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(The proceedi ngs conti nued, commenci ng at
8:00 a.m, Wednesday, June 27, 2007, as follows:)

JUDGE WAHL: We're on the record. The
record will show that it is approximtely 8:00
a.m, June 27, 2007, the continuation of the
hearings of Otter Tail Corporation and
Mont ana- Dakota Utilities Co. advance determ nation
of prudence applications for their respective
participation and ownership interest in the Big
Stone Il Generating Plant, the application of Otter
Tai |l Corporation being Public Service Conm ssion
Case No. PU-06-481 and the application of
Mont ana- Dakota Utilities Co. being Public Service
Comm ssion Case No. PU-06-482.

We continue with the cross-exam nation of
M. Bruce | msdahl. M. I msdahl, you understand, of
course, that your testinony continues under oath
and subject to the penalties of perjury?

THE W TNESS: Yes, | do.

JUDGE WAHL: M. Breen.

BRUCE | MSDAHL,
being first duly sworn, was exam ned and testified
as follows:
CROSS- EXAM NATI ON

BY MR. BREEN:
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Q M. Imsdahl, good norning.
A. Good nor ni ng.
Q Sir, have you received a copy of the
compl aint during the process of all these
pl eadi ngs -- the intervenors' conplaint --
petition?
MR. KUNTZ: Obj ecti on.
MR. BREEN: Pardon nme. Excuse nme. 111
restate that since | msstated it tw ce.
Q (MR. BREEN CONTI NUI NG) The intervenors,
sir, appeared in this matter by filing a petition
to intervene. Did you receive a copy of that

during the process?

A |, personally, did not receive a copy of
it. | have read the testinmony.
Q Okay. As a convenience to you, all the

parties here have that, as does the Comm ssion.
Woul d you like to just see a copy of it so | can
ask you several questions? It would make the
record nore convenient.

JUDGE WAHL: It's your exam nation, M.
Br een.

MR. BREEN: Do the parties have any
di sagreement with me marking it as an exhibit?

MR. KUNTZ: It's already in the record.

327
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It's not evidence. It's not evidence.
JUDGE WAHL: Yeah, | don't think it's
necessary. It's part of the record --

MR. BREEN: Thank you
JUDGE WAHL: -- M. Breen. Just show it
to him if you w sh.

Q (MR. BREEN CONTI NUI NG) Sir, I will be
very brief this norning. Let's | ook at paragraph 8
in this pleading, and it alleges that -- 1'll read
part of paragraph 8 for the record -- that North
Dakot a has enough wi nd energy to supply 36 percent
of the electricity to the |ower 48 states wi thout
emtting carbon. Do you agree or disagree with

t hat statement?

A | have no background to verify the 36
percent.
Q Do you agree that Dr. Joseph Rommis the

former acting assistant secretary to the Depart ment
of Energy?

A Yes.

Q Okay. Do you agree that Dr. Joseph Romm
has a Ph.D. in physics from MT?

A Yes.

Q |s that sufficient for you, sir, to accept

hi m as an authority on the issue, sir?
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MR. KUNTZ: VWhat i ssue?
THE W TNESS: | am not sure.

MR. BREEN: The one statement that | read

to him

MR. KUNTZ: s that his statement?

MR. BREEN: That's his statement.

MR. KUNTZ: He' s not here. s this some
way to get -- bring hearsay into the evidence
t hrough some sort of cross-exam nation? |[|'m going

to object to the question.
MR. BREEN: "' mjust asking himif he
di sagrees with the line in the pleading. 1"

wi t hdraw the | ast question.

THE W TNESS: ' m not sure. He may be a
Ph.D. in physics. | "' m not sure what his background
is studying wi nd. | " m sorry.

MR. BREEN: | have no other questions,

sir.
JUDGE WAHL: M. Bi nek.
MR. BI NEK: Thank you
CROSS- EXAM NATI ON
BY MR. BI NEK:
Q Yeah, | believe in your summary yesterday
and in your rebuttal testinmny you stated that you

agreed with the recommendati ons that were nmade by
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M . Deason.

A Yes, we do.

Q Yest erday when M. Uggerud testified, when
he tal ked about off-system -- you know, the
potential for off-system sales, he stated that al
of f-system margins that Otter Tail would realize
fromBig Stone Il will go back to customers. W |
MDU agree to do the sane?

A. | don't see any reason why we should agree
to do that. We have a tariff in place presently
t hat handl es our off-system sal es.

Q | realize you have a tariff right now.

The question is whether you would agree to --

MR. KUNTZ: ' m going to object to the
form of the question. This isn't a rate
proceedi ng. It's a prudency determ nati on. How
the revenues are going to be treated from
of f-system sal es when the plant goes on line in
five years | think is beyond the scope of direct
and it's not relevant to the issues in this case.

JUDGE WAHL: | di sagree. Rel evancy is not
-- 1 think the relevancy is sufficient. M . Binek,
you may proceed.

MR. BI NEK: Wuld you read back the

gquestion, please?
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(Pendi ng question read as requested.)

THE W TNESS: The short answer is no.

MR. Bl NEK: | have no further questions.

JUDGE WAHL: Fol | owup, M. Kuntz?

MR. KUNTZ: Do the Comm ssioners have --

JUDGE WAHL: Oh, I'm sorry. Questions
fromthe Comm ssion

EXAM NATI ON

BY COWMM SSI ONER WEFALD:

Q Tell me what your answer no meant to that
| ast question from M. Binek

A. We al ready have a tariff in effect that
shares our off-system sales, so | don't see it's
necessary.

Q So what is your -- what was your
under st andi ng what the question was?

A. Whet her we would return a hundred percent
of the off-system sales fromBig Stone Il to the
customers, and we already have a tariff that shares
our off-system sales with our custoners.

Q |s that based on the fact that -- | have
to think about that a little bit. Thank you.

A Besi des, we're tal king about 2013, 14, a
| ong ways away.

Q Well, the Comm ssion needs to determ ne
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not only the prudence of this, but the
reasonabl eness of this, and so to me some of these
issues relate to reasonabl eness and so | think that
they pertain in a case |ike this.

A. The answer is we already share -- we
al ready have a tariff that does share that with our
customers.

Q | have a question on page -- page 6 of
your testinmony. It says, When the participating
conpani es continue to investigate options
surrounding the facility itself, the Big Stone 11
participants will be called upon to financially
commt their intent to proceed with construction of
t he generation unit in June of 2007. Have you
al ready made that intent since it's now the 27th of
June?

A. No, we have not. | thank you for bringing
t hat up. That should be a correction in ny
testimony. That probably won't be made until
September of this year because we're going to wait
for your ruling on the prudency.

Q Al'l right. The other question | have is
on page 4 of your original testimny, lines 1 and
2, The interconnected system comonly referred to

as the conpany's integrated system consists of 366
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megawatts of basel oad coal generation fromfive
units and 110 megawatts of gas or gas- and oil -
fired conmbustion turbines for peaking requirenents.
My understanding fromthe rest of the paragraph is
that this 476 megawatts of generation that you
refer to here is in -- serves North Dakota, South
Dakot a and Mont ana.

A. That's correct.

Q And then there's additional generation in
Wyom ng that doesn't interconnect with the rest of
t he systenf?

A. That's correct.

Q And so the 19.33 percent of Big Stone 11
which is approximtely 120 megawatts, that wll
i ncrease your capacity -- | think that's the right
word -- from 476 megawatts for North Dakota, South

Dakota and Montana to approximtely 600 megawatts,

and so you'll be --

A Yes.

Q -- it's about one-fifth of your whole
system generation -- of your North Dakota, South

Dakot a, Montana generation, about 20 percent?
A. Yes.
Q Of the total generation of your systent?

A. Ri ght .
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Q And none of that -- none of this power
fromthe Big Stone Plant then will go to the -- go
to Wyom ng customers?
A. No. No. Womng is in the western grid.
The east grid and the west grid are connected by a
couple of DC ties, quite limted capability through
t hose DC ties, about 200 megawatts at Mles City,
believe it's roughly about 200 near Rapid City. W
do not -- those are owned by WAPA, Basin, | believe
Bl ack Hills has an ownership of part of the one
down at Rapid City. W don't have any rights to
transmt across those DC ties, so, no. In fact, in
Wom ng we plan on building a -- or owning a
portion of a generating unit in Wom ng that w l
probably be on Iine approximately 2010 or 11.
COMM SSI ONER WEFALD: Thank you. At this
time that's all the questions | have.
JUDGE WAHL: Any further questions from
t he Comm ssion?
COVM SSI ONER CLARK: | have just a couple.
JUDGE WAHL: Comm ssioner Cl ark.
EXAM NATI ON
BY COMM SSI ONER CLARK:
Q On the issue of this off-system sales, MU

havi ng 15 percent -- a 15 percent stake in the
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sales of off-system power gives MDU an incentive to
mar ket that power, doesn't it?

A. Absol utely.

Q So would there be a concern -- could there
be a concern fromthe Comm ssion standpoint if it
was 100 percent to the ratepayer, that MU, itself,
woul dn't have an incentive to aggressively market

t he power?

A. You could have that concern. |'"ve seen it
in other utilities.
Q The 66-megawatt basel oad energy and

capacity from AVS contract that expired at the end
of October 2006, what type of lead time did MDU

have on knowi ng that that contract wouldn't be

renewed?

A Twenty years. Well, renewed?

Q Ri ght .

A We probably inquired at least -- | don't
have an exact date, but | know at | east four or

five years prior to the expiration, and we kept it
up until -- wuntil the end of the contract.

Q Sure. Was wind studied as a viable option
for replacement of that particular --

A. That 66- megawatt ?

Q -- contract? Right.
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A. We studied wind as a whole for our system
| can't tell you that we studied an equival ent

amount of wind to make up 66 megawatts of capacity.

Q Okay.

A That woul d have been a tremendous amount
of wi nd.

Q And then just to clarify a question from

yest erday. Your bachel or of science degree is

fronf
A Nort h Dakota State. Thank you.
COMM SSI ONER CLARK: On behal f of the
al umi association. That's all | have. Thanks.

JUDGE WAHL: Comm ssi oner Cramer.

THE W TNESS: | "' m not going to change ny
answer on that.

EXAM NATI ON
BY COWMM SSI ONER CRAMER:
Q Just to be very, very clear --

Comm ssioner Clark asked the exact question | was
going to ask about the 85-15 percent split, but
just to follow up on that, with regard to your
current tariff of revenue sharing or off-system
sal es, profit sharing with ratepayers, would you
see that -- realizing this is well into the future,

but woul d you see that as an adequate and
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appropriate relationship or tariff after Big Stone
Il is on line?

A | woul d, yes. |'d really Iike to tell you
it should be higher, but --
COMM SSI ONER CRAMER: | guess | have

not hi ng el se.

COVM SSI ONER WEFALD: | have a couple
mor e.

JUDGE WAHL: Comm ssioner Wefald.

COMM SSI ONER WEFALD: There's anot her
point | would like to clarify and this is in your
rebuttal testinony. No. It's in Andrea's so ||

wait for Andrea. Thank you.

JUDGE WAHL: All right. Fol | owup, M.
Kunt z?

MR. KUNTZ: None.

JUDGE WAHL: All right. M. Breen,
followup to the Comm ssioners' questions?

RECROSS- EXAM NATI ON

BY MR. BREEN:

Q One question, sir, if | may. Are you
aware that North Dakota's wi nd resource is
significantly stronger than lowa's?

A. | believe |I've | ooked at a map and seen

t hat, yes.
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MR. BREEN: Thank you

JUDGE WAHL: M. Binek, followup?

MR. Bl NEK: No.

JUDGE WAHL: All right. Then | understand
we're going to proceed next with M. Rogel st ad.

MR. GUERRERO: I f that pleases the Court.

JUDGE WAHL: That would be fine. Thank
you very much, M. | nmsdahl.

MR. GUERRERO:. The applicants call Tim
Rogel st ad.

JUDGE WAHL: M. Rogel stad, your testinmony
is required to be under oath and I'mrequired by
| aw t o advise you regarding perjury before
adm ni stering the oath. Perjury is a false
statement of material fact which you do not believe
to be true, in other words, generally speaking, a
lie. In North Dakota perjury is a Class C fel ony,
puni shable by a fine up to $5,000, inmprisonnment for
a period of up to five years, or both. WIIl you
rai se your right hand, please.

(Wtness sworn.)

JUDGE WAHL: M. Guerrero.

MR. GUERRERO:. Thank you, Your Honor.

TI MOTHY J. ROGELSTAD,

being first duly sworn, was exam ned and testified
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as follows:
DI RECT EXAM NATI ON

BY MR. GUERRERO:

Q Pl ease state your full name and your
busi ness address.

A Ti mot hy J. Rogel st ad. Last name is
R-0-g-e-l-s-t-a-d. Busi ness address, 215 South
Cascade, Fergus Falls, M nnesota.

Q By whom are you enpl oyed?

A. Otter Tail Power Conpany.
Q | n what capacity?
A. ' mthe manager of delivery planning.
Q And what does that entail?
A Primarily three functions, transm ssion
pl anni ng, which is | ooking at the needed -- | ooking

at devel oping future plans for needed
infrastructure related to transm ssion facilities
necessary to reliably serve | oad. The second piece
i's managenment of the transm ssion contracts that
Otter Tail has with its neighboring utilities and
adm ni stration of those contracts. And thirdly is
capital allocation, prioritization of the capital
spending for Otter Tail Power Conpany.

Q And how | ong have you been with Otter

Tail ?
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A. | have been with Otter Tail for now 18
years.
MR. GUERRERO: Just as an aside, M.
Rogel stad's testi nony and exhibits can be found in
tab 11 of the trial notebooks.

Q (MR. GUERRERO CONTI NUI NG) You say 18

years?
A. Yes.
Q What is your educational background?
A. | have a bachel or of science degree in

electrical energy from North Dakota State
Uni versity.

Q Okay. M. Rogel stad, did you prepare or
cause to be prepared direct testinony and rebuttal

testinony in this case?

Yes, | did.
Q And do you have those in front of you?
A. | do have copies of those.
Q Okay. And what's been marked as Otter
Tail -- or OTP/NMDU Exhibit 312 is a copy of your

direct testimony?
A | don't have the nunbers on m ne.
MR. GUERRERO: Oh, okay. Let the record
reflect that M. Rogel stad's direct testinmny has

been premarked as OTP/ MDU Exhibit 312, along with
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exhibits, and his rebuttal testimony has been
mar ked as OTP/ MDU Exhi bit 318.

Q ( MR. GUERRERO CONTI NUI NG) M. Rogel st ad,
are you testifying here on behalf of both Otter
Tail and Mont ana- Dakot a?

A. Yes, | am

Q And have you had a chance to review your
testinony?

A | have.

Q Are there any corrections or
clarifications that you'd like to make this
mor ni ng?

A No, | don't.

Q If | asked you the same questions that are
set forth in OTP/MDU Exhibit 312 and 318, would
your answers be the sane?

Yes, they woul d.
Q Do you have a short summary to provide the

Comm ssion this morning?

| do.
Q Could you go ahead and do that, please?
A Sur e.

MR. GUERRERO: \While he's getting that
prepared, we would nove OTP/ MDU Exhi bits 312

t hrough 318, which is his direct testinmony and
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exhibits and rebuttal testinmony.

JUDGE WAHL: M. Breen.

MR. BREEN: No obj ection

JUDGE WAHL: M. Bi nek.

MR. Bl NEK: No obj ection

JUDGE WAHL: Exhi bits OTP/ MDU- 312 t hrough
318, inclusive, are each received.

THE W TNESS: Okay. My testimony is
related to the transm ssion plan related to the Big
Stone Il transm ssion facilities, and it starts out
wi th describing kind of the planning process and
some of the planning objectives that we as
transm ssion planners use as we devel op
transm ssion plans for the system That
i ncorporates planning for our |oad and | oad growth,
the formal requests of interconnection for new
generation, as well as |ooking at, you know, the
age of the system and at what point in time are we
going to be replacing that, and should we be
| ooki ng at upgrades as we do that, and then
certainly any regional and state policy goals that
are out there.

Specifically for the Big Stone project, we
kind of had a three-step process. Started out with

a transm ssion screening study where we | ooked at
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11 different transm ssion alternatives, and we
narrowed that down using technical analysis and
econom ¢ analysis and we used those results to feed
into the formal processes that the M dwest |SO, the
M dwest | ndependent Transm ssion System Oper ator,
requires for interconnecting new generation and
al so delivering new generation

The plan that we devel oped for the Big
Stone project involves construction of two new
facilities, a line between Big Stone and Morri s,
M nnesota, which is approximately a 50-mle |ine,
and that is -- with the majority of it we're
rebuil ding an existing line or along an existing
corridor for a line that already exists between Big
Stone and Morris. The second line, we are
proposing to build a 345 kV between Big Stone and
Granite Falls. Again, that's about a 90-mle |ine.
And this has been denonstrated to be the | east-cost
option for addressing the Big Stone outlet.

One of the things that we've done with the
Big Stone Plant is we've | ooked beyond what is
absol utely necessary to meet the m nimum
i nterconnection and delivery service requirenents
of the Mdwest 1SO. And as a result of that, we're

proposing to build the Granite Falls line at 345
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kV, and initially that line we intend to operate at
230 kV, and at the time some other transm ssion
facilities in the region are constructed, we then
woul d reconnect the Iine and operate it at 345 kV.
This is consistent with what the M dwest | SO woul d
require. We found that through this project that
these Big Stone facilities will have a positive
i mpact on what is known as the North Dakot a
transm ssion export -- North Dakota export
constraint, which is l[imted by transient stability
and we anticipate that this also provides
additional capacity for wi nd generation to connect
to the system

Thi s whol e process, the plan that's been
devel oped for Big Stone, has been coordinated
highly with the M dwest |SO. They recomend the
pl an that has been devel oped. It will become part
of their M dwest |SO transm ssion expansion pl an,
or MIEP, and it's anticipated that this project
will become eligible for cost recovery under M SO s
tariff for regional cost allocation. And that
concl udes ny summary.

MR. GUERRERO: Thank you, M. Rogel st ad.
He's avail able for exam nation.

JUDGE WAHL: M. Breen.




10
11
12
13
14
15
16
17
18
19
20
21
22
23
24

25

345
MR. BREEN: No exam nati on.
JUDGE WAHL: M. Bi nek.
MR. BI NEK: Thank you
CROSS- EXAM NATI ON
BY MR. BI NEK:

Q |'d i ke to ask you about this Big Stone
to Granite Falls line. That would be built to 345,
but 230 is what is required for operation of the
Big Stone Plant; is that correct?

A That is correct. The studies that were
done for M SO for the interconnection process and
the delivery service process were done assum ng the
line was operating at 230 kV, and it was beyond the
studi es that were specifically required for Big
Stone where we | ooked at, you know, does it make
sense to build the line for a |larger capability in
the future as other transm ssion plans are
devel oped. And so in order to take advantage of
we're building a line in a corridor between an area
t hat has hi gh-capacity generation resources -- or
potential for devel opment of high-capacity
generation resources, we thought as long as we're
in that area building that |line, we would build
that to become part of a much |arger plan, and

t hose | arger plans have been devel oped as part of a
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| ot of the regional planning that's been going on
t hroughout the | ast several years. Nor t hwest
Expl oratory Study, which was a study that's been
sponsored by the utilities in this region, as well
as the M dwest |1SO identified two 345 kV lines that
originated initially in North Dakota, one we say is
t he northern route, which would be from western
North Dakota into the Fargo area and then down into
the St. Cloud, M nnesota, area, and then the second
one, which is more of a southerly route, fromthe
more sout hern North Dakota, specifically Ellendal e,
t hat actually would connect into Granite Falls, and
t he portion between Big Stone and Granite Falls is
really part of that plan or part of that upgrade.

Q And if | understand correctly, the
addition of this 115 kV would not in and of itself
create any additional transm ssion capabilities for
the transm ssion grid unless other transm ssion
additi ons or upgrades are made; is that correct?

A. Yes. l'd clarify, | think the 115 kV

shoul d be 345 kV.

Q Well, | realize. My math is wrong here.
A " m sorry.

Q Going from 230 to 345.

A. Yes.
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Q | learned my math from M ke Dill er

MR. DILLER: And it's pretty good.

THE W TNESS: You know, when we initially
connect the line, if there are no other
transm ssion facilities built, we can't operate it
at 345. We would actually create reliability
problems. The Iine that we're planning at | east
initially to connect to, which is the next step of
t he devel opment of the transm ssion system is one
of the CapX or the capacity expansion of the
transm ssion system through the year 2020, which is
a coalition of utilities |ooking to build out
significant 345 kV facilities in the region.
There's a line that originates in Brookings, South
Dakota, that comes to Lyon County, which is south
of Granite Falls, and then they would actually
build a line. The CapX plan includes building a
line fromGranite Falls to this Lyon County. And
so that's how they would connect up. So we can't
operate the line at 345 kV until that facility is
actually in service; otherw se, we would create
reliability problens. Because the line is going to
be built bigger, | wouldn't say -- | wouldn't rule
out conpletely that there's no additional

capability that's created, but it would be very
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nom nal if there was.

Q (MR. BI NEK CONTI NUI NG) And what is the
cost of the additional upgrade to 345?

A. My testimony indicates it's in the range
of 25 to 30 mlIlion dollars, and that would include
generally |l arger structures, more insulators and
t hen substations and transformers associated with
t hat .

Q In the testinony that we've heard
previously there was discussion about the Coyote
site and one of the problems with building a plant
at the Coyote site is transm ssion. Did you do a
study of what would be required for transm ssion
fromthe Coyote site?

A From the transm ssion perspective, we've
not done the |l evel of study that the M SO
i nterconnecti on process has done. \When we were
asked to provide input into the alternatives of
| ooki ng at other sites for generation and what
woul d the associ ated transm ssion costs be
associated with them we |ooked at some past
studies and did some, you know, kind of estimates
based on experience. The Lignite Vision 21 Study,
whi ch, | think, was done in 2001, which is a

transm ssion study | ooking at adding 500 megawatts
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of generation in the coal fields of North Dakota at
various different sites, we used that as part of
the basis for devel oping kind of an estimte and
the requirements of what would be required to nove
500 megawatts and specifically fromthe Coyote
Site.

Q Did you determne a cost for the Coyote
transm ssi on?

A | believe -- | was not directly involved
in providing that information, but | believe there
was a study done by Burns & McDonnell that we
provided input. A nmenber of my staff, Jason Wres,
provided the transm ssion assunmptions as part of
t hat .

Q How woul d the -- how would this 345 kV
upgrade be paid for? What would be the cost

all ocations?

A. It would be the cost allocation through
the M SO process, is howit will ultimtely get
assigned back to the utilities. | guess | would
start out with we are -- | wouldn't say that it's

been conpletely resolved with the M dwest | SO.
It's conplicated in the fact that you start out
with, you know, trying to identify what's necessary

for Big Stone, and | guess it's been our position
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that the -- that we could get by with just doing
the 230 kV plan for Big Stone only, and, therefore,
the increment that's needed beyond that is really
going to benefit nore than just the Big Stone
gener ati on. And, therefore, it would be -- we wil
be asking the M dwest 1SO to include that as part
of the RECB, which is the regional economc --

COMM SSI ONER WEFALD: Expansi on.

THE W TNESS: -- economc criteria
benefits. It's their tariff for cost allocation.
It's been subject of a |ot of discussion over the
| ast two to three years. But we're anticipating
t hat that portion will be allocated partially
t hrough a postage stanmp because it qualifies for
345 kV under that tariff. If the facility is 345
kV, 20 percent of that cost is spread throughout
the M SO footprint on a postage stanp basis, and
then the remaining 80 percent is handled through
what they call the LODF, which is an engi neering
cal cul ation which allocates costs into different
pricing zones or the license plate pricing zone
within the M dwest 1| SO. So we woul d antici pate
again that 20 percent of the cost would go across
M SO footprint. The remaining 80 percent, a good

chunk of it will show up in the OTP pricing zone,
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Xcel Energy, Alliant, MPC, and part of MU' s
pricing zone.

MR. BI NEK: Thank you. | have not hing
further.

JUDGE WAHL: Questions fromthe
Comm ssion. Comm ssioner Wefald.

EXAM NATI ON

BY COWMM SSI ONER WEFALD:

Q Just to follow up on that a bit just so
that | understand that. The 230 kV line, how will
t hat portion be cost allocated?

A That, again, will be allocated through the
M SO tariff and the RECB process. The portion that
| just described about the 345 increment is what
they call the reliability allocation

Q The 25 to 30 mlIlion dollars?

A. Yes. The remaining piece will be
all ocated -- and this is for the interconnection.
| guess it's good to clarify that there's
i nterconnection --

Q Different pieces there.

A. | nterconnection facilities and delivery
service facilities. The intersection facilities
are handl ed under the RECB and through their

generation interconnection portion of that.
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Q Ils that the one where you pay 50 percent?

A. Yes.

Q And then | can't remember who pays the
ot her 50 percent.

A. The -- 50 percent is assigned directly to
t he generator and then the other 50 percent is
agai n handl ed through that LODF cal cul ation, or the
engi neering calcul ation, and pushed into pricing
zones in the M dwest | SO.

Q Al'l right. And then the other -- the
guestion you have for M SO is whether the extra 25
to 30 mllion dollars extra for the 345 kV |line,
whet her that actually qualifies as a reliability
pi ece to be spread 20-80 or whether that would be
considered in another way where the -- what would
be the other option?

A. | think the other option is an option that
they're going to be releasing soon. | think it was
M. Clair Moeller gave a presentation at the MARC
meeting | ast week about the -- what they're calling
their open season proposal.

Q | remenmber that.

A. | think -- | guess from nmy perspective, |
think that may be a possibility for the allocation

possibility of this.
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Q | thought that had to do -- the open zone
had not to do with pricing, but had to do with
movi ng through the queue.

A. It does. It's intended to help nove
t hrough the queue and elim nate the queuei ng
probl ems, but another portion of it is also the
cost allocation and how those costs get all ocated.
But the details of that haven't been rel eased or
anyt hi ng. But one thing, M SO has been very
supportive of our plan, and | believe that if we
were going to just say we were only going to build
at 230, they would be probably demanding us to
buil d at 345.

Q On the portion that you know will be
al |l ocated 50 percent to the generator and 50
percent to the pricing zones, have you done a cost
all ocation to determ ne how much of that then would
go to Otter Tail and MDU customers?

A. We have done that. One of the things that
gets conmplicated is this engineering -- the 50
percent that's directly assigned to the generator
is pretty easy to figure out, but this engineering
calculation that's done is dependent upon a | ot of
different factors, including what transm ssion

facilities are in service at the time that this
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project goes in, and dependi ng upon which new
facilities are added to the system will change the
results of this engineering calculation that pushes
the cost into the pricing zones. The intent, |
t hi nk, of the project is that we will -- we want to
share in the costs proportionately to the
participation in the generation project. Costs
will be allocated through the M SO tariff, and so
forth, but in the end we want to be able to make
all parties of the project whole, so that one party
is not having to pay a disproportionate anount.

Q The main people, where do you see the area
for -- you had mentioned that this could -- has the
ability to encourage wi nd devel opment in the region
by adding this extra capacity to the line going
from 230 kV to 345 kV. Vhere do you see that

devel opment could occur in our region?

A. Sur e. | think there's --

Q Most econom cal ly. ' m sure someone could
extend another line 200 mles to it, but where do
you - -

A. Yeah. Well, certainly |I think there's

| ocally, you know, adjacent to the facilities that
we' re buil di ng. | mean, if you're right next to

the line, you know, it's going to be -- that's
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probably going to be the -- certainly a likely
option. | think the part that it also provides is
more froma -- again, fromnmre of a regiona
perspective of once other facilities -- and the
other facilities |I guess in my mnd as a planner,
you know, we've got a commtment to build the other
line, the big -- the line from Brookings County
into the Twin Cities for which the Big Stone
facilities will connect to, that when we build from
Big Stone to the west, whether it be Ellendale or
some ot her point further west, then that's going to
enhance the ability to allow wind or any other
source of generation to connect to the system
further west of Big Stone, as well.

Q But that isn't in the current plan for
either CapX or the Big Stone project to make any

extension to Ell endal e?

A At the -- | guess | would clarify it as
the CapX plan -- it's part of the CapX pl an.
Q The current. You know, there's stages 1,
2, 3, 4
Yes.
Stage 1 which is still being approved.

It's not part of stage 1.

No.
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A. But we would anticipate, you know, in the

Q. Forty years.

A. Hopefully, it will be sooner than that,
but that -- again, | think a big driver when you
| ook at one of the other studies that we're
embarking on right nowis with the M nnesota
renewabl e energy standard, we're anticipating that
there's going to be about 7,000 megawatts of
namepl ate wind required to be built in order to
meet that. And we're in the process of devel oping
a scope for how we're going to do that study to
ensure that there's adequate transm ssion.

Q But my question related to this project
and the stage 1 of CapX. Where do you see nost
devel opment of additional energy resources, and
your answer was right adjacent to the line that's
being put in which will go fromin South Dakota
into M nnesot a.

A | would say that is the nmost |ikely place.

COMM SSI ONER WEFALD: Thank you.
JUDGE WAHL: Any further questions from
t he Comm ssion? Comm ssioner Clark.

COMM SSI ONER CLARK: Just a few.
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EXAM NATI ON
BY COWMM SSI ONER CLARK:

Q Foll owi ng up on Comm ssioner Wefald's
gquestion and maybe putting a little finer point on
it. It's to hopefully answer a question that Ms.
La Seur brought up in her opening coments. I
don't think you heard them yesterday. But
basically the point was that this transm ssion
where it is may benefit others, but it doesn't
benefit North Dakota, that she can see how it m ght
benefit South Dakota wi nd devel opers who are in
bet ween North Dakota and Big Stone and, therefore,
closer to the market. Is that true? Does this
line help South Dakota wi nd projects to the
di sadvant age of North Dakota wi nd projects?

A. | guess from ny perspective, | would say
no. One thing about transm ssion, it is clearly
regional, and, you know, all the -- you know,
virtually any generator is going to depend on the
transm ssion grid in a region, and | think it's
even nore so true in -- the location where we're
actually putting Big Stone is right in the m dpoint
bet ween where western North Dakota generation sits
and the bigger |load centers of the Twin Cities,

M nneapolis-St. Paul, and where we're building the
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transm ssion, where we're adding this generator
whi ch has -- you know, the real benefit of the
generator is the voltage capability -- control
capability that it can provide or the reactive
power . It acts as a big boost in the center that
can lift up that transm ssion network in a sense,
and, therefore, even though physically the facility
is not located in North Dakota, it's going to
provide a benefit to the transm ssion system As
part of one of the exhibits in my testinony, we did
an analysis of the transient stability inmpacts of
this Big Stone generation and transm ssion project,
and in that we clearly show that there is a
transient stability benefit. Now, just because
there's a transient stability benefit doesn't
necessarily mean you can connect new generation
wi t hout ot her upgrades, but historically transient
stability has been the limter for adding new
generation in North Dakota. And the study that

we've included as part of this demonstrates that we

are increasing -- North Dakota export involves nore
than just the State of North Dakot a. It's
al most - -

COWMM SSI ONER WEFALD: The region.

THE W TNESS: The entirety of Otter Tail
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Power Company is within the North Dakota export
boundary for our service territory in M nnesota,
and simlar -- so a portion -- we anticipate that
there's probably going to be in the technical terms
a 500 nmegawatt increase in North Dakota export
capability. Okay. But keep in mnd that a portion
of that will be required to nove a portion of the
Big Stone Il unit to the nonNorth Dakota customers
in a sense. MDU, Otter Tail and GRE all have | oad
inside the North Dakota export boundary. GRE has
| oad outside of the export boundary, as well. And
so we're anticipating that we need 350 megawatts to
move outside of the North Dakota boundary, the Big
Stone Il1. So of the 500 created, 350 will be used
by Big Stone 11. We anticipate that there would
li kely be another 150 made avail able to whatever
generator can connect.

Q (COMM SSI ONER CLARK CONTI NUI NG) s it
more |ikely that that 150, though, is going to
| ocate where there's going to be less line |osses,
meani ng not North Dakota?

COWVMM SSI ONER WEFALD: Which is basically a

political -- well, it may be a political. Go
ahead. Answer the question.

THE W TNESS: | mean, certainly, | think,
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line | osses would be a factor in determ ning that,
but, again, | would point to -- | mean, we are
seei ng devel opnment. You know, in the case of Otter
Tail, our joint project with M nnkota up in Langdon
is an example that -- | mean, there are many
factors, | think, that go into determ ning where
you're going to site new generation, but --

Q (COMM SSI ONER CLARK CONTI NUI NG) Al t hough,
is that more -- is that project nmore contained
within the North Dakota export, behind the barrier,

as opposed to trying to cross into the other

mar ket ?
A. Well, it is. | mean, and that certainly
hel ps that situation. | think to the extent,

again, that there was a need to nmove additi onal
power across that, you know, again, with the Big
Stone project, that the potential is greater. And
agai n, dependi ng upon the exact site, you can't --
you know, | couldn't sit up here and tell you with
exact certainty that -- guarantee that if we put a
generator in at Coyote, that we're going to get 150
with just what we propose with Big Stone; but
generally when you | ook at, again, what has

hi storically been the limting condition, we're

showi ng an i mprovenment that has a potential to
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benefit North Dakota, as well as the other regions.

Q WIll you be able to provide sonme sort of
financial study that would detail the transm ssion
cost differences between Coyote and Big Stone Il so
t hat could be conpared in a quantitative fashion
for the Comm ssion?

A. Yes, we can do that.

COMM SSI ONER CLARK: Okay. Thank you.
That's all | have. Thanks.
JUDGE WAHL: Comm ssi oner Cramer.
COMM SSI ONER CRAMER: Thank you.
EXAM NATI ON
BY COWMM SSI ONER CRAMER:

Q First of all, I want to pursue this
transient stability issue a little bit further.
There's a very good chance | don't understand
exactly what you're tal king about, so I'"lIl admt

t hat upfront. \When you describe Big Stone Il as

being in the mddle -- and you're the second
witness | can think of, anyway, that has descri bed
it as being in the mddle of the western North
Dakota coal m nes and the big -- the big power spot
purchasers and markets. But when you tal k about it

like that, in my mind |I think of it as some sort of

a highly dispatchable ranp up, ramp down sort of a
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pl ant, and you don't mean that, do you, that
somehow when there's some other wind or some other
sources avail able that you can bal ance that by
ranpi ng down Big Stone |17?

A No. | think my comment was nore related
to the actual voltage control which is -- you know,
normal |y you think of megawatts as the power that's

necessary to keep the lights on and things |ike

that. There's another piece of it that --

Q Engi neers often giggle when they talk to
me.

A Yes. So will this one. But it provides
-- it provides the -- you know, another necessary

pi ece of making the electrical system work, and
mai nt ai ni ng adequate voltage is a key to system
reliability. And when we talk about, you know,
having Big Stone | ocated in kind of that center
bet ween the -- you know, the | arge generation and
the large load through a relatively weak

transm ssion system it's being able to produce
vol t age support and be able to adjust for

di sturbances on the system and put out this
reactive power which can raise the voltage or | ower
t he voltage dependi ng. So when | talk about, it's

not moving the real power generation that's sold




10
11
12
13
14
15
16
17
18
19
20
21
22
23
24

25

363
and that's metered to customers. It's actually the
part that's necessary to operate the system which
is kind of a different conponent of electricity.

Q That does hel p ne. Thank you. Bi g Stone

Il will be as efficiently powered up as possi ble at
all times, | would think.
Now, this is just nore general. But in

general, you're famliar with the North Dakota
infrastructure -- transm ssion infrastructure and
you're famliar, | would think, with the number of
small to m d-sized wind projects that have been
devel oped over recent years, | think, to take
advant age of small pieces of capacity here and
there on the transm ssion grid. I n your opinion,
do you see nmuch nore opportunity for 50 to 100
megawatt wi nd projects in North Dakota taking
advant age of existing or at |east with m nor

transm ssion i nvest ments?

A | think there still are sone. It's
probably, you know -- they're getting to be |ess
and | ess. But | think there are a few | ocations
where you coul d. | think a key is, you know, do

you have to nove across the North Dakota export
boundary to deliver your power. That certainly is

a big factor. If you have to do that, that becones
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much more problematic.
COMM SSI ONER CRAMER: | have nothing el se.
COMM SSI ONER WEFALD: | have one nore
gquesti on.
JUDGE WAHL: Comm ssi oner Wefald.
FURTHER EXAM NATI ON
BY COMM SSI ONER WEFALD:
Q Now, in North Dakota we know that it's
very important to think of regional benefits as we
| ook at projects like this, so |I'm paraphrasing,
maki ng sure you understand that's my concept. | t
appears to ne -- it could appear to ne and to
ot hers that you have upgraded from 230 kV to 345 kV
this line in order to offer an incentive to the
State of M nnesota to approve this line. \What
incentives are Otter Tail and MDU prepared to offer
our Comm ssion of simlar scope and cost for us to
-- 1f you really are serious about us approving the

Big Stone Pl ant?

A. | "' m probably not the right witness to ask
t hat question -- or to answer that question. But |
would -- again, I'll maybe try and go back to what

is, you know, a benefit to North Dakota again. You
know, | think the -- you know, while it |ooks |ike

this is a -- whether you want to call it a
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political benefit, or whatever, by saying, well,
we'll build it bigger than what's necessary, |
think if you really asked the transm ssion planners
and you went to M SO and the people that are in the
backroom doi ng studies, they would say this thing
shoul d be built that way regardl ess of what anybody
el se is saying or trying to make it | ook better.
And that was really the initial reason for why we
said let's do this, because the Big Stone Plant --
the Big Stone studies were about a year ahead of
the CapX effort and -- but during the CapX effort
we realized that, you know, the long-termplan is
going to have at |east two more lines, it's
probably going to be nore, would be ny belief, from
western North Dakota into the M nnesota area -- the
center of M nnesota. This corridor between Big
Stone and Granite Falls is a piece of that, and if
that -- you know, if we don't build that piece or
if we don't build it big enough or we build it just
bi g enough that it's only going to benefit Big
Stone, there's really not going to be -- that piece
between Big Stone and Granite Falls will have to be
built again somewhere else, and so --

Q Could be built -- that 30 mllion could be

built in ElIlendale. | mean, used to spend that
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money t here. | mean, you know - -
A. But | think the key is that at that
point -- let's say that we just left it at 230, the

capability that we've created may mean that we
redirected the funds to building to Ellendale, |
don't think that we would create the overall system
capability that we are by building the Granite
Falls line today at where it's at. Certainly the
benefits to North Dakota are going to be nuch
greater once we get transm ssion built further west
because you ultimtely need a point to connect to.
But, again, if we weren't doing the Big Stone
project, North Dakota is further from getting that
line -- those two lines from western North Dakota
to the center of M nnesota, the Twin Cities area.

FURTHER EXAM NATI ON
BY COWMM SSI ONER CLARK:

Q Just so | understand the payment mechani sm
again, and this may have been gone over once
before, but the increment -- the incremental cost
of going to the larger line, that 25, 30 mllion
dollars, is that allocated on the 20-80 split, or
is that considered different regional benefits so
t hat those costs are spread more regionally?

A. A good question. And | don't think --
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mean, the final answer hasn't been determ ned yet.
You know, we will be advocating that it's a 20 --
or the 80-20 split.

Q Why woul d that be appropriate if what |I'm
hearing is that the incremental cost is for more of

a systemwi de benefit as opposed to a |ocal benefit?

A. Maybe | could have you repeat the
gquesti on.
Q Well, as | understand it, the -- to bring

it to 230 is necessary to get Big Stone --

A. Yes.

Q -- 1l up and running. \Which is pretty
clearly a local benefit to the utilities right
here.

A Mm- hmm

Q But that bunping it up to 345 sort of
moves beyond that, that it creates greater regional
benefit as opposed to specific benefit to those
| ocal utilities. Why wouldn't it be appropriate to
have a cost allocation that spreads out those costs
anongst a greater pool because there's a greater
pool of potential beneficiaries?

A. And | guess it's our expectation that that
wi Il happen. And, again, if we just talk about

t hat i ncrement above what's needed for Big Stone,
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the 25 to 30 mllion, you know, our position is
t hat, you know, currently under the M SO process
and their tariffs that that 25 to 30 mllion should
be spread 20 -- or 20 percent of that cost should
be spread M SOwi de.

Q Ri ght .

A And then the remaining 80 percent is the
engi neering calculation into the pricing zones.

Q Ri ght . But what's the cost for the --
just to hook up Big Stone I1? 1Isn't that an 80-20

split, as well?

A Well, it starts out with a 50-50 split.

Q Okay.

A. And then actually because it's not 345 kV
-- well, this gets into -- you know, a portion of
the facilities, like the Morris line, is only going
to be -- at this present time we're only proposing

230, that because there's a threshold level in the
M SO tariff of going to 345 to get the postage

stanmp treatment, so a hundred percent of that gets

all ocated through more of the locally -- through
t hat engi neering cal cul ati on. | don't know if
t hat - -

Q No, that does help. Do you think 80 is

too high a percent to assign to |ocal transm ssion
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owners considering the regional benefit of this?
Granted, it's something beyond your control wth
M SO - -

A Yeah.

Q -- approved by FERC. "1l tell you ny
bias says it is.

A. | would generally -- | would generally say
t hat, yeah, it probably could be a |arger. ' 'm
probably nore concerned about the fact that you've
got, you know, the benefit to, you know, southern
| ndi ana of this facility. | would struggle the
same way with the benefit in southern Indiana for
us, but, you know, how it gets into the |ocal
pricing zones maybe there may be some nore
i nequities. But | think the challenge is that, you
know, if you | ook at historically when we built
transm ssion, you know, the parties that were going
to build it got together and said, okay, what's a
fair way of doing it, and we built a |lot of big
transm ssion in our time, and, granted, there's a
fundamental shift in how we are using the system
t oday, but the whole question of cost allocation,
as you are well-aware --

COMM SSI ONER WEFALD: lt's very

interesting.
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THE W TNESS: =-- is very interesting and
conplicated and no perfect answer.

COMM SSI ONER CLARK: Thanks.

JUDGE WAHL: Any further questions from
the Comm ssion? M. Guerrero.

MR. GUERRERO: Thank you.

REDI RECT EXAM NATI ON

BY MR. GUERRERO:

Q M . Rogel stad, do you know what the single
| argest bottl eneck for additional w nd devel opment
is in this region?

A The single |argest bottleneck for
devel opment of wi nd generation?

Q Yeah, in your opinion

A Oh, transm ssion wi thout a doubt.

Q What do you nmean by that?

A. That the existing transm ssion system
doesn't have the capability to add significant new
generation sources. Virtually any project that you
-- that comes on line that ultimately wants to have
firmdelivery of their power to their |oad requires
a very conplex study and we're finding that there
is very little room Again, | won't say that
there's not a few small spots avail able, but to add

any significant size generator, transm ssion is




10
11
12
13
14
15
16
17
18
19
20
21
22
23
24

25

371

definitely limting.

Q Ils that true for M nnesota?

A Yes.

Q s it true for South Dakota?

A. Yes, it is.

Q Is it true for North Dakota?

A Yes.

Q If this Conmm ssion were to say that the

increment above 230 on the Granite Falls |ine was
not prudent or reasonable, would that |ine get
built to 345 standards, in your opinion?

A My opinion is that it probably would and
that the M dwest | SO would require us to build it
for that.

Q If there was a question of whether or not
Otter Tail and Montana- Dakota were going to get
rate recovery of that increment, do you know
whet her or not Otter Tail would commt to building
that |ine at 3457

A. We would -- | guess we would have to
reconsi der as an investor in that, yes.

Q And if you had to build it at 230, Big
Stone woul d be okay; correct?

A Yes.

Q Big Stone Unit Il and Big Stone Unit |
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woul d be okay?
A. Yes.
Q But there wouldn't be any increment above

for any other devel oper?

A Li kely there woul dn't be.

Q Now, the 30 mlIlion dollars built to
El l endale, | think Comm ssioner Wefald asked you a
guestion of couldn't that 25 to 30 mllion dollars
be used to build. | f you built to Ellendale, it's
not just 25 to 30 mllion dollars, is it?

A. | would have to go back and | ook, but |

woul d anticipate once you factor in substation
costs and the new line, that probably you'd need
more than that, yes.

Q Well, is there a line fromEllendale to
Granite Falls at this point or fromEllendale to
Big Stone?

A. No, there is not.

Q Okay. And so you're tal king about
building a 345 Iine from Ellendale to Big Stone.
We're tal king here about an increment above 230 to
345. So do you know how many mles it is from
El l endale to Big Stone? Just guesstimte.

A. Oh, boy.

Q Is it a hundred m | es?
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A | would guess it's nore than a hundred.
It's probably in the 150 -- 100 to 150 range,
probably. | really don't know.

Q Is a rule of thumb to say a 345 line is

about $500,000 a mle?

A That's probably on the |ow end of the nmost
recent estimates that |'ve seen for |like the Big
Stone facilities and the CapX facilities, but that
woul d be -- | mean, you could use that, but that

woul d be on the | ow end.

Q Okay. Thanks. Now, there was a question
about -- from one of the Comm ssioners about a
study at Coyote -- or maybe it was from M. Binek,

| believe, actually. Was there an interconnection

request made at the Coyote Station?

A No, not for a new unit at Coyote.

Q There was an interconnection request made
for Big Stone Unit I1; correct?

A Yes.

Q And under the FERC process, does that make
a difference for the transm ssion planners in what
ki nd of eval uations and studies are going to
happen?

A Certainly the M SO process or the

i nterconnection requests that you're tal king about
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triggers a very extensive study that is ultimtely
used to ensure that a new generator can be
connected to the system without causing reliability
problems, so it's very much -- a very extensive
study as opposed to a -- you know, |like the Lignite
Vision 21 Study was nore of a higher-1level |ook
t hat made some nore broad assunptions, that didn't
necessarily dive down into a |ot of details as you
woul d in an interconnection type of study.

Q You were asked some questions about
benefits to North Dakota of the increment above
230, and | asked you earlier about whether or not
if this Comm ssion denies -- somehow deci des that
it's inprudent to go from 230 to 345, there's a
guestion of whether or not that would nove forward.
My question is, do you have an opinion on -- as a
regional -- from a regional perspective, |I'm
curious of your opinion of how one particular state
woul d | ook at a transm ssion line that's intended
to build -- to be regional in benefits versus
anot her state | ooking at the sanme |line and trying
to determ ne whether and how it benefits that state
versus another state | ooking at that |line and then
trying to determ ne specifically how it benefits

t hat state. Do you have an opinion on that? |Is
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that a fair question? |I'm not sure it's a very
good questi on.

A. | think if I -- maybe | can rephrase your
guestion. You know, how do you define the benefits
for each project within a region? And, again, you
know, if you |l ook at the distribution system it's
very local, it's very specific, very easy to say
that -- those facilities are benefiting these. I
think on a generator side you can say who's buying
t he power and where is that going to get delivered
to, and so you can assign those benefits. But on
the transm ssion systemis just a -- you know,
you' re plugging the generator in and you' re pulling
the | oad off over here and you're virtually using
the entire grid and it becones very difficult to

assign the benefits. The grid, every | oad and

every generator i s dependent upon that. A |ot of
times we think of, well, let's just connect, you
know -- the systemis perfect, it's always in

service, and we can | ook at the system that way,
and you woul d say, okay, these -- you can kind of
define the benefits. Okay. Now, you take a
facility out, a whole different set of areas will
be benefiting as a result of taking one |line out,

and, therefore, that's why it gets very conplicated
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in a hurry to try and assign those benefits,
because when you | ook at the number of facilities
t hat make up this electrical grid, it's huge, and

we have to be able to withstand one to ten |ines

bei ng out, you know, hopefully not all in the same
area, of course -- we don't design the systemthat
way, but, | mean, facilities are taken out for

mai nt enance, they're forced out because of
t ornadoes or wi ndstornms. And so the systemis
al ways changing as a result of that and those
benefits are nmoving around, and so it becomes very
difficult to really say who's benefiting more on a
particular facility.

Q Thank you. I n your opinion, moving from
230 to 345, spending the additional 25 to 30
mllion dollars increment, do you believe that's
prudent ?

A. Absol utely, vyes.

Q Does M SO believe it's prudent?

A Yes.

Q Have t hey approved the plan?

A. It's not -- has not been approved by their
board of directors at this point, but -- in fact, I

was at a meeting a week ago today where they showed

the Big Stone plan to the rest of the M SO
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st akehol ders and the planning subcomm ttee and said
that this will become part of the M dwest | SO
transm ssi on expansi on plan once an interconnection
agreement is signed.

Q And M SO s view is supposed to be
regi onal ?

A Yes.

Q That's one of the reasons why we created
i ndependent system operators?

A. Absol utely.

Q And RTOs?

A Yes.

Q Now, you have an obligation, and |I'm going
to remnd you, to file sort of a financial study
whereas Comm ssioner Clark had asked to provide
some additional financial information about
transm ssion from Coyote to, say, the | oad center
versus the Big Stone transm ssion facility studies.
As you sit here today, can you give a guesstimate
or a ballpark as to the difference in cost? Let me
ask it this way. What is the overall cost? W had
a project cost summary identified yesterday.

MR. GUERRERO: Off the record. Back on
the record.

Q (MR. GUERRERO CONTI NUI NG) M. Rogel st ad,
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"' m showi ng you what's been premarked and admtted
into evidence as OTP/MDU Exhi bit 321. Have you
seen that before?

A | have.

Q Okay. And there's sone information on
t here about the overall cost of the Big Stone
transm ssion facilities; correct?

A Yes.

Q And what is that number?

A. 238 mllion.

Q And that includes both interconnection
facilities and facilities for transm ssion service
delivery?

A. That is correct.

Q And as you sit here today, do you have a
bal | park estimate that you can provide to the
Comm ssion about what you may think it would cost
to get transm ssion from Coyote to the |oad center
versus the 238 mllion dollars that's on that
project cost summary sheet?

A. Yes. | can give a -- part of it is that
there is another study M SO is doing right now that
|'ve seen a draft report of that has costs in it.
| think it's confidential. But | think, you know,

| can say that the Big Stone costs are |less than
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that. And, again, that particular one only | ooks
at interconnection facilities, and | would say that
it's substantially less, the Big Stone project, as
it relates to conmparing the interconnection
facilities for Big Stone versus another project.
But we can provide the -- as requested, a nmore
detailed anal ysis.

Q When do you think you'll be able to get
t hat nore detail ed anal ysis?
A. | would hope within a couple weeks, if not
a week, with the holiday. Hedge on that.
COMM SSI ONER CLARK: Can | clarify the
point here just as long as we're on it?
JUDGE WAHL: Go ahead. Comm ssioner
Clark, for the record.

COMM SSI ONER CLARK: So we get the

information that we need. MWhat |'m specifically
interested inis -- and it's difficult because
there's so many noving parts here. If you built a
Coyote Station, it's not likely that you would have
the participation of -- | don't know -- Rochester
Public Utilities and some folks in M nnesota. \What
l'"'mtrying to isolate is -- are the costs for --

assum ng a Coyote plant being built, what those

transm ssion costs would be to serve North Dakota
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rat epayers. Assum ng that -- you know, |'m not
concerned about what folks in M nnesota are going
to pay for their transm ssion. l'"'mtrying to
figure out how much of these Big Stone Il costs are
really costs to hook up other participants in this
consortium of utilities that are participating.

And | understand it's very theoretical, because you
don't know who exactly would be the participants
given a Coyote Station. You haven't done the nore
detail ed analysis on a Coyote Station. But from
sitting here as a conmm ssioner, what our job is to
do is to try to say, okay, here are these other
alternatives for North Dakota ratepayers and we
want to make sure that this is the | owest cost for
North Dakota ratepayers, not that we're sort of
getting thrown in this bigger project that maybe
for this group of utilities works, but -- but as

i ndividual utilities that serve our customers may
not be the | owest-cost option. Is that clear as
mud?

THE W TNESS: No. | think I understand
what you're | ooking for. | think one of the
complexities, | guess -- you know, again, |'I
maybe go back to the old days, and | know we're not

t here anynore. But, again, you would | ook at
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what's the cost, you know, to -- what's this
transm ssion cost for this particular site and
you'd maybe convert it to a dollars per kW and,

t herefore, you could then allocate, you know, if
Oter Tail is 20 percent, then 20 percent of those
costs, but that it was an equal evaluation in --

or, | mean, the allocation of the transm ssion
costs were equal. And | think maybe what you're
asking is because now we have a different way of

all ocating transm ssion costs, is there a -- if you
build it in North Dakota versus South Dakota, does

it change the allocation of those costs? It's

not -- you're no |longer just isolating the costs of
t he project. s that --
COMM SSI ONER CLARK: Well, it is, and I'm

trying to get as much as | can in apples-to-apples
conparison for North Dakota ratepayers of the
transm ssion costs, Coyote option versus Big Stone

Il option. And, you know, perhaps both for Otter

Tail and MDU -- | don't know if there's a

di fference there, but it -- | mean, at | east

t hinking this through geographically, | can see how
the Big Stone Il Plant is much nore in the

footprint of Otter Tail than MDU, which is --

Coyote is much more in the footprint of MDU than
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any of the M nnesota utilities, and in fact it's
very close to the footprint of Otter Tail.

THE W TNESS: Generally, | guess, what |
woul d think is, again, when you |ook at, you know,
the -- kind of the confusing factor of the M SO
cost allocation is this engineering cal cul ation
t hat pushes costs into these pricing zones. And
generally, you know, when you hear M SO tal k about
it, they'll say the costs stay -- are intended to
stay nore local. And | think -- it would be ny
opi nion that, you know, Big Stone because it's, you
know, further away from North Dakota, actually the
transm ssion costs will be spread to other entities
outside of -- you know, outside of the Big Stone
project, but then outside of North Dakota nmore so
than if -- if you build the facility right in the
heart of North Dakota, the costs are going to be
assigned nore to Otter Tail -- certainly nmore to
MDU t han what the Big Stone costs -- Big Stone site
woul d be, and |'m guessing that there would be |ess
cost shifted outside of the participants in Big
Stone, and specifically with MU.

An exampl e would be sone of the
prelimnary stuff that we've seen from M SO, that

Ameri can Transm ssion Company gets assigned a piece
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of the Big Stone outlet through that engineering
cal cul ati on. "' m not anticipating that that would
i kely happen if a facility is in North Dakot a.

Al'l'i ant West is another exanple. Again, as you
move the facility, you know, the benefits are going
to move with it, | guess -- or the cost allocation
is going to nmove with it. | don't know if that
makes any sense, but --

COMM SSI ONER CLARK: It does. Okay.
Thanks.

JUDGE WAHL: M. Guerrero.

MR. GUERRERO:. Thank you, Your Honor.

Q (MR. GUERRERO CONTI NUI NG) Just a couple
more questions. | believe you answered the
guestion, but | think it's inportant, | want to
clarify in terms of Comm ssioner Wefald' s question
about a political benefit of moving froma 230 to a
345 and | want to get your answer on that again.
Was the decision to move from 230 to 345 a
political -- the result of a political decision by
the Big Stone Unit |1 co-owners and transm ssion
facilities to provide a carrot to M nnesota?

A. No. The original intent came fromthe
transm ssi on planners saying we need to | ook at

buil ding this bigger because it makes sense as part
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of a regional plan. That was the original intent
of how that originated, it came fromthe planners.

COWMM SSI ONER CLARK: \What about the final
deci sion?

THE W TNESS: The final decision?

COVMM SSI ONER CLARK: The original intent
is one thing. What sort of kicked it over the
[ine?

THE W TNESS: Well, | would certainly say
that's a factor, but | guess |'m probably not
necessarily the best person to answer that question
as | was not part of that.

Q (MR. GUERRERO CONTI NUI NG) And the
decision to provide -- the transm ssion deci sions
are made by the transm ssion personnel; correct?

A. Yes, they have to be.

Q And why is that, for the record?

A The standards of conduct would -- again,
part of the Open Access Order 888 when that cane
out required the separation of generation and
transm ssion. And, therefore, all decisions
rel ated to make, you know, transm ssion reside in
the transm ssion function so that you can't use
that to benefit a generator unfairly.

Q Just a couple nmore questions, M.
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Rogel stad. Thank you. Has Otter Tail made
investment in North Dakota -- investnment in
transm ssion in North Dakota recently?

A. Yes, we have.

Q And what is that?

A. The most recent significant investment is
t he Harvey- Gl enboro 230 kV line.

Q And what was the overall investment in
North Dakota -- or what was the overall investment
of the line?

A Between -- | think between Xcel and Otter
Tail, it was 30 mllion dollars.

Q Tot al ?

A Total, yes. We wish that we could build
those facilities for the sanme costs -- the Big
Stone facilities for those same costs, but costs
have significantly increased since that tinme.

Q And you have plans -- or you, along with
ot her regional utilities, have plans to do nore
transm ssion in North Dakota?

A We certainly are |looking at it. To say
that they're commtted plans, you know, we haven't
filed any applications, but | do believe that that
wi Il happen.

Q Do you have an intent to do that?
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A. | think we have an intent to the extent
t hat generators show up and can, you know, handl e
the cost allocation of M SO and follow al ong the
rules, we'll build the transm ssion.

Q And building transm ssion isn't
necessarily easy?

A No.

Q And you take it in baby steps, steps --
you take it as it cones?

A We kind of take it as it comes. We wi sh
that we could go faster, there's no question, but
there are so many conplications along the way that
it's not easy.

COWMM SSI ONER WEFALD: That Harvey-to-

Gl enboro line went very quickly.

THE W TNESS: And it did. And I think
that is a real tribute to North Dakota and that,
you know, it really shows how projects should be
done, and, unfortunately, that doesn't work in al
| ocati ons. But | think going back to your question
on Harvey to Gl enboro, that was a hundred-mle 230
kV facility in North Dakota, and the Big Stone
project is about 140 mles total when you add up
the Big Stone to Morris and Big Stone to Granite

Fall s.
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MR. GUERRERO: Thank you, M. Rogel stad.
No further questions.
JUDGE WAHL: M. Breen.
MS. LA SEUR: May | ?
JUDGE WAHL: M ss La Seur.
CROSS- EXAM NATI ON
BY MS. LA SEUR

Q Just so I"'msure | understand what you're
saying here, it's your position that to get big
wi nd out of western North Dakota to market, we need
to build a 630 megawatt PRB coal plant in eastern
Sout h Dakot a?

A. | don't know -- | don't think nmy testinony
said that. | think what my testimony says is that
it provides benefit to the transm ssion system by
havi ng generation that has the reactive capability
and the associated transm ssion will provide a
benefit to the transm ssion system for addi ng
addi ti onal generation

MS. LA SEUR: Not hi ng further.

JUDGE WAHL: M. Binek?

MR. Bl NEK: | have no further questions.

JUDGE WAHL: All right. Thank you very
much, M. Rogel st ad.

THE W TNESS: Thank you.
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COMM SSI ONER CLARK: May | ask somet hing?
JUDGE WAHL: Of course.
FURTHER EXAM NATI ON
BY COWMM SSI ONER CLARK:

Q M. Guerrero had asked about an
i nterconnecti on request had been made for Big Stone
1. Who makes the interconnection request to M SO?

A. | think in this particular case it was
actually Mark Rolfes on behalf of the Big Stone
coalition.

Q Woul d it have made sense to make an
interconnecti on request for Coyote so that the
Comm ssion could have a nmore --

A. | think the big thing is when you go to
the | evel of study -- you know, to an
i nterconnection study, you're spending hundreds of
t housands of dollars on transm ssion studies.

Q |s that reasonable given a 1.4-billion-
dol I ar investment, though?

A | guess froma -- | would comment from a
transm ssi on perspective, that what |'ve seen other
people do is you do nmore of the screening | eve
study for the sites, and that's what was done.
Again, for developing the transm ssion plans for

Big Stone, we relied on the Lignite Vision 21 type
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of screening study to provide input into that. I
think it also creates a problem-- | mean, from a
transm ssion perspective again, to have nmultiple

i nterconnection requests sitting in the gqueue at

the time for which only one project will go forward
is clogging the queue in a sense, as well. So from
a transm ssion perspective, | would prefer that a

generator do their feasibility study to determ ne
approxi mate costs and then you then enter the queue
and get your detailed analysis that finalizes it.
Q And then just one final question. You had
mentioned this boost in the m ddle which hel ps
the systemreliability --
COMM SSI ONER CRAMER: Transient stability.
Q (COWM SSI ONER CLARK CONTI NUI NG) - -
transient stability.
COMM SSI ONER CLARK: Thank you,
Conm ssi oner Cramer.
COWMM SSI ONER CRAMER: Very good.
Q (COWM SSI ONER CLARK CONTI NUI NG) Does t hat
transient stability, that boost in the m ddl e,
exi st whether or not the line is upgraded from 230
to 3457
A | guess it's our intent -- | think there

is some -- actually, there is some benefit with 230
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only, but | think we believe it will be better with
345.

Q Why is that? | would think that -- |
mean, doesn't the boost come fromthe generator,
itself, as opposed to just the incremental excess?

A. Well, it actually comes from both. Again,
the more lines that you have, the stronger the
systemis going to be, and so we're building, | use
the term a stiffer system by building 345 as
opposed to 230. Therefore, the system can't sw ng
around as nuch. And, granted, you know, the
generator, itself, alone does -- that's the one
providing the reactive power, but the transm ssion
system -- what happens is -- well -- yeah, I'm
going to start giggling again.

COMM SSI ONER CRAMER: You' re not talking
to me.

THE W TNESS: What happens is there's
reactive -- these reactive | osses on the system and
the Big Stone generator provides reactive power to
do that. The more transm ssion that you build
reduces those reactive |osses so there's |ess need
for reactive power, and so by building it bigger,
it's going to have an effect of reducing those

reactive | osses.
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Q (COWM SSI ONER CLARK CONTI NUI NG) But you
did testify, also, the system would be perfectly
safe, reliable at 230? | mean, Big Stone ||l would
wor k?

A We' ve denonstrated that if there -- if we
factored in no other regional benefits or no other
needs, the 230 plan would worKk.

COMM SSI ONER CLARK: Thank you.

JUDGE WAHL: Any further questions from
the Comm ssion? M. Guerrero, followup?

MR. GUERREROC: No. Thank you.

JUDGE WAHL: M ss La Seur, anything?

MS. LA SEUR: No.

JUDGE WAHL: M. Binek?

MR. Bl NEK: No.

JUDGE WAHL: Al'l right. Now, M.
Rogel st ad, thank you very much.

THE W TNESS: Thank you.

MR. GUERREROC: If I may, Your Honor,
317 -- OTP/MDU 317 is marked as trade secret, and
so to the extent that that document is in the trial
books that we've provided the Comm ssion and Your
Honor, that should be pulled and filed in a sealed
envel ope.

COMM SSI ONER WEFALD: \What is it?
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MR. GUERRERO: 317.

COMM SSI ONER WEFALD: MWhat is it under?
What tab?

MR. GUERRERO: Oh, tab 11

JUDGE WAHL: All right. Back to you, M.
Kuntz, | believe.

MR. KUNTZ: Thank you, Your Honor. VDU
calls Andrea Stomberg.

(Di scussion had off the record.)

JUDGE WAHL: Your witness, M. Kuntz, is?

MR. KUNTZ: Andrea Stonberg. Pl ease state

your name and busi ness address.

JUDGE WAHL: Just a m nute. | need to --
MR. KUNTZ: Oh, I'm sorry.
JUDGE WAHL: | need to swear her. Ms.

Stomberg, you get the same treatment as everybody
el se. As you have heard me advise previous

wi t nesses, your testimony is required to be under
oath and I"'mrequired by law to advise you
regardi ng perjury before adm nistering the oath.
Perjury is a false statement of material fact which
you do not believe to be true, in other words,
generally speaking, a lie. In North Dakota perjury
is a Class C felony, punishable by a fine up to

$5, 000, inprisonment for a period of up to five
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years, or both. WII you raise your right hand,
pl ease?

(Wtness sworn.)

JUDGE WAHL: M. Kuntz.

ANDREA STOMBERG,
being first duly sworn, was exam ned and testified
as follows:
DI RECT EXAM NATI ON

BY MR. KUNTZ:

Q Now can you state your name and busi ness
addr ess?
A Now | can. My name is Andrea Stomberg.

My busi ness address is 400 North Fourth Street in
Bi smarck, North Dakot a.

Q VWhom are you enpl oyed by?

A. Mont ana- Dakota Utilities Company.

Q What's your position with Montana-Dakota?
A. Vice president of electric supply.

Q Can you give the Comm ssion your

educational and empl oyment background?

A. | have a bachelor's degree in geology from
the University of Washington, a master's in soil
chem stry from Oregon State, and a busi ness degree.
| worked for North American Coal for ten years

before | came over to Mont ana-Dakota Utilities,
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where | worked in the environmental area for about
15 years till | assumed this position.

Q And what are your responsibilities in your
current position?

A | oversee power production transm ssion,
systenms operations and comuni cati ons.

Q And have you caused to be filed prefiled
testinony in this proceeding, Ms. Stomberg?

A. | have.

Q In front of you should be MDU Exhibit 203.
Is that a copy of your prefiled direct testinony?

A. Yes, it is.

Q And do you have any corrections or

additions to make to that testinony?

A | have one correction | would like to
make, and that is on page -- well, let me find it.
It's on page 3, lines 7 and 8. The sentence says,

"Mont ana- Dakota has al so contracted for the output
of a 31.5 megawatt wind farmto be constructed in
Sout h Dakota." That was true at the time this was
written, and since then the devel oper has failed to
produce and that is no |longer a viable project.

Q So is Montana- Dakota then engaged in any
wi nd projects at this point, either through a PPA

or ownership?
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A. We are developing a 20 megawatt wi nd farm
in Montana, which I will discuss |ater.

MR. KUNTZ: We would move adm ssion of MDU
Exhi bit 203.

JUDGE WAHL: M. Breen.

MR. BREEN: No objection

JUDGE WAHL: M. Bi nek.

MR. BI NEK: No objection

JUDGE WAHL: MDU Exhi bit 203 is received.

Q (MR. KUNTZ CONTI NUI NG Ms. Stonberg, can
you provide the Comm ssion with a summary of your
testinony?

A Certainly. Mont ana- Dakota, as you know,
has an obligation to serve our electric customers
with reliable and reasonably priced electricity,
and we've done this for over 75 years in this area.
We're in a situation where our forecasted | oads
wi Il soon exceed our generation capability.

Model i ng conducted in support of our
integrated resource plan indicates Big Stone Il is
financially the best alternative to meet the
growi ng electrical demand of our customers and has
ot her features that support our belief that
operationally this plant is also the best decision.

Approxi mately two-thirds of our load is in
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our integrated system-- sorry -- in our integrated
systemis in North Dakota. This is served by a
variety of sources, including owned capacity,
generation of coal and gas and gas and oil peaking.
We al so contract capacity, we purchase energy in
the M SO market, and, as | nmentioned, we are
devel oping a 20 megawatt wind farmw th a 2008
on-line date. | mportantly, we had a 66 megawatt
contract, as you've heard from other wi tnesses, for
basel oad coal that expired in 2006, and that is the
mai n driver of our needs.

There was supposed to be some text
associ ated with this. Let nme see if it's there.
' m sorry. Apparently that did not get onto the
slides.

This is a graph of our | oad and capability
conmpari son. You can see our net generation is in
t he bl ue, our peak | oad obligation forecast is
shown in the red, and you can see a deficit
starting -- well, actually it started when we | ost
the contract in '06, but capacity contracts have
made up that deficit through 2012.

Our forecast that we prepare every year
i ndi cates that our peak | oad obligation grows five

to six megawatts every year. And that is what's
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driving that deficit that you see there on that
graph.

Mont ana- Dakota as part of our | oad
forecast and as part of our capabilities includes
about 19 nmegawatts of demand side managenment that
has reduced our forecast |oad, and that is also
reflected in these curves.

As we faced the loss of our contract with
Basin, we considered our supply options. W asked
numer abl e times, because we know every utility's

situation does change, whether or not Basin would

be willing to extend all or part of that capacity
to us. They were unwilling to do that. As you are
aware, and we will discuss, we were involved in

| ooking at a lignite plant at Gascoyne. W | ooked
at gas turbines. W were aware of activity at Big
Stone |1, we considered that. W issued a request
for proposal for supply and, of course, the M SO
mar ket, an energy market, was a possible supply for
energy. Duane Steen will further discuss
particularly the Gascoyne plant and the RFP, so
you'll get some nore details fromhimlater.

We al so do capacity expansion nodeling as
part of the integrated resource plan that we submt

routinely to the Comm ssion. In 2003 the plan
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sel ected gas turbines. W rejected that. Again,
t hat was a nodel . | "m sorry. That was a nodel
t hat sel ected gas turbines. Model s, of course,
informa decision. They do not make a deci sion.
We did not consider gas turbines an optimal choice
for our customers because of fuel pricing and
availability risk.

In 2006 we had a third party, who actually
wi Il be speaking later, too, do some nodeling,
selecting a coal baseload froma suite of
possibilities including lignite, |1GCC, conbined
cycled gas, sinmple cycle renewable, and DSM This
model i ng confirmed the selection of Big Stone Il as
the | east cost and the best resource for our
cust omers.

Again to reiterate, our integrated
resource planning indicates ownership of a 19
percent share of the planned Big Stone Plant as the
| east-cost option, and this will allow us to
continue our reliable service to our custonmers.

Some of the reasons we believe that Big
Stone Il is the best choice, again, natural gas
pricing is a concern. W don't want to | ook at
peaki ng plants to serve that need or gas basel oad.

RFP responses, which will be discussed |ater, were
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i nadequate we felt. M SO energy pricing does not
provi de capacity and is -- the pricing is variable
and uncertain.

The Gascoyne plant at the size that we
were | ooking at and that would fill our needs,
consi derably more expensive than Big Stone I1. W
again capture an economy of scale by being a
participant in Big Stone I1. We have nmultiple
partners with a great deal of experience in
buil ding and operating coal plants, and that gives
us confort that this will be a well-run operated
pl ant .

And there are associated cost savings to
Big Stone | that we will capture with the
construction of Big Stone I1. As we've heard, it's
a supercritical boiler, which is highly efficient,
commercially proven, and the back-end controls
yield | ow em ssions and allow us to clean em ssions
fromBig Stone | at the same tinme.

We believe Big Stone Il is the clear first
choice and this plant should be determ ned prudent
for our customers. That concludes nmy summary.

Q Ms. Stonberg, | would like to touch on a
few things that have come up up to this point in

t he heari ng. Particularly, I would like to talk
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about the site study. \What was the status of the
site study that had been done by the Big Stone
participants at the time that Montana- Dakota became
involved in the project?

A Well, the siting study which has been
di scussed here in detail had been conducted prior
to our involvement in Big Stone I1. | would -- I'm
not sure exactly what you mean by the status of
t hat . | could speak to that in that my thoughts as
we di scussed this were that | believe the single
bi ggest inpedi ment to any expansion at Coyote is
the as-yet unsettled air quality issues that are
pendi ng before EPA and the State. At the time that
this project was | ooked at | think it would have
been inpossible to site a power plant in the coal
regi ons of North Dakota because of concerns over
model ed exceedences of SO2 in the South Unit of the
par k. | believe that issue is being settled, but
it is still unsettled, as | understand it, and |
don't know that today you could permt a plant at
t hat | ocation because of air quality issues.
Wat er, transm ssion, other things notw thstanding,
| don't think it's possible.

Q So even though Mont ana- Dakota wasn''t

involved in an initial site study, you were
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convinced that the Coyote site was not a viable
option at that point for Montana-Dakota in seeking
addi ti onal generation resources?

A Absol ut el y. | don't think anyplace in the
coal field would have worked very well.

Q What about -- there has been some
di scussi on about concern about rail.

Mont ana- Dakot a was aware that the fuel for Big
Stone Il would be delivered by rail; is that
correct?

A. Absol utely, vyes.

Q. And was there a concern from Mont ana-
Dakota's standpoint in Iight of the delivery
problems in 2005, 2006 that have been spoken about
regarding Big Stone |, was that a concern in terms
of Mont ana- Dakota's participation in Big Stone 117

A. Well, it's certainly something that we're
quite aware of. We were -- we were involved in the
issues in '06 when we had to reduce our generation
at Big Stone because of coal delivery issues. But
| think we need to | ook back and think about the
hi story and that issue and sonme other issues
besides | would |like to speak to. Big Stone |
received coal from Gascoyne for a nunber of years

and used two rail -- two trains basically. W had
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Stone | after we moved our source to the Powder
Ri ver Basin. So we made a business decision to
ki nd of push the envel ope. W weren't operating
with the optiml nunber of cars, | don't believe,
but we got by for many, many years with the

cooperation of the railroad and because there

402

weren't hiccups in the system The system hiccuped

in '06, and although it was messy, the system

wor ked. We worked with you people, we worked with

t he South Dakota comm ssions, we worked with our
senators, we work with BNSF. W got another rail
-- set of railcars. They gave us anot her

| ocomptive and we sol ved that problem It was
messy, but the system worked. And it had worked

for many years.

And so, you know, | think we need to | ook

beyond that and say, okay, yeah, there was a hiccup

in the system Our custoners benefited for years
from not having this third train. Obvi ously the
time has come where the markets are at what they
are in the Powder River Basin, we need that

additional train. W've got it now. So | think

t hat our |l ong-term coal supply at Big Stone should

be good.
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The other thing that | think is very
i mportant is that you can be captive to a rail line
or you can be captive to a m ne, and when you have
a mne mouth plant, you have to burn what they give
you. And if the m ne noves into an area of
suboptimal quality coal for your boiler -- for
i nstance, they nmove into an area of additional
sodi um -- your custonmers are hurt because you have
difficulty burning that fuel, or you have a
hundred-year storm and your pit fills up with
wat er, you' ve got wet coal, you have coal - handling
problems, you're captive to what that m ne can give
you.

If you've got rail, sure, you have issues
on being captive to a rail line, but one of the
nice things about having access to Powder River
Basin coal is that you can | ook at eight or ten
sources of different quality of coal for long-term
contracts that fit what your boiler can optimally
use, and that's what we do at Big Stone | and what
we will do at Big Stone I1.

So there's downsides to m ne nouth,
there's downsides to rail. At Montana-Dakota we
are actually fairly evenly split between having our

coal delivered by rail, by truck and m ne mouth, we
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have lignite and subbitum nous. We think our risks
are pretty well covered by diversity. Long answer,
sorry, but I think it's an inportant point.

Q Did you have any thoughts regarding the
transm ssion issue fromBig Stone Il that were
di scussed by M. Rogel stad versus transm ssion
problems that would be encountered from a plant,
say, at Coyote site?

A. Well, we're kind of uniqgue among the
partners in Big Stone Il in that our load is in
North and South Dakota and Montana. We don't need
to have transm ssion going into M nnesot a. So
we're just a little different and we approach that
transm ssion a little differently. However, there
are huge benefits to our customers from being part
of this larger plant in South Dakota, and part of
the offsetting part of that is the transm ssion is
alittle nore conplicated than it m ght be if the
transm ssion were sinply comng to serve North
Dakot a | oad.

There was a | ot of discussion and, believe
me, my transm ssion engineers giggle a | ot when
they talk to me and | don't really want to get into
t he weeds, but there's been a | ot of discussion

about paying for the delta in the 230 to 345
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upgrade, and we are -- we are evaluating the
econom cs of that and the benefit to our custoners,
and there may be indeed benefits to our custoners
from that upgrade route. We are still in the
process of evaluating the conmplex studies that are
generated by the transm ssion group in order to
make that decision

Q Even if a site were built, say, at Coyote,
t hough, just to serve Montana-Dakota's load in
North and South Dakota, Montana, there would still
be interconnection costs associated with that sort
of transm ssion into the M SO grid, would there
not ?

A Oh, absolutely. | nterconnecti on and
delivery costs, yes.

Q So even though the plantsite m ght be
closer, you still have some of the same
i nterconnecti on costs associated with that
pl antsite?

A. Certainly.

MR. KUNTZ: That conpletes our direct
exam nation of Ms. Stomberg. We tender the w tness
for cross-exam nation.

JUDGE WAHL: All right. This is al most

perfect timng, M. Kuntz. W'I| be in recess
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until approximtely eleven o' clock.

(Recess taken at 9:46 a.m to 11:00 a.m)

JUDGE WAHL: All right. W are on the
record, resumng fromthe recess at 9:50. It is
approximately eleven o' cl ock. | under st and,
counsel, we are proceeding with the testimny of
M. Schlissel out of order.

MR. BREEN: Agreed.

JUDGE WAHL: All right. You may proceed,
M. Breen or Ms. La Seur.

MR. BREEN: Ms. La Seur.

JUDGE WAHL: Ms. La Seur, when you're
ready.

COVMM SSI ONER WEFALD: We're not going to
do the cross-exam nation of Andrea?

JUDGE WAHL: No.

MR. BREEN: We are, but not now.

JUDGE WAHL: We're proceedi ng out of

order --
COMM SSI ONER WEFALD: Okay.
JUDGE WAHL: -- pursuant to the
stipul ati on of counsel, | assune.

MR. BREEN: Yes.
JUDGE WAHL: M. Schlissel, am|

pronounci ng your name correctly?
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THE W TNESS: You're doing great for
somebody who's probably had it for the first time.
JUDGE WAHL: Cl ose enough, in any event.
M. Schlissel, as you are probably well-aware, your
testinmony is required to be under oath and in North
Dakota |I'"'m required by law to advi se you regarding
perjury before adm nistering the oath. Perjury is
a false statenment of material fact which you do not
believe to be true. That's lawyer talk for a lie.
In North Dakota perjury is a Class C felony,
puni shable by a fine up to $5,000, inmprisonnment for
a period of up to five years, or both. WIIl you
rai se your right hand, please.
(Wtness sworn.)
JUDGE WAHL: M ss La Seur.
MS. LA SEUR: Thank you, Judge.
DAVI D A. SCHLI SSEL,
being first duly sworn, was exam ned and testified
as follows:
DI RECT EXAM NATI ON
BY MS. LA SEUR
Q M. Schlissel, would you please state your
full name for the record?
A David mddle initial A., last name

Schlissel, S-¢c-h-l-i-s-s-e-]|.
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Q And woul d you pl ease state your
educational qualifications?

A. | have a bachel or of science degree in
astronauti cal engineering fromthe Massachusetts
I nstitute of Technol ogy. | have a master's of
science degree in the same subject from Stanford
Uni versity. | also have a juris doctorate from
Stanford University School of Law, and, finally,
have studi ed nucl ear power and project management
at MT in a nondegreed program

Q And would you also then state your
professional qualifications relevant to today's

proceedi ng?

408

A |'ve been an expert for 33 years on issues

related to the design, construction, operation of
power plants and electric systens.

Q And who is your empl oyer?

A. ' ma senior consultant at Synapse Energy

Econom cs in Canbridge, Massachusetts.
Q Have you prepared prefiled direct
testinony in this docket?

A. | have.

Q And did you prepare this testinony on your

own or with others?

A. The testinony was the result of the work
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of eight individuals at Synapse. They're listed in
the testinony. | "' m presenting the results of our
anal yses. We've been involved in | ooking at the
Big Stone project since roughly Septenber of 19 --
Sept ember of 2005.

Q Do you have any errata that you would Iike
to bring to our attention today?

A | did find one typo. It's on page 3, line
9, and the line should read, "operating performance

and fuel cost; and future restrictions on CO2."

Q Any ot her errata?
A That was the only one | found.
MS. LA SEUR: l'd like to then offer

| ntervenors' Exhibits 1, 2, 3, 4 and 5, noting that
the direct testinony of David Schlissel includes
six attachments that were also prefiled.

JUDGE WAHL: M. Guerrero.

MR. KUNTZ: Your Honor --

JUDGE WAHL: M. Kuntz.

MR. KUNTZ: Now, | assunme we're talking
about the redacted copy of M. Schlissel's
testinony reflecting the judge's order.

JUDGE WAHL: Yes.

MR. KUNTZ: And | would also reserve our

conti nued objection to the hearsay and specul ation
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t hat we've previously provided. Wth all due
respect to the ALJ's order, we disagree with the
ruling and preserve our objection, but without
argui ng that again today.

JUDGE WAHL: Your -- the objection is
noted for the record.

MR. GUERRERO: One additional
clarification, Your Honor. Yesterday | mentioned
t hat we do have copies of the version as redacted
pursuant to your order, and | can pass that out.

It may be hel pful for the Comm ssion and parties to
have that in front of them as we go through the
testi nony.

JUDGE WAHL: | really think it would be,
and it would be good to do that now.

MR. GUERRERO: And, of course, it remains
subject to Your Honor's check on the verification
t hat we' ve accurately marked it according to your
order, but we certainly attenpted to do so. And
subject to M. Kuntz's remarks, | assunme when Ms.
La Seur was offering the testinony, that was the
version she was attempting to offer.

MS. LA SEUR: That's right.

JUDGE WAHL: Yes.

MS. LA SEUR: And it is our understanding
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that there is no confidential information, that the
agreement has been reached that these are not to be
consi dered confidential filings at this point.

JUDGE WAHL: That's also my recollection.
Maybe we should confirmthat. M. Kunt z.

MR. KUNTZ: Mont ana- Dakot a agr ees.

JUDGE WAHL: M. Guerrero.

MR. GUERRERO: That's correct.

JUDGE WAHL: All right. M. -- I"msorry.
| got in the habit. Ms. La Seur, when you're
ready.

Q (MS. LA SEUR CONTINUING) And if we're all
ready with the paperwork, M. Schlissel, would you
pl ease present your summary.

A Okay. Good mor ni ng, Your Honors. My
overall conclusion is that the Comm ssion should
reject the request by Otter Tail Power and
Mont ana- Dakota Utilities for advance determ nation
of prudence for their participation in Big Stone
Il. This conclusion is based on a nunber of
findings. OTP and MDU have not adequately
considered the risks associated with building a new
coal-fired generating unit in their modeling and
econom ¢ anal yses.

The most significant uncertainties and
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ri sks associated with the proposed Big Stone |
project are the potential for further increases in
the project's capital cost; the potential for fuel
supply disruptions that could affect plant
operating performance and fuel costs, and future
restrictions on CO2 em ssions.

In particular, it is vitally inportant for
OTP and MDU to justify their continuing
participation in Big Stone Il in light of com ng
federal regulation of greenhouse gas em ssions. It
woul d be i nmprudent for each conpany to continue its
participation in the project wi thout doing so.

Al so, OTP and MDU have not shown t hat
their demand for electricity cannot be met nore
cost effectively through alternatives, including
renewabl e energy resources, energy conservation and
| oad management measures than through Big Stone 11
And, finally, the econom ¢ and modeli ng anal yses
prepared by OTP and MDU are biased in favor of Big
Stone I1.

Bot h conpani es have failed to consider the
potential for further increases in the cost of Big
Stone Il. The Big Stone Il co-owners filed
testinony last fall in M nnesota. | believe it was

M. Rolfes and another witness that enphasi zed that
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maj or power plant construction commodities have
increased 30 to 80 percent in the past two years,
that the | abor escal ation rate has doubled. Other
utilities have noted simlar increases in key power
pl ant commodi ti es and design and construction
resources.

For exanpl e, Duke Energy Carolinas
increased the estimated cost of its Cliffside
project by 47 percent in October of 2006. Duke' s
testinony supporting the increase was that its
revi ew of power plant capital costs showed that
t hose costs had increased by approximtely 90 to
100 percent since 2002.

OTP and MDU have failed to consider the
potential for federal regulation of greenhouse gas
em ssi ons. It is prudent to expect that a policy
to address climate change will be inmplemented in
the U.S. in the near future in a way that should be
of concern to coal -dependent utilities in the
M dwest. The way we like to say it is it's not a
matter of if, it's a matter of when.

If Big Stone Il is built, it would emt
more than 4.7 mllion tons of CO2 into the
at mnosphere each year for the next 60 years or so.

If Big Stone Il is built, carbon regulation is not
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an issue that can reasonably be dealt with in the
future once the timng and stringency of the
regul ation is known. There are currently no known
commercial or econom cal methods for post-
combustion renoval of carbon di oxide from
supercritical pulverized coal plants.

It is imprudent to ignore the risk of
future U.S. carbon regul ati ons. However, OTP and
MDU have done so.

A number -- as you can see from page 31
and 32 of nmy testimny, a nunber of increasingly
stringent |egislative proposals for mandatory
em ssions reductions have been introduced in the
currents U. S. Congress. Many of these proposals
have as their ultimte goal reductions in CO2
em ssions by 2050 of 60 to 80 percent from current
| evel s.

OTP and MDU al ready are heavily dependent
upon coal -fired generation. It is not prudent in
this context to continue this heavy dependence.

The failure by OTP and MDU to accept that
there will be significant restrictions on future
greenhouse gas em ssions and to reflect that
potential for those restrictions in their resource

pl anning is not prudent.
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Specific flaws in OTP's nodeling anal yses.
OTP used an obsol ete and outdated nodel in its
resource planning studies for Big Stone I1. I
believe you already spoke to M. Morlock, but it's
an | RP- Manager nmodel. OTP has acknowl edged t hat
t he model has significant Iimtations and, in fact,
is in the process of changing to anot her nodel.

OTP told us last fall that it was the only nation
-- only utility in the nation to continue to use
this nodel in recent years.

The model optim zes for | owest cost based
on a defined predictable future w thout assessnent
of uncertainty or risk. OTP did not conduct any
sensitivity analyses based on variations in such
critical input assunptions as the cost of Big Stone
1, fuel costs or Iimtations in plant performance
due to fuel supply disruptions. OTP did not nodel
any greenhouse gas regul ation costs.

OTP assumed a January 1, 2011, conmmerci al
operation date for Big Stone Il in its nmodeling
anal yses. The plant is now not scheduled to start
commerci al operations before late spring or summer
2012 at the earliest, and | understand there was
some di scussion yesterday of possibly 2013.

As a result, it's my reconmmendati on that
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the North Dakota Comm ssion not rely on the results
of OTP's modeling to find that the conpany's
participation in the Big Stone Il project is
prudent.

Flaws in MDU s nodeling anal yses. Prior
to June 2006, or thereabouts, MDU had not prepared
an econom c analysis that showed that Big Stone ||
was the | owest-cost options for its ratepayers or
when it consi dered whether to participate in the
Big Stone Il project.

The conpany told us in South Dakota and in
M nnesota that they would do something called
best-cost planning, which was not the same as
| east-cost pl anning. MDU has told us that it
estimates that the addition of Big Stone Il wll
increase its residential customer rates by
approxi mately 20 percent.

The modeli ng done by MDU witness Hei dell
in this proceeding is flawed. That nodeling did
not consider any risks related to fuel prices, |oad
devi ations, environmental regulations, M SO market
design, or a range of other factors. I n
particular, it did not include in its modeling any
costs associ ated with mandated restrictions on

greenhouse gas em ssi ons.
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As part of work we did for the proceeding
in Mnnesota, we reran MDU s Strategi st model. The
results showed that the nodel picked zero megawatts
of Big Stone Il if the capital cost was increased
by 10 percent or if the amount of cost-effective
DSM was i ncreased.

The results of MDU s modeling show that
Big Stone Il is marginal. The plant -- in the
scenari o where there were no off-system sales, the
pl ant has fairly |low capacity factors and it
appears to us that the potential for making
profitable off-system sales is one reason driving
MDU s participation in the project.

M. Rolfes presented two econom ¢ studies.
They both included bus bar conmpari sons anong a
number of alternatives. To be honest, | was
surprised and shocked that the company is relying
on these studies. W presented a bus bar analysis
in South Dakota, and the response of the Big Stone
Il co-owners, including MDU and OTP, is that
relying on a sinmple dollar-per-megawatt bus bar
cost comparison of dissimlar projects is
m sl eadi ng and vi ol ates the nost basic principles
of integrated resource planning. Yet now they want

you, Comm ssioners, to accept that their
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participation in the Big Stone Il project is
prudent based on the results of such conparison.

M. Uggerud in his prefiled testinmony in
this proceeding in fact said that OTP decided to
participate in Big Stone Il because of its | ow
busbar cost, but that's directly contrary to what
they said in South Dakot a.

Nei t her of the two studies presented by
M. Rolfes conmpared Big Stone Il to demand side
management and/or renewable alternatives in a
conpl ete and unbi ased manner. The first study, the
Sept ember 2005 generation alternatives study, did
not consider DSM at all. The same study assunmed
t hat wi nd resources had no capacity value and,

t herefore, required a hundred percent backup. This
is contrary to OTP's own assunption that credits
wind with an approxi mate 15 percent capacity val ue
in sumer and 20 percent in the winter. The 2005
generation alternatives study also incorrectly

cal cul ated the value of the wi nd production tax
credit, nor did it reflect the current estimted
cost of Big Stone Il or any greenhouse gas em ssion
costs.

The second study, the Revised Analysis of

Basel oad Generation Alternatives, also is flawed
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and bi ased. It did not exam ne DSM or hydro at
all . It rejected wind as a basel oad resource and
considered it only as a nonfirm resource. It

assumed no conti nuation of the federal w nd

production tax credit. It did not reflect the
roughly 199-m |l lion-dollar capital cost that Bl ack
& Veatch has estimated will result fromthe

short-term spendi ng reduction plan that was adopted
by the co-owners in August 2006.

However, the CO2 cost break-even anal ysis
presented in this study shows that other options
other than Big Stone I, that is, would be nore
econom c than Big Stone Il at CO2 costs that are

significantly | ower than the costs that we believe

are reasonable. And that's it. Thank you.
Q | have a few questions. M. Schlissel, is
it reasonable to expect that Big Stone Il would be

grandfathered into any future carbon regul ation?

A No. Obviously the ternms of the future
regul ations are uncertain at this time because the
bills haven't -- bill hasn't been passed, and there
are a nunber of different proposals before
Congr ess. But the goal of the greenhouse gas
regul ati on proposals is to reduce em ssions of CO2

in the atmosphere. As | nmentioned during ny
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summary, this devel oping consensus that by the
m ddl e of the century, 2050, CO2 em ssions have to
be reduced by roughly 60 to 80 percent from current
| evel s. Gr andf at hering a new supercritical or
ultra supercritical pulverized coal plant would be
directly contrary to that.
More significantly, one of the

organi zations conprised of utilities and | eaders
fromindustry called the National Comm ssion on
Energy Policy recently revised its proposals to
Congress, and one of them was specifically that the
only plants that would be grandfathered -- that
shoul d be grandfathered from any regul ations are
t hose plants that are actually going to do carbon
capturing sequestration when they're built. None
of this -- plants are called CCS ready, but that
just means that you can add the equi pment sonmeti me
down the road. It doesn't mean you can turn a
switch. The National Comm ssion on Energy Policy's
view, and | think they're right, is that it should
be -- any grandfathering should be limted to
plants that can do it now.

Q There have been several wi tnesses over the
| ast day and a half who have made reference to your

prefiled testinmony and | would |like to ask for your
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response to sonme of those coments that were
directed at what you've filed with this Comm ssi on.

First, there was M. Uggerud's coment
that or his --

MR. GUERRERO: | would |like to ask a
gquestion, if | could, Your Honor. Are we doing
further direct testimony with M. Schlissel right
now or is this rebuttal testinony?

JUDGE WAHL: Oh, | think it's -- we're
followi ng the practice that | think you have
foll owed previously, and that is tying up as part
of the direct the evidence that has been offered
previously, and | think that's helpful to the
Comm ssi oners. Do you have a specific objection,
M. Guerrero?

MR. GUERREROC: My under standi ng what
we've -- at |east what |1've tried to do, Your
Honor, was to follow up with additional rebuttal
testinony, not with additional direct testinmony.
This sounds |ike additional direct testimny to ne,
so | would object, but --

JUDGE WAHL: The objection is overruled
for the record. | think it's more efficient and
more useful to the Comm ssioners to proceed in this

way.
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MR. GUERRERO: Thank you.

MS. LA SEUR: Thank you, Your Honor.

Q (MS. LA SEUR CONTI NUI NG) | would like to
refer to M. Uggerud's testinmony that OTP
cal cul ated or model ed and applied carbon val ue of
$10 per ton to every ton emtted and held other
costs constant and found that it was still cheaper
to do BS I1. My question to you is, is this
description of OTP's nodeling consistent with the
model i ng you have done?

A Well, we did not model OTP. We wanted to
model OTP in M nnesota, but we couldn't even get a
copy of the vendor manual for the | RP-Manager
because it's so out of date and it's not being
supported anynore.

In terms of what M. Uggerud is talking
about, | don't recall that OTP nmodel ed any CO2
cost. They did do sonme modeling to -- in Mnnesota
to reflect the M nnesota externality val ues. But
the M nnesota externality values for a power plant
| ocated in South Dakota, the carbon cost is zero
dol I ars per ton. "' m not aware of any nmodeling
with $10 -- a $10 price.

Q Then I'd i ke to ask you a question about

M. Greig's testinony. Hi s | anguage, and |I'm
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par aphrasing here, he said the cost of buying into
wi nd generation; in other words, purchasing it from

anot her party as opposed to building that wind farm

and owning it as a utility, that the costs are very
simlar. And | would |like your response to that.

A. Well, | think it would depend on the
project and the utility. | mean, | woul d guess

t hat buying the equipment is probably the same cost
whet her it's a merchant or utility. The | abor is
probably simlar. It's probably financing is where
you find the difference, is that the utilities

find -- the utility may have a different capital
structure, you know, balance of equity and debt

t han a merchant conpany woul d have. So | think

t hat the answer to the question would really be
utility and site specific.

We've done a nunmber of eval uations where
utilities owning wind -- I'msorry -- where if the
utility owned the wind, it would be | ess expensive
and in other cases buying froma merchant was | ess
expensi ve. It really is very site specific, but
shoul d be considered. | mean, both alternatives
need to be considered in order to determ ne which
is the case with any specific project.

Q We' ve al so heard testinony from M. Rolfes
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that there is no cost disadvantage to retrofit Big
Stone Il for carbon capture rather than building it
in. Wuld you agree?

A. No. Basically the Big Stone Il co-owners
have said -- and | don't know if | cite it in this
testinony, it's certainly in our M nnesota
testinony -- that there's currently no known
technol ogy for economcally renmoving CO2 and
sequestering it. W agree. So | don't -- we don't
know what technology is com ng down the road that
wi Il hopefully eventually be able to do that. So
it's not possible to say whether in fact it will be
| ess expensive now to do it than |ater.

The Massachusetts Institute of Technol ogy
in March issued a big report on the future of coal.
It's available on the MT website. And their
conclusion is that carbon capture and sequestration
will be somewhere in the range of $30 per ton, and
| think that's 1996 dollars, for a new plant and
that you can't tell what it's going to cost to
retrofit, that it may be nmuch higher because --
depends on the plant -- its plant design, and that
their expectation is not that you would basically
add a piece of equipment at the end of the chi mey,

the scrubber or anywhere, that you would have to
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modi fy plant conmponents because CCS will be what's
called a parasitic load, it will drain off energy
and power fromthe plant, so you'll have to make a

number of nodifications ultimtely when you do it.
So | think that the prudent way to think of it is
that it will be an expensive resource or option at
some point down the line if you decide that doing
CCS is |l ess expensive than paying the penalty of
CO2 -- buying CO2 all owances.

MS. LA SEUR: That's all | have. Thank
you.

JUDGE WAHL: M. Guerrero.

MR. GUERRERO: Thank you, Your Honor. We
have a few questions.

CROSS- EXAM NATI ON

BY MR. GUERRERO:

Q Good nmorning, M. Schlissel. Good to see
you agai n.

A. Good nor ni ng. Yes.

Q ' mgoing to start with sone of the
guestions that Ms. La Seur just asked you just to
clarify some of these. Let's start with carbon
capture and sequestration at Big Stone Unit Il
You said it's not possible to say whether it's nmore

cost-effective to try to do that now versus at a
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| ater date; is that correct?

A. That's correct.

Q And trying to install technol ogy today
when we don't know what that technology actually is
in terms of cost-effective technology, it's really
not possible to commt to that right now, correct?

A That's correct. What some power pl ant
buil ders are doing are trying to |lay out space so
t hat, you know --

Q Make it carbon-capture ready?

A. Yeah. | mean, they call it carbon-capture
ready, but it's really allowing some nmore space on
the site to put in the equipment that they don't
know and that they -- for which they don't have a
desi gn today.

Q Thank you. Just a couple of questions
with respect to owning versus purchasing wi nd. | t

sounded to me |ike you actually agreed with M.

Greig's testimony, and | will summarize, that
dependi ng on whet her you -- whether an investor-
owned utility owns or purchases wind is utility

specific and site specific; correct?
A. Project specific, yes.
Q And do you understand -- |let me ask you

t his. Do you know whet her or not the federal
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production tax credit is available to noninvestor-

owned utility conpani es?
A. | believe it is, yes.
Q The utilities without -- that do not pay

i ncome taxes?

A. "' m sorry. | thought you said to
nonutility.

Q Noni nvest or-owned utilities.

A Oh. | don't believe it's for privately --

for publicly owned entities.

Q Nor for G & T cooperatives?

A That's correct. | thought you meant for
mer chant s.

Q No. " m sorry. Wth respect to the

externality values that M nnesota or the
environmental cost values that the M nnesota
Comm ssion has adopted pursuant to a state |aw, and
you referenced the fact that for out-of-state
pl ants the value for carbon dioxide is zero. Do
you have a -- do you believe that the M nnesota
Comm ssion's analysis is flawed with respect to
t hat number ?

A Yes, | think the number -- that there's a
val ue whet her or not the plant is in South Dakot a,

Nort h Dakota or M nnesot a.
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Q So you disagree with the M nnesota Public
Utilities Comm ssion's determ nation with respect
to CO2; correct?

A. Yes. | would say they should use a
di fferent val ue.

Q Ms. La Seur asked you about
grandfathering. As you sit here today, do you
believe it's the -- either Otter Tail's or MU s
intent to grandfather Big Stone Unit Il under
future federal carbon regul ation?

A. Well, they don't have the power to
grandf at her it. | think what you meant was to seek
to have it grandfathered. And | don't know the
answer to that. They have to answer -- they have
to answer to that. | do know in fact that there
are a nunmber of utilities around the country whose
goal is to build new coal -- new supercritical coa
pl ants before 2011, 2012 because it's their view
t hat those plants will be grandfathered and that
they will have a substantial econom c advant age
when selling power into the market.

Q And you don't know whet her or not Otter
Tail or MDU have that same view?

A. That's correct. As | --

Q And you're not asserting that they do
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here; correct?

A. No. | don't know that they do. MWhat |I'm
-- what | am asserting, to use your word, is that
in the nodeling that M. Heidell did for MDU, MDU s
capacity factors wi thout off-system sales for Big
Stone Il are -- |I've got it in my testinony -- it's
in the range of the high 40s for a substanti al
nunmber of years. That suggests to me that NMDU
wants to participate in the project in order to
make off-system sales, and clearly having your
pl ant grandfathered would be an advantage. So that
may be a factor that's influencing them but |
don't have evidence it is. That's just evidence

t hat suggests to me it m ght be.

Q Thank you, M. Schlissel. ' m going to
ask you a few questions about transm ssion. I f you
could turn to page 2 of your testinmny, | guess

there's just one direct testinmony.

A. Okay.

Q And the bottom of page 2 where you
i ndicate, lines 23 through 25 there, that the
project -- the Big Stone Il project includes both
generating facility and transm ssion |ines.

A. Correct.

Q And as you sit here today, and through 80
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pages of direct filed testinmny, you're not
offering an opinion for or against the transm ssion
facilities proposed here; correct?

A. That's correct.

Q And you're not proposing a transm ssion
alternative?

A. That's correct.

Q And you didn't propose one before the
M nnesota Public Utilities Conm ssion?

A | didn't, and | don't believe our team
did, either.

Q Nor the South Dakota Public Utilities
Comm ssi on?

A. That |'m certain of, yes.

Q Could you turn to page 73 of your
testinony, M. Schlissel.

A. Okay.

Q And at the top of that page you -- in what
is part of your critique of M. Greig's reports on
behal f of Burns & McDonnell, you reference the fact
that the study could have assumed that wi nd-gas
alternative included 800 megawatts of wi nd
resources, and in the next paragraph, at |ine 8,
could have assumed 1200 megawatts of w nd. Do you

see that?
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A. Yes.
Q Do you recall M. Richard Gonzal es's

testinmony in the M nnesota proceedi ng before the

Public Utilities Comm ssion there?
A. | vaguely recall that he testified on the
| ast day -- or on the Friday of the week of the

hearings, but by that time | was off the stand. I,
to tell you the truth, don't remember nuch.
Q Sur e. His testimony regarding
transm ssion cost for wi nd versus transm ssion cost
for baseload facilities, do you recall that at all?
A No.
Q You woul dn't then have a reason to
di sagree that the transm ssion costs for basel oad
facilities would be significantly |less than

transm ssion facilities, all else being equal for

wind facilities -- stand-alone wind facilities?
A. | have to know the assunpti on.
Q Well, et me take you through a coupl e of

exampl es and see if you can verify or corroborate
one way or the other.

Let's assume we need to get a mllion
megawatt - hours of energy froma wind farmwith a 35
percent capacity factor.

A. Okay.
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Q Woul d you accept, subject to verification,
t hat we woul d need approximtely 326 megawatts of
installed wi nd?

A. Okay.

Q And to get the same mllion megawatt-hours
from a baseload facility with an 85 percent
capacity factor, we would need 134 megawatts of
installed capacity?

A. Okay.

Q And assum ng roughly the same distance for
transm ssion, we're going to need transm ssion to
handl e all of the 326 megawatts; correct?

A Mr- hnm

Q And t hat would --

JUDGE WAHL: " m sorry. Your answer is
yes?
THE W TNESS: Yes. " m sorry.

Q (MR. GUERRERO CONTI NUI NG) And t hat
roughly would equate to a difference of about 2.4
times the amount of cost for transm ssion for wi nd
versus for the baseload facility based on the
assunptions | used?

A Sure, but that's only part of the
anal ysi s.

Q Correct. Your anal ysis doesn't address
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this, though, does it?

A. That's correct. You asked me what | think
about his conclusion and --

Q Well, et me ask you this, M. Schlissel.
Do you have any reason to disagree that, all else
bei ng equal, the transm ssion cost for the same
installed capacity for wind versus basel oad, you
woul d need about 2.4 tinmes the amount of

transm ssi on?

A. If you're limting it to the construction
cost, yes. | was going to explain that in fact by
buil ding the more -- the larger transm ssion for

the wind, you may in fact have enhanced your system
reliability and enhanced the system's ability to --
for econony's sales transactions, so that may
count er bal ance sonme of the additional cost fromthe
wi nd. But, clearly, having a wind resource with a
| ower capacity value nmeans you have to build nmore
transm ssi on.

Q Thank you. And back to your page 73
testi nony, when you say that the study could have
assumed 800 megawatts and 1200 megawatts of w nd
resources, you didn't take into account anywhere in
your testinmony that it's potentially nmore costly to

do the transm ssion for the wind; correct?
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A. | don't believe we did it in that -- in
our testinmony regarding that study, which was a
year ago. Since then we've done nmodeling rather
t han focusing on these busbar analyses. So | think
t he answer to your question is, yes, in ternms of
t he busbar cost, but when we did the additional
modeling that we did in M nnesota for MDU and two
ot her of the co-owners, the fact that we were
increasing the amount of wi nd would have increased
t he amount of transm ssion associated with the
wi nd. Each increment of wind had a transm ssion

cost as well as a capital cost.

Q So you agree with nmy question then?

A | think so.

Q Okay. Let's go to -- we're going to skip
around a little bit, M. Schlissel -- page 10.

A. Okay.

Q Let me get there. At the top of that page

you reference a Duke Energy witness, Judah Rose.
Do you know who Judah Rose is?
A Yes. He wor ks for a conmpany called I CF.
Q Okay. And he provided testinony in the
Duke matter; is that correct?
Yes.

Q In the mddle of the quote that you've got
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in your testimny he says that, beginning at |ine
9, A key driving force -- let me see -- A key
driving force is a very |large boomin U S. demand
for coal power plants which in turn has resulted
from unexpectedly strong U.S. electricity demand

growt h and high natural gas prices. Do you see

t hat ?

A Yes.

Q And you believe those are both -- strike
t hat .

You agree that strong electricity demand

is a driver in coal-fired power production?

A | think that's one of the factors that
utilities and others who want to build coal plants
cite.

Q Well, do you believe it or not?

A. Do | believe it? | believe that in the

paradi gm of demands increasing, we need to build a
central station to nmeet that demand, yes, that's a
factor. MWhat | was -- ny hesitancy was based on
the fact that | think -- as I -- when | was
cross-examned in M nnesota where we tal ked about
the need for -- or maybe it was South Dakota -- the
need for a new paradi gm where rather than just

buil ding central station generating facilities to
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demand, you | ook to energy efficiency first

and try to reduce the amount of demand you have to

meet .

Q Thank you. But it's in your testinony. I

mean, you're quoting from Judah Rose who says, a

key driver in U S. demand for coal power plants is,

at

| east one, strong U.S. electricity demand

growt h.

t hat

want

A. Ri ght .

Q You agree with that?

A. | agree Judah Rose says that and | agree
that's probably in the m nds of the people who
to build new coal plants.

Q Is it in your m nd?

A. | "' m not building a coal plant. | mean,

you're asking me do | believe there's a high demand

f or

electricity in the U S.?

Q Yes.
A. Yes.
Q Thank you. And you believe that there are

hi gh natural gas prices?

A Nat ural gas prices are very volatile and

uncertain. For much of 2006 after the hurricanes

in 2005 through 2006, there was a belief that

| ong-term natural gas prices would remain high.
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t hi nk now |l ong-term natural gas prices are probably
expected to be |l ower than they were expected to be
a year ago, but they're still uncertain.
Q You said probably. You don't know t hat

for certain?

A. Well, if | knew what natural gas prices
were going to be, I'd either be a hedge fund
operator or |I'd be in Las Vegas.

Q Let's skip back to page 7. The question
on line 14 you tal k about some risks associ at ed
with alternatives to Big Stone Unit 11. Do you see
that Q and A there?

A. Yes.

Q And with respect to natural gas-fired
alternatives you tal k about possible capital cost

escal ation and fuel price uncertainty and

volatility, which is --
A Yes.
Q -- what you just testified. And then with

respect to renewable alternatives and conservati on
you tal k about, again, potential capital cost
escal ation, contract uncertainty and custoner
partici pation uncertainty. Correct?

A Yes.

Q Woul d PTC uncertainty be -- federal




10
11
12
13
14
15
16
17
18
19
20
21
22
23
24

25

438
production tax credit uncertainty be part of that?
A Yes. | think there's | ess uncertainty now
t han there has been in the past, but | think that

t hat would certainly be a measure.

Q Thank you. And skip back to -- or up to
14 -- page 14. Again, you've got some other sort
of risk factors, project delays -- |I'm | ooking at
page 14, line -- beginning at line 9 there through
12 -- line 12.

A Yes.

Q Project delays, changes in equipnment | ead

times, |abor availability, et cetera.

A. Yes.
Q And you woul d agree that those other
factors -- risk factors would apply also to natural

gas projects?

A. Yes. Probably less. They do apply, |
certainly agree to that. | woul d expect to a | ess
extent because generally natural gas projects have
shorter construction periods and require fewer

man- hours to build. But the general factors affect

t hem | think it's just |less of an inpact.
Q You haven't done any quantitative analysis
as to -- when you say a |esser inpact?

A No. The Judah Rose testinony that we
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t al ked about previously where he mentioned that
coal plant costs had increased 90 to 100 percent
since 2002, | think he had something in the range
for natural gas plants of maybe 35 to 60 percent.

Q Back on page 14, the end of line 11, you
say "or other market conditions.” \What are the
ot her market conditions you're referring to?

A. The fact that vendors want to be paid nore
up front affects the cost because then you have to
borrow noney -- you being the builder would have to
borrow noney to pay earlier. So that woul d be one.
The construction contracts and the contracts for
t he bi dding of equipnment are very conplicated in
terms of who is assigned different risks, and |
meant there that it may be that nore risk would be

shifted to the builder rather than to the --

sorry -- to the owner rather than the buil der.

Q So those are at | east a couple of other
mar ket - -

A. Those are a couple of exanples, yes.

Q Have you ever been involved in the

negoti ation of a |large wind farm power purchase
agreenment ?
A | haven't. Synapse has advised buil ders

on a number of wind farm projects, but | have not.
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Q Would it be safe to say that one of the
negotiation points is the assignment of risk?

A. Oh, I'"msure that's true, yes. | didn't
mean to inply that these were not risks that would
be -- I'"'msorry. | did not mean to inply that
ot her alternatives would not also experience these
risks, perhaps to a |lesser extent, but certainly
generally the same kinds of risks.

Q And perhaps to a greater extent?

A. | don't know. We m ght be able to find a
couple that would be to a greater extent, but if
you | ook at what's happening in the construction
i ndustry today, the demand for fossil -- coal power
pl ant equi pment and commodities and design and
construction | abor is the hot topic, worldw de
demand and donestic demand, so that that may spil
over into wi nd some. | would expect it would.

Q Anot her hot topic would be the
avail ability of turbines; correct?

A. Sure, but from what |'ve seen, the
availability of turbines is expected to be relieved
sooner than the ability for heavy forgings for a
coal plant burner.

Q One factor, and you mention, is delays

that could | ead to higher project costs; correct?




10
11
12
13
14
15
16
17
18
19
20
21
22
23
24

25

441
A. Yes.
Q And permts to a certain extent cause

del ays, do they not?

A. | don't think -- | don't mean to tell you
what you're asking, but I don't think it's
really -- permts don't, but the dates when the

permts are issued.
Q Thank you
A. And the terms, perhaps, of the permts do.
Q And to the extent that permts are, for

i nstance, appeal ed, potentially cause further

project delay; correct?

A. It certainly can.
Q And organizations with your -- with whom
you're affiliated are currently appealing permts

in this project; correct?
A | happen to be a menber of the National

Sierra Club, but that has nothing to do with their

invol vement in Big Stone Il. That's about the only
organi zation |I'maffiliated with. Some of ny
clients may be, but |I'm not aware.

Q Well, your clients are M nnesota Center

for Environmental Advocacy?
A Yes.

Q The |1 zaak Walton League?
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A. Ri ght .

Q Uni on of Concerned Scientists?

A Yes.

Q Those organi zations are currently
appealing a permt in South Dakota; correct?

A. Correct. As is their denmocratic right to
do so.

Q Thank you. Page 17, M. Schlissel --
actually, |I'm sorry, page 15.

A. 15?

Q Yeah. Beginning at line 17 there, you
reference a -- it's referenced throughout sonme of
this early part of your testimony -- a Black &

Veatch short-term spendi ng plan or short-term pl an.

A

Q

from t hat

Yes.

And one of the things that you interpret

plan is that the owners somehow deci ded

to withhold spending major dollars until they

received all their permts. s that a fair summary

of that

A

Q

part of the testinmny?

Yes.

And you're not here suggesting to this

Comm ssion that it's inmprudent for Otter Tail or

Mont ana- Dakota Utilities to wait until they have

their

permts before they start spending big




10
11
12
13
14
15
16
17
18
19
20
21
22
23
24

25

443
capital on this project; correct?

|'"m sorry. That it's inprudent to do so?

Q. Correct.

A. That's correct.

Q It's prudent to wait?

A. Yes. | woul d suggest waiting.

Q I n your response to one of the questions
that Ms. La Seur asked you, | think you had

referenced that Otter Tail had not | ooked at hydro
purchases or did not consider hydropower in its
anal ysis of future resource needs. Did I get that
right?

A. | know -- you and | both know that Otter
Tail did | ook at purchasing from Manitoba Hydro. I
didn't say that. What you may be relating to is in
my summary -- let's see if | can go backwards
t hrough it.

Q By the way, do you have a hard copy of
t hat summary?

A. Sorry. | can e-mail it to you if you'd
like.

Q No, no.

MS. LA SEUR: Todd, here.
THE W TNESS: Excuse me a mnute. | have

to put on my glasses for that distance. | believe
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| was referring to the two studies that M. GCreig
did and that Mr. Rolfes presented. They don't
i nclude hydro.

Q (MR. GUERRERO CONTI NUI NG) So you're not

alleging that Otter Tail has a nore cost-effective

hydro alternative than Big Stone Unit IIl; correct?
A When we | ooked in M nnesota -- and this is
part of the stricken testimny -- what we did in

M nnesota, because we could not rerun the conpany's
model, it would have taken nmont hs and nmont hs and
mont hs.

Q Let me interrupt. | apol ogize. W're
here in North Dakota and |I'm just asking today
whet her or not you're alleging that Otter Tail has
a nore cost-effective hydro alternative than Big
Stone Unit 1I1. Now, if you need to go to
M nnesota, please do so, but I'm asking in the
context of North Dakot a.

A. The answer in North Dakota -- well, today,
| don't know today. | believe they've had -- in
the recent past have had such a cost-effective
option. | know that there were offers from
Mani t oba Hydro that OTP nmodeled in sonme of its
filings to the M nnesota Conm ssion, was a February

2006 filing answer to supplenmental questions. \hat
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| did in Mnnesota was take OTP's -- the results of
OTP's plan with Big Stone and had a plan without
Big Stone that replaced Big Stone with hydro and
showed that if you include what we believe to be
reasonable CO2 costs, that the non-OTP plan was the
more economc -- |I'msorry -- the non-Big Stone |
pl an was the more econom c option and that in fact
did include hydro. But | don't know whet her
today -- I'mnot privy to the discussions between
OTP and Manitoba Hydro today.

Q Thank you, but let me just see if | can
button this one up. As you sit here today, you're
not making an assertion to this Comm ssion that you
believe that Otter Tail has a nmore cost-effective
hydro alternative than Big Stone Unit 11? |
believe it's a yes or no question.

A. It's a really complicated yes or no.
woul d have to say yes, but.

Q Go ahead.

A And t he but would be what our evidence
showed in M nnesota and that | cite into ny
testinony and that was stricken -- portions of it,
the nunbers fromit. Coul d they have a nore
econom c option? | can't answer that. Again, |I'm

not privy to that. |s there the potential for one?
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Yes, | believe there is the potential for a | ower
cost plan if you consider CO2 costs, but | can't
definitively say that again because | don't know
what the discussions have been.

Q Thank you, M. Schlissel. \What resources
woul d be involved in that |ower cost option from
Mani t oba Hydro?

A. Hydr opower .

Q Whi ch ones?

A | believe some of them were the danms that
Mani t oba Hydro were currently building or also that
were planning to build. My understanding is the
native tribes were not upset about the new dams
t hat were being consi dered.

Q That's your understandi ng?

A. Yes, fromny -- one of my clients in
M nnesota is involved with the tribes.

Q Which client is that?

A. They used to be Wnd on the Wres. Was it
Mtripe E? | apologize for not know ng the name of
my own client.

Q Wnd on the Wres is Wnd on the Wres
still.

A. Okay.

Q Maybe it's Fresh Energy?
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A Yes.

Q Has Fresh Energy -- do you know whet her or
not they have been involved in advocati ng agai nst
further hydropower in Manitoba in the past?

A. No. | just had a discussion with them
when | was in M nnesota for the hearings.

Q Anyway, | had asked you about what
resources and you had tal ked about maybe sone
future resources.

A. Maybe some DSM in --

Q No. Hydro -- hydro resources.

A. | didn't realize. Well, the hydro would
be Manit oba.

Q But as you sit here today, you can't
identify what resources from Manitoba Hydro would
be involved in a | east-cost alternative or a
potential |east-cost alternative for Otter Tail?

A. That's correct. | ve not updated our
analysis for M nnesota.

Q Go to page 68 of your testinmony, M.
Schl i ssel

JUDGE WAHL.: M. Guerrero, | noticed you
seemed to be transitioning and maybe we coul d
continue the transition after |unch.

MR. GUERRERO:. \Whatever your pleasure is,
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recess until one o'clock -- one o'clock sharp,

pl ease.
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n

(Recess taken at 11:59 a.m to 1:00 p.m)

JUDGE WAHL: We're back on the record.
have a suggestion by the Comm ssion that the
parties' PowerPoint presentations be marked as
exhi bits. | "' m suggesting that the hard copies b
printed and filed as exhibits and that the

Power Poi nt presentation for each witness be

associated with their direct testimny, which, a
recall, was what was done in every case, every
i nstance?

We

e

s |

MR. GUERRERO: W th the exception of M.

Greig, | believe, who appeared by tel ephone.

JUDGE WAHL: That's right. Well, but we

di d, nevertheless -- that's right, there was no
Power Point, so let's do it this way, counsel. L
me ask that the Power Point presentations be -- a
hard copy be prepared and filed and that it be
numbered as an exhibit to correspond with the
direct testinmony. For exanple, if the direct
testi mony was Exhibit 110, the Power Poi nt

presentation would be 110-A. The two will then

et

go
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t oget her and be consi dered as anot her exhibit for
the direct testinony. And |et me hear any
obj ections or suggestions, counsel. M. Kunt z.

MR. KUNTZ: No. We'll provide copies to
the reporter.

JUDGE WAHL: M. Guerrero.

MR. GUERRERO:. The sane.

JUDGE WAHL: M. Breen.

MR. BREEN: Agreed.

JUDGE WAHL: And, M. Binek, are you --

MR. BINEK: We don't have Power Poi nt.

JUDGE WAHL: You' re not going to have one.
Well, then that takes care of that.

Al'l right. | think we're ready to
proceed. This is the afternoon of June 27, a
little past one o'clock. We continue with the
cross-exam nation of M. Schlissel. M. Schlissel,
you understand, obviously, that your testinony
continues under oath and subject to the penalties
of perjury?

THE W TNESS: Yes, sir.

JUDGE WAHL: M. Guerrero.

MR. GUERRERO:. Thank you, Your Honor.

Q (MR. GUERRERO CONTI NUI NG) Good afternoon,

M. Schlissel. Ri ght before break | was about
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ready to move off of the hydro question and | just
want to follow up with a couple nore questions
regardi ng Mani toba Hydro.

Do you recall in the proceeding before the
M nnesota Public Utilities Comm ssion on Decenber
15th of 2006 in which you were asked a question
about whether or not Otter Tail's potenti al
contract with Manitoba Hydro was subject to a
contingency on the -- subject to Otter Tail being

required to accept price risk after a certain date?

A | honestly don't renmember the question and
answer . If you have the answer in front of you,
why don't you show me and I'I| accept | said it if
| did.

Q M. Schlissel, |I'"mshowi ng you what is a

transcript fromthe proceeding in front of the

M nnesota Public Utilities Comm ssion. This is a
transcri pt dated December 15th of 2006. There's a
series of questions. "' m not intending to

i ntroduce this as an exhibit into the hearing.
There's a series of questions with respect to a
Mani t oba Hydro proposal and Otter Tail's

i nvol vement with that. You were asked a series of
guesti ons. Can | review that with you here?

A. Sur e.
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Q Thank you, M. Schlissel. And you were
asked whet her or not the long-term purchases from
Mani t oba Hydro woul d be contingent on the
devel opment of the Conawapa facility --
C-o-n-a-w-a-p-a facility -- and your answer was,

Generally I am yes.

A. Yes, that was my answer.
Q And the question, and I'll just ask you,
that's approximately a 12 -- 1,250 megawatt

facility?

A At the time | didn't recall the size, and
| still don't.

Q Okay. And you were asked whether or not
t he purchaser, Otter Tail, would be contingent on

accepting a future price increase to reflect the
cost of the Conawapa facility, and your answer is,
Yes, | believe that's the cost increase, et cetera?
A Yes, and M. Morlock tal ked about in his
Decenber 8th rebuttal testimny that in 2021 the

price would increase.

Q And the further question, Are you aware
that the project cost -- projected cost as we sit
here today at this facility in 2021 is 5 billion
dol I ars?

A | wasn't, but | assume it's for the whole
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1, 250 megawatt facility.

Q And a series of questions also over on
page 89 of the Decenber 15th transcript, the
guestion, in order to have a long-term supply from
Mani t oba Hydro, it would be necessary to build a
transm ssion line from northern Manitoba to
sout hern Manitoba that is currently projected to be
about 2,000 megawatts. Did I read -- do you know
about that? And your answer?

A. The answer is, | don't recall that. And
then you and I go into an exchange where | talk
about the fact that what | do know about Manitoba
transm ssion -- Manitoba Hydro transm ssion was
confidenti al.

Q And just to clarify, these questions were
proposed by M. Glazer at the time.

A " m sorry. It was M. Gl azer, not you.
apol ogi ze.

Q That' s okay. And with respect to the
testinony at that time and with respect to the
transm ssi on proposal, have you | earned anyt hing
mor e about the transm ssion proposal associ ated
with the Conawapa project?

No.

Q Woul d you have any reason to disagree with
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me that that is an approximtely 500-mle, 500-
kilovolt DC transm ssion |ine?
A. | don't recall the exact size of it. 111

accept it if that's what you represent it to be.

Q And it's currently not |icensed?

A | don't believe it is licensed, that's
correct.

Q And it's currently estimating cost in
excess of a billion dollars?

A. | don't know the cost.

Q Can you turn to page 68 of your testinmony,
M. Schlissel. G ve me one second.

A. Page 68, did you say?

Q Correct. And there on page 68 you have a
table 9 and on page 69 you have a table 107

A Yes.

Q And as a result of the Court's order --
the judge's order, certain of your table has been

del eted; correct?

A Yes.

Q Coul d you explain what these tables intend
to show -- or intended to show?

A Table 9 showed the amount of Big Stone 11

that the Strategi st nodel chose when we changed

i nput assunptions. The first Iine was MDU s
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preferred plan, and that was the conpany's result
whi ch we've replicated. The next line -- the next
two |ines, which are now del eted, were our |ow and
hi gh CO2 prices. The fourth line we increased the
wi nd availability, the amount of wind. The fifth

line we increased the amount of demand si de

management. And the sixth line we increased the
cost of the Big Stone Il Pl ant.
Q And that's table 9?
A. That's table 9, that's correct.
Q And what about table 10?
Table 10 were the capacity resources added
under the four scenarios -- four of the five

scenarios that are listed on table 9. The two
scenarios that are not included were the NMDU
preferred plan because it selected 116 megawatts of
Big Stone Il and then the increased w nd
availability plan, which initially also selected
116 megawatts of Big Stone Il, but if you | ook at
t he answer on page 69, starting on line 5, it
explains why in the increased wind availability
case the nodel also selected all of Big Stone |1

Q As you sit here today, M. Schlissel,
you're not recommending to this Comm ssion that the

scenarios that you outline in tables 9 and 10 are
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resource selection plans -- resource plans that
Mont ana- Dakota is supposed to follow, correct?

A Correct. They're plans that the model
showed were more econom c than plans with all of
Bi g Stone.

Q And in the table 10 scenario, it's true
that the scenario based on assunmptions that you've
used i ncreased Montana-Dakota's reliance on natural
gas; correct?

A. There is a CT, yes. There is some natural
gas generation -- additional natural gas
gener ati on.

Q Addi tional, nmore than what was in
Mont ana- Dakota's resource plan?

A. That's correct.

Q Did you have an opportunity to review M.

Hei dell's rebuttal testimony?

A. | |l ooked at it yesterday or the day
bef ore.
Q Okay.
A | don't have it with me, though
Q You don't have it. Do you remember his

comments or testimony with respect to the increased
availability of wind resources?

A. No.
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Q Do you have any reason to disagree with
his analysis that he set forth in -- or his
comments that he set forth in his rebuttal

testinony that addresses this issue?

A. Well, do | have any reason to disagree
with the comments | don't remenber? | can't answer
t hat one.

Q That's fair enough. Let me show you --

have what's been premarked as MDU Exhibit 212.
It's not been introduced yet. It's M. James
Hei dell's rebuttal testinmony.

MR. GUERRERO: Counsel, do you have a copy

of this?

MS. LA SEUR: | have a copy of the
prepared.

MR. GUERRERO. Well, if you've got a copy
yourself, we'll share this one. | wanted to make

sure you have a copy.
MS. LA SEUR: Okay.

Q (MR. GUERRERO CONTI NUI NG) And the
guestion there as posed to M. Heidell, Does
increased availability of wind resources change the
results of the analysis and result in wi nd being
selected over Big Stone I11? Do you see -- do you

want to take a | ook at his answer there?
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A The one fromlines 8 to 19?
Q. O from 10 to 19.
A. Okay.
MS. LA SEUR: ' m sorry. \Which page?

MR. GUERRERO:. This would be page 11,

begi nning -- the question beginning at line 8, the
answer beginning at |ine 10.
THE W TNESS: No, | have no -- he, |

believe, accurately represents a part of what the
process that we went through, that in fact he did
call us and we did discuss with himat |east twice,
and thanks to him we did discover we initially had
made a m stake in the nodeling. W corrected that
in the table 9 -- what is now table 9 in ny current
testinony and the answer on page 69 fromlines 5 to
20 was our -- is our understanding of why, even if
you increased the wi nd availability, the nodel

still picks all of Big Stone Il because it was set
to pick all or none of Big Stone Il. That when we

allowed it to choose between zero and 10 bl ocks of

the plant, it selected only 23 negawatts of Big
Stone Il instead of the 116 negawatts. So M.
Hei dell is definitely correct. | think I
mentioned -- | hope | didn't get himin trouble.

menti oned on the stand in M nnesota that we
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appreciated himcomng to us rather than using it
to kind of challenge us.

Q ( MR. GUERRERO CONTI NUI NG) And ny
guestion, M. Schlissel, is, you don't have any
reason to disagree with his comments here in his
rebuttal testinony that we've just reviewed?

A. And | said as far as they go, yes, but
you've got to look at it in the context of what |
say on page 69 of ny testinony.

Q So you don't disagree with these comments?

A | think I said that tw ce.

Q Okay. Thank you. Wbuld you turn to page
76 of your testinmony, please.

A Green or blue part?

Q Well, just the whole page at this point.
| don't think there was anything there that was
del eted as a result of the notions.

A. Okay.

Q And t he question beginning at |line 6, do
you believe that wind can be a basel oad resource?

And your answer is yes.

A. Yes.
Q Do you recall that question posed to you
before the M nnesota Public Utilities Comm ssion on

Decenmber 15th of 20067
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A. No.
Q Woul d you have any reason to disagree with
me if | told you that your answer was in opposite

to the answer that you've given here?

A | may have been inarticul ate. | would
have to see what the exact | anguage is before |
agree that it's the opposite.

Q Well, as | look for that, M. Schlissel,
| et me ask you, your answer is yes, and then you go
on to say, Wnd can be part of a portfolio of
resources that can provi de needed capacity and
basel oad energy.

A Correct.

Q So my question, | guess, is this: s wind
as a stand-al one resource considered a basel oad
facility?

A. W nd, itself?

Q. Correct.

A. | don't think that we would propose w nd
on its own to be the only resource to be relied
upon for basel oad purposes. But | think the answer
in Mnnesota --

Q | think you've answered the question.
Thank you. On page 76, M. Schlissel, you also

reference a Wnd Integration Study -- a 2004 W nd
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| nt egrati on Study.
A. Yes.
Q Prepared for Xcel Energy. What do you
know about that study?
A |'ve read it and reviewed it in

preparation of my testinmony |ast November.

Q Have you read it recently?
A. The same study, | don't think so. ' ve
read the more recent study, but | don't think |I've

read the Decenber 4 one.

Q "' m not sure | caught that. Have you read
the most recent version of the Wnd Integration
St udy?

A | have -- several months ago | read it.

Q And this Q and A that's being devel oped
here, is this the same sort of Q and A that was
proposed in the M nnesota proceeding? |Is this sort
of just a cut and paste? |Is that what this is?

A. This -- yes.

Q Do you know what the purpose of that W nd
| nt egrati on Study was?

A. To show how much wi nd could be integrated
into the system and what the costs and reliability
consequences woul d be.

Q s it true that that study concluded that
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wi nd could supply up to 20 percent of M nnesota
retail energy sales only if sufficient investment
in transm ssion infrastructure were made?

A. | don't remenmber exactly the concl usion,
but that sounds |like a general -- generally what
woul d expect.

Q And do you know whet her or not the study
specifically included the Big Stone Unit 11

transm ssion facilities in the study?

A. | can't say for certain. Il think it may
have, but | don't remenber. | haven't | ooked at it
in nmont hs.

Q Do you know what capacity values that the

study assumed for wi nd?

A The original study assumed or cal cul ated
up to 27 percent. The nmore recent study, | think,
was nore in the range of 14 to 17 percent.

Q Woul d you have any reason to disagree if |
said it was closer to 5 to 20 percent?

A No.

Q And when we tal k about capacity val ues,
we're not tal king about capacity factors; correct?
A Correct. Capacity value is how nmuch
credit do you give for being able to be avail able

during your peak hours, and capacity factor is a
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measure of operating performance conpared to --
it's the output the plant actually does generate
during -- say, it's a year conpared to what it
woul d generate if it operated a hundred percent of
t he hours at a hundred percent power.

Q Thank you. And do you know what -- how
much di spatchabl e capacity would have to be built

to replace the 630 megawatts proposed by the Big

Stone Unit 117

A. If it were all w nd?

Q Yes. Based on a 5 to 20 percent capacity
val ue.

A. Well, | mean, it's just a mathemati cs.
600 times - -

Q Let me cut it short. "1l help you out,
if | can. | didn't mean to interrupt. Would you
have any reason to disagree if |I told you it was

3,000 to 12,000 negawatts of wi nd?

A | think that's the correct math.

Q And do you know whet her or not M nnesota
or the region generally has a plan in place to
accommodate up to 12,000 nmegawatts of w nd?

A. | don't know the exact |evel. | do know
t hat none of the clients |I've represented have

proposed to replace all of Big Stone Il with w nd.
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Q Can you turn to page 79, M. Schlissel.

A. Okay.

Q And on this page generally, and | heard it
in your opening statement summary, you're
criticizing the reliance by the project on the use
of levelized cost; is that a fair summary of this
testi nony on page 797

A. No. | think -- with all due respect, |
t hi nk you have it backwards.

Q Well, I'"Il direct your attention to page
79, line 19, Consequently, |I'm surprised that OTP
and Mont ana- Dakota have filed exhibits if they
truly did believe this about the limts of

| evelized cost anal yses.

A. Oh, I'm sorry. | thought you were meaning
t he quote ahead of that. Yes, ny position is I'm
surprised -- as | say, ny position is, as | stated
there, lines 19 to 21.

Q Thank you. And 22 through 25, sort of the
same sort of analysis?

A. Yes.

Q As you sit here today before the Public
Service Comm ssion, you're not suggesting, are you,
M. Schlissel, that the only analysis that Otter

Tail and Mont ana-Dakota Utilities have relied upon
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to make an investment of approximately 1.4 billion
dollars is a levelized cost analysis? That's not
what you're suggesting, is it?

A No. Well, the answer is yes. | don't
mean to be cute, but the answer is different for
the two quotes or sections of my testinony. Wth
regards to lines 19 to 21, no, |I'm not saying that
that's the only analysis the co-owners have
present ed.

Q What about 22 through 25?

A. 22 through 25, |1 don't know what -- M.

Uggerud has to speak to that. He's the one who

makes -- who made the statement that | quote about
using -- relying on the plant's | ow busbar cost.
Q And you' ve got a footnote at the end of

[ine 25, footnote 96, that refers to the direct
testi mony of Ward Uggerud, and | have that in ny
hand and I'Il show it to you. This is OTP-101
And | believe the basis for your testimony is that
statement by M. Uggerud in OTP-101; correct?

A. Correct. The paragraph says he determ ned
t hat they needed additional basel oad through its
resource planning process, and then he has the
quote that | cite.

Q Thank you. And this is under the
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guestion, Please summrize your testinmny?

A. Correct. That's where it is.

Q And so the question | have again, M.
Schlissel, as you sit here today before the Public
Service Comm ssion, you're not suggesting that the
only analysis that M. Uggerud relied upon in
participating in this project is a |levelized cost
analysis; is that correct?

A. That's not my testinony. My testinony is,
"' m giving what the co-owners said mainly in South
Dakot a about |evelized -- the value of relying on
| evel i zed anal yses. " m surprised that M. Uggerud
made this statenment.

Q Okay. But nmy question -- let's forget
about this stuff for now. My question is, you're
not suggesting to this Comm ssion that the only
analysis that Otter Tail or Montana-Dakota have
relied upon in investing in this project is a
| evelized cost analysis, are you?

A Of course not. You and | this morning
di scussed the modeling that OTP did. | tal ked
about nodeling that OTP did in nmy opening summary.
' mnot trying to pretend or m sl ead anybody into
believing this is all they did, but I'msurprised

that M. Uggerud said this.
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Q Thank you. Let me ask you a hypothetical,
M. Schlissel. Al'l else being equal, if this plant
were proposed to be located in North Dakota, would
your analysis be the same?

A. If this plant were |l ocated in North
Dakota? Yeah, | suppose it would be the same. The
numbers may change, transm ssion. My testinony is
not based on a siting issue. Although, again,
specific siting of the plant would affect the
relative costs.

Q Thank you

A And it m ght not have met the South Dakota

statute if it were |located in North Dakot a.

Q "' m going to ask you some questions
about -- and this, | think, is going to be ny final
set of questions, M. Schlissel -- about the

generation alternatives and the need of
Mont ana- Dakota and Otter Tail. And as you sit here
t oday, you're not challenging the forecasts of
ei ther Mont ana-Dakota or Otter Tail Power; correct?
A. That's correct.
Q And you're not challenging the fact that
t hey need power and energy beginning in the year
2011; correct?

A. | don't know whether it's the year 2011,




10
11
12
13
14
15
16
17
18
19
20
21
22
23
24

25

467
10 or 12, but I'm not challenging their | oad
forecasts and their projections of need for power.
Q And you didn't challenge that before the
M nnesota Public Utilities Comm ssion, did you?
A That's correct. We |ooked at it in South
Dakot a, but then decided not to challenge it in

M nnesot a.

Q Can you go to page 4 of your testinony,
M. Schlissel -- actually, page 3. "' m sorry.

A. Okay.

Q And one of the key criticisms, if |I could
call it that, of your testimony at the |line 18,

section 4 there, you state, OTP and Mont ana- Dakot a
have not shown that their demand for electricity
cannot be met more cost effectively through
alternatives, including renewabl e energy resource,
energy conservation and | oad- management measures

t han through the Big Stone Il project. Did I read

that correctly?

A Yes.

Q M. Schlissel, you're not proposing any
alternatives to the Big Stone Unit Il project, are
you?

(Cell phone rings.)

THE W TNESS: Somebody wants to correct
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one of my answers. Must have |istened over the
| nt er net . No, we've not proposed a plan -- an
alternative plan.

Q (MR. GUERRERO CONTI NUI NG) And you didn't
propose an alternative plan in M nnesota, either,
did you?

A. That's correct.

Q And you didn't propose one in South

Dakota, either, did you?

A. That's correct. W gave a wi nd-gas m x as
an illustrative exanple, and that's what pronmpted
the co-owners to keep their scorn about bus -- the

use of busbar costs.

Q So your analysis and testinmony, as you sit
here today, you don't know whether or not Otter
Tail or Montana-Dakota could meet their needs nore
effective using energy -- renewable energy
resource, energy conservation and | oad managenment
because you're not making that recommendati on;
correct?

A No, that's not correct. MDU -- let's use
MDU for an exanple. The MDU nodeling you and I
di scussed a few m nutes ago showed that the
Strategi st model did not if you increase the anount

of DSM -- DSM t hat we presented in M nnesota, as we
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believe readily econom cally achievable, the nodel
didn't select Big Stone I

Q But | thought | also heard you say that
t he model or the tables that we went through
briefly, you're not recomendi ng that as a resource
pl an for Mont ana- Dakot a. In fact, | think that's
your answer on page 70 of your testinmony.

A. That's correct. We're not presenting it
as a plan, but it certainly suggests that there are
| ower cost alternatives than Big Stone I

Q But you don't know that because you
haven't | ooked at that; correct?

A. We haven't gone through to devel op a pl an,
but we have | ooked at it, and the results you and I

have di scussed are what we have | ooked at.

Q So you haven't proposed a plan, but it's
your testinony then -- let nme see if | can get this
right. You haven't proposed a plan, but your

testinmony is that Montana- Dakota and Otter Tail
bot h have | ower cost options than Big Stone Unit
17

A. No. | couldn't say that for Otter Tail
because the portions of ny testinmony that showed
t hat have been stricken because they dealt with CO2

costs. So | can't sit here saying that today. | f
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they were in, | certainly would feel confortable
saying it.

Wth regards to Montana- Dakota, what |'ve
presented is that -- is what -- | don't want to
repeat nyself again -- is that the model, itself,
pi cks -- does not pick Big Stone Il when you allow
it to have more wind and to reflect a higher Big
Stone Il capital cost.

MR. GUERRERO: Just one m nute, Your
Honor . No further questions. Thank you.

JUDGE WAHL: M. Bi nek.

CROSS- EXAM NATI ON

BY MR. BI NEK:

Q Just a followup to that |ast question.
Sorry, | didn't have nmy m ke on.

A | heard it.

Q You're not proposing anything specific,
but you said that when -- the model, itself, does
not pick Big Stone Il when you include more wi nd
and i nput a higher Big Stone Il capital cost. I n
tal king about wind -- and | think your testimony

basically is you can't use wind, itself, as a
basel oad source of generation. So what else is
going to be used?

A. Ils that the question?
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Q Yes.
A. Well, let's go back to the page -- was it
76? | forget the page that M. --

COMM SSI ONER WEFALD: 69.

THE W TNESS: Thank you. -- M. Guerrero

and I were on, that in -- that you would use

portfolio management techniques to come up with a

portfolio of alternatives to Big Stone II, that it
m ght be -- what we allowed the nodel to sel ect
anong was increased wind -- was wi nd, there was, |

beli eve, a one-year Xcel contract, there were

addi ti onal conbustion turbine capacity, and

additi onal DSM resources, and that the nodel chose

a | east-cost plan of m x of those based on capital

cost, operating cost and fuel. Now, we didn't see

it our role in Mnnesota or in this proceeding to

come up with the alternative resource plan for

either of these conpani es. | saw, based on ny too

many years of experience now, |ooking at the

prudence determ nation was to -- the basis for a

prudence determ nation was review ng the conpany's

pl anni ng, whether their involvenment in the project

had adequately considered all of the risks
associ ated with the project, and on that basis I

think they did -- they are not prudent, that they
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have not done nodeling to reflect a range of risks.
There is not only one or two possible futures out
there. There's a range of possible futures and the
pl anni ng should reflect that.

Q (MR. BI NEK CONTI NUI NG) And you agree no

matter what plan is selected, there's going to be

ri sks?
A. That's correct. And the goal is to select
pl ans that give you flexibility -- well, nunber

one, that mnim ze the risk and that give you
flexibility if things change going down the road.
Bui |l ding a basel oad coal plant gives you no
flexibility going down the road because once you've
built it, you' ve got it, you're going to have it
for 60 years, and then if you believe that there
are going to be no CO2 costs fromthe federa
government and in ten years |large CO2 costs conme
down the road, you're stuck and your ratepayers are
stuck paying them  So we at Synapse believe, and |
believe it based on ny 30-some -- 33, 34 years of
experience is that in the uncertain times as we are
now, you need to have a portfolio approach, a range
of possible sources, self-build, power purchases
fromthe market, joint projects, maybe some gas,

coal if you can do CCS, increased spending on DSM
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wi nd, so that if the future -- well, not if -- when
the future doesn't |look like we think it wll
t oday, you can adapt.

Q Both these conmpani es do have a diverse m x
of generation at this point, don't they?

A. No. | think that they're both fairly
heavily dependent upon wind -- sorry -- coal and
certainly fossil fuels. | don't recall the exact
numbers for MDU, | don't know if | have it in this
testinony, but we've |l ooked at it in South Dakota

and in Mnnesota and | wouldn't say they're diverse

at all.

Q Well, they have nmore than coal generation
is the point | was trying to make.

A Sur e.

Q They're not relying totally on coal. They
have natural gas, they -- Otter Tail has w nd, MDU,

according to the testimony, is in the process of
buil ding some wi nd generation, so they're not
relying on coal. They're, granted, pretty heavily

dependent on coal .

A And their steps to reduce that dependence
are adm rable, the wind -- the points you
ment i oned. It's just that Big Stone Il is a -- a

pun -- is a big step back towards dependence, and
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it's a plant that they will have in their resource
m x for 60 years.

Q Do you think that it makes nmore sense for
MDU to have nore reliance on natural gas at this
poi nt than coal-fired generation?

A. | don't know the answer to that. What we
found in our investigations, mostly in M nnesota
that |I've reviewed for here, is that MDU needs to
spend noney and time on DSM and i nmpl ementi ng DSM
t hat when we reviewed MDU s programs, the three
programs they were including in their IRP for DSM
one was to encourage electric heat and the other
two were | oad shaving rather than reduced energy
saving progranms. That | agree with you conpletely
about the need for fuel diversity, but energy
efficiency is an excellent way to diversify your
fuel m x and reduce your dependence on fossil fuels
as are renewabl es technol ogi es.

And your specific question about gas
versus coal, | think that you would want a -- you
woul d want a Strategist model with a reasonabl e
range of risk assunptions. You would have CO2
costs, you'd have natural gas prices, coal costs,
capital costs, and if you |l ook at them across a

range of possible scenarios, then you see whet her
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dependi ng on gas is better or worse than depending
on coal

Q In your testinony you contend that Otter

Tail and MDU s econom ¢ and nodeling anal ysis are

bi ased in favor of Big Stone Il; is that correct?
A. Yes.
Q |s the absence of the projected CO2 cost

the primary factor that is included in your

analysis to support the position that you state?

A. | don't know whether the primary. It's
certainly a very large factor. There's no DSM
There's no -- |I'msorry. You nmean the total -- al

of the mopdeling studies or just the two, MR-1 and

MR- 2?
Q The modeling that you used to make your --
A. Al'l of the studies, yes. The greenhouse

gas is the big issue for all of them and, also, not
model i ng a range of power plant capital costs.

Q And you're aware that in North Dakota we
have a state |l aw that prohibits the Comm ssion from
using or requiring the use or allowi ng electric
utilities to use environmental externality val ues
in planning, selection or acquisition of electric
resources?

A. I'"'mfamliar with the statute.
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MR. Bl NEK: | have no further questions.
JUDGE WAHL: Questions fromthe
Comm ssion. Comm ssioner Wefald.
COMM SSI ONER WEFALD: Yes.
EXAM NATI ON
BY COMM SSI ONER WEFALD:

Q | don't know if the Comm ssion has an
option to say to one of these conpanies or to both,
we would allow -- instead of 120 negawatts of
electricity to be purchased fromthe Big Stone
Pl ant, that we would allow, let's say, 80 or 60 or
90, or whatever the number would be. So |I don't
know if that's an option. But let's just explore
if it was an option. You said that you had sonme
concerns about MDU and the choices it's picked for
demand si de management, and | have some questions
for Andrea when she comes up as a witness about
t hose same issues. | identified those same
programs in her testinony.

You said that there were -- that you
anal yzed MDU s demand si de managenment prograns and
you i nplied that you would have a different answer
than MDU if you were | ooking at demand side
management prograns with the cost of electricity at

the Big Stone Plant being, they told us yesterday,
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6.9 cents per Kkilowatt-hour. Can you give us some
suggestions of the amount of and kinds of prograns
t hat they can be | ooking at?

A. "1 try. | wish I could channel one of
my former coll eagues, Tim Wolf, who actually did
t he analysis, who is now on the Massachusetts
Utility Comm ssion. He did the analysis and found
t hat the saving -- energy savings that MDU is
projecting out of its three prograns was
significantly bel ow what other compani es had
achi eved and what other conpanies were projecting
and which studies said were achi evabl e.
Unfortunately, | don't -- I'"mnot the witness to go
much further than that.

Q Al'l right. Then I'll direct those
guestions to Andrea Stonberg. | f MDU has said that
it has 110 megawatts of gas in its portfolio, are
some -- are some utilities using natural gas that
t hey already have on their systens in -- say,
peaki ng plants, et cetera, do they use that as a
compl ement to wind generation that they add in
order to make it basel oad?

A Yes. We've seen --

Q And how much?

A " m sorry.
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Q And how much -- if you had 110 megawatts
of gas peaking plants already on your system how
much wi nd could you add then to that to make 110
megawatts of -- how would that work? How many
megawatts could you acconplish with 110 megawatts
of peaking plant? How many nmegawatts of w nd woul d
you need to add in order to make that basel oad?

A. That's the key question, and,
unfortunately, neither of these conmpani es have
studi ed how much wind their systems can accomodate
whi | e mai ntai ni ng adequate |levels of reliability
and wi thout too |arge of a cost increase.

Q Because they already have the gas peaking
pl ants already on their system that can act as
backup.

A. That's what we -- when the companies filed
rebuttal to us in South Dakota where we talked
about adding wind, and | think if you read what's
Exhibit MR-1, it talks about wind is not a
basel oad, you need to have backup, and they do a
scenario and | think it's in Exhibit MR-2, where
there's a 500 megawatt gas plant to back up the
wi nd, nobody on any -- would ever build a power
plant just to be a backup.

Q | know t hat.




10
11
12
13
14
15
16
17
18
19
20
21
22
23
24

25

479

A. Under the M SO rul es, you probably
couldn't just have this gas plant sitting in your
backyard to run in case the wind didn't run. You
woul d have to run it. You woul d have to bid it.
So really what you have is the system backs up wi nd
just like the system backs up any generator. And
what you need to do is you need to do a study of
how much wi nd can a section of a system-- in a
| arge system i ncorporate, as | say, wi thout having
adverse reliability and cost inmpacts. That's what
Xcel Energy and the Department of Commerce did in
M nnesota that M. Guerrero -- the studies that M.
Guerrero and | were discussing. I n each of the
cases in which | have been involved with OTP and
MDU we' ve asked them have you done any of those

studi es, and they have not.

Q But in your opinion -- you don't have any
expert information about, let's say, whether if you
took 50 nmegawatts of wind -- let's just put in a
number here -- and whether if 50 megawatts of w nd

then could be firmed by 110 megawatts of peaking
pl ant and then come out with something that equates
to, let's say, 50 nmegawatts of basel oad power?

A. | would |ove to be able to give you an

answer, but | can't.
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Q You can't?
A. | can't.
Q It has to be run through?
A. You need to do a nmodeling analysis to be
able to really have a reliable nunber.

Q Al'l right. And so -- or, for exanple, if
you had a conbi nation of demand side management of,
let's say, 20 megawatts even for MDU instead of
their 7 that they're predicting in the near future
and anot her 40 megawatts of wi nd that could be
backed up by peaking plants that could equal 60 or
somet hing, | don't know --

A. Right. That's -- if | could be so
presunmpt uous, those are the kind of studies | would
hope that you folks would require the conpanies to
do. Those are the kinds of analyses that need to
be done to | ook at portfolios of resources and how

they m x and what are the | owest costs and what are

the | owest risks, and figuring out how much w nd

your system can take is an inmportant factor. You
know, we've done -- when we do anal yses like this,
we try to anal ogize -- | mean, anal ogize to the

studi es, you know, that M. Guerrero asked me about
from M nnesota, and there were studies from New

York State, and there's studies from several other
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national -- large region studies. But really it's
homet own ki nd of wor k. It's figuring out how much
can MDU handl e being that it's part of MAPP and
soon be part of M SO.

Q Al'l right. Thank you. And then | think
you said at the beginning of your testinony -- oh,
you had said no -- no coal plants now in existence
can separate and sequester CO27?

A. There's no technol ogy for doing that from
pul veri zed coal

Q Okay. Well, | would ask about, what about
what' s happening up here in Beulah? In North
Dakota we have a plant that is a coal gasification
pl ant and they sequester then from that gas-making
process.

A. And they send it up to Al berta.

Q Ri ght . So I'"'mjust thinking that's from
pul verized coal they're making natural gas, then
they are separating it and they are sequestering
it. So | just wanted to -- why do you not include
t hat plant in your -- when you say there's no
plants that can do it now?

A. Because you're getting the sequestering
fromthe pre -- fromthe preconbustion. Wy

understanding is you're turning the coal into gas.
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Q Yes.

A. And then you're burning the gas.

Q That's right.

A. And you're getting the CO2.

Q No, they're not burning the gas. They're

actually sending the gas out.

A. But you're getting the CO2 fromthe
conversion to the gas process.

Q Yes.

A. At the pulverized coal plant, you need a
process to get the CO2 after you've burned the
coal, so it's a different stage in the process,
that there is no -- that's why my concl usi on was
there's no technology for removing CO2 from a post -
combusti on.

COMM SSI ONER WEFALD: Okay. That's all
t he questions | have at this time. Thank you.
JUDGE WAHL: Comm ssioner Clark.
EXAM NATI ON
BY COWMM SSI ONER CLARK:

Q | do have a few and they're related to
simlar questions along Conmm ssioner Wefald's first
line of questioning, which is the Strategist model
that you ran, and |I'm sort of intrigued by this,

but I'"m not sure that | understand exactly the
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changes or the inputs that you had to run to get to
t he concl usion that you did, and sonme of it may be
because of the redacting, so if we're entering
areas that we can't do on record, |I'll have to go
sign the confidentiality, so let me know if we're
getting too close.

JUDGE WAHL: If I can interject, it's --
my order does not exclude tal king about the
process. It only excludes the use of nunbers or
guantitative val ues.

COMM SSI ONER WEFALD: Okay.

COMM SSI ONER CLARK: Okay.

Q ( COMM SSI ONER CLARK CONTINUING) So if you
could |l ead us through the assunptions that you made
when you ran the Strategist model, and we're

tal ki ng about on the MDU side --

A That's correct.

Q -- the page 66 through page 70 testinony
roughly -- just walk me through it so | understand
it.

A. MDU devel oped, | think through M.

Hei del | 's work, a database for the Strategist
model . We received the database, our first attenpt
was to replicate the results that we had received

from MDU to make sure we knew how the model ran.
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We t hen changed a nunber of inputs. And let's go

back to page 68, | think it is -- go further back
Q 67.
A If you go back to 67, and see the bottom

-- the top of 67. We allowed it to select wind --
more wi nd, combustion turbines, Big Stone, combined
cycle units, lignite coal, |1 GCC, demand side
managenment, a basel oad contract, and a one-year
contract with Xcel. | think that was the first
year.

Q Okay. And this was allowed in different

size blocks?

A In different size blocks and in different
years. That's why you have so much Bi g Stone. | t
could select it in any one -- any one of a number
of years.

Q Okay.

A. And that the nmodel -- we specified the

price. You woul d specify the price of each of

t hese, the nunmber of the bl ocks, whether there were
any limts on the nunmber of blocks that it could

t ake. You could specify limts on the years in
which it was available. And then we ran -- as you
go further down that page, we ran five scenari o0s.

And the results were as they're presented on table
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9. Now, the comments that M. Guerrero asked me
about before from M. Heidell's rebuttal testinony
were pre these numbers. In M nnesota there was an
earlier set of table 9 that had an error in it, and
that was the error that M. Heidell pointed out to
us that we corrected.

Q So in light of M. Binek's question, which
was about nodeling CO2 costs, which in North
Dakota, at |east froma quantitative standpoint, is
prohi bited, do those factors inmpact this Strategi st
model that you ran here? Were some of the
assumptions that were brought into this nodel
because of those CO2 costs?

A. The answer is yes and no. In sonme
scenarios we nmodel ed our CO2 costs. The two
scenarios that -- the second and third lines on
table 9 that are browned out reflect scenarios of
our low CO2 price and our md CO2 price. By "our,"
| mean Synapse.

Q That's the redacted?

A Yes. And then other scenarios reflected
ot her changes. What we had intended to do when we
began was to start with five or six scenari os,

i ndi vi dual changes and then start putting them

t oget her. For exanple, |ow Synapse CO2, nore wi nd,
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more wi nd, more DSM  And when we di scovered that
just increasing the DSM elim nated Big Stone 1|1,
and increasing the capital cost elimnated any Big
Stone |1, we didn't think there was any need to
pursue further -- what do | want to say -- joint

scenari os where we changed several of the vari abl es

at once.
Q Okay.
A But that's the kind of risk analysis |'ve

been tal ki ng about.
Q On page 69, the question about the

Strategi st model selecting only 23.2 megawatts at

Big Stone I --
A Yes.
Q -- is that exclusive of the CO2 question?
A Yes.
Q So regardless of CO2 --
A Yes.
Q -- it's still --
A. Yes. That's regardless of CO2.

Q Just so | understand, is it your
under standi ng the reason that that happened was --
is it twofold or more? One, you allowed different
bl ocks to be picked as opposed to an all-or-nothing

sel ection?
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A Yes.
Q And, two, is that interrelated to the
i ssue of accrediting the off-system sales? Or
explain how that factors into that.
A No, the off-system sales was not rel ated.

The Strategi st model does some strange things.

What it does is, it will create -- | don't know --
a thousand -- several thousand different plans, and
it only takes -- | can't remenber, | wish M.

Drunsic, who prefiled testinony, was sitting here

next to me -- or in place of ne. He actually ran
t he model . It only keeps some of those fromthe
first year. So, say, it makes 2,000 pl ans. | t

only keeps the first thousand | east expensive and
puts it into year two, then there are new resources
it optimzes for that year and it get another 2,000
pl ans but only keeps the cheapest thousand of those
and it goes on. So we discovered that if you take
-- you prohibit the Strategist nodel with all of
MDU s assunptions, if you don't allow it to take
any Big Stone 11, it actually creates a plan that's
| ess expensive than the Big Stone Il plan. But
because of the way that Strategist works in that it
-- It optimzes each year and it only keeps a

certain nunber of plans that it creates, because
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eventually if you had 2,000 the first year and you
optimze for that, you may get four mllion the
second year and increasing -- | don't know if it
i ncreases exponentially.

Q And just so I'mclear, the discussion that
we're having now is specific to MDU, the IRP
pl anni ng process used by Otter Tail is not --

A. The Strategist nodel used by MDU is
current state-of-the-art modeling, far, far better
t han either what MDU used before last -- the spring
of 2006 or that OTP has used to date that | know
of .

Q Is the Strategi st model sensitive to or
how does it factor in the risk associated with
price shocks from delivered price of coal to the
Big Stone Pl ant?

A You woul d model different scenari os. I
think the way you would do it is, you would have a
-- the way we typically do it is you have a | ow
coal price, a md coal price and a high coal price,
and then you could vary those and see -- that would
give you a sense of the risk of your plan to
increases in the price of coal

COMM SSI ONER CLARK: Okay. Thank you.

That's all | have.
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JUDGE WAHL: Comm ssioner Cramer.
COMM SSI ONER CRAMER: Thank you.
EXAM NATI ON
BY COMM SSI ONER CRAMER:

Q Several questions | was going to ask have
been and answered. |1'Il ask one about the
Strategist nodel, kind of a general question maybe
to wap up that piece of it. If the Strategist
model , or any nodel, for that matter, denmonstrates
that there's a better, |ower cost plan than the one
MDU or Otter Tail is engaged in here, why woul dn't
they use it? And | know that's asking for you to
specul ate, but why would they be here asking us for
prudence on BS Il if there's a better, | east
expensi ve model ?

A. Well, there could be a couple of reasons.
On the one hand, | would not recommend, and | don't
think that they would just take the results of a
model and have it say, geez, it's $500 cheaper,
let's go with that model, that run. Generally if
you do these anal yses properly and you consi der
risk, you're going to have a range of nunmbers and
you're going to have a range of risks to consider,
so you do have to have people putting their

judgment once they have the numbers on the table.
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So we're not tal king about taking judgment out of
t he process. It's just you need to do the
analysis. As to if there were cheaper plans, |
mean, | don't want to speak for themand | don't
want to specul ate what goes on in their heads, but
the electric utility industry has been heavily --
has a paradigm of | oad growths, we build central
station power plants to neet the increased | oad
growth. \Whether we're in North Dakota, South
Carolina, Massachusetts or Arizona, generally
that's what a |l ot of the industry thinks, and that
may be their belief that, you know, with central
station, power plants are dispatchable, we can
control a system You go out and you spend 20
mllion dollars on DSM you don't know how much you
get back, you don't know whet her people use it on
peak, you don't know when the wind blows, so life
beconmes more conmplicated if you nmove away from
central station.

Q Aren't those reasonabl e considerations?

A Absol utely reasonabl e consi derations, but
given the uncertainties in today's world and the
800- pound gorilla that we're facing with climte
change, it's inevitable.

Q Then I"m going to -- | want to ask about
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some of those uncertainties, because you've been
rat her clear on the CO2 restrictions and the not
if, but when assunption. You have been critical of
t he conpanies for not assum ng an extension of the
production tax credit, so | assume you're assum ng
there will be one. But then you said there are
currently no commercially viable post-conmbustion
technol ogies to capture and store carbon. W/

t here be?

A. | hope so.

Q Shoul d the federal government invest a | ot
in that technology to accelerate it?

A. Absol utely, and they are. And | nean, |
think MDU and OTP are funding noney at some
university in North Dakota, and |I think that's the
ki nd of funding you folks should absolutely support
as much as possible.

Q But if we're to assune -- you're asking us
to assume that there's going to be CO2 restriction
public policy, there's going to be an extension of
t he production tax credit. Shouldn't we also build
into the future assum ng that there will be
commercially viable CO2 captured technol ogy at some
poi nt ?

A. Absol ut el y. You absol utely coul d. But if
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you do, you have to factor in the cost. You can't
just say that someday down the road you'll be able
to put a widget onto Big Stone Il and capture the

CO2 and stick

it in the ground for 300 years. You

have to factor in the cost. And the costs that

we're now seeing for estimtes of what carbon

capture sequestration will be are on the order of

30 to $50 per

ton of CO2, which is above our high

-- 1 can't tal k about nunbers. ' m sorry.
Q | know.
A. If 1 coul d. So | agree with you, that |

think it's reasonable if you're going to -- to

assunme that there would be post-combusti on CCS. I

have not hi ng

wrong with that if you also allow a

fairly wide risk for -- range for what it's going

to cost to do that. You can't just -- | mean, in

M nnesota the co-owners put on testinmony that said

a goal of the federal governnent is to have CCS

at -- is it 5 or $15 a ton in the year 2015? Well,
that's great, it's a goal. Nobody credi bl e thinks
it's a realistic target. It's a nice number, it
woul d be wonderful. So you need if you want to

i nclude that

al so have to

5 or $10, whatever that nunber is, you

allow for 30 to 50, and that's why

when doing these studies, you do a range of
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st udi es.

Q Al t hough in our part of the world, that
was -- just shift a little bit and get further
west. Getting back to Comm ssioner Wefald's
illustration of the CO2 that's being piped up to
Al berta for -- or up to Canada for tertiary oil
recovery, now you have a commercially viable
product at the end of it. That's got to have some
val ue on the other side; right?

A. | couldn't agree more. We are involved in
a study | ooking at the potential for CCS on
i ntergranular -- sorry -- integrated gas --
i ntegrated gas conbined cycle plants, and what our
conclusion is, is that you should build a number of
themwith CCS to test -- this concern about the
technol ogy, even though your plant here shows it
wor ks. Take the technol ogy out for test runs in
East Texas and take the carbon to the CO2 and stick
it in -- insert it into the ground for oil
recovery -- enhanced oil recovery. So what you
have is you have an econom c benefit from doing the
testing. So | agree conpletely. But every -- |
don't think there are going to be a | ot of places
in the U S. where you're going to be able to do

t hat, and, | don't know, | haven't seen any
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evi dence that you could do that from Big Stone.
But, again, if you do -- sorry for interrupting,

Comm ssi oner .

Q | under st and.
A But if you do, you've got to include the
costs -- include the benefits, you' ve got to

include the costs.

Q ' mjust going to ask one nore question,
ki nd of a general question, because you've been
rat her clear that you believe the conpani es have a
bi as, and you've explained it here now nore
recently as perhaps more of a culture than a bias,
m ght be a better word. | was going to ask you, do
you think Synapse has a bias? Do you have an
anti-coal bias?

A No. We would |ove -- believe ne, | would
love to testify that a coal plant was the nost
econom c option after the utility had done a

reasonabl e set of studies. My Iife on the witness

stand would be a | ot easier. We haven't seen it
yet. No, | don't feel like we're anti-coal. W'd
| ove to see there be coal with CCS. It woul d make

t hi nki ng about the future a ot more optim stic.
COWMM SSI ONER CRAMER: Thank you. | have

not hi ng el se.
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JUDGE WAHL: Any further questions from
the Comm ssion? M. La Seur, followup.
REDI RECT EXAM NATI ON
BY MS. LA SEUR

Q Well, M. Schlissel, you were asked about
t he potential bias or associations of Synapse and
some other clients that you' ve worked with in
M nnesota. Wuld you mnd telling us who sone of
your other nore representative clients are?

A. We work for environmental groups, such as
our clients in this case. W also work for state
regul atory comm ssions. Ri ght now |I'm doi ng work
-- 1'"ve done work recently for the Arizona
Cor poration Comm ssion, for regulatory comm ssion
staff in a nunmber of states. | ve just conmpleted a
big project for the U.S. Department of Justice. W
have a wi de range of clients. W work for some
private businesses. |'ve done -- just did a
project for General Electric. So our clients are
not just group -- environmental groups who don't
like coal. We do work for some wi nd devel opers.
We're doing work on a project right now
col l aborative of regulators and utilities in New
Engl and, and we're doi ng modeling using a

Strategi st nmodel of determ ning avoided costs for




10
11
12
13
14
15
16
17
18
19
20
21
22
23
24

25

496
setting demand side management programs.

Q Now, we know in North Dakota of all places
that it is possible to capture CO2. Are there
reliable costs associated with building that kind
of technol ogy today?

MR. GUERRERO: Obj ecti on. ' m going to
obj ect . | think he was asked the question earlier
that there are no cost-effective technologies to
capture CO2. | think that was pretty clear in his
testinony early on.

JUDGE WAHL: But the question is related
to the North Dakota process?

MS. LA SEUR: Ri ght . |"mreferring to
gasification as opposed to putting some post-
combustion control on a PC pl ant.

MR. GUERRERO: Thank you.

JUDGE WAHL: Overrul ed.

THE W TNESS: My understanding is that for
the gasification process, that there are workable
t echnol ogi es. | don't know the costs associ ated
with those, but, again, it's a different type of
pl ant than Big Stone II. It's a plant where you
woul d gasify the coal first before you conmbusted it
to produce power.

Q (MS. LA SEUR CONTI NUI NG) But that is a
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ki nd of plant that could be built today?

A. Sur e. | GCC plants are being proposed
around the country.

Q Are there any currently functioning?

A. Yes, there's several plants. Commercially
the main two are Tanmpa El ectric has one down in
Tanpa, Florida, and Duke Energy | ndiana owns the
Wabash River Plant in -- | guess on the Wabash
Ri ver in |Indiana. Nei t her of those does CCS, to ny
knowl edge. The Tanpa plant is about to do CCS.

Q So it's not really a conparison between
not hi ng bei ng possi ble today and a technol ogy
potentially devel oping down the road? It's a
choi ce between not paying a premumto build that
ki nd of captured technol ogy today and hopi ng that
somet hi ng cheaper will come up?

MR. GUERREROC: ' m going to object. It's
a | eadi ng questi on.

JUDGE WAHL:  Sust ai ned.

MS. LA SEUR: It's my witness.

MR. GUERREROC: Right. And it's a |eading
gquesti on.

Q (MS. LA SEUR CONTI NUI NG) \What would you
say is the -- what would you say is the price

differential between a PC plant and an | GCC pl ant
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today in general terns?
A | think generally the capital cost is

consi dered roughly 20 percent, sonmething on that

order.

Q And is there a difference in operating
costs?

A. There may be. | ve not | ooked at it very

recently at all.

Q As conmpared to other utilities whose
resource planning you' ve analyzed, what is your
opinion as to the quality and effectiveness of MU
and OTP's energy conservation progranms in this
state?

MR. GUERRERO: ' m going to object on the
rel evance. The relevance of other utilities
t hroughout the country as conpared to these
utilities, what is the relevance of that question?

JUDGE WAHL: Ms. La Seur.

MS. LA SEUR: We' ve heard testinmony that
the Big Stone Il option is nore econom c than
demand side managenment. We would Iike to offer
testi nony about how well demand side management is
bei ng handled in this state.

Q The testi mony does not say that Big Stone

Unit Il is nore cost-effective than demand si de
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management . | think it's pretty clear that the
testi nony suggests that Big Stone Il includes --

JUDGE WAHL: All right. The way to do
this is with argument. The objection is overrul ed.

Q (MS. LA SEUR CONTI NUI NG) Would you Iike
me to repeat the question?

A. No. | think | remember it. Wy
understanding is that OTP has fairly effective
energy efficiency prograns in M nnesota, but it
does not inplement those to any significant degree
outside M nnesota. And M nnesota, | guess, is
responsi ble for roughly half of its sales. One of
the things we found when we | ooked at the nodeling
that OTP did for -- with regards to Big Stone was
that it assumes | ess energy efficiency than it
actually has been achieving.

Wth regards to MDU, it's my understanding
that they don't do a very aggressive job of
i mpl ementing DSM, but | have not | ooked at it in
great detail. My col |l eague, Tim Wolf, who
menti oned before, is now Comm ssioner Wool f
for the Massachusetts Utility Comm ssion, |ooked at
it in detail, and |I remenmber working with him and
review ng his testimny.

Q Why would a utility claimto have achi eved
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| ess in demand side management than it actually

had?

A | don't know. You would have to ask them
why they -- | don't think they claimless. | think
t hey assune | ess for the modeling. | don't know
the reason. All | know is that's what the results

appear to be.

Q You were asked about the M nnesota PUC s
assignment of a zero cost to CO2 emitted in South
Dakot a. Do you know if the State of M nnesota has
the authority to assign carbon costs to generation
outside its borders?

MR. GUERRERO: ' m going to object, calls
for a | egal concl usion.

JUDGE WAHL: Overrul ed.

THE W TNESS: | believe the answer is yes,
that the utilities that operate within its
jurisdiction, that the Conmm ssion can require them
to consider costs, and those costs would be either
an externality cost or -- the costs we're talKking
about are not environmental externality costs.
These are internalized costs paid for by the
utility and its ratepayers. That's very distinct
from externality costs. But | don't see any reason

why a regulatory comm ssion couldn't require
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compani es to consider internalized costs or
externality costs when evaluating options absent a
statute such as the State of North Dakota has
deemed in its wisdomto pass.

Q (MS. LA SEUR CONTI NUI NG) What is the
difference between nodeling generation alternatives
as you do and devel oping an integrated resource
pl an?

A. The difference is in an integrated
resource plan you | ook at supply and demand si de
options and you don't just nodel demand -- supply
side alternatives. That's it sinmply. You assume
t hat increased demand can be met through supply --
" msorry -- not only through supply, but through
al so demand reducti on methods, either capacity or
energy or both.

Q And so why is it that Synapse isn't able
to offer specific proposals for alternatives?

A. We in Mnnesota didn't have the time or
the resources to develop an alternative plan for

t hese conpani es.

Q s it correct -- for the record, we can
di scuss this a little. s it correct that
Strategist rejected BS Il in multiple scenarios

that did not involve CO2 costs?
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A. That's correct. That's what you see on
tabl e 9.

Q So even if this Comm ssion can't use CO2
costs in its deliberations, they could still rely

on your analysis to reject this pre-prudence
application?

A Yes.

Q Has it been your experience that
regul ation or regul ators have been necessary in
other states to shift traditional utility operation
model s toward nore nodern operational nodel s?

MR. GUERREROC: | guess I'm going to
obj ect. | don't understand the question, vague.

JUDGE WAHL: Overrul ed.

THE W TNESS: | don't know -- you know,
it's basically the chicken and the egg. | mean,
we've seen a |l ot of movement in recent years to
utilities doing sophisticated planning. | RP,

i ntegrated resource planning, which was basically
ten years ago, people would hush about it in the --
at NARUC conferences. They would kind of whisper
to each other. It's back with a bonbshell. Every
pl ace that |'m aware of alnost is doing integrated
resource planning. Even states that have

deregul ated |Ii ke those in the Northeast and the M d
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Atl antic are back into integrated resource planning
because they realize there has to be a planning
process.

As to your specific question, | don't -- |
mean, | really don't -- | knowit's redirect, but I
don't know how to answer the question because sone
states do it, push the utilities, other utilities
don't need to be pushed. lt's really utility and
state specific. Go out to the West Coast, all up
and down the West Coast, and utilities are really
pushi ng sophisticated planning, including CO2
costs.

Q (MS. LA SEUR CONTI NUI NG) And has that
form of planning been successful in economc ternms
for those states?

MR. GUERREROC: ' m going to object. |t
calls for specul ation.

JUDGE WAHL: Overrul ed.

MR. GUERREROC: Coul d they define what it
means in terms of success in economc ternms?

JUDGE WAHL: You'll have a chance to
follow up, M. Guerrero.

MR. GUERRERO: Thank you.

THE W TNESS: | actually can't answer in

terms of econom c sense. | can say that California




10
11
12
13
14
15
16
17
18
19
20
21
22
23
24

25

504
has significantly reduced the demand -- increases
in the demand for electricity through all of the
myriad of programs it's inplementing.

MS. LA SEUR: Okay. Il think I"Il leave it
t here. Thank you.
JUDGE WAHL: M. Bi nek.
RECROSS- EXAM NATI ON
BY MR. BI NEK:
Q Looki ng at your table 9 on page 68, in
running this model, when you have the increased
DSM, how does the model work? Do you plug in a

number of DSM into the nodel ?

A. M ke Drunsic, whose testimny we filed and
everybody passed on, ran the nmodel. Basical |l y what
| did was -- a group of us said these are the

i nputs we want to use, gave themto M ke, M ke put
themin the model, we produced results, we

di scussed them Unfortunately, he's the one for

t he actual answer. "Il give you what | believe is
the fact.

We specified amounts of DSM and cost --
different costs of DSM  There would be some | ow
cost, then there would be bl ocks of higher cost and
then there would be a third set of Dbl ocks of

i ncreased higher costs so that the model could
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choose very -- a maxi num anount of | ow cost,
additional md cost and additional high cost DSM

Q Okay. And in running your nmodel, you
allowed it to select these different bl ocks. How
in practice would this work? You've got a nodel
pi cking all kinds of different blocks of energy
t hat may or may not be avail abl e. How does the
utility use that? How does it put it together to
come up with a plan for providing the necessary
generation that it needs?

A The same way a utility plans for power
pl ants that have forced outage rates. You' re not
sure -- you can't be a hundred percent sure that
any power plant is going to be there on the peak,
so you have reserve margins, you have connections
to nei ghboring systems, you belong to ever | arger
power pools or independent system operators, as
they're now called, so that if you need nore power
t han you have and can generate on your own system
or if you can buy power cheaper than you can
generate, you're able to do so.

Q Wth the -- let's just go back to DSM
When you're inputting DSM vyou're basically making
a judgnment that what MDU or Otter Tail projects for

their DSM that's achievable is wong and that there
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can be more DSM, is that basically correct?

A You start with energy and then you
translate that into peak demand. Let me give an
exampl e. Another way that you ensure you have
enough energy-generating capacity to meet your
needs is that -- and as we did in the modeling for
MDU, if you believe that you can save each year an
additional 1 percent of your energy sales in
commercial, industrial sector, you put in your
model you only assunme half a percent, you be
conservative, so that if you're wrong and if all
t he people that you believe will participate in the
program don't or if they don't inplenment it as
extensively as you do -- as you m ght hope they
woul d, you allow yourself some security.

Q You talked a little bit about judgment
entering into this whole thing. You run your
model , then you have to | ook at those nodels and
use some judgment in deciding how you're going to
pl an your system to meet your needs. Does -- in
| ooking at fuels, does -- is it appropriate for the
utility to ook at things like the availability of
coal versus oil or natural gas, for instance, the
supply of it, the fact that it's -- that type of

fuel does not have to be inmported? Are those all
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factors --

A. Absol utely.

Q -- that go into the --

A. Of course, they are. Of course, you | ook
at your cost and risk associated with relying on
natural gas, but you also | ook at your cost and
risk of relying on the shippers of the coal out of
t he Powder River Basin. Are there going to be
train derailments |like there were in May -- was it

May and September or May and November of 2005? Are

there going to be severe disruptions? | know that
some utilities -- | believe it was OTP was one of
them -- have sued the shippers because of concerns

over collusion to raise prices. Those are all
factors you consider in your fuel so that
there's -- everywhere you | ook there's uncertainty.
What |'m saying is a prudent utility studies and
eval uates the risks associated with that
uncertainty to the maxi mum extent possible, and
t hese conpani es have not.

MR. Bl NEK: | have nothing further.

JUDGE WAHL: We have a | ot of new
i nformation. Do the Comm ssioners have any further
gquestions?

MR. GUERRERO: Excuse me. | believe if
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' mnot -- did we skip nme on redirect --

COVMM SSI ONER WEFALD: We ski pped Todd.

MR. GUERRERO: -- after Ms. La Seur?

JUDGE WAHL: Did I?

COMM SSI ONER WEFALD: | thought you were
goi ng around the roomin that direction and woul d
get back to you.

JUDGE WAHL: No. | did, M. Guerrero.

MR. GUERREROC: Thank you.

JUDGE WAHL: Not hi ng personal, you
under st and?

MR. GUERREROC: | don't take anything
personal. Thank you.

COMM SSI ONER WEFALD: Can we have a five-
m nute break, or do we want himto go through his
guestions first before we get our five-m nute
break?

JUDGE WAHL: We can recess for five
m nut es.

COMM SSI ONER WEFALD: Thank you.

(Recess taken at 2:28 p.m to 2:38 p.m)

JUDGE WAHL: We're back on the record.
M. Guerrero.

MR. GUERRERO:. Thank you, Your Honor.
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RECROSS- EXAM NATI ON
BY MR. GUERRERO:

Q M. Schlissel, let's start with the
Strategist nodel.

A. Okay.

Q You did not write the model; correct?

A That's correct. M. Drunsic did.

Q M. Drunsic. How | ong has Synapse owned
t hat model ?

A We don't own it. We license it for
projects. W' ve used it on four or five projects
now.

Q When did you license it first?

A | don't remember the first time. We had
done it on a project before the modeling we did in
Big Stone, but | don't remember what -- | think

t hat was a Nova Scotia project.

Q Is it true that -- | recall from M nnesota
that you first licensed it in Septenmber of | ast
year.

A. | don't recall. For Big Stone we did, but

| believe we had used it before.
Q But you're not certain?
A. That's correct. It's not something I

woul d be concerned with.
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Q And since then you've said -- you just
said that you' ve used it a couple of times -- two,
three more times since you used it for Big Stone?

A Yes. We've used it at several -- three,
four nore tinmes.

Q Do you know how I ong Otter Tail Power
Conpany has been done resource -- integrated
resource planning?

A. |'ve seen their 2002 plan, but | assune
they did it before then.

Q Woul d you disagree with me if | told you

t hat they had been doing it for more than 20 years?

A No, no reason to disagree with that.
Q Do you know how | ong Mont ana- Dakot a
Utilities has been doing integrated resource

pl anni ng?

A. What it called its best cost planning, |
don't know.

Q Woul d you have any reason to disagree if |
told you that this Comm ssion ordered it as a
result of a 1987 matter?

A. Again, | wouldn't have any reason to
di sagree with it.

Q Let's talk a little bit about your conment

about some states seem to push integrated resource
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pl anni ng, conservation, et cetera, nore than
others, and | think you mentioned California in the

same cont ext.

A. Yes.
Q Could you tell the Comm ssion what
percentage of m x of resources California utilities

mostly use?

A. The m x. | mean, they use natural gas,

t hey use hydro, they have a couple of nuclear power
pl ants, they buy some power that's generated from
coal, although they're going to stop -- from out of
st ate. They're going to stop doing that. | think
that's generally their mx. There's sonme
geot her mal .

Q How much coal do you think they have in
California?

A. In California?

Q Mm- hmm Yes.

A | have no idea.

Q How much coal do you think they use in
California as an overall percentage of the
resources?

A | don't know. | know that they're
pl anning to phase it out, but | don't know exactly.

Q If I told you it was approximately 5
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percent, would you have any reason to disagree?

A. No.
Q When you say "phase out," are you
referring to the new California Utility Comm ssion

order that addresses |ong-term power purchase
contracts from coal ?

A. From my general understanding of it, yes.

Q Do you know whet her or not there's any off
ramps with respect to that proposal ?

A. | i magi ne there probably are, but |I'm not
famliar with it in detail. ' mjust generally
famliar with it.

Q Wel |, when you say they're going to get
rid of it, they're not -- you don't really mean
they're going to get rid of power purchase
agreements for coal, do you?

A. My understanding -- | said ny
under st andi ng was they were going to phase out
t heir purchases of coal -- the purchase of power
fromcoal -fired generating units. It's just a
general understanding fromreading the industry
literature. It's not froma review of the specific
proposals before the Comm ssion or any Conm ssion
orders.

Q Thank you. \Where do you think California
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stands in terns of its residential retail

electricity rates versus North Dakota?

A. Probably higher. Probably nmore expensive.
Q Do you know how much nmore expensive?

A. No. | ve not done that anal ysis.

Q Now, you said that Otter Tail has done a

pretty good job with energy efficiency and demand
si de managenment. Wbould you believe that that's a
result of progranms adopted by the State of

M nnesota, at |least in part?

A. |'d have no reason to di sagree with that.

Q Well, do you think M nnesota has been a
state that's pushed their utilities?

A Sure, but that doesn't mean a utility

can't do it in a state that doesn't push as hard.

Q | understand that. That quite wasn't ny
gquesti on.

A | know.

Q So the question is, do you believe

M nnesota is one of those states that pushed their
utilities?

A | understand that they did -- they have.
It has been important to the M nnesota Conm ssion,
yes.

Q And you believe this Comm ssion has pushed
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Mont ana- Dakota Utilities?

A ' ve not reviewed how much this Comm ssion
has pushed. Seems to me fromtheir coments today
that they're concerned about the issue.

Q | think that's a fair statenent. Do you
know whet her -- so you don't have an opinion
whet her or not the State of North Dakota has pushed
either Otter Tail or Montana-Dakota Utilities with
respect to integrated resource planning?

A. Well, if | used your assunption, which is
that Otter Tail did it because M nnesota pushed
them then --

Q Well, let me stop you right there, M.
Schlissel. | don't have an assunption in ny
gquestion, so if you could just try to answer the
gquestion, that would be better.

A. You better rephrase it. | didn't
understand it then.

Q The question is whether or not do you
believe the North Dakota Public Service Comm ssion
has been one of the states that's pushed its
utilities on integrated resource planning? Do you
have a plan on that?

A M nnesota, yes.

Q | think |I said North Dakot a.
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A. Nort h Dakota, | said a couple answers ago
| don't know. |'ve not | ooked at it.
Q Ms. La Seur asked you a question about the

distinction or the difference between nodeling
generation alternatives versus an integrated
resource plan. Do you recall that question?
A. Yes.
Q And you would agree that M. Greig's
anal ysis was nore of a generation alternatives

anal ysis versus an integrated resource plan;

correct?
A Yes.
Q And you're not sitting here -- you're not

suggesting as you sit here today, M. Schlissel,
that M. Greig was submtting his report as an
i ntegrated resource plan?

A No. M. Greig would have to say what he
IS supporting it as. | don't see any DSM in there,
so | think it's a limted anal ysis.

Q She asked -- Ms. La Seur asked you some
guesti ons about | GCC plans and you tal ked about at
| east two, Tanpa Electric and Duke Energy. How bi g
is the Tampa Electric facility?

A. | think Tampa -- | think they're both on

the order of 300 megawatts. The Tanpa one may be a
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little smaller. | have | ooked at it recently, but
| just can't remember the size, but they're not
five or six hundred megawatt plants.

Q Do you know what their operating
characteristics have been?

A. | understand that for periods they had
poor operating performance because they relied on a
single gasifier and that there's thought to install
dual gasifiers so that would inmprove their
availability significantly.

Q And who financed those facilities, at
| east in part; do you know?

A. No.

Q Woul d you agree with me that the federal
government financed those facilities in part?

A. That rings a bell, but, again, | don't
know.

Q What about the Mesaba Energy Project in
M nnesota, do you know anything about that? That's
an | GCC project.

A The only thing I know about Mesaba is that
some of the |lawyers who were in the hearings with
you and me in M nnesota had been in the Mesaba case
because they tal ked about it.

Q So you don't know who is financing, at




10
11
12
13
14
15
16
17
18
19
20
21
22
23
24

25

517
| east in part, that facility, either?

A No. | know the federal governnment is
financing I1GCC facilities, that there are
incentives and guarantees, and is the EPACT 2005,
but | don't know about specific projects.

Q Why do you think it is that the federa
government has to finance those facilities at | east
in part? Do you have an opinion?

A As to why they have to? Probably because
the desire to use domestic coal and al so because of
the prem um of the plants being more expensive than
your pul verized coal plants.

Q And that it may be difficult to get
financing fromthe capital markets?

A. Oh, sure.

Q Comm ssioner Wefald had asked you sone
guesti ons about natural gas backing up wi nd, w nd
backi ng up natural gas. Do you recall those
gquestions?

A Yes.

Q You' re not suggesting that the applicants
have suggested that the appropriate way is to build
wi nd and then back it up with natural gas, are you?

A. | don't know. Do you nmean a specific

nat ural gas plant?




10
11
12
13
14
15
16
17
18
19
20
21
22
23
24

25

518

Q Well, you're not -- in your reference to
M. Greig's analysis and then generally, we've had
this discussion in this hearing about wi nd and a
backup with natural gas to sort of replicate a
basel oad facility. You're generally famliar with
that; correct?

A. Ri ght. That's what | believe the
co-owners' position has been.

Q Okay. And where do you think that
position has been stated?

A. The two studies that are presented as
Exhibits MR-1 and MR-2, the rebuttal testinony that
| think M. Greig filed, maybe M. Morlock, as
well, in South Dakot a.

Q So then you disagree with M. Greig's
analysis of his own study that what he was trying
to do was conpare a baseload coal facility with a
basel oad natural gas facility and then let the
natural gas facility back down as wi nd energy came
on so that essentially it would |ower the fuel cost
of that facility? Do you disagree with his
characterization of that study?

A. | would have to conpare his -- what you
say is his characterization of that study with the

materials fromthe rebuttal cases in South Dakot a,
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which represent -- which engage the issue as | just
explained it.

Q "Il try to make this brief, M.

Schl i ssel. "' m showi ng you what has already been

i ntroduced into evidence as OTP/ MDU Exhi bit 309 and
it's M. Greig's rebuttal testinmony in this case,
and I'm | ooking at page 12. And the question is,
on line 14, First, the purpose of our analysis was
to conpare the econom cs of basel oad generation
alternatives. In the combi ned cycle generation
turbi ne plus wi nd-gas turbine, plus w nd
alternative, the CCGT plant is the basel oad
alternative being conmpared to the Big Stone |
project, not the wi nd energy purchase. Do you have
any reason to quarrel with that representation?

A Yes. | don't have the documents with me,
but that's conmpletely opposite to the way the issue
was engaged in South Dakot a.

Q Well, |I'"m not asking you about South
Dakot a. | "' m asking you about his report that's

filed here.

A. Well, he has to -- you're asking me to
expl ain what he means -- what he's presenting. How
am | supposed to say -- | can't say that he doesn't

believe that. ' mnot trying to say | don't
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believe that. All |1'm saying is that the issue was
engaged as |'ve presented it in South Dakota, which
is that the conbined cycle facility would back up
t he wi nd.

Q How many times have you revi ewed that
report now since we have been in three states, M.
Schlissel ?

A. |'ve reviewed -- | don't know. | don't
keep count. But 1've reviewed the testimny -- the
rebuttal testinmony again of M. Morlock and M.
Greig in South Dakota and, as you're aware, also in

M nnesota on many of these sane issues.

Unfortunately, | don't carry it all around with me
so | can't pull it out here to show you, but it's
my recollection, and one I'll stand on, that the

i ssue was having a gas plant to back up the w nd.

Q You tal ked about shi pper disruptions, |
believe, in response to Ms. La Seur -- | can't
recall -- and you specifically mentioned the 2005,
2006 disruptions at Big Stone Unit I. Do you know

how many di sruptions they've had since the
commerci al operation date of that facility?

A. | didn't mention Big Stone | at all. I
menti oned the supply disruptions com ng out of --

for the coal com ng out of the Powder River Basin.
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| understand from sonme data responses in this case
that there were sonme disruptions at Big Stone | the
fall of 2006 when the coal pile went down. Wy
famliarity with the issue is through work I did in
Ar kansas | ooking at supply disruptions and rel ated
costs at Entergy Arkansas's power plants as a

result of derailings on the Powder River Basin

railroads.

Q So do you know how many di sruptions Big
Stone Unit | has had since its commercial operation
date?

A Supply disruptions, no, | haven't |ooked
at it.

MR. GUERREROC: One moment, Your Honor. No
further questions. Thank you.

JUDGE WAHL.: | " m acutely aware, of course,
of the time constraints, but, nevertheless, there's
even nore new i nformation here.

THE W TNESS: |'mready to stay as |l ong as
you need nme.

JUDGE WAHL: So any further questions from
t he Comm ssioners?

COMM SSI ONER WEFALD: | have none at this
time.

JUDGE WAHL: Comm ssi oner Cl ark.
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FURTHER EXAM NATI ON
BY COWMM SSI ONER CLARK:

Q | just can't help a little nore on this
California thing, but you did bring it up as an
exampl e of a state doing sophisticated resource
model i ng and you had indicated that you thought
Nort h Dakota's rates -- retail rates were probably
| ower than California's. Do you have any reason
not to believe that North Dakota's retail electric
rates are in the bottom six or seven of all states
in the country?

A To tell you the truth, sir, | have no idea
where they stand.

Q Have you heard of -- have you been made
aware of rolling blackouts in North Dakota at any
time in the recent past?

A No.

Q A governor of the State of North Dakota

being recall ed over electric issues?

A It probably would have made the Boston
papers.
Q Is it fair to say that North Dakota has

probably done a lot right in the electricity market
vis-a-vis California?

A. That's one way to |look at it. Another way
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to look at it is the problenms haven't --

Q Rat es and service?

A -- the problems haven't gotten around to
hitting yet, and that while you may have done an
excellent job to date, with the new -- you know,
' m thinking of the Ronald Reagan canmpaign ad with
t he bear in the woods. Well, the bear may be out
there in the woods that we need to protect agai nst
now.

Q California -- what appears on the flag of
the State of the California?

MR. BREEN: Obj ecti on.

COMM SSI ONER CLARK: "1l withdraw the
gquesti on.

MS. LA SEUR: Obj ecti on.

THE W TNESS: | have to say | have been
cross-exam ned for 30-sonme-odd years and that's
probably the first time |I'm absolutely speechl ess.

COMM SSI ONER CLARK: | don't have any
ot her questi ons.

THE W TNESS: | hope | can look that up at
the airport. | don't want to sit on a plane the
whol e way.

COMM SSI ONER CLARK: If I know my state

flags right, | think it's a bear.
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JUDGE WAHL: Any other questions fromthe

Conmmi ssion?

COMM SSI ONER CRAMER: No. Thanks.

JUDGE WAHL: Fol |l owup, Ms. La Seur?

MS. LA SEUR: No, sir.

JUDGE WAHL: M. Guerrero?

MR. GUERREROC: No. Thank you.

JUDGE WAHL: M. Binek?

MR. Bl NEK: No.

JUDGE WAHL: Ms. La Seur, before M.
Schlissel leaves, | don't think you have offered

the intervenors' exhibits. Amr | m staken about

t hat ?

MS. LA SEUR: | believe I did.

JUDGE WAHL: Did we?

MS. DANI ELS: Yes, we did.

JUDGE WAHL: | " m sorry then. | don't know
how I m ssed that. The other thing I was a little

concerned about was the question of foundation.

Did you not wish to offer the foundation |

suggested in my order for M. Schlissel's testimony

under Rule 703? Suit yourself, but when | drafted

my order, | thought that the questions of
specul ati on and hearsay m ght be addressed by

foundation in accordance with Rule 703. Do you
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want to do that or not?

MS. LA SEUR: | would be happy to submt
that to the Comm ssion within the week, if you
woul d - -

JUDGE WAHL.: No. | think all you need to
do is ask him whether the facts and data he relies
upon for his advice and opinions is of the type
relied upon by experts for their advice and
opi nions for the consideration determ nation of
i ssues such as this. | think that's what's m ssing
here. Now, | don't want to tell you how -- | don't
tell you how to run your case, but it seemed to nme

that when | reviewed M. Schlissel's direct

testinmony, | didn't find that foundation and |
understand it isn't often routinely -- or routinely
of fered, but, nevertheless, | had an objection as

to specul ati on and hearsay.
MS. LA SEUR: Thank you, Your Honor.
JUDGE WAHL: The only basis for that
specul ation is the absence of that foundati on,
t hi nk. | don't doubt M. Kuntz may di sagree with
that, but, | mean, that's his job. So what do you
want to do?
MS. LA SEUR: Can | go ahead and address

the witness on that point?
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JUDGE WAHL: Pl ease.

MS. LA SEUR: Thank you.

Q (MS. LA SEUR CONTI NUI NG) M. Schlissel
are the facts and data in this particular case upon
whi ch you base your opinion or inference those
perceived or made known to you at or before the
hearing and of a type reasonably relied upon by
experts in this particular field in form ng
opi nions or inferences upon the subject? Does that
about sumit up?

A. The answer is absolutely, yes.

MR. KUNTZ: M. Hearing Exam ner, m ght |
ask a couple questions in support of my objection?

JUDGE WAHL: Sur e.

MR. KUNTZ: M. Schlissel, you're trained
as an engineer; is that correct?

THE W TNESS: That was ny -- some of nmny
education, yes.

MR. KUNTZ: And your opinions today, are
you offering those as an engi neer?

THE W TNESS: No. |"moffering those as
someone who has 34 years of experience in the
utility industry and has worked on all of the
matters that you can read in Exhibit DAS-1 to ny

testi nony.
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MR. KUNTZ: So you're not offering
opi nions as an engi neer today?

THE W TNESS: No. | " m offering opinions
of David Schlissel. David Schlissel, part of ny
educati onal experience is engineering.

MR. KUNTZ: So David --

THE W TNESS: But, also, David Schlissel
is the person who has done the work | outlined, has
been accepted as an expert in state court -- courts
and regul atory conmm ssi ons.

MR. KUNTZ: SO0 are you an expert on

policy? |Is that what you're an expert on?

THE W TNESS: No. | believe I'm an expert
and been accepted as an expert on utility planning,
on utility need for new capacity, power plant

operations and costs. Those are sonme of the
el ements.
MR. KUNTZ: But isn't that an engi neering
di sci pline?
THE W TNESS: No. lt's combi ned
engi neering, policy, econom cCs. It's a wi de range.
MR. KUNTZ: And so the discipline that
you're testifying on is this broad range of things
t hat includes engineering, econom cs and policy?

THE W TNESS: Generally, yes. It probably
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includes other things, as well, but all of which
|*ve worked on in one stage or another of ny
33-year career.

MR. KUNTZ: So experts of that nature
woul d rely upon statements out of the popul ar press
made by a president of Duke Energy to make their
pl anni ng decisions in what to build in North
Dakot a?

THE W TNESS: No. People -- experts
testifying when | ooking at the issue of is the --
does the electric industry seriously consider there
is a potential for regulation of CO2 em ssions,
woul d | ook at statements made by the heads of maj or
utilities in the nation. That would be one source.

MR. KUNTZ: Experts would or David
Schl i ssel woul d?

THE W TNESS: Experts woul d. ' ve seen
any nunber of other experts rely on very sim/lar
statements.

MR. KUNTZ: That | ook upon what the other
utilities do in order to drive their decisions for
their utilities?

THE W TNESS: Correct. Utilities rely on
each ot her. Utilities belong to organizations to

| earn about what other utilities do.




10
11
12
13
14
15
16
17
18
19
20
21
22
23
24

25

529
MR. KUNTZ: So you're here as an expert to

tell this Comm ssion based upon your opinion about

what you're hearing fromother utilities what these
utilities should be doing?
THE W TNESS: No, not at all. | "' m here as

an expert saying this is what the industry outside
Nort h Dakota is saying about CO2 regul ati on.

MR. KUNTZ: Then that becones --

THE W TNESS: That is an inmportant issue.

MR. KUNTZ: That becomes the basis for
your opinions on here?

THE W TNESS: Yes.

MR. KUNTZ: No further questions and |
renew nmy objection.

JUDGE WAHL: But your objection to what,
M. Kuntz? M. Schlissel is not a fact witness, is
he?

MR. KUNTZ: No. He' s being portrayed as
an expert witness --

JUDGE WAHL: Ri ght.

MR. KUNTZ: -- Your Honor, and | think if
you went to the Daubert analysis, frankly, | don't
think this person is an expert on anything that
he's offered opinions here.

JUDGE WAHL: But you haven't made that




10
11
12
13
14
15
16
17
18
19
20
21
22
23
24

25

530
obj ection before.

MR. KUNTZ: Well, but I'm saying what he's
relying upon -- he hasn't really identified an area
of expertise that he's an expert in. He's offering
basically policy, personal opinions that | don't
t hink are supported by anything other than hearsay
and things that he's reading in the popul ar press
and not supported by any scientific-type analysis
t hat woul d be required under a Daubert anal ysis.
And that's what |'m saying, what he's presented
here is hearsay --

JUDGE WAHL: Yes.

MR. KUNTZ: -- and specul ation.

JUDGE WAHL: Yes.

MR. KUNTZ: ~-- for which the foundation
has not been adequately |aid by what Ms. La Seur
has put forth. It's not my obligation to base the
foundation to meet an expert's Daubert anal ysis.

JUDGE WAHL: No, | agree. But -- Ms.

La Seur, do you wish to respond?

MS. LA SEUR: | believe we've offered
sufficient evidence of this man's expert
gqualifications in this proceeding.

JUDGE WAHL: M. Kuntz, nunmber one, and

' m not being -- I'"mreally not being critica
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because this all -- there was a |ot of things
happening in a very short period of time here, but
your objection, | think, is untimely. Now, | may
be wrong about that, but, in any event, | think
based on the witness's education, training and
experience and certainly on the testimny that he's
of fered based on what appears to be a | ongstanding
and wi de-rangi ng experience, | think he qualifies
as an expert and the objection is overruled. And
to the extent, for the record, that your objection
rel ates back again to your objections to hearsay
and speculation in his testinony, that's al so
overrul ed upon the foundation. Anything further
for the record?

MR. KUNTZ: No. | just was making ny
record and preserving nmy objection because | don't
think the foundation is there.

JUDGE WAHL: Under st ood. Ms. La Seur,
anything further for the record?

MS. LA SEUR: No. | think we'll let him
get to the airport.

JUDGE WAHL: Yes.

THE W TNESS: Thank you. That was a nice
way to get sent off. Thank you all for having the

chance to speak to you
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COMM SSI ONER WEFALD: Thank you.

JUDGE WAHL: You know, | want to be sure

there's no question that | just -- |I'musually
pretty careful about that. There's no question
that | --

MR. KUNTZ: Remenber, that's when |
renewed my objection, was after she offered the
exhi bits and then you accepted them is ny
recollection.

JUDGE WAHL: All right. All right. I
must have been distracted enough not to mark the
paper. Thank you. Al'l right. Next, M. Kuntz,
we're back to you.

MR. KUNTZ: Cross of Ms. Stonberg.

JUDGE WAHL.: Yes, please, Ms. Stomberg.
Ms. Stonberg, you understand, of course, obviously,
t hat your testimony remains under oath and subject
to penalties of perjury?

THE W TNESS: | do.

JUDGE WAHL: M. Breen.

MR. BREEN: We have no cross of Ms.

St omber g.
JUDGE WAHL: M. Bi nek.
MR. Bl NEK: | have a few questions.

Sorry, forgot to turn the m ke on.
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ANDREA STOMBERG,
havi ng been previously duly sworn, was exam ned and
testified as follows:
CROSS- EXAM NATI ON

BY MR. BI NEK:

Q In your testinmony you tal ked about MDU' s
i nvol vement in the 500 megawatt Lignite Vision 1 --
Vision 21 plan at Gascoyne. \Why was that project
abandoned, or is "abandoned" not the appropriate
wor d?

A "1l be happy to address that. That is
al so further addressed by M. Duane Steen, but ['I]
certainly answer that. The 500 megawatt LV21 pl an
is alignite -- was a lignite plant |ocated at
Gascoyne. 500 nmegawatts is a size of a plant that
gi ves you an economy of scale that makes it --
i mproves the economcs of a plant. 500 nmegawatts
is our entire | oad. By ourselves we cannot -- it
woul d not be prudent at all to have all of our
generation comng from one plant.

So to achieve the econom es of scale that
we would like to see for our customers, we went out
hopi ng that we could find partners for that 500
megawatt plant and that we could take a portion of

t hat plant that would be adequate for our needs and
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t hen get partners, simlar to what we have done
here at Big Stone. There are partners, too, to
share the | oad. Gascoyne is very renote from | oad
centers, and there's not a |lot of transm ssion to
t hose | oad centers, and we were unable to find
partners to take up the additional megawatts in
t hat plant, and so we | ooked at several other
sizes, ultimately permtted a 175 in ternms of air.

Q Do you think there's any possibility that
a coal-fired plant could feasibly be constructed at

Gascoyne in the future --

A. Yes, | do.
Q -- or is that pretty nuch a dead issue?
A. No. | do believe that that's a good

| ocation for a coal-fired plant, yes.

Q I n your testinmony on page 7 you make the
statement, Reliance on a strict |east-cost resource
deci sion may not enconpass renewabl e energy, my
not support the availability of |ow-cost energy to
attract new custonmers as a result of economc
devel opment efforts, or enconpass off-system sal es
t hat benefit Montana-Dakota customers. Wbuld you
pl ease explain that statement?

A Sure. That statement was made in

reference to the 2003 I RP nmodeling, which the
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model i ng, itself, selected gas turbines as a next
resource, as the |east-cost resource for our
company. And, again, if you go strictly |east cost
in terms of capital costs, you may not enconpass
the type of -- let me back up here again a little
bit.

|f you pick gas turbines to really fil
the niche that you need in the planning for your
resource as presented in the model, it would pick
that -- pick that resource, that gas turbine, and
that's very expensive energy. The capital costs
are | ow, but the energy is very expensive and
subject to the fluctuation of the gas pricing as
well as the availability of that resource. That is
not going to be an attractive energy type to supply
to a large industrial that wants to conme in and
says, | need |l ow-cost energy for a |long period of
time. You can't do that with gas turbines. So
it's a | east-cost resource, but it may not be the
best-cost resource to neet the needs that you hope
you'll see within your service territory.

Addi tionally, renewable energy is not
usually a | east-cost resource. So if you have to
go with strictly | east-cost resource planning,

you're likely to exclude wind, certainly going to
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exclude solar, going to exclude a | ot of these
ot her technol ogies that sonme people have interest
in our developing -- in us developing if you have
to be tied to strictly | east-cost energy
sel ections.

Q Thank you. "' m sure you heard the
exchange -- testinony regarding MDU s DSM efforts
and the theory that MDU isn't doing enough to
pronmot e demand side managenment. \What is your
response to those criticisns?

A. Well, the criticisms -- | did listen to
t hem | think when you tal k about the rate of
penetration of DSMin certain markets -- and |I'm no
expert here and | will defer to M. Heidell on sonme
of this, but I'"lIl give you some -- my answer --
that it's a |lot easier to have a | ot of DSM
penetration in a market where your prices are 15
cents than they are when they're 7 cents. There's
a lot nore incentive for people to do DSM in an
expensive -- for instance, a California market. I
think that's why you see DSM penetration there much
deeper than you do here.

Secondly, we do have a -- what | think is
a fairly robust DSM program We have shown in ny

testinony that we're | ooking at close to 20
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megawatts of DSM in the foreseeable future and we
will continue to grow that program Mont ana- Dakot a
al so recently created a position for a person to do
not hi ng but DSM-type work, so | think we can show
that we are serious in advancing DSM where it makes
sense for our custoners.

MR. Bl NEK: | have no further questions.
JUDGE WAHL: Questions by the Comm ssion.
Comm ssi oner Wefal d.
EXAM NATI ON
BY COWMM SSI ONER WEFALD:

Q Yes. Yesterday Otter Tail was comenti ng
about their demand side management activities and
they said that -- first, M. Uggerud said that they
have 699 negawatts of generation on their system
and then they said that in M nnesota, which
enconpasses about 50 percent of their custonmer
group, they've been able to inplenment -- or they
plan to i mplement 67 additional megawatts of demand
si de management, and so |I'm | ooking right now, even
-- | don't know what they already have presently on
their system but | know at | east he mentioned 67
megawatts, and so maybe that's what's going to be
t he potential plus what currently is existing. ' m

not quite clear on that, but | do know he menti oned
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67 megawatts. So right now they have -- let's say
it's approximately 10 percent of their generation,
they're anticipating to have in megawatts of demand
si de managenment and that's from 50 percent of their

customers, of their load. All right?

A Mr- hnm

Q And so | | ooked -- I'"m Il ooking at
Mont ana- Dakota Utilities, and you can perhaps help
me again because | don't have -- it's M. | msdahl
this norning was talking to us about -- let's see,

it's under 3. He said that MDU has 476 nmegawatts
of generation, and | believe he said that 65
percent of the customers are in North Dakota.

Let's start with that question.

A. That's about correct.

Q Is that correct?

A. That's about correct.

Q So if someone has a calculator, let's take

476 times 65 percent, and what is the answer to
t hat question first?
A. Somebody.
UNI DENTI FI ED PERSON: 3009.
(COVM SSI ONER WEFALD CONTI NUI NG)  3009.
Maybe | wasn't follow ng the question

Q 3009. So if 67 megawatts -- if Otter Tail
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can find 67 megawatts of demand side management
from 50 percent of 699 of -- you know, from half
their people on a system of 699 megawatts of
generation, then should MDU be able to find -- now
|*ve got to get this right -- an appropriate
percentage? Why risk the math.

A. An appropriate. Well, | guess first off,

|'d have to say | don't think we have identica

systens.
Q Well, it is as far as generation --
A well - -
Q -- or custonmer profile?
A. In terms of customer profile. | mean, |

honestly don't know if you have nore or |ess
commercial or industrial than we do or if we have
more retail. | think -- and, again, | am not a DSM
expert, but | don't think you can conpare. | mean,
"' m not sure we have apples to apples here. W
have apples to oranges.

Q Let's say you did. Let's say you did.
Let's say you did have a systemthat was simlar in
| oad profile, et cetera.

A. Yeah.

Q What has MDU done recently then to | ook

for resources that are -- for demand side
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management that are under -- you just said we offer
power in North Dakota for your custonmers of
approximately 7 cents a kilowatt-hour?

A. Ret ai | .

Q Retail. All right. What would you say is
t he generation cost and what are your distribution
and transm ssion costs to add up to that 7 cents?

A. Well, roughly -- 1 think I can say this,
roughly 3 cents in distribution, 1 cent in
transm ssion, and about 3 cents in power
gener ati on.

Q Okay. So we heard yesterday that the Big
Stone Pl ant would have generation costs of 6.9
cents, and if we use those same figures of 3 cents
for distribution and 1 cent for transm ssion, we
woul d be up to 11 cents.

A well - -

Q So what demand side resources has MDU
| ooked at that are under the cost of 6.9 cents for
generation plus, you know, however you figure,
because then you don't have to have the
di stribution and transm ssion costs for demand si de
management and so you're at 11 cents.

A. | think what | would really prefer to do,

because I'm not sure -- nmy rate people can tell me
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if I"mwong, but I think the calculation is not
quite that linear. And what 1'd prefer to do, |

guess, i s address your question, what have we

done -- and | hope that's going to answer your
guestion -- what have we done with regards to DSM
| ately.

Q No. | don't want that question, because |

can see in your testimny what you' ve done | ately.

A. Okay.

Q You have told us in your testinmony that
you've considered -- and this is under M.
Hei ney's -- is that his name?

COMM SSI ONER CLARK: Hei del | ' s.
THE W TNESS: Hei del | ' s.
Q (COWM SSI ONER WEFALD CONTI NUI NG) - -
Hei dell's testinony -- and where is that |ocated
again in the exhibit book?
MS. DANI ELS: 7. Tab 7.
Q (COWM SSI ONER WEFALD CONTI NUI NG) Tab 7.
And you go back to his study that he did of

i ntegrated resource plan, and it's on page 4.1, and

it says --
A | don't have that in front of ne.
Q -- In addition to the generation options,

PA included three demand si de management options as
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contracts based upon extrapol ation of data from
Mont ana- Dakota's 2005 integrated resource plan.

One was based upon Mont ana- Dakota's 2005 integrated
resource plan, so there was one that was in your
integrated resource plan and the other two were the
result of discussions with Montana- Dakota. The
three demand side options are 7.36 negawatts of
residential and conmmercial air conditioning peak
control measures avail able at a cost of 373 per
kil owatt and an additional 5 and 10 nmegawatts of
conservation avail able at 470/ kil owatt and 560/
kil owatt, respectively. And these are summari zed
in table 4. 2.

A. Thank you

Q So that adds up to a total of 27 megawatts
over a periods of 20 years.

A. Okay.

Q Because they're dated years avail able 2011
t hrough 2025, and sone are avail able 2009 to 2025.
So we don't know exactly if those are going to be
put in place any time before 2025. You've |eft
yourselves a | ot of options.

A. Okay. So, again, would you please restate
your question to ne?

Q My question is, what demand side options
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are available to MDU -- have you | ooked at the
options that are available for your customers --
demand si de managenment options that are avail able
up to the cost of generation that would be
available fromthe Big Stone Plant?

A. From Big Stone. Okay. | don't think I
can answer that question.

Q Could you file that as a late-filed
exhibit then with the Comm ssion? Can you file the
same information Otter Tail said they would file
yesterday with us?

A. | believe so. | don't know why we
couldn't do that. We do | ook at a broad suite of
DSM prograns, and if it's as sinple as | ooking at

the econom cs of those against the projected costs

on Big Stone, | believe we can do that.
Q Okay. | believe this is what we asked for
yesterday, and then you tell me if |I've got it

Wr ong. Okay. Yesterday | requested that M.
Mor |l ock provided a late-filed exhibit listing Big
Stone |1 and other supply side options as well as
demand si de managenment and ot her demand side
options. Those options would be listed in the
order of inplementation thereby reflecting the

relative cost of those options. And can MDU
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provide a simlar late-filed exhibit?

A. Sur e. Certainly.

Q Now | would be happy to hear what you have
been doing as far as trying to find demand side
management options.

A. Well -- and, again, | think what our

program said are planned for the next several years

are pretty well laid out in our testinmny and al so
are further fleshed out in the IRP, which will be
filed on July 1st with your -- with you, and I'm

sure you're | ooking forward to that.

Q. | am

A. And certainly Energy Star -- | ooking at
actual demand reduction, Energy Star prograns,
refrigerators and freezers, refrigerator roundup,
which is an incentive to have people clear their
old refrigerators, their beer fridges basically,
out of their garages and reduce those
inefficient -- relatively less-efficient
appliances, residential and comercial air
condi tioner cycling and high-efficiency air
condi tioners, high-efficiency motors and, of
course, our demand response rates are all prograns
we are | ooking at inmplementing or expandi ng between

"07 and ' 09.
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Q What is the one air conditioning cycling?
Does that just mean people -- describe that to ne,
what that is.

A. The air conditioning cycling, I don't --
as | understand it, you have a thernmostat that
allows the utility to control that air
condi ti oni ng.

Q So you'll be turning it off and on as you
hit peaks?

A Correct.

Q Do you have that in place in any of the
states at the present time?

A No. It is a project under devel opment.

Q So when do you anticipate having that in
pl ace in North Dakota?

A. | believe -- you know, | don't know. I
don't know what the dates are for that program
Like | said, these are intended to be inplemented
between '07 and '09. And it's also a matter, of
course, of having custonmers willing to have those
thermostats in their hones.

COMM SSI ONER WEFALD: | understand. Okay.
| think that's all. Thank you
JUDGE WAHL: Any further questions from

the Comm ssion? Comm ssioner Clark.
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COMM SSI ONER CLARK: | do have a few.
EXAM NATI ON
BY COWMM SSI ONER CLARK:

Q ' m going to ask a question which is maybe
ki nd of a general public question because it's one
that | get asked fromtinme to tinme. MDU is --
Nort h Dakota is the | argest percentage of MDU s
system both geographically and sal eswi se, is that
correct, on the electric side?

A Correct. That's correct, yes.

Q Nort h Dakota has the best wi nd resource as

cal cul ated on a whol e nunber of bases; correct?

A Mr- hnm

Q But as of yet MDU doesn't have any wind in
Nort h Dakot a. | understand that there's a proposed
project in Montana and | think that -- now, was
that allocated -- will the cost of that be

al l ocated just to Montana?

A. No. | believe that's part of our
integrated system as all our energy resources are.

Q Why doesn't Mont ana- Dakota have any wi nd
power in North Dakota, its |argest customer base
and the best state for wi nd resource?

A. Mont ana- Dakota, | believe, was the first

state to sign a PPA for wind off of a project. | t
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was a 20 megawatt project that the devel oper did
not develop. W had a 31 negawatt project in South
Dakota that the devel oper also defaulted on. I
t hink that our record stands for -- on its own with
regard to having attenpted to devel op wi nd projects
in North Dakota. The Montana project is in
response to the renewable portfolio standard in
Mont ana, and we are going to be devel oping that
ourselves in part -- well, part because the
econom cs indicate that that is the cheapest way to
devel op that, but, also, because we're pretty sure
it will get done if we're going to develop it
ourselves. W are certainly going to be responsive
to the North Dakota renewable portfolio standard - -
excuse me -- objective and will be | ooking at what
is econom c for our custoners in the State of North
Dakota to develop in North Dakot a.

Q s the Montana site the most econom ca
site to pick in the entire footprint?

A. | couldn't answer that.

Q Should I direct questions about some of
t he Gascoyne econom es of scale, things |ike that,
to M. Steen?

A. That woul d probably be the nost

appropriate witness, yes.
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Q And the Strategist questions to M.

Hei del | ?
A. Yes, pl ease.
Q | have a few questions about the coal

supply problems, which I think you referred to as a
hi ccup, although others on the record, | think
refer to it in alittle stronger terns,
catastrophic, severe, serious. s MDU a menmber of

the EElI, Edison Electric Institute?

A. Yes, we are.
Q The reason | ask is because -- and the
reason that |1'm going to have the follow ng

guestion is related to some testinmny that EEI
provided in that Senate commttee hearing that |
had di scussed yesterday from Thursday, May 25th,
2006, and it related to the cost that ratepayers --
the cost that ratepayers were incurring due to the
hi ccup. Now, this is EEI testinony delivered by
David W I ks of Xcel Energy. States, However,
utilities have seen a marked deterioration in rail
service in recent years particularly from coa
deliveries fromthe PRB. Moving on later in the
testinony, The shortfall in rail coal deliveries
has had many far-reaching consequences over the

past year. Numerous utilities were forced to
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i nvoke coal conservation programs under which they
burned natural gas to replace coal-fired generation
or purchased additional power, nmnuch of it from
gas-fired plants in the whol esale markets, often at
dramatically higher prices than the cost of their
own coal -fired resources. Later on, In order to
replace an estimated 20 mllion-ton shortfall in
PRB coal deliveries in 2006, electric generators
may be forced to use approximately 340 billion
cubic feet of natural gas, costing at |east 2
billion dollars nmore than coal that will not be
delivered this year. The additional use of natural
gas to generate electricity in place of coal comes
at a particular inopportune time as the price of
natural gas across the country remains at near
record | evels, causing additional pain not just for
electricity consumers, but also those using natural
gas as feedstock for manufacturing products or home
heating fuel. Restriction in the supply of PRB
coal has also likely contributed to a doubling of
t he coal spot market price, increasing those prices
fromroughly $7 per ton to nore than $14 per ton in
2005.

This is my background. How much have MDU

customers paid through the fuel clause adjustnment
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in extra charges thanks to the Burlington Northern
Santa Fe's inability to neet its coal hauling
obl i gations?

A In 20067

Q Rel ated -- related to the -- what you
descri bed as a hiccup.

A. Fair question, and | do not have that
number at my fingertips right now. However, |
t hink we can probably put some brackets around that
and get that to you.

COWMM SSI ONER CLARK: Can that be provided
fromOtter Tail, as well?
MR. GUERRERO: We will certainly attenpt

to.

Q ( COMM SSI ONER CLARK CONTI NUI NG)  Okay.
And the reason | ask and the reason that it's
i mportant and the reason | bring it up, it's easy
to describe something as insignificant or mnimze
it when the utility company is not the entity that
has to pay it. EEl, who both of these conpanies
bel ong to, estimated 2 billion dollars in costs
bei ng passed on to consuners. Consumers m ght not
call that a hiccup. Consumers m ght not dim nish
the i mportance and the inmpact of having one single

coal supplier over a single line, so that's why |
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bring it up and that's why | think it's so
i mportant in this case.
Are you aware of the -- what is the net

cost of electricity right now Coyote versus Big

Stone?

A. Versus Big Stone 17?

Q Yes.

A Oh, boy. | believe | have that in sonme
papers on my -- that | didn't bring up here with
me.

MR. KUNTZ: Do you want it -- these
papers?

THE W TNESS: Just the top.

COWMM SSI ONER CLARK: That woul d be great
if that could be.

THE W TNESS: | thought they were in here.
Sir, you know, | have a lot of -- there are a | ot
of numbers out there and | have a | ot of nunbers in
my head and |'m al ways very |leery of pulling
nunmbers out of my head. And I'mafraid | don't --
| thought they were on this and | don't think
have them here. They may --

COMM SSI ONER CLARK: Wwell --

THE W TNESS: ' m sorry. You know, |

really should have those.
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MR. KUNTZ: Can we provide that in a
| ate-filed exhibit?

COMM SSI ONER CLARK: Yeah, if that could
be provided. And one of the things, | think, that
woul d be hel pful for me in that breakdown is if it
could be -- if enphasis could be paid to the inpact
of the different construction times of those two
pl ants. |'"'minterested in when you take into
consi deration current fuel costs and current
production costs what -- how do those two plants
equate as far as a net cost of energy to North
Dakota consumers, understanding that they're
constructed different times during different --

MR. KUNTZ: You're | ooking more froma --

THE W TNESS: Capital ?

MR. KUNTZ: -- cost of electricity froma
fuel cost basis efficiency versus capital costs
or --

COMM SSI ONER CLARK: Sort of overall.
Overall versus -- | think you would have to break
down capital costs.

MR. GUERREROC: Depreci ati on.

COMM SSI ONER CLARK: Depreci ati on of each,
fuel costs, just so we get a sense for how those

two units --
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MR. GUERRERO: M. Comm ssioner, if |
could, I think -- certainly Otter Tail will try to
hel p provide that information, as well, along with
Ms. Stonberg, but it may be possible to have M.

Rol fes or M. Uggerud take a stab at that question
and then also follow up to the extent that that may
be hel pful.

THE W TNESS: Are you basically | ooking
for the equival ent busbar costs of Coyote and Big
Stone versus Big Stone I|17?

COMM SSI ONER CLARK: | woul d have thought
so, but after our |ast discussion about busbar
costs, now | don't know what to think about those.
But, you know, that would be hel pful in the m x,

t 00.

THE W TNESS: Oh, okay. So it's not just
energy costs that you're interested in? You're
| ooking at basically all-in costs, including

capital costs, depreciation, financing?

COMM SSI ONER CLARK: | want what will give
me -- | don't know the right way to say
specifically what | want, but | want what will give

me the best appl es-to-apples conparison of how much
the electricity comng fromthese two plants costs

for North Dakota consuners.
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THE W TNESS: For North Dakota consumers?

COMM SSI ONER CLARK: So | can conpare it.
Yes.

THE W TNESS: Somebody got that all down?
|'ve got some notes here. Okay.

Q (COWM SSI ONER CLARK CONTI NUI NG) Then just

a couple nore questions on the supply problens.
You had stated that -- | can't remenber your exact
wor ds, but you had some |evel of confidence that
this was being addressed by the BNSF. Have you - -
outside of the testimony, which consists of two
paragraphs from M. Brautovich, have you, yourself,
reviewed the detail ed spending plans, projections,

| ogi stics, those sorts of things, that the BNSF is

going to be putting into that particular |ine?

A | have not reviewed the details, no.

Q Have you reviewed a -- this is according
to his testimony -- a report froma conpany call ed

CANAC, C-A-N-A-C, a firmspecializing in railroad
capacity planning, which is currently completing an
anal ysis of the BNSF systen??

A. No, | have not personally reviewed that,
no.

Q So is the basis of your statement sinply a

faith in BNSF that they'll do what they said they
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A Well, to a certain extent my statement was

based on tal king to our manager of our power plants

who has ongoi ng di scussions with BNSF and the
reports that he's giving me -- admttedly, that's
t hirdhand -- or secondhand -- that we do get
cooperation fromthe BNSF and that we have had a
return to adequate train cycle times and adequate

stockpiles at our plants to keep us operational,

which is basically the way our plants operated for

many, many years before the increasing problems in

the PRB Basin, that | believe that Burlington

Nort hern addressed quite nicely saying that they're

in business to keep us in business and they're
addressing it by a fairly aggressive building of

trackage in that area.

Q Al t hough most of the years of that service

woul d have been prior to the huge run-up in demand

for PRB coal, wouldn't it?
A. Absol utely.
Q | mean, we are in a new world.

A. No, | agree. And |I also think that the

mar kets tend over time to work, perhaps nessily, to

bal ance that, the demand and supply, not that it's

not without its problems, its hiccups, its delays,
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its issues.

COMM SSI ONER CLARK: That's all 1'"ve got.
Thank you

JUDGE WAHL: Comm ssioner Cramner.

COMM SSI ONER CRAMER: Thank you.

EXAM NATI ON

BY COMM SSI ONER CRAMER:

Q | have a fewand I'm-- it's always hard
to be the | ast person because | don't want to be
redundant. But goi ng back to Comm ssioner Clark's
first question, realizing you don't know the
benefits or why the 20 megawatt or if the 20
megawatt wi nd project in Montana was the | east
expensive. Thinking back to the previous project,
t he 31-and-a-half megawatt w nd project in South
Dakota that was defaulted on by the devel oper, do
you recall what the benefits were to building that
project or entering into that agreement as opposed

to a North Dakota wi nd project?

A Well, that was a project that was
actually -- came under the old PURPA regul ati ons
where -- I'mtrying to figure -- to remenmber what

t hose exactly were, but basically a qualifying
facility could force their energy on your system at

your avoided cost, and, of course, that can be a
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pretty contentious situation to try to pick through
to determ ne what that avoided cost was, and we
worked with this devel oper and signed -- ultimtely
signed a contract which we thought was reasonabl e
wi t hout actually going through the agony of the
heari ngs which we would have had to in South
Dakot a. It was not a project that we would
necessarily have chosen, but not having a choice,
we made the best of what we thought was a bad | ot.

Q. Wth the new incentive, the new -- |
shoul d back up, | guess. That wouldn't be rel evant
to you because you've al ways had the opportunity to
t ake advantage of the investnment tax credit in
Nort h Dakot a.

Let's go on to the delivery problems with
PRB coal, see if | can come up with a couple new
guestions that | jotted down. Setting aside
deliverability issues there or the reliability of
delivery, assum ng them do you have any concerns
froma rate standpoint once you become further
captive to BNSF, given its history? | cited
several cases yesterday and the person from BNSF
di sputed sonme of those, but | have since | ooked at
the STB website and the STB, at |east in our part

of the country, has not recently, anyway, found in
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favor of a utility in this region in a rate
di spute. Do you have any concerns about
accel erated rates once you become further captive
to this one railroad?

A. | think that is an unknown that is of sonme
concern, yes. W don't know what the rate is going
to be. W have not negotiated that with the BNSF.

Q The |l ack of knowi ng that, | have to, once
again, say, is a major factor in nmy considering
prudence. Not knowi ng creates disconfort, which is
a problemfor me in determ nation prudence. You
did state earlier, though, that just as Big Stone
Il is captive to one railroad, a m ne nouth plant
is captive to one m ne conmpany. Comm ssi oner Clark
asked you to eventually provide information,
guess, that would substantiate what it's cost MDU
customers in North Dakota to be captive to the
hi ccup. Do you have any data that would verify how
much MDU customers in North Dakota have had to pay
due to the captivity to a North Dakota lignite m ne
as a result of some of the things that you tal ked
about, moving to less-quality coal, more sodi um,
water in the pit, and those types of things?

A No, | don't have that quantified, and

think it would be difficult to closely quantify it,
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but there are undoubtedly costs and | can certainly
attenpt to put some bookends around that.

Q | want to -- well, I'Il ask this nore
general question. You' ve tal ked about, | think, in
your original testimony and in your summary t hat
mul tiple partners was a benefit. | think all --
everybody has testified that multiple partners in
Big Stone Il has been a benefit. Are there some
di sadvant ages that you've noticed to having
mul tiple partners, especially with such multiple
corporate cultures?

A Well, it's been interesting. W have

interesting nmeetings. One of the things that has

pl eased me greatly, however, is that this group,
the Big Stone Il group, works together
extraordinarily well. One of the things that we --
one of our bylines is that we will assunme good

intentions, and that's hard sometimes, but that has
been a guiding light and I think -- | won't speak
for the whole group, but I will say from Mont ana-
Dakota, we work together as a group of dedicated
prof essionals who want to see this project go
because we believe it is in the best interests of
our customers -- co-op customers, munici pal

customers, | OU customers.




10
11
12
13
14
15
16
17
18
19
20
21
22
23
24

25

Q Fair enough. Then just a couple nore.
do want to ask a question specifically about
Gascoyne because you did reference in your
testinony that it was about 30 percent nore
expensive in your analysis.

A Mr- hnm

Q And realizing that 500 megawatts is the
scal e that makes it feasible, if at all feasible,
and that that's your whole | oad and you coul dn't
find partners, did you consider -- did you consid
of f-system sal es and the opportunity for that and
how t hat m ght make it nmore feasible?

A. Of 500 megawatts?

Q Yes.

A We did not consider selling four-fifths
this plant on the market.

Q Then let me ask this. Ils there -- are vy

fam liar that Westnoreland is | ooking at Gascoyne

560

er

of

ou

as a possibility for -- as an independent property?

They're trying to -- and are you famliar with
their offer to Xcel Energy for 375 megawatts,

i ncludi ng another 380 of wind that would be part
t hat, and went to the M nnesota PUC for perm ssio
for that?

A. |'"'mas famliar as in the popul ar press.

of

n
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| don't know a great deal about that.

Q Does that seem to you, given your
know edge of Gascoyne from MDU s anal ysis, as a
pl ausi bl e possible alternative to this -- to Big
Stone Il as a -- realizing an independent power
producer, would there have been any opportunity to
partner with an i ndependent power producer in
Gascoyne that would have been as good or better

t han Big Stone?

A. For us or for the entire group?

Q For you.

A. For us?

Q Taking a part of it. Was that ever part
of the m x?

A That is something we certainly discussed.
It's hard to -- it's hard to imgine that an | PP

could run a plant for our customers as well as we
could, and so turning over the control of a plant
for a significant amount of megawatts to someone
who | don't think would necessarily have our
customers' best interests in m nd would be very,
very difficult for us to do.

Q Goi ng back to Gascoyne, thinking about the
fuel source, realizing that Gascoyne woul d be a

m ne mouth plant far from | oad, obviously there
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woul d be transm ssion issues, but close to
obviously lignite, it also occurs to me that it's
consi derably closer to Powder River Basin coal.

Was there ever consideration to the possibility of
a plant that would not be captive either to one
type of coal or one conmpany or one fuel source?

A Frankly, that's one of the real advantages
of that site.

Q But not enough of an advantage that --

A. There are serious issues with that site.
There's no water down there, and that's a huge
issue. There are air quality issues in North
Dakota that drive the type of technol ogy you need
to use for that type -- for that |ocation that
change the economcs. There's -- it's a site with
its own issues.

COWMM SSI ONER CRAMER: | think everything
el se has been answered. Thank you.
JUDGE WAHL: Comm ssi oner Wefald.
COMM SSI ONER WEFALD: Yes.
FURTHER EXAM NATI ON
BY COWMM SSI ONER WEFALD:

Q On page 8 of your testinony you tal k about

your demand side management progranms and you

di scuss the ones that are avail able for residential
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and commerci al customers. Does commerci al
customers include industrial customers in these
three prograns?

A. Frankly, |1 can't answer that question.
don't know that for sure -- | don't know where
exactly that split is in this modeling. M.

Hei del | may know that or we can get that to you
with his discussion.

Q The reason | asked was because you have
the one in May, a program promoting high-efficiency
residential air conditioning, and that was started

in May of 20067

A. Ri ght .
Q And then you have the pronotion of
commercial lighting retrofits was started in

November 2006

A Correct.

Q. So that's one |I'm not sure whether that
includes industrial |oads or whether there's a
breakoff there.

A. No, | believe that that lighting retrofit
woul d have been available to commercial and
industrial facilities.

Q And then the other one that has to do with

the introduction of an air conditioning cycling
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program for commercial -- residential and
commercial customers, does that include industrial
customers?

A. | do not know what the sizes of air
conditioning involved in that is and whet her that
was applicable to an industrial type of |ocation.
We don't have much of an industrial |oad. W have
sone.

Q "' m thinking of like -- isn't Tesoro in
your service territory?

A Oh, vyes.

Q And isn't Bobcat?

A. And we do have sone, there's no question,
and, frankly, | can't answer that, but | certainly
could find out for you.

Q Okay. And so just to clarify, on my |ist
| wanted to include not just residential, but for
commerci al and industrial, as well.

A. Okay.

COMM SSI ONER WEFALD: Thank you.
JUDGE WAHL: Comm ssioner Clark.
FURTHER EXAM NATI ON
BY COWMM SSI ONER CLARK:
Q Just quickly to follow up on Comm ssi oner

Cramer's question about PRB coal being burned at
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m ne mouth Gascoyne. Wuld that same anal ysis
apply to m ne mouth operations generally in North
Dakota, that that is an advantage -- a fuel
diversity advantage that's more likely to be found
at mne mouth lignite operations where it's nore
i kely that PRB could be shipped in to repl ace
lignite as opposed to lignite being transported
somewhere el se to replace PRB?

A. | think that's clear, but --

Q. Some utilities in fact do that in North
Dakota, don't they, where they inmport PRB?

A Oh, yeah, and we use at our plants because
sonmetimes we can't burn the lignite without the PRB
to enrich the fuel. But if you don't have rail in,
t he chances of you building a facility with rail to
the PRB into the lignite field is slim

COMM SSI ONER CLARK: Okay. Thanks.

That's it.

JUDGE WAHL: Any further questions from
the Comm ssion? Why don't we take a brief recess
before we finish up today.

(Recess taken to 3:46 p.m to 3:57 p.m)

JUDGE WAHL: All right. We're back on the
record. M. Kuntz.

MR. KUNTZ: Thank you.
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REDI RECT EXAM NATI ON
BY MR. KUNTZ:

Q A coupl e areas, Ms. Stonberg. You
testified in response to some questions by
Comm ssi oner Cramer that you also share concerns
about, you know, coal price escal ation going
forward for Big Stone I1. How woul d you as a
project participant anticipate trying to resolve
t hose concerns?

A. Well, you resolve concerns |ike that in
negoti ations with your supplier as part of your
contract discussions. W've had sone informal
di scussions with BNSF, specifically about potenti al
contracts in the future and tariff rates, but until
we really have a project and we can say we're going
to haul this many tons of coal fromthis | ocation
to Big Stone, it's hard to really start having
serious negotiations with regard to rail rates.

Q And you also in response to a question
regarding -- | believe it was Comm ssi oner Wefald
about DSM nmentioned the fact that MDU and Otter
Tail may well have different custonmer profiles that
may not make a one-on-one DSM conpari son
appropri ate. Have you since had a chance to

consider as to an exanple of such a custonmer
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profile difference?

A Yes. | was able to step out and talk to
some folks, and | appreciated the break. That was
quite opportune for ne. Mont ana- Dakota up until a
handful of years ago was a wi nter-peaking utility.
Oter Tail is still a winter-peaking utility.
That's definitely an apples and oranges utility
ri ght there. One of the things that Otter Tail
apparently -- and please don't ask me details on
this -- is apparently able to do is with electric
heat an interruption of electric heat and swi nging
el ectric heat customers to propane or wood or other
alternate fuels. We don't have that flexibility
with -- first of all, we don't have a | ot of
electric heat, but, secondly, we don't have that
flexibility at our summer peak with air
conditioning |load. There's not really anything
else to fall to other than to tell people to go to
the mall, which is not what we do. So that's one
of the reasons it's going to be very difficult to
conpare DSM on our system with a w nter-peaking
systemup in this area.

COMM SSI ONER WEFALD: Thank you.
MR. KUNTZ: | have no further questions.

JUDGE WAHL: M. Breen.
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MR. BREEN: No questi ons.
JUDGE WAHL: M. Bi nek.
MR. BREEN: Excuse me a m nute, please.
MS. LA SEUR: Sorry. | do have a few.
CROSS- EXAM NATI ON
BY MS. LA SEUR
Q Ms. Stonberg, are you famliar wth
utility progranms that invest directly in energy
efficiency and pay for it through rate recovery
rat her than relying on consumer choices?
A. ' m aware that there are progranms |ike
t hat out there, yes.
Q Has MDU i nvestigated any programs |ike
that for the North Dakota market?
A. | am not the -- | am not the DSM guru and

| cannot answer that question. W have | ooked at a

broad range of DSM programs, but | don't know the
particul ars of those -- all of them
Q Are there DSM nmeasures that specifically

target peak consumption hours?

A. Are there DSM -- do we have thent?

Q | ' m asking, to your know edge, do they
exist?
A Oh, certainly, and actually we do have --

we do have some prograns |ike that.
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Q And are they feasible in North Dakota?

A. Absol utely.

Q Are they implemented in North Dakota?

A. We have sone, yes.

Q And let's see. Does -- as a general
rule -- | don't think anyone woul d argue that DSM
is -- has a one-to-one correlation with generation,

but as a general rule, does reducing demand enabl e

you to build smaller or fewer power plants?

A. Well, we are a small wutility and we have a
demographic that's largely residential. | can't
i magi ne that we could -- | don't know, but to get

enough DSM to really inmpact the size of a power

plant, | can't i magine. Furt her, you know, you
build power plants, | mean -- | don't think Kermt
is still here, but when you build power plants, you

don't tweak them five megawatts or ten megawatts
here and there. | mean, you can obviously. This
is a 630 negawatt plant nom nal. For us to have
enough DSM to make a huge difference in the size of

a power plant that we needed would be extraordinary

for us, | believe.
Q So the 67 megawatt nunber that's been
t hrown around as a goal in M nnesota, | believe, by

OTP, is that kind of demand avoi dance possible in
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Nort h Dakot a?

A Well, as | just explained, electric heat
is, | think, somewhat easier to get a DSMtype
program going with than an air conditioner on our
summer peak. ' m not sure |I've answered your
guestion. Wuld you repeat it?

Q | suppose it's nore about the amount
rat her than specific prograns. s a 67 megawatt
DSM demand reduction or new demand avoi dance
possible in MDU s North Dakota market?

A. Well, | suppose at some cost it could be.
| don't know if it's practical.

MS. LA SEUR: Thank you.
JUDGE WAHL: M. Binek?
RECROSS- EXAM NATI ON
BY MR. BI NEK:

Q Yes, | have one DSM question, even though
you're not the DSM person.

A l'1l do ny best.

Q Woul d you agree that the objective of DSM
should be to reduce generating capacity needed; in
ot her words, the size of the generator rather than
necessarily conserve energy, because running of the
exi sting generation as nmuch as possible would

result in more energy to spread costs over and
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t hereby | ower rates?

A. Well, that's -- you know, that's certainly
| egiti mte what you just said in terms of keeping
your generators running. Again, maybe in theory,
but as a practical matter on our system | don't
think you'd see a difference.

MR. Bl NEK: No further questions.

JUDGE WAHL: Any further questions by the
Comm ssi on?

COMM SSI ONER CLARK: No.

COMM SSI ONER WEFALD: No.

JUDGE WAHL: Thank you very much, Ms.
St omber g.

MR. KUNTZ: MDU calls James Heidell

JUDGE WAHL: M. Heidell, as you have
heard me advi se previous wi tnesses, your testinony
is required to be under oath and I'mrequired by
| aw t o advise you regarding perjury before
adm ni stering the oath. Perjury is a false
statement of material fact which you do not believe
to be true, in other words, generally speaking, a
lie. In North Dakota perjury is a Class C fel ony,
puni shable by a fine up to $5,000, a period of
i mprisonment of up to five years, or both,. W I |

you rai se your right hand, please.
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(Wtness sworn.)
JUDGE WAHL: M. Kuntz.
JAMES A. HEI DELL,
being first duly sworn, was exam ned and testified
as follows:
DI RECT EXAM NATI ON

BY MR. KUNTZ:

Q Pl ease state your name and busi ness
addr ess.

A | have to pull out nmy card since we noved.
My name is James A. Heidell. | work with PA

Consul ting. My busi ness address is 1700 Lincoln
Street, Suite 4600, Denver, Col orado, 80203.

Q What's your position with PA Consulting?

A. | am a managi ng consul tant.

Q And what business is PA Consulting engaged
in?

A. PA Consulting is a global managenent
consulting firm | work in the energy practice

t hat specializes in the analysis of electric and
gas markets.

Q What type of consulting services do you
provi de your clients?

A. | work for a variety of clients. For

retail utilities |I work in a variety of regulatory
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affairs, including rates and rate design, | work on
resource planning, advising utilities on whol esal e
mar ket prices and strategies. I n the whol esal e

sector | develop market energy forecasts, | advise

i ndependent power producers on M & A activity, and
| work for debtors and creditors in bankruptcies of
energy conpani es.

Q Coul d you describe for the Comm ssion your
educati onal background as well as your work
experience?

A Certainly. My educational background is |
have a bachel or of science in civil engineering
from Tufts University, | have a master's in
engi neering economc systens from Stanford
Uni versity, which is essentially operation and
research and nmodel i ng. | have an MBA speciali zing
in finance fromthe University of Washington, and I
am a chartered financial analyst, a CFA.

Q And your work experience?

A My wor k experience, | have been in the
energy industry for over 25 years, starting in
consulting, working in demand side managenment, in
conservation studies. | spent approximtely a
decade wor ki ng at Puget Sound Energy, an integrated

natural gas and electric utility, in Washington
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St at e. My duties there included managing their
federal and state regulatory processes and al so the
director of their financial planning and budgeting.
In the | ast seven years |'ve been at PA Consulting
where | have been involved in the activities that |
previously described in ternms of working for retail
utilities, independent power producers.

Q Did you cause to be prepared prefiled

direct and prefiled rebuttal testimny on behal f of

Mont ana- Dakota Utilities in this proceedi ng?
A Yes, | did.
Q In front of you are what's been marked as

Exhi bits MDU-209, 210, 211 and 212. Do you see
t hose docunents?

A Yes, | do.

Q And are those the docunents that | have
just referenced, your prefiled direct and rebuttal,
along with the supporting exhibits?

A. That is correct.

Q Do you have any corrections or changes to
be made to those docunents?

A. The reason |'m pausing, | have a m nor
change to make in MDU-211, which is not
significant, but as long as it's not trade secret,

| would like to make that correction
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is a trade secret

what | wanted to

s in table 3.4 and

Q Okay. | believe 211
docunment . Is it informati on that --
A. It's in table -- well,

change was, and it's mnor, it'

it's a number that's not
Q Okay.
correction.
A So this is
says Montana wi nd under
39020. That

to 30 megawatts.

in table 3.
capacity megawatts, it

shoul d have said 10 to --

a trade secret.

Then you go ahead and make the

4. The bottom Il i ne
says

10-30 -- 10

COVMM SSI ONER WEFALD: \What page is that
on?

THE W TNESS: |"m sorry. That is on page
3-2

COMM SSI ONER CRAMER: 10- 30, you said?

THE W TNESS: That is correct, sir.

COMM SSI ONER WEFALD: Haven't we turned
that in, that information?

COWMM SSI ONER CRAMER: | haven't.

MR. KUNTZ: Pardon?

COMM SSI ONER WEFALD:
be trade secret information?
MR. KUNTZ:

it when we're --

Yeah. We'

| s 3-2 supposed to

Il have to coll ect
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MS. DANI ELS: | think the redacted is in

the books.

COMM SSI ONER WEFALD: Okay. Thank you.

MR. KUNTZ: Then you can keep that.

Q (MR. KUNTZ CONTINUING If I were to ask

you the same questions that appear in Exhibits

MDU- 209 and MDU-212, would your answers be the

same?

A Yes, they woul d.

MR. KUNTZ: | would offer Exhibits

MDU- 209, 210, 211 and 212.

JUDGE WAHL: M. Breen.

MR. BREEN: No obj ection

JUDGE WAHL: M. Binek.

MR. Bl NEK: No obj ection

JUDGE WAHL: Exhi bits MDU-209 through 212,

i nclusive, are each received.

Q (MR. KUNTZ CONTI NUI NG) Could you provide

us with a summary of your testinony, M. Heidell?

A. Yes, | will provide a brief summary. I

want to start out
the services that
Utilities. | was
anal ysis of their

pl an.

with just describing the scope of
| provide for Montana- Dakot a
engaged to provide an i ndependent

-- to do a resource expansion
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The purpose of the resource expansion plan
is to identify the | east-cost solution to meet the
energy and capacity requirements of the utility's
retail load. This study did not consider all the
ot her factors that Ms. Stonberg and ot hers have
referred to as goes into the decisi onmaking
process.

| put together this analysis froma
variety of inputs, as is typically done, as |
typically do in those studies. Those inputs
i nclude discussions with the client, Montana-
Dakota, PA Consulting assunmptions and, al so,
reviewi ng some of the materials fromthe joint
proj ect sponsors.

| want to enphasize that this is an
i ndependent analysis as prepared on behal f of
Mont ana- Dakota. The assunptions were not jointly
devel oped with Otter Tail or other project
participants, and the results of this study are in
the Exhibit No. 211 that was just admtted.

In terms of at a high level, the results
of the analysis, the nodel selected Big Stone |1
| want to enmphasize that's part of an overall plan
of considering a number of resources. It includes

demand si de managenment options that we identified.
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In addition to, there are demand si de managenment
already in the | oad forecast, so we started with
assumptions that ongoing programs related to Energy
Star and other conservations were already in there.
In addition to the conservation that we started
with, additional DSM was sel ected, as well as we
have two wi nd projects in there, one of which has
been -- we've noted has since been cancel ed, but it
is in the model, and we have a gas-fired turbine,
so we have a m x of resources that were selected in
this optim zation process.

Then just quickly to address some of the
key items of the elements of nmy rebuttal. There's

been a bit of discussion about the costs of the Big

St one Power Pl ant and whet her -- what the nodel
represents. As | indicated, this was an

i ndependent anal ysis. It turns out that we started
with the same 2006 costs that everybody -- that the

project participants started with. W used a
2-and-a-half percent inflation factor because, as |
can explain later, the models basically all start
in 2006, then the nodel selects when resources come
in. The result is, though, that in 2011 or 2012
the costs that the model assumed is consistent with

the current cost estimates for the Big Stone Pl ant.
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The gas forecast -- we've had a fair
amount of discussion about the variability and the
volatility of the gas forecast. The gas forecast
today |l ooks a little bit |lower than -- | mean,
| ooks a little | ow conpared to our current
| ong-term gas forecast, as well as the cost of wi nd
tur bi nes have not come down yet, not that we
anticipated they would be.

But the result is that if you had higher
gas prices or higher wind costs, the options, there
woul d be less likely -- the model would be |ess
likely to select those resources and nore likely to
sel ect them so the nodel's analysis is
conservative in that sense.

| want to briefly address the issue of
of f-system sales. When | nodeled the Big Stone
Plant, | purposely limted it to only serve the
Mont ana- Dakota retail load -- integrated retail
load. So it specifically excluded any potenti al
for off-system sal es. | wanted to identify whether
Big Stone made sense to serve retail load. That is
why the capacity factors are |ower than what the
ot her applicants have. W do expect as part of
serving the market, that would have a capacity

factor consistent with what the other project
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participants are estimating that would result in
of f-system sal es and a benefit to the
Mont ana- Dakota custoners.

And | still think there's a little bit of
confusion, so | want to emphatically say that we
did not Ilimt wind by -- we did not imt the --
putting wind in the nmodel. | mean, the nodel can
sel ect as nmuch wind as was economcally viable, and
we tested that in multiple ways. And that
concludes my summary.

Q M. Heidell, there's been considerable
di scussion this afternoon regarding table 9 and
table 10 in M. Schlissel's testimny. Are you

famliar with those?

| am
Q Do you have themin front you?
A. No, | do not.
Q Let me show themto you. And you were

here for M. Schlissel's testimony; is that
correct?

A. That is correct.

Q And did you hear M. Schlissel's testinony
to the effect that he and his associ ates made some
assumption changes in the nmodeling that you did to

determne if there would be different results in
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your model i ng?

A. That's correct.

Q And, supposedly, tables 9 and 10 are a
reflection of the results that his group obtained
after they made changes in the assunmptions used in
your nodeling; is that correct?

A. That is correct.

Q You' ve had an opportunity to review the
results of M. Schlissel's renmodeling, if you wll,

of the Strategist?

A Yes. To be specific, |I'"ve reviewed the
results, but | have not been -- | am not sure that
| have these specific input files. | haven't

reviewed all the inputs.

Q And do you have any comments in terns of
t he appropriateness or the reasonabl eness of the
results reached on tables 9 and 10 in M.
Schlissel's testinony?

A. Well, | want to coment on two -- first of
all, as | say in ny rebuttal testinmony, is it
possi ble to have Strategist runs that don't pick
Big Stone? Yes, of course. It depends on the
assumptions that -- it's a nodel, it's dependent
upon the assunptions.

Looking at the first scenario that doesn't
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select -- in table 9 where Big Stone i s not
selected is the increased DSM. We | ooked at -- in
di scussing the inputs for the DSM when we started
this nodeling process, we talked with
Mont ana- Dakota, we | ooked at their conservation
programs, we tal ked about what was already in the
| oad forecast so that some conservation is in the
| oad forecast and doesn't have to be selected by
t he model. We went over those assunptions and we
also, in nyself talking to other people in PA who
specialize in these studies and | ooking at the
region to determ ne that we thought they were
reasonabl e, we made an assessment that the
assumptions were reasonabl e based at a high |eve
of not doing a detailed review of the Montana-
Dakota system but of the understanding of the
nature of the service territory, their relatively
rural nature, the relatively low income of a number
of the customers, the m x of residentiall/
commercial. At a high level we thought they were
reasonable. We did not do a detailed study. So,

t herefore, | disagree that the amount of
conservation at the price that's avail able that was
assumed in the Synapse study is necessarily viable

f or Mont ana- Dakot a.
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Q But theoretically you can put DSM | evel s
in at prices that you choose to get a result that
woul d sel ect sonmething other than Big Stone I17?

A. Wel |, absolutely. | mean, mathematically
this is a model, and if you put in enough
conservation that has a | evelized cost below $65 a
megawatt - hour, then conservation is going to be
selected. So the real question is the input, is
how much conservation is available on what time
frame to displace the need for new generation.

Q What about on table 9, changing the
assunption regarding the increase in Big Stone |1
capital cost?

A. As has been discussed fairly extensively
on the record, there's a |lot of cost pressures in
t he i ndustry. | did not run this scenario just
increasing Big Stone by 10 percent. | have run the
scenario of increasing all the -- did run the
scenario of increasing all the resources by 10
percent and that does not change the selection of
Big Stone. And | would conmment that in dealing
with independent power producers and M & A
activity, that the cost pressures related to
buil di ng new combi ned cycle plants are as real as

they are for coal plants.
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Q Do you have any other conmments or
criticisms regarding the work that M. Schlisse
did with respect to your Strategist modeling?
A. No. It's an issue of assumptions, not of
-- it's really just an issue of the viability of
their assunptions.
Q So do you stand by the work that you did,
M. Heidell, for Montana-Dakota in that the Big
Stone |1 option appeared to be the | east-cost
option of those that were nodel ed?
A Yes.
MR. KUNTZ: We have no further questions,
woul d tender Mr. Heidell for cross-exam nation.
JUDGE WAHL: M. Breen.
CROSS- EXAM NATI ON

BY MR. BREEN:

Q Sir, on the models you've -- you've used
the Strategist nmodel; is that correct?

A. That is correct.

Q And did you use different coal prices,

hi gh and | ow, medi um coal prices, in that model
over the time period needed by Big Stone I|17?

A No. In the scenario that we ran we used
one coal price forecast and one gas price forecast.

MR. BREEN: Thank you
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JUDGE WAHL: Are you finished, M. Breen?

MR. BREEN: | won't make a Daubert
obj ecti on.
JUDGE WAHL: M. Bi nek.

MR. BI NEK: Yes. Thank you.

CROSS- EXAM NATI ON

BY MR. BI NEK:

Q In the -- again, referring to the table 9

from M. Schlissel's testinmny, when he ran or put

in the different inputs into the model, I'm

assum ng from what you stated in your testinony the

only capital cost that he increased was the Big
Stone Il Plant. Were there no other capital cost
i ncreases model ed by hi nf?

A. That is my understandi ng based upon the
wor k they presented in M nnesot a.

Q | |l ooked at your direct testinony and |

was kind of intrigued by the information | pulled

of f of your Exhibit JAH-2 concerning conparisons of

Big Stone | and Coyote. Those are essentially
identical generating facilities; isn't that
correct?

A | believe that there are sonme slight
variations in the heat rate.

Q But basically they're the same type of
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pl ant ?
A. Ri ght .
Q And were built about the same time; is

t hat correct, also?

A. Actually, |1 do not know. | believe that's
correct, but | do not know the in-service dates for
both pl ants.

Q Looking at table A-1, which is a unit
operations forecast, on page A-2 is the forecast
for Big Stone | and on page A-3 is the forecast for
Coyote. And |ooking at that | note that the
capacity factor for Big Stone | ranges from about
79 to 83 for the years 2006 through 2025, excluding
t he year 2006. | " m assum ng that's because of the
coal delivery problems, that that figure seemed to
be an anomaly. That one was only 69. So | | ooked
at the other 19 years, and the average | canme up
with was just under 81 percent for Big Stone |, and

| ooking at A-3, the capacity factor for Coyote was

slightly above 87 percent. Do you basically agree
with that -- with my cal cul ations?
A "' m not as quick as you, but | believe

that's generally correct.
Q And | ooking at the fuel forecast -- fuel

cost forecast also for Big Stone |I and Coyote over
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the same time period, according to ny cal cul ati ons,
the fuel costs for Big Stone | are approximtely 20
percent higher than Coyote. Wuld you also agree
with that?

A. | agree with that. | just want to point
out that the calculation of the fuel cost is, of
course, the hours of operation tinmes. So with a
hi gher capacity factor, you would expect a higher
fuel cost, and that would not compare unit cost,
but | agree with you.

Q Okay. But the higher capacity factor is
Coyote and yet Coyote has | ower fuel cost; correct?

A. That is correct.

Q Looki ng at the average vari able cost per
megawat t - hour over that same time period, according
to nmy cal cul ati ons, the cost per megawatt-hour for
Big Stone | is approximately 12 percent higher than
Coyote. Wuld you agree that those figures are
approxi mately correct?

A Yes.

Q Looking at those things, it appears that
Coyote is the nore efficient plant, and |I'm
wondering if you would have any opinion as to why
-- what would cause that.

A. Yeah, I'"Il try to briefly answer that.
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The Strategist nodel is not a very sophisticated --
relatively speaking sophisticated di spatch nodel, |
mean, in ternms of saying, well, here is my -- here
is a load in an hour. \What is the cheapest set of
resources to neet that |oad in each hour?
Mont ana- Dakota runs other mpdels that are better at
determ ning that |east-cost dispatch in a hour than
the Strategi st nmodel.

Strategist is really geared towards
sel ecting new resources. My experience in these
models is that small differences -- there could be
something in terms of m ninum downti me or anot her
constraint in the nodel that can cause the plant to
operate a little bit -- you know, two plants, very
simlar plants, operate very differently, and that
doesn't -- | see that you're concerned. That
doesn't concern me in that | don't think that this
model is the place to determ ne which of the two
plants is really the |lowest all-in cost for
Mont ana- Dakota custoners.

Q | realize we had testinony previously
about other factors that entered into the selection
of Big Stone |1, but this really caught my eye, and
| realize it's forecasts, but forecasts must be

based on data based on a historical basis, | would
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assume.

A | agree with you. As | said, this is not
t he best model going forward for determ ning the
operations of the plant. What this would be an
i mportant -- | mean, in ternms of what the model is
trying to do conceptually is where this calculation
would matter is to the extent that whether one of
t hese plants woul d back down and be operated | ess
as a result of, let's say, Big Stone Il com ng on
line. It's really the relative cost of these
pl ants conpared to Big Stone that would be critical
in the anal ysis.

Q M. Deason in his testimny stated that
the price of natural gas can be the single nost
i mportant factor in justifying the relatively high
capital cost of a plant Iike Big Stone Il and he
noted that your forecast is consistently |ower than
Burns & McDonnell concerning the price of natural
gas and that the difference is greater than 20
percent at many years, and his -- his
recommendati on was that Otter Tail and MDU need to
explain the differences and determ ne the potenti al
i mpacts on the revised busbar costs results. Can
you provide that explanation and the potenti al

i mpact s?
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A. | don't know that | can explain the
differences with what Burns & McDonnell assumed. |
can explain to you how | came up with my prices, if

that's okay, and then | can explain the inpacts.

Q Okay.
A We used an average of three |long-term gas
forecasts provided by independent -- the Energy

| nformati on Agency and two private agencies. W
al so have a PA gas forecast which is simlar, but
we did not use in this case. All three forecasts
are fundamental, are devel oped as fundament al
forecasts of the gas market. Essentially it's --
the cost of gas is based upon supply and demand and
assunmptions about what it costs to extract gas. I
believe that since this forecast was done a year
ago, DRI, EIA, all three of the agencies that have
done these fundanental forecasts, have all updated
their fundamental forecast. The result is that in
the near term the prices aren't that different.
In the long termthe new forecasts are about a
dol I ar hi gher. The result is that if gas prices
are higher, then Big Stone Il would |ook relatively
more econom ¢ conpared to natural gas resource.

MR. Bl NEK: Can | just have a monment,

pl ease?
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JUDGE WAHL: You may.

Q (MR. BI NEK CONTI NUI NG) Anot her
i nconsi stency, as M. Deason pointed out, were the
capacity factors on wind. Wuld you explain those,
pl ease?

A. Certainly. Just to clarify, since |
believe M. Schlissel also spoke about this, we
want to talk about, | guess, two different things.
One is the -- talk about the accredited capacity
and al so essentially what is the ratio of the --
you know, the total production to the plant
capacity. Starting with the -- really both of
t hese have a comon -- ny analysis has a conmon
root, and that is that this forecast is based upon
t he South Dakota wi nd project that Ms. Stonberg had
t al ked about previously. In the process of | ooking
at that project, there was a | ot of question about
what woul d be its accredited capacity and what
woul d be the energy production. So based upon sone

data about the power curves of the turbine, as well

as wi nd speeds, estimtes were made of the -- both
the accredited capacity -- accredited capacity and
t he capacity factor. Both of these may -- appeared
even at the time to -- | think, to Montana-Dakot a

and to myself perhaps a little bit high conpared to
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ot her projects, but it was an analytic cal cul ation
and that's what we used. The result of it is that
| think that it's conservative in the sense that it
provides a higher value to wind than what m ght be
realized in other -- potentially in other |ocations
or even potentially at that site in South Dakota.
The result would be that, yes, it's possible that
the accredited capacity may be | ower as well as the
capacity factor of the unit. Bot h of those would
tend to make wind | ess economc in the analysis
rat her than nore econom ¢ conpared to the
alternatives.

MR. Bl NEK: | have no further questions.
JUDGE WAHL.: Questions by the Conmm ssion?
COMM SSI ONER WEFALD: Yes.
JUDGE WAHL: Comm ssi oner Wefald.

EXAM NATI ON

BY COMM SSI ONER WEFALD:

Q In your results -- |I'm |l ooking at page
5-4 -- it says, This plan also assumes that in
addition to the -- it's tal king about Big Stone,

the optimal plan, it tal ks about what's invol ved
with the optimal plan in selecting Big Stone in
2012, additional gas-fired combustion turbines in

2015, and additi onal demand side management and
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wi nd resources. Then |I'm going to skip a sentence.
This plan also assumes that in addition to the
Sout h Dakota wi nd project, MDU also acquires 30
megawatts of wind to serve Montana | oad, and you
have both of those marked for 2008, so you're
assum ng in your plan there would be 60 megawatts
of wi nd purchased by MDU by 2008; is that correct?

That's what it shows on your chart.

A. Actually, | was having a hard time finding
t he page.
Q 5-4. It's under 5, results of your nodel.

| was interested in that because Comm ssioner Clark
earlier asked a question about 60 megawatts of wi nd
and MDU had said somet hing about, oh, no, not with
the size of our |oad, and so -- but | thought your

results were very interesting here on this page 5.

A Sorry.
Q Am | wrong in what it shows?
A. | was tripping up a little bit over that

one correction | made where the Montana wi nd starts
at 20 and goes to 30 megawatts, so it actually
wasn't -- the full 30 megawatts wasn't i nmplemented
in 2008. That's why | was a little bit tripped up.
You started with 20 nmegawatts of Montana w nd.

Actually, we were closer to 50 megawatts in 2008
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50 megawatts
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in 2008 is what you think

certainly can be accommdated and should be a part

of their plan, fromthis? 1Isn't that what you said
here?

A Yes. | want to clarify. One of the --
that wind was put in here. The model did not
select this as a |least-cost resource. This was put
into the nodel based upon the contract prices.

Q Mm- hmm

A. So j ust
sel ected
but, yeah,
know, discussions wi
tal ked about
earlier, that about
peopl e are thinking,
where you start havi
on your

Q Al

under

system
right.
page -- nodel
operations forecast,
this correctly so |
t abl e

Stone | under

Big Stone |

t hat
as a | east-cost

the 50 to 60 negawatts,

the number

is 69 percent --

distinction that it wasn't

resource was in there,

and in, you

th Mont ana- Dakota, we had

t hat was referenced

20 percent is generally where

you know, including Xcel,

ng issues if there's nore wind

Thank you. Then also back on

results under table A-1, unit

' m not sure if |I'mreading

need your hel p. Look at Big

A-1. The capacity factor for

69 and 79 and 78. Do
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you see those numbers across the top of the chart?

A Yes. Starting in 2006, yes.

Q Yep. Has Big Stone |, 69, 79, 78. Now,
' massum ng that that -- I'm thinking about
yesterday they tal ked about a capacity factor of 88
percent for the Big Stone Il plant. I s that the
same number that |1'm |l ooking at here, or is this
somet hing different?

A. It's alittle different of an ani mal
because this is only dispatching the plant to meet
Mont ana- Dakota | oad, and in reality Big Stone |, as
well as Big Stone 11, you would be less likely to
ramp the plant down and nore likely trying to
operate it at peak capacity and sell the excess in
the market in off-system sal es. | mean, it's
econom c for customers and it's the better way to
operate the power plant.

Q So explain that one more time to ne.

A This nodel is only | ooking at the | oad of

Mont ana- Dakota's integrated system

Q Like if it was by itself using this power
pl ant ?
A. If all -- if the power plants -- if the

power plants only operated to serve

Mont ana- Dakota's | oad.
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Q And they were the only customer?
A Ri ght. So, therefore, there are hours
where there is excess -- there's nore generation

capacity than there is |oad, so what the model is
doing is backing down the generation plants to only
serve the load. And in reality the conpany would

not do that.

Q Okay. So that perhaps answers my question
then why Big Stone Il -- when you get over to Big
Stone Il on page A-12, it shows a capacity factor

of 53 and 54 and 55 and 56, which is much | ower
t han what you even anticipate for Big Stone |.
What's the reason?

A. You are right, it is the same reason.

It's because in the early years there's essentially
not enough off-peak | oad on the Montana- Dakot a
systemto run the plant.

Q Yeah, but | ook what happens as you go
farther into the future. It shows -- the nunbers
go down instead of going up. And does that make
sense then? Because it shows that it goes from 53,
55, 55 and then goes down to 38 capacity factor in
2025. What is that telling us?

It --

Q You don't need it as much in 20257
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A Well, | mean, you start to have w nd and
ot her resources.
Q Li ke gas peaking plant?
A And t he gas peaking plant com ng on the
system  Although, | would say it's sort of an

anomaly of the model in that it's always going to

be -- you know, under virtually any forecast, it's
going to be cheaper -- once the coal plant has been
built, it's going to be cheaper to run the coa

pl ant than to run any gas pl ant.

Q But why does your model show this then?
Why doesn't it reflect that?

A. | attribute it to the fact that there are
some shortcomng -- this is not the best -- this
model is not the best algorithm for determ ning
| ong-term pl ant di spatch. It's really a model
that's designed to optim ze between doing a program
to optimze a bunch -- across a whole bunch of
resources to determ ne what's the | east-cost, and
it's not the other type of nmodel that | referred to
that in every hour | ooks at the |l oad and figures
out what the cheapest plants are to dispatch.

Q How about then their recommendation -- and
you show it as they're adding additional combustion

turbines in 2014 and 2021. Were those added for
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i ke 50 megawatts peaking, or what are they -- are
t hey peaking plants or are those basel oad gas
pl ants or what? Add combustion turbines in 2014
and 2021. No one has tal ked too much about this

additional capacity that's being planned also in

addition to Big Stone Il. Another gas peaking
pl ant ?
A. You're correct, they are -- they are

peaki ng plants. The nodel had the choice in nost
of these years to choose between the demand side
management options, peaking plants, |ike gas-fired
peaki ng plants, now they're called gas-fired
m dmerit plants, conbined cycle, gas turbines, and
basel oad plants of coal resources. And the
mat hemati cal optim zation says that the cheapest
way to serve the load -- the cheapest m x of
resources is to add those peaking resources.

Q Okay. Then | have just one nore question.
So demand si de managenment didn't match up in those
cases. It was -- your recommendati on was the gas

peaki ng plants rather than demand side managenment

in 2014.
A. Yeah, demand side managenment does cone in,
as well. The mopdel ends in fact selecting both

demand si de managenment and peaking resources. So
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what the model is saying is that there's
insufficient demand side -- one way to view it is
that there's insufficient demand side managenment
price avail able at a cost cheaper than a conbustion
t ur bi ne.

Q Okay. And then using what gas price?

A Using a gas price, | guess, was criticized
as being a little low, but |I think I have it in the
-- on page 4-2 under fuel -- I"'msorry -- this is

in Exhibit MDU-211, page 4-2, table 4-3, has the
nat ural gas forecast that was used.

Q Okay. Thank you. And then in table 4-2,
DSM options, you show option 1, 2 and 3 and you
show 2006 capital cost per kilowatt-hour. | s that
how | woul d read that?

A That is correct.

Q It shows 373, 470 and 560. MWhat is the
capital cost per kilowatt-hour of the Big Stone I
pl ant ?

A. Just to be consistent, the capital cost
per kW not per kW hour.

Q Okay. Per kW Excuse me if | said that
wrong. What is the capital --

A. | believe we are starting with

approxi mately a $2,100 a --
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Q $2,100. So why did we stop then on demand
si de management options at $560 as being the
optimal price for demand side managenent ?

A Well, that's a very good questi on. I n
building a coal plant, you're not -- essentially
you're not paying $2,100 a kW because you want
capacity. That would be very expensive capacity.
You're paying $2,100 a kWfor the tradeoff of being
able to produce energy, you know, at 30, $35 a
megawatt - hour as a variable cost. So you're
spending a |l ot of capital upfront to get relatively
| ow-cost energy on an operating basis. These
demand side management measures will et you shift
-- for exanmple, you talked the air conditioning
cycling program It will allow you to shift demand
of f the peak and maybe shave the peak for 2 or 3
percent of the hours, but you cannot exercise --
turn someone's air conditioner off all summer so
you don't get that nuch energy out of it. So if
you're trying to -- so this tradeoff of about 560
is if you start |ooking at the price of the
combustion turbine, you know, there you get into
the -- you would be cheaper to build a combustion
t ur bi ne.

Q What's the cost per right now -- the
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capital cost of a combustion turbine? You're the
one who puts capital costs here under demand side
management options, that's why --

A. Sur e.

Q | mean, what's the capital cost of a
combustion turbine?

A Well, in order to make sure |I'm
consistent, | amgoing to refer to the table in the
testinmony, and that would be on Exhibit MDU-211,
page 4-1, table 4-1 has a conbustion turbine of
$916 a kW

COMM SSI ONER WEFALD: 916. Okay. Thank
you very much.

JUDGE WAHL: Any further questions from
t he Comm ssion? Comm ssioner Clark.

COVM SSI ONER CLARK: | do have sone.
Thanks.

EXAM NATI ON

BY COWMM SSI ONER CLARK:

Q On the table 4.2, which is the fuel
forecast, | see that the scenarios that you ran --
am | reading this right -- the scenarios that you
ran, these were the cost increases that you plugged
into the model when you ran it, those were provided

by Mont ana- Dakota; is that correct?
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A |'m sorry. Are you referring to table
4- 37
Q 4.2.
MR. KUNTZ: Page 4.2 or table 4.27
COMM SSI ONER CLARK: Oh, I"'msorry. Well,
it's 4-2, is the page number it |ooks like to me,
and table 4.2, as well. Resource options, fuel.
COWMM SSI ONER CRAMER: That's right.
COMM SSI ONER CLARK: | think it's MDU-211.
MR. KUNTZ: My table on page 4-2 is
| abel ed table 4-3: Fuel forecast. |[Is that the one
you're | ooking at?
COWMM SSI ONER CRAMER: The problemis that
t he paragraph is 4.2, | think, and the table is
4- 3.
COMM SSI ONER WEFALD: It's right here.
COMM SSI ONER CLARK: Oh, yeah, table 4-3.
' m sorry. Yeah. Par agraph 4.2, table 4-3.
THE W TNESS: ' m sorry, Comm ssioner.
COMM SSI ONER CLARK: Page 4-2.
COMM SSI ONER CRAMER: | don't know why
t hat woul d be confusing.
Q (COWM SSI ONER CLARK CONTI NUI NG) So these
are the cost increase assunptions from 2006- 20257

A. That's correct.
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Q That were plugged into the model.
haven't cal cul ated the increase, but what
percentage increase were you cal cul ati ng per year
for the Big Stone Il generating steam turbine coal ?

A Actually the --

Q Or what was provided to you by
Mont ana- Dakota as an increase?

A This was actually -- this was the forecast
t hat was provided as opposed to providing an
inflation factor, and so, as you can see here, you
know, in general the -- it's about a 2 to
2-and-a-half percent annual increase, so pretty
much inflation.

Q Sure. And that 2 to 2 and a half percent

was the same value given to the LV21 coal; is that
correct?

A. Roughly. They're different sources.

Q | s that reasonabl e considering we had the

BNSF wi t ness yesterday tell us that his
transportation costs, which we heard were 60
percent of the cost of fuel, went up 11 percent

| ast year? When | asked, well, will you rule out
doubl e-digit increases in the future, he said he
woul dn' t . Is it reasonable to assume 2-and-a-half

percent growth when on the record we've got
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testinony that it's going to be far in excess of
that, and that's just the transportation cost, not
including the cost of the compdity, itself, in a

regi on where demand is increasing?

A Those are questions that | -- valid
guestions that | struggle with with many clients.
Here are some thoughts behind it. The

transportati on costs have gone up significantly,
and the question is, you know, will they continue
to go up at the same rate or will they start to,
you know, ease off? They could go up nore. On the
coal forecast, itself, when we do a |long-term coal
forecast, we continue to believe that there is a
more than adequate -- you know, over the next 20,

30, 40 years, nmore than adequate supply of PRB coa

and that there will be conmpetition in the -- to
provide coal to the utilities and that there
probably will also be some efficiency inprovenments

in coal mning. That is sort of the fundament al

forecast -- some of the fundamental drivers of our
| ong-term forecast. \Whether that turns out to be
true or not, | don't know.

Q Competition for the commodity, itself, but

not conpetition for the transportation of the

commdity to the plant?
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A You may have to rely on regulation to
keep, you know, the cost of delivery down to the
cost of service --
Q That's what worries ne.
COMM SSI ONER CRAMER: Now you feel better.
THE W TNESS: -- as opposed to what the
mar ket wi ||l bear.
Q (COWM SSI ONER CLARK CONTI NUI NG) And on
t hat point he also indicated he didn't feel they
were yet capturing the full increment between coal
and natural gas, which is not particularly
conforting in light of the fact a | ot of these

contracts are com ng up.

A. That's why we regul ate nonopoli es.
Q In theory. The wi nd production tax
credit, in the assunptions that have been run it

seems pretty uniformthat that is excluded, and I'm
curious, is that fair to continually exclude the
PTC? It's an assunption we're making, but the fact
is it has been continued year after year, it would
appear to me, and | think most fol ks, Congress is
sem -serious about continuing the push towards wi nd
energy. There are a | ot of other assunptions that
are built in here that tip towards the Big Stone

Plant |ike |Iow fuel cost. Is it fair to tip that
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one more often than not in favor of, assum ng that

t he production tax credit will continue?
A. It's certainly, you know, an assunption,
you know, that can be tested. | guess I'ma little

concerned about the characterization of did we
imply that we didn't tip this towards wi nd?
mean, as indicated by M. Deason, | nmean, we

started with a wind cost of $1,500 a kW and, again,

taking an optimstic view that nore -- that w nd
production -- that the turbine plants would be
built in the United States that will -- we wil

exit the situation where demand vastly exceeds
supply and the prices are going up and then
assum ng a long-term cost of turbines dropping down
to about $1,200 a kWas a result of technol ogi cal

i nnovations in production facilities, and that,
coupled with a fairly high capacity factor and
accredited -- you know, in an accredited capacity,

| think that wind is -- there's -- overall there's
a fairly optimstic set of assunptions regarding

wi nd, so | would just urge you not just to | ook at
t he production tax credit in itself and, therefore,
assume that the analysis m ght be slanted away from
wi nd.

Q Did you run some analyses with the PTC
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included? | think the Burns & McDonnell did.
recall even in those it didn't quite pencil out
with regard to vis-a-vis coal.

A. We did not run the -- | did not run
that -- or my team did not run that analysis. I
can tell you that if you're |looking at wind in 2011
or 2012 and you're | ooking at |east-cost expansion
in doing work for other clients, that if wind is at
$1,200 a kW you don't need a production tax
credit. Wnd will -- 1 mean, in my calculation the
production tax credit adds on a levelized -- you
know, ten years production tax credit over 20
years, assum ng the inflation on production tax
credit, comes out to about $50 a kW so -- in terns
of the cost of the turbine, so if you really
t hought that the turbine was going to cost $2, 000,

giving it another $50 a kWin value is not going to

change the -- isn't going to change anything in ny
model . That was ny reality check.
Q And then, finally, | just want to close

the | oop on this. M. Schlissel's testimny on the
model that he ran that showed one particul ar model
selecting only 23.2 nmegawatts of power that would
be needed by Mont ana- Dakota, could you, again, just

explain to me why you don't think that's a valid
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comparison? Why do you see it as flawed with
regard to the inputs that he put in to get to that,
or is it just a function that he -- that you were
forcing all-or-nothing-type rules on it?

A. Well, again, I'll start with the
characterization of forcing and go fromthere. The
purpose of the model is to select between a set of

vi able alternatives, and we have wi nd, peaking, et

cetera. | raised the question with Montana- Dakot a,
well, is it viable to have a -- to only buy a 10-
megawatt -- you know, do these 10-nmegawatt or

11-megawatt slices, and based upon that discussion
with Montana-Dakota, it was, well, that's not an
option. | mean, this isn't the perfect world where
you can get exactly what you want and avoid -- |
think it was referred to earlier today as | umpy
i nvest ments. Sonmetimes you have to take a little
more capacity than you i medi ately need. | mean,
that's been the nature of utility investments for a
| ong term

Q So do you characterize this as taking nore
investment than they really need?

A. Well, 1'"Il start by saying that | did not
model his scenario, but assumng that it's as he

characterized and that the only change in the model
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was saying that you could get Big Stone in smaller
increments, then that would appear to be what the
conclusion of the model is from |l ooking only at
optim zation and not the other factors.

Q In theory, if there was anot her buyer out
there that -- you know, we're talking about
percentage of a plant here, so if someone said,
boy, you know, we would be willing to up our
percentage, we would like to get in on this deal
it looks |like a good deal, would that make sense

for Mont ana-Dakota to sell off an interest in that?

A One is that there are other factors
besi des just the optim zation. | think the other
thing, while |I don't have a definitive answer, is

somet hing certainly that you have to think about,
is at some point when does the owner's commttee
become too big and unwi el dy that you can't, you
know, effectively operate a power plant? | don't
have a numerical answer for you, but it's certainly
a consideration, and we certainly know from peopl e
buyi ng and selling power plants that the val ue of
control in power plants, people ascribe significant
val ue to having control as opposed to having a 5 or
10 percent offtake agreement from a power plant.

That's just what the market says. | can't tell you
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COMM SSI ONER CLARK: Thank you.
JUDGE WAHL: Comm ssi oner Cramer.
COWMM SSI ONER CRAMER: | have not hing.
JUDGE WAHL: M. Kuntz.
REDI RECT EXAM NATI ON
BY MR. KUNTZ:

Q | just want to touch on a couple areas,

M. Heidell. If we turn to table 4.3 regarding the
fuel forecasts, and Comm ssioner Clark pointed out
the fact that the coal price could well escal ate
above the escal ation factor that you used; correct?

A. That is correct.

Q Did | understand your testinony correctly
that there are natural gas forecasts that are
al ready predicting that the numbers that you used
going out into |later years may be as much as a
doll ar too | ow?

A Yes, and specifically | noticed -- |
indicated if that the same sources that were used
to develop this forecast were updated today, would
have those higher val ues.

Q So vis-a-vis these generation sources, you
woul d have to consider that, yes, coal my well

escal ate faster than what you're show ng, but
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natural gas could well, too, and that's going to

reflect the val ue between those two different fuel

sources?
A. That is correct.
Q Are you famliar with studies or

information that's been provided indicating that a
doll ar per MVBtu swing in gas prices would result
in a conparable increase if you had a conparabl e
gas-fired plant of approximately $30 mllion
increase to consumers for each $1 mllion increase
in gas price? Are you famliar with that? One
dol I ar per MVBt u.

A. |'"mjust trying to think through that.

MR. BREEN: Objection, |eading.

JUDGE WAHL: Overrul ed.

THE W TNESS: |'m not famliar with that.
| can think through that, you know, increasing gas
prices by a -- you know, a dollar given the
conversion price of gas can well -- you know, can
wel | do that.

Q (MR. KUNTZ CONTI NUI NG) And then
Comm ssioner Clark asked you a question about in
light of the fact that the conpany didn't
necessarily have the ability to go out and buy

plants in 10- megawatt increments, is it possible
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t he conpany would be overinvesting in Big Stone ||
You're not saying the conpany doesn't have a need
for 120 megawatts out in 2011, 2012, 2013, in that
time frame, are you -- or, | mean, the model isn't
saying that?

A. No. The -- what the -- and | was relying
on M. Schlissel's testimny. What the model was
saying was that there is the need, but potentially
there is a different mx of resources that would
meet that need.

Q So for that increment between, say, 25 and
120, you mght | ook at a different generation
source rather than Big Stone Il for that increnment
in an ideal world where you could buy plants in
[ittle 10-megawatt increments?

A. | believe his analysis indicated that you
woul d have to go out and buy a gas plant -- that
t he model would indicate that you would have to go
out and buy or secure -- you would secure gas
pl ants to make up that difference.

Q Then you would have to | ook at offsetting
things in terms of, for exanple, the effect of
of f-system sal es, which weren't even nodel ed by you
or M. Schlissel's adjustment to your nodel; isn't

that correct?
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A. That is correct.

Q So if you went to another generation
source, you would | ose that particular opportunity
in all likelihood to make those off-system sal es,
dependi ng upon what generation source you sel ected
as the alternative to Big Stone 117

A. | am highly confident that if you went to
a peaker, you would | ose the opportunity for
of f-system sal es.

MR. KUNTZ: That's all the questions |
have.

JUDGE WAHL: M. Breen? M. Binek?

MR. BI NEK: | have none.

JUDGE WAHL: Anything further fromthe
Comm ssi on?

COMM SSI ONER WEFALD: | do.

JUDGE WAHL: Comm ssi oner Wefald.

FURTHER EXAM NATI ON

BY COWMM SSI ONER WEFALD:

Q Of f-system sales -- if off-system sal es
are an inmportant conmponent to buying this then, why
woul dn't MDU -- | mean, the present situation we
have with off-system sal es does not give the
customer a hundred percent of the benefit of those,

so doesn't it become very expensive to build a
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pl ant for off-system sales when the customer is not
getting -- asking themto pay the full price of the
pl ant for many years, but not getting the full
hundred percent profit fromthe off-system sal es?

A. | understand your concern, but | don't
draw t hat conclusion, because | specifically did
t he model excluding off-system sales, so what
want to identify is what is the best way to serve
the customers assum ng no off-system sal es.

Q But you were just discussing off-system
sales, the big benefit with M. Kuntz.

A Oh, I"'msorry. What we were saying is
that if you assume off-system sales, and let's just
say we assune the current arrangement of 85 percent
going to customers, there would be a benefit to
Mont ana- Dakota customers from the coal plant that
t here would not be from a peaking plant, but that
benefit has not been included in ny analysis.

COMM SSI ONER WEFALD: Thank you.

JUDGE WAHL: Anything further fromthe
Comm ssion? Any followup, M. Kuntz?

MR. KUNTZ: No.

JUDGE WAHL: M. Breen?

MR. BREEN: None.

JUDGE WAHL: M. Binek?
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MR. Bl NEK: No.

JUDGE WAHL: All right. Counsel - -

MR. KUNTZ: We woul d ask Mr. Heidell be
excused.

JUDGE WAHL: Oh, of course. ' m sorry.
Thank you, M. Heidell

(Di scussion had off the record.)

JUDGE WAHL: I n any event, eight o'clock
t omor r ow mor ni ng. We'll be in recess until then.

(Recessed at 5:08 p.m, June 27, 2007.)
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