Memorandum

To: Commissioners Randy Christmann, Julie Fedorchak and Brian Kroshus

From: Victor Schock - Public Utility Analyst @‘/7)

Date: May 22, 2017

Re: Northern States Power Company, 2016 Natural Gas, Annual Report
Case No. PU-17-185

| recommend the commission close the above captioned case, which is the North Dakota
annual report filing for 2016. | will include a motion to close the case on the May 31, 2017
agenda.

Northern States Power Company (NSP) provides natural gas service to about 55,473
customers in North Dakota. Staff has reviewed NSP’s annual report filing for 2016. NSP’s
actual return on equity was 4.63% in 2016. The commission authorized a rate of return of
10.75% in the most recent rate case (PU-06-525). With that in mind, NSP under earned
by about $2.3M in 2016. When considering the impact of weather, NSP would have under
earned by about $2M, or earned an approximate 6% return on equity, had it been a
‘normal’ year.

Staff believes the under earning was caused by lower usage and increased infrastructure
investments. The lower usage is partially due to an abnormally warm winter and partially
to usage levels not raising as high as expected due to the slowdown in the Bakken. Total
usage by Dekatherm in 2016 was lower than it has been since 2012 when NSP had 11%
fewer natural gas customers, indicating that this reduced usage is likely due to more than
a warm winter. The average rate base for 2016 was $52.8M, which is approximately $9M
higher than the rate base at the time of their last rate case in 2006.

Due to the above factors and results, it is possible that NSP will file a rate case in the
coming months. Seeing that the under earning is relatively small and not causing a
company stability problem, staff sees no reason to further investigate and recommends

that the commission close the above captioned case. Attached are staff generated
summaries of NSP ND natural gas earnings for the last ten years.

Attachment 1 — Return Calculation
Attachment 2 — Net Operating Income

C: Dave Sederquist, NSP
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