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Statement of the issue

Should the Commission approve X cdl's 2005-2019 Resource Plan?

Background

On August 29, 2001, the Commission approved Xcel's 2000-2014 resource plan, in Docket No.
E-002/RP-00-787 (see Order Approving Xcel Energy's 2000-2014 Resource Plan, as Modified).

On December 2, 2002, Xcel filed its 2003-2017 resource plan, in Docket No. E-002/RP-02-2065.
On March 14, 2003, the Department of Commerce asked that the date for filing initial comments
on the 2003-2017 plan be delayed until the conclusion of the 2003 legidlative session due the
Legidature's consideration of issues related to Xcel's Prairie Iand and Monticello plants.

On September 10, 2003, Xcel filed arequest to withdraw the pending 2003-2017 resource plan,
and to file its next resource plan no later than November 1, 2004. Xcel also requested approval
to issue a Request for Proposals (RFP) in 2005 to obtain 450 MW of supply in the 2011-2013

time frame. Later Xcel requested to withdraw its request for approval to issue an RFP in 2005.

On March 9, 2004, the Commission granted Xcel's request to withdraw its 2003-2017 resource
plan (see Order Permitting Withdrawal of Resource Plan and Request to Issue RFP, in Docket
No.

E-002/RP-02-2065). The Commission designated November 1, 2004 as the filing date for Xcdl's
next plan. The Commission also ordered Xcel to begin immediately a stakeholder process to re-
examine the competitive bidding process, and the use of this process and other for acquiring
baseload and other resources.

On November 1, 2004, Xcel filed its 2005-2019 resource plan, in Docket No. E-002/RP-04-
1752. Aspart of that plan, the Company proposed to modify its competitive bidding process and
to change they way it acquired resources.

Also on November 1, 2004, Xcel filed a Notice of Changed Circumstances affecting its resource
planning, in Docket No. E-002/RP-00-787. The Notice of Changed Circumstances was filed
pursuant to Minnesota Rules 7843.0500, subp. 5. In this Notice, Xcel informed the Commission
of the Company's intent to begin pursuing the resource acquisition process proposed in its
November 1, 2004 resource plan filing.

On November 12, 2004, the Commission issued a notice seeking comments on Xcel's proposal to
modify its competitive bidding process and the Company's resource acquisition processin
genera (in Docket No. E-002/RP-04-1752). This matter came before the Commission on
October 13, 2005. On November 17, 2005, the Commission issued an Order granting Xcel's
request to delay a decision to modify the competitive bidding process, and to wait and filea
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report detailing the Company's work with nine other parties to develop baseload aternatives.

On April 26, 2006, this matter came back before the Commission. On May 31, 2006, the
Commission issued its Order Establishing Resource Acquisition Process, Establishing Bidding
Process Under Minn. Stat. 216B.2422, Subd. 5, and Requiring Compliance Filing, in Docket No.
E-002/RP-04-1752. In this Order, the Commission established atwo-track competitive resource
procurement process, using the framework of the certificate of need process when Xcel submits a
self-build proposal and using aformal, competitive bidding process when Xcel doesnot. The
Commission clarified the process adopted constituted a "bidding process approved or established
by the Commission™” under Minn. Stat. 216B.2422, subd. 5. Under Minn. Stat. 216B.2422, subd.
5, agenerating plant selected under such a process is exempt from certificate of need.

On February 24, 2005, the Commission granted the Department's request for a three month
extension to fileinitial comments on Xcel's plan. On May 25, 2005, the Commission granted
another request by the Department to extend the deadline for final comments to October 18,
2005. On October 5, 2005, the Commission granted X cel's request to extend the deadline for
final comments until November 23, 2005. On December 8, 2005, a further request for an
extension in the deadline to file comments on the resource acquisition issues was sought by the
|zaak Walton League (and the parties represented by the |zaak Walton League). On December
15, 2005, the Commission granted an extension in the deadline for filing reply comments to
January 30, 2006.

On December 27, 2005, Excelsior Energy Inc. filed a petition asking the Commission to open a
contested case proceeding to, anong other things, approve, amend, or modify a proposed power
purchase agreement Excelsior submitted to Xcel, under Minn. Stat. 216B.1694, for power from
its proposed Mesaba Energy Project and to make determinations under 216B.1693. On April 25,
2006, the Commission issued its Notice and Order for Hearing and Order Granting Intervention
Petitions, in Docket No. E-6472/M-05-1993.

On June 2, 2006, Administrative Law Judge (ALJ) Steve M. Mihalchick established a procedural
schedule for the Excelsior case that included evidentiary hearings on issues related to Mesaba
Energy Unit 1, from October 30 to November 7, 2006, with an AL J report expected by January
23, 2007. Issuesrelated to Mesaba Energy Unit 2 would be addressed in 2007, with an ALJ
report expected by July 13, 2007.

Positions of the parties by issue
Xcel's 2005-2019 resource plan

Xcel filed its 2005-2019 resource plan on November 1, 2004. The sections of the plan include:
(1) Executive Summary, (2) Forecast and Resource Needs,

(3) Modeling and a Preferred Plan, (4) Base Load Need Assessment, (5) Resource Acquisition,
(6) Demand Side Management (DSM), (7) Existing Fossil-Fuel Resources, (8) Nuclear
Generation, (9) Renewables, (10) Environment, (11) Transmission, and (12) Compliance Filings.
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In addition, the plan document includes four appendices: (A) Forecast Methodology, (B)
Existing Plants, (C) Mercury Report, (D) Annual Report for July 1, 2004. The Executive
Summary of the November 1, 2004 plan filing, together with the introductory comments filed by
the Department on August 1, 2005 (#114, pages 1-4), provide an overview of Xcel's resource
plan filing.

Also received on November 1, 2004 as a separate filing was X cel's Report on the Status of the
Implementation of the Northern Flood Agreement (#2). Xcel filed its Mercury Control Report
for the A.S. King Plant (required by the MERP settlement agreement) on November 17, 2004
(#11) as a supplemental filing.

On November 23, 2005, Xcel filed reply comments (#162) offering avariety of amendments and
additionsto itsinitial plan. Among the changes made were an updated Action Plan and a Base
Load Development Process Study and Options Report relating to base load need. Inreply to
comments from numerous parties filed responding to Xcel's November 1, 2004 plan, Xcel
organized its November 23, 2005 reply by topic area generally consistent with the original plan.

Forecast and M odeling
Xcel Energy

Forecasting is a key component of resource planning. The forecast provides the basis for
determining the type and amount of resources needed over the planning period. Forecastingisa
particularly subjective exercise based on avariety of assumptions including demographics,
economic indicators and weather.

The system sales forecast is developed using econometric models that relate historical salesto
economic and demographic variables such as price, income, employment, weather and the
number of customers. Individual jurisdictional level customer class models are summed to
determine system sales. Loss factors are developed and held constant over the planning horizon.

The Company’s peak demand forecast is created by developing an econometric model that
relates the historical uninterrupted monthly peak demand to native energy requirements, weather,
and winter and summer seasons. The median energy forecast and normal peak producing
weather are used in the model to determine the peak demand forecast. Appendix A to the
Application provides a more complete discussion of the modeling used to develop the forecast.

The Company provided supplements to the median forecast with higher and lower forecasts to
reflect the potential variability in energy requirements and peak demand particularly related to
weather. Xcel developed a probability distribution around its energy requirements and peak
demand forecasts which resulted to develop arange or distribution of forecasted values for peak
and energy requirements. Appendix A to the Application provides a more complete discussion
of the Company’s risk assessment methodol ogy.
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Past forecasting issues

In Xcel’s 2000 Resource Plan an issue was raised with the short-term forecasting methodol ogy
used by the Company to predict its energy sales and demand forecast in the first five years of the
planning period and a separate long-term forecast method for the remaining ten years. Xcel
indicated that it has since gone to a single forecasting process for the 15-year planning horizon.

In the Blue Lake Certificate of Need proceeding (Docket. No. E-002/CN-04-76) the Department
identified other issues with Xcel’s forecasting and agreed to work with the Company to reconcile
their differences. The Company indicated that it met, talked with, and e-mailed the Department
several times to discuss forecasting methods. The Department identified several issues with
Xcel’s econometric model and suggested exploring how the variables are included in the
modeling. Xcel tested al of the DOC’s suggestions and found that none of the models suggested
and analyzed was significantly better than the existing model.

In this proceeding X cel used a model similar to that in the Blue Lake proceeding and other
recent filings to create its demand forecast. The model uses anormal peak producing weather
weighted by number of customers, arolling 12-month total energy requirement and seasonal
binary variables to forecast peak demand.

Forecast Application

Xcel indicated that it made one significant change in its forecast selection for planning
generation requirements. Due to its recent experience in short-term markets, Xcel has decided to
use the 90% forecast level as the appropriate planning level for capacity planning in this
Resource Plan. The Company argued that MAPP penalties for not living up to capacity
requirements, the need for adequate generation capacity generally, and the fact that actual
demand is afunction of many variables require utilities to plan to a high level of certainty.

In the past Xcel has used a median forecast in its Resource Plan which is aforecast with a 50
percent chance that demand will be higher than forecasted, and a 50 percent chance that the
forecast will be higher than demand. This forecast assumed the ability to purchase short-term
capacity to meet potential demand. However, it is becoming more difficult to obtain short-term
capacity purchases due to a decreasing capacity reserve in the region and an increasing number
of constraints on the transmission system.

Xcel argued the use of the 90 percent probability forecast, while accounting for short-term
purchases, increases the certainty that adequate resources will be maintained to meet demand and
reserve requirements.

Forecast Results
Xcel forecast energy consumption in its upper Midwest service territory to increase at an annual

average growth rate of 1.72% per year over the planning period. The energy requirements
increase an average of 900 GWhs ayear from 46,075 GWhsin 2005 to 58,639 GWhsin 2019.
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The median peak demand forecast predicts an average growth rate of 1.61% between 2005 and
2019. Peak annual power demand increases by approximately 168 MW annually from 9,304
MW in 2005 to 11,659 MW in 2019.

Based on its forecast of demand and available resources, X cel suggested no new capacity will be
needed until after 2010. By 2012 however, Xcel identified a need for additional resources of 543
MW growing to 1,830 MW by 2015 and to 3,100 MW by 2019.

The Company noted that its forecast is dependent on the successful completion of several
pending items including on-going acquisition programs and consideration of the future of its
nuclear generation facilities.

Modeling & Preferred Plan

After the forecast is developed, Xcel examines what combinations of resources could be used to
meet future demand. Xcel uses the Strategist resource expansion model to analyze long-range
supply-demand alternatives. Strategist optimizes resource selection to meet need based on the
input assumptions, calculates the present value revenue requirements (PVRR) to measure the
economic impact of various scenarios and cal cul ates the environmental impacts using externality
values.

Based on assumptions about the forecasted demand, the Strategist model can optimize the use of
existing resources and add new resources with the lowest cost PVRR. The model picked the
resources that minimized the overall cost of the plan. A more detailed discussion of the
assumptions used in the devel opment of Reference Case used in Strategist can be found in
Section 3 of the Application.

The Reference Case in the model, discussed in more detail on pages 3-2 to 3-8 of the Application
has a PVRR of $29,420 million with no externalities, $29,900 million with low externalities and
$31,730 million with High Externalties. Xcel’s Preferred Plan, discussed in more detail on
pages 3-8 to 3-20, has a PVRR of $29,010; $29,485 and $31,285 millions respectively. Table 3-
10 on page 3-18 of the Application shows the incremental resource additions preferred by the
Company over the planning period. Table 3-10 is attached to these briefing papers.
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Department of Commer ce (Department)

In al previous Xcel resource plans, the Department has concluded that the forecast was
reasonable for planning purposes, but proposed improvements for the next resource plan. The
DOC indicated that in this resource plan the Company has resisted resolving issues with its
forecast. Asaresult the Department devel oped an alternative forecast and concluded that Xcel’s
forecast does not provide a reasonable basis for planning purposes.

The Department suggested that a resource plan forecast must have three items before it can be
approved. Theseitemsinclude valid input data, an adequate forecasting model and an adequate
risk adjustment method. The Department indicated that it identified these flawsin Xcel’s
forecast in the Blue Lake Certificate of Need proceeding. Xcel’sforecast in this proceeding
contains the same fundamental flaws. (For a more detailed discussion of the DOC’s concerns
with Xcel’s forecast and the reasons it developed its own can be found on pages 7 to 15 of its
August 1, 2005 Comments.)

The Department argued that its forecast removed unusable data, changed the variable to reflect
more reasonable assumptions about the relationship between consumption and the season and
used arobust uncertainty mitigation in the forecast. According to the Department, the
Company’s forecast is influenced by unusable date, unreasonable regression modeling, and
subjective uncertainty mitigation. These issues cause Xcel’s forecast to over-estimate the need
on the system.

The Department recommended that the Commission approveits energy and peak demand
forecasts. The Department also recommended that the Company be required to implement the
changesto its forecast as proposed by the Department in future resource plans and other
proceedings.

Modeling and Preferred Plan

In order to determine the reasonableness of Xcel’s expansion plan the Department employed the
following three steps:

1. Analyze Xcel’s Reference Case and develop a DOC reference case using the
Department’s forecast;

2. Perform scenario analysis to examine the impact of significant decisions facing
Xcel and its ratepayers in the near future;

3. Use the results of scenarios to modify reference case and develop preferred plan,

testing preferred plan using different natural gas and coal prices.

A more detailed discussion of the development of the DOC’s preferred Plan on pages 36-44 and
in Attachments 3,4 and 5 of its August 1, 2005 Comments.

Based on its analysis, the Department made the following recommendations:
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. acquire DSM in the amounts indicated by the 1,156 and 3,935 GWH scenario;

. acquire 1,125 MW of base load additions, to be on-line in 2015-2017;

. base |oad additions should be no more than 750 MW of coal-fired capacity and no
more than 375 MW of natural gas-fired capacity;

. Xcel should be required to meet with the DOC to better define base load
characteristics;

. acquire 240 MW of name plate wind capacity to be on-linein 2011-2012;

. acquire 320 MW of name plate wind capacity to be on-linein 2013-2015;

. acquire 320 MW of name plate wind capacity to be on-line by 2017;

. acquire 400 MW of name plate wind capacity to be on-line by 2018;

. acquire 400 MW of name plate wind capacity to be on-line by 2019.

Joint Intervenors (MCEA et al)

The Joint Intervnors (MCEA et al) basic concern with Xcel’s preferred plan isthat it failsto
recognize the risk of future costs associated with the regulation of carbon dioxide emissions.
Xcel’sfailure to address these risks biases its resource selection in favor of traditional coal-fired
base |oad generation.

In general, the Joint Intervenors supported the Department’s analysis and conclusions on Xcel’s
resource plan, particularly the recommendations of aggressive DSM goal's and substantial amounts
of new wind power. The Department’s analysis concurred with the argument advanced by the
Joint Intervenors that Xcel’s 2004 Resource Plan fails to deal adequately with the potential
impacts and changes required under greenhouse regulatory scenarios.

Among its disagreements with the Department, the Joint Intervenors argued that the DOC analysis
did not support the addition of any new coal-fired base load resources. The DOC analysis
indicated that coal-fired technology is sensitive both to the level of externalities and the price of
coal compared to that of natural gas. The Joint Intervenors stated that if the high externality values
are applied to the Department’s preferred plan, the model eliminates a base load coal unit in 2015
trending instead to intermediate capacity and wind energy. The shift in the resources selected by
the model occurs without the consideration of the carbon dioxide emitted from out-state generation
sources that serve Minnesota ratepayers, the low CO2 externality values set by the Commission,
and without consideration of future CO2 regulatory costs.

The Joint Intervenors argued that the risks associated with CO2 placed coal-fired resources on
shaky financial ground. Under these conditions, the DOC recommendation of 750 MW of coal-
fired base load resources does not hold up. The assumption that the base |oad capacity is needed
at al, and that it would be coal-fired, is premature and not supported by the record.

The Joint Intervenors supported the DOC conclusion that Xcel should add 1,680 MW of
additional wind capacity. However, the Joint Intervenors argued that the additional wind
capacity should be brought onto the system earlier than proposed by the Department.
Developing the wind capacity earlier than proposed by the DOC will reduce the risk of
increasing and volatile costs of fossil fuels, reduce exposure to future climate regulation and
enhance flexibility in meeting future resource needs.
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Minnesota Project

Minnesota Project argued that X cel’s proposal to move from a 50% probability forecast to a 90%
probability forecast is afundamental shift in meeting supply and adds an additional 900 MW to
Xcel’s demand picture. The Minnesota Project opined that a gradual shift from a 50% to a 90%
probability forecast would be more appropriate. Xcel’s proposal appears to support an
aggressive bid to bring more generation capacity on-line.
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North American Water Office (NAWO)

NAWO suggested that the forecasts of energy and capacity requirements appear to be little more
than trend lines modified by econometric assumptions. The forecast presents a self-fulfilling
prophesy of load growth that continues on and on.

NAWO suggested that a more constructive approach would be to re-invent sector-by-sector end-
use analysis and add a breakout of consumption on a sub-regional basis. With an understanding
of the way in which electricity is used throughout the service territory, it would be possible to
design and implement pro-active conservation and other demand-side management programs.
Forecasts would be transformed into active management and measuring tool.

The forecast in Xcel’s application is simply ajustification for more coal and nuclear
development.

Excelsior Energy Inc. (Excelsior)

Excelsior provided extensive discussion on the need for base load power and the benefits of
|GCC development, and the price volatility and high cost of natural gas generation. Excelsior
criticized Xcel’s forecast and preferred plan for selecting natural gas-fired resources instead of
base |oad resources and for failing to adequately address the IGCC statutory provisions.
Excelsior argued that the loss of base load capacity, recent and ongoing construction and
purchases of natural gas generation combined with the increasing cost and price variability of
natural gas require that Xcel add base load capacity to its portfolio.

Carol Overland

Ms. Overland provided the following comments regarding Xcel’s forecast and preferred plan:

. Xcel must substantiate its load growth projections;

. Xcel must take into account planned generation in the region;

. Xcel must remedy the discrepancies between its load and capability reportsin the
different proceedings,

. Xcel must consider Mesaba as a replacement for Monticello and Prairie Island,;
and

. Xcel must evaluate combinations of intermittent generation to give capacity

equivalent to base load and nuclear.
Xcel Reply - Updated Action Plan/ Preferred Plan

On November 23, 2005 Xcel filed an updated Action Plan and preferred plan. The Company
argued that the refinements to the forecast improves the model and addresses some of the
concerns raised by the Department. The PVRR of the updated Preferred Plan is discussed on
Page 28 of Xcel’s Reply Comments. The results of the update and a summary of the incremental
resource additions can be found on Page 29. The major refinement identified and incorporated
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for 2006 is the potential upgrades at some of its existing facilities that has been identified by the
Company since thefiling of its Application. The upgrades are discussed further below.

Xcel updated some of the assumptions used in its expansion model. Five adjustments were
made:

Used a new capacity and energy forecast;

Updated the cost of a generic base load unit;

Increased the natural gas price by approximately 20%;

Updated resource modifications similar to those used in the DOC analysis,

Accepted the DOC recommendation on DSM of the goal proposed by the Company plus
25 percent.

agrwbdpE

Xcel’s preferred plan contains the following components:

. the updated ‘2006 Forecast”;

. the November 2004 long-range gas price forecast;
. updated costs of generic base |load;

. DSM Goal plus 25 percent; and

. 320 MW of upgrades.

Department Response to Xcel

The DOC identified the similarities between its proposed expansion plan and that of Xcel. These
similaritiesinclude:

No additional resources are added before 2010;

Xcel’s proposed upgrades in 2012 and 375 MW of base load capacity in 2015 is
similar to the DOC’s 750 MW of base load in 2015;

Both plans call for the same level of wind generation between 2011 and 2015; and
Thelevel of DSM isthe same.

The Department also identified the remaining differences between its proposed expansion plan
and that of Xcel. These differences are:

Xcel calsfor 375 MW less base load in 2017;

Xcel calsfor 1,120 MW less wind between 2017 and 2019; and

Xcel calsfor 425 MW of more intermediate capacity (in 2012 & 2015) and 1,632
MW of peaking capacity (2011, 2013 & 2015 and beyond) during the planning
period.

The Department argued that the differences between the expansion plans do not need to be
resolved at thistime. Assuming Xcel’s next resource plan would be filed, reviewed, and
approved by early 2008, the Department suggested that sufficient time exists to reassess the
expansion plans before Xcel must commit to resources. The DOC identified the following
assumptions in support of reassessment:
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. Assuming an 8 year lead time for base load resources, a decision by early 2008
would provide sufficient time to obtain base |oad resources for 2017 asidentified
in the DOC expansion plan.

. Assuming a 3 year lead time for peaking resources, a decision by early 2008
would provide sufficient time to obtain the peaking resources identified by Xcel
in its updated preferred plan, if needed.

. Assuming a4 year lead time for intermediate capacity, a decision by early 2008,
would provide sufficient time to obtain the 2012 intermediate resources identified
by Xcel in its updated preferred plan, if needed.

. In addition, the Department suggested that there are a number of venues that will
impact the amount of wind energy developed on Xcel’s system. A determination
of the appropriate amount of wind is a devel oping matter that should become
clearer over time.

The Department reiterated the reasons the Commission should adopt its expansion model.. They
included:

1 Compliance with Minnesota Statutes - Xcel’s modeling capped the amount of wind that
could be selected at 15 percent. Because renewables were not allowed to fully compete,
Xcel would have a hard time meeting the statutory standard.

2. Allowing for the development of additional information before committing to a specific
resource type could further assist in resolving the differences between Xcel and the
Department.

3. The DOC proposed a superior forecast without subjective input and without the impact of
winter energy consumption on summer peak demand.

4, The DOC proposed expansion plan provides greater certainty theat Xcel will meet its
requirements under the REO.

Upgrades at Sherco, Monticello and Prairie Island
Xcel Energy (Xcel)

Xcel indicated that its evaluation of base |load options identified the potential for increasing the
capacity and energy at its Sherco plant and each of its nuclear facilities. These upgrades are
estimated to provide 320 MW of base load capacity at a cost of $650/kW to $1400/kW
depending on the extent of the upgrades pursued. The Company’s Action Plan includes further
development and implementation of the upgrades and they are included in Xcel’s preferred Plan.
The upgrades are briefly discussed on pages 25-28 in Xcel’s November 23, 2005 Reply
Comments. The Company requested Commission approval of these upgrades as part of their
resource plan.
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Department of Commerce (Department)
The Department appears to support the Company’s efforts with respect to the upgrades.
Staff discussion (Modeling and Preferred Plan)

Staff believes that the forecasts and preferred plans of both Xcel and the Department provide a
reasonabl e basis with which to proceed. A preference for either islikely tied to big picture ideas,
perceptions and preferences on the issues of the future price of natural gas and itsvolatility, the
benefits to the development and use of wind power, as well as the potential for and effect of
future environmental regulations.

Staff generally supports the Department’s recommendation to resolve the forecasting and
modeling issues that remain in dispute in the Company’s next resource plan. Such an approach
would allow for additional discussions between the parties regarding the remaining differences.
However, in making its recommendation, the DOC assumed an early 2008 Commission decision
on Xcel’s next resource plan. Whether that time line can be achieved is in part dependent upon
when the next resource plan is required to befiled. Given the passage of time since comments
were submitted, parties should be prepared to update the Commission on the timing el ements
associated with their proposals.

In addition, and related, the resource acquisition process recently approved by the Commission
requires adecision in the resource plan that identifies a specific date on which the Company
would be required to issue an RFP and/or file a certificate of need depending on the resources to
be acquired and the process to be used. Staff believes the parties should propose specific dates at
the hearing.

For example, both Xcel and DOC forecasts and preferred plans indicate a need for base load
resources in the year 2015. When should Xcel be required to file its certificate of need? Given
the lead time necessary for the development of base load resources, whether coal-fired or wind-
generated combined with the fact of a new review process would suggest that the effort to
acquire those resources should begin in the near future if not already. Sufficient lead-time
should be provided to alow other potential providers to participate.

There has been significant discussion in the record on the importance of recognizing the risk of
future carbon regulation in the evaluation and selection of future resources. Staff agrees with the
Joint Intervenors that some kind of carbon regulation islikely, important, and potentially
significant with respect to itsimpacts in the selection of future resources. Staff believes that the
Commission should require Xcel to fully address the risks and impacts of carbon regulation in all
relevant proceedings in the future. Thisisdiscussed further in the Environmental Compliance
Section of this Briefing Paper.

Finally, staff suggests that the Commission indicate that its decision in the Monticello certificate
of need proceeding could impact its acceptance of aforecast and preferred plan in this
proceeding. The Commission will determine what actions, if any, are necessary when it makes
its determination on the certificate of need application.
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Commission decision alter natives (For ecast and M odeling)

1. Accept for purposes of this proceeding the Company’s forecast and expansion plan as
updated in it November 23, 2005 comments which include the 2006 Forecast, 2004 Gas
Price Forecast, updated generic base load costs, DSM Goal plus 25 percent and 320 MW
of Upgrades.

2. Accept for purposes of this proceeding the Department’s proposed forecast and
expansion plan asidentified in its August 1, 2005 comments which includes its 2005
Forecast, DSM Goals plus 25 percent and 320 MW of upgrades.

3. Approve the Joint Intervenor’s proposal to adopt the Department forecast but move up
the schedule for the development of the additional wind energy.

4, Require a sector-by-sector end-use analysis with a breakout of consumption on a sub-
regional basis as recommended by NAWO.

5. Require Xcel to gradually move from a 50% median probability forecast to a 90%
probability forecast.

Xcel’s compliance with environmental reporting requirements from the Company’s
2000-2014 resour ce plan order

The Commission’s Order Approving Xcel Energy s 2000-2014 Resour ce plan, as Modified,
issued August 29, 2001, in Docket No. E-002/RP-00-787, included six environmental reporting
requirements for Xcel’s next resource plan (see Ordering Point 13 (a)-(f), page 26), including:

1. an analysis of whether the Company’s current SO2 strategy is the least-cost method of
compliance

2. an analysis of whether the Company’s current NOx strategy is the least-cost method of
compliance

3. an update of Company’s mercury reduction goals, strategies, and achievements

4. acopy of the report on mercury that Xcel isrequired by statute to file with the legislature
5. abrief summary of industry-based initiatives for cutting greenhouse gas emissions

6. after discussions with the Department, an expansion of its CO2 contingency planning to

check the extent to which resource mix changes can lower the cost of meeting customer
demand under different forms of regulation
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Xcel addressed each of these six environmental compliance requirements in Section 10 of its
resource plan, with additional information provided in Appendix C. The Department
commented on Xcel’s compliance with each of these environmental reporting requirements on
pages 46-53 of its August 1, 2005 comments (#114). The Commission should refer directly to
the Department’s evaluation of these compliance filings.

The Department commented that:

Xcel presented analysis showing that its current SO2 management practice is not least
cost; therefore, the Department asked that, in reply comments, the Company provide a
more complete analysis to support why its current practice is reasonable; the discussion
should include the benefits associated with the Company’s risk adverse strategy and a
more complete discussion of the benefits associated with trading, including the expected
price of allowances; since Xcel filed response comments on the issue of SO2
management, and other parties commented, thisissue is discussed further below.

Xcel’s compliance information on NOx is sufficient, especially given possible changes
under the Clean Air Interstate Rules (CAIR). However, the Department noted that X cel
did not provide information explaining why Scenario 1 (averaging all units, the
Reference Scenario) was the least cost NOx management strategy, but instead referred to
its analysis of averaging done in its 2002 resource plan. The averaging analysisdonein
the 2002 resource plan was not evaluated or approved by the Commission. Moreover, in
the current plan filing, Xcel did not show that the averaging of all units was the |east-cost
strategy. However, the Department determined the information was sufficient given
potential changesto CAIR.

In the resource plan, Xcel stated its mercury reduction strategies and achievements but
did not specify goals for mercury reduction. Since goals are not required for the
Voluntary Agreements Program, the Department concluded that Xcel had reasonably
complied with Ordering Point 13 (c).

Xcel included a copy of its most recent Voluntary Reduction Plan for mercury that it is
required to file with the legislature (Appendix C). The Department concluded that the
Company had complied with Ordering Point 13 (d).

Xcel provided a brief summary of industry-based initiatives for cutting greenhouse gas
emissions (GHG). The Department concluded that Xcel had complied with Ordering
Point 13 (3).

The Department concluded that Xcel had not fully complied with Ordering Point 13 (f)
regarding CO2 contingency planning and risk analysis; the Department recommended
that in its next resource plan Xcel provide an update on the expansion of its CO2
contingency planning to check the extent to which resource mix changes can lower the
cost of meeting customer demand under different forms of regulation, using the example
presented above, modified to meet Company-specific circumstances (see further
discussion of thisissue below).
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Staff discussion (sulfur dioxide (SO2) strategies)

As noted above, the Commission’s 2000-2014 resource plan order required Xcel, in its next
resource plan, to provide an analysis of whether the Company’s current SO2 strategy is the least-
cost method of compliance.

According to the Department, Xcel has presented an analysis showing that its current SO2
management practice of holding SO2 allowancesis not aleast cost compliance strategy. For this
reason, the Department asked that the Company provide in reply comments a more complete
analysis to support why the current practice of holding onto SO2 allowances is reasonable. The
Department asked that X cel’s analysis address the benefits associated with the Company’s
current risk averse strategy and a more complete discussion of the benefits associated with
trading SO2 allowances, including the expected price of the allowances.

In reply, Xcel explained that it is currently reviewing its SO2 allowance strategy (see Xcel reply
comments, #162, pages 49-50). Given the available information on the cost of environmental
regulation, and the fact that the SO2 allowance market is at an historic high, Xcel believesit is
timeto revisit its current SO2 strategy. Xcel explained that it is exploring options other than
returning the proceeds of SO2 allowance sales to ratepayers. It would like to consider directing
the proceeds of any allowance sales to environmental improvements, to attempts to create
customer savings, and Company incentives for effective allowance management and other SO2
allowance value maximization proposals. Xcel indicated that it would file a proposal for a
modified SO2 strategy plan in the Spring of 2006.

To staff’s knowledge, Xcel has not yet filed the SO2 allowance plan intended for Spring 2006.
At the present time, Xcel isrequired to return the proceeds from the sale of SO2 allowances to
customersin ageneral rate case, under the following directions from the Commission:

....the Commission will allow NSP deferred accounting of the gain it has already realized
from the disposition of emissions allowances, and of future proceeds and incremental
costs of emissions allowance transactions. The Company may place the proceeds of
allowance salesin its FERC Account 254 pending regulatory determination in afuture
rate case or other proceeding.

(Order Allowing Request For Deferred Accounting, In the Matter of the Petition of
Northern States Power Company for Approval of Deferred Accounting Treatment of
Emission Allowance Transactions under the Clean Air Act Amendments of 1990, Docket
No. E-002/M-94-13, issued May 12, 1994.)

Since Xcel has not yet responded to the Department’s request to provide an analysis
demonstrating that its current SO2 strategy is the least-cost method of compliance, nor has it
proposed a new strategy, the Commission may wish to order Xcel to take some immediate
action. The Commission could ask for an update on the Company’s plans for SO2 allowance
management, including information on how many SO2 allowances are banked and what they are
worth. Or, the Commission may wish to require Xcel to file aplan for SO2 allowance
management by a specific date. Staff cautions that the record in this case may not support afinal
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Commission decision on modifying the current treatment of SO2 allowances. The Commission
may wish to seek further input from the Department on how to proceed.

Of note, in its October 2005 AAA report, Xcel reported that it had about $2.3 million in deferred
SO2 emission allowance revenue that it planned to addressin its November 2005 general electric
rate case. Xcel indicated that internally, it has been exploring alternatives to returning this
money to ratepayers. Thisreview was prompted by the current price of allowances and the
release of EPA’sfinal Clean Air Interstate Rule. Inthe AAA report docket, asin the resource
plan, Xcel explained it may be possible to use this money on new projects that benefit the
environment, Xcel’s customers, and Xcel’s stakeholders. Xcel argued that the accounting issues
associated with the SO2 allowances should be addressed in the AAA docket and welcomed
discussion with the Department and others about ways to move its proposal forward.

In the current electric rate case (Docket No. E-002/GR-05-1428), X cel proposed to amortize the
$2.3 million from the sale of SO2 allowances over three years. Although the period for
amortization may change, the proposed treatment of this deferred amount does not appear to be
controversial.

Minnesota Emissions Reduction Project (MERP) compliance filing

On November 17, 2004, Xcd filed its Mercury Control Report for the A.S. King Plant Unit 1
(#11). Thissupplement to Xcel’s 2005-2019 resource plan was filed in compliance with
Provision 2 of the MERP Settlement Agreement, approved by the Commission in Docket No. E-
002/M-02-633.

Carbon Dioxide (CO2) planning and risk analysis
Xcel ’s treatment of CO2 in the resource plan

Xcel included the Commission approved externality values for CO2 in its resource plan
modeling, and performed sensitivity analysis that included high externality values. (See Xcel’s
resource plan, Section 10, specifically 10-19 to 10-21.)

Minnesota Center for Environmental Advocacy (MCEA) comments filed August 1, 2005 (#117),
see pages 1-23. MCEA comments are filed on behalf of IWLA, ME3, the Union of Concerned
Scientists, and MCEA.

Xcel’s resource plan proposes to commit to new, high-carbon basel oad generation over the next
few decades. The Commission’s August 29, 2001 resource plan order required Xcel to expand
carbon dioxide regulation contingency planning “to check the extent to which resource mix
changes can lower the costs of meeting customer demand under different forms of regulation.”
MCEA argued that X cel’s resource plan fails to provide the CO2 planning and analysis required.
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MCEA made specific recommendations for the scope and method of Xcel’s future carbon
dioxide regulatory planning, including an interim recommendation that a “hedge value” be
assigned in X cel’s resource selection processes to reflect ratepayer costs likely under carbon-
capped regulatory scenarios.

It argued that X cel’s resource planning must prepare for a carbon-constrained world, and that
since the Commission adopted alow estimate of future damages for carbon dioxide (CO2), the
science of climate change has become far more certain.

According to MCEA, globa warming responses are mounting at every level of government,
making it highly likely Xcel will face CO2 emission limitsin the years ahead. Although there
has been concern at the federal level, in the absence of federal greenhouse gas emission limits,
the primary policy response has been by the states. There iswidespread consensus that the most
efficient way to impose limits on CO2 emissions is through a cap-and-trade system similar to the
one pioneered under the Clean Air Act’s acid rain program.

MCEA explained that industry leadersincreasingly accept the inevitability of future carbon
constraints. Some industry leaders openly support new emission limits, if they are cap-and-trade
systems; even the idea of a carbon tax has gained support within parts of industry.

Hence, Xcel and other Minnesota utilities are likely to be required to pay for the right to emit
carbon dioxide. While mandatory limits may be some years away, such limits are likely well
within the working lifetime of any coal plant built to meet the demand identified in Xcel’s
resource plan.

MCEA argued that X cel’s own modeling shows that even with the lowest CO2 allowance prices,
additional coal generation is uneconomical. Xcel’s Strategist model shows that factoring CO2
regul ations into resource planning completely changes the least cost resource mix. These runs
show that Xcel’s plan to add new coa plantsin 2013 and 2015 isthe least cost plan only if one
assumes those plants will not have to pay even modest allowance prices for their CO2 emissions.
Clearly, thisis not a reasonable assumption and ratepayers should not be left at risk. The runs
also show a need to factor in CO2 regulations and to analyze the resultsin a public and
transparent fashion, consistent with the purpose of resource planning.

Xcel’s analysis does not allow the Commission to compare resource mix changes that could
lower costs. To compare resource options in a CO2-regulated world, one would need to isolate
regulatory costs for each scenario. These costs are buried in the PVRRs for each scenario,
making them non-transparent. The result is adiscussion that does not make clear which resource
mix changes could lower the financial exposure of Xcel and Minnesota ratepayers to CO2
regulations.

MCEA argued that the resource plan fails to disclose that, under Xcel’s modeling, even the
lowest CO2 allowance prices analyzed would drive an immediate shift away from coal to meet
growth in demand. Contrary to Xcel’s claims, significant changes to the Reference Case
expansion plan, result from even the lowest levels of CO2 allowance costs. Theresult isto
effectively eliminate the growth of coa generation throughout the model period.
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MCEA aso commented that Xcel’s analysis fails to calculate the impact of CO2 regulations on
its Preferred Plan. In so doing, Xcel’s plan fails to account for the costs and risks ratepayers will
bear under a carbon-constrained regulatory scenario, if Xcel proceeds with its proposed plan. No
CO2 costs of any size arereflected in the PVRR for the Preferred Plan. MCEA noted that thisis
aremarkable oversight, given Xcel’s claims that mandatory carbon dioxide regulation in some
forminthe U.S. islikely prior to 2033. The fact that the Strategist model opts for a no-new-cod
expansion plan when CO2 regulations are factored in is evidence that Xcel’s Preferred Plan is
not a reasonable choice (see MCEA’s discussion on pages 13-15, #117).

MCEA argued the Commission should require Xcel to make future carbon constraints a central
feature of its long-term energy planning, fully and openly analyzing all relevant factors and
building a CO2 hedge value into decision making. Given Xcel’s failureto plan for CO2
constraints in the current plan, MCEA proposed that the Commission explicitly outline the
elements necessary to analyze thisrisk (see MCEA proposal below). Uncertainty regarding the
type and timing of the CO2 regulation does not reduce the need for long term planning.

MCEA asked that Xcel be required to conduct an analysis of the impact of future carbon
constraints in its next resource plan and in any Certificate of Need proceeding. MCEA proposed
that the Commission order Xcel, in its next resource plan, to provide the following:

1 Information necessary to project the likely level of future CO2 allowance prices over the
next 30 years.
2. Information necessary to assess the financial exposure of Xcel and Minnesota ratepayers

to future CO2 regulations, and assess the comparative impact of future regulations on
Xcel’s preferred plan and severa other resource mixes, including those required by law
or by Commission order to be included in the plan (each considered resource mix), over
the next 30 years.

3. A discussion of the status of existing and new technologies that might assist Xcel in
shifting to low- or no-carbon energy improve efficiency, and any projected technological
and price improvements.

4. Information necessary to compare Xcel’s preferred plan to aternative approaches
explicitly designed to reduce exposure to future CO2 costs.

Items (1) and (2) above relate directly to estimating environmental costs over the life of the plant
as required by recent legislation, and conducting the kind of resource mix comparison the
Commission required in its 2001 Order. The information required in Item (3) ensures that fast
changing technology is considered during planning so that Xcel can take advantage of emerging
opportunities. Item (4) requires prudent contingency planning in the event that future CO2
regulations do not allow allowance trading, or if Xcel isrequired by court order to reduce its
CO2 emissions based on the current federal lawsuit by 8 states against Xcel and other utilities or
by other lawsuits in the future.
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MCEA recommended that the Commission reject that portion of Xcel’s resource plan that deals
with future risks of carbon regulation, and order Xcel to redo that section, or to include the CO2
planning analysisin its next resource plan or Certificate of Need application, whichever comes
first. MCEA aso recommended that the Commission reject Xcel’s Action Plan and Preferred
Plan because they are based on failed analysis of future risks of carbon regulation.

MCEA also recommended that, in the short term, the Commission adopt a CO2 hedge value of
$8/ton of CO2 to immediately begin protecting Minnesota ratepayers from the risks of future
CO2 costs. The analysis necessary to develop a precise number could take some time to
complete. This hedge value could be used in bidding, non-competitively bid resource
acquisition, and DSM decision making, and would stand as the default “best estimate” of future
CO2 alowance prices in resource planning and certificate of need proceedings, until Xcel shows
that another estimate of CO2 allowance pricesismore reliable. (MCEA provides afull
explanation of the reasons to adopt a hedge value and to set it at $8/ton, on pages 19-22 of its
August 1, 2005 comments, #117.)

Finally, MCEA argued that Xcel should not be allowed to shift the unreasonably incurred risk of
future CO2 regulations onto ratepayers. In recent amendments to the Certificate of Need statute,
the legislature required utilities wishing to build nonrenewable plants to assess the risk of
environmental regulation during the life of the plant; utilities were required to include a
proposed means of allocating costs associated with that risk (amendment to 216B.243, subd. 3).
In other words, no utility can assume that regulatory costs associated with nonrenewable plants
will be automatically passed through to ratepayers. Utilities must propose a means of allocating
those costs between ratepayers and the utility shareholders, and the Commission must decide
how those costs should be allocated.

MCEA explained that there are tremendous financial dangers associated with building costly and
long-lived coal plants when the world is mobilizing to reduce CO2 emissions. If Xcel believes
those regulatory costs can automatically be passed through to ratepayers, it will have no
incentive to minimize them. For this reason, the Commission should warn Xcel that, consistent
with Minnesota law and ratemaking principles, the future costs of CO2 regulations will be borne
by Xcel shareholders and not by ratepayers if the Commission determines that such costs could
reasonably have been avoided.

Since the Commission is required to make this reasonableness determination, it will need a
record upon which to make it. Xcel’s resource plan does not provide this record, so Xcel must
be required to explore thoroughly the risk of future CO2 limits. Thiswill provide arecord on
which to judge whether it was reasonabl e to plan new coal plants given the mounting evidence
that efforts to curb climate change will make coal fired generation considerably more expensive
in the decades ahead.

In sum, Xcel’s plan fails to give future carbon limits the attention they deserve, or to give the
Commission and the public the information they need to determine how future regulations will
drive shiftsin the resource mix, in non-compliance with the Commission’s 2001 Order
approving the 2000 resource plan.
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Xcel reply comments filed November 23, 2005 (#162) and January 30, 2006 (#189)

In reply, Xcel suggested the Commission defer any decision on carbon cost/risk analysisto a
future proceeding. Specifically, Xcel argued that detailed modeling of carbon costs should take
place in the resource acquisition process, where Xcel can more specifically examine the effects
of CO2 associated with a given technology or fuel type.

Xcel agreed that the risk of future direct costs associated with the regulation of CO2 should be
considered when selecting base load resources. However, Xcel recommended that this analysis
be part of afuture Certificate of Need proceeding, and not part of resource planning. Xcel
argued that CON isthe regulatory venue for decisions on fuel type and technology, and that
facility location could also be considered.

Xcel noted that, in the resource plan, it has included the approved externality valuesin its
modeling, and performed sensitivity analysis that included high externality values.

Department comments filed August 1, 2005 (#114)

The Department explained that X cel examined its Reference Case in the context of five different
regulatory scenarios for CO2 (see pages 52-53, #114). The magjority of alternative cases
estimated CO2 emissions close to the Reference Case. While the Department noted that Xcel’s
analysis shows the potential risks under the Reference Case of potential CO2 reduction policy
options, it does not provide information regarding what changes to the Company’s resource mix
would be necessary to lower the cost of meeting customer demands under different regulatory
scenarios.

The Department noted that Interstate Power and Light (1PL) provided an extensive analysis of
possible contingency plans under different CO2 reduction scenarios. Specifically, IPL
considered three strategies for the replacement of existing coal fired generation to meet four
potential emission reduction scenarios with three different target dates for achieving these
reduction goals (2008, 2015, 2025).

The Department recommended that Xcel provide in its next resource plan an update on the
expansion of its CO2 contingency planning to check the extent to which resource mix changes
can lower the cost of meeting customer demand under different forms of regulation, using the
IPL example presented on pages 52-53 of the Department’s comments (#114), modified to meet
Xcel’s specific circumstances.

Excelsior Energy Inc. comments filed November 23, 2005 (#163)

Excelsior objected to MCEA's claim that CO2 regulation would cause a significant shift away
from coal generation and toward natural gas generation. According to Excelsior, the increasing
cost and volatile price of natural gas do not make its use for basel oad generation an economic or
prudent alternative. Achieving carbon emission reductions from natural gas-fired power plants
isexpensive, and if gas-fired plants are to be amajor part of the resource mix, there are
significant carbon emissions from the natural gas extraction, liquification, transportation and re-
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gasification process that add to the total carbon emissions associated with gas-fired generation.
IGCC technology provides a new option for future basel oad generation because it can reduce
CO2 emissions through better operating efficiencies, while providing flexibility to deal with
future carbon regulations.

Staff discussion (CO2 risk analysis)

As noted by parties, Minn. Stat. 216B.2422, subd. 2 requires the Commission to approve, reject,
or modify aresource plan “consistent with the public interest.” One of the factors that goesinto
this determination is whether the resource plan keeps rates as low as practicable given regulatory
and other constraints, minimizes adverse effects upon the environment, enhances the utility’s
ability to respond to changes in the financial, social and technological factors affecting its
operations, and limits the risk of adverse effects on the utility and its customers from financial,
social and technological factors that the utility cannot control [see Minnesota Rules 7843.0500,
subp. 3(B) through (E)]. Staff agrees with MCEA that, for the Commission to make these
findings, Xcel’s resource plan must adequately address the cost of future carbon constraintsin a
way that enables a clear comparison of financia risk under different resource expansion plans.

Parties also noted that the legislature recently adopted new language requiring a utility to assess
the risk of environmental costs and regulation of a proposed facility over the expected useful life
of the plant, including a proposed means of allocating costs associated with that risk (see
amendments to Minn. Stat. 216B.243, subd. 3). Staff agrees with MCEA that Xcel cannot
assume that regulatory costs associated with nonrenewabl e plants will automatically be passed to
ratepayers, if the Company has not performed a transparent analysis of the future costs
associated with the nonrenewable facility.

The changing awareness surrounding CO2 emissions will force resource planning to respond to a
carbon-constrained world. The Commission has recognized this fact, and ordered Xcel to
account for such constraints. Xcel also acknowledged this and seems prepared to expand CO2
planning. However, the comments of MCEA and the Department find that Xcel could do more.
Staff supports a motion by the Commission that will bring Xcel into compliance and clarify the
resource cost implications of alternative resource mixes over the planning period.

Specificaly, inits Order approving Xcel’s 2000 Resource plan (in Docket No. E-002/RP-00-
787, Order issued August 29, 2001), the Commission asked Xcel to provide, after discussions
with the Department, an expansion of its CO2 contingency planning to check the extent to which
resource mix changes can lower the cost of meeting customer demand under different forms of
regulation [see Ordering Point 13 (f)].

Staff agrees with MCEA and the Department that an expanded plan is needed to address this
deficit. Initsnext resource plan, Xcel should provide an update on the expansion of its CO2
contingency planning to determine the extent to which resource mix changes can lower the cost
of meeting customer demand under different forms of regulation.

MCEA went further, recommending that the Commission regject that portion of Xcel’s plan that
deals with future risks of carbon regulation and redo or to include, in its next plan and Certificate
of Need application, a CO2 analysis following an outline provided by MCEA. MCEA also



Saff Briefing Papers for Docket No. E-002/RP-04-1752 on June 15, 2006 Page 22

recommended Xcel’s Action Plan and Preferred Plan be rejected because they are based on
failed analysis of future costs CO2 regulation.

Staff recommends that the Commission require Xcel to meet with the Department and MCEA
using the outline provided by MCEA to analyze the future cost of CO2 in different resource mix
options. Staff also recommends that these contingency plans for reducing CO2 be part of Xcdl's
next resource plan. The Commission could also consider requiring that this analysis be done as
part of Xcel’s next Certificate of Need filing. In reply comments, Xcel proposed deferring a
decision on carbon cost/risk analysis. However, it agreed to address the CO2 risk in future
Certificate of Need filings, and agreed this was the proper venue for consideration of this
analysis. The Commission should order Xcel to provide a comprehensive CO2 analysisin any
future Certificate of Need filing.

MCEA a so recommended that the Commission adopt a CO2 hedge value of $8.00 per ton of
CO2 to begin immediately protecting ratepayers from the risks of future CO2 costs. Thisisthe
CO2 hedge value adopted by the California PUC after extensive hearings. Xcel's reply
comments also refer to the $9.00 per ton hedge value used in Colorado, and emphasi ze that these
values should not replace existing externality values. Staff finds that Minnesota's approach to
externalities may soon require the adoption of a specific hedge value, whether it be $8.00, $9.00
or some other number. The hedge value is an estimate of future CO2 costs, to be factored into
resource acquisition decisions, and to be used in resource planning and the setting of DSM goals.
The Commission will need to decide on an appropriate value. [The Commission should review
MCEA's discussion of the issue of a CO2 hedge value on pages 19-22 of its August 1, 2005
comments (#117).]

A striking feature of the record on CO2 isthat MCEA developed detailed risk analysisand a
proposed hedge value strategy, in contrast to other parties. Xcel too has acknowledged a major
interest in the development of a carbon-constrained energy strategy. Therefore, using the MCEA
proposal as a partial framework, and a specific hedge value (or range of values), the Commission
should order Xcel to work with MCEA and the Department to develop a framework for a CO2
risk analysis strategy, to report on this strategy, and to include it in Xcel’s next resource plan and
any future Certificate of Need filing.
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Commission decision alter nativeson CO2 planning and risk analysis

1 Require Xcel to work with MCEA (and the parties represented by MCEA) and the
Department to develop a CO2 risk analysis strategy, using the framework proposed by
MCEA in this case, to be applied in Xcel’s next resource plan and Certificate of Need
filings. This strategy should include a discussion of incorporating a specific CO2 hedge
value into resource selection decisions.

2. Require Xcel to provide, inits next resource plan, an update on the expansion of its CO2
contingency planning to check the extent to which resource mix changes can lower the
cost of meeting customer demand under different forms of regulation, using the IPL
example presented by the Department on pages 52-53 of the Department’s comments
(#114), modified to meet X cel’s specific circumstances.

3. Reject that portion of Xcel’s resource plan that deals with future risks of carbon
regulation and either:

A. Order Xcel to redo that section, as specified under the framework proposed by
MCEA, and to refileit for approval or asacompliance filing

B. Order Xcel to include the necessary analysis, as specified under the framework
proposed by MCEA, in its next resource plan

C. Order Xcel to include the necessary analysis, as specified under the framework
proposed by MCEA, inits next Certificate of Need application

4, Reject Xcel’s Action Plan and Preferred Plan because they are based on Xcel’s failed
analysis of the future carbon regulation.

5. Adopt a CO2 hedge value of $8/ton of CO2 as the default or “best estimate” of future
CO2 alowance pricesto be used in resource planning, Certificate of Need proceedings,
bidding, non-competitive bid resource acquisition, and DSM decision making.

6. Clarify that, consistent with Minnesota law and ratemaking principles, the future costs of
CO2 regulations will be borne by X cel shareholders and not by ratepayers if the
Commission determines that it was unreasonable for Xcel to incur those costs.
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Wind expansion plan for the planning period 2005-2019
Xcel resource plan filed November 1, 2004 (#1)

Initsinitial plan, Xcel proposed to increase installed wind capacity from 487 MW to about 1,125
MW by 2010, and to bring wind on line after 2010 to meet the remainder of the REO, which
under Xcel’s Preferred Plan would be an additional 560 MW in the 2011-2019 period. (Note:
Xcel increased the 560 MW to 800 MW in its reply comments.)

Xcel argued that even this level of wind acquisition will be difficult to achieve due to
transmission limitations. To determine if wind continues to be a cost effective resource going
forward, Xcel will need to consider the continuation of the production tax credit (PTC), the
operational and market experience associated with higher wind penetration levels, technological
advancements and the cost of additional transmission resources. [ See discussion of these issues
on pages 9-1 to 9-28 in Xcel’s resource plan.]

Inits plan, Xcel used a 15 percent wind penetration cap based on peak demand. It argued that the
15 percent cap is optimistic given the likely PTC phase-out and technological advancement, and
that today’s wind prices without the PTC are not cost-effective. Xcel believesit will be necessary
to continue to evaluate issues related to wind’s cost-effectiveness in future resource plans.

After running and analyzing a number of scenarios, Xcel developed a Preferred Plan, showing
that the amount of additional wind needed to meet the REO in the 2011-2019 period is 560 MW
(see pages 3-17 to 3-19 in Xcel’s resource plan).

Department comments filed August 1, 2005 (#114)

The Department pointed out that X cel’s model builds in and fixes wind power levels to meet pre-
determined REO requirements, and places a 15 percent cap on wind penetration over the
planning period. (Wind penetration levels are determined by comparing Xcel’s nameplate wind
capacity to Xcel’s peak demand.)

The Department argued that the 15 percent cap on wind generation penetration over the planning
period is unreasonable and unnecessary and that removing the 15 percent cap would result in
lower costs to ratepayers. [ See the Department’s discussion of this issue on pages 31-33, of its
August 1, 2005 comments (#114).]

In response to Department Information Request No. 80, Xcel provided PVRRs under five
scenarios, using the Department’s preferred forecast. The results of the PVRR analysis under the
different renewabl e scenarios are provided in Department Table 18 (page 31, #114). Inall
scenarios, the 15 percent cap on wind penetration results in higher costs to ratepayers.

In addition, a scenario with unrestricted wind from larger wind facilities resultsin lower costs to
ratepayers than the scenario with unrestricted wind. However, the Department did not
recommend the scenario with unrestricted wind from larger units, because this would result in
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large increments of wind added to Xcel's system in asingle year. The Department concluded
that removing the 15 percent wind penetration cap in the modeling would result in lower PVRR,
and lower coststo Xcel (and at some point, lower costs to ratepayers).

After dropping Xcel’s assumed cap of 15 percent, the Department then considered: (1) wind
industry manufacturing capability, (2) availability of cost-effective sites, (3) need for new
transmission, and (4) the impact on Xcel’s system. [See the Department’s analysis on pages 41-
44 of its August 1, 2005 comments (#114).]

The Department noted that the Wind Integration Study, overseen by the Minnesota Reliability
Administrator, showed that 1,500 MW of wind could be reliably integrated into the Xcel system
in 2010. Currently, 1,125 MW of wind is required by 2011, not including the REO.

Using natural gas prices 15 percent higher than X cel’s assumed prices results in an expansion
plan with an additional 1,680 MW of wind by 2019 (for atotal of 2,805 MW) with low
externalities, and an additional 2,480 MW of wind by 2019 (for atotal of 3,605 MW) with high
externalities.

The Department’s high forecast predicted a 2019 peak demand of 10,049 (net of DSM) and
energy consumption of 55,937 GWh (also net of DSM). The Department’s recommended
outcomes include wind in the low externalities scenario comprising 28 percent of Xcel’s
namepl ate capacity and 15 percent of energy use, and wind in the high externalities scenario as
36 percent of Xcel’s nameplate capacity and 20 percent of energy use.

The Department is confident that the wind industry can ramp up production for installing
upwards of 400 MW nameplate capacity per year during the 2015-2019; demand has already led
to significant increases in turbine manufacturing. The Department is also confident that ample
cost effective sites exist that will allow Xcel to follow its proposed wind expansion plan.

However, siting and procurement of any new resources will require additional transmission. The
fact that large amounts of transmission will be needed for additional wind resources may be a
mitigating, but should not be a defining factor in the choice of resources.

Given transmission concerns, and the need of operators to learn how to integrate wind into the
system, the Department chose the wind expansion plan associated with 15 percent higher natural
gas prices and low externalities as its preferred outcome. The additional amount of wind in the
Department’s preferred plan is needed for Xcel to meet its REO. The Department’s preferred
plan for wind is shown in Table 24 (page 44 of the Department August 1, 2005 comments). The
years 2005 to 2010 are excluded since no new resources (i.e. resources that have not already
been required by statutes and/or approved by the Commission) are acquired in those years under
any scenario.

Minnesota Center for Environmental Advocacy (MCEA) comments filed August 1, 2005 (#112)
(These comments are filed on behalf of IWLA, ME3, the Union of Concerned Scientists, and
MCEA.)






