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Otter Tail Power Company DOCKET NO. E-017/D-09-1019

215 South Cascade Street

PO Box 496

Fergus Falls, MN 56538-0496

In the Matter of Otter Tail Power Company's Petition for Approval of its 2009 Annual Review

of Depreciation Certification

The above entitled matter has been considered by the Commission and the following disposition

made:

1. The Commission certifies Otter Tail Power Company's proposed service lives,

net salvage values, and resulting depreciation rates proposed in its August 28,

2009 Petition, to be effective at January 1,2010;

2. OTP shall file its next annual depreciation study by September 1, 2010; and

3. OTP shall continue to include in future filings a table comparing the resource

plan lives and the remaining lives used for depreciation purposes and explain

any differences.

The OES has affirmed that Otter Tail Power Company's (OTP's or the Company's) reply

comments (copy attached) have addressed all concerns the OES had raised in its Comments

(copy attached) regarding the Company's Annual Deprecation Certification request. Having

reviewed the Company's filing, together with OES's comments and the Company's reply

comments, the Commission finds that the Company's filing is thorough and complete.

BY ORDER OF THE COMMISSION

Burl W. Haar

Executive Secretary

(SEAL)

This document can be made available in alternative formats (i.e. large print or audio tape) by

calling 651.201.2202 (voice). Persons with hearing or speech disabilities may call us through

Minnesota Relay at 1.800.627.3529 or by dialing 711.
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November 10,2009

Burl W. Haar

Executive Secretary

Minnesota Public Utilities Commission

121 7th Place East, Suite 350

St. Paul, Minnesota 55101-2147

RE: Comments of the Minnesota Office of Energy Security

Docket No. E017/D-09-1019

Dear Dr. Haar:

Attached are the comments of the Minnesota Office of Energy Security (OES) in the

following matter:

Otter Tail Power Company's Petition for Approval of its 2009 Annual Review of

Depreciation Certification.

The petition was filed on August 28, 2009. The Petitioner is:

Loyal K. Demmer, CMA

Depreciation Accountant

Otter Tail Power Company

215 South Cascade Street

PO Box 496

Fergus Falls, MN 56538-0496

The OES recommends that OTP address in reply comments our concerns regarding the

Company's new policy with respect to plant life extensions. The OES will provide

additional comments subsequent to OTP's reply comments.

Sincerely,

MARK A. JOHNSON

Financial Analyst

MJ/jl

Attachment
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Before the Minnesota Public Utilities Commission

Comments of the

Minnesota Office of Energy Security

docket no. eo17/d-09-1019

I. BACKGROUND

Otter Tail Power Company (Otter Tail, OTP, or the Company) submitted its 2009 Annual

Review of Depreciation Certification (Annual Review) and its 2009 Technical Update of

depreciation rates that was prepared by the economic consulting firm Foster Associates, Inc. The

Company's Annual Review and 2009 Technical Update were based on Otter Tail's plant and

reserve balances as of December 31, 2008. The Annual Review was filed on August 28, 2009.

II. SUMMARY OF OTTER TAIL'S PROPOSAL

The Company is proposing minor changes to both the remaining lives of plant and equipment

and salvage values. The proposed adjustments to remaining lives reflect the normal passage of

time since the 2008 depreciation petition (Docket No. E017/D-08-1042). The proposal also

reflects the various plant investments and retirements that occurred during this period.

Otter Tail's proposal in the pending docket would result in several adjustments to its annual

depreciation accruals (see Table 1 below). The result, overall, would increase annual

depreciation rates from 2.91 percent to 2.97 percent. These adjustments represent a $671,150

increase in Otter Tail's annual depreciation expense. The portion of the increase allocated to the

Minnesota jurisdiction is $350,317. According to the Company, the proposed expense increase

is largely attributable to a change in the mix of plant investments among primary accounts and

changes in the age distributions of surviving plant. This issue is further discussed below in

Sections C and D.

Based on the results of the depreciation study, Otter Tail requests certification of the remaining

service lives, salvage values, and resulting depreciation rates as provided in this filing, with an

effective date of January 1, 2010.
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Table 1: Proposed Changes in Depreciation Rates

Accrual Rate

Function

Production Steam

Production Hydraulic

Production Other

Transmission

Distribution

General Plant

TOTAL UTILITY

Present

2.71%

3.31%

3.86%

1.94%

2.75%

5.03%

2.91%

Proposed

2.89%

3.75%

3.88%

1.96%

2.75%

5.00%

2.97%

Difference

0.18%

0.44%

0.02%

0.02%

0.00%

-0.03%

0.06%

2009 Annualized Accrual

Present Proposed Difference

$9,035,934

114,319

8,982,534

4,089,686

9,383,731

2,405,432

$34,011,636

$9,615,793

129,639

9,025,055

4,132,436

9,835,784

2,394,079

$34,682,786

$579,859

15,320

42,521

42,750

2,053

-11,353

$671,150

III. OES ANALYSIS

A. DEPRECIATION RULES

Minnesota Rules part 7825.0500, subp. 7 states that "Depreciation accounting means a system of

accounting which aims to distribute cost or other basic value of tangible capital assets, less

salvage, if any, over the estimated useful life of the unit, which may be a group of assets, in a

systematic and rational manner." In determining the method to calculate the amount to distribute

each year, Minnesota Rules part 7825.0800 further states that "The commission prescribes the

straight-line method for calculating depreciation, excluding depletion, accruals .... Any

exceptions to these methods require specific justification and certification by the commission."

The straight-line approach is used to minimize subsidies which arise in depreciation settings

when ratepayers of one generation pay a greater share of the depreciation expense than ratepayers

in another generation. In the instant filing the Company uses a straight-line method; however,

for certain General Plant accounts it uses amortization accounting.

For determining estimated useful life and salvage rates, Minnesota Rules part 7825.0800 states

that "No specific methods are prescribed by the commission in estimating service lives and

salvage values. The methods selected by each utility will be reviewed for appropriateness by the

department [OES] staff as part of the utility's certification filing." Furthermore, Minnesota Rules

part 7825.0500, subp. 10 define "probable service life" as meaning "that period of time extending

from the date of its installation to the forecasted date when it will probably be retired from

service." Each utility has two different filings in which retirement dates are forecasted: the

utility's resource plan (RP) filing and the annual remaining lives (RL) filing. The OES believes

that it is useful to compare the lives remaining in the RP and in the RL filings to examine the

differences, to gain a greater understanding of the Company's future plans regarding its capital

assets, and to improve the RL review process.
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B. COMPARISON OF RESOURCE PLANAND REMAINING LIVES

In Otter Tail's 2008 annual depreciation study (Docket No. E017/D-08-1042), the Company was

required by the Commission in its Order of June 1, 2009 to include a table in future filings

comparing the RP lives and RL for purposes of depreciation and to explain any differences. The

Company, in Attachment No. 4 to the petition, has provided a table comparing the RL for

depreciation purposes and the lives used for RP purposes.

As shown in Attachment No. 4, OTP has extended the Jamestown and Lake Preston peaking

facilities by one year. However, the Company states that there has been no change to these

facilities since the previous five-year study and does not consider these differences significant.

As noted in our previous depreciation comments in Docket No. E017/D-08-1042, Otter Tail

extended its Hoot Lake Units 2 and 3 base-load facilities by two years to 2019. Again, the OES

notes that these retirement dates are not consistent with the Commission's recent decision, dated

March 17, 2009, in The Matter of the Application of Otter Tail Power Company and Othersfor

Certification of Transmission Facilities in Western Minnesota, Docket No. E017, et. al./CN-05-

619 (Big Stone II proceeding), that the Hoot Lake generators operate no longer than to the end of

2018 (except under certain conditions). However, OTP chose not to be a partner in the Big Stone

II project, and the project itself has recently been abandoned by the remaining partners. The

partners requested that the Commission relieve all of the partners of any obligation that was

placed on them in the Big Stone II proceeding. Comments are pending in that proceeding, so the

OES defers to the Commission's decisions regarding Hoot Lake in the Big Stone II proceeding.

In the meantime in the instant proceeding, The OES does not consider any of the differences due

to the extensions to be significant because OTP will have opportunities in subsequent

depreciation filings to make adjustments to the remaining lives of the affected facilities. The

OES, therefore, accepts the Company's RL/RP comparison at this time. I

The Company notes that the remaining lives calculated for depreciation purposes are intended to

be exact and are based on information known at a given point in time. In contrast, the remaining

lives for resource planning purposes are less exact and subject to change in the long-term. For

example, when the horizon of the resource plan does not extend to the anticipated retirement

dates of certain facilities, no retirement dates for these facilities are discussed in the resource

plan. Thus, the Company explains, no basis for comparison of RP/RL exists for these facilities.

However, the Company points out, for the first 13 years of the 15-year planning study the two

filings are in complete agreement.

1 The OES notes that there is discussion about the timing of OTP's next peaking plant facility that is taking place in
OTP's resource plan. However, that timing will not affect the depreciation rates for existing plants.
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The OES concludes that it is useful to reconcile the RP lives and the remaining lives for purposes

of depreciation to obtain a better understanding of future plans by the Company to maintaining

production facilities. Such comparison is one of the many tools to use to help ensure that rates

are reasonable and service is reliable. Thus, the OES supports continuation of the requirement

for OTP to reconcile the two forecasts in the future and recommends that the Commission

require Otter Tail to include a table comparing the resource planning lives and remaining lives

for purposes of depreciation and fully explain any differences.

C. PLANTBALANCES, ADDITIONS, RETIREMENTS

Table 2: Changes in Primary Plant Balance Accounts

Primary Plant Assets

Steam Production

Hydraulic Production

Other Production

Transmission Plant

Distribution Plant

General Plant

TOTALS

Beginning

Plant Balance

12/31/07

$327,657,279

$3,184,423

$104,119,672

$191,217,245

$321,443,409

$44,967,926

$992,589,955

Additions

($)

8,823,248

280,123

128,763,998

20,586,558

21,967,182

3,895,641

184,316,812

Retirements

($)

3,662,068

7,578

94,302

703,316

3,151,703

1,071,703

8,690,669

Transfers

($)

(451,217)

451,217

52,207

52,207

Ending Plant

Balance

12/31/08

$332,818,460

$3,457,029

$232,789,368

$210,649,270

$340,710,106

$47,844,071

$1,168,268,304

Table 2 shows the changes to Otter Tail's plant balances during 2008. The net effect is an

increase of plant balance by $175,678,349. More specifically, Table 2 shows that Otter Tail had

significant additions ($128,763,998) to its other productions assets during 2008. The OES asked

OTP to explain this increase. According to OTP, the majority of this increase is attributable to

Otter Tail's investments in its Ashtabula and Langdon wind farms totaling $115,325,924 and

$12,797,923, respectively.2

D. PLANT BALANCES, FUTURE ADDITIONS AND RETIREMENTS

Minnesota State Agency Rules 7825.0700, subpart 2, B. states that each utility shall disclose a

list of any major future additions or retirements to the plant accounts that the utility believes may

have a material effect on the current certification results. In Attachment No. 3 of its petition, the

Company states that "The Company is unaware of any major future additions or retirements that

would materially affect the current certification results with the exception of a wind general

project that is currently under construction, the Luverne Wind Center located in east-central

North Dakota." Similar to its other wind generating facilities, OTP is requesting a 25-year life

with zero salvage value for the Luverne Wind Center. The OES notes that the Company's

Per Otter Tail's response via email.
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petition for approval of its Luverne Wind Center (Docket No. E017/M-09-883) is currently

pending before the Commission. Specifically, the OES filed comments on October 26, 2009

requesting further information from Otter Tail.

According to OTP, the Company filed its latest Resource Plan on July, 1, 2005 (Docket No.

E017/RP-05-968). The Company's Resource Plan provided information on OTP's plans for

future generation. The Company's Resource Plan has since been updated twice, in October 2006

and January 2008, to reflect changes in the costs and timing of future resources. The Resource

Plan was approved on March 18, 2009 and indicated a new resource coming on line in 2010 from

Big Stone II. Subsequent to the filing of the instant petition, Otter Tail announced its withdrawal

from the Big Stone II project and the remaining applicants announced that the project would not

go forward.

Otter Tail slates that the Commission's Order in Docket No. E017/RP-05-968 required that "In

its first depreciation filing that includes new peaking generators, Otter Tail shall compare the last

rate case's short term peaking capacity costs to the peaking capacity costs of the new generators."

According to Otter Tail, the Company is still evaluating its peaking capacity options and has not

made a final decision on which peaking option to pursue. As a result, there is no information to

report on to fulfill the requirements of the Commission's Order at this time.

According to OTP, transmission issues continue to evolve in response to the Federal Energy

Regulatory Commission (FERC) initiatives on open access and Otter Tail's related decision to

join the Midwest Independent System Operator (MISO). In addition, OTP has joined with other

area utilities to study future transmission needs in Minnesota (CapX 2020) and to develop

coordinated solutions that may lead to significant investment. As explained in Attachment No. 3

of the petition, the Commission has granted Otter Tail and its partners certificates of need for

several transmission projects including those related to Big Stone II. In addition, OTP states that

besides the CapX2020 and Big Stone II transmission projects, the Company has not specifically

identified any other major transmission projects that would materially affect future depreciation

certification.

The Company notes, in Attachment No. 3, that the trend continues for steam plant depreciation:

specifically they state that, as new additions are added to maintain existing plant lives, the effect

on depreciation grows disproportionately. As a result, OTP concludes that any net increase to

plant balances will be depreciated over shorter periods of time, resulting in an increase in OTP's

annual depreciation expense. According to OTP, it will continue to evaluate the condition of its

existing steam and peaking plants and the related costs to continue operating these plants past

their current service lives designated for accounting purposes. The Company will address this

issue in its next Integrated Resource Plan. In addition, Otter Tail states that:
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In conjunction with the steam plant depreciation expense trend and

our internal generating plant evaluations, the Company has adopted

a new policy this year. Each year the internal review of generating

assets will determine if the assets can still be operated

economically for another ten years (minimum relevant operating

range). If so, a minimum life of 10 years will be used

fordepreciation purposes. Additionally, in recognition that major

baseload generation facilities take a considerable amount of lead

time and to ensure that a sizeable majority of generating assets are

not retiring simultaneously, the policy maintains that a minimum of

five years separation of remaining life intervals are maintained

between major generating plants.

The OES appreciates Otter Tail's thorough explanation of its future plant additions and

retirements. However, the OES is concerned with Otter Tail's proposed new policy regarding

plant life extensions. Otter Tail appears to be indicating that a plant's life extension for

depreciation purposes must be for a minimum of 10 years. However, the OES notes that

significant plant additions may result in a corresponding life extension which is less than 10

years. Furthermore, the OES notes that any plant life extensions should be based on an

engineering study rather than the Company's new policy, which predetermines that a plant's life

extension must be a minimum of 10 years. For example, if the Company makes significant

investments in a steam plant's boiler, an engineering study would determine the length of any

corresponding life extension, which may or may not coincide with the Company's minimum 10

year life extension. The OES recommends that the Company respond to our concerns in its reply

comments. The OES will provide additional comments subsequent to OTP's reply comments.

E. RESERVE RATIO ANALYSIS

The reserve ratios for the last six years are presented below:

Table 3: Reserve Ratio History

Year

2008

2007

2006

2005

2004

2003

Plant Balance

$1,168,268,304

$992,589,947

$896,117,018

$875,999,458

$854,901,741

$840,666,763

Reserve

Balance

$463,904,124

$443,429,225

$431,100,601

$411,337,973

$398,541,489

$388,619,746

Reserve Ratio

46.96%

44.67%

48.11%

46.96%

46.62%

46.23%

Change

In Reserve

520,474,899

$12,328,624

$19,762,628

$12,796,484

$9,921,743

$10,069,385

Ratio

Reserve Change

to Plant Balance

1.76%

1.24%

2.21%

1.46%

1.16%

1.20%
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The above reserve ratios indicate the percentage of plant depreciated or expensed by the end of

each fiscal year. As of the end of 2008, approximately 47 percent of electric utility plant has

been expensed. A column showing the ratio of the change in reserve to the plant balance is

included to indicate the overall approximate depreciation rate. The account balances provided in

Tables 2 and 3 above are from Otter Tail's current and prior depreciation studies filed with the

Commission and OES.

F. RESERVE IMBALANCE

In last year's depreciation filing (Docket No. E017/D-08-1042), OTP included the amortization

of a reserve imbalance. Since the current petition did not discuss a reserve imbalance, the OES

asked OTP, in OES Information Request No. 1, whether the Company's proposed depreciation

rates included the amortization of a reserve imbalance, and if so, to provide these amounts. OTP

replied that:

As part of the annual depreciation review, a theoretical reserve is

calculated for comparison with the actual recorded reserve. This

difference is quantified for informational purposes, the remaining

life formula for computing depreciation expense continually

considers and corrects any differences between these two amounts

by relying on the redistributed reserve ratio. In this way, the

amortization of the difference is included in the depreciation rates.

There is no separate amortization of the difference.

Statement C of Attachment 1 to Otter Tail's Petition provides a

comparison of recorded, computed, and redistributed reserves at

December 31, 2008. The recorded reserve on page 18 of

Attachment 1 was $463,904,124 or 39.71 percent of the

depreciable plant investment. The corresponding computed reserve

is $435,044,260 or 37.24 percent of the depreciable plant

investment. A proportionate amount of the measured reserve

imbalance of $28,859,864 will be amortized over the composite

weighted-average remaining life of each rate category using

remaining life depreciation rates. The depreciation rates using the

remaining life formula incorporate an annual "amortization" of

$1,595,671. Of this, Minnesota's portion is approximately

$815,546.

The OES notes that Otter Tail's proposal to amortize its reserve imbalance reduces its annual

depreciation expense by $815,546 on a Minnesota jurisdictional basis. In addition, the OES

notes that Otter Tail's amortization of its reserve imbalance is a prospective adjustment that

affects Otter Tail's proposed depreciation rates and does not retroactively adjust Otter Tail's
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recorded depreciation reserve, which is appropriate since it avoids a double recovery in rates.

Finally, the OES notes that Otter Tail has included the amortization of its reserve imbalance in its

proposed depreciation rates since 1993.3 Based on our review, the OES accepts Otter Tail's

reserve imbalance approach.

G. EFFECTIVE DATE FOR DEPRECIATION RATES

Otter Tail requests that the effective date for its proposed depreciation rates be set at January 1,

2010. The OES agrees that this date is consistent with Commission Orders in previous

depreciation studies, and is reasonable in this docket.

H. SUMMARY

The OES examined Otter Tail's petition for reasonableness of the proposed remaining lives,

salvage values, and resulting depreciation rates. Based on our review, the OES recommends that

OTP address in reply comments our concerns regarding the Company's new policy with respect

to plant life extensions for depreciation purposes.

IV. RECOMMENDATIONS

Based on our review, the OES recommends that OTP address in reply comments our concerns

regarding the Company's new policy with respect to plant life extensions for depreciation

purposes.

3 Per Otter Tail's previous depreciation Filing (Docket No. E017/D-08-I042), Pages 15-16.
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In the enclosed e-filing correspondence please find Otter Tail Power Company's, Reply Comments to

the OES Comments dated November 10,2009, in the above-captioned docket.

Please contact me at (218) 739-8659 or ldemmer@otpco.com ifyou have any questions.
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STATE OF MINNESOTA

BEFORE THE

MINNESOTA PUBLIC UTILITIES COMMISSION

In the Matter of Otter Tail Power Company's Docket No. EO17/D-09-1019

Petitionfor Approval ofits 2009 Annual

Review ofDepreciation Certification

REPLY COMMENTS OF OTTER TAIL POWER COMPANY

I. INTRODUCTION

These Reply Comments are made in response to the Minnesota Office of Energy Security

(OES) Review ofOtter Tail Power Company's Petitionfor Approval ofits 2009 Annual

Review ofDepreciation Certification issued November 10, 2009, filed in the above-

captioned docket. Specifically, these Reply Comments provide Otter Tail Power

Company's (Otter Tail's) response to the OES's request to provide additional information

on its new policy regarding generating plant assets remaining lives.

Otter Tail adopted the new Generating Plant Remaining Lives policy as a result of its

baseload generation facilities all approaching the later portions of their operating lives

possibly simultaneously.

The policy alleviates concerns raised in prior depreciation filings in regard to steam

generation remaining lives and annual depreciation expense. This response provides

clarification on how the new policy is implemented, and explains that the policy is not

limited as the OES Comments suggest. A copy of the policy is attached. (See

Attachment 1).

II. OTTER TAIL'S RESPONSES

The OES stated its concern as follows:

"The OES appreciates Otter Tail's thorough explanation ofits future plant additions and

retirements. However, the OES is concerned with Otter Tail's proposed new policy

regarding plant life extensions. Otter Tail appears to be indicating that a plant's life



extensionfor depreciation purposes must befor a minimum of10 years. However, the

OES notes that significantplant additions may result in a corresponding life extension

which is less than 10 years. Furthermore, the OES notes that any plant life extensions

should be based on an engineering study rather than the Company's newpolicy, which

predetermines that a plant's life extension must be a minimum of10 years. For example,

ifthe Company makes significant investments in a steam plant's boiler, an engineering

study would determine the length ofany corresponding life extension, which may or may

not coincide with the Company's minimum 10 year life extension. The OES recommends

that the Company respond to our concerns in its reply comments. The OES will provide

additional comments subsequent to OTP 's reply comments. "

Otter Tail's policy does not require a generation asset's remaining life must be for a

minimum of 10 years.

Under Otter Tail's new policy, internal plant reviews by management will take place

annually instead of the current five-year reviews made in conjunction with the

comprehensive depreciation studies. According to Otter Tail's new policy, an annual

review will be completed to assess current plant operating conditions and whether the

plant is economically capable of operating an additional ten years or more. If the result is

affirmative, the plant's remaining life will be its current retirement date, or according to

results of the assessment test, a minimum often years, but for baseload generation plants

at least five years greater than the previous baseload plants remaining life.

If the annual analysis result is negative, (i.e. that the plant is incapable of operating

economically an additional ten years) management will then alter the operating strategy

for the plant to accommodate the pending retirement, especially in the area of capital

expenditures, which have a direct effect on depreciation expense.

Otter Tail's generation asset remaining life evaluations are based on engineering

assessments.

Historically, Otter Tail has reviewed its plant remaining lives every five years in

conjunction with its five-year depreciation studies. As part of those studies, plant

engineering staff would consult to assess whether the plant's remaining life was

obtainable. In the early years of a plant's existence, with retirement seemingly a long way

off, the assessment rarely resulted in a modification to the retirement date originally set

when the plant became operational. The more distant a plant's expected retirement date,

the harder it is to assess the ability of that plant to meet that expected retirement date.

However as plants enter the latter half of their originally expected lives, engineering

assessments have often resulted in an extension of the expected remaining life. While

Otter Tail has always relied on internal engineering assessments conducted every five

years, Otter Tail is now formalizing this process to be an annual discipline in order to

best manage its aging fleet of generation assets.



III. CONCLUSION

Otter Tail has included a copy of its Generating Assets Remaining Life Policy for review.

The policy should remediate prior depreciation filing concerns around ever escalating

depreciation rates as plants approach their respective retirement age. It does not require a

determination that a generation asset's remaining life for depreciation purposes must be a

minimum often years. These annual evaluations are based on engineering assessments.

With this explanation, Otter Tail requests that its Petition be approved.

Dated: November 23, 2009

Respectfully submitted,

OTTER TAIL POWER COMPANY

By /s/ LOYAL DEMMER

Loyal Demmer

Depreciation Accountant

Otter Tail Power Company

215 South Cascade

PO Box 496

Fergus Falls, MN 56538-0496

218-739-8659
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POLICY MANUAL

11/17/2008

SUBJECT: DETERMINATION OF GENERATION ASSETS REMAINING LIVES

This policy defines how Otter Tail Power Company will establish the remaining lives of

its generating assets as they approach the later portion of their existing depreciation lives.

PURPOSE: Regulated accounting depreciation procedures determine annual

depreciation rates for each functional asset class at the FERC account level and down to

the generating plant location when applicable. Plant generating assets that share the same

FERC account but are independent of each other can and do have different depreciation

parameters and thus different depreciation rates The operating lives* of these generating

assets are determined by economic considerations and not just the physical life of the

plant's components. The end of the operating life is determined when economic

considerations make it more economical to discontinue using the generating assets than to

continue to use them.

The Company policy regarding remaining depreciation periods for base load plants

contain the following main points:

• Economic considerations for large scale capital intensive generating assets tend to

encourage a series of later life interdependent investments which over time tend to

lengthen the relevant operating life span of these assets. Based on the existing

facilities infrastructure, synergistic economic efficiencies are realized from these

additional incremental investments only after an additional correlating

incremental time span is added to the existing assets remaining life.

• Plants operating with economic benefits and that remain in service within ten

years of their existing estimated life will have a minimum of 10-year remaining

depreciation period. Ten years is believed to be a reasonable period to recover

existing invested costs, and systematically develop replacement capacity and

energy resources, while minimizing the financial risk of an unplanned retirement.

• Base load steam plants will maintain a 5-year separation in remaining operating

life with other base load plants. This is to ensure that we never have too much

baseload generating assets retiring simultaneously.

• For plants that remain economically viable an additional year of depreciation life will

be added to all plants each year. This will maintain the 10 year minimum and the 5-year

separation for base load steam plants as stated above reflecting the real economic

relevant range for ongoing incremental generating plant investments.

Once an asset reaches the minimum 10-year depreciation life, an annual internal

evaluation of the plants physical condition will be made. The purpose of the

evaluation will be to make an assessment that the plant can be operational for the
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remaining depreciation period. This assessment assumes normal maintenance

and equipment replacement. If at any time, there are factors that would indicate

that that generating facility is not expected to be operable for the remaining

depreciation period; the depreciation period will be modified accordingly.

• Under this policy the remaining depreciable life for steam plants are as follows:

Year In Service

Depreciation life

Current

Proposed

Hoot

Lake #2

1959

2017

2019

Hoot

Lake #3

1964

2017

2019

Big

Stone 1

1975

2020

2024

Coyote

1981

2025

2029

Remaining Depreciation Period 10 10 15 20

The company policy regarding the remaining depreciation periods for peaking

generation is the same as stated above, with the exception ofthe 5-year separation

referenced for the base load steam plants. The in-service dates for the two Jamestown

and one Lake Preston peaking facilities are within two years of one another.

Depending on the size of replacement resource(s), all three units may all be retired at

the same time if one larger resource replaces them collectively. Alternately, if

multiple units replace these units, a review of the condition of each unit will be used

to identify a staggered schedule for their retirements that would match the schedule of

the replacement resources.

The remaining depreciation lives for the Otter Tail River hydros will be determined

by the FERC license. The Bemidji Hydro is not under FERC jurisdiction, but is of a

similar vintage, so it is assumed it will have a similar depreciation life.

Wind generation assets will initially start out with a 25 year expected life. This initial

life expectancy will be modified as needed if indications point to a needed change.

• Under this policy the remaining depreciable life for other generation are as

follows:

Jamestown Jamestown Lake

#1 #2 Preston Solway Hydros

2003 early

Year In Service

Depreciation life

Current

Proposed

1976

2019

2019

1978

2019

2019

1978

2019

2019

2038

2038

1900:

2021

2021

Remaining Depreciation Period 10 10 10 29 12

The depreciable life allows for the cost recovery of capital expenditures over the

expected useful life of those investments (the operating relevant range). At some point

for each generating asset, a final retirement date must be set. The determination of a

generating asset's eventual operational life and the reconciliation of that to the
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depreciable life will be a cooperative effort that will include the plant engineering staff,

the Resource Planning Department, the Accounting Department, Environmental Services,

and other interested areas. This evaluation will give due consideration of each unit's age,

operating characteristics, ongoing capital replacement requirements, expected future

usage, and economic and environmental constraints. Recommendations regarding a

generating asset's final retirement date will be given to management prior to June 1st each
year.

There are external and internal factors that could reduce the remaining depreciable life

and accelerate the depreciation for any asset.

Senior Vice President

APPROVED:

Vice President, Finance
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St. Paul, MN  55101-2147 
 
Re:  Otter Tail Power Company 
 2009 Annual Review of Depreciation Certification 
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Dear Dr. Haar: 
 
Otter Tail Power Company hereby submits its 2009 Annual Review of Depreciation Certification.  
Also enclosed is a Certificate of Service. 
 
Please contact me at (218) 739-8659 or ldemmer@otpco.com if you have any questions. 
 
Sincerely, 
 
 
/s/ LOYAL K. DEMMER 
Loyal K. Demmer, CMA 
Depreciation Accountant 
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STATE OF MINNESOTA 
BEFORE THE MINNESOTA PUBLIC UTILITIES COMMISSION 

 
David Boyd Chair 
J. Dennis O’Brien Commissioner 
Thomas Pugh Commissioner 
Phyllis Reha Commissioner 
Betsy Wergin Commissioner 

 
 
In the Matter of Otter Tail Power Company’s 
Request for Approval of Its 2009 Annual  
Review Of Depreciation Certification Docket No. E-017/D-09-______ 
 

 
 

SUMMARY OF FILING 
 

 Please take notice that on August 28, 2009, Otter Tail Power Company, filed its 

2009 Annual Review of Depreciation Certification with the Minnesota Public Utilities 

Commission.  The study is being filed under Minnesota Rules Parts 7825.0700. 
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STATE OF MINNESOTA 
BEFORE THE MINNESOTA PUBLIC UTILITIES COMMISSION 

 
David Boyd Chair
J. Dennis O’Brien Commissioner
Thomas Pugh Commissioner
Phyllis Reha Commissioner
Betsy Wergin Commissioner

 
In the Matter of Otter Tail Power Company’s 
Request for Approval of its 2009 Annual  
Review Of Depreciation Certification  Docket No. E-017/D-09-____ 
 

PETITION OF OTTER TAIL POWER COMPANY 
 
I. INTRODUCTION. 

 Pursuant to Minnesota Rules Part 7825.0700, Otter Tail Power Company, (“Otter Tail” or 

“the Company”) hereby files for approval its 2009 Annual Review of Depreciation Certification. 

Otter Tail requests that the study be certified effective as of January 1, 2010.    

II. GENERAL FILING INFORMATION. 

 Pursuant to Minnesota Rule 7829.1300, subp. 4, Otter Tail provides the following general 

information. 

 A. Name, Address, and Telephone Number of Utility. 

   Otter Tail Power Company 
   215 South Cascade Street 
   P. O. Box 496 
   Fergus Falls, MN  56538-0496 
   (218) 739-8200 
 

 B. Name, Address, and Telephone Number of Utility Attorney. 

   Bruce Gerhardson 
   Otter Tail Power Company 
   215 South Cascade Street 
   P. O. Box 496 
   Fergus Falls, MN  56538-0496 
   (218) 998-7108 
   bgerhardson@otpco.com 
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 C. Date of Filing and Date Study Proposed to Take Effect. 

 The filing date is August 28, 2009, and Otter Tail requests approval as of January 1, 

2010. 

 D. Controlling Law for the Filing. 

 Minnesota Statutes §§ 216B.08 and 216B.11, and Minnesota Rules Part 7825.0700 – 

7825.0900 control the filing.   

 E. Title of Utility Employee Responsible for Filing. 

  Loyal K. Demmer, CMA 
  Depreciation Accountant 
  Otter Tail Power Company 
  215 South Cascade Street 
  P. O. Box 496 
  Fergus Falls, MN  56538-0496 
  (218) 739-8659 
  ldemmer@otpco.com 
 
III. DESCRIPTION OF FILING. 
 

 The instant filing constitutes Otter Tail’s 2009 Annual Review of Depreciation 

Certification.  Otter Tail’s last five-year comprehensive depreciation study was filed in 2008, 

Docket E017/D-08-1042, and approved by the Public Utilities Commission on June 1, 2009. The 

next five-year comprehensive depreciation study is due September 1, 2013. Annual depreciation 

certification filings are to be filed on or before September 1 each year in the interim.  

 The filing consists of four parts:  

 1. 2009 Technical Update prepared by Foster Associates, Inc., included as 

Attachment No. 1;  

 2. Proposed Remaining Lives and Salvage Percentages for Use in 2010, Attachment 

No. 2;  
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3. Supplemental Comments, Attachment No. 3; 

4. Schedule and Narrative of Comparison with Most Recent Resource Plan, 

Attachment No. 4. 

Statement B of Attachment No. 1 is a Comparison of Present and Proposed Accruals showing 

accruals of both total Company and the portion allocated to Minnesota rate base.  Attachment 

No. 2 lists the property accounts for which the Company requests certification of the remaining 

lives and salvage percentages to be used in determining 2010 depreciation expense.  Other 

statements in Attachment No. 1 provide the rest of the schedules required in an annual review of 

depreciation. Attachment No. 3, “Supplemental Comments,” addresses additional information 

not included in Attachment No. 1 - primarily comments related to long-term depreciation 

planning issues, and Attachment No. 4 provides a schedule and narrative explaining any 

differences between remaining life petition and most recent resource plan filing. 

IV. MISCELLANEOUS INFORMATION. 

 A. Pursuant to Minnesota Rule 7829.0700, Otter Tail Requests that the 
Following Persons be Placed on the Commission’s Official Service List for 
this Proceeding: 

 
   Loyal K. Demmer, CMA    

 Depreciation Accountant   
 Otter Tail Power Company   
 215 South Cascade Street   
 P. O. Box 496     
 Fergus Falls, MN  56538-0496  

  

 B. Service on Other Parties. 

 Otter Tail has served a copy of this filing on the Office of Energy Security and the Office 

of Attorney General, Residential Utilities Division, and a summary of the filing on all parties on 

the attached general service list.   
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 C. Summary of Filing. 

 A one-paragraph summary of the Petition is attached. 

V. CONCLUSION. 

 Otter Tail respectfully requests that the Commission approve the enclosed annual review 

of depreciation certification, to be effective as of January 1, 2010. 

Dated:  August 28, 2009 

       Respectfully submitted,  
       OTTER TAIL POWER COMPANY 
        
       By: /s/ LOYAL K. DEMMER 
       _______________________________ 
       Loyal K. Demmer, CMA 
       Depreciation Accountant  
       Otter Tail Power Company 
       215 South Cascade Street 
       P. O. Box 496 
       Fergus Falls, MN  56538-0496 
       (218) 739-8659 
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STATEMENTS 
INTRODUCTION 

STATEMENT A - REMAINING-LIFE ACCRUAL RATES 

STATEMENT B - REMAINING-LIFE ACCRUAL 

STATEMENT C - DEPRECIATION RESERVE SUMMARY ............. .. ........................... 16 

STATEMENT D - AVERAGE NET SALVAGE ..................................................................... 23 

STATEMENT E- FUTURE NET SALVAGE ....................................................................... 28 

STATEMENT F - CURRENT AND PROPOSED PARAMETERS AND STATISTICS .................... 30 

STATEMENT G - PLANT ACTIVITY ................................................................................. 37 

STATEMENT H -ANALYSIS OF DEPRECIATION RESERVE 40 

STATEMENT I - SUMMARY OF DEPRECIATION ACCRUAL 2 
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INTRODUCTION 
This report presents the findings and recommendations developed in a 2009 
Technical Update of depreciation rates for Otter Tail Power Company prepared by 
Foster Associates, Inc. The parameters (i .e. ,  projection curves, projection lives 
and future net salvage rates) used in the update were developed in the Company's 
2008 Depreciation Study based on December 31, 2007 plant and reserve balances. 
Age distributions of surviving plant on December 31, 2008 were used in the 2009 
update to derive composite service life statistics and theoretical depreciation re- 
serves. 

The purpose of a technical update is to adjust depreciation rates for changes 
in the variables associated with a remaining life accrual rate. The variables for an 
account include the age distribution of surviving plant, the recorded depreciation 
reserve and the average net salvage rate used in the calculation of a theoretical re- 
serve. A technical update retains the parameters developed andlor approved in the 
most recent full depreciation study and adjusts depreciation rates for subsequent 
changes in plant, reserves and realized net salvage activity. 

The principal findings from this review are summarized in the attached state- 
ments. Statement A provides a comparative summary of current and proposed an- 
nual depreciation rates for each rate category. Statement B provides a comparison 
of current and proposed annual depreciation accruals. Statement C provides a 
comparison of the computed and redistributed depreciation reserve for each rate 
category. Statement D provides a summary of the components used to obtain a 
weighted-average net salvage rate for each plant account. Statement E provides a 
computation of the estimated future net salvage rate for steam production facili- 
ties. Statement F provides a comparative summary of current and proposed pa- 
rameters and statistics including projection life, projection curve, average service 
life, average remainillg life, and average and future net salvage rates. 

SCOPE OF STUDY 
The principal activities undertaken in the course of conducting the 2009 Teclmical 
Update included: 

= Collection of plant and net salvage data; 

Reconciliation of data to the official records of the Company; 

Development of continuity schedules; 

Computation of average net salvage rates; and 

Development of adjusted accrual rates for each rate category. 

Accrual rates currently used by the Con~pany were developed from parame- 
ters certified in Docket No. E0171D-08-1042 (Order Dated June 1,2009). Depre- 
ciation accruals and reserve activity recorded in 2008 was posted to December 31, 
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2007 reserves to obtain appropriate reserve ratios for the 2009 Technical Update. 

PROPOSED DEPRECIATION RATES 
Table 1 provides a summary of the changes in annual rates and accruals resulting 
from the 2009 Technical Update. Rates proposed for each p r i m w  account (with 
the exception of amortization accounts) have been developed including authorized 
allowances for net salvage. 

Acaual Rate 
Function Current Proposed Difference 

A 6 C D=C-6 

ProducGon 
Steam 2.71% 2.89% 0.18% 

Hydraulic 3.31% 3.75% 0.44% 

Other 3.86% 3.88% 0.02% 
Transmission 1.94% 1.96% 0.02% 
Distribution 2.75% 2.75% 0.00% 

General Plant 5.03% 5.00% -0.03% 

2009 Annualhed Accrual 
Current Proposed Difference 

E F SF.E 

Total Ubl.ty 2 91% 297% 0.06% $34.01 1.636 $34,682,786 S671,150 

Table 1. Current and Proposed Rates and Accruals 

Adjustments developed in the technical update produce a composite deprecia- 
tion rate of 2.97 percent. Depreciation expense is currently accrued at an equiva- 
lent rate of 2.91 percent. The recommended change in the composite depreciation 
rate is, therefore, an increase of 0.06 percentage points. 

A continued application of rates derived from currently approved parameters 
would produce annual depreciation expense of $34,011,636 compared with an an- 
nual expense of $34,682,786 using the rates developed in the update. The rela- 
tively small expense increase of $671,150 is generally attributable to a change in 
the mix of plant investments among primary accounts and changes in the age dis- 
tributions of surviving plant. The portion of the increase allocated to the Minne- 
sota jurisdiction is $350,317. 
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INTRODUCTION 
This section provides a comparative summary of depreciation rates, annual depre- 
ciation accruals, recorded and computed depreciation reserves, and current and 
proposed service life and net salvage parameters for Otter Tail Power Company. 
The content of these statements is briefly described below. 

= Statement A provides a comparative summary of current and 
proposed annual depreciation rates for calendar year 2009 us- 
ing the straight-line method, vintage group procedure, remain- 
ing-life technique. 

= Statement B provides a comparison of the current and pro- 
posed annualized depreciation accruals for calendar year 2009 
based upon the rates developed in Statement A. 

Statement C provides a comparison of recorded and computed 
reserves for each rate category and sets forth the computations 
used to redistribute recorded reserves among primary plant 
accounts. 

Statement D provides a summary of the components used to 
obtain a weighted average net salvage rate for each rate cate- 
gory. 
Statement E provides a computation of the estimated future 
net salvage rate for steam production facilities. 

a Statement F provides a comparative summary of current and 
proposed parameters including projection life, projection 
curve and future net salvage rates. The statement also con- 
tains current and proposed statistics including average service 
life, average remaining life, and average net salvage rates. 

Current depreciation accruals shown on Statement B are the product of the 
plant investment (Column B) and the current depreciation rates (Column D) 
show11 on Statement A. Similarly, the proposed depreciation accruals shown on 
Statement B are the product of the plant investment and the proposed depreciation 
rates (Column H) shown on Statement A. The proposed remaining life accrual 
rates are given by: 

1 .O - Reserve Ratio - Future Net Salvage Rate 
AccrualRate = 

Remaining Life 

PAGE 3 
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Minnesota State Agency Rules 7825.0700, Subpart 1 provide that each utility 
shall file the following schedules (for each year since the last certification) in the 
form prescribed by the Commission. 

1. Plant in service (by primary account): 

a) Beginning and ending plant balances; 
b) Additions and retirements; and 
c) Adjustments and transfers. 

2. Analysis of depreciation reserve (by primary account): 

a) Beginning and ending reserve balances; 

b) Depreciation accruals and plant retirements; 

c) Cost of removal and gross salvage value; and 
d) Transfers, adjustments and other debits (credits). 

3. Summary of annual depreciation accruals (by primary account): 
a) Plant balance; 
b) Estimated net salvage; 
c) Depreciation reserve; 
d) Probable service life; and 
e) Depreciation accrual and rate. 

While the Agency rules do not require submission of continuity schedules in 
a technical update, this section includes the following statements which set forth 
the above infonnation for calendar year 2008: 

1. Statement G - Plant Activity; 

2. Statement H - Analysis of Depreciation Reserve; and 

3. Statement I - Summary of Annual Depreciation Accruals. 

Minnesota State Agency Rules 7825.0700, Subpart 2-B provide that each util- 
ity shall disclose a list of any major future additions or retirements to the plant ac- 
counts that the utility believes may have a material effect on the current certifica- 
tion results. Any future additions or retirements that would materially affect the 
current certification results are discussed in the Company's application. 

ATTACHMENT NO. 1



OTTER TAIL POWER COMPANY 
comparison of Present and Proposed Accrual Rates 

Present: VG Procedure I RL Technique 
Proposed: VG Procedure I RL Technique 

Statement A 

Present Proposed 
Rem. Fut. Net Accrual Rem. Fut. Net Reserve Accrual 

Account Description Life Salvage Rate Life Salvage Ratio Rate 
" " z c n 

STEAM PRODUCTION 
311.00 Structures and lmprovements 
312.00 Boiler Plant Equipment 
314.00 Turbogenerator Units 
31 5.00 Accessory Electric Equipment 
316.00 Miscellaneous Power Plant Equipment 

Total Steam Production Plant 

HYDRAULIC PRODUCTION 
331.00 Structures and Improvements 
332.00 Reservoirs. Dams and Waterways 
333.00 Water Wheels, Turbines &Generators 
334.00 Accessory Electric Equipment 
335.00 Miscellaneous Power Plant Equipment 

Total Hydraulic Production Plant 

OTHER PRODUCTION 
341.00 Structures and Improvements 27.64 2.86% 26.74 22.51% 2.89% 
342.00 Fuel Holders and Accessories 23.38 2.69% 22.44 37.32% 2.76% 1 
343.00 Prime Movers 23.77 2.77% 22.44 34.41% 2.91% 
344.00 Generators 24.50 4.08% 24.10 1.77% 4.08% 
345.00 Accessory Electric Equipment 25.71 2.77% 24.78 30.26% 2.78% 
346.00 Miscellaneous Power Plant Equipment 25.25 -- 2.91% 22.25 26.11% 3.31% 

Total Other Production Plant 3.86% 23.95 0.0% 7.07% 3.88% 

TRANSMISSION PLANT 
353.00 Station Equipment 
354.00 Towers and Fixtures 
355.00 Poles and Fixtures 
356.00 Overhead Conductors and Devices 
358.00 Underground Conductors and Devices 

Total Transmission Plant 

DISTRIBUTION PLANT 
362.00 Station Equipment 
364.00 Poles, Towers and Fixtures 
365.00 Overhead Conductors and Devices 
367.00 Underground Conductors and Devices 
368.00 Line Transformers 
369.00 Overhead Services 
369.10 Underground Services 
370.00 Meters 
370.10 Load Management Switches 
370.20 Interruption Monitors 
371.20 Other Private Lighting 
373.00 Street Lighting and Signal Systems 

Total Distribution Plant 

12.12 6.52% 11.16 27.73% 6.48% 
1.67 20.00% + 5 Year Amortization -r 

16.74 10.0% 3.90% 16.61 10.0% 25.08% 3.91% 
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OTTER TAIL POWER COMPANY 
Comparison of Present and Proposed Accrual Rates 

Present: VG Procedure 1 RL Technique 
Proposed: VG Procedure I RL Technique 

Statement A 

Present Proposed 
Rem. Fut. Net Accrual Rem. Fut. Net Reserve Accrual 

Account Description Life Salvage Rate Life Salvage Ratio Rate 
. . 

A 

GENERAL PLANT 
Depreciable 

390.00 Structures and lmprovements 
390.10 General Office Buildings 
390.20 Fleet Service Center Building 
390.30 Central Stores Building 
396.00 Power Operated Equipment 
397.40 Communication Towers 

Total Depreciable 

Amortizable 
391.00 Offlce Furniture 
391.10 Offlce Equipment 
391.20 Duplicating Equipment 
391.50 Computer Systems 
391.60 Computer Related Equipment 
393.00 stores Equipment 
394.00 Tools, Shop and Garage Equipment 
394.20 Automated Meter Reading Equipment 

- 15 Year Amon zal on - - 15 Year Amortzalion -. - 10 Year Amon zalon - - 10 Year Amonzation - 
t 10 Year Amortization - + 10 Year Amortization - 
t 5 Year Amortization - + 5 Year Amortization + 

+ 5 Year Amortization - + 5 Year Amortization + 

t 0 Year Amortization - + 0 Year Amortization - - 15 Year Amortization - + 15 Year Amortization - 
+ 15 Year Amortization - + 15 Year Amortization + - 

395 00 Laboratory Eqd pment - 15 Year Amortization - - 15 Year Amortizal~on - 
397 00 Commun callon Eod omen1 .- 15 Year Amort~zat on - - 15 Year Amortlzauon - . . 
397.10 Radio Telecommunication Equipment 
397.20 Microwave Equipment 
397.30 Radio Load Control Equipment 

Total Amortizable 

Total General Plant 

TOTAL UTILITY 

STEAM PRODUCTION 
Big Stone 
31 1.00 Structures and lmprovements 
312.00 Boiler Plant Equipment 
314.00 Turbogenerator Units 
315.00 Accessory Electric Equipment 
316.00 Miscellaneous Power Plant Equipment 

Total Big Stone 

Hoot Lake Units 2 and 3 
31 1.00 Structures and Improvements 
312.00 Boiler Plant Equipment 
314.00 Turbosenerator Units 
315 00 ~cces iory  E eclric Eq-ipment 
316.00 M scel aneods Power Plant Eq~ipment 

Total Hoot Lake Units 2 and 3 

Coyote 
31 1 .OO Structures and Improvements 
312.00 Boiler Plant Equipment 
314.00 Turbogenerator Units 
315.00 Accessory Electric Equipment 
316.00 Miscellaneous Power Plant Equipment 

Total Coyote 

+ 10 Year Amortization - + 10 Year Amortization 3 - 15 Year Amortization - + 15 Year Amortization -+ 

+ 10 Year Amortization - + 10 Year Amortization - 
10.04% 4.85 51.35% 10.04% 
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OTTER TAIL POWER COMPANY 
Comparison of Present and Proposed Accrual Rates 

Present: VG Procedure I RL Technique 
Proposed: VG Procedure 1 RL Technique 

Statement A 

Present Proposed 
Rem. Fut. Net Accrual Rem. Fut. Net Reserve Accrual 

Account Description Life Salvage Rate Life Salvage Ratio Rate 
. . . . 

A 

HYDRAULIC PRODUCTION 
Hoot Lake 
331.00 Structures and lmprovements 
332.00 Reservoirs, Dams and Waterways 
333.00 Water Wheels, Turbines & Generators 
334.00 Accessory Electric Equipment 
335.00 Miscellaneous Power Plant Equipment 

Total Hoot Lake 

Wright 
331.00 Structures and lmprovements 
332.00 Reservoirs. Dams and Waterways 
333.00 Water Wheels, Turbines & Generators 
334.00 Accessory Electric Equipment 
335.00 Miscellaneous Power Plant Equipment 

Total Wright 

Pisgah 
331.00 Structures and Improvements 
332.00 Reservoirs, Dams and Waterways 
333.00 Water Wheels, Turbines & Generators 
334.00 Accessory Electric Equipment 
335.00 Miscellaneous Power Plant Equipment 

Total Pisgah 

Dayton Hollow 
331.00 Structures and lmprovements 
332.00 Reservoirs, Dams and Waterways 
333.00 Water Wheels. Turbines & Generators 
334.00 Accessory Electric Equipment 
335.00 Miscellaneous Power Plant Equipment 

Total Dayton Hollow 

Taplin Gorge 
331.00 Structures and lmprovements 
332.00 Reservoirs, Dams and Waterways 
333.00 Water Wheels, Turbines & Generators 
334.00 Accessory Electric Equipment 
335.00 Miscellaneous Power Plant Equipment 

Total Taplin Gorge 

Bemidji 
331.00 Structures and lmprovements 
332.00 Reservoirs, Dams and Waterways 
333.00 Water Wheels, Turbines & Generators 
334.00 Accessory Electric Equipment 
335.00 Miscellaneous Power Plant Equipment 

Total Bemldji 
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OTTER TAIL POWER COMPANY 
Comparison of Present and Proposed Accrual Rates 

Present: VG Procedure 1 RL Technique 
Proposed: VG Procedure / RL Technique 

Statement A 

Present Proposed 
Rem. Fut. Net Accrual Rem. Fut. Net ReseNe Accrual 

Account Description Life Salvage Rate Life Salvage Ratio Rate 
" " c r u " " u " L 

OTHER PRODUCTION 
Jamestown 
341.00 Structures and Improvements 11.33 -0.6% 2.68% 10.35 -0.6% 68.58% 3.10% 
342.00 Fuel Holders and Accessories 11.32 -0.6% 2.44% 10.35 -0.6% 71.09% 2.85% 
343.00 Prime Movers 11.32 -0.6% 2.50% 10.35 -0.6% 68.30% 3.12% 
344.00 Generators 
345.00 Accessory Electric Equipment 11.33 -0.6% 2.91% 10.36 -0.6% 68.59% 3.09% 

11.33 -0.6% 2.67% 10.36 -0.6% 52.82% 4.61% 346.00 Miscellaneous Power Plant Equipment - 
Total Jamestown 2.51% 10.35 -0.6% 68.21% 3.13% 

Jamestown Unit 1 
341.00 Structures and Improvements 11.33 -0.6% 2.56% 10.35 -0.6% 69.59% 3.00% 
342.00 Fuel Holdersand Accessories 11.32 -0.6% 2.27% 10.35 -0.6% 72.33% 2.73% 
343.00 Prime Movers 11.32 -0.6% 2.21% 10.36 -0.6% 63.03% 3.63% 
344.00 Generators 
345.00 Accessory Electric Equipment 11.32 -0.6% 1.76% 10.35 -0.6% 77.28% 2.25% 

11.33 -0.6% 2.64% 10.36 -0.6% 44.52% 5.41% 346.00 Miscellaneous Power Plant Equipment - 
Total Jamestown Unit I 2.24% 10.36 -0.6% 63.79% 3.56% 

Jamestown Unit 2 
341.00 Structures and Improvements 11.33 -0.6% 4.66% 10.36 -0.6% 52.38% 4.65% 
342.00 Fuel Holders and Accessories 11.32 -0.6% 3.40% 10.35 -0.6% 64.20% 3.52% 
343.00 Prime Movers 11.32 -0.6% 2.72% 10.35 -0.6% 72.28% 2.74% 
344.00 Generators 
345.00 Accessory Electric Equipment 11.33 -0.6% 3.55% 10.36 -0.6% 63.72% 3.56% 

11.33 -0.6% 2.73% 10.35 -0.6% 72.18% 2.75% 346.00 Miscellaneous Power Plant Equipment - 
Total Jamestown Unit 2 2.74% 10.35 -0.6% 72.05% 2.76% 

Lake Preston 
341.00 Structures and Improvements 11.32 -0.9% 2.06% 10.35 -0.9% 79.39% 2.08% 
342.00 Fuel Holders and Accessories 11.32 -0.9% 2.07% 10.35 -0.9% 79.28% 2.09% 
343.00 Prime Movers 11.32 -0.9% 2.38% 10.35 -0.9% 76.14% 2.39% 
344.00 Generators 
345.00 Accessory Electric Equipment 11.32 -0.9% 2.10% 10.35 -0.9% 78.97% 2.12% 

11.32 -0.9% 2.40% 10.35 -0.9% 79.15% 2.10% 346.00 Miscellaneous Power Plant Equipment - 
Total Lake Preston 2.32% 10.35 -0.9% 76.76% 2.33% 

Ashtabula Wind Generation 
341.00 Structures and lmprovements 
342.00 Fuel Holders and Accessories 
343.00 Prime Movers 
344.00 Generators 24.50 4.08% 24.50 0.33% 4.07% 
345.00 Accessory Electric Equipment 
346.00 ~iscellaneous powerpiant Equipment - -- 

Total Ashtabula Wind Generation 4.08% 24.50 0.33% 4.07% 

Langdon Wind Generation 
341.00 Struct~res and lmprovements 
342.00 Fue do oers and Accessor1e5 
343.00 Prime Movers 
344.00 Generators ~ ~~ - - ~  

345.00 Accessory Electric Equipment 
346.00 ~iscellankous powerplant Equipment - -- 

Total Langdon Wind Generation 4.08% 23.50 3.91% 4.09% 
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OTTER TAIL POWER COMPANY 
Comparison of Present and Proposed Accrual Rates 

Present: VG Procedure / RLTechnique 
Proposed: VG Procedure / RL Technique 

Statement A 

Present Proposed 
Rem. Fut. Net Accrual Rem. Fut. Net Reserve Accrual 

Account Description Life Salvage Rate Life Salvage Ratio Rate 
A B C 0 E F G H 

Solway Combustion Turbine 
341 .OO Structures and Improvements 29.32 -0.1% 2.91% 28.40 -0.1% 17.21% 2.92% 
342.00 Fuel Holdersand Accessories 29.33 -0.1% 2.94% 28.40 -0.1% 16.57% 2.94% 
343.00 Prime Movers 29.32 -0.1% 2.91% 28.40 -0.1% 17.33% 2.91% 
344.00 Generators 
345.00 Accessory Electric Equipment 29.32 -0.1% 2.91% 28.40 -0.1% 17.41% 2.91% 
346.00 Miscellaneous Power Plant Equipment 29.33 -0.1% 3.02% 28.40 -0.1% 14.53% 3.01% 

Total Solway Combustion Turbine 2.91% 28.40 -0.1% 17.25% 2.91% 

Fergus Falls Control Center 
341.00 Structures and Improvements 
342.00 Fuel Holders and Accessories 
343.00 Prime Movers 21.85 3.04% 20.90 36.46% 3.04% 
344.00 Generators 
345.00 Accessory Electric Equipment 
346.00 Miscellaneous Power Plant Equipment - -- 

Total Fergus Falls Control Center 3.04% 20.90 36.46% 3.04% 
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ATTACHMENT NO. 2

OTTER TAIL POWER COMPANY
2009 ANNUAL REVIEW OF DEPRECIATION CERTIFICATION

PROPOSED REMAINING LIVES & SALVAGE FOR USE IN 2010

Account 
Number Class of Utility Plant

Remaining 
Life (Yrs)

Net Salvage 
(%)

Amortization 
Period (Yrs)

STEAM PRODUCTION
Big Stone 

311-101 Structures & Improvements 15.18 -8.8%
312-101 Boiler Plant Equipment 15.19 -8.8%
314-101 Turbogenerator Units 15.19 -8.8%
315-101 Accessory Electric Equipment 15.18 -8.8%
316-101 Misc. Power Plant Equipment 15.19 -8.6%

Hoot Lake - Units 2 & 3
311-102 Structures & Improvements 10.35 -11.2%
312-102 Boiler Plant Equipment 10.36 -11.2%
314-102 Turbogenerator Units 10.35 -11.2%
315-102 Accessory Electric Equipment 10.35 -11.2%
316-102 Misc. Power Plant Equipment 10.36 -11.1%

Coyote
311-103 Structures & Improvements 19.94 -5.0%
312-103 Boiler Plant Equipment 19.94 -5.0%
314-103 Turbogenerator Units 19.95 -5.0%
315-103 Accessory Electric Equipment 19.94 -5.0%
316-103 Misc. Power Plant Equipment 19.96 -4.7%

HYDRAULIC PRODUCTION
Hoot Lake Hydro Unit

331-131 Structures & Improvements 12.28 0.0%
332-131 Reservoirs, Dams & Waterways 12.28 0.0%
333-131 Water Wheels, Turbines & Gen. 12.29 0.0%
334-131 Accessory Electric Equipment 12.30 0.0%

Wright Hydro Unit
331-132 Structures & Improvements 12.29 0.0%
332-132 Reservoirs, Dams & Waterways 12.30 0.0%
333-132 Water Wheels, Turbines & Gen. 12.30 0.0%
334-132 Accessory Electric Equipment 12.30 0.0%
335-132 Misc. Power Plant Equipment 12.29 0.0%

Pisgah Hydro Unit
331-133 Structures & Improvements 12.29 0.0%
332-133 Reservoirs, Dams & Waterways 12.28 0.0%
333-133 Water Wheels, Turbines & Gen. 12.30 0.0%
334-133 Accessory Electric Equipment 12.30 0.0%
335-133 Misc. Power Plant Equipment 12.30 0.0%

Dayton Hollow Hydro Unit
331-134 Structures & Improvements 12.29 0.0%
332-134 Reservoirs, Dams & Waterways 12.29 0.0%
333-134 Water Wheels, Turbines & Gen. 12.30 0.0%
334-134 Accessory Electric Equipment 12.30 0.0%
335-134 Misc. Power Plant Equipment 12.30 0.0%

Taplin Gorge Hydro Unit
331-135 Structures & Improvements 12.27 0.0%
332-135 Reservoirs, Dams & Waterways 12.29 0.0%
333-135 Water Wheels, Turbines & Gen. 12.26 0.0% Page 1 of 3
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334-135 Accessory Electric Equipment 12.29 0.0%
335-135 Misc. Power Plant Equipment 12.30 0.0%

Bemidji Hydro Unit
331-138 Structures & Improvements 12.30 0.0%
332-138 Reservoirs, Dams & Waterways 12.29 0.0%
333-138 Water Wheels, Turbines & Gen. 12.30 0.0%
334-138 Accessory Electric Equipment 12.27 0.0%
335-138 Misc. Power Plant Equipment 12.28 0.0%

OTHER PRODUCTION
Jamestown Unit 1

341-140 Structures & Improvements 10.35 -0.6%
342-140 Fuel Holders & Accessories 10.35 -0.6%
343-140 Prime Movers 10.36 -0.6%
345-140 Accessory Electric Equipment 10.35 -0.6%
346-140 Misc. Power Plant Equipment 10.36 -0.6%

Jamestown Unit 2
341-142 Structures & Improvements 10.36 -0.6%
342-142 Fuel Holders & Accessories 10.35 -0.6%
343-142 Prime Movers 10.35 -0.6%
345-142 Accessory Electric Equipment 10.36 -0.6%
346-142 Misc. Power Plant Equipment 10.35 -0.6%

Lake Preston
341-141 Structures & Improvements 10.35 -0.9%
342-141 Fuel Holders & Accessories 10.35 -0.9%
343-141 Prime Movers 10.35 -0.9%
345-141 Accessory Electric Equipment 10.35 -0.9%
346-141 Misc. Power Plant Equipment 10.35 -0.9%

Fergus Falls Control Center
343-143 Prime Movers 20.90 0.0%

Solway Combustion Turbine Plant
341-144 Structures & Improvements 28.40 -0.1%
342-144 Fuel Holders & Accessories 28.40 -0.1%
343-144 Prime Movers 28.40 -0.1%
345-144 Accessory Electric Equipment 28.40 -0.1%
346-144 Misc. Power Plant Equipment 28.40 -0.1%

Langdon Wind Energy Center
341-160 Structures & Improvements 23.50 0.0%
344-160 Generators 23.50 0.0%
345-160 Accessory Electric Equipment 23.50 0.0%

Ashtabula Wind Energy Center
341-161 Structures & Improvements 24.50 0.0%
344-161 Generators 24.50 0.0%
345-161 Accessory Electric Equipment 24.50 0.0%

Luverne Wind Energy Center
341-162 Structures & Improvements 25.00 0.0% Page 2 of 3
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344-162 Generators 25.00 0.0%
345-162 Accessory Electric Equipment 25.00 0.0%

TRANSMISSION
353 Station Equipment 49.36 -5.0%
354 Towers & Fixtures 41.89 -10.0%
355 Poles & Fixtures 47.61 -50.0%
356 Overhead Conductor & Devices 43.04 -30.0%
358 Underground Conductor & Devices 10.48 -5.0%

DISTRIBUTION
362 Station Equipment 28.13 5.0%
364 Poles, Towers & Fixtures 47.02 -75.0%
365 Overhead Conductor & Devices 40.45 -100.0%
367 Underground Conductor & Devices 21.27 -5.0%
368 Line Transformers 23.90 50.0%
369 Overhead Services 30.41 -150.0%

369.1 Underground Services 32.10 -20.0%
370 Meters 21.94 0.0%

370.1 Load Management Switches 11.16 0.0%
370.20 Interruption Monitors 5
371.20 Other Private Lighting 16.61 10.0%

373 Street Lighting & Signal System 10.30 -5.0%

GENERAL PLANT
Depreciable

390 Structures & Improvements 37.48 10.0%
390.1 General Office Buildings 20.89 -5.0%
390.2 Fleet Service Center Buildings 16.14 -5.0%
390.3 Central Stores Building 25.56 -5.0%
396 Power Operated Equipment 16.72 5.0%

397.4 Communication Towers 16.10 5.0%

Amortizable
391 Office Furniture 15

391.1 Office Equipment 10
391.2 Duplicating Equipment 10
391.5 Computer Systems 5
391.6 Computer Related Equipment 5
394 Tools, Shop & Garage Equipment 15

394.2 Automated Meter Reading Equip. 15
395 Laboratory Equipment 15
397 Communication Equipment 15

397.1 Radio Telecom Equipment 10
397.2 Microwave Equipment 15
397.3 Radio Load Control Equipment 10

Source is Statement A from Foster Report

Page 3 of 3
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Future Additions and Retirements 
 
As indicated at the bottom of Page 4 in the 2009 Technical Update (Annual Review): 
“Minnesota State Agency Rules 7825.0700, Subpart 2-B provides that each utility shall disclose 
a list of any major future additions or retirements to the plant accounts that the utility believes 
may have a material effect on the current certification results.” The Company is unaware of any 
major future additions or retirements that would materially affect the current certification results 
with the exception of a wind generation project that is currently under construction, the Luverne 
Wind Center located in east-central North Dakota. 
 
The entire 169.5 megawatt Luverne Wind Farm will consist of 113 wind turbines of which Otter 
Tail will own 49.5 megawatts or 33 turbines. NextEra Energy Resources, LLC, an affiliate of 
FPL Group will operate the center in conjunction with its remaining ownership interest. The 
center is expected to be commercially operational in late 2009. Much like the last two years’ 
filings we are requesting depreciation certification for these new wind generation assets using a 
25-year life and zero salvage.  Otter Tail has less than two years of history in owning wind 
generation and there is limited history for regulated wind generation.  Based on discussions with 
other regulated electrical industry players who already have or soon will have wind generation, 
we believe it is reasonable to request a 25-year life with zero salvage value.  
 
It is the Company’s practice to also discuss potential future additions and retirements that may 
have a material effect on future depreciation expense or future certification results. Last year’s 
five-year depreciation study provided a comprehensive analysis of such issues and included an 
update on a variety of topics.  
 
On July 1, 2005, the Company filed its latest Resource Plan (Docket No. E017/RP-05-968), 
which provided information on our plans for future generation (see Attachment 4 for a 
reconciliation between the Resource Plan and this depreciation filing). The initial Resource Plan 
filing has been updated twice, in October 2006 and in January 2008, to reflect changes in cost 
and timing of future resources. The Resource plan, including the updates, was approved on 
March 18, 2009 and indicates a new Big Stone II baseload resource to be added in the future. 
Otter Tail’s share of this jointly owned facility would be approximately 120 MW. Because these 
efforts are still in the permitting and planning stage, they will not impact current depreciation 
results.   
 
The Company continues to explore other wind generation projects that could materialize in 
future years. These may or may not come to fruition depending on many factors including the 
outcome of future federal government policy decisions. 
 
As indicated in last year’s depreciation filing, the trend continues for steam plant depreciation. 
As we approach the latter portion of a steam plant’s forecasted service life, the impact on 
depreciation expense due to new additions grows exponentially. The additions are still necessary 
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in order to achieve the current forecasted retirement date. However the recovery period 
(remaining life) declines each year, such that the later life additions result in a larger remaining 
life depreciation expense. The Company continues to evaluate the condition of its existing steam 
and peaking plants and the related costs to continue operation of these plants past their current 
service lives designated for accounting purposes. This will be addressed in the Company’s next 
Integrated Resource Plan (IRP) filing. In conjunction with the steam plant depreciation expense 
trend and our internal generating plant evaluations, the Company has adopted a new policy this 
year. Each year the internal review of generating assets will determine if the assets can still be 
operated economically for another ten years (minimum relevant operating range). If so, a 
minimum life of 10 years will be used for depreciation purposes. Additionally, in recognition 
that major baseload generation facilities take a considerable amount of lead time and to ensure 
that a sizeable majority of generating assets are not retiring simultaneously, the policy maintains 
that a minimum of five years separation of remaining life intervals are maintained between major 
generating plants. 
 
The Minnesota Public Utilities Commission (MPUC) “Order Accepting Resource Plan Change” 
(Docket No. E-017/RP-05-968) dated March 26, 2009, requires that: “In its first depreciation 
filing that includes new peaking generators, Otter Tail shall compare the last rate case’s short 
term peaking capacity costs to the peaking capacity costs of the new generators.” Because Otter 
Tail is still evaluating its peaking capacity options and has not made a final decision on which 
peaking option to pursue, there is no information to report to fulfill the requirements of the above 
Order. 
 
Transmission issues continue to evolve in response to the Federal Energy Regulatory 
Commission (FERC) initiatives on open access and Otter Tail’s related decision to join the 
Midwest Independent System Operator (MISO). The Company has joined with other area 
utilities to study future transmission needs in Minnesota (CapX 2020) and to develop 
coordinated solutions that may lead to significant investment. In August of 2007 the CapX 
utilities filed a Certificate of Need with the MPUC for three 345 KV transmission projects. The 
certificate of need was granted in 2009 and routing decisions are expected in 2009 or 2010.  
Construction of the lines is expected to be completed three or four years thereafter. Additionally 
as part of the CapX2020 effort, Otter Tail, along with other area utilities, filed on July 9, 2009, a 
Certificate of Need in Minnesota for a 230-kilovolt transmission line between Bemidji and 
Grand Rapids on March 17, 2008. The Certificate of need was granted. The Company and the 
other participating regional utilities were granted a final certificate of need and route permit in 
Minnesota in 2008 and a route permit in South Dakota in 2007 for Big Stone Transmission.  Big 
Stone Transmission is a project to interconnect the Big Stone II project to the electrical system.  
Construction of that line is expected to be completed four years after the start of construction.  
Other than Big Stone Transmission and CapX2020 previously mentioned, Otter Tail has not 
specifically identified any other major developments for transmission property that would 
materially affect future depreciation certification. 
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The Company is due to file its next Integrated Resource Plan (IRP) on October 6, 2009. That IRP 
will incorporate the future steam plant forecasted service lives included in the 2008 Depreciation 
Certification Study, with the exception of those facilities that incur expected licensing or 
operational modifications during the study period of the Resource Plan. On August 14, 2009 the 
Company filed a request to delay this IRP for one year.  
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Comparison of Resource Plan to Annual Review

Retirement Dates
Generating Unit Resource Plan             

(2006 - 2020)
2009 Depreciation 
Study (Attachment 

No. 1)

Difference Comments

WIND
 Langdon Wind Energy 

Center
Not specifically modeled 
as ownership in IRP

2033 N/A

 Ashtabula Wind Energy 
Center

Not specifically modeled 
as ownership in IRP

2034 N/A

 Luverne Wind Energy 
Center

Not specifically modeled 
as ownership in IRP

2035 N/A

HYDRO 
(see Existing Resources 6-5) 

 6 units in 5 dams on the 
Otter Tail River, FERC 
licensed

No retirement date 
discussed - beyond study 
period

2021 None No change.

 2 units on outlet of Lake 
Bemidji – not subject to 
FERC jurisdiction, 

No retirement date 
discussed - beyond study 
period

2021 None No change.

PEAKING FACILITIES 
(see Existing Resources 6-7)

 Jamestown Combustion 
Turbines - 2 units

No retirement date 
discussed 

2019 1 year No change since previous five year 
study, difference not considered 
significant (See Note 1 below)

 Lake Preston 
Combustion Turbine

No retirement date 
discussed 

2019 1 year No change since previous five year 
study, difference not considered 
significant (See Note 1 below)

 Solway Combustion 
Turbine

No retirement date 
discussed - beyond study 
period

2038 N/A No change.

Page 1 of 1

period
 Fergus Control Center 

Diesel
No retirement date 
discussed - beyond study 
period

2030 N/A No change.

BASE LOAD RESOURCES

(see Existing Resources 6-9) 
      Hoot Lake Plant :

o       Unit 1 – Retirement at December 31, 
2005

N/A, Retired 
December 31, 2005

None Retirement Completed.

o       Units 2 & 3 – Retirement at December 31, 
2017

2019 2 years 2 years added

      Big Stone Plant No retirement date 
discussed 

2024 None

      Coyote Station No retirement date 
discussed - beyond study 
period

2029 None

Note 1:

The  Resource Plan (RP) filed on July 1, 2005 covers the period through the summer season of 2020, but it did not specifically address the retirements of the 
three peaking units or Big Stone Plant (2019 and 2020, respectively, in the  then current depreciation study). The IRP is a 15-year analysis.  The near term is 
intended to be very specific with regard to resource changes, additions, retirements, etc.  The long-term is much more uncertain and identifies resources that a 
utility is likely to use.  These facilities with an accounting retirement date at the end of the IRP period may or may not continue to operate beyond that time.  It is 
far too early to make any decisions regarding these facilities, and attempts to study their potential retirement in the IRP would simply have complicated the 
critical earlier portion of the IRP period.  On the other hand, the depreciation study is intended to be an exact forecast, to be used for appropriate recovery of 
existing investment. The IRP is far less exact in the long term.   So, there is a natural potential difference between the purpose of the two filings. For the first 13 
years of the 15-year planning period, the two filings are in exact agreement. 
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