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This Report Is:
(1) [] An Original

Date of Report
(Mo, Da, Yr)

Year/Period of Reporl

(2) [] A Resubmission
COMPARATIVE BALANCE SHEET (ASSETS AND

Title of Account
(a)

UTILITY PLANT
Utility Plant (101-106, 114)
Construction Work in Progress (107)
TOTAL Utility Plant (Enter Total of lines 2 and 3)
(Less) Accum, Prov, for Depr. Amort, DepL (108, 110, 111, 115)
Net Utility Plant (Enter Total of line 4 less 5)
Nuclear Fuel in Process of Ref., Conv.,Enrich., and Fab. (120.1)
Nuclear Fuel Materials and Assemblies-Stock Account (120.2)
Nuclear Fuel Assemblies in Reactor (120.3)
Spent Nuclear Fuel (120.4)
Nuclear Fuel Under Capital Leases (120.6)
(Less) Accum. Prov. for Amort. of Nucl. Fuel Assemblies (120.5)
Net Nuclear Fuel (Enter Total of lines 7-11 less 12)
Net Utility Plant (Enter Total of lines 6 and 13)
Utility Plant Adjustments (116)
Gas Stored Underground - Noncurrent (117)

OTHER PROPERTY AND INVESTMENTS
Nonutility Property (121)
(Less) Accum. Prov. for Depr. and Amort. (122)
investments in Associated Companies (123)
investment in Subsidiary Companies (123.1)
For Cost of Account 123.1, See Footnote Page 224, line 42)
Noncurrent Portion of Allowances
Other investments (124)
Sinking Funds (125)
Depreciation Fund (126)
Amortization Fund - Federal (127)
Other Special Funds (128)
Special Funds (Non Major Only) (129)
Long-Term Portion of Dedva6ve Assets (175)
Long-Term Portion of Derivative Assets - Hedges (176)
TOTAL Other Property and Investments (Lines 18-21 and 23-31)

CURRENT AND ACCRUED ASSETS
Cash and Working Fur~ds (Non-major Only) (130)
Cash (131)
Special Deposits (132-134)
Working Fund (135)

Temporary Cash Investments (136)
Notes Receivable (141)
Customer Accounts Receivable (142)

Other Accounts Receivable (143)
(Less) Accum. Prov. for Uncollectible Acct.-Credit (144)
Notes Receivable from Associated Companies (145)
Accounts Receivable from Assoc. Companies (146)
Fuel Stock (151)
Fuel Stock Expenses Undistributed (152)
Residuals (Elec) and Extracted Products (153)
Plant Materials and Operating Supplies (154)
Merchandise (155)
Other Materials and Supplies (156)
Nuclear Materials Held for Sale (157)
Allowances (158.1 and 158.2)

Re£
Page No.

(~

/ ! End of
OTHER DEBITS)

Current Year
End of Quarter/Year

Balance
(c)

20~201
200-201

200-201

202-203

202-203

122

224-225

228~229
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10,906,042,774
633,750,862

11,540,693,636
5,256,400,834
6,284,292,802

131,327,100
0

307,037,358
1,172,828.794

0
1,355,572,641

255,620,620
6,539,913,422

0
0

8,455,374
5,413,057

0
1,750,394

0
9,532,624

o
0
0

1,075,294,351
0

129,6o4,515
(

1,219,224,20"

2008/Q4

Prior Year
End Balance

12/31
(d)

10,217,431,88~
850,744,50~

11,068,176,39;
5,045,671,23;
6,022,505,16(

43,989,50!
50,730,55(

252,502,94:

1,291,369,59,

6,202,364,66(

8,221,36~

1,596,399,89(

156,974,54;

t,771,806,111

236,50( 247,10(

336,842,12" 372,167,311
59,827,947 37,446,905
25,698,811 20,103,141

380,00( 58,600,00C
12,418,057 31,088,001

227 145,713,731 88,282,924
227
227
227 97,471,93~ 92,740,941
227 459,27~ 1,090,653
227 13,38~ i3,388

202-203/227 0
228-229 0

Northern States Power Company, a Minnesota corporation
Electric Utility- Total company- Balance Sheet 

Page 1 of 48 Docket No. EL09-___ 
Statement A



Name of Respondent This Report Is: Date of Report Year/Period of Report

Northern States Power Company (Minnesota) (1) [] An Original (Me, Da, Yr)
(2) [] A Resubmission /! End of 2008/Q4

COMPARATIVE BALANCE SHEET (ASSETS AND OTHER DEBITS~lConlinued)
Current Year Pdor Year

Line Ref. End of Quarter/Year End Balance
No. Title of Accopnt Page No. Balance 12/31

(a) (b) (c) (d)
53 (Less) Noncurrent Par{ion of Allowances 0 0
54 Stores Expense Undistributed (163) 227 1
55 Gas Stored Underground - Current (164.1) 91,122,695 76,180,206
56 Liquefied Natural Gas Stored and Held for Processing (164.2-164.3) 11,121,641 12,322,216
57 =repayments (165) 60,131,668 63,960,358
58 Advances for Gas (166-167) 0 0
69 Interest and Dividends Receivable (171) 0 0
60 Rents Receivable (172) 966,496 679,827

Accrued Utility Revenues (173) 248,451,387 226,401,459
62 Miscellaneous Current and Accrued Assets (174) 2,065,857 4,717,202
63 Derivative Instrument Assets (175) 161,374,914 187,704,865
64 (Less) Long-Term Portion of Dedva6ve Instrument Assets (175) 156,974,542
65 Derivative Instrument Assets - Hedges (176) 38,481,617 20,502,326
66 (Less) Long-Term Portion of Dedva6ve InstrumEnt Assets - Hedges (176 0 0
67 Total Current and Accrued Assets (Lines 34 through 66) 1,125,041,117 1,113,767,823
68 DEFERRED DEBITS
69 Unamortized Debt Expenses (181) 21,303,455 18,206,447
7O Extraordinary Property Losses (182.1) 230 0 0
71 Unrecovered Plant and Regulatory Study Costs (182.2) 230 0 0
72 Other Regulatory Assets (182.3) 232 2,058,913,137 1,606,012,330
73 Prelim. Surv’ey and Investigation Charges (Electric) (183) 6 0
74 Preliminary Natural Gas Survey and Investigation Charges 183.1) 0 0
75 Other Preliminary Suwey and Investiga!ion Charges (183.2) 0 0
76 Clearing Accounts (164) -1 -1
77 Temporary Facilities (185) 6 0
78 Mlsceflaneous Deferred Debits (186) 233 1,558,746 2,208,444
79 Def. Losses from Disposition of Uli]ity Pit. (187) 0 0
8O Research, Deveh and Demonstration Expend. (188) 352-353 0 0
81 Unamortized Loss on Reaquired Debt (189) 28,665,431
82 Accumulated Deferred Income Taxes (190) 234 371,855,418 346,566,513
83 Unrecovered Purchased Gas Costs (191) 32,966,086
84 Total Deferred Debits (lines 69 through 83) 2,509,774,196 2,034,625,250
85 TOTAL ASSETS (lines 14-16, 32, 67, and 84) 11,393,952,936 11,122,563,850
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Name of Respondent This Report is: Date of Report Year/Period of Report
Northern States Power Company (Minnesota) (1) [] An Original (mo, da, yr)

(2) [] A Rresubmission I/ end of 2008/Q4

COMPARATIVE BALANCE SHEET (LIABILITIES ANDOTHER CREDITS)

Line Current Year Prior Year

No. ReL End of Quarter/Year End Balance
Title of Account Page No. Balance 12/31

(a) (b) (c) (d)
1 PROPRIETARY CAPITAL
2 Common Stock Issued (201) 250-251 10,000 10,00~
3 Preferred Stock Issued (204) 250-251 0
4 Capital Stock Subscribed (202, 205) 252 0
5 Stock Liability for Conversion (203, 206) 252 0
6 Premium on Capital Stock (207) 252 1,711,993,53~
7 Other Paid-In Capital (208÷211) 253 0
8 installments Received on Capital Stock (212) 252 0
9 (Less) Discount on Capital Stock (213) 254 0

10 (Less) Capital Stock Expense (214) 254 0
11 Retained Earnings (215, 215.1,216) 118-119 1,153,074,830 1,100,586,03!
12 Unappropdated Undistributed Subsidiary Earnings (216.1) 118419 -3,242,219 -3,228,60
13 (Less) Reaquired Capital Stock (217) 250-251 0
14 Noncorporate Propdetorship (Non-major only) (218) 0
15 Accumulated Other Comprehensive Income (219) 122(a)(b) 204,740 6,268,33;
16 Total Proprietary Capital (lines 2 through 15) 3,065,903,959

LONG-TERM DEBT
18 Bonds (221) 256~57 2,721,900,000 2,221,900,00{
19 (Less) Reaquired Bonds (222) 256-257 0
2O Advances from Associated Companies (223) 256-257 0

Other Long-Term Debt (224) 256-257 250,107,167 250,030,56:
22 Unamortized Premium on Long-Term Debt (225) 0
23 (Less) Unamortized Discount on Long-Tern] Debt~Debit (226) 9,257,796
24 Total Long-Term Debt (lines 18 through 23) 2,962,749,371
25 OTHER NONCURRENT LIABILITIES
26 Obligations Under Capital Leases - Noncurrent (227)
27 Accumulated Provision for Property Insurance (228.1)
28 Accumulated Provision for Injudes and Damages (228.2)
29 Accumulated Provision for Pensions and Benefits (228.3) 238,959,09( 162,650,00(
3O Accumulated Miscellaneous Operating Provisions (228.4)

Accumulated Provision for Rate Refunds (229) 5,500,48; 3,826,27;
32 Long-Term Portion of Derivative Instrument Liabilities 234,546,76~
33 Long-Term Portion of Derivative Instrument Liabilities - Hedges 2,285,56~
34 Asset Retirement Obligations (230) 1,264,367,94!
35 Total Other Noncurrent Liabilities (lines 26 through 34) 1,519,570,14z
36 CURRENT AND ACCRUED LIABILITIES
37 Notes Payable (231) 65,000,00( 341,500,00(
38 Accounts Payable (232) 360,020,21; 342,839,097
39 Notes Payable to Associated Companies (233) 63,500,00( 115,100,00(
4O Accounts Payable to Associated Companies (234) 52,378,89~

Customer Deposits (235) 1,335,901
42 Taxes Accrued (236) 262-263
43 tnterestAccrued(237) 67,989,95( 59,977,637
44 Dividends Declared (238) 58,414,59."
45 Matured Long-Term Debt (239)
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Name of Respondent This Report is: Date of Report Year/Period of Report
Northern States Power Company (Minnesota) (1) [] An Original (mo, da, yr)

(2) [] A Rresubmission II end of 2008/Q4

COMPARATIVE BALANCE SHEET (LIABILITIES ANDOTHER CREDITC4x)ntinued)
Prior Year

Ref. End of Quarter/Year End Balance
Title of Account Page No. Balance 12/31

(b) (c) (d)
46 Matured Interest (240)
47 Tax Collections Payable (241) 13,299,408
48 Miscellaneous Current and Accrued Liabilities (242) 52,384,250
49 Obligations Under Capital Leases-Current (243) 0
5O Dedvative Inslrument Liabilities (244) 238,807,851 253,915,92!
51 (Less) Long-Term Portion of Dedvative Instrument Liabilities 219,421,415 234,546,76"
52 Derivative Instrument Liabilities - Hedges (245) 20,429,401 6,227,00,
53 (Less) Long-Term Portion of Derivative Instrument Liabilities-Hedges 2,285,56!
54 Total Current and Accrued Liabilities (lines 37 through 53) 903,197,177
55 DEFERRED CREDITS
56 Customer Advances for Construction (252) 2,142,774 2,065,32!
57 Accumulated Deferred Investment Tax Credits (255) 266-267 40,253,724 43,757,12t
58 Deferred Gains from Disposition of Utility Plant (256) 0
59 Other Deferred Credits (253) 269 192,778,030
6O Other Regulatory Liabilities (254) 278 1,365,366,880
61 Unamortized Gain on Reaqulred Debt (257) 0
62 Accum. Deferred Income Taxes-Accel. Amort.(281) 272-277 7,079,027 10,02(
63 Accum. Deferred Income Taxes-Other Property (282) 1,242,755,908 1,163,605,62(
64 Accum. Deferred Income Taxes-Other (283) 92,155,942 81,193,43(
65 Total Deferred Credits (lines 56 through 64) 2,942,532,285 3,018,333,88(
66 TOTAL LIABILITIES AND STOCKHOLDER EQUITY (lines 16, 24.35, 54 and 65) 11,393,952,936 11,122,563,85(
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Name of Respondent This Report Is: Date of Report Year/Period of Report

Northern States Power Company (Minnesota) (1) [] An Original End of 2008/Q4
(2) [] A Resubmission / /

NOTES TO F NANC AL STATEMENTS
1. Use the space below for important notes regarding the Balance Sheet, Statement of Income for the year, Statement of Retained
Earnings ~or the year, and Statement of Cash Rows, or any account thereof. Classify the notes according to each basic statement,
providing a subheading for each statement except where a note is applicable to more than one statement.
2. Furnish particulars (details) as to any significant contingent assets or liabilities existing at end of year, including a brief explanation of
any action initiated by the Internal Revenue Service involving possible assessment of additional income taxes of material amount, or of
a claim for refund of income taxes of a material amount initiated by the utility. Give also a brief explanation of any dividends in arrears
on cumulative preferred stock.
3. For Account 116, Utility Plant Adjustments, explain the origin of such amount, debits and credits during the year, and plan of
disposition contemplated, giving references to Cormmission orders or other authorizations respecting classification of amounts as plant
adjustments and requirements as to disposition thereof,
4. Where Accounts 189, Unamortized Loss on Reacquired Debt, and 257, Unamortized Gain on Reacquired Debt, are not used, give
an explanation, providing the rate treatment given these items. See General Instruction 17 of the Uniform System of Accounts.
5. Give a concise explanafion of any retained earnings restrictions and state the amount of retained earnings affected by such
restrictions,
6. If the notes to financial statements relating to the respondent company appearing in the annual report to the stockholders are
applicable and furnish the data required by instructions above and on pages 114-121, such notes may be included herein.
7, For the 3Q disclosures, respondent must provide in the notes sufficient disclosures so as to make the interim information not
misleading. Disclosures which would substantially duplicate the disclosures contained in the most recent FERC Annual Report may be
omitted.
8. For the 3Q disclosures, the disclosures shall be provided where events subsequent to the end of the most recent year have occurred
which have a material effect on the respondent. Respondent must include in the notes significant changes since the most recently
completed year in such items as: accounting principles and practices; estimates inherent in the preparation of the financial statements;
status of long-term contracts; capitalization including significant new borrowings or modifications of existing financing agreements; and
changes resulting from business combinations or dispositions. However were material contingencies exist, the disclosure of such
matters shall be provided even though a significant change since year end may not have occurred.
9. Finally, if the notes to the financial statements relating to the respondent appearing in the annual report to the stockholders are
applicable and furnish the data required by the above instructions, such notes may be included herein.

PAGE 122 INTENTIONALLY LEFT BLANK
SEE PAGE 123 FOR REQUIRED INFORMATION.
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Name of Respondent ThiS(l) XRep°rtAn Odgina]iS: Date(Mo,/Da,Of!Reportyr) Year/Period of Report

Northern States Power Company (Minnesota) I (2) _ A Resubmission 2008/Q4
NOTES TO FINANCIAL STATEMENTS (Continued)

1. Accounting Policies

Business attd System of Accounts NSP-Mirmesota is principally engaged in the generation, purchase, transmissinn, distribution and
sale of electricity and in the purchase, transportation, distribution and sale of natural gas. NSP-Mimlesota is subject to regulation by
the FERC and state utility commissions. All of NSP-Minnesota’s accounting records conform to the FERC unifoma system of
accounts or to systems required by various state regulatory cormnissions, which are the same in all material respects.

Basis ofAccountlng - The accompanying financial statements were prepared in accordance with the accounting reqnirements of the
FERC as set forth in the Uniform System of Accounts and punished accounting releases, which is a comprehensive basis of
accounting other than Generally Accepted Accounting Principles (GAAP). As required by the FERC, NSP-Minnesota accouuts for its
invesmaent in majority-owned snbsidiaries using the equity method rather than consolidating the assets, liabilities, revenues, and
expenses of these subsidiaries as required by GAAP. Deferred taxes are shown as inng-term assets and liabilities at their gross
amounts in the FERC presentation, in contrast to the GAAP presentation as net current or long-term assets and liabilities. Estimated
removal costs for future removal obligations are classified as accmmflated depreciation on the utility plant in the FERC presentation
and regulatory liabilities in the GAAP presentation. Also, all Allowauce for Funds Used During Constraction (AFDC) is included in
construction work in process with an offsetting other deferred liability for costs associated with the Metropolitan Emissions Reduction
Project (MERP) project for FERC presentation, in contrast to the GAAP presentation where costs associated with MERP are shown as
net construction work in process. Accounting for tile investments in majority-owned subsidiaries on the equity method and classifying
certain deferred income taxes as long-term assets or long-texan liabilities, rather than in accordance with GAAP, have no effect on net
income and no material effect on retained earnings. In 2007, FASB Interpretation 48, Accounting for Uncertainty in hrcome Taxes -
an interpretation of FASB Statement No. 109 (FIN 48), was adopted. As a result of adopting the recognition and measurement
provisions of FIN 48 for GAAP repoYting, the amount of benefit recognized on the balance sheet may differ from the amount taken or
expected to be taken in a tax return, resulting in unrecognized tax benefits. A liability is created for an unrecognized tax benefit or the
amount of a net operating loss carryforward or amount refimdable is reduced. The liability is recorded in accounts separate from the
accounts established for accumulated deferred income taxes, as reqnired by FIN 48.    Conversely, FERC reporting requires
uncertainties fi’om tax positions involving temporary differences to recorded in accounts established for accumulated deferred income
taxes.

If GAAP ~vere fulloxved, these financial statement line items ~vould have values greater/(lesser) than those shown by FERC
presentation off

($ in thousands)
Net utility plant
Cnrrent assets
Current liabilities
Other long-term assets
Long-texan debt and oilier long-term liabilities

264,881
93,032

295,880
(l,664,588)
(1,602,557)

NSP-Minaesota repol~s its net mm~gin (revenues less expenses) from trading activities as revenue for GAAP reporting but it reports
revenues and expenses separately for FERC reporting. Income tax expense is sho\vn as a cmnponent of operating expense in the
FERC presentation, in contrast to its GAAP presentation as a below-the-line deduction from operating income. This classification
difference has no impact on net income.

(S in thousands)
Operating revenues
Operating expenses
Other income and deductions
Cash provided by operating activities
Cash used in investing activities
Cash used in financing activities

(78,075)
(235,802)

20,681
(20,685)
13,407

Revenue Recognition -- Revenues related to the sale of energy are generally recorded when service is rendered or energy is delivered
to customers. However, the determination of the energy sales to individual customers is based on the reading of their meter, ~vhich
occurs on a systematic basis throughout the month. At the end of each month, amounts of energy delivered to custumers since the date

[FERC FORM NO. ‘1 (ED. "12-88) Page 123.1
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Name of Respondent This Report is: Date of Report
(1) XAn Original (Mo,/Da,/Yr) Year/Period of Report

Northern States Power Company (Minnesota) (2) _ A Resubm ss OR 2008/Q4
NOTES TO FINANCIAL STATEMENTS (Continued)

of the last meter reading are estimated and the corresponding unbilled reveoue is estimated. NSP-Minnesota presents its revenue net of
any excise or other fiduciary-type taxes or fees.

NSP-Minnesota has various rate-adjustment mechanisms in place that currently provide for the recovery of purchased natural gas and
electric fuel and purebased energy costs. These cost-adjustment tariffs may increase or decrease the level of costs recovered tttrough
base rates, and are revised periodically for any difference between the total amount collected under the clauses and the recoverable
costs incun’ed. Where applicable under governing state regulatory co~rmaission rate orders, fuel costs over-recoveries (the excess of
fuel revenue billed to customers over fuel costs incul~ced) are deferred as cunent regalatory liabilities and under-recoveries (the excess
of fuel costs incurred over fuel revenues billed to customers) are defen’ed as current regulatory assets. A summary of significant rate
adjustment mechanisms fullows:

¯ NSP-Minnesota’s rates include a cost-of-fuel-and-purchased-energy and a cost-of-gas recovery mechanisln allowing recovery of
the respective costs, which are treed-up on a t~vo-month and atmual basis, respectively.The electric
cost-of-fuei-and-purchased-energy mechanism in Minnesota and North Dakota also provides a sharing among shareholders and
customers of certain margins on short-terna wholesale and colnmodity trading.

¯ NSP-Mim~esota operates under various selMce quality standards, which could require customer refunds if ceriain criteria are not
met. NSP-Minnesota’s rates in Minnesota include monthly adjustments for the recovery of conservation and enelgy-management
program costs, which are reviewed annually. NSP-Minnesota is allowed to recover certain costs associated with new transmission
facilities to deliver renewable energy resources and certain costs associated with production facilities through rate riders.

¯ NSP-Minnesota sells firm power and energy in wholesale markets, which are regulated by the FERC. Certaiu of these rates
include monthly wholesale fuel cost-recovery mechanisms.

Commodity Trading Operations -- Pursuant to the JOA approved by the FERC, some of the commodity trading margins from
NSP-Minnesota are apportioned to PSCo and SPS. Commodity trading activities are not associated with energy produced from
NSP-Mirmesota’s generation assets or energy and capacity purchased to serve native load. Commodity txading contracts are recorded
at fair market value in accordance with SFAS No. 133 Accounting for Derivative Inso’uments and Hedgiag Activities (SFAS No. 133).
In addition, commodity trading results include the impact ofalI margin-sharing mechanisms. For more information, see Note 9 to the
financial statements.

Fair Vahte ~leasurements -- NSP-Mirmesota presents cash eqnivalents, commodity derivatives and nuclear decommissioning fund
assets at estimated fair values in its financial statements. Cash equivalents are recorded at cost plus accraed interest to approximate
fair value. Changes in the observed trading prices and liquidity of cash equivalents, including commercial paper and money market
funds, are also monitored as additional support for deternfining fair value, and losses are recorded in earnings if fair value falls below
recorded cost. For couunodity derivatives, the most observable inputs available are generally used to determine the fair value of each
coutract. In the absence of a qnoted price for an identical contract in an active market, NSP-Mim~esota rnay use quoted prices for
similar contracts, or internally prepared valuation models as primary h~puts to detelanine fair value. For the nuclear decmmnissioning
fired, published trading data and pricing models, generally using the most observable inputs available, are utilized to estimate fair value
for each eIass of security.

Types of and Accounting for Derivative IltslrttltteltlS NSP-Mirmesota uses derivative instrnments in com~ection with its interest
rate, utility conunodity price, vehicle fuel price, short-term wholesale and commodity trading activities, including forward contracts,
futures, ssvaps and optious. All derivative instruments not designated and qualifyiug for the normal purchases and normal sales
exception, as defined by SFAS No. 133, are recorded on the balance sheets at fair value as derivative insa~uuents valuation. This
includes certain insmaneuts used to mitigate market risk for the utility operations and all instruments related to the commodity l~’ading
operations. The classification of changes in fair value for those derivative instruments is dependent on the designation of a qualifying
hedgiug relationship. Changes in fair value of derivative instrtunents not designated in a qualifying hedging relationship are reflected
in curtcut earnings or as a regulatoq¢ asset or liability. The classification is dependent on the applicability of specific regulation.

Gains or losses on hedging transactions for the sales of energy or energy-related products are primarily recorded as a component of
revenue; hedging transactions for fuel used in energy generation are recorded as a component of fuel costs; hedging transactions for
natural gas purchased for resale are recorded as a component of natural gas costs; vehicle fuel costs are recorded as a component of
capital project or O&M costs; and interest rate hedging transactions are recorded as a component of interest expense. NSP-Minnesota
is allowed to recover in electric or natural gas rates the costs of certain financial instrumeots purchased to reduce commodity cost

IFERC FORM NO. 1 (ED. 12-88)                 Page 123.2                                        I
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Name of Respondent This Report is: I Date of Report Year/Period of Report
I(1)XAn Original

L (Mo,/D/a, Yr)L(2) A Resubmission I 2008/Q4Nor[hem States Power Company (Minnesota                      _
NOTES TO FINANCIAL STATEMENTS (Continued)

volatility.

Cash Flow Hedges -- Qualifying hedging relationships a~e designated as a hedge of a forecasted transaction or future cash flow (cash
flow hedge). The designatiou of a cash flo~v hedge permits changes in fair valne to be recorded within other comprehensive income
(OCI), to the extent the hedge is effective, or deferred as a regulatory asset or liability.

SFAS No. 133 requires that the hedging relationship be highly effective and that a company formally designate a hedging relationship
to apply hedge accounting. NSP-Minnesota formally documents aII hedging ~lationships in accordance with SFAS No. 133. The
documentation includes, mnoug other factors, the identification of the hedging instrument and the hedged transaction, as well as the
risk management objectives and strategies for undertaking the hedgiug transacfion. In addition, at inception and on a quarterly basis,
NSP-Minnesota formally assesses whether the derivative instruments being used are highly effective iu offsetting changes in the cash
flows of the hedged items.

Chauges in the fair value of a derivative designated and qualified as a cash flow hedge, to the exteut effective are included in OCI, or
deferred as a regulatory asset or liability until earnings are affected by the hedged transaction. NSP-Minnesota discontinnes hedge
accounting prospectively when it has determined fl~at a derivative no longer qnalifies as an effective hedge, or when it is no longer
probable that the hedged forecasted transaction wilI occur. To test the effectiveness of hedges, a hypothetical hedge is used to mirror
all the critical terms of the hedged transaction and the dollar-offset method is utilized to assess the effectiveness of the actual hedge at
inception and on an ongoing basis. Gains and losses related to discontinued hedges that were previously deferred in OCI or deferred
as regulatory assets or liabilities will remain deferred until the hedged transaction is reflected in earnings, u~fless it is probable that the
hedged forecasted transactiou will not occur, in which case, associated deferred amoutus are immediately recognized in current
earnings.

Normal Purchases and Normal Sales NSP-Minnesota enters into tin,tracts for the purchase and sale of co~mnodities for use in their
business operations. SFAS No. 133 reqnires a company to evaluate these contracts to determine whether the contracts are derivatives.
Certain contracts that lneet the definition of a derivative may be exempted from SFAS No. 133 as normal purchases or normal sales.

NSP-Mim~esota evaluates all of its contracts at inception to determine if they are derivatives and, if so, if they gnalify to meet the
uormal purchases and normal sales designatiou requirements under SFAS No. 133. None of the contracts entered into within the
commodity trading operations qualify for a normal purchases and uormal sales designation.

For further discussiou of NSP-Minnesota’s risk managemeut and derivative activities, see Note 9 to the financial statements.

Property, Plant, attd Equipment attd Depreciation    Property, plant and equipment is stated at original cost. The cost of plant
includes direct labor and materials, contracted work, overhead costs and applicable interest expense. The cost of plant retired is
charged to accumulated depreciation and amortization. Significant additions or improvements extending asset lives are capitalized,
while repairs and maintenauce costs are charged to expense as incuned. Maintenauce and replacement of items determined to be less
than units of property are charged to operating expenses as incun’ed. Plmmed major maintenance activities are charged to operating
expense unless the cost represents the acquisition of an additional unit of property or the replacement of an existing unit of property.
Property, plant and eqnipment also includes costs associated with property held for future use.

NSP-Minnesota records depreciation expense related to its plant by using the sa’aight-Iine method over the plant’s useful life.
Actuarial and semi-actuarial life studies are performed on a periodic basis and submitted to the state and federal commissions for
review. Upou acceptance by the various cormnissions, the resulting lives and net salvage rates are used to calculate depreciation.
Depreciation expense, expressed as a percentage of average depreciable property, for the years ended Dec. 31, 2008 aud 2007 was 3.6
percent and 3.6 perceut, respectively.

AFDC -- AFDC represents the cost of capital used to finance utility constpaction activity. AFDC is computed by applying a
composite pretax rate to qualified construction work in progress. The amouut of AFDC capitalized as a utility construction cost is
credited to nonoperating incolne (for equity capital) and interest charges (for debt capital). AFDC amounts capitalized are inchided in
NSP-Milmesota’s rate base for establishing utility service rates, tn addition to construction-related amounts, AFDC also is recorded to
reflect returns on capital used to finance conservation programs in Minnesota.
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Generally AFDC costs are recovered fi’om custolners, in futare rates, as the related property is depreciated. In 2003, the MPUC voted
to approve NSP-Minnesota’s MERP proposal to convert two coal-fueled electa’ic geuerating plants located in the Minueapolis-St. Paul
metropolitan area to natural gas and to install advanced pollution control equipment at a third coal-fired plant. These improvements
are expected to significantly reduce air emissious from these facilities, xvhile increasiug the capacity at system peak by 300 MW. The
first of these projects began operating in Jnly 2007, the second of these projects began operating in June 2008 aud the remaining
projects are expected to begin operations in 2009, at a cumulative investment of approximately $1 billiou. The MPUC has approved a
more cmxent recovery of the financing costs ~lated to the MERP. The in-service plant costs, including the fiuaneing costs during
consmactinn, are recovered from customers through a MERP rider resulting in a lower recognition of AFDC.

Deeommisslouiug NSP-Minnesota accounts for the future cost of decommissioning, or retirement, of its uuclear generating plants
through annual depreciation accruals using an annuity approach designed to provide for fulI rate recovery of the future
decmmnissioning costs. The decommissioning calculation covers alI expenses, including decontamination and removal of radioactive
maturial and extends over the estimatud lives of the plants. The calculation assumes that NSP-Minnesotu will recover those costs
through rates. The fair vaine of external nuclear decommissioning fund investments is determined based on quoted market prices for
those or similar investmeuts. For more information on nuclear decommissioning, see Note 14 to the financial statements.

Nuclear Fuel Eal~euse -- Nuclear fuel expense, ~vhich is recorded as NSP-Mim~esota’s nuclear geuerating plants use fuel, includes
the cost of fuel used in the current period (including AFDC), as well as future disposal costs of spent nuclear fuel, costs associated wifl~
the end-of-life fuel segments and fees assessed by the DOE for NSP-Minnesota’s portion of the cost of decommissioning the DOE’s
fuel enrichment facility.

Nuclear Refueliug Outage Costs -- Prior to the third qum~ter of 2008, NSP-Minnesota expensed the costs associated ~Nd~ refueling
outages as incurred at its nuclear plants. In Septumber 2008, the MPUC authorized NSP-Mi~mesota to use a defer~tl and amortization
method for the nuclear refueling operating and maintenance costs effective Jau. 1, 2008. This method amortizes refueling outage costs
over the period between refueling outages to better matuh revenues and expanses.

Envlroonteutal Costs --Euvironmental costs are recorded on an undiscounted basis when it is probable NSP-Mim~esota is liable for
the costs and the liability can be reasonably estimated. Costs may be deferred as a regnlatury asset if it is probable that the costs will
be recovered from customers in future rates. Otherwise, the costs are expensed. If an enviromnental expense is related to facilities
currently in use, such as emission-control equipment, the cost is capitalized and depreciated over the life of the plant, assuming the
costs are t~coverable in futm~ rates or future cash flo~v.

Estimated remediation costs, excluding inflationary increases, are recorded. The estimates are based on experience, an assessment of
the current situation and the technology currently available for use in the remediatinn. The recorded costs are regularly adjusted as
estimates are ~vised and remediation proceeds. If several desiguated respousible parties exist, costs are estimated and recorded only
for NSP-Minnesota’s expected share of the cost. Auy future costs of restoring sites where operatiou may extend indefinitely are
treated as a capitalized cost ofplaut retirement. The depreciation expense levels recoverable in rates include a provision for removal
expenses, which may include final remediation costs. Removal costs recovered in rates are classified as a regnlatury liability.

Legal Costs -- Litigatiou accruals are recorded ~vhen it is probable NSP-Minnesota is liable for the costs and the liability can be
~asonably estimated. Exte~nal legal fees related to settlemeuts are expensed as iucurred.

Iucoote Tuxes --NSP-Minuesota accounts for income taxes using the asset and liability method under FAS 109, which requires the
recognition of deferred tax assets aud liabilities for the expected future tax consequences of events that have been included in the
financial statements. NSP-Mirlnesota defers income taxes for all temporary differences between pretax financial and taxable income,
and between the book and tax bases of assets and liabilities. NSP-Minnesota uses the tax rates that are scheduled to be in effect when
the temporary differences are expected to turn around, or reverse. The effect of a change in tax rates on deferred tax assets and
liabilities is recognized in income in the period that includes the enactment date. Defened tax assets are reduced by a valuatiou
allowance if, based on the ~veight of available evidence, it is more likely thau not that some portion or all of the deferred tax asset ~vill
not be realized. In making such a determination, all available positive and negative evideuce, including scheduled reversals of
deferred tax liabilities, projected fixture taxable income, tax planning sta’ategies and recent financial operatinus, is considered.

Due to the effects of past regulatory practices, when deferred taxes were not required to be recorded, the reversal of some temporary
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differences are accounted for as current income tax expense. Investment tax credits are defecated and their benefits amortized over the
book depreciable lives of the related prope~y. Utility rate regulation also has created certain regulatory assets and liabilities related to
incmne taxes, which are summarized in Note 15 to the financial statements. For more information on income taxes, see Note 7 to the
financial statements.

In July 2006, the FASB issued FIN 48, which prescribes how a company should recognize, measure, present and disclose uncertain tax
positions that such company has taken or expects to take in its income tax retulnaS. FIN 48 requires that only income tax benefits that
meet the "more likely than not" recognition threshold be recognized or continue to be recognized on its effective date. As required,
NSP-Mi~mesota adopted FIN 48 as of Jan. I, 2007 and the initial derecognition amouuts were reported as a cumulative effect of a
change in accounting principle. The cumulative effect of the change, which xvas reported as an adjustment to the beginning balance of
retained earnings, was not maturial. Following implelnentation, the ongoing recognition of changes in measurement of uncertain tax
positions ~vill be reflected as a component &income tax expense.

NSP-Mirlnesota reports interest and penalties related to income taxes within the interest charges section in the statements of income.

XceI Energy and its subsidiaries, including NSP- Minnesota, file federal income tax returns and combined and separate state income
tax retnrns. Federal incmne taxes paid by Xcel Energy, as parent of the Xcel Ene~2¢ group, are allocated to the Xcel Energy
subsidiaries based on separate company cmnputations of tax. Xcel Euergy makes a similar allocation for state income taxes paid in
cotmection with combined state filings. The holding company also allocates its own net income tax benefits to its direct subsidiaries
based on the positive tax liability of each company.

Use of Estimates    In recording transactions and balances resulting from business operations, NSP-Minnesota uses estimates based
on the best information available. Estimates are used for such items as plant depreciable lives, AROs, decommissioning, tax
provisions, uncollectible amounta, enviromnental costs, unbilled revenues, jurisdictional fitel and energy cost aIlocations and
actuariagy determined benefit costs. The recorded estimates are revised when better information becomes available or when aotual
amoutus can be determined. Those revisions can affect operating results. The depreciable lives of certain plant assets m~ revie\ved
annually and revised, if appropriate.

Cash and Cosh Equivalents NSP-Minnesota considers investments in certain instm~nents, including commercial paper and money
market fimds, with a remaining matnrity of three months or less at the time of purchase, to be cash equivalents.

Restricted Cash    At Dec. 31, 2007, NSP-Minnesota had restricted cash of $8.4 million. The restricted cash balance primarily
represents margin deposits held in conjunction ~vith shotr-term wholesale and cmmnodity trading activities. This balance is presented
as a cmnponent of other investments on the balance sheets,

All inventory for NSP-Mim~esota is recorded at average cost.

Regulatory Aecouothtg --NSP-Mitmesota accounts for certain income and expense itelns in accordance with SFAS No, 71-
Accounthtgfor the E.ffbcts of Certah~ Types of Regulation (SFAS No. 71). Under SFAS No. 7I:

¯ Certain costs, which would othe~avise be charged to expense, are deferred as regnlatory assets based on the expected ability to
recover them in future ~tes; and

¯ Certain credits, which would otherwise be reflected as incolne, are deferred as regulatory liabilities based on the expectation they
will be retrained to custolnet~ in fitture rates.

Estimates of recoverh~g deferred costs and returning deferred credits are based on specific ratemaking decisions or precedent for each
item. RegnIatory assets and liabilities are amortized consistent with the period of expected regulatory treatment. If restrt~cturing or
other changes in the regnlatory enviromnent occm; NSP-Mim~esota may no longer be eligible to apply this accounting treatment and
may be requiz~d to eliminate such regulatory assets and liabilities from its balance sheet. Such changes could have a material effect on
NSP-Mirmesota’s results of operations in the period the write-o ff is recorded. See more discussion of regulatory assets and liabilities
at Note 15 to the financial statements.

Defert.ed Financing Costs --Deferred financing costs, net of amortization, totaled approximately $21.3 million and $18.2 million at
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Dec. 31, 2008 and 2007, respectively. NSP-Mfimesota is amortizing these financing costs over the remaining maturity periods of the
related debt.

Debt prelniums, discounts, expenses and amounts received or paid to settle hedges are amortized over the life of the related debt. The
premiums and costs associated with refinanced debt are deferred and amortized over the life of tim related new issuance, in accordance
with ~gnlatory guidelines. If NSP-Mim~esota extinguishes the debt, afi unamortized balances shall be expensed at the time of the
redemption.

Accounts Receivable attd A llmeancefor Bad Debts -- Accounts receivable are stated at the actual billed amount net of write-offs and
an allowance for bad debts. NSP-Minnesotu establishes an allowance for uucollectible receivables based on a reserve policy that
reflects its expected exposure to the credit risk of customers.

Renewable Energy Credits (RECs) -- RECs are marketable enviromnental coff~nodities that represent proof that energy was
generated fi-om eligible renewable energy sources. RECs are awarded upon delivery of the associated energy and can be bought and
sold. RECs a~ typically used as a funn of measm~ment of compliance to Reoewable Portfolio Standards (RPS) enacted by those
states that are encouraging constraction and consumption of renewable energy, but can also be sold separately from the energy
produced. Currently, NSP-Minnesota acquires RECs frown the generation or purchase ofrenewable prover.

When RECs are acquired in the course of generation or purchase as a result of meeting the load obligation, they are recorded as
inventory at actual cost. RECs acquired for ~’ading purposes are recorded as other investments at actual cost. The cost of RECs that
are retired for compliance puq)oses is recorded as electric fuel and pm~hased power expense. The net margin on sales of RECs for
trading purposes is recorded as electric utility operating revenues, net of any margin sharing requirements.

Emission Allowances -- Emission allowances are recorded at cost, including the annual SO2 and NOx emission allowance enfitlement
received at no cost from the EPA. NSP-Minnesota follo~vs the inventory accounting model for all aIlowances. The sales of allowances
are reported in the operafing activities section of the statelnents of cash flows. The net margin on sales of emission allowances is
included in electric utility operating revenues as it is integral to the production process of energy and our reveuue opfimization strategy
for our utility operations.

Recently Issued

Business Combittations (SFAS No. 141 O’evised 2007)) -- In December 2007, the FASB issued SFAS No. 141R, wltich establishes
principles and requirements for how an acquirer iu a business combinafion recognizes and measures in its fioancial statements the
identifiable assets acqnired, the liabilities assumed, and nny noncontrolling interest; recognizes and measures the good,viii acquired iu
the business combination or a gain from a bargain purchase; and determines what infom~ation to disclose to enable users of the
financial statements to evaluate the nature and financial effects of the business combination. SFAS No. 14IR is to be applied
prospectively to business combinaflons for which the acquisition date is on or after the beginning of an entity’s fiscal year that begins
on or after Dec. 15, 2008. NSP-Minnesota will apply SFAS No. 141R to business combinations occurring subsequent to Jan. 1, 2009.

NoncoaO’olling Interests ht Consolidated Fiuanciul Statements, an Amendment of ARB No. 51 (SFAS No. 160)-- In
December 2007, the FASB issued SFAS No. 160, which establishes accounting and reporting standards that require the ownership
interest in subsidiaries held by parties other than the parent be clearly identified and presented in the consolidated balauce sheets
within equity, but separate from the parent’s equity; the mnonnt of consolidated net incmne attributable to the parent and the
noncoaa’olling interest be clearly identified and presented on the face of the consolidated statement of earnings; and changes iu a
parent’s ownership interest while the parent retains its controlling financial interest in its subsidiary be accounted for consistently as
equity transactions. This statement is effective for fiscal years and interim periods beginning on or after Dec. 15, 2008.
NSP-Mi~mesota does not expect the implementation of SFAS No. 160 to have a material impact on its consolidated financial
statements.

Disclosures about Derivative btstruments and Hedging Activities; au Amendment of FASB Statement No. 133 (SFAS No. 161) --
In March 2008, the FASB issued SFAS No. I61, which is intended to enhance disclosures to help users of the financial statements
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better understand how derivative instruments and hedging activities affect an entity’s linancia[ position, tinanciaI performance and cash
flows. SFAS No. 16I amends and expands the disclosure requirements of SFAS No. 133, Aeeounthzgfor Derivative Instrtmwnts and
Hedging Activities, to require disclosm~s of objectives and strategies for using derivatives, gains and losses on derivative instruments,
and credit-risk-related contingent fea~res in derivative agreements. SFAS No. 161 is effective for fiscal years and interim periods
beginoing after Nov. 15, 2008, with early application encouraged. NSP-Minnesota does not expect the impiementation of SFAS
No. 161 to have a material impact on its financial statements.

Employers ’ Disclosares aboat Postretirement Benefit Plan Assets (FSP FAS 132(R)-1) -- In December 2008, the FASB issued FSP
FAS I32(R)-I, which amends SFAS No. 132 (revised 2003), Employers" Disclosures about Pensions and Other Postretirement
Benefits, to expand on an employer’s required disclosures about plan assets of a defined benefit pension or other postretirement plan to
inclnde investment policies and staategies, major categories of plan assets, information regarding fair value naeasurements, and
significant concentrations of credit risk. FSP FAS 132(R)-1 is effective for fiscal years ending after Dec. 15, 2009. NSP-Minnesota
does not expect that implementation ofFSP FAS 132CR)-1 to have a material impact on its financial statements.

Recently Adopted

Foir Volue ~Ieosurements (SFAS No. 157)-- h~ September 2006, the FASB issued SFAS No. 157, which provides a single
definition of fair value, together with a framework for measuring it, and requires additional disclosure about the use of fair value to
measm’e assets and liabilities. SFAS No. 157 also emphasizes that fair value is a market-based measurement, and sets out a fair value
hierarchy with the highest priority being quoted prices in active markets. Fair value measurements are disclosed by level within that
hierarchy. SFAS No. 157 was effective for financial statements issued for fiscal years beginning al~er Nov. 15, 2007.

On Jan. 1, 2008, NSP-Minnesota adopted SFAS No. 157 for all assets and liabilities measured at fair value except for non-financial
assets and non-financial liabilities measured at fair value on a non-recurring basis, as permitted by FSP FAS 157-2, Effective Date of
FASB Statement No. 157. The adoption did not have a material impact ou NSP-Minnesota’s financial statements. For additional
discussion and SFAS No. 157 reqnired disclosures, see Note 11 to the financial statements.

Tke Frdr Vohte Option for Financial Assets and Financial Liabilities-- Including an Amendment of FASB Statement No. 115
(SFAS No. 159)- In February 2007, the FASB issued SFAS No. 159, which provides companies with an option to measure, at
specified election dates, many financial instruments and certain other items at fair value that are not currently measured at fair value.
A company that adopts SFAS No. 159 will report uorealized gains and losses on items for which the fair value option has been elected
in earnings at eaoh subsequent reporting date. This statement also establishes presentation and disclosure requirements designed to "
facilitate COlnparisons between entities that choose different measuremeut attributes for similar types of assets and liabilities. This
statement was effective for fiscal years beginning after Nov. 15, 2007. NSP-Minnesota adopted SFAS No. 159 on Jan. 1, 2008, and
the adoption did not have a material impact on its financial statements.

Determinhtg the Fah" Vahte of a Financial Asset Wken the zllarket for That Asset is Not Active (FSP FAS 157-3)    In
October 2008, the FASB issued FSP FAS 157-3, which clarifies the application of SFAS No. 157 in a market that is not active. FSP
FAS 157-3 ~vas effective immediately upon issuance, and applied to prior periods for ~vhich financial statements had not yet been
issued. NSP-Minnesota adopted FSP FAS 157-3 as of Sept. 30, 2008, and the adoption did not have a material impact on its financial
statements.

Accottnting for Deferred Compensation and Postretirement Benefit Aspects of Endorsement Split-Dollar Life Insurance
Arrangements (Eotergittg Issues Task Force (EITF) Issue No. 06-4) -- In June 2006, the EITF reached a consensus on EITF
No. 06-4, which provides guidance on the recognition of a liability and related compensation costs for endorsement split-dollar life
insurance policies that provide a benefit to an employee that extends to postretirement periods. Therefore, this E1TF would not apply
to a split-dollar life insurance an’angement tbat provides a specified benefit to an employee that is limited to the employee’s active
service period with an employer. EITF No. 06-4 was effective for fiscal years beginning after Dec. 15, 2007, ~vith earlier application
permitted. Upon adoption of EITF No. 06-4 on Jan. 1, 2008, NSP-Minnesota recorded a liability of S0.6 million, net of tax, as a
reduction of retained earnings. Thereafter, changes in the liability are reflected in operating results.

Ameadment of FASB Interpretation No. 39 (FSPFIN 39-1) -- Iu April 2007, the FASB issued FSP FIN 39-1, Milch amends FIN
39, Offsetting of Amounts Related to Certah~ Contracts, to permit cmnpanies to offset fair value amonnts recognized for the right to
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reclaim cash collateral (a receivable) or the obligation to return cash collateral (a payable) against fair value amounts recognized for
derivative instruments executed with the same counte~9ar~¢ under a master nettiug arrangement. FSP FIN 39-i was effective for fiscal
years begitming afier Nov. 15, 2007. NSP-Minnesota adopted FSP FIN 39-i on Jan. 1, 2008, and the adoption did not have a material
impact on its fiuancial statements.

Accounting for Income Tax Benefits of Dividends on Share-Based Payment Awards (EITF No. 06-11) -- In June 2007, the EITF
reached a consensus on EITF No. 06-11, which states that an entity should recognize a realized tax benefit associated ~vith dividends
on nonvested equity shares and nonvested equity share units charged to retained earnings as an increase in additional paid in capital.
The amount recognized iu additional paid in capital should be included in the pool of excess tax benefits available to absorb potential
future tax deficiencies on share-based payment awards. EITF No. 06-11 was to be applied prospectively to income tax benefits of
dividends on equity-classified share-based payment awards that were declared in fiscal years beginning afier Dec. 15, 2007.
NSP-Minnesota adopted EITF No. 06-11 on Jan. 1, 2008, and the adoption did not have a material impact on its financial statements.

The Hierarchy of G.4AP (SFAS No. 162) In May 2008, fl~e FASB issued SFAS No. 162, which establishes the GAAP hierarchy,
identifying the sources of accounting principles and the framework for selecting the principles to be used in the preparation of financial
statements. SFAS No. 162 was effective Nov. I5, 2008. NSP-Minnesota adopted SFAS No. 162 on Dee. 31, 2008, and the adoption
did not have a material impact on its financial statements.

Disclosures by Public Entities (Enterprisen) about Transfers of Financial Assets" and Interests in Variable Interest Entities (FSP
FAS 140-4 attd FIN 46(R)-8) -- In December 2008, the FASB issued FSP FAS 140-4 and FIN 46(R)-8, ~vhieh amends SFAS
No. 140, Accounting for Transfers and Servicing of Financial Assets and Extinguishments of Liabilities, to require public entities to
provide additional disclosures about transfers of financial assets. It also amends FIN 46 (revised December 2003), Consolidation of
Variable h~terest Entities, to require public enterprises, including sponsors that have a variable interest in a variable interest entity, to
provide additional disclosures about their involvemeut with variable interest entities. FSP FAS 140-4 and FIN 46(R)-8 was effective
for the interim and annual periods ending al~er Dec. 15, 2008. NSP-Minnesota adopted FSP FAS 140-4 and FIN 46(R)-8 on Dec. 31,
2008, and the adoption did not have a material i~npact on its financial statements.

3. Investmeuts Accounted for by the Equity Method

In accordance with FERC regulations, NSP-Minnesota’s investment in and iucome from all of its wlmlly mw~ed subsidiaries are
presented using the equity method of accounting. Subsidiaries accounted for under the equity method include:

Name Geographic Area Ecouomic Interest
United Prover & Land U.S.A. 100%
NSP Nuclear Corp. U.S.A. 100%
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Suntmarized Financial htformation of Unconsolidated In vestees:

Summarized financial information for all eqnity-lnethod subsidiaries and projects, including interests owned by NSP-Minnesota was as
follows:

(Thousands of dollars):

Financial Position
200~8

Cnrrent Assets $ 853
Other Assets 897
Total Assets ~

Results of Operations
200~7                                     2008 2007

$ 60,355 Operating Revenues $ 10 $ 77,366
2 082 Operating (Loss) Income (984) 1,145

$62.437 Net (Loss) Incorne (1,861) 1,024

Current Liabilities $ -- $ 50,445
Other Liabilities -- 8,381
Equity l 750 3 611
Total Liabilities and
Equity ~ S 62.437

4. Short-Term Borrowings

Commercial Paper-- At Dec. 31, 2008 and 2007, NSP-Minnesota had commercial paper outstaading of S65.0 million and $341.5
million, respectively. NSP-Minnesota has board approval to issue up to $500 million of commercial paper. The weighted average
interest rates at Dec. 3 i, 2008 and 2007, were 2.57 percent and 5.58 percent, respectively.

Money Pool -- Xcel Energy and its utility subsidiaries have established a utility money pool arrangement that allmvs for short-term
ioans between the utility subsidiaries and from the holdh~g company to the utility subsidiaries at market-based interest rates. The
utility money pool arrangement does not allow loans from the utility subsidiaries to the holding company. NSP-Minnesota has
approvaI to borrow up to $250 million under the arrangemeut. At Dec. 31, 2008 and 2007, NSP-Minnesota had money pool
borrowings of $63.5 million and $95.1 million, respectively. The weighted average interest rates at Dec. 31, 2008 and 2007, were 3A8
percent and 5.64 percent, respectively.

5, Long-Term Debt

Credit Facilities -- At Dec. 31, 2008, NSP-Minnesota had the following co~mnitted credit facility in effect, in millions of dollars:

Credit Credit Facility Original
Facility Borrowings Available* Term Maturii~,

$ 482.2 $ -- $ 411.4 Five year December 2011

* Net of credit facility borrowings, issued and outstandiug letters of credit and conwnercial paper borrowings.

The line of credit provides short-term financing in the fortn of notes payable to banks, letters of credit and back-up support for
commercial paper borrowings. NSP-Minnesota has tbe right to request an extension of the final maturity date by one year. The
maturity extension is subject to majority bank group approval.

The credit facility has one financial covenant requiring that NSP-Minnesota’s debt-to-total capitalization ratio be less than or
equal to 65 percent with which NSP-Minnesota was in compliance at Dec. 31, 2008 and 2007. IfNSP-Minnesota does not comply
with tbe covenant, it is deemed an event of default and any outstanding amouuts due under the facility can be declared due by the
lender.

¯ The credit facility has a cross default provisiou that provides the borrower will be in default on its borrowings under the facility if
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any of its snbsidiaries, comprising more thau 15 percent of the assets, defaults on any of its indebtedness greater than $50 million.

¯ The interest rate is based on either the agent bank’s prime rate or the applicable LIBOR, plus a borrowing margin as based on
NSP-Mi~mesota’s senior unsecured credit ratings fi’om Moody, Standard & Poor and Fitch. The commitment fees are calculated
for the unused portion of the credit facility at 6 basis points for NSP-Miimesota.

¯ At Dec. 31, 2008, NSP-Minnesota had no direct borrowings on this line of credit; however, the credit facility ~vas used to provide
back-up support for $65.0 million of commercial paper outstanding and $5.8 millinn of letters of credit.

¯ At Dec. 31, 2007, NSP-Minnesota had no direct borrowings on this line of credit; however, the credit facility was used to provide
back-up support for $341.5 million of colmnercial paper outstanding and $6.1 million of letters of credit.

Loltg-Tet’111 Borrowings

On March 18, 2008, NSP-Minnesota issued $500 million of 5.25 percent first mortgage bonds, series due March 1, 2018.
NSP-Minnesota added the net proceeds from the sale of the first mortgage bonds to its general fi.mds and applied a portion of the
proceeds to the repayment of COlranercial paper and borrowings under the utility money pool arrangement.

On Aug. 1, 2007, NSP-Minnesota redeemed all of its outstanding 8.00 percent Notes, series due 2042, at a redemption price equal to
100 percent of the principal amount of the notes ($25.00), plus accrued and unpaid interest on the notes, if any, to the redemption date.
Upon redemption, Xcel Energy recognized approximately S9.3 million in interest expense due to uowinding a fair value interest rate

derivative.

On Jnne 26, 2007, NSP-Minnesota issued $350 million of 6.20 percent first mortgage bonds, series due July 1,203% NSP-Minnesota
added the net proceeds from the sale of the first mortgage bonds to its general fiands and applied a portion of the proceeds to the
repayment of conunercial paper.

All property of NSP-Minnesota is subject to the lien of its first mortgage indenture. NSP-Minnesota’s first mortgage indenture places
certain restrictions on the amount of casb dividends it can pay Xcel Ene~lgy, the holder of its common stock. Even with these
restrictions, NSP-Minnesota could have paid more than $999 million and $946 million in additional cash dividends on common stock
at Dec. 3 i, 2008 and 2007, respectively.

Maturities of long-term debt are:

{Mlllions of Dollars)
2009 $ 250.1
2010 175.0
2011 --
2012 450.0
2013

6. Joint Plant Ownership

Following are the investments by NSP-Mim~esota in jointly mvned plants and the related o\vnership percentages as of Dec. 31, 2008:

Pla~lt hi Accumulated "~Vo r k in
(Thousands of Dollars) Service Depreciation Progress Ownership%
Sherco Unit 3 $ 527,647 $ 325,472 $ 128 59.0
Sherco Common Facilities Units 1,2 & 3 122,812 73,779 180 75.0
Transmission facilities, including substations 4,790 2,231 -- 59.0

Total $ 655,249 $    401,482$ 308
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NSP-Minnesota is part owner of Sherco 3, an 860 MW, coal-fueled electric generating unit. NSP-Minnesota is the operating agent
under the joint ownership agreement. NSP-Minnesota’s share of operating expenses and construction expenditures are included in the
applicable utility accounts. Each of the respective owners is responsible for funding its portion of construction and operating costs.

Nuclear Plant Operation -- On Sept. 28, 2007, NSP-Minnesota obtained 100 percent ownership in NMC as a result of Wisconsin
Energy Corporation (WEC), exiting the partnership due to the sale of its Point Beach Nuclear Plant to FPL Energy. Accordingly, the
results of operatinns of NMC and the estimated fair value of assets and liabilities were included in NSP-Minnesota’s financial
statements fi’om the Sept. 28, 2007, transaction date. WEC was reqnired to pay an exit fee and surrender all of its equity interest in
NMC upon exiting. The effect of this transaction was not material to the financial position or the results of operations to
NSP-Minnesota for the year ended Dec. 31, 2007. NSP-Minnesota has reintegrated its nuclear operations into its generation
operations. The NRC transferred the nuclear operating licenses from NMC to NSP-Minnesotu effective Sept. 22, 2008.

7. Income Taxes

Accouating for UacertainO, ht Incoate Taxes -- an interpretation of FASB Stateatent No. 109 (FIN 48) -- The FERC has not fully
adopted FIN 48. Accordingly, NSP-Minnesota has recorded its unrecognized tax benefits for te~nporary adjustments in accounts
established for accmnulated deferred income taxes.

NSP-Miimesota is a member of the Xcel Energy affiliated group that files consolidated income tax returus. In the first quarter of 2008,
the IRS completed an exalnination ofXcel Energy’s federal income tax remrus for 2004 and 2005 (and research credits for 2003). The
INS did not propose any material adjustlnents for those tax years. Tax year 2004 is the earliest open year and the statute of liniitatious
applicable to Xcel Energy’s 2004 federal income tax return remains open until Dec. 31, 2009. In the third qnarter of 2008, the IRS
conunenced an examination of tax years 2006 and 2007. As of Dec. 31, 2008, the IRS had not proposed any lnaterial adjustments to
tax years 2006 and 2007.

In the first quarter of 2008, the state of Minnesota concinded an income tax audit through tax year 2001. No material adjustments were
proposed for this audit. As of Dec. 31, 2008, NSP-Minnesota’s earliest open tax year in which an audit can be initiated by state taxing
authorities under applicable statutes of limitations is 2004. There currently are no state income tax audits in progress.

The amount of unrecognized tax benefits repol~ed was $20.2 million and $14.3 million on Dee. 31, 2008 and 2007, respectively. A
reconciliation of the beginning and ending amouat of unrecognized tax benefit is as follows:

(Millions of Dollars) 2008 2007
Balauce at Jan. 1 S 14.3 $ 22.5
Additions based on tax positions related to the current year 5.4 5.6
Reductions based on tax positions related to the current year (0.4) (0.2)
Additions for tax positions ofprinr years 4.9 8.4
Reductions for tax positions of prior years (3.4)
Settlements with taxing authorities __(4.0) (18.6)
Balance at Dec. 31 $ 20.2 $ 14.3

These unrecognized tax benefit amounts were reduced by the tax benefits associated with tax credit carryovers of $4.4 million and $2.2
million as of Dec. 31, 2008 and 2007, respectively.

The unrecognized tax benefit balance included $7.2 million and $6.6 ~nillion of tax positions on Dee. 31, 2008 and 2007, respectively,
which if recognized would affect the annual effective tax rate. In addition, the unrecognized tax benefit balance included $13.0 milliou
and $7.7 million of tax positions on Dec. 31, 2008 and 2007, respectively, for which the ultimate deductibility is highly certain but for
which there is uncertainty about the timing of such deductibility. A change in the period of deductibility ~vould not affect the effective
tax rate but would accelerate the payment of cash to the taxing authority to an earlier period.

The increase in the unrecognized tax benefit balance of $5.9 million from Dec. 31, 2007 to Dec. 31, 2008, was due to the addition of
sfiuilar uncertain tax positions related to ongoing activity. NSP-Minnesota’s amount of unrecognized tax benefits could significantly
change in the next 12 months as the INS audit progresses and when state audits resume. At this time, due to the uncertain nature of the
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audit process, it is not reasonably possible to estimate an overall range of possible change.

The liability for interest related to urtrecognized tax benefits is partially offset by the interest benelit associated with tax credit
carryovers. The ammmt of interest incmne related to unrecognized tax benefits reported within interest charges was $0.6 million for
both 2007 and 2008, The liability for interest related to unrecognized tax benefits was $1.3 million and $1.9 million on Dee. 31, 2008
and 2007, respectively. No amounts were aec~a~ed for penalties as of Dec. 31, 2007 and 2008.

Other Ittcome Tax" ~Vlatters -- NSP-Minnesota’s federal net operating loss carryforward is estimated to be $22.1 million and $20.6
lnillion as of Dec. 31, 2008 and Dec. 31, 2007, respectively. NSP-Mirmesota’s federal tax credit can3fforward is estimated to be $18.6
million and $13.9 million as of Dee. 31, 2008 and Dec. 31, 2007, respectively. The can3rforward periods expire beP,veen 2021 and
2028. NSP-Minnesota also has state tax credit carryforwards of $2.0 million and $1.5 million as of Dec. 3 I, 2008 and Dec. 31, 2007,
respectively. The state carryforward periods expire between 2018 and 202%

Total income tax expense from operations differs frmn the amount computed by applying the statutory federal income tax rate to
income befm~ income tax expense. The following is a table reconciling such difl’erences for the years ending Dec. 31:

Federal statutory rate
Increases (decreases) in tax from:

State income taxes, net of federal income tax benefit
Resolution ofincmne tax audits and other
Tax credits recognized, net of federal income tax expense
Regulatory differences utility plant items
FIN 48 expense - umecognized tax benefits
Other, net

Effective income tax rate

2008 2007
35.0% 35.0%

7.6 8.4
0.3 ) 0.4
(1.6) (1.5)
(2.3) (1.7)
0.1 0.2
(0.2) (0.4)
38.3% 40.4%

The components of income tax expense for the years ending Dec. 31 \vere:

(Thousands of Dollars)
Cmxent federal tax expense
Current state tax expense
Curreot FIN 48 tax expense
Deferred federal tax expense
Deferred state tax expense
Deferred tax credits
Deferred investment tax credits

Total income tax expense

2008 2007
18,629 $ 5,968
29,784 3,030

603 1,070
112,582 126,171
23,150 52,090
(4,331) (2,996)
(3,503.) (3,897.)

176,914 S 181,436

The cmnponents of deferred income tax at Dec. 31 ~vere:

(Thousands of Dollars)
Deferred tax expense excluding items below
Amortization and adjustments to defen’ed income taxes on

incmne tax regulatory assets and liabilities
FIN 48 adoption: Deferred tax expense reported as an

adjustment to the begi~ming balance of retained earnings
Tax expense (benefit) allocated to other comprehensive income

and other
Deferred tax expense

2008 2007
71,892 $ 200,726

55,322 (26,444)

1,031

4,187 (48)
131,40i $ i75,265
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The components o f net deferred tax liability (current and noncurrent portions) at Dec. 31 were:

(Thousmlds of Dollars)
Defened tax liabilities:

Differences between book and tax bases of property
Regulatory assets
Other

Total deferred tax liabilities

2008 2007

S 1,233,678 $ 1,138,858
90,622 88,966
17,690 16,985

$ 1,341,990 $ 1,244,809

Deferred tax assets:
Differences between book and tax bases of property
Employee benefits
Tax credit carry for~vard
Rate ~gfnnd
Deferred investment tax credits
Regulatory liabilities
Net operating loss carry forwm’d
Other

Total deferred tax assets
Net deferred tax liability

217,845 $ 225,921
62,410 57,998
20,546 15,306
19,144 6,710
16,443 i7,872
12,927 t5,013
6,964 3,344

15,576 4,402
371,855 $ 346,566
970,135 $    898,243

8. Benefit Plans and Other Postrefirement Belmfits

Pension and other postretirement benefit disclosures below generally represent Xcel Energy infmanation unless specifically identified
as being attributable to NSP-Miimesota.

Xcel Energy offers various benefit plans to its employees, including those of NSP-Minnesota. Approximately 50 perceut of Xcel
Energy elnployees that receive benefits are represented by several local labor unions under several collective-bargaining agreements.
At Dec. 31, 2008, NSP-Minnesota had 2,279 bargaining empioyees covered under a collective-bargaining agreement, which expires at
the end of 2010. NSP-Minnesota also had an additional 209 mlclear operation bargaining employees covered under several
collective-bargaining agaeements, whieh expire at varions dates through September 2010.

Pension Benefits

Xcel Energy has several noncontfibutory, defined benefit pension plans that cover almost all employees. Benefits are based on a
combination of years of service, the employee’s average pay and Social Security benefits.

Xcel Energy’s policy is to fully fund into an external trust the ac~aarially determined pension costs recognized for ratemaking and
financial reporting purposes, subject to the limitations of applicable employee benefit and tax laws.

Pension Plan Assets" -- Plan assets principally consist of the conunon stock of public companies, corporate bonds and U.S.
governmeat securities. The target range for our pension asset allocation is 52 percent in equity i~wesanents, 25 percent in fixed
incolne investments and 23 percent in nontraditionaI investments, such as real estate, private equity and a diversified commodities
index.
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The actaaI composition of pension plan assets at Dec. 31 was:

2008 2007

Equity securities 55 % 60 %
Debt securities 26 22
Real estate 5 4
Cash 3 2
Nontraditional investments ’ i 1 12

100% 100%

Xcel Energy bases its investment-return assumption on expected long-term perfonnance for each of the investment types included in its
pension asset poltfolio. Xcel Energy considers the actual historical retut~as achieved by its asset portfolio over the past 20-year or
looger period, as xvell as the long-term return levels projected and recomnlended by investment experts. The historical weighted
average almual return for the past 20 years for the Xcel Energy portfolio of pension investments is 9.56 percent, which is gneater than
the current assumption level. Tile pension cost determination assumes the continued current mix of investment types over the long
tenn. The Xcel Energy portfolio is heavily weighted toward equity securities and includes nontraditionaI investments. A higher
weighting in equity investments can increase the volatility in the return levels achieved by pension assets in any year. Investment
returns in 2008 and 2007 were below the assumed level of 8.75 percent. Xcel Energy continually reviews its pension assumptions. In
2009, Xcel Energy will use an investment-return assumption of 8.50 percent.

Benefit Obligations -- A comparison of the actuarially computed pension benefit obligation and plan assets, on a combined basis, is
presented in the following table:

(Thousands of Dollars)
Accumulated Benefit Obligation at Dec. 31

2008 2007
2,435,513 $ 2,497,898

Change in Projected Benefit Obligation:
Obligation at Jan. 1 $ 2,662,759 $ 2,666,555
Sen, ice cost 62,698 61,392
Interest cost 167,881 162,774
Plan amendments -- (i9,955)
Actamrial (gain) loss (47,509) 23,325
Benefit payments (247,797) (231,332)

Obligation at Dec. 31 S 2,598,032 $ 2,662,759

Change in Fair Value of Plan Assets:
Fair value of plan assets at Jan. i
Actual (loss) retnrn on plan assets
Employer contributions
Benefit payanents

Fair value of plan assets at Dec. 31

3,i86,273 $ 3,183,375
(788,273) 199,230

35,000 35,000
(247,797) (231,332)

2,185,203 $ 3,186,273
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Funded Status of Plans at Dec. 31:
Fundcd Stares
Noncurrent assets
Noncmlent liabilifies

Net pension amounts recognized on consolidated balance sbeets

NSP-Minnesota accrued benefit liability recorded
NSP-Minnesota prepaid pension asset recorded

$ (412,829)$ 523,514

15,612 568,055
(428,441) (44,54i)

$ (412,829)$ 523,514

$      91,095 S
270,436

(Thousands of Dollars) 2008 2007
NSP-Minnesota Amounts Not Yet Recognized as Components of Net Periodic

Benefit Cost:
Net loss $ 454,770 $ 72,479
Prior service cost 46,222 57,948

Total $ 500,992 $ 130,427

SFAS No. 158 Amounts Have Been Recorded as Follows Based Upon Expected
Recovery in Rates:

Regulatory assets S 500,992 $ --
Regulatory liabilities -- 130,427.

Total $    500,992"$ 130,427

Measurement Date Dec. 31~ 2008 Dec. 31, 2007

Sigaificant Assmnptions Used to Measure Benefit Obligations:
Discount rate for year-end valuation
Expected average long-term increase in colnpensation level
Mortality table

6.75% 6.25%
4.00 4.00

RP 2000 RP     2000

At Dec. 31, 2008, one ofXcel Energy’s pension plans had plan assets of $259.9 million, which exceeded projected benefit obligations
of $244.3 million. At Dec. 31, 2007, the plan assets of $369.8 millioa exceeded projected benefit obligations of $253.6 mgliou. All
other Xcel Energy plans in the aggregate had plan assets of $1.9 billion and $2.8 billion and projected benefit obligations of $2.4
billion and $2.4 billion on Dec. 31, 2008 and 2007.

Cash Flows -- Cash funding requirements can be impacted by changes to actaarial assumptions, actual asset levels and other
calculations prescribed by the funding requirements of income tax and other pension-related regulations. These regulations did not
require cash funding for 2007 through 2008 for Xcel Energy’s pension plans and are not expected to require cash funding in 2009.

Voluntary contributions were made to the PSCo Bargaining Pension Plan of $35 million in 2008 and $35 million in 2007.
No voluntary contributions were made to the NCE Non-Bargaining Pension Plan during 2007 or 2008.
Xcel Energy projects cash funding of $70 million to $130 million in 2009. Pension funding contributions for 2010, xvhich wili be
dependent on several factors including, realized asset performance, futore discount rate, IRS and legislative initiatives as well as
other actuarial assumptions, are estimated to rauge bet~veen $150 million to $250 million.
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Benefit Costs The components of net periodic pension cost (credit) are:

(Thousands of Dollars)
Service cost
Interest cost
Expected return on plan assets
Amortization ofprinr service cost
Anrortization of net loss

Net periodic pension (credit) cost under SFAS No. 87

2008 2007
$    62,698$ 61,392

167,881 162,774
(274,338) (264,831)

20,584 25,056
i1,156 15,845

$ (12,019) $ 236

$ (9,034) $ (9,682)
9,034. 11,147

$ -- $ 1,465

NSP-Minnesota:
Net periodic pension credit
Credits not recoguized due to effects of regulation

Net benefit cost recognized for financial reporting

Significant Assumpfions Used to Measure Costs:
Discount rate
Expected average long-term increase in

compensatinn level
Expected average long-term rate of return on assets

6.25% 6.00%

4.00 4.00
8.75 8.75

Pension costs include an expected return impact for the current year that may differ from actual investment performance in the plan.
The retnru assumption used for 2009 pension cost calculations will be 8.50 percent. The cost calculation uses a market-related
valuation ofpensinn assets. Xcel Energy uses a calculated value method to determine the market-related value of the plan assets. The
market-related value begins ~vith the fair market value &assets as of the beginning of the year. The market-related vaine is determined
by adjusting the fair market value of assets to reflect the inveshnent gains and losses (the difference between the actual investmeot
return and the expected investment return on the market-related value) during each of the previnus five years at the rate of 20 percent
per year.

Xcel Energy also maintains noncontributory, defined benefit supplelnental retirement income plans for certain qaalifying executive
personnel. Benefits for these unfianded plans are paid out of their operating cash flows.

Defined Contribution Plans

Xcel Ene~lgy maintains 401(k) and other defined contribution plans that cover substantially all employees. The contributions for
NSP-Minnesota were approximately $4.2 million in 2008 and 2007 and $3.9 millinn in 2006.

Postretirement Health Care Benefits

Xcel Euergy has a contributory health and well’are benefit plan that provides health care and death benefits to most Xcel Energy
retirees. The former NSP discontinued contributing toward health care benefits for nonbargaining employees retiring after 1998 and
for bargaining employees of NSP-Minnesota and NSP-Wisconsin who retired after 1999. Employees of the former NSP who retired
aRer 1998 are eligible to participate in the Xcel Energy health care proga’am with no employer subsidy.

In conjunction with the 1993 adoption of SFAS No. 106 -- Employers" Accounthzgfor Postreth’ement Benefits Other Than Pension,
Xcel Energy elected to amm~ize the unrecognized accumnlated postretirement benefit obligation (APBO) on a straight-line basis over
20 years.

Regulatory agencies for nearly all of Xcel Energy’s retail and wholesale utility customers have allowed rate recoveE¢ of accrued
benefit costs under SFAS No. 106. NSP-Mi~mesota transitioned to fidl accrual accounting for SFAS No. 106 costs, with regtdatory
differences ftdly amortized prior to 1997.
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Plan Assets Certain state agencies that regulate Xcel Ene~lgy’s utility snbsidiaries also have issued gnidelines related to the funding
of SFAS No. i06 costs. Also, a portion of the assets contributed on behalf of non-bargaining retirees has been funded into a
sub-account of the Xcel Energy pension plans. These assets are invested in a manner consistent with the investment strategy for the
pensiou plan.

The actual composition ofpostretirement benefit plan assets at Dec. 31 was:

Equity and equity mutual fund securities
Fixed income/debt securities
Cash equivalents
Nontraditional iuvestments

2008 2007
49% 67%
29 21
22 11
-- 1

100% 100%

Xcel Energy bases its investtnent-return assumption for the postretirelnent health care fund assets on expected long-term performaace
for each of the investment types included in its postretirement health care asset portfolio. Invesenent-return volatility is not considered
to be a material factor in postretirement health care costs.

Benefit Obligations -- A comparison of fue actuarially computed benefit obligation and plan assets for Xcel Energy postretirement
health care plans that benefit employees of its utility subsidiaries is presented in the following table:

(Thousands of Dogars) 2008 2007
Change in Benefit Obligation:
Obligation at Jan. i $ 830,315 $ 918,693
Service cost 5,350 5,813
Interest cost 51,047 50,475
Medicare subsidy reimbursements 6,178 2,526
Plan participants’ contributions 13,892 13,21i
AetuariaI gain (46,827) (86,576)
Benefit payments (65,358) (73,827)

Obligation at Dec. 31 $ 794,597 S 830,315.

(Thousands of Dollars)
Change in Fair Value of Plan Assets:
Fair value of plan assets at Jan. 1
Actual (loss) ~tarn on plan assets
Plan participants’ contributions
Employer contributions
Benefit payanents

Fair value ofplau assets at Dec. 31

2008 2007

427,459 $ 406,305
(132,226) 24,623

13,892 13,211
55,799 57,147

(65,35~) (73,82~
299,566 $ 427,459

Funded Status at Dec. 31:
Funded status
Current liabilities
Noncurrent liabilities

Net amounts recognized in consolidated balance sheets

$

$

(495,031) ~)
(4,928)      (1,755)

(490,103) (401101)
(495,031 )

NSP-Minnesota Amounts Not Yet Recognized as Components of Net Periodic
Benefit Cost:

Net loss
Transition obligation

Total

$ 78,140 $ 88,968
5,419 6,765

$ 83,559 $ 95,733
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SFAS No. 158 Amounts Have Been Recorded as Follows Based Upon Expected
Recovery in Rates:

Regulatory assets $ 80,105 $ --
Regulatory liabilities -- 91,757
Deferred income taxes 1,411 1,624
Net-of-tax accumulated other comprehensive income 2,043 2,352

Total $ 83,559 S 95,733

NSP-Minnesota accrued benefit liability recorded $ 152,792 $ 164,405

Measurement Date Dec. 31. 2008 Dec. 31, 2007

Significant Assumptions Used to Measure Benefit Obligations:
Discount rate for year-end valuation
Mortafity table

6.75% 6.25%
RP 2000 RP     2000

Effective Dec. 3 i, 2008, Xcel Energy reduced its initial medical trend assumption from 8.0 percent to 7.4 percent. The ultimate trend
assumption remaiued unchanged at 5.0percent. The period until the ultimate rate is reached is five years. Xcel Energy bases its
medical treud assumption on the long-term cost inflation expected iu the health care market, considering the levels projected and
reconunended by industry experts, as well as recent actual medical cost increases experienced by Xcel Energy’s retiree medical plan.

A 1-percent change in the assumed health care cost trend rate would have the following effects on NSP-Minnesota:

(Thousands of Dollars)
I-perceut increase in APBO compouents at Dec. 31, 2008
1-percent decrease in APBO components at Dec. 31, 2008
1-percent increase in service and interest co~nponents of the net periodic cost
1-percent decrease in service and interest components of the net periodic cost

$ i6,627
(14,031)

1,389
(1,146)

Cash Flows -- The postretirement health care plans have no funding requirements uuder income tax and other retirement-related
regulations other than fi.flfilling benefit payment obligations, when claims are presented and approved under the plans. Additional cash
funding ~quirements a~ prescribed by certain state and federal rate regalatory authorities, as discussed previously. Xcel Energy
coutributed $55.6 million during 2008 and expects to coutribute approximately $63.1 million during 2009.

Benefit Costs -- The components of net periodic posttetirement benefit cost are:

(Thousands of Dollars)
Service cost
Interest cost
Expected return on plan assets
Amortization of tlansition obligatiou
Amortizatiou of prior service credit
Amortization ofuet loss

Net periodic postTetirement benefit cost under SFAS No. 106

2008 2007

s    5,35--6 $ 5,81~
51,047 50,475

(31,85 l ) (30,401)
14,577 I4,577
(2,175) (2,i78)
11,498 14,198

$ 48,446 $ 52,484

NSP-Minnesota:
Net periodic postretirement benefit cost recognized -- SFAS No. 106$ 13,958 $     13,76!

Siguificant assmnpfions used to measnre costs (iucome):
Discount rate
Expected average long-term rate of return on assets (bcfure tax)

6.25% 6.00%
7.50 7.50
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Projected Benefit Paymeats

The following table lists Xcel Energy’s projected benefit payments for the pension and postretirelnent benefit plans.

Gross Projected Net Projected
Postretirement Health Postrefirement Health

Projected Pension Care Benefit Expected Medicare Care Benefit
(Thousands of Dollars) Benefit Pa)’ments Pa)’ments Part D Subsidies Pa,vments
2009 $ 224,558 $ 62,975 $ 5,725 $ 57,250
2010 226,585 64,468 6,117 58,351
20i 1 226,446 66,390 6,433 59,957
2012 230,763 67,400 6,804 60,596
2013 234,149 68,008 7,127 60,881
2014-2018 1,237,114 351,249 38,796 312,453

9. Derivative Instrmnents

Iu the normal course of business, NSP-Minnesota is exposed to a variety of market risks. Market risk is the potemial loss or gain that
may occur as a result of changes in the market or fair value of a particular instrument or colranodity. NSP4Vfumesota utilizes, in
accm’dance with approved risk management policies, a variety of derivative instraments to mitigate market risk and to enhance its
operations.

Commodity Price Risk -- NSP-Mi~mesota is exposed to commodity price risk in its electric and natural gas operations. Commodity
price risk is managed by entering into long- and short-term physical purchase and sales contracts for electric capacity, energy and
energy-related products and for various fuels used for generation and distribution activities. Commodity risk is also mauaged through
the use of financial derivative instruments. NSP-Mirmesota utilizes these derivative instruments to reduce the volatility in the cost of
commodities acquired on behalf of its retail customers even though the regulatory jurisdiction may provide for recovery of actual costs.
NSP-Minnesota’s risk-management policy allows it to manage commodity price risk within each rate-regulated operation to the extent
such exposure exists.

Short-Term Wholesale attd CommodiO, Trading Risk -- NSP-Mirmesota conducts various short-term wholesale and co~ranodity
trading activities, including the purchase and sale of electric capacity, energy and energy-related instruments. NSP-Mitmesota’s
risk-management policy allows management to conduct these activities within guidelines and limitations as approved by the risk
management eonm~ittee, which is made up of management personnel not directly involved in the activities governed by this policy.

Interest Rate Risk -- NSP-Minnesota is subject to the risk of fluctuating interest rates in the uormai course of business.
NSP-Minnesota’s risk-lnanagement policy allmvs interest rate risk to be managed through the use of fixed rate debt, floating rate debt
and interest rate derivatives such as swaps, caps, collars and put or call options, subject to regnlatory approval when reqoired.

Types of and Accounting for Derivative Iustruments

NSP-Minnesota uses derivative insh’uments in connection with its interest rate, utility co~mnodity price, vehicle fuel price, short-tema
wholesale and conu’nodity trading activities, inclading forward coutracts, fume, s, swaps and options. All derivative instruments not
designated and qualifying for the normal purchases and normal sales exception, as defined by SFAS No. 133, are recorded on the
balance sheets at fair value as derivative h~stmments valuation. This inclades certain iastruments used to mitigate market risk for
NSP-iVlinnesota and all instruments related to the commodity trading operations. The classification of chauges in fair valne for those
derivative instruments is dependent on the designation of a qualified hedging relationship. Changes in fair value of derivative
instoaments not designated in a qualifying hedging relationship are reflected in current earnings or as a regolatory asset or liability.
The classification is dependent on the applicability of specific regulation.

Qualifying hedging relationships are designated as a hedge of a forecasted trausaction or furore cash flow (cash flow hedge). The types
of qualifying hedging transactions that NSP-Mim~esota is currently engaged in are discussed below.

Cash Flow Hedges
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Commodity Cash Flow Hedges -- NSP-Minnesota enters into derivative instruments to manage variability of future cash flows from
changes in commodity prices. This could include the purchase or sale of energy or energy-related products, natural gas to generate
electric energy, gas for resale, and vehicle fuel. Certain derivative instruments entered into to manage this variability are designated as
cash flow hedges for accounting puq~oses. At Dec. 31, 2008, NSP-Minnesota had various colranodity-relatud contracts designated as
cash flow hedges extending through December2010. Changes in the fair value of cash flow hedges are recorded in other
comprehensive income or deferred as a regulatory asset or liability. This classification is based on the regulatory recovery mechanisms
in place.

At Dec. 31, 2008, NSP-Minnesota had $6.6 miIfion of net losses in accumulated other comprehensive income related to cmranodity
cash flow hedge contracts; $3.9 million is expected to be recognized in earnings during the next 12 months as the hedged transactions
settle.

NSP-Minnesota had immaterial ineffectiveness related to commodity cash flow hedges during 2008 and 2007.

lnterest Rate Cash Flow Hedges -- NSP-Minnesota enters into various instruments that effectively fix the interest payments on
certain floating rate debt obligations or effectively fix the yield or price on a specified benclunark interest rate for a specific period.
These derivative instruments are designated as cash flow hedges for accounting pnrposes.

At Dec. 31, 2008, NSP-Minnesota had net gains of approximately $0.1 million in accumulated other co~nprehensive income related to
interest rate hedges that it expects to recognize in earnings during the next 12 months.

NSP-Minnesota bad no ineffectiveness related to interest rate cash flow hedges during 2008 and 2007.

The fulloxving table shows the major components of the derivative instruments valuation in the balance sheets at Dec. 31:

(Thousands of Dollars)

Long term purchased power agreements
Electricity and natural gas trading and hedging

instruments
Interest rate hedging instruments

Total

2008 2007
Derivative Derivative Derivative DertvatNe

Valuation Valuailod - Valuarton - Valuation -
Assets Liabilities Assets Liabilities

$ 151,884 $ 230,715 S 176,443 S 245,240

47,973 28,522 31,765 12,176
-- 2,727

$ 199,857 $ 259,237$ 208,208$ 260,143

in 2003, as a result of FASB Statement 133 Implementafion Issue No. C20, NSP-Mim~esota began recording several long-term
purchased power agreements at fair value due to accounting requirements related to underlying price adjustments. As these purchases
are recovered through normal regulatory recovery mechanisms in the respective jurisdictions, fl~e changes in fair value for these
contracts were offset by regulatu~y assets and liabilities. During the first quarter of 2006, NSP-Minnesota qualified these contracts
under the normal purchase exception. Based on this qualification, the contracts are no longer adjusted to fair value and the p~vious
carrying value of these contracts will be amortized over the remaining contract lives along with the offsetting regalatory assets and
liabilities.

Financial hapact of Qualifying Cash Flow Hedges -- The impact of qualifying cash flow hedges on NSP-Minnesota’s acctmmlated
other comprehensive income, included in the statements of common stuekholder’s equity and comprehensive income, is detailed in the
following table:

(Millions of Dollars)
Accumulated other comprehensive income related to hedges at Dec. 31, 2006
A~er-tax net unrealized losses related to derivatives accounted for as hedges
AKer-tax net realized gains on derivative transactions reclassified into earnings
Accumulated other comprehensive income related to hedges at Dec. 31, 2007
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Al~er-tax net unrealized losses related to derivatives accounted for as hedges
After-tax net realized gains on derivative transactions reclassified iuto earnings
Acculnulated other comprehensive income related to hedges at Dee. 31, 2008

(5.5)
(0.2)
3.0

10, Financial Instruments

The estimated Dec. 31 fair values of NSP-Minnesota’s recorded financial instoaments are as follows:

(Thousands of Dollars)
Nnclear decommissioning fund
Other investlnents
Long-term debt, including current portion

2008 2007
Carrying Carrying
Amount Fair ~lue Anlount Fair Value

$ 1,075,294 $ 1,075,294 S 1,317,564 $ 1,317,564
725 725 9,154 9,154

2,962,749 3,100,223 2,463,i09 2,628,580

The fair value of cash and cash eqni~)alents, notes and acconnts receivable and notes and acconnts payable are not materially different
from their carrying amounts. The fair value ofNSP-Minnesota’s nuelear deammnissioniug fuud is based on published trading data and
pricing models, generally using the most observable inputs available for each class of security. The fair value of NSP-Mim~esota’s
other investments are estimated based on quoted market prices for those or similar investments. The fair value of NSP-Minnesota’s
long-term debt is estimated based on the quoted market prices for the same or similar issues, or the current rates for debt of the same
relnaining maturities and credit quality.

Tile fair value estimates presented are based on information available to managelnent as of Dec. 31, 2008 and 2007. These fair value
estimates have not been comprehensively revalued for purposes &these financial statements since that date, and current estimates of
fair values may differ significantly.

All unrealized gains and losses in the external decm~nnissioning fund are recorded as a regalatory asset or liability pursuant to SFAS
No. 71. The following tables provide the external decommissioning fund’s approximate gains, losses and proceeds frown the sale of
securities for the years ended Dec. 31:

(Thousands of Dollars) 2008 2007
Realized gains $ 65,779 $ 38,745
Realized losses 107,272 35,794
Proceeds from sale of securities 914,514 669,070

Letters of Credit

NSP-Minnesota uses letters of credit, generally with terms of one year, to provide financial guarantees for certain operating
obligations. At Dec. 31, 2008 and 2007, there were $6.9 million and $7.2 million of letters of credit outstanding. The contract
amounts of these letters of credit approximate their fair value aud are subject to fees determined in the marketplace.

11. Fair Value Measurements

Effective Jan. I, 2008, NSP-Minnesota adopted SFAS No. 157 for recurring fair value measurements. SFAS No. i57 provides a
single definition of fair value and reqnires enhanced disclosures about assets and liabilities measured at fair value. SFAS No. 157
establishes a hierarchal framework for disclosing the observability of the inputs utilized in measuring assets and liabilities at fair value.
The tltree levels defined by the SFAS No. 157 hierarchy and examples of each level are as follows:

Level 1 Quoted prices al~ available in active markets for identical assets or liabilities as of the reported date. The types of
assets and liabilities iucluded in Level 1 are highly liquid and actively traded instruments with quoted prices, such as equities
listed by the New York Stock Exchange aud colranodity derivative conttaets listed on the New York Mercantile Exchange.

Level 2 -- Pricing inputs are other than quoted prices in active markets, but are either directly or indirectly observable as of the
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reported date. The types of assets and liabilities included in Level 2 are typically either comparable to actively traded securities
or contracts, such as treasuly securities with pricing interpolated from recent trades of similar securities, or priced with models
using highly observable inputs, such as commodity options priced using observable folsvard prices and volatilities.

Level 3 -- Significant inputs to pricing have little or no observability as of the reporting date. The types of assets and liabilities
included in Level 3 are those with inputs requiring sigoificant management judgment or estimation, such as the complex and
subjective models and forecasts used to determine the fair value of FTRs.

NSP-Minnesota continuously monitors the creditwollhiness of the counterparties to its commodity derivative contracts and assesses
each counterpal~y’s ability to perform on the transactions set forth in the contracts. Given this assessment, as well an assessment of the
impact of NSP-Minnesota’s mvn credit risk ~vhen determining the fair value of cmmnodity derivative liabilities, the impact of
considering credit risk was immaterial to the fair value of cmmnodity derivative assets and liabilities at Dec. 31, 2008.

The following table presents, for each of these hierarchy levels, NSP-Minnesota’s assets and liabilities that are measured at fair value
on a recurring basis as &Dec. 3I, 2008:

(Thousands of Dollars)
Assets:
Nuclear decommissinning fund
Commodity derivatives

Total

Counterpart3"

Level 1 Level 2 Level 3 Netting (a) Net Balance

$ 465,936 $ 499,935 $ 109,423 $ -- $ 1,075,294
17,039 38,207 (7,273) 47,973

$ 465,936 S 516,974 $ 147,630 $ (7,273) $ 1,123,267

Liabilities:
Couunodity derivatives $ -- $ 21,509 $ 14,960 $ (7,947) $ 28,522

Total $ -- $ 21,509 $ 14,960 $ (7,947) $ 28,522

(a) FASB Intel]oretation No. 39 Offsetting of Amounts Relating to Certah~ ConO’acts, as amended by FASB Staff Position FIN 39-1
Amendment of FASB Inte~7~retation No. 39, permits the netting of receivables and payables for derivatives and related collateral
amounts when a legally enforceable master netting agreement exists between NSP-Minnesota and a counteq~arty. A master netting
agreement is an agreement between two parties who have multiple contracts with each other that provides for the net settlement of all
contracts in the event of default on or termination of any one contract.

The following table presents the changes in Level 3 recurring fair value measurements for the year ended Dec. 31, 2008:

(Thousands of Dollars)
Balance Jan. 1, 2008

Purchases, issuances, and settlements, net
Transfers out of Level 3
Gains recognized in earnings
Gains (losses) recognized as regulatory assets and liabilities

Balance Dee. 31, 2008

CommodltT Nuclear
Derivatives, De¢ommisslonlng

Net Fund
$ 15,345 $ 108,656

(1,585) 12,198
(2,578) --

496 --
11,569 (11,431 )

$ 23,247 $ 109,423

Gains on Level 3 colmuodity derivatives recognized in earnings for the year ended Dec. 31, 2008, include $2.9 million of net
unrealized gains relating to co~mnodity derivatives held at Dec. 3i, 2008. Realized and unrealized gains and losses on commodity
trading activities are included in electric revenues. Realized and unrealized gains and losses on short-term wholesale activities reflect
the impact of regulatoly recovery and are deferred as reffolatory assets and liabilities. Realized and unrealized gains and losses on
nuclear deconmfissioning fund investments are deferred as a component of a nuclear deconnnissioning regulatory asset.
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12. Rate Matters

NSP-Mim~esota

Pending and Recentlj, Concluded Regulatory Proceedings-- ~llinnesota Public Utilities Commission ~PUC)

Base Rate

NSP-211innesota Electric Rate Case-- On Nov. 3, 2008, NSP-Milmesota filed a request with the MPUC to increase Minnesota
electric rates by $156 million annually, or 6.05 percent. The request is based on a 2009 forecast test year, an electric rate base of $4.1
billion, a requested ROE of 11.0 percent and an equity ratio of 52.5 percent.

hi December 2008, the MPUC approved an interim rate increase of $132 million, or 5.12 percent, effective Jan. 2, 2009. The primary
difference between interim rate levels approved and NSP-Minnesota’s request of S156 million is due to a previously authorized ROE
of 10.54 percent and NSP-Miimesota’s requested ROE of i 1.0 percent.

A final decision from the MPUC is expected in the third quarter of 2009. The following procedural schedule has been established:

¯ Staff and intervenor direct testimony on April 7, 2009;
¯ NSP-Minnesota rebuttal testimony on May 5, 2009;
¯ Staff and intelazenor surrebuttal testimony on May 26, 2009; and
¯ Evidential7 hearings are scheduled for June 2-9, 2009,

Electric, Purchased Gas and Resource Adjustment Clauses

Transutission Cost Recover), (TCR) Rider -- In November 2006, the MPUC approved a TCR rider pursuant to legislation, ~vhich
allows annual adjustments to retail electric rates to provide recovery of incremental t~ns~nission i~westments between rate cases. In
December 2007, NSP-Mimlesota filed adjustnaents to the TCR rate factors and implemented a rider to recover $18.5 million beginning
Jan. 1, 2008. In March 2008, the MPUC approved the 2008 rider, but required certain procedural changes for ff~ture TCR filings if
costs are disputed. On Oct. 30, 2008, NSP-Minnesota submitted its proposed TCR rate factors for proposed recovery in 2009, seeking
to recover $14 million begitming Jan. 1, 2009. A portion &amounts previously collected through the TCR rider prior to 2009 has
been included for recovery in the electric rate case described above. MPUC approval is pending.

Renewable Energy Stamlard (RES) Rider-- In March 2008, the MPUC approved an RES rider to recover the costs for utility-owa~ed
projects implelnented in colnpliance with the RES, and the RES rider was implemented on April 1, 2008. Under the rider,
NSP-Minnesota could recover up to approximately $14.5 million in 2008 attributable to the Grand Meadow wind farm, a 100 MW
wind project, subject to true-up. In 2008, NSP-Minnesota submitted the RES rider for recovery of approximately S22 million in 2009
attributable to the Grand Meadow wind farm. On Feb. 12, 2009, the MPUC approved the rider request but required that the issue of
whether these costs should be moved to base rates in the currently pending electric rate case or left in the rider, as NSP-Minnesota has
proposed, to be addressed through supplemental testimony in the rate case.

glERP Rider-- On Oct. I, 2008, NSP-Minnesota filed a proposed MERP rider for 2009 designed to recover costs related to MERP
environmental improvelnent projects. Under this rider, NSP-Ivlinnesota proposes to recover $114 migion in 2009, an increase of
approximately $23 millinn over 2008. Nexv rates went into effect antmnatically on Jan. 1, 2009 as stipulated. MPUC approval is still
pending.

Annual Automatic Adjustment Report for 2007 -- In September 2007, NSP-Minnesota filed its annual autmnatie adjustment reports
for Jnly 1, 2006 through June 30, 2007, which is the basis for the MPUC review of charges that flow through the FCA and PGA
mechaaisms. During that time period, $1.2 billion in fuel and purchased energy costs, including $384 million of MISO charges were
lxcovered from electric customers through the FCA. In addition, approximately $590 millinn of purchased natural gas and
transportation costs were recovered through the PGA. In October 2008, the MPUC voted to accept the 2007 gas almual automatic
adjustment report. The 2007 annual electric autmnatie adjustment report is pending fiarther MPUC action.
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Annual Automatic Adjusmtent Report for 2008 -- In September 2008, NSP-Minnesota filed its armual automatic adjustment reports
for July 1, 2007 through June 30, 2008. During that time period, $848.5 milfion in fuel and purchased energy costs, including S258.8
raiilion of MISO charges, were recovered from Minnesota electric customers through the FCA. In addition, approximately
$680 million of purchased natural gas and transportation costs were recovered through the PGA. The 2008 annual automatic
adjustment repol~s are pending initial comments and MPUC action.

31idwest htdependent Transmission Operator, Inc. OIISO) Ancillaty Services 3larket (ASM) Cost Recovery -- On May 9, 2008,
NSP-Minnesota and several other Minnesota electric ufilities filed jointly for MPUC regulatory approval to recover ASM costs
through the Minnesota FCA cost recovery mechanism. The filing is pending MPUC action after an initial hearing on Dec. 18, 2008.
The MPUC voted to approve FCA recovery of these chmlges, subject to refund, and required NSP-Minnesota to make a filing that
demonstrates that there were benefits of the ASM market after one year of operation.

Gas Meter Module Falhtres -- Approximately 8,700 customers in the St. Cloud and East Grand Forks areas of Mi~mesota and about
4,000 customers in the Fargo, N.D. area were under billed for a period of time during the 2007-2008 heating season due to the failure
of the automated meter reading (AMR) module installed on their natural gas meters. While the modules failed to register usage, the
meters continued to function. In the May to July 2008 thnnframe, NSP-Minnesota rebilled approximately 5,000 of these customers for
their estimated consnlnption during the period the lnodules registered no consumption and then ceased rebilling as both the MPUC and
NDPSC opened investigations into this matter.

On July 2, 2008, NSP-Minnesota received a letter from the NDPSC requesting furfl~er information on the module failure. Snbsequent
lneetings between NSP-Miunesota and NDPSC staff were held in September and October 2008 to discuss NSP-Minnesota’s progaess
in addressing various NDPSC concerns about NSP-Mim~esota’s response.

On Aug. 1, 2008, the MPUC opened a docket and issued a notice directing NSP-Minnesota to file information about the AMR module
failure. NSP-Minnesota responded to the MPUC on Aug. 21, 2008, proposing to rebill affected customers for the nnrecorded natural
gas usage during the months that no consumptinn or intermittent usage was recorded. NSP-Minnesota proposed to employ the process
provided by NSP-Minnesota’s natural gas tariffand the MPUC’s roles to estimate usage, which would be consistent with the process
used ~vhenever any other type of meter or module failure affecting the measurement of customer consumption occurs. The MOAG and
the OES subsequently snbmitted conunents on NSP-Minnesota’s filing. The OES comments indicated support for the rebilling plan
with certain conditions. The MOAG raised concerns about the timing of the remediation efforts, and questions whether customers
should be responsible for the enfu~ cost of the unbilied natural gas.

On Nov. 6, 2008, the MPUC reviewed the matter and directed NSP-Minnesota to provide additional infurmation prior to making a
final decision on the rebilling plan.

On Dec. 3, 2008, NSP-Mimiesota made a filing with the NDPSC regarding its commitments and proposed remedies for rebilling
affected customers. The filing outlined the proposed rebilling plan in detail, which committed to a 10-day, go-forward field response
to customer inquiries regarding meter accuracy, offered an adjustment to the natural gas tree-up to remove the con’anodity cost for the
under recovered gas due to the rebilling process and indicated willingness to work with NDPSC staff on a service quality credit for
customers experiencing a module failure.

On Dec. 19, 2008, NSP-Minnesota met with MPUC staff, the OES and MOAG and in January 2009 filed its response to the questions
with the MPUC. NSP-Mim~esota indicated a willingness to work with parties to develop a remedy for the current situation, and to
develop prospective service quality standards to address this and other concenas around billing accuracy. NSP-Minnesota has
determined that a number of AMR modules designed for eonunercial customers are defective and as a result is broadening effm’ts to
evaluate the performance of both gas and electric AMR modules.

Anmtal Review of Remahdng Lives -- On Oct. 8, 2008, the MPUC approved NSP-Minnesota’s service lives, salvage rates and
resulting depreciation rates for its electric and gas production facilities as well as the depreciation study for other gas and electric
assets, effective Jan. 1, 2008. The net impact resulted in a reduction to depreciation expense of $5.6 millinn recognized in the third
quarter, or $7.5 million on an annual basis.

Other

Nuclear Refueling Outage Costs~i November2007, NSP-Mimiesota requested a change in the recovery med~od for costs

IFERC FORM NO. 1 (ED. 12-88) Page 123.24

Northern States Power Company, a Minnesota corporation
Electric Utility- Total company- Balance Sheet 

Page 29 of 48 Docket No. EL09-___ 
Statement A



Name of Respondent

Northern S a es Power Company (M nnesota

This Report is: Date of Report
(1) X An Original (Mo, Da, Yr)
(2) _ A Resubmission / /

NOTES TO FINANCIAL STATEMENTS (Continued)

Year/Period of Report

2008/Q4

associated ~vith refaeling outages at its nuclear plants. The request sought approval to amortize refueling outage costs over the period
between refueling outages to better match revenues and expenses. This request would have reduced 2008 expenses for the
NSP-Minnesota jurisdiction by approximately $25 million due to deferral and amortization over an 18-month period versus expensed
as incurred.

On Sept. 16, 2008, the MPUC authorized NSP-Minnesota to use a deferral and amortization lnethod for the nuclear refueling operating
and maintenance costs effective Jan. l, 2008. The raling reduced operating and maintenance expenses, but also resulted in revenue
deferrals. The net result is a positive adjustment to year-end earnings of approximately $21 million.

Pending and Recently Conchtded Regulatory Proceedings-- North Dakota Public Service Commission ~DPSC) attd Sooth
Dakota Public Utilities Commission (SDPUC)

NSP-~llionesota North Dakota Electric Rate Case -- In December 2007, NSP-Minnesota filed a request with the NDPSC to increase
North Dakota retail electric rates by $20.5 million, ~vhich ~vould be an $18.2 million impact to NSP-Miimesota due to the transfer of
certain costs and revenues between base rates and the fuel cost recovery mechanism. The request was based on an 11.50 percent ROE,
an equity ratio of 51.77 percent, and a rate base of approximately $242 million. Interim rates of $17.2 million became effective in
February 2008.

The NDPSC approved a settlement agreement on Dec. 31, 2008, which calls for a base rate increase of $12.8 million, based on an
authorized ROE of 10.75 percent. Key terms of the settlement are listed below:

¯ Adjustments in depreciation expenses ~lated to service life changes for generation plants and removal rates for transmission and
distribution plant, resulting in a $2.5 million decrease in the reve~me deficiency.

¯ Sharing of wholesale margins, refianding to customers 85 percent of asset-based wholesale margins and 50 percent of
non-asset-based margins through the fiael clause. Test year wholesale margins to be shared with customers are estimated to be
$1.9 million.

¯ An electric rate moratorium, under which NSP-Mi~mesota agreed to not implement au increase in electric rates until Jan. 1, 2011.
¯ Sharing any earnings in excess of the authorized 10.75 percent ROE, providing customers 50 percent of any earnings above 10.75

percent and 75 percent of any em:nings above 11.25 percent.
¯ The settlement outlines a process for more NDPSC involvement in NSP-Minnesota’s resource planning process.

In addition to approving the settlement, the NDPSC terminated a 2005 filing regarding recovery of MlSO Day 2 market charges, thus
approving FCA recovery of all MISO Day 2 charges through the FCA retroactively and prospectively. Based on the final order, there
will be an estimated interim rate refund of $6.3 million, which will be refunded back to customers by June 1, 2009. This refund \vas
accrued for in 2008 and will have no impact on 2009 results. Final rates will be implemented for service on and after March 1, 2009.

Nuclear Reftteliog Outage Costs -- In late 2007, NSP-Milmesota filed with both the NDPSC and SDPUC a request asking for a
change in the recovery method for costs associated with refueling outages at its nuclear plants. The request is comparable to that filed
with the MPUC. In Febcaary2008, the NDPSC approved the request, indicating that appropriate cost recovery levels would be
determined in the pending electric rate case.

The SDPUC approved the NSP-Minnesota’s request to change the accounting method for nuclear refueling outage operating and
maintenance cost from a direct expense method to a method that amortizes these costs over the period between outages.

MISO ASM Cost Recovery -- On Dec. 24, 2008, NSP-Minnesota filed for NDPSC and SDPUC regulatory approval to recover MISO
ASM costa via an FCA cost recovery mechanism. NSP-Minnesota requested a regulatory order prior to March 1, 2009, when ASM
charges and revenues would affect the North Dakota and South Dakota FCA. On Feb. 11, 2009, the NDPSC concluded that FCA
treatment of these costs was already provided for by the rate case settlement. Based on this infunnation, NSP-Mi~mesota filed to
withdraxv its request. The MPUC granted the withdrawal request at its Feb. 25, 2009 open meeting. On Feb. i2, 2009 the SDPUC
approved NSP-Mimmsota’s request.

NSP-2llinnesota South Dakota Transmission Cost Recovery (TCR) and Envh’onmental Cost Recovery (ECR) Rote Riders- In
December 2008, the SDPUC approved two rate riders for recovery of transmission investments and enviromnental costs effective
Feb. 1, 2009.
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In February 2007, NSP-Mhmesota filed a petition for approval of a tariff establishing a TCR rider for recovery of certain transmission
investments. The TCR rider rate is set to recover approximately S 1.9 millinn during 2009. In September 2007, NSP-Minnesota filed a
petitinn for approval of a tariff establishing an environmental cost recovery (ECR) rider for recovery of pollution control equipment
installed at NSP-Minnesota’s A. S. King plant. The ECR Rider rate is set to recover appruximately $2.5 million during 2009.

Both rate riders were allowed a return on equity of 9.5 percent according to the terms of their respective settlement agreements.
However, if NSP-Minnesota makes a general rate filing utilizing a 2008 test year, the SDPUC may order that an appropriate ROE
value to be utilized under the rider ~nechanism, subject to true-up for the period ftmn July 1, 2008 to the effective date of the order.

Pending and Recently Conchtded RegulatorT Proceedings-- FERC

~kIISO Long-Term Transmission Pricing -- In October 2005, MISO filed a proposed change to its TEMT to regionalize future cost
recovel?z of certain high voltage transmission projects. The tariff, called the Regional Expansion Criteria Benefits tariff, would recover
certain eligible transmission inves~nents from all transmission service custumers in the MISO 15 state reginn. In November 2006, the
FERC issued an order accepting the regional econmnic benefits (RECB) 1 tariff, including a 20 percent limitation on the portion of
transmission ~eliability expansinu costs that ~vould be reginnalized and recovered frmn all loads in the MISO region.

Transmission service rates in the MISO region have historically used a rate design in which the transmissiou cost depends on the
location of the load being served, which is referred to as license plate rates. Costs of existing transmission facilities are thus not
regionalized. In August2007, MISO and its transmission o~w~ers filed a successor rate methodology, to be effective February
2008.American Electric Power (AEP) filed a co~npeting rate proposal that would regionalize certain costs of the existing AEP system
over the MISO and PJM RTO regions. The AEP proposal would shift several million dollars in translNssion costs annually to the
NSP System. In Janum3,2008, the FERC rejected the AEP proposal. On Dec. 18, 2008, the FERC denied AEP’s request for
rehearing.

Revenue Sufficiency Guarantee Charges -- In April 2006, the FERC issued an order determining that MISO had incorrectly applied
its TEMT regarding the application of the reve~me sufficiency guarantee CRSG) charge to certain trausactions. The FERC ordered
MISO to resettle all affected transactions retroactive to April 2005. The RSG charges are collected from MISO eustumers and paid to
geueraturs. In October 2006, the FERC issued an order granting rehearing in part and reversed the prior ruling requiring MISO to
issue retroactive refunds, and ordered MISO to submit a compliance filing to hnplement pruspeotive changes.

In March 2007, the FERC issued orders separately denying rei~earing of the FERC order. Several parties filed appeals to the U.S
Court of Appeals for the District of Columbia seeking judicial review of the FERC’s determinations of the allocation of RSG costs
among MISO market participants. Xcel Energy intervened in each of these proceedings. In August 2007, Ameren Services Cmnpany
(Paneren) and the Northern Indiana Public Service Cmnpany (NIPSCO) filed a joint complaint against MISO at the FERC, challenging
the MISO’s FERC-approved methodology for the recovery of RSG costs. In November 2007, the FERC issued an order instituting a
proceeding to ~view evidence and to establish a RSG cost allocation methodology for market palticipants under the MISO TEMT. In
March 2008, the MISO filed indicative tariffrevisions that reflect an alternative mechanism for allocating RSG charges and costs. In
August 2008, the FERC rejected this filing and issued an order commencing a hearing.

In November 2008, the FERC issued two orders related to RSG. One order requi~s the RSG charge allocation to include virtual
supply transactions and requires resettlement of RSG charges retroactive to August 2007. The second order reversed a prior FERC
decisiou and changed the RSG calculation methodology for the May 2006 m August 2007 ~tnaactive period. Several parties filed
requests for rehearing of the November 2008 FERC orders, arguing that the change in RSG allocation should be prospective. The
RSG-related dockets are pending FERC action.

13. Commitments and Contiugent Liabilities

Capital Conmtitntents -- As of Dec. 31, 2008, the estimated cost of the capital expenditure programs and other capital requirements
of NSP-Minnesota is approximately $880 millinu in 2009, $1.3 billion in 2010 and $1.4 billinn in 2011. NSP-Minnesota’s capital
forecast includes the following major projects.

Nuclear CapaciO, Increases and Life Ea’tension -- In August2004, NSP-Minnesota announced plans to pursue 20-year license
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renewals for the Monticello and Prairie Island nuclear plants. A renewed operating license was approved and issued for Monticello by
the NRC in November 2006 liceosing the plant to operate until 2030, and the MPUC order approving the spent fuel storage capacity
needed to suppol~ plant operatious uuti[ 2030 went into effect in June 2007. The application to renew Prairie Island’s operating
licenses was submitted to the NRC in April 2008 and the application for a certificate of ueed for additional spent fael storage capacity
to support 20 additional years of plant operation was submitted to the MPUC in May 2008. Final state and federal approvals are
expected in 2010.

NSP-Minnesota is pursuing capacity increases of Monticello and Prairie Island that will total approximately 230 MW, to be
implemented, if approved, between 2009 and 2015. The life extension and capacity increase for Prairie Island Unit 2 is contingent on
replacement of Unit 2’s original steam generators, currently pla~med during the refueling outage in 2013. Total capital investment for
these activities is estimated to be over $1 billion between 2006 and 2015. NSP-Minnesota submitted the certificate of need and site
pe~xnit applications for Monticello’s power uprate in the first qumler of 2008 and the certificate of need and site permit applications for
Prairie Island’s power uprate in the second quarter of 2008. The MPUC approved the Monticello power uprate certificate of need and
site permit in December 2008. Action by the MPUC on the Prairie Island power uprate certificate of need and site permit is expected
in fom~h quarter of 2009.

Wind Generation -- NSP-Minnesota plans to invest approximately $900 million over three years for a 201 MW project in
soutb~vestern Minnesota’s Nobles County, called the Nobles Wind Project, and a 150 MW project in Dickey and MeIntosh counties in
southeastern North Dakota, called the Merricourt Wind Project, expected to be operational by the end of 2010 and 2011, respectively.
NSP-Mirmesota is in the process of seeking regulatory approval for the projects, which would be eligible for rider recovery in
Minuesota.

CAPX 2020 -- In June 2006, CapX 2020, an alliance of electric cooperatives, municipals and investm~owned utilities in the upper
Midwest, includiug Xcel Energy, armounced that it had identified several groups of transmission projects that proposed to be complete
by 2020. Group 1 project investments are expected to total approximately $1.7 billion, with major construction targeted to begin in
2010 aod ending three to five years later. Xcel Energy’s investment is expected to be approximately $900 million depeuding on the
route and configuration approved by the MPUC. Approximately 75 percent of the capital expenditures and return on investment for
transmission projects are expected to be recovered under an NSP-Minnesota TCR tariff rider mechanism authofized by Minnesota
legislation, as well as a similar TCR mechanism passed in South Dakota. Cost recovery by NSP-Wisconsin is expected to occur
through the biennial PSCW rate case process.

MERP Project -- In December 2003, the MPUC approved NSP-Minnesota’s MERP proposal to conve~l, two coal-fueled electric
generating plants to natural gas, and to install advanced pollution control equipment at a third coal-fi~d plant. These improvements
are expected to significantly reduce air emissions fi’om these faeilities, while increasing the capacity at system peak by 300 MW. New
state-of-the-art emission control equipment ~vas placed in-service for the Allen S. King plaot in 2007, aud the existing High Bridge
facility was replaced with a 575 MW natural gas combiued cycle unit, which ~veut into sea-rice in May 2008. The final phase of the
MERP program, tbe new Riverside combined cycle plant, is currently in start-up and scheduled to be in-service by May 2009. The
comulative investment is approximately S1 billiou. The MPUC has approved a more current recovery of the financing costs related to
the MERP. The in-service plaut costs, including the financing costs during construction, are recovered from custmners through a
MERP rider, \vhich was effective Jan. 1, 2006.

The capital expenditore programs of NSP-Minnesota are subject to conti~ming revimv and modification. Actual utility construction
expenditures may vary from the estimates due to changes in electric and natural gas projected load growth regulatory decisions, the
desiz~d reserve ~nargin and the availability of purchased power, as well as alternative plans for meeting NSP-Minnesota’s long-term
energy needs. Iu addition, NSP-Minnesota’s ongoing evaluation of compliance with future requirements to install emission-control
equipment and merger, acquisition and divestiture opportunities to support corporate strategies may impact actual capital requirements.

Fttel Contracts --NSP-Miunesota has coutracts providing for the purchase and delivery of a significant pmtion of its cun’ent coal,
nuclear fuel and natural gas requirements. These contracts expire in various years between 2009 and 2028. In addition,
NSP-Mim~esota may be required to pay additional amounts depending on actual quantities shipped under these agreements. The
potential risk of loss, in the form of increased costs from market price changes in fuel, is mitigated through the cost-rate adjustment
mechanisms, which provide for pass through of most fi~el, storage and transpollation costs.

The estimated minimum purchases for NSP-Minnesota under these contracts as of Dec. 31, 2008, is as follows:
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Coal Nuclear Fuel Supply Transportation

665 $ 345 $ 347 $ 993

Purchased Pon,er Agreements NSP-Minnesota has entered into agreements with utilities and other energy suppliers for purchased
power to meet system load and energy reqoirements, replace generation from company-owued units under maintenance and during
outages and meet operating reserve obligations. NSP-Minnesota has various pay-for-perfurmance contracts with expiration dates
through the year 2032. In general, these conh’acts provide for capacity payments, subject to meeting certain contract obIigations and
energy payments based on actual power taken under the contracts. Certain contractual payment obligations are adjusted based on
indices. However, the effects of these price adjustments are mitigated through cost-of-energy rate adjustmeut mechanisms.

At Dec. 31, 2008, the estimated future payments for capacity, accounted for as executot~� contxacts, that NSP-Minnesota is obligated to
purchase, subject to availability, were as follows:

(Millions of Dollars)
2009 $ 108.3
2010 111.3
2011 110.7
2012 108.9
2013 111.1
2014 and thereafter 399.5
Total* $ 949,8

* Includes amounts allocated to NSP-Wisconsin through intercompany chmlges.

Leases -- NSP-Minnesota leases a variety of equipment and facilities used in the normal course of business, which are accounted for
as operating leases. Total rental expense under operatiag lease obligations was approximately $70.7 million, $53.3 million and $35.7
million for 2008, 2007 and 2006, respectively. Included in total rental expense were purchase power agreement payanents of S48.6
million, $29.5 million and $14.5 million in 2008, 2007 and 2006, respectively.

Included in the futore commitraents under operating leases are estimated future payanents under purchase power agreements that have
been accounted for as operating leases in accordance with EITF No. 01-8, Determining whether an Arrangement Contah~s a Lease and
SFAS No. 13, Accounting for Leases. Future commitments under operating leases are:

Purchased Power
Other Agreement Total

(~Iillions of Dollars) Operating Leases Operating Leases (a) (b) Operating Leases
2009 $ 11.1 $ 52.3 $ 63.4
2010 8.6 53.1 61.7
2011 6.7 54.0 60.7
2012 5.3 55.0 60.3
2013 5.1 55.9 61.0
Thereafter 9.5 731.0 740.5

(a) Amounts not included in purchase power agreement estilnated futore payments above.
(b) Purchase power agreemeut operating leases expire contractoally thrmtgh 2025.

Environmental Contingencies

NSP-Minnesota has been, or is currently, involved with the cleam~p of contmnination from certain hazardous sabstances at several
sites. In many situations, NSP-Minnesota believes it will recover some portion of these costs through insurance claims. Additionally,
M~ere applicable, NSP-Mim~esota is pursuing, or intends to pursue, recovery from other potentially responsible parties (PRPs) and
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through the rate regulatory process. New and changing federal and state environmental mandates can also create added financial
liabilities for NSP-Minnesota, which are normally recovered through the rate regulatory process. To the extent any costs are not
recovered through the options listed above, NSP-Minnesota would be required to mcoguize an expense.

Site Remediation -- NSP~-Minnesota must pay all or a portion of the cost to remediate sites where past activities of NSP-Minnesota or
other parties have caused enviromnental contamination. Enviromnental contingencies conld arise frmn various situations including
sites of former manufactured gas plants (MGPs) operated by NSP-Minnesota, its predecessors or other entities; and third party sites,
such as landfills, to which NSP-Minnesota is alleged to be a PRP that sent bazardous materials and wastes. At Dec. 31, 2008, the
liability for the cost of remediating these sites was estimated to be $0.4 million, of \vhich $0.2 million was considered to be a current
liability.

Tbh’d Partj, and Other Environatentnl Site Remediation

Asbestos Removal -- Stone of NSP-Minuesota’s facilities contain asbestos. Most asbestos will remain undisturbed until the facilities
that contain it are demolished or removed. NSP-Minnesota has recorded an estimate for final removal of the asbestos as an asset
retirement obligation. See additional discussion of asset retirement obligations below. It may be necessary to remove some asbestos to
perform maintenance or make improvemeuts to other equipment. The cost of removing asbestos as part of other work is immaterial
and is recorded as incul~ed as operating expenses for maintenance projects, capital expenditures for construction projects or relnoval
costs for demolition projects.

Other Envh’ottatental Reqnh’ements

Clean Ah" htterstate Rnle (CAIR) -- In March 2005, the EPA issued the CAIR to fi~rther regnlate SOa and NOx emissious. The
objective of CAIR was to cap emissions of SO~ and NOx in the eastern United States, including Minnesota. In July 2008, the U. S.
Conrt of Appeals for the District of Columbia vacated CAIR and remanded the rule to the EPA. On Dec. 23, 2008, the comet reinstated
CAIR while the EPA develops new regulations in accordance with the court’s July opinion.

As currently writteu, CAIR has a two-phase compliance schedule, beginning in 2009 for NOx and 2010 for SO~, with a fmal
compliance deadline in 2015 for both emissions. Under CAIR, each affected state will be allocated an enfissions budget for SO~ and
NOx that will result in significant emission reductions. It will be based on stringent emission controls and forms the basis for a
cap-and-trade program. State emission budgets or caps decline over time. States can choose to implement an emissions reduction
program based on the EPA’s proposed ~nodel program, or they can propose another method, which the EPA would need to approve.

The EPA has drafted a proposed rule to stay the effectiveness of CAIR in Minnesota. As such, cost estimates are not included at this
time for NSP-Minnesota.

Clean Air ~llercut3, Rnle (CAMR) -- In March 2005, the EPA issued the CAMR, which regulated mercury emissions fiom power
plants. In February 2008, the U.S. Court of Appeals for the District of Columbia vacated CAMR, xvhich impacts federal CAMR
requirements, but not necessarily state-only mercury rules and legislation. Costs to cmnply with the Minnesota Mercury Emissions
Reduction Act of 2006 are discussed below.

2"¢Iinnesota 29lercury Legislation -- In May 2006, the Minnesota legislature enacted the Mercury Emissions Reduction Act of 2006
(Act) providing a process for plans, implementation and cost recovery for utiIity effm~s to curb mercury emissions at certain power
plants. For NSP-Minnesota, the Act covers units at the A. S. King and Sherco generating facilities. Under the Act, NSP-Mirmesota is
operating and maintahling continuons mercury emission monitoring systems. The information obtained will be used to establish a
baseline ftom which to measure nlercury emission reductions.

On Dec. 21, 2007, NSP-Minnesota filed mercury emission reduction plans for t~vo dry scrubbed units, Sherco Unit 3 and A. S. King,
as well as a emnprehensive emissions reduction and capacity upgrade proposal for Sherco Units 1 and 2 (wet scrsbbed units). A
revised specific mercury reduction proposals for these units will be filed by Dec. 31, 2009, as required by the legislation. Current
plans are to install a sorbent injection system at both A. S. Kiug and Sherco Unit 3. Implementation would occur by Dec. 31, 2009, at
Sherco Uuit 3 and by Dec. 31, 2010, for A. S. King. For these units, the current total capital costs estimate is $8.5 million, with the
annual cost estimate of $4.3 million for A. S. King and $4.2 million for Sherco Unit 3. For Sherco Units 1 and 2, the cun’ent cost
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estimate is $13.6 million for capital and $ I0 milIion amlual expenses.

Utilities subject to the Act may also submit plans to address non-mercury pollutants subject to federal and state statutes and
regulations, which became effective after Dec. 31, 2004. Cost recovery provisions of the Act also apply tu these other environmental
initiatives. In September2006, NSP-Minnesota filed a request with the MPUC for recovery of up to $6.3 million of ce~tain
enviromnental improvemetu costs that are expected to be recoverable under the Act. In January 2007, the MPUC approved this
request to defer these costs as a regulatory asset with a cap of $6.3 million. On Aug. 26, 2008, NSP-Mi~mesota filed a request with the
MPUC to increase the deferral to $19.4 million as NSP-Minnesota anticipated exceeding the authorized deferral amount in
September 2008. On Nov. 6, 2008, the MJ?UC approved and ordered the implementation of the Shemo Unit 3 and A. S. King mercury
emission reduction plans.

Voluntary Capacity Upgrade attd Emissions Reduction Filing -- In December 2007, NSP-Mim~esota flied a plan with the Mi~mesota
Pollution Control Agency (MPCA) and MPUC for reducing mercury emissions by up to 90 percent at the Sherco Unit 3 and A. S.
King plants. Currently, the estimated project costs are approximately $8.5 million. At the same time, NSP-Minnesota submitted a
revised filing to the MPUC for a major emissions reduction project at Sherco Units 1 and 2 to reduce emissions and expand capacity.
The revised filing has estimated project costs of approximately $1.1 billion. The filing also contains alternatives for the MPUC to
consider to add additional capacity and to achieve even lower emissions. If selected, these alternatives could range front $90.8 to
$330.8 million in addition to the $1.1 billion proposal. NSP-Minnesota’s investmeuts are subject to MPUC approval of a cost
recovery mechanism. The MPCA has issued its assessment that the Shemo Unit 3 and A. S. King plans are appropriate. In light of
recent significant changes in the national economy, lower forecast of energy consumption, and new information concerning an
emerging technology that may be more cost effective, NSP-Minnesota filed a request with the MPUC to withdraw the plan on Nov. 6,
2008, to allow NSP-Minnesota to reevaluate alternatives. The MPUC granted the withdrawal request on Dee. 9, 2008.

RegionalHaze Rules -- In June 2005, the EPA finalized amendments to the July 1999 regional haze rules. These amendments apply
to the provisions of the regional haze rule that require emission eon~’ols, known as BART, for industrial facilities emitting air
pollutants that reduce visibility by causing or contributing to regional haze.

The EPA required states to develop implementation plans to comply with BART by December 2007. NSP-Mi~mesota submitted its
BART alternatives analysis for Sherco Units 1 and 2 in October 2006. The MPCA reviewed the BART analyses for all units in
Minnesota and determined that overall, compliance with CAIR is better than BART. tn July 2008, the U. S. Circuit Court of Appeals
for the District of Columbia vacated CAIR and remanded the rule to the EPA. In December 2008, the Court of Appeals reinstated
CAIR ~vhile the EPA develops new regulations in accordance with the Court’s July opinion. For Minnesota faciIities, however, the
EPA has drafted a proposed rule that would stay the effectiveness of CAIR within the state. Therefore, the MPCA has reestablished
the BART process and requested that companies with BART-eligible units inform the MPCA whether the company will rely on the
initial 2006 BART deternfination submittal or if they intend to submit a revised analysis. On Nov. 13, 2008, NSP-Minnesota
submitted a revised BART alternatives analysis letter to the MPCA to account for increased construction and equipment costs. The
underlying conclusions and proposed emission control equipment, however, remained unchanged from the original 2006 BART
analysis.

Federal Clean Water Act The federal Clean Water Act requires the EPA to regrdate cooling water intake structures to assure that
these structures ~flect the best technology available (BTA) for minimizing adverse environmental impacts. In July 2004, the EPA
published phase II of the rule, xvhich applies to existing cooling water intakes at steam-electric power plants. Several lawsuits were
filed against the EPA in the United States Court of Appeals for the Second Circuit challenging the phase II rulemaking. In
Janua17 2007, the court issued its decision and remanded virtually every aspect of the rule to the EPA for reconsideration. In
June 2007, the EPA suspended the deadlines and referred any implementafion to each state’s best professional judgment until the EPA
is able to fully respond to the court-ordered remand. As a result, the rule’s compliance requirements and associated deadlines are
currently unkno,,w~. It is not possible to provide an accurate estimate of the overall cost of this rulemaking at this time due to the many
uncertainties involved. In April 2008, the U.S. Supreme Conrt granted limited review of the Second Circuit’s opinion to deternaine
whether the EPA has the authority to consider costs and benefits in assessing BTA. A decision is not expected until 2009.

The MPCA exercised its authority under "best professional judgment~’ to require Black Dog Generating Station in its rccetuly mue\vcd
wastewater discharge permit to create a plan by April 2010 to reduce the plant intake’s impact on aquatic wildlife. NSP-Minnesota is
discussing alternatives with the local community and regulatory agencies to address tbis concena.
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Asset Retirement Obligations

NSP-Minnesota records future plant removal obligations as a liability at fair value with a corresponding increase to the carrying values
of the related long-lived assets in accordance with FASB Statement No. 143, Accounting for Asset Retirement Obligations, (SFAS
No. 143). This liability will be increased over time by applying the interest method of accretion to the liability and the capitalized
costs will be depreciated over the useful life of the related long-lived assets. The recording of the obligation for regulated operations
has no income statement impact due to the deferral of the adjustments through the establislunent of a regulatory asset pursuant to SFAS
No. 71.

Recorded ARO -- AROs have been recorded for plant related to nuclear production, steam production, electric traasmission and
distribution, gas distribution and office buildings. The steam production obligation includes asbestos, ash containnlent facilities,
radiation sources and deconunissioning. The asbestos recognition associated with the steam production includes certain plants at
NSP-Minnesnta. NSP-Minnesota also ~corded asbestos recognition for its general office building.

Generally, this asbestos abatement removal obligation originated in 1973 with the Clean Air Act, which applied to the demolition of
buildings or removal of eqnipment containing asbestos that eau become airborne ou removal. AROs also have been recorded for
NSP-Minnesota steam production related to ash-contaitunent facilities such as bottom ash ponds, evaporation ponds and solid waste
landfills. The origination date on the ARO recognition for ash-contaimnent facilities at steam plants was the in-service date of various
facilities. A new ARO has been recorded for steam production plant related to radiation sources in equipment used to monitor the flow
of coal, lime and other matorials through feeders. The origination date on the new ARO is 2008, the in-service date of the monitoring
equipment.

In 2008, NSP-Mim~esota recoguized an ARO associated with the wind turbioes at the new Grand Meadow Wind Farm. The turbines
are located on leased propet~y, and under the lease agreements, must be removed when no longer used. The recognition &the ARO
was due to the units being placed in service in the fourth quarter of 2008.

NSP-Minnesota recognized an ARO for the retirement costs of natural gas mains and for the removal of electric transmission and
distribution equipment. The electric transmission and distributiou ARO consists of many small potential obligations associated with
polychlorinated bipbenyls (PCBs), mineral oil, storage tanks, treated poles, lithimn batteries, mercury and street lighting lamps. These
electric and natural gas assets have many in-service dates for ~vhich it is difficult to assign the obligatiou to a particular year.
Therefore, the obligation ~vas measured using an average service life.

For the nuclear assets, the ARO associated with the decommissioning of two NSP-Minnesota nuclear generating plants, Monticello and
Prairie Island, originates with the in-service date of the facility. Monticello began operation in 1971. Prairie Island units 1 and 2
began operation in 1973 and i974, respectively. See Note 14 to the financial statements for fulxher discussion of nuclear obligations.
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A reconciliation of fue beginning and ending aggregate carrying amounts of NSP-Minnesota’s AROs is shm~a in the table below for
the 12 months ended Dec. 31, 2008 and Dec. 31, 2007, respectively:

(Thousands of Dollars)

Beginning Revisions Ending
Balance Liabilities Liabilities To Prior Balance

Jan. 1~ 2008 Recognized Settled Accretion Estimates Dec. 31, 2008

Electric Utility Plant:
Steamproductionasbestos $ 22,423$ -- $ -- $ 1,279 $ (4,182)$ 19,520
Steam production ash contaimnent 18,111 1,001 (5,268) 13,844
Steam production radiation sources -- 61 61
Nuclear production

decolnnaissioning 1,209,746 -- -- 71,370 (267,774) 1,013,342
Wind production -- 7,408 -- 39 -- 7,447
Electric transmission and distribution 125 7 19 151
Gas Utility Plant:
Gas transmission and distribution 12,685 -- -- 314 (12,754) 245
Commmt Utility and Oti~er Property:
Common general plant asbestos 1,278 -- -- 70 ~ 1,079

Totalliability $ 1,264,368 $ 7,469S -- $ 74,080 S (290,228)_$ 1,055,689

The fair value of NSP-Minnesota assets legally restricted for purposes of settling the nuclear AROs is S 1.1 billion as of Dec. 31, 2008,
including external nuclear deconnnissioning investlnent funds and internally funded amounts.

A new decotmnissioning study filed with the MPUC in 2008 pn3posed the extension of the final removal date of the Momicello and
Prairie Islaud nuclear plants by 14 and 26 years, respectively, effective Jan. 1, 2009. As a result of the studies for the Monticello and
Prairie Island nuclear plants, the nuclear production decmnmissioning ARO and related regulatmy asset decreased by $128.5 million
and $139.3 million, respectively, in the fourth qnarter of 2008.

NSP-Milmesota also incurred revisions to prior estimates for asbestos, ash ponds, gas distribution and electric transmission and
distribution asset retirement obligations due to revised estimates and end of life dates.

Beginning Revisions Ending
Balance Liabilities Liabilities To Prior Balance

(Thousands of Dollars) Jan. 1~ 2~07 Recognized . Settled Accretion Estimates Dec. 31, 2007.

Electric Utility Plant:
Steam production

asbestos S 22,i69 $ $ $ 1,262 $ (1,008) $ 22,423
Steam production ash

containment 17,163 -- -- 948 18,111
Nuclear production

decommissioning 1,256,763 -- -- 73,914 (120,931) 1,209,746
Electric transmission

and distribution 940 20 (835) 125
Gas Utility Plant:
Gas transmission and

distribution 12,378 -- -- 307 12,685
Cmmnon UtiLity and Other

Property:
Colnmon general

plant asbestos 1,858 -- 100 (680.) 1,278
Totalliability $ 1,311,271 $ -- S -- $ 76,551 $ (123,454)$ 1,264,368
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On Sept. 2I, 2007, the MPUC approved NSP-Minnesota’s remaining lives depreciation filing lengthening the life of the Monticello
nuclear plant by 20 years, effective Jan. 1, 2007, which decreased the related ARO and related regulatory asset by $120.9 million in
the third quarter of 2007.

NSP-Mim~esota’s public liability for claims resulting fi’om any nuclear incident is limited to $12.5 billion under the Price-Anderson
amendment to the Atomic Enelgy Act of 1954, as amended. NSP-Minnesota has secured $300 million of coverage for its public
liability exposure with a pool of insurance companies. The remaining $12.2 billion of exposure is funded by the Secondary Financial
Protection Program, available fi’om assessments by the federal guverument in case of a nuclear accident. NSP-Minnesota is subject to
assessments of up to $117.5 million per reactor per accident for each of its three licensed reactors, to be applied for public liability
arising froru a nuclear incident at any licensed nuclear facility in the United States. The maximum funding requiremeut is
$17.5 million per reactor during any one year. These maximum assessment amounts are both subject to inflation adjustment by the
NRC and state premium taxes. The NRC’s last adjustment ~vas effective Oct. 29, 2008. The next adjustment is due on or before
Oct. 29, 2013.

NSP-Minnesota purubases insurance for propei~y damage and site decontamination cleanup costs frmn Nuclear Electric Insurance Ltd.
(NEIL). The coverage limits are $2.3 billion for each of NSP-Minnesota’s V, vo nuclear plant sites. NElL also provides business
intet~’uption insurance coverage, including the cost of replacement power obtained during certain prolonged accidental outages of
nuclear generating units. Preminms are expensed over the policy term. All companies insured with NEIL are subject to retroactive
premium adjustments if losses exceed accumulated reserve funds. Capital has been accumulated in the reserve funds of NEIL to the
extent that NSP-Mirmesota would have no exposure for retroactive premium assessments in case of a single incident under tbe business
interruption and the property damage insurance coverage. However, in each calendar year, NSP-Minnesota could be subject to
maximuln assessments of approximately $16.1 uflllion for business interruption insurance and $29.7 million for property damage
insurance if Iosses exceed accumulated reserve funds.

Legal Contingencies

Lawsuits and claims arise in the normal course o£ business. Management, after consultation with legal counsel, has recorded an
estimate of the probable cost of settlement or other disposition of them. The ultimate outcome of these matters cam~ot presently be
determined. Accordingly, the ultimate resolution of these matters could have a material adverse effect on NSP-Minnesota’s financial
position and results of operations.

Envh’omnental Litigation

Carbon Dioxide Emissions Lawsuit -- In July2004, the attorneys general of eight states and New York City, as well as several
environmental groups, filed lawsuits in U.S. District Court in the Southern District of New York against ftve utilities, incfuding Xcel
Energy, to force reductions in CO~ emissions. The other utilities include A~nerican Electric Power Co., Southern Co., Cinergy Corp.
and Tennessee Valley Authority. The la~vsuits allege that CO~ emitted by each company is a public nuisance as defined under state
and federal corumou la~v because it has contributed to global warming. The lawsuits do not demand monetary damages. Instead, the
Iawsuits ask the court to order each utility to cap and reduce its CO~ emissions. In October2004, Xcel Energy and the other
defendants filed a naotion to dismiss the lawsuit. On Sept. 19, 2005, the court granted the motion to dismiss on constit~tional grounds.
Plaintiffs ft[ed an appeal to the U.S. Court of Appeals for the Second Circuit. In June 2007 the Court of Appeals issued an order
requesting the parties to file a letter brief regarding the impact oftbe United States Supreme Cou~’s decision in Massachnsetts v. EPA,
127 S.Ct. 1438 (April 2, 2007) on the issues raised by the pariies on appeal. Among other things, in its decision in Massachusetts v.
EPA, the United States Suprerue Court held that CO~ emissions are a "polfutant" subject to regulation by the EPA under the CAA. In
July 2007, in response to the request of the Court of Appeals, the defendant utilities filed a letter brief stating the positiou that the
United States Supreme Court’s decision supports the arguments raised by the utilities on appeal. The COUI~L Of Appeals has taken the
matter under advisement and is expected to issue an opinion in due course.

Comer vs. Xcel Energy Inc. et aL -- h~ April 2006, Xcel Energy received notice of a purported class action la~vsuit flied in U.S.
District Court in the Southern District of MississippL The lawsuit names more than 45 oil, chemical and utility companies, including
Xcel Energy, as defendants and alleges that defendants’ CO~ emissions "were a proximate and direct cause of the increase in the
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destructive capacity of Hurricane Katrina." Plaintiffs allege in support of their claim, several iega[ theories, including uegligeuce and
public and private nuisance and seek damages related to the loss resulting from the hurricane. Xcel Energy believes this lawsuit is
without merit aud intends to vigorously defend itself against these claims. In August 2007, the court dismissed the lawsuit in its
eutirety against all defeudants on constitutioual grounds. Iu September 2007, plaintiffs filed a notice of appeal to the U.S. Court of
Appeals for the Fil~b Circuit. Oral argaments were presented to the Court of Appeals on Aug. 6, 2008. Pursuant to the court’s order
of Sept. 26, 2008, re-argumeut xvas held on Nov. 3, 2008. No explauatiou was given for the order. The Court of Appeals has taken the
matter under advisemeut.

Native Village of Kivalina vs. Xcel EnergJ, Iac, et al. -- In Febmal2¢ 2008, the City and Native Village of Kivalina, Alaska, filed a
lawsuit in U.S. District Court for the Northern District of California against Xcel Energy, the parent company of NSP-Minnesota, and
23 utilities, oil, gas and coal companies. The suit was brought on behalf of approximately 400 uative Alaskans, the Inupiat Eskimo,
wbo cIaim that Defendants’ emission of CO2 and other greenhouse gases (GHG) contribute to global warming, which is harming their
village. Plahltiffs claim that as a consequence, the entire village must be relocated at a cost of between $95 million and $400 million.
Plaintiffs assert a nuisance claim under federal and state common law, as well as a claim asserting "concert of actiou" in which
defendants are alleged to have engaged in tortious acts in concert with each other~ XceI Energy was not named in the civil conspiracy
claim. Xcel Energy believes the claims asserted in this lawsuit are without merit and joined with other utility defendants in filing a
motiou to dislniss on June 30, 2008. The matter has now been fidly briefed, with oral arguments set for May 19, 2009. It is unka~own
xvhen the court will render a decision.

Employment, Tort and Commercial Lifigatiou

Siewert vs. Xce! Energy -- In June 2004, plaintiffs, the owners and operators of a Minnesota dairy farm, brought an action in
Minnesota state court against NSP-Minnesota alleging negligence in the handling, supplying, distributing aud selling of electrical
power systems; uegIigence in the construction and maintenance of distribution systems; and failure to warn or adequately test such
systems. Plaintiffs allege decreased milk production, iujury and damage to a dairy herd as a result of stray voltage resulting from
NSP-Minnesota’s distribution system. Plaintiffs claim losses of approximately $7 million. NSP-Minnesota denies all allegations.
After its motion to dismiss plaintiffs’ claims was deuied, NSP-Minnesota filed a motiou to certify questions for irmnediate appellate
review. In October 2007, the court ga’anted NSP- Miuuesota’s motion for certification, and oral arguments took place on Sept. 11,
2008. Mediation took place on Oct. 14, 2008, but the ma~ter was not resolved, tn December 2008, the Court of Appeals issued a
decision ordering dismissal of Plaintiffs’ claims for injunctive relief, but otherwise rejecting NSP-Minnesota’s contentions and
ordering the matter remanded for trial. Tbe Mim~esota Supreme Court subsequently #anted NSP-Minnesota’s petition for further
review on Feb. 17, 2009.

Hoffman vs. Northern States Power Company -- In March 2006, a purported class action complaint was filed in Minnesota state
court, on behalf of NSP-Miuuesota’s residential customers in Minnesota, North Dakota and South Dakota for alleged breach of a
coutractaal obligation to maintain and inspect the points of connection between NSP-Minnesota’s wires and customers’ homes within
the meter box. Plaintiffs claim NSP-Minnesota’s alleged breach results in an increased risk of fire and is in violation of tariffs on fire
with the MPUC. Plaintiffs seek injunctive relief and damages in an amount equal to the value of iuspections plaintiffs claim
NSP-Minnesota ~vas required to perform over the past six years, lu August 2006, NSP-Mi~mesota filed a motion for dismissal on the
pleadings. In November 2006, the court issued an order denying NSP-Minnesota’s motion, but later, pursuant to a motion by
NSP-Minnesota, certified the issues raised in NSP-Minnesota’s original motiou for appeal as important and doubtful, and
NSP-Mfimesota filed an appeal with the Mitmesota Court of Appeals. In January2008, the Minnesota Court &Appeals determined
tbe plaintiffs’ claims are barred by the filed rate doctriue and remanded the case to the district court for dismissal. Plaintiffs petitioued
the Minnesota Supreme Court for discretionary revie~v, and the Supreme Court granted the petition. Oral argument took place on
Nov. 4, 2008. It is unknown when a decision will be issued.

Nuclear Waste Disposal Litigation -- In 1998, NSP-Milmesota filed a complaint in the U.S. Court of Federal Claims against the
United States requesting breach of contract damages for the U.S. Department of Enel~y’s (DOE) failure to begin accepting spent
nuelear fuel by Jan. 3i, 1998, as required by the contract bet~veen the DOE and NSP-Mirmesota. At trial, NSP-Minnesota claimed
damages in excess of $100 million tbrough Dec. 31, 2004. On Sept. 26, 2007, the court awarded NSP-Minnesota S1 I6.5 million in
damages. In December 2007, the court deuied the DOE’s motion for reconsideration. In February2008, the DOE filed an appeal to
the U.S. Court &Appeals for the Federal Circuit, and NSP-Minnesota cross-appealed on the cost of capital issue. In Apri12008, the
DOE asked the Court of Appeals to stay briefing until the appeals in several other nuclear waste cases have been decided, and the
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Court of Appeals granted the request. In December 2008, NSP-Minnesota made a motion in the Court of Appeals to lift the stay,
which was denied by the Court of Appeals in Febvaary 2009. Results of the judgrnent will not be recorded in earnings until the appeal
and regulatory treatment and amounts to be shared with ratepayers have been resolved. Given the uncertainties, it is unclear as to how
much, if any, of this judgnnent will ultimately have a net impact on earnings.

In August2007, NSP-Minnesota filed a second complaint against the DOE in the U.S. Court of Federal Claims (NSP II), again
claiming breach of contract damages for the DOE’s continuing failure to abide by the terms &the contract. This lawsuit will claim
damages for the period Jan. i, 2005 through Dec. 31, 2008, which includes costs associated with the storage of spent nuclear fuel at
Prairie Island and Monticello, as well as the costs of complying with state regulation relating to the storage of spent nuclear fuel. The
alnount of such damages is expected to exceed S40 ntillion. In Jam~ary 2008, the court granted the DOE’s motion to stay, but the stay
was lifted in November 2008. The court’s scheduling order provides that the parties will exchange expert reports in 2009, and that all
discovery will be completed by the end of 2009. Trial is expected to take place in 2010.

Fargo Gas Explosion -- In September 2008, an explosion occurred at a duplex in Fmli~o, N.D. The explosion destroyed one side of
the duplex and resulted in injuries to some of the residents. Xcel Energy subsequently provided a report to the U.S. Dept. of
Transportation Pipeline and Hazardous Materials Safety Admiuistration stating that natural gas lnigmted into the hmlse and was ignited
by an unkmown source. Investigators identified a natural gas leak the size of a pinhole located 18 inches underground. The property
owners and attorneys representing the injured residents have put Xcel Energy on notice &potential claims. Investigation into fue
incident is continuing.

14. Nuclear Obligafions

responsible for permanently storing spent fuel fi’om NSP-Minnesota’s nuclear plants as well as fi’om other U.S. ~mclear plants.
NSP-Mim~esota has funded its portion of the DOE’s permanent disposal program since 1981. The fuel disposal fees are based on a
charge of 0.1 cent per Kwh sold to customers from nuclear generation. Fuel expense includes the DOE fuel disposal assessments of
approximately $I3 million in 2008, 2007 aud 2006, respectively. Iu total, NSP-Minnesota had paid approximately $386 million to the
DOE through Dec. 31, 2008. The Nuclear Waste Policy Act of 1982 required the DOE to begin accepting spent nuclear fuel no later
than Jan. 31, 1998. In 1996, the DOE notified commercial spent-fuel owners of an anticipated delay in accepting spent nuclear fuel by
the reqni~d date and conceded that a permanent storage or disposal facility will not be available until at least 2010. NSP-Minnesota
and ofuer utilities have commenced lawsuits against the DOE to recover damages caused by the DOE’s failure to meet its statutory and
contractaal obligations.

NSP-Minnesota has its own temporary on-site storage facilities for spent fuel at its Monticello and Prairie Island nuclear plants, which
consist of storage pools and dry cask facilities at both sites. The amount of spent fuel storage capacity currently authorized by the
NRC and the MPUC will allow NSP-Minnesota to confume operation of its Prairie Island uuclear plant until the end of its current
license terms in 2013 and 2014 and its Monticello nuclear plant until the end of its renewed operating license in 2030. Other
alternatives for spent fuel storage m~ being investigated until a DOE facility is available, including pursuing the establishntent of a
private facility for interim storage of spent nuclear fuel as part of a consortium of electric utilities.

Regulatory Plant Deeommissionhzg Recovery -- Decmnmissioning of NSP-Minnesota’s nuclear facilities, as last approved by the
MPUC, is planned for the period from cessation of operations through 2067, assuming the prompt dismantlement method.
NSP-Minnesota is currently recording the regulatory costs for decommissiolting over the MPUC-approved cost-recovery period and
including the accruals in a regulato~2¢ liability account. The total decommissioning cost obligation is recorded as au ARO in
accordance with SFAS No. 143.

Monticello began operation in 1971 and with its renewed operating license and certificate of need for spent fuel capacity to support 20
years of extended operation can operate until 2030. Prairie Island units I and 2 began operation in 1973 and 1974, respectively, and
are cm~cently licensed to operate until 2013 and 2014, respectively. The Monticello 20-year depreciation life extension until
September 2030 \vas granted by the MPUC on Sept. 21, 2007. Construction of the Monticello dry-cask storage facility conunenced on
June 4, 2007. Construction of the facility is cmuplete and 10 of the 30 canisters aufuorized have been filled and placed in the facility.
Plant assessments and other work for the Prairie Island license rene\val applications started in 2006. In April 2008, NSP-Minnesota
filed an application with the NRC to renew the operating license of its t~vo nuclear reactors at Prairie Islaud for an additional 20 years
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until 2033 and 2034, respectively. The PIIC filed contentions in the NRC’s license rene~val proceeding in August 2008. The PIIC
request was referred to an ASLB for review. The ASLB has granted the PIIC hearing request and has admitted seven of the 11
contentions filed. The resulting adjudicatory process and hearings are expected to add approximately eight months onto the NRC’s
standard 22 month review schedule (without hearings) resulfing in the NRC not making a decision on whether or not to renew the
Prairie Island operating licenses until late 2010. An application for a certificate of need to expand the spent fuel storage capacity at
Prairie Island tu snppmt 20 additional years of operation was filed ~vith the MPUC in May 2008. It is expected that the MPUC will act
in late 2009 allowing the MPUC decision to be stayed during the 2010 session of the Minnesota legislature before going into effect.

The total obligation for deconnnissioning currently is expected to be funded 100 percent by external fnnds, as approved by the MPUC,
when decommissioning colmnences. The MPUC last approved NSP-Minnesota’s nuclear decolnmissioning study request in
March 2006, using 2005 cost data xvith the next study update submitted in October 2008 for the 2009 accrual. The MPUC approval,
decreasing 2006 decommissioning fianding for Minnesota retail customers, resulted from an extension of remaining life for the
Monticello unit by 10 years (from 2010 to 2020). Contributions to the external fund started in 1990 and are expected to continue until
plant decommissioning begins. The assets held in trusts, primarily consisted of investmeuts in fixed income securities, such as
tax-exempt municipal bonds and U.S. government securities that mature in one to 20 years and coimnon stock of public companies.
NSP-Minnesota plaos to reinvest matured securities until decommissinning begins.

Consistent with cost recove~y in utility custumcr rates, NSP-Minnesota records a~mual decommissioning accruals based on periodic
site-specific cost studies and a presumed level of dedicated fnnding. Cost studies quantify deco~ranissioning costs in current dollars.
Curreut authorized fuuding presumes that costs ~vill escalate in the future at a rate of 3.61 percent per year. The total estimated
deco~mnissioning costs that will ultimately be paid, net of income earned by external trust funds, is currently being accrued using an
annuity approach over the approved plant-recovery period. This annuity approach uses an assumed rate of retut~a on funding, which is
currently 5.40 percent, net of tax, for externa[ funding. The net unrealized gain on nuclear decommissioning investments is deferred as
a regulatory liability based on the assmned offsetting against deco~mnissinning costs in current ratemaking treatment.

At Dec. 31, 2008, NSP-Mimlesota had recorded and recovered in rates cumulative decomlnissioning expense of $1.3 billion. The
follo~ving table stu~narizes the funded status of NSP-Minnesota’s decommissioning obligation based on approved regulatory recovery
parameters. Xcel Energy believes fut~lre decommissioning cost expense will continne to be recovered in customer ~ztes. These
amounts are not those recorded in the financial statements for the ARO in accordance with SFAS No. 143.

(Thousands of Dollars)
Estimated decommissinning cost obligation flora most recently approved

study (2005 dollars)
Effect of escalating costs to 2008 and 2007 dollars (3.61 percent per year)
Estimated decommissioning cost obligation in current dollars
Effect of escalating costs to payment date (3.61 percent per year)
Estimated future deco~rmaissioning costs (undiscounted)
Effect of discounting obligation (using risk-flee interest rate)
Discounted decomlnissioning cost obligation
Assets held in external decommissioning trust
Discounted decolnmissioning obligation in excess of assets currently held in

external trtlst

2008 2007

1,683,750 $ 1,683,750
189,012 123,761

1,872,762 1,807,511
1,254,064 1,319,315
3,126,826 3,126,826

(1,847,526) (1,502,030)
1,279,300 1,624,796
1,075,294 1,317,564

204,006 $     307,232

Deconnnissioning expenses recognized include the following components:

(Thousmlds of Dollars)
Annual decommissioning cost expense reported as depreciation expense:

Externally funded
IntemaIly fuuded (including interest costs)

Net decommissioning expense recorded

2008 2007

$ 43,239 $ 43,392

S 42,420, $ 42,633.

Reductions to expense for internally-funded portions in 2008, 2007 and 2006 are a direct result of the 2005 decommissioning study
jurisdictional allocation and 100 percent external funding approval, effectively nnwinding the remaining internal fund over the
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remaining operating life of the unit. The 2005 nuclear decommissioning filing approved in 2006 has been used for the regulatory
presentation. The change in estimated decommission obligations was calculated using a cost estimate for Monticello assuming a
60-year operating life.

15. Regulatory Assets and Liabilities

NSP-Minaesota’s financial statements are prepared in accordance with the provisim~s of SFAS No. 71, as discussed in Note 1 to the
financiai statemeots. Under SFAS No. 71, regulatory assets and liabilities can be created for amounts that regulators may allow to be
collected, or may require to be paid back to customers in future electric and natural gas rates. Any pmtion of the business that is not
rate regulated eammtuse SFASNo. 7l accouoting. Ifchanges in the utility industry or the business of NSP-Minnesotano longer allow
for the application of SFAS No. 71 under GAAP, NSP-Minnesota would be required to recognize the write-offofregulatory assets and
liabilities in its statement of income.

The components of unamortized regulatory assets and liabilities on tbe balance sheets of NSP-Mim~esota are:

Oq~ousands of Dollars) 2008 2007

Regulatory Assets:
Asset retirement recovery $ 1,367,548$ 1,293,572
Pension and employee benefit obligations 153,891 --
Unrealized gains on nuclear deconunissioning trest investments i50,592 --
AFDC recorded in plant 124,242 1 i2,750
Contract valuation adjustments 86,937 75,481
Renewable resource costs 44,790 44,238
Nuclear outage costs 40,690
Conservation programs 23,911 18,293
Mercury emissions reduction costs l 3,266 1,i44
Maskato Energy Center lease normalization 13,228 6,656
Deferred electric commodity costs 11,201 26,396
Private fuel storage 9,652 11,578
MISO Schedule 16 and 17 8,742 5,826
Costs to relocate facilities undetN’ound 4,647 3,149
State cmnmission accouoting adjustmeots 4,398 4,158
Enviromnental costs 611 1,436
IRS and state interest deferrals 567 1,134
Other -- 201

Total regulatory assets $ 2,058,913 $ 1,606,012

Regulatory Liabilities:
Pre-ARO deconmaissioning expense $ 1,261,351$ 1,214,393
Pension aod employee benefit obligations 195,394
Unrealized gains on decmnmissioning trust investments -- 58,403
Deferred incmne tax adjustmeots 30,787 42,611
Investment tax credit deferrals 27,797 30,211
Contract valuation adjustments 23,355 14,275
Nuclear outage costs collected in advance fi’om customers 13,678
Discounts provided to customers 3,943 4,360
Gain on sales of emissioo allowances 2,727 2,885
Interest on iucome tax refimds 1,736 3,472
MERP rider recoveries 2,261
Gas pipeline refunds (7) (7)

Total regulatory liabilities $ 1,365,367 $ 1,568,258
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16. Related Party Transactions

Xcel Energy Services Inc. provides management, adminis~ative and other services for the subsidiaries of Xcel Energy, including
NSP-Minnesota. The services are provided and billed to each subsidiary in accordance with Service Agreements executed by each
subsidiary. Costs are charged directly to the subsidiary which uses the service whenever possible and are allocated if they cannot be
directly assigned.

Xcel Energy has established a utility money pool an’angement with tbe utility subsidiaries. See Note 4 for further discussion of this
borrowing arrangement.

Nuclear Plant Operation -- On Sept. 28, 2007, NSP-Milmesota obtained 100 percent ownership in NMC as a result of Wisconsin
Energy Corporation (WEC), exiting the partnership due to the sale of its Point Beach Nuclear Plant to FPL Energy. Accordingly, the
results of operations of NMC and the estimated fair value of assets and liabilities were included in NSP-Minnesota’s financial
statements from the Sept. 28, 2007, transaction date. WEC was required to pay an exit fee and sun’ender all of its equity interest in
NMC upon exiting. The effect of this transaction was not material to the financial position or the results of operations to
NSP-Minnesota for the year ended Dec. 31, 2007. NSP-Minnesota has reintegrated its nuclear operations into its generation
operations. The NRC transferred the nuclear operating licenses from NMC to NSP-Mi~mesota effective Sept. 22, 2008.

Prior to Sept. 28, 2007, NSP-Mi~mesota also paid its pn3portionate share of the operating expenses and capital improvement costs
incurred by NMC, in accordance with the Nuclear Power Plant Operating Services Agreement. NSP-Minnesota paid the NMC $235.2
million in 2007 and $292.5 million in 2006.

The electric production and transmission costs of the entire NSP system are shared by NSP-Minnesota and NSP-Wisconsin. The
Interchange Agreement provides for the sharing of all costs of generation and transmission facilities of the system, including capital
costs.

The table below contains significant affiliate transactions among the cmnpanies and related parties including billings under the
Interchange Agreement for the years ended Dec. 31:

(Thousands of Dollars) 2008 2007
Operating revenues:

Electric utility $ 390,143 $ 372,215
Natural gas utility 312 366

Operating expenses:
Purchased power 64,195 79,345
Tt~nsmissinn expense 42,167 40,872
Otber operations -- paid to Xcel Energy Services Inc. 274,549 267,281

Interest expense 1,503 1,716
Interest income 2,583 1,407

Accounts receivable and payable with affiliates at Dec. 31, ~vas:

2008 2007
ACCOlIlUS A¢coullts AccOl!llt$ Accounts

~Tbousands of Dollars) Receivable Payable Receivable P_.~’a hie
NSP-Wisconsin $ 12,416 $ -- $ 20,918 $ --
PSCo 15,987 -- 17,440
SPS -- 3,330 8,332
Other subsidiaries of Xcel Energy 2 33,062 10,170 36,111

S 12,418 $ 52,379.$ 31,088 S 61,883_

NSP-Wisconsin obtains short-term borrowings from NSP-Minnesota at NSP-Minnesota’s average daily interest rate, including the cost
of NSP-Mi~mesota’s compensating balance requirements. At Dee. 31, 2008 and 2007, NSP-Minnesota had notes receivable
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outstanding from NSP-Wisconsin in the amount of $0.0 million and $58.6 million, respectively.

17. Supplementary Cash Flow Data

(Thousands of dollars) 2008 2007
Snpplementai disclosure of cash llow infm~nation:

Cash paid for interest (net of amounts capitalized) $ 168,506 $ 152,846
Cash paid for income taxes (net of refunds z~ceived) 44,062 31,095

Supplemental disclosnre of non-cash flow investing iTansactions:
Property, plant and equipment additions $ 24,109 S 15,670
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200-201
200-201

200-201

202-203

202-203

224-225

228-229

~tle of Account
(a)

1 UTILITY PLANT
2 Utility Plant (101~106, 114)
3 Construction Work in Progress (107)
4 ! TOTAL Utility Plant (Enter Total of lines 2 and 3)
5 i (Less) Accum. Prov. for Depr. Amort. Depi. (108, 110, 111,115)
6 I Net Utility Plant (Enter Total of line 4 less 5)
7 Nuclear Fuel in Process of Ref., Conv.,Endch., and Fab. (120.1)
8 Nuclear Fuel Materials and Assemblies-Stock Account (120.2)
9 Nuclear Fuel Assemblies in Reactor (120.3)
10 Spent Nuclear Fuel (120.4)
11 Nuclear Fuel Under Capital Leases (120.6)
12 (Less) Accum. Prov. for Amort. of NucL Fuel Assemblies (120.5)
13 Net Nuclear Fuel (Enter Total of lines 7-11 less 12)
14 Net Utility Plant (E~nter Total of lines 6 and 13)
15 Utility Plant Adjustments (116)
t6 Gas Stored Underground - Noncurrent (117)
17 OTHER PROPERTY AND INVESTMENTS
18 Nonutility Property (121)
19 (Less) Accum. Prov. for Dept. and Amorh (122)
20 investments in Associated Companies (123)
21 Investment in Subsidiary Companies (123.1)
22 For Cost of Account 123.1, See Footnote Page 224, line 42)
23 Noncurrent Portion of Allowances
24 Other Investments (124)
25 Sinking Funds (125)
26 Depreciation Fund (126)
27 Amortization Fund - Federal (127)
25 Other Special Funds (128)
29 Special Funds (Non Major Only) (129)
30 Long-Term Portion of [~edva0ve Assets (175)
31 Long-Term Portion of Derivative Assets - Hedges (176)
32 TOTAL Other Properly, and Investments (Lines 18-21 and 23-31)
33 CURRENT AND ACCRUED ASSETS
34 Cash and Working Funds (Non-major Only) (130)
35 Cash (131)
36 Special Deposits (132-134)
37 Working Fund (t35)
38 !Temporary Cash Investments (136)
39 Nptes Receivable (141)
40 Customer Accounts Receivable (142)
41 I Other Accounts Receivable (143)
42 (Less) Accum. Prov. for Uncollectible Acct.-Credit (144)
43 Notes Receivable from Associated Companies (145)
44 Accounts Receivable from Assoc. Companies (146)
45 Fuel Stock (151)
46
47
48
49
5O
51
52

Year/Period of Report

End of 2(~09/Q1

End of QuarterPfear
Balance

(c)

11,148,082,046
541,266,777

11,689,348,823
5,259,028,749
6,430,320,074

164,882,297
0

306,996,484
1,172,828,794

0
1,374,863,272

269,844,303
6,700,164,377

0
0

8,607,541
5,534,267

0
t ,624,520

11,083,474
0
0
0

1,022,004,323
0

94,949,87~

227

342,533,21(
54,599,03~
24,923,24E

360,00(
18,621,03~
99,059,321

Pdor Year
End Balance

12131

10,906,942,77,
633,750,86;

5,256,400,83,
6,284,292,80;

307,037,35~
1,172,820,79,

255,620,62t
6,539,913,42;

8,455,37z
5,413,05~

9,532,62z

1,075,294,351

1,219,224,201

1,648,462
236,50C

11,616,750

Fuel Stock Expenses Undistributed (I52)
Residuals (Elec) and Extracted Products (153)
Plant Materials and Operating Supplies (154)
Merchandise (155)
Other Mater;als and Supplies (I56)
Nuclear Materials Held for Sale (157)
Allowances (158.1 and 158.2)

227
227
227
227
227

202-203/227
228-229

99,465,02;
459,27;

336,842,12I
59,827,947

380,000

145,713,731
0
0

97,471,938
459,272

13,389
0
0
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Name of Respondent This Report Is: Date of Report YeadPedod of Report

Northern States Power Company (Minnesota) (1) [] An Original (Mo, Da, Yr)
(2) [] A Resubmission 11 End of 2(~09/Q1

COMPARATIVE BALANCE SHEET (ASSETS ANDOTHER DEBITS}Continued) "    -

Line Pdor Year

No. Ref. End of Quarter/Year End Balance
Title of Account Page No. Balance

(a) (b) (c) (d)
53 (Less) Noncurrent Portion of Allowances 0

Stores Expense Undistributed (163) 227 -22,196
55 Gas Stored Underground - Current (164.1) 12,530,070 9t,122,69.=

58 Liquefied Natural Gas Stored and Held for Processing (164.2-164.3) 8,659,306 11,121,641
Prepayments (165) 33,283,127 60,131,66~

58 Advances for Gas (166-167) 0
59 Interest and Dividends Receivable (17I) 15,363
6O Rents Receivable (172) 770,237 966,49~
61 \ccrued Ufili[y Revenues (173) 195,036,994 248,451,38;
62 Miscellaneous Current and Accrued Assets (174) 1,440,330 2,065,85;
63 Dedvallve Instrument Assets (175) 161,986,426 161,374,91~

(Less) Long-Term Po~on of Derivative instrument Assets (175) 131,549,613 129,604,51~
65 Derivative Instrument Assets - Hedges (176) 4,322,109 38,481,617
66 (Less) Long-Term Portion of Derivative Instrument Assets - Hedges (176 0
67 Total Current and Accrued Assets (Lines 34 through 66) 992,009,905 1,125,041,117
68 DEFERRED DEBITS
69 Unamorfized Debt Expenses (181) 20,855,010
7O Extraordinary Property Losses (182.1) 230a 0
71 Unrecovered Plant and Regulatory Study Costs (182’.2) 230b 0
72 Other Regulatory Assets (182.3) 232 2,111,375,361
73 Prelim. Suruey and Inves0ga0on Charges (Electr;c) (t63) 0
74 Preliminary Natural Gas Survey and Invesggation Charges 183.1) 0
75 Other Preliminary Survey and Invesggation Charges (183.2)
76 Cleadng Accounts (184) 39,141 -1

! Temporary Facilities (185) 0
78 ! Miscellaneous Deferred Debits (186) 233 1,382,941 1,558,74~
79 Def. Losses from Disposition of Utility Pit. (187)
8O Research, DeveL and Demonstration Expend. (188) 352-353
81 Unamorgzed Loss on Reaquired Debt (189) 25,446,27( 26,081,631
82 Accumulated Deferred income Taxes (190) 234 371,855,418
83 Unrecovered Purchased Gas Costs (191) 3,236,67~ 30,061,810

Total Defen-ed Debils (lines 69 through 83) 2,542,221,71(
85 TOTALASSETS(fines14-16,32,67, and84) 11,403,731,19~
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Name of Respondent This Report is: Date of Report Year/Period of Report
Northern States Power Company (Minnesota) (1) [] An Original (mo, da, yr)

(2) [] ARresubmission II end of 2009/Q1

COMPARATIVE BALANCE SHEET (LIABILITIES AND OTHER CREDITS)
Line Current Year Pdor Year

No. Ref. End of Quarter/Year End Balance
"~l]e of Account Page No. Balance 12/3t

(a) (b) (c) (d)
1 PROPRIETARY CAPITAL
2 Common Stock Issued (201) 250-251 10,00( 10,00C
3 Preferred Stock issued (204) 250-251
4 Capilal Block Subscribed (202, 205)
5 St~ck Liability for Convemlon (203, 208)
6 Premium on Capital Stock (207) 2,035,856,60~
7 :Other Paid-In Capital (208-211) 253
8 Installments Received on Capital Stock (212) 252
9 (Less) Discount on Capital Stock (213) 254
10 (Less) Capital Btock Expense (214) 254b
11 Retained Eam~ngs (215, 215.1,216) 118-119 1,172,143,83~ 1,153,074,836
12 Unappropdated Undistributed Subsidiary Earnings (216.1) 118-119 -3,368,093 -3,242,216
13 (Less) Reaquired Capital Stock (217) 250-251
14 Noncorporate Pmpdetorshlp (Non-major only) (218) 9
15 Accumulated Other Comprehensive Income (219) 122(a)(b) 641,957 204,740

Total Propdeta~ Capital (lines 2 through t5) 3,205,284,31~ 3,065,903,959
17 LONG-TERM DEBT
18 Bonds (22t) 256-257 2,721,900,006 2,721,900,000
19 (Less) Reaqulred Bonds (222) 256-257 0
2O Advances from Assodated Companies (223) 256-257 0
21 Other Long-Term Debt (224) 256~57 250,104,591 250,107,167
22 Unamortlzed Premium on Long-Term Debt (225) 0
23 (Less) Unamorfized Discount on Long-Term Debt-Debit (226) 8,963,387 9,257,796

Tolal Long-Term Debt (lines 18 through 23) 2,963,021,204 2,962,749,371
25 OTHER NONCURRENT LIABILITIES
26 Obligations Under Capital Leases - Noncurrent (227) 0
27 Accumulated Provision for Property Insurance (228.1) 0 0
28 Accumulated Provision for Injuries and Damages (228.2) 0
29 Accumulated Provis~on for Pensions and Benefits (228.3) 235,003,59~ 238,959,090
3O Accumulated Miscellaneous Operating Provisions (228.4) 0
31 Accumulated Pmvlslon for Rate Refunds (229) 6,436,22z 5,500,487
32 Long-Term Portion of Dedvagve Instrument Liabilities 222,281,15; 219,421,415
33 Long-Term Portion of Derivative Instrument Liabilities - Hedges

Asset Retirement Obliga6ons (230) 1,071,329,56( 1,055,689,152i
35 Total Other Noncurrent Liabilities (lines 26 through 34) 1,535,050,534 1,519,570,14~
36 CURRENT AND ACCRUED LIABILITIEB
37 Notes Payable (231) 65,000,000
36 Accounts Payable (232) 360,020,217
39 Notes Payable to Associated Companies (233) 63,500,000

4O Accounts Payable to Associated Companies (234) 59,211,266 52,378,892
41 Customer Deposits (235) 2,650,391 1,831,439
42 Taxes Accrued (236) 262-263 175,720,668 128,562,585
43 Interest Accrued (237) 35~44,868 67,989,956

Dividends Declared (238) 57,256,357 58,414,593
45 Matured Long-Term Debt (239) 0 0
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Name of Respondent This Report is: Date of Report Year/Period of Repod

Northern States Power Company (Minnesota) (1) [] An Original (too, da, yr)
(2) [] A Rresubmission I1 end of 2009/Q1

COMPARATIVE BALANCE SHEET (LIABILITIES AND OTHERCREDIT(S:)ntinued) "    =

Line Current Year Pdor Year

No. End of Quarter/Year End Balance
33tie of Account Page No. Balance 12/31

(a) (b) (c) (d)
46 Matured Interest (240) (~

Tax Collections Payable (241) 13,556,337 13,299,40~
48 Miscellaneous Current and Accrued Liabililies (242) 44,711,357 52,384,251
49 Obligations Under Capital Leases-Current (243)
5O Derivative Instrument Liabilities (244) 239,920,404 238,807,85
51 (Less) Long-Term Podion of Derivative Instrument Uabilffies 222,281,152 219,421,41~
52 Derivative Instrument Liabilities - Hedges (245) 9,330,208 20,429,40’
53 (Less) Long-Term Portion of Dedva6ve Instrument Liabilities-Hedges 6

Total Current and Accrued Liablllties (lines 37 through 53) 751,312,408
55 DEFERRED CREDITS
56 Customer Advances for Construction (252) 1,829,285 2,142,77,
57 Accumulated Deferred Investment Tax Credits (255) 266-267 39,377,921 40,253,7~
58 Deferred Gains from Disposition of Utility Plant (256) 0
59 Other Deferred Credits (253) 269 203,296,633 192,778,03(
6O Other Regulato~J Liabilities (254) 278 1,348,994,724 1,365,366,88(
61 Unamor~ized Gain on Reaquired Debt (257) 0
62 Accum. Deferred Income Taxes-AcceL Amort.(281) 272-277 8,757,919 7,079,02;
63 Accum. Deferred Income Taxes-Other property (282) 1,262,242,847

Accum. Deferred Income Taxes-Other (283) 84,563,411
65 Total Deferred Credits (lines 56 through 64) 2,949,062,740 2,942,532,29!
66 TOTAL LIABILITIES AND STOCKHOLDER EQUITY (lines 16, 24, 35, 54 and 65) 11,403,731,196
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