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Company d/b/a Xcel Energy for Approval of

a Short Term Coal Supply Agreement DOCKET NO. E-002/Al-01-242

Between Xcel Energy and NRG Energy Inc.
ORDER APPROVING AGREEMENT,
GRANTING VARIANCE AND
DIRECTING REPORTING

PROCEDURAL HISTORY

On February 16, 2001, Northern States Power Company d/b/a Xcel Energy (Xcel) filed a
petition requesting Commission approval of a short-term Coal Supply L etter Agreement
(Agreement) with its affiliate NRG Energy, Inc.(NRG). The Agreement providesthat Xcel
will purchase and deliver coal to NRG’s Steam Heating Operation at the High Bridge Power
Plant in St. Paul, Minnesota through December 31, 2001. Xcel requested that the Agreement
be effective January 17, 2001.

On April 18, 2001, the Department of Commer ce (DOC) filed comments recommending
approval with modifications and reporting requirements.

On May 7, 2001, Xcdl filed reply comments.

This matter came beforethe Commission on June 21, 2001.

FINDINGSAND CONCLUSIONS

l. The Legal Standard

Transactions between public utilitiesand their affiliates are governed by Minn. Stat §
216B.48 and Minn. Rules, Parts 7825.1900-7825.2300

Minnesota Statutes § 216B.48, subd. 3 statesin part:
...TThe commission shall approve the contract or arrangement made or
entered into ...only if it clearly appearsand is established upon
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investigation that it isreasonable and consistent with the public
interest.

A petition for approval must normally indude documentation of the cost of providing the
goods and services which are the subject of the contract. 1t must also include a copy of the
proposed contract, alist and narrative description of all outstanding contracts between the
utility and the affiliate, an explanation of why the contract isin the publicinterest, a
description of any competitive bidding process used in awar ding the contract, and an
explanation of any decision not to use competitive bidding. Minn. Rules, Part 7825.2200 B.

Utilitiesarerequired to maintain detailed records of their transactions with affiliates,
including ledger s and documentation showing on a monthly basis all payments made under
each contract and the cost to the affiliate of providing the good or service for which each
payment was made. Minn. Rules, Part 7825.2300.

. Xcel’s Request

Xcel requested approval of a short-term Coal Supply Letter Agreement which providesthat
Xcel will purchase and deliver coal to NRG’s steam heating operation at the High Bridge
Plant in

St. Paul through December 31, 2001.

NRG and Xcel are subsdiaries of Xcel Energy Inc., aregistered holding company. NRG is
engaged in the owner ship or operation of various non-utility projectsin the United States
and Internationally. One of the projects operated by NRG isahigh pressure steam line
from the company’ s High Bridge generation plant in downtown St. Paul to the Rock-Tenn
Corporation (Rock-Tenn) corrugated products plant in western St. Paul. The steam
delivered through thelineis produced by coal combustion at the High Bridge plant and
delivered to Rock-Tenn.

Prior tothe execution of the Agreement between Xcel and NRG, NRG purchased its own
coal from third party suppliersand arranged its own rail transportation to the High Bridge
plant.

Xcel indicated that NRG would be able to purchase delivered coal at alower cost than from
third party subscribers. Xcd would benefit through more efficient use of its coal supply
contracts and rail transportation capacity. Retail customerswould benefit by receiving
approximately $50,000 in deliver ed cost savings over the term of the agreement. These
savings would bereflected in the Fuel Clause Adjustment.

1. DOC’s Comments

The DOC initsinitial commentsrecommended that the Commission approve the Agreement
with the following modifications and reporting requirements:



. requirethe Company to spread 50 percent of the additional profits generated
by the Agreement through the fuel clause over thelife of the Agreement;

. requirethe Company to provide, upon request in itsnext rate case,
documentation establishing the costs and benefits accrued to Xcel and its
ratepayersthrough this Agreement.

V.  Xcel’sReply Comments

Xcel stated that the accounting and fuel clause treatment intended to be used by the
Company met the DOC’s concer ns by flowing through the fuel clause approximately 78% of
the gross margin of the Agreement.

Xcel also agreed that it would provide the documentation, upon request in the next electric
rate case, of the costs and benefitsfor Xcd and theratepayers of the Agreement if the
Agreement affectsthetest year cost of service. Xcel also indicated that the Company’s Fuel
Clause Adjustment treatment of the Agreement’s costs and revenues would be submitted in
its Annual Automatic Adjustment of Chargesreport.

Xcel indicated that the fuel clause treatment that the Company was proposing would cr edit
to FERC Account 151 a larger amount than theidentified incremental fuel and fuel related
coststo serve NRG’ s coal supply requirements. To the extent that thistreatment did not
conform to the Commission’s fuel clause rules, the Company requested a variance to permit
this.

Xcel indicated that after clarifyingits position with the DOC, theDOC was in agreement
with the above clarifications.

V. Commission Action
A. Regarding the Agreement

With no party opposing the Agreement and the DOC recommending approval and accepting
Xcel’sdarification, the Commission finds the Agreement reasonable and in the public
interest and will approveit. Xcel will benefit by moreefficient use of its coal supply
contracts and theretail electric customersof Xcel will benefit by receiving 78% of the gross
mar gin of the Agreement during the term of the Agreement.

B. Regarding a Variance

Minn. Rules, Part 7825.2400, subp. 8 definesthe costs of fossil fuel that may be flowed
through thefuel clause essentially asthe incremental fuel and fuel related costsincurred by
utilities. The Company needsa varianceto Minn. Rules, Part 7825.2400, subp. 8 to
authorizeits proposal because the item the Company has proposed to flow through to
ratepayersin thefuel clauseamount (a per centage of thegross margin of Xcel's Agreement
with NRG) does not meet therule sdefinition of a" cost of fossil fuel.”

Having consider ed the Company'srequest in light of the requirementsfor a variance
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established in Minn. Rules, Part 7829.3200, the Commission will grant the variance, in effect
expanding Minn. Rules, Part 7825.2400, subp. 8 to includethe grossmargin of Xcel's
Agreement with NRG, thereby allowing that amount (as proposed by Xcel) to passto
ratepayer sthrough the fuel dause. The Commission's analysis of the Company'srequest in
terms of therequirementsfor a variance follows.

Minnesota Rules part 7829.3200 requires that the following conditions be met for granting a
variance:

. enfor cement of the rules would impose an excessive burden upon the applicant
or othersaffected by therule;

. granting the variance would not adver sely affect the public interest;

. the proposed variancewill not conflict with standardsimposed by law.
In the current situation, in order for theapproximately 78% of gross margin of the
Agreement to flow through the fud clause to the ratepayers, the variance is necessary. If the
variancewas not granted, there would be no non-burdensome way for theretail dectric
customersto get the additional cost savings during theterm of the Agreement.
The public interest would not be adver sely affected by the granting of thislimited variance.
Thevariance does not conflict with other laws.

C. FutureReporting
In order for the Commission (and the DOC) to review Xcel’streatment of the costs and
revenues associated with this Agreement, the Commission will direct Xcd to include
information on the fuel clause treatment of costsand revenues associated with this
Agreement in its Annual Automatic Adjustment of Chargesreport.

ORDER

1 The short-term coal agreement between Xcel and NRG is approved.
2. The Commission hereby grants Xcel a variance to Minnesota Rules Part 7825.2400

subp. 8, to allow a per centage of thegross margin of Xcel’s agreement with NRG to pass
to ratepayersthrough the fuel clause.



3. Xcel shall includeinformation on the fuel clause treatment of the costs and revenues
associated with this Agreement in its Annual Automatic Adjustment of Charges
report.

4, This Order shall become effective immediately.

BY ORDER OF THE COMMISSION

Burl W. Haar
Executive Secretary

(SEAL)

Thisdocument can be made availablein alternative formats (i.e., large print or audio tape)
by calling (651) 297-4596 (voice), (651) 297-1200 (TTY), or 1-800-627-3529 (TTY reay
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service).



