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INTRODUCTION

The Minnesota Department of Commerce, Division of Energy Resources, Energy
Regulation and Planning Unit (the Department or DOC) appreciates the thorough and detailed
work of the Administrative Law Judge (ALJ) regarding this complex, voluminous matter, and
respectfully submits to the Minnesota Public Utilities Commission (Commission) the following

limited Exceptions to the Recommendation and Report (Report) of the ALIJ:

1. Rate of Return — Return on Equity (Issue 1);!
2. Passage of Time — Depreciation and Plant Retirements in the 2015 Step (Issue
10);

3. Changes in In-Service Dates of Capital Projects in 2014 and the 2015 Step (Issue
11); and
4. Qualified Pension — Discount Rate (Issue 4) and 2008 Market Loss (Issue 5).
Moreover, the Department affirmatively supports the ALJ’s recommendation as to Rate Case and
Monticello Prudency Review Expense Amortization (Issue 8) on pages 107-109 of the Report.
Finally, while it continues to support its positions on contested issues that the ALJ did not
support, the Department offers no additional argument through filed exceptions regarding those

issues.

! Issue numbers refer to the number designated in the Final Issues List filed by the Company on
October 7, 2014.



EXCEPTIONS
RATE OF RETURN - RETURN ON EQUITY

A. RATE OF RETURN: DR. AMIT’S TESTIMONY SUPPORTS A RETURN ON EQUITY
OF 9.64 PERCENT (WITH FLOTATION COSTS) FOR XCEL, RATHER THAN 9.77
PERCENT IN THE ALJ REPORT

The Department continues to support Dr. Amit’s recommended Return on Equity (ROE)
for Xcel of 9.64 percent with flotation costs and, thus, respectfully takes exception to the ALJ
Report’s recommended return on equity (ROE) of 9.77 percent.” In particular, the record does
not support the Report’s recommendation that a higher ROE than the results of Dr. Amit’s
Discounted Cash Flow (DCF) analysis is warranted. Determination of a reasonable ROE is a
quasi-judicial function of the Commission and its decision must be based upon the facts in the
record.’

1. Fundamentals of ROE Analysis

Determining a reasonable ROE for Xcel must be based on reasoned analysis; it would not
be appropriate, for example, to search for a desired outcome regardless of the flaws in a model
that might produce such an outcome. Nor is a comparison of the parties’ ROE numbers
sufficient foundation to determine the reasonableness of a particular ROE figure. Rather, as the
Department demonstrated in great detail through the testimony of Dr. Amit, the key to a
reasonable ROE for Xcel is reliance on a properly applied DCF method, based on reasonable
inputs, together with confirmation of the reasonableness of the DCF analysis by use of a properly

applied Capital Asset Pricing Model (CAPM) analysis.* Having checked the reasonableness of

* ALJ Report Proposed Finding 373.

3 In re Application of Minn. Power for Authority to Increase Rates for Electric Serv. in Minn.,
838 N.W.2d 747, 760 (Minn. 2013).

*Ex. 400 at 41-44, (Amit Direct); DOC Ex. 403 at 5-8 (Amit Surrebuttal).
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his DCF analyses through his application of CAPM, the results of Dr. Amit’s DCF analysis of
9.64 percent (with flotation costs) is well-supported in the record as a reasonable ROE for Xcel.?

Thus, on this issue, the Department takes exception to Findings 373, 380,382, 383 and
385.

2. Exception to Proposed Finding 373

ALJ Report Proposed Finding 373 states:

373.  After carefully considering the evidence in the record, the Administrative

Law Judge recommends that the Commission approve a Return on Equity of 9.77

percent.

The Department disagrees with this recommendation because the reasons provided by the
ALJ for recommending a Return on Equity of 9.77 percent are not supported by the record and
are counter to fundamental financial principles. Proposed Finding 373 should be amended as
follows:

373.  After carefully considering the evidence in the record, the-Admintstrative

Faw-Judgerecommends-that the Commission should approve a Return on Equity

of 977 9.64 percent.

Below is the Department’s discussion of its disagreement with each of the reasons
provided by the ALJ.

3. Exception to Proposed Finding 380

The ALJ Report Proposed Finding 380 states:

380. Normally, more recent information will better reflect expectations

regarding the expected ROE for the Company. Use of a single, shorter time

period for averaging, however, can lead to anomalous results. The averaging

period should be reasonably representative of expected capital market conditions
over the long term.

S Ex. 403 at 4-8 (Amit Surrebuttal).



The Department notes that Proposed Finding 380 is not supported by prefiled testimony
of any witness, including Company witness Mr. Hevert. The statement that single shorter time
periods for averaging, can lead to anomalous results, first and only appeared in Mr. Hevert’s
Opening Statement, with no analytical support. Moreover, there is nothing in the record to
demonstrate that Dr. Amit’s 30-day average used in his surrebuttal testimony is somehow
anomalous.

Additionally, there is nothing in the record that explains the concept of “anomalous
results” as related to the calculation of average dividend yields.

Finally, the statement that “the averaging period should be reasonably representative of
expected capital market conditions over the long term” does not provide any support for the
notion that a longer time period for averaging dividend yields better reflects the expected capital
market conditions over the long term.

To the contrary, as Dr. Amit explained, the current price per share incorporates all
relevant publicly available information, so non-recent historical prices should be avoided in
calculating the dividend yield.° The notion that using a longer time period to calculate dividend
yields better reflects the expected capital market conditions over the long run is conceptually
wrong. Use of non-current data would unreasonably allow irrelevant information to set rates.
Instead, current market data including current dividend yields best reflects the expected capital
market conditions, not only in the short run, but in the long run as well. Thus, the last set of

current (30-day) data used is the most appropriate market data to represent the expected capital

% Ex. 400 at 24 and 57-58 (Amit Direct).



market conditions over the long term. Using older historical data over a longer time period is
simply irrelevant to expected capital market conditions.
Proposed Finding 380 should be amended as follows:

380. Normally, more recent information will better reflect expectations
regarding the expected ROE for the Company. Use of a single, shorter time
period for averaging, however, can lead to anomalous results when there are clear
indications that the financial markets are abnormal. No such indications exist for
this rate case. The averaging period should be reasonably representative of
expected capital market conditions over-the-long-term.

4. Exception to Proposed Finding 382

Proposed Finding 382 states:

382. In this case, however, the Administrative Law Judge concludes that the
record shows that the 30-day period used in the Department’s Surrebuttal
testimony may not be representative of the time period in which the ROE will
remain in effect. More specifically, the record shows that the dividend yields
used in the Department’s Surrebuttal Testimony were significantly lower than the
dividend yields used in its Direct Testimony, falling by 54 and 26 basis points,
respectively, from the Department’s initial analysis. These decreased dividend
yields were the result of unusually high stock prices during the June-July 2014
time period used in the Department’s Surrebuttal Testimony. Since that time,
utility stock prices have declined relative to the overall stock market and moved
more in line with historic expectations. As a result, the Department’s updated 30-
day dividend yields included in its Surrebuttal Testimony may reflect a short-term
anomaly. [footnotes omitted]

The Department concludes that the Proposed Finding 382 is neither supported by the
record, nor supported by any reasonable financial analysis.

In Proposed Finding 381, the Report explained that in Xcel’s last rate case, the ALJ
adopted the Department’s position of the most recently available 30-day period because that time
period was sufficiently long and the Department’s more recent data was a better reflection of

then-current market expectations than the Company’s older data.



However, the basis for the decisions in the prior rate case also apply to the instant case,
and there is no valid justification to substitute Proposed Finding 382 for the Proposed Finding
381, pertaining to the prior rate case. The following reasons listed in Proposed Finding 382 for
rejecting the Department’s Surrebuttal 30-day period do not adequately support this change:

¢ The 30-day period used by the Department in its Surrebuttal Testimony may not be
representative of the time period in which the ROE will remain in effect.

e The dividend yields used by the Department in its Surrebuttal Testimony were
significantly lower than in its initial testimony because the unusually high stock
prices have declined relatively to the overall stock market. As a result, the
Department’s updated 30-day dividend yields may reflect a short-term anomaly.

First, neither statement is supported by any testimony provided by the Company’s expert,

Mr. Hevert since the first time they appeared was in Mr. Hevert’s Opening Statement, without
support.

Second, a basic financial principal postulates that the most currently available dividend
yields (and projected growth rates) are the best predictors for the ROE for any time into the
future until new, more recent market data is used.” There is no reasonable link between the
length of the historical period used to calculate the dividend yields and the period for which the
ROE would remain in effect.

Third, the statement that, because the lower dividend yields calculated in the
Department’s Surrebuttal Testimony increased significantly after the period June-July, 2014,

such dividend yields may reflect a short-term anomaly, is without merit.

"Id.



In its reply brief,® the Department demonstrated that utility stock prices over the period
June-July, 2014 did not represent a short-term anomaly. The Department explained:

Moreover, the Company’s claim that utility valuation was unusually high during
the period June-July, 2014 is not supported by publicly available information. To
assess this claim, it is reasonable to examine the valuation of the well-known
iShares U.S. Utilities Index Fund (IDU). Over the period June 7, 2014 through
July 7, 2014, the average price for IDU was $106.70, compared to an essentially
unchanged price of $106.26 on October 3, 2014.° Clearly then, there was no
material change in electric utility valuation for these periods, and the period June-
July, 2014 reflected investors’ expectations about the future prices of electric
utilities.

Moreover, Table 1 below shows the monthly average closing prices for the IDU over the

period June-December, 2014.

Table 1: Monthly Changes of iShares U.S. Utilities Index Fund (IDU) Price'’

Month to Month
Month Average Monthly Closing Price Percentage Change of
Closing Price

June $107.45 -0.98%
July $106.39 -1.88%
August $104.39 -1.88%
September $106.33 1.86%
October $108.37 2.39%
November $114.71 537%
December $117.16 2.13%

From Table 1, it is clear that if a short-term anomaly exists, it was the temporary lower

utility prices in July and August, 2014. Since then, for the period September-December, 2014,

® DOC Reply Br. at 7-8.
? Yahoo! Finance, http://finance.yahoo.com/q?s=idu
1% yahoo! Finance, http://finance.yahoo.com/q?s=idu
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382. In this case, however—the-Administrativeaw—Judge—eoneludes—that the
record shows that the 30-day period used in the Department’s Surrebuttal
testimony best represents the currently expected future market conditions. #ray
not-be-representative-of-the-time-periodin—which-the ROE-will remainin-effeet:
More specifically, the record shows that the dividend yields used in the
Department’s Surrebuttal Testimony were while significantly lower than the
dividend yields used in its Direct Testimony, still represent normal market
conditions at that time.faline—by-S4-and-26-basis—pointsrespeetively—fromthe
Department>s-initial-analysis: The lower dividend yields simply reflect the overall
upward trend in the stock market valuation. The Department’s updated 30-day
dividend yields included in its Surrebuttal Testimony appropriately reflect current
normal market conditions.Fhese—deereased—dividend—yields—were—the—result—of
wnustally-high—stoek—priees—during—theJuneJuly—2044-time—period—used-in-the
Department-s—SurrebuttalTestimony—Sinee—that-time—utilitystock—priceshave
deelined-relative-to-the-overall-stoek-market-and-moved-more-in-line-with-historie
expeetations—As—a—result—the—Departments—apdated—30-day—dividend—yields
ineladed—in—its—Surrebuttal—Festimony—may—refleet—a—short-term—anomaly-
Hootnotes-omitted}

5. Exception to Proposed Finding 383

Proposed Finding 383 recommends that the Commission use an average of the ROEs
recommended by the Department in its Direct Testimony, the 30-day period dividend yield ROE
estimated by the Company in its Rebuttal Testimony, and the ROE recommended by the
Department in its Surrebuttal Testimony. To support the recommendation, the Report provides
the following reasons:

a. Since the Company proposed a MYRP, it is desirable to minimize the impact of any

market anomaly that may have contributed to the variability in the dividend yields.

b. The Commission took a similar approach (averaging) in the recent MERC rate case.

The Department disagrees with Proposed Finding 383 because it is based on wrong or

inappropriate arguments.

12



First, as explained by the Department,'' MYRP does not increase Xcel’s risk because the
ROE has the same likelihood of going up or down in 2015.

Second, there is no reason to award Xcel for its choice to file an MYRP as opposed to an
ordinary rate case.

Third, as the Department demonstrated in its exception to Finding 382 that no market
anomaly existed over the period October, 2014 through December, 2014.

Fourth, as demonstrated by the Department, no unusual variability in the dividend yields
existed. The Department explained:'*

The Company confused the concept of volatility with the concept of trend.
Volatility measures changes above and below an average value over a given time
period. It does not measure, however, the absolute change in value over a given
time period. A commonly used volatility measure, VIX, measures the volatility
of the S&P 500. The average VIX over the period October 1, 2013 through
October 31, 2013 was 15.41, compared to the average VIX of 11.40 for the period
Fune 7, 2014 through July 7, 2014. Thus counter to Xcel’s claim, market
volatility went down, not up, during the Surrebuttal Testimony period as
compared to volatility during the Direct Testimony period [footnote omitted].

Fifth and finally, the finding of facts must be based solely on the record and not on a
prior Commission decision regarding a natural gas utility that may reflect significantly different
circumstances.

Proposed Finding 383 should be replaced as follows:

383. Beecause—the—Company—has—proposed—a—MYRP—and—to—minimize—the
potential-effectofany—marketidiosynerasies—that-may have—contributed—to—the
yariability-in-the-dividend—yields;—the-Adsministrativeaw—Judge—eoneludes-that
the-authorized-ROE-should-be-based-on-data—-frommore-than—ust-the-one-30-day
period—ased-in-the-Departments—Surrebuttal-Festimony—Similar-to-the-approaeh
taken-by-the-Commissionin-therecept-MERC—rate-case—the-Administrative-aw
Fudgerecommends-that-the-Commission-eonsider-the-DCHEresults—from-the-three

"'poc Reply Br. at 8.
21dat7.
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most—recent—30-day—time—periods—More—speeifically;—the—Administrativetaw
Fudgerecommends-that-the-Commission-eonsider-the-DEEresults—from:—the30-
day-period-ineladed-in-the-Department's-Direet—Festimony—eovering-Oetober—+

342043 the—30-day—period—included—in—the—Company-s—RebuttalTFestimony
feovering-May—+-302004:-and-the-30—day-period-ineluded-in-the-Depastment's

Surrebuttal-Festimony-feoveringFune7+Fuly-72044)-

Based on the record in these proceedings. the Company’s proposed MYRP has no
impact on the required ROE for Xcel. The 30-day dividend yields calculated by
the Department in its Surrebuttal Testimony represent normal market conditions
and most appropriately reflect future market condition expectations. Therefore,
the 30-day dividend yields calculated by the Department in its Surrebuttal
Testimony are the most appropriate dividend yields to be used in a DCF analysis.

6. Exception to Proposed Finding 385

In addition, Proposed Finding 385 states that an ROE of 9.77 percent is more reasonable
than 9.64 percent ROE because:

a. It is confirmed by the 9.85 percent CAPM ROE estimated by the Department in
its Surrebuttal Testimony.

b. It is justified by the Company’s need to access the capital market to finance its
future substantial capital investment.

c. A 9.64 percent ROE may send potential investors negative signals because it is in
the low end of the ROEs approved since the beginning of 2014.

Based on the record in these proceedings, the Department concludes that the reasons the
AL} provided in recommending a ROE of 9.77 percent instead of 9.64 percent are not
reasonable.

First, the ALJ Report recommendation of 9.77 percent is based partially on the
Department’s 9.80 percent ROE recommendation in its Direct Testimony. The Report then
states that its recommendation is confirmed by the Department’s 9.85 percent CAPM-ROE in its
Surrebuttal Testimony. The Department notes that its CAPM ROE in its Direct Testimony was

14



9.63 percent.”” Thus, using the Report’s rationale, the Department CAPM ROE in its Direct
Testimony confirms the Department ROE of 9.64 which it recommended in its Surrebuttal
Testimony. However, it is not reasonable to compare the results of CAPM and DCF analyses
that are conducted at different times.

Second, as the Department explained in its Direct Testimony,'* using the CAPM involves
significant disputed issues. Therefore, the CAPM should be used only to confirm that the
contemporaneous DCF results are in the range of reasonableness. It is simply not reasonable to
conclude that, because the CAPM result from the Department’s Surrebuttal Testimony is closer
to the arbitrary average ROE used by the ALIJ, the 9.77 percent is more appropriate than the 9.64
percent recommended by the Department in its Surrebuttal Testimony.

Third, the ALJ Report finding that, due to NSP’s future substantial capital investment,
NSP should be allowed a higher ROE is not supported by the record and is not reasonable. In its
Direct Testimony, the Department concluded that, based on well accepted risk measures, NSP is
not riskier than Dr. Amit’s comparison groups. Therefore, no risk-related DCF ROE adjustment
is applroplriate.15 Moreover, as shown in the Department’s Surrebuttal Testimony, both the higher
equity ratio and the higher bond rating for NSP in comparison with the comparable groups'®
indicate a lower, not higher, risk for NSP. Since both the bond rating and equity ratio reflect
NSP’s future substantial capital investment, no upward adjustment to the Department’s 9.64

recommended ROE is warranted.

3 Ex. 400 at 42 (Amit Direct).

1 Ex. 400 at 38 (Amit Direct).

S Ex. 400 at 21-22 (Amit Direct).

19 Ex. 403 at 12-15 (Amit Surrebuttal).
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Fourth and finally, the Report’s finding that 9.64 percent ROE would send investors a
negative signal is not supported by the record. The 9.64 percent recommended by the
Bepartment in its Surrebuttal Testimony appropriately reflects the more current financial and
economic environment, according to well accepted financial principles. There existed no market
anomalies during the period October, 2013 — July, 2014. The ALJ proposed averaging the ROEs
across various time periods is not reasonable because it includes outdated data that misrepresents
the most current investor’s expectations in the record.

Thus, Proposed Finding 385 should be replaced as follows:

385. Fhereasonableness-of-a-9-77percent-ROEfor-the-Company-is-eonfirmed
by-other-evidence-in-the—record—FHirst—a-9-77percent- ROE-s—simitar-to-the-9-85
ROE—¢caleulated—by—the—weighted—CAPM—results—provided—in—the—Department's
Surrebuttal-Festimony—In-addition-the-Company-s—need-to-aceess—eapital-for-its
sabstantlal—eapltal—ln%stmen-t—plans—stmnglys&ggest that—a—9—7—7—pereent—RQE—1s

Sﬂﬁebﬂttal—"l:es t1m0ny—A—9—64—pereent—R@E—eo&ld—send—a—negatl%s1gna1—t0
potentialinvestors—becatuse—t—is—at—thetow—end—of ROEs—approved—since—the
beginning-of2014;—whereas-9-77 percentreflects-the-average—Hor-thesereasons;
the-AdministrativeawJudgerecommends-that-the-Commission-adopted-aROE
of 977 pereent-ineludingflotation-eosts

Based on the record in these proceedings, the 9.64 percent ROE is the most
reasonable ROE in these proceedings. This ROE would allow the Company to
maintain its credit rating and support the Eompany need to access the capital
markets under reasonable terms. Moreover, an ROE of 9.64 percent is sufficient
to attract potential investors to invest in the Company.

I DEPRECIATION AND PLANT RETIREMENTS IN THE 2015 - PASSAGE OF
TIME

A. The Report Appropriately Recommends That The 2015 Revenue
Requirement Must Recognize Passage of Time Impacts such as Depreciation
Attributable to 2014 Capital Additions As Well As Plant Retirements, But Its
Calculation Is Not Supported By The Record

The ALJ Report agrees with the Pepartment that just and reasonable rates require
consideration not only of the increased costs associated with specific capital projects requested to

16



be added to rates in 2015, but also passage of time on depreciation and rate base for 2015. In
response to discovery, the Department learned that Xcel’s 2015 Revenue Requirement request
violated long-standing equitable ratemaking principles: it included all of the higher capital costs
associated with select new capital projects to be added in 2015 (i.e., the great majority of Xcel’s
planned 2015 capital projects), but omitted any offsetting (decreasing) adjustments to account for
depreciation paid by ratepayers for plant included in the 2014 rate base and related accumulated
depreciation for 2015 of $17.53 million, and retirements of plants included in the 2014 rate base
to reflect 2015 retirements of $0.536 million. The Report states, as follows:

229. Because [traditional ratemaking factors] include consideration of the

utility’s depreciation expense and rate base, the Administrative Law Judge agrees

with the Department that the Commission should consider the effects of the

passage of time on depreciation and rate base in determining the 2015 Step

revenue requirement. Otherwise, the 2015 Step will not take into account known

and measurable changes in depreciation expense, rate base, and accumulated

depreciation reserve for non-Step projects placed in to service in 2014, but will

only reflect changes due to Step projects. Consideration of the effects due to the

passage of time on rate base and depreciation is necessary to ensure just and

reasonable rates. [footnote omitted]

Thus, the Department commends these important findings of the ALJ’s Report and limits
exceptions to the incorrect conclusion that the Company’s revised passage-of-time calculation of
an $18.48 million increase to 2015 revenue requirements for the 2015 depreciation expense and
accumulated depreciation in 2015 is adequately supported, rather than Xcel’s previous
calculation (used by the Department) of a $17.53 million decrease and related $0.536 million in
retirements for transmission and distribution reduction. Xcel did not adequately support its

revision. Thus, the Department takes exception to Proposed Findings 230 — 234.

1. Exception to Proposed Finding 230

Proposed Finding 230 states:

17



230. A careful review of the record in this case shows that the Department's
proposed passage of time adjustments to 2015 Step revenue requirements do not
fully account for capital-related effects of the passage of time. The Department's
$17.53 million downward adjustment only reflects the change in accumulated
depreciation for non-Step projects placed into service in 2014; it does not reflect
the increased expenses due to annualization of depreciation expense or the
additions to rate base from these same set of projects. When these additional
passage of time components are considered, they more than offset the passage of
time reductions recommended by the Department. [footnotes omitted]

The $17.53 million downward adjustment to reflect the passage of time regarding 2015
rate base was the figure initially provided by Xcel’s response to Department follow-up discovery
(response to DOC IR 2113)! after the Department learned that the Company had not included
passage-of-time effects for 2015. Ms. Campbell responded to Ms. Perkett’s Rebuttal Testimony
in which Xcel criticized the Department’s use of Xcel’s calculation, and in which Ms. Perkett
stated that Xcel did not include the increases in the accumulated depreciation reserve or increases

in plant from non-step projects placed in service for 2014, as follows:'®

First, I only had the Company update depreciation for the passage of time for
capital projects that were in-service by the end of 2014, since all 2015 Step
projects (81.3 percent) were already updated by the Company in their 2015 Step.
That is, because Xcel already annualized depreciation expense for the majority of
projects, it was not necessary to ask for this information. The remaining 2015
non-step projects (18.7 percent) was not in the Company’s revenue requirement
proposal for this rate case, so I determined that it was not necessary for Xcel to
update the part of the rate case that was not a part of the Company’s initial
proposal. Second, my understanding of information request no. 2113 is that it
requests updating of all depreciation for the passage of time, which would include
all changes in depreciation expense and depreciation reserve, as discussed on page
163 and (NAC-32) of my Direct Testimony.

Further, as she testified on cross-examination, Ms. Campbell cannot confirm what assumptions

Xcel did or did not include in its revised calculation referenced in Ms. Perkett’s Rebuttal

7 Ex. 429 at 158 and NAC-32 (Xcel response to DOC IR 2113 received on April 16, 2014)
(Campbell Direct).
8 Ex. 435 at 117 (Campbell Surrebuttal).
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Testimony at 5-6 and in her Rebuttal Schedule (LHP-2) Schedule 2. For example, in response to
questions by Xcel’s attorney, Ms. Campbell testified that Ms. Perkett’s Schedule 2 page 5 of 6
does not identify the assumptions included in the figures from which Xcel calculated an $18
million increase, and emphasized that Ms. Perkett’s numbers had not been audited or confirmed

by the Department: '

I think T have a hard time saying yes to that [to taking the difference between two
particulars numbers on Schedule 2 page 5 of 6 to arrive at the passage of time
adjustment] because I have no idea if that depreciation expense, what it represents
and if it’s parts already in the step, if it’s parts in the revenue requirement you
didn’t ask for. So ... theoretically maybe yes, but not really because I haven’t
audited it and I don’t know what that depreciation expense number represents.

Ms. Perkett’s supporting Schedule 2 does not confirm the very statements she makes such as that
“additional components for the passage of time adjustment more than offset the reduction to rate

base Ms. Campbell recommends’’

or that “[w]hen all elements are considered, the passage of
time adjustment would support an increase rather than a decrease to the 2015 Step.”*' Counsel
for Xcel asked Ms. Campbell a series of hypothetical questions about how the Department would
calculate a passage of time adjustment”* Consistent with her quoted response above,
Ms. Campbell’s point was that Ms. Perkett’s Schedule 2 page 5 of 6 did not provide sufficient
information to know the assumptions Xcel included in its calculation (no footnote explanations,
columns poorly labeled and no supporting work papers) nor had the Department been able to

verify or audit those numbers.

For these reasons, the Proposed Finding 230 should be modified, as follow:

Y Tr.v. 5 at 52-53 (Campbell) (emphasis added).
20 See Ex. 94 at 5 (Perkett Rebuttal).

1d at7.

2 Tr.V. 5 at 51-53 (Campbell).
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230. A careful review of the record in this case shows that the Department's
proposed passage of time adjustments to 2015 Step revenue requirements relies
on Xcel’s initial response to Department discovery. To the extent Xcel claims
that its $17.53 million downward adjustment does not fully account for capital-
related effects of the passage of time, Xcel has not demonstrated the
reasonableness of the revised adjustment proposed by Ms. Perkett in her Schedule
2 of her Rebuttal Testimony. [footnote: Ex. 435 at 117 (Campbell Surrebuttal);
Tr.V. 5 at 52-53 (Campbell).]Fhe—Pepartments—St+S3—mithion—downward
adpastment—only—refleets—the—ehange—in—aecumulated—depreeiation—+or—non-Step
projeets-placed-into-service-in20H4—it-does-notreflect-the-inereased-expenses-due
to-annwalization-of-depreeiation-expense-or-the-additions-to—+rate-base—from-these
same—set—of—projeets—When-these—additional-passage—of-time—eomponents—are
eonsidereds-they-more-than-offset-the-passage-of-timereduetions+ecommended-by
the Department—| eitation-omitted]

2. Exception to Proposed Findings 231-233

Proposed Findings 231-234 each rely on Ms. Perkett’s unsupported Schedule 2 to her
Rebuttal Testimony and, thus, these proposed findings are noted together, below, as follows:

231. In its Reply Brief, the Department questioned whether the $18.48 million
increase in depreciation expense calculated by the Company reflects the
incremental increase in depreciation expense beyond that already included in the
2015 Step calculation. The Department asserted that the amount appears to be the
full increase in depreciation expense from 2014 to 2015. The evidence
demonstrates, however, that the $18.48 million amount is the incremental
increase, not the full amount. [footnote omitted]

232. In an attachment to her testimony, Company witness Ms. Lisa H. Perkett
provided a calculation of the increased depreciation expense for the passage of
time from 2014 to 2015 excluding 2015 Step projects. This calculation was done
to correct an error in the Company's response to Department Information Request
No. 2113. This Information Request asked specifically for a calculation of the
effect of the passage of time without the 2015 Step projects. As a result,
Ms. Perkett's updated calculation also excludes the 2015 Step projects and
represents the incremental increase, not the full increase. [footnotes omitted]

233. This conclusion is confirmed by the Rebuttal Testimony of Ms. Perkett.
In her Rebuttal Testimony, she calculates the passage of time impact for "non-
Step projects placed in service in 2014." "[T]he result is not a $17.5 million
reduction [as claimed by the Department], but a $1.9 million increase.” [footnotes
omitted]

234. Based on the foregoing analysis, the Administrative Law Judge concludes
that no downward adjustment to the Company's 2015 Step revenue requirement
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for the passage of time is necessary. In addition, because the Company has not
requested an adjustment for the passage of time, no increase is necessary.

As Ms. Campbell testified on cross-examination, Ms. Perkett’s Schedule 2 does not show
that the $18.48 million amount is the incremental increase in depreciation expense for capital
projects not requested in the 2015 Step. Further, Ms. Perkett’s Schedule 2 does not prove that
Xcel did not double count amounts already captured in the 2015 Step.” As Ms. Campbell
testified, since Xcel’s 2105 Step already included increases in depreciation expense for both
projects placed in service in 2014 to be annualized and for new 2015 projects, all increases in

depreciation were already added to the 2105 Step.**

Thus, adding the increased depreciation a
second time would double-count such expenses. For the convenience of the Commission,
Ms. Perkett’s Rebuttal Schedule (LHP-2) Schedule is attached to these Exceptions as Attachment
1 so that readers may easily identify that this schedule does not provide the math or other
calculations that would confirm Ms. Perkett’s view.

It is also important to keep in mind that whatever amount of capital costs Xcel chose not
to include in its 2015 Step and for which Xcel does not request recovery in this proceeding is
likely small, as Ms. Campbell testified.”> Xcel requests recovery in 2015 of all but
approximately 18.7% of capital projects (100%-81.3%=18.7%).° The capital cost of that 18.7%
of projects is not a figure in the record, although the Company included its (unexamined) 2015

forecasted revenue deficiency for its rate base.”’

For these reasons, Proposed Findings 231-34 should be amended, as follows:

2 Tr.V. 5 at 50-53 and 59-61 (Campbell).

4 Ex. 435 at 117 (Campbell Surrebuttal).

22 Ex. 435 at 114-119 (Campbell Surrebuttal).
Id.

1 1d. at 114-116.
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231. In its Reply Brief, the Department questioned whether the $18.48 million
increase in depreciation expense calculated by the Company reflects the
incremental increase in depreciation expense beyond that already included in the
2015 Step calculation. The Department asserted that the amount appears to be the
full increase in depreciation expense from 2014 to 2015. The evidence does not
demonstrates, however, that the $18.48 million amount is the incremental
increase, not the full amount. ffootnote omitted]

232. In an attachment to her testimony, Company witness Ms. Lisa H. Perkett
provided a calculation of the increased depreciation expense for the passage of
time from 2014 to 2015 excluding 2015 Step projects. This calculation was done
to correct an error in the Company's response to Department Information Request
No. 2113. This Information Request asked specifically for a calculation of the
effect of the passage of time by updating of all depreciation for the passage of
time for 2015 (except for the 2015 Step_projects already reflected in the 2015
Step). which would include all changes in depreciation expense and depreciation
reserve, as discussed on page 163 and (NAC-32) of Ms. Campbell’s Direct
Testimony-without-the-20-1-5-Step-projeets. [footnote: Ex. 429 at 163 and NAC-32
(Campbell Direct).]As—a—+estt; Ms. Perkett's updated calculation does not show
whether it also excludes the 2015 Step projects and represents the incremental
increase, not the full increase. ffootnotes omitted]

233. This conclusion stated in is-eonfirmed-by the Rebuttal Testimony of Ms.
Perkett, cannot be verified by her Schedule 2. [footnote: Id.; Tr.V. 5 at 52-53
(Campbell).]In-herRebuttal-Festimony-she-ealeulates-the-passage-of-time-impaet
for—non-Step—projects—placedi—serviee—+20H4-—{Fthe—resuttis—hot-a—$1+75
million-redaetion—fas—elaimed-by-the-Department}-but-a-$1-9-million-inerease—

reitat o]

234. Based on the foregoing analysis, the Commission Adwministrative—-aw
Fudge-concludes that a passage of time adjustment is reasonable. and that Xcel did
not demonstrate that no downward adjustment to the Company's 2015 Step
revenue requirement for the passage of time is necessary. The only passage of
time adjustment amount supported by this record is the Department’s downward
adjustment of $17.53 million and $0.536 million decrease for transmission and
distribution retirements. [footnote: Ex. 450 at 9-11 (Campbell Opening).]
addition-beecatse-the-Company-has-notrequested-anadiustment-for-the-passage-of

time;no-inerease-is-necessary-
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III. CHANGES TO IN-SERVICE DATES FOR CAPITAL PROJECTS (2014 AND 2015
STEP)

A. New Capital Projects Not Requested in Xcel’s Initial Filing Should Be
Excluded From Rates

Although this issue involves relatively small dollars (a revenue requirement reduction of
$2.18 million for 2014 and of $2.05 million for 2015) and a relatively small number of projects
that are delayed to periods outside the test year or step year, it concerns an important ratemaking
principle: the Department strongly opposes Xcel’s request to recover in rates the costs of capital
projects it did not request as part of its initial rate case filing.”® Allowing a utility to substitute
costs of newly-identified projects for the costs of initially-requested projects that are discovered
to be ineligible for rate recovery during the rate case investigation period would unreasonably
burden other parties,” and would be constitute a significant and unwarranted departure from
traditional ratemaking. Thus, the Department respectfully takes exception to Proposed Finding
Findings 499, 500 and 501.

1. Xcel has not shown that it is reasonable for the Commission to depart
from its traditional ratemaking practice of prohibiting a utility from

replacing or substituting new costs as other initially requested costs
are shown during discovery to be ineligible for rate recovery

Given that this matter is the first multi-year rate filing before the Commission, the
Department seeks a clear Commission ruling that, consistent with traditional ratemaking for
single test-year rate cases, Xcel is not permitted to swap or replace the costs of new capital
projects for the costs of projects initially requested in its initial rate case filing after facts came to
light in discovery that certain initially-requested projects are ineligible for rate recovery during

the test year and step year at issue in case. Such a departure would unreasonably burden parties

2 Ex. 435 at 102-109 (Campbell Surrebuttal); Ex. 429 at 150-154 (Campbell Direct).
* Ex. 435 at 104-105 (Campbell Surrebuttal)
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and, specifically, public agencies such as the Department which investigates rate cases on behalf
of the public.”® Further, such a departure would damage the quality of the record before the
Commission.

Based on responses to Department discovery provided in March 2014, it became clear
that certain initially proposed capital projects would not be used and useful within the 2014 test
year or within the 2015 Step year, contrary to Xcel’s initial filing. As Ms. Campbell testified
Xcel, like other regulated utilities, has an incentive due to the rate case process to be overly
optimistic regarding in-service dates than it may actually meet.’’ In her Direct Testimony, filed
on June 5, 2014, Ms. Campbell recommended denial of cost recovery of capital projects that
would not be used and useful during this case. In the July 7, 2014, Rebuttal Testimony of
Ms. Perkett and Mr. Clark,” Xcel opposed the Department’s recommendation of denial and
affirmatively requested that rates include the costs of new substitute or replacement projects that
the Company had not included in its initial rate case filing but that Xcel stated would be used and
useful during the timeframes applicable in this rate case.

Allowing utilities to swap new costs and expenses for those initially identified in its rate
case filing is unreasonable; it would effectively allow a utility a rolling opportunity to amend its
initial rate case request without a reciprocal discovery opportunity for other parties to examine
the new requests.”> Moreover, parties’ significant early discovery efforts would be rendered
moot if new cost items were to be allowed to replace the costs of initially-requested items.

Adopting Xcel’s proposed departure from the Commission’s traditional ratemaking practice

0 Ex. 435 at 105 (Campbell Surrebuttal).

31 Ex. 450 at 8 (Campbell Opening).

32 Ex. 94 at 39-42 (Perkett Rebuttal); Ex. 100 at 12-19 (Clark Rebuttal)..
3 Ex. 435 at 102-109 (Campbell Surrebuttal).
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would unreasonably prejudice parties’ abilities to investigate the reasonableness of initially

proposed projects as well as later-proposed costs and expenses. Further, the record before the
Commission would lack the results of such investigations.

2. The Report reasonably concluded that the 2014 test year and 2015

Step should be based on the most current in-service dates for capital

projects and that projects delayed beyond those timeframes are not
eligible for rate recovery

The Department agrees with the Report’s conclusions identified in Proposed Findings
496 and 498 that the most current in-service dates for capital projects must be used for the 2014
test year and 2015 Step, and that projects delayed beyond those timeframes are not eligible for
rate recovery, as follows:

496. Based [on] this standard, the Administrative Law Judge concludes that the

2014 test year and 2015 Step should be based on the most current in-service dates

for capital projects because otherwise the rates will include recovery of costs for

projects that are not “used and useful.”

498. In addition, while the Administrative Law Judge recognizes that the utility

industry is a dynamic business and priorities change, the utility still has a legal

obligation to demonstrate that its test year rate base and depreciation expense
include projects that are used and useful. Projects that have been delayed do not

meet this standard. [footnote omitted]

The Department, however, questions how the proposed compromise identified in
Proposed Finding 499 would be implemented within the limited timeframes and opportunity for
testimony subsequent to rebuttal testimony in rate cases. While an after-the-fact approach based
on an idea similar to this compromise may be developed for future rate cases, the record in this
proceeding does not support the rationale identified in Proposed Finding 500 or the ultimate

conclusion provided in Proposed Finding 501.

3. Exception to Proposed Finding 499

Proposed Finding 499 states:
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499. With regard to the Company’s proposal that it be allowed to substitute

replacement projects from capital projects that have been delayed, the

Administrative Law Judge concludes that the Company should only be allowed to

substitute replacement projects when: (1) the Company has shown that the

replacement projects are necessary, the costs are prudent, and the projects will be
in-service during the test year; and (2) the other parties have had sufficient time to

review the proposed replacement projects. The Administrative Law Judge

concludes that such an approach is a reasonable compromise between the

Company’s position and the Department’s position because it recognizes that a

utility’s capital plans are bound to change somewhat during the course of a long

MYRP proceeding but also holds the Company to its burden of proof. [footnote

omitted]

The Department appreciates the Report’s attempt to broker a compromise, but concludes
that this well-intended approach would not be consistent with the ratemaking concept of a test
year or the procedures in rate cases. Investigating a new utility proposal in rebuttal testimony
would not be feasible since typically there is not time for even one round of discovery to be
issued between rebuttal and surrebuttal testimonies, given that the goal at that point in the
proceeding is to narrow issues, not expand them and given the typical number of issues that
typically need to be addressed.

Limiting the time for parties to investigate new proposals late in the proceeding, as
occurred in this rate case, would effectively shift to parties other than Xcel a burden to start over
in their discovery efforts to essentially “disprove” the reasonableness of costs of projects not
requested in the Company’s initial rate case filing. As the Minnesota Supreme Court held in In
re NSP, at no time in a rate case proceeding do parties other than Xcel bear a burden of proving
the reasonableness of costs proposed by the Company.*

If the Commission wishes to discuss future changes to its rate-case procedures, a proposal

could be developed to ensure that “1) the Company has shown that the replacement projects are

3 In re NSP, 416 N.W.2d 719 at 723, 725-26 (Minn. 1987).
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necessary, the costs are prudent, and the projects will be in-service during the test year; and (2)
the other parties have had sufficient time to review the proposed replacement projects.”
However, based on the procedures used in this rate case, the Department concludes that it would
not be reasonable to grant Xcel recovery of costs that could not feasibly be investigated in this
proceeding.

Proposed Finding 499 should be amended as follows:

499. With regard to the Company’s proposal that it be allowed to substitute
replacement projects from capital projects that have been delayed, the
Administrative Law Judge concludes that the Company should only be allowed to
substitute replacement projects when: (1) the Company has shown that the
replacement projects are necessary, the costs are prudent, and the projects will be
in-service during the test year; and (2) the other parties have had sufficient time to
review the proposed replacement projects. [citation omitted]. The Administrative
Law Judge concludes that such an approach is a reasonable compromise between
the Company’s position and the Department’s position because it recognizes that
a utility’s capital plans are bound to change somewhat during the course of a long
MYRP proceeding but also holds the Company to its burden of proof. However
in this proceeding, the Commission concludes that Xcel did not meet its burden of
proof to show that the replacement projects are necessary and the costs are
prudent.

4. Exception to Proposed Finding 500

Proposed Finding 500 states:

500. In Rebuttal Testimony, Company witness Lisa H. Perkett identified certain
substitute projects for the 2014 test year. Inclusion of these projects would appear to
decrease the Department’s proposed revenue reduction from $2.18 million to $1.8 million
for changes to in-service dates in 2014. No party disputed the need for these specific
substitute projects or the costs. The Department, however, disputed the propriety of
including substitute projects generally on the grounds that such projects would not be
subject to adequate review by the parties. While ensuring the parties have adequate time
to review the proposed new projects is important, in this case, the Department was
provided the list of substitute projects on March 21, 2014 in response to an Information
Request and these same projects are included in Ms. Perkett’s Rebuttal Testimony filed in
June 2014. [footnote omitted].
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The above proposed finding is of concern for three main reasons. First, in Minnesota
utility ratemaking, even if a party other than the requesting utility does not rebut a claimed cost,
the utility enjoys no right to a finding of reasonableness by default.>> The In re NSP Court
specifically rejected Xcel’s (NSP’s) argument that in a rate case “if the utility supplies evidence
to support an issue and no, or insufficient, evidence is presented to rebut the utility’s position, an
unrebuttable presumption arises to meet the burden of proof and requires a finding favorable to
the utility as a matter of law.” Id.

Second, the Department does not know and the record does not reflect which of the new
replacement projects are in fact needed and whether or not the costs of all of the replacement
projects are reasonable. The Department agrees that utilities capital plans are likely to change
over the course of time which is why Ms. Campbell issued discovery to require Xcel to identify
changes to the in-service dates and costs for capital projects the Company included in its initial
rate case filing. Xcel has an incentive in a rate case to over forecast the extent to which planned
capital projects are likely to be completed and, thus, be used and useful to ratepayers.’
Knowing this incentive, the Department undertook reasonable discovery to verify the eligibility
of Xcel’s initially-proposed projects.”’ It is noteworthy that Xcel responded only when asked in
discovery (it did not otherwise volunteer) that some of its capital projects likely would not be
used and useful to ratepayers within the timeframes represented to the Commission in Xcel’s

initial filing.*®

3 In re NSP, 416 N.W.2d 719 at 723, 725-26 (Minn. 1987).

%% Ex. 435 at 104 (Campbell Surrebuttal); see Ex. 429 at 112 (Campbell Direct).
T Ex. 435 at 105 (Campbell Surrebuttal).

3 See Ex. 429 at 150-153 (Campbell Direct).
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Third, with all due respect, the Department is troubled by the suggestion that having
received a discovery request on March 21, 2014, it had adequate time to engage in new discovery
as to the large number of substitute capital projects and to complete its Direct Testimony by
June 5, 2014. Unfortunately, this particular issue was one of many important, unresolved issues
still subject to the Department’s discovery efforts and examination, and the detailed and lengthy
Direct Testimony of Ms. Campbell (177 pages of text alone) evidences the considerable
challenges faced by the Department in investigating this multi-year rate case.

For these reasons, Proposed Finding 500 should be deleted, as follows:

500—In-Rebuttal-Festimony-Company-witnesstisa-H—Perkett-identified-eertain
substitate-projeetsforthe-20H4test-year—tnelusion-of these-projects—wonld-appear
to-deerease-the-Department>s-proposed—revenuve—reduetion—from—$2-18—million-to
$1-8-million-for-ehanges-to-in-serviee-dates-in-20-14—No-party-disputed-the-need
for-these—speeifie—substitate—projeets—or—the—eosts—Fhe—Department;—however;
disputed-the—propriety-oftneluding—substitute—projeets—generaly—on—the—grounds
that-sueh-projeets—world-not-be-subjeet-to-adequate-reviewby-the-parties—While
ensuring-the-parties—have-adequate—time—to—review—the-propesed-new—projeets—is
important;-in-this-ease;-the-Department-was-provided-the-list-of substitate-projeets
onr-Mareh-24+2044-inresponse-to-antnformation Request-and-these-same-projeets
are-ineladed-in-Ms—Perkett>sRebuttal-Festimony-filed-in-Jane—20-14—fHootnote
omitted}-

5. Exception to Proposed Finding 501

Proposed Finding 501 states:

501. Based on the evidence in the record and for the reasons discussed above,
the Administrative Law Judge recommends that the Commission reduce the
Company’s proposed 2014 test year revenue requirement and 2015 Step test year
revenue requirement to reflect the updated in-service dates for projects included
in the Company’s initial filing, but also allow the substitution of the projects
specified by Company witness Ms. Perkett in her Rebuttal Testimony. ffootnote
omitted]

This proposed finding simply states the Report’s conclusion which, for the reasons

explained above, must be rejected in this matter.
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For the reasons discussed above, Proposed Finding 501 should be amended, as follows:
501. Based on the evidence in the record and for the reasons discussed above,
the—-Administrative—taw—udge—recommends—that the Commission reduces the
Company’s proposed 2014 test year revenue requirement and 2015 Step test year
revenue requirement to reflect the updated in-service dates for projects included
in the Company’s initial filing, but does not alse-allow the substitution of the

projects specified by Company witness Ms. Perkett in her Rebuttal Testimony.
[footnote omitted]

IV.  QUALIFIED PENSION EXPENSE DISCOUNT RATE (ISSUE 4) AND 2008
MARKET LOSS (ISSUE 5).

A. Introduction

It is with some hesitation that the Department files exceptions to the Report’s
recommendation to adopt Xcel’s positions both as to the discount rate to use for ratemaking
purposes for the XES Pension Plan,” and with respect to Xcel’s proposed recovery in 2014 rates
of its 2008 Market Loss.*® Xcel’s qualified pension is an important employee benefit that the
Department strongly supports.41 The importance of this issue to Company employees as well as
to ratepayers cannot be overstated. The Commission in other recent rate cases expressed its

intention to open a generic docket to examine how test-year pension expense should be set for

% Xcel proposes to use a lower discount rate for its XES plan than it uses for its Expected Return
on Assets (EROA) while it uses the same discount rate as the EROA for its NSPM pension plan.
Only the discount rate for the XES plan is a disputed issue in this matter.

40 Proposed Findings 124-128 (discount rate), 146-158 (2008 Market Loss) and 168-169
(alternative proposals).

I Department supports inclusion in rates amounts to sums adequate for reasonable salaries and
benefits to utility employees; such reasonable costs are necessary in the provision of utility
service. It does not support, however, paying costs that appear to overstate the test year
compared to actual costs in past years, or paying costs that are established by inappropriate or
unreasonable assumptions for purposes of setting rates. Ex. 429 at 99 (Campbell Direct). The
utility bears the burden of establishing the reasonableness of such costs; any doubt must go to the
ratepayers. Minn. Stat. § 216B.03. Because Xcel seeks recovery from ratepayers of 100 percent
of its qualified pension benefit costs, particular attention to the reasonableness of the Company’s
proposed test-year pension expense is warranted.
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purposes of ratemaking to ensure that rates include reasonable sums for purposes of funding
pension benefits as well as to ensure that utilities are not unfairly over-compensated by
ratepayers. The Department looks forward to participating that pension docket which will
require, in the Department’s view, involvement of independent pension accounting and pension
funding experts, due to the complexity of the issues.

The Department does not propose that ratemaking mirror either financial reporting
requirements or pension funding requirements,” because the purpose of ratemaking and
Minnesota law (such as actual income taxes compared to imputed income taxes) does not mirror
either such requirement. It will be helpful to understand the purposes and limitations of these
various standards as well as their application (or not) to regulated utilities so that they may be
guidelines for ratemaking purposes and can be tailored to serve the Commission’s important goal
of ensuring that rates are just and reasonable.

Ratemaking is based on reasonably representative values, which typically requires a
longer perspective that considers a broad range of factors and influences, including the
perspective that it is in the public interest for rates to be set to allow the utility to be financially
viable in the long run, under reasonable management of the utility.”” Once placed into effect,
such rates do not change until the utility chooses to file a rate petition typically to increase rates
or (rarely) the Commission reduces a utility’s rates. Assumptions used for financial accounting

statements, in contrast, are short-term, point-in-time figures that change annually (or more

2 Ex. 429 at 132 (Campbell Direct) (“[I]t is important not to simply tie Xcel’s required pension
contribution to a direct pension expense for which ratepayers must pay.”)
* Ex. 429 at 103 (Campbell Direct).

31



frequently), similar to pension funding under ERISA, as the Company’s financial circumstances
change (which does not occur for ratemaking unless the company files a rate case).*

B. THE SAME DISCOUNT RATE AND EXPECTED RETURN ON ASSETS (EROA) RATE
SHOULD BE USED FOR THE SAME PERIOD OF TIME

The Department continues to recommend that the discount rate for the XES pension plan

be increased from 4.74 percent to 7.25 percent so that these two rates, covering the same period

5

of time, are equal -- just as under the Company’s NSPM pension plan.” In her Opening

Statement, Ms. Campbell summarized the reasons for the Department’s recommendation that the
same time period (for pension assets and pension liability) calls for the same rates, therefore, the
discount rate expected returns on assets and (EROA) rate should be the same and the EROA rate
is the reasonable rate to select for both rates in this rate case:*

Second, the discount rate [for XES pension plan] is artificially low because it
relies on a point-in-time measurement, as the Company acknowledged. By
contrast, the NSPM pension account appropriately relies on a longer-term
perspective [for its discount rate consistent with its EROA rate]. DOC Ex. 429 at
116 (Campbell Public Direct).

Third, I note in the 12-961 Xcel rate case that the Company was already setting
the discount rate and EROA at the same rates for the Aggregate Cost Method
(ACM) for the NSP pension plan, so the Department realized that using the same
rates made sense and questioned whether Xcel had shown it was reasonable to use
different rates for the XES plan. DOC Ex. 429 at 82-83 (Campbell Public Direct).

Fourth, I note that the time period for the EROA (which is used to inflate the
value of pension assets to future years when the retirees will retiree) and the
discount rate (used to determine in today’s dollars the pension obligation liability
when the retiree is retiring in future years) is for the same time period; it is not
reasonable for ratemaking purposes to use different rates that reflect the same
time period. Using a lower discount rate artificially overstates pension expense
for purposes of ratemaking and is therefore unreasonable. DOC Ex. 429 at 117
(Campbell Public Direct).

*Id. at 102-103.
“ Ex. 429 at 116-117 (Campbell Direct); Ex. 450 at 5 (Campbell Opening).
4 Ex. 450 at 5 (Campbell Opening).
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Moreover, Ms. Campbell noted that Xcel’s bond study that underlies its proposed discount rate
assumption of 4.74 percent was selected by Xcel rather than by an independent actuary as shown
on the actuary certificate,”” and was not independent of the Company.**

1. EXCEPTION TO PROPOSED FINDING 126

Proposed Finding 126 states, as follows:

126.  As a result, the Administrative Law Judge reaches a different conclusion
in this case. The record in this case demonstrates that both FAS 87 and the ACM
are designed to ensure accurate reporting of pension expense but use different
methodologies. For that reason, use of the FAS 87 bond-matching discount rate
will help ensure that the XES Plan, which is subject to FAS 87, is fully funded. In
addition, the record demonstrates that the Company's calculation of its FAS 87
discount rate was based on objective criteria and is similar to the rates used by
other utilities. Finally, as the Company noted, if the discount rate had been equal
to the EROA since the inception of the XES Plan, customers would have paid
more in pension expense through the years because the service cost and interest
cost elements of the FAS 87 calculation would have been higher. For these
reasons, the Administrative Law Judge concludes the use of the FAS 87 discount
rate is more reasonable than use of the EROA rate as the discount rate for the
XES Plan. [footnote omitted]

The Department does not agree that the record supports a conclusion that “use of the FAS
87 bond-matching discount rate will help ensure that the XES Plan, which is subject to FAS 87,
is fully funded,” or that Xcel used objective criteria that was not dependent on the Company’s
assumptions.

The Department shares the Commission’s goal that Xcel be provided sufficient monies in
rates to enable it to meet its funding requirements. Further, the Department shares the goal that
employees should be fairly compensated. However, the actual amount of money that Xcel places
into its pension fund may not be affected by the Commission’s use of the FAS 87 accounting

standard to set the discount rate for the XES pension plan (unless the Commission had a specific

‘T Ex. 429 at 112-113 (Campbell Public Direct).
*® Ex. 450 at 5 (Campbell Opening).
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requirement for Xcel’s pension fund). FAS 87 is an accounting standard for financial statement
purposes. Absent a Commission order that requires the approved test-year pension expense to be
contributed directly to Xcel’s pension funds each year that the discount rate is in effect, Xcel has
the discretion to use its rate case pension dollars however it chooses, as long as it complies with
its separate pension funding requirements under ERISA. Moreover, as Xcel’s own pension
witness testified, the “pension funding” method of accounting is the ACM accounting method
that Xcel uses for its NSPM pension plan® and for which the discount rate and the EROA are
equal to each other (here, 7.25 percent).

Xcel’s testimony in this matter does not develop the record as to how much money Xcel
will contribute to its pension fund — instead, the great majority of its testimony is concerned on
pension accounting with very little focus on Xcel’s actual pension funding requirements under
ERISA.® Nonetheless, so much of Xcel’s testimony and post-hearing briefs read as if the
Company’s proposed test-year pension expense directly impacts the Company’s pension
funding, which it simply does not do. The Company liberally used funding-related terms such as

Y <e

“fund,” “funding,” “unfunded liability,” funding obligation,” etc.”! without clarifying that the
context of the testimony was annual pension accounting/reporting methods rather than pension
contributions or funding.

The Department appreciates that the Report makes no proposed finding as to whether

current ERISA funding requirements dictate that Xcel use a discount rate based on corporate

bond yields rather than the EROA. Comments may be helpful, though, concerning Xcel’s

¥ Mr. Schrubbe adopted Mr. Moeller’s Direct Testimony that states, “[TThe NSPM pension plan
(NSPM Plan) follows a funding method of accounting known as the Aggregate Cost Method
(ACM).” Ex. 81 at 6 (Moeller Direct).

0 See generally, Ex. 81 (Moeller Direct); Ex. 83 (Schrubbe Rebuttal); Ex. 84 (Wickes Rebuttal).
lEx. 81 at6 (Moeller Direct).
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argument made for the first time in its Reply Brief, and contrary to its own witness testimony
that the ACM method is the “pension funding” method (using the EROA rate to equal the
discount rate), that ERISA was amended in 2006 to require the discount rate be established
according to a corporate bond yield curve, not the EROA.** The Department’s limited review of
the ERISA section identified by Xcel, “see 29 U.S.C. § 1083(h)(2)(C),” suggests that for some
pension plans a corporate bond yield curve that is determined by the Secretary of the Treasure is
the measure to be used for the pension funding discount rate. This section of ERISA also
appears to now allow a discount rate to be set based on a 25-year average of the Treasury’s
corporate bond yields.53 Clearly, ERISA may include flexibility in funding requirements for
pension funds that may be quite different from FAS 87 or ACM accounting methods. No Xcel
witness testified with specificity as to ERISA funding requirements or as to Xcel’s particular
funding requirements under ERISA based on facts specific to Xcel.

Ms. Campbell’s reference to ERISA pension funding requirements in her Direct
Testimony was for the purpose of supporting her recommendation -- for ratemaking purposes --
that the same rate should be used for the same period of time. She also believed that ERISA
required use of the EROA for funding purposes. She relied on a 2004 American Academy of
Actuaries document entitled, “Fundamentals of Current Pension Funding and Accounting for
Private Sector” for the proposition that for pension funding, like the NSPM plan, ERISA used
the EROA as to the discount rate, which is what the Department recommended for ratemaking

purposes. In doing so, she concluded that rates set by using the same rates for the same time

2 Xcel Reply Brief at 54. The Report notes Xcel’s position in Proposed Finding 121.
29 U.S.C.A § 1083(h)(2)(C)(Av)(D).
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period, and specifically using the EROA rate of 7.25 percent for the discount rate in this case,
would not have a negative impact on Xcel’s funding under ERISA.*

Xcel’s actuary witness, Mr. Wickes, provided no testimony to the effect that
Ms. Campbell was in error regarding ERISA funding methodology generally or as to Xcel,
specifically, nor did Xcel witness Mr. Schrubbe. Xcel witnesses were silent in this regard. That
silence is unfortunate for purposes of the record in this matter. Based on the current record, no
material weigh should be accorded Xcel’s new information that was provided for the first time in
its Reply Brief and was not subject to cross-examination.

Finally, as to its bond-matching study, Xcel did not show that its assumptions were
independent of the Cornpany.5 ° The question is not whether Xcel performed its study correctly,
but whether the study itself unfairly favors the Company or is otherwise not independent of Xcel.
In this case it is clear that Xcel, not the actuary, determined the discount rate assumptions. Given
Xcel’s past attempt during a rate case to manipulate its discount rate, the issue of independent
assumptions is particularly important, as Ms. Campbell testified, in relevant part:

Sixth, my experience as an auditor is that actuaries’ primary concerns are with the

understatement of pension expense, not the overstatement of pension expense.

This fact points out another reason why reliance on financial accounting data is

not appropriate for ratemaking purposes. DOC Ex. 435 at 77 (Campbell
Surrebuttal)

Seventh, in response to the concern of using an average discount rate, I noted that
in the 12-961 Xcel rate case E002/GR-12-961, the Company attempted to further
reduce its discount rate in Rebuttal Testimony and then did a three year average
discount rate calculation that resulted in a very small adjustment. In my
Surrebuttal Testimony on page 52-53 in the prior rate case, I raised concerns with
the Company manipulating its test-year pension expense by adjusting its own
assumptions. DOC Ex. 435 at 83 (Campbell Surrebuttal)

** Ex. 450 at 6 (Campbell Opening).
% Ex. 450 at 4-5 (Campbell Opening).
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Ninth, I noted that assumptions used by the Company in calculating pension
expense were not independently determined, but rather were selected by the
Company, as stated on the Towers Watson actuarial certificate. DOC Ex. 429 at
112-113 (Campbell Public Direct). This is an important point because despite the
Company indicating that it is using “actual pension expense” as noted by Mr.
Schrubbe in his opening statement, the “actual pension expense” is a calculation
that is based on a point in time and with assumptions that are not independent of
Xcel. In several rate cases the Department and Commission have recognized that
because GAAP accounting (such as EAS 87) is capturing pension expense at a
point in time and, therefore, tends to reflect ups and downs of the market and
discount rates, it is generally not appropriate for setting rates. DOC Ex. 435 at
80-81 (Campbell Public Surrebuttal).

Eor the reasons discussed above, Proposed Einding 126 should be amended, as

follows:

126.  As a result, the Administrative Law Judge reaches-a-different-eonelusion
in-this—ease— conclude that Fthe record in this case demonstrates that both EAS
87 and the ACM are designed to ensure accurate reporting of pension expense but
use different methodologies. Ferthatreasen—use—ofthe-FAS-87-bond-matching
diseount—rate-will-help-ensure-that-the XESPlan;—whieh-is—subjeet-to- EAS-87—is
foly-fonded—addition—the-record-demonstrates-that-the-Company-s-caletlation
of-its-EAS-87-diseount—rate-was-based-on-objeetive-eriteria-and-is-similar-to-the
rates—used-by-otherutilities—Hinalhy—as—the-Company-noted—the-discountrate
had-been—egtal-to—the EROA—sinee-the-ineeption—of-the XESPlan;—eustomers
wonld-have-patd-more-in-pension-expense-through-the—years—beeause-the-serviee
eost-and-interest-eost-elements-of-the EAS-87-ealenlation-would-have-been-higher
Hor-thesereasons;-the-Administrative-awJadge-eoneludes-the-use-of- the- EAS-87
diseount—rate-is—more-reasonable-than—use-of-the- EROA-rate-as-the-discount—rate
for-the XESPlan-For ratemaking purposes until the next rate case, and in order for
the Commission to examine pension ratemaking issues more closely in a generic
docket, the Commission concludes that it is reasonable to use the same discount
rate as the EROA rate because the rates cover the same period of time for pension
assets and pension liabilities. Therefore, for the XES plan, as for the NSPM plan,
the Commission will use a discount rate of 7.25 percent which is equal to the
EROA rate.
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2. Exception for clarification to Proposed Finding 104

As part of the Background discussion, the Report includes Proposed Finding 104, which
states as follows:

104. At a high level, both the ACM and FAS 87 attempt to determine the
present value of future benefits and estimated earnings in the pension trust that
have accumulated to determine the unfunded obligation. The present value of this
unfunded obligation and the current-period earned value are the basis for
determining the current- period pension expense accrual. Thus, both the ACM
and FAS 87 are affected by the discount rate and rate-of-return assumptions. In
addition, as discussed above, both methods provide for a smoothed recognition of
unrealized gains and losses in plan asset earnings, such that the level of expense
will change more gradually. [footnote omitted]

The Department requests that reference be added to 1) make clear that ACM and FAS 87
are accounting standards for financial reporting and are not actual pension funding requirements,
and 2) clarify that the pension liability is calculated with the discount rate while the rate of return
assumptions (EROA) are used to calculate estimated pension earnings on the pension assets.
Thus, the Department requests the following changes for purposes of accuracy and clarification
to Proposed Finding 104:

104. At a high level, both the ACM and FAS 87 attempt for financial reporting
purposes and not pension funding purposes to determine the present value of
future benefits and estimated earnings in the pension trust that have accumulated
to determine the unfunded obligation. The present value of this unfunded
obligation and the current-period earned value are the basis for determining the
under or overfunded status of the pension fund, which is a component of the
current- period pension expense accrual. Thus, both the ACM and FAS 87
accounting methods use are-affeeted-by the discount rate to calculate the pension
liability and both methods use the expected return on assets or EROA
assumptions to calculate estimated pension earnings. [footnote: Ex. 429 at 131-
132 (Campbell Direct)] In addition, as discussed above, both methods provide for
a smoothed recognition of unrealized gains and losses in plan asset earnings, such
that the level of expense will change more gradually. [footnote omitted]

3. Exception for clarity to Proposed Finding 113

Proposed Finding 113 states:
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113.  The Company's calculation of the pension expense for the XES Plan uses
the discount rate provided by FAS 87, the accounting method prescribed for the
XES Plan. The primary source for the discount rate is a bond-matching study that
is performed as of December 31 of each year. The study includes a matching
bond for each of the individual projected payout durations within the plan based
on projected actuarial experience. The bonds used in the study must meet certain
well- established criteria, and the Company employs numerous tests to validate
the reasonableness of the discount rate produced by the bond-matching study.
[footnotes omitted]

The Department requests that reference be added to make clear that the bond-matching
study performed by Xcel for the XES Plan was not selected or performed independent of the
Company and, in particular, this pension discount rate assumption was not selected by an
independent actuary.56 Thus, the Department requests the following changes for purposes of
accuracy and clarification the following changes for purposes of accuracy and clarification to
Proposed Finding 113:

113.  The Company's calculation of the pension expense for the XES Plan uses
the discount rate provided by FAS 87, the accounting method prescribed for the
XES Plan. The primary source for the discount rate is a bond-matching study that
is performed by the Company as of December 31 of each year. The study
includes a matching bond for each of the individual projected payout durations
within the plan based on projected actuarial experience. The study was selected
and performed by Xcel rather than by an independent entity or actuary. [Ex. 429
at 112-113 and NAC-22 (Campbell Direct) (actuarial certificate stating that Xcel
selected assumptions)]. The bonds used in the study must meet certain well-
established criteria, and the Company employs numerous tests to validate the
reasonableness of the discount rate produced by the bond-matching study.
[footnotes omitted]

B. 2008 Market Loss (2014)

Regarding Xcel’s 2008 market loss, the Department continues to recommend recovery

from ratepayers of 50 percent of the $12.1 million 2008 market loss recommended by the

© Ex. 429 at 112-113 and NAC-22 (Campbell Direct).
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Company, or specifically $6,032,000.” The Department disagrees that it is reasonable to impose
on ratepayers 100 percent of this extreme amount of $12.1 million for a 2008 market loss of
$19.9 million pension expense in 2014.%*

Most troubling is that after six years and in light of tremendous recovery of the financial
markets, there is still a “2008 market loss” without a material offsetting market gain that one
would expect based on recovery of financial market above 2007 financial market levels. The
record does not demonstrate a reasonable basis for Xcel’s pension fund to have so significantly
underperformed that the Company still proposes to charge its ratepayers such a large percentage
of the 2008 market loss (over 60 percent) in the Company’s proposed 2014 increase in pension
expense.5 ? Xcel’s ratepayers pay for 100 percent of Xcel’s qualified pension benefit; continuing

to require additional ratepayer funding so long after this extraordinary event, is not reasonable.

1. Exception to Proposed Findings 149-151
Proposed Findings 149-151 state, as follows:

149. That additional information requested by the Commission and the other
evidence in the record demonstrate that the Company's proposed treatment of
gains and losses, including the 2008 Market Loss, in calculating its test year
qualified pension expense is reasonable. The record shows the Company's
treatment of the 2008 Market Loss is consistent with the Company's long standing
practice of including both market gains and losses in its calculation of the pension
expense. While this approach results in a significant pension expense in the 2014
test year, ratepayers have received much more substantial benefits from this
approach in prior years. As the Company demonstrated, the cumulative benefit to
customers of recognizing both gains and losses has been approximately $332
million on a Minnesota jurisdictional basis from 2000 to 2014. [fotnote omitted]

T Ex. 450 at 6 (Campbell Opening).
%% See Proposed Findings 150-158.
%9 Ex. 450 at 6 (Campbell Opening).
O See id. at 6-7.
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150. In addition, as a result of recognizing pension asset earnings and losses,
the pension expense recovered in rates has historically been well below the
Service Cost (the actual cost of providing the pension benefit to Company
employees). For example, as shown in the figure below, for the NSPM Plan, the
pension expense has been below the Service Cost in every year since 2000.
[Table 2 omitted][footnote omitted]

151. These facts demonstrate that the Company's approach fairly allocates both
the gains and the losses to ratepayers.

The Department respectfully observes that Xcel’s claims of recognizing pension asset
“earnings and losses” or “gains and losses” over time begs the critical question, “Where are the
market gains?” Present market gains clearly should be significant to offset a significant amount
of the 2008 market losses. They do not. Instead, Xcel claims essentially that it is reasonable for
ratepayers to pay as if they must generate the market gains that Xcel’s management did not. The
Company has not shown it is reasonable for Xcel to continue to impose 100 percent of the 2008
market loss on ratepayers.

For these reasons, Proposed Findings 149-151 should be changed as follows:

149. That additional information requested by the Commission and the other
evidence in the record demonstrate that the Company's proposed treatment of
gains and losses, including the 2008 Market Loss, in calculating its test year
qualified pension expense is not reasonable. The record shows the Company's
treatment of the 2008 Market Loss is consistent with the Company's long standing
practice of including both market gains and losses in its calculation of the pension
expense, but it does not demonstrate reasonable grounds for Xcel to have
experienced so little recovery (i.e. offsetting market gains) in the value of its
pension asset during the recent, significant market recovery. While-this-approach
resus—in—a—significant-pension—expense—in—the20H4—test—year—ratepayers—have
received-much-more-sabstantial-benefits—from-this-approach-in-prior-years—As-the
Company-demonstrated—the-comulative-benefit-to-customers-of recognizing-both
gains—and—losses—has—been—approximately—$332—million—on—a—Minnesota
yarisdietional-basisfrom-2000-to2014-

150. In addition, as a result of recognizing pension asset earnings and losses,
the pension expense recovered in rates has historically been well below the
Service Cost (the actual cost of providing the pension benefit to Company
employees). For example, as shown in the figure below, for the NSPM Plan, the
pension expense has been below the Service Cost in every year since 2000.
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Xcel rate case, 12-961, and this current case.

[Table 2 omitted] This fact, however, does not relieve Xcel of the obligation to
demonstrate that it was reasonable for Xcel to have experienced so little recovery
in the value of its pension asset during the recent, significant market recovery.

151. These facts do not demonstrate that the Company's approach fairly
allocates both the gains and the losses to ratepayers.

2. Exception to Proposed Findings 152-153

Proposed Findings 152-153 state:

152. In addition, the Administrative Law Judge concludes that none of the
grounds set forth by the Department provide a reasonable basis for reducing the
amount of the 2008 Market Loss reflected in the 2014 test year expense.

153. The Department's argument that the Company's approach is not
symmetrical fails to recognize the benefit to ratepayers of having the gains offset
pension expense both at the time of the gain and in the future by returning any
excess to the pension fund. It would be inequitable to recognize the gains, but not
the losses, in calculating the Company's pension expense for ratemaking
purposes.

Ms. Campbell addressed the asymmetry of Xcel’s 2008 market loss proposal, in the last

expense is positive, but rates never decrease when pension expense is negative. Rather, pension
expense is assumed to be $0, and thus ratepayers do not benefit when pension assets are higher
than expected pension payouts over time; instead, the additional monies simply remain in the

pension plan to offset future pension costs with no refund to ratepayers.®’ Given that asymmetry,

the Department urged a longer-term approach to allow the pension funds to recover.*®

Her point is that rates increase when pension

Additionally, contrary to the Company’s claim that it includes both market gains and

market losses, and despite the financial market returning to above 2007 levels, the Company has

°l Ex. 435 at 91 (Campbell Surrebuttal); Ex. 450 at 7 (Campbell Opening).
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not included material market gains to offset material market losses as expected based on recent
financial market performance.
For these reasons, Proposed Findings 152-153 should be changed, as follows:

+52—In—addition—the—-Adsinistrativetaw—JFadge—eonelades—that-none—of—the

grounds—set-forth-by-the-Department-provide—areasonable-basisforreducing-the
amount-of-the 2008 Market-Fossreflected-in-the 20-14-test-yearexpense-

153. The Department's argument that the Company's approach is not
symmetrical is correct in that Xcel’s approach allows rates to increase when there
is positive pension expense but not to decrease when pension expense is negative.
Additionally, contrary to the Company’s claim that it includes both market losses
and market gains, and despite the financial market returning to above 2007 market
levels, the Company has not included material market gains to offset material
market losses, as expected based on recent financial market performance. te—fa#ls
to—reeognize-the-benefit-to—ratepayers—of-having-the—returning-any-exeess-to-the

pension-fund—t-would-be-inequitable-to-recognize-the-gainsbut-not-thelossesin
ealenlating-the-Company-s-pension-expense-forratemaking-purposes-

3. Exception to Proposed Findings 154

Proposed Finding 154 states:

154. The Department's suggestion that the pension expense may be larger than
necessary because the Company may not have reasonably managed its assets
lacks proof in the record. The Department's claim is not based on any empirical
evidence such as a comparison of the performance of the Company's pension
assets to the performance of other pension funds of a comparable size. Nor has
the Department demonstrated that a reasonable pension fund manager would have
managed the assets differently. Rather, the Department has only expressed a
general concern about the performance of the assets. This vague concern does not
demonstrate that the Company's test year qualified pension expense is
unreasonable and should be reduced as recommended by the Department.

The Department disagrees with the above proposed finding since the lack of pension
asset recovery over the recent years of material robust economic recovery is extraordinary.
Certainly, if Xcel’s pension fund reflected market gains then it is unlikely that the Company
would be seeking such significant sums from ratepayers for the 2008 market loss from over six
years ago, and there should be material offsetting financial market gains based on recent

financial market performance.
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That said, the Pepartment’s principal concern is that no party other than Xcel bears a
burden of proof in this matter. The Minnesota Supreme Court in In re NSP,’ affirmed that
point, as noted previously in these Exceptions. Given that one could read the above-quoted
language to suggest that the Pepartment bears a burden of proof as to why Xcel’s pension fund
has not shared in the market recovery, the Bepartment recommends that this proposed finding be
deleted. If the Commission wishes to adopt the Report’s ultimate conclusions as to the 2008
market loss, this proposed finding is not needed for the Commission to do so.

For these reasons, the Bepartment requests that Proposed Finding 154 be deleted as
follows:

+54—TFhe-Pepartments—suggestion-that-the-pension-expense-may-be-larger-than
neeessary—beeaunse—the—Company—may—not—have—reasonably—managed—its—assets
laeks- in-the-reeord—Fhe-Department=s-elaim-is-not-based-on-any-empirieal
evidence—such—as—a—comparison—of-the—performance—ofthe—Company-s—pension
assets-to-the-performanee-of-other-pension-fands-of-a-eomparable-size—Nor-has
the-Department-demonstrated-that-areasonablepensionfund-manager-would-have
managed-the—assets—differently—Rather,—thePepartment-has—only—expressed—a
general-concern-about-the-performance-of-the-assets—Fhis-vague-concern-does-hot
demonstrate—that—the—Companys—test—year—qualified—pension—expense—is
wrreasonable-and-showld-bereduced-asrecommended-by-the-Department:

4. Exception to Proposed Findings 155-156

Proposed Findings 155 and 156 state, as follows:

155. Similarly, there is no evidence in the record to support the contention that
the Company's pension expense should be reduced because the Company's
retirement benefits are "generous" as claimed by the Bepartment. To the contrary,
the record shows that the Company's benefits are comparable to those of its peers,
and its benefits for its new employees are lower than many of its peers. In
addition, providing a competitive level of benefits is necessary for the Company
to attract and retain the skilled employees who are needed to provide reliable
service to ratepayers. [footnotes omitted]

% In re NSP, supra, 416 N.W.2d at 723, 725-26.
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156. Likewise, the Department is mistaken when it claims that the Company is
seeking "to get recovery of all of the 2008 market loss from ratepayers in the short
term.” As the Company explained, the Company is not seeking to recover all of
the 2008 Market Loss in the short term. Rather, under FAS 87 and ACM, the loss
is both phased-in and amortized resulting in recovery over the long-term.
[footnotes omitted]

As to Proposed Finding 155, the Department did not and does not recommend a reduction
in Xcel’s pension benefit to its employees. As Ms. Campbell testified, the terms of employee
benefits are negotiated matters of contract between Xcel and its employees.”* The issue that
Ms. Campbell addresses is the degree to which the 2008 market loss should be imposed on
ratepayers in addition to ratepayers’ already generous (100 percent) payment of qualified pension
benefits (requiring no contribution to pension plans by the Company’s employees) as well as
paying for the “Company’s” match of four percent regarding the voluntary 401K plan.65 The
Commission does not select the benefits offered by utilities, but it does determine the extent to
which rates should reflect the costs of such benefits.

As to Proposed Finding 156, the Department noted that Xcel is not allowing its pension
asset to recover in value (or not including financial market gains that should have occurred)
before seeking from ratepayers (in this case and the 2012 rate case) very significant sums from
ratepayers. This is what the Department meant by seeking recovery from ratepayers in the short
term — it means no offset of the financial market returning to above 2007 market levels which
clearly should have resulted in offsetting financial market gains.®® For these reasons, the

Department requests that Proposed Findings 155-156 be deleted, as follows:

 Ex. 429 at 103 (Campbell Direct).

% Ex. 435 at 90-91 (Campbell Surrebuttal); Ex. 450 at 6-7 (Campbell Opening).

% See Ex. 435 at 91 (Campbell Surrebuttal); Ex. 450 at 7 (Campbell Opening) (recommending
that the 2008 market loss occurred but taking a longer period to recover the funds by allowing
the pension funds to recover).
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when pension expense is negative.

+55—Similarly-there-is-no-evidenee-in-thereeord-to-support-the-eontention-that
the—Companys—pension—expense—should—be—+reduced—because—the—Company-s
retirement-benefits-are—generous—as-claimed-by-the Department—Fo-the-eontrary;
therecord-shows-that-the-Company-s-benefits-are-comparable-to-those-of-its-peers;
and—its—benefits—for—its—new—employees—are—lower—than—many—of—its—peers—In
addition;—providing-a-eompetitive-level-of-benefits-is-necessaryfor-the-Company
to—attraet-and—retain—the—skilled—employees—who-are-needed—to—provide—reliable
service-to-ratepayers—leitations-omitted}

+56—Fikewise-the-Department-is-mistaken-when-it-elaims-that-the-Company-is
seelking—to-getrecovery-of-al-of-the 2008-marketloss-from-ratepayers--the-short
term—As-the-Company-explained;-the-Company-is—not-seeking-toreeover-all-of
the-2008-Market-Eoss-in-the-short-term—Rather—under FAS-8F-and-ACM-the-loss
is—both—phased-in—and—amortized—resulting—in—recovery—over—the—long-term-
feitations-omitted}
5. Proposed Findings 157-158
Proposed Findings 157-158 state, as follows:

157. Finally, contrary to the Department's assertion, there is no benefit to the
shareholders from this longstanding approach to calculating pension expense
because the Company does not pay out the gains to shareholders. Instead, the
gains help to reduce rate increases by limiting the future pension expense.
ffootnote omitted]

158. For these reasons, the Administrative Law Judge concludes that the
Company's approach of recognizing pension gains and losses is reasonable, and
the Company's proposed phase-in and amortization of the 2008 Market Loss
should be included in the 2014 test year expense. It would not be reasonable to
exclude the effects of the 2008 Market Loss when ratepayers have benefited
substantially from past market gains. The Department's recommendation to
reduce the amount included in the test year expense related to the 2008 Market
Loss is not supported by the record.

Xcel has confused the record to suggest erroneously that shareholders do not benefit from

ratepayers paying 100 percent of the 2008 market loss or from not seeking to decrease rates

shareholder, payment for the 2008 market loss even though Xcel did not show why its pension

assets did not adequately recover from a market loss in 2008. Making ratepayers pick up all of

this expense certainly would benefit shareholders.
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Moreover, to the extent that the Company’s pension plan is overfunded in the future, then

the Company’s shareholders would benefit from not having to make payments into the pension

fund even thoush pension expense continues to be recovered from ratepayers in rates.”’

The Department agrees that prior to 2008, Xcel’s pension asset value reflected market

gains; in this rate case, the Company has not shown why it is reasonable that its pension asset in

this test-year does not reflect the very significant market gains that have occurred as of 2014.

Thus, Xcel has not shown that it is reasonable for ratepayers to pay 100 percent of the 2008

market loss in this 2014 rate case.

For these reasons, Proposed Findings should be changed, as follows:

+57—Finally—eontrary-to-the-Department-s-assertion-there-is—no-benefit-to-the
shareholders—from—this—longstanding—approach—to—ealeulating—pension—expense
beeause-the-Company-does—not-pay—out-the—gains-to—shareholders—Instead;—the
gairs—help—to—reduce—rate—tnereases—by—limiting—the—future—penston—expense:

feitation-omitted}

158.  For these reasons, the Commission Administrativetaw—fudee concludes
that the Company's approach—of—recognizing—pension—gains—and—losses—is
reasonable—and-the-Company-s proposed phase-in and amortization of the 2008
Market Loss should not fully be included in the 2014 test year expense. H-would
not-be-reasonable-to-exclude-the-effects-of-the 2008 Market Loss-whenratepayers
have—benefited—substantially—frem—past—market—gains—The Department's
recommendation to reduce the amount included in the test year expense related to
the 2008 Market Loss by 50 percent is aet-supported by the record. [footnote:
450 at 6 (Campbell Opening).]

6. The Department continues to support its alternative

recommendation if the Commission does not
Ms. Campbell’s primary recommendations

adopt

Ms. Campbell summarized the Department’s alternative recommendation in the event

that the Commission chose not to accept her primary recommendations, as follows:®®

°7 See Ex. 435 at 89-95 (Campbell Surrebuttal); Ex. 450 at 7 (Campbell Opening).
% Ex. 450 at 7-8 (Campbell Opening).
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Alternatively, if the Commission does not agree with my recommendations, then I
would support the Company’s second alternative normalization proposal modified
as follows.

First, I do not agree that Xcel should be allowed to place any under-funded
amount in rate base and earn a return on that amount, since the Company already
receives a return on its prepaid pension asset (as discussed on pages 126-127 of
Mr. Moeller’s Direct Testimony, now adopted by Mr. Schrubbe). Allowing Xcel
to earn a return on under-funding pension assets would give the Company an
inappropriate incentive to make poor investment choices for pension assets.
Instead, consistent with the Commission’s determination in Xcel’s prior rate case,
I recommend that Xcel earn no return on any deferrals.

Second, I recommend that the overall normalization proposal from the last rate
case should only impact Xcel’s new alternative normalization proposals one and
two, such that the $1,054,357 deferral for 2013 XES cap that the Commission
decided in Xcel’s 2012 rate case should be allowed continued deferral.

Third, I recommend that Xcel only be allowed to defer this amount and be
required to make a convincing case for why the Company should be allowed to
amortize any unfunded balances in the future. For example, any future recovery
by Xcel should be allowed only if Xcel can show that the Company made
reasonable investment decisions regarding its pension assets.

Fourth, I recommend that Xcel’s calculations of the allowed pension expense in
each year be based on setting the discount rate equal to the EROA, which for
example in 2014 would reduce pension costs by $1.7 million and reduce Xcel’s
proposed $18.246 million to $16.5 million. DOC Ex. 435 at 101-102 (Campbell
Surrebuttal).

The Department continues to support this alternative recommendation, as noted above.
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CONCLUSION

For the reasons stated above, and consistent with its testimony and post-trial briefs in this
matter, the Department respectfully requests that the Commission adopt the ALJ Report with the

Limited Exceptions included herein.

Dated: January 20, 2015 Respectfully submitted,

/s/ Julia E. Anderson
Julia E. Anderson
Assistant Attorney General

Linda S. Jensen
Assistant Attorney General

Peter E. Madsen
Assistant Attorney General

445 Minnesota Street, Suite 1800
St. Paul, MN 55101-2134

Attorneys for Minnesota
Department of Commerce
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