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I. INTRODUCTION

Otter Tail Power Company (Otter Tail or Company) submits this post-hearing brief
to the North Dakota Public Service Commission (Commission) in support of the
Company’s Application for Advance Determination of Prudence (ADP Application). The
Company seeks a determination of prudence to add a liquefied natural gas (LNG) storage
system at Astoria Station, the Company’s 250 MW natural gas-fired, frame-style, simple
cycle combustion turbine generation facility near Astoria, South Dakota.

This brief follows a hearing on December 12, 2023, where the Commission
received testimony and other evidence from Otter Tail and Advocacy Staff witnesses. As
more fully stated below, the record demonstrates a need for fuel storage capability at
Astoria Station to address natural gas market volatility and supply disruptions associated
with extreme events. The record also demonstrates that LNG fuel storage is the most
effective means to address the need, and that other measures such as financial hedging
instruments or alternative storage options are inadequate, financially infeasible, or not
available. The record further reflects that there are multi-faceted benefits from LNG fuel
storage at Astoria Station, including mitigation of intraday pricing risk, enhanced
reliability from fuel assurance, protection of Astoria Station capacity accreditation, and
energy hedge value for Otter Tail’s customers.

Finally the record does not support Advocacy Staff’s recommendation that the
project should not be deemed prudent because this position rests on faulty analysis of key
issues and assumes Otter Tail’s customers should assume a level of risk incongruent with
the facts. When all key factors are considered, the record supports the addition of LNG

fuel storage at Astoria Station.
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II. BACKGROUND

A. Project Summary

Astoria Station was placed into service in 2021. Astoria Station has quick-start
capability to serve a load-following function and provide for peak capacity. Astoria Station
includes a short segment of natural gas pipeline necessary to interconnect to the Northern
Border Pipeline, and a generation-tie line interconnecting Astoria Station to the Big Stone
South-Brookings County 345 KV electric transmission line.

Otter Tail designed and constructed Astoria Station to replace the capacity and
dispatchable attributes of Otter Tail’s Hoot Lake coal-fired generating plant, retired in
2021.1 Like many natural gas peaker plants, Astoria Station depends on just-in-time,
pipeline delivered fuel. The LNG fuel storage project proposed by Otter Tail will provide
stored LNG sufficient to operate the combustion turbine for five days, providing an
alternative and back up to just-in-time pipeline delivered gas.2 The project consists of an
LNG storage tank and the required pumps and vaporizers to convert the liquid to a gas.
The vaporized gas will be delivered to the turbine via the same onsite route as pipeline
natural gas.

The project’s key components include (1) an LNG truck unloading facility,
(2) a 5-million-gallon LNG storage tank, and (3) a forwarding pump and vaporizer to
convert the LNG to conditions suitable for the existing combustion turbine. Other systems
associated with the project are secondary containments in the event of a LNG release, fire
protection systems, LNG boil off gas reliquifier, and all required electrical systems. All of
the project’s components will be located adjacent to the current plant on land owned

exclusively by Otter Tail. Figure 1 is the current proposed layout of the project.

! Astoria Station combined with the Merricourt Wind Energy Center comprised Otter Tail’s two-part plan
to reliably meet our customers’ electric needs, replace expiring capacity purchase agreements, and to
respond to the 2021 retirement of the 1950s-era 140 MW Powder River Basin (PRB) coal-fired Hoot Lake
Plant near Fergus Falls, Minnesota. ADP Application (OTP Exhibit 1) p. 1, n. 2.

2 The conceptual design criteria for the LNG storage project includes five days of onsite fuel storage based
on Astoria Station’s maximum winter capacity of 286 megawatts (MWs). Another base assumption was
that the fuel stored at Astoria Station would be completely consumed once every four years. Phinney
Direct (OTP Exhibit 9) p. 5.
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FIGURE 1 — ASTORIA STATION SITE LAYOUT

Astoria Station will utilize an LNG storage tank and the required pumps and
vaporizers to convert the liquid to a gas. The vaporized gas will be delivered to the turbine
via the same onsite route as pipeline natural gas. Since vaporized LNG is like pipeline
natural gas, combustion turbine modifications will not be required, and combustion
turbine operations will remain the same.

The estimated cost of the Astoria Station fuel storage project is [PROTECTED
DATA BEGINS... - PROTECTED DATA ENDS]. A further breakdown

of the project cost is provided in the following table:
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TABLE 1: Project Cost Estimates.3
[PROTECTED DATA BEGINS...

...PROTECTED DATA ENDS]
Otter Tail anticipates that the fuel storage project will be in-service in Q3 of 2027

assuming all regulatory approvals are timely secured.

B. Procedural Background

Otter Tail’s ADP Application is rooted in the Company’s Integrated Resource Plan
(IRP) pending before the Commission.# Otter Tail’s initial filing (Initial IRP) filed on
September 1, 2021 introduced a plan to add dual fuel capability to Astoria Station as a
key part of a resilient generation portfolio that would enable Otter Tail to protect our
customers from severe market disruptions and reliability threats caused by extreme
weather events, such as Winter Storm Uri.> We noted that dual fuel capability at Astoria

Station was a cost-effective option that would “allow Otter Tail to use natural gas supplied

3 Phinney Direct (OTP Ex. 10 Not Public) p. 8; ADP Application (OTP Ex. 2 Not Public) pp.9-10. As
noted in the pre-filed Direct Testimony of Kirk Phinney, these are initial cost estimates [l))ased on the best
information now available and are provided in advance of the commencement of the bidding and
procurement process for the Project. Given this stage of development the Company’s initial cost estimate
includes a reasonable contingency.

4 In the Matter of Otter Tail Power Company’s Submittal of its 2022—-2036 Integrated Resource Plan,
Case No. PU-21-380 (hereinafter Initial IRP).

5 Initial IRP pp. 54-55. At the time Otter Tail filed its Initial IRP it proposed using fuel oil as a secondary
fuel source, subject to further analysis. Otter Tail anticipated the dual fuel project could be in service by
2026 in it is Initial IRP.
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by the current pipeline as the main source of fuel and use stored fuel oil during rare
instances of pipeline unavailability or volatile natural gas markets.”®

On October 14, 2022, we notified the Commission of our intent to update our
Initial IRP and its modeling to account for the Midcontinent Independent System
Operator’s (MISO) recent adoption of a seasonal resource adequacy construct with a
proposed planning reserve margins (PRMs) substantially different than what was
modeled in our Initial IRP. We also noted our intent to address the enactment of the
Inflation Reduction Act, MISO capacity projections, and other recent developments. We
also noted our intent to seek an ADP for dual fuel at Astoria Station.”

Otter Tail filed its Application for Advance Prudence on February 8, 2023, which
identified liquified natural gas (LNG) as the best dual fuel option for Astoria Station. The
Company reiterated many of the points included in the Initial IRP filing, but also provided
significantly more project details, including the use of LNG as the secondary fuel source
for the plant and a projected project cost.

Otter Tail filed a supplement to its Initial IRP (Supplemental IRP) on March 1,
2023, addressing the issues identified in the Company’s October 14, 2022, letter. On
June 2, 2023, Otter Tail filed a letter consenting to an extension of the statutory seven-

month period for a determination on an ADP application.

6 Initial IRP p. 35.

7 “[O]ur revised modeling will not alter our efforts to add dual fuel capability at Astoria Station. Our
preferred plan anticipates 2026 commercial operation of dual fuel at Astoria Station, and we are currently
engaged in development activities with that target date in mind. We believe it is appropriate to address
dual fuel at Astoria Station without delay to strengthen the resilience and availability of the unit during
extreme conditions. To this end we plan to file a request for an advance determination of prudence (ADP)
with the Commission. Our development work has aﬂlowed us to refine the plan for dual fuel at Astoria
Station. We will outline those refinements in our ADP filing.” Otter Tail Supplemental Letter, October 14,
2022, p. 2, Case No. PU-21-380.
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The hearing on the Company’s ADP Application took place on December 12, 2023.
Otter Tail presented the testimony of Bradley E. Tollerson, 8 Kirk A. Phinney, ® Nathan R.
Jensen, 10 and Ryan D. Retzlaff. 1! Commission Advocacy Staff presented the testimony

of consultant James A. Heidell.12

III. ASTORIA STATION LNG FUEL STORAGE IS PRUDENT

Many ADP applications before the Commission propose a generation resource
intended to address an energy or capacity need. Based on that need, the applicant
identifies a resource addressing the need, and then identifies a specific project that is the
most responsible, lowest cost means to satisfy that need. Otter Tail’s ADP Application
takes a similar approach that is necessarily different in part because of the nature of the
need the Company seeks to address.

The Company seeks to modify an existing generation facility not to address an
energy or capacity need, but to address the need for fuel assurance and resilience for a key
capacity resource dependent on pipeline-delivered fuel. Specifically, the Company seeks
to address the risks associated with extreme disruptive events which can create
extraordinary natural gas market volatility and, in some cases, interrupt the delivery of
pipeline-delivered fuel. This risk is most acute during extreme weather events, such as
those seen during Winter Storm Uri and more recently during Winter Storm Elliot. The
market volatility caused by these events is especially worrisome because of structural
misalignment of natural gas and energy markets causing intra-day pricing risk; a risk that
can expose utilities and their customers to drastic price spikes during extreme events.

Having identified a risk-based need, Otter Tail has put forward a plan that best
addresses the need: LNG fuel storage at Astoria Station. As proposed by Otter Tail,

LNG fuel storage addresses the full range of risks associated with extreme events and does

8 Vice President of Energy Supply, Otter Tail Power Company, Tollerson Direct (OTP Ex. 3) p.1.
9 Manager, Supply Engineering, Otter Tail Power Company, Phinney Direct (OTP Ex. 9) p. 1.

10 Manager of Resource Planning, Otter Tail Power Company, Jensen Direct (OTP Ex. 11) p. 1.
11 Manager of Power Service, Otter Tail Power Company, Retzlaff Direct (OTP Ex. 5) p.1.

12 Partner, PA Consulting Group, Inc., Heidell Direct (PSC Ex. 1) p.1.
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so more cost-effectively and responsibly than other alternatives. In short, the record
before the Commission supports a determination of prudence for LNG fuel storage at
Astoria Station.

A. Legal Standard

North Dakota Century Code Section 49-05-16(1) authorizes the Commission to
issue an order approving the prudence of a proposed project if four conditions are met:

1. The public utility files with its application a projection of costs to the date of
the anticipated commercial operation of the resource addition

2. The public utility files with its application a fee ... of one hundred seventy-five
thousand dollars....

3. The commission provides notice and holds a hearing, if appropriate, in
accordance with [N.D.C.C.] section 49-02-02; and

4. The commission determines that the resource addition is prudent. For
facilities located or to be located in this state the commission, in determining
whether the resource addition is prudent, shall consider the benefits of having
the resource addition located in this state.

A “resource addition” means the “construction, modification, purchase, or lease of
an energy conversion facility, renewable energy facility, demand response system,
transmission facility, or a contract to acquire energy, capacity, or demand response for
the purpose of providing electric service.13 Otter Tail’s ADP application seeks approval
for onsite LNG fuel storage at Astoria Station, which is the modification of on an existing
energy conversion facility.

The core legal issue under the ADP statute is whether adding LNG fuel storage at
Astoria Station as proposed by the Company is prudent. This standard is similar to the

“honestly and prudently invested” standard that the Commission uses for ratemaking.14

The general prudence standard calls for determining whether the utility action was

I3N.D.C.C. § 49-05-16.
14 See N.D.C.C. § 49-06-02.
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reasonable at the time it was taken under all relevant circumstances.!> The Commission
regularly grants ADPs where there is a need, and the record reflects that the proposed

project will satisfy that need.16

B. The Need to Address Risk at Astoria Station

The record demonstrates a need for fuel storage at Astoria Station to address two
significant risks driven by extreme weather events. The first is the risk of disruptions in
pipeline delivered natural gas due to production facility freeze offs, pipeline line
disruptions, and related interruptions affecting the delivery of fuel.l” In basic terms
Astoria Station can’t be dispatched into the MISO market absent fuel, and recent events
demonstrate the impact severe weather can have on natural gas production and delivery.
On-site storage of LNG ensures that Astoria Station will be able to operate
notwithstanding the inability to receive pipeline delivered fuel. By ensuring the
availability of fuel regardless of pipeline delivery constraints, Otter Tail seeks to embed
into Astoria Station the key MISO reliability attribute of fuel assurance.18

The second risk addressed by on-site LNG fuel storage is the risk created by

misalignment of natural gas and energy markets. During periods of extreme natural gas

15 See Charles F. Philips, Jr., The Regulation of Public Utilities — Theory and Practice at 292 (Public
Utility Reports 1988); see also David J. Muchow & William A. Mogel, Energy Law and Transactions at §
4.02[3][b] (2009).

16 NDAC 69-09-12-03 (requiring utilities identify the resources needed to meet forecasted capacity and
energy needs); NDAC 69-09-02-33 (requiring utilities to adhere to the principle of least-cost
development); Mont.-Dakota Utils. Co., A Division of MDU Res. Gp., Inc., Case Nos. PU-17-268 & PU-
17-269, Order at 2 (Nov. 16, 2017) (granting an ADP to MDU for its Thunder Spirit Wind Expansion
when MDU'’s IRP forecasted annual growth and MDU selected a least-cost proposal to expand its existing
Thunder Spirit Wind Facility).

17'This aligns with recent a recent study by the University of North Dakota Energy and Environmental
Center, wlgﬁch notes “[a] potential weakness to the North Dakota generation fleet is the supply of natural
gas to combustion turbine generation facilities. The primary source of fuel for these units is the Northern
Border pipeline. The pipeline imports Canadian and Bakken produced natural gas. Natural gas-fired
combustion turbines do not store fuel on-site. Therefore, the reliability of this fuel source should be
considered as part of generation resource availability.” North Dakota Grid Resiliency Plan, Final Report
prepared for North Dakota Transmission Authority by North Dakota Energy & Environmental
Research Center, September 1, 2023, at p. 52, cited in Jensen Rebuttal (OTP Ex. 12) at p. 5.

18 MISO has identified six key attributes necessary for system reliability: (1) availability, (2) fuel
assurance, (3) ramping capability, (4) long duration energy at high output, (5) rapid start up, and (6)
voltage stability. See System Attributes Stakeholder Workshop, September 21, 2022, RASC-2202-1;
Identification of Sufficient System Reliability Attributes, MISO Resource Adequacy Subcommittee,
RASC-2022-1, J anua?f 18, 2023, cited in Jensen Rebuttal (OTP Ex. 12) p.3 n.3. Mr. Jenson noted the
relationship between fuel assurance and resiliency. Id p. 3.
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market volatility (usually during extreme weather conditions) this misalignment
amplifies intraday pricing risk, exposing Otter Tail to the risk of having to secure natural
gas for Astoria Station in volatile market conditions, where natural gas can spike to
extraordinary levels. This risk is ultimately borne by Otter Tail customers through the
Company’s fuel clause. Otter Tail witness Ryan Retzlaff described intraday pricing risk in
detail in pre-filed testimony and at hearing.1® In general intraday pricing risk is driven
by the fact that Otter Tail must buy day ahead natural gas for Astoria Station and offer
Astoria Station’s output to MISO well in advance of MISO clearing Otter Tail’s offer.
Depending on how MISO clears the Company’s offer, the Company may need to secure
additional natural gas at then prevailing market rates or sell back unused gas. As noted
by Mr. Retzlaff, “in the most basic terms, intraday pricing risk is the risk of having to make
generation offers to MISO without the ability to know what the cost of those offers will
ultimately be. This issue is further compounded when considering MISO only guarantees
make whole payments based on offer costs, not actual fuel procurement costs.”20 Under
normal operating conditions this risk is not significant.2! It is during extreme weather
events that natural gas markets experience the most volatility, which in turn exposes Otter
Tail customers to greatly elevated intraday pricing risk.

That natural gas markets experience volatility during extreme weather events
should not be in dispute. ADP Figure 3-11 from the Company’s ADP Application depicts
natural gas market prices at the Ventura Hub since January 2009 through January 2022.

19 Retzlaff Direct (OTP Ex. 5) p. 4; Retzlaff Rebuttal (OTP Ex. 6) pp. 9-12; Retzlaff Transcript pp. 68-72;
98-104.

20 Retzlaff Transcript pp. 70-71. Mr. Retzlaff has also explained that “[i]ntraday pricing risk can also
occur if MISO were to call upon the unit unexpectedly during the real time market, which occurred ruing
Winter Storm Elliot. Forward gas purchases, natural gas call options, and natural gas storage alternatives,
are bound to the scheduling constraints of the daily natural gas trading schedule. They must be
nominated, executed, or liquidated at defined periods of the gas trading day. As such, these mechanisms
would experience extended periods of unavailability. Onsite LNG storage is available on demand at any
time of the day, under all market conditions, and is the optimal hedging mechanism for intraday pricing
risk. It is also the only hedging mechanism that can hedge against loss of physical natural gas supply.”
Retzlaff Surrebuttal (OTP Ex. 8) p.3.

21 Retzlaff Transcript p. 80.
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ADP Figure 3-11: Historic Ventura Hub Natural Gas Prices

Historical Ventura Hub Natural Gas Daily Settle

S50 During Winter Storm Uri
I natural gas settled at
5189/mmBtu

L'M

January 1, January 1, lanuary 1, January 1, January 1, January 1, January 1, January 1, January 1, January 1, January 1, January 1, January 1, January 1,
2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022

——NBPL-Ventura Hub Daily Settle

As reflected in ADP Figure 3-1122 over the past decade, there have been three
events (not including Winter Storm Elliot) that caused high gas prices, the most severe
of which was Winter Storm Uri in February 2021.

Winter Storm Uri (February 13-17, 2021) and Winter Storm Elliot (December 21-
26, 2022) highlight the two primary risks Otter Tail seeks to address, albeit in different
ways. Winter Storm Uri’s impacts are now well documented. At its peak, Winter Storm
Uri left millions of customers without electricity.23 These events mostly affected the areas
served by the Electric Reliability Council of Texas (ERCOT) and the Southwest Power Pool
(SPP). Beyond outages, renewable generation was at times not available, natural gas
availability was at times limited, and electricity market prices and natural gas prices were
at times extremely high. 24 What Winter Storm Uri highlighted more so than any time

before is natural gas volatility and intra-day price risk; risks that onsite fuel storage at

22 ADP Application (OTP Ex. 1) p. 21. Note also that the “Y” axis values have been reduced to better
illustrate tﬁe market variability over the period. Note also that during the That during Winter Storm Uri,
gas settlements were above the highest point of the “Y” axis of ADP Figure 3-11.

23 “In February 2021, a severe cold weather event — also known as Winter Storm Uri — caused numerous
outages, derates or failures to start at electric generating plants scattered across the region. The Texas grid
operator (Electric Reliability Council of Texas or ERCOT) ordered a total of 20,000 MW of rolling
blackouts in an effort to prevent grid collapse; this represents the largest manually controlled load
shedding event in U.S. history. More than 4.5 million people in Texas lost power — some for as long as
four days. Tragically, the loss of electricity caused the deaths of numerous Texans.” FERC News Release,
Novemﬁer 16, 2021 available at https://www.ferc.gov/news-events/news/final-report-february-2021-
freeze-underscores-winterization-recommendations. FERC, NERC and Regional Entity Staff Report on
Winter Storm Uri is available at https://www.ferc.gov/media/february-2021-cold-weather-outages-texas-
and-south-central-united-states-ferc-nerc-and The Commission can take judicial notice of FERC’s news
release and report.

24 ADP Application (OTP Ex.1) p. 2.
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Astoria Station would protect against.2> Otter Tail customers were spared from Winter
Storm Uri’s impacts in large part because Astoria Station was not yet in service.26 Winter
Storm Uri was a watershed event not only for Otter Tail but the electric industry as a
whole.27

Winter Storm Elliot was deemed a bomb cyclone, bringing extreme cold
temperatures to the eastern two-thirds of United States, with blizzard conditions
occurring in several states.28 During Winter Storm Elliot, Otter Tail experienced:
(1) a forced outage at Astoria Station due to lack of fuel supply on the Northern Border
Pipeline, (2) extreme natural gas pricing of $150/MMBtu, and (3) MISO committing
Astoria for reliability purposes under a unit offer utilizing approximately $120/MMBtu
natural gas costs even though locational marginal pricing (LMP) at Astoria Station was
relatively low at the time.29 Otter Tail customers were largely spared from negative
consequences during this event due to strong regional wind generation that kept Otter
Tail LMP pricing low.30  Absent strong wind generation, the economic consequences for
Otter Tail’s customers could have been much more dire. One immediate consequence
from the disruption in pipeline-delivered natural gas during Winter Storm Elliot is
MISO’s pending derating of Astoria Station’s capacity accreditation. As noted at hearing
Otter Tail expects MISO to reduce Astoria Station’s capacity accreditation by
approximately 50 MW for a period of three years.3! In the case of Winter Storm Elliot,

onsite fuel storage would have provided Astoria Station a stable fuel resource at a known

25 ADP Application (OTP Ex. 1) p. 2, n.3; pp. 19-20.

26 To be clear, natural gas availagility at Astoria Station was not an issue during Winter Storm Uri. While
the deliverability risk was low, the price risk for delivered gas was high. ADP Application (OTP Ex. 1) pp.
23-24.

27 Tollerson Transcript pp. 22, 30-32. As noted by Mr. Tollerson Winter Storm Uri triggered Otter Tail’s
internal assessment of how to protect its customers against the economic consequence of similar events,
with particular concern on how to mitigate intraday pricing risk.

28 The North American Electric Reliability Corporation’s (NERC) 2022-2023 Winter Reliability
Assessment issued in November 2022 highlights the increased risk of extreme weather events and
seemingly foreshadowed Winter Storm E%liot. The report is available at

https:/ ﬁwww.nerc.com/ pa/RAPA /ra/Reliability%20Assessments%20DL/NERC WRA 2022.pdf)

29 Retzlaff Direct(OTP Ex.5) at pp. 7-8. The divergence of gas markets and LMP markets during Winter
Storm Elliot was unusual. Otter Tail customers could have seen very different results if regional LMP
pricing would have followed natural gas pricing. Id.

30 ADP Application (OTP Ex 1) p. 26; Retzlaff Direct (OTP Ex. 5) p. 8.

31 Tollerson Transcript pp. 45-46; Jensen Transcript p.141.
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cost, certainty of fuel supply, and avoidance of a multi-day forced outage due to natural
gas production freeze offs, allowing the unit to remain on-line and avoiding the reduction
in its capacity accreditation.

It is reasonable to expect and plan for winter storms that may be potentially as
extreme or more extreme than Winter Storms Uri and Elliot. Mr. Retzlaff addressed this
potential in pre-filed testimony, noting that had conditions varied during Winter Storm
Uri, MISO could have experienced what was seen in SPP:

Throughout North Dakota and South Dakota there is considerable overlap
of the MISO and SPP footprints. During Winter Storm Uri (February 10,
2021, through February 20, 2021) MISO day ahead LMP pricing at Astoria
averaged $136.15/MWh (real time $114.78/MWh). During the same
period, day ahead pricing in SPP at Big Stone Plant (near Astoria Station)
averaged $1,173.33/MWh (real time). If system conditions would have
been different, it is plausible that MISO could experience pricing levels like
SPP. MISO is also considering redefining its Value of Lost Load (VoLL).
VoLL is meant to represent the price customers are willing to pay to avoid
an interruption of electric service and is the hard price cap for market
pricing within MISO. Currently the MISO VoLL is set at $3,500/MWh but
ongoing discussions have included proposals to raise it as high as
$25,000/MWHh. It should also be noted that as dispatchable resources are
retired from the grid, the need for natural gas fired generation will grow,
increasing demand on existing natural gas supply and pipeline
infrastructure. One could reasonably expect increased demand for natural
gas supply would amplify the volatility of both the electric and natural gas
markets during extreme system events.32

The North American Electric Reliability Corporation (NERC) has also warned
about the risk of extreme weather events in its 2022-2023 Winter Reliability Assessment

(Winter Assessment) issued November 2022.33  Moreover the Commission can give

weight to the fact that Winter Storm Elliot came only 22 months after Winter Storm Uri

32 Retzlaff Rebuttal (OTP Ex. 6) pp. 15-16.
33 ADP Application (OTP Ex.1) p. 24; Tollerson Direct (OTP Ex. 3) p. 6. The report is available at:
https://www.nerc.com/pa/RAPA/ra/Reliability Assessments DL/NERC_WRA_2022.pdf.
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in weighing the likelihood of future extreme weather events. While it is inherently
difficult to predict the frequency and severity of future events, prudence requires Otter
Tail to plan for future events, some of which may be more significant than Winter Storms
Uri and Elliot. In sum, there is a documented and demonstrated risk (i.e. need) to address

at Astoria Station.

C. LNG Fuel Storage at Astoria Station is the Most Prudent Option to
Address Risks Posed By Extreme Events.

The record demonstrates that on-site LNG storage at Astoria Station is the most
cost effective and reasonable way to address the risks posed by extreme events. Otter
Tail witness Kirk Phinney explained why LNG fuel is more effective than other fuel
options: “Compared to fuel oil, LNG has lower initial capital cost, lower O&M costs, and
lower fuel cost. In addition to lower overall costs, LNG does not have the emissions,
capacity, or operational drawbacks or limitations that have been identified with fuel oil as
a secondary fuel source.”34 Mr. Phinney also explained that truck delivered LNG is more
economical than producing LNG on-site.35 Advocacy Staff witness Mr. Heidell concurred
that LNG is lower cost than a fuel oil back up or connecting to a second pipeline.3¢

The record also demonstrates the significant potential financial benefits of LNG
fuel storage at Astoria Station. Otter Tail witness Ryan Retzlaff provided an analysis
of the potential financial benefits of on-site LNG fuel storage based on an analysis of

Winter Storm Uri, set forth in the following Table:37

34 Phinney Direct (OTP Ex. 9) pp. 8-9.

35 Mr. Phinney explained that “another activity that will occur in parallel with obtaining the EPC
contractor will be securing a LNG supply agreement. As part of the conceptual design development, we
evaluated producing LNG onsite versus having LNG delivered to site via truck. We determined that truck
deliveries were more economical.” Id. at p. 9.

36 Heidell Direct (PSC Ex. 1) p. 7.

37 “The analysis assumes Astoria operations during Winter Storm Uri as an example, and it provides an
estimated value of having onsite fuel available at Astoria Station during such an event. It should be noted
Astoria was not commercially operational during Winter Storm Uri, and therefore did not operate. This
analysis examines the financial implications if Astoria would have been operational and under a must
offer commitment requirement, varying timely gas nominations and Locational Marginal Pricing (LMP.)”
Retzlaff Direct (OTP Ex. 5) p. 5.
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ADP Table 3-12: February 2021 LMP Pricing Scenario

_ Gas Only LNG Dual Fuel Integration {5 Day Invty) Met Benefit Delta
Timely Gas Timely
Purchase: % MMBtu Intraday Met Benafit: LNG Net Bensfit: Net Banefit:
of Dally Purchase Purchase Average Gas Met Benefit: Dispatch | Average Gas Met Benefit: Average Gas | Net Benefit:
LMP Fricing Scenario|  Capacity (MMBTL) (MMBTu) Case Waorst Gas Case (MWh| Case Waorst Gas Case Case Warst Gas Case
0% 0 70550 {5840,795 (55,346,120 31,350 53,802,028 53,826,553 54,702,823 59,172,673
10% 74,923 {3,973) ( (56,226,902 31350 %3 962,974 53,852,932 $6,275,069 | $10,119,834
Historical Astoria 15% 112,385 141.435) (57,240,915 31,350 54,013,447 53,926,121 57,115,905 511,167,036
LMPs 25% 187,308 ($12,246,128) 31,350 | $4,100,203 53,953,336 59,043,901 | 516,199,464
S0% 374,616 1525,815,130) 31,350 54,256,070 53,860,743 513,934,842 $29,675,922
100% 749,232 ($53,047 505) 31,350 | %4,521414 53,581,313 $22,716,723 | 556,628,838
Historical Astoria 0% 0 337,722 ([ 1228,119.827) 34200 | 510,403,835 510,276,185 514,131,112 $38.396,012
LMPs X2 25% 187,308 150,414 (56,557,434) (525,620,066) 34,200 | $11,075,987 $10,990,847 $18,033,421 | 536,610,913
MISD LMP Price Cap 0% (i} 745,232 S208,816,344 | 5127,252,224 34200 | 5245,272,001 | 5245101721 $36,455,656 | 5117,849,497
53,500/MWh 25% 187,308 561,524 £207,466,301 | 5146,293,211 34,200 | 5247,740,255 | 5247612545 540,273,954 | 5101,319,334
Historical SPP Big 0% 0 533,544 $45 673,869 (50,688,416 34200 | $71,788 382 571,639,387 $25,114,513 | $81,327,803
Stone LMPs 25% 187,308 346,236 543,969,076 54,875,626 34,200 | 572460473 572,354,048 $28,491,398 567,478,423

As noted by Mr. Retzlaff, the yellow highlighted column “Net Benefit: Average Gas
Case” where February 2021 historical Astoria LMP data was utilized, reflects a net benefit
of dual fuel capability ranging from $4.7 million to $23.7 million.38 These figures are
bookends based on the amount of timely (day ahead) fuel Otter Tail could have purchased
ranging from zero to 100 percent.  This analysis demonstrates that in the historical
Winter Storm Uri extreme event, were Otter Tail to have purchased 25 percent to 50
percent of its natural gas in the day ahead market3?, having the flexibility provided by on-
site fuel would have produced net financial benefits ranging between $9 million and $14
million dollars. This is for a single winter event. Under the additional scenarios
considering the possibility of LMP prices above what was historically experienced during
Winter Storm Uri, the net benefit ranged from $14.1 million - $40.3 million.

This analysis reasonably demonstrates that the flexibility4? and security provided

by on-site fuel storage could produce significant financial benefits for Otter Tail

38 Retzlaff Direct (OTP Ex. 5) p. 6.

39 Mr. Retzlaff testified that Given the conditions of Winter Storm Uri “it is reasonable to assume 25
percent to 50 percent of Astoria’s gas needs would have been purchased utilizing timely nominations.”
Retzlaff Rebuttal (OTP Ex. 6) p. 12.

40 At hearing Mr. Retzlaff described the flexibility benefits quantified in this analysis as comprised of two
factors: “The first benefit is elimination of having to make a timely natural gas decision. Because if we
have onsite LNG fuel, my marketing team doesn't have to decide if we have to make a gas purchase in the
morning or not. We can just put an offer in, and if it's competitive and -- or if it's not, we can access that
LNC -- LNG fuel site immediately. The other part of that is having — is the benefit of being able to have
this now-low-cost fuel, 13-and-a-half-dollars LNG, that can be scﬁd into a natural gas market. You know,
as we saw in Uri, it got up to over $180. It got up over — to $150 in Elliott in the intraday market. So
there's great benefit on both of those sides, and that's what that analysis tried to quantify.” Retzlaff
Transcript pp. 90-91.
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customers while also providing substantial reliability benefits. In some scenarios the
financial benefits would effectively cover the cost of the project. In other mid-range
scenarios, the financial benefits would be less, but over the life of Astoria Station these
benefits would offset a significant portion of the project’s costs.

In addition to these benefits on-site fuel storage at Astoria Station provides a
significant reliability benefit by ensuring the plant can be dispatched when called on by
MISO. While reliability benefits are difficult to quantify, on-site fuel storage is consistent
with the calls from MISO, FERC, and NERC (and others) for generation owners to take
action to ensure reliability during extreme events.4! On-site fuel reserves is an action
item recommended by NERC to promote fuel assured generation.42 As a MISO member
Otter Tail is responding to these calls for action with its plan to add on-site fuel storage at
Astoria Station.

The addition of fuel storage at Astoria Station and the fuel assurance it provides is
likely to increase in value as the MISO generation fleet transitions away from
dispatchable, fuel assured, baseload units to intermittent resources. 43 As noted by Mr.
Jensen “[a]lthough currently not required by MISO, we believe investing in fuel assurance
at Astoria will not only provide immediate and direct reliability benefits to our customers
and MISO as a whole, but it will also hedge ourselves against potential accreditation
changes in the future for a unit that is roughly 25 percent of our overall accredited
resource fleet.”44

On site LNG fuel storage also addresses current capacity accreditation issues.

Recent MISO changes incent generation resource owners to maintain availability during

41 Jensen Rebuttal (OTP Ex. 12) pp. 2-3.

42 NERC Reliability Guideline, Fuel Assurance and Fuel Related Reliability Risk Analysis for the Bulk
Power System, March 2020, p. 1, cited in Jensen Rebuttal(OTP Ex. 12) p. 3.

43 Jensen Rebuttal (OTP Ex. 12) pp. 5-6.

441d. Mr. Jensen also underscored that the added resiliency provided by fuel storage was important
given the fact that Astoria Station makes up approximately 25 percent of Otter Tail’s generation portfolio:
“When you look at Otter Tail specifically, we're one of the smallest utilities, and Astoria makes up about
25 percent of our generation portfolio. So if we were to lose Astoria in an extreme event, it has significant
impact. Where a utility like NSP- or Xcel-size, to lose 285 megawatts, there -- there's a lot more customers
to spread that risk across.” Jensen Transcript p. 147.
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extreme events. Specifically, MISO bases 80 percent of a resource’s accreditation on its
availability during “Tier 2” hours - hours where the amount of excess generation across
MISO is limited, usually coinciding with extreme weather events. A generation unit that
misses a significant number of Tier 2 hours will suffer a reduction in capacity credit for
that resource for a period of three successive years.*> This is not a speculative concern.
As noted above, Astoria Station’s forced outage during Winter Storm Elliot will likely
cause MISO to derate Astoria Station’s accredited capacity by approximately 50 MWs for
a three-year period.#6 While this loss in capacity accreditation does not leave Otter Tail
short on required capacity levels, it does present an opportunity cost in that it removes 50
MW of capacity that Otter Tail could otherwise offer in the MISO capacity auction.4” On-
site LNG fuel storage would allow Astoria Station to avoid capacity derates caused by fuel

supply interruptions.

D. Options to Onsite LNG Fuel Storage Are Not Adequate to Address the

Risk.

Otter Tail considered alternatives to on-site fuel storage, none of which were
adequate. Mr. Retzlaff, who is responsible for overseeing all of Otter Tail’s wholesale
energy market activities including hedging strategies, evaluated forward natural gas
purchases and natural gas call options, both with physical delivery of natural gas, as
financial instrument alternatives.48 Mr. Retzlaff noted that such instruments may help
manage some types of risks, they are unable to adequately mitigate intraday pricing risk,
particularly during extreme system events. 49 Moreover these instruments do not address
instances when pipeline delivered gas is not available due to production or pipeline

disruptions. On that point Advocacy Staff acknowledges that LNG fuel storage is the most

45 Jensen Rebuttal (OTP Ex. 12) p.6.

46 Tollerson Transcript at 24-25; Jensen Transcript pp. 140 -143.

47 “And so even though we may have length, the fact tFlat we have length means that we would

sell the capacity if it were available from the unit. That revenue would be a direct offset to our customers'
rates. So while there may not be a real cost of having to buy purchased capacity, there is an opportunity
cost in not being able to sell capacity that we would otherwise have.” Tollerson Transcript at 26.

48 Heidell Direct (PSC Ex. 1) p. 11.

49 Retzlaff Transcript pp. 78-81.
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reasonable option to ensure operational reliability.50 As noted above Otter Tail also
evaluated battery storage and additional sources of pipeline delivered fuel, neither of
which were financially viable.5!

At hearing there was discussion about the prospect of better alignment between
electric and natural gas markets, efforts to prevent disruptions of natural gas production
and pipeline delivery, and tools MISO may employ to limit intraday pricing risk, all going
to the reasonable question whether it may be more prudent to wait for improvements in
these areas before investing in on-site fuel storage for Astoria Station.52 Otter Tail
supports and welcomes all efforts to address these issues, and we will advocate for
changes that address the risks underlying this ADP Application. However, many of these
hoped-for improvements have been discussed for a long time and are beyond the control
of Otter Tail. As explained by Mr. Tollerson:

I think our concern is that time is short, and we need to advance on projects
that we know can resolve these issues. Whether it's lack of fuel and the
reliability concerns that go along with that; intraday pricing concerns that
may or may not be alleviated based on some of the proposals that are out
there; the loss of accreditation that we have under the Midcontinent ISO in
their current construct. We are in a period of great flux and very, very fast
change, and it's difficult for us to get comfortable waiting on things that we
know have been in the works for a long time. Again, not dismissing that
we're hopeful that real and substantive changes are made, but it's of
concern.>3

The other option to on-site LNG fuel storage at Astoria Station is to take no action
and manage the risks associated with extreme events with the tools at the Company’s
disposal, which is effectively self-insuring against the risks. This is the recommendation

of Advocacy Staff. To be clear, self-insuring means Otter Tail’s customers bear the risk

of a future Uri-like event through the Company’s fuel clause. Self-insuring against the

50 Heidell Direct (PSC Ex.1) p. 17.
51 &f)p. 10-11.
52 Tollerson Transcript pp. 50-55.

53 Tollerson Transcript pp. 54-55.
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risk is the least cost option ---- until it is not. This is the challenge of questions that weigh
the cost effectiveness of insurance. Were another Uri or Elliot like event deemed unlikely,
and the magnitude or severity of such an event predictable, then the equation may favor
simply managing through the risk. The same may be true if it seemed likely that intraday
pricing risks would be eliminated or greatly reduced through policy changes and
improved coordination.

The record, however, indicates that extreme events are likely to occur in the future
and that these events could be as or more severe than Winter Storms Uri and Elliot. The
record is clear on the limited tools available to Otter Tail to manage risk associated with
these events. Moreover intra-day pricing risk, a complex and multifaceted issue, will
likely remain a risk for years to come. In this environment it is prudent to secure
insurance provided by on-site fuel storage.

Otter Tail is acutely aware of the cost impact of the LNG fuel storage on our
customers. We are also acutely aware of the potential price and reliability impacts on our
customers from another Uri-like event. In balancing these concerns, prudence favors the
pro-active approach which carries multiple benefits for our customers, rather than a
passive approach that relies on the absence of extreme events, or if extreme events occur,

the consequences for Otter Tail customers will not be severe.

IV. THE RECORD DOES NOT SUPPORT DENIAL OF OTTER
TAIL’S ADP APPLICATION

Advocacy Staff recommends that the Commission deny Otter Tail’'s ADP
Application. The central theme behind this recommendation is that the potential benefits
of having on-site fuel storage are insufficient in relation to the project’s costs.>* With

respect to natural gas price volatility and intra-day pricing risk, Advocacy Staff witness

54 Heidell Direct (PSC Ex. 1) p. 36-37. Mr. Heidell questioned the reliability benefits to be derived by on-
site fuel noting that such benefits “are hard to quantify given the existing winter reserve margin
requirement of over 25 percent and Otter Tail’s classification that over 90 percent of its generation is
a(liready resilient.” He also questioned the hedge value of on-site storage outside of major winter storms.
Id.
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Mr. Heidell concludes that “[w]hile onsite fuel storage for Astoria will provide insurance
against gas price spikes during major winter storms, I have concluded that the cost of that
insurance appears high compared to the anticipated savings for customers.”55

Mr. Heidell’'s recommendation rests on several unsupported and erroneous
conclusions, including the following: (1) erroneously concluding that Astoria Station’s
forced outage in December 2022 was due to fuel transport issues, rather than lack of fuel
supply; (2) dismissing Otter Tail’s financial analysis of the potential benefits of fuel
storage at Astoria Station based on an erroneous understanding of daily energy and
natural gas logistical scheduling constraints and associated intra-day pricing risks; and
(3) supporting an unwarranted view that hedging utilizing forward energy purchases and
call options can provide an adequate substitute for stored fuel at Astoria Station.
Collectively these issues cause Advocacy Staff to understate the value of having stored fuel
at Astoria Station and overstate the usefulness of alternatives to stored fuel.

Misconstruing Astoria Station’s Forced Outage

Mr. Heidell’s pre-filed direct testimony indicates in part, “Tenaska Marketing
Ventures, the asset manager for Astoria, holds firm transportation rights on Northern
Border, but delivery to Astoria is secondary firm, not primary. Therefore, Astoria was
unable to receive gas during this time.”>¢ In making this assertion Mr. Heidell suggests
that the reason Astoria Station was unable to receive gas during Winter Storm Elliot was
insufficient transport service. This is not the case.

The forced outage at Astoria Station during Winter Storm Elliot was not a result of
transport priority or transport curtailment, it was due to lack of fuel supply.5” At hearing
Mr. Retzlaff explained that Otter Tail procures fuel transport through Tenaska Marketing
Ventures through secondary in path transport service, but this had no bearing on the lack

of fuel supply available during Winter Storm Elliot:

55 Heidell Direct (PSC Ex.1) p. 55.
56 Id. p. 21.

57 Retzlaff Surrebuttal (OTP Ex. 8) p.3; Retzlaff Transcript p. 74.
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However, through all of -- you know, Tenaska moves all that transport, all
that gas on firm primary transport. If there is a de-rate or a curtailment, it
happens at the point of where that curtailment occurs. So if it happens up-
line, we're still on primary firm transport all the way to Astoria Station. At
the node, it's secondary transport, which is lower -- a lower service, but
there should never be a binding constraint at Astoria. Because the meter is
sized larger than the plant, and Otter Tail is the only one taking --
withdrawing gas at that node. So for all practical purposes, we receive
natural gas on primary firm transport at Astoria.>8

The lack of fuel supply during Winter Storm Elliot was in fact due to production facility
freeze offs and the inability to inject molecules into the pipeline.>® This is not a small
point because the lack of fuel supply (as opposed to lack of transport) was beyond Otter
Tail’s control, which further demonstrates the need for fuel storage at Astoria Station. As
noted by Mr. Retzlaff “[o]nsite LNG storage would have enabled Astoria to run through
the outage, which was due to lack of fuel supply, with no interruption. MISO would have
been able to continue commitment of Astoria for both economic and reliability purposes
for the duration of the winter storm event.”¢0

Financial Benefits Analysis

In addition to misconstruing the reason for Astoria Station’s forced outage during
Winter Storm Elliot, Mr. Heidell also errs in his assessment of Otter Tail’s financial
benefits analysis based on Winter Storm Uri. This analysis, discussed on pages 13-14
above, sought to quantify the possible financial impacts that might have occurred if

Astoria Station had been online and operational during Winter Storm Uri.61 Mr.

58 Retzlaff Transcript pp. 111-112.

59 “Lack of transport occurs when there is insufficient capability of the pipeline infrastructure to move
nominated gas volumes. For example, this may occur during the outage of a pipeline compressor
station. Lack of supply occurs when production facilities are unable to inject enough natural gas into
the pipeline to meet tﬁe desired demand for natural gas fuel supply. Lack of supply occurred during
Winter Storm Elliot due to production facility freeze offs and their inability to inject gas molecules
into the pipeline infrastructure. To be clear, the forced outage of Astoria Station associated with the
Winter Storm Elliot event was not an issue of transport availability or curtailment.” Retzlaff
Surrebuttal (OTP Ex. 8) p. 3.

601d. p.4.

61 “The analysis utilized historical data while varying two different variables: system LMP pricing and
timely natural gas purchases. Otter Tail considered four LMP pricing scenarios: historical Astoria LMP
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Retzlaff’s analysis demonstrated there are many possible scenarios where onsite LNG
storage would have provided significant financial benefits and that “the net present value
of the financial benefits for many of the studied scenarios offsets a significant portion of
the cost of the project while also increasing reliability and reducing rate volatility.”62

Mr. Heidell, who has no direct experience in managing the risks managed by Mr.
Retzlaff, 63 dismissed this analysis, concluding that Otter Tail’s estimation of cost savings
were over-stated.®* According to Mr. Heidell “the high financial loss scenarios the
assumptions are not reasonable regarding varying amounts of day ahead purchase that
would have been purchased”.®> Mr Heidell concluded that no timely (day ahead) natural
gas purchases should be considered valid,®¢ which directly conflicts with the assessment
of Mr. Retzlaff.6” Consequently Mr. Heidell dismisses nearly all potential net benefits
identified by the Winter Storm Uri analysis.

Mr. Heidell’s conclusion, however, rests on the erroneous assumption that Otter
Tail can make timely (day ahead) gas purchases after MISO posts day ahead commitment
and dispatch instructions.®®  As Mr. Retzlaff explained in pre-filed testimony and at
hearing Otter Tail is required to make timely gas purchases by 8:30 AM the day prior to
the operating day. Otter Tail is required to supply its generation offers to MISO (utilizing

an estimated natural gas pricing quote) by 9:30 AM prior to the operating day. It isn’t

pricing, x2 historical Astoria LMP pricing, LMP pricing at VoLL (MISO’s maximum allowed LMP price),
and historical SPP pricing (utilizing Big Stone Plant as a near proxy). Timely natural gas purchases ranged
212“0151 0 percent to 100 percent of Astoria’s daily fuel consumption.” Retzlaff Rebuttal (OTP Ex. 6) p. 7.
Id.

63 Heidell Transcript p. 165.
24 Iaeidell Direct (PSC Ex.1) p. 28.

5 1d.
66 Id. p. 29; Heidell Surrebuttal (PSC 2) p- 6.
67 Mr. Retzlaff responded to Mr. Heidell’s assessment that no timely purchases would be made noting that
Given the conditions of Winter Storm Uri, Otter Tail believes it is reasonable to assume 25 percent to 50
percent of Astoria’s gas needs would have been purchased utilizing timely nominations. Under such a
scenario, the calculated net benefit of onsite fuel storage would have ranged between approximately $9M
and $13.9M. Retzlaff Rebuttal (OTP Ex. 6) p. 12.
68 This is demonstrated by Mr. Heidell statement that “All but the 0% Timely Purchase scenarios assume
that various amounts of gas are bought day ahead on February 11, 2021, thru February 20, 2021.
However, given the actual Day Ahead prices Otter Tail’s bids into MISO would not have been picked up
based upon the expectation of gas prices. If the bids were not selected, then Otter Tail would not
have purchased day ahead gas and then liquidated the gas intra-day at a loss.” (emphasis
added). Heidell Direct (PSC. Ex. 1) p. 28-29. This statement reflects a fundamental misunderstanding of
how and when Otter Tail makes fuel procurement decisions, especially in volatile market conditions.
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until approximately 12:30 PM, prior to the operating day, that Otter Tail receives
generation day ahead clearing results.®® As such, it is not possible for Otter Tail to know,
at the time of generation offer submission, if MISO will commit and dispatch the unit or
how much natural gas fuel supply will be required for such a commitment and dispatch.
This is why Otter Tail’s financial benefits analysis based on Winter Storm Uri specifically
examined sensitivities associated with timely (day ahead) gas purchases. As a result of
Mr. Heidell’s erroneous understanding of natural gas and electric trading day logistics, he
dismisses all cases that assume any level of timely (day ahead) gas purchases. Such a
conclusion is not accurate and discards numerous scenarios which would provide
considerable financial benefits.”0

The record demonstates that Advocacy Staff’s dismissal of Otter Tail’s financial
analysis is based on erroneous assumptions concerning natural gas and electric trading
day logistics and intraday pricing risk. It also assumes perfect, after the fact knowledge
that a previous day’s market performance will accurately reflect the next day’s
performance, which is at best uncertain during extreme events.”?  Given this faulty
foundation the Commission should give significant weight to Mr. Retzlaff’s conclusion the
net present value of the financial benefits is likely to offset a significant portion of the cost
of the project while also increasing reliability and reducing rate volatility.

Hedging Alternatives

Mr. Heidell has also opined that financial hedging may be a more viable strategy
to manage gas market volatility than on-site fuel storage,”2 and that pure financial hedges
are a viable strategy.”?  Mr. Heidell’s direct testimony, however, indicates that these
instruments are an effective way to manage gas price volatility “outside of extreme

events.””4 Mr. Retzlaff has noted his general agreement that financial hedges may be a

69 Retzlaff Rebuttal (OTP Ex. 6) p. 11; Retzlaff Transcript pp. 99-107.
70 Retzlaff Rebuttal (OTP Ex. 6) p. 12.

71 Retzlaff Surrebuttal (OTP Ex. 8) p. 5.

72 Heidell Direct (PSC Ex. 1) p. 12.

73 1d. p. 13.

741d. p. 14-15.
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more cost effective approach to manage changing natural gas prices outside of extreme
events.”> This does not, however, address how best to manage market volatility during
extreme events. As explained by Mr. Retzlaff “the primary financial benefits associated
with onsite LNG fuel storage occur during extreme and volatile system events. These
benefits occur through mitigation of intra-day pricing risk and maintaining a low-cost,
stable, fuel supply during volatile market conditions.”7¢

Mr. Retzlaff has described the shortcomings of financial hedging instruments,””
including “complexity of sizing, liquidity, expense, and long-term price certainty.””® To
be effective, hedging instruments would need to be oversized thus very expensive to carry
a generation unit through a significant winter event. In some cases these instruments are
not liquid (i.e. not available or difficult to find) which is the case for call options, and these
instruments generally lack long term price certainty into forward years, limiting their
usefulness.”® All of these instruments compare poorly to on-site fuel storage as means to
manage intraday pricing risk, and none provide a hedge against physical loss of natural
gas supply.80 In sum, the record reflects that Otter Tail considered relevant financial

hedging tools, and that none are a reasonable substitute for on-site LNG fuel storage.

75 Retzlaff Rebuttal (OTP Ex 6) p. 14.

76 Id. Mr. Retzlaff further why LNG fuel storage is favored over hedging options: “Onsite LNG fuel

storage is the only hedging option that provides increased fuel su p%y assurance and operational

reliability in the event of both pipeline transport disturbances and supply disturbances. From a financial

standpoint, onsite LNG fuel storage provides the best protection against intra-day pricing risk during

extreme system events. It also provides the most operational ﬂexi%ility and accessibility. Forward

gurchases, call options, and storage contracts are subject to scheduling constraints associated with the
aily natural gas markets. For example, an Astoria commitment occurring after the last intra-day gas

nomination cycle, at would not be able to nominate additional fuel supply from the pipeline unti t%le

following morning. Onsite LNG fuel storage would not be subject to any scheduling constraints or

production reductions. Onsite LNG storage would have immediate access to its stored fuel resources

allowing the plant to operate at full output up to five days.” Retzlaff Rebuttal (OTP Ex. 6) at 14-15.

77 Otter Tail examination of hedging instruments included forward natural gas purchases, natural gas call

og)tions, and natural gas storage alternatives. Heidell Direct (PSC Ex. 1) p. 11; Retzlaff Rebuttal (OTP Ex.

6) p.12.

78 I%etzlaff Surrebuttal (OTP Ex. 8) p. 2.

79 1d.

80 & p3
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V. CONCLUSION

Otter Tail acknowledges and appreciates that this ADP Application presents
challenging issues, including how one can reasonably weigh cost and benefits associated
with hard to predict future events. What the record makes clear, however, is that there
are risks associated with extreme weather events, that these events are increasingly likely
to occur in the future, and that prudence supports a pro-active approach. Otter Tail
submits the prudent response in this environment is to move forward with LNG fuel
storage at Astoria Station. Therefore, for the reasons set forth above, Otter Tail Power
respectfully requests the Commission grant an ADP for the Company’s proposed Astoria

Station onsite fuel inventory system.

DATED: February 2, 2024 Respectfully submitted,

OTTER TAIL POWER COMPANY

By: /s/ CARY STEPHENSON
Cary Stephenson

Associate General Counsel
Otter Tail Power Company
215 S. Cascade Street

Fergus Falls, MN 56538-0496
(218) 739-8200
cstephenson@otpco.com
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STATE OF NORTH DAKOTA

PUBLIC SERVICE COMMISSION

In the Matter of Otter Tail Power Company Docket No. PU-23-066
Advance Prudence Application -
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Inventory System

APPLICANT OTTER TAIL POWER COMPANY’S PROPOSED
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Commissioners Randy Christmann, Sheri Haugen-Hoffart, Julie Fedorchak

Cary Stephenson, Associate General Counsel, Otter Tail Power Company, 215 S.
Cascade Street, Fergus Falls, MN, on behalf of Otter Tail Power Company.

Brian L. Johnson, Special Assistant Attorney General,122 East Broadway Avenue,
Bismarck, North Dakota 58501, on behalf of Public Service Commission Advocacy Staff.
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Commission Advisory Staff.

Timothy J. Dawson, Administrative Law Judge, P.O. Box 1695, 316 North 5" Street,
Bismarck, ND 58502-1695.

Preliminary Statement

On February 8, 2023, Otter Tail Power Company (Otter Tail) filed an application with
the North Dakota Public Service Commission (Commission) seeking an advance
determination of prudence (ADP) under North Dakota Century Code Section 49-05-16 for
a liquified natural gas storage (LNG) system to be constructed at Astoria Station, Otter
Tail's 250 MW natural gas-fired, frame-style, simple cycle combustion turbine generation
facility near Astoria, South Dakota.



On October 11, 2023, the Commission issued a Notice of Public Hearing, scheduling

a public hearing for December 12, 2023, at 8:30 a.m. in the Commission Hearing room,
12™ Floor, State Capitol, 600 East Boulevard Avenue, Bismarck, North Dakota 58505. The
Notice specified that the issue to be considered was whether Otter Tail should be granted
an advanced determination that its proposed resource addition is prudent.

On December 12, 2023, the public hearing was held as noticed.

Having allowed all interested persons an opportunity to be heard and having

heard and considered all testimony and evidence presented, the Commission makes
the following:

=

Findings of Fact

Otter Tail is an investor-owned electric utility headquartered in Fergus Falls, Minnesota,
authorized to provide public utility service in North Dakota under the regulatory
jurisdiction of the Commission.

Astoria Station is Otter Tail's 250 MW natural gas-fired, frame-style, simple cycle
combustion turbine generation facility located near Astoria, South Dakota. Otter Tail
placed Astoria Station into service in 2021 following the Commission’s issuance of an
Order finding Astoria Station prudent in Case No. PU-17-140.

Astoria Station is fueled by natural gas delivered by the Northern Border Pipeline.
Astoria Station currently lacks on-site fuel storage.

Recent events have caused the electric utility industry and regulators to evaluate risks
posed by extreme weather events on the operation and reliability of natural gas-fired
combustion turbines reliant on pipeline delivered fuel. Specifically Winter Storm Uri
(February 2021) caused widespread outages and extreme natural gas and electric
market volatility in certain parts of the United States. Astoria Station was not in service
at the time of Winter Storm Uri.

More recently Winter Storm Elliot (December 22-26, 2022) affected Astoria Station.
Otter Tail testified that fuel supply interruptions caused by Winter Storm Elliot caused a
forced outage at Astoria Station, which is likely to result in MISO derating a portion of
the plant’s capacity accreditation for a period of three years.

Otter Tail testified that adding LNG fuel storage at Astoria Station addresses two
primary risk-based needs: (1) the risk to reliability caused by interruptions in pipeline
delivered natural gas, and (2) intraday pricing risk, which is significantly amplified by
volatile natural gas market conditions during extreme events.

Otter Tail testified that intraday pricing risk is driven by the fact that Otter Tail must buy
day ahead natural gas for Astoria Station and offer Astoria Station’s output to MISO well
in advance of MISO clearing Otter Tail's offer. Depending on how MISO clears the
Company’s offer, the Company, may need to secure additional natural gas at then

2



prevailing market rates, or sell back unused gas. Otter Tail testified that this risk is
compounded when considering MISO only guarantees make whole payments based
on offer costs, not actual fuel procurement costs.

8. Fuel procurement costs are a pass-through cost to Otter Tail's customers typically
recovered through the Company’s fuel clause.

9. Otter Tail testified that on-site LNG fuel storage will provide fuel assurance for Astoria
Station, allowing the plant to operate even when the delivery of pipeline fuel is
interrupted, and that this has significant reliability and resiliency benefits.

10.Otter Tail also testified that the flexibility of having on-site LNG fuel at Astoria Station
will allow Otter Tail to manage intraday pricing risk, and that this flexibility has significant
potential financial benefits for Otter Tail’s customers that may offset a significant portion
of the cost of the proposed LNG fuel storage system.

11.Advocacy Staff questioned the need for on-site fuel storage, challenging Otter Tail’s
assessment of natural gas market volatility and threats to reliability. Advocacy Staff also
disputed the potential financial benefits provided by on-site LNG fuel storage, noting
that that the purported benefits of on-site LNG fuel storage do not appear to outweigh
the costs of the LNG fuel storage system proposed by Otter Tail.

12.0Otter Tail disputed Advocacy Staff's assessment, noting the addition of on-site fuel
storage at Astoria Station proposal is consistent with recommendations and warnings
issued by the Federal Energy Regulatory Commission (FERC) the North American
Energy Reliability Council (NERC) and the Midcontinent Independent System Operator
(MISO).

13.0Otter Tall testified that on-site fuel storage is the least cost, responsible approach to
addressing the risk-based needs at Astoria Station, and that other options are
inadequate. Otter Tail views on-site fuel storage as the mitigation measure within the
Company’s control to mitigate the reliability and intraday pricing risks identified in the
proceeding.

14.Winter Storm Uri and Winter Storm Elliot demonstrated risks to natural gas generation
reliant on just-in-time pipeline delivered fuel.

15.Fuel assurance, a key MISO reliability attribute, is supported by on-site fuel storage.

16. Intraday pricing risk for Otter Tail is the risk of having to make generation offers to MISO
without the ability to know what the cost of those offers will ultimately be. Intraday
pricing risk can in certain conditions expose Otter Tail customers to extraordinary price
risks during periods of high natural gas market volatility, which is most likely to occur
during extreme weather events.

17.Alternatives to LNG fuel storage at Astoria Station do not address the full range of risk
identified by Otter Tail.

18.Whether the cost of LNG fuel storage is justified in relation to its benefits is a difficult

3



question due to uncertainty about the location, frequency, and magnitude of future
extreme weather events and whether future developments such as better coordination
among gas and electric industries will mitigate these risks.

19.1n considering the nature of the risks to Astoria Station, the potential for such risks in
the future, and the potential magnitude of these risks, a proactive approach of adding
LNG fuel storage can be justified over other alternatives.

20.The Commission finds that the proposed Astoria Station LNG Fuel Storage Project is
a prudent resource addition to satisfy the risk-based needs identified by Otter Tall.

Conclusions of Law

1. The Commission has jurisdiction in this matter.

2. Otter Tail has complied with the provision of N.D.C.C. section 49-05-16.

3. The LNG fuel storage at Astoria Station as proposed by Otter Tail is a prudent
addition to Otter Tail's system.

From the foregoing Findings of Fact and Conclusions of Law, the Commission
issues its:

Order

1. Otter Tail's application for an advanced determination of prudence for an LNG fuel
storage system at Astoria Station is GRANTED.

PUBLIC SERVICE COMMISSION

Sheri Haugen-Hoffart Randy Christmann Julie Fedorchak
Commissioner Chair Commissioner
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JUDGE DAWSON: Good norning. |''m Ti not hy
Dawson, an Adm ni strative Law Judge desi gnated by
the O fice of Adm nistrative Hearings upon the
request of the Public Service Conm ssion to serve as
hearing officer for this hearing. This is North
Dakota Public Service Conmm ssion Case Nunber
PU- 23- 66.

Bef ore we begi n today, please turn off or
silence your cell phones. There should be an
at t endance sheet goi ng around sonewhere. | would
| i ke everybody to sign it and put their address, or
at least the city fromwhich they are from

This is the hearing on the Application of
OQter Tail Power Company for an Advanced
Det erm nati on of Prudence for the Devel opnent,
Omnership, and Operation of an Onsite Fuel Inventory
System at the Astoria Station.

Let the record show that it is 8:30 a.m
Central Standard Tinme on the 12t h day of
Decenber 2023, and we are at the Comm ssion Hearing
Room on the 12th floor of the State Capitol. This
is the time, date, and place set by the Notice of
Hearing i ssued by the North Dakota Public Service
Conmm ssion on Cctober 11th, 2023. The issue to be

considered is whether Gter Tail Power should be

Shaddix & Associates - Stenographic Court Reporters
(952)888-7687 - reporters@janetshaddix.com
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granted an advanced determ nati on of prudence that
its proposed resource addition is prudent.

W will now have the parties nmake their
appear ances.

M. Stephenson, please state your
appearance for the record and tell ne the nanes of
the w tnesses you expect to call today.

MR. STEPHENSON:. Thank you, Judge. Cary
St ephenson, on behalf of Oter Tail Power Conpany.
And the witnesses that we will call today are the
W t nesses that have filed pre -- or nade prefiled
testinony in the record, and they are Bradl ey
Tol | erson, Ryan Retzlaff, Kirk Phinney, and Nat han
Jensen.

JUDGE DAWSON: Thank you.

M. Johnson, could you state your
appearance for the record and the nanes of your
expected w tnesses and any Conm ssion staff that nmay
parti ci pate.

MR JOHNSON: Sur e. Bri an Johnson, |I'm

assi gned advocacy | egal for the Conmm ssion. | have
Chris Hanson with ne. 1'd ask that he be allowed to
ask questions, if necessary. | have one w tness
today, Janes Heidell, and that's it.

JUDGE DAWSON: As long as there's no

Shaddix & Associates - Stenographic Court Reporters
(952)888-7687 - reporters@janetshaddix.com
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objection to M. Hanson asking questions, | wll
allow it.

MR. STEPHENSON: No obj ecti on.

JUDGE DAWSON: Ckay. And M. Schuh.

MR, SCHUH. Good norning, Your Honor.
John Schuh, I"'mwth the advisory staff, and al ong
wth ne today is Victor Schock.

JUDGE DAWSON: Well, is there anybody in
t he audi ence today that plans to provide public
testi nony?

| don't see anyone here at this tine, but
i f anyone changes their mnd or wants to, they sure
may decide |later on in the hearing because we'l|l
have a particular portion of the hearing set aside
for just that.

It's tinme for opening remarks by the
Conmmi ssi oners.

Comm ssi oner Haugen-Hoffart.

COWM SSI ONER HAUGEN- HOFFART:  Good
nmor ni ng, everyone. Good to see a |l arge contingency
here. Interesting case. | look forward to hearing
the testinony on it. | think we're all going to
| earn sonme stuff on reliability, resiliency, and
cost - benefit.

So wwth that, I wll pass it on to other

Shaddix & Associates - Stenographic Court Reporters
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Comm ssioners, and | |look forward to hearing from
each of you that are called as w tnesses.

JUDGE DAWSON: Conmmi ssi oner Chri st mann.

CHAI R CHRI STMANN: No openi ng comments,
Your Honor. Ready to get started.

JUDCGE DAWSON: Conmi ssi oner Fedor chak.

COW SSI ONER FEDORCHAK:  Thank you,
Judge.

Good norni ng, everyone. |It's good to see
everybody el se dressed up in your suits. Can get
pr of essi onal when we have to, right?

So |I'mexcited about this case, too. In
the other job that |I've taken on, the Nei ghbor
Leadership position, one of the initiatives that |
| aunched was called GEAR Gas-Electric Alignnent
for Reliability, and I'"'min the throes this week,
| ast week of trying to decide industry reps to fil
the roles, along with Comm ssioners, to address
these 1 ssues. And everything here is just, |ike,
front and center on the gas-electric alignnent
i ssues that we face.

And so it's great to have a case |ike
this, just, you know, front of m nd as we approach
kind of a new way of trying to sol ve sone of these

issues. And | do think that, you know, this case

Shaddix & Associates - Stenographic Court Reporters
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really brings forward a | ot of the weaknesses in our
current system and the |ack of alignnent, the
chal l enges that electric utilities face and the gas
industry faces in trying to work together to neet

t he need.

So | ook forward to our discussion today
and what we can cone up with to try to address this
in a smart way, so thank you.

JUDGE DAWSON: M. Stephenson and
M. Johnson, do you have a stipulation as to your
exhi bits? The PSC has put before ne PSC 1 and PSC
2; and M. Stephenson has provided Oter Tail Power
Conmpany, or OIP, 1 through OIP 17. Do we have a
sti pul ati on?

MR. STEPHENSON: Yes, Your Honor.

MR JOHNSON:  Yes, Your Honor.

JUDGE DAWSON: So the exhibits are so
mar ked and adm tted.

(Exhibits PSC 1-2 and OIP 1-17 received.)

JUDGE DAWSON: Are there any prelimnary
matters or notions that need to be brought before ne
at this tinme?

MR, STEPHENSON: Yes, Your Honor. W
just have a couple of admnistrative matters. OIP

Exhibit 17 is an update or a revision to the project
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schedul e that is in our application and in the
testinony of Brad Toll erson and Kirk Phinney. And
it's just a revision to reflect a passage of tine
and sone other issues that -- the short story is
that in the application and testinony, we projected
an inservice date. Initially when we filed our ADP
back in February of this year, we projected an

i nservice date of Decenber of '26. Now, we're
projecting an inservice date of Septenber of '27. |
just wanted to nake sure that got into the record.

And the other matter, at least in our
exhi bits and application, we'll try very hard to be
careful with the trade secret issues. Qur w tnesses
Wil refer -- | think that the main one that may be
di scussed is the project cost. That appears in our
application and throughout sone of the testinony.
We're sinply going to refer to it as "the project
cost" or "the estimated project cost,” and I'lIl try
to make sure that we adhere to that.

JUDGE DAWSON: Well, M. Stephenson, do
you have any opening remarks, or would you like to
call your first wtness ?

MR, STEPHENSON: | would like to call ny
first witness, Your Honor.

JUDGE DAWSON: Pr oceed.
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MR. STEPHENSON: Otter Tail Power calls
Brad Tol | er son.

JUDGE DAWSON: M. Tollerson, |I'm
required by law to tell you the penalties for
perjury in this state. Perjury is a class C felony
puni shable by a fine of up to $10,000 or a term of
i mprisonnent of up to five years or both. Do you
understand what perjury is and the penalties for it?

MR TOLLERSON: | do.

JUDGE DAWSON: Under st andi ng so, do you
prom se or swear that the testinony that you're
about to give will be the truth?

MR. TOLLERSON: | do.

JUDGE DAWSON: W th that, you may begin.

BRADLEY TOLLERSQON,

after having been first duly sworn, was
exam ned and testified on their oath as foll ows:

MR. TOLLERSON. Well, good norning. M
nane is Brad Tollerson, and | serve as Vice
President of Energy Supply for the OQter Tail --

JUDGE DAWSON: Ch, hold on. He's going
to ask you --

MR, STEPHENSON: 1'Il ask you a few
questions first.

MR. TOLLERSON: |I'msorry. Process, all
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right.

UNI DENTI FI ED: | serve no purpose here,
so | --

UNI DENTI FI ED: Can you turn that on?

MR, TOLLERSON: Is nmy mic not on? There
we go.

DI RECT EXAM NATI ON

BY MR STEPHENSON:

Q

Q » O >

>

M. Toll erson, please state your nane for the record
and your place of enploynent.

My nane is Bradley Tollerson, and | work for Qter
Tai | Power Conpany.

And what do you do for the Oter Tail Power Conpany,
M. Toll erson?

| amthe Vice President of Energy Supply.

And how | ong have you been in that position?

Just about 27 years.

M. Toll erson, have you filed prefiled testinony in
this matter?

| have.

And if you were asked the questions in your prefiled
testi nony today, would your answers be the same?
Yes.

And, M. Toll erson, have you prepared an openi ng

statenent and sunmmary of that prefiled testinony?
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Yes, | have.

M. Tol |l erson, would you please read that into the
record?

I will.

Good nmorning. My nane is Brad Tol | erson.
| am Vice President of Energy Supply for Oter Tail
Power Conpany.

Thank you for -- thank you, Judge Dawson
and Conm ssioners, for the opportunity to present
testinony in support of Oter Tail's application for
an advanced determ nation of prudence for an onsite
liquified natural gas fuel storage at Astoria
St ati on.

| also want to thank staff for their tine
and effort in bringing this matter before the
Conmi ssi on.

| will provide a brief summary of Qter
Tail's application and ny prefiled testinony rel ated
to the conpany's proposed fuel storage project.
OQter Tail constructed Astoria Station as part of
our replacenent for the Hoot Lakes Station near
Fergus Fall s.

Astoria Station is a natural fired --
natural -gas-fired, sinple cycle unit, located in

nort heastern South Dakota near Brookings. The unit
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provi des 285 negawatts of dispatchable capability in
the winter and 245 negawatts of di spatchabl e
capability in the summer.

It is a key part of Oter Tail's
generating fleet, providing capacity and
di spatchabl e energy on short-termnotice. The unit
iIs capable of fast startup, getting the full output
in ten mnutes. The unit is connected to the
Nort hern Border Pipeline, getting nmuch of its supply
fromthe Bakken in western North Dakot a.

The conpany designed the original Astoria
site to ensure that onsite fuel could be added if
deened necessary in the future. However, at that
time, the unit design and construction, we were only
aware of one significant natural gas event: The
Pol ar Vortex of 2014. Since that tine, we've seen
Wnter Storm Ui and Wnter StormElliott and the
I npacts they can have on the electric system They
had catastrophic reliability and econom c
consequences for certain regions of the United
St at es.

Furthernore -- furthernore, M SO has
begun defining reliability attributes , including
fuel assurance, and NERC, FERC, and M SO have

stressed the inportance of reliable natural gas
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supply during tight system conditions and
ener genci es.

NERC i s now highlighting the increased
ri sk of extrenme weat her events, |eading nany to
beli eve that the recent events we've seen nmay only
becone nore frequent. As new information is
received, it is prudent that we nodify our plans to
meet the needs of the evol ving system

The proposed project would have a
l'iquified natural gas storage facility adjacent to
Astoria Station. This stored fuel would be used in
the event that fuel is not capable of being
delivered on the pipeline, like during Wnter Storm
Elliott, and when m salignnent of natural gas and
electricity narkets create significant negative
econom ¢ consequences for our custoners.

These ri sks and chal | enges are very real,
as denonstrated by recent winter storns. This
proj ect reduces the risk of significant event-driven
cost that would need to be recovered fromQter
Tail's custoners.

Oter Tail will provide three additional
W t nesses: M. Phinney, M. Jensen, and
M. Retzlaff. These witnesses wll provide a nore

detail ed description of the project and associ at ed
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facilities, the justification for the project
relative to generation attributes in relation to
Oter Tail's forecasted | oad, and an assessnent of
the potential econom c consequences associated with
the natural gas and electric tradi ng days.

Provi ded that the conpany receives
approvals in both North Dakota and -- through this
ADP and in M nnesota through the currently pendi ng
i ntegrated resource plan and the necessary permts
i n South Dakota, the conpany would plan to comence
det ai | ed desi gn, engineering, procuring a |long-term
LNG supply contract, and construction. W would

expect the onsite fuel supply to be available in

2027.
Thi s concl udes ny openi ng statenent.
JUDGE DAWSON:  Any further questions,
M. Tollerson -- Stephenson?

MR. STEPHENSON: No, Your Honor, and we
woul d tender M. Tollerson for cross-exam nation.
JUDGE DAWSON: M. Johnson.
MR. JOHNSON:  Thank you, Your Honor.
CROSS- EXAM NATI ON

BY MR JCOHNSON:

So you believe that this is a necessary addition?

We do view this as a necessary addition to mtigate
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the risk for our custoners and the electric system
Ckay. Now, you stated that there was three events,
the '14, which was outside of this --

Um hnmm

-- plan existing, and | believe in the testinony
that in the two other events, the conpany stated
that the plant would have been able to run if called

upon; is that correct?

That is not correct. So during Wnter StormUri --
and I'll give alittle bit of background -- the unit
was still under testing. It was not a

commercially-available unit, and so the unit did not
run. W chose not to run it. W were not obligated
torun it.

Many of the financial consequences that
we tal ked about could have been very, very real had
the unit been forced to run under a nust-offer
requi rement that the M dcontinent |SO has, but we
were not required to do that because of, just, the
status that we were in at that point in the
construction.

During Wnter StormElliott, we were
directly affected. W were unable to procure
natural gas to operate the unit for 48 hours in

Decenber of 2022, and that directly inpacted the

Shaddix & Associates - Stenographic Court Reporters
(952)888-7687 - reporters@janetshaddix.com




© o0 ~N o o b~ w Nk

N NN N NN R R R R R R R R R R
oa A~ W N P O © 00 N oo 0o~ O w N -+ O

OTP Hearing - PU-23-66 - 12-12-23 20

operations of that unit. It did not run, and that
has subsequently affected our accreditation, or the
amount of accredited capacity that we have on the
unit goi ng forward.
Ckay. You stated it didn't run, were you called
upon to run and just couldn't?
W were called upon to run for reliability purposes
by the Mdcontinent 1SO When we went out to
procure natural gas, there was no natural gas to be
procured. The pipeline did not have adequate
suppliers. W work with Tenaska Marketi ng Ventures
as our natural gas agent, and they go out and scour
the market, find natural gas to operate the unit
Wt h.

There were no offers of natural gas.
There was i nadequate supply -- no supply of natural
gas at the tine that we needed it, which made the
unit unavail able, and we had to put the unit on
forced outage for 48 hours for | ack of fuel.
Ckay. So what type of contract do you have for gas,
isit afirmcontract or is it not a firmcontract?
You know, the details of that m ght be better
addressed by M. Retzlaff, but we do have a contract
wth -- with Tenaska Marketing Ventures. This is a

sinple cycle unit. So it runs at -- unexpected. It
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Is not a constant base |load unit that runs at a
steady | evel for which we procure | ong-term gas.
The gas, though, is delivered on firmtransport when
we do purchase the natural gas.
Ckay. So Astoria, there was an ADP in 2017,
bel i eve.
Um hnmm
So was dual fuel always an aspect of this project?
So when we filed the original ADP and designed the
original Astoria Station, we only had one other
natural gas unit on our system That is Solway up
by Bemdji. It is about a 50-negawatt natural gas
facility.

That -- that plant was built prior to the
M dcontinent 1SO It was under MAPP rul es, the
M d- Conti nent Area Power Pool. And at that tine
they had a requirenent that you had onsite fuel
storage, and so we have one day of fuel oil storage.
And that's a little bit of a msnoner. |t has a
one-day tank, but recognize that's a small unit.
And in the event that we have to run on fuel oil, we
can have additional fuel delivered and that unit can
conti nue operating for sone period of tine.

And so we were aware of that requirenent

that the M d-Conti nent Area Power Pool had had back
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then. M SO did not have a requirenent at the tine.
W were not aware of the extrenme gas volatility that
we have seen in Wnter Storm Ui and Wnter Storm
Elliott, and so we decided it was not prudent at the
time to install dual fuel. But we did design
Astoria Station so that if dual fuel needed to be
added in the future, it would be capabl e of being
acconpl i shed.
Ckay. So if this project -- if this resource
addi ti on was deni ed, does Astoria still remain a
prudent investnent for the conpany?
Astoria will remain a prudent investnent, but there
are periods of tinme when our custoners may be
exposed to the price differentials due to the
intraday pricing difficulties of natural gas and the
electricity markets that could cause significant
costs to flow through to our custoners. There's
also the risk during extrenme events that the unit
woul d not be able to generate.

Bot h of those things are new
devel opnents. They are not things that were on our
radars. They are things -- Wnter Storm Ui was a
wat er shed nonent for our industry in maki ng everyone
in the industry, including Oter Tail, realize that

there were significant shortfalls in the natural gas
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pi pel i ne network and only exasperated nmany of these
pricing concerns. W were not aware of those at the
time of the original ADP, and so we nmade a prudent
decision to add Astoria Station based on the facts
at the tine.
Ckay. So a lot of -- a lot of things happened in
Storm Uri that caused it to be so bad. You're
sayi ng that none of those things have been -- have
been fixed in the neanti ne? There's nothing that
happened during that that hasn't been renedied to
help mtigate that type of shortconmngs in the
future?
Well, there were 22 nonths that occurred between
Wnter Storm Ui and Wnter StormElliott. Wnter
StormElliott, we saw significant -- | nmean, we were
unabl e to procure fuel because the natural gas
producers that were feeding the pipeline had not
changed, presunably, what they were doing on the
system That |limted the anbunt of natural gas
being injected into the pipe to supply that natural
gas.

And while I can't definitively say all of
the things that m ght have been done in the
i ndustry, | have grave concerns that nany of the

I ssues that were present in Wnter Storm Uri persi st
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t oday.
Ckay. So let's tal k about your capacity
accreditation. How does this help resolve that, and
are you going to see an increase in capacity if you
had this?
So M SO has recently changed the seasonal capacity
construct, and as a part of that, there are hours --
and -- and Wtness Jensen, M. Jensen, wll be able
to better detail this, but M SO | ooks at the nost
constrai ned hours on the system and your specific
unit performance during those nost constrai ned hours
w Il inpact your accreditation on the unit.
And so in the instance of Wnter Storm
Elliott, we had 48 hours when we were unable to
gener ate because we were unable to procure fuel. It
was not available, and that will significantly
i mpact our accreditation for the next three years.
W are waiting for final nunbers fromthe
M dcontinent |1SO on what that is, but the best
estimates that we have at this tine are that we w ||
have a 50-negawatt reduction in the w nter-season
accreditation of Astoria Station for the next three
years. So instead of upwards of 285 negawatts,
we'll get sonewhere in the 235-negawatt range,

specifically and directly because of the inpact of
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Wnter StormElliott and the inability to get fuel
for those 48 hours.

Ckay. So your wi nter capacity, what is that right
now, or is that better for another w tness?

The -- you nean -- Astoria Station is a
285-negawatt-capable unit in the wnter season. |
think it would be better for M. Jensen to address
the specifics of that accreditation (indiscernible).
Ckay. Do you know what your percentage of
generation is over your -- the bare mnimm 1ike
excess for your winter? There's got to be a buffer
margin there.

We do have sone additional length in the wnter
season. At present, | can't provide you that
nunber. M. Jensen probably can.

If | said it was about 25 percent above, woul d that
sound correct to you?

No, it doesn't. | nean, we do not have 25 percent
generation in excess of our w nter demand needs. |
t hi nk we have excess of 100 to 150 negawatts,

t her eabouts, out of a peak |oad of -- with planning
reserve margi ns of 1,200 negawatts, so | believe
that if we have a length, it's nore in the nature of
10 percent or |ess, not 25.

Ckay. So you say you have 10 percent over, and
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if -- this upcomng cut to your accreditation is
going to reduce that further?
That will reduce that, correct. | think a key
distinction to draw, M. Johnson, is that even if we
are | ong, any additional capacity that we have, we
will sell into the market. And the proceeds of
those sales flow directly back through to North
Dakota consuners, as well as the consuners in our
ot her st at es.

And so even though we may have | ength,
the fact that we have | ength nmeans that we woul d
sell the capacity if it were available fromthe
unit. That revenue would be a direct offset to our
custoners' rates. So while there may not be a real
cost of having to buy purchased capacity, there is
an opportunity cost in not being able to sell
capacity that we woul d ot herw se have.
So woul d purchasi ng the needed capacity to cone up
for the shortfall in accreditation, purchasing
addi tional capacity is nore expensive than buil ding
this and operating and mai ntaining this?
What we have seen in -- M. Johnson, in recent years
is significant volatility in M SO capacity narkets.
So it would be speculation to -- to try and

anti ci pate what annual capacity market clearings are
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going to be in the future.

Two years ago we saw cl eari ngs near
the -- the CONE, very, very expensive capacity.
This past year, they were |l ess. W know we have an
industry that is continually retiring dispatchable
resources, and there are w despread concerns over
t he anount of capacity on the system So | don't
think there's nmuch di spute or doubt that the system
is getting tighter froma capacity perspective going
f orwar d.
So speculation, is that --
| don't care to specul ate on whether or not the
capacity revenues wll exceed the specific costs
because it's an unknown.
Sure. But you're speculating that we're going to
have nore and nore of these winter events, is
that -- that's speculation, | --
W are -- we are relying on industry organi zati ons.
We are relying on the North American Electric
Reliability Council, who is on the record -- al ong
w th FERC and ot her industry organi zations -- saying
that we are going to have nore and nbre w nter
events. The frequency of those events is likely to
increase. That's not an Oter Tail position, that's

a NERC position.
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Q Sur e.
MR. JOHNSON: | guess | have not hi ng
further at this tinme, Your Honor.
JUDGE DAWSON: M. Hanson.
MR. HANSON: No questions at this tinme.
JUDGE DAWSON: M. Schuh.
MR. SCHUH:. Your Honor, | think all ny
questi ons have been answer ed.
CROSS- EXAM NATI ON
BY MR SCHUH:
Q But I -- it would be helpful if you would just give
a brief update of currently where Oter Tail Power

is for this project in Mnnesota procedurally.

A Sure. M. Schuh, I'd be happy to. This project is

included in our integrated resource plan filing in
the State of M nnesota. There is not a separate
advanced determ nati on, a prudence process there.

That integrated resource plan is
currently going through final briefings. W are
anticipating hearings in January. Those have not
been formally noticed yet that |'maware of, but we
expect a decision in Mnnesota in the next couple of
nont hs.

MR. SCHUH. Thank you.

JUDCGE DAWSON:  Conmi ssi oner
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Haugen- Hof fart.
COW SSI ONER HAUGEN- HOFFART:  You' ve
addr essed nost of the questions, so | think you said
M. Jensen will be able to address nore of the
capacity accreditation, so I'll defer to him
MR. TOLLERSON:. Ckay.
COW SSI ONER HAUGEN- HOFFART:  Thank you.
JUDGE DAWSON:  Conmmi ssi oner Chri st mann.

EXAM NATI ON

BY CHAI R CHRI STMANN:

Q Sone of the things that you' ve said, | feel like |
have just a fundanental -- fundanentally different
perception than you, so I'mgoing to ask you to help
ne --

A Sur e.

Q -- bring these two together. |If | understood you
right, you said at the tine of the ADP for Astoria,
you were not aware of the natural gas volatility,
correct?

A W were not aware -- Conmm Ssioner, we were not aware

of the extrene volatility that we have since seen in
Wnter Storm Ui and Wnter StormElliott. There --
natural gas prices have been generally volatile for

a long tine, but the extreme volatility during

extrene wi nter events was a revelation to Gter
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Tai | .

And there are a coupl e of reasons that
|'"d like to expound on there, in that, prior to
Astoria Station, our only natural gas unit was at
Sol way, M nnesota, and at Solway, that is served off
a different natural gas pipeline. It is served off
the Great Lakes Pipeline instead of the Northern
Border line. And as | nentioned previously, we have
onsite fuel supply at Astoria. So we've been
prot ected agai nst that volatility. 1t was not high
on our radar to the extent there m ght have been
previ ous events.

So respond to this: | think you should have been
aware of it. |'ve been aware of natural gas
volatility since the '70s, and | was a school kid and
we weren't served by natural gas on the farm And
we have been systematically, one year after another
for the last ten or 15 years making it significantly
wor se by changing our electric grid into --
significantly nore reliance on this volatile
comodity. And so the fact that Qter Tail Power
Conpany was surprised by this concerns ne.

| -- I think that the -- Comm ssioner, | think the
entire industry viewed Wnter Storm Ui as a

wat er shed nonent that has changed our outl ook and
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concerns about natural gas significantly.

It's not that natural gas prices haven't
been viewed as volatile in the past. Natural gas
pri ces have noved. They have noved up
significantly, but we're focused in on this project,
our extrene events. Not necessarily that natural
gas is, you know, $3 an MVBtu one year, $6 an MVBtu
t he next year, and maybe 12-year -- $12 an MVB --
MVBt u sone year down the road. It is what happens.

And your point is well-taken. The
industry is under great transformation. There are
far fewer coal units and other base |oads units on
the system today, which is increasing the dependance
on the natural gas system |It's increasing the
demand on those systens as natural gas units take
over nmuch of the energy generation that was
previ ously provided by other generation sources.

And so that's putting increased denmand on
the natural gas system and when we get into
critical periods of tine, winter stormevents where
there's high demand on the | ocal distribution
conpani es for natural gas service for homes and
busi nesses, as well as the demand of natural gas for
generating facilities, there is increased denmand.

And it has changed with tinme, and it has
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increnentally gotten worse with tinme.

You' ve twice nowreferred to Uri as a wat ershed
nonent .

Um hnmm

l'"d like to know your definition of a watershed
nonent. Because |'mnot an expert in this field and
| was predicting that for years, and we know t here
are nore comng. It was an obvious conclusion to
years of additional reliance on a volatile
comodity. How do you define a watershed nmonent ?
Well, I think we saw the results. There were a | ot
of people that -- that anticipated that changes were
comng, but I think we saw very cl ear catastrophic
reliability and econom ¢ consequences in Wnter
Storm Uri that we had not seen previously in a
single w nter event.

So an obvious conclusion to action is a -- is then a
wat er shed nonent ?

| think a watershed nonent is sonething that the

entire industry took note of, and is taking -- and
wor ki ng towards -- corrective actions in response
to.

Ckay.

This project is -- is working to address and

mtigate concerns and risks that we identified at a
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point in tinme that we had not identified during
these extrene -- extrene events previously, and we
beli eve we are taking prudent action to mitigate the
risks.

I'd much rather be here speaking with you
about the risks that we've identified and the best
solution we've identified to mtigate those risks
than to be back seeking recovery of very, very high
costs because we hadn't sought this mtigation.
Wul d it not have been nore appropriate to have done
a better job of forecasting and been nore upfront
wth us in the original ADP for Merricourt and for
Astoria and to -- in order to replace your contracts
and the shutdown of Hoot Lakes, to be upfront about
what it was going to take to actually repl ace those

contracts and that dependabl e generati on?

Comm ssioner, | guess it's arguable what we knew or
didn't know. | wll say conclusively that we did
not -- the extrene price of volatility in extrene

weat her events was not on our radar at the tine that
we were planning for and built the Astoria Station.
So we were not w thholding information at the tine
of our ADP in the original proceeding. W were
maki ng t he nost prudent choices that we knew to

make, and brought those forward for your
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consi deration and ultinate approval.

Even this year, in your generation resource cost
recovery case, you still said that the application
for Astoria in 2017 provided a conplete description
of the project, and here we are six years later
finding out that the project is inconplete, it needs
nor e.

Conmmi ssioner, ny -- ny understanding is that it's
our obligation to provide you a conplete description
of the project as we know it at a point in time. W
have new i nformati on. W have becone privy to new
informati on through Wnter Storm Uri, through direct
experience in operating the Astoria Station that
makes us believe very strongly that the project that
we have before you today is a prudent project to
mtigate financial risks, mtigate reliability
risks, to maintain accreditation.

|'"mnot sure if this is a question for you or for
soneone el se, but in docket nunber one, the origina
application --

The application, yes.

-- on page 15 and 16 is a chart that | don't
understand fully. Do you have that in front of you?
| do.

Can you explain it, or is that a different
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>

W tness's --

You know, M. Jensen is probably best qualified to
do it, but | can give you just a cursory explanation
of what it's intended to do.

Ckay. Let ne tell you what | read into it --

Um hnmm

-- and you can correct ne where I"'mwong. | |ook
at the second and third lines there, and it | ooks to
me |like Astoria is designed nore to repl ace Coyote
t han Hoot Lakes?

Astoria --

It's really the sanme for page 16, the second and
third lines of (indiscernible).

Conmmi ssioner, Astoria was clearly planned as the
repl acenment for Hoot Lakes Station and for expiring
purchase power capacity in energy contracts, al ong
wth the Merricourt wind energy facility.

(1 ndi scerni bl e.)

There was no pl anni ng around Coyote Station around
the tinme Astoria was sel ected, sized, or
construct ed.

Then why does the current nunbers for Astoria, both
sumer and winter, start at zero, and the preferred
pl ans range from 245 to 285; and for Coyote, the

current starts at 149 and preferred is zero?
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l'"'msorry, Commssioner. | think I mght be | ooking
at the wong chart. |'mlooking at the chart on
page 16.

' mon 15.

' m showi ng Coyote as --

| was on 15.

15, okay. Here, | can explain that. Wat chart --
Tabl e 3-9 on page 15, there is a bit of a timng
sequence involved here. | think as everyone

appreci ates, we filed two integrated resource plans.
We filed one in Septenber of 2021, and we refiled in
March of this year. Wen we filed in Septenber of
2021, our preferred plan was to exit the Coyote
Station in 2028. Wen we filed --

Wiat was the timng of that one?

| n Sept enber of 2021.

Ckay.

This IRP -- or this ADP was filed in early February
of 2023. W refiled our integrated resource plan in
March of 2023, and in the March 2023 filing, we

revi sed our position on Coyote Station and said that
we do not intend to exit the station in 2028.

| nstead, we plan to stay a part of Coyote Station
until -- and if -- a major capital investnment is

required in Coyote Station.
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And so what happened -- and the reason
this table is in this docket in this fashion -- is
that this table was filed between the two I RP
proceedings. So this was built off of the original
| RP proceedi ng based on when it was filed. If we
were to file this again today, it would be slightly
different. Those Coyote nunbers woul d not be zero,
t hey woul d be 149.

Ckay. Thank you for that.

And why is the cost of this trade-secret
pr ot ect ed?
| don't know if | can answer that question. | m ght
| ook to counsel on trade secret provisions.

And, | nean, the reason |'mwondering is, political
figures, conpanies, we're always throw ng around out
there to the public, you know, words |ike
dependability and affordability and cheap. And, oh,
you know, we can do this, and it wll be cheap; and
we can do that, and it will be |lower cost and al
this stuff. And then only later do we tell them
what the actual price is. Wat's the big secret

her e?

| don't know that |I'm prepared to answer that
question. What | would submt though is that even

though it is trade secret, the Conm ssion and the
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deci si on-makers have full access to both the costs
and the benefits that we have outlined under this
pr oj ect .
We do, and am | correct that the cost for the
Astoria CT is now public, right?
It is.
| have it down on ny note here. | can say that
nunber here, right?
| believe so.
Yeah, okay. So the original CT is $149 nillion.
| believe the project came in at $142, $143 mllion
as conpared to the $181.5 nmillion approval that we
recei ved fromthe Conm ssion.
Ckay. So the public gets a perception -- and
partially based on that, partially based on their
own ideals -- policynakers devel op perceptions, but
only later after the policies are set and the
conpany carries themout, either reluctantly or
gleefully, do we actually get to find out what the
real cost was.

And we -- this -- 1've always been ki nd
of frustrated by that, because it's a
we'll-tell-you-later. But then it becane so -- it
cane together for ne |last week with the Fargo Done

vote. The Fargo Done was $140 million. They told
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t he people what it was going to cost, instead of,
oh, well, that's trade-secret protected, but believe
us, it's a good deal. Wy --

So, | --

-- don't you tell people?

So as |'ve been tal king here, Conmm ssioner, | did
realize there is a pretty significant factor, in
that, when we do have mmj or construction projects,
we want to be cautious in getting regulatory
approval s. Because, renenber, these projects wll
be going out to bid.

And if we make an approval nunber publi c,
that wll have influence on bidders on the project.
And by keeping that project nunber trade secret, it
is quite likely that we will get nore favorabl e bids
than if we were to publicly announce that we are
approved at a | evel.

So all these governnment projects, you think, get
| ess favorabl e bids than what they would if they
kept the --

I'm - -

(I ndi scerni bl e) costs?

-- not privy to those governnent projects, but I
bel i eve that havi ng bi dders not know what an

approval level is in advance wll lead to a nore
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attractive bid package, | do.
| don't have any ot her questions. Thank you, Brad.
JUDGE DAWSON: Conmmi ssi oner Fedor chak.
EXAM NATI ON

BY COWM SSI ONER FEDORCHAK:

Q

Good norning, Brad. Thank you for being here.

So | do share sone of Conmm ssi oner
Christmann's frustrations, but | have a different
take on sone of this, so | want to wal k through sone
of that. And, also, | want to -- | do want to
applaud Gter Tail in comng forward with a sol ution
to a problemthat exists, and | do think these are
t he exact kind of conversations we need to be having
ri ght now about the cost of reliability and
resilience and the true cost of this transition to
renewabl es.

| share Conmi ssioner Christmann's
frustration that these kinds of conversations aren't
held at the begi nni ng, you know, when you're naking
the transition, when we're |ooking at it, and
telling people -- and I'"'mnot blamng Oter Tail for
this. 1'msaying the industry as a whole has all
al ong underestinated costs of this transm ssion --
transition to renewabl es and oversold the

affordability to custoners, and we all are going to
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pay dearly for that. Because this is not going to
be cheaper, and it's not going to be better in terns
of reliability. [It's going to be a heck of a | ot
nore expensive, and we're going to have a | ot nore
out ages. Sone of them m ght be by choice, but the
systemis just going to be so different if we, you
know, continue down this transition |like this.

But | also think that there are a | ot of,
ki nd of, operational changes and | ow hanging fruit
to be made that haven't been nmade yet, and that wl|
significantly inprove the way the system operat es.
We just haven't adjusted to this newreality yet,
and so that's where | feel like ny concern with this
proj ect is.

So | want to tal k through sone of those
issues with you and get your response, and maybe
some of these, if you feel |ike one of your other
W t nesses should --

Sur e.
-- better address it, feel free to kick it -- Kkick
t he can down t he road.

Ckay. So just in terns of planning, when
you guys were planning this Astoria facility, how
did you take into consideration the availability of

gas? Like, how nmuch of a factor was that? The gas
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availability, the contracting procedures, all of

t hat ?

Yeah. Conmi ssioner, that was a very extensive part
of our overall evaluation on the Astoria site. W
hired an external firmto | ook at the Northern
Border Pipeline, give us an opinion on the
reliability and the capability of that pipeline
providing us with reliable natural gas service. Al
of that came back favorabl e.

We fully anticipated that we woul d have
reliable natural gas service provided to Astoria,
and | don't want to discount the fact either that
the vast majority of time, we do get very reliable
natural gas service --

Um hnmm

-- fromthe Northern Border Pipeline, but we now
have cl ear exanpl es of when there have been probl ens
on the natural gas network that we believe that we
need to bring forward a solution to address.

And |'mnot going to fault you for not -- not
addressing this -- the next question ahead of tine,
but when you were having those conversations with --
was it with Northern Border or was it with the
conpany -- | forget (indiscernible)?

Tenaska - -
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Tenaska.

-- Marketing Ventures.

That's who the conversations were with?

We actually -- we had hired a third-party consultant
that's an expert in the natural gas networks, and
l'm-- the nane of that firm--

Doesn't matter.

-- Is escaping ne.

That doesn't nmatter.

So -- but did -- was there considerations
or testing done on terns of -- in terns of -- in
times of peak demand where the gas is going to be
needed in |lots of places, how nuch can we have? D d
we -- did you guys look at that? And if the answer
is no, I"'mokay with that. | just want to
understand. Like, ny sense is you and every ot her
utility that did this didn't go that deep.

Yeah, and | honestly can't say that | know the
answer to your question in terns of how deep that
anal ysis was at the tine.

Um hnmm

It's something we could foll ow up on.

I think one of the things that's
i nmportant to understand is the energy transition has

only accelerated since the tine that this anal ysis,
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this evaluation was done. At the present time, so

we are in a very fluid, changing environnent.

Um hnmm

And so there is limted value to analysis that is

done at snapshots in tine.

Ckay. So that's enough of the planning questions.
If -- let's see here, where do | want to

go next? You nentioned earlier, | thought there was

a conversation w th Comm ssioner Christmann about

you guys being -- needing to purchase capacity.

don't recall reading that, that you're short on

capacity?

We, Conm ssioner --

And that this addresses that.

W are not short on capacity at the present tine.

We have adequate capacity. So even though we w |

see a shortfall or a reduction in the capacity at

Astoria Station for the next three winter seasons --

Ri ght .

-- we wll have adequate capacity, but that doesn't

mean there isn't an econom c i npact --

Ri ght .

-- to that. Because any excess, we woul d have

ot herwi se sold, we would nonetize that. W would

pass that back through to North Dakota consuners as
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a bill credit.

And that would be only if you were generating at a
peak time, and you were able to because you had the
onsite --

So, Conmi ssi oner --

-- and others weren't, is that what you're tal king
about? O, | nean, that's the case any -- | nean,
as it relates to this project, how does that help
you sell --

So, Conmmi ssioner, the --

-- (indiscernible) capacity?

Yeah. Conm ssioner, the new M SO construct, the
seasonal accreditation process or construct also

i ncludes a provision that you need to be avail abl e
and generating when called upon in the tightest
system hours on the network. |If you are not, your
accreditation is affected if you are unavail abl e
when the system needs you the nost.

Ri ght .

And it's through that process and the fact that we
were unabl e to procure natural gas during Wnter
StormElliott that resulted in -- again, it's an
esti mated anmount right now for the next three years
of a reduction of about 50 negawatts of accredited

capacity because we were unable to --
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Ri ght .

-- generate when call ed upon.

| get that. 1t's the piece about the selling excess
capacity.

Oh.

| nmean --

Conm ssi oner - -

-- you would still be able to do that. There's
not hi ng preventing you from doi ng that.

No, there's nothing preventing us fromdoing it, but
if we have 50 negawatts | ess capacity, we have

50 negawatts | ess capacity to sell. W have less --
You don't have 50 negawatts | ess capacity, you just
are accredited for 50 negawatts less. The unit is
still the sanme size.

Comm ssi oner, the way --

You'll still have that.

No, the -- Conm ssioner, the way the M SO
accreditation process works is every unit, based on
that process | just described of being avail able --
Ri ght .

-- during the nost inportant hours, will receive an
accredi ted val ue.

Ri ght .

It's separate --
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| know t hat .

-- and apart fromits nanepl ate.

Ri ght .

And if the nanmeplate on Astoria is 285 negawatts,
but because of not being able to generate during
those 24 hours, we're -- we only get 235 negawatts
of accredited capacity.

Yeah, but your nanmeplate is still the sane.

But we can't sell naneplate, we can only sel
accredi ted capacity.

You can sell whatever you can generate.

We can sell --

And they aren't going to reduce how much you can
generate. They're just not going to -- you have to
make that up in accreditation --

Commi ssi oner - -

-- in accredited units.

Comm ssioner, there are distinctions between the
energy market and the capacity market. 1In the --
Ri ght .

In the --

| guess I'mlooking in the energy --

Energy --

' mtal ki ng about energy.

-- market.
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Got it. Al right.

In the energy nmarket --

Ri ght .

-- we can sell the full naneplate of the unit if it
is avail able --

Yeah.

-- even if it is not accredited. W don't have a
must - of fer requirenent.

However, ny point earlier to M. Johnson
was that if we don't get that 50 negawatts of
accredited capacity, we are unable to sell the
50 negawatts of accredited capacity.
| see.

Which is --

In the capacity market.

-- also a fl ow back --

Cot it.

-- through to North Dakota consuners.

CGot it, okay. W're on the sane page.

Good. CGood.

All right. So -- but you don't need to buy
addi ti onal capacity, even with the 50-negawatt
| ess --

R ght --

-- you know, the penalty, right, you don't need
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to --

Conm ssi oner - -

-- replace that?

-- at the present tinme we have adequate |length --
Ckay.

-- to cover the 50-nmegawatt reduction.

Is that the only penalty you got for not show ng up,
was there a financial penalty --

To the --

-- al so?

-- best of ny know edge, the reduction in the
capacity is the inpact to us at this tine.

Ckay. And that's for three years?

Correct.

Anot her thing |I've been curious about in -- if

you -- when you bid into the M SO market, can you --
how do you use your cost of gas? How does that get
reflected in your bid?

That can be an incredibly conplicated question,
which is at the root of the intraday pricing risks
that are involved in this project, and so | wll
defer that --

Ckay.

-- question to M. Retzlaff.

All right. W'IlIIl ask himthat.
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All right. Then, let's see here. Al so,
in alot of your guys' naterials, you ve nmenti oned
that you won't get additional credit from M SO for
having this fuel security. Is that a -- is that for
sure, or is that sonething that they're going to be
eval uating and you may very well get -- and probably
will get -- affixed or accredited on that?

Comm ssioner, M SO has identified a set of
reliability attributes. One of what we view as the
nost consequential ones is fuel assurance and havi ng
the ability. MSOis working on how will they

I ncentivize or conpensate or provide additional
accreditation to units that have that fuel assurance
in the future.

But you don't have any sense of what that will be
yet, so you haven't included a value in this case --
There --

-- for that?

Comm ssioner, that is correct. There is no value
imputed in here for that.

Ckay. You guys advocating for that in M SO?

Yes. Conmi ssioner, we are very nuch involved in the
fuel assurance process. W have an advocate at all
of those neeti ngs.

Ckay. Al right. Then, have you | ooked at these
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reports fromFERC on the |last two storns, Elliott

and -- the Ui reports?
Conmi ssioner, | have not | ooked at those recently.
Ckay. Well, they outline -- | nean, they're chal ked

full of solutions to this problem and sone of them
are -- | nean, there's a -- |I'd say a dozen that are
not conplicated solutions that can be inpl enented,
things |i ke weatherizing the production.

I f you weat herize the production
facilities on natural gas, how rmuch does that solve
the problemof the availability that we're seeing
during the winter storns, and then, therefore,
reduce the need for sonething like that?

There -- Comm ssioner, there are -- certainly
different elenents of winterizing production
facilities may aid in the availability of gas during
Wnter StormElIliott, there nay be -- nay have been
sone additional benefit there, but that particular
sol ution would not have fixed our intraday pricing

I Sssue.

And so this is a project where we have
mul ti ple reasons or rationales as to why this is an
i nportant and prudent project for us to pursue. W
don't dispute that there are changes underway in the

industry that may i nprove elenents of this as we go
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f orwar d.

We're just concerned that the tine is
limted. This transition continues very, very
quickly. A lot of the units that we rely on for the
attributes that we're tal king about are under
extreme pressure fromcertain factions and certain
gover nment agenci es, and bei ng ahead of this
problem rather than potentially behind it, is in
our customers' and the industry's best interest.
| want to cone back to that, but what about, you
menti oned the intraday -- another one of the
solutions that there's beginning to get a | ot nore
support for and agreenent on is the alignnent of the
two markets. If you align the gas and el ectric
mar kets, does that get away with -- or do away with
this intraday pricing and solve a bunch of those
probl enms as wel |l ?

| think M. Retzlaff wll talk to this in nore

detail, but even if you align the narkets better in
time, you still have the concern that RTGs take four
hours -- or the Mdcontinent |SO anyway, takes

about four hours to solve its day-ahead market.
Um hnmm
And when it takes four hours and you get price

quot es before that market starts solving and you
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have to put your offers in and you don't get cleared
results until after the four hours, natural gas
mar ket s can have noved significantly during that
period of tinme, and that gets into nmany of the
exanpl es or scenarios that M. Retzlaff is prepared
to speak to.
Ckay. Well, | think that the markets are anot her
thing that there's a | ot of solutions comng forward
on. And, like, I'"'mlooking at the |ast page in the
recomrendations fromElliott, which just cane out a
nont h ago or so, but them-- one of themis that
bal ance -- bal ancing authorities -- M SO -- assessed
whet her new or nodified processes, such as nultiday
ri sk assessnent or reliability commtnents are
needed to mtigate the risk of capacity shortages.
So, | nmean, there are an infinite nunber
of tools that the RTGs can and need to start
devel opi ng to have resources in place ahead of tine
to give a signal that you need to go ahead, secure
your gas, get it at a decent price, four days ahead
of a thing, and we will pay you for it if you don't
need it, but we're going to get it there. So we
aren't paying -- so we're paying three bucks per MW
versus 1, 200.

Yeah.
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Q

| mean, these are sensible recommendations that |
think are going to be comng in short-order, and
just -- while | appreciate the need for units |ike
this in the new system | worry that getting it now
bef ore sonme of these tools are fully devel oped m ght
be premature, and it mght not be the right solution
in -- for the long run. So how do we -- how do --
what do you say about that?
| think our -- Comm ssioner, our perspective on that
is there are a lot of things in the industry that we
are hopeful inprove this. Mst of those things are
outside of our control. They aren't -- | nean,
while we can weigh in and we can advocate, these are
i ndustry-w de things that have been under di scussion
for along tine --
Um hnmm
-- with limted forward notion. |'mvery hopeful
that we can nake forward progress.

| think our concern is that tine is
short, and we need to advance on projects that we
know can resol ve these issues. Wether it's |ack of
fuel and the reliability concerns that go along with
that; intraday pricing concerns that may or may not
be all evi ated based on sone of the proposal s that

are out there; the | oss of accreditation that we

Shaddix & Associates - Stenographic Court Reporters
(952)888-7687 - reporters@janetshaddix.com




© o0 ~N o o b~ w Nk

N NN N NN R R R R R R R R R R
oa A~ W N P O © 00 N oo 0o~ O w N -+ O

OTP Hearing - PU-23-66 - 12-12-23 55

have under the M dcontinent 1SO in their current
construct. W are in a period of great flux and
very, very fast change, and it's difficult for us to
get confortable waiting on things that we know have
been in the works for a long tinme. Again, not
di sm ssing that we're hopeful that real and
substanti ve changes are nade, but it's of concern.
Yeah. Well -- yeah. | don't disagree that there's,
you know, a |lot that needs to be done in a short
amount of time, and | do appreciate Oter Tail's
| eadership in this regard in conmng forward with
|'i ke, an insurance policy, basically, for your
rat epayers | ooking at the system
It just -- the question | think for
states |like North Dakota is, how nmuch did we -- do
our custonmers pay for an insurance policy that
everybody is going to benefit from you know, until
t he day comes when M SO does nake the changes that
reward you for that and reward your ratepayers for
the i nsurance policy that you're investing in?
Because currently -- and that's been the
case for -- all along, the folks with the fue
security, aka, coal --
Um hnmm

-- and nucl ear, they have been keeping the system up
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at it -- at their own expense and everybody el se's
benefit.
Conmmi ssioner, you're very correct on the shared
reliability benefit that everyone in M SO has as
part of this project. A lot of the intraday pricing
risks and the very significant costs that we coul d
incur in another wnter stormwould be directly
attributable to Oter Tail's custoners. And any
savi ngs through the addition of this project as an
i nsurance product against that intraday pricing risk
w |l accrue directly to Oter Tail's custoners and
not the systemas a whole. So | don't disagree with
your prem ses, but there's a little bit nore to it.
Yeah. Al right. Gay. | think |I've covered ny
questions. Thank you, Brad.

JUDGE DAWSON: M. Stephenson, any
redirect of M. Toll erson?

MR, STEPHENSON: No, Your Honor. No
redirect.

JUDGE DAWSON: Ckay. Any further
questions?

MR JOHNSON: Just a few, Your Honor.

JUDGE DAWSON: (I ndi scernible.)

RECROSS EXAM NATI ON

BY MR JOHNSON:

Shaddix & Associates - Stenographic Court Reporters
(952)888-7687 - reporters@janetshaddix.com




© o0 ~N o o b~ w Nk

N NN N NN R R R R R R R R R R
oa A~ W N P O © 00 N oo 0o~ O w N -+ O

OTP Hearing - PU-23-66 - 12-12-23 57

So you stated that you have adequate capacity, and
even if this is denied, you would still continue to
have adequate capacity, correct?

Based on -- M. Johnson, based on the current status
of our systemfor the next three years, certainly we
woul d have adequate capacity.

Ckay. So that kind of says that this isn't
necessary at this tinme?

If you are -- M. Johnson, if you are | ooking
exclusively at the capacity inpacts, you could
potentially make that argunent. But when you are

| ooki ng and considering the intraday pricing risks
and the large potential exposures that our customers
could incur, if the right set of circunstances

bet ween natural gas and power prices were to energe,
that is sonething that we would not want our
custoners to bear in terns of that cost or potenti al
exposure. So | think it really depends on which
part of the project or which set of benefits from
the project you're | ooking at.

Sure. Well, we can look at it that way, but the

rat epayers are going to pay for it either way:

Either they're going to pay for this addition or
they're going to pay for cost of gas |later.

| nsurance is -- everybody likes to call
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it insurance. | think you referred to it as a good
i nsurance policy. |Insurance is to cover the things
that you can't afford to deal wth.

Um hnmm

Li ke, it happens, nobody can afford to do it. But
as we've seen in this past storm there's nechani sns
to spread that cost out, and that's a known cost at
a known tine, rather than forcing ratepayers to pay
for sonething that we don't even know when it's
going to be used. It could be seven years, it could
be three years, we don't know. Maybe we go anot her
20 years, nobody knows that.

Yeah.

So why are we going to force ratepayers i nto paying
for this now when they're going to pay for it either
way? And if it's such a great investnent and it's
so necessary for the conpany, why doesn't the
conpany invest in it and not put it on the
ratepayers? |If it's so lucrative that it's going to
save you guys so nmuch noney and that you need it for
your capacity, you can go the investnent side and
say, look, this is what we need to do to keep
putting out reliable power for our custoners. W
need to do this.

But the only benefit in this -- the
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rat epayers pay either way. The only benefit to this
is the conpany builds it, gets an ROE on its

i nvestment, and the conpany nakes noney. You're the
only ones that cone out ahead. The ratepayers are
going to pay for it either way?

M. Johnson, it is true that, yes, if we were to
build the facility, it would becone a part of rate
base, but we are building this as a way to do all of
t he things that we have not ed.

One, protect reliability because we know
there's increasi ng denands on the natural gas
system Because of the change in the
transm ssion -- or, I'msorry, the overall mx of
generation that's out there, and those risks are
becom ng much nore heavily correlated. And,
therefore, there is a growing reliability risk.

There is an intraday pricing risk that I
t hi nk we' ve denonstrated through our testinony. It
coul d have significant, |arge, econon c consequences
for our custoners. That -- you're correct, that we
woul d cone back to the Comm ssion for, and if the
Commi ssion is wlling to accept that risk, we would
under stand and respect that. But everyone woul d
know that in the event of those significant

financial events or consequences, we woul d be
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A

seeking recovery for that.

And then, third, is certainly the
accreditation. Wen we | ook at the conpilation of
those risks and we | ook at the expected cost of the
project, we viewthat it is -- that it remains a
prudent project for OQter Tail to pursue to protect
our ratepayers.

It's an insurance product for sone of
t hese conponents. The intraday day pricing risk is
an exanple. W understand that different people
w || have different perspectives on that. W
believe that there's a significant consequenti al
risk for our ratepayers, and we want to bring
forward a solution that mtigates that risk and
protects them

If others have a different perspective or
view, or don't view that the insurance is worth the
cost, we'll respect that. But | think everyone has
to know and understand that we all live wth the
consequences of not buying -- or not investing in
it.

So -- sure. So you get a snapshot of Astoria when
it was built, and you're saying that was a bit off,
what nakes this snapshot right?

| think -- | think as utility conpani es, and
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everyone in business, that we have to work with the
situation and the circunstances that we know at a
gi ven tine, and based on what we know -- what we
general ly expect to go forward.

| think we are using our best utility
judgnent to say that this industry is on the cusp
of -- well, this industry is in the m ddle of
drastic change that is changing a | ot of
operational -- and risks that we have historically
viewed differently than we vi ew today.

And it's incunbent on -- upon us as
utility conpanies to nonitor, see what's happening
in the industry, and react appropriately, bring
solutions to Conmm ssioners that we believe may
proactively mtigate risks before we bring a | arge
recovery anount because we chose not to recover --
try to mtigate that risk.

Sure. And this wll be ny I ast one. So
Conmm ssi oner Fedorchak nentioned that if you

W nterize the gas production facilities, there's
nore gas (indiscernible), and your comment basically
made it say, like, oh, if there's nore gas on the
market, it's still going to cost nore. So the
unavailability of gas didn't drive the price up

during Uri?
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M. Johnson, I'mnot sure if |I'mrenmenbering ny
answer quite the same way. | think ny intended
poi nt was that what gas producers choose to do,
whether it's their choice or they' re frozen off,
those are things that are outside of the control of
OQter Tail Power Conpany. And so those are other
things that are happening in the industry that we
can't control. W want to focus on those things
that we can, and that is bringing this project.

To your basic premise, if natural gas is
frozen off or unable to access the pipe, that can
and will lead to Wnter-StormElliott-type
consequences, where gas is not avail abl e and/or
hi gher natural gas prices. So your -- your
assertion there, | would agree wth.

So you chose gas for a fuel source, but what are --
li ke, that's just out of your hands, you had not hi ng
to do wth that? You're not going to try to make
that better at all, it's just out of your control ?
M. Johnson, the natural gas marketplace is a robust
natural gas nmarketplace. W work with Tenaska

Mar keti ng Ventures to nmanage our fuel supply. They
go out and they -- they buy and manage -- if your
question is, should we be working w th individua

gas producers that are injecting natural gas into
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the pipeline at sone point, that is sonething we
woul d not view as a role that we, as an electric
utility using natural gas, would typically do.

MR JOHNSON: Ckay. No further
questi ons.

JUDGE DAWSON: M. Schuh.

MR, SCHUH: None nore for this w tness.

JUDGE DAWSON: Conmi ssi oners.

Haugen- Hof fart .

COWM SSI ONER HAUGEN- HOFFART: No.

JUDGE DAWSON: Chri st mann.

CHAI R CHRI STMANN: Thank you, Your Honor.

FURTHER EXAM NATI ON

BY CHAI R CHRI STMANN:

Q

| do want to clarify, because Comm ssi oner Fedorchak
di scussed ny comments about the capacity agreenents,
so | just want to nake sure |I'm understanding this
right. M/ recollectionis that this Conm ssion
approved the Merricourt wnd project and the Astoria
CT project as a two-part plan to replace your coal
pl ant and your capacity agreenments -- or sone of
your capacity agreenents at | east.
Conmi ssioner, that's correct.
Ckay. Thank you.

JUDGE DAWSON:  Conm ssi oner Fedor chak.
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COW SSI ONER FEDORCHAK: Ckay. | have a
curvebal | .

FURTHER EXAM NATI ON

BY COWM SSI ONER FEDORCHAK

Q

So what if -- what if, rather than doing it -- this,
did you |l ook at increasing your ability to secure
firmcapacity that's coal -fired through, you know, a
hi gher percentage ownership in one of the facilities
you already own or use, or any other facility?
Conmmi ssi oner, we have not done that.

| ' m curious how that woul d conpare price-w se.

Because this -- this isn't cheap, and sone of those
facilities are -- you know, they m ght have excess
that you'd be able to -- and, | nean, we -- one
thing we can agree on, | realize Mnnesota isn't

interested in increasing their usage of coal, but
there's probably nothing that's been nore stable in
terms of a cost of fuel than coal in recent years,

i n decades.

So as we try to mtigate all of these
costs fluctuations and uncertainty, it would be
brave for a utility to say, we're going to go that
route for now, for five years while we figure all
this out.

Conmm ssioner, | hear the concept that you're
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suggesting. | think the chall enge that we have is
that even if we were to do that, procure sone

addi tional coal, we would still be left with all of
the risks inherent in intraday pricing at the
Astoria Station.

You could have a different backup. You could use
sonet hing el se for those capacity requirenents.

For the capacity requirenents, but for the intraday
pricing, which is very conpl ex, and because of the
timng and potential we're procuring too nmuch -- and
I'll leave that to M. Retzlaff --

Um hmm

-- to better describe, that risk would be -- or
would be left unmtigated if we were to procure
addi ti onal coal generation.

So what | hear you saying is it mght work for the
extrene weat her events, but less so if you're using
it for peaking?

It would not --

(1 ndi scerni bl e.)

It would not help us fix the intraday day pricing
ri sk, for which we've laid out the tables of all the
potential |arge, negative consequences -- financi al
consequences that the conpany and the conpany's

custoners coul d i ncur
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Ckay. Al right. Thank you.

JUDGE DAWSON:  Any further questions?

MR. STEPHENSON: No, Your Honor.

JUDGE DAWSON: Seeing no further
questions, you nay step down.

And we'll take a nmorning break until
10: 00 a. m

(Recess taken.)

JUDGE DAWSON: Wuuld you like to call
your next w tness?

MR, STEPHENSON: Yes, Your Honor. Oter
Tail calls Ryan Retzlaff.

JUDGE DAWSON: M. Retzlaff, you were
here for ny previous adnonitions as to perjury, so

you understand what perjury is and the penalties for

it?

MR RETZLAFF: | do.

JUDGE DAWSON: Under standi ng so, do you
prom se -- turn on your m crophone, please.

MR RETZLAFF: | do.

JUDGE DAWSON: Under st andi ng so, do you
prom se or swear that the testinony that you're
about to give will be the truth?

MR RETZLAFF: | do.

RYAN RETZLAFF,
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after having been first duly sworn, was
exam ned and testified on their oath as foll ows:
JUDGE DAWSON: M. Stephenson, you may
begi n.
DI RECT EXAM NATI ON
BY MR STEPHENSON:
Q M. Retzlaff, could you pl ease state your nane for

the record and your enpl oyer?

A My nane is Ryan Retzlaff, and I work for Oter Tail

Power Conpany.

Q And, M. Retzlaff, what do you do for the Oter Tail

Power Conpany?

A | am t he manager of power services.

Q And what does that job entail ?

A So as manager of power services, |I'min charge of
overseeing all of our whol esal e energy mar ket
activities. That woul d i nclude purchasi ng energy
for our load, selling generation into the market,
hedging strategies. It would al so include natural
gas procurenent.

Q And how | ong have you been engaged in that,

M. Retzlaff?

A |'ve been in ny current role since 2014, but |'ve

been involved wth energy markets directly since

2003.
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And have you submtted prefiled testinony in this
matter?

| have.

And if you were asked the questions in that prefiled
testi nony today, would your answers be the same?
They woul d.

Have you prepared an openi ng sunmary of your
prefiled testinony, M. Retzlaff?

| have.

And I'll refer you to that exhibit, Qter Tail
Exhi bit 14, would you please read that into the
record?

Yes.

My nane is Ryan D. Retzlaff. | am
enpl oyed by Oter Tail Power Conpany as its nanager
of power services. The followng is a summary of ny
prefiled testinony in support of Oter Tail's
request for an advanced determ nation of prudence
for its onsite liquified natural gas fuel storage
project at Astoria Station.

My prefiled testinony addresses the
potenti al econoni c consequences and risk factors
associated with natural gas and el ectric markets,
| ogi stical concerns of the daily natural gas and

electric tradi ng schedules, the inpacts of Wnter
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Storns Ui and Elliot, the robustness of natural gas
transport service utilized to deliver fuel to
Astoria Station, and the associ ated benefits

provi ded by the addition of onsite LNG fuel storage.

Astoria Station is a
M SO capacity-accredited resource which nmaintains a
daily must-offer requirenent. This neans that Qter
Tail's obligated to offer Astoria Station's energy
into the M SO nmarket every day the unit is not on
out age, regardless of nmarket conditions.

Thr oughout many hours of the year,
natural -gas-fired generation is the narginal
generati on resource, neaning it's the generation
type acting to determ ne narket pricing. During
extrene system events, such as Wnter Storm Ui or
Wnter StormElIliott, increased denand for natura
gas can result in extrenely volatile gas and
el ectric markets.

Qter Tail's procurenent of natural gas
fuel i1s subject to the daily natural gas schedul e.
| n our subm ssion of generation offers, the M SO
mar ket is subject to the daily M SO offer schedul e.
The tinmeline of these two schedul es do not align
wel |, and under extrene system conditions can nake

fuel procurenent for natural -gas-fired generators

Shaddix & Associates - Stenographic Court Reporters
(952)888-7687 - reporters@janetshaddix.com




© o0 ~N o o b~ w Nk

N NN N NN R R R R R R R R R R
oa A~ W N P O © 00 N oo 0o~ O w N -+ O

OTP Hearing - PU-23-66 - 12-12-23 70

exceedingly difficult.

As an exanple, the daily Astoria deadline
for tinmely natural gas nomnations is 8:30 a.m 1In
ot her words, a decision to purchase tinely for
next - day gas nust be nade by the 8:30 a.m deadli ne.
The M SO generation offer subm ssion deadline is
9:30 aam It isn't until 12:30 p.m that M SO posts
its cl eared day-ahead awards, which indicate how
M SO intends to dispatch the unit.

This neans Oter Tail nust buy gas in
advance of knowing if or how MSOw Il clear its
offer. Oter Tail wll not know until 12:30 p.m if
it wll need to purchase additional gas or if it
wll need to sell back unused gas in order to natch
M SO comm t nent and di spatch obligati ons.

Furthernore, Qter Tail will not know
what the cost of the gas will be upon reaching the
12:30 MSO clearing results or if those costs wll
vary significantly fromthe cost utilized to craft
the 9:30 a.m offer. Oter Tail refers to this
phenonenon as intraday pricing risk.

Intraday pricing risk can also occur in
the real -tine when the M SO calls for comm tnent of
a unit and the actual cost of fuel procurenent

devi ates fromthe cost utilized to craft the offer.
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In the nost basic terns, intraday pricing
risk is the risk of having to nake generation offers
to M SO wi thout the ability to know what the costs
of those offers wll ultimately be. This issue is
further conpounded when considering M SO only
guar ant ees nmake-whol e paynents based on offer costs,
not actual fuel procurenent costs.

Intraday pricing risk is especially
probl emati c during extrene system events where
pricing can change qui ckly and drastically. During
t hese events, natural gas market prices can quickly
spi ke to erroneously high levels. The cost of which
are collected fromcustoners. |In sone cases, gas
may not be avail able at any price, with potentially
severe consequences for reliability.

Thi s phenonenon was seen during Wnter
StormUri in February 2021 and Wnter StormElliott
in Decenmber 2022. | believe the Comm ssion is very
aware of the catastrophic reliability and cost
i nmpacts suffered in sone parts of the United States
because of Wnter StormUri. During Ui, Oter Tai
avoi ded these ri sks because Astoria Station was not
yet commercially operational and was undergoi ng unit
start-up and conm ssi oni ng.

Wnter StormElliott, a very different
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event than Wnter Storm Uri, also highlighted the
benefit of onsite fuel storage. Were Ui had
little regional wind generation, Elliott had
consi derabl e regi onal wi nd generation. Were Uri
saw Astoria electric LNP pricing foll owi ng natural
gas pricing, Elliott saw Astoria electric LNP
pricing diverge fromnatural gas pricing.

During Elliott, M SO commtted and
di spatched Astoria Station into a | ow LNP mar ket
despite an Astoria offer of over $1,000 per negawatt
hour. As this was not a comm tnent based on narket
economcs, Oter Tail views this M SO comm t nent was
initiated to main [sic] systemreserves and
reliability.

Most notably, during Wnter Storm
Elliott, Astoria Station experienced an approxi nate
t wo-day forced outage due to | ack of fuel supply.
Onsite LNG storage at Astoria Station would have
allowed the unit to avoid the forced outage and
remai n avail able for the duration of the wnter
storm event .

I n considering onsite LNG storage at
Astoria Station, OQter Tail conpleted a
financi al -event anal ysis based on Wnter Storm Uri.

We exam ned what m ght have occurred had Astoria
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been offered to the market as it would be required
today. The anal ysis exam nes sensitivities to two
vari ables: Tinely natural gas procurenent and

mar ket pricing scenari os.

In many of these scenarios, the addition
of onsite LNG fuel storage provi ded consi derabl e
financial benefits. Those benefits would be
realized through the elimnation of tinely natural
gas procurenent deci sions and nmaintaining a
| ow-cost, onsite fuel supply that could be offered
into a very high market.

As | noted in ny prefiled testinonies, I
take issue wth portions of testinony of Advocacy
Staff Wtness M. Janes Heidell. | do not believe
M. Heidell accurately accounts for natura
gas/ el ectric scheduling | ogistics, transport
robust ness, or the conplexity and uncertainty of
maki ng fuel procurenent decisions during an extrene
system event.

Specifically, | noted his criticism of
our Uri financial-event anal ysis erroneously assunmed
tinmely gas could be purchased after M SO posts
day- ahead conmm t nent and di spatch i nstructi ons.
This is not accurate. Qter Tail's required to nake

timely natural gas purchase deci sions four-plus
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hours in advance of know ng M SO conmmi t nent
I nstructions.

| also note M. Heidell's criticism of
our Uri financial analysis assunes perfect
after-the-fact know edge, but during an extrene
system event, a previous day's performance shoul d be
a strong predictor of future day's performance.
Such a presunption does not account for the
difficulties, uncertainties, and m xed narket
signals inherent in navigating an extrene w nter
event .

| also noted M. Heidell's assertion that
Astoria Station experienced a forced outage during
Wnter StormElIliott due to | ack of sufficient
transport service is incorrect. 1In fact, Astoria
St ati on experienced a forced outage due to | ack of
fuel supply within the pipeline. |f fuel supply
woul d have been avail able, Astoria Station naintains
robust transport service that woul d have enabl ed
fuel delivery to the plant.

OQter Tail actively manages ri sks
associ ated with m salignnent between natural gas and
M SO energy nmarkets. W contract with Tenaska
Mar keti ng Ventures, an industry | eader in natura

gas procurenent, transport, and consulting. OQter
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Tail uses Tenaska natural gas price forecasts to
craft Astoria generation offers.

We al so evaluate a w de range of
financial hedging instrunents. Wile these steps
can hel p manage sone types of risks, we are unable
to adequately mtigate intraday pricing risks,
particularly during extrene system events, which
supports Oter Tail seeking an onsite fuel system at
Astoria Station. Adding LNG fuel storage at Astoria
Stati on ensures a known, constant, flexible, and
reliable fuel supply regardl ess of extrene events.

Thi s concl udes ny openi ng stat enent.

JUDGE DAWSON:  Further questions?

MR, STEPHENSON: No, Your Honor. W
woul d offer M. Retzlaff for cross-exam nation.

JUDGE DAWSON: M. Johnson.

MR. JOHNSON:  Thank you, Your Honor.

CROSS- EXAM NATI ON

BY MR JOHNSON:

Q

So when gas isn't available at all, | think it's
fairly easy to see that having a secondary fuel
source is beneficial, but there is a difference in
cost between gas and LNG correct?

Yes, that's correct.

And it's fairly significant?
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Yeah, | would say -- yes, M. Johnson, it can be
very -- fairly significant. GCenerally on typica
days, you know, the cost of natural gas versus LNG
natural gas will be nuch cheaper. But during
extrene system events, the price of natural gas can
be orders-of -magni tude hi gher than LNG

Sure. So how often -- | nean, you really think that
it's going to be so problematic to overcone that

price difference on a very consistent, regular

basi s?

M. Johnson, | don't think nost of the tine that
natural gas will be nore expensive than liquified
natural gas. |Is that -- am | answering your

question?

Yes. Yes.

Ckay.

So if nost of the tine it's not going to be nore
expensive than LNG why is this necessary?

Because during extrene system events, the magnitude
of the difference in the opposite direction is
substantial and can have severe econom c inpacts --
mar ket -rel ated i npacts.

And there's no other way than this to conbat those
price differences, or nake the system better or

nore -- there's nothing el se that can be done to
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mtigate that risk (indiscernible)?

M. Johnson, there are other financial instrunents,
but none of them adequately address or nitigate
intraday pricing risk.

So for contracts, call options, storage
options for sone people, that's very limted in our
ability at -- ensure a hub storage. But none of
those, for various reasons that we -- | think are
part of the record that we've submtted through data
requests, active-mtigate intraday pricing risk.
Ckay. And you're the only utility that faces
intraday pricing risk with natural gas?
| do not believe that is the case, no. In fact,
recently a coll eague of m ne went and parti ci pated
in Northwestern Law Harnoni zati on of Natural Gas
Sem nar and Conference, and there were other
i ndustry col | eagues that were in simlar positions

as | amthat are expressing the exact sanme concerns.

Ckay. Are you aware, how many -- of all these
peaki ng-type plants, do you know -- an idea or
generally -- and nmaybe this is for sonebody el se --

how many of them are dual fuel?
You know, | think I recall seeing in our notes that
it's about half throughout the country, but | would

probably refer you to M. Phinney on that to --
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Ckay.

-- get the specific nunbers.

Ckay. And if the intraday pricing is such a problem
wth this, why aren't we seeing ADPs for dual fuel
resource additions to everybody el se's peaking

pl ant s?

| don't think | can answer that. | don't -- | don't

know t he answer to that.

Ckay.
And let nme clarify, M. Johnson. | don't know if
there are or are not. | don't. So | can't comment

on why they may or may not be filing --

Sur e.

-- ADPs.

Sure. And there's just nothing that Oter Tail can
do to mtigate intraday pricing challenges at all?
Well, we do everything we can within the tool box
that we have. You know, we utilize Tenaska

Mar keting Ventures and their expertise to help us
craft offers, to predict future forecasts, but we
found that even their expert opinion is often very
off when it cones to the extrenme events. Nornally
they're very close, but it gets very difficult
during those tines.

And t he ot her hedgi ng and fi nanci al
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i nstruments have a nunber of |limtations on them
much of it due to, you know, the |ogistics of the
natural gas and when you have to schedul e and cal
for those.

Sure. Let's exclude extrene weather events and | ook
at just the regular intraday narket. How nmany ti nes
have you had to operate Astoria at a | oss because of
poor bi dding and gas prices?

How many tines have we had to operate Astoria at a
loss? | don't know if | have that nunber readily
avail able to ne.

Has it happened?

Yeah, there are tinmes when we have to operate at a

| oss.

Ckay.

Where the price of gas -- it gets to be a very
conplicated calculation in the sense that when we
are offering our unit into the market, we offer it
in at the actual going rate for natural gas. W may
have procured that gas a day earlier, and it's in
our park-and-loan. W have a snall anount of
contractual storage that allows us to bal ance. So
if we have to run it at a -- at a | oss based on the
new y updated pricing for the day, that does occur.

Ckay.
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But generally it's pretty small narks -- anounts.
We're offering it at our cost.

And how many of those tinmes would it have been a
smal |l enough -- or a large enough pricing margin to
get over the difference in price between what you're
purchasing the gas at, at a higher rate, versus what
you' ve al ready purchased LNG at ?

Can you say that for ne one nore tine?

So earlier we tal ked about establishing that LNG is
hi gher-price than natural gas.

Yes.

And now we're tal king about there's tines that

you' re operating where you' ve had to either purchase
additional gas at a higher price than what you were
expecting, so you're going to be operating a | oss.
How many of those tinmes would have the difference in
price been greater than the price in the LNG where
you woul d have actually used this asset?

| can't say a definite nunber right now, but | can
say that during normal operating days, it would not
happen frequently.

If at all?

If at all, yeah.

Ckay. So then, again, this is only necessary to

mtigate the severe weat her events?
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Yes. It's conceivable that natural gas could go
above the cost of what we procure, LNG fuel costs.
Yeah. | don't believe it has since we've had
Astoria, but it's possible. But by far the | argest
concern is during the extrene events.

So | guess that answer says that this isn't
necessary, and as far as it being used and useful,
it's not?

| don't -- M. Johnson, | don't think | said that.
| said that during typical operating days, LNG fuel
woul d not often be utilized, but for extrene events
when it would be incredibly useful given the right
ci rcunst ances.

Sure. So for day-ahead market problens and
everything, this doesn't solve that problem It
only helps in an extrene weat her event when things
get really out of control?

| think I'"munderstandi ng your question, but when
you say, "day-ahead market problens,"” day-ahead

mar ket probl ens al so occur during extrene events.
Correct.

Yes.

Right. But, generally, so we're tal king about in
the past ten years you guys nentioned three events.

So that's three tines that this i nvestmrent coul d
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have been used, and we don't even know that it would
have been cost effective even in those instances.

We think that it would have provi ded consi derabl e
value to the conpany in those instances, but, yes,

t here have been three major events. The |ast two
occurred in -- wthin 22 nonths of each other in the
| ast three years.

Sure. But before that there was a gap of, what,

ei ght years?

That sounds about right.

Seven, eight years, okay.

Do you know what the differential between
natural gas and LNGis at the nonent? If | was
going to say it's about $7.50, does that sound about
ri ght?

Well, it depends on what forward-pricing you' re

| ooking at. |If you were to conpare it to tinely gas
today, it's larger than that.

Ckay.

So -- yes. So | think gas today is trading just --
in between $2 and $3, and if we assune natural gas,
as we get in sone of the anal ysis we've done, was at
$13.

Sur e.

$13. 50.
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And you said that there is -- you do have sone
capacity on the line that -- to buffer sone
generation; is that correct?

That's correct. It's -- M. Johnson, it's called
our park-and-loan, and what that is is it allows

us -- because the nature of a sinple cycle CT is
very unpredi ctable --

Sur e.

-- to knowif MSOis going to commt the unit or
not, and the tol erances on Northern Border are
fairly tight. So you have to use the gas that you
procure, or if you' re long, you have to |iquidate

t hat gas.

Sur e.

And so that gives us a little bit of wi ggle room
because we can't perfectly predict on a -- even on a
daily basis during -- during nornmal system
conditions what we're going to use. The benefit

t hough during the daily -- or the standard operating
procedures is that the price volatility is greatly
reduced, and so it is sonewhat negligible.

There's no -- there's no way to increase that -- the
park and -- what is it called?

Par k- and- | oan.

Par k- and-1 oan. There's no way to increase that to
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help you mtigate sonme of this -- the issues?

Well, that's contracted with the pipeline

t hrough Tenaska Marketing Ventures for Oter Tail.
So we could go out and seek additional and expanded
par k- and-1 oan service, but that would be conpletely
subject to the wllingness of the pipeline to grant
t hat servi ce.

They're trained to control the |ine-pack
from a physical, operational standpoint, so they
only have so nmuch to sell, and so that would need to
be negotiated. And -- yeah. W'd have to ook into
it further, but --

And you haven't at this point |ooked into that

opti on?

Wll, we're very aware of -- we're very aware of
what the costs are, and | would say there was

also -- took quite a process for us, for Tenaska --
or for Northern Border to agree to a recent
extension in that at the sane | evels we've had for
t he past few years.

In ny -- ny understanding through that is
that we were fortunate to recei ve an extensi on on
that. So |I think the |ikelihood of us expandi ng
that to any significant length -- right now our

par k- and-1 oan cover is about six hours of output.
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So to expand that to five days, you know, a
conpar abl e anount to, you know, a storage woul d be
hi ghly unli kel y.

Ckay. And in any of these extrene weat her events,
five days of storage would have not even been
required, correct?

Par don ne?

In any of these extrene weather -- extrene weat her
events that you guys have noted -- the three -- none
of them woul d have required five days worth of

st or age?

Wll, Ui lasted quite a while. | think Ui |asted
about a week, and there were varying conditions
through Uri. But Elliott was shorter, yes. The
five days woul d have conpletely carried us through
all of Wnter StormElliott at full output.

And there's no other storage options, underground
storage avail able on this pipeline for you guys to
set aside just natural gas that can be call ed upon
t hrough the existing pipeline?

That's correct, M. Johnson. 1In conferring with
Tenaska, they've infornmed us that there is no
storage avail able on Northern Border Pipeline.
There is storage avail abl e on sone ot her pipelines,

but the cost of transport would be prohibitively
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expensi ve to use.

And unli ke LNG storage, all the
nom nati ons and scheduling and the requirenents to
get the gas there are subject to the natural gas
| ogi stics. So, for exanple, if we needed to be
call ed upon at 10:00 p.m in the evening, we
couldn't call on that storage. But LNG onsite, we
could flip the swtch on right away, and we could
run as directed by M SO
Sure. But, again, that price difference is fairly
substantial, and there's going to be very limted
times where that's even going to be the option that
you guys woul d t ake?
Right. W're talking about if we're in a system --
in an event where M SO calls on us --
Sure.
-- like Ui or Elliott, yeah.
Ckay.

MR. JOHNSON: No further questions at
this tine.

JUDGE DAWSON: M. Schuh.

CROSS- EXAM NATI ON

BY MR SCHUH:

Q

| do just have a general question. Maybe you can

hel p round out sone of the discussion for nme. So
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O

t here was di scussi on about supply constraints
during, obviously, the extrene events, and Astoria
was unable to actually procure gas during that
period of tinme; is that right?

Are we tal king about Wnter StormElliott,

M. Schuh?

Why don't we go with Wnter StormElliott --

Ckay.

-- since that has the known vari abl es.

Ckay. So would it be hel pful if | gave just a short
overvi ew of what happened at Elliott, would that be
hel pful ?

Sur e.

Sure. So what happened at Elliott is the wnter
storm cane, pricing and -- natural gas pricing and
LNG pricing at Astoria diverged. So we were --
Astoria was in a | ow pocket, despite the very high
natural gas pricing.

The afternoon of the 23rd, M SO call ed
in -- inareal -- areal-time conmmtnent, requested
that Astoria be commtted, and so Oter Tail did
commt the unit. It turned on. W reached out to
Tenaska, and after a nunber of conversations and
iterations, we realized that there was no fue

supply to be had.
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And we were able to operate the plant
until we ran out of the gas that we had stored in
our park-and-1oan service. Once we hit that
poi nt -- and even though M SO was comm tting us
during a very low LNP market -- we had to take a

forced outage due to | ack of fuel supply.

All right. So, obviously, there's -- there were
multiple -- not just for this facility, but, I
guess, have -- were other utilities seeing simlar

things for their gas units as well?

M. Schuh, I'"'mnot sure that | can comrent
specifically on what other utilities were seeing for
their gas -- for their gas units, but | do know t hat
M SO tal ked fairly extensively about a | ack of
supply on the pipelines. So I'"'massumng that if
people were -- or other utilities were in a
situati on where they were called upon in the

real -time and had not procured natural gas supply

well 1 n advance, they probably didn't have access to
it.
Got cha.

So the -- as we've been hearing sone of
the testinony today, | keep hearing how this wll

benefit, and |l argely, of course, you've been saying

that it will benefit "us." And |I'm sure maybe you
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were speaking on -- as the benefits to the conpany,
but as -- if you're extending that to the customers
as well as part of your response, but obviously

we' ve been di scussing on the capacity, the change in
accredi tation, which you guys have enough capacity
to (indiscernible) for the next three years, maybe
even | onger.

Then, you tal ked about pricing, which
obviously there's conplexity in pricing that you are
| ooking at trying to address by bringing this LNG
storage option, but maybe you can quantify the
benefits that we will see -- that the custoners wll
see. Because at the end of the day, as, you know,
regul ators, we're about reliable service and just
and reasonable rates. So it would be good if you
could put it into the context of that, | think
(i ndi scerni ble) a response.

Sure. Let ne -- thank you for the question,

M. Schuh. Let ne see if | can package that for
you. So when we say "us" -- and specifically from
nmy departnment -- we are trying to optimze the

whol esal e narket interactions on behalf of our
custoners. Al nost all of the market charge types,
they flow through the fuel clause, and so it's a

direct -- direct passthrough to the custoners one
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way or the other.
Ri ght.
We did do a financial -event analysis of Wnter Storm
Ui, and there were really two prinmary vari abl es
that we | ooked at: Timely natural gas nom nati ons,
and we al so | ooked at varying LNP scenarios. W
| ooked at historical LNP prices at Astoria, we
| ooked at doubling those, what m ght have happened.
We | ooked at if M SO woul d have sat at
their value of lost |oad, and we al so | ooked at SVP
pricing. And | don't knowif -- in that particular
part of our service territory, M SO and SVP are
right on top of each other. And, in fact, at Big
St one plant we have -- we have pricing at both those
poi nts because it's a co-owned unit with an SVP
count erparty.
In that financial analysis, we | ooked
at -- there's really kind of two benefits. The
first benefit is elimnation of having to nmake a
timely natural gas decision. Because if we have
onsite LNG fuel, ny marketing team doesn't have to
decide if we have to make a gas purchase in the
norning or not. W can just put an offer in, and if
it's conpetitive and -- or if it's not, we can

access that LNC -- LNG fuel site imedi ately.
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The other part of that is having -- is
the benefit of being able to have this now | ow cost
fuel, 13-and-a-half-dollars LNG that can be sold
into a natural gas narket. You know, as we saw in
Ui, it got up to over $180. It got up over -- to
$150 in Elliott in the intraday narket. So there's
great benefit on both of those sides, and that's
what that analysis tried to quantify.

Q Sur e.

MR. SCHUH: Those are all the questions |
have for now. Thank you.

JUDCGE DAWSON:  Conmi ssi oner
Haugen- Hof fart.

COW SSI ONER HAUGEN- HOFFART:  Thank you.

EXAM NATI ON

BY COW SSI ONER HAUGEN- HOFFART:

Q M. Retzlaff, thank you for your overview on what
happened during Elliott, and | just have -- one of
t he questions that, when there was no | onger fuel
supply, you indicated that you were on a forced
outage. So based on that, tell ne what steps you
wor ked wi th your fuel supplier on trying to mtigate

that in the future?

A Well, thank you for the question, Comm ssioner.

What steps did we -- have we worked on? Well, |
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woul d say that primarily we're working through

our consultant or our gas managenent supplier,
Tenaska. |If gas supply woul d have been avail abl e,
we coul d have accessed it on our transport.

The problemwas -- is producers were not
injecting the gas into the pipeline, to ny
understanding, and it really was further up the Iine
than what Qter Tail could have done in that
particul ar situation.

l'"mnot sure if | answered your question.
That's correct. So | would take it a step further.
If you worked with themand it was further up the
i ne, because you have a responsibility -- | guess I
woul d, as a conpany, go further up the |Iine and say,
we have a problem Wat can we do to mtigate this?

And | think what we're seeing is a thene
here, is people are evaluating these storns and all
t he consequences, and they're comng up wth
solutions. And | think Conm ssioner Fedorchak
referred to two FERC reports fromStormElliott and
Storm Uri, and we're asking, what are people doing
to mtigate those risks?

And | think what we're | ooking at -- or
what |'mlooking at is, what are you doi ng when we

have | essons | earned, the steps? So did you go a
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little bit further on trying to mtigate that risk?
Well, I -- Comm ssioner, | think we did evaluate all
the different financial tools that were available to
Oter Tail. And as we reviewed those, this is one
of the solutions that we arrived at, that onsite
fuel storage would be able to solve the intraday day
pricing risk and the financial consequences. It
woul d solve the reliability -- or it would add
reliability, and it would also help with our M SO
capacity accreditation.

| don't know if there are other sol utions
that Oter Tail can actively push. W can be part
of conversations and advocacy groups, but right now
this is the best solution that we have to cover --
i n our opinion, of those risks.
Ckay. Wien eval uating cost-benefit, it's been
touched on and all that. You indicated in the
testinony that you read is that Oter Tail conpl eted
a financial -event anal ysis based on Wnter Storm
Ui. Dd you do other analysis? | know you
conpared it to, like, different costs of different
things, but did you | ook at the cost-benefit on a
day-t o- day?

So when | | ook at the cost of the trade

secret that -- and when called upon in extrene
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weat her events, there's a lot of cost riding on the
custoner. Wen does it becane a cost-benefit? |
nmean, | can't get ny head wapped around it as far
as only in extrene events are you going to need
this, and there's a lot of cost associated with it.
So tell ne where in your analysis there's a
cost-benefit gap?

So, Comm ssioner, thank you. | would agree with you
that during nost -- that during nost regul ar
operati ng days, the onsite fuel storage will not be
utilized for any cost-benefit savings. However,
during -- you know, we need to | ook at the nagnitude
of potential inpacts that can happen during extrene
events. And so if the -- if the magnitude is | arge
enough, even if it's a limted anount of events,
then it would seemto be -- to be worthwhile for the
cust omrer .

And as we | ook at what the industry is
saying in terns of |likelihood of these events
happening in the future, indications are that they
may be increasing, and as we | ook at the conti nued
transition away fromfossil fuel, that al so adds to
the volatility of natural gas, as Conm ssioner
Chri stmann was tal ki ng about earlier.

So |l think | agree with you, but | would
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just say that the magnitude during those extrene
events can al so be extrene, and the val ue
proposition in the analysis that we did | ooked at
just what happened during the extrene events. And
we t hink based on those, that analysis, that it

woul d be a prudent project.

Q Ckay. Thank you for your tine.

JUDGE DAWSON:  Conmmi ssi oner Chri st mann.
EXAM NATI ON

BY CHAI R CHRI STMANN:

Q The answer you gave there, | want to address first.
You said the inplications are that extrene events
may becone nore frequent in the future. What are
t he i ndications?

A Well, just what the other industry publications have
been saying. | think it was NERC warni ng about
future winter events, that's what | was referring
t o, Comm ssi oner.

Q And did they explain why they are likely to becone
nore frequent in the future?

A | don't know if | know the answer to that,
Conmmi ssi oner .

Q The five days of storage, is that five days of
runni ng max generation 24 hours a day?

A Yes, Conmm ssioner, that's correct.
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Q

So in nost events, there's tines during the day or
ni ght when things taper off a little bit usually, so
actually it mght run alittle nore than five days
in an extrenme event?

Yeah. During an extrene event, Comm ssioner, |
think if you were to have sonething that |asts, it
woul d probably -- at $13-and-a-half gas -- run
continuously during a wnter storm event.

Ckay.

But that would be -- that is speculation and trying
to predict a future market event on ny part, so --
So why not -- this is a two-parter. Wy not four or
si X days; why not one or ten days?

| think that's a good questi on, Conm ssioner, and |
woul d al so defer that to M. Phinney a bit. He
woul d have additional insight on that. But as we

| ooked at Wnter Storm Uri, that woul d have
basically covered us during the Wnter Storm U
event, five days.

One day woul d not have covered us; ten
days is probably too nmuch because we have the
capability to limt how much of that gas goes in or
out based on our offer. So five days seened to be a
reasonabl e nunber.

l"mnore famliar with the SPP side of it, but |
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woul d say two days during Uri would have really nmade
a huge difference.

| cannot -- | would -- | would concur with that. |If
you were to take two days during Ui, it would have

had a substantial inpact of financial markets, yes.

Then, | was kind of fascinated. | |iked your review
of the -- Elliott. You know, how that all carried
out. But one thing you didn't nention that | heard

tal ked about, although not really specific exanples
of it have ever been given to ne, but on the SPP
side of things that | heard tal ked about multiple
times, are you famliar wth i ssues where the
natural gas problemwas actually the result of
suppliers declaring an act of God and not delivering
what was contracted when, in fact, they had the gas
and the act of God was that they could probably get
50 or 100 tinmes nore a decathermon the market than
they could with their contract?

Comm ssioner, | amfamliar certainly that there
were force najeure events that were called during
Elliott. 1 don't know what the producers had or
what they didn't have though, but we did not have
access to that gas, whether they were holding it for
one reason or the other.

Ckay. Thank you.
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CHAI R CHRI STMANN: No ot her questi ons.
JUDCGE DAWSON: Conmi ssi oner Fedor chak.
COW SSI ONER FEDORCHAK:  Thank you,
Judge.
EXAM NATI ON

BY COW SSI ONER FEDORCHAK:

Q

Thank you, Ryan. | appreciate your insights into
sonme of this stuff.

Could we go to page 11 in your rebuttal
testinony? So starting on line 4 where you wal k
through a tineline of the timely natural gas and
energy trading day. You' ve kind of touched on this,
but there's terns in here that aren't intuitive.

So I'd kind of like you to wal k through
this for -- for ny benefit, |I'm assum ng ny
col | eagues m ght be able to better really solidify
their understanding of this, too. W're talking the
day before the real-tine day. GCkay. So walk
through this, and I mght interrupt you if you use
different terns.

Certainly. Certainly. And |I'm happy to do that,
and I'll just preface this that it is not a -- it's
not an easy schedule to understand with all the
nmovi ng parts, so I'lIl do ny best to try and explain

it.
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Um hmm
So on a typical day, we have -- we have contracted
with Tenaska that we will make tinely gas

nom nations. That nmeans gas purchases for the next
day.

Um hnmm

The next operating day. W have to have those

nom nations in by 8:30 a.m

Do you have any commtted anobunt to Tenaska at al
that's just the baseline?

We do not.

So you're all just day-ahead purchases?

W are. And | think the natural -- excuse ne, the
utility conbustion turbine generators are very
different than a | ot of other industry. They know
their baseline at a high | evel of certainty going
into the bidding of processing plants --

Ri ght .

-- or whatever they mght be. A sinple cycle CT, we

do not know if MSOw Il commt the unit. It
conplicates the matter even further that it's the
mar gi nal unit oftentines --

Ri ght .

-- making it even nore difficult.

Ckay. So you're the -- 8:30 a.m, you have to tel
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Tenaska how much you want ?

We do.

Do they give you a price at that tine?

They estinmate what the -- what the tinely price wll
be, and then, also, they will give us what they
think the price will be at 1:00, an intraday price,
when we m ght have to purchase gas at that point if

M SO clears us differently than what we're

expecti ng.
So if you don't -- so you -- you determ ne how much
you think you're going to need on the -- what is

that price called, the tinely --

The tinely.

The tinely price, and that's for the day ahead. And
then you -- if you don't get enough and M SO call s
you and you're using nore, then you' d have to buy
nore at that intraday pricing?

That is correct.

Ckay. Al right. So -- but we're still back at
8: 30.
Ckay. So 8:30, we neke the -- or we declare to

Tenaska how much we want to purchase.
And what do you base that on?
We base it -- during a typical day -- actually

during all days, we | ook at previous -- you know,
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what's the wind forecast going to be?

Um hnmm

What have -- what have prices been? Wat have --
any market conditions that we can | ook at that m ght
give us insight. During a normal operating day,
it's relatively straightforward to predict what we
may or may not need.

Um hnmm

And if we're wong, the consequences are not severe.
Ri ght .

So -- but during an extrene event, it becones very,
very difficult to predict --

Ri ght .

-- what MSOw Il do and what the pricing wll be.
Sur e.

And that's the real big kicker, is what the pricing
wll be at 1:00.

Yeah.

And so --

Ckay. But let's go back to this.

-- at 8:30 --

Yeah.

8:30, we determ ne the volune that we need, and they
give us what they think the price will be.

Are they at risk at all? Do they have to guarantee
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in any way that price, or is it just their best

esti mat e?

For the --

(I ndi scernible.)

For the tinely -- for the tinely price, the tinely
price that we actually pay is settled later in the
operating day. So around 4:00 or so, we get to see
what that is, and that's beneficial because we are a
sole contract for tinely natural gas purchases with
Tenaska. So we included that provision in the

contract so that they cannot put an unfair adder on

toit. So we've agreed to whatever the narket
settles for for that day, we wll receive nmarket as
a whol e.

(I ndi scernible.)

And so that kind of keeps everybody honest and fair.
Ckay. And usually that price is not higher than
what you think it is in the norning?

On a regular day, it can vary a little bit.

Ckay.

And tinely gas is al nbst al ways cheaper than

i ntraday gas.

Ri ght .

So after 8:30, Tenaska wll then go out and procure

the fuel supply, usually between 8:30 and 9: 30.
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After 9:30, the tinely market for Tenaska generally
dries up, and it's not available. It mybe goes a
little further than that.

At 9:30, Oter Tail has to submt our
offers to MSO And so we have to give M SO a
price, the cost of our gas, and that translates into
megawat t - hour - cost for energy, and we al so have to
offer in the full range of our capacity accredited
resource to MSO for Astoria. So we tell them --

Meani ng, your namepl ate or whatever you think you

can?
What ever our nust-offer requirenment is. |In sone
situations for a generator it will be a nanepl at e;

in sone situations if we haven't fully sold that
into the market, it would be a little bit |ess.

But, yes, we have to offer in that full anpunt, and
we don't know what M SO is going to do with that
anount. They just have the price, and they know

that they can have access to all the generation that

t hey want.
So basically your -- you can't wi thhold any capacity
or any energy from-- fromyour unit. You can't

say, we bought enough gas to offer this nuch, that's
what we're going to offer?

That is correct, yes.
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Ckay. Al right. But M SO can use as much as they

want ?
They can -- at the price that we're hoping that gas
w |l be that day, because we have now nmade an offer

and we are --

Yeah.

-- fixed. MSOw Il make Oter Tail whole to our
of fer cost, but not the actual cost of fuel
procurenment. So if they vary, Oter Tail does not
recover those costs.

Got it. Ckay.

And by "Qiter Tail,"” again, I'"'mreferring to our
custonmers. It's not Oter Tail Power Conmpany
shar ehol ders, it would be our custoners.

Ckay. Do you have to show them what the price of
gas is? Like, is that sone sort of a transparent
thing, |ike you have to prove to them what you're
payi ng for the gas --

To --

-- (indiscernible)?

To M SO?

Yeah.

Well, yes, they see our offers.
Yeah.

And t hey coul d back-cal cul ate what the gas woul d be,
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but there is also the | ndependent Market Monitor,
and they are overseeing all of our offers. They see
everything and are making sure that those offers are
appropri at e.

And so if you thought, like, you were concerned
about the price going up, you couldn't just
unilaterally increase your price, you have to have
sone justification for it?

There is range that the MM gives us, but if we were
to raise it too high, there would be questions,

potentially audits --

Yeah.
-- on those types of things. But on the -- in terns
of being nade whole, no, we can -- we can increase

our offer later in the day, but MSOis going to
hold us to the offer that we nmade earlier -- and
that's what the nmake-whol e paynments would be on, and
that's the revenues they woul d ensure us to receive.
Ckay. GOkay. So that's 9: 30.

And then at 9:30, we nake that offer, and then we
are sitting on that offer until the nmarket clears at
12: 30 -- approximately 12:30 every day. It's at
that point that MSOw Il tell us how nany negawatts
t hey want on which hours, and they're going to tell

us -- they're going to pay us what we offered in at
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t he begi nning of the day, or nore if the LNP happens
to be higher, but we're assumng that it's a
(i ndi scernible).

But if -- they may cone back and we nay
have bought, you know, 16 hours worth of gas, and
they're like, Oter Tail, we don't need you. W
don't have enough -- our park-and-loan is just for
bal ancing. W now have to turn around and |i qui date
the gas at whatever the cost of the intraday price
woul d be.

Um hnm

O we have to go out and buy additional gas, and
then that could be at a conpletely different price.
If we thought we were going to clear for four hours
and they clear us for 16, then we would need to buy
nore gas to cover those additional 12 hours. Again,
this is not problematic, generally, in a

regul ar - operati ng-day scenari o.

Um hnmm

It becones very problematic in a -- in an extrene
event .

And the one other piece that | m ght just
add to that is, M SO al ways has the option to comm t
us in the real-tinme market at a whinlis noti ce.

Ri ght. Because of your capacity --
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Yes.

-- (indiscernible).

If they need us and they realize, boy, we had
another unit trip off or we need additional reserves
or for whatever reason m ght happen -- it m ght be,
they could tell us to turnit on. And we would
already have a real-tine offer in there, and we can
continue in volatile situations to check with our
gas supplier what the price is and we update that

of fer.

Sonetines that offer junps very quickly.
They could commt us, we go out and we get an
updat ed offer because we don't have the gas because
we weren't running yet, and now the gas has maybe
doubled in price. And MSOis only going to pay us
what that offer was, and, again, only nade whole to
the offer, not the actual fuel procurenent cost.

So that's what we're tal king about here,
is really the heart of this intraday pricing risk
and the timng that's associated with offering the
unit and having to wait for M SO directions and then
vol atil e gas market rate changes.

Unhmm It seens like there's quite a | ot of
that -- | mean, these tines are adjustable, don't

you think? Like, this is howthey are, but is there
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any reason why they have to be: The gas nmarket is
at 8:30 and the M SO clears at 12: 307
| think, Conm ssioner, that's a very good point.
However, even if we were to adjust and get themto
align conpletely, we would still have intraday
pricing risks.

Now, it would be a step in the right
direction, because when the day-ahead narket
cl eared, we would know the total volunes that we
woul d need, which would be beneficial. But it
doesn't change the fact that we still had to go out
and put an offer price in three, four hours in
advance of when M SO cl ears the market, and gas
prices can change drastically. So it doesn't solve
the pricing fluctuations that can happen
bet ween when M SO requires their offer and when M SO
clears it. MNow, if we could elimnate that tine
period down to zero, that would conpletely solve the
pr obl em
Is there any tal k about doing that?
| don't know if M SO has the capability to coll apse
their clearing day-ahead market nechani sns and
cal cul ators and al gorithns --
Sur e.

-- to run that conplex problemand get that tine
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that low. But any increase or any -- or decrease in
the tinme would be beneficial.

So the day -- the intraday risk would al ways be for
you guys to -- the difference between what you
purchase in the tinely market and what M SO actual ly
clears, right?

That's a part of it, yes.

And then if they actually use nore, there's al ways
going to be that risk, too?

Correct, Conm ssioner, or less. |If they choose --
O | ess.

-- not to use it.

Un hnmrm  Ckay. Could you wal k through, you had
menti oned i n your opening statenent and had |i sted
off the criticismthat M. Heidell had of this
(indiscernible) -- or this plan. It was in your
openi ng st at enent.

Sur e.

And | just didn't -- wasn't able to -- it was |like a
nice list. There was |like three or four things that
you had run through.

Sure. | guess there would be three pieces to it.
Ckay.

The first piece is in M. Heidell's initial

testi nony. The assunption was nade that we could
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purchase tinely gas after know ng the M SO day-ahead
clearing results.
Ckay.
And that -- that is not a part of that tineline.
Right. W just wal ked through that.
Yeah. The second piece was associated with | ooki ng
historically at Ui and nmaki ng assunpti ons based on
previ ous day's performance during the winter storm
event and saying we would not | ook to procure
additional gas if the previous day was -- resulted
i n poor financial consequences.

So, for exanple, we m ght one day procure
25 percent of our needs. Going into a winter storm
event, procure six hours for our Astoria unit to run
25 percent output. From OQter Tail's standpoint,
that seens fairly reasonable, but it mght be a
mar ket event where it would have nade sense, as it
didin -- particularly in Ui. In this one
particular storm that for that day, it nmade sense
that it -- it would have -- we would have turned out
better to not have purchased the gas and not had to
sell it back at a | oss.

Goi ng into the next day, just because we
| ost on the first day doesn't nean there is an

extrenme volatility in that event that we would stop
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purchasi ng a subset of gas in the event that narket
condi ti ons change conpletely. And so when you j ust
| ook at the previous days and you don't | ook at
what's happening in the heart of an event when
you're seeing nultiple market indications going
different ways, to counteract that during Ui and
Elliott, we were also seeing very high pricing in
SPP mar ket, for exanple. W were seeing high
five-mnute ticks in M SO

We were having conversations wth our gas
providers, telling us we don't know where the
market's going to go. And it nekes it very, very
difficult to try to figure out, well, what should we
do for the next day? And so that's why our analysis
| ooked specifically at varying different anounts of
tinmely purchases and different anounts of LNPs. So
t hat woul d be nunber two.

And then the third would be the
di screpancy related to transport to Astoria Station.
And Oter Tail procures our transport
t hrough Tenaska Marketing Ventures, and as
M. Heidell's testinony correctly notes, that at
Astoria Station, we have secondary in-path transport
servi ce.

Um hmm
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However, through all of -- you know, Tenaska nobves
all that transport, all that gas on firmprinmary
transport. If there is a de-rate or a curtail nent,
it happens at the point of where that curtail nent
occurs.

So if it happens up-line, we're still on
primary firmtransport all the way to Astoria
Station. At the node, it's secondary transport,
which is lower -- a |ower service, but there should
never be a binding constraint at Astoria. Because
the meter is sized |arger than the plant, and OQter
Tail is the only one taking -- w thdrawi ng gas at
that node. So for all practical purposes, we

receive natural gas on primary firmtransport at

Astori a.

So those would be the three points.
Can you -- in your -- can you -- you sumred them up
in there. | was -- can you find that and reread it
to me? You summed Heidell's criticisns, | think.

Sure. Wuld you |ike ne, Conmm ssioner, to reread
t hat paragraph?
Yeah. That woul d be great.
Sure.
As noted in ny prefiled testinony, | take

issue with portions of testinony of Advocacy Staff
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Wtness M. Janes Heidell. | do not believe

M. Heidell accurately accounts for natura
gas/ el ectric scheduling | ogistics, transport

robust ness, or the conplexity and uncertainty of
maki ng fuel procurenment decisions during an extrene
system event.

Specifically, | noted his criticism of
our Uri financial-event anal ysis erroneously assuned
tinmely gas could be purchased after M SO posts
day- ahead comm t nent and di spatch i nstructi ons.
This is not accurate. Qter Tail's required to nake
timely natural gas purchase deci sions four-plus
hours in advance of know ng M SO conm t nent
I nstructions.
Ckay. Yeah, and we went through all that. GCkay.
The three things, natural gas -- say it one nore
tine.
Nat ural gas --
The list that you just read.
Logistics -- let's see, accounts for natural
gas/ el ectric scheduling | ogistics.
Ckay. Hold on.

Ckay.
Transport robustness.

Ckay.
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The conpl exity and uncertai nty of naking fuel

procur ement deci sions during an extrene system
event .

Ckay. Al right. So the transport robustness, |
feel like those issues, whether it is weatherization
of production facilities -- well, that would
probably be the biggest one that's caused probl ens
wth transport, right?

Comm ssioner, | think during Wnter StormUri, if

t hey woul d have weat heri zed production, we -- there
was maybe a good chance that we woul dn't have seen
that, but that's not ny area of expertise --

Ri ght .

-- so |l can't say for sure.

O her issues with transport robustness, it's nostly
not havi ng enough gas on the line to

(i ndi scernible)?

Yes. During -- did |l say Ui or Elliott?

It's Elliott that there was the | ack of supply.
Yeah.

But, yes, fromOQter Tail's standpoint, we have the
hi ghest avail abl e transport servi ce.

Ckay. And then the conplexity of securing the fuel.
| nmean, the first piece of having it available is

going to take care of a bunch of that conplexity?
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l'mnot quite --
Just having --
-- follow ng.
-- enough avail abl e.
OCh, yes. | nean, it would -- if it's avail abl e,
then you just have your pricing concerns.
Ri ght .
You don't have your reliability concerns in this
case. | nean, there are other things that could
happen to a pipeline, | suppose, but we' ve seen
production freeze-offs as being significant in both
Elliott and Uri.
Yeah. And then the |ast one, the natural
gas/ el ectric scheduling | ogistics, which we tal ked
about. So, | nean, ny concern here is that -- like
| expressed to Brad, you know, this facility wth
onsite fuel is probably the way to go, you know, in
a world w thout coal, because how el se do you have
onsite fuel? Especially if none of these things
that you just identified get taken care of, but |
feel like a ot of those things are going to be
t aken care of.

So hel p nme understand, you know, the --
how this is -- could end up bei ng unnecessary or

sort of a waste of noney if sone of these other
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I ssues take care of it, |like on a day-to-day --
every day is nore of a normal day?
Sure, Conmm ssioner, you know, | guess | would be
speculating a little bit, but I wuld say that if --
if you could condense the -- you know, even if we
were to rely on the natural gas narkets, as |ong as
there is timng del ays between when we have to nake
an offer to M SO and when they can clear it, or if
M SO can just -- like they can currently, just
i medi ately call on a unit and now we have to go
procure gas that's change fromour offer price,
we're still going to have issues like -- | think
we'll still have issues.

We could also solve it, though, by
somehow fi xing the natural gas market during that
t hree-hour tinme delay. | think both of those
solutions are fairly unlikely, but | remain

confident that we can i nprove the system goi ng

forward.
Ckay. Thank you. | appreciate your professorial
nat ur e.

JUDGE DAWSON: M. Stephenson.

MR. STEPHENSON: No questions, Your
Honor .

JUDGE DAWSON:  Further questions?
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RECROSS EXAM NATI ON

BY MR JOHNSON:

Q

So if this resource addition was deni ed, Astoria's

still a prudent investnent for OQter Tail?
M. Johnson, in ny role at Oter Tail, |I'mnore of
an operational person. | don't feel equipped to

answer that question.
Ckay.
MR JOHNSON: | don't have anything
further.
JUDGE DAWSON: M. Schuh.
RECROSS- EXAM NATI ON

BY MR SCHUH:

Q

So you' ve spoken a | ot about the benefits of having

this in place, but I'mcurious of the cost, | nean,
of not doing this. Wuld you be able to -- would
you be able to provide a range, |like a quantitative
range of what we nmay be | ooking -- our custoners may

be | ooking at? Could you wal k us through that?
M. Schuh, |I'mnot sure, other than pointing to our

Wnter Storm Uri analysis --

Sur e.

-- that we have -- and naybe | should defer to
others on this, but I'mnot sure that we have any --
other than the Wnter Storm Uri analysis, |'mnot
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sure |'ve got anything to point you to quantify,
so --
That's the whol e event then, that --
The only thing --
(I ndi scernible.)
-- that | would add to that, though, is Wnter Storm
Ui was one event.
Sur e.
And | would also add that there are future events
that will conme, and they will act differently, just
like Ui and Elliott were very different. And as an
operational person who sat with ny teans through
both of these events and know -- and realized how
extreme and uncertain they can be, | can say that
onsite fuel at Astoria would give us a tremendous
fuel to navigate anything -- any of these events
going forward. Wether they're nore extreme -- if
they're |l ess extrene, fromny standpoint, that's
great, because, you know, then we're not dealing
w th, you know, these consequences. So --
Sur e.
MR. SCHUH. | have no ot her questions,
Your Honor. Thank you.
JUDGE DAWSON: Conmi ssi oners.
Haugen- Hof fart.
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FURTHER EXAM NATI ON

BY COW SSI ONER HAUGEN- HOFFART:

Q So we have | essons | earned, you know, from Uri and
Elliott, and | ast week we saw -- | nean, not an --
extrene weat her, but a change. So tell ne of
anyt hing you guys did different with that stormthat
happened | ast week from | essons |learned to mtigate

sone risk?

A Sure. Thank you, Conm ssioner. Yes, the stormthat

we -- or the cold weather snap that we recently had
was really a nonevent for us.

Q Ckay.

A Mar ket pricing was relatively |Iow, natural gas

storage is at five-year highs, and there's not a
fear in the market.

And one thing |I've |l earned frombeing in
the markets is a lot of the pricing is noved based
on fear, and right now there's not a |lot of fear at
the present nonent. And so we didn't -- we really
didn't see any harsh inpacts due to the recent cold
weat her snap.

Q So fear has been elimnated, you know, sonmewhat. |
mean, nationally there was a |l ot of forecasts for
i ncl enent weat her, do you foresee this going forward

so this wll inpact this -- extrene weat her events?
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| mean, there's been a lot of |essons learned in
that -- and as you said, again, |I'mgoing to
enphasi ze that fear has been elimnated, so --

| think, Comm ssioner, what | was trying to say --
and I'mnot sure if you're repeating what | said or
if you' re naking a statenent, but | think in the
nost recent event, there was not nmuch fear of

mar kets going crazy. And so as a result, prices
were stable, and we were able to wal k through it.

We had plenty of natural gas storage capabilities.

So the -- this last event was not a -- not an event.
Ckay. | suppose that was correct. | was trying to
restate, and seeing as -- noving forward, has there

been any novenent, do you think, in the natural gas
being a -- having supply ready or they've

w nterized, have you seen a change there? Do you --
for --

Conmmi ssioner, in visiting wiwth Tenaska and readi ng,
you know, they said recent weeks, there's no --
there's not fear, but | have a -- | have not also
heard about great efforts to winterize the system
But, again, that mght be a little bit outside --

" mnore dealing with day-to-day --

Ri ght .

-- operations, so --
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Ckay. Thank you.

COW SSI ONER HAUGEN- HOFFART:  Thank you.

JUDGE DAWSON: Chri st mann.

CHAI R CHRI STMANN:  No ot her questi ons,
Your Honor.

JUDGE DAWSON:  Fedor chak.

COW SSI ONER FEDORCHAK: No.

JUDCGE DAWSON: If there are no further

questions --
UNI DENTI FI ED: None from ne, Your Honor.
JUDGE DAWSON: -- then you nmay step down.
MR. RETZLAFF. Thank you.
(Wtness excused.)
JUDGE DAWSON:  And you may cal |l your next
W t ness.

MR. STEPHENSON: Thank you, Your Honor.
Oter Tail Power calls Kirk Phinney.

JUDGE DAWSON: M. Phinney, you were here
for ny previous adnonitions as to perjury, SO you
understand what perjury is and the penalties for it?

MR PHI NNEY: | do.

JUDGE DAWSON: Under st andi ng so, do you
prom se or swear that the testinony that you're
about to give wll be the truth?

MR PHI NNEY: | do.
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Kl RK PHI NNEY,
after having been first duly sworn, was
exam ned and testified on their oath as foll ows:
JUDGE DAWSON: W th that, you may begi n,
M. Stephenson.
DI RECT EXAM NATI ON

BY MR STEPHENSON:

Q

M . Phi nney, please state your nane and your

enpl oyer for the record.

My name is Kirk Phinney. | am enployed by Qter

Tai |l Power Conpany.

And what do you do for OQter Tail Power Conpany,

M . Phi nney?

My current title is manager of project execution and
strat egy.

And what does that position entail?

| support |arge projects, over the |last 14 years at
OQter Tail, through the execution phase and also in
t he devel opnent of |arge projects, such as the
onsite fuel project we're discussing today.

And, M. Phinney, have you filed -- or prepared
prefiled testinony in this proceedi ng?

| have.

And if you were asked the questions in your prefiled

t oday, woul d your responses be the sanme today?
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Correct, with the clarification on the schedul e.
Yes. And, M. Phinney, have you prepared an opening
statenent summari zing that prefiled testinony?
| have.
And | would refer you then to Qter Tail Exhibit 15,
woul d you pl ease read that into the record?
Ckay. Good norning. M nanme is Kirk Phinney. M
current title is manager of project execution and
strategy. | will provide a brief summary of ny
prefiled testinony in support of Otter Tail Power
Conpany' s application for a determ nacy --
determ nati on of advanced prudency for the Astoria
Station onsite fuel inventory system project and
provi de an update to the current project schedul e.
Astoria Station is a 250- negawat t
natural -gas-fired sinple cycle conbustion turbine
generation facility that was placed into service in
2021. The proposed onsite fuel inventory system
project consists of a liquified natural gas truck
unl oadi ng station, a liquified natural gas storage
tank, and then 40 punps and vapori zers necessary to
convert the liquified natural gas to a vapor that is
suitabl e for conbustion in the existing conbustion
turbine. The key assunption for the project design

is to store five days of onsite fuel based on the
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maxi mum wi ntertine rating of 286 negawatts.

Through the prelimnary design process,
Oter Tail evaluated two potential types of fuel for
the project: Fuel oil and liquified natural gas.
Through that evaluation, Oter Tail found that
liquified natural gas had the lower initial capital
cost, |ower O&M cost, and | ower fuel cost.

Liquified natural gas al so does not have the
em ssions, capacity, or operational drawbacks or
l[imtation as conpared to fuel oil.

OQter Tail intends the -- to manage the
project with two key procurenents. The first
procurenment will be for all of the equi pment and
that installation under an engi neering procurenent
and construction, EPC-type of an agreenent. It wll
be conpetitively bid. The second procurenent wll
be for a long-tine liquified natural gas supply
agreenent that wll also be conpetitively bid.

Regardi ng the project schedule, the
estimated schedule in ny original testinony
projected an inservice date of Decenber 2026 for the
onsite fuel storage project. Since filing our ADP
application in February 2023, OQter Tail has
reassessed the project schedule in lieu of ongoing

antici pated regul atory approval proceedi ngs and
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determned that it's necessary to address the

proj ect schedule -- to adjust the project schedul e.
Based on these updates, we project the project being
in service in Septenber 2027, assum ng all

regul atory (indiscernible) are secured.

The project cost estimate within ny
original testinony renains unchanged, and Oter Tail
provides further clarification of assessnent as
recognized wwthin M. Heidell's surrebuttal
t esti nony.

Thi s concl udes ny sunmary.

JUDGE DAWSON:  Any further questions,

M . Stephenson?

MR, STEPHENSON: No, Your Honor. W
woul d of fer M. Phinney for cross-exam nation.

JUDGE DAWSON: M. Johnson.

CROSS- EXAM NATI ON

BY MR JOHNSON:

Q

Supply chain and, just, general cost increases are
not an issue at this point, the price has not
changed at all?

We haven't felt the need to revise the cost estinate
provi ded gi ven the current supply chain estinates.
That obviously is sonething that's conti nuously

di scussed - -
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Sur e.

-- and reviewed, and no |arge project is inmune to
that -- those things today.

Sure. Wth the type of conponents and material s
needed, you don't expect there to be any supply
chain delays or other things that are not -- and
sone things are available readily, other things are
not. The conponents to build this project woul dn't
be, probably, delayed by supply chain issues at al
in your estinmates?

Not at this time. There's -- there can be
specul ati on.

Sur e.

You know, as this is -- is there a big LNG export
boom t hat m ght inpact the supply that we're | ooking
at? As we've |ooked into those details, not a
current concern.

And rising costs of those conponents and naterials
isn't a concern at this tinme either?

No.

Ckay. So the cost range update was m nus 10 percent
to 30 percent, can you explain that range to ne a
bit?

So as we put together the cost estinate for Astoria,

we follow the sanme practice that we do on | arge
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projects such as the Big Stone AQCS in the original
project, and that is, we put together an engi neering
cost estinmate. So the effort that you put in there
to refine that range really is what can that

engi neer -- how much engi neer -- engi neering do you
conplete to refine that?

And what an engi neer can do is size
t hi ngs appropriately. How far do you go? Do you go
to the actual piping Iength? Do you spend $40, 000,
$50, 000 to do geotechnical investigation to nake
sure you have a grasp of what your foundation should
be? And so that's what that engineer -- the
engi neer, the consultant, that we used did as we
wor ked t hrough that estimate.

And that's -- we're at the |evel of the
esti mate today where we will have a very good
package for people to bid, and I think our work
scope -- that's the definition of what the project
IS -- iIs pretty known through that process. And so
we're really at that point where we need to go out
and see what that market has to offer for us.

And so when there's a percentage range,
you know, those are the things that that engi neer
can't -- can't quantify, such as supply chain issues

and things like that, inflation.

Shaddix & Associates - Stenographic Court Reporters
(952)888-7687 - reporters@janetshaddix.com




© o0 ~N o o b~ w Nk

N NN N NN R R R R R R R R R R
oa A~ W N P O © 00 N oo 0o~ O w N -+ O

OTP Hearing - PU-23-66 - 12-12-23 128

> O » O » O >

So you stated that the only two fuel sources
consi dered were fuel oil and the liquid natural gas,
ri ght?
Correct.
Are there any others -- fuel types out there that
are commonly avail abl e and used in generation?
| think you see propane used, for exanple, on
smal |l er generation units. | think as you start
tal ki ng about storing the volunes of fuel that we're
tal ki ng about, that starts not being applicable to
Astori a.
Sure. And there was -- like, | know there's three
different things going on, and they're tal king about
li ke coal-fire and hydrogen and things |ike that.
Hydr ogen is not an option that you could coal-fire
with | ower anobunts of natural gas to get the sane
gener ati on?
It's not proven at an industry | evel today.
So there's no --
It's --
Basically no market for it and no supply for it?
Correct.
Ckay.
Correct.

MR, JOHNSON: | don't have any further
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questions at this tine.

JUDGE DAWSON: M. Schuh.

MR, SCHUH. Not at this nonment. Thank
you.

JUDGE DAWSON: Conmi ssi oner
Haugen- Hof fart.

COW SSI ONER HAUGEN- HOFFART: No
questi ons.

JUDGE DAWSON: Conmmi ssi oner Chri st mann.

EXAM NATI ON

BY CHAI R CHRI STMANN:

Q

A
Q
A

This woul d be one tank, right?
Correct.
Descri be the tank to ne.
So it's not like looking at a fuel oil tank out
there. LNGis stored at atnobspheric pressure as a
liquid, and in order to naintain it being a |iquid,
it's -- it's at mnus 260 degrees Fahrenheit. And
so this tank is designed and -- to have basically an
inner shell that is rated for those tenperatures.
We' re tal ki ng about cryogeni cs, a high nickel
content, and then that takes care of the cold
tenperature aspect of storing that cold |iquid.

And then there's roughly six feet of

i nsul ati on between that and an outer shell, and that
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outer shell is what contains the pressure and
contains the liquid. Because you're storing it at
at nospheric pressure, that liquid wants to boil, and
so it is constantly boiling. So you want to keep it
cold so it doesn't boil off nore -- boil off gas is
what they call it in the industry. And so that
out si de shell of the tank contains that, and is
desi gned to a pressure.

And so one of the other pieces of
equi prent with LNG is boil -off gas nmanagenent
equi pnent, which is -- what we are doing in this
project is re-liquifying it and putting it back in
t he tank.
So it's aboveground?
It is aboveground, yeah.
And is it, like, rectangular like a box, or is it a
cyl i nder?
It's a cylinder. So | believe 120-foot in dianeter,
anywhere up to 100-feet tall. These tanks --
(1 ndi scerni bl e.)
Sorry. [Excuse ne.
So you said "anywhere," is that the size of this?
Is this sonething that you buy or that you build to
suit your specific volune --

It wll be --
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-- desired?

-- designed for our sizing requirenmnents. It wll
foll ow what the industry standards are out there for
natural gas peak shaving units.

I n our case, because of the quantity that
we're storing, we will have a field-fabricated tank.
It wll be built onsite. W had eval uated
shop-fabri cated tanks through our eval uation, but I
bel i eve we needed 25 of them and there's a certain
amount of storage where that tips the other way for
a field-fabricated tank.

Good segue to ny next question. | wasn't thinking
of 25, but why not two? Because | just could

i magi ne at sonme point there nmust be sone kind of

mai nt enance that has to be done. Maybe it's on the
tank, maybe it's on the vaporizer, or nmaybe it's on
the truck-unloading facility. Now you have to do
mai nt enance, and now you're back down to nothing.
Wul dn't it be better to have two or three snaller
ones? It may be a little nore noney, but you al ways
have somet hi ng t here.

Certainly that may be a nore robust approach. There
woul d be an added cost. When we | ook at the
application of LNG we visited quite a few peak

shaving units that are |ocated on natural gas
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pi pel i nes, and you don't see that practice in that
i ndustry of having two tanks.

The tanks are desi gned such that the
punps for the LNG are inside the tank, and
everything conmes out through the top of the tank,
and you can isolate that and pull that equi pnent
out .

So would it be unfair of nme to say that when you say
mul ti ple tanks would be a nore robust approach, but
it would be an added cost, that's pretty simlar to
what happened in 2017 when comng with the full cost
of replacing the coal plant, and the contracts would
have been the actual cost of Merricourt, Astoria,
and the fuel storage. You just went with the | ess
robust but | ower cost, and now are back for the
rest?

No, | think we're followi ng the industry practice
that's out there for how you design your tanks.

|'ve just got to tell you, it worries ne that the

i ndustry practice is leading this right to the

probl ems that we're tal ki ng about today.

But, so if | understood you right,
there's that inner shell and then six feet of
i nsul ati on and then the outer shell?

(No verbal response on digital recording.)
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So we have -- and it's usually in siting cases nore
t han ADPs, but we've sited sonme big things. You
know, hundreds of mllions of dollars, and many
tinmes they are constructed in, |like, a summer season
and a wi nter season. O sonetines, you know, start
in the spring and then get done a year and a half

| ater follow ng the second summer season.

Ckay. This sounds really big and this --
your explanation of it certainly enhances the
conplexity of it conpared to what | was i magi ni ng,
but, still, it's a tank and vapori zer and unl oadi ng
equi pnmrent. You have expressed a desire to start in,
li ke, April, or sonething in the spring, and now t he
i mpl enentation date is pushed back to autumm of
2027, was it? How does this take three full sumrer
construction seasons? It seens |like a lot to ne.

So, Conmm ssioner, we've revised that in the
schedul e, starting construction in 2025 and havi ng
it in service Septenber of 2027.

Ch, | caught the inservice change, | didn't catch --
soif you're -- you're planning to start
constructi on when?

January of 2025.

So | thought | heard earlier that you' re expecting a

deci sion from M nnesota regulators in weeks or a
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coupl e nonths or sonmething, and we're here. What
are you going to do all through 20247

So, Conmmi ssioner, the procurenent process, we do
have additional engineering to conplete to support
the siting permt process in South Dakota. That
hasn't begun, so there's that part of it.

There's the period of getting that EPC
procur ement package out and ready for bid, and then
giving themtine to create a conpetitive bid that's
accurate. And we don't want to rush that, and so
that process is included within this change in
schedul e.

Have you filed for siting in South Dakota, or are
you waiting for the ADPs?

W --

The ADP (i ndiscernible) --

-- have not started the siting permt in South
Dakota. We've been in discussions with staff in
Sout h Dakota, and they're aware of our project.
Ckay. Thank you.

CHAI R CHRI STMANN:  No ot her questi ons,
Your Honor.

JUDGE DAWSON: Conmi ssi oner Fedor chak.

EXAM NATI ON

BY COWM SSI ONER FEDORCHAK
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Ckay. Thank you, Kirk. Just a couple quick
questions, and | think Randy just covered the
tineline. And -- just one question, and that is,
are there any II1JA funds avail abl e for sonething
like this? O |IRA any federal noney supporting LNG
facilities |like this?
| am not aware of that, and | may not be the best
person to answer that.
Ckay. Al right. Wll, there seens to be |lots of
noney for lots of things, so I'd be curious if
anyone at Oter Tail could provide an answer to
t hat .

G herwi se, | don't have any nore
questions for you. Thanks.

JUDGE DAWSON: M. Stephenson.

MR. STEPHENSON: No questions, Your
Honor .

JUDGE DAWSON: Any further questions?

MR. JOHNSON: Just one qui ck one.

RECROSS EXAM NATI ON

BY MR JCOHNSON:

Q
A

What's the annual operating cost to store the LNG?
W' ve answered an IR with respect to that. | know
it was protected data. | believe we indicated --
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If we've got it, we've got it. | was just trying to
under st and how nuch addition -- | nean, it sounds
pretty expensive to cool this through the entire
year. So | was just -- I'll find that nyself.
Thanks.

JUDGE DAWSON: M. Schuh.

MR. SCHUH:. Not hing nore, Your Honor.

JUDGE DAWSON: Any further questions?

Seei ng none, you nay step down.

(Wtness excused.)

JUDGE DAWSON: Do you have one further
W t ness?

MR. STEPHENSON: We do, Your Honor.

JUDGE DAWSON: Ckay. And we can take
t hem before | unch, do you think? They should be
about that length, correct?

MR, STEPHENSON: Yes, | think that is
about right, Your Honor.

JUDGE DAWSON: Ckay. You nmy call your
next w tness.

MR. STEPHENSON: Otter Tail Power calls
Nat han Jensen.

JUDGE DAWSON: M. Jensen, you were here
for ny previous adnonitions as to perjury, SO you

understand what perjury is and the penalties for it?
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MR, JENSEN: | do.

JUDGE DAWSON: Under st andi ng so, do you
prom se or swear that the testinony that you're
about to give will be the truth?

MR. JENSEN. | do, yeah.

NATHAN JENSEN,

after having been first duly sworn, was
exam ned and testified on their oath as foll ows:

JUDGE DAWSON:  You may begi n,

M. Stephenson -- | nean -- yeah.

COW SSI ONER FEDORCHAK:  Jensen. Too
many Norwei gi an nanes. Wich is -- there's never --
there's no such thing as too many Norwei gi an nanes.

JUDGE DAWSON:  |' m conbi ni ng t hem

COW SSI ONER FEDORCHAK: But there's a
ot of themwith Qter Tail.

DI RECT EXAM NATI ON

BY MR STEPHENSON:

Q M. Jensen, please state your nane for the record
and your enpl oyer.

A My nane is Nathan Jensen, and | work for Oter Tail
Power Conpany.

Q And what do you do for Oter Tail Power Conpany,
M. Jensen?

A | manage the resource planning departnment.
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Can you tell us what that invol ves?
Qur departnent handles all of the generation
pl anni ng, both near-termand long-term W ensure
adequat e energy and capacity resources for both of
those tine franes.
And, M. Jensen, is it correct you filed prefiled
testinony in this matter?
| have, yes.
And if asked the questions in your prefiled
testi nony, would they be the same today?
That is correct.
M. Jensen, have you prepared a sunmary of that
prefiled testinony?
| have.
Woul d you please read that into the record?
My nanme is Nathan R Jensen. |'mthe nmanager of
resource planning at Oter Tail Power Conpany. |'II
provide a brief summary of ny testinony supporting
t he conpany's application for an advanced
determ nati on of prudence for the Astoria Station
LNG fuel storage project.

My prefiled testinmony notes the benefits
of resilient generation and that the addition of
Astoria Station fuel storage significantly increases

the anount of resilient generation in Qter Tail's
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generation portfolio to the benefit of our
cust oners.

|'ve also noted that resilient generation
is synonynous with fuel assurance, or the six core
reliability attributes identified by M SO In fact,
fuel assurance may be the key reliability attribute
because it is foundation to the other attri butes
identified by M SO

| have noted that the Northern Border
Pi peline has a history of reliability, but all
natural gas pipelines are subject to disruptions, as
was seen during Wnter Storm Uri, and nore recently
during Wnter StormElIliott. Preparing for these
i nevitable disruptions is an inportant step to
ensuring reliability.

| have al so noted that recent M SO
accredi tati on changes i ncent generation resources to
be avail able during the nost inportant hours, onsite
fuel storage at Astoria Station will increase the
i kel i hood of Astoria being avail able during extrene
weat her events, which will have a direct inpact to
t he anmount of capacity credit Astoria wll receive
to the benefit of our customer. Specifically, a
generation plant may see a reduction in capacity

credit if it is forced to go on outage during
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extrene system events.

Finally, | have al so addressed the
growi ng concern in our industry about reliability
ri sks caused by the pace of the transition from
di spatchabl e resources to intermttent resources,
and specifically the risks posed by extrene weat her
events, which can limt energy supply at the sane
time demand i ncreases. |'ve explained that these
factors support the addition of onsite LNG storage
at Astoria Station.

Thi s concl udes ny sunmary.

JUDGE DAWSON: Any further questions?

MR. STEPHENSON: No, Your Honor, and we'd
offer M. Jensen for cross-exam nati on.

JUDGE DAWSON: M. Johnson.

CROSS- EXAM NATI ON

BY MR JCOHNSON:

Q
A

So what is your wnter capacity currently?

To clarify, M. Johnson, are you referring to our
accredited capacity or our capacity requirenent?
Your accredited capacity.

We have just over 1,200 negawatts of capacity credit
for the (indiscernible).

Ckay. Wihat's the other side of that, the -- the

other side that it -- you nentioned?
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>

Roughly 1, 100 negawatts.

Ckay. So is your -- your winter margins are

25.5 percent; is that correct?

That is correct, yeah.

Ckay. So if -- so this de-rating that m ght happen,
is that going to happen, or is that just theoretical
at this point?

That will happen. The exact inpact is still
unknown.

Ckay.

But (indiscernible).

And what's that going to reduce your reserve nargin
to?

You know, again, the exact nunbers are still

unknown, but if we assune that this event wl|

reduce by 50 negawatts, that will cut our excess in
hal f .
So you woul d be down to, |ike, 12-and-a-half-point

of reserve margi n?

No. | think there's a -- the PRVMR requirenent of
roughly 1,100 negawatts, that's based on our

coi nci dent peak | oad, and then M SO adds in
transm ssion | osses, as well as that -- that PRM
pl anni ng reserve margi n, of 25 percent.

So that would take it below 12 or keep it above 127
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It will stay at 25.5 when you're conparing it to our
PRVR, but when you | ook at our excess of just under
10 percent, it will -- above and beyond our PRVR, it
w il bring that back down to, you know, half that,
around 5 percent.

So what's the -- what's the need for this then?

| believe, you know, M. Tollerson, M. Retzlaff,

M. Phinney have gone in great detail to explain the
need froma -- you know, an intraday pricing and
froma reliability standpoint.

From a capacity standpoint, you know,
this wll -- you know, nothing guarantees it, but
this will, you know, help Astoria be avail abl e
during these, what MSO calls, Tier 2 hours. So we
don't have a situation |ike what happened with
Elliott, where we m ssed a significant anount, and
are going to take a, you know, roughly
50- negawatt-capacity hit.

It's inportant to point out, too, that
the M SO accredits resources on a three-year rolling
average. So this happened | ast year, so this one
bad year is in -- if this were to happen agai n next
year, we would have two of these, you know, in the
three-year calculation. So that 50-nmegawatt de-rate

could turn into a 100- negawatt de-rate, and we could
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find ourselves flush.

Ckay. If this was approved and you added it in, how
fast does that cone back?

It's a three-year rolling average. So Wnter Storm
Elliott will affect us for the next three planning
years.

And even if this was approved and ot her things
happen where -- this doesn't cover that, we still
end up in the sane -- could end up in the sane

pl ace? |f you guys are unable to generate for other
reasons, you nmay end up getting deregul ated for that
as wel | ?

That is correct. All outages -- unless there is
approved, non-forced outages. All forced outages
are treated equal.

Do you have any estimates of how often you think you
woul d get -- would actually use this additional
resource?

Above and beyond what M. Retzlaff has al ready

menti oned, | don't have any further details.

Is there any other ways that you can, | guess, hedge
agai nst a capacity de-rating?

For Astoria-specific, there -- thereis -- froma
fuel availability standpoint, there is not.

Ckay. And the only way to fix that is to fix
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Astori a?

When we're | ooking at an Astoria-specific solution,
yes.

But is there other ways to hedge agai nst capacity

| oss because of this by inplenenting | ess-cost
options other -- where in this -- other ways in the
systemto maintain that reserve nmargi n?

We could certainly go purchase capacity
(indiscernible), and that's specifically to help us
meet our PRVMR There's no reliability benefits that
conme Wth those or intraday pricing risk mtigation.
Is reliability separate from your capacity issues
that you face fromthis, are those two separate
things, or are they cause-and-effect?

The capacity credits and reliability are two
separate things. They are related, in that, if you
m ss those crucial M SO hours, which could have a
detrinment to reliability, you wll then have a
de-rate in your future capacity credit.

Ckay. And this LNG storage fixes both of those

i ssues or just one of those issues?

It fixes the -- yeah, both of those issues froma
fuel availability standpoint. As we've discussed,
there are other types of outages as well.

Ckay.
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MR, JOHNSON: Nothing further at this
poi nt .

JUDGE DAWSON: M. Schuh.

MR. SCHUH: Not hi ng, Your Honor.

JUDGE DAWSON: Conmi ssi oner
Haugen- Hof fart.

COW SSI ONER HAUGEN- HOFFART:  Thank you.

EXAM NATI ON

BY COW SSI ONER HAUGEN- HOFFART:

Q You noted that resilient generation is defined by
M SO, correct?

A Conmm ssioner, M SO has not given a firmdefinition
of resilient generation, but they have identified
six key attributes that contribute to resilience.

Q Ckay. Do you know if they are al so recogni zed by
the other -- like SPP, or is there consistency out
t here between the RTGs on the attri butes?

A | can't speak directly to that without it being

specul ati on.

Q Ckay.
A But, yeah, | think the concept of fuel assurance,
that -- the inportance of that has been di scussed

pretty broadly across our industry.
Q Ckay.
COW SSI ONER HAUGEN- HOFFART:  No further
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questi ons.

JUDGE DAWSON: Comm ssi oner Chri st nann.

CHAIR CHRI STMANN:  Well, | wasn't going
to have any until just now.
EXAM NATI ON

BY CHAI R CHRI STMANN:

Q

> O >» O

> O

So do you disagree with -- and | hope | have this
right because it was a scratch note, not a specific
quote, | don't think. Do you disagree with

M. Heidell that NSP also is in M SO considers
natural gas conbustion turbines as firm

di spatchabl e, and, thus, resilient even w thout
onsite fuel storage?

Could you -- are you asking if | disagree with NSP
or M. Heidell?

Well, do you disagree with M. Heidell --

| --

-- that NSP does that?

| -- Comm ssioner, | amunfamliar wth what he's
citing.

Ckay.

So |l can't confirmor -- or | can't agree or

di sagree with that. | would -- oh, I'Il let you ask

a foll owup question.

So if another utility considers natural gas
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conbustion turbines as firmdi spatchabl e and, thus,
resilient, even w thout onsite fuel storage, would

you consider themto be wong in that assunption?

A Il would -- fromQter Tail's perspective, | would

say -- you know, for us, yes, that would be w ong.
Every utility is different. Wen you |look at Oter
Tail specifically, we're one of the snall est
utilities, and Astoria nakes up about 25 percent of
our generation portfolio. So if we were to | ose
Astoria in an extrene event, it has significant
i mpact. Where a utility |like NSP- or Xcel-size, to
| ose 285 negawatts, there -- there's a |lot nore
custoners to spread that risk across.

Q Ckay. Thank you.

JUDGE DAWSON: Conmi ssi oner Fedor chak.
EXAM NATI ON

BY COW SSI ONER FEDORCHAK:

Q All right. Nate, a couple of questions for you.
All of nmy notes are scratch notes, unlike Randy's
neat -- we are so opposite when it cones to that.

Ckay. So, first of all, do you know --

|"mnot sure if you're the right one to ask. |
maybe shoul d have asked one of your coll eagues this,
but where is Mnnesota on this project? And on the

IRP, they're comng out with a decision soon, what
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> O >» O

O » O » O » O >

>

have they said about this?

Conmi ssi oner, we have a hearing tentatively
schedul ed for January.

Ch, okay.

So we have --

You haven't (indiscernible) --

-- no idea yet where the Conmm ssion in M nnesota
st ands.

| see. kay.

Earlier in your conversation with Brian,
you guys were tal king about capacity overages, and |
just want to clarify the understanding. So your
W nter reserve margin for -- fromMSO is, what,
25.2 percent?

That is correct.

Ckay. And you guys neet that?

Correct.

And you exceed that?

We currently do, yeah.

That's the 100-or-so negawatts extra?

Correct.

So you have 1, 200 negawatts in the winter. M SO
requires you to have 1,100 negawatts --

Yes.

-- right?
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Qo >

Q >» O >

> O >» O

Correct.
After they de-rate Astoria, say it's 50, you'll have
1,150, and that lasts for two -- three years?

Correct. And, again, that assunes --

Not hi ng el se.

Not hi ng el se.

Yeah. Yeah. [If you had sonething el se go wong at
a critical tinme, you could get de-rated by that and
your capacity -- your capacity that they accredit
could shrink sone nore?

Correct.

Just getting this doesn't do anything to your
capacity ratings?

That is correct. Wen it goes into service, at that
noment it will have zero inpact to our accredited
capacity.

Yeah.

It is noving forward fromthat point where we are
avai |l abl e during these extrene events where we
potentially wouldn't be, that's where the capacity
i mpact occurs.

So, really, it's the performance that changes?

Yes.

You hope, as a result of this --

Yes.
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-- right?

This will increase our ability to be avail able
during those Tier 2 hours.

And -- yeah. And so it all cones down to your
performance on those days. So if a |line goes out or
there's no gas or, you know, sonething happens here
or anywhere else, it's the performance on those days
that nmatters, not what you have in place that could
have hel ped you perform better?

That is correct. There are sone stipulations on,
you know, if you have a pl anned outage that's

been --

Sur e.

-- requested far enough in advance, you have
exenptions. There's sone outsi de-of - managenent
control exenptions, but --

Ckay. Oh, let's see, shoot. | lost that train of

t hought .

I mght have -- | nmaybe shoul d have asked
this to Ryan, but |'"mpretty sure you probably know
this, too. Can you guys go back -- so when you, in
Elliott, weren't able to get gas, can you -- do you
have any ability to go back to the supplier for the
expenses caused by not having that gas? Because

they -- purchased it fromthem or maybe you weren't
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QO » O >

even able to purchase it fromthen?

It -- Comm ssioner, it's ny understanding that we
weren't able to purchase it fromthem

| see. Ckay. |If you did and they didn't supply it,
could you have gotten (indiscernible) back from

t hent?

Conm ssioner, | don't know the answer to that.

Al right.

That would be for M. Retzlaff.

All right. OCh, I know what | was going to ask you.
So as it relates to the fuel -- onsite fuel ability
and attributes, | have not been follow ng as closely
this whole attributes issue, because it's taking
themforever. Ten tines |longer than it shoul d.
Wiere are they on the -- in terns of -- where do you
think MSOis going to land in terns of giving you

nore value for onsite storage?

Conmm ssioner, | don't have a good answer to that
right now | do know that is the goal, worKking
on -- you know, they identified these attri butes,

t here's now st akehol der di scussi ons around which --
you know, why are they inmportant and how coul d they
be valued. | imagine it's sone -- it's sone type of
mar ket mechani sm but | don't have a concrete answer

to that question today.
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Yeah. The other thing that M SO it seens, needs to
do on all of the RTGs is get nore active in the
space of providing -- creating some products that
all ow for nore advanced notice and availability for
units so you can get the gas, be avail able, and then
pay you in those -- especially in the extrene
weat her .

Li ke, there should be a whol e set of
protocols for extrene weat her that create
products -- or that products get brought into the
mar ket that allow these kind of units to get the gas
t hey need, be available, and get paid. It would be
better for the market, it would -- it would be
better for the reliability, it would be better for
t he gas people so they know how nmuch their demand is
going to be. It would just be better all around.
Are you guys pushing for that in M SO?
Conm ssioner, as M. Tollerson nentioned, we are
very active participants in the various M SO groups,
specifically the Resource Adequacy group. And, you
know, we offer coments and voi ce our opinion on
t hose i ssues whenever it's appropriate, and we w ||
continue to do so.
Ckay. | think we need to get a |ot nore vocal on

that issue, and consider ne a friend to that end.

Shaddix & Associates - Stenographic Court Reporters
(952)888-7687 - reporters@janetshaddix.com




© o0 ~N o o b~ w Nk

N NN N NN R R R R R R R R R R
oa A~ W N P O © 00 N oo 0o~ O w N -+ O

OTP Hearing - PU-23-66 - 12-12-23 153

Comm ssioner, we wll take that back, and certainly
we would love to participate in any of those future
conversati ons.
Al right.

COW SSI ONER FEDORCHAK: | don't have any
nore questions. Thank you.

JUDGE DAWSON: M. Stephenson.

MR. STEPHENSON: No questions, Your
Honor .

JUDGE DAWSON:  Any further questions,
M. Johnson?

MR. JOHNSON: Just one qui ck one.

RECROSS EXAM NATI ON

BY MR JOHNSON:

Q

So you're going to get de-rated because of Elliott
and your inability to run. Wen does that start and
when does that end? You said three years, but has

it started al ready?

It has not started yet. That will start planning
year '24-'25, so -- and it's in the w nter season.
So each season now, you know, our resource wll have
a -- you know, four different capacity ratings

t hroughout the year. So because we ni ssed w nter
'22-'23 Tier 2 hours, that was not avail able yet to

affect the accreditation for planning year '23-'24,
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Q

which we are currently in. So that de-rate will be

starting next w nter.

Ckay.

MR, JOHNSON: Thank you.

JUDGE DAWSON: M. Schuh.

MR, SCHUH: No, Your Honor.

JUDGE DAWSON: Conmi ssi oners.

Seei ng no further questions, you may step
down.

(Wtness excused.)

JUDGE DAWSON: M. Stephenson, any
further w tnesses?

MR, STEPHENSON: No, Your Honor.

JUDGE DAWSON: M. Johnson, you have two
W t nesses?

MR, JOHNSON: | have one w tness, Your
Honor .

JUDCE DAWSON: One witness. |s there a
schedul i ng reason that we should take a short break
and then continue through, or do you want to take a
| unch and recess?

(I'ndi scernible.)

JUDGE DAWSON: Ckay. | amprone to -- ny
default is always |unch, so we're going to go to

| unch, and we'll take an hour break and be back here
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at -- well, 55 mnutes. W'I|| be here at 12:45,
seated, ready to go.

(Recess taken.)

JUDGE DAWSON: We're back on the record.

M. Johnson, do you have a w tness?

MR JOHANSON: | do. I'd call Janes
Hei del | .

JUDGE DAWSON: M. Heidell.

M. Heidell, you were here for ny
previ ous adnonitions as to perjury, sSo you
under stand what perjury is and the penalties for it?

MR. HEI DELL: Yes, | do.

JUDGE DAWSON: Under standi ng so, do you
prom se or swear that the testinony that you're
about to give wll be the truth?

MR. HEI DELL: Yes, | do.

JAVES HEI DELL,

after having been first duly sworn, was
exam ned and testified on their oath as foll ows:

JUDGE DAWSON:  You may begi n,

M. Johnson.
DI RECT EXAM NATI ON
BY MR JOHNSON:
Q Can you state your full name for the record, please?

A Janes Heidell.
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>

Spel | your |ast nane, please.

H E-1-D E-L-L.

And can you give ne your enployer and an address for
where you work out of?

My enpl oyer is PA Consulting Goup. | work out of
Denver. 1700 Lincoln Street, Denver, Col orado.
Ckay. And did you file your CV in this case?

Yes, | did.

MR, JOHNSON: | guess, |'d just ask you
if they would stipulate to his credentials and not
have to go through all of that.

MR. STEPHENSON: So sti pul at ed.

MR, JOHNSON:. Ckay.

BY MR JOHNSON:

Q

So, M. Heidell, you were retained to work on this
ADP; is that correct?

That is correct.

Ckay. And | guess | always | ook at an ADP as kind
of a single-issue rate case. So | guess the first
question |I'd have for you is, do you believe that
this resource addition is necessary for Oter Tail
Power ?

My conclusion is that it's not necessary because
it's not cost effective.

Ckay. And why do you believe it's not cost
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effective?

Well, | |ooked at the cost of |ost capacity, |

| ooked at, you know, historically how often it would
be used outside of the stormevents. | |ooked at

it -- the -- you know, what the | oss -- you know,
the benefits of LNG during the -- Elliott, which we
have sonme -- fair anpunt of good information on, and
then | reviewed the nodel provided by the conpany
about, you know, what m ght have happened duri ng
Storm Uri .

Sure. And you nentioned sonething in there about
how often the resource would be used. Do you
believe that this would be a used-and-useful
resource addition for Oter Tail?

No, | do not. | think outside of extrene events, it
does not have val ue.

Sure. |'mgoing to guess that you have sone
comments or sone testinony that would be relevant to
M. Retzlaff's criticismof your testinony. Do you
happen to have Exhibit 14 in front of you, OIP 147

| have his testinony. | have not crosslinked that
to the formal exhibit nunbers.

Ckay. So you have -- you have the opening statenent
that he read into the record?

That's correct.

Shaddix & Associates - Stenographic Court Reporters
(952)888-7687 - reporters@janetshaddix.com




© o0 ~N o o b~ w Nk

N NN N NN R R R R R R R R R R
oa A~ W N P O © 00 N oo 0o~ O w N -+ O

OTP Hearing - PU-23-66 - 12-12-23 158

Ckay. In his criticismof your work in his
testinony that he read in, do you have any i ssues
w th his opinion?

Yes, | do.

Ckay. Wiat issues do you have?

Well, hopefully I'mcapturing this correctly. |
think there were three primary criticisns. One was

about the firmess of transportation and the

availability of gas. | do appreciate the
explanation this norning, and I will, you know, take
t he conpany's representation that they had -- you

know, if they could have found gas, they could have
transported it to the plant. So | accept that.

I think the second thing was about, you
know, | assuned perfect -- perfect information, and
| would just point out that in ny testinony, | have
a tabl e which shows different scenarios. And so,
you know, while the nodel started -- the assessnent
started wwth perfect information, then, you know, |
present different scenarios, know ng that we don't
have perfect information.

What ' s probably the nost conplicated, you

know, response this norning about the -- assum ng
that the conpany does not -- you know, couldn't buy
their gas after knowng the MSO bid. | guess ny
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point is that, you know, that whole -- the wording
that they took out was -- you know, which was -- ny
wor di ng was not poorly -- was not very good, but

they took that all out of context of the whol e point
of that testinony.

The whol e section of testinony was
criticismof their nodel of Storm Ui and why I
t hi nk that whol e nodel has serious problens. And
that seens to be the fundanental basis for why the
conpany believes -- or why the conpany has concl uded

that the fuel facility is a good investnent.

Ckay. So they -- you criticized their nodeling of
Ui. Wat is problematic with their nodeling?
Well, | think -- you know, hopefully the conpany
wi Il accept this characterization. They nay not,

but the nodel we have to start with is hypothetical.
| nean, it's |like, what -- you know, what woul d
soneone have bid given the circunstances in Ui?
Because as the conpany said, the plant was in -- was
not in commercial operation, so, you know, no one
knows what woul d have happened.

Wiy -- you know, the conpany nodel s,
let's say for -- you know, |I'm naking sure | don't
say anything confidential, but, you know, take the

hypot hetical, which | say is a reasonabl e
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hypot heti cal, that gas cost $150 an MVBtu, people
are saying that gas is a not -- you know, is hard to
get by. The prior days, you know, the market didn't
cl ear anything near that. There's a huge separation
to (indiscernible) the market was clearing and the
price of gas.

And ny point is then to assune that the
conpany -- well, A if gas is $150, as, you know, on
t he hypothetical, if you don't know what gas is
going to cost, the conpany is not obligated -- you
know, let's round off the heat rate 10,000 so we
don't have to do conplicated math. The conpany is
not obligated to bid $1,500 into the market
day-ahead. They can -- you know, say, here's the
risk, here's the volatility, and they can -- you
know, they can pick a price, and, you know, who
knows what price they pick. But, presunmably, given
those -- the risk, they would select a price higher
t han $1, 500.

They -- you know, good practice would be
to docunent it so that if -- you know, | said if
M SO calls up and says, well, you know, why do you
bid $3, 000, you have sone docunentation. | don't
t hi nk they have market power with their, you know,

two gas plants. That's the other side of the Market
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Monitor's test. So ny point was, if prices were
really lowin the M SO narket, gas prices are really
hi gh, would you really buy 12 or 24 hours of gas
and, you know, then have to |iquidate?

The ot her part of the nodel that, you
know, no one's really tal king about is, you know,
the conpany in their notes is very clear that, you
know, we're -- we assune we're going to buy it at
the -- you know, at the assunption that Tenaska
gi ves us, but then they assune that they're going
to -- if they have to liquidate it, they're going to
also liquidate it at the intraday price, that quote.
But if you | ook at the range of prices, the high and
| ow of the day, there's a huge di sconnect.

So, you know, not only do we not know
what the conpany would bid in and how nuch they'd
bid in firm the whole nodel, we don't even know

what they would sell the gas for and what the | osses

are. It's a very hypothetical nodel. | think it's
a -- you know, | realize the conpany had to nake a
nodel. | just don't think it was an adequate nodel

for this type of investnent.
s there anything that could have been included or
shoul d have been included to nore accurately refl ect

the reality in -- of what a nodel should be?
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Well, you know, | appreciate that the conpany has,
you know, limted, you know, experience wth gas,
but, you know -- you know, conpani es that have a

| arge gas exposure or have, you know -- you know,
ei ther inhouse or through consultants, use Monte
Carl o, use a range of situations.

And | believe that, you know, | was al so
criticized, not this -- you know, not on the stand
but in the rebuttal testinobny -- or surrebuttal
testinony that | had inplied that, well, know ng
what you know and know ng your analysis, you know,
woul d you do -- you know, would you cone up with
better nodels and not just assune |I'm going to buy
50 percent of ny gas or 100 percent of ny gas
day- ahead when gas costs $150, and there's a huge
separati on between M SO prices -- M SO prices and
gas prices.

So | have a |l ot of respect for the
conpany. | assune that they wll, you know -- you

know, in their gas supply and their fuel supply, and

| hope they'll figure this out.

Sure. So even if we took the nodel at -- as the
conpany states it, does that still get us to where
this is financially beneficial, it's a necessary

i nvestnent, and it's used and useful ?
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Well, the -- the conpany did present scenarios
where, you know, you could have an event where, you
know, you | ost, you know, $50 mllion or

sonething in -- sonething like Storm Uri . | mean, |
don't think anyone in this roomcan say that, you
know, there's a zero probability that that is going
to -- that -- that that could ever happen in the
future.

But the whole point is, you know, we're
maki ng -- you know, we're here all trying to do the
ri ght thing, nake a good deci sion about, is the
I nvestnent -- you know, which has a significant
annual cost. And, | nean, we talk about the capital
cost, but | assune the Comm ssi oners have, you know,
read ny testi nobny and know that the annual cost to
custoners is very high.

And the question is, you know, what is --
you know, based upon history, based upon what's
reasonable, do we think this is cost effective? And
what | tried to do was to, you know, take a base
scenari o, say, here's a base scenario. You know,
what if it was twice that, what if the storm
happened every year, and | just didn't cone up with
it -- a scenario where it nakes sense.

| think, you know, this norning
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Conmm ssi oner Fedorchak, you know, cane up wth

the -- you know, the word "insurance,” and that's
really the way | viewthis in ny testinony. That,
you know, this is -- this seens |ike very expensive
i nsur ance.

Based on the testinony of the other witnesses this
nmorning, is there anything you want to add at this
point to your testinony?

| think this pretty well covers it, but | suspect
I'll have sone questions.

Sure. Do you believe that the Comm ssion shoul d
approve this ADP?

No. My conclusion fromreadi ng the conpany's
testinony, their, you know, rebuttal, surrebuttal,
and hearing the testinony today, | still do not
believe it's a good investnent.

Ckay.

MR. JOHNSON: No further questions at
this tinme, and 1'd offer this wtness for
Cross-exam nati on.

JUDGE DAWSON: |Is there any
Cross-exam nati on?

MR. STEPHENSON: Yes, Your Honor.

CROSS- EXAM NATI ON

BY MR STEPHENSON:
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Q

M. Heidell, | take it you do not have any direct
experience, at |east in managi ng the purchase of
natural gas for a generation unit being offered into
M SO?

| am not an operations person. | do consulting

assi gnnments, you know, |ooking at risk policies, you
know, but from a nodeling perspective, not froma
day-to-day purchase, that's correct.

You had nentioned sonething in your direct

testinony, and it relates to the Ui analysis. And
that was presented in M. Retzlaff's -- | believe
his direct testinony is ADP Table 3.12, and | assune
you're famliar with that. | believe that's just
what you were referencing as i nadequate?

Yeah. Just to nake sure we're tal king about the
sane thing, let ne just get back to the table.

Yes, that's correct.

Ckay.
UNI DENTI FI ED: Which table is this?
MR. STEPHENSON: This is in Ryan
Retzlaff's direct testinony, which is -- sonebody

hel p me here, which exhibit?
MR. HEIDELL: And I'm on page 23, is that
the correct page?

MR. STEPHENSON:  Yes.
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Exhibit 6 -- I"mjust trying to tie the
record out. Actually, it's on page 5.

UNI DENTI FI ED: 57

UNI DENTI FI ED: 5.

BY MR STEPHENSON:

Q

> O >

Now, you had criticized that --

|"msorry, can --

I''m - -

' m seeing Table 3.12 on page 23, so | want to nake
sure we're | ooking at the sane thing, so if you can
just --

UNI DENTI FI ED: (I ndi scerni bl e.)

BY MR STEPHENSON:

Q
A

Oter Tail Exhibit 5.

Yeah, so what | don't have is the exhibit nunbers.
Sol'm--
Ch, |I'msorry.

Can we just confirmthat we're | ooking at the --
okay. |I'mon a different page. | don't know why.
Fai r enough.

And then you -- your analysis of that
table that M. Retzlaff had prepared is in your
direct testinony, | believe, at -- starting on
page 27, it runs through page 29.

Yes, I'mwth you.
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Ckay. And then, again, I'"'mjust trying to tie out
the record, and you had concl uded that the benefits
of that nodel were overstated and that the
hi gh-fi nanci al -1 oss scenari os of assunptions were
not reasonabl e, correct?
That is correct.
And t hen when asked to explain why that was the
case, you indicated that all but zero tinely
purchase scenari os assune that various anounts of
gas are bought the day ahead on February 11th
t hrough February 20t h; however, given the actual
day- ahead prices, OQter Tail bids into M SO woul d
not have been picked up based upon the expectation
of gas prices. And, then, if the bids were not
selected, then Oter Tail would not have purchased
t he day-ahead gas and then |iquidated the gas
intraday at a | oss.

Now, you've heard M. Retzlaff testify.
Does -- that's not consistent with the intraday
price risk sequence of events, is it not?
Yes, | -- |1 heard that, and | think that's what I
was trying to clear up in ny opening remarks. |,
you know, do understand that the contract wth
Tenaska requires, you know, sending in bids at 8: 30,

and also | understand that their nom nations -- that
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Nort hern Border Pipeline requires bids at 1:30.

So that there's a -- you know, there's a
| ong gap between when they give sonething to
Tenaska, when they put a bid into MSO and M SO
you know, cones back with a price. And, also,
bet ween when the pipeline directly has to, you know,
put it -- when they had to put a bid -- Tenaska has
to put a bid into a pipeline.

So the other question is, you know, why?

You know, what was going through nmny mnd is, why do

the contracts have to -- with Tenaska have to say
8: 307
The -- and just, again, to tie out the record, |ater

in your surrebuttal testinony you acknow edge t hat

t he next-day gas nom nations and the M SO bid awards
do not line up in the industry?

That's correct.

All right. So there's nothing unusual with Qter
Tail's situation as it relates to the rest of the

i ndustry?

The rules that apply to Oter Tail also apply to

ot her market participants of M SO

And there's no disagreenent, is there, correct, that
Oter Tail's obligated to offer Astoria Station into

the M SO mar ket every day, regardless of what's
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going on in the narket?
It is --
Except in cases of an outage.
-- well, as long as it's operational, they have an
obligation to put it in. They do not have an
obligation to put it in at the price that Tenaska
gives themas the -- you know, for the next day,
their estinmate.
Ckay. Now, can you -- what are the |Independent
Mar ket Mboni tor bounds or boundaries on what a
conpany can offer?
The Mar ket Monitor, you know, | ooks at two things.
One is, you know -- you know, what prices they're
putting in, and as the M SO rules state, as the
Mar ket Monitor states, that in, you know, periods,
you know -- that nost times, for exanple, that, you
know, the data response provided by the conpany when
gas prices are not too volatile, the conpany
basically puts in bids based upon, you know, their
expected cost, or the gas price that they're given
from Tenaska.

But the market -- the M SO rul es
specifically identify that the conpany -- you know,
that there's nore |l atitude when the prices are

volatile. The M SO Market Monitor al so enphasi zes
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that it's -- there's a second test, which is market
power .

So, you know, not only does the -- you
know, is ny reading of what the Market Mbnitor puts
together is that it's not only a question of |ooking
at the bids, it's also a question of whether the
bidder is trying to exercise narket power.

You had quoted -- | think you just quoted an offer
price of $1,500, if | heard you correctly, as an
exanple; is that right?

That's correct.

So -- in the analysis, so you acknow edge t hat

mar ket pricing in SPP exceeded 4,000 in the
day-ahead and 15,000 in the real-tine?

| did not check those nunmbers, but | would accept

t he conpany's representation. But | would al so
point out -- and | think that the conpany well -- is
well aware that SPP is a different market. SPP has
hundreds of generators that do not have adequate
capacity.

And, you know, the nunber | was given
was about, on average, they have -- their firm
capacity is about 40 percent of their need. So
they're very different markets. | assune that the

conpany is -- you know, factors that into their
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anal ysis as how they -- how they bid and how t he two
di fferent nmarkets behave.

And, again, just to tie out the record, you, |

beli eve, would agree that -- with M. Retzlaff's
statenent that M SO conpensates based on the offer,
not on the actual cost of fuel procurenent |ater on?
That's correct.

Ckay. There's no di sagreenent there.

And, again, to tie out the record, if |
under stood your prefiled testinony, basically if we
were to build a fuel storage project, setting aside
t hese ot her issues, this would not be a bad project.
This is actually the right project to do that,
setting aside your conclusion or statenment that it's
not cost effective. |If we were to build --
versus -- let nme rephrase that.

You concur that it makes nore sense to do
liquified natural gas versus fuel oil?

So if the decision in front of the Conm ssion i s

should I -- you know, I'mgoing to build a facility
and should | power -- you know, should | use a
second fuel as LNG or fuel oil, | did not reviewthe

conpany's analysis, but | accept their anal ysis that
of the two options, the better option would be to

build the LNG |eaving aside permtting or safety or
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things that | have not | ooked at.

Yeah. | -- in reviewng your testinony, it struck
me that you don't take issue with the project, per
se, it's just the cost effectiveness of the project?
wWell, I -- | think --

(1 ndi scerni bl e.)

-- since | take issue wwth the cost effectiveness of
the project, | take issue wth the project.

Right. The plan for the project itself, the nature

of the project -- |I'll nove on.
Now, as far as -- you would agree that
O ter Tail cannot know what -- the comm tnment and

di spatch when OTP nakes tinely gas purchase
decisions; is that fair?

| don't --

(I ndi scernible.)

(I'ndi scernible) -- as with any other partici pant,
you know, it goes by the sane rules that we just

di scussed.

Ckay. And you take issue with the testinony that we
heard today that we have -- there are industry
concerns about the frequency and magni tude of future
stornms?

| understand that it is a risk that the industry is

| ooking at, and | understand that the -- you know,
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it's an unknown, and | understand that there are a
range of neasures that people are | ooking at to
address that risk.

But | think I also point out in ny
testinony that while people are concerned -- you
know, and | think the conpany testinony echoes it,
that the two stornms were very unique. | think
every -- you know, every situation is unique, and I
just think we have to be, you know, very careful

about what we assune for the future.

| nmean, you know, we could -- you know,
who knows what the next stormw |l be. You know,
wth -- it won't really matter how many generators

are online if all the transm ssion |lines are on the
ground. So all I'msaying is, yes, you know,
there's a concern with, you know, weather events,
there's a concern with reliability, and | think
that's an appropriate concern.

MR. STEPHENSON:. No further questions at
this tine.

JUDGE DAWSON: M. Schuh.

MR SCHUH: [|'ll defer to the Conm ssion.

JUDGE DAWSON: Conmi ssi oner
Hof f art - Haugen -- Haugen-Hoffart.

COWM SSI ONER HAUGEN- HOFFART: That i s
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correct.

EXAM NATI ON

BY COWM SSI ONER HAUGEN- HOFFART:

Q

| feel like I'"'mwth Julie right now with ny notes.
Brian -- Attorney Johnson kind of alluded
to the nodeling. Wat would you use -- | guess |I'm

| ooki ng at your expertise out there on consulting

and the issues that are, |ike, before us, that we
had two wi nter storns, and not saying that -- you
know, we can't predict. |If we would, we'd all be in

Vegas right now But what advice in your consulting
real mare you giving the industry out there,

el ectrical conmpanies, on preparation from |l essons

| earned and to | ook at?

Well, you know, to -- just to, you know, be clear
that the consulting that we've been doing is not

on -- you know, is not to NERC or -- you know, or

M SO or anyone as to how to address the next storm
The consulting that we've been doing is to
utilities. W tell electric suppliers and all

t hose, how do you manage ri sk, and, you know, what
shoul d you do to manage ri sk? Because, you know, a
ot of utilities and retail electric suppliers have
open positions.

So that's the nature of how we do it.
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And so, you know, essentially, you know, there's
Monte Carl o, and there's just a range of tools that
are used to determ ne, you know, how nuch to buy --
how much gas to buy in advance, you know, what

el ectric contract, you know, what fi nanci al
instrunents to use.

Soit's aslightly different -- you know,
we're answering a slightly different question to our
clients than you' re asking. You've asked the
question; that's not the question we're answeri ng.

Q Ckay. Ckay.

COW SSI ONER HAUGEN- HOFFART: | have no
further questions.

JUDGE DAWSON:  Conmmi ssi oner Chri st mann.

EXAM NATI ON
BY CHAI R CHRI STMANN:
Q | fear this gets to the same point, but I'mgoing to

take a stab at it anyway. As you' ve probably

noticed, | amextraordinarily frustrated by the fact
that | got into this situation of approving a
plan -- a project -- a two-part plan with Merricourt

and Astoria, and being sold on the idea that those
two parts would reliably replace the coal plant and
the capacity contracts, but here we are.

And you said this seens |like a

Shaddix & Associates - Stenographic Court Reporters
(952)888-7687 - reporters@janetshaddix.com




© o0 ~N o o b~ w Nk

N NN N NN R R R R R R R R R R
oa A~ W N P O © 00 N oo 0o~ O w N -+ O

OTP Hearing - PU-23-66 - 12-12-23 176

hi gh-priced i nsurance plan. WIlIl, we know now t hat
it's not reliably replacing those previ ous pl ans.
And ot her than the insurance plan, what -- do you
have a recommendati on for how to nanage the risk

that's here, because it's very real?

wWell, first of all, I was in front of you for
Merricourt and Astoria, so -- bringing back
menories. And, of course, you know, the -- dual
fuel was not an -- backup fuel was not an issue
t hen.

There -- you know, certainly | think, as
| say in ny testinony, | nean, you know, one
strategy that mtigates risk -- and whether it's
| east cost or not -- is that M SO has a -- you know,
a -- has a -- if you have a 25 percent reserve

margin, you're building in risk aversion right
there, right?

We're not -- we're not saying, gee, the
peak |l oad is, you know, 10 gigawatts, we're only
going to have 10 gigawatts of capacity. W' re going
to say -- you know, we're putting a 25 percent
premiumon that. So risk is already being
mtigated. | nean, the conpany -- as they said,
there's a slightly -- you know, is in a | ong

position that provides a little bit nore -- nore
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risk -- I nmean, alittle nore confort.

And so, you know, in terms of, you
know -- so, | nean, | think -- you know, | think the
issue is relatively clear (indiscernible), in that,
we have two different issues, right? W have system

reliability and we have cost. You know, cost of

gas, and as the conpany puts it, intraday risk.
You know, | think in terns of, you know,
systemreliability, |I nmean, | think, you know, no

one has said that the lights went out on M SO

because -- you know, because Astoria couldn't
provi de -- you know, was out of gas for 48 hours
during Elliott. So, | nean, you know, sonething was

working, right? And we have a reserve nargin, you
know, the system worked, and we did not have a
reliability event.

So we have a reserve margin in there. |
mean, you know, M SO can, you know, change -- you
know, can change the reserve nmargin or do different
things to mtigate the risk. | nean, | think we all
know that, ultinmately, you know, there's a price to
pay, right? So we always have that | oss-of-I|oad
probability, and, you know, how nuch we pay, and
we -- you know, we collectively nake a deci sion.

And we say, okay, you know, we're going to pay this
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much to have this extra capacity.

And based upon the value of an outage and
a bunch of assunptions, this is what we cone to, and
we can always raise -- you know, we can al ways nake
the system nore reliable. W can underground all

the transm ssion. So there's always sorts of things

we can do, but we -- as a -- you know, as a -- as a
society or as the US., | nean, in different |SGCs,
we -- you know, we say this is how nmuch we're going
to pay for reliability, and we'll accept the risk.

So that's the reliability side.

You know, the price side, you know, how
do you protect against, you know, intraday -- you
know, the intraday price risks that the conmpany has?
O, you know, there are a | ot of things, you know,
that could be done, you know, as was tal ked about
this norning. And, you know, the -- you know, the
NERC report, and | think, you know, the coments of
the -- you know, the Comm ssion was, you know, this
present -- you know, from Chairman Wllie Phillips,
this presentation al so underscores the need for
i nproved gas/electric coordination. You know,
that's the whol e di scussi on we've been having this
nor ni ng.

You know, they tal k about the storm You
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know, they say -- you know, yes, fuel, you know - -
you know, fuel is inportant. They also say, you
know, the need for, you know, cold weather, you
know, preparation, you know. So there are a |ot of
things that can be done to mitigate the risk. And
t hen, you know -- you know -- you know, FERC can

I npose upon the -- you know, the gas conpany sone

| evel of regul ation about pricing.

| think, as was brought up this norning,

you know, M SO is still subject to FERC approval,
can make rul es about, you know, we'll -- you know,
buy gas three days in advance, we'll pay you for it.

So there are lots of things that can be done. This
is just one -- you know, this is -- the conpany has
put forth one strategy, which does not seem
appropriate at this point in tine.
Thank you.

CHAIR CHRI STMANN: | have no ot her
questi ons.

JUDCGE DAWSON: Conmi ssi oner Fedor chak.

COW SSI ONER FEDORCHAK:  Thank you.

EXAM NATI ON

BY COWM SSI ONER FEDORCHAK:

So, M. Heidell, how -- what's a reasonable way to

try to predict how nmany nore of these severe weat her
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events are goi ng to happen?
I'd be in Vegas. Yeah. | think, you know,
predicting -- | don't know that anyone has, you
know, a nodel to say how nany storns woul d cone, but
| think the other point |I made (indiscernible), even
if you knew that a stormwas going to cone every
ot her year or every -- whenever it was, you still
don't know t he consequences.

| nmean, | said it, you know, Elliott and
Ui were very -- had very different inplications on
the gas market and on the power nmarket. And why are
we assunming -- and, you know, we're taking
corrective actions. Are we doing enough fast enough
to harden the systenf? You know, we can debate that,
but that doesn't nean that the third -- the next
stormis going to look like either of the |last two.
Um hmm
So we have unknown events and unknown consequences,
and, you know, it's probably not a popul ar opinion,
but there are risks out there. You know, in black
swan events, the world is filled with them
Are you -- do you see a scenari o where onsite fuel
storage, an investnent like this, mght nake sense?
Well, it gets very conplicated, right? Because

the -- you know, the need for onsite storage, a | ot
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depends on, you know, what the gas -- the rules on
t he gas market, you know.

But there could be a set of rules on the
gas market, there could be, you know, conpensation
fromMSO to say that, you know, |I'm going to put
the burden -- you know, |I'mgoing to ask the
utilities wwth gas-fired generation to have, you
know, a second fuel source, and |I'mgoing to pay for
it.

O | think, you know, the -- you know,
what's goi ng on in ERCOI where people are wonderi ng,
well, you know, are we putting a burden on the
intermttent power resources to, you know, provide
the reliability?

So, yes, | nmean, there could be a set of
condi ti ons where people cone to the concl usion that
the best way to handle this is -- you know, is to
put the burden on the gas-fired generators and to
conpensate them That, you know -- (indiscernible).
Unhmm So a ot of the solutions you tal ked about
w t h Conmmi ssioner Christmann are not things that
Oter Tail can inplenment; would you agree with that?
Right, | agree that --
| nean --

Yeah. Yeah.
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Q » O >

-- | don't think any of them were things they could
do --

No.

-- thensel ves?

No.

So really it's -- the only tool that they coul d use,
maybe, is better contracting, is there nore ground

to be sown with the contracting tools --

well --

- - perhaps?

-- it's not clear exactly. You know -- you know,
have they tal ked to other -- one -- anybody el se

besi des Tenaska? Have they tal ked about the full
range of possibilities?

| nmean, there's probably always nore that
can be done, but, you know, one thing is, you know,
has the conmpany -- you know, could the conpany do
nore? You know, naybe they coul d, maybe they
couldn't. I'mnot privy to, you know -- you know,
what contract negotiations they've had.

But even if they -- you know, even if
they're doing all that they can -- | nean, |I'ma
nunbers person. | | ook at the nunbers and | ook at
the analysis, and | still say, you know, the

custonmers of OQter Tail are better off, you know,
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> O >» O

O » O » O

taking the risk of another event than, you know,
payi ng what is the revenue requirenent that's been
put forth by the conpany.

The risk for being -- so you don't object to the
fact that they don't have any sort of a secure
contract for fuel for this facility, |like, even at a
smal | anpbunt per day, that they buy everything in

t he day-ahead?

We had, you know, discussions within the power team

and, you know, | think the conclusion is that there
are things that can be done, but it's -- there's no
easy -- you know, there's no easy sol ution.

(1 ndi scerni bl e.)

| nmean, they're not m ssing sonething obvious.
Ckay.

| nmean, there are financial instrunents out there,
there are weat her derivatives. | nean, there are
lots of things that could be done, but there's
not -- you know, the fact is, as they say, it's a
peaking facility and it, you know - -

And it doesn't have a very high capacity?

It doesn't -- it has --

(I ndi scernible.)

It doesn't have very high capacity factors.

Yeah. So securing fuel for 15 percent, you know, or
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>

however -- | forget what -- the sumer was
22 percent.
Right. But, | nmean, again, there's -- there's two

different issues, right? There's, you know, fuel

avai lability, can | get it at any price? And, you

know, what if | had a weat her derivative, and, you
know, what would it -- you know, what would it pay
for -- you know, what insurance could the conpany

buy to protect agai nst an extrene event?

And that's what |'mjust saying that, |'m
not sure that there aren't things the conpany coul d
do, but there is a cost to them
Unhnm So you, in some of your testinony,
mentioned that fromthe reliability standpoint, you
didn't see a huge risk because Zone 1 has -- in M SO
has consi derabl e excess reliability?
And t hey have --
O excess capacity.
Yeah. They have excess capacity, and they have a
hi gh-reserve margin. That doesn't nmean there's no
risk, but I think that the risk has been mtigated
to the standards that everyone's agreed to.
So then it conmes down to the financial risk?
| think that's the big issue here.

All right. | don't think |I have any ot her questions
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for you.
JUDCGE DAWSON: M. Johnson.
MR, JOHNSON: Just a coupl e.
REDI RECT EXAM NATI ON
BY MR JOHNSON:
Q And | should have done this earlier, but you did
submt testinony that was filed as PSC Exhibit 1 and

2, it's the testinony and then surrebuttal ?

A That's correct.
Q And if asked the same questions today, would your
answers still be the sane as in that testinony?

A Yes, they woul d.

Q Ckay. Just sonething real quick on the nodeling, so
does -- would it be a fair characterization to say
that Oter Tail's nodeling assunes that there was no
changes and no | essons | earned from both of those
extrene weat her events?

A (No audi bl e response on digital recording.)

Q Does t he nodel --

A Wll, I'"'mnot really sure what -- you know, what the
Elliott -- what the Ui nobdel was supposed to -- you
know, the Uri nodel had a -- in ny mnd, a view of
very sinple assunptions. | don't know that they --
you know, there didn't seemto be any logic as to

what woul d be real bidding behavior.
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Q Ckay. And earlier | had asked sonme of their
W tnesses, so there's a -- there's a cost gap wth
LNG do you agree that that cost gap further -- or

it makes the use of LNG | ess because of the price

difference in an event?

A Yeah. | nean, the analysis | put in ny testinony,

goi ng back 14 years and then excluding the two
storms, it's like, you know, the anpbunt of hours
that it would have been beneficial to use LNGis --
you know, you're essentially -- you know, it's worth
$50, 000 a year, you know, spread out over the

14 years. So that's a drop in the bucket conpared

to the cost being proposed, so it's not a good

I nvest ment - -
Q Sur e.
A -- fromthat perspective.
MR, JOHNSON:  Not hing further.
JUDGE DAWSON: We're going to take a step
back.

Comm ssi oner Fedor chak.
COW SSI ONER FEDORCHAK:  Sorry.
FURTHER EXAM NATI ON
BY COW SSI ONER FEDORCHAK:
Q | should have asked this earlier, too, but

there's -- have you | ooked at the FERC -- at the
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stormreports after -- post reports done by FERC on
those storns, Elliott and Ui ?

Well, there's a lot of reports, but, yes, |'ve

| ooked at sone of them

Ckay. And do you feel |like there's a decent anount
of work being done to address sone of these issues
that m ght take care of sone of the probl ens that
are -- or sone of the systemgaps that Qter Tail is

pointing to as a need for this?

So I've read the reports. | think there are a
nunber of options there. | actually can't comment
on, you know, whether it's -- a good anmount of work

has actually been done to inplenent them or not.

So you're confortable not -- even if nothing changes
on the systemas it is today, like there's no
i nprovenments made, there's no advancenents in -- or

i npl emrent ati on of | essons | earned from past reports,
| i ke weat heri zati on and everything el se, your
position is, even wthout any changes, you still
think this is a bad idea?
| think the custoners are better off taking a risk
and not buyi ng the insurance.
Ckay. Thank you.

JUDGE DAWSON: M. Stephenson.

MR. STEPHENSON:. Thank you, Your Honor.
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RECROSS EXAM NATI ON

BY MR STEPHENSON:

Q

Again, M. Heidell, your analysis of Ui on ADP
Tabl e 3.12 that we have previously referred to, if |
under st and your testinony, on that chart you woul d
essentially say that everything bel ow the

zero percent tinely purchase, that would be the
first line, you essentially discount, correct?

So only -- | would say that's not really correct in
the sense that in ny testinony -- let's see, |I'm
going to give you the table. | -- you know, what |
do is -- you know, understanding that it is a set of
assunptions, | created a table and essentially say
that -- you know, it's on page 32 of ny direct

t esti nony.

So, | nmean, | -- you know, | have an
assunption of what the savings would be if it cost
twi ce as nuch, so you start to get close to 10
percent, and then if it's two years -- so | accept
that that was, you know, a scenario, and then | do
some sensitivities around it.

Your testinony, at least as |'mreading it, that
you're indicating that all but zero of tinely
purchase scenari os assune vari ous anounts of gas are

bought day-ahead on February 11th through

Shaddix & Associates - Stenographic Court Reporters
(952)888-7687 - reporters@janetshaddix.com




© o0 ~N o o b~ w Nk

N NN N NN R R R R R R R R R R
oa A~ W N P O © 00 N oo 0o~ O w N -+ O

OTP Hearing - PU-23-66 - 12-12-23 189

February 20th, and that is based, as you indicated
previ ously, on an assunption that we woul d have
known what the M SO clearing would be prior to those
pur chases?

| think you' re ignoring all the testinony |'ve nade
so far today.

Ckay. Then, as far as you had indicated, if |
under st ood your testinony, that we'd have nore
flexibility, or we could fashion offers to factor in
risks, and it was within paraneters that -- you

reference sone things about the IMM it would permt

that. |It's that -- did | hear that correctly?
Sorry. | was wth you, and then | sort of | ost
the -- lost --

Wiat | heard, you had referenced -- you had

acknow edged that, and you had indicated it's not
the full story because we could do things with our
offers. You acknow edge that the sequence that you
| aid out there was not correct, but that was not the
point from-- |'mtaking.

The question | have then, if we build
excessive risk paraneters into our offers, isn't
there a downside to that?

Wll, so if you put in very high prices, and

your bid is not picked up, you didn't buy gas, then,
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you know, the downside is that, you know, the narket
cleared -- obviously cleared | ower than what you
bid. Oherw se, your bid would have been accept ed.
And so there's a range in there where you could have
made some margin for the custonmers to offset your

purchases of | oad on M SO

An opportunity cost that we'd be forgoing -- or

i ncurring, | guess?

Yeah, | nean -- you know, | think the -- you know --
you know, everything -- you know, the way to think

about a conmbustion turbine is it's an option, right?
It's an option to, you know, generate, and you have
to -- and, you know, you have to decide. So, yeah,
there's al ways an up- or downside to exercising an
opti on.

And you had indicated that we shoul d have confi dence
that M SO has a 25 percent wi nter planning reserve
margin. Wat's the wind accredited at when arriving
at that planning reserve nmargin?

Ch, boy. Yeah. W were here in front of -- here,

" mtal ki ng about solar and wi nd a few nont hs ago.

| don't renenber the nunber, but, you know, that's

a -- that's a M SO decision. And, you know, M SO
can -- you know, is trying to figure out as a whole

industry is -- is what the, you know, effective
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| oad-carrying capability is. And the nore w nd that
gets put on the system the |lower that ELCC w ||
become. It's a conplex system There are a | ot
of -- there's a |lot of noving parts here.

MR. STEPHENSON: Not hi ng further, Your
Honor .

JUDGE DAWSON: M. Schuh.

MR. SCHUH. No, Your Honor. Thank you.

JUDGE DAWSON: Conmmi ssi oners, any further
questions?

COW SSI ONER FEDORCHAK: | have one nore.

JUDCGE DAWSON: Conmi ssi oner Fedor chak.

FURTHER EXAM NATI ON

BY COWM SSI ONER FEDORCHAK:

Q

So, M. Heidell, on your prefiled testinony, you've
got this -- it's on page 22, this, |ike, graph on --
regarding this -- the firmservice that the conpany

has, the Northern Border tariff. You seemto object
totheir -- let's see, do they have secondary

i n-path service or secondary out-of-path? You seem
to think that they should be securing nore firm but
t hey expl ai ned today that they believe that they
have firm D d you hear their expl anation and
change your opinion on how their kind of -- firm

contract they have with Northern Border?
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So | heard it, I -- you know -- you know, have
not -- | have not evaluated it. | nean, based on
what | heard, | take their characterization.

Ckay.

But, you know, hopefully there's not an instance in
t he next storm where they cone back and say, we
could find gas, but we couldn't deliver it to the
pl ant. Because the conpany's now said they -- as
Il ong as they can find gas, they can deliver it, you
know, outside of force nmmjeure provisions in the
tariff.
Ckay. So you accept their explanation of that,
okay.

COW SSI ONER FEDORCHAK: | ' m done.

JUDGE DAWSON: If there are no further
questions --

MR, JOHNSON: No further questions and no
further w tnesses, Your Honor.

JUDGE DAWSON: Ckay. Wth that, you may

step down.

(Wtness excused.)

JUDGE DAWSON: Now we're at the public
testi nony portion of our hearing. Are -- is there

anybody fromthe public that wi shes to testify?

(No response.)
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JUDGE DAWSON: |''m not seeing an
i ndi cation that any additional person fromthe
public wi shes to testify.

We'll have -- we'll tal k about closing
matters here real quick then.

M. Stephenson, you had a suggestion for
briefs and --

MR, STEPHENSON: Yes, Your Honor.

JUDGE DAWSON: -- post findings of fact,
concl usions of |aw, and order.

MR. STEPHENSON: Wth perm ssion, of
course, M. Johnson and | have discussed this, and |
think it would be useful to have post-hearing
briefing with proposed findings, proposed
concl usions, and an order. | have -- or had --
somewhere a schedul e that woul d suggest for that --
| think I can do it by nenory. W' Il order a
transcript, and what we woul d propose doing is Qter
Tail filing its proposed findings, conclusions, and
post - heari ng advocacy on January 26t h.

Wth staff's response, their proposed
fi ndi ngs, concl usions, proposed order, and briefing
30 days thereafter. And then, if necessary, we
woul d have a rebuttal to that wthin two weeks

thereafter. So | think that's January 26th
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February 26th, and whatever 14 plus January 26th is.
MR, JOHNSON: | guess, as far as
addi tional briefing goes, | don't have a probl em
wi th the subm ssion of the findings of fact,
conclusions of law. | don't believe that the
briefing i s necessary.
I f the Conmmi ssion wants additi onal
briefing onit, | guess | will defer to them but I

t hink between all the testinony filed at the hearing

today, | don't think there's a need for additional
briefing in my mind. But, again, | will defer to
the Comm ssion on that, and if they want it, | would

be happy to provide it.

JUDCGE DAWSON: Does the Comm ssion want
briefing?

COW SSI ONER FEDORCHAK: | don't object
toit. If they want to do it -- the conpany wants

to provide it.

CHAIR CHRI STMANN: | don't object. |I'm
not asking for it. | feel |ike we have adequate
information, but if -- | am open to soneone --

UNI DENTI FI ED:  Yeabh.
CHAIR CHRI STMANN:  -- filing sonething
that they feel was m ssed.

JUDGE DAWSON: W th that, you can provide

Shaddix & Associates - Stenographic Court Reporters
(952)888-7687 - reporters@janetshaddix.com




© o0 ~N o o b~ w Nk

N NN N NN R R R R R R R R R R
oa A~ W N P O © 00 N oo 0o~ O w N -+ O

OTP Hearing - PU-23-66 - 12-12-23 195

your briefing.

MR. SCHUH: Your Honor, | would say that
if the conpany is going to provide briefing that
t here should be a rebuttal briefing as well fromthe
advocacy staff as well be provided. |[If the conpany
is going to be providing briefing, the advocacy
staff should be providing a rebuttal -- a brief
rebuttal as well.

UNI DENTI FI ED: (I ndi scerni ble.)

JUDGE DAWSON: Ckay. Are there any other
closing matters besides cl osing remarks?

M. Schuh.

MR. SCHUH: Your Honor, there was one
itemthat was brought up, and | didn't know if this
is sonmething that Conm ssioner Fedorchak would |ike
as a late-filed exhibit. She brought up the I RA and
I I JA, possible funding sources for -- that nay be --
possibly to be used. | didn't know if that was
sonet hing that she would |ike to have additi onal
information on, or if you're confortable where we're
at .

COMM SSI ONER FEDORCHAK: | think it would
be worth exploring nore, at |east hearing fromthe
conpany in an affirmative way that there aren't any

or that they know that there is no such funds
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avai | abl e.

JUDGE DAWSON: Are you clear as to what's
bei ng asked?

MR STEPHENSON:  Your Honor, yes, |
beli eve so. Basically, was there any federal
fundi ng avail able to support the project?

COWM SSI ONER FEDORCHAK:  Yeah.

MR. STEPHENSON. And we can put that in a
briefing or a late-filed exhibit? |'mnot sure what
the proper way to get that (indiscernible).

JUDGE DAWSON:  |I'Il put it down as a
| ate-filed exhibit, and you can provide ne any kind
of correspondence that would provide that. And that
wll be a late-filed Exhibit Nunber OTP 18, and if
there's no objection, it will be entered into
evi dence.

MR, JOHNSON: No obj ecti on.

(Exhibit OIP 18 offered and received.)

JUDGE DAWSON: Ckay. Well, we're, |
think, to the point of closing renmarks.

Conmm ssi oner Haugen-Hoffart.

COW SSI ONER HAUGEN- HOFFART:  Thank you.

Well, first of all, I want to thank you
for attendi ng and those who were w tnesses providi ng

sone good testinony. W know these winter storns
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have caused issues with reliability and al so cost,
and we're here. W're looking at it to try and
mtigate risk in these extrenme circunstances, and
what does that nean? Wat does nmitigating risk nean
regarding liability and the cost?

And as a Comm ssioner, you weed through a
| ot, but we've got to keep the consuners in mnd,
what inpact is on them Because | know every day --
you guys, in your realmof work, work with it every
singl e day, and what are we doing to hel p protect
the custoner? And it's a slippery slope, and if we
knew the answers, like | said, we'd all be in Vegas
and not here.

So | applaud you for the work that you're
doing. W've got to dig deep. | think there's a
| ot of resources out there on avenues. Sonetinmes
we -- | don't know if we take the easy route. 1'm
going to assunme we don't. W spend a lot of tine
researching and trying to mtigate that risk, but I
think we're at a tine where we're going to have to
t hi nk outside the box, we have to invite people to
the tabl e, and maybe have sone of the tal ks that
we' ve never had before.

So it's a challenge for all of us, and |

know you guys are up to it. And, again, | want to
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t hank you for your tinme and your expertise here.
And if | don't have a chance to say it, w shing you
a nerry Christmas and a happy new year.

JUDGE DAWSON: Conmi ssi oner Chri st mann.

CHAIR CHRI STMANN: | don't have nuch for
closing comments. | just will reenphasize one of
the first things | said this norning, that,
essentially, we, as a society -- not this
Comm ssion, not Oter Tail specifically, but we, as
a society, are getting precisely what we' ve asked
for for the last ten or 15 years. And these
reliability issues and skyrocketing costs are just
the result of irresponsible policynaking.

And | don't know exactly -- once you have
bet nmore than you can afford to lose, | don't know
exactly at what point you quit betting nore in order
to try and save your day, but we're in a tough spot
here. It's going to take a | ot of serious
del i berati on.

Thank you.

JUDGE DAWSON: Conmi ssi oner Fedor chak.

COW SSI ONER FEDORCHAK:  All right. |
don't have any comments about this case, but | do
want to thank everyone for the hard work that was

done, the analysis, and then the extra educati on
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t hat was provi ded today on how sone of these things
work and the chall enges of operating the systens --
and two systens that weren't designed to work
together. That's just where we're at. \Wether it's

right or wong or howit got there is not as

i nportant as how we get out of it. So we've got to
figure -- got to, you know, figure this out, and do
it quickly.

And | do | ook forward to working with
Oter Tail on the M SO processes, because | do
t hi nk, regardl ess of what happens here, there are
solutions that we can be advocating for in MSO to
help us all, and we need to -- we need to do that.
So let's join forces on that effort, and we'l|
figure out a decision on this as quickly as we can.

Thank you. Merry Christnas.

JUDGE DAWSON: It is 1:45 p.m on
Decenber 12th, 2023, and the hearing for PU 23-66 on
the application of Oter Tail for an advanced
determ nati on of prudence is closed, and the record
is left open for the filing of late-filed exhibits
and briefs.

This hearing is cl osed.

(Heari ng concl uded.)
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