Case No, PU-22-194

Exhibit A
Page 2 of5
MOGNTANADAKCTA UTILITIES CO.
DEPRECIATION RATES
ELECTRIC UTILITY - NORTH DAKOTA
Proposed Settlement
Apet, Depreciation Deprecation Rate
No. Aceount Rate Rate Change
Miles City Turbine
941 Structures & Improvements 1.05% 1.05%
342 Fuel Holders, Producers & Acces. 5.35% 5,38%
344 Generslors 2.24% 2.24%
345 Accessary Equipment B.27% 8.27%
348 Miscallanggus Equipment 4.11% 4.11%
Portahle Generators
341 Structures & improvernents 2.03% 3.03%
342 Fuel Holders, Producers & Acces, 3.01% 3.01%
344 Generators 3.05% 3.05%
345 Accessary Equipment 4,20% 4.20%
Diamond Willow Wind
341 Structures & Improvements 3.39% 3.39%
344 Generators 3.67% 3.87%
345 Accessory Equipment 5.02% 5.02%
346 Miscellaneous Equipment 4.29% 4,29%
Qrmat
341 Structures & Improvements 3.28% 2.26%
344 Generators 3.39% 3,39%
345 Accessory Equipment 4.24% 4.24%
Cedar Hills Wind
341 Structures & marovements 3.91% 3.91%
344 Ganerators 3.86% 3.B6%
345 Accessory Equipment 4.84% 4.94%
346 Miscellaneous Equipment 5.81% 5.81%
Thunder Spirit Wind
341 Structures & Improvernents 4.90% 4.90%
344 Generators 3.98% 4.88%
345 Accessory Equipment 6.70% 6.70%
346 Miscellaneous Equlpment 511% 5.11%
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Case No. PU-22-194

Exhigit A
Page3of5
MONTANA-DAKOTA UTILITIES CO.
DEPRECIATION RATES
ELECTRIC UTILITY - NORTH DAKQTA
Proposad Settlement
Acet, Depreciation Deprecation Rate
MNo. Account Rate Rate Change
Heskett Unit lil Gas Turbine
341 Structures & Improvements 2.97% 2.97%
342 Fuel Holders, Producers & Accas. 3.10% 3.10%
344 Generalors 2.31% 2.31%
345 Accessary Equipment 5.48% 5.48%
346 Miscellaneous Equipment 181% 3.81%
Heskett Unit !V Gas Turbine
344 Generators 2.35% 2.33%
Lewiz & Clark Unit Il RICE
341 StructUres 3.78% 3.78%
342 Fuel Holders, Producers & Acces. 3.56% 31.66%
344  Generators 3.64% 3.64%
348 Accassory Equiprmnent 5.07% 807%
348 Miscellaneous Equlpment 4.55% 4.56%
Trangmisélon FPlant
3502  Rights of Way 1,20% 1.20%
352 Structures & Improvements 2.00% 2.00%
353 Station Equipment 1.47% 0.73% -0.74%
354 Towers & Fixtures. 1,90% 1.90%
3685 Poles & Fixtures 2.068% 1.92% -0.14%
356 Overhead Condugtor & Devices 1.84% 1.45% ~0.45%
357 Underground Conduit 1.99% 1.098%
358 Undergreund Canductor & Devices 1.99% 1.95%
Distribution Plant
380.2  Righis of Way 0.83% 0.83%
382 Station EgUipment 205% 0.83% -1.22%
364  Poles, Towers & Fixtures 3.76% 2.71% 1.05%
365 Overhead Conductors & Devices 3.08% 2.35% -0.73%
366 Underground Conduit 1.53% 1.63%
367 Underground Conductor & Devices 4,07% 1.60% -247%
368 Ling Transformers 2.96% 1.89% -0.27%
368 Services 2.29% 2.08% -0.21%
370 Meters 7.41% 7.41%
37 Installation on Cust. Premises 9.52% 7.16% -2.36%
a3 Street Lighting & Signal System 4,27% 3.20% -1.07%
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Case No. PU-22-194

Exhiblt A
Page 4 of b
MONTANA-DAKQTA UTILITIES CQ.
DEPRECIATION RATES
ELEGTRIC UTILITY - NORTH DAKOTA
Proposed Selflement
Acct, Dapreciation Deprecation Rate
Ne. Account Rate Rate Change
General Plant
390 Structures & fmprovements 1.54% 1.54%
3911 Office Furniture & Equipment 8.30% 8.30%
391.3 Computer Equip. - PC 0.00% 0.00%
3814  Compiter Equip, - Prime 57.10% 57.10%
391.5  Computer Equip. - Other 12.10% 12.10%
3821 Trans. Equip., Non - Unilizad 0.00% 0.00%
382.2  Trans. Equip., Unitized 9.83% 9.83%
303 Slores Equipment 1.65% 1.65%
3941 Tools, Shop & Garage Equip. 4.82% 4.82%
395 l.aboraiory Equipment 10,31% 10.31%
396.1 Traiters-Wark Equipment 2.84% 2.84%
396.2 Power Operated Equipment 8.22% 8.22%
3871 Radio Communicalion Equip. - Fixed 6.98% 6.98%
3572 Radic Communication Equip. - Mobila 6.87% 6.87%
3973  General Telephone Comm. Equip. 7.42% ¥.42%
397.4 Carrier Current Comm, Equip. 0.00% 0.00%
3975  Supervisory & Telemelering Equip, 14.27% 14,27%
3876  Scada System 9.79% 9.79%
3978  Network Equipment 22.87% 22.87%
397.9  Transfer Trip Communication Equip. 0.00% 0.00%
388 Miscellaneous Equipment 3.83% 3.83%
Common Plant - Electris

390 Structures & Improvements 0.85% 0.85%
3911 Office Furniture & Equipment 8.687% B8.67%
391.3  Computer Equip. - PC 20.00% 20.00%
a4 Computer Equip. - Prime 0.00% 0.00%
391,56 Computer Equip. - Other 20,00% 20.00%
392.1 Transport Equip. - Traifers 6.00% 0.60%
392.2  Transport Equip-Vehicles 6.856% B.55%
382.3  Alrcraft Equipment 4.00% 4.00%
383 Stores Equipment 3.33% 3.38%
3841 Tools, Shop & Garage Equip. 5.56% 5.969%
3843  Vehicle Maintenance Egulprment 5.00% 5.00%
3944  Vehicle Refueling Equlpment 5.00% 5.00%
3971 Radio Communication Equip. - Fixed 6.87% BH7%
387.2 Radio Communication Equip. - Mobile 6.67% 8.67%
3873  General Telephone Comm, Equip. 10.00% 10.00%

2995



Case No, PU-22-184

Exhibit A
Page 5 of §
MONTANA-DAKOTA UTILITIES CO.
DEPRECIATION RATES
ELECTRIC UTILITY - NORTH DAKOTA
Proposed Saitlement
Acct. Depreciation Beprecation Rale

Ne. Accaunt Rate Rate Change

397.5  Supervisory & Telemetering Equip. £.67% 6.87%

387,84  Netwark Equipment 20.00% 20.00%

398 Miscellaneous Equipment 5.00% 5.00%
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Rate Class

Ravenus at Cumment Rates

MONTANADAKOTA UTIITIES CO.
ELECTRIG UTILITY - HORTH DAKOTA

Guerall BIIf Impact - Settlamaont
Case No. PU-22-194

Residential Service
Small Genaral Servica
General Service
Munlcipal Lighting
Municipal Pumping

Duidoor Lighling Sorvice

Total North Dakota Blectric

20 T l

fon Cost Ad|

Genoratlon Resowree Recovery Rider (GRERY

Projected 2023 Rate Progased GRRA at Net Tartzl Overall Base Rale
Revenue at Ridir Yatal Bestgn GRRR Current Inctaase n Prop i Propasad gilt Bt GRRR
Currant Rates 1! Revenue 24 Revenue Ingrease 3/ Reyenue Rates GRER 4/ Increase Revenue lmpazt Lnpact aili t
$69,768,528 512,077,876 582,747 404 §6,107,895 $3,221 567 §1,427 586 £1,794,001 7,901,896 $490,649,300 9.5% TA% 22%
10,414,218 1,615,247 12,029 465 943,328 400,961 177.679 223282 1,186,820 12,196,085 a.7% 1.8% 1.8%
8,497 679 17,403,425 105,801,104 3,559,567 4,014,827 1,763,008 2,251,818 5,811,386 111,712,490 5.5% 3.4% 2.1%
980,235 133,856 1,164,231 78471 17,434 11,153 6,261 84,752 1,248,283 7.3% 6T% 0.5%
2,876,349 613,256 3,491,505 199.567 168,837 67,663 101,174 300,761 3,792,355 B.6% 5.7% 2.0%
352,968 60,721 423,663 B.B23 4,730 AE72 1,588 10,381 434,070 2.8% 21% 0.4%
51?2.982,37? §32.054,521 5205,757,406 510,807,581 37,828,856 :___5_,5 FLNES) 54,378,115 5,275,795 $221,033,294 7. 4% 5.3% 2.1%
1/ Slatement F, Sehedule F-1, Page ? Includes Generation Resource Recovery Rider sevenus,
1and R bla Resource Cost Ad)ustment revenus reflecting curren! rates.
3f Includes Lhia 53,450,741 currently being recovered hrough the Seraration Resource Recevery Ridar that will be coflecled lhvough base rates.
4 Reftecls the nat Increase for the GRRR as 53,450,741 ig already rellected In ihe curent GRER rales.
-
oy
oo
¢}
—ta
g,
A
[+

& jquix3

t61-28-Nd "ON 98BD
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WMontana-Dakota Utliltles Co.
Electric Wility - North Dakota
Estimated Residental Bi}l Increases - Settiement

Current Rates

Proposed Rates

PP Tatal FFP Total
Kwh Base Rale Energy Riders Charge Current Bill Base Rate Energy Riders Charge Proposed Bill
Janusry 1,000 314,25 §48.28 $1B8.87 422.41 $104.82 $15.53 38571 521.22 $22.41 $114.87
Fehruary 1,000 12.68 449,28 18.87 22.41 103.44 14.03 95.71 21.22 22.44 113.37
March 1,000 14.26 49.29 18.87 22.41 104.82 15.53 55.71 21,22 2241 114,87
April 700 13.80 ae.74 13.21 15.69 82.45 15.03 44,25 14,85 18,69 8a.a2
htay &no 14.28 34.07 11.32 13.45 ¥3.10 15.53 3793 1273 1348 79.64
June 700 13.80 39.75 13.21 15.69 82,45 15.03 44.25 14.85 1569 89.82
July 200 14.26 45.42 15.18 17.83 8271 15.53 80,57 16.98 17.93 101.01
August 1,000 14.26 56.78 18.87 2241 112.32 1553 f3.21 21.22 2241 122,37
Saptamber 700 12.80 38.75 1321 15.68 82,45 15.03 44.25 14.89 15.69 09.62
October 500 14.26 34.07 11.32 13.45 73.10 15.53 3703 12,73 1345 79,64
Novernber &O0 13.80 34.07 11.32 13.45 72.64 15,03 37.93 12,73 1345 79.14
December 200 14.26 4B.60 16.98 2617 08.01 15.63 52.39 18.18 20,17 10718
8,600 $167,30 $518.10 $181.15 $215,16 $1,082 3t $182.86 574.84 %203.70 215.16 51,181.56
800
‘Change by Component $14.95 361.74 522.55 $0.00 %40,25
0.2%
Per Month $R.27
Current Proposed
Basic Senice Chargef Day 30.46 $0.501
Monthly Service Charge %1388 §15.24
Energy
15t 760 winter & summer 50.05678 $0.06321
Qvear 750 vinter 0.02574 0,03329
TCA £.00801 0.00801
ECRR 0.00000 0.06060
GRRR 0.00187 0.00422
Renewabla Rider 0.00899 0.00899
Fuel 0.02241 0.02241 Q
n
Total Riders {exci Fusly 0.01887 002122 ;
-n °
& o
% me
IR
= 1
og L
Bof
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MONTANA-DAKQTA UTILITIES GO.
ELEGTRIC UTILTY - NORTH DAKOTA

Alpcatlon of Revenues - Seftfement

Projected 2023
Projected 2023 Billing Detarml and R,
Biil , Bagic Sorvice Ganaralian
Rate Class Determimants Kwh KW Charge Enerny D A Rider Fuel Rev Total
Residentfal Service
Rala 0,161 763,201,009 $13.459,178 $37,765,785. 51427186 $17,103,337 560,755,466
Rals 13 4 132,692 1,095 4,310 248 2,974 8,727
Rata 16 4 F0.673 1,035 2,504 132 1.504 8.5
Total Residenlial 80,169 TE3,404,470 13,461,368 37,772,609 1 AZT 566 17,107,885 59,769,528,
Small Genera! Service )
Rale 20 10,418 86,215,802 3.181,779 4,491,252 164 964 1,976,916 8,824 911
Rale'26 270 4,980,557 88.550 62,141 3,648 43.712 208,051
“Suttotal 10,680 90,166,252 ) 3,295,329 4,553,393 168,612 2,620,628 10,032,862
Rata 26 49 1577312 10,040.8 26,828 2,934 31,943 2950 35,348 180003
Rate 40 271 3.270.838 7.250.8 85,308 69.542 48,5087 6,117 73288 284,253
Total Small General 11,0640 85,14 507 17,281.5 3402 465 4,626,269 78,530 177,678 2123275 10,414,278
Large General Service .
Rate 30 Pamary 40 226,404,074 ) 507 095.6 48,000 3,202,485 6,098,111 279573 4,835,088 14,563,657
Rate 30 Secondary 4 566 T2AVAETE 22028142 3,068,881 16,847,213 23,251,782 1,215,251 16,186,742 50,580,979
Rate 31 Primary 1 2,478,000 4, 869.6 1,164 35,258 54936 2,668 53,955 158,043,
Rate 31 Secondary 52 13,853,295 38,8403 44,928 323,025 424,070 21,444 316,452 1173918
Hate 32 Secandary £03 57,207,301 2704377 151,956 1,386,045 722,285 B5,470 1,282,484 3,608,230
Subilolsl 5262 1,022,786.849 3,024,158 3,315.039_ 21.794,_026 30,611,194 1,589,827 22,778,742 80,084,828
Contract Rala - Tasor 1 98,750,754 1615173 1,200 1,575,284 1,058,781 89,175 2451779 4,874,206
Conlract Rata - Sabin 1 27,167,840 55,7749 1,200 447 472 367729 36,490 591,987 1,438,578
Rale 38 4 31,286,100 04,1747 7,140 400,465 837,658 §7.515 695,977 2,059,767
Rate 39 Q 2] 00 Q [\ { 1) j1] 0
Total Large Gaoaral 5266  1,160,693,543 3,345,074 3,324,579 24,217 255 32,873,352 1,763,008 26,219,485 88,457,679
Municipal Lighling
Rate 41 Primany 44 1,974,555 53,865 a7z 26,554 80,434
Rale 41 Secondary 598 12,133,777 617,705 10,178 271,918 889,801
Tatal Municipat Lighting 642 13,308,332 671,570 11,153 297,512 GR0,235
Municipal Pumplng
Rale 48 Primaty & 23,520,600 506,995.4 4,320 350,563 331,482 25,340 512,514 1,254,219
Rale 48 Secondary 303 22,345,983 £1,684.2 152,558 366,472 540,303 42,323 500,773 1,624,130
Total Municipal Pumping 308 45,866,583 134,680.3 156,878 768,736 671,785 BY663 1,013,287 2,878,340
Ouideor Lighting Service .
Rala 52 Primary 13 34.081 2,167 3 743 2,941
Rate 52 Secondary 2,533 3,958,084 287 685 3,841 887 360,027 O
Talal Qutdaor Lighling 2552 3,882,165 269,852 4672 BG444 3bZ 068 3}
o
Total Norh Dakota Electtfc 99,939 2,102,279.600 3,497.016.2 $20,345 750 $68,326,381 _ $33.923.6657 33,450,741  £46,856,888  £172,502,977 =
s
Quarall ROR 7.513% § -
o mc
inverse of Tax Rate 75.5951% o X Pa
= K3
8.9 5
NI o]
[a =T ve QTN
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MONTANA-DAKOTA UTILITIES GO,
ELECTRIC UTILITY - NDRTH DAKOTA

Allocation of Revenues - Settlernant

Prajected 2023
Rats Daslgn Resulls Generallon Rider  Tola) Revenue
Aflogatlen of Base Revanue Jncrease Revenhe Increase
Fata Glass Revenues 1/ 3 [ ROR 5 H
Residanliat Sarvice
Rate 10 S4670 447 $4,579,806 6.7%
Rate 13 530 192 2.2%
Rale 16 332 KK 6.2%
Total Rosldential 54,660,280 4,680,328 6.7% 3.7% $3,221,867 &£7.801,895
Small General Service
Rale 20 0,452 710,348 2%
Rale 26 14,755 14.748 71%
Subtotal 725,207 125,096 7.2% 5.6% $380,502 51,105,598
Rate 25 8,691 5583 £.6% 6,655 16,233
Rate 40 30,986 30,880 11.0% 13,803 44 783
Total Small General 785,784 765,659 74% 8.3% $400,961 $1,166,620
Large Ganaral Service
Rate 30 Primary 538,558 537,171 3.7% $635,700 §1.172.8N"
Rate 30 Secandary 868,332 BY2.335 1.4% 2,761,595 3,633,930
Rate 31 Pimary 2,213 3,503 2.2% 6,105 9,608
Rale 31 Secandary 16,968 15,725 1.3% 48,691 64,416
Rale 32 Secapdary 141,548 441,000 3.89% 160,432 301,432
Sublotal 1,567,719 1,563,734 2.0% 9.7% $3,612,523 55,182 257
Conlract Rala - Toseoro 151,877 152,341 3.1% 202,480 354,821
Conlract Rala - Sabln 47216 47,231 3.3% 848,230 116,461
Rala 38 27,297 27,253 1.3% 130,594 157 847
Rate 30
Tolal Large General 4.794.268 1,795,558 20% 9.2% 36,074 827 35571386
Munitipai Lighting
Rate 41 Primary £,990
Rale 41 Secondary 61.301
Total Municipal Lightifg 67,291 67.316 6.8% 10.6% 317,434 384,752
hunicipal Pumping
Rale 48 Primary 105,925
Rate 48 Secondary 22,133
Tatal Municipal Pumping {32,058 131,924 A.68% 6.5% 163,837 $300,761
Outdoor Lightlng Service
Ratlz 52 Frimary 42
Rate 52 Secondary §122 . 0
Tolal Cutdoar Lighting 8154 5151 1.4% T.T% $5,230 $10,381 %
. L]
Tolal Norlh Dakata Clectrit 57.4844,7195 57,446,240 43% 6.3% 57,828,856 $15.275,795 =
- o
i) b
1 Seltement ravenues aflocaled based on allogalion of in ariginal fillng. g -
® m o
pal=
[ w
w0
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Case No, P{1-22-184

Exhibit B
Page 5 of 28
MONTANA-DARKQOTA UTILITIES CO,
ELECTRIC UTLITY - NORTH DAKOTA
Derivation of Generatlsn Resourcs Recovery Rider Ratas - Settlement
Proposed 2023
Total Cos! to be Recovered through GRRR Rates §7.832,580
Allocated Projected Billing Proposad
Allecation of Costs & Propased Rais GRRR Casts 1/ Determinants GRRR Rales
Residential & Small General $3,626,277 856,418,877 Kwh $0.00422 per Kwh
Large General 4,023,231 3,209,317.0 KW $1.25361 per KW
Space Heating Rate 32 160,431 270,437.7 KW $0.58323 per KW
Lighting 22,8641 17,300,497 Kwn 5000131 per Kwh
$7.832,580
Proposed Gurrant Change In
Change in Rates GRER Rates GRRER Rates 2f GRRR Rates
Residential & Small General $0.00422 $0.00185 $0.00237
Large Ganaral §1.25361 $0.54660 £0.706B1
Space Heating Rale 32 $0.68323 $0.23976 $0.36347
Lighting $o0.00131 $0,00091 £0.00040
1f Demand Allocalion Factor 2;
Residanlial & Small Generst 46,297343%  (Rates 10, 13, 18, 20, 26, 26, and 44)
Large General 51.365337%  (Rates 30, 31, 38, 48, and conlracls)
Space Meating Rate 32 2.048257%  (Rate 32)
Lighting 0.289083%  (Rates 41. 52)
100.000000%

2f Current rates effective February 1, 2022.
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MOMNTANA-DAKOTA UTILITIES GG,
ELECTRIC UTILITY « NORTH DAKOTA
Summary of Propgsed Charges « Settlament
Projected 2023

Case No, PU-22-194
Exhibit B
Page & of 28

Demand Charges

Baslc Service Energy Charges Raso Total Energy 15t Bleck 2nd Block.
Rate Class Charge Summer  Winter Fue] ___S Winler  Sttimor Winter Summer Winter
Residentfal
Rata 10 $0.501
151 ¥50 $0.06321 006321  so0.02241 50085962 $0.03562
Quer 750 0.06321 003321  0.022497 p.08562  0.05562
Rala 13 0.1
' Dff Peak 0.06321 0.01100 002241 D.0esé2  0.03341
Dn Paak
1at 750 0.06321 0.06321 002241 008562 0.08562
Over 7a0 0.06321 0.03321 0.02341 pasgé2 008562
TOD Rata 16 0.781
OIf Peak 0.04789 0.03288  Q.02241  D.07030  0.0553D
on Peak 0.07782 006285  ¢go2241 040030 0.08830
Small General Service
Rata 20 118
18t 750 (LO5854 0.05654 002241 0.07885  0.07895
Over 750 009654 0.02654 002241 0.07885  0.04898
Irrigaticn Rate 28 180 0.00128 000126 0.02241  0.02367 002367 488 1.88 4,88 1.88
TOD Rale 28 1.25
Off Peak n.03248 001746 002241 0.05487  0.03987
0n Paak Q.05748 0.04245 0.02241 007287 0.08467
Municipal Rate 40
Mon- Demang 1.18
180750 003365 0.03365 002241 005606 0,05508
Over 753 0.03365 002265  0.02241 05608 D.04508
Demand 1.30 12.83 .00 12.93 49.93
sl 750 0.01265 0.01265  0.02241 Q03506 Q03508
Quar 760 0.01266 0012556 Q02241 003506 003508
Latge Soneral Service
Rate 30 Primary Service 108.03 0.01538 0.01836 Q02178  Q.0IMTFT  0.03IMT 1508 12.05 1505  12.05
Rate 30 Secendary Servicy 5872 0.02444 002444 002241  G.04885 . 0.04€85 13,01 10.Mm 13,01 10.01
TOD Rata 3
Prlmany Servige 87.00
Off Peak G.01544 004844 002179 003723 603723 0,00 0.00 0,00 .00
On Peak 0.01704 001784 002179 003873  0.03873 1557 12.57 15687 1257
Becandary Service 72.00
Off Pesk 0.02448 0.02449 002241 004890 {.04E90 0,00 0.00 Q.00 ¢.00
On Pegk .02693 0.02689 0.02241 004947 0.045840 15,04 11.04 15.04 11.04
Spece Meating Rate 32
Primary Senvce 2300 DOM589 Q.01589 Q02179 D.03748  0.03748 15.05 1.28 15.05 1.38
Secondary Service 73,00 D,02568 0.0256% 0.02241 0.64810  Q.04B10 13.01 1.3B 13.0 1.38
Conlract Rale 304 108,01
$at 2.3 million Kwh 0.01974 001873 002179 D.04058  D.05937 $a.08 §6.04  $6.04 £8.04
Quar 23 millllon Kwh 0.01a54 001354 002178 003533 Q04887 8.06 5.04 £.04 §.04
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Case Ne. PU-22-184
Exhlbit B
Page 7 of 28

MONTANA-DAKQTA UTILITIES CQ.
ELECTRIG UTILITY - NORTH DAKOTA
Summary of Preposed Charges - Settlement

Projected 2023
Demznd Charges
Basls Service Engrgy Gharges Basa Total Enorgy 15t Blogk 2nd Block
Rate Class Charge Summer  Winter Fuel —Summer  Winter  Summer Winter Summer Winter
Contact Reta 303 §108.03
15t 1.5 million Kwh 3002333 50.02233 $0.02179 $0.04512 B0.04512 55.04 $574  go.04 3674
Quer 1.5 mililan Kwh 0.(HB5T 0.01657  0.0217¢%  0.03836 0.03836 a.04 574 04 574
Demend Resp Rate 38 108.03  0.01244 001344  0.024Y8  0.03520 0.03533 11.55 855  11.55 8.55
Munizipal Lighting - Rate 41
Primery Service 0.08180 0.05480 0.02479 0.0735% (.07359
Sceondary Sevice 0.06880 005880  0.0224% 007921 0.073IN
Municigal Pumping - Rale 48
Primary Service 80.00 0.01384 0.01354¢ 002178 0,03573 0.03573 12,00 a00 1200 9.00
Eecondary Sarvce 45,00 0.01484 0.01484 0.02241 0.0O735 Q03735 12,00 .00 12.00 9.00
Qutdoor Lighling - Rate 52
Primary Service 0,08578 006578  0.0479  [0.08Y5ST  0.08757
Secondary Sarvice {.05984 006584 002241 0083225 0.08223
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MONTANA-DAKOTA UTILITIES CQ.
ELECTRIC UTILATY - NORTH DAKOTA

Dervatlon of Rate and Reconclliation
Residential Electrle Service Rate 10 - Seitlament

Case Mo, PU-224194
Exhibit B
Page 8 of 28

Profocted 2023
Bllling Prajected @ Currant Rates Proppsad Ratis
Resldential Service Detemninants Rate Revenus Rale Revanua
Basic Service Charge - Rate 10 80,161 $0.45 perday $13.459,032 0,501 perday . 574,858,641
Rate 95 ) 0.05 perday ) 148 0.05 perday 148
Energy
Summer 255,122,863 $0.05678 por Kwh 14,485,876 30.08321 per Kih 16,126,316
Winter ‘
First 750 322,452,465 E0.05678 per Kwh 18,308,851 5006321 par Kwh 20,182 220
Cvar 780 185,625,771 0.02678 per Kwh 4,971,058 003321 per Xwh 184,632
Sublotal 50R,078,238 23,272,008 76,546,852
Generalion Rider 1,427,186
Tolal Energy 763,201,088 38,192,971 42,673,168
Base Fuel ¥63,201,008 $0.02241 per Kwh 17,103,337 $0.02241 per Kwh 17,103,337
Tota) Rale 10 $59,?55,486 §74,435282
Tatal Ravanues Par Deslgn §74,435.292
Target Revenues 74,434 533
Cifferance 358
Darluation of Ratg!
Prajected
Projected Revanues Befate Incraase %69, 755 486
Proposed Revenus Increase 4,675,447
Tatal Revena Roquirament 74 434,023
Less:
Proposed Basle Servic Charge Revenues 14,658, 787
Projacted Base Fuel 17,103,337
Winter Regte =750 differenliz ($0.03000} 185825771 Kwh {5,568,773)
Sybtotal 26,193,351
Nel lo ba Callecled Thraugh Energy 548,241,562
Tolal Kwh 763,204,088
Sumimer Fate per Kwh 500631
Winter Ralg Par Kwh - 15t 750 Kwh 3006321
Winter Rate - Quer 730 Kwh $0,03321
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WMONTANA-DAKOTA UTILITIES CO.
ELECTRIC UYILITY - NORTH DAKOTA

Derivatlan of Rate and Reconclliation
Hesidential Elactric Serviea Rate 13 - Settloment

Case Mo, PU-22-194
Exhibit B
Page 2 of 28

Profected 2023
Billing Proiecled @ Current Rates Prpposed Rales
Rosidential Service Delerminants Rata Revenue Rate Revenun
Basls Service Gharge - Rate 13 4 §0.75 perday $1,095 $0.7¢1 per day $1.155
Energy
Summer 26.863 $0.058456 per Kwh 1,692 $0.05321 por Kwh 1,831
Wintar
On-Peaak Flrst 750 22,786 £0.05846 per Kwh 1,332 $0.06321 per Kwh 1,440
On-Peak Over 750 26,310 0.02848 per Kwh 808 0.03321 per Kwh 940
OFf Peak 52,633 21100 per Kwh 578 0.01100 per Kwh 579
Subtotal 103,729 vy 2,959
Generation Rider 248
Total Enargy 133,802 4,658 4,780
Basa Fuel 132,682 $0.02241 per Kwh 2,974 3002241 per Kwh 2974
Tulal Rate 13 58,727 £8,918
Tatal Revenues Par Casign $6.918
Target Revenues 9.237
Dilfarence 55313;
Derivation of Rate:
Prajecled
Projected Fevenues Before Ingrease 38,727
Froposed Revenue Increase 510
Tola! Revenue Requirement 8,237
Lesg:
Prapoged Basle Service Charge Revenues 1,155
Projected Base Fue| 2,974
Winter Off-Paak 579
YWinter >750 differantial ($0.03000) 26,310 kwh {849}
Sublalal 3,859
Net to be Collected Thraugh Energy $5,378
Yotal Kwh (excluding Winlar Off-Peak) 80,068
Summer rale 006718
Winter On-Fask Flrst 750 $0.06718
Winler On-Peak > 760 F0.03718
50.01100

Winter O¥f-Peak Rale
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Case No. PU-22-184
Exhiblt B
Fage 10 of 28

MONTANA-DAKDTA UTILITIES CO.
ELEGTRIC UTILITY - NORTH DAKOTA

Derlvatlen of Rate and Reconeliiation
Residentlal Blectric TOD Service Rate 16 - Sattlament

Frojected 2022
Blling —__  Frojected @ Gurrent Rates . ProposedRates
Residential Servica Determinants, Rate . Revenue Rata __Revenup
Basic Service Gharge 4 $0.78 perday §1,098 $0.791 parday $1,185
Enrrgy
Summar
On-Peak Kwh 3,277 $0.07218 perKwh 237 $0.07789 pariwh 255
OIf Peak Kwh 8734 0.04218 per Kwh 368 0.04789 perKwh 418
Sublotal 12,011 BOS &73
Wintar :
On-Peak Kwh 10,182 005718 parkwh 880  $0.05289 per Kwh 636
Off Pazk Kwh 48 516 302718 perKwh 1,318 1.03283 per Kwh 1,886
Subtotal 58,668 1,699 2,234
Generation Rider 132
Tatal Energy F0,679 2,636 2907
fase Fuel 0,878 $0.02241 per Kwh 1584  50.02241 per Kwh 1,584
Tolzl Rale 16 Revenues §5,31£ 35,645
Tatal Rovarites Peir Daskgn $5,548
Target Revenues 5647
Ciiferencs {513
Derivation of Rate:
Projected
Projecled Revenues Before Increase 5,315
Proposed Revenue Increase 332
Tolal Revenue Requirement 0,847
Less:
Proposed Basic Service Charge Revenues 1,185
Projacted Bage Fusl 1,584
Winter iffarenlial {80.01500) 58,868 Kwh {8E0}
Qn-Peak Differential $0.03000 13438 Kwh 402
2,262
Met to be Collected Through Energy 53385
Taial On-Peak Kwh 70,679
Surmmer Off-Feak Rate §0.04788
Summer On-Peak Rale $0.07789
Winter OfF-Peak Rale §0.03289
Winter On-Pepk Rala §0.06209
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Case No. PU.22-164
Exhibit B
Page 11of 28

MONTANA-DAKOTA UTILITIES CO.
ELECTRIC UTILITY - NORTH DAKQTA

Derivation of Rate and Rezoneiliation
Small Genaral Elactric Servica Rate 20 - Seitlement

Projected 2023
2illing Prajected @ Gurrent Rales ‘Prnpm;ed Rales
Small Genaral Service Qeterminants Hate Raevenue Rate Ravenie
Hasic Service Charge 10,410 $0.84 per day $3.191,706 $1.15 perday $4,360,508
Rala 95 4 0.05 perday 73 .05 per day 73
Encrgy
Summer 20,078,872 F0.05997 per Kwh 1,683,858 5005654 perlkwh 1,587 642
Winter
First 750 Kwh 33,800,833 $0.05997 per Kwh 2,008,043 3005654 par Kwh 1,694,137
Over 750 Hwh 26,834 297 0.02997 per Kwh 798,251 0.02654 per tiwh 706,893
Subtatal 80,135,830 2,807.208 2,601,030
Gonaratlon Rider 164,964
Total Enaray 88,215,802 4,895,216
Base Fuct 88,215,002 £0.02241 por Kuh 1,874,916 $0.02241 par Kwh 1,276.916
Tolal Rale 20 Revenuos 50,844 811 $10.535.259
Tatal Rovanuss Per Dasign §10,535,259
Targs! Revenues 10,535,363
Ditfarence [5104)
Porivation of Rafe:
Projscied
Projactad Ravenues Befora Increase $39,624,911
Proposed Revenue Increase 710,452
Totel Revenua Requframiant 10,535,383
Lass: -
Proposed Basic Service Charge Revenues 4,368,671
Projecled Base Fuel 1,976,916
Winter Rate = 750 - diffarsntial ($0.03000) 26,624,997 Kwh {798.050)
Subtlplal 5,547 337
Net to be Collacted Through Energy 34,087,826
Total Kwh 88,215,802
Summer Rate par iwh §0.05654
Wirter Rale Par Kwh - 15t 780 lkwh §0.05654
Winter Rale - Qvar 750 Kwh B0,026854
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MONTANA-CAKOTA UTILITIES CO.
ELECTRIC UTILITY « NORTH DAKOTA

Derivation of Rate and Regoncillalion

Irrfgation Power Service Rate 25 - Settlement

Silling
Irrigatlon Pawer Service Determingnls
Bazsic Service Charga 43
Eneray 1,677,312
Generation Rider
Tatal Energy
Demand
Summer 6,464.3
Winter 36763

Total Demand
Base Fuel 1,677,312

Tatzl Revenue

Total Revenues Per Dasfgn
Targel Revanues
Difference

Rerivation of Rate:

Profected Revenyes Before Increase
Froposed Revanle Incresse
Tolal Revenug-Ragirement

Less.
Froposed Baslc Service Charge Rewvenues
Propised Demangd Charge Revertios
Frolected Base Fusl

Sublolal
Met to be Callecied Thraugh Energy
Total Kwh Salos

Proposed Energy Charge

Case Mo, PU-22184
Exhibit B
Page 12 of 28

Profected 2023
Projecled @ Current Rales Proposed Rates
Rale Feovenpe Rale Revanug
51.50 percay 526,828 $1.80 perday 533,882
30.00185 perKwh 2,934 $0.00426 per Kwh 1,987
2,850
5,884 1,887
$4.25 perKW 27473 54.88 por KW 3,548
1.25 perkWw 4,470 1.88 per KW 8,723
31,943 38,288
$0.02241 per Kwh $35,348 $0.02241 per Kwh $35,348

$180,003

$100,0039
8,5a1
108,594

33,982
18,269

15 348
107,539
1,305
1,577,812

$0,00128

109,586
—t—

109,594

§102,585
38
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MONTANADAKOTA UTILVTIES €O,
ELECTRIC UTILITY - HORTH DAKOTA

Derivatian of Rate and Recanclllation
Small General Gptishal Time-of-Day Electrla Serviee Rale 26 - Seitlament

Profected 2023

Case No, PU-22-194
Exhibit B
Page 130f 28

Small General Bifing Projeaind @ Currenl Rates Proposed Rates
Optianat TOD Service Detarminants Rate __Revenue Rala Revenue
Pasie Service Charge 270 $1.00 perday $a8,550 §1.25 perday $123,188
Energy
Summaer
On-Peak Kwh 164,452  $0.0B0GGE per Kwh 9,975 $0.05748 par Kwh 8448
QI Peak Kwh 485677 003565 par Kwh 17 878 0.03246 par Kwh 6,080
Sublatat 80,129 27,652 25,539
Wititer
On-Peak Kvih 313,158 $0.04566 par Kwh 14,209 $0.04248 per Kwh 13,297
Off Paak Kwh 97¥7.2689 0.02086 per Kwh 2180 0.01746 per kwh 17.083
Suhitatal 1,260,423 24,489 30,380
Ganeration Ridar 3,648
Total Energy 1,950,557 55,789 56,889
fAasea Fuel 1950857  50.09241 perKwh 43,42 30.02241 par Kwh 43,712
Total Rate 28 Revenuves §208.051 $222.788
= ———— —————
Total Revenues Per Design 522_2,?9_9
Targel Revenues 202,806
Diffarenca (57

Darivation of Rate:

Brojected Revenues Befora Incraase

Proposed Revenug Increase
Tatal Revenue Requiremant

Propesad Basle Sarvice Chargse Revenuas

Frojected Base Fusl
Winter Diffarantlal
Or-Poak Diffarential

(80.01300)

£0.02500

Net in be Collecied Through Energy

Tolal On-Peak Kwh

Summer Off-Peak Rate
Summer On-Ponk Rate

Winter Off-Peak Rete
Wintar On-Peak Rate

1,200428 Kwh
477611 Kwh

5208,051
14,758

223,806

123,188
43712
(19,358)

11,840

189,484
§63.322

1,380,967

§0.03248
$0.06746

§0.01746
$0.04246
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Large Genorsl Sarvice 30 '
Hngie Sarvien Charge
Primary Sorvleo Rate 38
Sacondary Sarvice Rale 30
Rais 85 - singla phago, Aa iniument
Rofe 85 - single phasa, inslament
Rate 95 - threa phase, insrument
Tatal Gustemers

Enorgy
Prmary Sarvite - Rol: 90

Subtatal

Sweandery Service - Ralo 30
Subisal

Telal Energy

Domand
Primpry Service - Summer
PHrmry Senice - WiAlsr
Gengration Rider
Subletal

Socandary Service - Summer
Sacondary Sorvice = Winler
Generalian Rlder
Suatatal

Tetal Temand

Bnas Fual
Primary Service- Rata 30
Becondary Servleas Rala 3¢
Total Base Pyl

Total Rale 38 Revenue

Total Revenues Per Design
Pilmary- Rela 30
Sonondary « Roto 30
Tated

Targe! Ravenues
Difference

Casze Mo, PU-22-184

Exhiblt B

Page 14 of 28

MONTANA-CAKDTA UTILITIES CO,
BLECTRIC UTILITY = NORTH DAKOTA

Derivollon of Rato and Ragone(lintion
Large General Elgctrlc Sarvico Ralo 34 - Salllomant

Brofactad 2013
Biflng Pro|ecled (& Current Ralas Pragtaad R_\é_‘ms
Dalarinants Rale Revanug Rate Ravenuo
40 SI0G.00 pgr moenih 540,000 $108.03 per month 351 854
4,566 36.00 par monlh 3,068,352 gB.72 pormenih 3.217 346
i 0.05 per day 18 0.05 pordoy 18
2 018 per doy 138 0.19 parday 134
El 0,33 per day 482 0.33 parday 482
4613 3,116,941 3,260 879
225,484,074 £0.01444  per Kwh 3,202,485 $0.01538 par Kuh 1,483,326
226,484,074 3,202,485 . 3,AB3,325
T23746,47% 8002331 por Kwh 16,847,213 100244 per Kwh 12,603,917
TR EEY TEIEN 7660517
940,430,257 0,048,588 21.047.242
173,353.0 $34.00 per Kw 2,426,042 §15.05 por Kw 2,608,583
33,7426 1.0 per Kw 3,671,169 12,05 periw 4,041,508
278,973 _
|7 0956 6,378,084 6,630,561
774,888.0 S12.90 pur isw 9,863,738 $14.04 periw 10,078,833
1428 2154 950 pat KW 13,588,046 10.09 perlw 14,208,435
1,216 251

2.202,814.2 24,458,003 44,375,269
2,710.000.9 50,046,117 31,005,830
226,464,074 £0.02179 per Kih 4,335,088 2002479 par Hwh 4,935,089
002247 por Kwh 15,195,742 0.02241 por Kwh 16,105,742
1,131,830 29,131,830
$75, 144,636 §76.654,741
§18, 100,028
61453214
?6,554‘1:2
16 451 826
L2616
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MONTANADAKOTA UTILITIES CO,
ELECTRIG UTILITY - NORTH DAKOTA

Oeliation af Rats and Reconsiliation

Large Ganeral Eloctrle Sarvice Rate 30 = Solilatnent

Case No. PU-22-184 -
Exhibit 8
Fage 15 of 28

Profaetod 2033
Guffant Ratea Propesed Propnsad Savondary
Larga Gengral Senien S0 Adpcation Setllemenl Ratas Curran! Prapoaad
Basle Servier Ghargo Custemar 3,068,352 AL 37386 TAT%
Pimary Servdee Rale 30 G51% 51,852 10802 Demand 23,251,782 53.85% 24,375,289 §3.86%
Sacandary Sorvica Ralo 30 TAY% 3217412 5E¥Z Brargy 15,847,213 39.03% 17663817 39.03%
Rate 95 . alngle phass, na Instumanl 0.00% 0 A1 167 347 100.00% 48,356,672 10p.00%
Rale 95 - single phisa, Instrument Q.00% 1]
Rz 85 - threa phage, Inslritent 0.86% a
Total Customers
Enorgy Brimary
Pamary Service = Rote 30 34.20% 3,483 258 0.015338 Curent Frepnsed
Sustomer 48,800 A0.51% 51,654 a.51%
Sublalal Oamand 6,098,511 B5.23% 6,630,561 69,312
Enorgy 3,202 485 M.26% | 2.443,025 34,27
Secondary Service « Rata 30 2.03% 1760180 0.42844 £.248,596 10000% (066,740  100.00%
Sublota
Tolad Engrgy
Pestand
Prdmary Jervlcs - Summer
Frimary Servies - Wintar .
Gintrolien Rider
Sublatal 65.23% G,632017  Surmmed Diflaranifal 300 173.353 520,058
Remalning o be coliscted £,111,958
Winter Camand fov.086 12,08
Secondary Servlca - Summur Summer Demaid 18.08
Sueondary Faeviee -Winjer
Genaratlen Rider
Sublotol G3.86% 24,372,688  Bummer Qilferantlal 300 T74.69% 2,324,007
Remalning in be caltocted 22,048,581
Total Demand Wimgr Demand 2,202,214 Lt
Summar Domond 1301
Baze Fual
Prifsry Sorvico= Rale 30
Secoadary Servige- Rata 30 .
Tolal Base Fusl 190.00% 18,167,127 Primary
100.00% _ 45251830 Sucandary
Taoral Rale ) Revenug 5,418,057
Terta! Revanuas Par Dasign
Primary= Ratn 30 552,516,543 56,418,057

Sacandary - Rala 30
Talal

Targel Pevanues
Dilrerencs

Primery
Sessndnry

Rrimpcy
Sogondary

Rev per Daslgn

Frof Revenuee

15,100,828 15,102,115
61453852 E1.448,311
76,554,781 76,551,526
Gufeeni Rate  Totpl Rev Reg
_i_),&dﬂ.SBE 0,187 127
—AB18734T 45,251,990
42,515,941 55,410,057
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MONTANA-DAKOTA UTILITIES GO,
ELECTRIC UTILITY + NORTH DAKOTA

Derivation of Rata and Reconciliation

targe Time-of-Pay Eleciric Service Rate 21 « Sattlarment

Large: Benaraf Billing
100 Sepvice [Rale 31 _Datarminanls_
Rosic Service Charge
PHmary Sorvico 1
Sacondary Service .
Tolal Base Rale 53
Energy
Primary Saniee
Off-Frak 1,828,200
On-Poak _ ss2@Qn
Total Energy ZA478,000
Rrimary Sublotal 2,478,800
Secondary Sorvice
Dif-Pazk 0,987,672
On-Poak — 365523
Tolal Energy 13,353,285
Sasondary Subtatal 13,853,295
Tolal Energy 16,331,285
Bemond
Summer Pimary Service
Oti-Peaak 0.0
On-Paak 17611
Total Summer Demand 1,761
Winler Pamary Sarvica
Qlf-Peak o0
Cn-Peak 31085
3,108.5
Generation Rider
Brmary Subolal 4,858.8
Summer Sceondary Service
Cit-Peak 0.0
On-Paak 14,1340
Tetal Suemer Demand 14,1340
Winter Sgcondary Sarvics
Oi-Foak o
Gn-Pgak 24 706.3
24,7082

Canerstlon Rider

Secandzry Sublalal ' 38,840.3
Tolal Dernand 43,709.%

Pasze Fual
Prmary 2.478,000
Socondary 13,053,295

Totsl Rale 31 Revenvg

Tatal Revanues Fer Doslon
Bdmary= Roie 31
Segandary - Rata 31

Target Revantias
Ditfercnen

Profectod 2023

Prajactad @ Current Ratas

Case No. PU-22-194

Exhibit B

Page 16 of 28

Rale

597,60
72,00

£0.01357
a.MEN?

$0.02262
0.02512

£0.00
15.25

56,00
1225

£0.00
14.75

.00
10.75

$H2179
0.02241

per merth
per manth

par kwh
phr Kwh

per iwh
por Kwh

par Kt
par bW

per KW
per KW

par KW
per EW

per Ky
por KW

per Kwh
per Kwh

Revenuge

£1,164
44,528
46,082

24,768
10,450

—_—e

25,258
35,258
226,921
— 704
355,095
323,025

358,283

26,857
26,857

i

0
38,078
33,079

2,868
67,625
a

208,477
208,477

1}
285,593
265,593

21,444,
485,514
663,138

£3,99
D452

51,831,962

Fate

Progesed Rales

Reverte

59700 par month
72.00 pot moalk

5001544
001784

$0.02445
0.12635

§0.00
15.87

$0.00
1257

$0.00

18.04

§0.00
11.M

$0.02173
4.02211

por Kwh
par Kwh

per Kwh
per Kwh

per K
per Ky

per K
per Kw

par Kw
per Kw

par Kw
per Kw

par Kwh
par Kwh

51,164

. 14,928
46,082

28181
11,714
36,082

39,602

244,508
104,333

_—

348,931
244,801

380,823

0
27,420
27,420

20,074
33,074

G6494

0
212,575
212,575

0
272,758
272,758

485,332

551,827

53,998
0,452

§1,351,180

§151,548

_ 1189544
1,331,190
1,361,143
T
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MONTANA-DAKOTA UTILITIES CO.
ELECTRIC UTILITY - NORTH DAKDTA

Darlvation of Rate and Recartelilation

f.arge Tima:od-Bay Elactric Sarvlca Rate 31 - Settlatmetit
Profected 2023

Derivatlan of Rate!

Profected Ravenuas Before lncradse
Proposed Revenug Incroase
Total Revenue Requirement

Leas
Froposed Baglg Service Charge Ravenurs
Pioptsed Defand Revenues

Socandary Enargy Differenilel 50.00505 18,853,290 Kwh
Qii-Pidk Energy Difaramial 0.00250 4,515,423 Hwh
Projected Sase Fuel

Hublotal

et to be Collected Through Energy
Toetal Kwh Sales
Proposed Energy Chargas:

Primary Of-Peak

Primsry Qn-Fegk

Sacandary Off Peak
Socondary Qn-Feak

81,331,962
19,181

7351143

46,092
551,827

125,372
11,286
364,448
+,099,035

$252,108

16,391,295
$0,01544
$0.01794

$0.02443
H0.02609

Case No. PU-22-194
Exhibl{ B
Page 17 of 28
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MOMNTANA.DAKOTA UTILITIES CO.
ELECTRIC LTILITY - NORTH DAKOTA

Derlvatian of Rete and Recongiliatien

Ganeral Space Heortling Electric Service Rale 32 « Sattlomaent

Case No, PU-22-194

Exhibit B
Page 18 of 28

Projactad 2023
Billing _. . Projacied @ Currenl fates Propesed Rates
Generl Space Heating Sarvice Detarminants Ralg Revanue Rale Rewenue
Baste Serviee Charde
Prmary Semvice i} $21.00 per month 50 323,00 per manth 50
Secondary Service g0 21.00 permonth 151,956 2300 per month 166,428
Total Baso Rals €03 181,988 166,428
Energy
Primary Sarvive 0 $0.01422 per Kwh Q $0.01588 per Kwh 1}
Ridars a
Sublolal Q i 0
Secondary Sarvice 57,227,901 50.02422 par Kwh 1,366,045 £0.02869 par Kwh 1,470,168
Ganoration Rider
Bubiotal 4722730 1,386,048 1,470,188
Tatal Enargy 57,227,301 1,386,045 1470169
Detand
F"Irirnary Sarvize - Summar a0 81400 parKw q 51508 perkw ]
Frimary Service - Winter 0.0 100 par Kw 0 138 per Kw 0
Riders 0
Sublotal 0.0 a a
Secandary Sarvico - Summer 39,201.2 512,50 perKw 481,148 $13.01 perkw s11.188
Secandary serviee - Winter 231,145.8 1,00 per Kw 231,148 128 porKw 316,881
Generation Rider 65,470
Subtotal 3704377 187,785 830,162
Total Datmand 204377 787.765 830,169
Bnse Faal
Primary Service a 3002173 periwn 8 30.02178 periwh a
Secandary Service 57,227,301 0.02241 perKwh 1,282, 46d 0,0224% par Kwh 1,282,464
Total Base Fyel 57,227,301 1,282,464 1,282,464
Total Rata 32 Revenue $3.608,230 $3.748,230
Total Rovariuss Par Desigh
Secondary 3,748,230
Total 3,748,220
Tamet Revanue 3,748,878
Difference (5648)
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5eneral Space Hezfting Electrl: Service Rate 32 - Sottemutt

Derlvatiapn of Rate!

Projecied Revenues Befora Increase
Proposed Revenue Increase
Tolal Ravenua Rarulrement

Luss:
Propoaed Basic Service Charge Revanues
Sesondary Service

Proposed Summer Demand Revenuves
Socondary Sarvice
Secandary Energy
Prejectad Basa Fuel
Sublalal

Met o be Collected Throwgh Secendary Deman
Total Winter Damand

Praposed Energy Charges:
Winter - Primary & Secandary

MONTANA-DAKOTA UTILITIES GO,
ELEGTRIC UTILITY - NORTH DAKOTA

Rerivation of Aate and Reconc|iation

Profactsd 2023

$3,606,230
141 648
3,740,878

166,428

511,188
1,470,188
1,282 464
3430249

)

$319,629

231,146

F1.38

Case No, PU-22-194
Exhlblt 8
Page 19 of 28
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Case No, BU-22-194

Exhibit B
Page 20 of 28
MONTANA-DAKOTA UTILITIES CO.
ELECTRIC UTILITY = NQRTH DAKOTA
Dativation gf Rate and Reconeillation
Iriferruptible Largs Pewer Damand Responae Rate 30 - Settlement
Projected 2023
Bitltng Prajecled (& Cuircnt Rates Proposed Rates
Large Dorrand Roeeponse Determinants Rale Revenus Rate Fevetilier
Baslc Service Charge 4 Peir Canltact 57,140 $108.03 per manth 35,145
Energy 31,086,108 £5.01352 per Kwh 400,486 5001344 per Hwh 428,883
Damand
Bummer 't A, 787 $11.00 por KA 382,528 $11.8% perHW 401,448
Winter &9,417.8 8,00 per kW 565,340 8.55 por KW 353,320
Generation Rider &7,518
Total Qemeant 1043747 945,184 994,965
Base Fuel 31,086,100 £0.02179 per Kwh 695,977  $0.02179 perKwh 696,977
Total Rate 38 Revenue 52,080,767 $2,127,020
Tolat Revenues Per Design 327,020
Targel Revenues 2.127 064
Diiferance T
Defvation of Rate;
Projosted Revenuas Balore incresse $2.088.747
Pioposed Revenue Ingraase 27,287
Tatal Ravente Requirameanl 2,127,064
Less:
Propased Basfc Service Charge Raveniytag B,185
Proposed Demand RevanLas 954,965
Projected Bose Fuel 556,877
Subtolat 1,697,127
Net le be Collacled Thraugh Energy T$920.837
Tatol Kwh Sales 31,988,100
Prapased Energy Charga §0.01344
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Case No, PU-22-194
Exhibil B
Page 27 of 28

MONTANADAKSTA UTILITIES €O,
ELECTRIC UTILITY - NORTH DAKOTA

Derivatlon of Rate and Reconcilfalion
Municipal Sorvice Rate 40 - Selflement.

Profected 2023
Ellng Prifacled @& Cotraht Rales Proposed Rales
Small Munlclpal Service Detarminants Rate Revenue Rate. Revenus )
Basic Service Charge )
Ner-Demand 233 $0.84 perday 571,438 $1.15 perday $97. 748
Datriand 38 1.00 per day 13,670 .30 per day 18,031
Taolal Baga Rale 2N 85,308 118,779
Energy
Mon-Demand Service
Summer 383,045 $0.02402 per Kwh 13,372 $0.03385 pear Kwh 13,226
Wintar )
First 750 Kwh 629,156 $0.03402 per Kwh 31,404 $0.03365 per Kwh 21,171
Over 750 Kwh 5E8.A78 0.02302 per Kwh 13,556 0,022685 per Kwh 13,338
Subtatal 1,218,034 34,860 34,509
Demand Service 1,558,753 F0.01302 per Kwh 21,810 $0.01265 por Kwh 20,995
Gangration Rider 8,117
Total Energy 3,270,835 76,058 68,731
Demand
Bummer 2.700.6 $11.25 parKw 30,382 54283 perHw 34,me
Winter
15010 Kw 2,556.1 $0.00 parKw 0 5000 per Kw [}
Over 10 Kw 1,064.2 B.25 parKw 16,208 3.93 par Kw 19,505
45203 16,205 18,505
Total Demand 722049 46,867 64,424
Basze Fuel
Nan-Dremand Servica 1.611,083 $0.02241 per Kwh 36,104 §0.02241 per Kwh 36,104
Dzmand Servico 1.658,763 0.02241 per Kwh kYA 0.02241 per Kwh 37,195
Taolzl Base Fuel 3,270,836 73,289 73,288
Tatal Rate 40 Ravanua 3,270,838 §284.263 3312,233
Tetal Revenues Per Dasign
ton-Demand Foervice 181,587
Demand Servige 130.646
Total 32,233
Target Revenuas 312,239
Gifferénge !56 )
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Case No. PU-22-194
Exhibit B
Page 22 of 28

MONTANA-DAKOTA UTILITIES COQ.
ELECTRIC UTILITY - NORTH DAKQTA

Derivation of Rate and Reconclilation
Mun!elpal Service Rale 40 - Sotlement

Prajacied 2023
Derivatian of Fate:
Frafecled Revenugs Before Increase $201,262
Proposed Revenua [ncrease 36,986
Total Revenve Requirement $312.239
Lezs:
Proposed Basic Service Charge Revenues 116,778
Propozed Demand Revenues 54,424
Summer- 1st 750 Winter Differential {80.01100) SA5.879 Kwh [6.478)
Man-Cemand Energy Diferential $0.02100 1,611,082 Kwh o lok)
Prajecled Base Fuel 73,288
Subtotal 270,857
Met to be Collected Thraugh Energy $41,382
Total Kwh Sales 1,270 836
Proposed Enargy Charges; :
Dermand Service $0.01285
Non-Qemand Rale: )
Wintar - 158 750 ’ F0.032365
Winter - Cver 750 : 0.02265
Summer $0.03355
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Case Ng. PU-22-194
Exhibit @
Page 28 of 28

MONTANADAKOTA UTILITIES GO,
ELECTRIC UTILITY - NORTH DAKOTA

Darivation of Rate and Rezoncillation
Munictpal Lighting Service Rate 41 - Settlement

Projostad 2023
Zilling Projoctad @ Curvent Rales Proposad Rales
Munlcipal Lighting Service Delammirants Rate Reveniis Rale Revenus
Basic Service Charye
Primary 0 $0.00 per montn L] £0.00 per morth f0
Sacondary o} 0.G60 per month 0 0.00 parmonth 0
Enatay
Primary 1,474 555 $£0.05006 par Kwh 69,855  $0.05180 per Kwh 50,842
Ganatation Ridar 75 . ]
Secondary 12,433,777 0.05596 per Kwh 679,006 0.05680 per kwh £Ag,134
Ganaralion Rlder 10,178 1]
Total Energy 13,308,332 750,014 750,041
Base Fusl
Priraary 1,174,555 £0.02179 per Kwn 35,504 50.02179 perKwh 25,5394
Secondary 12,133,177 Q02241 per Kah 271.918 0.02241 per Kwh 271,818
Tata| Base Fugl 13,308,332 297,512 207,512
Discoumt @ 10% » Exeluding Base Fuel
Primary 1.174,555 {5.8u0)
Secondary 160,844 520 {61.301) -
Total Diseount 12421175 (67.291) 0
Total Rate 41 Ravenue $080.235 $1.047,553
e [ ————1
Total Revenlues Per Design £1,047.553
Target Revenyes 1,047 526
Difference 527
Derivation of Rate:
Frojecled Revenues Before increase $880,235
Proposed Revenug Increase 57,281
Tolat Revenue Requirement 1,047,520
Less:
Fropased Baslc Serivee Charge Revanues g
Secandary Differential £0.00580 12,133,777 Kwh 60,568
Frojected Base Fusl 297,512
Sublgtal 358,181
Nel 1o be Coltected Through Energy $689,245
Total Kwh Sales 13,308,332
Praposed Energy Charges:
Primary 8005180
Secondary 0.05680
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Municipal Pumping Service

Basic Fervige Charge
Prmary
Secondary
Exgess Facllities Charge
Total Baslc Service Charge

Energy
Prirmary
Riders
Secendary
Riders
Total Energy

Bemand
Summer
Primary
Sacondary
Subtatal

Winter
Prmary
Secongary

Stibtotal

Generation Ridar- Primary
Generation Ridar Secondary

Tatal Demand

Haza Fugl
Frimary
Secondary

Subtelat

Pilmary Discounted (M accounls)
Secondary Discounted

Bills

Enargy

Oemand = Summer

Demand - Winler

Telal Discounted

Tetzl Rate 48 Ravenue

Taota! Revenues Par Oesign
Primary
Secandary

Targel Revenues
Dilference

MONTANA.DAKCTA UTILITIES CO.
ELECTRIC UTILETY - NORTH DAKOTA

Dar|vation of Rate and Reconciilation

Municipal Pumplng Service Rate 48 - Settlement
Projeciled 2023

Billing Projected @ Current Ratas

Case Na. PU-22-194

Exhibit &

Page 24 of 28

Proposed Rates

Celerminants Ratg Reavenue Rate Revanta
5 380,00 por month $4,800 FB0.00 per morih £4,800
03 4500 permonth 163,820 4500 per month 163,620
4 2330 2,330
170,750 170,750
23,520,600 50.01798 per Kwh 422,800 $0.01384 perKwh 327,077
]
22,345,083 0.018898 per Kwh 424,127 0.01494 per Kwh 333,848
e A __—--——'ﬂ e ————
45,866,582 847 Q27 661,728
20,7804 38.00 per KW 187,024 $12.00 per KW 243,365
28,257.8 SO0 per W 263,320 12,00 per KW 351,054
50,038.2 450,344 600,459
2150 FE.0D par KW 181,290 $9.00 par KW 271,535
34,4271 600 pof KW 326,563 9.00 per KA 489 844
B4,642.1 507,853 761,779
25,340
42,373
134,680.2 1,025,860 1,362,238
23,520,600 $0.62179 per Kwh 512,614  $0.02179 per Kwh 512,514
22 345,983 0.02241 per Kwh 500,773 002241 per Kwh 500,773
45,868,584 1,013,287 1,013,287
(79,649) (85,398)
248 : (13,392 {13.392)
18,922,797 {35,854} {28.271)
24,650.2 {22,220) {29.628)
45,599.2 (27 360) (41,034)
{176,575] (197,728)
32,878,349 33,010,273
e e
$1,366,481
1,643,782
53,010,273
3.010,407
{5134)
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Case No, PU-22-184
Exhibit B
Page 25 of 28

MONTANA-DAKOTA UTILITIES CO.
ELECTRIC UTILITY - NGRTH DAKOTA

Derivation of Rate and Reconclifation
Municipal Pumping Service Rate 48 - Settlement

Profocted 2023
Derlvation of Rate;
Projected Revenues Befure Incresse 52,078,348
Proposed Ravenue incredse . 132,058
Tetal Revenue Requirernent 3.010,407
Less;
Proposed Basic Service Charge Ravenues 136,878
Proposed Bemand Revenues 1,239,441
Secondary Dhiferential $0.00100 20,483,703 Kwh 20,454
Profected Base Fueal 1,013,287
Subtotal 2,430,080
Nat to be Collecled Through Energy $580,347
Tatal Kwh Sales 41,622,243
Pidmary Energy Rale $0,01384
Secondary Enargy Rata $0.01454
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Case Mo, FU-22-194

Exhibit B
Paye 26 of 28
MONTANADAKDTA UTILITIES CO.
ELECTRIC UTILATY - NORTH DAKOTA
Derlvation of Rate and Reconciliation
Outdoor Lighling Service Rate 52 - Setilerngnt
Frojecied 2023
Biiting Profected @& Cument Rates Propossd Rates
Ouldoor Lighling Determinants Ratg Revenye Rate Revenus
Baslc Sarvice Charge o} R0.00 per mopth 30 $0.00 pet month $0
Energy .
Primary Service 34,081 F0.06357 per Kwh 2167  $0.08578 per Kwh 2,242
Generation Ridar " 0
Secondary Service 3,958,084 0.05763 per Kuh 267,685 0,06984 per Kwh 276,433
Beneration Ridar 3,641 0
Tols! Energy 3592,165 273,524 278,675
Base Fuel
Pritmary Senvice 34,081 $0.02179 per Kwh 743 §0.02179 per Kwh 743
Setondary Service 3,858,084 0.02241 par Kwh 8,71 0.02241 per Kwh 88,701
Tatai Basa Fital 3,882,165 98,444 89,444
Tolsl Revenue $362 968 368,118
Tuolal Revenues Per Design §3640,179
Targel Revenyes 364,132
Difforence (513
Darlvation of Rata:
Projacled Revenues Befare Incraase $352,060
Proposed Revenue Increase 5.164
Total Revanuva Requiramant - $369,132
Lass:
Secondary Enzrgy Differentlal $0.00406 3,958,084 Kwh 16,070
Projecied Base Fuel andad
Sublotal 106,514
Net to be Collecled Through Energy 262618
Tatal Kwh Sales 3,092,168
Proposed Energy Charge
Primary £0.06578
Seeondary £0.,06084
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MONTANA-DAKDTA UTILITIES CO.
ELECTRIC UTILITY « NORTH DAKOTA

Derivation of Rate and Reconclilation

Gaontract Rala 304 - Settlement
Profected 2023

Case No, PU-22-194
Exhibit B
Page 27 of 28

Blliag Prajeeted @ Gurrent Rates Proposed Ralas
Contract Rale 304 Determinants Hals Ravenus Rate Revenue
Basle Servieo Charge 1] $100.00 permonlh $1,20D0 $108.03 par manth $1,256
Enzray
First 2.3 Million Kwh 25,632,040 5001869 per Kwh 434,488 £0.01872 per Kwh 484,153
Ovar 2.3 Millian Kwh 1,136,200 3.01144 per Kwh 12 087 001354 per Kwh 153
27,167,840 A47AT2 504,574
bemand
Bummer
Firat §,000 Kw 18,126.8 $8.58 per KW 155,520 $9,06 per Kw 164,229
Over 5,000 Kw 0.0 572 per KW 0 5.0 per KW a
Winter
First 5,000 Kw 37.088.1 $5.72 par KW 212,201 56.04 per KW 224,073
Cver 5,000 Kw 0.0 5.72 por KW 0 804 par KW 1
Ganaratian Ridar 30,490 _ .0
298,219 388,302
Basa Fuel 27,167,840 3.02179 por Kwh 501,987 0.02178 per Kwh 501,987
Total Cantract Revenues $1.438.872 §1.486,109
Total Revemues Per Dasign 1,488,108
Target Revenues 1,486,004
15
Danvallon of Rale:
het Increase to Contracts 5.69%
Frojected Revenuea Before Incrense £1,430.878
Fropesed Revenue Increase 47,216
Total Revenye Regqulrement 1,486,084
Less:
Propused Basic Service Charge Revenues $1,295
Proposed Demand Revenuzs 388,302
Qver 2.3 Milllon Energy Differential- {50, 00825) 1,435,200 (5.960)
Proposed Basa Fuol 581,987
475,625
Net to be Collecled Thraugh Energy Chavge 3510469
Tatal Kwh 3alns 27167840
Fropoesed Energy Charges )
Firgt 2.3 milfion §0,01472
Over 2,3 milfian 3001354

3023



Case No. PU-22-194

Exhibit B
Page 28 of 28
NONTANA-DAKOTA UTILITIES CO.
ELECTRIC UTILITY - NORTH DAKOTA
Barivatlan of Rate and Recohclilation
Conttact Hata 303 « Settlement
Prafectad 2023
Billing Projectad @ Cument Rates Proposad Rates
Contract Ratea 303 & 302 Delerminants Rale Ravanus Rate Revenue

Basle Serviee Charge 1 $100.00 per month #1200 $108.03 permonth 1,298
Energy

Fiest 1.5 Million Hwh 18,000,000 jo.02148 perKwh 386,640  $0.02333 per Kwh 418,840

Over 1.5 Million Kwh - B0,750,754 0.01472 per Kwh 1,188,651 0.01657 per Kwh 1,338,040

Total Energy 96,740,754 1,675,281 1,767,980
Demand

Summer 57,085.85 $8.656 par Kw 488,862 §9.04 per KW 516,053

Wltar 104,431.8 544 per KiiY 568,109 5.74 par RW 599,439

Generalion Ridar 89,178 ]

Total Demand 1618173 1,445,936 1,113,492

Bssa Fuel 48,750,754 S0,02178 per Kwh 2,151,779 $0.02178 per Kwh 2,151,779

Total Contract Revenues

Target Revenues Per Daslgn
Targal Revgsiues

Derlvatton of Rate:
et Increase o Contracts 5.59%

Projected Revenyes Before Increase
Proposed Revenue Incroase
Total Revenua Requirement

Less:

Proposed Basic Service Charge Revenues

Prapesed Cemand Revenues

Over 1.5 Wlllon Kwh Energy Differential {$0.00676) 80,750,754
Froposed Base Fuel

el lo be Callected Through Energy Charge
Tatal Kwh Safas 968,750,754
Proposed Enargy Charges

Flrsi 1.5 Milllors Kwh
Clver 1.5 Million Kwh

£4,874,206 $5,028,547
———me———— _——

$6,026,847
5,028,183
$364

$4,874,206
151,877

5,028,183

1,288
1,115,482
{545,875}

2151778

2,722,692

§2,303,491

$0.02333
$0.01857
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Exhibit No.  (AEB-1)

MONTANA-DAKOTA UTILITIES CO.
BEFORE THE NORTH DAKOTA PUBLIC SERVICE COMMISSION
CASE NO. PU-23-
PREPARED DIRECT TESTIMONY OF
ANN E. BULKLEY

Please state your name and business address.
My name is Ann E. Bulkley. My business address is One Beacon Street, Suite 2600,
Boston, Massachusetts 02108, 1 am a Principal at The Brattle Group (“Brattle”), a

consulting firm that advises clients on regulatory tinance and ratemaking issues.

On whose behalf are you submitting this testimony?

I am submitting this direct testimony betore the North Dakota Public Service Commission
(“Commission”) on behalf of Montana-Dakota Utilities Co. My testimony addresses the
regulated gas utility operations of Montana-Dakota Utilities Co. in North Dakota

(“Montana-Dakota” or the “Company”).

Please describe your education and experience.

I hold a Bachelor’s degree in Economics and Finance from Simmoens College and a
Master’s degree in Economics from Boston University, with more than 25 years of
experience consulting to the energy industry. 1 have advised numerous energy and utility
clients on a wide range of financial and economic issues with primary concentrations in
valuation and utility rate matters. Many of these assignments have included the
determination of the cost of capital for valuation and ratemaking purposes. I have included
my resume and a listing of the testimony that [ have filed in other proceedings as Exhibit

No.  (AEB-2), Schedule 1.

3025



19

20

21

Q4.
A4

Qs.
AS.

Q6.

Ab.

Exhibit No.  (AEB-1)

PURPOSE AND OVERVIEW OF DIRECT TESTIMONY

Please describe the purpose of your testimony.
The purpose of my direct testimony is to present evidence and provide a recommendation
regarding the appropriate return on equity (“ROE”) for the Company and to assess the

reasonableness of its proposed capital structure used for ratemaking purposes.

Are you sponsoring any schedules in support of your Direct Testimony?
Yes. My analysis and recommendations are supported by the data presented in Exhibit No.

___(AEB-2), Schedules 2 through 13, which were prepared by me or under my direction.

Please provide a brief overview of the analyses thatled to your ROE recommendation.
I have estimated the cost of equity by applying traditional estimation methodologies te a
proxy group of comparable utilities, including the constant growth torm of the Discounted
Cash Flow (“DCF”) model, the Capital Asset Pricing Model (“CAPM”), the Empirical
Capital Asset Pricing Model (“ECAPM™), and a Bond Yield Risk Premium (“BYRP” or
“Risk Premium”) analysis. My recommendation also takes into consideration: (1) the
Company’s small size relative to the proxy group; (2) flotation costs; (3) the Company’s
anticipated capital expenditure requirements; and (4) the Company’s regulatory risk as
compared with the proxy group. Finally, I considered the Company’s capital structure as
compared with the capital structures of the proxy companies. While I do not make specific
adjustments to my ROE recommendation for these tactors, I did consider them in the
aggregate when determining where my recommended ROE falls within the range of the

analytical results.
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How is the remainder of your testimony organized?

The remainder of my testimony is organized as follows:

Section 11 provides a summary of my analyses and conclusions.

Section IIT reviews the regulatory guidelines pertinent to the development of the
cost of capital.

Section IV discusses current and projected capital market conditions and the effect
of those conditions the cost of equity.

Section V explains my selection of the proxy group.

Section VI describes my cost of equity estimates and the analytical basis for my
recommendation of the appropriate ROE for Montana-Dakota.

Section VII provides a discussion of specific regulatory, business, and financial
risks that have a direct bearing on the ROE to be authorized for the Company in

this case.

Section VIIl provides an assessment of the reasonableness of the Company’s
proposed capital structure relative to the proxy group.

Section 1X presents my conclusions and recommendations.

SUMMARY OF ANALYSES AND CONCLUSIONS

Please summarize the key factors considered in your analyses and upon which you

base your recommended ROE,

In developing my recommended ROE for Montana-Dakota, I considered the tollowing:

The United States Supreme Court’s Hope and Bluefield decisions! established the
standards tor determining a fair and reasonable authorized ROE for public utilities,
including consistency of the allowed return with the returns of other businesses having
similar risk, adequacy of the return to provide access to capital and support credit
quality, and the requirement that the result lead to just and reasonable rates.

Federal Power Commission v. {{ope Natural Gas Co., 320 U.S. 391 (1944) (“{fope™); Bluefield Waterworks &
Improvement Co., v. Public Service Commission of West Virginia, 262 U.8. 679 (1923) ("Bluefield™).
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e The effect of current and projected capital market conditions on cost of equity
estimation models and on investors’ return requirements.

o The results of several analytical approaches that provide estimates of the Company’s
cost of equity. Because the Company’s authorized ROE should be a forward-looking
estimate over the period during which the rates will be 1n effect, these analyses rely on
forward-looking inputs and assumptions {e.g., projected analyst growth rates in the
DCF model, forecasted risk-free rate and market risk premium in the CAPM analysis.)

e Although the companies in my proxy group are generally comparable to Montana-
Dakota, each company is unique, and no two companies have the exact same business
and financial risk profiles. Accordingly, | considered the Company’s regulatory,
business, and financial risks relative to the proxy group of comparable companies in

determining where the Company’s ROE should fall within the reasonable range of
analytical results to appropriately account for any residual differences in risk.

What are the results of the models that you have used to estimate the cost of equity
for Montana-Dakota?
Figure 1 summarizes the range of results produced by the constant growth DCF, CAPM,

ECAPM, and Bond Yield Risk Premium analyses.’

2 Exhibit No. __ (AEB-2), Schedule 2.
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Exhibit No.  (AEB-1)

Figure 1: Summary of Cost of Equity Model Results

1
Constant Growth DCF - Mcai)
1
1
1

Constant Growth DCF - Mcdian!

8.50%

T
! CAPM
| 1
| 1
Recommended .
! ROE Range . !
| I L |
Company's N :
Requested o !
ROE | |
"  ECAPM
; Risk I
i Premium I
| |
1 1 1 1 1 1
9.00% 9.50% 10.00% 10.50% 11.00% 11.50% 12.00%

As shown 1n Figure 1 (and Exhibit No.  (AEB-2), Schedule 2), the range of results
produced by the cost of equity estimation models is wide. While it is common to consider
multiple models to estimate the cost of equity, 1t is particularly important when the range

of results varies considerably across methodologies.

Are prospective capital market conditions expected to affect the results of the COE
for the Company during the period in which the rates established in this proceeding
will be in effect?

Yes. Capital market conditions are expected to affect the results of the cost of equity
estimation models. Specifically:

e Inflation is expected to persist over the near-term, which increases the operating
risk of the utility during the period in which rates will be in effect.
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Exhibit No.  (AEB-1)

o Long-term interest rates have increased substantially in the past year and are
expected to remain elevated at least over the next year in response to inflation.

e Since utility dividend yields are now less attractive than the risk-free rates of
government bonds, and interest rates are expected to remain near current levels over
the next year, it is likely that utility share prices will decline.

e Similarly, equity analysts have noted the increased risk for the utility sector as a
result of rising interest rates and expect the sector to underperform over the near-
term.

e Consequently, the results of the DCF model, which relies on current utility share
prices, may understate the cost of equity during the period that the Company’s rates
will be in effect.

e Rating agencies have cited increased risk in the utility sector due to increased
interest rates, inflation and elevated capital expenditures.

It is appropriate to consider all of these factors when estimating a reasonable range of the

investor-required cost of equity and the recommended ROE for the Company.

What is your recommended ROE for Montana-Dakota in this proceeding?

Considering the analytical results presented in Figure 1, current and prospective capital
market conditions, and the Company’s regulatory, business, and financial risk relative to
the proxy group, I conclude that an ROE in the range of 10.00 percent to 11.00 percent is
reasonable. Within my recommended range, the Company is requesting an ROE of 10.50
percent which is conservative considering the relative business and financial risk of

Montana-Dakota to the proxy group and current and prospective market conditions.

Is the Company’s requested capital structure reasonable?
Yes. The Company’s proposed equity ratio of 50.185 percent is well within the range of
equity ratios for the utility operating subsidiaries of the proxy group companies. Further,

the Company’s proposed equity ratio is reasonable considering the credit rating agencies
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concerns regarding the negative effect on the cash flows and credit metrics associated with

increasing interest rates, inflation and capital expenditures.

REGULATORY GUIDELINES

Please describe the guiding principles to be used in establishing the cost of equity for
a regulated utility.

The United States Supreme Court’s precedent-setting Hope and Bluefield cases established
the standards for determining the fairness or reasonableness of a utility’s allowed ROE.
Among the standards established by the Court in those cases are: (1) consistency with other
businesses having similar or comparable risks; (2) adequacy of the return to support credit
quality and access to capital; and (3) the principle that the result reached, as opposed to the

methodology employed, is the controlling factor in arriving at just and reasonable rates.*

Why is it important for a utility to be allowed the opportunity to earn an ROE that is
adequate to attract capital at reasonable terms?

An ROE that 1s adequate to attract capital at reasonable terms enables the Company to
continue to provide safe, reliable natural gas service while maintaining its financial
integrity. That return should be commensurate with returns expected elsewhere in the
market for investments of equivalent risk. It it is not, debt and equity investors will seek
alternative investment opportunities for which the expected return reflects the perceived

risks, thereby inhibiting the Company’s ability to attract capital at reasonable cost.

2 lope.320 U.S. 591 (1944); Bluefield. 262 U.S. 679 (1923).
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Is a utility’s ability to attract capital also affected by the ROEs authorized for other
utilities?

Yes. Utilitites compete directly for capital with other investments of similar risk, which
include other electric, natural gas, and water utilities. Theretore, the ROE authorized tor a
utility sends an important signal to investors regarding whether there is regulatory support
for tinancial integrity, dividends, growth, and fair compensation for business and financial
risk. The cost of capital represents an opportunity cost to investors. 1f higher returns are
available elsewhere for other investments of comparable risk over the same time-period,
investors have an incentive to direct their capital to those alternative investments. Thus,
an authorized ROE significantly below authorized ROEs for other electric, natural gas, and

water utilities can inhibit the utility’s ability to attract capital for investment,

While Montana-Dakota is committed to investing the required capital to provide safe and
reliable service, because Montana-Dakota is a subsidiary of MDU Resources, the Company
competes with the other MDU Resources subsidiaries for discretionary investment capital.
In determining how to allocate i1ts finite discretionary capital resources, it would be

reasonable for MDU Resources to consider the authorized ROE of each of its subsidiaries.

Is the regulatory framework and the authorized ROE and equity ratio important to
the financial community?

Yes. The regulatory framework 1s one of the most important factors in debt and equity
Investors™ assessments of risk. Specifically regarding debt investors, credit rating agencies
consider the authorized ROE and equity ratio for regulated utilities to be very important

tor two reasons: (1) they help determine the cash tlows and credit metrics of the regulated
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utility; and (2) they provide an indication of the degree of regulatory support for credit
quality in the jurisdiction. To the extent that the authorized returns in a jurisdiction are
lower than the returns that have been authorized more broadly, credit rating agencies will
consider this in the overall risk assessment of the regulatory jurisdiction in which the
company operates. Not only do credit ratings affect the overall cost of borrowing, they

alsoact as a signal to equity investors about the risk of investing in the equity of a company.

What is the standard for setting the ROE in any jurisdiction?

The stand-alone ratemaking principle is the foundation of jurisdictional ratemaking. This
principle requires that the rates that are charged in any operating jurisdiction be for the
costs incurred in that jurisdiction. The stand-alone ratemaking principle ensures that
customers in each jurisdiction only pay for the costs of the service provided in that
jurisdiction, which is not influenced by the business operations in other operating
companies. In order to maintain this principle, the cost of equity analysis s performed for
an individual operating company as a stand-alone entity. As such, I have evaluated the

investor-required return for the Montana-Dakota’s natural gas operations in North Dakota.

What are your conclusions regarding regulatory guidelines?

The ratemaking process 1s premised on the principle that, in order for investors and
companies to commit the capital needed to provide safe and reliable utility services, a
utility must have a reasonable opportunity to recover the return of, and the market-required
return on, its invested capital. Accordingly, the Commission’s order in this proceeding
should establish rates that provide the Company with a reasonable opportunity to earn an

ROE that is: (1) adequate to attract capital at reasonable terms; (2) sufficient to ensure its
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financial integrity; and (3) commensurate with returns on investments in enterprises with
similar risk. It is important for the ROE authorized in this proceeding to take into
consideration current and projected capital market conditions, as well as investors’
expectations and requirements for both risks and returns. Because utility operations are
capital-intensive, regulatory decisions should enable the utility to attract capital at
reasonable terms under a variety of economic and financial market conditions. Providing
the opportunity to earn a market-based cost of capital supports the financial integrity of the

Company, which 1s in the interest of both customers and shareholders.

CAPITAL MARKET CONDITIONS

Why is it important to analyze capital market conditions?

The models used to estimate the cost of equity rely on market data that are specitic either
to the proxy group, in the case of the DCF model, or to the expectations of market risk, in
the case of the CAPM. The results of the cost of equity estimation models can be attected
by prevailing market conditions at the time the analysis is performed. While the ROE
established in a rate proceeding is intended to be forward-looking, the analyst uses both
current and projected market data, specifically stock prices, dividends, growth rates, and
interest rates, in the cost of equity estimation models to estimate the investor-required

return for the subject company.

Analysts and regulatory commissions recognize that current market conditions attect the
results of the cost of equity estimation models. As a result, it 1s important to consider the
etfect of the market conditions on these models when determining an appropriate range tor

the ROE and the recommended ROE for ratemaking purposes for a future period. If
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investors do not expect current market conditions to be sustained in the future, 1t 1s possible
that the cost of equity estimation models will not provide an accurate estimate of investors’
required return during that rate period. Therefore, it is very important to consider projected

market data to estimate the return for that forward-looking period.

What factors affect the cost of equity for regulated utilities in the current and
prospective capital markets?

The cost of equity for regulated utility companies 1s aftected by several factors in the
current and prospective capital markets, including: (1) changes in monetary policy; (2)
relatively high inflation; and (3) increased interest rates that are expected to remain
relatively high over the next few years. These factors affect the assumptions used in the

cost of equity estimation models.

What effect do current and prospective market conditions have on the cost of equity
for Montana-Dakota?

As discussed in more detail in the remainder of this section, the combination of persistently
high inflation and the Federal Reserve’s changes in monetary policy contribute to an
expectation of an increase in the cost of the investor-required return. It is essential that
these factors be considered in setting the forward-looking ROE. Inflation has recently been
at some of the highest levels seen in approximately 40 years, and while inflation has
declined from these recent peaks, it remains relatively high. Interest rates, which have
increased significantly from pandemic-related lows seen 1n 2020, are expected to continue
to remain relatively high in direct response to the Federal Reserve’s use of monetary policy
to combat inflation. These market conditions are indicative of an increase in the cost of

equity since (i) there is a strong historical inverse correlation between interest rates (i.e.,
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yields on long-term government bonds) and the share prices of utility stocks (i.e., as interest
rates increase, utility share prices decline, and thus utility dividend yields increase), and
(1) the yields on long-term government bonds currently exceed the dividend yields of
utilities, and historically long-term government bond yields have been lower than the
dividend yields of utilities. Because the cost of equity in this proceeding is being estimated
tor the future period that the Company’s rates will be in effect, and because the cost of
equity 1s expected to increase over the near term for utilities, cost of equity estimates based
in whole or in part on historical or current market conditions, as opposed to projected
market conditions, will likely understate the cost of equity during the future period that the

Company’s rates will be in eftect.

A. Inflationary Expectations in Current and Projected Capital Market
Conditions

Has inflation increased significantly over the past year?

Yes. Figure 2 presents the year-over-year (“YOY”’) change in core inflation as measured
by the Consumer Price Index (“CPI”) excluding food and energy prices as published by
the Bureau of Labor Statistics. 1 considered core inflation because it 1s the preferred
inflation indicator ot the Federal Reserve for determining the direction of monetary policy.
Core inflation 1s preferred by the Federal Reserve since it removes the effect of food and
energy prices, which can be highly volatile. As shown in Figure 2, core inflation increased
steadily beginning in early 2021, rising from 1.41 percent in January 2021 to a high of 6.64
percent in September 2022, which was the largest 12-month increase since 1982. Since

that time, while core inflation has declined in response to the Federal Reserve’s monetary

12
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policy, core inflation continues to remain above the Federal Reserve’s target level of 2.0

percent.

Finally, as shown in Figure 2, [ also considered the ratio of unemployed persons per job
opening which is currently 0.7 and has been consistently below 1.0 since 2021 despite the
Federal Reserve’s accelerated policy normalization. This metric indicates sustained
strength in the labor market. Given the Federal Reserve’s dual mandate of maximum
employment and price stability, the continued increased levels of core inflation coupled
with the strength in the labor market has resulted in the Federal Reserve’s sustained tocus

on the priority of reducing inflation,
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Figure 2: Core Inflation and Unemployed Persons-to-Job Openings,
January 2019 to August 2023*

7.00%
==={P| Less Food and Energy
== w=Unemployed persons per jeb opening ratie

5.00%
=
=
-}
[ =
w
2 5.00%
o]
h-]
-]
2
=
& 4.00%
w
E
2
S
& 3.00%
=]
2
]
o
5 W
B 2.00% : 3
2 [}
o c.‘
5 A
=

100% [™ o e P m =™’ =~

\ —
hal N i T
0.00%
I PP '8’ 9 P i L A

FFE T T EFFEF LGS E R P Fd GG S FE G EF

Q23. What are the expectations for inflation over the near-term?

A23. The Federal Reserve has indicated that 1t expects inflation will remain elevated above its
target level over at least the next year and that monetary policy will remain restrictive in
order to reduce inflation. For example, Federal Reserve Chair Powell at the Federal Open
Market Committee (“FOMC™) meeting in September 2023 observed that while inflation is

off of its recent highs, 1t remains significantly above the Federal Reserve’s long-term

target:

Inflation remains well above our longer-run goal of 2 percent. Based on the
Consumer Price Index and other data, we estimate that total PCE [personal
consumption expenditures] prices rose 3.4 percent over the 12 months

Burean of Labor Statistics.

14
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ending in August, and that, excluding the volatile food and energy
categories, core PCE prices rose 3.9 percent. Inflation has moderated
somewhat since the middle of last year, and longer-term inflation
expectations appear to remain well anchored, as reflected in a broad range
of surveys of households, businesses, and forecasters, as well as measures
from financial markets. Nevertheless, the process of getting inflation
sustainably down to 2 percent has a long way to go. The median projection
in the SEP for total PCE inflation is 3.3 percent this year, falls to 2.5 percent
next year, and reaches 2 percent in 2026 °

As a result, Federal Reserve Chair Powell noted that they intend to maintain a restrictive
policy stance until substantial progress has been made to reduce inflation to the long-term
target of 2 percent.® Moreover, the Federal Reserve is currently forecasting an additional

25 basis point increase in the federal funds rate in 20237

Given the expectation that
monetary policy will remain restrictive, as noted previously, yields on long-term

government bonds are expected to remain elevated over the near-term.

B. The Use of Monetary Policy to Address Inflation

What policy actions has the Federal Reserve enacted to respond to increased
inflation?

The dramatic increase in inflation has prompted the Federal Reserve to pursue an
aggressive normalization of monetary policy, removing the accommodative policy
programs used to mitigate the economic effects of COVID-19. Since the March 2022
meeting, the Federal Reserve increased the target federal funds rate through a series of

increases from a range of 0.00 — 0.25 percent to a range of 5.25 percent to 5.50 percent.®

> Federal Reserve, Transcript of Chair Powell’s Press Conference, September 20, 2023, p 2.
S Id, a3,
¥ Federal Reserve, Summary of Economic Projections, Sepiember 20, 2023, at 2,

#  Federal Reserve, Press Releases, March 16, 2022, May 4. 2022, June 15, 2022, Septemiber 22. 2022, November
2.2022. Febmary 1. 2023, March 22, 2023, May 3, 2023, July 26, 2023, Federal Reserve Board - Press Releases
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Further, as noted above, while the Federal Reserve acknowledges that inflation has
declined from its peak, it still is well above the Federal Reserve’s target of 2 percent.
Therefore, the Federal Reserve anticipates the continued need to maintain the federal funds

rate at a restrictive level in order to achieve its goal of 2 percent inflation over the long-run.

C. The Effect of Inflation and Monetary Policy on Interest Rates and the
Investor-Required Return

Have the yields on long-term government bonds increased in response to inflation and
the Federal Reserve’s normalization of monetary policy?

Yes. As the Federal Reserve has substantially increased the federal funds rate and
decreased its holdings of Treasury bonds and mortgage-backed securities in response to
increased levels of inflation that have persisted tor longer than originally projected, longer
term interest rates have also increased. As shown in Figure 3 below, since the Federal
Reserve’s December 2021 meeting, the yield on 10-year Treasury bonds has more than
doubled, increasing from 1.47 percent on December 15, 2021 to 4.09 percent at the end of
August 2023, Further, since the Commission’s order that approved the settlement
agreement in the Company’s last rate proceeding (Case No. PU-20-379) in May 2021, the
30-day average yield on the 10-year Treasury bond has increased from 1.64 percentto 4.11

percent, or 247 basis points.

16

3040



L

10

4.50%

4.00%

3.50%

3.00%

2.50%

2.00%

1.50%

1.00%

0.50%

Exhibit No.  (AEB-1)

Figure 3: 10-Year Treasury Bond Yield—Janaury 2021through August 31, 2023°

Commission Crder
in PU-20-379 Federal Reserve Meeting
{May 5, 2021} {December 16, 2021}
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Q26. What have equity analysts said about long-term government bond yields?

A26.

Leading equity analysts have noted that they expect the yields on long-term government
bonds to remain elevated through at least the first quarter of 2025, According to the most
recent Blue Chip Financial I“orecasis report, the consensus estimate of the average yield
on the 10-year Treasury bond is approximately 3.80 percent through the first quarter of
2025.'" It is reasonable to expect that if government bond yields remain elevated, the cost
of equity will be increasing above the levels experienced in the 2020 and 2021 lower

interest rate environment.

¢ S&P Capital TQ Pro.
' Blue Chip Financial Forecasts. Vol. 42, No. 9, Septeniber 1, 2023.
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(Q27. How have interest rates and inflation changed since the Company’s last rate case?

A27.

As shown in Figure 4, when the Commission approved the settlement agreement
authorizing an ROE of 9.30 percent in the Company’s 2020 rate proceeding, interest rates
(as measured by the 30-year Treasury bond yield) were 2.31 percent and core inflation was
3.80 percent. However, since the Company’s 2020 rate proceeding, long-term interest rates
have increased by approximately 190 basis points as the Federal Reserve has increased the
federal funds rate to combat inflation, which, as shown, is also higher than during the

Company’s last rate case, and, as noted, remains above the Federal Reserve’s target.

Figure 4: Change in Market Conditions Since Montana-Dakota’s Last Rate Case'!

30-Day Avg
Federal of30-Year Core
Funds Treasury Inflation Auth'd
Docket Date Rate Bond Yield Rate ROE
C-PU-20-379 5/5/2021  0.06% 2.31% 3.80% 9.30%

Current 8/31/2023 533% 421% 4.39%

D. Expected Performance of Utility Stocks and the Investor-Required Return
on Utility Investments

Q28. Are utility share prices correlated to changes in the yields on long-term government

bonds?

Yes. Interest rates and utility share prices are inversely correlated, which means that
increases in interest rates result in declines in the share prices of utilities and vice versa.
For example, Goldman Sachs and Deutsche Bank examined the sensitivity of share prices

of different industries to changes in interest rates over the past five years. Both Goldman

11 St. Lonis Federal Reserve Bank; Bureau of Labor Statistics.
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Sachs and Deutsche Bank found that utilities had one of the strongest negative relationships
with bond yields (i.e., increases in bond vyields resulted in the decline of utility share

prices)."?

How do equity analysts expect the utility sector to perform in an increasing interest
rate environment?

Equity analysts project that utilities will underperform the broader market given the
increases in interest rates. Fidelity classifies the utility sector as underweight,” and Bank
of American recently noted that they are “not so constructive on [u]tilities” given that the
dividend yields for utilities are below both the yields available on long- and short-term
treasury bonds.!#

Why do equity analysts expect the utility sector to underperform over the near-term?
While interest rates have increased substantially over the past year, the valuations of
utilities have not fully reflected the effect of the recent increase in interest rates. To
illustrate this point, I examined the difterence between the dividend yields of utility stocks
and the yields on long-term government bonds from January 2010 through August 2023
(“yield spread™). I selected the dividend yield on the S&P Utilities Index as the measure
of the dividend yields for the utility sector and the yield on the 10-year Treasury bond as
the estimate of the yield on long-term government bonds. As shown in Figure 5, the recent

significant increase in long-term government bonds yields has resulted in the yield on long-

12 Lee, Justina. “Wall Street Is Rethinking the Treasury Threat to Big Tech Stocks.” Bloomberg.com, March 11,

2021
'* Fidelily. “Third Quarter 2023 Tnvestment Rescarch Updale.™ July 24, 2023,

M Dumoulin-Snith, “US Electric Utilities & IPPs: As the leaves fall, preparing for Autumn utility outlook. Macro
still has potholes,” Septemiber 6, 2023.
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term government bonds exceeding the dividend yields of utilities. The yield spread as of
August 31, 2023 was negative 0.62 percent. However, the long-term average yield spread
from 2010 to 2023 15 1.27 percent. Therefore, the current yield spread is well below the
long-term average. Because of the fact that the yield spread is currently well below the
long-term average, and the expectation that interest rates will remain relatively high
through at least the next year, it is reasonable to conclude that the utility sector will most
likely underperform over the near-term. This i1s because investors that purchased utility
stocks as an alternative to the lower yields on long-term government bonds would
otherwise be inclined to rotate back into government bonds, particularly as the yields on
long-term government bonds remain elevated, thus resulting in a decrease in the share

prices of utilities.
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Figure 5: Spread between the S&P Utilities Index Dividend Yield and the 10-year
Treasury Bond Yield, January 2010 — August 202317
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31. Do you have any further context as to how unlikely it is to have a negative yield spread

of this magnitude?

A31. Yes. For further context as to how unlikely it is to have a yield spread of negative 0.62

percent, I calculated the z-score for the current yield spread, which measures the number
of standard deviations from the mean. The current yield spread of negative 0.62 percent
has a z-score of -2.32, a yield spread of negative 0.62 percent is over 2 standard deviations
from the mean of 1.27 percent.'® In other words, 95 percent of the daily yield spread
observations from 2010 through August 2023 fall between -0.36 percent and 2.91 percent,

with the current yield spread of negative 0.62 percent being outside of that range. Thus,

S&P Capital TQ Pro and Bloombcrg Prolcssional.

The z-score is calculated as: (vield spread at Augunst 31, 2023 minus average vield spread 2010 through August
2023)/standard deviation of vield spread from 2010 throngh August 2023. This equals: (-0.0062 niinus
(LO127)0.0082,
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the current yield spread 1s an outlier, which is why equity analysts do not expect this current

level to hold.

What is the significance of the inverse relationship between interest rates and utility
share prices in the current market?

If interest rates remain relatively high as expected, then the share prices of utilities would
be expected to decline. If the prices of utility stocks decline, then the DCF model, which
relies on historical averages of share prices to calculate the dividend yield, is likely to

understate the dividend yield and thus the cost of equity.

E. Conclusion

What are your conclusions regarding the effect of current market conditions on the
cost of equity for the Company?

Investors expect long-term interest rates to remain relatively high through 2024 1n response
to continued elevated levels of inflation and the Federal Reserve’s normalization of
monetary policy. Because the share prices of utilities are inversely correlated to interest
rates, and government bond vields are already greater than utility stock dividend vields, the
share prices of utilities are likely to continue to decline, which is the reason a number of
equity analysts have classified the sector as either underperform or underweight. The
expected underperformance of utilities means that DCF models using recent historical data
likely underestimate investors’ required return over the period that rates will be in effect.
Therefore, this expected change in market conditions supports consideration of the higher
end of the range of cost of equity results produced by the DCF models. Moreover,

prospective market conditions warrant consideration of forward-looking cost of equity
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estimation models such as the CAPM and ECAPM, which better reflect expected market

conditions.

PROXY GROUP SELECTION

Please provide a brief profile of Montana-Dakota.

Montana-Dakota Utilities Co. is a wholly-owned subsidiary of MDU Resources Group,
Inc. (“MDU”). MDU provides natural gas distribution service across eight states through
the Company, including its division Great Plains Natural Gas Co., and its affiliates Cascade
Natural Gas Corp. and Intermountain Gas Company. In total, MDU serves approximately
1.03 million natural gas customers. Specifically, the Company provides service to
approximately 115,521 natural gas customers in North Dakota'’, and the Company’s North
Dakota natural gas operations accounted for approximately 16 percent of MDU’s total
retail gas sales revenue in 2022.'"® The Company also provides vertically-integrated
electric utility service in South Dakota, North Dakota, Montana, and Wyoming, serving
approximately 144,500 customers. Montana-Dakota Utilities Co. currently has an
investment-grade long-term rating of BBB+ (Outlook: Developing) from S&P' and BBB+

(Outlook: Stable) from Fitch 2

1" Montana-Dakota Utilities, 2022 Anmal Report to the North Dakota Public Service Commission. 1V.
Miscellaneous, Line No. 6.

MDU Resources Group. Inc. Form 10-K lor the fiscal ycar ended December 31,2022, al 13,

1 Source: S&P Capital TQ Pro, (accessed Scptember 28, 2023),
2 Source: FitchRatings, (accessed September 28, 2023).
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Why have you used a group of proxy companies to estimate the cost of equity for the
Company?

One of the purposes of this proceeding is to estimate the cost of equity for a utility company
that is not itself publicly traded. Because the cost of equity is a market-based concept and
Montana-Dakota’s operations do not make up the entirety of a publicly traded entity, it is
necessary to establish a group of companies that are both publicly traded and comparable
to the Company in certain fundamental business and financial respects to serve as its

“proxy” in the cost of equity estimation process.

Even if Montana-Dakota was a publicly traded entity, 1t is possible that transitory events
could bias its market value over a given period. A significant benefit of using a proxy
group is that 1t moderates the effects of unusual events that may be associated with any one
company. The proxy companies used in my analyses all possess a set of operating and risk
characteristics that are substantially comparable to the Company, and thus provide a

reasonable basis to derive and estimate the appropriate cost of equity for the Company.

How did you select the companies included in your proxy group?

I began with the group of 10 publicly traded companies that Value Line classifies as Natural
Gas Distribution Utilities and applied the following screening criteria to select companies
that:

e pay consistent quarterly cash dividends that have not been reduced in the last three
years, since companies that do not pay dividends cannot be analyzed using the
constant growth DCF model,;

¢ have investment grade long-term issuer ratings trom both S&P and Moody's;

s are covered by more than one utility industry analyst;

¢ have positive long-term earnings growth forecasts from at least two equity analysts;
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e derive more than 70.00 percent of their total operating income from regulated
operations;

e derive more than 60.00 percent of regulated operating income from gas distribution
operations; and,

e were not party to a merger or transtormative transaction during the analytical period
considered or had a material event that would have affected the market data for the
company.

I developed the screens and thresholds for each screen based on judgment with the intention
of balancing the need to maintain a proxy group that is of sufficient size against establishing

a proxy group of companies that are comparable in business and financial risk to the

Company.

What is the composition of your proxy group?
The screening criteria discussed above is shown in Exhibit No.  (AEB-2), Schedule 3,

and resulted in a proxy group consisting of the companies shown Figure 6 below.

Figure 6: Natural Gas Utility Proxy Group

Company Ticker
Atmos Energy Corporation ATO
NiSource NI
Northwest Natural Gas Company NWN
ONE Gas, Inc. OGS
Spire, Inc. SR

COST OF EQUITY ESTIMATION

Please briefly discuss the ROE in the context of the regulated rate of return.
The overall rate of return for a regulated utility is the weighted average cost of capital, in

which the cost rates of the individual sources of capital are weighted by their respective
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book values. The ROE 1s the cost of common equity capital in the utility’s capital structure
for ratemaking purposes. While the costs of debt and preferred stock can be directly
observed, the cost of equity 1s market-based and, therefore, must be estimated based on

observable market data.

How is the required cost of equity determined?

The required cost of equity is estimated by using analytical techniques that rely on market-
based data to quantify investor expectations regarding equity returns, adjusted for certain
incremental costs and risks. Intormed judgment is then applied to determine where the
company’s cost of equity falls within the range of results produced by multiple analytical
techniques. The key consideration in determining the cost of equity is to ensure that the
methodologies employed reasonably reflect investors’ views of the financial markets in

general, as well as the subject company (in the context of the proxy group), in particular.

What methods did you use to establish your recommended ROE in this proceeding?

I considered the results of the constant growth DCF model, the CAPM, the ECAPM, and
the BYRP analyses. As discussed in more detail below, a reasonable cost of equity estimate
considers alternative methodologies, observable market data, and the reasonableness of

their individual and collective results.

A. Importance of Multiple Analytical Approaches
Is it important to use more than one analytical approach to estimate the cost of
equity?
Yes. Because the cost of equity is not directly observable, it must be estimated based on

both quantitative and qualitative information. When faced with the task of estimating the
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cost of equity, analysts and investors are inclined to gather and evaluate as much relevant
data as reasonably can be analyzed. Several models have been developed to estimate the
cost of equity, and we use multiple approaches to estimate the cost of equity. As a practical
matter, however, all the models available for estimating the cost of equity are subject to
limiting assumptions or other methodological constraints. Consequently, many well-
regarded finance texts recommend using multiple approaches when estimating the cost of
equity. For example, Copeland, Koller, and Murrin®' suggest using the CAPM and
Arbitrage Pricing Theory model, while Brigham and Gapenski®? recommend the CAPM,

DCF, and BYRP approaches.

Q42. Do current market conditions increase the importance of using more than one
analytical approach?

A42. Yes. Asdiscussed previously, interest rates have increased substantially over the past year
and are expected to remain elevated over at least the next year from the lows seen during
the COVID-19 pandemic. While the share prices of utilities have declined, the negative
yield spread noted above 1s an indication that the share prices have not declined sufficiently
to account for the recent rise in interest rates. As a result, equity analysts expect the utility
sector to continue to underperform over the next year. Given the expected
underperformance, it is reasonable to conclude that the DCF model is likely understating

the forward-looking cost of equity because the model relies on historical share prices. The

2 Copeland, Tom, Tim Koller and Jack Murrin. Valualion: Mcasuring and Managing the Value of Companics. New
York, McKinscy & Company, Inc.. 3rd Ed., 2000, ai 214,

== PBrigham, Eugene and Lonis Gapenski. Financial Management: Theory and Practice. Orlando, Dryden Press.
1994, at 341.
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CAPM, ECAPM, and Bond Yield Plus Risk Premium analyses offer some balance through
the use of interest rates as a direct input into the models and therefore may better reflect
the market conditions expected when the Company’s rates are in effect. These recent
changes in market conditions highlight the benefit of using multiple models since each
model relies on different assumptions, certain of which may better reflect current and
projected market conditions at different times. It is important to use multiple analytical
approaches to ensure that the cost of equity results reflect market conditions that are

expected during the period that the Company's rates will be in eftect.

B. Constant Growth DCF Model

Please describe the DCF approach.
The DCF approach is based on the theory that a stock’s current price represents the present
value of all expected future cash flows. In its most general form, the DCF model is

expressed as follows:

— D D, Do
PD_(11+k1) (1+Kk)? (1+K) [1]

Where Py represents the current stock price, D1... Do are all expected future dividends, and
k is the discount rate, or required cost of equity. Equation [1] 1s a standard present value

calculation that can be simplified and rearranged into the following torm:

k = Dy(1+g) + g [2]
Py

Equation [2] is often referred to as the constant growth DCF model in which the first term

18 the expected dividend yield and the second term i1s the expected long-term growth rate.
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What assumptions are required for the constant growth DCF model?

The constant growth DCF model requires the following four assumptions: (1) a constant
growth rate for earnings and dividends; (2) a stable dividend payout ratio; (3) a constant
price-to-earnings ratio; and (4) a discount rate greater than the expected growth rate. To
the extent that any of these assumptions are violated, considered judgment and/or specific

adjustments should be applied to the results.

What market data did you use to calculate the dividend yield in your constant growth
DCF model?

The dividend yield in my constant growth DCF model i1s based on the proxy group
companies’ current annual dividend and average closing stock prices over the 30-, 90-, and

180-trading days ended August 31, 2023,

Why did you use 30-, 90-, and 180-day averaging periods?
I use an average of recent trading days to calculate the term Po in the DCF model to reflect
current market data while also ensuring that the result of the model is not skewed by

anomalous events that may affect stock prices on any given trading day.

Did you make any adjustments to the dividend yield to account for periodic growth
in dividends?

Yes. Because utility companies tend to increase their quarterly dividends at different times
throughout the year, it is reasonable to assume that dividend increases will be evenly
distributed over calendar quarters. Given that assumption, it is reasonable to apply one-
half of the expected annual dividend growth rate for purposes of calculating the expected

dividend yield component of the DCF model. This adjustment ensures that the expected
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first-year dividend yield is, on average, representative of the coming twelve-month peried,

and does not overstate the aggregated dividends to be paid during that time.

Why is it important to select appropriate measures of long-term growth in applying
the DCF model?

In its constant growth form, the DCF model (i.e., Equation [2]) assumes a single growth
estimate in perpetuity. To reduce the long-term growth rate to a single measure, one must
assume that the payout ratio remains constant and that earnings per share, dividends per
share and book value per share all grow at the same constant rate. Over the long run,
however, dividend growth can only be sustained by earnings growth. Therefore, it is
Important to incorporate a variety of sources of long-term earnings growth rates into the

constant growth DCF model.

Which sources of long-term earnings growth rates did you use?
My constant growth DCF model incorporates three sources of long-term earnings per share
(“EPS”) growth rates: (1) Zacks Investment Research (“Zacks™); (2) Yahoo! Finance; and

(3) Value Line,

Why are EPS growth rates the appropriate growth rates to be relied on in the DCF
model?

Earnings are the fundamental driver of a company’s ability to pay dividends; therefore,
projected EPS growth is the appropriate measure of a company’s long-term growth. In
contrast, changes in a company’s dividend payments are based on management decisions
related to cash management and other factors. For example, a company may decide to

retain earnings rather than pay out a portion of those earnings to shareholders through
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dividends. Therefore, dividend growth rates are less likely than earnings growth rates to

reflect accurately investor perceptions of a company’s growth prospects.

How did you calculate the range of results for the constant growth DCF models?

I calculated the low-end result for the constant growth DCF model using the minimum
growth rate of the three sources (i.¢., the lowest of the Zacks, Yahoo! Finance, and Value
Line projected earnings growth rates) tor each of the proxy group companies. I used a
stmilar approach to calculate a high-end result, using the maximum growth rate of the three
sources for each proxy group company. Lastly, I also calculated results using the average

growth rate from all three sources for each proxy group company.

What were the results of your constant growth DCF analyses?

Figure 7 (see also Exhibit No. ~ (AEB-2), Schedule 4) summarizes the results of my DCF
analyses. As shown, the mean/median DCF results using the average growth rates range
from 9.86 percent to 10.12 percent, and the mean/median results using the maximum
growth rates range from 10.97 percent to 11.56 percent. While I also summarize the mean
DCF results using the minimum growth rates, given the expected underperformance of
utility stocks and thus the likelihood that the DCF model is understating the cost of equity,

I do not believe it 1s appropriate to consider these DCF results at this time.
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Figure 7: Constant Growth Discounted Cash Flow Results

Minimun Avcrage Maximum
Growth Rate Growth Rate Growth Rate
Mcan Results:
30-Dav Avg. Stock Price 9.03% 10.12% 11.56%
90-Day Avg. Stock Price 8.95% 10.02% 11.47%
180-Day Avg, Stock Price 8.89% 9.96% 11.40%
Average 8.96% 10.03% 11.47%
Mcdian Results:
30-Day Avg. Stock Price 9.04% 9.86% 11.33%
90-Day Avg. Stock Price 8.81% 0.90% 11.18%
180-Day Avg, Stock Price 8.63% 0.95% 10.97%
Avcrage 8.83% 0.90% 11.16%

Q53. Have regulatory commissions acknowledged that the DCF model might understate

AS3.

the cost of equity given the current capital market conditions of relatively high
inflation and elevated interest rates?
Yes. For example, in its May 2022 decision establishing the cost of equity for Aqua
Pennsylvania, Inc., the Pennsylvania Public Utility Commission (“PPUC”) concluded that
the current capital market conditions of high inflation and increased interest rates has
resulted in the DCF model understating the utility cost of equity, and that weight should be
placed on risk premium models, such as the CAPM, in the determination of the ROE:
To help control rising intlation, the Federal Open Market Committee has
signaled that it 1s ending its policies designed to maintain low interest rates.
Aqua Exc. at 9. Because the DCF model does not directly account for
interest rates, consequently, it is slow to respond to interest rate changes.
However, I&E’s CAPM model uses forecasted yields on ten-year Treasury

bonds, and accordingly, its methodology captures forward looking changes
n interest rates.

Therefore, our methodology for determining Aqua’s ROE shall utilize both
I&E’s DCF and CAPM methodologies. As noted above, the Commission
recognizes the importance of informed judgment and infoermation provided
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by other ROE models. In the 2012 PPL Order, the Commission considered

1
2 PPL’s CAPM and RP methods, tempered by informed judgment, instead of
3 DCF-only results. We conclude that methodologies other than the DCF can
4 be used as a check upon the reasonableness of the DCF derived ROE
5 calculation. Historically, we have relied primarily upon the DCF
6 methodology in arriving at ROE determinations and have utilized the results
7 of the CAPM as a check upon the reasonableness of the DCF derived equity
8 return. As such, where evidence based on other methods suggests that the
9 DCF-enly results may understate the utility’s ROE, we will consider those
10 other methods, to some degree, in determining the appropriate range of
11 reasonableness for our equity return determination. In light of the above, we
12 shall determine an appropriate ROE for Aqua using informed judgement
13 based on 1&E’s DCF and CAPM methodologies.
14
15 We have previously determined, above, that we shall utilize I&E’s DCF and
16 CAPM methodologies. I&E's DCF and CAPM produce a range of
17 reasonableness for the ROE in this proceeding from 8.90% [DCF] to 9.89%
18 [CAPM]. Based upon our informed judgment, which includes consideration
19 of a variety of factors, including increasing intlation leading to increases in
20 interest rates and capital costs since the rate filing, we determine that a base
21 ROE of 9.75% is reasonable and appropriate for Aqua.”*
22 More recently, the Massachusetts Department of Public Utilities (“MDPU™) also recently
23 came to a similar conclusion:
24 The Department recently considered the relationship between low interest
25 rates and utility stock prices over the last several years and whether a
26 projected increase in long-term interest rates caused the DCF analysis to
27 understate the cost of equity. D.P.U. 20-120, at 416-419. The Department
28 found that, although utility stocks had increased above historic levels in
29 conjunction with low interest rates, the evidence in that proceeding that
30 long-term interest rates would change was speculative. D.P.U. 20-120, at
31 417-419. In this proceeding, the record is clear that long-term interest rates
3 have increased compared to the period of time from which the parties
3 derived the dividend vields used in the DCF analyses (Exh. ES-VVR-
34 Rebutal-1, at 23-26; Tr. 14, at 1463). We also have considered the Attorney
35 General’s evidence of investors forecasting that utility stocks will retain

23 Pennsylvania Public Utility Conunission, Docket Nos. R-2021-3027383 and R-2021-3027386. Opinion and
Order, May 12, 2022, pp. 134-153.

%1, pp. 177-178.

(]
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their high valuations in the near term (Tr. 14, at 1449-1452; RR-DPU-48).
Based on the foregoing evidence, the Department finds that there iy
greater certainty that the DCF results understate the Company’s cost of
equity.”’

What are your conclusions about the results of the DCF models?

As discussed previously, one primary assumption of the DCF model is a constant price-to-
earnings ratio, and that assumption is heavily influenced by the market price of utility
stocks. Since utility stocks are expected to underperform the broader market over the near-
term as interest rates remain elevated and yields on long-term government bonds exceed
utility dividend yields, itis important to consider the results of the DCF model with caution,
Therefore, while I have given weight to the results of the DCF model, my recommendation

also gives weight to the results of other cost of equity estimation models.

C. CAPM Analysis

Please briefly describe the CAPM.

The CAPM is a risk premium approach that estimates the cost of equity for a given security
as a function of a risk-free return plus a risk premium to compensate investors for the non-
diversifiable, systematic risk of that security. Systematic risk is the risk inherent in the
entire market or market segment, which cannot be diversified away using a portfolio of
assets. Unsystematic risk 1s the risk of a specific company that can, theoretically, be

mitigated through portfolio diversification,

The CAPM is detined by four components:

2> The Conmmonwealth of Massachusetts Department of Public Utilities, D.P.U. 22-22, Petition of NSTAR Electric

Company, doing business as Eversource Energy. pursuant to G.L. c. 164, § 94 and 220 CMR 5.00, for Approval
of a General Increase in Base Distribution Rates for Electric Service and a Performance Based Ratemaking Plan,
November 30, 2022, p. 385-386; emphasis added.
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Ke =17+ B(rm 'rf) [3]
Where:

K. = the required market cost of equity;
B = beta coetticient of an individual security;
rr= the risk-free rate of return; and

rm = the required return on the market.

In this specification, the term (rm — rr) represents the market risk premium. According to
the theory underlying the CAPM, because unsystematic risk can be diversified away,
investors should only be concerned with systematic or non-diversifiable risk. Systematic
risk 18 measured by beta, which 1s a measure of the volatility of a security as compared to

the market as a whole. Beta is defined a:

B __ Covariance(ra,Im)

[4]

Variance(rmy,)
The variance of the market return (/.e., Variance (rm)) 1s a measure of the uncertainty of the
general market, and the Covariance between the return on a specific security and the
general market (i.e., Covariance (rc, rm)) retlects the extent to which the return on that
security will respond to a given change 1n the general market return. Thus, beta represents

the risk of the security relative to the general market.

What risk-free rate do you use in your CAPM analysis?
I rely on three sources for my estimate of the risk-free rate: (1) the current 30-day average
yield on 30-year Treasury bonds, which is 4.21 percent;?® (2) the average projected 30-year

Treasury bond yield for the fourth quarter of 2023 through the fourth quarter of 2024, which

20

Bloomberg Professional as of August 31, 2023.
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is 4.04 percent;?” and (3) the average projected 30-year Treasury bond yield for 2025

through 2029, which is 3.80 percent.*®

What beta coefficients do you use in your CAPM analysis?

As shown Exhibit No.  (AEB-2), Schedule 5, I use the beta coefficients for the proxy
group companies as reported by Bloomberg and Value Line. The beta coefficients reported
by Bloomberg are calculated using ten years of weekly returns relative to the S&P 500
Index. The Value Line beta coefficients are calculated based on five years of weekly returns

relative to the New York Stock Exchange Composite Index.

Additionally, as shown in shown Exhibit No.  (AEB-2), Schedule 5, I also consider an
additional CAPM analysis that relies on the long-term average utility beta coefficient tor
the companies in my proxy group. As shown in Exhibit No.  (AEB-2), Schedule 6, the
long-term average utility Beta coetficient was calculated as an average of the Value Line

beta coefficients for the companies in my proxy group from 2013 through 2022,

How do you estimate the market risk premium in the CAPM?

I estimate the market risk premium as the difference between the implied expected equity
market return and the risk-free rate. As shown in Exhibit No.  (AEB-2), Schedule 7,
the expected market return is calculated using the constant growth DCF model discussed
previously as applied to the companies in the S&P 500 Index. Based on an estimated
market capitalization-weighted dividend yield of 1.61 percent and a weighted long-term

growth rate of 11.13 percent, the estimated required market return for the S&P 500 Index

¥ Biue Chip Financial Forecasts, Vol. 42, No. 9, September 1, 2023, at 2.
2 Blue Chip Financial Porecasts. Vol. 42, No. 6, June 1. 2023, at 14.
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as of August 31, 2023 1s 12.83 percent. As shown in Exhibit No.  (AEB-2), Schedule
5, based on the three risk-free rates considered, the market risk premium ranges from 8.62

percent to 9.03 percent.

How does the current expected market return compare to observed historical market
returns?

As shown in Figure 8, given the range of annual equity returns that have been observed
over the past century, a current expected market return of 12.83 percent is not unreasonable.
In 50 out of the past 97 years (or approximately 52 percent of observations), the realized

equity market return was at least 12.83 percent or greater.
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Figure 8: Realized U.S. equity market returns (1926-2022)*°
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Q60. Did you consider another form of the CAPM in your analysis?

A60. Yes. | have also considered the results of an ECAPM in estimating the cost of equity for

the Company.” The ECAPM calculates the product of the adjusted beta coefficient and
the market risk premium and applies a weight of 75.00 percent to that result. The model
then applies a 25.00 percent weight to the market risk premium without any etfect from the
beta coefficient. The results of the two calculations are summed, along with the risk-free

rate, to produce the ECAPM result, as noted in Equation [5] below:

29

30

Depicts total annual returns on large company stocks, as reporled in the 2023 Kroff SBBT Yearbook.

See, e.2.. Morin, Roger A. New Regulatory Finance. Public Utilities Reports, 1nc., 2006, at 189,
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ke=rr+ 0.758(rm — 1) + 0.25(rm — 11) [5]

Where:

ke — the required market cost of equity;

f — Adjusted beta coetficient of an individual security;
rf — the risk-free rate of return; and

rm = the required return on the market as a whole.

The ECAPM addresses the tendency of the “traditional” CAPM to underestimate the cost
of equity for companies with low beta coefficients such as regulated utilities. In that regard,
the ECAPM is not redundant to the use of adjusted betas in the traditional CAPM, but
rather it recognizes the results of academic research indicating that the risk-return
relationship is difterent (in essence, flatter) than estimated by the CAPM, and that the

CAPM underestimates the “alpha,” or the constant return term *!

Consistent with my CAPM, my application of the ECAPM uses the forward-looking
market risk premium estimates, the three yields on 30-year Treasury securities noted earlier
as the risk-free rate, and the current Bloomberg, current Value Line, and long-term Value

Line beta coefficients.

Q61. What are the results of your CAPM analyses?

A6l.  As shown in Figure 9 (see also Exhibit No.  (AEB-2), Schedule 5), my traditional
CAPM analysis produces a range of returns from 10.37 percent to 11.45 percent. The
ECAPM analysis results range from 10.98 percent to 11.80 percent.

M td at 191.
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Figure 9: CAPM and ECAPM Results

Current Near-Term Longer-Term
30-Day Avg Projected Projected
30-Year 30-Year 30-Yecar
Treasury Treasury Treasury
Yield Yield Yield

CAPM:

Current Value Linc Beta 11.43% 11.42% 11.39%
Current Bloomberg Beta 10.78% 10.74% 10.68%
Long-term Avg. Value Line Beta 10.48% 10.43% 10.37%

ECAPM:

Current Value Linc Beta 11.80% 11.78% 11.75%

Current Bloomberg Beta 11.29% 11.26% 11.22%

Long-term Avg. Value Line Beta 11.07% 11.03% 10.98%
D. BYRP Analysis

QQ62. Please describe the BYRP analysis.

A62. In general terms, this approach 1s based on the fundamental principle that equity investors
bear the residual risk associated with equity ownership and therefore require a premium
over the return they would have earned as bondholders. In other words, because returns to
equity holders have greater risk than returns to bondholders, equity holders require a higher
return for that incremental risk. Thus, risk premium approaches estimate the cost of equity
as the sum of the equity risk premium and the yield on a particular class of bonds. In my
analysis, 1 use actual authorized returns for natural gas utilities as the historical measure of
the cost of equity to determine the risk premium.

Q63. What is the fundamental relationship between the equity risk premium and interest
rates?

A63. It 1s important to recognize both academic literature and market evidence indicating that

the equity risk premium (as used in this approach) is inversely related to the level of interest

40
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rates (7.¢., as interest rates increase, the equity risk premium decreases, and vice versa).
Consequently, it is important to develop an analysis that: (1) reflects the inverse
relationship between interest rates and the equity risk premium; and (2) relies on recent
and expected market conditions. The analysis provided in Exhibit No.  (AEB-2),
Schedule 8 establishes that relationship using a regression of the risk premium as a function
of Treasury bond yields. When the authorized ROEs serve as the measure of required
equity returns and the yield on the long-term Treasury bond 1s defined as the relevant

measure of interest rates, the risk premium is the difference between those two points.*

Is the BYRP analysis relevant to investors?

Yes. Investors are aware of authorized ROEs in other jurisdictions, and they consider those
awards as a benchmark for a reasonable level of equity returns for utilities of comparable
risk operating in other jurisdictions. Because my BYRP analysis is based on authorized
ROE:s for utility companies relative to corresponding Treasury yields, it provides relevant
information to assess the return expectations of investors in the current interest rate

environment.

See e.g.. Berrv, 8. Keith. “Interest Rate Risk and Utility Risk Premia during 1982-93.” Managerial and Decision

Economics, Vol. 19, No. 2, March, 1998 (the author used a similar methodology. including using anthorized
ROESs as the relevant data source, and came to similar conclusions regarding the inverse relationship between risk
preniia and interest rates). See alse Harris, Robert 8. “Using Analvsts’ Growth Forecasts to Estimate Shareholder
Required Rates of Return.” Financial AMdanagement, Spring 19806, at 66.
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Q65. What did your BYRP analysis reveal?
A65.  As shown in Figure 10, from 1992 through August 2023, there was a strong negative
relationship between risk premia and interest rates. To estimate that relationship, [

conducted a regression analysis using the following equation:

RP =a+ b(T) [0]
Where:

RP = Risk Premium (diftference between allowed ROEs and the yield on 30-year
U.S. Treasury bonds)

a = intercept term
b = slope term

T =30-year U.S. Treasury bond vield

Data regarding authorized ROEs were derived from all natural gas utility rate cases from
1992 through August 2023 as reported by Regulatory Research Associates (“RRA™).*

This equation’s coefficients were statistically significant at the 99.00 percent level.

4 This analysis was screened to eliminate limited issue rider cases, transmission cases and cases that were silent

with respect to the anthorized ROE.

42
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Figure 10: Risk Premium Regression Analysis
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Q66. What are the results of your BYRP analysis?
A66. The results of my BYRP analysis are shown in Figure 11 (and on Exhibit No.  (AEB-
2), Schedule 8).
Figure 11: Risk Premium Results
U.S. Govt.
30-vear Risk
Trcasury  Premium  ROE
Current 30-day average of 30-vear U.S. Treasury bond vield 421% 6.06%  10.27%
Blue Chip Near-Term Projected Forecast (Q4 2023 - Q4 2024)  4.04% 6.16%  10.20%
Blue Chip Long-Term Projccted Forccast (2023-2029) 3.80% 6.30%  10.10%
Avcrage 10.19%

Q67. How did the results of the BYRP analysis inform your recommended ROE for the

Company?

A67. T have considered the results of the BYRP analysis in setting my recommended ROE tor

Montana-Dakota’s natural gas operations in North Dakota. As noted above, investors
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consider the ROE award of a company when assessing the risk of that company as

compared to utilities of comparable risk operating in other jurisdictions.

REGULATORY AND BUSINESS RISKS

Taken alone, do the results of the cost of equity estimation models for the proxy group
provide an appropriate estimate of the cost of equity for the Company?

No. These results provide only a range of the appropriate estimate of the Company’s cost
of equity. There are several additional factors that must be taken into consideration when
determining where the Company’s cost of equity falls within the range of results. These
tactors, which are discussed below, should be considered with respect to their overall effect

on the Company’s risk profile.

A. Small Size Risk
Is there a risk to a firm associated with small size?
Yes. Both the financial and academic communities have long accepted the proposition that
the cost of equity for small firms is subject to a “size effect.” While empirical evidence of
the size etfect often is based on studies of industries other than regulated utilities, utility
analysts also have noted the risk associated with small market capitalizations. Specifically,
an analyst for Ibbotson Associates noted:
For small utilities, investors face additional obstacles, such as a smaller
customer base, limited financial resources, and a lack of diversification

across customers, energy sources, and geography. These obstacles imply a
higher investor return.**

*# Annin, Michael. “Equity and the Small-Stock Effect.” Public Utilities Fortnightly. October 15, 1995,
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How does the smaller size of a utility affect its business risk?

In general, smaller companies are less able to withstand adverse events that atfect their
revenues and expenses. The impact of weather variability, the loss of large customers to
bypass opportunities, or the destruction of demand as a result of general macroeconomic
conditions or fuel price volatility will have a proportionately greater impact on the earnings
and cash flow volatility of smaller utilities. Similarly, capital expenditures for non-revenue
producing investments, such as system maintenance and replacements, will put
proportionately greater pressure on customer costs, potentially leading to customer attrition
or demand reduction. Taken together, these risks affect the return required by investors for

smaller companies.

How do Montana-Dakota’s natural gas operations in North Dakota compare in size
to the proxy group companies?

Montana-Dakota’s natural gas operations in North Dakota are substantially smaller than
the median for the proxy group companies in terms of market capitalization. While
Montana-Dakota 1s not publicly traded on a stand-alone basis, as shown on Exhibit No.
___(AEB-2), Schedule 9, T have estimated the implied market capitalization for the
Company (i.¢., the market capitalization 1f the Company were a stand-alone publicly-traded

entity) relative to the actual market capitalization for the proxy group companies.

Specifically, to estimate the size of the Company’s implied market capitalization relative
to the proxy group, | first calculated the equity component of the Company’s capital
structure by multiplying the Company’s test year rate base of $216.97 million by the
Company’s proposed common equity ratio in this proceeding of 50.185 percent. 1 then

applied the median market-to-book ratio tor the proxy group of 1.60 to the Company’s
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implied common equity balance to estimate an implied market capitalization, which is
approximately $174.15 million, or just 4.10 percent of the median market capitalization tor

the proxy group.

How did you estimate the size premium for Montana-Dakota?

Given this relative size information, it is possible to estimate the impact ot size on the cost
of equity for the Company using Kroll Cost of Capital Navigator data that estimates the
stock risk premia based on the size of a company’s market capitalization.”® As shown on
Exhibit No.  (AEB-2), Schedule 9, the median market capitalization of the proxy group
is approximately $4.25 billion, which corresponds to the tourth decile of Kroll's market
capitalization data*® Based on Kroll’s analysis, that decile corresponds to a size premium
of 0.58 percent (/.¢., 58 basis points). In comparison, the Company’s implied market
capitalization of approximately $174.15 million falls within the 10th decile, which
corresponds to a size premium of 4.83 percent (i.e., 483 basis points). The difference

between the size premium for the Company and the size premium for the proxy group 1s

425 basis points (/.¢., 4.83 percent minus 0.58 percent)

Were utility companies included in the size premium study conducted by Kroff?
Yes. As shown in Exhibit 7.2 of the Kroll (tormerly Duff & Phelps) 2019 Valuation

Handbook, OGE Energy Corp. had the largest market capitalization of the companies

35

A0

Kroll Cost of Capital Navigator — Size Premiunt; annual data as of December 31, 2022,

Id.
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contained in the fourth decile, which indicates that Kroll has included utility companies in

its size risk premium study.*”

Q74. Is the size premium applicable to companies in regulated industries such as utilities?

A74. Yes. For example, Zepp (2003) provided the results of two studies that showed evidence

of the required risk premium for small water utilities. The first study, which was conducted
by the Staft of the California Public Utilities Commission, computed proxies for beta risk
using accounting data from 1981 through 1991 for 58 water utilities and concluded that
smaller water utilities had greater risk and required higher returns on equity than larger
water utilities *® The second study examined the differences in required returns over the
period of 1987 through 1997 for two large and two small water utilities in California. As
Zepp (2003) showed, the required return for the two small water utilities calculated using

the DCF model was on average 99 basis points higher than the two larger water utilities.*

Additionally, Chrétien and Coggins (2011) studied the CAPM and its ability to estimate
the risk premium for the utility industry, and in particular subgroups of utilities** The
article considered the CAPM, the Fama-French three-factor model, and a model similar to
the ECAPM, which as previously discussed, 1 have also considered in estimating the cost

of equity for the Company. In the study, the Fama-French three-factor model explicitly

AR

34

40

Krodl. Valuation Handbook: Guide to Cost of Capital. 2019, Exhibit 7.2,

Zepp, Thomas M, “Ulility Stocks and ihe Sive Elfcct—Revisited.”™ The Quarterly Review of Economics and
Finance, Vol. 43, No. 3, 2003, al 578-382,

Id.

Chréticn, St¢phane. and Frank Coggins. “Cost Of Equily For Encrgy Ultilitics: Bevond The CAPM.™ Encrgy
Studics Review, Vol 18, No. 2, 2011,
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included an adjustment to the CAPM for risk associated with size. As Chrétien and
Coggins (2011) show, the beta coefficient on the size variable for the U.S. natural gas
utility group was positive and statistically significant indicating that small size risk was

relevant for regulated natural gas utilities.*!

Have regulators in other jurisdictions made a specific risk adjustment to the cost of
equity results based on a company’s small size?

Yes. For example, in Order No. 15, the Regulatory Commission of Alaska (“RCA™)
concluded that Alaska Electric Light and Power Company (“AEL&P”) was riskier than the
proxy group companies due to small size as well as other business risks. The RCA did
“not believe that adopting the upper end of the range of ROE analyses in this case, without
an explicit adjustment, would adequately compensate AEL&P for its greater risk.” %2 Thus,
the RCA awarded AEL&P an ROE of 12.875 percent, which was 108 basis points above
the highest cost of equity estimate from any model presented in the case.*® Similarly, the
RCA has also noted that small size, as well as other business risks such as structural
regulatory lag, weather risk, alternative rate mechanisms, gas supply risk, geographic
isolation and economic conditions, increased the risk of ENSTAR Natural Gas Company.**
Ultimately, the RCA concluded that:

Although we agree that the risk factors identitied by ENSTAR increase its

risk, we do not attempt to quantify the amount of that increase. Rather, we
take the factors into consideration when evaluating the remainder of the

i

2 Regulatory Commission ol Alaska, Docket No, U-10-29, Order No. 15, Scplember 2, 2011, at 37,
1 fd, at32 and 37.
+# Regulatory Commission ol Alaska, Docket No, U-16-066, Order No. 19, September 22, 2017, at 50-52,
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record and the recommendations presented by the parties. After applying
our reasoned judgment to the record, we find that 11.875% represents a fair
ROE for ENSTAR.#

Additionally, the Minnesota Public Utilities Commission (“Minnesota PUC”) authorized
an ROE tor Otter Tail Power Company (“Otter Tail”) above the mean DCF results as a

result of multiple factors, including Otter Tail’s small size. The Minnesota PUC stated:

The record in this case establishes a compelling basis for selecting an ROE
above the mean average within the DCF range, given Otter Tail’s unique
characteristics and circumstances relative to other utilities in the proxy
group. These factors include the company’s relatively smaller size,
geographically diffuse customer base, and the scope of the Company’s
planned infrastructure investments. %

Finally, in Opinion Nos. 569 and 569-A, the Federal Energy Regulatory Commission
(“FERC”) adopted a size premium adjustment in its CAPM estimates for electric utilities.
In those decisions, the FERC noted that “the size adjustment was necessary to correct for
the CAPM’s inability to fully account for the impact of firm size when determining the

cost of equity.”’

Q76. How have you considered the smaller size of Montana-Dakota’s natural gas

distribution operations in North Dakota in your recommended ROE?

A76. While I have estimated the effect of the Company’s small size of its natural gas operations

in North Dakota on the cost of equity, I am not proposing a specific adjustment for this risk

13

40

47

Id.
Minncsota Public Utilitics Commission, Dockel No, EO17/GR-15-1033, Order, August 16, 2016, al 55,

Ass’n. of Businesses Advocating Tariff Bquity, ef. al., v. Midcontinent Indep. Svs. Operator, Inc., et al., 171 FERC
161,154 (20200, at§ 75. The U.S. Court of Appeals recently vacated FERC Order No. 569 decisions that related
to its risk premium model and remanded the case to FERC to reopen the proceedings. However, in its decision,
the Court did not reject FERC's inclusion of the size premium to estimate the CAPM. (See. United States Court
of Appeals Case No. 16-1325, Decision No. 16-1323, August 9, 2022 at 20).
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factor. Rather, I believe it is important to consider the small size of the Company’s utility
operations in the determination of where, within the range of analytical results, Montana-
Dakota’s required cost of equity falls. All else equal, the additional risk associated with
the Company’s small size supports an ROE toward the upper end of the range of results

from the cost of equity estimation models.

B. Flotation Cost

What are flotation costs?
Flotation costs are the costs associated with the sale of new 1ssues of common stock. These
costs include out-of-pocket expenditures tor preparation, filing, underwriting, and other

1ssuance costs.

Why is it important to consider flotation costs in the authorized ROE?

A regulated utility must have the opportunity to earn an ROE that is both competitive and
compensatory to attract and retain new investors. To the extent that a company is denied
the opportunity to recover prudently incurred flotation costs, actual returns will fall short

of expected (or required) returns, thereby diluting equity share value.

Are flotation costs part of the utility’s invested costs or part of the utility’s expenses?
Flotation costs are part of the invested costs of the utility, which are properly reflected on
the balance sheet under “paid in capital.” They are not current expenses and, therefore, are
not reflected on the income statement. Rather, like investments in rate base or the issuance
costs of long-term debt, flotation costs are incurred over time. As a result, the great
majority of a utility’s flotation costs are incurred prior to the test year but remain part of

the cost structure that exists during the test year and beyond, and as such, should be
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recognized for ratemaking purposes. Therefore, it 1s irrelevant whether an 1ssuance cccurs
during the test year or is planned for the test year because failure to allow recovery of past
flotation costs may deny the Company the opportunity to earn its required rate of return in

the future.

Please provide an example of why a flotation cost adjustment is necessary to
compensate investors for the capital they have invested.

Assume MDU issues stock with a value of $100, and an equity investor invests $100 in
MDU in exchange tor that stock. Further, suppose that after paying the flotation costs
associated with the equity issuance, which include fees paid to underwriters and attorneys,
among others, MDU ends up with only $97 of issuance proceeds, rather than the $100 the
investor contributed. MDU invests that $97 in plant used to serve its customers, which
becomes part of rate base. Absent a tlotation cost adjustment, the investor will thereafter
earn a return on only the $97 invested in rate base, even though she contributed $100.
Making a small flotation cost adjustment gives the investor a reasonable opportunity to
earn the authorized return, rather than the lower return that results when the authorized

return is applied to an amount less than what the investor contributed.

Is the date of MDU’s last issuance of common equity important in the determination
of flotation costs?

No. Asshown in Exhibit No.  (AEB-2), Schedule 10, MDU closed on equity issuances
of approximately $58 million and $54 million (for a total of 4.7 million shares of common
stock) in November 2002 and February 2004, respectively. However, it is important to

recognize flotation costs for all equity issuances since these costs reduce the permanent
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capital structure of the company. Therefore, the vintage of the issuance 1s not particularly
important because an investor should have a reasonable opportunity to earn a return on the
full amount of capital that she has contributed in every year of the investment. As noted in
my earlier example, the investor contributed $100, but due to flotation costs, MDU only
ends up with $97 to invest in rate base. Without the recognition of flotation costs, the
investor will only earn a return on the $97 invested in rate base in year 1 as well as every
subsequent year of the investment. Therefore, adjusting the ROE in year 1 to recognize
flotation costs will only award the opportunity for the investor to earn a return on her tull
investment in year 1 and then in year 2 and after the investor will still enly earn a return on
the $97 invested in rate base. As a result, the ROE should be adjusted for tlotation costs
in every year regardless of the vintage of the issuance because as long as the $100 is
invested, the investor should have a reasonable opportunity to earn a return on the entire

amount.

Is the need to consider flotation costs eliminated because Montana-Dakota is a
wholly-owned subsidiary of MDU?

No, it is not. Although the Company is a wholly-owned subsidiary of MDU, it is
appropriate to consider flotation costs. Wholly-owned subsidiaries receive equity capital
from their parent and provide returns on the capital that roll up to the parent, which is
designated to attract and raise capital based upon the returns of those subsidiaries. To deny
recovery of issuance costs associated with the capital that is invested in the subsidiaries
ultimately penalizes the investors that fund utility operations and inhibits the utility’s

ability to obtain new equity capital at a reasonable cost. This is particularly important in
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the current circumstance given that the Company is planning significant capital

expenditures in the near term.

()83. Is the need to consider flotation costs recognized by the academic and financial

A8

communities?

3. Yes. The need to reimburse shareholders for the lost returns associated with equity

1ssuance costs is recognized by the academic and financial communities in the same spirit
that investors are reimbursed for the costs of issuing debt. This treatment is consistent with
the philosophy of a fair rate of return. According to Dr. Shannon Pratt:

Flotation costs occur when new issues of stock or debt are sold to the public.
The firm usually incurs several kinds of flotation or transaction costs, which
reduce the actual proceeds received by the firm. Some of these are direct
out-of-pocket outlays, such as fees paid to underwriters, legal expenses, and
prospectus preparation costs. Because of this reduction in proceeds, the
firm’s required returns on these proceeds equate to a higher return to
compensate tor the additional costs. Flotation costs can be accounted for
either by amortizing the cost, thus reducing the cash flow to discount, or by
incorperating the cost intoe the cost of capital. Because flotation costs are
not typically applied to operating cash flow, one must incorporate them into
the cost of capital *

Further, Dr. Myron Gordon recognized that the DCF model did not include the cost of

floating a new stock issue and proposed a means for regulators to recognize these costs in

his text on the subject.*

48

i

Prall, Shannon P. Cost of Capital Estimation and Applications. Sccond Edilion, al 220-21.
Gordon., Myron, “The Cost of Capital to a Public Utility™, 1974, pp. 164-166.

53

3077



14

15

17

18

19

Q84.

Ag4,

Q8s.

ABS.

Q8.

A86.

Exhibit No.  (AEB-1)

Have you estimated what a reasonable flotation cost adjustment would be for
Montana-Dakota?

Yes. My flotation cost 18 estimated on the costs of 1ssuing equity that were incurred by
MDU in its two most recent common equity issuances. As shownin ExhibitNo.  (AEB-
2), Schedule 10, based on the flotation costs of those two issuances, the impact on the proxy
group’s cost of equity amounts to 10 basis points (i.e., 0.10 percent) based on the median

and 15 basis points (i.e., 0.15 percent) based on the mean.

Do your final cost of equity model results include an adjustment for flotation cost
recovery?

No, I did not make an explicit adjustment tor flotation costs to any of the quantitative
results of my cost of equity models. Rather, 1 considered the incremental cost associated
with stock issuance as part of my overall recommendations regarding the range of

reasonable ROEs and ultimate recommended ROE.

C. Capital Expenditures
Please summarize the capital expenditure requirements for Montana-Dakota’s
natural gas distribution operations in North Dakota.
As of December 31, 2022, the Company had net utility plant of approximately $214.24
million, and the Company currently projects capital expenditures for 2024 through 2028 of

50

approximately $190.28 million. Theretore, the Company’s projected capital

50

Data provided by the Comipany.
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expenditures represent approximately 88.81 percent of 1ts net utility plant as of December

31, 2022.

How is the Company’s risk profile affected by its capital expenditure requirements?

As with any utility faced with substantial capital expenditure requirements, the Company’s
risk profile may be adversely affected in two significant and related ways: (1) the
heightened level of investment increases the risk of under-recovery or delayed recovery of
the 1invested capital, and (2) an inadequate return would put downward pressure on key

credit metrics.

Do credit rating agencies recognize the risks associated with elevated levels of capital
expenditures?

Yes, they do. From a credit perspective, the additional pressure on cash flows associated
with high levels of capital expenditures exerts corresponding pressure on credit metrics
and, therefore, credit ratings. To that point, S&P explains the importance of regulatory
support for large capital projects:

When applicable, a jurisdiction’s willingness to support large capital
projects with cash during construction is an important aspect of our analysis.
This is especially true when the project represents a major addition to rate
base and entails long lead times and technological risks that make it
susceptible to construction delays. Broad support for all capital spending is
the most credit-sustaining. Support for only specitic types of capital
spending, such as specitic environmental projects or system integrity plans,
18 less so, but still favorable for creditors. Allowance of a cash return on
construction work-in-progress or similar ratemaking methods historically
were extraordinary measures for use in unusual circumstances, but when
construction costs are rising, cash flow support could be crucial to maintain
credit quality through the spending program. Even more favorable are those
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jurisdictions that present an opportunity for a higher return on capital
projects as an incentive to investors.’*

Therefore, to the extent that Montana-Dakota’s rates do not permit the Company to recover
its capital investments on a timely basis and provide a reasonable opportunity to earn its
authorized return, the Company will face increased recovery risk and thus increased

pressure on its credit metrics.

How do Montana-Dakota’s capital expenditure requirements compare to those of the
proxy group companies?

As shown in Exhibit No.  (AEB-2), Schedule 11, I calculated the ratio of expected
capital expenditures to net utility plant for the Company and each of the companies in the
proxy group by dividing each company’s projected capital expenditures tor the period trom
2024 through 2028 by its total net utility plant as of December 31, 2022, As shown in
Exhibit No.  (AEB-2), Schedule 11, the Company’s ratio of capital expenditures as a
percentage of net utility plant is 88 .81 percent, which 1s greater than the median for the
proxy group companies of 63.30 percent. This result indicates a risk level for Montana-

Dakota that 1s higher than the proxy group companies.

Does Montana-Dakota have a capital tracking mechanism to recover the costs
associated with its capital expenditures between rate cases?

No. Montana-Dakota currently has not requested approval to recover capital investment
costs between rate cases utilizing a capital tracking mechanism. The Company 1s proposing

the use of a torecast test year ending December 31, 2024. As aresult of the future test year,

* S&P Global Ratings, “ Assessing U.S. Investor-Owned Utility Regulatory Environments,” August 10, 2016, at 7.
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the Company will be able to recover its projected capital expenditures for 2024 in the rates
that are determined in this proceeding. Therefore, the Company will still rely on future rate
case filings for its capital expenditures plan for 2025-2028. However, significant programs
like Montana-Dakota’s that drive capital expenditure requirements generally receive cost
recovery through infrastructure and capital trackers. As shown in Exhibit No.  (AEB-2),
Schedule 12, 71.4 percent of the companies in the proxy group have some form of capital
cost recovery mechanisms in place. While the Company is proposing a forecast test year,
Montana-Dakota does not currently have a capital tracking mechanism to recover capital
cost between rate cases and as a result the Company’s risk relative to the proxy group is

increased.

What are your conclusions regarding the effect of the Company’s capital spending
requirements on its risk profile and cost of capital?

The Company’s capital expenditure requirements as a percentage of net utility plant are
significant and will continue over the next tew years. Additionally, unlike a number of the
operating subsidiaries of the proxy group, Montana-Dakota does not have a comprehensive
capital tracking mechanism to recover the Company’s projected capital expenditures.
Therefore, Montana-Dakota’s capital expenditures plan and limited ability to recover the
capital investment on an as incurred basis results in a risk profile that is greater than that
of the proxy group and supports an ROE toward the higher end of the reasonable range of

ROEs.
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D. Regulatory Risk

How does the regulatory environment affect investors’ risk assessments?

The ratemaking process is premised on the principle that, tfor investors and companies to
commit the capital needed to provide safe and reliable utility services, the subject utility
must have the opportunity to recover invested capital and the market-required return on
such capital. Regulatory commissions recognize that because utility operations are capital
intensive, regulatory decisions should enable the utility to attract capital at reasonable terms,
which balances the long-term interests of investors and customers. In that respect, the
regulatory framework in which a utility operates is one of the most important factors

considered in both debt and equity investors’ risk assessments.

Because investors have many investment alternatives, even within a given market sector,
the Company’s authorized returns must be adequate on a relative basis to ensure their
ability to attract capital under a variety of economic and financial market conditions. From
the perspective of debt investors, the authorized return should enable the Company to
generate the cash flow needed to meet their near-term financial obligations, make the
capital investments needed to maintain and expand their systems, and maintain sufficient
levels of liquidity to fund unexpected events. This tinancial liquidity must be derived not

only from internally generated funds, but also from efficient access to capital markets.

From the perspective of equity investors, the authorized return must be adequate to provide
a risk-comparable return on the equity portion ot the Company’s capital investments.
Because equity investors are the residual claimants on the Company’s cash flows (that 1s,

debt interest must be paid prior to any equity dividends), equity investors are particularly
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concerned with the regulatory framework in which a utility operates and 1ts effect on future

earnings and cash tlows.

How do credit rating agencies consider regulatory risk in establishing a company’s
credit rating?

Both S&P and Moody’s consider the overall regulatory framework in establishing credit
ratings. Moody’s establishes credit ratings based on four key factors: (1) regulatory
framework; (2) the ability to recover costs and earn returns; (3) diversification; and (4)
financial strength, liquidity, and key financial metrics. Of these criteria, regulatory
tframework and the ability to recover costs and earn returns are each given a broad rating
factor of 25.00 percent. Therefore, Moody’s assigns regulatory risk a 50.00 percent

weighting in the overall assessment of business and financial risk for regulated utilities.

S&P alsc identifies the regulatory framework as an important factor in credit ratings for
regulated utilities, stating: “One significant aspect of regulatory risk that intfluences credit
quality is the regulatory environment in the jurisdictions in which a utility operates.”’
S&P identifies four specific factors that it uses to assess the credit implications of the
regulatory jurisdictions of investor-owned regulated utilities: (1) regulatory stability; (2)

tariff-setting procedures and design; (3) financial stability; and (4) regulatory independence

and insulation.**

53

54

Moody’s [nvestors Service, Rating Methodology: Regulated Electric and Gas Utilities, June 23, 2017, at 4.

Standard & Poor’s Global Ralings. Ratings Dirccl. “Assessing U.S. Investor-Owned Ulility Regulatory
Environments.”™ August 10, 2016, al 2.

Id.
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How does the regulatory environment in which a utility operates affect its access to
and cost of capital?

The regulatory environment can significantly affect both the access to, and cost of capital
in several ways. First, the proportion and cost of debt capital available to utility companies
are influenced by the rating agencies’ assessment of the regulatory environment. As noted
by Moody’s, “[f]or rate regulated utilities, which typically operate as a monopoly, the
regulatory environment and how the utility adapts to that environment are the most
important credit considerations.”™> Moody’s has further highlighted the relevance of a
stable and predictable regulatory environment to a utility’s credit quality, noting:
“[b]roadly speaking, the Regulatory Framework 1s the toundation for how all the decisions
that affect utilities are made (including the setting of rates), as well as the predictability

and consistency of decision-making provided by that foundation.”>®

Have you conducted an analysis to compare the cost recovery mechanisms of
Montana-Dakota to the cost recovery mechanisms approved in the jurisdictions in
which the companies in your proxy group operate?

Yes. I have evaluated the regulatory framework in North Dakota on three factors that are
important in terms of providing a regulated utility a reasonable opportunity to earn its
authorized ROE: (1) test year convention (i.e., forecast vs. historical); (2) use of rate design

or other mechanisms that mitigate volumetric risk and stabilize revenue, and (3) prevalence

35

A0

Moody s Tnvestlors Scervice, Rating Mcethodology : Regulated Electric and Gas Utilities. June 23, 2017, aL 6.

Id.
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of capital cost recovery between rate cases. The results of this regulatory risk assessment

are shown in Exhibit No.  (AEB-2), Schedule 12 and are summarized as tollows:

18
19
20
21
22

24

Test Year Convention: Montana-Dakota 1s relying on a fully forecasted test year

in North Dakota for the period January 1, 2024 through December 31, 2024.
Similarly, approximately 52.4 percent of the operating utility subsidiaries of the
proxy group companies provide service in jurisdictions that use a forecasted test

year.

Volumetric Risk: Montana-Dakota currently has some protection against

volumetric risk in North Dakota through straight fixed-variable rates for the
residential rate class and a weather normalization clause known as the Distribution
Delivery Stabilization Mechanism (“DDSM”) for its firm general service rate class.
However, the Company 1s not proposing to continue the use of straight fixed-
variable rates for the residential rate class and instead is proposing the use of the
DDSM for both its firm general service and residential classes. Approximately,
approximately 91 percent of the utility operating subsidiaries of the proxy group
companies have some form of protection against volumetric risk either through

formula rates plans, revenue decoupling or straight fixed-variable rate design.

Capital Cost Recovery: As noted, while the Company is proposing a forecast test

year which will allow the Company to recover a portien of its capital expenditures
plan from 2024 through 2028, the Company does not have a capital tracking
mechanism to recover capital investment costs between rate cases. However,
approximately 71 percent of the operating utility subsidiaries of the proxy group
companies have some form of capital cost recovery allowing for the recovery of

capital investments placed into service between rate cases.
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What is the effect on Montana-Dakota of having relatively fewer timely cost recovery
mechanisms?

The lack of timely cost recovery mechanisms can result in regulatory lag. Regulatory lag
occurs when a regulated utility is not able to recover its just and reasonable costs of
providing service to customers on a timely basis. Regulatory lag 1s reflected in a utility’s
financial pertormance through earnings attrition, which is the inability of the utility to earn
its authorized ROE due to delays in the recovery of allowable costs that have been incurred

to provide regulated service to customers.

Is there evidence that Montana-Dakota has been unable to earn its authorized ROE?
Yes. As shown in Figure 12, Montana-Dakota’s natural gas operations in North Dakota has
significantly under-earned its authorized ROE in seven out of eight years since 2015. Over
this period, the average earned ROE on the Company’s natural gas operations in North
Dakota was 7.55 percent, as compared with the average authorized ROE of 9.60 percent,
for an average under-earning of 205 basis points per year. This under-earning occurred
despite the fact that Montana-Dakota relied on a forecast test year and had partial protection
of volumetric risk through straight fixed-variable rate design tor the residential rate class

and a weather normalization clause for its firm general service rate class.
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Figure 12: Montana-Dakota’s Earned vs. Authorized ROE (2015-2022)

EARNED | AUTHORIZED EARNINGS
ROE ROE DIFFERENTIAL
(BPS)
2015 8.09% 10.00% -191
2016 7.74% 10.00% -226
2017 6.62% 10.00% -338
2018 9.44% 9.40% 4
2019 6.3%% 9.40% -301
2020 6.48% 9.40% -292
2021 9.12% 9.30% -18
2022 6.50% 9.30% -280
Average 7.55% 9.60% -205

What is your conclusion regarding the regulatory framework in North Dakota as

compared with the jurisdictions in which the proxy group companies operate?

As discussed throughout this section of my testimony, both Moody’s and S&P have
identified the supportiveness of the regulatory environment as an important consideration
in developing their overall credit ratings tor regulated utilities. Considering the regulatory
adjustment mechanisms, many of the companies in the proxy group have more timely cost
recovery through forecasted test years, capital cost recovery trackers and revenue
stabilization mechanisms than Montana-Dakota has in North Dakota. Moreover, the
Company has under-earned its authorized ROE in seven out of eight years since 2015. As

a result, | conclude that the Company has greater than average regulatory risk when

compared to the proxy group.
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CAPITAL STRUCTURE

Is the capital structure of the Company an important consideration in the
determination of the appropriate ROE?

Yes. The equity ratio 1s the primary indicator of financial risk for a regulated utility such
as Montana-Dakota. All else equal, a higher debt ratio increases the risk to equity investors.
For debt holders, higher debt ratios result in a greater portion of the available cash flow
being required to meet debt service, thereby increasing the risk associated with the
payments on debt. The result of increased risk is a higher interest rate. The incremental
risk of a higher debt ratio is more significant for common equity shareholders, whose claim
on the cash flow of the Company is secondary to debt holders. Therefore, the greater the
debt service requirement, the less cash flow available for common equity holders. To the
extent the equity ratio is reduced, it is necessary to increase the authorized ROE to

compensate investors for the greater financial risk associated with a lower equity ratio.

What is Montana-Dakota’s proposed capital structure?
The Company is proposing to establish a capital structure consisting ot 50.185 percent

common equity, 45.296 percent long-term debt and 4.519 percent short-term debt.

Did you conduct an analysis to assess the reasonableness of the requested equity ratio?
Yes. | compared the Company’s proposed capital structure relative to the actual capital
structures of the utility operating subsidiaries of the companies in the proxy group. Since
the ROE is set based on the return that is derived from the risk-comparable proxy group, it
1s reasonable to look to the average capital structure for the proxy group to benchmark the

equity ratios for the Company.
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Specifically, I calculated the average proportion of common equity, long-term debt,
preferred equity and short-term debt for the most recent three years tor each of the utility
operating subsidiaries of the proxy group companies. Asshown on Exhibit No.  (AEB-
2), Schedule 13, the average common equity ratio for the operating subsidiaries of the
proxy group companies ranged from 44.57 percent to 59.79 percent, with an average of
53.59 percent. Given that Montana-Dakota’s proposed equity ratio of 50.185 percent is
within the range of equity ratios for the utility operating subsidiaries of the proxy group

companies, I consider its proposed equity ratio to be reasonable.

Are there other factors to be considered in setting the Company’s capital structure?
Yes, there are other factors that should be considered in setting the Company’s capital
structure, namely the challenges that the credit rating agencies have highlighted as placing
pressure on the outlook for utilities,

For example, while Moody’s recently revised its outlook for the utility sector from
“negative” to “stable”, Moody’s continues to note that high interest rates and increased
capital spending will place pressure on credit metrics, noting that constructive regulatory
outcomes that promote timely cost recovery are a key factor in supporting utility credit

quality.’”

Fitch Ratings (“Fitch™) also highlights similar factors identified by Moody’s as challenging
utilities’ outlook for 2023, stating that the sector faces mounting cost pressures due to

“elevated commodity prices, inflationary headwinds and rising interest costs,” and that
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Moody’s lovestors Service, Outlook. “Ontlook turns stable on low natural gas prices and credit-supportive

regulation.” September 7, 2023,
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there are some offsets in managing these headwinds that include but not limited to higher

authorized ROEs.”®

Likewise, while S&P recently revised its outlook for the industry from negative to stable,
S&P continues to see significant risks over the near-term for the industry as a result of

inflation and increased levels of capital spending. Specifically, S&P noted:

Despite the improvement in economic data, we expect inflation, rising
interest rates, higher capital spending, and the strategic decision by many
companies to operate with only minimal financial cushion from their
downgrade thresholds to continue to pressure the industry's credit quality.
Throughout 2022 and so tar in 2023, the Federal Reserve has consistently
raised interest rates to reduce the pace of inflation. While these actions
appear to have had a positive effect on slowing inflation, there's still been a
modest weakening in the industry's financial measures because of inflation
and rising interest rates. An environment of continuously rising costs tends
to weaken the industry's financial measures because of the timing difference
between when the higher costs are incurred and when they are ultimately
recovered from ratepayers.”

The credit ratings agencies’ continued concerns over the negative effects ot inflation,
higher interest rates, and increased capital expenditures underscore the importance of
maintaining adequate cash flow metrics tor Montana-Dakota in the context of this

proceeding
IX. CONCLUSIONS AND RECOMMENDATION

Q103. What is your conclusion regarding a fair ROE for the Company?
A103. Based on the various quantitative analyses summarized in Figure 13 and the qualitative

analyses presented in my Direct Testimony, a reasonable range of ROE results for

¥ Filch Ratings. “North American Ulilitics, Power & Gas Outlook 2023 ™ December 7, 2022, at 1-2,
¥ S&P Global Ratings. “The Outlook for North American Regulated Utilities Tums Stable.” May 18, 2023, at 8.
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Montana-Dakota 1s from 10.00 percent to 11.00 percent. Within that range, the Company
1s requesting an ROE of 10.50 percent which is conservative considering the business and
financial risk of Montana-Dakota as compared to the proxy group as well as current and

prospective capital market conditions.
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Figure 13: Summary of Results

Constant Growth DCF

Minimum Average Maximum
Growth Rate Growth Rate Growth Rate
Mean Results:
30-Day Ave. Stock Price 9.03% 10.12% 11.56%
90-Dayv Avg. Stock Pricc 8.05% 10.02% 11.47%
180-Day Avg. Stock Price 8.89% 9.96% 11.40%
Average 8.96% 10.03% 11.47%
Mecdian Results:
30-Day Avg. Stock Pricc 9.04% 9.86% 11.35%
90-Day Avg. Stock Price 8.81% 9.90% 11.18%
180-Dayv Avg. Stock Price 8.63% 9.93% 10.97%
Avcrage 8.83% 9.90% 11.16%
CAPM 7/ ECAPM / Bond Yield Risk Premium
Current Near-Term Longer-Term
30-Dayv Avg Projceted Projceted
30-Ycar 30-Ycar 30-Ycar
Treasury Treasury Treasury
Yield Yield Yield
CAPM:
Current Value Linc Beta 11.45% 11.42% 11.39%
Current Bloomberg Beta 10.78% 10.74% 10.68%
Long-term Avg. Value Line Beta 10.48% 10.43% 10.37%
ECAPM:
Current Value Line Beta 11.80% 11.78% 11.73%
Current Bloomberg Beta 11.29% 11.26% 11.22%
Long-tcrm Avg. Valuc Line Beta 11.07% 11.03% 10.98%
Bond Yield Risk Premium: 10.27% 10.20% 10.10%

Q104. What is your conclusion regarding the Company’s proposed capital structure?
Al104. My conclusion is that Montana-Dakota’s proposal to establish a capital structure tor
ratemaking purposes consisting of 50.185 percent common equity, 45.296 percent long-

term debt, and 4.519 percent short-term debt is reasonable when compared to the capital
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