is certain is that our proposal cannot
interfere with either the sovereignty of the states in which we provide service or the
need for the Company to remain whole on cost recovery. Accordingly, our analysis
centers around our first principle—retaining (or not) an integrated system.

On that front, we are considering aU options. On one end of the spectmm, we are
investigating structures that would retain the integrated nature of the NSP System
through modest changes to the way we manage the system today. On the other end
of the spectrum, we are analyzing whether and how to separate some or all of the
states served by the Company from the NSP System. Our analysis also includes
identifying and developing the many options that fall somewhere in between those
bookends.

In anticipation of filing our long-term proposal, this Compliance Fihng is intended to
provide history and context for the principles underlying our management of the NSP
System as well as our work to date. To that end, we first discuss the NSP System, its
historical development and its current stmcture. Next, we compare and contrast the
regulatory and analytical frameworks in Minnesota and North Dakota to provide
perspective on past outcomes and how they may relate to future resource additions.
We then diseuss our efforts in North Dakota since 2007 for contextual support of our
efforts to date. Finally, we identify our analytical framework and potential structures
we may propose at year’s end.

This filing is only one step in what the Company hopes will be an ongoing dialogue
with the Commission on these issues. Therefore, we respectfully request a planning
meeting be held in the third quarter of this year where we can further discuss the
information presented in this filing and answer any questions the Commission and
our stakeholders may have.

1. Development and Operation of the Integrated NSP System

The NSP System is comprised of the generation and transmission assets of Northern
States Power Company — Minnesota (NSPM), which serves customers in Minnesota,
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North Dakota, and South Dakota, and the generation and transmission assets of our
sister operating company. Northern States Company  - Wisconsin (NSPW), which
serves customers in Wisconsin and Michigan. Although these two separate
companies own separate assets and serve customers in different states, we plan for
and operate all of the generation and transmission resources on an integrated basis.

To better understand the issues with respect to managing the NSP System as an
integrated whole, it is useful to understand how and why the NSP System developed
the way it did, how it looks today, and how it is operated. At base, the development
of the NSP System mirrors the overall development of the utility industry and its
continual search for economies of scale and diversity.

Economies of scale are generally sought to efficiently manage and economically
develop and dispatch generation and utihze transmission systems to meet the needs of
customers in the most cost-effective manner possible. By aggregating load and
sharing resources across a larger geographical area, utihties are able to build larger and
more diverse generating facihties capable of efficiently meeting the energy needs of
customers, while also providing resource diversity and scale to manage plant outages
and fuel price volatility. Seeking these economies of scale has been a goal throughout
the utihty industry as it has developed over the past century.

Diversity was, and continues to be, a key factor in balancing capacity and demand.
Utilities sought diversity in several different ways. The utility holding company
stmcture helped to achieve diversity by operating utilities in several different regions
of the country, which spread risk across the holding company system. The effects of
a poor wheat crop in Kansas could therefore be offset with an oil boom in Texas.
The industry views diversity as a system of efficient generating stations tied together
by a high-voltage transmission grid which is better able to offset risk than isolated
generating stations that serviced individual communities.

Today’s integrated NSP System, and the stmcture of Xcel Energy Inc., is a product of
100 years of utility industry development using benefits of scale and diversity across
all our states.

A. Development of the NSP System

The formation of the modern Northern States Power Company resulted from the
activities of the Consumers Power Company, a collection of small-town electric
companies in what would become the Twin Cities area, which was part of the
Standard Gas and Electric Company’s holding company system. From 1909 to 1916,
the year Consumers Power Company became Northern States Power Company; the
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company consolidated its Minnesota operations and began acquiring properties in
other states. In 1911, North Dakota operations began through the purchase of the
Fargo, Grand Forks, and Minot utilities. In 1914, operations began in South Dakota
through the acquisition of the local Sioux Falls utility. In 1915, the Company
expanded into Wisconsin through the purchase of several hydroelectric facilities and
the service territory of the communities they served. However, because Wisconsin
law then (and now)^ requires that utilities operating in that state be incorporated as
Wisconsin companies. Northern States Power Company, a Wisconsin corporation
(NSPW), was established. From 1923 to 1925 the Company consolidated its St.
Cloud and Twin Cities holdings through the acquisition of additional local utilities in
Minneapolis, St. Paul, and St. Cloud. By the late 1920s, the Northern States Power
Company that ultimately emerged from this industry-wide wave of consolidation was
mostly contiguous and tied together by a web of 66 kV transmission lines. By 1929,
Northern States Power Company served approximately 270,000 electric meters in five
states.

Consistent with the move toward capturing the economies of central station power,
NSP constmcted the Riverside plant to meet the load-serving needs of the
Minneapolis flour/grain mills and the surrounding areas. Construction began in 1915
and expansion of the plant continued through the mid-1920s. In addition to this
generation development, parts of the emerging NSP transmission system were
upgraded from 66 kV to 110 kV. The system continued to grow until the Great
Depression and World War II.

In the post-war boom, NSP more than doubled its generating capacity. During this
time, the Company built or upgraded ten new steam electric generating plants,
including the Black Dog plant, additions to the High Bridge and Riverside plants, and
new units in Mankato, Red Wind, St. Cloud, Granite Falls, Sioux Falls, Minot, and
Grand Forks.

The Company’s post-war load growth was met with generation additions that were
increasingly lower cost per kilowatt of new capacity. These economies of scale
spurred the need for more load growth, so that the Company could install more
generation at a lower cost-per-ldlowatt. Rates could then be reduced correspondingly,
which would promote more load growth. The effectiveness of these economies of
scale was so pronounced that rates were reduced in 1946, and after increases in 1948
and 1952, the Company began an unbroken succession of rate reductions extending
through the rest of the 1950s and into the late 1960s.

2 Wis. Stat. § 196.53.
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Throughout the 1960s, NSP embarked on an aggressive constmction program to
meet customer demand, obtain better economies of scale, and modernize the system.
The 1960s saw the development of the 345 kV transmission loop around the Twin
Cities and the further development of the Black Dog plant, additions to the Riverside
plant, and construction of the Allen S. King plant. In the 1970s, the first two units of
the Sherburne County generating station were developed, continuing the central
station economies of scale that first began with the Riverside plant.

The Company has also been a leader in developing emerging technologies that
complement existing elements of the system and offer new ways to most efficiently
provide service. The Company has been an active participant in nuclear development,
culminating with our Monticello and Prairie Island units in the early 1970s.
Additionally, we have retained our historic plants at High Bridge and Riverside
through their repowering (along with retrofitting the AUen S. King plant) as part of
the Metropolitan Emissions Reduction Program (IvIERP). More recently, the
Company has become a leader in the development of wind power, fostering this
technology with a demonstration facility in the 1980s and supporting its emergence in
the mid to late 1990s through its maturity in today’s landscape.

Transmission development remains a cmcial component of the NSP System and
ensures economies of scale and reliable service to all states throughout the region.
The Company was one of the first utilities to upgrade its facilities to the then-new 345
kV technology. We also installed the region’s first 500 kV transmission hne
connecting the Twin Cities in Minnesota to Winnipeg, Canada in the early 1980s, to
take advantage of extreme geographic and seasonal diversity through power purchase
exchanges with the Manitoba Hydro Energy Board. Recently, the CapX2020 Group 1
Projects provide new, strong links between our customers in North Dakota through
the Fargo Line, South Dakota through the Brookings Line, Wisconsin through the
Rochester to La Crosse Line, and the generation in and around our largest load center
in the Twin Cities area of Minnesota.

The historic development of the NSP System through today continues to provide
many of the benefits that initiated its development almost a century ago.

The Current NSP SystemB.

Ibday, NSPM and its sister corporation, NSPW, continue to provide electric service
to customers across a five-state area in the upper Midwest through an integrated
generation and transmission system. Although these two companies serve customers
in five different states, the integrated nature of the NSP System means that generation
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and transmission planning and operation has been conducted on a system-wide, rather
than a state-specific, basis for the benefit of all customers.

The current NSP System is comprised of a diverse electric generating fleet with an
installed capacity of over 10,000 megawatts (MW) meeting the energy needs of over
1.6 million electric customers. NSPM serves electric customers totaling approximately
1.2 million in Minnesota, 92,000 in North Dakota, and 90,000 in South Dakota,
making NSPM the largest utility in each of those states. NSPW serves approximately
245,000 electric customers in Wisconsin and 9,000 electric customers in Michigan.

Our generation portfolio currently includes the High Bridge, Riverside, and Angus
Anson namral gas plants in Minnesota and South Dakota, the Monticello and Prairie
Island nuclear facilities in Minnesota, and the Sherco and Allen S. King coal plants in
Minnesota. The NSP System also includes peaking plants located in both Minnesota
and Wisconsin, as well as approximately 2,500 MW of renewable energy capacity
including wind, hydro, biomass, refuse derived fuel, and solar resources. The
renewable generation portfolio includes 19 hydro facilities in Wisconsin and one
hydro facility in Minnesota, the Nobles, Pleasant VaUey, and Grand Meadows wind
farms in Minnesota, and the Border and Courtenay wind farms in North Dakota. The
NSP System also transmits electricity via approximately 7,700 miles of transmission
Hnes that stretch across the five-state NSP System.

NSPM and NSPW continue to own aU levels of the electric supply chain, i.e.
generation, transmission, and distribution, and are regulated by each of the states
served by the NSP System (and the Federal Energy Regulatory Commission) as
vertically integrated utilities. The integrated nature of the NSP System continues to
allow NSPM and NSPW to constmct, plan, and operate generation and transmission
facilities across the five-state area to provide economic and reliable supply of
electricity to meet the needs of our customers. This integrated NSP System supports
our customers by providing opportunities to leverage economies of scale, access
diverse and numerous generation resources, take advantage of load diversity, and
construct a robust and resilient transmission system.

The continuing purpose of operating as an integrated NSP System is highlighted in
the planning agreement between NSPM and NSPW:

[IJntegrated system planning and operation provides benefits to the [Company] and
their respective customers, including opportunities for.
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A. The construction of new generation and transmission facilities of optimum sii^e to
, produce maximum economies of scale for the [Company’s] combined electric system as

a whole;

The economical use oj capacity and energy available from variations in load
patterns resulting from the diversity of loads imposed by the [Company’s diverse load];

The uhli^tion o] the seasonal and diversity patterns of other utilities not
contiguous to [the Company] for the outlet oj suplus capacity and energy which may
be available from time to time, together with the opportunity, because of such variation
in seasons and diversity oj loads, to acquire capacity and energy from other utilities
and thus avoid or defer the construction of generating capacity to meet seasonal loads;

D. The pooling of reserves to reduce the magnitude of reserve capacity required by
the [Company] in order to assure reliable service to [its] customers;

B.

C

E. Improvement in the reliability of electric service through the use of transmission
interconnections which provide the [Company] with the opportunity to call upon [other
resources] as well as other utilities with which they, or any of them, are interconnected
to provide backup service in case of emergencies or breakdowns in excess of the reserves
carried by the [Company]; and

F. The provision of the most economical energy for the customers of the [Company]
by use of a centralized economic dispatch system]

The NSP System provides a strong, reliable platform as we continue to evolve in the
modern utility landscape. As noted in our most recent Upper Midwest Resource Plan
(Docket No. E002/RP-15-21), much of the existing NSP generating fleet will be
retiring over the next twenty years, which make this an appropriate time for a review
of the NSP System.

^XcelEner^ Operating Cos., FERC Docket No. EROl-1014, Restated Agreement to Coordinate Planning and
Operations and Interchange Power and Energy between Northern States Power Company (Minnesota) and
Northern States Power Company (Wisconsin) (Jan. 19, 2001); XcelEnergy Operating Cos., FERC Docket No.
EROl-1014, Letter Order (Mar. 20, 2001); see also N. States Power Co., a Minn. Corp., FERC Docket No. ER15-
1575, Letter Order (June 22, 2015) (unpublished letter order of Xcel Energy’s most recent update to the
Interchange Agreement).
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Coordination of the Integrated NSP System

The fact that the NSP system is supported by two separate corporate entities that
serve customers in more than one state impacts the way in which the integrated NSP
System is managed and regulated. To that end, NSPM and NSPW must have in place
mechanisms to appropriately share and assign cost responsibility  to the customers of
each of these states for constmcting, operating, and maintaining the integrated NSP
System. This is done both on an inter-corporate basis (between NSPM and NSPW)
and on an inter-jurisdictional basis amongst the states served by each of the corporate
entities.

C.

Inter-corporate Coordination1.

In general, all production and transmission costs incurred on behalf of NSPM and
NSPW are allocated under the terms of an agreement that has been approved by
FERC. This agreement is formally titled “Restated Agreement to Coordinate Planning
and Operations and Interchange Power and Energy between Northern State Power
Company (Minnesota) and Northern States Power Company (Wisconsin)” and is
commonly referred to as the Interchange Agreement (lA).

Cost sharing agreements between NSPM and NSPW date back to at least the 1970s,'^
and the 1984 version of the LA was restated in 2001 to provide more specificity in the
formula rates and cost of service procedures. The lA establishes the method for
determining charges from each company to the other for the sharing of power,
energy, and transmission costs. Each operating company shares in the NSP System’s
production and transmission costs by billing the other according to the methodologies
authorized by FERC in the LA. While only one operating company has title to, or
contracts for, any given generation or transmission asset, both NSPM and NSPW
share the cost of developing, operating, and maintaining all generation and
transmission facilities that comprise the NSP System.

In general, the LA formula utilizes an allocation methodology involving the highest
monthly system demand and the corresponding coincident operating company peak
demand for a 36-month period—referred to as the 36 Coincident Peak or 36CP
method. Under this method, cost share is determined by each operating company’s
ratio of peak demand to the system total using 18 months historic and 18 months

The modern day version of the lA was established in 1984; its predecessor, The Coordinating Agreement,
was approved by the (then) Federal Power Commission in 1971.
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forecasted peak load data, resulting in approximately 15 percent of the costs of the
NSP System being allocated to NSPW, and approximately 85 percent of the NSP
System costs being allocated to the NSPM. The exact allocation percentages are
determined by the allocation factors updated, filed, and approved at FERC annually.

The relationship between NSPM and NSPW as two separate contracting parties is
governed by the lA and, because the lA is a FERC jurisdictional federal tariff, it is
overseen and regulated by FERC. This creates a different legal and regulatory
structure governing the relationship between NSPM and NSPW (and therefore
between the Minnesota and Wisconsin jurisdictions of the NSP System) than between
different jurisdictions served by the same corporate entity such as the Minnesota,
North Dakota, and South Dakota jurisdictions served by NSPM or the Wisconsin and
Michigan jurisdictions served by NSPW.

Inter-jurisdictional Coordination2.

In contrast to the inter-corporate relationships managed through FERC jurisdictional
tariffs and contracts, the inter-jurisdictional relationships within a single corporate
entity are generally managed through state regulatory approval of ratemaking factors,
which allocate system costs across the jurisdictions served by a particular corporate
entity. Therefore, there is no FERC oversight of the inter-jurisdictional coordination
of states served by the same corporate entity such as the Minnesota and North
Dakota jurisdictions served by NSPM. Rather, the applicable state regulatory
commissions have direct oversight over the inter-jurisdictional coordination of a
single corporate entity.

NSPM allocates the fixed production and transmission costs among Minnesota,
North Dakota, and South Dakota customers through the use of “The Sum of 12
Monthly Coincident Peak” (12CP) Method. Through the use of this methodology,
the fixed production and transmission costs of the NSP System are allocated to each
of the states served by NSPM based on their respective impact on total NSPM system
peak.^ By design, this method will allocate 100 percent of system costs to the
individual state jurisdictions served, allowing the Company to fully recover its cost of
service across those states. The state regulatory commissions of all three NSPM
jurisdictions have approved this allocation method.*’

5 See Compliance Filing-Jurisdictional Allocation Study, Case. No. PU-12-813, REVIEW OI-JURlSDICriONAL
Allocation Methods FOR PRODuenoN AND Tr/\nsmission Costs (N.D. P.S.C. Apr. 27,2015).
^ See In the Matter ofN. States Fower Co. for Authority to Increase its Fates for Flee. Serv. Docket No. E-
002/GR-87-670, Order AFTER RECONSIDERATION (Minn. P.U.C. Oct. 20, 1988); AT. States Fewer Co. Flee.
Rate Case, Case No. PU 400-87-6, ORDER APPROVING SeTITEMENT (N.D. P.S.C. Dec. 13, 1988); In the
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Under the 12CP Method, NSPM first determines each jurisdiction’s  peak, measured in
kilowatts (kW), coincident with the NSP System peak for each of the 12 months of
the year. The monthly NSP System peaks for each state are then summed and each
state’s allocation is determined by dividing the state’s 12 month total by the NSPM 12
month total. The 12CP Method ensures that the cost of generating capacity and
transmission capability is allocated to each jurisdiction according to the capacity
necessary to generate energy and provide transmission service to the jurisdiction. The
fact that all three states utilize the same 12CP Method ensures uniform treatment of

costs amongst the jurisdictions. By allocating fixed costs in relation to the impact of
monthly system peaks, the cost allocations methods used by NSPM also provides
states with an incentive to implement energy efficiency and demand-side management
programs as these programs can decrease a state’s contribution to the monthly system
peak and result in fewer system costs being allocated to the conserving state. The
allocation of NSPW’s fixed production and transmission costs_between Wisconsin
and Michigan utilizes the same method.

D. Regional Transmission, Power Pooling, and RTOs

In addition to seeking economies of scale through large integrated systems such as the
NSP System, utilities also benefit from inter-utiUty regional cooperation.
Strengthening ties between utilities in a region can provide additional support to the
NSP System through the use of generation in other locations, support of the
transmission system, and the pooling of power to meet reserve needs and more
economic dispatch across a wider grouping of generators. The Company has been
coordinating with other utilities In the region for half a century. By 1953, NSP had
interconnected with five of its utility neighbors; 10 years later the Company had
interconnected with 75 investor-owned and public power electric suppliers.

Coordinating with regional utilities has been an important part of the Company’s
development. The Company was a leader in the formation of the Upper Mississippi
Valley Power Pool, the predecessor to the Mid-Continent Area Power Pool (MAPP).
Additionally, NSP was a leader in the creation of MAPP and its ability to improve
service to a wide swath of the Midwest. As the backbone utility of MAPP, NSP
presided over the constmction of an interconnected transmission network that linked
the Twin Cities with utilities as far south as St. Louis, Kansas City, Chicago, and

Matter of the Application ofN. States Power Co., Docket No. ELI 2-046, ORDER GRAN'HNG JOINT MOTION I'OR
Approval OF Sktitement STIPULATION; Order Approving Refund Plan (S.D. P.S.C. Apr. 18,2013)
(approving a revenue requirement using the 12-CP methodology for allocation of production and
transmission costs).
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Omaha and as far west as western North Dakota. During a ten-year period in the late
1960s and early 1970s, NSP, along with other MAPP members and affiliated utilities,
built 5,400 miles of transmission lines, most of it operating at high voltages of 230 kV
and 345 kV.

This interregional cooperation was part of larger efforts throughout the industry. In
1997, FERC issued Order No. 888 which provided for non-discriminatory access to
the transmission system for all industry participants. Shortly thereafter, FERC issued
Order No. 2000 providing the regulatory framework for Regional Transmission
Organizations (RTOs) and Independent System Operators (ISOs). In 2007, FERC
issued Order No. 890 which required regional transmission planning to help ensure
efficient large-scale regional transmission development and further expanded these
efforts more recently through the issuance of Order No. 1000.

In 1998, the Midcontinent Independent System Operator (MISO) was formed as the
nation’s first RTO.^ Today, MISO is an independent and member-based non-profit
organization and its members include 51 transmission owners, including NSPM and
NSPW. MISO operates the transmission system across 15 states and one Canadian
province and operates one of the world’s largest real-time energy markets.

While MISO’s initial focus was on providing regional transmission services, in 2005
MISO launched its energy markets and began centrally dispatching generating units
throughout much of the central United States based on bids and offers. With the
introduction of its Ancillary Services Market (ASM) in 2009, MISO also became the
region’s Balancing Authority, instmcting local balancing authorities on operation of
resources. Integration of ASM into market operations made possible the central
dispatch of regulated reserves, spinning reserves, and supplemental reserves based on
bids and offers cleared.

The formation of MISO, its centralized transmission planning, and its organized
energy, ancillary services, and spinning reserve markets continue the evolution of
utiUty development to capture economies of scale and diversity. MISO uses a
centralized economic dispatch of generation resources across the MISO footprint to
optimize the use of these resources. This central, economic dispatch increases the
economies of scale available to all MISO members by increasing the scope and
diversity of resources available for dispatch, better mitigates the impact of plant
outages by making more resources available to a larger pool of utilities, and increases

^ MISO was originally named the “Midwest Independent Transmission System Operator.”
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fuel diversity available to all MISO members. Also, MISO’s large footprint allows
lower planning reserves due to the load diversity across its 15-state region.

While the Company’s participation in MISO expands the economies of scale and
diversity provided by the integrated NSP System, the operation of the integrated NSP
System still supports efficient provision of service to our customers. For instance, the
MISO markets by definition utilise market mechanisms to function. Therefore, while
participation in the MISO market provides greater resource diversity and a larger pool
of resources available for economic dispatch, rehance on the market also subjects its
participants to greater market exposure and the attendant market risks. The large
integrated nature and size of the NSP System provides the opportunity to hedge this
market exposure through system-dedicated large and diverse generation faciUties.

Further, participation in MISO is still not a substitute for NSP System planning and
generation development. While capacity is transacted within MISO through its annual
capacity auction mechanisms, each utihty participating in MISO must still ensure that
it can meet its load serving and reserve margin obligations. This means that MISO
can provide support for utilities to help meet their short-term capacity needs at the
then-market cost, but purchasing capacity on an annual basis is not a replacement for
the development of actual generation or long-term bilateral contracts.

Therefore, states, and each individual utility, must plan for and develop sufficient
generation resources so that utilities can meet their load serving obligations. Because
the need to procure sufficient generation capacity rests with the utilities, the need for
the states’ participation in resource planning is paramount. Through the NSP System,
we can continue to provide all of our customers in the states we serve with material
economies of scale notwithstanding the increased dispatch economies provided by
MISO.

The NSP System within the MISO market also continues to provide load diversity
associated with having customers located in five different states, by smoothing load
spikes and slumps that may occur in one area across a broader geographic region.
This load diversity also provides a hedge against temporary spikes in market energy
prices.

Energy Policies of States in the NSP SystemIL

This section addresses some of the legal, regulatory and statutory schemes governing
the Minnesota and North Dakota Commissions, as well as the regulatory processes
and traditions that frame considerations of resource decisions. We beheve that

understanding these requirements, processes, and outlooks will help to illustrate how
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Commissions may reach different resource selection outcomes. Although there are
differences in the approaches of the NSP System states, they share foundational
priorities for resource selection including reliability, affordability, and diversity. While
we focus on Minnesota and North Dakota here, we note that all of the states served
by the NSP System utilize their own legal, regulatory, and policy structures.

Statutory Structures

Both the Minnesota and North Dakota Commissions are creatures of statute and have

those powers granted to them by their respective state legislatures.® While the
regulatory regimes of both states support and govern vertically integrated utilities, the
statutory schemes empowering both commissions are significantly different. In
North Dakota, the governing statutes are still fundamentally based on North Dakota’s
Public Utilities Act of 1919.^ In Minnesota, the Public Utilities Act of 1974 governs.
This results in different statutory requirements governing each commission, with the
North Dakota structure rooted in the traditional valuation methodology of
ratemaking, and the Minnesota view reflecting ratemaking standards from the 1970s.

A.

10

Ratemaking and Oversight Paradigms

A comparison of the statutory ratemaking standards of both Minnesota and North
Dakota law is instructive. Minnesota statute provides the following guidance to the
Commission:

/.

The commission, in the exercise of its powers under this chapter to determine just and
reasonable rates for public utilities, shall give due consideration to the public need for
adequate, efficient, and reasonable service and to the need of the public utility for
revenue sufficient to enable it to meet the cost of furnishing the service, including
adequate provision for depreciation of its utility property used and useful in rendering
service to the public, and to earn a fair and reasonable return upon the investment in
such property. In determining the rate base upon which the utility is to be allowed to
earn afair rate of return, the commission shall give due consideration to evidence of the
cost oj the property when jirst devoted to public use, to prudent acquisition cost to the
public utility less appropriate depreciation on each, to construction work in progress, to

** See Minnegasco, a Div. of NorAm Energy Corp. v. Minn. Pub. Utils. Comm’n, 549 N.W.2d 904, 907 (Minn. 1996)
(“The MPUC, as a creature of statute, only has the authority given it by the legislature.”); Capital Elec. Co-op.,
Inc. V. Pub. Serv. Comm’n ofState ofN.D., 534 N.W.2d 587, 589 (N.D. 1995) (“The PSC has only the powers and
duties conferred upon it by the legislature.”).
^ See 1919 N.D. Sess. Law ch. 192; see generally N.D.C.C ch. 49. Much of current N.D.C.C. ch. 49 originates
from the Public Utilities Act passed in 1919.
1974 Minn. Sess. Law ch. 429 (codified at Minn. Stat. ch. 216B).
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ojfsets in the nature of capital provided by sources other than the investors, and to
other expenses of a capital nature. For purposes op determining rate base, the
commission shall consider the original cost of utility property included in the base and
shall make no allowance for its estimated current replacement value. If the commission
orders a generating facility to terminate its operations before the end of the facility’s
physical life in order to comply with a specific state or federal energy statute or polity,
the commission may allow the public utility to recover any positive net book value of
thefacility as determined by the commission.

North Dakota statute imposes the following requirements on the NDPSC;

The commission, for the purpose of ascertainingjust and reasonable rates and charges
ofpublic utilities, or for any other purpose authorif^d by law, shall investigate and
determine the value of the property of every public utility, except railroads and motor
carriers, used and useful for the service and convenience of the public, excluding
therefrom the value of any franchise or right to own, operate, or enjoy the same in
excess of the amount, exclusive of any tax or annual charge, actually paid to any
political subdivision of the state as a consideration for the grant of the franchise or
right, and exclusive of any value of the right by reason of a monopoly or merger. The
commission shall prescribe the details of the inventory of the property of each public
utility to be valued.

11

12

***

The value of the property of a public utility, as determined by the commission for
ratemaking purposes, is the money honestly and prudently invested therein by the
utility including construction work in progress for new facilities that use lignite mined
in this state to generate electricity, as well as additions or modifications to existing
lignite facilities, less accrued depreciation.

In Minnesota, the Commission may consider a range of factors in establishing just
and reasonable rates. North Dakota law tends to be more prescriptive and based on
valuation of rate base.

13

14

” Minn. Slat. § 216B.16, subd. 4.
12 N.D.C.C. §49-06-01.

13 N.D.C.C. § 49-06-02.
'■1 Illustrating these differences is the fact that the North Dakota statutory structures are silent with respect to
utility expenses. North Dakota courts have had to read into the various public utility statutes tbe requirement
that a utility be allowed to recover its reasonable cost of providing service as a necessary prerequisite to a
utility being able to earn a reasonable rate of return on its rate base. See N. States Power Co. v. Hagen, 314
N.W.2d32, 37 (N.D. 1981).
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Another example is related to resource planning. Minnesota has a well-defined
statute^^ and associated rules. Many intervenors generally participate in this process
and a robust record is built. Additionally, the Commission reviews and approves a
five-year action plan under Minnesota’s requirements. North Dakota’s planning
statutes require that utilities submit a ten-year plan to the Commission.'^ This ten-
year plan is filed for informational purposes but there is no requirement that the
Commission act on it. The NDPSC has not acted on any of the Company’s ten-year
plans to date.

Additionally, since 2008, the Company has been required to file its Upper Midwest
Resource Plan, prepared pursuant to the Minnesota requirements, in North Dakota,
including a planning scenario that “strictly meets both Federal and North Dakota
environmental and renewable requirements for the same time period addressed by the
Minnesota Resource Plan.

NDPSC has not acted on any of the Company’s resource plan submissions to date.

These are just,two examples of broad statutory mandates imposed on the Minnesota
and North Dakota Commissions by their respective legislatures that inform the type
and degree of oversight that each Commission undertakes. In addition to these
statutory mandates, we also provide examples of more specific requirements below.

?U8 These filings are for informational purposes, and the

2. Treatment ofExternality Values

Minnesota and North Dakota have conflicting mandates with respect to valuating
extemahties in resource decisions. Minnesota requires their use;''* North Dakota
requires that they not be used.^° In fact. North Dakota statute bars the NDPSC from
increasing rates to recover the cost of a resource if it is selected by other states due to
the consideration of externality values:

The Commission may not increase electric rates as  a result of actions taken hy other
states requiring higher cost resources to be built, purchased, or otherwise acquired as a
result oj the application of quantified environmental externality values, as defined in
Section 49-02-23, as part of any resource selection process.21

'5 Minn. Stat. § 216B.2422.
« Minn. R. ch. 7843.

17 N.D.C.C. § 49-22-04.
Application ofN. Slates Power Co., a Minn. Corp.,forAuth. to Increase Kates for Elec. Serv. in N.D., Case No. PU-

07-776, SETn.EMKNT Agreement at 4 (N.D. P.S.C. Dec. 31, 2008) (hereinafter “2008 Settlement”).
'5 Minn. Stat. § 216B.2422, subd. 3.
20 N.D.C.C. § 49-02-23.
2' N.D.C.C. § 49-06-24.

16



The states’ respective treatment of externality values can impact results. An example
is the different modelling outcomes that the Company’s 187 MW of Solar Portfolio
produced in Minnesota and North Dakota as a result of externality values being
applied and omitted, respectively, from the analysis in each state. In Minnesota, the
relevant analysis indicated that on a present value of societal cost basis {i.e., utili2ing
externality values in the analysis, including imputed CO2 costs), the projects showed
cost savings of approximately |47 million in our reference case and continued savings
for the system in almost every scenario, including |56 million in savings in a “markets
off’ sensitivity. The North Dakota analysis, on the other hand, showed that
excluding externalities results in increased system costs of $14 million in our reference
case and further increased system costs in almost every scenario, including $43 milUon
in added system costs in the “low gas” price sensitivity.

Kenemable Ener^ Mandates and Objectives

Minnesota has several mandates that require public utilities to provide customers with
certain varying percentages of renewable energy. These mandates are firm
requirements that must be met unless the Commission explicitly approves a deviation.
For example, the Minnesota Renewable Energy Standard requires that the Company
generate 30 percent of total retail electric sales from eligible renewable energy
technologies by 2020:^"^

7.

North Dakota has only one state renewable energy statute and that is the achievement
of a ten percent renewable and recycled energy objective.^^ “This objective is
voluntary and there is no penalty or sanction for  a retail provider of electricity that
fails to meet this objective.”^'^ In practice, the NDPSC has made clear that
achievement of this objective should not result in any increases in costs to North
Dakota electric customers.

27

22 In the Matter of Xcet Energy’s Petition for Approval of a Solar Porfolio to Meet Initial Solar Energy Standard, Docket
No. E-002/M-14-164, PETITION at 20 (M^n. P.U.C. Oct 24, 2014); N. States Power Co. Advance Prudence-
187 NW Solar Energi Porfolio, Case No. PU-14-810, APPLICATION FOR ADVANCE DETERMINA'I'ION OF
Prudence at 10 (N.D. P.S.C. Nov. 7, 2014).
23 See Minn. Stat § 216B. 1691, subd. 2a(a)-(b).

See Minn. Stat § 216B. 1691, subd. 2b.
25 N.D.C.C. § 49-02-28.

24

-^ Id.

22 See Comments on Petiring Penewable Energy Credits to Meet N.D. ’s Renewable Energy Objective, Case No. PU-15-094,
Leti'er Regaining Renewable Energy Credits (N.D. P.S.C. May 6,2016).

17



The contrast between a mandatory, renewable energy regime in Minnesota and the
voluntary objective in North Dakota in particular“^ can result in different resource
planning and resource selection decisions. For instance, requiring mandate-driven
resource additions in advance of demonstrated system load-serving needs has created
concerns in North Dakota with respect to the cost of carrying the excess capacity.
This is notwithstanding the fact that the NDPSC has considered qualitative benefits,
such as fuel hedging, when evaluating resources.29

Statutory Goals4.

Minnesota statutes provide policy direction to the Commission and state utilities
about the energy goals of the state. Even though these goals are voluntary, based on
input from the Commission and other stakeholders, the Company incorporates them
into its planning considerations. For example, our Current Preferred Plan, as
presented in our 2016-2030 Upper Midwest Resource Plan, makes strides toward the
statutory goal of an 80 percent carbon reduction by 2050^^ by advancing a plan that
achieves nearly 60 percent carbon emissions reduction from 2005 levels by 2030.
Also, the solar resource additions proposed in our Current Preferred Plan put us on a
path toward meeting the 10 percent by 2030 goal set forth in Minnesota’s Solar
Energy Standard.

32

33

The other states served by the NSP System have also implemented renewable energy standards, with
electric service providers in Wisconsin and Michigan having to achieve a retail supply portfoHo that includes
at least ten percent renewable energy. See, e.g., Wis. Stat. § (requiring all Wisconsin electric providers
to provide their retail electricity customers with ten percent of electricity from renewable resources); Mich.
Comp. Laws § 460.1001 et seq. (requiring Michigan electric providers to achieve a retail supply portfolio that
includes at least ten percent renewable energy by 2015). South Dakota has established a state renewable
recycled, and conserved energy objective that ten percent of aU electricity sold at retail within the state by the
year 2015 be obtained from renewable, recycled, and conserved energy sources. Like North Dakota,
however, this objective is voluntary. See S.D. Codified Laws § 49-34A-101.
25 N. States Power Co. Advance Determination ofPrudence - 210 MW Nobles Wind Project Application, Case No. PU-
08-907, Order on Application for Advance Determinahon of Prudence at 2-3 (N.D. P.S.C. Aug.
12, 2009); OtterTail Corporation Advance Determination of Prudence Application, Case. No. PU-06-481, FINDINGS
OF Fact, Conclusions of’ Law, and Order at 16 (N.D. P.S.C. Aug. 27,2008).
“ See, e.g., Minn. Stat. § 216B.241 (requiring each pubhc utility to spend and invest certain percentages for
energy conservation improvements); Minn. Stat. § 216B.2422, subd. 2 (requiring utihties to include the least-
cost plan for meeting 50 to75 percent of all new and refurbished capacity needs tlirough a combination of
conservation and renewable energy resources in their resource plan filings); Minn. Stat. § 216B.2423
(providing for wind power mandates); Minn. Stat.  § 216B.2424 (providing for biomass power mandates);
Minn. Stat. 216B.1691 (providing for numerous renewable energy objectives).
31 Minn. Stat. § 216H.02, subd. 1.
32 Current Preferred Plan 2016-2030 Upper Midwest Resource Plan, Docket No. E002/RP-15-21, SUPPLEMENT at
10 0an. 29, 2016).

Current Preferred Plan 2016-2030 Upper Midwest Resource Plan, Docket No. E002/RP-15-21, SUPPLEMENT at
Attachment C, p. 3 (Jan 29, 2016).

33
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Rather than set out specific pohcy goals, North Dakota statutes provide incentives to
further its policy priorities for development of Hgnite based resources, as well as for
investment in the state, including a rebuttable presumption of prudence for North
Dakota based resources and North Dakota income tax credit for certain generation
types. The NDPSC has also articulated its policy objectives, including ensuring that:
(1) North Dakota electric rates remain as low as possible; (2) resource additions are
generally made when they are needed to serve load and are the least-cost option
available at the time; (3) system resources that lower the overall cost to the system
may be acceptable in certain instances without an identified need; and (4) system
additions to achieve policy mandates or goals of other states that increase costs will
not be acceptable.

Resource Evaluation OutlooksB.

Minnesota and North Dakota also have specific resource planning and selection
outlooks which inform their evaluation of resource options. These specific oudooks
utihze state specific processes, assumptions and views of risk, and impact resource
assessments related to the size, type, and timing of resource additions.

Specifically, each Commission evaluates how to assess the risks and impacts of
rehance on MISO’s energy markets, future gas price volatility, the likelihood of future
environmental costs, and the timing of resource additions relative to an identified
need.

1. MISO Markets

Reviewing the varying perspectives on the MISO’s energy markets is instructive. The
Company has, and continues, to analyze its resource selection proposals with both a
“Markets Off’ view, which models the NSP System in isolation, and a “Markets On”
view, which models the NSP System as part of the broader MISO market In
Minnesota, our reference case generally presents system cost impacts in a Markets Off
view. In North Dakota, however, the NDPSC and its staff have expressed a
preference that our reference case be presented with a Markets On view. Each
respective approach tends to emphasize or deemphasize the potential value of
accessing the MISO energy markets and the particular resource’s impacts on the
Company’s participation in those markets.

N.D.C.C. § 49-06-02, N.D.C.C. § 49-05-16, and N.D.C.C. § 57-38-01.8.34
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Fuel Hedge Value2.

Accounting for a resource’s fuel hedge value (or not) may also impact the evaluation
of a resource. The Company’s resource selection analyses generally present modeling
sensitivities with high and low gas price assumptions, but the usefulness of this
analysis is mitigated if the jurisdiction does not recognize future fuel price volatihty or
otherwise discounts the resource’s hedge value.

Environmental Regulation Hedge Value

Likewise, the value of a hedge against environmental regulation is informed by a
particular state’s view of the potential for regulation. In Minnesota, the Company
presents a range of costs associated with the potential for future carbon regulation as
required by the Commission. In addition, we assess the risk of future environmental
control equipment, such as Selective Catalytic Reduction (SCR) systems, when
considering resource options.^^ Similarly, while the NDPSC is prohibited by statute
from quantifying environmental externahties, it may evaluate the risks of future
environmental regulation on a qualitative basis and thus the value of a hedge against
such regulation. Assessing the likehhood and magnitude of future environmental
regulations requires judgment, and different states may make different judgments that
can impact resource selection outcomes.

i.

Resource Need4.

Guidance from states on system capacity and resource timing can also impact
resource selection analyses. North Dakota requires that the timing of resource
additions be aligned as closely as possible with the most recently identified resource
need. If an updated forecast indicates a mismatch of resource addition to timing of
need, our experience has been that the NDPSC would expect that resource additions
be delayed in light of those updated forecasts. In Minnesota, the Commission has
recently held that the lumpiness of significant resource additions is acceptable and
that material system length is a conservative approach that errs on the side of
sufficient capacity, and is a reasonable method to hedge against potential shortfalls

55 As noted above, the Company also includes externality costs associated with criteria pollutants.
North Dakota precedent indicates that if a utility adds too much length to its system that the system length

may not be considered used and useful. See Pub. Serv. Comm’n v. Montana-Dakota Utils. Co., 100 N.W.2d 140,
150 (N.D. 1959); In re OtterTailPower Co., 44 P.U.R,4th 219, 225 (N.D. P.S.C. July 20, 1981).
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due to the inherent variability of forecasting and the risk that delaying the additions of
cost-effective resources may result in additional costs over a longer planning period.

III. Recent North Dakota Proceedings

This section offers a chronological overview of eleven of the key resource-related
regulatory proceedings in North Dakota and their outcomes. We believe this
background provides the historical foundation for our current work and reflects the
Company’s efforts to advance our guiding principles with respect to specific resource
additions. This section also illustrates the tension that has emerged with respect to our
guiding principles, and shows a growing desire from North Dakota to protect its
sovereignty which has placed pressure on the two remaining principles. The
Company has found ways to respond with individualized solutions that have
preserved the integrated system with its attendant benefits. However, those solutions
have often required us to advance proposals that have made full cost recovery
impossible. After providing the historical context, we advance to a discussion of the
alternatives we have evaluated thus far.

North Dakota 2008 Test Year Rate Case (2007)A.

On December 7, 2007, the Company filed its 2008 test year rate case with the
NDPSC in Case No. PU-07-776. The core issue in the rate case proceeding was
“whether North Dakota customers should pay for a portion of the integrated system
costs incurred by the Company to satisfy environmental and renewable requirements
imposed or facilitated by Minnesota law.”^^ Concerns arose due to the Company’s
request to recover the costs of its MERP-related investments in its King, High Bridge,
and Riverside power plants and the Grand Meadows wind farm. Consistent with
North Dakota norms, the 2008 test year rate case was settled through the 2008
Settlement.

The 2008 Settlement facilitated the resolution of these issues by attempting to
“eliminate or minimize conflicts surrounding energy resource decisions and the
associated costs in future general rate proceedings”^^ through the implementation of
certain regulatory procedures that would help to “ensure appropriate [North Dakota]
Commission involvement and oversight of the Company’s future resource plans and

3'^ In the Matter of the Petition ofN. States Power Co. djbj a Xcel Energ)/for Approval of Competitive Resource. Acquisition
Proposal and Certificate of Need, Docket No. E-002/CN-12-1240, ORDER APPROVING POWER PURCHASE
AGREEMENT WllH CALPINE, APPROVING POWER PURCHASE AGREEMENT WiTI I GERONIMO, AND
Approving Price Terms With Xcel at 8-9 (Minn. P.U.C. Feb. 5,2015).
2008 Settlement at 3.

35 Id. at 3
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selection of future generation and transmission projects to be added to the system
serving North Dakota.”"^ The procedural changes had two components; resource
planning and pre-approvals.

Kesoum Planning

The 2008 Settlement recognized that the Company sought to provide its customers
with the benefits of operating a multi-state integrated system, while also complying
with the energy priorities of the states it serves. By involving the NDPSC more
directly in the Company’s resource planning and selection process, the 2008
Settlement intended to provide a framework to both meet the needs of the
Company’s North Dakota customers and for the Company to fully recover its system-
wide cost of service. To facilitate this framework, the 2008 Settlement required the
Company to:

/.

Provide the NDPSC with its Upper Midwest Resource Plans—filed
with the MPUC—for the Company’s integrated system.

Provide “an alternative system-wide resource plan (the ‘North Dakota
version’) that strictly meets both Federal and North Dakota
environmental and renewable requirements for the same time period
addressed by the [Upper] Midwest Resource Plan.

File a summary of its key generation and transmission investments or
purchase agreements that the Company intended to construct or
procure within five years and that may require an Advance
Determination of Prudence (ADP) application.

5541

Meet with the NDPSC and Advocacy Staff as necessary to conduct
resource planning updates and discuss the most recently filed Ten
Year Plan, and commit to “keeping the Commission and its Staff
informed on a timely basis of any major changes in its [Upper]
Midwest Resource Plan or significant legislative initiatives under
consideration in another jurisdiction.5542

Id. at 3-4.

■*' U. at 4.
■♦2 Id. at 4.
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Resource Addition Rre-Approvals2.

The 2008 Settlement also contained provisions related to ADP filings with the
NDPSC to further solidify a framework to meet need and cost requirements.
Specifically, the Company, in accordance with North Dakota Century Code
(N.D.C.C.) § 49-05-16, agreed to file an ADP application with the NDPSC for:

all proposed new construction, rehabilitation, or acquisition of an enerpy conversion
facility, renewable energy facility, transmission facility or proposed eneryy purchase in
which:

The Company proposes to allocate all or part of the related costs to the North
Dakota jurisdiction for recovery in electric rates; and

2. The capacity of the generation facility or purchase is at least 50 MIC; and! or
length of the transmissionfacility is at least 50 miles long.

The 2008 Settiement anticipated that the resource planning and ADP provisions
would “provide a sound basis for Commission decision-making and substantially
reduce the likelihood that the disputes of [the 2008 test year rate case] will occur in
future rate proceedings.”'^ In the event that the issues identified in the 2008 test year
rate case persisted, the 2008 Settlement required the consideration of alternative
approaches to address cost assignment and resource planning concerns while still
allowing the Company to recover its full cost of service and earn a reasonable rate of
return. These efforts included the potential for the Company to advocate for cost
recovery legislation to “direcdy assign costs and benefits of mandated expenditures to
the jurisdiction imposing the mandate when appropriate.

/.

4}

5>45

B. Nobles and Merricourt ADPs (2008)

On December 3, 2008, the Company filed ADP applications for its proposed Nobles
Wind Project in Southwest Minnesota and Merricourt Wind Project in Southeast
North Dakota in Case Nos. PU-08-907 and PU-08-908. On August 12, 2009, the
NDPSC issued simultaneous orders in both cases granting the Nobles and Merricourt
ADPs, finding that the projects were consistent with North Dakota principles.46

Id. at 6.

->■* Id. at 7.
«Id. at 7.

N. Stales Power Co. Adpance Determination ofPrudence —201 MW Nobles Wind Project Application, Case No. PU-
08-907, Order ON Application p'or Advance Determina’Hon of Prudence (N.D. P.S.C. Aug. 12,
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The NDPSC observed that while the proposed projects were somewhat more
expensive than a comparable gas generator/^ they would “provide a hedge against the
volatility of natural gas prices; provide a greater degree of diversity in its fleet of
generation facilities; [and] provide a hedge against potential carbon dioxide
regulation.5>48

C. Prairie Rose Wind (2012)

On January 31, 2012, the Company filed an application with the NDPSC seeking an
ADP for the Prairie Rose Project in Case No. PU-12-59.'‘^ The Company’s
application, however, was dismissed with prejudice on December 21, 2012, after the
NDPSC determined that the application was untimely in that it was filed after the
Company committed to the resource addition. More specifically, the PPA included
termination provisions allowing Xcel Energy to terminate the agreement if it was not
approved by the Minnesota Commission—^which it was on December 28, 2011. The
agreement did not, however, contain a parallel provision subjecting the project to
NDPSC approval.

In light of this, the NDPSC found that the Company “did not fulfill the commitment
[it] made when settling its rate case proceeding in Case No. PU-07-776 by applying for
an ADP finding from the Commission when the energy purchase was proposed, but
rather [the Company] waited to apply until after the transaction was fully effective and
committed,

further proceedings to establish a record regarding the appropriate ratemaking
treatment for the PPA costs.

The NDPSC thus refused recovery of any costs of the project until

52

2009); N. States Power Co. Advance Determination of Prudence — 150 MW Merricourt Wind Project Application, Case
No. PU-08-908, OiiDiiR ON Appi.ication for Advanc:e Df'i’ermination of Prudence and

Cer'iificate of Public Convenience and Necessiiy (N.d. p.S.C. Aug. 12,2009).
See N. States Power Co. Advance Determination of Prudence -201 MW Nobles Wind Project Application,, Case No.

PU-08-907, Application at 9-13 (N.D. P.S.C. Dec. 3, 2008); N. States Power Co. Advance Determination of
Prudence - 150 MW Merricourt Wind Project Application , Case No. PU-08-908, APPLICA'IION at 11-14 (N.D.
P.S.C. Dec. 3, 2008).

JV. States Power Co. Advance Determination ofPrudence - 210 MW Nobles Wind Project Application, Case No. PU-
08-907, Order on Application for Advance Determina'hon of Prudence at 3 (N.D. P.S.C. Aug.
12, 2009)
N. States Power Co. Advance Determination ofPrudence - Geronimo Wind Application, Case No. PU-12-59,

Application (N.D. P.S.C. Jan. 31,2012).
50 N. States Power Co. Advance Determination ofPrudence- Geronimo Wind Application, Case No. PU-12-59,
Findings OF FAcr, Conclusions OF Law AND Order at3 (N.D. P.S.C. Dec. 21,2012).
^Nd.

52 Id. at 4.
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In addition to creating the precedent for the filing of ADPs^^, the Prairie Rose Wind
docket established the ratemaking treatment for disallowed energy-only priced PPAs
in North Dakota. This ratemaking treatment accounts for the disallowed resource
but, through the structure of the Company’s North Dakota Fuel Cost Recovery Rider
(FCR)^'^ itself, defaults to a “modified system average cost of fuel” proxy pricing for
these types of resources. This is accomplished by effectively zeroing out both the
costs and volumes of the Prairie Rose PPA in the average system cost of fuel
calculation in the North Dakota FCR.

At a high level, the North Dakota FCR is structured as recovering a system average
cost of fuel, which includes purchased power. To calculate this system average cost
of fuel, total NSP System fuel costs, including purchased power, for a particular
month are divided by the total volumes of generation of the NSP System for that
month. The result of this calculation is the average cost of fuel and purchased power
per kWh of generation in that month. This per kWh average system cost of fuel is
then appUed as a rider to each customer’s bill for each kWh of energy they consume.

I’he method developed to address the disallowance of the Prairie Rose project
accounted for the disallowance by making Prairie Rose Wind a nullity in the
calculation of the FCR’s system average cost of fuel. This was accomplished by
reflecting the project costs as a zero in calculating the numerator and excluding the
associated volumes in the calculation of the denominator in developing the system
average cost of fuel calculation. The exclusion of the costs and volumes of the
disallowed project results in a “modified system average” cost of fuel.56

Notably, because the North Dakota FCR is stmctured as a rider to each kWh
consumed by each customer, we still collect some revenue from customers for the
project because each customer pays the modified system average cost of fuel for each
kWh they consume. This results in a “proxy price” type outcome that is purely a
result of the stmcture of the North Dakota FCR rather than a reflection of affirmative

decisions with respect to the appropriate proxy pricing of a particular resource. The

In a letter to the North Dakota Commission dated November 5, 2012, the Company further defined its
previous commitment to file ADP applications for significant resource acquisitions with the North Dakota
Commission by providing that it will make the necessary ADP filings within 14 days of making similar filings
in Minnesota

N.D. Admin. Code § 69-09-02-39.
55 The North Dakota FCR also contains complex forecasting and true-up mechanisms.
5<> In practice, we reflect the disallowed project in the system average cost of fuel calculation at the cost of the
“modified system average cost of fuel” and reflect the associated volumes in the calculation to ensure proper
accounting. The mathematical results of doing so are identical to the ratemaking outcome described.
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modified system average cost of fuel has become the default method for treating
disallowed energy-only priced PPAs in North Dakota.

I'he NDPSC ultimately allowed recovery of the costs of the Prairie Rose PPA in the
2014 Settlement Agreement for our 2013 test year rate case (2014 Setdement)
discussed below. Due to the procedural challenges outlined above as well as
concerns about whether there was a resource need, the parties agreed that Prairie
Rose Wind’s energy costs would be recovered on a going forward basis only.^^ Prairie
Rose, then, is an example where the Company reached a negotiated resolution that
achieved the principles of system integration and respect for sovereignty, but it came
at a cost to the Company who will not have an opportunity to fully recover the cost of
that resource.

57

North Dakota 2013 Test Year Rate Case (2012)

On December 18, 2012, the Company filed its 2013 test year rate case in Case No.
PU-12-813. The rate case proceeding raised a number of issues related to the
Company’s ongoing provision of service in North Dakota, the role of North Dakota
in the NSP System, the Company’s need for generation resources, and the most
efficient and least-cost way of filling that need. To address these issues, Xcel Energy
and Advocacy Staff entered into the 2014 Setdement to develop a multi-year rate plan
and address North Dakota energy poUcy goals.

Ihe principal issue contested in the rate case involved the jurisdictional demand
allocator. As discussed above, the demand allocator measures the impact of North
Dakota, South Dakota, and Minnesota on the integrated NSP System and allocates
costs consistent with that impact. By raising the issue of the demand allocator, the
NDPSC was questioning North Dakota’s role in the NSP System including its relative
impact and the fairness of the current status quo. In other words. North Dakota
sought to ensure that its allocated share of fixed NSP System costs were an accurate
reflection of its system impact.

D.

5'^ This result is only applicable to energy-only priced PPAs because they are whoUy recovered through the
FCR. If a resource that was recovered through base rates was disallowed, we would not acliieve the same
outcome since a disallowance for such a resource would result in our base rates reflecting no recovery for a
particular resource. We also note that this outcome only accounts for energy and does not account for any
capacity benefits accruing from a particular energy-only priced PPA resource.
58 SeeN. States Power Co. 2013 Elec. Pate Increase Application et al. Case Nos. PU-12-813, PU-13-706, PU-13-707,
PU-13-708, PU-13-742, PU-13-743, PU-13-194, PU-13-195, RliVISED SECOND AMRNDKD COMPREHENSIVE
SlH-mEMENT AGRIil'MENT at 20 (N.D. P.S.C. Feb. 26, 2014) (hereinafter “2014 Settlement”).
59 See Id.
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To analyze the particular contribution of the Company’s North Dakota jurisdiction to
its overall costs, the 2014 Agreement required that a jurisdictional demand allocation
study be performed. The specific scope of the study was “to analyze a number of
demand allocator methodologies and propose recommendations for the methodology
or methodologies that most reasonably represent the cost causation of the North
Dakota jurisdiction on the Company’s overall system-wide production and
transmission costs. Secondary consideration was given to “maintaining consistency
among jurisdictions and administrative feasibihty.”^^ Pending results of the study,
Xcel Energy and Advocacy Staff agreed to the continued use of the 12CP demand
allocation methodology, and agreed that the jurisdictional allocations used in rate rider
calculations during the term of the Settlement would be made using the 12CP
allocator with the specific allocation factors updated to reflect current circumstances
and information.

63

The rate case also triggered an examination of 23 of the Company’s existing
renewable energy PPAs related to Community-Based Energy Development (C-BED)
wind, solar funded by the Renewable Development Fund, and PPAs related to the
Minnesota biomass mandate.'^'* These projects were included in the Company’s
portfolio due, in part, to Minnesota regulatory poHcy mandates, and costs associated
with the PPAs were recovered through the Company’s North Dakota FCR.^^ The
disposition of these PPAs and other resources became a subject of the proxy pricing
or “Restack” efforts required under the 2014 Settlement. At bottom, the Restack
effort—a resource-by-resource negotiation—demonstrates the Company’s
commitment to the principle of retaining the benefits of system integration for our
customers while recognizing the different poUcy objectives of the states we serve.

at 18-19.

« Id. at 19.

<>Ud.

63 Id at 20.

6-* Id. at 17-18. The identified policy driven resources were: KODA Energy LLC (12MW); WM Renewable
Energy (MN Methane) (12 M^O; Pine Bend (4.7 MW); Jeffers Wind 20, LLC (50 MW); Big Blue (36 MW);
Community Wind South (Zephyr) (30 MW); Ridgewind Power Partners LLC (25 MW); Adams Wind
Generations (20 MW); Danielson Wind Farms (20 MW); Ewington Energy Systems LLC (20 MW); Grant
County Wind, LLC (20 MW); North Community Turbines (15 MW); North Wind Turbines (15 MW); Valley
View Transmission (10 MW); Uilk Wind Farm (4.5 MW); HiUtop Power (2MW); Winona County Wild (1.5
MW); Woodstock Municipal Wind, LLC (0.8 MW); Odell Wind (200 MWJ; Outland Solar (2MW); Best
Power (St. Johns) (0.4 MW); FibroMinn (55 MW); Laurentian Energy Authority I (35 MW); and St. Paul
Cogeneration (25 MW). See 2014 Settlement at Attachment E.
65 The way that the ND FCR rules are structured allows for the recovery of purchased power costs without
initial NDPSC review. However, the rules also allow the NDPSC to review and disallow on a prospective
basis should it find that any costs included in die FCR lead to unjust and unreasonable rates. N.D. Admin.
Code § 69-09-02-39.
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We note that in North Dakota, it is appropriate for a comprehensive review of the
FCR to be conducted as part of a rate case proceeding. North Dakota rules do not
provide for an annual audit of the FCR, and while the NDPSC may initiate a review
of the FCR if issues arise, rate case proceedings provide an opportunity for fuU
evaluation of fuel costs at the same time all of  a company’s costs are under review.
This is a different procedure that in Minnesota, where a full review of fuel costs is
conducted in a separate proceeding on an annual basis rather than as part of rate
cases.

The 2008 test year rate case also raised the issue that North Dakota’s FCR mles allow
for the recovery of fuel costs, including purchased power, without prior NDPSC
review but reserves to the NDPSC the ability to review the pmdence of costs once
they are being recovered in the future, on a prospective basis. To avoid future review
of PPAs many years after recovery had begun, the 2014 Settlement created a
“stronger ‘gatekeeping’ mechanism necessary to ensure that the Commission has been
fully notified of PPA costs to be recovered through the FCR to determine if they are
pmdent.”^^ The Company and Advocacy Staff agreed to reform the procedures
through which the Company could include PPA costs in the FCR.67

E. Natural Gas Portfolio (2013)

On April 26, 2013, the Company filed an Application seeking an ADP for its proposal
to add three 215 MW natural gas-fired, simple-cycle, combustion-turbine generators
to the NSP System — one at NSP’s existing Black Dog generating site (Black Dog Unit
6) and two at a site near Hankinson, North Dakota (Red River Valley Units 1 and 2) —
in Case No. PU-13-194.

settlement which concluded that the construction of Black Dog Unit 6 and Red River
Valley Units 1 and 2 were cost-effective and pmdent approaches to meet the
Company’s then forecasted capacity needs in the 2017-2019 time-period.^^ The
NDPSC granted the ADP application on Febmary 26, 2014 in its Order adopting the
2014 Settlement.™

68 Consistent with North Dakota norms, parties agreed to

2014 Settlement at 9.

6Ud.

In the Matter of the Application of N. States Power Co. for an Advance Determination ofPrudencefor Three Natural Gas
Combustion Turbine Generators, Case No. PU-13-194, APPLICATION FOR ADVANCE DETERMINATION OF
PRUDENCE AND CERTIFICATE OF PUBLIC CONVENIENCE. AND NECESSITY (N.D. P.S.C. Apr. 26, 2013).
® 2014 Settlement at 21.

™ N. States Power Co. 2013 Elec. Pate Increase Application et al. Case Nos. PU-12-813, PU-13-706, PU-13-707,
PU-13-708, PU-13-742, PU-13-743, PU-13-194, PU-13-195, ORDER ADOPTING SETIT.EMENT (N.D. P.S.C.
Feb. 26, 2014).
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Three primary issues drove the NDPSC’s decisions: first, the absence of thermal
generation in eastern North Dakota; second, the phased in approach advanced by the
Company was consistent with the North Dakota resource need framework; and third,
installation of the Red River Valley Units was flexible and could be shifted to match
North Dakota generation needs.

In the 2014 Settlement Agreement that followed, the Company committed to
developing North Dakota-based thermal generation, “consistent with pmdent
resource planning principles and the concepts of orderly development.”^’ Specifically,
the 2014 Settlement committed the Company to “develop up to 400 MW of thermal
generation resources in North Dakota no later than 2036.”^^ The Company also
agreed to “advocate for the development of North Dakota based generation in other
affected jurisdictions to the extent such North Dakota based generation is both cost
effective and needed.

In its ADP application, the Company noted that it had filed a similar application in
the MPUC’s Competitive Acquisition Process (CAP) proceeding. Docket No.
E002/CN-12-1240, and acknowledged that the outcome of the CAP proceeding
could result in the Company pursuing an alternative approach to meet its then
forecasted 2017-2019 capacity needs. The 2014 Settlement also accounted for both
the potential that the 2017-2019 need could be less than forecasted and that the
Minnesota CAP proceeding could result in a different outcome:

The Parties agree that the Company's proposal to construct Black Dog Unit 6 and
Ked River Valley Units 1 and 2 under the flexible, phased in approach described in
the Company's application is a cost-effective and prudent approach to meet forecasted
capacity needs of the Company in the 2017 to 2019 time-frame.

While acknowledging the prudence of the Company's proposal to construct and own
Black Dog Unit 6 and Ked River Valley Unit 1 and 2, this Revised Second
Amended Settlement shall in no way be construed to foreclose upon the possibility and
prudence of some other approach to meet the Company's proposed 2017-2019
capaciy needs, such as any proposal that may be selected as part of the Minnesota
Competitive Acquisition Process described in the record of the Gas CT Cases. In the
event the Company chooses to move forward with a resource acquisition other than
Black Dog Unit 6 or Ked River Valley Unit 1 or Ked River Valley Unit 2 to meet

■'i 2014 Settlement at 5.

72/s', at 17.
73/^/. atl8.
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its 2017-2019 capacity need, it shall file an application for an Advanced
Determination of Prudence for such other resource acquisition(s).

Specific to Red River Valley Units, the NDPSC found the generators to be a prudent
resource addition.’^ The Commission’s ADP for the Red River Valley Units was
supported by the rebuttable presumption of pmdence provided for in North Dakota’s
ADP statute because these generators were located in North Dakota. Further, the
record in the Case reflected that the Company’s proposed three combustion turbine
package was cost-competitive with the absolute least-cost option. The NDPSC’s
ADP was therefore supported by the fact that “the top 5 portfolios [were] separated
by less than $10 million.

74

j>76

The NDPSC also supported the Red River VaUey Units because it placed generation
in an area where there is no native generation and which is supported almost
exclusively through transmission. It was also acknowledged that “diversifying the
location of the Company’s generation mix and locating generation closer to the
Company’s North Dakota loads provide[d] some benefits to the Company’s North
Dakota customers as well as aU of the other customers served by the Company
including enhancing “the local reliability of the power grid.

Along with the ADP, the Company also requested a Certificate of Public
Convenience and Necessity (“CPCN”) for the Red River Valley Units.^^ After
adopting the 2014 Settlement and finding the Red River Valley Units to be a prudent
investment, the NDPSC issued an order dismissing the Company’s CPCN
Application. In its order, the NDPSC acknowledged that the Red River Valley Units
may not be implemented.^’ The NDPSC, therefore, did not make a need

»77

5578

at 21.

Application of N. States Power Co., aMinn. Corp., for Authority to Increase Rates for Elec. Serv. in North Dakota et at.
Case Nos. PU-12-813, PU-13-7036, PU-13-707, PU-13-708, PU-13-742, PU-13-743, PU-13-194, PU-13-195,
Order Adopting Seth.RMRNT at 8 (N.D. P.S.C. Feb. 26,2014).
N. States Power Co. Advance Determination ofPrudence - NG Generator Application, Case No. PU-13-194, ALDERS

Supplemental Direct Exhibit NSP-5 at 10:15-17 (Nov. 26,2013).
"''^2014 Settlement at 17.

™ JV. States Power Co. Advance Determination ofPrudence - NG Generator Application, Case No. PU-13-194, ALDERS
Supplemental direct Exhibit NSP-5 at Schedule 2, 32:9-16 (Nov. 26, 2013).
J ee In the Matter of the Application of N. States Power Co. for a Certificate ofPublic Convenience and Necessityfor Three

Natural Gas Combustion Turbine Generators, Case No. PU-13-195, APPLICATION at 1 (N.D. P.S.C. Apr. 26,
2013).
*** N. States Power Go. Red River Valley NG Units  1 2 — Hankinson, ND Public Convenience and Necessity, Case
No. PU-13-195, Order Dismissing Applica'hon at 1 (N.D. P.S.C. Aug. 20, 2014).

JV. States Power Co. Red Rdver Valley NG Units 1 <& 2 — Hankinson, ND Public Convenience and Necessity, Case
No. PU-13-195, Order Dismissing Application at 1 (N.D. P.S.C. Aug. 20, 2014); see also N. States Power

75
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determination regarding the Red River Valley Units, but rather, determined that they
were a pmdent way to meet potential future need when it arose.82

The NDPSC also granted the ADP for the Black Dog Unit 6, noting that the unit was
supported by the need and least-cost planning paradigm.

F. 750 MW Wind Portfolio (2013)

On July 26, 2013, the Company filed an application seeking an ADP for three wind
generation projects: (1) a proposed PPA for the 200 MW Courtenay Wind Project, to
be located in Smtsman County, North Dakota, in Case No. PU-13-706; (2) a
proposed PPA for the 200 MW Odell Wind Project to be located near Mountain
Lake, Minnesota, in Case No. PU-13-707; and (3) the proposed 200 MW Pleasant
Valley Wind Project to be located in southeastern Minnesota and owned by Xcel
Energy, in Case No. PU-13-708. On August 13, 2013, the Company filed an
application seeking an ADP for the proposed 150 MW Border Winds Project to be
located in Rolette County, North Dakota and owned by Xcel Energy, in Case No.
PU-13-742. The cases were subsequently consolidated and settled in the 2014
Settlement.

The Company proposed a large wind portfolio to take advantage of the historically
low pricing that these projects provided.®^ The Company’s analysis — using both the
Minnesota and North Dakota analytical frameworks  — indicated that the addition of
these generation resources would significantly lower overall system costs by offsetting
more expensive native system generation and market purchases.84

While the pricing of the projects would ultimately decrease the overall cost of the
integrated system, the NDPSC supported only a portion of the Company’s wind
portfolio. ADPs for Border Winds and Courtenay were granted because they enjoyed
a rebuttable presumption of pmdence as resource additions located within the State of
North Dakota pursuant to N.D.C.C. § 49-05-16, but no decision was made on the

Co. Advance Determination of Prudence - NG Generators Application, Case No. PU-13-194, ORDER ADOPTING
SliTlTEMENTat 8 (N.D. P.S.C. Feb. 26, 2014).

AT. States Power Co. Advance Determination ofPrudence — NG Generators Application, Case No. PU-13-194,
Order Adopting Settlement at 8 (N.D. P.S.C. Feb. 26,2014).

See N. States Power Co. Advance Determination ofPrudence — Pleasant Valley Application, Case No. PU-13-708,
Application for Advance Dittermination of Prudence at 2-3 (July 26,2013).

See Id. at 13-21 (providing that the wind projects would result in a conservative estimate of at least |180
million in cost savings to customers).
2014 Settlement at 22.
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Minnesota-based Odell and Pleasant Valley projects as they were left to be addressed
in future proceedings.86

G. Comprehensive Settlement (2014)

As outlined above, the 2014 Setdement Agreement resolved numerous open issues
then before the NDPSC.

2014, Febmary 18, 2014, and Febmary 25, 2014 receiving NDPSC approval on
Febmary 26, 2014.

The 2014 Setdement attempted to find a way for the Company’s North Dakota rates
to redect a resource mix considered more consistent with North Dakota energy
priorides. We describe these efforts as attempdng to “Restack” the Company’s
electric supply resources that serve North Dakota. The 2014 Setdement listed ten
general principles as a guide for good faith negotiations between the Company and
Advocacy Staff to achieve the Restack. These principles were implemented to
develop “a mechanism whereby the Company will serve its North Dakota customers
with resources (either real or proxy) consistent with North Dakota’s energy
policies.

At the forefront of issues addressed by the framework were the costs and benefits of
Xcel Energy’s integrated system:

/. All policy choices come with benefits and drawbacks and that the ultimate
outcome of the Company's proposal is to allow its North Dakota customers to obtain

87 The agreement was subsequendy amended on Febmary 3

5^89

,

See N. States Power Co. 2013 Elec. Pate Increase Application et at. Case Nos. PU-12-813, PU-13-706, PU-13-707,
PU-13-708, PU-13-742, PU-13-743, PU-13-194, PU-13-195, FIRST REVISED NegOTIAI'ED AGREEMENT at 5
(N.D. P.S.C. Mar. 9, 2016) (liereinafter “Negotiated Agreement”).
The 2014 Settlement addressed the following cases: (1) Northern States Power Company 2013 Electric

Rate Increase Application (Case No. PU-12-813); (2) Northern States Power Company Advanced
Determination of Prudence - Courtenay Wind Project Application (Case No. PU-13-706); (3) Northern
States Power Company Advanced Determination of Prudence - Odell Wind Project Application (Case No.
PU-13-707); (4) Northern States Power Company Advanced Determination of Prudence - Pleasant Valley
Wind Project Application (Case No. PU-13-708); (5) Northern States Power Company Advanced
Determination of Pmdence - Border Winds Project Application (Case No. PU-13-742); (6) Northern States
Power Company 150 MW Border Winds Project — Rolette County Public Convenience and Necessity (Case
No. PU-13-743); (7) Northern States Power Company Advance Determination of Prudence - NG
Generators Application (Case No. PU-13-194); and (8) Northern States Power Company Red River Valley
NG Units 1 & 2 — Hankinson, ND Public Convenience and Necessity (Case No. PU-13-195).
In response to work session discussions, amendments to the 2014 Settlement reflected feedback from the

North Dakota Commissioners and included third-party involvement in demand allocation study, reduction of
annual base rate increase percentages for the 2013-2015 period, and several non-fmancial wording changes.
8’ 2014 Settlement at 14.
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the benefits and bear the burdens of North Dakota's enemi policy choices. Benefits
may include immediately lower pricing while burdens may include increased exposure
to commodity and regulatory risk. Consistent with this principle, the Parties agree
that any cost savings or cost increases, now and in the fiuture, that result from any
Negotiated Agreement shall be allocated to the Company’s North Dakota
jurisdiction.

In addition to addressing the “benefits and burdens” of the Company’s integrated
system on North Dakota, the “Restack” negotiating framework provided the
following principles:

2. North Dakota energy policies are considered to be those expressed by the
legislature through the enactment ofi laws, including the Renewable Energy Objective
(N.D.C.C. § 49-02-28), and the Commission as expressed in its rules and orders.

3. The North Dakota historically allocated share of the Company’s existing
thermal resources provides an appropriate base upon which to meet a significant
percentage (likely over 75 percent) of the Company’s North Dakota resource needs.
The North Dakota Kenewable Energy Objective represents a reasonable amount of
renewable resources to be included in the ultimate resource mix.

90

91

92

4. Any resources (real or proyy) utilivyd to replace existing Company resources
that are deemed inconsistent with North Dakota energy policies should be ‘like”
replacements taking into account the nature of the existing Company resource to be
replaced (i.e. baseload, intermediate, peaking, etc.) and the contribution of the replaced
resource to the integrated system (i.e. capacity and energy).

Proyy pricing for either energy or capacity) for any future resource addition
should reflect marginal pricing for the type of resource for which the proxy price is
being utilityd as a replacement.

6. Kesource choices should be guided by the concept of reasonableness so that the
ultimate North Dakota resource mix would be a reasonable approximation of what
would have occurred had the Company historically developed its overall resource mix

93

5.

94

Id. (emphasis added).
si/iatlS.

90

52 7^.

^Ud.

^Hd.
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consistent with North Dakota policy so as not to result in only the lowest cost
resources available making up the total agreed to North Dakota resource mixN

The Parties will consider the financial impact to the Company of the agreed
upon resource mix in developing the Negotiated Agreement which includes hut is not
limited to providing for reasonable and mutually agreeable implementation schedules
and deadlinesf

7.

The Negotiated Agreement must address how future resource additions will be
treated if the Commission does not approve such future resource addition. Such future
scenarios must accountfor both the energy and capacity value of such resources.

9. To provide certainty, the Negotiated Agreement is intended to be final for the
purposes of developing a baseline resource mix (real orpro>y) to serve the Company’s
North Dakota customers.

8.

97

9910. The Negotiated Agreement shall be subject to approval by the Commission.

The Company’s intention in “restacking” its electric supply resources that serve North
Dakota was to acknowledge current and future resources on the integrated system
that do not align with North Dakota energy policies, and at the same time develop a
method to ensure North Dakota customers pay an equitable portion of system costs.
In applying our three guiding principles for management of the NSP System, through
the “Restack,” we sought to secure a beneficial solution that would maintain the
integrated system for the benefit of our customers, respect the NDPSC’s sovereign
authority, and provide an acceptable outcome with respect to costs recovery. The
Company did this, in part, by focusing on the implementation of a fair and equitable
proxy pricing framework.

In essence, the Restack efforts were an attempt to identify a proxy pricing regime that
would appropriately identify and value a “policy premium” resulting from certain
resource selections. By valuing this policy premium, it was thought that North
Dakota would pay a least-cost based proxy price for the associated capacity and
energy, while the cost-causative jurisdiction would make a decision about whether it
would absorb the premium and move ahead with the project or cancel it. As we were
developing these mechanisms, we concluded that over time they would not be

55 W.

56 at 16.

•^1 Id.

55 W.
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sufficiently robust to both respect the sovereign decision-making of each jurisdiction
and ensure the Company can collect its full cost of service. Additionally, the
framework did not sufficientiy address problems associated with the timing—as
opposed to pricing—of resource additions.

Overall, the 2014 Settiement strived to meet our management principles by
maintaining the integrated nature of the NSP System, providing North Dakota with
more control over its energy resource future and ensure that we could recover our
cost of service over the NSP System. The 2014 Settiement accomplished this in
several ways: (1) by seeking to adjust rates to change the North Dakota resource mix
to better suit North Dakota’s energy policies; (2) provide a negotiating framework to
“restack” the Company’s electric supply resources serving North Dakota; (3) settle the
outstanding issues in the wind and gas combined-turbine cases, as well as other
outstanding renewable energy-related issues that arose in the 2013 test year rate case,
as discussed above; and (4) commit to the development of North Dakota-based
thermal generation consistent under prudent resource planning principles.

H. 187 MW Solar Portfolio (2014) and Aurora PPA (2015)

On November 7, 2014, Xcel Energy filed its first solar ADP in North Dakota for its
187 MW Solar Portfolio in Case No. PU-14-810.

second solar ADP on Febmary 13, 2015, in its Application for an ADP for a PPA
with Aurora Solar, LLC (Aurora PPA) in Case No. PU-15-095.

100 Soon after, Xcel Energy filed a

101

In its 187 MW Solar Portfolio Application, the Company stated that the resource
additions “represent a pmdent opportunity for the Company to cost effectively meet
its Minnesota Solar Energy Standard (SES) requirements.
Portfolio ADP was also pursued in an effort to “produce clean energy, reduce [the
Company’s] annual carbon emissions and thereby provide a hedge against future
environmental regulation” by displacing fossil fuel resource generation.

55102
The 187 MW Solar

103

I'he NDPSC Advocacy Staff raised concerns that the Company’s solar PPAs were
undertaken to meet Minnesota requirements and were not selected as cost-effective
resource additions; and that alternative, lower-cost resource additions were available

N. States Power Co. Request for Approval of an Advance Determination ofPrudencefor a 187 MW Solar Portfolio, Case
No. PU-14-810, Application (N.D. P.S.C. Nov. 7,2014).
'O' JV. States Power Co. Advance Prudence — 100 MW Aurora Solar, UJS Application , Case No. PU-15-095,
ApplicaiTON (N.D. P.S.C. Feb. 13, 2015).
N. States Power Co. Request for Approval ofan Advance Determination ofPrudencefora 187 MW SolarPortfolio, Case

No. PU-14-810, Application at 1-2 (N.D. P.S.C. Nov. 7, 2014).
'03 7(/.atl8.

100
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to hedge against future environmental regulations and natural gas prices. Staff further
concluded that the capacity to be provided by the resource additions was in excess of
what was necessary to ensure reliability and meet customer load, causing increased
costs to North Dakota customers without corresponding benefits.
Company] entertain[ed] the [solar projects] to meet Minnesota requirements, and
[they were] not a least-cost option. Advocacy Staff recommend[ed] the costs and
benefits of the [solar projects] not be allocated to the North Dakota jurisdiction.
For all of these reasons, the NDPSC determined that the Company did not show that
its proposed solar projects were prudent and ultimately denied both ADP
applications.

104 <4
Given that [the

jUOS

106

L Courtenay Wind Farm Purchase (2015)

On May 6, 2015, the Company filed an application with the NDPSC seeking an ADP
to construct, own, and operate the 200 MW Courtenay Wind Farm Project in Case
No. PU-15-181.

107 In its application, the Company explained that it had previously
been granted an ADP for purchasing the output of the Courtenay Project through a
PPA in Case No. PU-13-706.108 Due to changed circumstances surrounding the
Courtenay Project, namely that the developer of the project was unable to secure
financing or a third-party equity investor for the project, the Company proposed
ownership of the Courtenay Project. The Company estimated that, with the 200
MW addition, system costs would be lower by approximately |97 million over time on
a present value of revenue requirements (PVRR) basis than if the Courtenay Project
was abandoned.

no

See N. States Power Co. Advance Prudence —187 MW Solar Enet^ Portfolio Application , Case No. PU-14-810,
Findings of FACI; CONCI.USIONS of Law and Order at 3 (N.D. P.S.C. June 17, 2015); N. States Power Co.
Advance Prudence — 100 MWAurora Solar, IWC Application, Case No. PU-15-095, FINDINGS OF FACT,
Conclusions of Law and Order at 3 (N.D. P.S.C. Sept. 16, 2015).
'05 See N. States Power Co. Advance Prudence — 187 MW Solar Ener^ Portfolio Application , Case No. PU-14-810,
Findings of Faci', Conclusions of Law and Order at 3 (N.D. P.S.C. June 17,2015); JV. States Power Co.
Advance Prudence - 100 MW Aurora Solar, ELC Application, Case No. PU-15-095, FINDINGS OF FACT,
Conclusions of Law and Oiuier at 3 (N.D. P.S.C. Sept. 16,2015).
'“N. States Power Co. Advance Prudence - 187 MW Solar Ener^ Portfolio Application , Case No. PU-14-810,
Findings of Fact, Conclusions of Law and Order at 3-4 (N.D. P.S.C. June 17,2015); JV. States Power
Co. Advance Prudence- 100 MW Aurora Solar, ELC Application, Case No. PU-15-095, FINDINGS OF FACT,
Conclusions of’Law and Order at 3-4 (N.D. P.S.C. Sept. 16,2015).

AT. States Power Co. Advance Prudence — 200 MW Courtenay Wind Farm Application, Case No. PU-15-181,
AppLiCA'noN FOR Advance Detormination of Prudence (N.D. P.S.C. May 6,2015).

JV. States Power Co. Advance Prudence — 200 MW Courtenay Wind Farm Application, Case No. PU-15-181,
Applicauon for Advance DE'mRMiNAiioN of- Prudence at 1 (N.D. P.S.C. May 6,2015).
'<» Id. at 2.

”0 Id. at 3.
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The NDPSC granted the Company’s request for an ADP for acquisition and
development of the Courtenay Project on August 24, 2015d” In making this
determination, the NDPSC considered the Company’s sensitivity analyses that
indicated that, even in a worst case scenario, “the Courtenay Project would still
provide customers with approximately $20 million in net cost savings on a PVRR
basis over the next 20 years” and provided that the Company’s “proposal to own the
resource is a lower net present value cost than the original PPA.
considered Advocacy Staffs reasoning that Xcel Energy’s ownership of the Courtenay
Project represented a least-cost option to meet the Company’s future energy needs.

The NDPSC also

113

Mankato Energy Center II (2015)J.

Through Minnesota’s Competitive Acquisition Process, selection of a proposal made
by the Calpine Corporation for the expansion of the Mankato Energy Center was
approved by this Commission in Docket No. E002/CN-12-1240 on Febmary 5, 2015.
On February 13, 2015, the Company filed an application with the NDPSC seeking an
ADP under N.D.C.C. § 49-05-16 for 345 MW of capacity and associated energy to be
added to the NSP System through a 20-year PPA with Mankato Energy Center, LLC,
an affiliate of Calpine Corporation (Calpine PPA) in Case No. PU-15-96.114

In its application, the Company stated that the Calpine PPA would help it meet a
potential need of 150 to 500 MW on its system in the 2017-2019 time period as
identified in its 2010 Resource Plan,

add the Calpine PPA, in combination with Black Dog Unit 6 and the up-to-lOOMW
(nameplate) distributed solar generation PPA proposed by an affiliate of Geronimo
Energy, in lieu of the Company’s initial Red River Valley proposal.

Due to timing of this proceeding, the record, an updated load forecast which showed
that the timeframe of potential need was not expected until at least 2023 or 2024 and
potentially in 2025. The Company asserted that, despite the changed timeframe for
anticipated need, the Calpine PPA remained a prudent resource addition due to

115 To meet the need, the Company proposed to

116

N. States Pomr Co. Adpance Prudence - 200 MW Courtenay Wind ¥ arm Application, Case No. PU-15-181,
Findings of Fact, Conclusions of Law and Order at  6(N.D. P.S.C. Aug. 24,2015).

-  StatesPowerCo. Advance Prudence —200 MW Courtenay Wind ¥ arm Application, Case No. PU-15-181,
Findings of Fact, Conclusions of Law and Order at 4-5 (N.D. P.S.C. Aug. 24,2015).
113 Id. at 5.

AT. States Power Co. Advance Prudence - 345 MW Mankato Energy Center Application , Case No. 15-96,
Application (N.D. P.S.C. Feb. 13,2015).
iis/iatl.

111! Id. at 1-2.
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advantageous pricing and its flexibility for evolving circumstances.”^ Advocacy Staff
disagreed and testifled that, while the Calpine PPA offered advantageous pricing, it
was not a prudent investment given that the anticipated need was not until 2024 or
2025. The ADP proceeding therefore became a choice for the NDPSC to capture the
advantageous pricing or, to determine that since no load serving need was identified
for the first quarter of the PPA term, to decline to capture the advantageous
pricing.

On March 23, 2016, the NDPSC issued its Findings of Fact, Conclusions of Law and
Order in the Case dismissing our application without prejudice.”^ This provides the
Company additional opportunities to seek cost recovery for this project in the future.

118

K. Negotiated Agreement (2015)

Throughout 2014 and into 2015, the Company and NDPSC Staff negotiated the
terms of the agreement contemplated by the 2014 Settlement. This work was
intended to develop a proxy pricing framework appUcable to existing resources
previously identified by the NDPSC in the 2013 test year rate case; as well as develop
a framework to create a proxy pricing approach to apply to future NSP System
generation resources that may not be approved by the NDPSC. While these
discussions were fruitful, they were ultimately unsuccessful in developing a mutually
agreeable proxy pricing framework.

The Restack negotiations were focused on three primary issues: (1) how to address
the capacity component of resource additions that were not driven by an identified
load serving need; (2) how to structure a proxy pricing application that could address
past as well as future resources; and (3) the recognition that any proxy pricing
outcome cannot be implemented without the consent and agreement of the other
states in the NSP System to allow for the recovery of the “policy premium” in the
cost-causative jurisdiction.

The Company approached these negotiations with the same three guiding principles
in mind—retaining the benefits of the integrated system, respecting the sovereignty of
our states and preserving the opportunity for full cost recovery. Although ultimately

See N. States Power Co. Advance Prudence — 345 MW Mankato Pinery Center Application, Case No. PU-15-96,
Findings of Fact, Conclusions of Law and Order (N.D. P.S.C. Mar. 23,2016) (discussing Xcel
Energy’s testimony in findings of fact).

N. States Power Co. Advance Prudence — 345 MW Mankato Ener^ Center Application, Case No. PU-15-96,
Findings of Fact, Conclusions of Law and Order (N.d. P.S.C. Mar. 23,2016).

A/. States Power Co. Advance Prudence — 345 MW Mankato Energy Center Application, Case No. PU-15-96,
Findings of Fact, Conclusions of Law and Orider (N.D. P.S.C. Mar. 23,2016).
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unsuccessful, these negotiations did help improve our understanding of the structures
and oversight issues related to managing the NSP System. Based on our work on a
proxy pricing agreement, it was decided that it was necessary to first address the
historic resources raised by the NDPSC in order to shift the focus to forward-looking
solutions. Accordingly, we worked with the NDPSC to negotiate and develop the
Negotiated Agreement, which addresses existing generation resources.

On September 30, 2015, the Company and Advocacy Staff filed the Negotiated
Agreement, and on Febmary 22, 2016, Xcel Energy and Advocacy Staff filed a First
Revised Negotiated Agreement, clarifying certain provisions of the Negotiated
Agreement. The key terms of the Negotiated Agreement were as follows:

• By the end of 2025, [the Company] will build or have located in eastern North
Dakota a natural gas-fired electric generation facility with a capacity of at least 200
MW. The combustion turbine will be treated as an [Keel Energy] System resource
and its costs will be allocated to all states and customers served by the [Keel Energy]
System. If the combustion turbine is not in-service by December 31, 2025, [the
Company] will refund to its North Dakota customers 50 percent of the revenues
collected from North Dakota customers that exceed the revenues that would have been
collected from January 1, 2016 through December 31, 2025 if North Dakota
customers hadpaid an adjusted system average costforfuel, and energy and associated
capacity, for the six biomass PPAs identified in the Negotiated Agreement;

• The costs and volumes of fifteen C-BED and two small solar PPAs will be excluded
from the calculation of [the Company]’s North Dakota Fuel Cost Kecovery (FCR)
Rider;

• The costs of six key biomass PPAs and the Odell and Pleasant Valley wind projects
will be recovered in North Dakota. The biomass resources provide approximately
145 MW of baseload-type capacity and energy for the entire [Keel Energy] System
and allowfor continued fuel storage for [the Company] V nuclearfleet. The two wind
projects provide low cost energy to the [Keel Energy] System thereby reducing overall
system costs;

• [The Company] will extend its current rate case moratorium an additional year
through 2017. In the Revised Second Amended Settlement Agreement, a four year
rate plan was approved that included annual base rate increases of 4.9 percent in
2013, 2014, and 2015, and a rate free;^ in 2016. The Negotiated Agreement
extends this rate freeze through 2017. [The Company] will not filefor an increase in
base electric rates (on an interim or final level) to be effective before January 1, 2018;
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Commission Staff and [Keel Energy] agree to a rebuttable presumption that the 12-
Coincident Peak jurisdictional allocation method is appropriate for allocating
applicable system costs between North Dakota, South Dakota, and Minnesota
through the year 2025;

Development of a Kesource Treatment Framework (RTF) to be filed on or before
January 1, 2017 to address the issue of divergent state energy policies. The parties
propose the RTF be implemented on January 1, 2018;

• [The Company] and Commission Advocacy Staff agree to establish a principal that it
would be inequitable to allocate environmental attributes to the North Dakota
jurisdiction from a generation resource where costs are not recoverable from the North
Dakotajurisdiction.

On March 9, 2016, the NDPSC approved the Negotiated Agreement, finding that the
agreement represented a “reasonable path” forward. The order also granted the
Company’s ADPs for the Pleasant Valley Wind Farm and the OdeU Wind Farm,
and^^^ outlined the need for a long-term RTF which the Company is required to file
with the NDPSC by January 1, 2017.

120

IV. The Resource Treatment Framework - A Path Forward

We have been working dihgendy to develop a RTF, but there is no simple solution.
Although the Company has not yet determined a firm path for moving forward, we
continue to weigh the available options and present discussion of these options here.

Our current work is informed by the many months of planning and negotiating a
proxy pricing agreement, but a more permanent solution would address not only
resource allocation but the terms of resource additions as well.

Foundationally, a successful RTF will appropriately balance the three principles by
which we manage the NSP System. It will look to retain integration of the system,
respect state sovereignty by allowing each state to plan for and implement a resource
mix that meets its objectives while ensuring the benefits and burdens of each state’s

^20 N. States Power Co. 2013 Elec. Rate Increase Application et al. Case Nos. PU-12-813, PU-13-706, PU-13-707,
PU-13-708, PU-13-742, PU-13-743, PU-13-194, PU-13-195, ORDER APPROVING SP.'m.F.MENT at 4 (N.D.
P.S.C. Mar. 9, 2016).
121 Id. at 5.
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choices flow to that state’s customers, and ensure that the Company has the
opportunity to fully recover our cost of service.

In this section, we first describe the current spectmm of options that we have
contemplated as potential RTF models. We then identify the specific frameworks that
we focused on through the Restack negotiations and their benefits and drawbacks,
also highlighting how each stmcture values the three principles to varying degrees.
Last, we describe the work in progress to develop the tools necessary to track and
assign both the costs and the benefits of any particular resource addition.

A. Spectrum of Options

The Negotiated Agreement provides broad parameters for what a RTF may contain,
stating simply that “the Company, in consultation and collaboration with the [North
Dakota] Commission and its Staff, will propose a long-term RTF which shall address
the Company’s long-term plans for addressing divergent state energy policies.
Given this, we envision a RTF that would form somewhere within a broad spectmm
of potential outcomes set forth by NSPM President, Mr. Christopher Clark, in his
Direct Testimony supporting the Negotiated Agreement before the NDPSC:

We see three potentialpaths: (1) a solution that allows our North Dakota customers
to continue to participate in the integrated NSP System while accounting for some
divergence in state energy policy; (2) a solution that ultimately separates our North
Dakota jurisdiction from the integrated NSP System so that our North Dakota
customers pay for energy and capacity consistent with North Dakota's policy goals
while no longer participating in the integrated NSP System; and (3) some hybrid
solution that will emerge while we engage in discussion with the Commission as to an
RTFN^

5U22

One end of the RTF spectmm, we would retain a mostiy integrated view of the NSP
System and, at the other end, a more fuUy separated system would emerge. This
spectmm of options recognizes that while maintaining the economies of scale
inherent in our integrated system will benefit aU our customers as it has for many
years, continued integration may not be possible. Consequently, we may need to
provide greater ability for states to more directly influence the size, type, and timing of
resource additions consistent with their own objectives and constraints.

Negotiated Agreement at 6.
N. States Power Co. 2013 Elec. Pate Increase Application et at. Case Nos. PU-12-813, PU-13-706, PU-13-707,

PU-13-708, PU-13-742, PU-13-743, PU-13-194, PU-13-195, Clark Direct at 15:22- 16:2. (Nov. 30, 2015).
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With respect to maintaining a highly integrated system in the future, Mr. Clark also
identified some key principlesd^'^

• Defining Which Resources are Due to Divergent Energy Policies. It may be possible to
identify with greater specificity the types of resource additions and/or
conditions that present conflicting value among the states and work with the
cost-causative jurisdictions on absorbing those. This principle played a key role
in resolving energy poUcy differences between the New Mexico and Texas
jurisdictions served by Xcel Energy subsidiary, Southwestern Public Service.

•  Identifying Constructive Solutions to Non-Policy Driven Dissimilar Outcomes. Differing
views of the energy future may lead to different assessments regarding a
resource addition, such as timing or hedge value, which are not related to
explicit energy policies. In these instances, we would expect to find
constmctive solutions to reach agreement amongst the states we serve with
respect to the disposition of a proposed resource addition. Without finding
constructive outcomes, under the current integrated approach, the Company
win be faced with the difficult choice of cancelling projects or failing to recover
its full costs of providing service.

• Locating System Investments Throughout the System Footprint. Retaining an integrated
approach will require us to approach our investment decisions with an eye
toward all of the states we serve. This means that investment decisions should

take into account the benefits of geographical and resource diversity by locating
new resources in the many states we serve. Further, siting decisions should
also acknowledge the reliability benefits of siting generation nearer to load
centers throughout the system.

On the other end of the spectmm, a RTF could ultimately result in beginning the
process of some of our states exiting the integrated NSP System. This might be the
eventual outcome if it is determined that the differences between our states have

become too big to bridge or if it has become infeasible for the various states to work
together to achieve constmctive outcomes. System separation can take many forms
and we are analyzing potential stmcmres to facilitate such an approach, if it were to be
needed.

at 17:1-18:20.

'25 An example of this is the Calpine Mankato Energy Center expansion PPA. Different regulatory outcomes
in Minnesota and North Dakota with respect to this resource are mainly driven by the timing of the resource
addition and not a particular policy preference for one type of generation over another.
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We do not want to prejudge the outcome of our work in developing a RTF. We
could, potentially, identify a hybrid or other approach that could provide a more
workable path forward. The bookends of the spectrum, however, provide the range
of outcomes.

Whatever the outcome of our RTF, we acknowledge the importance of engaging our
regulators and stakeholders, and advancing a solution that aU states can support.
Although developing an effective RTF presents challenges, we are also in a timeframe
that presents opportunities. Our current Resource Plan describes how our aging fleet
is requiring us to take a hoUstic view of how to address the challenges of the future.
The future retirements of our existing generation resources provide opportunities for
us to address future needs of each state with a less integrated system should it be
determined that this is the most beneficial outcome.

Developing and operating an integrated system for  a century means that all of our
states are reliant on each other to serve aU of our customers’ needs while achieving
efficiencies and cost savings. As we work to achieve a framework that is acceptable to
aU of our NSP System states, we must identify the appropriate structures through
which to implement it and have sufficient flexibihty to address any unforeseen issues.

Structures for Implementing an RTF

The Company has been analyzing different structures and frameworks for
accommodating state energy preferences on a going forward basis. These stmctures
have formed the basis fpr how we conceive of implementing a RTF within the
spectrum of outcomes.

Mr. David Sederquist described four of these structures at a high level in his Direct
Testimony supporting the Negotiated Agreement before the NDPSC in November
2015:

B.

States ensure full cost recovery for resources they direct K' eel Energy to acquire and! or
otherwise approve. This would entail a process whereby there is assurance at the front
end of the resource approval process that the full capacity, energy, and any
environmental attributes and related cost recovery of prospective resources being
approved or directed in certain states be assigned and accepted only in those approving
states for planning accounting and ratemaking purposes.

1.

Uneconomic resources are repriced in those states relying on a least-cost selection
criteria. In this approach, NSP would use a “least-cost proxy” to reprice, for

2.
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ratemaking, future resource additions whose selection is not approved by the reviewing
state commission.

3. Employ a Pricing Xone concept. This would entail establishing separate pricing ̂ nes
for North Dakota and the remainder of the integrated NSP System. This would
allow for our North Dakota customers to be served by generation resources that were
consistent with the Commission’s policy preferences, or North Dakota customers
would no longer be directly served by the integrated NSP System.

4. Pxstructure Neel Energy to facilitate more state autonomy in selecting resources.
With this approach, a separate operating company subsidiary of Neel Energy would
be established to serve our North Dakota loads and better facilitate separate
regulatory processes and power contracting that would comply with each state's energy
preferences. This approach would take the pricing gone concept one step further to
legally separate our North Dakota operations from the NSP-Minnesota company
and the integrated NSP System.

These structures were being analyzed as logical extensions of the work we were
undertaking while negotiating the Restack portion of the 2014 Agreement. At the
time, our analysis of these structures did not advance past the planning stages.
However, these initial concepts form the basis for the potential RTF stmetures. We
note that we have not yet considered the fundamentally different nature of the
relationship between NSPM and NSPW and if and how these concepts would operate
within the context of the Interchange Agreement.

126

Full Recoveryfrom the Cost-Causative and Approving Jurisdiction(s)

Under this stmeture, we would maintain the integrated system resource planning
approach and if a particular system resource was not approved by aU jurisdictions
served by the NSP System, the costs of the proposed resources would either be
assigned to the causative jurisdiction and other approving states or the Company
would not move forward with the proposed project.

While this approach may seem straightforward, there are challenges to achieving this
kind of framework. First, there are differences in the resource selection and/or
approval processes in the various states we serve, and the complexity of trying to
coordinate them requires strong “regional” coordination in the selection and approval

/.

'26 JV. States Power Co. 2013 Elec. Kate Increase Application et at. Case Nos. PU-12-813, PU-13-706, PU-13-707,
PU-13-708, PU-13-742, PU-13-743, PU-13-194, PU-13-195, SederqUIST DIRECT at 7:22-8:20 (Nov. 30,
2015).
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of resources. At a minimum, we would need to align the regulatory approvals of our
states to enable consistent treatment and timing.

Additionally, under this approach, aU states would enjoy the capacity and energy of a
particular resource, but not all states would be paying the costs of that resource if it is
not approved by all states. Therefore, we may encounter free rider issues and first-
mover disadvantages by giving other states the ability to take a “free option” on the
integrated NSP System.

However, to the extent that we can better define resources that may be subject to
policy-driven needs and identify constmctive outcomes, the process adjustments to
align resource decisions could be an appropriate solution

Z Vroyy Pricing

This concept also retains the integrated nature of the NSP System and integrated
resource planning. It differs from the “fuU recovery” method above in that there is
no “up-front” understanding among all state commissions that only the approving
states will participate — and pay for — a proposed resource. Rather, states that reject a
resource will pay an alternative “proxy price” for the energy and capacity that would
presumably protect that state’s customers from paying a “poUcy premium” for the
resource. Additionally, this framework will generally not erode the integrated nature
of the NSP System since aU states continue to pay for all energy and capacity in some
form.

In its most basic form, this stmcture recognizes that since the integrated NSP System
is planned for and managed as an integrated whole, each state should pay something
for the capacity and energy that they receive from every resource on the system. By
instituting a proxy price for that capacity and energy, equities would be retained and
the “policy premium” presumably inherent in certain resource selections would be
recovered in the cost-causative jurisdiction. This concept was the underlying
foundation of our negotiation of the Restack component of the 2014 Settlement in
North Dakota.

While conceptually simple, the pricing proxy structure presents some challenges.
First, we will need to develop an energy and capacity proxy pricing framework that is
equitable and can be accepted by aU states. There are many potential proxies, and
each have their benefits and drawbacks—none of them perfectly capturing the true
cost of a particular resource.
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As we were negotiating the Restack, we discovered that there are many potential
proxies for energy. Because MISO has a mandatory, organized, and utilized energy
market — which all NSP generation participates in  — energy market pricing is an
attractive, though not the only, available proxy. This is especially the case since
MISO’s Locational Marginal Price (LMP) represents the cost of the next unit of
energy available. However, identifying the appropriate LMP node is challenging.
There are at least three potential LMP pricing nodes that would serve as a fair proxy;
(1) the generator’s pricing node; (2) the main system load node; and (3) a particular
state’s main load node. Each of these three pricing nodes would result in a different
proxy price being paid and each would have a different policy rationale supporting
their use. Additionally, the state paying the “policy premium” must agree in principle
with the proxy energy price being paid by the jurisdiction that decline to approve the
resource or the Company will not be kept whole.

The many different proxies available, and the need for states to agree to an energy
proxy, make the use of proxy pricing difficult. However, the challenges with proxy
pricing for capacity further complicate the development of this stmcture.

127

In contrast to energy pricing, MISO has no organized, mandatory capacity market that
can provide a value like LMP. Rather, MISO has its annual capacity auctions and also
publishes its Cost of New Entry (CONE). Both of these values reflect different
conditions and potential capacity prices. The auction price is for a very limited
duration and generally reflects the amount of excess capacity available within MISO;
in recent years this has had very low value. CONE, on the other hand, reflects
MISO’s best estimate of the cost of a new combustion turbine and has a relatively
high value, which MISO uses to determine any penalties it will levy upon utilities who
fail to meet their capacity obligations. In addition to these capacity values published
by MISO, the Company also uses a generic combustion turbine cost in its resource
planning efforts and the United States Energy Information Agency publishes its own
capacity values. All of these values are derived using different methodologies and for

Identifying an agreeable proxy energy price is further complicated by the fact that the structure of the
North Dakota FCR is charged on a per kWh of usage basis, which means that all North Dakota customers
pay something for each and every kWh of usage. Because the North Dakota FCR is structured as recovering
a system average cost of fuel, should the NDPSC disallow a particular resource, it merely gets entered as a
zero in both the costs and volumes of the purchased power portion of the cost of fuel resulting in a default
proxy price of a modified system average cost of fuel. In other words, the default ratemaking outcomes in
North Dakota akeady mitigate issues of “free energy” by resulting in this modified system average cost of
fuel merely through the calculation of the FCR, creating yet another reasonable energy proxy price. This was
the “proxy price” that resulted in the disallowance of recovery of the North Dakota share of the Aurora Solar
PPA from Minnesota customers.
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different purposes; there are significant benefits and drawbacks to using these (or
some other) value as the appropriate capacity proxy.

In addition to the challenge of identifying a reasonable proxy pricing mechanism,
utihzing a proxy capacity price for one type of unit, Uke a combustion turbine, would
not recognize the energy value that a more efficient unit, such as a combined cycle
plant, would provide to the system. The same is likely tme in the reverse where a
proxy price could overvalue the capacity added to the system if it were merely excess
capacity that could only be sold into the market at a lower value, if at all. Therefore, a
proxy capacity price could significantly undervalue (or overvalue) the actual benefits
of a capacity addition to the NSP System. This does not account for any of the
additional value which distributed generation resources may provide to the system by
interconnecting to the distribution system.

f

The difficulties in valuing capacity to the system leads to another challenge of the
proxy pricing approach; how each state’s particular resource selection outlook
impacts their view of the timing of resource additions. Traditional resource planning
would try to time resource additions consistent with an identified resource need.
While that paradigm is consistent amongst aU of our states, emphasis on different
factors (such as the appropriate use of short-term capacity purchases through the
MISO capacity auction) can sometimes lead to resource planning results indicating a
resource need or type at different times. Further, renewable energy mandates can also
lead to the need to add resource for compliance purposes when no load need may
exist. Accordingly, different jurisdictions may disagree as to the appropriate size, type,
and timing of particular resource additions.

Pricing Zone Concept

This concept is similar to what occurs in the natural gas industry, where different
pricing zones are sometimes used for gas utilities that provide service in different
areas with mismatched infrastmcture costs. Under this concept, the Company would
plan and select resources for each state or groupings of state jurisdictions developed
as a separate pricing zone within the NSP System. In essence, the North Dakota
jurisdiction would remain part of NSPM, and thus part of the NSP System, but might
eventually be served by resources not serving the remainder of the system. Therefore,
the generation component of the cost of service would vary by pricing zone to reflect
the different mix of resources.

i.

Under this concept, a methodology would be developed to allocate not only costs but
also the benefits of particular resources to particular states. Said another way, we
would allocate the capacity, energy and ancillary benefits of a particular resource to
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particular states. This would help to ensure that the benefits of a particular resource
only accrue to the supporting state.

Rather than merely pricing the “policy premium,” the pricing zone concept would
direcdy allocate not only the costs but also the entire bundle of output of the resource
to the participating states. To do this requires  a complex series of management,
market, accounting, operations, and other processes to be developed and tested.
Additionally, as resources are added to the system that may not be shared among aU
of the NSP System’s states, we will increasingly have to plan for and meet the capacity
needs of each jurisdiction on a potentially stand-alone basis in addition to the
integrated planning we currently do. Over time, this may irretrievably separate various
jurisdictions from the integrated whole of the NSP System.

The pricing zone concept can allow for economies of scale for those resources where
there is agreement, continues the current sharing of the transmission system, and
eliminates many of the difficulties of the corporate separation approach discussed
below. Further, the flexibility of a pricing zone concept, in that it can apply to one,
some, or all of a particular jurisdiction’s resources, can make this a useful framework
to manage the impact of divergent energy policies. This concept, however, may result
in the separation of the integrated NSP System and wiU require full agreement
between the affected jurisdictions as to its implementation. This option also involves
the need for complex accounting decisions to be made that can have significant
ratemaking impacts and which continue to place the Company’s recovery at risk.

Separate Operating Companies

Under this concept, the Company would restructure to organize itself with its North
Dakota operations (perhaps in addition to or in combination with its South Dakota
operations) as a new operating company separate from the Company that would serve
Minnesota customers. We started to explore this concept in earnest while proxy
pricing framework negotiations were ongoing. To that end, we explored separation to
determine if it would provide a vehicle for the Company to serve the NSP System
states in a manner consistent with its preferences, while mitigating the need to
coordinate between each of the jurisdictions.

We determined that corporate restructuring may best resolve the differences amongst
the NSP System states if we envision an energy future where there is more
disagreement than agreement on resource selection and choices. Corporate
restmcturing can provide finality to the issue of divergent energy policies, allow each
of our states to develop consistent with their own priorities, and significantly mitigate
any need for agreement amongst the states into the future. Additionally, creating

4.
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separate operating companies may allow us to capture opportunities for our
customers, and our shareholders, that may not be possible if we were required to seek
agreement and approval from all of the states served by the NSP System.

Creating new operating companies, however, is a lengthy and costly process. Further,
a new relationship between the operating companies would need to be structured and
approved by the state Commissions as well as FERC. New operating companies
could also require renegotiation of existing supply contracts, affiliate relationship
contracts, and other significant transactions. It would likely also require an analysis
and potential reallocation of the existing generation resources, many of which all of
our jurisdictions have been supporting for many decades. This could result in cost
shifts amongst the states and losing some of the system efficiency achieved by the
economies of scale of the integrated system. Last, restructuring the Company also
adds significant corporate compHcations related to credit access and other financing
issues.

Development of an RTF

Consistent with our obUgations under the Negotiated Agreement, we continue to
work toward developing a RTF, which we expect to file in North Dakota and
Minnesota by the end of the year. Currently, we anticipate that it will contain a set of
regulatory processes and procedures to manage preferences in our various states. We
are still in the development stage and do not want to prejudge the outcome of what a
RTF may contain. However, our work has been informed by the various concepts
described above and we continue pursuing a path that we hope can support a viable
RTF. To achieve this, we are currently developing the necessary tools to ensure the
benefits and costs of any resource selection or rejection are appropriately borne by the
appropriate state. Once these tools are developed, we can then determine the
appropriate regulatory matters that need to be addressed to efficiently and equitably
deploy these tools.

We believe that a successful RTF will acknowledge that there is fundamental
agreement between states on the vast majority of the existing generation fleet, a fleet
that has been supported by all of our states for decades. Further, we beUeve that
there wiU be continued benefits of leveraging the economies of scale provided by the
integrated NSP System for all of our customers and therefore will need to develop a
RTF that allows for the sharing of resources in the future as well. This means that a
successful RTF is Hkely to:

C.

(1) be forward looking to address future poHcy divergence between the states,
should it occur;
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(2) find opportunities to continue an integrated approach to serving all of our
customers, where possible; and

(3) continue to keep the existing, or legacy, generating fleet available to all of our
customers in aU of the states we serve.

We are currently in the process of determining the accounting, market, management,
and other internal processes necessary to implement either a Full Recovery or Pricing
Zone Concept within the NSPM operating company. By doing so, we hope to
develop the necessary tools that allow us not only to assign the costs of a particular
resource to a particular jurisdiction but also the capacity, energy. Renewable Energy
Credits (RECs), and other ancillary benefits (such as the value of solar) of that
resource to that particular jurisdiction. By doing so, we can ensure that the
jurisdiction paying the costs of a resource can obtain all of the benefits of that
resource. We believe that this will be an effective methodology to ensure that aU of
our states are served by a resource mix consistent with their policy priorities.

Our initial efforts have demonstrated that it is likely feasible to develop the needed
internal process changes to support each state’s policies. We currently have the ability
to allocate RECs on a jurisdictional basis. We are currently working on the details for
ways the Company can participate in the MISO markets as an integrated whole while
allocating the costs and revenues of MISO market transactions on a generator basis,
rather than on an integrated basis. This would help align the capacity and energy
impacts of particular resources with those participating jurisdictions. We are also
exploring opportunities to address the secondary benefits of Minnesota’s current
focus on distributed generation through different accounting methodologies similar to
the way we account for the benefits of Minnesota energy efficiency programs. Work
continues on development of these procedures, and myriad determinations still have
to be made. We hope to work with aU of our affected states as we develop this
concept to help ensure that it results in an equitable outcome that can be acceptable
to, and align with the policies of, aU of the states we serve.

That said, new processes that accommodate policy divergence will impact the current
regulatory structures in all of the states we serve. We will need to determine new ways
to plan and select resources for each jurisdiction separately, as well as for the
integrated whole. We will need to find ways to seek agreement amongst our
jurisdictions for shared resources in the future as well as to determine when particular
resources will be proposed for only a single jurisdiction. How to manage the
implementation of the internal processes we are developing will be a key component
of the RTF. A successful RTF will be challenging, but aims to provide the Company,
our regulators, and other stakeholders an opportunity to find common ground as well
as make independent decisions.
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Conclusion

The Company appreciates the opportunity to provide additional context to the
Commission about the planning and operation of the integrated NSP System and the
regulatory and analytical frameworks in Minnesota and North Dakota that impact
resource decisions. The Company is working toward development of a RTF that
provides the necessary framework to manage outcomes in the states we serve. The
Company will tile this RTF with the Minnesota and North Dakota Commissions by
January 1, 2017. We look forward to continued dialogue with the MPUC on these
issues and next steps. To that end, we respectfully request a planning meeting held in
the third quarter of this year where we can further discuss the information presented
in this tiling and answer any questions the Commission and our stakeholders may
have.
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