215 South Cascade Street

PO Box 496

Fergus Falls, Minnesota 56538-0496
218 739-8200

www.otpco.com (web site)

VIA ELECTRONIC FILING

October 28, 2009 @
| OmeErTAIL
Darrell Nitschke POWER COMPANY
Executive Secretary and Director of Administration
North Dakota Public Service Commission
State Capitol
600 East Boulevard, Dept. 408
Bismarck, ND 58505-0480

Re: In the Matter of the Application of Otter Tail Power Company for Authority to Increase Rates
for Electric Utility Service in North Dakota
Case No. PU-08-862

AND

In the Matter of the Application of Otter Tail Power Company’s Annual Filing for Renewable
Resource Cost Recovery Factor
Case No. PU-08-742

Dear Mr. Nitschke:

Attached to this letter is a copy of a letter originally filed October 27, 2009. That letter is being refiled at the request
of Commission counsel, along with an explanation of the statutory authorization for inclusion of the information into
the record for the above-referenced matters. The letter is being filed under NDCC Section 28-32-25, which allows
an administrative agency to avail itself of information or evidence in addition to the evidence presented at a hearing.
Additionally, I have confirmed with counsel for Advocacy Staff and counsel for the LIG Intervenors that each party
has had an opportunity to examine the information and evidence contained in and attached to the October 27, 2009
letter and understands that it is being offered in response to Commission request at the October 26, 2009 work
session. | also confirmed that each party stipulates to its admission and waives any right to a hearing to present
additional information or evidence or to cross-examine anyone regarding the information contained in and attached to
the letter.

If I can provide any further assistance in this matter, please feel free to contact me at any time.
Sincerely,
/s/ Bruce Gerhardson

Bruce Gerhardson
Associate General Counsel

BG/dm 100 PU-08-742 Filed 10/30/2009 Pages: 19
Letter Complying with NDCC § 28-32-25 & Copy of 10-27-09 Letter
Enclosures Otter Tail Power Company

Bruce Gerhardson, Associate Gnl. Counsel

¢: Richard Savelkoul

Annette Bendish
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VIA ELECTRONIC FILING

October 27, 2009

Darrell Nitschke

Executive Secretary and Director of Administration
North Dakota Public Service Commission

State Capitol

600 East Boulevard, Dept. 408

Bismarck, ND 58505-0480

Re: In the Matter of the Application of Otter Tail Power Company for Authority to
Increase Rates for Electric Utility Service in North Dakota
Case No. PU-08-862

AND

In the Matter of the Application of Otter Tail Power Company’s Annual Filing for
Renewable Resource Cost Recovery Factor
Case No. PU-08-742

Dear Mr. Nitschke:

This letter is being filed in reply to a request from Pat Fahn following the October 26, 2009
Commission work session on the above-referenced rate case settlement. Mr. Fahn asked that |
provide the company’s response to Commission questions regarding the economic development
expense that was included in the Settlement Agreement and specifically to clarify whether the
company would be willing to remove the economic development expenses from the rate case revenue
requirement.

Otter Tail believes that the economic development expenses should be included in the revenue
requirement and not removed from the settlement for the following reasons:

1. The amount included represents expenditures that were actually incurred;

2. The expenditures were incurred pursuant to a Commission directive to make such
expenditures;
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3.

Whether to include economic development expense was not a point of controversy in the
rate case proceedings — only the amount was disputed (Advocacy Staff Witness Majoros
proposed $391,000, OTP proposed $500,000, the LIG Intervenors did not take a position
on the amount that should be authorized for recovery);

The settlement represents a fair compromise of the amount at issue, in the middle of the
parties’ positions in the case;

The settlement on this issue is part of the overall comprehensive compromise settlement
that resolves all issues in the case — to single it out would ignore concessions on other
issues made by the company in arriving at the overall settlement;

Removing the economic development expenses would be an abrupt shift in the
Commission’s policy on economic development for Otter Tail, and Otter Tail should be
given an adequate advance opportunity to adjust its operations to accommodate such a
change;

Several persons expressed support at the public input sessions in this matter for Otter
Tail’s economic development program; if they had been notified that it was possible that
the program would be discontinued, they might have participated more fully in these
proceedings to advocate for continuation of the program;

Because the continuation of Otter Tail’s overall economic development program was not
in dispute in these proceedings, the record is not complete on the ratepayer benefits of the
program and other aspects of the program that justify its continuation, including the
economic benefit of slowing outward migration from the very small rural towns Otter
Tail serves (on average populations of 400 or less) and thus reducing the burden of
stranded distribution costs on other Otter Tail customers.

Otter Tail believes the Commission’s questions about the economic development funds included in
the revenue requirement can be better addressed by adding conditions to the approval of the
Settlement Agreement as follows:

1.

Otter Tail will provide information to the Commission through Periodic Information
Exchange (PIE) meetings at least annually to explain how its economic development
funds are being spent and how its economic development program is producing ratepayer
benefits;

Otter Tail will include a full economic justification for whatever economic development
proposal it makes in its next general rate case.

By adding these conditions to the approval of the Settlement Agreement, the concerns expressed by
the Commission may be properly addressed and the consequences of an abrupt change in policy
direction can be avoided (both for Otter Tail and for those small communities who rely on Otter Tail’s
economic development assistance). Such an approach would also ensure that the Commission’s
Order in this matter reflects the factual record in the case and allow Otter Tail and other parties to



Mr. Nitschke
October 27, 2009
Page 3

more fully develop a factual record and make policy arguments for and/or against the continuation of
Otter Tail’s economic development program in Otter Tail’s next general rate case.

Finally, Otter Tail would like to provide answers to specific questions that were raised during the
October 26 work session.

1. The entire economic development expense included in the revenue requirement is for
dollars actually spent in North Dakota. The amount included in the settlement does not
include any funds spent in other states. Since 1989, Otter Tail has spent in excess of
$500,000 on average annually in the State of North Dakota on economic development.
(Brutlag Direct Testimony at 20).

2. The program dollars are spent on several categories pursuant to guidelines that have been
developed by the Commission, including community matching grants, labor dedicated to
economic development, loan pool participation and other miscellaneous expenses.
(Brutlag Direct Testimony at 21).

3. To provide more detailed information on the kinds of projects that are being funded by
the Otter Tail economic development program, | am attaching Otter Tail’s response to
Advocacy Staff’s Information Request No. ND02-009. This response provides a
schedule of economic development expenditures from 2005 through 2008, information
on the projects that received matching grant funds, and projects planned for 2009. The
intent of providing this Information Request response is to provide an overview of the
recipients of economic development funds.

Otter Tail hopes that this explanation of its position on economic development is adequate to assure
the Commission that approval of the existing Settlement Agreement is appropriate under the
circumstances. The conditions on approval suggested above will allow for additional information to
be gathered by the Commission at PIE meetings and in the company’s next general rate case so that an
adequate record may be developed upon which the Commission may make a fully informed decision
on how it should handle economic development expenses for Otter Tail.

Should the Commission have any further questions on this matter, please feel free to contact me at any
time.

Sincerely,

/s/ Bruce Gerhardson
Bruce Gerhardson
Associate General Counsel
BG/dm

Enclosures

¢: Richard Savelkoul
Annette Bendish
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Otter Tail Corporation d/b/a
OTTER TAIL POWER COMPANY
North Dakota Case No: PU-08-862

Response to: North Dakota Public Service Commission
Analyst: Diller_King_02

Date of Request: 1/28/2009

Date Received: 1/28/2009

Date Due: 2/27/2009

Information Request No. ND 02-009

Please refer to the $500,000 request for economic development activities as discussed on
pages 18-21 of Ms. Brutlag’s testimony.

a.  Provide a schedule showing the economic development expenditures made in 2005,
2006, 2007 and 2008, including a description of each project, the amount spent and
the resulting benefits from that project.

b.  Provide a list of the projects expected to be undertaken in 2009, including a
description of each project, the amount budgeted and the expected benefits from
that project.

RESPONSE:

a.  See Attachment 1 to IR ND 02-009 for schedule of economic development
expenditures in 2005 through 2008. Attachment 2 to IR ND 02-009 provides more
information on the grant program during these years.

b.  The following is a list of projects currently planned for 2009. There are several

1.

additional projects that are not public information because of trade secrets and the
completion of financing that is under review and consequently are not included
here.

Finley- Grocery Store-Construction of a new grocery store for Finley. The
present facility has been condemned and is not repairable. A grant of $10,000 will
be provided for the project to match a number of other funding sources for the
project. The proposed total cost of the project is $500,000. This will retain 4 full-
time jobs and add 2 full-time positions for a full service bakery. The result will be
to maintain an important service in the community, provide new products
presently not available, and add additional employment. It will also replace a
building in disrepair and require the construction of a new facility in the
community. Technical assistance has been and is being provided on the project.

Responding Witness:  Bernadeen Brutlag

Title: Manager, Regulatory Services
Department: Regulatory Services
Telephone: (218) 739-8289

Date of Response: 2/24/2009
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Oakes-Green Vision Group- Research the feasibility of the construction of a
processing facility for the use of non-food sugar beets as a feedstock for biofuels.
Irrigated acres of non-food sugar beets will be the main feed stock. The facility
would be located in Oakes. A grant of $500 will be provided to match funds from
APUC and other funding resources. Construction would be underway before the
end of 2009. Employment levels are estimated at 30 full-time positions. Technical
assistance is being provided on the project. A company has been identified who is
interested in building and owning at least two such facilities.

Devils/Carrington-“Super Feeds Project” — The construction of at least 5 feed
mills in North Dakota using co-products from other food processing facilities to
make a new High Value Feed. Testing is already underway at the NDSU
Carrington Livestock Facility. The project has been working with a number of
exporting interests and several countries on the product. Several countries have
made visits to Carrington for meetings and samples. Construction of at least one
facility is planned by the end of the year. A grant of not more than $20,000 is
planned for the project. To date $500,000 has been secured for the present work.

Bottineau-Green House Project- A Center of Excellence has been approved for
MSU-Bottineau for a training and production facility. Feasibility work is
underway for construction of Organic Green Houses to be constructed in North
Dakota. These will be Tier Two facilities providing predetermined vegetables for
resale in the region and beyond. Work is underway on the project to use
renewable heating systems or “Green Systems.” A $10,000 grant is planned.
Construction for the first facility is planned for the third quarter of 2009. This will
create a new market, new jobs, and help use empty buildings in cities as well as
rural areas.

A number of requests have been received in the last quarter of 2008 and the first
quarter of 2009 to address line of credit issues and on going funding issues that
are facing businesses in North Dakota. No grants will be provided for these
projects. Technical assistance will be provided to help solve some of the problems
and identify possible funding avenues. Because of the nature of the issues, the
names of the companies and projects are not being provided.

Tolna-Cabinet Shop- Work is underway to use the closed Tolna School for a
cabinet shop. The client presently manufactures cabinets for a number of
contractors in North Dakota, Minnesota, and Canada. He is looking for a large
available facility to handle product flow and inventory. A $10,000 grant is
planned for the project after the business plan is complete and financing is in
place. Employment levels are projected to be 10 full-time positions at the opening
of the facility and 5 additional full-time positions after 6 months. Project cost
estimates are $100,000.

Responding Witness:  Bernadeen Brutlag

Title: Manager, Regulatory Services
Department: Regulatory Services
Telephone: (218) 739-8289

Date of Response: 2/24/2009
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Harvey-Northern Lights-A local entrepreneur is working on a business plan for
a wellness center and spa in Harvey. Work is underway on the financials. A
building that has been vacant for a number of years will be remodeled and used.
A $2,000 grant is proposed for the project. The project will employ 2 full-time
staff. Total project costs are estimated at $20,000.

Casselton-The Foss Shop-Work is underway to remodel an empty build for a
new auto body shop. No shop is presently located within 25 miles of Casselton. In
addition, painting of some small parts will be done for several regional
businesses. A grant request of $5,000 is proposed. Total project cost estimates are
$240,000.

Fair Market Housing Projects. Several cities are working on new housing
development projects to address fair market needs in the rural areas.

10. Other projects as they develop during the year.

Responding Witness:  Bernadeen Brutlag

Title: Manager, Regulatory Services
Department: Regulatory Services
Telephone: (218) 739-8289

Date of Response: 2/24/2009
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ND Economic Development - 2005

Comp
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100
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030
030
030
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030
030
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Summary

Grants 182,250

Labor 190,289

Loans writeoffs -

Misc 24,950

Total 397,489
cc Acct Sub

0020 5100 1100
0030 5100 1100
0060 5100 1100
0080 5100 1100
0620 5100 1100
0620 5100 1100

0620 5101 2500

0690 5101 2600
0020 5101 2600
0060 5101 2600
0080 5101 2600
0620 5101 2600
0620 5101 2600
0620 5101 2600
0690 5101 2600

0620 5102 0000
0690 5102 0000

0030 5103 0000
0080 5103 0000
0620 5103 0000
0620 5103 0000
0620 5103 0000

0620 5105 0000

0620 5106 1000
0020 5106 2000
0030 5106 2000
0060 5106 2000
0620 5106 3000
0620 5106 4000

0620 5110 1000

0030 5116 0000
0060 5116 0000
0690 5116 0000

Activity Proj FERC1 FERC2 Dec-05 Bal
0031 100020 40100 91200 14,579.56
0031 100030 40100 91200 27,158.18
0031 100060 40100 91200 14,216.55
0031 100080 40100 91200 1,976.05
0031 100620 40100 91200  128,088.62
0031 102017 40100 91200 4,270.23

Labor 190,289.19

0031 100620 40100 91200 1,665.93
Misc empl expense 1,665.93
0031 100692 40100 91200 23.73
0031 100020 40100 91200 40.98
0031 100060 40100 91200 59.40
0031 100080 40100 91200 36.36
0031 100620 40100 91200 3,567.54
0031 102017 40100 91200 57.93
0031 102037 40100 91200 5.79
0031 100693 40100 91200 24.49
Meals 3,816.22

0031 100620 40100 91200 12.74
0031 100693 40100 91200 250.00
Dues, subscriptions & books 262.74
0031 100030 40100 91200 29.58
0031 100080 40100 91200 40.00
0031 100620 40100 91200 8,929.39
0031 102017 40100 91200 143.50
0031 102037 40100 91200 144.53
Travel 9,287.00

0031 100620 40100 91200 850.59
Telephone 850.59

0031 100620 40100 91200 141.03
0031 100020 40100 91200 10.00
0031 100030 40100 91200 64.00
0031 100060 40100 91200 56.00
0031 100620 40100 91200 50.96
0031 100620 40100 91200 120.09
Miscellaneous office exp 442.08
0031 100620 40100 91200 5,200.00
Professional services 5,200.00
0031 100030 40100 91200 3,025.00
0031 100060 40100 91200 100.00
0031 100693 40100 91200  182,550.00
Miscellaneous exp 185,675.00

397,488.75
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ND Economic Development - 2006
Summary
Grants 153,325
Labor 197,473
Loans writeoffs -
Misc 76,563
Total 427,361
Comp BU cc Acct Sub Activity Proj FERC1 FERC2 Dec-06 Bal
100 030 0020 5100 1100 0031 100020 40100 91200 7,442.02
100 030 0030 5100 1100 0031 100030 40100 91200 28,430.01
100 030 0060 5100 1100 0031 100060 40100 91200 14,080.44
100 030 0080 5100 1100 0031 100080 40100 91200 2,148.06
100 030 0610 5100 1100 0031 102017 40100 91200 235.45
100 030 0620 5100 1100 0031 100620 40100 91200 134,310.43
100 030 0620 5100 1100 0031 102017 40100 91200 9,144.59
100 030 0300 5100 1110 0031 100060 40100 91200 666.47
100 030 0870 5100 1110 0031 100030 40100 91200 1,015.37
100 030 0030 5100 1120 0031 100030 40100 91200 1,015.37
100 030 0060 5100 1120 0031 100060 40100 91200 666.47
100 030 0300 5100 2100 0031 100060 40100 91200 (666.47)
100 030 0870 5100 2100 0031 100030 40100 91200 (1,015.37)
Labor 197,472.84
100 030 0620 5101 2500 0031 100620 40100 91200 2,549.41
Misc empl expense 2,549 .41
100 030 0030 5101 2600 0031 100030 40100 91200 52.84
100 030 0060 5101 2600 0031 100060 40100 91200 16.00
100 030 0080 5101 2600 0031 100080 40100 91200 13.13
100 030 0620 5101 2600 0031 100620 40100 91200 3,680.36
100 030 0620 5101 2600 0031 102017 40100 91200 17.33
100 030 0690 5101 2600 0031 100693 40100 91200 7.99
Meals 3,787.65
100 030 0030 5102 0000 0031 100030 40100 91200 300.00
100 030 0620 5102 0000 0031 100620 40100 91200 3.27
Dues, subscriptions & books 303.27
100 030 0030 5103 0000 0031 100030 40100 91200 341.26
100 030 0060 5103 0000 0031 100060 40100 91200 82.50
100 030 0620 5103 0000 0031 100620 40100 91200 11,581.24
100 030 0620 5103 0000 0031 102017 40100 91200 136.17
Travel 12,141.17
100 030 0620 5105 0000 0031 100620 40100 91200 2,278.78
Telephone 2,278.78
100 030 0620 5106 1000 0031 100620 40100 91200 194.34
100 030 0030 5106 2000 0031 100030 40100 91200 28.00
100 030 0060 5106 2000 0031 100060 40100 91200 34.00
100 030 0080 5106 2000 0031 100080 40100 91200 38.00
100 030 0620 5106 3000 0031 100620 40100 91200 30.00
100 030 0620 5106 4000 0031 100620 40100 91200 95.91
Miscellaneous office exp 420.25
100 030 0620 5107 0000 0031 100620 40100 91200 11.91
Materials and Operating Supplies 11.91
100 030 0030 5116 0000 0031 100030 40100 91200 (8,255.08)
100 030 0060 5116 0000 0031 100060 40100 91200 (200.00)
100 030 0620 5116 0000 0031 100620 40100 91200 500.00
100 030 0620 5116 0000 0031 102017 40100 91200 21.30
100 030 0690 5116 0000 0031 100693 40100 91200  210,079.18
100 070 0550 5116 0000 0031 100550 40100 91200 6,250.00
Miscellaneous exp 208,395.40

427,360.68
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ND Economic Development - 2007

Comp

100
100
100
100
100
100
100
100

100
100

100
100
100
100

100

100
100
100
100

100

100

100
100
100
100

100

100

100
100
100
100

100

BU

030
030
030
030
030
030
030
030

030
030

030
030
030
030

030

030
030
030
030

030

030

030
030
030
030

030

030

010
030
030
070

030

Summary

Grants 149,000

Labor 232,535

Loans writeoffs -

Misc 45,973

Total 427,508
cc Acct Sub

0020 5100 1100
0030 5100 1100
0060 5100 1100
0080 5100 1100
0090 5100 1100
0610 5100 1100
0620 5100 1100
0620 5100 1100

0620 5101 2500
0620 5101 2500

0030 5101 2600
0060 5101 2600
0620 5101 2600
0620 5101 2600

0620 5102 0000

0030 5103 0000
0620 5103 0000
0620 5103 0000
0690 5103 0000

0620 5105 0000

0620 5106 1000

0020 5106 2000
0030 5106 2000
0060 5106 2000
0080 5106 2000

0620 5106 4000

0620 5107 0000

0690 5116 0000
0030 5116 0000
0690 5116 0000
0550 5116 0000

0620 5240 3000

Activity Proj FERC1 FERC2 Dec-07 Bal
0031 100020 40100 91200 4,721.58
0031 100030 40100 91200 38,338.79
0031 100060 40100 91200 14,277.16
0031 100080 40100 91200 2,918.76
0031 100090 40100 91200 1,525.23
0031 102017 40100 91200 2,588.20
0031 100620 40100 91200  157,682.93
0031 102017 40100 91200 10,482.31

Labor 232,534.96

0031 100620 40100 91200 2,733.64
0031 102017 40100 91200 82.14
Misc empl expense 2,815.78
0031 100030 40100 91200 225.44
0031 100060 40100 91200 39.87
0031 100620 40100 91200 4,797.17
0031 102017 40100 91200 23.32
Meals 5,085.80

0031 100620 40100 91200 108.78
Dues, subscriptions 108.78
0031 100030 40100 91200 117.37
0031 100620 40100 91200 9,858.55
0031 102017 40100 91200 30.90
0031 100693 40100 91200 1,348.91
Travel 11,355.73

0031 100620 40100 91200 1,971.10
Telephone 1,971.10

0031 100620 40100 91200 128.14
Postage and shipping 128.14
0031 100020 40100 91200 13.00
0031 100030 40100 91200 529.00
0031 100060 40100 91200 15.00
0031 100080 40100 91200 20.00
Miscellaneous office exp 577.00
0031 100620 40100 91200 347.53
Other misc office expense 347.53
0031 100620 40100 91200 81.24

Materials and operating supplies 81.24
0031 100691 40100 91200 25.56
0031 100030 40100 91200 588.00
0031 100693 40100 91200 165,578.82
0031 100550 40100 91200 6,250.00

Miscellaneous exp 172,442 .38
0031 100620 40100 91200 60.00
60.00

Total

"~ 427,508.44
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ND Economic Development - 2008

Comp

100
100
100
100
100
100
100
100

100
100

100
100
100
100
100

100

100
100
100

100

100

100
100

100

100
100
100
100

BU

030
030
030
030
030
030
030
030

030
030

030
030
030
030
030

030

030
030
030

030

030

030
030

030

030
030
030
070

Summary

Grants 140,000

Labor 216,248

Loans writeoffs -

Misc 25,925

Total 382,173
cc Acct Sub

0030 5100 1100
0060 5100 1100
0080 5100 1100
0090 5100 1100
0610 5100 1100
0620 5100 1100
0620 5100 1100
0620 5100 1100

0620 5101 2500
0690 5101 2500

0030 5101 2600
0060 5101 2600
0620 5101 2600
0620 5101 2600
0620 5101 2600

0620 5102 0000

0620 5103 0000
0620 5103 0000
0620 5103 0000

0620 5105 0000

0620 5106 1000

0020 5106 2000
0060 5106 2000

0620 5106 4000

0030 5116 0000
0620 5116 0000
0690 5116 0000
0550 5116 0000

Activity Proj FERC1 FERC2 Dec-07 Bal
0031 100030 40100 91200 42,851.88
0031 100060 40100 91200 9,310.10
0031 100080 40100 91200 3,012.54
0031 100090 40100 91200 2,645.49
0031 102017 40100 91200 1,495.85
0031 100620 40100 91200 144,514.45
0031 102017 40100 91200 11,669.66
0031 102037 40100 91200 748.35

Labor 216,248.32
0031 100620 40100 91200 2,145.28
0031 100693 40100 91200 2,290.00
Misc empl expense 4,435.28
0031 100030 40100 91200 432.49
0031 100060 40100 91200 40.35
0031 100620 40100 91200 3,327.36
0031 102017 40100 91200 44.25
0031 102037 40100 91200 55.37
Meals 3,899.82
0031 100620 40100 91200 610.00
Dues, subscriptions 610.00
0031 100620 40100 91200 8,778.42
0031 102017 40100 91200 458.60
0031 102037 40100 91200 126.95
Travel 9,363.97
0031 100620 40100 91200 1,925.02
Telephone 1,925.02
0031 100620 40100 91200 52.73
Postage and shipping 52.73
0031 100020 40100 91200 13.00
0031 100060 40100 91200 (102.00)
Miscellaneous office exp (89.00)
0031 100620 40100 91200 148.36
Other misc office expense 148.36
0031 100030 40100 91200 500.00
0031 100620 40100 91200 64.65
0031 100693 40100 91200 138,763.87
0031 100550 40100 91200 6,250.00
Miscellaneous exp 145,578.52
Total

382,173.02
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