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A. '!l'he 1t@9Uest&O Increase in .Annual Revenues. 

Nort;b~tz:~ $t•tes Power Company ("'the Company•) 

Hl.&O with the. soutll nakota public utilities coatssion 

r•tbe Commil;s.ton"') on June 15, 1981, an applicat:l:qn: to 

cbange its electriQ rates for: retail salell in the S~te of 

south Dakota t() inc;rease annual r:evenuea by $61 1Bb000 or: 

aboUt 20.671. De ColiiJ?any proposed tllat the inct•ase be 

all.®ated t.o ¢1:!stomer classes according to the indicated 

cost of ser.vi~e, su,ect to moderation. (HSP ax.. 1. P• 2;). 

Without an in:c.z:.l!:Ge in rates, the. C~any would eou:n in tbe 

test year oJ\ly • 7.·ol1 r:etun) on aver:age rate baae. q~:· 0'1\lY 

a. s. 88\ return ()n dQnllllon equ.i ty. (NSP £~t. 8, P• 3) • 

'!J.'lle il!.crease in revenue requirement .is a r.-ult of 

.increases in v1Ji.tuall,y all of the costs of serd.ae, 

incl!lding ®sti ·c:!f•·· c.4\Pital. '!l'het'e ltave he•n· aaclitiol$ to the 

...-•te l:!ase, i~J,l,11Jing n.ew undet'srouniS distdbu'tion .f'acil1tiell. 

tn South Dakota and. the Manitqba Hydro interconneatiqn. In 

lld<litiQn, tber& ue new coata cau~¥e4 by regul'A.toz:y ctl.ngea, 

lWIY z:elllted t() .. ucl,af a•~•~y.. l~P ax.. 1. PJif• l•;fh 

~plte tlteae ~~l'til.ting ct;~st l.ttcr;e-.se•.- it •••,s tbllt 

.~:.en with t;ber ~ .. ~tel! z:<llite £ .. 1:#"1\!llll!e... wsto•• etip.~~ i'ilte• 

•111 ll•v• deQt'D!Ied over tbe. ~~.~j;-,~981 tie P''tl'c:ld ln r~ 

~llara. (lf~Ji •· 3, P• :u .. 
~be' ti.l..•a· incr:e1s~~t ••• !foid on • l.9•P ~i:t~C>tloal 

t~~ ye-.c.,.·.••·l'~l.t;£1/e.d by P~',·~~ll ~O•lOtl,31IUt •. diUiltll!d 
,,' ,\':'<,/-"'',' ' ' ' '----,~,<-:,·-:: "'- - --- ----- _--------· 

.,·iW· C!ltt~l\l!.L~~, .. d ••\l~~i:'~~Q... ~l:te·~·l•,•l,•o 
---. ·.;?+!~:;- ;''' - - --'- < __ -;--,;::;:.-.:; _-·---:_,,;,:·_,/:_· ,'- - - -: :_,_-,-::-: .,_:-_:-:-':-t:·:_-:::.;><(,': 

4Jinlopea r~• ,t<equJ;r;~t;lt:~tfi' QJOtl i~9'§rJ.'I. 4ir~J' 



Filed: 10/2/2015 11:12:30 AM CST   Hughes County, South Dakota     32CIV15-000146

1982 teat years, ali peJ;mi.tted by PUC RUles 20;10:13:01(11). 

All tllree potential teat years s\lppott. at least the 

requeated increase. ln fact, bad tlte l.98l Federal tax law 

abang.es been Jtnown at .the til!le (>f UU.ng, the fUII!d revenue 

require~~~ent would luure been alx!ut $7 l!lillion instead .;~f .;~nly 

$6,184,000 (Tr. 291). 

a. Overall Staff .P9aition, 

Tbe init.i.al S·taff recol!llllendati.on favorecl at lea$t 

a $3,056,000 i.ncre~se. cor.rec:Ut:~ns and refinements be£ore 

and during tbe bearing cb~mgll!d t!Je. l11ini111~ ataff reoO,I!IIIIen

dat.ion to $4,6031.ooo. (,Tr. PP• n-n, 253-257, ua-s2o, 

546-552, 562, l:fSP 2X• 13, staff Bx,.. 25},. The following 

t•bulation represe~nt:s "sP•s undet,standing of t.he staff 

•inil!lum recommendation at the clo•e o£ the be~u;ing, UJing 

the minimum ~· of equity ret::QJ!IIIIendation tbroughpqt for: 

sakce of consistency: 

••f£ ~~~~-;t:Jili1t~~- .t2} 

·a.. :ttle1 e1.at~•*' ~•v•n• ltiPt•f•i• ..... · ............. . 
3-

$ 

.. 
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tcont:lmaed) 

4. Nuolear fuel f)la,nt 
related i t:1i!!IIS . .!ll.located on 
an energy basts rather than 
demand 

s. Bank servioe cba~:ges 

6.c Cash balances 

1. Fucel stocks, l.~eQ )!ear 
end quant.ity, August 1!181 
pJrices 

B'• ttatedals a.nd S!leplices 
aol;ual through A,pgust1 
1!18:1 

cg,., lnerease tn r;ate .bll.se 
·a!lsc>criilted "'itb !lSit ·()f 
1Jl:<;JSS of taxl\!'DC r.ate 
fc>r 1981) ·· 

lf.~'• .l'b~eases in ~k 
iiePI\•ei:a,t:J,C)JI ll.ssc:ib~.ated 
"''th lll!e .o1=; gr~s <>,f. tax 
z;a,te f.Or ·~ tn .JJ!lao 

·~t.Jt .. ati:l:tn of 
as·a . 

. lzatie>n 

lteltenue Requirements 

$ ~~t;()OO 

J .2,QOO 

... lt.OOO 

.$ '~,ooo 

>'< ' 

··~ t.(i~~~@Q ) 

(ll 
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. .., 

15. work!n\l. capital treatment 
of unrecovered portion. o.f 
«iiAUillowed repair allowance 

16. tnterj!l!lt expense 
r:ec.Glllputation 
(sftlCI\ronization) 

17. J;lse of gross of tax rate 
T9r Qlie for years 
1'976•197!1 

18• ~~~plication of A.EI!C to 
l:!~or't term projectl!l 
pr ... vi~usly not neeiving 
.;QJIC 

llh T~l of staff adjustments 

20• l!l~~~f'$ P9Sition ill~ 
Ja.eat:in~a at a retW:·n on 
~n J'Joity o:f l;"«•tJl with 
a~tJteti;cal ca·~~·l 
~~~r.Pcture (38. fi\ .. ~q~Mton) 
on. a: ~•te base of. 
i$'$lr41f2,000 

$ 

ae:venuelequirements 

lA) (B) 

$ {,.(i.Q3,Q.OO 

~······--·· 
ll) l'er l'are JJ:r:OW.Jliie:StitiKln)': l~a·Jt~e~s· •~'~J..u.a~n.t' 

~f $.50.5.,0'00 J:!itl1J<~d to excea;l;ic¢!1Jplcity. 

(2l Per staff &~dtl'ti#.t 2s. 

~3, Pli\lr C!OIIPttnY J;~ibit l3l Tr •. ~· lfft 5S2r. 5(1~. 

¢. taaoea £or· .. Deci'sion. 

Tbe Clolllf•~Y ana Staff have •a~ill!l on UDY' $;!ijl1:r:"' 

lllll~ Mtte:r:s• .ref~-t;~ in part by .ttatt. t:tlitati'•ely · 8111tfJ. 
tle:q•· i:Jtan fl.•fi ·•~IJ.J.~91U . at~f.eren<tfil ~Jt·~~;~.···• erul~ i:.~f/.1~ 
'l'bei'lf aJ.a;Q apptt~a •~•. ~· subllt:arltt- ij~~t Oil·.~~>. 

A-62 
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de&ign" Tile~~ are, neyertheless, several il!lportollnt i~s11es 

betng prea~nted fe>r Collll!lission d.eliberation and decision. 

the questions of prime impodance relate to the 

cost of eq11li1:y c;tpit:al, the use of a hYl~Gthetical c..pital 

st~uctu.r:e anci a lictitious interes:t cu~pense fo~ inc~ ux 

purl~GS~• the equl ty ret;Urn on plant capacitY above the ,.l'P 

minil!liim reserve, ana the proper es:tima.te of nuclear plant 

decQIIIll\iliJ:s,iCl>rd:ng. cos.ts. There are alt>o bailie l~Glicy isallefl 

relat¢d t!>. the use of illCO!IIe tax norma;li~a.tion an!l selection 

of a test .Y.ear:, including tbe application of the kn<Ml' amJ 

measut:able cbangelil standard. Additi<ma). 111atttu:.s at isJ>IIe 

are t:be aealilu.relllent of working capital r:e~irellents, treat

ment of C!®r~inating AgreemMt expensea, uottil:ati<>n pat:Ji

metet's fot tbe .repair allowance and tb;e ~tll¢f!sa def.er~a 

inCQIIle t:a1res, d~mation. ana advl!rtising e~t~ses, an:IJ the, 

level Qf alate p;tyment cbar.ge .. 

As a r.eault of eircumat:ances sU.rrDundin9 ttle 

fiUn:g,,. tlle ColllpanY ne•d not llr~tv•n on ali of the taellell in 

Qrdet tl> 'wstify the entin requeeted fJ~.Qr.-se. tt ahOilJ,!\1 

be kept ln'>llltnd thllt wit;b ttle entiire i~~t.aee in pl,-.clltt 

using flW'tJi,tQugh· a(ic<>IU!til'ai, the ®liapenY o.nly atll:i(it~t:e,e 

llaTrn.tn~ a ~•turn on .. g_g.f;1;y in l!lS~ ih'J:ii:!lltJ't Dlllto.tll i:!f j~t,: 

1l•$J, .lti • c~ul.:.~ tb~ 'iallue 0,£ .t._ oPe is ••~ MP 

II•~• ~ ~t:l:1$!1$.'ty t~ !ll•~n • l'•t..arn ~ .~I.I~*Y ···C!f• lil~.Jl'~ 

aa.Et l1!•~~tt~ n~r~ 

IJ;,. .HSil' ,UU SIMPtlON •• 
'/" "" "" --·- --" 

._,, liere1 gf Ei'iii!sl• · .. · .. · 
'"" . . . . ,. . . .. .· . . . . .. . ··:• .,.,. '· 
ti accordu;~~.t wit:ll our,t~tnt. ¢<~rilt~&JJon ,...(i~~~llt 
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the Compaf1Y ba.s.ed its req\lested increase .on 19aO book data 

adjusted e~tensively b\lt conservatively for known and 

measurable c;hange&. OISP Elh a., pp. 10•12). With the addi.o 

tional adjustment for tax cll&lnges, tile 198:0 adjusted tetJt 

year indi.c;atea a need for <JbOut a $7 million i.ncrease. The 

new rates yhic;:h resul.t :frQm this case will probably take 

effect. fOr service on and after D.ecember 15, l!JJl. A 

similar analysis of_tevenue requirements using t,he best 

available infor:~~~ation .about the cost of st~tvicre during the 

1982 periOd whel'l the rates "fill be in effe«;t:, inc1icates that 

an increase of $10 million,. not $7 milUon, is needed • 

. tlf.$P Ex. a, PP• Sl•$2, ',!!r. P• 2!U, 301).. !,l'b;e al$0st $3 

million difference is stal,':t];ing and dwat:filLother contested 

iss1.1es in thi& ca&e. 

Alcthough CQm];lllUlY ana staff have lluCJCJested poten• 

tial adc1i\tiona1. adjustllleJtts .. to tbe 198.0 :data to close the 

9•P• we .u .. must know by now th•t there ·t:a·· .no .waY to 

"adjust• laat year's .r.esults to look lillc•i ne~et·year•s 

results. ('l'.r.- , W• 2.St,..285) • If the l'Cltmissible aajust

m•nt:S Bl'e e~CP4.nd.tJcl t9 a~l.I:)W a test, .re.u l'ce~l;ect.tve of 

fu.t:Ure c:oncttttQil.-... a · proce•• woul;a ·l)e .-1'0¥~ that i.s 

esaentiaUY Uike the COIIIPa~,W' :8 el(!i&ting J)l~l~g and 

b~adgeting prQI:edurea. ~b~e ia no wa,Y ,. t,ltl! COll!l!lisston ·~. 

close· tbt• unconactonabl1t.revenue gap vtit~~t·JDIIior ch~.si 

in teat year l!eteotion 11'14. <SeveloP!I!ellt.. (~P ~•· a, P• $~)·• 

B .• 

·~~~·· ~ot·.·~ .a~~~t.C1. -.£·\~f~.t•• l!b ... ~:d 
t:de•lty tl~.Cilt •• a4'Quf.at:e1y •II' pog~lJ~e ~- CHt• .QJ1 " 

A- 64 
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uvenues that will QCcur diu;ing the time period when the 

rates will l;le in efftct. sout::h Dak<!tll is alone among tbe 

five juris.dict'ipns wUch regl.d,ate lJ&P electric;: rates in 

attempting to ref1eot future cPndttiqaa ·by looting backward 

t::o last year 1s results and matt.tng SDIIIlit 11djustments. tt l'lall 

proven to be a .cllllllsy •nd in~e!.J!JIIte procedure. (RSP Blt. 1, 

P• 12). 

'.rhe.l;lett.l(!ment of tbe :1.980 RSP case, Docket No. 

f•3353, was ae!llftgned accor4i~g .t;o. tibe Staff, to provi4e an 

QPportun.tty ·~·· earn about a 13.1 return on .equity.. The 

Company had Ode 19 adjllstlllent,& to the 1979 .hist;odcal year. 

Yet if the itli::relise .resul.ting ~r.om that case h11d been in 

effect fQr l(ll. of 19.8.0 , the Co!I!P~mt !IC!ul'l! bave. 41arned only 

'7.4l.t on e'i!Uity. (~x. a •. p .. 1lih Xt is expect:ed t;hat tbe 

same rates •U.l .prodt~ce abt>ut •a 6.2\tl r.et.urn iJt 1981. (NSP 

Bx .. 8, P• S'll• orhe resul·t•11 o~ ~e>iaat caS!! cQIJfirm that II 

revenue 911P c•uaed by an 11nr0$.l._~ic test ye~o; existed the.n 

as. npw. 

st;aff seems to recognise tbat mt best m 1'980 

adjusted teat .year •IIY poss~b11' . be ~•fon~ed to. t:efl.ect 1'98.1. 

.revt~nue teq~'4,';'~nta ('fr.. Pl!• tQ~,_4Q:th llittbo'!lgh tbetfl is 
" ' ' "•,. ,_ - -; ' --

no conft•enC!e ~lit even t:hllt bits :~n ~:t'i.•bed• tort.. p,. 

Ul) • lt .. til; 9tlvl"O:IIa that a!Sf\(j.tjllr~t~ta f.o~ lc.n~ ~!S 

••••11a:ll~l1t ij&an9e11 th.:o119b tbe ttJtll of ,19Jl •at• • allf

flcte'*t to ~ef;J.eat lt82 coMlt~ons.. a.1tiil)ugb' ll«:!Utcional 

f.q4fJ.g Juc;J:I ,g··:ye~~J:-el1d rmt~ ~'e gel ~tflt:j..p~ ·lli11ot~llll~ 

~· -··~1*11.J.#e•• the .re•Ul.t: ~.111• "t ··~•,· ·~l.a4!ntay 
'~, . ·.· .·.· . . . . . .•.. . ; .... · .. ·., ..... ·.· .·. / . 

.rel:t.., ~· •• ~icathe··~··1J!l• ·®Hit.J.1i!J*a,• ·est*• •· 
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29$"'296). Pa4Jt result;s and current £orecasts establi.sh the 

i:nadequacy of the hia.torieal test year as a basis for rate

•aking in today•a inflation~try times. ('l'r. p. 2&61 NSP Ex. 

a, P• 161. 

c. Desil'abilitx .of Forecast 'rest Year. 

The NSP budg'.eting process is elaborately and care

fUll' undertaken to develop tM be!!t '!StiJnate of1 expense, 

investment and sales levels for the ne.ar fut!ll'e• (S'r. 259"" 

2Jtl'1 212-279). It has histori.oal1l' PI'O'I'd to be quit41! 

re.llable in reflecting the near future .('J,'r. 2t!J"'291, RSP B~t. 

a, P• 16). Althougll not perf..ect •. the Clolr~P&ny•s uudget ts 

an undenillbly &IJpet:ior estim.ator of fl.i.ture oo~(littons than 

~st results wi,th s.ome adjustmenta>:. l'lr:. 28,.,..2&51· 

Bu«)geta have been tll.e balil'B .. of. te•t yea.rs since 

1.1'11 for revenlledeterminatioi\S relat~dta9Uof.NSJ's 

'I:Ju&iness. Fotecast tce.st years h'llv_. bel!n tiled allll auc!tted 

in 1a r.a.tce eJil.lfeail• (tU!P Ell •. llr P• Uh As a r.Pu1t of .tho.se 

!;aieG., the. Colllp-ny bas earned .a< ;~;et:~J:'n C:l'oser to. 13\J't lilti.ll 

;91111l11111UliY blltw,. tile fil;owed r~~r.na. (!fr• 26,~, $D.fb RSJ 

-~.e. P• 11~. 

't,lle·b~d.9111tG are pdma~'i:J.$ U.. in .:>.P'!~Ilt~g;;, 

~:J.alltting .niiC!on!li;l¢ttn!l CPpany: ~•in~'' .(Rfl:P .. ,. tt,# .p .. 16'), 

.nil .ft:~r ·t~t· ·~~~~~t:!n .repr.ellent ~e ~·• ~!lt ~f!)rta. 

·D\. ~cl4itlOI'f, 'I:Jc:)llever, be<;:aUGe ~· ~ ~tJQI~ cl~ t;l!etr 
~t.tnlled u!{~, ~n :i.temald,ngt tblll l,~..,teUI crf!di.l:d.l,it,}' Of 
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==""""JtEI become .available, there ~$ a self--pol.icl;ng. aE;pect 

::z ~e process. ('l'r:. 617-621) • In addition, the CQ!J~Pany 

=..e-- a"lso agreed to implement pt®edures wllictt ~14 allow 

i.IIIJ! ::;,vercollecUons to be ret~Jrnl!!il to cust<m~erjJ w.f,tb 

tt<:!W.i~~al>ll!! treat.l!lent for under._z:,ecovery. (NSP ~· U, P• 87 
. ' 

In tlli~; cas.e, tile l:!lll2 fOr.eca.st Ye~r: 1.- the best 

e'!l":::.e.~ce of co.rnlittons that w~l.l elli•t when t;be ~atl!!~; take 

&t::,e,;."::.. (NSP Ex,. 8, pp. 12 1 •• S.t·). As Mr • .._q\t;~tyre 

"oeneral,ly the exp!!rtence.has l:)ee~ ~utte 
f<:~Wfabl.e . J.n that the a'Ctulll result,s 
t.z:ack reason41bly ~.ll witb thosl!' wh:i#}l 
al.'e ;pJ:'ojected. Alsp, gene,z:,.lly spea~i!jg, 
tl)eq>erat:ing l!!xpen§e$ that we l'l!lve · 
inc~Jrred b&~ve beeJl. greater than tbose 
budgeted.> and til& sal.~ 1-lba.t "'e h4ve 
budgebed.·ba1te beetJ s.•ewhat gcea,ter 
than tllose ·~. baveac;tu~lye~er:i~eCI 
• • ~,. r woul<J a4d that tJJ.ere is 
certltill'lY ~th tooa¥;'s econl)llly and .the 
cbangeabb cond'Jit:ions, .. ·t;tle b!ld9,t!.t 
PJ1~.~8s .fi.a$ bec»mj!! m!ilt... !lftd JIIOJ'ce 
difric~l,~ .to ·ck>. <mz,ectl.y. JJotl!eYet, . 4't. 
• • • ·~·· a better meas.ui.e of wbat. will 
JJ.aJ)p~> ~n;~• . y.e•r ~d .1\e# ye~tr t,ban 
t.ttdin~ t.«:> l.qell: f>a~.::kwa~!land. •••\lll!e 
tti~'t li!lBI), .f~, ~-...fl~, ~· .the -
~PP~~~,tat..J~~. e~~" 'li:pJl's~uctton ~a·· 
a~1e•l.•Y~J.a. " 

i'be S't.a~~ has go,ne to gr.eat. .ef'tqrt tc> U:~lftre 

tte~~ ~l'om worlcP9 !ii'itll a test tear: wbi'cli Cf:llnc•s ·.tbe· 

t;Jill!f J:)!l!dQd Wben the ta't..i!!S tl!ill .~.· 'J...I\ effect.. ill(.te. is M 

Jts•f!l1t tbat ~b-Jlistot"i'cal te,t;t y• ls • ._pet~~ "'n pr;tJt.. 

· PJ;p)....,. (lrr. P• fJ.~l, an.d stltf.f ~t#s :t,bllt; • f~~~~ 'f~ 

~f' ~-etic•U.Y ~tr~t~ (/lt. P• J2~l· %tuttea'd 'BtJ&~f 

-'9 .. 
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s•e111s to di:SIIlias 4.: p~:ojected test ye111: b:e.cause it .:~ubes 

esti111ating and is supposedly difficult to audit, at; least. 

with cuJ:i"ent Staff tesc>urces. 

~he COliiJlliii:.JY b.as consistently a'*Jl!Jli()J:ted tbe •·~ 

llitiqn that the C-ission ana Staff shpu14 be p.rc>vide.4 tl\e 

t~l!cess~Sry ~:esourcl!s to. do tne job. Borec,asted test yeaJ!IS 

ate used by many ju'J:iiJ~ilctions whiob «lt.ao bave 11lltlted 

te$OUrces. (~i;. pp~ ~96,..,297) • ~bctir li!;Jepedence inc1tcates 
.tbat no extraord.J:naty t1llte and expense ate involved ill. .pr9"" 

jec,te.d test yea.r tl$ul.:lltion. The C(!lllpllnY has sugges.ted ,,aya 

to facilitate Staff;'• ildaption to tbe process. (liSP Sl(. n, 
P• ~11. ~he · perenrd.~l .revenue gap :Cau•ed b,y b.tsti:Jt!i~•l te.at 

yeaJ:'s can a.nclm.ust .b:e· closed. Mr •. Moc11ltyr• testif'ied 

(~ .Ex. U, P• a!l'h 

"'Und:er cJ.\;'trent procedu.re~., t;~ CO!Qiission' II 
use ofbi'l!!tl:>J:ical test YA!tllr~inorder 
to .:save' a' few, · tbousancl dol:tata in 
Staf,fi~' .~Jlll!tD~ea, is 1fQ.t~i~. w deprive. 
regu11lted .i~us.tr:ie~;~ of ~11;11~ ... of 
dolllli"s ~ill'I ... •Jily which. they .ilte 
entitclled' .tO J:eQOver. • 

~~ 11~ns &.P ~~~~~es al'e 1111~ ~OJ:: tl\e fut.uJ:e we,•ust 

«111 engage lp •·· er;o<::t~~a• of forecai!J#t*llCJ.. I!!Jl' es.tiiRt\i,n" fllture 

®ntiJ:;Uons. Hl~JtoJ::f\cl!l ~•t yeaJ:•: ~, D.l:>~ av111t:cJ ttJe' ;pt~ss., 
bllt ·tnste•a y.t~«l· ~li!tilliiO:es that 11r,, ~~lit <:!erta1~~.: 

.'«tons~· Ine~~iu:f:?£ llarne,a v~h .. -~,_.~«~~• t.;!lttn'~ 1ni· ~··· 
lltifl\1. bear; tl1111J.: o\i'l:i.. · !l'bt Cl!llll~t .:b~·~ ,jln-.wered St~f:-.1!, 

""" ' ' ' ' ----- --------.-,--" -- - - ---- - -' --" ---- - "" - ---------

~l~Jc'~- of .t~e 'Uq ot for:ec•:t. ••.t•• f,._. sx• li;~J~ Ill~ 

*~~t 

-10-
___ .......... ____ ......., __ ~A -, .. 68 
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2. co:st/reven!.le rel~Uonships of the 
future are be.t.tE!t reflected in a 
fo!tecas.t test year than in an 
adjusted historical year:. 

3. The accuracy of a fotecast yt~ar can 
ba a$s.eslleiJ a~; actual results occur, 
and cPtt•t~ctlon m!(de in the process. 
A :simU,ar evaluation .()f• a.n adjUsted 
historJ,c:al.Year can D!"'!ter .tJe made, 
except i•n ter:IJ!II. of ~t:tom~une 
result. (Tr. PP·• 617-f!l). 

4. No ~ount of burry'"'UJi1 ratl!lllalting will 
avofd !!erious revenue gaps c:au~;ed by 
out .. <i<tted tes.t year11 .. 

S• Accuracy in r.lltemak.tng., as in 
arcblil:ty,. . is a <!!lbiolls vitt!le when one 
is •. i. lll .. ·.i·n·9 • .... t .... · ... tb·····e·. !frO. ng··· tat:get. 1.982 sbou:ta.be.tbe ta:rg!"t. in this case. 

The g()CJd e~pf:!rience t)lat: Other juriadi<:.tions bav.e had uartng 

fotec,ated test yea.rs balled on NSP tluaget:s suggeats tltat the 

sao Ji1tocedure wouta be sucGess£u1 tn soutb Dalto.t:a u well• 

Mrt. 'l'oweta. voluJJteer;ea that stu•£ c:;OUliCI deal wLtb a •Jll!lt• 
tial.d.y or f~,tllY for•eca•t test Yfi!&r·~ (,'~,::. t06""408~ •d.lh Jle 

•llPI!Or•~ 191.5 as. ·.the• t.lit yeat in till~ fi~•t HIP' rate case, 

t .. an~2, filea. in lllia ... ltls. 

· E~ Hew . standa~:ds. 

".rb.e c•irss~.on• s filins ·~l:lle• yel'e pattel'~(l after 

~~e ()f the nac wi:t:ll ~ert;aJ..n -~~.t~t:~~•· 'JJe J!8l\OT 'fAt 

in•t:anc;;e.. ~411 lo.ng reguh::ed the t~I!Je. 'qf ~\lt\ll'e test J:ea~· on 

·4!':1::1. tlut tbe S~~~al.l!l!st: rate .easu. unr• ¥«ars of •*patien~e 

Gftllet :the south IJ&It.ot• rt~les., a!J4<te~••~ ~anves in tile PBllC 

iJiliea.t c:;Ould pl'Qvf;4.e a ~ais fol' ···;a . .r"e"'i'tW a._a tl.al.lii!*"U#•.qf• tbe 

~!:J.l~ rulea. tart> ~f! ~at rev~ ~~,be a genelii~ 

"'~~'& ·<>f tlie t.e~ ~eat i.ssue. tte,;«~.~~fleaa.r tlie~e :l,! 110 

~!-'it:._ law that ~~-~~~ the c-~r~~"~,. •'lla'~ ~f 
-u-

A- 69 
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the ollta J~ro.vided by the rec~;>rd, ineil.lding tbe alternatbe 

foxed:i!lllt test years, (NSP Ex. 8., pp, l8.,.l.!J) • This forectast: 

data sh~s that even yith the entir:e req!]eatecl increas.e in 

pl.a.cer earnings al!llost certainly will,··~ belPW the ran9e !>f 

re.a:Sonableness in nu. 
Mr. Mcintyre sull\lllarized th~ test y.ear sell!!ct.iol) 

is!lue (NSP Ex. U, P• 38) : 

"The real qllelltion surrounc:lil\g the 
propriety (If test; year Jilelll!d:1i1on is 
intent.. .If the intent o.f the .Collllltission 
and StaU is to qj:lara!ltee Wi!Jer,-:re:covery 
ot cost, tbe cQntinued.u.IUt. Qf a: .historical 
test year i~. tb.e answer. ~~~~ve~, if the 
desire of the. C~i;ssion all!) Stllff ts to 
properly lliea~J!lrce the level <>,f revenues, 
expenses, llllct rate base tbat ... ill exist 
while . autbor.i$ed . rates alie iJi . eUect;, 
then the qse of a p1i<ije¢tii!d '~eS:t year 
llluSt be dQp,t:ed as is used it\ alll 9£ 
NSP''S other regulatory j\!J~i"tc.tion•·" 

In.. INCOlm TAX.ROlUW:.I:Z'ATION, 

AliQther ~ture ~btch NSP tl:ii~ ~t;stanaing al»!lt 

South J)a.tcota regulation is tbe c~;>n;t{nlled r~ireunt ot £iow 

tt\t.O\lgh· nteml'k$ng., In this it irlc unlq\,lJ! .AIIlong t:tle t~lilll

t:a~t' jutJ.aoi;4t:i9»& l!fbiob t~t!.t N~ ~•t;e:tJ:• .(~ .Ex. .a. $f• 

2''"'2~'J • Although NS~ · J.e a not-lllll1Jta"ll9 :~pany 'fl3r 

a~c!>lin~i.'ng and xa~l!fll"ing, 1i!p:..Qi'll1. ~CiCii!l)lJittill.9 is r.J~!a.fix:e~ to 

t\J:Ilek Iouth .Dakota t.atemak'in!J ll\l!lc ia l:lf~ifl9 1110re ~j;Jlex 

wl'tn t:J.111e· 
$t:aff cont1n!le• to ;i~sti'f:Y u&t!. fif fJ.ow,..thtt~PllJ' for tbe 

eP!e· t!fllsou usea ·li1Y nr. .. Towers "ll.etl'<be ot.igit~jl.l.y>·~n~to

~oe!f•li.t; .. t;O tile c.oi,mltlssion in t:ll.e -~~19.'7:0• •· S.Jllol! ~a't. 

!;iPt!.l .Jl~eV'•t. tbe tloi'-tbtoug)t 'll4¥cl!!:l .. tes hwe ~~,,qr~P«J' 

A""'l2• 
-10 
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1. 'l'be issuance of FERC Order Ho. l.U which 
answer.s an.d refutes at l.engtb every 
conceivable argumen~ .for the supetiorit)P 
of Uow through. (NSP Bl!• 8,. PP• 25-28t 
HSP a.. 11, P• 13) • 

2• Independent studi.es have found that over 
the long haul norlllaltzation r.e~ults tn 
l.ower total revenue requireent;s ... 
(HSP Ex. 11, P• 14). 

3:. 'l'IU! postul!lte of a .permanent ~:Savings 
under normali~lition has been.llhown to be 
incorrect. (HSP E~• 8 1 P• 2~f NSP El!· 
11. pp. 14-15) .• 

4.. .'l'be apcounting .I*'ote.llsion cOn'"l.nu-.~ to 

a.···.·" ... b•re to no .. r···.• .. l.··.i. n .... · ti.on .•· s th.·· .·.·•·.·.·.·.P .... :to· .. ·.pe· .. ··•···. r x.eflection of 11 utUity•s ft~i~ 
position. (NSP Ex. U, P• 16)., 

5... aec:ent tax 1aw. ~an9•• indiclif:e, a .trencJ 
towar:4 requi.tl..tl9 normalizat:Lon• 
('l'r. pp. 53.6,.53'll• 

'l'be Company re!J.ue•ts that th.e CQIIIII,...aion be.gb tbe 

IIIQve towa~ noraaltzat.ton ··f\OW· by direct"ll9 tll:at, futun l'ate 

cnes .. b:e.· filed on a nora~l.i~&ecl ba.sis. 0.$1••··a•· '*• P• 21l· 

lilterna'ti<VelY tbe CQ111111issio)h· on tll:e attjlngtb o£ the t~ll!l1t 

Fa~ qrd•r t.eq!lidng. not:llla1t.z,ation, •at<4JI8t.re to init.:ia~ 

an inxea;t;igat.ton or rul.elllaking to allow c:-eD~l c::on

s:lde~tion Of the future use ·of .tax nol:'•~•~ •. b:•.ti~n in tllf.• 

8.ta~" ~· equant. tat• ~~!:iieau, ot·· -b~,,~ l'lQ• ~n ·~·~l.r: 

~~ll~l'~l.~ Oil •• fl.J,~-~i<>U!fli l>Ql'a l.ll>~e~4-nce •t~li~~~~ 
~~~~~~l.lrl. p~acttQ•~ .. 

t:'l• iBDBHsg. 

~· '1\xrone~R.el.a'hfHI '!l!tnses. 

'l'be Ccalp'lt'M~'a ~IJ1tion · .reguiliraJ its paJ~~•Itta> 

t.ow~t.t.S .tlhe blortt•tf.'~ ~ the '1\yroftll 'RlQt hai!J not ~~.1~ 

I!Jl~ fi Dd RSI ••~· !tll. e ~ut· •· t1ra.o:es to ·au ... ·.·••·· .• ~r.l~····· < . . ~\ . • • • • 

-1.3-
A-i\ 
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• 

that as .a Ht:ter of. ~aw lt iB entitled to recover ari c~J:trent 

exPenses it:& payments t.n\ger the coor:dillllting Ag:re.e111ent. 

inc~uaing t:he !'yrone cQIII.PQnent. (NS~ Jx. 1, PP• $-10). 

'.rhis ilJIIOUfti:S to $455,872 in the tes.t yea~::. (NSP Bit. 1., 

pp. 34-37). 'i'.be COIIIpany continues to question t:be 

commission's ability ana authority to defer .oonsideratio~ of 

the 'l'.Yrone iss~e u.ntil !!BllC action t)eCOJIIe• find. (.!!IS' ll!. 

11, pp •. 17-'lll· Judge. Miller of the <!i:rcuit court ruled on 

Novelltt)er .1$._ i$8'l., th.at the PUC dtd ex~ll!4 its authority in 

deferring cot~siaerat:fon of the '.ryrone ... tter. 

In tbt& case s.taff recoae~ aactlt:ional lleter:.tal 

of consl4eliation. ':l'he COIIIPMY agJ;'eu. vl'tb Staff tttat the 

peculiar statui:! Of tbe i11sue resulted. i~ a :record t:bat -· 

not a~re:ss t:Jte issue at length. ('.ft. J.!• 522). ftt. ~ny 

belieVes that. tJte pro~r di&posi.tion <Jf the· 111att.er .i;n tbi._. 

case ia .to· follow the ag;r-.a terliiS in Alictic1e IV of the tJr:e
Vious Q.t:t1eunt agrie:•n:t in QOcftet R<J~ P..3353~ 'Jller:etore. 
if the>Cf1!11'11tsslon desir.._ ·1:0 Q!Pe&l till! C.i;rcult court:: t<.t;ng 

act acqp~p .a stay ·f)~· tile. Court's .o.z4e.r, the 'l'.Yra• 

espenllett ~14 cotltli'*lle t;.o be: e:xcl~'4'1ral rate• •t~t>~.~t t9 

the carr.¥1'19 charge J.!J:9¥Jaiona. It ·~:be C:OIIIIli!IJ$iall .. cll!QJ;j.lja 
. . .. . .. · . . ' . . ... . . . . 

not t:CJ IIIJ.!~III1 o.z. aoes llot uquin a ltJtal' Of tbe COurt:~'• 

a~«Jer,. .the lilett~emel)t •ll~eel!lftt tJtov'-~ou Wlllch ~itiell 

t;tlat I,~ • court revet~lf t;.be 4e'ferr-~ \be 't:Yt'G~Je ~

ebaU; ·be il..lQWed in :te-all.. .J.'ates euJ:de.® .·t:Q. refu~ 

incidtfi~,,~J:jlng .af,Q:fiHI;ai.nc:e tl()!l~t ~fl,. lt.U• pQIIJ:d 

be .. <fo.r~. 't .. ·.a..·.·. ea.+•,.. 'llhJ. · · · ~ • ... ... · . ... .. .. . . ·. • P .. r. ov ...• ~.••.• .. ~ ....... e.llJ .. "f.• 
~ 



Filed: 10/2/2015 11:12:30 AM CST   Hughes County, South Dakota     32CIV15-000146

"If ~e COIJIIII~Ii!si:on d.ecides in f;~vor of 
Staff's. motion or its c!>ntentlons ol.lld • 
'reviewing court {e'l!'er~;~js the COIJIIIIission 
<lraer, an adaltiot~a~ $5U,ooo shall be 
allawed in lfSP'Iil rehU. ro~.tes, sucb 
o1lllowance shall be li!UI;!ject to refund 
l!;hQuld. the FElC ul.]:im;ttely order refunds 
o.; <:~th~u:whe not .appr.ove the cbar,ge 
.of liluC!b l;atelil cJ:I¥ I!ISP (Wisconsin) to 

· I!ISP (J&innel:l<:~tlr) and i>ball be subj.eot 
to.furtber reful)ct to the e"tent the 
COIIII!d.ssi:on . ha.li! jutiscliction a.nd 
I!;U!Jse.q!lently <U·Ii!;!.llowlil (or furtbeli 
aeters) such charges." 

B. Wisconsin Precer.ttfication Bxpenses. 

~he Wisconsin. £1SC and the FBRC now r-equire ~e PSP 

WisoonsinoOJ!lpany to e~nse. rather tblll'l o!lpito~.Uze certain 

prec:ertific!lt:ion expenf.U.tu.;elf• (PSl' Ex. $, p. 38.; Tr. 511:). 

These e]tpensas are required to.be billed tol!iSPMinnesota 

tbr.ougb. tit!! cootdinat:tng Agpef!lllent. (l!fS£1 EX• 11, P• llf 

'l'r. 54Zl.- Tile cootdinating A!lr::eement t• a ,~ 

tate ~rcbe~i!.tle ana the Ninrl!!sota C!OIIIpanf 1.- 1epUy require-Q 

to Poi.Y tt!e M~Qunt blille~~ (NSP Ex. U, P• l/1J '.!!.,-.. P• 543).,. 

The South D•kota PQJZtiQn of tbia required •:xpens'e is 

appt.c>~i'Qt:ely f9!J.ODO i11 t:t!e t•st: year •. 
St:a~f. bas. ·apgu ... ~l.Y· reccJraend.!t!S 'that tllue 

eJtpet~Ull • recovere~ fllOill ~a.t;ep,ye.,-.lh ~~gb ~e te•t:itl!)~' 

ta .-e!!lliat uDclear. J'l't· PP• Sf3..,54!th :§t:alt.t• •c:b• $a 
t:o C:91if.a1l:~ ~iB' PQt'ti,on o'f. the ~r.t't'*a~tl)g ..• gre-ent 

btll'i;Jl!latP •• new acc:ount al14 then t:~er:tbeas.-y 
,"- -- -- ---------,---" -, --;.""""-""' -- - ----- "-""' 

•• a ,p:;lrti~Ll1~ Wisoonllt~ .plant 'ia lll~J.i~~l:~· n ve, n.,-.e, 
,.t.aii;,_ w:i~tJ .. l(tllneaota ~nJ: ~ro~eo~,t'i~e Sltaff PO~~~ 

···~~···-~·~Y··ot··.·~ .. ·,~lllt4er•~~~.· .. ·<1tlt~··••···pre~~~···· 
t:tfi~~tt:iqri • ., .. til a• cil..,.ebt: o~ ·•· •t-!P:all1"'rf19ul•~, 
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rate, bQWever, the Staff • s su!llgestlon is not a legal option. 

(~SP Ex. 11, p, 17) • 

The Rtlqde lslaml court, irrllarr.agansett v. Burke, 

181 A •. 2d 1358 (1!1'17) cert. d•.n•• (3$ u.s. ?'12 (1979), 

~rrectly determi*'e~ that the reasonableness of the retail 

utiUty's claim for operating e~nller> Wbich were based upc>n 

wbolesale abarct1es must be gov:ernea by .the wholea!lle rates 

ff.l1!'d or fixed l.)y Fsae. The court stllted 38l A.2d at l362: 

•when the operating e~tpense belllg 
investigllted by the PU:C >is .one i.ncurted 
thr.OU9b a contract Pf the utility COJIIPany 
with an affil b.l.u:dl!n is on the 
U:tility tp t.e.4lsonableness 
pf t;bat expense. . , the 

supr~e :Co.urt halilb=~~~ ret'~;:=t>~ ~:a!ie ls rate• 1.r 

tlie~~~~~ 

fiilecl.ud ~;~;:~~~~s~:~~;~:~~~~=!~:i~j~:~:t~ «n .act.WI.l : 
ao vtew.tta 

lfoat:l:!a!lallset.t., aa a w~Ql;ly o•ea sl;ll>s.t;at.-:ry . of ••" 

Bngl;ana Bl~a~ic: $y.s.tem, l'lltcflasea ele~t;rte pqwer f.~om Jtefl 

Bn't1aml P~et CQI!pany ,. another wl:l.o11y ·~ed ·•al)ai.!ltary ·¢»£ 

'tl\e .sa~t~e liot«tiing coJ.Dl'llnY· Nal.'~agan!!.et.t r~gp.eat..a tl:l.e Rhoa• 
ta1an!l PUC tel «fl.($ U: to incr;eaa.e tt.s nqs <JOIIJI!t a 

~tcfia~~e Per .®at aajuatlll,erit ,Pr~l•l.C!II.~ to z:,ll£1.ect 

4ncl.'plilea: .ll'l lillt! wbo:tesa:Le r,a:t.~ !»itsuant •t:a ~·· tate in~eaae 

~V.l'~tcatioa.t ~~e4 w.tth tlle •· !J.'h• R~lll!~~ .e•IaaiQn 

~~~t~tJJlne4 •j;fi!lt tt cou:La 1tt.V'eJitl!Joate ~· ~-•~PD~l..ene•ll a£ 
the'"~ti1;11.1.'1l'·1D9 the ~.~ w~l~•llle 1\.q..~:,~}.!l\~e.. . 

:,::' __ ' -- --- -:_w:·-·::x(_,_·'_·,:;_·'_: - ~-- -------:--_1_~_ -_- -~---- _-- -- -- ,-,.}:;_~:·_, ___ ;:·_-;:·---, __ :;;~!_<:'; ___ ' -- ·:-_ <. :_:>:-f; _:::,---:>-/-''> 

Vf!n.t.~!lal'l.'~ilt .. ett frOia ,RAIJI(1ng t'b~e ~~ ~ ~~ tt.• r.tlteitli 
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customers if they were "strikingly• unreasonab;!,e. The 

COIIIIIIlssion then disallowed Narra<Janset:t • portion of the 

inr:J:eased purchase power costs• The S\lpf:eme Court of Rhode 

l'slal)'d re~etsed, holding that the jud.s(!iction to det:ep~tine 

the re;tsonableness of wholesale ra't:es restf! ex(!i.uf!ivelY with 

the l'PC .and that the abode I. slana COilllllission lll~t view the 

i:nc.re!llil.e in tM wholesale cost of e;i,eetric:itY to 

~atragJI\&ett, pursuant to the filed anC! bonded 'lnteratate 

tat;e., as its actual operating expense. '.rhe Co~r:t .. stated 

(38.1 A.za at 1363).{ 

•w.e c<>nelude, therefQre;. that f~r the 
purpose of fixing i.ntJ:<Sstate rat:es, 
the puc .must treat Nepci()'S ··~~10 
interstate ~:ate flle.d ¥1i·th the>RC ali 
a· reasonable ope.rating expense.• 

llee. also., ttnit:ed. Gas corporat:ion v .. 1liasi118'ippi Public 

. s.er:vtce commis111ion, 12'7 so.2d &Oil .(tfi •. lJJ:l.J and ci;ty of 

Chic!l\1<> v •. Ulil\ois COillllleree COmlllission1 UiO N._B.;~d 7'1&, 

13 Ul.2.d 601 (Ill. 1$58). 

'.rhe.re i•> some · stlllilar•ity here t;o the· .i'sne of 

uttJ.)II•te recov,ety of tbe Ty.:pne iUIOJIU..zcati«>n Cl:!!iiiJ?I:In~t of 

C!~di!na.ting ~9~eet~~ent J;tiUil19s t~~:. •· ~9l II.~) •;t~J!td• 

ti,o£11 al'v eg:ve~::ne!l ~Y tne silllle ialf"• X:>t tibc:IQ1~ ~·"•~· 
ll~ever, th•~ t;bete ts no ~n\li!n~r ~e "'se t~~at ... s the•~ 
p.i' .. certificati~n e~P,enses. ..rite Jat.o!)t wbt9h .i~ J;ti.U.eil an~ 

illiill 'fil:L l\~ cllliuisie• rt fol;i,~· f.~:9111 this tl't't tbe 
~ission J;ty . i~ $:n preceCle~i; sb!:JU1CI .not. de~e' :c:~

f!i~eration .of tb .. i.s•u•• ~- S::t;ll.t#1 's ·te~ei\4!l~1'9!1."' 
:lj.,e¥.el.',;£:n .. ····#~~;t; dpes•,de£ei',.,~!~~~~~.,.~~CIIli~'·~~~~··t~~i,•·•· ,, . 
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of these amounts in retail rates and Bllbjects NSl> to uncer

tainties li~e t;hose complained of in the Tyrone 4PPtal to 

the Circuit Cl)qr,t. Payment of a nac rate is a current 

expense for aC<iounting and retemaking and its recovery can

not be puShed to Sl)me llDCertain future tblle. 

'l'he l~al obligation of the PUC to re~:Qiini;ae the 

wholesale purqh![l/lli!d po-wer costs in retail ratelil ~ta exist 

indeJi~~i!ndent; Of pJ;<el!!mption. si~ the Company is U9a11r 

bound (under exclusive federal lilw) to pay the 'PBaC rates 

for wholesall!! l:t.nsactions with. NSP Wisconsin• tlll!. r.,uire

JIIent that the PUC r.eaognize and allow lt as a lfi!itiliate 

expense for t'etaU: r:catemalting flows .from Us ow., .s1:!l~utes 
and fJ;om the ~nstt.tutional pr.oblbitton agatnlilt taking l)f 

proJilli!rtr witho~t: due pr.ocess. 

'l'bi~·(!O®iusion ls Unaated by.Montana;;,uak.ot.a 

Utilities comeanr v. MorthW~~~stern 21lbltc S:erdc~, Co~, 341 

u.s. 246 (19,51) ~ 'Rbe Supreme CQul't bel.d that a ....... a.onab1e" 

expenae. in referl!!nce to a r:ate t>aid by one u.t~l.'tty :.for 

etect:ric setv.tce pprcttRed fr:Olli attother utilit.Y•t i-. ~.ot an 

·•t;>•t.r•Qt:ton w1!t9~. ··!'~· be in~•~n~ntl.y ~.,iewH• tn· •Jit 

i.1..1~l•4tot:i9ft, 'but; ~ther: iii! ~li!tabl:tsl'lell .by f.be .,.*~.J:ete 

expr:esstcm · ln 4¢11:la*-'s . atta ceJI.t:fi"' o~ ttte fed~r:·•i ~ml'flte>ry 

~Y (341 l1!'S. at 2$:llt 

i 
j 

·~ 



Filed: 10/2/2015 11:12:30 AM CST   Hughes County, South Dakota     32CIV15-000146

of tbese amounts in tetail rates and subjects NSP to uncer

tainties Uke those ce>mpl,ained of in the Tyrone appeal to 

the Circuit Court. t>.aym:ent of a P!lC r&te ia a current 

expense for accounting and ratemaking and its recovery can

not be pUshed to some unc!.ettain futur.e time. 

'l'be legal dbllga:tion of the PUC to recognbe the 

wboJ:eaale purcha!ile4 pc>Wer costa in retail r.ates w,c>uld exiat 

indepe11dent of preempticm. Since the Company i.a legally 

bound (under eltcl!lsi.Ve federal law) to pay the l!'B!lC r.ates 

for wholesale tr~sactions wi.tb NSP Wisconsin, the rquir.

ment that the PUC r.e<:ogntze and alloW· ft .as a l~i,tiqte 

expel\'Be for retai.l r~O,.emaking flOW$ fi.'QIII its own 'Btatu~es 

and from the constt.tllttonal pr.ohibition against taldng of 

property without due ptocess. 

'l'hi,s concl.IJaion is manclatea by. Montana .. Dakob 

Utilit,tes company v. Hortbwestern P!lblic Service co •. , :441 

u.s. )46 (.1951).. ~he S!lpre111e Court held that a •J:ilita&Onllble• 

:expense, in reference t() a rate Plldict •t>y· one ll.tiUty for 

elect.rtc service }tur:c)taea t• ~h~t vUU*-y1 lis r.ot an 

•b!ilt~a~tion whtc~. can be indeperlOt!n~!Y ti!Yi~· ttJ. any 
. . . 

'j~~.tBilictiQrt, bu.t ~•tiler is ~ata~};.t.atj"' ·t.Y· tlil! ·~~te 

•xpl:.easion in doll•ra anil cents" ~f tile f.,eral t~l,tltatcu:y 

~l'· (341 u.s. at 2cSJ..}: 
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'l'be dollars and cents paid under tb.e coordinating Agreement 

includes the $99,000.0.0 at issue here. 'l'be entire expense 

must be allowed as a test year expense. 

c. Nuclear Plant DecommissioniM. 

The Cot~~pany•s developmentc>f an internal sinking 

flll'id. for both nuclear fuel disPQsal costs and nuclear plant 

decommissi9ning costs bas the suPPQrt.of the staff (J'I$P 

P!x. 7, p. B1 Tr. p. 318.) and makes HSP a leadet in the 

industry in this arena. The lltethocl .levelizes tbe cest of 

nucl1uu• facUit.i.es. 9ver their ul$eful. l.ife and il!l .d.esigned to 

treat both current and future .oust;CIIIIers as fairly as 

possible. Adoption of the 111ethod it~l:f is attractive in 

that it decreases tbe burden ® CUJ:crent CUS.tOJIIers. 

concurrently with the de:itelopment of the inter,nal 

sinking fund the Colapany con<lucted 'ftxtens:ive engineeriing end 

eQQDOI!ic enalysis of tlle ~ture: nuo1'4!•r Jllant 4ec0111-

•is&ioning c;Qsts. (Staff Exhi~U:s '~ •• 10 and llh. '1'hese 

stu1:Ues were used to provide the l:!e,lilt PQssible e&tiJ~iltes of 

t'be future ®sts of the decOI!IllltsaicoJdll9 options. '1'he cost 

esctilll•te!S, along .with otller cr1tea;.f.-, •re used to !SeleCt 

the lllQst villttle d~Otallli'ssionlAcg ~~t~• 'i'"e ·~~. ot tcbe 

•e.leo.~.a .option w•• tbtm usea t:<> .,fi!Velqp the annu-.t .:tl!ling 

funct cM~oun.ts. 

The 111Clttt8 Of the sinl{ln9 fuliG •ethCICJ.- tlle.deCDil

~£:••~ontng opttons ana the c~:~s.t eat:.t~&tes wer'!! tfle ~:teet 

l)f, .n extensive certification bl!l'ar:i~ "tore the· Minnese;!ta 

~,(lfSP ••· '1t liP• s-aJ "thiQh tnotu"~ .FUticlp~~~lbJ 

'8e~ll~nne8ota·SRff ana cons...aet cf.tcmP• '!he tat.U .~ ..... 
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presented in this south Dako.ta. ra.te case was finally adopted 

by t)le MPUC on February 26, 1981• (Stllff Ex. 12). 'l'be cost 

estllllates tt.ill receive per:i()()ic futu'-'e tev.iew. 

'l'he decomtss1oning cost er;;tilllfltes were develope(!. 

by ®Dsultants with exitensive expedenc:e ana expertise• 

(NSP Bl(. 7, E!P• 7-81~ 'l'hey were per;fpl'mea using a 111inimlilll 

~al!eplu,s c:ontingencymethOd, which tscllll!tomary and 

•PPro),'riate for engineerti\'J et>timflteS; •Pt siJ'lgle event costth 

(~Sl> Ex. 7, pp. 9,..101 Tr. p .• 242). !.!!:he t)e&:t estimate of the 

f.U.tl:lte COSt includes the CUIIUIIU1atfv.e .. e£f.tCt of. the 

vari11l'bi1ity of each t.fl&k, .which for 1:b~-e' sl:lldies was a• l:S\ 

tot;lll v~tri;abiltty or ·contingency f;sc:t()r abQve the miJ~bitm 

base l!IIIIQunt. 

'l'he company~& t)c)oks mun nQ\f t)elltaintainea :in 

•IX!Ot>dllntle with tile tU>uc certifi.cat:iliJn l;>rtiler. It llPPI!!ilrs 

that .. unless some deV.tilJH:: tes.u1t OCICilt.S• tn sout!h Dakot11•• a 

udfotll\ set of t)c)olts• for all j!ldl!di(;:l:i.on'• wUJ.· ·bill· aebi~ve<l 

for .these .atleounts. ..(Jf$P BX• 7, Pp• 2:..,~~· '.lir. PJ:'• 3~""32:?)• 

Gi.tt~Jithe o!'#erau llg~•ent on the.ain!C:t.tJgfulld.ae~bl;l!i~ it 
~ -- - 0" -, - - - ,_ 

\IIQ!ll4 ~ • ahfll!le to ile•tf.loy t.he •"~#~~i)'FY of M.i;J~~ 
.. 

.a~9l,JntJ..I\~ ov~t: C)J1e ~-~mmt ot t:.ll' ~'~~ •11HJ1~~~· ~-~t 
~~c:t!lli(tly a Q911ipql1e~t; l:tt.at: c:an bill (:eJl:!M:~ in tl,te ~~t~'t~ 

Pflt~~tc: .c:•f.i't.i.•fi<:a:t-19~ pr:oceed.in9*• 

... r;. '1'9'1\!@~' ·Jm• auggest.e~;t;~t; t.ll.e e!lti~t;t!ll. 

deq~!IIJOii.Mr•ion~ng ~~~t :~ te<luc:e4 l:!¥.i~.i.·'.,n· t:.hi.s eM~· {r;e~~tue 

ll!!~~t; ~'" ~tte t;t!ri:l:: •Y:•~ .t.a f•U2,tO:oj;. ~~·· .P• 32,•_,:,. ,t~:;:~~~t;)l 
)..;i;;tZ~~, .. II i(Qt.p~l.it.tmate f>,f;~~~,jf~·iioni,.f"~~j\i 
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(Staff ~lt. 1$, p. 7). His assumptions and rati<ma.le ate 

stated at pp. 11-12 of his testimony: 

• 

.• ,.JI. .. •.contingency' allowance. s1,t9gests t.hat 
t:bete is some uncertainty in the 

:i:!i~i~:~~:i:~n~~g cost estimates. B.ut itld:l.catel! that the tm9ineering 
could. be either too high or 

. In the abl!ie!\ce of sPI!te q 

ve evidence. t:O. tbe c()nt:;:ary to 
cle!llloJllfJb~at:e tbat the aetailea estimates 
prepared by HES are wholly o'r, on 
b.a1ance, understated. by 25\ it ypulit 
b~ unreasonable, {n my opinion, to 
as11.ume that this is true. • 

In other YPrils, at this point Mr. Towers was of the opi':n.ion 

that the !:lest estimate of disposlll cost:, n(>.t. one that was 

too high ·S, too .low Should be used. ('tr. P• a:t7. l. U.h 

.Mr. Ewers test:iUea at lengtll·blsea orr M.• 

famili:arcit:y.l!fith nuclear projects engineeri,.g e&t:illtateis ami 

the NBS t~t:udles that the bisse•inimum. ~nts,.re,not:~.s;t 

elltilllates" or e¥pect:ea values with a l'.ang.f!! of bi.ghel' or l~er 

possii:Jiliti'es.. The evii!!lenc:e clearly eat:ai:Jl'isbf!!s t:bat Hr'• 
'l'Ower•.s Ullum.))tion was simply not correct• Ii.e fltatJI!I (IJ.\t •• 

pp. U3-,21U: 

j;,, ''" 
5c i 

~g. 

A• In my. qpinioli, yell. 

0• Wby i~ tJI!it1 

~80 
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p!;!,Oject; • • • come in under the 
estimate.. Tbe VCiriability has always 
bfien 9reater. People are .or'!! 
optlllliatlc 6;))()Qt the price an4 the 
cO&t Qf (loing thes.e operation•. 'l'he 
var1~tb1Uty a£ evidence4 by the 
ltftti••t:e is all .one sided. n 1ls 
•inus ze~Q/plus 25t.• 

Mr. Tower$ wCII! ~t: acting 11aproperly in raising the question 

since the fll.ct that tbe base estimate was a low point, not 6; 

midpoint, was. not known to hia at the time (Tr. pp. 315 .. 3lfi, 

318 .. 320), and be ha.s no personal experienc:e witb the 

deve~o~ent ()f eng,ineering el\ltimates ('.rr. p;, 3l.4).. 'l'be 

COmpany, however, halil conclusively sbown the error in hia 

aasumptions and s.attsf.ied t!te test set .up bY Mr. 'l'owers ijl 

.his prefUe<l testimony for the inclu.sion ot .the contingel)cy 

.fCic.tor in the total. dec;o•ission cost u$1\id in this rate 

case. withobt tbe coptlng;l!l\cy factor,. the eliltilllates ar' t.n: 

fact under,sta'teO. 

Mit. 'llowet:s~ cllange during ttte .f!earings to re<;~ 

mending a l.ow.-end es ... i111a"t.e xatber tllan !l.btS:t estimate 

('.l'r. 3~2-324:),. knotting. that i.t woul;d cau.se uniJerr:ecovery ~~· 

the cQ~Sts <'l'r. .p. 325) is inter.elilting, l;lut. .no.t eredtble• 

'J.'he go!ll of t:be }troce~ur;e .st.to!J:l~ be to use tbe 

best •1tatl.able estimate .of ~uture de~i.SS:ioning cc:>st;s (~t...-. 

p. 317h ~r .• 'towers cor.r;ect~)' t,ecogniZ;.~ that. the b.asi11 ~( 

.the sinkcil'llJ fund ·metbqd is t:bat, •'rb>e. Cl;l!e~JI!I\188'ion1ng CO.'t 

shoul4 .. ·~· tep()vered fr4l!ll eurlte.n't r!{te\)il,Yet.J• 

Dlicl)l!llll,joa~~pnl'ng ta an i,J'Ibe:t•n.t patt Qf>~e p,tants· an~ sb~!-13;0 

·bfi•·.I>Qtjll\iil)j. tbe pt:es~nt ~~epa,Ye~lf"1'4!i:l>c~~-.'~netlttlll$ >~~~> 

A- 81 
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underestima~ion of deco.ai:Ssioning costs ovec the life of 

tbe plants will impropecly &bl,ft a large cost bucden to 

future custOI!ers wbo wi.ll recehe no benefit ftc. the 

plants. (~ .• pp. 247""2491 U5-328). staff agrees w.lth the 

principle of current recovery bllsea on best cuttillla"s• but 

violates the pd!lciple by cl.inging to a mist.,.kert. ac1justment. 

'l'he eorrectness of· :the deQOIIIIIIissioning estiutea 

wi.U not be finally deten.:inecl ill: tbis case, but are aubject 

to periodic review by both> !:;hill: C:O.ission aft(~ tbe IIPTK: for 

update and correction as new· illfotllation becollles available .. 

(NSP Ex.; Pll• S, U; ',l:'t. llll,. 214.,.215, 2.41-241). Qn the 

facts avaua!)le to date., l!lst''S eiJti .. tes of 4~ .. iuioning 

costs are the best eStilll<ltes ·<lv,a.ilable, aft(~ these ind11c1e 

the 25\ posiotive contingenc)',. 

BSP .bas devel()pti!c'l •• .sopbist.ica~ pt:oetld11re for: a 

fail: sharxng of t.he filtlll:e d~cOIIIII!illsiQnt!l9 c:Osts ·ba'Sed on 

conser~athe estimates, wxt;h •a resu1U1Jg ov•r:.I4:L dec11ease in 

CIU:.rent revenue tequhements,. :rt. woula be Jlml:t llnf.air for 

t.bi.a eo~~~~~tJ,lliSion to reward those dforte by guu.onteeing an 

unf,a.i.t &Qting Qf those Q9•ta.:.l1,:tgummi119>~ tile ll=oll!'lta 

by ac10Pti~ $t~f• a. •istalten· lQW .. ua e:sti~~~cJ~e~· 
D. ;&etu§ IncO!'e 'llaxi.Bxpe1lslf• 

fll!ll98D .aajus.tell· teat ~~f. fll:ecl .b¥ the C:OIIIpoy 

$11cLwe.rr aJt a<:tual inCQllle ~· cex,ea.:e ·c1~~~f!l.~· ~1111119 t~.e 

•t;u,a.l ill;~ete.•t •vai;J.abl:e •• a tllx ~ed.u~it~9J;:~ fN$P Ill, 

_., •PP• t'-rso.h ,&ltbougb tbf!l.te tea ·.·llQ •.~~~!'~~~ t;e•ti~y 

et.thex: Hsi lr:Q!Ja or: Dr:.. Jli.l'Sc.m•t Staff .e:illtl:i'l·~ ... .Usia • f~ 
.. ·.··· •.·.··· ... . . . . ':! . .·· . . .•... ··· · ..•... ···.·. : :)~ > • . ·.·..• ... . .. •••• , •• , 

'tit.klu• in~• tax. ••,en••· .Q•.•4 ~ J'P~-J~ :.~w~e 

• 

I 
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"edudttons which do not ex.iat ln t.h.~~t real world. This 

ad;i!lstll!.ent, i.n addition to bein!J llrii!I.!Pportlltd by credible 

te11t:imony, makes no common sense. 

Staff has consistently advocate<l the absolute 

fairness of flow through treat111~nt of income taxes, stating 

.thi!lt. cus tomera should pay act:turl inc::ome taxes, not some 

other amount. The Company bas agreed that cuatomers should 

plly actual taxes, but on a normali21ed b.asis for fairness 

between present .ana future customers.... ZJI tliis aojustl!lent 

tne staff is su!19esting .that oustqaers be relieved forever 

.Of the.ir obUgation to reimbur.ae tile CQJ11pany for the actual 

lllCQ~ae tax e!ll:~nse. (NSP Bx. U., P• ~3.t 'J!r. PP• 554-555) .• 

:01'. WUson can .. mJ:ke whatever recoDIIllen12atlor~ he wishes abou.t 

the cost of capital. The COIIIJi'anY lin a dght t.o recover an 

expense it is legally tequir.ed t.o inC:ur~ 

'J!he resul.t .of allowin~ the adjustment would be to 

aep,:ive the COllipany .of a reasonable .op.por;tunity to earn the 

al.loWI!td over•li1 r~te of return on lfh•t:ever .real. or iln9inag;y 

basi'S it: 111ay be deriYf!d. (T.r. 552"'$6~1• '.!!he. JJ4jptoprtety of 

tlij,S B\19QeS:tJ!!\I: txC.liallion of d aet:\1~ ttlX 4till\)el'l~e ij 

~rr,ectly al'l~Jzed bY the H:atr.ailltua i;tt tbtl ~~~i!d:cm :!! 
Jtaun Bl:ectdc DiviSion of cit.izu~a. Utility co .. ~ 30: PIWth 

2~9.. 324 t!Japi.i I'UC 19791: 
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overall capital costs C!nd .d.ecreC!Ses 
the revenue requirements. The 
county's proposal to increase the 
interest .expense associated with the 
hypothetical debt component to red11Ce 
the amOilnt of income taxes to be allowed 
c<~nnot be allowed. 'l'be reason the 
county's proposal is not acceptable is 
because U:s .proposal not only creates a 
fictl·tious income tax liabUlty which 
reduces the income tax expen.se and 
revenue requirements bu.t after .the rates 
are pl,aced into effect,. it also reduces 
the income available for earning a 
fa.ir return becauli!e the. income tax 
liability lEI substantially hi9t!ei: . than 
that allowed in the rates. In effect 
then, the tJltes are dE!signed lilO that 
the CQIIIpany c'loes not have an opportunity 
to earn a fair r.eturn. we concclud.e tbat 
the county's pr()posal is unreasc:tnable 
and cannot be allowed. we furtb.er note 
that the co.urts have always c'lecl.ared 
Sllch a pr®edure as that proposed by 
the county and adopted by . the c:()ll&umer 
advocate to be lnapproJ>.rlate whenever 
a C!OIIIIIIission has attei!Pted to fc:tll.ow it .. 
Re Diamond State 'l'eleJ>b• eo.. (].954) 
48 Del 3l.7 ,. 3 l"OR3d 255~ 103 A2d 304J 
(1954) 48 Del. 497, 5 POR3d. 493# 1.07 
A2d 78~f (1955) .. · 49 Itel 203, 8 PUR3d ~116.~ 
113 A2d 4a7~ (U59) Sl Itel 52~t 28 l!Oil~!i 
113, lU A2d 32b Gene1':Al Te1t~J>h. Co. of 
Ohio v Ohio. l!ub. Utilities COIIIlission 
<1963.) 174 Ohio St 575~ .9 l!IJR3d 26.4, 
11Jl.~~2d 3.41; :tndiana Bell 'lel:epb. Co. v 
I;ndiana l'.ub. Service C~tasie;tn (In4 
Ctl: ct.l952) .93 PUR .lfs 48gr .. (U55). 235 
Ina 1t. 11 PUtt liS· 209, UO U2d 46'7: 
Geiler¢ Jel..J>b. c;:o. of tlic:bl:gan v. 
Mlcb.lg~ :tJ:ui:J• service p .. i.si~ (197'l 
·- Hlch ApP -, 21 I'IJR4'tll S.~lr 260 ·llll2d &74.• .... ... . 

i:tbe ~ggested ac1~11&tlllen.t qounts ·t().a $67,000 ~altt 

1otl!Sicb is ill.eg•1 and i•pr()per. (Jl.r. pp. 5U .. 562}. 

Meat of thl! laws enactl,ng :Ubera1izl!4 ~~t-ti~ 

to~ tq J~Urposu require that tt!e ~·••• p~tyabl.e re,..~l,..a .t() 

~be .ti:..ing dlfferent:ea betweer~ tax and boOk ltv4iiiJ a 
... 25 ... 

A- 84 



Filed: 10/2/2015 11:12:30 AM CST   Hughes County, South Dakota     32CIV15-000146

deferred and flowed.-baek over the life of the investment 

genf!rating ttte talt bendit.. The dehrrals are cOIIIpUted at 

the current tax rate!l! in !ilffect. For J~iaplicity pur~•lll• 

ana cost Savings. in. rei;IO.td aanageaent,. f~bllQk$ aJ:e al$0 

coaputed at the eurt~nt .tax rates in effect by a proCeC~ure 

wld.ch the PERC aU.dlt $taff hils found to ~ adequate ana 
fair. 

Effect:i.'te \Janu~try 1, 1979 t.bf!. Federal t:aJt r:ate .w.~ts 
lowered to 41it from ~et. Staff has .pr0posed 11n ad:iull.tlllent 

. 
in s;taff B¥hibtt 23, PP• let-11, to a!liOrtbe over thtt~lli 

years the difference·· bi deferrals IIIAde at the :reaeral tl* 

rate. of 4U, ana wttat #I:J.eY Wf:luld ha~e··bf!eli if the taa tiltt~ 

had5 been 4~'• The l!!ftnual ""'llount Of tlfat adjustaent i~' 

$13;3.,(1(10 .• 

COIIIpany and s.t;aff agree O~J.t:be basic issue• tll<lt 

al,J; tax de:f.erral.lS. 111~1 be flo~ted-baclc tc:t !:be ratepliy.r:. 

S.t.ff and Coqany als.o 49t.ee that tb:i:s adjustlllent ill ttte 

aecond year .of a three yaar aaortizatit>n as proposed in 

1''"'3·353. tt .i;s the .. t1.llle .of the flO!fback trbich is i.n 

•!lest:ion.. &tat~ pr:~~•e:s tllat a i•' j,:nct:ea.nt be. q~::a~r.J .·li:lf~ 

.tlle'. top of a1t ~et.ei!5E"ab .ae~e p~tQt .~Q\.;J•n..-ry 1, li$tl':* !Qii! 

~lowC!IJ~J)ack ove~ tllt:~• l'~t!i!• CI:)J!pJI~:J;. ,~lJI.IIgues ~t,. • 

t*''BP.Il!ill 

Ft.~•t;. ll'lie ~qafany t• C!Pl'l;.e:n~.l!y oper.at'in9·•,i!til • 

,pr:e>Ce!J!IJ:a for :f1o.W~J!9-ibllck cle~·~~.a ta~lla .W,b:icb .in. :it• 
.,.,.fi~l:o.n ~ttabl:J; ttelitll rat~ay~ ~~ ~.any ~lik•i,.. l'lle 

~ ligatl\ Sta£~ t~ltif.aul' ~If •~If''-~ ~o c~aij:; 
C$\ '--" _____ ,,--

~t.l~~· l•SP .-., 11, It• ,,_ 'l'lte •'i~l:t:,c•at:jlff Wf· .. 

-2'~-



Filed: 10/2/2015 11:12:30 AM CST   Hughes County, South Dakota     32CIV15-000146

i 
I 

I 

obj~c:.tlona upqn exam:l.ning the procedure thoroughly. 

~RC Order No. 144 addresses excess deferral• 

extensivel~. Pl!!ges 7 and 8 of NSP Ex. 11, guote frat thia 

source. ln short, •any disparity between tbe actual tax 

effect in the year the timing difference odginates a{i!i. in 

the fli!llt' the timing cUUerence reverse is a noraal an!i 

inher,ent part of t:h.e •c!:'li:>U.nting process". Staff's proposal, 

at.adtlit:ional ratep4yer exJ;~ense, would cause a disruption·<>£ 

the l\C»rmal a~oundn!J }'tl)Cess which already guarantee• tbat: 

every dC~tened tax dollttr will ba flowed""'b•ck to ratePat.era. 

Second: lif ,a:, tbree year wri.t:e,..cJown of accUijllll"' 

laud deferrf!d taxes tes\il;ts ':rom a drop in the tu rate, 

wha,t hapJ;~ens if the tax rate incr:eas.e.a? t'he answer -uld be 

to infla~e prior aCCQliiU1ated cfefeEJ.'eiJ ~Xes by bi!PQJiing, &n 

UIOttization of the aPJilr<:~pdate BIIO~nt:• :.fa~· can be J~Qn. 

either iUrection is an ac!lllinistEat.i1t'e beaa.ache and rdQ!ts 

in incr•as•4 aaa.ini5t;ra,t:ive costs. 

t'o reiterat•·· in spite ·Of tax rat:.e changes the 

c~an,v uses a proo~~· tbat: guar•n~e!:t~t. tbe £1QW~Nlck. of all 

de£erz:ed tax dollars .. 

pc.,. Repair' All.o.Rl'ICe AJ!!rtiza~ton BedOd. 

ln recent negC!ti•ttoil!!l.• -.bJter#ent to an aua~t, 

the ~nteEnal aev~•• $er.vic:e dislll.Jr~ed -~8.6 million 1'11 

tcepat:r filOW:Ilnce tll!l 4erluc:t:ions ~~~b t;be c~y ~it i.n 

t}le yeua 1975-1979. ~be coapany ~~o.-. a tb:ree f'U 

~Jiltio!l of .t;bt:lla,e. llisallowed·teallC!tlcms in IIISP lilcttibf,t: 

••.: """ 43-ts. Ct!lllpatlt a,nd sta~f -t~~''J.~ p:rinctpU ~>·~· 
ts:lu•:oat z:ate-:r.jt.j •bollld a. -~·1~1• foz: ~ .. :rilllltl 
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the Company for disallowed tax benefits which customera 

tec.eived in pdor yeau. &Wever, staff bu propoaed 

re~very over five years v.ersua C0111pan:r•• proposed thr.ee 

y.ear recovery. 

Part of staf.f's adjustlllent was. to deterllline the 

actual amount of repair allowance ta.lt bE!nefit flowed through 

to the customers. The COIIIPany does not object to that 

rationale. However, rates actually prpdatng the tax 

benefit have been in effect approll:illla~elY 3\ years si~ce 

March u, 1978 (S.taff E"'hiblt 2$, p. 4; <>f 5). COlllpany•a 

position i.s that recovety sho.uld be based on a compatable 

tillle frne.. 'l'he CoiiiiPany and Staff .qr,e~ as Ms. Br<*Jl .•ates 

at 'l'r. p. 5<2B., that benefiits disallOWed .should be returned 

to the Company on the ·~• ba•i'•· they t~!i!re accru•a~ 

~n addition, sin~ Staff teco111mends three 

years ·for excess .deferrals, the co~lSfiY <tecammends tbt~e. 

years; for repair allowan~e- Goi.ng: to •tiPe three yellr:: 

aacld~iZ:ati~>n W!:lu.ld :LnetellSe the revt~nue r,.,CJuirf!l!lent bY 

f-15!1.-:980 ov.er s.taff'a r~endllti!)n ~ ~he t••t ye~ Wb~1* 

r~~iilJ. r.,.enue ~911:~ts st~.t:l'§:. i'lf.nec ... Per ~,: 11,8.,. 
tut.4a of 1lecf!l!l~r <~f .l!J&ti • 

. Cfllllillunlcat:i'ona .•.. s~ense:. 

~· C!o>J~PnY l~lild • .a in ttl• t.~Jt year e~nJ~tcl! M 

~~ ~q.r; Qolllmuntc.a:~~~ .. f,!xp.tnaes aa~:t~lP.~Y ~~~n•a ,f.~ "~··~ 
w .. ifcll :p.t~J.bea a.irect ~ne~ita to tb.• t~t~~et•• CJrtSP J(x•. 

l,; ~~ .. ll·~ 'l'tle Stalf .a:aP»Q.r:t:.ea tbe .}'fiC:)!,I'•'i.on «:lf Ql~.,. 

t.~.~~ij~~~~·~· .. t .. ~• -~,tii;~b .~•. ·--~·QI l;t.~tf:*~;~,l~· 
~«'el~~·• t.q· .. enervy ••"~' l'Df9J:II&tt~:. t••lnt<>•~t~lij~'s* 
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customers make decisions about the purchal!le and operation of 

appliances and equipment 11nd informs them about the local 

ener:gy suppl.y si tu11tion lls it relates to their fuel choices 

an(l consumption patterns.. (HSP Ex. 11, P• 29). These 

collllllillication efforts benefit customers llnd should not be 

excludedfrom the cost of service. 

A utility bas an obligation tQ maintain contact 

with the economic life of the area it ser~es., and adver .. 

tisln!J is a prime means f.or th•t contact~ P.ennsylvania PUC: 

v. tor·lt Water co .• , 78 PUB3d 113, 134 (Pa. PUC 1968). The 

test year advertising expense is not o.nly rdlll:ed to beneti

cial c()lllllluniclltions, but it is r.easonab1e in amount. The 

type and 9uantity of advertising is a •tter: to be decided 

by lllllnag.ement. such expenses should be a~:rutinbed by t:be 

C()llllllission but not r.educeli unless it. cl•llrly ap1J4!ars they 

snwland•'l!elephone and 'l'elegraeh ca. v • .Oept. of fubliic 

UtiUties, 2'75 N.B.2d <193• 5l'7 (MI!lsE&.. 19"11.).1 Wellt. Ohio .Gills 

co. v .• ac of ohio, 29<1 u.$. 63., 12 (l;t3s).J centl.\al.Maitrii 

Power CO• v. PUC, 1'J6 .1,2(1 726 (Maine 1;95~11 l~etU:.lon pf .. l!ew 

Enilllnd!'$1• and tel. Co•, 66 ti,2d us, l;{$ tvt. 1949); 

·•· ·Donations. 

'l'~e Col~Jiillllf bo n;ueste(l re~er~ of f43;.&3'1 $n 

test te'"' donatl~~· .to llel«cted ben~tf,i~l;llries tn tbe Sputb 

Dakota •et'l'lC« al'ea. Tbls ts a reaao~~~tj.~e amount, t~:g.etec! 

to. ~elit tile ~stOlllerl$ and C()llllllunit)"-c~ a \idlole, enl! .a.n 
~drid.•k•·••~bQI.\e fol.\ a cot.p:Jr"l~r;il_.t. of. tll .. i.;fij.t~~ 
Da~pta ~~~~~~~. c¥sJ* .-. .a, pp.o l~~~j;~ 7t~e••·~r 

~,;; 

-2-9• 

A·9S 
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organizations, sucb as ttie Unlted. way, de)>end 111>01\ corporate 

as well as indlvtc:tual contributions, and a eh1mge in 

bistorieal t!<:ll!llllission practice wUl assist ut;il,.ltlell in 

,.sal.sting the needs of these worthwblle org•nbatle>ns and 

their benefi:ciar:icls.. (NSP Ex. 1, p. 10•11). 

l<ll Staff points out, these contdbutions are not 

absolutely' ell8e~ttial to pz:ovi4lng utility .i$ervip to the 

area. 'lhe ~::eq!Jests for donatio11s COUld be turned. dOW!\ ana 

l.ife for ~l!'td>f us would go on. At a time when gover11lllent 

agenc.h!JJ. ate pnder financial. preaaure to curtail aocial 

prog.raliiS, however., it ia importan.t to encourll41Je 811PJ>Ort of 

private. ag~nct:ea by both c()rJ>Qrate and indii!l'Mual ettisenlh 

(NSl' Jl![c. .11, .pp. 2.7•28) • 'l'he Collllltisaion .can do this by 

beg.lnnlng to allow reg.ulated industries to .rec;c:»v:er SOllie .Of 

their el'l.-rl't:abl:e dQnation• throu.9h rat:es. (R$J sx,. u, 
p .• 28) .. 

I • Resp!:?naiv:e Adtuatments. 

1. &tafif 'l'ntlmn¥:• 

tl.'be reve.nue. gap caused by the rl!!liance on a 

1980 test' ytar t:o set ra~s 'fQr 1982 walt a4C1rt~II1JI!!cl by S.tllf'f 

witnejs••· 'I'll .rnJ>Qnae t:Q 1;)rol)ing q~o~eat;l~»_. b¥ tbe 

COllllais&~'O.rlr '*" • 'l'bl!lera ~n~:ur:ed berpnd thi scope t;>f bis l>~~,;. 

parec!lt;e5t:~ny.andc!!Is~u.sltfi!~ the posel:btl,;~~ qf c~~l.ng'i:\lrtl: 

reven~o~• EJ!IP thro!ltb a ~re t.ll!>~ougg .Pr~•• ··e>~ l:iistor.t~•a; 

ten )1'1!~~ •'*'iu~~ent f'or ~ncrirn and ·---~~bl:e: c;b~nge~•· 

Al<t:b~~>~pb; ;to1~1! a .pr®e'I$Ji ts i:I.I!.U.kely t:Q ~tif~e ~he gap 

_.d.r-1'! ,~~:.c P· cos')'" ~· c••.ny .tt•~~~'~ref&Jii.J,.y tie> l'l .. .. . .. . . . . . ·· ... 

ei:l.gg~"~{on8o,nbe1pin9 tbe dt:\lat:i~~>n• 
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In past cases involving NSP and other 

utl.lltiest t:!l:e .Staff and commission have been very strict: in 

t:be appHcadon ot t:he knr:>wn and measurable change test. 

The result 11111!1 that grl'und was gi:ven only griJdgingly. For 

inJ>tance, an inflation ad:Just;lllent of zero was often allowed 

when the applican.t was unal!le to establish a realistic 

.inflation factor wltb suffic:ient "certainty". {Tr. S67l• 

In Cllsc.ussing .on the .rec.o.:cd the need tO reCIIJc:e the revenue 

gap, the ec:upany heaJ:CI or aens.ed a new willingttess ott tile! 

part of tbe lil*'l!ff lill'I.Cl the C'<>l!llllissiQn to lUke tbe bistodc:.al 

test year approacb wo.rk better. 

It was statf:ld that .there 1• •no .l:iai.tation on 

the number Qt the kinds of known and measurable changes thl(t 

c:ould be rec~nized' {Tr. P• aB9l, that cb!lnges occut:ring 

up to the im.element!ltion·Ciateo.f rate• andl!eyoncJcou1d be 

re.cogni.zed. in ad;tusuents (.'t.r. p. 40U, aM t:ttat .as we 

progress thr0119h 1981 addidonal changes can be 1'ecognized 

('l'r. p.. 404'). We w.ere told. that vit:tulllly all. expense 

Cllltegories are candidatefl for ad;tustmen~&; right down to 

pendliJ and r~be.r bands. (J.rr. p. 398,..4!l0h ar. 'l'owerc 

beU.eveCI thatwi;th suffictent•a!Jjus•en~ •. thl! 1;980 ·year 

could •be 1118.4. to look a lot itke • 1981 fgt~··t year;.. t..rr. 
pp.. 391!, l9.tl~ Mr • JlislC!'II' e~tl()ecJ the. ••• ••Pitat:ion. 

('tJ:. pp.. 626 ..... 6~7) ; 

•o.• Aa a genetal. .Pt'CI~~<>B:itU,n you 
fa¥or ••••• ~Pre.l'lens:t:,e .. ·... . . 
aCij.us~~ntll. all.PQ111l:ible ·•:l.t:bin 
your ·pl;'!lJI!I!\erlfJ 

.,.. ,.. 10~11 .•• 1:.btt.J C:llJ'·f:!e 
reasom•~Y lllttaf.uted pndel' li~ 
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changes, I thin1c, . I see no 
reason why we can't aeeomodate 
those changes, if considered 
proper. 

g. Now, known and certain at what 
point: in time in this case? 

A.. Well, we'd certi!!inly H!ce it. to 
be .known ani! certain before the 
Order hilS com •. C~Qt, but the 
Staff bas.aeee~ted changes up 
tbrougb the. heildl\9 time. I 
mean it wou;l.~:l·.~·· much nicer H 
all the adjusl;lllents were known 
and measurab1e.when the case was 
filed, but in • lot of situations 
that just ian.~'t the case, and we 
have accep.ted adjustaents a• late 
filed exbibits to rate hearings, 
rate cases.• 

.'to cap off the disc.u.ssion, Staff elllphasi.zed t:h~tt it was pri

marily the burden of the appU~Ilnt to ident:Hy ~til lllliltY 

lld;justments tP J!!Bke a historieal tes.t year as c1®e1y 

representative as possible of future conditions ('l'r. pp. 

391, 409i to mtni•ize the revttri~Ut gap problem. 

z. COIIIpanr ResponiO@• 

The company lll!lilt do all it can to reduce or 

eliminate chronic sbortfalls in .earned return. Perhaps for 

this calle • •rycomprehensivtt. lldjulftlllent ptoc;:•as i•a 

rtt~~a.PMbl.e .sub•titute. for .a to~•a.t year gJn.. t:~e oonser

v.•t:l.ve leve.l 'Of the r.equested tate inct~ae.. 'to .-t the 

cf)lllllenge pt~"·ftht~a bY. tl\1~ .oril'l $taff· .t:estiiJiony.· .the coap&ny 

~II!Rined dllta lll;teadY a part o.f tile cue whicb C::OI4,d .be 

i!Setltified ~ recognbed as ~tecf!tslflii'Y cb ... gf!s ·~·· the 

.Jtt•~dcal·t:e•t yeac ·~ sill~at:Ct futurll C::On4t~J,.~IJ8· we ur.• 
. . 

~~"~ tio ·.·~;t.~·. out u: st~&Jf,•·•·c•~·~oj ~t'e;.~~.t~ 
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adjustments to reduce the revenue gap was a sincer:e new 

~!Uon or mere posturing. ('l'r .• PP• 628-631, 637). 

Mr. McZntyre prepar.eit H$JI BXblbit 20 using 

~ta which bad previo!lsly been intrOI.luced into evidence • 

. {!JSP<~x. 8, pp. 14, 18-19; 'l'r, pp .• 6371 6:40, .643 ... 646). Be 

stai:lld the reason f<>r Exhibit 2.0 ('l'r. P• ~31): 

•z believe the dommiasiC)nyesteraa.y 
expres.a.ed an in.tere!!lt in determining 
if a<'laiti<>nal ad)JJstment:s C()llld a 
made wtiiob ~uld allO!il ~e .actual 
retUt'n .earned to I'Oote c:!l'()selY 
a.pp .. ·••.r. ox. im. ate. th. at wb. i .. c .• b.··. th ..... e. G.·~.· . ·.. iss ion wiU eventually allo.W• \'he limited 
additional known abll meaSIJrable 
cb.angell lrl'bicb I've qt.tJ~t~fJ;•a are 
l)fferea aspossibleaji)ll.ents in 
tbitl ·ct~t~e in. resP()nse' t:Q f;be interest 
sbQWJ1 by the Gomllltli!!li<>n'~d:tbe 
staff to have this dater avaUable 
to t:bem•• · · 

'lbe tbree ad:Jus:tments qu:antif ied lD.. !J$1' .'lldtibit 20 do not 

llo1ve tbt revenue 9AP pr0b1em, bU:t •if adoPted .,.til consti

tute a .sillcere att:e111pt by the CofM!iSsi(>n to QleUoral.:e tbi.s 

¢btonic prl)blelll, 

The COIIIPat1y ill dilillil&yed at Staff's Objection 

to eOIM!iasion <:ons.ictetation of tbe liS~ -lli.it 20 ~!IJ~atmenta 

c~ing a• it does af .. t~r a staff e!ll~tn~e tQ tbllt c._y 
tfilcsU.99efit JI!Qre alj!.lstmel\ts tfil .~· ~· b!atQdcal ust yeat' 

~t;e C.llrrent. ·Jt .. <~Dntlnul'llg· ol>:Jection. <:ll&ta d(lll~t on'Staff*• 

e¥~J:ealiE\d COJiimf.:-nt to --e tbe bi:StOl\ical teat ,Y~U pto

·~e~J:S ~tk better.... anc1 the COIIIPaD.y bQJ;~~ta tile ol>:t.t~.:U'cm yiU 

be lltopped. The. qua;n:tUiication.~n· in liSP B~ll>it.20 1• 

pteciaely tJle ll\19~tlitati.Qn the J!i3_ll'lilli•ltlo.. neella 'l*'' ~- to 
·,,' ,';:,:, ' 

0

0 

~~---' _· •• :.>: :· n _"-' : '

0

• u 

0

' : __ - :·.·: 

0 

, 

0 

"-' • 

0 

, , '-'"_n,,", .-·~------·_:::_:_·:: 
~.in c:1oainr tblt J~e\tenue gap wl;Uin the lll•tot:it;~ ~l: 
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ye,r process. 'l'he .conditional acceptance of NSP Exhibit 20 

and the related testimony should be.ude final. 

3. Inflttion Adjustment. 

'l'tut Comp•ny included in its Ulil\9 ..,. infla

tiPil .adjustment based Pn t:be weighted change in unU p.dces 

of expenses directly related to sou.tb lJakOta oper.J.t:ie>ltB. 

(ltSP Ex. 8.1 pp. 38'-39). Only one b_.lf or SOt of the calcu

la.ted inflation amount was used to insure that tile pt0PQsed 

ad;J!olstmen.t would bf!. very conaervati .. eand acceptaJ)le to the 

st•aff (NSP Ex. 8, p .• 39; Staff Bx. 23, PP• 16•1.7). Without 

the so .• factor, it is likely that tbe aajustment lf()llliS not 

b•ve be:ttn accepted by staff. ('l't. pp. 567• f$5.0).. ~n 

Stllff•!.s V:ittw, uei.rlg as !)f the expect.ell increase ill elr~z.tses 

resu.lts tn eppr:o.xlmat:il\9 the end p£ 1980 conaitiGns. ('l'r. 

PP• 56'1•568). 

As indicated by l(r.. ~nt¥t:e, .U~anc:e of the 

r-.S!ning c:lne-halt of t:be quantf£i.ed inflation·VoutJl allow 

for inflation of only :J:. Bill in Utfl.. ana an additi~al 

3 .. 16., in 1982. {'l.r.. pp. 650-&S;lh •llot even ·~ea91ln0tllics• 

is et.pecteato tedu~t~einflationtotbi'$.11Qdeat I.e'iil• 

C'lr. pp.o S.$~'""65ll• MQre re'aliS.t.iCilel~., thits adi:litlo~·l 

•lij}Uitlllent of· $28D,;():Ob. ('l't • PP• .65,.,.1!~1,1 liSP Blt~ ~., 1ICi!b• l) 

~1~ bdng tb«<! tellt• ~ar expe.llj l.e'~~ <QP .to a •~11--UI.t 

1\~v~l,~ approxillatlttg. those C).f a ~-~ t~•t year.,. ~t tllia 

l~'IJ'e.1 ~be e~tPB,.••• u~ld tstill ·.~. CIODJ&ervative ia 1l~t Of 

._. ~~r 1~, ll$1. p~C)babll! .e«~f,Ja 4ate fot te!lr r:•tes• 

t!.hille ··~ not expel\lit ·~l•t.-. ••te~U.e ~·~~~~··•Q4· 

tll~r•• •re no. offset:~~ sale• in~~~~·-•~. ~;!if~,.~~ ijj•• 
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full inflation adjustment will help to close the reven.IU! 

gap. lgnoring thls .a!ljustment will help contin12e the past 

patteJ;n of earnings belO\f allowed levels. 

4. Wage Acl:illstment. 

'l'he Company•s filing on the 3.980 teat yelllr 

included an adjustment tor January 1, l981.wage increasea 

based on December 31, UQ.ll employment level~> ('l'r. p. f51) .•. 

'.!:be UlJng and other e)thf.pits also contaln the budgeted 

Jal'!uary 1, 1982 wage incr,ases of lU. (Staff Ex. 15, 

'l'r. pp. f39~64:0, 655}. Staff stated on the record tbat wage 

incr,eases subsequent t9 the test year e«n be recognbea in 

adjustments relattve:J.y eaaily ('l'r. 405) al'!d that the January 

1, 1982 wage increase. could be recogniz.ea without objection 

if .known by the til!te> Bf f.:i;nal decisiB!l• ('l'r. p. 414>}.. Mr .• 

'.l:owerli .also indicated ·!:>y· w•y of exfllllp,le that a wage incr:.ease 

®cur:dng six months .after new rates ta1ce effect coul«l be 

rec99ni$1ed Py inclu(linli! recovery of cme-balf of the wage 

incJC.4!ase in the Elites:. ('!'r. R• 40ll· 

The 11:t·w'.ge increase, :W~~ not. a final 

nUll!ber at this tl:JIIe, .is. known J!!Or,e ll!er~atnly. tban at: the. 

ttme of the filing (.'l'r:. ~- 6$1) ana t..a tllJ!c be$t .ati,lllde ~f 

~e JJlagea tnc-=••e.. ('21:.. p, ... ~52'). l't 1~. in f•c;t, , .. 

cOJIS:et.va.ttve JJIIJ!i~~. ccmalaering tfle !il!ji:~~·r 1# llll ,.,e 
iJJ.c ...••. J:'ce. ""•.e wb. lab luls .. · ........ ·.·····.·•occ.. urr.ea. ~· >t'. ' estea the south . ··~··· , ·'····'···· 

~-~()ti ,I!Ottl'itn qf ,~~ a.,.l>tember. l•• 1,;(11ru:rease wa.~ 

t19P1~~ >f<lt. ~~~ r~r:a bY Mr. Mc:Ii~~ (jxhl~it - ~~5w 
-~~ ll• .,Md· l• $$.1Ji~0-'• 

• • 
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schedule 2 of NSP Exhibit 2 was derived in tbe 

same way as earUer test year wage adjusanents. ('l'r. p. 

653). It computes a wage adjustment .using January 1. 1.g12 

wages applied to end of 1980 employllleni: levels. As a 

result, it .does not account f.ot. any expansion of the worlt 

force. or offsetting revenues created by new employees .• 

(Tr. pp. 654..,655). use of tbi.l!l l!fage 1eve1 is akin to uffing 

end of year J:llte baSe witbOUt tb.e probleJII of m&tC!bing ~d Of 

year re:lel)ues. ('l'r. pp •. 653 .. 6~4). 'l'lii,• .QOnservatlve w•ge 

.-djustment totals $603rl04" 

'l'he .$50,000 i:nl;!re•se in teat year labor 

refleots OnlY tbe Sept~er inl."rease rel•ted to the 

annuaU.zed .labor expenses for those employee~~ on the 

Company's pay£.()11 as of llec-.r 31, 1.!1$0• (Line. 3 of tbe 

tbis llmount is the additional lllbor e~qse res..-ldng frQIII 

prOIItOtion•, alilaiUqna1 employees., w11ge rate cb.allges. etQ. 

RecogniUon of tbeae i,t.j!U. on an<abJ1ull1J.ed basis wo111a 

increase te.•t 1'ea1: labor l)y ~ aaatt.i~~. $1U,ooo. (llet .of 

U;ne!s 5 and·6· of late filed Bxbibb (WJJ-5) # ~ule 

lJ. 

'J.'h:ese lllll~llnt• reflect ·.t:ft~· ~~~al wagea _,.d 

s~l,t'ie' ln effect as 61 ®~<!bet:' .23, lQ;l •nd require ~e 

f@tbe~ 4<11usanent as de'll•1oped on aclijdu1e a of Bxbil:fi~ ~ 

in o#~e~ to ll®urately J;id;;t•ct tbe 1a~r •,Qens.e wen .t;fte 

t•~~ :fr~ this cat~e wt,'l,l be J.n effe¢t. 

;;: 
.'J 

acldf~~~na1 $112,®1 llbOU)..S be interPJ:~tt!J to l>e •reterlue 
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pr:oducill!J"., tbe weight of these actual 1~1:10.: expense dollara 

gives furtber support to tbe January I inornse of Il per

cent developed on Schedule 2. of Exhibit 21). 

Also in support of the reiUJonabl• nature 

of the. ll percent January 1 increase is· the current salary 

illnd benefit offer before thfl union of 10.:11 fol" c()JIIbined 

wage and benefit increase. Agr.eement between the union 

Bargaining Committee and .tbe company hU! been reached and . 

. it; is e:acpected that the ~nion membeuh~Jil will approve the 

.contract offer.. 'l'bis level. tdll most c«~.,-tai:nl.y be · the fk!Or 

of any ultimate settlement of tbe cont..-illlct and supports tbe 

.use of tile Coll!l>any pr:oJi!Osed •djustment. 'J!b.e increase 

included in the ultimate .. union settl«~lll«~nt will alsQ app).y 

to all non-un•ion empl.oyees. 

'In r:eviaing the potenttal ~:iultments to 

1ab9r, thCI c~y feel.a that it is ••••l'itt.al tb•t tbe 

September 1 .inc;:rease of $50 1 000 be recogn).Z:ect. n well as 

the •<S:Iust:ment of $6()3.,10<1 shown on BJbil:d:t 20•, Scbed.ule 2 .• 

WbU.e. t:be COJil*n,y believe& .aU or ••:lor pc:¢tl'C)na of the 

add.itional $'1831 000. sbow;t~ :on late n1.a •xl)tbit (BJN-Sl 

ila;e appt9~late, it would: fQrego tbat ~llt .l,f tbe ilattu~~ 

1., 198~ l~r-.e ts recognized• I:t;s ~~l.tl:on llfOQld ~P 

to close tile revenue ~~· 

s. r~& Aa:jastment. 

'lite CoiiiPa.nt ~:bii!U:ted Seh~Ql.e 3 of liSP 

axbtbtt ~If' il!l a <:Qr.ollafy to Schec1u1e .~·~· "'hU• schedl.ll~f tl 

inten(ll!l to LiWbQw the Cb~gea in I'IC. t·~·· on 'l--IlY. :lr 
)!;-, ,,, · '')_,-,,----- ----:,-·-,,-~--- ----

19Uio ('1'1' •. pp. &53-654). Hr. Mcintyr:e liD r•viaed Sctl~ul.lit 

!. •• 
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3 as o:dglneUy provided to reflect those portions of 

increased l!'l<:A. taxes which had already been recCl)gnized by 

staff as well: as a further increase in the FICA baae f·toa 

.$31,.800 tel $32.,40.0. As orlgiraally filed, tbe actual f'ICA 

taxes been use'6 on line 6 rather than the "lld;iusted .f'ICA 

taxes" as propC:u~ed by the Company and acc!!Pteil bY tlle Staff. 

'l'he adjustment. is COI!Iputed using .the new 

1Jtatutory tax rate applied to the payroll includj .. ng t;be 

Schedule 2 acl~uatment. The ne.w .ute and ba!>e are 1tn01m with 

cQmPlete ce::ttilt:nty. This adj:ustment is developed tl'OII the 

~loyee baae<l& of December 31, 1980, and ino1~des l¥0 

amounts for .llli!di:t:ional emploYees or "r•venue pt:aduc:iing• 

incr•ases,, 

The to.tal ad.justment per aevl$ed S~hedule 3 

of Bxbiblt. ...._...._ la $34,280 tatber t;ban th• $.9.3:,$!ll as 

prev.iously llll:ll;cat.ed. 

'.r);e®~ttical1y1 inc;rt:~lUJecl l'tCA taJt would a1so 

be aa.sociatf#!l .. with the $l._z,o:oo furthe;r l:a~radiu•t~tent 

developed on ~edule 1 of .. late fil.ed. c~al'l)' .Bxbibl't• 

(.,......5). ~:~r:.r, ··bec;,au&e of .·t;ft; inaign.f;~if;: ... t f#ffect, tbe 

Company ·has not q!Jantifiell lt.. 

6."' doncluai<m. 

>rbue thra ~CI~IIst:ments t<1t .. l:. '"~\It $'1'7.00.0 ... 

el)juatmJJilt·lll~ ~-- $50,Q!IO t~ $!182,000.. ••• 44dua~nta 

cann<:~t .·.by· ~gldv•• -.t, t.!filo l.~k ll'ke 19J~t the· year 

tbe .. r•t••~·WJ11 be in efljl.,~ 'rbey ooul4~ '~.PW•vet., eU•in.te 
j; .····.·•··.·. · ... ·· •.. ·.• > .. ··· . . .. . .. ..• •.. . < y • .. .... . . cc 

lbOui:. ll~~;IJ.f.. the 1l)entift.. 1l'liven.ue 9~ .ri.t. •'~' .. reuill~ 
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r:eqpirement quite similar to the unadjusted 19.81 j3orecast 

year. 'l'hey are. the ldtlds o~ adjustments tbat Mr. Towers 

stated can and flhollld '* recognized in order to provide the 

Cblllpany with a iiiO.!ie rea1ist:ic opportunity to <~tctuall.y earn 

the .al1owed r.etu:l:'n• f'Jir. pp. 409, 414). The Company views 

these adjustment101 as essential if the commission is serious 

t\l>!>.llt using hist;or'ical test year ratemakit~9 to produce • 

lair and rel;lsonal:>le resu,U:. 

v• RATa aAs:e~ 

A. surpll.l& Capacity. 

1. ,Mr• 'l'owers• s,uqgested Adjustment. 

'lihephnning, de$ign and operation of an 

electrical gener:At.ion &fstem to pr.oduce econl'ilmiccal, low co&t 

po!fer o.ver a lco~9 pedod of ti:llle in thi.s uncert;iSin world. 

reqpires the careiftll attiention of experienced managers and 

enr~:tneers. .'l'he :coP\Petence of the OoJllpany• s per:sonn:e1 in 

~.!i2Jlorming tb:i!s tas:k 1s eyidel'lc~ by generation costs. being 

IIIIIOM. the lowest;.intbe regianatld i't\'s rJtte& •ong the 

lQ'Iret~:t in the l!ttate.. A.s a geneJ:'a1 .-tter u w()l.ll!l see• thai< 

t~e C~t.ssion .stloltl;d enco~.trar~e ·•s,P tO OQIJtinue i~~J PJtiiPit 

Qf .t::l')e ga.al af' l:Q:w ~est::~ t~ili.~le ~w~r 1!\l.pplf.,. 

~;. .!J)Q.WetS bas J1(11 tr.iS:tnill!J or ell:f'e'rl'enC~ in 

till's fle1d. lTr~ P• 332). •e tills .pe:;•.lit::Jl;el:e&IJ ~en 

-~~adn~ in ~i,b~1\~ 'Pakc;,ta an~ ~<lui.\IJ i;he :Country Off.,t.t~ 
. . 

·a.p!1ltC~na on the ~~su~e~~tent j..f .. •e~tle~J. ~c:tt::l''• I:'t . ilil 

,.f;)t::f~l tb.~t 11\li 9.!ln sPe~tk •• •a~t.~mt on t.!Je !lllt>.it~~t. sis 

·.~~·t.a tn tii~~ .~se t. lnd011Pt~l¥n~•· in~~t~ ~ 
.1i¥l . . ....• · .... ·· .. ·· .·. . . . . . •··.. . ..••... · ..... •··•····••· . .. . . . . .. . ..... ···· .. ··•· •. · .··• ..•.. ~roper.. l,>:f ·~oete4 it. wou].d· ~·.l!tze. tt~e ~~ l\or gOQ4 
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mana9e111ent decis.ions and create incentives for management to 

pursue goals other than low cost and .reliable power supply. 

He sug9ests that aqy generation or other capa• 

city in excess of ~e ·MIW~' pOOl minbllwa reserve. requirement 

is not nee.ded ana no equity re.tutn should be earned. Be 

could not decide if a portion Of •1l pl:ants or a se1ected 

g.roup of peaking plants should be 'Qf.\andea •excess•. ~hough 

trained in economics, he. apparently g•ve no considetaUon to 

the complex cost consfQ.etations in adding and ret!ting 

capacity. Bis •aMlytiis!" consist!$ enti.J:ely of the. tllisuae of 

one so;litary power PQC>l .requirement ('ft.. p. l33h but 

resul.ted in the suggested large deli~ct:ion from revenue 

reqo.irements of o.p to $Sos,ooo. 
a. Existence . of .lUtcess CapaCi'tY• 

1,1) Misuse .of tL.\PI? lteser,ve Requtre!llent"' 

IIAPP requires e)l~ m&l!lber to lllatntain -.t: 

least a l.St reserve margin to enl.uJ.:e tbat no meml)er will 

adveriflely affect the .t'eliabil.:tty oJ the entin .region i,llld 

~:>tbet .lllembeta. (RSP Bx. 2, P• lJ .'lt •. pp .. 17'""18)• Bach 

utziiity ret:'f.ih$ t~.Ji!!:)ns!bi,lity ~J: •••111ating its ~" Jyatem 

~ t!l~t~J:ct~~lnf! the 1e~~1 and ty{)e ~' J'~Qtvea f<JJ: 9!l~l'!Qses Q~ 

m>t just: .J:el.iability', but a1t.o <:0111: mi:O:l111bation .na 
't!ft;l¢$ent ope~:atton. {RSP Ell. ~. p~ ~1 If~;. p. Hi • Hr .• 

•ets ba' lat:<=beq. c:m.t.o tb.e mtnte"~~ 'lleaeJ:ve a;~~-=e•t~nt 

~ ·lll~gge•t:ec! t~lf,uaf! aa tbe Ji!b:'111RU1l.;t,C:!!:;@.PtaJ;I1•' -~nt.>for 

~j~D,ill'.li~g. ptJl9s:••~ ~t · la -.n·. ~~~~~tf~~~~~t llri~ ,~J:~!i~Cl!).~· 
-~~~·· f~ ,,t~tlcgi P\11'~···' ' ... 
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As discussed belQW, there are compelling 

reasqns ~Jd.ch have led NSP to install generatic:Jn in excess 

Of tbe MIU>P minimum.. Even if lesser re&ervea were 

dedrable, however, it b. not realistic t.o expect a utility 

to have installed capacity precisely equal to the 111n1mWII. 

A. ~t:il;ity cannot be hell:d to such a standar(J of precision. 

An acl]ustment similar to that sugge.stea ·b1 Mr. Towers was 

rdecteu by the Federal Pwer CQ~~mist~ion ill the decillliQn 

lte SoUthern califor.nia. Ellison Co., 2.3 PUR4th 44, 5& (FPC 

1977}; 

"Because of the long lead tbte required 
for the construction of new generating 
capacity, .·Edison plans .yea.rs in ac:tvanc::e 
for the i,;nstallation of the new :capacity 
needed tQ maintain reU.a~le>ser.vice to 
its custolller.s. such p1annin9 i.s 
predicated on projection.s Of an;ticipated 
custo111er · 4 .. 111and dur;~;ng thisr f~t;.ure per.:i.od 
as well as estilllates of t.he. <i!aPac:i.ty 
needed to provide service . .r!l1i•b1Y. to 
this p.roject.ed demand. lit ts in the 
nat;ure of things that prO]ee\:tioM of 
future cir¢UJ11Stanoes are r:a.re1y:preciae. 
This is especially the ~se, >in tl'le are• 
of . electr.ic utility reU~U.iJ;ty where 
unde.restil!l-.tions of nee<le~ reserves could 
flpell disaa~er •. 

:tn this proo.eecUng, hC11!ifevel':r <:,hies ar.gue 
that ~· s~nerat..ing t:ese~v~. Jllllt9l:n 
experienc!ld .On B.:l.i.se>n' Ill $)t~,tf1111 durint 
the test periOd, being irj ex.ce.s• of the 
COJIIPJilY'•a ;Pl.annea goal, ~~l.d ,L'e!>Ult i'tl 
an ar:ti~tc:ially limi,tc!ll ~-te•.l'Jaae for. 
r4teQ~Cing purPQ111es whiCib <~Y r.eUecta 
coat: .£i.gu~ea on tbe ~~lif.of·.an u per: 
cent. mes.er:.ye 111argin, ratl)'er . ti.';an at tile 
actua1 26!16 per Cl!nt .r:eser:ve Jlllt.rgin 
experi~c.aa,. !be liiiPa<='t.Qf.cltles• 
ex~q1~e wmild be to reduce Bdtson•s 
net. a,.1QC;atec1 1.1a:te belle })i~~approdlllatel¥ 
$4 m · · · · • . .. .. • sbl~t.ing t;;ll~ ~at of 
llll.l.nt .. ~he . a:U:eg!ld lllex~l!s• of 

::::to rat:~.:; ~~-~~~!s.··· .. '] ,-' '.,. ' --

-41,.., 

A -100 
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thereon. There is Httl~ merit in cities' 
position. It has not been shown that 
Edison's historical planning was 
eJt.travagant or imprudent, such as would 
necesar Uy have r.esul t in excess or 
llnnecessary generating capacity being 
avai.l<1ble at a time. in the flltute• Even 
assu111ing arguendo tba.t unneeded capacity 
was available on t.he Edison system dQrillg 
the test period, this fact proves nothing 
with respect to E.dison • s pru0ency i:n the 
planning and construction of additional 
c<lpacity. Cities have faUed to show 
tllat the company's production rate base 
and e)!:penses aie unreasonable for the 
reasons stated. Accordingly, the suggescted 
reduction in rate base is rejected. • 

Mr. TOWers' ll!uggested standard is also .un.realistic because 

capacity cannot be add.ed efficiently in sma'll increments. 

After a ma;jor plant is added, a utility is certain to .Jnwe 

capaciJ;:y a.bove any minimum requirement. AS stab!!l by t;lte 

Obi.o PUC 111 its decisbm Re Cl.eveland Electxic Illuminating 

~' ~ell l>UUtb 498, 508 (Qbi.o PUC 1980) : 

•. . • . • a13suming an appropriate reserve 
ctiteri.a c;:an be est:ablished, it IIIUE\t be 
t;ecogn~zed t;hat in Hqht of the extensive 
lead t~:mes involved in the c::onstruction 
of generaticng facilities and l:.be variety 
of fac.tors Which can influence, load 
g.rowtb, it is obviouslY unr,ealistic to 
r.ssume tha.tanY.~,Jtility would hay~ the 
f,oreca.sting c~pabiUty "hi~)! :wo.ulr'Cl allow 
~t tP a(la !';"'~clt:y .in tbe P1-'e~~•e 
ii)C.t:.elil«tnts . rt~CJDlr~e.a t() ma.iht~!l! t-he 
t:hell)retir:etil;lY a.IJPr;opr ia.t:~t -~:9~~ '!lhe 
ptoJ;IJ,em ia tntel'fS:if'iea b~ t:.he l~r~e size 
of thl! U:nicts. t>eitlg aaaed t®<tll." 

'rb;ia. W,aJ ceuhoe.d b~ tlJe Ojtio .supreme Cout.t .in Cit¥ of 

Clevel1uta v. PUC, 40~ 'j.:E .. ~d 13'70, 1374 llUO): 

~tlince qtilft;i~s 111ust antioip4~e l;oad 
!J.i'owth ~-Its ip a.dvance t:o ·~t:a..:,in 
ade~a.t:e c!!l~l:lit:y to ensute rel.!;M1e 
sl!rvi.,.,e, .i,t'llJ untea:listl<rc~:e~t a 
v,t.lli·ty t:o lft~e<onl~ the p~,J~.i'~i ~1.1nt 
of ca.pac.,tt:~ ~l!e.di!l! a.t a gi'iten ~i:••· • 
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see also Re Tap!pa Electric Co .• , 92 PUR3d 398 (Fla. PSC 

1971). clearly the ratelllaking criteria spggested by Mr. 

Tower.s cannot be met.. Whatever the target reserv.e margin, 

it unavoidably will be e~tceeded frQJD time to time. Mr. 

Towers re¢ognizes thi.s in principle (Tr• p. 351) but not in 

his adjustment computation. 

b) Allowance for Management Discretion. 

Mr. T<>wers stated that management should 

be given ~;ome lat.it.lld.e in installing capacity in eaces.s of 

the 15' res..erve ('J.'r. p. 361) and that it •Y be prudent to 
do so (ltr. P• 366) • He refus.ed to state how much latitude 

betweep 0 and 794 Mw would be proper because be had no basis 

for any number. (Tr .•. p. 367). His adjustment, again 

contrary to his test~ony, allows !!2 latitude. 

Tbere are circlllll&t.an•s where it is 

pruden.t to invest i.n more than a aini111!l!l alllll!Unt of ca'fl)lCJ;t.y 

and imprudent not to do 1!0• 'l'he e•pansion. ,of a ut.iUt.y 

system is a judiJlllental deci.sion which l~NlJl•gement must .-lee 

wit!Jout being seconct•guessed by regulal(OJ:s and courts. 

Northwestern B!ll Te1,. Co. v. State, 2,1.6 ~2d 841, 8.51 

(MN l!J74l# Minnesota. v. 'l'ri,..State 'le1 •. ~' ,'l!e!J.. co •. , 28J 'NW 

294, 307r 28 pl.l'l\ -.s 1~11 (~ 1939). The :principle that.c!IPa'" 

city aaait.i.ons are pri-ril'Y w.itbin tile .prQvince of mana!Je"" 

ment is very well established. Re .llew .Yodc Telephone 

COJ!Pallt1 2. PUR .4th (~Y PSC 1973).J Stated3fc >North Cat.<llina v. 

SB2a;~2;6····t~·iU4.l.J·.l•. ~~~L,!.j~ 

59 QR.~~l., 209 ~.2lf 3JJ Utt. 
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'!'his matter is discussed in detail in the 

important decision Wiscons.in Telephone Co. v. PSC, 30 PUR 

NS 65, 2.87 NW2d 122 (Wis. 1939). 'l'he commission had 

excluded8t of the plant fi:OIIi rate base as excess capacity 

without anY findings of imprudence. 'l'he Court stated, 30 

PUR NS .tt pp. lll and 114: 

". • • it sholll.d be rcemembered that a 
public utility is req11ired to furnish 
service when and as demanded by the 
public. It may not:, as a private 
enterprise may do up<::~n the basis of 
proper future.&dvantagea, choose a time 
for the enl.artJem~t of its plant. Being 
compelled t:o provlde service when.and as 
demanded it must have some latitude. with 
respect to plant:. enlar.gement. We think 
some misconcept:ic:m. is likely to arise 
by considering the r.ight:s of past 
ratepayers, "'lld tv.t:ure ratepayers. 'l'be 
ratepayers are the public and it is the 
public which demands the serdce. 'l'be 
public does no~:: ¢han9e• It i:s .t constant 
factor alld or.e wbich the COJIIPAAY .lliust at 
all times take into consideration.• 

**"' 

.on 
the 
found in 
plant, wh.:ll.cb 
what was 

effect 
the 

-44-
A -103 

sound 
the 

in 
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much 
in 

ma~g~l!lent ·than it to avoid fQture 
mistakes. A reasonable rate is one based 
on reason as aPcplied to the property of 
the utility. WhUe tbe cpmpany must bear 
the burden of an unreasonabl.e extension 
of its plant and the rcisk that portions 
of it prudently ac~pb:ed may . bec()me 
ob!!ole.te. or not u!!eful, it should not 
be pel'lalized for fai.lur.e exactl,y to 
anticiljlate future delnanas for service in 
a.periOd of depression.• (Einpbasis 
ad<l.ed.) 

'l'be North Carolina Supreme court als.o spoke of the lati.tude 

which management muS-t be allpw~, North CarPli:na v. Mebane 

H()me Telephone co., 257 SE2d 623.- 32 PUR4th 340., 350 

(NC 1979) t 

•A ppbl.ic utility is unaer a present duty 
to apUcipate, within~ rea.son, df$\ands to 
be made upon it for .ser.vice in the near 
future. Substantial latitlude must be 
allc:iwed the direc.tors . of the utility in 
making the deterJIIination as to what\ plant 
i.s pt~esently reqab:ed to meet the .service 
demand of . the imme(li:a:t:e fut:!Jre, sin.ce 
ConSttuc:ticm tp me!!t such CileJ!jan(l iS time 
consUII!ing and piece~eal. construQticm 
pr~'-'~10 are w!ls.t:.eful, and . no~ it'! tJu~ ~t 
inter"te of ei·tber the ratePIIY.fiU or the 
lltt~Ckboldea:s. • 

c) c••rw r>ec.isiona. on•ttes:erve capacitY. 

The compa.n)' baa exercisefi ita> discretion 

in l'e•erve l•vels in pQrsU'tt ot tb• goal ~ l., CQ&t;, 

l'el:iable PQWe:r; supply. (Tr. 2~h 'lbe ••ni!•r·" qsed ··!W· tl:le 
~II)'. to ·~e~rlline tbe ~belt .rtes.e.r~e ~· lJt~lVeS ciOn• 

si4et8ttron lOt tps ancl •~••• of exi'SttJ\9~ t•d.lltles, f~el 

avatl.~l)ill\~f•· in~Uvidllal.glant l'ellabt~if.~.( ·~l81\t lOFat.t•' 
on ·~ ~ ...... tifsion aysta •. QqiJtoaer .S.,{l,y ~~ ••••ondo I . . . . 

... cs-
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load patt~rns, opportunities for new facilities; with lower 

over;;all costs;, and the pos;l>ible. 1ou of major facd.lltf.es 

du~ to governmental action or other cause beyon<l 

management.• s control. ('l'r. PP• 26-27, NSP E:x. 2, pp. 4:,..5) • 

. Company planners are in the best position to ~ply this 

complex standard ('l'r. p. 4:7) and be judgea by it. 

Mr. Towers, however, h_.s nl:)t' applied this 

stancJard in suggesting his adjustment. Be has instead 

misapplled the MAPP minimum. ('l'r. P• 363) • He states at 

tor. PP• 365-366: 

"0• would you reco111111end tl'!at the pt;anners 
at NSP adopt .a st•andard l!k)te li.ke what 
I think you. are advocat;~ng hc~e. 
which is tohave on hand ln•nf given 
year only tbeminillqm reserv.er;~qll.ire
ment r.equiree) ·bt• •MAPI' as a qua.llfication 
of. MAPP members!lip,~ and look a.t 
absolutelynott~ing else as; y.ou have 
done in this cas;e? 

If Mr. 'l'c»ters oa: the COlllmii!J.Ili()n i.s going to. jUc:lge 

unagel!lent•s de<:illions on re~Jerve in tbi•~se, tt must 

aPPl.Y ttle sal!l.e complete standard that •P"9eJ!Ient is expec~cl 

to aPPlY• .not &OI!Ie mislea!Sing shoa:t c.qt. 

Basea on all relevant. ®nsiderationsl' Mr. 

Caskey testified• as an expert tba.t the ~!lrrent res.erv.l!! leV.el. 

~8 propet. (NSP EX. 2, P• 4). J!lpeaking 4'8 a nQrl•expert 

.consi<ler1n9 •u relevant ctitetia, Mr. ~ets testified 

('l'r.. P• .~62)~ "X have not -.ae an incl.e@IIJ)~at d••~--~~ · 
i 

of the cOlliP~nY'• req~irelllent ot the requttea reserve." rl 

-tfi-
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Mr. Towers admits that the MAPP minimum is an incOIIIPle.te 

standard for s.ettiog the proper reser.ve level, ana .1118kes no 

independent analys~s of What reserve level is proper, then 

his testimony gives no assistance to the CoJillll.lssion in 

det.ermining the proper reserve. level. The Company testimony 

strongly stanas alone. 

ll. good discussion of reserve l!largins is 

found in .an article by Peter Navarro in the June 111, l!UU 

"Public Utilities Fortnightly" at pp. 25-30. Be concludes. 

as •n ec.onOI!Ii,st that traditional reserve margf;ns lllgs,t be 

Con.Bidered a lower. bound bel.ow which no utility WOUld w!lnt 

to go for reltoabUity reasons,. b\lt. 'ilbove which they ll!!lY want 

to go for. economic reasons, par.ticularly to avo:,i.CJ using oil 

fired gener,ation. That is what. NSP .bas .done al'id hopes to. 

continue. 

In summary, 4PP1Ying aoomplete test to 

determine if. NSP bas "e.xcess• capaci,ty under toclay'~> 

citcumstances, 'tber:e is simply no>ans!lfer pr()vi"ed' ~~'Mr. 

'l!O.Wer:S.. As 4i~CI.lSJied below., lt$1! h!l.S sb<Jwn its ca~clt)" 

level. to be :reai.C>nab:1e and Prol?i!lr. 

3 .• 

al B:tstorr· 

NSP instal1ed it• ol1 fir:ecl 9el,leJ;a.tic:m 

pd,marily in the l.ate Uf.O's and tfarly 1no:• s for :ret!er,ve 

AAd ,pe4kin~t cal!acltf'. such .zni~lil' bad vet"y low oli.Pit;a1 costs 

~~ at tb!lt ~~" reasonabl,yr l!ow C~peJ;:at,i.~g c;:b,io~,. 'J,'tie: mtl.a 

,.v,en.ta ~~~~~~rdd,eq "*P'' titi!l<~t- tt'l:f~•~•'Mt 
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foreseeable at that time. (NSP Ex. 2, p. 5). 'l'bere is no 

question about the pt!J(i!lnce of the decisions to install tbat 

capacity. (Tr. P• 48; $taff Ex. IS, p. 1.7). 

Since that time the cost of oil. bas 

inc::rease4 .faster than other fuels. NSP haa: responded by 

co-'$tructing non.-oil. facilities to mi.niaize the use of 

ex~nsive oil. 'l'bi.s consists primarily of the two Sheree> 

units and tbe Manitoba Hy(lro interconnection. (N.SP Ex. 2, 

P• SJ • Tnese llOJ:e recent additions. bav.e also bee.n prudent 

in that tbey have been fully us.ed. and have kept the total 

cos.t of generation on tbe system l<N• (HSP Ex. 2, p. SJ 'l'r. 

P•· 61). The Company. is. continuing its efforts to install 

additional base lolld f.acilittes to a'ji'Oid increases in tbe 

.use of expensive oil.• ('l'r.. p. 4.2) • 

b) Val.ue gf R.eserve .. of Oil. Pi:r:ed capac::itr:. 

'J.!here can be no qUestion of the wi.sdoa of 

k~ping the CompanY's lllO&.t. efficient tUtits on line, since 

tbl!Y are th.e llO•t rel.illble and lO!rfe.st cost power generators. 

(UP Ex. 2, p .. S).. One may inqulr.e into the wisclOIII of 

•at:ntaining the oil. f.ite4 reeer,_ glcven theil:' ~e1ative1y 

ltl.gb opera.titt9 e»sts and position in tbe ordel:' of dispatch. 
' 

.lllst as in the case of capac::lt;.y •a~Jfttionth the analyst• .of 

Wb . .,.ther or not a .pU.nt should be ~eb't'red involves fAPf 

ta<:i:to~s. se.e xe Detto.it saieon co. , 35 PtJRtth <t19 (fJimt. 

jlC .1980). 

(tetention of tbe o.i1 eapacit;.y ePhances 

•yjt.em ~el.iabi~(tY• C'l'r. P• ~5~')• J!l'x eXUiple~ tn, ·••• Qf 

an unplanmt:4 .outage of base loaa ·facf.Utlea, oi.l. f.tt!l!d 
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capacity can be started quickly to take up the load. 

(Tr. pp. 28, 31). If there au s.upply problems for other 

fuela.~ the oil capacity would be available. In case of 

tt:ansmission outages., the dispersed oil units can kE!.ep a 

section of the setvice .rea energi~ed u.nti.l repaira ue 

lllade. (Tr. pp. 22, 28) • Oil capacity i11 well suit~ for 

serving nurow peats that may occur on the system. (!Jit. 

p .• 65). ~here is an U!lCertainty at this time about the. 

future of NSP's older coal units (Tr. p. 34) and its nu¢lear 

units. {NSP Ex. 2, P• 5). The ou .Jmits provide relative 

cheap insur.ance against the possibl'lity• of power shorrtages 

from whatever cause~ (NS.P Ex. 2, p. 41 Tr. p. 50) • Tb:e 

Company monitors the QOsts and benefitlil ·Of tbese units on an 

ongoing \)asia (Tr. pp, 32-33) and .has ;judged that the units 

as a general matter should be re.t:ained:. 

Hr. Towez:s agree• tbat the fV!esti~ of 

17eti:t:ing any puticular unit involves i;ts costs and ..,_neUts 

(Tr. .p, 361) and the CO!I!Pany i1J willing to be ;Judged bY that 

standard. Mr. -rowel's, bowever# hH perfotlled no 8Ucb 

analyais at all ;snd bas no opinion ~::>n trhether or .l"lQt 

pvti<~ulat: units be kept in s~dce. '.l'he eo.pany'lil •evi<lence 

llere, •• in tile issue of pro~ reser:•e Jllat:gin, st~s al~::>ne 

Uf.l~ppo!Jed by aJiy c~e<llsble t;ea.tiJIIQnJ,. 

4.. Uaed and Useful. 

Mr •. IJ.'owers testified tllllt a •used aJld useful• 

t~•'t:l• U.suaUy AiPP~iad t;o !JeterJII~n• whether or .not aPlal'lt 

~e>uJ.a. ht inalua~ tn tate ba••· (!l'r .. P• 3:15}. ~ ~~il~ed 

tha~ ~a•••• NSl' re:~Jetves ex:c.-~ ~e •• ll!.n~• •••• · 

-----------·--~~----·---------·------~--



Filed: 10/2/2015 11:12:30 AM CST   Hughes County, South Dakota     32CIV15-000146

portion of the capacity w.as not •tully used and useful•. 

(Staff Ex .• 15, p. 8). His allegation conta,ins two fundpen

tal ecrQu.. The first is the idea that fqr .-:ate purposes 

a plant fully dedicated to service of c;uet;C)IIIers -Y be par

tially used and useful. This is disc;ussed in the next 

sectiC!n• The second is that a reserve fn excess of lS.t IJ)' 

itself Mans some plant is not use.d anc! .useful. This i.s 

simplY not true. 

During croliis.., Mr. Towers disQussed the used 

llnd useful standard. He agreed a plant •r a a standby 

fac;Ut·ty and be use.d and usd .:~1 even tb(luflh on a peak day or 

in an entire year it is not use.c! for gelleratiQil. ('l'r •. p. 

376) • ll.e spec.ifically die! not. ana1yze the issue of ex~ee.s 

Qapacl\ty by applying the used and usefUl j:est; to edstimJ 

plants! bu.t used the .MAPP minimum as an •aait.tedly inade

quate .shortr.:ut to that cltlterminatiQn. C~~· p. 377). lle wa• 

sure that Manitoba llydl'o llfas used and ... fc\ll, but bad no 

answer r.ega,r;ding other ba•e load pl&l)t. (~r. pp. 3.71.,.3'79). 

Mr. !l'O!Ifers. has ~Jot evAl.u.ted whether t1le oil. £ired plants 

•t:e 11l$ed uo 11seflll ebher:c. There is no· ~~~ible Staft 

tlllflt:iJIIQrlY to est•blisb \ibat uy of Hs,~•·plant:s ue JtC!t ud 

uc! u•eful. 

Speakitl9 Qf the oil ;Urea <;apacity, Mr. 

MCintyre stated (l(SP Ex. 11# pp. 4-51: 

•'l'll~v: ar;e still • used anll us~~f.llll 

.:;e.rm has h.,., .. .., ~~:~:t~~:or~tally 

·-..a 

-so-
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plants wer;e prudently buUt, as were 
the intensively utllized base load 
plants which ca!lsed their. dbplace~ 
•ent. Therefore, it is only 
equitable for these to r-.ln ln. the 
rate base earning a fllll rE!tllrn on 
the invested dollars.• 

See City of 1'ordnqton v. 1'ordngton Blectr.ic Light Co., 13 

PDR Wli ~4 (COnn. PUC 1936) ; Re Wisconsin Mlchitan PCOO!r co., 
33 Purtaa $15 (Wis. PSC 19601. Mr. caslcey•s. testimony 

establishes that tbe peaking units are vet.y useful and bene,.. 

fich:l t.o the !lyste~~~, and tbllt if their. costa !Ktgin to 

excetil J:~ir benefits, they are typically not retainea .• 

('l'r. PP• ~·1-25 1 30-34, 65). AS for the bllae ali4 i.nter• 

mediate plants, there is no question thllt tbey ue inten

sivE~lY t.laed and very useflll to the wsP systa. 'l"be eV:iclence 

establi$bE!S that essentially all of the Present p:t:ant .¢jilpa

city ill ~ed and usef.ul. Yfll.t Mr. 'l'owers• $1lg~Qted ad'u•t

ment pr~Uillea tbat a porti<m of all plants or e];se a lal'.ge 

number of oil fired. plants (~t of wlliccb. were used to ser:ve 

eust;Olliers In the te•t. yejtt) are not used and useful.. SIJCh 

an adjus~ent dc>es ·m#i . .. reflect realitY• 

!!be c:»U'o s~pt:ema co.~art est.llbl.iab!!!d. in iota 

deci•iM CQfiBil!lits• COUR!I_.l V'·• Pttc, JJl. U%<1 311. 3U 

(Obt9 19'19); 



Filed: 10/2/2015 11:12:30 AM CST   Hughes County, South Dakota     32CIV15-000146

Mr. Towers not only ha.s suggested using a rigid formula, but 

has suggested one that yields the wrong answer in this case. 

s. Ex.clusion of a. Portion of All Ca.pacity. 

Mr. Towers• fir·st alternative, to exclude an 

equity ret.utn percentage of all capacity, is perhaps a 

result of haste in hi$ preparation. In other appearances he 

took the time to identify .lilpeclfic plant& t.h<tt could be 

identified alii exceslil. For lnstanc:e, in the case 

Pennsylv.ania PUC .. v •. l'h.ila.delphia Electric:: .¢o., 31 PQ.R4th 15., 

25 (Pa. PUC l978l we find that: 

"Mr. TOWI!l'li chose to elil!linate f.rom 
rate base: these older plants Which 
are alr~ady l'ii:ghly depreciated And 
g.enera.ll.y o£ l9wer orig.inal c!)st, 
rather than t.he newer and Jllote 
effic:ie1lt: n.!lcl.ear plant.s, ili! . .t:hc:! 
plants repl'esenting excess CaPacity. • 

Although his suggestions wel'e rejected in that case, the 

point is thAt he should have at least attempted a similar 

plant identificatil:\n in this ca.se. Sin<:e tl)is was not d<;~ne;, 

Mr. Caakey identified the .less efficient plants on the IJSP 

ays.tem in a manner ald,n to that predqusly used by Hr. 

'l!ow.ers. 

'l'he origi1lal ·$5()5 1000 .a"'j,uA~~ent wo!lld aeplili.Ve 

NSP fr.om •n !ll.guity return on lU <l'f i't• inves~ent in a~l 

its cod, nuclear, ou, 9,11s lln.d hydro c•ea;cl:ty. (Staff Ell• 

1S, P• l.8i 'l'r. PP• 334, 3J7l• Even if .i.'t wer,e estabU8h~ 

that ~JSP lllllJiAtain!i!d t.QO 111q~p ~!l~C::i.ty, t:hi• ki.nd of a.c~o~n~ 

the bQUd ¥1'ici.ng of all p:l'ants is a Q!>~eptually incor'r.ect 

and unf!lit. < ... ~hOd for lldJii¥t:1n9 ,te.Yen~ ~i.lit"eilenta. ~-· 

adcUUon to·~~rhin9 th.~ C<!J!IPanJ' of .";~turn on. invea~:..intj < 

-s~ ... 
A- 111 
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that are clearly used .and useful by any analysis, it falls 

to recogni.ze the impact on operating costs of tbe elimina,

tion of l2t of all capacity. ('l'r. p. 29). If llr. Towers 

wants to eliminate 12\ of tbe capacity of each plant on 

paper, be cannot ignore the corresponding impact on paper on 

tbe cost of generation. Since !:he Company would have to 

replace coal, hydro and nuclea.r base load wi tb oil under 

this scenario, the impact on ope:rating cost would be qaite 

large. For instance, the 1981 fuel cost per ltl!lh for oil is 

s. 5¢, c0111parl!d to 1.19¢ for coal and for hydro.. ('l'r. p. 

353). Statl!d differently, it is unfllir for cust0111ers to 

receive the 1o"' cost ri!llable pewer from the newer bue load 

cap.aoity while not paying a full. uturn to the Ol!lners. 

11r. 'l'<Ner s tells NSP to make i·tself Whole by 

selling the: el(ce:ss capacity to 0 tber util.it'j,es. 'l'be record 

evidence establishes that sulllh sales cannot occur and the 

C0111pa.ny cll!'lnot recov.er the eoat of its invejtllent elswbere. 

Mr. Mcintyre .bas. alr.eady accounted. for !!! sales to other 

utilities as offsets to revenue reqair.e•ents. (ti$P Bit. u, 
P• 5) • In tb~r.Y NSP coul.a Well .OJ'e (or U~ss} than the•e 

illllOUnts ('l't. P• 346) but. in realitY it is q~~ J:"e!IIOtel.y 

pe.Bsible.. Most salfUI ~· otbeJ: utillties ·c!9· ri()t invOlve 

delll~d ob~ges which could COVI!J' tbe for~~· ~uity 

return. {'J!,t • P• 346) • Otber Jf,\\PP Ut)iltt:l~f l,lre not 

~rt:ent:l.y l.ll the m«,tket f;o:r fi:rlll energy: eal:e.&.. ('1':&\'. p. 

3181 • I«!=• 'JQJ!ere agreed t;ha~ bis tbe<t!'.i.Y Us iGt. cx1ds witll 

~·•l1l:y. (~!'". p.. 3 •• , # 

:ra it:. li~l .. > t:liat tle· 
can aetl v~I, auch ot 

,..s;s-
A~ l\'t. 
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I 
I 

C<ipacity and recover demand 
cbar.ges frol!l other pool 
me!llben? 

A• It seem.s unlikely to me. 
o. .Do you have any ot:tter J!Otential 

buyers in mind ~or us? 

A. No, X do not. 

o. Do you have ap.y .taea where we 
should start looktns? 

A. No, I don't." 

Since base load facilities are intensively used to meet 

r.etail loads. at the lowest cost, any .new sale.s wou1d have to 

be m.ade fr.om tbe .oil capacity. Regai:ding such sales Mr. 

'l'Owers tes.tified {.Tr. pp. 353-35.'): 

"0. What does tbat per Jtwh cost: of 
f.ue1 a1one indj,!pate to you 
about t,he possi:bilii~y of. making 
s.ales to other '~til1Alte.s right 
now, partict1larl,y sal~s that 
would include a aemandchar9e? 

A~ Out .of the .ou. fired. e!lllip!lle~t 
that you have idep.tifiea as the 
e1tcess capacilty, ll#l)IJl!.i think 
that there. is n~ clla~e. 
virtually no. ~banee t:o ~;'ell 
that capa'Qity .. • 

!'he e>nly conC:l:UJ!!ion that can tle atawn frQIIl thi• evidenc::.e 

i.ts tbat tb'e ~P•IilY bas a.Lreaiiy ac.coUI\ted for. ·ll:l.1 revenues 

that Will e, ~e(<eivea frQIIl ¢.apaqity &.~ea.._ 1'bia means that 

any e'X~s&.J::apa'Qity acljuSt.ml!!llt lifill aeprivf!sl!a~ebe!!l.qer& 

of a retllrn on .their inve$tiil!f!f1t in 9ene~aUiri~. £act1it1••· 

n 111.1lY be i~dti:l.lg tq sltc• .~~~·· taf..e ~-e any 
ca~acity at)Qye a~e magic l\IJI!Itif!r,. 'lbe i41!A.· ··."11$ .. ps:opoaed an.s. 

'll 
s:.,ject.ecl tear:& a9~· In tbe 4~cisiQ!l et$y 6fc,l)f!IH ... i~ . v ... 

" - - - _,_ '--"'- -- '"'" -~- -----·-.-. --- ~- -
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c<sse intervenors requested that rate bas.e or rate of return 

should be r.educed by excluding unused cap<rcity caused by <r 

reduction in dem.-nd. The Michigan ColiUIIission rejected that 

approach and stated, P.U.R. 1933E 201: 

"This theory sounds very fascinating 
and <spparently offers a me<rns.of 
solving all of the problems of 
ntemaking. The many hundreds of pages 
of record devoted to an exposition of 
this theory, however., fall short of 
convincing us that it h.as all of 
the merits its proponent~.'~ cbim fot" 
it. In the first phee, it ill <rdm:itte.d 
on the record that all of the propertY 
of the company bas.been actually U!ii!ed 
bY it in serving the public. It is 
further admitted in the record that 
the investment was prudently maae 
and was neceros.-ry when m<rde. The 
fact th<rt today a s.ubst<rnti<rl 
reduction in the demands JUde by its. 
customers b.as dec.reased the percenta~e 
of use of plant cap<~!lity .cannot change 
the admitted fact that all of the 
investment was neede.d when it was 
made and that at tbe time the 
compa1ly was clearl.r entit;. ed to enn 
upon. all of the property. 

In th.e. ca$e Iiaclede Gas Iiisht COIIIpanr v. @Ublic Service 

commission of .Missouri, 6 P.u.a .• (tl•*•) to .. 8. 1!'. supp .. 806 

(W.D. Mo. 1934;). 'lhe Missouri Collllllission "" .applied a 

perce:entage redlolctlon to the utUity•• rate bas~e ~n t:he 

theory that if the U$e of property ~ecUnes .by •~~~ then 

•••\ of the prc:~per t:y is no longer uaed . and useful in 

podding servi.ce. 'l'he company successfQUy sought an 
~~~junction .in l!'ederal Court to r.eatr.af;n the appiic~ttion of 

til• rate re(l.uct:io:n or.~er. Th.e CC)urt blt:~ tba.t. tbt t~aeo.ry 

vas unso.u:na ~>~GJ~ted the lana!l~• .used .l>J •·""-·•*~t1119 
cQiiiataslon~Jr, 6 p.,tJ.a. (n.a.) li3t 

·~ 
'"'' 

----- ···-···-···-------- ·--·-·· . 
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• ••• the theory is utterly 
U.log:ical, • • • by reason of its 
be.ing applied generally, that it, to 
each ·an~ every item lllaking up the 
tota1 of the. plant. '!'he production 
plant ill! being reduced 4 .• !J per cent, 
as are the holders, mains,. services, 
meters, and ge.neral equipment. Much 
of this eql.lipment must necessarily 
remaln of the same size., ir.respective 
of the extent of use, if they are 
used at .all.. • • • Furthermore, the 
application of this th.eory seel!ls to 
us to be illogical in view of the fact 
tllat t.be cost per unit does not vary 
in tile S:o!l,llle ratio as dQes qrapaci ty, 
• • • l'o.r. the foregoing and other 
reas9nf;!, "'e believe th<lt tbe application 
of the' bo:tizontal percent r.eduction 
in tbe r;at:e base, beca:u~u:r qf the declinli! 
in. these. times of consWIIJ:!ti~:m, is 
whol.l.y inaC!missible ·!lfld tndefensible 
in thE! p.resent case .• • 

:In mQre r;.e.cent settings the idea of a l,1artial 

excll.lsion of a generating plant has also been exp1or~. A 

plant is either usea and useful .and f,ncludable in r.ate bl!l&e 

.or it is not. A pl:ant cannot. be p•r•ti:a1ly used ana U8~'Jl1, 

Kansa& Ga& ft. E.lectr.ic Co. v. State C:orf:• eoJDIII,, S.t4 P.2d 

13~6 (J;an. 1976.) • 

A series ·of deciSions .in ()b,io tborou<Jhly 

reject the kind 'l>f. slicing ad:)custl!lent at; is.sue hen~. In tbe 

case lte Qayton ll.C!Wer• co. , 21 Pt1R4th ~~~ (Ohio PQc :l97:n 

vari.ou11 par~:.1.e• adv®ated e:x.c:lusion of. a .percentage of r•t.e 

base above variol!s minJ,mUIII reserY.e ~lllbilities. '.the 

coaission app1iea a used ana useful test statinq at. p .• 383: 

•'l'he Commission is. of tile opinion th.at 
a. qu.ite signific~t Col'ltl.i!!er•tion bt 
jt1!!9il'lg the useful.net~• of a. generating 
u:n.i,~t is wbet.ber o.r ll()'t its availab:fl.iti' 
will. ·raallce t.)le·. cOJIJ~¥·11 overall. ·.c:Ql:Jt. 
of •~tvi~ ana tbet,~~ t:he.rat.e• pa'f;IJ 
by t.lie electric ®nljUJi!er• If sucb •a• 

-s&,... 
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unit does serve to reduce the net 
cost of providing dectric service, the 
property should be considered useful 
absent other overriding or compelling 
consideration-.. When capacity 
greater tban that necessary to meet 
peak ne.eds .plus an adequate reserve 
(a •pnyaical• excess capacity) is shown 
to exist, attention must be given to 
the net effect of such capacity upon 
the compa.ny• s total costs before it 
<.an be judge(! whetner a facil.i ty is 
useful. Certainly, this co111111ission 
should not aonstrue the used and 
useful provision so as to fr\!strate 
aonstruct,ion of a generating plant 
mix which would lower, or reduce the 
rate of increase in, electric rates, 
'l'he collllllisaion cannot agree that the 
existence of capacity i.n exceaa of 
peak n¢elhl plus an adequate reserve 
is. sufficient, in itl!.elf, to estabUsb 
that a por.tion of the generating 
faci.1ities is not useful • • • •. 

See also Re Monogabe1a Power co. , 21 -Pl.lR4th 540 (Ohio Pt.JC 

19-'77) which also re,jec.ted an eU.mina.tion of capacity above a 

20~ reserve. 'l'he Ohio supreme Court r<ttified the cc:~st .. 

benefit approach taken ·to deter:minations of whether or not 

to in0111de a unit in rate base. City of Clev,eland v. PllC 

.of Ohio, 40.0 NB2d 1310 (Ohio 1980). 'l'h.e Ohio PUC again 

c1t;ecuss.ed the issue in ae c1eve1and. Ble.c.tric. Uluminatil\9 

9!:_, 38 PllR4,th 494, 50'1•508 (Obio PUC l,$.80) .: 

•c1a~ip9, witbou:i; a •bJ;"ec! of evidel'lce 
as ~:P wt1Y ~he ·Hgu~e .tsb~l,(l be 
acc~pted.o tbat_a_20 ~,tcent refletve 
mat,~J..i.n fa a~ropriat.~.. i-l'lt~rvenort~ 
propc.-!!Je __ ll. rate base ~eauct.i:Pn, never 
quantiifi'.t~d,. to exc;lu.«,te c;:ap-.city in 
ell:c8_8$ :()fl thi.S AIIIOI.lllt em ~be the()ry 
tbat _lllli:IJI .prC)perty it$ 1l0t used and 
USI!'ful,. !'he BhOr't WOlll,cl 
l>e . -~- t~.f.IJipl.y point Is 
nothing in tbe · · . · 
.intet:V:ell~• • wo&Ji.« a:u.PPort:''!St~i!t! fCowe•er ,. · the c .. ilL,.. ... 

-$7-

--··--·-·--·-------- ---------- ·--····-·----
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agdn set out; the consic!erations 
which must be taken into account in 
dealing with. this question. 

The so-called •excess cepacity• issue 
h:ss been before the conilllis~;~ion time 
and time agein in .recent years in 
cases involving almost.all mejor 
electric companies subjec;;t to 
our jurisdiction. (Ci.tations omitted,) 
One fact has emerged from these cases, 
as it has from the record in the 
instant proceedings, is that it is 
most inappropriate to m111asure the 
reasonablenes.s of existing capacity 
levels a simple colllpar.ison to some 
a.ssumed . reserve marg.in. 

criter'ia 
it must·~. recognized 

that in. light of. the ejttensive lead 
times involvet'l in the construction 
of generating facil.ities a.nd the 
variety of factors WbiCh can 
influence load growtb., it . is obvious
ly u.nreaUstiQ to assume that any 
utility wo.uld have the forecasting 
caJ?ability wbich would ellow it to 
add C{lpacity in the pr.ecise 
increments required to m.ail'ltain the 
theor.etically appro);u; iat;e m&rg.in. 
This pr®le!ll is int~~tnsified by 
the large siz.e of the unit~> .being 
addec;l today. Thus, the relevant 
in.quir,.y is not whether . the .. reserve 
at af!Y pont in time matches !lome 
optimum margin, but '!fht;t.t:her. given 
aU . those f!lc;tora wbioh <;an 
influernc;e construction and ~oad 
growth. t.he company C:llfl ··bel tairly 
•aid to have act~ ilii.PJ:!a<lent:lY in 
it:• cagaci~y planning. • • • 

Finally~ th•re is tbe conceptual 
.er~blea which •ttemJs !l c!l~!lcity. 
!ld:iuSc.ntbaaed on tt~e tb~y 
that a portion of a c:i:ltaPany' s . . . 
proclqc;:tio)l:cllpaci.ty iaUJ!O.t: O.e4 and 
uaef\fl.. AU .. awucan~~..: 
9ener•ting atationa, a~UQQ9,_ tbeY 
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may have been downrated or. of.f l.ine 
from time to time, were in service 
11\eeting ous.tOIIIer demand pursu.ant 
to principles of economic dispatch 
during the test iod. 

Columbus and soutl~ex:n dec:isllon 
cited. infra: 
perfect, and before COIIUI!iBSiQn 
will conaiaer denying a f;'etuc-n on 
prQperty actually us.ed ill pr~viding 
service .sQmetl!ing more n~~d·lie shown 
than t1lat the COII\pany's t0res,a;gbt 
was not. • Intervenors• objections 
are, hereby, overruled.• 
(Emphasis added). 

6. Exclusion Of Peaker Uni,ts• 

It bas bee!'l shown .that there is no excess 

cap!lleiity ()n the NSP IJYStem and that au unitlil• including oil 

fired unU:;s, are used and useful. Neveritbeless., to 8bow 

which pl.snts would be. excluded. if there. were 794 Mw of 

exces:s. capacity, Mr· C!ll8key ana Mr. Hc:tntyte identif'i.ed the 

cert.ain ot1 c.apacity. Pd the related eg!litf retur.n,. (BliP 

Bx. 2, P• 6; li$P Ex. 10, $Qb. 2; liSP J$x• ],1, pp.. 4-6)c. Thill 

WOUl'l .be u .adjustll~t .of $175o00.0 rather tban $503".000• 

stn<:~e the book investllent per Kw t•. •h lea• on tht1Je ulltts 

than ·em . .,.wer ~:»lee .lo!lc! Plants .• 

J(f. 'lfter8, WhO b!IIS enga,!J.~ in a siliilar 

s~el:t:i.on proeeat. in, ot:hw casest su~~t:ed the lll'lll~}'al.J 

(Tr. p. 3~5}1 
l 

·----··---···------
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•t believe th.at the s.electtpn ~at tile 
compa11y made of specific un~t!!! 
represents, call. it a reasoned ;st.tempt 
to identify where the excess 111. • 

Even here though, Mr. Towers recognized that much of that 

iden.tified capacity was operated in the t.e&t year. ('J.'r. 

pp .• 335, 3$5l• l.f any adjustment for excess c;sp;scitY is 

made in this case, it cannot include the removal of a 

percentage of ;s11 plants from rate base.. It would have to 

be made .up of spec.ific units which are determined to be no 

longer used. and useful. 

7, .Ef.fects of Excess Capacity Alljustment. 

'J.'be Company desires to pursue its goal of low 

cost and rel.iable electric supply. Additions of the Sher.eo 

units and the Manit.Ob.a. Hydro htterconnect'ion li\lere consistent 

li\lith goa1 {NSP Elt. 2, p. 5) and h;sve produc.ed .I!IUb&taD.tial. 

savings to cus.tomers ('l'r. pp. 58-59). In p;srticular 

Manitoba Jlyaro, which substittutes for approxiutely 50.0 •MW 

of base lPI'I.d gener.ation ('1'1:. p. 68) and utilizes a renewabl .. 

reaour~:•h involves capac:lty coats similar t() a peaker witil 

running coat;s lower than a c()al plant. (!fr. P• 342) • 

Mr. 'l'owe.rs takes no exc:eptloo. to Jlall.agtJK!nt 

decisions l:l!!;Jar4ing deferral.a or abando~nta of plaiUied 

generatillg. units. (!fr. P• 3.0). 1legt.r4ing l(anitoba Bfdl.'~~ 

he agf.~~l:'l t:h4t it was a p*'uctlf!nt addition,. (~r .• p. 3$1). 111 

fact be states ('rr. pp. ~lf$..,3.4.4) : 

•o. lf N~P .qrtagement b.act be~ll 
preaent .. a a. thefwef~.yitll 
ttUlt P~l't .. nity Ito. bUi.ld tlle 
l.in~J... Qd they tu11nd' lt ~~ 
ti~!JJ,• t .. l!lt bave ptrb•p& ~.tll.
iotQ. ~~t'i;on their. pruct•nftt 
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A• I have no.t, as I indicated, I 
have not made a comprehensive 
eCQpomic analysis of that 
transactlpn, but of the ~;:ost 
fig11res that you have ci.ted and 
that I am aware of, it seems the 
opportunity should not have been 
mls.sed.• 

About 2/3 of tbe all~ageCI ~axcess capacity is caused by the 

recent "lanitoba Hydro addition. (Tr. p. 342). Tile 

suggested adjustnlent punishes the Company for ~~taldng the 

addition while allowing all the associated aavlngs to be 

enjeyed by custOII!ers. (Tr. pp. 344-345). Stated 

differently, had management not gone forward with the 

project, the resulting higher generation costs could be 

attacked as impr.udent expenses. 

'i'he Ohio PUC recognized in the case Re Day,ton. 

Power & I.ight co., supra, 21 I!UR4th, p. 3&3: 

•certainly l::hi.s commission sh.O!Ild 
not CQilstrue the us.ed and use.fuc1 
provisl()n. so a• to fru•ta:ate 
cogstructlonof. a generlltingJilant 
mix which woulld lower, or reduce 
the rate incrcease in electric 
rates.• 

1.f r.egulati.i>n si9n11l8 man!l~Jement that it Sh!l'Uld nQt expect a 

return on capacity inves:t111ents in ••cess ot ~e minimua 

resewes, •M9ellient WOUld be j.qstiHedt pethjlps requia:ed, 

to pursue a new goal. corporate tli.rectors. and officers in 

t:heir fiduciary capacity cannot invnt fun~· wller:e t:llet:e .18 

no expect;at:J-.011 of a rQ.!IODIIt>le return. 'r.Jlt ntw goal would 

be to IU!ep ttl• ~411sea:ve .tr• Yitar to y~ar •!I c::lose as 

possible :t::O :t:he mini:mlllll.• regar.a1es!l of 'the .ovetatl eCQftOIIi.F 

aJiilct, .J::C\9a't41eas Of thfl c08t.a .... benefiiit:So PrOjects Utce 
$: - --- "- - - -_,_ ---> " 

Nanitoba JJyaro W()Uld n().t t>e built, not JifC!ullil effi.ciently 

-~3.-
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shed gene~:ating plants. Minimizing the cost of powe~: would 

no longer be tM goal. For NSP, the use of oil generation 

would. inc~:ease markedly. Sucb ~:egulation woul.d be sadly 

sbo~:tsighted. pursuit of a minimum reserve requirement is 

not a proper pro:ce.du~:e for certificate of need proceedings, 

good rate regulation, or good utnity management. 

8. eo.nclusion. 

'!'be record in this case established that no 

e~tcess capacity ac!justment is prope~:. It shows: 

2) 

3) 

4.} 

5) 

6•) 

'7) 

Tbe NAPP minim(llll is not a 
reasonable maxbtum allowable. 
~:eserve. 

It is not economical o~: 
practical. to lll.w~ys have 
total capac:U;y very near a 
minimum level. 

Management m~at be given 
latitude. to .ctetermi,ne thf! best 
reserve level tor the system. 

Reserve daterllli'n~tions au 
made on the basis. of all 
rel.evant eng'ineerlng and 
economic eon.sitlerations. 

current reserve capacity is 
reasonable in amount,. valuable 
to the sy15te111 and should be 
maintained• 

All base load. ~nd intet:mediate 
t;:apacity ic~ ul:icl and useful. 
All oil fit'ed'. c::apacity a1•o 
p.asses the lil\lt!Cl and usefu1 
tea,t, even thOlfe unit• that \irere 
not n~ted,ed f.or emer9ency · · 
g.ener ation 'in tbe test year. 
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,incup;ed l.f base loac:t units were 
not fully available. 

81 N:;P management hll£1 prudently a.nd 
successfully pursue~ h.s goal of 
low east reliable p>wer. The 
Company is encouraged to. pursue 
a les.s efficient g<:>al. if i:t 
cannot antieipatee~tning • ful.l 
return on new eap11pi:'ty which 
would lower overal.l pt')Wel:' cost'$. 

9) An adjustment for exc:ei:l's eapac:t.ty 
would punish tb.eCC)!IiPa!lY for 
installing the new lol~nitoba Hydro 
li.ne while all.owing c:ust~ers 

10) 

to reap substantial rewards. 

Ex(!lusion from t:ate .bitse of 
in~eatmen.t whiQlt is IJSI!d .and 
useful i£1 illeg.al an~ sfiolild not 
be attempted. 

A-122 
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B. Working Ciipital 

"SP and Staff disagree on the method for calculating 

cash working capital to be include.d i.n the rate base. Spme 

gener;!l. a11d historical X'eview of cash working capital methodology 

mi:ght ·~ helpful to a. better understandillg of the displ1te. 

cash working capital calculations have long received 

attention in regulation and various method:s have been in and out 

of favor. There is no disagreement with. rupect to tbe <>bjective 

of the calcl11at.ion -- to determine what amount of cash investor:s 

have neC!eSJiarHy supplied to the utility to allow it t<r cnry 

on its day-to-day operation. 'l'he difficulty comes not so much 

in determining the amount of cash working capital required, but 

rather i.n separating that amount supplied .by investors land thus 

entitl:ed to be included in the rat¢ b&f»el and th1il.t ~t IJ\Ipplied 

by creditors (for lllhich the investoX' i.IJ not entitled to any 
retuJ"rtJ. 

Y@.rs ago reg\l,lati<>n began utilizing an acco~ting 

approach for measuring cash working Ciapital called a lellJI/lag 

st'tl.dy. 'this stwft)" malte:a a col!lpari.:aon between the del~ f:;ma date 

of lle~ice to recaip.t. pf revenues f~· cuatQlllers an.!! the ~ay 

f~ .date incurre4 to payment <>:f ~Y obligations .to. caditor•· 

SQC:!b;.lea~lag studies a:~;e highly QOIIIPle~' or!l s~ject .~ Yaz:i.ed 

i.nt~retations and are priliie topics f9X' UtigatioJ'- ~rdift9ly, 
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some reguLators have made an effort to adopt a simpLified fc:>rmula 

whic.h was intended to produce ap.proximately the same result of 

a lea<l/lag study, but with. far less detail and effort. 

'l'be most col'llli\On formula came to be known as the •FPC 

formula" adopted by the ~deral Power commission. rn its early 

form it allowe.d the aJ!proximation of cash working capital req\lire-. 
menta by taking 45 d,ays of average expel\&es.. tn place& jfbere 

Pro·P~ertY t!!xes became a significant item, the FPC formul.a was 

adjusted to provide foX' a deduction against cash worldn'J capital 

requirements for the average amount of acc.r11ed taxes since the 

utilitf reco.ve.red for tb.e taxes in rates, but was not .o))Hged 

to pay to the taxing al1t:hori ty until af~.r a. significant delay. 

'l'be experience under use of these forat\llaswas to obtain. a .posi

tiv.e cash working capit~ require!llent, though the of'fset fo:r: 
. ' 

ilccX'UE!d taxes reduced it more and more alii ·fiime passed. 

Because of ··~e.· impreeisio~ <>£ ~- fc:>ratula approaCh and 

the changing econ<>~tic imPacts, some regul.tttqry bodies retu.qted 

to the leltd/lag st~. '1\bere is no sin91e font of lead/la9 st~Mty. 

!'bey liiAY vary substanti<Uly in breadth ttnd <lepth fro111 one to 

another. 

HSP•s fil«d qss« for caSh ~rlt;inq capital is.~.· Upol') 

a Ci~~nvive and ~tailed lead/lag st~y .which Wall int.~\'led 

.f.()· aC<:io.~t. as precisely as po.ssihle~. fol:.' S11 itcmlS of non• 

inveslar auppl.ied capital.. 'l'bat stUdJ f«J, fUII\IIIA.ri~Q4 bY: ltl;. 

IIC!ll\~l:.'e :in liiSP -,. ·,~··~ '$chedule 31, ~!.• •t:bedule 1i.iiU 'J;be. 16 
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components which make up NSP's cost of service~ applies a revenue 

"lead• of 43 .• 24 days from serYioe to receipt of payment: and 

offsets those revenue lead dilYll by expense lag days from inwrrence 

t:o payment of each company expense. The determination of the 

revenue lead days, as aJ!>J?lied to each of the 16 cost of service 

components, establishes the reqpir.ement fo.r cash wrking capital 

and the dete.rmination of the expense lag 4•ys for each of those 

componentlil identifies t~e extent to which each J;"equirelllent is 

satisfied by funds provided. by non-investors. tn fact, as 

Schedule 31 shows, NSP is not. cl.aiming a positive cash. working 

capital requirelllent, but instea<l has redueed the rate base by 

negatiVe cash working coapita~ of $569,20(1, the excess of funds 

supplied bY n0n-invest()r!J above thl! requirement. 

The dilllpute between NSP and Staff in the ca.lcula.tion. of 

cash wor}(ing .capital requi~:t;s centeJ:s amund three i.tems which 

can be. seen .t'J;"om page 1 .of $~!!1cff Ex. 21, the exhibits supplied .by 

staff witness Robert Knal,ile. 'rbat pagfi! is an!lllOCJoull tQ Mcl:nty:re 'a 

SchedUll! 3l l'>ut produces a IU~gl!ltiVe el/l.lfll WOJ:'k·i.ng capitlll require"" 

-.nt of. $11 3?2,000, more than twice th~~ p~posed by NSP. 'rbe 

three difference.& are Ul tbe shortet #~ll~ lea:dl cia~•. qsecl l'>~ 

witn~s.a ~d1e of 39.6: all C!l:>)llpa21ed to l{$1>1s 4'~·2 Itaya; C-2l the 

1. 

-6.6-
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~ase by Staff of a hypotbet.ical long term debt interest: and (3) 

tbe eli111ination by Staf.f of the revenue. lea<! C()nneeted with the 

recovery by the C0111pany of the COIJt of. common equity. The Staff's 

difference in the c.alculation of the revenue lead days was sup

ported by witness Kriadle:, the basis for tbe Staff's calculation 

of long tel:111 debt interest. was supplied by witness Brown andtbe 

Staff'.$ elimination of the revenue lead (lays for common equity 

was supported by witness Rislov. (Tr. $114 et seq.) 

I. Shorter Revenue Lead t1ays1 
'I'he DeJ.•y;ed Payn!ent ltule 

Witness Knadle testified ~llt he reduced the 

revenue lead from NSP's 43.24. days to 39,6 daya based llpon the 

delayej:'l PliYJIIent rille proP()sed for Sollth Da!kota, which WOc\lld pro•. 

ride for the collection o.f. a penalty .on any electric bill unpa:id 

after the 20tb day from ~te of billing (l'r• 5&5-6) • Mr• lltadle 

was not assuming, as. fact. tb~t e:veJ:'Y(),..cWOc\lld pay before ·~e 

2.0 day cut.,.off, but he di<l. assume th&t the lt .penalty cha'r9e 

which 1)1! .proposed would fully compenaate· the C0111pany for anY 

cust0111er who did not PllY within thl! 20 dlil;Ya. si.nce. thia co111pen

sa:tion is to be treated b.y the COlllpanf a:a •• bel.Ow-the .. l~ it._, 

and thus _,ulli not affect thl! revenue ~uUement. JC~Jaalce believe<! 

thll~ it _,ul<l. of'laet the Co"'Pany's neecLt:q. cjbtain rate l>llae 

t;:tell~t tor .any cash working capital, rfllJili:reent resultillcCJ from 

~~•l.o~~J: than 211 ,llaf• tTr• s~~ .. n~ '~1- u•ing 20 a•l,';•~• 

dte<llai;4!~~'~lling llS dte~imula·f'clr,~r paNI!'.,.nt. 1;be ~t 
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lead time f~;om tbe date of service to tbe date of payment is 

reduced to 39.6 days ('l'r. 588). 

The Company disagrees wi tb filr. Knadle 's ad:}ustment 

t.o tbe. revenue lead days for s.everal reasons.. Fir!lt, as Mr. 

Knadle evidently a9~;ees, tbe company does not believe that the 

.late paymen1: rule ~;epresents su(lh a known and measux-able chax-ge 

as should ·~ recognized in tbe calculation of rat.e bas.e for tbis 

case. 2 Sec:onc;., the Company contends that the .late P<~>YI'IIent charge 

of n pro);>Osed bv filr. Knadl.t\1 is inappropriate. and tba:t a one-time 

n penalty, such as describe<l in tbe testllnony of NSP witness 

Dupay, is thE! l!linimum amount necillssary in ·o%'dli!r tor tbe latE! 

paym111nt: provi..,iQJ1 to actually provi!ie an inoen1:ive for tbe cUii!

tomer w lllue payment within 20 days of bill.in9 (NSP. Bx. 16,, pp 

S-6). 

Mr. Kn,adle il9reea that the 11l1:;e Pili-t. cbilr9e 

••bO~lcl.be to encourage tlte customer to milk~!!.• ·thE!.., .p.i!lyment on • 

timely basis• ('l'r. 590) ; tba1:; be did not knQW bow significAJ~.t 

tbe 1' ~ge liQUld be on J:edUcin9 tbe n~r o:f lilte paying 

customers {'l't... 590} r that thli! lei chilrge .is III()J:e in tbe nature of 

2. At 'l't~lllcript 51lB the following ques1:;i0n and answer 11ere. 9iven: 

Cit •po you consille;r, ,-. ~1!-d.le, ~1:; 1:;bt:~ a&&W'\~OJ1 which 
yo~ just de!!{cribc!d l'),f. 20 day llllt.X111\!J!!l .. i:s a klrown AJ1d 
me•surllble cb'-rge as tbe J:esl,ll1:; ()f the late payment: 
penalty that youarfo\pi:oposing?• 

A; ""I don't think you can find the ·i\lpproXimate vlll.ue for 
tbilt, no." 
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a flnance chaJ;ge for Unpaid electric bills (T~;. 592): and that 

NSJ>'a <U one-tittle cbnge would p~;ovide a greatEil:' incentive fol:' 

prompt pa:yJilent by those. wbo had the al:lility to pay (T~;• 592}. 

tf the commiasion adopts ,... D.upay's ucommended 

late payment cha~;ge~ then the cash wo~;king capital calculation 

should be basea uPQn the Company' s 4 3. 2 t:evenue lead daylS. If 

the COmmissioll aeloPts Mr. ~adl.e' s U late pafl!lent charge, then 

Mr. ~adle 1 1S ~sh working capital calculation iS appropriate so 

long as all rewnues .receiwd from late pa:yJilent penalties are 

considered bell)w•t.he•line and not credited agaillSt revenue re,.. 

quirement. 

2. LOng Te.nll. Debt Interest 

Mr. Knadle took his test year interest expense 

number ($3,342,00.1).) fl:'om ,_.,, B:t"own's calculaction in Staff b. 24, 

Scbedule 6. ,Ms •. Brown's calculiltion has two ermrs wbich o.ver

state interest;. expense., and thus produce an excessive ne19ative 

cash working capital requirement in Mr. ~dle's study. i'ir~Jct, 

Ms. Bmwn use.d a h~theticlll. :debt ratic:t (artifica11y set al:love 

actual.) supplied })y Mr. Wilson.. secona, as scltedule 6, Staff 

,Ex;. 24, reveals, 1;Jle calculation includes interest on c:Qns1;ru~il)n 

1f!)rk in progre.s•·· Since CW!lP is ~!>t in :t'Ate l:ia.lfe, Sout.lt ~t• 

ratepayers dO npt; p;rovide fl:!ll~fl ~;r cw:tll! and thus, clearly., a 

working capitlll l!bO\lld not be reduced on acq<Junt t)f thCIJII. 

fit. Rislov $fenet"a11y agreed wL~ tbe fll~t· set 

fo~th. al:lov$ b!lt .ltad 4oubtll• abl)ot: the aon()lu~(u1 t!J.'r. .pp;, 6il3"'"' •·. 

-11.9.-

A -128 
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His concern WA.Iil' wbetbe~ t;be Comp~y was able to book AFDC on CWil' 

before actually paying the interest expense ('l'r. 6'14 .... 5). Onder 

t:be Uniform System of Accounts, hoWever, a utility cannot book 

AFDC prior to the time tbe money is actually expended. 

J. Delayed Recovery of Common Equity costs 

Staff witness Rbl()v propotred adj!lst:J11(!nt to tbe 

lead/lag stuay to e.l.imi.nate any ~cognition of t:be delay in 

recovery of tbe coiJt: of colllll)(ln 1!qllity. In . Staff ~. 30, be 

stated, two basic ~asons for .hi$ criticism: that incluSion 

improperly implies tbat. tbe amount of t:be return can be .a.ccur.a.te:J,.y 

111easured ana t:bat t:bere is no fund r~rement for c<manon ~uit.Y 

(P• 10) • Rislov stated tbat there is no guarantee NSl' will earn 

any specific ret~ and, fu:.::ti1er, 1:ib!!lt NSP bas tbe: o.ffliletting 

ue·. of £undlil rec»:ve:r:'ed £or colliDio.n eqUity until it Ji)i!.y$ dividends 

to tb.e equity iJl:Vestor (pp. 10 and U). 

•i.tb regard to )(r'. .Mslov• • conc!!!>rn that tbe 

return on equi:t:,y c:annot be acc~atel:V meallured,. it i.a. clear tbAt 

We collllllissiol'! wt.ll, in it$ c:trde:r:' in, tlti$ cA~Je,,, ellt,.Plillb an 

All<!Wed rate c:tf return. It lo~ically foUOWlt that tbe Oolllalitrsi.<l!n 

can ~d •b!'ulid a§lr()Ye a <n~l!h 'W!>rktn' capit-Al requirement based 

~n tbe use of i;he •aJ.lC>Wed• rat;e :.<>£ :r:'e,tUJ:Jt in' ~lculating the· 

(lel.ay .i.n ~eco~,rar of tbe collllriQn eqW.ty colllt.. ~- Risl.ov ag~eea 

tbilt thi• em ~ 'ClOne {'l'r... fil2J.. "sl' ~~•• ,¥P~tj:r:'e eat:flbli~~ 
tfi•t it l!h!)Ul~,~ dQne. In fa'Qtzr oi~$JJilr., • of ,. '"'~J.~a~ 
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return is necess<!lrilY utilized for other aspects of the lead/lag 

study, such as the calculation of additional income taxes (NSP 

Bx• 10, p. 32). 

Mr. Mcintyre further wuntered Mr. Rislov•s claim 

that the return on .common eguity is a customer provided source of 

funds until a divi.dend is actually paid. Since the egui.ty share

holder is the OWl'ler of the company's earnings, he stated that the 

"'appropriate and lo~tical time of ttre transference of proprietary 

ri9h:ts from the customer to the sh~:trehol;dj!r is wJ:len the earnings 

are recorded on the h:ooks and the records of the company• (NSP 

ax. 10, p. 32.). S.ince the ahareho,t4er ie the owner of the 

earrU.nqs from tbat time, the retentioa of those earninqs hy the 

Colllpany, for use to satisfy cash W'Orldi)EJ c:apital t'eguirements 

until the Plll'tllent of dividends, 'is. l)ased upon the forehearance 

of the investor end, therefore, the f\lnds are provided by the 

investor (NSP l';x. 10., p. 32}. As .~. Mcintyre points OIJtr if 

a l.ODt of eaX'ni~s ilivi(lend were paid. ~ut itlllm!4iate1y '!~hen re

Wrdcild., the uti:11:1;31' woUld have a: ~king C!lpi~ regutrement that 

'WQ~Jl4 have i;o be. provt4ed by $ollie o.tm~~r sourGe. and t:he fact that 

i'll,vestors allow the use of the funds. ·by the Co!IIPen¥ ~unts. to 

the provi11ion o'f tho.se funds (NSP Bx• 10, P• 32c) • 

. 'J.'lle 111Jbject can .be. ~pproach:ed anot:her way, as wu 

4~ in the <1~1fcull•@n with Mr~ ~1f!Avc on cross....X~iri;llti()n• 

':lilr• Rislovc a9~ ~t the 16 i•ll• includiaq c:c.,lm equity, 

~n?Jnet'l ·in ~.,. ~J11tyre • s lQcl~~~;·t~ 4i'CI: J:~t alil Q;f 
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the .~omponents in the cost of service for a utility (.Tr. 607). 

He further agreed that the revenue requirement to be set in 

regulation must, by law and regulatory practice, produce a revenue 

requirentent that recovers the cos.t of se;rvice, including an appro• 

pri.:ate llll!ount for each of th!!se 16 items (!'r, 607•8). Since the 

rate: t.arif'fs are constructed to recover that revenue requirement, 

it l:s divided into various rates for the customet:s. As a result, 

every monthly bill rendered to a customer charges that customer's 

proportionat.e share of the cost of el!lch of the 16 c~nents. 

'l'hurh every bill charges that customer•• propOrtion&~ share of 

the cosj: of common equity tTr. 60&). Mr. Rislov a&~~itted that 

the COIIIP~Y does experience a delay ,(whether measured by li'mldle's 

3.9.6 .days or Mcintyre's <U.2 daysl in. the re<~Qvery fro&!! each 

c.wtomer .of. that custQI'IIer' s propo:E\tion!l~ 11hare of COJjlmOn equity 

re~uit~nt CTr. 610). 

Since the del:ay in. rel:lQVery was clearl:y identifed 

and since tlte lead/lag st.udy was otherwise CQD~prehensive and 

eliminated !Ill other pOssible E!ources of non.-inveat.or funds, the 

St:aff is clearly ill ei."X'<:Ir in elimiml!t~g tlte CQst of' CC'l!P"''!')n 

~ity .fr'om tlte le!l!!IJ;ag study. Alte3at.i:vely, to • eollsililtent 

t;be ~Off woul!l also have to elimin11~ ·tlt!! other caJ):ital ®t~ct 

~cf.Sven- itei!IS wJ1i'oJ1, like COII!IIICJn e~ty, •re recor'~ ~;L.ow tlt!! 

line. 'Jlhose az:e t;,be. delayed recovery f)f: debt intetest .. ~ pre
fe~ea dividen.d~J.. ',!.'hill'. three ittm~s l4gt, prefeued ga.·eoll'tl._, 

PrO!!Juce a nega.:tiVP ~liiJI working c!IPit~ requir-.nt... *iuce t:.be 

-'12-
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positive requirement rel!iultin9 from the delay in r'eeeipt of C911l1110n 

is offset by the t''!lndfl available from .non,-investors tor payment 

of intere.at and pr'f~rred dividends. The Staff rsho~l4 nc>t be 

perllli.tted to pick and choose, elimif!.lltin9 the only itli!ID. lo!lh.ich 

provides a positiye wo:r:ld.ng capital :eequi~ement. ~b• -~~rc>priate 

result i.s to e1th!!!.r include all three capital items or to elo;Uni,.. 

l\ate.all three. 

A-\ 1:i2· 
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VI. CO.S'l' OF CAPITTIL 

Det;errdnation of ~- co¢ of capl tal involve& the CO!d>lned 

issues of the appropriate capital structure and the proper cost 

to be allowed for each comp.Qnent of the ~pital structure. NSP 

requested..~ overall rate cf return of 11.07\ based upon t:he 

following capital struct~.J;re and cost rates {NSP Ex. 4, SChli!ldUl~ij 

6): 

capital Employed 

Long .. ~;tml)ebt 
Pref~r%1t!d F;quity 
COI!llll()n F;ql.J;i'ty 

(' OOO's:l 

1,02~.003 
220,755 
JJ35,.Z98 

Percent 
of TOtal 

4.9 •. 1.8 
1().6~ 
40 •. i:o 

1.00.00 

Cost(ct) 

8.11 
6.1.4 

16.0.0 

Weighted. 
Aver«se 

3.,~, 

.65 
6.43 

11.0'7 

Staff J?r.Opose(l a composil;e cost of capi:t411ttf lO.iU, ~d on 

the fOllQWing •adjutJted capital sct.ruc:tul'e arid cost rate• (Stat£ 

Ex. 18', .nM.-.1 and 'l'R. 4?39): 

loi19""'-1::1!1J)ebt 
P11Jferr,a st;o(lk 
~11.£qlfity 

·~~ 

($ :().oo • sl 

J,,oaz,@3 . ~2···~~ 141.923 

z.,O,$tl..S5 

<;api:tlll 
auo 
~il:.:~ 
11:~1 
39:.:1' · 

eoa.t 
!5!. 

8.1 
6.2 

14.0 

Wei.htad eoa.t. 
c4.0'7 

.6S 
5 .• 4.0 

All oari be seen, th~ li!aj~r adjulft:l!!jlp~\'~ propoQ~tl-.S~a~ft 

l.t) Dauc:t,im1 .of the·~ equity ,po~->:Of capit.«l·~~~~ ... l . . . . .. ;::;; 

l 

A-133 
-74-
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(2) increase of the preferred stock portion of capital structure 

and (3) reduction of the cost rate for cOI'IIIIIOn equity. 

A. Capital Structure 

NSP's recornmende.d capital structure ..,as based upon the 

actual long•term debt and preferred stock as of Decembe.r 31., 

1980, adjusted for expected changes in 1981, and the thirteen 

month average common stock from December, 1979 through Decelllber, 

1980 (NSP Ex.• 4, Sch. 6: NSP Ex• 5, P• 16h NSP did not update 

the cotmllon equity portion to year-end 19.81 .-.nd, as a result, SSP's 

capital structure is conservative. The lJ:IU. retained earnings 

liDUld have increased the COIIliiiOil.equi~ydo1larsby at least 

$4D million (according to witness Wilson, at Tr. 441), thiil 

would hav.e increased the equity ratio and the overall rate. of 

.return would bave gone up 18 basis points. 

As a result of this conservative capital structure, 

NSP's common equitY ratio at 40 .. 20\, which is l:lelow the campa.ny•s 

ratio for the past few years, is approximately equal to the com

IliOn equity c:eilill!) imposed upon SSP by ~ llinn«~Sota PlJC in • 

gas. rate c:ase .. :l.!u. 1979 and is well bel<>'lol tbe ott.·2J common •ity 

ratio aPProved bY the Mi.nne~;.ota PUC in its U:Bo electr.i.c case. 

Staff cri.ticiz@d .the use of a thirteen month~Y average for eQalllml 

equity, arguillg that since SSP 'lolas purchllsitlg common sh&r!lll, 

the llveraq.i,ng llletbod overetate• the equii:.y at Year enct 1980. All· 

noted ~e. tbie aspect Of 1:be cal.culati.C!n .J.'s •1110re than.· q£f'set 

by NS''' ®M'ei:09nition of the re.tdned ~9'• fOr 1981,, Wbi:ctl) 

110Ulc1 ~ .. ~ 1n<1lteued the POIIDI)Il equity ra.~p '(QP !:x. S:* a~ D'h 
' ' 
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The first adjustment proposed by S~ff was a hypothetical 

add-back to preferred stock of amounts previously redeemed by the 

.co~any in 19.80 and 1981. Staff argued (Staff Ex. 17, pp. 65-f;): 

"D\)l'ing UBO, NSP purchased 42,969 shares of 
itll $10.36 preferrect stock.. The si;til!:ing fund 
requirement for this. series is 12,50.0 ~ 
2?.,oo,o shares, and ~SP's cost of capi~l is 
min~mh;ed as this 111-p1us percent l!lapital 
r:-ep1aces more expensive common equity capital. 
*** The preferred sto.C:k bAll!nce used in my 
calculations excludes the extt7aordfnal:'f Arid 
unnepessary retire~~~ents of the 10. 3:6 .. prlilferred 
stoc)( capital bi·tmP.and. r~;~states':t:b!!.a!I!Ount 
~ts if maximum s nking ~und retirlil~.nts were 
1111KJe if! 1980 and UBL Mr. Kol~'$. pro• 
~S.ed balance refl.et'!!'l;$. larger re~~erd;S of 
t;bis issue, an(l thus his PX'ef'erred stodlt 
X'at:io is lower than thAt used in.my.<:al¢u1a-
·tions." · · 

By adding bAck retired prefel'l':'ed stoCk, the pre.f~d stock rat:i;o 

is inCre!lSed And# since it is the loweSt cost c¢Cirllp0nent, the 

overall 1eat;e of ret\llCn is decreased. ~- .. ad;btst::lllent i$ in error .• 

NSP witness Ko:Lkmann demonstrated ••t the retirement. 

of the pX'ef~ed stoCk was neither extraoraitlary or unnecessary. 

file :rep.utc}lase cost averaged $9.9~99 J?1i1r ShaJ;e, 'Whic::b was $1.20 

per sbare 1el!s than the specifi:ed $1.01.10 redetapti;on pr.ice tli'Sl" 

~. 5, P• 11}.. Thl1S. e•:r.ll( r~;~dElliiPtion at • di&!=Q!,Uit p:roduced a 
aaving• that benefitea r•~ep•yers. Mr. KQ~tcmann est.abUshlild 

that the prit'fer.red shar!lfs were .rep1acea J)y• c!ebti •41 thus tbere 

"tlas l)een ·a·BI!lvding beclil'USe more expenslve p~etz.rlild divi~d 

pl!l)'111el'l~s have ·beeJt· re.pl«ced witll ifiter••t M~o. • (~SP •· 

$, p. 17) • kaff agreed tb.at: 1ong .. te:rm ~# CliPital :L• 1$'SIIJ 

A-l0'6 
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The first adjustment proposed by Staff was .a hypothetical 

add•back to pre.ferred stock of amounts previously redeemed by the 

Company in 1980 and 19U. Staff argued (Staff Ex. 17, pp.. 65-6): 

•ourln.9. 1911:0, NSP pul\'chased 42,9.69 sbarea of 
its $1~ .• 3.6 p:.:eferred stock. The sinking fund 
requirement for this s.eries is l2, soo to 
25,00:0 s}lares., and NSP's cost o.f capi.ta1 ls 
mir)i1Qit;ed as this 10-plus Ilercent capital 
replaces more expensive ciol!IIIIOn equity capital. 
*** The pr~~tferred st.ock bal.ance used in my 
ca1cu1.li.tions excludes the. extraordinary Jlrtd 
unne<::elirsar;y retirements of the 10. 36 preftlrred 
stoc~ · cillJjitlll by NSP. and .. rotates the. amollbt 
118 if 111·~~!)111 sinkiniJ f~D~;.:i retirements were 
llla~e i1l .1980 and uu. JJ.r. ~o1Janann's pro'
posed blilan~e reflec.ts larger retirellle~tots ·.t>f 
th.ill iS$UEh ~d thus . his preferred st.ock 
ratit:) ia l<nfer than that used in my calcula
tions.• 

By adding back retired preferred stocik, the preferred stock ratio 

ill increased ~d. .since it is the l<nfest cost COliiPCnent, thEr 

overall rate of return is decreased. This .adjustment i.s in error. 

NSP witness lto1Janann aemons.trated that the retir.ement 

of the preferri!ICI stock was neither extraordinllJ;Y or wmeceaaary • 

. 'rhe repurchQe co•t aver.agea $.,9.99 ~ abare, Wbic::b was $.1.,c2~ 

.per share less tban the speeif"iea $il.tll .• l.O rede1\1Ption price UI$P 

!IX. s, p. 17). ~,. early re<ll\!lllp.ti<m at. a dillco!Ult:. pro4v.ced a 

•avinqs that benefi>ted ratel)aters.. Mr. ltollcmaJm estabU.sbed 

that tbe p,re~~J;red sharl!la. •re. ·J;eopl!l<:ed by dlibt ·il!i:ft. tbqs tbere 

"has been a ••~.iD'1 because IIIOJ:'e ~pensive p~erl':~ div:i._d 

pt.Ylllents have ·~· ~pl~t.ced 'lll'i.tlt interest MYliiM'tll•" (N$P J!X,• 

,5.1 Jil· U) • Shff agreed tbat a:ong•te:rm debt; ~l;t,Al. is lesa 
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expensive than preferred stock. capital because i.t generates an 

incoJne tax ded:Uction (Staff Ex. 17, pp. 65-6). 

Staff at~ll\pted to relate the redemption of preferred 

stock with commOn eq:uity costs by a1'9uing that NSP .shoUld have 

redeemed hiqher cost eq:u,ity instead of preferr.a. 'l'his argi.Dlleilt 

is erroneous. First, NSP had already redeemed equity to the 

extent of $37 mi1Uon. Second, and more important on this issue.

tbere is no reason that the redl!li\PUOn of preferred by itself 

would h,ave pr.evented additional red$Dptions of q()IIIIIIOn. 'l'he twO. 

questions are C®!pletely separate anCl not a va:liClbasis for 

analysis.. The question r~arding red$Dption o.f common will be 

eovered separa,tely below. 

Staff tlien maCle a series of adjustanents to the commOn 

equity balance whi'(::h si9'nificant1y reduo.ed the. ~ty ratio. 

'l'llose .adj.ustmentS can be summari,v:.ed <!lS foll.OWIJ ('t;c~en £rom wOX'k 

.papers supplied by W'itness Wilson tQ' tije ~~.tw" ·~. 44!0 et s~~'Ji; 

()Utstancling spares 12131~0 

UBi · Rati'rellletlt;'s 

19,81 :tt.etatn.d. B<!ll'lliflga 

~tot·et 

.J.!l!a•··ll®""utilities 

~#l?lle 12/l.l/80 

ll¥#0ne .t'u 
'l'O'tAt 

-77 .. 

$82,.,s7J,,ooo 
r 3'7,,o.oo.ooo.> 

":0.tOOOt0f!! 
"' ---~0 ~- - " ----- - ,_, __ ---- -

$tl~1~~7i; • .,;oo 
( 'li.~5«!,:(1:110~ 

l J:'7&lJ:.l:.,.oOO.} 

t 3t;,noo;.,.oou~ 
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Each of the four reduct.ion.s shown 4pove was in error. If the 

coiii!Ni>n equity were to be correctly i!odjusted to December 31, 1981, 

even with a lower amount Gf retaine¥d earinqs (see 1'1:. 441) the 

resUlt would be an increase rather than a decrea•e· 

1. l~IU Retirements 

Staff witness Wilson noted that NSP had retired a 

portion of its CC>Iilmon equity capii:aol in 1980, which had reduced 

the common equity ratio (Staff Ex. 1'7, p. 6'7.) • From thiS he made 

the incorrect ass'QIIIption that "cthe retum •hou1d be set on the 

expectation that fur.ther reduction$ 1ofi:l;l .be made. ,. Staff agreed 

that the company ba:d not actually tn-.<Je any purchase• of its sbare~~c 

on the market as of the date of t.be bearing, October, 1981 (1'1: .• 

U4). In fact, the adjustment was 'not based upon any real expec

tation that th!!! .COII\pany wou.ld actua.ll,y J.'etire the seoclt, but 

rather upon the hypothe.tical ealc.U:latio:n of tbe impact which 

WQuld occur if the c~any did ret:ire the stpek t'J'r, 445-448). 

Wh11e. the explanation of this adjjustlllent was difficult to pin 

d!i~Wn, it eviciently was related in. P*X't to th.e repurchase of pre

ferred •tock ~the incorrect arg~t th!lt the CPI!!PanY could 

ei!l:ber :redeem preterr!!!l'! s.tock pr e~on. $toek an<lllle!ie the wrong 

ehPice) and in pa;r;t to the view that the COJ!Illlll>n. equit,y. ratio of 

t})e Company wa;s too l)igh ('l'r. 4;{5-UG). 

As indicated earlier, NSP • a proposed e.C}uity ratio 

was •lightlY over 4QI, wel.l bell'lw tllfl! :ratio ap~C!ved bY tht! 

,~-~~~t,a l!'UC of 42 .• 2:3\ ('l'r. 452:)., RSl!'s p;r;p{)O~t!,4 eq!lity :rat.i~ 

is. not Urlrea&Qnablt! ~:>r out of lint! 'lfi'th th.• in4~-· 

,--! 

-78-
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Witness Wilson • s disc!Jssion of" the so•called 

"industry aver.age common equity ratio" qives a very millleading 

illlpre:ssion that a 36\ equity ratio is a proper financial goal 

for a company such as NSP. As Mr. Kolkmann stated (NSP Ex. 5, 

P• ua: 
"Currently, over 30\ of compani!=IS rated AA by 
both Moody'& anc'l S&P haveecauit.y ratios of 
over 40% when you exclude short,..t!'lrm debt as 
~SP did in its filing this.~ear• 'l'he trend is 
toward a stronger equity tmsi'tion. Standard 
& Poor's, in its rating arililtsis of NSP in 
March, J..98l., ci.ndicated tHat or,i.'teria for a .AA 
rating incluc'le a common ecauit:Yratio in exceas 
of 42%." 

'l'bus, the ne.ed for NS]? to repurchase shar.es no 

longer exists -- in fact, it has becc:mte inappropriate. Considera

tion 11\ust also be given to the new federal income. tax laws con

cerning dividend reinvestment plan$. Witness Wilson explained 

that t!le first $75.0 of dividend reil\'lettment is e~t frOII'I 

incOII'Ie taxes an.d twic.e that amt>unt .ill allmflild for a marr.iec'l 

coup:le ('l'r. 4S3}. He agreed that the intent of the 1atl was to 

in!pl='ove the attractiveness of utiUty st.o.ck (Tr. 454). He. further 
h ,! . 

ag~eJl that in orcler t.o be eligib1e ~or the to bene£its under 
~ 

t;o X'~Cieive the bel\efit, and I think N$~~ .... plan i.s in®lllllist.ent 

with tib4t, to begin with" ('.rr. 457).. He then acknowletl!Je!! that 

BSP ·had .petitioned. the Minnesota ~Oc ~or permi.asion. to bsue 

new~ sbal':'es •.. in its d.ivit.'lend ~ei;n.ve~~ent pr:o9~lll,lllc• .·.~o as 

~.~auf)t·for the favorable tax. ~-~~'t ('l'r. 4.~01. ~e 

A-l~'l 
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ratep._yeJ;"$ 111'0Qld cleady be benefited by NSP'a eliqibilitY for 

divi<Jen<J reinvestment t~ exemption. If tt doeiJ not bec()JIIe 

e1iqible., because. it continues to repurchase its shares, t:llen 

ratepayers will lose be¢ause the re11\ltive attractiveness>Of ita 

IJtock,, as OPII\p.n-ed to other electric uti'l.ities, will actQililY 

dec1iJ1e, with. cpsts of equity goinq up. 

Since N.SP's equity ratio ha.s a1ready declijled 

substanti:all.y from previous levels through the purcha~Jes lllilde 

in 1180, NSP would urqe that the Col'lll!l'ission not hypothetically 

reduce itlil eq!iity ratio even further. 

2. Non-Uti.lity Property .an<l !Yrone 

Tbe remaining adjustments made by Sta# to the 

equity ratio wer.e evidently attempts to match certain x;ate .base 

exclusions. The itema pr<:!.®cinq the adjust:~t~ent are not itlclt~~d 

in NS'£1'1111 .Soutb Dakota rate base and no rett~J::n is aouqbt on them. 

Witness Wilson incorrect"ly concluded fr<o>m tbis that a pal:'al;1el 

aajuliltlllent lilboula be !\lade t 0 the equity component of c:apital. 

This concluaion is erroneous for the •e::veral; reaS,on.s dis®ssed 

below. 

Ftrll:tr ad:Juatlllent sole,ly to the COIIIJbQn equ.tty por

tion on1Y ts balled \lpon. ·t"h.e erroneous alifS\l!\IPtion t"h<st" tbe equitY: 

inves.tor .-s the sole source of funds for inveStllte.nt ill. ncm
utUity proper~y or fllr tlle proposed Ty~ne pJ;"ojeet. W.tt.n!!s:S 

lfi1tmn •• .foroed to illll:'ee t"hat no one q®,,ld de~x:ndue .. tile •. 11o~e 
of t~4• for: these pa~).~ul..ar items s;itt(llt 't"bey simply "'il-• qut; 

-so-
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of the C(llllpany•s treasury." ('l,'r. 46.0-l). Specifically, ·the• 

TyronE! funds came from the "co.rporate pOOl" and co.uld not be 

traced to any particular stock .. issue., preferred stock offering 

or other component of capitalization (Tr. 464) • His assignment 

of all of the Tyr.one costs to t~e equity qomponent was ~~~s~. 

therefore, solely upon the ai:»st:.rac'l: notion that "all up fr()nt 

investii\E!J:lt in. new production facility" is the "role of ri8lt 

capital," Orr. 464). 

Evidence to the contrary of witness WilaCin''• 

assumption was provided by ·;~ number of items. For one, the 

May, 1975 prospectus for $:&0 million of Urst mortga9.e bonds 

indicates that the proceeds wili be added to the 9eneral fUnds 

of the Cc:IJ!ipany and be used. to pay b0rrow.in9 incurred in connec

tion wi.th ·construction (.'l'r. 4.67). 'l'he· TyroJ)e Ener9y Park is 

included. in the list of construction it~s ('l'r. 468 and NSP Ex. 

19). .Fur'l:her, for t~e pUrpOse of c()lllpllting the cap.italiZ~;~d 

return on· co!lstruction :investment, the assumption made as to 

s.ource C!.f construction f®d$.·i.s e~ac.'l::ly opposite to Wilson's 

assumption; that is, AF® is calculated on the b2lsia of a com

posite of a.ll sources of capital and, in fact, sho.rt--term d.ebt 

.is conaide;,rea to go In firs!;.. t~en 1on9..,!:<el:m debt and equity 

1a.t ('',Jlr •. 46,5,.6). Upder the circ'®!st!Ul~lil. the advice given by 

NSP ~~ess Kolkmann shl:)uld be fo.Uow,ed J$NE' •s•. 5, p.. li.llb 
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"If non-utility in'!Te~Jtments (or Tyrone invest
mental are tobe.~!l:Luded from the capital 
•truQture, the ded:\lc.tic:m• should be .. made pro
pOrtionately fr()m debt, preferrec,'l st()Ck ~d 
common equity, since the invest;n)ents came from 
aU the~Je sou:.:oel,!r Clf funds. Dr. Wil .. on • s 
method impropet-ly reduced the aggregate return 
on NSP's capital. structure." · 

Even if eqJ.tity could fairly be identified as tlte 

only sourqe of funds for non"'":lltility payments or Tyrone, staff's 

adjustment would still be .su);)s.t:antially in error. For one thin9, 

the reduction in equity f<lr lxlth the $47 mi1lion and the $S2 

million ill erroneous doubl.e counting. Since the total loi!ilil. .baing 

amortized for Tyrone beg~ at $:75 million (the final figure will 

be closer to $.6:7 million) and dnce the amortization began in 

~reb of 19'19 on a five. ye~r basis, over t:"P· years amort:iz<lt:ion 

have alread!Y be.en oharqed .against sbarehQ1~rs,. lf an aC!just

ment to equity were Ii>XOpOsed (which we oppOSe) the adjustment 

should oe:r:tainly be no 9'reater than the unAinPrtized balance 

(aixlut $.4,l million) • ~ shareholder tias alxealiy absorbed .t;he 

rest (wtless., South ••till ratepayers are u1tilnate1y requ:ired 

to COIIIpSnsate for the aii\QrU .. za.tion; in which .case Staff'$ ac,'l:iust

JIIellt to equ:it;y Should .be elainated cC!mJiletelY).. FUrther, .even 

tile· un--..rtb:ed balance ~ntld be. t.Qo h~g~ be~~e the rat.epayer 

bP alreq been givan tile ~nefit bY .·~~· th~h Clf the t;~ 

.VW• clqe t:o tile --~i~atio.n... 'l'bus, ·ittiJt• l&wropriate fig~ 

U .. ~ly tile net ot'. clefetre.cl taxes UlliUiiOrt;fiz!td balance oi' $~lo.9 

.tlli<Jil (~. .,., • 
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B. neturn on CCIIIliiiOn Equity 

Th~ COmpany's request for a 16\ rate of return on CCIIliiiiiC»n 

equity was amply supported by the. studies presented by witness 

ltolkmann. 

Mr. ltolkmann p~sel'l:ted four se.parate studies to provide 

a comprehensive consideration of the i.ssue. He analyzed the dc.f 

formula in depth, presented a "standard dcf analysis (Method I) 

and ~ade alternative presentations. which more completely and 

accurately reflected the matbl'lletica1 principles underlying dcf 

(Method II). He also anc:tlyzed tb.e l'llark~t price to book value 

ratio (Methoti III) and made a. cOI!Iparison of NSP's return with 

that of other companies (Method IV') • 

Mr. ltolkmann concluded. that the u!Je of the dcf formula 

in regulation had very serious shortco111ings in the. translation 

of the pbilosoph:l.cal conc::ept to an abstract alid oversimplified 

mathl'lletical formula (NSP Ex.. 3•, p. .8:) • Certain restrictive 

assumptions. have been followed, such as the assumption. that t:b.e 

cost of eqllit)' is constant fOr an infinite nl,Vllbe.r of time perioas 

in the futur!! (N$1" Elt. 3, p. 8.). .Mr. lCol~ euggested t:bat 

the stanaart.l 1ic;f formula. ··bf!. W!!!d tn a ma®er •re consist..nt 

wit;b the ba•cic t;beory and, be~u111.e of. its.ll}lo~t-ings, that it 

nc>t: be t;be only met;bod reU'ed upon (NSP ~· 3, p. 9). 

on~ Met!lo!i :r, ~. ltO!kmann cond~~d a reg~~n~lo~ 

~pi• w"tph ~1a~ M•~rl.c:; yie1a- .···~·· g!IDj!:J;1al fi~ci•l. 4114 
. . : . . . . 

~c:p$1'&illle~ .a·.·~· :u~il.~zea ~"~-~ ot th•se f~"~o~~~ 
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~d economic pa;l;'ameters to forecast the expected yield (NSP EX. 

3, pp .• 11-12). 'l'his procedure was desiqned to overcome the u.su•l 

undue reliance, by dcf practitioners, upon hist:oric"l data a• 
the basis .fo.r determining- the. investors • expectations for the 

fUture. NSP'& Jtistt>rical dividend yield has been volatile and 

:b influenced by JX)t:h unfavorable and favor~le economic condi

tio~s (NSP EIC. 3, p. ll). Mr. ltollanann' s procedure produced 

an estimated yiel-d for the test year of 10.8 (ffSP Ex. 3, p. l3J. 

llis calculation of growth was based upan a rev1.ew of histod.c 

growth in dividends, earning-s and book value. He indicatea that: 

9rowth in boOk value W<ts more stable and relied upan it: to e.sti

mate the value pi; qrowth at 4 .• 2\ (NSP Ex. 4 , Seh. l3, pp. 2 a~d 

S} • 'l'his produced a ba.rebones cost: of. equitY of 15. 0\ (with 

continuous cO!IlP6\lnd1rt9' and discounti.nl]) and lS.;.S;\ (.with dis~t:e 

c:OIDpounding and diseo.untinql (NSP Ex. 3, p. 161. 

MethOd II separates the rettmn into two c:ompanents, 

the .real rate of; i:nterest includlng a ri.lilk. Prelldunt and the d.lll~et 

due to infl:ation lNSP E1c:. 3 1 p. 151 • 'l'hit~<process allowed him 

to use a real rate .. of interest including- premb... for risk whiCh. 

it dQI!s .not :tequi.:re any assW!\pt.ions as to 't!Je ~ rate of di'!Tl• 

4!m4tl and .. of ·~• vlllue of t-b._ :t:'e~llr.n $• ye~ kQm t.Jle present 

~"SP Ex. 3.;, p~ .. l;SJ. By US1<! 'Of ~t8>ll!et.bod ti• .Olittlil~ det-~ 

llline4 't:IJ•1;,_ ;t~J,~ ~reJX)nes CQfi!.t oJ; e~t.y would hi:! rs.l• ttiSt • ., 

~. 11· 'lSl·• 

-8"1"
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• 

Mr. Koltmann then demonstrated, for M$1ihods I an!! II, 

t)le need to c.ons.ider underwriting expenses and max:-~et pre.l!lux-e 

in determining the reasonable rate of return required by regula

tion (NSP Ex. 3 1 p. 16). He did an analysis of p.ublic utility 

common stock offerin9s in 1979 and 1980 and found a selling cost 

of .about 4\ (NSP Ex. 3, p. 16). He found ma;t"ket PI:'essure on NSP 

offei:"ings in the range of 5 to 6% (NSP Ex. 3 , p. lf!·) • ae there

tore recommended that the dividend yield term in the .dcf analya.is 

be increased by 9 to 10\ which, under Methods I 'Elnd II.r brought 

the return on !Z)(:Immon equity to a range of 16.1 t() 16.6 (NSP Ex. 

3, p. 16). 

Jofr• Koltmann • s Method III. was a market p;x:-:ice t.o book 

value analysis ,·'"hich attempted to measure the irllp~ct. of various 

factors on the, t&;Utket price to boOk val.ue ratio Clf N$1' (NSP Ex. 

3, p. 17). ',!.'he analysis was al>le t:CI account for 9.~.Sl of the 

quarterly vaz:i<!ltion in t.he marltet to book rat.io ov4ar a 20 yeu 

period for 1960 t,h.roll.9h 1979 (NSP •E~t· 4, SOh. 15, p. 2l. llued 

ll.POn th.is analyllis, be determined th•t .a 16'l return is llli~CieiJIIEll;'y 

for· ltSP to aebil!Ye a. market:. to. bOOk :x:-•tio. of 1 (lill:lp ~. 4, SC:b· 

15, .p. 3). 

~irta:11Ye~ •ethod IV ~volvec.i a comparison <of MSP's rfltlltn 

with compll.ni~s ~olile rank, aiJ ~o J:"flturn on equi~y and market .t:c> 

~lt J<a~i.o, Qac 1{1,milar to NSl>''s: .·ran;Jt for 19'Tc4 ~~ l.9'ts •l1e.tt itlll 

m•~~t to ~ ~ti.o wall nej\.t' 1.. 'l'h.e 1'19 re.t~~~l'l equity~~· 
th.illl groJ,~p of .Qipl!l,nies average~ ~Ji.4.3.Sl (NSP Bx• J:, P• 18). 

-145 
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p~iod tp 1. in Jun.e and returned to 11.0 in October (.N$P Ex. 

5, p. 2) • '!'he money supply was sharply increased durillg Wilson • s 

sei!.eated period producing a pronounced but short-lived ctrop in 
. 

int::,eJC~!Jt JC~ttes and yields on AA utility bonds to their lowest 

leV!el (liSP Ex. 5, p. 2). Since October, 1980 (th~ enll of witness 

WiLson's s.elect~ time period) the ~deral Re.serve has tett:trned 

to .its ti.gbt money policy and interest rates have. risen. sharply 

(p •. 2). 'l'he Chair~~~an of the Federal. Re~e Bo.ard has reiterated 

it$ intent to stay with the tight money poliay (p. 3.). 

If witness Wilson were to haw used data. frolll the entire 

twel.~ mol)ths of 19.8:0, a more balanc:ed view of fi'naneil!l oondi

tio:ns wo.uld have re.sulted and a better estilllate of the dividend .. 
yiel.d terlll would have been provided. 'l'be avj!rage 19B'O dividend 

yie~dS pllblished in Value Line rnvestment survey for the 93 

elt~ctric utilities examined by witr)ess wil•<>n 'lifa$. ll .• SilNsP Ex. 

5, p •. 3). 

With respect to the growtli: r;tte, witness lilil.son•s esti

!lllltes. al.'li! unmalistically low. Varil>us invest#ji!l'lt advisory 

set;Yit:e;a, with a 'lifJ:de circul;ation, pUblJ;sh estimate$' .of aivcidend 

gro.t~. eo~nings gr()'lifth. and boO~ va,lue growth great~y Aceeding 

those obtaiJ)ed .by l!litn@ss Wilson C~SP £x, s, p .• 41. 'l'.he average 

~c~<i divid!i!ncl !ll:'owt.h alliOng the !13: ~~ielil .is s• (NSP. £x• 

s, p;.; 'S!h When c~im~a .,ith an appfopt(a, ... e di:d'41i!DCI ~i~l.4~ 

·~;t~••Sc~~ 'WOlll.dP'#~u'Qe.a dcf e•ti.tl!a~J~~.9f th!!·CC)$; .~···~n 

~J.l~ 9f l'().&i (.JJ$~ ~-· 5., p. 5) • 
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I 

tn addition to conc¢ptual pr()bl~s. and inappropriate 

pt;!riod S£!!l¢ction, basic errors appeare;q. in witne$s Wilson's data. 

on 'l'ab'l.e J3..,8, the seven year growth rate cal®lat:ion in book 

value per share for NSP was incorrectly shown at 2.231, when the 

true calculation based on the simple averag.l!i! of 3.67% and on a 

1o9at'itblllic .regression was 3. 8~% (NSP ~· s .• p. 5). 

Witness Kolk!'nann performed an a:l)'alysis to detetmint;! 

wheth.er Wi:l:son' s select¢d comparable .companies weN truly com

parable in t.erms of business and fina:I)'Cia1 risk. His method 

relie.d on simiiari ties in stock price mo~ent as a ba.S'is. for 

ide;nt:ifying those comparable compani(ls (·Nsl' ~~. 5, p. 6). This 

W<il.s. !lc(;omplish(i!d by a regre!>sion analyfll;s ~1!1:$1)g data for 88 

util'i.ties for a ten year period begimiing. Ap;ril, 1971, eliminatil)'g 

that po.J::tion of stoc~ p:rice JIIOVement attributable to JIIO'Velllen1;!> 

in the S'toek ma:rke.t as a. Wbole and di!tl!rmin'in9 t:hat po~ion of 

the ~v~ent in stock price attributab1e t\o company specific 

fjlctoJ:rs. By regressing these com~)" .spell:ifi:c ~ice mov~ts 

against eall:h other, stocks wi:th the highe$t corNiation were com

b~e!l intP cluter~;> ~cil the process contin~cil until COJIIpanies 

that e!!lhiblted the m<:!.st ~~~ilar correl:!ltio1ls to :WSP were seleet,ed. 

-.n~Y-t:hr•e such cOJI\pal)ies were PNSC!nted by wit:nen JQ-ann. 

wl,'t:h d):'V.i:dend yieldll .fo:r 1980 averagi'qgl.l•76' andllfe.i.g]tted 

llV:eJ:'ilge ,cjmwth :1:"4'1ie$, based upon the .l.ivhei.t f!tatl$tle«ll. re1i:a.

bi.1t~pY~ .av:erJ~;g'f~c;r ~.6.1:,, for a bltr~~~Je• c:!Q.s.t of •!Vll·tY· o:£ :);S.3U 

41~~ 8 at~,d 9). 
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Ba.sed on all the evidence, the recommendation by s.taff 

of 14 to 14 • 51 is clearly inaqj!quate. 'l'b.is level is well below 

the current yield required for long-tem d.ebt rated .!lA. :rt is 

based upon th.e bias of the analyst in selecting an unreasonable 

time frame in order to proquce an unreasonably low n~r. 'l'b.e 

compa.ny's study is far. more relllistic and c:omprehent~iVeand 
should be followed. 
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c. Fuel Clause. 

After some discussion in ptefiled testimony, the 

Company and Staff agreed that the fuel adjustment clause 

shol.lld be IIIOd;i.fied to incll.l.de a true-up for over and 

underrecovertes and a carrying charge for delay i.n 

recovery. (NSP Ex. 16, pp. 2-5; Staff J!:x• 3(), pp. 7-!h 

Tr. pp.. 60:4-'605, 615-6.17) • Mr. Rislov and Miss Dupay have 

begun ~r~. c>n the design of the necessary mOdif.ications with 

an eye toward, implementation on De.c::ember 15, USl. It is 

hoped t~t final language will be available at the time of 

the .order at the end of this case. If the IIIOdifications are 

accomp1i,sbed, the Company be:Ueves the fuel cl:auae wUl be a 

truly superior mechani.sm. to tr11ck the coi!Jt of generation 

througb the utes. 

D• Other Rat:e Des,ign Changes. 

qiheCompany proposed many rate. design change$ 

which in gener.al follow past commisl!lion or.ders and trends 

in r,ate design, and move rates closer to <:ost. (NSP !x. 1, 

p. ll; N$P Ell• 1:4, PP• l"'~!ll NSP !x. J;$, PP• 8-9.). It would 

be w<~stef:pl to list the many components of the rate desi:9n 

progr'am described in Miss Dupaf' s testi,m<>nl' an4 exhi&;i.t$. 

The €lompany• s proposed reate design is. reasonable, .fair to 

all cust~lllrs and consi-:S;tent llfi.th Colll!l!i~sion prec:!lldent• n 
was lli)I).PJ?O•ed by th~ s;~tf Mid should b,e aCll)pted in .it)!! 

entitet.Y:> 

-'90• 
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• 

VII, RATE DESIGN 

A. Late Payment Charge 

Prior to this filing, only large COII!lltercbl. and indus

tri.al. customers were subject to a late payment cb<!crge. The 

Company recoll)lllends the institution of a late payme~t charge for 

al.l customers. It proposes that the late paymertt charge be 

established at "4% on current months billing• (NSP Ex. 14, p. :tO). 

The express. purJX>se for the Company's recolll!llertdation is •to induce 

prompt payment of utility bills" (NSP Ex. U, p. 20) • 

In the Company's view the late paymerat c))arqe must be 

sufficient1y high to realisttcally induce prompt, payment. If 

effe.ctive to reduce the number of customers who dO not pay their 

bills within ao days, it woul.d all!lo reduce ~e 30 day account . 

receivablll!.s ~:Q reduce the annual cost of ~raey to the company 

(NSP ~. u, p. Zll. A successful l.ate paYJnent .c))arge would 

also reduce tile nwnber of cl.ls.tomers who go delinquent 60 days or 

more and thus reduce the cost: of subsequent ctedit action (NSP 

~. 14, p, 21). Comparison beWeen the resiCiential customers• 

paymet'lts, :without the late paymerat charge, ani:'! large COII!lltercial. 

and industrial customers, .who are currently cb&r9e:tl for lat:e pay• 

Jllent:s, give i!t.:on9 evidenC41 . .Pf the effecti'lt~!fjjf! of a s~fl:i:::~entlY 

bigb late pa~~ char~. A~counts re~iv@l.~ iJl 1980 for resl"' 

dllnti.al c~ers wez'e tv\. o.f the total ~~nl1ii!s col.lected ~~m 

that c.lau '!fbil• 1lCCO.uJI,t$ l!~ceivable .for ci.ttl~~s which ~~.lllCl&. 

the ta~e ~~~~i:lll an:Q iti(!~lliltrial cu.•~~~- l:~preileA* R~~~ 
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2,1\ ·Of th.e to.tal revenues received f.rom that class (NSP Ex. 14., 

P• 21). 

As discussed earlier in connection w.lth the working 

capital requirement, Staff witnests l<nadle alst;) propos.ed a late 

p!lyDient. charge, but at a significantlY redu~!i level of 11 of the 

out:Sta.lldinq balance (Tr. 59.1). While he agreea that the purpose 

of the charge "~houl.d be to encourage the customer to make the 

payment on a timely basis" (Tr. 590), he w!l.f un~le to state that 

.his ll charge could reason~ly be ~pected to pro.auce the desi:r:ed 

effect (Tr. 590). In essence, his pos.ttion was that the U 

ch;t:rge shoul:d be implemented on a trial ~sis and data would 

thereafter be obtained to meatsure its effect {'IT. 590). 

'l'he staff recommendation is simply not .tailored to the 

objectives of the late payment charge. As lf;t, l(nadle agreed, it 

l1J lllOre in the nature of a finance cbarp ~r -paid electric 

))iUs ainc.e it applies to the unpaid ))ala.llce for however long 

o1,1tstan(ling, wkereas tbe Coi!IPany•s 41 charge represents a one-time 

charge in the IIIQnth of the ))illing ('J'r. 592). ··'l'he• CODtpany'a 

response to the Staff's recommendation was •~•t'ired by wit;nes• 

Dl1PaY a• fol.lows (N13P f:x. 16, pp. 5-6l:. 

"I .also do not agree that the pl'il,ll!lJ:Y PllJ'POse 
Q.f tlle ,late. papent charge s~lll.~ be a ti,Jlance 
Cllla~e, rather the prill\ary p~se t~l\Olll4 be 
~ ~J'I.~ucement. to pay .bil.ls ~t;ly, and 
ther:el)y bold .dQwzl .coUection cos.t:S.• " 

When c01:lectlon cOats are ~mned·~. it beCOIII8S clear 

t;Ut the lJ ie..t• paJ1118nt ¢h•J'9e ts u.miqd to l:lo'!l*ing only thPR 
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costs associated with extending credit to customers, which repre

sent about 2St of the. credit activity costs and requires other 

ratepayers, who are. paying on time, to pick up the remaining 

costs (NSP Ex. 16, p. 7). As shown inNSP Ex. 15, Sch. 8, p. 2, 

the total amount of credit activity costs for U80 were $96,900.00. 

•sp IX. 17, Sch. 3 clearlY demonstr<~..tes thi!.t th.e 0 chuge is 

necessary in order to fully re!lle>ver credi.t costs f.rom the cus

t:o~ners who are not paying their bills e>n ti!ne. 

Finally, Mr. Knadle' s recommendation implies that the 

U charge will fully compensate the Company for costs not recoq-

1\i.zed in the working eapital calculation, which determines casb 

working capital bafiled on the assumption that all customers will 

pay within 20 days from date of bil,l;tl'lq. 'l'bis U c!ta:rqe amounts 

to on].y a 12%. annual interest l:'ate, tothich is .far less than the 

costs expedenced in 1980 and well .b.elow th.e current prime 

intel:'eSt rate (NSf' Ex. 16, p. 7), 'llbere clearly shol.\ld he 1!10me 

airect relationship between Whllt the COIIIpllfty chll:rqe.s cutomers 

for the use of ci.ts 'lllOney llnd th\!1 isJit\!lrest r.:te uaea by the com

.pany in ~ing .refbnolil for any .r~a collect\!ld IIJl.der •ilona. WhiQb 

-s historically .been equal to the. prime inter.e~rt ~ plus 2\ 

.{NSP ti .• 16, p,, 7)• 

n>r the!Je reasons, W..,ili!rPPO._ •t ·~.<C:q~y'IJ lat;e 

'~ent eli~~ ~ .approved. 

--- --------
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Dated this 16th day of November, 1981. 

NOR'l'HE.aN STA'l'ES POWER COMPANY 

~ /?(/ By /.( - /,_,. (~ --
Davi A. Lawrence 
414 N.ic:ollet Mall 
~inneapoUs, MN 55401 
Hila) 330-6648 

AnCJ . . .,., ..... 
Samuel L. Hanson 
:sriggs an!'! Morgan 
2452 In$ Center 
Minneape1i:s, MN 55402 


