Northern States Power Company

414 Nicoliet Mall
Minneapohs Minnesota 55401
Telephone (612) 330-5500

October 27, 1982

hirector, Office of Nuclear
Reactor Regulation

U.S. Nuclear Regulatory Commission

Attn: Document Control Desk

Washington, DC 20555

Re: Monticello Nuclear Generating Plant, Docket No. 50-263
Prairie Island Nuclear Generating Plant, Docket Nos.
50-282 and 50-306

Attached is a schedule showing cash flow generated by Northern
States Power Company in 1981 and projected to be generated for
the year 1982. These statements are in compliance with Regula-
tory Guide 10.1, Revision 4, issued in October, 1981, which re-
quests cash flow information for the most recently completed
annual period and projected cash flow.

These cash flow statements comply with the suggested format with
one minor exception. We have reduced net income by dividends de-
clared, instead of dividends paid, to arrive at retained earnings
on the third line of the statement. This adjustment was made to
reflect the fact that Northern States Power Company normally de-
clares dividends so that a charge is made to retained earnings
during a quarter and a corresponding credit made to dividends
payable. The cash disbursement is made during the first month

of the following calendar quarter. Any increase in dividends
declared during the year will be properly reflect in the retained
earnings account as a result of treating the dividends in the man-
ner which we have elected for this filing.

I am enclosing a copy of our 1981 Annual Report. The information
for 1981 Actual Cash Flow is taken from the Statement of Changes
in Financial Position on page 23 of the Annual Report.

I1f you have any questions regarding this letter, please feel free
to write me or call me at (612)330-6622.

Sincerely Moo\’

AN\ il

E J Hall
Assistant Treasurer

cc R G Johnson, Manager, Insurance and Security

Northern States Power Company

8211020396 821027
PDR ADOCHK OSOOOggg




Northern States Power Company (Minn & Subs)

1981 Actual Cash Flow and

1982 Projected Cash Flow

Related to Retrospective Premiums for

Mcnticello, Prairie Island I and Prairie Island II
Nuclear Generating Units

(Dollars In Thousands)

Actual Projected
Total Total
Net Income After Taxes $ 127 553 $ 157 565
Less Dividends Declared (87 578) (93 057)
Retained Earnings 39 975 64 508
Adjustments:
Depreciation & Amortization 148 596 180 115
Deferred Income Taxes &
Investment Tax Credits 32 226 96 529
Allowance for Funds Used
During Construction (15 186) (19 208)
Total Adjustments 165 636 257 436
Internal Cash Flow $ 205 611 $ 321 944
Average Quarterly Cash Flow $ 51 403 $ 80 486
Percentage Ownership in All
Operating Nuclear Units Monticello 100%
Prairie Island I 100%
Prairie Island I1I 100%
Maximum Total Contingent
Liability $ $ 30 000

Cash and Banking
GAL/fkm
10-27-82
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o OQur Shareholders

NSP Is Planning for Profitability




construction and "f]df\(_lﬂg requirements are
relatively low for the next two years. This, plus our
good internal cash generation, will minimize the
pressure for new financing

The Economic Recovery Tax Act of 1981
should help the electnc utiity industry arid NSP.
Provisions of this act help to provide common
equity to the company and offer a tax benefit to
individual shareholders

Sherco 3 Hearings in Progress

NSP is seeking recertification by the Minnesota
Department of Energy, Planning and Development
for Sherco 3. This 1s an 800-megawatt (Mw) coal
fired facility proposed for construction at the same
site as the Sherco 1 and 2 units at Becker,
Minnesota. Public hearings are under way on the
joint plans of NSP, which would own 451 Mw of
its capacity; Southern Minnesota Municipal Power
Agency, 300 Mw, and United Minnesota Municipal
Power Agency, 49 Mw. The unit is planned for
service in 1986. It will reduce dependence on ol
fired electric generation, reduce over-all
environmental effect of Minnesota electric
generation and provide adequate future electric
energy at moderate prices for the customers of
each partner

LSDP Affiliation

In January 1982, shareholders of Lake Superior
District Power Company (LSDP), Ashland,
Wisconsin, received a common stock exchange
offer from NSP. On February 23, 1982, the
affiliation was completed when more than the
required number of common shares of LSDP were
presented for exchange for NSP common stock
We welcome the former LSDP shareholders to NSP

NSP Service Is Based on People

The year <aw many retirements of persons who
made many and varied contributions to the
company'’s success. D.W. (Jack) Angland, executive
vice president and designer of the industry’s power
pooling concept, retired. So did M. D. (Bud) Olson,
vice president-commercial operations, and George
A Des Rosier, vice president-division operations for
the Wisconsin company. Two others are examples
of the employee dedication that gives NSP pride—
Robert J. Roggensack, head meterman in Southern
Wisconsin, and Robert O. Olson, plant

Dividends Paid on Common Stock

(by quarter)
$2.35

$2.00 a2n

1980

tincludes earnings from rate increases subject to possible
refunding: 1980 3rd qtr_ 2°, 4th qtr., 2°, 1981 Ist qtr. 2°, 2nd
gtr, 2°, Ird qtr, 3°, 4th qtr, 33

administrative specialist senior at Prairie Island
Both retired after 44 years’ service to NS We are
proud to have been associated with people of
such skills and caliber

Your directors, officers and employees wil!
carry on their work with the same dedication to
service and creativity as in the past. We are
grateful for their participation and guidance. We
invite you to read more about our plans and
achievements

Sincerely

im Jpé

Don McCarthy
Chairman and
Chief Executive Officer

~

\,./)
Clayton Larson
President and Chief Operating Officer

February 26, 1982



Power Supply

NSP’s electric rates are among the lowest in the
nation, and some of the reasons for this performance
are in the area of Power Supply. Sources of energy
are pnmarily the lowest-cost options—uranium,

coal and hydro power. Equally important, the com
pany’s nuciear and coal-fired plants performed

very well in 1981

Of the 25,784 million kilowatt-hours used by
NSP customers in 1981, 48 percent came from coal-
burning plants, 38 percent from nuclear and 14
percent from hydro generation. Excluding power
purchased under an exchange agreement with
Manitoba Hydroelectric Board, NSP’s own power
generation was 54 percent coal, 42 percent nuclear
and 3 7 percent hydro, with ol and gas accounting
for less than 0 3 percent

A good mix of coal, nuclear and hydro plants is
necessary to produce economical electnicity
However, these plants also must perform well to
achieve the potential savings over higher-cost
generation

Plant Availability 1981
Fossil Fuel

87.6%

7%

|

72.6%

88.3%

7.9%

72.4%

“Plant avadabiity is the number of hours in a year a plant is available
for service divided by the total hours in a year
“'National Electric Reliabiity Council 10 year average

Nuclear Regulatory Agency 1981 data

In 1981, the company’s major coal and nuclear
units again performed very well. One commonly
used measure of performance is operating
availability. This is simply the percent of time during
the year a plant was running or could have run if
system demand required it

NSP’s three largest coal-burning units had
an average availability of 87.6 percent in 1981.This
compares to the most recent 10-year naticnal
average for units Of this class at 77 percent

Similarly, NSP nuclear plants had an average
availability of 775 percent in 1981, compared to a
1981 average of 72 4 percent for similar facilities

Nuclear Plants Evaluated

When evaluating nuclear plants, the company
recognizes that safe operation of these facilities and
the necessity of operating them in full compliance
with federal regulations is of even greater
importance than their performance as suppliers of
electnc energy

The Institute of Nuclear Power Operations (INPO)
is an organization set up by the industry following
the accident at Three Mile Island in 1979 to help
individual utilities achieve excellence in nuclear
operations. One of its functions is to make in-depth
evaluations of all aspects of nuclear plant op.erations

The NSP Monticello plant was evaluated n
1980 and Praine Island in 1981. Over-all, both plants
received good marks in all areas

“Within the scope of the evaluation, the team
concluded the station is in supenor material
condition and is being operated in a safe manner
by competent personnel who exhibit high morale,”
according to the final INPO Praine Island report

In another evaluation, the regional office of the
Nuclear Regulatory Commission classified both
plants as above average

However, NSP will not become comp-acent
about its nuclear operations. There are literally
thousands of requirements and regulations which
the company must follow at all times. In this area,
the only appropriate goal is zero mistakes and
zero defects. During 1981 there were a number of
nuclear plant occurrences, all of a relatively minor
nature but sufficient to remind the operators they
must be unrelenting in pursw.. of this goal

Nuclear Waste Disposal Unresolved

Permanent disposal of high-level nuclear wastes
continues to be an unresoived issue for the nuclear
industry. The federal government is, by law,
responsible for providing a safe repository for these
wastes. So far, it has failed to develop such a facility

The industry believes it has developed technical
solutions 1o this problem. The delay is primarily
a political, rather than technical, problem. Recently,
however, the federal government showed signs
of renewed commitment to get on with a solution
In the intenm until a repository is available,
NSP must continue to store spent fuel at plant sites
The capacity of the Monticello plant storage pool
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While natural gas prices are likely to increase over
the coming years, gas should maintain its competitive
advantage over other heating fuels. NSP expects
ample supplies for distribution, at least through the
end of this century. Federal price decontrol and
greater incentives for gas exploration increase
potential supplies, and customers are taking
conservation seriously. Reduced use makes more gas
available for additional hookups on NSP systems.

The company distributes gas to customers
through two separate systems. Northern Natural Gas
Company supplies primarily domestic gas on the
Northern system to 86 percent of the company’s gas
customers. Midwestern Gas Transmission Company
provides 100-percent Canadian gas to the rest. The
two systems serve 81 communities in Minnesota,
Wisconsin and North Dakota.

Gas Transfer Plan Proposed

The price of Canadian export natural gas is tied to
that country’s coastal petroleum import pnces, which
results in a higher price than comparable U.S
domestic supplies.

As the U S deregulates natural gas prices as
a profit incentive for new gas exploration, the price
differential 1s narrowing between the Canadian
and U.S natural gas prices. To reduce the difference
further, NSP is arranging to substitute some Northern
Natural gas it purchases and distribute this to
Midwestern system customers. It then would re-sell
some of the Canadian natural gas it is committed to
buy to the Tennessee Gas Transmission Company.

If approved by the federal Energy Regulatory
Commission (FERC), this gas transfer plan would
result in a price reduction of about 12 percent to
NSP customers served by the Midwestern system.
The company hopes to get FERC approval by spring
to begin this service

The company’s contract with Northern Natural,
its primary Minnesota supplier, runs through 1991,
while the contract for imported gas from Midwestem
expires in 1985 The company is negotiating with
both of these suppliers for contract extensions.

NSP Gas Supplies Increase

NSP obtained an additional daily 24,000 thousand
cubic feet (mcf) natural gas supply from Northern in
1981—20,000 mcf for distribution by the Minnesota
company and 4,000 mcf for Wisconsin company
resale.

Customer conservaii. 1 also makes added
supplies of gas available to i~ *w customers. The
typical NSP residential gas cust “mer cut use from
a weather-normalized average of 162 mcf a year in
1979 to 146 mcf in 1981 through weatherization
measures and “dialing down" the thermostat. Such
conservation and additional pipeline supplies made
it possible for NSP to supply firm, rather than
interruptible, gas service to customers who need up
to 200 mcf daily in Minnesota and Wisconsin.

The number of natural gas customers continues
to grow on both NSP systems. The company added
6,148 new customers for a total of 276,377 by the
end of 1981 Of the total, 91.3 percent was residential
and 8.7 percent was in the commercial and
industnial category.

The Public Service Commission of Wisconsin
(PSCW) granted NSP's March 1981 request io resume
adding new natural gas customers in the Eau Claire,
Chippewa Falls, Menomonie and Aitoona areas.

Company Improves Facilities Use

Northern States Power Company (Minnesota) agreed
with its Wisconsin subsidiary to liquefy up to
110,000 mcf of natural gas at the company’s liquid
natural gas (LNG) plant at Inver Grove Heights,
Minnesota, for redelivery by cryogenic truck tanker
to La Crosse, Wisconsin. This agreement provides
the Wisconsin company lower-cost peak-shaving gas
than it has had in the past.

NSP and Northern Natural extended for two
years ar agreement to liquefy, store and vaporize up
*_ 1 million mcf of natural gas annually at the NSP
Wescott LNG facility. This agreement provides
Northern with a supply source in its principal market
area and makes use of part of NSP’s peak-shaving
facilities that aren’t now required to provide service
to its firm gas customers.

New Records Established

Cold weather and additional gas supplies enabled
NSP to set new records in daily gas sendout
compared to previous years. The January 6, 1981,
record sendout of 438,000 mcf fell to a new record
January 9, 1982, when NSP supplied its customers
with 502,000 mcf
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Corporate Planning and Dtvclopmom

NSP’s ability to operate in a rapidly changing
business environment depends to a large extent on
a thoughtfully conceved corporate strategy. The
company is examining ways to fulfill its future
responsibilities with activities that include examining
energy trends and new supply technologies,
exploring business options, and reevaluating its
structure to maintain a financially strong company.

Supplementary Energy Stressed

The company encourages efficient development
and use of all energy resources, including alternative
energies, because of the direct relationship
between energy availability and the general quality
of lite. NSP believes, too, that the rising cost of
energy and declining available natural resources
require extensive conservation efforts. Conservation,
renewable energy and energy efficiency

programs will fill a substantial part of future energy
growth needs to the extent they are technically

and economically feasible

Research on sources that could supplement
conventional electric generation includes technology
to use the sun, wind and water efficiently and cost-
effectively

Rooftop solar collectors heat water at a number
of NSP service centers where researchers record and
compare their performance. Photovoltaic cells at an
NSP laboratory will demonstrate how much
electricity they can generate in NSP's service area
climate. In 1981 the company gave $48,000 to
continue tests of an experimental solar furnace at
the University of Minnesota.

Wind potential, too, eventually wi >u,. .'ement
conventional electric generation. NSP engineers
installed a modern 10-kilowatt windmill to monitor
its efficiency at the University's St Paul campus and a
second phase of this research will collect data from
15 wind-monitoring stations sited across the NSP
system

At NSP's 15 hydropower facilities, engineers are
working to get the most power possible from
rivers by redesigning and retrofitting generators for
optimum output

NSP is investigating the economics of providing
a wholesale supply of thermal energy from the High
Bridge, Riverside and Red Wing coal plants to district
heating operations in St. Paul, Minneapolis and Red
Wing. If selling coal-based steam proves economical,
NSP could profit from the new business as well as
reduce the state’s dependence on oil and gas

Project 2000 Provides Analysis
Through Project 2000, initiated in 1980, NSP
analyzes alternatives that can make more effective

use of its facilities, expertise and personnel. The
ongoing study includes new business development,
corporate structure options, management
productivity, system expansion, end-use equipment
and product pricing.

The first phase of study emphasized new
business development and its criteria now are being
applied in new business considerations

Project 2000 also considers corporate structure
options that could fit future operations better than
NSP’s current centralized management.

If the company can deal effectively with a changing
society within the centralized structure, reorganization
would not necessarily be needed. However,

if such issues as new competition and deregulation
impede the company'’s ability to provide suitable
services to customers or its financial viability,
restructuring could be advantageous.

The study outlines areas where the company
might improve its management techniques and take
advantage of emerging technological advances.
These efforts in productivity could make operations
increasingly cost-effective.

Another area evaluated by Project 2000 is
system expansion. It explores supplying long-term
energy requirements with various capacity resources
while balancing risks and benefits to shareholders
and customers,

The feasibility of supplying end-use equipment
commercially, providing conservation consultation
and load management equipment 1s being analyzed.
This relates to energy applications at the customer
level for a specific purpose, primarily efficiency and
economy to the customer.

Ratemaking philosophy must be considered
in the light of social, political and economic
developments. Project 2000 will provide corporate
guidance on how rate-making and pricing
strategies will help achieve business, social and
economic objectives

By initiating Project 2000, NSP created

a basis to guide its corporate development into
the next century
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New Home Heating Cost: NSP Area
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Energy Auditors Start Inspections

Energy Is a Learning Experience

Load Management Looks Ahead




Load management is a cooperative effort
between NSP anc its customers. Together they can
monitor electric demand and shift use to slack
periods to eliminate excessive peaks

As the price gap widens between oil and
electricity as fuel for home heating, NSP anticipates a
significant switch from oil or propane to electric heat
by the middle of this decade. Electric demand now
peaks in the summer because of air conditioning
Within a few years, the expected increase in winter
heating electric demand could force NSP to use large
amounts of oil-fired generation. Such costly
generation would increase operating costs borne by
all electnc customers

To reduce the increase of such future costs, NSP
secured regulatory approval in Minnesota and the
Dakotas to introduce a Dual-Fuel program for
electnic residential customers. It works this way: the

ustomer would install an electric heating system but
retain the existing o1l Or propane system as a
backup. Electnaty would be the primary fuel when
NSP can provide it from coal, nuclear or hydro
jyenerating sources. When system demand reaches a
level that requires the company to use oil, the
customer s heating system would revert to the
secondary fuel. In return for the interruptible electric
heating service, the customer gets a rate below
mparabie ol heating costs

If the customer implements measures
recommended in a Home Energy Audit, NSP w
finance up to $3,500 for weatherization, including

lation of the dual heating system, at 16-percent

Conservation makes more gas available for new
customers along gas mains to convert furnaces and
appliances to gas. The price differential encouraged
new customers within reach of mains to convert
from oil heating

An accelerated consultation program for
commercial and industnal electric customers, planned
in 1981, has begun. Effective use of the NSP low
energy rates is relnforced by trained consultants who
can tailor programs specifically to the needs of
commercial and industnal customers

Advisory Panels Study Concerns

Two consumer panels of community agency
representatives and NSP customers meet regularly to
discuss corporate policy and practices and how these
relate to consumer concerns. In North Dakota, this
appointed panel meets quarterly; the Minnesota
panel, selected by community organizations, meets
monthly. The panels’ agendas cover a variety of
issues, with special emphasis on problems of
customers on fixed incomes

Their resulting recommendations are intended
to assist all consumers. This evaluation of corporate
policy and practice helps keep the company apprised
of customer problems and concerns

Storms Leave Heavy System Damage
Division Operations efforts were divided in 1981
between initiating new programs to assist customers
and maintaining traditional electric service throi:gh
an unusual series of storms

Distribution and transmission systems were
heawvily damaged by summer winds, a tornado that
slashed through Minneapolis and St. Paul, then by a
heavy snowstorm that downed lines in the NSP
service area

NSP Is a Corporate Citizen
The company’s concern for the communities
It serves 1S demonstrated by 1Its contnbutions to local
organizations that help improve: the quality of life
In 1981 NSP distributed more than $1.4 millon to a
vanety of charitable groups selected by two
management committees that study the merits of a
growing stream of requests
Local United Way groups received 36
percent of 1981 NSP bequests, followed by 25 percent
to community service groups, 20 percent to
educational institutions, 8 percent each to civic and
cultural groups and 3 percent to health organizations
In addition, NSP matches its employees’ gifts to
higher educational institutions. In 1982 it will match
educational contributions of retirees, as well, up to a

corporate total ot S




Corporate Affairs

Public understanding and fair requlatory treatment
of NSP concerns is the goal of Corporate Affairs. The
company’s rates for services, its production and
transmission of energy and the environmental eftect
of its operations are monitored and controlled by
several levels of government in each state it serves
and by federal regulators in some operational areas
The company constantly must present its views

to the public and to regulatory agencies to promote
equitable government policy, legislation and
regulation. These regulatory decisions should allow
NSP to provide its customers with ample, low-cost
energy and earn an adequate return for its investors.

Rate Incr ases Sought

Of NSPs totar 1981 revenues (excluding non-firm
sales to other utilities), 75.9 percent were within
Minnesota’s requlatory junsdiction, 12.3 percent
wiathin Wisconsin's, 7.0 percent within North
Dakota’s, 2.5 percent within South Dakota’s and
2 3 percent within the Federal Energy Regulatory
Commission (FERC)

Rate increases requested In previous years were

Requested Granted
Mhons)
1977 $ 924 $56 4
1978 19 13
1979 74 48
1980 1256 960

The Minnesota Public Utilities Commission
(MPUC) issued an order for NSP's electric rate increase
on April 30, 1981, and granted a $56.2
million revenue increase, or 72 percent of NSP’s
request. The MPUC granted the company a 13.5

1981 Rate Increase Program

n

percent return on common equity on a common
equity ratio of 42 2 percent

In its last NSP rate order in 1981, the MPUC
granted $9 million, or 82 percent of the cornpany’s
requested increase in natural gas rates. The order
granted a 13.77 percent retu.n on a common equity
ratio of 41.46 percent

Due to continued high inflation during
1981, NSP found it necessary to file increases in all
regulatory junsdictions for the electric and natural
gas utilities. NSP requested a total revenue increase
of $171 million, of which $152.2 million is pending
regulatory action

In its current Minnesota electric rate filings,
NSP asked for a 16 percent return on its common
equity ratio of 41.26 percent. The request is for
$115.6 million in increased annual revenue, or 16.77
percent. Included in this increase is:
= $35.3 million to increase the return on common
equity to 16 percent
= $37.5 million to cover costs related to increased
investment
» $33.8 million to cover increased expenses due to
inflation and other costs
= $9.0 million for amortization of the Tyrone
abandonment

The company asked for interim rates subject
to refund to provide a return on common equity of
14.5 percent. These rates, in the amount of $94 4
million, are being collected subject to refund until
final determination is made.

FERC Rules on Tyrone Amortization

The Federal Energy Regulatory Commission (FERC)
ruled in December 1981 that NSP (Minnesota)
should pay NSP (Wisconsin) under their Coordinating

Bruce A. Richard
Senior Vice President

Corporate Affairs

Effect On
____Annualincrease 1981
Requested Allowed Pending Revenues Status
Millions of Dollars)

Electric - Retail

Minnesota $1156 $1156 $18 3() Order Expected 6-30-82

North Dakota 114 $10.2(F) 10 Order Issued 1-11-82

South Dakota 62 5.2(F) 1 Order Issued 12-15-81

Wisconsin 125 125 Order Expected 5-22-82
Electric - Wholesale

Minnesota 48 48 1.2() Order Expected in April

1982

Wisconsin 16 16 ) Order Expected 6-30-82
Gas - Retail

Minnesota 166 166 Order Expected 9-30-82

North Dakota 11 11 Order Expected 6-1-82

Wisconsin 1.2 9F) Order Issued 12-22-81
1981 Totals $16 3 $152.2 $21.0

$1710



Agreement approximately 87 percent of the costs
incurred in the cancelled Tyrone nuclear plant. These
costs total about $67.1 million to be shared by

the parent and subsidiary companies. Under the FERC
amortization formula, the write-off period will be
about nine years, rather than the five years proposed
by the company. FERC's ruling termed the Tyrone
cancellation a prudent decision by NSP

Arguments are expected in the spring of
1982 before the Ramsey County (Minnesota) district
court on the question of whether the federal or
state government has junsdiction in the Tyrone
dispute over how ratepayers will share costs incurred
before the PSCW withdrew its certificate of need
and NSP cancelled construction plans. The company
maintains the FERC ruling is a determination
of an interstate wholesale electric rate, a matter of
exclusive federal junisdiction

Rates Under Bond Questioned

Rates under bond are a provision of statutes in
Minnesota and South Dakota and can be granted by
Wisconsin and North Dakota regulators. They
provide the company rate relief, subject to refund,
dunng the long period required for a final decision
in a rate case. In the $115.6 million Minnesota
electric case, NSP volunteered to collect rates under
bond at the $94 4 million level, delaying billing for
the full amount until the final rate decision. It made
a similar two-step increase proposal in its Minnesota
natural gas case. NSP initiated the two-step rate plan
as an indication of good faith as political pressure
grew to eliminate rates under bond in spite of a
record of responsible implementing of permissibl2
price increases

Rate Design Studied

State and federal government agencies control
not only unit prices of electricity and natural gas,
but also rate design—how approved total
revenue requirements are allocated to different
types of customers

NSP believes in general that cost-based rates
for energy supplies < “e the best public policy. Such
rates encourage individuals to use energy wisely,
take cost-effective steps to weatherize buildings and
select efficient appliances. Historically, rates favored
residential customers by shifting a higher share
of cost to commercial and industna! users

As living costs rise through inflation,
some customers are unable to pay the full cost
of their basic needs. Public welfare is not
addressing the problem adequately as special
programs are curtailed

|

Electric Bills
0 kwh/month for selected aties - Dec. 1981°

3

¥ g
E

¥

$29.37

Stleuks

“Includes fuel and purchased power adjustments
Excludes city fees and state taxes

To meet this growing need, NSP proposes that
Minnesota regulatory and welfare agencies consider
establishing a 25-percent rate break to residential
electric customers with incomes below 125 percent
of the federally designated poverty level. The cost of
this estimated $8-million subsidy to low-income
electric users would be borne by all customers
Residential customers’ electric bills would increase
about 1.25 percent, or 38 cents a month. The MPUC
will consider NSP's proposal in its deliberation of the
company’s 1981 electric rate case.

Averaged Gas Prices Ruled Out

NSP buys natural gas from two different suppliers
for distribution to its customers in Minnesota, North
Dakota and Wisconsin. The relative cost of natural
gas distributed by NSP’s two systems in 1981
generated a controversy that was resolved by North
Dakota’s supreme court ruling in favor of the
company’s pricing policy. North Dakota customers
(and others in the Red River Valley) use imported
Canadian gas from the Midwestern Gas
Transmission Company, while most Minnesota
customers are on the Northern system, supplied by
Northern Natural Gas Company with less-costly
domestic gas. In 1981, Midwestern system natural
gas cost NSP, and therefore its customers, about 81
percent more than gas on the Northem system

North Dakota’s Public Service Commission
(NDPSCQ) ordered NSP to average gas prices between
the two systems to equalize customer prices, but
the MPUC refused to agree to Minnesota customers
on the Northern system subsidizing the rates of
Midwestern system customers. The dilemma meant
a potential loss of up to $8 million annualiy to



the company if NSP reduced North Dakota prices
without a compensating increase in Minnesota.
Under Northern Natural’s current tariff approved by
FERC, NSP cannot supply its customers on the
Midwestern system with gas from Northern Natural.
NSP appealed the decision to a North Dakota distnct
court, which upheld the NDPSC, bu* *he supreme
court, on NSP’s appeal, overturned the lower court
and ruled in favor of the NSP cost-based rates.

North Dakota customers could get a measure
of price relief if NSP receives FERC approval to
sell part of its contracted Canadian gas supply to
Tennessee Gas Transmission Company and replace it
on the Midwestern system with Northern Natural
Gas. (See Page 7.) Contracts are complete for this
gas transfer plan, but FERC approval is pending. As
U.S. natural gas deregulation progresses, domestic
gas prices are expected to increase, narrowing the
price difference between the two NSP distribution
systems

NSP, Partners Seek Sherco 3 Permit

The company requested a modified certificate

of need to build Sherco 3, an 800-megawatt (Mw)
coal-fired electric generating unit to be built adjacent
to its Sherco 1 and 2 units in Becker in Sherburne
County, Minnesota. Modification of the need
certificate is necessary to include Southern
Minnesota Municipal Power Agency (SMMPA) and
United Minnesota Municipal Power Agency

(United Minnesota) as partners in its ownership.

NSP proposed to the Minnesota Energy Agency
(MEA) that the company retain about 451 Mw
of Sherco 3's capacity, with SMMPA to own 300 Mw
and United Minnesota to own 49 Mw. The
municipal agencies represent 19 Minnesota municipal
utilities. Of its share, NSP reserves 20 Mw for
use by Lake Superior District Power Company,
Ashland, Wisconsin.

NSP planned the facility in 1972 and proceeded
through the regulatory process, obtaining siting and
environmental clearance and limited work authoriza-
tion, and beginning work in 1977. The following
year the company voluntarily postponed
construction when the forecast of future electric
demand diminished. Whiie it was apparent NSP's
customers would not need Sherco 3's full capacity as
soon as expected, the municipal agency members,
who depend heavily on oil for fuel, saw rapidly
escalating costs as il prices increased and decided
to participate in the Sherco 3 plant. NSP continues to
forecast gradually growing electric demand and
expects less-reliable performance from its older
generating facilities. By the time Sherco 3 would go
into service in 1986, about 300 Mw of NSP's coal-
fired plant capacity would be at least 33 years old—
near the end of its useful life

Public hearings on the joint application for
modification of Sherco 3's need certificate began
February 8, 1982, and are expected to continue
for several months. When the state hearing examiner
reports findings, a final decision will come from the
newly merged Minnesota Department of Energy,
Planning and Development.

Transmission Line Rulings Issued
The Wisconsin Public Service Commission (PSCW)

denied NSP's request to build a new 345-kv transmis-

sion line from its Praine Island nuclear power facility
to Eau Claire, Wisconsin. The $30-million line would
have served west-central Wisconsin. Instead, the
PSCW ordered the company to upgrade its
transmission capacity on five existing lines that
interconnect Minnesota generating plants with
Wisconsin customers. Although the PSCW conceded
eventual need for the line, it said reconductering
would allow it more time to determine the line’s
location.

Work 1s under way on the Sherco-Benton
345-kv transmission line connecting the Sherburne
County substation at the Sherco generating plant
with the Benton County substation near St. Cloud,
Minnesota. Following public information meetings,
NSP applied for a construction permit, which the
Minnesota Environmental Quality Board granted in
February 1981.

Corporate Affairs also obtained: regulatory
clearance for re-spacing spent nuclear fuel rods
stored at NSP's nuclear plants; the final operating
license for the Monticello plant; approval to improve
the Prairie Island plant’s intake and outflow systems;
and permission to improve low-level radioactive
waste-handling facilities at both NSP nuclear plants.
In 1981 Sherco units 1 and 2 got operating permits
and baghouse filter installation at the Riverside
facility received regulatory approval.

LSDP Affiliation

Solicitation offers went out in January 1982

to shareholders of Lake Superior District Power
Company (LSDP), Ashland, Wisconsin. The Securities
and Exchange Commission approved NSP’s proposal
to exchange .43 share of the company’s common
stock for each share of LSDP common stock.

This affiliation was completed on February 23,
1982, when more than 86 percent of common
shares of LSDP were presented for exchange.

The affiliation was initiated by LSDP in 1977
because NSP can raise capital at lower cost and the
company's generating capacity will help maintain
a reliable energy supply for LSDP customers in
northern Wisconsin and part of Upper Michigan,
according to K.S. Austin, LSDP president.
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Harriet B. Rogge
Vice President
Administration

Corporate Services

Corporate Services includes human resources,
information systems, buildings, purchasing
supervision, stores and inventory of needed
equipment. For a discussion of natural gas utility
operations, also a part of Corporate Services, see
Page 7

NSP's diverse internal corporate functions
include sophisticated management and information
to assist shareholders and customers and
encouraging optimum employee productivity
through training. The company’s creative approach
to efficiency is not limited to energy production and
distribution; it encompasses alert internal
management, too

Plan Revised for Shareholders

The fedesal Economic Recovery Tax Act of 1981
includes a provision that could benefit shareholders
of many public utilities. The Act permits shareholders
to exclude dividends of up to $750 on an individual
tax return ($1,500 on a joint return) if the dividends
are reinvested in newly issued common stock of

the same utility through a qualified dividend
reinvestment plan. The reinvestment provision of the
Act was written with individual shareholders in mind.
It does not apply to corporations, trusts, estates,
non-resident aliens or persons holding more than
five percent of the voting power or value of the
stock in the corporation

NSP revised its Dividena Reinvestment Plan
before payment of its January 1982 dividends to give
its holders of both common and preferred
stock an opportunity to take advantage of the
exclusion. The utility dividend reinvestment provisions
of the tax law are effective from January 1, 1982,
to December 31, 1985. For more details please see
Page 36

Information System Updated

Computers continue to play an increasing role in
managing NSP's information resources, producing
reports used by management and documents sent
to customers and shareholde. s

A new Customer Information System, installed
in 1981, produces the bills customers receive and
manages the account information of 1.2 million
customers. The new system allows NSP to respond
quickly to regulatory and custoimer information
requirements

Information Systems initiated a long-range
planning process to define the company’s future
information needs. Personnel from major functional
areas formed a task force to interview company
officers, determine their information needs and
establish information goals. The resulting plan, called
“Corporate Resources-Information Systems Plan”
(CRISP), provides broad guidelines for Information
Systems

NSP computers in 1981 gained the capability of
developing reports, charts and graphs for rate cases,

environmental and other regulatory documents and
for use by management and the Board of Directors

Employees Build Careers

More than 7,000 company employees have
continuous opportunities to improve job skills and
prepare for promotion through a variety of training
and development programs at work or through
outside educational institutions. Computerized
training allows each student to expand job skills
independently at work. Other employees attend
company-spensored group courses. In 1981 more
than 3,300 employees completed some form of
training to develop better job skills.

When an employee survey in 1980 indicated
a need for broad understanding of corporate policy
and programs, NSP responded in 1981 with an
unusual series of employee meetings. More than
40 managers got special briefings, then visited
groups of employees to discuss company plans and
answer questions. More than 100 meetings brought
employees up to date on corporate programs
and projects

Flex-Benefits Attract Attention

The company attracted nationa! attention in 1981

as one of a handful of U.S. corporations offering full-
time non-union employees flexible or ““cafeteria”
benefits. Through the flexible benefits program, eligible
employees are entitled to basic “'core benefits”, plus
the option of additional coverage in health care,
medical insurance, disability insurance, vacation and
retirement savings options. The employee’s “core
benefits’” are paid by the company; higher levels of
benefit coverage are available if the employee
contributes to their cost. The plan allows each person
a choice of benefits according to individual needs.

Such innovative programs, together with
company counseling, contribute to NSP’s unusual
level of employee tenure, the average NSP employee
has 14 years’ experience with the company and
36 percent tally more than 20 years

NSP continues its active Equal Employment
Opportunity policy and seeks to purchase supplies
and services from qualified minority and female
contractors and vendors. In 1981, about $1.9 million
in purchases and contracts were awarded minority-
and female-owned firms

Office Space Needs Changed

The company’s General Office crowding was
relieved temporarily in 1981 by leasing space in the
neaby 100 Washington Square building in
downtown Minneapolis, and reassigning offices

at the headquarters building



Financial

Industry Performance Edges Upward
After 10 years of rather dismal performance with average
return on equity in the 11 percent range, the electric utility
industry performed somewhat better in 1981 It is estmated
that return on equity will move up to approximately
12.5 percent

However, the industry's Qualty of earnings continues
to be less than satisfactory For a second year, non-cash
allowance for funds used during construction (AFC)
accounted for about half of utility earnings per share

While the industry’s performance was better in 1981
it 15 @ long way from being satisfactory The return on
equity s still considerably below that for American industry
in general despite the fact that electric utilities are at least

s nisky The market price of utility stock s still low. it now is

at 78 percent of book value Moreover, the industry still
does not have encugh financial flexibility and dividend
payout ratios average approximately 77 percent, which
could well inhibit the growth in dividends over the next
rew years

But continued improvernent for the industry might
well occur Many electric utility analysts see the 1981 tum
around as something which could be lasting. Rate
regulation has improved as regulators gain a better
understanding of the industry, and retumns granted in 1981
on average, have exceeded 15 percent, up from 14 percent
a year ago. Divdends went up an estimated 7 percent in
1981 and the market price of utiity stock increased
marqinally in spite of extraordinanly high interest rates
Furthermore, many companes are ‘:"u‘;hmg arge
construction programs so that financing needs will be
somewhat less

By 1990, it 1s estimated that electric energy will supply
13 percent of U 5. energy needs, up from 11 percent in
1981 This indicates an annual increase in electric
generation of about 3 percent over the next nine years, a
responsibility that requires a financially healthy electric
utility industry. To improve its financial health, the utility
industry must obtain sufficient rate relief from regulators,
improve proguctivity, stringently control costs and improve
the industry’s load factor by better management of
customers energy requirements

NSP over the last ten years, out-performed the electric
utility industry. It did again in 1981 and expects that it will
continue to out-perform the industry in the future

NSP’s 1981 financial performance was a step in the
nght direction. However, continued improvement
is needed if the company is to treat shareholders
fairly and to meet the increasing energy
requirements of its service area

(One approach to measunng financial progress

(0 analyze the financial measures that concern

shareholders and bondholders

There are three financial measures generally
used to evaluate how a company s tieating its
shareholders: earnings per share growth rate
dividend growth and the market price of the stock
relative 1o 1ts book value

For bondholders, capital structure and bond
interest coverage are two of the most important
measures of NSP’s ability to retain the high guality
double-A bond and preferred stock ratings it has
held for more than 30 years

Earnings Per Share

Objectives:
Earnings per share growth: Average
growth rate of at least 6 to 7 percent
per year.

Earnings per share growth is dependent largely
upon the return on common equity. (Return on
common equity 15 the earnings available for common
stock <5 a percentage of the average amount of
commcn equity.)

NSP did not achieve its earnings per share
objective in 1981, with a five-year growth rate of 5.3
percent

To meet the earnings objective, return on equity
must show further improvement over 1981 results of
13.5 percent

The quality of NSP’s earnings, however,
continued to be high in 1981. Allowance for Funds
Used During Construction (AFC) was only 13 perce 1t
of earnings compared to 50 percent for the electric
utility industry.

Electnic utilities must earn returns comparable
to U.S. industry to compete effectively for capital
Surveys indicate that most institutionai investors
believe that electric utilities have the same or more
rnisk than industrials. Yet while American industry
earned 15 to 16 percent during the last five years,
electric utilities generally earned only about
12 percent during the same period

Earnings Per Share
5.3%'

$3.89
$3.51
o $3.23
“ I I I
1978 1979 1980 1981

s293 o

1976 1977

tleast square annual growth rate

*Return on Common EQuity




Dividend Policy

Objectives
Payout ratio: 65 to 70 percent
Increase dividends on a regular basis

NSP Market Value
Compared to Book Value

$30

15
1976 1977 1978 1979 1980

1981

Capital Structure

Objective
Common equity 40 to 45 percent of the
total capital invested in the company

Capital Structure Objectives

)id New

Bond Interest Coverage

Objective
Pre-tax interest coverage of at least 3.75
to 4.75 times expected interest charges

i 4

NSP Bond Interest Coverage

44

4.6
: Currant

Objective Range

40 40
981

ﬁs 2 .ja

1978 1979 1980 1




achieve pre-tax interest coverage of at least 3.75 to
475 times interest charges. In 1981 bond interest
coverage was 4.0 times interest charges. This
compares with an estimated 3.5 times coverage rate
for comparable utiities

The company expects to maintain interest

werage well within objective levels in the future

1981 Financing

nstruction expenditures for 1981 were $276
milion An additional cash requirement of $9 million
resulted from the purchase of tax benefit transters
hese requirements were met primarily by internally
jenerated tunds and the sale Ir December of $75
million of first mortgage bonds, sold at a record higt

sf 16 05 percent

£ | | o
Pr eedds from sales oOf poiutior ontrol revenue
t19
4 1< ¥ Y mur Daities I)'}“(f ‘:‘ Z Mihor

Where Construction Dollars Will Come From

(Doilars in milhons)

s e
New Financang $480

$350
$”o I
1983 1984

—

ernal Funds

$276 $270
1981 1982

Where Construction Dollars Will Go

(Dollars in millions)

600

400

Transmissior

1982 Financing

Estimated 1982 cash requirements are as follows

A

nstruction expenditures $270

Refund of maturing bonds 22

Purchased tax benefits (net) 38
oy

Total £330

The net cash requirement will be met primarnly
through internally generated funds and the

sale of $75 to $100 million of first mortgage bonds
Proceeds from sales of tax-exempt bonds

by municipalities are expected to add $5 million

In addition, $7 million of new common stock

Is estimated to be issued through the Dividend
Reinvestment Plan

In the 1982 to 1986 period, anticipated
financing will be relatively light—about $370 million
with internal funds providing about 80 percent of
the $1.9 billion in forecast construction expenditures
This compares with expected industry-average
nternal funds generation of about 40 percent

Outlook for the Future

Several positive signs encourage optimism about the
future for NSP. Regulatory agencies appear to be
gaining a better understanding of the financial
pressures on the company, as demonstrated by the
granting of somewhat higher returns. Inflation is
diminishing after an extended period at a double
cigit pace. If inflation can be brought under control,
interest rates also should ease, critical factors in the
financial health of a capital-intensive industry

Estimated cash requirements over the next five
years are less than projections made just a few years
ago. The Economic Recovery Tax Act of 1981 should
help bring in additional capital for construction
;\,rz)g'a""g:

The price of electricity on the NSP system
compares very favorably with the rates of other
utilities across the country and within the state of
Minnesote The compar y's goal 1s to keep the price
of its product competitive -*::SP intends to make
every effort to minimize the need for rate increases
Maintaining the

a key to enhancing the company’s future financal

ompetitive position of NSP’s rates 1s

;,,.r?_~,-rv' INCE
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Directors and Officers (s of December 31, 1981)

Directors of the Minnesota Company
David A. Christensen 467

President and Chiet Executive Officer,

Raven industnes, Incorporated

(Manufacturers of reinforced piastics, sportswear and
electronic equipment)

Sioux Falls, South Dakota

W. John Driscoll =2~

President, Green Valley Holding Company

(Private investment firm)

St Paul, Minnesota

N. Bud Grossman 07

Chairman of the Board and Chief Executive Officer,

Gelco Corporation

(Transportation leasing, management and corporate services firm)
Eden Praine, Minnesota

Dale L. Haakenstad 3

Chairman and Cheef Executive Officer, Western States

Ufe Insurance Company

{Life msurance company)

Fargo, North Dakota

Robert E. Haugan 64

President, The Webb Company (Pinting and publishing)
St Paul, Minnesota

Clayton K. Larson 1)

President and Chief Operating Officer

Northern States Power Company, Minneapohs, Minnesota
Richard H. Magnuson (56,

Senior Vice President and General Counsel

Land O'Lakes, Incorporated

{Food processing, marketing and agricultural services cooperative)
Arden Hills, Minnesota

Principal Officers of the Minnesota Company
Roy H. Berglund (56) Vice President-Commercal Operations
Arland D. Brusven (49) Secretary and Financial Counsel
Roland W. Comstock 51/ Vice President Public Aftars
James 0. Cox (54), Vice President and Treasurer

Arthur V. Dienhart (1), Vice Presidert Plant Engineernng
and Construction

Ralph O. Duncanson (56

Senor Vice President-Division Operations

Dennis E. Gilberts (50), Senior Vice President-Power Supply
Edward C. Glass \

Vice President-Planning and Development

Clayton K. Larson (63

President and Chief Operating Officer

Directors of the Wisconsin Company

John L. Carroll (65), Retired President and Chief Executive
Officer, Northern States Power Company (Wisconsin)

tau Clawre, Wisconsin

Chauncey J. Cooke (621, Farmer, Eau Clare, Wisconsin

F. Jerry Kripps (59), Executive Vice President-Operations
Northern States Power Company (Wisconsin), Eau Claire, Wisconsin
Clayton K. Larson (£3), President and Chief Operating Officer
Northern States Power Company (Minnesota)

Minneapohs, Minnesota

Ray A. Larson, Jr. (52) * President, Wissota Sand and Grave!
Company, Eau Clare, Wisconsin

Principal Officers of the Wisconsin Company
Arthur V. Dienhart 611 v ce Precdent Plant Engineernng
and Construchon

Roland J. Jensen (52 Vice President Commeraial and
Dwsion Operations

Donald P. Jolstad (52) Secretary and Assistant Treasurer

Donald W. McCarthy (.

Board Chairman and Chief Executive Officer

Northern States Power Company, Minneapols, Minnesota
M. D. McVay 67

President, Cargill, Incorporated

{International merchant, food, milling and shipping enterpnse)
Minneapols, Minnesota

William G. Phillips ¢/

Board Chairman and Chief Executive Officer

international Multifoods Corporation

(Food processing and marketing company)

Minneapols, Minnesota

G. M. Pieschel 54,

President and Chairman, Farmers and Merchants State Bank
{Commercial bank)

Springfield, Minnesota

Margaret R. Preska (43)

President, Mankato State Unrversity

(institution of higher education)

Mankato, Minnesota

D. B. (Rhiny) Reinhart 1

President, Gateway Foods, incorporated

(Wholesale food distnibutor)

La Crosse, Wisconsin

Dorothy J. Skwiera 45

Vice Chairman, Minnesota Corrections Board, (State parole board)
St. Paul, Minnesota

Chairman Emeritus

Rooert H. Engels (71

Retired Chairman of the Board of NSP

Minneapols, Minnesota

Donald W. McCarthy (-9

Chairman of the Board and Chief Executive Officer

Gerald S. Pettersen (501 Controlle

Robert E. Pile (59), Vice President-Gas Planning and Supply
Arthur R. Renquist 61) Vice President Law

Bruce A. Richard (52), Senior Vice President-Corporate Affairs
Harriet B. Rogge (55), Vice President-Administration
Harry W. Spell (58, Senior Vice President-Finance

Leo J. Wachter (62), Vice President-Power System Operation
and Maintenance

Rosanne Giombolini, Asustant Secretary

Shirley L. Grich, Assstant Secretary

E. ). Hall Assistant Treasurer

D. B. (Rhiny) Reinhart (61 President. Gateway Foods,
Incorporated, La Crosse, Wisconsin

Richard L Roehrich (57) Vice President Administrative
Services, Northern States Power Company (Wisconsin)

Eau Claire, Wisconsin

Harry W. Spell (58), Senior Vice President-Finance, Northern
States Power Company (Minnesota), Minneapols, Minnesota
Edwin M. Theisen (51), President and Chief Executive Officer
Northern States Power Company (Wisconsin), Eau Clare, Wisconsin

John L. Koplin (48, Treasurer

F. Jerry Kripps (59), Executive Vice President-Operations
Richard L. Roehrich (57), vice President-Administrative Services
Edwin M. Theisen (51) President and Chief Executive Officer
Glenn B. Thorsen (47, Vice Presdent Finance

Irene Shiffer, Acoctan Socretary



Management's Discussion and Analysis

of Financial Condition and Results of Operation

Results of Operation
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Firm Gas Sales Growth Rates
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Liquidity

Tyrone Amortization

Impact of Inflation

Capital Resources

Report of Management to Shareholders
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$ 998 034
271995
10 860
280 889
Operating Expenses
207 966
40 us4
206 681
86 342
131 330
91 819
102 887
97 549
118 242
1 082 900
Operating Income 197 989
Other Income
10 448
2 090
12 538
Total Income 210 527
Income Deductions and Non-Operating Taxes 6 833
Income Before Interest Charges 203 694
Interest Charges
62 924
17 955
(4 738)
76 141
Net Income 127 553
Preferred Stock Dividends 13 516
Earnings Available for Common Stock $ 114037

Average Shares of Common Stock OQutstanding 29 334

Earnings per Share on Average Shares $3.89

Common Dividends Declared per Share $2.525




1981

$368 052

127 553
23)

127 530

13516
74 062

87 578
$408 004




$3 138 595
247 330
85 679
3471604
(955 358)
203 702
(203 390)

2 516 558

Other Pr perty and Investments

2 886

130 756
(1 019)

80 504
36 197
15 629

264 953

Deferred Debits

43 769
19 357
63 126

$2 860 076




154 170
339 426
408 004
(36 774)

864 826

000
040
/15
769
350

345 289
120 802
7 698

473 789

$2 860 076







Summary of Accounting Policies

2. Revenues Subject to Refund




3. Common Stock

4. Cumulative Preferred Stock

5. Income Tax Expense

1981

$114 036

13 505
(6 986)
(25 423)
20 135
5185
(101)

$120 351
485
51.7

$ 65078
22074
B 502
2453
20 135

118 242

639
119

(2 224)
(448)
3 211

812

$120 351

$ (1663)
28 620
(17 786

4 984
1 581




6. Long-Term Debt

9. Commitments and Contingent Liabilities

7. Short-Term Borrowings and Compensating Balances

8. Tyrone Nuclear Plant Abandonment

10. Pension Plans




11. Segment Information 12. Summarized Quarterly Financial Data (Not Certified)

13. Financial Reporting of Changing Prices (Not Certified)




Statement of Income from Continuing Operations Adjusted for Changing Prices
for the Year Ended December 31, 1981




Financial Data of Changing Prices (Not Certified) (Continued)

Five-Year Comparison of Selected Supplementary Financial
Data Adjusted for Effects of Changing Prices

$1 280 889
1 280 889

$ 127553
13 593
(8 657)

3.89
00
(.76)

$1 085 581
1 046 246
1046 246

$ (135 297)

138 177

2.525
2.525

24125
24125
2713

Accountants’ Opinion
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198

$12809
$10829
$ 1275
$ 140

29 334
$ 389
$ 2525
$2 8601
$ 9568

$ 150
40




Operating Statistic

ELECTRIC

Hevenues

Customer Accounts

Residential With Space Heating

Residential Without Space Heating

Kilowatt-hour Output

Capability at Time of Maximum
Demand

Maximum Demand

Date of Maximum Demand

$

32 098
312 258
162 848
363 332
25 569

896 105
90 055
11874

998 034




GAS

Revenues !

Customer Accounts

Residential With Space Heating

120 834
3 465
144 907
2789

271 995

224 832
27 574
2391

276 377




94 453
$29.48

27
20
24"

Quarterly Stock Data NSP’s Dividend Reinvestment and Stock
. an s Sl o stiasd Iniesd g Purchase Plan

1987
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