Memorandum

To:  Commissioners Brian P. Kalk, Randy Christmann and Julie Fedorchak

From: Victor Schock - Public Utility Analyst

Date: September 28, 2016

Re: Otter Tail Power Company 2015 Electric Operations Annual Report
Case No. PU-16-188

| recommend the commission close the above captioned case which is the North
Dakota annual report filing for 2015. | will include a motion to close the case on the
October 5, 2016 consent agenda.

Otter Tail Power Company (OTP) provides electric service to about 58,515 customers in
North Dakota. Staff has reviewed the company’s annual report filing for 2015. The
company’s return on equity was 10.93% in 2015. The commission authorized a rate of
return of 10.75% in the most recent rate case (PU-08-862). With that in mind, the
company over earned by about $540,000 in 2015. When considering the impact of
weather, their return rate would have been 11.13% if it were a ‘normal’ year.

It is worth noting that OTP managed to over-earn in a year that other utilities in North
Dakota under-earned to the point of needing to file a rate case. OTP did this in a year
that a significant investment in the Big Stone plant was added to their rate base. OTP
has been able to reduce expense categories related to company operations such as
sales, admin and general, customer service and accounting. All of these factors will put
OTP North Dakota rate payers and the company in a better financial position to move
into OTPs next round of resource additions to replace the units being retired.

Due to the relatively low value of over-earning, staff sees no reason to further
investigate and recommends that the commission close the above captioned. case.

Attached are staff generated summaries of OTP ND electric earnings for the last ten
years.

Attachment 1 — Return Calculation
Attachment 2 — Net Operating Income

C: Stuart Tommerdahl, OTP
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