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SOUTHWESTERN PUBLIC SERVICE COMPANY’S
RESPONSE TO AXM’s ELEVENTH REQUEST FOR INFORMATION
QUESTION NOS. 11-1 THROUGH 11-7

Southwestern Public Service Company (SPS) files this response to AXM’s Eleventh Request

for Information.
1. WRITTEN RESPONSES

SPS’s written responses to the AXM’s Eleventh Request for Information are attached and
incorporated by reference. Each response is stated on or attached to a separate page on which the
request has been restated. SPS’s responses are made in the spirit of cooperation without waiving
SPS’s right to contest the admissibility of any of these matters at hearing. Pursuant to P.U.C. PROC.
R. 22.144(c)(2)(A), each response lists the preparer or person under whose direct supervision the
response was prepared and any sponsoring witness. When SPS provides certain information sought
by the request while objecting to the provision of other information, it does so without prejudice to

its objection in the interests of narrowing discovery disputes pursuant to P.U.C. PRoC.

SOAH Docket No. 473-06-2536; PUC Docket No. 32766
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AXM'’s Eleventh Request for Information
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R. 22.144(d)(5). Pursuant to P.U.C. PROC. R. 22.144(c)(2)(F), SPS stipulates that its responses may
be treated by all parties as if they were made under oath.

II. INSPECTIONS.

If responsive documents are more than 100 pages but less than eight linear feet in length, the
response will indicate that the attachment is VOLUMINOUS and, pursuant to P.U.C. PROC.
R. 22.144(h)(2), the attachment will be made available for inspection at SPS’s voluminous room at
1150 Capitol Center, 919 Congress Ave., Austin, Texas 78701, telephone number (512) 476-7137.
If a response or the responsive documents are provided pursuant to the protective order in this
docket, the response will indicate that it or the attachment is either CONFIDENTIAL or HIGHLY
SENSITIVE as appropriate under the protective order. Highly sensitive responses will be made
available for inspection at SPS’s voluminous room, unless they form a part of a response that
exceeds eight linear feet in length; then they will be available at their usual repository in accordance
with the following paragraph. Please call in advance for an apﬁointment to ensure that there is
sufficient space to accommodate your inspection.

If responsive documents exceed eight linear feet in length, the response will indicate that the
attachment is subject to the FREIGHT CAR DOCTRINE, and, pursuant to Commission Procedural
Rule 22.144(h)(3), the attachment will be available for inspection at its usual repository, SPS’s
offices in Amarillo, Texas, unless otherwise indicated. SPS requests that parties wishing to inspect
this material provide at least 48 hours’ notice of their intent by contacting Steven D. Arnold of
Hinkle, Hensley, Shanor & Martin, L.L.P., 1150 Capitol Center, 919 Congress Ave., Austin, Texas
78701; telephone number (512) 476-7137; facsimile transmission number (512) 476-7146.
Inspections will be scheduled to accommodate all requests with as little inconvenience to the

requesting party and to SPS’s operations as possible.
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RESPONSES

QUESTION NO. 11-1:

For the period from 2000 through 2006, please provide a copy of all prior testimony prepared
by or for each witness who submitted testimony in this proceeding (Docket No. 32766) in
any other regulatory or judicial proceeding.

RESPONSE:

A hard copy of all prior testimony prepared by or for each witness in this proceeding would
be subject to the FREIGHT CAR DOCTRINE as defined by the Commission’s Procedural
Rules. To provide greater access to the requested materials, SPS will provide the requested
information electronically on CD to all parties. SPS requires additional time to prepare the
CD and will supplement this response on August 11, 2006.

Preparer: Jeannette McFarlin
Sponsor: All witnesses
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QUESTION NO. 11-2:

Regarding the recent property tax law changes enacted by the Texas Legislature in 2006,
please explain how SPS is treating any property tax reductions it may experience as a result
of those changes.

RESPONSE:

Refer to SPS’s response to Question Nos. AG-3-21 to Staff’s Third Request for Information
and TIEC4-27.

Preparer: Paul Simon
Sponsor: Timothy L. Willemsen
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QUESTION NO. 11-3:

Regarding the recent property tax law changes enacted by the Texas Legislature in 2006,
please provide all documentation related to SPS’ calculation of its property tax obligations
before such changes and after those changes.

RESPONSE:

Refer to SPS’s response to Question Nos. AG-3-21 to Staff’s Third Request for Information

and TIEC4-27.

Preparer: Paul Simon
Sponsor: Timothy L. Willemsen
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QUESTION NO. 11-4:

Please explain in detail SPS’ treatment of property taxes in its rate filing package and the
amount of property taxes in Texas SPS seeks to recover from ratepayers in Texas.

RESPONSE:
The test period level of property tax expense is included as an operating expense in taxes
other than income. Refer to Attachment TLW-1 to the Direct Testimony of Timothy L.
Willemsen, Volume RR-182 at Bates Stamp page 299.

Preparer: Timothy L. Willemsen
Sponsor: Timothy L. Willemsen
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QUESTION NO. 11-5:

Please identify any disputes Xcel may have with the Internal Revenue Service (IRS)
regarding the deductibility of Xcel’s company-owned life insurance expenses.

RESPONSE:

Refer to Exhibit AXM11-5 for discussion from Xcel Energy’s 10Q for the second quarter of

2006.

Preparer: Christopher A. Arend
Sponsor: Christopher A. Arend
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QUESTION NO. 11-6:

For any dispute identified in response to the immediately preceding request for information,
please explain the amount of company-owned life insurance expenses SPS seeks to recover
through rates in Texas.

RESPONSE:

SPS is not seeking to recover any company-owned life insurance expenses through rates in
Texas.

Preparer: Christopher A. Arend
Sponsor: Christopher A. Arend
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QUESTION NO. 11-7:

Please explain in detail whether SPS seeks to recover from Texas ratepayers any penalties or
estimated penalties that may be associated with an IRS ruling that would disallow the
deductibility of Xcel’s company-owned life insurance expenses, and if so, the amount of
such penalties or estimated penalties SPS seeks to recover from Texas ratepayers through its
pending rate request (i.e., Docket No. 32766).

RESPONSE:

SPS is not seeking to recover any penalties or estimated penalties associated with the
corporate-owned life insurance dispute discussed above.

Preparer: Christopher A. Arend
Sponsor: Christopher A. Arend
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Certificate of Service

I certify that on the/ D" day of August 2006, a true and correct copy of the foregoing
instrument was served on all parties of record by hand delivery, Federal Express, regular first class

mail, certified mail, or facsimile transmission.
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AXM'’s Eleventh Request for Information
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Exhibit AXM11-5

UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

‘Washington, D.C, 20549

FORM 10-Q

E  QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES
EXCHANGE ACT OF 1934 .

For the quarterly period ended June 30, 2006
or .
G  TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES
EXCHANGE ACT OF 1934
For the transition perfod from to
Commission File Number: 1-3034

Xcel Energy Inc. ‘

{Exact name of registrant as specified in its charter)

Minnesota - 41-0448030

(State or other jurisdiction of . (ILR.S. Employer Identification No.)
incorporation or organization) . ]
414 Nicollet Mall, Minneapolis, Minnesota I 55401
. (Address of principal executive offices) . C . (Zip Code)
[ . Reg:strant’s telephone mumber, including area code (612) 330-5500

Indlcate by check makahether the registrant (1) has filed all reponsreqmred to be filed by Sechon 13 or 15(d) of the Secuntm
Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was required to file such reports),
and-(2) has been subject to such filing requirements for the past 90 days. 1= Yes EINo

Indicate by check mark whether the registrant is a Jarge accelerated filer, an ‘accelerated filer or a non-accelerated filer. See definition
of “accelerated filer and large accelerated filer™ in Rule l2b—2 of the Exchange Act. (Check one):

_y Large Accelerated Filer X1 Accelerated Filer O - Non-Accelerated Filer J

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act). O Yes [XI No

‘Indicate the mimber of shares outstanding of each of the issuer’s classes of commofx stock, as of the latest practicable date.

__Class ' Ontstanding at July 28, 2006
Common Stock, $2.50 par value . 405,967,399 shares

Page 1 of 47
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Exhibit AXM11-5

PART I — FINANCIAL INFORMATION Page 3 of 47
Item 1. Financial Statements

XCEL ENERGY INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF INCOME (UNAUDITED)

(Thousands of Dollars, Except Per Share Data) Three Months Eaded June 30, Six Monthe Ended June 30
2006 2005 __ 2005

" Interest chargw— mcluda other financing costs of $6 393, $6 418
312‘605 and 3197 A ivels

e R 2

il Re

See Notes to Consolidated Financial Statements
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XCEL ENERGY INC, AND SUBSIDIARIES Page 4 of 47
CONSOLIDATED STATEMENTS OF CASH FLOWS (UNAUDITED)
(Thousands of Dellars, Except Per Share Data)

; SRR = RSV :
Issuance of eummon stock for reinvested dmdendsandle‘ $ 37095 § 30114

See Notes to Consolidated Financial Statements
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XCEL ENERGY INC. AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS (UNAUDITED)
(Thousands of Dollars)

Matenals and sgpphes mventonw —at avcrage cost

See Notes to Consolidated Financial Statements

55-5 i

Exhibit AXM11-5
Page 5 of 47
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Exhibit AXM11-5

4 Page 6 of 47

XCEL ENERGY INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF COMMON STOCKHOLDERS' EQUITY
AND COMPREHENSIVE INCOME

(UNAUDITED)
(Thousands)
Common Stack Isseed Accamulated
— Capmlim Other
Number Excess of Reuhod Comprehnsive Stackholdr.rs
alne g Inco

See Notes to Consolidated Financial Statements
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Exhibit AXM11-5

XCEL ENERGY INC. AND SUBSIDIARIES - ’
CONSOLIDATED STATEMENTS OF COMMON STOCKHOLDERS’ EQUITY

AND COMPREHENSIVE INCOME
(UNAUDITED)
(Thousands)
Common Stock Jssned Accamalated
Capitalin Other atal
or?mw Excess of Rzm?l«l Comprel ’ St ‘ iders’

Par Vllue
2r3s

5,433 35,200 o
'anceat.mneso zoos R 405,560 $ 1,013,901 § 45012!799 632,:_:5 903!713) sgsssggs

See Notes to Consolidated Financial Slafemenfs

Page 7 of 47
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Exhibit AXM11-5
XCEL ENERGY INC. AND SUBSIDIARIES Page 8 of 47
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (UNAUDITED)

In the opinion of management, the accompanying unaudited consolidated financial statements contain all adjustments necessary to
present fairly the financial position of Xcel Energy Inc. and its subsidiaries (collectively, Xcel Energy) as of June 30, 2006, and

Dec. 31, 2005; the results of its operations and changes in stockholders’ equity for the three and six months ended June 30, 2006 and
2005; and its cash flows for the six months ended June 30, 2006 and 2005. Due to the seasonality of Xcel Energy’s electric and naturat
gas sales, such interim results are not necessarily an appropriate base from which to project annual results.

1, Significant Accounting Policies

Except to the extent updated or described below, the significant acconnting policies set forth in Note 1 to the consolidated financial
statements in Xcel Energy’s Annual Report on Form 10-K for the year ended Dec. 31, 2005 appropriately represent, in all material

_ Fespects, the current status of accounting policies, and are incorporated herein by reference.

Statement of Financial Accounting Standards (SFAS) No. 123 (Revised 2004) — “Share Based Payment” (SFAS No. 123R} —In

-December 2004, the Financial Accounting Standards Board (FASB) issued SFAS No. 123R related to equity-based compensation.

This statement replaces the original SFAS No. 123 — “Accounting for Stock-Based Compensation.” Under SFAS No. 123R,
companies are no longer allowed to account for their share-based payment awards using the intrinsic value method, which did not
require any expease to be recorded on stock options granted with an equal to or greater than fair market value exercise price. Instead,
equity-based compensation arrangements will be measured and recognized based on the-grant-date fair value using an option-pricing
model (such as Black-Scholes or Binomial) that considers at least six factors identified in SFAS No. 123R. An expense related fo the
difference between the grant—date fair value and the purchase price would be recognized aver the vesting period of the options. Under
previous gmdanoe, companm were allowed 10 initially estimate forfeitures or recognize them as they aciually occurred. SFAS No. -
123R requires companies to estimate forfeitures on the date of grant and to adjust that estimate when information becomes available
that suggests actual forfeitures will differ from previous estimates. Revisions to forfeiture estimates will be recorded as a cumulative
effect of a change in accounting estimate in the period in which the revision occurs.

Previous accounting guidance allowed for compensation expense related to share-based payment awards to be reversed if the target
was not met. However, under SFAS No. 123R, compensation expense for share-based payment awards that expire unexercised due to
the company’s failure to reach a cextain target stock price cannot be reversed. Any accruals made for Xcel Energy’s restricted stock
unit award that was granted in 2004 and is based on a total shareholder return (TSR) cannot be reversed if the target is not met.
Implementation of SFAS No. 123R is required for annual periods beginning after June 15, 2003. Xcel Encrgy adopted the provisions
in the first quarter of 2006, Since stock options had vested and other awards were recorded at their fair values prior to unplementatmn
of SFAS No. 123R, implementation did not have a material impact on nct income or earnings per share. Pro forma net income under
SFAS No. 123R for the quarter ended and year-to-date June 30, 2005 would not have been materially different than what was
recorded.

Since the vesting of the 2004 restricted stock units is predicated on the achievement of a market conditton, the achievement of a TSR,
the fair value used to calculate the expense related to this award is based on the stock price on the date of grant ad_]usted for the

- uncertainty surrounding the achievement of the TSR_ Since the vestmg of the 2005 and 2006 restricted stock units is predicated on the

achievement of a performance condition, the achievement of an earnings per share or environmental measures target, fair values used
to calculate the expense on these plans are based on the stock price on the date of grant. The performance share plan awards have been
historically settled partially in cash and therefore do not qualify as an equity award; but are accounted for as a liability award. As a

‘Tiability award, the fair vatue on which expense is based is remeasured each period based on the current stock price, and final expense

is based on the market value of the shares on the date the award is settled. Compensation expense related to share-based awards of
approxitmately $13.9 million and $16.8 million was recorded in the seconrd quarter of 2006 and 2005, respectively. Compensation
expense related to share-based awards of approximately $21.0 million and $19.6 million was recorded in the first six months of 2006
and 2005, respectively. As of June 30, 2006, there was approximately $33.6 million of total unrecognized compensation cost related to
non-vested share-based compensation awards. Total unrecognized compensation expense will be adjusted for future changes in
estimated forfeitures. We expect to recognize that cost over a weighted-average period of 1.6 years. The amount of cash used to settle
these awards was $11.3 million and $3.6 million for the first six months of 2006 and 2005, respectively.

- There have been no material changes to outstanding stock options in the second quarter of 2006,

See Note 9 to the consolidated financial statements in Xcel Energy’s Annual Report on Form 10-K for the year ended Dec. 31, 2005
for a description of Xcel Energy’s stock-based plans.

Metro Emissions Reduction Project (MERP) Accounting — Allowance for funds used during construction (AFDC) is an amount
capitalized as a part of construction costs representing the cost of financing the construction. Generally these costs are recovered from

‘customers as the related property is depreciated. The Minnesota Public Utilities Commission (MPUC) has approved a more current

8
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Exhibit AXM11-5

recovery of the financing costs related to the MERP. The in-service plant costs, including the financing costs during construction, are Page 9 of 47
recovered from customers through a MERP rider resulting in a lower recognition of AFDC.

FASB Interpretation No, 48 (FIN 48) — In July 2006, the FASB issued FIN 48, “Accounting for Uncertainty in Income Taxes —an
interpretation of FASB Statement No. 109™. FIN 48 prescribes a comprehensive financial statement mode! of how a company should
recognize, measure, present, and disclose uncertain tax positions that the company has taken or expects to take in its income tax
returns. FIN 48 requires that ontly income tax benefits that meet the “more likely than not” recognition threshold be recognized or
continue to be recognized on the effective date. Initial derecognition amounts would be reported as a cumulative effect of a change in
accounting principle.

. FIN 48 is effective for fiscal years begmnmg after Dec. 15, 2006. Xcel Energy is assessing the impact of the new gmdanoe on all of

its open tax positions.

Reclassifications — Certain items in the statements of income, balance sheets and the statements of cash flows have been reclassified
from priot-period presentation to conform to the 2006 presentation. These reclassifications had no effect on net income or earings per
share. The reclassifications were primarily related to the presentation of Quixx Corp. (Quixx), a former subsidiary of Xcel Energy’s
non-regulated subsidiary, Utility Engineering (UE), that partners in cogeneration projects, as discontinued operations.

2. Discontinued Operations

A summary of the subsidiaries presented as discontinued operations is discussed below. Results of operations for divested businesses
and the results of businesses hefd for sale are reported for all periods presented on a net basis as discontinued operations. In addition,
the assets and Hiabilities of the businesses divested and held for sale in 2006 and 2005 have been reclassificd to assets and liabilities
held for sale in the accompanying Consolidated Balance Sheets.

" Assets held for sale are valued on an asset-by-asset basis at the lower of carrying amount or fair value less costs to sell. In applying

those provisions, management considered cash flow analyses, bids and offers related to those assets and businesses. Assets held for
sale are not depreciated. Amounts previously reported for 2005 have been restated to conform to the 2006 discontinued operations
presentation.

Regulated Utility Segments

During 2004, Xcel Energy reached an agreement to sell its regulated electric and naturat gas subsidiary, Cheyenne Light Fuel and
Power Company (CLF&P). The sale was completed on Jan. 21, 2005.

Nonregnlated Subsidiaries — AJl Other Segment

" Utility Engineering — In March 2005, Xcel Energy agreed to sell UE to Zachry Group, Inc. (Zachry). In April 2005, Zachry acquired
. all of the outstanding shares of UE. Xccl Energy recorded an insignificant loss in the first quarter of 2003 as a result of the transaction.

In August 2005, Xcel Energy's board of directors approved management’s plan to pursue the sale of Quixx, which was not included in
the sale of UE to Zachry. .

- Seren — On Sept. 27, 2004, Xcel Energy’s board of directors approved managetent’s plan to pursue the sale of Seren Innovations,

Inc., a wholly owned broadband subsidiary. On May 25, 2005, Xce! Enérgy reached an agreement to sell Seren’s California assets to
WaveDivision Holdings, LLC, which was completed in November 2005. In July 2005, Xcel Energy reached an agreement to sell
Seren’s Minnesota assets to Charter Communications, which was completed in January 2006.

-NRG — In December 2003, Xcel Energy divested its ownership interest in NRG Energy Inc. (NRG), a former independent power

production subsidiary that had filed for bankruptcy protection in May 2003, Cash flows from receipt of NRG-related deferred income
tax benefits occurred in 2004 and 2005. Approximately $385 million of remaining deferred tax benefits related to NRG are classified
as a component of discontinued operations assets listed below.
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Summarized Financial Results of Discontinued Operations

{Thousands of doliars) Ut ments All Other Total

Six months ended June 30, 2005
T, SESER g

Bpel

The major classes of assets and liabilities held for sale and related to discontinued operations are as follows:

(Thousands of dollars) ) June 30, 2006 31

ccounts payable
- Eithe 3

10

Page 10 of 47
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3. Tax Matters — Corporate-Owned Life Insurance

Interest Expense Deductibility — As previously disclosed, in April 2004, Xcel Energy filed a lawsuit against the U.S. government in
the U.S. District Court for the District of Minnesota to establish its right to deduct the policy Joan interest expense that had accrued
during tax years 1993 and 1994 on policy loans related to its company-owned life insurance (COLI} policies that insured certain fives
of employees of Public Service Company of Colorado (PSCo). These policies are owned and managed by PSR Investments, Inc.
(PSRI), a wholly owned subsidiary of PSCo.

Afier Xcel Energy filed this suit, the JRS sent its two statutory notices of deficiency of tax, penalty and interest for taxable years 1995
through 1999. Xcel Energy has filed U.S. Tax Court petitions challenging those notices. Xcel Energy anticipates the dispute relating
to its claimed interest expense deductions for tax years 1993 and later will be resolved in the refund suit that is pending in the
Minnesota federal district court and the Tax Court petitions will be held in abeyance pending the outcome of the refund litigation.
;(uc:; Energy has also been notified by the IRS that a statutory notice of deficiency for tax years 2000 through 2003 will be issued in

ird quarter 2006.

On Oct. 12, 2005, the district court denied Xcel Energy’s motion for summary judgment on the grounds that there were disputed
issues of material fact that required a trial for resolution. At the same time, the district court denied the government's motion for
summary judgment that was based on its contention that PSCo had lacked an insurable interest in the lives of the employees insured
under the COLI policies. However, the district court granted Xcel Energy’s motion for partial summary judgment on the grounds that
PSCo did have the requisite insurable interest.

On May 5, 2006, Xcel Energy filed a second motion for summary judgment. Oral argumenis are scheduled to be presented on Aug. 8,
2006. If this motion is denied, the district court has ordered the parties to be ready for trial by Jan. 2, 2007.

Xcel Energy believes that the tax deduction for interest expense on the COLI poticy loans is in full compliance with the tax law.
Accordingly, PSRI has not recorded any provision for income tax or related interest or penalties that may be iraposed by the IRS, and
has continued to take deductions for interest expense related to policy loans on its income tax returns for subsequent years. As
discussed above, the litigation could require several years to reach final resolution. Defense of Xcel Energy's position may require
significant cash outlays, which may or may not be recoverable in a court proceeding. Although the ultimate resolution of this matter is
uncertain, it could bave a material adverse effect on Xcel Energy’s financial position, results of operations and cash flows.

Shouid the IRS ultimately prevail on this issue, tax and interest payable through Dec. 31, 2006, would reduce retained earnings by an
estimated $419 million. In 2004, Xcel Energy received formal notification that the IRS will seck penalties. If penalties (plus
associated interest) also are included, the total exposure through Dec. 31, 2006, is approximately $497 million. Xcel Energy annual
earnings for 2006 would be reduced by approximately $44 million, after tax, or 10 cents per share, if COLI interest expense
deductions were no longer available.

4. Rates and Regulation

Midwest Independent Transmission System Operator, Inc. (MISQ) Operations — Two of Xcel Energy’s regulated utility
subsidiaries, Northern States Power Company, a Minnesota corporation (NSP-Minnesota), and Northem States Power Company, a
Wisconsin corporation (NSP-Wisconsin), are members of the MISO. The MISO is a regional transmission orm:zaﬁon (RTQ) that
provides transmission tariff administration services for electric transmission systems, including those of NSP-Minnesota and NSP-
‘Wisconsin. In 2002, NSP-Minnesota and NSP-Wisconsin received all required regulatory approvals to transfer functional control of
their high voltage (100 kilovolts and greater) transmission systems to the MISO. The MISO exercises functional contral over the
operations of these facilities and the facilities of certain neighboring electric utilities. On April 1, 2005, MISO initiated a regional Day
2 wholesale energy market pursuant to its transmission and energy markets tariff.

MISO Cost Recovery

While the Day 2 market is designed to provide efficiencies through region-wide generation dispatch and increased reliability, there are
costs associated with the Day 2 market. NSP-Minnesota and NSP-Wisconsin have attempted to address these costs with regulators in
their respective jurisdictions as outlined below.

On Feb. 24, 2006, the MPUC ordered jurisdictional investor-owned utilities in the state, including NSP-Minnesota, to participate with
the Minnesota Department of Commerce and other parties in & proceeding to evaluate suitability of recovery of some of the

MISO Day 2 energy market costs.in the variable fsel cost adjusiment (FCA). The Minnesota utilities and other parties filed a joint
report with the MPUC on June 22, 2006 recommending pass-through of MISO energy market costs in the FCA, with the exception of
two components which would be included in base retail electric rates in a future rate case upon a showing of MISO regional market
benefits. The two components are MISO Schedule 16, which recoups MISO costs for administration of financial transmission fights
(FTRs); and Schedule 17, which recoups the cost of MISO’s market computer systems and staff. The MPUC has requested written
comments on the joint report, and action by the MPUC in response to the recommendations in this report is anticipated sometime later
in 2006. An adverse MPUC

t1
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ruling on cost recovery of MISO Day 2 market costs could have a material financial impact on NSP-Minnesota, Page 12 of 47

On June 16, 2006, the Public Service Commission of Wisconsin (PSCW) issued its written order regarding the joint request for escrow
accounting treatment of MISO Day 2 costs made by NSP-Wisconsin and other Wisconsin wtilities. The order confirms continued
deferred accounting treatment for congestion costs, net line losses, and costs of acquiring FTRs not received in the MISO allocation
process, as previously authorized by the PSCW. The order also clarifies that deferral is authorized for several additional MISO Day 2
cost and revenue types not explicitly addressed in the original PSCW order issued March 29, 2005. While deferral for most of the
additional cost and revenue types was granted retroactive to April 1, 2005, a few types are deferrable beginning June 8, 2006. To date,
NSP-Wisconsin has deferred a total of approximately $6.2 miltion of MISO Day 2 costs.

Revenue fel araniee. es

On April 25, 2006, the Federal Energy Regulatory Commission (FERC) issued an order determining that MISO had incorrectly
applied its energy markets tariff regarding the application of the revenue sufficiency guarantee (RSG) charge to certain transactions.

- The FERC ordered MISQ to resettle all affected transactions retroactive to April 1, 2005. The RSG charges are collected from certain

MISO customers and paid to others. Based on the FERC order, Xcel Energy could be required to make net payments to MISO. The
FERC granted a rehearing on the issue for purposes of further consideration on June 23, 2006, and is expected to issue a final order
later in 2006. Xce! Energy has reserved $5.7 million in the event the FERC order is upheld on rehearing and appeal.

Joint gnd Common Wholesale Energy Market

On March 16, 2006, the FERC dismissed complaints filed by Wisconsin Public Service Corp. et al. (WPS) asking the FERC to order
MISO and the PJM Interconnection, Inc. (PYM) to establish a joint and common wholesale encrgy market (JCM) for the two
neighboring RTOs. Xcel Energy opposed the WPS complaints, arguing that MISQ and PIM are completing projects shown to be cost
beneficial to market participants, and a full JCM could substantially increase market opexations costs with limited benefits in terms of
energy savings. In dismissing the complaints, the FERC ruled the progress by MISO and PJM toward the JCM was satisfactory,

Ancillary Service Markets

MISO and its stakeholders are developing proposals to cstablish ancillary service markets within its footprint. The proposals would
increase market efficiency by providing a reduced allocation of generation contingency reserves for market participants and by
creating economic market opportunities to obtain alternative sources of generating reserves. The proposed implementation of these
market design improvements is scheduled for phase-in over the course of 2007, subject to project actions by MISO. NSP-Minnesota
signed a memoranda of understanding with MISO that permit NSP-Minnesota to participate in the development of agreements relating
to regional generation reserve sharing. The MISO generation reserve sharing pool agreement was executed by numerous parties.on
July 31, 2006; however, the agreement provides an “opt out™ in the event participation is lower than anticipated. Final participation
will be determined by Aug. 4, 2006. NSP-Minnesota and NSP-Wisconsin will participate through a collective of participants in the
existing Mid-Continent Area Power Pool generation reserve sharing agreement, which would be replaced by the MISO arrangement
for contingency reserves.

FERC Transmission Rate Case (PSCo and S‘PS ) — On Sept. 2, 2004, Xcel Energy filed on behalf of PSCo and Southwestern Public
Service Company (SPS) an application to increasc wholesale transmission service and ancillary service rates within the Xcel Energy

- joint open access transmission tariff. PSCo and SPS requested an increase in annual transmission service and ancillary services

revenues of $6.1 million. On Feb. 6, 2006, the parties in the proceeding submitted an uncontested offer of settlement that contains a
$1.6 million rate increase for PSCo, a formula transmission service rate for PSCo, a 10.5 percent rate of retun on common equity, and
the phiased inclusion of PSCo’s 345 kilovolt tie line costs in wholesale transmission service rates; the settlement results in a $1.1
million stated rate increase for SPS effective June 2005, and SPS can file a further rate increase effective Oct. 1, 2006, On April 5,
2006, the FERC issued an order approving the uncontested settlement, PSCo placed the final rates in effect on June 1, 2005 and issued
refunds of approximately $3.7 million.

Most transmission service users of the SPS system take service under the Southwest Power Pool (SPP) regional open access
wransmission tariff. On May 6, 2006, SPP submitted a compliance filing to the April 5, 2006, FERC order to inclode the SPS
settlement rates in the SPP tariff effective retroactive to June 1, 2005. Certain customer parties protested the SPP filing as inconsistent
with the Feb. 6, 2006 setlement. SPP and SPS filed answers responding 1o the protests. Final FERC action is pending.

Other Regulatory Matters — NSP-Minnesota

NSP-Minnesota Electric Rate Case — In November 2005, NSP-Minnesota requested an electric rate increase of $168 million or 8.05
percent. This increase was based on a requested 11 percent retum on comsnon equity, a projected common equity to total
capitalization ratio of 51.7 percent and a projected electric rate base of $3.2 billion. On Dec. 15, 2005, the MPUC authorized an
interimn rate increase of $147 million, subject to refund, which became effective on Jan, 1, 2006. In March 2006, the MPUC approved

* anew depreciation order, which lowered decommissioning accruals for 2006 from anticipated levels. Due to the seasonality of sales,
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the rate increase will not be recognized ratably throughout 2006. Page 13 of 47

On April 13, 2006, intervenors filed testimony regarding the Minnesota electric rate case. In its testimony, the Minnesota Department
of Commerce proposed an increase in annual revenues of approximately $90 million, 2 return on equity of 10.64 percent and a
proposed equity ratio of 51.37 percent, resulting in an overall return on rate base of 8.81 percent. The primary adjustments related to
retum on equity, nuclear decommissioning expense, ratemaking treatment of wholesale margins, adjustments to fuel expense and an
increase in sales volumes. On the latter two issues the Department of Commerce indicated that the recommendations might change if
NSP-Minnesota is able to supply additional information in its rebuttal testimony. The nuclear decommissioning recovery was reduced
by $10.2 million and $21.1 million for the second quarter and first six months of 2006, respectively. The anmmal recovery decreased
from $80.8 million to $42.5 million. The decrease was attributed to a change in cost estimate and recovery parameters.

The Office of Attorney General also filed testimony. It proposed two adjustments refated to income taxes and wholesale margins that
would result in a decrease in 2006 annual revenues of approximately $20 million. On March 30, 2006, NSP-Minnesota filed rebuttal
testimony reducing the requested rate increase to $156 million, Evidentiary hearings concluded on April 27, 2006.

On April 24, 2006, NSP-Minnesota reached a settlement agreement regarding the treatment of wholesale electric sales margins. The
settlement is with five ?ntervenorgmups, including the Office of Attorney General and a large industrial customer group.

The settlement resolves recommendations of most parties regarding the treatment of wholesale electric sales margins. Significant
components of the settlement agreement are as follows:

o No credit to base electric rates for wholesale electric sales margins;

»  Wholesale electric sales margins derived from excess generation capacity will be flowed through the FCA as an offset to fucl
and energy costs;

o 80 percent of wholesale margins derived from the sales from NSP-Minnesota’s ancillary services obligations (e.g. spinning
reserves) will be flowed through the FCA as an offset to fuel and energy costs and NSP-Minnesota-will retain 20 percent; and

o 25 percent of proprietary margins, sales that do not arise from the use of NSP-Minnesota generating assets, will be flowed
through the FCA as an offset to fuel and energy costs, and 75 percent will be retained by NSP-Minnesota.

The seftlement agreement is pending approval by the MPUC and will be considered in the MPUC's determination of NSP-
Minnesota’s overall requested increase. ’

On July 6, 2006, the administrative law judge (ALJ) recommended an overall increase in revenues for the 2006 test year of
approximately $135 million. For 2007, the ALJ recommended the increase be revised downward to $119 million to reflect the
increased revenues expected due to the return of Flint Hills, an oil refinery, as a full-requirements customer. The MPUC is expected
to hold oral arguments in August and issue its final order in September 2006.

Excelsior Energy — In December 2005, Excelsior Energy Inc., an independent energy developer, filed for approval of a proposed
power purchase agreement with NSP-Minnesota for its proposed integrated gas combined cycle (IGCC) plant to be located in northern
Minnesota. Excelsior Energy filed this petition pursnant to Minnesota law, which provides certain considerations for a qualifying
Innovative Energy Project, subject to MPUC public interest determinations. Excelsior Energy asked the MPUC to open & contested -

. case proceeding to:

o Approve, disapprove, amend, or modify the terms and conditions of Excclsior Energy’s proposed power purchase agreement;

o Determine that Excelsior Energy’s coal-fueled IGCC plant is, or is likely to be, a least-cost resource, obligating NSP-
Minnesota to use the plant’s generation for at least 2 perceat of the energy supplied to its zetail customers; and

o Determine that at least 13 percent of the energy supplied to NSP-Minnesota retail customers shonld come from the IGCC
plant by 2013,

‘The MPUC referred this matter to a contested case hearing to develop the facts and issues that must be resolved to act on Excelsior’s
petition, including development of as much contract price information as possible. The contested case proceeding is scheduled to

* consider a 603 megawatt unit in phase I of the proceedings, which are currently underway, and consider a second 603 megawatt unit

in phase I1 of the proceedings, which are scheduled to begin in 2007. A report from the ALJs on phase I is expected in early 2007 and
a report from the ALJs on phase IT is expected in summer 2007, NSP-Minnesota anticipates opposing or seeking significant
modification on Excelsior Energy’s petition and power purchase agreement. NSP-Minnesota will request that all costs associated with
the proposed power purchase agreement, if approved, will be recoverable in customer rates.

" INSP 2004 Resource Plan — On Nov. 1, 2004, NSP-Minnesota filed its proposed resource plan for the period 2005 through 2019.

The proposed plan identified needed resources and proposed processes for acquiring resources to meet those needs, which inciuded
the need for base load capacity begirining 2013. A series of comments and replies occurred on both the proposed plan and the
proposed resource acquisition processes. On July 28, 2006, the MPUC issued an order that, among other things:

®  Approves NSP-Minnesota’s proposal to proceed with a request for proposal for 136 megawatts of peaking resources with an
- intended in service date of 2011;
» Identifies a base load resource need of 375 megawatts beginning in 2015 and requires NSP-Minnesota to file a certificate of
need application for a proposed base load resource to begin the acquisition process by Nov. 1, 2006;
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¢ Requires NSP-Minnesota to file for any mandatory MPUC review or approvals of proposed upgrades to existing base load Page 14 of 47
and nuclear power plants (Sherco, Prairie Island, and Monticello) by Dec. 31, 2006;

e Approves an acquisition of 1,680 megawatts of wind generation resource over the planning period; and

e  Accepts the proposed increases in demand-side management and energy-savings goals.

Other Regnlatory Matters — NSP-Wisconsin

2006 Fuel Cost Recovery — NSP-Wisconsin's electric fuel costs for March 2006 were approximately $2.1 million, or 20 percent,
lower than authorized in the 2006 Wisconsin electric rate case and outside the established fuel monitoring range under the Wisconsin
fuel rules. Year-to-date fuel costs through March were approximately $1.9 million, or 6 percent, lower than authorized, resulting in an
over recovesy of $1.9 million. On May 4, 2006, the PSCW opened a proceeding to determine if a rate reduction (fuel credit factor)
should be implemented, and made new rates reflecting the lower fuel costs effective May 4, 2006, subject to refund pending a full
review of 2006 fuel costs.

In late May 2006, NSP-Wisconsin provided the PSCW with an updated forecast of fuel costs for the remainder of 2006 showing NSP-
Wisconsin’s fizel costs will be within the authorized range by year-end, and no rate reduction is warranted. The PSCW’s investigation
is ongoing.

Fuel costs for the Wisconsin retail jurisdiction through June 2006 were $0.8 million, or 1.0 bement lower than authorized in the 2006
rate case. However, NSP-Wisconsin’s forecast continues to show that by year-end, fuel costs will be within the anthorized range.
NSP-Wisconsin anticipates the PSCW will complete their investigation and issue an order later this year.

Wholesale Rate Case Application — On July 31, 2006, NSP-Wisconsin filed a Section 205 rate case at the FERC requesting a base
rate increase of approximately $4 million, or 15 percent, for its ten wholesale municipal electric sales customers. The last rate
increase for these customers was in 1993. NSP-Wisconsin's wholesale customers are currently served under a bundled full
requirements tariff, with rates based on embedded costs, and a monthly FCA. NSP-Wisconsin proposes to unbundle transmission
service and revise the fuel costs adjustment clause (FCAC) to reflect current FERC regulatory policies, the advent of MISO operations
and the Day 2 energy market.

Other Regulatory Matters — PSCo

PSCe Electric Rate Case — On April 14, 2006, PSCo filed with the Colorado Public Utilities Commission (CPUC) to increase
electricity rates by $210 million annually, beginning Jan. 1, 2007. The request is based on a retun on equity of 11 percent, an equity
ratio of 59.9 percent and an electric rate base of $3.4 bilhon No interim rate increase has been implemented, A decision is expecﬁed
by thie end of 2006, The expected procedural schedule is listed below.

o intervenor Testimony Aug. 18,2006

o Rebuttal Testimony Sept. 29, 2006

o Hearings Oct. 23, 2006 through Nev. 9, 2006
o - Statement of Position Nov. 20, 2006

o Deliberations Dec. 1,2006

o Imitial Decision "Dec. 18, 2006

PSCo 2003 Resource Plan — On Junc 2, 2006, PSCo filed a motion with the CPUC requesting permission to withdraw an earlier
application'it made, which requested CPUC approval 1o shorten the ten-year resource acquisition period of its 2003 resource plan by
one year resulting in a nine year acquisition period (2004-2012). PSCo’s original application also sought to reject all bids offering
power supplies starting in 2013 that itreceived in response to its Feb. 24, 2005 all-source solicitation. On June 7, 2006, the CPUC -
approved PSCo’s motion and directed PSCo to complete the evaluation of bids and negotiation of contracts offering new power
supplies starting in year 2013 by Dec. 15, 2006.

PSCo Renewable Portfolio Standards — In November 2004, an ameéndment to the Colorado statutes was passed by referendum
requiring implementation of a renewable encrgy portfolio standard for electric service. The law requires PSCo to generate, or cause to
be generated, a certain level of electricity from eligible renewable resources. During 2006, the CPUC determined that compliance with
- the renewable energy portfolio standard should be measured through the acquisition of renewable energy credits either with or without
the accompanying renewable energy; that the utility purchaser owns the renewable energy credits associated with existing contracts
where the power purchase agreement is silent on the issue; that Colorado utilities should be required to file implementation plans and
the methods utilities should use for detennmmg the budget available for renewable resources. In April 2006, the CPUC issued roles
that establish the process wtilities are to follow in implementing the renewable energy portfolio standard. PSCo is scheduled to file its
first annual compliancd plan under these rules by Aug. 31, 2006.

On Dec. 1, 2005, PSCo filed with the CPUC to implement a new rate rider that would apply to each customer’s total electric bill,
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providing approximately $22 million in annual revenue (1.0 percent of total retail revenue). The revenues collected under the rider Page 15 of 47
will be used to acquire sofficient solar generation resources to meet the requirements of the Colorado renewable energy portfolio
standard. On Feb. 14, 2006, PSCo and the other parties to the case filed a stipulation agreeing 1o reduce the rider to 0.60 percent. The
CPUC approved the stipulation on February 22, 2006. The rider became effective March 1, 2006. PSCo’s compliance plan will
address whether modification to the level of this rider is necessary to meet the requirements of the renewable energy portfolio
standard.

PSCo Quality of Service Plan — PSCo was required to make 2 filing regarding the future of its quality of service plan (QSP), which
expires at the end of 2006. In the initial filing, PSCo proposed a service quality monitoring and reporting plan. After reviewing the
responses of the CPUC staff and other intervenors, PSCo negotiated a new QSP that wil) extend through calendar year 2010. The plan
establishes performance measures and provides for associated bill credits for failure to achieve regional electric distribution system
reliability, electric service continuity and restoration thresholds, customer complaints and telephone response times. If the
performance thresholds are not met, the annual bill credit exposures are approximately $7 million for regional reliability and $1
million each for the continuity, reliability, customer complaints and telephone response time thresholds. Each of PSCo’s nine
operating regions has its own caleulated reliability metric and the bill credits would be apportioned among the regions. PSCo would
have 1o fail the operating threshold two years in a row before paying reliability bill credits. The bill credit levels would not escalate, If
the credits are required to be paid, the stated amounts would be grossed up for taxes. The proposed plan is pending CPUC approval.

Controlled Outage Investigation — On July 7, 2006, the CPUC discussed a CPUC staff report regarding its investigation of the
controlled outages of Peb. 18, 2006, which affected an estimated 323,000 customers in Colorado for approximately 30 minutes. The
investigation reviewed natural gas supply issues, the causes of unplanned outages on several PSCo-owned and independent power
generation facilities, transmission availability, customer interruption procedures, emergency preparedness and internal and external
communications. The CPUC report made over 90 recommendations and directed PSCo to respond within two weeks with its plans to
implement certain procedures to address curtailment situations if they arise this summer. In addition, the CPUC directed PSCo to
respond to various other recommendations by the middie of August. The CPUC’s recommendations are directed at ensuring that there
is an appropriate level of situational awareness between the operational status of the interdependent gas and eléctric supply systems so
that adequate pipeline delivery pressures are available during critical peak periods.

Other Regulatory Matters — SPS

SPS Wholesale Rate Complaints — In November 2004, Golden Spread Electric, Lyntegar Electric, Farmer’s Electric, Lea County
Electric, Central Vatley Electric and Roosevelt County Electric, wholesale cooperative customers of SPS, filed a rate complaint at the
FERC. The complaint alleged that SPS® rates for wholesale service were excessive and that SPS had incorrectly calculated monthly
fuel cost adjustments using the FCAC provisions contained in SPS® wholesale rate schedules. Among other things, the complainants
asserted that SPS was not properly calculating the fuel costs that are eligible for FCAC recovery to reflect fuel costs recovered from
certain wholesale sales to otfier utilities, and that SPS had inappropriately atlocated average fuel and purchased power costs to other of
SPS’ wholesale customers, effectively raising the fuel costs charges to complainants. Cap Rock Energy Corporation (Cap Rock),
another full-requirements customer, Public Service Company of New Mexico (PNM) and Occidental Permian Ltd. and Qccidental
Power Marketing, L.P. (Occidental) intervened in the proceeding. Hearings on the complaint were held in Febrvary and March 2006.

On May 24, 2006, a FERC ALJ issued an initial recommended decision in the proceeding. The FERC will review the initial
recommendation and issue a final order. SPS and others have filed exceptions to the ALY’ initial recommendation. FERC’s order
may or may not follow any of the ALJ’s recommendation.

In the recommended decision, the ALJ resolved a number of disputed cost of service issues and ordered a compliance filing to
determine the extent to which base revenues recovered under currently effective rates for the period beginning Jan. 1, 2005, through
June 11, 2006 should be refunded to wholesale customers. The ALJ also found that SPS should recalculate its FCAC billings for the
period beginning Jan. 1, 1999, to reduce the firel and purchased power costs recovered from the complaining customers by allocating
incremental fuel costs incurred by SPS in making wholesale sales of system firm capacity and associated energy to other firm
customers at market-based rates during this period based on the view that such sales should be treated as opportunity sales.

SPS believes the ALJ has erred on significant and material issues that contradict FERC policy or rules of law. Specifically, SPS
believes, based on FERC rules and precedent, that it has appropriately applied its FCAC tariff to the proper classes of customers.
These sales were of a long-term duration under FERC precedent and were made from SPS® entire system. Accordingly, SPS believes
that the ALJ erred in concluding that these transactions were opportunity sales, which require the assignment of incremental costs.

The FERC has approved system average cost allocation treatment in previous filings by SPS for sales having similar service
characteristics and previously accepted for fiting certain of the challenged agreements with average fuel cost pricing. The ALJ failed
to acknowledge either factor.
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Moreover, SPS believes that the ALJ’s recommendation constituted a violation of the Filed Rate Doctrine in that it effectively results Page 16 of 47
in a retroactive amendment to the SPS FERC-approved FCAC tariff provisions. Under existing rules of law and FERC regulations,

the FERC may modify a previously approved FCAC on'a prospective basis. Accordingly, SPS believes it has applied its FCAC

.comrectly and has sought review of the recommended decision by the FERC by filing a brief on the exceptions.

Based on FERC’s regulations and rules of law, SPS has evaluated all sales made from Jan. 1, 1999, to Dec. 31,2005,
Notwithstanding that, SPS believes it should ultimately prevail in this procecding. SPS has accrued approximately $7 million, of
which $4 million was recorded in the second quarter of 2006, related to both the base-rate and fue) items. However, if the FERC were
to adopt the majority of the ALY’s recommendations, SPS” refund exposure covld be approximately $50 million.

On Sept. 15, 2005, PNM filed a separate complaint at the FERC in which it contended that its demand charge under an existing
interruptible power supply contract with SPS is excessive and that SPS has overcharged PNM for fuel costs under three separate
agreements through erroneous FCAC calculations. PNM’s arguments mirror those that it made as an intervenor in the cooperatives’
complaint case, and SPS believes that they have little merit. SPS submitted a response to PNM’s complaint in October 2005. In
November 2005, the FERC accepted PNM’s complaint. In July 2006, SPS and PNM reached a settlement in principle. A final
settlement agreement will be filed for FERC approval. Hearings scheduled for December 2006 will be held in abeyance. Based on the
fact that many of these issues are already being reviewed by the FERC in the complaint case filed by the cooperatives discussed
above, the current status and expected outcome of this proceeding, SPS does not anticipate any additional liability.

SPS Wholesale Power Base Rale Application — On Dec. 1, 2005, SPS filed for a $2.5 mitlion increase in wholesale power rates to
certain electric cooperatives. On Jan. 31, 2006, the FERC conditionally accepted the proposed rates for filing, and set the $2.5 million
power rate increase to become effective on July 1, 2006, subject to refund. The FERC also set the rate increase request for hearing and
settlement judge procedures. The case is presently in the settlement judge procedures and an agreement in principle has been reached
for basc rates for the full-requirements customers and PNM; other wholesale customers have not settled, however. The revised base
rates were placed in effect July 1, 2006, subject to refund.

SPP Energy Imbalance Service — On June 15, 2005, SPP, of which SPS is a member, filed proposed tariff provisions to establish an
Energy Imbalance Service (EIS) wholesale encrgy market for the SPP region, using a phased approach toward the development of &
fully-functional locational marginal pricing energy market with appropriate FTRs, to be effective March 1, 2006. On Sept. 19, 2005,
the FERC issued an order rejecting the SPP EIS proposal and providing guidance and recommendations to SPP; however, the FERC
did not require SPP to implément a full Day 2 market similar to MISO. On Jan. 4, 2006, SPP submitted proposed tariff revisions to
implement an EIS market and establish a market monitoring and market power mitigation plan. On March 20, 2006, the FERC issued
an order conditionally accepting the proposed market, suspending the implementation until Oct. 1, 2006. The FERC found the
proposal lacking, particularly with respect to the hiring of an external market monitor, the loss compensation mechanisms and the lack
of several standard forms for service. The FERC directed SPP to implement safeguards for the first six months of the imbatance
markets including a two tier cap, a market readiness certification and price correction authority. SPP and market participants engaged
in a series of technical conferences in order to comply with the FERC’s order. On May 19, 2006, SPP filed proposed tariff revisions
pursuant to the FERC’s January 4th Order. Several partics filed comments and protests to the SPP compliance filing, including SPS,
SPP filed-an answer to the protests. On July 20, 2006, the FERC accepted in part, and rejected in part, SPP’s proposed market
provisions, to become effective on Oct. 1, 2006. On July 25, 2006, SPP changed the implementation date to Nov. 1, 2006. SPS has
not yet requested New Mexico Public Regulation Commission (NMPRC) or Public Utility Commission of Texas (PUCT) approval
regarding accounting and ratemaking treatment of EIS costs. ’ ’

Texas Energy Legislation — The 2005 Texas Legislature passed a law, effective June 18, 2005, establishing statutory authority for
--electric utifities outside of the Electric Reliability Council of Texas in the SPP or the Westem Electricity Coordinating Council to have
. timely recovery of transmission infrastructure investments. After notice and hearing, the PUCT may allow recovery on an annual basis
of the reasonable and necessary expenditures for transmission infrastructure improvement costs and changes in wholesale transmission
charges under a tariff approved by the FERC. The PUCT will initiate a rulemaking for this process that is expected to take place in the
second half of 2006.

-Fuel Cost Recgvery Mechanisnts — Fuel and purchased energy costs are recovered in Texas through a fixed-fuel and purchased
energy recovery factor, which is part of SPS” retail electric rates. The Texas retail fuel factors change each November and May based
on the projected cost of natural gas. If it appears SPS will materially over-recover or under-recover these costs, the factor may be
revised based on application by SPS or action by the PUCT. In the first quarter of 2006, SPS revised its estimate of the allocation of
fuel under-recoveries to its Texas jurisdiction for 2004 and 2005 and recorded an asset of approximately $7 million. In the second
quarter of 2006, SPS finalized its fuel analysis based on a distribution System loss approach. Pursuant to this analysis, the total
wnrecovered fuel balance is $21.7 million. Because of uncertainty regarding ultimate recovery, a settlement reserve was recorded
equal to the entire amount. SPS filed a fuel reconciliation application in May 2006. See discussion below.

SPS Texas Retail Fuel Factor Change — On March 7, 2006, SPS filed an application to change its fucl factors
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effective May 1, 2006, to more accurately track fuel cost during the summer months. On April 17, 2006, the proposed factors were Page 17 of 47
approved on an interim basis, and on May 25, 2006, the factors were granted final approval.

SPS Texas Retnil Fuel Surcharge Case — On May 5, 2006, SPS requested authority to surcharge approximately $43.9 miltion of
Texas retail fuel and purchased energy cost under-collection that accrued from October 2005 through March 2006. The case has been
referred to the State Office Of Administrative Hearing (SOAH) for a contested hearing. Intervenors have requested that this case be
consolidated with SPS* pending fuel reconciliation case discussed below, since findings in the fuel reconciliation case could reduce
the amount of the under-collection. At a pre-hearing conference on June 26, 2006, the ALJ denied the motion to consolidate and set
the case for hearing on its merits on Aug. 14, 2006. '

SPS Texas Retail Base Rate And Fuel Reconciliation Case — On May 31, 2006, SPS filed a Texas retail electric rate case requesting
an increase in annual revenues of approximately $48 million, or 6.0 percent. The rate filing is based on a historical test year, an
electric rate base of $943 million, a requested return on equity of 11.6 percent and a common equity ratio of 51.1 percent. Final rates
are expected to be effective in the first quarter of 2007. No interim rate increase has been implemented. Following is the expected
procedurat schedule.

o Intervenor Testimony Oct. 24 & 31, 2006

o  PUCT Staff Testimony Nov. 7, 2006

o Hearings Nov. 28 - Dec. 21, 2006
¢ Proposal for Decision To be determined

o  Agreed Jurisdictional Deadline March 2, 2007

The fuel reconciliation portion requests approval of approximately $957 miltion of Texas jurisdictional fuel and purchased power
costs for the 2004 through 2005 period. The fuel reconciliation case was transferred to the SOAH with the base rate case and has the
same procedural schedule. As a part of the fuel reconciliation case, fuel and purchased energy costs, which are recovered in Texas
through a fixed-firel and purchased energy recovery factor as a part of SPS” retail electric rates, will be reviewed.

New Mexico Fuel Review — On Jan. 28, 2005, the NMPRC accepted the staff petition for a review of SPS’ fuef and purchased power
cost. The staff requested a formal review of SPS* fuel and purchased power cost adjustment clause (FPPCAC) for the period of Oct. 1,
200! through August 2004. The hearing in the fel review case was held April 22, 2006. A proposed recommended decision was filed
by the parties on July 28, 2006, and a NMPRC decision is expected in Jate 2006.

New Mexico Fuel Factor Continuation Filing — On Aug,. 18, 2005, SPS filed with the NMPRC requesting continuation of the use of
SPS’ FPPCAC and current monthly factor cost recovery methodology. This filing was required by NMPRC rule. Testimony has been
filed in the case by staff and intervenors objecting to SPS’ assignment of system average fuel costs to certain wholesale sales and the
inclusion of ineligible purchased power capacity and energy payments in the FPPCAC. The testimony also proposed limits on SPS*
future use of the FPPCAC. Related to these issues some intervenors have requested disallowances for past periods, which in the
aggregate total approximately $45 million. Other issues in the case include the treatment of renewable energy certificates and sulfur
dioxide allowance credit proceeds in relation to SPS” New Mexico retail fuel and purchased power recovery clause. The hearing was
held in April 2006, and a NMPRC decision is expected in late 2006.

5. Commitments and Contingent Liabilities
Environmental Contingencies

Xcel Energy and its subsidiaries have been, or are currently involved with, the cleanup of contamination from certain hazardous
substances at several sites. In many situations, the subsidiary involved is pursuing or intends to pursue insurance claims and believes it
will recover some portion of these costs through such claims. Additionally, where applicable, the subsidiary involved is pursning, or
intends to pursue, recovery from other potentially responsible parties and through the rate regulatory process. New and changing
federal and state environmental mandates can also create added financial liabilities for Xcel Energy and its subsidiaries, which are
normally recovered through the rate regulatory process. To the extent any costs are not recovered through the options listed above,
Xcel Energy would be required to recognize an expense for such unrecoverable amounts in its consolidated financial statements.

Ashland Manufactured Gas Plant Site—NSP-Wisconsin was named a potentially responsible party (PRP) for creosote and coal tar
contamination at a site in Ashland, Wis. The Ashland site includes property owned by NSP-Wisconsin, which was previously a
smanufactured gas plant (MGP) facility, and two other properties: an adjacent city lakeshore park area, on which an unaffiliated third
party previously operated a sawmill, and an area of Lake Superior’s Chequemegon Bay adjoining the park. The U.S. Environmental
Protection Agency (EPA) and Wisconsin Department of Natural Resources (WDNR) have not yet selected the method of remediation
to use at the site. Until the EPA and the WDNR select a remediation strategy for the entire site and determine NSP-Wisconsin’s level
of responsibility, NSP-Wisconsin’s liability for the cost of remediating the Ashland site is not determinable. NSP-Wisconsin has
recorded a liability of $25.3 million for its potential liability for remediating the Ashland site. Since NSP-Wisconsin cannot currently
estimate the cost of remediating the Ashland site, the recorded liability is based upon the minimum of the estimated range of
remediation costs, using information available to date and reasonably effective remedial methods. Of the total accrued, NSP-
Wisconsin recorded an additional $5.7 million in the second quarter 2006 to reflect estimated legal defense and additional work plan
costs. .

Regional Haze Rules — The EPA requires states to develop implementation plans to comply with regional haze rules that require
emission controls, known as best available retrofit technology (BART), by December 2007, States are required fo identify the facilities
that will have to reduce emissions under BART and then sct BART emissions limits for those facilities. Colorado is-the first state in
Xcel Energy’s region to begin its BART rule development as the first step toward the December 2007 deadiine. Xcel Energy is
actively involved in the stakeholder process in Colorado and will also be involved as other states in its service territory begin their
process. On May 30, 2006, the Colorado Air Quality Coritrol Commission promulgated BART regulations requiring certain major
stationary sources to evalvate and install, operate, and maintain BART technology or an approved BART alternative to make
reasonable progress toward meeting the national visibility goal. On Aug. 1, 2006, PSCo submitted its BART alternatives analysis to
the Colorado Air Pollution Control Division. As set forth in its analysis, PSCo estimates that implementation of the BART
alternatives will cost approximately $165 million in capitel costs, which includes approximately $62 million in environmental
upgrades for the existing Comanche Station project. Xcel Energy believes the cost of any required capital investment will be
recoverable from customers. Emissions controls will be installed between 2010 and 2012 and must be operational by 2013,
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Minnesota has begun implementing its BART strategy as the first step toward the December 2007 deadline, By Sept. 10, 2006, each
BART-eligible source in Minnesota must perform and submit an analysis of the need for additional emission controls for sutfur
dioxide (SOz) and/or nitrous oxide (NO;). The Sherburme County generating plant is the only NSP-Minnesota facility that is required
to perform such an analysis and may eventually be required to install additional emission controls. .

Clean Air Interstate Rule — In March 2005, the EPA issued the Clean Air Interstate Rule (CAIR), which further regulates SOz and
NOx emissions. Under CAIR’s cap-and-trade structure, utilities can comply through capital investments in emission controls or
purchase of emission “allowances™ from other utilitics making reductions on their systems. There is uncertainty conceming
impiementation of CAIR. States are required to develop implementation plans within £8 months of the issuance of the new rules and
bave a significant amount of discretion in the implementation details. Legal challenges to CAIR rules could alter their requirements
and/or schedule. The uncertainty associated with the final CAIR rules makes it difficult to predict the ultimate amount and timing of
capital expenditures and operating expenses.

Xeel Energy and SPS advocated that West Texas should be excluded from CAIR, because it does not contribute significantly to
nonattainment with the finc particulate matter National Ambient Air Quality Standard in any downwind jurisdiction. On July 11,
2005, SPS, the City of Amarillo, Texas and Occidental Permian LTD filed a lawsuit against the EPA and a request for reconsideration

with the agency to exclude West Texas from CAIR. El Paso Electric Co. joined in the request for reconsideration. On March 15, 2006,

the EPA denied the petition for reconsideration. On June 27, 2006, Xcel Energy and the other parties filed a petition for review of the
denial of the petition for reconsideration, as well as a petition for review of the Federal Implementation Plan, with the United States
Court of Appeals for the District of Columbia Circuit,

Based on the preliminary analysis of various scenarios of capital investment and allowance purchases, Xcel Energy currently believes
the preferred scenario for SPS will be capital investments of approximately $30 million for NOx controls with NOx allowance
purchases of an estimated $4 million in 2009. Annual purchases of SO2 allowances are estimated in the range of $15 million to $25
million each year, beginning in 2012 for Phase I based on allowance costs and fiel quality as of July 2006. .
On June 13, 2006, the Minnesota Pollution Con;rol Agency (MPCA) issued a draft rule for implemmﬁng the CAIR in Minnesota,
which further regulates SO2 and NOx emissions. This proposal would require more smngent emission reductions than the federal
CAIR program, resulting in addmonal implementation costs. A stakeholder process is ongoing, and a proposed rule is expected in
Septernber 2006.

While Xcel Energy expects to comply with the new rules through a combination of additional capital investments in emission controls
at various facilities and purchases of emission allowances, it is continuing to review the altenatives, Xcel Energy believes the cost of
any required capital investment or allowance purchases will be recoverable from customers.

- Polychlorinated Biphenyl (PCB) Storage and Disposal — In August 2004, Xcel Energy received notice from the EPA contending

SPS violated PCB storage and disposal regulations with respect to storage of a drained transformer and related solids. The EPA
contended the fine for the alleged violation was approximately $1.2 million. Xce! Energy contested the fine and submitted a voluntary
disclosure to the EPA. On April 17, 2006, SPS received a notice of determination from the EPA stating that the voluntary disclosure
bad been reviewed and that SPS bad met all conditions of the EPA’s audit policy. Accordingly, the EPA will mitigate 100 percent of
the gravity-based penalty for the disclosed violation, and no economic penatty will be assessed

Clean dir Mercury Rule — In March 2005, the EPA issued the Clean Air Mercury Rule (CAMR), which regulates mercury
emissions from power plants for the first time. Xcel Energy continues to evaluate the strategy for complying with CAMR.
Compliance may be achiieved by either adding mercury controls or purchasing allowances or a combination of both, The capita) cost
is estimated at $29.3 million for the mercury control equipment. Colorado is reqmred to submit a plan to EPA by Oct. 31,2006 to
limit mercury emissions from coal-fired electric utility steam generating units consistent with federal standards of peiformanoe On
June 6, 2006, the Colorado Depariment of Public Health and Environment issued a draft rule for unplement.mg CAMR in Colorado.
The proposed rule provides for fewer mercury allowances than the federal program, which may result in additional implementation
costs. A stakeholder process is ongoing, with a hearing before the Colorado Air Quality Control Commission currently scheduled for
Nov. 16-17, 2006,

Minnesota Mercury Legislation — The Governor of Minnesota signed mercury reduction lcgislation in 2006. This legislation
1equires the installation of mercury monitoring equipient by July 1, 2007; submittat of mercnry emission reduction plans for dry
scrubbed units by Dec, 31, 2007 and for wet scrubbed mnits by Dec. 31, 2009 and installation of mercury emission control equipment
at NSP-Minnesota’s Allen S. King and Sherburne County (Sherco) generating facilities in Minnesota. Mercury emission contrel
equipment must be installed on unit 3 of Sherco and at Allen S. King by Dec. 31, 2009 and Dec. 31, 2010, Sherco units 1 and 2
modifications are required by Dec. 31, 2014. The cost of controls will be detennined as part of the engineering analysis portion of the
mercury reduction plans and is not currently estimable. The legislation includes full and timely cost recovery provisions for both the

costs of complying with this statute and any federal and state environmental regulations effective after Dec. 31, 2004.
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Lawsuits and claims arise in the normal course of 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 cannot presently be
determined. Accordingly, the ultimate resolution of these matters could have 2 material adverse effect on Xcel Energy’s financial
position and results of opcrations.

Sinclair Oil Cerporation vs. e prime inc and Xcel Energy, Inc. - On July 18, 2005, Sinclair Oil Cotpoxaﬁoh filed a lawsuit against
Xcel Energy and its former subsidiary e prime in the U.S. District Court for the Northern District of Oktahoma, alleging tiability and

-damages for purported misreporting of price information for natural gas to trade publications in an effort to artificially increase natural

gas prices. The complaint also alleges that ¢ prime and Xcel Energy engaged in a conspiracy with other natural gas sellers to inflate
prices through alleged false reporting of natural gas prices. In response, e prime and Xcel Energy filed a motion with the Multi-
District Litigation (MDL) Panel to have the matter transferred to U.S. District Judge Pro and filed a second motion to dismiss the
lawsuit, In response to this motion, this matter has been transferred to U.S. District Court Judge Pro. Judge Pro granted the motions
'to dismiss and plaintiffs have appealed. The 9% Circuit Court of Appeals has stayed this appeal untit November 20, 2006, pending the
court’s decision in the prior appeal filed in Abelman Art Glass vs. e prime et al.

J.P. Morgan Trust Company vs. e prime and Xcel Energy Inc. et al. — On Oct. 17, 2005, J.P. Morgan, in its capacity as the
liquidating trustee for Farmland Industries Liquidating Trust, filed an amended complaint in Kansas state court adding defendants,
including Xcel Energy and € prime, to a previously filed complaint alleging that the defendants inaccurately reported natural gas
trades to market trade publications in an effort to artificially increase natural gas prices. The Jawsuit was removed to the U.S. District
Court in Kansas and subseguently transferred to U.S. District Court Judge Pro in Nevada pursuant to an order from the MDL Panel. A
motion to remand this case to state court has been filed by plaintiffs and on March 2, 2006, Judge Pro granted plaintiffs® motion for
remand, but vacated this order on March 8, 2006, and will give the matter further consideration. This case is in the early stages, there
has.been no discovery, and e prime and Xcel Energy intend to vigorously defend themselves against these claims.

Metropolitan Airports Commission vs. Northern States Power Company — On Dec. 30, 2004, the Metropolitan Airports

" Commission {(MAC) filed a complaint in Minnesota state district court in Hennepin County asserting that NSP-Minnesota is required

to relocate facilities on MAC property at the expense of NSP-Minnesota. MAC claims that approximately $7.1 million charged by
NSP-Minnesota over the past five years for relocation costs should be repaid. Both parties asserted cross motions for partial summary
Jjudgment on a separate and less significant claim concerning legal obligations associated with rent payments allegedly due and owing
by NSP-Minnesota to MAC for the use of its property for a substation that serves the MAC. A hearing regarding these cross motions
was held in January 2006. In February 2006, the court granted MAC’s motion on this issue, finding that there was a valid lease and
that the past course of action between the parties required NSP-Minnesota to continue such payments., NSP- Minnesota had made rent
payments for 45 years. Depositions of key withesses took place in February, March, and April of 2006, The parties entered into
meaningful settlement negotiations in May 2006, and such negotiations are ongoing. Trial remains set for August 2006, but is likely
to be continued due to ongoing negotiations. If settlement discussions are not productive, additional summary judgment motions are
likely prior to trial,

Hofjinan vs. Northern States Power Company — On March 15, 2006, a purported class action complaint was filed in Minnesota state
district court, Hennepin County, on behalf of NSP-Minnesota’s rwdenhal customers in Minnesota, North Dakota and South Dakota
for alleged breach of a contractual obligation to maintain and inspect the points of connection between NSP-Minnesota’s wires and

‘customers’ hotnes within the meter box. Plaintiffs claim NSP-Minnesota's breach results in an increased risk of fire and is in violation
of tariffs on file with the MPUC. Plaintiffs seek injunctive relief and damages in an amount equal to the value of inspections plaintiffs

claim NSP-Minnesota was required to perform over the past six years. NSP-Minnesota has filed a motion for dismissal on the
pleadings, scheduled to be heard on August 16, 2006.

Comer vs. Xcel Energy Inc. et al. — On April 25, 2006, Xcel Energy received notice of a purported class action lawsuit filed in U.S.
District Cowrt for the Southern District of Mississippi. The lawsuit names more than 45 oil, chemical and utitity companies, including
Xcel Energy, as defendants and alleges that defendants’ carbon dioxide emissions “were a proximate and direct cause of the increase

in the destructive capacity of Hurricane Katrina,” Plaintiffs allege in support of their claim, several legal theories, including

" negligence, and public and private nuisance and seek damages related to the hurricane. Xcel Energy believes this lawsuit is without

merit and intends to vigorously defend itself against these claims. On July 19, 2006, Xcel Energy filed a motion to dismiss the lawsuit
in its entirety.

_ Bender et al. vs. Xcel Energ)" — On July 2, 2004, five former NRG officers filed a lawsuit against Xcel Energy in the U.S. District

Court for the District of Minnesota. The lawsuit alleges, among other things, that Xcel Energy violated the Emnployee Retirement
Income Security Act of 1974 (ERISA) by refusing to make certain defesred compensation payments to the plaintiffs. The complaint
also alleges interference with ERISA benefits, breach of contract related to the nonpayment of certain stock options and unjust
enrichmient. The complaint alleges damages of approximately $6 million. Xcel Energy believes the suit is without merit. On Jan. 19,
2005, Xcel Energy filed 2 motion for summary judgment. On July 26, 2005, the court issued an order granting Xcel Energy’s motion
for summary judgment in part with respect to claims for interference with ERISA benefits, breach of contract for nonpayment of stock
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options and unjust enrichment. The court denied Xcel Energy’s motion in part with respect to the allegations of nonpayment of Page 20 of
deferred compensation benefits, Plaintiffs and Xcel Energy have filed additional cross motions for summary judgment, with oral
arguments presented on Feb. 24, 2006.

On May 17, 2006, the court granted Xcel Energy’s motion for summary judgment in full and denied the plaintifi’s motion for
summary judgment in full. Plaintiffs have filed notice of intent to appeal to the U.S. Court of Appeals for the Eighth Circuit,

Comanche 3 Permit Litigation ~On Aug. 4, 2005, Citizens for Clean Air and Water in Pueblo and Southern Colorado and Clean
Energy Action filed a complaint against the Colorado Air Pollution Control Division alleging that the Division improperly granted
permits to PSCo under Colorado’s Prevention of Significant Deterioration program for the construction and operation of Comanche 3.
PSCo intervened in the case. On June 20, 2006, the court ruled in PSCO’s favor and held that the Comanche 3 permits had been
properly granted and plaintiffs’ claims to the contrary were without merit. It is uncertain whether plaintiffs will appeal.

Breckenridge Brewery vs. e prime and Xcel Energy Inc. et al. — In May, 2006, Breckenridge Brewery, a Colorado corporation, filed
a complaint in Colorado State District Court for the City and County of Denver alleging that the defendants, including e prime and
Xcel Energy, unlawfully prevented full and free competition in the trading and sale of natural gas, or controlled the market price of
natural gas, and engaged in a conspiracy in constraint of trade. Notice of removal to federal court on behalf of Xcel Energy Inc. and e
prime, Inc. was filed in June 2006. On July 6, 2006, the Colorado State District Court granted an enlargement of time within which to
file a pleading in response to the complaint. Plaintiffs have filed a motion to remand the matter to state court.

NewMech vs. Northern States Power Company — On May 16, 2006, NewMech served and filed a complaint against NSP-
Minnesota, Southern Minnesota Municipal Power Agency (SMMPA), and Benson Engineering in the Minnesota State District Court,
Sherburne County, alleging entitlement to payment in the amount of approximately $4.2 million for unpaid costs allegedly associated
with construction work done by NewMech at NSP-Minnesota and SMMPA s jointly owned Sherco 3 generating plant in 2005.
NewMech had previously served a mechanic’s lien, and seeks, through this action, foreclosure of the lien and sale of the propesty.
NewMech additionally seeks the claimed damages as a result of an alleged breach of contract by NSP-Minnesota. NSP-Minnesota,~

- SMMPA and Benson have filed answers denying NewMech’s allegaticns. Additionally, NSP-Minnesota and SMMPA have

counterclaimed for damages in excess of $7 million for breach of contract, delay in contract performance, misrepresentationand
fraudulent inducement to enter into the contract, and slander of title,

Department of Labor Audit— In 2001, Xcel Energy received notice from the U.S. Department of Labor (DOL) Employee Benefit
Security Administration that it intended to audit the Xcel Bnergy pension plan. After multiple on-site meetings and interviews with
Xcel Bnergy personnel, the DOL indicated on Sept. 18, 2003, that it is prepared to take the position that Xcel Energy, as plan sponsor
and through its delegate, the Pension Trust Administration Committee, breached its fiduciary duties under ERISA with respect to
certain investments made in limited partnerships and hedge funds in 1997 and 1998. The DOL has offered to conclude the aundit if
Xcel Energy is willing to contribute to the plan the full amount of losses from the questioned investments, or approximately $7
million. On July 19, 2004, Xcel Energy formally responded with a Jetter to the DOL that asserted no fiduciary violations have
occurred and extended an offer to meet to discuss the matter further, In 2005, and again in January 2006, the DOL submitted two
addmongl requests for information related to the investigation, and Xcel Energy submitted timely responses to each request.

On June 12, 2006, the DOL issued a letter to the Xcel Energy Pension Trust Administration Committee indicating that, although there
may have been a breach of the Committee’s fiduciary obligations under ERISA, the DOL will not pursue any action agamst the

- Committee or the pension plan with respect to these alleged breaches due, in part, to the steps the Committee has taken in outsomcmg A

certain investrent management and administration functions to third parties.

Carbon Divxide Emissions Lawsuit — On July 21, 2004, the attorneys general of eight states and New York City, as well as several
environmental groups, filed lawsuits in U.S. District Court for the Southern District of New York against five utilities, including Xcel
Energy, to force reductions in carbon dioxide (CO2) emissions. The other utilities include American Electric Power Co., Southern
Co., Cinergy Corp. and Tennessee Valley Authority. CO2 is emitted whenever fossil fuel is combusted, such as in automobiles,
industrial operations and coal- or gas-fired power plants. The lawsuits allege that CO2 emitted by each company is a public nuisance
a3 defined under state and federal common law because it has contributed to global warming. The lawsuits do pot demand monetary

-damages. Instead, the lawsuits ask the court to order each utility to cap and reduce its CO2 emissions. In October 2004, Xcel Energy

and four other utility companies filed a motion to dismiss the lawsuit, contending, among other reasons, that the lawsuit is an aftempt
to usurp the policy-setting role of the U.S. Congress and the president. On Sept. 19, 2005, the judge granted the defendants” motion to
dismiss on constitutional grounds. Plaintiffs filed an appeal to the Second Circuit. Oral argwments were presented on June 7, 2006 and
a decision on the appeal is pending.

. Other Contingencies

The circumstances set forth in Notes 13, 14 and 15 to the consolidated financial statements in Xcel Energy’s Annual Report on Form
10-K for the year ended Dec. 31, 2005 and Notes 3, 4 and 5 to the consolidated financial statements in this Quarterfy Report on
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Form 10-Q appropriately represent, in all material respects, the current status of other commitments and contmgent liabilities,
including those regarding public llab:hty for claims resulting from any nuclear incident, and are incorporated herein by reference. The
following include unresolved contingencies that are material to Xcel Energy’s financial position:

8 Tax Matters — See Note 3 to the consolidated financial statements for discussion of exposures regarding the tax deductibility
of corporate-owned life insurance loan interest; and

¢ Guarantees — See Note 6 to the consolidated financiat statements for discussion of exposures under various guarantees.
6. Short-Term Borrowings and Other Financing Instruments
Short-Term Borrowings

At June 30, 2006, Xcel Energy and its subsidiaries had $138.0 million of short-term debt outstanding at a weighted average yield of
5.43 percent.

Gnarantees

Xcel Energy provides various guarantees and bond indemnities supporting certain of its subsidiaries. The guarantees issued by Xcel
Energy guarantee payment or performanoe by its subsidiaries under specificd agreements or transactions. As a result, Xcel Energy’s
exposure under the guarantees is based upon the net liability of the relevant subsidiary under the specified agreements or transactions.
Most of the guarantees issued by Xcel Energy limit the exposure of Xcel Energy to a maximum amount stated in the gharantees. On
June 30, 2006, Xcel Energy had issued guarantees of up to $71.5 million with no known exposure under these guarantees, In addition,
Xcel Energy providm indemnity protection for bonds issued for itself and its subsidiaries. The total amount of bonds with this
indemnity outstanding as of June 30, 2006, was approximately $133.2 million. The total exposure of this indemnification cannot be
determined at this time. Xcel Energy believes the exposure to be significantly less than the total amount of bonds outstanding.

7. Derivative Valuation and Financial Impacts

Xcel Energy and its subsidiaries use a number of different derivative instruments in connection with their utility commodlty price,
interest rate, short-term wholesale and commadity trading activities, including forward contracts, futures, swaps and options, All
derivative instruments not qualifying for the normal purchases and normal sales exception, as defined by SFAS No. 133—

Accountmg for Derivative Instruments and Hedging Activities,” are recorded at fair value. The presentation of these derivative
instruments is dependent on the designation of a qualifying hedgmg relationship. The ad]ustment to fair value of derivative
instruments not designated in a qualifying hedging relationship is reflected in current earnings or as a rcgulatory balance. This
classification is dependent on the applicability of any regulatory mechanism in place, This includes certain instruments used to
mitigate market risk for the utility operations and all instruments related to the commodity trading operations. The designation of a
cash flow hedge permits the classification of fair value to be recorded within Other Comprehensive Income, to the extent effective.
The designation of a fair value hedge permits a derivative instrument’s gains or losses to offset the related results of the hedged item
in the Consolidated Statements of Income.

Xcel Energy records the fair value of its derivative instruments in its Consolidated Balance Sheets as separate line items identified as
Derivative Instruments Valuation in both current and noncurrent assets and liabilities.

The fair value of all interest rate swaps is determined through counterparty valuations, mtemal valuations and broker quotes. There
have been no matesial changes in the techniques or models used in the valuation of interest rate swaps during the periods presented,

Qualifying hzdgmg relationships are deslgnated as either a hedge of a forecasted transaction or future cash flow (cash flow hedge), or
a hedge of a recognized asset, liability or firm commitment (fair value hedge). The types of qualifying hedging transactions in which
Xcel Energy and its subsidiaries are currently engaged are discussed below.

Cash Flow Hedges

Xcel Energy and its subsidiaries enter into derivative instruments to manage variability of future cash flows from changes in
commodity prices and interest rates. These derivative instruments are designated as cash flow hedges for accounting purposes, and the

- changes in the fair value of these instruments are recorded as a componerit of Other Comprehensive Income.

At Jung 30, 2006, Xcel Energy and its utility subsidiaries had various commodity-related contracts designated as cash flow hedges
extending through 2009. The fair value of these cash flow hedges is recorded in either Other Comprehensive Income or deferred as a
regulatory asset or liability. This classification is based on the regulatory recovery mechanisms in place. Amounts deferred in these
accounts are recorded in eamings as the hedged purchase or sales transaction is settled. This could include the purchase or sale of
energy or energy-related products, the use of natural gas to generate electric energy or gas purchased for resale. As of June 30, 2006,
Xce] Energy had no amounts in Accumulated Other Comprehensive Income related to commodity cash flow hedge contracts that are
expected to be recognized in earnings during the next 12 months as the hedged transactions settle.
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Xcel Energy and its subsidiaries enter into various instruments that effectively fix the interest payments on certain floating rate debt Page 22 of 47
obligations or effectively fix the yicld or price on a specified benchmark interest rate for a specific period. These derivative
instruments are designated as cash flow hedges for accounting purposes, and the change in the fair value of these instruments is
recorded as a component of Other Comprehensive income, As of June 30, 2006, Xcel Energy had net gains of approximately $2.7
million in Accumulated Other Comprehensive Income related to interest rate cash flow hedge contracts that are expected to be
recognized in earnings during the next 12 months.

Gains or losses on hedging transactions for the sales of energy or energy-related products are 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 gas
purchased for resale are recorded as a component of gas costs and interest rate hedging transactions are recorded as a component of
interest expense. Certain utility subsidiaries are allowed to recover in electric or gas rates the costs of certain financial instruments
purchased to reduce commodity cost volatility. There was no hedge ineffectiveness in the second quarter of 2006.

The impact of qualifying cash flow hedges on Xcel Energy’s Accumulated Other Comprehensive Income, inclixled in the
Consolidated Statements of Stockholders’ Equity and Comprehensive Income, is detailed in the following table:

Three months ended
June

(Millions of Dollars)

—

June

Fair Value Hedges

The effective portion of the change in the fair value of a derivative instrument qualifying as a fair value hedge is offset against the
change in the fair value of the underlying asset, liability or firm commitment being hedged. That is, fair value hedge accounting allows
the gains or Josses of the derivative instrument to offset, in the same period, the gains and losses of the hedged item.

- Derivatives Not Qualifying for Hedge Accounting

. Xcel Energy and its subsidiaries have commedity trading operations that enter into derivative instruments. These derivative

instruments are accounted for on a mark-to-market basis in the Consolidated Statements of Income. The results of these transactions
are recorded on a net basis within Operating Revenues on the Consolidated Statements of Income.

Xcel Energy and its subsidiaries also enter into certain commaodity-based derivative transactions, not included in trading operations,
which de not qualify for hedge accounting treatment. These derivative instruments are accounted for on a mark-to-market basis in
accordance with SFAS No. 133.

Normal Purchases or Norma) Sales Contracts

Xcel Energy s utility subsidiaries enter into contracts for the purchase and sale of various commodities for use in their business
operations. SFAS No. 133 requires a company to evaluate these contracts to determine whether the contracts are derivatives. Certain
contracts that literally meet the definition of a derivative may be exempted from SFAS No, 133 as normal purchases or normal sales.
Normal purchases and normat sales are contracts that provide for the purchase or sale of something other than a financial or derivative
instrument that will be delivered in quantities expected to be used or sold over a reasonabie period in the normal course of business. In
addition, normal purchases and normal sales contracts must have a price based on an underlying that is clearly and closely related to

_ the asset being purchased or sold. An underlying is a specified interest rate, security price, commodity price, foreign exchange rate,

index of prices or rates, or other variable, including the occurrence or nonoccurrence of a specified event, such as a scheduled payment
under a contract.
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Xcel Encrgy evaluates all of its contracts when such contracts are entered to determine if they are derivatives and, if so, if they qualify Page 23 of 47

to meect the normal designation requirements under SFAS No. 133, as amended. None of the contracts entered into within the
commodity trading operations qualify for a normat designation.

In 2003, as a result of FASB Statement 133 Implementation Issue No. C20, Xcel Energy began recording several long-term power
purchase 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, the changes in fair value for these coniracts
were offset by regulatory assets and liabilities. During the first quarter of 2006, Xcel Energy qualified these contracts under the normal
purchase exception, Based on this qualification, the contracts will no longer be adjusted to fair value and the previous carrying value
of these contracts will be amortized over the remaining contract lives along with the offsetting regulatory balances.

Normal purchases and normal sales contracts are accounted for as executory contracts as required under other generally accepted
accounting principles (GAAP).

8. Detail of Interest and Other Income (Expense) - Net

Interest and other income, net of nonoperating expenses, for the three and six months ended June 30 consisted of the following:

Three monihs ended
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9. Common Stock and Equivalents

Xcel Bnergy has common stock equivalents consisting of convertible senior notes and stock options. The dilutive impacts of common
stock equivalents affected earnings per share as follows for the three and six months ending June 30, 2006 and 2005:

Three months ended June 30, 2006 Three months ended June 30, 2005
Per-sh

Pexr-share

Shares
ST T ad oA SgI0e

Six months ended June 30, 2006 Six months ended June 30, 2005
Per-share Per-share

10, Benefit Plans and Other Postretirement Benefits

Components of Net Periodic Benefit Cost

Three months ended June 30,
2008 2006 2005
Postretirement Health
Care Benefits _

- - e ey =
Net benefit cost (credlt)recogumd for financial repomng s $ (3,051) $17536 $ l9!528
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Six months ended June 30,
2006 2005 2006 2005
Postretirement Health
Care Benefits

{Thousands of dollars)

B u&;‘&fﬁl”s,{

Net benefit cost (credn) recogmzed forfmnnclal reportmg S $ 4330 § (924) 3 36834 _:3_9.39 .-

11. Segment Information

Xcel Energy has the following repostable scgments: Regulated Electric Utlhty, Regulated Natural Gas Utility and All Other.
Commodity trading operations performed by regulated operating companies are not a reportable segment. Cammodity trading results
are included in the Regulated Electric Utility segment.

Regulated Regullted
Electric Natural Gas Al Reconciling Cun'srnll;ued
— Total

{Thousands of Dollars) Utitity Utility Other Eliminations

$ 88751 $ 931 718 $ (19,724) $_ 71,676

Regulated Regulated
Electric Natural Gas All Retozlcﬂmg Consolidated
Ui Elimin X ‘otal

lng:ome (lo_ss) from continuing operations
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Item 2. MANAGEMENT®S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF Page 26 of 47
OPERATIONS

The following discussion and analysis by mariugement focuses on those factors that had a material effect on Xcel Energy’s financial
condition and results of operations during the periods presented, or are expected to have a material impact in the future. It shonld be
read in conjunction with the accompanying unaudited consolidated financial statements and notes.

Except for the historical statements contained in this report, the matters discussed in the following discussion and analysis are
forward-looking statements that are subject to certain risks, uncertainties and assumptions. Such forward-looking statements are
intended to be identified in this document by the words “anticipate,” “estimate,” “expeact,” “abjective.” “outlook,” “projected,”
“possible,” “potential™ and similar expressions. Actual results may vary materially. Factors that could cause actual results to differ
materially include, but are not limited to;

o Econornic conditions, including inflation rates, monetary fluctuations and their impact on capital expenditures;

e Therisk of a significant slowdown in growth or decline in the U.S. economy, the risk of delay in growth recovery in the U.S.
economy or the risk of increased cost for insurance premiums, security and other items as 2 consequence of past or firture
terrorist attacks;

& Trade, monetary, fiscal, taxation and environmental policies of governments, agencies and similar organizations in geographic
areas where Xcel Energy has a financial interest;

& Customer business conditions, including demand for their products or services and supply of labor and materials used in
creating their products and services;

& Financial or regulatory accounting principles or policies imposed by the Financial Accounting Standards Board, the Securities
and Exchange Commission (SEC), the Federat Energy Regulatory Commission and similar entities with regulatory oversight;

& Availability or cost of capital such as changes in: interest rates; market perceptions of the utility industry, Xcel Energy or any
- of its subsidiaries; or security ratings;

o Factors affecting utility and nonutility operations such as unusual weather conditions; catastrophic weather-related damage;
unscheduled gencration outages, maintenance or repairs; unanticipated changes to fossil fuel, nuclear fuel or natural gas supply |
costs or availability due to higher demand, shortages, transportation problems or other developments; nuclear or environmental
incidents; or electric transmission or gas pipeline constraints;

s Employee workforce factors, inctuding Joss or retirement of key executives, collective bargaining agreements with union
employees, or work stoppages;

: o Increased competition in the ntility industry or additional competition in the markets served by Xcel Energy and its
© subsidiaries; . '
s State, federal and foreign legislative and regulatory initiatives that affect cost and investment recovery, have an impact on rate
structures and affect the speed and degree to which competition enters the electric and natural gas markets; industry )
restructuring initiatives; transmission system operation and/or administration initiatives; recovery of investments made under

traditional regulation; nature of competitors entering the industry; retail wheeling; a new pricing structure; and former
custorners entering the generation market;

s Rate-setting policics or pmcedm of regulatory entities, including environrental externalities, which are values established by
regulators assigning environmental costs to each method of electricity generation when evaluating generatioh resowrce options;

° N\;clear‘regulatory policies and procedures, includh:lg operating regulations and spent nuclear fuel storage;
‘s Social attitudes regarding the utility and power industries;
s Risks associated with the California power and other westcﬁ markets; )
s Cost and other effects of legal and administrative proceedings, settlements, invéstigations and claims;
o Technological developments that result in competitive disadvantages and create the potential for impairment of existing assets;

s Risks associated with implementations of new technologies;

& Other business or investment considerations that may be disclosed from time to time in Xcel Energy’s SEC fitings or in other
publicly disseminated written documents; and

& The other risk factors listed from time to time by Xcel Energy in reports filed with the SEC, including Risk Factors in Item 1A
of Xcel Energy’s Annual Report on Form 10-K for the year ended Dec. 31, 2005 and Exhibit 99.01 to this report on Form 10-Q
for the quarter ended June 30, 2606.
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RESULTS OF OPERATIONS Page 27 of 47

Summary of Financial Results

The following table summarizes the earnings contributions of Xcel Energy’s business segments on the basis of GAAP. Continuing
operations consist of the following:

o regulated wtility subsidiarics, operating in the electric and naturel gas segments; and
o several nonregulated subsidiaries and the holding company, where corporate financing activity occurs.

Discontinved operations consist of the following:

o Quixx, which was classified as held for sale in the third guarter of 2005 based on & decision to divest this investment;
o UE, which was sold in April 2005;

@ Scren, a portion of which was sold in November 2005 with the remainder sold in January 2006; and

o CLF&P, which was sold in January 2005,

Prior-year financial statemients have been reclassified to conform to the current year presentation and clagsification of certain
operations as discontinued. See Note 2 to the consolidated financial staiements for a further discussion of discontinued operations.

Three months ended June 30, Six months ended June 30,
2006 2005 2006 T

results (a)
‘% ger=sy

(a) Not a reportable segment. Included in All Other segment results in Note 11 to the consolidated financial statements. Other
utility resuits, included in the eamnings contribution table above, include certain subsidiaries of the utility operating -
companies that conduct non-utility activities. The largest of these other utility businesses is PSR, a subsidiary of PSCo that
owns and manages life insurance policies for PSCo employees and retirees.
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The following table summarizes significant componcats contributing 1o the changes in the three months and six months ended June 29 28 0f 47
30, 2006 eamings per share compared with the same period in 2005, which are discussed in more detail later.

Three months ended June 30, Six months ended June 30,
2008 2006 vs. 2005
e

Utility Segment Results

Eamings for the second quarter of 2006 increased primarily due to stronger base electric and natural gas utility margins, partially
offset by lower short-term wholesale margins. The stronger utility margins include the positive impact of a natural gas rate increase in
Colorado, an electric and natural gas rate increase in Wisconsin, an interim electric rate increase in Minnesota and revenue associated
with the MERP.

The following summarizes the estimated impact of weather on regulated utility carnings per share, based on estimated temperature
variations from historical averages (exchuding the impact on commodiiy trading operations):

Earnings per Share Increase (Decrease)
2006 vs. Normal 2005 vs. Normal 2006 vs. 2005

Six months ended June 30 s 001y $ © 00) ©o1)

Other Results — Holding Company and Other Costs

Financing Costs and Preferred Dividends — Holding company results include interest expense and preferred dividend costs, which
are incurred at the Xcel Energy and intermediate holding company levels and are not directly assigned to individual subsidiavies.

Discontinued Operations

Discontinued — Utility Segments — During 2004, Xcel Energy reached an agreement to sell its regulated electric and natural gas
subsidiary, CLF&P, The sale was completed in January 2005.

Discontinued — All Other — In March 2005, Xcel Energy agreed to sell its non-regulated subsidiary, UE to Zachry.

" In August 2005, Xcel Energy’s boerd of directors approved management’s plan to pursue the sale of Quixx Corp., a former subsidiary

of UE that partners in cogeneration projects, that was not included in the sale of UE to Zachry.

-On Sept. 27, 2004, Xcel Energy’s board of directors approved management’s plan to pursue the sale of Seren, & wholly owned

broadband communications services subsidiary. Seren delivers cable television, high-speed Iniernet and telephone service. In
November 2005, Xcel Energy sold Seren’s California assels to WaveDivision Holdings, LLC, In January 2006, Xcel Energy sold
Seren’s Minnesota assets to Charter Communications.

Ilicome Statement Analysis - Second Quarter 2006 vs. Second Quarter 2005
Electric Utility, Short-term Wholesale and Commodity Trading Margins

Electric fuel and purchased power expenses tend to vary with changing relall and wholesale sales requirements and unit cost changes
in fuel and purchased power. Due to fuel and purchased energy cost-recovery mechanisms for retail customers in several states, most
fluctuations in these cosis do not materially affect electric utility margin.
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‘chl Euergy has two distinct forms of wholesale sales: short-term wholesale and commodity trading. Short-term wholesale refers to

energy-related purchase and sales activity, and the use of certain financial instruments associated with the fuel required for, and
energy produced from, Xcel Energy’s generation assets or the energy and capacity purchased to serve native load. Commodity trading
is not associated with Xcel Energy’s generation assets or the energy and capacity purchased to serve native load. Short-term
wholesale and commodity trading activities are considered part of the electric utility segment.

Short-term wholesale and commodity trading margias reflect the estimated impact of n-.gulalory sharing of realized margins, if
applicable. Commodity trading revenues are reporied net of related costs (i.., on a margin basis) in the Consolidated Statements of
Income. Commodity trading costs include purchased power, transmission, broker fees and other related costs.

The following table details the revenue and margin for base electric utility, short-term wholesale and commodity trading activities.

Base

Grosmargmbeforeoperannga(pensm = - $ 777§ 24 3 ) 7 $ _fm

Short-term wholesale and commodity trading margins decreased approximately. $43 million for the second quarter of 2006, compa.red
with the same period in 2005. As expected, short-term margins declined due to retail sales growth, which reduced surplus generation
-available for sale in the wholesale market, and decreased opportunities to sell due to the MISO centralized dispatch market. In
addition, during the second quarter of 2006 a $6 million charge was recorded to commedity trading margins for the estimated impact
of a FERC order regarding the allocation of MISO charges to certain trading activities.

In addition, NSP-Minnesota entered into a wholesale electric sales margin settlement agreement in the second quarter of 2006 as part
of the Minnesota rate case proceeding. The agreement is pending MPUC approval. The settlement agreement provides for a sharing
of certain short-term wholesale and commodity trading margins with retail electric customers beginning Jan. 1, 2006. The financial
impact of this agteement is reflected in the financial statements as of and for the period ended June 30, 2006. See Note 4 for more
mfonnmon
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The following summarizes the components of the changes in base electric utility revenue and base electric utility margin for the three Page 30 of 47
months ended June 30:

Base Electric Utility Revenne

{MilGons of dollars) 2006 vs. 2005

Quality of Service
ST
SPS fuel adjustments

[0

’ Base Electric Utility Margin

Base electric utility margins, which are primarily derived from retail customer sales, increased approximately $71 million for the
second quarter of 2006, compared with the sccond quarter of 2005. The increase was primarily duc to an interim rate increase in
Minnesota, subject to refund, the impact of weather and revenue associated with the MERP. For more information see the following
table:

(Millions of dollars) § ' 2006 vs. 2008

Natural Gas Utility Margins

The following table details the ;:hang&s in natural gas utility revenue and margin. The cost of natural gas tends to vary with changing
sales requirements and the unit cost of natural gas purchases, However, due to purchased natural gas cost recovery mechanisms for
sales to retail customers, fluctuations in the cost of natural gas have hittle effect on natural gas margia.

. Three months ended June 30,
ions of dollars : ' 2606, 2005
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The following summarizes the components of the changes in natural gas revenue and margin fm_- the three months ended June 30: Page 310f 47

Natural Gas Revenue

-Natural gas revenue decreased mainly due to lower natural gas costs in 2006,

Natural Gas Margin

" Total natural gas margin increase

Nonregulated Operating Margins

The following table details the change in nonregulated revenue and margin, included in continuing operations.

’ Three months ended June 30, -
(Millions of Dollars) : —2006 2005

_ Non-Fuel Operating Expense and Other Costs

Other Operating and Maintenance Expenses — Utility — Other operating and maintenance expenses for the second quarter of 2006
increased $5 million, or 1.3 percent, compared with the same period in 2005, Employee benefit costs decreased approximately $7
million for the three months ended June 30, 2006 compared with the same period in 2005, primarily due to the year-to-date true ups to
new acnumal estimates for peusion, retiree medical and disability costs. For more mformauon see the following table.

Depreciation and Amortization — Depreciation and amortization expense increased ﬁy approximately $10 million, or 5.0 percent, for
the second quarter of 2006, compared with the same pericd in 2005. The increase is due to normal plant additions and a recently
approved change in decommissioning accruals resuiting in an additional depreciation expense of $4.5 million for the current quarter.
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Income taxes — Income taxes for continuing operations decreased by $4.1 million for the second quarter of 2006, compared with Page 32 of 47
200S. The effective tax rate for continuing operations was 17.3 percent for the second quarter of 2006, compared with 24.1 percent
for the same period in 2005. The reduction in income taxes and in the effective tax rate was primarily due to the recognition of a tax
benefit of $16.6 miltion for the second quarter of 2006 relating to capital loss carry forwards that are now considered realizable.
Previously, such tax benefits did not meet the recognition threshold under tax accounting requirements, due to the absence of likely
capital gains which provided the opportunity to make use of the capital loss carry forwards.

Income Statement Analysis — First Six Months of 2006 vs. First Six Months of 2005

Electric Utility, Short-term Wholesale and Commodity Trading Margins

The following table details the revenue and margin for base electric utility, short-term wholesale and commedity trading activities.

Short-term wholesale and commodity trading margins decreased approximately $32 million for the six months ended June 30, 2006,
compared with the same period in 2005. As expected, short-term margins declined due to retail sales growth, which reduced surplus
generation available for sale in the wholesale market, and decreased opportunities to sell due to the MISO centralized dispatch
market. In addition, during the second quarter of 2006 a $6 million charge was recorded to commodity trading margins for the
estimated impact of a FERC order regarding the allocation of MISO charges to certain trading activities.

‘In addition, NSP-Minnesota entered into a wholesale electric sales margin seitlement agreement in the second guarter of 2006 as part

of the Minnesota rate case proceeding. The agreement is pending MPUC approval. The settlement agrecment provides for a sharing
of certain short-term wholesate margins with retail electric customers beginning Jan. 1, 2006. The financial impact of this agreement
is reflected in the financial statements as of and for the period ended June 30, 2006.

The following summarizes the componeats of the changes in base electric utility revenue and base electric ulility margin for the six
months ended June 30:

Base Electric Utility Reyenue
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Base Electric Utility Margin : Page 33 of 47

Base electric utility margins, which are primarily derived fmm retail customer sales, increased approximately $138 milfion for the first
six months of 2006, compared with the same period in 2005. The increase was primarily due to an interim rate increase in Minnesota,
subject to refund, weather-adjusted retail sales growth and revenue agsociated with the MERP. For more information see the following
table:

Nataral Gas Utility Margins

The following table details the changes in natural gas utility revenue and margin. The cost of natural gas tends to vary with changing
sales requirements and the unit cost of natural gas purchases. However, due to purchased natural gas cost recovery mechanisms for
sales 1o retail customers, fluctuations in the cost of natural gas bave little effect on natural gas margin. -

The following summarizes the components of the changes in natural gas revenus and margin for the six months ended June 30:

Natural Gas Revenue

Natural gas revenue increased mainly due to higher natural gas costs in 2006, which were passed through to customers, partially offsct
by decreased sales volumes reflecting the impact of weather.

Natural Gas Margin

" Total natural gas margin increase
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Page 34 of 47
Nonregulmd Operating Margins

The following table details the change in nonregulated revenue and margin, included in continuing operations.

Non-Fuel Operating Expense and Qther Costs

Other Operating and Maintenance Expenses — Utility — Other operating and mainienance expenses for the first six months of
2006 increased $38 million, or 4.6 percent, compared with the same period in 2005, The increase is primarily due to higher pfant

ing expenses which were partially offset by lower nuclear plant outage costs. Such outage costs were lower due to two nuclear
plant refueling, inspection and upgrade outages in 2005 compared with one refueling outage in the same period of 2006. For more
information, see the following table:

Six months ended

Totalopcratmgandmamteuanceexpensemcrease o T $ o

Depreciation and Amortization — Depreciation and amorlization expense increased $21 million, or 5.4 percent, for the first six
months of 2006, compared with the same period in 2005. The increase is due to normal plant additions and a recently approved
change in decommissioning accruals resulting in an additional depreciation expense of $9.7 million year-to-date.

: Incomc faxes — Income taxes for contibning operations increased by $4.3 million for the first six months of 2006, compared with

2005. The increase in income taxes was primarily due to an increase in pre-tax eamings partiatly offset by a tax benefit of $17.5
million for the first six months of 2006 for capital loss carry forwards, as previously discussed. The effective tax rate for continuing
operations was 23.0 percent for the first six months of 2006, compared with 25.6 percent for the same period in 2005. The reduction
inthe effective tax rate was primarily due to the tax benefit for capital loss carry forwards.

Factors Affecting Results of Continuing Operations

Fuel Supply and Cosis

See a discussion of fuel supply and costs at Factors Affecting Results of Continuing Operations in Xcel Eﬁcrgy’s Annual Report on
Form 10-K for the year ended Dec. 31, 2005.

Regulation

For a genera} discussion of the MISO Day 2 market and jurisdictional rate prbcwdings,'see Note 4 1o the consolidated financial
statements.

Environmental Matters
See 2 discussion of the Clean Air Interstate and Mercury Rules at Note § to the consolidated financial statements.
Tax Matters

See a discussion of tax matters associated COLI policies at Note 3 to the consolidated financial statements.
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Crifical Accounting Policies Page 35 of 47

Preparation of financial statements and related disclosures in compliance with GAAP requires the application of appropriate technicat
accounting rules and guidance, as well as the use of estimates. The application of these policies necessarily involves judgments
regarding future events, including the likelihood of success of particular projects, legal and regulatory challenges and anticipated
recovery of costs. These judgments, in and of themselves, could materiatly impact the financial statements and disclosures based on
varying assumptions, which all may be appropriate to use. In addition, the financial and operating envirorment also may have a
significant effect, not only on the operation of the business, but on the resuits reported through the application of accounting measures
used in preparing the financial statements and related disclosures, even if the nature of the accounting policies applied bave not
changed. Item 7, Management's Discussion and Analysis, in Xcel Energy’s Annual Report on Form 10-K for the year ended Dec. 31,
2005, inchudes a list of accounting policies that are most significant to the portrayal of Xcel Energy’s financial condition and results,
and that require management’s most difficult, subjective or complex judgments. Each of these has a higher likelihood of resulting in
materially different reported amounts under diffezent conditions or using different assumptions.

Pending Accounting Changes

FASB Interpretation No, 48 (FIN 48) — In July 2006, the FASB issued FIN 48, “Accounting for Uncertainty in Income Taxes — an
interpretation of FASB Statement No. 109”. FIN 48 prescribes a comprehensive financial statement model of how a company should
recognize, measure, present, and disclose uncertain tax positions that the company has taken or expects to fake in its income tax
returns. 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 the effective date. Initial derecognition amounts would be reported as a cumulative effect of a change in
accounting principle.

FIN 48 is effective for fiscal years beginning after Dec. 15, 2006. Xcel Energy is assessing the impact of the new guidance on all of
its open tax positions.

Financial Market Risks

Xcel Buergy and its subsidiaries are exposed to market risks, including changes in commodity prices and interest rates, as disclosed in
Management’s Discussion and Analysis in its Annual Report on Form 10-K for the year ended Dec. 31, 2005. Commodity price risks
for Xcel Energy’s regulated subsidiaries are mitigated in most jurisdictions due to cost-based rate regulation. At june 30, 2006, there
were no material changes to the financial market risks that affect the quantitative and qualitative disclosures presented as of Dec. 31,
2008, in Item 7A of Xcel Energy’s Annual Report on Form 10-K for the year ended Dec. 31, 2005. Value-at-risk, commodity trading
and hedging information is provided below for informationat purposes.

NSP-Minnesota maintains trust funds, as required by the Nuclear Regulatory Commission, to fund certain costs of mclear
decommissioning. Those investments are exposed to price fluctuations in equity markets and changes in interest rates. However,
because the costs of miclear decommissioning are recovered through NSP- anmta rates, fluctwations in investment fair value do not
affect NSP-Minnesota’s consolidated results of operations.

Xcel Encrgy’s short-term wholesale and commodity trading operations measure the outstanding risk exposure to price changes on
transactions, contracts and obligations that have been entered into, but not closed, using an industry standard methedology known as
Value-at-Risk (VaR), VaR expresses the potential change in fair value on the outstanding transactions, contracts and obligations over

a particular period of time, with a given confidence interval under normal market conditions. Xcel Energy utilizes the

variance/covariance approach in calculating VaR. The VaR model employs a 95-percent confidence interval level based on historical
price movements, lognormal price distribution assumption, delta half-gamma approach for non-linear instruments and a threc-day
holding perfod for both electricity and natural gas,

Asof June 30, 2006, the VaRs for the commodity trading operations were:

Change ﬁ-om
Period Ended
(Milions of Dollars) Jene 30, 2006 31, 2006 VaR Limijt Average Higb Low

(1) Comprises transactions for NSP-Minnesota, PSCo and SPS.
Commodity Trading and Hedging Actlvities
Xoel Energy and its subsidiaries engage in short-term wholesale and commodity trading activities that are accounted for in accordance

with SFAS No. 133. Xcel Energy and its subsidiaries make wholesale purchases and sales of energy and energy-related products and
natural gas in order to optimize the value of their eleciric generating facilities and retail supply contracts, Xcel Energy also engages in
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limited commodity trading activities. Xcel Energy utilizes various physical and-financial contracts and instruments for the purchase ~ Page 36 of 47

and sale of energy, energy-related products, capacity, natural gas, transmission and natural gas transportation.

For the period ended June 30, 2006, these contracts and instroments, with the exception of transmission and natural gas transportation
contracts, which meet the definition of a derivative in accordance with SFAS No. 133 were marked to market. Changes in fair value of
commodity trading contracts that do not qualify for hedge accounting treatment are recorded in income in the reporting period in
which they occur.

The changes to the fair value of the commodity trading contracts for the six months ended June 30, 2006 and 2005 were as follows
(the commodity trading activity presented in the tables below also includes certain positions within the Short-term wholesale activity
which do not qualify for hedge accounting):

As of June 30, 2006, the sources of fair value of the commodity trading and hedging net assets are as follows:

Commadity Trading Contracts
Futures/Forwards - 5
Matarity Maturi Matw] Total Futures/
Source of Less Than Maturity 4 wr;ty Greater Forwards Fair

(Thousands of Dollars) Falr Valve 1 Year 1103 Years ~ Years Than 5 Years Value

Maturity Maturity Maturity
Source of Less Than Maturity 4105 . Greater Total Options
(Thousands of Dollars) Fair Value 1Year 1103 Yesrs Years Thun 5 Years Fair Value

‘:’%_'_‘;a'.w

Total Options Fair Value $ 1711 §_ (1040) § — s — 3 671
Commodity Hedge Contracts
FumrulForwn;‘lds =
Maturity turl Maturity . Total Fatu
’ ) Source of _Less Than Maturity 410 s.y Greater Forwards Fair
(Thonsands of Doltars) Falr Valae 1Year 1to3 Vears Years Than 5 Yeavs Value
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’ Maturity Maturity Maturity
. . Source of Less Than Matwrity 4105 © Grepter Totsl Options
(Thousands of Dollars) Fair Value 1 Year 1to3 Years Years Than S Yeary Falr Valae

Total Options Falr Valne - 3 511!788 ) § 892 § — $ — $ (i0, 896)
1 — Prices actively quoted or based on actively quoted prices.

2 —Prices based on models and other valuation methods.

These represeat the fair value of positions calculated using internal modcls when directly and mdlrcctly quoted external prices or
prices derived from external sources are not available. Internal models incorporate the use of options pricing and estimates of the

Page 37 of 47

present value of cash flows based upon underlying contractual terms. The models reflect management’s estimates, taking into account ™ -

observable market prices, estimated market prices in the absence of quoted market prices, the risk-free market discount rate, volatility
factors, estimated correlations of commodity prices and contractual volumes. Market price uncertainty and other risks also are factored
into the model,

Normal purchases and sales transactions, as defined by SFAS No. 133, as amended, and certain other long-term power purchase
_contracts are not included in the fair vahees by source tables as they are not mcluded in the commodity trading operations and are not
qualifying hedges.

At June 30, 2006, a 10-percent increase in market prices over the next 12 months for trading contracts would increase pretax income
from continuing operations by approximately $1.5 million, whereas a 10-percent decrease would decrease pretax income from
continuing operations by appraximately $0.7 million.

Interest Rate Risk

Xcel Energy and its subsidiaries are subject to the risk of fluctuating interest rates in the normal course of business, Xcel Energy’s
policy allows 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.

At June 30, 2006, a 100-basis-point change in the benchmark rate on Xcel Energy's variable rate debt would impact pretax interest
expense by approximately $7.7 million annually, or approximatety $1.9 million per quarter. See Note 7 to the consolidated financial
. statements for a discussion of Xcel Energy and its subsidiaries’ interest rate swaps.

Credit Risk

Xcel Bnergy and its subsidiaries are exposed 1o credit rigk. Creditrisk relates to the risk of loss resulting from the nonperformanoe by
a counterparty of its contractual obligations. Xcel Energy and its subsidiaries maintain credit policies intended to minimize overall
credit risk and actively monitor these policies to reflect changes and scope of operations.

Xcel Energy and its subsidiaries conduct standard credit reviews for all counterparties. Xcel Energy employs additional credit risk
control mechanisms when appropriate, such as letters of credit, parental guarantees, standardized master netting agreements and
termination provisions that allow for offsetting of positive and negative exposures. The credit exposure is monitored and, when

- necessary, the activity with a specific counterparty is limited untit credit enhancement is provided.

At June 30, 2006, a 10-percent increase in prices would have resulted in a net mark-to-market increase in credit risk exposure of $13.9
million, while a decrease of 10-percent would have resulted in 2 decrease of $12.4 million.

LIQUIDITY AND CAPITAL RESOURCES

Cash Flows

Six months ended June 30,
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