John William Breen Jr
~Attorney and Counselor at Law
717 Williams Street
. Bismarck, ND 58501-2483
"Voice 775-278-8183
Fax 775-245-5696 '
Email . Jwbreen2@bis.midco.net
Cell 701-471-0623

September 4, 2007

Executivée Secretary )
North Dakota. Public Service Commission
‘State Capitol Building '
Bismarck, ND 58505~0480

Re Advanced Determination dﬁ Prudence
PU 06-482, PU 06~ 481
- Big Stone II :

Dear Madam Secretary,

Interveners, Mark Trechock and Dakota Resource Council
submits an original and seven copies of Motion for Order
‘under NDCC 28-32-25, dated, September 3, 2007, in the above
- referenced hearing concerning the Advance Determination of
Prudence Application filed by MDU and Otter Tail Power
Corp. B '

Please -acknowledge repeipt‘of'the timely filing of these

'dQCuments, by signing and returning this letter to me at
the above address. I

Very truliyjz:rs, ' :

John W Breen J

Executife Secretary
North Dakcta Public Service Commission

243 PU-06-481 Filed 09/04/2007
" Pages: 40
Motion for Order to allow Intervenors
~ to cross examine witnesses & present test
John William Breen Jr., Attorney and
Counselor at Law
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        Motion for Order to allow Intervenors to cross examine witnesses & present test 
        John William Breen Jr., Attorney and Counselor at Law


BEFORE THE PUBLIC SERVICE COMMISSION
OF THE STATE OF NORTH DAKOTA

In the Matter of the Applications

Of Otter Tail Power Corporation Cases no. PU-06-482
And MDU For an Advance and no. PU 06-481
Determination of Prudence

for the Big Stone II

Generating Plant

Motion for Order
Under NDCC 28-32-25 to allow Intervenors to cross examine
witnesses and present testimony and argument in response
to Attorney Guerrero’s letter dated August 31, 2007 and
exhibits A and B submitted to the NDPSC in support of
Applicants claim.

1. Montana Dakota Utilities and Otter Tail Power Co.
have filed a Petition for Advance Determination of
Prudence for a proposed Big Stone II power plant
in South Dakota on November 15, 2006.

2. Trial testimony and post trial briefs have been

earlier filed with the commission by the parties in

this matter.

3. After the closing of testimony and the filing of
all post trial briefs, On August 31°% at 2:30 PM

Applicants through Attorney Guerrero have submitted

new exhibits A and B and assertions of facts in
Attoreny Guerrero’s letter to the NDPSC in support
of applicants request for a determination of
prudence for the Big Stone II project in South
Dakota.

4. Attorney Guerrero asserts in his letter to the
NDPSC, inter alia, the following claim, “Montana-
Dakota serves no Minnesota lcocad and is not subject
under the agreement to any such conservation
measures.”



5. Attorney Guerrero further offers that Montana
Dakota and Ottertail are prepared to address any
questions the Commissioners may have about the
proposed commitments, contingent upon approval by
the MPUC to be made in the Minnesota CON docket.

6. The commission has received from a party in a
disputed proceeding additional claimed relevant
statements in a letter from an attorney not placed
into a record under oath and subject to cross
examination by opposing counsel.

7. Intervenors request as allowed under NDCC 28-32-25,
the opportunity to present evidence and cross examine
witnesses into a record as to the claims made by
Attorney Guerrero and the documents exhibit A and B
which he has submitted to the NDPSC. Intervenor
requests said examination before the PSC publishes a
decision in this matter, and, inter alia, will
request the exhibits A and B be made exhibits at
said hearing.

8. Intervenors will call the CEO of MDU Bruce Imsdell,
and the CEO of OTP Mr. David Saggau, concerning the
the statements made by Mr. Guerrero. In deference to
Mr. Saggau’s out of state address, Interveners will
consider a competent designated witness to be
discussed with Attorney Guerrero.

9. Intervenor advises the commissioners that they have
only one counsel of record in North Dakota, who will
be out of state in Washington DC from September 9, to
late September 20, 2007, and requests said testimony
be take taken when this counsel returns to North
Dakota on or after September 24, 2007. Applicants can
not show any harm caused by this request. It is
Intervenors who have been harmed, if they are denied
this request made under NDCC 28-32-25.

10. Attorney Guerrero has already agreed “to address
any questions the commissioners may have about the
proposed commitments.” Intervenors request said
opportunity and that said information be provided
into a record of the proceeding as provided under
NDCC 28-32-25. Said questions and information should
only benefit the parties and the commissioners.



11. Attached to this motion find the email
delivering Mr. Guerrero’s letter dated August 31,
2007 and exhibits A and B submitted to the NDPSC by
Attorney Guerrero, by electronic mail at 2:45 PM
August 31, 2007

Dated September 3, 2007

Respectfully submitted for

Mark Trechock Ratepayer Dickenson ND and for and as
Staff Director of
Dakota i?;ource Courlcil

SN

Attorngy John W. Breen Jr
717 Wijlliams Street
Bismargk, ND 58501

ND Bar¥ID 05492

Order

For the

North Dakota Public Service
Commission

Date




STATE OF NORTH DAKOTA
PUBLIC SERVICE COMMISSION

Otter Tail Corporation Case No PU-06-481
Advance Determination of Prudence

Application

Montana-Dakota Utilities Co., Case No PU-06-482
a Division Of MDU Resources Group,

Inc.

Advance Determination of Prudence

Application

AFFIDAVIT OF SERVICE BY ELECTRONIC MAIL

Notice is given that

Intervenors Mark Trechock and Dakota Resource Council
have filed a

1. Mcotion for Order Under NDCC28-32-25 to allow, inter
alia, cross examination dated September 3, 2007.

2. Affidavit of Service by Electronic Mail, dated
September 3, 2007.

to

To Administrative Law Judge Al Wahl State Office Building
Bismarck, ND 58501

awahl@nd. gov

to

Bruce Gerhardson Associate General Counsel Otter Tail
Corp. 215 S. Cascade St. Fergus Falls, MN 56538-0496

bgerhardson@ottertail.com




mbring@ottertail.com

to

Daniel Kuntz Assistant General Counsel MDU Resources
Group Inc.

PO Box 5650 Bismarck, ND 58506-5650

Dan.Kuntz@mduresources.com

to

Attorney William Binek of the North Dakota Public Service
Commission

State Office Building Bismarck, ND 58505-0480
wbinek@nd.gov

to

Attorney Todd Guerrero

Lindquist and Vennum

4200 IDS Center

80 8. 8th St

Minneapolis, MN

tguerrero@Lindquist.com

to

Attorney Carrie La Seur
Plains Justice

PO Box 153

319 3" st

Mount Veron, Iowa 52314

claseur@plainsjustice.org

to

Attorney Illana Jeffcoat-Sacco

Office of the North Dakota Public Service Commission
State Office Building, Bismarck ND 58505-0480

ilj@nd.gov



to Lori D Anderson
Office of the North Dakota Public Service Commission
State Office Building Bismarck, ND 58505-0480

ldanderson@d.gov
which is the last know address of the parties.

The above Motion for Order Under NDCC 28-32-25 was filed
by electronic mail on September 3, 2007 to the above
parties at the above electronic mail addresses.

N c&)M\\x

) M

Attorney/ John W.kBreen Jr.

Septembe , 2007
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John W. Breen Jr.

From: Nicole A. Garvey [ngarvey@lindquist.com]
Sent: Friday, August 31, 2007 2:45 PM
To: ijs@nd.gov; ndpsc@nd.gov
Cc: Mark Bring; jwbreen2@bis.midco.net; dschlissel@synapse-energy.com; mark@drcinfo.com;,
don.ball@mdu.com; claseur@gmail.com; Todd J. Guerrero; Lisa A. Crum; Alan R. Mitchell;
Kuntz, Dan
" Subject: Otter Tail Corporation and Montana-Dakota Utilities Co., Advance Determination of Prudence

Application, Case Nos. PU-06-481 and PU-06-482
Attachments: Letter. PDF; Exhibit A.PDF; Exhibit B.PDF: Affidavit of Service. PDF

Attached please find for filing a letter dated August 31, 2007 with exhibits A and B, and an affidavit of service, in
the above referenced matter.

Thank you.

Htaslo Gorncy

Paralegal

Lindquist & Vennum, P.L.L.P.

4200 IDS Center, 80 South 8th Street
Minneapolis, MN 55402

(612) 371-2494 Direct Dial

(612) 371-3211 Main Line

(612) 371-3207 Fax
ngarvey@lindquist.com

This message is intended for the individual or entity named above. If you are not the intended recipient,
please do not read, copy, use or disclose this communication to others; also please notify the sender by
replying to this message, and then delete it from your system. Please verify that you will delete the e-mail
in your reply. Thank you.

IRS Circular 230 Notice: To ensure compliance with requirements imposed by the IRS, we inform you that, except
to the extent expressly provided to the contrary, any federal tax advice contained in this communication (including
any attachments) is not intended or written to be used, and cannot be used, for the purpose of (i) avoiding
penalties under the Internal Revenue Code or (ii) promoting, marketing or recommending to another party any
transaction or matter addressed herein.

8/31/2007



LINDQUIST & VENNUM P.LLP.

4200 IDS CENTER IN DENVER:
80 SOUTH EIGHTH STREET : 600 177H STREET, SUITE 1800 SOUTH

MINNEAPOLIS, MN 55402-2274 Denver, CO 80202-5441

TELEPHONE: 612-371-3211 TELEPHONE: 303-573-5900

FAX: 612-371-3207 FAx: 303-573-1956

ATTORNEYS AT Law www lindquist.com

Tobo J. GUERRERO
612/371-3258
tguerrero@lindquist.com

August 31, 2007

VIA FEDERAL EXPRESS & EMAIL

Illona Jeffcoat-Sacco

Executive Secretary

North Dakota Public Service Commission
State Capitol

Bismarck, ND 58505

Re: Montana Dakota Utilities Co., and Otter Tail Corporation; Advance
Determination of Prudence, Big Stone II Generating Station
Case Nos. PU-06-481 and PU-06-482

Dear Ms. Jeffcoat-Sacco:

On August 28, 2007, pursuant to NDCC § 28-32-25, the Commission advised the parties
in the above matter of its intention to take official notice of the Administrative Law Judges’
August 15, 2007 Findings of Fact, Conclusions of Law, and Recommendation in the following
Minnesota Public Utilities Commission combined dockets: In the Matter of the Application of
Otter Tail Power Company and Others for Certification of Transmission Facilities in Western
Minnesota and In the Matter of the Application to the Minnesota Public Utilities Commission for
a Route Permit for the Big Stone Transmission Project in Western Minnesota, OAH No. 12-
2500-17037-2, MPUC Dkt. No. CN-05-619 and OAH No. 12-2500-17038-2, MPUC Dkt. No.
TR-05-1275 (hereinafier, “ALJs’ Order™).

The ALJs’ Order recommended that the Minnesota Public Utilities Commission (MPUC)
grant the Applicants’ Petition for a Certificate of Need (CON) for the construction and operation
of the Minnesota portions of two jurisdictional high-voltage transmission lines and related
facilities that will interconnect the Big Stone Unit II to the regional grid, and thereby
recommended authorizing construction of the same. The ALJs’ Order further recommended that
the MPUC issue route permits for the transmission lines (a 230 kV line from the South Dakota
border to the Morris, MN Substation and a 345 kV line from the South Dakota border to the
Granite Falls, MN Substation) along the route preferred by the Big Stone II applicants.

Docit 24285402
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August 31, 2007
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The ALJs’ Order also recommended, among other things, that the MPUC consider
imposing one or more of the conditions suggested by the Minnesota Department of Commerce
(“Department”) in the CON docket: (a) requiring that the Big Stone Il applicants develop and
submit to the MPUC a plan to offset the carbon dioxide emissions from Big Stone Unit II
associated with serving Minnesota load (i.e., approximately one-half of the plant’s expected
carbon dioxide emissions); (b) requiring that the Big Stone II applicants develop and issue a
request for proposals for at least 120 MW of community-based energy development (C-BED) to
be located in the MN counties in which the proposed lines will be constructed; (c) Big Stone II
applicants’ compliance with various energy conservation measures; (d) requiring that Otter Tail
phase out its Minnesota declining block rates in its next rate case; and (e) requiring that the Big
Stone II applicants work with the states of South Dakota and Minnesota to resolve and report on
water resource issues at Big Stone Lake for Big Stone Unit II. See, e.g.,, ALJs’ Order at pages
88-89.

The Applicants in the Commission’s above docket wish to advise the Commission that
they, along with their co-owners, have today reached an agreement with the Department under
which the Big Stone II applicants and the Department jointly state in the CON docket that the
agreement satisfies the Department’s concerns expressed in the Minnesota CON docket. Further,
under the agreement, the Big Stone II applicants agree to undertake the Department-
recommended conditions. In conjunction with the Department, the Big Stone II applicants
expect to file the settlement agreement today with the MPUC. The parties are jointly requesting
that the MPUC approve the Minnesota CON and route permits, subject to the conditions set forth
in the agreement. A summary explanation of the agreement and the agreement itself (without
appendices) are attached as Exhibits A and B.

Chiefly among the conditions in the agreement, the Big Stone II Minnesota load-serving
entities will offset 100% of the carbon dioxide (CO2) emissions attributable to the generation of
electricity at Big Stone II for customers in Minnesota. Montana-Dakota Utilities Company
serves no Minnesota load, and there will be no costs borne by its North Dakota consumers for
CO2 offsetting. Under the settlement agreement, the Department will support Otter Tail’s
recovery from Minnesota. consumers of the costs associated with offsetting the carbon dioxide
emissions attributable to the generation,of electricity at Big Stone II for customers in Minnesota.
Otter Tail will not seek recovery of these costs from its North Dakota (or South Dakota)
consumers, nor does the Minnesota Department of Commerce expect that such recovery would
be appropriate. -

The settlement agreement also calls for the employment of mercury emission technology
“most likely to result in the removal of at least 90 percent of the mercury emitted from the [BSP
I and BSP II generation units],” to be implemented within four years of the commercial operation
date of Big Stone II. (The prudence of this investment in mercury reduction technology, which
would be required by the federal Clean Air Mercury Rule (CAMR) in 2018, is part of the
rationale that Otter Tail and Montana-Dakota put forth in the above advance determination of
prudence docket.)
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In addition, under the settlement agreement, the Big Stone II owners agree to employ
groundwater for drought protection at Big Stone II, and undertake various operational and
reporting measures designed to address water resource issues and interests. Otter Tail also agrees
to propose the phased elimination of its declining block rate program in its next Minnesota rate
case, and meet Minnesota energy conservation obligations (Montana-Dakota serves no
Minnesota load and therefore is not subject under the agreement to any such conservation
obligations).

Last, the Big Stone II applicants with load in Minnesota agree to achieve a percentage of
their renewable energy objective from CBED projects in an amount that would have the current
Minnesota utilities obtaining 180 MWs from such projects, and which projects are otherwise
economic. Again, because Montana-Dakota serves no Minnesota load, it undertakes no
obligation for these C-BED commitments. Where Otter Tail pursues CBED projects because of
its commitments under the settlement agreement which it would not have pursued based on its

~ least cost planning, the Department also agrees to support Otter Tail’s recovery of those
incremental costs from Minnesota consumers only.

Otter Tail and Montana-Dakota appreciate the Commission’s ongoing interest with
respect to the Big Stone II project. Because none of the commitments made in the settlement
agreement affects North Dakota consumers or otherwise impacts upon the Applicants’ advance
determination of prudence application, we are providing the Commission with a copy of the
Minnesota settlement agreement for informational purposes and to provide the Commission an
opportunity to ask questions of the Applicants about it. Montana-Dakota and Otter Tail are
prepared to address any questions the Commission may have about the proposed commitments
(contingent upon approval by the MPUC) to be made in the Minnesota CON docket.

Thank you for your consideration.

Very truly yours,

“Toud ¢ W&U/n@/

Todd J. Guerrero, On Behalf of Applicants
Montana-Dakota Ultilities Co., and
Otter Tail Corporation

TIG/kas

cc. Attached Service List (via email and regular mail)




SETTLEMENT AGREEMENT
BIG STONE PROJECT
~ AUGUST 31, 2007

SUMMARY OF TERMS

This document summarizes the terms of a Settlement Agreement entered into by the
Minnesota Department of Commerce and the Big Stone Partners in the Certificate of Need
proceeding before the Minnesota Public Utilities Commission.

Background Section — describes the BSII transmission and generation projects,
describes that the MPUC’s jurisdiction is limited to the transmission project, and provides a list
of reasons why the settlement agreement is in the public interest, including the reasons why the
plant is needed.

Section 1 — Jurisdiction and Parties - describes the parties to the Settlement Agreement
and the jurisdiction of the Public Utilities Commission.

Section 2 — Recommendation — states that the Agreement satisfies the Department’s
concerns expressed in the proceeding regarding the applicable Certificate of Need criteria, and
that the parties jointly recommend approval of the transmission project CON and route permits.

Section 3 — Facilities’ Cost and Cost Recovery — provides, among other things,
information on the estimated capital cost of the transmission ($109.8M in 2006 dollars) and Big
Stone Unit II ($1.4B based on 2012 COD), that the commitments made or to be made by the
owners with respect to the proposed high voltage transmission lines, Big Stone Unit II, for
expenditures as a result of carbon dioxide emission offsets (section 4.0), mercury (section 5.0),
Renewable Energy Standard and Community Based Energy Development (“CBED”) (Section
7.0), and for all commitments attributable to the Settlement Agreement, are made with the
expectation that OTP and MDU will obtain cost recovery of all reasonable and prudent costs
from all state public utilities’ commissions having jurisdiction.

Section 4 — Carbon Dioxide Emissions — provides that the BSII Owners with load in
Minnesota will offset 100% of Minnesota CO, emissions through a number of different options,
including:

carbon capture and sequestration;

e emission reductions and efficiency improvements in the owner/operators’
systems;
carbon trading on a recognized exchange;

e purchases of carbon credits from a credible offset operatlon
setting aside funds in a separate account on the Owners’ books based on a price of
$10.0 per ton of COy;

* making investment in transmission that enhances renewable energy development
beyond that which would have otherwise occurred. Within two years of approval
of the CON, the Minnesota owners will file with the MPUC a proposed method
for calculating the offset method (e.g., as a percentage of revenue requirements);

¢ adding renewables or investment in efficiencies beyond that required by law;

EXHIBIT

A

tabbles*




e achieving energy efficiency savings beyond amounts required by law; or

e any other offset method that results in “permanent quantifiable, verifiable, and
enforceable” GHG reductions. The Minnesota Owners will not be required to
offset GHG emissions under both a Minnesota and federal GHG program at the
same time.

Also provides that use of the funds will be restricted to carbon offsets or research.
Provides that the offset requirement will terminate upon the earlier of (1) the effective date of a
Minnesota or federal GHG program designed to reduce GHG emissions, or (2) four years after
the commercial operation date of Big Stone Unit II if a Minnesota or federal GHG program has
not been adopted and implemented by that date.

Section 5 — Mercury — the owners agree to install equipment to control emissions of
mercury from both Unit I and Unit II such that the control equipment is equivalent to what is
required of certain large generating facilities in Minnesota (i.e., Allen S. King, Sherco, and Clay
Boswell) under the Minnesota Mercury Emission Reduction Act (i.e., the technology most likely
to result in removal of at least 90% mercury removal), within four years from the commercial
operation date of Big Stone Unit II.

Section 6 — Big Stone Lake - the owners agree to perform tests on the groundwater
supply to evaluate its production and impacts relative to the modeling conducted pursuant to the
groundwater permit. Should the finding of the tests differ materially from the model results, the
SD Water Management Board will have the opportunity to reconsider the conditions to of the
groundwater permit. Recognizes that long-term management of the lake is best done through
state collaboration (SD/MN), and owners agree to participate in SD/MN meetings when asked.

Section 7 — Renewables — the Minnesota owners commit to own or procure 24% of their
Minnesota Renewable Energy Standard (RES) obligations for the year 2012 via Community-
Based Energy Development (C-BED) projects, subject to commercially reasonable terms
(including price). This commitment will be fulfilled no later than four years after the Big Stone
Unit II Commercial Operation Date (COD). The Minnesota owners will also take reasonable
steps to identify additional C-BED projects which could help them meet their RES obligations.

Section 8 ~ Conservation — the owners with load in Minnesota will file a report by June
1, 2008 that describes how each utility intends to meet its new RES obligations. SMMPA,
CMMPA, HCPD, and GRE agree to strive to aggregate the DSM filings of their Minnesota
members. The owners who have established electric water heater incentives that are not part of a
DSM program will terminate such programs by July 1, 2008, and the owners will work in good
faith with any of their Minnesota members who also have such programs to eliminate the
programs by July 1, 2010.

Section 9 — Miscellaneous — among the noteworthy provisions here are: that the
Agreement creates no binding precedent; that the Agreement is null and void if the MPUC
imposes undue conditions or otherwise changes materially its terms; or does not approve the
Route Permits; or if for any reason Big Stone II is not constructed. The commitments are
binding so long as a partner is an owner of the project or otherwise committed to it; no partner is
responsible for the obligations of any other individual owner/partner.




ExecurtioN Cory

SETTLEMENT AGREEMENT
HIGH VOLTAGE TRANSMISSION LINES-BIG STONE UNIT I1
MINNESOTA PUBLIC UTILITIES COMMISSION DOCKET NO. CN-05-619

This Settlement Agreement (“Agreement”) is executed by and between the electric utility
companies set forth below and the Energy Planning and Advocacy function of the Minnesota
Department of Commerce (“Department’). Together the aforementioned persons are regarded as
the Parties (“Parties™) to this Settlement Agreement (“Agreement”). The effective date of this
Agreement is August 30, 2007 (“Effective Date””). The undersigned Parties recommend that the
Minnesota Public Utilities Commission (“Commission”) accept this Agreement and approve the
Certificate of Need Application filed in the above matter, subject to this Agreement.

Certificate of Need Proceeding Background

A, On November 30, 2005, Otter Tail Power Company (“OTP”), Great River Energy
(“GRE”), Missouri River Energy Services (“MRES”) on behalf of Western Minnesota Municipal
Power Agency, Montana-Dakota Utilities Co. (“MDU”), Southern Minnesota Municipal Power
Agency (“SMMPA”), Central Minnesota Municipal Power Agency (“CMMPA”), and Heartland
Consumers Power District (“HCPD”) (hereinafter collectively referred to as “the Owners™)
applied to the Minnesota Public Utilities Commission (‘“‘Commission”) for a Certificate of Need
(“CON Proceeding™) to construct two high voltage transmission lines located in Minnesota,
Commission Docket No. CN-05-619, CON Application, Applicants’ Exhibit 68A and 68B. The
Owners with retail electric load in Minnesota are referred to as the “Minnesota Owners” and are
as follows: Otter Tail Power Company, Great River Energy, Missouri River Energy Services,
Southern Minnesota Municipal Power Agency, Central Minnesota Municipal Power Agency and
Heartland Consumers Power District.

B. The high voltage transmission lines are proposed to connect a 630 MW super-
critical, coal-fired power plant to be constructed near Big Stone City, South Dakota (“Big Stone
Unit II”"), adjacent to the existing Big Stone Unit I, to the transmission grid at substations located
in Minnesota. The preferred option consists of a 230 kilovolt line that would run from the Big
Stone 230 kV Substation in South Dakota to the Morris Substation near Morris, Minnesota, a
distance of approximately 48 miles, approximately 43 miles of which would be within Minnesota
(the “Morris Line”). A second line would run from a new substation at the Big Stone power
plant to Granite Falls, Minnesota, a distance of approximately 90 miles, 54 miles of which would
be within Minnesota (the “Granite Falls Line”). Although initially to be operated at 230kV, the
Granite Falls Line would be constructed to 345 kV standards for the purpose of accommodating
additional power, likely from wind generation units to be located in western Minnesota and
eastern South Dakota. CON Application, Applicants’ Exhibit 68A at page 72, attached as
Appendix No. 1.

C. Big Stone Unit II is a supercritical, pulverized coal-fired generating plant to be
built outside of Big Stone City, South Dakota, next to the existing Big Stone Unit I power plant.
Big Stone Unit II is designed to have a nominal operating capacity of 630 MW (net).

, 1
EXHIBIT

B
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SETTLEMENT AGREEMENT
EXECUTION COPY
MPUC DOCKET NOS. CN-05-619

Supplemental Direct Testimony of Mark Rolfes, Applicants’ Exhibit 32, at page 10, attached as
Appendix No. 2. Big Stone Unit II is designed to be a baseload facility. It will use sub-
bituminous coal from the Powder River Basin in Wyoming and Montana, the same fuel presently
being burned at Big Stone Unit I. CON Application, Applicants’ Exhibit 68A, at page 74 and
Direct Testimony of Mark Rolfes, Applicants’ Exhibit 7, at pages 3-4, attached together as
Appendix No. 3.

At the present time, each Owner’s proposed share of Big Stone Unit 11 is as follows:

Owner MW Percent of Total BSII
MRES 157.5 MW 25.0%

GRE 121.8 MW 19.33 %

MDU 121.8 MW 19.33 %

OTP 121.8 MW 19.33 %
SMMPA 4935 MW 7.8 %
CMMPA 31.5 MW 5.0%

HCPD 26.25 MW 42 %

The record in the CON Proceeding includes information showing that the costs for Big
Stone Unit IT are 10% to 18% lower than comparable lifetime costs for investor-owned utilities,
and 29% to 44% lower for public power utilities compared to other baseload alternatives
considered. These costs assume the following project features and are included in the CON
Proceeding record (as cited below):

Supercritical pulverized coal plant design as chosen by the Owners overa lternatives
for, among other reasons,i ts high fuel and operating efficiencies. Rebuttal Testimony
of Mark Rolfes, Applicants’ Exhibit 65, at pages 2-3, attached as Appendix No. 4,
and Direct Testimony of Ward Uggerud, Applicants’ Exhibit 6, at pages 13-14 and
21, attached as Appendix No. 5.

Big Stone Unit II’s estimated average fuel efficiency (heat rate) of 8,988
MMBtu/MWh, making it 20% more fuel-efficient (and thereby producing
approximately 20% less carbon dioxide per unit of electric output) than existing
regional coal plants. Rebuttal Testimony of Mark Rolfes, Applicants’ Exhibit 65, at
pages 1-2, attached as Appendix No. 6.

Environmental wet scrubber equipment tos erve bothB ig Stone Unit 1l andt he
existing Big Stone Unit I power plant, such that total SO, and NOse missions from
the plant site including both units will not exceed currente missions of Big Stone Unit
[ alone, while site electric output will be more than doubled. Direct Testimony of
Terry Graumann, Applicants’ Exhibit 26, at pages 3-4, attached as Appendix No. 7.

Optimized transmission lines with the Granite Falls Line built to 345 kV standards,
rather than 230 kV standards that would otherwise be required to interconnect Big

2
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Stone Unit II to the transmission grid. Together with other planned regional
transmission developments, this will provide capacity for 800 MW - 1000 MW of
future generation developments, likely renewable wind energy projects. Direct
Testimony of Timothy Rogelstad, Applicants’ Exhibit 2, at p. 4, and Dec. 5
Transcript at page 86 (Tim Rogelstad), attached as Appendix No. 8.

D. The Owners testified in the CON Proceeding that each utility’s individual
resource planning studies and proceedings have established a need for additional generation in
the near future.

E. The Mid-Continent Area Power Pool (MAPP) 2006 Load and Capability Report
predicts that continuing load growth in the Upper Midwest region will result in a deficit in
summer 2011 for MAPP U.S. generating capacity even with the addition ofB ig Stone Unit II.
Direct Testimony of Peter Koegel,P roject Manager,M APPCOR,A pplicants’ Exhibit 23, at page
6, attached as Appendix No. 9.

F. The Midwest Independent Transmission System Operator (MISO) testified in the
CON Proceeding that the proposed transmission lines would benefit regional electric grid
reliability in addition to providing optimal transmission interconnection facilities. Direct
Testimony of Eric Laverty,M ISO Exhibit 1, at pages 14-19, attached as Appendix No. 10.

G. The wholesale electricity generation market indicates that there is already a
significant increase in the on-peak and off-peak wholesale prices of electricity; this situation
supports the addition of transmission and new baseload resources as reasonable.

H. The Owners agree as part oft his Agreement to install highly effective pollution
control equipment to control emissions from both Big Stone Unitl and Unitl I,t o wit: emissions
of sulfur dioxide (SO,)f rom Big Stone Units I and II will be controlled by a common wet flue
gas desulfurization system (i.e., wet scrubber). SO,e missions from both Big Stone Unit Ia nd
Big Stone Unit II are expected to be less than 15% of the present emissions from Unit 1 alone.
Emissions of nitrogen oxides (NOx) willa Iso be reduced both by the use of a supercriticalb oiler
and the installation of a selective catalytic reduction (SCR) NOx emission control technology on
Big Stone Unit II. The sum total of the Big Stone Unit I and Big Stone Unit II NOx emissions
will be equal to or less than Big Stone Unit I’s historical NOx emissions. Particulate matter will
be controlled by a pulse-jet fabric filter, and Owners expect 99.9% removal. Direct Testimony
of Terry Graumann, Applicants’ Exhibit 26, at pages 3-4, attached as Appendix No. 7.

L. The Minnesota Owners have agreed to offset 100% of the emissions of carbon
dioxide from the Big Stone Unit II that are attributable to the generation of electricity for
Minnesota consumers, as described below. MDU, as the only non-Minnesota Owner, does not
object to this provision.
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J. Action by the State of Minnesota or the federal government to address the
emissions of greenhouse gases such as carbon dioxide from power plants is anticipated within
the timeframe required for construction of Big Stone Unit II.

K. The Owners submitted evidence in the CON Proceeding that they have considered
and analyzed other alternative forms of generation including renewables, natural gas, and
integrated gasification combined cycle, and additional demand-side alternatives including
additional energy conservation and concluded these other alternatives are not capable of
providing a baseload resource alone ora re more expensive than the proposed Big Stone Unit Il
(including the consideration ofr easonable costs imposed by future greenhouse gas regulation).
The Owners contend such alternatives cannot be constructed within the timeframes required for
the additional capacity and energy to be provided by Big Stone Unit II. Direct Testimony of
Jeffrey Greig, Applicants’ Exhibit 25, Direct Testimony of Kiah Harris, Applicants’ Exhibit 24,
CON Application, Applicants’ Exhibit 68A, Appendix J, Supplemental Direct Testimony of
Jeffrey Greig, Applicants’ Exhibits 47 and 47A. Direct Testimony of Bryan Morlock (OTP),
Applicants’ Exhibit 15. Direct Testimony of Stan Selander (GRE), Applicants’ Exhibit 17.
Direct Testimony of Robert Davis (CMMPA), Applicants’ Exhibit 22. Direct Testimony of
Gerald Tielke (MRES), Applicants’ Exhibit 18. Direct Testimony of Hoa Nguyen (MDU),
Applicants’ Exhibit 19. Direct Testimony of Larry Anderson (SMMPA),A pplicants’ Exhibit 20.
DirectT estimony of John Knofczynski( Heartland), Applicants’ Exhibit 21, collectively attached
as Appendix No. 11.

L. The Minnesota Owners are subject to Minnesota’s Renewable Energy Standard
(“RES”), codified at 216B.1691, which wase nacted after the close of the record in the CON
Proceeding. Minn. Laws 2007,C h.3 . As shown in Exhibit A,p ursuant to that law,a ccording to
the currentl oad forecasts of the Minnesota Owners,t he Minnesota Owners willo wn or purchase
more than 2600 GWh per year of renewable energy by the year 2012 (equivalent to
approximately7 50M W of nameplate windc apacity at a 40% annual capacity factor) and
approximately 5100 GWh per year of renewable energy by the year 2020 (equivalent to
approximately 1460 MW of nameplate wind capacity at a 40% annual capacity factor). As
discussed below, the Owners’ decision to size the Granite Falls Line at 345 kV standards may
allow additional renewable power to be delivered, which may assist the Minnesota Owners and
other utilities in meeting the RES.

M. Recently enacted legislation in Minnesota imposes annual energy savings goals
equivalent to 1.5 % of gross retail energy sales for each individual retail provider in Minnesota
through energy conservation improvement programs and rate design, energy codes and appliance
standards, programs designed to transform the market or changec onsumer behavior, energy
savings resulting from efficiency improvements to the utility infrastructure and system,a nd other
efforts to promote energy efficiency and energy conservation. Minn. Stat. §§ 216B.2401 and
216B.241, subd.lc. Achieving these goals would mean approximately 390 GWh per year of
savings in Minnesota by the Minnesota Owners by the year 2020,a s set forth in Exhibit B.
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N. The high voltaget ransmission lines that are proposed to interconnect the Big
Stone Unit II are intended to and likely will provide capacity for the transport of wind energy
from South Dakota and North Dakota and southwestern Minnesota to the Twin Cities and other
markets. See, e.g., Direct Testimony of Timothy Rogelstad, Applicants’ Exhibit 2, at page 16,
attached as Appendix No. 12.

0. The Commission’s Wind Integration Study (Wind Integration Study, Dec. 2006),
which shows the approximate cost to the transmission system of adding wind-sourced energy to
the generation load in an amount roughly equal to 25% of Minnesota’s electricity sales, includes
in its base case the high voltage transmission lines in this docket. This information contributes to
a showing of the importance of these transmission facilities to wind development in western
Minnesota.

P. TheP arties agree that Minnesotan eeds a diversee lectric resourcem ix in the
coming years, including additional renewables, additional energy conservation, and new
conventional generation facilities. Recent actions by the Minnesota Legislature and Governor
with regardt o the RES and increased Conservationl mprovement Program (CIP) goals are
important elements in this future.

TheP arties agree that ad iverse and balanced resource plan including theM innesota
Owners’ actions toward the RES, the increased CIP impacts, and Big Stone Unit II including the
high voltage transmission lines proposed in the CON Proceeding, along with otherr esources is
reasonable and prudent. In addition to its other benefits, Big Stone Unit II will help assure
electric service reliability and reasonable costs for Minnesota consumers.

Q. The Parties acknowledge that the Administrative Law Judges, in their August 15,
2007 Findings of Fact, Conclusion of Law, and Recommendation, conclude that the Owners
have demonstrated compliance with all the criteria for issuance of a Certificate of Need under
Minn. Stat. § 216B.243 and other applicable statutes and Minn. R. 7849.0120.

NOW THEREFORE, THE UNDERSIGNED PARTIES HEREBY ENTER INTO
THIS AGREEMENT in Commission Docket No. CN-05-619 and recommend that the
Commission issue a Certificate of Need for the proposed two high voltage transmission lines
intended to interconnect the proposed Big Stone Unit II power plant in South Dakota to
substations in Minnesota, subject to this Agreement.

1.0  JURISDICTION AND PARTIES

1.1 Minnesota Public Utilities Commission Jurisdiction. The Owners have applied to
the Commission for a Certificate of Need and Route Permits for the two proposed high voltage
transmission lines. The Commission does not have jurisdiction to require a Certificate of Need
for Big Stone Unit II.
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1.2 South Dakota Public Utilities Commission Approval. On July 21,2 006,t he South
Dakota Public Utilities Commission issued an Energy Conversion Facility Permit and Route
Permit for the proposed Big Stone Unit II in South Dakota. On January 16, 2007, the South
Dakota Public Utilities Commission issued its order granting a permitt o construct the associated
transmission facilities in South Dakota. The South Dakota Public Utilities Commission does not
have jurisdiction over this Certificate of Need for large energy facilities, such as these proposed
transmission lines in Minnesota.

1.3 Department of Commerce. The Minnesota Department of Commerce is an
agency of thes tate of Minnesota with statutory authority to represent the public interest in
certificate of need and other proceedings before the Commission. The Departmentp rovides two
separate and distinct roles with two separate and distinct staffs. The Department’s Energy
Planning and Advocacy function and staff serve as the state agency charged with advocating for
the public interest and is a party to this CON Proceeding and to this Agreement. The
Department’s Energy Facilities Permitting function and staff do not serve as an advocate or a
party in either the CON Proceeding, or in the related Route Permit proceeding, Docket No. TR-
05-1275, or in this Agreement. However, the Energy Facilities Permitting staff does serve as the
facilitators of the processes required in route permitting proceedings as well as ensuring that the
route permitting record is complete for the Commission’s decision.

1.4 OtterT ail PowerC ompany. Otter Tail Power Company (OTP) isa n investor-
owned public utility organized under the laws of the state of Minnesota and is the utility division
of Otter Tail Corporation. OTP provides electricityt o over 128,000 customers throughout
Minnesota, South Dakota, and North Dakota. Report and Recommendation of the
Administrative Law Judges, August 15, 2007, at page 3, attached as Appendix No. 13.

1.5 Great River Energy. GreatR iver Energy (GRE) is a not-for-profitg eneration and
transmission electric cooperative headquartered in Elk River, Minnesota, which provides
electrical energy and related services to 28 member distribution cooperatives in Minnesota and
Wisconsin. Report and Recommendation of the Administrative Law Judges,A ugust 15,2 007,a t
page 4, attached as Appendix No. 14.

1.6  Missouri Basin Municipal Power Agency d/b/a Missouri River Energy Services.
Missouri River Energy Services (MRES) is a not-for-profit body politic and public agency
organized under lowa law and existing under the intergovernmental cooperation laws of lowa,
Minnesota, North Dakota and South Dakota. MRES is the agent for Western Minnesota
Municipal Power Agency (Western Minnesota). Western Minnesota is a municipal corporation
and political subdivision oft he State ofM innesota, and will hold title to ownership in the Big
Stone Unit II and the high voltage transmission lines proposed in the CON Proceeding, and will
sell to MRES its entitlement to the power, energy and transmission capability associated with the
Big Stone Unit Ilp roject. CON Application, Applicants’ Exhibit 68A, at page 27, attached as
Appendix No. 15, and Report and Recommendation of the Administrative Law Judges, August
15, 2007, at page 5, attached as Appendix No. 16. In addition, although not an owner of the
project,H utchinson Utilities Commission has rights to the capacity and energy of Big Stone Unit
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II through a power purchase agreement with MRES. Direct Testimony of Gerald Tielke,
Applicants’ Exhibit 18, at pages 18-20, attached as Appendix No. 17.

1.7 Southern Minnesota Municipal Power Agency. Southern Minnesota Municipal
Power Agency (SMMPA) is a not-for-profit municipal corporation and political subdivision of
the state of Minnesota, headquartered in Rochester, Minnesota. SMMPA has 18 municipally-
owned member utilities. Report and Recommendation of the Administrative Law Judges,
August 15, 2007, at page 5, attached as Appendix No. 18.

1.8 Central Minnesota Municipal Power Agency. Central Minnesota Municipal
Power Agency (CMMPA) is a not-for-profit municipal corporation and political subdivision of
the state of Minnesota, headquartered in Blue Earth, Minnesota. CMMPA has 12 municipally-
ownedm ember utilities; all locatedi nM innesota. Ina ddition, althoughn ot a member of
CMMPA, the City of Willmar Municipal Utilities is participating in the Big Stone II project
through the agency. Report and Recommendation of the Administrative Law Judges,A ugust 15,
2007, at page 4, attached as Appendix No. 19.

1.9  Heartland Consumers Power District. Heartland Consumers Power District is a
not-for-profit public corporation and political subdivision of the state of South Dakota,
headquartered in Madison, South Dakota. Heartland supplies wholesale electric power and
energy to 18 municipalities across eastern South Dakota, southwestern Minnesota, and
northwestern lowa. Report and Recommendation of the Administrative Law Judges, August 15,
2007, at page 8, attached as Appendix No. 20.

1.10  Montana-Dakota Ulilities Co. Montana-Dakota Utilities Co. (MDU) is an
investor-owned public utility that operates an integrated electric system in parts of Montana,
North Dakota, and South Dakota and a separate electric system in Wyoming. MDU provides
electric and natural gas services to approximately 250 communities in these states. Report and
Recommendation of the Administrative Law Judges, August 15, 2007, at page 4, attached as
Appendix No. 21.

20 RECOMMENDATION

2.1 Compliance with Applicable Criteria. The Parties hereby stipulate and agree that
the record in this matter, as supplemented by this Agreement and all provisions hereof, along
with the overarching new lawsr egarding energy efficiency and renewable energy combine to
satisfy the Department’s concerns expressed in the record pertaining to the applicable criteria for
aC ertificateo f Need for thet wo proposed high voltaget ransmission lines, including those
criteria set forth in Minnesota Statutes chapter 216B and Minnesota Rules chapter 7849.

2.2 Recommendation. The Partiesj ointly recommend that the Commission issue a
Certificate of Need to the Owners for the two high voltage transmission lines proposed in the
CON Proceeding, subject to this Agreement and all provisions hereof.
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3.0 FACILITIES’ COST AND COST RECOVERY

3.1 Capital Cost of Transmission Lines. The Ownerse stimate that the cost of the
proposed high voltage transmission lines, including all substation costs with the exception of the
345 kV substation in South Dakota and the conversion of the Canby substation to 345 kV
standards, is $109.8 million (in 2006 dollars), and not including costs fort ransmission facilities
required to provide Delivery Service, for permitting, or for additional transmission studies and
agreements. Report and Recommendation of the Administrative Law Judges, August 15, 2007,
at pages 18-20, attached as Appendix 22. The CON Proceeding record indicates that the costs
will increase by approximately 6% for each yeart hat construction is delayed past the estimated
in-service date.

3.2 Capital Cost of Big Stone Unit II. The cost of Big Stone Unit Il, as presented by
the Owners in the CON Proceeding, exclusive of transmission costs, was estimated to be $1.4
billion based on a April 2012 commercialo peration date (“COD”). The record indicates that the
costs will increaseb y approximately 6% for each year that construction is delayed past the
estimated in-service date. Report and Recommendation of the Administrative Law Judges,
August 15, 2007, at page 17, attached as Appendix No. 23. Attached as Appendix No. 24, is a
schedulet hat shows the cost of Big Stone Unit Il on a monthly basis up to and through a
proposed commercial operation date of April 2012.

33 Operating Costs. The estimated levelized annual cost over the lifetime of Big
Stone Unit II, assuming the first full year of operation and a January 2012 COD, ranges from
$69.6 to $74.5 per MWh for investor-owned utilities, to $56.4 to $61.2 per MWh for public
power utilities. Supplemental Direct Testimony of Jeffrey Greig, Applicants’ Exhibit 47, at
pages 11-12, attached as Appendix 25. The cost per unit of output from Big Stone Unit II,
including costs for both the plant and its transmission, will vary among the Owners depending
upon their financing arrangements, capital structure, and other factors. See, e.g., Revised
Analysis of Baseload Generation Alternatives, Applicants’ Exhibit 47A, attached as Appendix
No. 26.

3.4 Final Capital Costs. Within fourteen (14) months ofB ig Stone Unit II’s COD,
the Minnesota Owners will file a writtenr eport witht he Commission andt he Department
containing the actual capital costs oft he high voltage transmission lines and Big Stone Unit II
and comparing the actual costs with the estimated costs set forth above and explaining the
reasons for any differences. Reporting the costs, as required in this paragraph, contributes to but
does not fulfill the Owners’ obligation to demonstrate that the actual capital costs were
reasonably and prudently incurred forp urposes of cost recovery as contemplated in section 3.6
below.

3.5  Periodic Reports. The Minnesota Owners will report to the Commission and the
Department on the annual costs ($/MWh) for each Minnesota Owner based on actual costs for
the preceding twelve months and levelized lifetime carrying charges on the actual investment in
the project, including Unit [T and the transmission lines. The first report shall be due within
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thirty days after the first anniversary of Big Stone Unit II COD, and the Minnesota Owners shall
file such a report along with the reporting requirements set forth in section 3.4, for a period of
four (4) additional years.

3.6 Cost Recovery. The commitments made or to be made by the Owners with
respect to this Agreement are made on the expectation that OTP and MDU will obtain cost
recovery from the state commissions having jurisdiction of all reasonable and prudent costs and
expenditures through a rate case, tariff, rate rider, or other applicable cost or rate recovery
mechanism. '

Costs attributed to Big Stone Unitl I or the proposed high voltage transmission lines shall
be set forth separately and distinctly in all applicable cost recovery requests to the Commission,
accompanied by supporting documentation. '

3.7  Department Support of Cost Recovery. The Department will support OTP’s
recovery of all reasonable and prudent costs and expenditures as long as they are materially
consistent with the costs described in sections 3.1, 3.2, and 3.3, and with costs reasonably
attributable to the actions required by sections 4.0, 5.0, and 7.0 (unless otherwise recovered
through a separate rate recovery mechanism).

4.0  OFFSETS OF GREENHOUSE GAS EMISSIONS

4.1 100% of Minnesota-Attributable Emission Offsets. Using the offset methods set
forth in section 4.3, the Minnesota Owners agree to offset] 00% of the carbon dioxide emissions
attributable to the generation of electricity at Big Stone Unit If for customers in Minnesota. For
the purposes of this Agreement, the portion of energy output from Big Stone Unit IT attributable
to a Minnesota Owner’s Minnesota customers in a given time period will be the Minnesota
Owner’s share of the output of Big Stone Unit Il expressed in MWh multiplied by the ratio that
the Minnesota Owner’s Minnesota retail electric energy obligations in that time period bears to
the Minnesota Owner’s total retail electric energy obligations in the time period.

For example, for a given time period:

Retailym
EOmn = EOro1aL X
RetailtoraL
Where:
EOMmn = The portion of energy output (in MWh) from Big Stone II attributable to a

Minnesota Owner’s Minnesota customers;
EOrora. = The Minnesota Owner’s share of the output of Big Stone Unit II (in MWh);
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Retailyn = The Minnesota Owner’s Minnesota retail electric energy obligations (in MWh);
and

Retailrotar. = The Minnesota Owner’s total retail electric energy obligations (in MWh).

4.2 Timing and Calculation of Emissions to be Offset.

42.1 Offsets May Be Secured Ahead of Operations. The Minnesota Owners
may secure offsets using the methods in sections 4.3 at any time, but as soon as Big Stone Unit I1
begins commercial operation, the offsets must be made within one year oft he emissions. The
Minnesota Owners may secure offsets of future Big Stone Unitl I carbon dioxide emissions prior
to the COD of Big Stone Unit 1I, and may use offsets secured prior to the Unit’s commercial
operation date to offset future emissions.

422  First Year ofO peration. Six months prior to the COD of Big Stone Unit
I1, the Minnesota Owners will forecast the amount of carbon dioxide that is projected to be
emitted by Big Stone Unit II along with the Minnesota Owners’ projected method(s) for
obtaining offsetsf or carbon dioxide for the first twelve-monthso f operation and will request
verification oft he Minnesota Pollution Control Agency (“MPCA”) ofs aid emission and offset
amounts, and will advise the Commission and Department of their actions.

42.3  After Operations Have Begun. As part of the Greenhouse Gas
Management Plan under section 4.11, the Minnesota Owners will determine how many tons of
carbon dioxide were emitted to generate electricity for their Minnesota customers in the previous
twelve months and report this figure along with its estimated offset costs to the Commission,
MPCA ,a nd the Department. This amount will be the amount of carbon dioxide that will be used
as the baseline forecast for offsets to be procured in then ext ensuing twelve-month period,
subject to reasonable adjustments based on actual operating history of Big Stone Unit II and
other factors, as approved by the Commission.

42.4  “Extra” Offsets Carry-Forward. Any offsets obtained in one year that
are greater than the emissions associated with serving customers in Minnesota for that year may
be credited towards the offsets needed in the subsequent year or years unless they are sold,
traded or otherwise transferred. In the event the credits are sold,t raded,o r otherwise transferred,
any funds received from the sale by OTP (or any future utility or entity to which this Agreement
appliesa nd whose rates are regulated by the Commission) will be used for carbon offsets in
subsequent years or credited to OTP’s customers (or the customers of any future utility or entity
to which this Agreement applies and whose rates are regulated by the Commission), as
applicable.

4.2.5  Emission Offset Calculation Termination. The Minnesota Owners will
continuet hep rocess set forth in sections 4.2.1 to 4.2.4 until this requirement is terminated
pursuant to section 4.10.
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43 Offset Methods. At the option of the Minnesota Owners, the carbon dioxide
offsets required in section 4.1 may be achieved by any one or a combination of the following
methods, with the goal being to achieve permanent (or at a minimum permanent during the entire
specified time period the purchased credits are intended to apply), quantifiable, verifiable, and
enforceable reductions in greenhouse gas emissions that would not otherwise have occurred:

a. Capture and sequestration;

b. Emissionr eductions ina nyo f the Minnesota Owners’ existing power
plants or through other, verifiable efficiency improvements on the
MinnesotaO wners’ systems that result in reductions in carbon dioxide
emissions;

c. Trading on a recognized Greenhouse Gas (“GHG”) exchange, consistent
with section 4.4;

d. Purchases of carbon credits from a credible offset program, consistent
with section 4.5;

€. Setting aside funds, consistent withs ection4 .6, ina separate, readily
identifiable account on the Minnesota Owners’ books of an amount equal
to $10.00 per ton of carbon dioxide emissions;

f. Making investment in transmission that the Commissionc ertifies will
enhance renewable energy development, consistent with section 4.7;

g. Adding renewable energy beyond any amount required by law, consistent
with section 4.8;

h. Achieving energy efficiency savings beyond any amount required by law,
consistent with section 4.9; or

i. Anyo ther methodt he Commissionc oncludes will result ine conomic
offsets that will achieve permanent, quantifiable, verifiable, and
enforceable reductions in greenhouse gas emissions that would not
otherwise have occurred.

44  Carbon Trading. If the Minnesota Owners offset greenhouse gas emissions
through an established carbon trading exchange pursuant to section 4.3(c) above, the Minnesota
Owners will inform the Commission and the Department of the exchange(s) to be used. While
the presumption is that any exchange recognized by a state or federal government is acceptable,
the Minnesota Owners have the burden of proving thatt his offset option should be recognized as
credible in Minnesota, with the exception that the Parties agree that the Oregon Climate Trust
and the Chicago Climate Exchange (CCX) and its successors are already acceptable without
further proof by the Minnesota Owners. Any profits, interest or carrying charges on the monies
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received by OTP (or by any future Minnesota-regulated utility to which this Agreement applies)
from carbon trading will be credited to OTP’s ratepayers (or the ratepayers of any Minnesota-
regulated utility to which thisA greement applies) or be deposited into the carbon offset fund
established in section 4.6.

4.5  Purchase of Carbon Credits. If the MinnesotaO wners offset greenhouse gas
emissions through the purchase of carbon credits pursuant to section 4.3(d), the Minnesota
Owners will inform the Commission and the Department of the program to be used. The
Minnesota Owners wills how thatt he program chosen willr esulti n permanent( or ata minimum
permanent during the entire specified time period the purchased credits are intended to apply),
verifiable, quantifiable and enforceable reductions in greenhouse gas emissions.

4.6 Carbon Offset Fund. If the Minnesota Owners offset their greenhouse gas (i.e.,
carbon dioxide) emissions through payment of a specified sum per ton of carbon dioxide
emissions pursuant to section 4.3(e), the Owners will inform the Commission and the
Department of their election to do so, amounts paid, amount of carbon dioxide offset in this
manner, and of the specifics of the accounts established. Each Owner may elect to establish its
own account, or two or more Minnesota Owners may join together to establish one account
jointly. No one Owner shall be a party to more than one account.

4.6.1 Use of Funds. Funds set aside pursuant to section 4.3(e) above, and any
interest or carrying charges earned thereon, must be used by the Minnesota Owners only for
offset methods identified in section 4.3 or research and development projects supporting the
offset methods identified in section 4.3 for use by the Minnesota Owners. The Minnesota
Owners will advise the Commission and the Department of the expenditure of any of these funds
and the balance of the account, in the Greenhouse Gas Management Plan submitted in
accordance with section 4.11.

4.6.2  Accounting Practices and Review. The Minnesota Owners agree that
any accounts established and any account activity pursuant to this section 4.6 will be subject to
reasonable accounting methods and to review by the Commission and the Department.

4.7 Transmission Investments for Renewables. The Minnesota Owners may seek to
obtain offsets of greenhouse gas (i.e., carbon dioxide)e missions fore ach of the years in which
the Minnesota Owners’ incremental investment in transmission facilities enhances either the
quantity or timing of renewable energy development beyond that which would have otherwise
occurred. The Minnesota Owners will ask the Commission to determine in a later proceeding the
amount of offset credit,i f any. The Minnesota Owners will file with the Commission a proposed
offset credit method for purposeso f thiss ection 4.7 within two years following Commission
approval of the Certificate of Need in this matter. The offset method may include the following
formula: if a utility’s fixed charge rate is 12% and the utility’s aggregate investment in a single
project or number of projects is $7,000,000, then the utility will have an annual carbon offset
credit of 84,000 tons (calculated as $7,000,000 x 0.12 = $840,000/$10/ton = 84,000 tons of
carbon offset).
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4.8  Renewable Energy Investments. The Minnesota Owners will be eligible to obtain
offsets of greenhouse gas (i.e., carbon dioxide) emissions for each of the calendar years in which
the Minnesota Owners add renewable energy in amounts beyond that required by law. These
amounts will be determined by comparing the actual renewable energy achieved in any calendar
year with the renewable energy requirements under the RES. The Parties agree that the
Minnesota Ownerss hall be eligible for offsets on a MWh for MWh basisf or any renewable
energy the Minnesota Owners generate or otherwise obtain in excess of those levels required by
the Minnesota RES. The Minnesota Owners will report to the Commission, as part of the
Greenhouse Gas Management Plan under section 4.11, the actual amount of offsets.

4.9 Energy Efficiency Investments. The Minnesota Owners willb e eligible to obtain
offsets of greenhouse gas (i.e., carbon dioxide) emissions for each of the calendar years in which
the Minnesota Owners, their distribution member systems, or both, make energy efficiency
improvements in amounts beyond that required by law. These amounts will be determined by
comparing the actual energy efficiency (kWh) impacts achieved in a particular calendar year, as
determined by the Commissioner of the Department of Commerce, with the energy efficiency
savings required by applicablel aw. Based on this determination, theP arties agreet hat the
Minnesota Owners shall be eligible for offsets on a MWh-for-MWh basis for any energy
efficiency impacts the Minnesota Owners achieve in excess of those levels required by
Minnesota law. The Minnesota Owners will report to the Commission, as part of the
Greenhouse Gas Management Plan under section 4.11, the actual amount of offsets.

4.10  Termination of Offset Requirement. The Parties agree that the greenhouse gas
emissions offset requirement of section 4.1 will continue until the earlier of (1) the date on which
a Minnesota or federal greenhouse gas (“GHG”) program intended to reduce the increase of
GHG emissions has been implemented (and which program applies to GHG emissions from Big
Stone Unit II), or (2) four (4) years after the Big Stone Unit II COD if a Minnesota or federal
GHG program intended to reduce the increase of GHG emissions has not been adopted and
implemented by that date. Upon the termination of the Minnesota Owners’ greenhouseg as
emissions offset obligations under this section4 .0, the Minnesota Owners are obligatedt o
provide the offsets for any emissions occurring prior to the termination date that have not yet
been offset. It is the Parties’ understanding that the Minnesota Owners will not be obligated to
offset GHG emissions under both a Minnesota and federal GHG program at the same time that
the Minnesota Owners are required to make offsets under the terms of this Agreement. That is,
the Minnesota Owners will be required to offset GHG emissions only according to the terms of
this Agreement or either (1) a federal GHG program or (2) a Minnesota GHG program and
provided the program applies to GHG emissions from Big Stone Unit II.

4.11  Greenhouse Gas (GHG) Management Plan. The Minnesota Owners agree that
beginning fourteen (14) months from the Big Stone Unit II COD and annually thereafter until
terminated according to section 4.10, the Minnesota Owners, individually or collectively, will
submit a GHG Management Plan to the Commission, the MPCA, and the Department that will
report the status of carbon dioxide offsets required under this Agreement in the previous year as
well as any emissions occurring priort o the filing of the GHG Management Plan that have not
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yet been offset, and describe the Minnesota Owners’e fforts to offset greenhouse gas emissions
(i.e., carbon dioxide) in the upcoming year or years. The GHG Management Plan will also be
used to verify GHG offsets that have been made in the past, and to review and approve the
expenditure of funds as contemplated in section 4.1.

5.0 CONTROL OF MERCURY EMISSIONS

The Owners will control mercury emissions from Big Stone Unit I and Unit II through
use of a wet scrubber and also through use of a pulse jet fabric filter. The Owners also agree to
install such other control equipment so as to control emissions of mercury from both Big Stone
Unit I and Unit II such that the control equipment is equivalent to what is required of certain
large generating facilities in Minnesota (i.e., Sherco, and Clay Boswell) under the Mercury
Emission Reduction Act of 2006 (Minnesota Statutes §§ 216B.68 to 216B.688) and that is most
likely to result in the removal of at least 90 percent of the mercury emitted from the units. The
Owners agree to act in good faith to install such equipment as expeditiously as possible, but the
parties recognize that given the construction schedule and commercial operation date of Big
Stone Unit II, the Owners have until four (4) years after the commercial operation date ofB ig
Stone Unit Il for the Owners to achieve compliance with these requirements. On the same dates
as required for the GHG Management Plan under section 4.11 above, or until the mercury
control goal set forth in thiss ection 5.0 ism et, the Owners will also provide a report to the
Commission and the Department on the progress of meeting the mercury control goal.

6.0 PROTECTION OF BIG STONE LAKE

Big Stone Lake is a treasured natural resource of both South Dakota and Minnesota. Iti s
also important to the operation of the BigS tone Units I andl 1. As a result, the Owners
understand the importance of not adversely affecting the long-term level or flow of the lake.
Accordingly, the Owners agree to:

* utilize groundwater for drought protection at the Big Stone Unit [I;

e provide to the South Dakota Department of Environment and Natural Resources
(“SDDENR”) and the Minnesota Department of Natural Resources (“MNDNR”) by
June 27, 2007 and will provide, on an on-going basis, all data used to evaluate the
Veblen aquifer and the effect on Big Stone Lake of extended groundwater
withdrawal;

e provide to the SDDENR and the MNDNR by June 27, 2007 and will provide, on an
on-going basis, all data used to evaluate the effect on the Minnesota River of an
extended period of withdrawal of water from Big Stone Lake;

e support the granting of party status to the Minnesota Department of Natural
Resources before the South Dakota Water Management Board (“WMB”) in its
requested Water Permit No 6846-3; and
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o perform tests on theg roundwater supply to evaluate well production and impacts
relative to the modeling conducted pursuant to Water Permit No. 6846-3, consistent
with the Owners’ actual construction schedule and process for Big Stone Unit 11

The Owners have participated in meetings between the staffs of the SDDENR and
MNDNR to work through the data prior to the July 11,2 007 WMB hearing on Water PermitN o.
6846-3.

If the groundwater tests performed by the Owners as part of its construction of Big Stone
Unit II differ materially from the models relied on by the Owners in the Water PermitN o. 6846-
3 before the WMB, the Owners understand that the MNDNR may request and that the WMB
may reconsider the terms and conditions of Water Permit No. 6846-3, should it be granted in the
first place.

Finally, the Owners also believe that long-term management of Big Stone Lake can best
be done through organized, frequent communications between the two states and urges the two
states to establish such communications by December 31, 2007. To that end, the Owners agree
when asked by the state agencies, to constructively participate in meetings to address the
management of the Big Stone Lake water flow and level issues.

7.0 RENEWABLES

7.1 Renewable Energy Standard. The Minnesota Owners understand and are subject
to MinnesotaS tatutes § 216B.1691 (2007), that direct utilities in Minnesota to obtain from
renewable resources seven percent (7%) oft heir total retail electric sales to retail customers in
Minnesota by the end of 2010; twelve percent (12%) by 2012; seventeen percent (17%) by
2016; 20 percent (20%) by 2020; and twenty-five percent (25%) by 2025. The Department
expects that the Minnesota Owners will meet these obligations.

7.2 Community-Based Energy Development. The Minnesota Owners commit to own
or procure from C-BED projects no less than twenty-four percent (24%) of their individual RES
obligations for the year 2012 expressed on an annual energy basis, subject to commercially
reasonable contract terms and price. The Minnesota Owners will achieve this level of C-BED
energy output no later than four years following the Big Stone Unit II COD.

Although any C-BED qualified renewable technology may be used to fulfill this energy
commitment, for purposes of illustration based on current load forecasts of the Minnesota
Owners fort he year2 012 this annual energy commitment would be equivalent to the output of
180 MW of C-BED wind energy projects, assuming an annualw ind capacity factor of 40%. The
actual amount of energy from C-BED projects will be determined by the Minnesota Owners’
actual RES obligations in 2012, expressed on an annual energy basis. The actual megawatts of
C-BED capacity willb e based on the actual RES energy obligations of the Minnesota Owners in
2012, and on the types of qualifying C-BED projects chosen tof ulfill this C-BED energy
commitment.
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The Minnesota Owners may fulfill this C-BED commitment either as individual utilities
or in aggregate. All C-BED commitments will be accomplished as parto f, and not in addition to,
the Minnesota Owners’ RES obligations.

In addition to this 24% of RES commitment, the Minnesota Owners will take reasonable
steps to identify additional C-BED projects that can meet the Minnesota Owners’ cost and
reliability requirements to satisfy a portion of the Owners’ RES obligations under Minnesota
Statutes, section 216B.1691. The Minnesota Ownersw ill file reportsw ith the Department by
July 1, 0f 2013 and 2018 describing how these C-BED commitments are being fulfilled.

80 ENERGY EFFICIENCY AND CONSERVATION

8.1 Compliance with the Conservation Improvement Program Goal. The Minnesota
Owners understand and are subject to Minnesota Statutes §§ 216B.2401 and 216B.241 (2007).
The Department expects that the Minnesota Owners will meet these obligations. By June 1,
2008, the Minnesota Owners will file with the Department a plan describing how each utility
(and its members forG RE, SMMPA, MRES, and CMMPA)i ntends to meet its energy savings
goal.

8.2  Aggregated DSM. SMMPA, CMMPA, MRES, and GRE will strive to aggregate
the DSM filings of their respective Minnesota members. For example, SMMPA will strive to
aggregate the DSM filings of its members, GRE its members, etc.

8.3 Water Heater Incentives. The Owners who have established electric water heater
incentives greater than $50 per heatert hat are not part of a DSM program shall terminate such
programsb y July 1, 2008. The Minnesota Ownersw ill work in good faith with any of their
Minnesota members who also have such programs to eliminate such programs by July 1, 2010.

8.4  Elimination of BlockR ates. OTP shall proposet hep hased elimination of its
declining block rate program in its next Minnesota rate case.

9.0 GENERAL TERMS AND CONDITIONS

9.1 Entire Agreement. ThisS ettlement Agreement constitutes the entire agreement
and understanding between the Parties pertaining to the resolution of this matter.

92  Not Precedential. The Parties agree that no precedent is established byt he
resolution of issues made in this Agreement. The resolutions reached herein are for settlement
purposes only and do not necessarily represent the positions the Parties would take in litigation,
the Owners’ respective Integrated Resource Plans (IRP), or otherwise. The Parties will not use
this Agreement as evidence for impeachment of a party in any future proceeding before the
Commission or for use in any other administrative or judicial body.
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93  Not Admissible.  Unless the Commission approves this Agreement, this
Agreement, and any statements made in furtherance thereof, shall not be admissible in evidence
in this proceeding or in any other administrative or judicial proceeding.

94 Terms Binding on Project Participants, Assignment. The commitments and
obligations of the Owners have application to, and are binding on, only those individual Owners
so long as the utility is an Owner of the Big Stone Unit II or otherwise has entitlement to the
capacity ande nergy from Big Stone Unit II. Noi ndividual Owner is responsible for the
obligations of any other individual Owner, unless the Owner agreesi n writing to assume the
obligations of another Owner or former Owner. Within thirty days of the execution of any
changes to the ownership structure for either Big Stone Unit II or the transmission facilities at
issue in this docket, the Owners will notify the Commission and the Department of the change
and provide any regulatory filings thatm ay be applicable to the change. This Agreementa nd all
provisions hereof is binding upon and inure to the benefit of the Parties and their respective
successors and assigns.

9.5 Commission Action; No Construction. In the event the Commission disapproves
this Agreement or takes other action inconsistent with this Agreement, or changes materially the
terms of this Agreement as a condition to its acceptance, or if the Commission does not approve
the needed Route Permits for the proposed transmission facilities in Minnesota in Docket #TR-
05-1275, or if the Big Stone Unit Il generating plant is not constructed for any reason, all Parties
retain the right to treat this Agreement as null and void, or to seek reconsideration to modify their
positions. Each party shalln otify the other parties and the Commission of its intention regarding
this Agreement in such event.

9.6  Amendment. No amendment to this Agreement is effective unless in writing and
signed by all the Parties.

9.7  Preparation of the Agreement. All parties to this Agreement have had the
opportunity to participate in the drafting of the document. There shall be no legal presumption
that any specific party was the drafter of any particular provision.

9.8  Authority. The signatory for each organization entering into this Agreement has
the necessary authority to bind the party and agrees to be bound by the Agreement in the future.

9.9 Counterparts. This Agreement may be signed in counterparts.
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Agreed to by the followimg Parties:

B . Cevvey

Minnesota Department of Commerce 7
Edward A. Garvey

Deputy Commissioner — Energy and
Telecommunications Division

Otter Tail Power Company
Chuck MacFarlane
President

Great River Energy
David Saggau
Chief Executive Officer

Missouri River Energy Services
Thomas J. [leller
Chief Executive Officer

Southern Minncsota Municipal Power Agency
Ray Hayward -
Chief Executive Officer

Ceniral Minnesola Municipal Power Agency
Robert Elston
President

Heartland Consumers Power District
Mike McDowell
Chief Executive Officer

Monmna-Dakoté Utilitics Co.
Bruce Imsdahl
Chicf Exccutive Officer
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Dated

Dated

Dated

Dated

Dated

Dated

Dated
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Agreed to by the following Parties:

Minnesota Department of Commerce
Edward A. Garvey

Deputy Commissioner — Energy and
Telecommunications Division

Otter Tail Power Company
Chuck MacFarlane
President

Great River Energy
David Saggau
Chief Bxecutive Officer

Missouri River Energy Services
‘Thomas J, Heller
Chief Executive Officer

Souther Minnesota Municipal Power Agency

. Ray Hayward
Chief Executive Officer

Central Minnesota Municipal Power Agency

Robert Elston
President

Heartland Consumers Power District
Mike McDowell
Chief Executive Officer

Montana-Dakota Utilities Co.

Bruce Imsdahl
Chief Executive Officer
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Dated

Dated

Dated

Dated

Dated

Dated

Dated

Dated
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Agreed to by the following Parties:

Minnesota Department of Commerce
Edward A. Garvey

Deputy Commissioner ~ Energy and
Telecommunications Division

Otter Tail Power Company
Chuck MacFarlane

Presid
IS

Great Rivef Energy -~ /
David Saggau
Chief Executive Officer

Missouri River Energy Services
Thomas J. Heller
Chief Executive Officer

Southern Minnesota Municipal Power Agency

Ray Hayward
Chief Executive Officer

Central Minnesota Municipal Power Agency
Robert Elston
President

Heartland Consumers Power District
Mike McDowell
Chief Executive Officer

Montana-Dakota Utilities Co.
Bruce Imsdahl
Chief Executive Officer

18

Dated

Dated

Dated

Dated

Dated

Dated

Dated

Dated

5/55,/207
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Agreed to by the following Parties:

Dated

Minnesota Department of Commerce
Edward A. Garvey

Deputy Commissioner — Energy and
Telecommunications Division

Dated

Otter Tail Power Company
Chuck MacFarlane
President

Dated

Great River Energy
David Saggau

Chief Executive Officer
4‘/ Dated 3/30/0 7

Missouri River Energy Seftricés '
Thomas J. Heller MRES Legal Department

i ti f ZZ 2
Chief Executive Officer a Anproved: Date: 3/3 ]

Dated

Southern Minnesota Municipal Power Agency
Ray Hayward
Chief Executive Officer

Dated

Central Minnesota Municipal Power Agency
Robert Elston
President

Dated

Heartland Consumers Power District
Mike McDowell
Chief Executive Officer

Dated

Montana-Dakota Utilities Co.
Bruce Imsdahl
Chief Executive Officer
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Agreed to by the following Parties:

Minnesota Department of Commerce
Edward A. Garvey

Deputy Commissioner — Energy and
Telecommunications Division

Otter Tail Power Company
Chuck MacFarlane
President

Great River Energy
David Saggau
Chief Executive Officer

Missouri River Energy Services
Thomas J. Heller

N | Ly

Southerh Minnesota Munidipal Power Agency

Ray Hayward
Chief Executive Officer

Central Minnesota Municipal Power Agency

Robert Elston
President

Heartland Consurmers Power District
Mike McDowell
Chief Executive Officer

Montana-Dakota Utilities Co.
Bruce Imsdahl
Chief Executive Officer

i8

Dated

Dated

Dated

Dated

Dated 8/’},6/07

Dated

Dated

Dated
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Agreed to by the following Pasties:

Minnesota Department of Comnterce
Edward A. Garvey

Deputy Commissioner ~ Energy and
Telecommunications Division

Otter Tail Power Company
Chuck MacFarlane
President

Great River Energy
David Saggau
Chief Executive Officer

Missouri River Energy Services
Thoimas J. Heller
Chief Executive Officer

Dated

Dated

Dated

Dated

Dated

Southern Minnesota Municipal Power Agency

Ray Hayward

Dated

E-320- 07

Central Minnesota Municipal Power Agency
‘Rotert Elston
‘President

Dated

Heartiand Consumers Power District
Mike McDowell
Chief Executive Officer

Dated

Montana-Dakota Utilities Co.
Bruce Imsdahl
Chief Executive Officer
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Agreed to by the following Parties:

Minnesota Department of Commerce
Edward A. Garvey

Deputy Commissioner — Energy and
Telecommunications Division

Otter Tail Power Company
Chuck MacFarlane
President

Dated

Dated

Dated

Great River Energy
David Saggau
Chief Executive Officer

Dated

Missouri River Energy Services
Thomas J. Heller
Chief Executive Officer

Dated

Southern Minnesota Municipal Power Agency
Ray Hayward
Chief Executive Officer

Central Minnesota Municipal Power Agency
Robert Elston

President @66/
o C
b7 .,

Héartland Consumers Power District
Mike McDowell
Chief Executive Officer

Montana-Dakota Utilities Co.
Bruce Imsdahl
Chief Executive Officer

18

Dated

Dated

Dated

3 ,]30 'lfooz
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Agreed to by the following Parties:

Minnesota Department of Commerce
Edward A. Garvey

Deputy Commissioner — Energy and
Telecomnmumications Division

Otter Tail Power Company
Chuck MacFarlane
President

Creat River Energy
David Saggan
Chief Executive Officer

Missouri River Energy Services
Thomas J. Heller
Chief BExecutive Officer

Southern Minnesota Municipal Power Agency

Ray Hayward
Chief Executive Officer

Dated

Dated

Dated

Dated

Dated

Dated

Central Minnesota Municipal Power Agency
Robert Elston
Pregident

Dated

Heartland Consumers Power District

Mike McDowell
Chief Executive Officer

Dated 08/ 30,/07

Montana-Dakota Utilities Co.
Bruce Imsdahl
Chief Executive Officer

18
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Exhibit A

Current Energy Forecasts and Renewable Energy Standard Obligations
of the Minnesota Owners! in the Years 2012 and 2020

Renewable Energy

Big Stone | Minnesota Retail Renewable Minnesota Retail
II Load in 2012 Energy Standard Load in 2020 Standard
Owner (GWh) Obligation in (GWh) Obligation in
20122 (GWh) 20203 (GWh)
CMMPA 588 71 777 155
GRE 12,868 1,544 14,937 2987
Heartland 836 100 493 99
MRES 1,603 192 2,340 468
OTP 2,489 299 2,860 572
SMMPA 3.536 424 4,158 832
Total 21,920 2,630 25,565 5,113

' Montana-Dakota Utilities (MDU) has no retail electric load in Minnesota.
2012 RES obligation calculated at 12% of Minnesota retail load.
3 2020 RES obligation calculated at 20% of Minnesota retail load.
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Exhibit B

Current Energy Forecasts and Legislative CIP Goals

for the Minnesota Owners4 in 2020

Big Stone II Owner Minnesota Retail Load in CIP Goal in Year 20205
2020 (GWh) (GWh/year)

CMMPA® 1,181 18

GRE 14,937 224
Heartland 493 7
MRES 2,340 35

OTP 2,860 43
SMMPA 4,158 62

Total 25,969 390

4 Montana-Dakota Utilities (MDU) has no retail load in Minnesota.
5 2020 CIP goal calculated at 1.5% of Minnesota retail load.
6 CMMPA forecast includes Willmar Municipal Utilities for purposes of illustrating CIP goals.
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