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period, debt maturities are-manageable: 2008 ($638 million); 2009 ($558 million); 2010 ($542 million); 2011 ($52
million); and, 2012 ($1.1 billion).

Outlook

The stable outlook on Xcel and its subsidiaries reflects the company's improved business risk profile and
expectations of cash flow protection measures over the intermediate term that will support the current rating. Given
the company's focus on regulated utility operations, Standard & Poor's expects that Xcel will reach constructive
regulatory outcomes so as to avoid meaningful rises in business risk. The outlook could be revised to negative and
ratings could be lowered if there would be unfavorable and material rate outcomes or a renewed emphasis on
unregulated operations, or the financial risk profile weakens during the pending construction phase. A positive
outlook or an upgrade is currently not contemplated mostly due to the large capital spending program and
consolidated debt leverage.
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Summary:

Xcel Energy Inc.

Rationale

The rating on integrated electric and natural gas utility holding company Xcel Energy Inc. is based on the
consolidated credit profile of Xcel and its vertically integrated utility subsidiaries--Northern States Power Co.
(NSP-Minnesota), Northern States Power Wisconsin (NSP-Wisconsin), Public Service Co. of Colorado (PSCo), and
Southwestern Public Service Co. (SPS).

Minneapolis, Minn.-based Xcel had $8.1 billion of debt and $105 million of preferred stock as of Dec. 31, 2007.

Xcel, as a regulated utility holding company, serves 3.3 million electric and 1.8 million natural-gas customers in
eight different states with its largest operations in Minnesota and Colorado. The rating on Xcel reflects its excellent
consolidated business profile exhibited by supportive regulation, particularly in Colorado, Minnesota, and
Wisconsin where more than 90% of consolidated operating cash flow is derived. Like other utilities in the region,
Xcel has been spending on new plant construction and environmental upgrades to serve rising electricity demand
and meet increasingly stringent air quality requirements. Supportive regulation includes rate riders, cost recovery
trackers, forecasted test periods, and the ability to earn a cash return on construction work in progress. The business
profiles of NSP-Minnesota, NSP-Wisconsin, PSCo, and SPS are considered excellent.

The rating reflects an aggressive consolidatec} financial profile that includes adjusted funds from operations (FFO)
interest coverage of 3.7x, FFO to total debt of 19.6%, and total debt to total capital of about 60%, all as of Dec.
31, 2007. Net cash flow (post dividends) to capital expenditures was 73% and the dividend payout ratio was 67%,
up slightly from 2006. Adjustments reflect substantial purchased-power obligations, particularly at PSCo, operating
leases, and pension-related items. All ratios improved from the end of 2006 due in part to improved cost recovery of
capital expenditures through rate riders and base rate increases.

Short-term credit factors

The short-term rating on Xcel is "A-2". Xcel and each of its utility subsidiaries have adequate liquidity and a
manageable debt maturity schedule. Xcel has an $800 million bank credit facility that as of Dec. 31, 2007, had 78%
availability. PSCo's $700 million facility had 74% availability, NSP-Minnesota's $500 million facility had 35%
availability, and SPS's $250 million facility had 59% availability. NSP-Wisconsin borrows periodically from
NSP-Minnesota through a commission-approved short-term inter-company note program. All four credit facilities
mature in December 2011. Cash on a consolidated basis was $51 million as of the end of 2007.

Increased cash flow resulting from the expected rate increases and declining capital spending in the later years
should permit the consolidated company to internally fund 90% to 100% of capital requirements. The company
currently maintains sufficient liquidity to address potential collateral calls under a stressed scenario comprised of a
negative credit event and an adverse movement in commodity prices. For 12 months ended Dec. 31, 2007, total cash
sources exceeded planned cash uses such as dividends, capital spending, and debt maturities. Over the 2008 to 2012
period, debt maturities are manageable: 2008 ($638 million); 2009 ($558 million); 2010 ($542 million); 2011 ($52
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million), and 2012 ($1.1 billion).

Outlook

The stable outlook on Xcel and its subsidiaries reflects the company's improved business risk profile and
expectations of cash flow protection measures over the intermediate term that will support the current rating. Given
the company’s focus on regulated utility operations, Standard & Poor's expects that Xcel will reach constructive
regulatory outcomes so as to avoid meaningful rises in business risk. The outlook could be revised to negative and
ratings could be lowered if there would be unfavorable and material rate outcomes or a renewed emphasis on
unregulated operations, or the financial risk profile weakens during the pending construction phase. A positive
outlook or an upgrade is currently not contemplated mostly due to the large capital spending program and
consolidated debt leverage.
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Research Update:

Xcel Energy Inc. Upgraded To 'BBB+' From
'BBB' On Stronger Business Profile

Rationale

On Oct. 16, 2007, Standard & Poor's Ratings Services raised its corporate
credit rating on integrated electric and natural gas utility holding company
Xcel Energy Inc. and all its vertically integrated utility subsidiaries--
Northern States Power Co. (NSP-Minnesota), Public Service Co. of Colorado
(PSCo), and Southwestern Public Service Co. (SPS)--to 'BBB+' from 'BBB'. In
addition, Standard & Poor's raised its corporate credit rating on subsidiary
Northern States Power Wisconsin (NSP-Wisconsin) to 'A-' from 'BBB+'. The
outlooks are stable.

The upgrade reflects Xcel's strengthening Lusiness profile, exhibited by
supportive regulation, particularly in Colorado, Minnesota, and Wisconsin
where more than 90% of consolidated operating cash flow is derived. Supportive
regulation includes rate riders, cost recovery trackers, forecasted test
periods, and the ability to earn a cash return on construction work in
progress. Additionally, the firm's financial measures are expected to be
commensurate with the higher rating.

Minneapolis, Minn.-based Xcel had $7.5 billion of debt and $105 million
of preferred stock as of June 30, 2007.

Xcel, as a regulated utility holding company, serves 3.3 million electric
and 1.8 million natural-gas customers in eight different states with its
largest operations in Minnesota and Colorado. The business profile also
incorporates generally supportive state regulation, the relatively low-cost
pover supply and fuel diversity, and the wide service area stretching from
Wisconsin to New Mexico. Xcel's consolidated business profile is '4°
(strong) . (Business profiles are categorized from 'l' (excellent) to '10°'
(vulnerable).) The business profiles of the utility subsidiaries are:
NSP-Minnesota, NSP-Wisconsin, and PSCo are a '4'; and SPS is a '5!
(satisfactory). Like other utilities in the region, Xcel has been spending on
new plant construction and environmental upgrades to serve rising electricity
demand and meet increasingly stringent air quality requirements.

The rating also reflects an aggressive consolidated financial profile
that includes adjusted funds from operations (FFO) interest coverage of 3.6x,
FFO to total debt of 18.8%, and total debt to total capital of about 60%, all
as of June 30, 2007. Net cash flow (post dividends) to capital expenditures
was about 74% and total debt to EBITDA was 3.7x. Adjustments reflect
substantial purchased-power obligations, particularly at PSCo, operating
leases, and pension-related items. All ratios improved from the end of 2006
due in part to improved cost recovery of capital expenditures through rate
riders and base rate increases.
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Short-term credit factors

The short-term rating on Xcel is 'A-2'. Xcel and each of its utility
subsidiaries have adequate liquidity and a manageable debt maturity schedule.
Xcel has an $800 million bank credit facility that as of June 30, 2007, had
68% availability. PSCo's $700 million facility had 58% availability,
NSP-Minnesota's $500 million facility had 95% availability, and SPS's $250
million facility had 53% availability. NSP-Wisconsin borrows periodically from
NSP-Minnesota through a commission-approved short-term inter-company note
program. All four credit facilities mature in December 2011. Cash on a
consolidated basis was about $10 million as of June 30, 2007.

Increased cash flow resulting from the expected rate increases and
declining capital spending in the later years should permit the consolidated
company to internally fund 90% to 100% of capital requirements. The company
currently maintains sufficient liquidity to address potential collateral calls
under a stressed scenario comprised of a negative credit event and an adverse
movement in commodity prices. For 12 months ended June 30, 2007, total cash
sources exceeded planned cash uses such as dividends, capital spending, and
debt maturities.

The dividend payout ratio was 64% as of June 30, 2007, up slightly from
63% at the end of 2006. This should remain relatively stable if management
maintains a congervative dividend policy of raising dividends in line with
expected growth.

Outlook .

The stable outlook on Xcel and its subsidiaries reflects the company's
improved business risk profile and expectations of cash flow protection
measures over the intermediate term that will support the current rating.
Given the company's focus on regulated utility operations, Standard & Poor's
expects that Xcel will reach constructive regulatory outcomes so as to avoid
meaningful rises in business risk. The outlook could be revised to negative
and ratings could be lowered if there would be unfavorable and material rate
outcomes or a renewed emphasis on unregulated operations, or the financial
risk profile weakens during the pending construction phase. A positive outloock
or amn upgrade is currently not contemplated mostly due to the large capital
spending program and consolidated debt leverage.

Ratings List
Not Rated Action

To From

Northern States Power Co.
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07/01/2019
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Northern States Power Wisconsin

Senior Secured

US$50 mil 9.125% 1st mtg bnd due
04/01/2021
Recovery Rating

16% 1st mtg bnds due 03/01/2012
Recovery Rating

US$110 mil 7.25% 1st mtg bnd due
03/01/2023
Recovery Rating

1+

1+

95%8 3%
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Public Service Co. of Colorado
Senior Secured

16.25% 1st mtg bnds due 12/01/2011

Recovery Rating

13% 1st mtg bnds due 03/01/2015 NR A-

Recovery Rating NR 1+

8.25% 1st mtg bnd due 11/01(2007 NR A-

Recovery Rating NR 1+
Preferred Stock

Local Currency NR BB+

g3
¥
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Xcel Energy Inc.
Southwestern Public Service Co.
Commercial Paper
Local Currency A-2

Northern States Power Co.
Public Service Co. of Colorado

Senior Secured

Local Currency 1+
Commercial Paper

Local Currency A-2

Northern States Power Wisconsin

Senior Secured

US$65 mil 7.375% 1st mtg bnd due A

12/01/2026

Recovery Rating ) 1+ 1+
US$150 mil 5.25% 1st mtg bnd ser A A

due 10/01/2018

Recovery Rating 1+ 1+
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To From
Xcel Energy Inc.
Southwestern Public Service Co.
Corporate Credit Rating BBB+/Stable/A-2 BBB/Stable/A-2
Northern States Power Co.
Public Service Co. of Colorado
Corporate Credit Rating BBB+/Stable/A-2 BBB/Stable/A-2

Complete ratings information is available to subscribers of RatingsDirect, the
real-time Web-based source for Standard & Poor's credit ratings, research, and
risk analysis, at www.ratingsdirect.com. All ratings affected by this rating
action can be found on Standard & Poor's public Web site at

www. standardandpoors.com; select your preferred country or region, then
Ratings in the left navigation bar, followed by Credit Ratings Search.
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QUESTION NO. TIEC 3-7:

Please provide copies of all credit reports published by S&P, Moody’s and Fitch Ratings for
SPS, Xcel and all of its operating utility affiliates issued over the last two years.

RESPONSE:

Please refer to Exhibit TIEC3-7.

Preparer(s): Yvonne Min
Sponsor(s): George E. Tyson 11
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FitchRatings

Fitch : Info Center : Press Releases
KROW YOUR RISK

Fitch Upgrades XEL Energy IDR to "BBB+'; Select Action on Subsidiaries Ralings
15 Mar 2007 1:55 PM (EDT)

Filch Ratings-Chicago-15 March 2007: Fitch has upgraded the Issuer Defauit Rating (IDR) of Xcet Energy Inc.
(NYSE: XEL) to 'BBB+' from 'BBB". At the same time, Fifch has revised the long term Rating Outiook of Public
Service Company of Colorado (PSCO, IDR "BBB') to Positive from Stable and downgraded the ratings of
Southwestern Public Service (SPS, IDR to 'BBB' from ‘BBB+"). Fitch has also affirmed the ratings and Rating
Outlook of XEL's subsidiaries Northern States Power - Minnesota (NSPM, IDR ‘A-') and Northern States Power -
Wisconsin (NSPW, IDR "A-'), each with a Stable Outlook. Approximately $7.4 billion of debt is affected. See
below for complete rating summary.

Fitch's upgrade of XEL's IDR to 'BBB+" recognizes the following: strong underlying cash flows from utilities
which are growing a result of strong electric demand growth in Minnesota and Colorado; electric and gas base
rate increases and various regulatory mechanisms that allow enhanced recovery of capital spending; success of
a growth stralegy focused on growing rate base with support from regulators; and conservative capital

structures at the operating utility level. XEL's financial profile continues to benefit from strong performance at
NSPM and PSCO, which combined contribute 75% of funds from operations.

The Stable Rating Outiook for XEL is based on Fitch's expectation that the company will continue to focus on
core utility operations, complete major utility capital spending projects within budget, and receive continued
regulatory support. Fitch projects that credit metrics will strengthen slightly, with funds from operations (FFO)
interest coverage in the range of 4.5 times (x) to 5.0x, and debt-to-FFO in the 4.0x-4.5x range. The Stable
Rating Outlook also incorporates the possibility of an adverse judgment in the COLI litigation; XEL has sufficient
liquidity resources in the event of an adverse ouicome.

1
The Positive Rating Outlook for PSCO refiects Fitch's expectation that credit metrics will gradually improve. For
2007 and 2008, Fitch projects that FFO interest coverage will be in the range of 5.0x to 5.5x, while debt to FFO
will be in the range of 3.5x to 4.0x. These projections consider the full-year impact of the most recent electric
rate case, as well as a modest increase in debt to fund significant capital investments. The next two years are
the peak of PSCO’s capital spending plan, which includes approximately $1.0 billion for PSCO's portion of a
new coal plant, and substantial investments in transmission and distribution. Ratings conecems include changes
atthe CPUC, declining gas usage, and the management of PSCO’s purchased power needs.

The downgrade of SPS reflects deteriorating credit metrics, and higher business risks. FFO interest coverage
has steadily declined over the last five years, and was 2.5 times (x) as of Dec. 31, 2006. Business risks for SPS
include: a growing rellance on purchased power and an inability to pass through capacity costs without filing a
general rate case; a high concentration of wholesale and commercial industrial customers who continue to resist
company efforts to improve timely recovery of commodity costs and capital spending; a challengirig regulatory
environment that includes the PUCT, FERC, the New Mexico Public Regulation Commission, and by the 81
municipalities it provides service to within Texas; and growing environmental costs for its coalfired generation.
There are several credit positives including demand growth driven largely driven by oil and gas customers,
better than 90% capacity factors for its coalfired units and forced outage rates lower than industry averages,
relatively low growth of operations and maintenance costs (adjusted for fue! expenses) down, and no threat of
retail competition. SPS contributes only 9% to XEL's consolidated funds from operations.

NPSM's ratings were affirmed based on strong cash flows, constructive regulatory environments, and growing
electric operations. The ratings also consider the linkage to NSPW through an integrated generation and
transmission system. The Stable Rating Outlook reflects Fitch's expectation that planned capital spending of
approximately $1 billion in 2007 and $1.1 billion in 2008 and dividend payments to XEL of $200 million-$225
miltion will be offset by strong demand growth and cash recovery of transmission and generation investments.
The capital-spending program consists primarily of Minnesota Public Utility Commission (MPUC)-approved
investments in generation, transmission, and distribution. Fitch expects that operating cash flows net of
dividends will cover approximately 55%-70% of capital expenditures and that NSPM will fund the shortfall

http://www fitchratings.com/creditdesk/press_releases/detail.cfim?print=1&pr_id=347390 3/27/2007
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primarily through additional short and long term debt. For 2007, Fitch projects the company’s credit metrics will
remain strong relative to both peers and its rating category, with FFO interest coverage in the range of
approximately 4.75x-5.75x, and debt-lo-FFO in the approximately 3.0x-4.0x range.

'NPSW's ratings were affirmed based on strong credit metrics, the growth of its electric operations business, a
generally constructive regulatory environment, and the linkage to NSPM. The Stable Rating Outlook reflects
Fitch Ratings' expectation that credit metrics will remain near current levels. For 2007, Fitch estimates FFO
interest coverage in the range of approximately 4.5x-5.5x, and debt-1o-FFO in the approximately 3.5x-4.5x
range.

The following Issuer rating is upgraded:

XCEL Energy, Inc.
—Long-term IDR to '‘BBB+" from ‘BBS".

The following issuer ratings are affirmed and Outiook Revised 1o Posifive:

Public Service Company of Colorado (PSCO)
—-Long-term IDR 'BBB"; -

—First Mortgage Bonds 'A-";

~Senior Unsecured 'BBB+";

—Short-term debt ‘F2°.

The following issuer ratings are downgraded:

Southwestern Public Service Co. (SPS)
—Long-term IDR to 'BBB’ from '‘BBB+":
—~Senior Unsecured 'BBB+' from ‘A-'. ¢

-t

The Rating Outlook for SPS is Stable.
The following issuer ratings are affirmed with a Stable Outlook:

Xcel Energy Inc. (XEL)
—Senior Unsecured 'BBB+';
—Convertible Secutities ‘BBB+":
—Preferred Stock 'BBB":
—Short-tern debt ‘F2".

Northern States Power Co. - Minnesota (NSPM)
—~Long-term IDR 'A-%

—First Morigage Bonds ‘A+";

—Senior Unsecured 'A";

-Short-term debt 'F1*,

Northern States Power Co. - Wisconsin (NSPW)
—Long-term IDR ‘'A-";

—First Mortgage Bonds ‘A+";

—Senior Unsecured 'A%, -

—Short-term debt ‘F 1",

Southwestern Public Service Co. (SPS)
—Short-term debt 'F2'.

Contact: Justin Bowersock, CFA +1-312-368-3151, Karen Anderson +1 -312-368-3165, Chicago.

Media Relations: Brian Bertsch, New York, Tel: +1 212-908-0549.

hﬂp://www.ﬁtchraﬁngs.com/creditdesk/press_releasés/detail.cﬁn?pﬁnt-—-l&pr_id=347390 3/2712007
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Southwestern Public Service
Co.

KROW YOUR RISK
Global Power/North America
Credit Update
Ratings
Security Curent  Previous Date
Class Rating Rating Changed
Long-Term IDR BBB 888+ 41807
ShortTemiDR  F2 NR 126105
Sr. Unsecured 888+ A~ 31507
IDR — Issuer defoukt mting. NR — Not rated.
Rating Watch None
Rating Outlook Stable
Analysts
Justin Bowersock
+1 312 368-3151
Justin.bowersock@fitchratings.com
Karen L. Anderson
+1 312 368-3165
karen.anderson@fitchratings.com
Profile

SPS is a fully integrated, investor-owned
utility that generates, transmits, distributes and
sells electric energy to approximately 386,000
customers in approximately 52,000 square
miles of service area in the panhandle and
South Plains of Texas as well as eastern New
Mexico.

Related Research
*  Xcel Energy Inc., Credit Analysis,

March 23, 2007.

*  Northem States Power Co. — Minn.,
Credit Update, March 23, 2007.

e Northem States Power Co. — Wisc.,
Credit Update, March 23, 2007.

e  Public Sexvice Co. of Colorado, Credit
Update, March 23, 2007.

TSR

March 23, 2007

R Rating Rationale ’ .
The rating reflects Southwestern Public Service €o.’s (SPS) weaker
financial profile and higher business risk profile. Specifically:

Deteriorating cash flows from operations. Cash flows have been
lower primarily due to higher capacity costs, higher energy costs,
and a recovery lag for fuel and purchased power. While SPS has a
regulatory mechanism to recover increased fuel and purchased
power costs, the design of the mechanism increases working
capital needs and lowers operating cash flows during periods of
quickly rising prices. Funds from operations (FFO)-to-interest
coverage has steadily declined over the past five years and was
2.5 times (x) as of Dec. 31, 2006.

Growing capacity costs. SPS controls approximately 4,300 megawatts
(mw) of generation versus an estimated 2007 peak load of 4,700 mw.
Including 2007 contracted wholesale firm sales of 1,475 mw,
interruptible sales of 150 mw (estimated from SPS® 2006 Texas electric
rate case filing), and purchases of 600 mw, the company’s net short
position increases to approximately 2,900 mw. When SPS was long
generation, wholesale sales helped subsidize retail customers’ costs.
Now, however, firm wholesale sales add operational, regulatory
political complexities with regard to rates, particularly average sysg
costs versus incremental costs and resource planning. Wholesale
customers have fought SPS about paying rates based on system average
costs versus incremental costs. Older customers want rates based on
coal-fired unit costs rather than higher systemwide costs, which include
gas-fired unit costs. SPS received an adverse administrative law judge
(ALJ) recommendation in this matter. The potential Liability is
$50 million, and the company has reserved $7 million. SPS hopes the
Federal Energy Regulatory Commission (FERC) will disregard the
ALJ. If high energy prices persist, SPS" short position may grow at a
higher rate than in past years given a concentration of custorers in the
oil and gas sector. From a aredit perspective, the increasing reliance on
purchased power is noteworthy becanse SPS has no regulatory
mechanisin to-recovery capacity costs (in its recent rate case SPS tried
witheut success to obtain recovery through its existing fuel-adjustment
mechanism). While in this case Fitch does not include power purchase
contracts as a debt equivalent, increased capacity payments have hurt
SPS’ margins. Without a regulatory mechanism for timely recovery of
such costs, increasing capacity payments will continue to reduce SPS’
sustainable cash flow and coverage levels.

Concentration of customers in the wholesale and commercial and
industrial (C&I) classes. C&I customers comprise 47% of mw
sold and 45% of revenues. Residential customers account for less
than 13% of SPS’ customer mix. This exposes SPS to multiple
risks, such as alternative suppliers, fuel-switching, self-built
generation and demand destruction (the C&I segment, in

www . fitchratings.com
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particular, is more sensitive to commodity prices
that the residential segment). In addition, large
C&I customers have resisted company efforts to
improve timely recovery of commeodity costs and
capital spending.

* Multiple regulatory jurisdictions. SPS s
regulated by the Public Utility Commission of
Texas (PUCT), FERC, the New Mexico Public
Regulation Commission and by the 81
municipalities it services within Texas. This
creates numerous challenges for setting rates,
recovering capital and fuel and power purchased
costs, and developing a resource plan. Fitch
notes that in 2006, SPS sold its customers in
Kansas and Oklahoma to a third party, thereby
eliminating oversight from two states.

¢ Environmental costs of coal-fired generation.
SPS’ two coal-fired plants account for more than
2,200 mw, or 52% of total owned generation,
and SPS has made no additional investmerits in
pollution control equipment. The company is
reluctant to make such investments without a
regulatory mechanism for timely recovery, and
there has been little support among SPS’
customers, particularly the large C&I customers,
for recovery outside of a general rate case.
Ultimately, SPS will have to invest in pollution
control equipment. Under the Clean Air
Interstate Rule (CAIR), for example, SPS will
need to spend approximately $25 million on
equipment and another $12 million-$25 million
per year on emissions credits (SPS is appealing
the Environmental Protection Agency’s decision
to apply CAIR to its plants, but no resolution is
expected before 2008). Carbon standards and
other regulations could increase the amount of
investment needed. The ultimate effect on SPS’
ratings and Rating Outlook will depend on the
regulatory treatmnent,

There are several credit positives. First, demand in
SPS’ service territory is growing, largely driven by
oil and gas customers, versus generally flat'demand
in past years, as SPS’ territory is largely rural and
agricultural in nature. Second, the company operates
its coal-fired generation well, keeping capacity
factors above 90% and forced outage rates lower than
industry averages. The company also managed a coal
supply crisis in 2005 reasonably well. Third, the
company managed to keep its operations and
maintenance (O&M) costs (adjusted for fuel
expenses) down, with the exception of increased
health care and benefits costs. Finally, SPS is

unlikely to transition to retail competition in the next
2-3 years.

The Stable Rating Outlook reflects Fitch’s
expectation that credit metrics will remain within
parameters for the current rating category. For 2007
and 2008, Fitch estimates funds from operations
(FFO) interest coverage will be in the range of
3.0 times (x)-4.0x and total debt-to-FFO will be in
the range of 5.0x-6.0x. )

B Recent Developments

Texas Electric Rate Case

In 2006, SPS filed for its first base rate increase since
1992, requesting a $48 million rate increase and
11.6% return on equity. The filing also included fuel
reconciliation for 2004 and 2005 of $957 million, and
various parties have recommended disallowances
ranging from $8 million-$120 million. One party, an
alliance of municipalities served by SPS, challenged
two coal supply contracts executed in 2005 and 2006
as imprudent. The proposed disallowances over the
life of the two contracts through 2010 and 2017,
respectively, are in excess of $100 million. The
PUCT will decide this matter by May 2007,

Fitch continues to monitor this s§tuation. An adverse
outcome in this proceeding, especially if interveners®
efforts to disallow the two coal supply contracts are
successful, could negatively affect the rating or
Rating Outlook of SPS.

Resource Planning/Capital Spending
Currently SPS plans capital investments of
approximately $135 million per year through 2009.
This budget does not include any investment in new
generation. In the near and intermediate term, SPS
plans to purchase more capacity. It will contract for
approximately 250 mw of wind generation this year
and approximately 200-250 mw of intermediate
capacity beginning 2008 and 2009. In the long term,
SPS will need more base-load generation.

The buy or build question with regard to base-load
generation illustrates some of the challenges SPS
faces. SPS owns most of the low-cost base-load
generation  accessible through the existing
transmission system, and there are no significant
base-load additions planned by others within SPS’
transmission area. Second, SPS is unable to pass
through its capacity costs, which limits the
affractiveness of long-term base-load purchase

216

Page 4 of 5i

69




FitchRatings

KNOW YOUR RISK

Exhibit TIEC3-"

Corporate Finance

agreements. Third, there has been little support,
particularly from large C&I customers, for a
regulatory plan that would allow fimely recovery of
building costs. Building a base-load plant through a
general rate case proceeding, which creates a
significant lag between cash outflow and recovery, is
a major disincentive to self-build.

Reserves for Contingencies

Management believes it has sufficient reserves for
approximately $100 million of contingencies
primarily related to several rate and regulatory
matters before FERC and the Texas and New Mexico
public utility commissions. Some of these matters
may take several years to resolve. To the extent that
cuirent reserves are insufficient to fund final
obligations, Fitch expects SPS to finance its
payments in a ratings neutral manner.

% Liquidity and Debt Structure

Fitch estimates that cash from operations will find
approximately 60%—75% of SPS” capital spending in
2007 and 2008 after paying dividends to XEL of
$70 million-$80 million per year. Short-term debt is
likely to fund the shortfall; SPS can borrow up to
$100 million through an intracompany money pool,
and has a stand-alone $250 million credit facility that
expires in 2011 and can be extended for one year
with 50% lender approval. The credit facility has a
65% total debt-to-total capitalization covenant. As of
Dec. 31, 2006, SPS borrowed approximately
$52 million under the credit facility.

SPS had $774 million of long-term debt outstanding
at year-end 2006, including $650 million of
unsecured bonds. There are no maturities in 2007 or
2008.
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(SMiI..F:scalYesrs&dedDec.M)
2006 2005 2004 2003 2002
Fundamental Ratios {(x)
Funds from Operations/interest Expense 25 49 44 11 49
Cash from Operations/Interest Expense 54 3.1 4.1 3.7 39
DebVFunds from Operations 99 43 47 49 45
Operating EBIT/Interest Expense 22 27 25 33 36
Operating EBITDA/Interest Expense 39 45 42 49 55
Debt/Operating EBITDA ) 38 38 38 31 32
Common Dividend Payout (%) 164.0 1334 1706 118.0 1264
Internal Cash/Capital Expenditures (%) 1367 246 573 47.0 82.1
Capital Expenditures/Depreciation {%) 126.7 1310 133.7 1213 58.1
Profitability
Revenues 1,686 1,627 1,334 1,201 1,025
Net Revenues 470 479 457 491 470
O&M Expense 199 190 182 175 157
Operating EBITDA 219 242 227 270 259
Depreciaion and Amortization Expense 96 o8 92 87 89
Operating EBIT 123 145 135 182 170
interest Expense 56 54 54 54 47
Net Income for Common 48 62 55 82 74
OZM % of Net Revenues 424 39.7 39.8 356 334
Operating EBIT % of Net Revenues 26.3 303 296 37.0 36.2
Cash Flow ’
Cash Flow from Operations 244 14 164 147 136
Change in Working Capital 161 (98) (20) 21) 49)
Funds from Operations 83 212 184 168 185
Dhvidends (78) (83) (94) e7) (93)
Capital Expendifures (122) (126) (123) (106) (52)
Free Cash Flow . 45 {95) {52) (56) {9)
Net Other Invesiment Cash Flow 26 4 5 4 1)
Net Change in Debt 1 (80) 49 36 1) 0
Net Change in Equity 1 52 2 3 6
Capital Structure
Short-Term Debt 51 585 36 0 0
Long-Term Debt 774 326 825 825 826
Total Debt 825 811 861 825 826
Preferred and Minority Equity 0 o 0 0 [}
Common Equity 795 814 781 814 829
Total Capital 1,620 1725 1,642 1,640 1,654
Total Debt/Total Capital (%) 50.9 52.8 525 503 499
Preferred and Minority Equity/Totat Capital (%) 0.0 0.0 00 0.0 00
Common Equity/Total Capital (%) 49.1 472 475 49.7 50.1
Opevaﬁrgesrr-mmmmemmnm.ommam-onmmummmmmumm
amortizaion expense. O&M —~ Operations and mainlenance. mmmmmmmmmmwmmbmmmm
Wmmpmmmmmmumsmmmm:mummmm
mmmsmmmmwsmmm of Charlottesville, Va.
Copyright ©2007 by Fisch, bnc., Fitch Ratiogs Ltd. and its subsidiaries. One State Street Plaza, NY, NY 10004,
Telephone 1-800-753-4824, (212) 908-0500. Pax: (212) 430-4435, Reproduction of reansmission in whole or in part is podibited except by permissi AT rights reserved, All of the
information contained hierein has been obizined from sources which Fitch believes are relisble, but Fitch does not verify the vuth or cy of the information. The info in 0¥} repontis
provided “as is” without any rep - y of amy kind. AMniuimopﬁu-hhm&:m.mawnwm,sdwwmm.
Southwestern Public Service Co.
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Xcel Energy Inc.

Credit Analysis
Ratings
Security Current  Previous Date
Class . Rating Rating Changed
Long-Term IDR BBB+ -] 3NS07
Sr. Unsecured B8B+ 888 89105
Convertible

Securilies BBB+ BBB 8805
Preferred Stock 868 BBB~ BA05
Short-Term Debt  F2 NR 12/6/05
IDR -~ Issuer default rating. NR ~ Not rated.
Rafing Watch.__... None
Rating Outiook. Stable
Analysts
Justin Bowersock
+1 312 368-3151
justin.bowersock@fitchratings.com
Karen L. Anderson
+1312368-3165
karen.anderson@fitchratings.com
Profile

XEL is the parent holding company of four
utility subsidiaries. On a consolidated basis,
XEL is one of the largest electric and gas
utilities in the country. There are no material
unregulated businesses.

Related Research

»  Northemn States Power Co. — Minn.,

Credit Update, March 23, 2007.
¢ Northern States Power Co. —— Wisc.,

Credit Update, March 23, 2007.

e  Public Service Co. of Celorado, Credit
Update, March 23, 2007.

e  Southwestern Public Service Co., Credit
Update, March 23, 2007.

March 23, 2007

B Rating Rationale
The ratings and Rating Outlook are supported by the following:

e Streng underlying cash flows from utilities. Cash flows are
growing as a result of strong electric demand growth in Minnesota
and Colorado, electric base rate increases and various regulatory
mechanisms that allow enhanced recovery of capital spending as
well as pass-through of fuel and purchased power costs.

® Adequate short-term liquidity to fund incremental capital
expenditures and worst-case company-owned life insurance
(COL) litigation outcome.

»  Success of growth strategy, which is focused on growing rate base
with support from regulators.

® Xcel Energy Inc. (XEL) is recovering substantial capital costs
through rate riders tied to specific projects, which should limit the
risk of rate fatigue by causing only incremental increases in
customers’ rates.

s A relatively conservative capital structures at the operating utility
level.

The Stable Rating Outook reflects- Fitch’s dxpectations that
sustainable cash from operations will remain. For 2007 and 2008, Fitch
projects that funds from operations (FFO) interest coverage will be in
the range of 4.5 times (x)~5.0x and total debt-to-FFO in the 4.0x—4.5x
range.

8 Recent Developments

Regulatory Matters

XEL received constructive regulatory treatment in recent rate cases in
Colorado, Minnesota and Wisconsin. Of particular note are recent
electric base rate increases in Colorado and Minnesota, the first base
rate increases in these jurisdictions for many years. XEL believes it
can minimize the risk of rate fatigue, a legitimate concem given the
size and scope of XEL's capital-spending program (which could grow)
by getting rate riders for specific projects. This approach causes only
incremental increases in customers’ rates and reduces the risk of rate
fatigue. XEL has successfully used this approach in Colorado and
Minnesota.

Some regulatory challenges remain. XEL is in the middle of an electric
rate case in Texas, its first in more than a decade, and a fuel
reconciliation proceeding. The Texas regulatory environment has been
less constructive than in Minnesota and Colorado. For example, the
Public Utility Commission of Texas (PUCT) appears reluctant, perhaps
given commercial and industrial customer opposition, to consider a
mechanism for recovery of capacity costs, despite Southwestern Public
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XEL at a Glance

S M)
NSPM PSCO SPS NSPW XEL
FFO 585 406 130 102 1478
Total Assets 9079 8364 1645 1251 21958
Total Debt 2388 2319 826 M7 1412
FFQOAnterest (x) 4.9 46 a4 54 40
DebtFFO (x) 47 63 34 50
DebU/Capitafzation (%) 48 a“ 50 43 56
% XEL Net income 44 39 12 5 100
Blecticity Customers (M3.) 13 13 04 0.2 33
Gas Customers (ML) 05 12 - 0.1 18
isdicSons M., Colo. Texas, Wisc, —

N.D., NM. Mich,

SD.

XEL - Xcel Energy Inc. NSPM - Northern States Power Co. — Mimn,
N&’W—NMS&BMC«.—WMPSCO-PMSM
Co. of Cob SPS ~ Southy Public Service Co. FFO - Funds
mmmww

Service Co.’s (SPS) growing reliance on and cost of
purchased capacity. Achieving a constructive
outcome to this proceeding may be challenging. XEL
also faces a nmew public utility commission (PUC)
chairperson in Colorado who has previously served in
a variety of consumer advocate positions. Fitch will
continue monitoring the environment in Colorado for
any signs that it will be less constructive. The
outcome of several regulatory filings in the next year
will help clarif¥ this matter.
I

Capital Spendil‘l

XEL’s utility subsidiaries have enhanced recovery
mechanisms, including rate riders, for all projects
listed in the Capital Budget Projections table except
base capital expenditures, nuclear expenditures
{nuclear fuel is capitalized, amortized and ultimately
recovered through the fuel-adjustment mechanism in
Minnesota, which mitigates; but does not eliminate
the recovery lag) and Sherburne County Generating
Plant (Sherco). NSPM applied for rate rider recovery
of the Sherco project, which consists of
environmental upgrades and a capacity increase for
an existing coal-fired plant in Minnesota. Fitch
expects that NSPM would delay or cancel the Sherco
project if it is unable to obtain enhanced recovery
from regulators.

This capital budget does not include several projects
that could increase overall spending by more than
$1 billion, including an integrated gasification
combined cycle IGCC) project in Colorado. Public
Service Co. of Colorado (PSCO) is exploring the
feasibility of an approximately 350-megawatt (mw)
IGCC plant (with sequestration) using: Western coal.
The Colorado legislature passed a law establishing a
rider for recovery of feasibility costs. In 2007, PSCO

Capital Budget Projections

(S M)
2007 2008 2009 2010 2014

NSPM T 985 T1,050 1,000 1080 965
NSPW 75 as S5 60 65
PSCO 690 635 515 580 490
SPS 140 130 130 120 150

Totsl 1900 1900 1700 1850 1,700
Base 955 50 950 1,000 965
MERP 275 170 s 10 —
Comanche 3 345 275 55 15 —_
Minn. Wing* 200 175 50 15 —
Minn. Transmission 5 2 110 240 180
Sherco 10 65 200 245 165
Nuciear™ 110 240 260 260 aso
Other — 5 40 65 40

Totak 1900 1900 1,700 1850 1,700

“Includes generation and transmission. *Inchudes capacity
m.mmmmmusm-uomemsmm
Ca. — Minn. NSPW — Northem States Power Co. — Wisc. PSCO
= Public Service Ca. of Colorado. SPS — Southwestern Public
ServieeCaMERP—MehpomanEmmnsRedaMPnﬂeﬁ.
Smrcu—stmne%mlysenemﬁugm Company reports.

expects to spend approximately $3.5 million on
project development, and construction could begin by
2009. While the company has provided no cost
estimates, Fitch believes such a plant would cost in
the range of $2,000-$3,000 per kilowatt-hour (the
Energy Information Administration estimated in 2005
that IGCC with sequestration will cost 1
$2,000/kilowatt-hour). Fitch expects that PSCO will
obtain appropriate cost-recovery mechanisms from
regulators before committing substantial capital.

The capital budget will be funded at the operating
company level by cash from operations after
dividends, additional long-term debt (mostly secured)
and equity contributions from XEL. Fitch's rating
and Rating Outlook reflect the expectation that the
regulatory environments i Colorado and Minnesota
will remain supportive of the capital investing plans
of XEL’s subsidiaries.

COL{ Litigation

Since the early 1990s, XEL (through PSCO) has
deducted the interest expense from borrowings
against employees® life insurance policies. The
Internal Revenue Service (IRS) challenged this
practice, and the matter is before the court. Currently,
the court is considering motions for summary
judgment from both PSCO and the IRS. The parties
are not in settlement talks, and management believes
a settlement is unlikely. A jury trial is not expected to
start before late summer 2007. PSCO’s current total
liability (including penalties and interest) is
approximately $500 million.

Xcel Energy inc.
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If PSCO loses its case, it plans to pay the IRS and
appeal the decision. The company would likely fund
the payment using a mix of existing tax benefits
(XEL has approximately $375 million-$450 million
of net loss carry-forwards to use in the next three
years from the NRG Energy, Inc. bankruptcy),
additional debt and equity contributions from XEL.
Fitch believes the exact mix of debt and equity would
preserve PSCO’s 60% equity ratio and support
current ratings.

Fitch notes that the new accounting rule for
uncertainty in income taxes (FIN 48) establishes a
“more likely than not” standard, which is defined as a
51% or greater probability that the uncertainty will
resolve in the company’s favor. Applying this rule to
the COLI litigation, XEL’s auditor, Deloitte &

Touche LLP, determined that the 51% threshiold was’

met. If in the future the auditor determines that the
threshold is not met, XEL (and PSCO) is required to
take a reserve equal to the cumulative effect of the
tax matter or, in this case, a $500 million noncash
charge to equity. At this time, Fitch does not believe
such an accounting adjustment would have an effect
on the ratings or Ratings Outlook of either XEL or
PSCO provided that the utility continues to generate
strong and stable cash flow relative to its fixed
obligations and total debt. An equity writedown
would not result in the violation of existing bank
covenants.

M Liquidity and Debt Structure

(Holding Company)
XEL relies primarily on dividends from its utility
subsidiaries to support interest expenses and
shareholder dividends. Since XEL provides shared
services to its utilities, overhead and fixed costs are
effectively reimbursed by the utilities.

Fitch expects dividends to XEL from its utility
subsidiaries will range from $600 million—
$625 million in 2007 and 2008. First-mortgage
indentures at the utility subsidiary level place
restrictions on the amount of dividends each utility
can pay to XEL. However, as of Dec. 31, 2006, these
restrictions were not material. For example, under its
indentures, Northern States Power Co. — Minn.
(NSPM) could have made additional dividend
payments to XEL of $905 million.

Additional liquidity is provided by an $800 million
five-year credit facility due 2011. XEL can extend
the maturity by one year with 50% lender approval.

Xcel Energy Inc. (Holding Company)

($ mit.)
2007 2008 2009

Dividends Received 600 600 600
Net Operating Losses 125 125 125

Total inflow 725 725 725
Interest 120 100 94
Preferred Securities 4 4 4-

Fixed Charges 124 104 98
Common Dividends 375 400 425
Short-Term Debt 200 200 200
Long-Term Debt 1,200 950 950

Total Debt 1,400 1,150 1,150
Cash Flow/Fixed Charges(x) 58 7.0 74
Debt/Cash Flow (x) 19 16 16
After Common Dividends
Cash Flow/Fixed Charges{x) 28 3.1 3.1
Debt/Cash Flow (x) 4.0 35 38

Source: Company reports and Fitch Ratings esfimates.

There was $685 million available under this facility
as of Dec. 31, 2006, The credit facility has a 65%
total debt-to-total capital financial covenant, subject
to a carve-out for noncash COLI litigation-related
matters (such as the writedown of equity from either
FIN 48 or an adverse judgment) and any imputed
debt from power purchase agreements. XEL cannot
borrow from the intracompany money pool.

XEL has approximately $1.4 billion of unsecured
debt outstanding at the holding company level. Fitch
anticipates several changes to the debt structure at the
holding company level in the next few years:

Rating Outiook Rationale

What Could Lead to Positive Rating
Action?

e Continued growth in sustainable cash flows.
e Reduction of debt at holding company.

What Could Lead to Negative Rating
Action?
e  Change in business strategy.

221

e Increasing capital spending beyond
regulatory support.
e  Adverse change in regulatory environment in
Colorado or Minnesota.
Xcel Energy Inc.
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¢ The company recently concluded a tender to
replace up to $350 million of 7% notes due 2010
with new notes due 2017.

* The company has $287.5 million of convertible
senior notes that it will convert to equity
(3230 million in November 2007 and
$57.5 million in 2008).

¢  The redemption of $195 million of senior notes
due 2008.

Coliectively, this restructuring will roll holding
company debt maturities to 2010 and beyond, in
addition to reducing interest expense by more than
$20 million per year.

Fitch expects that XEL will make equity
contributions to subsidiaries in the range of
$150 million-$300 million during 2007 and 2008,
primarily to help these subsidiaries maintain
conservative equity ratios.

Xcel Energy Inc.
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Financial Summary — Xcel Energy Inc.
(S Mil., Fiscal Years Ended Dec. 31)
2006 2005 2004 2003 2002

Fundamental Ratios (x)
Funds from Operations/interest Expense 40 42 33 45 23
Cash from Operations/interest Expense 50 36 238 4.0 28
DebiFunds from Operations 5.0 50 68 43 54
Operating EBIT/Anterest Expense 24 24 24 24 14
Operating EBITDA/Interest Expense . 4.1 4.0 39 4.1 25
Debt/Operating EBITDA - 37 4.0 39 36 28
Common Dividend Payout (%) 632 674 91.1 491 - (22.3)
internal Cash/Capital (%) 934 60.4 36.6 1042 494
Capilal Expenditures/Depreciation (%) 2039 1815 1915 136.4 2378
Profitability
Revenues 9,840 9,625 8,345 7938 9,453
Net Revenues 3,971 3,757 3,442 3,236 (4086)
O8M Expense 1,774 1,708 1,649 1,682 2,290
Operating EBITDA 1,999 1,860 1.799 1,860 2432
Depreciafion and Amortization Expense 822 767 708 756 1,037
Operating EBIT 1177 1,093 1,001 1,104 1,395
Interest Expense 487 463 459 452 963
Net Income for Common 568 508 352 618
OZM % of Net Revenues 447 455 479 52.0 (564.5)
Operaling EBIT % of Net Revenues 296 29.1 37 341 (343.8)
Cash Flow
Cash Flow from Operations 1,924 1,184 817 1,378 1,718
Change in Working Capital 448 (322) . _(223) (200) 439

Funds from Operations 1,476 1,506 1,041 1,578 1,276
Dividends (359) (343) (320) (303) (496)
Capita) Expendilures (1,676) (1.393) (1.357) {1,032) (2.467)
Free Cash Flow {110) (552) (860) 43 {1,248)
Net Other Investment Cash Flow 126 167 122 105 (251)
Net Change in Debt 79) 446 235 67) 1,495
Net Change in Equity | 16 9 (25) 3 581
Capital Structure
Short-Term Detrl 963 1.582 536 219 1,062
Long-Term Debt 6,450 5,898 6,403 6,494 5,813

Tolal Debl 7412 7479 7.028 6.712 6,875
Preferred and Minority Equity 107 108 108 105 106
Common Equity 5,817 5,395 5,203 5,166 4,66__5

Total Capitat 13,336 12,983 12,340 11,984 11,645
Total DebVTotal Capital (%) 556 576 570 560 59.0
Preferred and Minority Equity/Tolal Capital (%) 08 0.8 0.9 0.9 0.9
Common Equity/Total Capital (%) 436 416 422 43.1 40.1

Operating EBIT — Operaing income before nonrecunting tems. Operating EBITDA — Operating income before nonvecuring items phus depreciation and
amortization expense. O2M — Operations and maintenance. Note: Numbers may not add dise to rounding and are adjusted for interest and principel
payments on ransition property securitization certificates. Long-term debt includes trust preferred securiies. Source: Financial data obtained om SNL.
Energy Information System, provided under lcense by SNL Financial, LC of Charlottesviie, Va.

Copyright © 2007 by Fitch, Inc., Fitch Ratings L1d. and its subsidiaries. One State Street Plaza, NY, NY 10004,

Telephone: 1-800-753-4824, (212) 908-0500, Fm&lb‘Mﬁ.Wumﬁuthhmkpﬂﬁde, i Al rights d Al of the
information contained herein i based on information obtzined from issvers, other obligors, underwriters, and other sourves which Fitch belicves 1o be seFiable, Fitch does not sudit or vesify the
tuth or of any such info As 3 result, the fnformation in this repor is provided “as is” withowt sny representation or warmanty of any kind, A Fich rating is an opinion s 10 e
creditworthiness of a secuity. The nating does not address the risk of 1oss due 10 5isks other han credit tisk, unless soch risk is speciScaily mestioned Fitch is oot engaged in fhe offey or sale of
any secuity. Anmpmiﬁn;:ﬁl:iraﬁugkﬂtamw-mhﬂmﬁhmmwﬂwmubmwumwi&whemaaiu
with the sale of the securities. Ratings may be changed, suspended, or withdrawn at anytime for any seaton ks e sole discretion of Fisch, Fitch does not provide investment advice of asiy son.
Ratings are not a recommendation to buy, sell, or hold any security. Ratings do not commeni on the adoguacy of market price, the suitability of any security for ¥ particalar fnvestar, of the tx-
exempt fature of txability of payments ymde in respect (o any security. Fitch recelves fees from issuers, insurers, guarantors, other obligors, and usderwri for rating itiex. Such fees
genenally vary from US51,000 to US$750,000 (or the spplicable curvency equivalent) per ivve. hmhelss.m-ﬂmalwam:olhnhdbyapﬁmhn,_wkw

or guaranieed by 4 pasticular jnsurer or guarantor, for 3 single D) fee. Such fees are expected t0 vary from USS$10,000 o USS1,500,000 (o the ) The
iean blication, or instion of a rating by Fitch chall not constitute a coasent by Fitch 10 se its neme as an expert in pon with any repistrati filed undes the
United Siates securitics laws, the Financial Sesvices and Markets At of 2000 of Great Britain, or the securitiex laws of any particular jurisdiction. Due (o the relative eficiency of clectranic
publishing and distibution, Fitch 4 may be e 1o el ic subscribers up 10 tuee days earlier Uan 10 print subscribers,
Xcel Energy tnc.
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Southwestern Public Service Co.

Major Rating Factors

Strengths:

» Diversity of geography, fuel, and economies,
¢ Regulatory support,

* Plant operating efficiency, and

» Continuing cost reduction program.

‘Weaknesses:
* Parent debt increases debt service burden of utilities.

Rationale

The rating on Southwestern Public Service Co. (SPS) is based on the consolidated credit profile of utility holding
company Xcel Energy Inc., parent of vertically integrated utilities Northern States Power Co. (NSP-Minnesota),
Northern States Power Wisconsin (NSP-Wisconsin), Public Service Co. of Colorado (PSCo), and. SPS.

Minneapolis, Minn.-based Xcel had $7.4 billion of debt and $10S million of preferred stock as of March 31, 2007,
of which SPS had $856 million of debr.

The rating on Xcel reflects its consolidated business profile of 'S* (satisfactory) that incotporétes its utilities* )
generally supportive state regulation, the relatively low-cost power supply and overall fuel diversity, and the diverse
geographic service territories. The business risk profile of SPS is *'S*. (Business profiles are categorized from ‘1’
(excelient) to *10" (vulnerable).) The rating also reflects an aggressive consolidated financial profile that includes
mixed financial measures for the '‘BBB’ rating. Adjusted debt to total capital was roughly 60%, which reflects
substantial purchased-power obligations, particularly at PSCo. The risk-adjusted debt equivalent of
purchased-power obligations adds more than $1 billion to total debt.

In the near term, Standard & Poor’s Ratings Services expects Xcel's leverage to achieve a level appropriate for the
rating as a result of anticipated rate increases, the conversion of $230 million of debt to equity, and the issuance of
additional equity through the company's dividend reinvestment program. Rate increases should allow Xcel to
internally fund dividends and about 50% of capital expenditures.

Xcel, like other utilities in the region, must increase spending for new plant construction and environmental .
upgrades to satisfy rising electricity demand and increasingly stringent air quality requirements. Cash available for
utility investment will increase over the next few years by the tax benefit associated with the write-off of former
merchant energy subsidiary NRG Energy Inc. As a result, adjusted consolidated funds from operations interest

coverage will continue to exceed 3x, which is appropriate for the rating, despite the level of adjusted consolidated
debt.

Short-term credit factors
The short-term rating on SPS is 'A-2'. Xcel and each of its utility subsidiaries have adequate liquidity and a
manageable debt maturity schedule. Xcel has an $800 million bank credit facility that as of March 31, 2007, had

Standard & Poor’s RatingsDirect | June 28, 2007 2
® Standard & Poor's. All rights resasved. No reprint os disseminetion without Standard & Poor's permission, See Tenns of Use/Disclaimer on the fast page. SETISY | 3516054
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Southwestern Public Service Co. .

83% availability. PSCo's $700 million facility had 62% availability, NSP Minnesota's $500 million facility had
57% availability, and SPS' $250 million facility had 62% availability. NSP-Wisconsin borrows periodically from
NSP-Minnesota through a commission-approved short-term intercompany note program. All four credit facilities
mature in December 2011. Cash on a consolidared basis was about $6 million as of March 31, 2007.

On a consolidated basis, internally generated funds should cover more than 50% of projected capital spending and
dividends through 2007. Increased cash flow resulting from the anticipated rate increases and declining capital

spending in the later years should allow the consolidared company to internally fund 90% to 100% of capital
requirements.

The dividend payout ratic was 63% in 2006, down from 69% in 2005, and should remain relatively stable if
management maintains a conservative dividend policy that produces dividends along with anticipated growth.

Outlook

The stable outlook on Xcel and its subsidiaries reflects the expectation that rate increases will sufficiently enhance
the utilities' earnings to provide surplus cash flow that they will use to fund capital spending and gradual debt
reduction. Less-supportive rate decisions could jeopardize the current ratings. Favorable rate decisions, stringent cost
controls, successful construction of new plant, and installation of emission controls, combined with the anticipated
debt reduction at the holding company, could lead to a positive rating action.

Table 1

Xcel Energy in

~- Peer Compariso

—Average of past three fiscal years—

1

! Xcel Energy Ing. American Electric Power Co. Inc, Southern Co. Progress Energ_y Ing.
Rating as of June 25, 2007 BBB/Stable/A-2  BBB/Stable/A-2 A/Stable/A-1  BBB+/Stable/A-2
{Mil. $)
Reverwes 9,270.3 12,9300 13,2130 98167
Net income from cont. oper. 531.5 1.0493 1,545.7 664.7
Funds from operations (FFO} 1,390.6 26321 33041 18165
Capital expenditures 1379.1 26233 25290 154756
Cash and investments 465 6163 2413 4257
Debt 68884 149141 15314.8 " 122594
Preferted stock 1050 610 633.7 930
Common equity 5,148.7 8,2822 11,283.1 8,039.0
Total capital 1413 232573 712315 204211
Adjusted rafios
EBIT interest coverage (x) 22 23 as 21
FFQ int. cov. {x} 34 33 50 34
FFO/debt (%) 156 178 28 148
Discretionary cash flow/debt (%) (5.2) {2.9) {6.2) (38)
Net cash flow/capex (%) 76.1 787 874 797
Debt/total capital (%) 629 64.1 562 60.0
Return on commen equity (%) 89 12 137 82

www.standardandpoors.com/ratingsdirect 3
© Standard & Poor's. Al rights reserved. No reprint or dissemination without Stanard & Pocy's perission. Ses Terms of Use/Dlsclaimer on the lst page. SE7751 | 300160354
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Southwestern Public Service Co.

Table 1

Xcel Energy Ine. =~ Peer Comparison® {cont). 1 10 T s i s e G s
Common dividend peyout rato {ur-adj) (%) " 6A0 i Ts0 722 BT
“Fully adjusted (inetuding postretirement obligations).

Table 2

‘Southvzestern Public Service Co. - ‘Finéhgia!dmmar’yﬁ} R e T e A
—Fiscal year ended Dec. 31—

2006 2085 2008 2003 - 202

Rating history _ BB8/Stable/A-2 BBB/Stable/A-2 8BB/Stable/-- BBB/Watch Pos/A-2 BBB/Watch Dev/A-3

{Mil. $)

Revenues 1,686.5 16272 13338 1,201.3 1,052

Net income from continuing operations 415 624 549 823 739

Funds from operations {FFO) 85.3 2124 184.7 1347 1357

Capital expenditures 119.0 1222 1272 1035 655

Cash and investments 03 34 0.0 39 60.7

Debt 9022 981.2 926.6 865.1 866.0

Prefesred stock . 0.0 a0 00 00 00

Common equity 7954 8142 7609 8145 828.7

Total capital 16976 1,795.4 17075 15796 16047
Adjusted ratios .

EBIT interest coverage (x) 22 26 25 33 31 ’
FFO int. cov. {x) 23 46 . 32 12

FFO/debt (%) 95. a7 199 ’ 156 157
Discretionary cash flow/debt {%) 55 {38.3) {6.1) 62) {2.5)

Net cash flow/capex {%) 6.2 105.7 16 364 84.7

Debt/total capital (%) ) 53.1 546 543 515 51.1

Retum on common equity (%) 5.8 73 65 95 87

Common dividend payout ratio {un-adj.) (%) 164.0 1314 1706 118.0 126.4

*Fully adfusted.
Table 3 '
Reconciliation Of Southwestern Public Service Co: Reported Amaunts With Standard & Poor's Adjusted Amounts (Vil. $)*

--Fiscal year ended Dec. 31, 2006
Southwestem Public Service Co. reported amounts -
Operating Operating Operating Cash flow Cash flow
income income income  Interest from from Capital
Debt (before D&A} (hefore D&A) (after D&A) expense  operations  operations  expenditures .

Reported 824.9 2195 2195 1234 538 2444 2444 1208
Standard & Poor’s adjustments

Operating leases 03 12 02 02 0.2 09 08 -
Capitatized interest - - - - 1.9 (1.9) {19 {19}
Purchased-power  77.0 43 49 49 49 - - -
agreements

Standard & Poor’s RatingsDirect | June 28, 2007 4
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Table 3

Reconciliation 0f Southwestern Public Service Co. Reported Amounts Vith Standard &

Heont) o L R
Reclassification of - -

Exhibit TIEC3-7
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Soutbwestern Public Service Co.

- 64 - - - -
nonoperating income
{expenses)
Rwicrlkassiﬁcaﬁm gﬂ' - - - - - - (161.2) -
ing-capital
flow changes .
Other - - - - - 3 31 -
Total adjustments 713 6.1 51 116 10 21 {159.0) (1.9
Standard & Poor's adjusted amounts
Operating Cash flow
income Interest from  Fandsfrom Capital
Debt (before D&A) EBITDA expense  operations  operations  expenditures
Adjusted €022 2256 2246 135.0 609 2465 853 1190

*Southwestern Public Service Co. reported amounts shown are taken from

reclassifications made by Standard & Poor's analysts. Please note that two

respectively). &mseqwnw,ﬂxafntsecﬁmhmwhsmyleahn dupficate descriptions and amounts.
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veported amoustts {operating income before DRA

{ and cash flow from operations) are used to
desive more than one Standard & Poor’s-adjusted amount {operating income before D&A and EBITDA, and cash flow from

operations and funds from operations,
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--Xcel Energy Inc.
Publication dafe: BInI007 —
Primary Credit Analyst: Genit Jepsen, CFA, New York (1) 212-438-2529;
maitto:gerrit_jepsen@standardandpoors.com
Major Rating Factors
Strengt.hs: _ Corporate Credit Rating
o Diversity of geography, fuel, and economy, BBB/Stable/A-2
Regufatory support, 0

L ]
+ Plant operating efficiency, and
¢ Continuing cost reduction program.

Weaknesses:
s Parent debt increases debt service burden on its ufilities, and
» Purchased-power obligations add more than $1 billion debt equivalent to consolidated balance sheet.

Rationale

The rating on utility holding company Xcel Energy Inc. is based on the consolidated credit profile of Xce! and
its vertically integrated utility subsidiaries, Northern States Power Co. (NSP-Minnesota), Northern States

Power Wisconsin (NSP-Wisconsin), Public Service Co. of Colorado (PSCo), and Southwestern Public
Service Co. (SPS). )

Minneapolis, Minn.-based Xcel had $7.4 billion of debt and $105 million of preferred stock as of March 31,
2007.

The rating on Xcel reflects its consolidated business profile of ‘5" (satisfactory) that incorporates its utilities’
generally supportive state regulation, the relatively low-cost power supply and overall fuel diversity, and the
diverse geographic service territories. (Business profiles are categorized from ‘1° (excellent) to

"10° (vuinerable).) The rating also reflects an aggressive consolidated financial profile that includes mixed
financial measures for the ‘BBB' rating. Adjusted debt to total capital was roughly 60%, which reflecis
substantial purchased-power obligations, particularly at PSCo. The risk-adjusted debt equivalent of
purchased-power obligations adds more than $1 billion to total debt.

In the near term, Standard & Poor’s Ratings Services expects Xcel's leverage to achieve a level appropriate
for the rating as a result of anticipated rate increases, the conversion of $230 million of debt io equity, and
the issuance of additional equity through the company's dividend reinvestment program. Rate increases
should provide for Xcef to intemally fund dividends and about 50% of capital expenditures.

Xcel, like other utilities in the region, must increase spending for new plant construction and environmental
upgrades to satisfy rising electricity demand and increasingly stringent air quality requirements. Cash
available for utility investment will increase over the next few years by the tax benefit associated with the
write-off of former merchant energy subsidiary NRG Energy Inc. As a result, adjusted consolidated funds
from operations interest coverage will continue to exceed 3x, which is appropriate for the rating, despite the
level of adjusted consolidated debt, . :

Short-term credit factors
The short-term rating on Xcel is 'A-2'. Xce!l and each of its utility subsidiaries have adequate liquidity and a

ﬁle://S:\General-Ofﬁcw-GO\FINANC\CapitalT"2236 icture\Rate%20Cases\SPS\SPS$%202...  8/5/2008
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manageable debt maturity schedule. Xcel has an $800 million bank credit facility that as of March 31, 2007,
had 83% availability. PSCo's $700 million facility has 62% availability, NSP Minnesota's $500 million facility
had 57% availability, and SPS’ $250 miltion facility had 62% availability. NSP-Wisconsin borrows periodically
from NSP-Minnesota through a commission-approved short-term intercompany note program. All four credit

facilities mature in December 2011. Cash on a consolidated basis was about $6 million as of March 31,
2007.

On a consolidated basis, internally generated funds should cover more than 50;% of projected capital
spending and dividends through 2007. Increased cash flow resulting from the anticipated rate increases and

declining capital spending in the later years should permit the consolidated company to intemally fund 90%
to 100% of capital requirements.

The dividend payout ratio was 63% in 2006, down from 69% in 2005, and should remain relatively stable if

management maintains a conservative dividend policy that produces dividends along with anticipated
growth. :

Outlook

The stable outlook on Xcel and its subsidiaries reflects the expectation that rate increases will sufficiently
enhance the utilities’ earnings to provide surplus cash flow that they will use to fund capital spending and
gradual debt reduction. Less-supportive rate decisions could jeopardize the current ratings. Favorable rate
decisions, stringent cost controls, successful construction of new plant, and installation of emission controls,
combined with the anticipated debt reduction at the holding company, could lead to a positive rating action.

Table 1
Xcel Energy Inc. -- Peer Comparison*
—Average of past three fiscal years—
Xcel Energy Inc. American Electric Power Co. Inc. Southern Co. Progress Energy Inc.
Rating as of June 25, 2007 BBB/Stable/A-2  BBB/Stable/A-2 A/StablefA-1  BBB+/Stable/A-2

i $)
Revenuls 9.270.3 ! 12,930.0 13,213.0 9,816.7
Net income from cont oper. 5315 1,049.3 1,5457 664.7
Funds from operations (FFO) 1,390.6 2,632.1 3,304.1 1,816.5
Capital expenditures 1,379.1 26233 2,528.0 1,547.6
Cash and investments 4.5 616.3 24713 425.7
Debt 8,8884 14914.1 15,3148 12,259.4
Preferred stock 105.0 61.0 633.7 93.0
Common equity 5,148.7 8,2822 11,283.1 8,039.0
Total capital 14,1273 23,257.3 27,2315 20,4211

Adjusted ratios

EBIT interest coverage (x) 22 23 38 21
FFO int cov. {x) 34 33 5.0 34
FFO/debt (%) 15.6 176 21.6 148
Discrefionary cash flowidebt (%) (5.2) (2.9) 6.2) 36)
Net cash flow/capex (%) 76.1 78.7 874 78.7
Debitotal capital (%) 62.9 64.1 56.2 60.0
Retum on common equity (%) 89 112 13.7 82
Common dividend payout ratio (un-adj.) (%) 64.0 54.0 72.2 87.6

*Fully adjusted (including postretirement obligations).

Table 2
Xcel Energy Inc. - Financial Summary*
~Fiscal year ended Dec. 31—
2006 2005 2004 2003 2002

file://S:\General-Offices-GO\FINANC\Capita'®/**“+ucture\Rate%20Cases\SPS\SPS%202...  8/5/2008 8¢
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Rating history

(M. 5)

Revenues

Net income from continuing operations
Funds from operations (FFO)

Capital expenditures

Cash and investments

Debt

Preferred stock

Common equily

Total capital

Adjusted rafios
EBIT interest coverage (x)
FFO int cov. {x)
FFOJ/debt (%)
Discretionary cash flow/debt (%)
Net cash flow/capex (%)
Debtitotal capital (%)
Refturn on common equity (%)
Common dividend payout ratio (un-adj.) (%)

PageB3mibf TIEC3-7
Page 20 of 56

BBB/Stable/A-2 BBR/Siable/A-2 BBB/Siable/~ BBB/Watch Pos/A-2 BBB/Watch DeviA-3

9,840.3 96255 8.345.3
568.7 499.0 526.9
1,360.6 1,455.7 1,3555
15716 1,269.1 1,2966
s 722 298
88957 9,044.1 8,725.3
105.0 105.0 105.0
5,816.8 4,9050 47242
14,766.5 14,057.7 13,557.6
23 22 22

32 3s a3
153 16.1 155
(1.4) (5.3) ©.1)
63.7 87.7 79.8
60.2 64.3 64.4
2.1 86 9.0
63.0 68.8 60.5

*Fully adjusted (including postretirement obligations).

Table 3

79375
510.0
1,459.0
947.9
573.2
7,590.0
105.0
48452
12,5405

22
37
19.2
22
1219
60.5
9.5
$9.5

95244
(2.218.0)
1,3659
24787
901.3
17,448.1
105.3
4277.0
21,8652

14
20
78

(7.3)
35.1
798

(a2.6)

(22.1)

Reconciliation Of Xcel Energy Inc. Reported Amounts With Standard & Poor's
Adjusted Amounts (Mil. $)*

Xcel Energy Inc. reported amounts

Shareholders’
equity

5,921.8

Debt

Reported 74123

Standard & Poor's adjustments
Operating leases  147.1 -
intermediate 5285 (52.5)
hybrids reported
as equity
Pastretirement - -
benefit
obiigations

Capitalized - -
interest

Share-based - -
compensation
expense

Purchased- 1,2837 -

power
agreements

Reclassification - -
of nonoperating

income

{expenses)

Reclassification - -
of

capital cash flow

changes

Minority interest - 1.6

Opieraﬂng O

ncome
{before

D&A)
1.998.9

349

14.2

~Fiscal year ended Dec. 31, 2006—

1

perating Operating :

income income Cash flow Cash flow
{before {after Interest from from Dividends
D&A) D&A) expense operations operations paid
1,998.9 1,177.0 456.0 1,728.7 1,7287 358.7
104 104 104 245 245 -
- - 2.1 (2.1) (2.1) (2.1)
14.2 14.2 - 76.3 76.3 -
- - 30.9 (30.9) (309) -
470 - - - - -
84.0 84.0 840 - - -
- 20.1 - - - -
- - - - (448.0) -

232

file://S:\General-Offices-GO\FINANC\Capital - "~ cture\Rate%20Cases\SPS\SPS%202. ..

Capital
expenditures
1,6026

(30.9)
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us. - - - -
decommissioning
fund
contributions
Other - - - -
Total 1,483.3 (50.9) 133.0 155.6
adjustments
Standard & Poor’s adjusted amounts
Operating
income
(before
Debt Equity D&A) EBITDA
Adjusted 8,895.7 58709 21319 2,1544

Pagerdwif® TIEC3-,
Page 21 of 5¢

- - (48.1) (48.1) - -
- - 60.2 60.2 21 -
1377 1274 799  (368.1) {0.0) (30.9)

Cash flow Funds

Interest from from Dividends Capital
EBIT expense operafions operafions paid expenditures
1,314.7 583.5 1,808.6 1,360.6 358.7 1,571.6

*Xcel Energy Inc. reported amounts shown are taken from the company’s financial statements but might include adjustments made by data
providers or reclassilications made by Standard & Poor’s anal . Please note that two reported amounts (operating income before D&A and
cash flow from operations) are used o derive more than one Standard & Poor's-adjusted amound {operating income before D&A and EBITDA,
andeashﬁowﬁwnoperaﬁonsandfmdsﬁunopemﬁons.lespecﬁvely). Consequently, the first section in some tables may feature dupkcate

descripfions and amounts.

U

Ratings Detail (As Of 28-Jun-2007)"
Xcel Energy Inc.
Corporate Credit Rating
Commercial Paper
Local Currency
Preferred Stock
Local Currency
Senior Unsecured
Local Currency
Corporate Credit Ratings History
08-Jun-2005
01-Jun-2004 o
12-Mar-2004
14-May-2003
07-Aug-2002
26-Jul-2002
Business Risk Profile
Related Entities
Northern States Power Co.
Issuer Credit Rating
Commercial Paper
Local Currency
Preferred Stock
Local Currency
Senior Secured
Local Currency
Senior Unsecured
Local Currency
Northern States Power Wisconsin
Issuer Credit Rating
Senior Secured
Local Currency
Senior Unsecured
Local Currency
Public Service Co. of Colorado
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A-2

BB+

BBB-
BBB/Stable/A-2
BBB/Stable/NR
BBB/Stable/A-2
BBB/Watch Pos/A-2
BBB/Watch Dev/A-3
BBB/Watch Neg/A-3
1234[5678910
BBB/Stable/A-2

A-2

BB+

A-

BBB-
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A-
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Issuer Credit Rating BBB/Stable/A-2
Commercial Paper 4

Local Currency A-2
Preferred Stock

Local Currency BB+
Senior Secured

Local Currency A-
Senior Unsecured

Local Currency BBB-
Southwestern Public Service Co.
Issuer Credit Rating ) « BBB/Stable/A-2
Commercial Paper ‘

Local Currency A-2
Preferred Stock

Local Currency BB+
Senior Unsecured
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Research Update:

Xcel Energy Inc. Upgraded To 'BBB+' From
'BBB' On Stronger Business Profile

Rationale

On Oct. 16, 2007, Standard & Poor's Ratings Services raised its corporate
credit rating on integrated electric and natural gas utility holding company
Xcel Energy Inc. and all its vertically integrated utility subsidiaries--
Northern States Power Co. (NSP-Minnesota), Public Service Co. of Colorado
(PSCo), and Southwestern Public Service Co. (SPS)--to 'BBB+' from 'BEB'. In
addition, Standard & Poor's raised its corporate credit rating on subsidiary
Northern States Power Wisconsin (NSP-Wisconsin) to 'A-' from 'BBB+'. The
outlooks are stable.
The upgrade reflects Xcel's strengthening business profile, exhibited by
supportive regulation, particularly in Colorade, Minnesota, and Wisconsin
where more than 90% of consolidated operating cash flow is derived. Supportive
regulation includes rate riders, cost recovery trackers, forecasted test
periods, and the ability to earn a cash return on construction work in
progress. Additionally, the firm's financial measures are expected to be
commensurate with the higher rating.
Minneapolis, Minn.-based Xcel had $7.5 billion of debt and $105 million <
of prefe§red stock as of June 30, 2007. 3
Xcel, as a regulated utility holding company, serves 3.3 million electric
and 1.8 million natural-gas customers in eight different states with its
largest operations in Minnesota and Colorado. The business profile also
incorporates generally supportive state regulation, the relatively low-cost
power supply and fuel diversity, and the wide service area stretching from
Wisconsin to New Mexico. Xcel's consolidated business profile is ‘4
(strong) . (Business profiles are categorized from '1' (excellent) to '10*
{(vulnerable).) The business profiles of the utility subsidiaries are:
NSP-Minnesota, NSP-Wisconsin, and PSCo are a '4'; and SPS is a ‘'S ) ’
{(satisfactory). Like other utilities in the region, Xcel has been speriding on )
new plant construction and environmental upgrades to serve rising electricity
demand and meet increasingly stringent air quality requirements.
The rating also reflects an aggressive consolidated financial profile
that includes adjusted funds from operations (FFO) interest coverage of 3.6x,
FFO to total debt of 18.8%, and total debt to total capital of about 60%, all
as of June 30, 2007. Net cash flow (post dividends) to capital expenditures
was about 74% and total debt to EBITDA was 3.7x. Adjustments reflect
substantial purchased-power obligations, particularly at PSCo, operating
leases, and pension-related items. All ratios improved from the end of 2006
due in part to improved cost recovery of capital expenditures through rate
riders and base rate increases.

Standard & Poor’s RatingsDirect | October 15, 2007 2
Standard & Poor's. Allrights reserved. No reprint o dissemination without S&s permission. See Tenns of Use/Disclaimer on the tast page. 7952 | 300160354
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Research Update: Xcel Energy Inc. Upgraded To 'BBB+' From "BBB* On Stronger Business Profile

Short-term credit factors

The short-term rating on Xcel is ‘A-2'. Xcel and each of its utility
subsidiaries have adequate liquidity and a manageable debt maturity schedule.
Xcel has an $800 million bank credit facility that as of June 30, 2007, had
68% availability. PSCo's $700 million facility had $8% availability,
NSP-Minnesota‘'s $500 million facility had 95% availability, and SPS's $250
million facility had 53% availability. NSP-Wisconsin borrows periodically from
NSP-Minnesota through a commission-approved short-term inter-company note
program. All four credit facilities mature in December 2011l. Cash on a
consolidated basis was about $10 million as of June 30, 2007.

Increased cash flow resulting from the expected rate increases and
declining capital spending in the later years should permit the consolidated
company to intermally fund 90% to 100% of capital requirements. The company
currently maintains sufficient liquidity to address potential collateral calls
‘under a stressed scenario comprised of a negative credit event and an adverse
movement in commodity prices. For 12 months ended June 30, 2007, total cash
sources exceeded planned cash uses such as dividends, capital spending, and
debt maturities.

The dividend payout ratio was 64% as of June 30, 2007, up slightly from
63% at the end of 2006. This should remain relatively stable if management

maintains a conservative dividend policy of raising dividends in line with
expected growth.

Outlook

The stable outlook on Xcel and its subsidiaries reflects the com%any‘s
improved business risk profile and expectations of cash flow protection
measures over the intermediate term that will support the current rating.
Given the company's focus on regulated utility operations, Standard & Poor's
expects that Xcel will reach constructive regulatory outcomes so as to avoid
meaningful rises in business risk. The outlook could be revised to negative
and ratings could be lowered if there would be unfavorable and material rate
outcomes or a renewed emphasis on unregulated operations, or the financial
risk profile weakens during the pending construction phase. A positive outlook
or an upgrade is currently not contemplated mostly due to the large capital
spending program and consolidated debt leverage.

Ratings List
Not Rated Action

To From
Northern States Power Co.
Senior Secured
US$100 mil 9.375% 1st mtg bnd due NR A-
06/01/2020
Recovery Rating NR 1+
US$100 mil 9.125% 1st mtg bnd due NR A-
www.standardandpoors.com/ratingsdirect 3
Standand & Poor’s. AN rights reserved. No reprint o dissemination without S&Ps permission. See Tesms of Use/Disclaimer on the last page. 807952 | 0160354
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Research Update: Xcel Energy Inc. Upgraded To *‘BBB+' From 'BBB® On Stronger Business Profile

07/01/2019

Recovery Rating NR 1+
Preferred Stock

Local Currency NR BB+

Noxthern States Power Wisconsin
Senior Secured

US$50 mil 9.125% 1st mtg bnd due NR a
04/01/2021

Recovery Rating NR - 1+
16% 1st mtg bnds due 03/01/2012 NR A
Recovery Rating NR 1+
US$110 mil 7.25% 1st mtg bad due NR A
03/01/2023

Recovery Rating NR 1+

Public Service Co. of Colorado
Senior Secured

16.25% 1st mtg bnds due 12/01/2011 NR A-
Recovery Rating NR 1+
13% 1st mtg bnds due 03/01/201S NR A-
Recovery Rating NR 1+
8.25% 1st mtg bnd due 11/01/2007 NR A-
Recovery Rating NR 1+
Preferred Stock ¢
Local Currency NR X BB+

Ratings Affirmed

Xcel Energy Inc.
Southwestern Public Service Co.
Commercial Paper
Local Currency A-2

Northern States Power Co.
Public Service Co. of Colorado
Senior Secured

Local Currency 1+
Commercial Paper
Local Currency A-2

Northern States Power Wisconsin
Senior Secured

US$65 mil 7.375% 1st mtg bnd due A
12/01/2026
Recovery Rating 1+ 1+

US$150 mil 5.25% 1st mtg bnd ser A A
due 10/01/2018

Recovery Rating 1+ 1+
Standard & Poor’s RatingsDirect | October 16, 2007 4
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Research Update: Xcel Energy Inc. Upgraded To 'BBB+' From 'BBB’ On Stronger Business Profile

Upgraded

Xcel Enexgy Inc.
Senior Unsecured
Local Currency
Preferred Stock
Local Currency

Northern States Power Co.

Senior Secured

US$150 mil 6.5% 1st mtg bnd due
03/01/2028
Recovery Rating

US$175 mil 4.75% 1st mtg bnd due
08/01/2010 i
Recovery Rating

US$350 mil 6.2% 1st mtg bnd due
07/01/2037
Recovery: Rating

US$400 mil 6.25% 13t mtg bnd due
06/01/2036
Recovery Rating

US$250 mil 5.25% 1st mtg bnd due
07/15/2035
Recovery Rating

US$250 mil 7.125% 1st mtg bnd due
07/01/2025
Recovery Rating

Senior Unsecured

Local Currency

Northern States Power Wisconsin
Corporate Credit Rating
Senior Unsecured
Local Currency

Public Service Co. of Colorado
Senior Secured

Local Currency

Recovery Rating

Senior Unsecured

Local Curxrency

Southwestern Public Service Co.
Senior Unsecured

Local Currency

Preferred Stock

Local Currency

Upgraded; Ratings Affirmed

www.standardandpoors.com/ratingsdirect

Standard & Poar’s. Al rights reserved. No reprint or dissemination without S&Ps permission. See Tenms of Use/Disclatmer on the last page.
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Research Update: Xcel Energy Inc. Upgraded To 'BBBs' From ‘BBB* On Stronger Business Profile

To From
Xcel Energy Inc.
Southwestern Public Service Co.
Corporate Credit Rating BBB+/Stable/A-2 BBB/Stable/A-2
Northern States Power Co.
Public Service Co. of Colorado
Corporate Credit Rating BBB+/Stable/A-2 BBB/Stable/A-2

Complete ratings information is available to subscribers of RatingsDirect, the
real-time Web-based source for Standard & Poor's credit ratings, research, and
risk analysis, at www.ratingsdirect.com. All ratings affected by this rating
action can be found on Standard & Poor's public Web site at

www . standardandpoors.com; select your preferred country or region, then
Ratings in the left navigation bar, followed by Credit Ratings Search.

Standard & Poor’s RatingsDirect | October 16, 2007 6
s:adafd&Pnu‘aMmmmmmum&nwﬂw%wm&ﬂmdmwﬁmmmum 607952 { 300163354

240

93




Global Credit Research
] Credit Opinion
Moody’s Investors Servica 12 DEC 2007

Credit Opinion: Southwestem Public Service Company

Southwestern Public Service Compan

Amarillo, Texas, United States

Issuer Rating Baa1
Sr Unsec Bank Credit Facility Baa1
Senior Unsecured Baa1
Commercial Paper P-2
Parent: Xcel Energy Inc.

Outlook Stable
issuer Rating Baat
Sr Unsec Bank Credit Facility Baat
Senior Unsecured Baai
Preferred Stock Baa3
Commercial Paper P-2

Analyst Phone
Laura Schumacher/New York 212.553.3853
William L. Hess/New York 212.553.3837

m
Southwestern Public Service Company

ACTUALS 3Q07LTM 2006 2005 2004
(CFO Pre-W/C + Interest) / Interest Expense [2] 2.7x 2.6x 48x  44x
{CFO Pre-WIC) / Debt {2] 94% 10.1% 227% 21.0%
(CFO Pre-W/IC - Dividends) / Debt [2) 21% 09% 13.9% 104%
(CFO Pre-W/C - Dividends) / Capex [2} 13.9% 65% 103.9% 74.6%
Debt / Book Capitalization 44.1% 40.5% 423% 42.0%
EBITA Margin 57% 7.8% 9.5% 104%

[1] All ratios are calculated using Moody's Standard Adjustments [2] CFO pre-WI/C, which is also referred to as
FFO in the Global Regutated Electric Utilities Rating Methodology, is equal to net cash flow from operations less
net changes in working capital items

Note: For definitions of Moody’s most common rafio terms please see the accompanying User’s Guide.

Company Profile

Southwestern Public Service Company (SPS: Baa1 senior unsecured) is an integrated utility serving approximately
386,000 electric customers in Texas and New Mexico. SPS’ parent, Xcel Energy Inc. (Xcel: Baa1 senior
unsecured), is a holding company with utility operations in eight states and seives a total of 5.1 million natural gas
and electric customers. Approximately 13% of Xcef's 2006 consolidated operating cash flow was generated by
SPS.

Rating Rationale
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The Baa1 rating of SPS® senior unsecured debt reflects the company’s low power costs and rales, a relatively
stable rateenvimmnemauwdesﬂygmﬁngseMbeterrﬂuy.adequatewojededwvemgemﬁbsaMﬂsposiﬁm
within the Xcel family of uiilities. Substantially all of SPS and Xcefs operations are regulated (80-99%), placing the
company in Category 2 within the range of 1 - 4 in accordance with Moody’s Rating Methodology for Global
Regulated Electric Utifities, published March 2005 (the Rating Methodology).

The most important drivers of SPS' ratings and outlook are as follows:
Regulatory Environment Recently More Challenging

Both Texas and New Mexico's regulatory environments are ranked in the lower haif of U.S. regulatory jurisdictions
generally indicating a lower expectation of timely recovery of costs and investments or perhaps past evidence of
lower predictabifity. Unlike the majority of Texas load, SPS' service territory is outside of the Electric Reliabikty
Council of Texas (ERCOT), where electric retail competition has been implemented. SPS remains a fully
integrated electric utifity operating under traditional cost of service rate setting mechanisms. In both Texas and
New Mexico, state regulatory bodies have authorized SPS' use of fuel cost recovery mechanisms that are
generally designed to align cash recovery of fuel costs with cash expenditures; however, as described in more
detail below, these mechanisms. may not entirely eliminate the lag between fuel cost expenditure and recovery,
particularly in periods of rapidiy rising fuel prices. SPS' fuel cost r mechanisms have also recently been
challenged in all of its jurisdictions. In addition to state regulation, SPS’ wholesale rates are subject to regutation by
the Federal Energy Regulatory Commission (FERC). Wholesale sales represent over 35% of SPS’ total eleciric
sales which is significantly higher than Xcel's other utility subsidiaries and increases the significance of FERC
oversight for the utility. The combination of SPS' primarily regulated operations, the regulatory environments in
which it operates, and its position within the Xcel family of utilities, places SPS toward the lower half of the medium
business risk category as outlined in the Rating Methodology.

Texas

In May 2006, SPS filed a general rate case in Texas which was the first it had filed in almost 25 years. SPS
requested a $47.9 million, approximately 6% rate increase, which was subsequently revised to $66 million, based
upon an 11.6% ROE and-51% equity ratio. In March 2007, SPS reached a settiement with intervenors that
included a $23 million rate increase with no ROE or equily ratio specified. As part of the seftlement, $27 million of
SPS' $138 million un-recovered fuel balance from 2004 and 2005 was disallowed and SPS agreed to reduce its
recoverable fuel expense for 2006 to 2007 by $2.3 million. The settlement also resolved issues surrounding SPS*
implementation of its fuel and power purchase cost recovery mechanism confirming that SPS' existing long-term ¢
firm wholesale customers should be assigned system average cost for Texas retail ratemaking purposes. The sole
exci}ption to this decision was for El Paso Electric (EPE) where the Public Utifties Commission of Texas (P]JCT)
determined that EPE should be allocated the marginal cost which means that SPS will incur costs of approximately
$3 miillion in 2007 and $6 million in 2008 that it will not be able fo recover under the terms of its contract with EPE.
Consequently, SPS has given EPE notice of its intent fo terminate the underlying supply contact and expects
termination to be effective in 2009,

In Texas, general rate cases are filed on the basis of a historic test year which amplifies the problem of regulatory

lag and makes it more difficult for utilities to eam a reasonable return on their capital investments. For 2006, SPS’

ROE was approximately 6%: for the twelve months ended September 30, 2007 it was approximately 3%. SPS

currently plans to file another rate case in Texas in mid-2008 with a decision likely by mid-2009. A constructive

outcome in this rate case will be a key element in determining if SPS will once again be able to produce sufficient .
cash flow from operations to demonstraté cash flow credit metrics that are consistent with its Baat rating.

New Mexico

In New Mexico, SPS filed a general electric retail rate case in July 2007 requesting a $17.3 million, or
approximately 6.6% increase in base rates using a 2006 calendar test year based on an 11% ROE and 51% equity
ratio. This is the first general rate case SPS had filed in almost 10 years. A decision is expected by mid-2008.

In addition to its general ratemse.SPSlswrrenﬂyinvolvedinaﬁxelandpurchasedpbwerrevlewcoveﬁngthe
October 2001 through August 2004 period. The review began in 2005 at the request of the NMPRC staff. Staff and
intervenors objected to SPS’ assignment of system average fuel cost to certain wholesale customers via its fuel
and power purchase recovery clause (PPFAC), similar to the regulatory challenges in Texas. Staff and intervenors
had recommended disallowances of approximately $45 milllon. In May 2007, the NMPRC hearing examiner issued
a recommendation that opined: i) that the NMPRC is barred from granting retroactive refunds and that therefore no
financial penalties should be assigned to SPS for periods prior to March 2006 when SPS was put on notice of a
potential change in New Mexico's allowed allocation method, ii) that the question of allocation method should be
decided in the next (current) general rate case, and iii) that SPS be required to refund $1.6 million of long term
power purchase costs that it has acknowledged was erroneously collected via the PPFAC,

On December 4, 2007 SPS filed an uncontested settlement agreement with the NMPRC staff, several large
customers, and other intervenors that resolves alf of the issues in SPS fuel cost review including its cost allocation
procedures. The settiement would result in total SPS consideration of $15 million, and the disallowance of
approximately $2 million per year of fuel costs in 2008 and 2009. The settlement still requires an order from the
NMPRC tfo be implemented. Based on the terms of the settiement SPS believes it has already established an
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FERC

in 2004, a number of SPS wholesale customers filed complaints with FERC alleging SPS had incomectly
calculated monthly fuel clause adjustments as. part of SPS’ FERC wholesale rate schedules by inappropriately
allocating system average fuel cost to certain other SPS wholesale customers. In 2005, a single farge customer
filed a separate similar complaint with FERC. In May 2006, a FERC administrative law judge (ALJ) issued an initial
recommendation directing SPS to recalculate its fuel clause adjustment billings since January 1, 1999. SPS
believes the ALJ has erred on issues thal contradict FERC policy and has erred in its conclusion. The FERC may
or may not follow the ALJ's recommendation; however, SPS estimated that if the ALJ recommendation is followed,
its refund exposure for the contested period could be approximately $50 miflion. SPS has been negotiafing with all
of the parties involved in the case, and the FERC ALJ agreed to suspend the procedural schedule and has
deferred ruling in the case as it prefers to see the parties reach a setifement.

On December 4, 2007 SPS filed with the FERC a settlement agreement it has reached with its largest customer
invotved in the proceeding, which, if approved, would reduce SPS’ potential refund exposure by approximately
40%, the refative proportion of the energy defivered to the customer during the period. The settiement remains
pending FERC order. An order with respect to the non-settling parfies is also pending. In 2006 and. 2007, SPS
established what It believes are appropriate accruals reflecting its potential refund exposure.

Rising Capital Expenditure Plan

SPS has historically invested approximately $120 - 125 million per year on capital expenditures. Annual
expenditures are expecled to.increase to approximatety $140 million going forward as SPS faces increasing base
capital expenditures to ensure reliability and to meet environmentat standards in addition to providing for modest
customer growth. in fight of SPS’ rising capital expenditures, supportive regulatory freatment In allowing SPS to
eam a reasonable ROE on these planned investments will be a key component in supporting its Baa1 rating.

Reasonable Financial Metrics

SPS's financial metrics (incorperating Moody's standard analyticat adjustments) remained fairly stable through
2005 and were consistent with coverage ratios that were in the upper half of the range of metrics for integrated
electric utilities with medium business risk and a Baa senior unsecured rating. Beginning in 2006, however, metrics
weakened significanily due lo under-recovered fuel costs, additional accruals taken for potentia refunds related to
the fuel cost proceedings noted above, and ing regulatory lag. For the twelve months ended September 30,
2007, SPS had CFO before changes in working'capital (CFO pre-WIC) interest coverage of 2.7x and CFO pre-
WIC to debt of 9.4%. These metrics are below the range for utilities with medium-business risk with a Baa rating
according to the Rating Methodology. For the next few years, absent the need for significant additional power cost
accruals, and assuming a reasonably constructive regulatory envirenment, CFO pre-W/C to debt is expected to be
in the mid to upper teens, moving back toward the upper end of the range for electric utilities with medium risk
profiles rated Baa. SPS® Baa1 senior unsecured rating also reflects its position as part of the larger Xcel family

Liquidity

SPé has reasonable liquidity which is supported by its generally stable cash flows, its own credit facility and a
money pootl arrangement with two other Xcel utflities. Modest new debt financing and Xcel equity infusions will be
needed (o supplement expected operating cash flow to meet planned rising capital expenditures.

For the twelve months ended September 30, 2007, CFO of approximately $130 mitlion met approximately 59% of
SPS' fund’s outlay including $149 million of capital expenditires and $71 million of dividends to Xcel. The shortfall
was funded via a combination of internal and external sources, including short-term borrowings of $175 million,
and approximately $10 miflion of equity from Xcel. In 2008, capital expenditures of approximately $140 million are
expected to be funded by a combination of internal sources and external debt financing.

SPS's five year credit facility is sizéd at $250 million and expires December 2011. The facility’s financial covenant
requires the utility's debt to total capitalization be below 65%. As of September 30, 2007, SPS’ debt to
capitalization as defined in the agreement was approximately 55%. The facility provides short term liquidity for
SPS's shori-term obfigations including support of its $250 million commercial paper program and to provide letters

of credit. As of September 30, 2007, SPS had $50 million of shori-tertn debt outstanding and cash on hand of $44
million.

While Xcel finances its utility subsidiaries on a standalone basis, management has increasingly gravitated towards
operating the utility subsidiaries as one system. SPS participates in a regutated money pool with two other Xcel
subsidiaries, Northern States Company (Minnesota) and Public Service Company of Colorade. The money pool
allows for short-term loans between the ufility subsidiaries and it also allows for short-term loans from Xcel to the
utilities. However, it does not allow loans to Xcel. This interrelationship contributes to the close nofching between

9¢€
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the regulated utility subsidiaries. SPS is authorized to borrow up to $100 million under the money pool. As of
September 30, 2007, SPS had no borrowings or advances outstanding under the pool.

SPS’ near term malurities include $100 million of unsecured senior notes due March 1, 2009. SPS is expected to
continue to pay a dividend to Xcel of approximatety $60 - 70 million annually going forward.

SPS' Prime-2 rating for short-tenn obligations assumes that the amount of its commercial paper and other near
term obligations outstanding will be managed within the limits of SPS' readily available sources of cash, including
its $250 million committed bank credit facility.

Rating Outiook

The stable outlook for SPS reflects the generally stable nature of its regulated business operations and assumes
that any additional accruals or refunds that could ultimately be required as a result of the fuel related items noted
above would be implemented with a goal of maintaining SPS’ financial strength and flexibility. The stable outiook
also considers the utility’s rising capital expenditures program and assumes that its on-going efforts at rate relief to
eliminate regulatory lag will be reasonably successful. The outlook further assumes that future dividend poficy will
also be balanced with the need for financial strength and flexibility, and that capital expenditures will continue fo be
funded in a manner that is supportive of the company’s curent credit profile.

What Could Change the Rating - Up-

The rating is not likely to be revised upward in the near-to-medium term. Longer term, the ratings or outlook could
be revised upward through rate increases or cost savings that result in improvement in cash flow metrics: as
demonstrated for example by a ratio of CFO pre-W/C to debt above 23% on a sustainable basis. Also, an upgrade
of Xcel's ratings could lead to an upward revision at the utility.

What Could Change the Rating - Down

The ratings or outlock could be revised downward if there were to be adverse reguiatory rulings on rates, adverse

outcomes in the pending challenges of SPS' recovery mechanisms for fuel and purchased power, operating

performance problems or significantly higher capital spending that could result in a sustainable negative impact on

cash flow metrics; for example if the rafio of CFO pre-WIC to debt were to remain below the mid teens for an

extended period. A downgrade of Xcel could also lead 10 a downward revision in the rating of the utility. ’

1

Southwestern Public Service Company
704000
Select Key Ratios for Global Regulated Electric

|8 JELLT

CFO pre-W/C 1o Interest {x) [1] 3560 30- 2750 240
57

CFO pre-WIC to Debt (%) {1] >30 >22 2230 1222 1325 513 <13
CFO pre-W/C - Dividends to Debt (%) [1] >26 >20 1325 920 820 310 <10

& b

otal Debt to Book Capitalization (%) <40 <50 4060 50-70 50-70 60-75 >80 >70

[1] CFO pre-W/C, which is also referréd o as FFO in the Global Regulated Electric Utilities Rating Methodology, is
equal to net cash flow from operations less net changes in working capital items

© Copyright 2008, Moody's Invéstors Service, Inc. andlor its licensors including Moody’s Assurance Company, Inc.
{together, "MOODY'S"). All rights reserved.

ALL INFORMATION CONTAINED HEREIN IS PROTECTED BY COPYRIGHT LAW AND NONE OF SUCH INFORMATION MAY BE
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REDISTRIBUTED OR RESOLD, OR STORED FOR SUBSEQUENT USE FOR ANY SUCH PURPOSE, IN WHOLE OR IN PART, IN ANY
FORM OR MANNER OR BY ANY MEANS WHATSOEVER, BY ANY PERSON WITHOUT MOODY'S PRIOR WRITTEN CONSENT. All
information contained herein Is obtained by MOODY'S from sources believed by it to be accurate and reliable, Because of the
possibility of human or mechanical error as well as other factors, however, such information is provided “as is” without warranty
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Credit Opinion: Xcel Energy Inc.

Xcel Energy Inc.

Minneapolis, Minnesota, United States

Issuer Rating Baat
Sr Unsec Bank Credit Facility Baat
Senior Unsecured Baal
Preferred Stock Baa3
Commercial Paper P-2
Public Service Company of Colorado

Outlook Stable
Issuer Rating Baat
First Mortgage Bonds A3
Senior Secured MTN A3
Sr Unsec Bank Credit Facility Baa1
Senior Unsecured Baa1
Commercial Paper P-2

Analy Phone
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Xcel Energy Inc.

ACTUALS 3Q07LT™ 2006 2005 [2)2004
(CFO Pre-W/C + Interest) / Interest Expense [3] 4.2% 3.9x 4.2x 4.8x
(CFO Pre-W/C) / Debt {3} 20.6% 19.0% 19.7% 24.5%
(CFO Pre-W/C - Dividends) / Debt [3] 16.1% 14.4% 153% 20.1%
(CFO Pre-W/C - Dividends) / Capex |3) 704% 69.6% 923% 118.2%
Debt / Book Capitatization 48.9% 48.7% 50.4% 50.1%
EBITA Margin 13.8% 125% 11.6% 12.9%

(1] All ratios are calculated using Moody's Standard Adjustments {2] 2004 excludes the impact of settlement
payments to NRG [3] CFO pre-W/C, which is also refested to as FFO in the Global Regulated Electric Utilities
Rating Methodology, is equal to net cash flow from operations less net changes in working capital items

Note: For definitions of Moody's most common ratio terms please see the accompanying User's Guide.

Company Profile

Xcel Energy Inc. (Xcel: Baat senior unsecured) is a holding company for four utility subsidiaries, Northem States
Power (Minnesota) (NSP-Min: A3 senior unsecured), Northem States Power (Wisconsin) (NSP-Wisconsin: A3
senior unsecured), Public Service Company of Colorado (PSCo: Baa1 senior unsecured), and Southwestern
Public Service Company (SPS: Baat senlor unsecured) that provide electricity and natural gas in eight states,
predominantly Colorado, Minnesota, Texas and Wisconsin along with smaller operations in Michigan, New Mexico
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and North and South Dakota. All of Xcel's utility subsidiaries operate as fully integrated entities with litle
deregulation occurring in their service territories. Xcel has approximately 5.1 million efectric and gas customers.

Rating Rationale

Xcef's Baa1 rating for its senior unsecured obligations is driven by the relatively stable cash flow provided by its
geographically diverse regulated utility subsidiaries, the reasonably supportive nature of its regulatory
environments, the chatlenge of planned significant capital expenditure programs at its subsidiaries and the strength
of its financial metrics. Currently, substantially all of Xcef's operalions are regulated which ranks the company in

Category 2 within the range of 1 - 4 in accordance with Moody’s Rating Methodology for Global Regulated Electric
Utilifies, published March 2005 (the Rating Methodology).

The most important drivers of Xcel's ratings and outiook are as follows:
Diverse and Reasonably Supportive Regutatory Environments

Xcel's rating reflects the relatively supportive regulatory environments within which its utility subsidiaries operate.
Minnesota and Wisconsin's regulatory environments are ranked in the upper half of U.S. regulatory jurisdictions,
characterized by predictability and high expectation of timely recovery of costs and investments. Colorado and
Texas have been ranked in the lower half of U.S. regulatory jurisdictions, generally indicating a lower expectation
of timely recovery, or perhaps past evidence of lower predictability. Xcel has generally received constructive
regulatory treatment in Colorado where a purchased capacity cost adjustment and recovery of costs o construct
the Comanche 3 coal project (subject to a confidential construction cost cap), including construction work-in-
progress, have been authorized. In Texas, Xcel's SPS subsidiary, which has historically contributed approximately
10% of consalidated funds from operations, has recently been unable to fully recover its increased fuel costs and it
is more exposed lo regulatory lag given the use of a historical test year for rate cases.

The combination of these factors position Xcel toward the lower end of the medium business risk category as
outlined in the Rating Methodology.

Significant Capital Expenditure Programs

Xcel's Baat senior unsecured rating recognizes that Xcef's subsidiaries are in the midst of significant capitat .
expendliture programs that are expected to continue for at least the next several years, thus increasing the need for

supporlive regulatory treatment and reasonable operating expense recovery. The company is expected to spend i
about $2 billion in annual ggltal expenditures with base capital spending making up about 65% of that amount and

the remainder mostly for various wind, environmentat and the partially completed Comanche 3 project. This is

significantly higher than Xcel's capital expenditures of approximately $1.3 bilfion incurred annually in 2004 and

2005. As a result, the company is expected fo be invoived in several rate cases annually into the near future fo

recaver this higher level of spending. The Baa1 rating also recognizes the enhanced recovery mechanisms (pre-

approval of significant projects, riders for transmission, wind and environmental expenditures, and CWIP in rate

base) that are currently in place or available for the majority of Xcel's significant current or planned projects.

Nevertheless, the planned higher capital spending could create potential rating pressure should regulatory support

diminish.

Reasonable Financial Metrics

Xcef's financial metrics (incorporating Moody’s standard analytical adjustments) are positioned toward the mid-to-
upper range of the medium business risk calegory of utilities rated Baa, and are projected (o remain in that range.
Consolidated CFO pre-W/C o adjusted debt is expected to approximate 20% over the next few years with
consolidated CFO pre-W/C coverage of interest coming in about 4 times. Given Moody’s view that overall business
is toward fie lower end of the medium risk category, and recognizing the benefits of size and diversity and its
supportive regulatory relationships, these metrics are consistent with Xcel's Baa1 senior unsecured rating.

Liquidity

As a holding company, dividends from subsidiaries are Xcel's primary source of cash. Although Xcel's subsidiaries
are engaged in significant capital expenditure programs, fiquidity at the parent level appears sufiicient given the
amount of anticipated utility dividends, the large size of its credit facility, limited parent level short-term funding
needs and modest debt maturiies near-term.

Debt at the Xcel parent holding company level is expected to remain at approximately $1.4 billion, or approximately
19% of the $7.5 billion consolidated debt. Debt service payments and preferred stock obligations of approximately
$100 - 125 million per year and common dividends of approximately $400 million are supported by annual utility
dividends to the parent of approximately $600 - 700 million. Any excess is redistributed to Xcel's utility subsidiaries
for investment in their capital expenditure programs.

Xcef's near term maturities are modest, consisting of $195 million of senior unsecured notes coming due July 1,
2008. The $100 million of convertible notes remaining out of an original $230 miflion issuance are expected to
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31, 2007. A second convertible issuance of $57.5 million, with the same $12.33 strike price, will mature in
November 2008.

Xcel's commercial paper program is sized at $800 million and is supported by an $800 million credit facility at the
parent level which has been used to meet short-term funding gaps. The facility has one financial covenant
requiring that debt to capitalization be below 65%. As of September 30, 2007 the ratio of debt to capitalization, as
defined in the agreement was approximately 56%. As of October 22, 2007, Xcel had approximately $294 milfion of
commercial paper outstanding and no draws under the credit facility.

Xcel's Prime-2 rating for short-term obligations assumes that the amount of commercial paper and other near term
obligations outstanding will be managed within the limits of Xcel's readily available sources of cash, including its
committed bank credit facilities.

Recent Events

PSCO

Xcefl's settiement with the IRS in the company-owned life insurance (COLI) dispute and resuiting agreement to pay
$64 milion removes a significant legal risk for the company. Pursuant to the settlement, Xcel agreed to discontinue
deducting expenses related to the COLI policies. This will reduce Xcel's operating cash flow by approximately $20
million annually, which is relatively insignificant in light of Xcel's consolidated aperating cash flow of approximately
$1.65 billion for the twelve months ended June 30, 2007. The Baa1 rating had incorporated a view that a
reasonable outcome in this dispute was likely.

SPS

A key area of focus at the utility level is the continuing low ROE registered at Xcel's SPS subsidiary. in 2006, SPS
eamed an approximate 6% ROE within both its Texas and New Mexico jurisdictions; for the twelve months ended
September 30, 2007, SPS’' ROE dropped to approximately 3%. SPS' low retums reflect some incomplete power-
cost recovery and a lagged test year for investment recovery. SPS' 2006 and 2007 performance was also
significantly impacted by accruals taken for potential refunds as a resuit of complaints in all of SPS jurisdictions

(Texas, New Mexico and the Federal Energy Regulatory Commission (FERC)) sutrounding common issues
relating to SPS fuel cost allocation procedures.

i
SPS' recent rate case in Texas resolved much of the fuel recovery issues in that jurisdiction, though regulatory lag
on investments continues. In New Mexico, SPS is currently in the middle of a rate case requesting a 6.6% rate
Increase and in early December 2007 filed a settlement agreement with several large customers, the commission
staff, and other intervenors that resolve the challenges io its cost allocation method. Similarly, at the FERC, SPS
filed a setlement agreement in early December 2007 with its largest wholesale customer resolving alf of the fuel
related and other issues raised by that customer. Although both the New Mexico and FERC settiements require
final orders from their respective commissioners to be implemented, the combined settlements would substantially
reduce SPS potential refund exposure related to average system fuel cost issues. SPS previously estimated the
potential exposure in New Mexico proceeding to be $45 million and to be $50 million in the FERC proceeding. if
the settlemnents are approved, SPS consideration in New Mexico would be $15 million plus an estimated $2 million
annual reduction if fuel recoveries in 2008 and 2009. At the FERC, SPS exposure would be reduced by
approximately 40%, the relative proportion of the energy delivered to the settling customer during the period, and
SPS would not be required fo make any fuel refunds to the customer. Since this settlement is only with the primary
customer in the complaint but not all parties, FERC is still expected to rule on the complaint in early 2008. SPS
believes that based on the terms of the seftlements, it has already taken an appropriate level of accruals.

8PS’ low ROE and a capilal expenditure program that is trending higher are a concern for Xcel though Moody's

notes SPS contributes only approximately $60 - 70 miillion in dividends, roughly 10% of Xcel's total subsidiary
dividends.

Rating Outlook

Xcef's stable outiook reflects the relatively low risk profile of its basic utility businesses and the relatively supportive
regulatory environments in which those subsidiaries operate. The overwhelming majority of the company’s
revenues, eamings, and cash flows will be provided by the four vertically integrated utility subsidiaries. Cash flows
are expected to be reasonably predictable.

What Could Change the Rating - Up

The ratings or outiook could be revised upward if there is a sustainable improvement in financial performance, as
demonstrated for example by the ratio of CFO pre-W/C to debt improving to the range of approximately 23-25% on
a sustainable basis. Since regulated utifity activities represent an overwhelming majority of Xcel's operations, this
scenario would be uniikely without supportive regulatory outcomes for several subsigiaries.
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What Could Change the Rating - Down

The ratings or outlook could be revised downward if there were to be a sustainable deterioration of financial
performance as demonstrated, for example, by the ratio of CFO pre-W/C o' debt falling below the high teens for an
extended period. Factors that could contribute to this deterioration include: adverse regutatory rulings, significant
operating difficulties, capital spending that is significantly higher than anticipated, or a change in business strategy
which would increase the company’s business risk profile.

pre-WIC to Interest (x) [1] >6 >5 3560 30 2750 240 <25
5.7 '
CFO pre-WIC to Debt (%) [1] >30 >22 2230 1222 1325 513 <13 <5
CFO pre-W/C - Dividends to Debt (%) [1) >25 >20 1325 920 820 3-10 <10 <3
Total Debt to Book Capitalization (%) <40 <50 4060 50-70 50-70 60-75 >60  >70 |

[1] CFO pre-W/C, which is also referred to as FFO in the Global Regulated Electric Utilitles Rating Methodology, is
equal fo net cash flow from operations less net changes in working capital items
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