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May 8,2013

OJTER TA 1
POWER COMPANY

Mr. Darrell Nitschke
Director of Admin./Executive Secretary
North Dakota Public Service Commission
State Capitol
600 East Boulevard, Dept. 408
Bismarck, ND 58505-0408

RE: UPDATE to In the Matter of Otter Tail Power Company's Application to Establish an
Environmental Upgrades Cost Recovery Rider and Tariff.
NDPSC Case Nos. PU-13-84 and PU-13-79

Dear Mr. Nitschke:

Please find enclosed an update to Otter Tail Power Company's ("Otter Tail's") Application to
Establish an Environmental Upgrades Cost Recovery Rider ('ECR") and Tariff (NDPSC Case Nos.
PU-13-84 and PU-13-79). Updated Schedules 2-4 are attached to this filing. This update is being
made to adjust the application for a lower projected cost for the project and the initial recovery period
has been adjusted to reflect that the ECR rates are likely to become effective three months later than
originally assumed.

The project has finalized contracts for procurement of approximately 90 percent of the project costs.
With a large percentage of the costs under contract, the project has revised its total capital budget
significantly from the original $489 million to $405 million (Otter Tail's North Dakota share of the
project was originally forecast at $105 million and is now forecast at $87 million). The new budget is
17.5 percent lower than the original budget for the project. The large reduction in the original budget
is a result of the following four factors:

Prudent design/engineering modifications is the first factor, accounting for approximately 45
percent of the reduction. Through prudent engineering and hard work there have been a
number of changes in the design and specifications, resulting in considerable cost savings
Without compromising the performance or operability of the project. One example is the
changes to the requirements and design of the boiler modifications that eliminated major
structural changes originally contemplated. Another example is the reuse of the plant's 13.8Kv
switchgear that was recently replaced. This reuse eliminates the need for a new plant
substation and transformer to feed the AQCS Project. These and other changes yielded the
largest share of the reductions.

/1/i I qiii/ C )ppor/imiii b,,ker	 4 c,IrERTAIL rr',v

john
Text Box
24    PU-13-79    Filed 09/17/2013     Pages: 8
        Exhibit OTP-2 from Sept. 16 formal hearing 
        Otter Tail Power Company

john
Text Box
25    PU-13-83    Filed 09/17/2013     Pages: 8
        Exhibit OTP-2 from Sept. 16 formal hearing 
        Otter Tail Power Company

john
Text Box
25    PU-13-84    Filed 09/17/2013     Pages: 8
        Exhibit OTP-2 from Sept. 16 formal hearing 
        Otter Tail Power Company

john
Text Box
23    PU-13-85    Filed 09/17/2013     Pages: 8
        Exhibit OTP-2 from Sept. 16 formal hearing 
        Otter Tail Power Company



Mr. Darrell Nitschke
May 8, 2013
Page 2

2. The second factor is the project delivery method, timing and market conditions. This accounts
for approximately 35 percent of the reduction. With the combination of the project delivery
method, General Work Contract target pricing methodology, and a "buyer's market" we have
been able to take advantage of many very competitive situations that have often yielded bid
prices below the expected market. This was not coincidental. We selected the project delivery
method to allow us to get to the market at the right time, and we have aggressively pushed
ahead to try and be in the market during this opportune time.

3. The third factor is project management. Otter Tail Power Company ("Otter Tail") has taken on
the duties of construction management for the project. With a project delivery method focused
on having a single contractor for the construction of the AQCS equipment, the partners felt
Otter Tail could take on the construction management of the project rather than using a third
party. We have added very experienced people to the project staff to ensure that this is a
success. This change accounts for approximately 1 3 percent of the reduction.

4. The final factor is a change to the contingency for the project. Being at a point where so much
of the project is under contract, we went through an extensive effort to evaluate the
contingency needed for the rest of the project. The outcome was a lowering of the contingency
level for the project that accounts for about 7 percent of the reduction.

The attached updated schedules 1-4 also include the impact of a change in the recovery period and in
the billing deterrniniants. The schedules are also updated to include actual data through March 2013.

Cost Recovery impacts of Change in Budget, Revised Recovery Period and Billing
Determinants

The original proposal calculated the ECR rates using an effective date of April 1, 2013 and a recovery
period of April 2013 - March 2014. Because it appears this case will take a bit longer than originally
expected, this update has recalculated rates using an effective date of July 1, 2013, with a recovery
period of Jul), 2013- March 2014. The new implementation date shortens the recovery period by
three months. The revised budget decreases revenue requirements from $4,983,015 to $4,308,473
(or 13.5 percent) over the period of January 2013 through March 2014 (Updated Attachments 2 and
4). The percent reduction in revenue requirements will not necessarily match the overall reduction in
the budget due to the various recovery periods.

The proposed rates are computed assuming the total proposed revenue requirement is effective
January 1, 2013 through March 3 I, 2014. As noted in the original filing, "if the effective date is
significantly later than April 1, 2013, OTP requests the option to recalculate the rate in order to
recover all approved costs over the remainder of the proposed recovery period."

While conducting a review of the forecast billing determinants, the forecasted kWh were discovered
to be inconsistent with the kWh forecast used in the recently updated renewable rider. The new
billing determinants for the 12-month recovery period originally proposed would have been 1,802,403
MWH versus the billing determininates originally filed of 1,643,885. Due to the shortened recovery
period Otter Tail is now proposing, the proposed billing determininates for the now nine-month period
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are 1,394,1 98. The combination of the reduction in the revenue requirements and the change in
billing determinants with a shortened recovery period create only a small increase in the rate (Updated
Attachment 3). The table below summarizes the change in rate as a result of the updated budget and
kWh forecast.

Original Proposed Proposed Rate based on

	

Rate from 2/08/13	 updated billing
Filing	 determinants and revised

Rate Type 	 project budget
kWh Rate	 $0.00303	 $0.00309

The change in billing determinants combined with the shorter period for which revenue requirement
will be collected creates a proposed rate that is only 1.9 percent higher than the rate originally
proposed.

While the initial rate increases slightly under the revised proposal. the subsequent 12-month rate
(April 2014— March 2015). which was expected to be $0.00539 at the time of the initial fllng. is now
expected to be $0.00415 or almost 23 percent less due to the budget reduction.

As in the initial filing in this case, Otter Tail proposes that final approved rates and the corresponding
rate schedule pages be submitted in a compliance filing in this case.

Please refer all inquiries regarding this filing to Pete Beithon at (218) 739-8607 or
pbeithon(i/otpco,com.

Sincerely,

ETE BE1THON
Pete Beithon
Manager, Regulatory Recovery

din
Enclosures
By electronic filing and U.S. mail
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Summary of Revenue Requirements

Line
No Revenue Requirements	 2013-2014

1	 AQCS	 $4,247,862

2	 Carrying Cost	 60,611

3 ITotal	 $4308473
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North Dakota Revenue Requirements
	 $4,308,473

Billing kWh	 Rate per kWh	 Total Revenue
All Classes	 1,394,197,885	 $000309	 $4,308,473
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-	 2013	 2014
Line TRA CKER SUMMARY	 January	 February	 March	 April	 May	 June	 July	 August	 September	 October	 November	 DecmrnbOr

ted
	January	 February	 March	 Collection

No. Rogroivernerrtu Conrpareoi to Billed.	 Actual	 Aoloal 	 Actual	 Projected	 Projected	 Projected	 Projacted
	 Projected	 Projected

	 Projected	 Projected	 Projec	 Projected	 Projected	 Projected	 Perion
Revenue Requirements

I	 Ar Quality Control Syvtenr 	 214,209	 214,209	 214.209	 214.209	 214,209	 214.209	 214,209	 214,209	 214.209	 214,209	 214.209	 214,209	 559,118	 559.118	 559.118	 4,247.852

3 80106 (forecast kWh x adj factor)	 0	 0	 0	 0	 0	 0	 391,222	 404,723	 405,683	 390.614	 458,001	 525.356	 599,155	 586,853	 536.867	 4,308.473

O Difforer,ve	 214,209	 214,209	 214.209	 214,209	 214,209	 214.209	 177,013)	 190,514)	 191,474)	 176.405)	 (243,792)	 (311,147)	 (42037)	 (37,735)	 22,251
6 Carrying Charge	 1,538	 3,087	 4,647	 6,216	 7.801	 9,395	 8,192	 6,883	 5,557	 4,331	 2.611	 396	 112	 158)	 62611
7 Crrr,ulot,vcorffernrrce 	 214,209	 429,956	 647,252	 866,109	 1,086,536	 1,308,547	 1,140,930	 955,607	 774.0)7	 603,168	 363,708	 55,173	 16,531	 (22,092)	 (0)

	

Carrying Charge Calculation	 1,538	 3,087	 4,647	 6.210	 7,801	 9,395	 8,192	 6,883	 5,557	 4,331	 2,611	 396	 112	 (159)	 (0)
10 CurrrulehveC000yrrgCharge 	 1,538	 4,625	 9,272	 12491	 23,292	 32688	 40,875	 47,762	 53,320	 57,650	 60.262	 60658	 60,769	 60611	 60,611
11 Carrying 0001	 8.62%	 8.62%	 8.62%	 8,62%	 8.62%	 8.62%	 8.62%	 86254	 8.62%	 8.62%	 8,52%	 8.62%	 8.62%	 8.62%	 8.62%
12
13
14 Forecasted 50)00 (fufWh(	 126,597	 130.966	 131,277	 126,401	 148,207	 170,002	 193,883	 193,138	 173.727	 1.394,198

Jan 2013-

	

SUMMARY	 Jon 2014

Revenue requrrnrrrrr,t6 	 64,247,862
Carrying Charge	 60,611

Total Return on COUP 	 64,308,473

J4t9 2013- March 2014 projected sales in rrrWl	 1,394,198

	

Average Rate	 90.00309
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-	 YearS-n	 2012	 2013	 2013	 2013	 2013	 2013	 2013	 2013	 2013	 2013	 2013	 2013	 2013	 2013
Line	 Actual

	
Actual	 Actual	 Actual	 Projected	 Projected	 Projected	 Projected	 Projected	 Projected	 Projected	 Projected	 Projected	 Projected

- N..-

	

	Total	 January	 February	 March	 AprIl	 May	 June	 July	 august	 September	 October	 November	 December	 Total
IRATE BASE

1	 Planroalnrrvn	 0	 0	 0	 0	 0	 0	
10
	 0	 0	 0	 0	 0	 0

2	 Avcvrnvlated.Deprecialorr 	 0	 S	 0	 0	 0	 S	 0	 0	 0	 0	 S	 0	 0	 S
3 Net PlunfinSerurce	 S	 S	 0	 0	 S	 S	 0	 0	 S	 0	 0	 S	 S	 S
4	 CWIP	 21830742	 22091047	 23.469065	 28 313,072	 31705589	 40523630	 49,466 684	 56518590	 04.287,371	 72.632.706	 60,945 305	 90,325,701	 97.435.284	 87435,204
5	 Accvrnvlarcd Dnfened income Taneu Fedederul & State	 0	 S	 0	 0	 0	 5	 0	 0	 S	 0	 0	 0	 S	 S
6 Ending RateBase	 21 636,742	 22,091647	 23.469,080	 26,313 672	 31.78,589	 40.523,030	 49.466.604	 96,910,595	 34,28T371	 72,632,706	 60 945,305	 90.329.701	 97,435 264	 97,436,284

8 Average Bale Base	 4,306,767	 4.350,767	 4.356.767	 4,356.767	 4.356 767	 4.306 767	 4,356,701	 4.356,757	 4356767	 4,356,767	 4356.767	 4,356.767	 52,281 .200

10 Rntvmn no ReIn Base 	 375 377	 370,377	 370,377	 375,377	 375,377	 375,377	 375,377	 375,377	 375 377	 375.377	 375.377	 _331Z	 4504 529

12 Available for Return )cqvitypertorr of etc bane) 	 249618	 249.218	 746 418	 246,616	 249,510	 249 AlA '	 45 618	 249,618	 249.618	 246,619	 249 618	 249610	 2995,413
13
14 EXPENSES
15 O&MandScprcciation
16	 OperenrrgCocts 	

10
	 0	 0	 5	 S	 0	 0	 0	 0	 0	 5	 0

17	 PlOpelfylac	 0	 0	 0	 0	 0	 0	 0	 0	 0	 0	 0	 0	 0
18	 000kDeprecietion	 5	 5	 0	 0	 0	 0	 0	 0	 0	 0	 0	 0	 0
19 Total O&M and Deprociatron Expense	 0	 0	 0	 0	 0	 0	 0	 0	 0	 5	 0	 0 
20
21 ilvOme before Tanes
22	 Avis able for Refurrr (from above)	 249 618	 240,018	 249,610	 249616	 249,610	 249.616	 249.018	 249610	 249,610	 249 618	 249.018	 249,618	 2.995.413
23 Tacabie 111001cc (grossed up)	 1.6220	 404,879	 404,879	 404,079	 404,879	 404,079	 404,879	 404,679	 404.879	 404,879	 404,878	 404,879	 404,879	 4,858,543
24
25 Income Taues
26	 Currerrf and Del Income laces 	 3035%	 155,261	 155,261	 155,261	 155 261	 155,261	 155,261	 155,261	 155,261	 155,201	 155,261	 155,201	 155,261	 1,063,130
27 Total Income Tan Expense	 105,261	 155261	 155261	 155,261	 150,261	 155,261	 155261	 155,261	 155,261	 155,261	 155261	 155,261	 1,063,130
20
29
30REVENUE REQUIREMENTS
31	 Ecpensec	 155.261155,261	 155,261	 155.261	 155,261	 115,261	 155,2At	 155,261	 155261	 155,261	 55,251	 155,261	 1,853.130
32	 Retum on Rule Bess	 375377	 375377	 375 377	 370,377	 375377	 375,377	 375377	 375,377	 375 377	 375,377	 375,377	 375,377	 4,504,529
33 SubtotalRevenve Requirements	 530 631	 530,638	 530,638	 530,638	 530.630	 530,630	 530,530	 530.638	 530,638	 530,638	 530,630	 530,638	 6,307,659
34	 Adjustments
35 Total Revenue Requiremrentc	 030.631	 530,638	 530 636	 530.638	 530.630	 530,630	 530,630	 530,630	 530 638	 530,838	 530,638	 535 638	 6.367.659
36
37	 BaseDemand Factor 	 66,07%	 354.027	 354,627	 354,627	 354.827	 354,027	 354,827	 354,027	 354.827	 354.027	 354,027	 354,027	 354.827	 4,257.021
38	

Peak 
DerrrcrrdFactnr	 33.13%	 175.811	 175,611	 175.611	 175,611	 170,811	 175,811	 175.811	 175.011	 175,811	 175.811	 175.011	 175.811	 2.1 00,730

39
40	 NOrth Dakota shvre - If taylor	 397305%	 140 576	 140,976	 140.976	 f40 976	 140.976	 140.976	 140,876	 140,976	 140.976	 140 976	 140,976	 140.576	 1,691,7190
41	 NOrth Dakota Shale-Sf factor	 41.6544%	 73,233	 73,233	 73.233	 73,233	 73.233	 73,233	 73.233	 73,233	 73,233	 73,233	 73,233	 73.233	 070,79
42 NO Revenue Roquitemcnts	 214 209	 214 209	 214.205	 214,209	 214.209	 214.209	 214,209	 214.209	 214.209	 214,209	 214.200	 214,209	 2.570,509
43
44	 0	 0	 0	 0	 0	 0	 5	 0	 0	 0	 0	 0	 0
45 Total North Dakota Shore	 214209	 214,208	 214.209	 214,209	 214.280	 214.205	 214.209	 214,209	 214,209	 214,209	 214.209	 214,209	 2,570,509

Line
No

SUPPORTING INFORMATION/DATA

2	 ND Cup Sfnccturo wrth allcvced ROE per Order.
3	 Capital Snuctcte	 Ratio	 Cost	 WA Cost	 Peoperty tan
4	 Debt	 43.11%	 6.30%	 2.72%	 2013 corrrpositerafr 	 0.00%
5	 Preformed eguily	 360%	 4.75%	 0.17%

Cornmonequiry	 53.30%	 10.75%	 5.73%
7	 70101	 100,00%	 8,02% Overall Return

6	 Book	 Tao
IS
	

Project life (ye—,	 007-ynar MACRS

12	 Federal	 State
13	 Sf11 ryl 4 I	 ,93835	 332056	 515%
14	 7w conversion ta ylor	 1,62149
15	 Bane Dernond Faulor	 6687%
16	 Peak Demand Favlvr	 33,13%
17	 ND 64210- Er lacicr	 367300%
10	 ND share -Dr luclor	 41.8564%
19
20Deterred Tao
21 000k depmccuunn	

I1
	 0	 0	 S	 0	 0	 0	 0	 0	 5	 0	 S

22 Tan deprncraccn-Fedemal 	 S	 S	 S	 S	 5	 0	 0	 0	 0	 0	 0	 0	 0
23 Too deprecintcn-Stale	 5	 0	 5	 0	 0	 5	 5	 5	 0	 0	 5	 0	 5
24Federal deferred income tmes 	 35.00%	 0	 5	 0	 0	 0	 0	 0	 0	 0	 5	 5	 0
25 Stale deferred income taxes 	 5	 0	 0	 0	 0	 0	 0	 0	 0	 5	 0	 0	 0
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1	 arPlant Balce
2	 Accumulated. DepreciaTor
3 Net Plant fl SerOrce
4 CWIP
5	 Accumulated Deferred Income Taxes Fedederal & State
6 Ending RatrBase

8 Average Rate Base

18 Butrii on Pale kayo

12 Availebln for return (equity porbon cf rate have)
to
14 EXPENSES
IS O&M and Depreciation
16	 OpOrafirtg Cools
17	 Property Tar
18	 Bunk Deprecabor
19 Tntat O&M and Depreci050n Expense
20
2 
1 

Ircome belcre Texas
22	 Acadable for Return (from above)
23 Tunable Income grossed up)	 1,622D
24
25 Income Taoeo
26	 Current and Del lncnme Taxes 	 38.359
27 Total Income Tao Expense
28
29
30 REVENUE REQUIREMENTS
31	 Eopenses
32Retu rn on Rate Base
33 Subtotal Revenue Requirements
34	 Adjustments
35 Total Revenue Requirements
36
37	 Bane Demand Factor 	 66.879
38	 Frau Demand Factor	 33.139
39
40	 North Dakota share - El factor	 3973099
41	 Nnrth Oaknta share- Of factor	 4165449
42 ND Revenue Requirements
43
44
45 Total North Dakota Share

Updated Attachment 4
Page 3 of 3

20t4	 2014	 2014	 2014	 2014	 2894	 20t4	 20f4	 2014	 2014	 2014	 2014	 2094

	

Projected	 Projected	 Projected	 Projected	 Projected	 Projected	 Projected	 Projected	 Projected	 Projected	 Projected	 Projected	 Projected
Janoam	 Febuary	 March	 OprIl	 May	 June	 JOlY	 Augost	 September	 October	 November	 December	 Total

	O0 	 0	 0	 0	 0	 0	 0	 0	 0	 0	 0	 0
	00 	 00	 0	 0	 0	 0	 0	 0	 0	 0	 0

	

0	 0	 0	 0	 0	 0	 0	 0	 0	 0	 0	 0	 0

	

105.892.446	 113.340,934	 119,640.029	 125,760,223	 131 698,932	 138,051,701	 144,121.002	 149,405 400	 t55,2f8,442	 160.224.315	 164.421,455	 l68,901,896	 168801 896

	

0	 0	 0	 0	 0	 0	 0	 0	 0	 S	 0	 0	 0

	

105,882 448	 113,340,934	 119 640,028	 125,760.223	 131,698,532	 138,001,701	 144.121.002	 149,405.408	 155,218,442	 160,224.315	 164,421,455	 168.801,896	 168,801.856

	

11,371 008	 11,371,808	 51.371.800	 11.371,800	 11,371,609	 11.071 956	 11301908	 11371,800	 11,uTf.AA6	 11.371.808	 I137f 008	 11,371,800	 136,461.698

	

979,791	 979,791	 979.791	 979.791	 970,791	 976.791	 979,791	 979.791	 975.791	 979,791	 970.791	 . 9_7i9u 791	 07ki
	601,540	 551500	 951 540	 051,340	 651,042	 651,540	 651,540	 651,540	 651,540	 651,040	 651.540	 6515407.816474

	

01
	 0	 0	 0	 0	 0	 0	 0	 0	 0	 0	 0

	

0	 0	 0	 0	 0	 0	 0	 0	 0	 0	 0	 0	 0

	

n	 8	 6	 fi	 0	 0	 0	 0	 0	 0	 0	 0	 0

	

1056783	 1 056 703	 1

	

411^71^11	 415,254	 415,254	 470^1^251	 4711^^214	 41)1114	 41)1.111	

4' 

:^2	 4D5,254	 405254	 411,211	 411^2'4

	

79,791	 979791	
212 11	 N "l	 37

	
1	

979,791	 979791	 '797	 ^7. 79 
1

	

1,385.045	 1,3B5,045	 1 385,045	 1.385,045	 1,385,045	 3131!iZ	 1,505:N5	 1 385,045	 1 385,045	 1,365045	 1.365A45	 1

	

1.385,045	 1,385,045	 1,385, 45	 1 .385rO45	 I 385,D45	 1,385,045	 1,385,045	 1,385,045	 1.385,045	 1.365,045	 1.365.145

	

926.151	 926,151	 926,151	 926,151	 926,1:1	 952:,151	 926,151	 926,1851	 b26,81:41	 b526^61 51	 S26,151	 326 

151

	

458,894	 458,894	 458,894	 458,894	 4 58, 
8 

4	 4 .894	 458894	 458, 94	
458	

4 8 94	 458894	 45131131)4

	

367968	 367,968	 367,968	 367,968	 367,968	 367 968	 367968	 367,968	 367968	 367,9-	 317^1	 117,111

11

to

t2
13
t4
15

17
f8
19
20Deferred Tao
21 Beck deprecierinr
22 Tax depreciatnn-Federd
23 Tac depreciation-State
24 Federal deferred Income tunes
25 State deferred income taxes

ND Cap Structure rtrlh all nwed ROE per order.

	

Caplal Sfl'vchire	 RaBo	 Coot
Debt	 43.11%	 630%

	

Preferred equity 	 3,60%	 4.75%

	

Common equity	 53.30%	 10.75%
Total	 100.00%

Rook	 Tax

	Project 19n (years)	 00	 7-year MACRB

Federal	 State
	sr lot ty TanR I	 38 . 35%	 3323k 	 6.16W
	To corversior factor	 1.62199

	

Base Demand Fuctcr	 66,8716

	

Peak Demand Fader 	 33,13%

	

ND are - El lncfcr	 39,7009%

	

ND share- Dl feeler	 41.5544%

	

0	 0	 5	 0	 0

	

0	 0	 0	 0	 0

	

0	 C	 0	 0	 0

	

0	 0	 0	 0	 0

	

0	 0	 0	 0	 0

WA Cost	 Property tea
2.72%	 2014 composite rate

017%5.73%
8.62% Overall Return

01
	 0	 0	 0	 0	 0	 0

0	 0	 0	 0	 0	 0	 0	 0
o	 o	 0	 0	 0	 0	 0	 0

11
	 0	 0	 0	 0	 0	 0

0	 0	 0	 0	 0	 0	 0	 0
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