
STATE OF IOWA 
 

DEPARTMENT OF COMMERCE 
 

UTILITIES BOARD 
 

 
IN RE: 
 
BLACK HILLS/IOWA GAS UTILITY 
COMPANY, LLC d/b/a/ BLACK HILLS 
ENERGY 
 

 
 
         DOCKET NOS. SPU-2015-0039, 

TF-2015-0352 

 
FINAL DECISION AND ORDER 

 
(Issued April 20, 2017) 

 
TABLE OF CONTENTS 

 
PROCEDURAL BACKGROUND ................................................................................1 

BHE FARM TAPS BACKGROUND ............................................................................4 

BOARD ANALYSIS ....................................................................................................5 

A. Safety Issues ..................................................................................................5 

B. Line Requirements .........................................................................................7 

C. Line Replacement Program ............................................................................8 

D. Transfer of Control of Existing Lines ............................................................ 13 

E. Future Customer Issues ............................................................................... 17 

F. Cost Recovery .............................................................................................. 17 

G. Reporting Requirements ............................................................................... 23 

H. OCA’s Outstanding Motions ......................................................................... 23 

1. Motion to Strike ......................................................................................... 24 

2. Request for Limited Reopening of the Record .......................................... 25 

ORDERING CLAUSES ............................................................................................. 27 

 

PROCEDURAL BACKGROUND 

On November 24, 2015, Black Hills/Iowa Gas Utility Company, LLC d/b/a 

Black Hills Energy (BHE), filed with the Utilities Board (Board) a request for approval 
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of tariff and other relief, which BHE states is a "request for approval of tariffs that 

establish minimum safety standards for farm taps as a condition of service and 

creation of a mandatory testing program; utility replacement and ownership of 

customer-owned natural gas service lines; authorization for recovery of replacement 

capital costs; and request for an accounting order to defer testing costs until the 

company's next general rate case."  The application was docketed as Docket No. 

SPU-2015-0039, and the associated tariff was docketed as Docket No. TF-2015-

0352. 

 On December 10, 2015, the Office of Consumer Advocate (OCA), a division of 

the Iowa Department of Justice, filed an objection and requested that this matter be 

docketed for further investigation.  The Board docketed the application and 

suspended the associated tariffs in its December 23, 2015, order.  On January 11, 

2016, Northern Natural Gas Company (Northern) filed a “Petition to Intervene in 

Support and Comments” pursuant to 199 IAC 7.13.  The Board granted Northern’s 

intervention on February 10, 2016. 

BHE held customer focus groups in Webster City on February 11, 2016, 

Waukee on March 1, 2016, and Dike on March 3, 2016, to discuss the proposed 

plan.  An informal workshop also took place on March 11, 2016, at the Board’s offices 

in Des Moines. 

On April 25, 2016, BHE filed a motion for leave to amend its application.  BHE 

stated that the amendment was required to reflect the input it received from the other 
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parties and customers during the workshop and focus groups.  BHE filed a corrected 

amendment on April 27, 2016.  On May 3, 2016, OCA filed a response to the 

proposed amendment, objecting to the application as amended.  The Board granted 

the motion to amend the application in its order dated May 17, 2016.  In that order, 

the Board also established a new intervention date of September 26, 2016.  Six 

customer meetings were held throughout the state between August 10 and 

September 20, 2016.  No additional parties intervened by the September 26, 2016, 

deadline, though a number of customers filed objections or other comments. 

The Board issued a notice of hearing and procedural schedule on October 18, 

2016.  In that order, the Board also requested additional information.  BHE filed the 

requested additional information as well as additional direct testimony and exhibits on 

November 7, 2016.1  The procedural schedule was modified by the Board’s 

November 17, 2016, order following a motion by OCA.  OCA filed its testimony and 

exhibits on December 16, 2016.  BHE filed its rebuttal testimony on December 29, 

2016.  The parties filed a joint statement of issues on January 6, 2017.  The Board 

issued an order identifying issues for hearing and requiring additional information on 

January 19, 2017.  The parties filed supplemental direct testimony in response to that 

order on January 27, 2017.  A hearing was held on February 2, 2017. 

Following the hearing, the parties filed briefs on February 22, 2017.  On 

February 24, 2017, OCA filed a motion to strike Northern’s post-hearing brief and 

                                            
1
 Many of these filings were originally made on November 1, 2016, in Docket No. TF-2015-0352, then 

cross-filed in Docket No. SPU-2015-0039 on November 7, 2016. 
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attachments.  OCA also filed a request for a limited reopening of the record regarding 

proposed Alternative No. 3, which OCA argues was first raised in BHE’s February 22, 

2017, brief.  Both BHE and Northern filed responses to OCA’s motions. 

 
BHE FARM TAPS BACKGROUND 

 In its application, BHE explains that a "farm tap" is an outlet connected to an 

interstate pipeline consisting of a riser and valve.  The riser is connected to the 

interstate natural gas pipeline and the interstate pipeline company normally owns 

certain above-ground assets that are downstream of the riser, including a 

measurement meter and pressure regulators to reduce the pipeline pressure to the 

lower pressure necessary to serve the farm tap customer.  The farm tap customer 

normally owns all assets downstream of the pipeline tap, including a device to inject 

odorant into the natural gas stream and the fuel line, sometimes called the service 

line, to the premises.  At the customer's facilities, whether a residence or other 

facility, another regulator reduces the pressure before the gas is consumed. 

 BHE explains that farm taps were usually granted to customers as part of an 

easement negotiated with an interstate pipeline company such as Northern.  BHE 

normally does not own assets at the site of farm taps, but it does provide services to 

farm tap customers pursuant to a 1987 agreement with Northern.  BHE also has 

additional responsibilities for farm taps, depending on safety standards and state 

regulatory requirements.  BHE provided a map of the farm tap locations as Exhibit 1 

to its application. 
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BOARD ANALYSIS 

A. Safety Issues 

BHE argues that farm taps pose several safety issues that need to be 

addressed.  BHE asserts it cannot reliably establish the age, material, location, or 

maximum allowable operating pressure (MAOP) of the customer-owned fuel lines.  

BHE states that over 90 percent of the lines are not capable of being located for 

excavation and current farm tap customers often have little knowledge about the fuel 

lines.  BHE technicians have also found leaks in pipe materials that do not meet 

current safety code requirements.  BHE argues that its proposed program would 

increase safety by requiring all farm tap lines to be able to be located and tested for 

leaks.  Part of this proposal would include BHE taking control and ownership of the 

customer-owned lines. 

Under the current farm taps system, BHE has experienced incidents, including 

several within the last few years that have resulted in catastrophic losses.  (Peterson 

Direct at 9).  BHE states property damage and loss of life have occurred when 

customer-owned lines leaked and the natural gas was ignited.  There is also a risk to 

the general public when excavation is required because some lines are located in the 

public right-of-way.  (Amdor Supplemental Direct at 2).  BHE also expects federal 

safety standards related to farm taps will become more stringent in the future.  BHE 

believes the most effective way it can ensure the safety of the customer-owned lines 

is to assume ownership and maintain the lines itself.  (Peterson Direct at 11).   
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OCA agrees that there are safety concerns to be addressed.  (Turner Direct at 

4).  OCA states that the locations of many of the lines are unknown and BHE does 

not know if the lines meet current safety standards.  BHE lacks maintenance records 

regarding many farm tap lines and may not have access to the properties where 

some of the lines are located.  Since even small leaks can lead to catastrophic 

consequences, OCA agrees that it is important to eliminate such risks and have the 

lines meet current and future safety standards. 

In its brief, Northern also states there are safety issues with farm taps and its 

belief is that BHE has a vested interest in making sure the facilities downstream of 

Northern’s pipeline and facilities are safe.  

The Board finds there are safety risks associated with the current system of 

farm taps off of Northern’s interstate pipelines that are served by BHE.  While some 

customers have been diligent in maintaining their gas lines, many of the customer-

owned lines were put in place decades ago, do not contain a tracer wire or other 

means of being located, and otherwise are at risk of damage by excavation activities.  

The customer-owned lines may also be made of unknown or unsafe materials, may 

be approaching the end of their useful life cycle, or may be in danger of corroding or 

leaking at any point in time, with the potential for a catastrophic incident if the natural 

gas were to be ignited.  These safety risks put not only the customers themselves in 

danger, but also BHE’s field employees and members of the general public. 
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In order to address these safety concerns, the Board will approve BHE’s 

application for a farm taps safety program, subject to the conditions and requirements 

set forth below.   

B. Line Requirements 

BHE has proposed that the farm tap fuel lines must comply with:  1) federal 

and state safety standards, 2) the conditions for service for rural and agricultural 

service found on Sheet 59 of its tariff, and 3) a mandatory testing program to 

establish a MAOP.  BHE has also proposed five specific criteria for continued natural 

gas service through lines that are currently customer-owned: 

1) The fuel line must pass a MAOP test,  

2) The line must be constructed of materials that meet BHE's approved safety 

standards and O&M requirements approved by the Board,  

3) The line must be locatable,  

4) BHE must be able to access the line on the customer’s property, and 

5) If the line runs across properties owned by persons other than the 

customer, the customer must have the necessary property rights, 

easements, or contractual authority for BHE to enter onto those other 

parcels to allow BHE access to its equipment and the service line. 

(Peterson Direct at 12-14). 

 OCA does not object to these criteria being placed upon the farm taps lines.  

OCA agrees that the testing, replacement, and maintenance plan is necessary to 
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eliminate the significant safety risks that currently exist.  (Turner Direct at 4; Turner 

Supplemental Direct at 2-3).   

 The Board finds that requiring these criteria for farm tap service lines as a 

condition of service is reasonable.  Requiring all farm taps service lines to pass a 

MAOP test, be constructed from approved materials, be locatable, and be accessible 

to BHE employees on both the customer’s own property as well as any other 

properties the line may cross will ensure that the safety goals of this program are met 

and the risks of catastrophic failure are minimized.  The implementation of these 

criteria will also ensure that the lines meet state and federal safety requirements.   

Although BHE and OCA have framed these criteria in their testimony and 

briefs as applying to current customer-owned lines already in place, in practice these 

requirements will apply to all farm taps service lines, whether they are currently in 

use or are replacement lines installed by BHE.  In other words, these are not extra 

conditions being placed solely upon the lines currently owned by customers, but are 

instead ongoing requirements for all farm tap service lines in order to ensure the 

continued safety of their operation. 

 These criteria shall be implemented by BHE as conditions of service for 

providing natural gas to its farm taps customers.   

C. Line Replacement Program 

BHE has specifically proposed two alternatives for replacing farm tap lines that 

do not meet the safety criteria discussed above.  BHE initially proposed replacing the 
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first 1,000 feet of customer-owned lines at no charge to the customer because most 

of the lines are less than 1,000 feet in length.  For lines longer than 1,000 feet, the 

customer would need to pay the remaining costs associated with a replacement line.  

BHE estimates this proposal would impact approximately 350 farm tap customers, 

and BHE believes most would choose to drop natural gas service and convert to 

propane due to the cost of replacing the lines.  BHE states the advantages of this are 

that it results in cost sharing between farm tap customers and general system 

customers and recognizes that longer lines have higher costs.  BHE states the 

disadvantage of this approach would be the loss of many customers with longer lines.  

(Amendment to Application at 7-8). 

BHE has also proposed, in the alternative, to replace the entire length of the 

customer-owned line without requiring a contribution directly from the affected 

customers.  BHE states the advantages of this approach would be socializing the 

costs consistent with other integrity replacements and the overall total cost would not 

be expected to be appreciably different from the first option.  BHE states the 

disadvantage is that there would be high costs for some lines with relatively low 

volumes and margins.  (Amendment to Application at 8). 

OCA argues that BHE should only cover line replacements up to 350 feet, as 

that is where BHE’s cost to extend service would break even compared to the 

margins it receives from such customers.  OCA asserts that other general service 

customers should not be required to pay for line replacements for farm tap customers 
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that provide no benefit to anyone but the farm tap customer.  (Turner Supplemental 

Direct at 4-5).  OCA argues against either of BHE’s proposed options since they 

would require other general service customers to pay for parts of the replacement 

lines for farm tap customers. 

The Board will allow BHE to replace the length of the farm tap service line 

without requiring a direct contribution from the farm tap customers.  The Board notes 

that the farm tap customers have been paying general service rates for many years, 

including the socialized cost of other distribution lines for which they received no 

direct benefits.  It is therefore reasonable to allow BHE to replace the farm tap lines 

without requiring any contributions directly from the farm tap customers.   

Replacing only 1,000 feet, or even less as proposed by OCA, also fails to 

account for the unique situation posed by the farm taps and the history of the lines.  

The Board is authorizing BHE to implement this program to increase the safety of the 

farm taps; the Board does not intend for this safety program to result in the loss of 

long-held natural gas service for customers who cannot afford to immediately replace 

their lines.  The Board finds the additional cost to replace the entire length of the line 

is reasonable to ensure continued service to numerous farm tap customers while 

improving the safety of those lines. 

BHE’s application asks for any waivers the Board deems appropriate to 

implement a safety program.  To the extent that Board rule 199 IAC 19.3(10) may be 

read as requiring contributions from farm tap customers under these circumstances, 
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the Board will grant BHE a waiver of that rule.  The Board finds that the requirements 

for a waiver set forth in rule 199 IAC 1.3 are satisfied based on the evidence 

contained in the record.  The application of rule 19.3(10) would impose an undue 

hardship on a number of BHE’s farm tap customers.  A waiver will not prejudice the 

substantial legal rights of any other person.  Rule 19.3(10) is not mandated by statute 

or any other provision of law, and substantial equal protection will be afforded 

because granting the waiver and allowing for the replacement of farm tap service 

lines will increase the safety and welfare of the customers, BHE employees, and the 

general public. 

Although BHE initially proposed a five-year implementation period, the Board 

finds that the safety concerns require an expedited process.  When asked at the 

hearing if BHE could implement the program in three years, Mr. Amdor testified that 

BHE could attempt to finish the majority of the work in three years, with a few gas 

lines remaining to be done in a fourth year.  (Tr. at 69-70).  The Board will require 

BHE to develop and implement a plan for this program with the goal of completing 

the work within a period of three years. 

While the Board is authorizing BHE to replace the full length of the farm tap 

line, that does not mean BHE shall cover all possible customer costs.  BHE shall 

install any replacement lines along the most direct route reasonably possible 

between the tap at the interstate pipeline and the customer’s primary location, such 

as the residence for a residential class customer.  BHE shall also install a meter at or 
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near the customer’s primary location if one is not already present.  The length of the 

farm tap service line that shall be replaced by BHE without direct contributions from 

the customer is the distance between the tap on the interstate pipeline and the meter 

at the customer’s primary location.  The customer will remain responsible for any 

natural gas lines located behind the meter, and BHE shall only connect such 

downstream lines to the meter in a manner consistent with its existing operation and 

safety protocols.  

Further, BHE shall only install natural gas lines of a size consistent with the 

customer’s applicable class of service.  If a customer desires a larger service line for 

any reason, the customer shall be responsible for the added costs associated with a 

larger line.  Likewise, if the customer desires additional line extensions, the customer 

shall be required pay contributions towards such extensions pursuant to the Board’s 

rules found at 199 IAC 19.3(10). 

The Board will require BHE to prepare and file for Board review and approval, 

a detailed implementation plan with the goal of finishing all of the replacement work 

within three years from the date of the Board’s approval of the plan.  The plan shall 

also provide specifics regarding how BHE intends to handle potential customer 

requests for upgrades such as larger gas lines or extensions to other parts of the 

customer’s property.  The Board will also require BHE to address in its 

implementation plan how it intends to address customer issues that may arise.  BHE 

shall file its implementation plan within 45 days of the date of this order. 
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D. Transfer of Control of Existing Lines 

BHE has proposed to take control and ownership of existing and future farm 

tap service lines as part of this safety program.  The proposal would have BHE take 

ownership of lines that have recently been replaced using materials that meet BHE’s 

safety criteria.  Specifically, BHE proposes to take ownership of those lines that meet 

the criteria set forth above and for which the customer can prove the line was 

replaced within the last five years.  In exchange, BHE would continue to provide 

natural gas service using the existing line and would compensate the customer for 

the line.  BHE initially proposed $5 per lineal foot as compensation, but it has since 

amended its position and is willing to pay up to $10 per lineal foot to customers.  BHE 

states $10 per foot is approximately the cost of installing a new line.  (Peterson Direct 

at 14-15; Tr. at 73-74). 

BHE disagrees with OCA’s position that recent line replacements by 

customers are sunk costs which should not be compensated.  BHE states that such a 

position penalizes the customers who have been responsible in maintaining their 

lines.  It also argues that not compensating customers who have recently replaced 

their lines makes it more difficult to work cooperatively with the customers to improve 

line safety.  Finally, BHE believes that if the Board does not authorize any 

compensation, the Board may face “takings” complaints.  (BHE Brief at 23). 

OCA does not object to BHE ownership of the gas lines.  Requiring BHE 

ownership of the gas lines would eliminate most of the safety risks through 
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professional monitoring and maintenance.  (Turner Supplemental Direct at 3).  

However, OCA does object to providing compensation for any customer-owned lines 

for which BHE would assume ownership.  OCA believes such costs are sunk costs 

and should not have any bearing on this or future decisions of the Board.  It also 

argues that other customers should not have to compensate farm tap customers for 

their lines, when farm tap customers will continue to benefit by continuing to receive 

natural gas service with BHE assuming the liability for maintenance and service of 

the line.  OCA states it would not object to compensation if shareholders, rather than 

ratepayers, absorbed the cost.  (Turner Supplemental Direct at 3-4). 

The Board finds that it is reasonable to authorize BHE to obtain ownership and 

control of service lines as a condition of providing natural gas service to customers.  

Customers are not regulated by the Board, and customer-owned lines do not have to 

meet the safety standards established by chapter 476 of the Iowa Code or the 

Board’s rules.  On the other hand, BHE is a regulated utility that is required by Iowa 

Code § 476.2(5) to provide safe and adequate natural gas service, and rule 199 IAC 

19.5 further delineates the safety standards BHE must follow when providing natural 

gas service.  Allowing BHE to control the service lines from the interstate pipeline to 

the customer’s premises will provide greater safety for the customers, BHE 

employees, and members of the general public by ensuring the lines are maintained, 

locatable, and meet federal and state safety standards.  BHE may either take 

ownership of an existing customer line that meets the conditions listed above or 
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construct and install a new replacement line for those customers whose lines fail to 

meet the criteria above. 

The Board also finds that it is reasonable for BHE to compensate customers 

for existing lines under certain conditions.  Farm tap customers have been paying 

customer charges and general service rates for years, or even decades, even though 

they have also been responsible for maintaining and servicing their own lines.  While 

such costs might be sunk, as OCA argues, it is not reasonable to allow BHE to gain 

ownership and control of an existing natural gas line at no expense to itself if the line 

was recently installed at the customer’s own expense.  Instead, it is reasonable to 

allow BHE to compensate those customers who have been responsible in 

maintaining their lines in a manner that would pass current safety tests, especially 

since the alternative would be for BHE to construct and install new lines at full cost on 

those properties. 

In order to qualify for compensation, the criteria described above must be 

satisfied to ensure that the safety issues related to customer-owned lines are 

addressed.  If a line does not satisfy all of the criteria, BHE shall not attempt to utilize 

the existing line.   

Additionally, the line must have been installed or replaced within the last ten 

years in order to qualify for compensation.  While BHE has proposed to utilize 

existing lines that have been installed or replaced within the last five years, the Board 

finds that such a period is too short and could result in replacement of lines replaced 
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between six and ten years ago that meet current safety codes and would still have 

significant portions of their useful life cycle remaining.  Customers shall be required to 

provide documentation to prove the date the existing line was installed or replaced 

unless BHE itself was involved in the installation or replacement of the line.  For 

those lines that are older than ten years but still meet the safety criteria set forth 

above, BHE may assume control of the line as a condition of service without an 

obligation to compensate the customer.  Such lines will likely have shorter useful 

lives remaining by virtue of their age, even if they otherwise meet the safety 

requirements of the program.  

BHE shall compensate those customers who qualify for compensation by 

paying $10 per lineal foot, less depreciation.  The Board finds it reasonable to 

compensate customers the amount that BHE would pay to install a new line, less the 

depreciation for the length of time the line has been in place, since the compensation 

essentially offsets the costs BHE would otherwise incur.  The length of the line 

qualifying for reimbursement shall be measured as the most direct route possible 

between the tap at the interstate pipeline and a meter at the customer’s primary 

location, such as the residence for a residential class customer.  The $10 per lineal 

foot price, less depreciation, is also reasonable even if situations arise where 

customers paid a greater amount to replace their own line because BHE has 

estimated it could replace the lines for $10 per foot.  In other words, it would not be 

reasonable to allow BHE to pay customers more than it would cost BHE to install an 
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entirely new replacement line, thereby resulting in even higher rates for ratepayers, 

since BHE could simply install a brand new line at a lower cost.   

E. Future Customer Issues 

The Board recognizes that during the course of replacing and purchasing the 

farm tap service lines, there will be unique situations that will arise for certain 

customers and customer-owned lines that may result in customer complaints.  The 

Board intends to address any customer complaints that are filed with the Board on a 

case-by-case basis as they arise.  Further, as noted above the Board will also require 

BHE to include in its implementation plan a description of how it intends to address 

unique customer situations before they give rise to customer complaints.  

Additionally, however, the Board notes that it is authorizing BHE to implement 

this safety program and establish the criteria for the service lines as a condition of 

service.  Therefore, if a customer is unwilling or unable to meet the conditions, such 

as allowing BHE employees access to the line on the customer’s land or a 

neighboring parcel, BHE may then discontinue service so long as it complies with the 

Board’s rules found at 199 IAC 19.4(15)-(17).  Such a discontinuation would not 

constitute an abandonment of service so long as BHE would allow service to be 

reconnected once the criteria are able to be satisfied. 

F. Cost Recovery 

BHE has proposed several options for recovering the costs of this safety 

program.  BHE initially proposed including the costs of the program in its capital 
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infrastructure investment automatic adjustment mechanism (Tracker) authorized by 

Board rule 199 IAC 19.18.  BHE has since proposed other alternatives. The first 

alternative it proposes is to include the full cost of each replaced line, including 

testing costs, in a regulatory asset account.  The recovery of those costs would then 

be deferred until its next rate case.   

BHE’s second option,2 provided in response to the Board’s January 19, 2017, 

order, is to implement an automatic adjustment mechanism similar to the energy 

efficiency cost recovery (EECR) mechanism.  BHE states this mechanism would 

eliminate regulatory lag and avoids the pancaking of rates after the next rate case.  

(BHE Brief at 15).  BHE proposes preapproval of a five-year plan, true-up of spending 

and revenues collected, and class revenue allocations using those approved in the 

company’s most recent gas case.  (Amdor Supplemental Direct at 3-4).  BHE states it 

would be willing to accept a return of 8.04 percent if the Board approves a version of 

the EECR mechanism for this safety program.  The 8.04 percent is its authorized cost 

of debt from its last rate case.  BHE is also requesting actual depreciation expenses 

and line-testing costs.  BHE proposes this mechanism be applied as a flat monthly 

surcharge to simplify true-ups. 

BHE argues this EECR model is superior to an automatic adjustment 

mechanism based upon the Tracker found at Board rule 19.18.  BHE states a 

                                            
2
 This option is referred to in many filings by the parties as the “third alternative” because BHE 

provided separate alternatives for recovery of an entire line versus a certain number of feet of a line 
without customer contributions being required.   Since the Board is authorizing BHE to replace the full 
length of the service line without customer contributions, the Board will not further discuss the recovery 
option related to a plan requiring such customer contributions. 
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Tracker-like rider would have regulatory lag, lacks a tax gross-up of revenues, and 

uses 13-month average balances resulting in surcharge revenue that is significantly 

less than BHE’s investment costs.  BHE now asserts that it could not move forward 

with a line replacement project if the Board mandates the use of a rider modeled on 

the Tracker. 

OCA argues that BHE’s cost recovery proposals are unreasonable.  OCA 

states that BHE has not provided any evidence of its current equity return or that a 

regulatory asset account is required to allow BHE to earn its approved cost of capital.  

OCA asserts there is no reason to permit BHE to defer costs in a regulatory asset 

account when its current rates produce excess profits.  (OCA Brief at 13).  OCA 

asserts the 11.45 percent carrying charge on the proposed regulatory asset account 

is unreasonable.  OCA also argues that operating and maintenance costs are current 

expenses and should not be capitalized or otherwise added into the rate base via this 

program. 

OCA has not directly addressed the EECR option proposed by BHE.  OCA 

has asked for a limited reopening of the record to address that option. That request is 

discussed more fully below. 

At the time it filed its initial application in this docket, BHE proposed including 

the costs of this safety program in its Tracker.  BHE stated this approach would allow 

it to earn a return on its capital investments until its next rate case, reducing 

regulatory lag on the investments.  The capital costs would then be added to the rate 
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base at that time.  (Request for Approval of Tariff and Other Relief, filed November 

24, 2015, at 12).  BHE now states that the use of a Tracker-like recovery mechanism3 

is insufficient and would not allow it to move forward and instead proposes to use a 

regulatory asset account or a rider similar to the EECR.  (Amdor Supplemental Direct 

at 3-4).  BHE has not provided a reason behind its change of position regarding 

recovery through the Tracker or a Tracker-like option.  

The Board finds that the use of regulatory asset accounts is not reasonable in 

this instance.  BHE’s proposal involving such accounts would capitalize testing 

expenses.  It is not reasonable to capitalize and earn a return on operating expenses, 

even under circumstances such as the proposed safety program.  Likewise, BHE has 

proposed a carrying charge of over 11 percent for the regulatory asset account.  

(Amdor Direct at 6-10; Turner Direct at 11).  A carrying charge of 11.45 percent is not 

reasonable in current market conditions. 

The Board also does not believe the use of a rider similar to the EECR is 

reasonable in this case.  The EECR is intended to recover energy efficiency 

expenses which do not earn a return, similar in nature to the purchased gas 

adjustment or an energy adjustment clause.  The EECR mechanism is not intended 

to recover capital items involving a return on investment, and it is not reasonable to 

use such a mechanism to recover capital costs here. 

                                            
3
 The Tracker itself is no longer available as an option due to a sunset provision contained in Rule 

19.18. 
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The Board finds that a Tracker-like rider (hereafter, the “Farm Tap Tracker”) 

remains the most reasonable and just way to recover authorized capital costs prior to 

BHE’s next general rate case.  The Tracker was initially designed to allow for the 

recovery of, among other items, the costs of safety-related capital investments.  BHE 

has used the Tracker for qualifying investments and recommended its continuance in 

Docket No. RMU-2016-0007.  Even if the investments at issue here would not qualify 

under the express provisions of the now-expired Tracker, the safety-related nature of 

the investments is consistent with the intent of rule.  Likewise, while all automatic 

adjustment mechanisms are intended in part to reduce regulatory lag, complete 

elimination of regulatory lag is not a policy the Board has previously endorsed, and 

the Board chooses not to do so here.   

The Board will authorize a return on capital through the Farm Tap Tracker 

equal to BHE’s current cost of debt.  BHE stated in the record that its current cost of 

debt is 4.4 percent.  (Amendment to Application for Approval of Proposed Tariff and 

Other Relief, filed April 27, 2016, at 10).  Using the current cost of debt reflects the 

Board’s intent when it implemented the Tracker that it was not intended to displace 

the need for all future rate cases.  However, allowing utilities to earn a return of their 

investment as well as a return on their investment equal to the cost of debt 

significantly reduces the effects of regulatory lag and provides substantial incentive to 

utilities to move forward with implementation of such safety-related projects.   



DOCKET NOS. SPU-2015-0039, TF-2015-0352 
PAGE 22   
 
 

BHE may also recover its MAOP testing costs through the Farm Tap Tracker.  

Such costs shall be recovered on a dollar-for-dollar basis.  Metering costs shall not 

be recoverable through the rider to reflect the fact that farm tap customers have paid 

rates reflecting metering costs for many years without having a BHE meter on the 

premises.  All Farm Tap Tracker eligible costs for a given customer shall be 

recovered from the rate class applicable to that customer. 

The Board is attaching to this order a sample tariff page to implement the 

Farm Tap Tracker.  When BHE files its compliance tariffs to implement this safety 

program, it shall utilize the substantive portions of the attached tariff page. 

Prior to implementing the Farm Tap Tracker for this program, BHE shall first 

file a detailed implementation plan with the Board within 45 days of the date of this 

order as discussed above.  Once the plan is approved by the Board, BHE will have 

three years from the date the plan is approved to complete its line replacement and 

purchase program.  Costs incurred after the three-year period will not be eligible for 

recovery through the Farm Tap Tracker unless and until they are otherwise approved 

by the Board in a subsequent order. 

BHE shall make its annual recovery filing within 90 days after the conclusion of 

a plan year.  The filing should include the monthly costs incurred by BHE for the 

preceding plan year listed by customer, by plant account and by the applicable 

customer class.  BHE should also include monthly depreciation expenses separated 

by the plan year in which they were incurred.  BHE shall use a straight line 
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depreciation methodology.  Costs for purchasing customer-owned lines may be 

recovered in the same manner as other capital costs and shall be separately listed.  

The return on capital and monthly MAOP testing costs shall be included as separate 

line items. 

G. Reporting Requirements 

In addition to the implementation plan and its annual recovery filing for the 

Farm Tap Tracker, the Board will also require BHE to file annual reports during the 

implementation of this safety program and a final report at the conclusion of the 

program.  The annual reports shall include the number of lines purchased or replaced 

for the year as well as how many remain outstanding.  They shall also detail the 

progress in relation to the completion goals set forth in the implementation plan, 

which shall be broken down by customer class, and details about customer costs 

associated with any requests for line upgrades or extensions beyond what the Board 

is authorizing BHE to replace without requiring customer contributions.   

The Board will also require BHE to file any new contracts it may enter into with 

respect to farm tap service.  For instance, if BHE and Northern reach an agreement 

to extend their current contract, BHE will be required to file that extension in this 

docket. 

H. OCA’s Outstanding Motions 

There are two outstanding motions pending in this docket.  On February 24, 

2017, OCA filed a motion to strike Northern’s post-hearing brief and attachments.  
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OCA also filed a request for a limited reopening of the record regarding the proposed 

Alternative No. 3, which OCA argues was first raised in BHE’s February 22, 2017, 

brief.  Both BHE and Northern filed responses to OCA’s motions. 

1. Motion to Strike 
 

OCA objects to Northern's post-hearing brief and the attachments to the brief.  

Specifically, OCA notes that the attachments include an affidavit from Keith Peterson 

and a two-page contract between Northern and Utilicorp United Inc. (Utilicorp), 

neither of which had been previously included in the record.  OCA states that 

Northern intervened in this matter and could have provided the contract at any point 

prior to the hearing, but it chose not to do so.  OCA also notes that Mr. Peterson was 

never subjected to cross-examination and OCA did not have an opportunity to object 

to the affidavit.  OCA therefore moves to strike from the record Northern's brief and 

attached documents. 

Northern filed its response to the motion on March 2, 2017.  In its response, 

Northern states that it filed its post-hearing brief and attachments in response to 

issues raised at the hearing and in the Board's February 9, 2017, order regarding 

post-hearing briefing dates and issues.  Northern states that neither the parties in 

their joint statement of issues filed on January 6, 2017, nor the Board in its  

January 19, 2017, order discussing issues for hearing noted any issues regarding 

Northern. 
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The Board will deny the OCA's motion to strike.  The Board is allowed to 

consider the kind of evidence on which reasonably prudent persons are accustomed 

to rely for the conduct of their serious affairs, even if that evidence would be 

inadmissible in a jury trial.  Iowa Code § 17A.14(1).  While OCA argues that it has not 

had a chance to object to the contract or the affidavit, it is essentially doing so by 

filing this motion to strike.  The Board also notes that the brief, while part of the 

administrative record, is not itself evidence.  Furthermore, allowing these documents 

to remain in the record will not prejudice OCA since they bear little if any weight on 

the decisions the Board has made above in this order.  Thus, the Board will allow 

Northern's brief with the two attachments to become part of the record and afford the 

filings the weight they are due. 

2. Request for Limited Reopening of the Record 
 

OCA has also requested a limited reopening of the record to respond to BHE’s 

post-hearing brief.  OCA argues that BHE first proposed the modified EECR rider as 

a cost recovery mechanism in its post-hearing brief, an alternative which was not 

discussed or timely presented prior to the hearing.  OCA states it was never informed 

by BHE that it had a new mechanism for recovery and was not provided any 

information on how that alternative would work.  OCA also argues it was not given an 

opportunity to conduct discovery or provide responsive testimony to the third 

alternative.  OCA asks the Board to deny consideration of this alternative as untimely 
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or, in the alternative, grant additional time to complete discovery, file supplemental 

responsive testimony, and a reply brief on the issue. 

BHE filed its response on March 3, 2017.  BHE notes that the Board’s  

January 19, 2017, order specifically asked the parties to consider an additional option 

of a rider similar to the tracker found in Board rule 19.18.  BHE thereafter filed 

supplemental direct testimony of Robert Amdor, part of which was made in response 

to the Board’s directive from the January 19, 2017, order.  (Amdor Supplemental 

Direct at 2-5).  BHE argues that OCA had an opportunity to cross-examine Mr. Amdor 

at the February 2, 2017, hearing, and it could have objected to the admission of his 

pre-filed testimony at that time.  BHE also notes that OCA further addressed the 

issue in its post-hearing brief by calling BHE’s proposed third alternative 

“unreasonable.”  (OCA Brief at 12).  BHE therefore states the evidence regarding this 

proposed alternative should not be dismissed as untimely.  BHE also states it does 

not oppose a limited reopening of the record provided that it would also be allowed to 

file additional responsive testimony and briefs. 

Additional briefing and testimony are not required.  As described above, the 

Board does not believe the cost recovery mechanism that is effectively a modified 

EECR automatic adjustment mechanism and which has been identified by BHE as its 

third alternative is appropriate in this case. The Board is instead approving this 

program with a cost recovery mechanism that more closely resembles the Tracker 

that is found in Board rule 19.18.  OCA will not be prejudiced by not allowing further 
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arguments and testimony on that issue.  The Board will therefore deny OCA’s 

outstanding motion for a limited reopening of the record. 

 
ORDERING CLAUSES 

IT IS THEREFORE ORDERED:  

1. The application for a farm tap safety program filed by Black Hills/Iowa 

Gas Utility Company, LLC d/b/a Black Hills Energy on November 24, 2015, and 

identified as Docket No. SPU-2015-0039, is approved as modified by this order. 

2. The proposed tariff filed by Black Hills/Iowa Gas Utility Company, LLC 

d/b/a Black Hills Energy on November 24, 2015, identified as TF-2015-0352, and 

made subject to investigation as part of this proceeding, is declared to be unjust, 

unreasonable, and unlawful. 

3. Black Hills/Iowa Gas Utility Company, LLC d/b/a Black Hills Energy 

shall require all farm tap service lines to comply with following criteria as a condition 

of service for providing natural gas service through such lines: 

a. The fuel line must pass a MAOP test,  

b. The line must be constructed of materials that meet BHE's 

approved safety standards and O&M requirements approved by the 

Board,  

c. The line must be locatable,  

d. BHE must be able to access the line on the customer’s property, 

and 
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e. If the line runs across properties owned by persons other than 

the customer, the customer must have the necessary property rights, 

easements, or contractual authority for BHE to enter onto those other 

parcels to allow BHE access to its equipment and the service line. 

4. Black Hills/Iowa Gas Utility Company, LLC d/b/a Black Hills Energy 

shall install meters at the customer’s primary location. 

5. For those lines which do not currently satisfy the criteria set forth in 

ordering clause 3, Black Hills/Iowa Gas Utility Company, LLC d/b/a Black Hills 

Energy shall replace the length of the line along the most direct route possible from 

the tap on the interstate pipeline to the meter at the customer’s primary location.  No 

customer contribution shall be required for the replacement of this line. 

6. To the extent a waiver of Utilities Board rule 19.3(10) is required to 

implement this program, Black Hills/Iowa Gas Utility Company, LLC d/b/a Black Hills 

Energy’s request for such a waiver is granted. 

7. Black Hills/Iowa Gas Utility Company, LLC d/b/a Black Hills Energy is 

authorized to take control and ownership of those lines currently owned by customers 

that meet the safety criteria set forth in ordering clause 3.  Black Hills/Iowa Gas Utility 

Company, LLC d/b/a Black Hills Energy shall provide compensation for customer-

owned lines consistent with this order. 

8. Black Hills/Iowa Gas Utility Company, LLC d/b/a Black Hills Energy 

shall file for Board review an implementation plan within 45 days of this order 
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describing how it intends to proceed with a goal for completion no later than three 

years from the date the Board approves the plan.  

9. Black Hills/Iowa Gas Utility Company, LLC d/b/a Black Hills Energy is 

authorized to recover its costs for this safety program through the use of an 

automatic adjustment mechanism modeled after Board rule 19.18 as described in this 

order. 

10. Black Hills/Iowa Gas Utility Company, LLC d/b/a Black Hills Energy 

shall make its annual recovery and progress report filings within 90 days of the 

conclusion of the plan year. 

11. The motion to strike filed by the Office of Consumer Advocate, a 

division of the Iowa Department of Justice, on February 24, 2017, is denied. 

12. The request for a limited reopening of the record filed by the Office of 

Consumer Advocate, a division of the Iowa Department of Justice, on February 24, 

2017, is denied. 

UTILITIES BOARD 
 
 
        /s/ Geri D. Huser                                 
 
 
        /s/ Elizabeth S. Jacobs                       
ATTEST: 
 
  /s/ Trisha M. Quijano                         /s/ Nick Wagner                                   
Executive Secretary, Designee 
 
Dated at Des Moines, Iowa, this 20th day of April 2017. 
 



FARM TAP TRACKER ADJUSTMENT  
 

DETERMINATION OF THE FARM TAP TRACKER ADJUSMENT (FTTA) AMOUNT 
 
The FTTA will be applied to all BHE customer classes that include a farm tap customer.  The 
following formula will be used to compute the FTTA for each customer class:  
 

FTTA Surcharge (by class) = (NP x DR) + DE + TC 
NC x 12 

 

 NP: Net Plant is the 12 month average net plant balance for eligible investments. 

 DR: Debt rate which equals 4.4%. 

 DE: Depreciation Expense for eligible investments for the applicable 12 month period. 

 TC: MAOP Testing Costs for the applicable 12 month period.  

 NC: Number of customers in the applicable class. 

 
Eligible costs must be incurred within three years from the date on which the Utilities Board 
approved the Farm Tap Replacement plan.  Costs incurred after the three-year period will not 
be eligible for recovery through the FTTA unless otherwise approved by the Utilities Board.  
Cost recovery through the FTTA will begin at the conclusion of year one and continue until the 
utility files its next rate case.  Black Hills will file its initial FTTA values within 90 days of the 
conclusion of the first plan year and annually thereafter.   
 
ELIGIBLE COSTS 

 Eligible program line replacements running from the interstate transmission line tap to 
the customer's primary location.  

 Applicable reimbursements for existing lines installed within the last 10 years, at $10 per 
foot less depreciation.  

 Maximum Allowable Operating Pressure (MAOP) testing costs. 
 
CUSTOMER COSTS 
 
Farm tap customers shall be responsible for all line upgrades beyond what is standard for their 
respective class of service, all line extensions pursuant to Board rule 199 IAC 19.3(10), and all 
customer owned facilities that remain behind the customer's primary location meter. 
 
RECONCILIATION  
 
Black Hills will track the amount of over or under recovery by year and the balance of the 
over/under recovery account will be reconciled during Black Hills’ next rate case unless the 
Board decides to address the over/under recovery sooner. 
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