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MONTANA-DAKOTA UTILITIES CO.
A Division of MDU Resources Group, Inc.

Before the North Dakota Public Service Commission
Case No. PU-17-___

Direct Testimony
of
Travis R. Jacobson

Would you please state your name and business address?

Yes. My name is Travis R. Jacobson, and my business address is
400 North Fourth Street, Bismarck, North Dakota 58501.
What is your position with Montana-Dakota Utilities Co.?

| am the Regulatory Analysis Manager for Montana-Dakota Utilities
Co. (Montana-Dakota), a Division of MDU Resources Group, Inc.
Would you please describe your duties as Regulatory Analysis
Manager?

| am responsible for the preparation of cost of service studies, fuel
cost adjustments, purchased gas cost adjustments, and gas tracking
adjustments in each of the jurisdictions in which Montana-Dakota
operates.
Would you please describe your education and professional

background?
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| graduated from Minot State University with a Bachelor of Science
degree in Accounting, and | am a Certified Public Accountant (CPA). |
started my career with Montana-Dakota in 1999 as a Financial Analyst in
the Financial Reporting and Planning department. During my tenure with
the Company | have held positions of increasing responsibility; including,
Supervisor of Financial Reporting and Planning, and Manager of Financial
Reporting and Planning before attaining my current position.

Have you testified in other proceedings before regulatory bodies?

Yes. | have previously presented testimony before this
Commission, the Public Service Commissions of Montana and Wyoming,
and the Public Utilities Commissions of Minnesota and South Dakota.
Are you familiar with the books and records of Montana-Dakota and
the manner in which they are kept?

Yes. Montana-Dakota's books and records are kept in accordance
with the Federal Energy Regulatory Commission (FERC) Uniform System
of Accounts (US of A).

What is the purpose of your testimony in this proceeding?
The purpose of my testimony is to present the North Dakota gas

operations per books cost of service for the twelve months ended
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A.

December 31, 2016 and the projected cost of service for 2017 and 2018.
Based on the results, | have prepared the calculation of the revenue
deficiency and the calculation of the interim request. | will discuss
proposed changes to Rate 88 — Cost of Gas, proposed changes to Rate
99 — Cost of Gas Propane, present the base revenue requirement, and a
projected 2019 revenue requirement in support of the proposed System
Safety and Integrity Program Adjustment Mechanism Rate 94.
What statements, schedules, and exhibits are you sponsoring?

| am sponsoring Statements A through C, Statements E through L
(excluding Statement K, pages 4 and 5), Exhibit No.__ (TRJ-1), the
interim revenue requirement presented in Exhibit No.__ (TRJ-2), and the
proposed Rate 88 — Cost of Gas and proposed Rate 99 — Cost of Gas
Propane presented in Appendix B of the Application. The revenue
requirement supporting the proposed System Safety and Integrity
Program Adjustment Mechanism Rate 94 is attached as Exhibit
No._  (TRJ-3).
Were these statements and exhibits prepared by you or under your
direct supervision?

Yes, they were.
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Revenue Requirement

Q.

A.

What were the results of North Dakota gas operations for 2016?

Statement J, pages 1 and 2 show the per books income statement
and rate base for the total Company and North Dakota gas operations for
2016. As shown on page 1, North Dakota gas operations produced a
return on rate base of 6.341 percent for the twelve months ended
December 31, 2016. The details for each line item, i.e. sales revenue,
other revenue, etc., are included in the referenced Statements.

How was the per books cost of service allocated to North Dakota?
The Company utilizes a jurisdictional accounting system that
directly assigns and/or allocates every item of revenue, expense, and rate

base to the jurisdictions as part of the regular accounting process on a
monthly basis. The allocation methods and procedures are the same as
those that have previously been used in Commission proceedings and are
based on the principle of assigning and/or allocating costs to the cost
causer.
What test period are you using to determine the revenue
requirement?

The revenue requirement is based on a projected average 2018

test period. As stated by Ms. Kivisto, the primary reason for the increase
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in rates is the increased investment in distribution facilities to be
completed by the end of 2018 to improve system safety and reliability and
the depreciation and taxes associated with the increase in investment.

Montana-Dakota is using a future test year in accordance with
North Dakota Century Code §49-05-04.1.
Would you describe the development of the projected cost of service
for 2017 and 20187

The projected 2017 and 2018 cost of service is presented in
Statement K, which contains all schedules supporting the income
statement as summarized on page 1, and Statement L, which contains all
of the schedules supporting the rate base as summarized on page 1. The
revenues and expenses reflect the annual level that will be experienced
when the new rates become effective. Likewise, the rate base reflects

average 2017 and 2018 plant and related balances.

Income Statement

Q.

Would you describe the development of the projected revenues and
expenses contained in Statement K?
The projected revenues for 2017 and 2018 are summarized on

Statement K, page 2. Mr. Shoemake discusses the development of the
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projected volumes in his testimony, and Ms. Bosch discusses the
development of the sales and transportation revenues in her testimony.

Other operating revenues are projected to decrease from the 2016
level as shown on Statement K, page 6. Rent from Property was reduced
to exclude rent from Company owned housing which was sold during 2015
through 2017 and to reflect actual property rental revenue for all other
property.

Other Revenue was adjusted to update the revenue requirement for
the Heskett Ill Pipeline and assign a portion of the revenue to gas
operations upon completion of the town border station and pipeline
serving Mandan, ND. Late payment and penalty revenues were also
adjusted. Late payment revenues were projected for 2017 and 2018
based on the 2016 ratio of late payment revenue to billed sales and
transportation revenue of 0.16 percent applied to projected 2017 and 2018
sales and transportation revenue. The 2017 and 2018 penalty revenues
were restated to a three-year average for 2014 to 2016 to smooth out any
year to year fluctuations. The 2016 per books Penalty Revenue line
included collections related to gas extension agreements, which a Letter
of Credit was received rather than a contribution. The Company adjusted

the projected sales volumes and/or customer advances to match the
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Company's investment for the affected customers; therefore, the 2016
revenue associated with gas extension agreements with a minimum bill
provision were excluded for projected 2017 and 2018.

Would you describe the development of the operation and
maintenance expenses?

Yes. The projected 2017 and 2018 operation and maintenance
(O&M) expenses are summarized on Statement K, pages 7 through 11,
with the detail provided on pages 12 through 27.

The cost of gas, shown on page 12, uses the projected sales
volumes, adjusted for losses, and the cost of gas calculated in the May
2017 Purchased Gas Cost Adjustment. The distribution loss factor of 0.45
percent represents the current loss factor.

Would you describe the development of the projected other O&M
expense?

Yes. O&M expenses were reviewed and projected by resource or
cost category, some on a North Dakota only basis and some on a total
Company basis. Montana-Dakota developed the O&M expenses for 2017
by reviewing current information, as well as discussions with operations
personnel to determine the best information for 2017. The projections for

2018 were based on the projected 2017 data. Projected 2018 expenses
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are based on the Company's best estimate when changes are known or
based on an inflation factor when appropriate. To establish an inflation
factor, the Company based its factor on the index published by the
Congressional Budget Office, the Organization for Economic Cooperation
and Development, International Monetary Fund, PriceWaterhouse-
Coopers, Federal Reserve and Economic Intelligence Unit. The rates
were relatively consistent ranging from 1.95 to 2.60 percent and an
average of 2.22 percent.

Would you describe the development of the labor and benefits
expense?

Yes. Labor expense is shown on page 13, with actual labor
expense for the twelve months ended December 31, 2016 used as the
starting point. The overall projected increase of 1.28 percent in 2017
includes an increase of 3.0 percent for bargaining unit employees
pursuant to a negotiated union contract and 3.4 percent for non-bargaining
unit employees effective in 2017. In addition, bonuses and commissions
have been adjusted to reflect the elimination of retention payments and
rental subsidies from the 2016 level. Incentive compensation has been

adjusted to reflect targeted incentive levels as a percentage of straight
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time and vacation. The overall increase for projected 2018 is 2.93 percent
and includes an increase of 3.0 percent for all employees.

Benefits are shown on page 14. Benefits expense consists of
medical/dental insurance, pension, post-retirement, 401K, and workers
compensation. Each of these items was adjusted individually.
Medical/dental expense for 2017 and 2018 reflect an increase of 7.20
percent and 7.00 percent, respectively, based on premiums in effect for
2017 and projected premiums for 2018. Pension and post-retirement
expense for 2017 reflect amounts agreed upon pursuant to the Settlement
Agreement in Case No. PU-15-090. Pension and post-retirement expense
for 2018 is based on the 2018 Actuarial Estimate adjusted to reflect the
recovery of the estimated deferred balance as of December 31, 2017.

The estimated deferred balance is proposed to be amortized over a three-
year period. Projected 401K and other benefits expense reflect the
straight time labor increase of 3.24 percent for 2017 and 3.00 percent for
2018. Workers’ compensation is based on the ratio of workers’
compensation expense for 2016 to per books North Dakota gas labor
expense applied to 2017 and 2018 projected labor expense.

Would you describe the other projected O&M expense items?
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Yes. The projected subcontract labor expense (Statement K, page
15) for 2017 remains at the 2016 level. Subcontract labor expense for
2018 was adjusted to reflect inflation at 2.22 percent based on an average
of six indices. Materials expense (Statement K, page 16) for 2017 is
expected to remain at the 2016 level and increase in 2018 based on a
policy change to expense computer and mobile communication equipment
under $1,000 rather than capitalizing and the application of an inflation
rate of 2.22 percent.

Vehicles and work equipment (Statement K, page 17) reflect all
expenses associated with the Company’s vehicles and equipment, such
as backhoes, skid steers and excavators, including the cost of fuel,
insurance, maintenance and depreciation expense. The depreciation
expense on these items is charged to a clearing account (rather than to
depreciation expense), where it is then recorded in O&M expense or
capitalized as part of a project as the vehicle or work equipment is used.
The projected expense has been updated based on the projected plant as
shown in Statement L and the proposed depreciation rates as supported
by Mr. E. Robinson.

Company consumption (Statement K, page 18) is the expense for

electric and natural gas consumption in Company buildings. The electric

10
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component reflects the projected volumes at rates reflecting the
settlement in Case No. PU-16-666. Rates and volumes are projected to
remain at the same level for 2018. The natural gas component is
increased to reflect normalized volumes at current rates for 2017 and is
projected to remain at that same level for 2018.

Uncollectible accounts expense (Statement K, page 19) is based
on the ratio of the three-year average of net write-offs to sales and
transportation revenue. This ratio was then applied to the projected 2017
and 2018 sales and transportation revenues, which results in an increase
in uncollectible accounts.

Projected postage expense (Statement K, page 20) for 2017
reflects the number of customers receiving their monthly billing via
electronic format as of December 2016 level adjusting for the additional
postage savings for the entire year. Postage expense for 2018 is projected
to increase by the Consumer Price Index of 2.40 percent.

Software maintenance (Statement K, page 21) was adjusted to
reflect current levels. Per books 2016 was lower due to a change in the
Company’s treatment of software maintenance expense. Prior to 2016,
the Company expensed software maintenance invoices as received.

Generally, the invoices cover an annual period and are received in the

11
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third quarter, prior to their effective date. Therefore, invoices received in
the third quarter of 2016 were treated as prepaid expenses and were
amortized beginning in January 2017. Projected 2018 software
maintenance expense reflects an inflation rate of 2.22 percent based on
the average of six indices.

Projected building rental expense (Statement K, page 22) for 2017
has been adjusted to reflect the annualized current level of expense. The
projected 2018 building rental expense reflects an inflation rate of 2.22
percent based on the average of six indices.

Advertising expense is shown on Statement K, page 23.
Promotional advertising expense has been eliminated and informational
and institutional advertising are adjusted to exclude advertising that is not
applicable to North Dakota gas operations.

Would you please continue with your explanation of adjustments to
operation and maintenance expenses?

Yes. Industry dues reflect the projected level of industry dues and
dues not specifically applicable to North Dakota natural gas operations
have been eliminated.

Insurance expense reflects the current insurance level for 2017 and

an increase of 5.00 percent for 2018 based on recent trends.

12
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Regulatory commission expense, as shown on page 26, reflects the
expenses to be incurred in this filing, amortized over a three-year period,
and a three-year average of ongoing regulatory commission expense. In
addition, it includes the expenses related to the Common and Gas
depreciation studies amortized over five years. The Bismarck
manufactured gas plant will be fully amortized at the end of 2017 pursuant
to Case No. PU-10-589.

The items adjusted individually above represent approximately 98
percent of total North Dakota gas O&M expenses, as shown on pages 28
and 29. The remaining items, which make up approximately 2 percent of
other O&M expense, were adjusted for the effects of inflation for 2017 and
2018. A 2.2 percent inflation factor, based on the average of six published
inflation indices, was applied to the expenses not specifically adjusted for
2017 and 2018.

Would you describe the calculation of depreciation expense?

Yes. Projected depreciation expense is summarized on Statement
K, page 30. The calculation of depreciation expense and associated
accumulated reserve for depreciation is shown on pages 31 and 32.
Depreciation expense is calculated on projected plant using the average

projected plant in service. AUS Consultants prepared a depreciation study,

13
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at the Company’s request, for Common assets based on the plant
balances at December 31, 2014 and for Gas assets based on the plant
balances at December 31, 2015. Both studies are supported in the
testimony of Mr. E. Robinson. Montana-Dakota is proposing to use
depreciation rates that were developed in the Common and Gas
depreciation studies with the following exceptions. The Common
depreciation rates proposed in this filing are consistent with depreciation
rates approved in the most recent electric rate case in Case No. PU-16-
666. For Gas assets, the Company is proposing to utilize the rates
presented in the study with the exception of FERC Accounts 376, 380 and
381. Mr. E. Robinson has supported the Cost of Removal (COR)
component of the depreciation rates to be 50%, 200%, and 20%, each of
which is a negative value, respectively. The Company’s current COR
components are negative, 40%, 140%, and 0%. While Montana-Dakota
supports the AUS Consultants’ study, the Company is proposing to
mitigate the depreciation rate increases and, at the same time, match the
COR components approved in the Company’s other gas jurisdictions.
Therefore, the proposed COR components used in this filing for FERC

Accounts 376, 380 and 381 are, negative 30%, 175% and 5%,

14
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respectively. The depreciation rates are shown on Statement G page 1,
with a summary of composite rates by function on page 2.
How were taxes other than income projected?

Projected taxes other than income are shown on pages 33 through
35. Ad valorem taxes were calculated using the projected 2017 and 2018
plant in service balances and applying a projected effective tax rate based
on the ratio of 2016 ad valorem taxes to average plant balances,
excluding the acquisition adjustment, as of December 31, 2016 by
function.

Projected payroll taxes were based on the ratio of payroll taxes to
labor expense for 2016 and applied to the projected 2017 and 2018 labor
expense to determine the projected payroll taxes.

All other taxes other than income were projected to remain at the
2016 level.

Would you describe the calculation of federal and state income
taxes?

The projected income tax calculation for North Dakota gas
operations is shown on page 36. Interest is deductible for tax purposes

and the projected interest expense shown on page 37 is calculated on the
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projected rate base using the projected debt ratio and weighted cost of
debt from Statement D, page 1.

North Dakota federal and state income taxes are fully normalized,
so the calculation of income taxes is made on the taxable income after

interest, since any tax deductions would be fully offset by deferred income

taxes.

Rate Base

Q. Would you describe the development of the projected rate base for
2017 and 20187

A. The rate base is summarized on Statement L, page 1 and shows

the 2016 actual and projected 2017 and 2018 rate base for North Dakota
gas operations. Pages 2 through 22 are the supporting components of the
projected rate base.

Pages 2 and 3 show the projected plant in service for 2017 and
2018. The projected plant was developed by adding the capital budget
items for 2017 to the 2016 plant in service balances. Retirements, based
on a three-year average of retirements by function, were deducted and the
average 2017 balance was calculated. The process was repeated for
2018. The detailed capital additions by project for 2017 and 2018 are

shown on pages 5 through 9. The 2018 plant additions include
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approximately $5.6 million for System Safety and Integrity Program
(SSIP), including $2.9 million of Main Replacements and $2.7 million of
Service Line Replacements. The SSIP is discussed in more detail in the
testimony of Mr. Patrick Darras.

The projected accumulated reserve for depreciation is summarized
on page 10. The projected reserve balances were calculated using the
reserve balances at December 31, 2016, adding the calculated
depreciation expense and deducting retirements based on a three-year
average of retirements, as shown on Statement K, pages 31 and 32. The
average 2017 balances were then calculated and the process was
repeated for 2018.

How were the working capital items derived?

The projected working capital items are shown on pages 11 through
18. Materials and supplies and fuel stocks were restated to a thirteen
month average on pages 12 and 13, reflecting actual balances through
April 2017 with May through December remaining at the 2016 levels.

Prepayments, which are made up of prepaid insurance, are shown
on page 14. Prepayments are restated to a thirteen month average
balance. The projected 2017 and 2018 balances are based on the

projected 2017 and 2018 insurance expense.
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The unamortized loss on debt was calculated using the balances as
of December 31, 2016 and adding the calculated change for 2017, which
reflects a reallocation of the balance and the annual amortization, to arrive
at a balance for 2017. The 2016 and 2017 balances were then averaged
to reflect the 2017 average unamortized loss on debt. The process was
repeated to calculate the 2018 average unamortized loss on debt, as
shown on page 15. The associated accumulated deferred income taxes
are also included on page 20.

On April 1, 2017, Montana-Dakota redeemed all outstanding
preferred stock. Preferred stock comprised about 1.1 percent of the
capital structure during 2016 as shown in Statement D, page 1. Preferred
stock has characteristics of both debt and equity. For instance, only
$180,000 of the $685,000 in dividends paid each year are deductible on
the Company’s tax return. The quarterly dividends paid are based on a
stated rate of 4.5 and 4.7 percent similar to debt.

$20 million of long-term debt issued in the first quarter of 2017
provided an opportunity to redeem the preferred stock and replace it with
long term debt with a stated interest cost of 3.36 percent. At the same

time, all of the interest is deductible for tax purposes which further reduces

18
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the revenue requirement. The result of the redemption is a lower overall
cost of capital.

As discussed in the testimony of Ms. T. Nygard, a call premium of
$600,000 was incurred upon redemption of preferred stock. The call
premium has been deferred, net of tax, on the Company’s books. The
Company is now proposing to include this regulatory asset in its rate base
and to amortize the balance over the life of the long-term debt of 15 years.
An analysis has been prepared which demonstrates the overall net benefit
of the redemption, inclusive of the rate base impact, is beneficial to
Montana-Dakota’s customers. Therefore, this item has been reflected in
the revenue requirement in a manner similar to the unamortized loss on
debt as shown on page 16.

New office buildings were constructed in Williston and Watford City.
The existing office buildings were sold which resulted in a gain. The gain
on the sale of both office buildings was deferred and is being amortized as
authorized in Case No. PU-15-090 beginning in December 31, 2015 and is
shown on page 17. The gain is being amortized over a 20 year period
beginning with the month following the in service date of each of the new
office buildings. The activity for 2017 is reflected and the 2016 and 2017

balances were then averaged to reflect the 2017 average balance. The

19
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process was repeated to calculate the 2018 average balance. The
associated accumulated deferred income taxes are included on page 20.

During the recent expansion related to oil development in western
North Dakota, the region operations experienced a lack of housing units
available to meet the number of workers necessary to fill required jobs. In
many cases, Montana-Dakota was able to find an individual to fill an open
position but the individual was unable to acquire housing; therefore, was
not able to accept the position offered to them. The Company found it was
necessary to provide housing options, specifically manufactured homes, in
order to be able to attract and retain employees. More recently, the
number of housing units in the region has increased and employees have
been able to find permanent housing. Therefore, the Company made the
decision to dispose of all housing units. Aloss was incurred upon disposal
and the Company is proposing to amortize the loss over a twenty-year
period with the unamortized balance included in the rate base as an
addition as shown on page 18. In Case No. PU-16-666, the Commission
approved a Settlement Agreement granting the same treatment proposed
in this filing. The associated accumulated deferred income taxes are

included on page 20.
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Customer advances for construction are shown on page 19 and
have been restated to a thirteen month average balance for 2017 and
2018, with actuals through April 2017. Several large projects included in
the Company's capital additions have been identified as having an
associated customer advance. The monthly customer advance balances
have been adjusted to include the advance to coincide with the in service
date of the project. Also, as previously mentioned, the Company accepted
a Letter of Credit in lieu of a customer advance for certain projects. The
Projected 2017 and 2018 Customer Advance balance has been adjusted
to reflect the collection of the contribution via a Letter of Credit for two
large industrial customers which are not likely to meet their volume
requirements. Therefore, the total investment for the two extensions are
offset by the customer advance.

Would you describe how the accumulated deferred income tax
balances were developed?

The accumulated deferred income tax balances are summarized on
page 20. The projected balances were derived by adding the changes to
the deferred income taxes for 2017 and 2018 to the 2016 balances and

calculating the average balance.
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The changes associated with book/tax depreciation differences
(liberalized depreciation) are on page 21 and display the projected
changes due to the plant additions as well as existing plant. The
Company is required to use the Proration Method of computing deferred
taxes for all test period filings in which a forecast has been used to
develop the revenue requirement to comply with IRS normalization rules.

The accumulated deferred income taxes associated with the
unamortized loss on debt, the preferred stock redemption, the gain on the
sale of the Williston and Watford City office buildings and the loss on the
sale of employee housing are shown on pages 15, 16, 17, and 18,
respectively. The change in accumulated deferred income taxes
associated with full normalization and the acquisition adjustment are the

same as experienced in 2016.

Are you proposing any changes to Rate 88 — Cost of Gas and Rate 99

— Cost of Gas Propane?

Yes. Montana-Dakota is proposing to change the minimum
threshold for determining if a monthly adjustment will be made under
Rates 88 and 99 from ten (10) cents to twenty five (25) cents. The
Company expects the increase in the threshold amount will reduce the

number filings by about 50 percent and, many times, the rates increase
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one month followed by a decrease the following month. The annual
surcharge adjustment filing will be maintained; therefore, all variances
between the rate charged and the actual cost of gas will continue to be
deferred and trued up through the annual surcharge.

Montana-Dakota has also proposed a Firm General Contracted
Demand Service Rate 74 as discussed by Ms. Bosch. Rate 88 has been
updated to reflect the cost of gas to be charged for Rate 74. The Capacity
Charge will be developed on an incremental pipeline capacity basis and
applied to the contracted billing demand. The Cost of Gas - Commaodity
Charge will be based on costs applicable to firm customers, exclusive of
pipeline demand charges, and will be applied to the customer’s actual
measured Dk for the given month.

Will you now describe the revenue requirement supporting the
proposed System Safety and Integrity Program Mechanism Rate 94
that is attached as Exhibit No.__ (TRJ-3)?

Yes. Page 1 of this exhibit is a summary of the projected 2019
revenue requirement that was used by Ms. Bosch in the development of
the projected 2019 rates and is based on the revenue requirements

developed for 2018 and 2019.
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As shown on Statement L, page 8, Montana-Dakota has included
two projects related to the SSIP for the projected 2018 rate base, one in
mains and one in services. Page 4 and 5 show the revenue requirement
for each of these projects. The revenue requirement has been developed
based on the seasonal construction close outs to plant in service. The
return is based on the proposed return as shown on Statement D, page 1
and the depreciation rates are based on the proposed rates discussed
earlier in my testimony. The purpose of the revenue requirement for
projected 2018 is to establish a base level of revenue, which is included in
the Company's rate request, and provides a base to which the actual 2018
construction spending will be trued up through the proposed SSIP
Adjustment Mechanism.

Similarly, based on Mr. Darras' testimony, a revenue requirement
was developed for the projected 2019 period. Each of the assumptions
mentioned above was used in the development of the 2019 revenue
requirement as well.

As noted by Ms. Bosch, the Company proposes to file in early 2019
for the recovery of the projected 2019 revenue requirement. The filing
would include a revenue requirement true up to the actual 2018 capital

spending compared to the base revenue requirement of $386,787 as
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established in this proceeding. All future filings will continue to reflect the
base until the Company files its next general rate case.

What is the additional revenue requirement calculated on Exhibit
No._  (TRJ-1)?

Exhibit No.___ (TRJ-1), which is identical to Statement J, page 3,
shows the calculation of the revenue deficiency of $5,863,197 based on
the projected 2018 income and rate base and using the overall rate of
return of 7.542 percent from Statement D, page 1 and supported by Ms.
Nygard and Dr. Gaske.

Is Montana-Dakota seeking an interim increase in this case?

Yes, it is. As stated by Ms. Kivisto, Montana-Dakota is seeking an
interim rate relief in this case pursuant to North Dakota §49-05-06.

What amount of interim rate relief is the Company seeking?

The Company has identified an interim revenue requirement,
presented in Exhibit No. _ (TRJ-2) of $4,561,074 and Exhibit B of the
Interim Application based on the 2018 projected cost of service. The
return used in this projection is based on a 9.50 percent return on equity
authorized in Case No. PU-15-090. In addition, the interim revenue
requirement has been adjusted to remove the proposed preferred stock

redemption costs and loss on sales of employee housing from the rate

25



base. The interim revenue requirement is based on depreciation rates
currently in effect.
Q. Does this complete your direct testimony?

A. Yes, it does.

26



MONTANA-DAKOTA UTILITIES CO.

PROJECTED OPERATING INCOME AND RATE OF RETURN
REFLECTING ADDITIONAL REVENUE REQUIREMENTS
PROJECTED 2018

Operating Revenues
Sales
Transportation
Other

Total Revenues

Operating Expenses

Operation and Maintenance

Cost of Gas

Other O&M

Total O&M

Depreciation
Taxes Other Than Income
Income Taxes

Total Expenses

Operating Income

Rate Base

Before
Additional
Revenue
Requirements 1/

Additional
Revenue
Requirements

Case No. PU-17-__

Exhibit No. (TRJ-1)
Page 1 of 1
Reflecting
Additional
Revenue

Requirements

$106,410,946 |  $5,863,197 | $112,274,143
2,197,896 2,197,896
3,527,788 3,527,788
112,136,630 5,863,197 117,999,827
70,913,006 70,913,006
21,532,698 21,532,698
92,445,704 92,445,704
9,206,297 9,206,297
2,039,599 2,039,599
1,876,170 2,216,376 2/ 4,092,546
105,567,770 2,216,376 107,784,146
$6,568,860 $3,646,821 $10,215,681

$135,450,558

$135,450,558

Rate of Return

4.850%

7.542% |

1/ Statement K, Page 1.

2/ Reflects state and federal taxes at 37.8015%.



Case No. PU -17-__

Exhibit No. (TRJ-2)
MONTANA-DAKOTA UTILITIES CO. Page 1 of 1
PROJECTED OPERATING INCOME AND RATE OF RETURN
REFLECTING ADDITIONAL REVENUE REQUIREMENTS
PROJECTED 2018
- INTERIM -

Before Reflecting

Additional Additional Additional

Revenue Revenue Revenue

Requirements 1/

Operating Revenues

Requirements

Requirements

Sales $106,410,946 | $4,561,074 |  $110,972,020
Transportation 2,197,896 2,197,896
Other 3,527,788 3,527,788
Total Revenues 112,136,630 4,561,074 116,697,704
Operating Expenses
Operation and Maintenance
Cost of Gas 70,913,006 70,913,006
Other O&M 21,532,698 21,532,698
Total O&M 92,445,704 92,445,704
Depreciation 8,365,365 8,365,365
Taxes Other Than Income 2,039,599 2,039,599
Income Taxes 2,185,562 1,724,154 2/ 3,909,716
Total Expenses 105,036,230 1,724,154 106,760,384
Operating Income $7,100,400 $2,836,920 $9,937,320
Rate Base $136,370,517 $136,370,517
| Rate of Return 5.207% 7.287%|
Projected 2018
Long Term Debt 43.036% 5.282% 2.273%
Short Term Debt 5.968% 2.831% 0.169%
Preferred Stock 0.000% 0.000% 0.000%
Common Equity 50.996% 9.500% 4.845%
Total 100.000% 7.287%
1/ Page 2

2/ Reflects state and federal taxes at 37.8015%.



Depreciation Expense
Ad valorem taxes

Return

Income Taxes
Gross up for Taxes

Less: Base
Total

Case No. PU-17-

Exhibit No. (TRJ-3)
Page 1 of 5
MONTANA-DAKOTA UTILITIES CO.
SSIP REVENUE REQUIREMENT
PROJECTED 2019
Total Mains Services
$338,983 $101,811 $237,172
52,782 27,438 25,344
603,348 316,749 286,599
(221,939) (87,626) (134,313)
469,902 217,804 252,098
(386,787) (178,930) (207,857)
$856,289 $397,246 $459,043
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