215 South Cascade Street

PO Box 496

Fergus Falls, Minnesota 56538-0496
218 739-8200

www.otpco.com (web site)

July 24, 2019 ( ) ux=>
OmeERTAIL

POWER COMPANY

Steve Kahl

Executive Secretary/Director of Administration
North Dakota Public Service Commission
State Capitol

600 East Boulevard, Dept. 408

Bismarck, ND 58505-0408

RE: Case No. PU-401-88-374, Annual Depreciation Rates
Amended PSC Order dated June 23, 1992
Compliance Filing

Dear Mr. Kahl:

Pursuant to the above-referenced order, enclosed is a worksheet, identified as Statement B. This
Statement shows the total estimated impact on North Dakota of changes in depreciation rates. Page 2
of Statement B shows the estimated impact to be an increase in annual depreciation expense of
$176,383 for the North Dakota Jurisdiction.

Also included with this filing is the Minnesota Public Utilities Commission (MPUC) Order dated July
17, 2019 certifying proposed remaining lives and net salvage percentages. This Order certifies
depreciation rates and methods based on Otter Tail’s most recent depreciation study. Key decision
items are provided on pages 6 and 7 of the Order. The parameters are effective January 1, 2019. A
copy of Otter Tail’s initial Annual Review of Depreciation Certification filing (Initial Filing)
submitted to the MPUC on August 31, 2018 and a copy of the Supplemental Correction, dated
November 28, 2018 are also enclosed in this compliance filing. Attachment 2 of this Initial Filing lists
the remaining lives and net salvage, or amortization periods requested for certification.

An electronic copy of this filing is being sent to you at ndpsc@nd.gov. These items are filed for your
information. If you have any questions, please contact me at 218-739-8042 or pfoster@otpco.com.

Sincerely,

/s PAULA M. FOSTER
Paula M. Foster
Rates Analyst, Regulatory Administration

mmo
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OTTER TAIL POWER COMPANY Statement B
Comparison of Current and Updated Accruals

Current: VG Procedure / RL Technique

Proposed: VG Procedure / RL Technique

1213117 North Dakota
- Plant Allocation Current Annual Accrual Proposed Annual Accrual Difference
Account Description Investment Factor Total North Dakota Total North Dakota Total North Dakota
A B Cc D E=C*D F G=C'F H=F-D I=G-E

STEAM PRODUCTION .
311.00 Structures and Improvements $ 125,777,776 0.36301593 $ 3,164,372 $ 1,148,718 $ 3,222938 §$ 1,169,978 $ 58,566 $ 21,260
312.00 Boiler Plant Equipment 327,403,618 0.36301593 11,183,973 4,059,961 11,700,026 4,247,296 516,053 187,335
312.10 Boiler Plant Equipment - Landfill 10,442,475 0.36301593 184,832 67,097 1234,956 85,293 50,124 18,196
314.00 Turbogenerator Units 65,986,583  0.36301593 1,599,425 580,618 1,717,366 623,432 117,941 42,814
315.00 Accessory Electric Equipment 36,710,490 0.36301593 887,452 322,160 914,528 331,989 27,076 9,829
316.00 Miscellaneous Power Plant Equipment 6,555,652 0.36301593 213,921 77,657 244,954 88,922 31,033 11,265

Total Steam Production Plant $ 572,876,594 $ 17,233,975 $ 6,256,211 $ 18,034,768 $ 6,546,910 $ 800,793 $ 290,699
HYDRAULIC PRODUCTION
331.00 Structures and Improvements $ 351,712 0.36301593 $ 22,587 $ 8,199 § 23,704 $ 8605 $ 1,117  $ 406
332.00 Reservoirs, Dams and Waterways 4,277,055 0.36301593 439,574 159,573 461,239 167,438 21,665 7,865
333.00 Water Wheels, Turbines & Generators 1,373,867 0.36301593 80,177 29,105 84,099 30,530 3,922 1,425
334.00 Accessory Electric Equipment 597,103  0.36301593 34,425 12,496 37,672 13,675 3,247 1,179
335.00 Miscellaneous Power Plant Equipment 442,624  0.36301593 52,574 19,085 55,158 20,025 2,584 940

Total Hydraulic Production Plant $ 7,042,361 $ 629337 $ 228458 $ 661,872 $ 240,273 $ 32,535 $ 11,815
OTHER PRODUCTION
341.00 Structures and Improvements $ 12,946,210 0.36396444 $ 482,527 $ 175620 $ 501,821 $ 182,645 $ 19,294 7,025
342.00 Fuel Holders and Accessories 1,748,265 0.36300723 44,991 16,332 47,685 17,310 2,694 978
343.00 Prime Movers 32,333,939 0.36301605 811,059 294,427 853,819 309,950 42,760 15,523
344.00 Generators 241,618,630 0.36434153 10,593,757 3,859,746 11,101,194 4,044,626 507,437 184,880
345.00 Accessory Electric Equipment 20,684,148  0.36426271 863,198 314,431 905,547 329,857 42,349 15,426
346.00 Miscellaneous Power Plant Equipment 628,270 0.36357895 22,876 8,315 23,750 8,635 874 320

Total Other Production Plant $ 309,859,462 $ 12,818,408 $ 4,668,871 $ 13,433,816 $ 4,893,023 $ 615408 $ 224,152
TRANSMISSION PLANT
353.00 Station Equipment $ 121,679,913 040137514 $ 1,873,871 $ 752,125 $ 1,922,543 §$ 771661 $ 48,672 $ 19,536
354.00 Towers and Fixtures 108,068,409 0.40137514 1,696,674 681,003 1,577,799 633,289 (118,875) (47,714)
355.00 Poles and Fixtures 117,066,300 0.40137514 2,294,499 920,955 2,107,193 845,775 (187,306) (75,180)
356.00 Overhead Conductors and Devices 138,975,942  0.40137514 2,362,591 948,285 2,237,513 898,082 (125,078) (50,203)
358.00 Underground Conductors and Devices 77,461  0.40137514 992 398 527 212 (465) (186)

Total Transmission Plant $ 485,868,025 $ 8228627 $ 3,302,766 $ 7,845575 $ 3,149,019 $ (383,052) $ (153,747)
DISTRIBUTION PLANT
362.00 Station Equipment $ 80,581,239 0.46303858 $ 1,700,264 $ 787,288 $ 1,563,276 $ 723,857 $ (136,988) $ (63,431)
364.00 Poles, Towers and Fixtures 73,198,340  0.46303858 1,822,639 843,952 2,130,072 986,306 307,433 142,354
365.00 Overhead Conductors and Devices 51,913,454  0.46303858 1,453,577 673,062 1,167,670 536,046 (295,907) (137,016)
367.00 Underground Conductors and Devices 77,393,273  0.46303858 1,834,221 849,315 1,547,865 716,721 (286,356) (132,594)
368.00 Line Transformers 97,976,903  0.46303858 1,224,711 567,088 1,753,787 812,071 529,076 244,983
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OTTER TAIL POWER COMPANY
Comparison of Current and Updated Accruals
Current: VG Procedure / RL Technique
Proposed: VG Procedure / RL Technique

Statement B

12131117 North Dakota
Plant Allocation Current Annual Accrual Proposed Annual Accrual Difference
Account Description Investment Factor Total North Dakota Total North Dakota Total North Dakota
A B Cc D E=C'D F G=C*F H=F-D 1=G-E
369.00 Overhead Services 13,144,376  0.46303858 557,322 258,062 771,575 357,269 214,253 99,207
369.10 Underground Services 42,301,013  0.46303858 1,104,056 511,221 947,543 438,749 (156,513) (72,472)
370.00 Meters 25,656,348  0.46303858 826,134 382,632 867,185 401,540 41,051 19,008
370.10 Load Management Switches 8,666,410 0.46303858 869,241 402,492 243,526 112,762 (625,715) (289,730)
371.20 Other Private Lighting 5,010,333  0.46303858 200,413 92,799 161,333 74,703 (39,080) (18,096)
373.00 Street Lighting and Signal Systems 5,697,612 0.46303858 198,847 92,074 200,556 92,865 1,709 791
Total Distribution Plant $ 481,539,301 $ 11,791,425 $ 5,459,885 $ 11,344,388 §$ 5252889 $ (447,037) $ (206,996)
GENERAL PLANT
Depreciable
390.00 Structures and Improvements $ 20,039,073 0.41421436 $ 408,797 $ 169,330 $ 388,758 $ 161,029 $ (20,039) $ (8,301)
390.10 General Office Buildings 6,063,536 0.41421436 32,743 13,563 31,530 13,060 (1,213) (503)
390.20 Fleet Service Center Building 937,678 0.41421436 13,971 5,787 7,408 3,068 (6,563) (2,719)
390.30 Central Stores Building 4,101,405 0.41421436 (84,899) (35,166) (31,991) (13,251) 52,908 21,915
396.00 Power Operated Equipment 621,330 0.41421436 18,516 7,670 25,102 10,398 6,586 2,728
397.40 Communication Towers 1,888,762  0.41421436 38,720 16,038 32,298 13,378 (6,422) (2,660)
Total Depreciable $ 33,651,784 $ 427,848 $ 177,222 $ 453,105 $ 187,682 $ 25257 $ 10,460
Amortizable
391.00 Offlce Furniture $ 867,022 0.41421436 $ 57,830 $ 23954 $ 57,830 $ 23954 $ - $ N
391.10 Offlce Equipment 501,540 0.41421436 50,154 20,775 50,154 20,775
391.20 Duplicating Equipment 268,571 0.41421436 26,857 11,125 26,857 11,125
391.50 Computer Systems 3,784,834  0.41421436 756,967 313,547 756,967 313,547
391.60 Computer Related Equipment 952,458 0.41421436 190,492 78,905 190,492 78,905
394.00 Tools, Shop and Garage Equipment 4,210,851  0.41421436 280,864 116,338 280,864 116,338
394.20 Automated Meter Reading Equipment 617,570 0.41421436 41,192 17,062 41,192 17,062
397.00 Communication Equipment 2,711,524  0.41421436 180,859 74,914 180,859 74,914
397.10 Radio Telecommunication Equipment 1,102,701 0.41421436 110,270 45,675 110,270 45,675
397.20 Microwave Equipment 4,465,735 0.41421436 297,865 123,380 297,865 123,380
397.30 Radio Load Control Equipment 458,690 0.41421436 45,869 19,000 45,869 19,000
Total Amortizable $ 19,941,496 $ 2039219 $ 844675 $ 2039219 $ 844675 $ - 3 -
Total General Plant $ 53,593,280 $ 2,467,067 $ 1,021,897 $ 2492324 $ 1,032357 $ 25257 $ 10,460
TOTAL UTILITY $ 1,910,779,023 $ 53,168,839 $ 20,938,088 $ 53,812,743 $ 21,114,471 $ 643904 $ 176,383
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OTTER TAIL POWER COMPANY
Comparison of Current and Updated Accruals
Current: VG Procedure / RL Technique
Proposed: VG Procedure / RL Technique

Statement B

12/31/17 North Dakota
Plant Allocation Current Annual Accrual Proposed Annual Accrual Difference
Account Description Investment Factor Total North Dakota Total North Dakota Total North Dakota
A B c D E=C'D F G=C'F H=F-D =G-E
STEAM PRODUCTION
Biq Stone
311.00 Structures and Improvements 85,343,127 0.36301593 2,449,348 $ 889,152 2,440,813 $ 886,054 (8,535) $ (3,098)
312.00 Boiler Plant Equipment 186,146,304  0.36301593 5,882,223 2,135,341 5,882,223 2,135,341
312.10 Boiler Plant Equipment - Landfill
314.00 Turbogenerator Units 30,307,708 0.36301593 497,046 180,436 500,077 181,536 3,031 1,100
315.00 Accessory Electric Equipment 22,078,610 0.36301593 571,836 207,586 571,836 207,586
316.00 Miscellaneous Power Plant Equipment 3,207,158  0.36301593 65,105 23,634 66,067 23,983 962 349
Total Big Stone 327,082,907 9,465,558 $ 3,436,149 9,461,016 $ 3,434,500 (4,542) $ (1,649)
Hoot Lake Units 2 and 3
311.00 Structures and Improvements 6,088,767  0.36301593 182,663 $ 66,310 232,591 % 84,434 49,928 $ 18,124
312.00 Boiler Plant Equipment 38,129,653  0.36301593 3,187,631 1,157,161 3,610,869 1,310,803 423,238 163,642
312.10 Boiler Plant Equipment - Landfill 10,442,475 0.36301593 184,832 67,097 234,956 85,293 50,124 18,196
314.00 Turbogenerator Units 11,543,445 0.36301593 544,851 197,790 645,279 234,247 100,428 36,457
315.00 Accessory Electric Equipment 2,766,673 0.36301593 115,094 41,781 138,610 50,318 23,516 8,537
316.00 Miscellaneous Power Plant Equipment 1,192,288  0.36301593 93,833 34,063 118,513 43,022 24,680 8,959
Total Hoot Lake Units 2 and 3 70,163,201 4,308,904 $ 1,564,202 4980818 $ 1,808,117 671,914 $ 243915
Coyote
311.00 Structures and Improvements 34,345,882 0.36301593 532,361 $ 193,256 549,534 $ 199,490 17,173 $ 6,234
312.00 Boiler Plant Equipment 103,127,761 0.36301593 2,114,119 767,459 2,206,934 801,152 92,815 33,693
312.10 Boiler Plant Equipment - Landfill
314.00 Turbogenerator Units 24,135,430 0.36301593 557,528 202,392 572,010 207,649 14,482 5,257
315.00 Accessory Electric Equipment 11,865,207  0.36301593 200,522 72,793 204,082 74,085 3,560 1,292
316.00 Miscellaneous Power Plant Equipment 2,156,206  0.36301593 54,983 19,960 60,374 21,917 5,391 1,957
Total Coyote 175,630,486 3,459,513 $ 1,255,860 3,692,934 $ 1,304,293 133,421  $ 48,433
HYDRAULIC PRODUCTION
Hoot Lake
331.00 Structures and Improvements 69,354 0.36301593 201 $ 73 208 § 76 7 9 3
332.00 Reservoirs, Dams and Waterways 297,674 0.36301593 7,620 2,766 8,007 2,907 387 141
333.00 Water Wheels, Turbines & Generators 104,195 0.36301593 1,813 658 1,907 692 94 34
334.00 Accessory Electric Equipment 34,651 0.36301593 832 302 873 317 41 15
335.00 Miscellaneous Power Plant Equipment 48,801 0.36301593 6,647 2,413 6,974 2,532 327 119
Total Hoot Lake 554,675 17,113  § 6,212 17,969 $ 6,524 856 $ 312
Wright
331.00 Structures and Improvements 19,026  0.36301593 689 § 250 723 % 262 34 % 12
332.00 Reservoirs, Dams and Waterways 892,711 0.36301593 109,446 39,731 114,803 41,675 5,357 1,944
333.00 Water Wheels, Turbines & Generators 545,392 0.36301593 24,761 8,989 25,961 9,424 1,200 435
334.00 Accessory Electric Equipment 202,552 0.36301593 12,619 4,581 14,057 5,103 1,438 522
335.00 Miscellaneous Power Plant Equipment 115,218  0.36301593 11,349 4,120 11,914 4,325 565 205
Total Wright 1,774,899 158,864 $ 57,671 167,458 $ 60,789 8594 $ 3,118
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OTTER TAIL POWER COMPANY Statement B
Comparison of Current and Updated Accruals

Current: VG Procedure / RL Technique

Proposed: VG Procedure / RL Technique

12131117 North Dakota
Plant Allocation Current Annual Accrual Proposed Annual Accrual Difference
Account Description Investment Factor Total North Dakota Total North Dakota Total North Dakota
A B [} D E=C'D F G=C'F H=F-D 1=G-E

Pisgah
331.00 Structures and Improvements $ 12,118  0.36301593 $ 350 $ 127  $ 367 $ 133§ 17 3 6
332.00 Reservoirs, Dams and Waterways 376,297 0.36301593 35,221 12,786 36,952 13,414 1,731 © 628
333.00 Water Wheels, Turbines & Generators 159,732  0.36301593 12,858 4,668 13,497 4,900 639 232
334.00 Accessory Electric Equipment 102,487 0.36301593 7,072 2,567 8,158 2,961 1,086 394
335.00 Miscellaneous Power Plant Equipment 62,744 0.36301593 8,972 3,257 9,418 3,419 446 162

Total Pisgah $ 713,378 $ 64,473 $ 23,405 $ 68,392 $ 24827 $ 3919 $ 1,422
Dayton Hollow
331.00 Structures and Improvements $ 16,269 0.36301593 § 2,058 $ 747 $ 2,161 § 784 $ 103 $ 37
332.00 Reservoirs, Dams and Waterways 1,291,391 0.36301593 159,745 57,990 167,623 60,850 7,878 2,860
333.00 Water Wheels, Turbines & Generators 226,751 0.36301593 17,981 6,527 18,866 6,849 885 322
334.00 Accessory Electric Equipment 193,342  0.36301593 10,692 3,881 11,214 4,071 522 190
335.00 Miscellaneous Power Plant Equipment 111,159  0.36301593 14,662 5,323 15,373 5,581 711 258

Total Dayton Hollow $ 1,838,912 $ 205138 $ 74468 $ 215237 $ 78,135 § 10,099 $ 3,667
Taplin Gorge
331.00 Structures and Improvements $ 35,140 0.36301593 $ 387 $ 140 $ 404 % 147  $ 17 7
332.00 Reservoirs, Dams and Waterways 602,762 0.36301593 45,267 16,433 47,498 17,243 . 2,231 810
333.00 Water Wheels, Turbines & Generators 15,110 0.36301593 144 52 151 55 7 3
334.00 Accessory Electric Equipment 58,695 0.36301593 2,835 1,029 2,976 1,080 141 51
335.00 Miscellaneous Power Plant Equipment 103,632  0.36301593 10,819 3,927 11,348 4,120 529 193

Total Taplin Gorge $ 815,339 $ 59,452 $ 21,581 § 62,377 % 22645 % 2925 $ 1,064
Bemidiji :
331.00 Structures and Improvements $ 199,805 0.36301593 $ 18,902 $ 6,862 $ 19,841 $ 7,203 $ 939 § 341
332.00 Reservoirs, Dams and Waterways 816,220 0.36301593 82,275 29,867 86,356 31,349 4,081 1,482
333.00 Water Wheels, Turbines & Generators 322,687 0.36301593 22,620 8,211 23,717 8,610 1,097 399
334.00 Accessory Electric Equipment 5,376  0.36301593 375 136 394 143 19 7
335.00 Miscellaneous Power Plant Equipment 1,070  0.36301593 125 45 131 48 6 3

Total Bemidji $ 1,345,158 $ 124,297 $ 45121  $ 130,439 $ 47,353 $ 6,142 § 2,232
OTHER PRODUCTION
Jamestown
341.00 Structures and Improvements $ 305,657 0.36301593 $ 5015 $ 1,821  $ 5900 $ 2,142 $ 885 § 321
342.00 Fuel Holders and Accessories 415,964  0.36301593 10,787 3,916 11,990 4,353 1,203 437
343.00 Prime Movers 6,952,527  0.36301593 98,674 35,820 117,838 42,777 19,164 6,957
344.00 Generators
345.00 Accessory Electric Equipment 227,590 0.36301593 5214 1,893 5,858 2,127 644 234
346.00 Miscellaneous Power Plant Equipment 88,665 0.36301593 2,890 1,049 3,139 1,140 249 91

Total Jamestown $ 7,990,403 $ 122,580 $ 44,499 $. 144725 § 52,539 §$ 22,145 3 8,040

Otter Tail 2018 Study (2).xIsm (8/15/2018) : . : : Page 4 of 6



OTTER TAIL POWER COMPANY
Comparison of Current and Updated Accruals
Current: VG Procedure / RL Technique
Proposed: VG Procedure / RL Technique

Statement B

12131117 North Dakota
Plant Allocation Current Annual Accrual Proposed Annual Accrual Difference
Account Description Investment Factor Total North Dakota Total North Dakota Total North Dakota
A B Cc D E=C'D F G=C'F H=F-D I=G-E
Jamestown Unit 1
341.00 Structures and Improvements $ 280,804 0.36301593 4324 $ 1,570 5139 $ 1,866 815 $ 296
342.00 Fuel Holders and Accessories 379,195 0.36301593 10,390 3,772 11,490 4,171 1,100 399
343.00 Prime Movers 3,030,866 0.36301593 51,222 18,594 59,405 21,565 8,183 2,971
344.00 Generators
345.00 Accessory Electric Equipment 165,272 0.36301593 2,314 840 2,748 998 434 158
346.00 Miscellaneous Power Plant Equipment 85,462 0.36301593 2,906 1,055 3,145 1,142 239 87
Total Jamestown Unit 1 $ 3,931,599 71,156  § 25,831 81,927 $ 29,742 10,771 $ 3,911
Jamestown Unit 2
341.00 Structures and Improvements $ 24,853 0.36301593 691 § 251 761 $ 276 70 % 25
342.00 Fuel Holders and Accessories 36,769 0.36301593 397 144 500 182 103 38
343.00 Prime Movers 3,921,661  0.36301593 ' 47,452 17,226 58,433 21,212 10,981 3,986
344.00 Generators .
345.00 Accessory Electric Equipment 72,318  0.36301593 2,900 1,053 3,110 1,129 210 76
346.00 Miscellaneous Power Plant Equipment 3,203 0.36301593 (16) (6) (6) 2 10 4
Total Jamestown Unit 2 $ 4,058,804 51,424 $ 18,668 62,798 $ 22,797 11,3714  $ 4,129
Lake Preston i
341.00 Structures and Improvements $ 229,834 0.36301593 2919 §$ 1,060 3539 § 1,285 620 $ 225
342.00 Fuel Holders and Accessories 328,705 0.36301593 4,799 1,742 5,687 2,064 888 322
343.00 Prime Movers 3,282,642 0.36301593 42,674 15,491 50,881 18,471 8,207 2,980
344.00 Generators
345.00 Accessory Electric Equipment 400,094 0.36301593 5,401 1,961 6,482 2,353 1,081 392
346.00 Miscellaneous Power Plant Equipment 21,607 0.36301593 149 54 210 76 61 22
Total Lake Preston $ 4,262,882 55942 $ 20,308 66,799 $ 24,249 10,857 $ 3,941
Ashtabula Wind Generation
341.00 Structures and Improvements $ 3,248,290 0.36434150 139,027 $ 50,653 144,224 $ 52,547 5197 $ 1,894
342.00 Fuel Holders and Accessories
343.00 Prime Movers
344.00 Generators 106,487,068  0.36434150 4,664,134 1,699,338 4,855,810 1,769,173 191,676 69,835
345.00 Accessory Electric Equipment 6,479,774 0.36434150 277,982 101,280 291,590 106,238 13,608 4,958
346.00 Miscellaneous Power Plant Equipment 28,417  0.36434150 1,455 530 1,500 547 45 17
Total Ashtabula Wind Generation $ 116,243,549 5,082,598 $ 1,851,801 5,293,124 $ 1,928,505 210,526 $ 76,704
Langdon Wind Generation
341.00 Structures and Improvements $ 2,484,069 0.36434150 107,312  $ 39,098 112,032  $ 40,818 4720 $ 1,720
342.00 Fuel Holders and Accessories
343.00 Prime Movers
344.00 Generators 69,252,649 0.36434150 3,074,818 1,120,284 3,206,398 1,168,224 131,580 47,940
345.00 Accessory Electric Equipment 7,407,275  0.36434150 325,920 118,746 339,994 123,874 14,074 5,128
346.00 Miscellaneous Power Plant Equipment 65,210 0.36434150 3,495 1,273 3,626 1,321 131 48
Total Langdon Wind Generation $ 79,209,203 3,511,545 $ 1,279,401 3,662,050 $ 1,334,237 150,505 $ 54,836
Otter Tail 2018 Study (2).xIsm-(8/15/2018) Page 5 of 6



OTTER TAIL POWER COMPANY Statement B
Comparison of Current and Updated Accruals

Current: VG Procedure / RL Technique

Proposed: VG Procedure / RL Technique

12131117 North Dakota
Plant Allocation Current Annual Accrual Proposed Annual Accrual Difference
Account Description Investment Factor Total North Dakota Total North Dakota Total North Dakota
A B C D E=C'D F G=C'F H=F-D I=G-E

Luverne Wind Generation
341.00 Structures and Improvements $ 2,266,581 0.36434150 $ 96,783 $ 35262 $ 102,449 $ 37,326 $ 5666 $ 2,064
342.00 Fuel Holders and Accessories
343.00 Prime Movers
344.00 Generators 65,778,913  0.36434150 2,854,805 1,040,124 3,038,986 1,107,229 184,181 67,105
345.00 Accessory Electric Equipment 4,863,837 0.36434150 207,686 75,669 219,845 80,099 12,159 4,430
346.00 Miscellaneous Power Plant Equipment 74,045 0.36434150 3,747 1,365 3,924 1,430 177 65

Total Luverne Wind Generation $ 72,983,376 $ 3,163,021 $ 1,152,420 $ 3,365204 $ 1,226,084 $ 202,183 $ 73,664
Solway Combustion Turbine
341.00 Structures and Improvements : $ 4,411,779 0.36301593 $ 131,471 $ 47726 $ 133,677 $ 48,527 $ 2206 $ 801
342.00 Fuel Holders and Accessories 1,003,596  0.36301593 29,405 10,674 30,008 10,893 603 219
343.00 Prime Movers 21,507,132  0.36301593 651,666 236,565 664,570 241,249 12,904 4,684
344.00 Generators
345.00 Accessory Electric Equipment 1,305,678 0.36301593 40,995 14,882 41,778 15,166 783 284
346.00 Miscellaneous Power Plant Equipment 350,326  0.36301593 11,140 4,044 11,351 4,121 211 77

Total Solway Combustion Turbine $ 28,578,411 $ 864,677 $ 313,891 $ 881,384 $ 319,956 $ 16,707 ~ $ 6,065
Ferqus Falls Control Center
341.00 Structures and Improvements $ - $ - 3 - $ - 8 - % - 3 -
342.00 Fuel Holders and Accessories
343.00 Prime Movers 591,638 0.36301593 18,045 6,551 20,530 7,453 2,485 902
344.00 Generators
345.00 Accessory Electric Equipment
346.00 Miscellaneous Power Plant Equipment

Total Fergus Falls Control Center $ 591,638 $ 18,045 $ 6,551 $ 20,530 $ 7453 $ 2,485 $ 902
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Minnesota Public Utilities
Commission Order
Dated July 17, 2019
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BEFORE THE MINNESOTA PUBLIC UTILITIES COMMISSION

Katie J. Sieben Chair
Dan Lipschultz Commissioner
Valerie Means Commissioner
Matthew Schuerger Commissioner
John A. Tuma Commissioner

In the Matter of Otter Tail Power Company’s ISSUE DATE: July 17, 2019

Petition for Approval of its 2018 Five-Year

Review of Depreciation Certification DOCKET NO. E-017/D-18-568

ORDER APPROVING PETITION AND
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PROCEDURAL HISTORY

On August 31, 2018, Otter Tail Power Company (Otter Tail or the Company) submitted its 2018
Five-Year Review of Depreciation Certification (the Petition).

On November 28, 2018, Otter Tail filed a correction to Attachment 1 of the Petition.

On December 31, 2018, the Office of the Attorney General, Residential Utilities and Antitrust
Division (OAG) filed comments on the Petition.

On January 29, 2019, the Department of Commerce, Division of Energy Resources (the
Department) filed comments requesting that Otter Tail provide additional information in reply
comments.

On February 20, 2019, Otter Tail filed reply comments responding to the Department’s and
OAG’s comments.

On March 14, 2019, the Commission issued a notice requesting comment on the Department’s
final recommendations and Otter Tail’s reply comments.

On March 27, 2019, the Department filed a response to reply comments. The Department
recommended approval of the Petition with modifications.

On April 10, 2019, Otter Tail and OAG filed reply comments in response to the March 14 notice.
On April 29, 2019, Otter Tail filed a response to OAG’s April 10 reply comments.

On June 6, 2019, the Commission met to consider the Petition.



FINDINGS AND CONCLUSIONS

l. Introduction

Generally, depreciation accounting is a way of recognizing the cost of an asset over a reasonable
approximation of its useful life. Minn. Stat. 8 216B.11 requires each public utility to “conform
its depreciation, amortization or depletion accounts to the rates and methods fixed by the
commission.” Utilities must seek Commission certification of their depreciation practices by
filing a depreciation study at least once every five years.! Otter Tail uses the remaining-life
technique for all accounts except certain General Plant accounts, for which it uses amortization
accounting. As the Department explained in its comments,

When companies choose the remaining-life technique for
depreciating group property accounts, the underlying life and
salvage factors may not change, but depreciation rates are adjusted
annually to reflect the passage of time on remaining lives, as well as
the impact of plant additions and retirements. Annual depreciation
study updates are required when the remaining-life technique is
employed to allow the Commission the opportunity to approve
changes in depreciation rates.?

Otter Tail also uses group accounting to depreciate its large assets like office buildings and
production plants, as explained further in Section V below.

1. Depreciation Parameters

Otter Tail proposed to reduce the remaining lives of all production-plant accounts by one year to
reflect the passage of time. It proposed small decreases to the salvage rates of most of its steam
production and other production plants, which would have the effect of increasing depreciation
expense.

Otter Tail proposed a number of changes to the remaining lives and salvage rates of its
transmission, distribution, and general plant accounts.® As the Department explained,

[Otter Tail] used a five-year moving average analysis of the ratio of
realized salvage and removal expense to the associated retirements
used in the 2018 study for transmission, distribution and general
plant categories to: a) estimate a realized net salvage rate; b) detect
the emergence of historical trends; and c) establish a basis for
estimating a future net salvage rate. [Otter Tail] indicated that cost
of removal and salvage opinions obtained from Company personnel

1 Minn. R. 7825.0700, subp. 1.
2 Department comments, at 2.

3 These changes are summarized in the Petition at Attachment 1, Statement A.24-25.
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were blended with judgement and historical net salvage indications
in developing estimates of the future.*

The Commission agrees with the Department that Otter Tail’s proposed remaining lives and
salvage rates for its production plant, transmission, distribution, and general plant accounts are
reasonable. The Commission will therefore approve these parameters.

The Commission also agrees with the Department that Otter Tail should submit supporting
schedules for the remaining life and salvage analyses of each of its transmission, distribution,
and general plant accounts, and will accordingly order the Company to do so for its next five-
year depreciation study.

To promote consistency between the Company’s resource plans and depreciation filings, the
Commission will require Otter Tail to, in its next depreciation filing, compare the retirement
estimates used in its most current integrated resource plan to the remaining lives used in its
depreciation filing and explain any differences.

1. Plant Balances, Additions, and Retirements

Otter Tail added approximately $123.5 million and retired approximately $7.8 million in total
plant in 2017, resulting in a net increase of approximately $116 million for all plant accounts.®
Most of this increase occurred in Otter Tail’s transmission and distribution plant accounts.

Minn. R. 7825.0700, subp. 2(B), requires each utility to disclose any major future additions or
retirements to plant accounts that the utility believes may have a material effect on the current
certification results. Otter Tail stated that it is “unaware of any major future additions that will
materially affect this filing’s certification results other than the request to include amortized
intangible software accounts starting with next year’s depreciation certification filing. Intangible
software depreciation is addressed further below.® As the Department explained, Otter Tail
“described several existing and potential future additions and retirements that may affect future
depreciation expense,” including two transmission projects, a 150-megawatt wind farm, and a
250-megawatt simple cycle natural gas plant.”

In Otter Tail’s 2005 integrated-resource-plan docket, the Commission required the following: “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.”® The Petition stated, “[t]his filing does not include any new peaking generators so

4 Department comments, at 5.
5 Department comments, at 7, Table 4.
® Petition, at Attachment 3.1.
! Department comments, at 7.

8 In the Matter of Otter Tail Power Company’s 2005 Integrated Resource Plan, Docket No. E-017/RP-
05-968, Order Accepting Resource Plan Change, at 7 (March 26, 2009).
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there is no cost information to report with this filing.”® The Commission agrees with the
Department that this comparison will be useful once Otter Tail “decides on the peaking option it
will pursue.”’® Therefore, the Commission will continue this requirement.

IVV.  Intangible Software Amortization Periods
A. Otter Tail’s Proposal

Otter Tail stated that it is installing a new customer information system to replace its existing
system, which was developed internally and has been in use for over 30 years. In response to an
OAG information request, Otter Tail explained that the current customer information system is
difficult to maintain and “lacks the functionality” of the new commercial-off-the-shelf system
that will replace it.!

Otter Tail requested to amortize the cost of the new customer information system over 10 years
and to include its two intangible software accounts in its 2019 depreciation filing.'? The
estimated cost of the new system is $17.85 million, with $8.773 million allocated to the
Minnesota jurisdiction.

B. Parties’ Positions

The Department disagreed with Otter Tail’s proposal to amortize the cost of the new customer
information system over 10 years, and instead recommended a 15-year amortization period. The
Department noted that Otter Tail’s current system has been in place for over 30 years, and “it is
reasonable to assume that the useful life of the CISone software would be half of that period.”*3
The Department also cited two other utilities that recently gained approval for a 15-year useful
life for new customer information systems.

OAG argued that Otter Tail’s customer-information-system proposal would cause
intergenerational inequity. OAG recommended a minimum 15-year amortization period for the
new system, citing other utilities and the useful life of the existing system. OAG also argued that
Otter Tail should not be allowed to use group accounting to amortize the cost of the new
customer information system because of the difficulty of removing any undepreciated portion
from rate base in the future.

Otter Tail maintained that 10 years was an appropriate amortization period due to the software
developer’s expectations for the life of the product. Otter Tail also cited the Commission’s
approval of a 10-year amortization period for another Minnesota utility’s customer-information

9 Petition, at 3.
10 Department comments, at 8.
11 OAG comments, at Exhibit A.2.

12 Otter Tail explained that it generally has not included its software amortization accounts in its
depreciation filings because accounts for intangible property lack salvage expectations and therefore drive
amortization expense rather than depreciation expense.

13 Department response comments, at 2.



system. Otter Tail also argued that using group accounting would not preclude future efforts to
examine the new customer-information system individually.

C. Commission Action

The Commission appreciates the Department’s and OAG’s thorough review and discussion of
Otter Tail’s amortization proposal for its new customer-information software. It is important to
match the amortization period with the expected useful life of the asset in order to ensure that the
ratepayers who derive use from an asset are the ones paying the amortization expense. An
amortization period that is too short or too long can lead to intergenerational inequity whereby
current ratepayers subsidize future ratepayers, or vice versa. The Commission acknowledges that
estimating service lives for assets is not an exact science and instead relies upon the informed
judgment of those well-versed in the particular asset.

In this case, the Commission concludes that Otter Tail’s proposed 10-year amortization period
for its new customer-information system is reasonable. This period is consistent with the
software developer’s representations about the expected useful life of the software, and the
reasons for the decades-long useful life of the existing system are unique and not likely to be
repeated. Thus, the Commission will approve Otter Tail’s proposal for its new customer-
information system and its proposal to include its two intangible software accounts in its 2019
depreciation filing.

V. Group Accounting for Large Assets
A. Otter Tail’s Current Practice

Otter Tail currently uses group accounting for large assets such as office buildings and
production plants. Group accounting operates by depreciating all assets in the group over a time
period, and at a rate, determined by the average life of the assets in the group. As Otter Tail
explained in its response to the Department’s information request:

Otter Tail’s General Office campus building asset, for example, is
made up of 665 individual assets. Building components include
items as foundations, structural supports, electrical, and plumbing
services, roofing, siding, windows, HVAC, fire protection, security
systems for example are major office building components. Then
there is a multitude of smaller units like floor covering, window
treatments, and lighting. Each of these all have their own individual
vintage, remaining life, and salvage characteristics relevant to that
office building component.4

Otter Tail further explained that each building has its own depreciation rate that is a composite
depreciation rate of all of the individual assets associated with that building.

14 Department comments, at 10-11.



B. Parties’ Positions

The Department expressed concern with Otter Tail’s use of group accounting for large assets due
to the potential for an asset to stop being used and useful before it is fully depreciated. The
Department cited another Minnesota utility that used group accounting had retired a large office
building when a substantial portion of the cost of the building remained on the books, so that
ratepayers would continue to pay for an asset that was no longer used and useful. The
Department requested further information from Otter Tail detailing how it would avoid such a
scenario for its large assets. Upon further explanation from Otter Tail, the Department ultimately
recommended that the Commission permit Otter Tail to continue using group accounting on the
condition that the Company cannot argue in a future rate case that group accounting alone would
prohibit the Commission from adjusting the Company’s rates.

OAG argued that Otter Tail should not use group accounting for its office buildings and
production plants, because group accounting was inappropriate in the ratemaking context due to
the potential difficulty of removing an individual asset that is part of the group from rate base if
necessary.

Otter Tail concurred with the Department’s condition that it not argue in a future rate case that
group accounting alone would prohibit the Commission from adjusting the Company’s rates.
Otter Tail explained that its group accounting practices yield the same result as individual
depreciation “if the correct remaining life is estimated,” because Otter Tail is able to “separately
identify all applicable assets along with their historic costs and accumulated depreciation
balances.”?®

C. Commission Action

Like the Department, the Commission is assured that Otter Tail’s practices provide the necessary
level of detail about individual assets to avoid potential issues associated with group accounting.
In order to ensure that this information remains available if needed, the Commission will require
Otter Tail to continue to maintain information about each of the major components (such as
buildings) in the Company’s group accounting. The Commission also accepts Otter Tail’s
representation that it will not argue in a future rate case that group accounting alone would
prohibit the Commission from adjusting the Company’s rates.

ORDER

1. The Commission approves the proposed service lives, salvage values, and depreciation
rates contained in the Company’s 2018 Five-Year Review of Depreciation Certification,
with the following additional requirements regarding group accounting:

a. The Commission accepts the Company’s representation that it will not
argue in a subsequent rate case that group accounting alone would prohibit
the Commission from making adjustments to the Company’s rates; and

15 Otter Tail reply comments, at 6-7 (February 20, 2019).
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b. The Company must continue to maintain information about each of the
major components in the Company’s group accounting.

2. The Company shall file its next annual depreciation study by September 1, 2019.
3. The Company shall file its next five-year depreciation study by September 1, 2023.

4. In its next five-year depreciation study, the Company shall include the supporting
schedules for each of its transmission, distribution, and general plant accounts.

5. In its first depreciation filing that includes new peaking generators, the Company shall
compare the last rate case’s short-term peaking capacity costs to the peaking capacity
costs of the new generators.

6. The Company shall include a comparison of the retirement estimates used in its most
current integrated resource plan to remaining lives used in its depreciation filing and
explain any differences.

7. This order shall become effective immediately.

BY ORDER OF THE COMMISSION

Daniel P. Wolf
Executive Secretary

This document can be made available in alternative formats (e.g., large print or audio) by calling
651.296.0406 (voice). Persons with hearing loss or speech disabilities may call us through their
preferred Telecommunications Relay Service or email consumer.puc@state.mn.us for assistance.
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August 31, 2018

Mr. Daniel P. Wolf

Executive Secretary

Minnesota Public Utilities Commission
121 7th Place East, Suite 350

St. Paul, MN 55101-2147

RE: Inthe Matter of Otter Tail Power Company’s Petition for Approval of its
2018 Five-Year Review of Depreciation Certification
Docket No. E017/D-18-

Dear Mr. Wolf:

Otter Tail Power Company (Otter Tail) hereby submits its 2018 Five-Year Review of Depreciation
Certification.

Otter Tail electronically filed this document with the Commission. In compliance with Minn. R.
7829.1300, subp. 2., Otter Tail served a copy of this filing on the Minnesota Department of
Commerce - Division of Energy Resources and the Office of Attorney General — Antitrust & Utilities
Division. A Summary of the filing has been served on all persons on Otter Tail’s general service list.
A Certificate of Service is also enclosed.

Please contact me at (218) 739-8659 or [demmer@otpco.com if you have any questions.

Sincerely,

/s/ LOYAL K. DEMMER
Loyal K. Demmer, CMA
Senior Depreciation Accountant

jch

Enclosures

By electronic filing
c. Service List

An Equal Opportunity Employer ‘ é OTTERTAIL
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STATE OF MINNESOTA
BEFORE THE MINNESOTA PUBLIC UTILITIES COMMISSION

In the Matter of Otter Tail Power

Company’s Petition for Approval of its Docket No. E017/D-18-
2018 Five-Year Review of Depreciation

Certification

SUMMARY OF FILING

Please take notice that on August 31, 2018, Otter Tail Power Company filed its
2018 Five-Year Review of Depreciation Certification with the Minnesota Public Utilities
Commission. The study is being filed under Minn. R. 7825.0700.



STATE OF MINNESOTA
BEFORE THE MINNESOTA PUBLIC UTILITIES COMMISSION

In the Matter of Otter Tail Power

Company’s Petition for Approval of its 2018 Docket No. E017/D-18-
Five-Year Review of Depreciation

Certification

PETITION OF OTTER TAIL POWER COMPANY

l. INTRODUCTION

Pursuant to Minn. R. 7825.0700, Otter Tail Power Company (Otter Tail or the Company)
hereby files its 2018 Five-Year Petition for Depreciation Certification. Otter Tail requests that
the study be certified effective January 1, 2019.

. GENERAL FILING INFORMATION
Pursuant to Minn. R. 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

Cary Stephenson

Associate General Counsel
Otter Tail Power Company
215 South Cascade Street

P. O. Box 496

Fergus Falls, MN 56538-0496
(218) 739-8956
cstephenson@otpco.com



C. Date of Filing and Date Study Proposed to Take Effect

The filing date is August 31, 2018, and Otter Tail requests approval as of January 1,
2019.

D. Controlling Law for the Filing

Minn. Stat. 88 216B.08 and 216B.11, and Minn. R. 7825.0700 — 7825.0900 control the
filing.

E. Title of Utility Employee Responsible for Filing

Loyal K. Demmer, CMA
Senior Depreciation Accountant
Otter Tail Power Company

215 South Cascade Street

P. O. Box 496

Fergus Falls, MN 56538-0496
(218) 739-8659
Idemmer@otpco.com

IIl.  DESCRIPTION OF FILING

This filing constitutes Otter Tail’s 2018 Five-Year Petition for Depreciation Certification.
Otter Tail’s last five-year comprehensive depreciation study was filed in 2013 and approved by
the Minnesota Public Utilities Commission (Commission) on April 7, 2014, in Docket No.
E017/D-13-795. Otter Tail’s next five-year comprehensive depreciation study is due September
1, 2023. Annual depreciation certification filings are to be filed on or before September 1 of each

year in the four interim years between the five-year comprehensive depreciation studies.

This petition contains four attachments:

1. 2018 Depreciation Rate Study prepared by Foster Associates
Consultants, LLC, Attachment No. 1;

2. Proposed Remaining Lives and Salvage Percentages for Use in
2019, Attachment No. 2;

3. Supplemental Comments, Attachment No. 3;

4. Comparison of Retirement Dates between this filing and the
Company’s most recent Commission approved Resource Plan that
was filed in Docket No. E017/RP-16-386, Attachment No. 4



mailto:ldemmer@otpco.com

Attachment No. 1 contains Statement B, which is a Comparison of Current and Proposed

Accruals showing depreciation expense for both total Company and the portion allocated to the
Minnesota jurisdiction based on plant in-service balances as of December 31, 2017. Other
statements in Attachment No. 1 provide the rest of the schedules required in an annual review of

depreciation.

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 2019 depreciation rates.

Attachment No. 3, “Supplemental Comments,” addresses additional information not included in

Attachment No. 1; specifically, it includes comments related to long-term depreciation planning

and explanations about future plant additions and retirements.

Attachment No. 4 provides a schedule and narrative explaining differences between the
remaining lives used in this Petition and the Company’s most recent Commission approved

Integrated Resource Plan that was filed on June 1, 2016.

IV. OTHER DEPRECIATION FILING MATTERS

A Peaking Capacity Cost Information
The Commission’s Order Accepting Resource Plan Change, (Docket No.
E017/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.” This filing does not include any new peaking generators so there is

no cost information to report with this filing.

B. Software Amortization
Historically Otter Tail Power has not included its Software Amortization account
and amortization period in its annual Depreciation Certification filings. This is
because those accounts are for intangible property and drive amortization expense
and not depreciation expense. Amortized accounts utilize amortization periods
and do not have salvage expectations, thus remaining lives and salvage

percentages are not used for those accounts. Otter Tail is requesting permission to



include in our proposed remaining lives and salvage percentages for 2019, these
two software amortization accounts. We would like to include 5 and 10-year
amortization periods for use in our amortization postings for 2019. If approved,
Otter Tail will commence including these two intangible accounts in our 2019
annual technical update depreciation filing. As of now those accounts have also
been outside the scope our depreciation studies since they drove amortization
expense and therefore were not included in our depreciation certification filings.
If approved, for next year’s depreciation certification filing we would include
Software plant in service and accumulated amortized reserve property records
along with all the other accounts currently a part of the outsourced depreciation

study.

V. MISCELLANEOUS INFORMATION
A. Pursuant to Minn. R. 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
Senior Depreciation Accountant
Otter Tail Power Company

215 South Cascade Street

P. O. Box 496

Fergus Falls, MN 56538-0496
Idemmer@otpco.com

and

Cary Stephenson

Associate General Counsel
Otter Tail Power Company
215 South Cascade Street

P. O. Box 496

Fergus Falls, MN 56538-0496
cstephenson@otpco.com

B. Service on Other Parties
Otter Tail served a copy of this filing on the Department of Commerce — Division of
Energy Resources and the Office of Attorney General — Antitrust & Utilities Division, and a

summary of the filing on all parties on the attached general service list.



C. Summary of Filing

A one-paragraph summary of the Petition is attached.

VI. CONCLUSION
Otter Tail respectfully requests that the Commission approve this annual petition for

depreciation certification, to be effective January 1, 2019.

Dated: August 31, 2018
Respectfully submitted,

OTTER TAIL POWER COMPANY

/s/ LOYAL K. DEMMER

Loyal K. Demmer, CMA
Senior Depreciation Accountant
Otter Tail Power Company

215 South Cascade Street

P. O. Box 496

Fergus Falls, MN 56538-0496
(218) 739-8659
Idemmer@otpco.com
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Docket No. E017/D-18-
Attachment No. 2

OTTER TAIL POWER COMPANY
2018 ANNUAL REVIEW OF DEPRECIATION CERTIFICATION
PROPOSED REMAINING LIVES & SALVAGE %'s FOR USE IN 2019

Account Remaining  Net Salvage Amortization
Number Class of Utility Plant Life (Yrs) % Period (Yrs)

STEAM PRODUCTION
Big Stone Plant

311-101 Structures & Improvements 27.46 -5.9%
312-101 Boiler Plant Equipment 27.47 -5.9%
314-101 Turbogenerator Units 27.44 -5.9%
315-101 Accessory Electric Equipment 27.46 -5.9%
316-101 Misc. Power Plant Equipment 27.44 -5.9%
Hoot Lake Plant - Units 2 & 3
311-102 Structures & Improvements 3.48 -15.5%
312-102 Boiler Plant Equipment 3.48 -15.5%
312.1-102 Boiler Plant Equipment 32.08
314-102 Turbogenerator Units 3.48 -15.5%
315-102 Accessory Electric Equipment 3.48 -15.5%
316-102 Misc. Power Plant Equipment 3.48 -15.5%
Coyote Station
311-103 Structures & Improvements 22.75 -9.0%
312-103 Boiler Plant Equipment 22.77 -9.0%
314-103 Turbogenerator Units 22.78 -9.0%
315-103 Accessory Electric Equipment 22.76 -9.0%
316-103 Misc. Power Plant Equipment 22.78 -9.0%

HYDRAULIC PRODUCTION
Hoot Lake Hydro Unit

331-131 Structures & Improvements 3.48 0.0%
332-131 Reservoirs, Dams & Waterways 3.48 0.0%
333-131 Water Wheels, Turbines & Gen. 3.48 0.0%
334-131 Accessory Electric Equipment 3.48 0.0%
335-131 Misc. Power Plant Equipment 3.48 0.0%

Wright Hydro Unit

331-132 Structures & Improvements 3.48 0.0%
332-132 Reservoirs, Dams & Waterways 3.48 0.0%
333-132 Water Wheels, Turbines & Gen. 3.48 0.0%
334-132 Accessory Electric Equipment 3.48 0.0%
335-132 Misc. Power Plant Equipment 3.48 0.0%
Pisgah Hydro Unit
331-133 Structures & Improvements 3.48 0.0%
332-133 Reservoirs, Dams & Waterways 3.48 0.0%
333-133 Water Wheels, Turbines & Gen. 3.48 0.0%
334-133 Accessory Electric Equipment 3.48 0.0%
335-133 Misc. Power Plant Equipment 3.48 0.0%

Dayton Hollow Hydro Unit

331-134 Structures & Improvements 3.48 0.0%
332-134 Reservoirs, Dams & Waterways 3.48 0.0%
333-134 Water Wheels, Turbines & Gen. 3.48 0.0%
334-134 Accessory Electric Equipment 3.48 0.0%
335-134 Misc. Power Plant Equipment 3.48 0.0%
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OTTER TAIL POWER COMPANY
2018 ANNUAL REVIEW OF DEPRECIATION CERTIFICATION
PROPOSED REMAINING LIVES & SALVAGE %'s FOR USE IN 2019

Account Remaining Net Salvage Amortization

Number Class of Utility Plant Life (Yrs) % Period (Yrs)
Taplin Gorge Hydro Unit

331-135 Structures & Improvements 3.48 0.0%

332-135 Reservoirs, Dams & Waterways 3.48 0.0%

333-135 Water Wheels, Turbines & Gen. 3.48 0.0%

334-135 Accessory Electric Equipment 3.48 0.0%

335-135 Misc. Power Plant Equipment 3.48 0.0%
Bemidji Hydro Unit

331-138 Structures & Improvements 3.48 0.0%

332-138 Reservoirs, Dams & Waterways 3.48 0.0%

333-138 Water Wheels, Turbines & Gen. 3.48 0.0%

334-138 Accessory Electric Equipment 3.48 0.0%

335-138 Misc. Power Plant Equipment 3.48 0.0%

OTHER PRODUCTION
Jamestown Unit 1

341-140 Structures & Improvements 15.18 -5.9%
342-140 Fuel Holders & Accessories 15.19 -5.9%
343-140 Prime Movers 15.18 -5.9%
345-140 Accessory Electric Equipment 15.16 -5.9%
346-140 Misc. Power Plant Equipment 15.19 -5.9%

Jamestown Unit 2

341-142 Structures & Improvements 15.19 -5.9%
342-142 Fuel Holders & Accessories 15.17 -5.9%
343-142 Prime Movers 15.18 -5.9%
345-142 Accessory Electric Equipment 15.19 -5.9%
346-142 Misc. Power Plant Equipment 15.17 -5.9%
Lake Preston
341-141 Structures & Improvements 15.18 -6.9%
342-141 Fuel Holders & Accessories 15.18 -6.9%
343-141 Prime Movers 15.18 -6.9%
345-141 Accessory Electric Equipment 15.18 -6.9%
346-141 Misc. Power Plant Equipment 15.17 -6.9%

Fergus Falls Control Center
343-143 Prime Movers 12.29 -5.0%

Solway Combustion Turbine Plant

341-144 Structures & Improvements 19.96 -1.6%
342-144 Fuel Holders & Accessories 19.96 -1.6%
343-144 Prime Movers 19.96 -1.6%
345-144 Accessory Electric Equipment 19.96 -1.6%
346-144 Misc. Power Plant Equipment 19.96 -1.6%

Langdon Wind Energy Center

341-160 Structures & Improvements 14.23 -4.0%
344-160 Generators 14.23 -4.0%
345-160 Accessory Electric Equipment 14.23 -4.0%
346-160 Misc. Power Plant Equipment 14.23 -4.0%

Ashtabula Wind Energy Center

341-161 Structures & Improvements 15.19 -3.5%
344-161 Generators 15.19 -3.5%
345-161 Accessory Electric Equipment 15.19 -3.5%
346-161 Misc. Power Plant Equipment 15.20 -3.5%
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2018 ANNUAL REVIEW OF DEPRECIATION CERTIFICATION
PROPOSED REMAINING LIVES & SALVAGE %'s FOR USE IN 2019

Account

Number

341-162
344-162
345-162
346-162

Class of Utility Plant
Luverne Wind Energy Center
Structures & Improvements
Generators
Accessory Electric Equipment
Misc. Power Plant Equipment

TRANSMISSION

353  Station Equipment
354 Towers & Fixtures
355 Poles & Fixtures
356 Overhead Conductor & Devices
358 Underground Conductor & Devices
DISTRIBUTION
362 Station Equipment
364 Poles, Towers & Fixtures
365 Overhead Conductor & Devices
367 Underground Conductor & Devices
368 Line Transformers
369 Overhead Services
369.1 Underground Services
370 Meters
370.1 Load Management Switches
370.20 Interruption Monitors
371.20 Other Private Lighting
373 Street Lighting & Signal System

GENERAL PLANT

390
390.1
390.2
390.3

396
397.4

391
391.1
391.2
391.5
391.6

393

394
394.2

395

397
397.1
397.2
397.3

303.91
303.92

Depreciable

Structures & Improvements
General Office Buildings

Fleet Service Center Buildings
Central Stores Building

Power Operated Equipment
Communication Towers

Amortizable

Office Furniture

Office Equipment

Duplicating Equipment
Computer Systems

Computer Related Equipment
Stores Equipment

Tools, Shop & Garage Equipment
Automated Meter Reading Equip.
Laboratory Equipment
Communication Equipment
Radio Telecom Equipment
Microwave Equipment

Radio Load Control Equipment

Intangibles
Software: 5-year Amortization Period
Software: 10-year Amortization Period

Source is Statement A from Foster Report

Remaining Net Salvage Amortization
Life (Yrs) % Period (Yrs)

16.15 -5.9%

16.15 -5.9%

16.15 -5.9%

16.16 -5.9%

55.72 -5.0%

70.63 -10.0%

58.91 -50.0%

62.70 -30.0%

14.97 -5.0%

34.81 5.0%

48.98 -100.0%

43.27 -75.0%

28.66 -5.0%

30.70 30.0%

31.01 -200.0%

34.03 -20.0%

19.76 0.0%

3.00 0.0%

5

24.39 0.0%

15.09 -5.0%

34.19 5.0%

21.83 47.3%

17.09 31.2%

26.47 79.0%

17.09 5.0%

32.70 -5.0%
15
10
10
5
5
15
15
15
15
15
10
15
10
5
10
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OTTER TAIL POWER COMPANY
FIVE-YEAR REVIEW OF DEPRECIATION CERTIFICATION
Supplemental Comments

Future Additions and Retirements

As indicated in the 2018 Annual Depreciation Study (Attachment 1):

“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.” (See page 18 of the Study).

Otter Tail Power Company (Otter Tail) is unaware of any major future additions that will
materially affect this filing’s certification results other than the request to include amortized
intangible software accounts starting with next year’s depreciation certification filing.

Otter Tail requests the inclusion of 5 and 10-year amortization periods for intangible software
accounts. Otter Tail is currently working on the installation of a new customer information
system (internally referred to as CISone), to replace our aged internally-built legacy system with
a modern commercial application provided by Cayenta Utilities. We expect this software
application to be in service in Q4 2018 at an expected cost of $17.85M and consider it a large
software implementation that would utilize the 10-year amortization period. These types of
software applications typically go through rounds of upgrades and enhancements over the years
which may contain additional capitalizable components over a software’s useful life.

Otter Tail continues to invest in the transmission line construction initiatives in Minnesota, North
Dakota, and South Dakota. CapX2020 project segments have gone into service from 2012
through 2015. Otter Tail actively participated in the development and construction of two new
345 kV transmission projects and corresponding substation upgrades in the Big Stone, South
Dakota, area. We worked closely with MISO and area utilities on these projects, which are part
of MISO’s Multi-Value Project (“MVP”) portfolio making them eligible for regional cost
sharing under the MISO’s FERC-approved MVP cost allocation methodology. The first of these
projects, the Big Stone South — Brookings line went into service in 2017. The Big Stone South —
Ellendale project is actively under construction and is expected to go into service in 2019 at an
estimated cost of approximately $120M (Otter Tail Power Company share).

With respect to retirements, Otter Tail Power Company is also unaware of any major future
retirements that would materially affect this filing’s certification results.

In addition to discussing active future additions or retirements that could affect the current
certification results, it is the Company’s practice to also discuss future (and potential future)
additions and retirements that may influence future depreciation expense or future certification
results.
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OTTER TAIL POWER COMPANY
FIVE-YEAR REVIEW OF DEPRECIATION CERTIFICATION
Supplemental Comments

Otter Tail Power Company’s 2013 five-year depreciation filing provided some discussion on
these projects and we provide below additional updates on current projects or projects being
considered.

On November 17, 2016, Otter Tail announced agreements with EDF Renewable Development
Inc. and certain of its affiliated companies whereby EDF will develop and construct and OTP
will acquire to a 150-megawatt (MW) wind farm proposed to be built near the southeastern
North Dakota town of Merricourt. The Company anticipates construction to begin in 2019 with a
targeted completion date in 2020. The contract with EDF is for approximately $235 million and
Otter Tail will have additional direct costs.

On March 27, 2017, the company announced plans to seek regulatory approvals to build a new
250 MW simple cycle, natural gas-fired electricity-generating station northwest of Astoria in
Deuel County, South Dakota. This plant is proposed to be located near the intersection of the
Northern Border Pipeline and the Big Stone South-to-Brookings County 345-kilovolt electric
transmission line. The Astoria Station will be a state-of-the-art, highly efficient simple-cycle
natural gas combustion turbine with the capacity to provide approximately 250 MW of energy.
Otter Tail Power Company expects to invest $165 million in the project with a planned in-
service date in 2021.

Together these new generation facilities will help offset the scheduled 2021 retirement of coal-
fired Units 2 and 3 at Hoot Lake Plant located outside of Fergus Falls, MN. Astoria Station will
help offset capacity needs, while the wind farm will help offset energy needs. The Hoot Lake
Plant units began serving customers in 1959 and 1964 respectively and have a combined output
of 140-megawatts (MW).
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OTTER TAIL POWER COMPANY

2018 FIVE-YEAR REVIEW OF DEPRECIATION CERTIFICATION

Comparison of Resource Plan and Depreciation Filing Retirement Dates

Retirement Dates

Docket No. E017/D-18-
Attachment No. 4
Page 1of 1

Generating Unit

BASE LOAD

»  Hoot Lake
Plant Units 2 & 3

Resource Plan 2017 -
2031

Jun-2021

2018 Depreciation
Study
(Attachment No. 1)

Jun-2021

Difference

None

Comments

Hoot Lake Plant units 2 & 3 have an Average Year of Final Retirement (AYFR) of 2021. The
Depreciation Study adopts a mid-year convention where all asset activity is assumed to take place on June
30th of its respective activity years, whether that activity is a plant addition or plant retirement. Therefore
the depreciation study has June, 2021 as its retirement date. The IRP in Appendix F also adopts June,
2021 as the retirement month matching the Depreciation filing.

»  Big Stone
Plant

Jun-2046

Jun-2046

None

Big Stone Plant has an Average Year of Final Retirement (AYFR) of 2046. The Depreciation Study
adopts a mid-year convention where all asset activity is assumed to take place on June 30th of its
respective activity years, whether that activity is a plant addition or plant retirement. Therefore the
depreciation study has June, 2046 as its retirement date. The IRP in Appendix F also adopts June, 2046 as
the retirement month matching the Depreciation filing.

»  Coyote
Station

WIND
» Langdon Wind
Energy Center

Jun-2041

Dec-2032

Jun-2041

Jun-2032

None

6 months (outside of
IRP study period)

Coyote Station has an Average Year of Final Retirement (AYFR) of 2041. The Depreciation Study adopts
a mid-year convention where all asset activity is assumed to take place on June 30th of its respective
activity years, whether that activity is a plant addition or plant retirement. Therefore the depreciation study
has June, 2041 as its retirement date. The IRP in Appendix F also adopts June, 2041 as the retirement
month matching the Depreciation filing.

The Langdon Wind Energy Center has an Average Year of Final Retirement (AYFR) of 2032. The
Depreciation Study adopts a mid-year convention where all asset activity is assumed to take place on June
30th of its respective activity years, whether that activity is a plant addition or plant retirement. Therefore
the depreciation study has June, 2032 as its retirement date. The IRP models the Wind Farms as Purchase
Power Agrements which expire at the end of their terminaltion year, therefore the IRP uses December,
2032 as its retirement month.

» Ashtabula Wind
Energy Center

Dec-2033

Jun-2033

6 months (outside of
IRP study period)

The Ashtabula Wind Energy Center has an Average Year of Final Retirement (AYFR) of 2033. The
Depreciation Study adopts a mid-year convention where all asset activity is assumed to take place on June
30th of its respective activity years, whether that activity is a plant addition or plant retirement. Therefore
the depreciation study has June, 2033 as its retirement date. The IRP models the Wind Farms as Purchase
Power Agrements which expire at the end of their terminaltion year, therefore the IRP uses December,
2033 as its retirement month.

» Luverne Wind
Energy Center

HYDRO

Dec-2034

Jun-2034

6 months (outside of
IRP study period)

The Luverne Wind Energy Center has an Average Year of Final Retirement (AYFR) of 2034. The
Depreciation Study adopts a mid-year convention where all asset activity is assumed to take place on June
30th of its respective activity years, whether that activity is a plant addition or plant retirement. Therefore
the depreciation study has June, 2034 as its retirement date. The IRP models the Wind Farms as Purchase
Power Agrements which expire at the end of their terminaltion year, therefore the IRP uses December,
2034 as its retirement month.

of Lake Bemidji —
not subject to FERC

discussed - IRP assumes
operating perpetually

» 6 units in 5 dams No retirement date Jun-2021 Program assumption |The latest approved IRP assume these permanent hydro dam structures operate perpetually until a final

on the Otter Tail discussed - IRP assumes differences retirement date is established. Depreciation Studies tie the retirement date to end of the current active

River, FERC operating perpetually FERC hydro operating license. This is the latest date these facilities can operate as generation resources

licensed until a new license renewal is granted pursuant to the satisfaction of its stated conditions. OTP is currently
pursuing renewing its FERC Hydro license.

» 2 units on outlet No retirement date Jun-2021 Program assumption |The latest approved IRP assumes permanent hydro dam structures operate perpetually until a final

differences

retirement date is established. Depreciation Studies tie retirement date to end of current hydro license for
other hydro structures which are of a similar vintage.

Center Diesel

discussed - beyond study
period

jurisdiction
eeAkinGg - OO |

» Jamestown Jun-2033 Jun-2033 None The two Jamestown Combustion Turbines have an Average Year of Final Retirement (AYFR) of 2033.

Combustion The Depreciation Study adopts a mid-year convention where all asset activity is assumed to take place on

Turbines - 2 units June 30th of its respective activity years, whether that activity is a plant addition or plant retirement.
Therefore the depreciation study has June, 2033 as its retirement date. The IRP in Appendix F also adopts
June, 2033 as the retirement month matching the Depreciation filing.

> Lake Preston Jun-2033 Jun-2033 None The Lake Preston Combustion Turbine has an Average Year of Final Retirement (AYFR) of 2033. The

Combustion Depreciation Study adopts a mid-year convention where all asset activity is assumed to take place on June

Turbine 30th of its respective activity years, whether that activity is a plant addition or plant retirement. Therefore
the depreciation study has June, 2033 as its retirement date. The IRP in Appendix F also adopts June,
2033 as the retirement month matching the Depreciation filing.

» Solway Jun-2038 Jun-2038 None The Solway Combustion Turbine has an Average Year of Final Retirement (AYFR) of 2038. The

Combustion Depreciation Study adopts a mid-year convention where all asset activity is assumed to take place on June

Turbine 30th of its respective activity years, whether that activity is a plant addition or plant retirement. Therefore
the depreciation study has June, 2038 as its retirement date. The IRP in Appendix F also adopts June,
2038 as the retirement month matching the Depreciation filing.

» Fergus Control No retirement date Jun-2030 Program assumption [IRP assumes retirement is outside of resource plan study period. Depreciation study accounts for assets

differences

functionality as control center black start and back up strategic functionality. Unit classified as an
Emergency Generator as defined by EPA Rice rules.

Note:

Otter Tail 's most recently approve IRP was filed under Docket No. EQ7-RP-16-386. In the RP's, 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. The depreciation study is
intended to be an exact forecast used for appropriate depreciation expense allocation of our current investment over the current plants remaining life. The RP is far
less exact in the long-term, so there can be potential difference because of the intended purposes and assumstions the two filings.
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215 South Cascade Street

PO Box 496
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218 739-8200

www.otpco.com (web site)

November 28, 2018

Mr. Daniel P. Wolf OHEB iA".
. POWER COMPANY

Executive Secretary

Minnesota Public Utilities Commission

121 7th Place East, Suite 350
St. Paul, MN 55101-2147

RE: Inthe Matter of Otter Tail Power Company’s Petition for Approval of its
2018 Five-Year Review of Depreciation Certification
Docket No. E017/D-18-568
Supplemental - Correction

Dear Mr. Wolf:

Otter Tail Power Company (Otter Tail) submits this filing to correct a typographical error discovered
in our initial filing, on Attachment 1, page 6 of 104, paragraph 4. With this filing Otter Tail replaces
Attachment 1, page 6 of 104 with a corrected page 6. The new page 6 corrects the typographic error in
paragraph 4. That error mistakenly referenced Docket No. E017/D-16-729, which raised a question
whether Otter Tail was utilizing correct data in this matter. The corrected page 6 now references last
year’s depreciation certification, Docket No. E017/D-17-652, which is in fact the docket from which
Otter Tail utilized data for this matter.

Otter Tail electronically filed this document with the Commission. In compliance with Minn. R.
7829.1300, subp. 2., Otter Tail served a copy of this filing on the Minnesota Department of
Commerce - Division of Energy Resources and the Office of Attorney General — Antitrust & Utilities
Division. A copy of this filing has been served on all persons on Otter Tail’s general service list. A
Certificate of Service is also enclosed.

Please contact me at (218) 739-8659 or [demmer@otpco.com if you have any questions.

Sincerely,

/s/ LOYAL K. DEMMER
Loyal K. Demmer, CMA
Senior Depreciation Accountant

mmo

Enclosures

By electronic filing
c. Service List

An Equal Opportunity Employer ‘ é OTTERTAIL


http://www.otpco.com/
mailto:ldemmer@otpco.com

17595 S. Tamiami Trail, Suite 260
am foster Fort Myers, Florida 33908

associates T239.267.1600 | M 239.980.5991

Ronald E. White, Ph.D.
President

November 20, 2018

Mr. Loyal K. Demmer

Senior Depreciation Accountant
OTTER TAIL POWER COMPANY
215 South Cascade Street

Fergus Falls, MN 56538-0496

RE: Otter Tail 2018 Depreciation Study (Addendum)

Dear Mr. Demmer:

Thank you for bringing to our attention an inadvertent error on page 1, paragraph 4 of the 2018
Depreciation Rate Study. Attached is a replacement page correcting the effective date of current
depreciation rates and the docket number of the approving Commission order.

We apologize for any inconvenience resulting from our error.

Respectfully,

Ronald E. White, Ph.D.



EXECUTIVE SUMMARY

INTRODUCTION

This report presents the findings and recommendations developed in a 2018 depre-
ciation study for utility plant owned and operated by Otter Tail Power Company
(OTP). The study was undertaken pursuant to Minnesota Rules 7825.0500-
7825.0900 and by order of the Minnesota Public Utilities Commission in Docket
No. E017/D-13-795 (Order dated April 7, 2014) directing OTP to file a five—year
depreciation study by September 1, 2018. The current study provides recommended
2018 depreciation rates and parameters for: a) steam, hydraulic and other produc-
tion facilities; and b) electric transmission, distribution and general plant categories.
Work on the study commenced in June 2018 and progressed through mid—-August,
at which time the project was completed.

Foster Associates is a public utility economic consulting firm headquartered in
Fort Myers, Florida offering economic research and consulting services on issues
and problems arising from governmental regulation of business. Areas of speciali-
zation supported by the firm’s Fort Myers, Florida office include property life fore-
casting, technological forecasting, depreciation estimation, and valuation of indus-
trial property.

Foster Associates has undertaken numerous depreciation engagements for both
public and privately owned business entities including detailed statistical life stud-
ies, analyses of required net salvage rates, and the selection of depreciation systems
that will most nearly achieve the goals of depreciation accounting under the con-
straints of either government regulation or competitive market pricing. Foster As-
sociates is widely recognized for industry leadership in the development of depre-
ciation systems, life analysis techniques and computer software for conducting de-
preciation and valuation studies.

Depreciation rates currently used by OTP became effective January 1, 2018
pursuant to a Commission order in Docket No. EO17/D-17—-652 approving revised
remaining lives developed in a 2017 technical update of depreciation rates. Param-
eters (i.e., projection curve, projection life and future net salvage rates) used in the
2017 update were developed by Foster Associates in a 2013 study.

The principal findings and recommendations of the 2018 Depreciation Rate
Study are summarized in the Section IV of this report. Statement A provides a com-
parative summary of current and proposed annual depreciation rates for each rate
category. Statement B provides a comparison of current and proposed annual de-
preciation accruals. Statement C provides a comparison of computed and recorded
depreciation reserves for each rate category. Statement D provides a summary of
the components used to obtain weighted—average net salvage rates. Statement E
provides a computation of the estimated future net salvage rate for life—span cate-
gories. Statement F provides a comparative summary of current and proposed pa-
rameters including projection life, projection curve and future net salvage rates.
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CERTIFICATE OF SERVICE

RE:  In the Matter of Otter Tail Power Company’s Petition for Approval of its
2018 Five-Year Review of Depreciation Certification
Docket No. E017/D-18-568

I, Mikayla Osterman, hereby certify that | have this day served a copy of the following,
or a summary thereof, on Daniel P. Wolf and Sharon Ferguson by e-filing, and to all other
persons on the attached service list by electronic service or by First Class Mail.

Otter Tail Power Company
Supplemental - Correction

Dated this 28th day of November, 2018

/s/ MIKAYLA OSTERMAN
Mikayla Osterman

Regulatory Filing Coordinator
Otter Tail Power Company
215 South Cascade Street
Fergus Falls MN 56537

(218) 739-8545
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