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Mr. Harlan Mammen
Project Support
Docket No. _

Please state your name, business address and position with Associated Milk Producers
Pipeline, Inc

My name is Harlan Mammen. 1 am the President of AMPI Pipeline Inc., (“AMPIP™)
which is an intrastate natural gas pipeline operated in McCook. Tumner and Hutchinson
counties in southeastern South Dakota. The AMPIP pipeline currently serves the
Associated Milk Producers, Inc. (“AMPI™) plant in Freeman, South Dakota. AMPIP 15 a

whoitly-owned subsidiary of AMP1

Have vou previously testified before the South Dakota Public Utilities Commission
(*SDPUC™)
Yes. | have provided wntten testimony before the Commission in Docket No. NG9S+

017 That filing established the initial transportation rates on the AMPIP pipeline

What are your current responsibilities, education and professional background?
\s Assistant Regional Manager of AMPIL, my current responsibilities include direct
responsibility for manutacturing operations at fourteen processing plants in five

midwestern states. including the plant located in Freeman, South Dakota

What is the purpose of your testimony”?

The purpose of my testimony is to explain the history of AMPIP and to explain how

AMPIP will provide natural gas transportation service for the municipal gas utility being

established by the City of Freeman, and explain the economic benefits to both parties.

Please explain the history of AMPIP, Inc

AMPI is a national milk producing cooperative operating in twenty states. AMPI's
corporate headquarters are located in San Antonio Texas. AMPI has one facility located
in the State of South Dakota. in Freeman. Prior to the installation of AMPIP, production

costs at this Freeman facility were substantially higher than at any other AMPI plant
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Project Support
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This was duc. in large part to the fact that the Freeman AMPI plant was the only AMPI
site without natural gas service. Two years ago, AMPI studied the feasibility of
providing natural gas to the plant located in Freeman. The most economical way to do
this was to establish a direct connection to the Northern Natural Gas Company interstate
pipeline system near Manon, SD. However, because of certain FERC regulatory
requirements. and 1o provade future flexibility, AMPI created AMPIP as a subsidiary of
AMPI 10 own and operate the intrastate natural gas pipeline, subject to the Commission’s
rate and tanf! junsdiction. In November 1995, AMPIP filed an application with the
Commussion to establish intial transportation rates for the pipeline. That application was
approved by the Commussion

What has occurred since AMPIP went into service?

The inmal pipelme was structured to allow flexibility 1o respond to future developments
We expes . a1l natural gas service could be extended 10 the residents and
businesses it wan at some future ime. As | undersiand it, the City studied several
options and has decid establish a mumcipal gas utility to provide this service. The
City unility would purchase wholesale transportation service from the AMPIP line. The

City utility would purchase natural gas supplies from a third party, and interstate

transportation from Northern Nataral. AMPIP will not provide sales service

he City. having deaided to go ahead with forming a municipal gas utility, approached
AMPIP about the possibility of AMPIP allowing the City to tap the AMPIP line and
serve retail customers in the City. AMPIP has agreed to provide this access to the City
under its Tanft and contract form on file with the Commussion.  The tani¥ rate and terms
and conditions of service to AMPI and the City Utility will be the same, so AMPIP will

provide service on a non-discriminatory basis.
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Has Freeman reviewed the rates and tanff terms and conditions proposed here”

Yes. Freeman has reviewed the taniT and associated rates contained in this filing and
believes these rates and tanfls meet their requirements to provide economic, reliable
natural gas service to the citizens and businesses of Freeman. The mayor, Mike Schultz,
has provided a Certificate of Concurrence which is attached to this filing as Exhibit 3,
indicating the City supports the proposed rate and tanifl. The proposed rates are thus

uncontested and should be promptly approved by the Commission
Are any facility changes required?
In order for the City 10 establish 1t's gas utility, AMPIP will sell a small portion of the

current pipeline 1o the City. The portion of the pipeline to be sold is inside the City

boundaries and connects the AMPI plant to AMPIP. As a result, the AMPI plant wall

become a retail transportation customer of the City utility. AMPIP will sell the portion of

pipe 1o the City for $111.600, which is the net book value on AMPIP's books and

records. As | understand the requirements of SDPUC 49-34A-35, this sale is not subject

to Commission approval because it involves less than $200,000.

What are the benefits of AMPIP providing wholesale natural gas transportation service 10
the City Municipal Utility

Natural gas service, including the cost of gas supply, has produced energy cost savings
for AMPI compared to the cost of alternative fuels. Morcover. retail customers of the
City Utility would also presumably enjoy energy cost savings if they take service through
the pipeline and the City Utihity. The City Uulity and AMPI wall share the use of
AMPIP. reducing the cost to AMPI, and using the facilities more cfficiently. The public

interest will be served
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Who will provide the gas supply for Freeman to be transported through AMPIP?

As the Commission knows, over the last decade the FERC has restructured the wholesale
mterstate pipeline industry. Northern Natural no longer provides gas supply services
Instead. Freeman can directly contract with any one of a number of wholesale gas

supphiers. using Northern and AMPIP only for transportation services.

What tanff changes are proposed to the AMPIP tanff?

Most importantly. of course, the rate contained in the Firm Transportation rate schedule
has be anged 10 reflect the cost of service i testimony sponsored by Mr. John
Winter. Mr. Winter uses the AMPI and City Unlity’s billing determinants to armive at the

Firm Transpor:ation rate of $0 99

In addition. AMPIP 15 changing the definition of “gas day™ to reflect the changes to

Notthemn's FERC tanff to implement new Gas Industry Standards Board (“GISB™)
standards. FERC mandated all interstate pipelines us a “gas day™ starting at 9:00 central

clock tme. Northem previously used a 12:00 Noon gas day

AMPIP 15 also adding provisions whereby it can pass through 10 a shipper any imbalance
penalties from Northern caused by the shipper. Northern received FERC approval 1o
modify 1ts imbalance penalty structure, including imposing “critical day™ penalties of up
10 $113 per dkt. 1n order to maintain system integrity. See FERC Docket No. RP96-302
AMPIP does not anticipate such penalties being imposed on AMPIP since AMPI and the
ulity, or thewr supplier, will hold the transportation contract on Northern and

should bear any imbalance penalties. However. if a penalty is imposed on AMPIP by
Northern as a result of the actions of a shipper, the shipper should reimburse AMPIP
since the cost of service supporting the proposed transportation rates does not include any

penalty costs
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Finally, AMPIP is proposing a few “clean-up™ changes which are not substantive. As |
stated carlier. the City Utility has reviewed the proposed tanfl, transportation contract and
rate, and supports prompt Commission approval. The changes are proposed 10 be

effective 30 days after filing

Do you have any final comments”

AMPIP views this proposal as a significant economic development step for the City of
Freeman and southcastern South Dakota. The project will make the City of Freeman
more competitive, and should help attract economic development 1o the area. | hope the

Commission will agree by approving the proposed tariff and rate effective 30 days after

filing. so that natural gas deliveries may take place prior to the 1997-1998 heating season

Does this conclude your testimony?

Yes
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STATE OF MINNESOTA )
)
COUNTY OF BROWN )

Affiac, beving been first duly sworn, on oath deposes and says

That he has read the foregeing testimony and if asked the questions therein his answers in
response would be as shown,

That the facts contained in said ancwers are wue 10 the best of his knowledge and belief

ot
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addres
Regulatory Consultant within the

1 States Power Company (“NSP™). My

capolis, MN

responsibilities

ding pr

gement and team participation on vanous

particularly in the area of rates. | provide expert testimony, including

chnical cost support, for the revenue requirements aspects of
v proceedings. The cost support | prepare involves gathering revenue,
T Pr 7 B

tment data and determining the appropnate amounts related to
utility services.

My internal NSP clients include NSP-South Dakota,

nc (wholesale and transmission), and NSP-Natural Gas

cducaty

ontains a s

previously before this Commission”

Schedule 1. 1 appeared before this Commission in a Conservation Cost
ubrmitted cost of service testimony in Docket F-3422. The case
bsequently settied | have provided direct and indirect suppont for numerous
South Dakota sincs

1970°s
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weeding and the purpose of your testimony?
ervices 10 NSP-Natural Gas Services (

1

NGST) a

this proceeding, NGS is providing consulting services
Producers. Inc. Pipeline (

MPI

1k

AMPIP™), a subsidiary of Associated Milk
). and the City of F

an, South Dakota (“City™), 1o develop
trastate transportation for natural gas delivered on AMPIP 10
ceman’s new municipal gas utility. Using cost data provided by AMPIP,
s the cost of

by

service for the pipeline and establishes the proposed
AMPI and the City both contract with other parties for natural
AMPIP transports the gas. Mr. Harlan Mammen, Assistant Regional

AMPI and President of AMPIP, describes the AMPIP/Freeman
ail in his testimony

v describe the development of the pipeline rate
jeveloped on Schedule 2 of my exhibits. Schedules 3 - 5 support that
nt with Docket NGY5-017, a levelized annual revenue requirement

1ss plant investment to determine the annual revenue
pipeline system

The factor includes components reflecting debt
operty taxes, operating and maintenance expenses, property
gulatory fees

T'he components are escalated where appropriate over a

and then discounted at AMPIP’s cost of capital 10 determine the levelized
uiret ts of $211.897

The proposed volumetric rate of $0.99/Mcf is

he annual revenue requirements by the anticipated transportation
4,000 Mcf

This rate, if approved. will be applied 10 al! transportation
AMPI and Freeman’s Mumicipal Gas Utility as described in the Gas
n Service Tanfl Schedules, Exhibit No. 4 of this filing. The City will own
ibution system and provide retail transportation service to
t subject 1o SDPUC regulati
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e pipeline revenue requirements

hows the components of the pipehine’s projected revenue
P T

145 years of ope AMPIP’s onginal cost investment in

56,056 and 1s developed on my Schedule 4. It is also shown in

That amount reflects AMPIP's oniginal cost of the
ent within the City of Freeman, The City will

The investment is recovered over a 40 year book

vear. The annual depreciation is also developed on
orporated on Page | 3 of Schedule 3 1n Column F. This amount has
n reduced to reflect the portion sold to the City. Property taxes begin at $30,576 per

#96). reduced for the portion sold to the City, and are developed on Schedule 4

d incorporated on Page ! of 3 of Schedule 3 in Column H. The property tax amounts
are escalated at 2.75% per year. Tax depreciation uses alternative Modified Accelerated
Cost Recovery System (MACRS) with & 22 vear tax life on a straight line basis. The

vear convention 15 also used

s. book depreciation differences have an impact on the proposed rate?
rements calculation by

y. there 15 po impact. | have simplified the revenue requ

x depreciation equal to book depreciation. Since this is a levelized
nation. the 1s essentially the same as 1f the tax vs. book differences were

wed back

od for pital?
used for ¢ f capital

9%, which is the rate on AMPIP’s note

ncluded mterest on the pipeline debt

vable
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ce and Pipeline Rate

Please describe how you have estimated operating and maintenance expenses (O&M)?
Based on PIP’s actual results of operations since 1995, | have incorporated their
vear O&M expenses. [ have shown those expenses, $39,450, on my
In addition, | have included reasonable escalators for cach component of
rical, contractual, and expected increases over time. | then
werall escalator of 1.5%, which I used in determining the annual

calculated the weigh

O&M over the hife of the project

What was the result of your levelized annual present value calculation?
he levelized annual revenue requirement of the pipeline is $211.897
This amount is shown on Page 2 of 3, Schedule 3, and again in Schedule 2 where the

« is developed

¢ you provided addimonal detail about your determination of AMPIP’s proposed rate?

Fach of Schedules 2 - S include a section showing Sources and Notes. These

ces provide addinonal documentation for the cost of service

Please describe the required filing statements included with this application
Exhibnt S of this filing consists of the required filing statements per Chapter 20:10:13 of
the South Dakota Admimstrative Rules. The initial pages of that exhibit list the

nents included, or that are not applicable. The reasons certain statements are not
applicable 1s described on page two of the listing. Waiver of those statements not

applicable d of the Commission
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posing form of purchased cost of gas adjustment mechanism
inlike typical gas local distribution companies, AMPIP will be exclusively a

nd will not provide sales service. However, AMPIP proposes to pass
g uncontrollable charges imposed by Northern Natural Gas, the upstream interstate
pipeline. The City may. in tumn, clect to pass those costs on 10 its customers in its retail

rates. Section 5.1 in the Gas Service Tanff, First Revised Sheet No. 16 discusses the

pipeline cost adjustment

Do vou have any concluding remarks?

Yes

T'he proposed rates are comparable to other utilities, reasonable, and represent a

good value to energy supply. AMPIP respectfully requests Commission approval of

AMPIP’s proposed rates for intrastate transportation 1o its shippers (AMPI and Freeman,

»f Freeman agreed to these rates?
s State »f Concurrence, Freeman's Mayor Michael Schultz expresses
recm n behalf of the Freeman with the proposed tanff terms, conditions, and rates
This consent 1o the proposed rates provides additional support for the Commission to

prove the proposed rates without suspension

Does this conclude your testimony?

joes
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Exhibit 2

List of Schedules

Docket _

Resume of John Winter

Pipeline Rate

Cost of Service
(Statement M)

Plant Investment and
Related Costs

Operating Expenses




AMPI Pipeline. Inc Schedule 1
Freeman, South Dakota Rates

JOHN D. WINTER, CPA
Sr. Regulatory Consultant - Regulatory Services
414 Nicollet Mall
Mpls., MN 55401

CURRENT RESPONSIBILITIES (June 1992 - Present)

providing project management and team participation on various
v in the arca of rates. Provide expert testimony, including
1 cost suppon, for the revenue requirements aspects of
clients are Northern States Power Company (NSP)-
1. NSP-Electric (wholesale and transmission), and NSP-
frequently include overall project
or the project team and participants is cnitical. A
d to build credible and effective relationships

1994 - Present
1992 - 1993
ts. and Reports 1990 - 1992
tion Management 1989 - 1990
1988 - 1989
& Adminmistration 1984 - 1988
1983 - 1984
Requirements 1979 - 1983
General Accounting 1977 - 1979
st. M al Accounting 1976 - 1977

1993

1991 - 1992
Tuck at Dartmouth 1991
nar, Kidder Peahody 1989
University of Minnesota 1976




AMPI Pipeline, Inc Schedule 1
Freeman, South Dakota Rates

PROFESSIONAL CERTIFICATION AND ASSOCIATIONS

i Public Accountant (CPA) - Minnesota
American Institute of CPA’s (AICPA)
Member, Minnesota Society of CPA’s

PREVIOUS TESTIMONY

Application for Merger Approval (Primergy) ER95-1358-000

h Dakota Application for Merger Approval (Pnimergy) PU-400-95-340
Dakota - Electn PU-400-94-514
mission Tanff ER94-1113-000

NSSH 84 Sales for Resale ER94-1090-000

holesale ER93-385-000

h Dakota - Electric PU-400-92-399
lectnic (Budgets and Budget Process) E002/GR-91-001

Electric F-3422

Dakota Conservation Cost Recovery PUC Heaning, 1981




AMPI Pipeline, Inc. Schedule 2
Freeman, South Dakota Rate
Pipeline Rate

Volume Volumetric
Amount Rates
(A) (B)
nual MCF 214,000
Antios Requirement $211.897
stal F Rat $0.99
. B Annual Reg




AMPT Pipeline. Ine Schedule 3
Statement M - Cust of Service Pagelof3

Levelured Anmust Resemue Reg: for Sources and Notes




Schedule 3
ge 2 0f 3

AMPI Pipeline. Ine
Statement M - Cont
Levehred Anoual Revenoe Requirement

of Service
for Sources and Notes

See Page Sof 3

Summary - LARR Amounts

Return
Deprecition
0K\ and Frop Taves

Totsl LARR
Plant In Service $1.2%.0%

\neual Requirement S21.897




AMPI Pipeline, Inc Schedule 3
Statement M - Cost of Service Page3of3

Levelized Annual Revenue Requirement

Sources and Notes

Schedule 3. Page 1 of 3

man for $111.60K

Freeman See Schedule 4
ned on Schedule §

Freeman See Schedule 4 Escalated st

nts shown on RR 1

wn The nommai amount:

hes Column J on Schedule 3, Page 1 of 3

v amcants are then discounted 1 armive at

slams | describes cach component. Column G shows
ra % o Line 3, Column G 1s applied 1o the
1 armve at the levelized annual 1evenue requirement

15 carmed forward to Schedule 2 o determine the pipehine rate




AMPI Pipeline. Inc Schedule 4
Freeman, South Dakots Pipeline Rate

Plant Investment and Related Costs

AMPIP
Amounts
)

Net Pipeline Original Cost

4) Annual Book Depreciation

Asnual Property Taxes




AMP1 Pipeline, Inc Schedule §
Freeman, South Dakota Rate
Operating Expenses (O&M)
| Year
Annual  Escalated
Escalator Amount

(B) (©)

$12.000 20% $12.240

and Maintenance Costs 1 $1.801
1 line by Jocal AMP! personncl
(3) Corporate Serv
Manag
(4) Audit and Legal Fee

Outside legal »

(5) Insurance $15.000

Annual ¥

$1,500

(7) Regulatory Fee $800 $800

Grows Recerpts tax and DT Pipeline Safety Avsessment

$39.450 $40,045

P contract with NSP NGS for pipeline operations a4 maintenance services
olumn Bl Contract escalatar

?. th escalator apphied 16 year | histoncal-hased amous

smn A AMPTP direct costs of employee pipeline maintenance activities

and 4. Column B Annual escalator based on anticipated inflation
olumn A Fortion «f AMP| comorate costs assaciated with the prpeline

a0 legal fees based on actual results
srance conts based an actual results
OFS sscsunent hased on actual results

ry foes hased on actual results

m of year | and year 2, respectively, O&M costs from Lines 1

wal (&M escalator hased on expenses and individual escalaton




AFFIDAVII

STATE OF MINNESOTA

COUN

TY OF RAMSEY

having been first duly swomn. on oath deposes and says
hat he has read the foregoing testimony and if asked the questions therein his answers in
response would be as shown

That the 1

contained in said answers are true to the best of his knowledge and belief

John ). Winter

SUBSCRIBED AND SWORN 1o me before me this

lay of September, 1997

Wy e *

Notary Public

<o




BEFORE THE
PUBLIC UTILITIES COMMISSION
STATE OF SOUTH DAKOTA

IN THE MATTER OF THE APPLICATION OF
ASSOCIATED MILK PRODUCERS, INC., PIPELINE, INC.
FOR AUTHORITY
TO ESTABLISH A REVISED TRANSPORTATION RATE
FOR NATURAL GAS SERVICE
IN SOUTH DAKOTA

Docket No. NG97-015
Testimony of Gregory A. Rislov
On Behalf of the Commission Staff
March 1998

Q. Please state your name, address, and present position

A. My name is Gregory A. Rislov; my business address is: Public Utilies Commission

PUC), State Capitol Bu.lding, Pierre, S.D. 57501; 1am currently employed as director of the
Fixed Unilities Division of the SDPUC

Q. Whatare y ducational background and experience?

. 1 was gradu. in 1976 from the University of South Dakota in Vermillion with a

welor ice degree in Business Administration, majoring in Accounting. in 1980 1

recerved a Master of Administration degree from the same institution. | began work
as a uuli lyst in July 1976, 1 was named Director of the Fixed Utilities

P Although the main focus of my work has been statutorily
prescribed analysis of u operations and administration of rate cases and other dockets, 1
Iso becor i | and policy matters related to unlity regulation. I have
dakota Senate, House, and various interim legislative committees on
{ matters which could affect rates and costs of service. 1| have appeared before the
when directed by ommussioners, on behalf of the PUC

. Have you previowsly testified before this Commussion?
A. Yes, i approximately 50 major electric, natural gas, and telecommunications dockets. |
artcipated in many dockets where settlement was reached with no need for testimony

preparation

EXHIBIT

§ s




What 1s tae purpose of your testimony in this proceeding?

ake specific cost of service recommendations for the Associated Milk Producers Inc

(AMPIP) transport rate. | am sponsoring Exhibit_(GAR-1) that numerically

cts my recommendations

Is this a new rate for a new service, or is it a revision of an existing rate?

A It could be described either way. The AMPIP line has been in operation since late 1995, but
1t has had only one customer, the corporate-sister AMP! milk processing facility in Freeman.
The rate AMPIP charged AMPI was of less concern because the pipeline cost was borne by the
parent. AMPL, one way or another. The City of Freeman is obviously not part of that affiliate
relationship  This proceeding will establish the initial nonaffiliated customer rate

Q  What are the unique features, if any, of AMPIP's cost of service filing”

A A forecasted, forty-five (45) year levelized cost of service

That

sther ime developed rates on a forecasted, levelized cost of service

ars, not forty-five

ssion allow filings based on forecasted costs of service”

¢ comm iles require that filings be made based on historical costs, but allow for
apphicants to also file parallel, forecasted costs of service  This case has a limited amount of
histoncal data because AMPIP is a start-up company. This coupled with the fact that costs are
means that some data must be forecasted

being projected over forty-five years

Q 'What data 1s known

There are actual plant numbers, and some actual operating and maintenance (O&M) amounts
1996 The financing cost of 9% is known. as is the depreciation rate. Even this known data
must be estimated for the future, and a 45-vear levelized cost of service looks 45 years into the

future

ne part of the equation for determining rates. Another is sales. Do you

ales data. But it has limited value as it is not complete. Note that
decisions regarding fuel choice. They may be connected 1o gas service
They may decide to connect later

ct. subject to labor availability




s unsettled market 1s not operating on a steady-state basis. This is a start-up operation, not a
mature one. Staff witness Jacobson will discuss sales and sales 1ssues and concems in more
!

What is included in AMPIP's rate base”

A AMPIP's rate base is highly simplified compared to the normal utility filing. It consists of
plant-in-service and accumulated depreciation

Q. Is plant-in-service estimated?

A We have actual cost data supported by invoices for the bulk of the costs. One feature of
plant-in-service 1s that the 45-year levelized cost of service does not estimate any plant additions.
There will likely be additions as ime goes on, but AMPIP has not included any

Q. Should additions be included in plant-in-service?

A Any addiions 10 plant would be extremely speculative. If significant additions are made.
AMPIP has the nght to refile its cost of service

Q Should other rate base items be included

A AMPIP has made no claim for other rate base items. This is understandable as 1t 1s a start-up
company that has a limited operation compared to most utilities

djustments to AMPIP's rate base”

¢ reviewed the filing and have found rate base 1s supported in context of the 45-

year levelized cost of service

Q. Dud you review AMPIP's filed operdling income compe

1s did you reach?”

A Operating income components, hike rate base components, are comparatively limited. For
example, oper 1s and maintenance expense (O&M) is either contracted, actual, or based on
wates. O&M expenses relate to operating the system, maintenance.

ping. audit and legal fees, insurance, and regulatory fees. O&M totals

| escalation of 1.5%. The largest expenses are the $12.000 annual
nd the $15.000 insurance. The total O&M expense of $39,450 includes

cgal. auditing, accounting, clerical, insurance, maintenance




management, tax, meter reading and billing.  The total O&M is inflated by 1.5% per year over
the 45-year period. | have not adjusted the filed O&M costs or the annual escalation of 1.5%.

the costs of getting the pipeline up and running”
A AMPIP responded to a question regarding start-up costs included in corporate services.
AMPIP said that the corporate services costs in O&M reflect only ongoing costs.

carhier that total O&M is inflated by 1.5% per year over the 45-year period
1s done and the mechanics of doing it

sre cost of service must. as a starting point, be based on an annual cost of providing
* chose 10 average the cost of service over a 45-year period. This means that a
must be prepared for cach of 45 years. A logical way of doing this is by preparing
st of service and using it as a basis for determining the cost of service for the
way 10 adjust is to estimate inflation’s effect cach year, and add that effect to
sts. AMPIP termed this inflation percentage as the "Annual Escalator.” The
annual escalator was the means to adjust O&M for each of the 44 forecasted

ArRORNSADO®

&

sther costs included in the cost of service”

depreciation, and the return on investment are the other costs

Property taxes are b on actusl assessments, and then inflated by 2 75% for each

vear of the levelized cost of service. Depreciation is straight-line based on the

vear plant life and 107 negative salvage  The return on investment is the debt
The entire cost 1s funded by debt

rves, which included consultation with the Department of
r 15 reasonable. This number may be conservative as
nereased investment besides any percentage increase. The
recration orders by the Minnesota PUC related o
stion. Both plant hife and salvage values are reasonable
Minnesota investigation.  The return on investment is
15 being advanced by Associated Milk Producers. Inc., the
up. the debt cost was compared and questioned. The
dicators, and especially so as the entire investment is




Q. Is the annual escalator of 1.5% reasonable?

A It 1s below the recent low rates of inflaton. The Bureau of Labor Statistics Consumer Price

Index- All Urban Consumers for the North Central region, from January 1997 to September
1997, ranged from 3.53% to 2 22%. Both are more than 1.5%

Q. What steps dud staff take 1o review AMPIP's filed cost of service”

A. Four separate data requests were 1ssued, each contaiming multiple questions. There were
phone conversations

h AMPIP representatives and employecs of the City of Freeman, a tnp to
the City of Freeman to meet with city officials about sales estimates. Independent data sources,
some which have already been mentioned, were employed

Q. Was the determination of each of the 45 years' costs of service and estimated sales the end of
vour analysis

No  AMPIP requested a levelized cost of service. The only point in doing 45-year forecast

clop a levelize tof service
7ed cost of service

Iy changes cach vear In a mature. large company this change is

rela In a small. new company the change can be very large, and the revenues n
1o recover the costs can be dramatically difterent

A levelized cost of service is designed 10
average” the cost of service a

nd related revenue requirement

What causes this dramatic change

pany, all pl. s néw and therefor undepreciated. A stnct rate base, rate of
arement may lead 1o unmarketabie product costs 1n early vears, and very low

later years. This 1s because rate base is high in carly years and sales are

the cost

ney must be conadered. The uming of cash flows differs vath the

1zed cost of

service This difference is “zeroed out” by adding

the actual or levelized cost of service

1al and the levelized cost of service for the 45

fine S0 of columns 1 and J. The “carrying




clized rate 15 shown on line 49, page 2 of my exhibit

AMPIP present its levelized cost of service with this in mind”?

w't know It should be their intent and possibly is, but regardless the AMPIP method
the levelized cost of service.

es AMPIP overstate its levelized cost of service”

vet rephicated AMPIP's work. Even so, AMPIP's "levelized” cost of service exceeds
cost of service even when its actual cost of service is at its highest level. That

suvely cannot be nght as the levelized cost of service 1s an "average” with carrying costs
We would, for example. be better off if we allow AMPIP to charge its highest rate each year
AMPIP's hughest actual cost of service, $211,559, occurs in the first full operational year.

AMPIF's proposed levelized cost of service is $211,897. It is $338 more than its highest actual
S | f cason to reyect AMPIP's method

alone

e resuit of your levelization?

vehized cost of service 1s less than the actual for the first ten years, and above the
last t vears. The highest actual cost of service is in my analysis is
the first vear

The lowest 1s $179.442, which occurs in the last year
which falls between the highest and lowest, is an average
These numbers are found in my exhibit which is attached. Column |

actual cost of service

1 Column J has the levehized cost of service

Columns

levelized cost of service 1s lower than the actual in the carly years because
sted plant makes the actual cost of service relatively high
eventually drop below the levehzed

terest

As plant deprec.ates, the

T'he levehized cost of service is effectively

covering them in the later years

It makes rates more aft

s simply oo high to support a market
nterest

harges in the

arly years and This is how
rdable carly-on when
This early year shontfall is

service 1s designed to work
of service

esent value analysis is the discount rate. What 1s your discount rate

appropriate as it is the cost of money for AMPIP

n affect AMPIP's filed rate




Stafl witness Jacobson 1s addressing the sales forecasts and tariffs. There will be only one

sport rate for AMPIP's transmission service. Mr. Jacobson will develop that rate based on
ed cost of service recommendation allocated to his determination of sales units

further recommendations?

s case ha

wecessanly placed heavy reliance upon estimates that have varying degrees of
¢ sales number is used for each of the 45 years, though one can expect the current
| y comcidentally mirror the actual results. By necessity we use estimates for a
will develop actuals. | recommend that AMPIP’s cost of service be
1999, based on 1998 results, or in 2000, based on 1999's results. The
should order this review when the current rate is approved so that AMPIP is put on

c1 questions.
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Depreciation

(d)
$15,352
30,704
30,704
30.704
30,704
30,704
30.704
30,704
30,704
30.704
30,704
30.704
30.704
30,704
30.704
30,704
30704
30,704
30.704
30.704
30.704
30,704
30.704
30.704
30.704
30 704
30.704
30,704
30,704
30.704
30.704
30.704
30.704
30.704
30,704
30,704
30.704
30.704
30.704
30704
30,704
12544

$1.255 056 $1,256,056

Net Plant

le]

$1.210.000
1.179.296
1.148.592
1,117,888
1,087,184
1,056,480
1025776
995,072
964 368
933 664
902,960
872256
841,552
810,848
780 144
749 440
718,736
688,032
657 328
626,624
595,920
565216
534 512
503808
473,104
442 400
411,696
380,992
350,288
319584
288 880
258176
227472
196.768
166,064
135,360
104 656
73.952
43248
12544

0

Return

[Cot Ex9%]

1

$107,518
104,755
101,992
99,228
96,465
93,702
90,938
88.175
85411
82648
79885
7121
74,358
71,595
68,831
66,068
63.305
60,541
57.778
55014
52.251
49,488
46,724
43,961
41198
38434
35671
32,908
30.144
27,381
24618
21.854
19.091
16,327
13,564
10801
8037
5274
251
564
0

Operating
Expenses

L]

$39.450
40,042
40,642
41252
41871
42,499
43136
43,783
44440
45107
45,783
46,470
47,167
47 875
48.593
49322
50,061
50,812
51.575
52 348
53,133
53,930
54 739
55,560
56,394
57,240
58.098
58,970
59,854

Interest Compcnent of Levelized Rate (L. 48, Col. K, less L. 48_Col. J)

Net Present Value (sum of individual year's, 1-45)

Property
Taxes

0]

$31,368
32231
33.117
34,028
34,963
35925
36,913
37.928
38,971
40043
41144
42275
43438
44 €32
45860
47121
48417
49748
51,116
52522
53,966
55,450
56.975
58,542
60,152
61,806
63,506
65.252
67.047
68.891
70.785
72732
74732
76,787
78.899
81,068
83298
85,588
87,942
90.360
92 845
95399
98.022
100.718
103,487
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BEFORE THE
PUBLIC UTILITIES COMMISSION
STATE OF SOUTH DAKOTA

IN THE MATTER OF THE APPLICATION OF
ASSOCIATED MILK PRODUCERS, INC., PIPELINE. INC
FOR AUTHORITY
TO ESTABLISH A REVISED TRANSPORTATION RATE
FOR NATURAL GAS SERVICE
IN SOUTH DAKOTA

Docket No NG97-015
Testimony of David A Jacobson
On Behalf of the Commussion Staff
March 1998

What 1s your name and by whom are you employed?

My name 1s David A Jacobson and my business address ts Public Utilities

Commussion. State Capitol Building. Pierre. South Dakota 57501. | am presently

empioyed as a Utility Analyst with the Fixed Utilities Division of the Public Utilities
Commussion
Please describe your educational background and expernence
| recerved a Bachelor of Science Degree in Business Administration majoring in
management in 1980 and subsequently completed major course work in
accounting at the University of South Dakota | have been with the Public Utilities
Commussion since May of 1984
Have y ously testified before the Commission?
Yes | have presented testimony in eleven rate increase applications and in other
docketed matters before the Commission
What is the purpose of your testimony in this proceeding?

shall present Staff's determination of the transportation volumes used as the

to determine the per dekatherm (Dkt) rate which will apply to

Associated Milk Producers. Inc  Pipeline, Inc's (AMPIP’s) customers. | shall also

recommnd certain changes to the proposed tanff submitted in th




How did AMPIP determine transportation volumes in their application?
In response 1o a Staff data request, AMPIP explained that their volume estimates

were based on an August 1996 canvassing of potential business and residential

customers n the city of Freeman The survey, conducted by Northern States

Power Company's Natural Gas Services, was undertaken to determine the
feasibity of offering natural gas to city residents. It should be noted that AMPIP
assumed that one Mcf (thousand cubic feet) equals one Dkt and Staff will do the
same

How did Staff make its determination of transportation volumes?

Per data request, Staff received the results of the study conducted for AMPIP.
Staff then contacted the City of Freeman finance officer and requested
information regarding customers currently hooked up and customers expected to
be hooked up i the near future Staff also inquired as to whether there had been
any events which would result in changes to the volumes expected tc be
deiverad 1o ndrndual customers. On February 18th, 1998, Staff Witness Rislov
and | traveled to Freeman to further discuss customer numbers and volume
estimates with City personnel

How did AMPIP's volume estimate compare to Staff's findings?

Starting with the small volume class. AMPIP estimated 132 customers with annual
consumption of 110 Dkt each Staff's investigation revealed that as of January
1998 the Cny of Freeman was actually serving 253 small volume accounts. The
city provided a breakdown of small volume usage indicating how many furnaces,
water heaters and dryers/ffireplaces/heaters were actually being served as of
February 15 1998 As shown on Exhibit (DAJ-1), 187 residential furnaces, 72
resdential water heaters and 32 dryers. fireplaces or heaters were being served
on that date Staff estimated usage of 85 Dkt for residential furnaces, 30 Dkt for
water heaters and 5 Dkt for dryers. fireplaces or heaters. AMPIP's estimate of
total annual small volume consumption 1s 14 520 Dkt Staff's estimated volume

18.215 Dkt




For the medium volume or commercial class, AMPIP estimated 35 customers with
annual throughput of 400 Dkt each or 14.000 Dkt total annual consumption
Staff's investigation revealed that 23 commercial customers were either taking
service currently or expected to be taking service shortly. Three of these
customers had volumes ifi and the were

to average 400 Dkt of annual throughput  Staff's estimated volume is 11,800 Dkt
for the medium volume or commercial class

AMPIP's estimated throughput for nine large volume, or large commercial
customers 1s 39,500 Dkt Staff's investigation revealed that of the nine customers
dentfied by AMPIP as large commercial, two were actually being served as
medium volume or commercial customers. Also, one of the large commercial
customers dentified by AMPIP had now decided not to take natural gas service
and another had approximately doubled the size of its operation. Staff's large
commercial volume estimate is 40,200 Dkt

The final customer 1o be considered in denving a tota! annual throughput 1s AMP!
Both Staff and AMPIP have estimated this volume at 144,000 Dkt

What s the final companson of AMPIP's total annual throughput and Staff's total
annual throughput?

AMPIP has estimated 214 000 Dkt annual throughput and Staff has estimated
214 215 Dkt annual throughput

Does Staff beleve that the throughput they have estimated s reasonably

accurate?

Staff beleves # 1s the most accurate estimate possible at this ime however there
are several vanables which could significantly alter actual volumes Obviously.
none of the customers served by this system have a long history of usage to
exarmine  Pnor to this last fall. AMPI was the only customer being served Usage
by AMPI dunng the 1996/1397 winter may reflect the extreme weather conditions
at that ime  Addtional customers may hook up to the system in the short term

depending on natural gas and alternative energy prices




Has Staff escalated future annual throughput to account for growth?

Staff has considered a growth adjustment but not included one in its estimate. It
1s hard to determine whether, or to what degree growth in throughput will occur
n Freeman Many smaller communities in South Dakota are decreasing in size
as the population ages and as people migrate to the larger cities. On the other
hand many communities are expenencing growth through economic expansion
Many communites around Freeman are already served by natural gas therefore
somewhat neutralizing its effect on attracting new customers. Staff recommends
the Commission review the rate determined in this proceeding after a period of
time to true up the rate once additional histoncal data s available

If the annual throughput of 214,215 Dkt 1s applied, what is the resulting rate for
transponation services on the AMPIP system?

Divding the cost of service provided by Staff Witness Rislov of $199,112 by
Staff's expected transportation volume of 214 215 Dkt results in a rate of $.9295
per Dkt

What do you recommend regarding the tanff filed by AMPIP in this application

| have recommended to AMPIP certain changes to the tariff submitted. Certain

condtions and provisions in the tarff are not specifically articulated in the tanff but

instead mirror and are referenced to Northern Natural Gas Company's tariff on file

with the Federal Energy Regulatory Commission. | have asked that AMPIP delete
the references and add the actual conditions or provisions AMPIP has also
included a provision for "selling” excess gas needed for pipeline operations
AMPIP s currently preparing a response so that Staff can determine if this service
should be tanffed or not Other changes which are considered “clean up” have
also been suggested to AMPIP  ANIPIP has expressed that they have no major
problems with the suggested changes

i have no further questions
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BEFORE THE PUBLIC UTILITIES COMMISSION
OF THE STATE OF SOUTH DAKOTA

IN THE MATTER OF THE APPLICATION OF ) FINDINGS OF FACT AND
ASSOCIATED MILK PRODUCERS, INC. ) CONCLUSIONS OF LAW;
PIPELINE, INC. FOR APPROVAL OF CHANGE ) NOTICE OF ENTRY OF
IN AN INTRASTATE NATURAL GAS ) ORDER
TRANSPORTATION RATE ) NG97-015

7 the Associated Milk Producers. Inc Pipeline. Inc (AMPIP)

ciated Milk Producers Inc (AMPI). filed with the Public Utilities

ussion) an application requesting a revision to its natural gas

e and tarff so it may serve both AMPI and a new municipal gas utility to

be owned and operated by the City of Freeman South Dakota (Freeman) No other type

of service or rate will be offered on the pipeline at this time. In the future, AMPIP may add

addmonal farm tap customers along the line. at the same rate under Schedule FT. AMPIP

also requested a waver of ARSD rules 20 10 13 04 and 20 10 1305 AMPIP proposed
an effective date of October 5 1997

e is @ volumetric rate per Mcf rather than the current monthly fixed

allows more flexibility to both AMPIP and Freeman as customers

are addea within the m. pality and volumes change over ime It also sends pricing

signals to Freeman and AMPI related to their utilization of the pipeline facility During

er bills will refiect that lower seasonal use. and vice versa

the pipeline will be sold ta the City of Freeman which changes the

ul cost data supporting the old rate Thirg after slightly more than a year of

operation more accurate cost data 1s now avallable The proposed rate 1s $0 99 per Mcf
Both AMPI and Freeman have agreed 1o the proposed volumetnc rate

By orgder dated October 3 19397 the Commussion allowed the transportation rate to
go inte effect on October 5 1997 subject to refund and required AMPIP to deposit a filing
fee pursuant to SDCL 49-1A-8 By amended order dated March 19, 1998, a hearing was
scheduled for March 30, 1998 n Sioux Falls. South Dakota The hearing was held as
scheduled

At its May 12 1998 meeting, the Commission considered this matter The
Commussion ruled as follows (1) AMPIP shall use a forecasted, 45 year levelized cost of
service calculated in the same manner as found on Exhibit 4. (2) the current $ 99 rate per
Mcf shall be left in place until September 1. 2000, subject to refund at an interest rate of
9% (3) any undercollections by AMPIP are at the risk of AMPIP. (4) depreciation on the
faciity shall begin when the plant was first used in March of 1996, (5) AMPIP shall refile
the proposed tanffs that incorporate Staff's recommendations that AMPIP agreed to at the
hearing for Staff's review and (6) AMPIP shall submit an application for a change in the




nirastate natural gas transportation rate by March 1. 2000 Chairman Burg dissented on
the charging of interest

Based on the evidence receved at the hearing the Commission makes the
following Findings of Fact and Conclusions of Law

FINDINGS OF FACT
1 On September 5 1997 AMPIP filed an application requesting a revision to its
natural gas transportation rate and tarff so it may serve both AMPIP and a new municipal
gas utility to be owned and operated by Freeman Exhibit 1

2 Although AMPIP's calculations indicated a rate of $ 945 per Mcf, AMPIP
requested that its current $ 99 rate per Mcf be left in place until September 1. 2000
subecttorefund Tr at5 18 AMPIP believed that the rate was reasonable since sales
projections are less than anticipated in the near term and the pipeline is being operated
just to recover costs  Tr at 29 AMPIP further stated that any undercollections would be
at the nisk of the pipeline company Tr at 18

3 AMPIP disagreed with Staff's recommendation that set the date in service back
18 months from AMPIP's propcsed date in service Tr at 15 The effect of Staff's
recommendation was that depreciation would begin earlier Staff's recommendation was
based on when the pipeline began operating, which was March of 1996 Tr at 47-48

4 Staff recommended a rate of $ 9295 per Mcf based on a levelized cost of service
of$19511200 Tr at34 37 Exhibit4 Exhibit 5 Staff recommended an interest rate of
9% for any refund which 1s AMPIP's debt cost. Tr at 44

aff recommended changes to AMPIP's proposed tanff which AMPIP agreed to
r at24-25

The mayor of Freeman stated that the city agrees with leaving the $ 99 cent rate
per Mcf until the year 2000 Tr at 61

The Commuission finds that :t will allow AMPIP to continue to charge its cuirent
rate of $ 99 per Mcf untl September 1, 2000, subject to refund at an interest rate of 9%
The Commussion will allow this since any overcollections will be refunded with interest
8 The Commission finds that AMPIP shall use a forecasted, 45 year levelized cost
of service calculated in the same manner as found on Exhibit 4

9 The Commission finds that any undercollections by AMPIP are at the risk of
AMPIP




The Commission finds that depreciation on the facility will be calculated from
the time the plant started being used in March of 1996

11 The Commssion finds that AMPIP shall refile the proposed tariffs that
rates Staff's recommendations that AMPIP agreed to at the hearing The revised
tanffs shall be reviewed by Staff

12 The( ssion finds that AMPIP shall submit an application for a change in
the intrastate natural gas transportation rate by March 1. 2000

CONCLUSIONS OF LAW

The Commission has junsdiction over this matter pursuant to SOCL Chapters 1-
26 and 49-34A specifically 1-26-17 1 49-34A-4 49-34A-6 49-34A-8 49-34A-10. 49-34A-
11 49.34A-12 49-34A-13 49-34A-13 1 49-34A-17 49-34A-19 and 49-34A-21
2 The Commission concludes that allowing AMPIP to continue to charge its current
rate of $ 99 per Mcf until September 1. 2000, subject to refund at an interest rate of 9% i1s
farr and reasonable AMPIP shall also comply with the Commussion's Findings of Fact 7
through 12 inclusive

It 1s therefore

ORDERED  that AMPIP may continue to charge its current rate of $ 99 per Mcf until
September 1. 2000 subject to refund at an interest rate of 3%, and 1t is

FURTHER ORDERED that AMPIP shall use a forecasted, 45 year levelized cost
of service calculated in the same manner as found on Exhibit 4, and it i1s

FURTHER ORDERED, that any undercollections by AMPIP are at the nsk of
AMPIP and it s

FURTHER ORDERED . that depreciation on the facility will be calculated from the
time the piant started being used in March of 1996, and it is

FURTHER ORDERED that AMPIP shall refile the proposed tariffs that incorporate
Staff's recommendations that AMPIP agreed to at the hearing and the revised tariffs shall
be reviewed by Staff and it 1s

FURTHER ORDERED. that AMPIP shall submit an application for a change in the
intrastate natural gas transportation rate by March 1, 2000




NOTICE OF ENTRY OF ORDER

PLEASE TAKE NOTICE that this Order was duly entered on the ,,,"z;é day of
June, 1998 Pursuant to SDCL 1-26-32, this Order will take effect 10 days after the date
of receipt or failure to accept delivery of the decision by the parties

Dated at Pierre. South Dakota. this i ré” day of June. 1998

CERTIFICATE OF SERVICE

The undersgned hereby cerfies that the
Gocument has been served today Upon sk partes of
record i thes docket. a8 bsted on the docke! service
by facwmie or by frat Class mad n properly
203 wssed eguenEs W Charges Drepand thereon

o Al Faide

BY ORDER OF THE COMMISSION
2

o AT
S A BURG, Chairman, 7
(dissented on the chargmglo/v interest)

1
,/{)v ,)/ V2 O
PAM NELSON. Comppissioner

o / > ol
4 X V/’ 2o p 4N
LASKA SCHOENFELDER, Cofmissioner
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