November 19, 2010
Burl W. Haar
Executive Secretary
Minnesota Public Utilities Commission
121 7th Place East, Suite 350
St. Paul, Minnesota 55101-2147
RE: Comments of the Minnesota Office of Energy Security
Docket No. E,G002/S-10-1158
Dear Dr. Haar:
Attached are the comments of the Minnesota Office of Energy Security (OES) in the following
matter:
Northern States Power Company’s request for approval of its 2011 Capital Structure Prior
to Issuing Securities.
The petition was filed on October 29, 2010. The petitioner is:
George E. Tyson II
Vice President and Treasurer
Xcel Energy Services Inc.
414 Nicollet Mall, 4th Floor
Minneapolis, MN 55401
The OES recommends approval with reporting requirements, and is available to answer any
questions the Commission may have.
Sincerely,

/s/ EILON AMIT
Financial Analyst
EA/ja
Attachment

BEFORE THE MINNESOTA PUBLIC UTILITIES COMMISSION
COMMENTS OF THE
MINNESOTA OFFICE OF ENERGY SECURITY
DOCKET NO. E,G002/S-10-1158

I.

SUMMARY OF NORTHERN STATES POWER’S PROPOSAL

On October 29, 2010, Northern States Power Company (NSP-MN or the Company) petitioned
the Minnesota Public Utilities Commission (Commission) for approval of its proposed 2011
capital structure. The Company is seeking:
•

Approval of its proposed 2011 capital structure and total capitalization;

•

Continuation of the ability to issue securities within the approved capital structure
ranges;

•

Approval of the 2011 Capital Structure to remain valid until the Commission issues
an Order approving NSP-MN’s 2012 capital structure;

•

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

•

Continuation of the variance of Minnesota Rules part 7825.1000, subpart 6 to allow
NSP-MN to treat borrowings under multi-year credit agreements as short-term debt;
and

•

Approval to have discretion to enter into financing to replace outstanding long-term
debt instruments with less expensive securities, and to enter into tax-exempt financing
for pollution control construction programs.
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II.

DETAILS OF NSP-MN’S PROPOSAL

NSP-MN requests approval of its estimated 2011 capital structure. The Company estimates that
its capital structure on December 31, 2011 will be:
Northern States Power Company
2011 Proposed Capital Structure
(Amounts in millions of dollars)
December 31, 2011 (Estimated)
Common Equity
Long-Term Debt
5-Year Credit Facility
Short-Term Debt
Total Capitalization
Contingency
Total with Contingency

Amount
$3,990
$3,639
$0
$32

Percent
52.1%
47.5%
0.0%
0.4%

$7,661
$439
$8,100

100.0%

The Company also presented a maximum capital structure for December 31, 2011 in its filing.
That capital structure is:
Northern States Power Company
2011 Maximum Capital Structure
(Amounts in millions of dollars)
December 31, 2011 (Estimated)
Common Equity
Long-Term Debt
Borrowings Under
5-Year Credit Facility
Short-Term Debt
Total Capitalization
Contingency
Total with Contingency

Amount
$4,003
$3,639

Percent
50.9%
46.2%

0
$230

0.0%
2.9%

$7,872
$228
$8,100

100.0%

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

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

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

Specific provisions for which the Company seeks approval include:
•

A total capitalization of $8,100 million, including a contingency of $439 million;
(total of $7,661 million without the contingency);

•

A total capitalization contingency of $439 million, approximately 5.7 percent of the
proposed total capitalization of $7,661 million;

•

A range of +10 percent around the proposed 2011 year-end common equity ratio of
52.1 percent, resulting in an equity range of 46.89 percent to 57.31 percent;

•

A limit on short-term debt, not to exceed 15 percent of the total capitalization;

•

A continuation of the variance allowing NSP-MN to enter into a multi-year credit
agreement under which any direct borrowings made by the Company would be
counted as short-term debt;

•

The flexibility to issue common equity, and long- and short-term debt provided that
the Company remains within the approved total capitalization and short-term debt and
equity ranges or does not exceed them for a period of more than 60 days;

•

Continued permission to use risk management instruments that qualify for hedge
accounting treatment under Financial Accounting Standard (ASC No. 815), to
manage price, duration or interest-rate risk on securities; and

•

Approval of the requested 2011capital structure until issuance of an Order approving
NSP-MN’s 2012 capital structure.

NSP-MN also set forth its planned securities activity in 2011. NSP-MN’s statements about its
plans include:
•

Equity. In 2011, NSP-MN expects total equity infusions from its parent company,
Xcel Energy, Inc. (Xcel) of approximately $187 million to maintain the Company’s
target equity ratio range proposed above.

•

Long-term debt. The forecast year-end 2011 long-term debt ratio is 47.5 percent and
includes a $300 million debt issuance. The proceeds of this new debt issuance will be
used to repay short-term debt, retire maturing long-term debt, fund NSP-MN’s utility
construction program, and for other general corporation purposes. Attachment H of
the Company’s filing provides details of the Company’s 2010-2011 sources of funds
and the Company’s capital requirements. (OES Attachment No. 3)
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•

III.

Short-term debt. NSP-MN plans to issue short-term debt in an amount not to exceed
15 percent of total capitalization to provide funds for NSP-MN utility operations,
investments in the utility money pool, interim financing for NSP-MN construction
expenditures, and loans to Northern States Power Company – Wisconsin (NSP-WI),
and NSP-MN’s wholly owned subsidiary NSP Nuclear Corporation.

OES ANALYSIS

The OES’s review indicates that NSP-MN has provided all the information required by Minn.
Rules 7825.1000 – 7825.1500.
Also, Minn. Stat. §216B.49, subd. 3 states that:
It shall be unlawful for any public utility organized under the laws
of this state to offer or sell any security or, if organized under the
laws of any other state or foreign country, to subject property in
this state to an encumbrance for the purpose of securing the
payment of any indebtedness unless the security issuance of the
public utility shall first be approved by the commission.
Further, Minn. Stat. §216B.49, subd. 4 states in part that:
If the commission shall find that the proposed security issuance is
reasonable and proper and in the public interest and will not be
detrimental to the interests of the consumers and patrons affected
thereby, the commission shall by written order grant its permission
for the proposed public financing.
Based on the above statutes, the OES discusses the reasonableness of both NSP-MN’s projected
capital structures and its request to allow the issuance of various securities.
A.

CAPITAL STRUCTURE

To check the reasonableness of NSP-MN’s capital structures, the OES compared the equity ratios
in the Company’s capital structures with the average equity ratio of electric utilities that are riskcomparable to NSP-MN. The 2009 average equity ratio for publicly traded electric utilities with
bond ratings from A- to BBB1 was 46.23 percent (Attachment 1).2 Their 2009 average debt ratio
was 53.02 percent (Attachment 1). The OES notes that the Company’s proposed equity ratios of
52.1 and 50.9 percent, respectively, under its proposed and maximum capital structures are
higher than the group’s average equity ratio, and its debt ratios are lower than the group’s

1
2

NSP-MN’s bond rating is A-.
Source: Compustat Data for Standard & Poor’s Research Insight, October 2010.
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average debt ratio. Therefore, the proposed NSP-MN capital structures do not raise concerns
about equity ratios that are too low to ensure the financial health of the Company.
Based on the above analysis, the OES concludes that NSP-MN’s proposed 2011 capital
structures are appropriate.
B.

CONTINGENCIES
1.

Common Equity Ratio

NSP requests a ±10 percent contingency range around the requested common equity ratio. This
range is as follows:

Common Equity

Estimated Contingency Range
Average
Low
High
52.1%
46.89%
57.31%

The OES concludes that this range is reasonable because it provides the Company with adequate
financial flexibility, keeps NSP-MN on sound financial footing and allows the Commission
sufficient oversight. The Company has also identified planned equity infusions from Xcel that
will keep the common equity ratio within the proposed range.
2.

Short-Term Debt and Total Capitalization
a.

Short-term debt

NSP requests a contingency to issue short-term debt not to exceed 15 percent of total
capitalization at any time while the 2011 Capital Structure is in effect. This request for flexibility
is consistent with the flexibility allowed by the Commission for the 2010 Capital Structure. The
OES concludes that the 15 percent cap will allow the Company needed and reasonable flexibility
given short-term fluctuations in the Company’s revenues and expenditures.
b.

Total capitalization

The proposed total capitalization of $8,100 million includes a contingency amount of $439
million, or about 5.7 percent of the total capitalization. This proposed contingency would allow
flexibility in the Company’s funding of utility construction and unforeseen business or financial
conditions that might develop during the year. In addition, the contingency is needed because,
during a refinancing, both the new and old debt issues may be outstanding temporarily beyond
the 60-day window that NSP-MN is allowed.
C.

CONTINUANCE OF THE VARIANCE FOR MULTI-YEAR CREDIT AGREEMENT

NSP-MN was granted a variance to Minnesota Rules part 7825.1000, subpart 6 in the 2006
Capital Structure Order allowing the Company to treat borrowings under a multi-year credit
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facility as captured in the short-term debt authorization of up to 15 percent of total capitalization.
The Commission also granted the Company a continuation of this variance in its 2007, 2008,
2009 and 2010 Capital Structure Orders. The variance was granted with the provision that the
Company report on its use of multi-year credit facilities. The Company includes that report as
Attachment C of this Petition.
NSP-MN states that it entered into a five-year revolving credit facility for $500 million in
December 2006. It replaced a $375 million, five-year credit facility that was signed by the
Company in April 2005. The upsizing of the credit facility was exercised to receive more
favorable fees and interest rates. The OES discusses these transactions further below.
1.

Frequency of Use and Amounts Borrowed

Attachment C of the Company’s filing (OES Attachment No. 2) shows that the Company
borrowed money under the five-year credit facility in November and December of 2008. The
total borrowing in 2008 was $67.42 million. The Company borrowed no money in 2009 or 2010
from this facility.
2.

Rates and Financing Costs

According to the Company, the borrowing (interest) rates averaged 3.94 percent for 2008 (Xcel
filing Attachment C, OES Attachment No. 2). For comparison, NSP-Minnesota paid 3.93
percent interest for a loan received in November 2008 from Xcel’s money pool and 3.50 percent
for a loan received in December 2008 from Xcel’s money pool (the same two months for which
Xcel used its money facility) (Xcel’s Attachment E, Docket No, E,G002/S-09-1161).
As indicated earlier, the Company did not use its credit facility in 2009 and 2010.
Based on the above comparison, which indicates that the Company’s use of the five-year credit
facility resulted in comparable interest rates to those from Xcel’s money pool, and since the
credit facility allows NSP-MN easier access to short-term financing at potentially lower rates, the
OES concludes that the costs of the Credit Facility are reasonable. (The OES provided a detailed
discussion of this issue in its comments in Docket No. E,G002/S-09-1161).
3.

Intended Uses of Financing

The current five-year revolving credit facility is used primarily for commercial paper back-up but
can also provide for direct borrowings from the banks which support the credit agreement. In
addition, letters of credit may be issued under the revolving credit facility. OES Attachment No.
2, page 3 of 3 shows the frequency of borrowings under the five-year facility from January 2008
through July 2010. As can be seen from Page 3 of 3, there were no direct borrowings under the
multi-year credit facility between January 2009 and July 2010. During this time NSP-MN used
its commercial paper program. However, as noted above, in November 2008 and December
2008 NSP-MN temporarily used its credit facility for direct borrowings due to the lack of
liquidity in the short-term debt markets.
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4.

Continuation of the Variance to Minn. Rule Part 7825.1000, Subpart 6

The Company asserts in its 2010 Petition that the requested variance meets the three-part test for
variance as provided for by Commission rules under Minn. Rule 7829.3200. The three parts of
the test are:
a. Enforcement of the rule would impose an excessive burden upon the applicant or
others affected by the rule;
b. Granting the variance would not adversely affect the public interest; and
c. Granting the variance would not conflict with standards imposed by law.
The Company supports its assertion as follows:
1.

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

As discussed in the OES No. 2 Attachment, the Company’s request involves the use of a multiyear credit facility as if it were short-term debt. If this variance is not allowed, the burden is that
such direct borrowings under a multi-year credit facility would not be available, unless the
Commission allows greater flexibility with regard to long-term debt. Because the purposes and
manner in which these funds will be used resemble traditional use of short-term securities, OES
concludes that any borrowing from the multi-year credit facility should be counted with the
short-term debt and should be subject to the 15 percent limit. Without the ability to use these
facilities, an additional burden may be an unfavorable reaction by credit rating agencies that view
these as enhanced liquidity structures without which fewer financing options would exist and that
could lead to increased financing costs and fees.
2.

Granting the variance would not adversely affect the public interest

The Commission retains oversight over these types of issues though annual capital structure
filings, the 15 percent limit, the equity ratio, and the equity ratio ranges. These parameters assure
that the Company will continue to have a capital structure that meets the public interest. In
addition, these instruments allow the Company to lock in liquidity and fee structures for several
years, which is also in the public interest.
3.

Granting the variance would not conflict with standards imposed by law

This variance would not conflict with law. The Company believes the continued granting of the
variance is appropriate. Because the intended use of such facilities is to meet short-term funding
requirements, the Company believes that the granting of this variance offers the most direct and
consistent way of addressing this issue.
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The OES concludes that the years of experience with the multi-year facility confirms, to date, the
assertions of the Company. The OES analyzed the benefits of granting the Company’s requested
variance in detail in the Company’s last capital structure petition (Docket No. E,G002/S-091161). Based on its earlier analysis, the OES concluded that the variance met the three
conditions required under Minn. Rule 7829.3200. Further information regarding the Company’s
use of the credit facility confirms that conclusion. Thus, the OES concludes that its analysis of
the requested variance in the Company’s prior capital structure petition remain valid for the
Company’s current request for a variance as well. Therefore, the OES recommends that the
Commission authorize a continuation of the variance.
D.

FLEXIBILITY TO ISSUE SECURITIES

As discussed earlier in these comments, NSP-MN expects the following security issuances in
2011:
 $187.5 million equity infusion from its parent company, Xcel Energy Inc.;
 $300 million of long-term debt; and
 short-term debt, not to exceed 15 percent of total capitalization.
The proceeds from these issuances will be used to repay short-term debt, fund NSP-MN’s Utility
Construction Program, investments in the utility money pool, loan to NSP-WI and NSP-MN’s
Nuclear Corporation, and for other general corporation purposes.
E.

ADDITIONAL FIILNG REQUIREMENTS
1.

Commission Order in Docket No. E,G999/CI-08-1416

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

In addition to the information currently provided, the utilities’
annual capital structure filings shall include an exhibit
providing a general projection of capital needs, projected
expenditures, anticipated sources, and anticipated timing,
with the understanding that such exhibit is not intended to
require dollar-for-dollar on the uses identified in the exhibit
or to limit issuances to project-specific financing. The
exhibit need not list short-term, recurring security issuances.

3.

Starting with the utilities’ next annual capital structure
filings, the utilities shall include a report of actual issuances
and uses of the funds from the prior year. The report will be
for information purpose only and need not cover short-term,
recurring security issuances.
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Xcel’s Attachment N provides the general projections of capital needs and expenditures as
required by Point 1 of the Commission’s May 12 Order. NSP-MN projects about $1,227.4
million investment in 2011, which includes nuclear projects, wind projects, transmission projects
and distribution system improvements. Xcel’s Attachment H (OES Attachment No. 3) provides
the estimated funding sources of equity, long-term debt, short-term debt and internal funds
(retained earnings financing). Attachment N also provides projections of NSP-MN’s
expenditures over the period 2012 through 2015.
Based on the above discussion and its review of Xcel’s petition, the OES concludes that Xcel’s
petition complies with the requirements of Point 1 of the Commission’s May 2009 Order.
Regarding Point 3 of the Commission’s May 12, 2009 Order, the Company summarizes its
issuance activities in 2010 as follows (Attachment H of the Company’s Petition):
 Equity Infusion: $125 million; and
 Long-Term Debt: $500 million of First Mortgage Bonds issued on August 11, 2010
and $175 million of First Mortgage Bond redeemed on August 1, 2010.
The proceeds from the equity infusion and the long-term debt issuances were used to retire
existing long-term debt, to maintain an appropriate capital structure and to finance the
Company’s investments in 2010.
A comparison between the actual and projected 2010 uses is provided in the first two columns of
the Company’s Attachment N. However, the first column provides totals of year-to-date actual
and estimated investments combined rather than the actual investments only. In response to
OES’s request, the Company provided this additional information, which is shown in a revised
Attachment N, (OES Attachment No. 5). As noted earlier, Attachment H (OES Attachment No.
3) also provides the Company’s Actual issuances in 2010.
Based on its review of Xcel’s petition, the discussion above and the supplemental information
provided by Xcel, the OES concludes that Xcel’s petition complies with Point 3 of the
Commission’s May 12, 2009 Order.
2.

Commission Order in Docket No. E,G002/S-09-1161

On January 15, 2010, the Commission issued an Order in Xcel’s petition for approval of its
Capital Structure for issuance of securities.
Point 2 of the Commission’s Order states:
The Company shall develop and use in its next annual securities
filing, a schedule showing, for various time periods, the planned
investment for each project.
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The Company’s petition included Attachment N which shows NSP-MN’s projected investment
by projects for each of the years 2010 through 2015. Based on its review of the Company’s
Attachment N, the OES concludes that the Company’s filing complies with the requirements of
Point 2 of the Commission’s January 15, 2010 Order.
F.

PERMISSION TO USE RISK-MANAGEMENT INSTRUMENTS

The Company requests that the Commission continue to allow the Company to use riskmanagement instruments when appropriate to manage price, duration, or interest-rate risk on
securities. The OES concludes that it is reasonable to allow the Company the flexibility to use
these instruments provided that they are consistent with the goal of ensuring that costs are
reasonable. The Company’s use of the instruments should also be consistent with NSP-MN’s
corporate risk-management policy and required officer approvals. Only instruments that qualify
for hedge accounting treatment under ASC No. 815 should be considered.
The Commission required the Company to report on any use of these instruments in its next
capital structure filing. NSP-MN provided the following information:
On Tuesday July 21, 2009; Friday July 31, 2009; and Tuesday
August 11, 2009 Northern States Power Company Minnesota
(“NSPM”) entered into forward starting swap transaction with
locked rates of 4.275%, 4.355%, and 4.4875% respectively. Each
carried notional amounts of $50 million for a total of $150 million,
or one half of the full $300 million anticipated debt issuance.
Royal Bank of Scotland (“RBS”) Global Banking & Markets was
the counterparty in all of the transactions. On November 9, 2009
NSP-MN issued $300 million, 30-year first mortgage bonds at a
coupon rate of 5.35 percent. At that time the Company unwound
(closed) its forward starting swap.3 The net cost of the hedging
positions (forward starting swaps) to NSP-MN was $3,208,603. At
the present, NSP-MN does not have any outstanding Risk
Management Instruments.
This information indicates generally that the cost of the Risk Management Instruments are
reasonable. As a result the OES recommends that the Commission continue the approval of the
Company’s use of risk-management instrument.

3

For complete details see Attachment B of NSP-MN’s December 7, 2009 compliance filing in Docket Nos.
E,G999/CI-08-1416 and E,G002/S-08-1180.
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IV.

SUMMARY AND RECOMMENDATION

The OES recommends that the Commission take the following actions regarding NSP’s capital
structure request:
•

Approve NSP-MN’s requested 2011 capital structure; this approval will be in effect
until the 2012 Capital Structure Order is issued;

•

Approve a ±10 percent range around NSP-MN’s common equity ratio of 52.1 percent
(i.e., a range of 46.89 to 57.31 percent);

•

Approve NSP-MN’s short-term debt issuance not to exceed 15 percent of total
capitalization at any time while the 2011 Capital Structure is in effect;

•

Approve NSP-MN’s total capitalization contingency of $439 million (i.e., a total
capitalization of $8,100 million, including the $439 million);

•

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





How often they are used;
The amount involved;
Rates and financing costs; and
The intended uses of the financing;

•

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

•

Require NSP-MN to obtain Commission’s preapproval of any issuance expected to
result in the Company remaining outside the Contingency ranges for more than 60
days; and

•

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

•

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

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

•

Within 20 days of each non-recurring security issuance, NSP-MN shall file for
information purpose only an after-the-fact report providing the following information:
1) the type of security issued; 2) the total amount issued; 3) the purpose of the
issuance; 4) the issuance cost associated with the security issuance; and 5) the total
cost of the security issuance, including details such as interest rate or cost per share of
common equity issued.
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MN
55402

Paper Service

No

OFF_SL_10-1158_S-101158

David W.

Niles

Avant Energy Services

Suite 300
Paper Service
200 South Sixth Street
Minneapolis,
MN
55402

No

OFF_SL_10-1158_S-101158

Joseph V.

Plumbo

Local Union 23, I.B.E.W.

932 Payne Avenue

Paper Service

No

OFF_SL_10-1158_S-101158

MSarafolean@gerdauameri Gerdau Ameristeel US, Inc. 4221 W Boy Scout Blvd Ste Paper Service
steel.com
600

No

OFF_SL_10-1158_S-101158

Paper Service

No

OFF_SL_10-1158_S-101158

Electronic Service

No

OFF_SL_10-1158_S-101158

St. Paul,
MN
55130
Michael

Sarafolean

Tampa,
FL
33607
Richard

Savelkoul

rsavelkoul@felhaber.com

Felhaber, Larson, Fenlon & 444 Cedar St Ste 2100
Vogt, P.A.
St. Paul,
MN
55101-2136

Kathleen D.

Sheehy

kathleen.sheehy@state.mn Office of Administrative
.us
Hearings

PO Box 64620
St. Paul,
MN
551640620

Byron E.

Starns

byron.starns@leonard.com Leonard Street and
Deinard

150 South 5th Street
Suite 2300
Minneapolis,
MN
55402

Paper Service

No

OFF_SL_10-1158_S-101158

James M.

Strommen

jstrommen@kennedygraven.com

470 U.S. Bank Plaza
Paper Service
200 South Sixth Street
Minneapolis,
MN
55402

No

OFF_SL_10-1158_S-101158

SaGonna

Thompson

Regulatory.Records@xcele Xcel Energy
nergy.com

414 Nicollet Mall FL 7

No

OFF_SL_10-1158_S-101158

No

OFF_SL_10-1158_S-101158

Kennedy & Graven,
Chartered

Electronic Service

Minneapolis,
MN
554011993
Lisa

Veith

City of St. Paul

400 City Hall and
Paper Service
Courthouse
15 West Kellogg Blvd.
St. Paul,
MN
55102
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karen

finstad hammel

N/A

Office of the Attorney
General - DOC

1400 Bremer Tower
445 Minnesota St
St Paul,
Mn
55101

Paper Service

No

OFF_SL_10-1158_S-101158
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