
May 27, 2014 

Burl W. Haar 
Executive Secretary 
Minnesota Public Utilities Commission 
121 7th Place East, Suite 350 
St. Paul, Minnesota  55101-2147 

RE: Response Comments of the Minnesota Department of Commerce 
Docket No. E017/M-14-201 

Dear Dr. Haar: 

Attached are the response comments of the Minnesota Department of Commerce, Division of 
Energy Resources (Department) to the reply comments of Otter Tail Power Company (Otter Tail 
or the Company) in the following matter: 

Otter Tail Power Company’s 2013 Demand Side Management Financial Incentive and 
Annual Filing to Update the Conservation Improvement (CIP) Rider. 

The petition was filed on April 1, 2014.  The Department filed its initial comments on May 1, 
2014.  In its initial comments, the Department stated that it would provide its final 
recommendation regarding the appropriate level of the Conservation Cost Recovery Adjustment 
(CCRA) once it had reviewed Otter Tail’s reply comments.  The Company filed its reply 
comments on May 16, 2014.   

The Department recommends that the Commission approve Otter Tail’s petition, with 
modification, and is available to answer any questions the Commission may have. 

Sincerely, 

/s/ JOHN KUNDERT 
Financial Analyst 

JK/lt 
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BEFORE THE MINNESOTA PUBLIC UTILITIES COMMISSION 
 

RESPONSE COMMENTS OF THE 
MINNESOTA DEPARTMENT OF COMMERCE 

 
DOCKET NO. E017/M-14-201 

 

 
 
I. BACKGROUND 
 
On April 1, 2014, Otter Tail Power Company (Otter Tail, OTP or the Company) filed its 
Demand Side Management (DSM) Financial Incentive, Conservation Improvement Program 

(CIP) Rider Update, and Conservation Cost Recovery Reports.  On May 1, 2014, the Minnesota 
Department of Commerce, Division of Energy Resource (Department or DOC) filed comments 
concluding that Otter Tail correctly calculated its CIP Tracker account and 2013 financial 
incentive.  However, the Department expressed concern that the Company’s proposed 
Conservation Cost Recovery Adjustment (CCRA) rate would result in a large tracker balance, 
which would impose an unnecessary level of carrying charges on ratepayers.  The Department 
suggested two alternatives to Otter Tail’s proposed CCRA of $0.00209: 
 

1. Set the CCRA at $0.00388/kWh to eliminate the existing under-recovery by June 
30, 2015. 

2. Set the CCRA a $0.00350/kWh to reduce the tracker balance to $892,603 by June 
30, 2015. 

 
The Department recommended alternative #2.   
 
Because Otter Tail indicated a concern regarding rate shock in the event of a dramatic increase in 
the CCRA, the Department requested that Otter Tail discuss in reply comments whether it would 
be reasonable to delay booking the Company’s financial incentive in order to help reduce the 
carrying charges imposed on its customers. 
 
In its May 16, 2014 reply comments, Otter Tail addressed two issues 1) the amount of the CCRA 
in balance with customer bill impacts and 2) the timing of when the financial incentive is booked 
in the CIP tracker.  Otter Tail proposed a CCRA of $0.00263/kWh effective July 1, 2014.  As for 
the timing of when the financial incentive is booked, the Company recommended that the 
financial incentive be booked in its entirety in the month it is approved by the Commission. 
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Otter Tail also provided an analysis that supported it position that its “stepped” approach of 
increasing the CCRA to $0.00263/kWh on July 1, 2014 and then to $0.00280/kWh effective July 
1, 2015, provides a more reasonable balance between the need to decrease the level of the 
existing under-recovery in the CIP Tracker and the impact of the increase in the CCRA on 
customer bills.  The Company’s updated analysis estimated a CIP Tracker balance of $19,033 
under-recovered effective June 30, 2016 using its approach. 
 
Otter Tail noted in its reply comments that the Department’s proposed CCRA would increase an 
average residential customer’s bill by 1.73 percent and a large business or school’s bill by 2.82 
percent.  The Company also calculated that the Department’s proposed CCRA would increase an 
average Interruptible Load customer’s bill by 3.40 percent.   
 
 
II. ANALYSIS 
 
A. APPROPRIATE LEVEL FOR THE CCRA 

 
The Department noted in Table 3 in its original comments that during the period from 2006 
through 2015 OTP’s achieved energy savings had increased by 125 percent, its CIP expenditures 
by 189 percent, OTP’s annual carrying charge increased by 623 percent, and its year-end tracker 
balance increased by 451 percent.  The Department provided this information while noting that 
that timely cost recovery would have resulted in an overall increase in the annual carrying charge 
amount and year-end tracker balance that was proportional to the increases in energy saved and 
annual CIP expenditures.  In light of the Company’s updated proposed CCRA the Department 
revisited this analysis.  Table 1 below summarizes the estimated annual carrying charges and 
year-end tracker balances for 2014 and 2015 for OTP’s original and updated proposals and the 
Department’s recommended CCRA. 
 
The information contained in Table 1 (following page) suggests that the Company’s updated 
CCRA does lower the total percentage change in annual carrying charges from 623 percent to 
453 percent by the end of 2015.  The total percentage change since 2006 in the year-end tracker 
balance also decreases from 451 percent to 242 percent.  Clearly, OTP’s proposal moves these 
figures in the direction needed.   
 

Table 1:  Total Percentage Change for Selected CIP Items 2006 – 2015 and 2015 Annual 
Carrying Charges ($/yr) 

 

 

Achieved Energy Savings 125%

CIP Expenditures 189%

Carrying Charges Annual Total in 2015 ($/yr)

OTP Original 623% $472,375

OTP Updated 453% $361,549

Department 194% $192,370
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The DOC’s proposal decreases the total percentage change to 194 percent by the end of 2015.  
This result is consistent with the 189 percent total percentage change in annual CIP expenditures 
and proportional with the125 percent in achieved energy savings over the same time period. 
 
Otter Tail also expressed concerns in its reply comments as to the potential for a larger over-
recovered tracker balance if the Department’s proposed CCRA was approved and held constant 
for 2014 and 2015.  Table 2 provides summary information on the 2015 tracker balance. 
 

Table 2:  CIP Tracker Balances for 2015 under Company and DOC Proposals 
 

  30-Jun  31-Dec 

OTP Original Proposal $4,263,411   $5,708,014  

OTP Updated Proposal $2,972,463   $3,542,207  

Department  $892,603   $508,647  

 
The Department notes that:  1) the tracker balance remains under-recovered through the end of 
2015 and 2) the estimated $508,647 under-recovery under the Department’s proposal reduces the 
carrying charges associated with the CIP tracker, but does not eliminate them.  Because OTP 
files its annual CIP status report, including its financial incentive, CIP tracker and CCRA 
adjustment request by April 1 of each year, a revised CCRA may be in place prior to December 
2015.  This revised CCRA could be designed to manage the tracker balance such that it remains 
as close to zero as possible for the July 2015 – June 2016 time frame. 
 
Based on the above analysis, and as further discussed below, the Department continues to 
recommend that the Commission adopt a CCRA of $0.00350/kWh.  This recommendation is 
based upon: 
 

• the Department’s position that the CIP program parameters should be broadly 
proportional to one another;    

• the rate principle of minimizing rates consistent with the public interest supports 
minimizing carrying charges whenever possible, and; 

• the general accounting rule regarding the matching of revenues and expenses.  OTP is 
requesting that a $4.0 million incentive for 2013, which if approved, is the largest 
incentive Otter Tail has earned to date and is only 25 percent less than 2013 CIP 
expenditures, be booked in July 2014.  It would make sense that rates (the CCRA in 
this instance) would need to increase in order to recover this additional expense.   

 
The Department notes that OTP is allowed to charge its average weighted cost of capital, 8.61 
percent, on any over- or under-recovered balance in the CIP tracker.  Given that current interest 
rates are much lower than 8.61 percent, the Department concludes that ratepayers would be 
better served financially if the CCRA is set at a level that increases the rate at which the current 
under-recovered balance on the CIP tracker is reduced.    
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While setting the CCRA at $0.00350/kWh would not reduce the tracker balance to zero by the 
end of 2015 the tracker balance would be significantly reduced while mitigating the rate shock 
that may occur with an even higher CCRA.  The Department considers the bill impacts of the 
Department’s recommendation to be within a reasonable range in this specific case and appear to 
be a necessary trade-off given the extent of the under-recovery in the tracker balance and the 
level of the carrying charge OTP is allowed to assess on that unrecovered balance.   
 
B. OTHER CCRA-RELATED CONCERNS 

 

OTP also identified several other recommendations or concerns in its reply comments.   
 

• The Company provided an analysis that included a step approach to determining the 
level of the CCRA. 

• OTP expressed concerns as to the Department’s choice of a calendar year perspective 
for analyzing the CIP tracker. 

• Otter Tail stated that large swings in the CCRA are inappropriate and should be 
minimized. 

 
The Department appreciates the “step” analysis that Otter Tail provided in its reply comments, as 
it provides a useful refinement to the CCRA calculation.  While it did not appear that OTP was 
suggesting that the Commission approve this stepped approach, the DOC notes for the record 
that it would not support a stepped or multi-year approach in this instance.  The current 
procedural schedule adequately addresses the timing of these cost-recovery issues.    
 
Regarding the choice of the calendar year versus a “CIP” or fiscal year perspective for analyzing 
the CIP tracker, the Department notes that the “CIP” year perspective can be a bit misleading in 
that the June ending balance can be significantly different from the subsequent July ending 
balance due to the approval and accounting for the Company’s incentive in July.  Consequently, 
the DOC used the year-end perspective due to the fact that this “lumpy” July cost is somewhat 
mitigated in the December-ending CIP tracker balance by 6 months of cost recovery from the 
new CCRA.  For example, Table 2 in OTP’s reply comments identifies a forecasted June-ending 
2016 CIP tracker balance of $19,033 under-recovered.  While this is a very reasonable level for 
the CIP tracker balance, assuming the approval of a 2015 incentive in excess of $2 million in 
June 2016 would result in a July-ending balance of an under-recovered tracker balance of $1.8 
million.  Looking only at the June 2016 balance ignores the significant addition to the tracker 
expected in the next month. 
 
OTP stated in its reply comments that large swings in the CCRA are inappropriate and should be 
minimized.  While rate and bill consistency are laudable goals in any rate setting exercise, they 
are not the only goals.  Nor are they necessarily the preferred goals.  In this instance, the 
Department’s focus on rates (the CCRA in this instance) that recover the costs incurred in an 
equitable and efficient manner is more appropriate than a focus on bill consistency.    
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C. TIMING OF THE RECOGNITION AND RECOVERY OF THE OTP FINANCIAL 

INCENTIVE 

 

The Department identified four scenarios for booking OTP’s $4.0 million 2014 incentive in its 
comments.  Three of those scenarios essentially shifted some of the carrying costs associated 
with the incentive from ratepayers to shareholders, all else being equal.  The Company explained 
in its reply comments that it prefers to book the incentive in its entirety in the month which the 
Commission Order it’s approved, consistent with past practice.  The result of this decision would 
be to maintain the current allocation of carrying costs between the Company and its ratepayers.  
The Department has no additional comments on this topic. 
 
 
III. SUMMARY AND RECOMMENDATIONS 
 
For convenience, the Department provides the following complete listing of its final 
recommendations in this matter.  The Department recommends that the Commission:  
 

• approve Otter Tail’s CIP tracker account, as summarized in Table 1 of the 
Department’s May 1, 2014 comments; 

• approve an incentive of $4,026,600 for Otter Tail’s 2013 CIP achievements; 

• 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; 

• adopt a CCRA of $0.00350/kWh effective on the first billing cycle following 
Commission approval; and 

• approve OTP’s request to book its 2014 financial incentive in the month which the 
Commission orders its approval. 

 
 
/lt 



CERTIFICATE OF SERVICE 
 

I, Sharon Ferguson, hereby certify that I have this day, served copies of the 
following document on the attached list of persons by electronic filing, certified 
mail, e-mail, or by depositing a true and correct copy thereof properly enveloped 
with postage paid in the United States Mail at St. Paul, Minnesota. 
 
Minnesota Department of Commerce 
Response Comments 
 
Docket No. E014/M-14-201 
 
Dated this 27th day of May 2014 
 
/s/Sharon Ferguson 
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