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May 1, 2014 
 
 
Burl W. Haar 
Executive Secretary 
Minnesota Public Utilities Commission 
121 7th Place East, Suite 350 
St. Paul, Minnesota  55101-2147 
 
RE: Comments of the Minnesota Department of Commerce 
 Docket No. E017/M-14-201 
 
Dear Dr. Haar: 
 
Attached are the comments of the Minnesota Department of Commerce, Division of energy 
Resources (Department) in the following matter: 
 

Otter Tail Power Company’s (Otter Tail or Company) 2013 Demand Side Management 
Financial Incentive Project and Annual Filing to Update the CIP [Conservation 
Improvement Program] Rider (collectively referred to as the Petition). 

 
The Petition was filed on April 1, 2014: 
 

Kim Pederson 
Manager, Market Planning 
Otter Tail Power company 
215 South Cascade Street 
PO Box 496 
Fergus Falls, MN  56538-0496 

 
The Department will provide its final recommendation after reviewing Otter Tail’s Reply 
Comments.  The Department is available to answer any questions that the Minnesota Public 
Utilities Commission may have. 
 
Sincerely, 
 
 
/s/ JOHN KUNDERT 
Financial Analyst 
 
JK/sm 
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BEFORE THE MINNESOTA PUBLIC UTILITIES COMMISSION 
 

COMMENTS OF THE 
MINNESOTA DEPARTMENT OF COMMERCE 

 
DOCKET NO. E017/M-14-201 

 
 
 

I. SUMMARY OF THE UTILITY’S PROPOSAL 
 
On April 1, 2014, Otter Tail Power Company (Otter Tail or the Company) submitted a filing to 
the Minnesota Public Utilities Commission (Commission) that contains the following sections: 
 

 Demand Side Management [DSM] Financial Incentive Project; 
 

 Annual Filing to Update the Conservation Improvement Project Rider; 
 

 Electric Utility Conservation Cost Recovery Report; and 
 

 2013 CIP [Conservation Improvement Program] Status Report (Status Report). 
 
The first three sections are collectively referred to hereafter as the Petition. The Status Report is 
intended to fulfill the requirements of the Minnesota Department of Commerce, Division of 
Energy Resources’ (Department or DOC) annual CIP reporting rules contained in Minnesota 
Rules part 7690.0500. 
 
Since the Company’s Status Report does not require Commission approval, this portion of the 
Petition has been assigned to a separate docket. 
  



Docket No. E017/M-14-201 
Analyst assigned:  John Kundert 
Page 2 
 
 
 

 

II. THE DEPARTMENT’S ANALYSIS 
 
The Department’s analysis of Otter Tail’s Petition is provided below in the following sections: 
 

 in Section II.A, Otter Tail’s proposed 2013 DSM financial incentive; 
 

 in Section II.B, Otter Tail’s proposed 2013 CIP Tracker Account; 
 

 in Section II.C, Otter Tail’s proposed update to the CIP rider; and 
 

 in Section II.D, a review of Otter Tail’s CIP activities for the period 2008 through 
2013. 

 
A. OTTER TAIL’S PROPOSED DSM FINANCIAL INCENTIVE FOR 2013 
 

1. Background and Summary of Otter Tail’s Proposed 2013 DSM Incentive 
 
Under the Shared Savings DSM financial incentive plan approved by the Commission in Docket 
No. E,G999/CI-08-133, Otter Tail may request Commission approval of a performance bonus 
based on the percent of net benefits that the Company achieves. The Commission’s January 27, 
2010 Order explains the incentive as follows: 
 

The New Shared Savings approach emphasizes a 1.5 
percent energy savings goal, and ties the incentive earned 
by the utility to pursuit of the 1.5 percent savings goal. The 
new approach sets a specific dollar amount per unit of 
energy saved that each utility will earn at energy savings 
equal to 1.5 percent of annual non-CIP exempt retail sales. 
That is referred to as the incentive calibration. 
 
The higher the calibration, the higher the incentive will be 
at all energy savings levels after the threshold. Specifically, 
each utility’s incentive is calibrated so that when the utility 
achieves energy savings equal to 1.5 percent of retail sales, 
electric utilities will earn an incentive equal to $0.09 times 
the number of kWh saved and gas utilities will earn at a 
range from $4.50 to $6.50 times the number of thousand 
cubic feet (Mcfs) saved. 

 
Importantly, the incremental incentive per additional 
energy savings achieved is higher than the average 
incentive achieved. Thus, the closer the energy savings is to 
reaching the 1.5 percent energy savings goal, the greater   
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the incremental incentive. However, the incentive is still 
less than the net benefits created through the savings, 
therefore reserving a majority of the net benefits for 
ratepayers. 

 
Mandated assessments to utilities will not be included in 
the calculation of net benefits. Further, as agreed to by the 
working group, a utility can elect before the beginning of 
each year whether to include third party programs in its 
incentive calculation. The costs and benefits of non-elected 
third party programs will not be included in the calculation. 

 
The incentive for Otter Tail is triggered when the Company achieves 50 percent of the utility's 
average achievements for the period 2005 to 2009, removing both the maximum and minimum 
achievements, or at 0.4 percent of retail sales, whichever is lowest. The incentive is capped at 
11.25 cents per first-year kWh. 
 
Otter Tail estimated that its 2013 achievements resulted in $32,764,856 of net benefits. Otter Tail 
also stated in its Petition that its CIP activities achieved energy savings in 2013 of 35,792,002 
kWh, which is approximately 1.67 percent of Otter Tail’s weather-normalized sales of 
2,142,354,181 kWh.  Based on the terms and conditions of its approved DSM incentive plan, 
Otter Tail requests recovery of a DSM financial incentive of $4,026,600 for 2013, which is 
approximately 77 percent ($4,026,600/$5,253,935) of the Company’s 2013 CIP expenditures. 
 

2. The Department’s Review of Otter Tail’s Proposed 2013 DSM Incentive 
 
Otter Tail estimated that its 2013 performance should result in a Shared Savings DSM financial 
incentive of $4,026,600. Otter Tail’s 2013 energy savings of 35,792,002 kWh were sixteen 
percent higher than the Company’s 2012 estimated energy savings of 27,957,635 and two 
percent higher than the Company’s all-time best estimated energy savings of 35,706,319  kWh in 
2009.  
 
The Department’s engineering-oriented analysis of the demand and energy savings that underpin 
Otter Tail’s proposed 2013 DSM financial incentive of $4,026,600 is ongoing.  In all likelihood, 
it will not be completed before the fall of 2014.  The existence of this lag between the 
Company’s request for recovery of the incentive and the completion of the Department’s 
engineering review is a recurring phenomenon.  In 2013, the Department compensated for this 
lag by simply assuming OTP’s claimed energy savings for 2012 were correct as filed and 
planned to make in the instant filing any adjustments approved by the Deputy Commissioner of 
the Department.  However, the Deputy Commissioner approved Otter Tail’s 2013 Status Report, 
without any adjustments, in Docket No. E017/CIP-10-356.02 and thus none need to be made in 
the instant docket.   
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In the event that the Deputy Commissioner of the Department approves different 2013 CIP 
energy savings or budget, the Commission can approve any adjustments to the Company’s DSM 
financial incentive for 2013 achievements as part of the Company’s 2014 filing that will be made 
April 1, 2015. 
 
B. OTTER TAIL’S 2013 CIP TRACKER ACCOUNT 
 
In its Petition, Otter Tail requests approval of its CIP Tracker account balance which includes the 
Company’s recoveries and expenditures during 2013. Activity in Otter Tail’s CIP tracker 
account during 2013 is summarized below in Table 1. 
 

Table 1:  Summary Of Otter Tail’s CIP Tracker Account in 2013 
 

Description Time Period Amount 
Beginning Balance December 31, 2012 $3,572,621 

CIP Expenses January 1 through December 31, 2013 $5,253,935 

DSM Financial Incentive Approved in 2013 for 2012 $2,681,575 
Carrying Charges January 1 through December 31, 2013 $237,859 
Combined Base Rate and 
CCRA Recovery January 1 through December 31, 2013 ($6,910,431) 

Ending Balance December 31, 2013 $4,835,558 
 
The Department reviewed Otter Tail’s CIP Tracker account and concludes that the Company 
correctly calculated its CIP tracker account for 2013. Thus, the Department recommends that the 
Commission approve Otter Tail’s 2013 CIP Tracker account as summarized in Table 1. In the 
event that the Deputy Commissioner of the Department proposes an adjustment to the 2013 CIP 
savings budget for the Company, the Commission can approve any adjustments to the 
Company’s DSM financial incentive for 2013 achievements as part of the Company’s 2014 
filing. 
 
C. OTTER TAIL’S PROPOSED UPDATE TO THE CIP RIDER 
 

1. Conservation Cost Recovery Adjustment (CCRA) 
 
OTP’s approved CCRA (CIP adjustment rate) is $0.00175 per kWh, as approved by the 
Commission on October 15, 2013 in Docket No. E017/M-13-171.  For July 2014 through June 
2015, Otter Tail is proposing a change in the surcharge to $0.00209/kWh or an increase of 19 
percent over the Company’s current surcharge. 
 
Under Otter Tail’s proposal the Company’s CIP tracker balance would be $4,263,408 on June 
30, 2015. OTP estimates that its proposed increase in the CCRA would increase an average 
residential customer’s bill by $0.28/month or 0.34%.  The Company estimates that the carrying  
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costs associated with this proposal for the July 1, 2014 through June 30, 2015 time period would 
be equal to $487,263. 
 
The Department is concerned that given the rate of increase in CIP program expenses and the 
incentive awards the Company has achieved, OTP’s proposed CCRA rate will not recover a 
sufficient amount of the unrecovered costs the Company has incurred to date and will likely 
incur in 2015.  Table 2 summarizes this information.  Consequently, the Department is 
recommending that the Commission consider increasing the CCRA to a level above that 
proposed by OTP. 
 
Reviewing the information in Table 2 below, from 2006 through 2015 the Department estimates 
that OTP will have increased its annual achieved energy savings by a total of 125%.  At the same 
time, its annual CIP expenditures will have increased by 189%.  While these two percentages are 
not identical, they mirror one another to a large degree.  The same relationship does not hold for 
the amount the Company collects annually in carrying charges and the year-end tracker balance.  
The annual amount it collects in carrying charges will have increased by 623% and the year-end 
tracker balance by 451%.  These results suggest that one result of OTP’s reluctance to raise the 
CCRA rate is that it is under-recovering the CIP-related expenses included in the tracker.  
 
As a result, the annual carrying charges that OTP collects on the tracker balance have also 
increased both in nominal terms and as a percentage of annual CIP expenditures.  The 
Department estimates that OTP will book $416,017 in carrying charge expenses in calendar year 
2014 and $472,375 in calendar year 2015.  These amounts will represent 7.39 and 8.44 percent 
of the Company’s annual CIP expenditures for those same years.  
 

Table 2:  Comparison of Selected CIP Program Statistics – 2006 through 2015  
 

 

Achieved 
Energy 
Savings 
(MWh) 

CIP 
Expenditures 

($/yr) 

Carrying 
Charges 

($/yr) 

Carrying 
Charges/ 

Expenditures 
(%) 

DSM Financial 
Incentive 

($/yr) 

Year-End 
Tracker 

Balance ($) 

2006 13,984 $1,938,812 $65,371 3.37% $158,363 $1,035,608 
2007 11,469 $1,862,697 $53,025 2.85% $25,066 $490,713 
2008 15,995 $2,345,874 ($4,830) -0.21% $273,798 $265,056 
2009 35,706 $4,093,050 $26,437 0.65% $1,101,060 $1,927,314 
2010 31,793 $4,984,050 $146,441 2.94% $3,531,538 $3,721,665 
2011 27,958 $4,344,581 $221,862 5.11% $2,608,098 $5,188,129 
2012 30,794 $4,816,994 $222,097 4.61% $2,681,575 $3,572,621 
2013 35,792 $5,253,935 $237,859 4.53% $4,026,600 $4,835,558 

2014* 31,485 $5,628,738 $416,017 7.39% $2,213,974 $6,648,566 
2015* 31,485 $5,595,495 $472,375 8.44% $2,213,974 $5,708,014 

Total % 
Change 125% 189% 623% NA NA 451% 

* Estimated  
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Historically, the Department has taken the position that a utility’s CIP tracker balance should be 
managed such that it remains as close to a zero balance, (neither under- or over-recovered) as 
possible.  One reason for this position is the Department’s goal to minimize the carrying costs 
associated with the CIP tracker.       
 
Consequently, the Department provides the following high-low analysis that identifies: 
 

 A high CCRA scenario that would eliminate the existing under-recovery by June 30, 
2015. 
 

 A medium CCRA scenario that would help to mitigate this ongoing under-recovery.  
The Department identified a $1.0 million under-recovery as the goal of the proposed 
change to the CCRA.  The date this goal would be achieved was identified as 
December 31, 2015. 

 
 A low scenario based on the Company’s proposed CCRA that would result in the 

under-recovered CIP Tracker Balances identified in Table 2. 
 
Regarding the high scenario, the Department estimates that the CCRA would need to increase to 
$0.00388/kWh effective July 1, 2014 in order to eliminate the existing under-recovery by June 
30, 2015.  This change would represent a 122 percent increase in the existing CCRA of 
$0.00175/kWh.  The increase in the CCRA cost to a residential ratepayer would be $1.76/month 
under this scenario.  The monthly bill impact for a residential ratepayer would be equal to 2.11%.   
 
The medium CCRA scenario’s decision criteria were selected with an eye towards mitigating 
rate shock while providing an adequate amount of time for the new CCRA to be in effect.  The 
$1.0 million under-recovered CIP tracker balance would decrease the amount of the under-
recovery that the new CCRA would need to recover.  The eighteen-month time frame would 
allow more time for the new CCRA to be in effect relative to the normal twelve-month period.   
 
A CCRA of $0.00350/kWh would meet the threshold criteria identified in the medium CCRA 
scenario.  This change would represent a 100 percent increase in the existing CCRA of 
$0.00175/kWh.  The increase in the CCRA cost to a residential ratepayer would be $1.44/month 
under this scenario.  The monthly bill impact for a residential ratepayer would be equal to 1.74%.   
 
Table 3 summarizes the impacts of the three scenarios for OTP’s residential rate class.  The 
effects of the different CCRA’s on the forecasted tracker balances and carrying charges are 
presented in greater detail in Attachment 1.  The effects of the three CCRA’s on average monthly 
bills are presented in greater detail in Attachment 2. 
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Table 3:  Comparison of CCRA’s, Percentage Increase in Monthly Bill for an Average 
Residential Customer and Forecasted June 30, 2015 CIP Tracker Balances 

 

Scenario Proposed CCRA 
($/kWh) 

Percentage increase in 
Monthly Bill for an 

Average Customer (%) 

June 30, 2015 Forecasted 
Tracker Balance ($) 

High $0.00388/kWh 2.11% ($15,841) 
Medium* $0.00350/kWh 1.74% $892,603 
Low $0.00209/kWh 0.34% $4,263,411 

*This scenario also produces a December 31, 2015 CIP Tracker Balance of $1,077,466, which is 
consistent with the decision criteria identified in the scenario. 

 
All three scenarios share the following assumptions: 
 

 No change to the existing per-kWh CIP rate included in base rates through December 
31, 2015; 
 

 Forecasted energy sales for January 2014 through June 2015 equal those included in 
Exhibit 1 of the CCRA section of the Petition: 
 

 Forecasted energy sales for August 2015 through December 2015 based on the 
Company’s forecasted sales for the same period in 2014. 

 
Table 4 summarizes the year-ending tracker balances for 2014 and 2015, as well as the annual 
estimated carrying charges for the three scenarios. 
 

Table 4:  Comparison of High, Medium and Low CCRA Recovery Scenarios – December-
Ending 2014 and 2015 CIP Tracker Balances and Annual Carrying Charges 

 

Description 
December Ending 

2014 Tracker 
Balance 

2014 Carrying 
Charge ($/yr) 

December Ending 
2015 Tracker 

Balance 

2015 Carrying 
Charge ($/yr) 

High $4,637,980 $381,425 ($297,624) $128,687 

Medium $5,064,808 $388,768 $1,077,466 $203,372 

Low $6,648,566 $416,017 $5,708,014 $472,375 
 
The information in Table 4 suggests that OTP’s current proposed rates and cost recovery 
approach (low scenario) would not provide an adequate amount of revenue to offset the 
combination of the existing under-recovery in the CIP tracker and ongoing program expenses.  
The estimated December 31, 2014 tracker balance would be $6.6 million under-recovered, an all- 
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time high for the program.  Assuming another 20% increase to the Company-proposed CCRA on 
July 1, 2015 results in a decrease in the tracker balance of $940,552 to $5.7 million on December 
31. 2015.    
 
After reviewing the information in Tables 3 and 4, the Department recommends that the 
Commission adopt the $0.0035/kWh CCRA effective July 1, 2014.  This is the CCRA derived in 
the medium scenario.  The Department believes that this level of CCRA combined with one of 
the alternative cost-recovery scenarios identified in the following section would produce a 
reasonable, balanced result for OTP’s ratepayers. 
 
2013 CIP Incentive Cost Recovery Scenarios  
 
The Company has requested an incentive for 2013 of $4,026,600.  The information included in 
the Petition assumes this incentive would be booked to the CIP tracker in its entirety on July 1, 
2014.  Given the magnitude of this incentive and the extent of the under-recovered balance in the 
CIP Tracker, the Department modified the proposed cost recovery assumption associated with 
the 2013 incentive in the medium scenario to determine the effect of changing that assumption.   
 
The Department analyzed three variations on the medium scenario; each differs in the timing of 
when OTP would book its financial incentive.  Specifically: 
 

 Smoothed July – OTP would book its proposed 2013 incentive in twelve equal 
monthly installments of $335,550. 
 

 Lump Sum October – The Company would wait to book its 2013 incentive until 
October 1, 2014. 
 

 Smoothed October – OTP would book its proposed 2013 incentive in nine equal 
monthly installments of $447,400 beginning on October 1, 2014.  

 
All three variations assume that proposed changes to the cost-recovery timing of the 2013 
incentive would apply only to that annual incentive.  All variations assume that the estimated 
2014 incentive of $2.2 million would be booked in its entirety on July 1, 2015.  Table 5 contains 
this information. 
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Table 5:  2013 CIP Incentive Cost Recovery Variations under Medium CCRA Scenario 
 

Variation 
December 

Ending 2014 
Tracker Balance 

2014 Carrying 
Charge ($/yr) 

December 
Ending 2015 

Tracker 
Balance 

2015 Carrying 
Charge ($/yr) 

Medium (Base Case) $5,064,808 $388,768 $1,077,466 $203,372 
Smoothed July $2,941,427 $278,687 $903,472 $139,460 
Lump Sum - October $4,976,255 $300,215 $980,980 $195,439 
Smoothed October $2,243,519 $251,880 $856,246 $119,042 

 
These three variations rest on the assumption that it is reasonable to require the Company to 
absorb some portion of the carrying costs associated with the 2013 incentive.  The differences in 
the December 31, 2015 tracker balances provide partial estimates of the direct costs of these 
scenarios to OTP.  These range from a high of $84,330 for the Smoothed October variation 
($203,372 - $119,042) to $7,933 for the Lump Sum October variation ($203,372 - $195,042).   
 
The Department requests that OTP provide a discussion in Reply Comments regarding whether it 
is reasonable for the Company to delay initiating the recovery of its 2013 incentive until October 
1, 2014 and then recover the incentive in equal installments over the subsequent nine months.  
Delaying recovery would help to offset a portion of the carrying costs included in the tracker 
balance and would eventually have a mitigating effect on future increases in the CCRA.   
 

2. Variance Request 
 
Otter Tail requests renewal of two variances: 
 

 a variance from Minnesota Rules part 7820.3500 (K), which requires the fuel clause 
adjustment to be listed on customers’ bills as a separate line item; and 
 

 A variance from Minnesota Rules part 7825.2600, which states that the Fuel Clause 
Adjustment (FCA) should be stated on a per-kWh basis on customer bills. 

 
OTP seeks a variance of these two rules so that the Company can combine the FCA and CIP 
adjustment rate on one bill line-item called a “Resource Adjustment.” 
 
Minnesota Rules part 7829.3200 authorizes the Commission to grant a variance to its rules when: 
 

 enforcement of the rule would impose an excessive burden upon the applicant or 
others affected by the rule; 
 

 granting the variance would not adversely affect the public interest; and 



Docket No. E017/M-14-201 
Analyst assigned:  John Kundert 
Page 10 
 
 
 

 

 Granting the variance would not conflict with standards imposed by law. 
 
With respect to the first rule requirement, Otter Tail states that the Company has been combining 
its FCA and CIP Rider as a Resource Adjustment line item on customers’ bills since July 1995, 
and that customers have become familiar with the single-line item on their bills. With respect to 
the second rule requirement, Otter Tail states that continuation of the variances would not 
adversely affect the public interest and may avoid customer confusion if the presentation of 
customers’ bills were altered at this time. With respect to the third rule requirement, Otter Tail 
states that there are no statutory provisions that would prohibit the Commission from granting 
the variance. 
 
Based on its review of the Company’s rationale for the proposed variances, the Department 
concludes that Otter Tail has met the conditions set forth in Minnesota Rules part 7829.3200 for 
the Commission to grant the requested variances. Thus, the Department recommends that the 
Commission grant Otter Tail’s proposed variances to Minnesota Rules part 7820.3500 (K) and 
Minnesota Rules part 7825.2600 for one year after issue date of the Commission’s Order in the 
present docket. 
 
D. HISTORY OF OTTER TAIL’S CIP ACHIEVEMENTS AND FINANCIAL INCENTIVES 
 
Table 4 below, reproduced from OTP’s Petition summarizes the Company’s DSM financial 
incentives, CIP expenditures, reported energy savings and first-year average cost per kWh saved 
between 2007 and 2013. 
 

Table 4:  History of Otter Tail’s CIP Achievements, Expenditures and Incentives 
(2008-2013) 

 

 2008 2009 2010 2011 2012 2013 

DSM Financial Incentive $273,798 $1,101,060 $3,531,538 $2,608,098 $2,681,575 $4,026,600 
CIP Expenditures ($/yr) $2,345,874 $4,093,050 $4,984,050 $4,344,581 $4,816,994 $5,253,935 
Achieved Energy Savings (MWh) 15,995 35,706 31,793 27,958 30,794 35,792 
Expenditures per First Year Kwh 
Saved $0.15 $0.11 $0.16 $0.16 $0.16 $0.15 

 
As indicated in Table 4, Otter Tail’s 2013 energy savings are higher than its previous record 
(2009), and more than double the energy savings achieved 2006-2008.  Otter Tail’s 2013 average 
cost per kWh saved is the same as in 2008 and below those estimated from 2010 through 2012.  
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III. THE DEPARTMENT’S RECOMMENDATIONS 
 
Based on the analysis provided above, the Department recommends that: 
 

1. The Commission approve Otter Tail’s CIP tracker account, as summarized in Table 
1 above. 
 

2. The Commission approve an incentive of $4,026,600 for Otter Tail’s 2013 CIP 
achievements. 
 

3. The Commission grant Otter Tail a variance to Minnesota Rules part 7820.3500 (K) 
and a variance to Minnesota Rules part 7825.2600 for one year after the issue date 
of the Commission’s Order in the present docket; and 
 

The Department will make a recommendation on the appropriate level of the CCRA once it has 
reviewed the Company’s Reply Comments.  
 
 
 
/sm 
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Allan Lian alian@mnpower.com Minnesota Power 30 W Superior St
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Susan K Nathan snathan@appliedenergygro
up.com

Applied Energy Group 2215 NE 107th Ter
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