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INTRODUCTION

PLEASE STATE YOUR NAME AND OCCUPATION.
My name is Christine L. Petersen. I am employed by Otter Tail Power Company (OTP
or Company) as Financial/Rates Analyst, Business Planning/Regulatory Accounting

Department.

DID YOU PREVIOUSLY FILE DIRECT TESTIMONY IN THIS PROCEEDING?
Yes. I filed Direct Testimony on behalf of OTP addressing some O&M Budget and

information related to pension and benefits.

PURPOSE AND OVERVIEW OF SUPPLEMENTAL DIRECT
TESTIMONY

WHAT IS THE PURPOSE OF YOUR SUPPLEMENTAL DIRECT TESTIMONY?

My Supplemental Direct Testimony explains: (1) the effects of updated information from
OTP’s actuary, Mercer, on OTP’s costs and O&M expenses for pension and Other Post-
Employment Benefits (OPEBs); (2) the effects of OTP’s $20 million contribution to its
pension made in 2018 on OTP’s Pension Asset and 2018 pension cost; (3) OTP’s
decision to retain its prior approach to capitalization of benefit costs under ASC 715
rather than expense all benefit costs; and (4) the overall impact of these matters on OTP’s

2018 Test Year North Dakota revenue requirement.

HOW IS YOUR SUPPLEMENTAL TESTIMONY ORGANIZED?

Section III explains the effects of the updated information from Mercer and OTP’s
decision to maintain its prior approach under ASC 715. Section IV explains the effect of
OTP’s $20 million contribution to its pension. Section V presents the overall impact of
all these factors on OTP’s 2018 Test Year North Dakota revenue requirement and my

conclusions.
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I11.

DID YOU USE ANY LABELING CONVENTIONS IN YOUR SUPPLEMENTAL
DIRECT TESTIMONY?

Yes. In the great majority of my Supplemental Direct Testimony, [ am presenting the
discussion on an OTP Total Company basis. When doing so, I have not used any further
description or parenthetical notation. = In some parts of my Supplemental Direct
Testimony, I present both OTP Total Company and North Dakota jurisdictional
information and I use the designations (OTP Total) and (OTP ND) when doing so.

MERCER UPDATES AND ASC 715

HAS OTP OBTAINED UPDATED INFORMATION FROM MERCER, ITS
ACTUARY, PERTAINING TO ITS 2018 PENSION AND OPEB COSTS?

Yes. OTP received updates from Mercer dated March 5, 2018 (Mercer 2018 Update). A
copy of the Mercer 2018 Update is attached to my Supplemental Testimony as Exhibit
____(CLP-2), Schedule 1.

DOES THE MERCER 2018 UPDATE PROVIDE THE ACTUAL LEVELS OF OTP’S
2018 PENSION AND OPEB EXPENSES?

Yes. Actual pension costs that are reflected in financial statements are determined on the
basis of actuarial calculations typically made at the beginning of a financial year.
Accordingly, the Mercer 2018 Update provides OTP’s actual pension and OPEB levels
for 2018. My testimony will explain both the change in actual costs for pension and
OPEB, but there is still an estimate associated with how much actual costs will be
included to O&M Expenses. Throughout my testimony I will refer to either total pension
or OPEB costs as what the Mercer 2018 Update has provided, and I will estimate the
amount that will be included in OTP’s O&M expense as OTP ND EST.

Case No. PU-17-398
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‘ 1 1. FAS 87 Pension Expenses

2 Q. WHAT IS THE UPDATED 2018 TEST YEAR O&M PENSION EXPENSE THAT
3 REFLECTS THE ASSUMPTIONS IN THE MERCER 2018 UPDATE?
4 A The updated 2018 Test Year Pension O&M expense is $4,734,907 (OTP Total) /
5 $1,918,086 (OTP ND EST).
6
7 Q. HOW DOES THAT EXPENSE LEVEL COMPARE TO THE O&M EXPENSE LEVEL
8 INCLUDED IN OTP’S INITIAL FILING IN THIS PROCEEDING?
9 A The 2018 pension O&M expenses have decreased by $120,802 (OTP Total) / $48,936
10 (OTP ND EST) from the level included in OTP’s initial filing in this proceeding.
11
12 Q. DID MERCER 2018 UPDATE REFLECT A CHANGE IN THE PENSION DISCOUNT
13 RATE AND EARNED RETURN ON ASSETS (EROA) FROM THE LEVELS USED
14 IN OTP’S INITIAL FILING?

v
>

Yes. The discount rates and the EROAs contained in the Mercer 2018 Update and in

—
(o)}

OTP’s initial filing are as follows:

17 Table 1
18 OTP Pension Discount Rates and EROAs
Initial Mercer 2018 Increase/
Filing Update (Decrease)
Discount Rate: 4.10% 3.90% (0.20%)
EROA: 7.00% 7.50% 0.50%
19
20 Q. PLEASE BRIEFLY DESCRIBE THE EFFECT ON OTP’S PENSION COSTS OF THE
21 DECREASE IN THE DISCOUNT RATE.
22 A The Mercer 2018 Update decrease in the pension discount rate from 4.10 percent to 3.90
23 percent reflected declining interest rates on high quality bonds. If all other factors had
24 remained unchanged, the decrease in the discount rate would increase OTP’s pension
25 costs by approximately $900,000 (OTP Total) / $365,000 (OTP ND).
26
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PLEASE BREIFLY DESCRIBE THE EFFECT ON OTP’S PENSION COSTS OF THE
INCREASE IN THE EROA.

The Mercer 2018 Update increase in the EROA for 2018 from 7.00 percent to 7.50
percent reflects improved forward market views bolstered by positive market returns for
year 2017. If all other factors had remained unchanged, the increase in the EROA would
decrease OTP’s pension costs by approximately $1.41 million (OTP Total) / $570,000
(OTP ND).

. Update of OPEB Costs

DID MERCER 2018 UPDATE ALSO AFFECT THE DETERMINATION OF OTP’S
OPEB COSTS?

Yes. The Mercer 2018 Update also decreased the discount rate used to determine OTP’S
OPEB costs as follows:

Table 2
OTP OPEB Discount Rates
Initial Mercer 2018 Increase/
Filing Update (Decrease)
Discount Rate: 4.00% 3.81% (0.19%)

PLEASE SUMMARIZE THE EFFECTS OF THOSE UPDATES ON OTP’S OPEB
COSTS IN 2018 AND THE 2018 REVENUE REQUIREMENT.

The Mercer 2018 Update decrease in the OPEB discount rate from 4.00 percent to 3.81
percent reflected declining interest rates on high quality bonds. If all other factors had
remained unchanged, the decrease in the discount rate would increase OTP’s Retiree
Medical and LTD Medical costs by approximately $389,000 (OTP Total) and $46,000
(OTP Total).

. ASCT715

PLEASE DESCRIBE OTP’S CHOICE OF ACCOUNTING METHOD UNDER ASC
715 THAT WAS DESCRIBED IN YOUR DIRECT TESTIMONY?

4
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IV.

OTP chose not to make the GAAP ASC 715 change and will continue to use its prior
approach of capitalizing portions of all components of retirement benefits as had been

approved by FERC.

WHAT EFFECT WILL THIS CHOICE HAVE ON OTP’S PENSION O&M EXPENSE
FOR 2018?

If all other factors had remained unchanged, OTP’s decision to maintain its accounting
treatment of capitalizing Pension expenses would decrease OTP’s O&M expense by

approximately $2.73 million (OTP Total) / $1.10 million (OTP ND).

WHAT EFFECT WILL THIS CHOICE HAVE ON OTP’S RETIREE MEDICAL
O & M EXPENSE FOR 2018?
If all other factors had remained unchanged, OTP’s decision to maintain its accounting

treatment of capitalizing Retiree Medical expenses would decrease OTP’s O&M expense

by approximately $3.70 million (OTP Total) / $1.50 million (OTP ND).

PENSION CONTRIBUTION AND PENSION ASSET

HAS OTP MADE AN ADDITIONAL CONTRIBUTION TO ITS PENSION PLAN
SINCE OTP’S INITIAL FILING?

Yes. OTP has made an additional $20 million contribution to the pension plan in 2018
after OTP’s initial filing.

HOW DID THAT 2018 CONTRIBUTION AFFECT TOTAL CONTRIBUTIONS
SINCE 2009?
Total contributions to OTP’s pension plan since 2009 are now $104 million as shown on

Table 3 below:
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Table 3

Updated OTP Pension Contributions 2009-2018
(OTP Total, $ millions)

Year 2009 | 2010 | 2011 | 2012 {2013 | 2014 | 2015 | 2016 | 2017 | 2018 | Total
OTP Pension
Contribution | $4 $20 | $0 $10 [ $10 |$10 |$20 |$10 |$0 $20 | $104

The OTP Total and OTP ND portions of that contribution are $104 million (OTP Total) /

$37.5 million (OTP ND).

HAS OTP ADJUSTED THE AMOUNT OF THE PREPAID PENSION ASSET
INCLUDED IN RATE BASE TO REFLECT THE 2018 CONTRIBUTION?

Yes. Table 4 below summarizes the result of a net rate base impact of $16.99 million
(OTP Total) / $6.13 million (OTP ND).
Table 4
Updated Prepaid Pension Asset
($millions)
Non-Plant Rate Associated Net Rate Base
Base ADIT Impact
Component Asset/ (Liability) | Asset/(Liability) | Asset/(Liability)
Prepaid Pension Asset | $34.53 $(17.54) $16.99
(OTP Total)
Prepaid Pension Asset | $12.46 $(6.33) $6.13
(OTPND)

HOW DOES OTP’S UPDATED PREPAID PENSION ASSET AFFECT OTP’S 2018
PENSION COSTS AS COMPARED TO THE PREPAID PENSION ASSET IN OTP’S

INITIAL FILING?

OTP’s updated prepaid pension asset reduces 2018 Test Year pension cost by $2.59
million (OTP Total) / $934,000 (OTP ND), which is $880,000(0TP Total) / $318,000
(OTP ND) more than the reduction of $1.71 million (OTP Total) / $616,000 (OTP ND)
reflected in OTP’s initial filing.

Case No. PU-17-398
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HAVE YOU DETERMINED THE NET EFFECT ON THE 2018 TEST YEAR
REVENUE REQUIREMENT OF OTP’S UPDATED PREPAID PENSION ASSET,
CONSIDERING BOTH REDUCED EXPENSES AND RATE BASE EFFECTS?

Yes. The benefit of the $934,000 decrease in OTP’s updated pension cost will be offset
in part by the rate base effect of OTP’s updated prepaid pension asset (after reduction for
the associated ADIT), which will increase the 2018 Test Year OTP ND revenue
requirement by $593,000. The net effect is a reduction in the 2018 Test Year OTP ND
The calculation of the net effect is shown on

revenue requirement of $342,000.

Exhibit__ (CLP-1), Schedule 2.

WHAT IS THE UPDATED 2018 TEST YEAR NET RATE BASE IMPACT OF
INCLUDING THE UPDATED PREPAID PENSION ASSET AND 106 AND FAS 112
LIABILITIES?

Table 4 below shows the net rate base impact of including the updated 2018 Test Year
prepaid pension asset, FAS 106 and FAS 112 balances is $8.23 million (OTP Total) /
$3.34 million (OTP ND) decrease to OTP’s 2018 Test Year rate base:

Table 5
Updated 2018 Test Year Rate Base Impact of
Prepaid Pension Asset, FAS 106 and FAS 112 Liabilities

(OTP ND)
($thousands)
Non-Plant Rate Base Associated Net Rate Base

Asset/ (Liability) ADIT Impact
Component Asset/(Liability) | Asset/(Liability)
Prepaid Pension Asset $12,459 $(6,328) $6,131
FAS 106 Liability (21,833) 7,681 (14,152)
FAS 112 Liability (579) 170 (409)
Total Net Impact ($9,953) $ 1,523 ($8,430)

7
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. 1 V. OVERALL IMPACTS AND CONCLUSION

Q. HAVE YOU PREPARED A SUMMARY OF THE OVERALL IMPACT OF ALL OF
THESE FACTORS ON OTP’S 2018 TOTAL COMPANY COSTS AND IN THE 2018
TEST YEAR NORTH DAKOTA REVENUE REQUIREMENT?

A. Exhibit ___ (CLP-2), Schedule 3-Summary of Cost Savings presents that calculation
which shows that the overall impact of all these adjustments is a decrease in OTP’s 2018
total company expense of approximately $3.2 million (OTP Total) and a decrease in in

the 2018 Test Year North Dakota revenue requirement of approximately $963,442.
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DOES THIS CONCLUDE YOUR SUPPLEMENTAL DIRECT TESTIMONY?

o =
> R

Yes, it does.

8
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Otter Tail Power Company Case No. PU-17-398

Test Year Ending December 31, 2018 Exhibit___(CLP-2), Schedule 2
Page 1 of 1
Calculation of Customer Benefits from Prepaid Pension Asset (thousands)
Line No. Ave balance ADIT Net (Total) Net (ND)
1 Expected Return on Plan Assets (EROA) @ 7.50% times 13 mo ave | $34,529 $2,590 $934
2 13 Month Average Prepaid Pension Balance (see CLP-1, Sch. 3) $34,529 ($17,537) $16,992 $6,131
3 Revenue Requirement @ 7.92% ROR 2,735 (1,389) 1,346 $486
4 Tax impact 604 (307) 297 $107
5 Total Revenue Impact on Prepaid Pension Asset 3,339 (1,696) 1,643 593
6 Revenue Requirement Impact of prepaid pension less costs offset by prepaid pension asset ($947) ($342)




Case No. PU-17-398
Otter Tail Power Company Exhibit___ (CLP-2), Schedule 3
Test Year Ending December 31, 2018 Page 1 of 1
Summary of Overall Impacts of Pension, Retiree Medical and LTD Medical
Total Company Costs

Component Initial Filing Mercer 2018 Update Increase/ (Decrease)
Pension 3 8,775,000 $ 5,895,375 § (2,879,625)
FAS 106 5,265,000 5,654,028 389,028
FAS 112 706,875 752,627 45,752
Total Costs $ 14,746,875 3 12,302,030 $ (2,444,845)

Reversal of ASC 715

Pension (2,730,000)
FAS 106 (3,705,000)
100% reduction to O&M Expense (6,435,000)
Difference between total costs and reversal of 100% reduction of O&M 3,990,155
Approximate amount posting to O&M Expense -81%
Approximate Total Company Savings (3,221,545)
ND Savings for Pension and OPEB Updates
Pension (1,147,789) (D
FAS 106 (160,884) 2
FAS 112 14,871 3)
Total Decrease to Revenue for Pension and OPEB Cost updates $ (1,293,802)
Net Change in Prepaid Pension Asset $ 4,380,427
Revenue Requirement @7.92% ROR 346,930
Total Revenue Requirement Adjustment before tax $ (946,872)
Tax Impact (16,570)
Approximate Net Revenue Requirement Impact $ (963,442)

(1) Ties to Supplemental Bridge Schedule Operating Statement Adjustments Column B
(2) Ties to Supplemental Bridge Schedule Operating Statement Adjustments Column C
(3) Ties to Supplemental Bridge Schedule Operating Statement Adjustments Column D



