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DISCLAIMERS	  
The	   words	   audit	   and	   examination,	   as	   used	   in	   this	   report,	   are	   intended,	   as	   commonly	  

understood	  in	  the	  utility	  regulatory	  environment,	  to	  mean	  a	  regulatory	  review,	  a	  field	  investigation,	  
or	  a	  means	  of	  determining	  the	  appropriateness	  of	  a	  financial	  presentation	  for	  regulatory	  purposes.	  
These	   terms	   are	   not	   intended	   in	   their	   precise	   accounting	   sense	   as	   an	   examination	   of	   booked	  
numbers	  and	  related	  source	  documents	  for	  financial	  reporting	  purposes.	  Neither	  is	  the	  term	  audit	  
in	   this	   case	   an	   analysis	   of	   financial	   statement	   presentation	   in	   accordance	   with	   the	   standards	  
established	  by	  the	  American	  Institute	  of	  Certified	  Public	  Accountants.	  The	  reader	  should	  distinguish	  
regulatory	   reviews,	   such	   as	   those	   that	   Blue	   Ridge	   performs,	   from	   financial	   audits	   performed	   by	  
independent	  certified	  public	  accountants.	  

This	  document	  and	  the	  opinions,	  analyses,	  evaluations,	  and	  recommendations	  are	  for	  the	  sole	  
use	  and	  benefit	  of	  the	  contracting	  parties.	  There	  are	  no	  intended	  third-‐party	  beneficiaries,	  and	  Blue	  
Ridge	   shall	   have	   no	   liability	   whatsoever	   to	   third	   parties	   for	   any	   defect,	   deficiency,	   error,	   or	  
omission	   in	   any	   statement	   contained	   in	   or	   in	   any	   way	   related	   to	   this	   document	   or	   the	   services	  
provided.	  

This	  report	  was	  prepared	  based	  in	  part	  on	  information	  not	  within	  the	  control	  of	  the	  consultant,	  
Blue	  Ridge	  Consulting	  Services,	  Inc.	  While	  it	  is	  believed	  that	  the	  information	  is	  reliable,	  Blue	  Ridge	  
does	  not	  guarantee	  the	  accuracy	  of	  the	  information	  relied	  upon.	  
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ORGANIZATION	  OF	  BLUE	  RIDGE’S	  REPORT	  
This	   report	   is	   organized	   according	   to	   the	   following	   major	   sections:	   Executive	   Summary;	  

Overview	   of	   Investigation;	   and	   Observations,	   Findings,	   and	   Recommendations.	   The	   report	   also	  
contains	   appendices.	   The	   Executive	   Summary	   provides	   a	   summary	   of	   the	   Company’s	   application	  
requests	   and	   Blue	   Ridge’s	   findings	   and	   recommendations	   on	   the	   Company’s	   request	   along	   with	  
their	  impact.	  	  	  

The	  Overview	  of	  Investigation	  provides	  the	  background,	  purpose	  of	  the	  project,	  project	  scope,	  
and	   information	   reviewed.	   This	   section	   also	   includes	   an	   update	   on	   the	   status	   of	   Blue	   Ridge’s	  
recommendations	  from	  the	  2013	  audit.	  

The	   Observations,	   Findings,	   and	   Recommendations	   section	   documents	   Blue	   Ridge’s	   analysis	  
regarding	   the	   components	   that	   comprise	   the	   infrastructure	   system	   replacement	   cost	   recovery	  
charge	   rates	   and	   rate	   schedules.	   This	   section	   addresses	   the	   eight	   questions	   identified	   under	   the	  
purpose	  of	  the	  project:	  

1) Are	  the	  Company’s	  processes	  and	  controls	  sufficient	  so	  as	  to	  not	  adversely	  affect	  the	  costs	  
in	  the	  Infrastructure	  System	  Replacement	  Cost	  Recovery	  Charge?	  

2) Does	   the	   application	   provide	   the	   specific	   project	   information	   required	   by	   Nebraska	  
statute?	  

3) Are	  the	  infrastructure	  system	  replacement	  projects	  eligible	  for	  recovery?	  	  

4) Is	  the	  Company’s	  pretax	  revenue	  appropriate?	  	  

5) Is	   the	   amount	   and	   timing	   of	   the	   surcharge	   request	   within	   the	   limits	   established	   by	  
Nebraska	  statute?	  

6) What	  is	  the	  appropriate	  level	  of	  recovery?	  	  

7) Does	   the	   allocation	   among	   class	   of	   customers	   meet	   the	   requirements	   established	   by	  
Nebraska	  statute?	  

8) Is	   the	   Company’s	   annual	   reconciliation	   of	   prior	   approved	   ISR	   cost	   recovery	   charges	   in	  
compliance	  with	  Commission	  orders?	  

The	   appendices	   include	   the	   background	   information	   reviewed,	   abbreviations	   and	   acronyms,	  
data	  requests	  and	  information	  provided,	  and	  Blue	  Ridge’s	  workpapers.	  	  
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EXECUTIVE	  SUMMARY	  	  
On	   April	   6,	   2015,	   Black	   Hills/Nebraska	   Gas	   Utility	   Company,	   LLC	   d/b/a	   Black	   Hills	   Energy	  	  

(BHE	   or	   “Company”)	   filed	   an	   application	   with	   the	   Nebraska	   Public	   Service	   Commission	  
(“Commission”)	   seeking	   approval	   of	   an	   additional	   infrastructure	   system	   replacement	   (ISR)	   cost	  
recovery	   charge,	   which	   the	   Company	   refers	   to	   as	   a	   pipeline	   replacement	   charge.	   The	   Company	  
seeks	  recovery	  of	  the	  Company’s	  statutory	  jurisdictional	  revenue	  deficiency	  limit	  of	  $1,515,269	  as	  a	  
result	  of	  the	  addition	  of	  $11,029,457	  to	  Black	  Hills	  Energy’s	  jurisdictional	  rate	  base.	  	  

The	   Public	   Advocate	   performed	   an	   audit	   and	   recommends	   $10,934,374	   of	   the	   $11,029,457	  
proposed	   jurisdictional	   rate	   base	   be	   included	   in	   the	   Infrastructure	   System	   Replacement	   Cost	  
Recovery	  Charge,	  which	  results	   in	  a	   jurisdictional	  revenue	  deficiency	  recovery	  of	  $1,851,579.	  The	  
recommended	   result	   is	   an	   increase	   of	   residential	   customer	   bills	   by	   $0.50	   each	   month	   or	   $6.00	  
annually.	  Commercial	   customers	  would	  have	  a	  monthly	   increase	  of	  $1.95	  or	  $23.40	  per	  year	  and	  
Energy	  Options-‐Firm	  would	  have	  an	  increase	  of	  $1.95	  each	  month	  or	  $23.40	  annually.	  

Should	   the	   Commission	   accept	   the	   Public	   Advocate’s	   recommendation,	   the	   total	   monthly	  
Infrastructure	  System	  Replacement	  Cost	  Recovery	  charge	  would	  increase	  by	  class	  as	  shown	  in	  the	  
following	  table.	  

Table	  1:	  Recommended	  Total	  Monthly	  Infrastructure	  System	  Replacement	  Cost	  by	  Class	  

	  

OVERVIEW	  OF	  INVESTIGATION	  

BACKGROUND	  
On	   April	   6,	   2015,	   Black	   Hills/Nebraska	   Gas	   Utility	   Company,	   LLC	   d/b/a	   Black	   Hills	   Energy	  	  

(BHE	   or	   “Company”)	   filed	   an	   application	   with	   the	   Nebraska	   Public	   Service	   Commission	  
(“Commission”)	  seeking	  approval	  of	  an	  additional	  pipeline	  replacement	  charge	  (PRC),	  pursuant	  to	  
the	   State	   Natural	   Gas	   Regulation	   Act	   (“Act”)	   §§	   66-‐1865	   and	   66-‐1866	   (2010).	   The	   Company’s	  
application	   requests	   recovery	   of	   its	   statutory	   jurisdictional	   revenue	   deficiency	   through	   an	  
additional	   monthly	   “Pipeline	   Replacement	   Charge”	   for	   all	   Residential,	   Commercial,	   and	   Energy	  
Options-‐Firm	  customers	  located	  within	  Black	  Hills	  Energy’s	  Rate	  Areas	  I,	  II,	  and	  III.	  1	  

The	   Public	   Advocate	   is	   required	   to	   conduct	   an	   examination	   of	   the	   proposed	   infrastructure	  
system	   replacement	   (ISR)	   cost	   recovery	   charge	   rate	   schedule	   (which	   the	  Company	   refers	   to	   as	   a	  
pipeline	   replacement	   charge)	   and	   provide	   a	   report	   to	   the	   Commission	   confirming	   that	   the	  

	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	   	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  

1	  The	  Company’s	  application	  stated,	  “Although	  not	  a	  direct	  Commission	  consideration	  to	  approval	  of	  this	  
application,	  Black	  Hills	  Energy	  notes	  that	  it	  also	  requests	  increased	  revenue	  from	  its	  Non-‐jurisdictional	  
customers	  for	  purposes	  including	  pipeline	  safety	  and	  integrity	  as	  permitted	  in	  contracts	  with	  High	  Volume	  
customers	  as	  defined	  in	  Neb	  Rev.	  Stat.	  §	  66-‐1802	  and	  negotiated	  pursuant	  to	  Neb.	  Rev.	  Stat.	  §	  66-‐1810.”   

Description Residential Commercial
Energy4

Options6Firm
Monthly(Charge(Approved(per(Order(Dated(November(25,(2013 0.50$((((((((((((((( 1.48$((((((((((((((( 1.48$(((((((((((((((
Recommended(Increase(to(Monthly(Charge 0.50$((((((((((((((( 1.95$((((((((((((((( 1.95$(((((((((((((((
Total(Monthly(Infrastructure(System(Replacement(Recovery(Charge 1.00$((((((((((((((( 3.43$((((((((((((((( 3.43$(((((((((((((((
Total(Annual(Infrastructure(System(Replacement(Recovery(Charge 12.00$((((((((((((( 41.16$((((((((((((( 41.16$(((((((((((((
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underlying	  costs	  are	  in	  accordance	  with	  the	  Act	  and	  confirming	  proper	  calculation	  of	  the	  proposed	  
infrastructure	  system	  replacement	  cost	  recovery	  charge	  rates	  and	  rate	  schedules.	  

The	   Public	   Advocate	   asked	   Blue	   Ridge	   Consulting	   Services,	   Inc.	   (Blue	   Ridge)	   to	   submit	   a	  
proposal	  to	  examine	  the	  proposed	  rate	  schedules	  and	  related	  documentation.	  Blue	  Ridge	  submitted	  
a	  proposal	  and	  was	  retained	   to	  perform	  the	  examination	  of	  Black	  Hills	  Energy’s	  application.	  Blue	  
Ridge	  also	  performed	  the	  examination	  of	  the	  Company’s	   initial	   infrastructure	  system	  replacement	  
application	  and	  submitted	  a	  report	  titled	  Case	  No.	  NG-‐0074	  Examination	  of	  the	  Infrastructure	  System	  
Replacement	  Cost	  Recovery	  Charge	  of	  Black	  Hills/Nebraska	  Gas	  Utility,	  LLC	  d/b/a	  Black	  Hills	  Energy	  
dated	  October	  4,	  2013.	  

PURPOSE	  OF	  PROJECT	  
The	  purpose	  of	  this	  project	  is	  to	  confirm	  (1)	  that	  the	  underlying	  costs	  are	  in	  accordance	  with	  

the	   Act	   and	   (2)	   the	   proper	   calculation	   of	   the	   proposed	   ISR	   cost	   recovery	   charge	   rates	   and	   rate	  
schedules.	  Specifically,	  the	  following	  scope	  questions	  were	  to	  be	  answered:	  	  

1) Are	  the	  Company’s	  processes	  and	  controls	  sufficient	  so	  as	  to	  not	  adversely	  affect	  the	  costs	  
of	  the	  Infrastructure	  System	  Replacement	  Cost	  Recovery	  Charge?	  

This	   task	   focuses	   on	   gaining	   an	   understanding	   of	   the	   Company’s	   processes	   and	   controls	  
that	   impact	   the	   plant	   balances	   and	   expense	   categories	  within	   the	   ISR	   to	   ensure	   that	   the	  
cost	  controls	  are	  adequate	  and	  not	  unreasonable	  so	  as	  to	  impact	  the	  underlying	  costs	  and	  
calculation	  of	  the	  proposed	  ISR	  cost	  recovery	  charge	  rates	  and	  rate	  schedules.	  

2) Does	   the	   application	   provide	   the	   specific	   project	   information	   required	   by	   Nebraska	  
statute?	  

This	   task	   evaluates	   whether	   the	   Company’s	   application	   provides	   the	   Act’s	   required	  
information	  for	  each	  of	  the	  projects	  for	  which	  the	  Company	  is	  seeking	  recovery.	  	  	  

Specifically,	  according	   to	   the	  Act,	   the	  application	  must	   include	  supporting	  documentation	  
regarding	   the	  calculation	  of	   the	  proposed	   ISR	  cost	   recovery	  charge,	   including	  (a)	  a	   list	  of	  
eligible	  projects,	   (b)	   a	  description	  of	   the	  projects,	   (c)	   the	   location	  of	   the	  projects,	   (d)	   the	  
purpose	  of	  the	  projects,	  (e)	  the	  dates	  construction	  began	  and	  ended,	  (f)	  the	  total	  expenses	  
for	  each	  project	  at	  completion,	  and	  (g)	   the	  extent	   to	  which	  such	  expenses	  are	  eligible	   for	  
inclusion	  in	  the	  calculation	  of	  the	  ISR	  cost	  recovery	  charge.2	  

3) Are	  the	  infrastructure	  system	  replacement	  projects	  eligible	  for	  recovery?	  	  

This	   task	   evaluates	   each	   of	   the	   projects	   that	   the	   Company	   has	   included	   within	   its	  
application.	  Specific	   transactional	   testing	  criteria	  will	  be	  established	  to	  validate	  eligibility	  
of	  the	  project	  and	  its	  associated	  costs.	  

According	  to	  the	  Act,	  eligible	  infrastructure	  system	  replacement	  means	  jurisdictional	  utility	  
plant	   projects	   that	   (a)	   do	   not	   increase	   revenue	   by	   directly	   connecting	   the	   infrastructure	  
system	  replacement	  to	  new	  customers;	  (b)	  are	  in	  service	  and	  used	  and	  required	  to	  be	  used;	  
(c)	  were	  not	  included	  in	  the	  jurisdictional	  utility’s	  rate	  base	  in	  its	  most	  recent	  general	  rate	  
proceedings;	   and	   (d)	   may	   enhance	   the	   capacity	   of	   the	   system	   but	   are	   only	   eligible	   for	  

	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	   	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  

2	  Nebraska	  State	  Natural	  Gas	  Regulation	  Act	  §	  66-‐1866,	  (2).	  
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infrastructure	   system	   replacement	   cost	   recovery	   to	   the	   extent	   the	   jurisdictional	   utility	  
plant	  project	  constitutes	  a	  replacement	  of	  existing	  infrastructure.3	  

In	  addition,	  jurisdictional	  utility	  plant	  means	  only	  the	  following:	  (a)	  mains,	  valves,	  service	  
lines,	  regulator	  stations,	  vaults,	  and	  other	  pipeline	  system	  components	  installed	  to	  comply	  
with	   state	  or	   federal	   safety	   requirements	  as	   replacements	   for	  existing	   facilities;	   (b)	  main	  
relining	   projects,	   service	   line	   insertion	   projects,	   joint	   encapsulation	   projects,	   and	   other	  
similar	   projects	   extending	   the	   useful	   life	   or	   enhancing	   the	   integrity	   of	   pipeline	   system	  
components	   undertaken	   to	   comply	   with	   state	   or	   federal	   safety	   requirements:	   and	   (c)	  
facility	  relocations	  required	  due	  to	  construction	  or	  improvement	  of	  a	  highway,	  road,	  street,	  
public	  way,	  or	  other	  public	  work	  by	  or	  on	  behalf	  of	  the	  United	  States,	  this	  state,	  a	  political	  
subdivision	  of	  this	  state,	  or	  another	  entity	  having	  the	  power	  of	  eminent	  domain,	  if	  the	  costs	  
related	  to	  such	  relocations	  have	  not	  been	  reimbursed	  to	  the	  jurisdictional	  utility.4	  

4) Is	  the	  Company’s	  pretax	  revenue	  appropriate?	  	  

This	   task	  reviews	  the	  components	  used	  by	  the	  Company	  to	  calculate	   its	  requested	  pretax	  
revenue	  to	  verify	  compliance	  to	  what	  the	  Act	  states	  should	  be	  appropriately	  included.	  	  	  

Specifically,	  according	  to	  the	  Act,	  appropriate	  pretax	  revenue	  means	  the	  revenue	  necessary	  
to	   produce	   net	   operating	   income	   equal	   to	   (a)	   the	   jurisdictional	   utility’s	  weighted	   cost	   of	  
capital	  multiplied	  by	   the	  net	   original	   cost	   of	   eligible	   infrastructure	   system	   replacements,	  
including	  recognition	  of	  accumulated	  deferred	  income	  taxes	  and	  accumulated	  depreciation	  
associated	   with	   eligible	   infrastructure	   system	   replacements	   which	   are	   included	   in	   an	  
infrastructure	  system	  replacement	  cost	  recovery	  charge;	  (b)	  recovery	  of	  state,	  federal,	  and	  
local	  income	  taxes	  applicable	  to	  such	  income;	  and	  (c)	  recovery	  of	  depreciation	  expenses.5	  

In	  addition,	  the	  Act	  states	  that	  the	  determination	  of	  the	  pretax	  revenue	  will	  be	  based	  on	  the	  
following	  factors:	  (a)	  net	  original	  cost	  of	  eligible	  infrastructure	  system	  replacement	  minus	  
associated	   retirements	   of	   existing	   infrastructure;	   (b)	   accumulated	  deferred	   income	   taxes	  
associated	   with	   the	   eligible	   infrastructure	   system	   replacements;	   (c)	   accumulated	  
depreciation	  associated	  with	  the	  infrastructure	  system	  replacements;	  (d)	  state,	  federal,	  and	  
local	   income	   tax	   or	   excise	   tax	   rates	   at	   the	   time	   of	   such	   determination;	   (e)	   jurisdictional	  
utility’s	  actual	   regulatory	  capital	   structure	  as	  determined	  during	   the	  most	   recent	  general	  
rate	   proceeding	   of	   the	   jurisdictional	   utility;	   (f)	   actual	   cost	   rates	   for	   the	   jurisdictional	  
utility’s	   debt	   and	   preferred	   stock	   as	   determined	   during	   the	   most	   recent	   general	   rate	  
proceeding	  of	  the	  jurisdictional	  utility;	  (g)	  the	  jurisdictional	  utility’s	  cost	  of	  common	  equity	  
as	  determined	  during	  the	  most	  recent	  general	  rate	  proceeding	  of	  the	  jurisdictional	  utility;	  
(h)	  depreciation	   rates	   applicable	   to	   the	  eligible	   infrastructure	   system	  replacement	   at	   the	  
time	  of	  the	  most	  recent	  general	  rate	  proceeding	  of	  the	  jurisdictional	  utility.6	  

5) Is	   the	   amount	   and	   timing	   of	   the	   surcharge	   request	   within	   the	   limits	   established	   by	  
Nebraska	  statute?	  

This	   task	   compares	   the	   amount	   and	   timing	   of	   the	   Company’s	   surcharge	   request	   to	   the	  
limits	  established	  by	  the	  Act.	  

	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	   	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  

3	  Nebraska	  State	  Natural	  Gas	  Regulation	  Act	  §	  66-‐1802	  Terms,	  defined	  (6)(a)	  through	  (d).	  
4	  Nebraska	  State	  Natural	  Gas	  Regulation	  Act	  §	  66-‐1802	  Terms,	  defined	  (14)(a)	  through	  (c).	  
5	  Nebraska	  State	  Natural	  Gas	  Regulation	  Act	  §	  66-‐1802	  Terms,	  defined	  (2)(a)	  through	  (c).	  
6	  Nebraska	  State	  Natural	  Gas	  Regulation	  Act	  §	  66-‐1866,	  (5)	  (a)	  through	  h).	  
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Specifically,	  according	  to	  the	  Act,	  the	  rate	  schedules	  must	  produce	  revenue	  greater	  than	  $1	  
million	  or	  0.5%	  of	  the	  jurisdictional	  utility’s	  base	  revenue	  approved	  by	  the	  Commission	  in	  
the	  last	  base	  rate	  case.	  

The	  total	  annualized	  infrastructure	  system	  replacement	  cost	  recovery	  charge	  must	  be	  less	  
than	  10%	  of	   the	   jurisdictional	   utility’s	   base	   revenue	   approved	  by	   the	  Commission	   in	   the	  
last	  base	  rate	  case.	  

The	  jurisdictional	  utility	  must	  have	  had	  a	  general	  rate	  proceeding	  decided	  or	  dismissed	  by	  
issuance	  of	  a	  Commission	  order	  within	  sixty	  months	  immediately	  preceding	  the	  application	  
by	  the	  jurisdictional	  utility	  for	  an	  infrastructure	  system	  replacement	  cost	  recovery	  charge.	  

The	  ISR	  cost	  recovery	  charge	  cannot	  be	  collected	  for	  a	  period	  exceeding	  60	  months	  after	  its	  
initial	  approval	  unless	  the	   jurisdictional	  utility	  has	  filed	  for	  or	   is	  subject	  to	  a	  new	  general	  
rate	   proceeding.7	  Black	   Hills	   may	   collect	   the	   charge	   until	   the	   effective	   date	   of	   the	   new	  
general	   rate	   proceeding	   or	   until	   the	   general	   rate	   proceeding	   is	   otherwise	   decided	   or	  
dismissed	  by	  the	  Commission.8	  

6) What	  is	  the	  appropriate	  level	  of	  recovery?	  	  

This	  task	  accumulates	  Blue	  Ridge’s	  recommended	  adjustments	  and	  provides	  a	  revised	  level	  
of	  recovery	  for	  the	  Commission’s	  consideration,	  if	  necessary.	  

7) Does	   the	   allocation	   among	   class	   of	   customers	   meet	   the	   requirements	   established	   by	  
Nebraska	  statute?	  

This	  task	  compares	  the	  allocation	  among	  classes	  of	  customers	  to	  confirm	  compliance	  with	  
the	  Act.	  	  

Specifically,	   the	   Act	   requires	   that	   allocation	   among	   the	   jurisdictional	   utility’s	   classes	   of	  
customers	   be	   done	   in	   the	   same	   manner	   as	   costs,	   for	   the	   same	   type	   of	   facilities,	   were	  
allocated	  among	  classes	  of	  customers	  in	  the	  jurisdictional	  utility’s	  most	  recent	  general	  rate	  
proceeding.	  Cost	  recovery	  charge	   is	  assessed	  to	  customers	  as	  a	  monthly	   fixed	  charge	  and	  
not	  based	  upon	  volumetric	  consumption.	  The	  monthly	  charge	  shall	  not	  increase	  more	  than	  
$0.50	  per	  residential	  customer	  over	  the	  base	  rates	  in	  effect	  at	  the	  time	  of	  the	  initial	   filing	  
for	  any	  infrastructure	  replacement	  cost	  recovery	  charge	  rate	  schedules.9	  

8) Is	   the	   Company’s	   annual	   reconciliation	   of	   prior	   approved	   ISR	   cost	   recovery	   charges	   in	  
compliance	  with	  Commission	  orders?	  

This	   task	   reviews	   the	   Company’s	   annual	   reconciliation	   for	   compliance	   to	   Commission	  
orders.	  

The	   Nebraska	   Public	   Service	   Commission	   issued	   an	   order	   dated	   November	   25,	   2013,	  
approving	   the	  Company’s	   initial	   infrastructure	   system	   replacement	   recovery	   charge.	   The	  
order	  requires	  that	  Black	  Hills	  file	  a	  reconciliation	  of	  the	  differences	  between	  the	  revenue	  
resulting	   from	   the	   charge	   and	  pretax	   revenue	   approved	  by	   the	   Commission	   annually	   for	  
the	  period	  of	  December	  1	  through	  November	  30,	  2014.	  

	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	   	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  

7	  Nebraska	  State	  Natural	  Gas	  Regulation	  Act	  §	  66-‐1865.	  
8	  Case	  No.	  NG-‐0074,	  Order	  dated	  November	  25,	  2013,	  page	  5.	  
9	  Nebraska	  State	  Natural	  Gas	  Regulation	  Act	  §	  66-‐1866,	  6(a).	  
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PROJECT	  SCOPE	  
The	  project	  scope	  includes	  the	  application	  filed	  with	  the	  Nebraska	  Public	  Service	  Commission	  

by	  Black	  Hills	  Energy	  on	  April	  6,	  2015,	  Re:	  Black	  Hills/Nebraska	  Gas	  Utility	  Company,	  LLC	  d/b/a	  
Black	  Hills	  Energy	  –	  Pipeline	  Replacement	  Charge.	  	  

INFORMATION	  REVIEWED	  
Blue	   Ridge	   reviewed	   the	   following	   information	   and	   has	   included	   electronic	   copies	   within	  

Appendix	  A:	  

1. State	  Natural	  Gas	  Regulation	  Act	  §§	  66-‐1802,	  66-‐1825,	  66-‐1865,	  66-‐1866,	  66-‐1867	  

2. Nebraska	  Public	  Service	  Commission	  Order	  dated	  August	  17,	  2010,	  from	  the	  last	  base	  rate	  
case,	  Docket	  No.	  NG-‐0061	  

3. Report	  prepared	  by	  Blue	  Ridge	  Consulting	  Services,	   Inc.	  on	  behalf	  of	   the	  Nebraska	  Public	  
Advocate	   titled	   Case	   No.	   NG-‐0074	   Examination	   of	   the	   Infrastructure	   System	   Replacement	  
Cost	  Recovery	  Charge	  of	  Black	  Hills/Nebraska	  Gas	  Utility,	  LLC	  d/b/a	  Black	  Hills	  Energy	  dated	  
October	  4,	  2013	  	  

4. Black	   Hills	   Energy’s	   response	   to	   Public	   Advocate’s	   October	   7,	   2013,	   Report	   and	   to	  
Commission	  Information	  Request,	  dated	  October	  18,	  2013	  

5. Nebraska	  Public	  Service	  Commission	  Order	  dated	  November	  25,	  2013,	  Docket	  No.	  NG-‐0074	  

6. Black	  Hills	   Energy’s	   Docket	   No.	   NG-‐0074,	   Reconciliation	   Compliance	   Filing,	   dated	  March	  
13,	  2015.	  

7. Black	  Hills/Nebraska	  Gas	  Utility,	  LLC	  d/b/a	  Black	  Hills	  Energy	  Application	  dated	  April	  6,	  
2015,	  seeking	  approval	  to	  recover	  an	  additional	  monthly	  Pipeline	  Replacement	  Charge	  

During	  the	  audit	  process,	  Blue	  Ridge	  requested	  and	  was	  provided	  additional	  information.	  A	  list	  
of	  the	  data	  requested	  is	  included	  as	  Appendix	  C.	  Electronic	  copies	  of	  the	  information	  obtained	  are	  
also	  provided	  with	  this	  report.	  	  

STATUS	  OF	  2013	  AUDIT	  RECOMMENDATIONS	  
In	  the	  Public	  Advocate’s	  report	   in	  Case	  No.	  NG-‐0074	  for	  the	  Examination	  of	  the	  Infrastructure	  

System	  Replacement	  Cost	  Recovery	  Charge	  of	  Black	  Hills	  Energy,	   dated	  October	  4,	  2013	   (“Report”),	  
Blue	   Ridge	   provided	   several	   recommendations	   in	   addition	   to	   its	   overall	   recommendation	   for	   an	  
appropriate	   level	   of	   recovery	   for	   Black	   Hills	   Energy	   pipeline	   replacement	   charge.	   Some	   of	   these	  
other	   recommendations	   were	   addressed,	   as	   far	   as	   the	   Company’s	   intent	   was	   concerned,	   in	   the	  
Company’s	  response	  to	  the	  Report	  and	  in	  the	  final	  Stipulation	  of	  the	  case.	  	  

Blue	  Ridge	   followed	  up	  on	   the	   status	  and	   implementation	   regarding	   those	   recommendations	  
that	   impact	  succeeding	  ISR	  cost	  recovery	  charge	  applications.	  The	  results	  of	   that	   follow	  up	  are	  as	  
follows:	  

1) Blue	  Ridge	  2013	  Recommendation	  #1:	  “For	  purposes	  of	  both	  ease	  of	  regulatory	  review	  
and	  maintaining	   full	  documentary	   record,	  Blue	  Ridge	   recommends	  creating	  a	  written	  
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process	  and/or	  associated	  procedures	  specifically	  for	  the	  development	  of	  the	  ISR	  cost	  
recovery	  charge.”10	  	  

The	  Company	  notes	  and	  the	  Stipulation	  states,	  “Prior	  to	  its	  next	  Pipeline	  Replacement	  
Charge	   application,	   Black	   Hills	   Energy	   will	   follow	   this	   recommendation	   and	   create	  
procedures	  related	  to	  development	  of	  the	  ISR	  Cost	  Recovery	  Charge.”11	  	  

Current	   Status	   per	   Company:	   “Black	   Hills	   Energy	   reviewed	   the	   recommendations	  
provided	  by	  Blue	  Ridge	  Consulting	  group,	  but	  we	  have	  delayed	  preparation	  of	  a	  written	  
ISR	  process	  for	  several	  reasons:	  (1)	  The	  Company’s	  current	  work	  management	  system	  
(STORMS)	  is	  being	  replaced	  in	  the	  next	  18-‐24	  months,	  and	  that	  system	  will	  streamline	  
the	  ISR	  preparation	  process.	  (2)	  The	  ISR	  statute	  limits	  the	  filing	  of	  tracker	  applications	  
to	   60	  months	   after	   the	   Company’s	   last	   case	   filing.	   Black	   Hills	   Energy	  will	   reach	   that	  
limitation	  in	  the	  next	  year,	  so	  this	  application	  is	  the	  last	  possible	  under	  the	  rule.	  (3)	  The	  
Company	  is	  reviewing	  the	  Commission’s	  recent	  Order	  that	  authorizes	  Source	  Gas	  to	  file	  
a	   prospective	   or	   pro-‐forma	   tracker,	   which	   would	   imply	   an	   ongoing	   review	   of	   the	  
Company’s	  integrity	  plan	  and	  therefore	  a	  change	  in	  process	  for	  filings	  like	  the	  ISR.”12	  	  	  

Blue	   Ridge’s	   comments:	   While	   Blue	   Ridge	   acknowledges	   that	   with	   the	   impending	  
changes,	   documenting	   the	   ISR	   process	   going	   forward	  may	   be	   not	   be	   warranted,	   the	  
documentation	  of	  the	  process	  should	  have	  been	  in	  place	  before	  the	  preparation	  of	  this	  
filing.	  The	  Company	  response	  to	  Blue	  Ridge’s	  2013	  audit	  and	  the	  Commission	  request	  
for	   information	   stated	   that	   before	   the	   next	   Pipeline	  Replacement	   Charge	   application,	  
Black	   Hills	   Energy	   would	   create	   procedures	   related	   to	   development	   of	   the	   ISR	   Cost	  
Recovery	   Charge.	   The	   Company	   failed	   to	   meet	   this	   agreed-‐upon	   recommendation.	  
Therefore,	  Blue	  Ridge	  recommends	  the	  Company	  develop	  policies	  and	  procedures	   for	  
any	  future	  ISR	  and/or	  prospective	  or	  pro-‐forma	  tracker.	  

2) Blue	  Ridge	  2013	  Recommendation	  #2:	  This	  recommendation	  was	  prompted	  by	  the	  fact	  
that	  54%	  of	  the	  work	  orders	  sampled	  were	  over	  budget	  and	  the	  potential	  to,	  then,	  over-‐
accrue	  AFUDC	  on	  those	  projects.	  “Blue	  Ridge	  recommends	  that	  the	  Company	  continue	  
to	  monitor	  projects	  to	  ensure	  that	  they	  are	  complete,	  on	  time,	  and	  on	  budget.”13	  

Current	   Status	   per	   Company:	   “Project	   management	   is	   very	   important	   to	   Black	   Hills	  
Energy.	   Active	   projects	   are	   reviewed	  monthly	   by	   the	  Nebraska	  management	   team	   to	  
identify	   variances	   in	   project	   schedule	   and	   budget.	   Variance	   explanations	   will	   be	  
provided	  by	  the	  region	  manager	  to	  support	  any	  major	  variance	  in	  the	  project	  schedule	  
and	  budget.”14	  

Blue	   Ridge’s	   comments:	   For	   the	   current	   review,	   Blue	   Ridge	   found	   that	   24%	   of	   the	  
sampled	   work	   orders	   were	   over	   budget	   by	   more	   than	   20%.	   This	   represents	   an	  

	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	   	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  

10	  Case	  No.	  NG-‐0074,	  Blue	  Ridge	  Consulting	  Services,	  Inc.	  report	  titled	  Examination	  of	  the	  Infrastructure	  
System	  Replacement	  Cost	  Recovery	  Charge	  of	  Black	  Hills/Nebraska	  Gas	  Utility,	  LLC	  d/b/a	  Black	  Hills	  Energy,	  
dated	  October	  4,	  2013,	  page	  15.	  	  
11	  Case	  No.	  NG-‐0074,	  Black	  Hills	  Energy’s	  response	  to	  Public	  Advocate’s	  October	  7,	  2013	  Report	  and	  to	  
Commission	  Information	  Request,	  dated	  October	  18,	  2013,	  page	  10.	  
12	  BHE’s	  response	  to	  Data	  Request	  PA-‐25a.	  
13	  Case	  No.	  NG-‐0074,	  Blue	  Ridge	  Consulting	  Services,	  Inc.	  report	  titled	  Examination	  of	  the	  Infrastructure	  
System	  Replacement	  Cost	  Recovery	  Charge	  of	  Black	  Hills/Nebraska	  Gas	  Utility,	  LLC	  d/b/a	  Black	  Hills	  Energy,	  
dated	  October	  4,	  2013,	  page	  31.	  
14	  BHE’s	  response	  to	  Data	  Request	  PA-‐25b.	  
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improvement	   from	   the	   2013	   review.	   However,	   24%	   is	   still	   substantial	   and	   the	  
Company	   should	   continue	   to	   closely	   review	   projects,	   identify	   variances,	   and	   receive	  
reasonable	   explanations	   for	   the	   variances.	   Additional	   comments	   are	   included	   in	   the	  
work	   order	   detail	   testing	   section	   of	   this	   report	   (T-‐4B).	   Therefore,	   Blue	   Ridge	  
recommends	   that	   the	   Company	   continue	   to	  monitor	   projects	   to	   ensure	   that	   they	   are	  
complete,	  on	  time,	  and	  on	  budget.	  

3) Blue	   Ridge	   2013	   Recommendation	   #3:	   This	   recommendation	   was	   prompted	   by	  
sampled	   work	   orders	   that	   did	   not	   include	   approval	   documentation.	   “Blue	   Ridge	  
recommends	  that	  the	  Company	  review	  its	  work	  order	  approval	  process	  to	  ensure	  that	  
it	  has	  internal	  controls	  in	  place	  that	  conform	  to	  the	  LOSA.”15	  

Current	  Status	  per	  Company:	   “All	  projects	  are	  required	   to	  have	   the	  approved	   level	  of	  
signature	  authority	  before	   the	  project	   is	   initiated	  and	  any	  activity	   can	  begin.	   It	   is	   the	  
responsibility	   of	   the	   project	  manager	   to	   seek	   additional	   approvals	   on	   active	   projects	  
that	  will	  exceed	  the	  original	  spending	  limits.	  Projects	  that	  exceed	  the	  original	  sending	  
limits	   are	   reviewed	   by	   our	   property	   accounting	   personnel	   to	   ensure	   the	   proper	  
approvals	  are	  recorded	  before	  the	  project	  is	  finalized.“16	  

Blue	  Ridge’s	  comments:	  Blue	  Ridge	  was	  unable	  to	  verify	  approvals	  for	  the	  six	  budget-‐
exceeding	  workorders	  in	  this	  examination	  because	  the	  Company	  did	  not	  document	  the	  
approvals	  that	  would	  provide	  an	  audit	  trail	  for	  Blue	  Ridge	  to	  verify	  that	  the	  approvals	  
took	   place.	   Therefore,	   Blue	   Ridge	   recommends	   that	   Plant	   Accounting	   verify	   that	   the	  
proper	  approvals	  are	  documented	  as	  part	  of	  the	  review	  process	  and	  that	  the	  Company	  
follows	  the	  stated	  policy.	  	  

4) Blue	  Ridge	  2013	  Recommendation	  #4:	  This	  recommendation	  was	  prompted	  by	  the	  lack	  
of	   cost	   of	   removal	   information	   on	   STORMS	   work	   orders	   sent	   to	   PowerPlant.	   “Blue	  
Ridge	   recommends	   that	   the	  Company	   implement	   its	  plan	   to	  address	  and	  correct	   [the	  
lack	   of	   cost	   of	   removal	   information	   on	   STORMS	   work	   orders]	   when	   the	   new	   WAM	  
system	  is	  implemented	  and	  STORMS	  is	  no	  longer	  used.”17	  

Current	   Status	   per	   Company:	   “Black	   Hills	   Corporation	   is	   working	   with	   a	   vendor	   to	  
define	   the	   requirements	   for	   a	   new	   work	   asset	   management	   system.	   One	   of	   the	  
requirements	   of	   the	   new	   system	   will	   be	   to	   address	   the	   lack	   of	   ‘cost	   of	   removal’	  
information	  required	  on	  work	  orders	  that	  have	  an	  associated	  retirement	  as	  part	  of	  the	  
job.”18	  

Blue	  Ridge’s	  comments:	  For	  the	  period	  January	  1,	  2014,	  through	  January	  31,	  2015,	  Blue	  
Ridge	   found	   that	   25	   of	   the	   33	   work	   orders	   sampled	   did	   not	   have	   cost	   of	   removal	  
recorded.	   In	   a	   few	   instances,	   the	  work	   did	   not	   require	   asset	   removal	   or	   assets	  were	  
retired	  in	  place,	  and	  thus,	  no	  cost	  of	  removal	  would	  be	  recorded.	  For	  the	  remainder	  of	  

	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	   	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  

15	  Case	  No.	  NG-‐0074,	  Blue	  Ridge	  Consulting	  Services,	  Inc.	  report	  titled	  Examination	  of	  the	  Infrastructure	  
System	  Replacement	  Cost	  Recovery	  Charge	  of	  Black	  Hills/Nebraska	  Gas	  Utility,	  LLC	  d/b/a	  Black	  Hills	  Energy,	  
dated	  October	  4,	  2013,	  page	  32.	  
16	  BHE’s	  response	  to	  Data	  Request	  PA-‐25c.	  
17	  Case	  No.	  NG-‐0074,	  Blue	  Ridge	  Consulting	  Services,	  Inc.	  report	  titled	  Examination	  of	  the	  Infrastructure	  
System	  Replacement	  Cost	  Recovery	  Charge	  of	  Black	  Hills/Nebraska	  Gas	  Utility,	  LLC	  d/b/a	  Black	  Hills	  Energy,	  
dated	  October	  4,	  2013,	  page	  33.	  
18	  BHE’s	  response	  to	  Data	  Request	  PA-‐25d.	  
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the	  work	  orders,	  we	  were	  unable	  to	  determine	  whether	  cost	  of	  removal	  was	  recorded	  
when	   the	  assets	  were	   removed.	  The	  Company’s	  plan	   to	   implement	  a	  new	  work	  asset	  
management	  system	  with	  the	  ability	  to	  record	  the	  cost	  of	  removal	  should	  allow	  better	  
reporting	   on	   costs.	   Until	   then,	   the	   potential	   remains	   that	   depreciation	   could	   be	   over	  
accrued.	   Additional	   comments	   are	   included	   in	   the	   work	   order	   detail	   testing	   section	  
(T6).	  Therefore,	  Blue	  Ridge	  recommends	  that	  the	  Company	  continue	  to	   implement	  its	  
plan	  to	  address	  and	  correct	   the	   lack	  of	  cost	  of	  removal	   information	  on	  STORMS	  work	  
orders	  when	  the	  new	  WAM	  system	  is	  implemented	  and	  STORMS	  is	  no	  longer	  used.	  

5) Blue	   Ridge	   2013	   Recommendation	   #5:	   This	   recommendation,	   prompted	   by	   accruing	  
AFUDC	  on	  delayed	  work	  orders,	  is	  similar	  to	  Recommendation	  #2	  above.	  “Although	  the	  
over-‐accrual	   of	   AFUDC	   is	   not	   material,	   Blue	   Ridge	   recommends	   that	   the	   Company	  
continue	  to	  monitor	  projects	  to	  ensure	  that	  they	  are	  completed	  on	  time	  and	  on	  budget	  
so	  the	  ratepayer	  is	  not	  overcharged	  for	  service.”19	  

Current	   Status	   per	   Company:	   “The	   underground	   construction	   season	   for	   Nebraska	  
Operation	   normally	   runs	   from	   April	   1	   through	   November	   30.	   The	   schedules	   for	   all	  
work	   orders	   initiated	   by	   our	   project	  mangers	   are	   limited	   to	   the	   annual	   construction	  
season.	  If	  for	  any	  reason	  a	  project	  cannot	  be	  completed	  during	  the	  current	  construction	  
season,	  projects	  are	  closed	  to	  avoid	  unnecessary	  AFUDC	  charges.”20	  

Blue	  Ridge’s	  comments:	  While	  the	  process	  of	  closing	  projects	  that	  cannot	  be	  completed	  
during	   the	   construction	   season	   does	   avoid	   unnecessary	   AFUDC	   charges	   on	   those	  
projects,	  Blue	  Ridge	  found	  several	  workorders	  that	  were	  started	  in	  one	  calendar	  year	  
and	   completed	   in	   a	   subsequent	   year.21	  Therefore,	   it	   appears	   that	   the	  Company	   is	   not	  
following	   the	   above-‐stated	   procedure	   in	   all	   instances.	   Blue	   Ridge	   acknowledges	   that	  
the	  impact	  on	  AFUDC	  is	  minimal.22	  Blue	  Ridge	  recommends	  that	  the	  Company	  follow	  its	  
stated	  procedure	  to	  ensure	  work	  orders	  do	  not	  over	  accrue	  AFUDC.	  	  

6) Blue	  Ridge	  2013	  Recommendation	  #6:	  This	  recommendation	  was	  prompted	  from	  Blue	  
Ridge’s	   observation	   that	   in	   the	  most	   recent	   rate	   case,	   the	   rates	   for	   Commercial	   and	  
Energy	  Option-‐Firm	  customers	  were	  the	  same.	  The	  Company	  proposed	  that	  the	  Energy	  
Option-‐Firm	  customers	  bear	  a	  larger	  portion	  of	  the	  increase.	  While	  Blue	  Ridge	  did	  not	  
make	  a	  specific	  recommendation,23	  the	  Commission	  took	  note	  of	  our	  observation	  and	  in	  
its	  order	  stated	  “…Energy	  Option	  customers	  would	  expect	  to	  be	  treated	  similarly	  with	  
regard	  to	  the	  current	  charge	  as	  they	  were	  treated	  in	  the	  most	  recent	  rate	  case.	  Should	  a	  
change	  in	  the	  rate	  design	  with	  respect	  to	  the	  two	  classes	  be	  necessary,	  such	  a	  change	  

	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	   	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  

19	  Case	  No.	  NG-‐0074,	  Blue	  Ridge	  Consulting	  Services,	  Inc.	  report	  titled	  Examination	  of	  the	  Infrastructure	  
System	  Replacement	  Cost	  Recovery	  Charge	  of	  Black	  Hills/Nebraska	  Gas	  Utility,	  LLC	  d/b/a	  Black	  Hills	  Energy,	  
dated	  October	  4,	  2013,	  page	  34.	  
20	  Case	  No.	  NG-‐0074,	  Blue	  Ridge	  Consulting	  Services,	  Inc.	  report	  titled	  Examination	  of	  the	  Infrastructure	  
System	  Replacement	  Cost	  Recovery	  Charge	  of	  Black	  Hills/Nebraska	  Gas	  Utility,	  LLC	  d/b/a	  Black	  Hills	  Energy,	  
dated	  October	  4,	  2013,	  page	  34.	  
21	  BHE	  response	  to	  Data	  Request	  PA-‐27,	  Attachment	  PA	  DR#27.	  	  
22	  WP	  –	  PA	  DR	  #27	  AFUDC.	  
23	  Case	  No.	  NG-‐0074,	  Blue	  Ridge	  Consulting	  Services,	  Inc.	  report	  titled	  Examination	  of	  the	  Infrastructure	  
System	  Replacement	  Cost	  Recovery	  Charge	  of	  Black	  Hills/Nebraska	  Gas	  Utility,	  LLC	  d/b/a	  Black	  Hills	  Energy,	  
dated	  October	  4,	  2013,	  page	  45.	  
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would	   be	   done	   in	   a	   comprehensive	   rate	   case	   rather	   than	   in	   the	   application	   of	   this	  
surcharge.”24	  

Current	   Status	   per	   Company:	   The	   Company’s	   application	   in	   this	   proceeding	   included	  
different	  customer	  charges	  for	  Energy	  Option-‐Firm	  and	  Commercial	  customers.	  During	  
discovery,	  the	  Company	  stated	  that	  the	  different	  customer	  charges	  for	  Energy	  Option-‐
Firm	  and	  Commercial	  customers	  was	  an	  error	  and	  stipulated	  that	   the	  Energy	  Option-‐
Firm	  and	  Commercial	  rates	  under	  this	  filing	  should	  be	  equal,	  similar	  to	  the	  equal	  rates	  
as	  previously	  approved	  by	  the	  Commission	  for	  those	  classes	  of	  customers.	  As	  part	  of	  its	  
response,	  the	  Company	  provided	  a	  corrected	  allocation	  among	  classes	  of	  customers	  in	  
accordance	  with	  its	  most	  recent	  general	  rate	  proceeding.25	  

Blue	   Ridge’s	   comments:	   The	   Company’s	   stipulated	   change	   is	   consistent	   with	   the	  
Commission	  order	  in	  the	  previous	  ISR.	  	  

OBSERVATIONS,	  FINDINGS,	  AND	  RECOMMENDATIONS	  
This	   section	   documents	   Blue	   Ridge’s	   analysis	   regarding	   the	   components	   that	   comprise	   the	  

infrastructure	   system	   replacement	   cost	   recovery	   charge	   rates	   and	   rate	   schedules.	   This	   section	  
addresses	  the	  eight	  questions	  identified	  under	  the	  purpose	  of	  the	  project:	  

1) Are	  the	  Company’s	  processes	  and	  controls	  sufficient	  so	  as	  to	  not	  adversely	  affect	  the	  costs	  
in	  the	  Infrastructure	  System	  Replacement	  Cost	  Recovery	  Charge?	  

2) Does	   the	   application	   provide	   the	   specific	   project	   information	   required	   by	   Nebraska	  
statute?	  

3) Are	  the	  infrastructure	  system	  replacement	  projects	  eligible	  for	  recovery?	  	  

4) Is	  the	  pretax	  revenue	  requested	  by	  the	  Company	  appropriate?	  	  

5) Is	   the	   amount	   and	   timing	   of	   the	   surcharge	   request	   within	   the	   limits	   established	   by	  
Nebraska	  statute?	  

6) What	  is	  the	  appropriate	  level	  of	  recovery?	  	  

7) Does	   the	   allocation	   among	   class	   of	   customers	   meet	   the	   requirements	   established	   by	  
Nebraska	  statute?	  

8) Is	   the	   Company’s	   annual	   reconciliation	   of	   prior	   approved	   ISR	   cost	   recovery	   charges	   in	  
compliance	  with	  Commission	  orders?	  

In	  summary,	  Blue	  Ridge’s	  analysis	  results	  in	  the	  following	  recommendation	  for	  an	  appropriate	  
level	  of	  recovery	  for	  Black	  Hills	  Energy	  pipeline	  replacement	  charge.	  

	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	   	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  

24	  Case	  No.	  NG-‐0074,	  Order	  dated	  November	  25,	  2013,	  page	  5.	  
25	  BHE’s	  response	  to	  Data	  Request	  PA-‐26.	  
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Table	  2:	  Recommended	  Adjustment	  to	  Pipeline	  Replacement	  Charge	  

	  	  

1)	  PROCESSES	  AND	  CONTROLS	  

1)	  Are	  the	  Company’s	  processes	  and	  controls	  sufficient	  so	  as	  to	  not	  adversely	  affect	  the	  costs	  in	  
the	  Infrastructure	  System	  Replacement	  Cost	  Recovery	  Charge?	  

This	   task	   focused	  on	  gaining	  an	  understanding	  of	   the	  Company’s	  processes	  and	  controls	   that	  
impact	  the	  plant	  balances	  and	  expense	  categories	  within	  the	  ISR	  to	  ensure	  that	  the	  cost	  controls	  are	  
adequate	  and	  not	  unreasonable	  so	  as	  to	  impact	  the	  underlying	  costs	  and	  calculation	  of	  the	  proposed	  
ISR	  cost	  recovery	  charge	  rates	  and	  rate	  schedules.	  

In	  evaluating	  the	  Company’s	  processes	  and	  controls,	  Blue	  Ridge	  did	  not	  perform	  a	  management	  
audit	  but	  did	  review	  those	  processes	  and	  controls	  to	  ensure	  that	  they	  were	  sufficient	  so	  as	  not	  to	  
adversely	   affect	   the	   costs	   in	   the	   ISR.	   Beginning	   from	  a	   basis	   of	   the	   2013	   audit	   of	   BHE’s	   ISR	  Cost	  
Recovery	  Charge,	  Blue	  Ridge	   reviewed	  documents	   relied	  upon	   for	   that	   audit,	   supplemented	  with	  
changes	   to	   those	   processes	   and	   controls	   that	   the	   Company	   had	   made	   since	   that	   audit.	   Those	  
documents	  were	  gathered	  both	  from	  the	  Company’s	  application,	  including	  testimony,	  exhibits,	  and	  
attachments,	   and	   from	   responses	   to	   data	   requests	   that	   explained	   the	   changes	   in	   processes	   and	  
controls	   that	   the	  Company	  had	   implemented.	  Based	  on	   the	  documents	   reviewed,	  Blue	  Ridge	  was	  
able	  to	  gain	  an	  understanding	  of	   the	  Company’s	  current	  processes	  and	  controls	  regarding	  the	  ISR	  
Cost	  Recovery	  Charge.	  	  

Blue	   Ridge	   concluded	   that	   BHE’s	   cost	   controls	   were	   adequate	   and	   not	   unreasonable.	   The	  
following	  is	  a	  summary	  of	  specific	  areas	  Blue	  Ridge	  reviewed.	  

ISR	  Process	  and	  Procedure	  

In	  its	  report	  regarding	  the	  2013	  ISR	  Cost	  Recovery	  Charge	  audit,	  Blue	  Ridge	  had	  recommended	  
that	  “for	  purposes	  of	  both	  ease	  of	  regulatory	  review	  and	  maintaining	  full	  documentary	  record”	  the	  
Company	   should	   create	   “a	   written	   process	   and/or	   associated	   procedures	   specifically	   for	   the	  
development	   of	   the	   ISR	   cost	   recovery	   charge.”	   In	   response,	   the	   Company	   noted	   (and	   the	   final	  
Stipulation	   of	   the	   settlement	   in	   that	   case	   stated),	   “Prior	   to	   its	   next	   Pipeline	   Replacement	   Charge	  

Description
Original 

Application
Modified Rate 

Design

Remove 
Ineligible 
Project

ADIT 
Correction

Impact of 
Combined 
Changes

Period End Rate Base 11,029,457$    11,029,457$    10,943,569$    10,918,726$    10,934,374$    

Revenue Increase 1,866,094$     1,866,094$     1,852,755$     1,851,936$     1,851,579$     

Customer Charge
Residential 0.50$            0.50$            0.50$            0.50$            0.50$            
Commercial 1.87$            1.97$            1.95$            1.95$            1.95$            
Energy Option-Firm 2.31$            1.97$            1.95$            1.95$            1.95$            

Individual Impact of Change
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application,	  Black	  Hills	  Energy	  will	   follow	   this	   recommendation	  and	  create	  procedures	   related	   to	  
development	  of	  the	  ISR	  Cost	  Recovery	  Charge.” 26	  	  

The	  Company	  provided	  a	  current	  status	  of	  the	  recommendation:	  	  

Black	   Hills	   Energy	   reviewed	   the	   recommendations	   provided	   by	   Blue	   Ridge	  
Consulting	   group,	   but	   we	   have	   delayed	   preparation	   of	   a	   written	   ISR	   process	   for	  
several	  reasons:	  (1)	  The	  Company’s	  current	  work	  management	  system	  (STORMS)	  is	  
being	   replaced	   in	   the	  next	   18-‐24	  months,	   and	   that	   system	  will	   streamline	   the	   ISR	  
preparation	  process.	  (2)	  The	  ISR	  statute	  limits	  the	  filing	  of	  tracker	  applications	  to	  60	  
months	   after	   the	   Company’s	   last	   case	   filing.	   Black	   Hills	   Energy	   will	   reach	   that	  
limitation	  in	  the	  next	  year,	  so	  this	  application	  is	  the	  last	  possible	  under	  the	  rule.	  (3)	  
The	   Company	   is	   reviewing	   the	   Commission’s	   recent	   Order	   that	   authorizes	   Source	  
Gas	  to	  file	  a	  prospective	  or	  pro-‐forma	  tracker,	  which	  would	  imply	  an	  ongoing	  review	  
of	  the	  Company’s	  integrity	  plan	  and	  therefore	  a	  change	  in	  process	  for	  filings	  like	  the	  
ISR.27	  	  	  

Blue	   Ridge	   acknowledges	   that,	   with	   the	   impending	   changes,	   documenting	   the	   ISR	   process	  
going	  forward	  may	  be	  not	  be	  warranted.	  However,	  the	  documentation	  of	  the	  process	  should	  have	  
been	   in	   place	   before	   the	   preparation	   of	   this	   filing.	   The	   Company	   response	   to	   Blue	   Ridge’s	   2013	  
audit	  and	  the	  Commission	  request	  for	  information	  stated	  that	  before	  the	  next	  Pipeline	  Replacement	  
Charge	  application,	  Black	  Hills	  Energy	  would	  create	  procedures	  related	  to	  development	  of	  the	  ISR	  
Cost	  Recovery	  Charge.	  The	  Company	  failed	  to	  meet	  this	  agreed-‐upon	  recommendation.	  

Application	  Information	  

Sections	   66-‐1802(6),	   66-‐1865,	   and	   66-‐1866	   of	   Nebraska’s	   State	   Natural	   Gas	   Regulation	   Act	  
define	   eligible	   infrastructure	   replacement	   projects	   in	   respect	   to	   the	   Infrastructure	   System	  
Replacement	  Cost	  Recovery	  Charge,	  also	  known	  as	  the	  Pipeline	  Replacement	  Charge.	  Section	  III	  of	  
the	  Company’s	  application	  is	  labeled	  “Summary	  of	  Eligible	  Pipeline	  Replacement	  Charge	  Projects.”	  
In	  this	  section,	  BHE	  explains	  certain	  terminology	  and	  Company	  process	  in	  identifying	  the	  projects	  
eligible	  for	  inclusion	  in	  its	  ISR	  cost	  recovery	  application.	  The	  Company	  terms	  its	  projects	  blanket	  or	  
specific.	  Blanket	  projects	  are	  capital	  projects	   that	  occur	  daily,	   cost	   less	   than	  $10,000,	  and	  are	  not	  
tracked	   by	   individual	   project	   number.	   Specific	   projects	   are	   those	   normally	   over	   $10,000,	   with	   a	  
project	  duration	   longer	   than	   just	  a	   few	  days,	  and	  whose	  descriptions	  provide	   the	  specific	  activity	  
being	  completed.	  

Section	   III	   of	   the	   Company’s	   application	   continues	   by	   describing	   process	   and	   control	   for	  
replacement	   of	   distribution	   system	   mains.	   All	   main	   replacement	   projects	   are	   required	   to	   meet	  
safety	  codes.	  Some	  of	  these	  are	  government-‐mandated	  relocations;	  others	  are	  necessary	  due	  to	  age	  
deterioration;	  but	  all	  are	  documented	  with	  specific	  detail	  in	  BHE’s	  work	  management	  system.	  

BHE	  maintains	   documentation	   for	   validation	   of	   the	   cost	   of	   each	   project	   in	   the	   replacement	  
mains	   category.	   Project	   numbers	   for	   each	   of	   the	   specific	   projects	   are	   assigned	   by	   the	   work	  
management	   system	   as	   the	   projects	   are	   created	   and	   designed.	   The	   construction	   coordinator	  
develops	  the	  project	  description,	  which	  specifies	  the	  type	  of	  work	  being	  performed	  and	  its	  general	  
location.	  While	  work	  type	  and	  location	  are	  included	  in	  the	  descriptions,	  format	  of	  the	  descriptions	  

	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	   	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  

26	  Case	  No.	  NG-‐0074,	  Black	  Hills	  Energy’s	  response	  to	  Public	  Advocate’s	  October	  7,	  2013	  Report	  and	  to	  
Commission	  Information	  Request,	  dated	  October	  18,	  2013,	  page	  10.	  
27	  BHE’s	  response	  to	  Data	  Request	  PA-‐25a.	  
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vary	  in	  minor	  detail	  because	  the	  Company	  has	  six	  different	  construction	  coordinators	  creating	  and	  
designing	  the	  projects.	  	  	  

Policies	  and	  Procedures	  

Blue	   Ridge	   reacquainted	   itself	   with	   the	   policies,	   procedures,	   and	   process	   flow	   diagrams	  
associated	   with	   the	   various	   processes	   that	   impact	   the	   categories	   that	   feed	   into	   the	   ISR.	  
Furthermore,	  we	  reviewed	  post-‐August	  7,	  2013,	  modifications	  to	  those	  policies,	  procedures,	  and/or	  
process	  flow	  diagrams	  to	  determine	  whether	  any	  concerns	  were	  raised	  in	  connection	  to	  the	  impact	  
of	  those	  changes	  on	  the	  ISR.	  The	  policies,	  procedures,	  and	  process	  flow	  diagrams	  reviewed	  related	  
to	  the	  following	  functions:	  	  	  

1) Operating	  Standards:	  Project	  Capital	  Allocation	  Prioritization	  Model	  -‐	  Gas	  
2) Capitalization	  Policy	  
3) Plant	  Accounting	  
4) Purchasing/Procurement	  
5) Accounts	  Payable/Disbursements	  
6) Accounting/Journal	  Entries	  	  
7) Payroll	  (direct	  charged	  and	  allocated	  to	  plant)	  
8) Taxes	  (Accumulated	  Deferred	  Income	  Tax,	  Federal,	  State,	  and	  Local	  Income	  Tax)	  
9) Level	  of	  Signature	  Authority	  

As	  a	  result	  of	  our	  review,	  Blue	  Ridge	  notes	  the	  following	  regarding	  processes	  that	   impact	  the	  
ISR.	  

Project	  Capital	  Allocation	  Prioritization	  Model	  -‐	  Gas28	  

The	   Company’s	   Capital	   Allocation	   Prioritization	   Model	   is	   purposed	   to	   assist	   in	   prioritizing	  
capital	  projects	  for	  allocation	  of	   funding.	  The	  Company	  specifies	  five	  categories	  for	  capital	  project	  
grouping:	  

Type	  A:	  	   Government	  Mandated	  Relocations	  –	  Company	  projects	  that	  must	  be	  completed	  due	  
to	  conflicts	  with	  government	  projects.	  Priority:	  imperative	  and	  precedes	  funding	  of	  
any	  other	  network	  enhancements,	  expansions,	  or	  customer	  additions.	  

Type	  B:	  	   System	   Integrity–Replacements	   –	   Company	   projects	   to	   replace	   pipe	   or	   equipment	  
due	   to	   deterioration.	   (Repair	   vs.	   replacement	   decisions	   are	   made	   according	   to	   a	  
financial/replacement	  model.)	  Priority:	  ranked	  from	  1	  to	  7,	  with	  1	  as	  highest,	  based	  
on	   a	   point	   system	   along	   with	   experience-‐based	   judgment	   as	   to	   impact	   on	   public	  
relations,	  economics,	  and	  risk.	  

Type	  C:	  	   System	   (or	   Load)	   Growth	   –	   Company	   projects	   meeting	   specific	   financial	   return	  
criteria.	  	  

Type	  D:	  	   System	   Integrity–Capacity	   –	   Company	   projects	   that	   regard	   system	  
expansions/improvements	  for	  strategic	  positioning,	  uprating	  systems	  or	  equipment	  
to	   allow	   additional	   capacity,	   and	   installing	   additional	   pipe	   as	   needed	   to	   supply	  

	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	   	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  

28	  Case	  No.	  NG-‐0074	  Black	  Hills	  Energy	  Application	  dated	  August	  7,	  2013,	  Attachment	  DJN-‐4	  Project	  Capital	  
Prioritization	  Model	  -‐	  Gas	  and	  Case	  No.	  NG-‐0074.01	  Black	  Hills	  Energy	  Application	  dated	  April	  6,	  2015,	  
Attachment	  DJN	  2	  Project	  Capital	  Allocation	  Prioritization	  Model	  -‐	  Gas.	  
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existing	   customers.	   Priority:	   ranked	   from	   1	   to	   7,	   with	   1	   as	   highest,	   and	   adjusted	  
based	  on	  judgment	  related	  to	  the	  impact	  on	  public	  relations,	  economics,	  and	  risk.	  

Type	  E:	  	   Tools/Equipment/Other	   –	   Company	  projects	   that	   do	  not	  match	   criteria	   for	   any	   of	  
the	   other	   categories.	   Included	   in	   this	   group	   are	   specialty	   tools	   or	   equipment	   and	  
facility	  additions	  or	   improvements.	  Priority:	  ranked	  from	  1	  to	  7,	  with	  1	  as	  highest,	  
and	   adjusted	   based	   on	   judgment	   related	   to	   the	   impact	   on	   public	   relations,	  
economics,	  and	  risk.	  

Type	  A	  and	  C	  projects	  are	  always	  funded.	  Type	  A	  projects	  are	  required.	  Type	  C	  projects	  provide	  
financial	   return.	  Type	  B,	  D,	   and	  E	  projects	  would	  be	   judged	  and	  prioritized	  by	  state	  management	  
based	  on	  specific	  criteria	  discussed	  within	  the	  Capitalization	  Policy.	  	  

Appendix	  A	  to	  the	  Capitalization	  Policy	  discusses	  the	  justification	  of	  Type	  B	  –	  System	  Integrity	  
projects	   in	  more	   depth.	   Particularly,	   the	   Company	   provides	   a	   narrative	   of	   the	   Pipe	   Replacement	  
Plan	   and	   the	   formal	   process	   by	   which	   it	   determines	   replacement	   schedule	   prioritization.	   The	  
prioritization	   methodology	   considers	   leak	   history,	   segment	   material,	   leak	   potential,	   and	   the	  
potential	  and	  impact	  for	  hazardous	  leaks.	  	  

Although	   the	   format	   had	   been	   changed	   since	   the	   August	   2013	   review	   and	   the	   operating	  
standard	  was	  renamed	  to	  avoid	  confusion	  with	  the	  Operation	  &	  Maintenance	  Manual,	  no	  material	  
changes	   to	   the	   Project	   Capital	   Allocation	   prioritization	   Model	   –	   Gas	   have	   been	   made	   since	   the	  
August	  7,	  2013,	  filing.	  

Capitalization	  Policy29	  

The	   Company	   purpose	   for	   its	   Capitalization	   Policy	   is	   to	   outline	   the	   Company’s	   plan	   for	  
capitalizing	  property,	  plant,	  and	  equipment	  for	  financial	  reporting	  purposes,	  including	  establishing	  
capitalization	   thresholds	   for	   all	   property,	   plant,	   and	   equipment.	   By	   “property,	   plant,	   and	  
equipment,”	   the	  Company	  means	  tangible	  property	  used	  in	  a	  productive	  capacity	  that	  will	  benefit	  
the	  Company	  for	  a	  period	  exceeding	  one	  year.	  All	  assets	   that	  do	  not	  have	  a	  physical	  presence	  are	  
considered	  intangible	  assets	  and	  not	  considered	  in	  this	  policy.	  

The	  Company’s	  policy	  distinguishes	  requirements	  for	  regulated	  companies	  and	  non-‐regulated	  
companies.	   The	   Company	   capitalizes	   all	   electric,	   natural	   gas,	   generation,	   distribution,	   and	  
transmission	  units	  of	  property	  (with	  the	  exception	  of	  general	  plant	  assets)	  as	  defined	  in	  the	  Federal	  
Energy	  Regulatory	  Commission’s	  (FERC)	  system	  of	  accounts	  that	  are	  not	  acquired	  for	  resale	  and	  are	  
expected	  to	  be	  in	  service	  for	  greater	  than	  one	  year.	  The	  components	  of	  capital	  costs	  are	  defined	  in	  
the	  Electric	  Plant	  Instructions	  and	  Gas	  Plant	  Instructions	  in	  the	  Code	  of	  Federal	  Regulations	  (CFR)	  
18	  (Conservation	  of	  Power	  and	  Water	  Resources).	  	  

The	  Company	  capitalizes	  general	  plant	  assets	  that	  are	  not	  acquired	  for	  resale,	  that	  are	  expected	  
to	  be	  in	  service	  for	  greater	  than	  one	  year,	  that	  will	  remain	  intact	  as	  one	  unit	  during	  their	  useful	  life,	  
and	  whose	  cost	  (including	  applied	  overheads)	  is	  at	  least	  $2,000.	  

Allowance	   for	  Funds	  Used	  During	  Construction	   (AFUDC)	  are	  capitalized	  during	   the	  period	  of	  
construction.	   The	   Company’s	   Property	   department	   is	   responsible	   for	   calculating	   and	   recording	  
AFUDC.	  

	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	   	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  

29	  Case	  No.	  NG-‐0074	  Black	  Hills	  Energy	  Application	  dated	  August	  7,	  2013,	  Attachment	  DJN-‐3	  Capitalization	  
Policy	  and	  Response	  to	  Data	  Request	  PA-‐1,	  Attachment	  Capitalization	  Policy.	  	  



Case	  No.	  NG-‐0074.1	  
Examination	  of	  the	  2015	  Infrastructure	  System	  Replacement	  Cost	  Recovery	  Charge	  

of	  Black	  Hills/Nebraska	  Gas	  Utility,	  LLC	  d/b/a	  Black	  Hills	  Energy	  

Blue	  Ridge	  Consulting	  Services,	  Inc.	  
19	  

	  

The	   policy	   states	   that	   responsibility	   for	   compliance	   rests	   with	   all	   employees.	   However,	   the	  
Fixed	  Asset	  Accounting	  Manager	  and	  Property	  Technicians	  are	  responsible	  for	  providing	  guidance	  
on	  the	  policy	  as	  well	  as	  interpretation	  of	  guidelines	  and	  definitions.	  

The	   Capitalization	   Policy	   has	   changed	   in	   one	   aspect	   since	   the	   August	   7,	   2013,	   filing.	   The	  
Company	  changed	  the	  asset	  capitalization	  threshold	  for	  non-‐regulated	  companies	  from	  $10,000	  to	  
$5,000.	  This	  change,	  however,	  did	  not	  affect	  any	  projects	  included	  in	  the	  current	  filing.30	  

Plant	  Accounting	  	  

Blue	   Ridge	   reviewed	   the	   process	   description	   of	   the	   way	   in	   which	   capital	   projects	   were	  
identified	   and	   tracked.	   Also	   included	   in	   the	   review	   were	   the	   project	   approvals,	   how	   time	   was	  
tracked,	   costs	   and	   loading	   rates,	   and	   financial	   standards.	   Additionally,	   process	   details	   for	  
acquisition	  and	  construction	  as	  well	  as	  AFUDC	  were	  reviewed.31	  

The	  Company	  has	  not	  made	  material	  changes	  to	  this	  policy	  since	  the	  August	  7,	  2013,	  filing.32	  

Accounts	  Payable	  and	  Purchasing	  

The	  Company	  provided	  the	  process	  for	  accounts	  payable	  from	  the	  point	  invoices	  are	  received	  
and	   approved	   through	   the	   posting	   of	   payments.	   The	   process	   also	   described	   the	   details	   of	   the	  
purchasing	   process,	   reordering	   inventory,	   and	   receiving	   inventory.	   Along	   with	   the	   process	  
narrative,	  the	  Company	  provided	  a	  flowchart	  for	  the	  Accounts	  Payable	  and	  Purchase	  Material	  and	  
Supplies	  process.	  33	  

BHE	  has	  not	  materially	  modified	  these	  processes	  since	  the	  August	  7,	  2013,	  filing.34	  

Accounting/Journal	  Entries	  

Regarding	  general	   ledger	  accounting,	  the	  Company’s	  process	  involves	  month-‐end	  activities	  to	  
close	   accounting	   subsystems	   and	   post	   the	   activity	   to	   the	   general	   ledger,	   post	   adjusting	   journal	  
entries,	   reconcile	   balance	   sheet	   accounts,	   and	   prepare	   month-‐end	   financial	   statements	   and	   any	  
related	   variance	   analyses.	   The	   Company	   also	   provided	   the	   process	   detail	   regarding	   allocating	  
indirect	  costs.35	  

BHE	  has	  not	  materially	  modified	  these	  processes	  since	  the	  August	  7,	  2013,	  filing.36	  

	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	   	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  

30	  The	  Company’s	  April	  6,	  2015,	  Application	  included	  the	  old	  Capitalization	  Policy,	  dated	  June	  13,	  2013,	  rather	  
than	  the	  updated	  policy,	  effective	  January	  1,	  2015.	  Blue	  Ridge	  received	  the	  updated	  policy	  for	  review	  as	  an	  
attachment	  to	  BHE’s	  response	  to	  Data	  Request	  PA-‐1.	  	  
31	  WP	  2013	  Data	  Request	  PA-‐4	  (Attachment	  Confidential	  PA-‐4A	  Plant	  Acctg	  Policies	  	  Procedures	  -‐	  
Confidential).	  
32	  BHE’s	  response	  to	  Data	  Request	  PA-‐1.	  
33	  WP	  2013	  Data	  Request	  PA-‐4	  (Attachment	  Confidential	  PA-‐4B&C-‐1	  Accounts	  Payable	  and	  Purchase	  Material	  
-‐	  Confidential)	  and	  WP	  2013	  Data	  Request	  PA-‐4	  (Attachment	  Confidential	  PA-‐4B&C-‐2	  Accounts	  Payable	  and	  
Purchasing	  Flow	  C	  -‐	  Confidential).	  
34	  BHE’s	  response	  to	  Data	  Request	  PA-‐1.	  
35	  WP	  2013	  Data	  Request	  PA-‐4	  (Attachment	  Confidential	  PA-‐4D-‐1	  BHSC-‐	  Close	  the	  Books	  -‐	  Confidential)	  and	  
WP	  2013	  Data	  Request	  PA-‐4	  (Attachment	  Confidential	  PA-‐4D-‐2	  BH	  Utilities	  and	  BHEG	  -‐	  Close	  the	  Books	  -‐	  
Confidential).	  
36	  BHE’s	  response	  to	  Data	  Request	  PA-‐1.	  
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Payroll	  

The	   Company	   states	   that	   payroll	   is	   charged	   directly	   to	   the	   work	   order	   and	   via	   overhead	  
loadings.37	  

The	  Company	  has	  not	  materially	  modified	  the	  payroll	  policy	  and	  procedures	  since	  the	  August	  
7,	  2013,	  filing.38	  

Taxes	  

The	  Company	  provided	  copies	  of	  the	  calculation	  for	  Accumulated	  Deferred	  Income	  Tax	  (ADIT)	  
as	  well	   as	   the	   standard	  calculations	   for	   federal	   and	   state	   taxes.	  The	  document	  noted	   the	   changes	  
made	   since	   last	   reviewed	   during	   the	   2013	   audit.	   The	   changes	   were	  made	   to	   reflect	   the	   current	  
depreciation	  period.39	  	  

Level	  of	  Signature	  Authority	  

According	   to	   the	   Company,	   all	   capital	   projects	   receive	   the	   required	   level	   of	  manager	   review	  
and	  approval	  according	  to	  the	  Company’s	  Contract	  &	  Signature	  Authority	  Policy,	  known	  as	  Policy	  2.	  
This	  approval	  occurs	  before	  any	  charges	  can	  be	  authorized	  and	  applied	  to	  the	  capital	  projects’	  work	  
orders.40	  	  

Additionally,	   projects	   under	   $50,000	   are	   forwarded	   to	   the	   appropriate	   field	   operations	  
supervisor	  and	  region	  manager.	  Capital	  projects	  greater	  than	  $50,000	  but	  less	  than	  $100,000	  must	  
be	   reviewed	   and	   approved	   by	   the	   Director	   of	   Business	   Operations	   for	   Nebraska.	   Projects	   over	  
$100,000	  must	   also	   be	   approved	   by	   the	   Company’s	  Nebraska	  Vice	   President.	   Finally,	   for	   specific	  
projects	  that	  exceed	  $250,000,	  the	  Company’s	  Business	  Unit	  Leader	  must	  review	  and	  approve	  the	  
project.	  (Normally,	  fewer	  than	  five	  projects	  exceed	  the	  $250,000	  level	  on	  an	  annual	  basis.)41	  

The	   Company	   provided	   several	   specific	   documents	   associated	   with	   the	   Level	   of	   Signature	  
Authority	  for	  capital	  projects.	  These	  included	  the	  following:	  

a. Policy	  2	  Quick	  Reference	  Guide	  –	  General	  Contract	  Requirements42	  

This	  guide	  provides	  transaction	  approval	  requirements	  at	  a	  glance.	  

b. Policy	  2	  –	  Policy	  on	  Contract	  and	  Signature	  Authority	  

This	  policy	  establishes	  the	  guidelines	  and	  procedures	  that	  govern	  the	  Company’s	  financial,	  
regulatory,	   and	   contractual	   commitments.	   Specifically,	   it	   provides	   (1)	   the	   approved	  
authority	  limits	  of	  Company	  personnel	  for	  the	  approval	  of	  transactions	  and	  disbursements,	  
(2)	   guidelines	   and	  procedures	   regarding	   review	  of	   contractual	   terms	   and	   conditions,	   and	  
(3)	   signature	   authority	   requirements.	   The	   policy	   is	   detailed	   concerning	   all	   aspects	   of	  
signature	  authority	  for	  the	  needs	  of	  the	  Company.43	  

	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	   	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  

37WP	  2013	  Data	  Request	  PA-‐4A	  (BHE’s	  response	  to	  Data	  Request	  PA-‐4).	  
38	  BHE’s	  response	  to	  Data	  Request	  PA-‐1.	  
39	  BHE’s	  response	  to	  Data	  Request	  PA-‐1	  and	  Attachment	  2015	  01	  Pipeline	  Replacement	  Charge	  Taxes	  Policies	  
and	  Procedures.	  	  
40	  WP	  2013	  Data	  Request	  PA-‐3	  (BHE’s	  response	  to	  Data	  Request	  PA-‐3).	  
41	  WP	  2013	  Data	  Request	  PA-‐3	  (BHE’s	  response	  to	  Data	  Request	  PA-‐3).	  
42	  WP	  2013	  Data	  Request	  PA-‐3	  (BHE’s	  response	  to	  Data	  Request	  PA-‐3,	  Attachment	  PA-‐3A).	  
43	  WP	  2013	  Data	  Request	  PA-‐3	  (BHE’s	  response	  to	  Data	  Request	  PA-‐3,	  Attachment	  PA-‐3B).	  
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While	  certain	  items	  in	  the	  Policy	  on	  Contract	  and	  Signature	  Authority	  have	  been	  modified	  or	  
updated	   since	   the	  August	  7,	   2013,	   filing,	   none	  of	   the	   changes	   affect	   the	  project	   approvals	  
included	  in	  the	  Company’s	  current	  filing.44	  

c. Business	  Unit	  Leaders45	  

This	  document	  lists	  current	  Business	  Unit	  officers	  and	  their	  titles.	  

d. Routine	  Service	  and	  Construction	  Contracting	  Policy46	  

This	   policy	   provides	   guidelines	   and	   procedures	   governing	   the	   administration	   of	   routine	  
small	  dollar	  contractual	  arrangements	  for	  construction	  and	  other	  certain	  services.	  

e. Routine	  Service	  and	  Construction	  Contracting	  Policy	  Quick	  Reference	  Guide47	  

This	  guide	  provides	  contract	  requirements	  at	  a	  glance.	  

f. Project	  Approval	  Form48	  

This	  document	  is	  a	  template	  example	  of	  a	  form	  used	  to	  approve	  capital	  projects.	  

g. Policy	  2	  Quick	  Reference	  Guide	  –	  General	  Contract	  Requirements49	  

This	  guide	  is	  identical	  to	  the	  guide	  provided	  in	  item	  a	  above.	  

h. Field	  Service	  Agreement50	  

This	   document	   is	   a	   template	   for	   a	   field	   service	   agreement	   between	   the	   Company	   and	   a	  
contractor.	  

i. Contract	  Approval	  Form51	  

These	   two	   forms	   provide	   detailed	   information	   on	   contracts	   for	   legal,	   risk,	   and	   other	  
business	  purposes.	  

j. Policy	  2	  Quick	  Reference	  Guide	  –	  Change	  Orders	  and	  Amendments52	  

This	  guide	  provides	  change	  order	  requirements	  at	  a	  glance.	  

k. General	  Safety	  Rules53	  

This	  document	  provides	  general	  safety	  rules	  for	  all	  employees.	  

l. Safety	  Procedure	  -‐	  Excavations54	  

This	   procedure	   covers	  minimum	   requirements	   for	   excavations	   to	   protect	   personnel	   from	  
exposure	  to	  possible	  cave-‐ins,	  falling	  materials,	  or	  collapse	  of	  structures.	  

	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	   	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  

44	  BHE’s	  response	  to	  Data	  Request	  PA-‐1	  and	  PA-‐1,	  Attachment	  Revision	  History	  Policy	  2.	  
45	  WP	  2013	  Data	  Request	  PA-‐3	  (BHE’s	  response	  to	  Data	  Request	  PA-‐3,	  Attachment	  PA-‐3C).	  
46	  WP	  2013	  Data	  Request	  PA-‐3	  (BHE’s	  response	  to	  Data	  Request	  PA-‐3,	  Attachment	  PA-‐3D).	  
47	  WP	  2013	  Data	  Request	  PA-‐3	  (BHE’s	  response	  to	  Data	  Request	  PA-‐3,	  Attachment	  PA-‐3E).	  
48	  WP	  2013	  Data	  Request	  PA-‐3	  (BHE’s	  response	  to	  Data	  Request	  PA-‐3,	  Attachment	  PA-‐3F).	  
49	  WP	  2013	  Data	  Request	  PA-‐3	  (BHE’s	  response	  to	  Data	  Request	  PA-‐3,	  Attachment	  PA-‐3G).	  
50	  WP	  2013	  Data	  Request	  PA-‐3	  (BHE’s	  response	  Audit	  Data	  Request	  PA-‐3,	  Attachment	  PA-‐3H).	  
51	  WP	  2013	  Data	  Request	  PA-‐3	  (BHE’s	  response	  to	  Data	  Request	  PA-‐3,	  Attachment	  PA-‐3I).	  
52	  WP	  2013	  Data	  Request	  PA-‐3	  (BHE’s	  response	  Data	  Request	  PA-‐3,	  Attachment	  PA-‐3J).	  
53	  WP	  2013	  Data	  Request	  PA-‐3	  (BHE’s	  response	  to	  Data	  Request	  PA-‐3,	  Attachment	  PA-‐3K).	  
54	  WP	  2013	  Data	  Request	  PA-‐3	  (BHE’s	  response	  to	  Data	  Request	  PA-‐3,	  Attachment	  PA-‐3L).	  
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Conclusion	  

Blue	  Ridge	  was	  able	  to	  obtain	  an	  understanding	  of	  the	  Company’s	  processes	  and	  controls	  that	  
impact	  the	  ISR	  process	  and	  its	  cost	  recovery	  charge.	  Although	  disappointed	  that	  the	  Company	  failed	  
to	  implement	  the	  agreed-‐to	  recommendation	  to	  document	  its	  ISR	  process,	  we	  are	  satisfied	  with	  the	  
Company’s	   documented	   guidelines.	   Blue	   Ridge	   concluded	   that	   the	   Company’s	   processes	   and	  
controls	  were	  adequate	  and	  not	  unreasonable.	  	  

2)	  REQUIRED	  INFORMATION	  	  

2)	  Does	  the	  application	  provide	  the	  specific	  project	  information	  required	  by	  Nebraska	  statute?	  

This	  task	  evaluated	  whether	  the	  Company’s	  application	  provides	  the	  information	  required	  by	  
the	  Act	  for	  each	  of	  the	  projects	  that	  the	  Company	  is	  seeking	  recovery.	  	  	  

The	  Act	  requires	  that	  an	  application	  must	  include	  the	  following:	  (a)	  list	  of	  eligible	  projects,	  (b)	  
a	  description	  of	  the	  projects,	  (c)	  the	  location	  of	  the	  projects,	  (d)	  the	  purpose	  of	  the	  projects,	  (e)	  the	  
dates	  construction	  began	  and	  ended,	  (f)	  the	  total	  expenses	  for	  each	  project	  at	  completion,	  and	  (g)	  
the	  extent	  to	  which	  such	  expenses	  are	  eligible	  for	  inclusion	  in	  the	  calculation	  of	  the	  infrastructure	  
system	  replacement	  cost	  recovery	  charge.55	  	  

Blue	  Ridge	  found	  that	  the	  Company’s	  application	  and	  supporting	  exhibits	  provided	  most	  of	  the	  
information	   required	  within	   the	  Act	   for	   the	  projects	   for	  which	   the	  Company	   is	   seeking	   recovery.	  
However,	   the	  dates	   that	  construction	  began	   for	  each	  project	  were	  not	  provided	   in	   the	  Company’s	  
initial	   application.	   Blue	   Ridge	   obtained	   the	   dates	   construction	   began	   through	   discovery.56	  Blue	  
Ridge	   recommends	   that	   the	   Company	   verify	   in	   any	   future	   filing	   that	   all	   required	   information	   is	  
included.	  

Details	   of	   the	   projects	   along	   with	   eligibility	   requirements	   are	   provided	   in	   the	   Eligibility	   of	  
Projects	  section	  of	  this	  report.	  

3)	  ELIGIBILITY	  OF	  PROJECTS	  

3)	  Are	  the	  infrastructure	  system	  replacement	  projects	  eligible	  for	  recovery?	  

For	  this	  task,	  Blue	  Ridge	  evaluated	  the	  projects	  that	  Black	  Hills	  Energy	  has	  included	  within	  its	  
application	  to	  determine	  whether	  the	  projects	  are	  eligible	  for	  recovery	  under	  the	  Act.	  	  

The	   Act	   states	   that	   eligible	   infrastructure	   system	   replacement	   refers	   to	   jurisdictional	   utility	  
plant	   projects	   that	   (a)	   do	   not	   increase	   revenue	   by	   directly	   connecting	   the	   infrastructure	   system	  
replacement	  to	  new	  customers;	  (b)	  are	   in	  service	  and	  used	  and	  required	  to	  be	  used;	  (c)	  were	  not	  
included	  in	  the	  jurisdictional	  utility’s	  rate	  base	  in	  its	  most	  recent	  general	  rate	  proceedings;	  and	  (d)	  
may	  enhance	  the	  capacity	  of	  the	  system	  but	  are	  eligible	  for	  infrastructure	  system	  replacement	  cost	  
recovery	   only	   to	   the	   extent	   the	   jurisdictional	   utility	   plant	   project	   constitutes	   a	   replacement	   of	  
existing	  infrastructure.57	  

	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	   	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  

55	  Nebraska	  State	  Natural	  Gas	  Regulation	  Act	  §	  66-‐1866(2).	  
56	  BHE’s	  response	  to	  Data	  Request	  PA-‐27.	  	  
57	  Nebraska	  State	  Natural	  Gas	  Regulation	  Act	  §	  66-‐1802	  Terms,	  defined	  (6)(a)	  through	  (d).	  
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The	  Act	   further	  defines	   jurisdictional	   utility	  plant	   as	   follows:	   (a)	  mains,	   valves,	   service	   lines,	  
regulator	  stations,	  vaults,	  and	  other	  pipeline	  system	  components	  installed	  to	  comply	  with	  state	  or	  
federal	   safety	   requirements	   as	   replacements	   for	   existing	   facilities;	   (b)	   main	   relining	   projects,	  
service	  line	  insertion	  projects,	  joint	  encapsulation	  projects,	  and	  other	  similar	  projects	  extending	  the	  
useful	   life	   or	   enhancing	   the	   integrity	   of	   pipeline	   system	   components	   undertaken	   to	   comply	  with	  
state	   or	   federal	   safety	   requirements:	   and	   (c)	   facility	   relocations	   required	   due	   to	   construction	   or	  
improvement	   of	   a	   highway,	   road,	   street,	   public	  way,	   or	   other	   public	  work	  by	   or	   on	   behalf	   of	   the	  
United	  States,	  this	  state,	  a	  political	  subdivision	  of	  this	  state,	  or	  another	  entity	  having	  the	  power	  of	  
eminent	   domain,	   if	   the	   costs	   related	   to	   such	   relocations	   have	   not	   been	   reimbursed	   to	   the	  
jurisdictional	  utility.58	  

Black	   Hills	   Energy’s	   Application	   included	   a	   list	   and	   general	   description	   of	   the	   396	  
infrastructure	  replacement	  projects	  for	  which	  it	  is	  seeking	  recovery.	  The	  list	  includes	  240	  Specific	  
projects	  and	  156	  Blanket	  projects.59	  The	  Company	  explained	   the	  distinction	  between	  Blanket	  and	  
Specific	  projects:	  

Under	  Black	  Hills	  Energy’s	  organization,	   ‘Blanket’	  projects	  are	  capital	  projects	  
that	   will	   (i)	   occur	   daily,	   (ii)	   cost	   less	   than	   $10,000,	   and	   (iii)	   are	   not	   tracked	   by	  
individual	  project	  number.	  The	  ‘Blanket’	  code	  identifies	  the	  expenditure	  as	  a	  service	  
line,	  main	  replacement,	  or	  meter	  set	  replacement,	  and	  it	  classifies	  the	  expense	  as	  a	  
replacement,	   retirement,	   or	   new	  project.	   After	   a	   project	   included	  under	   a	  Blanket	  
project	   code	   is	   completed,	   the	   infrastructure	   project	   is	   identified	   in	   Black	   Hills	  
Energy’s	  accounting	  system,	  and	  then	  the	  actual	  cost	  is	  recorded	  on	  the	  Company’s	  
books	  and	  records.	  

“Specific”	  projects	  normally	   cost	  over	  $10,000,	  have	  a	  project	  duration	   that	   is	  
longer	  than	  a	  few	  days,	  and	  the	  project	  description	  describes	  the	  type	  of	  work	  being	  
completed.	  Specific	  projects	  usually	  include	  replacing	  large	  sections	  of	  deteriorating	  
gas	  main,	  rebuilding	  district	  regulator	  stations,	  updating	  obsolete	  odorizer	  systems,	  
or	   relocating	  mains	   for	   street	   improvement	  projects.	  After	   the	   “Specific”	  project	   is	  
closed,	  the	  actual	  cost	  is	  recorded	  on	  Black	  Hills	  Energy’s	  books	  and	  records.60	  

The	   total	   cost	   of	   these	   projects	   less	   the	   associated	   retirements	   included	   in	   the	   Company’s	  
application	   is	   $12,868,916	   ($12,868,886	   for	   the	   jurisdiction).	   The	   Company’s	   Application	   stated	  
that	  the	  individual	  projects	  are	  too	  numerous	  to	  provide	  extensive	  narrative	  detail.	  However,	  Black	  
Hills	  Energy	  provided	  a	  description	  of	  the	  purpose,	  level,	  and	  type	  of	  costs	  included	  in	  the	  projects	  
presented	  in	  its	  Application.	  

1) Replacement	  of	  Distribution	  System	  “Mains”	  

Gas	  main	   replacements	   contain	   a	   variety	   of	   individual	   projects	   related	   to	   the	   integrity	   of	  
Black	   Hills	   Energy’s	   natural	   gas	   distribution	   system.	   All	   Black	   Hills	   Energy’s	   main	  
replacement	   projects	   are	   required	   to	   meet	   safety	   codes.	   Main	   replacement	   projects	   also	  
include	   “government	   mandated	   relocations”	   to	   accommodate	   for	   road,	   sewer,	   and	   water	  
infrastructure	  projects.	  Older	  mains	  are	  replaced	  due	  to	  deterioration	  due	  to	  age.	  All	  main	  

	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	   	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  

58	  Nebraska	  State	  Natural	  Gas	  Regulation	  Act	  §	  66-‐1802	  Terms,	  defined	  (14)(a)	  through	  (c).	  
59	  Case	  No.	  NG-‐0074.01,	  Black	  Hills	  Energy	  Application	  dated	  April	  6,	  2015,	  page	  7.	  
60	  Case	  No.	  NG-‐0074.01,	  Black	  Hills	  Energy	  Application	  dated	  April	  6,	  2015,	  page	  7.	  
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replacement	   projects	   are	   documented	   with	   specific	   detail	   in	   Black	   Hills	   Energy’s	   work	  
management	  system.61	  

There	  are	  210	  specific	  replacement	  main	  projects	  totaling	  $8,158,679	  and	  58	  blanket	  work	  
orders	  totaling	  $789,407.62	  	  

2) Replacement	  Mains	  –	  Operating	  Components	  

During	  the	  replacement	  of	  cast	   iron	  and	  bare	  steel	  mains,	  control	  valves	  were	  replaced	  to	  
minimize	   the	   loss	   of	   gas	   pressure	   provided	   to	   customers	   during	   an	   emergency	   situation.	  
These	  control	  valves	  assist	  gas	  company	  personnel	  to	  isolate	  problem	  areas,	  which	  reduces	  
the	   time	   customers	   are	   without	   gas	   service.	   Operable	   control	   valves	   are	   an	   essential	  
component	  in	  the	  safe	  delivery	  of	  service	  to	  our	  customers.63	  	  

Replacement	  mains	  –	  operating	  components	  projects	  costs	  are	  included	  in	  the	  replacement	  
of	  distribution	  systems	  “mains”	  in	  the	  previous	  project	  description.64	  

3) District	  Regulator	  Stations/Odorizers	  	  

District	  Regulator	  Stations	  
A	  district	  regulator	  station	  is	  a	  secondary	  regulating	  facility	  located	  downstream	  of	  a	  town	  
border	  station	  on	  gas	  distribution	  systems	  where	  pressures	  are	  regulated	  by	  jurisdictional	  
agencies	  and/or	   system	  operating	   requirements	   to	  balance	  gas	   supply	  pressure	   such	   that	  
every	  customer's	  demand	  is	  met.	  The	  components	  that	  make-‐up	  a	  District	  Regulator	  Station	  
requires	  replacement	  when	  those	  components	  become	  obsolete,	   inoperable,	  or	  unreliable.	  
Each	  year,	  Black	  Hills	  Energy’s	  Field	  Measurement	  Technicians	  conduct	   inspections	  of	   the	  
equipment	   and	   document	   their	   findings.	   District	   Regulator	   Stations	   that	   fail	   to	   pass	   the	  
compliance	   standards	   are	   noted	   for	   repair	   and	   replacement	   during	   the	   next	   construction	  
cycle.	  The	  District	  Regulator	  Stations	  that	  were	  upgraded	  or	  replaced	  during	  this	  timeframe	  
were	  determined	  to	  qualify	  for	  repair	  or	  replacement.	  

The	  total	  amount	  invested	  to	  replace	  district	  regulator	  stations	  is	  $469,187.65	  

Odorizers	  	  
Natural	  gas	   is	  an	  odorless,	  colorless	  gas	   that	   is	   lighter	   than	  air.	  Mercaptan	   is	  added	  to	   the	  
natural	  gas	  system	  to	  provide	  it	  with	  an	  odor	  that	  is	  readily	  detectable	  by	  a	  person	  with	  a	  
normal	   sense	   of	   smell.	  Odorizers	   provide	   the	   operators	   the	   tools	   to	   introduce	   the	  proper	  
odorant	   levels	   into	   the	   flow	   of	   gas.	   Odorizers	   become	   obsolete	   and	   unreliable	   over	   time.	  
Similar	   to	   the	   district	   regulator	   stations,	   odorizers	   that	   fail	   to	   introduce	   and	  maintain	   an	  
acceptable	   concentration	   of	   odorant	   in	   the	   gas	   stream	  must	   be	   repaired	   or	   replaced.	   The	  
cost	  of	  repair	  or	  replacement	  for	  odorizer	  equipment	  included	  in	  this	  Pipeline	  Replacement	  
Charge	  Application	  met	  the	  conditions	  described	  above.	  

The	  total	  amount	  invested	  to	  replace	  odorizers	  is	  $148,091.66	  

The	  total	  cost	  of	  district	  regulatory	  stations	  and	  odorizers	  is	  $617,306	  in	  30	  work	  orders.67	  

	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	   	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  

61	  Case	  No.	  NG-‐0074.01,	  Black	  Hills	  Energy	  Application	  dated	  April	  6,	  2015,	  page	  8.	  
62	  BHE’s	  response	  to	  Data	  Request	  PA-‐10.	  
63	  Case	  No.	  NG-‐0074.01,	  Black	  Hills	  Energy	  Application	  dated	  April	  6,	  2015,	  page	  11.	  
64	  BHE’s	  response	  to	  Data	  Request	  PA-‐10.	  
65	  Case	  No.	  NG-‐0074.01,	  Black	  Hills	  Energy	  Application	  dated	  April	  6,	  2015,	  page	  11.	  
66	  Case	  No.	  NG-‐0074.01,	  Black	  Hills	  Energy	  Application	  dated	  April	  6,	  2015,	  pages	  11-‐12.	  
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4) Replacement	  of	  Service	  Lines	  	  

Service	   lines	   are	   the	   natural	   gas	   pipeline	   connecting	   Black	   Hills	   Energy’s	   distribution	  
system	  Mains	  to	  customer’s	  premise.	  These	  lines	  are	  owned	  by	  Black	  Hills	  Energy	  and	  link	  
up	  customers	  located	  near	  Black	  Hills	  Energy’s	  distribution	  Mains.	  	  

Service	  line	  replacements	  are	  made	  when	  a	  service	  line	  fails	  due	  to	  a	  variety	  of	  factors.	  For	  
example,	   a	   service	   line	   may	   need	   to	   be	   repaired	   or	   replaced	   due	   to	   the	   following	  
circumstances:	  age	  or	  type	  of	  material,	   inactivity,	  or	  relocated	  due	  to	  a	  road,	  water,	  sewer	  
project.	  	  

The	   majority	   of	   service	   line	   replacements	   since	   the	   2013	   Pipeline	   Replacement	   Charge	  
Application	   have	   been	   associated	   with	   cast	   iron	   and	   bare	   steel	   replacement	   projects.	   As	  
“older”	  mains	  are	  replaced,	  service	  lines	  are	  evaluated	  in	  a	  similar	  manner	  for	  replacement	  
during	  the	  “main”	  construction	  project	  to	  minimize	  interruption	  to	  our	  customers.	  	  

The	   service	   lines	   replaced	   since	   Black	   Hills	   Energy’s	   last	   Pipeline	   Replacement	   Charge	   is	  
1,704.	  The	  total	  amount	  invested	  is	  $3,774,160,68	  included	  in	  91	  blanket	  work	  orders.69	  

5) Residential/Commercial	  Meter	  Set	  Replacements	  	  

The	   meter	   set	   is	   an	   integral	   component	   of	   the	   distribution	   system	   to	   ensure	   customers	  
receive	   the	   proper	   pressures	   with	   accurate	   measurement.	   Service	   regulators	   are	  
components	   attached	   to	   a	   service	   line	   that	   control	   the	   pressure	   of	   gas	   from	   a	   higher	  
pressure	  to	  the	  proper	  operating	  pressure	  required	  for	  the	  gas	  utilization	  equipment	  of	  our	  
customers.	  Meter	  sets	  are	  evaluated	  for	  replacement	  during	  each	  of	  our	  main	  replacement	  
projects	   to	   determine	   its	   service	   life,	   leak	   history,	   age	   of	   equipment,	   and	   other	   safety	  
factors.	  These	  expenses	  represent	  the	  costs	  associated	  with	  providing	  the	  proper	  regulation	  
equipment	  for	  our	  residential	  and	  small	  commercial	  customers.70	  

The	  total	  amount	  invested	  to	  replace	  odorizers	  is	  $1,088,061,71	  included	  in	  68	  blanket	  work	  
orders.72	  	  

Total	  capital	  additions	  equal	  $14,427,612	  before	  retirements.73	  

Work	  Order	  Detail	  Testing	  

Black	  Hills	  Energy	   application	   requested	   recovery	  of	   396	   eligible	   infrastructure	   replacement	  
projects.	  The	   list	   includes	  240	  Specific	  projects	  and	  156	  Blanket	  projects.74	  The	  project	  work	  was	  
driven	  by	  2,197	  individual	  work	  orders.	  Blue	  Ridge	  selected	  33	  projects	  (29	  Specific	  projects	  and	  4	  
Blanket	  projects)	  incorporating	  33	  individual	  work	  orders	  for	  detailed	  compliance	  testing	  using	  the	  
probability-‐proportional-‐to-‐size	  (PPS)	  sampling	  technique	  and	  professional	   judgment.	  The	  sample	  

	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	   	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	   	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	   	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	   	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	   	  

67	  BHE’s	  response	  to	  Data	  Request	  PA-‐10.	  
68	  Case	  No.	  NG-‐0074.01,	  Black	  Hills	  Energy	  Application	  dated	  April	  6,	  2015,	  page	  12.	  
69	  BHE’s	  response	  to	  Data	  Request	  PA-‐10.	  
69	  Case	  No.	  NG-‐0074.01,	  Black	  Hills	  Energy	  Application	  dated	  April	  6,	  2015,	  page	  13.	  
71	  BHE’s	  response	  to	  Data	  Request	  PA-‐10.	  
72	  BHE’s	  response	  to	  Data	  Request	  PA-‐10.	  
73	  Case	  No.	  NG-‐0074.01,	  Black	  Hills	  Energy	  Application	  dated	  April	  6,	  2015,	  page	  11	  and	  Exhibit	  C,	  Schedule	  
3.1.	  
74	  Case	  No.	  NG-‐0074.01,	  Black	  Hills	  Energy	  Application	  dated	  April	  6,	  2015,	  page	  7.	  	  
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represents	  $3,705,257,	  or	  29%,	  of	   the	   total	  utility	  plant	   in	  service	   included	  within	   the	  Company’s	  
application.75	  

The	   purpose	   of	   work	   order	   testing	   is	   to	   determine	   whether	   the	   infrastructure	   system	  
replacement	   projects	   are	   indeed	   eligible	   for	   recovery,	   the	   project	   costs	   are	   reasonable,	   and	   the	  
Company	  is	  following	  its	  policies	  and	  procedures.	  During	  testing,	  Blue	  Ridge	  reviewed,	  among	  other	  
things,	  project	  descriptions,	  project	  cost	  and	  retirement	  information,	  including	  cost	  of	  removal	  and	  
salvage	  as	  applicable,	  FERC	  accounting,	  and	  asset	  descriptions	  and	  transfer	  dates	  from	  Construction	  
Work	  in	  Progress	  (CWIP)	  to	  Completed	  Construction	  Not	  Classified	  (CCNC)	  and/or	  to	  Utility	  Plant	  
in	  Service	  (UPIS).	  The	  detailed	  assets	  that	  were	  retired	  and	  replaced	  were	  reviewed	  to	  determine	  
whether	  like	  assets	  were	  replaced.	  	  

Specific	  transactional	  testing	  criteria	  were	  established	  to	  validate	  the	  eligibility	  of	  the	  projects	  
and	   their	   associated	   costs.	   The	   following	   is	   a	   list	   of	   the	   criteria	   and	   Blue	   Ridge’s	   observations,	  
findings,	  and	  conclusions	  for	  each.	  

T1A:	  	   Does	  the	  individual	  project	  comply	  with	  the	  following	  definition	  of	  an	  eligible	  project	  based	  on	  
the	  state	  of	  Nebraska	  law:	  Does	  not	  increase	  revenue	  by	  directly	  connecting	  the	  infrastructure	  
system	  replacement	  to	  new	  customer?76	  

The	   Company	   stated,	   “Black	  Hills	   Energy’s	   application	  was	   prepared	  with	   the	   purpose	   of	  
removing	  capital	  expenditure	  projects	  that	  are	  related	  to	  ‘growth’	  projects.”77	  The	  Company	  
confirmed	  during	  testing	  that	  the	  sample	  project	  list	  did	  not	  include	  projects	  that	  increase	  
revenue	  by	  directly	  connecting	  the	  infrastructure	  system	  replacement	  to	  new	  customers.78	  
In	   addition,	   Blue	   Ridge	   found	   no	   instances	   indicating	   the	   work	   would	   add	   additional	  
customers.79	  	  

T1B:	   Does	  the	  individual	  project	  comply	  with	  the	  following	  definition	  of	  an	  eligible	  project	  based	  on	  
the	  state	  of	  Nebraska	  law:	  In	  service,	  used,	  and	  useful?80	  	  

Blue	   Ridge	   found	   the	   sampled	   work	   orders	   were	   in-‐service	   and	   used	   and	   useful	   to	   the	  
ratepayer	  within	  the	  period	  January	  1,	  2014,	  through	  January	  31,	  2015.81	  	  

T1C:	   Does	  the	  individual	  project	  comply	  with	  the	  following	  definition	  of	  an	  eligible	  project	  based	  on	  
the	  state	  of	  Nebraska	  law:	  Was	  not	  included	  in	  the	  jurisdictional	  utility's	  rate	  base	  in	  the	  most	  
recent	  general	  rate	  proceeding?82	  (Blue	  Ridge	  extended	  this	  testing	  step	  to	  also	  ensure	  that	  the	  
projects	  within	  this	  application	  were	  not	  included	  in	  the	  last	  ISR	  approved	  by	  the	  Commission.)	  	  

In	   the	   Company’s	   last	   base	   rate	   case	   the	   Commission	   allowed	   $3,512,198	   of	   construction	  
work	   in	   progress	   (CWIP)	   to	   be	   included	   in	   rate	   base.83	  In	   the	   prior	   ISR	   audit,	   Blue	   Ridge	  
requested	   the	   Company	   provide	   a	   narrative	   describing	   the	   process	   used	   to	   ensure	   that	  

	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	   	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  

75	  WP	  BHE	  2015	  Sample	  Size	  Calculation	  and	  Selection.	  	  
76	  Nebraska	  State	  Natural	  Gas	  Regulation	  Act	  §	  66-‐1802	  Terms,	  defined	  (6)(a)	  through	  (d).	  
77	  Case	  No.	  NG-‐0074.01,	  Black	  Hills	  Energy	  Application	  dated	  April	  6,	  2015,	  Exhibit	  D,	  Direct	  Testimony	  of	  
Don	  Nordell,	  page	  5,	  lines	  14-‐15.	  
78	  BHE’s	  response	  to	  Data	  Request	  PA-‐3.	  	  
79	  WP	  2015	  BHE	  ISR	  Work	  Order	  Testing	  Matrix.	  
80	  Nebraska	  State	  Natural	  Gas	  Regulation	  Act	  §	  66-‐1802	  Terms,	  defined	  (6)(a)	  through	  (d).	  
81	  WP	  2015	  BHE	  ISR	  Work	  Order	  Testing	  Matrix.	  
82	  Nebraska	  State	  Natural	  Gas	  Regulation	  Act	  §	  66-‐1802	  Terms,	  defined	  (6)(a)	  through	  (d).	  
83	  Case	  No.	  NG-‐0061,	  Order	  entered	  August	  17,	  2010,	  page	  8.	  
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these	   work-‐in-‐progress	   projects	   that	   have	   already	   been	   included	   in	   rate	   base	   are	   not	  
included	  within	   the	   ISR.	  During	   the	  development	  of	   the	  narrative,	   the	  Company	   identified	  
several	   projects	   that	   were	   subsequently	   removed	   from	   the	   prior	   pipeline	   replacement	  
charge	  calculations.	  The	  Company	  stated	  and	  Blue	  Ridge	  confirmed	  that	  projects	  reviewed	  
were	   not	   included	   in	   the	   rate	   base	   calculation	   of	   the	  most	   recent	   general	   rate	   case	   (NG-‐
0061).84	  	  

The	  Company	  stated	  that	  all	  but	  one	  project	  on	  the	  sample	  list	  were	  not	  included	  in	  the	  last	  
Pipeline	  Replacement	  Charge	  Application.	  The	  cost	  associated	  with	  Work	  Order	  #10046536	  
was	   included	   in	   this	   filing	  with	   a	   negative	   adjustment	   to	   the	  previous	   claimed	   amount	   of	  
$77,469	   in	   the	   last	   ISR.	  The	  negative	  amount	  was	  a	   credit	   adjustment.85	  Blue	  Ridge	   found	  
the	   adjustment	   to	  be	   reasonable.	  Blue	  Ridge	   reviewed	  and	   found	   that	   all	   remaining	  work	  
orders	  in	  the	  sample	  were	  not	  included	  in	  the	  last	  ISR	  approved	  by	  the	  Commission.86	  

T1D:	  	   Does	  the	  individual	  project	  comply	  with	  the	  following	  definition	  of	  an	  eligible	  project	  based	  on	  
the	   state	   of	   Nebraska	   law:	   May	   enhance	   the	   capacity	   of	   the	   system	   but	   is	   eligible	   for	  
infrastructure	   system	   replacement	   cost	   recovery	   only	   to	   the	   extent	   the	   jurisdictional	   utility	  
plant	  project	  constitutes	  a	  replacement	  of	  existing	  infrastructure?87	  	  	  	  

Blue	   Ridge	   tested	   for	   replacements	   by	   reviewing	   whether	   the	   projects	   had	   associated	  
retirement	  amounts	  for	  the	  original	  assets.	  There	  were	  two	  projects	  in	  the	  sample	  that	  did	  
not	  have	  retirements	  costs	  recorded.	  

• Work	   Order	   	   #60022305:	   Lincoln	   NE	   roadway	   improvement	   project	   on	   NW	   48th	  
Street	   and	  West	  Adams	   St.	   100	   feet	   of	   6”	  Gas	  main	   lowered	   in	  place.	   The	   existing	  
assets	  were	   lowered	   in	   place	   and	   not	   retired	   in	   this	   highway	   relocation	   project.88	  
The	  Company’s	  explanation	  is	  reasonable.	  	  

• Work	   Order	   #60021436:	   government	   mandated	   relocation	   in	   Lincoln,	   NE,	   major	  
roadway	   project	   on	   Old	   Cheney	   Road	   between	   70th	   and	   84th	   Streets.	   Removed	  
station	   located	  in	  public	  right-‐of-‐way.	  The	  Company	  did	  not	  record	  any	  retirement	  
costs,	   but	   did	   clarify	   that	   there	  were	   some	   retirements	  mainly	  with	   the	   inlet	   and	  
outlet	   piping	   that	   connected	   to	   the	   removed	   gas	   regulating	   station.89	  Blue	   Ridge	  
found	  that	  the	  Company’s	  explanation	  is	  reasonable.	  	  

The	  remaining	  work	  orders	  had	  associated	  retirements	  and	  represented	  a	  replacement	  of	  
an	  existing	  infrastructure.90	  

T2:	   Does	   the	  project	  qualify	  as	   jurisdictional	  utility	  plant	  based	  on	  one	  or	  more	  of	   the	   following	  
Nebraska	  definitions?	  
a. Mains,	  valves,	  service	  lines,	  regulator	  stations	  vaults	  and	  other	  pipeline	  system	  components	  

installed	  to	  comply	  with	  state	  and	  federal	  safety	  requirements	  as	  replacements	  for	  existing	  
facilities	  

	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	   	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  

84	  BHE’s	  response	  to	  Data	  Request	  PA-‐4	  and	  WP	  2015	  BHE	  ISR	  Work	  Order	  Testing	  Matrix.xlsx.	  
85	  BHE’s	  response	  to	  Data	  Request	  PA-‐5.	  	  
86	  WP	  2015	  BHE	  ISR	  Work	  Order	  Testing	  Matrix.	  
87	  Nebraska	  State	  Natural	  Gas	  Regulation	  Act	  §	  66-‐1802	  Terms,	  defined	  (6)(a)	  through	  (d).	  
88	  BHE’s	  response	  to	  Data	  Request	  PA-‐2,	  Attachment	  Nebraska	  Data	  Request	  -‐	  2015-‐1a.xlsx	  
89	  BHE’s	  response	  to	  Data	  Request	  PA-‐20.	  
90	  WP	  2015	  BHE	  ISR	  Work	  Order	  Testing	  Matrix.	  
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b. Main	   relining	   projects,	   service	   line	   insertion	   projects,	   joint	   encapsulation	   projects	   and	  
other	   similar	   projects	   extending	   the	   useful	   life	   or	   enhancing	   the	   integrity	   of	   pipeline	  
system	  components	  undertaken	  to	  comply	  with	  state	  and	  federal	  safety	  requirements	  

c. Facility	   relocations	   required	   due	   to	   construction	   or	   improvement	   of	   a	   highway,	   road,	  
street,	  public	  way	  or	  other	  public	  work	  by	  or	  on	  behalf	  of	   the	  United	  States,	   this	   state,	  a	  
political	  subdivision	  of	  this	  state	  or	  another	  entity	  having	  the	  power	  of	  eminent	  domain,	  if	  
the	   costs	   related	   to	   such	   relocations	   have	   not	   been	   reimbursed	   to	   the	   jurisdictional	  
facility91	  

During	  the	  preparation	  of	  data	  responses,	  the	  Company	  identified	  a	  project	  that	  would	  not	  
qualify	  under	  the	  current	  definition	  of	  eligible	  infrastructure	  system	  replacements.	  	  

• Work	  Order	  #60020495:	  GRM	  GRETNA-‐Nebraska	  Crossing.	  Developer	  demolished	  
old	  Nebraska	  Crossings	  near	  Gretna	  with	  a	  net	  cost	  of	  $64,075.70.	  This	  project	  will	  
be	  excluded	  from	  the	  calculation	  of	  the	  ISR.92	  	  

Blue	   Ridge	   found	   that	   all	  work	   orders	   sampled,	   except	   as	   noted	   above,	   properly	  met	   the	  
criterion	  for	  inclusion	  as	  jurisdictional	  utility	  plant	  in	  service.93	  

T3:	   If	   the	   work	   order	   is	   specific,	   (not	   a	   blanket)	   does	   the	   work	   order	   package	   contain	   project	  
justification?	  

Blue	   Ridge	   reviewed	   the	   project	   justification	   detail	   that	   supports	   the	   inclusion	   of	   each	  
project	  in	  plant	  in	  service.	  Of	  the	  Specific	  work	  orders	  tested,	  Blue	  Ridge	  found	  that	  all	  the	  
work	  orders	  have	  appropriate	  project	  justification.94	  

T4A:	   Did	  the	  cost	  detail	  support	  the	  work	  order	  charge	  and	  were	  the	  categories	  of	  cost	  reasonable?	  	  

Blue	  Ridge	   found	  that	   the	  cost	  detail95	  for	  all	  of	   the	  sampled	  Specific	  work	  orders	  support	  
the	  work	  order	  charge	  and	  the	  categories	  of	  costs	  were	  reasonable	  for	  each	  project.	  

T4B:	   Were	  the	  project	  costs	  within	  the	  approved	  budget?	  

Blue	  Ridge	  reviewed	  the	  cost	  detail	  for	  additions,	  retirements,	  and	  cost	  of	  removal	  from	  the	  
Company’s	  extracts	  from	  the	  PowerPlant	  system	  that	  support	  the	  work	  orders.	  Blue	  Ridge	  
also	  reviewed	  variances	  of	  actual	  costs	  versus	  budgeted	  costs.	  	  

Blue	  Ridge	  found	  that	  24%	  of	  the	  projects	  tested	  were	  over	  budget.	  During	  the	  2013	  review,	  
54%	  of	  the	  work	  orders	  sampled	  were	  over	  budget.	  	  

Blue	  Ridge	  found	  nine	  projects	  over	  budget	  by	  greater	  than	  20%,	  as	  shown	  in	  the	  following	  
table.96	  	  

	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	   	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  

91	  Nebraska	  State	  Natural	  Gas	  Regulation	  Act	  §	  66-‐1802	  Terms,	  defined	  (14)(a)	  through	  (c).	  
92	  BHE	  response	  to	  Data	  Request	  PA-‐7.	  
93	  WP	  2015	  BHE	  ISR	  Work	  Order	  Testing	  Matrix.	  
94	  WP	  2015	  BHE	  ISR	  Work	  Order	  Testing	  Matrix.	  	  
95	  BHE’s	  response	  to	  Data	  Request	  PA-‐2,	  Attachment	  PA	  DR	  #2	  (d)	  (f)	  and	  BHE’s	  response	  to	  Data	  Request	  PA-‐
1,	  Attachment	  PA-‐1C	  -‐	  Specific	  Work	  Order	  Accounting	  Detail.xlsx.	  	  
96	  BHE’s	  response	  to	  Data	  Request	  PA-‐2,	  Attachment	  Nebraska	  Data	  Request	  -‐	  2015-‐1a.	  	  
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Table	  3	  Work	  Orders	  Over	  Budget	  by	  >	  20%97	  

Work	  
Order	  #	   Project	  Description	  

Total	  Original	  
Cost	  

Estimated	  or	  
Budget	   Percent	  

10048622	   CARGILL	  ODORIZER	  PUMP	   	  $36,021.92	  	   	  $13,979.62	  	   61.19%	  
60020495	   GMR	  	  GRETNA-‐NEBRASKA	  CROSSING	   	  $76,461.13	  	   	  $59,481.23	  	   22.21%	  
60020593	   GMR	  	  033RD	  STREET	  -‐	  ORCHARD	  TO	   	  $122,969.08	  	   	  $95,856.89	  	   22.05%	  
60021297	   OLD	  CHENEY	  ROAD	  -‐	  070TH	  TO	  084	   	  $475,710.51	  	   	  $323,777.29	  	   31.94%	  
60021469	   84TH	  ST	  ROAD	  PROJECT	  PAPILLION	   	  $166,902.95	  	   	  $92,222.41	  	   44.74%	  
60022163	   FAIRBURY	  MCDOWELL	  BETWEEN	  2ND	   	  $187,259.05	  	   	  $143,220.19	  	   23.52%	  
60022192	   GMRNF	  FAIRBURY	  NELSON	  STR.	  TO	   	  $142,184.43	  	   	  $32,945.87	  	   76.83%	  
60022305	   GMR	  	  ADAMS	  W	  -‐	  048TH	  NW	  STREET	   	  $56,931.77	  	   	  $26,688.74	  	   53.12%	  

The	  Company	  provided	  the	  following	  specific	  explanations	  for	  the	  projects	  listed	  above	  that	  
had	  variances	  greater	  than	  20%	  over	  budget.	  

• Work	   order	   #10048622	   –	   Material	   loadings	   were	   higher	   than	   calculated	   in	   the	  
original	  estimate	  

• Work	  order	  #60020495	  –	  Several	   segments	  of	  main	  had	   to	  be	  directionally	  bored	  
due	  to	  concrete	  parking	  lots	  that	  had	  been	  poured.	  Crew	  had	  to	  be	  paid	  to	  fix	  several	  
line	  hits	  to	  the	  main	  before	  it	  was	  hot.	  Main	  was	  located,	  but	  due	  to	  heavy	  traffic	  in	  
the	  dirt,	  the	  marks	  were	  wiped	  out	  before	  other	  contractors	  could	  dig.	  

• Work	   order	   #60020593	   –	   Under	   estimated	   contractor	   labor	   costs	   by	   $12,000.	  
Unforeseen	  obstacles/costs	  increased	  the	  labor	  expense	  

• Work	   order	   #60021297	   –	   Underestimated	   contractor	   and	   company	   labor.	   Special	  
equipment	   required	   to	   excavate	   and	   lower	   as	  main	   that	  was	  not	   calculated	   in	   the	  
estimate	  

• Work	  order	  #60021469	  –	  Project	  had	  to	  be	  almost	  entirely	  directional	  bored	  due	  to	  	  
the	  lack	  of	  room	  to	  work	  as	  well	  as	  the	  depth	  to	  place	  the	  main	  due	  to	  large	  cuts	  in	  
grade.	  Some	  main	  had	  to	  be	  installed	  as	  10-‐12	  foot	  deep.	  This	  also	  affect	  tie	  ins	  that	  
required	  very	  large	  and	  deep	  bell	  holes	  with	  shoring	  	  

• Work	   order	   #60022163	   –	   Project	   designed	   using	   blanket	   contractor	   labor	   rates.	  
Actual	  charges	  reflect	  different	  labor	  rates	  based	  upon	  lump	  sum	  bid	  process	  	  

• Work	   order	   #60022192	   –	   Project	   designed	   using	   blanket	   contractor	   labor	   rates.	  
Actual	  charges	  reflect	  different	  labor	  rates	  based	  upon	  lump	  sum	  bid	  process	  

• Work	   order	   #60022305	   –	   Difficulties	   on	   project	   with	   depth	   excavation	   causing	  
delays	  and	  the	  need	  for	  a	  larger	  excavator	  98	  

While	   in	   several	   cases,	   the	   projects	   exceeded	   the	   budget	   for	   reasons	   outside	   the	   direct	  
control	   of	   the	   Company	   and	   could	   not	   reasonably	   have	   been	   anticipated,	   other	   variance	  
explanations,	   either	   in	   whole	   or	   in	   part,	   indicated	   problems	   that	   should	   have	   been	  
anticipated	  in	  the	  planning	  process.	  	  	  

The	  2013	  audit	  included	  a	  recommendation	  that	  the	  Company	  continue	  to	  monitor	  projects	  
to	  ensure	  that	  they	  are	  complete,	  on	  time,	  and	  on	  budget.	  The	  Company	  provided	  this	  status	  
to	   this	   recommendation:	   “Project	   management	   is	   very	   important	   to	   Black	   Hills	   Energy.	  
Active	   projects	   are	   reviewed	   monthly	   by	   the	   Nebraska	   management	   team	   to	   identify	  

	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	   	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  

97	  BHE’s	  response	  to	  Data	  Request	  PA-‐2,	  Attachment	  Nebraska	  Data	  Request	  -‐	  2015-‐1a.	  	  
98	  BHE’s	  response	  to	  Data	  Request	  PA-‐6	  (Reference	  PA-‐2,	  Attachment	  Nebraska	  Data	  Request	  -‐	  2015-‐1a).	  
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variances	  in	  the	  project	  schedule	  and	  budget.	  Variance	  explanations	  will	  be	  provided	  by	  the	  
region	  manager	  to	  support	  any	  major	  variances	  in	  the	  project	  schedule	  and	  budget.”99	  

Even	   though	   the	   number	   of	   projects	   over	   budget	   has	   declined	   from	   the	   2013	   audit,	   Blue	  
Ridge	   found	   that	   the	   potential	   for	   overstatement	   of	   utility	   plant	   still	   exists	   for	   the	   work	  
orders	  over	  budget.	  The	  potential	  also	  exists	  to	  over-‐accrue	  AFUDC	  on	  those	  projects.	  The	  
Company	  accrues	  AFUDC	  on	  all	  charges.	  Therefore,	  any	  cost	  overruns	  would	  accrue	  AFUDC.	  	  
Blue	  Ridge	  recommends	  that	  the	  Company	  exert	  greater	  effort	  to	  monitor	  projects	  to	  ensure	  
that	  they	  are	  complete,	  on	  time,	  and	  on	  budget.	  	  

T5:	  	   Does	   the	   work	   order	   package	   contain	   the	   project	   approval	   documentation	   or	   work	   order	  
approved	  at	  the	  project	  level?	  

Blue	   Ridge	   reviewed	   the	   projects	   to	   ensure	   that	   the	   appropriate	   level	   of	   management	   is	  
approving	   work	   orders	   in	   accordance	   with	   the	   Company’s	   Level	   of	   Signature	   Authority	  
(LOSA).	  Blue	  Ridge	  compared	  the	  Company’s	  Approval	  Worksheet100	  to	  the	  Company’s	   list	  
of	  appropriate	  approval	  signatures	   for	  work	  orders	  of	  certain	  dollar	  amounts.101	  Based	  on	  
the	  review102	  several	  work	  orders	  did	  not	  appear	  to	  have	  appropriate	  approvals	  as	  shown	  in	  
the	  following	  table.	  

Table	  4	  Work	  Orders	  Lacking	  Appropriate	  LOSA103	  

Work	  
Order	  #	   Project	  Description	   Total	  Cost	   Project	  Approvals	   LOSA	  Policy	  
60022305	   GMR	  	  ADAMS	  W	  -‐	  

048TH	  NW	  STREET	  
	  $56,931.77	  	   Construction	  Coordinator,	  Operations	  Supervisor,	  

Operations	  Manager	  
Directors	  

60020593	   GMR	  	  033RD	  STREET	  -‐	  
ORCHARD	  TO	  

	  $122,969.08	  	   Construction	  Coordinator,	  Operations	  Supervisor,	  
Operations	  Manager,	  Director	  Business	  Operations	  

Operational	  Vice	  
Presidents	  

60022192	   GMRNF	  FAIRBURY	  
NELSON	  STR.	  TO	  

	  $142,184.43	  	   Construction	  Coordinator,	  Operations	  Supervisor,	  
Operations	  Manager	  

Operational	  Vice	  
Presidents	  

60021469	   84TH	  ST	  ROAD	  
PROJECT	  PAPILLION	  

	  $166,902.95	  	   Construction	  Coordinator,	  Operations	  Manager,	  
Director	  Gas	  Operations.	  

Operational	  Vice	  
Presidents	  

60022163	   FAIRBURY	  MCDOWELL	  
BETWEEN	  2ND	  

	  $187,259.05	  	   Construction	  Coordinator,	  Operations	  Supervisor,	  
Operations	  Manager,	  Director	  Gas	  Operations	  	  

Operational	  Vice	  
Presidents	  

60022173	   FAIRBURY	  9TH	  TO	  
13TH	  STR.	  BTW	  

	  $209,770.29	  	   Construction	  Coordinator,	  Operations	  Supervisor,	  
Operations	  Manager,	  Director	  Gas	  Operations	  

Operational	  Vice	  
Presidents	  

60021297	   OLD	  CHENEY	  ROAD	  -‐	  
070TH	  TO	  084	  

	  $475,710.51	  	   Construction	  Coordinator,	  Operations	  Supervisor,	  
Operations	  Manager,	  Director	  Gas	  Operations,	  VP	  Gas	  
Operations,	  VP	  Utility	  Operations.	  

Corporate	  Officers	  
Business	  Unit	  
Leaders	  

	  

The	  Company	  provided	   the	   following	  explanation	   for	  why	   the	  proper	   approvals	  were	  not	  
provided.	  	  

“Each	  specific	  project	  that	  has	  the	  potential	  of	  exceeding	  its	  original	  estimated	  
cost	  must	  be	  reviewed	  by	  the	  responsible	  region	  manager.	   	  If	  the	  project	  will	  

	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	   	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  

99	  BHE’s	  response	  to	  data	  request	  PA-‐25b.	  
100	  BHE’s	  response	  to	  PA-‐2,	  Attachment	  Nebraska	  Data	  Request	  2015-‐1a.	  
101	  BHE’s	  response	  to	  Data	  Request	  PA-‐1a.	  	  
102	  WP	  Nebraska	  Data	  Request	  -‐	  2015-‐1a.	  
103	  BHE’s	  response	  to	  Data	  Request	  PA-‐2,	  Attachment	  Nebraska	  Data	  Request	  2015-‐1a	  and	  WP	  2013	  Data	  
Request	  PA-‐3	  (Attachment	  PA-‐3B	  –	  Policy	  2).	  
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exceed	   the	   approval	   level	   of	   the	   original	   approver,	   the	   project	   will	   be	  
presented	  to	  the	  next	  level	  of	  signature	  authority	  to	  discuss	  the	  changes	  in	  the	  
original	  design.	  A	  decision	  to	  proceed	  will	  be	  based	  on	  the	  safety	  and	  system	  
integrity.”104	  

The	  following	  two	  work	  orders	  had	  their	  final	  approvals	  for	  the	  work	  management	  system	  
delegated	   to	   the	   authority	   of	   Director	   of	   Gas	   Operations	   since	   the	   Operational	   Vice	  
President	  was	  out	  of	  office	  for	  the	  approval	  process.	  

• Work	   Order	   #60022163:	   Fairbury	   McDowell	   Between	   2nd	   –	   Original	   project	  
estimate:	  $143,220.19.	  

• Work	   Order	   #60022173:105	  Fairbury	   9th	   Street	   to	   13th	   Street	   –	   Original	   project	  
estimate:	  $201,563.106	  

The	   following	   three	   work	   orders	   had	   project	   scope	   changes.	   The	   Vice	   President	   of	   Gas	  
Operations	  reviewed	  subsequent	  approvals	  for	  increased	  cost;	  however,	  the	  approvals	  were	  
not	  recorded	  in	  the	  system.	  

• Work	   Order	   #60022305:	   GMR	   Adams	   W	   -‐48th	   NW	   Street	   –	   Original	   project	  
estimate:	   	  $26,688.74.	  The	  project	  scope	  changed	  due	  to	  unforeseen	  complications	  
on	  the	  job	  site.	  	  	  

• Work	  Order	  #60020593:	  GMR	  33rd	  Street	  –	  Orchard	  T	  –	  Original	  project	  estimate:	  
$95,856.89.	   The	   project	   scope	   changed	   due	   to	   some	   modifications	   in	   the	   tie-‐in	  
designs.	  	  	  

• Work	   Order	   #60021469:	   84th	   Street	   Road	   Project	   Papillion	   –	   Original	   project	  
estimate:	  $92,222.41.	  The	  project	  scope	  changed	  due	  to	  some	  very	  deep	  grade	  cuts	  
in	  the	  road	  development.107	  	  

Work	   Order	   #60022192:	   GMRNF	   Fairbury	   Nelson	   Street	   (Original	   project	   estimate:	  	  
$32,945.87)	  had	  a	  variance	  due	  to	  differences	  in	  the	  blanket	  labor	  rate	  versus	  the	  lump	  sum	  
bid	   received	   from	   the	   contractor	   for	   performing	   the	  work.	   The	   Operating	   Vice	   President	  
was	   aware	   of	   the	   project	   scope	   and	   level	   of	   investment	   on	   the	   Fairbury	   bare	   steel	  
replacement	   project;	   however,	   the	   Company	   did	   not	   record	   subsequent	   approvals	   in	   the	  
system.108	  

The	   Company’s	   policy	   and	   procedures	   requires	   that	   all	   projects	   have	   approved	   level	   of	  
signature	   authority	   before	   the	   project	   is	   initiated	   and	   any	   activity	   can	   begin.	   It	   is	   the	  
responsibility	   of	   the	   project	  manager	   to	   seek	   additional	   approvals	   on	   active	   projects	   that	  
will	  exceed	  the	  original	  spending	  limits.	  Property	  accounting	  personnel	  are	  responsible	  for	  
reviewing	  projects	  that	  exceed	  the	  original	  spending	  limits	  to	  ensure	  the	  proper	  approvals	  
are	  recorded	  before	  the	  project	  is	  finalized.109	  	  

	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	   	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  

104	  BHE’s	  response	  to	  Data	  Request	  PA-‐30.	  
105	  The	  Company’s	  data	  response	  (PA-‐30)	  labeled	  this	  work	  order	  as	  WO#	  60021973.	  Blue	  Ridge	  assumes	  this	  
was	  in	  error	  and	  the	  correct	  work	  order	  number,	  as	  requested	  in	  our	  data	  request,	  was	  WO	  #	  60022173.	  
106	  BHE’s	  response	  to	  Data	  Request	  PA-‐30.	  
107	  BHE’s	  response	  to	  Data	  Request	  PA-‐30.	  
108	  BHE’s	  response	  to	  Data	  Request	  PA-‐30.	  
109	  BHE’s	  response	  to	  Data	  Request	  PA-‐25.	  
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Blue	  Ridge	  was	  unable	  to	  verify	  approvals	  for	  the	  abovementioned	  budget	  exceeding	  work	  
orders	  because	  the	  Company	  did	  not	  document	  the	  approvals	  that	  would	  provide	  an	  audit	  
trail	  for	  Blue	  Ridge	  to	  verify	  that	  the	  approvals	  took	  place.	  Blue	  Ridge	  had	  similar	  concerns	  
in	   the	   2013	   audit	   and	   recommended	   that	   the	   Company	   review	   its	   work	   order	   approval	  
process	  to	  ensure	  that	  internal	  controls	  are	  in	  place	  that	  conforms	  to	  the	  LOSA.	  Blue	  Ridge	  
repeats	   that	   recommendation	   and	   also	   recommends	   that	  Plant	  Accounting	   verify	   that	   the	  
proper	   approvals	   are	   documented	   as	   part	   of	   the	   review	   process	   and	   that	   the	   Company	  
follows	  its	  stated	  policy.	  	  

T6:	   Does	  the	  project	  detail	  indicate	  that	  assets	  were	  retired	  and	  costs	  incurred	  for	  cost	  of	  removal	  
and	  salvage,	  if	  applicable?	  	  	  	  

Assets	   retired	   should	   be	   from	   the	   same	   FERC	   accounts.	   Blue	   Ridge	   compared	   the	   FERC	  
account	  charged	   in	   the	  sample	   to	   the	  actual	   retirements	  and	   found	   that	   the	  assets	   retired	  
were	  from	  the	  same	  FERC	  account,	  when	  applicable.110	  	  	  

The	  asset	  retirement	  dates	  should	  be	  in	  line	  with	  the	  work	  order	  date	  (cost	  of	  removal	  date)	  
and	  also	  the	  date	  the	  new	  assets	  were	  placed	   in	  service.111	  Blue	  Ridge	  compared	  the	  asset	  
retirement	   date	   to	   the	   work	   order	   in-‐service	   date	   and	   found	   that	   seven	   of	   the	   33	   work	  
orders	  sampled	  had	  retirement	  dates	  that	  were	  from	  60-‐240	  days	  after	  the	  engineering	  in-‐
service	   dates	   of	   the	   replacement	   assets.	   Allowing	   retired	   assets	   to	   remain	   in-‐service	   and	  
continue	   to	   accrue	  depreciation	   results	   in	   an	   overstatement	   of	   depreciation	   expense.	   The	  
Company	  indicated	  that	  the	  overstated	  depreciation	  on	  the	  seven	  work	  orders	  with	  delayed	  
retirements	  was	  $69.112	  While	  the	  delay	  does	  not	  result	  in	  a	  material	  impact	  to	  the	  ISR,	  Blue	  
Ridge	   recommends	   that	   the	   Company	   review	   all	   major	   work	   orders	   upon	   completion	   to	  
ensure	   that	   delays	   in	   retiring	   assets	   do	   not	   result	   in	   a	   substantial	   increase	   in	   overstated	  
depreciation	  expense	  or	  create	  an	  issue	  for	  any	  future	  depreciation	  studies.	  	  	  

The	  Company	   indicated	   that	  Cost	  of	  Removal	   is	  determined	  by	   the	  employees	   in	   the	   field	  
who	  will	  relay	  that	  information	  to	  Plant	  Accounting.113	  Blue	  Ridge	  reviewed	  cost	  of	  removal	  
for	  each	  work	  order	  and	   found	   that	  25114	  of	  33	  of	   the	  work	  orders	  reviewed	  did	  not	  have	  
Cost	  of	  Removal	  recorded.	  Further	  review	  of	  the	  cost	  detail	   for	  each	  work	  order	   indicated	  
that	   most	   of	   the	   work	   was	   performed	   by	   contractors	   with	   Company	   supervision. 115	  
Therefore,	   it	   is	   possible	   the	   contractor	  did	  not	   know,	   or	  was	  not	   told,	   to	   split	   the	   invoice	  
costs	  out	  between	   removing	  old	  assets	   and	   installing	  new	  assets.	  Also,	   in	   some	   instances,	  
assets	   are	   retired	   in	   place,	   and	   therefore,	   no	   cost	   of	   removal	   is	   charged.	   Blue	   Ridge	  
recommends	  that	  the	  Company	  review	  the	  policy	  of	  how	  cost	  of	  removal	  is	  determined	  and	  
also	  how	  contractors	  are	  instructed	  to	  charge	  costs.	  	  	  	  

	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	   	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  

110	  BHE’s	  response	  to	  Data	  Request	  PA-‐2,	  Attachment	  PA	  DR	  #2	  (e)	  and	  WP	  2015	  BHE	  ISR	  Work	  Order	  
Testing	  Matrix.	  	  
111	  	  WP	  2015	  BHE	  ISR	  Work	  Order	  Testing	  Matrix.	  
112	  BHE’s	  response	  to	  Data	  Request	  PA-‐21.	  
113	  BHE’s	  response	  to	  Data	  Request	  PA-‐22.	  
114	  BHE’s	  response	  to	  Data	  Request	  PA-‐22	  and	  WP	  2015	  BHE	  ISR	  Work	  Order	  Testing	  Matrix.	  	  
115	  BHE’s	  response	  to	  Data	  Request	  PA-‐2,	  Attachment	  PA	  DR	  #2	  (d)	  (f).	  
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Blue	  Ridge	  found	  that	  the	  Company’s	  methodology	  to	  record	  salvage	  was	  reasonable.116	  The	  
Company	   indicated	   that	   none	   of	   the	   work	   orders	   included	   in	   the	   Blue	   Ridge	   sample	  
selection	  had	  salvage.117	  

T7:	   When	   the	   work	   was	   complete,	   was	   the	   work	   order	   closed	   out	   to	   the	   proper	   FERC	   300	  
account(s)?	  

Blue	  Ridge	  tested	  the	  sampled	  work	  orders	  to	  verify	  that	  as	  work	  was	  completed,	  the	  work	  
order	  was	  closed	  out	  to	  the	  proper	  FERC	  300	  account.	  Blue	  Ridge	  found	  that	  all	  the	  sampled	  
work	  orders	  were	  closed	  out	  to	  the	  proper	  FERC	  300	  account.118	  

T8:	   Was	  the	  actual	  in-‐service	  date	  in	  line	  with	  the	  estimate	  (at	  or	  before)?	  

Blue	  Ridge	  tested	  the	  sampled	  work	  orders	  to	  verify	  that	  the	  actual	  in-‐service	  dates	  were	  in	  
line	  with	   the	   estimate	   (at	   or	   before).	   The	   Company	   stated,	   “The	   company	   does	   not	   track	  
delays	   in	   in-‐service	   dates,	   because	   after	   decades	   of	   experience,	   no	   material	   savings	   or	  
efficiencies	  were	  identified	  from	  tracking	  project	  delay	  times.”119	  	  	  

Estimating	   in-‐service	   dates	   is	   important	   for	   project	   scheduling,	   project	   review,	   and	  
identification	  of	  potential	  cost	  overruns	  or	  delays	  that	  could	  potentially	  cause	  other	  projects	  
to	   be	   either	   delayed	   or	   postponed	   entirely.	   In	   addition,	   tracking	   in-‐service-‐date	   delays	   is	  
important	   to	   avoid	   potential	   over	   accrual	   of	   AFUDC.	   Even	   though	   the	   Company	   has	  
determined	   that	   no	   material	   savings	   or	   efficiencies	   have	   been	   identified	   from	   project	  
tracking,	  Blue	  Ridge	   recommends	   that	   either	   a	  procedure	  be	  put	   in	  place	   to	   track	  project	  
delays	   or	   the	   Company	  provide	  mitigating	  management	   controls	   that	  would	   preclude	   the	  
use	   of	   tracking.	   In	   addition,	   Blue	   Ridge	   recommends	   that	   the	   Company	   provide	   written	  
support	   for	   the	   statement	   “because	   after	   decades	   of	   experience,	   no	   material	   savings	   or	  
efficiencies	  were	  identified	  from	  tracking	  project	  delay	  times.”	  

T9:	   Was	  the	  work	  order	  in	  service	  and	  closed	  to	  UPIS	  within	  a	  reasonable	  timeframe	  from	  project	  
completion?	  If	  not,	  and	  the	  project	  had	  AFUDC,	  was	  that	  stopped?	  	  

Using	  in-‐service	  dates	  and	  cost	  detail,	  Blue	  Ridge	  reviewed	  whether	  the	  work	  orders	  were	  
in-‐service	  and	  closed	  to	  UPIS	  within	  a	  reasonable	  timeframe	  from	  project	  completion.	  If	  the	  
projects	  had	  AFUDC,	  Blue	  Ridge	  checked	  to	  see	  whether	  AFUDC	  was	  stopped	  timely.	  	  

Blue	  Ridge	   found	   that	   seven	  of	   the	  33	  workorders	   tested	  had	  completion	  dates	   that	  were	  
from	   60-‐120	   days	   after	   the	   engineering	   in-‐service	   dates.120	  Those	   seven	   projects	   accrued	  
AFUDC,	  and	  delays	  in	  closing	  work	  orders	  resulted	  in	  the	  over	  accrual	  of	  AFUDC.	  	  

• Work	  Order	  #60020328:	  GDRSRNF	  DRS	  58	  Replacement	  056	   -‐	   $36,580.99	   -‐	   90	  days	  
delayed 

• Work	   Order	   #60020593:	   GMR	   033Rd	   Street	   –	   Orchard	   T	   -‐	   $122,969.08	   -‐	   120	   days	  
delayed	  

	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	   	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  

116	  BHE’s	  response	  to	  Data	  Request	  PA-‐1,	  Attachment	  PA	  DR	  #2	  (d)	  (f).	  
117	  BHE’s	  response	  to	  Data	  Request	  PA-‐16	  B.	  	  
118WP	  2015	  BHE	  ISR	  Work	  Order	  Testing	  Matrix.	  
119	  BHE’s	  response	  to	  Data	  Request	  PA-‐17.	  	  
120	  BHE	  response	  to	  Data	  Request	  PA-‐27a	  and	  WP	  2015	  BHE	  Work	  order	  Testing	  Matrix.	  
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• Work	   Order	   #60021297:	   Old	   Cheney	   Road	   –	   070th	   to	   084	   -‐	   $475,710.51	   -‐	   90	   days	  
delayed	  

• Work	  Order	  #60021511:	  GMR	  2014	  Morrill	  60th	  to	  66th	  -‐	  $67,294.19	  -‐	  80	  days	  delayed	  
• Work	  Order	  #60021540:	  GMR	  Calvert	  –	  014th	  to	  027th	  -‐	  $204,205.90	  -‐	  60	  days	  delayed	  
• Work	  Order	  #60021643:	  CI	  Cleveland-‐57th	  to	  60th	  Clev	  -‐	  $27,038.51	  -‐	  120	  days	  delayed	  
• Work	  Order	  #10048622:	  Cargill	  Odorizer	  Pump	  -‐	  $36,021.92	  -‐	  60	  days	  delayed121	   	  

While	   the	   over	   accrued	  AFUDC	   in	   the	   above	   delayed	  work	   orders	   is	   not	  material,122	  Blue	  
Ridge	   recommends	   that	   the	  Company	   closely	  monitor	  project	   completion	  dates	   to	   ensure	  
that	  the	  projects	  are	  moved	  from	  CWIP	  to	  CCNC	  on	  a	  timely	  basis.	  	  

4)	  REVENUE	  REQUEST	  

4)	  Is	  the	  Company’s	  pretax	  revenue	  appropriate?	  

This	  task	  reviewed	  the	  components	  used	  by	  Black	  Hills	  Energy	  to	  calculate	  its	  requested	  pretax	  
revenue	  to	  verify	  compliance	  to	  what	  the	  Act	  states	  should	  be	  appropriately	  included.	  	  

In	  its	  application,	  Black	  Hills	  Energy	  requested	  recovery	  of	  its	  statutory	  jurisdictional	  revenue	  
deficiency	  limit	  of	  $1,515,269123	  to	  recover	  the	  incremental	  annual	  revenue	  requirement	  impact	  of	  
costs	   incurred	   and	   capitalized	   by	   Black	   Hills	   Energy	   with	   respect	   to	   eligible	   infrastructure	  
replacement	   projects.	   The	   total	   state	   revenue	   deficiency	   is	   $1,866,098	   ($1,866,094	   for	   the	  
jurisdictional	   revenue	   deficiency).124	  Recovery	   of	   the	   Company’s	   calculated	   total	   jurisdictional	  
revenue	   deficiency	  was	   limited	   by	   statute,	  which	   limits	   the	  monthly	   charge	   increase	   to	   no	  more	  
than	  $0.50	  per	  residential	  customer	  over	  the	  base	  rates	  in	  effect	  at	  the	  time	  of	  the	  initial	  filing	  for	  
any	  infrastructure	  replacement	  cost	  recovery	  charge	  rate	  schedules.	  

The	  Act	  defines	  appropriate	  pretax	  revenue	  as	  the	  revenue	  necessary	  to	  produce	  net	  operating	  
income	  equal	  to	  (a)	  the	  jurisdictional	  utility’s	  weighted	  cost	  of	  capital	  multiplied	  by	  the	  net	  original	  
cost	  of	  eligible	  infrastructure	  system	  replacements,	  including	  recognition	  of	  accumulated	  deferred	  
income	   taxes	   and	   accumulated	   depreciation	   associated	   with	   eligible	   infrastructure	   system	  
replacements	  which	  are	  included	  in	  an	  infrastructure	  system	  replacement	  cost	  recovery	  charge;	  (b)	  
recovery	   of	   state,	   federal,	   and	   local	   income	   taxes	   applicable	   to	   such	   income;	   and	   (c)	   recovery	   of	  
depreciation	  expenses.125	  

The	   Act	   specifies	   what	   should	   be	   considered	   in	   determining	   the	   pretax	   revenue.	   Pretax	  
revenue	  will	  be	  based	  on	  the	  following	  components:	  	  

(a)	   Net	   original	   cost	   of	   eligible	   infrastructure	   system	   replacement	   minus	   associated	  
retirements	  of	  existing	  infrastructure	  	  

(b)	   Accumulated	   deferred	   income	   taxes	   associated	   with	   the	   eligible	   infrastructure	   system	  
replacements	  	  

(c)	  Accumulated	  depreciation	  associated	  with	  the	  infrastructure	  system	  replacements	  	  

	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	   	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  

121	  BHE	  response	  to	  Data	  Request	  PA-‐27a	  and	  WP	  2015	  BHE	  Work	  order	  Testing	  Matrix.	  
122	  WP	  Workorder	  Testing	  T9	  -‐	  Workorders	  not	  Closed	  to	  UPIS.	  
123	  Case	  No.	  NG-‐0074.01,	  Black	  Hills	  Energy	  Application	  dated	  April	  6,	  2015,	  Exhibit	  C,	  Schedule	  6.	  	  
124	  Case	  No.	  NG-‐0074.01,	  Black	  Hills	  Energy	  Application	  dated	  April	  6,	  2015,	  Exhibit	  C,	  Schedule	  1.	  
125	  Nebraska	  Revised	  Statute	  §	  66-‐1802(2)(a)-‐(c).	  
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(d)	  State,	  federal,	  and	  local	  income	  tax	  or	  excise	  tax	  rates	  at	  the	  time	  of	  such	  determination	  	  

(e)	   Jurisdictional	   utility’s	   actual	   regulatory	   capital	   structure	   as	   determined	   during	   the	  most	  
recent	  general	  rate	  proceeding	  of	  the	  jurisdictional	  utility	  	  

(f)	   Actual	   cost	   rates	   for	   the	   jurisdictional	   utility’s	   debt	   and	   preferred	   stock	   as	   determined	  
during	  the	  most	  recent	  general	  rate	  proceeding	  of	  the	  jurisdictional	  utility	  	  

(g)	  Jurisdictional	  utility’s	  cost	  of	  common	  equity	  as	  determined	  during	  the	  most	  recent	  general	  
rate	  proceeding	  of	  the	  jurisdictional	  utility	  

(h)	  Depreciation	  rates	  applicable	  to	  the	  eligible	  infrastructure	  system	  replacement	  at	  the	  time	  
of	  the	  most	  recent	  general	  rate	  proceeding	  of	  the	  jurisdictional	  utility126	  	  

Each	  of	  these	  components	  is	  addressed	  in	  this	  report	  in	  the	  following	  sections.	  

Rate	  Base	  

Rate	   base	   is	   the	   investor-‐owned	   property	   and	   plant	   used	   in	   supplying	   utility	   service	   to	   the	  
customer.	  Rate	  base	  is	  defined	  by	  the	  Act	  as	  follows:	  	  

The	  rate	  base	  of	  the	  jurisdictional	  utility	  shall	  consist	  of	  the	  utility's	  property,	  used	  
and	  useful	  in	  providing	  utility	  service,	  including	  the	  applicable	  investment	  in	  utility	  
plant,	   less	   accumulated	   depreciation	   and	   amortization,	   allowance	   for	   working	  
capital,	  such	  other	  items	  as	  may	  be	  reasonably	  included,	  and	  reasonable	  allocations	  
of	  common	  property,	  less	  such	  investment	  as	  may	  be	  reasonably	  attributed	  to	  other	  
than	   investor-‐supplied	   capital	   unless	   such	   deduction	   is	   otherwise	   prohibited	   by	  
law.127	  

In	   this	   proceeding,	   rate	   base	   is	   specifically	   related	   to	   the	   infrastructure	   system	   replacement	  
projects.	   Black	   Hills	   Energy	   requested	   jurisdictional	   rate	   base	   totals	   $11,029,457 128 	  and	   is	  
comprised	   of	   the	   various	   components	   specified	  within	   the	   Act,	   including	   (a)	   net	   original	   cost	   of	  
eligible	  infrastructure	  system	  replacement	  minus	  associated	  retirements	  of	  existing	  infrastructure,	  
(b)	   accumulated	   deferred	   income	   taxes	   associated	   with	   the	   eligible	   infrastructure	   system	  
replacements,	   and	   (c)	   accumulated	   depreciation	   associated	   with	   the	   infrastructure	   system	  
replacements.129	  The	  Company’s	  application	  includes	  the	  following	  calculated	  rate	  base.130	  

Table	  5:	  Rate	  Base	  

	  

Each	  component	  is	  discussed	  below.	  

	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	   	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  

126	  Nebraska	  Revised	  Statute	  §	  66-‐1866(5)(a)-‐(h).	  
127	  Nebraska	  Revised	  Statute	  §	  66-‐1825(6).	  
128	  Case	  No.	  NG-‐0074.01,	  Black	  Hills	  Energy	  Application	  dated	  April	  6,	  2015,	  Exhibit	  C,	  Schedule	  3.	  
129	  Nebraska	  Revised	  Statute	  §	  66-‐1866(5)(a)-‐(c).	  
130	  Case	  No.	  NG-‐0074.01,	  Black	  Hills	  Application	  dated	  April	  6,	  2015,	  Schedule	  3.	  

Description Total.State Jurisdictional
Utility&Plant&in&Service 12,868,916$&&&& 12,868,886$&&&&
Less&Accumulated&Deferred&Income&Tax 3,118,875$&&&&&& 3,118,869$&&&&&&
Less&Accumulated&Depreciation (1,279,439)$&&&&& (1,279,440)$&&&&&
Rate&Base 11,029,480$&&&& 11,029,457$&&&&
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Utility	  Plant	  in	  Service:	  Infrastructure	  Replacement	  Projects	  
Utility	   plant	   in	   service	   (UPIS)	   represents	   the	   utility	   company’s	   investment	   in	   production,	  

transmission,	   and	   distribution	   facilities	   in	   buildings,	   vehicles,	   and	   general	   equipment	   needed	   to	  
operate	   the	   utility’s	   business.	   Specific	   guidelines	   are	   established	   and	   followed	   to	   provide	  
consistency	   in	   classifying	   expenditures	   as	   capital	   or	   expense.	   Under	   traditional	   rate-‐of-‐return	  
ratemaking,	  the	  net	  investment	  in	  utility	  plant	  is	  the	  major	  component	  of	  rate	  base.	  

	  The	   Act	   requires	   that	   net	   original	   cost	   of	   eligible	   infrastructure	   system	   replacement	  minus	  
associated	  retirements	  of	  existing	  infrastructure	  be	  included	  in	  the	  ISR	  recovery	  charge.	  	  

The	  Company’s	  proposed	  utility	  plant	   in	  service	   is	  comprised	  of	   the	   following	  total	  state	  and	  
jurisdictional	  additions	  and	  associated	  retirements.131	  	  

Table	  6:	  Utility	  Plant	  in	  Service	  

	  

The	  Eligibility	  of	  Projects	   section	  of	   this	   report	  discusses	  Blue	  Ridge’s	   findings	  regarding	   the	  
projects	  included	  in	  UPIS	  compliance	  with	  the	  Act’s	  specific	  eligibility	  requirements.	  	  

Accumulated	  Deferred	  Income	  Tax	  
Income	  tax	  represents	   the	  total	   federal,	  state,	  and	   local	   tax	  owed	  to	   the	  taxing	  authorities	  on	  

the	   operating	   income	   generated	   by	   the	   utility.	   There	   are	   instances	   when	   some	   items	   of	   income	  
and/or	   expense	   are	   properly	   included	   in	   the	   book	   income	   of	   one	   period	   but	   on	   the	   income	   tax	  
return	  for	  a	  different	  period.	  These	  timing	  differences	  for	  plant-‐related	  items	  are	  typically	  related	  
to	   accelerated	   depreciation	   allowed	   for	   tax	   purposes	   that	   differ	   from	   depreciation	   for	   book	  
purposes.	  Timing	  differences	  are	  shown	  as	  accumulated	  deferred	  income	  tax	  (ADIT).	  Since	  ADIT	  is	  
cost-‐free	  capital,	  it	  typically	  reduces	  rate	  base.	  

The	  Act	  requires	  that	  the	  ISR	  include	  accumulated	  deferred	  income	  taxes	  associated	  with	  the	  
eligible	  infrastructure	  system	  replacements.	  

The	  Company’s	  application	  included	  Jurisdictional	  ADIT	  of	  $3,118,869.132	  Blue	  Ridge	  identified,	  
and	  the	  Company	  confirmed,	  an	  error	  in	  the	  calculation	  of	  the	  263(A)	  Unicap	  Adjustment	  for	  Tax133	  
in	  Work	  Order	  #	  60020093.	  The	  error	  results	  in	  an	  immaterial	  change	  in	  the	  ADIT	  and	  produces	  an	  
additional	   $1,073	   of	   jurisdictional	   revenue	   requirement.	   Due	   to	   the	   statutory	   cap	   on	   Residential	  
customers	  and	   the	  smaller	   rate	  base	  allocation	  ratios	   to	   the	  Commercial	  and	  Energy	  Option-‐Firm	  
customer	  classes,	  this	  change	  would	  not	  affect	  the	  proposed	  cost	  recovery	  monthly	  charge.134	  

Blue	  Ridge	  found	  that	  the	  Company’s	  ADIT	  calculations	  are	  not	  unreasonable.135	  

	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	   	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  

131	  Case	  No.	  NG-‐0074.01,	  Black	  Hills	  Energy	  Application	  dated	  April	  6,	  2015,	  Schedule	  3.1.	  
132	  Case	  No.	  NG-‐0074.01,	  Black	  Hills	  Energy	  Application	  dated	  April	  6,	  2015,	  Schedule	  3.	  
133	  Code	  IRC	  Section	  263A	  details	  the	  uniform	  capitalization	  rules	  that	  require	  certain	  costs	  normally	  
expensed	  to	  be	  capitalized	  as	  part	  of	  inventory	  for	  tax	  purposes.	  These	  rules	  apply	  to:	  (1)	  real	  or	  tangible	  
personal	  property	  produced	  by	  the	  taxpayer,	  and	  (2)	  real	  or	  personal	  property	  acquired	  by	  the	  taxpayer	  for	  
resale.	  	  
134	  NHE’s	  response	  to	  Data	  Request	  PA-‐14.	  
135	  WP	  Exhibit	  C-‐Pipeline	  Replacement	  Charge	  Calculation	  Schedules.	  

Description Total.State Jurisdictional
Additions 14,427,613$000000 14,427,583$000000
Retirements (1,558,697)$0000000 (1,558,697)$0000000
Utility0Plant0in0Service 12,868,916$000000 12,868,886$000000
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Accumulated	  Depreciation	  
Accumulated	  depreciation	  represents	   the	  aggregate	   total	  past	  depreciation	  expenses	  accrued	  

on	  plant	  in	  service	  adjusted	  for	  retirements	  and	  net	  salvage.	  It	  is	  a	  reduction	  to	  rate	  base.	  	  	  

The	   Act	   requires	   that	   the	   ISR	   recovery	   charge	   include	   accumulated	   depreciation	   associated	  
with	  the	  infrastructure	  system	  replacements.	  

The	  Company’s	  application	  included	  the	  jurisdictional	  Provision	  for	  Accumulated	  Depreciation	  
and	  Amortization	  of	  $1,279,440.136	  The	  calculation	  is	  the	  total	  of	  accumulated	  depreciation	  expense	  
for	  all	  projects	   from	  the	  project’s	  engineering	  in-‐service	  date	  to	  January	  31,	  2015.	  The	  calculation	  
also	  removed	  the	  assets	  that	  were	  retired.	  

Blue	  Ridge	  found	  that	  that	  the	  Company’s	  calculations	  for	  accumulated	  depreciation	  were	  not	  
unreasonable.137	  	  

Income	  Tax	  

Income	  tax	  represents	   the	  total	   federal,	  state,	  and	   local	   tax	  owed	  to	   the	  taxing	  authorities	  on	  
the	  operating	  income	  generated	  by	  the	  utility.	  The	  Act	  allows	  for	  the	  inclusion	  of	  state,	  federal,	  and	  
local	  income	  tax	  or	  excise	  tax	  rates	  at	  the	  time	  of	  such	  determination.	  	  

The	  following	  tax	  rates	  were	  applied	  to	  operating	  income	  to	  derive	  the	  income	  tax	  expenses.	  	  	  
Table	  7:	  Income	  Tax	  Rates	  

	  

Blue	  Ridge	   found	   that	   the	  Company	  uses	   a	   standalone	   tax	  methodology,	   and	   the	   federal	   and	  
state	   income	  tax	  rates	  used	   in	   the	  Company’s	   ISR	  application	  are	  consistent	  with	   the	  most	  recent	  
general	   rate	   case.138	  The	   use	   of	   these	   tax	   rates	   results	   in	   jurisdictional	   federal	   and	   state	   income	  
taxes	  totaling	  $324,163	  on	  net	  taxable	  income.139	  	  	  

Blue	  Ridge	  found	  that	  the	  jurisdictional	  revenue	  deficiency	  of	  $1,118,164	  was	  grossed	  up	  by	  a	  
factor	   of	   1.6689	  based	  on	   a	   combined	   federal	   and	   state	   income	   tax	   rate	   resulting	   in	   the	   revenue	  
deficiency	  of	  $1,866,094.140	  The	  gross	  up	  recognizes	   that	   the	  additional	  revenue	   that	  results	   from	  
an	  increase	  in	  the	  revenue	  requirement	  will	  be	  subject	  to	  federal	  and	  state	  tax.	  

Blue	  Ridge	  found	  that	  the	  Company’s	  income	  tax	  calculations	  were	  not	  unreasonable.141	  	  

Rate	  of	  Return	  

Return	  is	  what	  the	  investors	  in	  the	  utility	  receive	  for	  the	  use	  of	  their	  money	  in	  the	  enterprise.	  
The	  investment	  capital	  is	  a	  combination	  of	  debt	  and	  equity;	  thus,	  the	  return	  includes	  both	  interest	  
on	  the	  debt	  and	  earnings	  on	  the	  equity.	  Return	  is	  expressed	  in	  dollars,	  while	  the	  rate	  of	  return	  is	  the	  

	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	   	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  

136	  Case	  No.	  NG-‐0074.01,	  Black	  Hills	  Energy	  Application	  dated	  April	  6,	  2015,	  Schedule	  3.	  
137	  WP	  Exhibit	  C-‐Pipeline	  Replacement	  Charge	  Calculation	  Schedules.	  
138	  Case	  No.	  NG-‐0061,	  Order	  entered	  August	  17,	  2010,	  page	  29.	  
139	  Case	  No.	  NG-‐0074.01,	  Black	  Hills	  Energy	  Application	  dated	  April	  6,	  2015,	  Schedule	  5.	  
140	  Case	  No.	  NG-‐0074.01,	  Black	  Hills	  Energy	  Application	  dated	  April	  6,	  2015,	  Exhibit	  C,	  Schedule	  1.	  
141	  WP	  Exhibit	  C-‐Pipeline	  Replacement	  Charge	  Calculation	  Schedules.	  

Description Rate
Federal Tax Rate 35.00%
State Tax Rate 7.81%
Combined Rate 40.08%
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percentage	   relationship	   that	   the	   return	  bears	   to	   the	   total	   investment.	  The	   rate	  of	   return	   includes	  
the	  weighted	  cost	  of	  long-‐term	  debt	  and	  the	  allowed	  return	  on	  common	  equity.	  The	  rate	  of	  return	  is	  
applied	  to	  the	  rate	  base	  to	  determine	  the	  earnings	  required.	  	  

The	  Act	  provides	  specific	  guidance	  as	   to	  what	  should	  be	  considered	   in	  calculating	   the	  return	  
component.	   Specifically,	   the	   return	   should	   include	   (a)	   the	   jurisdictional	  utility’s	   actual	   regulatory	  
capital	  structure	  as	  determined	  during	  the	  most	  recent	  general	  rate	  proceeding	  of	  the	  jurisdictional	  
utility,	   (b)	  actual	   cost	   rates	   for	   the	   jurisdictional	  utility’s	  debt	  and	  preferred	   stock	  as	  determined	  
during	  the	  most	  recent	  general	  rate	  proceeding	  of	  the	  jurisdictional	  utility,	  and	  (c)	  the	  jurisdictional	  
utility’s	  cost	  of	  common	  equity	  as	  determined	  during	  the	  most	  recent	  general	  rate	  proceeding	  of	  the	  
jurisdictional	  utility.	  

	  Blue	  Ridge	  confirmed	  that	  the	  Company	  used	  the	  capital	  structure	  and	  cost	  rates	  approved	  in	  
its	   last	   rate	   case	   to	   calculate	   the	   weighted	   cost	   of	   capital	   used	   in	   the	   infrastructure	   system	  
replacement	  cost	  recovery	  charge.142	  The	  following	  table	  provides	  the	  specific	  components	  used	  to	  
calculate	  the	  rate	  of	  return.	  

Table	  8:	  Rate	  of	  Return143	  

	  

The	  Company	  calculated	  its	  earnings	  requirement	  by	  applying	  the	  rate	  of	  return	  of	  9.11%	  to	  its	  
jurisdictional	   average	   rate	   base	   of	   $11,029,457,	   resulting	   in	   an	   earnings	   requirement	   of	  
$1,004,916.144	  Blue	  Ridge	   found	   that	   the	  Company	  applied	   the	  rate	  of	   return	  appropriately	   to	   the	  
period	  end145	  jurisdictional	  rate	  base	  to	  determine	  its	  allowed	  earnings	  requirement	  (referred	  to	  by	  
the	  Company	  as	  “Required	  Operating	  Income”).146	  	  

Depreciation	  

Depreciation	  is	  the	  expense	  of	  using	  property	  and	  allocates	  a	  portion	  of	  the	  total	  cost	  of	  plant	  
to	  one	  accounting	  period.	  	  

	  The	   Act	   requires	   that	   depreciation	   expense	   be	   calculated	   using	   the	   depreciation	   rates	  
applicable	  to	  the	  eligible	  infrastructure	  system	  replacement	  at	  the	  time	  of	  the	  most	  recent	  general	  
rate	  proceeding	  of	  the	  jurisdictional	  utility.	  	  

The	  Company’s	  application	  included	  annual	  jurisdictional	  depreciation	  expense	  of	  $437,410	  by	  
applying	   the	   following	   depreciation	   accrual	   rates	   to	   net	   plant	   in	   service	   (original	   cost	   less	  
retirements)	  based	  on	  the	  number	  of	  months	  from	  the	  plant’s	  engineering	  in-‐service	  date.147	  	  

	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	   	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  

142	  Case	  No.	  NG-‐0061,	  Order	  entered	  August	  17,	  2010,	  pages	  30-‐34	  and	  Schedule	  E.	  
143	  Case	  No.	  NG-‐0074.01,	  Black	  Hills	  Energy	  Application	  dated	  April	  6,	  2015,	  Exhibit	  C,	  Schedule	  2.	  
144	  Case	  No.	  NG-‐0074.01,	  Black	  Hills	  Energy	  Application	  dated	  April	  6,	  2015,	  Exhibit	  C,	  Schedule	  1.	  
145	  The	  Company’s	  application	  Exhibit	  C,	  Schedule	  1,	  Line	  1	  inadvertently	  labeled	  rate	  base	  as	  “Average	  Rate	  
Base”	  rather	  than	  “Period	  End	  Rate	  Base.	  	  
146	  Case	  No.	  NG-‐0074.01,	  Black	  Hills	  Energy	  Application	  dated	  April	  6,	  2015,	  Exhibit	  C,	  Schedule	  1.	  
147	  Case	  No.	  NG-‐0074.01,	  Black	  Hills	  Energy	  Application	  dated	  April	  6,	  2015,	  Exhibit	  C,	  Schedule	  3.4.	  

Description Percent,of,
Total

Cost,of,
Capital

Weighted,
Cost,of,
Capital

Long%Term%Debt 48% 8.04% 3.86%
Common%Stock%Equity 52% 10.10% 5.25%
Total,Capital 100% 9.11%
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Table	  9:	  Depreciation	  Accrual	  Rates	  by	  Plant	  Account	  

	  

Depreciation	  expense	  was	  calculated	  using	  the	  depreciation	  accrual	  rates	  approved	  in	  Docket	  
NG-‐0061.	   The	   accrual	   rates	   were	   applied	   to	   the	   projects	   included	   in	   its	   Pipeline	   Replacement	  
Charge	  application.	  As	  explained	  by	  the	  Company	  in	  the	  last	  ISR	  examination,	  the	  Commission	  first	  
approved	  the	  depreciation	  rates	   for	  Aquila	   in	   the	  rate	  case	   in	  Docket	  No.	  NG-‐0041.	  All	  of	  Aquila’s	  
then-‐existing	   rates,	   terms,	   conditions	   of	   service,	   and	   tariffs	   were	   approved	   for	   transfer	   to	   Black	  
Hills	   Energy	   in	   Docket	   No.	   NG-‐0044.	   Black	   Hills	   Energy	   used	   the	   Aquila	   depreciation	   rates	   to	  
calculate	  depreciation	  expense	  in	  their	  last	  base	  rate	  case148	  with	  several	  modifications	  to	  the	  rates	  
to	   avoid	   overstating	   the	   depreciation	   adjustment.	   The	   Company’s	   workpaper	   calculating	  
depreciation	  expense	   in	  NG-‐0061	  stated,	  “Because	  the	  cost	  of	  removal	  portion	  of	   the	  expense	  can	  
fluctuate	  depending	  on	  the	  cost	  of	  removal	  charges	  incurred,	  it	  seemed	  more	  accurate	  to	  annualize	  
the	  depreciation	  portion	  of	  the	  rate	  and	  use	  the	  actual	  cost	  of	  removal	  expense	  on	  this	  account.”149	  	  

Blue	  Ridge	  found	  that	  the	  Company	  used	  the	  depreciation	  rates	  from	  its	  last	  base	  rate	  case	  in	  
its	   ISR	   application	   and	   that	   the	   Company’s	  methodology	   to	   calculate	   depreciation	   expense	   is	   not	  
unreasonable.	  150	  

Revenue	  Requirement	  Calculation	  
Blue	  Ridge	  found	  that	  Black	  Hills	  Energy’s	  application	  calculated	  the	  pretax	  revenue	  using	  the	  

methodology	   defined	   within	   the	   Act.	   Blue	   Ridge’s	   mathematical	   checks	   on	   the	   detailed	   revenue	  
requirements	   schedules	   and	   verifications	   that	   the	   amounts	   rolled	   forward	   correctly	   uncovered	  
nothing	  unreasonable.151	  

	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	   	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  

148	  WP	  2013	  Data	  Request	  PA-‐2-‐1	  (BHE’s	  response	  to	  Data	  Request	  PA-‐2-‐1).	  
149	  WP	  2013	  Data	  Request	  PA-‐4.34	  and	  WP	  2013	  Data	  Request	  PA-‐4.34	  (Attachment	  PA	  34	  -‐	  RB	  Adj	  No	  1	  &	  2	  -‐	  
NE	  Accum	  Depr	  &	  Amort	  as	  of	  July	  2009).	  
150	  WP	  Exhibit	  C-‐Pipeline	  Replacement	  Charge	  Calculation	  Schedules.	  
151	  WP	  Exhibit	  C-‐Pipeline	  Replacement	  Charge	  Calculation	  Schedules.	  

Plant&Account&&&Description

236703&'&Gas&Trans&'&Steel&Mains
236903&'&Gas&Tran'Mea&&&Reg&Sta&Eqp
237601&'&Gas&Dist&'&Iron&Mains
237602&'&Gas&Dist&'&PE&Mains
237603&'&Gas&Dist&'&Steel&Mains
237604&'&Gas&Dist&'&PVC&Mains
237605&'&Gas&Dist&'&Plastic&Mains
237607&'&Gas&Dist&'&Mains&'&Oth&Equ
237800&'&Gas&Dist'Gen&Mea/Reg&Sta
238002&'&Gas&Dist'Services&'&PE
238003&'&Gas&Dist'Services&'&Steel
238004&'&Gas&Dist'Services&'&PVC
238006&'&Gas&Dist'Services&'&Copper
238301&'&Gas&Dist'House&Regulator

Accural&
Rate
0.82%
1.30%
1.23%
3.53%
1.23%
3.53%
3.53%
1.23%
1.61%
3.62%
2.21%
3.62%
2.21%
2.69%
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5)	  AMOUNT	  AND	  TIMING	  OF	  REQUEST	  
5)	  Is	  the	  amount	  and	  timing	  of	  the	  surcharge	  request	  within	  the	  limits	  established	  by	  Nebraska	  

statute?	  

This	   task	   compared	   the	   amount	   and	   timing	   of	   Black	  Hills	   Energy’s	   surcharge	   request	   to	   the	  
limits	  established	  by	  the	  Act.	  The	  Act	  defines	  specific	   limits	  on	  the	  amount	  and	  timing	  of	   ISR	  cost	  
recovery	  as	  summarized	  in	  the	  following	  lists.	  Blue	  Ridge’s	  findings	  are	  included	  below.	  	  

1) Rate	  schedules	  must	  produce	  revenue	  greater	  than	  $1	  million	  or	  0.5%	  of	  the	  jurisdictional	  
utility’s	  base	  revenue	  approved	  by	  the	  Commission	  in	  the	  last	  base	  rate	  case.152	  	  	  

2) The	  total	  annualized	  infrastructure	  system	  replacement	  cost	  recovery	  charge	  must	  be	   less	  
than	  10%	  of	  the	  jurisdictional	  utility’s	  base	  revenue	  approved	  by	  the	  Commission	  in	  the	  last	  
base	  rate	  case.153	  

Blue	  Ridge	  found	  that	  Black	  Hills	  Energy’s	  revenue	  request	  of	  $1,866,094	  added	  to	  the	  ISR	  
revenue	  request	  approved	  by	  the	  Commission	  of	  $1,401,883154	  is	  within	  the	  Act’s	  upper	  and	  
lower	  limitations	  as	  shown	  in	  the	  following	  table.	  	  

Table	  10:	  Confirmation	  Revenue	  Request	  is	  within	  Act's	  Limits155	  

	  

3) The	  jurisdictional	  utility	  must	  have	  had	  a	  general	  rate	  proceeding	  decided	  or	  dismissed	  by	  
issuance	  of	  a	  Commission	  order	  within	  sixty	  months	  immediately	  preceding	  the	  application	  
by	   the	   jurisdictional	   utility	   for	   an	   infrastructure	   system	   replacement	   cost	   recovery	  
charge.156	  

	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	   	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  

152	  Nebraska	  State	  Natural	  Gas	  Regulation	  Act	  §	  66-‐1865.	  
153	  Nebraska	  State	  Natural	  Gas	  Regulation	  Act	  §	  66-‐1865.	  
154	  NEPSC	  Case	  No.	  NG-‐0074,	  Order	  dated	  November	  25,	  2013,	  page	  5.	  
155	  WP	  Exhibit	  C-‐Pipeline	  Replacement	  Charge	  Calculation	  Schedules.	  
156	  Nebraska	  State	  Natural	  Gas	  Regulation	  Act	  §	  66-‐1865.	  

Description Calculations Confirmation
Total&Test&Year&Revenue&from&Last&Base&Rate&Case&(Dkt.&No.&NG:0061) 193,012,685$&&&&& &
Less&Estimated&Cost&of&Gas (124,273,476)$&&&&

Base&Revenues&from&Last&Base&Rate&Case 68,739,209$&&&&&&&&

Lower3Limit
Lesser&of&$1&million&or 1,000,000$&&&&&&&&& &
.5%&of&base&revenue&level&from&last&base&rate&case 343,696$&&&&&&&&&&&& 343,696$&&&&&&&&&&&&

ISR&&Revenue&Increase&per&Order&Dated&November&25,&2013 1,401,883$&&&&&&&&& &
ISR&Requested&Revenue&Increase&per&Application 1,866,094$&&&&&&&&& &
Total&ISR&Revenue 3,267,977$&&&&&&&&& &

Upper3Limit
10%&of&base&revenue&level&from&last&base&rate&case 6,873,921$&&&&&&&&& & 6,873,921$&&&&&&&&& &
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Blue	  Ridge	   found	   that	   Black	  Hills	   Energy’s	   last	   base	   rate	   case	  was	   effective	   September	   2,	  
2010,157	  and	  is	  within	  the	  sixty	  months	  required	  by	  the	  Act.	  

4) The	  ISR	  cost	  recovery	  charge	  cannot	  be	  collected	  for	  a	  period	  exceeding	  60	  months	  after	  its	  
initial	  approval	  unless	   the	   jurisdictional	  utility	  has	   filed	   for	  or	   is	   subject	   to	  a	  new	  general	  
rate	  proceeding.	  158	  The	  Commission	  ordered:	  “However,	  Black	  Hills	  may	  collect	  the	  charge	  
until	  the	  effective	  date	  of	  new	  rate	  schedules	  established	  as	  a	  result	  of	  the	  new	  general	  rate	  
proceeding	  or	  until	   the	   general	   rate	  proceeding	   is	   otherwise	  decided	   or	  dismissed	  by	   the	  
commission.”159	  

Blue	  Ridge	  found	  that	  Black	  Hills	  Energy’s	  initial	  Application	  for	  an	  ISR	  cost	  recovery	  charge	  
was	  effective	  December	  1,	  2013.	  The	  60-‐month	  period	  would	  end	  on	  November	  30,	  2018.	  	  

Therefore,	   the	  Company	   is	   in	  compliance	  with	   the	  requirement	   that	   the	   ISR	  cost	  recovery	  
charge	  cannot	  be	  collected	  for	  a	  period	  exceeding	  60	  months	  after	  its	  initial	  approval.	  

In	  conclusion,	  Blue	  Ridge	  found	  that	  the	  Company	  is	  in	  compliance	  with	  the	  provisions	  of	  the	  
Act’s	  limits	  on	  the	  amount	  and	  the	  timing	  of	  its	  requested	  ISR	  cost	  recovery.	  

6)	  RECOMMENDED	  RECOVERY	  
6)	  What	  is	  the	  appropriate	  level	  of	  recovery?	  

This	  task	  accumulated	  Blue	  Ridge’s	  recommended	  adjustments	  and	  provides	  a	  revised	  level	  of	  
recovery	  for	  the	  Commission’s	  consideration.	  

Blue	  Ridge’s	  review	  of	  Black	  Hills	  Energy’s	  Infrastructure	  System	  Replacement	  Cost	  Recovery	  
found	  that	  several	  adjustments	  should	  be	  made	  as	  shown	  in	  the	  following	  table.	  	  

Table	  11:	  Recommended	  Adjustment160	  to	  Black	  Hills	  Energy’s	  ISR	  Recovery	  Charge	  

	  	  

	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	   	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  

157	  NEPSC	  Case	  No.	  NG-‐0061,	  Order	  dated	  August	  17,	  2010,	  page	  43.	  
158	  Nebraska	  State	  Natural	  Gas	  Regulation	  Act	  §	  66-‐1865.	  
159	  NEPSC	  Case	  No.	  NG-‐0074,	  Order	  dated	  November	  25,	  2013,	  page	  5.	  
160	  WP	  Adjustments	  Through	  Exhibit	  C	  Pipeline	  Replacement	  Charge	  Calculation	  Schedules.	  

Description
Original 

Application
Modified Rate 

Design

Remove 
Ineligible 
Project

ADIT 
Correction

Impact of 
Combined 
Changes

Period End Rate Base 11,029,457$    11,029,457$    10,943,569$    10,918,726$    10,934,374$    

Revenue Increase 1,866,094$     1,866,094$     1,852,755$     1,851,936$     1,851,579$     

Customer Charge
Residential 0.50$            0.50$            0.50$            0.50$            0.50$            
Commercial 1.87$            1.97$            1.95$            1.95$            1.95$            
Energy Option-Firm 2.31$            1.97$            1.95$            1.95$            1.95$            

Individual Impact of Change
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7)	  CUSTOMER	  ALLOCATION	  
7)	   Does	   the	   allocation	   among	   class	   of	   customers	   meet	   the	   requirements	   established	   by	  

Nebraska	  statute?	  

This	  task	  compared	  the	  allocation	  among	  classes	  of	  customers	  to	  confirm	  compliance	  with	  the	  
Act.	  The	  Act	  specifies	  how	  any	  increase	  will	  be	  allocated	  to	  a	  company’s	  customers	  as	  summarized	  
in	  the	  following:	  	  

1) The	  ISR	  cost	  recovery	  charge	  shall	  be	  allocated	  among	  the	  jurisdictional	  utility’s	  classes	  of	  
customer	  in	  the	  same	  manner	  as	  costs	  for	  the	  same	  type	  of	  facilities	  were	  allocated	  among	  
classes	  of	  customers	  in	  the	  jurisdictional	  utility’s	  most	  recent	  general	  rate	  proceeding.	  161	  

Blue	   Ridge	   reviewed	   the	   allocation	   of	   the	   ISR	   cost	   recovery	   in	   the	   Company’s	   Functional	  
Classifications	  of	  Rate	  Base	   included	   in	   their	  Class	  Cost	  of	  Service	  Study.	  The	  allocation	  of	  
the	  ISR	  costs	  among	  the	  various	  types	  of	  facilities	  is	  consistent	  with	  the	  methodology	  used	  
in	   the	   most	   recent	   general	   rate	   proceeding.	   The	   ISR	   costs	   in	   the	   Company’s	   initial	   ISR	  
application	  were	   allocated	  based	  on	   the	   approved	   rate	  base	   from	  Docket	  No.	  NG-‐0061.162	  	  
The	   following	   table	   provides	   the	   Company’s	   allocation	   among	   classes	   that	   results	   in	   the	  
customer	  class	  ISR	  cost	  recovery	  charge	  by	  class.	  

Table	  12:	  Cost	  Recovery	  Customer	  Charge	  Calculation	  

	  

2) Cost	   recovery	   charge	   is	   assessed	   to	   customers	   as	   a	   monthly	   fixed	   charge	   and	   not	   based	  
upon	  volumetric	  consumption.163	  

Blue	  Ridge	  found	  the	  Company-‐requested	  tariff	  change	  is	  a	  monthly	  fixed	  charge	  and	  is	  not	  
based	  upon	  volumetric	  consumption.	  The	  Company’s	  calculated	  and	  proposed	  cost	  recovery	  
customer	  charge	  is	  as	  follows:164	  

Table	  13:	  Calculated	  and	  Proposed	  Monthly	  Customer	  Charge	  

	  

	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	   	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  

161	  Nebraska	  State	  Natural	  Gas	  Regulation	  Act	  §	  66-‐1866(6)(a).	  
162	  WP	  2013	  Data	  Request	  PA-‐9	  (Attachment	  PA-‐9	  –	  NG-‐0061	  COS	  Rate	  Design	  Update),	  WP	  2013	  Data	  
Request	  PA-‐2.2	  (Attachment	  PA	  Set	  2-‐2a	  -‐	  NE	  COS	  11-‐13-‐09	  TY-‐Estimate),	  and	  WP	  2013	  Data	  Request	  PA-‐2.2	  
163	  Nebraska	  State	  Natural	  Gas	  Regulation	  Act	  §	  66-‐1866(6)(a).	  
164	  Case	  No.	  NG-‐0074.01,	  Black	  Hills	  Energy	  Application	  dated	  April	  6,	  2015,	  Exhibit	  C,	  Schedule	  6.	  

Description Residential Commercial Energy4Options6
Firm

Total4
Jurisdictional

Approved(Rate(Base(Docket(No.(NG40061 121,605,114$((((( 28,766,321$((((((( 10,667,459$((((((( 161,038,894$(((((
Percent(of(Total 75.5% 17.9% 6.6% 100.0%
ISR(Revenue(Deficiency 1,409,141$((((((((( 333,340$(((((((((( ( 123,613$(((((((((( ( 1,866,094$(((((((((
Average(Number(of(Customers(NG40061 176,386$(((((((((( ( 14,886$((((((((((((( 4,459$(((((((((((((( ( 195,731$(((((((((( (
Calculated(Cost(Recovery(Monthly(Charge(per(Bill 0.67$((((((((((((((((( 1.87$((((((((((((((((( 2.31$(((((((((((((((((

Description Residential Commercial
Energy4

Options6Firm

Monthly(Charge(Approved(per(Order(Dated(November(25,(2013 0.50$(((((((((((( 1.48$(((((((((((( 1.48$((((((((((((

Calculated(Cost(Recovery(Monthly(Charge(per(Bills 0.67$(((((((((((( 1.87$(((((((((((( 2.31$((((((((((((
Proposed(Cost(Recovery(Monthly(Charge(per(Bill 0.50$(((((((((((( 1.87$(((((((((((( 2.31$((((((((((((
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In	  the	  Company’s	  last	  ISR	  application,	  the	  Company	  requested	  different	  monthly	  charges	  for	  
Commercial	   customers	   and	   Energy	   Option-‐Firm	   customers.	   Blue	   Ridge	   noted	   that	   in	   the	  
most	   recent	   rate	   case,	   the	   rates	   for	   the	   Commercial	   and	   Energy	   Option-‐Firm	   customers	  
were	  the	  same.	  The	  Commission	  rejected	  the	  Company’s	  deviation	  from	  past	  precedent	  and	  
approved	   the	   same	   a	   monthly	   charge	   for	   both	   Commercial	   and	   Energy	   Option-‐Firm	  
customers.	  The	  Commission’s	  Order	  stated:	  

In	   its	   most	   recent	   general	   rate	   proceeding,	   the	   Energy	   Option	   and	  
Commercial	   classes	   were	   treated	   as	   one	   class	   in	   the	   setting	   of	   volumetric	  
and	   fixed	   rates.	   Therefore,	   Energy	   Option	   customer	   would	   expect	   to	   be	  
treated	  similarly	  with	  regard	  to	   the	  current	  charge	  as	   they	  were	   treated	   in	  
the	  most	  recent	  rate	  case.	  Should	  a	  change	  in	  the	  rate	  design	  with	  respect	  to	  
the	   two	   classes	   be	   necessary,	   such	   a	   change	   should	   be	   done	   in	   a	  
comprehensive	  rate	  case	  rather	  than	  in	  the	  application	  of	  this	  surcharge.165	  	  	  

During	   discovery,	   the	   Company	   stated	   that	   the	   different	   customer	   charges	   for	   Energy	  
Option	  and	  Commercial	  customers	  was	  an	  error	  and	  stipulated	  that	  the	  Energy	  Option	  and	  
Commercial	  rates	  under	  this	  filing	  should	  be	  equal,	  similar	  to	  the	  equal	  rates	  as	  previously	  
approved	   by	   the	   Commission	   for	   those	   classes	   of	   customers.	   As	   part	   of	   its	   response,	   the	  
Company	   provided	   a	   corrected	   allocation	   among	   classes	   of	   customers	   in	   accord	   with	   its	  
most	  recent	  general	  rate	  proceeding.166	  

Table	  14:	  Revised	  Calculated	  and	  Proposed	  Monthly	  Customer	  Charge	  	  

	  

Blue	   Ridge	   recommends	   accepting	   the	   Company	   stipulation	   that	   the	   Commercial	   and	  
Energy	   Option-‐Firm	   monthly	   charge	   reflect	   the	   correction	   to	   be	   in	   compliance	   with	   the	  
Commission	  order.	  	  

3) The	  monthly	  charge	  shall	  not	   increase	  more	   than	  $0.50	  per	  residential	   customer	  over	   the	  
base	   rates	   in	  effect	   at	   the	   time	  of	   the	   initial	   filing	   for	   any	   infrastructure	   replacement	   cost	  
recovery	  charge	  rate	  schedules.167	  

As	  shown	  in	  the	  previous	  table,	  Blue	  Ridge	  found	  the	  Company-‐requested	  tariff	  change	  for	  
residential	  customers	  was	  limited	  to	  $0.50	  per	  residential	  customer.	  	  

	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	   	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  

165	  Case	  No.	  NG-‐0074,	  Order	  dated	  November	  25,	  3013,	  page	  5.	  
166	  BHE’s	  response	  to	  Data	  Request	  PA	  -‐26.	  
167	  Nebraska	  State	  Natural	  Gas	  Regulation	  Act	  §	  66-‐1866(6)(a).	  

Description Residential Commercial Energy4
Options6Firm

Monthly(Charge(Approved(per(Order(Dated(November(25,(2013 0.50$(((((((((((( 1.48$(((((((((((( 1.48$((((((((((((

Calculated(Cost(Recovery(Monthly(Charge(per(Bills 0.67$(((((((((((( 1.97$(((((((((((( 1.97$((((((((((((
Proposed(Cost(Recovery(Monthly(Charge(per(Bill 0.50$(((((((((((( 1.97$(((((((((((( 1.97$((((((((((((
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8)	  ANNUAL	  RECONCILIATION	  OF	  PRIOR	  APPROVED	  ISR	  COST	  RECOVERY	  CHARGES	  
8)	   Is	   the	   Company’s	   annual	   reconciliation	   of	   prior	   approved	   ISR	   cost	   recovery	   charges	   in	  

compliance	  with	  Commission	  orders?	  

The	  Nebraska	  Public	  Service	  Commission	  issued	  an	  order	  dated	  November	  25,	  2013,	  approving	  
the	  Companies	  initial	  infrastructure	  system	  replacement	  recovery	  charge.	  The	  Order	  requires	  that	  
Black	  Hills	   file	   a	   reconciliation	   of	   the	   differences	   between	   the	   revenue	   resulting	   from	   the	   charge	  
and	  pretax	  revenue	  approved	  by	   the	  Commission	  annually	   for	   the	  period	  of	  December	  1	   through	  
November	  30.	  On	  March	  13,	   2015,	   the	  Company	   filed	   its	   reconciliation	   for	  December	  1,	   2013,	   to	  
November	   30,	   2014	   (“Period”).	   The	   Company’s	   reconciliation	   stated	   that	   Black	  Hills	   Energy	  was	  
authorized	   to	   collect	   pretax	   revenues	   in	   the	   amount	   of	   $1,401,883.	   The	   Company	   collected	  
revenues	   in	   the	   amount	   of	   $1,337,675,	   which	   resulted	   in	   an	   under	   collection	   of	   $64,208	   for	   the	  
Period.	  The	  Company	  stated	  that	  it	  is	  not	  making	  a	  request	  for	  any	  rate	  adjustment	  to	  recover	  the	  
under	  collection	  for	  the	  Period.	  

	  Blue	  Ridge	  found	  the	  Company’s	  reconciliation	  for	  the	  period	  December	  1,	  2013,	  to	  November	  
30,	  2014,	  not	  unreasonable.	  
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APPENDIX	  A:	  BACKGROUND	  INFORMATION	  REVIEWED	  	  
The	   following	   background	   documents	  were	   reviewed	   and	   are	   included	   electronically	   on	   the	  

attached	  computer	  diskette:	  

1. State	  Natural	  Gas	  Regulation	  Act	  §§	  66-‐1802,	  66-‐1825,	  66-‐1865,	  66-‐1866,	  66-‐1867	  

2. Nebraska	  Public	  Service	  Commission	  Order	  dated	  August	  17,	  2010,	  from	  the	  last	  base	  rate	  
case,	  Docket	  No.	  NG-‐0061	  

3. Report	  prepared	  by	  Blue	  Ridge	  Consulting	  Services,	   Inc.	  on	  behalf	  of	   the	  Nebraska	  Public	  
Advocate	  titled	  “Case	  No.	  NG-‐0074	  Examination	  of	  the	  Infrastructure	  System	  Replacement	  
Cost	  Recovery	  Charge	   of	  Black	  Hills/Nebraska	  Gas	  Utility,	   LLC	  d/b/a	  Black	  Hills	   Energy”	  
dated	  October	  4,	  2013	  	  

4. Black	   Hills	   Energy’s	   response	   to	   Public	   Advocate’s	   October	   7,	   2013,	   Report	   and	   to	  
Commission	  Information	  Request,	  dated	  October	  18,	  2013	  

5. Nebraska	  Public	  Service	  Commission	  Order	  dated	  November	  25,	  2013,	  Docket	  No.	  NG-‐0074	  

6. Black	  Hills	   Energy’s	   Docket	   No.	   NG-‐0074,	   Reconciliation	   Compliance	   Filing,	   dated	  March	  
13,	  2015.	  

7. Black	  Hills/Nebraska	  Gas	  Utility,	  LLC	  d/b/a	  Black	  Hills	  Energy	  Application	  dated	  April	  6,	  
2015,	  seeking	  approval	  to	  recover	  an	  additional	  monthly	  Pipeline	  Replacement	  Charge	  
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APPENDIX	  B:	  ABBREVIATIONS	  AND	  ACRONYMS	  	  
The	  following	  abbreviations	  and	  acronyms	  are	  used	  in	  this	  report.	  	  

ADIT	  	   Accumulated	  Deferred	  Income	  Taxes	  
AFUDC	   Allowance	  for	  Funds	  Used	  during	  Construction	  
BHE	   Black	  Hills	  Energy	  
CCNC	   Completed	  Construction	  Not	  Classified	  
CFR	   Code	  of	  Federal	  Regulations	  
CWIP	   Construction	  Work	  In	  Progress	  
DRS	   District	  Regulator	  Station	  
FERC	   Federal	  Energy	  Regulatory	  Commission	  
GDRSRNF	   Gas	  Distribution	  Regulation	  Station	  Replacement	  Non-‐Fame	  
GMI	  	   Gas	  Main	  Integrity	  
GMINF	   Gas	  Main	  Integrity	  Non-‐Fame	  
GMR	   Gas	  Main	  Replacement	  
GMRNF	   Gas	  Main	  Replacement	  Non-‐Fame	  
GTR	   Gas	  Transmission	  Replacement	  
ISR	   Infrastructure	  System	  Replacement	  
LOSA	   Level	  of	  Signature	  Authority	  	  
PE	   Polyethylene	  
PHMSA	   Pipeline	  and	  Hazardous	  Materials	  Safety	  Administration	  
PRC	   Pipeline	  Replacement	  Charge	  
PSI	   Per	  Square	  Inch	  
SCADA	   Supervisory	  Control	  &	  Data	  Acquisition	  
TBS	   Town	  Border	  Station	  
UPIS	   Utility	  Plant	  in	  Service	  
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APPENDIX	  C:	  DATA	  REQUESTS	  AND	  INFORMATION	  PROVIDED	  
The	   following	   is	   a	   list	   of	   the	   data	   requests	   submitted.	   Black	   Hills	   Energy	   provided	   responses	  
electronically.	  The	  public	  responses	  are	   included	  on	  the	  attached	  computer	  diskette.	   	  Confidential	  
responses	  have	  been	  provided	  on	  a	  separate	  confidential	  computer	  diskette.	  

DR	  #	   Request	  

PA-‐1	  

Please	  identify	  any	  changes	  to	  the	  policies	  and	  procedures	  and/or	  flowcharts	  since	  the	  Company’s	  August	  7,	  2013,	  Pipeline	  
Replacement	  Charge	  application	  regarding	  the	  following	  activities	  that	  impact	  the	  categories	  that	  feed	  into	  the	  pipeline	  
replacement	  charge.	  (For	  any	  changes,	  please	  identify	  the	  change,	  provide	  a	  brief	  description	  of	  the	  change,	  and	  provide	  the	  
effective	  date	  of	  the	  change.)	  
a.	  Operating	  Standards:	  Project	  Capital	  Allocation	  Prioritization	  Model	  –	  Gas	  (Black	  Hills	  Energy	  Pipeline	  Replacement	  
Charge	  Application,	  dated	  April	  6,	  2015,	  Attachment	  DJN-‐2,	  Project	  Capital	  Allocation	  Prioritization	  Model	  –	  Gas)	  
b.	  Capitalization	  Policy	  (Black	  Hills	  Energy	  Pipeline	  Replacement	  Charge	  Application,	  dated	  April	  6,	  2015,	  Attachment	  DJN-‐1,	  
Capitalization	  Policy)	  
c.	  Plant	  Accounting	  
i.	  Preparation	  and	  approval	  of	  workorders	  
ii.	  Application	  of	  AFUDC	  
iii.	  Recording	  and	  closing	  of	  additions,	  retirements,	  cost	  of	  removal,	  and	  salvage	  to	  plant	  
iv.	  Unitization	  process	  based	  on	  the	  retirement	  unit	  catalog	  
v.	  Application	  of	  depreciation	  
d.	  Purchasing/Procurement	  
e.	  Accounts	  Payable/Disbursements	  
f.	  Accounting/Journal	  Entries	  
g.	  Payroll	  (direct	  charged	  and	  allocated)	  
h.	  Taxes	  (Accumulated	  Deferred	  Income	  Tax	  (ADIT),	  Federal,	  State	  and	  Local	  Income	  Tax)	  
i.	  Level	  of	  Signature	  Authority	  (all	  associated	  policy	  documents)	  

PA-‐2	  

For	  the	  attached	  (NEPA-‐BHE	  2015	  Project	  Sample	  List	  Attachment.xlsx)	  project	  sample	  please	  provide	  the	  following	  
information;	  
a.	  Detailed	  project	  description	  including	  scope	  and	  description	  of	  assets	  installed	  (ie	  2”	  pipe	  and	  length)	  and	  what	  assets	  
were	  removed	  	  	  
b.	  Project	  justification	  (justification	  for	  specific	  work	  orders	  only)	  	  
c.	  Project	  approvals	  	  
d.	  Detail	  that	  supports	  the	  original	  cost	  installed	  by	  category	  (ie,	  payroll,	  materials,	  overheads,	  AFUDC,	  outside	  contractors	  
etc.)	  	  
e.	  Detail	  that	  shows	  the	  assets	  retired	  by	  FERC	  account,	  including	  when	  those	  assets	  were	  retired	  	  
f.	  Detail	  that	  shows	  the	  Cost	  of	  Removal	  and	  any	  salvage	  associated	  with	  the	  retired	  assets	  	  

PA-‐3	   Please	  confirm	  that	  the	  selected	  projects	  (NEPA-‐BHE	  2015	  Project	  Sample	  List	  Attachment.xlsx)	  do	  not	  increase	  revenue	  by	  
adding	  new	  customers.	  

PA-‐4	   Please	  confirm	  that	  the	  selected	  projects	  (NEPA-‐BHE	  2015	  Project	  Sample	  List	  Attachment.xlsx)	  are	  not	  included	  in	  rate	  base	  
from	  the	  most	  recent	  rate	  case	  NG-‐0061?	  

PA-‐5	   Please	  confirm	  that	  the	  selected	  projects	  (NEPA-‐BHE	  2015	  Project	  Sample	  List	  Attachment.xlsx)	  are	  not	  included	  in	  the	  last	  
ISR	  approved	  by	  the	  Commission.	  

PA-‐6	   For	  the	  selected	  projects	  (NEPA-‐BHE	  2015	  Project	  Sample	  List	  Attachment.xlsx),	  please	  provide	  the	  actual	  cost	  vs.	  budget	  
variances.	  Include	  explanations	  for	  any	  variances	  +/-‐	  15%.	  	  

PA-‐7	  
Please	  confirm	  that	  the	  attached	  (NEPA-‐BHE	  2015	  Project	  Sample	  List	  Attachment.xlsx)	  projects	  were	  replacements	  of	  
existing	  infrastructure.	  If	  not,	  please	  explain	  why	  the	  project	  should	  be	  included	  in	  an	  infrastructure	  system	  replacement	  
cost	  recovery	  mechanism.	  	  

PA-‐8	   Reference	  Exhibit	  C,	  Schedule	  1,	  Line	  1’s	  description	  is	  “Average	  Rate	  Base.”	  Please	  confirm	  that	  this	  should	  be	  period	  end	  
instead	  of	  average.	  

PA-‐9	   Do	  any	  of	  the	  projects	  include	  in	  the	  ISR	  include	  betterment	  costs?	  

PA-‐10	  

Reference	  Application	  dated	  April	  6,	  2015,	  Section	  III	  Summary	  of	  Eligible	  Pipeline	  Replacement	  Charge	  Projects.	  The	  project	  
type	  total	  amounts	  included	  in	  the	  application	  descriptions	  do	  not	  agree	  to	  the	  total	  plant	  in	  service	  included	  in	  the	  revenue	  
requirements	  model	  (Exhibit	  C).	  	  
a.	  Please	  review	  the	  following	  table	  derived	  from	  the	  application	  descriptions	  and	  reconcile	  it	  to	  the	  total	  amount	  of	  plant	  in	  
service	  used	  in	  the	  revenue	  requirements	  model	  in	  Exhibit	  C.	  Explain	  any	  differences.	  
b.	  Please	  confirm	  the	  break	  down	  between	  specific	  and	  blanket	  projects.	  Make	  any	  needed	  adjustments.	  	  
c.	  Please	  fill	  in	  the	  #	  of	  projects	  for	  each	  category.	  

PA-‐11	   a.	  Please	  explain	  and	  provide	  the	  source	  of	  the	  federal	  income	  tax	  rate	  of	  32.27%.	  
b.	  Please	  explain	  and	  provide	  the	  source	  of	  the	  state	  income	  tax	  rate	  of	  7.81%	  

PA-‐12	  

Reference	  Exhibit	  C,	  Schedule	  3.4	  Depr-‐Reserv-‐ADIT.	  The	  Company	  is	  using	  the	  following	  tax	  deprecation	  rates	  in	  calculating	  
ADIT:	  1st	  year	  0.5185,	  2nd	  year	  0.036095,	  3rd	  year	  0.033385.	  	  
a.	  Please	  confirm	  that	  the	  first	  year	  includes	  the	  50%	  bonus	  deprecation.	  	  
b.	  Please	  provide	  the	  source	  for	  the	  non-‐bonus	  tax	  depreciation	  rates	  used	  
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DR	  #	   Request	  

PA-‐13	  

Reference	  Exhibit	  C,	  Schedule	  3.4	  Depr-‐Reserv-‐ADIT.	  	  
a)	  Please	  explain	  and	  provide	  support	  for	  the	  use	  of	  the	  0.0169	  multiple	  used	  in	  the	  263(A)	  Unicap	  Adj	  for	  Tax	  (Column	  S).	  
b)	  Please	  explain	  and	  provide	  support	  for	  the	  use	  of	  the	  .0.0335	  multiple	  used	  in	  the	  263(a)	  Unicap	  Adj	  for	  Tax	  (Column	  S)	  
for	  projects	  put	  into	  service	  in	  2012.	  

PA-‐14	  
Reference	  Exhibit	  C,	  Schedule	  3.4	  Depr-‐Reserv-‐ADIT,	  Line	  number	  253,	  Project	  Number	  60020093.	  Please	  explain	  why	  the	  
263(A)	  Unicap	  Adj	  for	  Tax	  (Column	  S)	  is	  hardcoded	  0	  which	  is	  inconsistent	  with	  other	  projects.	  

PA-‐15	  
Exhibit	  C,	  Schedule	  3.4	  Depr-‐Reserv-‐ADIT.	  Please	  explain	  why	  the	  Unit	  of	  Prop	  Adj	  for	  Tax	  (Column	  R)	  are	  hard	  coded	  0	  for	  
some	  projects	  with	  original	  costs	  (not	  retirement)	  and	  others	  include	  a	  formula	  the	  “original	  cost	  (Col	  J)	  less	  263(1)	  Unicap	  
Adj	  for	  Tax	  (Col	  S).”	  	  [See	  attached	  file	  ADIT	  Data	  Request	  Support]	  

PA-‐16	  
Reference	  Company	  Response	  to	  Data	  Request	  PA-‐2	  (f).	  	  
a.	  Please	  describe	  the	  process	  for	  recording	  salvage.	  	  	  
b.	  Please	  confirm	  that	  no	  salvage	  was	  recorded	  for	  any	  workorder.	  

PA-‐17	   Please	  provide	  the	  estimated	  in-‐service	  date	  and	  explanations	  by	  work	  order	  where	  the	  actual	  in-‐service	  date	  is	  delayed	  >60	  
days	  from	  the	  estimated	  in-‐service	  date.	  	  

PA-‐18	  

Follow	  up	  to	  Response	  to	  Data	  Request	  PA-‐2	  (a)	  (Nebraska	  Data	  Request	  2015-‐1a).	  
a.	  Work	  Order	  60021297	  added	  1800'	  of	  new	  4”	  main	  for	  this	  highway	  relocation	  project.	  	  How	  many	  feet	  of	  4”	  main	  was	  
removed?	  	  
b.	  Work	  Order	  60021491	  added	  922'	  of	  pipe	  and	  removed	  186'	  of	  pipe.	  Please	  explain	  the	  reason(s)	  that	  additional	  pipe	  was	  
added	  than	  replaced.	  	  
c.	  Work	  Order	  60022163	  adds	  500'	  of	  2"	  pipe.	  Please	  explain	  the	  reason(s)	  that	  additional	  pipe	  was	  added	  than	  replaced.	  	  	  
d.	  Work	  Order	  60022173	  adds	  500'	  of	  2"	  pipe.	  Please	  explain	  the	  reason(s)	  that	  additional	  pipe	  was	  added	  than	  replaced.	  	  
e.	  Work	  Order	  60022246	  replaces	  4,000'	  of	  pipe	  with	  5,689'	  of	  pipe.	  Please	  explain	  the	  reason(s)	  that	  more	  pipe	  was	  added	  
than	  replaced.	  	  

PA-‐19	  

For	  the	  following	  projects	  the	  work	  order	  description	  did	  not	  include	  the	  number	  of	  feet	  of	  pipe	  replaced.	  Please	  provide	  that	  
for	  the	  following	  projects:	  	  
a.	  60021540	  
b.	  60020873	  
c.	  60021643	  	  

PA-‐20	   Follow	  Up	  to	  Data	  Request	  PA-‐2	  (e).	  Work	  Order	  60021436	  was	  a	  highway	  relocation	  project	  and	  did	  not	  have	  any	  
retirements.	  Please	  explain	  why	  the	  project	  did	  not	  have	  any	  retirements.	  

PA-‐21	  

The	  following	  work	  orders	  had	  retirements	  from	  60	  to	  240	  days	  after	  the	  engineering	  in-‐service	  dates	  of	  the	  replacement	  
assets.	  Please	  explain	  the	  cause	  of	  the	  delays	  and	  the	  impact	  on	  the	  Accumulated	  Reserve	  for	  Depreciation	  as	  a	  result	  of	  these	  
delays.	  	  
a.	  Work	  Order	  10048622	  retirements	  90	  days	  after	  in-‐service	  date.	  	  
b.	  Work	  Order	  10049116	  retirements	  90	  days	  after	  in-‐service	  date	  
c.	  Work	  Order	  60019635	  retirements	  240	  days	  after	  in-‐service	  date	  
d.	  Work	  Order	  60021491	  retirements	  60	  days	  after	  in-‐service	  date	  
e.	  Work	  Order	  60021721	  retirements	  90	  days	  after	  in-‐service	  date	  
f.	  Work	  order	  60021783	  retirements	  150	  days	  after	  in-‐service	  date	  	  
g.	  Work	  order	  60022192	  retirements	  60	  days	  after	  in-‐service	  date	  
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PA-‐22	  

Follow	  up	  to	  Data	  Request	  PA-‐2	  (d)	  and	  (f).	  The	  following	  replacement	  work	  orders	  did	  not	  have	  associated	  Cost	  of	  Removal.	  
Please	  explain	  why.	  
a.	  Work	  Order	  5226108113	  	  	  
b.	  Work	  Order	  5226181113	  	  	  
c.	  Work	  Order	  60019635	  	  	  
d.	  Work	  Order	  60020105	  	  	  
e.	  Work	  Order	  60020107	  	  
f.	  Work	  Order	  60020593	  	  
g.	  Work	  order	  60020737	  	  
h.	  Work	  order	  60020873	  	  
i.	  Work	  order	  60021297	  	  
j.	  Work	  order	  60021436	  	  
k.	  Work	  order	  60021469	  	  
l.	  Work	  order	  60021491	  	  
m.	  Work	  order	  60021511	  	  
n.	  Work	  order	  60021540	  	  
o.	  Work	  order	  60021643	  	  
p.	  Work	  order	  60021721	  	  
q.	  Work	  order	  60021783	  	  
r.	  Work	  order	  60022103	  	  
s.	  Work	  order	  60022173	  	  
t.	  Work	  order	  60022181	  	  
u.	  Work	  order	  60022192	  	  
v.	  Work	  order	  60022202	  	  
w.	  Work	  order	  60022311	  	  
x.	  Work	  order	  60022446	  	  
y.	  Work	  order	  60022311	  	  

PA-‐23	   Follow	  up	  to	  Data	  Request	  PA-‐5.	  The	  explanation	  in	  Response	  to	  Data	  Request	  PA-‐5	  does	  not	  appear	  to	  agree	  with	  the	  
variance	  explanation	  in	  Response	  to	  Data	  Request	  2,	  part	  a,	  2015-‐1a.	  	  Please	  reconcile	  the	  two	  explanations.	  	  	  

PA-‐24	  
Follow	  up	  to	  Data	  Request	  PA-‐2	  (d)	  and	  (f).	  The	  cost	  detail	  included	  material	  loadings.	  Please	  explain	  how	  the	  percentage	  of	  
material	  loadings	  is	  determined	  and	  what	  work	  order	  costs	  the	  loadings	  are	  applied	  on.	  Please	  provide	  an	  example	  using	  one	  
or	  more	  of	  the	  workorders	  included	  in	  PA-‐2	  (d)	  and	  (f).	  	  	  

PA-‐25	  

In	  the	  Public	  Advocate’s	  report	  in	  Case	  No.	  NG-‐0074	  for	  the	  Examination	  of	  the	  Infrastructure	  System	  Replacement	  Cost	  
Recovery	  Charge	  of	  Black	  Hills	  Energy,	  dated	  October	  4,	  2013	  (“Report”),	  Blue	  Ridge	  provided	  several	  recommendations	  in	  
addition	  to	  its	  overall	  recommendation	  for	  an	  appropriate	  level	  of	  recovery	  for	  Black	  Hills	  Energy	  pipeline	  replacement	  
charge.	  Some	  of	  these	  other	  recommendations	  were	  addressed,	  as	  far	  as	  the	  Company’s	  intent	  was	  concerned,	  in	  the	  
Company’s	  response	  to	  the	  Report	  and	  in	  the	  final	  Stipulation	  of	  the	  case.	  	  
This	  request	  seeks	  status	  and	  implementation	  information	  regarding	  those	  recommendations	  that	  impact	  succeeding	  ISR	  
cost	  recovery	  charge	  applications.	  Please	  provide	  a	  brief	  narrative	  on	  the	  implementation	  status	  for	  the	  Report’s	  
recommendations,	  as	  enumerated	  below.	  
a.	  Blue	  Ridge	  Recommendation	  #1	  (Report,	  page	  15):	  “For	  purposes	  of	  both	  ease	  of	  regulatory	  review	  and	  maintaining	  full	  
documentary	  record,	  Blue	  Ridge	  recommends	  creating	  a	  written	  process	  and/or	  associated	  procedures	  specifically	  for	  the	  
development	  of	  the	  ISR	  cost	  recovery	  charge.”	  	  
The	  Company	  notes	  and	  the	  Stipulation	  states,	  “Prior	  to	  its	  next	  Pipeline	  Replacement	  Charge	  application,	  Black	  Hills	  Energy	  
will	  follow	  this	  recommendation	  and	  create	  procedures	  related	  to	  development	  of	  the	  ISR	  Cost	  Recovery	  Charge”	  (BHE	  
Response,	  p.	  10).	  	  
Please	  provide	  the	  implementation	  status	  of	  this	  procedure.	  If	  it	  has	  been	  created,	  please	  provide	  a	  copy.	  
b.	  Blue	  Ridge	  Recommendation	  #2	  (Report,	  page	  31):	  This	  recommendation	  was	  prompted	  by	  the	  fact	  that	  54%	  of	  the	  
workorders	  sampled	  were	  over	  budget	  and	  the	  potential	  to,	  then,	  over-‐accrue	  AFUDC	  on	  those	  projects.	  “Blue	  Ridge	  
recommends	  that	  the	  Company	  continue	  to	  monitor	  projects	  to	  ensure	  that	  they	  are	  complete,	  on	  time,	  and	  on	  budget.”	  
c.	  Blue	  Ridge	  Recommendation	  #3	  (Report,	  page	  32):	  This	  recommendation	  was	  prompted	  by	  sampled	  workorders	  that	  did	  
not	  include	  approval	  documentation.	  “Blue	  Ridge	  recommends	  that	  the	  Company	  review	  its	  workorder	  approval	  process	  to	  
ensure	  that	  it	  has	  internal	  controls	  in	  place	  that	  conform	  to	  the	  LOSA.”	  
d.	  Blue	  Ridge	  Recommendation	  #4	  (Report,	  page	  33):	  This	  recommendation	  was	  prompted	  by	  the	  lack	  of	  cost	  of	  removal	  
information	  on	  STORMS	  workorders	  sent	  to	  PowerPlant.	  “Blue	  Ridge	  recommends	  that	  the	  Company	  implement	  its	  plan	  to	  
address	  and	  correct	  [the	  lack	  of	  cost	  of	  removal	  information	  on	  STORMS	  workorders]	  when	  the	  new	  WAM	  system	  is	  
implemented	  and	  STORMS	  is	  no	  longer	  used.”	  
e.	  Blue	  Ridge	  Recommendation	  #5	  (Report,	  page	  34):	  This	  recommendation,	  prompted	  by	  accruing	  AFUDC	  on	  delayed	  
workorders,	  is	  similar	  to	  Recommendation	  #2	  above.	  “Although	  the	  over-‐accrual	  of	  AFUDC	  is	  not	  material,	  Blue	  Ridge	  
recommends	  that	  the	  Company	  continue	  to	  monitor	  projects	  to	  ensure	  that	  they	  are	  completed	  on	  time	  and	  on	  budget	  so	  the	  
ratepayer	  is	  not	  overcharged	  for	  service.”	  
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PA-‐26	  

The	  Commission	  approved	  a	  monthly	  charge	  for	  both	  Commercial	  customer	  and	  Energy	  Option	  customers	  of	  $1.48	  per	  
month	  in	  the	  last	  ISR	  [Case	  No.	  NG-‐0074,	  dated	  11/25/13,	  page	  5].	  	  The	  Commission’s	  Order	  approving	  the	  ISR	  stated:	  	  
“In	  its	  most	  recent	  general	  rate	  proceeding,	  the	  Energy	  Option	  and	  Commercial	  classes	  were	  treated	  as	  one	  class	  in	  the	  
setting	  of	  volumetric	  and	  fixed	  rates.	  Therefore,	  Energy	  Option	  customer	  would	  expect	  to	  be	  treated	  similarly	  with	  regard	  to	  
the	  current	  charge	  as	  they	  were	  treated	  in	  the	  most	  recent	  rate	  case.	  Should	  a	  change	  in	  the	  rate	  design	  with	  respect	  to	  the	  
two	  classes	  be	  necessary,	  such	  a	  change	  should	  be	  done	  in	  a	  comprehensive	  rate	  case	  rather	  than	  in	  the	  application	  of	  this	  
surcharge.”	  
The	  Company’s	  application	  in	  this	  proceeding	  requests	  different	  customer	  charges	  for	  Commercial	  ($1.87)	  and	  Energy	  
Option	  Firm	  ($2.31).	  	  Did	  the	  Company	  obtain	  authorization	  for	  the	  requested	  differential	  between	  Commercial	  and	  Energy	  
Option	  Firm	  Pipeline	  Replacement	  Charge?	  	  If	  so,	  please	  provide.	  

PA-‐27	  

Reference	  Act	  Section	  66-‐1866(2),	  Direct	  Testimony	  of	  Don	  Nordell,	  page	  13,	  lines	  19-‐20,	  and	  Exhibit	  C,	  Schedule	  3.4.	  The	  
Act	  requires	  that	  an	  ISR	  application	  include	  (a)	  a	  list	  of	  eligible	  projects,	  (b)	  a	  description	  of	  the	  projects,	  (c)	  the	  location	  of	  
the	  projects,	  (d)	  the	  purpose	  of	  the	  projects,	  (e)	  the	  dates	  construction	  began	  and	  ended,	  (f)	  the	  total	  expenses	  for	  each	  
project	  at	  completion,	  and	  (g)	  the	  extent	  to	  which	  such	  expenses	  are	  eligible	  for	  inclusion	  in	  the	  calculation	  of	  the	  
infrastructure	  system	  replacement	  cost	  recovery	  charge.	  	  
Exhibit	  C,	  Schedule	  3.4,	  column	  G	  is	  labeled	  start	  date,	  but	  all	  entries	  are	  7/1/13.	  	  Please	  state	  where	  the	  project	  construction	  
began	  date	  is	  provided	  within	  the	  application.	  

PA-‐28	  
Follow	  up	  to	  Data	  Request	  20.	  	  In	  response	  to	  Data	  Request	  No.	  20	  the	  Company	  indicated	  the	  Work	  Order	  60021436	  did	  
have	  retirements.	  We	  were	  unable	  to	  locate	  those	  retirements	  for	  that	  work	  order	  in	  the	  data	  provided	  in	  response	  to	  Data	  
Request	  No.	  2,	  Part	  (e).	  	  Please	  provide	  the	  detail	  for	  the	  retirements.	  

PA-‐29	  

Follow	  Up	  to	  Data	  Request	  BHE	  No.	  2,	  d,	  attachment	  PA	  DR	  #2	  (d)	  (f).	  Workorder	  10046536	  included	  the	  year	  and	  month	  of	  
charges	  for	  the	  dollars	  added	  to	  plant.	  The	  other	  workorders	  included	  in	  that	  response	  did	  not	  contain	  the	  year	  and	  month	  of	  
charges.	  	  Please	  provide	  the	  year	  and	  month	  of	  charges	  for	  all	  the	  workorders	  included	  in	  the	  attachment.	  	  The	  information	  
can	  be	  in	  whatever	  format	  is	  easier	  for	  the	  Company	  to	  produce.	  We	  would	  greatly	  appreciate	  an	  expedited	  response.	  	  
Should	  you	  have	  questions	  about	  the	  request	  please	  contact	  Joe	  Freedman	  at	  jfreedman@blueridgecs.com	  or	  607-‐280-‐3737.	  

PA-‐30	  

1.	  Please	  explain	  the	  deviation	  from	  the	  LOSA	  requirements	  on	  the	  following	  workorders.	  
Work	  Order	  #	  Project	  Description	  Total	  Original	  Cost	  3.	  Project	  Approvals	  Supposed	  Level	  of	  Authority	  from	  LOSA	  
60022305	  GMR	  	  ADAMS	  W	  -‐	  048TH	  NW	  STREET	  	  $56,931.77	  	  Randy	  Kreifels-‐Construction	  Coordinator,	  Dave	  Micek-‐
Operations	  Supervisor,	  Kevin	  Jarosz-‐Operations	  Manager	  Directors	  
60020593	  GMR	  	  033RD	  STREET	  -‐	  ORCHARD	  TO	  	  $122,969.08	  	  Randy	  Kreifels-‐Construction	  Coordinator,	  Dave	  Micek-‐
Operations	  Supervisor,	  Larry	  Byrnes-‐Operations	  Manager,	  Don	  Nordell-‐Director	  Business	  Operations	  Operational	  Vice	  
Presidents	  
60022192	  GMRNF	  FAIRBURY	  NELSON	  STR.	  TO	  	  $142,184.43	  	  Mick	  Porter-‐Construction	  Coordinator,	  Cully	  Sila-‐Operations	  
Supervisor,	  Rick	  Schwartz-‐Operations	  Manager	  Operational	  Vice	  Presidents	  
60021469	  84TH	  ST	  ROAD	  PROJECT	  PAPILLION	  	  $166,902.95	  	  Kent	  Roberts-‐Construction	  Coordinator,	  Kevin	  Jarosz-‐
Operations	  Manager,	  Nick	  Gardner-‐Director	  Gas	  Operations.	  Operational	  Vice	  Presidents	  
60022163	  FAIRBURY	  MCDOWELL	  BETWEEN	  2ND	  	  $187,259.05	  	  Mick	  Porter-‐Construction	  Coordinator,	  Cully	  Sila-‐
Operations	  Supervisor,	  Rick	  Schwartz-‐Operations	  Manager,	  Nick	  Gardner-‐Director	  Gas	  Operations,	  	  Operational	  Vice	  
Presidents	  
60022173	  FAIRBURY	  9TH	  TO	  13TH	  STR.	  BTW	  	  $209,770.29	  	  Mick	  Porter-‐Construction	  Coordinator,	  Cully	  Sila-‐Operations	  
Supervisor,	  Rick	  Schwartz-‐Operations	  Manager,	  Nick	  Gardner-‐Director	  Gas	  Operations	  Operational	  Vice	  Presidents	  
60021297	  OLD	  CHENEY	  ROAD	  -‐	  070TH	  TO	  084	  	  $475,710.51	  	  Randy	  Kreifels-‐Construction	  Coordinator,	  Dave	  Micek-‐
Operations	  Supervisor,	  Kevin	  Jarosz-‐Operations	  Manager,	  Nick	  Gardner-‐Director	  Gas	  Operations,	  Jeff	  Sylvester-‐VP	  Gas	  
Operations,	  Stuart	  Wevik-‐VP	  Utility	  Operations.	  Corporate	  Officers	  
Business	  Unit	  Leaders	  
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APPENDIX	  D:	  WORK	  PAPERS	  
Blue	  Ridge’s	  examination	  was	  performed	  using	  the	  Microsoft	  Excel®	  spreadsheets	  provided	  by	  

Black	  Hills	  Energy	  that	  support	  the	  Pipeline	  Replacement	  Charge	  revenue	  requirements	  and	  cost	  of	  
service.	  The	  application	  workpapers	  included	  the	  following	  spreadsheets.	  

• Sch	  1	  Revenue	  Deficiency	  
• Sch	  2	  Cost	  of	  Capital	  
• Sch	  3	  Rate	  Base	  
• Sch	  3.1	  Plant	  
• Sch	  3.2	  Reserves	  
• Sch	  3.3	  Project	  Summary	  
• Sch	  3.4	  Depr-‐Resrv-‐ADIT	  
• Sch	  4	  Income	  Statement	  
• Sch	  5	  Income	  Tax	  Calc	  
• Sch	  6	  Monthly	  Customer	  Charge	  

Workpapers	  that	  support	  Blue	  Ridge’s	  analysis	  are	   listed	  below.	  All	  workpapers	  are	   included	  
on	  the	  provided	  computer	  diskette.	  	  	  

• WP	  -‐	  PA	  DR#27	  AFUDC.xlsx	  
• WP	   2013	   Data	   Request	   PA-‐2.1.pdf	   (2006	   Depreciation	   Rate	   Study-‐Statement	   A.pdf	   and	  

Exhibit	  DJN-‐2	  Capital	  Additions	  Worksheets.xlsx)	  
• WP	  2013	  Data	  Request	  PA-‐2.2	  (Attachment	  PA	  Set	  2-‐2a	  -‐	  NE	  COS	  11-‐13-‐09	  TY-‐Estimate).xls	  
• WP	  2013	  Data	  Request	  PA-‐2.2.pdf	  
• WP	  2013	  Data	  Request	  PA-‐3	  (Attachment	  PA-‐3A	  -‐	  Policy	  2	  Overview).pdf	  
• WP	  2013	  Data	  Request	  PA-‐3	  (Attachment	  PA-‐3B	  –	  Policy	  2).pdf	  
• WP	  2013	  Data	  Request	  PA-‐3	  (Attachment	  PA-‐3C	  –	  Policy	  2	  Business	  Unit	  Leaders).pdf	  
• WP	   2013	   Data	   Request	   PA-‐3	   (Attachment	   PA-‐3D	   -‐-‐	   Routine	   Service	   and	   Construction	  

Overview).pdf	  
• WP	  2013	  Data	  Request	  PA-‐3	  (Attachment	  PA-‐3E	  -‐-‐Routine	  Service	  and	  Construction).pdf	  
• WP	  2013	  Data	  Request	  PA-‐3	  (Attachment	  PA-‐3F	  -‐-‐Project	  Approval	  Form).pdf	  
• WP	  2013	  Data	  Request	  PA-‐3	  (Attachment	  PA-‐3G	  -‐-‐	  General	  Contract	  Requirements).pdf	  
• WP	  2013	  Data	  Request	  PA-‐3	  (Attachment	  PA-‐3H	  -‐-‐	  Field	  Services	  Agreement).pdf	  
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