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l. SUMMARY OF NORTHERN STATES POWER’S PROPOSAL

On October 31, 2016, Northern States Power Company (NSP-MN or the Company) petitioned
the Minnesota Public Utilities Commission (Commission) for approval of its proposed 2017

capital structure (Petition). The Company is seeking:

e Approval of its proposed 2017 capital structure and total capitalization;

e Continuation of the ability to issue securities within the approved capital structure

ranges;

e Approval of the 2017 capital structure to remain valid until the Commission

issues an Order approving NSP-MN’s 2018 capital structure;

e Continuation of flexibility to use risk-management instruments to reduce the cost

of capital;

e 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

e 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.

Il. DETAILS OF NSP-MN’S PROPOSAL

NSP-MN requested approval of its estimated 2017 capital structure. The Company
estimated that its capital structure on December 31, 2017 will be:
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Northern States Power Company 2017 Proposed Capital Structure
(Amounts in millions of dollars)
December 31, 2017 (Estimated)

Amount Percent

Common Equity $5,594 52.40%
Long-Term Debt $4,948 46.30%
5-Year Credit Facility $0 0.00%
Short-Term Debt $135 1.30%
Total Capitalization $10,677 100.00%
Contingency $523

Total with Contingency $11,200

The Company also presented a maximum capital structure for December 31, 2017 in its
filing. That capital structure is:

Northern States Power Company 2017 Maximum Capital Structure
(Amounts in millions of dollars)
December 31, 2017 (Estimated)

Amount Percent

Common Equity $5,594 51.80%
Long-Term Debt $4,948 45.80%
Borrowings Under

5-Year Credit Facility 0 0.00%
Short-Term Debt $265 2.50%
Total Capitalization $10,807 100.00%
Contingency $393

Total with Contingency $11,200

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

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

e 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:

e Atotal capitalization of $11,200 million, including a contingency of $523 million;
(total of $10,677 million without the contingency);



Docket No. E,GO02/S-16-887
Analyst assigned: John Kundert

Page 3

A total capitalization contingency of $523 million, approximately 4.9 percent of
the proposed total capitalization of $10,677 million;

A range of +10 percent around the proposed 2017 year-end common equity ratio
of 52.4 percent, resulting in an equity range of 47.16 percent to 57.64 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 2017 capital structure until issuance of an Order
approving NSP-MN’s 2018 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 2017. NSP-MN'’s statements about
its plans include:

Equity. In 2017, NSP-MN expects total equity infusions from its parent company,
Xcel Energy, Inc. (Xcel) of approximately $104 million to maintain the Company’s
target equity ratio range proposed above.

Long-term debt. The forecasted year-end 2017 long-term debt ratio is 46.3
percent and includes a $600 million debt issuance.! The proceeds of this new
debt issuance will be used to retire $500 million in outstanding long-term debt,
repay short-term debt, fund NSP-MN'’s utility construction program, and for other
general corporate purposes. Attachment H of the Company’s filing provides

1 The Company estimates long-term debt issuance of $600 million in the November of 2017.
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details of the Company’s July 2016 through December 2017 sources of funds
and the Company’s capital requirements. (DOC Attachment No. 5)2

e 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.

I, ANALYSIS

The Minnesota Department of Commerce, Division of Energy Resources’ (Department or
DOC) analysis of a public utility’s annual capital structure filing requires;

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

o 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

e Areview 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.

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.

2 DOC Attachment 1 provides an index of DOC Attachments 2 through 8 to facilitate referencing these
documents.
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A. CAPITAL STRUCTURE

To check the reasonableness of NSP-MN’s proposed and proposed maximum 2017 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. DOC Attachment 2 contains this analysis. Table 1 provides a summary of the
information included in that attachment.

Table 1 - Comparison of NSP-MN'’s Proposed and Proposed Maximum Year-End 2017
Capital Structures to 2015 Year-End Capital Structures for Risk-Comparable Electric Utilities

(%s)

Description Common Equity Long-Term Debt Short-Term Debt Preferred Stock
Comparable Group 44 .57 49.33 5.30 0.79
Average3
Proposed 12/31/17 52.40 46.30 1.30 0.00
Capital Structure
NSP-MN'’s Difference from 7.83 higher 3.03 lower 4.00 lower 0.79 lower
Average
Proposed 2017 Maximum 51.80 45.80 2.4 0.00
Capital Structure
NSP-MN'’s Difference from 7.23 higher 3.53 lower 2.90 lower 0.79 lower
Average

The year-end 2015 average equity ratio for publicly traded electric utilities with bond ratings
from A to BBB-4 was 44.57 percent. Their year-end 2015 average long-term debt ratio was
49.33 percent. The DOC notes that the Company’s proposed equity ratios of 52.40 and
51.30 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 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 2017 capital
structures are appropriate from this perspective.

3 Source: Compustat Data for Standard & Poor’s Research Insight, November 30, 2016.
4 NSP-MN'’s Standard and Poor’s long-term bond rating is A.
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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 52.4% 47.16% 57.64%

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 2017 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 2017 capital structure is in effect. This request for
flexibility is consistent with the flexibility allowed by the Commission for the Company’s 2016
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 $11,200 million includes a
contingency amount of $523 million, or about 4.9 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 $523 million for total capitalization is reasonable.

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 obligee or obligor.
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NSP-MN was granted a variance to Minnesota Rules part 7825.1000, subpart 6 in the 2005
Capital Structure Order> allowing the Company to treat borrowings under a multi-year credit
facility (MYCF) 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 2016 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 five-year revolving credit facility for $500 million on
June 20, 2016 (June 2016 Agreement). It is an amendment and extension to the $500
million, five-year credit facility that was signed by the Company in October 2014. The new
agreement has substantially the same terms and conditions as the prior agreement. The
June 2016 Agreement allows the Company to extend the life of the October 2014
Agreement. It also provides an option to increase the size of the amount NSP-MN can
borrow under the Agreement as well as the potential to extend the maturity of the
Agreement.

1. Frequency of Use and Amounts Borrowed

Attachment C of the Petition shows that the Company hasn’t borrowed any funds under the
credit facility over the period January 2014 through August of 2016. 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 2014 through August 2016. According to the information included in
Attachment C of the Petition, the multi-year credit facility cost NSP approximately $1.0
million annually in 2014 and 2015. The 2016 year-to-date figures included in the Petition
when extrapolated to a full 12 months provide a similar amount. Under the Agreement, NSP
agreed to pay: “arate perannum ... equal to the greatest of (a) the Prime Rate in effect on
such day, (b) the NYFRB Rate in effect on such day plus %2 of 1% and (c) the Eurodollar Rate
for one month Interest Period on such day . . . plus 1%.6. 7

The Department developed a comparison of these different interest rates for the 2014-
2016 time period in an effort to illustrate why even though NSP-MN has access to the MYCF,
it doesn’t borrow funds under that Agreement. Table 2 provides this comparison.

5 Docket No. E,G002/S-04-1794.

6 Multi-Year Credit Agreement Compliance Filing dated June 8, 2016 in Docket Nos. E,G999/CI-08-1416 and
E,GO02/S-15-948, Attachment A at page 1.

7 The NYFRB Rate means for any day, the greater of (a) the Federal Funds Effective Rate in effect that day and
(b) the Overnight Bank Funding Rate in effect on such day.
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Table 2 - Comparison of NSP-MN Actual 2014-2016 Short-Term Interest Expense for
Commercial Paper and Other Funding Options Under the MYCF (avg %/yr)
Average Annual Rate by Year

Line No. Funding Source 2014 2015 2016
Commercial
1. Paper/Money Pool [1] 0.26 0.44 0.55 [5]
2. Overnight Fed Funds [2] 0.59 0.63 0.88 [5]
3. 1 Month Libor [3] 1.16 1.20 148 [5]
4, Prime Rate [4] 3.25 3.26 3.50 [5]
Notes:

[1] Information provided in response to DOC IR #1

[2] Information provided by Federal Reserve Economic Data (FRED)
[3] Information provided by FRED

[4] Information provided by FRED

[5] Year-to-Date Figures

The information in Table 2 demonstrates that NSP-MN'’s use of commercial paper as the
funding source for its quotidian short-term credit needs makes sense economically.

Based on the credit facility’s fees and the explanation of the benefits of the credit facility as
provided by NSP-MN in its Attachment C of the Petition the DOC concludes that the direct
costs associated with the credit facility and NSP-MN’s use of the credit facility are
reasonable. The DOC offers further discussion of the cost effectiveness of the Company’s
MYCF in section F.3 below.

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 2014 through August 2016, the lack of borrowing activity under the
Agreement suggests that it was less expensive for NSP-MN to borrow short-term debt from
its money pool or directly from financial institutions. The information included in Table 2
also supports this conclusion. 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 2017 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:
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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
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.

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 Department recommends the Commission grant the Company’s request for a rule
variance.
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D. FLEXIBILITY TO ISSUE SECURITIES

As discussed earlier in these comments, NSP-MN expects the following security issuances in
2017:

e $104 million equity infusion from its parent company, Xcel Energy, Inc.;
e $600 million of long-term debt; and
e short-term debt, not to exceed 15 percent of total capitalization.

The proceeds from these issuances are expected to be used to retire a bond issuance of up
to $500 million, 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 corporate
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.

F. ADDITIONAL FILING 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).8 Points 1 and 3 of the Order state:

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
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.

8 These Ordering Points have been included in subsequent capital structure Orders.



Docket No. E,GO02/S-16-887
Analyst assigned: John Kundert
Page 11

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. 5) 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 $923 million in investments in 2017. 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 2017. Attachment H also provides the uses
of the funding sources. Attachment N provides projections of NSP-MN'’s expenditures over
the period 2017 through 2021 (DOC Attachment No. 5).

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.

b. Point 3

Regarding Point 3 of the Commission’s May 12, 2009 Order, the Company summarized its
issuance activities in 2015 in Attachment H of the Petition as follows (DOC Attachment No.
4):

Equity Infusion: $346 million;
e Long-Term Debt Issuance: $600 million and
® Long-Term Debt Retirement: $250 million.

This results in net financings of $696 million which when combined with an amount short-
term debt/internal funds of $1,057 million was equal to the total NSP-MN use of funds in
2015 of $1,753 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 2015, and to refinance outstanding long-term debt.

A comparison between the actual and projected 2015 uses is provided in the Company’s
Attachment N (DOC Attachment 5). As noted earlier, Attachment H (DOC Attachment No. 4)
provides the Company’s actual issuances in 2015.
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For 2015, the Company received $346 million in equity and issued $600 million of long-
term debt (Issuance date: August 15, 2015. Issuance terms: $300 million with a 30-year
maturity at a 4.0% interest rate and $300 million with a 5-year maturity with a 2.20%
interest rate). The proceeds from the loan were used to pay outstanding short-term debt
and to retire $250 million in long-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 3 summarizes this information.

Table 3 - Comparison of 2015 NSP-MN Capital Investment

Project 2015 Year-End 2015 Year-End | Nominal Variance Percentage
Category Estimate Actuals (Millions of $) Variance

Energy Supply 773 763 -10 -1.3%
Nuclear 284 286 2 0.7%
Distirbution 301 294 -7 -2.4%
Transmission 291 288 -3 -1.0%
Other 120 121 1 0.8%
Total 1769 1752 -17 -1.0%

There were no significant deviations from projected expenditures in any of the five
categories listed (where “significant” is defined as 10 percent above or below budget).

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,GO02/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 2017 through 2021. 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,GO02/S-09-1161. DOC
Attachment 5 contains a copy of NSP-MN’s Attachment N.
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3. Commission Order in Docket No. E,GO02/S-15-948

On April 8, 2016, the Commission issued an Order in NSP-MN'’s petition for approval of its
capital structure for issuance of securities. Bullet points 13 and 14 of the Commission’s
Order required NSP:

. .to include a discussion of 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 in its next capital structure
filing.

.. . to meet with the Department and other interested parties in
an effort to identify a cost-benefit analysis that can provide the
Commission with a frame-work for determining if the Company’s
current debt management practices are cost-effective for all the
services provided related to the Multi-Year Credit Agreement.
The analysis should be included in the Company’s 2017 Annual
Capital Structure filing.

a. Point 13

NSP-MN provides this discussion on pages 13 and 14 of the Petition. The Company notes:
“The Company has made significant progress on its assessment and believes that as long as
no issues are identified that would advise against dissolving NMC, it will be able to resolve
the remaining accounting issues and dissolve NMC by December 31, 2016.”

The DOC concludes that the Company’s filing complies with the requirements of Point 13 of
the Commission’s April 8, 2016, Order in Docket No. E,G002/S-15-948. The Department
also requests that NSP-MN provide an update regarding their efforts in the Company’s Reply
Comments in this proceeding.

b. Point 14

The Company provided a lengthy and thorough discussion of the cost-effectiveness of the
Company’s current debt management practices in Attachment O of the Petition.® NSP-MN
also provided a presentation that summarized the sale of $350 million of 30-year First
Mortgage Bonds on May 23, 2016 and met with the Department in late October to review
that information.10

9 Included as DOC Attachment 6.
10 Included as DOC Attachment 8.
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Cost-Effectiveness of Company’s Bond Issuances

Xcel provided a summary table for Secured Utility Bond issues with a 30-year term on page 3
of Part 3 of Attachment | of the Petition.”11 The table listed the results of 20 bond sales by
utilities for the period from January 1 through September 15, 2016. NSP-MN was
responsible for one of the transactions; it issued $350 of 30-year debt on May 23, 2016.
Table 4 contains the comparison for NSP-MN’s 30-year bond issuance.

Table 4 - Comparison of Secured 30-Year Bond Issuances by U.S. Utilities
With an Aa3 Credit Rating between January 1 and September 15, 2016

Line Size Coupon Spread N/C
No. Issuer Rating ($mn) (%) (bps) (bps)
1. |Duke Energy Progress LLC Aa3 450 3.70% 123 1
2. |DTE Electric Company Aa3 300 3.70% 110 5
3. |Duke Energy Indiana LLC Aa3 500 3.75% 115 5

Public Service Electric &
4. |Gas Company Aa3 550 3.80% 120 -4
5. |Average 450 3.74% 117 4
6. |Median 475 3.73% 117.5 5
Northern States Power
7. |Company (MN) Aa3 350 3.60% 100 -

The coupon rate and the spread to the 30-year U.S. Treasury Bond (T-bill) for the NSP-MN
offering are the lowest identified in the group. The final column (new concession or N/C)
relates to the discount Xcel provided to the bond’s purchasers (in basis points). This
amount was lower than three of the four similar transactions for 30-year bonds for utilities
with an identical Moody’s Credit Rating.

These results suggest that the Company (and its Underwriters) did a good job of issuing the
debt -- they sold it for a lower interest rate and the difference (spread) between the coupon
rate on NSP-MN’s bond and the 30-year T-bill was the lowest of the five sales listed.

The Department concludes that for 2016, the Company issued its May 23, 2016 bond
offering in a cost effective manner.

Cost-Effectiveness of NSP-MN'’s Credit Facility

NSP-MN provided the annual direct costs of the Agreement, which are approximately $1
million, in Attachment C. The Company also identified the following benefits associated with
the MYCF in Attachment C.

11 Included as DOC Attachment 7.
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e More efficient for cost management, as legal fees are not incurred every year as it
would be for a 364-day facility.

e Up-front fees are amortized over multiple years, rather than 12 months (as with the
364-day facility).

e Reduces potential increased costs associated with roll-over risk. By locking in
favorable borrowing rates and commitment fees for multiple years, the Company
avoids the risk of market conditions on an annual basis.

e Most multi-year facilities have options to increase the size or extend the maturity,
allowing for financing flexibility through the credit facility term.

e The Company can terminate the facility prior to its maturity and re-syndicate if even
more favorable market pricing exists.

NSP-MN didn’t attempt to quantify the benefits it identified in Attachment C.

In Attachment O, the Company reviewed the “Financing Process Overview.” In that
attachment, NSPM identified three additional benefits associated with the MYCF - 1) acts
as a line of credit, 2) provides access to commercial paper markets and 3) supports
relationships with financial experts. The Company also provided a discussion of the benefits
associated with the MYCF on an anecdotal basis. NSPM noted:

For example, NSPM can currently issue overnight commercial
paper for about 60 basis points with very short notice. In
contrast, if NSPM had no revolving credit agreement, a longer
dated instrument such as a two or three year bond at 1.50% or
greater [would be required?]. Not only is this inefficient cash
management, as the Company would initially have more cash
than it needs, it would be more expensive than commercial
paper. Additionally, under a scenario with no credit agreement,
NSPM’s credit ratings would decline, and the cost of a two- or
three- year loan would increase significantly.12

The Company also provided a cost comparison that used 2015 actuals on page 7 of the
presentation provided to the Department at our meeting in late October 2016.13 NSP-MN
identified its actual short-term cost of debt as 0.93% in the example. It also estimated its
2015 cost of borrowing under the MYCF to be 1.85%. The Company asserted that if it didn’t
have the MYCF and was required to hold cash for its short-term credit needs, the cash would
be financed at NSP-MN'’s full cost of capital of 11%.

In an effort to provide the Commission with a comparison of the costs and benefits of the
MYCF when compared to other funding sources, the Department used the information NSP-
MN provided to develop its own estimate of NSP-MN'’s short-term borrowing costs for 2015.
The Department included a third alternative, the Prime Lending Rate (Prime Rate) as

12 Attachment O, page 4 of 5.
13 A copy of the presentation is included as DOC Attachment 8.
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identified by the Federal Reserve as the interest rate NSP-MN would have paid if the MYCF
had not been in place.

The Department’s analysis found that NSP-MN would have paid approximately $425,000
more in interest expense in 2015 if it had borrowed funds only from the MYCF to cover its
short-term needs in 2015. The DOC also estimated that the Company would have paid $2.3
million more in interest expense if it had simply borrowed money at the Prime Rate instead
of making use of the commercial paper/MYCF option. Table 5 summarizes this information.

Table 5 - Comparison of Short-Term Debt Costs for Different Funding Sources in 2015

Line No. | Funding Source Cost ($/yr) Difference
Commercial
1. Paper/MYCF $927,510 $0
2. MYCF Only $1,353,584 $426,074
3. Prime-Rate $3,258,629 $2,331,119

These results are consistent with the Department’s earlier analysis and suggest that the
Company’s current approach for borrowing funds for its short-term capital needs is the
lowest cost option available.

Cost-Benefit Framework

The Company’s efforts to issue cost-effective short-and long-term debt provide the two-
cornerstones for this framework. The Company has demonstrated in this filing that it has
been successful in these endeavors over the past year.

The Department examined the extent to which the 21 banks that are the counter-parties to
the NSP-MN’s MYCF profit from that Agreement.

The banks benefit as a result of the opportunity those banks have to compete for
underwriting fees associated with NSP-MN’s bond issuances. The Department calculates
that NSP-MN paid $10,112,520 in underwriting discounts (fees) during the period from
January 2014 through April 2016. Table 6 summarizes this information. The underwriting
fees paid to the banks associated with NSP-MN'’s bond issuances may also help explain the
counterparty banks’ largesse in regards to the fee structure and interest rates charged
within the MYCF.
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Table 6 - Annual NSP-MN Underwriting Discount (Fees) ($/yr)

Line No. Year Underwriting Fees
1. 2014 $ 2,625,000
2. 2015 $ 4,425,000
3. 2016 YTD | $ 3,062,500
4. Total $ 10,112,500

From the banks’ perspective, some of the 21 at least, generated $12,844,216
($10,112,500 + $2,731,696 from the MYCF) in fee revenue from NSP-MN during the 28
month period in question.

The banks charged NSP-MN the $10.1 million in fees for services rendered in the support of
the Company’s bond issuances. Those costs form part of the calculation of NSP-MN’s
flotation cost adjustment which is added to its preliminary return-on-equity in the Company’s
general rate proceedings.

As the Company noted on page 8 of the presentation in the presentation it provided to the
Department in a meeting on this topic in late October 2016:

The one-time up front debt underwriting fees associated with a new bond are
transparent and consistent across the investment grade utility sector based
on the term of debt.

e 5year debt: 60 basis points

e 10 year debt: 65 basis points

e 30 year debt: 87.5 basis points.

This “transparent and consistent” fee structure suggests, to the Department at least, that
the banks in question may have colluded as to the level of their fees. The Department
concludes that the Commission has a limited scope of action regarding this issue. We have
no recommendation on this issue at this time.

Returning to Order point 14, the Department concludes that the Company has fulfilled its
requirements under this Order point and notes that it did meet with Company
representatives to review the presentation included in DOC Attachment 8 in late October of
2016.

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
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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 recommends that the Commission take the following actions regarding
Xcel’s capital structure petition:

Approve NSP-MN'’s requested 2017 capital structure; this approval to be in effect
until the 2018 Capital Structure Order is issued.

Approve a 10 percent range around NSP-MN’s common equity ratio of 52.4
percent (i.e., a range of 47.16 to 57.64 percent).

Approve NSP-MN'’s total capitalization contingency of $523 million (i.e. a total
capitalization of $11,200, including the $523 million).

Approve NSP-MN'’s short-term debt issuance not to exceed 15 percent of total
capitalization at any time while the 2017 Capital Structure is in effect.

Continue the variance authorizing NSP-MN to enter into multi-year credit
agreements and issue associated notes thereunder, but require NSP-MN to also
continue to report on its use of such facilities, including

0 How often they are used,
The amount involved;
Rates and financing costs,
The intended uses of the financing, and
For any period in which Xcel sells bonds, a comparison over a six-month
period of the results of all bond issuances by other utilities.

O O0O0Oo

Approve NSP-MN'’s request to issue securities provided that the Company remain
within the contingency ranges or does not exceed them for more than 60 days.

Require NSP-MN to obtain the Commission’s pre-approval of any issuance
expected to result in the Company remaining outside the contingency ranges for
more than 60 days.

Approve NSP-MN'’s flexibility to use risk management instruments that qualify for
hedge accounting treatment under Accounting Standard Codification No. 815.

Require NSP-MN to include an exhibit providing a general projection of capital
needs, projected expenditures, anticipated sources, and anticipated timing, with
the understanding that such exhibit is not intended to require dollar-for-dollar on
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the uses identified in the exhibit or to limit the issuances to project-specific
financing in in its next capital structure filing. The exhibit need not list short-term
recurring security issuances.

e Require NSP-MN to include a report of actual issuances and uses of funds from
the prior year in its next annual capital structure filing. The report will be for
information purposes only and need not cover short-term recurring security
issuances.

e Require NSP-MN to develop and use in its next annual securities filing, a schedule
showing, for various time periods, the planned investment for each project.

e Require, within 20 days of each non-recurring security issuance, NSP-MN to file
for informational purposes only an after-the-fact report providing the following
information: 1) the type of security issued; 2) the total amount issued; 3) the
purpose of the issuance; 4) the issuance cost associated with the security
issuance; and 5) the total cost of the security issuance, including details such as
interest rate or cost per share of common equity issued.

The Department also requests that NSP-MN provide an update regarding their efforts to
dissolve NMC in the Company’s Reply Comments in this proceeding.

/ja
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NSP-MN 2017 Annual Capital Structure Filing
Report on Use of Multi-Year Credit Facilities

Background

On June 20, 2016 NSP-MN executed its current $500 million multi-year credit
agreement as a result of amending and extending the October 14, 2014
agreement. The June 20, 2016 agreement extends the term of the agteement

to June 20, 2021 and allows NSP-MN to continue to realize the favorable terms
and credit fees it has realized since 2012. The June 20, 2016 agreement
provides for the future flexibility to extend the life or upsize the amount of

the facility.

The Commission first issued a vatiance allowing multi-year credit agreements
to be treated as short-term debt in its March 15, 2005 ORDER IN THE MATTER
OF NORTHERN STATES POWER COMPANY’S REQUEST FOR APPROVAL OF I'TS
2005 CAPITAL STRUCTURE in Docket No. E,G002/S-04-1794 (the “2005
Capital Structure Ordet”). The 2005 Capital Structure Order, and the
subsequent capital structute orders, in exchange for allowing multi-year
agreements to be treated as short-term debt, required the Company to report
on the use of such facilities. Undet the current requirements in the 2016
Capital Structure Otrdet, this report needs to include: how often they are used,
the amount involved, the rates and financing costs, and the intended uses of
the financing.

The Intended Use and How Often the Facility is Used

The current five-year revolving credit facility will continue to be used primarily
for commercial paper back-up but can also provide for direct borrowings from
the banks which ditrectly support the credit agreement. The credit agteement
also setves as liquidity back-up for letters of credit the Company may issue.
Please see Attachment C, Page 3 for direct borrowings under the credit facility
during the last three yeats. As shown on Page 3, there wete no direct
botrrowings undet the multi-year credit facility between January 2014 and
August 2016. Duting this time the Company utilized its commercial paper
ptogram. The last time the Company borrowed directly from the banks that
suppott the credit agteement was in November 2008 and December 2008 due
to the lack of liquidity in the short-term debt markets. The Company no longer
provides shott-tetm liquidity to NSP-Wisconsin as NSP-Wisconsin initiated its
own commetcial paper program in March 2011.
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Amount Involved, Rates and Financing Costs

See Attachment C, page 3 for this information.

Advantages of Multi-Year Credit Facilities

Some advantages of the current multi-year facility include:

More efficient for cost management, as legal fees are not incutted every
year as it would be for a 364-day facility.

Up-front fees are amortized over multiple years, rather than 12 months (as
with the 364-day facility).

Reduces potential increased costs associated with roll-over risk. By locking
in favorable bortowing rates and commitment fees for multiple years, the
Company avoids the risk of market conditions on an annual basis.

Most multi-year facilities have options to increase the size ot extend the
maturity, allowing for financing flexibility through-the credit facility term.
The Company can terminate the facility ptior to its maturity and
re-syndicate if even more favorable matket pricing exists.
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Report on Use of Multi-Year Credit Facility - Direct Borrowings

January 2014 to August 2016

Note: There have been no direct bank borrowings under the multi-year credit facility since December of 2008,
NSP-MN uses it credit agreement primarily as a backup facility for its commercial paper program.

Avg. Direct Interest-only Monthly Interest ~ Monthly Credit Monthly Cost Total
Credit Facility 1/ Borrowings) 2/ Rate % Expense $ Facility Fees Amortization 3/  Interest + Fee + Amort.
January 500,000,000 $0 0.000% $0 $51,787 $43,788 $95,575
February 500,000,000 $0 0.000% $0 $37,437 $39,659 $77,096
March 500,000,000 $0 0.000% $0 $41,430 $43,773 $85,203
April 500,000,000 $0 0.000% $0 $39,705 $42,388 $82,092
May 500,000,000 $0 0.000% $0 $40,999 $43,774 $84,773
June 500,000,000 $0 0.000% $0 $39,676 $42,402 $82,078
July 500,000,000 $0 0.000% $0 $40,998 $42,523 $83,521
August 500,000,000 $0 0.000% $0 $40,998 $42,523 $83,521
September 500,000,000 $0 0.000% $0 $39,675 $41,152 $80,827
October 500,000,000 $0 0.000% $0 $40,998 $44,193 $85,191
November 500,000,000 $0 0.000% $0 $39,675 $38,751 $78,426
December 500,000,000 $0 0.000% $0 $40,998 $40,281 $81,279
Weighted Average 0.000%
Total $0 $494,375 $505,207 $999,582
Weighted Average Rate on Borrowings Fees as % of Aggregate Credit Line
2014 Cost 500,000,000 0.000% 0.20% 500,000,000 4/
Avg. Direct Interest-only Monthly Interest ~ Monthly Credit Monthly Cost Total
Credit Facility 1/ Borrowings) 2/ Rate % Expense $ Facility Fees Amortization 3/  Interest + Fee + Amort.
January 500,000,000 $0 0.000% $0 $40,984 $40,291 $81,275
February 500,000,000 $0 0.000% $0 $37,018 $36,513 $73,531
March 500,000,000 $0 0.000% $0 $40,984 $40,291 $81,275
April 500,000,000 $0 0.000% $0 $39,497 $38,949 $78,446
May 500,000,000 $0 0.000% $0 $40,765 $50,139 $90,904
June 500,000,000 $0 0.000% $0 $39,462 $39,032 $78,494
July 500,000,000 $0 0.000% $0 $40,778 $40,291 $81,069
August 500,000,000 $0 0.000% $0 $40,778 $40,291 $81,069
September 500,000,000 $0 0.000% $0 $39,571 $39,031 $78,602
October 500,000,000 $0 0.000% $0 $41,036 $46,611 $87,647
November 500,000,000 $0 0.000% $0 $40,036 $39,014 $79,050
December 500,000,000 $0 0.000% $0 $41.510 $40,206 $81,716
Weighted Average 0.000%
Total $0 $482,420 $490,658 $973,078
Weighted Average Rate on Borrowings Fees as % of Aggregate Credit Line
2015 Cost 500,000,000 0.000% 0.19% 500,000,000 4/
Avg. Direct Interest-only Monthly Interest ~ Monthly Credit Monthly Cost Total
Credit Facility 1/ Borrowings) 2/ Rate % Expense $ Facility Fees Amortization 3/ Interest + Fee + Amort.
January 500,000,000 $0 0.000% $0 $41,510 $40,315 $81,825
February 500,000,000 $0 0.000% $0 $38,832 $37,714 $76,546
March 500,000,000 $0 0.000% $0 $41,510 $40,315 $81,825
April 500,000,000 $0 0.000% $0 $40,206 $39,014 $79,220
May 500,000,000 $0 0.000% 30 $41,528 $40,315 $81,843
June 500,000,000 $0 0.000% $0 } $40,188 $38,656 $78,845
July 500,000,000 $0 0.000% $0 $41,689 $39,364 $81,053
August 500,000,000 $0 0.000% $0 $42.066 $39,702 $81.768
September 500,000,000
QOctober 500,000,000
November 500,000,000
December 500,000,000
Weighted Average 0.000%
Total $0 $327,529 $315,395 $642,924
. Weighted Average Rate on Borrowings -  Fees as % of Aggregate Credit Line
2016 Cost 500,000,000 0.000% 0.19% 500,000,000 4/ & 5/

1/ Credit facilities in place include the July 27, 2012 five-year agreement from July 27, 2012 through October 13, 2014 and the October 14, 2014 through
June 19, 2016, The current five-year agreement dated June 20, 2016, was an extension of the 2014 agreement with minor amendments. NSP-MN may
resyndicate its credit agreement to amend, extend or due to expiration of an existing agreement.

2/ Avg. Direct Borrowings are the average of daily outstanding direct borrowings under the credit facility.

3/ Actual credit facility fees recorded on NSPM's books include amortization of one-time up-front costs, and ongoing annual administrative fees.

4/ In March 2011, NSPM resyndicated a new facility for $500M and NSPW executed its own $150M facility. Both were amended/extended in July 2012,
QOctober 2014, and June 2016.

5/ 2016 fees as % of aggregate credit line have been pro-rated for the entire year.
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2017 CAPITAL STRUCTURE FINANCING ASSUMPTIONS

AND CAPITAL REQUIREMENTS
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NORTHERN STATES POWER COMPANY - MINNESOTA

2017 Capital Structure Financing Assumptions

Sources:

Financings: Long Term

Equity Infusions

Long-Term Debt Issuances
Subtotal

Uses:
Retitements /Redemptions
Long-Term Debt

Subtotal

Net Financings

Equity Infusions

Long-Term Debt
Total

Uses:
2017 Utility Capital Requirements
Energy Supply
Nuclear
Distribution
Transmission
Other
Total-NSP Minnesota

Short-Term Debt/Internal Funds

($ in Thousands)
Jul-Dec Jan-Dec
2016 2017
$5,000 $104,000
$0 $600,000 (a)
$5,000 $704,000
50 8500000 ()
$0 $500,000
$5,000 : $104,000 (¢
$0 $100,000
$5,000 $204,000

Millions (d)
$363
$269
$324
$133

$107
$1,196

$992 (o)

(@) The Company forecasts a bond issue in 4th Quarter 2017 of up to $600 million.

(b) The Company will consider calling a bond in 4th Quarter 2017 of up to $500 million.

() To maintain target capital structure ratios, the Company receives planned equity

infusions from its parent company, Xcel Energy Inc.
(d) 3rd Quarter 2016 Budget Information (greater detail provided in Attachment N).
(e) Capital expenditures will be financed with a combination of the $204 million net
financings, and $992 million shott-term debt/internal funds.
Please see Attachment M for monthly forecast source and use, and Attachment N

for capital expenditure detail.
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Issuance and Use of Funds from the Priot Year (2015)

Comments:

1) In 2015 the Company issued $600 million of FMBs.

2)  The Company received $346 million in equity from its parent duting 2015.

This equity is used to re-balance the capital structure to maintain its tatget equity ratio,

repay short-term debt and fund utility capital expenditutes.

3) 'The Company retired $250 million of long-term debt in 2015.

4)  The Company spent approximately $1.8 billion on capital expenditures in 2015.

5) The Company used approximately $1,057 million intetnal funds/short-term debt
to help finance capital expenditutes.

$Millions

Financings

2015
Year

Issuance: Long Term Financings

1)  Long-Term Debt Issuances
2)  Equity Infusions
Subtotal

Use: Retirements/Redemptions
3) Long-Term Debt

Net Financings

Utility Capital Requirements

$600.0

$346.0
$946.0

$250.0

$696.0

Energy Supply
Nuclear

Distribution
Transmission
Other
4)  Total-NSP Minnesota

5)  Short-Tetm Debt/Internal Funds

$763
$286
$294
$288
$121
$1,753

$1,057
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NORTHERN STATES POWER COMPANY - MINNESOTA
FINANCING PROCESS

1.  Financing Strategy

2. Costs and Benefits of Multi-Year Credit Facility
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NORTHERN STATES POWER COMPANY —- MINNESOTA
FINANCING PROCESS OVERVIEW

The Company provides this discussion in response to the 2016 Capital Structure
Order requirement to meet with the Department of Commerce in an effort to
develop a cost-benefit analysis for the multi-year credit agreement. We developed
cost and benefit information similar to that provided by other utilities in their capital
structure annual petitions. We provided the information to the Department on
September 28, 2016 and met with the Department to discuss the information on
October 27, 2016. We provide this information below.

NSPM finances its operations and utility construction program with a combination of
internally generated funds, short-term debt, long-term debt, and equity infusions from
its parent, Xcel Energy Inc. — and does so in a manner that supports its credit metrics
and rating.

Internally Generated Funds. NSPM’s funds from operations ate typically insufficient to
cover all of its capital investment activities. As a result, NSPM must look to external
sources for its funding needs, and is typically in a net borrowing position.

S hort-Term Debt and the Credit Facilizy. Short-term debt in the form of eommercial
paper 1s the lowest cost of external financing for NSPM. The credit rating agencies
require a backup liquidity soutce to the commercial paper program in the form of a
credit facility agreement. In June 2016, NSPM amended and extended its $500
million five-year credit facility to continue the favorable cost structure existing since
the 2012 credit agreement was executed. The Company filed its 20-day compliance
report with the Commission on July 8, 2016.

Long-Term Debt. When the Company’s short-term debt balance reaches a high level
within the credit facility capacity and is expected to stay at that level or increase,
NSPM will consider issuing a bond. NSPM will also issue a bond if a large existing
bond is set to mature in the near future.

A.  Credit Facility Benefits

The credit facility agreement is a critical financing tool and provides NSPM with
necessary liquidity to cost-effectively fund its short-term operations. Liquidity is a
measure of the extent to which an organization has cash — or access to cash — to meet
mmmediate and short-term obligations. As we desctibed above, we typically do not
have sufficient funds from our operations to meet all of our financial obligations;
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failure to timely meet our obligations would be considered a technical default that
could lead to bankruptey, and all the associated negative consequences such as credit
rating downgrades, increased cost of capital, loss of access to capital. These negative
consequences would increase costs to customers for potentially long periods of time,
until we were able to restore our credit ratings.

We draw on the facility in extreme circumstances, as it represents the highest short-
term debt cost financing immediately available to the Company. There have been
only a few of these extreme circumstances in the recent past, most notably the market
close on and after September 11, 2001 and the economic collapse 1 2008. We
tequired access to short-term funds to repay our maturing commercial paper, and the
credit facility is by design the mechanism to provide this essential backup liquidity.

The fact that we have only drawn on the credit facility rarely in the past does not
mean that it has limited benefits. Its liquidity function is critical to the Company and
viewed as so by the credit rating agencies. Standard & Poot’s states in 2 commentary
regarding liquidity that:'

Ligquidity is an important component of financial risk across the entire rating spectrum.
Unlike most other rating factors within an issuer’s visk profile, a lack of liguidity conld
precipitate the default of an otherwise healthy entity. Accordingly, liquidity is an independent
characteristic of a company, measured on an absolute basis, and the assessment is not relative
to industry peers or other companies in the same rating category.

It also acts like an insurance policy in the market. Without the facility, we would be
unable to access the commercial paper market, which is the lowest-cost debt available
to fund our short-term operational needs. In that case, we would either have to
maintain significant amounts of cash or take term loans — both of which would be
more costly for customers. In addition, the facility provides for the issuance of letters
of ctedit a form of guarantee required for certain operational projects within our
utility business functions.

The credit facility also suppotts relationships with financial experts. NSPM’s $500
million credit facility is supported by 21 banks that have a credit rating of A- or higher
by at least one of the thtee major credit agencies (S&P, Moody’s, or Fitch). The
lending banks are regional, national, and international and may specialize in one or
more of the following cotporate treasuty setvices: cash management/treasuty services,

1 Standard and Poor’s Ratings Services, Methodology and Assumptions: Liquidity Descriptors for Ghobal Corporate
Issuers (December 16, 2014).
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short-term investments, letters of credit, long-term debt ot equity or other security
underwriting, derivatives, trustee and shareholder services, strategic consulting,
pension fund management and other services. The Company maintains ongoing
dialogue with its lending banks to stay cuttent on world events, market conditions,
new financing structures, utility bond performance in the secondary market, and
updated credentials of the vatious banks.

Having a credit facility is a common practice for corporations. NSPM’s credit facility
is $500 million, less than 20 percent of the Xcel Enetgy family of credit facilities
totaling $2.75 billion. Other prominent local companies with large credit facilities
include Target at $2.25 billion, General Mills at $3.4 billion, Best Buy at $1.25 billion
and 3M at $2.25 billion.

B.  Costs of Credit Facility

The ongoing annual costs associated with NSPM’s credit facility are tied to its senior
unsecured debt credit ratings.

Debt
Ratings
Pricing Moody's/ Commitment Eurodollar ABR Loan
Level S&P Fee Loan Margin Margin Fully Drawn
I >Aa3/AA- 6.0 75.0 0 75.0
11 Al/A+ 7.5 87.5 0 87.5
III A2/A ' 10.0 100.0 0 100.0
v A3/A- 12.5 112.5 12.5 112.5
A\ Baal/BBB+ 17.5 125.0 25.0 125.0
VI <Baa2/BBB 22.5 150.0 50.0 150.0

With a credit rating of A2 from Moody’s and A- from S&P, NSPM falls within Tier
IIT whete annual commitment fees are 10 basis points on the unused portion of the
credit facility. NSPM’s annual commitment fees are approximately $500,000. In
addition, NSPM amortizes over the life of the agteement approximately $500,000 of
one-time upfront costs incurred to execute the credit agreement.

NSPM has been fortunate to enjoy the same fee schedule since 2012, 'This is not
expected to continue, as banking reserve requitements continue to increase — yet the
banks have not increased the ongoing fees.
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C.  Cost of Not Having a Credit Facility

As we outlined above, the Company must have a credit facility to conduct its
business. Without a credit facility, NSPM would lose its key liquidity source and
would suffer negative credit rating impacts — both of which increase costs to
customers. NSPM would have less options for access to capital, incur increased costs
for term loans, and its overall cost of capital would increase due to the negative credit
rating mmpacts.

Rating agencies evaluate a company’s ability to make interest payments on its
outstanding debt. Lack of access to immediate liquidity via commercial paper or a
credit facility would be of majot consequence to the Company’s credit rating. A lower
credit rating would increase the Company’s overall cost of capital, and therefore costs
to customers. In addition, rather than having efficient low-cost access to commercial
papet backed by a credit facility, NSPM would use bank loans or issue two or three
yeat bonds to finance its short-term financing needs — both options being more costly
than having a multi-year revolving credit facility and issuing commercial papet.

For example NSPM can cuttently issue overnight commercial paper for about 60
basis points with very shott notice. In contrast, if NSPM had no revolving credit
agreement, a longer dated instrument such as a two or three year bond at 1.50% or
greater.” Not only is this inefficient cash management, as the Company would initially
have mote cash than it needs, it would be more expensive than commercial paper.
Additionally, under a scenatio with no credit agreement, NSPM’s credit ratings would
decline, and the cost of a two- ot three-year loan would increase significantly.

Finally, if NSPM were to consistently carry high levels of cash to service its long-term
debt and invest in utility capital expenditure programs, we would need to determine

‘the approptiate rate treatment — such as including the cash balance amount in

ratebase, which would eatn the full cost of capital return.
D. Long-Term Debt

NSPM leverages its telationships with the 21 banks (Bank Group) that suppott the
Company through the ctedit agreement. As discussed above, one of the jobs of the
capital investment bank is to provide ongoing market information and discuss future
opportunities for the Company’s financing activities. Through dialogue, expetience,

2 Based on NSPM’s cutrent credit rating.
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and correspondence with other Treasurers or Finance Executives, NSPM determines
the strengths of the various bankers that support the credit agreement.

The size of a long-term debt issuance will affect the number of banks assigned to the
bond offering. T'oo many banks are inefficient and cumbersome for timeliness,
market assessment updates and legal document review. Too few banks on a bond
issuance may not provide the necessary diversification regarding pricing and terms.
From the banks assigned to the offering, the Company selects a Lead Bank(s) and
Co-Managers to market and sell the transaction.

The fees paid to a bank for bond offerings are market standard and based on the
maturity of the bond offering. For a five-year bond, the fees are 60 basis points
multiplied by the principal amount of the bond. For ten and 30-year bonds, the fees
are 65 basis points and 87.5 basis points, respectively.

NSPM uses its diverse and strong Bank Group to lead the bond offerings. In
addition to the diversity, the Bank Group provides strong capabilities — making it
unnecessary to actively search out additional banking relationships for ancillary
services. Additionally, offering ancillary services to banks that do not suppott the
credit requirements of NSPM would jeopardize the existing Bank Group members
continued suppott.

E. Summary

NSPM issues securities based on the current market standard practices. NSPM

" finances in a way to support its credit rating and manage the overall cost of capital in a
manner similar to other mnvestment grade companies. Commercial paper is the most
efficient manner and lowest cost of external borrowing for NSPM. Credit rating
agencies require a credit facility to provide liquidity support for the commercial paper
program. NSPM issues long-term debt when short-term debt levels are consistently
high, or to fund maturing long-term debt. Long-term debt is priced in the
competitive capital market where the transaction results in the lowest pricing the
market will bear, while maintaining a strong investor base for the bond.

NSPM’s long-term debt 1ssuances are market standard and consistent with the
practices of major companies in and outside of the utility industry. NSPM’s bank
group consists of an extremely strong and diverse group of regional, national, and
mternational banks that are experts in the utility industry. Neither NSPM nor its
customers would benefit if the Company were to seek services outside of the bank
group and jeopardize the existing bank group member support.
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BOND ISSUANCE MARKET INFORMATION
$350M LONG-TERM DEBT ISSUED IN 2016
A. Transaction Overview

B.  Comparable Bond Offerings
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