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FINANCIAL SUMMARY
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COMPANY DESCRIPTION

Northern States Power Company (NSP), headquar-
tered in Minneapolis, Minnesota, is @ major U.S. utility
with growing domestic and overseas non-regulated
energy ventures. NSP and its wholly owned sub-
sidiary, Northern States Power Company-Wisconsin,
operate generation, transmission and distribution
facilities providing electricity to about 1.4 million
customers in Minnesota, Wisconsin, North Dakota,
South Dakota and Michigan. The two companies
also distribute natural gas to more thar 400,000 cus-
tomers in Minnesota, Wisconsin, North Dakota and
Michigan, and provide a variety of energy-related
services throughout their service areas

NRG Energy, Inc., a wholly owned subsidiary, oper-
ates and has interests in independent, non-regulated
power and energy businesses in the United States
and other countries, with major projects in Germany

and Australia 1 90 0 t 1
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Viking Gas Transmission Company, a wholly owned
subsidiary, owns and operates a 500-mile interstate
natural gas pipeline providing gas transportation ser-
vices to customers in the Upper Midwest from con-
nections with four major pipelines in the United
States and Canada.

Cenergy, Inc., another wholly swred subsidiary,
became Cenerprise, Inc. on January 1, 1996. The
company markets natural gas, electricity and energy-
related services throughout the United States.
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LETTER TO SHAREHOLDERS

Nmrlr(n ninety-five was another good
year for your company. Our financial
performance was strong, our subsidiaries
continued to seek opportumnes to grow and

we took significant action to help ensure

success in the years ahead.

The single most important event in 1995
wits our agreement to merge with Wiscon
sin Energy Corporation to form Primergy
Corporanion, We announced the plan on
May 1, and sharchoiders of both companies
gave their overwhelming approval in Sep
tember, Now we are pursuing approvals
from the Federal Energy Regulatory Com
IIII\\lHlL[hl Securities and I‘\\}Lll\g& Com
mission, the Department of Justice, the
Federal Trade Commission, the Nuclear
Regulatory Commission and public service
commissions in Minnesota, Wisconsin,
North Dakota and Michigan. We remain
optimistic that the merger will be com

pleted by January 1, 1997,

Wisconsin Energy is an clectric and natural
gas utility headquartered in Milwaukee that
serves much of eastern Wisconsin and por-
tions of the Upper Peninsula of Michigan.
Like NSP, Wisconsin Energy has low
prices, is financially sound, has commend

able operating records and s commutted to
environmental protection, safety and com

munity involvement. NSP and Wisconsin

Energy fit well together

We are enthusiastic about the merger

James J. Howard
Chairman of the Board, President and Chief Executive Officer

because our industry 1s at the crossroads of
change. Through industry restructuring at
the state and federal levels, competition will
continue to increase and more open electric
markets will enable commercial, industrial
and even residential cvstomers to choose
their energy suppliers. We want them to
choose Primergy. We believe the merger
will help us succeed in the new marketplace
and |u'lp vour company continue to grow
and prosper. By ensuring continued com-
petitive prices, high-quality services and
commitment to customer satistaction,
Primergy will help communities attract
new business, add jobs and strengthen the

economy in our combined service area.

NSP and Wisconsin Energy look forward to



competition, and we intend to be ready for it
in all respects. We have the vision, the tech-
nologies and the expertise. We have employ
ees who can execute our plans in the
empowered work environment we are cre-

ating for them.

NSP and Wisconsin Energy are analyzing
carctully the best business and operating
practices of both companies and other indus-
try leaders to help shape Primergy for a
dynamic future. The strong leadership and
entreprencurial spirit of our employees will
guide our new company. Primergy, to be
neadquartered in Minneapolis, will be posi-
tioned to build long-term value for our
sharcholders, while enhancing customer

service and system rehability,

We will keep you informed as the merger

contnues to progress,

[ also am pleased to report that for the third
CONSECUive year, Your company’s earnings
per share increased. Earnings per share in
1995 were $3.91, compared with $3.46 in

1994, a 13 percent increase, Earnings from

Primergy Service Territory

- Arga NSP will serve . Arsa Wisconsin Energy

Corporation will serve

The new Primergy Corporation's electric and natural
gas service area includes portions of Minnesota,
Wisconsin, Michigan's Upper Peninsula, North Dakota
and South Dakota

ongoing operations, excluding non-recurring
transactions, were $3.69 per share, compared
with $3.45 in 1994, a 7 percent increase. Net
income for the year ended December 31,
1995, was $275.8 million, compared with
$243.5 million in 1994,

Higher electric and natural gas sales and
reduced operating and maintenance costs
contributed to strong earnings in 1995,
Total retail electric sales increased 4.2 per-
cent, in part due to a 1.3 percent increase in
customer accounts. Warmer-than-normal
summer weather also contributed to higher
demand for electricity, Total gas sales
increased 9.8 percent, and customer accounts
increased 4.1 percent. Higher costs for depre-
clation, taxes and interest expenses partially

oftset the increases.

We are \\'C”-p( sitioned to reach our nlv;u'»
tive of long-term earnings growth of 5
percent per year, on average, from ongo-

INg operations,

In 1995, our non-regulated businesses,
including: NRG Energy, Inc.: Cenergy, Inc.,
which became Cenerprise, Inc. on January 1,
1996; and Eloigne Company continued to
seek opportunities to grow. NSP's non-regu-
lated businesses contributed 50 cents per
share in 1995, compared with 49 cents per

share in 1994,

For the 21st consecutive year, your dividend
increased to an annual rate of $2.70 per
share, compared with $2.64 in 1994, NSP’s
common stock closed the year at $49.125, up

from the 1994 close of $44.

/N



In addition to strong financial performance,
business expansion and preparation for the
tuture through our proposed merger, your

company also made progress in other arcas.

In 1995, NSP began storing used nuclear
fuel in reinforced steel containers at an out-
door facility adjacent to our Prairie Island
nuclear power plant in Red
Wing, Minnesota. By the
end of the vear, three 122-
ton loaded casks were moved

to the storage area.

In 1994, the Minnesota Leg-
islature authorized NSP
to phase in the use of 17
containers for temporary fuel

storage if our company meets

Our plan to temporarily store used fuel on
or adjacent to Mescalero Apache land in
New Mexico also moved forward in 1995,
NSP and the Mescalero Apache tribe are
leading a group of more than 20 utilities

participating in the project.

In early 1996, the Mescalero project con-
sortium plans to select a site
for the facility and deter-
mine the storage technol-
ogy to be used. By the end
of the year, the group plans
to submit a project license
application to the Nuclear
Regulatory Commussion. Our
objective is to have the temp-
orary storage facility operat-

ing by 2002,

several requirements. They
include finding an alterna-
tive storage site in Goodhue
County, away from Prairie

Island, and the development

In 1995, NSP began to store used
nuclear fuel in reinforced steel con-
tainers adjacent to the company’s
Prairie Island plant. NSP continues
to work at the state and federai gov-
ernment levels to resolve the issue
on & permanent basis. Storage at

The federal government is
responsible for establishing a
permanent nuclear waste

repository. As chairman of

or purchase of 425 mega-
watts of wind-generated and
125 megawarts of biomass-generated
electricity by 2002, We continue to make

progress in all three areas.

Members of the Prairie Island Indian
Community requested that we provide
funding and land in exchange for their
support of new legislation ending the
requirement for an alternative storage site,
One legislative committee approved the
new proposal. However, it has not
advanced in a second committee. We will
continue to work with members of the

Indian community and the Legislature to

resolve 1ssues of mutual interest.

the plant site is temporary

the Nuclear Energy Insti-

tute, I have encouraged
nuclear utility companies and other groups
to work with government officials at the
state and federal levels to resolve the
nuclear storage issue. A successful resolu-
tion 1s vital to our company, our industry
and our country. Nuclear energy provides
about 30 percent of the electricity our cus-
tomers use. They require a variety of reli-
able energy sources, including nuclear
power, to enhance economic and environ-
mental progress. As shareholders and citi-
zens, you can be proud that your company
has taken a leadership position on these

important 1ssues.




Economic development 15 a prionity for
NSP's service area. In 1995, your company
participated in 29 economic development
projects in Minnesota that helped create or
retain 3,900 jobs and are expected to gener

ate an estimate: | $6.2 million in annual res

enues for NSP. The projects include a new
manufacturing facility Seagate Technology,

Inc. i1s building in Bloomington, Minnesota.

In Eau Claire, Wisconsin,
Hutchinson Technology Inc.
built a manufacturing plant
in Gateway West Industrial
Park, a partnership between
NSP and the city of Eau
Claire. A second plant 1s
scheduled to be built in 1996

and operating in 1997, Total

I believe being a good corporate citizen
makes good business sense. Not only does the
effort help people in need, it also will help us
retain and attract customers in the much

more (:lln‘)(,‘“ll\(' environment we face.

Our overall progress in 1995 was graufy

ing. As we move ahead with the merger,
we will continue to focus on improving
financial results, promoting
profitable growth in our
core electric and natural
gas businesses and sub-
sidiaries, and operating our
power plants and other
facilities safely, efficiently
and with respect for the
environment. We will con

fiNnue to serve our customers

employment for the two

plants is estimated at 2,300,

Hutchinson Technology Inc. makes
suspension assemblies for computer
disk drives and currently supplies
about 70 percent of ine market

well, and we will help our

employees adapt to changes

In South Dakota, NSP's

commitment to economig

development in 1995 contributed more than
$2.2 million in revenue for NSP and an esti
mated 2,900 jobs in Sioux Falls alone. In
North Dakota, NSP helped attract First
Bank, Cargill and Marvin Windows facili
ties, and assisted the state campaign sup-
porting retention of two U.S. Air Force

bases in Minot and Grand Forks.

We also are proud of our efforts to assist
people in our communities. Our corporate
contributions program, which primarily
focuses on supporting disadvantaged peo
ple, provided $4.5 million in direct grants
throughout our service area. Other efforts,
including nearly 15,000 hours of volunteer
service and a successful United Way cam-

paign, also are significant.

i our industry. Our success
today is a key to providing

encrgy for a bright tomorrow,

On behalt of our Board of Directors, officer
team and all of our employees, I thank you
sincerely for your confidence and support.
We will continue to strive to earn it each and

every day in the years ahead.

Sincerely,

James |J. Howard
Chairman of the Board,
President and

Chief Executive Officer

February 19, 1996






ENERGY FORA BRIGHT TOMORROW

Tu ensure a bright tomorrow for our
sharcholders, customers and employ
ces, NSP s meeting the challenges of a
rapidly changing marketplace with aggres-
sive strategies for the future. Our proposal
to merge with Wisconsin Energy Con
poration to form Primergy
Corporation was the most
significant of several far
reaching decisions that will
enhance our ability to grow
and thrive in a competitive
environment, In addition,
we are actively pursuing
opportunities for pruﬁ(.chl(

growth through our non

years of planning and development, we will
install a new customer service system (CSS)
that employs the latest information technol

ogy. CSS enables us to deal proactively and
much more effectively with customer needs,
particularly the billing requirements of large
customers. With the system’s
case of use, we expect sigmf-
icant productivity gains as
we provide customers with
faster and more meaningful

information.

Impqn\nl CUStOMer service
and productivity also were

important factors in upgrad

regulated subsidiaries, and
are investing in new tech
nologies to improve produc-

uvity and customer service.

NSP’s Chisage substation s one of
several in the United States and
Canada newly equipped with tech-
nologically advanced electrical
devices as part of a project upgrad-
ing NSP’'s 500-kilovolt transmission

ing and redesigning NSP's
control center, which began
operating in April 1995, The

center, featuring advanced

line to Canada

Equally important is our
rehance on the fundamental
good practices that continue to contribute to
OUr SUCCESS: ¢nvire nmm'm;al pre inecthon, ﬂ.if('!_\,
cost control, workforce effectiveness, and

community involvement.

NSP recogmizes that customers are driving
the competitive changes occurring in the
electric industry. We support competition in
both the wholesale and retail electric markets
because it allows customers to choose their
energy suppher, lowers prices and increases

operating efficiency.

Owr customers are key to our decision-mak-

ing. In March 1996, after more than two

information technology, con-
solidates the management of
generation, transmission and

distribution operations in one location

Advances in transmission line technology
contributed to the success of a thrze-year pro-
ject to upgrade NSP's 500-kilovolt transmis
sion hine to Canada. The project increased
the capacity of the line by about 45 percent,
climinating the need to construct hundreds
of miles of new transmission lines while
enabling NSP to fulfill its electricity ex-
change agreements with the Manitoba

Hydro-Electric Board.

Technology allows us to achieve marked

ll\li\!(b\(‘lnt‘nt\ I customer service, hll(






there is no substitute for developing a per-
sonal relationship with customers. When
Seagate Technology, Inc., the world's largest
volume manufacturer of magnetic record-
ing heads, was evaluating locations for a
third water fabrication facility, NSP formed
a consultative account team representing
several areas of the company to help attract

Seagate’s new facility,

Seagate decided to locate the
plant in Bloomington, Min-
nesota, part of NSP's service
territory and adjacent to
an existing Seagate facihty.
Because electric rehiability 1s
essential to Seagate’s opera-

tions, NSP accelerated 1ts

Workforce-effectiveness improvements ben-
efit customers and contribute to NSP's
bottom line. In 1995, NSP initiated a sig-
nificant work process redesign for NSP
Electric’s distribution area that resulted in
productivity improvements of 12 percent
compared with 1994, Ar NSP's warehousing
operations 1in Maple Grove, Minnesota,
workforce-effectiveness im-
provements have reduced
w.‘lrchuuslng COsts h) 52
percent since 1993, whil-
increasing the amount of
material handled per hour

by 47 percent.

Those improvements demon-
strate employees’ commit-

ment to cost control and

scheduled upgrade of the

Nine Mile Creek substation.,

NSP also works closely with
builders and developers,
another group of important
customers. In 1995, NSP

Honeywell, Irc., one of NSP's largest
electric customers, has received more
than $1 million in rebates for energy-
efficiency improvements and the
installation of a cool storage system
NSP key account executive Albert Joe
(right) worked with Honeywell's Ben
Cyr (left) on lighting improvements

customer service, but few
events showcased NSP em-
ployee dedication and deter-
mination as dramatically as

the 1995 heat storms. Two

marked the first anniversary

of its customer service guarantec program,
which guarantees builders and developers
an installation date for electric and natural
gas service, and ensures that NSP crews will
restore sites to their onginal condition fol-

lowing an installation.

The program exceeded onginal expectations
and is receiving positive customer feedback.
In addivion, the guarantees have reduced
NSP’s own design and construction costs by

improving workload management.

record-setting heat waves
sent vl(‘cln(‘ demand soaring
to new highs of 7,439 megawatts on June 20

and 7,519 megawatts on July 13.

High demand for sustained periods puts
NSP’s generation and distribution systems
to the test and places enormous burdens on
our workforce. Once again, howcver, NSP
employees were equal to the challenge. Our
line crews, power plant workers, control
center operatars, enginecrs and customer
representatives worked around the clock to
ensure an adequate electric supply and

restore power when outages occurred.






The heat also tested the effectiveness of NSP's
energy management programs, including the
Saver's Switch®, Peak -Control and Energy

Control programs. Saver’s Switch” reduces
peak load by cycling participants’ central air
conditioners on and off for 15-minute inter

vals. Peak-Control and Energy-Control pro
grams require parrvicipants to reduce their
electric use rwvhen NSP s
nearing its high=st, or peak,
level of electric demand in
exchange for substantially
reduced energy bills. Using
the programs, NSP climi

nated 550 megawatts from its
peak load during those criti-

(.!l |u it (l.l)\

NSP's electric generating
plants performed admirably
during the heat as well, The
company operated many of
its peakiag units, those
plants used during times of high energy
demand. The Angus Anson peaking plant,
which went into service in September 1994
and uses two natural-gas-fired turbines,

proved especially reliable and cost-effective.

Sate, efhicient, rehiable operations also charac-
terize the company's nuclear generating units,
which include the Prairie Island and Monti-
cello plants. In 1995, the Monticello plant
received a top rating from the Institute of
Nuclear Power Operations (INPO), indicat
ing the plant’s overall operations were excel
lent. Montcello also achieved an availabihity
record when i umlpl('\('(i 375 (l.‘ll\\ of contin

uous operation at year-end and was still going

Record-setting heat waves in 1995
tested NSP employees and systems
Both were equal to the challenge

strong. Prairie Island, which holds a No. 1
rating from INPO as well, was identified as a
top performer by the Nuclear Energy Inst
tute. Both plants received high marks from
the Nuclear Regulatory Commission in its

IMOSE recent assessiments.

NSP’s coal-fired and hydroclectric plants
fimished 1995 with outstand-
ing operating records, Our
Sherburne County coal-fired
plant once again achieved
an availability rating higher
than 90 percent, compared
with the industry average
of 82 percent. Our Allen S,
King plant remains among
the 50 lowest-cost coal-fired

plants in the country,

The company's 19 Wisconsin
h)«||'n(‘|('(ll'lt pl.ml\ gener-
ated 968,065 megawatt hours,
a 16 percent increase over 1994, At the
Chippewa Falls hydroelectric plant, crews
completed an $8.8 million renovation,
increasing the plant’s turbine efficiency
from 76 percent to 92 percent, gaining addi-
tional capacity and allowing it to operate
another 40 years. The Chippewa Falls reno-
vation 1s consistent with the (ulnll.ln\'x
strategy to keep its existing assets viable and

maximize the use of a site for the long term.

Another important NSP focus is to secure
avenues for profitable growth, which is
the goal of our non-regulated operations.
Once again, those businesses completed an

excellent year,

n






Our wholly owned subsidiary NRG
Energy, Inc. (NRG) and a partner own a
400-megawatt share of the 960-megawat
Schkopau coal-fired generating plant, located
near Leipzig, Germany. The first Schkopau
unit began its startup process in November
1995 and was declared commercially opera
tional in January 1996. Schkopau burns
brown coal, which comes
from the nearby MIBRAG
industrial coraplex, also
owned by NRG and part
ners. The second Schkopau
unit 1s expected to begin
commercial operation in

June 1996,

In Queensland, Australa,
NRG operates the 1,680-

district heating systems i Pittsburgh and

San Francisco.

The NEO Corporation (NEO), an NRG
subsidiary, is successfully operating 11 small
hydroclectric facilities across the United
States and two generating plants that use
renewable landfill gas as fuel. NEO has
exclusive rights to develop at
least 12 additional landfill

gas projects,

Cenergy, Inc., which became
Cenerprise, Inc. on January 1,
1996, is another non-regu-
lated NSP subsidiary show-
ing great potential. Cenerprise

markets energy management

megawatt, coal-fired Glad
stone Power Station. NRG
made significant improve-
ments to environmental pro

tection systems at the plant,

With the growing popularity of girls’
hockey, NSP Gas has discovered a
promisina market for desiccant
dehunidification systems for new
and existing ice arenas. Fueled by
natura! gas, the system dehumidifies
ice arenas more efficiently than
conventional methods

services, natural gas and elec
tricity nationwide. In deliv-
ering energy management
services, the company devel-
ops a five- to 10-year energy

partnership with customers

which ran smoothly 1n its
second year of NRG opera
tion. In December 1995, NRG signed an
agreement to operate and parnally own the
Collinsville Power Station, a 180-megawatt,

coal-fired plant also located in Queensland.

NRG's domestic operations include the Min-
neapolis Energy Center, which won several
contracts in 1995, including cooling the new
Federal Reserve Bank under construction in
Minneapohs, and heaung Fairview Riverside
Hospital and Augsburg College. NRG also

acquired a S0 percent interest in Thermal

Ventures Incorporated, which operates the

that typically includes analyz-
ing energy use, developing
and implementing efficiency improve-
ments, helping to arrange financing for
capital improvements and guaranteeing

projected savings.

NSP Gas added more new customers in 1995
than ever before, signing up 16,708 by year
cnd. Many of them were in the Brainerd
Lakes area, where in 1994 NSP Gas initiated
its largest gas expansion ever. The utility also
is aggressively pursuing a strategy to sign up

customers on existing NSP gas lines.

13






Like NSP's electric business, NSP Gas is rely

ing on new technology to unprove products

ity and customer service, NSP technicians
who locate underground electric and natural
gas lines at customers’ request are using a
new computerized field operation system
that incorporates radio communications tech

nology to transmit data to and from the field.
The system has increased
productivity 5 percent and
reduced dispatch and admin

istrative duties by 50 percent.

At NSP's wholly owned sub-
sidhary, Viking Gas Trans
mission Co. (Viking), plans
are under way to expand
Viking's existing service to

the Minnesota communities NSP employee Barb Thomas (left)

became a good friend nf Beverly
(center) and Tammie Thornton after
participating in the Homeless To
Home project, which links homeless
families to housing in the Minneapo-
lis-St. Paul area. During 1995, NSP
employees moved 12 families into a
place they could call home

of Perham and Randall and
industrial customer Ameri-
can Crystal Sugar, and begin
serving ProGold, LLC, a
new industrial customer in
North Dakota. The com

pany will install 13.5 miles of

new pipeline as part of the

To wmprove customer service and increase
productivity, we will invest in new technol
ogy when it makes sense. We aiso will rely on
workforce-effectiveness measures o accom-

ph*,h lhl et J( ».l}\.

Our regulated and non-regulated operations

will remain poised to take advantage of

opportunities for profitable
grn\.\th, We r('\uglli/(' that
OUT SUCCESS dqx'nds on antic-
ipating potential markets
and moving quickly to cap-

ture them.

Finally, we will not abandon
the fundamentals that made
NSP a strong compan?’ in the
past and will contribute to its
competitiveness in the future
as we merge with Wisconsin
Energy to become Primergy.
Those fundamentals include
the recognition that our
employees are instrumental
to our success, and must be

skilled and empowered; the

expansion, which is scheduled for 1996,

As NSP moves rapidly into a marketplace
filled with greater uncertainties, our energy
will remain focused on customers and work-
ing with them to dentify and meet or exceed
their needs. We will look in particular for
opportunities that contribute to customers’

competitiveness and our own profitabihty,

belief that contributing to our communi-
ties remains important in a competitive
market; and our ongoing commitment to

environmental protecion.,
With those strategies in place and our will-

ingness to pursue them aggressively, we have

t. ¢ energy for a bright tomorrow.
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Northern States Power Company, a Minnesota corporation (the
Company), has two significant subsidiaries, Northern States Power
Company, a Wisconsin corporation (the Wisconsin Company), and
NRG Energy, Inc, & Delaware corporation (INRG). The Company also
has several other subsidianies, including Viking Gas Transmission
Company (Viking) and Cenergy, Inc. (Cenergy), which changed its
name to Cenarprise, Inc , effective Jan 1, 1996 The Company and its
subsidianies collectively are referred to herein as NSP

FiNANCIAL RESULTS AND OBJECTIVES

1995 FINANCIAL RESULTS

NSP's 1995 earnings per share were $3.81, an increase of 45 cents, or
13.0 percent, over the $3 46 earned in 1994 The effects of sales
growth in the core electric and gas utility businesses, favorable
weather, and reduced operating and maintenance costs more than
offset higher costs for depreciation, tax and interest expenses. This
provided a regulated utility earnings increase of 44 cents, or 14 8 per-
cent, from 1994, In 1995, non-regulated businesses contributed earn-
ings of 50 cents, up 1 cent, or 20 percent, from 1994 earnings
Investor returns also were enhanced in 1995 by an increase in the
common dividend rate, as discussed below.

NSP remained financially strong in 1995, as evidenced by continued
high operating cash flows and interest coverage. NSP maintained
its first mortgage bond ratings with all rating agencies during 1995
NSP bonds are rated double A by all rating agencies except
Moody's Investors Services (Moody's). Moody's downgraded NSP's
first mortgage bond ratings in May 1994 to Al based on its interpre-
tation of provisions of a Minnesota law enacted in 1994 regarding
the used fuel storage project for the Prairie Island nuclear generat-
ing plant. (See discussion of this legistation in Notes 14 and 15 to the
Financial Statements.) In 1995, Moody's placed the Company's rat-
ings on credit review for possible upgrade based on anticipated
cost savings from the proposed merger with Wisconsin Energy Cor-
poration, which is discussed later

TOTAL RETURN

Total return to investors is measured by dividends plus stock price
appreciation. NSP's common dividend rate increased by more than 2
percent and its stock price increased by 11.6 percent in 1995, For the
maost recent 15-, 10- and five-year periods, the total return on NSP
common stock averaged 18.1 percent, 12.7 percent and 13.8 percent
per year, respectively. For the same periods, the total return for the
Standard & Poor's (S&P) composite stock index for 500 industrial
companies averaged 14.8 percent, 14.8 percent and 16.5 percent per
year, respectively

FINANCIAL OBJECTIVES
NSP's financial objectives are:

To provide investor returns in the top one-fourth of the utility industry
as measured by a three-year average return on equity. NSP's average
return on common equitv for the three years ending in 1995 was 12.5
percent. Based on a three-year average, this return was below the
top one-fourth of the industry, which was approximately 13.0 percent,
but above the median three-year industry average of approximately
11.6 percent

To increase dividends on a regulsr basis and maintain a long-term
average payout ratio in the range of 65 to 75 percent. The objective
payout retio 1s based on long-term earnings expectations. In June
1995, NSP's annuelized common dividend rate was increased by 6
cents per share, or 2.3 percent, from $2.64 to $2.70. The dividend pay-
out ratio was 69 percent in 1995, within the objective range

To maintain continued financial strength with a double A bond rating.
The Company’s first mortgage bonds continued to be rated AA- by S&P,
AA- by Duff & Phelps, Inc. and AA by Fitch Investors Service, Inc. Since
May 1994, Moody's has rated NSP’s first mortgage bonds A1 based on
its interpretations of a Minnesota law enacted in 1994 regarding the
used fuel storage project for the Prairie Island nuclear generating plant.
First mortgage bonds issued by the Wisconsin Company carry compa-
rable ratings. NSP's pretax interest coverage ratio, based on income
without Allowance for Funds Used During Construction (AFC), was 38 in
1995. A capital structure consisting of 48.4 percent common equity at
year-end 1995, including both regulated and non-regulated operations,
contributes to NSP's financial flexibility and strength.

To provide at least 20 percent of NSP earnings from NRG businesses
by the year 200% (.RG expects to meet this goal through growing
profitability of existing businesses and the addition of new busi-
nesses Businesses owned or managed by NRG provided 12 4 per-
cent of NSP’s earnings in 1995 and 13.5 percent in 1994

To maintain long-term average annual earnings growth of 5 percent
from ongoing operations, as described below Excluding the non-
recurring items discussed later under Factors Affecting Results of
Operations, NSP achieved earnings per share growth of 7.0 percent
in 1995 over 1994 and an average annual growth of 10.5 percent
since 1993.

1994 1993
Total earnings per share $346 $3.02
Less earnings from
non-recurring items 2 00!
Earnings from ongoing operation SS9 $345 302

Total earnings per share increased 13.0 percent in 1995 over 1994

BUSINESS STRATEGIES

NSP's management is proactive in shaping the new business environ-
ment in which it will be operating. In April 1995, the Company and
Wisconsin Energy Corporation (WEC) entered into a definitive agree-
ment that provides for a strategic business combination in a "merger-
of-equals” transaction to operate as Primergy Corporation (Primergy),
as discussed further under Factors Affecting Results of Operations
Both companies’ management teams view this transaction as creat-
ing a combined enterprise well-positioned for an increasingly com-
petitive energy industry environment. The goal of the merger is to
achieve continued competitive energy rates over the long term for the
companies’ respective customers and to enhance value for the
shareholders of both companies. In addition to this merger strategy,
management’s business strategies include:

Focusing on the core energy business. The electric utility industry is
becoming more complex as customers, as well as utilities and federal
and state regulators, promote competition. To remain successful in




this more complex environment, NSP will maintain its focus on s
core energy-related actvities.

Providing reliabie, low-cost, environmentally responsible energy.
Whether energy is produced or purchased through NSP's regulated
utility or its non-regulated businesses, three general concepts pro-
vide a tocus for its energy businesses reliable energy, low-cost
energy and environmentally responsible energy

Responding to customer needs. Customers will have an increasing
number of options for meeting their energy needs, and there will be
competition among energy companies for the privilege of serving
those customers. NSP will wark with its customers to develop inno-
vative products and services that benefit both custoiners and NSP

Increasing non-reguiated investments and earnings. Non-regulated
businesses will be an important part of NSP's future. Deregulation in
the utility industry is expected to provide new investment opportuni-
ties in non-regulated businesses. Participation in these opportunities
is expected to improve NSP's total profitability

REsuLTs oF OPERATIONS AND LiQuiDITY
AND CAPITAL RESOURCES

The following discussion and analysis by management focuses on
those factors that had a material effect on NSP's financial condition
and results of operations during 1995 and 1994. It should be read in
conjunction with the accompanying Financial Statements and Notes
thereto. Trends and contingencies of a material nature are discussed
to the extent known and considered relevant. Material changes in
balance sheet items are discussed below and in the accompanying
Notes to Financial Statements The discussion and analysis and the
related financial statements do not reflect the impact of the Com-
pany's proposed merger with WEC except for pro forma information
included in Note 18 to the Financial Statements,

RESULTS OF OPERATIONS

1995 Compared with 1994 and 1993

NSP's 1995 earnings per share were $3.91, up 45 cents from the $3.46
earned in 1994 and up 89 cents from the $3.02 earned in 1993 Regu-
lated utility businesses generated earnings per share of $3.41 in 1995,
$2.97 in 1994 and $2.93 in 1993 Non-regulated businesses generated
earnings per share of 50 cents in 1995, 49 cents in 1994 and 9 cents in
1993. The results of the regulated utility businesses and the non-reg-
ulated businesses are discussed in more detail later In addition to the
revenue and expense changes, earnings per share have been
affected by an increasing average number of common and equivalent
shares outstanding. Common and equivalent shares increased in 1995
and 1994 due mainly to stock issuances for the Company's dividend
reinvestment and stock ownership plans

Unility Operating Results

Electric Revenues Sales to retail customers, which account tor more
than 90 percent of NSP’s electric revenue, increased 4.2 percent in
1995 and 3.9 percent in 1994 Retail revenues were favorably affected
by sales growth, weather and increased cost recovery for conserva-
tion expenditures. During 1995, NSP added 18,297 retail electric cus-
tomers, a 1.3 percent increase. Total sales of electricity increased 2.9
percent in 1995 and decreased 0.2 percent in 1994 Warmer-than-nor-

mal summer weathei :n 1995 “ortributed to sales growth compared
with 1994, which had a cooler-ti an-normal summer

On a weather-adjusted basis, sales to retail customers increased an
estimated 2.4 percent in 1995 and 3.4 percent in 1994. Retail sales
growth for 1996 1s estimated to be 0.8 percent over 1995, or 1.9 per-
cent on 8 weather-adjusted basis

Sales to other utilities increased 1.0 percent in 1995 after decreas-
ing 21.6 percent in 1994, The 1994 decrease from 1993 largely was
due to unusually high demand in 1993 from utilities in i.~d-s.ricken
Midwestern states.

The table below summarizes the principal reasons for the electiic
revenue changes during the past two years:

{Millians of dollars)
“Tetall sales growth
(excluding weather impacts)
Estimated impact of weather on
retail sales volume
Sales to other utilities
Wholesale sales
Conservation cost recovery
Fuel adjustment clause recovery
Other rate changes
Energy management discounts and
— Total revenue increase |

NSP's electric rates are adjusted for changes in fuel and purchased
energy costs from amounts currently included in approved base rates
through fuel adjustment clauses in all jurisdictions, excep: as noted
below for Wisconsin. While the fag in implementing these billing
adjustments is approximately 60 days, an estimate of the adjustments
is recorded in unbilled revenue in the month in which costs are
incurred. In Wisconsin, the biennial retail rate review process con-
siders changes in electric fuel and purchased energy costs in lieu of
a fuel adjustment clause.

In 1995, a new rate adjustment clause was approved. It accelerated
recovery of deferred electric conservation and energy management
program costs in the Company’s Minnesota jurisdiction, This adjust-
ment clause helps reduce the need for filing a general rate increase
request for recovery of increases in conservation expenditures. The
Company is required to request a new cost recovery level annually. In
January 1996, a number of changes to the Company's regulatory
deferral and amortization practices for Minnesota conservation pro-
gram expenditures were approved. These changes allow the Com-
pany to expense rather than amortize new conservation expenditures
beginning in 1996 and to increase its recovery of electric margins lost
due to conservation activity. In addition, the Company received
approval for 1996 and 1997 conservation expenditures at levels lower
than 1995 On Apvil 1, 1996, the Company expects to file for annual
changes to the Minnesota conservation rate adjustment clause with
an effective period of July 1, 1996, through June 30, 1997 Revenues in
1996 are expected to increase by an estimated $17 million, compared
with 1995, due to the effects of the rate recovery changes for conser-
vation programs in 1995 and 1996. These revenue increases will be
largely offset by a corresponding increase in conservation expenses
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Electric Production Expenses Fuel expense for electric generation
increased $4.5 million, or 1.4 percent, in 1995 compared with an
ncrease of 856 million, or 1 B percent, in 1994 The 1995 increase was
primarily attributable to an increase in output from NSP's generating
plants, resulting from increased sales and fewer scheduied plant
maintenance outages. Although output from NSP's generating plants
declined shightly in 1994 because of more scheduled fossil plant man-
tenance outages, fuel expenses were higher in 1994 because of the
higher cost of nuciear fuel per megawatt-hour due to increased pay-
ments to the U.S. Department of Energy (DOE) for decommissioning
and decontamination of the DOE's uramum enrichment facilities and
nuclear fuel disposal costs. In addition, the costs of foesil fuel were
higher in 1994 because of fewer coal purchases at the lowest con-
tractual prices due to lower fossil plant output

Purchased power costs decreased $5.2 mithon, or 2.1 percent, in 1995
after increasing $41.1 million, or 19.7 percent, in 1994 The decrease in
1995 was primarily due to lower average market prices and less energy
purchased The level of purchases declined due to fewer scheduled
plant maintenance outages in 1995 The increase in 1994 primarily was
due to additional demand expenses of $21 million for the full-year impact
of capacity charges from the power purchase agreements with the
Manitoba Hydro-Electric Board (IMH), which went into effect in May
1993, as discussed in Note 15 to the Financial Statements. In addition to
demand expenses, purchased power costs increased from 1993 due to
higher average market prices and increased purchases because of
more plant maintenance outages in 1994

Gas Revenues The majority of NSP's retail gas sales are categorized
as firm (primarily space heating customers) and interruptible (com-
mercial/industrial customers with an alternate energy supply). Firm
sales in 1995 increased 6.8 percent compared with 1994 sales, while
firm sales in 1994 decreased 54 percent compared with 1993 sales
The 1995 increase primarily is due to increased sales of natural gas
resulting from 16,680 additional new firm gas customers, a 4 1 percent
increase, and shightly more favorable weather in 1995 The 1994
decrease was due largely to warm weather in the last quarter of 1994

On a weather-adjusted basis, firm sales are estimated to have
increased 4.6 percent in 1995 and decreased 0.7 percent in 1994, Firm
gas sales in 1996 are estimated to increase by 2.6 percent relative to
1995, a 3.6 percent increase on a weather-adjusted basis.

Interruptible sales of gas increased 15.7 percent in 1995 and 4.4 per-
cent in 1994 The 1995 increase is the result of favorable gas market
prices that caused large interruptible customers with alternate fuel
sources to use more natural gas. Other gas delivenes increased 48 1
percent in 1995 and 65.7 percent in 1994 primarily due to additional
gas sales to off-system customers. Viking wholesale transmission
deliveries increased 1.1 percent in 1995 These wholesale deliveries
increased 74.3 percent in 1994 due to a full year of Viking activity.

The table below summarzes the principal reasons for the gas revenue
changes during the past two years
(Millions of doifars) 1994 vs 1993
Sales growth

{excluding weather impacts) S0
Estumated impact of weather

on firm sales volume (8)
Sales to off-system customers 14
Purchased gas adjustment

clause recovery (24)
Rate changes and other 4

Viking Gas (acquired in June 1993}
Total revenue increase (decrea

NSP's retail ges rates are adjusted for changes in purchased gas costs
from amounts currently included in approved base rates through pur-
chased gas adjustment clauses in all junsdictions. Effective November
1995, a new rate adjustment clause was approved that accelerated
recovery of deferred gas conservation and energy management pro-
gram costs in the Company’s Minnesota jurisdiction, similar to the retail
electric rate clause discussed previously. The Company estimates it
will receive an additional $2 7 million in revenues from this new rate
mechanism in 1996 compared with 1995 This increased recovery will
result in @ corresponding increase in conservation expenses.

Cost of Gas Purchased and Transported The cost of gas purchased and
transported decreased $7.1 million, or 2.7 percent, in 1995 primarily
due to & 12.6 percent decline in the per unit cost of purchased gas,
partially offset by higher sendout volumes due to increased sales and
off-system deliveries. The lower cost of purchased gas reflects con-
tinuing tavorable market pricing, while the higher gas sendout reflects
sales growth in 1995 and higher gas sales to off-system customers.
The cost of gas associated with off-system sales was $14.3 million in
1995 and $12.7 million in 1994. The cost of gas purchased and trans-
ported decreased $18.6 million, or 6.6 percent, in 1994 The decrease
reflects lower gas prices and cost recovery adjustments, partially off-
set by higher sendout volumes primarily for gas saies to off-system
customers. The average cost per unit of NSP-owned gas sold in 1994
was 8.4 percent lower than it was in 1903, mainly due to lower market
prices for gas

Other Operation, Maintenance and Administrative and General
These expenses, in total, decreased by $9.! million, or 1.4 percent, in
1995 compared with an increase of $26.0 million, or 4.0 percent, in
1994 The 1995 decrease is largely due to fewer employees, fewer
scheduled plant maintenance outages, lower property insurance pre-
miums and @ one-time charge in 1994 for postemployment benefits.
Partially offsetting these decreases were higher employee benefit
costs, and higher electric line maintenance costs, mostly for tree trim-
ming and heat-related repairs. The 1994 increase resulted primarily
from higher postretirement health care costs, including emounts
deferred from 1993, and higher postemployment costs as discussed in
Note 2 to the Financial Statements. (See Note 12 to the Financial
Statements for a summary of administrative and general expenses.)

Conservation and Energy Management Expenses in 1995w ugher
than in 1994 primarily due to higher amortization levels  .eferred
conservation program costs, consistent with cost recovery under new




electric and gas rate adjustment clauses in the Company’s Minnesota
jurnisdiction effective May 1, 1995, and Nov. 1, 1895, respectively. The
deferred costs being amortized are higher due to increased customer
participation in NSP's conservation and energy management programs

Depreciation and Amortization The increases in 1995 and 1994 reflect
higher levels of depreciabia plant

Property and General Taxes Property and general taxes increased in
1985 and 1984 primarily due to property additions and higher property
tax rates

Utility Income Taxes The variations in income taxes primarily are
attributable to fluctuations in taxable income. (See Note 9 to the
Financial Statements for & detailed reconciliation of the statutory tax
rate to NSP's effective tax rate )

NON-OPERATING ITEMS RELATED 70 UTILITY BUSINESSES

Allowance for Funds Used During Construction (AFC) The differ-
ences in AFC for the reported periods are attributable to varying lev-
els of construction work in progress and changing AFC rates
associated with various levels of short-term borrowings to fund
construction. In addition, returns allowed on deferred costs for con-
servation and energy management programs increased AFC-equity
by $2.6 million and $2.0 miflion in 1995 and 1994, respectively, and
increased AFC-debt by the amounts of $1.5 million and $0.9 million in
1995 and 1994, respectively

Other Income (Expense) Note 12 to the Financial Statements lists the
companents of Other Income (Deductions)-Net reperted on the Con-
solidated Statements of Income. Other than the operating revenues
and expenses of non-regulated businesses, as discussed in the next
section, non-operating income (net of expense items and associated
income taxes) related to utility businesses increased $5.6 million in
1995 and decreased $2.4 million in 1994 The 1995 increase primarily is
due to higher expense levels in 1994 for environmental and regulatory
contingencies, and public and governmental affairs costs related to
the Prairie Island fuel storage issue. These were partly offset by
lower interest income associated with the Company's settiement of
federal income tax disputes in 1995. The 1994 decrease primarily is
due to higher expenses for environmental and regulatory contingen-
cies, and higher public and governmental affairs expenses associ-
ated with the Prairie lsland fuel storage issue, partially offset by
interest income associated with the Company's settiement of federal
income tax disputes.

Interest Charges (Before AFC) Interest costs recognized for NSP's
utility businesses, including amounts capitalized to refiect the financ-
ing costs of construction activities, were $123.4 million in 1995, $107.1
million in 1994 and $110.4 raillion in 1993 The 1995 increase is largely
due to long term debt issues in 1995 and 1994 (net of retirements) and
higher short-term interest rates, which affect commercial paper bor-
rowings and variable rate long-term debt. The 1994 decrease reflects
the impact of refinancing several higher-rate long-term debt issues in
1993 and 1994 These interest savings were partially offset by interest
on higher short-term debt balances and Viking debt (issued late in
1993) The average short-term debt balance was $208.7 million in
1995, $204 5 million in 1994 and $77.0 million in 1993

Preferred Dividends Dividends on the Company's preferred stock
decreased in 1994 primarily due to redemption of the $7.84 Series
Cumulative Preferred Stock in October 1993.

NON-REGULATED BUSINESS RESULTS

NSP’s non-regulated operations include many diversified businesses,
such as independent power production, gas marketing, industrial
heating and cooling, and energy-related refuse-derived fuel (RDF)
production. NSP also has investments in affordable housing projects
and several income-producing properties The following discusses
NSP's diversified business results in the aggregate.

Operating Revenues and Expenses The net results of non-regulated
businesses that are consolidated are reported in Other Income
{Deductions)-Net on the Consolidated Statements of Income. (Note 12
to the Financial Statements lists the individual components of this line
tem.) Non-regulated operating revenues increased $71.3 million, or 29
percent, in 1995, and $151.3 million, or 167 percent, in 1984. The 1995
increase was largely due to increased gas marketing sales by
Cenergy The 1994 increase was mainly due to the impact of Cenergy
gas marketing and NRG industrial heating and cooling businesses
acquired in 1993. Non-regulated operating expenses increased in 1995
primarily due to higher gas costs associated with Cenergy gas saies
and higher project development exoenses by NRG on pending pro-
jects. Non-regulated operating expenses increased in 1994 consistent
with revenue increases resulting from 1993 acquisitions. In addition,
such expenses increased in 1994 due to fewer project development
costs being capitalized on pending projects in 1894 compared with
1993, and project write-downs. Non-regulated operating expenses
include charges of 5.0 million in 1995 and $5.0 million in 1994 for pre-
viously capitalized development and investment costs to reflect a
decrease in tne expected future cash flows of certain energy projects.

Equity in Operating Earnings NSP has a less-than-majority equity inter-
est in many non-regulated projects, as discucsed in Note 3 to the
Financial Statements. Consequently, a large portion of NSP's non-regu-
lated earnings is reported as Equity in Earnings of Unconsolidated Affil-
iates on the Consolidated Statements of Income. The 1995 decrease in
equity in project operating earnings is due to lower earnings from an
NRG cogeneration project contract that was terminated in 1995 and
other domestic projects, somewhat offset by higher earnings from NRG
international energy projects {one of which did not provide earnings
prior to the second quarter of 1994). The 1994 increase in equity in pro-
ject operating earnings primarily is due to new international energy
projects in which NRG entered during 1994 (as discussed in Note 3 to
the Financial Statements), and more profitable operations of other
energy projects in which NRG had been an investor for several years.

Equity in Gains From Contract Terminations In June 1995, after
receiving final regulatory approvals, a power sales contract between
a California energy project. in which NRG is a 45 percent investor, and
an unaffiliated utility company was terminated. A pretax gain of
approximately $30 million was recognized by NRG for its share of the
termination settlement. In 1994, a Michigan cogeneration prgject, in
which NRG was a 50 percent investor, received a payment from an
unaffiliated utility company as compensation for the termination of an
energy purchase agreement. A pretax gain of $9.7 million was recog-
nizad by NRG for its share of the contract termination settlement, net
of project investment costs
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Other Income (Expense) Other than the operating revenues and
expenses of non-regulated businesses, as discussed above, non-oper-
ating income (net of expense items) related to non-regulated busi-
nesses increased $4 7 mitlion in 1995 and increased $0.8 million in 1994
The 1995 increase primarily is due to @ gain on the sale of Cenergy oil
and gas properties, higher income from cash investments, and an
adjustment to the 1994 contract termination gain recorded by NRG

Interest Expense Interest charges on the Consolidated Statements of
Income include interest and amortization expenses related to non-
regulated businesses. The expenses were $9.9 million in 1995, $8.0
million in 1994 and $3.1 million in 1993 The increase in 1995 mainly is
due to the issuance of long-term debt on new affordable housing pro-
jects by Eloigne Company, a wholly owned subsidiary of the Company
The increase in 1994 relates primarily to non-utility long-term debt
issued to finance the 1993 acquisitions of NRG's industrial heating
and cooling business (Minneapolis Energy Center), a gas marketing
business now operated by Cenergy, and 1994 investments in afford-
able housing projects by Eloigne Company. In addition, during 1994
and late 1993, United Power & Land and First Midwest Auto Park,
wholly owned subsidiaries of the Company, issued long-term debt
secured by non-regulated properties and lowered NSP’'s equity
mvestment in these subsidiaries

Income Taxes The Consolidated Statements of Income include
income tax expense related to non-regulated businesses of $6.1 mil-
lion in 1995, $2.6 million in 1994 and $3.5 million in 1993 The increase
in 1995 mainly is due to a gain from an NRG energy contract termina-
tion, as discussed previously, somewhat otfset by higher income tax
credits from Eloigne Company's atfordable housing projects. The
decrease in 1994 mamnly is due to higher income tax credits from
affordable housing projects and energy tax credits related to an NRG
project, somewhat offset by higher taxes due to higher operating
earnings, as discussed above. The effective tax rate in 1995 and 1994
is substantially less than the U.S federal tax rate mainly due to the tax
treatment of income from unconsolidated international affiliates, and
energy and affordable housing tax credits, as shown in Note 9 to the
Financial Statements.

FACTORS AFFECTING RESULTS OF OPERATIONS

NSP's results ot operations during 1995, 1994 and 1993 were primarily
dependent upon the operations of the Company’s and Wisconsin
Company's utility businesses consisting of the generation, transmis-
sion, distribution and sale of electricity and the distribution, trans-
portation and sale of natural gas. NSP's utility revenues depend on
customer usage, which varies with weather conditions, general busi-
ness conditions, the state of the economy and the cost of energy ser-
vices. Various regulatory agencies approve the prices for electric and
gas service within their respective jurisdictions. In addition, NSP's
non-regulated businesses are contributing significantly to NSP's
earnings. The historical and future trends of NSP's onerating results
have been and are expected to be affected by the foliowing factors:

Proposed Merger On April 28, 1995, the Company and WEC entered into
an Agreement and Plan of Merger that provides for a business combi-
nation of NSP and WEC in a “merger-of-equals” transaction. As a
result of the mergers contemplated by the merger agreement, Primergy
will become the holding company for the regulated cperations of both

the Company and the utility subsidiary of WEC. The business combi-
nation 1s intended to be tax-free for income tax purposes, and
accounted for as a “pooling of interests.” On Sept. 13, 1995, more
than 95 percent of the respective shareholders of the Company and
WEC voting approved the merger plan at their respective shareholder
meetings. Under the proposed business combination, shareholders of
the Company would receive 1626 shares of Pnimergy common stock
for each share of the Company's common stock owned at the time of
the merger

After the merger is completed, a transition to a8 new organization
would begin. Anticipated cost savings of the new arganization (com-
pared with the continued independent operation of NSP and WEC)
are estimated to be $2 billion over a 10-year period, net of transaction
costs (about $30 million) and costs to achieve the merger savings
(about $122 million). It is anticipated that the proposed merger will
allow the companies to implement @ modest reduction in electric
retail rates and a four-year rate freeze for electric retall customers. In
addition, the companies agreed to provide a four-year freeze in
wholesale rates. After the merger, the regulated businesses of NSP
and WEC would continue to operate as utility subsidiaries of
Primergy, which would be registered under the Public Utility Holding
Company Act of 1935 (PUNCA), as amended, and some of the Com-
pany's subsidiaries would be transferred to direct Primergy owner-
ship. Except for certain gas distribution properties transferred to the
Company, the Wisconsin Company will become part of the regulated
business of WEC. Although NSP and WEC are working to avoid
divestitures, the PUHCA may require the merged entity to divest cer-
tain of its gas utility and/or non-regulated operations. Also, regulatory
authorities may require the restructuring of transmission system
operations or admimstration. NSP currently cannot determine if such
divestitures or restructuring would be required. In addition, Wiscon-
sin state law limits the total assets of non-utility affiliates of Primergy.
This could affect the growth of non-regulated operations.

The agreement to merge is subject to a number of conditions, including
approval by applica© ¢ regulatory authorities. During 1995, NSP and
WEC received a ruling from the Internal Revenue Service indicating
that the proposed successive merger transactions would not prevent
treatment of the business combination as a tax-free reorganization
under applicable tax law if each transaction independently qualified.
During 1995, NSP and WEC submitted filings to the Federal Energy Reg-
ulatory Commission (FERC), applicable state regulatory commissions
and other governmentai authorities seeking approval of the proposed
merger to form Prnimergy. The FERC has put the merger application on
an accelerated schedule, ordering the administrative law judge’s initial
decision by Aug. 30, 1996, and briefs on exception by Sept. 30, 1996,
which makes possible a FERC ruling on the merger application by the
end of 1996. Although the goal of NSP and WEC is to receive approvals
from all regulatory authorities by the end of 1996, some regulatory
authorities have not established a tmetable for their decisions. There-
fore, the timing of the approvals necessary to complete the merger 1s
not known at this ime. The state filings included a request for deferred
accounting treatment and rate recovery of costs incurred associated
with the proposed merger At Dec. 31, 1995, $13.9 million of costs asso-
ciated with the proposed merger had been deferred as a component of
Intangible and Other Assets. In February 1996, the appropriate commit-
tees of the Minnesota Legislature passed legisiation that would affect



merger approval for electric utilities. This bill, f passed into law, would
provide for certain binding commatments regarding minimum levels of
statfing and investment for elactric service

In addition to the regulatory and other governmental approvals of the
proposed merger, certain NSP financial and other agreements may
be construed to require that, in the case of a change in ownership
{such as the proposed merger), the other party to the agreement must
consent to the change or waive the requirement. Agreements with
such provisions at Dec. 31, 1995, include $101.7 mitlion of long-term
debt, operating lease agreements with annual nayments of $1.3 mil-
liori in 1996 and a $10 million credit line agreement, under which there
were no borrowings at Dec. 31, 1995 Although neither consents nor
waivers from the other parties have yet been obtained, NSP will seek
to obtain them prior to the completion of the merger (See further dis-
cussion of the proposed business combination in Note 18 to the
Financial Statements.)

Regulation NSP's utility rates are approved by the FERC, the Min-
nesota Public Utilities Commission (MPUC), the North Dakota Public
Service Commission, the Public Service Commission of Wisconsin
(FSCW), the Michigan Public Service Commission and the South
Dakota Public Utilities Commission. Rates are designed to recover
plant investment and operating costs and an allowed return on
nvestment, using an annual period upon which rate case filings are
based NSP requests changes in rates for utility services as needed
through filings with the governing commissions. The rates charged to
retail customers in Wisconsin are reviewed and adjusted biennially
Because comprehensive rate changes are not requested annually in
Minnesota, NSP's primary jurisdiction, changes in operating cosis
can affect NSP's earnings, shareholders’ equity and other financial
results. Except for Wisconsin electric operations, NSP's rate sched-
ules provide for cost-of-energy and resource adjustments to billings
and revenues for changes in the cost of fuel for electric generation,
purchased energy, purchased gas, and conservation and energy
management program costs. For Wisconsin electric operations, the
biennial retail rate review process considers changes in electric fuel
and purchased energy costs in lieu of a cost-of-energy adjustment
clause. in addition to changes in operating costs, other factors affect-
ing rate filings are sales growth, conservation and demand-side man-
agement etforts and the cost of capital,

Competition The Energy Policy Act of 1992 (the Act) was a catalyst for
comprehensive and significant changes in the operation of electric
utilities, including increased competition. The Act's reform of the
PUHCA promotes creation of wholesaie non-utility power generators
and authorizes the FERC to require utilities to provide wholesale trans-
mission services to third parties. The legislation allows utilities and
non-regulated companies to build, own and operate power plants
nationally and internationally without being subject to restrictions that
previously applied to utilities under the PUHCA. Management believes
this legislation will promote the continued trend of increased competi-
tion in the electric energy markets. NSP management plans to con-
tinue its efforts to be a competitively priced supplier of electricity and
an active participant in the competitive market for electricity. The pro-
posed merger with WEC is a key strategic initiative designed to facili-
tate NSP's effective competition in the future energy marketplace

In March 1995, the FERC issued a Notice of Proposed Rulemaking on
Open Access Non-discriminatory Transmission Services and a Sup-
plemental Notice of Proposed Rulemaking on Stranded Investment
(together called the Mega-NOPR) The Mega-NOPR is intended 1o
create a vigorous wholesale electric market by requiring transms-
sion providers to offer open access to their transmission systems
The FERC is proposing to require utilities to unbundie power sales
from transmission. This “unbundled service” requirement would
apply only to new requirements contracts and new coordination trade
contracts. The Mega-NOPR wouid apply to all utilities under the
FERC's jurisdiction and would require each utility to file individual tar-
iffs. The FERC also seeks to require non-jurigdictional transmission-
providing entities (such as municipals and cooperatives) to offer open
access by including a reciprocity clause in their individual tariffs so
that those who take service from a FERC jurisdictional utility must
also offer open access. Concurrently with the Mega-NOPR, the FERC
issued a proposal for a Real-Time Information Network intended to
facilitate open access by requiring all public utilities to create an
electronic bulletin board of information regarding their transmission
system services, availability and rates. Also in the Mega-NOPR, the
FERC proposed to consider cases involving stranded costs resulting
from open access (a) when a state regulatory commission does not
have authority under state law to address such costs at the time retail
wheeling (which is the transmission to retail customers of power gen-
erated by a third party, in competition with supplies trom the host util-
ity) takes place, and (b) after a state commission has addressed such
custs. In response to the FERC's proposals, NSP filed comments with
the FERC that supported the Mega-NOPR's open access initiative and
asserted NSP's intent thet open access transmission tariffs filed in
1994 comply with the spirit of the Mega-NOPR. NSP expects the
impact of any rulemaking such as the Mega-NOPR to be consistent
with its efforts to be a competitively priced supplier of electricity and
an active participant in the competitive market for electricity.

With the development of electric industry competition, the Company
has experienced an increase in requests for the use of its transmis-
sion system. A large portion of these requests is due to the increase
in FERC-approved power marketers. In 1995, the Company filed 23
transmission service agreements for FERC approval, including 10 with
power marketers. While the annual transmission revenue in 1995 from
this activity was immaterial, it is expected that 1996 revenues will
increase due to the growth of power marketing activity in this region.

In response to the developing electric industry competition, Cenergy
applied for and was granted permission by the FERC to market elec-
tricity (except electricity generated by NSP) in the United States,
effective Dec. 1, 1994, Cenergy was one of the first affiliates of an
electric utility to obtain this approval from the FERC.

Some states are considering proposals to increase competition in the
supply of electricity. In response to a proposal in 1994 by its regulator
in Wisconsin. NSP outlined the transitional steps necessary to create
an open and fair competitive electric market. NSP's position is that all
customers should be able to choose their electric supplier by 2001,
and that generation also should be deregulated by 2001 NSP pro-
poses that utilities retain operational control of their transmission and
distribution systems, and that utilities should be permitted to recover
the cost of investments made under traditional regulation. Regulators



n Minnesota and Wisconsin are currently considering what actions
they should take regarding electric industry competition. In Wiscon-
sin, regulators developed a plan for a phased approach They voted to
adopt a restructuring plan, which includes a 32-step phase-in of retail
wheeling by the year 2001. A key component of the plan s to provide
the protections necessary 1o ensure that consumers are not harmed
in an increasingly competitive environment. One component of the
plan 1s to have an independent system operator control transmission
access In Minnesota, regulators have developed draft principles to
provide a framework for electric mdustry restructuring. They have not
established definitive imelines for industry restructuring or changes
One of the principles supports an open transmission system and
establishing a robust wholesale competitive market. NSP believes the
transition to a more competitive electric industry 1s inevitable and
beneticial for all consumers. NSP supports an orderly and efficient
transition to an open, fair and competitive energy market for all cus-
tomers and suppliers. The timing of regulatory actions and their
impact on NSP cannot be predicted and may be significant

During 1992 and 1993, the FERC issued a senes of orders (together
called Order 636) addressing interstate natural gas pipeline service
restructuring. This restructuring “unbundled” each of the services
(sales, transportation, storage and ancillary services) traditionally
provided by gas pipeling companies. Interstate pipelines have been
allowed to recover from their customers 100 percent of prudently
incurred transition costs attributable to Order 636 restructuring
Under service agreements that went into effect Nov. 1, 1993, NSP
estimates that it will be responsible for less than $11 million of tran-
sition costs over a five-year period beginning on that date. To date,
NSP’'s regulatory commissions have approved recovery of these
restructuring charges in retail gas rates through the purchased gas
adjustment. NSP does not believe Order 636 has materially affected
its cost of gas supply. NSP’s acquisitions of Viking and Cenergy in
1993 have enhanced its ability to participate in the more competitive
gas transportation business. In implementing Order 636, Viking
incurred no transition costs.

Customer Cogeneration Koch Refining Co. (Koch), the Company's
largest customer, which provides approximately $30 million in annual
revenues to NSP, proposes to build 8 cogeneration plant to burn petro-
leum coke, a refinery byproduct, to produce between 180 and 250
megawatts of electricity. This would be enough supply for Koch's own
use plus an additional B0 to 150 megawatts to be sold on the wholesale
market. Koch is requesting a legislative exemption from Minnesota
property tax for its plant. While NSP supports the reduction of taxes on
generating facilities, it believes any reduction should be applied to all
generating facilities so that there are no unfair tax advantages avail-
able to some generators. This project has several implications for NSP:
1) Koch could become a competitor as it seeks markets for its excess
capacity, 2) Koch's capacity would also represent a potential power
source for NSP; and 3) Koch's plan represents a potential loss of a
large retail customer. The project’s anticipated three-year lead time will
allow NSP to respond appropriately.

Wholesale Customers NSP had wholesale revenues from sales of
electricity of approximately $44 million in 1995 and approximately 857
million in 1994. The trend of increased competition, as previously dis-
cussed, has resulted in significant changes in the negotiation of con-
tracts with wholesale customers. In the past several years, these
customers have begun to evaluate a variety 0\ anergy sources to pro-

vide their power supply. While the full impact of these changes is
unknown at this time, the following changes have been identified

In 1992, nine of the Company’s municipal wholesale electric customers
notified the Company of their intent to terminate their power supply
agreements with the Company, effective July 1995 or July 1996. The
loss of seven of these customers in July 1995 resulted in a revenue
decrease of approximately $12 million irom 1994 levels. The other two
customers, who are expected to terminate their power agreements in
July 1996, provided revenues of $2 6 millian in 1995. These nine cus-
tomers are expected to become wheeling customers providing esti-
mated annual revenues of nearly $3 million. NSP’s remaining 19
municipal wholesale electric customers are under contracts with
terms expiring in the years 1999 through 2008

During 1993, the Company signed an electric power agreement to
provide Michigan's Upper Peninsula Power Company (UPPCO) with
up to 150 megawatts of baseload service, peaking service options
and load regulation service options for 20 years from January 1998
through December 2017. Load regulation service is designed to
change the level of power delivery during each hour to match
UPPCO’s load requirements. UPPCO has nominated 50 megawatts of
baseload and five megawatts of winter season peaking power pur-
chases from NSP beginning Jan. 1, 1998. The annuai revenue for 1998
1s projected te be approximately $11 million to $14 million. The inter-
change agreement between UPPCO and NSP for this sale was
accepted by the FERC. The Michigan Public Utilities Commission also
must approve the transaction.

Rate Changes As discussed previously under Utility Operating
Results, filings for rate changes in 1995 had an immaterial impact on
financial results. No significant general rate filings in any of NSP's
utility jurisdictions are expected for 1996. However, the Company has
proposed rate changes in connection with requested approvals of its
proposed business combination with WEC, as discussed previously.

Used Nuclear Fuel Storage and Disposal In 1994, NSP received leg-
islative authorization from the State of Minnesota for dry cask fuel stor-
age facilities at the Company's Prairie Island nuclear generating
tacility. As a condition of this authorization, the Minnesota Legislature
established several resource commitments for the Company, including
wind and biomass generation sources, as well as other requirements.
In addition, the Company and other utilities filed a lawsuit against the
DOE in 1994 to compel the DOE to fulfill its statutory and contractual
obligations to store and dispose of used nuclear fuel as required by the
Nuclear Waste Policy Act of 1982, Also, the Company is leading a con-
sortium to establish a private facility for interim storage of used nuclear
fuel, the outcome of which is uncertain at this time. (See Notes 14 and
15 to the Financial Statements for more information )

Environmental Matters NSP incurs several types of environmental
costs, inciuding nuclear plant decommissioning, storage and ultimate
disposal of used nuclear fuel, disposal of hazardous materials and
wastes, remediation of contaminated sites and monitoring of dis-
charges into the environment. Because of the continuing trend toward
greater environmental awareness and increasingly stringent regula-
tion, NSP has been experiencing a trend toward increasing environ-
mental costs. This trend has caused, and may continue to cause,
slightly higher operating expenses and capital expenditures for envi-
ronmental compliance. In addition to nuclear decommissioning and




used nuclear fuel disposal expenses (as discussed in Note 14 10 the
Financial Statements), costs charged to NSP's operating expenses for
environmental montoring and disposal of hazardous materials and
wastes in 1995 were approximately $26 million and are expected to
increase to an average annual amount of approximataly $30 million for
the five-year period 1996-2000 However, the precise timing and
amount of environmerital costs, including those for site remediation
and disposal of hazardous materials, are currently unknown. In each
of the years 1995, 1994 and 1993, the Company spent about $15 million
for capital expenditures on environmental improvements at its utility
facilities In 1996, the Company expects to incur approximately $20 mil-
lion in capnal expenditures for comphiance with environmental regula-
tions and approximately $180 million for the five-year period 1996-2000
These capital expenditure amounts include the costs of constructing
used nuclear fuel storage casks (See Notas 14 and 15 to the Financial
Statements for further discussion of these and other environmental
contingencies that could atfect NSP)

Weather NSP's earnings can be significantly affected by unusual
weather. In 1995 unusual weather, mainly a hot summer, increased
earnings over a normal year by an estimated 21 cents per share. Mild
weather, mainly cool summers, reduced earnings from a normal year
by an estimated 13 cents per share in 1994 and 18 cents per share in
1993 The effect of weather is considered part of NSP's ongoing busi-
ness operations.

Acquisitions In 1994, NRG acquired ownership interests in three signif-
icant international energy projects (listed in Note 3 to the Financial
Statements). NSP also made three other strategically important busi-
ness acquisitions in 1993, including an intesstate natural gas pipeline
(Viking), an energy services marketing business (Cenergy) and a steam
heating and chilled water cooling system business (Minneapolis
Energy Center, now an NRG subsidiary). NSP continues to evaluate
opportunities to enhance its competitive position and sharehoider
returns *hrough strategic business acquisitions

impact of Non-regulated Investments NSP's net income includes
after-tax earnings of $33.6 million, or 50 cents per share, from all of its
non-regulated businesses in 1995 and $32.9 million, or 49 cents per
share, in 1994, As discussed previously, NRG acquired equity interests
in three significant energy projects in 1994 NSP expects to continue
investing significant amounts in non-regulated projects, including
domestic and international power production projects through NRG,
as described under Future Financing Requirements. Depending on the
success and timing of involvement in these projects, NSP's goal is for
NRG earnings to increase in the future to contribute at least 20 per-
cent of NSP’s earnings by the year 2000 The non-regulatad projects in
which NRG has invested carry a higher level of nsk than NSP's tradi-
tional utility businesses. Current and future investments in non-regu-
lated projects are subject to uncertainties prior to fina, legal closing,
and continuing operations are subject to foreign government actions,
foreign economic and currency risks, partnership actions, competi-
tion, operating risks, dependence on certain suppliers and customers,
domestic and foreign environmental and energy regulations, or all of
these items. Most of NRG's current project investments consist of
minority interests, and a substantial portion of future investments may
t.ke the form of minority interests, which limits NRG's ability to control
tte development or operation of the projects. In addition, significant
expenses may be incurred for potential projects pursued by NRG that
may never matenalize. The operating results of NSP's non-regulated

businesses in 1595 and 1994 may not necessarily be indicative of
future operating results

Accounting Changes The Financial Accounting Standards Board
(FASB) has 1ssued two new accounting standards that become effec-
tive in 1996 Statement of Financial Accounting Standards (SFAS) No
121, Accounting for the Impairment of Lonig-Lived Assets, establishes
standards for measuring and recognizing asset impairments SFAS No
123, Accounting for Stock-Based Compensation, provides an optional
accounting method for compensation from stock option and other stock
award programs that NSP does not intend to use. NSP does not expect
the adoption of these new accounting standards to have a material
impact on its results of operations or financial condition. However, the
principles of SFAS No 121 will be followed to measure the effects of any
stranded investments that could arise from the Act, the FERC's Mega-
NOPR proposal or other competitive business developments.

The FASB also has proposed new accounting standards expected to go
inte effect in 1997. The standards would require tha full accrual of
nuclear plant decommissioning and certain other site exit obligations.
Material adjustments to NSP's balance shee' could occur under the
FASB's proposal However, the effects of regula ion are expected to min-
imize or eliminate any impact on operating expenses and earnings from
this tuture accounting change. (For further discussion of the expected
impact of this change, see Note 14 to the Financial Statements.)

Use of Derivatives Through its non-regulated subsidiaries, NSP uses
dervative financial instruments to hedge the risks of fluctuations in for-
eign currencies and natural gas prices. Also, to hedge the interest rate
risk associated with fixed rate debt in a declining interest rate environ-
ment, NSP uses interest rate swap agreements to convert fixed rate debt
to vaniable rate debt. (See Notes 1 and 11 to the Financial Statements for
further discussion of NSP's financial instruments and derivatives.)

Non-recurring Items NSP's earnings for 1995 include two significant
unusual or infrequently occurring items. As discussed in the Non-reg-
ulated Business Resuits section, NRG recognized a pretax gain of
approximately $30 million (26 cents per share) from a power sales
contract termination settlement. Partially offsetting this gain was an
asset impairment write-down of $5 million betore taxes (4 cents per
share) for a non-regulated domestic energy project.

NSP’s 1994 earnings aiso included several significant unusual or
infrequently occurring items. Although their net effect was an earn-
ings increase of only 1 cent per share, individually significant non-
recurring items included a gain on termination of a non-regulated
cogeneration contract, interest income from the settiement of a fed-
eral income tax dispute, a charge for pre-1994 postemployment costs
associated with adopting SFAS No. 112, and asset impairment write-
downs for certain non-regulated energy projects.

Inflation Historically, certain operating costs, mainly labor and prop-
erty taxes, have been affected by inflation, Also, inflation has tended
to increase the replacement zost of operating facilities, which has
increased depreciation expense vhen replacement facilities are con-
structed. However, several significant expense items, including fue!
costs, income taxes and interest expense have been less sensitive to
inflation. Overall, inflation at the levels currently being experienced is
not expected to materially affect NSP's prices to customers or returns
to shareholders



Liouipity AND CAPITAL RESOURCES

1995 Financing Requirements NSP's need for capital funds 5 or nar-
ily related to the construction of plant and equipment to meet the
needs of electric and gas utility customers and to fund equity commit-
ments or other investments in non-regulated businesses. fotal NSP
utility cap tal expenditures (including AFC) were $386 million in 1995
Of that amount, $318 million related to replacements and improve-
ments of NSP's electric system and nuclear fuel, and $37 million
involved construction of natural gas distribution facilites. NSP com-
panies invested $71 million in non-reguiated projects and property in
1995 MRG primarily invested in existing projects. In 1995, Cenergy
became a majority investor (80 percent) in Energy Masters Corpora-
tion, a firm specializing in energy efficiency improvement services for
coramercial, industrial and institutional customers. The investment is
accounted for on a consolidated basis. Eloigne Company invested in
affordable housing projects, including wholly owned and limited part-
nership ventures

1995 Financing Activity During 1995, NSP's primary sources of capital
included internaily generated funds, long-term debt, short-term debt
and common stock issuances, as discussed below. The allocation of
financing requirements between these capital options 1s based on the
relative cost of each option, regulatory restrictions and the con-
strants of NSP's long-range capital structure objectives. During 1995,
NSP continued to meet its long-range regulated capital structure
objective of 45-50 percent common equity and 42-50 percent debt.

Funds generated internally from operating cash flows in 1995
remained sufficient to meet working capital needs, debt service, divi-
dend payout requirements and non-regulated investment commit-
ments, as well as fund a significant portion of construction
expenditures. The pretax interest coverage ratio, excluding AFC, was
3.8n 1995 and 3.9 in 1994, These ratios met NSP's objective range of
3.5-50 for interest coverage. Internally generated funds could have
provided financing for 85 percent of NSP's total capital expenditures
for 1995 and 72 percent of the $1.9 billion in capital expenditures
incurred for the five-year period 1991-1995

NSP had approximately $216 million in short-term borrowings out-
standing as of Dec. 31, 1995 Throughout 1995, short-term borrowings
were used to finance a portion of utility capital expenditures and pro-
vide for other NSP cash needs.

In 1995, the Company issued $250 million of first mortgage bonds to
refinance higher-cost debt issues and reduce short-term debt levels.
Eloigne Company also issued approximately $12.5 million of long-term
debt to finance affordable housing project investments

During 1995, the Company issued new shares of common stock under
various stock plans, including 536,360 new shares under the
Employee Stock Ownership Plan (ESOP), 527,671 new shares under
the Dividend Reinvestment and Stock Purchase Plan (DRSPP), and
63,780 new shares under the Executive Long-Term Incentive Award
Stock Pian. In addition, the Company issued common stock in con-
nection with a non-regulated business acquisition. At Dec. 31, 1995,
the total number of common shares outstanding was 68,175,934

NSP’s equity investments in non-regulated projects during 1995 were
financed through internally generated funds. Project financing
raquirements, in excess of equity contributions from investors, were
satisfied with project debt. Project debt associated with many of
NSP's non-regulated investments is not reflected in NSP's balance
sheet because the equity method of accounting is used for such
investments. (See Note 3 to the Financial Statements.)

In January 1996, NRG issued $125 million of 7.625 percent unse-
cured Senior Notes maturing in 2006 to support equity requirements
for projects currently under way and in development. The Senior
Notes were assigned ratings of BEB- by S&P’s Rating Group and
Baa3 by Moody's.

Future Financing Requirements Utility financing requirements for 1996-
2000 may be affected in varying degrees by numerous factors, including
load growth, changes in capital expenditure levels, rate changes
allowed by regulatory agencies, new legislation, market entry of com-
peting electric power generators, changes in environmental regulations
and other regulatory requirements. NSP currently estimates that its util-
ity capital expenditures will be $410 million in 1996 and $1.9 billion for the
five-year period 1996-2000. Of the 1996 amount, approximately $345 mil-
lion is scheduled for utility electric facilities and approximately $45 mil-
lion for natural gas facilities, including Viking. In addition to utility capital
expenditures, expected financing requirements for the 1996-2000 period
incly. & a, sroximately $480 million to retire long-term debt and meet first
mortgage bo.d sinking fund requirements,

Through its subsidiaries, NSP expects to invest significant amounts in
non-regulated projects in the future. Financing requirements for non-
regulated project investments may vary depending on the success, tim-
ing and level of involvement in projects currently under consideration.
NSP's potential capital requirements for non-regulated projects and
property are estimated to be approximately $140 million in 1996 and
approximately $550 million for the five-year period 1996-2000. These
amounts include commitments for NRG investments, as discussed in
Note 15 to the Financial Statements, and Eloigne Company investments
of up to $13 million annually in 1996-2000 for affordable housing pro-
jects. Eloigne Company expects to finance approximately 65 percent of
these investments in atfordable housing projects with equity and
approximately 35 percent with long-term debt. In addition to invest-
ments in non-regulated projects, NSP continues to evaluate opportuni-
ties to enhance shareholder returns and achieve long-term financial
objectives through acquisitions of existing businesses. Long-term
financing may be required for such investments.

The Company also will have future financing requirements for the
portion of nuclear plant decommissioning costs not funded externally.
Based on the most recent decommissioning study, these amounts are
anticipated to be approximately $363 million, and are expected to be
paid during the years 2010 to 2022.

Future Sources of Financing NSP expects to cbtain external capital for
future financing requirements by periodically issuing long-term debt,
short-term debt, common stock and preferred stock as needed to
maintain desired capitalization ratios. Over the long-term, NSP's equity
investments in non-regulated projects are expected to be financed
through internally generated funds or the Company’s issuance of com-
mon stock. Financing requirements for the non-regulated projects, in




excess of equity contributions from investors, are expected to be ful-
filled through project or subsidiary debt. Decommissioning expenses
not funded by an external trust are expected to be financed through a
combination of internally generated funds, long-term debt and com-
mon stock. The extent of external financing to be required for nuclear
decommissioning costs, as discussed above, is unknown at this time

NSP's ability to finance its utility construction program at a reascnable
cost and to provide for other capital needs depends on its ability to
meet investors' return expectations. Financing fiexibility is enhanced by
providing working capitai needs and a high percentage of total capral
requirements from internal sources, and having the ability to issue long-
term securities and obtain short-term credit. NSP expects to maintain
adequate access to securities markets in 1996. Access to securities
markets at a reasonable cost is determined in large part by credit qual-
ity. The Company's first mortgage bonds are rated AA- by Standard &
Poor’s Corporation, Al by Moody's Investors Service, Inc. (Moody's),
AA- by Duff & Phelps, Inc., and AA Dy Fitch Investors Service, Inc Rat-
ings for the Wisconsin Company's first mortgage bonds are generally
comparable. These ratings refiect the views of such organizations, and
an explanation of the signiticance of these ratings may be obtained
from each agency. In May 1994, Moody's downgraded the Company’s
first mortgage bond ratings to Al based on its interpretation of provi-
sions of a Minnesota law enacted in 1994 for used nuclear fuel storage
at the Prairie Island generating plant. (The other three rating agencies
reuffirmed their ratings of the Company’s bonds after considering the
potential impact of the legislation on NSP.) As discussed in Notes 14
and 15 to the Financial Statements, the legisiation requires the Com-
pany to increase its use of renewable energy sources such as wind and
biomass power Moody's has indicated that it believes these sources of
power are considerably more costly than the power currently gener-
ated and that NSP’s electric production costs wiii increase materially
over current levels. NSP acknowledges that electric production coz's
may increase as a result of the Prairie Island legisiation. In 1995,
Moody's placed the Company’s ratings on credit review for possible
upgrade based on anticipated cost savings from the proposed merger
with WEC, which was discussed previously

The Company's and the Wisconsin Company's first mortgage indentures
limit the amount of first mortgage bonds that may be issued. The MPUC
and the PSCW have jurisdiction over securities issuance. At Dec. 31,
1995, with an assumed interest rate of 7.0 percent, the Company could
have issued about 825 billion of additional first mortgage bonds under
its indenture, and the Wisconsin Company could have issued about $356
milhon of additional first mortgage bonds under its indenture.

The Company filed a shelf registration for first mortgage bonds with
the Securities and Exchange Commission (SEC) in October 1995
Depending on capital market conditions, the Company expects to
issue the $300 million of registered, but unissued, bonds over the next
several years to raise additional capital or redeem outstanding secu-
rities. In addition, depending on market conditions, the Wisconsin
Company may issue up to $65 million in first mortgage bonds to
redeem outstanding securities or raise additional capital.

The Company’s Board of Directors has approved short-term borrow-
ing levels up to 10 percent of capitalization. The Company has
receved regulatory approval for up to $445 million in short-term bor-
rowing levels and plans to keep its credit lines at or above its average

level of commercial paper borrowings. Commercial banks presently
provide credit lines of approximately $265 million to the Company and
an additional $17 mithon to subsidiaries of the Company. These credit
lines make short-term financing available in the form of bank loans.

The Company's Articles of Incorporation authorize the maximum amount
of preferred stock that may be issued. Under these provisions, the Com-
pany could have issued all $460 million of its remaining authorized, but
unissued, preferred stock at Dec. 31, 1995, and remained in compliance
with all interest and dividend coverage requirements.

The level of common stock authorized under the Company’s Articles
of Incorparation is 160 million shares. In January 1996, the Company
filed a registration statement with the SEC to provide for the sale of up
to 1.6 million additional shares of new common stock under the Com-
pany's Dividend Reinvestment and Stock Purchase Plan (DRSPP) and
Executive Long-Term Incentive Award Stock Plan. The Company may
issue new shares or purchase shares on the open market for its
stnck-based plans. (See Note 5 to the Financial Statements for dis-
cussion of stock awards outstanding.) The Company plans to issue
new shares for its DRSPP, ESOP and Executive Long-Term Incentive
Award Stock plans in 1996. While no general public stock offerings
are curren*ly anticipated in 1996, such offerings may be necessary to
fund significant equity investments in non-regulated projects should
they occur

Internally generated funds from utility operations are expected to
equal approximately 90 percent of anticipated utility capital expendi-
tures for 1996 and approximately 100 percent of the $1.9 billion in
enticipated utility capital expenditures for the five-year period 1996-
2000. Internally generated funds from all operations are expected to
equal approximately 75 percent and 90 percent, respectively, of the
anticipated total capital expenditures for 1996 and the five-year
period 1996-2000. Because NSP intends to reinvest foreign cash flows
in non-U.S. operations, the equity income from international invest-
ments currently does not provide operating cash available for U.S.
cash requirements such as payment of dividends, domestic capital
expenditures and domestic debt service. Through NRG, NSP intends
to pursue a diverse portfolio of foreign energy projects with varying
levels of cash flows, income and foreign taxation to allow maximum
flexibility of foreign cash flows.

The merger agreement, as previously discussed, provides for restric-
tions on certain transactions by both the Company and WEC, including
the issuance of debt and equity securities. While the Company cur-
rently does not plan to enter into transactions that would not comply
with these restrictions, circumstances may arise to make such trans-
actions necessary. Under such circumstances, the Company and WEC
would need to mutually agree to amend the merger agreement.



Year Ended Dec. 31

-mousands of dollars, except per share data) '994 1993
Ulmry Opommo Revenues
Electric $2 066 644 $1974 916
Gas 419903 429076
" Total B R - 2 ws 547 2403992
Umnv 0p0mm| hpoms
Electric production expenses - fuel and purchased power 570 880 624 126
Cost of gas purchased and transported 263 905 282 036
Other operation 316479 310 585
Maintenance 170 145 161413
Administrative and general 187 996 176 617
Conservation and energy management 32 29 358
Depreciation and amortization 273 801 264 517
Property and general taxes 234 564 223108
Income taxes 129 228 128 346
T Total - i o ""23'7"8 'iié""" ”"'*2"1'(‘)6'1*66‘
umny Opommg Income 308 3!8 303 886
 Other Income (Expcm)
Equity in earnings of unconsolidated affiliates
Earnings from operations 32024 3030
Gan trom contract tarmination 9685
Allowance for funds used during construction - equity 4548 7328
Other income (deductions) - net (3 686) 7982
Income taxes on non- -regulated operations and non-operating items (199) (2 394)
~ Toal @23 15946
Income Before Interest CIums 350 690 319832
Interest C!m'u
Interest on utility long-term debt 89 553 101 677
Other utility interest and amortization 17 555 8739
Non-regulated interest and amortizatiol 7975 3146
Allowarce for 1unds used during construction - debt (7 868) (5 470)
T Totel o 107 215 108092
Netincome T T S o D 4341 IR
Preferred Stock Dividend: 12364 14 580
“Earnings Available for Con R R R <R ©$197 160
Average Number of Common and Equivalent Shares Outstanding (000's) 66 845 65 211
Earnings Per Average Common Share $3 46 $3.02
Common Dwndends Declared per Share $2625 $2.565

See Notes to Financial Statements on pages 34 to 48



“TThousands of dollars)
Cash Flows from Opovm Activities:

Net Income
Adjustments to reconcile net income to cash from operating activities
Depreciation and amortization
Nuclear fiel amortization
Defarred income taxes
Deferred investment tax credits recognized
Allowance for funds used durning construction - equity
Undistributed equity in earnings of unconsolidated affiliate operations
Undistributed equity in gain frem non-regulated contract termination settlements
Cash provided by (used for) changes in certain working capital items
Conservation program expenditures - net of amortization
Cash provnded by (used for) rhangas in mher assets and habnhhes
Net Cash Provided by Onmmg Acmnm
Cash Flows from Immmo Activities:
Capital expenditures
Utility businesses
Non-regulated businesses
Increase (decrease) in construction payables
Allowance for tunds used during construction - equity
Sale (purchase) of short-term investments — net
Investment in external decommissioning fund
Business acquisitions
Equity investments in non- regula!ad projects and other

Year Ended Dec 31

Net Cash Used for Invuung Activities

“Cash Flows from Finncmo Activities:
Change in short-term debt - net issuances (repayments)
Proceeds from issuance of long-term debt
Loan to ESOP
Repayment of long-term debt, including reacquisition premiums
Proceeds from issuance of common stock
Redemption of preferred stock, including premium
Dividends paid

* Net Cash Provided by (Used for) ancmg Activities

" Net increase (Decrease) in Cash and Cash Equivalents
) Cash and Cash Equwalents at Beqmnmg of Panod

Cash and Cash Equivalents at End of Period

Cash Provided by (Used for) Changes in Certain Working Capital Items:
Customer accounts receivable and unbilled utility revenues
Materials and supplies inventories
Payables and accrued habilities (excluding construction payables)
Customer rate refunds
Other

Net

Supplemental Disclosures of Cash Flow Information:
Cash paid during the year for
Interest (net of amount capitalized)
Income taxes (net of refunds received)

See Notes to Financial Statements on pages 34 to 49

T4 1993
$243 475 $211 740
304 583 286 855
45 553 43120
6 101) 12 256
(9501) (9 223)
(4 548) (7.328)
(23 588) (1142)
(8 627) 33 259
(29 963) (21 185)
(1042) 12 340
510 241 560 692
(387 026) (356 836)
(22 260) (4 859)
11668 2598
4548 7328
(866) 62
(42 677) (32 578)
(159 385)
(132 511) (25 957)
(569 124) (569 627)
132 239 (40 361)
367 184 613120
(272 097) (489 106)
1 368 183 654
(36 092)
(186 568) (180 220)
4212 50 995
(16 757) 42 060
57812 15 752
8§41 055 $57 812
$14 708 $(43 219)
(13 462) 1391
32 550 54 247
(10 410) 12 235
(32 013) (3915)
$18 627) $33 259
$1U6 867 $107 037
$170 474 $120 491




Dec. 31

“TThousands of dollars) 1994
R —— . s =
Utility Plant
Electric - including construction work in progress. 1995, $137 662, 1994, §117,235 $6372317
Gas 677 233
Other 262 506
IR R SR il e M s 7312 056
" Accumulated provision for depreciation e s R T (2116 811)
Nuclear fuel - including amounts in process: 1995, $34,235; 1994, $12,506 797 087
Accumulated provision for amortization (718 690)
i Net utility plant il T i I 42730652
T
Cash and cash equivaients 41 055
Short-term investments 892
Customer accounts receivable - net of accumulated provision
for uncollectible accounts: 1995, $4,338; 1994, $3,912 229212
Unbilled utility revenues 98 651
Other receivables 80 444
Materials and supplies - at average cost
Fuel 56 960
Other . 101 878
Prepayments and other 56 075
Total current assets ~ 665 227
Other Assets LT .
Regulatory assets 357 576
Non-regulated property - net of accumulated depreciation: 1996, $83,724, 1994, $73,296 172 961
Equity investments in non-regulated projects and other investments 197 490
External decommissioning fund investmenis 145 467
Long-term receivables 68 735
Intangible and other assets 68 624
Total other assets 23 1010853
Total Y $5 949 732
Liabilities and Equity
Capitalization (See pages 32-33)
Common steckholders’ equity $1 896 967
Preferred stockholders’ equity 240 469
Long-term debt 1463 354
Total capitalization 3800 790
Current Liabilities
Long-term debt due within one year 16 106
Other long-term debt potentially due within one year 141 600
Short-term debt — primarily commercial paper 238 439
Accounts payable 234 905
Taxes accrued 178 119
Interest accrued 28 164
Dividends payable on common and preferred stocks 47 283
Accrued payroll, vacation and other 79 029
Total current liabilities 963 645
Other Liabilities -
Deferred income taxes 845 031
Deferred investment tax credits 173 838
Regulatory liabilities 200517
Pengion and other benefit obligations 92514
Other long-term obligations and deferred income 73397
Total other liabilities 1385297
Commitments and Contingent Liabilities (See Notes 14 and 15) -
Total 85 949 732

See Notes to Financial Statements on pages 34 to 49



(Dollar amounts in thousands)

Number of
Shares Issued

Par Value

Retained Shares Held Translation

Earnings

by ESOP  Adjustments

Balance at Dec. 31, 1992

$156 496

$370 819

§1099 896

$ (5113

Net income
Dividends declared
Cumulative preferred stock
at required rates
Common stock
Issuances of commaon stock
Preferred stock redemption and
stock i1ssuance costs
Loan to ESOP to purchase shares

Net income
Dividends deciared
Cumulative preferred stock
at required rates
Common stock
Issuances of common stock
Stock issuance costs

A 281217

42 567

Tax benefit from stock options exercised

Repayment of ESOP loan
Currency translation adjustments

10703

5167199

176 296

(3 345)

211740

(14 580)
(168 615)

(1069)

{15 000)
9226

$543 770

$1127312

$(10887)

106

1342
(80)

243 475

(12 364)
(175 292)

7897
§3 586

Balance at Dec. 31, 1994

66 922 144

$167 305

$1183191

$ (2990) $3 586

Net income
Dividends declared
Cumulative preferred stock
at required rates
Common stock
Issuances of common stock

Stock issuance costs
Tax benefit trom stock options exercised
Loan to ESOP to purchase shares
Repayment of ESOP loan
Currency translation adjustments
Balance at Dec. 31, 1995 4

1253 790

3135

53 051
(1
169

275795

(12 450)
(180 510)

See Notes to Financial Statements on pages 34 to 49



{Thousands of dollars)

T
Common stock - autherized 160,000,000 shares of $2 50 par value,

1ssued shares 1995, 68,175,934, 1994, 66 922,144 $ 167 305
Premsum on common stock 545 875
Retained earnings 1183191
Leveraged commaon stock held by Employee Stock Ownership Plan (ESOP)

- shares at cost: 1995, 229,154, 1994, 59 445 (2 990}
Currency translation adjustments - net 3 586
" Yotal common stockholders’ equty 81896967

Cumulative Preferred Stock - authorized 7,000,000 shares of $100 par value B .

outstanding shares. 1995 and 1994 2,400,000
Minnesota Company

$3 60 series, 275,000 shares $27 500

4,08 senes, 150,000 shares 15000
4.10 series, 175,000 shares 17 500
4.1} series, 200,000 shares 20000
4.16 series, 100,000 shares 10 000
4,56 series, 150,000 shares 15 000
6.80 series, 200,000 shares 20 000
7.00 series, 200,000 shares 20 000

Variable Rate senes A, 300,000 shares
Variable Rate series B, 650,000 shares
" Total o
Premium on preterred stock

Total preferred stockholders’ equity $ 240 469
Long-Term Debt
First Mortgage Bands Minnesota Company
Series due
March 1, 1996, 6.2% $ 8800"
Oct. 1, 1997, 5% 100 000
Feb. 1, 1999 54% 200 000
Dec. 1, 2000, 54% 100 000
Oct 1, 2001, 74% 150 000
March 1, 2002, 7%% 50 000
Feb. 1, 2003, 7%4% 50 000
April 1, 2003, 6%% 80 000
Dec. 1, 2005, 64% 7u 000
Dec. 1, 1994-2006, 6.60% 22 300**
March 1, 2011, Variable Rate 13 700*
July 1, 2019, 94% 98 000
June 1, 2020, 9%% 70 000
July 1, 2025, 74% >
WS g e e e e i Pt e K o SR D Y $1012800
Less redeemable bonds classified as current (see Note 7) ' (13 700}
Less current maturities (1 200)
Net $ 997900

* Pollution control financing
** Resource recovery financing

See Notes to Financial Statements on pages 34 to 49



of dollars)

Long-Term Debt - continued
First Mortgage Bonds Wisconsin C
less reacquired bonds: 1995, $3,365: 1994, $490

Net ~ 5 195100
Guaranty Agreements - Minnesota C : ;
oeres due
Feb. 1, 1994-2003, 5/ ) 5 900*
May 1, 1994-2003, 5.bv% 2 24 750*
Feb. 1, 2003, 7.40% 3500 3 500*
Tota s : 34 150
Less current maturitie A . ] (700
Net B RW s a0
Miscellaneous Lc Term Debt
City of Becker Pollution Control Revenue Bonds
Dec. 1, 2005, 7.25% 8008 9 000"
April 1, 2007, 6.80¢ 0 000" 60 000*
March 1, 2019, Variable Rat : 27 900*
Sept. 1, 2019, Variable Rate 100 000*
Anoka County Resource Recovery Be
Dec. 1, 1994.-2008, 7.06 } 25 150**
of La Cross
Nov. 1, 2011, 7%% s 18 600" *
Viking Gas Transmission Company Ser
Oct. 31, 2008, 6.4
NRG Energy Center, Inc. (Minneapolis Energy Cente
Senior Secured Notes - Series due June
United Power & Land Notes due
March 31, 2000, 7.62%
Various Affordable Housing Project i,
19942024, 1.0%-9.9% % 7710
Employee Stock Ownership Plan Bank Loan due ‘
1994-2002, Variable Rate 2698
10 736
382178
cu e Note 21 % 127 900)
s ities m“ (11 296)
Net § 242 982
uUnamortized discount on long-terr ne .‘—m (6 078)
Total long-term debt | 1 463 354
tal capalizatior k $3 600 790

To

* Pollution 1y fir

control

ancing

** Resource recovery financ

See Notes to Financial Statements on pages 34 to 49
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16. SEGMENT INFORMATION
Year Ended Dec. 31

(Thousands of dollars) 1994 1993
Utility operating income before income taxes IR !
Electri § e 399 185 $ 393758
Gas  aMe 38 361 38 474
Total operating income before income taxes &3 ] 437 546 432 232
Utility depreciation and :H%"!I(d!ﬁ)h ' !
Electric ; 252 322 245 200
Gas e 21479 19317
Total depreciation and amortization B b 273 801 264 517
Utility capital expenditures ¥ ‘ '
Electric utility 33 303 896 284 239
Gas utility s 60 183 36 312
Common utility paee, 3 22 947 36 285
Total utility capital expenditures 5 387 026 356 836
Identifiable assets ’ : sl N o S
Electric utility $4 751 6 $4.634 511 $4 543 286
Gas utility S0 T 556 975 521 595
fotal identifiable assets 85 : 85 191 486 85 064 881
Other corporate assets* e fl 758 246 522 837
Total assets - G $5 949 732 85 587 718

,y

Includes equity investments of $185 million in 1995 and $134 million in 1994 in non-regulated energy projects outside of the United States

17. SUMMARIZED QUARTERLY FINANCIAL DATA (UNAUDITED)
Quarter Ended

(Thousands of dollars) March 31, 1995
Utility operating revenues [ 67
Utility operating income

Net income

Earnings available for common stock

Earnings per average common share

Dividends declared per common share

Stock prices - higt

oW

Quarter Ended

(Thousands of dollars) March 31, 1994 June 30, 1954 Sept. 30, 1994 Dec. 31,1994
Utility operating revenues $683 462 $581 963 $612 328 $606 794
Utility operating income 85 795 65 526 88 932 68 065"
Net income 65 794 52 808 76 065 48 808"
Earnings available for common stock 62 737 45 751 72 968 45 655*
Earnings per average common share $94 $74 $1.09 $.68*
Dividends declared per common share 645 $.660 $.660 $.660
Stock prices - high 34 $43 % $43 » $47
low 0 4 $38 % $40 % $41

*An expense of $8.7 million ($5.1 million net of tax), or 8 cents per share, was recognized to write off the unamortized deferred costs
associated with adopting SFAS No. 112. (See Note 2.) Such costs had initially been deferred based on a preliminary decision to request

amortization through rates over future periods




SUMMARIZED PRO FORMA FINANCIAL INFORMATION (UNAUDITED)




Primergy Pro Forma Financia! Information

Millions of dotlars, except per share amounts

As of Dec. 31, 1985
Utility Plant - Net 31 2 91 $ 12
Current Agsets 5 1 236
Other Assets 2192

Total Assets g $10 649

Common Stockholders” Equity $ 38499
Preferred Stockholders’ Equity : 270
Long-Term 2910

Total Cag zation 7079
Current Liabilities 1428
Other Liabilities 2142

Tota Equity and Liabilities $6 22 $10 649

For the Year Ended Dec. 31, 1995
Utility Operating Revenues $2 569
Utility Operating Income $346
Net Income, after Preferred Dividend Requirements $263
Earnings per Common Share
As reported 3.9
Using NSP Equivalent Shares*
Using Primergy Shares
* Represents the pro forma equivalent of one share of NSP Cor

Oy the conversicn ratio of 70¢)h shares of Pr mergy Common

New NSP Information The following summarized New NSP pro form f informaticn reflects the adjustment of the historical financial state

ments of NSP to give effect to the Transaction, including the merger of the Wisconsin Company into Wisconsin Energy Company and the transfer of

ownership of all of the other current NSP subsidiaries to Primergy. The transter of certain Wisconsin Com pany gas distribution properties to New

NSP, which is anticipated as part of the merger, nas not been refiected in the pro forma amounts due to immatenality

Merger
Divestitures
New NSP Pro Forma Financial Information NSP Net

Milions of dollars)

As of Dec. 31, 1995
Utility Plant - Net $ (692)
Current Assets € (170)
Other Assets (%531)
Total Assets $11393)

Common Stockholders' Equity $2 02 $ (706)
Preferred Stockholders’ Equity
j-Term Debt (356)

Total Caprtalizatior (1062)

Current Ligbilities 92 (139)
Other Liabilities 192)

Total Equity and Liabilities § 22¢ $(1393

For the Year Ended Dec. 31, 1995
Utility Operating Revenues
Utility Operating Income

Net Income, after Preferred Dividend Requirements




REPORY OF MANAGEMENT REPORT OF INDEPENDENT ACCOUNTANTS

cash flows for

nent
al statements

se statements ir

Jur independent pub countants uaited the hine S standards which require that w nad git to obtamn

ments and have rendered ) 3s to t statements fanness reasonable assurar L t ether the financial statements are

free of material misstatement ¢ udes examining, on a test

accepted acc tir r Juring the aud obt d ar basis, evidence supporting the amounts and disclosures in the fina

T L ¢ | sty 2, @na performedad cial statements, assessing the accounting principles used and signif

inderst

tests and other | edures t ) it jire general ant estim nagement, and evaluating the overal

accepted auditing standarc r t nt presentation. We believe it our audit provides a

1$ for the opinion expressed above. The consolidated

0rs pursues its oversight role wit toN financial statements of the Compa nd its subsidianies for the years

the Audit Committee, whi I ended Dec. 31, 1994 and 1993 were audited oth ndependent

mimitt

Committee meets accountants whose report dated Feb. 8, 1995 express

ountants, interna Jaitors an 3 30 nion on th 2 statements and

PRICE WATERHOUSE LLP
Minneapolis, Minnesota
February 5, 1996

!: PeChe A% L T
\j

NORTHERN STATES POWER COMPANY
Minneapolis, Minnesota
February 5, 1996




Northérn States Power Company, Minnesota and Subsidiariés

Selected Financial Data

(Millions of doliars, except per share data)

1994 1993 1992 1991 1985
$2486.5 $24040 $21596 $22011 $17783
$2178.2 $2100.1 $19035 $18956 $15316

Utilty operating revenues

Utility operating expenses

ne from continuin

operations

before accounting change (4)

o
j=2d
o
w

$2435 217 $2070 $1958
$243.5 $2117 $206.4 $224.1 $1977
$2311 $197.2 $190.3 $206.1 $1847

Net income
Earnings available for common stock
Average number of common and
equivalent shares outstanding (000's) 66 845 65 211 52 641 62 566 62274
Earnings per average common share
Continuing operations before accounting change (4) $3.46 $3.02 $2.31 $3.02 $2.94
$3.46 $3.02 83.04 $3.29 8297
$2625 $2 565 $2.495 $2.395 $1.725
$59497 $5 5877 $5 1425 $49188 $40476
$14634 $12919 $12999 $12339 §12525

Tota
Dividends declared per share
Total assets
Long-term debt

Ratio of earnings (from continuing operations before

accounting changes, including AFC) to fixed charges 40 40 32 39 47

Financial Statistics

1994 1993 1992 1991 1985
Return on average common equity

Continuing operations before a counting change (4 12.4% 11.4% 91% 12.2% 15.4%
12.4% 11.49 11.9% 13.3% 156
15.8% 85.5% 107.8% 12.7% 58.2%

9.7 10.0 10.09 9.9% 9.6%

Total earmings available for common stock
Dividends as percent of earnings (2)
Dividends as percent of book vaiue
pE

Five-year growth rate in earnings per share (1)

ng operations before acc ounting change (4

Continui

1.0% {2.9%) (4.1%) (0.6%) 13.4%
2 0.1% 0.29 0.5¢ 13.4%

Total earnings available for common stock

Capital expenditures
excluding business acquis tions (millions) $409.3 $361.7 $4278 $3499 $5137
Percent of capital expenditures that could

/ be financed by internally g

funds (exc

nerated

ing AFC and after dividends) 69.3% 98.5% 4549 57.7% 60 5%
30 31 28 34 44
5.49% 6.5% 10.5% 5.6% 22 6%
34.7% 38.2% 34 9% 35.9% 44 5%

Cash dividend coverage (2)

AFC as percent of earnings per share {2

Effective tax rate

Capitalization (3

e — 475% 49 4% 475° 49.6% 44.5%
by 8.5% 8.0% 9.4% 7.9%
46 5% 44 1% 44 5% 41,0 47 6%

100.0% 100 0% 100.0% 100.0% T00.0%

Preferred equity
Debt
Tota
Average cost of long-term debt 7.34% 6.96% 787% 8.15% 8.08%
Average utility plant investment per dollar of revenue $319 $515 $3.32 $8n 2n
Accumulated depreciation as a percent of
depreciable plant 43.3% 42.1% 40 4% 39.6% 33.9%

Depreciation expense as a percent of

average depreciable y plant

w
o
)
=

~
)
>

3.35%

Benefit employees (at Dec. 31) 7032 7362 1522 7414 7414

THETE TTRTH IR PP

AFC - Allowance for Funds Used During Constructio

1) Least squares method

nulative effect of unbilled revenue accounting ch

irt-term notes payable, current portion of AN, term de nd preferred stocks with man

arnings from continuing operations exclude discontinued telephone operations (in 1991 a

nong change (ir "t‘b mnciuge non-recur

ng items in 1994 and 1995, as discussed on
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1994 199: 199 1991

Regulated Electric Operations
Revenues (thousands

With space | , § 66962 $ 6822 § 633 $ 67878 $ 58309
Without space hea 61 534 67¢ 568 67 425 652
& 1 nmer d! 3 justria 3 ;‘: h 20 15 94¢ 36 -“L
Me nme i a justria - ' - - g
Arg al and stria 824 19¢ 780 444 915794
petlighting and othe 28 93¢ 29214 9 764 30 720 30 734
Total ret 1 888 201 1 789 139 1 659 109 1 696 393 1 267 404
yales for resale 146 239 159 498 137 962 145 008 94 605
M ane 32 204 26 279 26 24¢ 21 837 14 103
Tota $2 066 644 $1974916 31¢ $186 $1376 11

W \ $paca heat 8845 8227 7 998 7 BA( :

Mediun - al and 1'1 . » . » *

Customer accounts (2t Dec 31

With space heating 76 344 76 05 15 644 74 939 74 546 b6 668
; Without space heating 1162222 1131926 1119 354 1104 772 1010 194
3 nmercial and industria 19T 142 858 141 44¢ 140 768 139 266 125 992

347

A )l kwh pe tome " 14 224 14 531 13 950 15 274 16 527
Annual revenue pe tome $883.33 $885 19 $906.18 $849 0¢ $908 47 $903.7:

6.22 b 24¢ 6 09¢ 595¢ 547¢

>
-~

) i 7 10€ 6879 ] 50¢ 688
e per customer $§629.15 $542 04 $518.34 $481 4° $518.83 $424 8¢
Average revenue per kwt 7.56¢ ] 50¢ 1.29¢ ] 00¢ 6.17¢

sed and sales - net (w

Maximum demand (megawatts
Date of maximum demand

“Bon

1695 the Wnme 2l and ind

nedium (100 kw to 1,000 kw} and large (1,000 kw or more). The medium p. which is an estimate. was reported as large prior to 1995



Ndrthern States Power Rompany, Minnesota and Subgidiaries

Regulated Gas Operations
Revenues (tho ‘

Resident

Gas purchased for resale to utility customers

Total cast /th T

Cost recognized pe S

Maximum sendout (mcf)
Date of maximum sendout

120912
49 384
14 075
28 026

$419 903

$220 828

7 71k

$179 161 $195 248

2614 3838

105 703 118 760
40 768

8078 9674
$336 206 $337 920

326 439
19 841
% Ji]r‘

381 738

$3.98
610914




Northern States Power Company, Minngsota and Subsidiaries

.

{Thousands of dollars, except per share data) 1994 1993

Operating Results
Operating Revenues e 52082 $90 531
Operating Expenses (1 (327 (241 480) (81 480)
Equity in earnings of unconsolidated affiliates
Earnings from operations (2) B | 31 595 2 695
Gains from contract terminations 1 '; 9685
Other income (deductions) - net g e 1 843 1040
Interest expense ois (7975 (3 146)
Income taxes (2) B (2591) (3 548)
Net income $93 513 $32 904 $6 092

Contributien of Non-regulated Businesses to NSP Earnings per Share
NRG Energy, Inc
Eloigne Company
Cenergy, Inc. (Cenerprise, Inc , effective Jan. 1, 1996
Other (3
Tota

{Thousands of dollars)

Equity Investment by Non-regulated Businesses in Unconsolidated Projects at Dec. 31
(Including undistributed earnings and capitalized development costs)
Austraiian projects ‘ $75108
German piojects 55 337
Other international projects 4013
Affordable housing prejects {(U.S.) 7148
Other US. projects 36 152

Total Equity Investment in Unconsolidated Non-regulated Projects $177 7158

Additional Equity Invested in Consolidated Non-regulated Businesses 104 011

Total Net Assets of Non-regulated Businesses $281 769

SIGNIFICANT UNCONSOLIDATED NON-REGULATED PROJECTS AT DEC. 31, 1995

Tota
Generation Projects Operating Location Mw Operator
Gladstone Power Station Australia 1680 37.5% NRG
MIBRAG mbh Germany 200 3% £ Joint Venture-MIBRAG (NRG/Power
Gen pic/Morrison Knudsen Corp.)
San Joaquin Valley Energy Partners California, US# 55 5 Joint Venture-NRG/Volkar Coombs

Jackson Valley Energy Partners California, USA 16 Joint Venture-NRG/Volkar Coombs

Scudder Latin American Power Projects Latin America 254 7.7% 23  Stewart & Stevenson/Wartsila
Sunnyside Cogenieration Associates Utah, USA 58 Joint Venture-NRG/Babcock & Wilcox
Energy Center Kladno Czech Republic 28 5 Energy Center Kladnc

Tota

Generation Projects Under Construction Locatior Mw f Operator

Schkopau Power Statior Germany 960 Veba Kraftwerke Ruhr AG

Total
Generation Projects Under Development (4) Locatior Mw if quit Operator
0’Brien Environmental Energy, Inc New Jersey, USA 203 ) Stewart & Stevensor
Capntol District Energy Center
Cogeneration Associates Connecticut, US 56 509 . Coasta

189 50% 3% NRG

t write-downs of $5.0 million ir 0 million in 1994
rating earnings i1s presented net of foreign income taxes of $6.3 miilior
3) Includes NSP-owned refuse-derived tuel oper

{4) Projects under development may or may r




Narthern States Power Company, Minnesota and Subsidiaries

Common stock shareholders at year-end
Book value at year-end
Market prices
High
LOW
Year-end closing
Dividends declared per share

Earnings per share

*Adjusted for June 1986 two-for-one stock split

HEADGUARTERS
414 Nicollet Mall, Minneapolis, MN 55401

STOCK INFORMATION

Contact the Shareholders Department at
tree (809) 527-4677, Monday through Friday, 8 a.m. to 5 p.m. CST. From
the Minneapolis-St. Paul area, call (612) 330-5560

SP’s headquarters. Call toll

INVESTOR RELATIONS INFORMATION
Contact Richard J. Kolkmann, Investor Relations, at NSP's headauarters
Call (612) 330-6622

DIRECT DIVIDEND DEPOSIT
NSP offers direct deposit of dividends to shareholders’ ¢ hecking or
savings accounts. To sign up for this free service, contact the Share

holders Department for information and authorization forms

SCHEDULE OF ANTICIPATED DIVIDEND RECORD DATES AND PAYMENT
DATES FOR 1996

Common Stock
Record Dates
Jan. 2, 1996
April 10, 1996
July 11, 1996
Oct. 1, 1996

Preferred Stock
Record Dates
Dec. 29, 1995
March 29, 1996
June 28, 1996 July 15, 1996
Sept. 30, 1996 Oct. 15, 1996
Dec. 31, 1996 Jan. 15, 1997

Payment Dates
Jan. 20, 1996
April 20, 1996
July 20, 1996
Oct. 20, 1996

Payment Dates
Jan. 15, 1996
April 15, 1996

DIVIDEND REINVESTMENT AND STOCK PURCHASE PLAN
The Company's Dividend Reinvestment and Stock Purchase Plan offered
by Prospectus is a convenient way to purchase shares of the Company's
common stock without payment of any brokerage commission or service
charge. Those eligible to participate in the plan are

* Shareholders of NSP

+ Shareholders who hold stock ir

street name” through

nvestment
firms, provided the firm has established procedures permitting
participation

* Employees of NSP and its subsidiaries

* Non-shareholders of legal age who live in Minnesota, Nortt

Dakota, South Dakota, Wisconsin and Michigan (Non-shareholders

of at least $100)

pants may

must make an initial investment
Once enrolled in the plan, partic

o Automatically reinvestallora p

portion of their quarterly dividends

The minimurn

$25 and the maximum quarterly payment is $10,000

* Make additional cash investm single payment is

A ) .
Contact the Shareholders Department for a Prospectus and 2

tion form

1992 1991
14525 12 704
$25.91 $25.21

$45 $44
$30

$43 $43
$2.395

$3.29

STOCK EXCHANGE LISTINGS AND TICKER SYMBOL.

Common stock is traded on New York, Chicago, and Pacific Exchanges
NYSE lists some preferred stock. Ticker symbol: NSP Newspaper stock
tables list NSP as NoStPw, NoStPwr or NSPw. NSP's home page on the
Internet is located at http://www.nspco.com
ANNUAL MEETING
Wed., April 24, 1996
Minneapolis, MN

0 a.m. at the Minneapclis Convention Center

FORM 10-K (THE ANNUAL REPORT TO THE SECURITIES AND
EXCHANGE COMMISSION)
Contact the Financial Accounting, Budgets and Reports Department at
NSP headquarters. A statistical supplement to the annual report is also
available. Call (612) 330-7772

STREET-NAME SHAREHOLDERS AND BENEFICIAL OWNERS

If you would like to receive NSP's quarterly report contact the Financial
Accounting, Budgets and Reports Department at NSP headquarters. Call
(612) 330-7772

DUPLICATE MAILINGS:

If there are two or more shareholders at yonr Ifess, you may have
received duplicate shareholder mailings. To elimin- te duplicate mailings
write or call the Shareholders Department at N> headauarters Call
toll-free (800) 527-4677, Monday through Friday, 8 am.to 5 p.m. CST
From the Minneapolis-St. Paul area, call 330-5560




NORTHERN STATES POWER COMPANY
(MINNESOTA)

Transfer Agent, Common and Preferred Stocks

Northern States Power Comg any

Registrar, Common and Preferrcd Stocks
Norwest Bank Minnesota, N.A

Sixth St and Marquette Ave
Minneapohs, MN 55479-0059

Dividend Distribution

Northern States Power Company

Forwarding Agent

Norwest Bank International
3 New York Plaza, 15th Floor
New York, NY 10004

Trustee-Bonds
Marnis Trust and Savings Bank
111 West Monroe St

Chicago, IL 60690

First Trust Company, Inc
.

332 Minnesota St
St. Paul, MN 55101

Norwest Bank Minnesota, N.A
Minneapolis

Coupon-Paying Agents-Bonds
Harris Trust and Savings Bank

Chicago

Chemical Bank of New York
277 Park Ave

New York, NY 10172

First Trust Company, In¢

St. Paul

Northern States Power Company, Minpesota and Subsidiarias

NORTHERN STATES POWER COMPANY
(WISCONSIN)

Trustee-Bonds

Firstar Trust Company
177 E. Wisconsin Ave
Milwaukee, WI 53202

Coupon-Paying Agents-Bonds
Firstar Trust Company

Milwaukee

First Bank, N.A
201 West Wisconsin Ave
Milwaukee, Wi 53259
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ABOUT TrHE COVERS

in addition to being home to NSP’s corporate headquar

ters, the city of Minneapolis (front cover) provides a
promising market for the company’s Local Government
Energy Conservation Program. As part of that effort, NSP
offers \xcal governments partial funding for engineerir
audits and design services, and provides no-intere
financirg to promote comprehensive energy retrofits

Projects under way in Minneapolis include energy audit
ing and lighting retrofitting in as many as 65 city buildings
NSP aiso is working with the Minne ,.olis Water Works
Department to test a new, energy-efficient method of
treating water, and plans to finance $2 million to $3 million
of improvements in 1996

In St. Paul (back cover), where the program began in 1993
NSP has financed $1.4 million of energy improvements
saving the city aimost $200,000 in annuai energy costs
The city instailed new equipment in 48 city buildings, and
has audited and retrofitted mo.e than 120 other electric

services, such as pump statiors

The program continues to find new conservation opportu
nities. The St. Pau! Public Works/Traffic Department has
installed $100,000 in new light-emitting diode (LED) traffic
signal lighting, improving energy savings by up to 90 per
cent. The St. Paul Public Water Department will use the
program to fund an estimated $300,000 of their new dewa
tering process

The Local Government Energy Conservation Program is
part of NSP's ongoing effort to help customers conserve
energy and manage its use. NSP’s overall goal is to
reduce system-wide peak eiactric demand by 1,700
megawatts by the year 2000. That not only enables cus
tomers tc save energy and money, but allows NSP to post
pone building large power plants. In 1995, the company
and its customers achieved their greatest savings to date
reducing demand by 202 megawatts for a cumulative

reduction of 1,224 megawatts
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