
 
 
 
December 30, 2015 
 
 
Daniel P. Wolf 
Executive Secretary 
Minnesota Public Utilities Commission 
121 7th Place East, Suite 350 
St. Paul, Minnesota  55101-2147 
 
RE: Comments of the Minnesota Department of Commerce, Division of Energy Resources 
 Docket No. E,G002/S-15-948 
 
Dear Mr. Wolf: 
 
Attached are the comments of the Minnesota Department of Commerce, Division of Energy 
Resources (DOC) in the following matter: 
 

Northern States Power Company’s Request for Approval of its 2016 Capital Structure 
Prior to Issuing Securities. 

 
The petition was filed on October 27, 2015 by: 
 

Brian Van Abel 
Vice President and Treasurer 
Xcel Energy Services 
414 Nicollet Mall, 4th Floor 
Minneapolis, MN  55401 

 
The DOC will provide its recommendations regarding Northern States Power Company’s 
(NSP-MN) proposed 2016 capital structure in a set of Supplemental Comments once it has 
reviewed NSP-MN’s Reply Comments, and is available to answer any questions the 
Minnesota Public Utilities Commission may have. 
 
Sincerely, 
 
 
 
/s/ JOHN KUNDERT 
Financial Analyst 
 
JK/ja 
Attachment



 

 
 

 
BEFORE THE MINNESOTA PUBLIC UTILITIES COMMISSION 

 
COMMENTS OF THE 

MINNESOTA DEPARTMENT OF COMMERCE 
DIVISION OF ENERGY RESOURCES 

 
DOCKET NO. E,G002/S-15-948 

 
 
 
I. SUMMARY OF NORTHERN STATES POWER’S PROPOSAL 
 
On October 27, 2015, Northern States Power Company (NSP-MN or the Company) petitioned 
the Minnesota Public Utilities Commission (Commission) for approval of its proposed 2016 
capital structure (Petition).  The Company is seeking: 
 

• Approval of its proposed 2016 capital structure and total capitalization; 
 
• Continuation of the ability to issue securities within the approved capital structure 

ranges; 
 
• Approval of the 2016 capital structure to remain valid until the Commission 

issues an Order approving NSP-MN’s 2016 capital structure; 
 
• Continuation of flexibility to use risk-management instruments to reduce the cost 

of capital; 
 
• Continuation of the variance of Minnesota Rules part 7825.1000, subpart 6 to 

allow NSP-MN to treat borrowings under multi-year credit agreements as short-
term debt; and 

 
• Approval to have discretion to enter into financing to replace outstanding long-

term debt instruments with less expensive securities, and to enter into tax-
exempt financing for pollution control construction programs. 

 
II. DETAILS OF NSP-MN’S PROPOSAL 
 
NSP-MN requested approval of its estimated 2016 capital structure.  The Company 
estimated that its capital structure on December 31, 2016 will be:  
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Northern States Power Company 2016 Proposed Capital Structure 
(Amounts in millions of dollars) 

December 31, 2016 (Estimated) 
 

 Amount Percent 
Common Equity  $5,319  52.10% 
Long-Term Debt  $4,785  46.90% 
5-Year Credit Facility  $0  0.00% 
Short-Term Debt  $102  1.00% 
   
Total Capitalization  $10,206  100.00% 
Contingency  $544  
Total with Contingency  $10,750  

 
The Company also presented a maximum capital structure for December 31, 2016 in its 
filing.  That capital structure is: 
 

Northern States Power Company 2016 Maximum Capital Structure 
(Amounts in millions of dollars) 

December 31, 2016 (Estimated) 
 

 Amount Percent 
Common Equity  $5,351 51.30% 
Long-Term Debt  $4,785 45.90% 
Borrowings Under    
5-Year Credit Facility  0 0.00% 
Short-Term Debt  $286 2.70% 
   
Total Capitalization  $10,422 100.00% 
Contingency  $328  
Total with Contingency  $10,750  

 
NSP-MN’s proposed capital structure is limited to the Minnesota operating utility and 
the following wholly-owned first-tier subsidiaries: 
 

• United Power & Land Company (UP&L), which owns real estate (primarily land); 
and 
 

• NSP Nuclear Corporation, which is the parent holding company for NSP-MN’s 
Nuclear Management Company, an inactive company. 

 
Specific provisions for which the Company seeks approval include: 
 

• A total capitalization of $10,750 million, including a contingency of $544 million; 
(total of $10,206 million without the contingency);  
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• A total capitalization contingency of $544 million, approximately 5.3 percent of 
the proposed total capitalization of $10,206 million; 

 
• A range of +10 percent around the proposed 2016 year-end common equity ratio 

of 52.1 percent, resulting in an equity range of 46.89 percent to 57.31 percent; 
 
• A limit on short-term debt, not to exceed 15 percent of the total capitalization; 
 
• A continuation of the variance allowing NSP-MN to enter into a multi-year credit 

agreement under which any direct borrowings made by the Company would be 
counted as short-term debt; 

 
• The flexibility to issue common equity, and long- and short-term debt provided 

that the Company remains within the approved total capitalization and short-term 
debt and equity ranges or does not exceed them for a period of more than 60 
days; 

 
• Continued permission to use risk management instruments that qualify for hedge 

accounting treatment under the Financial Accounting Standards Board’s 
Accounting Standards Codification 815 (ASC No. 815), to manage price, duration 
or interest-rate risk on securities;  

 
• Approval of the requested 2016 capital structure until issuance of an Order 

approving NSP-MN’s 2017 capital structure; and 
 
• Approval to have discretion to enter into financings to replace the outstanding 

long-term debt instruments with less expensive securities, and to enter into tax-
exempt financings for pollution control construction programs. 

 
NSP-MN also set forth its planned securities activity in 2016.  NSP-MN’s statements about 
its plans include: 

 
• Equity.  In 2016, NSP-MN expects total equity infusions from its parent company, 

Xcel Energy, Inc. (Xcel) of approximately $18 million to maintain the Company’s 
target equity ratio range proposed above.   

 
• Long-term debt.  The forecasted year-end 2016 long-term debt ratio is 46.9 

percent and includes a $250 million debt issuance.1  The proceeds of this new 
debt issuance will be used to repay short-term debt, fund NSP-MN’s utility   

                                                 
1 The Company estimates long-term debt issuance of up to $250 million in the second quarter of 2016. 
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construction program, and for other general corporation purposes.  Attachment H 
of the Company’s filing provides details of the Company’s July 2015 through 
December 2016 sources of funds and the Company’s capital requirements.  (DOC 
Attachment No. 4)2 

 
• Short-term debt.  NSP-MN plans to issue short-term debt in an amount not to 

exceed 15 percent of total capitalization to provide funds for NSP-MN utility 
operations, investments in the utility money pool, interim financing for NSP-MN 
construction expenditures, and loans to NSP-MN’s wholly-owned subsidiary NSP 
Nuclear Corporation. 

 
 
III. ANALYSIS 
 
The Department’s analysis of a public utility’s annual capital structure filing requires; 
 

• A determination that the changes proposed for the affected utility’s capital structure 
are consistent with Minnesota Stat. §216B.49; 

• A review of the filing to ensure that the affected utility has provided all the 
information required by Minn. Rules 7825.1000 – 7825.1500; and   

• A review the filing to ensure that the affected utility has provided all the information 
required by specific Commission Orders. 
 

Turning to the statutory requirements, Minn. Stat. §216B.49, subd. 3 states that: 
 

It is unlawful for any public utility organized under the laws of 
this state to offer or sell any security or, if organized under the 
laws of any other state or foreign country, to subject property in 
this state to an encumbrance for the purpose of securing the 
payment of any indebtedness unless the security issuance of 
the public utility is first approved by the commission . . .. 

 
Further, Minn. Stat. §216B.49, subd. 4 states in part that: 
 

If the commission shall find that the proposed security issuance 
is reasonable and proper and in the public interest and will not 
be detrimental to the interests of the consumers and patrons 
affected thereby, the commission shall by written order grant its 
permission for the proposed public financing. 

  
                                                 
2 DOC Attachment 1 provides an index of DOC Attachments 2 through 13 to facilitate referencing these 
documents. 
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Based on the above statutes, the DOC discusses the reasonableness of both NSP-MN’s 
projected capital structures and its request to allow the issuance of various securities. 
 
A. CAPITAL STRUCTURE 
 
As noted above, NSP-MN’s capital structure includes NSP Nuclear Corporation, which is the 
parent holding company for NSP-MN’s Nuclear Management Company.  However, given that 
Nuclear Management Company is an inactive company, the Department requests that the 
Company identify in reply comments the purpose(s) that the NSP Nuclear Corporation serves 
and the advantages and disadvantages of having NSP Nuclear Corporation structured as a 
first-tier subsidiary as opposed to being treated similarly to NSP-MN’s other generation 
facilities. 
 
To check the reasonableness of NSP-MN’s proposed and proposed maximum 2016 year-
end capital structures, the DOC compared the equity ratios in the Company’s capital 
structures with the average equity ratio of electric utilities that are risk-comparable to NSP-
MN.  Attachment A contains this analysis.  Table 1 provides a summary of the information 
included in DOC Attachment 2. 
 

Table 1 – Comparison of NSP’s Proposed and Proposed Maximum Year-End 2016 Capital 
Structures to 2014 Year-End Capital Structures for Risk-Comparable Electric Utilities (%s) 

 
Description Common Equity Long-Term Debt Short-Term Debt Preferred Stock 

     
Comparable Group 
Average3 

45.14 48.98 5.13 0.74 

Proposed 12/31/16 
Capital Structure 

52.10 46.90 1.00 0.00 

NSP-MN’s Difference from 
Average 

 6.96 higher  2.08 lower  4.13 lower 0.74 lower 

     
Proposed 2016 Maximum 
Capital Structure 

51.30 45.90 2.7 0.00 

NSP-MN’s Difference from 
Average 

 6.16 higher  3.08 lower  2.13 lower 0.74 lower 

 
The year-end 2014 average equity ratio for publicly traded electric utilities with bond ratings 
from A to BBB-4 was 45.14 percent.  Their year-end 2014 average long-term debt ratio was 
48.98 percent.  The DOC notes that the Company’s proposed equity ratios of 52.1 and 51.3 
percent, respectively, under its proposed and maximum capital structures are higher than 
the group’s average equity ratio, and the Company’s proposed debt ratios are lower than the 
group’s average debt ratios.  Therefore, the proposed NSP-MN capital structures do not 
                                                 
3 Source:  Compustat Data for Standard & Poor’s Research Insight, November 30, 2015. 
4 NSP-MN’s Standard and Poor’s long-term bond rating is A. 
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raise concerns about equity ratios that are too low to ensure the financial health of the 
Company.  Consequently, the DOC concludes that NSP-MN’s proposed 2016 capital 
structures are appropriate from this perspective. 
 
B. CONTINGENCIES 
 

1. Common Equity Ratio 
 
NSP requested a ±10 percent contingency range around the requested common equity 
ratio.  This range is as follows: 
 
 Estimated Contingency Range 
 Average Low High 

Common Equity 52.1% 46.89% 57.31% 
 
The Department concludes that this range is reasonable because it has historically provided 
the Company with adequate financial flexibility, kept NSP-MN on sound financial footing, and 
allowed the Commission sufficient oversight.  The Company has also identified a planned 
equity infusion from Xcel Energy Inc. in 2016 that is expected to keep the common equity 
ratio within the proposed range. 
 

2. Short-Term Debt and Total Capitalization 
 

a. Short-term debt 
 
NSP-MN requested a contingency to issue short-term debt not to exceed 15 percent of total 
capitalization at any time while the 2016 capital structure is in effect.  This request for 
flexibility is consistent with the flexibility allowed by the Commission for the Company’s 2015 
capital structure.  The DOC concludes that the 15 percent cap would allow the Company 
needed and reasonable flexibility given short-term fluctuations in the Company’s revenues 
and expenditures. 
 

b. Total capitalization 
 
The proposed total capitalization with contingency of $10,750 million includes a 
contingency amount of $544 million, or about 5.3 percent of the total capitalization without 
contingency.  This proposed contingency would allow flexibility in the Company’s funding of 
utility construction and unforeseen business or financial conditions that might develop 
during the year.  Based on the above discussion, the DOC concludes that NSP-MN’s request 
for contingency of $544 million for total capitalization is reasonable. 
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C. CONTINUANCE OF THE VARIANCE FOR MULTI-YEAR CREDIT AGREEMENT 
 
Minnesota Rule 7825.1000, subp. 6 defines “short-term security” as follows: 
 

“Short-term security” means any unsecured security with a date 
of maturity of no more than one year form the date of issuance; 
and containing no provisions for automatic renewal or “roll 
over” at the option of either the oblige or obligor. 

 
NSP-MN was granted a variance to Minnesota Rules part 7825.1000, subpart 6 in the 2005 
Capital Structure Order5 allowing the Company to treat borrowings under a multi-year credit 
facility as captured in the short-term debt authorization of up to 15 percent of total 
capitalization.  The Commission also granted the Company a continuation of this variance in 
its 2006 through 2015 Annual Capital Structure Orders.  The variance was granted with the 
provision that the Company report on its use of multi-year credit facilities.  The Company 
included that report as Attachment C of its Petition. 
 
NSP-MN stated that it entered into a four-year revolving credit facility for $500 million on 
March 17, 2011 (March 2011 Agreement).  It replaced a $500 million, five-year credit 
facility that was signed by the Company in December 2006.  The upsizing of the credit 
facility was exercised to receive more favorable fees and interest rates.  As provided for in 
the March 2011 Agreement, on July 27, 2012 the Company amended and extended the 
initial Agreement.  The Amended Agreement includes no substantive changes to the terms 
of the March 2011 Agreement, but it includes lower credit fees.  On October 14, 2014, NSP-
MN executed an extension of its July 27, 2012 agreement to be in place until October 14, 
2019.  The Amended Agreement would allow the Company to extend the life of the 
Agreement and increase its amount.  The DOC discusses these transactions further below. 
 

1. Frequency of Use and Amounts Borrowed 
 
Attachment C of the Company’s filing shows that the Company hasn’t borrowed any money 
from this credit facility over the period January 2013 through August of 2015.  Consistent 
with past practice, the Department has included a copy of this information from the Petition 
as DOC Attachment 3. 
 

2. Rates and Financing Costs 
 
As indicated earlier, the Company did not borrow any money from its credit facility for the 
period January 2013 through August 2015.  The credit facility’s fees as a percentage of the 
credit line were 0.23 percent in 2013, 0.20 percent in 2014, and 0.19 percent through 
August 2015.  Based on the credit facility’s low fees, the explanation of the benefits of the   
                                                 
5 Docket No. E,G002/S-04-1794. 
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credit facility as provided by NSP-MN in its Attachment C of the Petition and the detailed 
discussion of the benefits of the credit facility in the DOC comments in Docket No. 
E,G002/S-09-1161, the DOC concludes that the direct costs associated with the credit 
facility are reasonable. 
 

3. Intended Uses of Financing 
 
The current five-year revolving credit facility is used primarily for commercial paper back-up 
but can also provide for direct borrowings from the banks that support the credit agreement.   
 
In addition, letters of credit may be issued using the revolving credit facility as a liquidity 
back-up. 
 
For the period January 2013 through August 2015, the lack of borrowing activity under the 
Agreement suggests that it was cheaper for NSP-MN to borrow short-term debt from its 
money pool or directly from financial institutions.  However, the credit facility is needed as 
an insurance instrument for periods in which the financial markets are tight and there is 
lack of liquidity in the short-term debt markets. 
 

4. Continuation of the Variance to Minn. Rule Part 7825.1000, Subpart 6 
 
The Company asserts in its 2016 Petition that the requested variance meets the three-part 
test for variance as provided for by Commission rules under Minn. Rule 7829.3200.  The 
three parts of the test are: 
 

a. Enforcement of the rule would impose an excessive burden upon the applicant or 
others affected by the rule; 

 
b. Granting the variance would not adversely affect the public interest; and 
 
c. Granting the variance would not conflict with standards imposed by law. 

 
The Company supported its assertion as follows: 
 

a. Enforcement of the rule would impose an excessive burden upon the applicant 
or others affected by the rule 

 
As discussed in the Company’s Attachment C, the Company’s request involves the use of a 
multi-year credit facility as if it were short-term debt.  If this variance is not allowed, the 
burden is that such direct borrowings under a multi-year credit facility would not be 
available, unless the Commission allows greater flexibility with regard to long-term debt.  
Because the purposes and manner in which these funds would be used resemble traditional 
use of short-term securities, the Company concluded that any borrowing from the multi-year   
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credit facility should be counted as short-term debt and should be subject to the 15-percent 
limit.  Without the ability to use these facilities, an additional consequence may be an 
unfavorable reaction by credit rating agencies that view these as enhanced liquidity 
structures without which fewer financing options would exist.  An unfavorable reaction by 
credit rating agencies could lead to increased financing costs and fees. 
 

b. Granting the variance would not adversely affect the public interest 
 
The Commission retains oversight over these types of issues through annual capital 
structure filings, which set the 15 percent limit, the equity ratio, and the equity ratio ranges.  
These parameters assure that the Company will continue to have a capital structure that 
meets the public interest.  In addition, these instruments allow the Company to lock in 
liquidity and fee structures for several years, which is also in the public interest. 

 
c. Granting the variance would not conflict with standards imposed by law 

 
This variance would not conflict with law. 
 
The Company indicated that it believes a continuation of the variance is appropriate.  
Because the intended use of such facilities is to meet short-term funding requirements, the 
Company believes that granting this variance offers the most direct and consistent way of 
addressing this issue. 
 
The DOC analyzed the direct costs and benefits associated with granting the Company’s 
requested variance in detail in a previous capital structure petition (Docket No. E,G002/S-
09-1161).  In its earlier analysis, the DOC concluded that the variance met the three 
conditions required under Minn. Rule 7829.3200.  Further information regarding the direct 
costs associated with Company’s use of the credit facility confirms that conclusion.   
 
However, the Department has questions regarding potential indirect costs associated with 
the credit facility agreement which are discussed in a following section.  Thus, the DOC will 
defer making a recommendation regarding whether the Commission should grant the 
Company’s variance request until it has had the opportunity to review NSP-MN’s Reply 
Comments. 
 
D. FLEXIBILITY TO ISSUE SECURITIES 
 
As discussed earlier in these comments, NSP-MN expects the following security issuances in 
2016: 
 

• $18 million equity infusion from its parent company, Xcel Energy, Inc.; 
• $250 million of long-term debt; and 
• short-term debt, not to exceed 15 percent of total capitalization.  
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The proceeds from these issuances are expected to be used to fund NSP-MN’s Utility 
Construction Program, invest in the utility money pool, make short-term loans to NSP-MN’s 
Nuclear Corporation, and for other general corporation purposes. 
 
The Company’s planned issuances would allow it to maintain an appropriate capital 
structure and to finance its expected expenditures as described in the Company’s 
Attachment H.  Consistent with past practice, the Department has included a copy of this 
information from the Petition as DOC Attachment 4.  The Department concludes that the 
Company’s expected issuances of securities are reasonable. 
 
E. COMPLIANCE WITH COMMISSION RULES 
 
Beginning with the requirements listed by Minn. Rules 7825.1000 – 7825.1500, the 
Department’s review indicates that NSP-MN has provided information relevant to the 
Commission’s requirements.    
 
The Department’s review identified only one issue of concern.  Minn. Rule 7825.1400 (O) 
states: 
 

A statement of the manner in which such securities will be 
issued; and if invitations for sealed written proposals 
(competitive bidding) are not anticipated, an explanation of the 
decision not to invite such proposals shall be submitted. 

 
The Company stated in the Petition that it “may issue securities by competitive bid.”6  NSP-
MN then explained at length the advantages of a second form of selling debt – the 
“negotiated sale” method.  Attachment L to the Petition discussed the pros and cons of the 
two different methods for selling debt – competitive bidding and negotiated sale at some 
length.7   
 
NSP-MN provided the following explanation of how the competitive bidding process for 
selling debt functions:8 
 

When a company determines that it will sell securities by 
competitive bid, bonds are advertised for sale.  The 
advertisement, by way of notice of sale, includes both the terms 
of the sale and the terms of the bond issue.  Banks bid on the 
bonds at a designated date and time as determined by the 
issuer.  The bonds are awarded to the bidder offering the lowest 

                                                 
6 Ibid at page 17. 
7 Attachment L from the Petition is included as DOC Attachment 5. 
8 Ibid at Attachment L, page 2. 
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interest cost.  When a company has determined it will sell  
bonds by a competitive sale, it typically notifies the investment 
banking community of its intent to do so a few days prior to the 
opening of competitive bids.  The investment bankers use this 
period to organize bidding syndicates. 
 
 Once the date for the taking of bids has been 
announced, communication between the company and 
investment banks is generally restricted to questions and 
answers about the bidding process and the company’s financial 
health.  The issuer holds a due diligence meeting at which the 
bidding groups and underwriter’s counsel attend. 

 
The Company also provided a description of the negotiated sale process.9  
 

When a company seeks to sell an issue through the negotiated 
method it may contact investment banks and invite them to 
present their credentials and proposals for handling the sale.  
Often the company has well developed relationships with 
several banks and knows their record of service, distribution 
ability, financial expertise, secondary market making, capital 
and other factors that may be peculiar to the issuance.  Based 
on these considerations, the issuer will choose the investment 
bankers they believe to be the best able to offer the desired 
level of service and underwriting capability at the lowest net 
cost. 

 
The Department performed some cursory research on the differences between the 
competitive bid and negotiated sale approaches to selling debt.  Under the competitive bid 
approach, the Company would attempt to have the different banks compete with one 
another for the Company’s business.10  Under the negotiated sale approach, the Company 
would develop its proposal independently and then go to the market for long-term debt to 
sell the debt.  It appears to the Department that from NSP-MN’s perspective, the competitive 
bid approach presents more risk to the Company in that the lowest cost bidder it selects 
may or may not be able to fulfill its requirements as the counter-party to the transaction.  Of 
course, if one returns to the old financial axiom that risk and reward represent a trade-off in 
a market, one could also conclude that by incurring this additional risk NSP-MN could gain a 
reward.  (In this instance, that higher reward would be lower transaction costs associated 
with selling the debt.) 
  
                                                 
9 Ibid at Attachment L, page 1. 
10 These banks would purchase NSP’s debt and then resell it.  
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Under the negotiated sale approach, the Company appears to “buy” most, if not all of the 
services it would have to perform itself under the competitive bid approach.   NSP-MN 
identified several of those services in the passage cited above regarding the negotiated sale 
process.   
 
In DOC Information Request No. 2, the Department asked NSP-MN to provide a list of 
securities that the Company had sold using competitive bidding as the mechanism for 
selling the debt as well as a list of securities that the Company had sold using a negotiated 
sale approach.11   
 
In its response, NSP-MN identified $250 million of debt that had been sold via competitive 
bid and $4,300 million ($4.3 billion) of debt that had been sold via negotiated sales.  On a 
percentage basis, slightly more than 5 percent of its bond portfolio was competitively bid, 
while over 94 percent of its outstanding debt was issued using negotiated sales.  
Considering the issue from a chronological perspective, NSP-MN hasn’t competitively bid a 
bond issuance for the past seventeen and a half years.  Its last thirteen bond issuances 
have used negotiated sales as the format for selling the debt. 
 
In DOC Information Request No. 8 the Department asked the Company if it had performed a 
cost benefit analysis comparing the costs and benefits of a competitively-bid issuance 
alternative to a negotiated issuance alternative for any of the bond issuances12.   
 
NSP-MN responded: 
 

The Company prices bonds consistent with the industry 
standard at the time.  The Company did not perform a 
competitive bid on the remaining bonds in the debt portfolio for 
a number of reasons.  The structure of the banking industry 
changed in the late 1990s when commercial banks were 
allowed to combine with investment banks; competitive bids 
were no longer common.  With market data available in real 
time, the spread to treasury was observable on other 
transactions, and so by definition, the market was pricing the 
transactions in a competitive manner. 

 
The Department’s interpretation of this response is that the Company did not and has not 
performed cost-benefit analyses to determine whether a competitively bid process is 
preferable to a negotiated sale process. 
  

                                                 
11 A copy of DOC Information Request No. 2 is included as DOC Attachment 6. 
12 A copy of DOC Information Request No 8 is included as DOC Attachment 7. 
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In DOC Information Request No. 3 the Department asked the Company to provide support 
for its statement on page 1 of Attachment L that “The company has found that a negotiated 
transaction adds more timing flexibility, is easier to execute, and prices in real market time 
are as favorable as a competitive bid.”13   
 
NSP-MN responded: 
 

The competitive bid process is uncommon in the current system 
of issuing utility or corporate bonds, because real-time market 
information is available.  This real-time information includes 
treasury rate yields, company credit ratings, credit spreads, and 
bond prices on other companies that have similar credit risk.  
Banks, investors and the companies issuing the securities can 
look to this real-time market data and compare the new bond 
terms to comparable companies with similar risks.  Because of 
this data transparency, the resulting bond pricing is competitive 
within the marketplace.  

 
While it is true that market information is available, the Company declined to provide any 
analytical support for its assertion that a negotiated sale is as cost-effective as a 
competitively bid offering. 
 
In DOC Information Request No. 4 the Department asked the Company to support its 
statement on page 2 of Attachment L – “Because the market is real-time and transparent, 
the bond pricing and underwriting fees are competitive and consistent with other market 
transactions.”14 
 
The Company did provide an analysis in its response (Attachment A) that concluded that the 
pricing for NSP-MN’s August 4, 2015 bond offering was competitive and consistent with 
other market transactions that day.  The Company concluded by stating that “Although the 
transaction was not conducted in a competitive bid manner, the ending price is competitive 
within the marketplace.” 
 
While the Department appreciates this analysis, (which was provided by one of the banks 
that sold those NSP-MN bonds), the Department notes that if, as NSP-MN stated in its 
response to DOC IR No 8, that competitively bid bond issuances are no longer common, a 
marketplace in which there are few or no competitive issuances would provide a somewhat 
skewed benchmark for this statement.   
  

                                                 
13 A copy of DOC Information Request No. 3 is included as DOC Attachment 8. 
14 A copy of DOC Information Request No. 4 is included as DOC Attachment 9. 
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Given the information provided by the Company, the Department performed some additional 
research on the topic.  While it was difficult to find information regarding corporate bond 
issuances in the public domain, there was some information available on the topic as it 
related to municipal bond issuances.   
 
The preponderance of the information the Department located indicated that competitive 
bidding produced a lower cost result than negotiated sales.15,16  Those same sources noted 
however that if the bond issuance is complex in nature or there are other unusual factors, a 
negotiated sales approach may be warranted.   
 
In order to determine if NSP-MN’s bond issuances over the past seventeen years could have 
reasonably been placed in this second category, the Department asked in DOC Information 
Request No. 10, “Did any of the bonds issued via negotiation listed in this response [DOC IR 
No. 2] include innovative or unusual financing structures?”17 
 
NSP-MN responded: 
 

There are currently just first mortgage bonds outstanding.  . . . 
 
Given this response, the Commission’s stated preference for competitively bid securities 
issuances in the rules, and the Company’s lack of support for its use of the negotiated 
method for selling debt, the Department concludes that the Commission should require Xcel 
to use competitive bidding for each of its bond issuances unless the Company can 
conclusively demonstrate that a negotiated sale approach is necessary due to the 
particulars of the bond issuance. 
 
Taking the analysis a step further, the Department asked in DOC IR No. 9 whether the 
Company has a policy or protocol for selecting an underwriter for a negotiated bond 
issuance.  The DOC also asked whether NSP-MN issued an RFP prior to each bond issuance 
in order to select the underwriter for that bond issuance.18   
 
The Company responded: 
  

                                                 
15 The Department notes that this information is the result of study of the municipal bond market, not the 
corporate bond market. 
16 WWW.munibondadvisor.com/SaleStudies.htm summarized its analysis as concluding that “only one 
analytical study has ever been completed suggesting that negotiated sales have lower total interest costs than 
competitive sales.”  A copy of this summary is included as DOC Attachment 10. 
17 A copy of DOC Information Request No. 10 is included as DOC Attachment 11. 
18 A copy of DOC Information Request No. 9 is included as DOC Attachment 12. 
 

http://www.munibondadvisor.com/SaleStudies.htm
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The Company does not have a formal policy in selecting an 
underwriter for a bond offering. . . . NSPM typically selects 
banks that provide lending support via its credit agreement to 
lead security offerings.  With 20 banks supporting its credit 
agreement, NSPM rotates banks through the security issuance 
process. . . . The underwriting fees for banks are market 
standard . . . 

 
Rotating through banks does not allow banks to compete with each other for bond 
issuances.  Thus, in addition to the Department’s recommendation that the Commission 
require the Company to competitively bid all standard bond issuances unless it can 
conclusively demonstrate a negotiated sale approach is warranted, the Department 
recommends that the Commission require NSP-MN to issue an RFP for services for those 
bond issuances that the Company has conclusively demonstrated are sufficiently complex to 
warrant a negotiated sales approach.   
 
In addition, the Department asks that NSP explain the following in detail in its Reply 
Comments: 
 

• the relationship between the Multi-Year Credit Agreement and the Company’s 
protocol for the selection of the underwriter for its bond issuances, 

• the extent of the linkage between the banks supporting the credit agreement and 
the fees those banks receive when acting as underwriters for the sale of NSP-
MN’s debt, and; 

• any language in the “Amended and Restated Credit Agreement” dated as of 
October 14, 2014 that pertains to this linkage or relationship.    

 
F. ADDITIONAL FIILNG REQUIREMENTS 
 

1. Commission Order in Docket No. E,G999/CI-08-1416 
 
On May 12, 2009, the Commission issued an “Order Augmenting Information Required in 
Connection with Securities Issuances and Annual Capital Structure Filings” (Docket No. 
E,G999/CI-08-1416).19  Points 1 and 3 of the Order state, respectively: 

 
1. In addition to the information currently provided, the 

utilities’ annual capital structure filings shall include an 
exhibit providing a general projection of capital needs, 
projected expenditures, anticipated sources, and 
anticipated timing, with the understanding that such   

                                                 
19 These Ordering Points have been included in subsequent capital structure Orders. 
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 exhibit is not intended to require dollar-for-dollar on the 
uses identified in the exhibit or to limit issuances to 
project-specific financing.  The exhibit need not list short-
term, recurring security issuances. 

 
3. Starting with the utilities’ next annual capital structure 

filings, the utilities shall include a report of actual 
issuances and uses of the funds from the prior year.  The 
report will be for information purposes only and need not 
cover short-term, recurring security issuances. 

 
a. Point 1 
 

NSP-MN’s Attachment N (DOC Attachment No. 13) provides the general projections of 
capital needs and expenditures as required by Point 1 of the Commission’s May 12 Order.  
NSP-MN projects approximately $1,182 million investment in 2016.  This forecasted 
expenditure includes investments in nuclear projects, energy supply, transmission projects 
and distribution system improvements. NSP-MN’s Attachment H (DOC Attachment No. 4) 
provides the estimated funding sources of equity, long-term debt, short-term debt and 
internal funds (retained earnings financing) for 2016.  Attachment H also provides the uses 
of the funding sources.  Attachment N provides projections of NSP-MN’s expenditures over 
the period 2016 through 2020 (DOC Attachment No. 13). 
 
Based on the above discussion and its review of Xcel’s petition, the DOC concludes that 
Xcel’s petition complies with the requirements of Point 1 of the Commission’s May 2009 
Order.  The Department discusses below information about nuclear costs indicated in 
Attachment N. 
 

b. Point 3 
 

Regarding Point 3 of the Commission’s May 12, 2009 Order, the Company summarized its 
issuance activities in 2014 in Attachment H of the Petition as follows (DOC Attachment No. 
4): 
 

 Equity Infusion:  $95 million;  
 Long-Term Debt:  $300 million; and 
 Short-term debt/Internal Funds:  $769 million. 

 
The proceeds from the equity infusion, long-term debt, short-term debt and internal funds 
were used to maintain an appropriate capital structure, to finance the Company’s 
investments in 2014, and to refinance outstanding long-term debt.   
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A comparison between the actual and projected 2014 uses is provided in the Company’s 
Attachment N (DOC Attachment 13).  As noted earlier, Attachment H (DOC Attachment No. 4) 
provides the Company’s actual issuances in 2014. 
 
For 2014, the Company received equity infusion of $95 million and issued $300 million of 
long-term debt (Issuance date:  May 13, 2014.  Issuance terms:  $300 million with 30-year 
maturity at 4.125% interest rate).  The proceeds from the loan were used to pay outstanding 
short-term debt. 
 
The Company’s Attachment N also provides a comparison of projected versus actual 
expenditures for 2015. Expenditures are divided into five general categories:  Energy Supply, 
Nuclear, Distribution, Transmission and Other.  Table 2 summarizes this information. 
 

Table 2 – Comparison of 2015 NSP-MN Capital Investment 
Project Category 2015 Projection 2015 Year-End 

Estimate 
Nominal Variance 

(Millions of $) 
Percentage 
Variance (%) 

Energy Supply 673.6 772.9 99.3 14.7% higher 
Nuclear 273.7 283.8 10.1 3.7% higher 

Distribution 291.7 301.2 9.5 3.3% higher 
Transmission 286.3 291.4 5.0 1.7% higher 

Other 98.8 120.5 21.7 22.0% higher 
Total 1,624.1 1,769.7 145.6 9.0% higher 

 
The only significant deviations from projected expenditures were in the Energy Supply and 
“Other” categories (where “significant” is defined as 10 percent above or below budget).  
The Company noted in its Attachment N that the cost increase associated with the Energy 
Supply category was the result of the expenses from the Courtenay wind project.20  NSP-MN 
also explained that the main reason for the increase in the actual expenditure for the 
“Other” category was a shift in costs from 2014 to 2015 for the Productivity through 
Technology project.   
 
While the Nuclear project cost category overall did not appear to vary significantly from 
estimated, the Department noted significant offsetting variances in two subcategories within 
the Nuclear category, as shown in Table 3 below. 
  

                                                 
20 See Order Approving Acquisition under Minn. Stat. § 216B.1645, Subd. 2a and Authorizing Cost Recovery in 
Docket No. E002/M-15-401. 
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Table 3 – Comparison of 2015 Forecasted NSP-MN Nuclear Capital Investment 
Project 2015 Projection 2015 Year-End 

Estimate 
Nominal Variance 

(Million of $) 
Percentage 
Variance (%) 

PI Unit 2 Generator 
Replacement 0.0 -3.9 -3.9 Not Applicable 

PI Extended Power 
Uprate and LCM 52.6 19.1 -33.5 63.7% lower 

Monticello 
Extended Power 
Uprate and LCM 

0.0 3.5 3.5 Not Applicable 

Nuclear Fuel 90.4 91.4 1.0 1.1% higher 

Other Nuclear 130.7 173.6 42.9 32.8% higher 

Total 273.7 283.8 10.1 3.7% higher 

 
The information in Table 3 suggests that NSP-MN experienced significantly higher costs than 
expected in the “Other Nuclear” subcategory during the year.  These significantly higher 
costs were offset by what appear to be lower costs for the “Prairie Island Extended Power 
Uprate and LCM” project.  However, NSP-MN indicated that the additional $33.4 million in 
project costs were delayed until 2018.  The Department requests that NSP-MN indicate in 
its Reply Comments why the “timing of the Prairie Island Unit 1 Life Cycle Management 
Generator Replacement project was moved from 2015 to 2018” as stated in the Company’s 
Attachment N of the petition. 
 
However, based on its review of NSP-MN’s petition, the DOC concludes that the Company’s 
petition complies with Point 3 of the Commission’s May 12, 2009 Order. 
 

2. Commission Order in Docket No. E,G002/S-09-1161 
 
On January 15, 2010, the Commission issued an Order in NSP-MN’s petition for approval of 
its capital structure for issuance of securities.  Point 2 of the Commission’s Order states: 
 

The Company shall develop and use in its next annual securities 
filing, a schedule showing, for various time periods, the planned 
investment for each project. 

 
The Petition includes Attachment N, which shows NSP-MN’s projected investment by project 
for each of the years 2016 through 2020.  Based on its review of the Company’s Attachment 
N, the DOC concludes that the Company’s filing complies with the requirements of Point 2 of 
the Commission’s January 15, 2010 Order in Docket No. E,G002/S-09-1161. 
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G. PERMISSION TO USE RISK-MANAGEMENT INSTRUMENTS 
 
The Company requested that the Commission continue to allow the Company to use risk-
management instruments when appropriate to manage price, duration, or interest-rate risk 
on securities.  The DOC concludes that it is reasonable to allow the Company the flexibility to 
use these instruments provided that they are consistent with the goal of ensuring that costs 
are reasonable.  The Company’s use of the instruments should also be consistent with NSP-
MN’s corporate risk-management policy and required officer approvals.  Only instruments 
that qualify for hedge accounting treatment under ASC No. 815 should be considered.   
 
 
IV. RECOMMENDATIONS 
 
The Department has requested that NSP-MN address the following issues in its Reply 
Comments: 
 

• the purpose(s) that the NSP Nuclear Corporation serves and the advantages and 
disadvantages of having NSP Nuclear Corporation structured as a first-tier 
subsidiary as opposed to being treated similarly to NSP-MN’s other generation 
facilities; 

• the relationship between the Multi-Year Credit Agreement and the Company’s 
protocol for the selection of the underwriter for its bond issuances; 

• the extent of the linkage between the banks supporting the credit agreement and 
the fees those banks receive when acting as underwriters for the sale of NSP-
MN’s debt; and 

• any language in the “Amended and Restated Credit Agreement” dated as of 
October 14, 2014 that pertains to this linkage or relationship;    

• why the “timing of the Prairie Island Unit 1 Life Cycle Management Generator 
Replacement project was moved from 2015 to 2018”. 

 
The DOC will provide its final recommendations to the Commission in a set of Supplemental 
Comments once it has had an opportunity to review NSP-MN’s Reply Comments. 
 
 
/ja 
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