
BEFORE THE PUSUC UTILITIES COMMISSION 
O.F THE STATE OF SOUTH DAKOTA 

"'**PUBLIC VERSION*** 

IN THE MATTER OF THE" APPLICATIQN. OF"BI.ACK fUU5 POWER, ll~C. FOR AlfTHORITY TO INCR[:ASE ITS 
ELECTRIC RATES 

ST!l,FF MEMO!{ANDUM SUPPORTING 
SETTI.EMENT STJPUIATION 

DOCKET EU4-026 

. --··--.,..---

CommJsslon Staff {Staff) submits ~i¥ Memorandum in ~uppqrt of tile Settlement Stipulation 
{Settlement) qf December 8, 2014, betweeti Staff a·nd Black Hills Power Company (BHP or- Company) in 
th~ above-captfoned-lTYcltter. · 

·BA:CKGROUND 

... : . - ·· - . .. - . ·-· - . ·- . . . ....· . 
On tytarch 31, 2014, the. Company flied ao-appllcation with tfie South-Oakota·Public Utilities Commission 
{Cemmlsslon) requesting approv:il to Increase ra~ for electric sel\tlce to cu~omers In Its South pafcota 
,:eta II service territory by a-pproxlmately $-14.6 million annually. oc approxln:iately ~,27%. A typl~I 
resicfential erectrit cu~tomer uslog_ 65.0 kWh per month wDuld see an inaease-of $10.91 per month. 

BHP's·proposed Jncr.eas~ was based on a. bl.$tortcal test year ~nde(tSeptembi:r 30, 4013, a.dfuste4 fol' 
what BHP believed to be known and measurable·changes, a 10.25% retc,itn ori.i:ommon equity, ancf a 
8.48% overl!II rate ofret-um.on. ~te b~se. 

The Commlsslon offlclallynl:l.tlced BHP's filing on A"j:i"ril 3, 2014., and set an Intervention deadlint;! c;,f June 
6; ~014, On April 11, 2014, BHP filed revisions to certain pages originally file.d in the app1icatiQ0: On Aprjl 
16, 2014; ·the Cbmmls!iloh Issued an Ord.er Assessing· Afing.Fee. On June 6, 2014", a Petition to Intervene 
of G.CCOacotp~!' the.~ Pete '?en'."& Sons,:ln~ Rushmore Forest ~rodu~, Inc., Speamsh Forest ~r~ilocrst 
Inc., Rc!Picf qJy Region.al H9sp1tal,.lnc., an<f.Wqarf !lesources (U-.SA), Inc. {colle.ctivt?IY, Black HJlls 
Industrial lnterveoQrs or BHII) was filed. O.n June 6, io14, Dakota Rural Action (DRA)·al~ filed a Petition 
to Intervene'. On June i~, 201,t the. Comm~ion is,su~(,i an Order Grantint Intervention to Black Hills 
lndustrlaf lnte.rver:ior..: On June,26, 2014, th; C9mmisslon granted-lnterv~ntlon ~ D.akqta Ruraf Actl~n 
subject to Its filing.an affidavit, which was filei:I on June 27; 2014. On September-3, 2014, BHP ·filed a 
Notic;:e of Intent t6 l~plement. lnterim ~tes eff~ctive on and after October 1, 2014. 

On Septem6er 4, 2014, BHP. filed a Motion for Approval of Settlement Agreement,'qmfidential 
Settlement Agreement; between ·Blad( Hills Power, Inc. and South Dakota Science and Technology 
Authority {SDSTA): Including the associated Third Amendment to Electric Power Service Agreement 
between Black Hills Power, Inc. and SDSTA, and relevant exhibits. On September 10, 2014, Staff filed Its 
memorandum regarding the Contracts with Deviations. On September 18, 2014, the Commission issued 
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an Orifor Conditionally Authorizing and-Approving tm·plementation of Contract with Deviations-Rates on 
an Interim Basis . 

'~ . . -

..5ettlement'dlscusslons·betvieeff.5taff, BHP~ BHII; .and ORA corriinencetl oitOctobet 28, 20i4. Thereafter, 
Sta~f an~ B~P._ (ioi~tly; the ~arties) heJ<i-severpj set_tfefl)en~ disc;uss{o.~ in a~ effort to ~rrive at a m~iually 
·accep~ole ·resoJut1¢rJ of the issues presented in BHP's fillng. l)ltitna.tely; ~he P~_r'tl~ reached a 
comprehensive agreement'oh BHP.':S overall ·revenue.deficiency and other issues presented in this case 
indudirlg, but not iimit'ed to, class revenue responsibilities, rafe design, and tariff concerns. BHII and . . . . . . . . 
DAA ~te n_ot p~rti~ t9 tl:ifsett!ei'lteht. QI'\ Qe~rp\)er-9, 201~, ~l:f P afi!fSt11ffj,;i.icitJy filM ~iJoint Motion 
For Approval.of Settlement Stlpulatfon, Settlement Stipulation; and· Exhibits. On December 12, 2.014, the. 
Commission issued a Scheduling Ordersettif!g this ni~tter for hearing. on Jan_uary 27-29, 20~. On . 
December 30, 2014, the O>mmi~slon issued an Ord~r for .and Notice of Hearing'. 

BHII fi~erl 0°irect T.estimony and Exhlbits1>f l.ane-Koll~n i;ind Dif~ Testimony aod Exh_ib!ts of St~phl:!n 1. 
naIQo on P.ec~mber 3.0, .2Q11l-.-No testlmo.ny was fil~d by QM. '(his Mempra11du.m.suppor.ts Staffs vJew 
of th~ settlement. Staff ~tness Dave P~ter..on's <_flrect !est1!l1ony add~ses specific items discussed In 
Mr. KoJlen's testimony-and Mr. Barpn's testimoriy.; 

.OVERVIEW.OF SETTLEMENT; 

Staff based I~ rev.enue f1!QUireme!)t detenn~natiein on Its comprehenslvl! analysts of BHP's filing and· 
· · · · - · · ·- •. "fiffojrliatiotii:S6~1n~d durfng diiCOVery. Stsiff°a(:Ce"pted ~Rtne (;Qtnp~nY ~djijstrii~

0

1\T.s, mad~ ~trectlci~ · · · 
~ere n~ary, m.odffied othef}l.djustuients, .iitd..relected.thPse lhat tJ.!l nQtqwiJify as known and 
reaioriably. measurable. ).astly, Staff lntro~u~ new adJ~~en~ no~ reflected ln-.BH~s filed ~!!: 

O>mpaoy aad Staff=posltions weredi"srussed thoroughly ·at the settlement conferences. As~ result, 
some P,OSitfons were mod!fied·and otb~ We.re_;iccepted wfiere. COhSen5U!i was found. VJtimatefy, tne 
Paffles 9gre-ed i:>"n ~ co11rpreti"e~e-res"oloti1>1J ~fall ~u~. S~ff b~Ueves the settlement~ l:fase:d on 
sound regulatory prlnclples and avgtds additional costly".encfunnecessary litl~n. 

lbe Pattie?. agree BHP's r~vgl\ue d:eflclency Js approxlinately $6)190,746, which r~ul~ il\ar! 
appcoxlmate 4.35% rn~e.lrr retail rev.enue. Thls..-evenue requiremeil( and supportingcalculatlons 
~escrib~ Iri-th~ M!:!mor;andum an_d <!t"!aclime:nts d~plct ~lfs-p.osltionsre.lfclrdi~lP!II componeq~ ef 
.BHP's So'atfl Dakota jurisdictlonal r,eyenu~ reqlrirerrle(lt: 

STAl=F OVE-RVIEW OF SETIJ:EM.ENT 
\J :X-•u..:;:..,..# :'i.£-.. • • """'..,i ..-o, - f •• • ••- l, 

~taffis "d~term1nc!tl.Pn o_f the s~ttle!flent ~V_!!oue requlrement"b.egi.~ ~ ~taiCompany t;e_s!; y~r costs 
for the-twelve months-ended 5eptember ao, 2Ql3, aod-a!lo!=qtes those total Compariyarno\mts.to.tne 
.Sotifh Dakcita ·ret;all Jurfsd{ction-. Sfaff th~n i!djt$:ed the September 30, 2013, t~ year result:; for kn9wn 
and rrreasurable-p.ost-test year cha.nges. Staff Exhlbit_iBAM-1), Schedule 3 fllustra!es S~ff.s 
cfetermlnatio.n of.BHP~s proforma op.erating-income under present (qt~. Staff.Ext\tbit_(BAM-2),. 
scljedufe 2 lllu~ra·t~s Staff'; calculatlon o"f BHP'"s Sou$ Da1cola retalr rate tiase, ancfStp(f 
Elchlpi(_}BAM-1), Scl1.~dule 2 and Staff exiJlb~_(BAM-2), Schedule 1 sumtparize-the positions •. Staff 
Exhlblt_(B1\1v1~1), Schedale 1 summarizes·Staffs·determlnatloD of BHP's revenue deficiency and total 
reven1;1e re~uii-e~ent c~11ected through base rates. 
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The base revenue increase by rate schedule i~ shown on ~taff Exhlbi~_(PJS-~). Schedule 1. Staff 
Exhibit_(P JS-2), Schedules -2-1 t_hrough 2-~ reflect the settlement base rates fQr each rate schedule, 
The comparison between pre.sent and settlement rates and resulting bill lmpactsJor.the Residential 
Sei:vice-rate_sche~ules is shown on Exhiblt~(PJS-2).,Schedule 3; 

Unless ot.herwise noted, all of. the changes discussed below are changes fro"!" the Company's_ flied· 
position. 

RATE BASE 

Average Rat~ Bas!;!- Bo~ the ~mpany ~nd ~taff arrived at'. a tes~ y~;air av~f<lg~ .~te b<1se ba~ed on an 
average ofthe 13 month~od .account-balances, September 30, ~012, through September 30, 2013. 

CP.GS Plant P.-ddltion - BHP. propo.s~d an a(!Justment to' {nc;reas~ plant in serviQ?· for pi;oj¢qed capital 
costs ~ssodat~d Witli tf(ie_o-ieyenne P.rairie Gener.a ting Statfon:(.CPGS}. Ihewmpanylnc:tud'ed ln rate 
b13s~.the actual costs fr?ctirred as of December 31,. 2_013,:a~ e.stimates,ef tpe ren:ia!nlng:tompletlon 
cQsts. Th·e settlement de(-er.rnmatfofi rev~es th~ Company'~ tidjY5UJl!'!.O~ to re:6eclactual i::asts as of 
Otfobet 3lt, 2014, -aria -«:asonap{y known and measurable cban_ges after October 31, Z014. The 

·, 
l 

settlement ~lso·reflects the..associatec;{ accumulated .deferred lnoome: taxes, The i:iet effect o(these : 
··Changes is to reduce-rate basE!-f.,,i' appfOxJrflarf'i., $2. 1 C6jnno, .:-:.:. :... .:....:..:. ·.::..·:· .,._ .. _. · · :..::a.:.·; ••· :. - ·• ·- -· - - ...... •• --- ·· , : • • ; . . ur - ~·, I~ I~ • I 

'rest Ye~r Plant In Se_rvi.c~ An):tuali~ati?n -·To~ Companypro-pu~ed an B;tljostm¢1Ho iil'lnUafll:_l? ft;$t Y~¥ · ! 
11on-revenue produdAg plaot a<;fqitlons thatwere·tt;>lilpleted tluring the fest year. The settlement 
.clel:erminalion r~es tF,e Compi:11:iy's adlustine11.t t~: !} ~~inpie tne arooliots t~ared to eight prof.ects 
that appear to be ~ve~ue produt;inir, and 2.} .~ed.~ce the 3.cmt>_?f1ts:fela~d tt? fWo proje~ ~r. 
i;Q_f)uiJ:>utioJis /na4~ by (:enturyUnk. lh~ s~ttiem~lit.alsl:>'ij:idudes.itoo)roiilated deferred t1kome taxes 
arlstog from theseproJetts~ The nef effect ofthesecfia~~to reduce rafo base by.approximately 
$90~000. 

Post-Test Year Plant .Additlo,ns -"Tne.Con:pany pr'oP.psed an adJustin~tto ln~¥e.South ~akota test 
year plant1n s~cvice fgrprqJEt;t.eQ llon;~~ue lftl?d(,l~ng·post;-f~Yf;it qpital ~dditipns anlldRatea to 
be in .se1V1ce prior to Oct.ob.er 1, 2014. The settlement determfnation revises th~ Company's adjustme.nt 
to reflect actual costs. for compfeted pro/ects .fn-seJV1ce aS: of November 6" 1014,.. The settlem~t ~9.
lnclt!des-accuro~lated deferred lncolT!e ~k~ ori the po~-1e!it)'Cat r,~te(i{l.Jgj.Qfis ttiM are teil~ed]n 
rate base. U,e net ·effect ofthese changes Is to increase rate base by approxl~ately $4i3,~00. 

Ben ~c;p, Nell $TIP.son I,. & Osage Retiremen~ - 6HP propo~ed an adjustn\ent to rempve from rate 
basi? the a.mi:>.l.tnts.related·to the Be-n.frencb, Neil.simpsi:>o I, aod a·sage· power planlsthaf were retired 
on or"tiefor~~!cti 21, ~0~4, to CC!mp!y ,.',.,jf:h lh.e Envlronmi;ntal Protection /..r,~ncy (EPA) Area Soufee 
!{µI~. The.settleme(l~.q~~ts this adJustlJl~t.. 

Accumu.fated Dep1.e.clation -:Toe Company proposed:an ad}us~mentto.l_!lcre~e accumulat~ 
d_epred.c!tiq_n (anQ there_!>y to req1J_ce Eate ti.as~} to .tefle« qne-halJ t>f tt\¢ i!i'ifitlaldi!preciation ~e'nse 
associated with new assets a"rid its new· depr~ciation·rates. The settlement r~ses ttie..Conipaiiy's 
adjustment·to sypchronize the depreclatlol) reserve with the plant .additions that ar~ t9 be lnquded in 
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rate base.and to reflect a depreciation rate of 2.98% (qr CPGS in li~u of _the Company's propo~ed·~.29% · 
rate. The aet effect of these changes-.ls to increase rate: base by approximately $44,000. 

Cash WQrking C!pf~I - BHP's pr9po~d ra.te bas~ lncluged an allow.an~ for cash·Y{orking !=<!Pf~I base4: 
on a. lead-lag analysis. /\,lead-lag analysls examines the tiijling of the CpmP.ariv's. rec¢ipt of s~i)rice 
reventft?S from customers in relation to tfre Company's payment of expenses to ve'ndor.s and emplo\fees. 
The G:.ompany's cash working capita! aiiowancealso lnduded·a l°?i:e base deduction for tax collec;tio~s 
whfch the .company receives in advance of tumln"g_the re.latecfpaym.el'its over to the taxlcig·a~thorities. 
Staff catefully examined. Bi-I P's revenuEl lag and expense' lead·day. detenninations and made the'. 
tolio\lfi(lg mj:idifications, which are consisten~¥.(it~ Staff 11dj_ustm:ents' in prior rate:ca~es: · 

1. Revised the expense lead days fornet pay'ro.11, rerYice/ticitdfug company charges, other 
operating and mai~tena11ce, Flq'v (eaeral lncom~ tax, gross r-e~ipts ~ •. federal 
witlrh"Oldi!lg, and sal~s t3?C;_ 

2·. rnctuded a s.eparate ex°P.ense h~ai:I for vacation pay; 
3. Included .a separate expense lead for incentive compensation; 
·4. lnclqc;fed·a sepa111te expense lead fo( -anoollectibl~ accounts ex:peqse; 
s. Revi~d revenue (a"g d.ays ti:l ~cnabl wusisl:e.~ with P-~st S@.{f Pfi3.ctic;¢ c!f.\P. stat~ ~.t,Ite. am:f 

to more accurately r{?fiect the South bakota Jurlsdlciiona\ r.everuie lag; and 
6. R~vl~td·E!xpens'E!s per d:iy.to incorporate 1nto tf!e:lea~-lag'ar;ialysls th~ lmpa':(s of S(afff 

recommended-adjuslments to pro fodna op'el'a1ing eJCpelises, 
- . ---- -.··--·-· _, .. _. - . . ·-··· .... ______ ... . -· .. ·-·····- .. ··.·--·-· ···.·. ··-·· ... ·- - ···- -... 

These modification_s in~e rate b~eby approximately$s.j-6i,ooo'. · 

Rate case-Expense -Rate case expense Jnduded In Doclcet El..12--061, which lridu'des costs ln·curred fo~ 
both Docket El.12-061 and EU2-062 as of Ju!Y-2., 2013, was.amortized ovef a three:.year perfoa · 
begjoC1fiJg !UM l.E;, 2.Ql-3. lfi~li!tlifi ra~ li'I W.ts~~WE!~ tMlhtQ ~ffe·cn>ct. Qcto~eY;l., i014, le~vlng· 
approxfmafefy "lO,S months of cost r.ef()very untfi the' D.ocket Ell.2-061 rate case exp.enses..a're 
comple~y amortired. Toe se~~ent In 8.12-061 establlsfl~ a tJ:at:ker fo.r the potentlarrecovery-pf the 
residua! Q)st:s.assod~ted-wlt"h both docke~ In BtfP's next ra.te case fillng... 

BHP propesed r~~'lety 9fpr9Jet:ted rate-cas~ces(s fyr EL14-026, the remalnln_g un~mortf:zed° rate ~s.e 
expense from EU2-0o1·ancl EU2-062, and lhe te,sfdual q,~Je1atecf.to.EUZ-0&1Jirid. EU?-OGi., all 
amortized over .;i thr-eE!-year perioct:BHP also proposed ao unamottiz~d .amoun~ef $750))46"be Included 
.In r,ite bij~e. Th~ settlem~nt reflect:s a:thr~e~r amortization of $2'12,861 hY~$Jat·p,sts as of. . 
Nov.emberG;2014, fqr <{~tEU4-tJ.26 and $4.x.2,7~~ In ;1i:tt1al, unr~¢ov~re<I CQ$ forEti2-;A61)1(ld 
Elf2~62; l'or -t total amGURt of $62Sfi57: p"'ne-=haffofthe rate case costs, or $369,~1. Is.tnduded In 
rate f)ase, "r!!~~entlng ttiiay!!rage .U!"l-:ttnbrtizeci balance·oy.er th~.tn~e-y~r period: li-te P.tJ,ei'fug 9} 
these changes reduces rate base by approximately ~81,..000. ihe ~ettlemf:!nt alsn establishes a tracJ<log 
mechpnl,sm forthe potenJi~I (~ooveryofthe resldu~I co~. lf a_i\y, assodatei:f with.docket fil1'4-026 in
BHP's next"lgte cas~ 

oecomntlssfo-ning Jtegrifa;tory Ass-et·•·'Ine N~ISlijipjo'i1 l;.:Bei:i F.renc!t, and Osage.coal.fired power plants· 
a·re subject ~th(! Envtronmerital Protection'Ageney (l:J?A}'s National Emission Standards for Hazardqus 
Air Pollutants-for A.ri:t.a Soutces: lndcistrial; O>mmercial;.arid Institutional Sollers (ma Source Rules]. 
After evaluating the op~IQns, Bl-lP conduded·!tie n'!ost co5! effective plan to cor'npty with these rules was 
to retire Nell Simpson I, Osa'ge,.and Beh-Fr~nch l>ylbe compliance deadline ofMa_rch 21,.2014. The 
· decommissioning process began In 2014 and Is estlm"ated to be completed by September 2015. In 
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Docket EU3-036, the Comm!ssion issued an orde,r .futhprizing !;!HP to transfer the r~ainiilg pla.nt 
balance for the soon to be decommissioned plants into-a regulatory asset account. 

Ip this dqcket, BHP proposed to amortize the estil}'lated ·co$ associated with the retir.ement anci 
de,qmrnissioning o"f1:hese three generating plants.over tTve years and lndude toe unamortized balance 
at th~ en~ of Year One, .orfci.ur-fifths of ~h~ co~, In .rate 1:Ja_se. ~f!-Settl.ement rem~es a11 con~inJ:~ncies 
tha~ had been Included in BHP's d~commissioning estl~tes, T~v~e.s the amoµnt included fo.r ob~fete 
ln'ventory to agree with th·e amount removetlfrom working capital, amortizes the regulatory.asset over 
ten years, and includes the av~rage una.mortized 15alance over the first three years.in raf~-base. The net 
effectof these chang~s Is to decr~ase rate:tiase bV ai:iP.roximat¢1y $;1.,!~Qp,OQCt. 

Storm Atlas ~eguiatory Asset-Winter Stoffi) AtLas (Atla~J occurred October 3·5., 2013, causlng1;he 
.worst out~ges In OHP's 130-y~.i(blstdry. Heavy snow a. rid high winds,. combJned witli fulfyleafed trees, 
caused significant dam.age to BHP Tadlitfes aod left as m,i!lY i!S ~l,8"0b customers without power: 
Repa1r.lni this '!"ides_pread damag~ far exceeded B~_P's nor:n,af$t0fl!'-r~lated· co~; In ~clcet-Etl,3--036,. 
the Commission _issued an order.ai19wing BHI.' to us.~ <;lefurred ill!CQVnting fo.rc;os1s lncurred·:as:a result of 
Atlas. 

:. 

1n this tlocki:!t, BFU? proJ:io~¢d W mt;f!ld~ act.oat. to~ ttrrgpgfi Q~m~er i1, i.p_ij ans.mi f.rao, Atlas, as 
well as,costs thri:lµgh the~cfdffeorpary 1Giit-:Toe Company"also proposed to indude costs. for a
sy.stem-wide·Une Inspection driven l:iy Atlas. -BHP eroposed to amortlze!hese costs·over f/v«ve.il? anti to 

- indisdeihi Wl~rh~fflzeif baianceat"ihe"imcrof r,k?6ne~iu-io~r-flftJ1s.'ot=the'"'~~ ,·; ,,;t~baietni1(' . ·--· 
settJeme_m;reflectS'actual,flnal-Aflas-..,celated coi\s"fexcfuding:employee bonuses) and actual system: 
lnspedioncosts throti_gh September.~0, 2~14J anJtrefl~ 011lythe ln"Crementa.1 JntemaF la!:lc1r t o~ 
associated with the system -lns'P.e.c:tion,·The settlement·am6lti~ the tegulatory asset over ten.years and 
lndud~ the average unamortized ba1an~overthe firs t>three years In ratebase."The neteffettofthese 
ch~nges ls to decrease ~te:base-bv. apPTQXIIJlately $!,S~6,000'. . · · . 

"Tax Retum true-up-BHP's pr-oposecftest y~ar allowa11~ for forome; taxes Included •true-ap
adju,.stmeots to eliml(late C!ertaln tax evenfs.1:flai were reco~ed during the test ye'at bl{twhlch wer~ 
relamd to·pet1o.ds priqtto toe test year. It Is Important to ptirge from test year.operatlng"resul~·for: 
transactions.that relate to periods o$ld't: .of the test ye_ar. ·1n~efoce, ~~lf.accepts BHP-'°s Tax Return 
Ttue-tJP.?dj~t!litS. Tbo~e atfjustn:Jl!nts ;ire·ipdud1jfd IQ t!JEl S_Eli:tli!(l'l_e_n~ r'E!9~f\l!~~c((il~tii~{it; 
tfetenriioation. 

r{OL ~j~eni-Qrertl:,e pastsev.e.rafyears, bonus dl!,:tredatloJ1 pr'~ioissl'( app~ by. Co~ess· 
slg~ltica.otly Increased -BHP.'s-ariniiaf t:aic .d'eductlons.. The fo'cr~·cfeductlons, ho.we~; ~~ed 
s~s-"inoo,rf!e~ltl~~ i~. a~x lo~ ~~C?~e'?fthi~Joss P.(!siti~9, B!;{~was 9..otable'to1.1~lze.a1r'of.1$S 
qlfo~t;,le ~E?4uctl9...ns Jrrth~ y~~ th~'were. ~ap,~. lt'"-ha°d ~corded .d.eJette.i;I t;Jl(es rt!.la..tlhg tbttf~:W 
"deductions, ne~ertheJess. Tue·acci.lmurated deferred faxes are-us!!d as'.afi off~t't'o-BHP~s rate bas~. 
iher~f9fe, it was n~cessary t,.QcJcijust Bi--!P's rate base i:o reflect the unus~ tax"dedu_dio.~ Bi'.{P. wil! now 
_be c:ible.to utiflte.more"of. Its prevtpvs!y unused tax d<?dUctjons given th~ revenue increase ;jgi'e.1~c:Ho-ijy 
th-e Partle$. The Impact ofthfs.gfealer ~till2iltlo.n o f tax 6eductlons·on BHP:s ra]:i! oa~e has 6een 
reflected In th~ settleme.r(t'revenue i:equir~m~nt. The result of rec:.i1~lating thls"acij~stmentto «:fled 
the-effect or other-adjUsthlents lnco.rporated In the settlement-ls to Increase rate base by approximately 
$641,000. 
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Other Working Capital:- BHP r:iroposed this rate base adjustment to accurately reflect recent 
Investments In a spare trailsforin~r for Neil Si~pso_n II, i!l ~p~re fan niotors at the N!?il Simpson Complex, 
in critical spare parts at Cheyenne Prairie Genera.ting $tation, and_ in a new .coal stockpile at the Neil 
Simpson Complex, while removing the test year Inventories at the re.cenl;ly retired Ben French Neil 
Simpson I, aii1 Osage g_~rieratfng units. The sehle(!lerit accepts-this-adjustment while modifyi;g· for 
actual costs and reflecting;a more recent 13-month average for mateijals and.SUPP.lies, fuel stocks, and 
customer advanc~s. Toes~ l]loi:fificatioris increase· rate base by approximately $969;000. 

69 kV. UDAR Surveying Project'- BHP'pr9pQsed thi~ a<;{JustmMt to recover light Detection arid Ranging 
,~io~R) project cqsp; Ori its. 6~ kV sysl:em.:Tnis sun1.ey provided.BHP with elecironrc· modelirig·oata to. 
verify proper ground clearances weremet and tJelp stFeamlirre "their veg_etation management efforts. 
'the project cost is shared witfi the joint own·e~s ·of ~e·transmis.sfon S9Ste.m, and BHP proposed to 
.amortize costs associated with the projec.t oiler five years and to Include the unamortized balance, or 
four-fifths of the cost,'in rate base. Tbe settlemen't_ tefiects ~ reduction for accumulated' deferred !~come. 
taxes associated with the proj'ect, ari upl:fatl:: to actual pr9ject' a;>s"ts an(f ,actual contrfRCJtl6(1s from joTnt 
own:ers, ;ind ln~fudl!S the average unamortized balance, or one-half of Oie cost. lo rate base. The result 
of.Staff~ rev~lons reduces rate base by.approximately $399,000: . . . .. 

~u.stbtn'er S~fyic~ l\ll.od~I ;..:T,his Staff pro"p·osJ?d adjustroeot reflects ttie rate ba~ reduction for BHP.'s 
cusfomer sei:vlce-model changes. With the Befle Focirche-and Newell customer ~ervice and electric 
operai:ion ~Ice centers-b_elng ~!'5(?1i~ete~a!'ld move~ _to §p~_ifJSh ~nd Sturgfs,_reipectiveiy, the 

.. Reweirofficels"no Tonge·rneeaeo.Removl'~ theremainiiig"amou~ts associated with:tfie"Newell office - -- . -
fi?dutes rat~.base" by approxlmateli $9,-00Ut .. 

Stuq:is .Office &.Dpetalion.s Center- BHP built a t1ew service center In Sturgis to consofi.dateov.eratlens 
and business office$ foto Qne:locatlon In the northern hnls. As a result, the twq ~ngfaQftt.ies.~n.. · 
Sturgfs will be·.ciosed.,he set:tfernent re.moves the ami:iun"ts relat,ed lo these two facilitles as they are no 
longer n~eaed. Tbl~ a df~entr.educes rate bas!? by app-roxlmat~$3-08,000. 

Wages .tr; Salarie.s -BH~sfil(pg lndudecf ~vel'ai atljustment:s-.to .test year pay,roll·expenses, in·duding
~ptoyee additions; The settlement lndud~ a fate .base i!dJus'tinent assQdat~ with on~a.lf of the 
~ino.unt of-annual employee s~laries charged tp ~p~[ P.i:oJ~. Thls i!dJustment lnaeMes rate base by 
appl'Qxl~tely $79,000. · · · 

Other Rate Bc1$e Reduction_s- The Conwany'sfillng_lnc.!uded pro fomta rate·.bas1ueductlon f6r: 1) the 
How-th~ugh .of the Income tax.benefit assodateci with.,tlie reP.alrs·deductton thatshoultf not be 
Included In T?te base; 2) ~efe"f~ tqxes ano (e"d_e~! effe~ of t!te:siate N9L that sJiqiil~ be removed from 
rate base-since So.utl) Dakota.dpes pot; fmppse a state lri"come t,ix: 3} defe_rred:t:ax ffablfity assodi!ted 
with Tegulatory asset - unit bf property account that sllould not be lndudea ln rate 6a.se-slnce the 
amount In the regulatory asset- unit of property Is not Included ln rate base; and 4) the addition of 
accumulated deferred Income tax associated wlth the plant that is ailocated to BHP from BHSCand 
BHUH because the assets allocated to BHP are included In rate base. The settlement ac-cepts this 
adjustment. 

OPERATING INCOME 

Wages & Salaries-BHP's filing included several adjustments to test year payroll expenses. These · 
adjustments Included 1) using 01/28/2014 annualized payroll as a starting point as It was the most 
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recent payroll-at _the ~ime BHP·com.J?leted i~ adjus!me_nt; ~) ·removing the labor costs associated with 
Nell Simpspp I plant.pers_onnel who will have part of their time' charged to power plants not owned by 
BHP at the. Neil Simpson Complex; 3) a ?01_4 Union Wage "increase of 3·.25%, a 2014 non-union wage 
increa.se of3.SO%, a partial year o_f a 3.5% 20_15 union.. w.igeJncreas~. and a P.artial yearof a 3.5% 2015 
n_op--upioh iric_re~s.e; 5) i!cfdfng tl:ie to~ts.associat¢d with operi va.cancles and additional employe.es 
ne.eded for operations; and 6) removing costs_ assocla~ed With employee eliminations. 

Staf.f agr~ec;I with the Company's adJustmeiJt, extept f.or the.amounts included for the 2014:non-unlon 
· and 2015 union and non-union wage lncreases ~nd employee additions... The set:tlerrient-revises the 
Comp~ny's a~justm~nt to;l) ~efle~ a 2014 non"0 union ~ge-lncreas,?"of~.25%'1n lieu c;>fth!;! Company's· 
proposed :buqgeted 3.5%; 2) reflect a full r.ear o.f th:e 2015 union wage Increase of 3.25% In lieu,of the 
Company's propo~ed partial year of a projected 3.5% wage Increase; 3) r!;!flect. a full year of tf1e 2015 
non-union wage incre~se of 3 .. 0% il'l lieu of the Cpropan'/s. Rfop0sed part._lal,year of a projected 3'.5% 

. w.ig~ increa_s\?; and 4) (eflect ~m.p10Y.~e a.dditions'(or·actual empCoyees hired, including only the portion:· 
of employee salaries charged to O&M and .a djustlnji t~e ~fatiei(for the ?,Q1S WBtte- lncre~~s. This 
adjustm.ent reduce.s operating expen~es by approxlrna.tely $130,000. 

Blade Hills Corp. / Black ·Hills Utility. Holdings fn.tercompany Charges - BHP proposed a $.2..3, !llillion 
. -adjustment to total ~~pany testyea_r ~~nses- f9r .charg~ bllled to lt: from Black Hills Utility tf ol~ings 

(6HUH} (Adjustment" H-5). Staff obJectea to this aaJusfment beGttlse It dfd not reflect<! fcnowo ·and 
measu.rablecchange ·,n Bl{P's costs; ~tfier, it was merely BH~s estimate of future costs, Consist.ent with 

.. - :- . . ._ ... ·. -:: .. 

. ·th~ Pa"ities'"ir&tii'l~rit"of othef-opet'ating·~peiises;lnclu<fifit iµepeiisesl]!}fed'to"BHP bfBP.SC, fr,~--.~ . .. .. .. . . 
. Parties agreed to recogn1ze known ebao~es Jo. billed costs by tfte·serv'lfe'COi'npany through Aut;ust 31, 
20i4. Thai Is, the rate~e allowance for service company billl~ reffe~ BHP's a.ctuatcosts f~r the. 
twelve months ~n~ed August 31, Z014, ,p:dqding.am6unts ?SSOciatetl with vegetatitmmariagethentanCI 
reflecting an annualizatlon for customer records and collectlon ~enses assoc;fated,wltl),:;i. change In 
.allocation ,f~ors~the pro iormo utlUty holdings costs .ilso.refleg an annualizatfon of wagQ in~es tor 
~oth 2014 and 2015. The effect of theli~ ·chal}g~ ~ t9 \ri.ctea$e Sq_llJ;li Dakota oper.itlnireicJ:iens~ ti 
approx:irhately$.527,000. · 

Employ~e fenslon· & Benefits Atljustment- Bif P p"rpposeda"$3.34i319~tbt;3ta>Jhpany adjustment tb 
test v.eat employ~ benefits exp.enses (Adjustment l-!-6) .. }Nlthlnthls adjustment. BHP'norfriaUred ifs test 
year pe~ioa ~p~nse by averaging.the annual ~pense ovei<~e-p~ftveyears. Th!s no~alkatitrn· 
adjustment reducea tile test year pension expense by SS.08,454 oo ·a total oompany level. Staff aiveed. 
t<?. BHf?'s pe(lslon expense norniall~tlon:ad!uitment1f ltl~ t9 b~ app!iecl c;o~lstently ln ~re rat~cases:. 
Staff d~<!greed with th~ rell)alt1~1¥ of BHp!s wcpo~cf employee benefits adjustment be-caµs~ tt Is b~J?rl 
oh est(ruated ~l'e i;osJ:s" rather ttian: known cost ~ha11ges. The ~ettlement reftects. lCllown pest-test" 
yetir c~angi!s.in einp_loyee.benelli::s ~asts. rat~~r ~han ~Hl?'s-~lm~~- It also reflect:£.~ n'?ryiallzed t~t 
of pension c;o~ based on a flye-year average of BHP's-actlµ!I peQSlon expense. 'The eff~oftnese. 
changes fs to reduce South Dakota operating expenses by approximately $289,000. 

Bad D~bt Analysis - BHP propo~ed an adj\)stment to decrease bad deqt expenses bas~d·on a three-year 
uncollectlble rate average. The settlement decreases bad deBt expense based on a five year 
uncollectlbfe rate average ·applied to retalf revenues. The net effect of this change inCJ"!!aSes 
Jurisdictional operating expense by approximately $6,000. 

Generation Dispatch & Scheduling - BHP proposed an adjustment to update co"sts for generation 
dispatch 2nd scheduling in. accordance with the Generation _Dispatch and Energy Management 
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Agre~ent (Gf?EMA) \\'.hid} aljocates costs t~ the P<!fti~ cqn~cting for services·bas~!:I on. tc;'ital c;.apad.ty 
. of eactt--company. Staff generally agreed-with the adjustment but replaced the bucfgeted cos~ used.by 
BHP with actual ye.ar-end l.\ugust 2014 costs, while a!lowirig 1:npwn and measu~ble Increases to iabor 
aod labor overh~ad. St~ffalso corrected errors tolhe ~pacities provid.ed fo; Bl~ck Hi_lls-Power and·Black 
Hills/Colorado Electric. The resuJt of Staff's revision~ redu-ces jurisdictional operating.expense.by 
approximately $105,000. 

Energy Cost Adjustment Expense Elimination - ·The Company proposed an adjustment to remove· all 
costs _tha~ ar~ collected"through the Energy Cost A.djustm~Dt (.ECA) from·the.t~ year. The settlement 
~c:cept~ th!~ a!fjµstnier:it: 

Neil Simpson ·complex Shared· FaciUties - BJiP proposed ah adjustment to,upi;!ate reveny~ and 
~tpen.ses f.or shared facilities in ac~rdancewith tfti? Nelf.SlmRson Complex Shared Facilities Agl"eement 
.wlrlch au~·cates revenue~.and experises to ttie pa¢es l?asecfon riettapacily of eadt company. Staff· 
gene~IJy 9g~d -with· t~e adjust~ent.l?_ut replaced the b1-1cjg_eted cost:s us~ by.BHP with a~I a,~. 
The result of Staffs revis.lons reduces Jurlsdk;tloo:il optm1tlhg.expenre- by approxlmately $74,000 and 
reduces Jurisdictional operating revenue byapproxirnatety $136,000. . . .. . . . '. "', . ... 

Re'"t_nQVc!I of URallpwei:f Adlleitf~ii.tf!'-- BJiP proposed-an.adjustment tp remove advertising.expenses tnaf 
should not be recovered from ra"tepayers. ihe-settlemenf ~tcepts this adjustment and fu.rther removes 
additional-advertising "costs which do not contribut~ to the provision of safe, adequate, a~·d reliable 

•• -~ .•. 'electri~ servie"for Soutli- Oalcohiral:ep'ayei:s. The effe-ctof tlili'adfustmerirreaucei ope~tingexpeiises ·-
by apP.rOxi!"l1ate(y $4,000. . 

Po\Ver Marr<eting Adjustment- BHP' s adJastm"ent to rem we p-ower marketing expenses. from the bas~ 
rate regulated .Ct?st e( service is f9unef on S.t:f~ent Ii,. Sch~ule H..-12. The-revenue adjustment found in. 
-Statement[, page t..tert\OV(:$ fue COtTE!Sponliln,G-pol.l(er (llari::etl~ r~vec,Ues ftom tfle base rates. The 
se(tfement revlses'1:fie expense adJusfmenfti:i correct the.labor-bonus costs removed and accepts the 
revenbe ad\~~!lt. Toe ~ffe~ of~til~ iidJ~ent reduce,s opei:atjng.expenses bY. appro.xi~ate!y . 
$9,000. 

Rate ~e Expen~e - ~ate ~se.expense ln,cft!ded In Oodc~t EU;2--0&'l (consisting of costs related to 
oo~et EU2-0f?1 and l;J .. ii:062) Was--amortlz1?d·over a thtee-yearperiodJ;>egtn.nlJ1g bfne l.o..2013. 
Interim rates in this case were putinf:o effect on Dc;;tobei l; 2014;.leavirig approxlmate(y20.S n:lontfisof 
cost reroverv untli the e,xpens,es a~ completely amortlzeds The seµ{ement fu."ni2-06i e$.blished ~ 
trar.ker for the potential-r.ecove-FY of tire residual costs" associated with boru dodcets"lil BHP's next rate 
~efiling. 

BHP proposed recovery of projected rate case-costs for- EU4-026, the remaining unamortized.rate case 
expen·se from Eq.2-061 and 1;1.12-06?, aria the residual costs related to EL:µ-061.al)ii EUZ:.062; 
amortized over a three-year 'period. The settlement reflects a three.year amortization.of $2~2,861 ln 
actual cqsts as.of No~ember6, 2014 for docket EU4-026 and $412,797. In actual, uiireaiverecl amounts 
for (Ll2..'.Q61 "arid Ell.2-062, for.a total three-year amortization allowance of $625,657. ibe n~t erred of 
th~se changes Is a red_4ctipn in operating expenses by approximat~ly $188,000 .. Th~ settl!!~ent also 
establishes·a tracking mechanism for the potential recovery of the residual costs associated with docket 

El14-026 in the next rate qise filing. 
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Vegetation Managerrient Expense - BHP proposed to adjust its:test year v.egetat'ion management I 
expenses to re'Oe~ the amo.un_t app.~oved i_n th.e· ~l?ulag o:.1 in ~ocket EUi-06\ The set'tlem~nt ;rccepts 
this adjustment wi~h a slight mqdifica~ion wtiict, updates tbe allocator to COl\fann to what (lf-{,P fil~d in 

·;ts Statement N. The result of·Staff's_.revision Increases )urisdictio1Jal operatil)g expense tii 
approximately $i,OOO. · · 

CPGS O&M - The Company proposed-an adjustment to reflect projected -operation ana maintenance 
expense-for CPGS during a normal year. The settlement reflects the.Company's proposed adjustment. 
le-ss reagent costs which are recovE:_red through the ECA. This adjustm~nt redu_ces operating expenses bY. 
app,~icim~tely $28,ooo: 

Ben French Severance. Exeense - BHP proposed an adjustm~nt to remove th~ employ~e sevefi)nce 
expense assodated !,Vitft the Ben Frepch .plant. The settle"i"nent accepts this adjustment 

.Neil Simpson ·eomplex Con:,mon Ste.al)'l Alio~{ioq - B}-IP ,PrQRPm-ajl ;idj14~mefltt'Q 1,1pdate W$ts for 
t!J~ operation and main~enance of Neil Simps~rr ~omplex·co(!lmop steam ·facilities 'Where BHP ls 

. r~ponsible f<?r ~ost, r~lating to th~ capacity associated w/th ~ell Simpson II and its ownership 
percentageof·Wygen Ill, staff generally-agreed with the adjustment t>utreplac:ed the budgeted,costs 
used by ~HP ~it:h_actual year ~.nd AU(;:Usf: 201.4 costs,:whlre allowing knowo ano measurab~ Ina.eases to" 
.lcibot and benefits •. S~ff _;il~o 1:9rrect~ errors in tf-!e tapacity shares provided-for Black Hills Power arid 

. MQU, Oty o_f Gillette & Other. The resutf o f.Stalf s.re'!:~~~<.!!J~ J.u.~d.fctlo~~I ~P.E?~tlng c~p~ns-~ ~V . . 

.appro_ximately$243,000 •. - .. ·- · -·- ·- - - ·- ·· ·· ..... · ···- -· · ·-·· - -·- · - - ·-·· - --- . - ··-· 

Ben Frencfi. Osage~ & Nell Slmpson.f O&.M Elimln;itlon ..,.·BftP prQR.P~~P c1n a..<&is"t.me.ot t9 re(llove th~ 
test vear oper._!tinirand mai!ltenanq:i exp.enses re fated t'? ,the Ben f~ncl), Nell Sl!'"pson I,_ and Osage 
power'. plaritS that w:ere r~ttred bn Qr before Marcl'l 2l:, 2014, to comply .wlth the Environmental 
Protection Agency (EPArArea- Suurce Rules. The settlement accepts thls:idjusctmeot.. 

t=,iture trad'l Wtj~or~ PeV~pnj~n~ -Btf P ptogbsed ;[I t721.86l total c-ompany e,cp~nse adJastm!!flt 
(Adjustment H:-19) to ~mptement lt:s eight-year Fut'ure Track Workforce Development (>rogram. Included 
In tl}e Cemp~ny's pr~PO?<II was a req,u~ to defer as~ regula,toryasset for future rec.avety att~sts 

. QSSociated with the program.that exceed the amo.unt lhdude.d In base rates. 

$'taff obJect~d-to the Cor:npa{ly'S propo~al, bqtfT as tQ tlie expense~ be Included In base ra~es a nd to 
BHP's proposal to Liefer expenses In the future;. The ~riles ~g~d to Jeflect In rat~ BHP's ag:ual costs 
for newly hlr~d-employ~~ under the Fut!.!re T-ra~ prog~m, without l:le~rrals>. 'The.effect of thts change 
Is to decrease Sooth Dakoqi operating eiQJ!;!nses fJy-approxlmatety $344,0QO. The settl~hien~ alsb 
eliminates tlie annual reportlng rei:(tlirenieoJs proP.6sed hi !lHP'-s .filing. 

69 i<V-UDAR Sun(eying Project- BHP prop!)sep thts adJ~ent to. rS?C(Wer .Ught Detection ;in.cf Ranging 
(UDAR) pcoject costs on Its 69 kV system. This-slfrifey pro'Jide<f BHP'v.rith·electronlc mod~llng data to 
verify proper gr:ound dearances we're met and-fielp stre~mline-tli.!-?lr·vegetatio_n mana_gement:e ffciris. 
The prefect cdst Is shared.with thcrjolnt·owners of ttie tra_~f!lisstor:i svsfE:m. ~HP's share is amortized 
over five years to correspond with tlie expected frequenGY. pf the S&Jrvey,Staffs acjjustment.reflects 
actual costs of the survey and aqual .contril?utlons from the-~lnt own~rs.-The result ol Staff's revision 
reduces Jurisdictional operating expense by approxirt}ately $66,000. 
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. Customer Service Model AdjustmenJ:·- This aojustment r.eflects: ilie cost reductioris'-BHP achieVect as.a· 
result"ofthelr'customer se{Vice model chant;es. The 'Bell~ Fourche and Newell customer .sew}ce and: 

.elect(ic:operation sen,ic~ ~ent~~ wen:iron~lidated i~q ~o-vid ~dspearffs~ aryd s~-rg~; r~specti_vely. 
'This adjustment re'moves t~.e ~alari_~ and benefits:of three customer service representativ.es and 
-e![mjna_t~s Belle F-ourch~-and Ne"Yell taclllty c.osts. "(he.settlenient:aiso" removes further tosti associated· 
wil'tJ t~lepho_n_e1 fahitotia! !a!Jo.r, a_n9 ~~p(e~iatio"n ~pense •. The' result of s'~'ff's;re~ion i~du~ · 
jurisdictiona~ operating exRen_se by approximately $7 ,OQO: 

Remove City of Gillette "7 BHP-proposed an a~justroent t9 recn9ve the Oty o.f.Giliette revenue as it 
relates tci repfacement.energy. The.associated costs are ceino~ed as:part of the Power Marketing, 
adjustment. Th·e.setttemen.taccepts-this a~justrnent. 

Unbilled·Revenue and Provision fo.r ~te Refunds -Unbilled R'evenue reflects an accou'n.ting accrual 
made each month to r~fle-ct a portion ofthe-curr.ent month usage .which js bllled' inihe following month. 
These acccual eJJti:ies areJ:~vJ?..r:s.e~ p~ l)1_e following "rnonth. Provision f9r Rat!! Refunds reflects tfie 
liafance related to interim rates In-Dockets EU2-06l and EU2-062. Tbes.e adjustmer\ts·remove~he 
-enti~ per books jmoohli from these two accoun~ to r-eflec~ n~r-mal Jeve(s. Jhe settlement accepts 
these adj_ustments, 

Reljl(511al of Enl?rg9·Cost ~~l!n\!~ - The Q)mpany pfl?posed .a~ aajuStJl!e,nt tg remov1hevenue 

. as~~qqt~cfy.,itt\Jhe,~ ~_a~q_ga~ ~ .er_gy SP~ ~r~!~ ri~q~d. rrom the t~ year, fue;· I -settlement acceptsthlsadJu"stm~nt;" __ , - . -. ··-- -~.- ---- . -. - .. :. ...:.: .:....:..-. -''-.:......·.~.: . - ....,,.,,.'"' s.:.; - • 

. . 
Pf P.R Rate Annuali~tJon -ihe test ye,ar reven1.tes coa~lfJ. only~ portion of the Phase" In Pfan Rate 
revenu~ esfabllsfred ,.n Do¢cet Ell.2--0.62. Thls fcnown and meas11rable .adjustment Is needed to-~ecf 
the prc;ped!Nel of reve·tuJe qncf-t)(op~r(y m11tch ~hat ~mers w.ei:e ~ingat the end of the t~ year, 
thus re?ucing'the revS?-n{le detldency, The.settlement ac.cep.ts.thtsadjqstment. 

Weatl\e( Norma(~zatio.n - ~t-lP.'$ filfng tt;ntalne~~ ~titer {lprmal!Iatlon. adf ustrrren; of {$644!7.0~). 
Staff undertQolc an Independent weather nornializiilt.lon i'malysts anJtconcluded th;¢ an at!Justn1t":flt o.f 
($264,403) would oe appropriate. S~-ad'J.~ent update~ lllfP'.'s da~ t!) reflett the latett NOM.. 
weather nonnals for the tmrfy yearl,tas-.e, peri~d 1981-4Cil.-O~ Staff a.~-included J.une In the anafy$ of 
CX?olli:1g load sens'ltlvitv~ -and· 111easured"senslttvityln:absolute '£3100.as.ii.-depaftltr~frpjn noona.1,.fatti·e.r 

. than relative variat1o.f! frofl), m~i:tthly OOJ'lPJ!!S. -S~itivlty ~S b~_sed bn -regreisi~O' coeffrcien.ts 
correlating usage with d~atture froro oq-rmaL--BHP"a~pted'Staffs~dJustrpe!lt for;settlem~t 
pui:poses.: The effe.ct ~.ft~ese cha~~es- rncr-eases tiperating revenues. by.apprdxlmatef¥ ~so;poo __ 

Industrial Co ntcact Sericlce ~ccn.rar - BHP prqpo~d-thiS kl)oV{rr a.n~ rpeasu~bl~ a?itJS!ment.to 'JlJO~rly 
mat~~ revenue_S: ~Ith t~t ye~ r: l:J~~g!? fo.f thre~of t'J}elr.lndustrial customers on con tea~ rates. Jhe 
settlement a~ep_ts·this adjus.tment 

El12--061 Rate lnaease·Annua_lizatlon -Tfie test_ye'ar revenues lire based on the ra.tes estab!ishetl In 
Oocket:EL09-{)18;· howeve:;, ~-te~ w~~ ch~nged fQ·D:o«et EI..µ-'-061, effective Octol>e"i-~ 401,3. Th~Is ii 
known and m·easu"rable change to test year operatt,,g T~lts. 13HP proposed this adjustment to reflgct 
the p~oper level ~f. revenue to b~ received from <;U~':Omers based on the recently approved rates. The 
settlement aa:epts this adjustment. 
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: Interest Synchronizati_oQ - The ~ettle~ent synchronizes the f~x #ductlon for interest expense with the 
weighteq cpst of h;,rg-~emi· d~bt and the-h.isto.ric;a1 test·yec1r rate °b?se as adjusted for k~qw.n ani 
measurable changes. 

Depretiation Expense-In I~ Marc;h 3l,2014nte-fi[ing, BHP daimed a to_tal company .depredati.on 
elcpense alf6wance of $3~035,046 related.to the Cheyenne·P.rakle Generating Station basecf on the then
~timated $92,250,624 tota_l company .plant Investment at Its exyected in-serviredate o( October 1, 

. 29l4. The expense aJlowanc~ r~Oected a c;bmposlte ·i;fepredatlon accrusil rate of 3·.2.9%that a:ssu/11.ed a 
35-year life span for the plant, anowancesfor retirements of plant components during the life span and 

.an estimate of removal costs amoontln~ to 4% of the plant inyestment at th~ time of its ret~rement. 

The settlement reduces the CPGS deprecla_tion..aUowance by $349,819 to $2,685"221, on-a total 
company levet, ~o rel'lect BHP':; agreed-upontictualilr:iy~ment·ln the plant-and'a composite . 
depredation. accrual r'ate of 2.98%. Tl}e ~SS% composite rate \Vi!S ti~i.Y.ed QY extending lfie assumed 
llf.e sp~n 01' CPGS frcim ls yearsttHl more re.arJStlC 4.0 y~:ars judging by Jlfe estimates made by other 
ut!flUes for comblrnid·cyci«,::g¢r)era'tint unlts. <;,!:her ~arame~ers. reflecfJ?d In the 2'..98% rate {interim 
re~lremen.ts and (emoval costs} .ire consistent witb th~ parameters refl~cte.cj In BHP'~ existing · 
depreciation-accrual rates forits other generating facilities. 

The seJ:tlen\en{ flJrl:t1et revJs~ tti~ O,mr,any,'s <l~pr~¢IiV6cuidj~tffler!t'to refl~ct the~~ of thegther· 
. . . ..:.pliiot ad}.ustme.n\s iodu!Jed.in.the.settlei:n,o~ The,ne.t .e.ff~P..f..tl:t~~-gi_jnges lsJo_d¢~~~f! ¥>.uth· . . 

Dakota.Jutlsd.ictional operating exp-enses by approximate!'{ ~7,000. ~---· -· - - -- · ··· 

o'ecornmis~ionlng Re.gulatory Asset .... The Nell ~lmpsqn I, BS?n-French, and bsage coal-fired power pfants 
9re $1,fbj~tt to ti\~ EPl\'s ~ati~r!al !:,rtli!.~on St;a'ndards for Hazarclo~ Alr P"ohutpn~ fqr ~ ~aurO?S: 
lndustria~, Cpromercial, aod lnstitiftlonaLBallers (Area Sotltre RUies), A~ el{a!~atlng the.optt_cins, &l:IP 
conduded the most,cost effective :plan ta comply Mth these rules~ to retlre Nell $lmpson I, Osage, 
and Ben Frenth by the c6tnpliaoce deadline of.March 11, ~14. Trre decomcnlsslo~li,g pro~ begarrln 
21114 and Is estfmated to be completeo bv.·.sep.t:embec.ZCll'.S. ln:Pecke.t.El.13::096; tbe. CQ"mmfssion lssue.d 
an order authorizing BHP to;:transfe~ .the r~~nln~ plant baJance for PJe roon to be deco_mmlssioned 
plants 19 a reg_ulatory-asset. 

In this dodet, BHP proposed ta.amortize t_he estimated cbsts associated witfithe retirement ana 
-a~cpmcn1~1s:i11t.ng;-Pf N"~ll ~rtap,s9h i, ~,:n i=ref\dJ, a;i-11;1 Q5pg~ o~rflv~ vt-:trs. ,ne s~we·m~nt re"movepfl_ 
contingencies .. revises!,:he a~ciunt In duded for o1lsolete lnvenroiy to.agree with ~e. amount remQ'led 
froi:.n woritjrig.capital, and am~rtizes th~ regulatqry asset QVer t~ .yeaf:si redudo_g th.e-an:nua!South 
Oakota amortlzation expense ·b,;, approximately $1,651.000. 'BHP ll)ay track tbe actt.tal ~ lncucreti ~nil 

.se~Krecoverv. in a tutu re rat~ case, of d~co~!11~1an!og:_co$ not cecoyeted trom ctP.,aimecs. 

St-0rm Atlas Reg_ulatory Asset- BHf? proposed to.lndudelts actual}.J:las-related cqsts throqgl} 
D~ce.mber 31, 2013, and lts est1mated costs-~r(!ugh !he eod ofFe~ruarx 2014. The Company also 
prop_oseq tq icigud!?-costs for a-system-wide llne. l~f?e<:tion n~i~tf¥,1 by·Atl9s. BHP p~po~Q1o 
a mor:tlze the.se cosfs ovJU five years. The settle men~ refl'eci!S ~ctualf finaf A.tlas-rel;ited co.sts { exduamg 
employee ·boniJ$es) ancl actµa(-system Inspection costs tfirough ·September 30, 2014; and reflects only 
Incremental l1;1temal labor msts associated wl~ the system tn,spe.ctlon. TQe se.ttJement amortizes the 
regulatory asset over ten years. The net effect of these changes Is to reduce the annual South Dakota 
amortiz.ation exeense by approximately $512,000. 
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Charitable Contributipns - The settl~me~t removes approximately $16,000 in charitable contributio~s. 

Storm Damage -The settlement normalizes sto rm da·mage-costs-to a five-:yeat average. As Atlas-was the 
only_ major.storm event in 2013 and:its costs :are recovere~ in a separaie·adjustment, this normaliration 
adjustment i,vouf.d Qe.ed to .ln:c1u·9e $0,00 for the 2013 ~,cperi_s~. ,1nd. Star( \Vas concerned· that .using $0.00 
woufd no't re·flect an accurate value of normal storm i:lamage.expense. Thus1 Sta Cf chose' the 20.08 
through 2012 tlmeframe for this adjustm_ent and'Jn0'eased ope~tiog·exp_ense by·appro>Cimately. 
$31,!)QO. 

Incentive ·eompensation--,.'BHP's·proposed revenue r~qufrement lnduded app"roximi,lte.ly.$3.8 millfoh 
for Incentive; co·mpensatiori; induding arnount5 billed from ttre· affirratl?'service_.com'paoy: F.or ·settfem~nt . . . - . . 
purposes, the Parties-agreed that Incentive cO:mpeosatioo p.aid fo·r a.cillevihg floandal performance goals 

. will be eici:luded. from BHP's South Dakota-revenue requi(J!ment. Th'is adjustment. reouces ~outh Dal<ota 
bperating eicpenS.e.!i by approximately $665,0.00. · · · 

E'Co~on:iic Devefopment .,_The.Company propos1:d 190% ~very of ~conoinl<: d.eve~oement-expenses 
indo~ed In ihe t~st year. The settlement reflects a $100,000 g"COnomic d~velopm(?lltp.lan, lh~usjve qf 
labor, to be split 50/50 Qetween shareholders and ratepayers, The adjustment redures operating 
expenses by approximateiy $2i,ooo. . 

As.socJati9n Dues - .The settleITTent renio.v¢. appr.9X!ryiat~ly $6,000.ln a,c;sodatlpn cf1,1~_costs associateij 
0

Wlfh:donatlp.~/006'"yi~c1:vanQu;;;ttiej a~vitfes that do"not pr9v14e-for t}J_e provi~ion,of ~fe, . . . 
adequafe, arid reliable efectru: setvlce fo r South Dakota rate'payets. 

i;:uster tq .Hot-Spriqgs ~ooirq:r.atil[~ R~venoes -BHP. has a Jo11"1ti owo-arship a_greeinent with·~as~ore 
Electric and Its two members, Bla<:k-HIUs El.~lc Cboperative arid'Buttel:lectric Cooµ,e_ratw.e,-for the cp-
owne~:portfons of the 69 kV sub-transmlssfon sy.sti;m. Rushmore. Electric Power Cooperatfv.e; on,behalf 
Qf it;s~lf \;ind its m~t.re,:s, pa~ BHP ii fT\Onttdy fee to ens4re.that a1storners o('alt parties are talrlV and 
accurately respooslble for. tbetr use Q.f f.b:t! Jointly P.W1ml:f:ac:lJitj~ TM ~e.rnent Jndv:d~ alJ. 
adjustment to account for Ute 'additional annuai rev~nues 81.'lP.will recel\te assodated with. the CUsterto 
Hot Springs. line. The effect of this crdjustment Is to in<;rease OP.erating rey_enues by approxii;nately 
$90,000. • 

WPrk.'ers CpJnf,e_R$-~tfoh -. (Nrlr\g d~P.)'{efy, hHP prup-osetfan. adjustment tq nonn_afi~ ~ork~~ 
cern11e!l53tlon costs t"o ..i five-y~ar average of the costs; The settlement-accepts this adjustmeat. 
Increasing operating. ex_pens~ by Ilperoximate1y $172,000. · 

Blacl<1:lnls "Corp./ Bfack Hftls.Seorlce:CO. lntercompaoi~afges-:- BHP-'s"fils?d case lndadeii test ye.tr 
expen.sei°bnJ~d· fu lt b,y f.~ aftltlate s~rvl~ _c_o_mpa_n_y, aperfo~T:i~eJv. $~:4 '!111Uoii;~tho¥f a~justment; 
Consistent with the parti~treatment of other o"P,eratlng ~etl~\!5, lncl.udfng expenses bllled to BHP by 
BHUH: the i>'artles agreed to re'cogril1e-known changes ih bllled crists by.the service comp'ar:iythrough 
J\~g1.1st 3i.,. 2Q,:4. That ts, tf'\e- r.\t~ cas~ ailowa!lce for service i-ompany.bjllil}gs reflect B~P's a_i:tual co'sts
for tlie twel\le months encfed-August ~1, .2914, exet:;p(fq(·prop·erty.:tnsur:anc~ 1(1.'hlch Is B1-lf>'.s actUpl -costs 
for· the year Oi:tobet 2014 th'cough September 201:S. ·me proforma service company costs also teOect
an annuallzatfon qf wage lncreasesfoi:'ii.oth 2014 and 2015. The net effect of ~esc ch9nges Is to 
increase South Dakota operating expenses .by approximately $'1,i.32,000. 
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In.come Tax Adjustment- Th·e co·mpany's filing induded proforma adjustments to income tax for true
up i_tem~ an(! ite1:ris that are not P.art of the regulated operations of BHP that should therefore not be 
included in the computation of federal incomc·tax. The settlement accepts this adjustment. 

COST OF CAPIJALAND RATE OF RETURN 

BHP's initia! filin~ sou~ht an overall r~~e of retum of 8.48 percent, ~hich included an embedded-debt 
cost of 6.45 percent and !I capit"ll structure of 53.32 percent equity an_d 46.68 percent debt. The 
requested rate "of retorn on eq'uitywas 10.25 percent. Staffs analysis Initially cl)allenged all th.ree 
components of t:he overall rate ofretum: (1) embedded cost of debt. (21 .the capital structure,.and (3) 
the requlrel teturh o'~ equity, . . . 

t 1 
··-----~ ~~---·- ··1' ~M4¢i§i@iN!5i#Jf ~¢ 

W,.TJ;DESlµN ISSUl;S 

The parties agree_ln-j:,rindple on all ls~ues regarding .rate design and the.class revem,,e dlst_ribution. The 
s~ttlem~nt position reach.ed between Staff and BHP is discus.sed below: · 

dass Cost of Service/Spread of the Increase - BHP's filed case included a class cost of service study 
("CCO~). A ccoss is useful in assigning revenue responsibility to each rate class that BHP serves In 

13 

6HP·A·13 

·: 



• • - ~> • .-., . * ' . . .. 

***PUBLIC VERSION•** 
- .--:,. --.·. . ... --,. ----- ---·-

South Dakota and in designing rates within each class. The allocation methods reflected In BHP's CCOSS 
are. basically the same as those that were reflected in .previous ccoss :5tudies filed by BHP and accepted 
by Staff·and the Commission. In this proceeding.. however, BHP introduced the results of a new 
custo'!'er load study based Jfrimarily on data o~talnecffrom the Company's new AMI meters. The new 
load data was usep in deveJoping th_e; class demand a!l.ocatlon fclctors used in the CCOSS. The: new load 
data incorporated into the CCOSS Indicated that base rnfes fqr two of the fTve custom_ers cJa.sse~ should 
be lricrease_d significantly (Res)denti~! ~ 19.26% ~ncj General Service t;arge/lndust~.al Contract-15.44%); 
l;Jase rates to the W~ter Purnplng/lrrigatiQIJ class_ shoufd be increased by a s_ma!f amount (3.45%); and 

base rates for the remaining two classes should be decreased (General Service - 6.37% and Lighting 
Service-: 15.74%). Rather than i_mplementlng these·lndicated,rate changes, BHP proposed i rate 
IJ1cii:fera~iori plan tc;, avoid ap.verse ra~~ Im.pacts to ~he Resfdential and Gene1pl $eivi~ 1..a·rg_ejlodustrial 
Contract customers. Under BHP's mocleration plan, no·class ls to· pay less. than 75 percent of the system-. 
wide percentage incr~a.se an~ !lo class is to pa'( ~ore than 120 pen:ent of th~ system-wide percentage 
increase., 

Without agreefng specifically with eith.er the results·of the CCOSS.or.Bl--Ws underfyfng new laail 
researc"I:i Tesults, t~·e Part1es agree~ t':) accept13Hp's~roposed:rate mq~~ratlorr 1;1lan byJmplementlng a 
75% to 120% pe_rcent c;ollar a.roond the ~em-wide pe~ntage lncrea,re. Vnderth~ approath, the 
follo~ing class Increases result: 

S~ttlement aas~ itevenue lncreas6 

v .. .. "' - ~ - • 
.. . .. -·· ·- ... 

I Class Percent t'ncrease 
Resldentjar' L .. -_s.ca~ .. . .. 

-
General Service . 3.46% 

. Generiil Service 
.. 

' ·4.5.5% - ·· ~ 

Large/lndUS!rf_al : 
. Col)tra"ct 
Water 

. .. ·- . . 
• ~.11% 

! 

PumP.lr-ig/lmgatlon ! 

~ Ughttrig_ S~rvl~:...:_:- ~ ~. - - 3·,4~% : ... 
Total 435% 

- .. .... - ,,--~ . . . --- .. 
Rat~ Deslgrf (Resid¢ntial Cu~tom~r Servii:e ~rge)·- BHP's currently effect{ve t:nonthly rustomer 
s.ervlce charge. for the Residential class Is ·$8.75. BHP proposed to fnQJ?aSe lhe pres.ent rate to $10.00. 
In setqement,_ t he. part!~ -~greei:f to in~se the R~ldent!_ahnonthly cttstt?mer servl~ cha_rg~ to $9~·; 
This r~presents a 5.71 percent lnc;rease lo that cha{ge, wl)lch Is Within ~tre ra;nge agreetl to acn~mg the 
paJ1les-for th~ Restcfe11tial d~s~ as a:w~ole.. Staff .also·b~fieves that a $9,2.S monthly s~rw:e cll~ree rs 
supportedbv.the unqerlying costs t o serye Residential ~om~. 

OTHER 15Sl!~ 

Economic Oevefopment-The settlement refle~ a $100,000 ~conomlc d~v~!opment plan, Inclusive of 
labor, to be split 50/50 between share.holders arid ratepayers. Under the terms of the settlementthe 
following.conditions apply: 

$100,000 total paid equally by ratepayers ($50,000) and sha(eholde~ ($SOLOOO); 
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o Expenses shall include but not 6e limited to, a(J South Dakdta labor, expenses and monetary 
O?ntrib_utions de~med to b~ a benefit to econpmic development in the BHP SoL!fh Dakota 
electric territory; 
On an.annual basis, no later than March 1 of each year; BHP will submit for fhe Commission's 
approval a filing that describes.the actual cost, des!gn and individuai benefits of each cost to 
BHP's Economic D~~el~pment progr~ms in th~ previous ca{endciryea_r and the projected cost, 
design and individual benefits of each cost to BHP's"Econ·omic Development programs In the 
current calenda-r·year; · 
The Commission may-detennJne that some of the pn::igram.$ are· not apArt>priate (or purposes of 
50%. rate recovery; 
If the remain1ng pr~~rams cost:less than $100,000 at the end of a proi:.ram year,.the unspent 
costs shall be "carried over" into the next program year for Commission appr9val of expenditure 
or refund; and · 

i! No carry-over shall occur for any amounts spent annuat!v. in excess of $.100,000. 

Energy Cost Adjustment-The Company proposed the fciUowin_g change to the Fuel and Purchased· 
Pow1:r Adju~r11ent {FP.PA);whlch ls- a component o( the ECA: 1) to. Include any diffe_rence in ad ~lorem 
or-property taxes from what is refle.cted In ba.$e ~tes; 2) to credit 100% of the Company's 1.llholesale 
contract r.e.venue on October 1, 2014, as.a.treed to.in Docket.No. EU2-062; 3) to eliininai:e the.power 
ma~eting credit mlnil"!lum; and 4j to recover 100~ of the;costs reia~d to~hort-term p!a~nl.ng ri;serve 

. capaci!f purchases and sal!?S.·S~f!' ~gr1;~1 ~i!ll J~~."l-SJ~ 2,. ~nd.1,J>.~ ~O?k_~~ :W.ith_th~ ~IJmination-o( 
. . the powet-marketlng _aedlt-m!nimum-:-i'ne-Paitlesag;i:eed'torsettlemenf purposes-tt> reduce· the-.power.-. -

marketing aeiiit minimum from $2 mlllion to $1 rnlllipn c1nd Increase the-power=.marketing shqring fr.om 
(?5% to 70%: 

Majo_r M~tnt~anae Accrual- Bf.IP requested approval ofa m9dlfication to the·~Jor rQalntenance 
atcount to expense a portion bf the plant overh.aul a,sts eacl'J.yeaF. base.d QR a plant'"s planned 

· mafntenance cycle. In Docket Et.l:)g.QlS, the settl~ment allowe<J a.ffPlo establish a major maintenance 
~cc.ount and a regutatC?rv Ila b_ll.ity for- stea.m plallt maintenance. and. a 7-ye;rr cyd!? was established. :l:he· 
·wbrl< t>revlollsl'f done during the seven year overnaul I~ now $plit Into two ovel'hauls; Thete is no change. 
In the exlsttng accrual af thls time. The settfement defines major maintenance for steam plants as tfie 
~~11.ses'toaurred-durlng the pei:io(! of time .when a steam tu~lne genera.tor Is bpened fur. 
inalntenan.i;e. 

1 mple.mentation· of Rates:.... Th~ tar:i~ shoW!l on Emit,it 1 att:c!che~ to. the Sett\ement a~ to be 
Implemented for"service rendered on or after March 1, 2015. customer bills will be prorated so that 
usqge prior to Ocfober 1, 2Q14; is bllte:_d ~t B{-frs previ~usly ~ff~ctlve rates Q.e,., the base rate in effect: 
Immediately prior to the interim rates·im_p!emented on Octp~ei: 1., 2oi4J;and usage 011 and after 
October l, 2014, is to be billed at the new rates established by the settlement. 

Interim Rate Refund - Interim rates were Implemented on October 1, 2014. Approval of the ~ttlement 
will authorize a rate increase less than the Interim rate level The Company agrees to refund customers 
th~ difference between lnterim rates and flew rates esta~ns,hed by the settlement for usag~ during the 
period October l, 2014 through February 28, 2015. As·part of the refund, BHP will include Interest, 
calculated by applying a 7% annual interest to the average refund balance·for each month that interim 
revenues were collected. The Company's Interim Rate Refund· Plan ls attached to the Settlement as 
Exhibit 3. 
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Contract with. De~ations -o~ September 4, i014~ B.H? filed. a.Contract ~it~ D_evl9~ons be~eeri BHP 
and SDSTA. 'Jlie Commission approve<( tl)!s. Contra.<:!: with Deviations on an Interim basis. N9w thc1t t~e 
cost of service and class cost of service study review is:complete, Staff and BHP ag·ree the,G:ontract with 
.Deviations may now be frnally approved i:iy the CoCJ!mission, without <;:on~ition: 

RECOMMENDATION 

Staff recommends the Q>mn:iisslon approve-the Settlement for the rea_sons stated ab.ove. 

i 
..... . ~;- -- ---· - . ··---·. - .. - .. . . -· ---......... ... . ~ . . .... ·. _· ·---·· -· t 
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BEFORE THE r°UBUC Ui"i"UTIES COMMISSION 
·oFiHE STATE o"F so_t.irn DAKOTA 

IN THE MATTER OF THE APPLICATION OF B~Cf< HILLS POWER, INC. FOR AUTHORITY TO INCREASE ITS 
ELECTRI.C RATES . 

STAff MEMORANDU'M SUPPORTING 

AMENDED SETTLEMENT ~PU LATION 

D.OCKEf EU4-026 

Commissjon Staff (Staff) subrolts.this Memor.andum in .suppor.t of the Amended Settlement Stipulation 
(~ended Settlement) <;>f·Fe~ruary 10, 2015, oet\?een S~ff. and Black Hills l:'ower ~inpany (BHP or 
Ccn'npanyJ in tt'ie aoove"1=<lptioned inatte·r. 

BACKGROUND: 

. . . - On-Marc~·31, 201'4, the eornpar:iv. filed an apptlG1tl9n V{itlrthe.S9ufu:Oalcota Ppblic utmttes Cbmmisslon 
(Cpmmlsston) re.q_uestlri& appi;eVpl ta Increase rates for electrltt.s.t:tMcie:.ta customers In its south Dakota 
retalr s~rvice territory byappr.oxfmately $14.6 million annuafty enip}?roxlmately9.27%. A fyplcal 
residential·electrlc cu-stomer ush:1g 650 kWJi:"Per montfywoutc.isee anlntrease of .$10.91 per ino.nt;h. 

81:lP's proposed{ncrease was:b~sed on a,bistorical test yeai; endedS~pien,ber 30, 2013., adjuste_d.fo:r 
..yttat13HP'belie~etl·ttt be. kn~\Vn a·n"4 cf'!e.a'S\lra"b.fe chah_gl?S,-! l,Q.25% ff#tlitn on mi)irf\ol\ equJty; and a. 
8.48% overall rate of return on rate ba'$e 

The 9>mmlssior1 officially notl.cec,f BHP'~filingorl AP.rl{ 3. 20i4,l)nd ~a'1'!1rft!?fV~tlon~eaiift.n~of JuM 
6; 2011J.. On April 11, 2014, BHP-filed·revlslans to .certain: pages orlginal!JfUedJn the applfo:ation. dn April 
16, 2014, the 'Coen mission issued.an Order AssesslqgAling Fee. OnJune:6, 20i.4, a· Petition to lntervehe 
of GCC-Oacotph, IOC., Pet.e "ueri & SP.llS:, Inc.:, R~h~Q"IJ! fQrest P(Qdl/.tt.S, In~: Spearfish Forest P(OQU~; 

Inc.~ Rapid City Regional flospltal, fric04 ancfWfiarf.fle:sourc:es (q.s.A,}, Inc. (co!le~y. Blacl< Hills · 
~dusMal lnte~nors or BHJ°() w~ fi!ed. On.J~n~ 6,~0~4, Dakota ~u!°i"Act:lon [D'RA) also flied a Petitioi:i 
t~ tnt~rveo~ on Jo~e.26, ZQ+4, tj:ie 0,m(Jllssfon.Jssu~i!.rf Qr:der G@ntLnitlfiteJVeritlon.to BlatktUUs. ·· 
lncfustrial lntervenors.·O"n:June 26, 2014, the Commtsston granted l(lteMntlan to Da~ota "\rural A~o.n 
~ubjecfto its filing an affidavit, which was flled)m ~une 27, 201.4. O.nt~PtelJlQer-/, 2014, 'BHP filed-a· 
Notice of Intent to Implement Interim Rates effective on ahd after October 1, 291.4. 

on Sep~ember 4, 2014, Bl-!P filed a Motion for Approval of Settlement Agr!*ment, c;onfidential 
Settiement Agreement between Black Hills .Power; tt1c. and.South Dakota Science and Technology 
Authority (SDSTA), lnc;luding the associated Thlrd Amendment to Electric-Power Service Agrecement 
between Bl~ck Hills Power, 1n"c. and SDSTA. and relev:ant exhlbl~. On Septei:nberlO, 2014, Staff filed its 
mem·o-randum regarding the Contracts with Deviations. On September 18, 2014, the Commission Issued 

1 
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an Ortj~r Con1iti9nalfy Authorizing-and Approvin~ Implementation f:Jf Contract with Deviations Rates on 
an !nterir11 Eiasis. 

Settleme·nt discussions petwee.n Staff, BHP, BHII, and ORA commenced on Octobe( 28r 2014. Thereafter 
Staff anc:f BHP Uointly, the Parties) held ~ev~ral se ttlement cfis~ussions in an eff;rt to arrive at a ~utual~ 
acceptable resolution,ofthe Issues presented in BHP's filing. Ultimately, the Parties read1.ed·J! 
co.niprefiensive ~greement_ on ~HP's.overal) reven!-'~ d°eficienc.y and other ;;sues prese_nted in ~his c.ase 
lnd1,1ding, but not limit:ecfto, ·c1::iss _revenue (esponsi!:>iliti~~~~Je. d~igl), and ~riffconcerris, J3HJl'ajid 
ORA are not parties to the settlement Un December 9, 2014,, BHP and S~ff jointly filed a JolntMptioo
for.;O.pproval of Settle~ent Stipulation, S,ettlem~nt Stipulation, and Exhibits: On Decembe~ u,· 2.0i4, tl\e 
Commission issued'~ Sched·uling Order setting this matter for hearing on January 2,7-.~, 2015. (){l 
D$!ce.mbe.r 30, 2..014, the Cpm"mission issued ao Or.der for ancf Notice of Hearfng. 

SHU filed Direct T¢stimony and Exl11blts of j.pne Kollen ~nd Direct Testimony and uhlblts.Pf S.tephen J. 
Baro Ii' on December 30, 2014. No testimony was filed by DRA. On January 15, 2015, Staff filed David E. 
Peterson's dire~ testimony that addressed spe,:lfk ltem.s_dlscu.ssed In Mr. Koll~'~ testjmo-ny anct¥r. 
Baron's testimony. On )aml'ary 15, 2915., BHP sub.m1ttep reby~I ~~st!mpny. 

Th~ hearing was held as scheduled on January 27-28, iOlS, with Staff, BHP,,BHII, aodDRA appearing and 
pf?Senting evld~nce and. argument At the ¢nclusion of the he.aring, the·Cotnmlssion decided to Liefer 
taking ;iction on tbe o.utstandiog"lsslles untifits-cegurar meeting on March 2, ZOlS. On January29;.2,015, 
the Q:JmmisslQG issue<;{ .a.Post-J-learing erocedural Order. · ... --····----·--· ·-----·---· - - . -· -- .. . ··---- ·-.. · ··--- ... ·-. ... ·.. - . 

t)poo hearlog-ilrgument.s from the Parties and the rntervenars.and we!ghlngCommissfon concerns ~tthe 
hearinB, S_{aff and BH;P "f9un~ It In the best Interest of a!I the Part]es lt> wo~ t9warr;{ ~It a.rn~nded. . 
settlement, whtch would <:Qrreq; the utii1t'I hoJd1ngs alloc:a.tloh oversight ptesehted by BHIL staff and 
BHP' held asettfement meeting on February 6, 2015. to address~ concrem. As a result, some:) party 
positions were modlR~d an.d o~hers we.re accepted wher~ consensus~ fo!Jnd. Ultimat,?ly, the Pa~es 
agt~e~ Qn ~ resolutt.6ri of tile ls$11e. Tbelotlowloi5 descri6e$-tbe changes fftim 'theprlginallyliled 
Settleme"nt. 

Utility Holdfngs Atfocation Oversfgh(Correction. 

~ s~~w,:i on S~ff Exhlbit._..lDEP-Z), Schedule l,.the ar:nen~.~d ~st C?f s~rvice corrects the-Soutli Dakota 
allo.cation of transroisslorHoad"dfspatch expense, FERC.4:ccount 561, for the Black Hiiis 
Corporation/Black Hllls"Utility Holdings lntercoropapy chac:ges adiustn)e.nt:. reducing the n;v~nue 
requlrem~n~ by $286,041.. Thus, the Amende(! Settleme11t corrects the Initial 9verslght. 

Wyodak Operations arfd Malqtena.nce Adjustment. ' ~ ; .. 
The Amended Settlement accepfs the $412.988 Wyodak O&M aojustmentas provided by BHP In Exhibit 
JTR-1. This adju5:trpen~ updj3_tes production O&M costs at the XVyodak power plant from $3,045;652 
Incurred during the test year to $34 4$_!3,64.P Incurred from October2013 through September 2014. This 
represents a known and measurable Increase to test year expense. 

2 
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The Amended Settlement uses the same calcolation for these adjustments-as the Settlement filed on 
Oecem[ir9, 2014: "Howev.er,,tne revenue rettulrei:nent value of ~a.ch ~djustn:_ient changes based' on the 
r~Qiud~11 of various lss!les jn the ta$e. -Thj!se adjllStf!leots are depeni:l.e~iDrrt~e riro lorrr)a ra~~ base, 
f!ipensis a.nd.J.evenu-es, ahd. were rec'a!culated as'.a result of tfie Utility HoJcfirigs aJlocatiori torrec(i6~ 
and ttie Wy<?dak ~&M ~diustment. 

No Change to Revenue Deficiency-

Alth·ou_gh Exhlblt _ _ (l;lAM-4), Sth-edul~ 1 ?f ~he-amended cost o~ seNice shows a $7,010,894 revenue 
defidency;the revenue defiden·cy lr1 the Am~nde.o Settle.ment wfll remain at the $6,890,7~6 li~el 
.provided in the oFigina( Settlement. 'Thus~ tt)e amended cost or service more than supports th-e revenue 
r~quirement agree.<;! upon: In the ~mended ~ett1ement, and ratepayers will. l)Ot fncur the a·ddeo.rate case· 
expeose. r_equir.eli to prepare revise.d:r.\tes ;ii)cl tariff shee~ . 

.Acfdltional Moratorium . 

The Amended Settlement extends the ·stay-out p rovlsion an additional ~hree months.from \'lhat was 
a-greed to,; the·orfg!rial S~ftlem~n-~. Tt}u~. &HP shall pot ~le any pite applfcatlon for an Increase In base 
rates which would go·Into effect 'prior to Janu"ifry l, 2017, This addition would prQvide a calendar Y~<l.r 

test veai-, s.~':'.':'(~ ~1:1-~ ~le for ah Increase~{ th~ expiration of-the moratorium .. 
•--- •-•• ••- -•••• "• ••••• · - •-••••-••••- - - - " • - --• · .. - - • •-•••-•-•• - •• --·--·•-•• •• • •· - - -.- u - H •••-•••- •, ,-- •• •, - .. - - - •• · •- - --,. 

RECOMMENDAnoN: 

s.~ff recon:imends the Commission approv~ th~ Amended Settlement for the reasons stated above. 
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1 Mi. Peterson, this is Cpmriii$SiQ.Per· Nelso11·, 

2 · Several questions. 

3 You have listened to the past day's worth of 

~ question~, a~d several times I've questioned this Cdhcept 

5 of the five-yeir normalizatio~. We're s~eing that wi t h 

6 -~ pens-iqn expense~·, and "I thin-k we. arso: see .it with some 
. I 

7 Wor.ker·' s Cqmp cos,ts. And in b9th oL those cases those 

8 norrni3-J.,izatiom~. benefit the t;:ompany. 

9 , How do you kn9.w t;:hat the~~ may no;t be o1;her 

10 I five.:.yea.r npt;mal.iZ.-ati"Ql\ opp!)'i:tu11j,._t:.ies t"h,at w~uld be~~Jit· 

11 

12 

13· 

rat'epaye.rs~·· - ...... ··- -···.: :.._ -·. 

What is y6l.it' analys.is .P~Oces15 tq .l;i~te+mine: 'if 

th.ose opportunities are th.el:;~ ao.d ·take ap.Xcfnta,g-e pf 

14 l thoset 

15 Yeah. Firs.t ·.of -all, -one j_s .~o 

16 1 ma)c.~ i,t clear that tJle companY; it~~If ~~n 't ·the primary 

17 :benef,i-cia~y or the onJ.y. beri-efi_ci_a~y -o; ~~i~ normalization 

18 adjustment. 

19 

20 that is :tefJ:e~t~d in. t;her se·ttl:~1,t!ept Ag~e~m~nt,; re :H~c·t~ 

21 nearJ:Y. a -- or over -a- $5.0D, 000 red1,1ction in expense from 

22 -the te.st _year level. 

2~ ·aut as far as are there other oppoxtunities 

24 for -- for no;malizatia~ that may cut in the· opposite 

25 direction? Yeah. Tpere's always that possibility in- any 
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1 rate case. 

2 In fact, in nearly all the ra-te cases that I do 

3 

4 

5 

6• 

7· 

!3 

9 

:LO 

: (' 

for myself, you_ know, that's one· of the analyses I 

pe~for~ is ess~nti~lly th~ same thing that was shown 0n 

Tqble 1 of pa~J'e. '.!-6 o _f my t~_stimony_. 

I usu~1ly ask the utillty f9r five years worth 

ts{- detailed o'~!-1 exp·enses by ~c~ount, aird I do: a v~rip-Iic~ 

qrtalS:-sis to iden·tify abnormal_i-t"i~-~ in the -tes~ ye_ijir, Arid r 

that'£ part of any rate. c~se revi'e~. 

qiAIRt,lAN NELSONt Th.ank you. I appreclat·e 

.· ··11 . . kriowiricj'"th~t-:······ ---'···-· ---· - ··-·· -· · --· ····-·- ·- .... 

12 Let me v.isLt just a minute a.bout St~~f'~ ~~mo 
~ 

:13 · -comment on weather no.r-malizatiori. Now i·f I 'jil 

~4 understandipg tnis correet~f-, BHe did a ·weather 

15 normali:z:atio.n adj.Qs:f:.fa~n.t and ca~~ ~I:> ·with a reductiQn 

16 figure· o.f 6{4.,..~()Q. ·And Staff diq their ~na:lys:i:.s anq. .ohlf._ 

1'7 c~m:e up with .;. ~eduction of "26·4.,000. 

18 WouJ..d, we bave been b~ttex off if Staff bad ~-ol; 

19 done that ·an·aJ.ys-i:s? 
i 

"20 i THE W-:E:'J:
0

NESS: No. Tha1;' s just the ·opposit;e. 

21 The company reduced its test year revenues b.y 644, 000 in 
t 

?_2 their adjustment. We reduced. it by -- o.r the S~ff 

23 reduced it by on~y 264,000. So the test year -- ·the 

24 going forward, the pro forma revenues under Staff's 

25 revenue requirement analysis, showed q higher revenue 
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1 at existing rates) therefore, a lower revenue 

2 deficiency; 

3 CHAIRMAN NELSON: ·Thank you.. _I see· where my 

4 thinking- was in error on that~ and I appre~iate your 

5 pointing ~ha~ out. 

6 I toink the only other ques~ion i've got, a~d 

7 thi$ goes b~ck tQ· 9ne of Mr. Moratz~a·~ last questi~ns 

dec;lin_g ·witl} page 19 pf.. your testimony where we've .go~ 

284 

8 

9 

10 

? this acknowledged, error, would, you agree that it would be I . 

11 

i2 

;J diffieul t f"Qr· a. Coinntissiqher· to apprpve· ~- l?e.ttleme·nt that 
__ . . : .. :.. .. "": ··-· ; . . : 

THI:! WIT.NESS.:· Yeah.. I could s¢e wn.er~ it p·1.a:c~~ 

i.3 the Commls.siQn in an awkward pos.it-ian. 1>ncl r· (;a..h AJ..~-o. 

14 s~ate that had the ?taff been aware of ·this· errbr during 

~5 settleme~~ n~go~~~ti~ns! it would have-been corrected . 

16 

17· 

18 

19 

20 

CHAIRMAN N-ELSO-N: Thank you;. 

No £urthe~ que~ti9ns. 

MR. SJ,1I,TH.: · Commiss~oner Fieg~n. 

COMM~SSIONER FIEGEij: Mr. P~~erson, one 

question on your direct testimony ~h~t yo~ provided for 

21 January 15, I believe it was filed. 

22 On pa9e 17 of 30 you talk about incentive 

23 compensation. And the Commission Staff ever since I've 

24 seen them work on rate cases and what I get to see anyway 

25 is they've been pretty hard on performance based on 
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financial and they have taken that always out of 

incentive compens~tion and they continue to do it again. I '· 

But iri you~ testimony I can't quite tell. Could 
I , . 

you ki~d of ;eph~ase it form~ because it kind of looks 

like y_o~ agree w_i th Mr .. Kollen on some of the 

c .haraGteristics- that h~- has put in his direct testi_[J\on_y. 

THE. WITN.ESS :· Yes. And -I· think your assessment 

or· u.ncl-er~tanding ot my testini<?~Y is probably c.orrect. 

The Sta{f r~ised iss~es witli the i~centive 

compensa.tiQn p_lg_n the company had and the payZQ.en1;s made 

Ba~ in the ..end thrbqgh these settlement 
' 

·discussio~s we ag;eed .to excrud~ t)le -666, 000 related 

~P.ecifical~y ~o ~inancia1 parformance. -Ang th~s is the 

way t~at t~e,1 9~µ~-has ~e~n treated for Black Hii~s on 

prio·r · settleme~ts a,l\d foir all other utilities in the 

-tat~ o~ prio~ settlem~n~s. 

But, y_eah. I ~av.e _c;qncer.ns about every utilit-X' s 

incentive. competisa~i~n plan, not just Black Hills. 

CPMMI~SiONER FIEGEij: Hello. 

I have a different mic. I now have Ms. Cremer's 

rnic., and it's a 1ittle tricky to run over here. 

I still don't understand your testimony, though, 

on your concerns that you have with incentive pay. And 

you've agreed with the Staff Settlement, yet you still 
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1 have some conc~rns, and I don't -- I iust can't quit~ 

2 · under.stand it. 

3 I've read it a couple of times, and I'm still 

4 nbt getting what you're trying to let me know. 

5 

6 

7 

THE. NITNESS: Well, I'll try to say it ag~in. 

J I'm_ very critical of mp.ny i _ncen tive compensatiqn plan$ .. 
I 
I i ~nd I wtll say that Black Hills' incentive compensat{on 

' 8 · pl~n:i is m~ch· different than most or many other 

9 utiJ.itJes. 

10 Most utilities I have seen have financial 

_ ll ... _ttigger.s. . .i:n. .the4..r, .incent:i:ve compensat~on plan_. Those 

12 

13 

fin·ancial triggers work to -- the employ~es ar~ only 

cpmp.ens~te<;f -?-f C(?rporate financial goa!s are ~et Hht·. 

l~ In other words; if the stockholtl~rs get paid· first; an~ 

15 if the workers achieve their performan~e or safety -or 

16 custemD~ satis~action g0al, then they~11 get t~eir 

17 incentive comren~ation if ce~tain corporate financ~al 

18 targets are met. 

19 Black Hills doesn't have those triggers i.n their 

20 p·lan. If cuatomer safety goals are met, the employees 

21 eligible will receive their incentive compensation 

22 regardless of the company's earnings, even if they have 

23 negative ear.nings. 

24 So I applaud Black Hills for having a plan like 

25 that. But there are things like service, supplemental 
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1 and executive retirernen~ prog~am~ th~t grant addit~~n~l 

2 . incentive comp-e·nsation to a ve-ry _f"ew' people that are --

28.7 

3 that are -- by def~niti9n, exceed the plans that abid~ to 

4 the general body of eligibl~ employees. J'm critical of 

5 tho$e types of pl~ns ~ 

6 So I have a iot of qoestions and concern& abo~t 1, 

7 incentive compeds~tibn ~l~hs, but in tbe end tha 

8 trade-offs in the negotiat·i"ons i1;rvol.v.i.ng this is.sue· and 
I 
! 

9 i : other issues, that St·aff -felt it best: t .o go back to .the 

10 way that we've. treated incennive comp.ensati.on {Dr all ot· 

11 

12 and include just thos~ rel~t~d. spec~ficallY. to achieYing 

13 finan:cial pe1,-:fo~rnan-ce goals_. 

COMMISSIO~ER FIE~El{: T·hank you, M~. Pet.erso_n. 

15 Now I un·cterstand tha~ you .were talking al;>0ut the utpf~y 

Hi history. in gen·eral. 

~, Thank you, 

18 

1"9 

MR. SMI~H: Additional Cornmissibner ~uestians. 

C~AIRMAN NELSON~ Coinmlssioner Nelson again. I 

20 want to follow up on th~t. And you talk~d about~- I'm 

21 focused on the figure ·that -- I'm ~ot s~re if it's 

22 confidential or not, but t~e fig~re we talked about 

23 yesterday dealing with restrictive stock. 

24 You just mentioned a trade-off. What did the 

25 company trade off to get that? 

.. -~--~-. 
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Tdi WfTNiss: Well~ I think th~re ~~~, a number 

tr.3;de-'offs. We··didn't -- like I say; we do.n't,kno\l( 
I ' 

-3 

4 

e.i;c~c~).y ~hq.t induced Bia.ck Hills· to accept aoy of· these . 

adju?tments that the Staff proposes but we do know that ,I 

S· 

6 

7 

8 

9 

to 

11 

: 
; 

wa 9qt a ~wo~year rat~ moratorium and we got what we 

believe is a re~sonable award o~ ieturn 6n equity~ 

We thin~ w~ have a fair appo;tion~ent of· the 

inprea~es to thd ~at~ ~lasses. iau know, J thin~ there 

a.re a number Df. benefits to not only residen_tial_ 

~us~omers but to the Indust~i~l ~ustomers also. 

·· ·· · ·cHAIRMAtf'--~Ei..scHt:·--··.,r"hank···yo u:; .- - Ru·t· -t 1·ve_ ·gtl. t- t·o 

;t.2_ ' just ask- a caupl~ of other que-stii:>ns on -a q"t)llpl:e ·othef 

13: , ·issues. 

14 

15 

16 

17 

Y~st~rday· we spent some tiw~ talking about the 

FutureTra~k _program. 

Do you believ~ · yhe• settlement legitimate!¥ 

covers tlie industrial interven-e.r;s.' concern~- with· th.at 

18 pro.gr~m? 

19 · THE' WITNE".SS: Yes·. I tlrink it should.. The 

20 Staff ~id not accept tqe FutureTrack progxam t~~ c9~pany 

21 proposed. 
' . 

22 I What we did ag-ree ho in place of that is to 

23 reflect the actµal cost of employees actuaily hired. Not 

24 to a target level of employees that they haven• t hired or 

25 intend to hire at some point in the future but to reflect 
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David E. Peterson, Direct Testimony 
- - ·south Pakota PUC Staff 

I. INTRODUCTION 

Docket No. EL14--0i6 
Page 1 of30 

PLEASE STATE- ·yo.UR NAME, OCCUPATION AND BUSINESS 

-1 ADDRESS. 

s A. My name is: David E. Peterson. I. ~ a Senior Co.nsultant em.ployed by 

Chesap.~k.e .Rc;gqlii.tQry Consultants, Inc. ("CRC").. Our busin~ address is 1698 

Saefem·Way, Ann\ip.91.iS, f\1,lcyl~q 2\40F-6529. I.maintain an office in Dunkirk; 

M~land. 

6• 

7 

B 

9 

10 Q. wrg;_r_ JS l'OPR EDUCATIONAL BA.Cl{GROUND A.ND .. EXPEJ.UENCK 
• . fl•.0• , ._ ···· ~· .. ........... ~- -···- . . .... . _ . · ~·_,..;; . • :.. . -~- .... -=-··---...... . .:~ - - ..: .. __ ~ . 

11, .l:N T~UBLIC PTILIT¥ FIEL~? 

12 

}j: 

14 

15 

,.~ 
17 

18 

19 

20 

21 

?2 
23 

24 

• 25 

26 

27 

flr_.. I graduated with:a Bicb.-eioi; of'Sc~ence.ilegree in Economi~ from Sou~Dakota 

State Uniy;~iey in· May of l 9TJ. Jn 1983, f received a Master's· deg~ in 

Business Administration frotn {he ·university of South Dakota.. ~y gradua~ 

.program incJud~· accounting· and public utility coLUSes at thl} University or 
Maryland •. 

In Septem~er 1971~ i joined the Staff or the .fixed P-tilities Divisi(?il of the South 

Dm<ota Pubiic Utilities ColJVl.li.ssio.n as a rate analyst My responsib!lifies at the 

.South Dakota Commission includ.ed analyzjng ~d· testifying on ratemaking 

matters arisfu$ in ra.te.~roceedings involving.~l®trie-.,. ~ anti telepho.ne utilities. 

Since leaving the South D'akci~ Comniission in 1-980, I have continued 

performing cost o.(service·and revenne requirement~~ as.a consultant. In 

December 1980, I joined the public utili!)> copsulling ~nn of Hess & Lim, lnc. I 

remained with that firm until A4gust 1991. \'{hen Ijoinecl CRC. Over the years, I 

have analyzed filings by elecmc, natural gas, propane, telepl_ione, water, 
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1 proposed. rates hit6 eff~t Qn an interim basis. BHP's jnterim rates will remain in 

2 effect ~ntil the conclusion of this proceeding. 

J 

5. In'. ·SEULEMENT STIPm.,A.TIO)'l 

6 

1. Q., AIW \'OU THE .O~I;,¥ ONE THAT ANALYZED BHP'S RATE REQUEST 

·a FOR TlIE qiMM~SSION STAFF?. 

9 A. No. Tue· Commission Staff assembled a team 9f in.:.hou.s~ .analysts (Brittany 

lo Mehlhafi; Pabick Steffensen anu . Eric Paulson) apd ~ _outside consultants. 

il. . ~n~~dhli ~;~u: ~-~~al~~ 
0

BHP1s rate i;~e 11pp1ication. the 9fhef.-~Q
0 0 

u out;:;i9e consultanti- ~ my .colleagues al CRC, Robert· Towers j!J;ld :61J.SU 

:p: Cope!an~ jr. This is essen~lr ti~~ sam~ ~ that anal~ BHP's 2lH2 .~fipg 

':l.4 as w~f. To~cr, ihe Coinrnission Staff team in~~ lit~11y hundreds·ofbo.urs 

1s -&ialyzing BHP's Applicabon,. 'Testimony., F.xht"bits.._ Filing ~tatements m;d 

i6 W~aptrs: In addition, lh~.Coi;tlll]ission Sjajfpi:opounded app~xi~tcly 330 

i 7: reqqests to BHP' for additional data and info.rtmtUo~ Ea~h,res_po~ was carefully 

u reviewed and analyze4 bY. one. of more Staff analyst: In ·e.c,.iiitioP. ·the CQqunis$i~m 

. 19 Staft..care..fiilLy reviewed and ~J~ in.f~analion,provi'ded by BHP ill ~q.se 

2-0 to ~rui:s ~pP.roxiinately 60 dJscovery requests. 

21 

22 The Commission Staff began its investigation shortly after. the Commission 

23 officially noticed BHP's· rate· .increase Application on April 3, 2014. That 

2 4 investigation continued untn late October 2014 when settlement discussions 

25 between the Commission Smff: BHP~ BHI[ and another intervenor. Dakota Rllrai. 

26 Action ('•DRA'')~. commenced. Settlement discussions continued through 

• ORA did not file testimony in this proceeding but did participate in settlement discussions that were held. 
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1 Commission typically relies on for evaluating post-test year adjustments. 

2 Moreover, as. with BHP's decommissioning .c9sts disc~ed earlier in . my 

3. testimony; BHP's LIDAR costs are also governed and tapped by a fixed rate 

4 contract Thus, in my opinion, the costs are sufficiently known and measurable 

~ and are appropriately r~gnized in cates. Thi? fi_ve-re9:r amortization period 

6 reflected in th.e ~ettlemc;nt was detennicyed because. five years is· the expected· 

·7 freq1JeJ1«y- for _LIPAR surve~& a~ivities. therefore, it would be inappropria~ 

s to employ a ten-year amortizati9n period as Mr. KQJ{en recoJT1J11C(lds and thereby 

9 b':'f~en BHP ratep8:yers. includ~g BHII members, in years six through-ten. with 

10 costs for ·two ~iffcfynt LIDAR surveys. A five-year amortization §imply makc;s; 

. . : ·l}.-·· · 

12 

13 Q .. 

14 

... more Sease for ~~e CO$ts_. 

WHAT DOES MR;. l(OL~- RECOMMEND. CONCERNING BHP'S: 

PROPOSEU :l\.,DJUSTMENT FOR PR-OJECfED EMPLOYEE 

1 s ADDITIO_NS AND ELIMINATIONS?· 

16 A'.:. M!'· KoJ.Ien. ICC9mmends the Commission disaliow. .aar·li 1$,r~lated cost 

11 adj_ustments .because· he belleY~ the acljtistmenrs ·ignore the faqt that $.Hf 

1a · historicalfy has several_ open positions. 

i9 

20 Q. HOW-IS T.HIS ISSUE TREAT~ IN THE SE'J1'~f4ENT? 

21 ~~ The Commission Staff shares Mr. Kollen's concern ~ou_t ~gnizing phant9m 

22 costs ~!l rates. for vacant positions. Because of this concern; tlJ.e. seuiement 

23 includes cost allowances for only·filled positions at the time of the Commission 

·24 Staff's re~ew. That is, cost allowances for vacant positions are not included in 
2s the settlement revenue requiremtnt. This treatment should resolve Mr. Kollerrs· 

2 6 concernoc 

27 
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HOW WAS THE PENSION EXPENSE ISSUE TREATED l.N THE-

2 SETILEMENT? 

J A~ The follo\vjng table shows BHP's pension expense over the last five years. 

4 

5 

6 

7 

8· 
9· . 

10 
11 

12 

13 
. .14 

15 

16 

17 

l.8 

19 

20 

21. 

22 

23 

24 

25 

26 

27 

28 

29 

-

Table 1 
BHP Ann{!:al Pension(FAS 87) Expense 

·2oro Through 2014 

2010 
ton 
2012 
2Q13· 
. 2014 

Five.-y~r av.er.age 

$2,925,853 
$1,819,lSl( 
$3,251,072 
$2,709,322 
s. 976,122 .. 
$2~36,3053 

As shown in the table. ~ove._BtIP'-~ 2014 pension exp~r_isc was ~usually low 

when comp8!ed with ·the p~vi9US four years. I3eca.us_e of th~ s~gnifi~t 

variability of the-expense year-t>year, BHP proposed a nonnalizaiion adjuspnent 

that includes a p~nsion expen:se allowance based on the average .of the annual 

expenses· ov.er the last five years. 'The settleincnt incorporates, BHP's p~on 

normalization a$fjustment The ~eed.:upon pension expense represents· a 

$508.454 redliction from Jhe test year pension. expense, on a total Company basis. 

Mr. Kollen considers the pension normalization ~ustment "opportimi~c" in that 

it does not reduce the test year.expense far ~ough and it pr~vents BHP ratepay~ 

from receiving the benefit from· the lower pension expense fa 2014 that the 

Company enjoyed. To support his contention, ~- Kollen stated the Company 

offered no evidence that the pension expens~ will swing upward to the five-year 

average in future years. 

' See BHP's response to Staff DRl-1; workpapers for Schedule H-6. 
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In truth, it id,ifr. Kollen·~ position that is opportunistic. It is clear from the table 

above that BHP's pension expense Gan .be highly variable and subj~t to .major 

swilifis each year. Mr. KoUen's recommendation would have the Commission se~ 

rates based on BHP;s low~t pension cost level in the' last .five years, with the 

knowled~c based on recent experience that such <,Qsts are frig~ly variaple year-~

y~ar. ~ understatement of BHP.'s pension co.sts could pl!i<:e .Qie .Company in a· 

significant under-recov.ery position ~ec::essitating more frequei;it ra,te iri~

With 11- highly variable cost such as the pension expense, to avoid wide swings in 

over-re99very a.nd under-rccov~r:y of tqe underlying expense, it ~ak~s s.~nse to 

employ a normalization proce4ure, such- as·ibat reflecte_d in th~ s_ettlem.ent ·To 

· avoid ·any.·-c.onceni that ·the-·settlet.\lent-approach fs. opport.~istic,. BHP-and-!he .... 

Commission Staff agreed. i~ the .Setttement Stipulation to follow th~ nve-year 

µonnalization approach for pension expense for-thf next five years, unless th~re is. 

!111 extraordinary event µia~ makes-a: fiv~-year p~rmalizatioa method unreaspnable. 

WHAT IS MR. KOLLEN'~ CQ~CE~ WITH INCENTIVE 

COMPENSATION EXPENSES? 

Mi. Kollen believ~s the settlement resolution of the inctntiv~ compensation issue 

does a.o~ go far enou.sft. In the settlement, $666,000 of tlie Companf s U.554 

million to~· te~ year ll_lcentive C<?.'!lJ>CtlS!l-ffl>n expenses is e~luded. This is tµe 

amount that BHF- identified as being tied to the ~~any's financial results. In 

addition to th.is alreac;J.y excluded amount, Mr. Kollen would also exclude 

$149,000 in performance plan expenses and $739,000 in incentive restricted stock 

expenses. Mr. -Kollen contends that these additional. amounts represent incentive 

awards that are-similar in nature to those excluded in the settlement.· 

I do not necessarily disagree with Mr. KoUen's characterization of the incentive 

awards. In fact, I bad initially pursued the same issues on behalf of the 
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Commission ·staff earlier in this. pro~ing. In the ·e!J.d, however, the 

2 Commission Staff conceded this issue recognizing that the incentive 

J compensation exclusion emboc!_ied in the settlement is essentially-the s~me type o(" 

11 ·exclusion the Commission has approvc;d f~r BHP in prior base rate; cai;e . 

s settlemeJ)ts anq_ f9r other Sou~ Oakota .utilities. Therefore, I support Ilic: 

6 exclusion that is contained in the settlement and recommend that the Commission 

7 reject Mr. K-ollen's reconum:ncf.a.tiqn to expand the exclusion at this time; Of 

a cou_rse, th_.e· Commission Staff and the Bffit° are _free to revisit this issue in; B~'s 

g nex~ ~asc case giv7n ~e ~lement: Stipulafio.n in ~js· pro~ing dqes -~t= 

1 o ~J?iish precedCl)t 09 the _incentive conipeosation issue. 

-Ti:" - .... 

12 Q. 

13 

14 

15 

16 

1'1 A.,, 

H••-• ••• --- •- • • •-a. .. •-• •-• ••--•- •-••• -

MR. KOLtEN OP~OSES BHP'S ADJqSTM.ENTS RELATINd.TO COSTS 

ALL~C~TED TO IT BY TWO AFFILIATll:S, BLACK ID.LLS UTILITY 

HOLDlNGS1 IN~ f'BHUH~}AND lU,,~C~l:U:Ll:S SERVICE COMPA;NY; 

LLC (''BHSC"}. WHA.T"AREYOURCO~ ON MR. KOLL~'S 

CONCE~S? 

BHP in1tiaiiy prop9.~ed an adjusfment to ·test- year BHUH expenses bas.ed on its 

1'a post-test year operati~ budget I had ~e. same C!)ncems as those expressed b~ 
19 ~· Kollen that the adjll$tmeo.t lack~ l'ropet s\!l)po~. ·That is-, I was not willing 

20 to recomnie(l.d the Cofruiliss_ion approve;: an ;idjµstmenf'~ed solely. o~· BHP's 

21 budget projections. During our investigiltion; howev~,.BHP provid~d a detailed 

22 summazy of its most recent annualized expenses fr.om. the twe affiliated· 

23 companjes4
• The actual annual amounts billed to BHP are ipcluded_ in the 

2 4 settlement Thus, the amounts billed to BHl? froin affiliates that are incorporated 

25 into the settlement reflect the Company's actual, known costs. · 

26 

• See BHP's Second Supplemental Response to StaffDR3-96 
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Mr: Kollen !llso pointed out in his testimony that ce$.in billings from BfiUH 

were allocated to the S?uth· Dakota retail Jurisdiction, incorrectly on the 

Co.I:Q.o;ris~fgn !:itaff's re~e~ue requirement schedules. Mr. Koilen is .correct. 

Pr;operly ~llocattn_g those- expenses to South pakota redu~ th_~ in~icated revenue 

defi.i.-iei:icy by appro>1:icpately $286,000_· 

.MR. KOLLEN OBJECTS: TO. BHP1S PROPOSED DEl'R.EClATION RATE . .... .. 

FqR T;BE NE\Y CH;EYENNE PR:AfilE· GENEllATING STATION 

BECAUSE yt:-REFL~CTS·AN ASS'!!MED 3S·YEAR LIFE SPAN.· WI{AT 

IS YQl;JR RESPO~SE? 

Commissfon Staff adtlressM:this iss1,1e a,inf t!te,Settlcim~nt ~puJation reflectS'·tlie 

same, longer, 4.0-year life span recommended by-Mc. Kollen_ 

Moreo'v.!?r, it ~~ou 14 be noted .that whethe.t it ~ 35 ye-~ or if.Q Y.~ or sorp.e oth~r 

life spat), tlie life span thatseryes as the foundation for 11 dep~iatiop aperualfl# 

f<?( CPGs· is t;rn -estimate and a necessary depaitum from tli(: ptin(}iplt .(l}.atl!,11 

elements of BEfr's ~venue requirement should be·'~wn and m~bte". 

WHY IS THAT IMPORTANT? 

It is impprtant b~use it is relevmit·.to. Mr. i<o.llen'~ _Q.tper ~ep~iation-related 

objections to ttw Settl~m~t S~ipii~on - namely, the salvage estimii.tes reflected 

in BHP's proposed acciilal rates for. either production plants and the concept of 

anticipating thes.e future costs -for ciu:rent r~very. B~ginning at page 47 of his 

testimony, Mr. Kollen declares that (1) the devetopment o!th.e salvage values are 

flawed ana utireliable and then opines (2) that th~y may repn:;sent an undiscl~sed 

proposal to change the Commission!s yolicy for recovery of retirement-related 

cost from after-retirement recovery to before-retirement recovery and (3) the 

increased negative salvage alloW8:fices are not necessary at this time because the 
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Commission· is not required to; provide for the recovery of un!<nown future costs· 

in present utility service r,ites. 

4 My pl;>jqt here is lha~ ~ow~ver desira,ble it inight be co have all elements of the 

s revenue: ·req:uirem.en.t bas¢ on absolutely known and -~casura6k costs, 

5 .depreciation allowances must reflect estimates qceause ne"ithcr the servi~ life of 

7 

8 

9 

10 

the asset nor the c.ost of the· act of retirement a~ known un~il the asset pas been 

retiree!. Depreciation allow_ances representrulocations of capitai oosts of an !ISSCl 

to the time p_eriods as the asset provides serv1ce to customers over afong period of 

-time .. J1:r lhe absence uf ~ng sucli· estimates,. ratepayers ·benefitting from' the 

.. . -:ii - .. , ' .: ... : .. s~rvice. pf"ovided: By rn.e-a:ss~twilt avoid ·these· costs arid_ ·cost· reco~ry-'wbuld ·oe· 
12 shifted to-future ratepayers not bcnefif:ting from that setyice. I know of. n9thing. 

13 

iii 

15 

16 

11 

18 

19 

20 

21 

22 

23 

24 

that ev'?n sug~ests·an existi~g- Commfuion poltcy of.i:el'using to recogniz~ these 

~fnt~related costs until after the plant is.r"!!ri!'~-

{ronically,_whife· objecting to the ·un~rfainty of salvage. ~i"ma~·for. other pla!}t 

and advising that the Commission need not-provide for.the recovery of costs to be 

incur-red -in the futilrt; Mr. l<.olle_n ·is ppt Teluctant to reco~mend· a deEreciatioil 

accrual ~te ~or-CPGS tliat iriclud~ !i,r\ ·rulQwance for future retittment costs e.qual 

to 4 p~nt of that plant's· capital co.sts as well as factqring in assumed 

a,Jlowances for inte~ retiremen~ (see Remaining Lives by A~unt exhibi~ on 

the second page ofExhibit_(LK-~6); all are less than the 40-year life span by 

reason of"interim retirements). 
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I. INTRODUCTION 

PLEASE STATE' YOUR NAME AND BUSINESS ADDRESS. 

My nani"e _is- Jo!} Thurber; .625 Ninth Street, P.O. Box 1400, Rapid City, South 

I?~kota 57701. 

BY WHOM ARE YOU EMPLOYED AND "IN WHAJ: CA,P A.CITY? 

I· am employed' by Biaclc Hills, Utilities Holdings .. Inc .. (''Utility f{Qi<!in~~"), a 

"".holly-owned:subsidiey ~fBlack; Hi.I.ls Corpora~on.("BlIC"). I am Manager of 

Regulatory ,Affaj.rs for Bla~k .Hills· fewer, Inc: ("Black Hills "Power" or the 

"Company.''). I am responsible for leading all aspects of the regulatory :process for 

. Blackl£lls Power.:... . . ·-·-. . . ··-·· .... 

FOE. WHOM~ "¥011 T.ESTIFXJ;N"(,H)N BEHALJ.? OF 'TOD.~ . .Y? 

Tani testifying on behalf ofBia:ck iniis Power. 

·DID YOUFILED~CTTESJ.1M:ONY.INTHIS.DO~l'?: 

Yes. 

R. PURPOSE OF R:EBUTI'AL TESTIMONY - . .._ . . .. . 
~TIS THE PURPOSE. oir-yoURnircn'TAL TESTIMONY? 

The-ptirpQSe of my f(?b~ttal'tes_tjmony is to·expJain ~ support ~e portions of the' 
.... . . 

Settlement Stipulation ('"Settl~ment ~ment"), reached between .Black Hills 

Power and the South Dakota P.ublic Utilities Commission Staff r'Staff'), that 

pertain to the: (1) revenµ~ r~uirement adjustments under South Dakota 

administrative mle 20:10:13:44; (2) decommissioning regulatory asset and 

amortization adjustment; (3) LIDAR adjustment, (4) employ~ 

l 
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additions/eliminations adjustment; (5) utility holdings allocation correction; (6) 

2 pension e~pe~e a1justment; and (7) new debt- issuance. I also explain w~y the 

3 positions advanced by the :!?lack Hills Industrial Intervenors' ("Blill"). witn~ Mr, 

4 Lane Kollen on these subjects are not appropria_te .. 

5. m . . REVENUE.RE,0fflREMEITT,ADJtiSTMENTS UNDERSOUTH'DAKOTA · 
6 . ADMINisTRATIVE·RlJLE.20:

0

1.0:13;~'.~ . . -·-· 
7. 
$ · Q. PLEASE EXPLAIN Bµ..CK. HILLS POWER'S APPROACH TO 

9 

10· 

11 

12 

13 

14 

is 

lQ 

17 

{8 . 

19 

20 

21 

22· 

23 

A. 

Q. 

A 

Q! 

A, 

~ASuruNG ITSREVE~R'.EQ~~NT IN TH;JS. CASE~ 

Biack Iiills ·pow~r µtilized a twelve. m9~th. i~t year ~ed dn historicaj: da.~ 

-CO.:~ri~ September 3.0, 20 i-3. -Adjustments fur:Iorown ro.i~ meam.i,rabl~ iiell.lll w.er:e 

fu~-~~~t6-~~~~ri~fi~~-tod~tennilie0 ili~;~1~~-dost!:.· -· ·· · .... : .0 . ·-· . - • 

UNDER 'I'HE :SETTtl:MENr -~GREEMENT, WERE ADpmoNAL 

Ab.tu§TMENTS l\W>E TO BLACK. BILLS fO.'W.ER'S. n.wN:tm.· 
REQ~NT? 

·yes, 1he S~ttfement Agreepient reflects a. variety of adjustments that were made to. 

the Co~pany' s-fiied re.venue requirement~ 

ARE THE ~JUS~~ TO BLA-q{; HfJ,~S POWER'S REVENUE 

:REQUilUll\1E~T PIAT -t\RE ~FL~D- lN 'raE SETfLEMErIT 

AGREEMENT CONSISTENT WITH THE REQUIREMENTS. OF ARSD. 

Z0:10:J3:44? 

Yes. The Company utilized an appropriate test year. ru;i.d made· adjustIJlenl:s to its 

book costs that were based on changes in facilities, operations, and costs that were 
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5 

<i 

7 

8 

9 

iO 

11 

12· 

13 

l4 

15 

16 

17 

18 

19 

20 

21 

22 

Q. 

A,.· 

. ··-· .. . ... . ... -· --- .. .. - -

known \\1th reasoi:iable certainty and qi.~urable with reasonable accuracy and 

either have been.or will become effe<;thre within the 24 months following the last 

month of the test year. 

PLE~E ~XPLAIN THE BASIS FOR THE COMP.ANY'S BELIEF THAT 

THE @JUSTMEN'fS ARE. R,ELA.TED TO COSTS TIIA:-T ARE KNOWN 

WITH REASONABLE CE:l~.T~~:V AND M;EASURABLE WITH 

REASONABLE ACCURACT? 

The end gf the historic test year"in this-fi,li,ng ~ S!!{)tember 3-0,_ 2013. As S)lch. 

(:her~. ~ve ~een over fifteen.months of charl&es in f~eilities, operanons and costs 

that have occurred: and would be appropriately adjusted for unaer: the Rule, 
.:.. . - "' . . ·-·. . . -... : .... ~ _ ; .. ._ __ :. ·--- -----.-- ··- .. .. .:.: __ ;.__ - . . . . . .. 

9· 

A. 

:Purthermore, ~ ya.st majerio/ o{ th~ ~jµstments relate to rosts that the Company 

µ,icuqed durlllg tb.e 12 months. following the historic test Yf?8!· 

REFERRING ·T.O MR. KOLLEN'S ~~CT 1'ES1J}(~N¥, PAGE '7,LINE 

16 THROUGH PAGE S-, LlNE 21,. DO YOU AGREE THAT THE 

COMMISSION· SHOW,D. LIMIT .ANY POST-TEST YEAR 

ADJUSThfENTS TO THE TWE~VE ¥0N'P.J PERIOD IMMEDIATELY 

FOL~OWING TBE" llISTORI,C TiiS];' YEAR ENDING SEPTEMBER 30, 

2013? 

No, I do not. Mr. Kolien's interpretation of ARSD 20:10:13:44 ignores the plain 

language of the rule that specifically states that reasonal>ly. certain and reasonably 

accurate adjustments which will become effective within the twenty four months 

following the last month of the test peri9d are permitted. 
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1 Q. 

2 

3. 

4 

5: 

6 

7 A. 

8 

9· 

. .10 

11 

12: 

13: 

-14. 

15 Q; 

16 

17 

18 

19 A. 

20 

21 

22 

MR KOLLEN Il\'DICATES THAT ADJUSTMENTS ARE NOT , · 

P.ERMITTED UNLESS THE CORRESPONDING PROJECTED CHANGES . . . . . . . 

IN E.EYENUE' ARE INCLUD~D IN THE REVENUE REQUIREMENT. 

PLEASE. EXPLAIN WHY A RET AJL REVENUE ADJUSTMENT FOR 

SALES GROWTH WAS NOT INCLUDED IN THE SETI'LEMENT . . 

I~ i~· my understanding that it has been Staff's practice to ex<;lude all reven~~ 

prodt,!cing· p~ from the. piant annualization and post-test year addition 

adjustments_. Revenue :producing plant consists primarily of -d~tributioh 

Jnvestnrents .. ... ~.:follow~ tb,is _practice in this case. It w<;m1d therefore \)e 

~appropriale for additional rev.enues to be. reflected in the cost of. service bootose 

the · investn;ient ri~ to. -serve th~ sales growth is not included as well. 

·associated with post4est ~ adjustments in the revenue requirement 

MR. KDILEN CBARACTERIZES THE COMPANY'S. ADJUSTMENTS . . . . . .. 

.AS_ OP:r'OJtri::JNIS'iiC AtID $LE_CflVE; uo YOU AG~E WITH ms. 

ciiARACTER!ZATiON OF Tim ADJUSTMENTS THAT HAVE BEEN 

PROPOSED BY THE ro~ANY? 

No. absolutely not Contrary to his cbaracteriz.ations, the Company included pro 

forma cost increases and cost reductions that occurred after the historic test year in 

the adjustments it made. Some of the materia1 cost reductions, at the total 

company level, included in the filing were: 
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3 

4 

5 

6 

7 

8 

9 

io. ·· · 

11 · 

12 Q. 

J3 

14 

15 

16 

17 A. 

18 

·: . ; , · .. ·., --~ • ::. ., .: . . -· -- ,. -- ·· .... - .. -· . 

o ScheduJe H-1 Neil Simpson I labor and benefit costs - $746,475; 

. . 
Q Sch~ul~ H-6 FASJ 06 Retiree Healthcare - $168,896;. 

O· Schedule H-:=6 FAS87 Pension E;~:.pense -$508,454; 

" Schedaje H-1 I Adv.ertising Expense - $262,517; . 

" Schedule H-16 Ben-French $eve.ranee Expense- $180;861; 

o Sch~dul~ H-18 Ben Fre!].ch, Osage, Neil ?impson I O&M-$3,753",186; 

o S.ch~du.le H-U Customi:r Service Mode( Adjustment - $215,934; and 

o Statement J"Ben French. O~~o. Neil Simpson I Depreciation Remov~l ..,_ 

$1, 732,5Z6. 

historic~ y~ o~ an ~ual basis in the o!ig4tal ~ 

IN THE. SET.r.LE!dEl'fr AGME~, '!'.$ COMPANY AGREE}} TO· 

UPDATE MANY ADJUSTMENTS. IN THE ORIGINAL FlLING 'l'HAT 

·WERE BASED ON B.UDGE'fS TO ~FLECT :,mcENT ACI'UAL COSTS. 

WERE THERE ANY MAn:tu'.A.L. REDUCTION~ IN: -EXP~SR$· AS A: 

RESULT OF THESE UPDATES?. 

Yes, a few . of tp.e m~terial cost reductio.ns, ·-at the total company level, were as 

follows: 

19 o Updated Schedule G-3 to reflect the actual debt issuance and cost -weighted 

20 average cost of debt was reduced from 6.45% to 6.08%, for ov~r $1,0~0,000; 

21 o Updated Schedule H-6 Pooled Medical Costs - approximately $400,000; and 
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o Upqated Schedule I::I-8 Generation. Dispatch · and Scheduling Costs - over 

$300,000. 

Clearly, the Company reflected both cost 1ncreases and reduc.tions in th~ originai 

fil.ing and Settlement Agreement: Mr. Kollen's characterizatio~ of the ComJ?any 

as opportunistic and selec_tive lacks .meriL 

Q. SHQULD fHE COMMISSION ACCEPT THE ADJUS'OON:rs J:'0 rn;&. 

REVENUE REQUIRE~~- ~T ARE REFLECTED IN THE 

SETTLEMENT AGREEMENT? 

A. Yes, I believe the Commission should a~t tire-adjustments as they were made in 

Q. 

A. 

Q. 

A. 

co~~rj:n?Jlce wi!h i:he req_uirements of.ARSD 20:10:13:44-.. ·-= . .. . · . . • _ ·-- . 

IV. b'JOCOMMlSSIONING REGULA.TORY ASSET AND AMORTIZATION 

DID THE COMMISSION ISSUE .AN AdCOUNTi'.NG -()llJ)M,R TO 

ESTABLISH A REGULATORY ASSET.F.OR THE COSTS ASSOCTATED 

WITH DE.CO~SIO~G-THE·NEIL ~S9N Ii OSAGE~ ANJ? :U~ 

FRENCH POWER-PLANTS? 

Yes. On January g, 2014, in Docket ELl.3.-036, the Co.mmis$io11. issµ~ an Order, 

approving deferred ac~unting fo.r 1:lie;; ~fer of ~g plant balances and 

associated inventory for soon to-be d~IllPU!lsioned plarits to a regulatory asset 

PLEASE EXPLAIN· THE -DECOMMISSIONING ADJUSTMENT 

INCLUDED IN THE CO:Mf ~'S ~~ PqSrriON. 

Black Hills Power prQposed to amortize the costs associated with the retirement 

and decommissioning of the Neil Simpson I, Ben French. and Osage facilities over 
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1 five_years as reflected .ort Schedule J-2. TI1e unamortized balance of the·regulatory 

2· asset ·in~lud~ in the test year ·'?''ould .then be reduce1 by 'the accum~laled 

3 amortization 'for a .fuU year . .The costs associated with tlJe retirement·of the units · 

4 included the uru:ecovered plant and obsolete mventory. The esti.uratcd costs 

~ ' assocfated ~ith decommissionini th~ ·units w~re provided in Response ~o SI;)PUC 

9 R~quest No: 3-2~. 

7 Q. WHY DID BLACK HILLS· PO\VER REQUEST RECOVERY OVER A 

8 FIVEYEARPElUOD? 

·9 A. The. 'time- peii9d provicf~ a baland<?, be{\Veen fl;le. amounf o( ·u~e teq!li{ed t& 

10 
• ..:. !. '\ . ... . 

11 with the customer& who. hav~· ulilized the ·assets being. retired. The proposed 

12 am,ortizatiori. period achievcil. ·an annual amo'rtization ~pense -that is . ~ . . . . -

14 operate-these facilities. 

15 Q. .PLEASE DESOUBE ']lHE :QECOM1d!$S_IO~G ADJUSTMENT 

t6 JN~'w,);en W-tlmS~'.mE~4~MEN1'., 

17 .A. The Settrexnent. Agreement 'inakes the· following· adjustments to the Compmy's 

18 µi~ position: 

19 o Th~ obs6lete -inwntPJY balanc;s was updated ·to reflect the· thirteei;t monili: 

20 ~v.e~~e·balanceto correlate with the amount removed from working capiral. 

21 o 'Ib.e. contin~encies were remov¢ from the estimated decommissioning costs. 

22 The Settlement Agreement grants Black Hills Power the opportunity to seek 
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1 recovery, in a future Black Hil,ls J.lqwer. ·rate case, of all costs for 

2 decommissioning not o.theiwise recovered fron:i customers. 

3 o An. adjustment was· made to reflect the accumulated deferred income laxes · 

4 w;so9iat('A with ~e decommissioning adjustment. Pleas~ refer to the· rebuttal 

5 testimon:r of Mr. Robert Hollibaugh for de~ls . 

. 6 G The amortization period was .rnodifjed from: five. to ten years. 

7 

8 

9. 

~ The regulatory asset inc.ludecf.in. i:J{te ba::.~ is ~.Peed by ~n~ im.Q one-h?Lf y~ 

of amortization expense t~ -~flC?Ct the average ~ortized balance over .tlie. 

.fust tp;ee y~ of'the amortization period in rate base. 

·' · · · - · · -· · 10 ..,··Q.· ARE ·THERE·.ANY- ADDITlONAL· RE.YENUJ?.$ -~l>E.P.. -TO-~-n.s-1--.. 

11 YEAR AS A RESULT OF THIS ADJUSTMENT? 

12 A.-

13 

There ~ nQ additional revenues as a result of jetitjng and deco~ioning ~e 

facilities. The salvage :valne cn;dit was . reflect~ in the. lump SlUll 

14 deconuriissionini _bi~ an~ _resultecl:iaa Io.wet eosl to. customers. 

l~ Q.. -~ :{{O~LEl'f STA,T.ES TIIA.J: J)ECO~ ON;I:N:Q; co~s SHQULD· 

16 NOT BE INCLUDED 1N THE SE~ AGREEMENT Bli!CAUSE: 

11 'J'I(E co~$ WILL NO.T HAVE BEEN .@CURRED, IN THE TWELVE 

18 MONTH PERIOD FOLLOWING THE BISTQRIC TEST·YEAR. DO-YQU 

19 AGREE? 

20 A. No, I disagree with Mr. Kollen for a "Variety of reasons. First. as I discWised 

21 above, I disagree with Mr. Kollen's interpretation of ARSD 20:10:13:44. In 

22 particular, the Rule does not limit adjustments to known and measurable costs that 
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were incurred in the 1,~elve n1opths following the historic test year. Second, the 

2 vast majority of the decom.missjoning costs. that are reflected irt the Settlement 

3 Agreement are· supported l?y a· fixed price contract that was provided by the 

4 .company in. response to SbPUC Request No. J-25. Black Hills· Power selected 

5 ·!h1?.fixed price contn,.ct tl1r0u~h a.competitive-bidding rcocess as tJ:ie lowest cost 

6 proposal that met the technical specification of th~ p~9.uest for proJ?o~al. Third. the 

7 remaii:ti.ng ~osts that ~ .included in -the .S~ttle,nwnt A~eement are supported by 

8 the Company's engineering c.ost t$timate .that tVas pto\ijdea.in r'esponse:to sbPOC 

10 
. - .· ... -· ·---· ... 

11 

-12 

J3 

14 

lS 

1.6 

17. 

18 

19 

20 

·Q. 

·A. 

Settlement Agreement are· known with reasonable certainty ano measurable \Vlth 
:.:.. .. . . /; ·- • - ,:_• •• -.:.. ... • • -- . ..... !. .... .:.. • • 7 .. • ............ ..:.;: . • - · .... . .. !.!.: . • ·::·. ,.:. ,\ .... . .. . ·. ·- . ...... •• • •• _: • -

·reasonable accuracy. 

HAS~ C(?1".Th1ISSIO~ ACG_EPTED ENG~ERING.EST~TESFQR 

DECOM-MJSSIONING COS'rS lN A RE~ .Al't>ttoVJm RA.TE. CASE 

SE.TTLEMEr-rr?· 

Yes. In Docket EL17-046;, 1'1ortbem States Power ~mpany used ti 

·deopmmissioJUng ~ost -stµdy as the- esfimate to detegnii},e· the appropriate 

deconmussfuning ~ccrual for its nuclear faeilities in advance of incurring the.costs. 

After removing. the contingencies, Staff a~pted N~11hem States Power 

Compat].y•s study as the b_asis for the decommissioning accrual arid included the 

adjustment as part of the rate case settlet.nent. ultimately approved by the 

21 Commission. Here, the Staff and the Company used the North.era Sta~ Power 
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1 Company rate case settlement as a guide for the decommissioning a.dju:stment 

2 included· in this Settle~ent Agreement. 

3 Qi. MR KOLLEN STATES THAT THE ACCUMULATED DEFERRED 

ti- · INCOME TAX ADJUSTMENT ASSOCIATED WITH THE 

5. . DECOUM;lSSION(NG 'REGULATORY ASSET IS INCORRECTLY 

6 CALCULATED. DOES THE COMP~ AGREE WITH MR. KOLLEN's 

7 

8 

9 

A. 

POSITION?' 

No, · The ·eompany believes Mr. Kellen's ~tment of accumulat~ d~ferred 

mcome tax is inCQrrect. Mr. Robett Hollibaugh addresses the accuml!lated. 

:1(J. ·. -- ... d~fe~come.~cal.colation.inhis'rebuttil testimony. - . ·. . .. . .... .•.. __ .__._ ·-- ·:. _,· 1 
ARE THERE ANY PTIIID! S'I'.ATEMEN'I'S 'THAT"MR:. KOLLEN· ~E i IJ 

i2 

n 

1-4 

15· 

16 

17 

18 

19 

20 

21 

22 

Q~ 

A-. 

! 
PERTAJNlNG TO DECOMMISSIONING THAT YOU' WOULD LIKE TO i 

Ab.bRJtSS'i 

Y~ ~-- Koll~n indicates ~ bif~~ testimony oh_.page io,. ~ines· 6 .... 8,_ ~at the 

~ttlem~ .A.greex_nent reflects Ji ten. year amortization. of th~ ~mi~ioning. 

te!Wia@ty asset- Then, on "page 42, ·une 23. ·through ·pag~ 43, line 1-3, cl Mr~ 

K~i;I-~s d!r~t ~fun<>.f!Y, ~~ stat~ that ~e Sef:t).~ent AgreeJ.lle,:it r«?flecfs. a.fiv~ 

y..ear 1U1).ortmttion of tlie dec<;unmis_sioniilg regu]atory ass~t Although I dQ not 

know if thiS' inconsistency ·reflects an oversight in drafting C>r a misunderstanding 

of- the terms of the Settl~ment Agreement, to th~ extent that Mr. ~llen 

incorporates a five year amortization in his numbers, his assumption is 

inconsistent with the tenns of the Settlement Agreement. 
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l Q. . DID nm COMPANY REQUEST AN ORDER FROM THE COMMISSION 

2 

3 · 

4 A. 

5 

6 

7 

g 

9 

·-· 10 

u . 

12· 

13. Q. 

14 

15. A. 

16" 

l7 
18 Q, 

19 A. 

20 

21 

22 

TO DEFER ANY COSTS · ASSOCIATED WITH mE 

DECOMMISSIONJNG OF THE RETIRED STEAM PLANTS.? 

No. The Company and Staff file<;i. the S~ttlement Agreement on D~~ber 9, 

2014; that established the amortization of decommissioning costs. The S~ttlement 

Agreemepf a.lso grants Black Hills Power the. opportunity to ·seek reco~e.cy, in a 

futtµ'e Bi~ck·Hills-Powej:: rafo·case, _of all ~ts fo~ ~ecommissioning not otherwise 

recoyereil from.customers. Sin~ tbe Settlem~nt A~ment was filed prior to the, 

.end of2014 and is being considered in this.rate.proceeding, it was notnecessro:y-to 

. . . 
_ ~quest.~-~c.po~_ting authority·o!(l~ fillo~·Black~.Pow.er..to use def~ .. ~ -· _ ,_ 

accounting for costs- ~cuited with the decounfiissipning of the retired ~eam 

.Plants. 

no· "S;OP BELIEVE Ta.& c;o~SION SHO.UL'D. ,A.CCEPT Tim: 

~4-nv.i;ENT QF THEJ;>~COMl\fiSSIOXiJNG ADJUs~· 

Yes~ I believe the tre.abnent of the deoommissi.oning adjustment that is @fleeted in: 

f!ie Settlement Agreement is..iJ.PPR?Pria~ alici"in co~onnance with past practices. 

v. -LID.All~a:tt$~1'1:t 

PLEASE EXPLAIN THE COMJ> ANY1$ FILED LlDARADJOSrMENT. 

For purposes of background, at the time that Black Hills Powediled the pending 

rate case, it planned to perform LIDAR (Light Dete_t'tion and Ranging) imaging of 

all of its 69 kV and 230 kV facilities in 2014. Tlie need for and scope of the 

LIDAR surveying project is discussed in the clirect testimony of Milce Fredrich. 
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2 

3 

4 

5 

6 Q. 

7 

8 A. 

9 

10 

11 

12 

13 

14 

15 

Hi Q. 

17 

18 

19 A. 

20 

21 

22 

:.-. .:· :· :.· .. ··:::-.: ;:--• ••.• -. : - - ~ "":'":':: •..::."'! • o h0 ":.. • •• • •• • ... • .... ... ~ 

The Company'~ filed position reflected the estimated cost of the LID AR smveying 

project on its 69 kV t~mission sy~tem. The p~oject cost of$798,000 was shared 

with the joint owners of the 69 kV system; and Black Hills Power's share was · 

amortized over five years to correspond ·with the expected frequency of the survey. 

The Company requeste1 the ~ortized _am~unt be included ~ ra~e base. 

DOES THE SETTLEMEN.( AGRE~l\1EN'I.' REFLECT· AN M.JUSUViENT 

FOR THE LIDAR PROJECT? 

Yes. The LIDAR: proj~t cost was updated to reflect the least cost, competitjve. 

bid ~ntract, and the c_uqent allocation to the joinf owners of: the ~9 kV S}'l>tems in 

Sou~ _Daleo~ 8!1~.\YY~D?-~g._ .. }~!~~~--~~~ !.~~~·~- -~~_of- f!te ~~--~

amo~ over five· years, arid one-half of the unamortized balance was re~ect~ 

in mte base. Th,e accum$.ted-def:erred jnconie tmces associated ~th one-halfof 

the. unamortit.ed tcgulatory-as.set ~)'iill~ in th.e Settl.eIW.Itt.Agteenrent.. The 

accumulated deferred in.com~ ~ adjustment ~- co:v~red -in mo~ detail in the. 

i:ebuttal testimony.90,~. Roqert Holhoaugh. . 

MR. KOLLEN HAS SUGGESTED. THAT LIDAR COSTS ARE NOT 

PROPERLY lNCLlJDJ;ID. DO YQU ];>~~GREE Wl'fH M:11- KO~~EN'S' 

POSITION ON THE LIDARAD.JU~TMENT? 

Yes. The Company has provided evidence to s.up,P.Ort the inclusion of these costs 

as a known and measurable adjustment: The request for proposal selected as part 

of the competitive bid process for the LIDAR project and the revised pricing was 

provided as a Supplemental Response to SDPUC Request No. 4-34 on October 15, 
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1 

2 

3 

4 

5. 

6 

7 

8 

9 

. 10. 

11 ·Q_; 

12 

13 

14 A. 

15 

16 

17 

;18 

19 

20 Q. 

21 

2014. The supporting work papers for the allocation of LIDAR costs to ~lack 

Hills Power was_provideci as .a SupplementaI·Response to SOPUC Request No. 4-

3.6, on Octo.be(I.5, 2014. The calculation included the actual allocacion -of the 

joint o~ers: of South Dakota 69 kv system using the April 1, 2014, allo~tion. 

The Company provided Staff with a revi$eq .allocation. of Ln:>AR post~ to Black 

Hills Power .on dc;tob¢r 21, 20!4,. tp 1c~move the ~s~ ~soci.aJed with the jQiot 

ownt:rs o"f the \YY?ming 69 kVusing the A.pril 1, 2014, allocation.; The email and 

supporting work pape~ were provided to Staff on. October 21, 20.14., ~d were 

provided in dis"covery in th~ Second Sttpplemental RespQnse to ®PUC ~est. 

.. 4-:3~ on January-5,:2015 . .. . . _._. -·. ~ 

WRY DOES THE LIDAR AD,OSUY-(ENT INCL'{JDED IN TJ:IE 

SETILEMENT AGREEMENT REFLECT A. KNOWN AND 

ME;ASURABLE ADJUSTMENT? 

Tµ~ project co~ are based on -a fixed price contract that was compe1!~ely bi4 to 

achieve the lowest cost foi.: customers. The iie~' CQst was approximately~ of 

the -otigioal liutlget. The. allocations to the joint o.wntl:S of the 69 k.V s:ysrem. in. · 

Soµth D_akotIJ, ap.d WyomJ.1:lg Wet:C ~ed on.the citrreJ?.1: allo~q~ in effect The 

LIDAR ~e_yin_g woI"k and data acq~ition ~ completeq in·tlie four:th quarter 

of 1014. 

DO COSTS NEEp TO BE IN~D BY OCTOBER 1, 2014, 1'.0 BE 

CONSIDERED-KNOWN AND.MEASURABLE? 
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A. 

i 

3 

4 

5 Q. 

q 

7 A. 

8 

9 

'--·--·fO 

11 

l2 Q. 

13 

14 A. 

15 

16 

17 

18 

19 

20 Q. 

21 

22 A. 

.-.- . . .·--·· .. -·- .. ·.-- ... . · ···- .---- · --·- ··-· :. . .. ... . ----·- . : ·- ··, 

No, the fixed price contract with costs incurred within 24 months of the last month 

of the. test perfod qualify as an appropz:iate adjustment under ARsn: 20: I 0: 13 :44. 
· , . 

There are ho anticipated ·r:eductions to test year ~osts. or aqditi~nal i;evenues 

expected as a result of this project. 

DO YOU BELIEVE IT IS APPllO:PRIATE TO REFLECT A TEN YEAR 

AMORT1ZA'l'ION PERIOD? 

No. a: frve year amortization period corresponds with the expected fre.quency of . . . .. 

the- LID.Al{ sµrvey. /',. ten year :amortization ~ arbitrary, :and the ?Jlllual 

amortization allocated to .South Dakota of $64,1 o'7 ~ 9n a s year amortization 

is ~ot <?f th_e. ¢a~tua~. that wotild justify __ a ·-ten.. .year .am..d~_tiop _for :rate 

miti~tion pUiposes. 

DID THE CO:MP ANY RE.QUEST AN. OR.l)Jm FROM THE COMMISSION 

To DEFE~ ANY co~~s.oCIATED. WITH TIJELID:Ait PROJECT? 

No. The Coµi.P.anY .anc;l Saµf: ~~ ·tJie Settlement ~ment on Decetnber 9, 

2014, that ~blishecf th~ amornzati.en of LIDAR costs for the C.Omrrdssro~·to 

consider. Since the Settlement A_greeQ1ent was filed pri01• to tl;te end o:f2Ql4 and 

is being. considC?~ in this rate' procee~~ i~ was- not n:ecessary. to: request an 

. 
accounting authority order allowing BIE\ck l;Iills Povrer t6 us~ defected·accoun~g 

for costs associated with the LIDAR project 

DO YOU· SUPPORT THE TREATMENT OF THE LIDAR ADJUSTMENT . , 

THAT IS REFLECTED IN THE SETILEMENT AGREEMENT? 

Yes, I do. 
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.A, 

Q: 

A. 

Q. 

A 

Q. 

VI. El.\fPLOYEE ADDffiON/ELIMINATION ADJUSTMENT. . . . ~ . .. . . . 

PLEASE. EXPLAIN THE COMPANY'S FILED. EMPLOYEE ADDIDON 

AND ELIMINATION AD.rosrMENT. 

Black Hills Power plapned to ·hire _nineteen. unfilled ~d 11ew positions as o.f 

jll!l1J8.fy 28, 2014, p~yro.li whii:h ar.e neces.sary :to pr.ovide electric service to 

customers. In additio~ the Company _reflected the eliminatio!)- ~f ~o _en_iployees 

after lh.e January 28, 2014, payroll. The ad)ustment reflects th~ net emplQy~' 

salary and benefit GOSts. 

AS~,? . .. ·- -·. - __ , . ---' ...•. ·..,. -·· · 

No. Through Staff's audi.t._ costs were only included -for po.sitions. actually hired at 

the: time. bf settlement negotiations_ .Adjusfmerits were· also made. to reflect the 

2015 :tmo.wn ana measurable wage ·ann~ti~n and to include m;tly tJ).e-portion qf 

l~bor costs cbarged to expense aqc01:mts. 

DOES MR.KOLLEN AGREE WlffiTHIS ADJUSTMENT? . . . . 

NC?, h~ does not Mr. Kollen's recommen~tion is ~o remove all rests associated 

~ employee ~ddiuo:Q!:j _ru;,,<;l eluwnatio.us. 

M'.R. Kol.LEN ARGUES THAT THE COMMISSION SHOULD NOT 

ALLOW BlJPGETED EMPLOYEE" ADQ~ONS· IN RATES BECAUSE 

THEY DO NOT· REFLECT ACTUAL EXPERIENCE. ARE MR. 

KOLLEN'S CONCERNS REGARDiNG BUDGETED EMPLOYEE 
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ADDITI9NS AN.D ACTU~ EXPERIENCE ADDRESSED IN -THE 

SETTLEMENT AGJ.tltEMENT? 

Yes. Staff ·only allow~d :positions that have been hired .. The. CQmpany·bas. not 

recqvered costs associated with budgeted· er:nployees ip rat~i so Mr. Ko!Ien's 

con:iparison of actmd Jo budget headtounts are. invalid. 

VII.. UTILITY HOLDINGS ALLOCATION CORRECTION .. .. --·- .. . 

DO~ Tim COMPAl".fi' AGRE_E w:rnI ~ K9LLEN Tffi\T THE STAFF 

REVENUE REQUIREMENT MPDEL INCLUDES· ~ .ERROR IN 

ALLOCATION TO· sourn: DAKOTA FOR TRANSMISSION LOAD 

. DISPATCKCOSTS?'.- .:. 

Yes,._1he P>mpany a~ that P:O. (:9S~-ass~iat~ with ~io~load;d.isp!it~ 

FERC Account 561, ~hould be alfoca.ted to So\lth Dakota. 

D0ES BLACK HJLLS ·PbWER BELIEVE. THAT THE SETI'LEMENT 

No. it doi;s not Black Rill!l P:9we1; ~P.P.9n:s tn~ Settl~µi~t Ameement arid -the 

tes\Jlfin}(r.e1retiue.requitement that bas b~n presented to the O>~ion. If~ 

~q Black ~~ P"ow~r lifi&.a:ted this proceeding. the 9<>mpany ana· Staff would -

·Iik.~ly. advocate different positio~ than what is reflected in Staff's . -~venue 

requirement model. Related thereto, on page 2 of the Settlement Stipuiation, 

under Ptirpos~, it -~tates, .. The Part;ies acknowledge that they may have. diff~ 

views that justify the end result, which they deem to be just and-reasonable, and, in 

light of such differences, the Parties agree that the resolution of any single issue, 
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16 
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18 

Q. 

A. 

... :..• 

whether express or implied by the Stipulation, should not be viewed as precedent 

setting." 

Notwithstanding· the differences of opinion regarding the costs that comprise the 

revenue requirement,. the Company and Staff ultimately agreed that the total 

revenue deficiency is $6,890,746. Th~ revenue d~ficiency is · material to the 

Company. TI1~ Olmp·any agreed to a two year tate moratorium, which can only be 

nego~ated ~ par( of a Settlement Agreement 'J:'.he Co~p~y used the anpual 

reV'enu~ authorized irr this Settlement Agreemen~ to detemiin~ if it coti)d manage 

its b1:1siness through a rate freeze. Black Hills P<5wer a!µ'eed -to ~_gnificant 

~~~sioris in 0?1~r. ~ reach a.~mp,;eheilsive resolution. of al~.issues .in this rate. ·- .. .. 

proc¢ding and as a r~t believes that thy reY~nue deficiency should be 

mamtaine.d a:s pres.ented to the Commission. 

WOULD THE COMPAID[ HAVE AGCE:rT.!ID THE ALLOCATION 

CORRECTION Dtm.IN.G SETT.I,~NT ~GOTIATIONS? 

Y ~~ it would have.- However, th~ Company would plso ha-qe ~d the opp~ 

to negotiate differently on other a.dJtistme;nts or JeqUest oth~ ad]lis4nents to 

ac~eve the revenues necessary to recpver i~ costs an~ earn a fair rate Qf, rettnn on 

-investments. 

19 Q. DO YOU HA VE ANY.EXAMPLES OF COSTS TJµT HA VE INCREASED 

20 'IJIAT WERE NOT ~FLECTED IN THE SEITLEMEi".IT AGREEMENT? 

21 A. Yes. After th~ Company reached a Settlemenr Agreemeo..t. with Staff, it became 

22 aware that the production operations and maintenance {"O&M'') costs associated 
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,.A. 

Q. 

A. 

with the Wy0.c:W< poy..rer plant ("Wyodak") were abnormally low during the 

historic test year and. were not reflective of current prod~ction O&M C(?Sts. The 

total company Wyodak production O&fy{ cost was $3,390,42.5 during the historic 

test year, and these costs were· inclucled in ~h~ -Settlem.ent Agreement When 

compared to th!<. costs incµrred .from Octob~r 2013. "throug_h Septembei;- 20i4, ·the 

total compa~y Wy?_dak_ pr~duc~on_ Q&M cost increased $4~9, 738. f(!r .a total cost· 

of3,?59,163. Pl~e se.e Exhibit ITR-l for details., 

PLEASE DESCRIBE THE PRODUCTION O&M COSTS ASSOCIATED 

WITH WYODAK? 

Wyo4ak is ope~ted by the majorit.Y.. own.et, ]:'acjfiCorp.,:wl].o 'invoi~ Blacl~ Hills 

Po.w~r on alJ}.c,,nthly basis for the. opet:atingcosts of the plant.· The O&M costs.are 

.th~ to..utine c6m:s of ~p.eratifig -a poWer plant .I:abor costs tep~t !1-Piiroxi.mately 

·so%'<?fthe O&~ costs,. and theremainder.oftne costs is pfllllatjly ~socfufeq y,ith 

materiafs anc;l outside services. Mat~rials. -include prad1,1ction -ma~ sui;h as 

lime for environmental compliance and COtIBt1mable items sqch .as f4ters, piping, 

motQ~, ~d gene~ors.: Wy~dak 1J$CS·contrai:tors for riiany services; snob. as asli. 

hauling, secudty~janitorial .. pfaµt majntenanye,. anq.in~tions. 

·wERE THE ACTUAL P.RODUCITON O&M COSTS ASSOCIA~ wiTB: 

THE W){OPAK POWER PLAI'fr ABNORMALLY HIGH FROM 

OCTOBER 2013 -THRQUGH SE;l.>TEM13ER 2"0111? 

No, please see the table below for Wyodak's production O&M costs from October 

2010 through September 2014. 
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10 

11 

ii 

13 

14 

15 

i6 

17 

18. 

19 

- ··' ·- . .. .. . ··. .. ' .. -· . .. ··· -r··· ·: - -"* . 

10/1/10 • 9130/11 1(!11/11 · 9/30/12 10/1/12 • 9f.l0!13 10/1/13 -9/30(14 , 4 Year Average 

: WyodakO&M 3,566.605 J.sso.ooa 3,390.425 3.650.163 3.S91;soo_ 

Q~ 

A. 

Clearly,. th~ historic test year was·. less than every other yeat during the four year· 

period by at leasr $160,000, and adjusting the tesf_year to the four year average 

would result in a total company adjustment of over: $200,000. I.q_ addition, . 

expenses associated with major maintenance outag~ were non:n~li~ qQrjng Ws 

time ~nod through majo.r maintenance accruaf accounting. 

wooµ> IT BE APPROPRIATE TO A;DJUST ~ HISTORIC 'TEST 

YEAR wYOl>AK O&M. COSTS TO T,8E FOUR YEAJ,l A ~RA.GiJ: I:ROM 
·- • •••• ·- ... •• .... . ·: • ...:-:-•• ::;·-..... ·.o::..:. .... .:.::.·. •• :.- --- •• - - ... • • •• _....;. - --·-- .... . : ... : ::.· . : : .: __ ._ 

OCTOBER 2010 THROUGH SEPTEMBER 2014? 

No, the histori~ costs have not been adj1:1Sted for mflation. wage. increases,·and 

benefit char;i.ges~ :Known .arld measurable- adjustments for l(Wor l!D.<1 infta.uon· 

Wl;Jltjd u.~ fQ. be .. tvfl~ie& lil ·t;he histotic· ann(fal atn(iifilts in order· for a 

normalization to reflect current costs. Applying three percent annual inflation. to· . . . . . 

the October 2010 througli Septembei;- 20lf Wyodak productipn_ O&M expense 

yieids: a suwlar-expense:.ItS th~ Qctob~r 2013 t.brough sew~in.ber 2014 Wyo®k 

eroduction O&M expense: The October 2013 through.September 2014 Wyodak 
• •• - • • I • • 

production O&M costs are conservative b~use thej do not reflect the 

an&Qali.?,8.tiop. of known ~d mea.swable wage and. benefit changes for 2014 and 

2015. 
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Q. 

A. 

HOW WOULD THE COMPANY PROPOSE TO RESOLVE THE. UTILITY 

I:IOLD{NGS· COMPANY l'RANSMISSION 4LLOCATION ERROR IN 

STAFF'S MODEL? 

The Company recommends making no adjustment to the Settlement Agreement 

-Staff's revenµe requirement model reflects many· coh~sions J:J?,ade by Staff arid 

:Black ~lls Power. !lowevei, if the· Commission modifies thy. Settlement 

Agr~ment to correct the transmissibn alloGation (;rroi:, the: Company resp·ectfu1Iy 

r~u~ µi~t Ute Co!Dinission als~ mo~ify tlie Settlement Agreement {o incl~de an 

adjustmefit to re.fleet Sbuth Dakota~s allocated. share of' Wi.9dak'~ production 

. __ O&M_ co$ts fuin Pctobei:2013 .through.,_.Sept~Dib~20t4, ~ reflect~. on Ewoit I 

Q. 

A. 

Q! 

A. 

ITR-1. 

VIII. PENSION EXPENSE. 

DlD BtACJ{ l;IIU$ P(>~ -fRO:POSE. ,f\N JU)JU~ to: nm 

.TEST YEAR LEVEL OF PENSION EXPENSE? 

Yes. 1_1ie Gompany pioposeq to reduce test~-total company ~ion ~nse 

by· appro.mna~ely $5.0.8,009; ttS ,;efl~ted- 9.n_ Sch.edule IJ.~~ 'J;he Compap.y's 

adjustment is based on a s· year averag~ of actual pension: costs froin 20'1 O - 2014. 

WHY DID THE COMJ>ANY USE As· ¥EAR A ~RAGE AS TBE BASIS 

FOR THE ADJUSTMENT? 

As provided in response to- SDPUC Request No. 1-1, the table below summarizes 

the actual pension expense frotI]. 2010 to 2014: 
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: ..... , . • ...... •,c • •• ' \ • .. .". ' · '• • ·:: ·,· .. . . : ' ·.· .. -··.- -·· .. -· --: ·. ·. .. .... 
. . . . .. .. .. 

·,_Yellr .. ,.... - • . . F.A~ 87. Cost. · -· - Year b\' Year Variation 
2010 i $2,925,65) 

2011 - - l,s°l9,156 - .. -37.82% 

2DT2 fis1 .072. . . ... .. . . 78:71~ l 

201L - 2..709.J.22 ·- . -16.66% 
2014 

.. • ,t.• . ... 
9'16:122. -63.97% 

Avera~ 
.. 

sz.3JG.Jos . .. 
I, 

2 -In particular, the annual total com.l:'any pension expense ·has ran~ed between 

3 $976,122 and i3,2Sl,072 from 2010 through 2014; and the annual percent change 

4 has.rang~cf l?etween a ~4% aecrease and a)9.% increase. The Company proposejj 

5 nqrmalizfug· pemion expenses ~ ~ res.ult of the volatility in ~xpense experieuced 

6 from year to year. 

7·- · :Q!,- DO~· ';['BE SET11:¥MENT ·· AGREEMENT REFLECT Ii: 5 ~:AR .: · ~1 

8 NO~lU:t.tQN OJ;i' PEr'{SlQN )!:XPEN,SJ.l:? 

9 A. Y r:s. As provided in the Settlement Stipulation, th-e Commission· Staff and Black 

!Q ~ Powet agiee this normalization.period shall be used in~ rate cases over . 

1J th~ next :n~Q ~ untess there is ~ extraprdiµary event; t:Jiat. makes a five-year 

11 norr.ilalizationpenod unreasonabie. 

13" Q. IS 1'4R- Iq:)~LEN'S ~~OPOSED PEt{SION E~ENSE ADJUSTMENT 

f4 REFLECTIVE OFNORMA,L, ONGOING CONDIDONS? 

15 A. No. I do not believe the total <X>mpany 2014 pension expense of $976,122 is 

16 reflective of nopnal, ongoing pension e~nse. The 2014 pension expense was 

17 abnormally low compared to the previous four years, and the Company expects . 

18 future annual pension expense to be significantly higher than the 2014 expense. 
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1 Q. Iv.IR KO.LtEN CHARACTERIZES THE COMPANY1S PENSION 

2 EXPENSE ADJUSTMENT AS "OPPORTUNISTIC." DO YOU AGREE? · 

3 A. No, i do not agree with Mr. Kollen 's char:acterization of this adjustment. If the . . 

4 Company in fact v.ras Qeing opporttmistic, Black Hills P9wer wqul<;! have prQ~$ed 

5 

"6. 

7 

8 

9: 

JO. ·.·. 

1.1 Q. 

12 

J~ A. 

14' 

15· 

16 

f1 

18 

19 

20 

no adjustment to the test year. As previously mentioned, the Company's proposed 

adjustment ~.educed cos~ by approximately $508.,000. In _addition, ~e Staff and 

the: Cqmpaoy ag~-eed to normalize pension expel}Se in ~ture rate cases over th~ 

ne-x;t five years ' unless there is an extraordinary event- that makes a. five-year 

normalization period unreasonable. This condition in the Settlement Stipulation 

_ ~pfays !1 commitment.to normalizatioµ. rather than an opportunistic objec~ve.--- ·- .. ·-

ts 'tHER.E 4N\' EVID.ENCE THAT PENSION EXPENSE WILL 

INCREASE iN FUTURE YEARS? 

Yes. BlaclG mus ·Power's 1:1etual total company 2015 pension expense is 

$2,056,581 .. 'The actl!arial ~~atio.tt. to SUppQrt the ~e was prqyid~ as ~-

Supplemental Response to SbPUC 2-13. This infoonation was not ·available- at 

the time the Comp.any. ~d Staff reached a 'settlement Agreeme1,1t If 'the 

<;omroission were t9 accept Mr. Koll~'s adjustment to reflect the 2014 P.Cniion 

expense, the Company would be deficient in 2015 at the total company level by 

over $1,000,000. 

The 2015 pension expense shows continued volatility in pension expe!]Se, as the 

21 2015 expense was approximately 111% greater than the 2014 expense. The 2.015 
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Q. 

A. 

Q •. 

A. 

Q. 

A. 

Q. 

pen~ion exper;ise supports the r~O!l~blen_ess of _the nonnalfzed pensipn expense 

included in the Settlement Ag~eetnent. 

IX NEW DEBT ISSUANCE 

PLEA.SE BRIEFLY DE$CRmE TUE NEW.DEJff iSS"tJANCE THAT w~s 
REFLECTED IN BLACK IDLLS POWER'S ORiGINAL FILING.-

In it,s rate case Application, the Company reflected an issuance of new: bonds to 

fmance the anticipated costs ~elated ·to the Cheyenne Prairie Generating 'Station 

and other:·capital expenditures. At the tune the Applic.ation was filed~ Black Hills 

Power anticipated adding ~pproximately $50 million, of lqng-term ·finan~ing with. 

an estimated all-in cost of debt of..5:67%:- . . . 

HAS 1,'HE COMP ANY A.CTUALLY JS.SUED. THE NEW DEB.T?" 

Yes, the Company issued $85 million of 30.year Firs! Mortgage Bonds ~th li 

coupon rate Qf 4.43% and fµi-alJ, .. fu. cos(ofdebt.of.4.4(jl>/o. The debt issuance was 

au~rized by the Commi$~iQ0ain l;>Qq~~ ELJ4-034. 

WHY IS THE ALL.JN DEBT COST DIFFERENT~ TH¢ .COUPON 

RATE? 

The· all-in debt cost includes the coupon inte~t ~e ·and the debt issµan,t:e cpsts 

amortized over the life of the bonds. The debt issuance costs · include the 

undeiwriting. legal, accounting, and 0th.et f~es associated with issuing the bo_nds. 

DOES TIIE SETTLEN.CEN_f AGREEME;NT RE~LECT THE ACTUAL 

COST OF THE NEW DEBT ISSUANCE IN THE WEIGHTED COST OF 

CAPITAL? 
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A. 

Q. 

A. 

Q. 

A, 

Yes, the actual cost of the new debt is· reflected in the Settlement Agreyment. 

MR. KOLLEN iNDICATES THE ACTUAL DEBT COST is. 4.-52% ON 

PAGE ~m. ~lNES 1-2, OF IDS Dm.ECT TESTIMONY. IS THI$ 

ACCURATE? 

No,_it is not._ Although Mr. Kollen Ieferences Blaok Hills Power's response.-to 

BHII Requesf No. 5 a:s support for. the actual d~bt cost h~ ~urned, tb(; response. 

does not suppoi,t his asst.µnp~on;_ -~ther, the ~ponse states ,.~lack .ffi!Js Power 

entered into M agree:i;nent tq bu~ $85 millio.n of 30_ year Eirst MP.rt~a~e -Bqnds _ 

with a .coupon tate of 4.43." Additionallt, Mr. Kollen failed t~ ·recognize !fiat-the 

_ .CO_in_pany pr~vided:thec.actual cost-of aebt.~ a: s'up_pl~enfaL-~ponsf to. ~DPUC- .. _.__ ,· .... 

RequestNQ, 2-57 orrPctol;ier P, :2,-014 .. 

DO.ES THIS CONCLUDE YOUR TESTIMONY? 

Yes, it.does. 
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I. _INTRODUCTI~N hND:9UALIJ!ICATIONS 

PLEASE STATE YOUR NA¥E µID BUSJNESS ADDRESS. 

My name is Laura A. Patterson and my business address is 625 9th Street (4th 

Flo9r), Rapid City, South Dal(O~a 57"70 l . 

BY. W,I;IOM ARE YOU.EMPLOYED AND-~ ·WHAT CAPACITY? 

f am -~mployeci o)rBiack Hills Service Company, ("Service Company"),_ a wholly

qwne4 subsidiary of macl< Hi~ Corporation ("BHC"), as the Director of 

Compensatio~ Benefits and Human Resources Information Systems ("llRIS").·lll· 

my position, I am responsible for partne~ with bus~ess leaders to design .arid 

·execlite· rompensatio.n ,.and berre:{icy stra~gies-. and pl1µ1S •. I ·~o pro'.'.ide. input , .. •. . : 

related ~o S!falegi~ planning, 1mp_l~~~tion, ~~- administration: of c.dmpensation 

antl benefits programs,, executive p~, _equity Jlrograms. non~~ pl3ll$. and 

oth~r initiativ.es. My respoasibilities EPS.O cover em.~lbyees WdrkiI1g for Bfuck am~ 
Power.a !JlC:. (''.a~k Hills P9wer" or the "Comp_any"). 

PLEASE BRIEFLY SUMMARIZE YOUR ACADEMIC AND 

PRom·sroNAL.UACE:GROUND'f 

r have inore· th.an 23· years of ~en<!e in ~tnp~ns~on and b~efits, 'Yi~ 

respons1bilities including th~ deyel~pment; management, ~dministrati.on and 

regulatory compliance of such· p1ans. I began my current position as Director or 
Compensation, Benefits and HR.IS for BHC in April 2009. Prior to this position, I 

spent 6 years as Director of Compensation, Benefits and lilliS and 2 years as 

Employee Benefits Manager, for PNM Resources, Inc. (PNMR), where I was 
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. . ~ ... .. ·- .. ~ ..... 

·j responsible for managing and administrating all com~nsation and benefit 

2· programs · for PNMR ·its subsidiaries ancl for its joiot v~nture busines~ with 

3 Cascade Investments, ·Optim Energy. Pri~r to working for·PNMR I was employed 

4 as a Tax Manager and Human CaJ?ital Consultant for .four year.; at Arthur 

5 Andersen, a· gfoba~ tax arid consulting firm. In ·this position, I work~. wjtl\ 

6 organizatio11s· tQ identify, analyze and apply regulat~ry rules that govern struct_ure, 

·7 c~mpliance, and admihistratioa: of -empiorce ·benefit plans. Prior to Arthu~ 

8 .Andersen, I was employed as a T~t Officer at Mercantile Trust .Company from 

9· 199.5. "t6 199.9 with responsibilities for man;iging, and .adinµi4;tratjon of profit 

10·_ ~hajng..40l(k), and pension pure~<? ~e~re~t:~tpl~. spo~o~by !J-."1dJ,_~ge 

11· of ·clients. I hav.e a ·Bachelor -c;,f Bu~iness Administration degree from the 

Ji; University of Iowa,. 

Q HA·vE ·you. 13 ~ . TESTIMONY IN REGULATORY 

14 

lS 

16. 
' 

11 

18 

19 

20 

21 

22 

A 

PROCEEDINGS PRI.OR; TO TB1S CASE? 

Yes. I have previ9usly testified in Ne~ MexiC!) PRG Case No. 06-00210-T!ft a 

~ rate cas~. f.n.New Mexfoo PRC Case No. 07-00071-l}T: a.n electric rate cru;e, ili_ 

Texas P'UC" Case Docket- No. 36025, an elecJric rate case, in Nebraska PUC Case . . . . . . ... 

Do~1:cet No,· NG--0061, a gas rate-·case, and iI) Col01;ado ~QC Oase Docket No. n~ 

AL-382E, an electtic rate ~e. I have also submitted testimony in Black Hills 

Power's last rate application with the South Dakota PUC, Docket No. EL 12-061. 

Finally, I testified on behalf of Cheyenne Light before. the Comrcission in 

Cheyenne Light's 2009 and 2011 electric and natural gas rate proceedings. 
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6 

7. 

8. 

9 

- .IO 

lJ 

12 

13• 

14· 

15 

16 

17 

18 

19 

·20 

21 

22 

Q. 

A. 

Q. 

A, 

Q. 

A. 

DESCRIBE YOUR PROFESSIONAL ASSOCIATIONS. 

I served on the Corporate Board of Directors of the International Foundation of 

Employee Benefit Plans and_ currently serve on the Employee Benefits Col!lmittee 

for the U.S. Chamber of Commerce. I. am also a Certified Retirement Services 

Professional. 

Black Hills Pow.er. 

W.H.A..T IS THE PURPOSE OF YOUR TESTIMONY? 

I describe and support the aen~ral- compensatio.o. ·program for BHC employees, 

an"d, particular.I~. the _,employees :of -~l~~. ~~~= ~\Y-e_r,_ ~cJ~~ tl!e . ~-i~bl~ 

compensation program and the equity pompensatfon pro.gram. l expllllll why 

t:Q.ese pfQgranis. and their ~-soci~ costs are' reasonable .and n~-sary fo a~; 

motivate mJ.d: reta,in we.Ii .guallfi¢: an<J com.l?etent empl<;>yees. to support utili~ 

operations. Bl~~,Iftlls PQWer e~~oyees, ~etb non-union and unio~ participate" 

in th.e CQmpensation f!lld benefit p~ sponsored ~y BHC. 

I -also describe anci support the general bene.fits -pi:ograms and :policies fo( BBC 

epiployees, particularly the empl9yees of ~lack llllls Pow~r, in(?luding_ the health, 

welfare and retirement benefits, and explain why those programs and their 

associated costs are reasonable and necessary. 

My testimony specifically supports employee compensation related adjustments, 

including base salary, variable compensation, equity compensation, retiree 

healthcare, pension plan, pooled medical, and 40l(k) plan. that are part of the 
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.( overall ~eI).efits adjustment. fin~lly~ my tes_timony will explain the adjustments 

2 related to personnel due to lhe suspension ofoperations at certain facilities .. 

3 II., ,:-COMP.ENBATION . .P.IULDS.0.r?HY:AND PROGRAMS 
~. • . !···· ,,____ ~ ----.! ... 

4 Q. WHAT i:S BHC'S ·GENERAL COMPENSATION PHILOSOPHY?· 

5 A. BHC~s l~ng-t~rm success depen~ ori ope~atio~al excellence, pro'vid1ng reliabl~-

6 products and ser-vi~s. tQ 01J.r <;µ,stom~rs, ;md inyC$ting wisely :to ensure. pi;esenJ. 

7 and future strength. BHC's strengtl( allow~ us to invest in our utility infrastructure . . . . .. . . . . . -· 

8 ·and .systems to: imprpv~ ti).~ safe ... i:eljaqle and· affordable ser..r1ce our .cus~Qmers · 

9 apd ~n:unu!]itie~ depend oci. To consistently achieve these outcom~, .BHC i;nust 

IO i;tttract, motivat(nmd te~ erhP.loy~ to acl,lieve app;t'Opft~e b1:15_i_ness results. For 

11 these rei15bns, BHC promotes a· compensation program t&at- supports the ov.erall 

12 op~n\Q.On.al exreUeI}CO: antl custon,,.er servic;:e. Qbjec6.v~ •. based on principl~ 

13 designed to: 

14 attra~~ motiv~~ ~~in ~d. ehco.urage. th.~ develi:>pm~nt 0( ~r q~ed-

15 empfoyees; 

16 ptQvidC? corppensation ~tis ~~petitive; 

17 promote (he relationship between pay anq peeformance; 

1-8 promote. ove_rall performance that is· linked to our customers and 

19 shareholders; and 

20 • recognize and reward individual performance appropriately. 
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13 
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18 

19 

20 

Q. 

A. 

.:. 

AB compensation programs ~e. desi~ned to be ~ttat~gically aligned, ex;tem_ally 

c~inpetitive, internally equitable, personally motivatini, tos_t effective .and. le~ally · 

compliant 

PLEASE' DESCRIBE BHC'S COMPENSATION PROGRAMS. 

There are two. prim~rY: components to the -compensation program - Bas~ Salary. 

artd. Variable Pay pi:Qgcams. 

•· Base Salary; Base saJ.?ry represents the fixed po~oii of an employe~·s tot~ 

cash compensation Opportunity, Base salary compensation IS detennined by 

the market valµe of the jol;>~ the experience level -of the emp1oyee, artd 

.,_ spec.iii~ __ petforrnance. st~~qs and com~tenctes·~ _B~e .. salaries _are. ... :. ; . 

r~vi~~ed o~ an annual basis and n:ietit salat:y increases ar~ . ~ased <?!! 

indivtdtJal peri-ornrance. and contributions. Base rates o( pay .for Black Hil4 

Power'~ union employ.ees are established under the terms of the c6llective 

bargaining ag~m~ with. fp.e Internatio,nal Brotherhood 9f Electrical 

\"{{orkers ("IBEW'').Local liSO: 

a · Variable- Pay: Variable Pay is pay that. is "at_ rii~· and ~-not fixed.or 

guarahteC¥,i. V=ari_able .Pay ~ only. earp.ed and awarded · based on 

acbievements against s~ific pc;rl'ormance-based goals·. All ~HC 

~ploye~ (non-1:Won and union) participate in the Annual Incentive· Plan 

(AIP) which is described in detail later iirthis· testimony. 
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2. 

3 

4 

:? 

6 

1 

8 

9 

. IO 

11 

12 

13 

14· 

IS 

16 

Q. 

A. 

PLEASE EXPLAIN: BHC'S· PJULOSQPHY ON BASE PAY 

Base pay is intended to reflect the· median of the market for similar positions in 

similar companies. Overall, our goal · is to target d1rect compensation (base salary 

and variable pay I annual incentives). at the median of the appropriate market when 

our operating results app.rQximate average i.n relation to gµr peers .. 

There are t~entY.-three, (23) .pay grades which are 1:1sed for all non-exec.ntiv.e, non-

union jabs. Each grade has a minimum, midpoint, and· a inaximtµn pay level. This 

means that the pay ranges within- the grades .ru:e ·eomp~titive with wh&t Qtµer 

companies pay for similar positions-. All jgbs B;re -c<?mp!l,fetl t~ the market, where 

data -exists, and placed in the grade where the mfdpoint of ,the range is closest to . . . . . . 

the average market j'ate for that )ob. _rn.- 2009, Towers Watson oonducteo. ·an 

independent market· ·review- of the BHC's ·positi<1.!1S ~g benehmarkoo each 

.~osltion • .Each positiqn was place4 in. th~ appropriate ~ary· grade, reflecti~ the 

market median values. Snbsequent to the Towers Watso.Q. 1?tudy,.the BHC Hllqlfill 

R~m.irces ·compensati9n Depm1tnent periodically reviews- .each position in the 

17 company and compares · it to ~1ble · market survey data to ensure that current 

18 compensation remains within the compC?titive range. 

19 Market rates are determined" by utilizing tj)mpensaµon survey data where 

20 companies report actual compensation p.aid to employees by position. The survey 

21 most widely used by BHC is from Towers Watson, as they are recognized 

22 nationally as the lead~r in the energy services I utility market place. 

6 
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Q.· 

2 

J 

-4 

5: A. 

6. 

7 

8: 

9 

IO-

ll Q.· 

(2; 

13. A. 

H 

15 

16-

11 

l 8' 

19 

20 Q. 

21 

22 A. 

IN ADI)ITION TO Ji.IE tOWERS S(IRVEY, ARE THERE ANY OT~R 

SUR, VEY~ T~ T BIIC ~~IZE~. TO ~NSURE THAT ITS OVERALL 

COMPENSATION IS COMPE;TITIVE IN COMPARISON WITI{ OTHER 

COMPANIES? 

Yes. BHC also utilizes surveys conducted hr Aon Hewtt~ Mercer, the Edison 

Electric. Institute (EE:i), ECI, the EAPDIS LLC, Ed -Powel.I, a.pd other surveys, 

including several specific to wages: _by state. The survey~ .provide compensation 

anci oth~ data for each _pos.ition by company. size, rev~nqe, and number .of 

. . 

employees so that BHC can match ~h of its positions to positions in -the market 

tlJ.~:are most similar in duti~.ansl most s(milar fo.r the company size/revenue . . 

IIOW DO THE COMPANY'S COMPENSATION STRATEGIES 

lhe BHC .Compensation: Dep-art.tnent. review.;. tn-e· pay struct\lfe 01¥1µaUY. ta see 

how the structure and pay practi~r~flecf the market: ·As ~f Opto~ 21;_ 2013, th~ 

average. base pay for non-union. emptoyees. of Black I:UUs Power was 95% -0f the 
. . 

market :iJ;ledian;_ ~dicating Blaclc. Hilts Power .employees• base pay nttes- were 

lowet than th~ 1mirk~t mediaJ:L Compensation is consid~~ to be corµpetitive tQ 

the maFktt at. a range of 95% to i 05% of the market median. so compensation: for 

Black Hills Power is at the ]_owec ~nd of this range. 

D.QES BIIC HA VE A VARIABLE COMPENSATION .COMPONENT OF 

ITS TOTAL COMPENSATION PHILOSOPHY? 

Yes. The Black Iftlls Corporation Annual Incentive Plan (the "AIP" or the "Plan") 
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:1. is designed to motivate and reward employees for achieving and exce~ goals 

2 

3 

4 

5 

6 

7 

8 

9: 

. 1.0 

II· Q •. 

12 A. 

i) 

14 

15 

16 

17-

l& 

19 

20 

that benefit our custo~er~ ~-d our shareholders. The AIP is designed to reward 

eligible employees, including both non-union and·unioo etn_plo:rees ofBlack Hills 

.rower,, who cqntribute to the success of the ~HC and/or their assigned ·Business 

Unit; -reward employees who contribute to · ~~ qual.1ty .of servi~· prnvicfeQ t9. 

custoi:ners ·includii'.lg, but not limi~ to, £!ie provisi<;m 9f safe, reliable and 

affordable ·service; motivate work perfomµmce. an.c!.. beh~vior that supports the 

·eorporation's .fin~xicial and non.,.finan~ial -goals and ·increase: Uie employee's 

understanding of the Corporation's bµsiness obj~tives and· performance. 

.lJL CO'MPAN.Y.ANNUAL INCENTIVE PLAN 

PLEASE DESCRmE B.HC'S ANNUAL IN~ENTIVE PLAN., 

~ p~se.of.BHC's' AfP is'to pl'Om&te E.HC's.-p3yfoi'pel'(Qmmt\_~,Vhilqsophy., 

.to provide coqq>eti~ye incentj.ve opporh¢ti~ that are· co~istent ~Rh other 

C<?mpani~ in the industry, fl.Ild to focus emplo~ oo importaot· :Performance 

obje_ctives. The AIJ? is, a,n important opmponent of the total pay package necessary 

to .ensure BHC-is competitive. with .i;narket practi~ (9r e~Ioyey5. !n ~ditio_n, 

th~ .A.IP dire~tly ~ pay w.ith P.erfo~ee. ap.ci: therefore total com~atiotr 

-expense varies witli BHC's performan.~ on measures iinporlaat to ~e:custo~~'-

and provid«?S a tool to ali&n empl~yees' interests with customer and community 

interests. 
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Q. WHO IS ELIGIBLE TO PARTICIPATE IN T~·AIP? 

2. A. All regular full-time and part-time employees, both union and non-union, who ~e 

3 h_ired and working by October I of the plan year are eligible to participate in che 

4 Plan for that p_Ian· year. PaJ1-tim~ employe~s wh.o work a minimum of 20 ho.ur.s 

5 per week are eligible for. a pro-rata award bas~ _on their actual ~ges for ~ours 

6 worked. Pro~rata awards for t.h.e number o.( mon~ actively employed at ~h 

1 eligibility level duri]1g the pian :year will -also be paid to Participants who are hir~ 

_g promoted, retire or have other job changes-during the year. 

9 Q; WHAT PERFORMANCE GOALS ARE MEASURED: UNDER THE AIP? 

10 A. An. eligible empioyee .can. earn art incentive award based· on that employee's 
- ... :..: • :: .... :. • • a. - ·- =--·· --- . : -;. . . •. ..: 

11 perfonnance toward gotm designed to achieve business- unit op~tional 

12 perf~npance targets. The compon~,ofl!te incentive award for the testy~ ~ere 

13. ·as follows:. 

1¢ • An employee could qualify for up to 50% of the tnaximum possible award 

15' for- :goals tied· to -customer satisfaction, ~st control, safety, reliability, 

16 op~ons t?fficieocy, expense i:eductio~ and, other.ope~onal measures; 

11 An- employee could qualify for-n_p to. 25% of the maximum possiµle awan;l 

18 ·for the achiey_~mQnt of _clirec~ bus.in~ llDit: operating income goals, 

19 including initiatives on cost control, continuous improvement and 

20 improvem_eots I(l operatio~ ecyicienci_e$; and 

21 o An employee could qualify for up to 25.% of the maximum possible award 

22 ifBHC realizes establish~ earnings per share ("EPS") targets. 

9 
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Each goal is measured independently. Goal ·perfonnance that meets or exceeds the 

2 threshold l_evel will be used to calculate the incentive award. Achievement of 

3 financial· results is not a condition to award incentive for achievement of other 

4 goals. An employee.can eam from. 0 to. L5.0 times the target per~n"tage incentive 

5 

6 

7 

8 

9: 

JO 

( .( Q. 

12 A. 

I~ 

i4 

is· 

16 

17 

18 

19 

20 

21 

22 

based on achievement agaiost each of the AIP goals. Performance below 

threshold r~lts: in a, zer? payout for ~he associated goal. Achievement of a goal's 

"target" performance. results in a -payout of 100% of t;he paYIJlent_ re~tive· to that 

goal. There is also a Maximum payout, which means that if J?erforinance .exc.e~ 

-~e~_-OQ more than 1.so· tim~ tho .target payment will o.e made- relative-to that 

.. ·.·· .. ,. _ ... 

HOW DOES 'J;HE AIP PROVH?E VAL~ TO CUSTOMERS? 

ways. For ~xam_ple; AIP goals ~ 14igned with BHC's high-lev~l objectiyes an~ 

strategic framework... Business JJnit goals· are primarily designed to. improve the 

performance of utility (?perations by focusing on. imp_!:Ovemen~ tp. ~peratiorull 

exe;eUence. safety,_rc\ia.biµty, ~d eustqmer .satisfaction. Examples. of Blac~ llills· 

Power's bus~t;SS ~t g_o~ in~Ju~: 

Continuous improvement in results from customer- satisfaction ~urveys. 

These results are measured each quarter. 

Service reliability metrics. 

Increase in nwnber of completed service orders per day. 

Reduction in labor cost per service order. 

10 
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)7 A.· 

)8 

19 
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21 

22 
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Reductions in O&.t\.1 expense resulting fro·m Continuous (Process) 

Improvement projects. 

Reducti.on in num_b~r of Jost tiine accidents, preventa~le, vehicle accidents, 

and OSHA recordable accidents. 

BHC must main~in a skilled ~d motiv~ed ,;,,orkforce in order to provid~ saf"(!, 

reliable and affotd.abl~ $~rvic~ anQ products. To do so, ~t is important t~ pay our: 

~mployees at rates · comP.etitive to rates paid. ~.r similar. .utilities- and other 

:companies with, which we coinpete for employees. Because. the. actual base 

sataries for. Black Hills Power's- employ~ fali. som~what below the market 

me9ifill Ievc;Is, total compensation would; be si~~tly less compe~tive ·without .. 

the ince~_tive plan component. An employee's total cash. ea:mirigs potenf,lal {base 

saJ.ary plus A.IP incentive award) depends on hoth.e.6mpetitive.b.ase sal.a,;y ~ .d Q!1 ~ 

competitive AIP incentive. QOnlJ!~nsation 9pportunity awarded fqr ~e..achie:v~ment 

of key ope~ting and s~egi(? goals. 

H9W WOULD AVERAGE BASE SAL~ :BE AFFECTED IF A.IP 

INCENTR!ES WE~EL~ATED? 

If BHC d1d nqt .offer .employ~ the pppo~ty. ·to earri A1P jo.centive . . . 

compensatio"1 BHC would ,need to· make:.up the difference by increasifig: b.ase 

salaries in at least an equivalent amount, which would result in higher·fixed costs 

for salaries and ben~fits. An alternative to variable compensatipn would be for 

BHC to raise all employees base pay to reflect th.e median variable comp~ation 

earnings provided by other utilities. While this would provide a competitive total 
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Q. 

A. 

Q. 

A. 

comJ?erisatioo r~te 1:hat is "fi'xed and me8:'>urabld', i.t would de-link those costs with 

custon:ier perfom1ance I.D~ures a.pd incr~se overall cos~ as many of our be.Q.efits 

are also tfod to base pay rates. 

DO YOU BELIEVE THAT Tn:E AlP rs AN IMrORTANT'ELEMENT OF 

ElVI.PLOYEE RETENTION? 

Y~: ·If BH;C were to el,iininate its variable paJ program and d.id no_t repl;ice that 

comp~nsation. with base pay, employees wou.ld be much l~s likely ·to stay with 

BHC peca~se·their total comp~nsatidn would .significantly lag what other utili.ties 

W~{~ pay.iqg_"for the same. posltjp~r ·Coupling thinisk with the lo~S of experienC(? 

~l :B·~a:ck ~~lls' P0,~~r_.wil~J~!~_.pver the ~~ ei~t y~ .due. to !CtifeHI~ts, 

~lts i.11 a signifl~t ~d immediate buslness risk. . 

ONE OF. THE INCENTIVE GOALS UNDE~ TilE AIP RELATES TO THE 

-
COMPA.Ny;s OPERATING" mco~· OR E~GS p~ ·s~ 

·('~P_S") PERFORMANCE.· DO .CUSTOMERS BENEFIT FROM 

cnMPA,NY EPS PERFO~CE IN LTh1E wrm JNCE~ PUN 

T-ARGETS? 

Yes~ ·J;mnmgs -~~r SliJU"C. is an easily: r~gnized beo~hmmic for ~sful and 

productive companies that are meeting th~i.r customers-'· needs. They provide 

company-wid~ objective· measures of performance that cannot reasonably be 

separated from customer interes.t Botl:i shareholders and customers benefit from 

strong EPS performance - - they are not mutually exclusive. Two primary drivers 

of EPS are expense management and debt costs. Customers benefit fro)ll receiving 
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14, 

15. A. 

16 

11. 

18 

19 
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.. ~ .:·.:~ ... ··:::;•:_ .... __ · • .. ...:. .. ... _ :;: .. ·-·-· .. 
servi~e from a cor_npany that is able to effectively manage its costs. When the 

Comp8:£1Y is managing its costs, rate cases are less frequent. When a r<1-te ~e is 

required, tfie· requested increase is less than would otherwise be required. 

DO INDIVIDUAL EMPLOYEES .CONTRIBUTE TO T:a:E COMPA.J.'lY'S 

EPSPERFO'R.MA:NCE? . . 

Yes. Eacli. employee pi:itr(arily PQntributes to the financial success of the Company 

through the prudent ~tions he ~r she takes to control costs, work efficiently, and 

drive pperational excellence. By setting an .EPS target, ·and monitoring company. 

performance against "the target throughout the year, employ~ r~ive· imroediat.e 

f~l;>"~ck · re~in~ ?erformance. 'Providing incentive co~pensation related to 

meeting financial performance drives employees to cost-conscious l)ehavior that is 

·bcmeticial to customers. 

HOW .ELSE. DO CUSTOMEW B;E~FIT FROM A S'fRQ~G EPS 

RECORD:, 

N'I described in the Difec( :testimony of Brian G: Iverson, Bl_ack Hills Power must 

.maintain :financial. i~ity t6 access ~pital at r~onable co$. A s!ro~ 

financiai·p.QsitlQn provi~ th~ ·~cial f1exibUity necessary.to m~t t!te·origo~ 

d6~d for utility services-. Credit ratings agencies comp&re quantitative 

measures of a company's :financial performance, including EPS, to determine a 

corilpa.Iiy's credit ratings. These ratings have a direct impact on the cost of 

Company's debt, both for acquiring debt and refinancing high.er cost debt, which 

directly ~pact customer rates. Tirrough strong EPS perfonnance, the Company is 
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·7 Q. 

8 A. 

9: 

10· 

11 

12 

13. 

14· 

15. 

16 

17 

18 

19 

20 

21. 
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able to maintain or even improve its credit ratings, resulting in a lower cost of debt 

for·customers. Because Company earnings are such an important consideration iri . . . . . . ' 

ra_ting agency evaluations o.f the Company, it is critical that. employees· receive 

incentiyes to maintain strong financial performapce, which ultimately ·results i[) 

lower costs for customers. 

IV.· COMP ANY LONG-TERM INCENTIVE PROGRAM 

PLEASEDESCRIBE-BHC'S~ONG-~RM.INCENTIVEPROGRAM. 

The Q>mpany provides. a iong-~rm ineentiv~ pr:agrarg. O!J. a· ~imited basis· to key 

e!llpl~yees who lµ"e responsible for vario~ asp~- of- management and busines~ . 

results: _Toes~ long~tf:rm i~~ntiVes inc~ude restricted stock and performance share 

awards. Restricted stqck ~ granted -to· key employees and vests ratabty over a 3-

year pe.ri.o4_. The purpos~ of'the 3-year yestiag period for both the r<!'Strictoo stQck 

and the performance shares is to ~et retention· of key employees. 

ferf~rmance shares, if any, are based on acW.evement against established criteria 

measured over a 3-year period· and ·are nulde at the conclusion of that 3~~ 

period. The perforinance s~- coiripone~~ measures re~ve perf9miance of 

BRC ~t otl;r~r utiliti~ ., - it is abom operational perforil.lan<» and metncs. 

BBC focuse:s on top quartile.~orm.arn.e in.all areas and performs at this level on 

a sustained basis. This operational excellence i.s' iwognized by the mark-et and 

using performance meas~ to compare BHC to its pee!'S provideS foc;os for key 

employees in these areas. This operatioi;ial eX:cellence also results ip. lower costs to 

customers in very direct ways. For example, BHC's continued high performance 
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for power plant availability is recognized by the market with higlwr stock 

performance, but impacts the custom~rs dir~ctly thn;mgh lower cost of service, 

high reliability, an1 high customer satisfaction·. 

Both fonns of equity gra,n.ts under the long-teqn incentive program are intended to 

provide participants wi~ incent~ves for excellent petforrilance, tc:i prombte 

teamwork and to motivate, retain and <1-ttract the servi~s of participants who mak-e 

significant contributions tb the success· of the rompany and its operational goaTs, · 

V~. JNDUSTRY COMJ?ENSA:X{ON COMPARISONS; . . ~ 

DO OTHER COMPANIES IN ·THE UTILITY INDUSTJ(Y USE 

COMPARABLlj: VAJµABLE AND ,.LQNG-TE~ COMPENSATION 

MECHANISMS? 

Yes. qqtei utilitles do provide fu~ntiye at ~ariable torriperuiatlan as p.att (jf their 

comp~tion p.~~gvS, as <Jo .companies ·in o~~r indus_tries~ Other utµities alsq 

p!()_vid~ key emp~oyees wi~ Jong:--term incentives designed fo- retain these key 

:employees. and to motivate: them to achieve· operational and strategic goals. 

Without similar. annual ~d loag.:.term -~lam., BHC}~ total CQgipensatj.oi;i package 

w9uld not be compeµtive· with other utiIJties- and BHC wciul.d be ~ ris~ for 

retention of its key employees, 

ARE YOU AWARE OF ANY STUDIES THAT SUPPORT THIS 

CONCLUSION? 

Yes. Aon Hewitt Associates, an international business consulting firm that 

specializes in compensation issues, conducted a survey of broad-based variable 
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f pay plans in· 20i3 titled '!Variable Compeasatiou--Measurement (VCM) R~port -

2 U.S. Edition," which inchid~ 125 co!]lpanies, including 2? energy· I utility 

3 companies. Results from the survey indicatt the following; 

4 

5 

6 

7 

8 

JO 

ll 

t1. 

1,4' 

15-

16 

0 

.• 

0 

• 

90% of pan.icipatjrtg_ companies· off<ered a_t least one oroad-baseq variable 

compensation plan covering 99% of total U.S. :emplo:yees, ~-incr!;!8.Se fro~ 

89% in_ 2007 .and .frOAJ: 8"0% · in 2002 as comp!311i~' continue to· tllf11 to 

variaole par as: a means -to attract, retain :and award :~etforrnance.. AU 

energy I utility conipru:ii~ offer aft~ o~e broaq.-based vari~bt~·irice~tiv~. 

p)~ and all CQ"(.er fOQ% of ibeir ~inployees. 

74~ of the participating co~p_ani¢s. in "(be survey -~~e- an aJlllual ip.centive 

program wifu·a pia:n-design similar.to BHCfs AIP; where awards are-based 
• .. ,•,:! . ... 

on the. combined achlovement -cif Coirip~y · fin~cial and bus~ess unit 

8~% ofth~ parti9ipafjitg ~mpanies.repozted the.benefits real~ fi9m·their 

variable pay plan,and the imp.roved business results outwe~ed. the cost 

Notabl~ oufoomes reported: by eompanies- with: a ~amttil~ pay pJan ~imil~ .. . 

11 to tlie AIP· include reduced costs, increased productivity~ increase~t quality, 

18 increased custqmer satisfaction, and increased employee morale .. 

19 Other-surveys published ifl 2012-2013 include: 

20 0 Mercer: 93% of employers provide short-tern1 incentive or variable pay 

21 plans, ~ increase from 78% iii 2004. 
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o Worla at Wo~k:· 84% of-employers provide short-term incentive or variable 

p~y pla:ns, an increase th>lll. 77%. jn -200.4.- Of those providing a short-term 

incenti.ve plan, 98% of hourly emplo_yees. (average payout was ·5%) and 

l 00% of salaried employees. (average payout was 12%) are eligible under 

th~plan. 

o Bu.ck Consuf ting: ~7% 9[ utilities in the survey provide. a short-teCT!l 

in~en~v~ plan't?" alf employees. 

o Kenexa: 88.5% of energy and·utility comp~es ~ the sµrvey provide a 

-short-term inc~tive plan to all.employees. 

HOW DOES B.RC ~ IMJ?R.OVE~~ TO ITS: AIP7 

Thro1:1gh its annual s~gic ~d <?peI'ational _planning _{)rocess, BHC routin~iy 

evafoates. the effectivel).~S or= ~ plan in iu~ng its goals. 'nies~ goals are 

modified and. continuall)[° re.fined to dtrVe eotrtirt.ued ap~rmjQna.l. ~u~oce and 

performaµqe jmpIQvements. BHC also continuo~ly-ey~tiates the AIP ·d~ign: ~o 

ensure ~t it remains competitive and comparabie to "Other tttilities. 

:yr. COMP~_RE_~Ov.mti< OF E:MPLOYEEI 

. COMPENS~TIO!f ~~ENSES.: 

SHOULD THE COJ_\1PENSATI0rf J;dERIT INCREASE '.BE APPROVED? 

Yes. Recovering th~ actual amoun.t of egipl9yee coniP.ensati9n e~pefl!?.e is 

necessary to attract and· retain the high. quality pf employees that are. n~ed to 

serve the customers of Black Hills Power. Under existing economi'c-conditi.ons, 

independent surveys reflected that more than 97% of US-based companies will 
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,r ~ward merit p~y iocre?5es .during 2014, with ~ averag<;} budget of 3% to 4%. 

2 Non-union employee pay changes are effective each March, :with the most recent 

3 increase effective .March 4, 2013 and the next scheduled merit increase to be 

4 effective Ma,:ch 3, 2014. The company has a·non-union-merit-inc'rease budget for 

5. 2014 of 3.50%, The µnion salary increases for the period April 1, 2013 through 

6 March 30~ 2014 range from 3.0% to 3.5% by _pos"ition and the wage increase will 

7 be 3.25% effec~ive April 1, 2014. Increases in employ~·compensafion are krio'!Vll 

8 .am:f m~urable,. and these. increases in employee compensation are supported by 

9· extensive reviews of competitive market data. 

IO Without {llertt irtc~es, BRC would further lag the meqian _pay for these ... 

11 positions,. 'Si~i.ficantly increas~ retention -and performance risk, and the, 

12. company wi11 incur higher ~ts for tumover' and related issues. A. summary of 

13 independent surveys regarding merit pay follows; 

14 • Mercer,: Th~ s1.1rvvy of 634 ~m.plQyez] refl~ that ~nergy ~<! utiJ_ity 

15 

16 

17 

18 

19 

20 

21 

22 

• 

0 

employers p~an; to-provide merit .inc~es lo emplo,r.ees in-2014, with an 

-ayerage budgeted in~e rangipg fro~ 3.()rc, tg 4.0%: 

Aon Hewitt: The: 2013-2014.~urvey of 1,09~ emp~oyers refl.~ts plann~ 

2014 merit increases,. wlth a.n av~rage· budget of'3.l.%. The energy· and 

utility employers ~ the suryey reflect a ~ent budget average of 3.7%. 

Towers Watson: Toe 2013-2014 ·survey of 633 employers reflects·ptapned 

2014 merit increases, with an ayerage budget of 3.1%. This survey does 

not reflect utility specific information. 
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o World at Work: The 20l3-2014 survey of 1;834 employers reflects a 3.1% 

merit _increase budget average for 2014 across all industries. The ~verage 

merit increase budgets for energy and utility companies average up to 

4.1%. 

Simply put~ tf:ie merit i~creases and the union wage.increases will be incurred; ancl 

the overall C(>"mpe.nsatioi;i to Black Hills Power employees is fair and competitive 

as tested against prevajling market comparisons. 

SHOULD THE -COM'.P)tNSATION INCREASE BE ~PROVED ~R 

UNION EMl'I,,OYEES? 

~; -: .. 

Recovering (he actual ~ouµ.t of ~ployee 'cbmp~tio~ expense is n~sary - · i 

as d~cribed above - to attract an.d retaia the bl~ quality of employees tbat are I 
needed .ta serv~ the customers o f~lack Hills. Power. 

The ~tified conttadt b~tw®n ijlack Hills Power and the .lBEW Lo.~ 12?() .Local 

~argaining Unit requires an µicrease jn. ~~n employee compensation ·of 3.0% to 

3.~% depending -on job dassification eff.e<;ti.ve April l, 2013; ,and an increase of 

·3.25% effective Apri! l, 2014. Black Hill& Power's· w;ijQn _ei;npfoy~ also 

partlcipate. hi th.~.NP· µi;ider th!! terms· of the eontia_ct Accprdingly, the ~pril I, 

2014 rate incr~e of 3$% and AIP compensatioi:i .for lJilion employ~ is 

representative oftlie amQunt-tbat Blac~Hill~ P.owerwill b~ obligated to pay. while 

its :rat~ will be in effec.t Black Hills Power's )lnion. employee '?()mpensation 

adjustment qualifies as a known and measurable change .over the four-year 

contr_act. 
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VII. COMPA.i'lY BENEFITS AJ1{D PERIODI<>REVIEW 

PLEASE DESCRIBE THE BENEJ!IT PLANS TIMT BJIC.PR.OVIDES TO 

. . . . 
ITS BLACK HILLS-PO\VER EMPLOYEES? 

BHC offers a combination of" comp.any-provided and voluntary· ~enefits. 

Employees are enrolled in certain company-provided· benefits .. automatically. and 
. \ .. 

BHC pays the costs (for ex~P.le,_ s_hb~=-term ruid long--~ei;ro <:µsab!lity bene_fits). 

Employees .choose. whether or not to participate in the volu,;i~ benefits and- they 

pay a portion or' all of the costs:. These company-provided ~d Yoltintary ~nefit 

programs cons~t of: (1) m~1~,-qeqtal ~ vision .plans, (i) flexibi~ .~l?penqing 

. . accouh~; (3J life insura~ce and acciden~ death and· dismemb~rment in~~ce,. 

.( 4) paid tin;u~- .Qff, (5) retirepient, ~cJ !.6). other benefits including educatipnal 

agsistan~ -bQ_li~ys an~ other tim~ away from· work. l:iUsiness ·tta\r~l -a.~ident 

WHAT .BENCHMARKING HAS BEEN CONDUCTED TO '.EVALUATE . . .. .. 

COST/P~RFO~CEI;,~VELS1 

BHC ·sbli~its a number bf indepen~t r~views :frqm e,q~rua.f Qrg@ll,aµOOS ao_d 

consulting firms s,ucfi as To,vei:s Watson; Ad~llewi~ ~~. etc. °PJ:es~·rev.i~ws 

eover a wide range of compensation ancf ben.efit progµm d~ign.s, and costs 

~*!tiding compensation ~d benefit p~grams. HR fi,mcti.ojl · administrative 

exptmses,_ and market data for positions. BHC compares its benefit programs. ,:m.d 

costs with companies from the utility sector and· from general industry to ensure 

the company can attract and retain employees · with the necessary skills. BHC 
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utilizes multiple natio~ally recogn~zed· tliird-party surveys arid also conducts 

2 customized ~urveys where appi;9priat.e and n~sary. These berrchrilark;jng 

3 s!,m'eys aUow :eHC·to evaluate the competitiveness and efficiencies of its benefit 

4 prograiJls and costs compared to other comp~ies in the mru:Ic~t. .If.a program does 

5 nol meet J?erformance, cost·or .effici~ncy expect~ions'. it is re~i~w~~<f to·detefIJlin~ 

6 ·the rqot cause and- th.e ~p~ons or alten:iatives avai!a~le., _BHC .clos~ly mo~tors 

7 market practices and ·benchmark di;tta for costs to ~aiQtaji:i competitive ana cost 

8 effebtive programs. 

9 Q.. WHAT TYPE OF QVERSIGI;ttjS II'{P1..ACE T9 ENSURE TJIAT.BHC'S. 

IO CO¥PENSATIOf,I' AND B~Flf PROG~:~ THOSE~'!~ l 
I I l\1:0ST BJUmF.10'.AL -FOR: mE :~UPPOR',l' OF T8:E O.P~R,A~G= 

12 C01\1P.ANIES' UTILITYSERVICE1 

Tu.e )3H9' Ilwium; ResQ~ Dep~eQt, µi partn~hip -~ !fle b!,Jshiess unit 
- p • p -

14 leaders and cerup·any manag.ement, ·develop annual ouagets ana lpng-~ {'l!lllS 

15 (5 years), in~lµclixig compensation;. ben~fit ~d oilier .pro~ sup.eoiting the-

16 business' goals arr.d objectives .. HR Jmd k~y·operawi.g persopn.el miuiag~ ~ese 

17 budgets and. review all pro~. for ~ffectiveness., cost and any proposed 

18 modilicaiions. All costs are modeled· to detennine impacts to cost and are 

19 benchmarked ag~ the market parameters to ensure competitiveness, cost 

20 effectiveness, an,d reasonableness. 
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Q. 

A,. 

Q •. 

A,_. 

ARE l'OU AWARE OF OTHER STATE COMMISSIONS THAT HAVE 
~ . . . . . 

-APPROVED THE EMPLOYEE COMPENSATION A,N.P BENEFIT 

STRUCTURE PROPOSED IN THIS,PROCEEDING? 

Yes. Through- rate case settlements and contested proceedings, commissions in 

Nebraska, Iowa, Wyomi~ and Col?rado in b.oth _gas an.d electric cttte cases have 

ap.p.rov~ tQi~. emplo?'~ com~e~ation and benefit structur_e. BI:IC pla~s e111:phas~ 

on maintain.in~. a common: emI?loyee compensation struc~· Jllld J?f~graJIL Th~ 

Sl\me is true. for its proposal related to ifs employees living -in or supporting our 

Bla6k IDlls Power ctiStomers: 

:.. VIII. ADJUSTMENTS DUE TO SUSPENSION OF 

CERTAlN OPERAT-I.ONS, 

HAS ~LACK BILLS PO~R SUSP~N.l;)ED .OPERATIONS AT ANY OF = 

ITS FACILITIES?-

Yes, ·Black Hilh} Po~er p~a~ its Osage and Ben French· facilities into econo.m.ic 

shutdown, Black. Hills PQwer has ·suspended ~peratio~ at its Neil Simpson I 

facility.. As indicated in the testimony of both Yance Cr-s>cl<~ ll;qd Ma,rk LU1f,, these. 

~ faciliij~ wi11 be ~ecomroissioned 8:S a result·b.f the BJ? f.. ~~ N~onaf ~sioJi 

.Standards for Hazardous-Air'Poliutants for Ar.ea So~::Ind~~~ (;.Q;nm~ial 

and InstitutiqnaI ~oilers. 
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Q. 

A: 

.Q. 

A. 

W~T ADJUSTIVfENfS WE.~ MA.DE .RELATED TO PERS9_NNEL DUE 

TO THE SUSPENSION.OF OPERATIONS AT THESE FACILITIES? 

Adjustments have not- been !!lade for the ~mployees tqat were en:iploy~d at Osage 

and· ~en French when tho,se facilities were place4 mto ecpnomic; sl)uidown, To.e 

affected emp1oyees retired; took alternate positions with the Company, or ieft the 

Company. ·s1a9k Hill:;; :j:>ower has haq a la~or- re~uctiori :due to ~e susp~nsi<;>n of 

operations at Neil Simpson I. However, these .enwloyees were retained br Black 

Hills .Power as part of iµ;-strategic workforce planning: 

More spe.C.ifi~ly -the Neil Simpson. l ~mpJoyc;es J;i.a-v~ ~g, retaiDed ruJd· ar~ 

_!15Signing part of !:heir_-(!!!le,~o the COI]ll!l:On_-Neil Simpson complex facilities; . 

These empl~~ a1so di~ ch~ other specific units, :,uch a.s Cheyenne Light. 

and-Black Hilli. Wy~miing, rui4 common facilities for work perfo~ at those 

f~cjlities. R~nti9IJ._ o( th~~ cnti~ .skills. i-s .necessary to· ensure the ·continµeo · 

provision of safe, r-eliable and cost-~ffectivc.s-e.rvice to· customers. . . . . . 

Yes. 
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Q. 

A. 

Q~. 

A. 

Q .. 

A.-

Q:c. 

Aj 

Q ... 

A. 

I. INTRQDUCT.ION 

PLEASE STATE. YOUR NAME AND BUSINESS AP.DRESS. 

My name is q1ristopner J, Kilpatrick. My business address is 625 Ninth Street, 

P.Q. Box 1400; R,.apid City, SQuth Dakota 57701. 

BY-WHOM ARE YOU EMPLOYED AND IN WHAT CAPACITY? 

r am currently' empl~yed by Black Hills UtiUty Holdings~ Inc. f'Utility 

Holdings"), a whollr-owne<f subsidiary -of .Black Hills Corporation (''BHC"), ~ . 

th~ Director of Regulatory. 

ON WROS.E: ·~EHALF ARE Y.Otr AJ>P~AR(NG bN iN THIS 

APPLI_CAT,CQN?_ 

l .am ~tifyipg Q~ bebalf of J3laek. f;{ills Power, Inc., ("'Black Hills Power"· or the 

s•eotnpatiy'')~ 

PID JOU .:mtiE DIRECT1'1tSTIJ.\?9NY IN THIS DOCKET? 

Yes. 

];I. -P.URPOSE OF REB1J.'.t'.r.ALXESTIMONY, 

WHAT IS THE PURPOSE OlfYOUREEBUl'TA.L 'J.'ESTijl;IQ_NY?: 

111,e ·v.~os~ of my. r.ebottal testi!J].o~y is to C?'q>i~ 811? sup.Port the ~ortfon of ~e 

Settlement Stipulation ("Settlement Agreement''}, ~9hed between Blac;k Hills. 

Power and the South Dakota Publi<? Utilities CoIIi.mission Staff ("Stare\ that 

p¢ains to corporate all.ocations. I also e,q,lain why the positions advanced l;>y 

Black Hills Industrial Intervenors' (''BIBI") witness Mr.- Lane Kollen on this 

subject are not appropriate. 
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related to the support of all utility customers. Based on the total call volume and 

total call minutes, it was detenniried that the cost driyer for these costs is the 

number of custom~rs. Therefore, the costs should be allocated based upon the 

Customer Count Ratio. This c_hange in ·aliocation is rumualized in the SC?ttlement 

Agreement,_. 

MR. J(O~LEN. PRpPOSED AS· AN ALTER.NA~ TO 1:HE .SETTLED 

TSEAJ'MENT. OF THIS- ADJUSTMEN't UIAt THE COtvIPANY ONLY 

-BE PERMITTED TO RECOVE~ THE COSTS INCURRED DUR.rnG THE 

IDSTORIC TEST YEAR wrp! NQ AD~STMENT.- Dtf YOU AGREE 

WITH MR R:OLLEN'S PROPOSED ADJUSTMENT TO UTil,ITY 

HOLDINGS CO~? 

No. Mr. l.(9lleIJ.~. _prQpos<;<J adjustment; is flawed. ~ecause _tlie October· ~011 

~ugh Se_p~e!ll~er 2911 Utility Holdihgs costs do not reflect ~nt: operatio~ 

.CQS~ or. any known and m~urable jp.creases t1i.at have occurreq sin~ fhe end of 

the test year. 

IN ~ TESTIMONY, ~ KOIJ:,EN ~ CJm1CAt_ ·-OF THE 

INFORMATION THE COMP~ SUPP.LIED TO SWPORT . 

CORPORATE ALJ:..OCATIONS. DID· THE CO;MPANY. PROVIDE 

EVIDENCE OF KNOWN AND MEASURABLE CHANGES? 

Yes. The Company provided a description of some of the major cost drivers in the 

Utility Holdings budgeted increase in the Supplemental Response to BHII Request 

6. In the Supplemental Response to SPPUC Request 3-96 provided on October 
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Q. 

A-: 

Q. 

A. 

Q. 

22, 2014, the Coinp~y also prov~ded tbe. actual costs from Sep1~in~er 2013 

through August 2014 with supporting work papers. 

HA VE THE 'EMAILS l_lEF~R.ENCEI;> IN IY1R. KOLLEN;s:; DIRECT 

TESTI1\10NY . ON PAGE 39, .LINES. 6 - 9, BE.EN PRODUCE:O · IN 

DISC.OVERY? 

Yes, the Corµpany provided the em.ail responses to Staff's infon~'i'al di:,covery ~d 

the. associate~ attachments in the· Second Supplemental Response to S.DPUC 

_Request J--96, on January· 5, 201~. Th(? em~ls contained ~e monthly Utility 

Holdings ch~ges _by FE.RC accoµ.gt frQrn tp.e. general. l~er for Sept~m,ber iO 13 

through ~11~t 20i 4, a ~vis~ ca!-~ulation of the customer t~rds ~? C<?ll~~io"n: . 

expense a.Jlpcatjoa 8!\RU~t;iQn, ~d ~ SlJPlJ<>rting y.,qrk ~aper for" :the- labor 

agnpaliz:atio~ Notably, ~ inf~~aii. reflected m the emails is ·virruany 

id~nticaj to the _information tJµt; was P!'O~uced iii October ·2014 in the 

.Supplemental Response to- SDPUC R.eq,uest 3"-9o~ 

W"AS· MR. KOU,;EN· M.,S() CRITfCAL OF SOME -OF TIIE· cosr 

INCREAS~ THAT ARE REFLECTED IN THE SETTLEMENT 

ADJUSTME.tfl'? 

Yes, he was critical of the cost increases to FER.C Account 920, aumipistrative 

salaries, and t6 FERC acco~un~ 923, outside servi~. 

PLEASE EXPLAIN THE COST Dl,tiVERS THAT INCREASE.D THE 

UTILITY HOLDING CHARGES TO FERC ACCOUNT 920; 

ADMINISTRATIVE SALARIES, FROM THE TEST YEAR 
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Rebuttal Testimony and Exhibits 

. "I(yle D .. \\'hit~ 

Before. the South Dakota Public Utiiities Co~rni~sion. 
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In (:ti~ Matter o"( the Application-of 
Black Hills Power, Inc.; a South Dakota Corporation . . - -

Fo1; Authorify.tcx Increase Rates. 
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3 A 

4 Q. 

5 A. 
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. 9 Q . 

JO A. 
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~?: Q. 

13. A. 

14. 

l,5 Q. 

io A. 

17 

18 

19 

20. 

21 

I. INTRODUCTION 

PLEASE s·TATE YOUR-NAME AND BUSINESS·ADDRESS. 

Kyle D. White, 6i5 Nfoth Stre~t, P.O. Box 1400, Rapid City, S.outh Dakota 

BY WHOM ARE YOU EMPLOYED AND IN WHAT CAPACITY? 

I am currently employed by Blad~. Hills Service Qo~pany.("Servi~ CoQ.1pany'), a 

whof!y-owned s.ubsj<;fiary qf Bl~k Hills Corporation ("B.HC"), as Vice President 

of .Regulatory Affairs.· My .areas: of responsibilify. include re@latory affairs fQr the 

regplated u.tility subsidiaries.ofBHC .. 

FOR WHOM ARE Y~n:rrnsTfFY.P'lG ON BEHALF OF 'J;'ODA¥? 

I ruµ testifyjng oil: be4a1f of Black ·Hills ·p·ower, lnc. {"Black HilTs Po.wer" or 

"Company"). 

1>:Q) YOU P~QVIDE DIRECJ' TESTIMONY IN UW. PQGJ.<Et? 

Y~. 

II. PURPOSE OFREBUTf AL TESTIMONY. 
• • , • . r.ir:. • ·~·r: .. -. "'-···-· • • . .. .. .. . ...... ...;. -· :f 

w.i!A.T rs UIE pmzyos"i~ OF YOUR REBUTIAL TES.TlMQNY? 
r. 

The purpos~ pf ~y. rebuttal t~timony ·1s t<? ~UP.W~ the· S.e~e~e~t -S_tiptJ!atiojt 

("Se!:tJement Agreement''). reached :li.etween· Blacck: Hills Power and the South

Dakota Public Utilities Co~sion Staff C'Sta.ff'): I specifi~ly address; (lJ the 

status of settlement; (2) the FutureTrack Workforce Developm.ent program; (l) 

incentive compensation; and (4) class cost of service. I als"o. eiplaµi \yhy the 

positions taken by the opposing parties oµ. these-topics are unpersuasive. Lastly, I 

L. 
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·Q. 

A. 

Q. 

A. 

- -· ·--. · .. ·-·-
· reasonable .and documented expenses that exceed the approved Future Track 

regulatory account will be bro~ght b<?fore the Commission for reimbursement" 

V. .INCENTIVE COMPENSATION . 
HA.VE ANY OF THE PARTIES.TO. THIS RATE"CASE DEMONSTRATED 

THAT INQ:NTI~ COMf~NSA.UOI'l IS AN "IMPRUDENT" EXPENSE 

FOR INCLUSION IN BLACK HILLS. POWER'S REYENUE 

_No, tQ.~ .l?a.Jl'.& -have· ·only a1ieg~ throu&fl: Mt. Kollen1s testimonj tha~ fot. 

subjective reasons the Coinmiss!~n -should reject board ap.d·n:ianagei:nent decisi!)QS 

regarding the required cQmp~tion p~~tices n~-to_ .s~ff the org~~on and 

·meet the abligatioii t~ serve. ·No evi4e~ was presen~ that -~Y tqtai 

compensation paid t9 employ~ was .inl~nr<le{lf Qr unreason.able b~cd uppa What 

the marlcet ~ys employees for .similar pos_itio~-

IS. rr COMMISSION PlmCEJ)ENT TO DENY RECOVERY OF 

Itf:CENTI\T.E .COMPENSATION ~XPENSE" TIED TO OPERATING ANJ)· 

~ANCIM, PE.RFO~~; AS MR: KO~~ S'r.Af&$ ON ~..A-GE~~-

OF ms '.fES11MONY'l . 

Although I am not aware ef a s~ific· Co~siol). decision re~g tµe 

inclusion of incentive compensation for determining a utility's revenue 

req~enient, I 4o know that the Cqmmi.ssion has approved rate case s~ttlemetits· 

wher:e the reve.nue r~Uirement included expens.es for employee incentive 

compensation. In fact, some of Mr. Kollen's clients in this docket have been 
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16 

lT 

18 

19 

20 

21 

Q. 

A. 

Q. 

. - · ---4- - ·-• . ·- . --· 

parties to prior settlements approved by the Commission that included ·incentive . . . 

c~mpens~on expense within the re\.'.enue requirement 

MR. KOLLEN BT ATES ONE OF THE REASONS TO DEl'i-Y RECOVERY 

OF INCENTIVE COMPENSATION EXPENSE IS THA.T, "THE 

COMPANY'S- FINANCIAL PERFO~NCE IS A DIRECT FUNCTION. 

OF .THE REVENUES RECQVEREn FROM CUSTOMERS, JNCLUDJNG . l· 

T;EIE RATE_ IN~ASES THAT ARE. AUTHORIZED BY THE 

COMMlSSior,u• DO YOU SHARE THlS VJEW? 

R~v~nues ar~ an important compen~nt of the fin,ancial perfon:nance of all 

b~ines,ses, .What ~- Kol[en qas f-ailed fo ~kn.Qwle<!g~ is that a: company's ability 

to -~erve· custo~ers and meet customer cf~man95 is also. a direct function of the 

reveJ1Ues. ~overed: fioni custo!]ler:s. If revenues· are iiiadeqi:raw. to s:upport the 

ri.eeds of~e b.usifiess, then Cb~ tQ th~·busjn.ess must pccur-or ~~m~ and Of 

OWIJet' expectatio~ "'1fl; not be met He· also. fails. to· acknowledge that the 

.financial p.erfo~ .of an:y -cpropany i$ also a direct function ef ho~ well the 

c_ompany contr9ls costs and expenses. Effec.tive cost controfs in-a blJ.Siness wn~ 

revenuY. levels are re&Uiated is ~ critical aspect Qf a'\!Oi~ l?''~n .er tare 

requests in ~e future. 

ON PAGE 36 OF MR. KOLLEN'S TESTIJ\1:0NY BE STATES,. ''THERE is. 

AN INHERENT CONFLICT BETWEEN LOWER RATES AND G~ATER 

FINANCIAL PERFORMANCE." DO YOU AGREE? 
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A. 

Q. 

A. 

Q. 

• •-u --- , • : ,- u , ~:.. ' :,•; • , •, . ••. • "•~' -~·-- .. ,.·-:· .. ·. ,.; .. :_~,·.,. . ·=··--:--- .. ~- - .... _ .' 

No. Financial performance is not so!ely I.he result of rate incr~es. Financial 

performance (profitability) for a utility is primarily influenced. by the !ev~l of its 

expenses. Profitability can be enhanced tlm;mgh· efficiency and lowering .of costs, 

increasing sales or increasing prices. 

ANOTHER POINT MR. KOLLEN MAKES IS THAT; "THE REVENUE . . . . . 

REQUIREMENT .SHOULD NOT :EMRE.D -RECO~RY OF AN E)_(PENSE 

THAT rs-BASED ON PERF_9RMANc;E" B~~AUSE.,; "IF THE COMPANY 

IS ENSURED RECOVERY Olt ''l'BE EXPENSE FROM CUS'f019IERS, 

TB:EN T$RE IS NO ;PERFORMANCE ·THAT IS Al'-IUS:({. QR ptAJ 

MUSl' B.E A~VED IN Oru;>ER TO RECOVER THAT·EXPEN~." DO 

YOU-AG~~? 

No, I do not, The Comp_anf s in~ntive cpmpensatipn practices are d_esigned tn 

~cent ap.d reward 'employees foi:. . ticbi~vfug planned op~ and linanqal 

results. The p¢qtices are des_igned to encoi.lrage employee. initiative. and- other 

behaviors that will result in -a. sustainable anc{ su~~ company. Tpere are 

numerous benefits for ~ustoro~rs. when a compan.y's employees rereiv~ incetttive . .. . . . 

inc.ome to achieve these r.esults. 

MR. KOLLEN TELLS THE ·COMMISSION IT ''SHOULD NOT 

INCENTIVIZE THE COMPANY TO SEEK GREATER RATE 

INCREASES AND ACT AGAINST THEm CUSTOMXRS' INTERESTS." 

DO YOU BELIEVE THAT FUTURE SOUTH DAKOTA REGULATORS 

WOULD FAIL TO SET JUST AND REASONABLE RATES IF THE 

10 

BHP-A-96 

,, 
! 
! 
i 



2 

3 A. 

4 

5 

6 

7 

8 

9 Q~ 

IO 

11. 

12 

····-·-· ·- - ··q·--- .. -- · ........ ' 

COMMISSION APPROVED A SETTLEMENT THAT lNCLUDES 

EXPENSES FOR INCENTIVE 90MP~NSATION? 

No. 'The Staff ~d the Con:uQission· have demonstrate<f exceptional competence in 

auditing and assessing Black Hills P.ower's business ~d ens~g- that tate 

change~ are· just and reasonable. ff Mr .. Kollen'~ pr~rnise is th.at incentive 

compensation leads -to more freq_uent rate. increases,_ then this wo"IJld have come to 

be true <?~<£the Company began utilizing-incentive compensation pra~p.ees. 'Bl?ck 

Hills P<;>w.er's.rat~ ca:se=Jtistory d.oes not support this outcome: 

MR.· KO.~LEN 5:f ATES. ON f AGE .36 OF ~TES~9W, ""THI~ FOW\:1 

OE 1NCEro'IVE· COMPENSA'll.ON .XS P.Rll\1AlULY DlRECTED 

GOALS/' DO YQlJ AGRE.Jl't't 

i3 A-.: No. As explained ..in the ~ t~ony.· -o_t;." "4ura Patte~~~- inceJ,ltite 

14 coqipensatiorl is a componmt of ,:n.dl?t- ut:UUie~· and corporn.tions.t .direct 

is· -compensation pai& to attrac.t Jmd ·reimn qualified employees. Om empioy~eot 

16 loca1jbos !Jre fr(?q~~y-~ th~ l~s,p9pl.l~ lo~OP$ Of.the"Co\Jfltrj. }Jiis IP.~ 

17 employees coming to these locations will have. few local employment optiotl.!i"if 

18 they c;hoose t!) leave: 11!.~iispo1ll?es will $<> see th$!ir employment optiQns luajted. 

19 Historically, we could expect employees to stay and "earn" their pension. 1bis 

20 retention mecb~sm has diminished since the Corporation froze its defined 

21 benefit pension plan. With these factors already in play, a competitive total direct 

II 
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2 

3. Q. 

.4 

5 

6. 

7 

8 A. 

'.9. 

I() 

11 

12: 

13 

14 Q. 

15 

I<i 

11 A.. 

18 

19 

20 Q. 

21 

compensatiof!. qffering .is essential for in~eting our _ob_ligation to ·serve &outh 

Dakota electric customers. 

MR. KOLLEN STATES THAT BOTR THE RESTRICTED STOCK 

EXPENSE AND THE PER.FOR..l\1ANCE PLAN EXPENSE ARE ,TIED TO 

THE COMPANY'S FINANCIAL PERFORMANCE. rs THE 

RESTRICTED · STOCK EXPENSE TXE.P TO · fINANQAJ.. 

PERFORMANCE?. 

No~ .AE explained in Ms. Patter-s9i;i's qjreQf tes.finiohy on page 14, ~'restricted stock 

"i~ granted to k:e_y employees and. vests. ratably o~er a 3-year period. The puq>o$e. of 

. the '3-yeef-ve.sti~ periq~.fqr bo~ t4e restricted stc;>cR :fill:d the p~rfo~ance.. shares .. . . 

is ~ get tetention of key e~ployees.·"· Once restricted sio.ct< is granted-to a· I<;ey 

~rnployee the onlj,t req~ement fQJ; pay:qut is µie employee's· cc;>ntinued 

~ploym.ent: 

~ _BLA~. lllLLS POWER ~EEN GRJµ'ITED RECO~;RY OF 

INCENTIVE COMPENSATION. IN 

Yes, hist ~unim~r the Wyoming Publie S~ice Co~iQii_~pproyec ~ s~ttlemei:rt 

witli the Office <?f ~onsumer Advocate tbat incfuded 100% of the requested 

incentive compensatfoil in the revenue requirenienl 

DOES THE SE'ITLEMENT WITH STAFF INCLUDE 100% OF THE 

COMPA1\1Y'S INCENTIVE COMPENSATION COSTS? 

12 
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A:-

Q~ 

A. 

Q. 

A. 

No, as Mr: Kollen· points out,_ -$66.6,000 has' been removed . from expense for 

dete_rmiriing the proposed revenue reqµirement. 

IF THE COMI\.1ISSION ACCEPTED MR. KOLLEN'S POSITION AND 

REMOVED THE REMAINING INCENTIVE CO.MPENSAT~ON FROM 

THE UTILITY'S REVENUE REQU~M]:NT, \\'H.A'I' WOULD -BE THE 

RESULT? 

I believe he has recoi:nmendeq, on p~e 35, ~t. the entire incenti~e compensation 

expense be -d~2-llow~ This would be the e.quiva1ent of the Commission lowering· 

.Black H1Jts fpwer's authorized return ·ciri equity by in ex~s of 20·bas"i.~ points .. 

The sub~~~· _de.pth_. B.J?d nature of Mr. Koll~n's 
0
~ony i_n no "':8-Y ~JJstifies a._ 

pw;tltiye outcome for the ColDJ)any for l}tilizing n9rma_l and reason.abfo ~mployee 

.compensation ·practices- that. are ·prevaL~n.t Jlct9S~ th~ µtiljty ind~ 'B,nd aQthei: 

COp;l.P.anies- m the Black Hi}!.s region~ For ~e C9mmissi~n to• !emove ~m IJie 

. .Settlement ligreeme.nt imxmtiv~ compensation e~e would b~ contrary t9 ~ 

principle. of trtility regulation \vhich requires a µtility be allowed a reasonable 

o_ppocturuo/ w recov~ !i~ costs prudently incµrred in providing seryice tQ its 

. c~_t<?~~- !f!i~ ~ettfemen! Agreement as- )?resented will result in just and 

~onEible .rates for Black Hills Po'Y'-{er~i South;Dakota custoµiei:_s, 

VI. CLASS: C OST OF SERVICE.. 
... -. * . •. --- : ... 

. Iv.{R WHITE; HAVE YQV READ. THE ~SWER TESTIMPNY FILED ON 

BEHALF OF BHII BY MR. BA.RON? 

Yes, I have. 

13 
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BEFORETHESOUfHDAKOTA 
PU,!lLIC UTILITIES COMMISSION 

INTHE.l\1.ATTERO~T~APPLICATIONOF _ 
BLACK HILLS POWER, INC, A SOUTH DAKOTA 
CORPOAATION, .W.OR AUTHORITY Tb INCREASE 
RATES IN SOUTH DAKOTA 
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Q. 

A,,, 
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~ 

going forward. 

- .. . - ....... '-VU"'111 

. . • .. ___ . . . .. Docket No. ELI ~2§. 
December 2014 

PageJj 

The Commission Should Remove the Comp-:rny's Adjustment to · Increase 
Pension .. E>.:pcnse Base:d

0

0 n Five-Year Average - . . . . . 

Pleas.e describ~ the .Compl\'ny's requ~t to im;rea.se pensi.on .. expeI_lSc.based·on 

a new methodology coµi!?are~ tQ the 2014 lmown.and measurable expens~ 

the Co~P.aDY proposes a new; five,...year· a,~rage. methodology to calculate. 

pe~io.n expe~ insteari of using.the 2014 J?CDSfon expense, w~ch ~ knawn and 

measl:irable a:o..d ccinsis~nt with the Commission'& historic· approach to reflect 

such cbang~ within "the twelve montli·post-test"year pedod. 

The pension expense in the ~t year was $2.608 millicro. ($2.84-5 illillion 

·total Co~pan.y). Tlie Compaz1y':, new ~~tpqdQlQ"gy results in adjusted pension 

.expena~ pf $2,,142 m.illiQ~. h1 ctl~ ihe ac~ ~own· and measupmlc 2014 

JX<DSi911- exp~e is $Cl.~9$ -million. TJie Company's request exceeds the actual 

)mown and m~~ 2014· petisi9n expenre by Sl,247 million without 

j~sJifi_cation. 

Should the Co~miss~~n ado.et a ·new oiethi>cfololtJ ro·r pension. expense hi this 

No. First; the Company's propQsed adjustment i~· noth.iµg_ n;ic;>re- than .an 

o}>portunistic response to the repuction in the expe~e in 20~4. The Company 

has offered no evidence that tlie pensjon expense will swing up~ari:l to tlie five 

year average in future years. Thus, the proposed adjustment reflects nothing 

PUBLIC DOCUMENT - CONFIDENTIAL DATA REDACTED 
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Q. 

A 

A. 

Page49 

.Other Proposed Settlement Issues· 

Are there other iss1.1~ specifically identified in.the Proposed Settlement with 

which you agree and that you recommend the Commis.sion.adopt? 

Yes.. The ~roposed Settlement. _inc:;ludcs ~- adjustment of so:369 mil!ion to 

increase. rev~u~ for. the effects of weather normaliza!io_n,. an adj'ustment of 

$0.21 ~ million to redu~. the allocation of the Neil Simpson rent ~venue and 

expense,_ an.cl an adjustment of $0.244 ·million to reduce the .aliocatioii of the Neil 

Simpson common steam planf. I recommend that tb.e. Commission· adopt those 

proposedadjus,tmel).ts. 

IV. MISCELLANEOUS ISSUES 

16 ~-~~ -= J~ . · 

11· .mffl 
18 . 

• • • • -. • -• • • • ., - • - • • • l • o • • • · •• • • • 

19 ~- :-

20 -- l 

21 -~i 

22 
1

~~~-~\ .,.. . .- ... .. ~.. - .. . ·-.· ..... - ... . .. .. -· ... ·.. . . . . 
23 

24 ~w~~w~·=.wwtif 
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{F-305_5) 

December.29, 1976 

19-76WL419254 (S.D,P.U;C.); 18 P.U,R.4th 291 

Re No1thwestern Public Service Company 

So~th Dakota l'ublic Utilities Commission 

Before; P. K. Ecker, chairman, and Jack Weiiand and Norma Kiinkel, ~r;nmis~ioners. 

By the COMMISSION: 

Northwestern ~ublic Se.ivjce CoriiP.anY, hereinaltei: compatiy, of Hl!'"()n, $outh Dako~ a. ~·upp1ict of retail elcctric-serv.ice-to 
customers in ·sputh.DaJcota.; on July 17; I ~75, filed with !,be Souv-i Dakota Public Utilities Commission, hereinafter PUC-.29l 
or commission, ne\" electric rate. ·schedules proposing art ;µinual ,:ate il).CttaSe of S?,4Sq,o.oo ·to -~ p!aced" into err~ 
SeP.tember I, 1975 .. 

The-PUC receivc4 !III am;,mey general;s opinion 3$ to whe(.hcr or noti:he PUC hadjurisdTction over.the companyrs rate; filrng. 
In the opinion daJed August l5, ~915, the. atfumi,y ge\leral of South Dakota:co!!clu~ that~ PUC'coi.ild not.accept tbe new· 
rate schedules insofar ·as they were "ijppti~lr:- to JIJUnitip)l\itics-. whh:h .had tn~tl order.. regarding priot company-rate. 
applications that were then and contlnlfe to be unde.t; appeal in South Dakota courts . .on August. 19,: 1975, the company. 
petitioned. tl1e. Soutli Dako@ supn:-me;cciU,J:t for a writ o.f mand:llmus n:qui~_ng the- PUC to take jurisdiciimi., ot; 1!Dd act UpOn, 
the coinpany's- rate applicatio_p. ;,\.fu:ditanng ,thereon ort September 17, l97?;. lh~ ~afu Dakota s~preme co~ issued i~ 
order granting the praye.- for rellcfregu~ted by tho company. 

Qo Septemq~ 29, 1975, the PUC~ its order of.~!efton suspe.ndin~·the ne".' i;atc sclieduICS: but pumrant to statute, 
p~ittecl the company to implement the rate inqcases cf;feciive Oct.a~ 18, 1275, conditional upon the 'filing o{; bond to 
8.SS\lfe.~nslJil1ClS any refunds of am9unts collected in ~ ofw(iatultimafoly be'folilld lo be j~ and rcason~ble h.el'l:in. 
P~wm\ to said orderr lhe ~nJP.any "!>cgan implementing the ipp-eased rates, ui'\d.ei bpnd. in ~fillng cycles taC1,1Stororo: on 
li!ld a1):er.October J 8, J 975. By orders dated November I 0- and November 13~ ,1975: the- PUC d.irectuf the. company to concct 
the increased rates o.nly wilh respect !O the actual service rendcccd by the,company oa and after ~obei {8, 1975, .and not' 
billing cy~les _on and aftec October l 8; 1975. '.fhls resu.lted in '1- ~~¥the company to. its-customCl'Softhe rate. macascs 
which were improperly ~btaiaed by the company-because ·9.f its billitq~:9"cle, as opQO-scd to ·.its rendering electric service, 
method of colleci:ion. 

Petitions to intervene In this proceeding wen:. filed: by llic South Dakota Electric Consumers cohsi.slin.g of a tonsoi:tium of 
seven municipalities in. ~outh Dakota. WJd. bl the Department of Com'!1erce anp. Consumer Affairs, state of South Dakota. 
Th.e PUC gta.nted botli pctiti~ns. to !n(erved(?. 

Thereafter, a procedural schedule was worked out w~i<:h P.rovideo. for the filing of testimony; the hearing thereon, ana the 
bii~ting sub~equent thereto. The PUC also scpeduled a series of consumer input bearings in regard to the a_pplicaiiop of the 
compal)y. 

On the 27th day of September, 1976, the pul:>lic utilities cocxunJssion. issued its decision and order in the ebo~ed 
proceeding: On the 12th day of October, 1976, Northwestern Public Service Company appealed said deci$lon am.lord~ll) Ull) 
circuit· CQurt, sixth judicial circuit.stat«? of South: D"akota. Thereafter, a hearnig was conducted on ·the 27th day of October, 
1976, before the Honorable ~bert A. Miller concerning wheU1er or not said. appeal should be dismissed p~ntlD, and in 
accordance with, the public utilities commission's motion to disnµs.s, and regarding whether a stay pi;,nding fit[al dispos_ition 
by the court should be entered. The court held that said proceeding should be remanded, to !he public utilities coml)lission for · 
rehearing upon the assertions made in the affidavit of Al Schmidt, president of Northwestern Public Service Comgany, 
submitted for the first time on appeal Thereafter, specifications oferrorwero filed by company, and the commission ordcral. 
that staff and intervenors reply *293 thereto. Further, the commission ordered that company, staff, and intervenors reply to all 
said submissions of each to the other on or before the 7th day of December, 1976, and that each file and serve proposed 
. . .. ··- ··- ·-· ·- .. . . -·---·- -- -- ·· --· ---.. -··-----·--~-- ---- ·-·----·- .. ··-. -- .... __ ·-·· 
:: .. ;:.-:!~~.;·t,N~):( · .J :::rJt> ii ,u; ~·::.,:r• f!.t1'1Ji: !r"c;~ "itiJ·i:tiih1 :· ,.~, .:,!'iJji:tbf. lJ : :: «;:_(titf.. rti.;i; ,_;_i'V,ii;}h ~: 
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find ings of fact, conclusions ,o_f law, and order for conimissio.n consideration. l,Jppn tarefu! revi~w and ~~miua.r ion oflhe 
proposed· findings of ract, CQ!ldlisions 9f law, ;tnd order .submittctl., by company, :coinmi~s.io_n scaff, ~9. SDEC: die 
commission finds that Che proposed findings i,indconi:lu,si_o_ns s4bn'tit1ed_ by"~ompanJ a.nd C-Ojllmis,s ion scaffsho!11d ~ ajectCQ.. 
The rommission further finds that prop_osed-fmdings and concltts_ions su.bmitted !,y SDf-G are in subst.antin.l accordJm~ with 
the commission's disposition ·of this proceecHng· arid certain portions .[hereof h:Jve b~ incorpo,raied in (he commissfon's 
dei::ision and o_rder entered-today: · 

Discussion am! A1Ja/ysis 

I. 

Rate Base 

I. Year-emf ver.r"s A verag~ Rate JJase . 

The company argues that t,he end-of-penod rate. base- is a bctt~r- p~~ model. for the.·futuro end that C.VCll' the 
end-of-period· calculations will uil.perstate act.ual inv~en,t wll1le. l,\1c pro~ rates o.rc in. err~ The companx further 
argues that in"ffation and attiitip~ ·W\I( baye tneit c[fect'll.n9 tfiat tl.i.c iue of an eru:l~f-per-iod_,-ate base. is.~lre.b.est way to ait~rtiPt· 
to alleviate those problems. TI1c comp:ioy also states-. th at dre ~fng,:Of"tevertµes and expenses (o rate-base is. not-a 
~ulatory necessity ,and tliat the company-.had compu~ ~v,im1.1cs and ~ to match an c.od-of'-{lerio<t rate base. The 
.company -asserts tha.t this wo1.i}cf r~)J in. ~ t.qJI.I! .eic.l;css bf t¢Vtm~ over ~ns!?S al.Qtough i:i-o actun~ fii.urcs. wc:rc eyer 
provided by lhe company hi this regard, 

The s,a(f a{ld SDI~c·.irgµe that tlie use of an averli~ rato.b~~ is tI;ie onty~e method of properlY. ~in& revemrcs end 
expenses with r.ile, base . ..S!iµt~ D~9U!. Elec{hc ~psume~ ut¢11!c ~!flliat customer growth.and 1'Cvcnue gro\l(ffi are just as 
ihcvitabfe"as.invesO'nel!l growth; l!llcf !lfitt;ll.vet"@te-tcst-y~ inve:stnient l?ro~ces accurate tesh)'ear revenues. Th~staff argues 
that the <:ompan:y's failure to.present a i;Qtnprchensiv~ly noi::maliwi cost of s~icc C()JISisteoi .with.company's eru:l"?f,jieriod 
l"lmtbase is sufj}cicrit in an.d 9f'itselt: ~ojj1¢1udc the use. cff cad-of-p'triodmte base. 

In irs speeifica.tiM of emir upoh rehC\Uirig Md l.ffid?.vit @nd-cxlu'b~ of Al Sch_midt., company~ as. error the !'UC's 
adoptiQn of aIJ ,vroi.ze ~le. ~c !llld ~j9ction ·or !l ~-en_d rate base~ ~e C-Omp~ .therein advances no now ovidence, but 
.nithtr~imply rosti(~its preyi:00$ li.Fguments_ rn~o lo.Q\e comm_issi!JD. :r)ie commission~~ lmlt~mpany has !JOt susiaincd 
its-b.urden ofproofrcgarping thi:s mo.tt_e,,r. · . 

U,ifl,.Qln~tltl ·i;o ft prop:~t' ~it ye;µ- or f~ perfo.d thatin~ttncnt aqd opei'iillpg -costs and revenues ma(clj.,~ be consisrcn! 
caclt wittiJlie'bthtr. Unless cqsts andc.revenµ~ ~ch, !he~~ orpeciQ<lis not Q;proptµ" bae for .fixingjust-aqd ioosonablc 
ra~ 11,e .rclat:i91isbip bl;l\veen, co~ls and r.e,(COUC,$' fur tue'l~(perii,4 ysed '811d 'the_Ylllidity of that relatipnsh1pJs.bne of the 
113qst crqciliiJ' 1ispects .thi£ c.o~isslon' mus~ consider iq 1;!e~ngj~t-9!1d ~nablc-ratcs. The jnclusion, of COS!S wiliiouf 
maidMog ie'<CflilCS \vill produ9C ·*-2!?4 e;,ccessivc- ?(es, wb.Ue ~c ingltji?n o~ revenues j~ot.4 mi!ch.!11~ eo~ will denr lhe
utility Just and reas(;mable rates. 

This fuildamen~I rate-making principle of ma~ing ~ and revenues appij~ whether an average or-yeai:-end rate base is 
used. Neitber corn~Y, staff:: nor intervenor de_ny the absolute necessity ~or match.in~ costs and revenues. 

The evidence adduced et hearing established that ~e average ratt base P.fl)vioqsly adopted.by this com.mission matclies co;st.s 
and teyenu~ a~d tfiat the matching principle has not been adhered to by lhe C!Jmpany in the year-end rate bas~ it.proposes in 
this prpceeqing. Company did not propose l<;> i:oll into the test~ in~ sales levels that Wbula t?e.nchievFd lhrough the 
use of an enlarged year-end pl~t. Company docs not deny that it did not CO!iiplefely match costs·and revenues, bunt argues 
lhat its _failures in this respect are iqs!gnifi~t. However, no evidence was ever introduced by <X>mpany regarding Ibis mntter 
and cpmpany simply failed to sustain its burden ofproot: 

. ----····· ----- ---- -·· .. -- . -- .. ·------·-~- -------- - - ---
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Company apparently argues that because its investment in ·plant is increasing, a-year-end rate base methddology is warranted. 
However, steadily increasing investment in plant alone does riot warranl the use of the y~r-end tn(Lhod. Again, a pro~>r 
matching of costs and revenues is still required and ~sary to avoid the discoiting impact oflargc ndditions co planL 

The aUcgations cont~ncd in the affidavit of Al Schmidt and in the specificitions of etTor upon rehearing lhat average rate 
base employed by the commission jgnorcs company investment upon wbich company claims it is enti~lcd to a return· is 
without merit. The a\lcragc nitc base-deprives the company of no.lhing 10 which il i.s enlillcd, but rather is the orily method 
advan~d ·in this proceeding which pro'(idcs a proper matching of costs and revenues. 

2. Depredar!Cn A djusrme11tfor Big Stone PlarrJ 

Both the $ff and SDEC deducted from rate Q~e the average of an estima1ed year's depreciation for Big Stone planL The 
company ~es that, sfrrce the !;lig Stone plan~ .was actually not fa sci;vi_ce· during m~s~ if no~ all, of the _test year, such-an 
ijdjustirtciil for dtptcciation dcpri~cs the tompnny.ofthc opportunity to earn II r;ctum oa,.and recover for, the amoun! intli.1ded 
in saiq adju~mcnc. · · · 

TI1e ~taff _atg!.l~ that rec:ognition of ~1e Big Stoa~ plant ib rate base requfres that such an .adjustment for depreciation be 
m,alll::, Tue staff also argues that the logical conclusion of the company,.s. lheory would.n:quire tfiat the ¢ntire Big Stone plant 
npt be recognized in rate l?as~ ar all, 

SoutI1 .Dakota EleclJic Consumers argues that the raih~ to make an adjustment for depreciation would result in the rate~ 
paying twice for su~ depr~ciation, once a,s· an expense and once-through a_ retum earned by the company on rate base. 

Bc~ e the Big Stone plant Yf<1S not. in service _during the (est period, under ~ccepted re~lator:y pradi®, aacl lnvcstmettt in 
Big St4?ne could j_ustifil!bly have been cx~luded fi:om rate base in lts entirety. ffo~ver, t>cea.use ofthei IIl!'-gnitudo.·timir)& and 
9~onal Im~ of this n-ew plant on Northwestern Publi.c Servi co Company\s system, -siaff and SDEC recommended tliai 
me· investment in· Big Stone bo includec1 in rate ·base as tho{!gb il had been in te(Vice. during "295 I.he entire test period. In its
dccisio.n and order, the commlssion· ad9pte<l .. staff'and SDEC's1""eeonµncnqation.. 

q>DJP.llil,Y dm:s not contest (he in9iusibn ·in rat~ b:ise of Ch? m~estmcnt i! pl~e in 8lg S{one-Plant. except to t~c extent that le 
obl-ects to an average rate1&ase, lhc same having been pre~ously adifrcsse<t ~vc. The company asscru ilia.t the cocnmission 
-CfTcd fu J."Cflecting in ,the pnwisions for accumulated ..deprcciati~n a full year's d~iation expense for Big SCQne platil 
Company's position is untenable in that it js 11Xiomatie that the inclusion of the inv~ent fu Big Slone in rate base requires 
that deprcciati<>l'l rrot be ignored. Company simply eannot have !he investment included" in· rate base and' dcprccialiotr 
associated therewith igoored. Moreover, lf company•, position wcro to prew1, it would totally VIOiate tile.. principle that 
~u-rr'.es !7W-OOlllng ofinv~e~ts1 rev.cnues~ an~~~ in,re~fatocy, procecamgs.: 

3.. Allow_ancefor F.unds Usedlfuridg-Co!!Sf:ucµon, 

Toe '°mp<\t\Y argues that irs aUo,wance for.fimils 'iised during ~ction., iierehll~cr AFUl,)C, cai.culallqn is.a net oflax 
~culation and is determined by reasoqable prt>ccdw-e. The. company argues that any ~cnt of Al::VJ)€ iii improper in 
tl}al it would require a retroactive effect and would futth!:r require the compruiy to restnte in its books- nny resulting 
adjustments fot' all "prior periods in question. Uio COf11~Y' ful1hcr argues that there 1s no support In tl}e record for-the 
restatements of AFUDC proposea by.the staff in the staff'~ 6ricfs. 

The staff argues that, if company is using .a net of tax rate for i~ AFUDC calculations, flow ttu:ough of lhe tax benefits 
associated with such construction is an inooirc.ct procedure; The staff in its briefs, recalculated the compa~y·s AFUDC roles 
to what it determined to be n gross race using proposed. Federal Power Commission methods. The staff fwth?" argues that a 
net of taX rate foe such calculations results in ~ disservice to the ratepayer. It is the staff's further position that the starrs 
calculations of a gross rate are the only proper cal_culations to be used in this proceeding. 

-~· -· ~-·-· ....... ··---····- ·- --·---·- -----·-·--·----·---... -~--n----.. ~-~ 
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South Oakota Electric Consume~ argtics that' the company has not shown that it uses an aftertax rate in ils calculations. 
South Dakota Electric Consumers. further argues ·that if the rate is deemed. inadequate by the compan·y, it is within the 
company's power to change such rate accordingly. South Dakota Electric Consumers states tfrat its witness· esi:ablishea the 
capitalization rate as be~g arbitnuy by the introduction of a 'plug figure' as the· imputed cost rate of common equity in order 
that the company could attain a predetermined total. -Further, SDEC contends that the company's witness, Mr. Walker, 
conceded .that the company was using incremental costs to· determine its AFUDC rate which would clearly resull in double 
counti'n_g -by the company. 

Company contends. chat the inteTesf rate it uses on borrowed fonds ro compute AfUQC is a 'net of iax'· O( 'a.~ax· rare:. In 
its specifications of error upon· rd1earing and in the affidavit of Al Schmidt.· company assigns ils error the co.mll)issio!l'.s 
decennination that the interest used by the company is.not a 'net of tax' rate. 

Company made·~ identl~l -argurni:nt )Vitli respect to tl:\e AFUDC rate iil two rate proceedings which were he1d°by the 
SDEC consortitim of cities, wtien $aid cities hadjurisdicti91} ovtr electric retail "'296 rates prior to th,e ~st day of July, 1976 .. 
The c;itics rej,cctcd the company's claim in' ~ch of the two rate. cases and company appeal~ same. Oo 'appeal_ to the 
respective. c;ircJJ.it ®~ tfie ¢itics' d~~i6ns }VCTC 11.ffi$~d id cbeir c;n_tircty, including "the detenninatioo that co"inpany's 
AFl':JDC ~ti: was not a 'net of t;tx:' ra~ Company has persisted in this p9sitiQo in this proceeding, but clearly~ nQt
sustained its burden ofprQofin n:gard thereto. 

Comp~y·s eaJ~w.tion of-if$ all~ed/a'ftertai• AFUDC rate is ~ contrived ~tc at besL .Altho~b company was re9ttlt!ltcd to 
provide extemporancoµs "".Q~ papc.rs showing the manni;r in which Lbe AFUDC rate- had been originally ~fished, 
c¢mpa:py failtq to do s6. 'fhe. e{fitJei\ce adduced at hearing discloses that company's afterthe f;,.ct calculation js arbittaty, For 
C)(aqiple, lpri jgiputc;tl ~St ta,tc·:qf¢omiilt:Jd equ1fy is II 'plug figur~' which is introduced m.to th.ectalcµf.aiioa. o.i: Wfi$vcr stage' 
is:n.ccessary in order tQ a!ttlin a_p¢detcnnin1Xl answer. 

<;o~pany wilit~ Walker aQinitted oo. cross~ati911 a. fatal defici~cy in-tlie alf.c~ <net·of llOC Af{IDC rate ~ by
company. Said 'tak:; js l,~ 1l!X)U. the incretnootal eo$ of n~ capital issuances =h year. lnasm.uch as !hose incremen.tal 
costs arc also h\cl1.1de4 ip the; overall aist ~f ct}p!tal Qll whi~b the rate o(r¢mrn !,$. competed, the effc!3t of company's 
tnetficxio1ogx J!; ~ ~tmt foi: the same ~sis t\yice.. Hence, there· is a double_ coJlllf:i.ng effect in re~ to· the '?(>mpl!IJy's· 
m.ethgdology, and this sitnply tanpoTl(nd wiJI nbt b~ allowed by this toQ)plisslon. 

,f. CotrStructlon Work in Progress 

Tlic company claims that it i;S IJ!lllble to -earn a prope. rerum..on. oo~ction wcitlc, in ,t>ro~s. hereinafter CWll';-fur which 
a.o AFUDC Is claimed tmless such. CWIP is allowed in catc·pasc. The company ClOQlends that acxowiting for sqch AFUDC, 
·giveo th~ natu~·of tho .construction project; is not jusdfied frOm a ptactlcal stanapoint Fqrther, lhe-cem.pa,ny con~ l1llli 
the argument of the staff aoq SO.EC that such-property is·not QSed ;µid useful to the ratepayer is in error as .such prb~c:ty is. 
very likely to be:in service while the new rates are !n effect." · 

South. Dakotli Electric Consumers argues that: this CWIP should nevel" be. included in .rate base because St1th. plant is not 
currently used and usefuL:South Dakota Electric Consilmers further argues that whether or not the-company charges AFUDC 
~~q is within the ~pany's OY?n discretion.· 

~e.sta!fargues:thatS[?C_!-:.49~34A~l9 priclud~ the recognition ofanytype"ofCWIP in rate base. 

CQ.mpany proposed·~ includ~ in.-ihe rnte·base CWIP. on which the company bad elected not to capitaliz,e AFUD.C. Tu~ 
commission excluded all 'CWIP from the rate base whe'ther or not AFUDC was capitalized there.on. Company has IIS$igned as 
~rrorthe exclusion from thcirate base ofCWIP OD which no AFUDC was capi!Blized. . 

The commission adheres to its: exclusion of.CWIP. Construction work in progress is excluded because the property is not in 
service·: i:e., is not· useo -a,nd useful in serving current ratepaye.--s. The fact that AFUDC has not beeo taken on some of the 
CWIP has no i-elevaace in i.egard to this issue. The decision not to capitalize AFUDC on_ certain CWIP is company's 
decision. There_ is no pro~i~ition to capitalizing ~C on all CWIP. Company has the right to make the choice, but lt may 

--·--·---,--------··-------:-,.- . -------.-...• _ --- - - -
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not *2?7 thcreaft_cr auempt to have the ratepayers pay a return on inv~scment by company thac is no! de,·oted to rendering 
electric service to !he ratepayers as a consequence of company's aforementioned c.iecision. 

TI1e _is.su~ of whether CWIP should'be included in rate bas-~ b~ ~(-been .sclUed ainong regulaiory commissions. However: 
this commission finds llll!t the proper trcallll~l is lo exclude CWIP from rate base, and this.commission -adheres ro thal view 
in lllis proceeding. Exclusign of CWIP in no manner deprives the company of any property rights oi of an)1hin:.:; else 10 

which it is cnticlcd from the ratepayers. Howevei:, !he incl_usion of CWIP in rale base im"poses unwarranted and excessive 
ci?sts on. the ratepayers. 

5. Fuel /l(ventory 

TI1c ~ompany argues· thaJ U is nccessaf)' to reprice fuel ipv:entoti~ USllJS i~ ~wct'age J:tqanlity of juel ·oa handJilulti~iic!d by
!he price .for such foe Lal thQ end or the le.st yciir, It is the ·.company's po}iJ:iQn ~t such a 1:ccl;mi!j\JC "!ill best p'tcd.il:.l l)ic 
.company's in~ent in fuel inventories whit~ the nl}w rates arc in dfcct in th.\t fuel "prices. appear ro be rising; f!IJ'Uler, 
altl\Qug!J :;uc;:li repriJ<lng r~ults ift a. higJ1ct_ap;10\ID,l .lf1!1n the ·acl~. io.v~tmcots fo1: the nine-month period following lhi: test 
year. llie coQlpapy pid oot r~rf~ ll).8tcrials and $1.!ppl.i.cs·b.ec:;aµs~ of the con'tplexity involved.. Jf so.cit t'epricil(g.bf pulttnats · 
and. supplies had oec:1Jrred, ilie materials and supplii.s lnvento_ry of the ~mp.any woulq nave; rnore, than f.tl.;l® up for the 
.ditrere.nc.c: in th~ cx.cqss costs clai,:ned by lbe c;om~any as~ rcsJJlf of the repricing of its fuel inventol)' . 

.$oi.tqi Dakota eiec.tric Consumers orgu~. tli.at .the C9rttpany shoulq b~ ~io\ved to ea,m a return onl)' 6n actual invescrnent 
rather !ha!l qn replacetn,ent or current vaiu~,: . 

. . . 
The sJaff argµ~ tl:tat t~e ,;:ompan_y s!ioµld o.nly be all6wed a r.etwn c;>b actual investmmt, rtot upon repiacernenJ value. The 
sfalffurthe.r _argues th~t, to the ~ent inc~ed fu~i-CQsts~ ~v~ $ough thy fuel agjustment cl_ause, a double-rccoveiy 
woi,ld clewly result lo the comp!lr(y. 

Compatiy Jnciuded an amount-_for-fuel fn.vcntor,y ~ !,he rare b~ based_J!PO!l rcpricmg of the a~quanti[1 of fuel an fumd 
d(Jfing·lh¢'itst year at fuef:priccs 11) t:ffect a1 !he entf-oftbe t<:StJ~-TI!e·commissioa n:j~ the repriced fiiel invcn!ocy ana 
includecMllel iovcnrory i_n the rate !ll!Se at· tho avera&e- of th1> ~ tiw~ent in fuel in~l}.' ~ the test p. The 
cdiru~isslon- pnds rio rcastll}· whalSoe'Wr for ~t its""earlia timllngs in ~ to dtis matter and rejects the company's 
asslglltne,n~ Qf error with respect fllereto. 

[p.itially; Jr fs to J,e n<_>ted. tfta_t thy_ use c:,f an am:ount f~r tiiel. ~ventoyY based on prices at the end· of'the- test periocf is 
{nto~si$tent anq in ~nflict with. the; use ofavCFllges in deten:qin.ilJg other items (!folte base_ · 

S\:C6t1dl)!, ~ ·pn~ng or spot. con~itfo~ aro als? Jnapprop~ me!h~~ to be uti~ ~rtate-mll_)dn~ ew-posc:s: ~t p~cing 
or spot conditioils simply do-not reflC?Cf ~e conditions tJll!t way p~ _over a perio~of lime. 

"Fi~lly,.comP.l!DY }}as in ~ff~ proposed .a replacement w.lue. foF fiiei inventoiy.:Since dcprcciated.origimif cost-d.e., an 
a~l inveStment-must by statute- be Qio-b~is (or this coriim~~op"s ~~ina!ioo, company'i{proposal ~ rej~ · · 

"298 6. Cpnstraciion-related Materials a11d S11pplles 

Tiie com~y, ~es thl\t thcrc is no double countint for such roa.teri.a!s and supplies .because in a p_ossible future rate case, 
s1,1ch items V(ouli:1 not appear in inven~ocy out ralher in plant in service. Toe 'company fuqher ar.g~ that the withdm\111 of an 
item from &Uc~ inventory will pi:obably result in re_placem'.ent which woo.Id restore said ln.vcntory to its fdti{ler level.whi~ is 
nothing .morn ~ a:ddiiional invcstmen~ not double c:owitmg. The company also e.rg\lCS U1al the in.vestment \n such it.ems. is 
a continuing one and that tlte only practical way to compensate investors for lhe use ofruch capital is to include these itcais 
in rate base. 

South Dako!:a Electric Consumers argues that it is not appropriate to include construction-related materials aod supplies in 

-------- .-·--- . -
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rate base just as it is not appropriate to include any ocher construction work in progress in, rate b;ise_ $0.uth Dakota Electric 
Consumers further argues that these materials _will become_ a part of CWlP and will eventually earn a retll!n as plaal ia 
servi~. 

The staff argues that SDCL 49-34A-l 9 precludes rate base treaonent of such cons:truction-related materials .and supp)ies in 
their (?nlirely. 

The COIJ11Jlission previously ruled that cot\Struction materials and supplies are nol properly included .in rate base of compan.y. 
In its ·SP.ecifications of cr_ror upon rehearing:, company takes exception to this ei:;clusion. The-com!flissio.n rejects company's 
assignment of error regarding this ,natter and ag~in_ finds an_d detennines thal ·construction;related f!lalerials and supl?lics are; 
to be excluded Crom company's ra1e base. 

Thjs issue concerns the appropriate working capital allowance for lhe materials and supplies componeat thereof .which 
conslitules part of cpmpany's !"31\: base. Working capita:! allowance is an allowance .fur operations, nor construction. 
Consequently, ~nl)' those items which. arc ~pplicablc; to ongoing oi:- continuous day-to-day operations of company arc 
pr~perly inclu~ed in the materia~ af!d supplies component of workin~_':3-PitaJ. 

fytaierials- .llJld supplies used in the ~mpapy'.s construC;{iori program are capitafiz.cd .ancf. become part of plant in service on 
which the ratepa~-pay a return. If they were .also to be included in working capitnl, which b~mesa piu:fof.rate·base, 
(l!tepayers would then be paying a return on the same investment in plant ·twice; i.e., once wh\:n th~ materials.and sllpplic.s.m 
included in rate base as part of working capita.I Md again when those materials and supplies:~mc patt~fplant fu service.. 
Hence, die commissloQ conclude$ that it is totally prope; and ne«.ssaty'to exclude such mati:ria!$ ·anii supplies from ratct 
base. · - · · · · 

7. Thru Pu Cott°Invcstmcnt Tax Cr¢u 

The.company-argues that il bas properly treated the 3 per wit investmt;nf tax credit through~ ~6 ofnotntalizatio(l y.,ilh 
subsequent amortization. ·The company furtlier argues that, as shown in lafur legislation, tl)e (lOmpany.'s ereatme11tof.$11cfrtµ 
credit nrru>.unts is tlt~ one intended by Ctl~s. -

South Dakota Eledri<. Consumern afgµes that suclfamounts shoullj be iinmediatcly .flowed throug!J to ~g lncotni: oa 
the basis that ratepayers &h.olJ}d be J:h!UEi:d ea~ year onl)> for income wees actually paid bye urilitf. South Dakotl!. Electric 
Consumera further llrgues (Juµ state c.ommissiollS a.no. •i99 not ptblu)ited; fjoq1 fT9wiog tht'9ugh sijch pn1ounf$ ipimcdlatcly 
aod lhat any subs~quent action taken bx Coog:tl:Ss injcgard to the flow ,lhrough of such credits ~oes not 8:(>Ply. 

The st.aff argues.that the company has tailed tQ ~~blish that ~b nor'QJitlijcg ~ would ·ever be pa'id by ~e·compaay: The 
staff ~pflaslzcs tl~ the PUC does have discieti<>JI1!JY ~t:hqrity t.Q apRrove tax µonnali~on if it i~ shown l}iat a.true tax 
deferral will occur:. as opposed to b. permanent talC s.J!vir:i~ by tho company. The slaff CQIJ.~ludes ll)llt th'e company has·not 
·proven that non:nalization would result ill 11. ~ewe ~efetraf. · · 

The. 1962 Revenue Act. 26 USCA §§38, .46 to 48, inclusi~ -providl:d an investm~ tax etedit. Thee credit was jn. no sense a 
tax deferral but rather a.complete taX -break in the amount of !f\e cred.it Gocppaoy:cbarged'1:he rate:payezs V(itli those taxes that 
would have been paid i{ there had o~ no s\Jch io.vestm~t;tt ~ credit en.d reflected 1hi aciual tu; savingsJn the ba!aoce sheet 
as unamortized investment c.edit By charging ratepayers fb.r federal in90q1e tax.cs that company has never paid and will 
never be required to pay,. company has. aq;umulated. a balanc;e of deferred iQYcstment tax Cl"Cdits: Said balance in the 
unamortized investment· tax cn:dit acco~t represc_a.ts ratepayer contn'butioos resulting. ~m the practice of collecting from 
ratepayers amaunts which are never paid by 90mp~y in taxes to the fedc;al ·governmenL NeilhCf" !ovestors nor the fuderal 
government has attributed any amount to the balance of51µd 11ccount. 

Decause the compnny is amortizing the balance in its d.eferred investm~t ~ credit nccount over the service lifo of ib 
propert)', the full a1uount of the current balance. will eventually ~ credited lo the ralcpayecs in the fonn of reduction in taxes 
cllargcd 10 them. However, during tile inrerim period, company has the use of t!1c funds made available by ratepayers in tbc 
amount of the balance in the account in the form of planl invcsnnenl Jf the unamortized balance in the aCCOUllt is not 

.. -- -----. -·· . -._ - ·--·-- . . ... ~-.. - ·- · .. ··· - . .... -·--·--·~·-·-·-· 
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ded1,1cted from the company's r,ite b~ ~tepaye~ wm be required. to pay a return on plant investment made. with 
ratepayer~ntn"bulc~ funds. ~ compjllllble.~situation aris~ wh~rein the· company isshes debt securities and will cvi:nlll!lly 
repay ~c i;mount'ofthe inci.ebtedqess. l:(owever: unlike the ircauneot company proposes for the deferred im:isfment 1ax credrt 
accougt, .i_n chc_ area: of "debr securities, ~e obli~tion for · company to repay. the principle iri no manner nuilifies lhc 
requiremenc that company pay interest on. the debt until repayment is made. The.commission found. and dcfermined:oh the 
evidence &efore i! that the -t11_1amortized balan~.of invesunent tax" credits deferred under the ·19"62 Re.venue Act shouli:l"be' 
dedu~ted from-the company's rate base. Company, in.its specifications of error, assigns error lo this ruling. The commission 
rejects this assignment of error by company. · · · 

Company- has argued that the rate base- reduction is contrary: to. good regulatory practice. Th~ i;om,i;n~ion (incfs ~~-oppbsi~ 
to oe true. When the 1962 l:n:yestment T~ Credit statute was- enacted, 'larious regulatory .commissior:is provided: for the 
treatment of the. c;redit ia two manners,. Several jufisdiqtions prQvided that th~ ~ -savtng would be irilmeiliately 'flowed 
th~o~gfi '. to ~peratin-g income; i.e.! tha.t ~~ :tatepaycr"would be charged .during ·each yea(qµly (or-i~ci;ime tax attuallY. i~CWTed 
by lhc· utility. 

Company bas not implemenred tlie *"3.00 'flow-thi'Qugh'· metliod. ~titer; compij.ny;has treated lhe _tax saving under .the-o~er 
generally adoptcdme-thod-i.e., 'nontiali.zalion'-wliereih·the-catcpaycr is sharged a ficlirlo\Jli tax ,;xpcnse and the excess tax 
dtarg_cs arc. ~cel!I1u.i.Jated in' a ~efemil !iCCOuot and flowed bKclc to iiu;Qme _oyer (f\-e pcdo<;I of Jhe servi<,e life of the property 
giving rise.lo the ~edi~ . 

Company also -assetts ihat .rate base- reduction in tlie amoWlt of the- unaqiortiz!:ti b1!1ance. is .contrary_ lo the "intent of Congrtss · 
because:or later congressiooar e.nactinen'ts; i:e., '§403{e}. of. Qie J 954 amendmeDt. t~ t!ie 1962 R:evenu~ Act ·aod th-e 1911 
Revenue. Act. Ho\~Ver, the aforementioned J 9.64 enactment o/<lS appllcip1e, only:tl> {ed&pl ~ry ageni;ies, end the 1971 . 
enactment does not .address any -regulatory mattm rellited to the- 19~ Ill~f!nl!nt Tax ~-provision: The commissloa. 
"finds that· company's argumenf has no merit a.lid r¢affir:nis the COllUJlf~Qp•~ carlj~ dee~iqn that rate .base ticductloil of 
1,1namort~d investm~t tax credits is pro~i!nd is.not ip ~fqlict ~villi fectcini.I l;lw. · 

8. fPorklng _Capija~ 

Tiie·~mpany ~~ Jblil ~Ptae;s \Votking ~md all~n:~J~~ ,.,. · ~ -~~~~:·~~~1iJP¥.l.1f~aij'tifilenffi1Uliis: 
regard appears to be that the fonnnla relied IJ.POQ. by p_!,:/1tft • . .. ~#¥fS~~ .p:i~ ~~r&':ni~~ 
workfug'-capitalfonnula. :i111;n:forci, the e;oosid.ecation ~Yl-_ij~1~ ~~Ji.;.m~in~~t!f b~itli'C:furmiit~¥~;j§ 
ad valorem m.x~. re~ts 1fi do_utslcs countµig_to the compa.ey's ij.'.~~JJf.::Ih~~rnllJ2~~~~g.sg~~ifi 
show that the accruals v,:hicli. It ~cs in i,ie fo{Illula· rep~~nt actual f!m<ls: lbe company also coil.tends' th.at if such '&1 
allowance is" to be madc;·e"Om.peqsafing biµik balances m.ust be-taken into acco.unt anJi:~t b.y so doing, would result in a 
positive ra(her tfian ii. q~gatiV(?. cash w~rldng capital .allowance. S'pecifically, in its initial f?rict tlie-:eompan)'. cit.es four-b.*;ic
defects in SDEC's JWJ')~ch. Tiie,1rrst-tlefect cited by the compaey is. ~t funds accrued..for" c:iim:itt.liabillties·a¢-1,tot-a ~roe«. 
source for financing materials-and SJIPplies.. Secondly, in.-the ~teroative, -eveo i(sucb np.inomg w~ pos.sibJe,, $,DEC has not 
made pmper calculations jn m.a.ldpg its det~on. To'Wly. titat, SDEC did not use-a propct worldng capital furpi,u]p. in 
that it did not consider the <:9st qf-com~ ban!c ba~ce :requfrclneIJ.tS. Funds ~not:tivailaoJe to firian~ ·lll!tcrials.lll!d 
supplies in that accruals sio not necessarily rcp_reseot _!imds a~~le,to t4ti1:0mpariy, 

South Dakota Electric Co~umCfS argues.tliit the 45-day formula is one that was developed prior- to.the ag~ of compirt~ 
billipg and is stac!c'ed in favor of -~c ~til~. Soutfl Dakota electric Cobsumers th~fore argues that available offsets should 
be used to reduce i:ate base whether the. reduction J:,$! ~ -i- !)r lesser tliao the rate base inclusion for cash wo~og.i:api~L 

The ~ff a_rgu~ that the working (:!lp'ital approach fa\cen by SDEC is·incorrect because it fails to ackno\Yledge the impact of 
the Big Stone pJant on the cost-~fs~icc. Thew;ifffurther argues that,the correct application of the effects of Big Stone plant 
would result in a negative workii)g capital of approximately 50 per cent" of that shown in SDEC's case. 

In response to the staff's p-osition, SJ?EC asserts that its calculation did_ include the effects of Big Stone plant and that the 
staff's development of a cash *3!)1 working capital allowance improperly included fuel and purchased power. 

,_ . ~-•2• ~ .. - .. -·. - ·----- ----·--·---- •. ···-~ ;~. ··"'----~ • ~ ~~~"' •.. 
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Neither !he affidavit of Al Schrnidl nor comp:µ,y's specifications of error upon rehearing delineate the exact assignment of 
error company claims respectjng the comrnission:'-,s ~ec:ision regarding working capital. 

A worki.i:ig capifal aJ.fowan~ is pi'<ip~ly intludable (n -eompa~y's rate· base only to the extent that funds for the working 
capiµ.I requirement arc supplied PY. investors because investors are entitied to earn a return on the-funds they so supply for 
working capital pUrposi:!s just as jnvestors a_re e~titled to ~ return on the funds "they provide that are invested by company in 
plant used and useful in rendering electric service to comp_anr's South Dakota consumers.· · 

Alternatively, if working capital. (unds are available to the company through ratepayer contribut1ons, those contribuiions 
relieve investors of th"~ ne-cessity· of provi~ing additional working capital funds to company. To. the extent that worldng 
capital requirements arc: met through rntepayerc ·contributions, the.working capital" allowance is properly reduced by that 
amounL If the working capital allowance i_ncluded in rate base were not reduced by such rat~ayer contributions, nitepl!)'CIS 

Would be paying n return to company on funds tha~ the ratepar crs had Uiemselves contributed. · 

When ratepa)'er contnoutions -are in such amoWJ~ as to exceed the- working capital requ iremcnt of company, not only is il 
proper to exclude any 'rorking capital allowance from rate base, but, io addition. ii is .prop_& to. ~ui;e"l)le r.ite 1;,ase by the 
amQunt that ~tepayer-i:ootributions exceed the working capital n::quicement. This ded"11ction in tompany•s .rate base is propi;r 
in that ratepayer contributions, to the extent that they exceed: working capitaJ.n:quircments, refl.eve the investprs o( providing 
capital funds.for investment in plant If the.excess over worldng"capilal ~~m.~P: \_Vere~Ly igit9fcd. ratepayers would 
again b~ called upon to pay a retwn oa inv.cstmenl in plani d.erivro from the ratepayers' ,own contrl.bglioi:!_$.. 

~ . . . 
Company's witness also recognized the propri~ t>f ignoring or"disrcgardiog rafepa.}'lei: c6ii_tn1>irtions id deterthining whether 
a wo~ing capital allowance was needed, -and if so, in what amount. Howeyer, co.mpl\lly 1:\1.!i'.<te IJO f'C4uctioti in rue base for. 
rate~yer contnouted- funds in excess of company's working capital ry::quiiements. Moreover, -rafcpa~r contnouted fun~ 
even exceeded the amount required for materials and supplies for wodcing capital purposes~ Yet, company ~neously ~etl 
to offset this working capi12.l requirement for materials and .supplies and fiirtb.er em>neo~ly (wled lo give filll_ effel:t_ to the 
ratepa:yer.contn"butions.: · · 

The commission in ics previously .entered·aecision and· 6rd~ a\Qpptix:l tb_e fo1111~11 .ttlilifr<I by SDEC -wi~~ enfi the- ~~lli 
thereof in -determining the working capital requirement and allowa~.io light 6f ratepa.y¢r col\llio(!UCI~ ~do" to-armpany. 
South Dakota Electric Consume.rs' witness .developecl a cash wotltjng capital requirement Ulllizing an assumed 4~-uay lag 
between the payment .or company costs and. tho <:o.lJ~prt of u:~ frOm.. customers. Said_ ~plion · is ~ ~~only 
utilized melhod in utility regulation ilf the absence r,l fl lcp.d-,{lig $.fi!g}'~t'mer,! by II patticulat utili~. Moreov~. usage. of 
!Jie fonnula proposed by SDEC is favorable to company in 1Jlat lt 9vmm,tes the castl wQrting ®pita! requirements mtyway. 

ot3oi South Dakota El~ Consumers' l.vitness also d.etenJiiri.e4 .th~· mjlolJii\ of wcitldng "C"llpital ~vailable- tQ company 
through ratepayer contn'l>utions resulting ffom.lhe fact tfia( c:ompan,y .receives tc\reilues' frtln'l i.ls ratepayers which ~imbum: 
company foF certain costs tong in.advance of the lirite lYl\-en CQ~ lltil~ svcb .fun~ to pay tno_se eosts.. As. _notc~·by 
SDEC's witness. .,company Ja:Ollects. : fio!Th J1l. .raie~ycr.f Ja?(~g.. ad ·vatorcm,, ~mploymen"' -ao.~ soda! 
s~~bs~a}Jy. in advance of the time when· s_li.c\uuuounfs::cptr~ mast be used~ pay tho~e taxes •. 

The commission holds. that company is entitled· to in_s:lu~c; in rate:base ~ _wodd!_ig capital ;requir.ement, but only to th~ extent 
·(hat it is not supplied by ratepayer contn"butions. In Uiis proceeding, 1*Payer contribution;; ,1tere properly osed to offset both 
company's cash and materials and St:Pplies woddng capital re.quir..ements: · 

IL 

fllcreased Payroll and Pellslorr Expense 

The company argues that this adjustment is necessary in th.;! lt i~ an aclual in~ in costs lo the company because, in order 
ror an employee to become more productive, increasing capital expenditure and other costs ue necessarily incurred by the 
company. The company further argues that the staff's E:,~ibit No. 9 actually shows an increasing labor cost for per 
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kilowatt-hou_r of energy sales. 

The staff: argues chat che salary increas~ resulted in increased prpd.uctivicy . TI1e staff further argues !hat_ even if such 
increases did: not .result in .increased productivity, chc corupll(Jy:S manage.men! should not have appr(!ved the increases 
initially. f~rther, ihe i;taffargu.es thal any ~pica! expenditures which resulr in i_ncreascd producti,ity h_avc already b~n 
recognized ir:i lhe sra~s rate base and race of return _recommendations: 

South Dakota Electric Consumers. only contested the amount of the increase and the. company. has recogniied ihai. it was 'in 
error in.its original ~lcula!ion._ The company has accepted SDEC's cal~ufation in regard !hereto. 

<;:o.mpany 'increased payroll. and pcnsio1i expenses 10-rcl'lcet a full year of wage and pension increases granted during and.after 
the test,.ycar pc.(iod. Jo its decision an.cl order, tile cornmlssion d'isallowed company's adJustrncnt: Company .specifies· the 
cornm~ion's-ruHngas 'c:7or ia ies specifica1ions pf error upon rehearing. · · · 

Company claims that incurred increased payroJf and pension e~pcnses a£iallo\l(ab,le ev.en·though such increased costs baYC. 

be.en .offset by fncreases io produc.tivity. This oornmiss.for.i "finds !Itat: il is proper co .cf!Sallow lest -peri<>d adJu.stments for wage 
and salary increases .on-the basis of increased pniductivity wb.ere, on a unifofsa1C5 basis, the cost' o(labor bas not increased 
ocspltc inCl'C,lS.~ wligqs ~nd. rclan:d ~pens.e.s .• Th'l eviik;n.ce 1>.erorc. ~y CQmn\tljSIQ.11.fully ;;i.1pports th!'s rmding thal iita.c.ased 
produccivity has,. in fact, offs.cfpayro.llan.d.rela!cd incycas~, Accocdin.g1y, tlrc·c13-mroission rcjecis the-adJustmcnt"pcopo.sed by, 
company fo regard thereto. · 

Mo~6ver; ·.as p(f.vipµs ly i\01<,d. .p,art of \he: AAjtru.ll.leDL -GQm~y wov.1,1 Jna},e to test-yl:!11 Wlg\';S im.d. p~io-11 costsi wen; 
ihcutred beyoncf the 'test period. The commission. (tnds th.at it is improper 10· increase .test-year costs: on the bas'is of lUl 
ou.t-ofcpcriod increase in. co~ withouE at *303 the sam.e tiajt lalci.tig In~ iiCCOunt \b.e revc:.n~. sid.e of tl}e eq113tiou. whlcb 
~fleets inc~.es tn the j:,QsH~ pvriod, Wtiife co~!Ji Itl!!-X gQ ·up, so ljlay saJ~ nod tcvcn~cs.. ~Vithottt mat~ing 90~ ana 
rc:vcoues, tho Lest -~od i.s imp_co~c.rcy di~rtr.d, This cQrom jssjoo wiU ~9.t 11llow iy~ a~rtton. 

III. 

. Adverlisur.g a1td Misce{lan(!()US GeneralExpt!t!Ses 

1)1e com¢.~sion fuund. that the amolµltS spent by company fot o.dvcmsiog wcte ~Qnab'lt, butfhttt miscelli!Mo~ gtnql!J 
expe.nscs" as proposed by c9mpany jnclu~<;d. ~rtJl.in 1tems whigb wcye not n~1ot tbb:#,tdJtion of elc4'ri<::servi~ end 
which. com~Y. coocc(fe<j. Upon fu.ll r:vvie\\t of the tetord and tho stt\,seMuenc submissio~ l)y com~:f.. to!Pltlissioff slllfi; 
and-intervenors, the commission finds tha( its ,previoosl! en~ fmdin&,'> regarding lids m~SlJi r~pe'(,-

Regtilatozy.Expensl! 

The company contends a tw.Q-year amortfa;atjon peripd for such expenses is.propcc given the company's tecet!t history. Tpc 
company further contcfl~ fhai the $iisaJlo\\'.llnc.e of ex~iv~ regulatory CXl)Cl}ses by SDEG is impi;oper i11 ~ ~ .:SOEC 
witness did not !cnow the ~11,.t ~te ~c experience of the co~panie,s he· used for compariso? putpo'SC!. Fi~ly, t£c 
CO!llpany contends that the $DEC witni:ss failed to iden.tiry-any s~ifica.!lx improper c..pcnditu:re (M company has made in. 
regard to rate cases, and, hence, SDEC has failed to prove lhat·any of lh<:·C9mpany.'s rcgulatory,;xpcnses are CXC¢SSi.vc. 

South Dakota E lectric Consumers argues that the co~any has not adequately supported its claimed expenses for regulatory 
cases and that based upon SDEC's comparisons, the; C:Qmpany should be allowed a =Iler regulatory expense than thal 
proposed by the company. 

'!J 
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Th_e ·sta_ff recommended· a thrce-y.ear amorti1.ati~~ period, but did not argue for implemenlalion of the same ia its briefs. 

li1e commission adopted: the recommendation of SDEC for an· annual rate· case expense allowance of SSO, 172. The 
commission further· found that. nmo{1i:zation. Urercof should· be made over a three-year period, said amortization period no! 
having been proposed by SDEC in regard to its tcyarnmtn?ation. 

Soul:h Dakoia Elcceric Corufumers' rccommenc:L,tioa of$50, l 72 was based upon a comparison of the regulatory expense fe1,'CI 
claimed by the. q:,mpany with the average regula!.6cy cxpen~es exp,eriei.ced by oll1cr electric utiHty "companics and tompany 
w~ double the amount of said H\'..Cfa&C. Soutfi Da~tn Electric Consumers~- witness fC$tiPod that on the basis o( 1p~ 
comparisons he bad made sod his cx:peiierice ill rcgulator,y matters, tompany's claimed S230,2,S7 .was .exe$ive, Soul)i 
Dakol¥- Electric Consumers' witness went on ,to state that b.c \vas not proposing that the company no! spencl SJlid amount. but 
rather thal ihe ratepa)'C(S.sho.ulsi nQ.t 1lc ¢'11Blged for ~xcc;ssive-~dirw-cs by company. 

CQmpany, in ils-spccifieations of'._CfTOr llpon rehearirig, contends that the commissio)l cm:(! in disallowing_ the amortizatio~ of 
S'22.3,S31 of rcgu'latory cxpenS"e p~ annum and that amortizatiQn "304 of the amount l'CCO!lllqcnacd by th~ SDEC 9ve. a 
~ree-°}'ear _p.eriod W.IIS er.ronco(JS and in C®flict with I.tie am94Qt t~nimcndea by Sf.)E9 .. 

The 'commission finds that the company1
~ assi~enl of error regarding the lt;~I of rote case expc[1$e s'liould be rejected. 

How.ever, ·th.e cp_mmissiQIJ fwd~ d1af (ll)lo~tioif o{ tJ).~ amouilt· recommended by SDBC was in ·error. The amount of 
$5.0,112 recoaunende.cf: by the SDEC ·Wifn~ llll9 aqopted by-the C<!li1!!).iss100 is an arumal mw.i lfcm:e, it is n~· 
appropriate for said amowit to be amortized over a. ·tbtec-}tea.r ~Qd. 

.$.ec.oridly, the. decrease; to ®Q~ '* Cil,S~ c/Cli~e of $161 ~081 shoym do Attachment.I, A~ndix. E 1 omitted h~inl -of the
comniission 's decWan and oaja ~b=d·op 't.Qe 27th ~Y. of Septemper, ·1976, should, accordingly, have been shown -as 
S l l 5,909 ca.lher.than the S LS0,3S7-

Witb resp~ to the allowance of sso. rn~ -tli~ colJlD'lission finds that SDEC's evid~, in regard thereto was the most 
credible, and that said; tuno\il\( ~ .amply suJ1Po.rted In ~ n:eord before!. thjs commission. The commission finds ·tliat 
company'~ cx;~.iYc. ~ <c:ilSC ~qi~ ~not 8iRl shall no; be charged to ~payetS. 

v.,.. 

ContputatUJn of Income Tax Allowance 

Toe-co.mp.any~ tpat nonrulljzatl1;>n. o(ii:1come1aX e,:pense f?T ~e income tax effect of~esi and othet oYerhead.tclatcd 
to 11(~ cog1p4!1y's-co~ctjon P.ro~ should beelloWJ:d._ The co~y prosentocf-io i1s rebuttal testupony five: basic reaso~ 
why.· flpw··'U.1rQug11 is-impi:opec ~d unsound. It ha;S-~l!aj -1.l\<:se arguments at-pag~ 107: and. JO& .of its iaitinl bri~ 111e 
~inpan.Y.Juriher.~ t1$t the<. 'phantom tax' language usedio regard t~ ;tlo.w through.~ deceptive: and that mtmncnts based: 
Ui~n rqer~fy are psserpQns that:flo\C( ~ugh 'Shotild J>e· applie:d b~use it will prt,dl,ll:e lo\vcc.rates for the. prcseril The. 
company ~it~ wgt1e;; (Ji.at .Orcfer ~o. 5!3P-B ofilio F~pral Power CoD\ntlsston fully supports t!ie.compan.y's yiewthat 
normalization bef!<:fi~ both utilities and their ra_tepay~ F'mally, the company argues tfint curr~nt ratepa_yers do not finance. 
current co.nstru¢on. Md consequently, said ratefJ<O'ers should not receive !he tax benefits related thereto. 

South Dakota Electric CoDSll.llle.rs argues that thcsf?·dcductions aii: available to J,hc comp.any in computing its federal income 
tax liqbUity and that the company would have tl!ose deductions totally ignored and require ratepayers, to pa)' ..iln amount for 
fedcral lnc.om.e ta.;cs wlt!eh "the company will no.tactually- incur. South Oa.kofa Electric Consumers also argues that, as staW 
above, th!l company has not shown lb~ it uses ~n aftc:rtax rate for AFUDC eal~ations. South Dal'Qta Eled:iic Coosum¢s 
elso states that the company's witness conceded that under the normalization method, add'itions to ll!c deferral a(iCOunt each 
year will exceed withdrawals as long as the company continues to grow. 

The staff argues that the same analysis as used by the s~ for the investment tax credit equal!)' applies to this issue. 

----·-- -····-··--·-·-·· - ·-·. -·-. •• . ··-- .• r. ••• ·• ••· -----· - --
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Company proposes in t11is proceeding to obtain an income tax.allowan.ce in cost of service that is calculated wilhou1 regard to 
the facl that company deducts consrroctfon overhead items and interest expense on indebtedness incurred in !be construction 
program when filing its income tax returns. Company util i1.cs ~305 '1iorn1auz.:uion' lo.describe its request for an income tax 
allo~vance .in cost of service in excess of thar which it _will actually pay, itotwithstaDdin~ the. 101aJ lack of nom1alrty inhcfenl · 
therein. Soutlj Dakota.Electric Consumers and tlie staff opposcct the ,so-caJle_d_norrnaliza.tion ofu1e tax· effect of1fies~cuireut 
tax deductions. South Dakota Elcc_lric Consum~· wicness:tcstil'icd that nonnalfz.ation constitutes a deviation from Ute cost · 
c;oncept. 

'Jllc co_mmission rejected the COITJAA"Y'~ posUJ9n. Company-~ fJt~n4s tltat ~id r.ejec.{i~n \'(as i:n:oc. The commission disagi:ees 
ancf reaffim1s its ·prev_ious.ly .entered findings in regartl to this mait.er. TI1en! is. amp.le a_uthority' for this ·commission's action, 
and the record befor1e this c.ommis.si;m e;srabl_ishe,!: that 1~ormfll.i.4@n' .js .i,pappr<rnri* iii !,his proce¢\ng. 

111<; _faUa~ Qf ~mpany's position Ii~. in CJ:>mpa.ny'.s Ca:il~re ~o reqogniz.c l~l it is fully c9rnpcnsated for the use_ of its 
b_orrowcd fuoas during Che period ofro!lSfruqiqn,apd that company's raicpa'ycrs pay that conipensation. Under Che Ul}.if1>1'm 
System. or Accoonts, plant und~r construe11~o_is ~r::orclc~ as u~ilicy -plant, !l,lthougn no~ ~ p~nt in sc:ryicl: .. Tlt~ commission . 
has fo~lid"tliar constructiotf wqrk irf progress i.$ l)gl PJ'9Jlei"ly il'lclu9~ in• rate Jjasc. Ho,vev~. a.11 wrrowl:<J f1.10~. wt1eth<;t OJ 
not used for 90nsouction, are included "ii1 company'~ ~ pitalization· in Ille development of~ fair rate of return. The cost or 
debt in equity fUI1ds used fer: co_iµtruction purpose_s -is cajlitalizcd l!'nd ~ccowiteil for .ai. l1n investntcnt m. pla11C,. ~ arc 
aipilruized <:9nsCructioo o~ei;hearl; When the .pJ~ docs JQ {act becotnij opt.rabonal, it"~ .actollntcd {or a~ pl.ant 1n sctvicc. 
Fi:-om. then on, depreci_alion c>..-pcnse. in ~c capiwiud construction.funds .is cbarged to the ratepayers. Tne eqtire amount of 
the capi!ali_md fun.d is. thus, recovered by the ci)l1)pany o:ver t_he nep,:eciable Ii~ of jts property. Uo(il tlu> [t,iU rteoYqry' is, 
ml!cfe, a~~ j.s' cjiai:ged to 1J1tepayers on (fie full Uf'\dep,rcciatcd balanc;c,of;'t!.l'CSe.~[1i.ta.liz:cd fw\!s. 

Col)str;uction ·ovcrh.eads and • .i,nrµcst, de~ugtion associated :wttti borri>v.'.C4' f!_inds for construction work in prom:ss. a~ 
~\'ailable·to the. co.rne¥1Y. 'IIS a ~clion i_n IX!mputiog its_ fcdcql incomci tax-·li,abjlity. _Mo~o'ler, COlllpany. uses the' inter~! 
decfuciipn in cummt O"<crhcad £(is~ in o~mputing- its (ed'Cflli income;~ )t wo_tifo·wy· if Ute ~eduction were igµ<!ted. 
Compants positioo ~ould require Compa»).(S. posit.ion would require tha1 these µ.t!C ~cduction.s.1>¢ ignored and ~vould ~ 
rarcparcrs. to pay an .amount Jl1 rates !P 'COmpany for fcd~I in..oome tax~ wbleb.,C9mpany yml trQi incur; Le., ta pay arr. 
Imputed i_nco.me tax Ual;>i.jity. The; com~ssion 'f~1er µads I.hat the i?e~fit tQ lli~ present ratepayecs o~t1!,e deductio~ wiJf ~ · 
lost_ entirely if said dedUctlo_ns ~ 13:ot given .off'~ in tf'ic p~ent C-OSt of.service--because tne same are nvailabl~ onlt in the 
year inc~. · 

'the pamp~y argu~ ~eruivclr that the interest ~e ff uses on· ~l'J'Owcd fuods .is an 'aftcrlax' mte and that thc; Sl'.>Ec:and 
staITi;rcatment of.Ibo prop~ ·u:icom~ <ax alloa¢oq resulmin ~double c,nWltlng.1 Th.is position is untenable· for three rca:;ons. 
Pim. company's.evid.crt~ docs noteslabl~~ that an:<~~· ra~ is used as 'bas been pre,;,fously dis~ herein. ,Secondly; 
companr, not SD~ or's~.decid.es the ~ mat which 'COastructi(?D ~els are to ~'Capitalized, and it is within1.be 'discretion 
of the compan)' to change the rate if it is deemed inadc!qil.are. FihaUy, company cab.a.ot rely o.n. its own selection of •306 an 
~d~qua~ papita.Jizati?n "rate, .if the S!1fllO b_e _such, =t:o j~tify bcfo~ this ~~issioo MO{>tion ofils p~ili?u: · · 

£ven if company ha.d to sustain 1ts ·burden o{ proo~ regatdi"g ~c ~e at which ii capitaliz.es. its AFUDC ns 1111 <.afhit.ax' mte1 

whicli it flas- nor done,. that fact Y'Quld not in -i~lf ..be d~~ve '5f this i$suc. This ~mmission. finds tfiai the. ~rope( 
tteafui~~(~ to f!<;,~:lhe-~ ~uctiop throu~h (? ~!1Su~ in tticycdl'~lat th~ ~°';l~~n is a9~~ly .~t~ · 

Com·paey argu~ tnat ~ncumalizatibn' provides. fufurc mtcp~ the bc;n~fit of all ~ · ded!lcriotis'. relating ic.i capital~d 
intcrcst:and con~ctjon o~d\cads. However, company~s wiin~ co~ed'tbat nnl!er "mfrmalization trcatmi:nt; ~itions;ti:>, 
the defetral aC(:()unt each.year ~ II exccc:p:withdrawals thecefrom so long-~ company rclnal.ns a growing,con<:ern. Hence, lhe 
pet ef(ecf :ii "that the method ~Its ln -nt1 absolute tax. savU,g fop compnny, not trieo::ly .a t.aic ·deferral, and the bC{lcfits· 
ihcrcfrom are nevc'r attained in their entirety by eitlicr present Ot'·futilie gencrati6ns.of.ratcpay.crs. Mon:ovec, es testified to by 
soec•s wttness, anx reduction of rates to fiiture nUepayers-woiJld not be 8 ccrt'aiiily, but would rather lie dependent upon lhe 
fi!ing of-annwu f!.Pplitations by comranY· 

Fi,rally, company reties on Opinion No. I I oftbe Accounting P'dnciples Board in support ofils'position regarding this issue. 
Accounting Principles Board No. l l is, by its own terms, not relevant to the accowi.ting,to be utilized by a regulated public 
utility. Seconi:lly, APB No. 11 expressly disapproves oftlie riet of tax valuation that company purports to utilize. 

: .. ..:.' . ···· ·----·--·--· -,---:...---- -~~ ____ ____ ;,..:: _ _. __ _. . ------ ·---- · - ·· . -
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This commission rejects company_' s proposed interperiod allocation of the tax _ cfiects-of the dedµctibility of capitalized 
constructio~ overheads and debt in_terest in that the· same is contrary to ·acceprable regulatot)' practice. 

V L 

Power Supply Costs 

The conipany nrgues !bat the rigure it presented on <an cstimated-- !Jasis is the propci', one to use m this ·proceeding. The · 
company further argues. that t.hc figure used is vital b~\!Se. the proposc:dfµel adjustment e'lall$es of both the staff and SDEC 
will not adjust tl1e rares eharged for ell c{lal)g.es irl purcMl-ed jSQwcr t;o~CS. The compiihy-furtlicl'stat~ !hat tltc estful:ares orthc~ 
scaff lhe SDEC recommended-io this prAceeaing are UI\tClii!,91q. Furtfic;:r, IJ1~ cof:iIP,l!riY" coQttqd$ .tb.~ the MaU: ~nd SD.EC 
defend their estimates .by saying that they relied liport information obtained by the t9mp11ny. However, tbe company argues 
lhat the staff and SDEC tllouli:l l1a'(e p.rrjved ~t px.actly l,be same results f.hat the i:ompany did, which the .staff and SDEC 
clearlr,did noL · 

South Dakota Electric Consumer's argues that i_ts cal~lacjon is the proper pile ii! that it is· ~or¢:ile, and· ev,;n-conservative 
in-favor of the i;ompany. · 

Th<e stalf argues that ii$ caiculati~d is th~ prop;er QOC knd that the S°oEC wil{less fiu1cd to cousider market coosiderations 
· 11pplicable.101he ~teofsurplu.s ~ig_Sw.n~ capaqly. 1110 stafffll{ther arguei; that,its ~vi~ c:onducted ~ d~ed study-0fthc 
power st.ippfy costs orthe-campany-whic:Jt ml<~ inlo 11ccoudt.. lJ.IJ facTots:; ~~ !fier'efQt:e,;; t!rat.tfiQ.slilff's conclusions s~ot114 be 
1he·onC$ adopted in this pcoc;ecding. 

Th$lTC is n.o dispuje lliat !pc inclHSiQri. o,f ~!g StcJtie phint in qte test peri'od ~c. *~07 ~ ~u~ an adjustment to o~raung 
ind:>,me tD reflect tqe fucl that c;xccss off-peak gene.ration capacµy win 1,~ aV1lilabi~ fuim.thc-plant and that !lie company will 
be'Selling off-pet!k capacity ~d energy from-Big stone to other members t?f~~MAPP.fooland~vcn of(-pool utiµtics. The 
contrQ.~y relt,,r~ lb the mngzfittUlc of'tl1is. aqjustm.ent.. The "c9mmisslon adopted SJ?EC's -il.dJustnu:nt:J!Dd company.s_pecifies 
Ulis as c:iTJ>r, ~e commission rcject;g comparry•$. ~igttm~tlt o f error~ Htls-.nm:q.et and alTumsJts prior rulio~ 

-a¥ide.ric:c; ~ !l(lduced nrn~dng that in normal operation, the -llll!l~I !1!1letat!ott ofBi$ Stone is expected to be 3,202,&00 
ni\vb. Sq1,1tli- J;)tik_p~ Eteytri_c Con,stllfi~' ~ testified .that the--OOJ11pany's ~:2:-5 p~ ce11t ~ of said ~~on 
re(Sresen!$ 1,040,910 mwh. South Dakota Jllectris·Constmieoi' witness further found that 1:lased. on company~ company 
would sell S.68,002: mwh of coergy to (itJ\G(' members x,f .the MAPP Pool S9ulh Datota l:;Iecific Consumers' wib)ess 
cstabl!~hect t!J~ j?ticc 9rth~ illtersystetni~ '!t~n.lm.Uis per kwh, said prico reflectjng the avenig~ pnee to pool ~cmbm 
anvhich company was seTJmg smplu.s power during the Jat!er months of 1975 as well ns the. total estimated cost.to company 
to produc<;- energy. at Big St9nc. The tµnotmt. of revenue. so generated was rolled into the rompany's P,ro· fQi--ma oi;_ieratin~· 
income amo:es by S PF-C's ~itncss. 

Company. challenges the price~at wbieb ti}~ io_tetsystem sales win f?e: made and· tho level .o( energy sales l(! be ll);llQe by 
copip~i to MAPP POOi J'!lembers._ Wj~ ~ta th~ average pri~ of l I·.O ·lliills pci lo.vb.; the commission finds that said 
price is 11mpty·SUP.POrtcd by lbe evidence. Company's talculation of P.articipation power ayctagestoacost ofl3.76 mills'pcr 
kwh a{ld that company's weighted average cost to pool· merob=. of plJlticipatfon powet and ctotiomy energy is 12J2 mills 
p~r kwh. With resp!)Cf to the le~el of Big:.Sione economy energy sales, compaey offered ew!cni:e to establish that there is 
only a.limited mark~t for said ~ withhr. the MAPP Pool However, company's evidence did ·not establish a reairstlc or 
accurate picture of the requirements of MAPP P-ool members: 

Toe level of expected generation ti-om Big Sfone for a normal year used by SDEC's witness was furnished by Big Stone's 
management. Obviously, an estimated. li;vel of gerieration means che existence of an equivalent energy market The 
comn:ussion finds that Big Stooe's management would· not estimate a generation level that could not be utilizetl absent 
evidence to the contrary. · 

--·---·-- --- ---'-- ----,-----,-~ .. --,., -- - . ·----.. 
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VH. 

Ad Valorem Taxes Related to CWIF 

l11e company argues that the-bookkeeping burden of capitalizing such a small amount -of ad ·valorem taxes is not justified .. 
Consequently, recording such a; current expense is a practical solution for a· minor matter. the company also disputes the· 
a:mounfofCWIP SDEC-E;la ims is suJ:,jecl to said tax. 

South: Dakota Electric Consumers argues that capi.talizatioo of:such amounts is ailox,ed f?y-the Unifom1 System of Accounts 
and should no! be taken. as a curre,:\t. expc~e. · · · 

The staff agrees with the SDEC ·position and furtli·er argues !hat the tax law does no't ailo;V cxpe~es for such taxes to be 
CWTcntly taken. · 

Th~ i;orwnis~on found .ani:J CQh.Clµded ~tad valo~ ~~ related to-CWIP., :&-~08 which ~he ~ .mpany ha_d expensed; should 
be capitalized. Comp'anY "does not; attua;IfY, QC!)Y th<; necc;sity. f~i; capi!afiza!ion ot sucli f.3X!:S. but tathec argues that 
capitali~t,ipn· bf the • amounts' invqtved is 11ol worth th~ effi>rt. However, th.is .c.amlJl.ission cannot ignore the- .erroneous 
expensing ot' the ad valorem ttoo:s am( thi::refotc; ttjCG1s- toroP31Jy's_positfon. . . " . . 

·-
F11el.Adj«slmClil Gause 

The ~Qmp~? has prpposed a fuel arljustment clause wtiicli !fOuld'. bo adjusted. as the cocnbin~ cost of ih~I and purcliased 
powet yarieq fr9m. t_l:ie base cost provided {Qr in said cfa,use.. Th~-',Ompany.contends, that such a s:lausc'is' rcqu'ftcd in ihat 
~ates are necessarily made· iJJ·re~ to P.;UI~ po~-costs :unu1. ~ Big Stone plant bas bec:lt in service fot .a longer 
peii¢4. qf tim~ ~ at ptes'ent. It_ is further argued l:iy l.lk company that.such Ii claw.o is, the thlrc.n to botli r:af.epafcr and the 
crompany. The company furlher argues that the fuel adj~tment claas'es pJCSented by SDBC imd'the staff do not reflect fhc 
acttlal costs incurre4 by the compaaya_!m- the proposed~ in this «::~~ would ?CCO~': effyctive. 

So4th Dakota F.°iectri9 Consumers argues tliat its _proposed fuel adjustment-clause js more complete·ihal that.of1he staff and 
that the clause propo!ied by the companY. is too general in that it i;ontains-vtztually no.m.fO!lW).(ion indl~ lhe-rnamier in 
%Jch lb~ adjustmeJ_It ~r is. t(?. b~ 'calCcUla~ · or what µi~I ~ arc tri be taken into necouriL Soui.& O"akofa £lectrlc 
Cqnsum~rs 'further argues lhat pure~ power is .not ~ proper: coqipon~tof a fuel atl~ustment clause. 

· TI11: .staff argiJ.CS that the; fuel· a~j~tment -clause proposed by. th~ ~pany ~vould ignoro-re'{CQUes associated. ,,ith sµrpius· 
capz:i.cjty f'i:om.thc ;aig·S:t_o® ~]~t ant:!' \".°W<f 'OnJy allovt 11:c. ~ayer tnc OpJ>Orruniti (O ~ The. .benefits off.he.~ig Sl:Qne 
plant capacity by asst,\mln.g·al1 oftheruk.s_ coneomita¢ Wt_!ft sanj.e. The staff further argues that ,uoo an arrangement wodld 
talce all of the ~ .associAt.ed ,vith Big Stone-plant from the shareholder and p licc. thcai upon th.e ra~ T)le staff 
concludes that 'its fue t-~j~~t c~e is the proper one tp ~pt fu this proceeding. 

The commission reaffirms and rea<;lopts its previously entered findings regarding the.propriety and-validity of SDEC's fuel 
adjustment clause. 

IX. 

Rateo/Retam 

The primary issue in this proceeding regarding rate of return relates to the fair rate of return on common equity. The 
·- - . -. - . 
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commission found 1hal 12 p~f cent is a fair rare of return on common cq_uity and thal the overall fair rate of return is 9.23 per 
ceoL Company, :.in its specifications of error upon cehearing; contends thac the r:ate of return on common equity and !he 
overa!.1 rate ofrecum-arc inadequate and arc· consequ·ently imlaw'fill. 

Upon full consideration of the affidavit of' Al Sclimidc, the specifications of error upon rehearing filed. by compa'ny, the 
subsequent rcs_ponscs by ,C01t1pany, slilff. an.d intervenors, and ih~ enurc :record he~i!l, the comn:ii?~iori fin~s that ttic 12 per 
cent and 9.23 per c:cnf arc, respectively, the fair r:ruc of r~urn on cotnmon eqµicy -ancl the fair qverall raec of return, and tl1e 
commissio n hCTCby reaffirms its earlier determination in regard thereto. 

*309 Company witocss. Montcau recommended a. cosf ra.te fqr <:9mm6n stqc~ ~uity _in th~· 1-5 per cent-16 per cent range. 
Staff witness Wilson rccomm.endcd 12 pi:, ~ill. that being the highest per-centage wich in the 11 per .cent I.I? 12 per cent range 
which. lie foJ.Jnd to pe J,be zone Qf _r~i150!U\blcness. Staff witness Witso·n testified µiat allowing a return on equity as low as 
I L25 per cent was ju;;tified. 

Company witn-ess 1'4ooteaµ first analyz.ed I.lie relationsh.ip between commoq stock''market and ·book values and the.rates of 
cq,uity' rcrums e,q:;e.rieocep f,y ~ l~~ grqup qfO(iCity companies. He then roaac-a disc.or,uued castr·Oow ttnalysis of invc:star 
lissumpU.oas and l:xpeetation$". After ap,pJ)'in:.; tS; per ccat factor for-the ~ t of financing and ma:rkct ;pressure, · Montcau 
concluded tlult tho ov~ of his d~6uqtcd casl'i-flow catcullltions- wm. L4.86 per cent. Witl)out ever precisely S1aling the 
deriva.fiqr:i of l;u$ rc90fnmend.~uon. Mdntcall found a, cost o_f: equity ta range be~n 15 per cent to t 6·per·cenl 

S6uth Dakota F,lectric ConsµmCTS, ~bli$bcd that Mon<cau h.ld ii:r th.is proceeding departed from the methodology be bad 
titiJiz.eq. iii P.1'6p9sing !! ra~ -o( rcmm whbJ? testifying in l"!lte procccdln~ before lhc SDEC muotcipalitfos. In the. carlii:r 

·. pf9CCOOjn~ be lia.d SU~ a cdmpans'on-bf:-eami:n_gs appro_acb. On the ground th.at lhc 9(;~ mcasare llftbe COS( or common 
.eq..uiD- capitalized in th~ relationship of earoings to book value of i:cprcseut:afive utilities over a pcr;iod. of years. The average 
equity returns' o( his corQp~on c.ompanies, .[hc sam~ beitig r,ttilized jn this procecdJng; \Vere U1 the neighborhood of 12 pei 
ceqt o~ a. period-of years, :Hence,- if lhe aJfalysis Mepteau had u~ in the mmu6ipaj.ity rate proceedings had beeo 
recommended by fi.hn in l,his proceeding, .his recommende& equity rcwm allowance woutd not have been sigruficantl;'. highu 
than tlie 12 perccntfoi,mdfiur and(CaSOnahleby Dr. Wilsin1. · 

Sf.aJf witnCS$ Wi~n st!Ufed with a comp.i;dson t>f _the equity ~~ t>f comp~te companl~ . .- He found lha.G 44 
comparison comblaation gas ani, electric companies earned 1rom Jlis per cent to Ill peJq,ent10Q.. Jheir equity during thG 
-five,-y~ period 1970, to 1-974, ~~lusivl£- an~ that 4~ smiit[ elect® 'Utllitics of the same general size· of compaof avwged 
10-.9. j>er ceqt on ~tty in 1914 and 'beltny l2 per ~inmost prior ycms ~nee 1970. Wilson furtbcr found that 40 lnrge. 
utilities with operations "Of at least 75 p~ cent electric avemged from l' l .4 per cc.iJ.t t-0.125 PC£ cent on cquit)( eamings duii.og 
the same 1910 to J 974, inclusive, period, and' 1hal. the "Satne group of 110 with the elimination 6f subsidiad'cs otlioldiog. 
.cbm}iattl~~cd ~m 10,7 p;r cent~~ !· q~ll.er cent op eqwt).' in ~~c ti!11e p~ocf. 

W.ilson wspfi~<l tftat 9ircul¥1ty is inher.:eol (Ji viewing only CQmparisoq coaip~cs willi earnings subject to regwalruy 
.dete.rminatio* Wilson furthu- testified thB:( comparison-of-eamin~-1e.st for u.tilitics shoij}d o.or&e the only stariaard ma study 
-ofth~ CQSt oft:omi:non equity capita.I; ~ence, Wilson .next testified on-cam~ on propnetary capit~ experienced by a-group 
of ~gl}lated'business finns. He not.co tha! .these companies ~ inOte risky than company bcca.use they, unlike company, .do 
not have n1ooopoty francb.i,ses.· W.~on, ~owever, found ·that such 11.0 anlllysis would li.e helpful in establishing guiil.e!ines 
~ccming the cos~·of common egulty capital. "After compiling_.data for a )llrgC'varicty of maru.t~. industacs. *310 from 
19!51 through. the first porti.on of 1975, Wilson found ~n;r unregulat.ed firms with 11 per cent.or less .rates of return on book 
equity, including many hig~ly su:ct.CSSful ~ in more risky mdustriei T6.e all industzy average for the 196.l tp 1974 p-criod 
was I J.4 per ceat eamings on eq_uity; and for lhe twelve months en:aed September 30, 1975, the average was u ,perceot. 

On the basis 9f his compam.on of utility and nonutility earnings, witness Wilson. concluct<;d that rates 9fn:llllll on common 
equity in excess of 12 per cent were not required to attract capital or to fairly compensate oompanJ.'s cpmmqn cqµi ty holders 
for their investment 

Witness Wilson next proceeded 10 conduct a diS<;ounted cash-Bow study. He stated that the discounted cash-flow 
methodology assumes the present valuc--i.c., what an investor is willing to pay' in order to obtain a sum certain amount at 
some specified· June i!) lhe future-can be ascertained by, adding together the current dividend yield and the shares of 

-·---·--- ·· ··· . ···--·- ··- - ··-------- - -----,- --~~ 
·/-,.-;::!~.:-~t~c:<t ,;:) ~-:!1 ~' - i :,:,r-,:·(·li i~:1;i1f- :~. r·i(: c;i;; ::'i1 1.!J r.,1!fji11.c:1I U.~:r_ f.;o\/eurn::;;r,t V.J0rK!;_ 

----.- -··. -
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common stock and.the annual ·e>..-pected growth. ra~e in dividends. Witness Wilson applied this discounted cash-flow test to 
groups o.f his comparison companies, and. not to the stock of tl)e company itself.. in order to eliminate the effects of 
irregularities attCcndant with thc-~arket beha\'ior ofariy one panicular company's stock. . . . . . . .. . , .. 

Witness Wilson found d1at tlie annual dividend yield of his compariso~ companies, calculated as che ratios ofdivideiids paid 
during the year tci·'!lverage of high ano low market prices for th,; yea~, were as follows: 44 combination companies, 9.9J per 
cent; 40 eleclrics, 9.9 per' cent; 45 sinall utilitie.~. 9.42 per cent. He developed serveral annual dividend gross rates for his 
groups. of comparison companks for several growth periods-namely, 197~-74; f912-74;. 197.1-74; 1969.:..'14; and 
1964-74,..-,-and wilriess Wilson.found that rates of2 . .55 per cent to 4.7? per cent in divjdend growth were experienced during 
those various time frames. · · · · · · · · · · 

On ihc basis of dividend yields and annual dividend growth rates, witness Wilson concluded cha! the costs of common equity 
capi!al were J 1.25 per cent for the combi11ation companies, l JS per cent for the-large electrics, and.11.7 per ce11t fo.r the 
small utilities: Ori the basis of all of his tests, Witness Wilson concluded that·the cost of common equity qipita.i for company 
W11S "in the LI per ceat to 12 _per cent range, and .ruggestcd reliance on the top. of the range.to accommodate the .coinp:rny's 
thin i:qufty. ratio·. 

A critical ~lanatum forihe J:liffc;ent.rcsult TCachcd by Or~ Wils.on in"his disco.unfed i:ash-flow·.study from tlic.end atwocd 
by Mr. 3\/lonteati is thai:: Mr. Moiitcau accordi:d cqi.taf weight io the historical C);p_critncc or each.of the ten ·years used" in this 
study, whereas witness. Wilson·also made ten~y"'lr: studies but ai:cord~·signincanlly~ter weight to the data.oftht more· 
i:urrent years. · 

Witn~s Wilson found fault with wim~s Mbnteali's mclhodol.ogy. Witness Wilson pointed out that the oook vll.J.ucs of the 
.cpmpa.i:,y's CQromon s.tock is inflil.teiJ as ~ result of retention of excessive earnings jn past~ in which typical regulato,y 
fa~ operatc4 to th~ .d.etriment. of consun,c;i$ ao!S py liigh pri~ l}.l which. !;Omil31!Y th~n $QI<;! its s}la.res pr~~ 

In any event, the 11W:ket price: t>f. utt1ity c;ompaily stock. is rel;lted to many .factors that are beyond thei purview of this 
.co~i~i9.n 11!.ld !l1'l Pv.tsld~ Toi~ ~.IJlrtl~ion·i ¢QJJ1rol. For;- ~lllA wiw.e~ \~oq- µ]lc;d ~~124. to a reccqt NAR!JC' 
rep.Qrt Q!J the ·relatlve effici~~e;; ~3 i l p.f eleci.ri~ .wJJj1,i~j. ColJJP.llflX. Wll$ c13.$Slfied as fcij.ti~~ly iJli.:ffipi~\ ill tQis.·repo.t!,.
Altholigli witness. Wilson expressc:4 no -opiniQt1 on the ~ tsr f,pm~ of th'e N.AR[JC study, he 11Qtc4 ~ th~ l;!UlJe wi'!S· 
an. example o.f a fil.ctor wrucll might affect investors tliatO!ldld nest be ~IJ.liolled b)' this' commissio"n.. This colllinissioil finds 
that th~ !'AP.re CQIPP~Q~Ve sfwi~~ cqnd4cted 1'Y witness Wil$oit pro.vide ( ).nor¢ t'eljal,ie !$is ror e:stabtishil)g t1i1f~ra!o 
Dfr.etui:n Qn comlfl,On equity, die same being 12 p<:r cent · 

111.c; CQnµnission \las fQ\lDQ nothing in either tlie tffidavit of Al Schmidt nor the *iticattQns 6f error upon rehearing_ filed bj-
CQm~y which in any m!!Wlec wi11:rant any phangll i.n the previously t;nttred findings ofthu tommission.. · 

x.. 

Compll.rty argues in,itssgccificaJipns of error upon -rehearing that the. ~d.rcsult of the PUC's decision and order of September 
27, 1976, is coostitutfonaUy unlaw.fuJs Com~)' provides no specifics .to support .this allegation Up.(ess the·specjfie;s ll1'C 

contained In ~e cqmpal'ly'·s assignments qf errorwiilt ~pect to the ·components of the cost of scrvi(1e,SUcb as avcrage·vemis 
year-end rate base., i;ate of return, an(i other issues raised in l)tj.s proceeding. 

[f these are the specifics upon· wh.ich thc·company bases irs claim, i:ornpany's-daim· is without substance. The et\d result test 
is not a discmbQdied test indc,P.endent of the components tha~ make up ihe cost of service whl~h lead to the end result of the 
regulatory adjudication. If each element comprising th.e cost of service is properly detennined, as this commission has found 
that they are, then the end result is likewise proper. 

l f tho spcci~cs of ·t~e company's 1:nd result argum~t rest upon the anegation.s or the nffidaviL of Al Schmidt wherein. lie 
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asserts that the rate increase authoriz~ by the com(!lission does not provide sufficient-coverage of_prefeJTed slilck dividend 
requirements to permii the· issuance of additional preferr~ stock Che argument adyanc]!d by company still has no merit 

<;:.Qmp:µiy assumes that 'the covcrag9 i! computes, ~ming, argucndO',· its computat,foru ~c ~ibl~ and reliable; is 
atrributablc IP the inadcquaey. of ~ rare inc~ autl)orizep by the CQmmi~ion. ll!e fact is, howe,ver, that the level of 
'Cifmings 1s not deterrnipari~ o.f the CO\'.C{Sgc level·. A salis~ctbcy IC\'cl of ~ill~. which everyone wo.uld a;grce P(~U~ ·a 
fair rnrum. dpcs not mean Iha! cov_c.rnge will be at a- satisf.1ctory level. Co1JJpaay's witness conceded (!iat-dccliniog coverages 
do not necessarily indicate an inadequacy ofeafl!ings. Any financially hea.lthy company tan beltard pressed to mce1 coverage. 
requirements on ·o_ccasion. 

c;;overage IJ!.vels are primarily influenced by_ lwo faaors. Fl!lt. by the level of the-interest costs; as il increases, coverage.will 
~ecline.. TI1is resull"wifl obtain even though ~vcra,ge in po!lars may be,substantially. greater. than in· the past. The .evidence 
before this commissioq so reflects this result: Secondly, and more importantly, is lhe debt ratio; as thc·dcbt 111tio increases 
and I.he common. equjty ratio l;ecomcs lhi'nucr; ~vua~ ·declines. It is conipeny's lo\Y equity ratio, as a consequence of its 
high ~cbt ratio, whieh Has adversely affucicd the cosl'of"both;equity and debr, and coverage. · · 

Company's witness conceded lhaf company's common ~uity ratio was •312 much lower than it should have been. In light of 
-a. long-.tcnn debt mclo. of 57.88 per cent, company's ~ess. further_~nccded tb<!;t the linnndial community. becotnC$ alanned 
when long01erm debt ratio rises above.-thc 50 per cent.Jevel. Finally, company·~ witness conceded that.a,n equity raU!l ono·. 
pet cent is da!1€cr.ously low, although compa!ly's e:qu!ty ~tio is only27 P.U ccot. · · 

t'.$ the evidence unequlvocaily demo.nstraies, company's coverage is" not atto"bi.tfable to fue level· of the rcv.cnao increase
-authorized by this com.mission. The-.relati_vely.low coverage ratios.orb die result of company's-own deliberate course of.action 
and conduct in . the Issuance of debt securitid. 'tis _incumbent upon compaby · ,o ' tcfiredy its common equity ratio -and ·to .. . 
reduce ·its long-term d9b~ ratio~ This commi.ss(on ~ fully coiisidci;ed oomp:my's--ccwe~e r.equfrements. in rcachin1fits 
gccision i~ this proce#n~ . 

:while coyeragc pro.visions of company's. indenturo and aitic'ies of incorporation are considered, lUch. provisions, befog lh.c. 
TCS11lt ofprivatc agreements, nns:i in many cases entered. into in .Ihe distant.past, caiu\ot be pcmiittcd to dictate cxcess!Y~ z:atcs 
e.nd iva:y-not be titilizea.~o-, i_n-effcct, usurp this.commission's re~atory duties.and cesponsiliitilies. 

This :rommission. finds that ihe end .resu[t of our decision and -order .entered today is bo_th ~nstitutioaally soi.ind illi 
establish~ just 1:II~ i:cason~ble rates. · 

Affu!avit of ~l 8_cl11ni,dt and Exiilbl!s Aitaclt_eef Tliereto 
1l1e affidavrl of Al Sclunidt makes allegations. about the .~ffcct otlbe coqiinissioo_'s decision ilnd oi:dcr c1.1tereq <in .the 27th 
da~ of Septembcl", l97,6, and purpoi:ts ~- rely. !1PQn· tfie ~i.bits app~cf¢ ilieteto fo~ support of~dallcga~ons. Ho1'{cver~ if 
ure.CJdiibits were to. ac:ctirately_ ana clea,rfy ~tleet the-eltect otthc~coJt1irlissioq's prev1.o~ly cn~r:ecid.Ecision ~,f:btjlct, Ai4 
exhibits woulcfJiave.· lo ~ based upon tho ·principl~ adopted by the commi.ss{on in ,µid d~cision anp. ord~. It is obviQ~ thal 
the cxhioils do riot so 'feflect lliose ·p!ll'lc:iplC:S'· For CXAIDple;the ellhlbi~ are based. upon an end-of-perlod rate base ·wbt~ 
the corriaiission· founci tha( an il.verage rate b¢ie .should be ~ i.n ~ pro~g. With respe9t to. woddng cap~!. the 
exhibits do ni>fappear 10 ln. any tnaniicr rcH~t the effect of the ~$.ission's decision and ceder, Th~ ck!u"b~ refll!ct rax
normaliz.ation whicli tnrs commissicin' rejected in its decision and order. 

Exhibit No. 2 does aot re£1ect. the total earnings of the company, since it is confined lo the company's electrieit i.s· confined to 
the company's -electric operations. Earnings per share of common must, of course, be based upon the· totality of the 
comp_any's operations, including the effect of company's gas operations. 

Exhibit No. 3 purports to show that the rate increase authorized by this commission in its previpusly entered decision and 
- _ ..... .. ~,""'I~ -· .. ----- - -.-. --·- .. . .. .. .... - .. -.. - .-- . ~:--·-; .. ·-. 
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order produces inadequate preferred stock coverag_es and !hereoy does not pcnnk the issuance- of addjtional pr.eferred stock. 
Exhibit No. 3 eoniains the same fallacy as dia Exhibit No. 2 iii !hat it o.ocs noJ gi~~e e.tTict to 1he locality of the company's 
operations and earnings. Again, !he ability to issue ·preferred stock is related ' to _toJaJ. comp;i.ny ppc"rations.and revenues._ 
Moreover, tiol11 said exhibits are based on oudgclcd Ogures and • 31;; tier not rca1istiea1Jy represent tl!c reid!ts or actual 
company opci'aCions. /I further illustration of tl1e u"rcliability of the p~ffcrred cx.hibiL~ is that; porilaincd there.in, iritc~cst is 
sho,vn on bank loans at 7 per cent whereas .said interest on-bank lei.in~ in 1976 ~~ 1.ieen. ri:ducc;d significantly below thai 
percentage: 

"')"he cxhibi~ are· al~o based o.n a pcri,od which is nor the test period ai:lvance4 by th!: coil).pany ii) this proceeding. moreover, 
the.he"a('ings tx:for~ this cpmmissioh on ~mpanx·; ap_plicali<?n "!'ei"<: bascd:upon said tcSt.~i9d an9,1.his cqmtnissio.n c.n~rt!I 
its decision and ordc,r on th~ 2?t.b day of l:>ep!~m!>er; 197§, in r_egard thereto. 'Heir~. the· commission frnds lha.t irs dccis19n 
and ordl:r cntc-r~ today as wel.1 ~ i~ p~ously ~ntercq dqcision and o~er must be. evaluated ,in lig_ht of lhc cviacnciary 
record bcfor:c tl wnich was l,>ased upon the rest period. advan1:e1fbfc'oqil?any in this procc~ding: 

Many of the 11-lleg;iti9ns cont;aincd in;·the affidavit of Ai Scfun~t llte als9 m[s)eacilng.. :For ex.ample, Par XIT of th,c. affidavit 
~ens that l~c ~mpany ~upported nnnual ~lcqlric revenues of ~31, 978,~49 whereas -the- commission's- decision and order. 
entered on tl!c 27th day of Sep~mbci:, 197G,-resulr~ in nnnual clectnc. revenues o'( $24,847.542, re.sullit\g in.a rcd~ction of 
rev~ues of $7, I~ 1,007.. However, there wns no 19<l~ion of S7, 131:,007 'bccause lhe company .did not file Jell¢ ·scli.edulc-s- lO 
P.ro_duce annua!= electric. rc~n~es of that magnitude. 11ie a!)l)ual n:v~nue ~uction from that ~~ for bf compan.r was 
apprax-lmatcly, $3, 750,000. 

At Par X\!T,. the affid3=vi~ of Al S~mi~t~le_ses Jhat f?:xmoit No. 4 t!em_onstrat~ that ~e company 0

has-no(b~n:;abfo't9 ~ 
.. tb~ 9.23 P.e.t .GCnt tate pf re~urn l!utho~ by the co~m~ion. based on. clectric-ra[es11nd end>af-pcriod mte base 1111d that a . 

rctum'Ofon.ly 7.31 pci;-:c:ent on o.om~y's cnd-of.:penod rate base fortlie twelve ruontbs coded September 30, 1971, willbc 
rcaliud. The J;Ommissfon has al~dy-averred J'O several defects containe4 in ·Exhibit }lo. 4, !µeluding the nici t:h..t it is not 
l,?ased tin"tl!e (CS( peri<><:f, adyo~ by. comp~~ t!urin_g the hCl!riJlgs on !X)mpany's application, sai~ test period having been. 
ad9ptcd by the commis_siotL kiditioal!,l)y, t,he ~cgailOl\5-8rC b~ed·oii. pas:iti~os ofc~mipanr wfiich have been rejecteq by this 
comtnis.sioa in (CS.proviotJ.SJY entcr:cd d~is!on Md'order, -suc:b as year-end rate base. l;inally, the .alleged eamings arc not 
actuat· earnings for the period utilized by company.. Bamin_gs. are higher, .of "c9ors~ oa an average rate base llnd on other. 
princlP.11?:'i adopred by this commission .i!i i~ pr::eviQusly rcndered!decision and l?fdet'. · · · · · · 

ft is intcrcsti~t to· n~ tlw.t company's ~ual reports· to stockbold~ retltet per sh.are earnings on· the- basis. of the. avera,,oe 
nismber of s~are,s 9utstanding· durinj{ the year. Company and th.e inv.c$lcnt cxn:nmu.ni!iY recognize !he necessity for same in. 
that ~ng power of capital i~ prowly measwcd oy i;elaling,;~~ durj11g a particularpcciod to lhe avcrag~ invesqncnt 
qwing that'pctiod. Company's ,:oo~cpt in this.cas~ of meastttittg~Mues during a lestperlod with lhe inves.rment Je¢ls thai 
i;xfst at lh.e. end o[ ihe peri_,os ·is; ~te~l_e ~cf ~oes not~ llny manner r:cflect.a J?ID~ matchi~of the c:uniags c:iapability of 
company's i1;1vestm~nt 

Other portion~ ofche affidavit of~ Schrtµ'd~ simply:rclte~e t.fie ,argumeats.previously inado to. this commissron wllicli wcro.. 
rejecte9 i~ this commissiqn'~ cieclsion and" prclet cntctc4·oti the 27th day.of September,, 197.6". Toe affidavit ~14:.tin.o.refatcd 
exhibits p~vide _no· yalid test for the coinmission'S'.'previously en.tetcd decision and ordec- in•Ulat said affivadit 11ni:Lcxhibilx. 
~ bas~ t.!pon ~jcctC9,. ~d inV3lid princi.J?lc"S. · . 

Fin!l11y, ~e c;ommission feels that-the submission of"informatioo filcil by i;ompany on the: 171.b day-ofD~inber, 197-0, as 
well as i:lie rcoen(ly filed.lfoiein'f>er, 1976,·monthly reportcoricJusivel)> c.stab.li$li'thfi$erenCumeliability ofl.!teafqdavitand 
related exhibits of Al ScJuhidL Moreover, saia submission of ffi[ormatiol) fµed 1:iy company on the 17th daj of-Oecember, 
1976, fiµther estabTishes tit:¢ the allegations .contained in fue affidavit nnd rclan:d.cxhioif.s Qf, Al sclurudt are 111).founded and 
UllSUpPQrtcd, 

The commission will nor fur$er elaborate upon each and 'every inaccunu;y, inconsistency, apd misleading allegation 
contai~ed therein, but simply finds tbat said affidavit an~ related.exhibits are botli mc;ritfcss .and iocrcdulous. The.commission 
further finds that the submission of the affidavit and exhibits. of Al Schmipt. and tb.(? sUQ.sequi;nt dev(?!oprp.cnrs rclatc:d thereto, 
require this commission to direct staff to initiate a complete inve.stfsation of this eotirc ,matter. 
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Certain issues have not been contested bx cor,t1Pany, sta.ff. qr SQ~. aod will therefore require no further elaboration berei!l. 
as they aro hereby a~opted by t4is c9m_mission. Toe comm.ission, on the basis of all of the testimony; exhibits; briefs, and 
arguments, and ·tfle entire·record iri chis proceeding, iol:luding all matters submitted lo the commission on rehearing,'Liereby 
enLCJ"s its findings of fact and conclusions of law as follows: 

Finiiings of F11cr 

L 

That the discussion and analysis. above set forth is hereby incorporated !lS: if set forth i~ full herein. 

n. 
Thal the commiss!Oil hereby readopts and· reMfums "its Findin~ of Fact Nos. I to XXXI. i?ciusi~e; ·and JOq(lII to ~VII, 
inclJJSive, entered on the 27th day ofSeptember, 1976, in the comrnission.'s aecision and order, and that the· commission 
rcscinds:Findi.ng -~ff.act No. XXXll contained therein. . . . . . 

m. 

That the specifications of error upon reheating and the allcgi!tions in the affidavit-of Al Scbmidt anii related exfu"bits are 
'Yithbut m.erit and arc unsupp.oi:focf in th4 ~rd l>efoce this comaussion, except fur the col\fentioo of company !hat the 
tegulacoty--cxp;cnso-adoptcd.by th~ conun~n sh6uldJiot bo.amoruied. · · 

Conclllslons of .law 

L 

TIJe corom ission. hereby incorporates the above !let forth dis.cussfon and analysis as -if set fonh ia full herein. 

IL 

The commission h~y readopts and TCllffirms its Conclusion qf Law Nqi;. ( to )a(, inclusive; and XXII to XXXIII, 
inclusfve, and hereby rescinds Conclusion ofLa~No. )9g,._ 

That Coqclusion of Law No. XXXIV, ~cept as hereinaftei- provided, is h~by incorporated as if set forth in full herein. 

ry .... 

That Attachment No. I, Appendix E contained in Conclusion of Law No. XXXN is rejected and that Revised Attachment 
No. l, Appendix E attached hereto, is hereby incorporated as if set forth in full herein. 

1//e:;il;iwNe:<r @1015 Tliornsoi1 Reut~rs. No claim to original-U.S. G~~1en1·w;cks - . ---·- .· .. . . . .. . ; 
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Re Northwestern Public Service Co., 1976 WL 419254 (1976) 
·ir~i:f?-"!f~~!-2·9:r·· --··-··· --=·· . .. ... ---·--·· ·-····-·· - --· ······ ...... ··-·.· ····· ..... . · -- - --- - ··--···- ---··· .... · ... ····-··- -·- .. ··-···=·:-.'::-,.-., __ .. . .. . . . 

v > 

That the· specifications of error upon rehearing, except as relating to Finding of Fact No. XXXII and Conclusion of Law No. 
XX! be, and the Slim? ·hereby are, denieq. 

That the allegations· contained in the affidavit and the related cxb.t"b1ts of Al Schmidt are unfound~ 11nd µnsuppq~~-ii;i ¢e 
re<;ord before this .commission·. 

VIL 

Exe:ept as modifi~ herein with rcwcet. Jo Fiw:ling_ of Fii!;t No. JOO(P: Goncluswi;i of La,v No.~ XXi and A~chm-ent "!'lo: 1, 
Appendix E, the commi~iQn's d~Jon and ortf~ entetcd on the 27th day of September, 1976, not inconsistent herewith, is 
hereby readop~. reaffirmed, and ineorporat~ as i( set furth' ia fuJl hecein. 

•:ad or l>o~wnc,,t . . 
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BEFORE THE PUBLIC UTILITIES COMMISSION 

OF THE STATE OF SOUTH DAKOTA 

IN THE MATTER OF THE APPLICATION 
OF NORTHERN STATES POWER COMPANY 
FOR AUTHORITY TO ESTABLISH 
INCREASED RATES FOR ELECTRIC 
SERVICE IN SOUTH DAKOTA. 

) 
) 
) 
) 
) 

DECISION AND ORDER 

(F-3382) 

On June 15, 1981, Northern States Power Company (NSP) 
filed with the Commission an application for authority to 
establish increased rates for its retail electric service in 
South Dakota. By the terms of - its application, NSP sought to 
increase retail electric revenues by approximately $6,184,000 
on an annual basis, which constitutes an overall increase in 
annual revenues of approximately 20%. NSP serves approximately 
46,000 customers in South Dakota. NSP sought to implement its 
proposed rate increase to become effective on December 15, 1981. 
On July 21, 1981, the Commission filed its Notice of and Order 
for Deposit and Procedµral Schedule herein. By the terms of 
that Order a schedule for the filing of testimony and a time 
f::ir hearing was established. By its Amended Order fo:r: .and 
Notice of Procedural Schedule entered on October 2, 1981, the 
evidentiary hearing set in the case was delayed one day to 
accommodate a state and federal holiday. On September 30, 
1981, the Commission held a consumer input hearing in Sioux 
Falls, South Dakota. On October 13, 1981, the formal evi
dcntiary hearings in this case . were commenced in Pierre. 
NSP was represented by its counsel David Lawrence of Minneapo
lis, Minnesota and by Samuel L. Hanson of Briggs and Morgan, 
Mi~neapolis, Minnesota. Commission Staff was represented by 

-. ~e F. Gilbert and Doyle D. Estes of Gunderson, Farrar, 
Aldrich, Warder and DeMersseman, Rapid City, South Dakota. 

DISCUSSION 

I. 

TEST YEAR 

A .. NSP Position 

NSP Witness Mcintyre's adjustments to rate base, revenues 
and expenses are based on 1981 sales levels and associated 
demands, It is NSP's contention that SDCL Chapter 49-34A 
does not prohibit usage of partially or fully forecasted test 
years. Witness Mcintyre testified that he had little confi
jence that Staff's case utilizing historical test year data 
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properly reflects 1981 conditions, and is altogether insuffi- ~ 
cient for recognizing 1982 conditions. Witness Mcintyre then 
defended his recommended use of forecasted and budgeted data 
arguing that the complexity and thoroughness of a budget 
enhances its reliability. He also testified that it is unneces-
sary for the Staff to develop its own budget but that Staff 
could fulfill its responsibilities by reviewing the Company's 
budget in light of historical results, changing conditions 
and abnormal deviations. NSP further claimed that its budget 
should be adopted because there have been no serious criticisms 
of its accuracy, it better reflects cost/revenue relationships, 
its accuracy can be assessed as actual results occur and it 
can be corrected in the process, and because serious revenue 
gaps will occur if historical test years are utilized. 

NSP Witness Mcintyre testified that other jurisdictions 
have had good experience using forecasted test years based on 
NSP's budget, and that the budget has historically proved to 
be quite reliable in reflecting the near future. Because the 
budgets are used primarily for operating, planning and conduct
ing Company business, he believed the budget to represent the 
Company's best efforts to forecast its financial future. NSP 
also contends that the budgeted data is superior to Staff's 
historical test year, and further contends that Staff's deter
minations have failed to work in the past. 

B. Staff Position 

Staff opposes the use of partially or fully forecasted test 
years. Staff Witness Rislov testified that the purpose of a 
rate increase application is to derive cost/revenue relation
ships that will be in effect for the forthcoming period. He 
maintained that historical data reflects actual cost/revenue 
relationships, and when adjusted, is a better indicator of 
future relationships than a budget. Witness Rislov testified 
that a budget is based on a series of assumptions, projections 
and guesses made by 285 department heads, and that given the 
number of people involved and the possibility of errors on the 
part of each, budgets may be adequate for planning, but lack 
sufficient precision for ratemaking. 

Staff Witnesses Towers and Rislov pointed out that NSP's 
claim that their budget performs acceptably in other juris
dictions in an allowed verus earned return sense is meaning
less because the budget becomes a self-fulfilling prophecy. 
Staff claims that NSP can and does time expenditures to their 
benefit when a forecast test year based on their budget is 
utiliz~d. Staff believes that NSP may delay expenditures from 
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one budgetary period forward in order to give their budget the 
appearance of being precise. Staff alleges that due to the 
adoption of a budget, NSP may receive rate base treatments 
months before an item becomes used and useful, yet because 
the item became used and useful within the budget year the 
budget will maintain the appearance of being correct. Staff 
asserts that the forecast depends heavily on the forecast of 
sales in order to establish cost/revenue relationships. Staff 
believes that sales cannot be forecast accurately due to the 
present difficulty in forecasti~g trends. 

Staff Witness Rislov testified that historical test years 
are not "backward looking'·' in a rate case context. It is Wit
ness Rislov's testimony that historical test years adjusted for 
known and measurable changes are sound for development of 
appropriate cost/revenue' relationships. Staff Witnesses 
Towers and Rislov testified that in their opinion, NSP has 
failed to document known and measurable changes and that NSP 
is now t~ying to capitalize on this failure by requesting the 
Commission to adopt a self-fulfilling budget that offers little 
economic incentive for being cost-conscious. 

Staff asserts in its case that they have recognized more 
adjustments to NSP's case than they have in the past. Staff 
Witness Rislov, for example, annualized non-revenue producing 
plant through July of 1981, a full six months after the test 
year ended. Witnesses Rislov and Towers additionally testified 
that NSP could offer known change adjustments occurring prior 
to the Commission Order. 

Staff also noted, contrary to NSP Witness Mcintyre's testi
mony, that usage of forecast test years does not necessarily 
limit the number of rate increase filings. Staff points out 
that NSP filed for an increase in rates: in Minnesota on July 1, 
1981, only two months after Minnesota had issued a rate in
crease Order. 

Staff Witness Rislov further 'pointed out that the Staff 
must process a rate case within six months of the date of 
filing, and that this relatively rapid processing time 
coupled with known change adjustments should make, in Witness 
Rislov's view, the test year reasonably reflective of current 
~onditions. 

II. 

INCOME TAX NORMALIZATION 

A. NSP Position 

NSP urged the Commission to abandon its past precedent 
requiring flow-through of income tax benefits and adopt income 
tax normalization. NSP Witness Mcintyre testified that tax 

-3-
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normalization better achieves the goal of equity and fairness in 
rates than does flow-through. One of the reasons given by Wit
ness Mcintyre is that tax normalization synchronizes the recog
nition in rates of the deductibility of an expense with the 
recognition of the expense itself. In other words, under 
normalization procedures, income taxes are allocated over the 
life of the plant giving rise to the .tax expense rather than 
to the construction period when . the costs were actually paid. 
Another reason given by NSP is that flow-through treatment, 
according to the FERC, costs ratepayers the same as normaliza
tion . (However, on rebuttal, NSP argues that according to the 
Massachusetts Accountants For Public Issues, Inc., normalization 
is less costly to the customers than flow-through.) · 

NSP further summarizes certaih findings made by the FERC 
in its Order No. 144 to support Witness Mcintyre's contention 
that normalization is more fair and equitable than flow-through. 
These findings are: 

(1) That normalization balances obligations to insure 
reasonable rates to ratepayers while maintaining 
the financial integrity of the utility; 

(2) That normalization is more properly cost-based 
than flow-through; 

(3) That tax normalization meets the "actual taxes 
paid" principle from policy and legal standpoints; 

(4) 

(5) 

(6) 

(7) 

That tax normalization meets the just and 
reasonable rate standards of the Federal Power 
Act and Natural Gas Act; 

That tax normalization is likely to produce more 
stable rates over time than flow-~hrough; 

That no adverse incentives are given to companies 
by the use of normalization; and 

That issuance of a generic rule resolving the 
issues will result in administrative efficiency 
and clarity which will benefit all parties. 

NSP Witness Mcintyre testified that the idea of a "permanent 
tax saving'.' resulting from normalization is not a valid reason 
for rejecting normalization because no such permanent tax 
savings results from normalization. The reason there is no 
such savings is that tax deferrals do reverse, or turn around. 
Witness Mcintyre similarly testified that a growth in the 
aggregate size of the accumulated deferred tax account does not 

( . 

( 

justify rejection of tax normalization policies because even E:: 
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though the account in the aggregate may be growing, individual 
timing differences still are reversing continuously. 

NSP contends that it must be permitted to utilize nor
malization in order that its accounting procedures conform 
to generally accepted accounting principles, in this instance 
those embodied in APB No. l ·l. 

NSP points out that its other regulating jurisdictions 
all utilize normalization and that the unique treatment in 
South Dakota is requiring special accounting treatment that 
is becoming more complex with time. Hence, NSP argues that 
because of the FERC comprehensive review of the issue, the 
treatment given the Company in other jurisdictions, and recent 
trends in tax law changes favoring normalization, the Commis
sion should reassess its past precedent. 

B. Staff Position 

The Staff urges the Commission to continue its past prece
dent requiring flow-through of income tax benefits except where 
federal law makes it imprudent to do so. 

Staff Witness Brown testified that flow-through is desirable 
because it reflects in utility rates only the actual taxes 
paid or payable and because it matches costs imposed on the 
utility with those. included. in- rates . .. Staff Witness Brown 
also testified that flow-through is less costly to the customer 
than income tax normalization. The reason flow-through is 
less costly is that customers pay currently, under normaliza
tion, for federal income taxes the utility will pay, theoreti
cally, only in the later years of the plant life. Hence, time 
value considerations favor flow-through as the less cdstly 
alternative for customers. Also, Staff Witness Brown testi
fied that the cost of capital for a utility is less than the 
cost of capital for most consumers. Since the customers are 
given carrying charges on their contribution of federal income 
taxes in advance of the payment of these taxes to the federal 
government at the utility's cost of capital rate, most customers 
will never be fully reimbursed under normalization. Staff 
further argues that because the type of deductions at issue 
recur year after year so long as there is a construction pro
gram for either new or replacement plant, each year's tax 
saving generated by construction will in all likelihood 
exceed any tax currently payable associated with the "turn
around" of deferred taxes related to older plant. Staff 
explained that the reason total taxes currently payable will 
not increase over time is that tax savings are generated 
each year, but reverse very slowly, generally over a period 
of about 30 years. Moreover, Staff Witness Brown stated 
that it is reasonable to assume that the utility's tax 
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Dated at Pierre, South Dakota, this 
ber, 1981. 

{J~ day of Decem-

(OFFICIAL SEAL) 

BY ORDER OF THE COMMISSION, 
Chairman Fischer, Commissioners 
Stofferahn and Solem: 

~/ ,,~ . 'It 
ATRIG1A de HUE 

Executive Secretary 
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BEFORE THE ~UBLIC UTILITIES COMMISSION 

OF THE STATE OF SOUTH DAKOTA 

IN THE MATTER OF THE APPLICATION 
OF NORTHERN STATES POWER COMPANY 
FOR AN INCREASE IN ITS RATES FOR 
ELECTRIC SERVICE IN SOUTH 
DAKOTA. 

) 
) 
) 
) 
) 

Docket No. F-3422 

STAFF MEMORANDUM IN SUPPORT OF STIPULATION 
AND SETTLEMENT AGREEMENT BETWEEN 
NORTHERN STATES POWER COMPANY AND 

COMMISSION STAFF 

On April 15, 1983, representatives of Northern States Power 

Company ("NSP" or "Company") and Commission Staff ("Staff") met 

in Pierre to discuss possible settlement of part or all of the 

issues at contention in this docket. As a result of th.ese 

negotiations, NSP and Staff have agreed to a settlement level 

revenue increase -of $3,902,000 on an annual basis. This settle-

ment also includes a one and one-half year moratorium on further 

rate increases,.until Novemper 1, 1984. 

I. 

Pos.itions of the Parties 

In its application filed November 17, 198$, NSP sought to 

increase its annual revenues for elect:ric service by $4,917,000 

on the basis of an adjusted test year ended June 30, 1982. On 

March 28, 1983, Staff filed testimony recommending that the 

Company be allowed to increase its rates by $1,525,000. On 

BHP-!1,-128 



( . April 11, 1983, Company filed its rebuttal testimony purporting 

to justify an increase of approximately $5,515,000. Company's 

( _ _:, 

(_ 

.... 
position on rebuttal reflected refinements to certain adjust

--men ts originally proposed by Company but rejected by Staff, 

and·certain additional adjustments not included in the Com-

pany's initial filing. 

II. 

Settlement Level Increase 

A. Initial Staff Position: 

Based oo data exchanges with the Company after Staff filed 

-its testimony, Staff conceded corrections to.its original 

position amounting to $728, ooo·. These corrections are shown 

on the reconciliation exhibit attached to·-,tb·ts .. ·memorandurn. 

It should be noted that the $200,000 flowthrough error shown 

as a correction on the reconciliation exhibit was the result 

of incorrect informat~on. provided to Sta.ff by a Company data 

response. Staff's corrected position, therefore, had the case 

gone to bearing, would have been $2,253,000. 

B. Tyrone Stipulation: 

The reconciliation exhibit also shows a Tyrone expense 

adjustment of $313,000 as an add-on to Staff's initial, corrected 

position. In addition to the Settlement Agreement resolving 

outstanding revenue requirement issues, NSP and Staff have 

also entered into a Stipulation resolving the recoveyy of 

-2-
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~ Tyrone cancellation costs. The Stipulation, dated April 15, 1983, 

is referenced in Article IV of the Settlement Agreement. The· 

Stipulation ' is also submitted to the Commission for approval 

( 

. in this case. 

As the Stipulation sets forth, the Eighth Circuit Court 

of Appeals' decision in October, 1983 upholding the FERC's 

approval of NSP's proposed amendment to the Coordinating Agree

ment between it and NSP (Wisconsin) finally determined the 

assignment of Tyrone cancellation costs between the two com-

panies. As a result of the Eighth Circuit's ruling, approxi

mately 87% of the $67.1 million in cancellation costs must be 

borne by NSP (Minnesota). The South Dakota Supreme Court's 

January 3, 1983 opinion on the Tyrone issue in the appeal of 

the Commission I s decision in Docket F-3353'·'-up·lield the Commis-

sion's disc~etionary authority to defer its decision on the 

retail recovery of Tyrone related costs pending a final 

ruling from the federal courts on the· FERC's decision. Now 
• J ' ' ~ 

that ·the FERC decision has been affirmed and is no longer 

subjeet to further judicial review, how Tyrone can.cellation 

cost's are. to be recovered from Sou~h Dakota ratep!l.yers again 

becomes a question for Commission decision. 

In light of,the Eighth Circuit's ruling requiring pass

through_of Tyrone costs tq NSP (Minnesota), Staff has sought 

to lessen the rate impact of the Tyrone recovery on South 

Dakota retail customers. Company and Staff have stipulated 

(_ . (1) to a recovery pf the Tyrone costs -(subject to Commission 

-3-
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approv~l) over a twenty year amortization period, and (2) to 

a carrying charge on the unamortized balance of those costs 

which does not include a common equity component. The Stipu-

- ,lation -also provi~es for the recovery of the deferred portion 

of the amortized loss, as required under the Settlement 

'Agreement in Docket F-3353. 

The Stipulation reflects a recognition that the amortiza

tion of the Tyrone loss commenced on March 6, 1979 (the date 

of the Wisconsin Public Service Colniniesion's decision denying 

Tyrone certification), but that the Company's entitlement to 

begin recovering the annual amortization expense from South 

Dakota ratepayers did not pegin until November 30, 1980 (the 

date of the Settlement Agreement in Docket F-3353). Thus, 

under the Stipulation the Company will abso:r-b·""the first twenty 

months' amortization expense (March, 1979 through November, 

1980). 

The Stipulation further reflects that from the date of 

the Settlement Agreement in F-3353 (November 30, 1980) until 

the effective date of t ·he rates in this case (May 1, 1983) 

recovery of Tyrone related costs from South Dakota customers 

has been deferred. This deferral resulted from the Commis-

sion's Orders in Dockets F-3353 and F·3382, Under the 

Settlement Agreement in Docket F-3353 and under the Commis-

sion's Order in Docket F-3382, however, NSP is entitled to a 

carrying charge on the deferred amounts to compensate the 

-4-
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(" Company for the deferral. The Stipulation applies the carrying 

charge formula contained in the F-3353 Settlement Agreement to 

( 

(_ · 

the amounts deferred in both previous cases. 

In addition to recovery of the deferred portion of the 

Tyrone loss, the Stipulation also provides for the recovery of 

the current portion of the cance1lation loss, i.e., that portion 

collectible from May 1, 1983 through the end of the amortiza

tion period (approximately March 6, 1999). The Stipulation 

applies a partial carrying charge to the current portion, 

similar to interest on a loan, to compensate the Company for 

the extended recovery period. This carrying charge is computed 

at the weighted cost of preferred stock plus an allowance for 

associated income truces at the prevailing tax rate, and · the 

weighted cost of debt as determined by· th·e ,most recent Commis

sion NSP rate .order. The Stipulation does not reflect a 

common equity component in t~e carrying charge. 

Exclusion of the common equity component from the carry-
. , . 

ing charge represents a settlement position between .Company 

and Staff. Initially, Staff had proposed -that-the ,loss be 

recovered over the remaining twenty-seven years of ·the thirty 

year amortization period recommended by the Commission in the 

FERC proceedings, ~ith no carrying charges applied to the 

unamortized balance . . Company sought recovery over the remain-

ing seven years of the "vari.able" ten year amortization 

period ordered by the FERC, also with no carrying charges. 

--5-
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~ ,· For settlement purposes, the Company and Staff have agreed to 

(.· 

a twenty year recovery period (seventeen years remaining since 

March, 1979), and to a carrying charge which excludes the common 

equity component. Staff believes that the exclusion of the 

common equity component effects an appropriate sharing of the 

Tyrone·loss between ratepayers and equity stockholders. This 

exclusion will not require ratepayers to reimburse stock

holders for that portion of the rate of return (carrying 

charge) which would otherwise serve to compensate stockholders 

for their share of the cost of money required to carry the 

unamortized balance of the Tyrone loss. Staff's advocacy of 

this position reflects the recommendation made by the Commis-

sion through its Witness Robert G. Towers in the FERC pro-

ceedings tba t the common equity portion a:f'.,:t"tre ,·AFUDC on Tyrone 

·cost~ be excluded from the recoverable amount. 

Staff takes the position that the twenty year recovery 

and the allowance of a partial carrying charge on the 

unamortized balance most equitably provides for the recovery 

of Tyrone related costs from South Dakota ratepayers. If 

the Commission approves the Stipulation on the Tyrone issue, 

Company has agreed to jointly move to have the pending appeals 

of the last two Commission Orders dismissed. Bot~ appeals 

are currently before the S·ixtb Circuit Court for Hughes 

County. The only outstanding issue in each appeal is the 

treatment of Tyrone expenses. The Commission's approval 

(, of the Tyrone stipulation in this case will settle the 

-6-
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1 matter ~or once and for all. The Stipulation provides a frame

work for the recovery of Tyrone costs prospectively through 

the end of the amortization period. In all future NSP rate 

cases, the amounts of the revenue requirement associated with 

the Tyrone amortization expense will be calculated on the 

basis of the Stipulation in this case. 

C. Update to Staff Position: 

·The reconciliation exhibit shows seven amounts listed 

under the heading "Updates". These represent amounts which 

Staff accepts as valid add-ons to ' its initial, corrected 

position. Staff's acceptance of these amounts is based in 

some cases on refinements of adjustments initially proposed 

~ - by Company as part of its application but .rejected by Staff 

- ....! 

(_ 

, • I • • • ~ ;.;_ . •• 

in its testimony. The refined adjustments were included in 

Company's rebuttal testimony. Other amounts were included 

initially in Company's rebuttal filing. One was presented for 

the first time during . settlement discus~ions. All of the 

amounts reflected as updates would have been accepted by Staff 

had the case gone to hearing, A brief description supporting 

Staff's acceptance of each follows. 

Fuel Stocks, etc ~ 

In NSP's rebuttal presentation, the Company updated the 

average balance of fuel stocks (repriced}, materials and 

supplies and prepayments to reflect a more current thirteen 

month average. 

-7-
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("" Nuclear fuel decommissioning 

(. 

(_ . 

In NSP's rebuttal, the Company included an additional 

month's expense associated with its nuclear fuel ·decommissioning 

so that a full annual level would be reflected. The initial 

filing reflected only eleven months of costs. 

Pensions 

The additional $12,000 for pension costs reflects an 

annualization of NSP's current pension accrual, which the 

Staff had initially not reflected on an annualized basis. 

Inflation 

NSP's initin.l presentation included no 11 inflation" 

adjustment. On rebuttal, howev.er, NSP introduced such an 

adjustment. The $110,000 reflected as a part of the settle

ment was constructed similar to the manner in which other 

"inflation" adjustments which have been approved by t .he 

Commission were constructed. 

Split Rock Substation 

Initially, Staff deleted th~ adjustments proposed by 

NSP to annualize its Split Ro~k substation investment and 

associated costs because NSP had not taken ·into account 

acknowledged load growth which would be serviced by the 

fa:cilities. At settlement, however, t·he Company agreed to 

reduce the amount of its claimed costs by a growth rate, 
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~ thereby accounting for its anticipated load growth. NSP 

also outlined more fully at rebuttal that certain aspects 

of this facility mitigate towards considering it as a facility 

necessary to assuring system reliability more so than one 

which accommodated system growth. 

Storm damage 

Initially, Staff took exception to NSP's construction 

of a five year period to develop a five year average for

storm damage expenses for inclusion in the cost of service. 

On rebuttal, NSP updated its five year period to the most 

recent five full calendar year period thereby applying a 

calendar year uverage consistent .with past methods of 

~: averaging these costs. 

:... - } 

Non-revenue producing plant 

Initially, Staff included non-revenue producing plant 

additions which were in-service as of January 1983. With the 

passage of time, NSP was able to update these additions to 

a period corresponding more closely •ith the .date that 

rates established in this proceeding will be effective. 

D. Settlement Issues: 

Were ·this case to go to· hearing, · Staff's corrected and 

updated position would be at $3,096,000. The reconciliation 

sheet identifies three additional amounts as "settlement 

-9-
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position changes". These represent issues which Staff was 

willing to agree to for settlement purposes in exchange for 

the eighteen month moratorium in this case. 

Excess capacity 

The first represents a settlement of the excess capacity 

adjustment initially proposed by Staff. Instead of the full 

excess cnpacity~adjustment of $361,000 originally recommended 

by Staff, which was based on the Company's average investment 

in generating facilities, Staff has, for settlement purposes 

only, agreed to an excess capcity adjustment of $157,000 

based on the Company's investme~t in oil-fired generation only. 

This settlement position change adds back $293,000 to Staff's 

position, the difference between the original $361,000 adjust-
, 

ment and the settlement level adjustment of $157,000. 

Return on equity 

In exchange for the eighteen month moratorium, Staff also 

agreed to an increase in the allowed rate of return on equity 

from 14% to 14.5%, for settlement purposes only. Staff would 

point out that 14.5% is the maximum return on equity ever 

granted by the Commission in ·a gas or electric rate case. 

Therefore, Staff's position for settlement does not exceed 

any previous Commission Order on this issue. 

Additional dollars for extended morato·rium 

In order to procure the exte.nded moratorium agreed to 

under the Settlement Agreement, Staff agreed to an additional 

:.:10-
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~ . lump sum increase of $297,000. Staff finds this to be a 

( : 

reasonable price for the lengthy moratorium agreed to by Com-

pany. 

Moratorium 

·staff places a substantial value on the eighteen month 

moratorium which was obtained by entering into this Stipu-

lation. 

Based on evidence which is contained in the record in 

this case concerning the level of non-revenue producing plant 

which NSP expects to place in service during the remainder of 

1983 and concerning other changes in its costs which are 

expect~d to occur in 1983 and beyond, Staff does not find it 

unrealistic to expect that NSP would file anotber rate 

increase request as early as ·November 1983, absent a moratori!,llll. 

Assuming that NSP at that time could justify a rate increase 

of at least $1.8 million, which does not appear to be an 

,unrealistic assumption, a rate increase of that magnitude 

could go into effect in May 1984. However, tbe moratorium 

would forestall implementation of this amount .until November 

1984, a full six months. Delaying the imp~ementation of a 

minimal rate increase of $1.8 million on an annual basis is 
. 

worth $900. ooo 't"o ·customers. obviously~ the gre.ater -t -he .. 

amount of the rate increase which could be justified, the 

greater is the value of the moratorium to the consumers. 
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Dated at Pierre, 1South Dakota, this ]o . day of Apr.il, 

Respectfully submitted, 

WALTER WASHINGTON 
Assistant Attorney General 
Public Utilities Commission 
500 East Capitol Avenue 
Pierre, South Dakota 57501 

On Behalf of Commission Staff 
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REG PU CH 5, 2005 WL 998367 

Th_e Regulatio.n of Public Utilities. 

Thcorr and Pni'?°ce 

Copyright( c) Pliblic Uiilit.ics Reports, Inc., 1988" 

Charli;s F. Phillips, Jr. 

':'art I_L Th!' Thtoiy of Pul;,lic Utility Regulation 

The Task of Rate Regula tiod 

'fhc Phases of-Rate Regulation . . 

Theodcs ofRl;gulalio11 

Commission P111ced1tres 

Rate-ofRetura l)ctecmfnadon: 

The FERC and S~ment Proaedings. 

Some Obsecvations. 

Summa()' 

We are ruklng mta;f, of rf!.gulallo!' whe.n we ask 1hot ltJ,ollU1_V the ,ruidi o[ com~lll1on. A_s 4mer~. we have setup ci J)~Clll 
that lnaicates_ we have: lilllefailh ill u:ono[ftlc planning by the govemn,enL Y el, !Ve are askitig_ our regu.lalor$ ta exuci.re tM 
ftidgment of thousands of consumers in tllf! evaluation of our efficiency, servlce:, OI1d lechnlcal progress so thai a falr projiJ 

can be determined. Fair regulation ls 11ow, and alwayiwill be, a arfficulc proas.s. But it is not imprusible. -Ralph M. &sse al . . 

-'----------,-.....:..--. ....;.....'-------'"---------------------------·-
\1\'ESilAW © 2016 Thomson Reuters: No cl.iim to.original U.S. Go--,emment Works . 
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or commission· n:gufation, for lhey Jack prcdictil'e >mJue. Bui !heir -development, uspanning more than two d~des, serves. 

to indica1e the growing importa11ce of eqllily-r;elated issues as an explaC1ation of the motivation and objectives of n:gulafory 

agencies." 70 At the san:ie Limc..as will become readily &pp\!TCfll in the following chapters,_'tlie deb3te continues over the relaGve 
weight co be given by regulatory agencies to:equity and fairness considerations vis-a-vis. efficiency solutions. 

Commission Procedures 71 

Commissions, as _f:lrevjouslr discUSsecf, .have considerable !'Othoi:ily to. tt_&ul!l!C the .earnings and. ra(CS of ffiiln.J import~! . 

industries in I.he e1:9nomy. Muc:h oflhcirwo{jc originates in requests ftltd by puQ!ic utilities ll.nd in complaints made by customers · 
or.c.Qn.1pei:ito~. A f.Q.ri;nnl p,~ding may .be Initiated by either a·commission or a public utility. In the "3ckground ofsud1 a 
proceeding: "is a network-of stale an~ falcm\ <:0nsutu1iomil_ pro\'isions and ptj.n,cip)cs. g~eral Md specific' st:il.utcs-goveming 
prix:tdutes ';;nh~ sfo\c and fee!~ revels, !he ru1C$ nmf regulal,igns oft.he cqnimission, prior opinions or'thc1:0mmissioa. and 

prcced~~ ~nd usages in othi:c states.'' 12· • 

TI1en: ere two types of proceedings: !"rule.making" and "51djqdj_~6ry.". Rule-making procw:lings,arc usuaJly l~islalive in 
c ff~ ll(lc! ar,;, i'rii.t[a(P.3 for tl\e l)U[J)QSC o.f establishing procedures, policies, nnd practices ( e.g., rut es of pr:tctiee and procedure-for 
pcr..ons and entities doin; business with the commission, UJ!iform systcmS"ofaccotnits, a_llowcd ~clatloirrnlcs'; and safety 

~dards) orto invtstig?!C'UJ>!!C11foJssue {e.g., p~ptEpri~ing principles, adv~ practiccs,Jm~ co~po prp~'il) 
R~le mak{ng ~eriaally .is applic:ible to a large group of affected partiCll and is always looking to lfie future. AqjudiC2li.on is 
initiated for the purpose of settling a coritcstcdissue an<fgencrolly relates to M . action \vhlclr took pi ace {n lhe pas(. In c<itltrast, 
io !U!e making, adjudication always involves specjfic;ally naJn!=(I perspris dr-entltics. • 

.Rulc:.-maldng~d 11djud1ca!bry P.a>cccdings may be either formal. ("'on !he rccordj or infomw ('"otrlhe record")_ 74 Contested 
issues tne ~cal~ wi"llt bY. (om:!al tn'\lthOds;. custotn~ toinplaiills generally arc bmidlc4 liY {ofo~ rQcMP4s. ·/. lJll~mnking 
proceq[in~ lll.11.y.Orm;iy·no't requite a formal hearing. depcndin}; dpon \hc.11pplicablc statutory ~uircment In recent ycaa, with 
workloads increasing.rapidly, lhcrdmvo been sevcai ~P!S .IJladc to shorten fomutl ~ · · 

Jade-111axlng Procedures 15 

tr the relevant stntute ~ires a f'olTtlal heating fn f Me-nWdhg, )noce¢ing. Sl!c;I\ 11 procecdi.ng. wtJi,;: legislii.tiv~ in nature, 
b!comcs II hybci(l.and a~proxim$;$ the acyudicatol}' h¢aring:lll gs:ncral, rulo-making proccedin~ follow the prov.isions of the 
Fed~! Adrtllnistntlivc Pn:x:c:dureA~ wluch pro~dcs! · · · · 

Ser; 553--Rule Making 

(a) This section appli~. a¢.9rc!ing to the provisions thereof, ~pt lo the c:xtelit that there is involved -
{I) q miliJ:ary or fo~ign·affafrs function of the United~ or 

(2) a matter tel31tin.~ to J#!,r::JICY manag~ or ~Jllld or to public property, loads, gri!nls, bene6~ or .contra~ 
(b) General noti~ o f j)co.Jiosed rule milking sliall be pulilished in the Fede.cal Regisru, unless persons subject thereto nre 
named and either personally ~ecvoo or otherwise have 11ctuhl notice lhereofin 11.~rd~ willf law. The '!Otice ~I ii:icl~d~ -
{I) a slatemen~ of tI1e time. place, and nature of pilblji; {ul.o-:m*ing proccccr111gs; 
(2) re.fetc.(lcc to_ the Jegill aull\or{ty. unacc which the rule is·proposed; and 
(3) ciiher the lcrfrui or substance of the proposed rule or a 'dcscriplion of the subjects and issues involved. 
Except w!ieo notice or'l,cafi!lg fs ~ired by sta.lutc,Jhls sub~ol}. docs not 11pply - . 
(A) to interpretative rules, general statements of po{icy, or rules of agency organiz.al.ion; procedure, or practice; or 

(B) when _the asericy for g~ cause fjnds(anC, incorporates <he finding and a brief Statemait of reasons the:n:ofin the.rules 
issu~} that notice and pubiic p('9ccdure thereon lire impracti~ble, unnecessary, or controry to the public inlcrcsl 
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(c) After nolire required by this section, the agency shall give interested persons an opportunity to pa11icipacc in the rule 

rnnking through submission of writ!en duta, views, or arguments with or without opportunity for oral presentation. Aficr 

consideralion of the relevant rnactcrprcs~tcd. chcagcncy shal l incorpoi'al.c in th~ ru!es adopted a concise ge~erals_talerncntof 

their basis and purpose. When rules are requirct1 by statute to be made on the record after opportunity for aii agency hearing, 

~ions SS6 and_557 ofthis1iqe_apply instead ofthis·subsei:J ion. 
(d) The required publication or service-of a substantive rule shall-be made ndl l!=SS than 30 c!ays before ils effective dale, 

excep!-
(1) a ~ubst.ancivc_rulc which grants or recognizes an exemption or relieves a restriction; 
(2) in!erprctstive rules and.s!Rternents <ifpolicy; or 
(3) BS Other wise providcd·by the agency f(I(" good Cllll?_C found and.published With the rule. 

:(e) Each agcnC)'.·Shall give an intercste.d person the i:ight !O petition for th~ issu,ancc, am~dm~t, or repeal o_f a rule. 

Rulc-maldng prqcce.dings, particulnrlx where- a· form:il hearing is not required, may be relatively brief, Further, many· 
commiS.$.iO~ "have a ·~n.stitucnci - the groups for Y(hos~.particular bcnplit thcy'Opc;rnCC and the groups whose conduct the):' 
regulale:. These more often lhan nol are otgaaizid. Their organin.tions ~ CO.llStlltcd and infolllled during all stages of the 

tulc: mnking." 76 As already n"oied, rulc-rorudng-procccdings have been widely used for su.cl1 purp.QSCS as esWitishiog .unifoan 
systems of accounts and safety. i:egulalions. But there has becit a~ lowaro using. such proceedings for other purposes. Two 

c:,cam_p.les are. illuslrative._ 

Natural Gas fri~ 

.Ia 1974. lhe fedc:ra,I Power Com1I1isslon·establishcd a single.unifonn national base cateforlhe wellhead priceof"n~ natural 

~ in ~ rul~aki~g procecqin~:77 In. ilS A-pril H, ~97j__ noti~ o! pro~~ rul.(>ttl.3!dng. tbC; ~mrnlssio~ "made all Iarg~· 
prodacecs ccspondc:nrs fQ llu: rulc:-rnaking propeeping, prov1d'~ foe lhc stibr;n~Qn. Qf ,roU@. coinmqi~ £~l>ru.i.Ucd. \!!1,c;!g~tli} 
from ell in~cd parties and the pa med respo_r,idcn~ 1111d \'fllS ~mpaolcd bya~swdy OI\ lheC$limaicdnalionwide coslor· 

finding and produciog new no!lassociated !]atllral ~-supP.lies.." 78 The rate orckcwas subsequently a.ffinncd, 79 as was another 

nati~nal 111teorder,~ucd in 1976:.80 

Since 1978, Jh1Hnters1atc! Commcic:c: Conunission has sel a s1ngle overall rate of return for the railroad 1ndustry ,using a rut~ 

~~ng ".IPP~ch. 81 The_ ind~ld~ 17!-te Pt ~~C:0-~ u~ year, nic procedore~ asronows:: . 
-All c{l!SS l railrba~ !ll"C ~tomaQcaJiy made parties to the-proceeding 8ll.d ot(tcr ia~ parties i:ne,y ~clpalc it Ibey 
wish. Notice of the eroceeding Is givcri by AJ,ril 311 or cacti year, Bttd.Ui~ rnllroa4s, indi~d~ntlY. or'c:ollet;f.fvc{r. lll'C q:quircd to. 
file co.st ot:.capi(lil evidence by June ~O, Reply comments are pcnnitted., indocfing cost otcapital e\<ldcnee.:ancl lhe nuini:ids 
~ giv~ ~-~pportjmity to (tie r~uUal -~cats. The ICQ teg~Jat,ions-indi~ !!te type of daca. h:qu{r¢~o· bt fi)cd as 
evidence (e.g.. dclit costs, pec-i:eritof capftaUinanccd :with debl),:but' lhe rcgulations do riot prescn'bc ani parucula(lixfuu'que 
(or.~g lh~cost-Qf capital. The partlcs ~ permit,teg !f>~o(1.Sfralc llie cost of ettpital !" ways ~~ most~ithl?lc. 

under concfiti.ons prevniJing._at the time of a particulat proc:cafmg. 
~y"~go!icr 30: the ICC ISSI.ICS its dccisibn setting (he industymde t:tist of capital, The sinsfe cost of eapriiif figtltc _ .may, be 
used by niilmads in Lb.cir.rate fiiings; or the ICC ~ authorize departu.~ll'Ofl) useof(!i.~ rate oi:~m tor·incflVidual C!fl(oads 
if\varraritcd by .special. circumstances. Railroads are 110! al lowed lo use-some R()Cti6ii of the ~e·of rel~ 11ke Qtc cq\lily 
rate of return, and apply that to their individual capiial sttucturc. lf dc:pacture from the &~erii:ally dedvecbute or return is 

P.CfTllitlcd, the railroads QlUSl use individual comp,any data for lll~of~e components of the overall rate or return. To date, no 

requests for Waiver of the regulation have been made. 8:2 

Acfiudicatory Hearings 

WES TL AW 
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Formal adjudicatory hearings are generally held to settle contested ~sues of fuct based on the c..-idence produced at 1he hearing 

(i.e.., based "on the record''). The adjudic:acory provisions oft.he.P'cdcr.il_ Administra1ive Procc:durc A_ct provide: 

Sec. 554. Adjudications 

(a) This section applies, according 141 (he provisions tha-eof. i11 eyqy ca;;e of adju.dication ·r!Xjuired by stalu[c to be.determined 

on the record afier opportunity for M agency hearing, ~cept to the cxtc:ntthac Ui~ is involved -

(I) a matter subjc.c:l lo a subs~ucpl tri~I ofUt~ law and the fa!=ts de oovo ii:i ~ eo~1!:;, 
(2) the sch:cliqo or tenure 9 r~n employee, CJ\t:i:pl an: adm.inis\roUVe Jaw judge llppqlnted under Section 3 I 05 of this til!e; 
()) prooccding$ in which.decisions rcsc solely on inspections, tests, orefcctions; . 

.(4) th: conduct of m)li!nry .or To reign. nffa\rs func:tior\S; . 
{~) cases in wbiclJ an agency _is 'l!c:lirig ~ an agent for II court; or 

(G) the certification orworlu:r rcprc.scnlativcs: 

(!,) Pcrsons.cn).illed to n~tiee of any agency hearing shall be timely informed of -

{ 1).1.be timc,.place. anp na1utc of the hearing. 
(2) Ilic legal:authonly and}urisdi¢f:ion,.mdcrwhich the hearing is t~ be he!d;_~ad 
(3) ~e m . .ittcrs or jjfct 8!1~ law assqttd. 

Wbeo privale pcrsqns are th~movinfo parties, olhcr p:irtlcs. ~the proceeding slnill givoprompl notice of issues· controverted 
in fael·ol' la\v; and in olhC( ios.tasic:cs agcnci~ may br rule rcquin: responsive pleadin&: «! foong-ih.e-uine and place for. 

bearfogs, ·puc.~ s)lall be ha4:fbr l,be convcdicncc ~ necessity of the }la,rti~ dr !heir ~_cntativc;s.. 
Cc) The egenty shall give'all intcrcstcdJ>3riic.s' oppori1.11\ity w'-
(1).th~StJ~mlssion and:wnsidcraUon -offaci:s; 11~wnents, off~ ofsett!emeat, or proposals of adjustment wh~ time, !h!f 
}latllri: of~ proce¢.jng. and the public intt,rcst ~I; :\lld 
.(2) to the.'.cx1.ent that tiie partics-nre unable so to determine a controversy bj consent, hearing and decision on notice aod in 
accordancc.wltit Sceclons 5~6 and ~7 of th~ 4ilc: · . .. . · 
(d) llio gnplqyee }!/hQ p,esi~ ,i \he rm;pti.011 QA'vi®.11~ J)Uffil!!llt (q !r~oil ~-~<i Qf QiTs l.llf:c$Jla{I rri.al-e·th~ rci:orarncndea· 
decision:C?r lnlllaJ_ dccjsion rcqutrcd by Section ~Si t>(tlth ~ti~ unles;s he ~ccomcs onavallablc-to the a1,1~cy~ ~c:q,t"to1h~ 
extent l'Ujtlirc;d (or (he q!SpQ$i.tion gf ciG.partc maucrs as llllthortzcd by law, 6Ucb. an ~P.fo~ 1112y n6t-

-(1) consult a person o'r'party on a fact in issue, untess on no"ri~·anctopportunily for all parfics to participate; or 
(2j be re:spqnst"b{e io·or subject.to. lhc supcrvfMorr or diicction of an empfoyee or agent engaged in the.performance 0£ 
iHy~tl!a~~e d~ i'~~ting: futlctrons f~!'. an ~ency. · · · · · 
An an;plO).Cc.c or agentcngnged in the pcrfonnan~ of investigative or piosa:uling functions for'M agency in 11 ~may-not. 
In ~or~ fadllaliy rclaLcd case. participate QI" advise in the decision, rccommc;idcd decision, or agency review~ to 
So:tlon. 551 !>f this trtlCi cxoppt. ~ witness or cou~I in public. proceedings_ ThiuybscctJl>.n.docs noheply ..,. 
(Aj in.acti:imlaing aI1pJ.i'cations ior ifliti al licenses; 
_(B) to ~gs i}lvolviogtnc v!'jcfity ot ~plis::ation oJ ~"C:Srfnclli~es; g_. pi:act1ces 0~11µblic1rui~tics o_r'cai:ri.crs; or 
(Cl toihe fgCl'.l.cf or am~bcr Qr merrl.bcrs·P!lhc body cpmptwnk JJie ageo~ . . 
'(e) The ug-en.cy,-with. fila: elf~ cs lri the ~ o~ otb~ ord~ anq in lls;souflg ~isdretion, ~ay issue a declaratory ocda; to 

temuna!~a'CO~f~_OJ'ret!IOV~'Un~ly. 

See. 556. Hearin[:!: Presfrflng Employees; Pow.ers .and Duties; Burde-,, of Proof: faidencei· &cord as Basis of Decision 

(a)-This sectiori applies, accordirig to !lie provisions Lli.cre<?f..to hearings.required by Section 553 or 554 oflhis title to be 

conducted in accordance with this section. 
(b) There shall presjde al the lakil)-g of-evidence-· 

(1) the agency; 

(2) one or ~ore mem b= of the body which coin prise the ligc;ncy; or 
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(3) one or more administrative law judges appointed under Section 3105 of this ritl,;. 

This subchapter does not supersede the condu~c of specified classes o(proci:edinr,s, in who.le or in part, by or before boords

or other employees ·specially proyidcd for by or dcsignat.cd under statute. The ~unctions of presiding tmploya:s 8ru:I o( 

employees participating in decisions in accordance with Section 557 of this title sha.11 be condudcd in.:in impartial manner. A 

presiding or p~rticir.ating c~rloycc may al ai_1y Li.me disqua!ify hi(!lSClC. On the filing in good faith of a timely.and sufficicnj 
affidavit of pe~onal bias or o.ther disqualifiqition of a presiding or participating ~ployec, I.be .e.gency shall dct.crmin1: the 

ma((er as a part of Che record and decision in the case. 

(c) Subject to pubiishcd rules of th_e agen~ _and within j!s po~~· employ_ccs presidi_ng _al hearings may ~ 
(I) ;idminister oal.hs and affir:rfl~OnS; 

(2) issue su~poenas authorized by law; 

p) rule on offers of proof nnd receive reI«:_v,,nl cvidcn~ 

(4H~la; p~si.lipns 9( li.av'e dcposi.tiQns £.t!;cn ~hen the ci:t4s of justice ,vou!d be serv<:d; 
(5) re~ufate th~ cou~e of tfie ficarin1.p 

(6) t:,old coaf~"CCS foe the scltlemcnt or ~lll!P.lili.catioo of lhe issu~ by consent of the parties; 
(1) dispose of procedural -requests or similar mattc(s; 
(S) ma.kc or recommend decisions in aci:ordanec wit!J Section 557 of this "Litle; and 
0>) talc~ othcr !!~ion authorized bi a_geocy rule consistent will\ !}lis "!;U~!!P[CT. 

( d) Except as otheiv<lse provided by slatuti; tf1e proponent of a rule or orderl!ns the burden o[prt!l)C. Any oi:nl.ortfocumcallll)' 
evidence may"& received, but lht;;IJ&<:ncy as a.matter of potic;r. shalrprbvide (or tlu:;CJtclbsion ofirrclevanl. immalerial, or 
undu!Y ;epclilious evid¢ae.. A stn{:t.i!m;tQ.l!Y not~ hp.~ 'or-{ltle or ord~ js~ ~qcpt on colfS.id~tlo'(l ofJhe who!~ 
record" or "those parts thc.rcof clh:dbt apadfand.supgo4Cdl>y and iri tlCCOrdait~ wilh the rclieb)e. pro6.ath.i.e. .and ~tanti,;11 
cviden<:C:- _The ageuq, may-, to ~ extent consist.en.J. with .the int~ of jusUce 21nd tf1e policy of the-undcrlying~tcs. 
ad@inlst~ by !he a.,<>encY, co.11$idec a vi,;>latiqn ofSectiq115S7 (d) pf \llis \l!Jcsufjicicnt growids for II: decision adverse to e~ 

. party who has knowingly committed such violation or knowmgly caused sucli vfotalion to occut. A party is aititlod !O pn:stlll 

· hls cas~ or ~cfense by oi:aJ-or documC;lllaQ'._ evi~cn.£(\ to submit r~ _evidence, anil to ·conduct such -CroS'$-ClQl~iruuion_ 

I\S may be rcq4ite.4 fik 1tlLtll ,iqid ~ ll~~l'lr-Qf th~ ~ {n :fP.1~ ~g Q.I: q~pjpg c!ain}s for m<mey qc .b\l!i!fills-
. or applications for initial Iiccnscs-arragency may. )Vbeo ~ party wiU not be ptejudi~.thotcby,.adopt Procedures foriho
submission ofall or p;«t qflht: evidcn~· i!l written {dmi: • · · · 
(e) 'rb.e transcript of testimony and cxhiqj~ logefl1crwitli,aU papess.and requests filed in tlie-proeeeding, consl.ilUtcs th~ 

. ~ciasivcrccord fardeclsipn Jn·accordanoc~tb Scctio!J-~~ ofthts qileand; on payment of lawfully prcseribod coili,shnlt 
be made available ro th~ ptittie!. When.ii.ii nglffl&j ~~too·,~ oii.~fpcial'nOtiee of; inl!t~ fa,ct ho~ ~ppdlrint lq lhc. 
c:\ddcnce in lhe record. apa.cty i.s enulfed, on timely itqucst;to an oppprbmity to Sru.>\V thc"cb"o't.ary. 

Sec. 55-7. lnicial Decisions: Ccnclµslvene.i.f; Ret>iew bJ! Agency; Subrrrissions by Par!.ies; Co,;,tents of De~islons; Re<;tJrd 

(a)_Thls seclion "!lppli_cs. acco~ingto·('1e pro~isi~~ ~~f, ~en a-hearing is~~ be C91)ducted in·a~rdan~ with 
Section 556 of this lille. 
(b}_ V{,bco tfie_ 11.gCJl~ did JJ?t ~de !11 ~ ~ OD Of the ~<f~ce, th~ (frcsJ911& emp!O)'.~ or, -l_n cases pot ~ubjvet _th 
S«:tlon ~54 (d) of this title, an_'employce ciualitredto',pre.s~e.e.t.h~~gs ~~ io Sceli9n 556 oft.his tlUc, ~1 lniiial.ly 
di:cide ~ ease uolcss-1he "agency requires. either in tpc:ci fie cases or by gaicral rule, the entire record Co. be ccrfificdlo it 
for decision. Whc.a the presi<}ing emplotec: makes Dll Wtial decision, that decision then becomes the d~ioo oflh.e 11gcn_9-1 
v.;thoul further proceedings unless ~ci:e is an appeal to, or review on motion of, the egcney within time P(U'lidl;d by ro)c. On 
appeal from or review of the initial decision, the agency has all !he powcn.which it would have in making the initfol decision 

except as it may limit the issues on notice or by rule. When the agency m'!kcs the decision without h.ivi.Qg J>rc:i!!dod al the 
reception of the evidence, tlie prcsiqing employee or en employee qualified to preside et hearings pu~uant to Section SSG of 
this title shall fir..t recoll1ffiend a d~sion, except that in rule making or dctcnnining applications for initial licenses -
(!) instead thereof the agency may issue a tcnlative decision or one ofits responsible employees may recommend a decision; 

or 
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(2) this procedure may be omitted in a-case 1n.which the agency finds on ·the rccordlhat due and timely execulion of its 

functions imperative!~ ~nd unavoidably so icQLiires:_ 

(c) ij_eforc; a rc:comrnenderl; initioJ, or lc~cative decision, or a d.edsion on agency revi~w (?f the decision of slibordina.te 

employees, the-parties are entitled lo a reasonable opportUn.ity lo submit for the consideration of the employees participating 
in the ·decisions ·~ 

(I) propo~ linclihgs and conclusion; or 

(2) cicccplions io the decisions or recommended decisions of subordinate employees or to tentative agency decisions.; and 

(Jj supp~rting reasons for th"~: exceptions -or_proposed findin~ or conclusions. 

The ~corcJ sliall show l!,e ru-ling_ cin eHd) finding, conclusion, or exception presented: All decisions, including initial, 

recommended, and tentative decisions, ore a part oflhi; record ~d shall include a stat=cnt of , _ 

_ (A) findi~gs·and conclusions, and the ~<?ns or ~asis tfiercof, (?.nail the material issues in faci; law; or discretion presented 

on (he· n;corp; l!nd 

(B) the ~ppropriale rule, order, sanction., relier,· or denial f:hi:n:o( 

(d){.l)_ In. My agency pcocec:diog -~iui;fl i~ subjed lo s~bsection (a) of this Section; cxo;p~ lo the extent required for the 

<ftsposition of cx.partc rnaucrs .lis,aulhorizcd by law -:-

(A) no interested person outside the agency shall mnke or lcnowingfy..cause to be ma4t; to_ any mc:mlxr oithe'body colllp(ising 

mc·agcncy.ndmirusttati~111.\vjfldg~orolh~~Plo,.ee~6~s-b·/iifur.ttasbbabtype~¢tqbeinvo1vl:dinlh~d~i<i~· 

process of the proceeding. an ex pMte.communicati0t1 rclcvanl to the merits oftheproecedirig; 

CB, no rncm6cc !Jf t~e body~mprising·lhe agency, administrative law judge, ot. otli,cr cmpto,ree wbo is or may rcasQNJ~ly 

be c;x~ted lp be involved in "the dcclsl~OPJ ~ce$$ o.f tlic Jlq>cced"mg.. shaU)illlk.c or lcnowingf¥ cause to·be·· msde to eny 
interested person outside ihe a~cy enc.~ paite.cornmtmication relevant to die merits oftne pmec:cdiog; 
(C) a member of~~ body comprising tJ\J:: ~CJ,.Jlt!ii)JP.~tl'!'.c law:i_lld~ c>r o~ ~pl~ w\}o ~ pr may reasonably be 
c:ip¢(ed(o be involyep ill lh~deiftsipnaf processor~ ~rfrag whoteceiyes,6t-who makes oc knctwingly cau= to be· 

m.edc. aco'!11llunicatiori prohibited by lh i# ~on sl}all p_lace Pl! ~~plililic record of die;i,rocccdio~ · · 
(i) all SU?J wrlden c;o~unl~tions;. 
(il) m.etlls:>rancl1utaling:tbe.~1:>stimcoof 1111-s,ucb citii\ COllJrwm.i1:atfons; :,ind 

{iii) !1ll written~~· ~~d memo!"3Jlda sfatlng-tt,e.~~ of alf ~ .r~nscs, t? ~c m~als ~esciibe:f i11~~ 
{i) and {It1 of this subpap:!goip1'; . 
(I)) upon re<:eipt of a comm1D1icatfoo knowin$1y made c;>r lcnow1ngty caused to lie mad() by 1£ party !IL violation of lhis· 
subsecti.orr, UJ.e"&cocy; ~inistrn~e la~J\Jd;e; oro_ther_cmefo_rceJftSldroi·~ tl~ beari!1~ ~· to the~tcoo.sistcnt 'Yi~: 
~ill11t~ofj~cci!rldthcpqJfcr.2ftJil:WiQ.erlyi'ngslatJ.!~ ... requi.roqi~P.~(9;showcaiµowey~clalmo.rint~iq!he 

~.sho~ld not be dismissed, denied. disregarded. ototliawise diversely affeci.ed'oo acx:oorit of~ violation;·aod 
(8) the prohibitions of th~ subsccli<\11 sliall .apply beg~ing at ~ch time 1iS au,; ctgcncy. may 4~~1c,; bot ii! q_o .case shalJ· 
Ibey .l>eglo ~'111ppr5rtater thiu:t lhat liinc al which a prooei:ding is noticed .for hearin; unless tlie person responsible for the' 

. <:9mro~cali90 bes knowledge-that it ;will be policed. 10 wnicli ~ ihe pro!UblfiotlS ~ball apply begi.nni~g at Ute:- Umc of. 
· his tcnuisition ohudl Jaiowlc:#gc. · . · · ·· • · · · · · 

(2) This subsection docs not conslit~te authority to withliold infonnation from Congress. 

Formal hearings - whether rule makhig O!\ thc.reco~ or adj~dicafiori -, tt(?nnjlll)' ·ronow thes~ pr®tdurts end '*c (UJlc, v1i>rk,. 
and money. Assume, for ~p1e,·tha1 Utility X file. for a·rate increase. The commission :1.vitl-gencrally suspend tht proposed 

rate increase for a period oftimc. &J The company, \'nth the concurrence ofJhc CORUQ~ion-or its Sta.Cf, will g_encral[y select 
a "test year: frequently the latest 12-month period for which comp!~ data are. a.vallabfe. Th~ purposes o( such a t~.Y~ 
are as follows. In the first place, lhc commission's staff must audit the utility's books. For ratanaking purposes, only just end 

l'Cl!S0114ble e.xpeoses w: allowed; only used nn.d uscfi!l property (~ilh c.ettain eitceptiops) is pecmiUcd in U1~ralc: base. lo U1c 

s-eco11d place, (he·commission most have a basis for estimating fuLun; rcvc:huc rcqui(CIJ!enls. This estimate is one.of the most 

difficult.problems in a rate c;:nse. A commission is setting rates for the futttn; but it bas only past expcricnc:.a(~ revenues, 

demand conditions) to use es a guide. ·Philosophicofly. the strict Im year assumu the pasr relationship amo11g rt:J'tlTlles, costs, 

a,id nel lwestme11t during the test year will continue into the future. " 84 To the extent that these £1!!ationships arc not constant, 

the actual rate ofretum earned by a utility may be quite diffcrcnt from the rate altowed by the commission. 85 For rnany year,, 

------ - -,.,,-_--,-_--_- --;_- . . ·-· ... . - .... ·-
.. w::.':. fLA'!/ ~; ~(; i5 7h::,;~:~- ~,: · Rc'.i.:· :a .. :·~:. c:..:-n-!~ \Jr.r-,n;.:;i i..l ~ . G,:r,.,c; .mf· ,! "'.'o;',,., .. 
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commissions have adjusted test-y~r .dil,la for "knowrr ehangcs"; ;.e.,-a change that ae!I;~Jly·took plaee during or after the test 

period (s~¢1_1 ·as a new wage nwee~ent th;it 9c~-tim1i tqwartl .tli~ ~d.o_fthe year}._ More recently, ~ue largely to.inflation, a fc,.~ 

co!D_mis~ions·have mod!fied the traditional historic le:-;t-ycar apJ)roach by using a f~rd,looki,ig_lc;st year{cither .a partial 9r 

a =full fo~ecast) "X6 or by l?=.!tiing pro f~>rro~·expen~e and rev~uc·adj1;1st_menCS~ 

The case will be set clown on the commission's· docket for future public hearings., and due nolice will be given 1!>-tJic u1ili1/s 

cu~omers. 81 Before the case fs called, the utility, tlie commission's s!Jl~ and intcrvcnors (inlerc.sted l?anies) 81 wilt file their 
testimony (pref!led""canncll'! lcstiinoily). Stich testimony" usually-{s )i.rcscntcd by outside ~ens, ns.wcll as by b<!fl:l-.coriipnny 

anct ~.talf-pa-sqnr.c.L.J\ny of"~e. parties in th~~ mny _ma~ d~lll -reg!-!(;S~· to 1)1~9t/iers. 39 When lhe case is .callcd, IJ1c hearing 

is conducted by an edmini.slrative la,1t judge, 90· 11 panel (one or more) or the. commissioners, or lhc full commission. All 
witnesses ere sworn! I.he evidence u rccorcfed (~bed);° an~.witn~~·ma_t t.>q question~ by the administrati".~ law judge. 
or corjlmissioncrs and cro's.s-cx;i.mincd by counsel fqr the-S!l!1T and other p,utics. In s.ome ins\..Dnces,-hcarlngs will be held in lite 
community or communitlCS:a.lJCC!cd::lndivid'ual consumers. even' though not rc11rcscn1cd by counsel, arc pemiitted lo. testify 

and, in a fe:w i:tatcs,. tci cross~am iae witnesses. 91 

.Afler-o.Jr eyi.dcncehas.bcen re;c.eived. thc.cec;ord is closed. Briefs may be filed by lh.c vanous padics. When an iidminisirative law· 

i?~ presi~cz~ an·"!nit1al" or ·~mmcnd~ ~ecision ·is subsequently issued~ -~e judge. 9x Th~ decision must tie Vf?!ltell and· 

~ccom,eanicd.by fon:naJ ·rmdib~ r;i! foci and conclusfons·oflnw. 'r~i~ th~ su~jcct to revi~ by~~ fuU commission--93 (usua)!>'. 

Ulrol!gh th~ filin& of bclcis thnl take cxcc:etion to pnrt or all ?f Ifie ~itlal decision:;_ 94 liut ~mctillics ip ~ 01;1!'presentatiQn). 

_Once~ l:on"imission h~ issu~ ii's dccisi6ri ~? 6rd'cr, p,etitionsmay: be .(ii~ f<i_r *°ru;Jdc;Jation and rehearing.!~ Tµc (inal 
commission order, io tum, may bci appealed to the courts. 

Jt fs ~l u;tc:Qm!lt9P .for1{Jlpotf.lµlt ~ to i-cg\lire many q~ys Qf.~cfc$ of J.\ql:itJg;; ap\f IQ lake a year or m~ {PP.Ill* of; 

filio~ .to .ilate of i. .comrnis.§"ion Jlti:ler). 9-4 Wh.en llll ord~ Is ae.p.caf~ to th.e cp_urts, anoili.cc .fl\i> to Tciur y"= may be adcled, 

paruculaily ~It~ lhe ~ewing.court rcman&:dic case to..the commission. I)? .As a rcsai(, foanal proceeci-mgs O~·inyQlvc

·dcla);' to.the dlsadv1mtage.ofmany ofllie parti.cs involvetL 98 · 

"Sfro.rtene.d Procedure$; "99 

ln an attempt to save lx>.th time Md expense, shortened proccd~ h~vc lieeq cjcvc1qptd. One oflhe m9st irnpqrtapt ancJ widely 
u~is lhe pl-cheAri.Qg conference, gcnCC'BIJy called by and held before the presi<fmg adininislnitlvc law judge. The RulC$ of 
Pnict.icc ofthi; forma Civil A.eronautic:s ,B.oard arc typieal: 

TJJ~ p~6 9f s_uph a dm(eiw>.ce ij tQ Q~n~ tul.9 ;il]lpfify !be~ an.d Jfte scope of the nro~cding. lo secure ~cmt:uts 
oflhc positions oClhc-paitics, .~·to schedule lhocxcf13Dge.o1' exhibits before lhe dale tet foit<:arini and (o anivt llt-"tucb 
agreements us wi{l ai~ in thc-oonducl. ;Md dispositioi:i. oft!Je procc¢ing. f:o.r ~pie. co,osidcral.ion. ~II ·be,gtvct;i to:{()' 
rnat.tcrs wbi.s;l1 lhe Bo3f& cap.¢.t>~~crwi°lhoultµen.eces:sity of proof; (2)",~ioos of l4c(iµidlhe gcnuin~ess Q f~9DIS: 
(J)-admissib1Uty ofevidciice; (4) liiniiatiQn ofthb-numbct ofwii:nesscs; (5)Tcduoing-of,oral ~mony to cdilbit,form: (6')· . . . . . . .. . .. ·- . . . ... .... 

procedure at the hearjngs, etc..:. JOO 

Following die prehearing conference-. tho-administ.rali'9"e law judge "shall issue a icport of the ptehcaringe<'!nfctea<x; defining lhe 
is.sues. givjngan account of the ~Its of the conference, specifying a schedule for the exchange oicxtubi~11.nd ~uua.leidlibits, 
the dale of h~gs. and specifying a time for the filing of objections-to such report." IOI 'fhe {CpOrt is sent to alt patties- In the 
proceeding and, based upon their objections, may be revised by the administralive law judge. The final report "3hall constitute 
the official account of the conf=:ncc nnd sh~ll control tlle subsequent course of the proceeding. but it may be reconsidered and 
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Regulation of Acc~uuting 

Balance Sheet.Acco.unts. 

Income ~ccoirnts. 

REGP.U CH 6, 2005-WL 998.368 

The.Regulation of Publ}c Ulilitics 

Theory and .Practice. 

Copyrig!ll (c}.Public Utilities Reports, Inc.; 1988 

.Charles F:Phillips, 1r. 

P,m.II. The Theory of Public l[tility Rcguiation 

CHAPTER 6: ACCOUNTING.WO FINANCING 

Jurisdictiohal Separations·~ Th.~P:ist 

Regulation o(ll'inancing 

· Relation ofCapitalizatio-n._tci .Rates and Sccvlce. 

· Co~m~ion Control oI Capitalizatipn. 

Commissfo(l Control of Capital Structures. 

Rail(oad Reorganization. 

Bankmptcy: A: Current o·ption for Electric Otilities·! 

A Co1:1duding c:;omment of Caution 

T/1,: overriding purposes of ifze unifonn systems of uccounts arc twofold: uniformity and consistency, l.n the =~ of 
(he(r; resppnsibfJitJ'.tS; llgul_af O,Y COlttmlssfons mus/ inw:sJlgale and review the Opcrarfpns of uf1/i{je.switJtin //lp_r}~~ion. 

For th~ most part. this requires acco_untirig-cr~n!ed lnf ormaJion. In o,xkr to ensure thac i& actions of regulaun an: 
reasonable and consisfeni an1 that utilities are regulated 011 a ccmpara.ble basis, rmiformrry of accai(il{ing lr{:almblt, as ~ell 

as consistency of treatment from period to period. is neceswry. -Robert L. Hahne and Gregory£. A.liF1 

·--··-··--·· -----·--· . ··-··----- -- - -~--------#-- ·---· 
-~v{S.l"LA\.'i ·"r!,, 201G Thomsco He.itcr;;· r-lo dcim lo 011gin;;! U.S. Gn;;~mff1cnl '.i-.Jor'r..s_ 
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irod courtS ougfil' not to be called upon lo interfere with or corrccf alleged errors with respc:cl to accounting practice. If we· 

we.rel in di'sagrcemenl with the Commission as to lhe wisd6!1?, a·nd propriety p( the order, we are without power to usurp its 

disCTetion apd s1,1bstitute our own. 9. 

Unifonn syste;ms of accounts, however, developed slowly. 1-0 Early legislative statutes either made no provision f(?!'wmmission. 
control of accounting methods, or,·when provision was made, ihc commissfons often did not act.'Massnchusens •VJ1S.tl1c first 
sca~e lo di'rect its coinmissi_b!" !O prescribe udif~m1 a='ul)ljn'g systems.= for ra1lro.1ds in 1876, g_ll.Sconfp:llli~ yi' 1885, and clcctlic 
utilities ii\ I 88 7. The regularoiy ngencics ofNew York and Wisconsin were gi,·enjuri.~1.lietion p,'C, the 2c<;c>ul)!ing pr.,cticcs Qf 

public utilities in-I 905 and I 907, respectively. nod they prescribed .uniform systems for ~ic~_trii:: and gns utilities fo 1909. 

_ In other ins1antcs; ~ublic utilities.develop their own uniform accounting systems. The Nati9nJ11 Electric LtgbtAssod.n!ion, ~ 
orgll{liµlio!,1 of priva.!c ~!cctrie utiliti~. devised the first important stand.ml clai.silicatioh of clec(li~ li¢couli~ In 19]>7, !.lle
Associnriop -of AmcriQ811 Railway Accountants in cooperation with the Intcusla!c Conuni:cce Commission developed a sih1ilar 
systcli! of accounting for the aa!'ions's railroads. In 1913, th~ ICC established. a uniform sys1cm:for telephone companies {over 
which it then had jurisdi.c;tton), ;rnd ·'in I ~22, U,e ~ional ·Asspqialio9 pf R,ailra4d and V1.t1i\i~ <;ommis.sioncrs (NAR!,J<;:l 
prescribed unifoml" $~l~lS-<?f.~1,1nlS for~l.ectiic and ipisrompanies.. These.systems_ seived is modek, and by i925, forty 

; tatcs had adopted or approved sllcjl ll!l~fo~ classinca!,io~. 1 ! Tlre-socarly ~t~, ·tho.ugh better than no syst~slll. all: . 
_ -had signifi(;Allt del'c-cts. 'Qiey gave too mucb. 11C&Ounting. autfiQnt)'. ro the -utility oompaqics. Wh~rt JJre {j(Sl Ai;lft pf 

-<hE ol\Tfo~ cJ:~<i sy~tegt.'\.~·drawn up in 1920,, reprcsentauvcs oftirfvat.e elccltfo companies c{id mu~ oflhe work. 
And the accounling"idcas ~f {'rivate electric.systems wi::rc evident rri the; fi.nal'drafi 9{ the unifogn ~stem. M~ci'S of, 
uiiiltr compll(lies coufd fix, fo part. fhe book vn!1111tion ~tandlird. for property, ana coitld choose the method ol" depreciation 

a.ccounti111r 12 

. Maj6t revisions in account:iug- ~nm>I of eleclrit; ~; B11cf: ~lcpho~e com~ics ~~ ~~ ~uring the ~ep~n of Jhe 
thirties. The federal Communl<;:atk>ns ~mission adopted in lQJS~ with· only w.iho.r mosliflC\!-liQns, the ilnifortl\ $fedt for lM 
telephone compantcs which.had been.pn:imuJ8*<f by lhc IGC~ l?Q; and in l?YI, ~NARUCapp!Cved a:.simi"iarsystcm 
for intrastate telephone COlJJpanics. [n 1936, systcms.ofa.c®111\ts Wi:tv devcloped·for clectrlc toinpanies bx ~1e Federal lfoll{cr 
Commission and the NAR.UC. for gas companies hy tl1c N"ARUC, :and far holdi~ companies.by the Scoocilics arid Exthangc 
eo,i;nii~$io°' Shortly after Co~ pas~ tllo N~ Q(lS Act ill 1~38, Ute- fPC prestljbcd a C1;1i(oJI11 sy&tem of e.ccoua~ 
tbr all intastate natural gas tompanies. Since this time, llte-unJform systems 'have been mQdl'ffi:,d qn o~erous occasicns -
"'due to. the i!l({Oduction of new tcchnolGgy of nccounling interpmations l!Yprofessiooal aCCQilrttiilg,org.anlm!ons or regulatoiy 

· bod.ics" 13. - but they remain subs~li:l.lly as d~IQped- during t{te thiiti~. · 

The \mifomi ~ystcms "prcsctjb_td by ~e fcdenl ~romi~iolu: ~ent into'Cli'cet Jmt.n~IYi but the S!21C ?>mmissio~bad° ~ 
aoopt the! sy¥ems before they b~e effectoie. Today, most oflhe state tollJn:ilssis:ms-.ha~ adcp.feil citlici: f.b_o ~ or lb~ 
NARUC ·~Ul)t.ipg 5Y.sCems,.althoug!l _they~ t>{lcn p_odified. in dcta.lf IP }1f t J~ s~ or problems. Thus; ~tty..six.cf 
the SIB.'te comin.issicins regufating private electric utilities prescaoe lbe FER.C ot the NARVC S)'Stl!~ of.l!c¢.un~ and. !Jirca. 
prescn"be their owo sxs(~:5. while. fo{ty-ejgfit ofthc Sl8te COIIltllissions l'l:J!Ul(!ting tel~ne companies prtson'oe tlte FCC 

uoifonn systems of accounts· and three prescribe ·their o~ sy~, 14 

Comparability an4 fl.ace Regulation 

The ultimate objective ofun!fonn systems of accounts ''must be coni~arability i1tfmanciel reporting both among eornpaniC$ 
within a single industiy and among companies in different in4,ustrics, so that substantial factual matters an: not ~idden from !he 

public view by accounting flcxibHity." I.S Yet, es is true with almost all regulatory procedures, U•liform systems of accounts 

represent a tool.1'ber:e are many important dif(crc;ocos of opi~ion with ,:espect ~ scope, conicnl.. and application of the various 
p.rov~ions of any uniform system. Because qfaltcmative accounting principles, uniform accounting st-andards have nol·been 

- ----·-· - .. ... . . , .. -
l·~,lt;!km:, ·ic. or)oic1.at I~ s·. (;,:;v~iJ:;J;1:;-:~I ~:\!1J: ~~- . . .. . ...... ··- __ .... . .. . ... .. . . . . . ... . 
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. ad~ted"by th~-r~g~lat~ry ~;lm~ssions. 16 ·c~nseq\J~~iiy:~~lril;·lfi~re is \~[d.;.p~lc~mp;-;;brn1;ior fi~unci~l ~ports tied by . 
COfllpanies withiii eachjurisdiclion, interjurisdiciionaf comparisons must be made wid1 some care. 17 

In this connection)! mu;;I he kepi in mind that a commission 

·- is 001 _bo.und in itos mtc proceedings by any system of·accciunls it may have prescribed or by what is reveal~ in a review 

of the systems of accounts.: Utility regulation. the making of business decisiort$, and lhi;<letermination of value~ cannot. be· 

reduced to a11..au10matii:: procc-,ss by which die co_r~ qecision caJ1 be m_ade.by rdercn,;:e.19 ~ ks o{ ~~iiri15. l&· 
!n rale proceedings, therefore, a comm iss.ion may (and ofle~ docs) disallow certain c:.xpendi tures fo~ ratcmaking purposes or 
may (on pq:asion) place a val_ueon g utility's p;op~Jiy .~ll dctermi!')jqgtjJe rat,;: basi: that exceeds !Jieoriginal cosloftlitlt property 
as shown in the uni~orm system of accounts • . 11l~C problcm_s, are con:side(ed in·succccding chapters. 

Finally. it is import,;mt to note, ll1ai \vhilc "gcoer.illy accepted aci::ouoting principles" apply lP alJ -iad~.tri~ 1!\ci:e: '111.l=. c;a.scs 
where lhei(applicatio1.n~ults in. diffcn:necs· f~t pu1?"Jic utilities. be.cause of c·conomie ~ulation. A's noted b_y S_uelflow: 

••. One of the main diffco:nres that-0cc,urs is. in.fhe tiniiPg_pfwhen.ccrlain iJ,ei:rn imtcr inisu1ct inl:ol!li:-.111atchins 6.fcx:p~ 

and rcVcn!,l-CS. For example, extraordinary losses are rea1g!l-izcd 6y ~on~J;Ulatcd firms in_ the acc:ountini ~iod in whicl, 

tlicy occur; regutilled utiiitic~ ofien defer f1lcse iteQ1s, amorti~og them ovcer a fiiliu-e time period. While at 'vruiance -with 
generally accepted principles, the practice is m:ceprable, butci!l.ly if cost recovery is suce. The o.lherpossibJe-dilterencc which 
~xists betw~ri regulated and rioriregulatecl finns conccim .certain ehaJ"gcs lh41 ~ay be written o_irto f!!tarlt~ ~i.ngs wh.cn 
gcnecally accepted accounting principles- would consider ~c item -as a duirge against current fnc;om~ of lli.e-n6.nrcgutatea 

. . 
f1rn1. 19 

Uniform Systems of Acccunts 20 

The un,fonn sy~tem$ <>f a.ccol!Jl(s 45ed by rc~l~~ry ®@missions cari. be illustrated will~ rer~ce to the Onifonn system 

· prescribe& by the Federal Energy Regulato.ry Conimf~an tas Qf}S8.6) fur Major El.c.cPic;UWi(ies, i l· 

Bala11ce Sheet.Accounts. 

A condensed balance ~hec:t fumds shown in figure 6-1. On the asset s.ide. the fuo.st impo$1'1taccouhl for ratcinaking purposes 

is "Utility Plant" 22 the FER.C,-al.oag with the other federal: and state coromi.ssi011$, rcqu~lhal-prop~ 11ccou.ot3 .show tbc 
origiir.\l cost of all i~ entcrod. It is important to reali~ howeyer, chat ihc tenn ~riginal cost• has a SRCChlm~ing ... that is, 
it represents '"the cosfof suc'h peoperty IP. th~ p~Qn fitst cl~.og fl 19 pµl\Uq s~jcc. n .TIJI$ ·d~(l.!i.Jtioi:t is t1Ql t,li~ co11vet11lonal. 
acco~nting Dlellning, for ~ccountants general~ value propi;rty ~ its oostt.o Uu: ~ting company (Jfie fuvcstment costj. 'thus, 
wt(~ 'a .utility builds im Q\\'.Jl pl~f, lhe.1.'6l!ll rosf ~f coostructlon is cnfon.d undec l)Je appl'opJ1¥C µtility pl~t ~~nt. Wh.cn 
prop~y ts acqui~ as ;i. gift; rt 'is entered on the ~asis of the ~ated ~ att!it time of donation. l3ur when property .u 
purchased from l!ilothercompany; ;1 is retQuJ_ed in th~ plant a,¢ount !)n.-lli'e basil; of its o~ cost, even tltgugl1 iite ~og_ 

f1tm·may have paid ma~ Qr less .than this. figure fqr ch~ P.~P.gty.;Zl 

Tho costs of ad'dilfons ·and improvements ar;e ~d°tjl ~~ii incqrred, wliethi;r pl',id .for froiµ accq.icd deprec;fatioq, .i:c¢ncd 
earnings, or tiie P!U~ ot'~rii:, ~~~;:any_~ cost of repl!ienig p~perty -in kind over the originarcost aT lhe propl'!fty 
retired is ll4ded-to:tkc lictolln.t. Abuncion'ed property \S }vri~ 'Qff !altb-9ugh·ir is sol"!letim.e:s all'\ortized' over a pi;rfo4 !)U,cats). 

'nte <:9St O_f constcµction Wot:k°in progress ls ~ddcd. 

FJGURE6-l 

Condense_d.llataace Sheef Acco·unts 
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