Memo

To: Darrell Nitschke

From: Mike Diller /%/&D
Date: June 7, 2010

Re: Staff Comments
MDU’s Interim Electric Rate Increase Request (PU-10-124)

MDU uses a 2010 projected test year to calculate its interim rate relief request of $7.6
million in increased revenue collections or an overall increase of 7.04%. Staff agrees
with the amount requested but advocates a different method of allocating the increase
to customers. MDU has acquiesced to staff's request and as a result, the increase is
slightly higher (7.91%) but the increase is not applied to all revenues. Instead, the
increase is only applied to base rates, and energy and demand charges. The overall
increase to total revenues remains $7.6 million and 7.04%. A proposed Order on
Interim Rates is attached for consideration on the next commission agenda, June 16,

2010.

Staff reviewed the commission’s last rate case order (PU-399-03-296) and the
Company’s interim rate request for compliance with the laws and rules goveming interim
rate increases. The applicable section of law reads:

49-05-06. Hearing by commission on proposed change of rates.

2. Notwithstanding that the commission may suspend a filing and order a
hearing, a public utility may file for interim rate relief as part of its general rate
increase application and filing. If interim rates are requested, the commission
shall order that the interim rate schedule take effect no later than sixty days
after the initial filing date and without a public hearing. The interim rate
schedule must be calculated using the proposed test year cost of capital, rate
base, and expenses, except that the schedule must include:

a. A rate of return on common equity for the public utility equal to that
authorized by the commission in the public utility’'s most recent rate

proceeding;

b. Rate base or expense items the same in nature and kind as those allowed
by a currently effective commission order in the public utility's most recent
rate proceeding; and

¢c. No change in existing rate design.

3. In ordering an interim rate schedule, the commission may require a bond to
secure any projected refund required by subsection 4. The terms of the bond,
including the amount and surety, are subject to the commission’s approval.
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4. As ordered by the commission, the utility shall promptly refund to persons
entitled thereto all interim rate amounts collected by the public utility in excess
of the final rates approved by the commission plus reasonable interest at a rate
to be determined by the commission.

MDU'’s interim rates are calculated using the Company’s 2010 test year and the return
on equity last authorized by the commission in 2003 of 11.5%. The rate base and
expenses included in the interim rate calculation are the same in nature and kind
allowed by the commission in MDU'’s last rate order. Staff believes the requested
interim increase amount is appropriate.

The primary differences between the interim rate increase of $7.7 million and the full
rate increase request of $15.4 million include: the exclusion of Big Stone 2 costs
currently being considered in a separate docket; the retention of the rider for off-system
sales profits rather than the proposed fuel cost rider pass-through treatment; exclusion
of a large project scheduled to not be complete until the end of 2010; and exclusion of
certain costs related to a new depreciation method.

MDU'’s method, as filed in its application, allocates the increase on an energy charge
basis (kWh) while its large general service rates and some of its small general service
rates contain both an energy charge and a demand charge. Applying the increase to
these customers, using an energy charge only, changes their existing rate design.
Therefore, staff recommends using a percentage approach rather than a per kWh
charge. MDU agrees to use staff's approach and provided the attached worksheets for
documentation of the different approach.

The commission may require a bond to ensure a refund of the interim rates in the event
a refund is later required. However, staff believes the financial security of MDU is

sufficient and a bond is not required.

Staff believes that MDU's interim rate request as revised here is in compliance with the
rules and laws of the state and should be approved.



MONTANA-DAKOTA UTILITIES CO.
ELECTRIC UTILITY - NORTH DAKOTA

Calculation of Increase per Kwh - Interim Revised

Projected 2010
Total Projected Revenues $110,925,307
Excluding Fuel 11,866,268
Excluding Rate 30 Contract Customers 2,732,513
Revenues Applicable to Interim Increase $96,326,526
Requested Interim Revenue Increase $7,617,000

% Increase 7.91%
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STATE OF NORTH DAKOTA
PUBLIC SERVICE COMMISSION

Montana-Dakota Utilities Co., a Division Case No. PU-10-124
of MDU Resources Group, Inc.

Electric Rate Increase

Application

ORDER ON INTERIM RATES
June 16, 2010

On April 19, 2010, Montana-Dakota Utilities Co. (MDU) filed an application to
increase its electric rates including an interim rate increase.

Under North Dakota Century Code section 49-05-06(2) a company filing for a
rate increase is entitled to an interim increase, but the rate increase must meet certain
criteria. These include: the same rate of return on common equity authorized by the
Commission in the public utility’s most recent rate proceeding; rate base and expense
items the same in nature and kind allowed by the Commission in its most recent rate
proceeding and; no change in the existing rate design.

MDU'’s interim rate increase is based on a projected 2010 test year and seeks an
increase in annual revenue collections of $7,617,000 or an overall increase in retail
revenues of 7.04%. To accomplish this, MDU filed an Interim Rate Adjustment by rate
class on a per kWh use basis.

On June 7, 2010, the Commission’s advocacy staff filed comments agreeing to
the amount of the interim rate increase but argues that it should be charged to
customers on a percentage basis rather than a per kWh use basis. The advocacy staff
argues that an increase strictly on a kWh basis results in a change to existing rate
design. MDU agrees to use staff's method which results in a percentage increase of
7.91% as applied to base rates and energy and demand charges. This increase is not
applied to fuel cost rider charges. Overall, total revenue collections will increase by
7.04%.

In the event the interim rate amounts collected by MDU are in excess of the final
rates approved by the Commission, MDU is required to refund the excess under North
Dakota Century Code section 49-05-06(4), including interest at a rate to be determined
by the Commission.

Order

The Commission orders:

1. MDU'’s proposed interim increase of $7,617,000 per year is approved.



2. Interim rate design advocated by the Commission’s advocacy staff is approved.

3. Interim rates shall be effective for service billed on or after June 18, 2010.
4, Interim Rate Adjustment will be shown as a separate line item on customers’
bills.

5. MDU is not required to obtain a bond under North Dakota Century Code section

49-05-06(3) to secure a refund required under North Dakota Century Code
section 49-05-06(4).

6. MDU may combine its interim rate notice with its rate increase application notice
to customers.

PUBLIC SERVICE COMMISSION

Brian Kalk Kevin Cramer Tony Clark
Commissioner President Commissioner

Interim Rate Increase Order
Case No. PU-10-124
Page 2
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