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1

THE PUBLIC UTILITIES COMMISSION

3
2 OF THE STATE OF SOUIH DAKOTA 1 CHAIRMAN SAHR: This is the time and
2 STTTTTTTTEssEEEmEmEEEEEEEEAT 2 place for the hearing in NGO4-001 involving
4 o e TCm BNELSY COLDANY ROR HE04-001 3 MidAmerican Energy. It is Tuesday, August 17 at
s R e Seaoien [ ims FOR 4 approximately 1:15 p.m. My name is Bob Sahr. I'm
& o e emeo - 5 the Chairman of the South Dakota Public Utilities
7 Transeript of Proceedings 6 Commission, and with me here in Pierre are
8 August 17, 2004 7 Gary Hanson, Vice Chairman of the Commission, and
9 S===ssS-ssssss=sssss=sss====== 8 Jim Burg, Commissioner.
10 BEFORE THE PUBLIC UTTLITTES COMMISSION, 9 At this point in time | would ask that we take
" ﬁYBmeg;m‘ggglggw 10 appearances and then my understanding is that we do
12 CovmizessON SEAFE 1 have a settlement or a proposed settlement and at
i3 gobn smith 12 that point in time 1'd like to have MidAmerican
14 Greg Rislov 13 make a brief presentation on that and then we can
15 Dave Jacohson. 14 go to staff and see what sort of questions we may
16 Martin Bettuann 15 have from Commissioners.
17 rEARARCES 16 So if you would, please, if the attorneys
18 o v Stevact . Midmerioan 17 would make appearances and please note anyone who
19 ' ' 18 is here on behalf of your organization.
20 19 MS. STEWART: My name is Suzan M.
21 Reported By Cheri McComsey Wittler, RER 20 Stewart, SUZAN, ST-EW-A-RT. I'm managing
22 21 senior attorney for MidAmerican Energy Company. My
23 22 address is P.0. Box 778, Sioux City, lowa 51102.
24 23 With me today | have James Howard, vice president
25 24 of regulatory affairs, Debra Kutsunis, manager

25 rates, Richard R. Tunning or Rick Tunning and, I'm
1 APPEARANCES BY TELEPHONE 4
2 Bopii beneland 1 sorry, | do not know Rick's title. Could you state
3 e f e mieememmcsommememceo== 2 that, please.
4 TRANSCRIPT OF PROCEEDINGS, held in the 3 MR. TUNNING: Manager of financial
5 above-entitled matter, at the South Dakota State 4 reporting.
[5] Capitol, Room 412, 500 East Capitol Avenue, Pierre, 5 MS STEWART: Ron Dake from Our
, south Dakota, on the 17th day of August 2004, 6 Sioux Falls office. Ron, could you state your
8 commencing at 1 o'clock p.m. 7 title.
o 8 MR. DAKE: Manager of operations of
0 9 South Dakota.
i 10 MS. STEWART. Michelle Olson.
12 11 MS. OLSON: I'm the supervisor of
i 12 the Sioux Falls customer office.
i 13 MS. STEWART: And Melanie Acord.
i 14 MS. ACORD: Senior transitional
6 15 pricing analyst.
" 16 MS. STEWART: And we are here
.8 17 prepared to address the settlement with you today
i 18 and answer any questions you may have and urge you
19 to approve it as filed.

20 2 CHAIRMAN SAHR: Thank you. Staff
= 21 MS. CREMER: Karen Cremer from
% 22 staff, and with me is Dave Jacobson, Keith Senger,
® 23 Michelle Farris, and Martin Bettmann,
2 24 CHAIRMAN SAHR: Thank you.
28 25 Mr. Copeland and Mr. Towers. Mr. Towers, why don't
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you go ahead and identify yourself.

MR. TOWERS: Robert T. Towers,
Chesapeake Regulatory Consultants, consultant to
the Commission staff.

CHAIRMAN SAHR: Thank you.

Mr. Copeland.

MR. COPELAND: This is Mr. Basil
Copeland, also Chesapeake Regulatory Consultants.

CHAIRMAN SAHR: Are any of the
Interveners present? And nobody's on the line from
the Interveners?

With that in mind, why don't we go ahead and
have MidAmerican present the settlement.

MS. STEWART: [ would ask Mr. Howard
to describe the settlement to you.

CHAIRMAN SAHR: Thank you.

MR. HOWARD: I'm not sure how much
detail you want. As noted in the settlement
stipulation, we did file the case back in April of
2004. The requested increase was about

BosIdorsmw2o@©@Ioamwn =

Subsequent to those discussions on the 27th
MidAmerican had discussions with Commission staff
about possible other adjustments that other
companies had made that we had not made, and we
requested information and testimony and schedules
on how those calculations were calculated.

In the meantime | guess from my perspective |
have a tendency to look more at -- rather than ROE,
| tend to look at what MidAmerican might reasonably
expect to receive if it were to litigate a case
before a Commission or a board and based on some
calculations that we made, came up with a number
that | felt was for settlement purposes,
reasonable, presented it to staff and staff looked
at some of the subsequent adjustments that we had
talked about. They looked at some of the existing
adjustments that we had proposed on | think it was
July 15, and they were able to come up with the
revenue requirement or come close to it and the
revenue increase that at least in my mind | felt

$1.6 million. Subsequent to that we met with staff 21 was reasonable also.
and updated some of the proforma adjustments and |22 That was the basis of the settlement
offered some additional adjustments to some of the |23 stipulation that you see before you. It does not
items based on some of the things that had changed, |24 state an ROE. In fact, just the contrary so that
particularly with respect to post retirement 25 MidAmerican believes that it has some protection in
6
1 benefits, decisions that had been made after we 1 terms of the financial press and any released ROE
2 filed the case with the Commission. | believe that 2 that might go to the financial press or appear in
3 was on July 15 or thereabouts. 3 the financial press.
4 On July 27, | believe, we met with the 4 Had MidAmerican not received | guess that kind
5 Commission staff, and one of the Interveners was in 5 of protection, | can safely say that we would not
6 attendance, Northwestern Corporation - or Services | 6 have settled the case but rather would have
7 Corporation. At that time we pretty much agreedon | 7 litigated the case. So with that, | guess | would
8 all of the adjustments with the exception of ROE 8 like to say | commend the staff of this Commission
9 and rate design. 9 for being willing to work with the company to
10 CHAIRMAN SAHR: I'm sorry. You 10 arrive at what | believe is a reasonable solution
1 agreed on all the adjustments except for? " for both the customers and the company. And it's
12 MR. HOWARD: Rate design and the 12 also fairly consistent with the kinds of
13 allocation of an increase to the different customer 13 settlements or litigated outcomes that MidAmerican
14 classes and also return on equity, and return on 14 has received in other jurisdictions with respect to
15 equity appeared to be at least in my mind the big 15 gas cases in terms of the percent of revenue.
16 issue. MidAmerican was not willing to accept an 16 And we would urge the Commission o approve
17 ROE below 10.75 percent because our president and |17 the settlement stipulation. That's probably more
18 CEQ of MidAmerican Energy Holdings Company did not [ 18 than you ever wanted to hear.
19 want any fallout from any published number that low |19 CHAIRMAN SAHR: No. | thought that
20 related to ROE and the impact it may have in the 20 was quite useful. Thank you.
21 other jurisdictions in which we operate and any 21 COMMISSIONER BURG: Very brief.
22 cases we might file in those jurisdictions. 22 CHAIRMAN SAHR: Staff
23 Staff would not offer anything above 23 MR. JACOBSON: Well, | think
24 10 percent, and so we were really kind of at a 24 MidAmerican laid it out pretty well. The staff
25 stalemate. 25 prepared a memo which went through on an
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1 issue-by-issue where we took -- the stances we took 1 numbers at hand that I'm searching for.
2 and we made from the company's originally filed 2 The other class represents about 99.5 percent
3 case. Hopefully you'll be able to follow that 3 of the customers by the company who place about
4 through and it somewhat explains within the 4 83 percent of the peak demand on the company's
5 settlement agreement -- there's some language 5 system and use about 74 percent. So | disagree
6 explaining the stance on return on equity that the 6 strongly. | disagree strongly with the allocation
7 company and staff took. 7 of those costs on the basis of numbers of
8 Hopefully that will answer most of your 8 customers. | would allocate those costs on the
9 questions. We stand ready to answer any additional 9 basis of peak usage, which is the factor that the
10 questions you may have. 10 company uses to allocate the remainder of
" CHAIRMAN SAHR: Thank you. 11 distribution of mains costs.
12 Questions from the Commissioners or advisers? 2 And, of course, the allocation of distribution
13 MR. RISLOV: If I could ask either 13 mains costs affects other costs that are allocated
14 staff or company, | don't care which one, just to 14 among the classes as well because that goes into a
15 explain what went through the process of 15 number of composite factors, which affects the
16 determining the allocation of the rate increase in 16 allocation of these other costs.
17 rates? 17 So the company was proposing a distribution of
18 | think that's going to be very interesting 18 the rate increase with that -- the customer factor
19 for the customers as well as the Commissioners to 19 involved, which resulted in about a - an almost
20 know exactly what -- you know, where we ended upon | 20 8 percent increase in the margin revenues for the
21 rate design. 21 small volume class as compared to the overall
22 MR. TOWERS: That was Greg Rislov, | 22 increase that they were suggesting, which was about
23 believe? 23 $1,600,000 so about 7 percent.
24 MR. RISLOV: Excuse me, Bob. You're 24 And at the same time the company was proposing
25 absolutely right. 25 a rate reduction of about 10 percent in margin
10 12
1 MR. TOWERS: | can say something 1 revenues for medium volume customers. The change
2 about that. The company may wish to say more. The | 2 that | made in the allocation of costs would have
3 distribution of the rate increase reflected a 3 actually resulted in a small increase to the medium
4 compromise on differences in theories between the 4 volume customers rather than a decrease at all and
5 companies filing and what the staff would have 5 a much smaller decrease to the small volume users.
6 filed had it filed testimony -- at least had | 6 The settlement agreement recognized
7 filed testimony, and | was prepared to do so. 7 implicitly, | guess, the controversy and tried to
8 And the difference in views of cost allocation 8 reach some settlement in between those two
9 among customer classes was the treatment that the 9 positions. Recognizing that both of these are
10 company gave to a large portion of the cost of 10 theories on how costs should be allocated, there
11 distribution mains. The company proposed to treat 11 isn't any precise way of identifying with
12 as a customer-related cost about 45 percent of the 12 specificity any costs that are associated with each
13 cost of distribution main and allocate those costs 13 class. Sothe compromise was to leave the medium
14 to the various classes on the basis of the number 14 volume rates where they are, that is there would be
15 of customers served in each class. 15 no reduction as the company proposed, nor would
16 This company has basically three classes of 16 there be the small increase which my calculations
17 customers labeled small volume, medium volume, and | 17 yielded and in effect the benefit of doing that was
18 large volume. This allocation was a significant 18 transferred primarily to the small volume class,
19 portion of cost on the basis of number of customers 19 that being the major class.
20 had the effect of putting about 99 percent of those 20 So that was kind of conceptually how those
21 costs into the small volume category because that 21 numbers were arrived at and agreed to. And then
22 represents the allocation factor based on numbers 22 Martin Bettmann -- yeah. Martin was actively
23 of customers. And, in fact, that class is 23 involved in setting the unit charges and to some
24 responsible for a much smaller percentage of the 24 extent the distribution of the increase and the
25 actual usage of the system -- and | had some 25 development of the unit charges go kind of hand in
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i hand, that is you have to do several things at the 1 rate, the commodity, if you will, the delivery
2 same time. 2 charge.
3 There was one other important and related 3 That's about all | can think of to say on cost
4 issue to the cost allocation, the rate design, and 4 allocation and that aspect of rate design. Does
5 that was -- had to do with the company's proposal 5 that respond to your question?
6 to increase, again, the small volume customer 6 MR. RISLOV; VYes, it does. Thank
7 service charge which presently is at a level of 7 you.
8 7.50 a month. They were proposing toraise thatup | 8 CHAIRMAN SAHR: Other questions?
9 to $10 per month. That, again, was based on an 9 COMMISSIONER BURG: | have two short
10 analysis of what the company deemed to be 10 ones. You indicate that a generic inflation
11 customer-related costs, including the " adjustment based on court precedents in prior
12 customer-related component of mains that | 12 South Dakota case for O&M expenses is not otherwise
13 discussed earlier in connection with the class 13 adjusted. What exactly does that mean? What was
14 allocation. 14 that court precedent, and how did that apply here?
15 | take a much more narrow view of customer 15 MR. SENGER: 1 can't give you the
16 costs that can justify what will be recoveredin a 16 court case number, and it was somewhat before my
17 service charge, and the phrase | use is direct 17 time, but it was a decision some time ago, | think
18 customer cost, cost that can be directly identified 18 between Ottertail and the Commission. My
19 with the service to an individual customer such as 19 understanding is that the Commission turned down a
20 the cost of the service line, the cost of a meter 20 company proposed adjustment for increase. That
21 but not all the other costs that are simply the 21 adjustment was elevated all the way to the Supreme
22 result of the necessity to allocate system-wide 22 Court. The Supreme Court overturned the Commission
23 costs to classes so portions of overheads, employee |23 and indicated that an inflationary adjustment was
24 benefits costs, and that sort of thing get 24 an adjustment that the Commission had to accept in
25 allocated to these categories like services and 25 that case.

14 16
1 meters. 1 From there on forward Commission staff has
2 | purge those kind of overhead costs from the 2 taken the position that an inflationary adjustment
3 customer cost analysis, and yet even when | did 3 for other O&M that has not been adjusted in other
4 that | show for the small volume class a customer 4 areas of the case can be adjusted for inflation.
5 cost -- a direct customer cost of about $9.50. 5 What | mean by other O&M not otherwise adjusted
6 That wouldn't justify the $10 the company was 6 would be you have a category of other operation and
7 requesting, but it, | think, amply supports the 7 maintenance expenses. For example, a company may
8 move that staff and the company eventually agreed 8 come forth and make an adjustment to labor.
9 on, which was to increase the present charge from 9 Therefore, we take labor out of that O&M. They
10 $7.50 to $8 and the reason for limiting the 10 make an adjustment for rate case expense. We take
11 increase in the service charge has to do with, 11 rate case expense out of O&M.
12 again, customer impact, the extent to which that 12 All the other O&M that has not been adjusted,
13 affects smaller users more than it does larger 13 some others may not apply, but we adjust that by
14 users. 14 inflationary rate.
15 And that, again, is very important because for 15 COMMISSIONER BURG: Is that
16 this company the small volume class includes a 16 inflationary factor you use, is that historical?
17 really diverse group of customers, residential, 17 MR. SENGER: Yes.
18 commercial, and industrial, all of whom qualify as 18 COMMISSIONER BURG: It's not
19 small volume, but even though they are categorized {19 prospective.
20 as small volume the volumes of gas consumption 20 MR. SENGER: The first step that we
21 varies quite a bit within that class customer by 21 do is we take the other O&M not otherwise adjusted
22 customer. So we thought it was important to 22 and multiply it times half the inflationary rate
23 continue to temper increase in the customer charge |23 during the test year. That essentially takes the
24 and, of course, the remainder of those costs are 24 expenses that were incurred at the beginning of the
25 recovered in the initial block of that small volume 25 test year and brings them up to an inflationary
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1 rate had they been incurred at the end of the test 1 Office of Consumer Advocate made and the amount of
2 year. 2 revenue increase and we agreed to ask and we agreed
3 And then another step that has been done in 3 to do that as a result of that. And MidAmerican,

4 this case is we took that adjusted rate and looked 4 you know, agreed to this due to the fact that we

5 from the inflationary rate from the end of the test 5 could compromise and reach an agreement on a

6 period to the most current inflationary rate that 6 revenue increase in this particular case.

7 we can find and adjust it furtherwise. And staff's 7 CHAIRMAN SAHR: Could you discuss,

8 viewpoint is whether it's a decrease or an increase 8 and | would be happy to have staff give their input

9 it essentially -- what it does is it brings those 9 on this as well, with the last rate increase would
10 adjustments -- those expenses to a current day 10 you discuss which classifications of customers --

1" expense. 11 excuse me for using a lay term -- felt that the
12 COMMISSIONER BURG: Okay. That 12 most, and my recollection is wasn't there a pretty

13 covered mine. 13 significant impact on medium-sized customers in

14 MR. HOWARD: One other comment | 14 that rate increase?

15 would like to make if | could go back on, | guess, 15 MR. HOWARD: Melanie, do you know

16 a summary of the settlement and the discussions, 16 what the rate increases were in the last case?

17 and that's on the provision in the settlement 17 MS. ACORD: No, | do not.

18 stipulation that precludes MidAmerican from filing 18 MR. HOWARD: | don't have those. We
19 a case that will have an effective date prior to 19 can get those for you. I'm guessing that the
20 September 1, 2007 in South Dakota. 20 distribution was probably very similar to what we

21 | don't think we've ever offered that here. 21 see here.

22 [n lowa in the last gas case we offered a two-year 22 MR. TOWERS: In the last case the

23 moratorium. That two years is up November, | 23 settlement agreement provided for it

24 think, 27th of this year. We are not going to file 24 across-the-board adjustment. | know there's a

25 a case in lowa this year. But one thing that we 25 uniform percentage increase in the margin revenues

18 20

1 are looking at more closely under the new 1 from each customer.

2 management of this company is -- and you can see it 2 CHAIRMAN SAHR: Mr. Towers, was that
3 in this case because the prior case which was three 3 based on the peak usage?

4 years prior to this one | think the increase was 4 MR. TOWERS: Well, again, it was

5 for slightly in excess of $3 million. | think it 5 based on, you know, competing theories as to how

6 was like 3.2. 3.3 was the asking. This one was we 6 costs should be allocated and then looking at the

7 camein at alevel of 1.6. And in lowa we were on 7 results of both the company's cost allocation and

8 the border of requesting an increase this year but 8 the allocation that | sponsored in that case. And

9 elected not to for some other reasons. 9 the compromise was let's -- | think the term was

10 But | just wanted to point that out because | 10 let's maintain the status quo and just increase

11 don't think that's ever been offered in 11 revenues from each class by, | think, the

12 South Dakota through moratorium. 12 percentage was - well, | don't want to say what it

13 COMMISSIONER BURG: Are you 13 was because | don't remember off the top of my

14 anticipating -- you said you're not filing in lowa, 14 head, but | do know it was uniform.

15 but do you think that will be part of another next 15 MR. HOWARD: | agree with you,

16 case in lowa? 16 Mr. Towers. You jogged my memory, and that was the
17 MR. HOWARD: It depends on what kind 17 basis of the last increase. It was

18 of a settlement we can reach with the Office of 18 across-the-board.

19 Consumer Advocate in lowa. 19 CHAIRMAN SAHR: And could you

20 COMMISSIONER BURG: |was wondering | 20 compare that to this increase and explain if there

21 if that becomes your mode of standard operating to 21 is, in fact, going to be a larger impact on the

22 sort of assure that you won't be within the 22 smaller customers, the justification for that.

23 two-year period of time. 23 MR. TOWERS: I think the attachment

24 MR. HOWARD: The reason we did it in 24 to staff's memorandum speaks to that. The top

25 the last case was because of some concessions the 25 schedule prepared by Martin Bettmann shows that the
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21 23
1 increase in margin revenues overall is 4.4 percent 1 discourage the overuse of natural gas, the waste of
2 settlement level. The increase to small volume 2 natural gas? When | was utilities Commissioner |
3 users is 4.7 percent. The increase to large volume 3 put in a step increase, a block increase in the
4 is 5.4 percent and, as | mentioned, the medium 4 water usage so that when people used over a certain
5 volume class was left at its present rate levels. 5 amount of water, then the rate increased.
6 It was zero there. 6 Do you have anything of that nature?
7 So there's a somewhat higher increase in 7 MR. HOWARD: Actually, the - in the
8 margin revenues for the small volume class than 8 gas utility the blocks are declining. So you have
9 overall, but that's the result of not adjusting 9 the customer charge or the service charge. Then
10 medium volume at all. 10 the first block is higher and then the second block
1 CHAIRMAN SAHR: So when that small 11 is generally lower. | don't recall, was the second
12 or big customer stops me on the street and says 12 block increased at a greater or lesser percent than
13 what was the reason that | got a rate increase and 13 the first block on small volume?
14 the medium-sized person didn't, what should | say? 14 MS. ACORD: | believe it was
15 - MR. TOWERS: Well, it's certainly 15 greater. The second block was a greater increase.
16 based on a consideration of the allocation of the 16 MR. HOWARD: Right. That was my
17 company's costs among the costs, and it does not 17 recollection. So | guess if you want to say that
18 strictly adhere to the cost allocation that | would 18 the tariff has a tendency to discourage customers
19 prepare and it doesn't adhere to the company's cost 19 more now from using larger amounts, it does because
20 allocation either but it's something that | would 20 the second block is higher in relation to the first
21 characterize as being in between and not meaning 21 block than under the existing tariff. It is not
22 it's in between in any precise way but a compromise 22 higher but --
23 position. 23 VICE CHAIR HANSON: It's not
24 MR. HOWARD: |was just going to 24 higher -- it decreases at a decreasing rate.
25 say, | mean, it is the result of a settlement. 25 MR. HOWARD: Yes.
22 24
1 Staff's cost of service showed that this group of 1 MR. BETTMANN: Commissioner Hanson,
2 customers should actually have an increase. Our 2 for the small volume customers previously there was
3 cost of service studies showed -- which was 3 a 6 cent differential between the first block and
4 calculated on a different basis -- that this group 4 second block, the second block being lower and now
5 of customers should have a decrease. So it was a 5 it's down around 5 cents. So the difference is
6 compromise to leave them at no increase or no 6 only 5 cents is gradually working that direction.
7 decrease, somewhere in between the two costs of 7 And the other thing, when the company filed their
8 services as a compromise. ' 8 proposed rates they had a declining block in the
9 CHAIRMAN SAHR; As with the way that 9 medium volume and we maintained a single rate
10 you allocated the costs to each individual type 10 instead of a -- just a flat rate instead of a
11 customer classes; correct? 11 stepped rate there.
12 MR. HOWARD: Yes. 12 VICE CHAIR HANSON: Thank you for
13 CHAIRMAN SAHR: Thank you. Staff, 13 the info. That's curious. |understand the
14 do you have any comments? Or maybe it's all been 14 philosophies of wanting to provide services as low
15 said or written. 15 cost as possible to your consumer, and we certainly
16 MR. JACOBSON: Just one thing | 16 are interested in that.
17 would add. When you spoke about the percentage 17 Do you think there would be benefit to
18 increases to the customer classes, the ones that we 18 maintaining the same amount of revenue but having a
19 just talked about, the 4.7, 5.4, understand that 19 block rate of a different structure that would
20 those do not include the cost of gas so that is not 20 discourage use?
21 a percentage the customer will see overall. 21 MR. TOWERS: | would point out one
22 CHAIRMAN SAHR: Right. Commissioner | 22 thing that | think you have to bear in mind. We're
23 Hanson. 23 adjusting the delivery charge here only and not the
24 VICE CHAIR HANSON: What are you 24 cost of gas itself, and the delivery charge is
25 doing within the rate structure itself to 25 small, a relatively small component of the
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customer's total bill.

VICE CHAIR HANSON: Thank you.
That's perhaps a small lifesaver that Jim
appreciated you bringing up, but | still have a
philosophical concern.

MR. HOWARD: | guess what | was
going to say and | guess the thing | was struggling
with, every situation has two sides to the coin.

VICE CHAIR HANSON: Sure.

MR. HOWARD: And the immediate
impact on customers would be probably to raise
their rates significantly and they would have to
drastically change their consumption patterns. And
I'm not saying that's bad because environmentally
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about that but | do think that is an accurate
statement.

COMMISSIONER BURG: | would like to
make a comment about that too because at the EPRI
meeting a couple of weeks ago this got tobe a
large discussion is how do we deal with a declining
source. And one of the things that came out of it
is we have to find a way to decouple your income
from BTU usage or kilowatt hour usage because you
only make more money if you sell more kilowatts and
BTUs. Soif we did increasing block rate, they
would probably have to put a base charge in that
would go up in order to maintain what you need. |
think that's going to be a real challenge, but we

that may be good because you may wind up using less |15 need to get there.

gas in the long run and in the long-term that may 16 One of the other things | actually asked the

be beneficial for customers also. 17 question in the group, | said, is there anybody

But in the short-term to go from a declining 18 here that thinks natural gas should have any
block rate to an inverse rate may have significant 19 subsidies to encourage usage or development, and
impacts on customers. 20 frankly every person -- there's a lot of utility
VICE CHAIR HANSON: Well, it may. 21 people said probably beyond that point.

However, it can be increased I'm saying with the 22 So there's a lot of things we can do to get

same amount of revenue generated so that the front |23 there. That's really off from what we're doing

block would be decreased and the back block would |24 today. But | agree with Commissioner Hanson that

be increased so it would have an effect from - if 25 this should be some of our goals. And, frankly,

26 28

1 someone used the same amount of gas, perhaps if 1 the conference call that | was on during the --
2 they're a large consumer, it might in fact be an 2 during our meeting for a while is we were setting
3 increase but the intention is like a teetertotter, 3 up a session, a five-hour session, at our NARUC
4 you decrease the front end and increase the front 4 meeting that is going to look at all the utilities
5 end. 5 and how do we get funding. And that's one of the
6 MR. HOWARD: | understand. But in 6 things we want to look at is how do we get funding
7 fact if customers see that, they are going to 7 for the next generation but not do it through --
8 change their consumption patterns because on the 8 not cover it through higher usage. And | think
9 back end their rates are going to goup. Sol 9 we're going to need a lot of help from all the
10 guess I'm struggling with - 10 companies on how do we decouple those two because
1 VICE CHAIR HANSON: Well, that's 11 historically we've always done it that way.
12 fine. I've received as much of an answer as | 12 MR. HOWARD: | wasn't trying to give
13 need. Sometime we can sit over coffee and arm 13 the impression, and if | did, that | was opposed to
14 wrestle over the philosophy. 14 it at all.
15 MS. STEWART. | don't know that we 15 COMMISSIONER BURG: No, | didn't get
16 have anyone who is an expert in that area, and | 16 it.
17 certainly am not, but | do know that if you look at 17 MR. HOWARD: | was just trying to
18 the average consumption per customer of gas over 18 think of some of the ramifications that could
19 the past 10, 15 years, there have been dramatic 19 result by changing it.
20 decreases. Regardless of whether we have a 20 MR. RISLOV: If | can make an
21 moderately declining block structure or an inverted |21 observation too, about 4 years ago when gas was $2
22 structure, the cost of gas, the changes in the 22 Mcf things were a little different. 1think the
23 housing stock, more efficient appliances have 23 price increase in natural gas had created a rate
24 really tremendously decreased per customer usage 24 check all its own. | think if we look at what's
25 and I've probably said more than a lawyer should 25 happened down in Georgia and even South Dakota
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1 trying to allow these people who perhaps weren't 1 minute and | think | know the answer to it. But |

2 expecting that type of increase to just pay their 2 do want to say personally although | can appreciate
3 bill. The late payments have become astronomical 3 the effects on markets and on your company and so
4 in a relative sense compared to what they were 7, 8 4 on and so forth, I don't have a lot of thought

5 years ago. The market appears to be doing its own 5 about picking an ROE to make your president feel

6 to take care of that problem, overconsumption, if 6 good.

7 you will. 7 And | don't mean that in any way, shape, or

8 | had a question regarding the settlement, and 8 form as a derogative comment, but since we're

9 you mentioned there was no return on equity 9 talking about this on the record | want to make it
10 published within that settlement. From time to 10 clear that I'm looking at the overall settlement.
11 time someone comes to the staff or to the " And whether they want to say it's based on these
12 Commission and requests data, someone who's putting |12 numbers and this rate of return or these numbers
13 together something for Wall Street or whatever. 13 and a different rate of return, different numbers

14 Is there an agreement between the two parties 14 different rate of return, | mean, to me how it's

15 that there will never be a number with regard to 15 structured doesn't mean a lot. It obviously does

16 equity published or presented to the public? Or is 16 to you but | want to make it clear if I'm approving
17 there some type of agreement that will have to be 17 this it's not because your president or your

18 couched in a certain way? | don't understand where |18 company wants it a certain way. It's because |

19 this is at. 19 think the overall settlement is good for the

20 MS. CREMER: Mr. Rislov, the staff 20 consumers of South Dakota.

21 memo is filed in a publicly filed document. So 21 And with that in mind, | do have a question

22 there is nothing between anyone as to like a 22 for Mr. Jacobson, and it may just be reminding me
23 confidentiality agreement? |s that what you're 23 what you may have already set forth in writing or
24 talking about? 24 that | could find on my own, but we're talking

25 MR. RISLOV: Right. Because of the 25 about this 10 versus 10.75. What is the bottom

30 32

1 concern over the way the equity numbers depict it. 1 line for the consumers? | mean, are we in the same
2 MS. CREMER: No. 2 spot and we're just putting different numbers into

3 MR. HOWARD: | guess from my 3 what we're going to multiply this by or where are

4 perspective it was developed this way and presented | 4 we at?

5 this way in the stipulation so that if anyone 5 MR. JACOBSON: The numbers reflected
6 called, 10 percent would not be the number that 6 in the staff work papers and in staff's

7 would be given other than what would be given was 7 determination of the increase and the overall

8 that staff and company arrived at a agreed upon 8 revenue requirement are not affected at all by what
9 revenue requirement and agreed upon revenue 9 the company determines is their appropriate return
10 increase and each arrived at those numbers using 10 on equity. Our numbers and our case are based

1 whatever ROE was used. 11 strictly on how - positions we took on all of our

12 Staff used 10 percent, but that is not the - 12 issues and would not change - you know, we gave
13 ROE .- it's staff's ROE, but it is not the ROE in 13 them our bottom line, and the backup information we
14 this settlement because it is not MidAmerican's 14 have here is based on the appropriate stance to

15 ROE. 15 take on each issue and would not change regardless
16 And, like | mentioned earlier, our president 16 of how the company views particular adjustments.
17 and CEO was adamant that there never be published a |17 Any time there's a settlement, and this has

18 number of 10 percent. And | felt we had that 18 been true in the past, and specifically | recall

19 agreement with staff. It's staff's number, but 19 one Excel case where return on equity was not

20 that's not the ROE that was used to get to the 20 really mentioned, but the reason is the same, in

21 number in this settlement. 21 order to - in order to obtain in our calculation

22 CHAIRMAN SAHR: |I'm more concerned 22 of the revenue requirement our return on equity,

23 about what the numbers actually yield than | am 23 which we wanted to reflect in there, the company
24 about what the number is, what the impact is and 24 was not able to accept that for fear of what would
25 I'm going to ask staff a question on that in just a 25 be viewed by other commissions and the regulatory
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reaction.

That really doesn't make any difference to us
because our numbers are derived by taking
appropriate stance on each issue and come up with
an appropriate increase as we see it. Our work
papers do reflect a 10 percent return on equity and
reflect each adjustment we made from test year
operations to come up with that and we feel is
absolutely supported for settlement purposes.

How the company wishes to portray the value of
certain issues or the stance taken on whether
certain issues are accepted or not, it really
doesn't make any difference to us because our case
is based on our positions and our numbers, and that
makes it either acceptable to us in settlement or
not.

CHAIRMAN SAHR: Great. Thank you.
Any other questions or comments?

MR. JACOBSON: | would just add one
thing to Commissioner Hanson's comments about
switching to an inverted block rate, opposite of
what it is now. The Commission and staff have
taken - have changed direction with certain -- the
way things were handled in the past, but there's
always been a tendency to avoid rate shock per se
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MR. HOWARD: | guess | would - if |
could just say one thing. Based on your comment
about our president and CEQ, | was not attempting
to place any kind of pressure on this Commission by
making that statement. The only thing | was trying
to say was that if the ROE was going to be stated
at 10 percent, we would not be sitting here today
talking about a settlement because he would not
agree to a settlement. He would litigate the case.

That was the only point | was trying to make.

| was not trying to place any pressure on the
Commission whatsoever by making that comment.

MS. CREMER: Suzan, do you want to
talk about the -- we have a joint Motion in front
of them for approval of the settlement stipulation.
My copy just went down the wave. I'm not sure what
more needs to be said. But that is in front of the
Commission. You could make your own Motion, but we
do have that Motion in front of you to be granted
or denied.

MS. STEWART: Yeah. We have filed
with - all parties have joined in the filing of a
joint Motion for approval of settlement stipulation
that was filed with the Commission last week, and
attached to that are all the documents we talked
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to make a gradual movement in that direction. |
think Martin's portrayal of getting -- not
accepting a second block for medium volume
customers indicates -- and | can tell you that was
a concern of ours because there was in our eyes no
real justification for allowing a cheaper second
block in a medium volume rate.

And the concern is that whereas in some
services, for instance electricity, or if customer
charges aren't fully recovering the amount that
should be in a customer charge, there is more of a
support for having a declining block structure at
least to help recover those fixed costs. In this
case that wasn't evident and instead of moving in
one fell swoop to a position where certain
customer's rates are radically changed, it's been
precedent and historically we move in that
direction over a period of time and that way
alleviates customer -- negative customer reaction
and in some cases severe while still moving towards
the goal of an equitable rate.

So | think we took that approach at least
certainly with the medium volume rate in this case,
and that certainly is part of our -- you know, on
our mind while we look at these issues.
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about today, the settlement stipulation, proposed
tariffs, proposed customer letter, and the proposed
rate design information and as well as the staff
memorandum, and | guess we would -- the joint
Motion indicates our parties are moving approval of
the stipulation as filed with the Commission in its
entirety.

MS. CREMER: It's being taken under
advisement. The deadline for the 180 days is
September 297

MS. STEWART: That's correct.

MS. CREMER: And so if you choose to
reject the settlement stipulation, we would need
to, you know, hold a hearing in the next -- what
would that be, about a month, five weeks, and then
issue an order in that time.

CHAIRMAN SAHR: Do we have any
motions? Seeing none, then | will move that we go
into executive session, and hopefully somebody will
second it.

VICE CHAIR HANSON: Second.

CHAIRMAN SAHR: Off the record.

(A short recess is taken at which time the
Commission meets in executive session)
CHAIRMAN SAHR: I will move that we
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approve the -- what's been labeled the joint Motion
for approval of settlement stipulation in NG04-001.

VICE CHAIR HANSON: Second.

COMMISSIONER BURG: | will concur.
Il just add I'm always concerned of the ease with
which we seem to agree with the stipulations, but
my history has told me this staff is very diligent
and that it wouldn't be anybody's benefit to go to
hearing on these kinds of things because it would
add costs that are recoverable costs and I've
learned that a long time ago and so | compliment
the staff for sticking very adamantly for the
consumers and for the company for working well on
supporting the settlement.

CHAIRMAN SAHR: Any other additional
thoughts or statements or anything else anyone
would like to add?

Seeing none, then we will be adjourned.
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STATE OF SOUTH DAKOTA)

:5S CERTIFICATE
COUNTY OF HUGHES )

1, CHERI MCCOMSEY WITTLER, a Registered
Protessional Reporter and Notary Public in and for the
State of South Dakota:

DO HEREBY CERTIFY that as the duly-appointed
shorthand reporter, | took in shorthand the proceedings
had in the above-entitled matter on the 17th day of
August 2004, and that the attached is a true and
correct transcription of the proceedings so taken.

Dated at Pierre, South Dakota this 8th day

of September 2004.

G M, Wit~

Cheri McComsey Wittler,
Notary Public and
Registered Professional Reporter
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PRECISION REPORTING, LTD.

From Studies to Zero



BEFORE THE PUBLIC UTILITIES COMMISSION
OF THE STATE OF SOUTH DAKOTA

IN THE !MATTER OF THE APPLICATION OF ) ORDER GRANTING JOINT

MIDAMERICAN ENERGY COMPANY FOR )  MOTION FOR APPROVAL |
AUTHORITY TO INCREASE RATES FOR ) OF SETTLEMENT
NATURAL GAS SERVICE ) STIPULATION

) NG04-001

On April 2, 2004, MidAmerican Energy Company (MidAmerican), filed with the Public Utilities
Commission (Commission) for approval to increase rates for natural gas service in its service
territory by $1,559,963 or approximately 1.5% of pro forma test year revenue. MidAmerican states
the proposed increase for an average residential customer would be approximately $2.50 per month.
The proposed rates may potentially affect approximately 73,100 customers in MidAmerican Energy
Company's service territory in southeastern South Dakota.

At its regularly scheduled meeting of April 26, 2004, the Commission found that pursuant to
SDCI. 49-1A-8, MidAmerican shall be assessed a filing fee as requested by the executive director
up to the statutory limit of $100,000. The Commission further established an intervention deadline
of May 14, 2004. Pursuant to SDCL 49-34A-14, the Commission suspended the operation of the
schedule of rates proposed by MidAmerican for 90 days beyond May 2, 2004. On May 14, 2004,
Northern Natural Gas Company (Northern) filed a petition for intervention in this docket. On May 21,
2004, NorthWestern Services Corporation (NorthWestern) filed a petition to intervene in this docket.
By order dated June 2, 2004, the Commission granted intervention to Northern. By order dated June
11, 2004, the Commission granted intervention to North\Western. By order dated July 27, 2004, the
Commission extended the suspension of proposed rate for 60 days.

The Commission set the matter for hearing for August 17 and 18, 2004, starting at 1:00 P.M.,
on August 17, 2004, in Room 412, State Capitol, 500 East Capitol, Pierre, South Dakota. On August
3, 2004, the Commission received a letter from Commission Staff stating that MidAmerican and
Commission Staff had reached a proposed settlement agreement. Staff requested that the
Commission consider the settlement agreement on August 17, 2004. Based on Staff's letter, the
Commission cancelled the hearing set for August 17 and 18, 2004, which was scheduled to hear the
testimony of the parties. On August 12, 2004, the Commission received the Settlement Stipulation
signed by all of the parties and a Joint Motion for Approval of Settlement Stipulation.

The Commission has jurisdiction over this matter pursuant to SDCL Chapters 1-26 and 49-
34A, including 1-26-18, 1-26-19, 49-34A-2, 49-34A-3, 49-34A-4, 49-34A-6, 49-34A-8, 49-34A-8.1,
49-34A-10, 49-34A-11, 49-34A-12, 49-34A-13, 49-34A-13.1, 49-34A-14, 49-34A-16, 49-34A-17, 49-
34A-19, 49-34A-19.1, 49-34A-19.2, 49-34A-20, 49-34A-21, 49-34A-22, and 49-34A-23.

On August 17, 2004, the Commission heard from MidAmerican and Commission Staff
concerning the proposed Settlement Stipulation. After listening to the presentations, the
Commission voted to grant the Joint Motion for Approval of Settlement Stipulation.

The tariff sheets approved by this order and effective for service rendered on and after
September 30, 2004, are as follows:

Section No. |
Sixth Revised Sheet No. 1, Cancels Fifth Revised Sheet No. 1



Section No. Il

Fourth Revised Sheet No. 1, Cancels Third Revised Sheet No. 1

Section No. lll

Third-Revised Sheet No. 11, Cancels Second Revised Sheet No. 11
Third Revised Sheet No. 12, Cancels Second Revised Sheet No. 12
Fourth Revised Sheet No. 13, Cancels Third Revised Sheet No. 13

~ Sixth Revised Sheet No. 14, Cancels Fifth Revised Sheet No. 14
Sixth Revised Sheet No. 15, Cancels Fifth Revised Sheet No. 15
Third Revised Sheet No. 16, Cancels Second Revised Sheet No. 16
Fourth Revised Sheet No. 26, Canceis Third Revised Sheet No. 26
Third Revised Sheet No. 27, Cancels Second Revised Sheet No. 27

Section No."lll:A

Fourth Revised Sheet No. 4, Cancels Th|rd Revised Sheet No. 4
Fifth Revised Sheet No. 5, Cancels Fourth Revised Sheet No. 5
Fifth Revised Sheet No. 7, Cancels Fourth Revised Sheet No. 7
Third Revised Sheet No. 8, Cancels Second Revised Sheet No. 8
Fourth Revised Sheet No. 21, Cancels Third Revised Sheet No. 21
Fourth Revised Sheet No. 34, Cancels Third Revised Sheet No. 34
Third Revised Sheet No. 42, Cancels Second Revised Sheet No. 42
Fourth Revised Sheet No. 46, Cancels Third Revised Sheet No. 46

Original Sheet No. 47

It is therefore

ORDERED, that the Joint Motion for Approval of Settlement Stipulation is hereby
granted. The Settlement Stipulation is incorporated by reference into this Decision and
Order the same as if it had been set forth in its entirety herein.

Dated at Pierre, South Dakota, this 26th day of August, 2004.

CERTIFICATE OF SERVICE

The undersigned hereby certifies that this
document has been served today upon ali parties of
record in this docket, as listed on the docket service
list, by facsimile or by first class mail, in properly
addressed envelopes, with charges prepaid thereon.

By:

Date:

(OFFICIAL SEAL)

BY ORDER OF THE COMMISSION:

ROBERT K. SAHR, Chairman

GARY HANSON, Commissioner

JAMES A. BURG, Commissioner



