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 On March 17, 2014, the Utilities Board (Board) issued its final decision and 

order (Final Order) in MidAmerican Energy Company's (MidAmerican) retail electric 

rate review proceeding, identified as Docket No. RPU-2013-0004.  In the order, the 

Board approved a non-unanimous settlement, with modifications.  Three parties that 

did not enter into the settlement, Deere and Company (Deere), the Iowa Industrial 

Customers for Affordable Power (IICAP), and the North Industrial Employers (NIE), 

each filed applications for rehearing on April 7, 2014.   

On April 21, 2014, MidAmerican, the Consumer Advocate Division of the 

Department of Justice (Consumer Advocate), and NIE filed responses to the 

applications for rehearing.  On April 25, 2014, the Board granted rehearing for 

purposes of reconsideration and set a briefing schedule.  The Board, in response to a 

request by MidAmerican, clarified its order on April 30, 2014, to state that additional 

factual arguments made by the parties could only relate to evidence in the existing 

record because no party filed a request to introduce additional evidence.  Parties filed 

timely initial and reply rehearing briefs. 
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The Board will separately address various issues raised by Deere, IICAP, and 

NIE in their rehearing petitions. 

 
AVOIDANCE OF FUTURE RATE CASES 

 At least two parties criticized the Board for basing part of its decision on the 

goal of avoiding future rate cases.  The Board noted at page 29 of the Final Order 

that MidAmerican said if the Energy Adjustment Clause (EAC) and Transmission 

Cost Adjustment (TCA) were disallowed, MidAmerican would likely file general rate 

review proceedings in 2015 and 2016. 

 NIE argued that while a potential future rate case is a factor to consider, it 

does not outweigh other factors, such as the public interest and just and reasonable 

rates.  IICAP argued that the Board appeared to give significant weight to avoidance 

of rate case expense in resolving several issues, citing no legal basis for this to be 

the deciding factor.  IICAP noted that rate cases on a fairly regular and predictable 

schedule represent part of the Board's basic oversight function and the Board should 

not encourage excessive time between rate cases because this creates more of a 

"drift" from the principles used in setting rates. 

 As noted by MidAmerican, the standard that guides the Board is found in Iowa 

Code § 476.7, which provides the Board ". . . shall determine just, reasonable, 

sufficient and nondiscriminatory rates, charges, schedules, service or regulations to 

be thereafter observed or enforced."  There is no statutory maximum time limit 

between rate cases but if parties like IICAP and NIE believe that a utility's rates are 



DOCKET NO. RPU-2013-0004 
PAGE 3   
 
 
no longer just and reasonable, a complaint can be filed pursuant to Iowa Code 

§ 476.3. 

 In the Final Order, the Board did not rely on avoidance of a rate case as a 

primary factor in its decision process; it was just one factor among many.  

Nonetheless, avoiding rate cases in 2015 and 2016 does provide significant benefits, 

such as delaying the inclusion of Wind VIII into rate base and avoiding rate case 

expense.  (Final Order, pp. 9, 11, 13).  Also, the discussion only related to full rate 

cases in 2015 and 2016, which would be about one and two years after the Board 

issued its Final Order.  This time frame does not represent an excessive time 

between rate cases.  The arguments offered by NIE and IICAP are without merit and 

somewhat inconsistent with their support of a three-year phase-in and other aspects 

of MidAmerican's proposals. 

 
ROLE OF A NON-UNANIMOUS SETTLEMENT 

 IICAP and NIE argued that the Board modified the standards for review of 

individual disputed issues based on its evaluation of the non-unanimous settlement 

as a package.  Both argue that when there is a non-unanimous settlement the non-

settling parties are entitled to the full benefit of the law on each discrete issue they 

contest and that due process does not allow various separate issues to be traded off 

against each other to get to an overall result.  IICAP and NIE argue that there is no 

legal basis for the Board giving the existence of a non-unanimous settlement any 

particular weight in the resolution of individual disputed issues. 
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 NIE cited Mobil Oil Corp. v. Federal Power Comm'n, 417 U.S. 283, 314 

(1974), which noted that when there is a lack of unanimity in a settlement proposal, it 

may be adopted as a resolution on the merits if an independent finding is made that 

the settlement is supported by substantial evidence in the record as a whole, i.e., will 

establish just and reasonable rates.  The Board in fact did more than that here, not 

only making a finding that the settlement is supported by substantial evidence in the 

record as a whole but also making determinations on various individual issues.   

 As noted by MidAmerican, the Board has long recognized that non-unanimous 

settlements may be considered.  The Board has said: 

There is nothing in the administrative procedure act which 
expressly requires unanimous consent of all the 
participating parties to an agreement of settlement; and to 
read such a contention into the statute in view of the 
countless state agencies, municipalities, and consumers 
who may be interested in an administrative proceeding 
would effectually destroy the settlement provision.  In Re:  
Iowa Electric Light and Power Co., 46 P.U.R.4th 130, 146 
(1982), citing Cities of Lexington, Ky. v. Federal Power 
Comm'n, 295 F.2d 109, 121 (4th Cir. 1961). 

 
The Board's rules (199 IAC 7.18) expressly provide for consideration of non-

unanimous settlements and nothing in the administrative procedure act (Iowa Code 

chapter 17A) prohibits non-unanimous settlements from being considered by the 

agency.   

 The assertion that the Board was unduly influenced by the overall settlement 

in its treatment of individual issues is without merit; in fact, the Board modified some 

elements of the settlement and rejected some elements.  Also, IICAP and NIE appear 
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to object because the decisions on some issues were impacted by the decisions on 

other issues.  For example, return on equity is affected by the utility's risk, which is 

affected by decisions the Board makes on such issues as adjustment clauses and 

revenue sharing.  In another example, the decision to include some wholesale 

margins in revenue sharing was impacted by MidAmerican's guaranteed inclusion of 

$30 million of wholesale margins as a credit to base rates.  Many issues are 

interconnected in every rate case, regardless of whether there is a settlement.  As 

stated by Consumer Advocate, "[t]he fact that a different result might have been 

reached had the settlement not been proposed does not mean that the settlement is 

not supported by the record and in compliance with applicable law."  (Consumer 

Advocate 4/21/14 Answer, pp. 19-20). 

 Contrary to IICAP's assertions, the Board did not give the existence of the 

settlement any additional weight, but of course the Board considered its decisions on 

certain aspects of the settlement when considering other aspects of the settlement.  

Certain issues are always interrelated in a rate case, whether or not there is a 

settlement.  

It is important to point out that the Board's consideration of individual aspects 

of the settlement is highlighted by things such as the rejection of the three-year true-

up provision (Final Order, p. 90), the required customer rate impact mitigation that 

was not part of the settlement (Final Order, pp. 93-94), and modification of various 

other aspects of the settlement.  (Final Order, pp. 16, 34, 42-43, 45, 49-50).  By 
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considering individual issues as well as looking at the entire picture, the Board made 

an appropriate overall determination as to what constituted just and reasonable rates 

for MidAmerican, fulfilling the Board’s statutory obligations pursuant to Iowa Code 

chapter 476. 

 
ENERGY ADJUSTMENT CLAUSE (EAC) 

 IICAP argued that the Board improperly applied the hardship portion in 199 

IAC 1.3 of the test for waiving the Board rule on application of wholesale margins, 

stating that making a non-unanimous settlement less likely is not a "hardship."  IICAP 

contended that the Board's approach puts the ability to gain a waiver in the hands of 

the utility because the utility can offer and then threaten to take away potential 

customer benefits to influence the decision for the hardship requirement.   

 NIE also asked for reconsideration of the Board’s finding that it was 

reasonable for wholesale margins to be excluded from MidAmerican’s EAC, arguing 

that a waiver of the EAC rules to allow such exclusion was inappropriate.  NIE 

claimed the Board ignored evidence showing that exclusion of wholesale margins 

from the EAC is harmful and prejudicial to customers and that the effect of this 

exclusion is not cured by the revenue-sharing provisions of the non-unanimous 

settlement because customers will receive no benefit from these margins unless 

MidAmerican’s earnings reach the 11 percent threshold contained in Article XI of the 

settlement. 
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 Consumer Advocate stated that IICAP and NIE argue that the Board 

misinterpreted Board rule 1.3 when granting a waiver of rule 20.9(2) and allowing 

MidAmerican to exclude wholesale margins from the EAC. (NIE 6, IICAP at 3).  

However, IICAP’s and NIE's arguments are without merit and the record clearly 

supports implementation of an EAC and exclusion of wholesale revenues.   

 Consumer Advocate pointed out that the Final Order at page 33 references 

the benefit of the $30 million guarantee of wholesale sales, revenue-sharing, phase-

in, and potential 2015 and 2016 rate case expenses, correctly determining that a 

financial hardship would occur if a waiver was not granted and all those benefits were 

lost.  Consumer Advocate said this satisfies the hardship standard referred to by NIE.  

 Consumer Advocate also pointed out that NIE argues the Board erred by 

finding that a hardship would be imposed on MidAmerican and its customers, 

maintaining that the Board should only consider hardship imposed on MidAmerican.  

Consumer Advocate said that 199 IAC 1.3 requires a finding of hardship "on the 

person for whom the waiver is requested."  Because the rate case under rehearing 

sets rates for MidAmerican and its customers, Consumer Advocate concluded that 

the Board correctly considered hardship because the waiver would be for the benefit 

of MidAmerican and its customers. 
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 As noted by MidAmerican, the Board has granted waivers of the EAC rules to 

reflect current conditions in the utility industry,1  including a waiver to allow revenues 

from renewable energy certificate sales to flow through the EAC.2 

MidAmerican argued that the "undue hardship" standard for waiver is met when the 

total amount of the cost-reducing elements in the case and the settlement is weighted 

against inclusion of wholesale margins pursuant to the rule, with the Board 

determining that a hardship would result for MidAmerican and its customers if the 

Board were to reject all of the benefits of the settlement in favor of rigid application of 

the rule.  (Final Order, p. 33).   

 Rule 199 IAC 1.3 provides the criteria for granting a waiver: 

1. The application of the rule would pose an undue hardship on the person 
for whom the waiver is requested; 

 
2. The waiver would not prejudice the substantial legal rights of any 

person; 
 

3. The provisions of the rule subject to a petition for waiver are not 
specifically mandated by statute or another provision of law; and 

 
4. Substantially equal protection of public health, safety, and welfare will 

be afforded by a means other than that prescribed in the rule for which the waiver is 
requested. 

 
 IICAP and NIE disagree with the Board’s determination regarding the "undue 

hardship" criterion.  The term "undue hardship" is not defined in the Board's rules but 

                                                           
1
 In addition to a series of renewed waivers granted to Interstate Power and Light Company (IPL) to 

allow inclusion of the costs of participation in Midcontinent Independent System Operator, Inc. (MISO), 
wholesale markets, the Board has granted other EAC waivers from time to time.  MidAmerican 
includes a list of such waivers on pages 10 and 11 of its filing. 
2
 Interstate Power and Light Company, Docket No. WRU-05-10-150, Order Granting Request for 

Waiver, 2005 WL 2038315 (Iowa U.B.). 
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can be interpreted as unnecessary or excessive adverse consequences in light of the 

surrounding circumstances.  There is substantial evidence in the record that 

application of the rule, in this proceeding, would pose an undue hardship of that 

character on MidAmerican and its ratepayers.  The Final Order at page 33 

enumerated the settlement's benefits, with perhaps the most important benefit being 

the $30 million of wholesale margins guaranteed to customers and reflected in base 

rates, a guarantee that IICAP and NIE ignore or minimize.  If wholesale margins were 

to be flowed through the EAC, this $30 million guarantee would be lost.  Other 

benefits to customers include a three-year phase-in of the rate increases, potential 

revenue- sharing, and environmental credits to customers flowing through the EAC.  

All of the benefits are clearly enumerated in the Final Order.  Based on the evidence 

in this proceeding, exclusion of wholesale revenues from the EAC results in just and 

reasonable rates and failure to grant the EAC waiver would create an undue hardship 

by denying customers the enumerated benefits. 

 
TRANSMISSION COST ADJUSTMENT (TCA) 

 IICAP and NIE requested that the Board reconsider its approval of a TCA for 

MidAmerican.  IICAP and NIE argued that the Board departed from precedent set 

when the Board approved a transmission rider for IPL that included certain revenues 

that were not included here.  They said that the Board did not adequately explain why 

it departed from precedent.  In addition, IICAP and NIE argued that the Board 

ignored the law of surrounding states with respect to the treatment of revenues and 
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that the Board gave undue weight to the non-unanimous settlement, failing to explain 

why the evidence in opposition to the TCA was not relevant. 

 IICAP and NIE also argued that the Board did not address the differences in 

the nature of the IPL and MidAmerican rate freezes or the differences in transmission 

ownership between the two utilities.  They maintained that the element of volatility in 

transmission rates was absent from this case, at least after a period of time.  

 MidAmerican and Consumer Advocate argued that the Board is authorized to 

adopt different automatic adjustments to rates, having previously announced that it 

will consider the unique circumstances of utilities in adopting automatic adjustment 

clauses under Iowa Code 476.6(8); the Final Order fully justifies and explains the 

decision to approve the TCA.  MidAmerican and Consumer Advocate pointed out that 

the Board significantly modified the settlement provisions related to the TCA to 

address concerns raised by IICAP and NIE, such as reporting requirements and a 

sunset provision to address the volatility issue. 

 MidAmerican said that the Final Order addresses the reasons why a revenue 

credit is not appropriate for the TCA.  (Final Order, p. 42).  MidAmerican noted that 

the Board explains that these amounts, like any other cost embedded in base rates, 

can increase or decrease, making a one-way credit inappropriate. 

 MidAmerican also noted that in approving IPL's transmission rider, the Board 

required IPL to accept a three-year base rate moratorium, the same as is contained 

in MidAmerican’s settlement.  MidAmerican stated that both rate moratoriums contain 
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provisions allowing for rate increase application if extraordinary circumstances were 

present; in MidAmerican’s case, this is a return on equity below 10 percent and in 

IPL’s case it is a force majeure. 

 The Board has broad discretion in approving riders like the TCA.  As noted at 

page 42 of the Final Order: 

Iowa Code § 476.6(8) grants the Board broad authority 
in implementing adjustment clauses, stating that "[t]his 
chapter does not prohibit a public utility from making 
provision for the automatic adjustment of rates and 
charges for public utility service provided that a schedule 
showing the automatic adjustment of rates and charges 
is first filed with the board." The Board has the authority 
to adopt the TCA regardless of whether it has met the 
guidelines contained in 199 IAC 20.9(1). 
 

While the Board has used the criteria in 199 IAC 20.9(1) as a guide when considering 

adjustment clauses, this rule specifically applies only to one particular type of 

adjustment clause, the EAC.  Nevertheless, using these guidelines to evaluate the 

TCA, the Board found that the guidelines were satisfied.  However, the TCA can be 

approved even if one or more of the guidelines are not satisfied and the Board would 

have done so here because of the modifications it imposed, such as a sunset 

provision to address the sudden and important change in level criterion (which some 

of the parties refer to as “volatility,” although that term does not appear in the rule) 

and reporting requirements to address cost control incentive issues raised by 

intervenors.  
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 The Board did not include revenues in the TCA because while there could be 

an incremental increase in revenue, that revenue could also decrease and inclusion 

of the amount in base rates guarantees customers that amount of benefit for at least 

a certain period of time.  The Board also noted that inclusion of incremental revenues 

in the clause appeared to be inconsistent with the proposed rate design in this 

proceeding.  Including transmission revenues in the TCA, as intervenors proposed, 

creates a mismatch of revenues relative to costs.  The revenues are not related to 

the costs included in the TCA but are related to the costs which are fixed in the test 

year revenue requirement.  Allowing the revenues to fluctuate but not allowing the 

associated costs to fluctuate could create a mismatch.   

 The argument that the Board ignored its own precedents or law from other 

states with respect to the treatment of revenues is not persuasive.  With respect to 

Board precedent regarding IPL, the Board is not bound in this proceeding to follow its 

decision regarding another utility with different costs and rate structures, particularly 

where MidAmerican owns transmission and IPL does not.  Moreover, the revenue 

sharing agreement in this case was not present in the IPL proceeding; that alone is 

sufficient to distinguish the two proceedings. 

Similarly, while the Board has an interest in how other states approach 

common or similar issues, it must consider that another state's treatment of an 

individual issue as just one part of that state's overall regulatory scheme.  For 

example, other states may not provide for revenue-sharing arrangements like the one 
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approved in this docket.  The Board evaluated the TCA using 199 IAC 20.9(1) criteria 

as a guide, considered the TCA in the context of the overall record in this case and 

overall structure of the settlement, and approved the TCA, with modifications, based 

on the record in this proceeding. 

 
THEORETICAL DEPRECIATION RESERVE SURPLUS 

 Deere disagreed with finding of fact number 5 in the Final Order, where the 

Board found that "[b]asing a depreciation adjustment on a theoretical reserve could 

violate [Generally Accepted Accounting Principles, or GAAP] and the adjustment 

proposed [by Deere] in this proceeding is not supported by persuasive evidence and 

is unreasonable."  Deere claimed that it demonstrated that its depreciation reserve 

surplus amortization proposal did not violate GAAP because the proposal only affects 

the existing asset base, not any of the newer assets coming into service. 

 Consumer Advocate opposed any reconsideration of this issue and noted that 

MidAmerican used the remaining life technique for developing depreciation rates, 

which MidAmerican has used for over fifteen years.  The method has been found just 

and reasonable by the Board.  (Tr. 338, 346).  Consumer Advocate said the 

remaining life technique does not require a calculation of a theoretical reserve and 

that a theoretical reserve is calculated only to compare current events to previous 

estimates used to calculate depreciation and is valid only at the time of its calculation.  

(Tr. 332, 342).  Consumer Advocate noted that a theoretical reserve surplus or 

deficiency can occur over time due to changes in depreciable lives, property 
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retirements, salvage assumptions, and removal costs and that adjusting for 

theoretical excess depreciation would require altering previously recorded 

depreciation expense.  Consumer Advocate argued that this alteration is inconsistent 

with GAAP, which permits only prospective changes in depreciation.  (Tr. 487-488). 

 MidAmerican pointed out that Deere challenges the Board's decision 

regarding the ratemaking treatment of a theoretical depreciation reserve on three 

grounds: 

1. The record conclusively demonstrates that its 
proposed theoretical depreciation reserve does not 
violate GAAP. 
 
2. The Board failed to recognize that the theoretical 
depreciation reserve will increase in the future and the 
consequences that flow from the increase. 
 
3. Deere’s proposed theoretical depreciation reserve 
adjustment is supported by persuasive evidence and 
must be adopted. 

 
MidAmerican suggested that Deere witness Pollock presumptively concluded that his 

proposed theoretical depreciation reserve does not violate GAAP, but that there is 

more than adequate record support for the Board's conclusion that Deere's proposed 

theoretical depreciation reserve adjustment is not consistent with GAAP.  For 

example, MidAmerican witness Specketer expressed concern that the depreciation 

reserve could fall below zero, resulting in a GAAP violation.  (Tr. 488).  MidAmerican 

noted Mr. Specketer also expressed concern that Deere’s proposal would violate 
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GAAP because it meets the definition of phase-in accounting pursuant to the 

guidance from Accounting Standards Codifications 980-340.  (Tr. 488).  

 With respect to future growth of the depreciation reserve imbalance, 

MidAmerican said that Deere argued the Final Order is in error because it failed to 

note that revenue-sharing could cause a growth in a theoretical reserve imbalance.  

However, MidAmerican pointed out that the depreciation study conducted by 

MidAmerican is designed to eliminate the theoretical depreciation reserve imbalance 

over the life of the assets.  (Tr. 336).  MidAmerican said this approach is consistent 

with the NARUC Public Utility Depreciation manual.  (Tr. 336-337).   

MidAmerican maintained that Deere’s conclusion that revenue-sharing will cause an 

increase in the theoretical depreciation reserve balance is speculative and not 

supported by facts about MidAmerican’s future earnings. 

 MidAmerican said that Deere’s final argument is that there is persuasive 

evidence supporting its adjustment and claims.  (Deere, 3).  MidAmerican said that 

Deere ignores the fact that the NARUC Public Utility Depreciation manual states: 

[t]he desirability of using the remaining life technique is 
that any necessary adjustments of depreciation reserves, 
because of changes to the estimates of life and net 
salvage, are accrued automatically over the remaining 
life of the property.  (Tr. 337). 

 
Also, MidAmerican noted that Deere does not mention that the Federal Energy 

Regulatory Commission has rejected the use of a theoretical depreciation reserve 

adjustment.  See, Florida Power Corporation, 136 FERC ¶ 61033 (F.E.R.C.), 2011 
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WL 2750774.  MidAmerican concluded that there was enough evidence noted by the 

Board in its Final Order to support rejection of the theoretical depreciation reserve 

imbalance adjustment. 

 MidAmerican also pointed out that the alleged depreciation reserve surplus 

exists only in theory.  MidAmerican stated that a depreciation study could indicate a 

reserve surplus or deficiency, depending on various changes in plant activity, such as 

changes in depreciable lives, recent property retirements, or changes in cost of 

removal and salvage assumptions.  (Tr. 487-488).  Therefore, MidAmerican said, a 

theoretical reserve calculation is valid only at the time it is calculated and that no 

actual "surplus" exists; Deere's proposal incorrectly assumes that a static reserve 

surplus exists. 

 The Board’s decision to reject Deere’s proposed theoretical depreciation 

reserve adjustment was based on a determination that the proposed adjustment 

could violate GAAP and that the record does not provide support for a finding that the 

adjustment is reasonable.  The Board did not make a conclusive finding that the 

adjustment violated GAAP but was persuaded that the evidence demonstrated that 

the adjustment could lead to a GAAP violation.  Nothing presented on rehearing 

changes the Board’s conclusion that adopting Deere’s proposal would carry a risk of 

a GAAP violation.  In addition, the record does not provide supportive evidence that 

the adjustment is reasonable.  The theoretical depreciation reserve is not an actual 

surplus but rather a snapshot at a point in time.  (Tr. 487-88).  The reserve constantly 
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changes over time and can be positive or negative depending on changes to asset 

life and net salvage value.  (Tr. 332).  Remaining life depreciation, which the Board 

has consistently used, automatically adjusts for changes in asset life and net salvage 

value.  (Tr. 337).  Even if it were conclusively shown that Deere’s proposal did not 

violate GAAP, the arguments behind Deere’s proposal remain unpersuasive and the 

depreciation deferral contained in the settlement is superior. 

 
RETURN ON EQUITY (ROE) 

 IICAP argued that the Board did not identify evidentiary support for the 10.0 

percent ROE adopted in the Final Order.  Specifically, IICAP complained that the 

Board did not address intervenors’ arguments against the 10.8 percent ROE 

presented by MidAmerican’s witness.  The Board will address the primary arguments 

raised by IICAP on rehearing. 

1. The Range of Reasonable Returns on Equity 

 First, IICAP said that no support was provided for the range used in 

determining the ROE.  The Board historically reviews all of the evidence in the record 

and then, based on that evidence, determines a range of reasonable returns.  The 

Board then determines an appropriate ROE within that range.  As the Board said in 

the Final Order at pages 20-21: 

In determining the allowed return, the various models 
generally produce a range for the Board to consider.  
There is no precise return on equity that is accurate or 
the only one that is appropriate, but a range of 
reasonable returns.  Within that range, the Board 
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determines the most appropriate return, balancing the 
interests of shareholders and ratepayers. 

 
 The range of proposed ROEs in this case was 9 percent to 10.8 percent.  In 

an attempt to narrow the zone of reasonableness the Board selected the range of 

9.25 percent to 10.56 percent, where the 9.25 percent is represented by IICAP 

witness Gorman's ROE analysis and the upper end of the range is MidAmerican 

witness Vander Weide's proposed ROE of 10.8 percent minus his flotation 

adjustment.  The Board concluded that the Industrial, Commercial & Institutional 

Group (ICI) witness Glahn's proposed 9 percent ROE was unreasonably low and 

removed it from the range and, in further support of its lower end of the range, 

explained that Mr. Gorman's ROE analysis was thorough and based on three models 

that the Board normally considers.   

 The Board’s decision is supported by the following considerations: 
  

1. The Board can exclude models it finds 
unreasonable and determine what adjustments are 
reasonable when determining the range of ROEs, which 
was done in a symmetrical manner in this case by 
removing the ICI-proposed ROE and by removing the 
flotation adjustment from MidAmerican's proposed ROE. 

 
2. MidAmerican will be unlikely to earn its ROE in 
2014 and 2015 because of MidAmerican's phase-in of its 
increased revenue requirement. 

 
3. The Board's decision concerns a revenue 
requirement settlement that does not reach an 
agreement on all revenue requirement issues.  The 
Board recognized that the parties to the settlement did 
not agree on a single ROE but resolved the ROE level 
that will trigger sharing of excess earnings. 
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4. The Board's determination in this case is 
consistent with Board precedent when it stated in the 
order that the various models produce a range for the 
Board to consider and that there is no precise ROE that 
is accurate. 

 
5. Mr. Glahn's ROE range was 5.25 percent to 20.11 
percent; the Board’s reasonable ROE range falls entirely 
within that range.  (Tr. 279, 233, 235). 
 
6. Wal-Mart witness Chriss commented that the 
average authorized ROE in other recent rate cases from 
around the country is 10.05 percent.  (Tr. 1675). 
 

 The 10 percent ROE is supported by the record on a stand-alone basis but is 

further supported because of MidAmerican's 3-year phase-in of its revenue 

requirement.  MidAmerican's phase-in reduces its projected ROE to 6.6 percent in 

2014 and 8.3 percent in 2015, which is well below the low end of the Board's ROE 

range of reasonableness.  If, instead, there are excess earnings that trigger the 11 

percent revenue-sharing threshold, most of the resulting benefits (80 percent) will 

accrue to customers.   

 Other evidence supporting the Board’s decision includes Edison Electric 

Institute data that indicated the average ROE awarded by state commissions in the 

first three quarters in 2013 was 10.0176 percent.  Wal-Mart presented testimony that 

the range of ROEs awarded by state commissions in 2012 and part of 2013 was 9 

percent to 10.5 percent, with a median of 10 percent (if only vertically integrated 

utilities were included, the average ROE was 10.05 percent).  While not 
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determinative, this data from other states tends to support the reasonableness of the 

Board’s decision. 

 Mr. Glahn also referred to other rate case decisions as support for the 

reasonableness of his proposed ROE of 9 percent.  However, three of the seven 

cases he cites had an approved ROE of 10 percent or higher.  The remaining four 

cases had approved ROEs of 9 percent, 9.36 percent, 9.75 percent, and 9.83 

percent.  Thus, Mr. Glahn’s proposal was lower than all but one of the cases he cited 

for support. 

2. MidAmerican’s Relative Level of Risk 

 Next, IICAP maintained that the Board did not discuss MidAmerican’s lower 

risk relative to other electric utilities, particularly with regard to adoption of the TCA, 

and how that might affect MidAmerican’s allowed ROE.  IICAP pointed out that the 

Board did factor in such a risk when IPL was allowed to implement a transmission 

rider in Docket No. RPU-2010-0001. 

 MidAmerican’s TCA is not comparable to IPL’s transmission rider.  IPL sold all 

of its transmission assets to ITC Midwest while MidAmerican retains ownership of its 

transmission assets, meaning that MidAmerican retains the risk of ownership in a 

manner that IPL does not.  Another distinction is that IPL’s transmission rider allows 

for recovery of a broad range of transmission costs while MidAmerican is using the 

rider only to recover MISO costs and certain regionally-allocated transmission costs, 

so MidAmerican’s TCA reduces the company’s transmission cost risks to a lesser 
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degree.  Further, the Board imposed additional conditions before approving the TCA 

for MidAmerican, particularly when new MISO schedules or tariffs are involved and 

requested to be included in the TCA.  The Board also included a sunset provision in 

this case, unlike IPL’s.  These are all significant differences between the two 

transmission riders when it comes to the question of whether, and to what degree, 

the rider reduces the utility’s overall risk level. 

 In developing their ROE recommendations, most experts use a proxy group of 

companies that they believe have similar risks to the utility seeking a rate increase.  

Each company may have more or less risk in one area or another, but the key is that 

the overall risk is similar.  At times witnesses have requested an upward adjustment 

to the ROE due to an increase in business risk due to the utility’s small size or an 

increase in financial risk due to a difference in bond ratings between the proxy group 

and the utility.  The Board has consistently rejected such adjustments because an 

appropriate proxy group generally captures these risk variations.  Therefore, the 

Board has not always discussed the various specific risks associated with a utility in 

determining its ROE as IICAP believes the Board should have done in this case.  

These include such factors as MidAmerican's relatively large size, Iowa's low 

regulatory risk, and streamlining of interim rates.  The Board has not made 

adjustments for these specific items because it would likely lead to separate 

consideration of every specific risk a utility bears (assuming such information could 

even be identified).  It is typically more efficient, and more encompassing, to identify 
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an appropriate proxy group that encompasses all of the various categories of risk in 

an overall level of risk similar to the utility under consideration. 

 IICAP’s own witness explained at hearing that the proxy group is determined 

by finding comparable companies with total investment risk similar to the utility 

requesting the rate increase.  (Tr. 930-31).  MidAmerican's and IICAP's proxy groups 

are nearly identical, meaning the results produced using these proxy groups should 

be comparable to MidAmerican.  An explicit finding regarding MidAmerican’s general 

and specific risks is not needed because it is addressed by the proxy group. 

 IICAP also suggested that the Board make a downward adjustment to the 

allowed ROE for approving the TCA.  It does not appear such an adjustment was 

proposed during the rate proceeding, at least in the testimony of IICAP witness 

Gorman.  Any downward risk that might be associated with the TCA is offset by the 

revenue-sharing provisions (80 percent of above-the-cap earnings to customers) and 

guaranteed inclusion of $30 million of wholesale margins in base rates.  (Tr. 1502).   

 Thus, no downward adjustment is appropriate because the settlement’s 

revenue-sharing and guaranteed wholesale margins offset any potential downward 

adjustment and MidAmerican’s TCA is not comparable to IPL’s transmission rider.  In 

addition, IPL does not have a revenue-sharing mechanism and MidAmerican is 

phasing in its revenue requirement, resulting in a projected ROE significantly below 

10 percent for 2014 and 2015. 
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3. The Effect of The Revenue-Sharing Mechanism 

 Third, IICAP argued that by approving the revenue-sharing mechanism, the 

Board is allowing MidAmerican to earn returns above the 9.25 percent to 10.56 

percent range that the Board determined was reasonable.  As pointed out by 

MidAmerican, what IICAP ignores is that when factoring in returns from assets that 

are subject to advance ratemaking principles, MidAmerican’s weighted authorized 

rate of return is 11 percent.  The ROE is also the trigger for revenue-sharing and 

allows ratepayers to share in earnings they would not receive under traditional 

ratemaking standards.  Finally, the Board modified the settlement to allow ratepayers 

to retain 100 percent of earnings above 14 percent.  If there are any excess earnings, 

customers benefit. 

4. Consideration of Pre-Established ROEs 

 Fourth, some witnesses asked that the Board factor in the pre-established 

ROEs of the assets under advance ratemaking principle cases when determining the 

ROE for the remainder of assets.  The Board rejected this request and stated that 

Iowa Code chapter 476 does not direct the Board to consider the ROEs in advance 

ratemaking principle cases when determining the ROE for the remainder of the rate 

base.  IICAP appears to want the Board to go a step further and clarify its language 

that when setting the proper ROE, the existence of advance ratemaking principles 

can be considered generally because it reduces the level of regulatory risk that all 
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witnesses agreed "was relevant as a matter of traditional ratemaking analysis."  

(IICAP Application, p. 2).  

 The Board’s language in the Final Order does not prevent ROE experts from 

arguing  generally that advance ratemaking principles reduce the utility's risks in 

future rate cases.  The Board's focus is and will remain on whether it is appropriate to 

consider pre-established ROEs when determining the ROE for the remaining rate 

base, particularly given chapter 476’s silence regarding ROE determination. 

  
CAPITAL STRUCTURE 

 IICAP asked that the Board reconsider using IICAP's proposed capital 

structure based on IICAP witness Gorman's three-year look back using FERC-1 

filings.  Although the Board referred to it as a "hypothetical" capital structure, IICAP 

said that Mr. Gorman’s proposed 50.5 percent common equity ratio is closer to reality 

than the 52.6 percent common equity balance allowed by the Board.  IICAP pointed 

out that Consumer Advocate witness Munoz's updated capital structure is at a level 

of about 50.6 percent, close to IICAP’s proposal.  IICAP also argued that Exhibit 

MPG-3 shows that comparable companies have a common equity ratio of 49.1 

percent, and the Washington Utilities and Transportation Commission set 

PacifiCorp's (MidAmerican's sister company) common equity ratio at 49.1 percent.   

 MidAmerican said that IICAP claimed that the Board:  1) ignored Consumer 

Advocate's updated capital structure in Consumer Advocate Exhibit 105, 2) stated 

that IICAP witness Gorman proposed a hypothetical capital structure, and 3) allowed 
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MidAmerican to earn an extra 200 basis points for its common equity in its capital 

structure.  However, MidAmerican argued that the Board properly weighed the 

evidence in the case and made a reasonable decision regarding the settlement 

capital structure. 

 MidAmerican said that in fact Mr. Gorman proposed the Board approve a 

hypothetical capital structure that did not recognize that the common equity balance 

increased in the last couple of years.  (Tr. 1790).  MidAmerican maintained that the 

Board was correct in recognizing that what IICAP is proposing is inconsistent with 

past Board practice and the Board was not persuaded that there was abuse or 

manipulation of the capital structure by MidAmerican to its advantage.  MidAmerican 

pointed out that pursuant to Iowa Code § 476.33(4) the Board can include verifiable 

data that exists within nine months after the conclusion of the test year. 

 Consumer Advocate also urged that the Board deny IICAP's request for 

reconsideration on the capital structure.  Consumer Advocate noted that the use of a 

13-month capital structure is consistent with Board precedent and with Iowa Code 

§ 476.33(4) and that both MidAmerican’s and Consumer Advocate’s 13-month 

average capital structures reflect post-test year financing transactions; for example, 

Consumer Advocate Exhibit 105 reflected the additional impact of new debt, which 

had a greater impact on the common equity ratio than it did on the weighted average 

cost of capital. 
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 IICAP did not present any new arguments on rehearing that were not 

considered in the Final Order.  The Board rejected the use of a hypothetical capital 

structure and concluded that there is no evidence of abuse or manipulation by 

MidAmerican.  The capital structure in the settlement is based on 13-month average 

balances and reflects adjustments going out to September 30, 2013, consistent with 

Iowa Code § 476.33(4).  The Board will not change its decision on capital structure. 

 
ALLOCATION OF GENERATION COSTS 

 IICAP, Deere, and NIE (collectively, Industrial Intervenors) argued that the 

Board did not analyze many of the concerns raised about the hourly costing model 

(HCM) and the economic consequences resulting from adoption of this model.  

Several arguments were made by the Industrial Intervenors.  MidAmerican and 

Consumer Advocate responded to these arguments and expressed their support for 

adoption of the hourly costing model. 

1. The New Methodology Threatens Investment 

 The Industrial Intervenors argued that adoption of the HCM, which they refer 

to as a new, untested cost allocation methodology, threatens rate stability and 

investments made and to be made.  IICAP, Deere, and NIE all expressed concerns 

regarding the long-term policy implications for Iowa’s economy resulting from the 

Board’s adoption of the new methodology. 

 MidAmerican noted that what was “new” in this proceeding is the amount of 

wind generation in MidAmerican’s portfolio.  MidAmerican said the HCM is a more 
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sophisticated cost methodology that produces reasonable results in light of the vast 

changes to MidAmerican’s generation portfolio since its last rate proceeding. 

2.   Thirty Years of Precedent 

 IICAP argued that the Board set aside 30 years of precedent in adopting the 

HCM in this proceeding.  IICAP maintained that if wind generation is the sole factor 

leading to the adoption of HCM, the Board should instead adjust the average and 

excess (A&E) method. 

 Consumer Advocate pointed out that the Board did not ignore prior decisions 

involving the A&E method but noted that while it had been used for many years, no 

single costing methodology is the best in all situations or provides all the answers.  

Consumer Advocate said prior use of the A&E method did not preclude consideration 

of alternative methods in future cases and the A&E method has never been viewed 

as the only reasonable cost allocation methodology; the Board’s decision to depart 

from the A&E method and adopt the HCM, for use in this proceeding, is supported by 

the evidence. 

 MidAmerican argued that the Board is not bound by prior precedent and may 

depart from past decisions, citing Iowa Planners Network v. Iowa State Commerce 

Comm’n, 373 N.W. 2d 106, 112 (Iowa 1985).  MidAmerican said that IICAP's 

assertion that wind is the sole factor in the selection of generation allocation 

methodologies is incorrect and contrary to the content of the Board's complete 
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analysis and conclusion.  MidAmerican pointed out that there is no record evidence 

to suggest adjusting the A&E methodology for wind would be appropriate.  

 MidAmerican said that the Board correctly recognized that cost allocation 

methodologies are a tool to set just and reasonable rates and that there is no single 

cost allocation methodology that is best or provides all the answers, with the Board 

maintaining flexibility as to the appropriate methodology in a particular case.  

MidAmerican said the following record evidence supports the Board’s adoption of 

HCM:  1) the availability of better information regarding the manner in which various 

customer classes utilize MidAmerican’s generation services throughout the year;  

2) the addition of significant amounts of wind-driven capacity to MidAmerican’s 

system (which primarily provide energy benefits and only limited capacity benefits);  

3) the effect of the MISO market on marginal energy costs; and 4) the effect of 

MidAmerican becoming a transmission owner in MISO on its transmission costs.  

 MidAmerican pointed out that the Industrial Intervenors’ concerns about the 

new and untested HCM have been addressed by the Final Order, which requires 

MidAmerican to file multiple cost-of-service models (including MidAmerican's 

agreement to include the traditional A&E model) every three years.  To the extent the 

Board has reason to believe in the future that the HCM no longer produces just and 

reasonable rates, MidAmerican said that the Board has the authority to examine 

MidAmerican's rates in an investigation.   
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3. Rate Impacts 

 Similar to arguments made under subissue 1, the Industrial Intervenors argue 

that the adoption of HCM threatens rate stability, threatens investments that have 

been made, and reduces the potential for future investments in Iowa.  NIE said that it 

supports the mitigation measures the Board adopted but that these limit only 

extraordinary annual increases and do not address the impact of changes due to 

adoption of HCM, including changes to the EAC due to the expiration of production 

tax credits.  Deere said its recent investment of $100 million in its Waterloo foundry 

was made based on assurances of rate certainty and stability.  IICAP said that while 

industrial rates would go down if the A&E method were used, this could be because 

industrial customers have been overpaying for the past 16 years. 

 MidAmerican and Consumer Advocate pointed out that use of the HCM results 

in commercial and industrial rates for MidAmerican customers that are among the 

lowest in the Midwest and the nation.  MidAmerican provided a table showing 

MidAmerican's rate position relative to other investor-owned utilities: 

           Class Midwest Nationally 
 

Largest Industrial Lowest of 49 9th Lowest of 157 
 Industrial 4th Lowest of 50 20th Lowest of 164 
 Commercial 2nd Lowest of 50 14th Lowest of 166 
 Residential 13th Lowest of 50 45th Lowest of 167 
 

MidAmerican also provided the average per kWh prices resulting from use of the 

HCM:  residential, 9.50 cents; commercial, 6.98 cents, industrial; 5.00 cents; and 

large industrial, 4.39 cents, which it said demonstrated that the HCM approach 
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clearly recognizes and reflects the fact that high load factor customers are less costly 

to serve than lower load factor customers such as residential and commercial 

customers. 

 Additionally, MidAmerican and Consumer Advocate pointed out that the HCM 

results in prices that are more consistent with MidAmerican's current test year rate 

design than prices produced by the A&E method, the results of which are so far 

outside the range of other utilities' price ratios that they call into question the overall 

validity of the A&E methods when applied to MidAmerican.  MidAmerican and 

Consumer Advocate cited as further evidence of the unreasonableness of the A&E 

the fact that after a 16-year rate freeze and an overall increase in the cost of service, 

the A&E methods would produce a significant rate decrease for large industrial 

customers (from 3.89 cents per kWh during the test year to between 3.45 and 3.62 

cents per kWh) and a rate increase of nearly thirty percent for residential customers.  

MidAmerican also said that NIE appears to ignore or gloss over the significant rate 

mitigation measures the Board adopted, limiting increases to 15 percent per year, if 

that increase represents an increase of $1,500 or more. 

4. Compliance with Board Rules (Peak and Off-Peak Demand) 

 IICAP argued that since wind generation is not built to serve peak demand, 

wind generation should not drive the cost allocation process.  IICAP said that the 

non-wind portion of MidAmerican's portfolio will behave as it always has and require 

investment responsive to peaks, and the HCM method pays less attention than the 
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A&E method to the peaks that require additions to MidAmerican's generation 

portfolio. 

 MidAmerican said that IICAP continues to ignore the Board's discussion of 

cost-of-service considerations and compliance with Board rules, particularly where 

the Board specifically noted the provisions of IAC 199 IAC 20.10(2)"c", which 

provides that allocation of generation capacity among classes must attribute costs 

based on peak demand and the contribution of off-peak demand.  MidAmerican 

noted that this subrule does not provide any guidance as to how much importance is 

placed on on-peak and off-peak demand, with the Board correctly concluding that the 

HCM method uses demand at all times during peak and off-peak hours to allocate 

generation costs; based upon that determination, the Board found the HCM is 

consistent with 199 IAC 20.10(2)"c."   

5. Basis for Adopting HCM—Wind 

 NIE and IICAP argued that the Board's decision is premised on wind-related 

issues associated with the size of wind in MidAmerican's generation portfolio, but the 

Final Order provides no reasoning why the A&E alternatives that exclude wind for 

separate treatment would not be a more prudent and less economically damaging 

way to allocate MidAmerican's generation costs. 

 MidAmerican pointed out that the Board's Final Order carefully reviews the 

cost-of-service rules related to generation capacity allocations, deliberate inclusion of 

flexibility to consider new allocation approaches, and assertion that the cost of 
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providing service to a customer at any given time be the same regardless of the 

customer's use of service at any other time.  MidAmerican said that the Board relied 

on substantial record evidence to reach the conclusion that the HCM method is the 

appropriate generation allocator in this case. 

6. Consideration of A&E Alternatives 

 NIE and IICAP argued that the Board did not sufficiently consider and weigh 

the two alternative A&E cost-of-service models that provided separate treatment for 

wind generation.  IICAP urged the Board to modify its decision to allow a cost 

allocation methodology that carves out wind from the rest of MidAmerican's 

generation portfolio, while maintaining the A&E methodology for the remainder of the 

generation portfolio.  NIE contended that if the Board has concerns with the 

treatment of wind in this case, the Board could use one of the modified A&E methods 

rather than risk a totally new method like the HCM.  IICAP and NIE said that the 

Board did not address the reasons it rejected the alternatives.  IICAP commented the 

Board should be wary of adopting a new, untried model that both its supporter 

(Marcus) and detractor (Brubaker) agree is similar to methodologies that have been 

widely rejected by other regulators.   

 While MidAmerican argued it is reasonable for the Board to not address 

alternative versions of A&E, NIE and IICAP said that the Iowa Administrative 

Procedures Act requires the Board to consider those matters relating to an action that 

a rational decision maker would consider.  (See Iowa Code 17A.19(10)(j)).  NIE and 
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IICAP maintained that a rational decision maker, concerned that circumstances had 

changed since it began using the A&E method, would not view the choice before it as 

twofold (traditional A&E vs. HCM), but would look at whether there were intermediate 

choices.  NIE said it does not appear the Board weighed any other evidence 

presented at the evidentiary hearing but instead the Board merely recited the 

witnesses' testimony, meaning that a reviewing court cannot determine whether the 

evidence was fairly weighed based on the Final Order.  See, State of North Carolina 

ex. rel. v. Cooper, 739 S.E.2d 541 (N.C. 2013).   

 NIE said that there were numerous cost-of-service studies filed in the 

proceeding but that the Board begins and ends its discussion with the non-

unanimous settlement HCM model.  NIE argued that the Board's consideration 

centers on the differences between the results of the non-unanimous settlement 

HCM model and the results of a cost-of-service study using the A&E.  While the 

Board states the results of the various models confirm the A&E method does not 

produce reasonable results (given MidAmerican's current generation mix) and that 

the HCM produces reasonable results, NIE said that the Board only recited points of 

evidence but did not conduct an analysis of the evidence.   

 NIE said that the Board ignored the fact that the majority of MidAmerican's 

generation portfolio comes from traditional generation sources and there is no 

explanation why the Board decided that HCM should be used to allocate the cost of 

the 75 percent of non-wind generation or why the A&E method or a variation is not 
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appropriate for the traditional generation portion of the portfolio.  When MidAmerican 

files multiple cost-of-service studies in three years as ordered by the Board, NIE said 

that would be an opportunity to adjust the percentages, if necessary, since the 

percentage of wind would be allocated under the HCM method and the traditional 

generation would be allocated using the traditional A&E method.  

 MidAmerican and Consumer Advocate noted that IICAP recommended that 

one of the A&E alternatives be given no weight or consideration by the Board and 

recommended the Board adopt the traditional A&E methodology and NIE supported 

the direction of the recommendations of the industrial groups, arguing the traditional 

A&E method remains an effective approach for the allocation of production costs.  

MidAmerican and Consumer Advocate argued that it is improper for IICAP and NIE to 

criticize the Board for not giving weight to these alternative A&E models when neither 

IICAP nor NIE specifically presented testimony supporting the adoption of either 

model and that what they are attempting to do is relitigate the cost allocation issue. 

 MidAmerican stated that A&E alternative model number 2 does not "tweak" 

the traditional A&E to account for wind, but is an attempt to analyze the cost structure 

of the entire generation portfolio in a more accurate and realistic manner.3  However, 

                                                           
3
 MidAmerican's rebuttal testimony explains that Alternative Model No. 2 was developed in order to 

correct the inaccurate assumption in the A&E methodology that, based on test year information, only 
56.5 percent of MidAmerican's generation plant-related costs would be needed to serve retail load if 
there were no excess demand on the system.  The record shows if all of MidAmerican's retail load 
were at 100 percent load factor, a full 73.1 percent of MidAmerican's plant-related cost would be 
needed to serve the basic energy requirements of MidAmerican's customers. 
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even with the improvement over the standard A&E that the Alternative Model No. 2 

provides, MidAmerican said the model is clearly not as sophisticated as the HCM. 

 MidAmerican said the additional information model, filed in response to the 

Board's November 7, 2013, order requiring additional information, allocates the 

revenue requirements associated with wind generation based on energy and the 

remainder of the portfolio based on the standard A&E methodology.  However, 

MidAmerican said that this model was not introduced into evidence until the hearing 

and there is no record testimony that discusses its relative merits.4  MidAmerican 

stated that IICAP witness Brubaker argued, although incorrectly, that the HCM was 

an "energy" allocator and therefore should not be used as a cost allocation 

methodology, noting that using a different allocator means the adjustments would 

need to be made to the allocation of other costs such as fuel.  Ironically, despite 

these misgivings expressed by IICAP’s witness, IICAP now urges the Board to adopt 

a methodology that has not been examined in the record and that uses an "energy" 

allocator for wind. 

                                                           
4
 Namely, MidAmerican said that the Additional Information Model suffers the same flaw that the A&E 

methodology suffers from; the inability to accurately differentiate between the costs needed to provide 
for basic energy requirements and the costs needed to provide peaking and load-following services in 
a way that produces reasonable rates. The Additional Information Model merely allocates less of 
MidAmerican's generation portfolio using the traditional A&E method, shielding 25 percent of the 
generation from this flawed assumption, but the rest of the generation portfolio does not differentiate 
between the costs needed to provide for basic energy requirements and the costs needed to provide 
peaking and load following services in a way that produces reasonable rates. 
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 Consumer Advocate said that the Board did weigh the evidence regarding 

A&E versus HCM and was simply unpersuaded by the evidence NIE and IICAP relied 

on to support their proposed A&E results.  While IICAP argued that the Board's 

adoption of the HCM approach is wrong because the non-wind generation costs 

represent 75 percent of MidAmerican's portfolio (claiming that this is like "letting the 

25 percent tail wag the remaining 75 percent of the dog"), Consumer Advocate said 

this is an inaccurate representation and the record evidence demonstrates that wind 

generation capacity represents approximately 52 percent of MidAmerican's total 

installed generation capacity cost, not 25 percent.5  Furthermore, Consumer 

Advocate said that this wind capacity with a total installed cost of over $3.8 billion 

during 2012 had an average production cost of only .04 cents per kWh, the benefit of 

which the Industrial Intervenors gladly accept.  Consumer Advocate compared this to 

an average production cost of 2.1 cents per kWh for traditional (non-wind) baseload 

generation and 6.2 cents per kWh for intermediate and peaking generation.  

Consumer Advocate concluded that the Board's use of the HCM method recognized 

                                                           
5
 (Total Installed Wind Generation Cost of $3.859 M) ÷ (Total Installed Cost of All Generation of 

$3.859 M + $3.132 M + $.474 M) = 51.6%. Even IICAP's 25 percent figure, which was unsourced, is 
not consistent with the record evidence regarding generating capacity. The record evidence 
establishes that during the 2012 test year wind capacity represented 29 percent of MidAmerican's total 
generating capacity and 35 percent of MidAmerican's baseload (i.e., wind and traditional) generating 
capacity. (Consumer Advocate Ex. 101). The percentage of MidAmerican's generating capacity 
represented by wind will only increase as the 1,050 MW of MidAmerican's Wind VIII project is 
completed and placed in-service. After Wind VIII is placed in-service, wind facilities will represent 
roughly 37 percent of MidAmerican's total generating capacity and 45 percent of MidAmerican's 
baseload generating capacity. 
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that the presence of so much wind in MidAmerican's generating portfolio has 

rendered MidAmerican's continued application of the A&E method unreasonable. 

7. Evidence Considered 

 A. Proper Time to Use the HCM 

 NIE argued that now was not the proper time to adopt the HCM method 

because of all the changes contained in MidAmerican's rate proposal.  NIE stated the 

HCM method is new and untested. 

 IICAP noted that in the rate proceeding Consumer Advocate argued the 

Industrial Intervenors are seeking to avoid paying for capital costs of baseload 

generation while benefiting from the low fuel costs associated with that generation.  

IICAP argued that Consumer Advocate, MidAmerican, and the Board ignored the 

arithmetic IICAP provided on this point, which it said showed that there are not 

enough hours in a year for a large customer to make up in lower variable production 

costs the allocation of additional fixed costs that the HCM method shifts to the class. 

 MidAmerican said the record contains voluminous information on the impacts 

of the HCM method and other cost-of-service proposals to MidAmerican's customers 

on a customer-by-customer basis for ten years, noting that the testing of cost-of-

service and rate design considerations has been more extensive in this case than in 

any electric rate case ever filed in Iowa, including Docket No. RPU-04-1.  

MidAmerican said the evidence supports the Board's requirements to mitigate annual 
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rate increases to customers and the analysis of that information addresses all 

concerns regarding the newness of the HCM. 

 B. Compliance with Board Rules—Cost Causation (Customer Class  
  Demands) 
 
 NIE and IICAP argued that the HCM method neglects traditional cost 

causation principles related to customer class demands.  NIE specially argued that:  

1) the HCM model does not acknowledge that load peaks drive incremental 

generation investment; 2) Board rules expressly provide that generation allocation 

should be focused primarily on class demand and the HCM method focuses heavily 

on energy usage; 3) the HCM method fails to recognize the important role that 

summer peak demands play in allocation and the Four Coincident Peak (4CP) 

method to calculate excess demand; and 4) MidAmerican has not demonstrated that 

the HCM method recognizes the importance of MidAmerican's summer peak 

demand.  NIE also argued the HCM method devalues peak load and does not reflect 

cost causation, noting that MidAmerican did not know its hourly production costs. 

 Deere claimed the HCM method is inconsistent with MISO's resource 

adequacy requirements because it assigns capacity costs to all hours.  In other 

words, Deere said that with HCM, on-peak demands would become the by-product of 

meeting off-peak demands, not the reverse, which is clearly contrary to cost-

causation.  Deere stated that neither the marginal energy nor marginal capacity costs 

used in the HCM method recognize the load characteristics that drive MidAmerican's 

production capacity needs.  
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 Consumer Advocate maintained that the Industrial Intervenors' arguments are 

incorrect and the HCM approach clearly recognizes the fact that the "type" of 

generation needed and built by a utility depends not only on the need to serve peak 

loads, but also on the need to provide the low-cost electricity that all customers, 

especially industrial customers, require throughout the year.  Consumer Advocate 

said HCM recognizes the balancing that must be made when building wind, 

traditional baseload generation with its very high capital costs but low energy costs, 

and intermediate and peaking generation with its relatively low capital costs but high 

energy costs.  Unlike the A&E method (which is based on the premise that all 

generation regardless of type is built to meet peak loads), Consumer Advocate 

pointed out the HCM method recognizes that meeting peak loads is not the only 

criterion that is important when deciding the type of generation to build and when 

allocating generation costs.  Producing low-cost energy throughout the year is an 

equally important criterion, and one that Consumer Advocate argued the A&E 

method virtually ignores. 

 MidAmerican noted that the Board extensively reviewed the characteristics of 

the HCM method and its reflection of cost causation principles, correctly pointing out 

in the Final Order that 199 IAC 20.10(2)"c" requires consideration of both peak and 

off-peak demand, and shall attribute costs based upon both peak period demand and 

the contribution of off-peak period demand in determining generation mix.  

MidAmerican argued the Board correctly found the HCM method is consistent with 
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199 IAC 20.10(2)"c" and that it produces results that appropriately balance the 

energy and demand components of cost allocation. 

 MidAmerican pointed out that the Final Order noted that Board rules indicate 

that embedded costs are preferred, but are not required for determining revenue 

requirements among customer classes and that the use of marginal costs or LMPs 

for development of allocation factors is also not prohibited by the rule.  Moreover, 

MidAmerican said the Final Order pointed out that MidAmerican provided estimates 

of hourly production costs in its additional information filed on November 14, 2013, 

and that the results did not change the allocation factors significantly.  MidAmerican 

concluded that despite NIE's and IICAP's assertions, the Board reasonably 

addressed all issues relating to the HCM method and no further reconsideration is 

warranted. 

 C. Compliance With Board Rules—All Usage Is New Usage 

 NIE argued that under the HCM method, high load factor customers are 

allocated too much cost because they are allocated more costs during hours when 

low load factor peaks occur; thereby ignoring which customer class caused the peak.  

NIE said the 4 CP method allocates less cost to customer classes that have higher 

demand when the system is not peaking.  Also, NIE maintained the HCM method 

does not account for which customer class causes costs during any particular period, 

using the example that when demand from a "peaky" customer class spikes, 



DOCKET NO. RPU-2013-0004 
PAGE 41   
 
 
industrial customers pay higher prices even though their load did not change, 

penalizing efficient energy users. 

 MidAmerican said the Final Order correctly points out that 199 IAC 20.10(2)"a" 

provides that all usage of customer, demand, and energy components of service 

shall be considered new usage; the rationale for this subrule is that all customer 

classes contribute to the system peak in proportion to their load at the time of system 

peak, regardless of load factor or load growth.  MidAmerican stated the effect of this 

rationale is that no single customer class can claim to have caused or to have not 

caused peak demands. 

 MidAmerican said 199 IAC 20.10(2)"a" makes it clear that customers have no 

entitlement to resources at a particular time simply because of load levels they had 

established in some previous time.  MidAmerican argued the Board reasonably 

determined that because the HCM method results in the same prices for all 

customers using energy at the same time, the HCM method more closely resembles 

cost causation and how competitive markets work. 

 D. HCM's Use of Locational Marginal Prices (LMPs) 

 NIE criticized the use of MISO locational marginal prices (LMPs) in the HCM 

method for several reasons: 

 1. Applying the HCM method for allocating 
generation costs is bad public policy from an economic 
development perspective, contrary to the Board's rules, 
because there is a disconnect between the inputs of the 
HCM method and the costs that are allocated. 
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 2. Reliance on an external input, such as the 
MISO LMPs, allows costs of entirely separate utilities to 
unduly influence decisions about allocation of 
MidAmerican's revenue requirement.  NIE also argues the 
use of MISO LMP prices as a surrogate for energy usage 
is problematic because they are not an accurate substitute 
for MidAmerican's actual energy prices.  

 
 3. The HCM method is an entirely made-up 
allocation model that does not rely on embedded costs, 
which are preferred in the Board's rule on generation cost 
allocation. 

 
NIE said the Board's decision to abandon the A&E methodology is based on 

unsupported conclusions and while the Board found it relevant that the HCM model 

generates results that resemble a competitive market, this conclusion relies on a 

factual picture that is not applicable to Iowa since Iowa is not a deregulated 

competitive market. 

 IICAP said the HCM method is not based on actual production costs and 

shows no regard for the cause of the specific cost or differences among classes in 

how their usage curves drive the need for current or future growth in generation 

costs.  While the Board stated that the HCM method generates results resembling a 

competitive market, IICAP stated MidAmerican's customers have no retail choice to 

control input costs. 

 MidAmerican and Consumer Advocate said the Board correctly and explicitly 

addressed the Industrial Intervenors' criticism of the HCM method for allocating 

energy costs based on MISO LMPs rather than embedded costs by pointing out that 

pursuant to 199 IAC 20.10(2) embedded costs are preferred, but are not required for 
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determining revenue requirements among customer classes and that the use of 

marginal costs (LMPs) for the development of allocation factors is not prohibited by 

the subrule.  

 MidAmerican and Consumer Advocate argued that while the Industrial 

Intervenors criticize the Board for not adhering to cost causation principles, at the 

same time they say it is improper to employ the cost causation principles embodied in 

the HCM method since Iowa is not a deregulated retail market.  MidAmerican and 

Consumer Advocate pointed out that the Industrial Intervenors cannot have it both 

ways and that the principles of cost causation must reflect how competitive markets 

work; during hours of high demand, all customer classes must pay higher prices, not 

just particular customer classes.  MidAmerican and Consumer Advocate noted the 

Industrial Intervenors ignore the fact that MidAmerican now bids its generation into 

the MISO market and the MISO market reflects the competitive market place where 

MidAmerican purchases energy for its load and bids its generation for sale.  

 MidAmerican and Consumer Advocate maintained the modified HCM 

allocation reflects MidAmerican's actual costs; the energy component recovers the 

embedded retail fuel cost in the test year of $205.6 million and the capacity 

component recovers the embedded fixed cost in the test year of $680.4 million.  NIE 

and IICAP do not refute this evidence, but MidAmerican and Consumer Advocate 

noted they complain the Board did not address the fact the HCM method is not based 

on actual production costs.  MidAmerican and Consumer Advocate argued the 
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Industrial Intervenors ignored the thorough discussion in the Final Order, to the effect 

that embedded costs are not required and the use of marginal costs or LMPs for 

development of allocation factors is not prohibited by the Board's rules.  

 In addition, MidAmerican and Consumer Advocate said the Board found the 

use of estimates for hourly production costs in its additional information filed on 

November 14, 2013, reasonable, determining that the estimates did not change the 

allocation factors significantly.  MidAmerican and Consumer Advocate noted that the 

comparison of the HCM results to a competitive market was clearly not controlling in 

the Board's Final Order, but was one of numerous factors considered by the Board in 

determining the HCM better allocates costs in this case than the A&E methods 

advocated by intervenors. 

 E. Baseload and Peaking Plants 

 NIE said support for the HCM method appears to be based on the distinction 

between "baseload" and "peaking" plants, the differing fixed and variable costs, and 

usage by various customers of such plants, and that this distinction is inexact and 

arbitrary.  NIE also contended individual customer classes do not use only a 

particular generating plant and MidAmerican has a portfolio of native generation, 

which can be supplemented by purchases through MISO. 

 Consumer Advocate said the HCM method reflects the fact that wind and 

traditional baseload generation (with its high capital cost and low fuel cost) was built 

to run constantly throughout the year to produce low cost energy, noting that during 
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2012 MidAmerican's wind generation produced more than 6.4 billion kWh of 

electricity at a production cost of 0.4 cents/kWh.  Consumer Advocate pointed out 

that this low-cost energy is used by all customers throughout the year, especially high 

load factor industrial customers that use very large amounts of energy throughout the 

year.   

 While the Industrial Intervenors clearly receive enormous economic benefits 

throughout the year (during both peak and off-peak periods) from the existence and 

use of MidAmerican's high capital cost wind and traditional baseload generation, 

Consumer Advocate argued the A&E methodology virtually ignores the industrial 

customers' heavy use of this generation during off-peak periods when allocating the 

capital costs of this generation.  Consumer Advocate said the A&E methods allocate 

the high capital costs of MidAmerican's wind and traditional baseload generation 

exactly the same as peaking generation—based on peak demands, with the result 

that the Industrial Intervenors' A&E methods allocate the bulk of the high capital costs 

of baseload generation to non-industrial (residential and small commercial) 

customers while receiving the benefits of the low production/fuel costs associated 

with this generation. 

 During the test year Consumer Advocate noted that wind generation 

represented roughly 35 percent of MidAmerican's total baseload generating capacity 

(i.e., wind, traditional coal, and nuclear units) and 29 percent of its total generating 

capacity.  Consumer Advocate pointed out that wind generation of this magnitude is 
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a relatively new phenomenon and was unheard of when the A&E method was 

developed.  Consumer Advocate maintained the dramatic increase in the use of wind 

generation by MidAmerican and the unique characteristics of wind capacity rendered 

the use of the A&E method unreasonable and during cross-examination, NIE witness 

Johnstone recognized that the A&E method may not be a good fit in this case.   

 Consumer Advocate maintained the Board correctly determined that it would 

be unreasonable to force non-industrial customers (residential and commercial 

customers) to pay the bulk of MidAmerican's wind generation's capital costs (based 

on the demands during peak periods using the A&E method), while giving the 

industrial customers who consume enormous amounts of energy throughout the year 

the benefits of the zero fuel cost energy produced by the wind generation. 

 MidAmerican said that contrary to the Industrial Intervenors’ complaints, there 

is nothing in the record that shows, demonstrates, or otherwise implies that the HCM 

method makes any distinctions between baseload and peaking plants.  MidAmerican 

said the HCM allocation is fully consistent with the theory that customer classes do 

not use only a particular generating plant and MidAmerican has a portfolio of native 

generation, which can be supplemented by purchases through MISO. 

 F. Pricing Results 

 NIE maintained that regardless of the Board's decision on the use of the HCM 

method to allocate generation costs, class rate design should continue to be based 
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on the A&E approach because the practical effect of using the HCM methodology is 

to punish high load factor customers.  

 MidAmerican said that NIE ignores the fact that the HCM method establishes 

prices for generation service for all customer classes on an hour-by-hour basis.  

Unlike the A&E method, MidAmerican pointed out the HCM method does not require 

a separate analysis to develop pricing.  MidAmerican said the Board properly 

determined that the HCM method sets rates based on cost causation and, as such, 

the rate design is based on cost causation and properly reflects customer usage.  

MidAmerican said there is no record evidence supporting NIE's proposed mix and 

match approach. 

 G. Prior IPL Rate Cases 

 NIE said the Board did not distinguish the HCM from the hourly production 

allocation method that was rejected by the Board in a 2002 IPL rate case, Docket 

Nos. RPU-02-2, RPU-02-8, and ARU-02-1.  MidAmerican stated the Board clearly 

distinguished the cases in the Final Order and noted its willingness to consider 

alternative cost-of-service methodologies at page 80 of its order in Docket No. RPU-

02-3. 

 H. Rate Stability 

 NIE argued that the rate stability that has been experienced with 

MidAmerican's rates for 16 years took place under a regulatory framework that relied 

on the A&E method.  MidAmerican said that NIE cited no record evidence supporting 



DOCKET NO. RPU-2013-0004 
PAGE 48   
 
 
this conclusion and in fact the record shows the HCM model produces relative class 

rates that are much closer to MidAmerican's current rates than rates produced by the 

HCM method.  MidAmerican argued that this suggests that the HCM method will 

enhance rate stability going forward, whereas continued reliance on the A&E method 

will likely degrade rate stability. 

 I. Rate Comparisons among Cost-of-Service (COS) Models 

 NIE and IICAP argued that MidAmerican's comparison of revenue 

requirements with the various cost-of-service proposals only considered changes in 

base rates while neglecting changes in the EAC and TCA.  NIE pointed out that 

MidAmerican's own projections show a significant increase in its EAC over the next 

nine years. 

 MidAmerican pointed out that the cost-of-service proposals in the record only 

consider the allocation of test year revenue requirements, which by definition 

assumes a static level of rider costs throughout the test year.  MidAmerican noted 

that it provided individual customer impacts for ten years using both the HCM and 

A&E methodologies, and that this considered all aspects of ratemaking (including the 

EAC and TCA), not just base rates. 

 J. A&E Applied Uniformly to Generation 

 NIE argued that MidAmerican ignores the fact that the A&E method is being 

applied to all generation uniformly, not just wind.  NIE further contended that while 

MidAmerican urges that wind investments be allocated on an energy basis due to the 
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limited capacity value of wind, an equally compelling argument can be made that all 

load-following costs should be allocated according to summer peak demand because 

that is when load-following is needed most for reliability.  NIE stated the Board has 

consistently balanced these competing concerns by adopting the A&E method for all 

generating resources. 

 MidAmerican pointed out that A&E Alternative Model No. 2 was developed 

specifically to address the issue of separate allocation of costs, basic energy 

requirements, and load following requirements contemplated in NIE's argument.  

However, MidAmerican noted that NIE and IICAP summarily rejected Alternative 

Model No. 2 in rebuttal testimony, although this is one of the alternatives they now 

urge the Board to consider adopting.  

 K. Fixed and Variable Costs 

 NIE said that the Industrial Intervenors pay 30 percent higher fixed costs under 

the HCM method versus the A&E method and seven percent lower variable costs 

under the HCM method, but that the seven percent decrease in variable costs does 

not even come close to compensating industrial customers for the 30 percent 

increase in fixed costs.  Similarly, IICAP argued that the Board ignored IICAP’s math, 

which demonstrates high load factor customers are allocated more fixed costs under 

HCM than A&E and there are not enough hours in the day to recover the difference 

in lower variable costs.  
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 MidAmerican said that the points raised by NIE and IICAP are not in dispute 

and that this analysis simply indicates that the Industrial Intervenors pay more under 

rates produced by the HCM method than they would under the rates produced by the 

A&E method.  MidAmerican argued that the Board is not required to justify why it did 

not select the cost allocation methodology that minimizes cost allocations to industrial 

customers but rather must determine which methodology produces just and 

reasonable rates for all classes.  MidAmerican pointed out that in the Final Order the 

Board noted it is unreasonable to expect base rates for industrial customers to 

decrease after 16 years of stable prices, which is the result produced by the A&E 

model; the Board's analysis clearly indicates this argument should carry no weight. 

 L. High Load Factor Customer Benefits 

 NIE said that one of MidAmerican's arguments is that the A&E method 

benefits customers with high load factors, but NIE claimed this assertion was shown 

not to be true because an analysis showed that the A&E method allocated more 

costs to the low load factor residential class as well as the high load factor very large 

general service class.  

 MidAmerican pointed out that the analysis at issue appears in the direct 

testimony of Deere witness Pollock, where he states that "clearly, load factor is not 

an indication of whether a class benefits from the use of the A&E analysis versus the 

HCM method."  MidAmerican said the chart referenced by Mr. Pollock compares 

allocation factors between the A&E method and a 4 coincident peak method; HCM 
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allocators are not in this table so NIE's arguments are not relevant to comparing A&E 

with HCM.  

 M. Minimum Load vs. Load Factor 

 NIE contended that 52 percent of MidAmerican's plant costs were used to 

serve MidAmerican's minimum load over the entire test year, which is close to the 

system load factor of 57 percent that the A&E method allocates on an energy basis.  

MidAmerican noted that the 52 and 57 percent figures were not comparable.  While 

MidAmerican said that the 52 percent figure calculated by Deere witness Pollock 

represents the plant costs to serve minimum load, the 57 percent figure that the A&E 

method allocates on an energy basis is supposedly based on the assumption that all 

usage is served at 100 percent load factor.  MidAmerican stated that serving 

minimum load is not at all comparable to serving all usage as if it were 100 percent 

load factor. 

8. Allocation of Wholesale Revenues 

 IICAP complained that the Board did not address the basis (average demand 

or excess demand) for allocating wholesale margins.  MidAmerican pointed out that it 

was not necessary to make a specific finding regarding the allocation of wholesale 

credits because the adoption of the HCM implicitly treats wholesale margins as a 

general credit to generation revenue requirements and allocates those credits the 

same way as other costs are allocated; only if the Board had adopted the A&E 
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method would the Board have had to make a determination on the allocation of 

wholesale margins and costs based on average demand or excess demand. 

9. Parties' Recommendations 

 NIE said that the Board's decision is legally defective and asked the Board to 

reconsider adoption of the HCM methodology.  NIE argued that the move to the HCM 

method was not supported by the evidence. 

 IICAP also urged the Board to reconsider adoption of the HCM method and 

said that if the amount of MidAmerican's wind-based generation is a factor, a 

modified A&E method addressing wind separately should be adopted instead.  IICAP 

also asked the Board to require future cost-of-service studies in two years, rather 

than the three years provided in the Final Order, using actual data for the modified 

A&E, traditional A&E, and HCM.  Finally, IICAP asked that if the Board is concerned 

about the amount of wind-based generation and declines to follow the traditional A&E 

method, the Board should implement a transition period to mitigate the impact.  If the 

Board proceeds with the HCM model, IICAP said the Board should clarify that the 

HCM model was adopted solely due to the fact that nearly a quarter of 

MidAmerican's Iowa generation is from wind and that this decision is not precedential 

on any other set of facts. 

 Deere joined NIE and IICAP in asking for reconsideration of the adoption of 

the HCM model and argued that Fact No. 12, which states that it is reasonable to 

allocate MidAmerican's generation costs on the basis of the HCM, should be 
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vacated.  Deere also requested (in the event Finding of Fact No. 12 is not vacated) 

that the Board clarify and modify ordering clause No. 11 to explicitly acknowledge the 

experimental and tentative nature of the HCM method, specifically require 

MidAmerican to include the traditional A&E and the modified A&E methodologies 

among the multiple cost-of-service studies MidAmerican is ordered to file in the 

future, and specifically require MidAmerican to file such multiple cost-of-service 

studies in any electric rate increase or decrease proceeding filed during the rate 

freeze period. 

 Consumer Advocate said the Board should affirm its decision in its entirety 

without any modification or change.  Consumer Advocate argued that departing from 

the A&E precedent was neither arbitrary, unreasonable, nor contrary to the record 

evidence and that adhering to the A&E method in this case would have been 

arbitrary, unreasonable and unsupported by the evidence when the record is viewed 

as a whole. 

 MidAmerican urged the Board to affirm its Final Order, stating that the Board 

has already acknowledged that the HCM method is new.  MidAmerican does not 

object to the Board requiring MidAmerican to file an A&E cost-of-service study in 

compliance with the Board's order.  Given the Board's broad-based and reasoned 

decision to adopt the HCM, however, MidAmerican argued it is inappropriate to tie 

use of the HCM solely to the level of wind in its portfolio.  While the HCM's more 

reasonable treatment of wind assets may have been the tipping point in the Board's 
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decision, MidAmerican said it was clearly not the only consideration and argued that 

Deere's and IICAP's other requests for specificity are unnecessary.  

 MidAmerican said it filed a significant amount of information in this docket 

demonstrating the reasonableness of the HCM method and customer rate impacts.  

MidAmerican also stated it provided a rate mitigation plan to further temper rate 

increases to customers and that the Board extensively examined every aspect of 

MidAmerican's rate design and customer impacts due to the rate increase.  

MidAmerican argued that it is disingenuous for the Industrial Intervenors to argue the 

Board has not done enough to ensure just and reasonable rates and the Board must 

do more and that the Industrial Intervenors' attempts to change their positions on the 

use of the A&E methodology after the Final Order should be rejected.   

 MidAmerican pointed out the Board has broad authority to take actions to 

appropriately regulate the utilities subject to its jurisdiction and, to the extent the 

Board has reason to believe that MidAmerican's generation allocation methodology 

no longer produces just and reasonable rates, the Board has the authority to 

examine MidAmerican's rates in an investigation.  In other words, MidAmerican said 

there is no reason for the Board to make clarifying statements regarding its 

determination on the use of the HCM because the Board has general authority to 

examine MidAmerican's rates at any time in the future, whether that be in six months 

or six years.  
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BOARD DISCUSSION OF REALLOCATION OF GENERATION COSTS 

 The Board's decision was based on an extensive examination of every aspect 

of MidAmerican's rate design, cost allocation, and customer impacts due to the rate 

increase; Consumer Advocate and MidAmerican accurately summarized the Board's 

decision process on the individual issues raised on rehearing.  The Board's decision 

to adopt the HCM method for allocation of generation costs was based on several 

factors, the most significant of which are as follows: 

 1. The wind component of MidAmerican's generation portfolio is unique 

not only among Iowa and Midwestern utilities but also nationally.  Given the amount 

of wind in MidAmerican's portfolio, the traditional A&E methodology, if adopted in this 

proceeding, would have resulted in rates that are unjust and unreasonable.  

Technological advancements in the past 30 years presented the opportunity to 

develop more complex cost allocation models with the capability of more accurately 

allocating costs between classes in these unusual circumstances.  As the entity most 

knowledgeable of the energy usage characteristics of its entire customer base, 

MidAmerican developed and presented a new approach to allocating generation 

costs in this docket.  It is also important to note that this process is revenue neutral to 

MidAmerican.  MidAmerican will receive the same revenues regardless of the cost 

allocation methodology adopted.   

 2. The A&E method was never adopted as the only cost allocation model 

that could ever be utilized.  The electric cost-of-service rules are set out in Docket 
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No. RMU-08-1.  In the order adopting those rules, the Board specifically allowed for 

flexibility in methodology and clearly did not want to let past rate cases automatically 

and inflexibly determine how future cost-of-service studies should be conducted, 

particularly if circumstances change or improved methods are developed.  The 

culmination of many factors makes this an appropriate time for MidAmerican to 

depart from the A&E methodology.  This does not mean that the HCM methodology 

will be the appropriate approach for other utilities or for MidAmerican in future 

dockets, which is why the Board directed MidAmerican to file multiple cost-of-service 

studies every three years.   

 As Deere requested, the Board will clarify the Final Order and specifically 

require that MidAmerican file the multiple cost-of-service models in any electric rate 

increase or decrease proceeding filed during the rate freeze period and that the 

models MidAmerican is to provide shall include, but not be limited to, the HCM 

methodology approved in the settlement, the traditional A&E methodology, and the 

modified A&E methodology.  The Board will not, however, change the filing period 

from three to two years (in the absence of a rate proceeding).     

 3. There have been many changes during the 16-year period covering 

MidAmerican's revenue freeze including the establishment of, and MidAmerican's 

participation in, regional markets.  MidAmerican is a MISO participant and although 

individual customers do not operate in a competitive market, all of the energy 

MidAmerican provides its customers is procured via a competitive market.  While 
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individual customers do not have retail choice to control input costs, they do have the 

ability to alter their consumption and consumption patterns in order to avoid some of 

those costs.  For this reason, it is important to send appropriate price signals to each 

class based on appropriate class cost allocation, which in this case is based on the 

HCM model.  The HCM model better reflects the current landscape applicable to 

energy pricing by allocating generation costs to each customer class based on the 

hourly load of each customer class over the year rather than on the basis of two data 

points. 

 The Board will not explicitly acknowledge the experimental and tentative 

nature of the HCM method.  The Board's statements in the Final Order 

acknowledged that adoption of the HCM method in this proceeding does not mean 

that it will be the appropriate method to use in MidAmerican's next rate proceeding or 

for any other Iowa utility.  

 4. Over the past 16 years, all of MidAmerican's customers have enjoyed 

the benefit of rate stability which MidAmerican was able to provide based on its 

particular circumstances.  Although MidAmerican is required to provide reliable 

service at reasonable rates, given current circumstances it is not reasonable for any 

class of MidAmerican's customers to expect that base rates will be lower than the 

rates established 16 years ago, although that would be the result for large industrial 

customers if the traditional A&E method were used.   
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 Contrary to certain assertions made, the Board seriously considered the 

economic impact of its decision on every customer class, which is why a mitigation 

plan was adopted.  The Board has consistently supported economic development 

initiatives to the extent it is able, given the Board's charges pursuant to chapter 476.  

However, the Board must consider all customer classes and a thirty percent base 

rate increase to the residential class, while the industrial customers experienced a 

base rate decrease, would not have resulted in just and reasonable rates.  In fact, 

with MidAmerican's installation of large amounts of wind since its last rate 

proceeding, credible arguments could be made that residential customers have been 

subsidizing industrial rates for several years because the class cost allocations had 

become unreasonable.  MidAmerican's rates based on the HCM model will remain 

low both nationally and in the Midwest, particularly for large industrial customers, 

even with adoption of an EAC and TCA.   

 Other arguments raised by the Industrial Intervenors do not persuade the 

Board to modify the Final Order with respect to adoption of the HCM method for use 

in allocating generation costs in this proceeding.  The methodology produces 

reasonable results and safeguards are in place so that the various methodologies will 

be reviewed in three years.  The A&E method has never been viewed as the only 

reasonable cost allocation methodology and the departure from that methodology in 

this proceeding is supported by the evidence.  The evidence regarding alternative 

A&E methods was not well-developed and was primarily addressed in rehearing.  
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The HCM method complies with Board rules and uses demand at all times during 

peak and off-peak hours to allocate generation costs, consistent with 199 IAC 

20.10(2)"c."   

 Also, the Board's rules do not require the use of embedded costs and use of 

MISO LMPs reflects the fact that MidAmerican today bids its generation into the 

MISO market and the MISO market reflects the competitive market place where 

MidAmerican purchases energy for its load and bids its generation for sale.  This 

competitive market did not exist 16 years ago. 

 
ORDERING CLAUSES 

IT IS THEREFORE ORDERED: 

1. The request for rehearing filed by Deere and Company on April 7, 2014, 

is denied, except to the extent discussed in this order. 

2. The requests for rehearing filed by the Iowa Industrial Customers for 

Affordable Power and North Industrial Employers on April 7, 2014, are denied. 

3. The Board's March 17, 2014, Final Order in Docket No. RPU-2013-

0004 is affirmed, as supplemented and modified by this order. 

4. Subpart 4 of Ordering Clause number 8 on page 102 of the Final Order 

is stricken and the following substituted:  4)  MidAmerican shall file semi-annual 

reports in August and February of each year, beginning in August 2014, detailing 

MidAmerican's efforts to influence MISO transmission costs and policy. 
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5. Ordering Clause number 8 on page 103 is modified by the addition of 

the following two sentences:  MidAmerican shall also file the multiple cost-of-service 

models in any electric rate increase or decrease proceeding filed during the rate 

freeze period.  Models that MidAmerican is to provide every three years or in a rate 

proceeding during the rate freeze shall include, but not be limited to, the HCM 

methodology approved in the settlement, the traditional A&E methodology, and the 

modified A&E methodology. 

6. Any argument in the rehearing pleadings not specifically addressed in 

this order is rejected either as not supported by the evidence or as not being of 

sufficient persuasiveness to warrant comments. 

UTILITIES BOARD 
 
 
 
        /s/ Elizabeth S. Jacobs                        
 
 
 
        /s/ Nick Wagner                                   
ATTEST: 
 
 
  /s/ Joan Conrad                                    /s/ Sheila K. Tipton                               
Executive Secretary 
 
Dated at Des Moines, Iowa, this 10th day of July 2014. 


