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I. INTRODUCTION

PLEASE STATE YOUR NAME AND TITLE.

My name is Allen D. Krug. I am Associate Vice President, State Regulatory
Policy for Northern States Power Company — Minnesota (NSP, the Company,
or Xcel Energy).

PLEASE SUMMARIZE YOUR QUALIFICATIONS AND EXPERIENCE.

I have worked for Xcel Energy since 1998, initially as a Manager of Renewable
Energy and Energy Contract Coordinator. I then served as a Regulatory
Consultant for a number of years before becoming Regional Vice President,
Regulatory Administration in 2008. I began my current position in 2013. Prior
to joining the Company, I worked for over a decade at the Minnesota
Department of Commerce, first as a Statistical Analyst and later as a Supervisor
in the Electric Regulatory Unit. My statement of qualifications is provided as

Exhibit__ (ADK-1), Schedule 1.

FOR WHOM ARE YOU TESTIFYING?

I am testifying on behalf of Northern States Power Company, a Minnesota
corporation (NSP, Xcel Energy, or the Company). NSP is a wholly owned
subsidiary of Xcel Energy Inc.

WHAT ARE YOUR CURRENT RESPONSIBILITIES?
In my current role, I develop regulatory strategy for NSP across North Dakota,

South Dakota, and Minnesota.

1 Case No. PU-24-
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Q.
A.

WHAT IS THE PURPOSE OF YOUR TESTIMONY IN THIS PROCEEDING?

The purpose of my testimony is to present the Company’s overall rate case to
the Commission. My testimony provides an overview of our Application,
summarizes the need for a general electric rate increase, explains key
developments since the Company’s last North Dakota rate case, and introduces

the Company-sponsored witnesses.

PLEASE DESCRIBE HOW YOUR TESTIMONY IS ORGANIZED.
My testimony is organized in the following sections:

e (Case Overview;

¢ Company Overview and Key Drivers;

* Allocation of Costs;

* Rate Case Components;

* Proposed Changes to Rate Recovery;

*  Other Issues;

* Introduction of Company Witnesses; and,

*  Conclusion.

WHAT IS THE COMPANY FILING IN SUPPORT OF I'TS APPLICATION?

In addition to our Application, we ate filing testimony, exhibits, and work
papers in support of our request. We reviewed all North Dakota Public Service
Commission Rules and Orders from prior rate cases (and other relevant
proceedings) to ensure we have complied with the Commission’s requirements.
My Exhibit_ (ADK-1), Schedule 2 lists the relevant statutes, rules, and
Commission directives, the action the Company has taken to address each
Commission directive, and the location in our Application or supporting
documents of the relevant content.

2 Case No. PU-24-
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II. CASE OVERVIEW

PLEASE SUMMARIZE THE COMPANY’S REQUEST IN THIS PROCEEDING.

In this case, Xcel Energy seeks authority from the Commission to increase our
retail electric base rate revenues by approximately $44.6 million, or 19.3 percent.
We base this request on a 2025 future test year as allowed by North Dakota law.
The test year revenue reflects a Return on Equity (ROE) of 10.30 percent and
an overall Rate of Return (ROR) of 7.56 percent. Under our proposal, a typical
residential customer would see a monthly bill increase of about $22.34 per
month. I note, however, that as Company witness Benjamin C. Halama
discusses, new nuclear production tax credits are available. The Company did
not include them in its 2025 test year given the program’s novelty. However,
the Company is forecasting that it may receive several million dollars in such
credits, the value of which will be returned to customers. Company witness

Halama proposes in his testimony that these amounts be credited to customers

through the Bill Credit Rider.

WHY IS THE COMPANY SEEKING A RATE INCREASE AT THIS TIME?

It has been a little over four years since the Company last filed an electric rate
case. In that time, NSP has made material investments, including investments
in the distribution system in North Dakota and in generation and transmission
assets. The Company has also faced increased costs in some areas, which is
consistent with the inflationary pressures that have impacted many sectors of
the economy since 2020. While Xcel Energy made reasonable efforts to control
costs and inflation has moderated recently, prices have not gone back down and
the cumulative impact requires us to seck rate relief. General and intangible
capital investments, including investments in information technology, fleet

3 Case No. PU-24-
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modernization, and improvements to the facilities the Company uses to operate

our system are also contributing to the need for this rate case.

ARE CHANGES IN THE EXPECTED LIVES OF GENERATION PLANTS AN ISSUE IN
THIS CASE?

Yes. In this case, we are seeking permission to adjust the remaining lives of our
coal units and one of the plants in our nuclear fleet as well as to recover the
undepreciated costs of Unit 2 of the Sherburne County Generating Station
(Sherco), which was retired in 2023. The Company has previously informed the
Commission of these various changes, including in resource plan filings, the
prior rate case (for coal facilities), and in a now-withdrawn Advance
Determination of Prudence filing related to extending the life of the Monticello
Nuclear Generating Plant. I would also note that, while the retirement of coal-
fueled units contributes to the revenue deficiency, it is partially offset by the
change in depreciation resulting from the proposed increase in the service life
of Monticello, and these changes are only one factor contributing to the need

for this rate case.

As I noted above, it has been four years since we last filed a rate case, and there
have been various investments, increased costs, and other developments in the
intervening years and in the projected test year. It is the cumulative impact of
those factors that is driving the need for the rate case, not any single factor.
Figure 1, below, identifies the key categories of costs driving our revenue
deficiency compared to current rates (i.c.., those established using a 2025 test

year). I will discuss key drivers in Section 111 below.

4 Case No. PU-24-
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Figure 1
Incremental Drivers: Current rates to 2025
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ITII. COMPANY OVERVIEW AND KEY DRIVERS

WHAT IS THE PURPOSE OF THIS SECTION OF YOUR TESTIMONY?
In this section, I describe the Company and cover key Company developments

since the last rate case that provide context for our need for rate relief.

PLEASE DESCRIBE THE COMPANY.

The Company serves approximately 1.5 million electricity customers in North
Dakota, South Dakota, and Minnesota. The Company is part of an integrate
system of generation and transmission that serves the upper Midwest, including
Xcel Energy’s operations in Wisconsin and Michigan served by NSP-Wisconsin
(collectively, the NSP System). Our combined system operations include power

generation facilities with a gross maximum capacity of approximately 10,000

5 Case No. PU-24-____
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MW, more than 8,400 miles of transmission lines, and approximately 548

transmission and distribution substations.

HOW DOES THE INTEGRATED NSP SYSTEM HELP XCEL ENERGY TO MEET ITS
CUSTOMERS’ NEEDS?

Our integrated NSP System helps to provide cost-effective, reliable, and safe
service to all our customers in the Upper Midwest, including those in North
Dakota. Our customers across the five states in our Midwest service area derive
benefits from an integrated system and a comprehensive approach to planning
for and meeting customers’ needs. The diversity of our energy supply supports
our customers by reducing the risk of significant increases in customer bills due
to cost, regulatory, or supply issues that can occur for any one energy source.
Our customers also benefit from the fact that many significant business costs

can be spread over a larger base, thus lowering the average cost of service.

WHEN WAS THE COMPANY’S LAST ELECTRIC RATE CASE?
The Company filed its last electric rate case, Case No. PU-20-441, on November
0, 2020. That case used a 2021 future test year.

WHAT LEVEL OF CAPITAL INVESTMENTS HAS THE COMPANY MADE SINCE ITS
LAST ELECTRIC RATE CASE?

Xcel Energy has made and is planning to make capital investments since our
last rate case that result in an increase of $152.71 million to the Company’s
North Dakota electric rate base. During that same period, the Company has
spent and is planning to spend $460.9 million on capital investments physically

located in North Dakota.”

6 Case No. PU-24-
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Q.

HOW WAS THAT LAST ELECTRIC RATE CASE RESOLVED?

The parties to the case entered into a Settlement Agreement, which the
Commission approved in an Order dated August 18, 2021. Pursuant to the
approved Settlement, the Commission approved an increased revenue
requirement of $7.1 million (3.4 percent) and an ROE of 9.50 percent. The

Settlement also provided for an earnings share mechanism.

WHAT HAVE BEEN XCEL ENERGY’S NORTH DAKOTA ELECTRIC EARNINGS IN
RECENT YEARS?

In 2023, our weather-normalized jurisdictional electric return on equity was 9.40
percent. For 2024, it is forecasted to be 6.89 percent. Absent a rate increase, the
forecasted return in 2025 is 2.45 percent. With that level of projected return for

both 2024 and 2025, the Company must seck additional revenue.

PLEASE DISCUSS THE GENERAL AND INTANGIBLE CAPITAL ADDITIONS.

The investments in these categories consist largely of investments in our fleet
and supporting infrastructure, investments in new service centers, information
technology (I'T) investments, including the replacement of aging and outdated
software and investments in newer systems to help enhance our ability to
efficiently manage our business, and improvements to the Company’s facilities.

These investments are also discussed by Company witness Mark P. Moeller.

PLEASE DISCUSS THE FLEET ASSETS AND THE FUNCTION SERVED BY THE FLEET
ORGANIZATION.

The fleet assets are the cars, trucks, trailers, and construction equipment, and
supporting facilities such as garages and fuel depots that the Company uses to
support its provision of safe and reliable service. The fleet organization is

7 Case No. PU-24-
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responsible for planning, procuring, maintaining, and retiring those assets. The
construction, maintenance, and repair of the NSP System necessitates regular
travel, which in turn requires the use of vehicles. Because the Company must
be in a position to swiftly and safely respond to emergencies, it is imperative
that the Company’s vehicles be safe and reliable. The Company also uses
various types of construction equipment to perform the regular work of

maintaining the safety and reliability of our electric distribution system.

WHAT TYPES OF FLEET INVESTMENTS ARE CONTRIBUTING TO THE NEED FOR
THIS RATE CASE?

The most significant portions of the Company’s fleet investments are asset
replacements and additions made to the fleet. NSP recently analyzed the cost of
fleet ownership and determined that a somewhat younger fleet would produce
a reduction in the total fleet ownership costs. As a result, the Company is
making fleet replacements which will lower the average age of the fleet, increase

reliability, and reduce fueling and maintenance expenses.

YOU HAVE DISCUSSED FLEET REPLACEMENTS, BUT WHY IS THE COMPANY
ADDING VEHICLES TO THE FLEET?

The Company is adding some additional fleet assets in response to business
needs and to reduce expenses for renting certain vehicles. From 2020 to 2022,
the Company paused its fleet additions and studied use of the existing fleet to
make sure existing vehicles are fully utilized. Based on that analysis, the

Company determined that some additional vehicles are needed.

OTHER THAN VEHICLE REPLACEMENTS AND ADDITIONS, WHAT OTHER TYPES
OF FLEET CAPITAL INVESTMENTS IS THE COMPANY MAKING?

8 Case No. PU-24-__
Krug Direct
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Those two categories are the largest portions of the fleet capital additions by a
significant margin, but there are also some investments in the areas of fueling
infrastructure and garage tools. The garage tools additions include the purchase
and installation of cranes, air compressors, and other infrastructure at fleet
service centers. The fueling infrastructure includes investments in charging

infrastructure for electric vehicles.

WHAT ARE THE PROPERTY SERVICES AND ENTERPRISE SECURITY CAPITAL
ADDITIONS?
The additions in this area consist of investments in security infrastructure and

additions to buildings and facilities.

ARE THERE ANY PARTICULAR PROPERTY SERVICES OR ENTERPRISE SECURITY
PROJECTS TO WHICH YOU WOULD LIKE TO DRAW ATTENTION?

Yes. The initial phase of construction for our new Grand Forks Service Center
began in the Spring of 2024. The new service center, which is being built in
response to growth in the Grand Forks area, is an addition of just over $31
million on a Company-wide basis. Construction is scheduled to be complete in
2025. Other significant projects include the development of new service centers

in Minneapolis, Minnesota, St. Cloud. Minnesota, and Chanhassen, Minnesota.

WHAT ARE THE DISTRIBUTION CAPITAL INVESTMENTS?

These are capital additions made to our distribution system in North Dakota.
The most significant types of capital additions in this area are projects to
improve asset health and reliability, infrastructure added to serve new
customers, and investments made to increase the capacity of our distribution
system. Significant investments include the replacement of the Larimore

9 Case No. PU-24-
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Substation, the Company’s investment in increasing its stock of reserve
transformers, and the replacement of underground cable. Company witness

Moeller also discusses these and other capital investments.

PLEASE DESCRIBE THE REPLACEMENT OF THE LARIMORE SUBSTATION.

The substation was located in Larimore, North Dakota. It was a 4kV substation
and the Larimore area was one of the last 4kV areas in the Company’s North
Dakota service territory. There are approximately 800 customers in the area who
primarily rely on electricity for their heating needs. The substation was
approaching the end of its service life. The Company replaced it with a new 12.5
kV substation, the Turtle River Substation, and upgraded associated distribution

lines.

WHAT ARE THE RESERVE TRANSFORMER PURCHASES?

The Company made investments to increase its quantity of both reserve
substation transformers and distribution service transformers. When substation
transformers fail, the Company responds by using mobile transformers to
quickly restore power to customers. That, however, is a temporary solution. The
substation transformers need to be replaced, and the mobile transformers freed
up so they can be used for other emergencies and for planned substation
maintenance and upgrade work. However, substation transformers are a long
lead time item. That is, they must be ordered well in advance. Accordingly, the
Company keeps a stock of transformers in reserve so that it can promptly
replace those that fail. Some distribution transformers are kept on hand to be
able to serve increased customer load or if existing equipment needs to be

replaced.

10 Case No. PU-24-____
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PLEASE DISCUSS THE UNDERGROUND CABLE REPLACEMENT.

In the prior rate case, the Company noted that it had prioritized replacing older
underground cable that had been failing. That effort has continued. These
replacements and other asset health and reliability investments, including pole

replacements, improve system reliability for our customers.

PLEASE DISCUSS THE NUCLEAR AND STEAM REMAINING LIVES.

I briefly discussed this in Section I above, but I will touch upon it again. This is
the result of adjustments made to the service lives of coal-fueled generating
units and the Monticello nuclear facility. The coal-fueled units include the Allen
S. King plant located in Oak Park Heights, Minnesota, which is scheduled to
retire in 2028, and the three Sherco units located in Sherburne County,
Minnesota. Sherco Unit 2 was retired at the end of 2023, Unit 1 is scheduled
for closure in 2026, and Unit 3’s closure is scheduled for 2030. Conversely, the

Company is proposing to extend the service life of the Monticello nuclear

facility to 2040.

In his testimony, Company witness Christopher J. Shaw explains why these
retirement and life extension decisions were prudent. Based on some initial
survey work we have done with our North Dakota customers; these decisions
also are apparently supported by the majority of our North Dakota customers.
The Company occasionally conducts market research of our customers, and in
a recent survey of utility customers in North Dakota, individuals who identified
themselves as Xcel Energy customers were provided a short description of the
Company’s plan to reach 100 percent carbon-free electricity by 2050, including
the plan to close all of the Company’s coal plants by 2030. When asked whether
they would describe this approach as the right kind of plan or the wrong plan

L Case No. PU-24-
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for North Dakota, approximately 78 percent of responders indicated that they
believed it was the right kind of plan. While this is, of course, just a survey of a
sample of our customers, and is not in any way a substitute for the analysis and
evidence presented by Company witness Shaw or thoughtful policymaking in
general, it does provide some additional support that adjusting the remaining

lives of our nuclear and steam units is in the public interest.

WHAT ARE THE AGIS DRIVERS?
The Company’s Advanced Grid Intelligence and Security (AGIS) initiative is a
group of related investments in the technology we use to operate the
distribution system. It includes the advanced metering infrastructure (AMI)
smart meters, the field area network (FAN) used to communicate with those
meters, and the advanced distribution management system (ADMS) used to
operate our electrical distribution system. Company witness Chad S. Nickell
discusses these and other AGIS related investments in his testimony and
explains that the need for AGIS was driven by the Company’s need to replace
aging meters that had been in place since the 1990s. One of the outcomes agreed
to in the Commission-approved settlement that resolved the prior rate case was
that AGIS capital and operations, and maintenance (O&M) expenses were
placed in a deferral. The Company is allowed by the terms of the settlement to
propose a reasonable amortization period for recovery of the deferral in a
future rate case assuming that the foundational AGIS investments are either in
service or are forecasted to be during the rate case test year. As Company
witness Nickell explains in his testimony, the foundational AGIS investments
are largely in service and the remainder, some of the meters, are forecasted to

be installed during the 2025 test year. The AGIS case driver shown on Figure 1

12 Case No. PU-24-
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thus consists of both the Company’s proposed recovery of the AGIS deferral,
test year AGIS capital additions, and test year AGIS O&M.

WHAT ARE THE AMORTIZATIONS AND COST OF CAPITAL DRIVERS?

Company witness Halama discusses the amortizations in his Direct Testimony.
The cost of capital represents the impact of the Company’s proposed increase
to its return on equity, which is supported by Company witness Josh C. Nowak

in his testimony.

PLEASE DISCUSS THE A&G O&M DRIVER?

This represents our increased administrative and general expenses. As I
discussed above, the Company was impacted by material inflation since we last
filed a general electric rate case. In particular, labor costs and the costs of the
Company’s insurance have increased. While Xcel Energy works to control costs,

some increase was unavoidable.

WHAT IS THE STEAM CAPITAL?
This driver is the result of an increase to the cost of removal for steam
generation assets. Company witness Moeller discusses the cost of removal

estimates in his testimony.

WHAT IS THE INCOME TAX DRIVER?
The increase in taxes is a result of the capital additions reflected in other case
drivers discussed above. Income tax increases are merely a function of increased

capital investments and the related additional revenue.

13 Case No. PU-24-
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WHAT IS THE NUCLEAR CAPITAL DRIVER?

This driver consists of capital investments at our Prairie Island and Monticello
Nuclear Generating Stations. These plants are an important source of reliable
baseload generation for the NSP System. The most significant projects are dry
cask storage additions, the Prairie Island baffle-former bolt replacement project,
and investments made in response to a groundwater issue at the Monticello

facility.

PLEASE DISCUSS THE DRY CASK STORAGE.

With the Federal government’s Yucca Mountain storage facility on hold for the
foreseeable future, and no apparent alternative permanent storage facility, the
Company continues to rely on safe on-site dry cask storage of spent fuel for the
time being. As a result, the Company continues to invest in new casks and

associated infrastructure.

WHAT IS THE BAFFLE FORMER BOLT REPLACEMENT?

These bolts are used to hold together the horizontal supports for the cores at
both Prairie Island units. They are inspected in accordance with Nuclear
Regulatory Commission standards. The decision was made based on the age of
the bolts and an analysis of worst-case conditions to replace them. This
replacement will avoid the need for additional inspections or replacements
through the end of the current license period. It removes the risk that
inspections which would otherwise be required during that period result in the
need for unplanned replacements, which could increase the scope and duration

of future outages.

14 Case No. PU-24-
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WHAT ARE THE GROUNDWATER PROJECTS?

In November 2022, the Company discovered a leak of tritiated water at
Monticello. Tritium is a naturally occurring radioactive form of hydrogen that
is present in the atmosphere and that is also a byproduct of producing electricity
at nuclear power plants. The leak was confirmed to not represent a health or
safety issue, but did need to be addressed. The Company replaced the water
pipe in question and also proactively replaced two additional pipes in a similar
position. Additional capital work involved installing a barrier wall and
monitoring wells to address the impacted groundwater. These efforts have been

productive, and rates of tritium are declining.

PLEASE DISCUSS THE TRANSMISSION CAPITAL.
As Company witness Halama explains in his testimony, this driver is largely the
result of rolling into base rates projects for which the Company was already

obtaining cost recovery through the Transmission Cost Recovery (TCR) rider.

WHAT 1S THE NSPW INTERCHANGE?

These are the North Dakota portion of amounts due under the FERC
jurisdictional Interchange Agreement between the Company and NSP
Wisconsin. This includes the impact of the Wheaton Repowering Project, which
is the construction of a new natural gas combustion turbine and reciprocating
internal combustion engine (RICE) generating facility at the existing Wheaton
Generating Station in the town of Wheaton in Chippewa County, Wisconsin.
The new CT will have a nominal capacity of 210 MW and the five RICE
generators will each have a nominal capacity of 9 MW. The project is due to

come into service in 2025.

15 Case No. PU-24-
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PLEASE DISCUSS THE REVENUES SHOWN ON FIGURE 1 AS PARTIALLY
OFFSETTING THE OTHER CASE DRIVERS.

Company witness Halama discusses them in his Direct Testimony. I will note
that the largest is revenue currently collected using the TCR and Renewable
Energy Rider (RER). The Company is seeking to roll these revenues and the

associated investments into base rates.

IV. ALLOCATION COSTS

HOW DOES THE COMPANY ALLOCATE SYSTEM COSTS AMONG AND BETWEEN
JURISDICTIONS?

The Company directly assigns many costs to particular state jurisdictions. For
example, capital and O&M costs for portions of the electric distribution system
that only serve customers in North Dakota are directly assigned to North
Dakota. For those costs incurred by areas of the Company to support
operations in more than one jurisdiction, the Company uses a variety of
allocation factors. The Company’s allocation methodologies used in this rate
case are set forth in the Company’s Cost Assignment and Allocation Manual
(CAAM), which is Schedule 14 to Company witness Halama’s Direct

Testimony.

ARE THERE ANY PARTICULAR ALLOCATORS WHICH YOU WOULD LIKE TO
DISCUSS?

Yes. The Company uses a 12 coincident peak (12 CP) allocator to assign certain
types of costs including fixed capacity related expenses, plant, plant related
items, fixed production expenses, purchase power demand expense, and
transmission costs.

16 Case No. PU-24-
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IS 12 CP ALLOCATOR ALSO USED FOR THESE PURPOSES IN THE COMPANY’S
OTHER JURISDICTIONS?

Yes. The 12 CP allocator is used in North Dakota, South Dakota, and

Minnesota.

HAS THE COMMISSION PREVIOUSLY CONSIDERED USE OF THE 12 CP
ALLOCATOR?

Yes. In Case No. PU-12-813, a prior rate case, there was a dispute in testimony
regarding which allocator was appropriate, with Advocacy Staff’s witness
recommending 1 CP allocator and the Company proposing the 12 CP allocator.
In a Commission-approved settlement,' the parties agreed to retain a third-party
to conduct a study on the issue and make a recommendation. In the resulting
study, the third-party consultant recommended not changing the 12 CP
allocator.” In a subsequent settlement approved by the Commission, a
rebuttable presumption was established that the 12 CP allocator is appropriate
for allocating system costs between North Dakota, South Dakota, and
Minnesota. By the terms of the relevant provision, the rebuttable presumption
expires on December 31, 2025. The settlement also provides that Staff is to
notify the Company if it plans to challenge the rebuttal presumption as eatly as
possible and to work in good faith regarding the appropriate allocation

methodology.’

! Order Adopting Settlement, Case No. PU-12-813, Feb. 26, 2018, Revised Second Amended
Comprehensive Settlement Agreement at Section 11.C.
2 Compliance Filing, Case No. PU-12-813, Apr. 2015, Review of Jurisdictional Allocation Methods for
Production and Transmission Costs at 5 (“we did not find compelling reasons to change the allocation
method”).
3 Order Approving Settlement, Case No. PU-12-813, Mar. 9, 2016, First Revised Negotiated Agreement at
Section V.D.
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HAS ADVOCACY STAFF PROVIDED NOTICE THAT IT WILL SEEK TO CHALLENGE
THE USE OF THE 12 CP ALLOCATOR?

It has not formally provided such a notice. However, it is my understanding that
in informal conversations, Staff has expressed an interest in examining the 12
CP allocator in this case. Given that, we are providing the Direct Testimony of
Company witness Steven W. Wishart with respect to the 12 CP allocator to
provide context and to fully inform the record. In his testimony, Company
witness Wishart explains why the continued use of the 12 CP method is most

appropriate for the Company.

V. RATE CASE COMPONENTS

A. Test Year

WHAT INFORMATION IS THE COMPANY PROVIDING TO SUPPORT ITS 2025 TEST
YEAR IN THIS CASE?

Consistent with N.D.C.C. § 49-05-4.1, the Company includes the following with
this filing to substantiate its 2025 test year:

1) A comparison of forecast data to historical period data to demonstrate
the reliability and accuracy of the utility’s forecast including a comparison
of the prior years’ forecast or budgeted data to actual data for those
periods 1s provided in the Direct Testimony of Company witness
Halama.

2) A statement that the public utility’s forecast is reasonable, reliable, and
was made in good faith and that all basic assumptions used in making or
supporting the forecast are reasonable, evaluated, identified, and justified
to allow the Commission to test the appropriateness of the forecast is

provided in the Direct Testimony of Company witness Halama.

18 Case No. PU-24-
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3) A statement that the accounting treatment that has been applied to
anticipate events and transactions in the forecast is the same as the
accounting treatment to be applied in recording the events once they
have occurred. This information is provided in the Direct Testimony of

Company witness Halama.

B. Rate of Return

WHAT RATE OF RETURN IS THE COMPANY PROPOSING IN THIS APPLICATION?
Our proposed revenue requirement reflects an overall ROR on investment of
7.56 percent, based on a capital structure of 52.50 percent common equity,
46.71 percent long-term debt, and 0.79 percent short-term debt, with an ROE
of 10.30 percent.

C. Revenue Requirement

WHAT TOTAL REVENUE REQUIREMENT IS THE COMPANY PROPOSING IN THIS
RATE CASE?
The Company is proposing a total revenue requirement of $274.93 million. The

revenue deficiency sought in this rate case is $44.56 million.

D. Rate Design

PLEASE DESCRIBE THE PROPOSED RATE DESIGN FOR THIS CASE.
We are not proposing any material changes to the current rate design. Company
witness Nicholas N. Paluck discusses this further and identifies some minor

proposed rate design changes in his Direct Testimony.

19 Case No. PU-24-
Krug Direct



(SO )

S O o N N B

|\ I NS T NS T O T N N AN T e e e e T e S Sy S\ S U S
O A LW DD —m O v 00 N & U A W N =

A.

VI. PROPOSED CHANGES TO RATE RECOVERY

WHAT CHANGES IS THE COMPANY PROPOSING WITH REGARD TO RATE
RECOVERY?

NSP is proposing changes to certain ratemaking items related to employee
compensation and benefits, charitable donations and organizational dues, and

aviation expenses.

WHAT ARE THE PROPOSED CHANGES RELATED TO EMPLOYEE COMPENSATION
AND BENEFITS?
We are seeking to adjust recovery in rates for the Long-Term Incentive program

(LTT).

WHAT IS LTT?

L'TT is an incentive program that is available to our more senior and executive
level employees; less than five percent of exempt and non-bargaining employees
are eligible for LTI. L'TT is intended to incentivize these senior employees to
effectively manage the Company towards its overall corporate goals and in the
best interest of our customers and shareholders. As its name implies, LTI
provides a long-term incentive to these Company leaders through the grant of
Xcel Energy Inc. equity. The employees who receive an L'TT grant tend be those
who have a higher level of influence in the Company’s direction and strategy,
and also are employees who are in positions that can be expensive and time
consuming to fill. The L'TT program helps retain these key employees and is

necessary for Xcel Energy to remain competitive in the labor market.
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ARE THERE DIFFERENT TYPES OF LTI?
Yes. LTI can be earned via three separate components: 1) environmental

performance, 2) total shareholder return, and 3) time-based.

WHAT IS THE COMPANY’S PROPOSAL FOR HOW L'TT SHOULD BE ADDRESSED IN
THIS RATE CASE?

The Company is proposing that it be allowed to recover the environmental and
time-based portion of its LTI expenses. Environmental LTT is the portion of
the LTI program tied into the achievement of the Company’s environmental
goals. The technologies implemented by Xcel Energy will result in efficiencies,
allow for a lower cost of capital, and remove fuel costs, in addition to
environmental and other benefits. Time-based LTI is the portion of the LTI
program tied to the length of key employees’ service with the Company.
Customers benefit from the Company’s ability to retain the institutional

knowledge and capabilities of key employees.

WHY IS IT REASONABLE FOR THE COMPANY TO RECOVER TIME-BASED AND
ENVIRONMENTAL LTI IN RATES?

These components for earning LTI are key to effective management of the
Company, consistent with key customer-focused goals of environmental
excellence and efficient management, and are necessary for the retention of key,
senior leaders. Our customers benefit from our ability to retain key employees
Company witness Halama discusses the impacts on the rate case of allowing for

rate recovery of LTT.

WHAT CHANGES 1S THE COMPANY PROPOSING WITH REGARD TO CHARITABLE
CONTRIBUTIONS AND ORGANIZATIONAL DUES?
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The Company is proposing that it be allowed to recover 100 percent of the cost
of membership dues for the Greater North Dakota Chamber of Commerce.
Such dues are a common business expense. Moreover, participation in the
Chamber of Commerce can facilitate important discussions between Xcel
Energy and other members of the North Dakota business community,
including industrial and commercial clients, to the benefit of the Company and

its customers.

The Company also proposes that cost recovery of 50 percent of charitable
contributions benefitting North Dakota be allowed. Charitable contributions
are a normal and expected expense for a business, particularly for a corporation
of Xcel Energy’s size and prominence in the community, and the Company’s
request is moderate in that it encompasses only half the cost of those donations
that directly benefit North Dakota. For a limited set of contributions —
donations made to North Dakota state and local economic development entities
— the Company is seeking to recover 100 percent of costs. Company witness
Halama provides the rate impact of these changes in his Direct Testimony and
Schedules. The impact on rates of the Company’s proposal will be quite modest,

and these dues and contributions benefit North Dakota.

WHAT CHANGES 1S THE COMPANY PROPOSING WITH REGARD TO AVIATION
EXPENSES?

The Company is proposing that it be allowed to recover 50 percent of the
jurisdictionally allocated portion of its aviation expenses. These are the O&M

expenses associated with Xcel Energy’s airplanes.
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WHY IS IT REASONABLE FOR A PORTION OF THE AVIATION EXPENSES TO BE
RECOVERABLE IN CUSTOMER RATES?

These are business expenses the Company incurs as part of its normal
operations. The use of the corporate airplanes allows for efficient transportation
of key employees that require significant travel, including by allowing them to
work while traveling to a degree that would otherwise be impracticable. The
Company removes any non-business travel from the trips for which it seeks
recovery and is only requesting 50 percent of the expenses to bring them closer

in line with the costs of travel using commercial aitlines.

VII. OTHER ISSUES

WHAT IS THE PURPOSE OF THIS SECTION OF YOUR TESTIMONY?
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