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August 16, 2018 
 
Daniel P. Wolf 
Executive Secretary 
Minnesota Public Utilities Commission 
121 7th Place East, Suite 350 
St. Paul, Minnesota 55101 
 
RE: Comments of the Minnesota Department of Commerce, Division of Energy Resources 

Docket No. G004/D-18-369  
 
Dear Mr. Wolf: 
 
Attached are the comments of the Minnesota Department of Commerce, Division of Energy Resources 
(Department) in the following matter: 
 

Great Plains Natural Gas Co.’s (Great Plains, GPNG, or Company), a Division of MDU 
Resources Group, Inc., Annual Depreciation Study. 

 
The petition was filed on June 1, 2018 by: 
 
 Tamie A. Aberle 
 Director of Regulatory Affairs 
 Great Plains Natural Gas Company 
 705 West Fir Avenue 
 P.O. Box 176 
 Fergus Falls, MN  56538-0176 
 
The Department withholds final recommendation pending review of requested additional information in 
Great Plains’ subsequent Reply Comments.  The Department is available to respond to any questions the 
Minnesota Public Utilities Commission may have on this matter. 
 
Sincerely, 
 
 
 
/s/ DOROTHY MORRISSEY 
Financial Analyst 
 
DM/ja 
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Before the Minnesota Public Utilities Commission 
 

 
Comments of the Minnesota Department of Commerce 

Division of Energy Resources 
  

Docket No. G004/D-18-369 
 

I. SUMMARY OF GREAT PLAINS’ PROPOSAL 

On June 1, 2018, Great Plains Natural Gas Company, a Division of MDU Resources Group, Inc. 
(Great Plains, GPNG or the Company) filed a petition (Petition) with the Minnesota Public 
Utilities Commission (Commission) requesting approval of depreciation parameters and rates 
determined in its annual depreciation study (2018 Depreciation Study).  The 2018 Depreciation 
Study is the first update to the Company’s most recent comprehensive five-year depreciation 
study, filed in Docket No. G004/D-17-450 (2017 Depreciation Docket).    
 
The Company stated that the application of the proposed lives and salvage rates to the 
December 31, 2017 plant and reserve balances results in an estimated 2018 depreciation 
expense of $2,277,670, or $2,942 more than the 2018 depreciation expense would be when 
calculated using the functional group level composite depreciation rate derived in its prior 
depreciation study, as shown below:1   
 

Plant Group                         Original Cost                      Annual Accrual                      Annual Accrual Updated 
 

Transmission Plant $2,555,239 1.75% $44,717      1.23% $31,512 

Distribution Plant $43,806,948 4.57% $2,001,978      4.56% $1,998,034 

General Plant $6,334,250 3.60% $228,033      3.92% $248,124 

TOTAL $52,696,437 4.31% $2,274,728      4.32% $2,277,670 

 
The current proposed depreciation parameters yield an overall, composite depreciation rate of 
4.32 percent for 2018, or 0.01 percentage point higher than the 4.31 percent overall, composite 
depreciation rate yielded and reported in the prior study (Docket No. G004/D-17-450).2  

                                                      
1 Initial Petition, p. 1-1. 
2 Note that technically these functional group level composite rates are not approved rates, rather they are a 
summarized result.  In fact, this overall, high-level comparison outcome would differ if the comparison was 
conducted by analyzing the currently-approved account-level depreciation rates applied to the December 31, 2017 
account-level plant balances.  The prior study 4.31 percent reported was result of applying the 2017 approved 
account-level depreciation rates to the 2016 year-end plant balances.  If the current 2017 approved account level 

https://www.edockets.state.mn.us/EFiling/edockets/searchDocuments.do?method=showPoup&documentId=%7bA0B0DE5E-0000-CC14-A795-A2D30D863045%7d&documentTitle=201710-136013-01
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II. DEPARTMENT ANALYSIS 

A. COMPLIANCE WITH FILING REQUIREMENTS AND PRIOR COMMISSION ORDERS 

Minnesota Statutes Section 216B.11 and Minnesota Rules, parts 7825.0500-7825.0900 require 
public utilities to seek Commission certification of their depreciation rates and methods.  
Utilities must use straight-line depreciation unless a different method can be justified.  
Additionally, utilities must file depreciation studies at least once every five years, and must 
review their depreciation rates annually to determine if they are generally appropriate.  When 
utilities use the average service life technique as its basis to depreciate group property 
accounts, the life and salvage factors, as well as the resulting depreciation rates, remain 
unchanged between studies.  When companies choose the remaining-life technique as its basis 
for depreciating group property accounts, as Great Plains does, although the underlying life and 
salvage factors may not change, the depreciation rates are adjusted annually to reflect the 
passage of time effect on remaining lives, as well as the impact of plant additions and 
retirements.  Annual depreciation study updates are required when the remaining-life 
technique is employed to allow the Commission the opportunity to approve changes in 
depreciation rates.  Once certified by order, depreciation rates remain in effect until the next 
certification. 

Great Plains employs a straight-line depreciation method and files annual depreciation studies 
with the Commission.  Per Great Plains’ 2017 Jurisdictional Annual Report, the Company used 
the depreciation rates approved in Docket No. G004/D-17-450 to calculate depreciation 
expense in 2017.  Thus, the Minnesota Department of Commerce, Division of Energy Resources 
(Department or DOC) concludes that Great Plains met its requirement to use its most-recently 
approved depreciation rates to calculate depreciation expense in 2017.   
 
The Department concludes that Great Plains’ 2018 Depreciation Study, supplemented with the 
inclusion of the data provided by the Company in its response to DOC Information Request No. 
14,3 meets all relevant filing requirements.  Per Minn. Rule 7825.0700, the Department 
recommends that in future depreciation petitions, Great Plains provide in its initial filing 
schedules showing the additions, retirements, adjustments and transfer activity of the plant-in-
service and respective accumulated depreciation accounts during the most recent fiscal year. 
 
The Company has also complied with the requirement to propose depreciation rates that are 
effective January 1, 2018.  The Commission’s Order dated March 21, 2007 in Docket No. 
G004/D-06-700 required that all future remaining life depreciation and amortization studies be 

                                                      
depreciation rates were applied to the 2017 year-end plant balances, the resulting depreciation amount would 
calculate to an overall composite rate of 4.20 percent under existing rates. 
3 Response to DOC IR No. 14 is included in DOC Attachment A to these comments. 



Docket No. G004/D-18-369 
Analyst Assigned:  Dorothy Morrissey 
Page 3 
 
 
 

 

effective on January 1 of the year for which the study is performed starting with the 
depreciation study performed for year-end 2007.  Great Plains’ 2018 Depreciation Study 
appropriately proposed depreciation rates to be effective January 1, 2018 based upon 
December 31, 2017 plant and reserve balances. 

B. NEED FOR ADDITIONAL SUPPORT AND INFORMATION 

1. Vintage Group Basis – Accounts 367, 376 and 380 

As part of its review, the Department compares Great Plains’ annual update with the 
Company’s prior years’ depreciation studies.  Although the outside firms that prepared GPNG’s 
current and prior reports differ, the Petition indicated that “the depreciation rates in this 
update have been calculated using the same depreciation methods, procedures and techniques 
employed in the last GPNG depreciation study.”4  However, through discovery Great Plains’ 
clarified it had changed the basis for its remaining life calculations from the Broad Group basis 
to a Vintage Group approach in this annual update.5  Despite that the Broad Group approach is 
widely used and accepted, Great Plains’ stated that computer technology allows for the more 
precise and accurate Vintage Group calculations to be made with no additional effort.   

The Department believes a change in the basis Great Plains used for its remaining life 
calculations is an important change that should have been highlighted within the Petition.  
Therefore, the Department recommends that Great Plains transparently disclose alterations to 
it depreciation-study approach in future depreciation filings.  Further, for several reasons, the 
Department finds that the Great Plains’ Petition lacks sufficient support for the depreciation 
study change to the Vintage Group approach in the annual update, and is especially concerned 
with the timing of its introduction subsequent to conducting a comprehensive five-year 
depreciation study.   

The Department does not disagree that the Vintage Group approach may allow for more 
precise or accurate depreciation rate, however, GPNG did not reasonably demonstrate this to 
be true in its Petition.  Further, even if the Department were to concede that GPNG’s proposed 
methodology is “more accurate,” improved accuracy alone would not necessarily persuade the 
Department to recommend approval of these updated rates for the following reasons.   

• First, GPNG has not indicated that its plant records and retirement practices, or its 
accounting systems, precisely reflect the vintages of existing plant in place and removed 
from service.  The quality and accuracy of data used in the Vintage Group approach 
directly impacts the quality and precision of its results.  The Department has noted 
inconsistency between GPNG’s current and last year’s study as to the value of plant 

                                                      
4 Initial Petition, Section 1, p. 1-1. 
5 Response to DOC IR No. 18, included as DOC Attachment B. 
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among vintage years, and that in last year’s study, GPNG had reasoned record keeping 
errors were behind certain year-to-year changes noted in its prior depreciation study.6   

• Second, in preparing this annual update, Great Plains chose to roll-up several 
subaccounts (used to record pipeline infrastructure investment by material type) under 
certain plant categories (Account 367 – Transmission Mains, 376 – Distributions Mains 
and 380 – Services) into one primary account, per group, when developing a 
depreciation rate, rather than continuing its past practice to analyze each subaccount 
separately (as different materials may have different service lives).7  The act of rolling up 
material-based subaccounts that have different life characteristics to form an average, 
in spite of the calculation ease computer technology offers in enabling increased 
precision, appears counter-productive and, in doing so, may compromise the precision 
or accuracy benefits that the Vintage Group approach’s reasoned-use has to offer.  In 
fact, these three plant account groups that GPNG decided to roll-up make up the 
majority (70 percent) of GPNG’s total plant investment.   

• Third, GPNG’s petition did not commit that the Company will continue use Vintage 
Group approach in future years, regardless of the vendor they may choose to prepare 
future studies.  The Department’s concern here is that switching approaches year-to-
year, or every few years, may provide a company the opportunity to manipulate 
operating results;  

• Fourth, GPNG does not employ use of the Vintage Group approach for all plant accounts 
(Account 375).  The Petition has not sufficiently explained the reasoning for its selective 
use.   

• Fifth, other utility subsidiaries of MDU Resources Group, Inc. appear to be using the 
Broad Group approach,8 and not the Vintage Group approach.   

• Sixth, from the Department’s rough calculations to estimate depreciation results using a 
Broad Group approach (summarized in DOC Table 1 below), it appears that had GPNG 
applied the Broad Group approach in this annual update, its overall depreciation 
expense would be higher than what is currently proposed under the Vintage Group 
method.   

                                                      
6 For example, Accounts 365.2, 367 and 391.1 asset value by year found in the Petition, Section 5, as compared to 
Docket No. G004/17-450, Section 6 for same accounts. 
7 Response to DOC IR No. 2B and DOC IR No. 8, included as DOC Attachment C and DOC Attachment D, 
respectively. 
8 Montana-Dakota Utilities Co. 2017 general rate case testimony of Earl Robinson 

https://www.montana-dakota.com/docs/default-source/rates-and-services/rate-cases/mt/direct-testimonies.pdf?sfvrsn=2
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Overall, the Department recognizes that the calculated differences between the two 
approaches may not universally be considered material, yet because the introduction of a new 
approach can impact various future filings, the Department is not able to recommend approval 
at this time without a more complete record and support.  Therefore, the Department requests 
that the Company’s Reply Comments provide additional information relevant to each of the 
above-listed concerns.   

2. Significant Change in Depreciation Rate - Accounts 396.1 and 396.2 – Power 
Operated Equipment 

In Great Plains’ prior year depreciation study, the Company adjusted its salvage rate for the 
single, generalized Power Operated Equipment account (Account 396) due to favorable resale 
experience for this type of plant.  In doing so, the accumulated depreciation balance for this 
account was excessive and a negative depreciation rate was established (a negative 2.89 
percent).  In this filing, use of a general account was discontinued, and the property booked to 
this account was divided into two sub-accounts, 396.1 – Power Operated Equipment – Trailers, 
and 396.2 - Power Operated Equipment.  GPNG analyzed the two sub-accounts separately, and 
proposed separate depreciation rates.  Both of the proposed depreciation rates, positive 2.20 
percent and 1.23 percent for Accounts 396.1 and 396.2, respectively, are significantly different 
from the rate approved in GPNG’s prior depreciation petition, negative 2.89 percent.  The 
Department requested the Company to explain this notable depreciation rate change in DOC IR 
No. 2.G,9 but GPNG’s response did not appear to address this inquiry.  Therefore, the 

                                                      
9 Included in DOC Attachment C. 

GPNG Proposed Update
Estimated Update Estimated Update

Original Cost If Broad Life  was used If Broad Life  was used
Plant Groups as of 12/31/2017 Using 18-369 ARL Using 17-450 ARL

Transmission 2,555,239$     1.23% 31,512$      1.76% 44,858$        1.71% 43,676$      

Distribution 43,806,948$   4.56% 1,998,034$ 4.77% 2,089,141$   5.02% 2,199,939$ 

General 6,334,250$     3.92% 248,124$    4.12% 261,136$      3.97% 251,537$    

Total 52,696,437$   4.32% 2,277,670$ 4.55% 2,395,135$   4.73% 2,495,152$ 

Increase (Decrease) over Petition -$            117,465$      217,482$    

DOC Table 1

Annual Accrual Annual Accrual Annual Accrual

DOC Calculated

Comparison of proposed Vintage Group  results with estimated Broad Life  results
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Department requests that the Company explain and support the notable change in rate for 
Accounts 396.1 and 396.2. 

3. New Survivor Curve Designation 

Survivor curves reflect statistical analysis of the plant’s estimated useful life; therefore, survivor 
curves are an integral part in setting depreciation rates.   In Great Plains’ prior study, no 
survivor curve was designated for the following general plant accounts,  

391.1 - Office Furniture,  
391.3 - Computer & Electronic Equipment,  
394.0 - Tools, Shop & Garage Equipment,  
397.0 - Communication Equipment, and  
398.0 - Miscellaneous Equipment;  

Rather, in prior studies, the depreciation amortization rates were established based on a 
predetermined time period (life) for each plant category which did not take into account the 
accumulated depreciation position.   

In this annual depreciation study update, Great Plains did assign a survivor curve to each of 
these plant accounts, though appeared to apply the use of the curve to only four of the five 
above-listed accounts.  Unlike prior studies’ approach, here GPNG’s application of a square 
curve does take into account the actual accumulated depreciation position; in the application of 
a square curve, the vintage plants’ net book value and their remaining life figures are used to 
determine composite annual accrual rates.  The Petition did not transparently highlight and 
discuss this changed approach in Great Plains’ depreciation rate development.   

From its review of this changed approach for these accounts, the Department understands that 
the plant’s vintage and the predetermined amortization period are program inputs used to 
produce a systematic calculated accumulated depreciation.  This systematic calculated sum is 
compared to the actual booked accumulated amount.  If the actual booked amount is found to 
be in a deficit position, that is, is a lower sum total than what would be expected, given the 
vintage of and predetermined amortization period for the plant, then the depreciation rate is 
effectively stepped up to compensate for prior years’ lower-than-expected accruals.  If the 
actual booked amount is found to be in a surplus position, that is, a higher sum total than what 
would be expected given the vintage of and preset amortization period for the plant, then the 
depreciation rate is effectively stepped down to compensate for prior years’ more-than-
expected accruals.  This approach appears to mitigate the potential for over- or under-
depreciating existing plant and the Department concludes that this approach is reasonable. 
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However, the Department noted that the Petition did not explain or support why the square 
curve was assigned but its technique was not applied to Account 391.3 Computer & Electronic 
Equipment.  For purposes of full record development, the Department requests that Great 
Plains in Reply Comments explain (1) the change to square curve approach, (2) how its use 
affects the remaining life assigned to vintage plant as compared to the remaining life assigned 
through the prior study’s method, and (3) why the technique was not applied to Account 
391.3.10   

Further, because of the Department’s questioning of Account 391.1 vintage net book value 
data, GPNG discovered that some miscommunications occurred with its transition to the new 
depreciation consultant and that the Company is currently looking into it.  Therefore, the 
Department requests that in its Reply Comments, GPNG submit any revised summary 
depreciation schedules and account detail schedules that may occur as a result of any revisions, 
explicitly identifying any changes from its initial filing.  Although such updates may not result in 
material changes to the current year’s expense amounts for this plant, it is important to ensure 
when changing a study’s approach that the study’s foundation going forward is sound, in order 
to avoid perpetuating errors which may have the potential of becoming material in future 
filings. 

4. Proposed Use of Prior Year Approved Rate 

For the following distribution plant accounts,  

378.0 – Measuring and Regulating Station Equipment General, 
381.0 – Meters & Meter Installations, and 
383.0 – House Regulators, 

 
the annual update retained the depreciation rate approved in Great Plains’ prior depreciation 
study (Docket No. G004/D-17-450).  As explained in the prior study,11 in 201112 Great Plains 
initiated a 15-year PVC Replacement program that in part includes customer site visits to 
replace meter bars, house regulators and older meters not able to be refurbished.  Therefore, 
the depreciation rate developed for these accounts reflects the planned PVC Replacement 
program’s impact on the existing asset retirement.  The current Petition did not provide a 
status update on the PVC Replacement Program to justify continued used of the prior year’s 
approved rate.  The Department concludes that use of the prior approved rate for these 

                                                      
10 Given the available information in Docket No. G004/D-17-450, the Department anticipates that had the square 
curve approach been applied to Account 391.3, the annual depreciation expense would be higher since it appears 
the surviving 2015 vintage plant accumulated depreciation reserve is in a deficit position.  Docket No. G004/D-17-
450, Initial petition, Table 5, page 2-18. 
11 See pp. 4-5 of the Department’s October 2, 2017 comments in Docket No. G004/D-17-450 
12 Docket No. G004/GR-15-879, Exhibit 10, Direct Testimony of Patrick Darras, p. 10.  

https://www.edockets.state.mn.us/EFiling/edockets/searchDocuments.do?method=showPoup&documentId=%7bA9E275B7-4CAD-4C9F-BA91-D66F9EC58E90%7d&documentTitle=20176-132437-02
https://www.edockets.state.mn.us/EFiling/edockets/searchDocuments.do?method=showPoup&documentId=%7bA9E275B7-4CAD-4C9F-BA91-D66F9EC58E90%7d&documentTitle=20176-132437-02
https://www.edockets.state.mn.us/EFiling/edockets/searchDocuments.do?method=showPoup&documentId=%7bA0B0DE5E-0000-CC14-A795-A2D30D863045%7d&documentTitle=201710-136013-01
https://www.edockets.state.mn.us/EFiling/edockets/searchDocuments.do?method=showPoup&documentId=%7b87EAC5E0-45AE-4EFB-A40C-A50BA8A849F8%7d&documentTitle=20159-114444-02
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accounts is reasonable in the event the Company is still in the early years (completion) of Great 
Plains’ PVC replacement plan; however, as the PVC Replacement program matures, the 
Department would expect the depreciation rate to be adjusted to reflect the changed 
complement of assets placed in service.  Therefore, the Department requests that the Company 
provide in Reply Comments the status and progression of its PVC Replacement program and to 
justify continuation of the currently approved rate.   
 
 
III. DEPARTMENT RECOMMENDATIONS 

After review, the Department concludes that additional information and support is needed in 
order to fully evaluate Great Plains’ proposed 2018 Depreciation Study rates.  Therefore, the 
Department recommends that Great Plains include in Reply Comments, the following: 

• Regarding the newly introduced use of the Vintage Group approach as the basis for 
calculating remaining life and depreciation rates, provide additional information 
relevant to each of the above-listed concerns raised by the Department, including in 
particular, a discussion of Great Plains’ decision to roll-up the accounts that had 
previously been analyzed at the sub-account level;  

• Explain and support the notable change in depreciation rate since the prior study 
(Docket No. G004/D-17-450) for Accounts 396.1 and 396.2; 

• For the accounts with predetermined amortization periods, explain (1) the switch to 
square curve approach, (2) how use of the square curve approach affects the remaining 
life value assigned to vintage plant as compared to the remaining life determined 
through the prior study’s method, and (3) why the technique was not applied to 
Account 391.3; 

• Submit any revised summary depreciation schedules and detailed account schedules 
and explicitly identify and explain the changes; and 

• Provide the status and progression of its PVC Replacement program and provide 
justification for continued use of the currently approved rate for the affected accounts 
(378.0, 381.0 and 383.0). 

The Department also recommends that the Commission require Great Plains to:  

• Transparently disclose changes to its depreciation-study approach in future depreciation 
filings; and 
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• Provide schedules in the initial filing of future depreciation petitions, showing the 
additions, retirements, adjustments and transfer activity for each plant-in-service and 
respective accumulated depreciation accounts, per Minn. Rule 7825.0700. 

The Department will provide its final recommendations after reviewing Great Plains’ Reply 
Comments. 
 
 
/ja 



Minnesota Department of Commerce 
Division of Energy Resources 

Information Request 

Docket Number: G004/D-18-369 Nonpublic   Public 
Requested From: Great Plains Natural Gas Date of Request:  7/20/2018 
Type of Inquiry: Financial  Response Due:   7/30/2018 

Requested by: Dorothy Morrissey 
Email Address(es): dorothy.morrissey@state.mn.us 
Phone Number(s): 651.539.1797 

To be completed by responder 

Response Date: July 27, 2018 
Response by:  Travis Jacobson 
Email Address: travis.jacobson@mdu.com  
Phone Number: 701.222.7855 

Request Number: 14 
Topic: Depreciation Tables and Schedules 
Reference(s): MN Rule 7825.0700 

Request: 

Please provide schedules showing the additions, retirements, adjustments and transfers activity of the 
plant-in-service and their respective depreciation reserve accounts during 2017. 

Response: 

Please see Response No. 14 Attachment A. 

DOC Attachment A
Page 1 of 5
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Minnesota Department of Commerce 
Division of Energy Resources 

Information Request 

Docket Number: G004/D-18-369 Nonpublic   Public 
Requested From: Great Plains Natural Gas Date of Request:  7/20/2018 
Type of Inquiry: Financial  Response Due:   7/30/2018 

Requested by: Dorothy Morrissey 
Email Address(es): dorothy.morrissey@state.mn.us 
Phone Number(s): 651.539.1797 

To be completed by responder 

Response Date: July 27, 2018 
Response by:  Travis Jacobson 
Email Address: travis.jacobson@mdu.com  
Phone Number: 701.222.7855 

Request Number: 18 
Topic: Depreciation Tables and Schedules 
Reference(s): Section 5, Omitted Accounts 

Request: 

Please identify the changes in the depreciation procedure, method, techniques, etc. applied in this 
petition’s depreciation study as compared to those used in Docket 17-450 depreciation study. 

Response: 

The depreciation rates calculated in this technical update were calculated in the same manner as used in 
the prior full depreciation study – i.e. using the Straight-Line Method, the Average Life Group Procedure 
applied on a Remaining Life Basis.  However, Concentric Advisors does note that in the application of the 
Remaining Life Basis, the prior study calculated the remaining life on a Broad Group Basis, whereas 
Concentric Advisors incorporate a refinement into the Remaining Life calculations based on a Vintage 
Group approach.    

As detailed in Response No. 2 response, Concentric has detailed its usual practice and interpretation of 
the applicable procedures, methods, and techniques that were used in this update as compared to those 
used in the previous depreciation study.  Concentric Advisors views that it’s interpretations and 
calculations are the most correct and appropriate. 

DOC Attachment B
Page 1 of 1



Minnesota Department of Commerce 
Division of Energy Resources 

Information Request 

Docket Number: G004/D-18-369 Nonpublic   Public 
Requested From: Great Plains Natural Gas Date of Request:  7/17/2018 
Type of Inquiry: Financial  Response Due:   7/27/2018 

Requested by: Dorothy Morrissey 
Email Address(es): dorothy.morrissey@state.mn.us 
Phone Number(s): 651.539.1797 

To be completed by responder 

Response Date: July 27, 2018 
Response by:  Travis Jacobson 
Email Address: travis.jacobson@mdu.com  
Phone Number: 701.222.7855 

Request Number: 2 
Topic: Depreciation Tables and Schedules 
Reference(s): Initial Filing, Section 4, Table 1 and prior study in Docket 17-450, Table 1 

Request: 

A. For Account 365.2, Rights of Way, please explain and support the reason for the annual accrual rate
change to 0.75% from previous study rate of 1.21% (Docket 17-450, Table 1).

B. For Account 367, Transmission Mains, please explain and support the reason for the annual accrual
rate change to 0.57% from previous study rate of 1.34% (Docket 17-450, Table 1).

C. For Account 391.1, Office Furniture & Equipment, please explain and support the reason for the
annual accrual rate change to 3.23% from previous study rate of 6.25% (Docket 17-450, Table 1).

D. For Account 392.1, Transportation Equipment - Trailers, please explain and support the reason for
the annual accrual rate change to 0.55% from previous study rate of 0.96% (Docket 17-450, Table 1).

E. For Account 392.2, Transportation Equipment, the reason for the annual accrual rate change to
7.67% from previous study rate of 8.84% (Docket 17-450, Table 1).

F. For Account 394, Tools, Shop & Garage Equipment, please explain and support the reason for the
annual accrual rate change to 6.83% from previous study rate of 5.00% (Docket 17-450, Table 1).;

G. For Account 396.1 and 396.2, Power Operated Equipment, please explain and support the reason for
the annual accrual rate change to 2.20% and 1.23%, respectively, from previous study rate of
negative 2.89% for the combined account (Docket 17-450, Table 1).

H. For Account 397.0, Communication Equipment, please explain and support the reason for the annual
accrual rate change to 6.31% from previous study rate of 5.56% (Docket 17-450, Table 1).

DOC Attachment C 
Page 1 of 7



Minnesota Department of Commerce 
Division of Energy Resources 

Information Request 

Docket Number: G004/D-18-369 Nonpublic   Public 
Requested From: Great Plains Natural Gas Date of Request:  7/17/2018 
Type of Inquiry: Financial  Response Due:   7/27/2018 

Requested by: Dorothy Morrissey 
Email Address(es): dorothy.morrissey@state.mn.us 
Phone Number(s): 651.539.1797 

To be completed by responder 

Response Date: July 27, 2018 
Response by:  Travis Jacobson 
Email Address: travis.jacobson@mdu.com  
Phone Number: 701.222.7855 

Response: 
General Response:  The depreciation rates calculated in this technical update were calculated on the same 
manner as used in the prior full depreciation study – i.e. using the Straight-Line Method, the Average Life 
Group Procedure applied on a Remaining Life Basis.  However, Concentric Advisors does note that in the 
application of the Remaining Life Basis, the prior study calculated the remaining life on a Broad Group 
Basis, whereas Concentric Advisors incorporate a refinement into the Remaining Life calculations based 
on a Vintage Group approach.   This Vintage group approach to Remaining Life was described in Concentric 
Advisors’ 2018 Technical Depreciation Update report, prepared May 2018 as follows:  

“When depreciation rates are calculated utilizing a remaining life technique, the depreciation rate 
is established by dividing the undepreciated value of each group of assets (after consideration to 
the net salvage requirements) by the composite remaining life of the group of assets.  This 
calculation is made for each vintage surviving investment as of the date of the study (or Update), 
and then composited into a calculation for the account or group as a whole.  As follows, this 
calculation requires two estimates: 

The actual booked accumulated depreciation for each vintage within each account.  GPNG 
does not track the booked accumulated depreciation reserve by vintage within each 
account.  The depreciation expense is calculated at an account level and booked to 
accumulated depreciation at the same account level.  Concentric notes that this is the 
practice employed by virtually all regulated utilities.  As such, the accumulated depreciation 
by account, is allocated within the account, to each vintage on the basis of the calculated 
accumulated by vintage.  The calculated accumulated depreciation is a function of the 
estimated survivor curve, the average service life estimate, the net salvage estimates and 
the achieved age of each vintage. 
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The estimated remaining life of each vintage with each account.  The estimated remaining 
life of each account is a direct function of the achieved age of each vintage, the estimated 
survivor curve and the average service life estimate.  

Once the above two estimates are determined (the allocated booked reserve by vintage and the 
average remaining life of each vintage) an annual accrual requirement for each vintage is 
determined by dividing the net book value for each vintage (considering the estimated future 
salvage requirements) by the average remaining life of the vintage.  The annual requirement for 
each vintage is summed at the account level and divided into the sum of the accounts original cost 
surviving as of the study date to determine a required remaining life depreciation accrual rate for 
the account.  

The calculations as described above are dependent upon the actual total account book depreciation 
and the estimated remaining life of each vintage.  The depreciation rate can vary year over year 
due to plant addition and retirement activity.  Additionally, the age of retirements in any given year 
can cause a required adjustment to the depreciation rate going forward.  Therefore, annual 
technical updates are often required by regulators. (Emphasis added). (Concentric Energy Advisors 
– Technical Update date May 2018, Pages 2-3 and 2-3)

This process results in each vintage’s calculated net book value depreciated over an appropriate 
Remaining Life.  As such, this vintage group approach to the remaining life calculations are widely 
considered to be the most accurate.  Concentric Advisors agree and view this methodology as the correct 
and most appropriate calculation.  The following details Concentric Advisors calculations and compares to 
the previous Depreciation Study’s calculations. Using Account 365.2 – Right of way as an example. 

A. Account 365.20 – Rights of Way
As shown in the rate development in Section 5 for account 365.20 – Rights of Way, the vintage (or Year)
Calculated Accumulated Depreciation (CAD) is determined based on the approved Iowa R2.5-50.  The
actual total booked accumulated depreciation per the Company’s accounting records is $124,001.00. This
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amount is ratably allocated to each vintage in direct proportion to the Calculated Accumulated 
Depreciation amounts specific to each vintage to produce vintage Allocated Actual Booked Amount 
(booked accumulated), which in total agrees to the company’s financial records.  Then a Net Book Value 
by vintage can be calculated as vintage original cost minus vintage booked accumulated.  This vintage 
booked accumulated is then divided by each vintage’s calculated ALG Remaining Life (based on the 
approved Iowa R2.5-50) to determine each vintage’s Annual Accrual.  The summation of the vintage 
Annual Accrual results in a Total Annual Accrual (i.e. $1,181.55) which is then divided by the Total Original 
Cost of $158,152.03 resulting in a Composite Annual Accrual Rate of 0.75%. 

As noted above, this process results in each vintage’s calculated net book value depreciated over an 
appropriate ALG Remaining Life specific to each installation vintage.  As noted for this account, the 1965 
vintage has determined a vintage remaining life of 10.86 years and increases proportionately to the 2003 
vintage which has an associated vintage remaining life of 36.76 years.  Concentric Advisors views this as 
appropriate, as it follows that the older the vintage will have a shorter the remaining life than younger 
vintages.  Furthermore, Concentric Advisors views that each vintage’s calculated net book value should 
be divided by the appropriate remaining life for each vintage. 

In contrast the previous Depreciation Study’s future annual accrual was based on dividing original cost for 
each vintage by the average service life estimate and then multiplying the annual requirement by the 
vintage specific average remaining life to determine a future accrual amount. The vintage specific future 
accrual amount ins then summed to determine a total future annual accrual amount, which can be divided 
by the sum of the annual accrual amount to determine a composite remaining life.  Through to this point 
the calculations as completed in the current technical update are identical to the calculations completed 
in prior studies for Great Plains.  

However, when remaining life is based on the Broad Group method as used in prior studies, the composite 
remaining life a determined above is applied to all vintages, by dividing the actual net book value per the 
Company’s financial ledgers by the composite remaining life determined above.  This developed annual 
accrual is then applied to the original cost resulting in a developed depreciation rate.  For Account 365.20 

DOC Attachment C 
Page 4 of 7



Minnesota Department of Commerce 
Division of Energy Resources 

Information Request 

Docket Number: G004/D-18-369 Nonpublic   Public 
Requested From: Great Plains Natural Gas Date of Request:  7/17/2018 
Type of Inquiry: Financial  Response Due:   7/27/2018 

Requested by: Dorothy Morrissey 
Email Address(es): dorothy.morrissey@state.mn.us 
Phone Number(s): 651.539.1797 

To be completed by responder 

Response Date: July 27, 2018 
Response by:  Travis Jacobson 
Email Address: travis.jacobson@mdu.com  
Phone Number: 701.222.7855 

(shown on page 6-1 of the previous depreciation study and summarized on Table 2), the net book value 
was calculated as the original cost ($158,152.03) minus the booked accumulated depreciation 
($122,071.44) for a net book value of $36,080.59.  This net book value has then been divided by the 
composite remaining life of 18.87 years.  This results in a Total Annual Depreciation Accrual of $1,916.06 
which divided by the Original Cost of $158,152.03 produces a depreciation rate of 1.21%.  This calculation 
of dividing net book value by a composite remaining life in effect results in each vintage’s net book value 
to have an effective 18.87-year remaining life.  

 The Broad Group approach as described above was widely used through the 1990’s because of the 
simplicity of the calculation.  However, the advent of computerized depreciation models allowed the more 
precise and accurate vintage group calculations to be made with no additional effort.  Therefore, 
Concentric Advisors views the vintage group method as described in the Technical Update report to 
provide more accurate results as logically an older vintage should have attracted an increased amount of 
historic accumulated depreciation as compared to a younger vintage recently placed into service.  

B. Account 367 – Transmission Mains -   The previous depreciation study rate of 1.34% was derived as a
composite of 5 Accounts 367.00 to 367.61 with Depreciation Parameters as follows:

Acct Description  Original Cost Parameters  Accrual 
367.00 Transmission Mains  $1,444,495.69 50-R3 20,945.19 
367.40-42 Railroad, River Crossings $     62,624.01 40-R2   137.77 
367.45 Anodes and Cath. Protection $     1,325.87 25-R3  11.14 
367.50 Values $ 3,185.87 40-R4    (100.99) 
367.60-61 Farm and Side Taps $     29,814.38 30-R4    (289.20) 
TOTAL TRANSMISSION MAINS $1,541,445.63 20,703.91 
Developed Rate = Total Accrual / Total Original Cost = 1.34% 

Please refer to the General Response and the more detailed response to Account 365.20 above which 
details the previous studies calculation approaches which is applicable to the Transmission Mains 
accounts above.  The change to the Vintage group remaining life calculation is the main reason for the 
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difference in rates between the previous study and Concentric’s technical update.  Concentric also notes 
that the previous study separated the accounts out to the above categories and then combines them to 
derive one rate of 1.34%.  Concentric views that the method undertaken in this technical of combining the 
original cost of the five accounts and then using the parameters for the largest account (approximately 
94% of the original cost) is a more efficient calculation. 

C. Account 391.1 – Office Furniture & Equipment -   The previous depreciation study rate of 6.25% was
derived as the reciprocal of a 16-year average service life with no consideration of the accumulated
depreciation (i.e. booked reserve) position.  Concentric has derived its rate based on a Square Curve (i.e.
SQ) with a 16-year average service life and then reducing the rate for the surplus booked reserve position
of $58,979.  This then resulted in a net book value of $58,979.  As described in the General Response and
the more detailed response to Account 365.20, Concentric then divided the vintage net book value by the
associated vintage remaining lives which resulted in an annual accrual of $3,080.  This amount divided by
the original cost of $95,317 produced a depreciation rate of 3.23%.  Concentric views that this rate, which
considers the booked reserve position, more accurately reflects the true intention of an annual technical
update and will properly recover the original cost over the prescribed average service life.

D. Account 392.1 – Transportation Equipment - Trailers - Please refer to the General Response and the
more detailed response to Account 365.20 above which details the previous studies calculation
approaches which is applicable to the Transportation Equipment Trailers account.  The change to the
Vintage group remaining life calculation is the main reason for the difference in rates between the
previous study and Concentric’s technical update.

E. Account 392.2 – Transportation Equipment - Please refer to the General Response and the more
detailed response to Account 365.20 above which details the previous studies calculation approaches
which is applicable to the Transportation Equipment Trailers account.  The change to the Vintage group
remaining life calculation is the main reason for the difference in rates between the previous study and
Concentric’s technical update.
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F. Account 394– Tools, Shop and Garage Equipment – The previous depreciation study rate of 5.0% was
derived as the reciprocal of a 20-year average service life with no consideration of the accumulated
depreciation (i.e. booked reserve) position.  Concentric has derived its rate based on a Square Curve (i.e.
SQ) with a 20-year average service life and then increasing the rate for the deficit booked reserve position
of $222,312.  This then resulted in a net book value of $357,267.  As described in the General Response
and the more detailed response to Account 365.20, Concentric then divided the vintage net book value
by the associated vintage remaining lives which resulted in an annual accrual of $42,936.73.  This amount
divided by the original cost of $628,269.65 produced a depreciation rate of 6.85%.  Concentric views that
this rate, which considers the booked reserve position, more accurately reflects the true intention of an
annual technical update and will properly recover the original cost over the prescribed average service
life.

H. Account 397.0 – Communication Equipment – The previous depreciation study rate of 5.56% was
derived as the reciprocal of an 18-year average service life with no consideration of the accumulated
depreciation (i.e. booked reserve) position.  Concentric has derived its rate based on a Square Curve (i.e.
SQ) with an 18 year average service life and then increasing the rate for the deficit booked reserve position 
of $194,381.  This then resulted in a net book value of $104,785.  As described the General Response and
the more detailed response to Account 365.20, Concentric then divided the vintage net book value by the
associated vintage remaining lives which resulted in an annual accrual of $19,156.99.  This amount divided
by the original cost of $303,582.84 produced a depreciation rate of 6.31%.  Concentric views that this rate,
which considers the booked reserve position, more accurately reflects the true intention of an annual
technical update and will properly recover the original cost over the prescribed average service life.
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Request Number: 8 
Topic: Depreciation Tables and Schedules 
Reference(s): Initial Filing, Table 1 and Docket 17-450, Table 2 

Request: 

For Accounts 376.0 Mains and 380.0 Services, please explain whether the survivor curve used for 2017 
study differs from the survivor curves used in Docket 17-450.  If so, explain why. 

Response: 

For Accounts 376.0 Mains and 380.0 Services, Concentric used a Weighted Life Calculation to determine 
the best curve of use to calculate the Annual Accrual. 

Through consultation with Great Plains’ staff, it was decided to roll up the various sub accounts of both 
376.0 and 380.0 into one account each. In order to determine the best curve to use for each account, a 
weighted life calculation based on the Original Cost and Life span from Docket 17-450 of each sub-
account was determined. The ending result was a Weighted Average life span representative of each 
account grouping for 376.0 and 380.0, respectively. 
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