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PART I

Item 1. BUSINESS

(a) _General Development of Business

Otter Tail Power Company was incorporateddf@7lunder the laws of the State of Minnesota. IB12@he name was changed to “Otter
Tail Corporation” (the Company) to more accuratelgresent the broader scope of electric and namieleperations and the nam®tter Tai
Power Company” was retained for use by the eleatiiity. The Company’s executive offices are l@zhtat 215 South Cascade Street, P.O.
Box 496, Fergus Falls, Minnesota 56538-0496 andt 483 Avenue SW, Suite 200, P.O. Box 9156, Fargo, Norkdda 58106-9156. Its
telephone number is (866) 410-8780.

The Company makes available free of chargts aiternet website (www.ottertail.com) its annegorts on Form 10-K, quarterly reports
on Form 10-Q, current reports on Form 8-K, Formé4 8nd 5 filed on behalf of directors and executiffeeers and any amendments to these
reports filed or furnished pursuant to Section 18¢al5(d) of the Securities Exchange Act of 19&lsoon as reasonably practicable after
such material is electronically filed with or fushied to the Securities and Exchange Commissioorri#tion on the Company’s website is
not deemed to be incorporated by reference inoAhnual Report on Form 10-K.

In the late 1980s, the Company determinedaits electric business was located in a regioh@tbuntry where there was little growth in
the demand for electricity. In order to maintaiowth for shareholders, the Company began to exgppertunities for the acquisition and
long-term ownership of nonelectric businesses. $trietegy has resulted in steady revenue growththeeyears.

The Company'’s strategy is to continue to dgvel core regulated electric utility combined wathiversified multi-industry platform.
Reliable utility performance combined with growtbportunities at all its businesses provides lomgitealue. Growing the Company’s core
electric utility business provides a strong baseesénues, earnings and cash flows. The Comparkg lmoits nonelectric operating compar
to provide organic growth as well. Organic, intémwth comes from new products and services, ptaekpansion and increased
efficiencies. The Company expects much of its ghowtthe next few years will come from major cabitewestment at its existing compani
The Company also expects to grow through acquiséitd adheres to strict guidelines when reviewtgsition candidates. The Compasy’
aim is to add companies that will produce an im@aedpositive impact on earnings and provide lomgitgrowth potential. The Company
believes that owning well-run, profitable comparaesoss different industries will bring more growvaiportunities and more balance to its
results. In doing this, the Company also avoidseatrating business risk within a single indusl.of the Company’s operating companies
operate under a decentralized business model vgitiptined corporate oversight.

The Company assesses the performance ofétsitipy companies over time, using the followinigecia:
. ability to provide returns on invested capital teateed the Compa’s weighted average cost of capital over the long;tand
. assessment of an operating comy's business and potential for future earnings gro

The Company is a committed long-term owner, ancefioee does not acquire companies in pursuit oftsieom gains. However, the
Company may divest operating companies that nodofiginto the Company’s strategy over the longrte
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Otter Tail Corporation and its subsidiarieadact business in all 50 states and in internatiovaakets. The Company had approximately
4,166 full-time employees at December 31, 2008. Qustnesses of the Company have been classifiedixnsegments: Electric, Plastics,
Manufacturing, Health Services, Food IngredienttBssing and Other Business Operations.

. Electric(the Utility) includes the production, transmissiadlistribution and sale of electric energy in Miso&, North Dakota and
South Dakota under the name Otter Tail Power Comgaraddition, the Utility is an active wholesadarticipant in the Midwest
Independent Transmission System Operator (MISOketsr The electric utility operations have beenGoenpany’s primary
business since incorporatic

. Plasticsconsist of businesses producing polyvinyl chloi@®C) pipe in the Upper Midwest and Southwest regiof the United
States

. Manufacturingconsists of businesses in the following manufantusctivities: production of wind towers, contratachining, metal
parts stamping and fabrication, and production aferfront equipment, material and handling traye laorticultural containers.
These businesses have manufacturing facilitiesanda, lllinois, Minnesota, Missouri, North Dakgt@klahoma and Ontario,
Canada and sell products primarily in the Uniteatét.

. Health Servicesonsists of businesses involved in the sale ofrdiatic medical equipment, patient monitoring equeéptrand related
supplies and accessories. These businesses alsdepeguipment maintenance, diagnostic imagingisesvand rental of diagnostic
medical imaging equipment to various medical in§itihs located throughout the United Sta

. Food Ingredient Processirgnsists of Idaho Pacific Holdings, Inc. (IPH), afiowns and operates potato dehydration plantsrie,
Idaho; Center, Colorado; and Souris, Prince Edisleshd, Canada. IPH produces dehydrated potatauptsdhat are sold in the
United States, Canada and other countries. Apprabeiy 25% of IPF s sales in 2008 were to customers outside of theet States

. Other Business Operatioognsists of businesses in residential, commeraidliadustrial electric contracting industries, filogtic
and electric distribution systems, wastewater aWéd\& systems construction, transportation and ensggyices. These businesses
operate primarily in the Central United States egtdor the transportation company which operaiet8i states and four Canadian
provinces

The Company’s corporate operating costs, whiclude corporate staff and overhead costs, thalteof the Company’s captive insurance
company and other items, are excluded from the aneawent of operating segment performance. Corpasgets consist primarily of cash,
prepaid expenses, investments and fixed assets.

The Company'’s electric operations, includirfiplesale power sales, are operated as a divisi@itef Tail Corporation, and the
Company’s energy services operation is operatedsabsidiary of Otter Tail Corporation. Substaiiall of the other businesses are owned
by the Company’s wholly owned subsidiary, Varigtarporation (Varistar).
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The Company considers the following guidelindgen reviewing potential acquisition candidates:
. Emerging or middle market compatr

. Proven entrepreneurial management team that wilane after the acquisitiol

. Preference for 100% ownership of the acquired coy

. Products and services intended for commercial rdattas retail consumer use; a

. The potential to provide immediate earnings andriugrowth.

The Company continues to look for strategiguégitions of additional businesses with emphasiadding to existing operating companies
and expects continued growth in this area.

On May 1, 2008 the Company’s wholly owned &libsy, BTD Manufacturing, Inc. (BTD), acquired thssets of Miller Welding & Iron
Works, Inc. (Miller Welding) of Washington, lllinsifor $41.7 million in cash. Miller Welding, a cast job shop fabricator and finisher,
recorded $26 million in revenue in 2007. Miller Wielg manufactures and fabricates parts for off-requipment, mining machinery, oil
fields and offshore oil rigs, wind industry compate broadcast antennae and farm equipment, anessgeveral major equipment
manufacturers in the Peoria, lllinois area andomatide, including Caterpillar, Komatsu and Gardbenver. This acquisition will provide
opportunities for growth in new and existing maskietr both BTD and Miller Welding, and complementioroduction capabilities will
expand the scope and capacity of services offeydzbth companies.

The Company made significant investmentssmexisting operating companies in 2008 in ordetrtee organic growth in the coming
years. Capital expenditures exclusive of acquisgtimtaled $266 million, including expenditures tioe Utility’s portion of the Langdon and
Ashtabula Wind Energy Centers, and expansion of Didustries, Inc.’s (DMI) wind tower manufacturifagilities in West Fargo, North
Dakota and Tulsa, Oklahoma.

For a discussion of the Company'’s resultspefrations, see “Management’s Discussion and ArmbyfsiFinancial Condition and Results of
Operations,” which is incorporated by referencpages 19 through 37 of the Company’s 2008 AnnupbRéo Shareholders, filed as an
Exhibit hereto.

(b) _Financial Information About Industry Segmts

The Company is engaged in businesses thatliere classified into six segments: Electric, RlasManufacturing, Health Services, Food
Ingredient Processing and Other Business Operationancial information about the Company’s segmamd geographic areas is
incorporated by reference to note 2 of “Notes tog@didated Financial Statements” on pages 49 thr&ilgof the Company’s 2008 Annual
Report to Shareholders, filed as an Exhibit hereto.




(c) Narrative Description of Business

ELECTRIC

General

The Utility provides electricity to more tha@9,000 customers in a 50,000 square mile areamié@dota, North Dakota and South Dak
The Company derived 26%, 26% and 28% of its codatdd operating revenues from the Electric segfioer@ach of the three years ended
December 31, 2008, 2007 and 2006, respectively Cidnapany derived 95%, 45% and 48% of its consadiatcome from continuing
operations from the Electric segment for each efttiiee years ended December 31, 2008, 2007 artq 2&pectively. The breakdown of
retail revenues by state is as follows:

State 2008 2007
Minnesota 50.2% 49.7%
North Dakote 40.4 40.¢
South Dakot: _ 94 o5
Total 100.(% 100.(%

The territory served by the Utility is predarantly agricultural. Although there are relativédy large customers, sales to commercial and
industrial customers are significant. The followtadple provides a breakdown of electric revenuesusgomer category. All other sources
include gross wholesale sales from Utility generatinet revenue from energy trading activity arldssto municipalities.

Customer categor 2008 2007
Commercial 35.% 36.2%
Residentia 30.€ 30.4
Industrial 23.1 23.1
All other source: _10.4 10.2
Total 100.0% 100.0%

Wholesale electric energy kilowatt-hour (kVélajes were 38.7% of total kWh sales for 2008 an@%8or 2007. Wholesale electric
energy KWh sales increased by 62.7% between ths yddle revenue per kWh increased by 3.0%. Agtiiritthe shorterm energy market
subject to change based on a number of factor& andifficult to predict the quantity of wholegapower sales or prices for wholesale power
in the future.

With the inception of the MISO Day 2 marketsfipril 2005, MISO introduced two new types of aats, virtual transactions and
Financial Transmission Rights (FTR). Virtual tractsans are of two types: Virtual Demand Bid, whista bid to purchase energy in MISO’s
Day-Ahead Market that is not backed by physicati]and Virtual Supply Offer, which is an offer sulted by a market participant in the
Day-Ahead Market to sell energy not supported pyysical injection or reduction in withdrawals ioremitment by a resource. An FTR is a
financial contract that entitles its holder to eam of payments, or charges, based on transmissiayestion charges calculated in MISO’s
Day-Ahead Market. A market participant can acqaine=TR from several sources: the annual or morifilg auction, the FTR secondary
market or a grant of an FTR in conjunction withansmission service request. An FTR is structunetetige a market participant’s exposure
to uncertain cash flows resulting from congestibthe transmission system. In 2008, net revenums frirtual and FTR transactions
represented 0.3% of total electric energy revegoegared with 0.1% in 2007. As the MISO marketsehewolved and become more
efficient, profits from virtual transactions haveatined.




The aggregate population of the Utility’s re#dectric service area is approximately 230,00Chis service area of 423 communities and
adjacent rural areas and farms, approximately D80p@ople live in communities having a populatibmore than 1,000, according to the
2000 census. The only communities served which hawepulation in excess of 10,000 are JamestowrthNakota (15,527); Fergus Falls,

Minnesota (13,471); and Bemidji, Minnesota (11,988 of December 31, 2008 the Utility served 128,2Gstomers.

Capability and Demand
As of December 31, 2008 and 2007 the Utildg lowned net plant kilowatt (kW) capability as ¢olis:

2008 2007
Baseload plant
Big Stone Plan 256,02! kW 256,02! kW
Coyote Statior 149,45( 149,45(
Hoot Lake Plan 144 45( 144 32!
Total baseload net plant capabil 549,92! KW 549,80( kW
Combustion turbine and small diesel u 131,04 kW 132,74: kW
Hydroelectric facilities 3,74z kW 4,338 KW
Owned wind facilities (rated at namepla
Langdon Wind Center (27 turbine 40,500 kW —
Ashtabula Wind Center (32 turbine 48,00( —
Total owned wind facilitie! 88,50( kW —

The baseload net plant capability for Big ®tétlant and Coyote Station constitutes the Utsitywnership percentages of 53.9% and 35%,

respectively. The Utility owns 100% of the Hoot leaRlant. During 2008, the Utility generated abd®6/0f its retail kWwh sales and

purchased the balance.

In addition to the owned facilities descritszbve the Utility had the following purchase powgreements:

2008 2007
Purchased wind agreeme
(rated at nameplate and greater than 2,000
Edgeley 21,000 kW 21,000 kW
Langdon 19,50( —
Total purchased win 40,500 kW 21,000 kW
Purchased power agreeme
(in excess of 1 year and 500 k'
Manitoba Hydrc 50,000 kW 50,000 kW
WAPA 5,50( 5,50(
Total purchased powi 55,500 kW 55,50( kKW

The Utility has a direct control load managetsystem which provides some flexibility to thalitit to effect reductions of peak load. T

Utility, in addition, offers rates to customers wtiencourage off-peak usage.

The Utility’s participation in the 159 megawé¥W) Langdon Wind Center south of Langdon, Nddthkota includes the ownership of 27
wind turbines nameplate rated at 1.5 MW each a2gear power purchase agreement with Langdon Wib@,to purchase the electricity
generated from 13 other wind turbines at the Sitstruction of the 27 wind turbines owned by thiity was completed in January 2008,
adding approximately 8,100 kW of capacity to its wanter season generating capability and 6,075df\Wapacity to its net summer season
generating capability.




In 2008, the Utility took ownership of 32 witurbines at the 200 MW Ashtabula Wind Center urarstruction in Barnes County, North
Dakota. The 32 wind turbines, nameplate ratedsaMM/ each, became commercially operational in Ndven2008, adding approximately
9,600 kW of capacity to the Utility’s net winteras®n generating capability and 7,200 kW of capaoiijs net summer season generating
capability.

The Utility traditionally experiences its pesyjstem demand during the winter season. For thegreded December 31, 2008 the Utility
experienced a system peak demand of 765,000 kWegerbber 22, 2008, which was also the highestrak-8ystem peak demand (as
reported to Mid-Continent Area Power Pool). Takimg account additional capacity available to it@&cember 22, 2008 under purchase
power contracts (including short-term arrangemeas\well as its own generating capacity, the Wytflicapability of then meeting system
demand, excluding reserve requirements computaddardance with accepted industry practice, amouiot®59,660 kW (861,920 kW if
reserve requirements are included). The Utilityldiional capacity available under power purchasm#racts (as described above), combined
with generating capability and load managementroboapabilities, is expected to meet 2009 systemahd, including industry reserve
requirements.

Big Stone Il

On June 30, 2005 the Utility and a coalitidrsia other electric providers entered into sevagikeements for the development of a second
electric generating unit, named Big Stone I, atshe of the existing Big Stone Plant near Milha®&uth Dakota. The three primary
agreements are the Participation Agreement, thea@ipe and Maintenance Agreement and the JoinfiffesiAgreement. Central Minnesota
Municipal Power Agency, Great River Energy, Heardl&onsumers Power District, Montana-Dakota UgditCo., a Division of MDU
Resources Group, Inc., Southern Minnesota Muniddeater Agency and Western Minnesota Municipal Pofwggncy are parties to all three
agreements. In September 2007, Great River Enerdysauthern Minnesota Municipal Power Agency wigvdfrom the project. The five
remaining project participants decided to downsiimeproposed plant’'s nominal generating capacitsnf630 MW to between 500 and 580
MW. New procedural schedules were establishedarvéitious project-related proceedings, which take ¢onsideration the optimal plant
configuration decided on by the remaining partinigaNorthWestern Corporation, one of the co-ownétbe existing Big Stone Plant, is an
additional party to the Joint Facilities Agreement.

The Participation Agreement is an agreemejtitaly develop, finance, construct, own (as tdedan common) and manage the Big Stone
Il Plant. The Participation Agreement includes [s@mns which obligate the parties to the agreerteenbtain financing and pay their share of
development, construction, operating and maintemansts for the Big Stone Il Plant. It also prosider the sharing of the plant output.
Estimated construction costs for the plant inclgdimnsmission are expected to be between $1i6rbdind $1.7 billion depending upon the
size of unit constructed. The Participation Agreetprovides that the Utility shall pay for and oapproximately a 120 MW share of the Big
Stone Il Plant and be entitled to a correspondigrést in the plant’s electrical output. The peojearticipants included in the Participation
Agreement a section covering withdrawal rights ttukigher than anticipated project costs. Highanthnticipated project costs give each
participant certain withdrawal rights exercisall@magreed upon time. Under amendments to theiation Agreement entered into in
2007, the agreed upon time has been extended@0 Hays after the later of receipt of the writteimivesota Public Utilities Commission
(MPUC) Order regarding the Transmission Certifiaatéleed or receipt of a Prevention of SignificBxeterioration (PSD) air permit from t
South Dakota Board of Minerals and Environment. Pheticipation Agreement establishes a Coordindflagmittee and an Engineering i
Operating Committee to manage the developmentgdesonstruction, operation and maintenance oBigeStone Il Plant.
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The Operation and Maintenance Agreement dagégrthe Utility as the operator of the Big Stdnelant. As operator, the Utility is
required to provide staff and resources for theettgyment, design, financing, construction and apmraf the Big Stone Il Plant. The other
project participants are each required to reimbthseJtility for their respective share of the ostlating to those activities. The Coordina
Committee and the Engineering and Operating Coramjitivhich are made up of representatives of ajept@articipants, are authorized to
supervise the Utility in its role as operator.

The Joint Facilities Agreement, which providedthe transfer of certain real property and easgs from the Big Stone | Plant owners to
the Big Stone |l Plant participants and for thersause of certain equipment and facilities betwtbertwo plants, terminated automatically
on January 1, 2009 as a result of the projectesathing financial close. The Joint Facilities Agneat also allocated between the two plants
the costs of operation and maintenance of the drereipment and facilities. The Big Stone | Planhers and Big Stone Il Plant participants
expect to put a new Joint Facilities Agreementlace during 2009.

The proposed project is intended to servep#trcipants’ native customer loads and is expetidze part of the Utility’s regulated rate
base. The project will be nominally rated betwe@f &nd 580 MW, and it will be coal fired. The prepd project is expected to meet air
emission requirements as prescribed by the Enviemah Protection Agency (EPA) and the South DaKetpartment of Environment and
Natural Resources. Black & Veatch Corporation, asés City based engineering firm, has been seléctéad the plant design work a
provide construction management services.

The participants have secured the permitsiredjfior construction and operation of the proj@untjuding the plant site permit, and are in
the process of securing air quality permits andifaeate of need and route permits for transmissitme federal Environmental Impact
Statement (EIS) process led by the Western AreaeP@&dministration (WAPA) continues to move forwaWlAPA and its third party
subcontractor continue to develop the Final EISctviwill include comments on the Draft EIS and 8wgpplemental Draft EIS, and responses
to those comments. WAPA will develop a Record ofiBien (ROD) following internal review and approwdlthe Final EIS. The Utility
anticipates publication of the ROD in the FederagRter in the second quarter of 2009.

For more information regarding the statushefpermitting process of the Big Stone Il projeeg “General Regulation” and
“Environmental Regulation.”

Whether Big Stone Il is completed will depemdhow the conditions are ultimately written in thertificate of Need order by the MPUC,
if the EIS permit is obtained, if financing candi®ained and whether or not shareholders of theg@domwill be given an opportunity for
reasonable returns.

Financial close, which requires the particigan provide binding financial commitments to sogfiheir share of costs, is to occur 90 days
after the EIS ROD.

As of December 31, 2008 the Utility capitatizg11.6 million in costs related to the plannedstarction of Big Stone Il. If the project is
abandoned for permitting or other reasons, a podfdhese capitalized costs and others incurrddture periods may be subject to expense
and may not be recoverable.

Fuel Supply

Coal is the principal fuel burned at the Bigr&, Coyote and Hoot Lake generating plants. Gogtation, a mine-mouth facility, burns
North Dakota lignite coal. Hoot Lake and Big Stqat@nts burn western subbituminous ct
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The following table shows the sources of eperged to generate the Utility’s net output of efeity for 2008 and 2007:

2008 2007
Net Kilowatt % of Total Net Kilowatt % of Total
Hours Kilowatt Hours Kilowatt
Generate( Hours Generate( Hours
Sources (Thousands Generatel (Thousands Generatel
Subbituminous Coz 2,613,06! 67.7% 2,273,79! 67.1%
Lignite Coal 1,016,82 26.4 1,032,44 30.t
Hydro and Renewable 177,25( 4.€ 20,53% .6
Natural Gas and O 48,957 1.3 59,25¢ 1.8
Total 3,856,09! 100.(% 3,386,04. 100.(%
The Utility has the following primary coal sulp agreements:
Plant Coal Suppliel Type of Coal Expiration Date
Big Stone Plan Kennecott Coal Sales Compa Wyoming subbituminou December 31, 201
Hoot Lake Plan Kennecott Coal Sales Compa Wyoming subbituminou December 31, 201
Coyote Statior Dakota Westmoreland Corporati North Dakota lignite May 4, 201€

The contract with Dakota Westmoreland Corponalhas a 5 to 15-year renewal option subject ttagecontingencies. It is the Utility’s
practice to maintain a minimum 30-day inventoryf(ditoutput) of coal at the Big Stone Plant an2l0aday inventory at the Coyote Station

and Hoot Lake Plant.

Railroad transportation services to the Bign8tPlant and Hoot Lake Plant are provided unaenamon carrier rate by the BNSF

Railway. The common carrier rate is subject to keage-based methodology to assess a fuel surchidrgdasis for the fuel surcharge is the

U.S. average price of retail dnighway diesel fuel. No coal transportation agreeineneeded for the Coyote Station due to itstlonanext tc

a coal mine.

The average cost of coal consumed (includargdhing charges to the plant sites) per milliortiBhi Thermal Unit for each of the three

years 2008, 2007 and 2006 was $1.678, $1.486 add $lrespectively

The Utility is permitted by the State of Solithkota to burn some alternative fuels, includingrtierived fuel and biomass, at the Big

Stone Plant.




General Regulation

The Utility is subject to regulation of ratesd other matters in each of the three states ichwhoperates and by the federal government
for certain interstate operations.

A breakdown of electric rate regulation byteaeisdiction is as follows:

2008 2007
% of % of % of % of
Electric kWh Electric kWh
Rates Regulation Revenue: Sales Revenue: Sales
MN retail sales MN Public Utilities Commissiol 32.6% 31.7% 37.1% 34.5%
ND retail sales ND Public Service Commissic 26.2 23.¢ 30.4 25.¢
SD retail sale! SD Public Utilities Commissio 6.1 6.2 7.1 6.4
Transmission & wholesa Federal Energy Regulatory Commiss 35.C 38.7 25.4 33.8
100.(% 100.(% 100.(% 100.(%

The Utility operates under approved retaitle tariffs in all three states it serves. Thditythas an obligation to serve any customer
requesting service within its assigned servicattey. Accordingly, the Utility has designed iteetric system to provide continuous servic
times of peak usage. The pattern of electric usagevary dramatically during a 24-hour period amarf season to season. The Utilityariffs
provide for continuous electric service and aregiesl] to cover the costs of service during pealesinTo the extent that peak usage can be
reduced or shifted to periods of lower usage, tst © serve all customers is reduced. In ordshtift usage from peak times, the Utility has
approved tariffs in all three states for lower sdfigr residential demand control, real-time pricangl controlled service and in North Dakota
and South Dakota for bulk interruptible rates. Eatthese specialized rates is designed to impeffigent use of the Utility resources, while
giving customers more control over the size ofrtk&ctric bill. In all three states, the Utilitas approved tariffs which allow qualifying
customers to release and sell energy back to titieyWthen wholesale energy prices make such tretinsias desirable.

The majority of the Utilitys electric retail rate schedules now in effect mtevor adjustments in rates based on the costadfdelivered tc
the Utility’s generating plants, as well as foruiiments based on the cost of electric energy paszhby the Utility. Such adjustments are
presently based on a two-month moving average imkBota and by the Federal Energy Regulatory CosionigFERC), a three-month
moving average in South Dakota and a four-monthingpaverage in North Dakota. These adjustmentspéed to the next billing period
after becoming applicable.

The following summarizes the material reguliasi of each jurisdiction applicable to the Utilgyelectric operations, as well as any specific
electric rate proceedings during the last threesyedh the Minnesota Public Utilities CommissidiRUC), the North Dakota Public Service
Commission (NDPSC), the South Dakota Public Usi§itCommission (SDPUC) and the FERC. The Compamyislectric businesses are not
subject to direct regulation by any of these agenci

Minnesota Under the Minnesota Public Utilities Act, the lifyi is subject to the jurisdiction of the MPUC Witespect to rates, issuance
of securities, depreciation rates, public utiligngces, construction of major utility facilitiesstablishment of exclusive assigned service a
contracts and arrangements with subsidiaries dmet afffiliated interests, and other matters. ThdJ@rhas the authority to assess the need
for large energy facilities and to issue or dengifieates of need, after public hearings, withimeoyear of an application to construct such a
facility.




The Minnesota Office of Energy Security (MNQE®art of the Minnesota Department of Commerce M), is responsible for
investigating all matters subject to the jurisdintof the MNDOC or the MPUC, and for the enforcetrefMPUC orders. Among other
things, the MNDOC is authorized to collect and gmaldata on energy and the consumption of enesyeldp recommendations as to energy
policies for the governor and the legislature ohiMésota and evaluate policies governing the estabknt of rates and prices for energy as
related to energy conservation. The MNOES actsstata advocate in matters heard before the MPWE MNDOC also has the power, in
the event of energy shortage or for a long-ternishé&s prepare and adopt regulations to conserdeafiocate energy.

In an order issued by the MPUC on August D&ihe Utility was granted an increase in Minnesetail electric rates of $3.8 million or
approximately 2.9%, compared with the originallguested increase of approximately 6.7%. An intedte increase of 5.4% went into effect
on November 30, 2007. The Utility will refund Mirewta customers the difference between interim etdsinal rates, with interest, in
March 2009. Amounts refundable totaling $3.9 millizave been recorded as a liability on the Comaoghsolidated balance sheet as of
December 31, 2008. The MPUC approved a rate offretn equity of 10.43% on a capital structure v&i€h0% equity. The Utility deferred
recognition of $1.5 million in rate case-relatdthj and administrative costs in June 2008 thassalgect to amortization and recovery over
three years under new rates as ordered by the MRE@.result of an MPUC decision on reconsideratibtine treatment of profit margins
the resale of electricity purchased from other canigs, the Utility will assign an amount of its tot this unregulated activity but will not
required to credit any portion of nonasset-basedjims to retail customers.

Under Minnesota law, every regulated publiitytthat furnishes electric service must make w@adrinvestments and expenditures in en
conservation improvements, or make a contributiotiné state’s energy and conservation account) an@ount equal to at least 1.5% of its
gross operating revenues from service providediimisota. The Next Generation Energy Act of 20@8spd by the Minnesota legislatur
May 2007, transitions from a conservation spendiogl to a conservation energy savings goal. Asideenergy conservation goal of 1.5%
of the historical three year weather normalized-age megawatt hour (mWh) retail sales was set@@a02The Utility filed its plan to achieve
these goals on June 1, 2008 for implementatio®d®2nd 2010.

The MNOES may require a utility to make inveshts and expenditures in energy conservation ingonents whenever it finds that the
improvement will result in energy savings at altotsst to the utility less than the cost to thditytto produce or purchase an equivalent
amount of a new supply of energy. Such MNOES ordansbe appealed to the MPUC. Investments madeguiro such orders generally
are recoverable costs in rate cases, even thougarship of the improvement may belong to the priypawner rather than the utility. Since
1995, the Utility has recovered conservation relatests not included in base rates under Minnes@ahservation Improvement Programs
through the use of an annual recovery mechanismoapg by the MPUC.

Minnesota law requires utilities to submithe MPUC for approval a 15-year advance integregedurce plan (IRP). The MPUC’s
findings of fact and conclusions regarding resoyle@s shall be considered prima facie evidendgestito rebuttal, in certificate of need
hearings, rate reviews and other proceedings. allpjche filings are submitted every two yearseTtility submitted its most recent IRP on
July 1, 2005. On June 5, 2008 the MPUC deferredamap of the Utility’s 2006-2020 IRP. The additioh160 MW of wind generation in the
IRP was approved early in 2007 and, on Januargd®, the MPUC approved the Utility’s 2006-2020 IiRRts entirety. As of the date of
this report, the MPUC had not issued a written prd#ecting its decision. This 2006-2020 IRP ird#s new renewable wind generation and
significant demand-side management, including csasi®n, new baseload including the proposed Ban&til power plant, natural gas-fired
peaking plants and wholesale energy purchases. The
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delays in approval of the Big Stone Il transmisd@mrtificate of Need in Minnesota and issuanceegfiired permits may delay the
availability of Big Stone Il as a generation resmurAlso the Utility has experienced more rapidligeowth than was expected since
originally filing the IRP in 2005. The Utility isssessing ways in which to address this potenti-tesm generation shortfall and has
requested authority from the MPUC to immediatelguae up to 110 MW of peaking capacity. The MPU@naaitted to expediting a decisi
on this request. The Utility will be required ttefits next IRP before the end of 2009.

The Minnesota legislature has enacted a st#at favors conservation over the addition of nesources. In addition, it has mandated the
use of renewable resources where new suppliessaaed, unless the utility proves that a renewatiegy facility is not in the public intere
It has effectively prohibited the building of newatear facilities. An existing environmental extality law requires the MPUC, to the extent
practicable, to quantify the environmental cossoamted with each method of electricity generat#ord to use such monetized values in
evaluating resource plans. The MPUC must disalloywreonrenewable rate base additions (whether wighutside of the state) or any rate
recovery therefrom, and may not approve any nonvehke energy facility in an integrated resourceplanless the utility proves that a
renewable energy facility is not in the public metgt. The state has prioritized the acceptabifityeav generation with wind and solar ranked
first and coal and nuclear ranked fifth, the lowastking.

In February 2007, the Minnesota legislaturespd a renewable energy standard requiring thiyldtlgenerate or procure sufficient
renewable generation such that the following peegpes of total retail electric sales to Minnesatstemers come from qualifying renewable
sources: 12% by 2012; 17% by 2016; 20% by 20202884d by 2025. Under certain circumstances and eftesideration of costs and
reliability issues, the MPUC may modify or delaypi@mentation of the standards. The Utility has &eglrenewable resources and expects
to acquire additional renewable resources in a@enaintain compliance with the Minnesota renewalnlergy standard. By the end of 2010,
the Utility expects to have sufficient renewablergy resources available to comply with the requ812 level of the Minnesota renewable
energy standard. The Utility’s compliance with Manesota renewable energy standard will be medghreugh the Midwest Renewable
Energy Tracking System.

Under the Next Generation Energy Act of 20017 automatic adjustment mechanism was establishaiibtv Minnesota electric utilities to
recover investments and costs incurred to satiefyéquirements of the renewable energy standahgsMPUC is now authorized to approve
a rate schedule rider to enable utilities to rectle costs of qualifying renewable energy projélutd supply renewable energy to Minnesota
customers. Cost recovery for qualifying renewalolergy projects can now be authorized outside atecase proceeding provided that such
renewable projects have received previous MPUCoyaihrRenewable resource costs eligible for regoweay include return on investment,
depreciation, operation and maintenance costsstagrewable energy delivery costs and other gbktpenses.

In an order issued on August 15, 2008, the KZRigproved the Utility’s proposal to implement anBwable Resource Cost Recovery
Rider for its Minnesota jurisdictional portion aiviestment in renewable energy facilities. The rteables the Utility to recover from its
Minnesota retail customers its investments in owregwable energy facilities and provides for anebn those investments. The Renew
Resource Adjustment of 0.19 cents per kWh was deduwn Minnesota customers’ electric service statésbeginning in September 2008.
The first renewable energy project for which thditytwill receive cost recovery is its 40.5 MW owrship share of the Langdon Wind
Energy Center, which became fully operational imu#ay 2008. The Utility has recognized a regula@syet of $3.0 million for revenues that
are eligible for recovery through the rider but éaot been billed to Minnesota customers as of Dbéee 31, 2008.

The Utility is awaiting a decision from the ME on its 2009 Rider Adjustment filing with an exped implementation date of April 1,
2009. The 2009 Rider Adjustment filing includesguest for recovery of the Utility’s investment tsoand expenses related to its 32 wind
turbines at the Ashtabula Wind Energy Center tleaime commercially operational in November 2008.
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In addition to the Renewable Resource CosbRay Rider, the Minnesota Public Utilities Act pides a similar mechanism for autome
adjustment outside of a general rate proceedimgaover the costs of new electric transmissiorifees. The MPUC may approve a tariff
rider to recover the Minnesota jurisdictional castmew transmission facilities that have been jmesly approved by the MPUC in a
Certificate of Need proceeding or certified by MBUC as a Minnesota priority transmission projedneestment and expenditures made to
transmit the electricity generated from renewalaleggation sources ultimately used to provide sertaahe utility’s retail customers. Such
transmission cost recovery riders would allow anmebn investments at the level approved in atyiliast general rate case. The Utility
expects to file a proposed rider with the MPUCedoaver its share of costs of eligible transmisénrastructure upgrades projects in 2009.

Pursuant to the Minnesota Power Plant Sitiog the MPUC has been granted the authority tolagéguhe siting in Minnesota of large
electric generating facilities in an orderly manoempatible with environmental preservation anddfiigient use of resources. To that end,
the MPUC is empowered, after an environmental ihpaaly is conducted by the MNDOC and the OfficAdministrative Law conducts
contested case hearings, to select or designateisiMinnesota for new electric power generatitagis (50,000 kW or more) and routes for
transmission lines (100 kilovolt (kV) or more) atedcertify such sites and routes as to environmeorapatibility.

The Utility and a coalition of six other elactproviders filed an application for a Certifieadf Need for the Minnesota portion of the Big
Stone Il transmission line project on October 28nd filed an application for a Route Permittfad Minnesota portion of the Big Stone I
transmission line project with the MPUC on Decenfe2005. On January 15, 2009, the MPUC approved, mte of 5-0, a motion to grant
the Certificate of Need and Route Permit for thehdisota portion of the Big Stone Il transmissioe liThe motion involved numerous
elements, including the following:

. That there is reasonable assurance that Big $tevauld be more cost-effective than renewablergndeyond the statutory levels of
renewable energy based on accepted estimates sifwction costs and carbon dioxide (2);

. That the 345 kV transmission project is necessasgt on identified regional and state transmissesds; an
. That the project presents risks requiring addition@asures to protect the applici ratepayers

Therefore, the MPUC determined to grant the Cedi# of Need subject to a number of additional @@ms pending issuance of a final
order, including but not limited to: (1) fulfillingarious requirements relating to renewable engagls, energy efficiency, community-based
energy development projects and emissions redud@yrthat the generation plant be built as a “oarbapture retrofit ready” facility; (3) that
the applicants report to the MPUC on the feasibditbuilding the plant using ultra-supercriticathnology; and (4) that the applicants
achieve specific limits on construction costs g0$8/kilowatt and CQ costs at $26/ton.

The Certificate of Need and Route Permit acpiired by state law and would allow the Big Stbnéilities to construct and upgrade 112
miles of electric transmission lines in western Mieota for delivery of power from the Big Stone sihd from numerous other planned
generation projects, most of which are wind energy.

The Minnesota Legislature enacted the MinreeEotergy Security and Reliability Act in 2001. pismary focus was to streamline the
siting and routing processes for the constructiomesv electric

12




generation and transmission projects. The bill aldded to utility requirements for renewable enemg energy conservation. This legislat
also transferred environmental review authorityrfrihe Environmental Quality Board to the MNDOC.

Planning studies have shown there will beifigant electric load growth and more transmissiagth be necessary for renewable energy in
the coming decade. This led to a joint transmispianning initiative among eleven utilities thatmwansmission lines in Minnesota and the
surrounding region, called CapX 2020 — capacityaggion by 2020. On August 16, 2007 the eleven CHpR0 utilities asked the MPUC to
determine the need for three 345-kV transmissioesli These lines would help ensure continued teligectricity service in Minnesota and
the surrounding region by upgrading and expandieghigh-voltage transmission network and providiagacity for more wind energy
resources to be developed in southern and westamnegbta, eastern North Dakota and South Dakota pfbposed lines would span more
than 600 miles and represent one of the largegltestransmission initiatives in the region in selgrears. Evidentiary hearings for the
Certificate of Need for the three CapX 2020 3d5transmission line projects began in July 2008 eontinued into August 2008. The MP!I
is expected to decide if the lines meet regulaheryd requirements by early 2009. The MPUC wouldrdg@he routes for the new lines in
separate proceedings. Portions of the lines wadslnraquire approvals by federal officials and égulators in North Dakota, South Dakota
and Wisconsin. After regulatory need is establistued routing decisions are completed (expecte®@® 2r 2010), construction will begin.
The lines would be expected to be completed thréeus years later. Great River Energy and Xcelrfgpare leading these projects, and the
Utility and eight other utilities are involved irepmitting, building and financing. The Utility isrdctly involved in two of these three projects
and serves as the lead utility in a fourth Groypdject, the Bemidji-Grand Rapids 230-kV line whitds an expected in-service date of 2012-
2013.

The Utility filed a Certificate of Need foretfourth project on March 17, 2008. The MNOES stafhpleted briefing papers regarding the
Bemidji-Grand Rapids route permit application. MHOES staff recommended to the MPUC: (1) the rqaamit application be found to be
complete, (2) the need determination not be seatdontested case but be handled informally by MP&l@Ew, and (3) the Certificate of
Need and route permit proceedings be combinedgaested. The MPUC met on June 26, 2008 to act@MOES staff recommendatic
The MPUC agreed the Certificate of Need and roetenft applications were complete. The commissioasked the CapX 2020 utilities to
add a section to the Certificate of Need applicatiddressing how the new Minnesota Conservatiomdugment Programs (CIP) statutes-
affect the need for the project. Because no onéritaened in the Certificate of Need proceedthg, MPUC will handle the Certificate of
Need application as an uncontested case. The MNSDBSquently recommended that need for the linbéeis established. The MPUC
expected to determine if there is a need for this&nd, if appropriate, issue the route perms#gring 2010. The Utility’s 2009 — 2013
capital budgets include $66 million for CapX 202@enditures.

In December 2005, the MPUC issued an ordeyidgrthe Utility’s request to allow recovery of tan MISO+elated costs through the fi
clause adjustment (FCA) in Minnesota retail rates @equiring a refund of amounts previously cokelcpursuant to an interim order issued in
April 2005. The Utility recorded a $1.9 million rection in revenue and a refund payable in Decer@b@5b to reflect the refund obligation.
On February 9, 2006 the MPUC decided to recongisi&@ecember 2005 order. The MPUC's final order vgasied on February 24, 2006
requiring jurisdictional investor-owned utilities the state to participate with the MNDOC and otpeaties in a proceeding that would
evaluate suitability of recovery of certain MISOyD&energy market costs through the FCA. The Febr, 2006 order eliminated the
refund provision from the December 2005 order dluhvad that any MISQelated costs not recovered through the FCA majelierred for :
period of 36 months, with possible recovery throbgke rates in the utility’s next general rate cAsea result, the Utility recognized
$1.9 million in revenue and reversed the refundapss/in February 2006. The Minnesota utilities attter parties submitted a final report to
the MPUC in July 2006.

In an order issued on December 20, 2006 thel®Btated that except for schedule 16 and 17 adtrative costs, discussed below, each
petitioning utility may recover the charges imposgdhe
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MISO for MISO Day 2 operations (offset by reventresn Day 2 operations via net accounting) througghdalculation of the utility’s FCA
from the period April 1, 2005 through a period bfemst three years after the date of the ordez. MIRUC also ordered the utilities to refund
schedule 16 and 17 costs collected through the §ii@e the inception of MISO Day 2 Markets in A@@@05 and stated that each petitioning
utility may use deferred accounting for MISO scHedl6 and 17 costs incurred since April 1, 2005s Heferred accounting may continue
for ongoing schedule 16 and 17 costs, without toeieulation of interest, until the earlier of Marth2009 or the utility’s next electric rate
case. Pursuant to this December 20, 2006 ordedtitiy was ordered to refund $446,000 in MISO edhle 16 and 17 costs to Minnesota
retail customers through the FCA over a twelve-rhqdriod beginning in January 2007. The Utilityuested recovery of the deferred costs
and recovery of the ongoing costs in its genetal case filed in October 2007 and, in January 2B88an amortizing $855,000 of deferred
MISO schedule 16 and 17 costs over a 35-month ghefibe August 1, 2008 MPUC Order in the genera casse allowed future recovery of
MISO schedule 16 and 17 costs and recovery of éfereed schedule 16 and 17 costs.

The MNDOC and the Utility identified two opéimnal situations which are not covered in the appd method for allocating MISO costs
contained in the final December 20, 2006 MPUC odistussed above. One relates to plants not expaztee available for retail but that
produce energy in certain hours, resulting in whale sales. The other situation is related to i ransmission Rights not needed for
retail load. For the period July 1, 2005 throughel80, 2007, the Utility determined its Minnesatatomers’ portion of costs associated with
these situations to be $765,000. The data wasgedwo the MNDOC during the course of the MNDO@siew of the Minnesota Annual
Automatic Adjustment Report on Energy Costs (AAApBx). The Utility offered to refund $765,000 ts Minnesota customers to settle this
and other issues raised by the MNDOC in the AAA é&tegdocket before the MPUC and the MNDOC acceptedbffer in October 2007 and
recommended that the MPUC include the refund ifined order. The Utility also agreed to modifiaats to the MISO Day 2 cost allocations
that were resolved in the MPUC’s December 20, 20@@r. The Utility agreed to make some of those ifiwadions retroactive back to
January 1, 2007. The MPUC accepted the Utilityfamd offer and modifications and closed this doakefebruary 6, 2008. In
December 2007, the Utility recorded a liability emdeduction to revenue of $805,000 for the amofitite refund offer and similar revenues
collected subsequent to June 30, 2007. Refundsrnddota customers were completed during 2008.

Minnesota law requires an annual filing ofagital structure petition with the MPUC. In thiirfg the MPUC reviews and approves the
capital structure for the Company. Once the petitsoapproved, the Company may issue securitidsowitfurther petition or approval,
provided the issuance is consistent with the puepasid amounts set forth in the approved capitattsire petition. The Company’s current
capital structure petition is in effect until thePUC issues a new capital structure order for 2088. Company expects to file its 2009 capital
structure petition in April and expects to recesproval from the MPUC prior to August 31, 2009.

In September 2004 the Company provided arlaitthe MPUC summarizing issues and conclusiorandhternal investigation completed
by the Company related to claims of allegedly inp@roregulatory filings brought to the attentiontttd Company by certain individuals. A
hearing before the MPUC was held on February 28628s a result of the hearing, the Utility agréleat within 90 days it would file a
revised Regulatory Compliance Plan, an updated @atp Cost Allocation Manual and documentatiorhefdefinitions of its chart of
accounts. The Utility filed these documents witt MPUC in the second quarter of 2006. Subsequeattly MPUC hearing on January 25,
2007 all remaining open issues were resolved. @nofithe issues resolved, the MPUC required thityJto include all of the Company’s
short-term debt in its calculations of allowanceffonds used during construction (AFUDC) and thiitytagreed to provide the MPUC the
results of the ongoing FERC operational audit wéresilable. The Company recorded a noncash char§@.8fmillion in 2006 related to the
disallowance of a portion of capitalized AFUDC frane Utility’s rate base as a result of includitigohthe Company’s short-term debt,
regardless of use, in the Utiliycalculation of AFUDC. On December 12, 2007, tHeUN issued its order closing the investigation scibic
the Company'’s continuing responsibility to file
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the report on its FERC operational audit as socwvagable and subject to any further developméth@record required in the Utility’s
recent general rate case. FERC Order (INO8-6-066plving alleged network transmission serviceatiohs by the Utility of the Open
Access Transmission and Energy Markets Tariff ef NSO was issued on May 29, 2008 and filed wighMPUC on June 4, 2008.

North Dakota The Utility is subject to the jurisdiction of tidMDPSC with respect to rates, services, certaimisses of securities and
other matters. The NDPSC periodically performs tsuali gas and electric utilities over which it mate setting jurisdiction to determine the
reasonableness of overall rate levels. In the faaste audits have occasionally resulted in se¢thtragreements adjusting rate levels for the
Utility. The North Dakota Energy Conversion and igmission Facility Siting Act grants the NDPSC #uthority to approve sites in North
Dakota for large electric generating facilities dmigh voltage transmission lines. This Act is sanilo the Minnesota Power Plant Siting Act
described above and applies to proposed new @guvier generating plants of 100,000 kW or more @ogosed new transmission lines of
more than 115 kV. The Utility is required to submiten-year plan to the NDPSC annually.

The NDPSC reserves the right to review theadase of stocks, bonds, notes and other evidenicelelbtedness of a public utility.
However, the issuance by a public utility of setiesiregistered with the Securities and Exchanga@ission is expressly exempted from
review by the NDPSC under North Dakota state law.

On November 3, 2008 the Utility filed a gerieede case in North Dakota requesting an oveeaibnue increase of approximately
$6.1 million, or 5.1%, and an interim rate increasebegin on January 2, 2009, of approximatelys}.ar $4.8 million annualized. A final
decision by the NDPSC on the Utility’s requestipected by August 1, 2009. Interim rates will remiai effect for all North Dakota
customers until the NDPSC makes a final determonatin the Utility’s request. If final rates are lemthan interim rates, the Utility will
refund North Dakota customers the difference witleriest.

On May 21, 2008 the NDPSC approved the Ulitgquest for a Renewable Resource Cost Recovider B enable the Utility to recover
the North Dakota share of its investments in rerm@anergy facilities it owns in North Dakota. TRenewable Resource Cost Recovery
Rider Adjustment of 0.193 cents per kWh was inctude North Dakota customers’ electric service statets beginning in June 2008. The
first renewable energy project for which the Uyilill receive cost recovery is its 40.5 MW ownedpsbkhare of the Langdon Wind Energy
Center, which became fully operational in Janu&@98& The Utility may also recover through this ridests associated with other new
renewable energy projects as they are completesl UTitity has included investment costs and expemekated to its 32 wind turbines at the
Ashtabula Wind Energy Center that became commér@pkrational in November 2008 in its 2009 anmeguest to the NDPSC to increase
the amount of the Renewable Resource Cost Rec®idey Adjustment. A Renewable Resource Cost Regdvater Adjustment rate of O.!
cents per kWh was approved by the NDPSC on Jari4grg009 and went into effect beginning with bijistatements sent on February 1,
20009.

The Utility had not been deferring recognitifrits renewable resource costs eligible for recgwnder the North Dakota Renewable
Resource Cost Recovery Rider but had been chatigisg costs to operating expense since January A@@8 approval of the rider, the
Utility accrued revenues related to its investmienenewable energy and for renewable energy @ostsred since January 2008 that are
eligible for recovery through the North Dakota Reable Resource Cost Recovery Rider. The CompangtemMber 31, 2008 consolidated
balance sheet includes a regulatory asset of $®iBmfor revenues that are eligible for recovéhyough the North Dakota Renewable
Resource Cost Recovery Rider but that had not bidled to North Dakota customers as of Decembei2808.

North Dakota legislation also provides a medtra for automatic adjustment outside of a genatal proceeding to recover jurisdictional
capital and operating costs incurred by a pubiittyfor new or modified electric transmission fhities. However, the Utility has requested
recovery of such costs in its general rate casd fit November 2008.
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In February 2005, the Utility filed a petitiovith the NDPSC to seek recovery of certain MIS@ted costs through the FCA. The NDPSC
granted interim recovery through the FCA in ApId®, but similar to the decision of the MPUC, cdiadied the relief as being subject to
refund until the merits of the case are determihedugust 2007, the NDPSC approved a settlemenmteggent between the Utility and an
intervener representing several large industriatamers in North Dakota. Under the approved se#ttéragreement, the Utility refunded
$493,000 of MISO schedule 16 and 17 costs colletttemigh the FCA from April 2005 through July 20@7North Dakota customers
beginning in October 2007 and ending in JanuanB2WBe Utility deferred recognition of these cqgsitss $330,000 in MISO schedule 16 ¢
17 costs incurred from August 2007 through Decen@b@B and requested recovery of these deferred oois general rate case filed in
North Dakota in November 2008. As of December 80D&the Utility had deferred $823,000 in MISO saldedl6 and 17 costs in Nor
Dakota, which it will amortize over 36 months begimg in January 2009 in conjunction with the impésrtation of interim rates in North
Dakota. Request for approval of base rate recdieergeferred and on-going MISO schedule 16 anddkiscare included in the pending
general rate case.

A filing in North Dakota for an advance detémation of prudence of Big Stone 1l was made by!tiéity in November 2006. Evidentiary
hearings were held in June 2007. The NDPSC decigandelayed because of the change in ownershiegiroject. On August 27, 2008,
the NDPSC determined that the Utility’s participatiin Big Stone Il was prudent in a range of 120.830 MW. The NDPSC decision has
been appealed to Burleigh County District Courtridgrveners in the matter. In addition, the NDP$@eoed the Utility to file, for approval,
proposals to implement demand-side managementarsto/ation programs identified as more econonsiources than Big Stone Il. This
filing was submitted in February 2009.

South DakotaUnder the South Dakota Public Utilities Act, td#lity is subject to the jurisdiction of the SDPUM@th respect to rates,
public utility services, establishment of assigsedvice areas and other matters. The Utility iscuotently subject to the jurisdiction of the
SDPUC with respect to the issuance of securitiesldd the South Dakota Energy Facility Permit Altg SDPUC has the authority to appr
sites in South Dakota for large energy conversamilifies (100,000 kW or more) and transmissioesiof 115 kV or more.

On October 31, 2008 the Utility filed a gererde case in South Dakota requesting an overadiitue increase of approximately
$3.8 million, or 15.3%, which provides for recovarfyrenewable resource investments and expendesmrates. South Dakota rules do not
provide for interim rate increases pending appro¥dinal rates. A final decision by the SDPUC &ie Utility’s request is expected in mid-
summer 2009. Prior to this general rate case tm@ve been no significant rate proceedings in SDatkota since November 1987.

The Utility and a coalition of six other eldctproviders filed an Energy Conversion Faciliiyir®y Permit Application for Big Stone 1l wil
the SDPUC on July 21, 2005. The permit was grabyetthe SDPUC on July 14, 2006 but was appealeddypap of interveners on the basis
that COz concerns had not been adequately addressed. lndfgl®007 a South Dakota circuit court judge issare@dpinion affirming the
decision of the SDPUC to grant the siting permitBa Stone II. The permit was appealed to the B@dkota Supreme Court. On
January 16, 2008 the South Dakota Supreme Countimoasly affirmed the SDPU&’decision to grant Big Stone Il project particifsaa site
permit. A permit application for the South Dakotatpn of the transmission line for Big Stone llsMiled with the SDPUC on January 16,
2006 and was approved by the SDPUC on January(Z, 20

On November 20, 2008 the South Dakota Boaidin&rals and Environment unanimously approvedBlgeStone Il participating utilities’
application for a Prevention of Significant Deteation (PSD) permit for Big Stone Il and a propo3éte V Operating Permit for the Big
Stone site. A PSD permit is a ptenstruction permit designed to protect air qualityint petitioners Sierra Club and Clean Wateligkchave
appealed the administrative decision on the PSbhipén the Circuit Court of Hughes
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County. The appeal is currently pending beforecthart. The issuance of the Title V permit is subjeaeview by the U.S. Environmental
Protection Agency (EPA). On January 22, 2009, tha filed a formal objection to the proposed Titlg¥rmit. The State of South Dakota
has revised and submitted a proposed permit irorespto the EPA’s objection.

On January 4, 2007 the SDPUC encouragedadkinr-owned utilities in South Dakota to be pério Energy Efficiency Partnership to
significantly reduce energy use. On July 28, 20@83DPUC approved the Utility’s energy efficiendgirpfor South Dakota customers. The
plan is being implemented with program costs, éaggosts and a financial incentive being recovehedugh an approved rider.

FERC:. Wholesale power sales and transmission ratesudject to the jurisdiction of the FERC under tlegléral Power Act of 1935, as
amended. The FERC is an independent agency, whiefuhisdiction over rates for wholesale electyisiales, transmission and sale of
electric energy in interstate commerce, intercotior®f facilities, and accounting policies andgiiees. Filed rates are effective after a one-
day suspension period, subject to ultimate approyahe FERC.

On April 25, 2006 the FERC issued an ordeuirdrgg MISO to refund to customers, with intereafjounts related to real-time revenue
sufficiency guarantee (RSG) charges that were limtaded to day-ahead virtual supply offers in ademce with MISO’s Open Access
Transmission and Energy Markets Tariff (TEMT) gobgk to the commencement of MISO Day 2 marketsairl 2005. On May 17, 2006
the FERC issued a Notice of Extension of Time, pitimg MISO to delay compliance with the directiveantained in its April 2006 order,
including the requirement to refund to customeesamounts due, with interest, from April 1, 2008 &éme requirement to submit a
compliance filing. The Notice stated that the oralerehearing would provide the appropriate guidanregarding the timing of the compliar
filing. On October 26, 2006 the FERC issued an iooterehearing of the April 25, 2006 order, stafingould not require refunds related to
real-time RSG charges that had not been allocatddy-ahead virtual supply offers in accordancé WItSO’s TEMT going back to the
commencement of the MISO Day 2 market in April 2086wever, the FERC ordered prospective allocatioRSG charges to virtual
transactions consistent with the TEMT to prevettrie inequity and directed MISO to propose a ch#ingeassesses RSG costs to virtual
supply offers based on the RSG costs that virtupply offers cause within 60 days of the OctoberZ®6 order. On December 27, 2006 the
FERC issued an order granting rehearing of the ltgct@6, 2006 order.

On March 15, 2007 the FERC issued an ordeyidgmequests for rehearing of the RSG rehearidgmodated October 26, 2006. In the
March 15, 2007 order on rehearing, the FERC stitaidits findings in the April 25, 2006 RSG ordeat virtual offers should share in the
allocation of RSG costs, per the terms of the aullye=ffective tariff, served as notice to markattipants that virtual offers, for those
market participants withdrawing energy, were liagioleRSG charges. FERC clarified that the RSG rehgarder’s waiver of refunds applies
to the period before that order, from market ssarin April 2005 until April 24, 2006. After thatatk, virtual supply offers are liable for RSG
costs and therefore, to the extent virtual supffiere were not assessed RSG costs, refunds af@dithe period starting April 25, 2006.

On November 5, 2007 the FERC issued two ondgased to the RSG proceeding. In the first orttex, FERC accepted the MISO’s
April 17, 2007 RSG compliance filing to comply withe FERC’s March 15, 2007 RSG order. The compéasrder reinserted language
requiring the actual withdrawal of energy by manbetticipants, restored the MISO'’s original TEMTdmiage allocating RSG costs to virtual
transactions, revised the effective date for alioceto imports, provided an explanation of itsoef§ to reflect partial-hour revenue
determinations in its software development, anisegl/several definitions. The second related RSI8rassued by FERC on November 5,
2007 was its order on rehearing on its April 28)&0rder, in which it rejected the MISO’s proposatemove references to virtual supply
from the TEMT provisions related to calculating R&l@arges (FERC Docket Nos. ER04-691-084 and ERQ4088). In this order, the FEF
denied the requests for rehearing of the RSG serahring order (the Utility was one of the partigat sought rehearing) and FERC denied
all requests for rehearing of the RSG complianceor
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In the RSG compliance order, the FERC rejettiedVISQO’s proposal to allocate costs based owinetal offers, i.e., virtual offers minus
virtual bids, and clarified that the currently effige tariff, which allocates RSG costs to virtgapply offers, remains in effect. In the RSG
second rehearing order, the FERC clarified thattfose market participants withdrawing energyheseéxtent virtual supply offers were not
assessed RSG costs, refunds were due for the taidohg April 25, 2006.

The Utility recorded a $1.7 million ($1.0 nmlh net-of-tax) charge to earnings in the firstrggaof 2007 based on an internal estimate of
the net impact of MISO reallocating RSG chargesponse to the FERC order on rehearing. In May 2B0SO informed affected market
participants of the impact of reallocating chargased on its interpretation of the FERC order tveaeing. Based on MIS®’interpretation ¢
the order on rehearing, the Utility estimated #sa&llocation of charges would not have a signifi¢garact on earnings previously recognized
by the Utility. Accordingly, the Utility revisedstfirst quarter estimated charge of $1.7 millioh.(@million net-of-tax) to zero in the second
quarter of 2007.

On March 15, 2007 the FERC also directed Mt8@ake another compliance filing that the FERCrasised on November 7, 2008 (RSG
Compliance Order Ill). In RSG Compliance Order thie FERC concluded that its interpretation in RB@garding the RSG rate
denominator was in error and that a different prtetation applied. On November 10, 2008 the FERGead an order on the paper hearing
finding the current RSG rate unjust and unreas@nabt accepting an interim rate that applied RS&@Bges to all virtual sales until such time
that MISO makes a subsequent filing of the new R&€. In response to RSG Compliance Order Ill, MI8&xle another compliance filing
on December 8, 2008 in which it proposed to rettlesthe RSG charges and cost allocations backatden start to correct its previous
resettlement completed in January 2008 that wasdbas the FERC's interpretation of the RSG ratelaifidg determinants affirmed in RSG
[ll. In addition to correcting the RSG rate denoator to limit it to only virtual sales associatedhactual physical energy withdrawals,
MISO proposed additional corrections designed tluce the denominator. Both changes will increaseRBG rate that the Utility must pay.
Also, on November 11, 2008 the FERC issued an adeehearing of the November 28, 2007 order onptaimt. Again, where the revenue
from RSG charges collected is not sufficient to m&SG payments to suppliers, MISO recovers theap@through an uplift charge from
load.

The Utility requested rehearing of both Novemb0, 2008 orders (in conjunction with the FERRSG Compliance Order Ill). If the
FERC denies rehearing, the Utility will likely seslview at the United States Court of Appeals lfi@r District of Columbia Circuit (D.C.
Circuit). The Utility’s principal concern in thegeoceedings was to ensure that the FERC did natsepefunds prior to the August 10, 2007
refund effective date. The FERC did not impose seéinds but did offer an interpretation in suppudrits decision in RSG Compliance
Order Il (in ER04-691 docket) that would subjdu tUtility to further RSG refunds and resettlemegntsr to August 10, 2007.

Since 2006, the Utility has been a partytigdtion before the FERC regarding the applicatbRSG charges to market participants who
withdraw energy from the market or engage in finalhanly, virtual sales of energy into the markeboth. These litigated proceedings
occurred in several electric rate and complainkdtbefore the FERC and several of the FERC'srerai® on review before the D.C.
Circuit. These proceedings create potential coetihdjabilities in three separate periods for thiity: (1) April 1, 2005 through April 24,
2006; (2) April 25, 2006 through August 9, 2007¢ 8) August 10, 2007 forward. The Utility idengifil and assessed potential contingent
RSG liabilities under various scenarios dependimghe time period over which the FERC ultimatelgens RSG refunds. The Utility accrued
a liability in 2008 based on the outcome it detewenli to be most probable. The Company does not kvivewn these litigation proceedings v
conclude.

The FERC's Office of Enforcement, formerlyaetd to as the Division of Audits of the OfficeMfrket Oversight and Investigations,
commenced an audit in 2005 of the Utilgytransmission practices for the period Janua®d@3 through August 31, 2005. The purpose o
audit was to determine whether the

18




Utility’s transmission practices were in compliarveh the FERC's applicable rules, regulations tardf requirements and whether the
implementation of the Utility’s waivers from thequarements of Order No. 889 and Order No. 2004 gmieitely restricted access to
transmission information that would benefit thelitytis off-system sales. FERC staff identified twbthe Utility’s transmission practices that
it believed were out of compliance. The Ultility is®les its actions were in compliance with the MI&@ff but rather than litigate, it entered
into a Stipulated Settlement Agreement with FER&GS sesolving all issues related to the audit. FERC approved the settlement agreement
on May 29, 2008 and issued FERC Order (INO8-6-0@tih resolved alleged network transmission serviotations by the Utility of
MISO’s TEMT. The Utility agreed to pay $547,000 pinterest of $141,000 to the Low Income Home Epdyssistance Program
administered by the three states served by théyJfilhis amount represents profits earned by ttiityJon transactions FERC staff believes
incorrectly utilized network transmission servigedar MISO’s TEMT. Enforcement staff did not seekrpose a compliance monitoring
plan on the Utility because the MISO’s Day 2 maiiketow operational and its member utilities nogenschedule transmission within the
system.

The Comprehensive Energy Policy Act of 200& @005 Energy Act), signed into law in August 208bstantially affected the regulation
of energy companies, including the Utility. The 8@nergy Act amended federal energy laws and peavide FERC with new oversight
responsibilities. Among the important changes impated as a result of this legislation were thivvahg:

. The Public Utility Holding Company Act of 1935PICA) was repealed effective February 8, 2006. PBH@nificantly restricted
mergers and acquisitions in the electric utilitgtee.

. FERC appointed the Electric Reliability Organiaat(ERO) formerly known as North American ElectReliability Council
(NERC) as an electric reliability organization siablish and enforce mandatory reliability rulegareling the interstate electric
transmission system. On January 1, 2007 the ER@rbegerating

. The FERC established incentives for transmiss@npanies, such as performance based rates, rgaufvearsts to comply with
reliability rules and accelerated depreciationifimestments in transmission infrastructt

. Federal support was made available for certaimobeal power initiatives, nuclear power projectd aenewable energy technolog

MEMA : The Utility is a member of the Mid-Continent EggMarketers Association (MEMA) which is an indepent, non-profit trade
association representing entities involved in tteekmting of energy or in providing services to #mergy industry. MEMA operates in the
Mid-Continent Area Power Pool (MAPP), MISO, SoutlstvBower Pool, PIM Interconnection, LLC and Sowghesgions and was formed in
2003 as a successor organization of the Power aarhi Market of MAPP. Power pool sales are condlctantinuously through MEMA in
accordance with schedules filed by MEMA with theREE

MRO: The Utility is a member of the Midwest ReliabjliDrganization (MRO). The MRO, a non-profit orgaation that replaced the
MAPP Regional Reliability Council, is one of eigkégional Reliability Councils that comprise the NER'he MRO operates to ensure the
reliability of the bulk power system in the Midwextrt of North America. The MRO, through its baladstakeholder board with independ
oversight, operates independently from any membarket participant or operator, so that the stadgldeveloped and enforced by the MRO
are fair and administered without undue influemoenf market participants. The MRO is approximatéyalarger in terms of net end use |
than MAPP. The MRO region includes more than 40 e supplying approximately 280 million mWh to ménan 20 million people. Its
membership is comprised of municipal utilities, pematives, investor-owned utilities, a federal powarketing agency, Canadian Crown
Corporations and independent power producers.

MISO: The Utility is a member of the MISO. As expresse&ERC Order No. 2000, FERC'’s view is that indegent regional
transmission organizations will benefit the pulititerest by enhancing
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the reliability of the electric grid and providingbiased regional grid management, nondiscrimigaiperation of the bulk power
transmission system and open access to the trasismigcilities under MISO’s functional supervisidrhe MISO covers a broad region
containing all or parts of 20 states and one Camagiovince. The MISO began operational contrahefUtility’s transmission facilities
above 100 kV on February 1, 2002 but the Utilitptioues to own and maintain its transmission asgetshe transmission provider and
security coordinator for the region, the MISO seteksptimize the efficiency of the interconnectgdtem, provide regional solutions to
regional planning needs and minimize risk to rélighthrough its security coordination, long-temegional planning, market monitoring,
scheduling and tariff administration functions.

The MISO Energy Markets commenced operatioApnil 1, 2005. Through its Energy Markets, MISCeks to develop options for enel
supply, increase utilization of transmission assgitimize the use of energy resources across e@rwégjion and provide greater visibility of
data. MISO aims to facilitate a more cost-effectwel efficient use of the wholesale bulk electyistem.

The MISO Ancillary Services Market (ASM) comnoed on January 6, 2009. The market facilitateptbeision of Regulation, Spinning
Reserve and Supplemental Reserves. The ASM int=gifa¢ procurement and use of regulation and agetity reserves with the existing
Energy Market. The Utility has actively participate the market since its commencement.

In December 2008 the Utility sent MISO a letigintent to withdraw from MISO. This procedusiép was taken to allow the Utility the
opportunity to withdraw from MISO at the end of 200 concerns about MISO charges born by retaitmugrs cannot be resolved.
Withdrawal from MISO would require the Utility t@sure replacement of MISO-provided services fronepsources.

MAPP: The Utility has been a participant in the MAPRgetion reserve sharing pool, which operates itsjud eight states in the Upg
Midwest and in three provinces in Canada. As alre$the start up of the ASM, the Utility is withawing from the generation reserve
sharing pool of MAPP. The MAPP generation resehagiag pool provided for, among other things, tbatmgency reserves necessary to
meet certain major events such as the loss ofje generating unit or a transmission line.

Other:The Utility is subject to various federal and states, including the Federal Public Utility Regulgt Policies Act and the Energy
Policy Act of 1992, which are intended to promdte tonservation of energy and the development aaatlialternative energy sources, and
the 2005 Energy Act described above.

Holding Company Reorganization

The Company’s Board of Directors has autharizdiolding company reorganization of the Companggulated utility business.
Following the completion of the holding companyngamization, Otter Tail Power Company, which isreatly operated as a division of Ot
Tail Corporation, will be operated as a wholly owrseibsidiary of the new parent holding companyagmémed Otter Tail Corporation. In
connection with the reorganization, each outstap@iter Tail Corporation common share will be auatically converted into one common
share of the new holding company, and each outistgr@kter Tail Corporation cumulative preferred sh@ill be automatically converted
into one cumulative preferred share of the newihgldompany having the same terms. The holding @mypeorganization is subject to
approval by Minnesota, North Dakota and South Dakegulatory agencies and by the FERC, consents\Vewious third parties and certain
other conditions. In an order issued on August2088, the FERC authorized the reorganization stbjecertain conditions specified in the
order. In an order issued on October 10, 2008NDESC approved the Company'’s application to fornolading company. In a meeting held
on October 30, 2008, the SDPUC approved the Compapplication to form a new holding company. ThEWMC approved the Company’s
request to form a holding company with certain ¢oows at its hearing on December 11, 2008. Theneain several business and legal steps
that must be accomplished before the reorganizatiornbe completed.
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Competition, Dereqgulation and Legislation

Electric sales are subject to competitiondms areas from municipally owned systems, ruraltetecooperatives and, in certain respects,
from on-site generators and cogenerators. Eletradso competes with other forms of energy. Thgrele of competition may vary from time
to time depending on relative costs and suppliesitér forms of energy. The Utility may also facenpetition as the restructuring of the
electric industry evolves.

The Company believes the Utility is well pasited to be successful in a competitive environm&rtomparison of the Utility’s electric
retail rates to the rates of other investor-owntdies, cooperatives and municipals in the stdlesUtility serves indicates the Utility’s rates
are competitive.

Legislative and regulatory activity could aff@perations in the future. The Utility cannotdtict the timing or substance of any future
legislation or regulation. There has been no lagist action regarding electric retail choice ity @fi the states where the Utility operates. The
Minnesota legislature has in the past, and agatoissidering legislation which would regulate hotdcompanies doing business within the
state that include in the ownership chain a pultiity. Proposed legislation would foreclose puahlitilities, or holding companies of which
public utilities are members, from acquiring arenest in a company that is not a public utilityttwat does not receive 50 percent or more
revenue from electric or gas utility-related busmeThis legislation, if passed in its present forould limit the Company’s ability to
maintain and grow its nonelectric businesses. Toragany does not expect retail competition to coothé States of Minnesota, North
Dakota or South Dakota in the foreseeable future.

Some of the Company'’s businesses could befnefit renewable energy development incentives tedlin the American Recovery and
Reinvestment Act of 2009 recently passed by Cosgres

The Utility is unable to predict the impactitsoperations resulting from future regulatoryivaties, from future legislation or from future
taxes that may be imposed on the source or usecofjg.

Environmental Regulation

Impact of Environmental LawsThe Utility’s existing generating plants are ®dtjto stringent federal and state standards andatons
regarding, among other things, air, water and ssédte pollution. In the five years ended Decen3ier2008 the Utility invested
approximately $17.4 million in environmental contiacilities. The 2009 construction budget includggproximately $0.6 million for
environmental equipment for existing facilities.efytility’s share of environmental expenditures ttoe proposed Big Stone Il Plant is
estimated to be $133 million, including the cosagbint scrubber, which will be shared betweendheent Big Stone Plant and the proposed
Big Stone Il Plant.

Air Quality: Pursuant to the Federal Clean Air Act (the Attt EPA has promulgated national primary and semgnstandards for
certain air pollutants.

The primary fuels burned by the Utility’s stegenerating plants are North Dakota lignite coal western subbituminous coal.
Electrostatic precipitators have been installetha@tprincipal units at the Hoot Lake Plant. Hook&lant unit 1 turbine generator, which is
the smallest of the three coal-fired units at Hoate Plant, was retired as of December 31, 20086.tility has retained the unit 1 boiler for
use as a source of emergency heat. A fabric fitéects particulates from stack gases on Hoot |Rlkat unit 1. As a result, the Utility
believes the units at the Hoot Lake Plant curremibet all presently applicable federal and statguality and emission standards.

During the fall of 2007 maintenance outagthatBig Stone Plant, the demonstration project Adea Hybrid™ technology was replaced
with a pulse jet baghouse. The Big Stone Plantiiseatly operating within all presently applicalideleral and state air quality and emission
standards.
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The Coyote Station is equipped with sulfurxiie (SO2) removal equipment. The removal equipmaeferred to as a dry scrubber—
consists of a spray dryer, followed by a fabritefil and is designed to desulfurize hot gases fhanstack. The fabric filter collects spray
dryer residue along with the fly ash. The Coyo®iSh is currently operating within all presentypdicable federal and state air quality and
emission standards.

The Act, in addressing acid deposition, implosguirements on power plants in an effort to oedoational emissions of SO2 and nitrogen
oxides (NOXx).

The national SO2 emission reduction goalsaahgéeved through a market-based system under vpoialer plants are allocated “emissions
allowances” that will require plants to either reduheir emissions or acquire allowances from ath@achieve compliance. Each allowance
is an authorization to emit one ton of SO2. SO2ssion requirements are currently being met byfathe Utility’s generating facilities
without the need to acquire other allowances fonglaance.

The national NOx emission reduction goalsaaigieved by imposing mandatory emissions standardisdividual sources. Hoot Lake
Plant unit 2 was governed by the phase one eathinggovision until January 1, 2008. In order teehthe national NOx emission standards
required at the Hoot Lake Plant unit 2 in 2008, Whidity installed low NOx burners and over-firer & the first quarter of 2008, enabling the
unit to meet the annual average emission raterdmnaining generating units meet the NOx emissignlegions that were adopted by the
EPA in December 1996. All of the Utility’s generagifacilities met the NOx standards during 2008.

The EPA Administrator signed the final IntatstAir Quality Rule, also known as the Clean Aterstate Rule (CAIR), on March 10,
2005. The EPA has concluded that SO2 and NOx aretlttef emissions contributing to interstate tramspf particulate matter less than 2.5
microns (PM2.5). The EPA also concluded that NOxssions are the chief emissions contributing tonezoon-attainment. Twenty-three
states and the District of Columbia were founddnttbute to ambient air quality PM2.5 nattainment in downwind states. On that basis
EPA proposed to cap SO2 and NOx emissions in thigidated states. Minnesota was included amongntbiety-three states for emissions
caps. Twenty-five states were found to contribatddwnwind 8-hour ozone non-attainment. None ofstia¢es in the Utilitys service territor
were slated for NOx reduction for ambient air giyai-hour ozone non-attainment purposes. On JulyQQ7, the U.S. Court of Appeals for
the D.C. Circuit vacated CAIR and the CAIR fedemaplementation plan in its entirety. On December208, the court reconsidered and
remanded the case without vacatur for the EPA talgot further proceedings consistent with the ¢syntior opinion. The court did not
impose a definitive deadline by which the EPA magstect CAIR. On January 16, 2009, the EPA propa@sade that would stay the
effectiveness of CAIR and the CAIR federal impletagion plan for sources in Minnesota while the EfAducts notice-and-comment
rulemaking on remand from the D.C. Circuit’s demis in the litigation on CAIR. Remanding the issu¢he EPA for further consideration,
the court held that the EPA had not adequatelyesdedd errors alleged by Minnesota Power in the EBAalysis supporting inclusion of
Minnesota. Neither the EPA nor any other party sbughearing of this part of the court's CAIR démis Given the uncertainty of the
proposed rule, future EPA action and whether Mioteesvill be included in the CAIR, the impact on @t ail facilities is uncertain at this
time. Nonetheless, NOx emissions control equiprnastbeen installed on Hoot Lake Plant unit 2 asrite=d above, and was installed on
3 in 2007 in anticipation of having to meet CAIRjugements.

On June 15, 2005, the EPA signed the Regidaaé Best Available Retrofit Technology (BART) ruléhe rule requires emissions
reductions from designated sources that are de¢onazhtribute to visibility impairment in Classit guality areas. Hoot Lake Plant unit 3
and Big Stone Plant are units that are potentmllyject to emission reduction requirements. Thengsota Pollution Control Agency
(MPCA) has determined that Hoot Lake Plant uni 8at subject to the BART rule. A similar deterntioa has not been made for Big Stone
Plant and it remains potentially subject to emissio
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reduction requirements. At the request of the S@akota Department of Environment and Natural Resesu(DENR), the Utility agreed to
model Big Stone emissions to evaluate the impaptanit emissions on Class | air quality areas. Mbeeling effort was completed and the
final report submitted to the DENR on March 19, 208Ithough the DENR has not as yet acted on thertethe report concluded that Big
Stone does not contribute to visibility impairm@nClass | air quality areas and is exempt fromBA&RT process. The Utility has responded
to questions and comments posed by the reviewiagaigs and has provided a revised modeling profoca@onsideration by the DENR, the
EPA and the Federal Land Managers. The state eulsions were due by January 2008, but South Dakd¢arevisions have been delayed.
Given the regulatory uncertainties at this timés ot possible to assess to what extent thidaggo will impact the Utility.

The Act calls for EPA studies of the effectemissions of listed pollutants by electric stegemerating plants. The EPA has completec
studies and submitted reports to Congress. Theeglired the EPA to make a finding as to whethgulaion of emissions of hazardous air
pollutants from fossil fuel-fired electric utilitgenerating units is appropriate and necessary. €ember 14, 2000 the EPA announced it
affirmatively decided to regulate mercury emissitmasn electric generating units. The EPA publiskiesl proposed mercury rule on
January 30, 2004. The proposal included two optionsegulating mercury emission from coal-fireéatic generating units. One option
would set technology-based maximum achievable obtechnology standards under paragraph 111(djeoAct. The other option embodied
a market-based cap and trade approach to emiggidastion. The EPA published final rules in May 2Qsed on the cap and trade
approach On October 28, 2005 the EPA announced a reconsigieia portions of the final rules. Final rules n@gublished on June 9, 2006
that maintained the cap and trade approach. Oruksb8, 2008, the United States Court of Appealdtfe D.C. Circuit granted petitions for
review of the EPA rules and vacated the ruleswulmatid have allowed the EPA to regulate mercury sioiss based on a cap and trade
approach. On March 14, 2008, the U.S. Court of App#or the D.C. Circuit issued a mandate vacatiegEPA final rule regulating utility
mercury emissions. EPA rulemaking is slated to edcunder the maximum achievable control technef(WACT) provision of the Clean
Air Act section 112(d) for existing units and seatil12(g) case-bgase MACT provisions for affected new units. Gitlee potential for leg:
challenges and regulatory uncertainties associaitbhcthe EPA'’s revised rulemaking, it is not po$sito assess to what extent the court’s
recent decision will impact the Utility.

In 1998, the EPA announced its New Source &e®nforcement Initiative targeting coal-fired itiids, petroleum refineries, pulp and
paper mills and other industries for alleged violas of EPA’'s New Source Review rules. These rtdgsiire owners or operators that
construct new major sources or make major modi6ioatto existing sources to obtain permits anchihair pollution control equipment at
affected facilities. The EPA is attempting to detere if emission sources violated certain provisiofithe Act by making major
modifications to their facilities without instaltinstate-of-the-art pollution controls. On Januarg@1 the Utility received a request from the
EPA, pursuant to Section 114(a) of the Act, to e\certain information relative to past operatmm capital construction projects at the Big
Stone Plant. The Utility responded to that requesilarch 2003 the EPA conducted a review of ttenpé outage records as a follow-up to
their January 2001 data request. A copy of thegt@seéd documents was provided to the EPA on Mat¢l2@03. On January 8, 2009, the
Utility received another request from EPA Regioren8 8, pursuant to Section 114(a) of the Actravide certain information relative to
past operation and capital construction projecte@Big Stone Plant, Coyote Station and Hoot LRlat. The Utility plans to file a timely
response to the request. At this time the Utilaypmrot determine what, if any, actions will be takgrthe EPA.

The EPA issued changes to the existing Newc®oReview rules with respect to routine mainterasrtd repair and replacement activities
in its Equipment Replacement Provision Rule on Bet®7, 2003. However, the U.S. Court of Appeatdlie D.C. Circuit issued an order
which stayed the effective date of the Equipmergl&&Ement Provision rule pending judicial reviewal March 2006 decision the U.S. Cc
of Appeals for the D.C. Circuit struck down the EREquipment Replacement
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Provision. The EPA petitioned the original thredge panel to reconsider its ruling and, at the staime, petitioned all of the coustjudges t
rehear the panel’s decision. In June 2006, thegsidignied both requests. The Department of Justiceehalf of the EPA, and the Utility Air
Regulatory Group filed a petition with the U.S. 8mpe Court in November 2006 asking the Court tatove the D.C. Circuit Court’s
decision to vacate the Equipment Replacement Roovi$he petition was denied. On April 25, 200%& EPA issued its supplemental
proposal on the New Source Review Emissions InerBade and a final rule was expected. However, ecelinber 10, 2008 the EPA
announced that it decided not to finalize the psagborule.

On November 20, 2006, the Sierra Club notiftesl Utility and the two other Big Stone Plant cere@rs of its intent to sue alleging
violations of the PSD requirements of the Act &t lfig Stone Plant with respect to three past @ativities. The Sierra Club stated that
unless the matter is otherwise fully resolvedptiends to file suit in the applicable district dsuany time 60 days after November 20, 2006.
On June 10, 2008 the Sierra Club filed a compiaitihe U.S. District Court for the District of StuDakota (Northern Division) against the
Company and two other co-owners of the Big Stoa@tPIThe complaint alleges certain violations & Brevention of Significant
Deterioration and New Source Performance Stand&8PS) provisions of the Clean Air Act and certalations of the South Dakota State
Implementation Plan (South Dakota SIP). The adtimther alleges the defendants modified and opdraig Stone without obtaining the
appropriate permits, without meeting certain emissilimits and NSPS requirements and without iistahppropriate emission control
technology, all allegedly in violation of the CleAir Act and the South Dakota SIP. The Sierra Glllbges the defendants’ actions have
contributed to air pollution and visibility impaient and have increased the risk of adverse hef#diti® and environmental damage. The
Sierra Club seeks both declaratory and injunctliefrto bring the defendants into compliance wfite Clean Air Act and the South Dakota
SIP and to require the defendants to remedy tkged violations. The Sierra Club also seeks unBpddiivil penalties, including a benefici
mitigation project. The Company believes thesentdadre without merit and that Big Stone has beeérnisbeing operated in compliance with
the Clean Air Act and the South Dakota SIP. Théitytnd the co-owners have filed a motion to dissrithat is presently pending before the
Court. The ultimate outcome of these matters cabeatetermined at this time.

On September 22, 2008, the Sierra Club ndtitie Utility and the two other Big Stone Plantmeners of its intent to sue alleging
violations of the PSD and NSPS requirements ofXtean Air Act with respect to two past plant adtes. The Sierra Club stated that unless
the matter is otherwise fully resolved, it intendedile suit in the applicable district courts atiye 60 days after the September 22, 2008
letter. As of the date of this report the SierralChas not filed suit in the applicable districtids. The Utility believes that the Big Stone P
is in material compliance with all applicable regumients of the Act.

The Coyote Station is subject to certain eimisBmitations under the PSD program of the AdieTEPA and the North Dakota Departm
of Health reached an agreement to identify a pofm@sresolving several issues relating to the ringerotocol for the state’s PSD program.
Modeling was completed and the results were subdhtti the EPA for its review. On April 19, 2005 tierth Dakota Department of Health
held a Periodic Review Hearing relating to the F8DQuality Modeling Report that was submitted e tEPA. One of the Hearing Officer’s
Findings and Conclusion was that the air qualitsitieg to impacts of SO2 emissions is being aderiyarotected and that at 2002-2003 SO2
emission levels the relevant Class | incrementsateiolated.

The issue of global climate change and theaeotion between global warming and increased lesfe®0 2—a greenhouse gas (GHG)—
in the atmosphere is receiving increased attenG@ombustion of fossil fuels for the generation leictricity is a major stationary source of |
2emissions in the United States and globally. ThtWis an owner or part-owner of three baselozwhl-fired electricity generating plants
and four fuel-oil or natural gas-fired combustianbine peaking plants with a combined generatimgabdity of 679 MW. In 2008, these
plants emitted approximately 4.4 million tons of €O
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The Utility monitors and evaluates the poss#udioption of national, regional, or state climatange and GHG legislation or regulations
that would affect electric utilities. Debate coni@s in Congress on the direction and scope of pbiRy on climate change and regulation of
GHGs. Although several bills have been introduce@angress that would compel reductions in £&missions, there are presently no fed
mandatory GHG reduction requirements. The likelthobany federal mandatory C£&missions reduction program being adopted by
Congress in the near future, and the specific requents of any such program, is uncertain. In A2007, however, the U.S. Supreme Court
issued a decision that determined that the EPAah#wority to regulate C@and other GHGs from automobiles as “air pollutantstier the
Clean Air Act. The Supreme Court sent the case bathe EPA, which must conduct a rulemaking tedatne whether GHG emissions
contribute to climate change “which may reasond&iglyanticipated to endanger public health or welfanMhile this case addressed a provi
of the Clean Air Act related to emissions from nrotehicles, a parallel provision of the Clean ActAapplies to stationary sources such as
electric generators. Additionally, the EPA has amued that it plans to reconsider its decisioneiwydCalifornia’s request for a waiver under
the Act. If granted, the waiver would allow Califiga to put into place motor vehicle standards tiress GHG emissions. Finally, on July 11,
2008, the EPA issued an advance notice of propagechaking on regulating GHG emissions under thea@IAir Act. Unless the Congress
enacts legislation directing otherwise, the EPAlddnegin to regulate GHG emissions under the Abe Specific requirements of regulation
under the Act’s various programs, and thus thepaat on the Utility, are uncertain at this time.

Although standards have not been develop#teatational level, several states and regionarizgtions are developing, or already have
developed, state-specific or regional legislativiédtives to reduce GHG emissions through mangagtoograms. In 2007, the state of
Minnesota passed legislation regarding renewal#eggrportfolio standards that will require retd@aricity providers to obtain 25% of the
electricity sold to Minnesota customers from renelaources by the year 2025. The Minnesota Ldgiglaet a January 1, 2008 deadline
the MPUC to establish an estimate of the likelygeanf costs of future C@regulation on electricity generation. The legiglatalso set state
targets for reducing fossil fuel use, included gdat reducing the state’s output of GHGs, andriast importing electricity that would
contribute to statewide power sector @@mission. MPUC, in its order dated December 217288s established an estimate of future2CO
regulation cost at between $4/ton and $30/ton enhitt 2012 and after. Annual updates of the ramgeezjuired, and the MPUC currently has
a docket outstanding in which they have solicitethments in regard to establishing the 2009 anmuadie of estimates of the likely range of
costs of future CQregulation on electricity regulation.

The states of North Dakota and South Dakoteeatly have no proposed or pending legislatioatesl to the regulation of GHG emissions,
but North Dakota and South Dakota have 10% renemeférgy objectives.
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While the eventual outcome of proposed andlipgnclimate change legislation and GHG regulattounknown, the Utility is taking steps
to reduce its carbon footprint and mitigate levad#l€O 2 emitted in the process of generating electricityif® customers through the following
initiatives:

. Supply efficiency and reliability: Between 1990da2005, the Utility decreased its G@itensity (Ibs. of CQ/mWh generated)
nearly 11%. The Utility plans to more than doulblattreduction by 2025. Big Stone I, the Utilityoposed new generating plant is
designed to incorporate supercritical pulverizedl ¢echnology that will increase plant efficiengy20% and produce fly-ash that
can replace cement in making concrete. In additramsmission capacity above that which was neéafettie plant was included in
order to encourage regional wind energy developn

. Conservation: Since 1992 the Utility has helgsaustomers conserve more than 1 million mWh eéteicity. That is roughly
equivalent to the amount of electricity that 90,@8@rage homes would have used in a year. Theéyutdntinues to educate
customers about energy efficiency and demand-sateagement and to work with regulators to develop megrams and
measurements. The Util’s integrated resource plan calls for an additi@®aMW of conservation impacts by 20:

. Renewable energy: Since 2002 the Utility’s custsrhave been able to purchase 100% of their eliégtirom wind generation
through the Utility’s Tailwinds program. The MPU@sapproved 160 MW of new wind generation in thetmecent resource plan
filing. Of that, 19.5 MW of purchased power agreetsecame oriine in December 2007 and 88.5 MW of owned windueses wer
on-line by December 2008. Other projects are irdnelopment phase and are expected to come omlthe 2009 — 2010 time
periods. The Utility has purchased all the eleitirigenerated by fourteen 1.5 MW wind turbines tedain southeastern North Dak
since 2004. The Utility supports Minnesota’s new faquiring 25% of the electricity sold to Minneaaustomers be obtained from
renewable resources by 2025, especially with isdaruer protection provisions. This new law was Hasethe MPUC’s Wind
Integration Study, which assumed in its baselimecitmstruction of the Big Stone Il power plant asdociated transmission. The
Utility supports renewable energy objectives in tiddakota and South Dakota that 10% of all reti@i¢®icity sold within the states
by the year 2015 is obtained from qualifying renble@aenergy source

. Other: The Utility will continue to participats @ member of the EPA’s Sisulfur hexafluoride) Emission Reduction Partngusbr
Electric Power Systems program. The partnershipgiieely is targeting a reduction in emissions BfsSa potent GHG. Skhas a
global-warming potential 23,900 times that of €0rhe Utility is involved in a pilot project to useethane from a municipal waste
water treatment plant to generate electricity analso studying the potential for other methanateel projects. Methane has a global-
warming potential 20 times that of GO The Ultility participates in carbon sequestratiesearch through the Plains GReduction
Partnership (PCOR) through the University of Nddtkota's Energy and Environment Research Center PRBIOR Partnership is a
collaborative effort of more than 50 public andvpte sector stakeholders working toward a bettdetstanding of the technical and
economic feasibility of capturing and storing anffwgenic CQ emissions from stationary sources in the centtatior of North
America.

While the future financial impact of any pregd or pending climate change legislation or regnaof GHG emissions is unknown at this
time, any capital and operating costs incurredhfiditional pollution control equipment or G@mission reduction measures, such as the cos
of sequestration or purchasing allowances, or béfimlits, or the imposition of a carbon tax or eap trade program at the state or federal
level could materially adversely affect the Compariyture results of operations, cash flows, ansisgialy financial condition, unless such
costs could be recovered through regulated rad®afuture market prices for energy.
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Water Quality The Federal Water Pollution Control Act Amendnsenft 1972, and amendments thereto, provide forngnather things,
the imposition of effluent limitations to regulatescharges of pollutants, including thermal disgear into the waters of the United States,
the EPA has established effluent guidelines forstieam electric power generating industry. Discésurgust also comply with state water
quality standards.

On February 16, 2004 the EPA Administratonsigjthe final Phase 1l rule implementing Sectioi(B) of the Clean Water Act
establishing standards for cooling water intakacstires for certain existing facilities. Hoot LaRkant is the Utility’s only facility that could
be impacted by this rule. On January 25, 2007 tl8& Qourt of Appeals for the Second Circuit remahplertions of the rule to the EPA. The
Utility has completed an information collection gram for the Hoot Lake Plant cooling water intakecture, but given the Court decision
the Ultility is uncertain of the impact on the fégilat this time.

The Utility has all federal and state watempiés presently necessary for the operation of3bgote Station, the Big Stone Plant and the
Hoot Lake Plant. The Utility owns five small damsthe Otter Tail River, which are subject to FER®@hsing requirements. A license for all
five dams was issued on December 5, 1991. Totakpkate rating (manufacturer’s expected outputheffive dams is 3,450 kW.

Solid Waste Permits for disposal of ash and other solid wabkteve either been issued or are under renewtliddCoyote Station, the B
Stone Plant and the Hoot Lake Plant.

At the request of the MPCA, the Utility hasa@rgoing investigation at its former, closed Hoake Plant ash disposal sites. The MPCA
continues to monitor site activities under theidiydary Investigation and Cleanup Program. Theitytirovided a revised focus feasibility
study for remediation alternatives to the MPCA ict@er 2004. The Utility and the MPCA have reachea@greement identifying the
remediation technology and the Utility completed grojects in 2006. The effectiveness of the reatei is under evaluation.

The EPA has promulgated various solid and itatzes waste regulations and guidelines pursuamimong other laws, the Resource
Conservation and Recovery Act of 1976, the SolisWw®isposal Act Amendments of 1980 and the Hazerdod Solid Waste Amendme
of 1984, which provide for, among other things, thenprehensive control of various solid and hazasdeastes from generation to final
disposal. The States of Minnesota, North Dakota%outh Dakota have also adopted rules and regnfagiertaining to solid and hazardous
waste. To date, the Utility has incurred no siguifit costs as a result of these laws. The futtaé itnpact on the Utility of the various solid
and hazardous waste statutes and regulations driactbe federal government or the States of MiategdNorth Dakota and South Dakota is
not certain at this time.

In 1980, the United States enacted the Conemstie Environmental Response, Compensation armlityaAct, commonly known as the
Federal Superfund law, which was reauthorized anengled in 1986. In 1983, Minnesota adopted the btiota Environmental Response
Liability Act, commonly known as the Minnesota Stfpad law. In 1988, South Dakota enacted the RegdI§ubstance Discharges Act,
commonly known as the South Dakota Superfund lavit989, North Dakota enacted the Environmental lgemary Cost Recovery Act.
Among other requirements, the federal and stateestablish environmental response funds to pasefoedial actions associated with the
release or threatened release of certain regutatestances into the environment. These federastatel Superfund laws also establish liak
for cleanup costs and damage to the environmeultiregs from such release or threatened releasegilated substances. The Minnesota
Superfund law also creates liability for persomguiiy and economic loss under certain circumstarities Utility has not incurred any
significant costs to date related to these laws. Wtility is not presently named as a potentiaflggonsible party under the federal or state
Superfund laws.
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Capital Expenditures

The Utility is continually expanding, replagiand improving its electric facilities. During 2R0approximately $199 million was invested
for additions and replacements to its electridtytproperties. During the five years ended Decen®ig 2008 gross electric property
additions, including construction work in progresgre approximately $400.7 million and gross retieats were approximately
$58.8 million.

The Utility estimates that during the five-ygariod 2009-2013 it will invest approximately 8illion for electric construction, which
includes $395 million for its share of expectedengtitures for construction of the planned Big Stbredectric generating plant and related
transmission assets if all necessary permits apobagls are granted on a timely basis and $66anillor anticipated expansion of
transmission capacity in Minnesota. Other signifigaortions of the 2009-2013 capital budgets ineludnd generation projects and upgrades
to the Utility’s transmission system. If Big Stohés not built, budgeted amounts for that projetlt be applied to alternative baseload
generation projects that will be needed to meetiiléy’s future generation requirements. In adlit the Utility continues to review another
wind project called the Luverne Wind Farm. The etpd cost of this 49.5 MW project is $100 to $1li0iom and is not included in fiverear
estimate above. This project is subject to theityfsl ability to obtain acceptable financing terarsd approval by the Company’s Board of
Directors.

Franchises

At December 31, 2008 the Utility had franchkise operate as an electric utility in all but #niecorporated municipalities that it serves.
franchises are nonexclusive and generally werdrmdidgfor 20-year terms, with varying expirationemtNo franchises are required to serve
unincorporated communities in any of the threeestéttat the Utility serves. The Utility believestlits franchises will be renewed prior to
expiration.

Employees

At December 31, 2008 the Utility had approxieha697 equivalent full-time employees. A total4¥l employees are represented by local
unions of the International Brotherhood of Electti@/orkers. One labor contract was renewed in a@lleof 2005 and has an expiration date in
the fall of 2009. The other labor contract was vese in the fall of 2008 and will expire in the fall 2011. The Utility has not experienced
strike, work stoppage or strike vote, and consiitergresent relations with employees to be good.

28




PLASTICS

General

Plastics consist of businesses producing PE ip the Upper Midwest and Southwest regionseflinited States. The Company derived
9%, 12% and 15% of its consolidated operating regsrirom the Plastics segment for each of the tywaes ended December 31, 2008, 2007
and 2006, respectively. The Company derived 5%, 4B&28% of its consolidated income from continudpgrations from the Plastics
segment for each of the three years ended Dece3ib@008, 2007 and 2006, respectively.

The following is a brief description of thdsesinesses:

Northern Pipe Products, Inc. (Northern Pipkjcated in Fargo, North Dakota, manufacturessaiid PVC pipe for municipal water, rural
water, wastewater, storm drainage systems and osiesrin the Northern, Midwestern and Western regad the United States as well as
Central and Western Canada. Production faciliied@cated in Fargo, North Dakota and Hampton, lowa

Vinyltech Corporation (Vinyltech) located in Phoenix, Arizona, manufactures anlks $/'C pipe for municipal water, wastewater, water
reclamation systems and other uses in the Weseuthwestern and South-central regions of the drStates.

Together these companies have the currentitgpa produce approximately 220 million pounddRdfC pipe annually. The companies
will have the capacity to produce approximately &lilion pounds annually once planned expansioesampleted and brought on-line.

Customers

PVC pipe products are marketed through a coatigin of independent sales representatives, coymgalaspersons and customer service
representatives. Customers for the PVC pipe praedeantsist primarily of wholesalers and distributibm®ughout the Upper Midwest,
Southwest and Western United States.

Competition

The plastic pipe industry is highly fragmentetl competitive, due to the large number of predsidche small number of raw material
suppliers and the fungible nature of the producte B shipping costs, competition is usually reglpimstead of national, in scope. The
principal areas of competition are a combinatioprafe, service, warranty and product performahmthern Pipe and Vinyltech compete
only against other plastic pipe manufacturers atgd ductile iron, steel, concrete and clay pipmlpcers. Pricing pressure will continue to
affect operating margins in the future.

Northern Pipe and Vinyltech intend to contito@€ompete on the basis of their high quality pieid, cost-effective production techniques
and close customer relations and support.

Manufacturing and Resin Supply

PVC pipe is manufactured through a processvknas extrusion. During the production process, Rd@pound (a dry powder-like
substance) is introduced into an extrusion machimere it is heated to a molten state and therefbtierough a sizing apparatus to produce
the pipe. The newly extruded pipe is then pulleddgh a series of water cooling tanks, marked eatifly the type of pipe and cut to finished
lengths. Warehouse and outdoor storage facilitiesised to store the finished product. Inventoshipped from storage to distributors and
customers mainly by common carrier.
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The PVC resins are acquired in bulk and shdgpepoint of use by rail car. Over the last selgears, there has been consolidation in PVC
resin producers. There are a limited number ofitharty vendors that supply the PVC resin used dstiérn Pipe and Vinyltech. Two
vendors provided approximately 94% and 95% of tiegain purchases in 2008 and 2007, respectively.stipply of PVC resin may also be
limited primarily due to manufacturing capacity ahe limited availability of raw material componsnf majority of U.S. resin production
plants are located in the Gulf Coast region, wiscsubject to risk of damage to the plants andrg@teshutdown of resin production because
of exposure to hurricanes that occur in that patth® United States. The loss of a key vendor ngriaterruption or delay in the supply of
PVC resin, could disrupt the ability of the Plastsegment to manufacture products, cause custameasicel orders or require incurrence of
additional expenses to obtain PVC resin from aétBve sources, if such sources were available. Blattthern Pipe and Vinyltech believe
they have good relationships with their key rawemat vendors.

Due to the commodity nature of PVC resin aM@€pipe and the dynamic supply and demand factoridwide, historically the markets
for both PVC resin and PVC pipe have been veryicgiclith significant fluctuations in prices andogs margins.

Capital Expenditures

Capital expenditures in the Plastics segmgaitally include investments in extrusion machidasd and buildings and management
information systems. During 2008, capital experréof approximately $9 million were made in thadfits segment. Total capital
expenditures for the five-year period 2009-2013emtémated to be approximately $18 million. Estiathtapital expenditures include
approximately $2 million for remaining plant expemscosts at Vinyltech. New plant expansion capasiinot expected to be brought on-line
until the economy improves and demand for PVC pipeeases. Vinyltech’s plant expansion will inclueleew resin-blending system and
two additional extrusion lines which will increagenduction capacity by 40% once they have been &teghand brought on-line.

Employees
At December 31, 2008 the Plastics segmengabadoximately 130 full-time employees.

MANUFACTURING

General

Manufacturing consists of businesses engag#tkifollowing activities: production of wind tovg contract machining, metal parts
stamping and fabrication, and production of waterfrequipment, material and handling trays andidwdttiral containers.

The Company derived 36%, 31% and 28% of itssobdated operating revenues from the Manufaagusegment for each of the three
years ended December 31, 2008, 2007 and 2006 cteghe. The Company has one customer within thenddacturing segment th
accounted for approximately 10.6% of the Compangissolidated revenues in 2008. The Company defi%ét, 29% and 26% of its
consolidated income from continuing operations ftbe Manufacturing segment for each of the threesyended December 31, 2008, 2007
and 2006, respectively. The following is a brie§cigption of each of these businesses:

BTD Manufacturing, Inc, with headquarters located in Detroit Lakes, MButa, is a metal stamping and tool and die manufacthat
provides its services mainly to customers in theWéist. BTD stamps, fabricates, welds and laserroetsl components according to
manufacturers’ specifications primarily for the neation vehicle, gas fireplace, health and fitness
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and enclosure industries. BTD’s wholly owned sulasid Miller Welding, is located in Washington,itibis and manufactures and
fabricates parts for off-road equipment, mining tiaery, oil fields and offshore oil rigs, wind inslsy components, broadcast antennae
and farm equipment, and serves several major equipmanufacturers in the Peoria, lllinois area r@atibnwide, including Caterpillar,
Komatsu and Gardner Denver.

DMI Industries, Inc, with headquarters located in West Fargo, Nortkds engineers and manufactures wind towers amet tieavy
metal fabricated products. DMI has manufacturirgilitees in West Fargo, North Dakota; Tulsa, Oklateg and Fort Erie, Ontario, Cana
DMI has a wholly owned subsidiary, DMI Canada, llecated in Fort Erie, Ontario, Canada.

ShoreMaster, Incwith headquarters in Fergus Falls, Minnesota, predwand markets residential and commercial watgréiquipment,
ranging from boatlifts and docks to full marinateyss that are marketed throughout the United St8tesreMaster has four wholly owned
subsidiaries, Galva Foam Marine Industries, Inkgr8line Industries, Inc., Aviva Sports, Inc., &ltbreMaster Costa Rica Limitada.
ShoreMaster has manufacturing facilities locateBargus Falls and Pine River, Minnesota; CamdeatahMontreal, Missouri; and St.
Augustine, Florida.

T. O. Plastics, Inc. (T.O. Plasticslpcated in Minneapolis and Clearwater, Minnesptanufactures and sells thermoformed products for
the horticulture industry throughout the Unitedt&saln addition, T. O. Plastics produces prodsat$h as clamshell packing, blister packs,
returnable pallets and handling trays for shipg@nd storing odd-shaped or difficult-to-handle péstsother industries.

Competition

The various markets in which the Manufactusegment entities compete are characterized bydateompetition from both foreign and
domestic manufacturers. These markets have maallissted manufacturers with broader product ligesater distribution capabilities,
greater capital resources, excess capacity, lah@mgages and larger marketing, research and dewelat staffs and facilities than the
Company’s manufacturing entities.

The Company believes the principal competifaators in its Manufacturing segment are prodecfgrmance, quality, price, ease of use,
technical innovation, cost effectiveness, custosegvice and breadth of product line. The Compamasufacturing entities intend to
continue to compete on the basis of high-perforragmmoducts, innovative technologies, cost-effecthanufacturing techniques, close
customer relations and support, and increasingyataafferings.

Raw Materials Supply

The companies in the Manufacturing segmentusgriety of raw materials in the products theynfacture, including steel, aluminum,
lumber, resin and concrete. Both pricing increasebavailability of these raw materials are cons@fhcompanies in the Manufacturing
segment. The companies in the Manufacturing segatempt to pass the increases in the costs of tta@s materials on to their customers.
Increases in the costs of raw materials that canegassed on to customers could have a negatea efi profit margins in the
Manufacturing segment.

Backlog

The Manufacturing segment has backlog in ptacipport 2009 revenues of approximately $241lianicompared with $295 million one
year ago
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Legislation

The demand for wind towers manufactured by DiEfbends in part on the existence of either renkewadrtfolio standards or a federal
production tax credit for wind energy. Renewabléfptio standards or objectives exist in approxietabne-half of the states. A federal
production tax credit is in place through Decentier2013.

Capital Expenditures

Capital expenditures in the Manufacturing segtiypically include additional investments in newanufacturing equipment or
expenditures to replace worn-out manufacturing @gent. Capital expenditures may also be made ®ptiichase of land and buildings for
plant expansion and for investments in managenémtrnation systems. During 2008, capital expend#wsf approximately $48 million we
made in the Manufacturing segment driven mainlyig/DMI expansion projects in West Fargo, North @&akand Tulsa, Oklahoma. Total
capital expenditures for the Manufacturing segnaeming the five-year period 2009-2013 are estimabdae approximately $115 million.
This investment is primarily to replace existingigonent at the manufacturing companies.

Employees
At December 31, 2008 the Manufacturing segrhadtapproximately 1,850 full-time employees.

HEALTH SERVICES

General

Health Services consists of the DMS Healthupravhich includes businesses involved in the shtiiagnostic medical equipment, patient
monitoring equipment and related supplies and aoreEs. These businesses also provide equipmentenance, diagnostic imaging
services, and rental of diagnostic medical imagiqgipment.

The Company derived 9%, 11% and 12% of itsobidated operating revenues from the Health Sesvdegment for each of the three
years ended December 31, 2008, 2007 and 2006 ctashe. The decline in revenues between 2007 &tiB2eflects a change from t
traditional dealership distribution of sales toimerease in manufactureélirect sales commissions. The Company derivedthess 1%, 3% an
4% of its consolidated income from continuing opierss from the Health Services segment for eadhethree years ended December 31,
2008, 2007 and 2006, respectively. The companiegpdsing the DMS Health Group that deliver diagioshaging and healthcare solutions
across the United States include:

DMS Health Technologies, Inc. (DMSHT)ocated in Fargo, North Dakota, sells and sesvitiagnostic medical imaging equipment,
cardiac and other patient monitoring equipmentiptidfators, EKGs and related medical supplies andessories and provides ongoing
service maintenance. DMSHT sells radiology equipnpeimarily manufactured by Philips Medical SystefR&ilips), a large multi-
national company based in the Netherlands. Phiigsufactures fluoroscopic, radiographic and vas@daipment, along with ultrasound,
computerized tomography (CT), magnetic resonanegiing (MR), positron emission tomography (PET), REITand cardiac
catheterization labs. The business agreement witlp® has been renewed for a five year term endm@®ecember 31, 2013. This
agreement can be terminated on 180 days writtdoenby either party for any reason and can be teatad by Philips if certain
compliance requirements are not met. DMSHT is alsapplier of medical film and related accessof#8¢SHT markets mainly to
hospitals, clinics and mobile imaging service conips.

32




DMS Imaging, Inc. (DMSI) a subsidiary of DMSHT located in Fargo, North D&k operates diagnostic medical imaging equipment,
including CT, MRI, PET and PET/CT and provides eacimedicine and other similar radiology serviceldspitals, clinics, long-term
care facilities and other medical providers. Reglaffices are located in Minneapolis, MinnesotaslAngeles, California; and Sioux
Falls, South Dakota. DMS Imaging, Inc. provides/gers through four different business units:

. DMS Imaging — provides shared diagnostic medinalging services (primarily mobile) for MR, CT, leiar medicine, PET,
PET/CT, ultrasound, mammography and bone densitlysis.

. DMS Interim Solution— offers interim and rental options for diagnosti@aming services

. DMS MedSource Partners — develops long-termioeiahips with healthcare providers to offer dedidain-house diagnostic
imaging services

. DMS Portable >-Ray— delivers portable -ray, ultrasound and electrocardiography servicesitsing homes and other faciliti¢

Combined, the DMS Health Group covers theetfrasics of the medical imaging industry: (1) owhgr and operation of the imaging
equipment for healthcare providers; (2) sale, leaglor maintenance of medical imaging equipmedtratated supplies; and (3) scheduling,
billing and administrative support of medical imagyiservices.

Regulation

The healthcare industry is subject to extemédderal and state regulations relating to licemstonduct of operation, ownership of
facilities, payment of services and expansion dlitazh of facilities and services.

The federal Anti-Kickback Statute prohibitggmns from knowingly and willfully soliciting, reteng, offering or providing remuneration,
directly or indirectly, to induce the referral of andividual or the furnishing or arranging for aagl or service for which payment may be
made under a federal healthcare program such agdfedr Medicaid. Several states have similaugtat The term “remuneratiohias beei
broadly interpreted to include anything of valugliiding, for example, gifts, discounts, credibagements, payments of cash, waiver of
payments and ownership interests. Penalties fdatuig the Anti-Kickback Statute can include bothrénal and civil sanctions as well as
possible exclusion from participating in Medicarel ather federal healthcare programs.

The Ethics and Patient Referral Act of 198@&u§Law) prohibits a physician from making refésréor certain designated health services
payable under Medicare, including services providgthe Health Services companies, to an entiti wiiich the physician has a financial
relationship, unless certain exceptions apply. $taek Law also prohibits an entity from billing fdesignated health services pursuant to a
prohibited referral. A person who engages in asehtd violate the Stark Law or a person who presamiaim to Medicare in violation of t
Stark Law may be subject to civil fines and possistclusion from participation in federal healtlecprograms. Several states have similar
statutes, the violation of which can result in kfiries and possible exclusion from state healthgaograms. The Center for Medicare and
Medicaid Services (CMS) is currently consideringlitidnal modifications to the Stark Law that mayther limit the ability of physicians to
provide certain imaging services in their practices

The federal False Claims Act imposes liabititythose who knowingly present or cause to beeptted a false or fraudulent claim for
payment to the federal government. “Knowinghgs been defined to include actions in delibeigrierance and reckless disregard of the 1
or falsity of such information. A suit under thel$&aClaims Act can be brought directly by the UtiStates Department
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of Justice, or can be brought by a “whistleblowé histleblower brings suit on behalf of themsahand the United States, and the
whistleblower is awarded a percentage of any rago¥gonduct that has given rise to False Claimsliability includes but is not limited to
current and past failures to comply with technialdicare and Medicaid billing requirements, failtmecomply with certain Medicare
documentation requirements, and failure to compti Wledicare physician supervision requirementglations of the Stark Law and Anti-
Kickback Statute have also served as the basiale&FClaims Act liability. Many states have adoptedre seeking to adopt state false cle
act laws modeled on the federal statute.

The Health Insurance Portability and AccouilitgbAct of 1996 (HIPAA) created federal crimedated to healthcare fraud and to making
false statements related to healthcare mattersAM ftohibits knowingly and willfully executing a keme to defraud any healthcare benefit
program including a program involving private pagidfurther, HIPAA prohibits knowingly and willfullfalsifying, concealing or covering |
a material fact or making any materially falseesta¢nt in connection with the delivery of or paymkmthealthcare benefits or services.

In some states a certificate of need or sinnégulatory approval is required prior to the dsijion of high-cost capital items or services,
including diagnostic imaging systems or the prarisdf diagnostic imaging services by companiessocuistomers. Certificate of need laws
were enacted to contain rising healthcare cosfaéyenting unnecessary duplication of health ressesur

DMSI maintains a limited number of Independ@iggnostic Testing Facilities (IDTFs) that enriolthe Medicare program as participat
Medicare suppliers, so that they may receive reisdment directly from the Medicare program for &&zs provided to Medicare
beneficiaries. CMS rule changes, effective Jan@aB008 increased oversight of IDTFs. These regulatdelineate certain stringent
performance standards for IDTFs including stand&dphysical facilities, patient privacy, techrdniqualifications, insurance, equipment
inspections, reporting changes to CMS, physicigestision, and manner in which IDTFs are defined anrolled in Medicare. These
standards also include a provision prohibitingaierstaff or space sharing arrangements. CMS imgiéed additional rule changes effective
January 1, 2009 which may require some IDTFs tr &ifling arrangements with healthcare clients.

The final rules published as part of the 2M8licare Physician Fee Schedule also alter theesabthe federal anti-markup rule for
diagnostic tests, a federal law which delineatstaimces when physicians and other suppliers atelited from marking-up to Medicare the
price of diagnostic tests when the physician penfog or supervising the test does not share aipeasfith the billing physician or other
supplier.

CMS has also finalized new regulations thgtinee suppliers of mobile diagnostic services urtain circumstances to enroll in the
Medicare program for diagnostic tests that theygoer and to bill Medicare directly these tests. Made has published guidance indicating
that entities that lease equipment and technigiaesl not enroll in Medicare and bill directly fests performed. Both the changes to the
Medicare antmarkup rule and the mobile diagnostic testing ralesrecent regulations that are subject to inéésion by Medicare and loc
Medicare carriers, and could require us to makeatjpmal changes. Furthermore, if we are foundiadite in compliance with these rules, or
if Medicare reimbursement available to certain codrs is impaired by these rules, our businesgidmeiadversely affected.

Additional federal and state regulations thatHealth Services companies are subject to iecttate laws that prohibit the practice of
medicine by non-physicians and prohibit fg#itting arrangements involving physicians; FetdEmod and Drug Administration requiremet
state licensing and certification requirements; feural and state laws governing diagnostic imagind therapeutic equipment. Courts and
regulatory authorities have not fully interpretesignificant number of the current laws and regatet.
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The Health Services companies continue to tapdevelopments in healthcare law. The Health iBesvwcompanies believe their
operations comply with these laws and they aregregpto modify their operations from time to tingethe legal and regulatory environment
changes. However, there can be no assurancesi¢hiderlth Services companies will always be ablaadify their operations to address
changes in the legal and regulatory environmertiauit any adverse effect to their financial perfonoce The consequences of failing to
comply with applicable laws can be severe. Law$ ascthe Anti-Kickback Statute and HIPAA carry dnal penalties. In many instances
violations of applicable law can result in substrfines and damages. Moreover, in some caseatioak of applicable law can result in
exclusion in participation in federal and stateltineare programs. If any of the Health Services jganies were excluded from participatior
federal or state healthcare programs, our customepsparticipate in those programs could not dartess with us.

Reimbursement

The companies in the Health Services segmamntalsignificant revenue from direct billings tastomers and third-party payors such as
Medicare, Medicaid, managed care and private h@atirance companies for their diagnostic imagenyises. The Health Services’
customers are primarily healthcare providers witeire the majority of their payments from third4ygpayors. Payments by third-party
payors to such healthcare providers depend, in paoin their patients’ health insurance policies.

New Medicare regulations reduced 2006 Medicairabursement for certain imaging services perémmn contiguous body parts during
the same day. In addition, the Deficit Reductiort #fc2005 (the DRA) limits reimbursement for imagiservices provided in physician
offices and in free-standing imaging centers torimbursement amount for that same service whevigerd in a hospital outpatient
department. This DRA provision impacts a small nemif imaging services provided by the Health Smwisegment. Federal and state
legislatures may seek additional cuts in Medicare ldedicaid programs that could impact the valuthefservices provided by the Health
Services segment.

Competition

The market for selling, servicing and opemiiliagnostic imaging services, patient monitoriggipment and imaging systems is highly
competitive. In addition to direct competition frasther providers of items and services similahtwse offered by the Health Services
companies, the companies within Health Servicespatenwith free-standing imaging centers and hezlth providers that have their own
diagnostic imaging systems, as well as with equigmeanufacturers that sell imaging equipment diyacthealthcare providers for
permanent installation. Some of the direct competjtwhich provide contract MR and PET/CT servitesje access to greater financial
resources than the Health Services companiesditi@d some of Health Services’ customers are lslgpaf providing the same services to
their patients directly, subject only to their ddan to acquire a highest diagnostic imaging system, assume the finhaotechnology risl
and employ the necessary technologists, ratherahtain the services from the Health Services cawp@he Health Services companies |
also experience greater competition in statesdinaiently have certificate of need laws if suchdamere repealed, thereby reducing barrie
entry and competition in that state. The Healthvi8es companies compete against other similar devgion the basis of quality of services,
quality and magnetic field strength of imaging sys$, relationships with health care providers, Kedge and service quality of
technologists, price, availability and reliability.
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Environmental, Health or Safety Laws

PET, PET/CT and nuclear medicine servicesiredbe use of radioactive material. While this eni has a short life and quickly breaks
down into inert, or non-radioactive substancesigisuch materials presents the risk of accidemtal@nmental contamination and physical
injury. Federal, state and local regulations gowkmstorage, use and disposal of radioactive maaterd waste products. The Company
believes that its safety procedures for storingdling and disposing of these hazardous mater@atgpty with the standards prescribed by
and regulation; however the risk of accidental aorihation or injury from those hazardous mategalsnot be completely eliminated. The
companies in the Health Services segment haveatbahy material expenses related to environmergalth or safety laws or regulations.

Capital Expenditures

Capital expenditures in this segment prindypaglate to the acquisition of diagnostic imageguipment used in the imaging business.
During 2008, capital expenditures of approximaflymillion were made in the Health Services segmBuotial capital expenditures during
five-year period 2009-2013 are estimated to be@pprately $27 million. Operating leases are alsedu® finance the acquisition of medical
equipment used by Health Services companies. Quoparating lease commitments during the five-yesaiod 20092013 are estimated to
$76 million.

Employees
At December 31, 2008 the Health Services sagimed approximately 357 full-time employees.

FOOD INGREDIENT PROCESSING

General

Food ingredient processing consists of Idafwiffe Holdings, Inc. IPH, headquartered in Ritiggho, manufactures and supplies
dehydrated potato products to food manufacturetiseérsnack food, foodservice and bakery industt®id.has three processing facilities
located in Ririe, Idaho; Center, Colorado; and &y@Rrince Edward Island, Canada. Together these flacilities have the capacity to proc
approximately 114 million pounds of dehydrated pmfaroducts annually.

The Company derived 5%, 6% and 4% of its cliated operating revenues from the Food Ingredientessing segment for each of the
years ended December 31, 2008, 2007 and 2006 ctaghe. This segme’s contribution to consolidated income from contimgioperations
for each of three years ended December 31, 2008, 20d 2006 was 5%, 8% and (8%), respectively.

Customers

IPH sells to customers in the United Statebiaternationally. Products are sold through conypsales persons and broker sales
representatives. Customers include end users ifotlteingredient industries and distributors to fied ingredient industries and foodservice
industries, both domestically and internationally.

Competition

The market for processed, dehydrated potat@$, flour and granules is highly competitive. Bhdity to compete depends on superior
product quality, competitive product pricing antbag customer relationships. IPH competes with mooemanufacturers and dehydrator
varying sizes in the United States and overseakjding companies with greater financial resources.
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Potato Supply

The principal raw material used by IPH is weblprocess-grade potatoes from fresh packing dpesand growers. These potatoes are
unsuitable for use in other markets due to impéidas. They do not meet United States DepartmeAioiculture’s general requirements &
expectations for size, shape or color. While IPH macessing capabilities in three geographicatifirctt growing regions, there can be no
assurance it will be able to obtain raw materials tb poor growing conditions, a loss of key grawend other factors. A loss of raw
materials or the necessity of paying much high&egrfor raw materials could adversely affect tharicial performance of IPH.

Backlog
IPH has backlog in place for 2009 of approx&ha48 million pounds compared with 52 million pwls one year ago.

Regulations

IPH is regulated by the United States Depantroé Agriculture and the Federal Food and Drug Astration and other federal, state,
local and foreign governmental agencies relatintpéoquality of products, sanitation, safety andirmmental control. IPH adheres to strict
manufacturing practices that dictate sanitary dimns conducive to a high quality food product. fatilities use wastewater systems that are
regulated by government environmental agencielsain tespective locations and are subject to p&ngiby these agencies. IPH believes that
it complies with applicable laws and regulationglihmaterial respects, and that continued compéawith such laws and regulations will not
have a material effect on its capital expenditueesnings or competitive position.

Capital Expenditures

Capital expenditures in the Food IngrediemicEssing segment typically include additional inments in new dehydration equipment or
expenditures to replace worn-out equipment andanmefficiency. Capital expenditures may also béerfar the purchase of land and
buildings for plant capacity expansion and for stweents in management information systems. Duriii2capital expenditures of
$2 million were made in the Food Ingredient Proressegment. Total capital expenditures for thedFogredient Processing segment du
the five-year period 2009-2013 are estimated taggroximately $14 million.

Employees
At December 31, 2008 the Food Ingredient Pssiog segment had approximately 375 full-time erygés.

OTHER BUSINESS OPERATIONS

General

Other Business Operations consists of buséisassresidential, commercial and industrial eleatontracting industries; fiber optic and
electric distribution systems; wastewater and HV&Gtems construction; transportation and energyices.

The Company derived 15%, 15% and 13% of itssobdated operating revenues from the Other Basi@perations segment for each of
the years ended December 31, 2008, 2007 and 28§}fectively. This segment’s contribution to cordatied income from continuing
operations for each of
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the three years ended December 31, 2008, 200700&2as 15%, 8% and 10%, respectively. Following lisief description of the
businesses included in this segment.

Foley Company headquartered in Kansas City, Missouri, provitieshanical and prime contracting services for watel wastewater
treatment plants, power generation plants, hosaitdlpharmaceutical facilities, and other indukamal manufacturing projects across a
multi-state service area in the Central UnitedeStat

Midwest Construction Services, Inc. (MCSbcated in Moorhead, Minnesota, is a holding camypfor subsidiaries that provide a full
spectrum of electrical design and constructionises/for the industrial, commercial and municipasiness markets, including
government, institutional, utility communicatioredectric distribution and renewable energy genenati

Otter Tail Energy Services Companlgeadquartered in Fergus Falls, Minnesota, previeehnical and engineering services and energy
efficient lighting primarily in North Dakota and kinesota.

E. W. Wylie Corporation (Wylie) located in West Fargo, North Dakota, is a flafeshvy-haul and specialized contract and common
carrier operating a fleet of tractors and trailard8 states and four Canadian provinces. Durir@820ylie developed heavyaul and winc
tower transport operations. Wylie has trucking teats in West Fargo, North Dakota; Fort Worth, T&xaenver, Colorado; and
Albertville, Minnesota.

Competition

Each of the businesses in Other Business @pesds subject to competition, as well as the&! of general economic conditions in their
respective industries. The construction compamiekis segment must compete with other construa@npanies in the Upper Midwest and
the Central regions of the United States, includiompanies with greater financial resource, wheldibg on new projects. The Company
believes the principal competitive factors in tlemstruction segment are price, quality of work anstomer service.

The trucking industry, in which Wylie partieiges, is highly competitive. Wylie competes priryawiith other short- to medium-haul,
flatbed truckload carriers, internal shipping coctéid by existing and potential customers and,lésser extent, railroads. Wylie recently
entered the transportation market with specialteealvy-haul trucks and trailers capable of haulimgpviower sections. Competition for the
freight transported by Wylie is based primarilysafety, service, efficiency and freight rates. Ehare other trucking companies that have
greater financial resources, operate more equiporetdrry a larger volume of freight than Wylie ghdse companies compete with Wylie
for qualified drivers.

Backlog

The construction companies in the Other Bissir@perations segment have backlog in place ofi#ilfibn for 2009 compared with
$77 million one year ago.

Capital Expenditures

Capital expenditures in this segment typicadude investments in additional trucks, trailargl construction equipment. During 2008,
capital expenditures of approximately $4 millionrezenade in Other Business Operations. Capital elipers during the five-year period
2009-2013 are estimated to be approximately $1llomifor Other Business Operations. Operating ls@se also used to finance the
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acquisition of trucks used by Wylie. Current opieigiease commitments during the five-year perio8®2013 are estimated to be
$13 million.

Employees

At December 31, 2008 there were approximad8ly full-time employees in Other Business Operatidtioorhead Electric, Inc., a
subsidiary of MCS, has 60 employees representddday unions of the International Brotherhood oéd&tical Workers and covered by a
labor contract that expires on May 1, 2010. Foleyn@any has 230 employees represented by varionssynincluding Carpenters and
Millwrights, Sheet Metal Workers, Laborers, Operatdperating Engineers, Pipe Fitters, Steamfitfeitanbers and Teamsters. Foley
Company has several labor contracts with variogsration dates in 2009 and 2010. Moorhead Electnic, and Foley Company have not
experienced any strike, work stoppage or strike vand consider their present relations with emgeeyto be good.

ForwardLooking Information— Safe Harbor Statement Under the
Private Securities Litigation Reform Act of 1995

This Annual Report on Form 10-K contains fordvdooking statements within the meaning of thev&e Securities Litigation Reform Act
of 1995 (the Act). When used in this Form 10-K amé€uture filings by the Company with the Secust@nd Exchange Commission, in the
Company’s press releases and in oral statementdsvgach as “may,” “will,” “expect,” “anticipate,tontinue,” “estimate,” “project,”
“believes” or similar expressions are intendeddentify forward-looking statements within the mesnof the Act. Such statements are based
on current expectations and assumptions, and emtédus risks and uncertainties that could cacsgehresults to differ materially from thc
expressed in such forward-looking statements.

The following factors, among others, couldsmactual results for the Company to differ mallgrieom those discussed in the forward-
looking statements:

. The Company is subject to federal and statellgs, regulations and actions that may have atinagimpact on the Company’s
business and results of operatic

. Actions by the regulators of the Company’s elecegment could result in rate reductions, loveeenues and earnings or delays in
recovering capital expenditure

. Future operating results of the electric segméthbe impacted by the outcome of a rate caselfileNorth Dakota on November 3,
2008 requesting an overall increase in North Dakatias of 5.14%. The filing included a requestdnrinterim rate increase of
4.07%, which went into effect on January 1, 200€rim rates will remain in effect for all North Bata customers until the NDPSC
makes a final determination on the Utility’s requ&ghich is expected by August 1, 2009. If finalemare lower than interim rates,
the Ultility will refund North Dakota customers tt#ference with interes

. Any significant impairment of the Company’s goaliwould cause a decrease in the Company’s assets reduction in its net
operating performanc

. A sustained decline in the Company’s common spoide below book value may result in goodwill inmp@ents that could adversely
affect the Compar’s results of operations and financial positionywa8l as credit facility covenant

. The terms of some of the Company’s contractsccexpose it to unforeseen costs and costs notrwitthicontrol, which may not be
recoverable and could adversely affect its resiltgperations and financial conditic

. The Company is subject to risks associated withggnmarkets
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Certain of the Compar's operating companies sell products to consumatstiuld be subject to rece

Future operating results of the Company’s electeigment will be impacted by the outcome of riaterrfilings in Minnesota for
transmission investment

Certain costs currently included in the FCA itailerates may be excluded from recovery throughREA but may be subject to
recovery through rates established in a genermlcage

Weather conditions or changes in the weather pesttesin adversely affect the Comp’s operations and revenu
Electric wholesale margins could be further redugethe MISO market becomes more effici
Electric wholesale trading margins could be redumeeliminated by losses due to trading activit

The Company’s electric generating facilities smbject to operational risks that could resultrisecheduled plant outages,
unanticipated operation and maintenance expenskemareased power purchase co

Wholesale sales of electricity from excess gei@raould be affected by reductions in coal shiptago the Big Stone and Hoot
Lake plants due to supply constraints or rail tpamgation problems beyond the Comp’s control.

The Company’s electric segment has capitalizéd@bthillion in costs related to the planned corgtan of a second electric
generating unit at its Big Stone Plant site as ef@&nber 31, 2008. If the project is abandoned éomfiting or other reasons, a
portion of these capitalized costs and others meclin future periods may be subject to expensamadnot be recoverabl

Federal and state environmental regulation coaldse the Company to incur substantial capital mdipgres and increased operating
costs.

Existing or new laws or regulations addressinmgate change or reductions of GHG emissions byrédae state authorities, such as
mandated levels of renewable generation or mangatductions in CQemission levels or taxes on G@missions, that result in
increases in electric service costs could negativepact the Company’s net income, financial positand operating cash flows if
such costs cannot be recovered through rates gragteatemaking authorities in the states whereJtiléy provides service or
through increased market prices for electric

The Company may not be able to respond effegticetieregulation initiatives in the electric intlys which could result in reduced
revenues and earning

If the Company is unable to achieve the organieviitat expects, its financial performance may beeadely affectec

The Company'’s plans to grow and diversify throaghuisitions and capital projects may not be ssgfoéand could result in poor
financial performance

The Compan's plans to acquire, grow and operate the Con’s nonelectric businesses could be limited by $tate
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Competition is a factor in all of the Compi's businesse:
Economic uncertainty could have an adverse impathe Compar’s future revenues and expens

Volatile financial markets and changes in the @any’s debt rating could restrict the Company’dighio access capital and could
increase borrowing costs and pension plan expebBs&siptions, uncertainty or volatility in the fineial markets can also adversely
impact the results of operations, the ability oftomers to finance purchases of goods and senandshe financial condition of the
Company as well as exert downward pressure on gtigc&s and/or limit the Company’s ability to suistis current common stock
dividend level.

As of December 31, 2008, the Compangéfined benefit pension plan assets had decsigmificantly since December 31, 2007.°
Company is not required to make a mandatory cantidh to the pension plan in 2009. However, if tharket value of pension plan
assets continues to decline and relief under thsiBe Protection Act is no longer granted, the Canypcould be required to
contribute capital to the pension plan in 2C

The price and availability of raw materials coufteat the revenue and earnings of the Com’s manufacturing segmel

The Company’s food ingredient processing segropatates in a highly competitive market and is depat on adequate sources of
raw materials for processing. Should the supplthese raw materials be affected by poor growinglitmms, this could negatively
impact the results of operations for this segmr

The Company’s food ingredient processing and waweer manufacturing businesses could be advesadtdgted by changes in
foreign currency exchange rat

The Company’s plastics segment is highly dependem limited number of vendors for PVC resin, pnahwhich are located in the
Gulf Coast regions, and a limited supply of reSine loss of a key vendor or an interruption or géfethe supply of PVC resin cou
result in reduced sales or increased costs fobtsgess. Reductions in PVC resin prices coulétiegly impact PVC pipe prices,
profit margins on PVC pipe sales and the value\dE€ Pipe held in inventory

Changes in the rates or method of thpedty reimbursements for diagnostic imaging sesvimauld result in reduced demand for tr
services or create downward pricing pressure, whvichld decrease revenues and earnings for the Qoyigplaealth services
segment

The Company'’s health services businesses mandigeito continue to maintain the agreements wiihf3 Medical from which it
derives significant revenues from the sale andicef Philips Medical diagnostic imaging equipme

Technological change in the diagnostic imagirustry could reduce the demand for diagnostic imggervices and require the
Compan’s health services operations to incur significarst€ to upgrade their equipme

Actions by regulators of the Company’s healtlvieers operations could result in monetary penatifa®strictions in the Company’s
health services operatior

A significant failure or an inability to properbid or perform on projects by the Company’s cangton businesses could lead to
adverse financial result
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A further discussion of risk factors and canéiry statements is set forth under “Risk Factocs@autionary Statements” and “Critical
Accounting Policies Involving Significant Estimatés “Management’s Discussion and Analysis of FioiahCondition and Results of
Operations” on pages 29 through 36 of the Compa2808 Annual Report to Shareholders, filed as dnitiitxhereto. These factors are in
addition to any other cautionary statements, writieoral, which may be made or referred to in @mtion with any forward-looking
statement or contained in any subsequent filinghbyCompany with the Securities and Exchange Casion. The Company undertakes no
obligation to correct or update any forward-lookstgtement, whether as a result of new informafigtouye events or otherwise.

Item 1A. RISK FACTORS

The information required by this Item is ingorated by reference to “Management’s Discussiah/amalysis of Financial Condition and
Results of Operations — Risk Factors and Cautio&aayements” on Pages 29 through 34 of the Comp&t08 Annual Report to
Shareholders, filed as an Exhibit hereto.

Item 1B. UNRESOLVED STAFF COMMENTS

None.

Item 2. PROPERTIES

The Coyote Station, which commenced operatidi®81, is a 414,000 kW (nameplate rating) minasthglant located in the lignite coal
fields near Beulah, North Dakota and is jointly @drby the Utility, Northern Municipal Power Agendypntana-Dakota Utilities Co. and
Northwestern Public Service Company. The Utilitytie operating agent of the Coyote Station and ®&46 of the plant

The Utility, jointly with Northwestern Publiservice Company and Montaskota Utilities Co., owns the 414,000 kW (nameplaiting)
Big Stone Plant in northeastern South Dakota wharhmenced operation in 1975. The Utility is theratiag agent of Big Stone Plant and
owns 53.9% of the plant.

Located near Fergus Falls, Minnesota, the Hakée Plant is comprised of three separate gemeratiits with a combined nameplate ra
of 127,000 kW. The oldest Hoot Lake Plant genegatinit was constructed in 1948 (7,500 kW namepkiag) and was retired on
December 31, 2005. A second unit was added in (85800 kW nameplate rating) and a third unit wadea in 1964 (66,000 kW namepl;:
rating) and modified in 1988 to provide cycling ahjity, allowing this unit to be more efficientlyrought online from a standby mode.

The Utility owns 27 wind turbines at the LaogdNorth Dakota Wind Energy Center with a namepfating of 40,500 kW and 32 wind
turbines at the Ashtabula Wind Energy Center lataieBarnes County, North Dakota with a nameplatag of 48,000 kW.

As of December 31, 2008 the Utility’s transsig facilities, which are interconnected with Br&f other public utilities, consisted of 48
miles of 345 kV lines; 405 miles of 230 kV line®%miles of 115 kV lines; and 4,039 miles of lowettage lines, principally 41.6 kV. The
Utility owns the uprated portion of the 48 milestbé 345 kV line, with Minnkota Power Cooperatiegaining title to the original 230 kV
construction.
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In addition to the properties mentioned abdie,Company owns and has investments in officdssarvice buildings. The Company’s
subsidiaries own facilities and equipment used amufiacture PVC pipe, produce dehydrated potatoystscand perform metal stamping,
fabricating and contract machining; constructionipment and tools; wind towers and other heavy hiakaicated products; thermoformed
products; commercial and waterfront equipment; iwedimaging equipment and a fleet of flatbed truakd trailers.

Management of the Company believes the fasliand equipment described above are adequateef@ompany’s present businesses.

ltem 3. LEGAL PROCEEDINGS
Sierra Club Complaint

On June 10, 2008 the Sierra Club filed a compiaitihe U.S. District Court for the District of Stubakota (Northern Division) against the
Company and two other co-owners of Big Stone. Tdmapiaint alleges certain violations of the Prevamiof Significant Deterioration and
New Source Performance Standards (NSPS) provisibiie Clean Air Act and certain violations of tBeuth Dakota State Implementati
Plan (South Dakota SIP). The action further allagesdefendants modified and operated Big Stonleowitobtaining the appropriate permits,
without meeting certain emissions limits and NS&@uirements and without installing appropriate aiois control technology, all allegedly
in violation of the Clean Air Act and the South @&k SIP. The Sierra Club alleges the defendant&reechave contributed to air pollution
and visibility impairment and have increased tis& of adverse health effects and environmental damiehe Sierra Club seeks both
declaratory and injunctive relief to bring the defants into compliance with the Clean Air Act ahd South Dakota SIP and to require the
defendants to remedy the alleged violations. Tleer&iClub also seeks unspecified civil penaltiesluiding a beneficial mitigation project.
The Company believes these claims are without raadtthat Big Stone has been and is being opeiratampliance with the Clean Air Act
and the South Dakota SIP. The ultimate outcombedd matters cannot be determined at this time.

Federal Power Act Complaint

On August 29, 2008 Renewable Energy System Americas(RES), a developer of wind generation anéREVind Development, LLC
(PEAK Wind), a group of landowners in Barnes Countgrth Dakota, filed a complaint with the FERCegiihg that the Utility and Minnkota
Power Cooperative, Inc. (Minnkota) had acted togeth violation of the Federal Power Act (FPA) eng RES/PEAK Wind access to the
Pillsbury Line, an interconnection facility whichitvhkota owns to interconnect generation projecisddeveloped by the Utility and
NextEra Energy Resources, Inc. (fka FPL Energy.) lfitextEra). RES/PEAK Wind asked that (1) the FE&t@er Minnkota to interconne
its Glacier Ridge project to the Pillsbury Line,ioithe alternative, (2) the FERC direct MISO tteirconnect the Glacier Ridge project to the
Pillsbury Line. RES and Peak Wind also requestatttie Utility, Minnkota and NextEra pay any cosssociated with interconnecting the
Glacier Ridge Project to the MISO transmissioneystvhich would result from the interconnectiontw# Pillsbury Line to the Minnkota
transmission system, and that the FERC assesgeivdlties against the Utility. The Utility answeithe Complaint on September 29, 2008,
denying the allegations of RES and PEAK Wind argliesting that the FERC dismiss the Complaint. Ol 14, 2008, RES and PEAK
Wind filed an Answer to the Utilityy Answer and, restated the allegations includelérinitial Complaint. RES and PEAK Wind also adé
request that the FERC rescind both the Utility’sweafrom the FERC Standards of Conduct and itsketabased rate authority. On
October 28, 2008, the Utility filed a Reply, denyithe allegations made by RES and PEAK Wind ilitswer. By Order issued on
December 19, 2008, the Commission set the Comfdlairitearing and established settlement procediites parties are engaged in
settlement discussions. The Company believes #imslthat the Utility has violated the FPA are withmerit. The ultimate outcome of this
matter cannot be determined at this time.
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The Company is the subject of various pendinthireatened legal actions and proceedings intti@ary course of its business. Such
matters are subject to many uncertainties and tmomes that are not predictable with assurance Cdmpany records a liability in its
consolidated financial statements for costs reltedaims, including future legal costs, settletseand judgments, where it has assessed tha
a loss is probable and an amount can be reasoestifyated. The Company believes the final resatutiocurrently pending or threatened
legal actions and proceedings, either individuatlyn the aggregate, will not have a material aseaffect on the Company’s consolidated
financial position, results of operations or casiws.

Item 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITMOLDERS
No matters were submitted to a vote of segindtiders during the three months ended Decemhe2(Ri8.

Item 4A. EXECUTIVE OFFICERS OF THE REGISTRANT (ASFFEBRUARY 27, 2009)

Set forth below is a summary of the principedupations and business experience during theipastears of the executive officers as
defined by rules of the Securities and Exchange 1@ission. Except as noted below, each of the exexufificers has been employed by the
Company for more than five years in an executivsmanagement position either with the Company owftslly owned subsidiary, Varistar.

NAME AND AGE DATES ELECTED TO OFFIC PRESENT POSITION AND BUSINESS EXPERIENC
John D. Erickson (50) 4/8/02 Presen President and Chief
Executive Officel
George A. Koeck (56) 4/10/00 Presen Corporate Secretary
and General Couns
Lauris N. Molbert (51) 6/10/02 Presen Executive Vice President and
Chief Operating Office
Kevin G. Moug (49 4/9/01 Presen Chief Financial Office
Charles S. MacFarlane (4 5/1/03 Presen President, Otter Tail Power Compe

With the exception of Charles S. MacFarlahe,term of office for each of the executive off&é one year and any executive officer
elected may be removed by the vote of the Boafdi@ctors at any time during the term. Mr. MacFaéas not appointed by the Board of
Directors. Mr. MacFarlane is a son of John MacHKeajavho is the Chairman of the Board of Direct@isere are no other family relationsh
between any of the executive officers or directors.
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PART Il

Item 5 MARKET FOR THE REGISTRANTS COMMON EQUITY, RELATED STOCKHOLDER MATTERS AND ISUER
PURCHASES OF EQUITY SECURITIE

The information required by this Item is ingorated by reference to the first sentence undéet@ail Corporation Stock Listingdn Pag
72, to “Selected Consolidated Financial Data” ogdPa8, to “Retained Earnings Restriction” on Pafy@d to “Quarterly Information” on
Page 69 of the Company’s 2008 Annual Report to &tadders, filed as an Exhibit hereto. The Compadyndt repurchase any equity
securities during the three months ended Decenthe2(D8.

PERFORMANCE GRAPH
COMPARISON OF FIVE-YEAR CUMULATIVE TOTAL RETURN

The graph below compares the cumulative s¥tateholder return on the Company’s common shardhbé last five fiscal years with the
cumulative return of The NASDAQ Stock Market Indnd the Edison Electric Institute Index (EEI) ottex same period (assuming the
investment of $100 in each vehicle on Decembe8@3, and reinvestment of all dividends).
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Item 6 SELECTED FINANCIAL DATA

The information required by this Item is ingorated by reference to “Selected ConsolidatedrigiadData” on Page 18 of the Company’s
2008 Annual Report to Shareholders, filed as aritiitxhereto.

Item 7 MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATION:

The information required by this Item is ingorated by reference to “Management’s Discussiah/amalysis of Financial Condition and
Results of Operations” on Pages 19 through 37@fXbmpany’s 2008 Annual Report to Shareholdees] fls an Exhibit hereto.

Item 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

The information required by this Item is ingorated by reference to “Quantitative and Qualimisclosures About Market Risk” on
Pages 32 through 34 of the Company’s 2008 AnnupbRéo Shareholders, filed as an Exhibit hereto.

Item 8 FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA

The information required by this Item is ingorated by reference to “Quarterly Information”Bage 69, the Company’s audited financial
statements on Pages 39 through 69 and “Repordepkndent Registered Public Accounting Firm” oneP2@ of the Company’s 2008
Annual Report to Shareholders, filed as an Extibreto.

Item 9.CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACOUNTING AND FINANCIAL DISCLOSURE

None.

Item 9A. CONTROLS AND PROCEDURE:

Under the supervision and with the participatf the Company’s management, including the Chiefcutive Officer and the Chief
Financial Officer, the Company evaluated the effectess of the design and operation of its discksontrols and procedures (as defined in
Rule 13a-15(e) under the Securities Exchange AtB8# (the Exchange Act)) as of December 31, 20@8end of the period covered by this
report. Based on that evaluation, the Chief Exgeudfficer and Chief Financial Officer concludedtlhe Companyg disclosure controls a
procedures were effective as of December 31, 2008.

There were no changes in the Company’s inteorarol over financial reporting (as defined inl&s 13a-15(f) under the Exchange Act)
during the fourth quarter ended December 31, 2B88hHas materially affected, or is reasonably yikelmaterially affect, the Company’s
internal control over financial reporting.

The annual report of the Company’s managemeimternal control over financial reporting is @mporated by reference to “Management’
Report Regarding Internal Control Over Financiap&#ng” on Page 37 of the Company’s 2008 Annugldreto Shareholders, filed as an
Exhibit hereto.
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The attestation report of Deloitte & Touche LLPe tBompany’s independent registered public accogiiitim, regarding the Company’s
internal control over financial reporting is incorpted by reference to “Report of Independent Regid Public Accounting Firmdn Page 3
of the Company’s 2008 Annual Report to Shareho|ddesl as an Exhibit hereto.

Item 9B OTHER INFORMATION

None.

PART IlI

Item 10 DIRECTORS, EXECUTIVE OFFICERS AND CORPORATE GOVERNEE

The information required by this Item regagdirectors is incorporated by reference to thermiation under “Election of Directors” in
the Companys definitive Proxy Statement for the 2009 Annualeltieg. The information regarding executive officarsl family relationship
is set forth in Item 4A hereto. The information aedjing Section 16 reporting is incorporated by nefee to the information under “Security
Ownership of Directors and Officers — Section 1@&ajeficial Ownership Reporting Compliance” in Bempany’s definitive Proxy
Statement for the 2009 Annual Meeting. The infoioratequired by this Item regarding the Companytcpdures for recommending
nominees to the Board of Directors is incorpordtgdeference to the information under “Meetings @unmittees of the Board of Directors
— Corporate Governance Committee” in the Compsudgfinitive Proxy Statement for the 2009 Annualelitreg. The information required
this Item in regards to the Audit Committee is inprated by reference to the information under “Megs and Committees of the Board of
Directors — Audit Committee” in the Company’s défive Proxy Statement for the 2009 Annual Meetifife information regarding the
Company'’s Audit Committee financial experts is inparated by reference to the information under “Megs and Committees of the Board
— Audit Committee” in the Company’s definitive Pro$gatement for the 2009 Annual Meeting.

The Company has adopted a code of conducagies to all of its directors, officers (incladiits principal executive officer, principal
financial officer, and its principal accounting ioffr or controller or person performing similar étions) and employees. The Compangdde
of conduct is available on its website at www.dtticom. The Company intends to satisfy the disaie requirements under Item 5.05 of
Form 8-K regarding an amendment to, or waiver frarprovision of its code of conduct by posting sinfbrmation on its website at the
address specified above. Information on the Comigamgbsite is not deemed to be incorporated byeréer into this Annual Report on Fc
10-K.

Item 11 EXECUTIVE COMPENSATION

The information required by this Item is ingorated by reference to the information under “Cengation Discussion and Analysis,”
“Report of Compensation Committee,” “Executive Cangation” and “Director Compensation” in the Compamlefinitive Proxy Statement
for the 2009 Annual Meeting.

Item 12 SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERSND MANAGEMENT AND RELATED STOCKHOLDER
MATTERS

The information required by this Item regagdsecurity ownership is incorporated by refereacthé information under “Outstanding
Voting Shares” and “Security Ownership of Directarsl Officers” in the Company’s definitive Proxya&ment for the 2009 Annual
Meeting.
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EQUITY COMPENSATION PLAN INFORMATION

The following table sets forth information@sDecember 31, 2008 about the Company’s commarkdtat may be issued under all of its
equity compensation plans:

Number of
securities
remaining availabl
Number of for future issuanc
securities to b under equity
issued upol Weightec-average compensation plar
exercise 0 exercise price ¢ (excluding
outstanding outstanding securities
options, warrant options, warrant reflected in columi
Plan Categor and rights and rights (@)
. . _ (a) (b) (©)
Equity compensation plans approved by securitydrs
1999 Stock Incentive Ple 909,63/(1) $14.51 1,017,32(2)
1999 Employee Stock Purchase F — N/A 330,56(3)
Equity compensation plans not approved by sechotglers — — —
Total 909,63. $14.51 1,347,89.

(1) Includes 114,800, 109,000, and 88,050 perdmae based share awards made in 2008, 2007 andr2epéctively, 73,585 restricted
stock units outstanding as of December 31, 2008,18m/95 phantom shares as part of the deferredtdircompensation program and
excludes 73,447 shares of restricted stock issnddrithe 1999 Stock Incentive Pl

(2) The 1999 Stock Incentive Plan provides ferigsuance of any shares available under the pldreiform of restricted stock,
performance awards and other types of <-based awards, in addition to the granting of otievarrants or stock appreciation rigt

(3) Shares are issued based on empl’'s election to participate in the ple

Item 13 CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS, ANIDIRECTOR INDEPENDENCE

The information required by this Item is ingorated by reference to the information under ‘®otind Procedures Regarding Transactions
with Related Persons” and “Election of Directons’the Company’s definitive Proxy Statement for 2009 Annual Meeting.

Item 14 PRINCIPAL ACCOUNTANT FEES AND SERVICE

The information required by this Item is ingorated by reference to the information under “fatiion of Independent Registered Public
Accounting Firm — Fees” and “Ratification of Indeyient Registered Public Accounting Firm — Pre-Appitaf Audit/Non-Audit Services
Policy” in the Company’s definitive Proxy Statemémt the 2009 Annual Meeting.
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PART IV

Item 15 EXHIBITS, FINANCIAL STATEMENT SCHEDULES
(a) List of documents filed:
(1) and (2) See Table of Contents on Bdgeereof.
(3) See Exhibit Index on Pages 52 throb@tmereof.

Pursuant to Item 601(b)(4)(iii) of Regulation Sd¢pies of certain instruments defining the righthaders of certain long-
term debt of the Company are not filed, and in tieereof, the Company agrees to furnish copiegtid¢o the Securities and
Exchange Commission upon request.
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SIGNATURES
Pursuant to the requirements of Section 1B5¢dl) of the Securities Exchange Act of 1934, #gistrant has duly caused this report to be
signed on its behalf by the undersigned, theredatp authorized.
OTTER TAIL CORPORATION

By /s/ Kevin G. Moug
Kevin G. Moug
Chief Financial Officer

Dated: February 27, 200

Pursuant to the requirements of the Secuiitiehange Act of 1934, this report has been sidnolv by the following persons on behalf
of the registrant and in the capacities and ord#ies indicated:

Signature and Title

John D. Ericksol
President and Chief Executive Offic
(principal executive officer) and Direct

Kevin G. Moug
Chief Financial Office!
(principal financial and accounting office
By /s/ John D. Erickso
John D. Ericksol
Pro Se and Attornein-Fact
Dated February 27, 20(

John C. MacFarlan
Chairman of the Board and Direc!

Karen M. Bohn, Directo

Arvid R. Liebe, Directol
Edward J. Mclintyre, Directc
Joyce Nelson Schuette, Direc
Nathan |. Partain, Directc

Gary J. Spies, Directc

N e e e e N e e e e e e e N N N N N N N N N N

James B. Stake, Direct
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OTTER TAIL CORPORATION
TABLE OF CONTENTS

FINANCIAL STATEMENTS, SUPPLEMENTARY FINANCIAL DATA,SUPPLEMENTAL

FINANCIAL SCHEDULES INCLUDED IN ANNUAL REPORT ON FEM 10-K
FOR THE YEAR ENDED DECEMBER 31, 2008

The following items are incorporated in this Ann&aport on Form 10-K by reference to the registsafshnual Report to Shareholders for

the year ended December 31, 2008 filed as an Bxiebéto:

Financial Statements:

Manageme's Report Regarding Internal Control Over FinanBiaporting

Report of Independent Registered Public ActiagrFirm

Consolidated Statements of Income for the @hears Ended December 31, 2!

Consolidated Balance Sheets, December 31, 2002007

Consolidated Statements of Common ShareholHgrsty and Comprehensive Income for the Threer¥&mnded
December 31, 20C

Consolidated Statements of Cash Flows foiTtiree Years Ended December 31, 2

Consolidated Statements of Capitalization,ddgger 31, 2008 and 20!

Notes to Consolidated Financial Statem

Selected Consolidated Financial Data for the Fiearg Ended December 31, 2(

Quarterly Data for the Two Years Ended DecembefB08

Page il
Annua
Report t
Shareholdel

37
38
39
40 & 41

42
43
44
45-69
18

69

Schedules are omitted because of the absence cbtiagitions under which they are required, bec#fuse@mounts are insignificant or beca

the information required is included in the finaal@tatements or the notes thereto.
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3-A

3-B

4-A-1

4-A-2

4-A-3

4-A-4

4-B

4-C

4-D

4-D-1

4-D-2

4-E

Previously Filed

Exhibit Index

to

Annual Report
on Form 10-K
For Year Ended December 31, 2008

As
Exhibit
File No. No.
8-K 3
filed 4/10/01
10-K for year 3-B
ended 12/31/0
10-K for year 4-D-7
ended 12/31/0
10-K for year 4-D-4
ended 12/31/0
10-Q for quarter 4.2
ended 9/30/0.
8-K filed 4.2
12/20/07
8-K filed 4.1
8/01/08
8-K filed 4.1
2/28/07
8-K filed 4.1
8/23/07
8-K filed 4.3
12/20/07
8-K filed 4.1
9/15/08
8-K filed 4.1
10/5/07
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—Restated Articles of Incorporation, as amendedyiing
resolutions creating outstanding series of Cumddfireferred
Shares)

—Restated Bylaws, as amended.

—Note Purchase Agreement, dated as of Decembe01, 20

—First Amendment, dated as of December 1, 2002 ote N
Purchase Agreement, dated as of December 1,

—Second Amendment, dated as of October 1, 20040te N
Purchase Agreement, dated as of December 1, .

—Third Amendment, dated as of December 1, 2007 ai@ N
Purchase Agreement, dated as of December 1,

—Credit Agreement, dated as of July 30, 2008, antbag
Company, dba Otter Tail Power Company, the Bankseaa
therein, Bank of America, N.A., as Syndication Agemd U.S.
Bank National Association, as agent for the Ba

—Note Purchase Agreement, dated as of February023, 2
between the Company and Cascade Investment L

—Note Purchase Agreement, dated as of August 2@,.200

—First Amendment, dated as of December 14, 200Mpte
Purchase Agreement, dated as of August 20, -

—Second Amendment, dated as of September 11, 200&te
Purchase Agreement, dated as of August 20,

—Credit Agreement, dated as of October 2, 2007, anvaristal
Corporation, the Banks named therein, U.S. BankoNat
Association, as agent for the Banks and as Leaanger, and
Bank of America, N.A., Keybank National Associatiamd
Wells Fargo Bank, National Association, as Co-Doeutation
Agents.
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Exhibit
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8-K filed 4.1
12/7/07
8-K filed 4.1
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ended 12/31/92
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ended 12/31/92
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10-K for year 10-C4
ended 12/31/9
10-K for year 10-C5
ended 12/31/9
10-K for year 10-C6
ended 12/31/9
2-55813 5-F
2-55813 5-G
2-62815 5-E-1
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—First Amendment to Credit Agreement, dated as of
November 30, 2007, to Credit Agreement, dated &3atbber 2
2007.

—Amended and Restated Credit Agreement, dated as of
December 23, 2008 among Varistar Corporation, tekB
named therein, U.S. Bank National Association,genafor the
Banks and as Lead Arranger, and Bank of AmericA,,N.
Keybank National Association, and Wells Fargo Baxtional
Association, as (-Documentation Agent:

—Integrated Transmission Agreement, dated Augus1267,
between Cooperative Power Association and the Comn|

—Amendment No. 1, dated as of September 6, 1979, to

Integrated Transmission Agreement, dated as of a2, 1967
between Cooperative Power Association and the Coyn|

—Amendment No. 2, dated as of November 19, 1986, to
Integrated Transmission Agreement between CooperRibwer
Association and the Compar

—Contract dated July 1, 1958, between Central P&hetric
Corporation, Inc., and the Compal

—Supplement Seven dated November 21, 1973. (Suppteme
Nos. One through Six have been superseded anadoager in
effect.)

—Amendment No. 1 dated December 19, 1973, to Sugmgiem
Seven

—Amendment No. 2 dated June 17, 1986, to SuppleBeven.
—Amendment No. 3 dated June 18, 1992, to SuppleBeven.
—Amendment No. 4 dated January 18, 1994 to Supplemen

Seven.

—Contract dated April 12, 1973, between the Burdau o
Reclamation and the Compat

—Contract dated January 8, 1973, between East Eieetric
Power Cooperative and the Compa

—Supplement One dated February 20, 1!




10-E-3

10-E-4

10-E-5

10-E-6

10-E-7

10-F

10-F-1

10-F-2

10-F-3

10-F-4

10-F-5

10-F-6

10-G

Previously Filed

As
Exhibit
File No. No .
10-K for year 10-E3
ended 12/31/8
10-K for year 10-E4
ended 12/31/9
10-K for year 10-E5
ended 12/31/9
10-K for year 10-E6
ended 12/31/9
10-K for year 10-E7
ended 12/31/9
10-K for year 10-F
ended 12/31/89
10-K for year 10-F41
ended 12/31/8
10-K for year 10-F2
ended 12/31/9
10-K for year 10-F3
ended 12/31/9
10-K for year 10-F4
ended 12/31/9
10-Q for quarter 10.1
ended 9/30/0:
10-K for year 10-F5
ended 12/31/9
10-Q for quarter 10.c

ended 06/30/04
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—Supplement Two dated June 10, 1983.

—Supplement Three dated June 6, 1985.

—Supplement No. Four, dated as of September 10,.1986

—Supplement No. Five, dated as of January 7, 1993.

—Supplement No. Six, dated as of December 2, 1993

—Agreement for Sharing Ownership of Generating Ptgrénd
between the Company, Montana-Dakota Utilities @nd
Northwestern Public Service Company (dated asmiay 7,
1970).

—Letter of Intent for purchase of share of Big St&tant from
Northwestern Public Service Company (dated as of 8]d984)

—Supplemental Agreement No. 1 to Agreement for Slgari
Ownership of Big Stone Plant (dated as of July9B3).

—Supplemental Agreement No. 2 to Agreement for Slgari
Ownership of Big Stone Plant (dated as of March9Bb5).

—Supplemental Agreement No. 3 to Agreement for Slgari
Ownership of Big Stone Plant (dated as of March13B6).

—Supplemental Agreement No. 4 to Agreement for Slgari
Ownership of Big Stone Plant (dated as of April 2d03).

—Amendment | to Letter of Intent dated May 8, 194,
purchase of share of Big Stone Pl:

—Master Coal Purchase and Sale Agreement by andebatthe
Company, Montana-Dakota Utilities Co., Northwestern
Corporation and Kennecott Coal Sales Company-Big&Plant
(dated as of June 1, 200
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10-1-2

10-1-3
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As
Exhibit
File No. No .
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10-K for year 10-H-41
ended 12/31/89
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ended 12/31/89
10-K for year 10-H-3
ended 12/31/8
10-K for year 10-H4
ended 12/31/92
10-Q for quarter 10-A
ended 9/30/0.
10-Q for quarter 10.z
ended 9/30/0:
2-63744 5-1
10-K for year 10-1-1
ended 12/31/9
10-K for year 10-1-2
ended 12/31/9
10-K for year 10-1-3
ended 12/31/9
10-Q for quarter 19-A
ended 6/30/9:
10-K for year 10-1-5

ended 12/31/0
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—Agreement for Sharing Ownership of Coyote Station
Generating Unit No. 1 by and between the Comparignkbta
Power Cooperative, Inc., Montana-Dakota Utilities ,C
Northwestern Public Service Company and Minnesotad? &
Light Company (dated as of July 1, 197

—Supplemental Agreement No. One, dated as of Novethe
1978, to Agreement for Sharing Ownership of Coy@émerating
Unit No. 1.

—Supplemental Agreement No. Two, dated as of Mard9&1,
to Agreement for Sharing Ownership of Coyote GetiregaJnit
No. 1 and Amendment No. 2 dated March 1, 1981 agot
Plant Coal Agreemen

—Amendment, dated as of July 29, 1983, to Agreerfoent
Sharing Ownership of Coyote Generating Unit Nc

—Agreement, dated as of September 5, 1985, contpinin
Amendment No. 3 to Agreement for Sharing Ownersiiip
Coyote Generating Unit No.1, dated as of July 7,71@nd
Amendment No. 5 to Coyote Plant Coal Agreemengdiat of
January 1, 197¢

—Amendment, dated as of June 14, 2001, to Agreefoent
Sharing Ownership of Coyote Generating Unit Nc

—Amendment, dated as of April 24, 2003, to Agreenfient
Sharing Ownership of Coyote Generating Unit Nc

—Coyote Plant Coal Agreement by and between the @agp
Minnkota Power Cooperative, Inc., Montana-Dakotgitidts
Co., Northwestern Public Service Company, Minnefataver &
Light Company, and Knife River Coal Mining Compdahated
as of January 1, 197¢

—Addendum, dated as of March 10, 1980, to Coyotatflaal
Agreement

—Amendment (No. 3), dated as of May 28, 1980, tod@®ylan
Coal Agreement

—Fourth Amendment, dated as of August 19, 1985 ayo@
Plant Coal Agreemen

—Sixth Amendment, dated as of February 17, 1998,ayote
Plant Coal Agreemen

—Agreement and Consent to Assignment of the Coyiatet P
Coal Agreement
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8-K filed 10.1
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ended 06/30/05
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ended 06/30/05
8-K filed 8/25/06 10.1

56

—Big Stone Il Power Plant Participation Agreementibg
among the Company, Central Minnesota Municipal Rowe
Agency, Great River Energy, Heartland ConsumersdPow
District, Montana-Dakota Utilities Co., a divisiofi MDU
Resources Group, Inc., Southern Minnesota Munidhoaber
Agency and Western Minnesota Municipal Power Ageasy
Owners (dated as of June 30, 20(

—Amendment No. 1, dated as of June 1, 2006, todfaation
Agreement (dated as of June 30, 20

—Amendment No. 2, dated as of August 18, 2006, to
Participation Agreement (dated as of June 30, 2(

—Amendment No. 3, effective September 1, 2006, to
Participation Agreement (dated as of June 30, 2(

—Amendment No. 4, dated as of June 8, 2007, todfaation
Agreement (dated as of June 30, 20

—Amendment No. 5, dated as of September 1, 2007, to
Participation Agreement (dated as of June 30, 2(

—Amendment No. 6, dated as of September 20, 2007, to
Participation Agreement (dated as of June 30, 2(

—Big Stone Il Power Plant Operation & Maintenanceviges
Agreement by and among the Company, Central Mirtaeso
Municipal Power Agency, Great River Energy, Heardla
Consumers Power District, Montana-Dakota Utiliti&s., a
division of MDU Resources Group, Inc., Southern iMisota
Municipal Power Agency and Western Minnesota Mypacti
Power Agency, as Owners, and the Company, as @pdcdzted
as of June 30, 200t

—Big Stone | and Big Stone 1l 2005 Joint Facilitssgreement
by and among the Company, Central Minnesota Muaidowel
Agency, Great River Energy, Heartland ConsumersdPow
District, Montana-Dakota Utilities Co., a divisiofi MDU
Resources Group, Inc., NorthWestern Corporation dba
NorthWestern Energy, Southern Minnesota Municipgaker
Agency and Western Minnesota Municipal Power Ageasy
Owners (dated as of June 30, 20(

—Amendment No. 1, dated as of July 13, 2006, tot Jeaeilities
Agreement (dated as of June 30, 20
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10-N-7

10-N-8

1C-N-9

10-N-10

Previously Filed

As
Exhibit
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ended 12/31/91
10-K for year 10-L-1
ended 12/31/8
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ended 06/30/04
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ended 12/31/0
8-K filed 10.1
02/04/05
10-K for year 10-N-2z
ended 12/31/0
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ended 12/31/9
10-Q for quarter 10B
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8-K filed 4/13/06 10.z
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10-K for year ended 10-N-7
12/31/05
10-K for year ended 10-N-8
12/31/05
8-K filed 4/13/06 10.2
8-K filed 10.2
04/15/05
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—Power Sales Agreement between the Company and dlbanit
Hydro Electric Board (dated as of July 1, 19¢

—Integrated Transmission Agreement by and between th
Company, Missouri Basin Municipal Power Agency &dsterr
Minnesota Municipal Power Agency (dated as of Ma&th
1986).

—Amendment No. 1, dated as of December 28, 1988, to
Integrated Transmission Agreement (dated as of Mat¢ 1986

—Master Coal Purchase Agreement by and between the
Company and Kennecott Coal Sales Company — Hoat Lak
Plant (dated as of December 31, 20!

—Deferred Compensation Plan for Directors, as ande
—Executive Survivor and Supplemental Retirement 2805

Restatement).

—First Amendment of Executive Survivor and Suppletaken
Retirement Plan (2005 Restatemen

—Nonqualified Profit Sharing Plan.*

—Nonqualified Retirement Savings Plan, as amended.*

—1999 Employee Stock Purchase Plan, As Amended §2
—1999 Stock Incentive Plan, As Amended (20!

—Form of Stock Option Agreement*

—Form of Restricted Stock Agreement*

—Form of 2006 Performance Award Agreemel

—Executive Annual Incentive Plan (Effective April2005).*
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10-P-1

10-P-2

10-P-3

10-P-4

13-A

21-A

23-A

24-A

31.1

31.2

32.1

Previously Filed

As
Exhibit
File No. No .

10-Q for quarter 10.5
ended 6/30/0!

8-K filed 4/13/06 10.1
10-Q for quarter 10-A
ended 6/30/0:

10-Q for quarter 10B
ended 6/30/0;

10-Q for quarter 10C
ended 6/30/0:

10-Q for quarter 10D
ended 6/30/0;

8-K filed 10.1
11/2/07

8-K filed 10.2
11/2/07

8-K filed 10.z
11/2/07

8-K filed 10.4
11/2/07
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—Form of 2006 Restricted Stock Unit Award Agreentent.

—Form of Restricted Stock Award Agreement for Dioest
—Executive Employment Agreement, John Erickson.*
—Executive Employment Agreement and amendment no. 1,
Lauris Molbert.*

—Executive Employment Agreement, Kevin Moug.*
—Executive Employment Agreement, George Koeck.*
—Change in Control Severance Agreement, John Enickso
—Change in Control Severance Agreement, Lauris Matbe
—Change in Control Severance Agreement, Kevin Moug.*
—Change in Control Severance Agreement, George Kbeck
—Portions of 2008 Annual Report to Shareholdersripo@ted
by reference in this Form -K.

—Subsidiaries of Registrar

—Consent of Deloitte & Touche LLI

—Powers of Attorney

——Certification of Chief Executive Officer Pursuant t
Section 302 of the Sarbar-Oxley Act of 2002

—Certification of Chief Financial Officer Pursuant$ection 30
of the Sarban+-Oxley Act of 2002

——Certification of Chief Executive Officer Pursuant t
Section 906 of the Sarbal-Oxley Act of 2002




Previously Filed

As
Exhibit
File No. No .
32.2 —Certification of Chief Financial Officer Pursuant$ection 906 of the

Sarbane-Oxley Act of 2002

* Management contract of compensatory plan or arrargérequired to be filed pursuant to Item 601(@)(ii)(A) of Regulation -K.
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Exhibit 13-A

Selected Consolidated Financial Data

2008 2007 2006 2005 2004

(thousands, except number of shareholders ar-share dat:
Revenues
Electric $ 340,02( $ 32347t $ 306,01: $ 312,98 $ 266,38!
Plastics 116,45: 149,01: 163,13! 158,54¢ 115,42¢
Manufacturing 470,46. 381,59¢ 311,81: 244.31: 201,61!
Health Service 122,52( 130,67( 135,05: 123,99: 114,31¢
Food Ingredient Processi 65,36 70,44( 45,08¢ 38,50: 14,02
Other Business Operations | 199,51: 185,73l 145,60: 105,82: 102,51¢
Corporate Revenues and Intersegment Elimination (3,139 (2,047) (1,749 (2,28¢) (1,249

Total Operating Revenu: $1,311,19 $1,238,88°  $1,104,95 $ 981,86¢ $ 813,03
Special Charges — — — — —
Net Income from Continuing Operations 35,12¢ 53,96 50,75( 53,90: 40,50:
Net Income from Discontinued Operations — — 362 8,64¢ 1,69:¢
Net Income 35,12¢ 53,96: 51,11: 62,55 42,19t
Cumulative Change in Accounting Principle — — — —
Operating Cash Flow from Continuing Operations 111,32: 84,81: 79,20° 90,34¢ 54,41(
Operating Cash Flow — Continuing and Discontinued

Operations 111,32: 84,81 80,24¢ 95,80( 56,30:
Capital Expenditures — Continuing Operations 265,88t 161,98! 69,44¢ 59,96¢ 49,48
Total Assets 1,692,58 1,454,75. 1,258,65I 1,181,49 1,134,14:
Long-Term Debt 339,72t 342,69: 255,43t 258,26( 261,80!
Redeemable Preferrec — — — — —
Basic Earnings Per Share— Continuing Operations (2) 1.0¢ 1.7¢ 1.7¢ 1.82 1.5
Basic Earnings Per Share — Total (2) 1.0¢ 1.7¢ 1.71 2.12 1.5¢
Diluted Earnings Per Share— Continuing Operations (2) 1.0¢ 1.7¢ 1.6¢ 1.81 1.52
Diluted Earnings Per Share— Total (2) 1.0¢ 1.7¢ 1.7C 2.11 1.5¢
Return on Average Common Equity 6.C% 10.5% 10.€% 13.%% 12.(%
Dividends Per Common Share 1.1¢ 1.17 1.1¢F 1.12 1.1C
Dividend Payout Ratio 10<% 66% 68% 53% 70%
Common Shares Outstandinc— Year End 35,38t 29,85( 29,52: 29,40: 28,973
Number of Common Shareholders (3) 14,627 14,50¢ 14,69: 14,80: 14,88¢
Notes:

Q) Beginning in 2007 corporate revenues and expeaseno longer reported as components of Other BassirOperations. Prior years
have been restated according

(2) Based on average number of shares outstan:
(3) Holders of record at year en




MANAGEMENT'S DISCUSSION AND ANALYSIS OF
FINANCIAL CONDITION AND RESULTS OF OPERATIONS

OVERVIEW

Otter Tail Corporation and our subsidiaries forativerse group of businesses with operations clasisifito six segments: Electric, Plastics,
Manufacturing, Health Services, Food IngredientcBssing and Other Business Operations. Our prifirsagcial goals are to maximize
earnings and cash flows and to allocate capitditpldy toward growth opportunities that will inase shareholder value. Meeting these
objectives enables us to preserve and enhancénancfal capability by maintaining desired capiation ratios and a strong interest cove
position and preserving solid credit ratings orstanding securities, which, in the form of loweteest rates, benefits both our customers
shareholders.

Our strategy is to continue to develop a core @gdl electric utility combined with a diversifieduti-industry platform. Reliable utility
performance combined with growth opportunitieslabar businesses provides long-term value. Grovangcore electric utility business
provides a strong base of revenues, earnings atdflcavs. We look to our nonelectric operating camips to provide organic growth as
well. Organic, internal growth comes from new pratdland services, market expansion and increa$ietbpties. We expect much of our
growth in the next few years will come from majapial investments at our existing companies. V8e akpect to grow through acquisitions
and adhere to strict guidelines when reviewing &itijon candidates. Our aim is to add companiesuhiliproduce an immediate positive
impact on earnings and provide long-term growtleptial. We believe that owning well-run, profitaloe@mpanies across different industries
will bring more growth opportunities and more baarno our results. In doing this, we also avoidammtrating business risk within a single
industry. All of our operating companies operatdema decentralized business model with disciplcmgorate oversight.

We assess the performance of our operating conganer time, using the following criteria:
. ability to provide returns on invested capital teateed our weighted average cost of capital dwefdng term; an
. assessment of an operating comy's business and potential for future earnings gro

We are a committed long-term owner and thereforelavaot acquire companies in pursuit of short-tgaims. However, we may divest
operating companies that no longer fit into ouatslgy over the long term.

The following major events occurred in our compan2008:
. We achieved record annual consolidated revenu$.8fbillion.
. We achieved record annual net cash from operatibi$11.3 million.
. Net income from our electric segment was $33.2iomill
. Our construction companies reported record netnmecof $5.5 million.

. Capital expenditures totaled $266 million, inéhglexpenditures for the electric utility’s 32 witutbines at the Ashtabula Wind
Center in Barnes County, North Dakota and expansidhe wind tower manufacturing facilities of DNHdustries, Inc. (DMI) in
West Fargo, North Dakota and Tulsa, Oklaho

. On May 1, 2008 BTD Manufacturing, Inc. (BTD) adwul the assets of Miller Welding & Iron Works, In(#iller Welding), of
Washington, lllinois for $41.7 million in cas

. The electric utility was granted a general ra@éase of 2.9% in Minnesota and regulators in btittnesota and North Dakota
approved rate riders for the recovery of renewadsgeurce costs and investment retu

. The electric utility filed a general rate caséNiorth Dakota in November 2008 requesting a revenciease of approximately
$6.1 million.

. The electric utility filed a general rate caseSwuth Dakota in October 2008 requesting a reverarease of approximately
$3.8 million.




Major growth strategies and initiatives in our canp’s future include:

. Planned capital budget expenditures of up to $88ibn for the years 2009-2013 of which $698 moifi is for capital projects at the
electric utility, including $395 million related ®ig Stone Il and associated transmission projaats$66 million for anticipated
expansion of transmission capacity in MinnesotgpgCa020). Se¢ Capital Requiremer” section for further discussio

. Pursuing the regulatory approvals, financing atéioarrangements necessary to build Big Stor

. Adding more renewable resources to our electricues mix.

. Completion of the North Dakota and South Dakotaegairate case

. The continued investigation and evaluation of oiggnowth and strategic acquisition opportunit
The following table summarizes our consolidatediltssof operations for the years ended December 31.:

(in thousands 2008 2007
Operating Revenue
Electric $ 339,72t $ 323,15¢
Nonelectric 971,47. 915,72
Total Operating Revenu: $1,311,19 $1,238,88
Net Income
Electric $ 33,23¢ $ 24,49¢
Nonelectric 1,891 29,46:
Total Net Income $ 3512¢ $ 53,96

The 5.8% increase in consolidated revenues in 206%ared with 2007 reflects significant revenuenghofrom our manufacturing and
electric segments. Revenues increased $88.9 mitlionr manufacturing segment in 2008 mainly dumtoeased sales of wind towers and
other fabricated steel products, including $17.Bioni related to the acquisition of Miller Welding May 2008. Electric segment revenues
grew by $16.6 million as a result of increasesetait and wholesale kilowatt-hour (kwh) sales, @2 general rate increase in Minnesota,
initiation of renewable resource recovery riderdlorth Dakota and Minnesota and an increase irvaci@d electrical construction work
performed for other entities. Revenues at our frariation company increased $7.5 million as a tesfybassing through higher fuel costs and
the introduction of heavy-haul and wind tower tigors services. Our construction companies’ reverquew by $6.3 million in 2008 as
higher backlog going into 2008 resulted in an iaseein volume of jobs in progress. Revenues desddas $32.6 million in our plastics
segment in 2008 as a result of lower volumes of gigld due to a decrease in construction actieigted to the current economic downturn.
Revenues from our health services segment decr&8skdnillion in 2008, reflecting a shift from tiidnal dealership distribution of
products to more commission-based compensatiosales. Food ingredient processing revenues deck&ask million as a result of a 13.2%
decrease in pounds of products sold in 2008.

Following is a more detailed analysis of our opetesults by business segment for the three yeradted December 31, 2008, 2007 and
2006, followed by our outlook for 2009, a discussad our financial position at the end of 2008 ais#t factors that may affect our future
operating results and financial position.




RESULTS OF OPERATIONS

This discussion and analysis should be read inuomtijpn with our consolidated financial statemearid related notes. See note 2 to our
consolidated financial statements for a completedgtion of our lines of business, locations oéi@gions and principal products and
services.

Amounts presented in the following segment tabde608, 2007 and 2006 operating revenues, cagpads sold and other nonelectric
operating expenses will not agree with amountsgortes! in the consolidated statements of incomdalthee elimination of intersegment
transactions. The amounts of intersegment elimonatby income statement line item are listed below:

(in thousands 2008 2007 2006
Operating Revenue
Electric $ 294 $ 32C $ 311
Nonelectric 2,841 1,722 1,43¢
Cost of Goods Sol 2,702 1,55¢ 1,43¢
Other Nonelectric Expens 432 48¢ 311
ELECTRIC

The following table summarizes the results of opens for our electric segment for the years eridedember 31.:

% %

(in thousands 2008 change 2007 change 2006
Retail Sales Revenu $287,63: 4 $276,89: 6 $260,92¢
Wholesale Revenut 25,12: 13 22,30¢ 13 25,51«
Net Marke-to-Market Gains 2,11¢ (37 3,33¢ 63¢ 451
Other Revenue 25,15! 20 20,94 10 19,128

Total Operating Revenu: $340,02( 5 $323,47¢ 6 $306,01-
Production Fue 71,93( 19 60,48: 3 58,72¢
Purchased Pow«— System Us:t 56,32¢ (25) 74,69( 28 58,28:
Other Operation and Maintenance Exper 115,30( 8 107,04: 3 103,54t
Depreciation and Amortizatic 31,75¢ 22 26,09 1 25,75¢
Property Taxe 8,94¢ (5) 9,41: (2 9,58¢
Operating Incom $ 55,75] 22 $ 45,75¢ (9) $ 50,11:

2008 compared with 2007

The $10.7 million increase in retail electric salegenues in 2008 compared with 2007 reflects 88liibn in 2008 Minnesota and North
Dakota renewable resource cost recovery rider tgvamd an approved increase in Minnesota retatredaates of approximately 2.9% that
resulted in a $3.6 million increase in retail rewesiin 2008. These revenue increases were augngnsdadditional $5.8 million in revenue
mainly related to a 2.9% increase in retail kwkesaksulting from load growth and a 7.8% increadeeating degree days between the years.
These increases in retail sales revenues were bffse $6.7 million reduction in fuel clause adjuent (FCA) revenues related to a reduction
in kwhs purchased for system use in 2008.

Wholesale electric revenues from company-owned rg¢ine increased to $23.7 million in 2008 comparétth $20.3 million in 2007 as a
result of a 28.4% increase in wholesale kwh sglagijally offset by a 9.2% decrease in the pricekpeh sold. Greater plant availability in
2008 provided the electric utility with more oppaonities to respond to wholesale market demandsghies from energy trading activities,
including net mark-to-market gains and losses owdod energy contracts, were $3.5 million in 200&pared with $5.3 million in 2007 as a
result of a decrease in volume of forward energyglpase and sales contracts entered into by theielatlity in 2008.

The increase in other electric revenues includg3.@ million increase in revenues from contractedstruction work completed for other
entities on regional wind power projects and a $0il8on increase in revenues from steam salesitethanol plant near the Big Stone Plant
site, offset by a $0.2 million reduction in reveadeom shared use of transmission facilities.




Fuel and purchased-power costs to serve retaildumudesale electric customers decreased $6.9 mitleiween the years. Fuel costs for
generation for retail customers increased $8.3aniks a result of a 12.1% increase in generatiosyfstem use combined with a 3.4%
increase in fuel costs per kwh generated for systeen Purchased power costs to serve retail cussafieereased $18.4 million as a result
23.8% decrease in kwhs purchased combined witB% tlecrease in the cost per kwh purchased formaysse. Fuel costs for wholesale s
increased $3.2 million due to a 28.4% increasehnlesale kwh sales combined with a 7.1% increasigeircost of fuel per kwh generated for
wholesale sales. Overall fuel-fired kwh generatimreased 9.3% as a result of greater plant avkiaim 2008. Fuel costs per kwh generated
increased 8.8%, but kwhs generated from zero-fost-wind turbines mitigated the increase in fuats@er kwh from generation used to
serve retail customers.

The $8.3 million increase in electric operating amaintenance expenses includes: (1) $3.1 milliondreased material costs not subject to
recovery through retail rates, related to contihctnstruction work completed for other entitiesregional wind power projects, (2)

$1.7 million in turbine repair costs at Hoot LaKkarR in 2008, (3) $0.9 million in higher wage arehbfit expenses related to a general wage
increase, (4) $0.6 million in wind turbine rela&dbenses, and (5) a net increase of $2.0 milliasther operating expenses. The $5.7 million
increase in depreciation and amortization expens@é to recent capital additions, including 27duurbines at the Langdon Wind Energy
Center that were built in 2007. Property tax expatfescreased $0.5 million as a result of decreasetility property assessed values in
Minnesota and South Dakota and changes in assessm#iodology in South Dakota.

2007 compared with 2006

The $16.0 million increase in retail electric salegenues in 2007 compared with 2006 includes anoetase of $8.4 million in FCA revent
mainly related to an increase in purchased powstsdn the fourth quarter of 2007 to replace getfmrdost during a scheduled major
maintenance shutdown of our Big Stone Plant. Theegse in retail revenues also includes $7.6 mill@ated to a 3.3% increase in retail |
sales. Residential kwh sales increased 4.0% dygrinto a 9.6% increase in heating degree dagsedsed oil and ethanol production in our
electric service territory and surrounding regionatributed to a 3.1% increase in commercial addstrial kwh sales. The increase in FCA
revenues related to increases in fuel and purchamedr costs for system use between the years Whd fillion. The $8.4 million net
increase in FCA revenues includes the effects dJ &6llion in FCA adjustments and refunds in 200@ 2007 that were not related to
increases in fuel and purchased power costs bettheeyears.

A 30.6% decline in wholesale kwh sales from compawyed generation in 2007 compared with 2006 redutt a $2.8 million decrease in
wholesale revenues despite a 26.7% increase iorites per kwh sold from company-owned generatinigsum 2006, advance purchases of
electricity in anticipation of normal winter weathesulted in increased wholesale electric saldaimary 2006, when the weather was
unseasonably mild. Advance purchases of electrigignticipation of coal supply constraints at Bipne and Hoot Lake plants in the second
quarter of 2006 freed up more generation for wtadéesales when coal supplies improved in May 20@&.revenues from energy trading
activities, including net mark-to-market gains onwfard energy contracts, were $5.3 million in 2@0hpared with $2.8 million in 2006. The
$2.5 million increase in revenue from energy trgdictivities reflects a $3.5 million increase infis from purchased power resold and net
settlements of forward energy contracts and a 8&llbn increase in net mark-to-market gains orwfard energy contracts, offset by a

$3.9 million decrease in profits related to theghase and sale of financial transmission rights.

The $1.8 million increase in other electric opergtievenues in 2007 compared with 2006 is relateéddreases in revenues of $0.8 million
from electric system planning and construction woekformed for other companies, $0.5 million framtegrated transmission agreements
$0.4 million for reimbursement of system operatioasts from the Midwest Independent Transmissiaste3y Operator (MISO).

The $1.8 million increase in fuel costs in 2007 paned with 2006 reflects an 8.7% increase in tte¢ abfuel per kwh generated offset by a
5.3% decrease in kwhs generated. Generation usehfilesale electric sales decreased 30.6% whilergdion for retail sales decreased
0.8% between the years. Fuel costs for the elagtitity’s combustion turbines increased $2.0 roiflidue to an 86.1% increase in kwhs
generated from those units. Fuel costs per kwleaszd at all of the electric utility’s steam tugbgenerating units as a result of increases in
coal and coal transportation costs between thesy®arch of the increase in coal and coal transportaosts is related to higher diesel fuel
prices.

The $16.4 million increase in purchased power —tesgsuse (to serve retail customers) in 2007 congparth 2006 is due to a 22.1%
increase in kwh purchases for system use combiiithdaw.9% increase in the cost per kwh purchabke.increase in kwh purchases was a
result of power purchased to replace generatidrdiasng the scheduled major maintenance shutddwiioBig Stone Plant in the fourth
quarter of 2007.




The $3.5 million increase in other operation andnemance expenses for 2007 compared with 2006deslincreases of: (1) $1.1 million in
labor and benefit costs related to wage and salargases averaging approximately 3.8% and anaseren employee numbers between the
periods, (2) $1.0 million in costs related to canted construction work performed for other comean{3) $0.7 million in external costs
related to rate case preparation and (4) $0.6anill tree-trimming expenditures.

PLASTICS

The following table summarizes the results of ofjens for our plastics segment for the years erfdiecember 31.:

% %
(in thousands 2008 change 2007 change 2006
Operating Revenue $116,45: (22 $149,01: 9) $163,13!
Cost of Goods Sol 104,18¢ (16) 124,34 2 126,37:
Operating Expense 4,95¢ (32) 7,22: (29 10,23¢
Depreciation and Amortizatic 3,05( (1) 3,08: 10 2,81t
Operating Incom: $ 4,26( (70) $ 14,36: (39 $ 23,701

2008 compared with 2007

The $32.6 million decrease in plastics operatingmeles in 2008 compared with 2007 reflects a 2Gi2étease in pounds of pipe sold,
partially offset by a 5.9% increase in the price paund of pipe sold. The decrease in pounds & pgid is due to sluggish housing and
construction markets in 2008. The $2.3 million @ase in plastics segment operating expenses isyndost to decreases in employee
incentives and sales commissions directly relatetie¢ decreases in pipe sales and operating madrgingen the years, but also reflects
reductions in bad debt and property tax expenses.

2007 compared with 2006

The $14.1 million decrease in plastics operatingmeies in 2007 compared with 2006 reflects an 1&l8ésease in the price per pound of
pipe sold, partially offset by a 12.5% increaseaunds of pipe sold. The decrease in pipe pricdsast of goods sold reflects the effect of a
15.7% decrease in polyvinyl chloride (PVC) resiit@s between the years. The $3.0 million decreapéastics segment operating expenses
reflects a decrease in employee incentives direetjted to the decreases in operating marginsdegtihe years. The increase in deprecit
and amortization expense is the result of $5.5anilin capital additions in 2006, mainly for prodioa equipment.

MANUFACTURING
The following table summarizes the results of ofjens for our manufacturing segment for the yeaideel December 31:

% %

(in thousands 2008 change 2007 change 2006

Operating Revenue $470,46: 23 $381,59¢ 22 $311,81:
Cost of Goods Sol 389,06( 30 300,14¢ 22 246,64¢
Operating Expense 44,09 25 35,27¢ 33 26,50¢
Plant Closure Cos! 2,29t — — — —
Depreciation and Amortizatic 19,26( 47 13,12« 18 11,07¢
Operating Incom: $ 15,75¢ (52 $ 33,05: 20 $ 27,57¢

2008 compared with 2007

The increase in revenues in our manufacturing sagme&008 compared with 2007 relates to the follay

. Revenues at DMI increased $64.6 million (35.0%aaesult of increases in production and salesigcincluding first-year
production from its new plant in Oklahon

. Revenues at BTD increased $32.0 million (39.0&&vieen the years, including $17.5 million in 2068enues from Miller Welding,
acquired in May 2008, $7.6 million from higher mgcdriven by higher material costs and $6.9 milfrmm increased sales to
existing customers




. Revenues at T.O. Plastics, Inc. (T.O. Plastms) manufacturer of thermoformed plastic and hatltizal products, increased
$2.5 million (6.5%) between the years as a redutiareased sales of horticultural produr

. Revenues at ShoreMaster, Inc. (ShoreMaster)vaterfront equipment manufacturer, decreased $hlidn (13.5%) between the
years as a result of lower residential and comrakseiles

The increase in cost of goods sold in our manufagsegment in 2008 compared with 2007 relatehadollowing:

. Cost of goods sold at DMI increased $63.7 milli@tveen the years as a result of increases in ptioduend sales activity, includir
initial operations at its new plant in Oklahoma. Détperienced only a $0.9 million increase in grpasfit margins between the
years mainly due to the st-up of its Oklahoma plant, where the levels of ladad overhead spending have been higher than
expected and production has not reached levelssageto cover these costs. Included in cost oflg@old for 2008 are costs of $
million associated with start-up of the Oklahomarp) $3.5 million in additional labor and matedakts on a production contract at
the Ft. Erie plant and higher costs due to steehsuiges

. Cost of goods sold at BTD increased $23.4 milbetween the years, mainly in the categories oénas, labor and shop supply
costs, as a result of increased sales volumesgtrexcustomers and higher material prices. MMélding accounted for
$13.2 million of the increase in cost of goods s&dD’s gross margin was also reduced by $1.0 millic2008 as a result of the s
of Miller Welding's inventory that was adjusted to fair value on &itjon, as required under business combinatiomaating rules

. Cost of goods sold at T.O. Plastics increased $#llbn, mainly in material costs related to incsed sales of horticultural produc

. Cost of goods sold at ShoreMaster decreased Byrfillion despite a $10.3 million decrease in maves between the years. Reduced
sales combined with dealer discounts and tightefitpnargins, as well as losses incurred on a langeina project in Costa Rica,
contributed to the $10.0 million decline in grossffis at ShoreMaste

The increase in operating expenses in our manufagtsegment in 2008 compared with 2007 relatekedollowing:

. Operating expenses at DMI increased $5.3 milliociuding expenses related to the operation aféts plant in Oklahoma, which
began construction in the third quarter of 2007 wedt into operation in January 2008. The incredse includes approximately $:
million in increased severance and retention dos2908 related to personnel changes and delayiofor towers that resulted in
workforcereductions at the end of 20(

. Operating expenses at BTD increased $3.6 mibietween the years, mainly as a result of increiaskedor, benefit and contracted
service expenses and the May 2008 acquisition 8éMielding.

. Operating expenses at T.O. Plastics decreas&0.tymillion, but T.O. Plastics operating incomesvilat between the years as its
depreciation expenses increased by $0.4 millicatedlto $7.0 million in capital expenditures in 2@hd 2008

. Operating expenses at ShoreMaster increased$lich as a result of the shutdown and sale ofr8ktaster’s production facility in
California following the completion of a major maai project in the state. Plant closure costs irckmiployee-related termination
obligations, asset impairment costs plus othetedlibbsses and expens

Depreciation and amortization expense increasedlynas a result of capital additions at DMI and TRIastics and the May 2008 acquisition
of Miller Welding.

Segment operating income decreased by $17.3 mplimnarily due to a $12.3 million decline in opéngtincome at ShoreMaster.




2007 compared with 2006

The increase in revenues in our manufacturing sagme007 compared with 2006 relates to the follay

. Revenues at DMI increased $48.0 million (35.2%aaesult of increased productivity at the Wesg&alant and increased
production levels at the Ft. Erie plant comparethviitial star-up levels beginning in May 200

. Revenues at ShoreMaster increased $15.9 mili6ri{o) between the years due to increased produatid sales of commercial
products and higher residential sales during tla gelling season. The Aviva Sports product limguired by ShoreMaster in
February 2007, contributed $3.7 million to the &ase in revenue

. Revenues at BTD increased $3.5 million (4.5%veen the years, mainly as a result of the May 2a@juisition of Pro Engineering,
LLC (Pro Engineering)

. Revenues at T.O. Plastics increased $2.4 mi(Bo426) between the years as a result of greateadédrfor both custom and
horticultural products

The increase in cost of goods sold in our manufagsegment in 2007 compared with 2006 relatehadollowing:

. Cost of goods sold at DMl increased $39.8 millimtween the years, including increases of $30lbmin material and supplies,
$6.8 million in labor and benefit costs and $2.8iomi in other direct manufacturing costs. The &ase in cost of goods sold is
directly related to DMI's increase in productiordasales activity, including operations at the Fte Eacilities which commenced in
May 2006.

. Cost of goods sold at ShoreMaster increasedillidn between the years as a result of increasesaterial and labor costs directly
related to the increase in commercial and resideptoduct sales as well as the acquisition ofAfi@a Sports product line in
February 2007, which contributed $2.9 million tetof goods sold in 200

. Cost of goods sold at BTD increased $2.8 millbetween the years as a result of the acquisitidtrefEngineering in May 2007,
partially offset by a decrease in costs at I's other manufacturing facilities related to a daseein unit sales between the ye

. Cost of goods sold at T.O. Plastics increasetl $#llion, mainly driven by an increase in volunas, compared to 2006, and higher
material costs

The increase in operating expenses in our manufagtsegment in 2007 compared with 2006 relatekedollowing:

. Operating expenses at DMI increased $3.0 milliociuding $2.0 million in 2007 pre-production dtap costs at its new plant in
Oklahoma and increases in expenses related togatations at the Ft. Erie facility. The new plemOklahoma started producing
towers in January 200

. Operating expenses at ShoreMaster increasedi#illiéh as a result of increases in labor, benefitdes expenses and professional
services, of which $1.7 million is related to theiva Sports product line acquired in February 280d $1.3 million is related to
facility relocation and legal expens:

. Operating expenses at BTD increased $1.3 mibemveen the years as a result of increases in &imbother expenses, mainly
related to the acquisition of Pro Engineering iny\2807, and the reduction of a legal settlemergrkasin 2006

. Operating expenses at T.O. Plastics increasé&®lBymillion between the years mainly as a redukadership succession costs and
increases in professional service expenditt

Depreciation expense increased between the yeansyraa a result of 2006 capital additions at DM¥ts Erie and West Fargo plants.




HEALTH SERVICES

The following table summarizes the results of ofjens for our health services segment for the yeaded December 31:

% %
(in thousands 2008 change 2007 change 2006
Operating Revenue $122,52( (6) $130,67( (3) $135,05:
Cost of Goods Sol 96,34¢ (3) 99,61 4) 104,10¢
Operating Expense 21,03( (17) 23,691 4 22,74t
Depreciation and Amortizatic 4,13: 5 3,937 8 3,66(
Operating Incom: $ 1,00¢ (72 $ 3,43 (24) $ 4,53¢

2008 compared with 2007

The $8.2 million decrease in health services opggatvenues in 2008 compared with 2007 refle@4.6 million decrease in revenues from
scanning and other related services as a resaltietrease in revenues from rental and interinaliatibns. Revenues from equipment sales
and servicing decreased $3.6 million and cost ofigsold decreased $3.3 million between the yesaasdecrease in traditional dealership
distribution of products was mostly offset by irgses in manufacturer representative commissiomsare manufacturer-direct sales. The
$2.7 million decrease in operating expenses inad@d®0.9 million increase in gains on sales of imggompany assets, reductions in sales,
marketing and advertising expenses totaling $11Romiand a $0.4 million decrease in labor costse Thcrease in depreciation and
amortization expense is due to capital additior20@7 and 2008. The imaging side of the businessraes to be affected by less than
optimal utilization of certain imaging assets.

2007 compared with 2006

The $4.4 million decrease in health services opggatvenues in 2007 compared with 2006 refle@8.2 million decrease in revenues from
scanning and other related services as a resal$af8 million decrease in revenues from rentaliatetim installations and transportation
services and a 9.2% decrease in the number of pesftsmed between the years. Revenues from equipsages and servicing decreased
$1.2 million between the years as a decreasedititraal dealership distribution of products wasstiypoffset by increases in manufacturer
representative commissions on more manufactiirect sales. The decrease in health services vewyas more than offset by the decrea:
health services cost of goods sold due to the deerin traditional dealership distribution of protfuand $3.2 million in decreases to labor,
warranty and other direct costs of sales. The 80l#n increase in operating expenses is mainlg thuincreased labor and sales and
marketing expenditures. The increase in depreciatia amortization expense is due to capital amditin 2006 and 2007.

FOOD INGREDIENT PROCESSING

The following table summarizes the results of ofjens for our food ingredient processing segmentte years ended December 31:

% %
(in thousands 2008 change 2007 change 2006
Operating Revenue $65,36" ©) $70,44( 56 $45,08¢
Cost of Goods Sol 55,41t )] 56,59 28 44,23:
Operating Expense 2,99¢ 4 3,13t 7 2,92(
Depreciation and Amortizatic 4,094 4 3,952 5 3,75¢
Operating Income (Los: $ 2,86( (58) $ 6,762 21€ $(5,82¢)

2008 compared with 2007

The $5.1 million decrease in food ingredient preags revenues in 2008 compared with 2007 is d@el8.2% decrease in pounds of product
sold, partially offset by a 7.0% increase in thiegpper pound of product sold. The decrease inymoshles was due to a reduction in sales to
European customers and major snack customers dodé¢o production caused by potato supply shortagesopean sales were higher than
normal in 2007 due to reduced crop yields in Euriod@06. Supply constraints combined with energstE rising at rates faster than coulc
passed through to customers increased costs amdddwrofits on products sold in 2008.

2007 compared with 2006

The $25.4 million increase in food ingredient prEgiag revenues in 2007 compared with 2006 refle@8.5% increase in pounds of product
sold combined with a 20.7% increase in the prigeppeind sold. A reduction in the value of the U.S.




dollar relative to certain foreign currencies irdZGand a poor European potato crop in 2006 ledvtorible export pricing and sales increases
in Europe, Latin America and the Pacific Rim in 200he increase in revenues was only partiallyedffsy a 27.9% increase in cost of goods
sold. The cost per pound of product sold decreas®i between the years. The increase in operatipgnses between the years is mainly
due to increases in employee benefit and travedesgs. The increase in depreciation and amortizatipense is related to $1.8 million in
capital additions in 2006.

OTHER BUSINESS OPERATIONS

The following table summarizes the results of ofjens for our other business operations segmerthfoyears ended December 31:

% %
(in thousands 2008 change 2007 change 2006
Operating Revenue $199,51: 7 $185,73( 28 $145,60:
Cost of Goods Sol 132,98! — 133,40° 45 91,80¢
Operating Expense 54,53¢ 28 42,44¢ 1 41,867
Depreciation and Amortizatic 2,23( 8 2,05¢ (12 2,33(
Operating Incom: $ 9,75¢ 25 $ 7,815 (19 $ 9,60C

2008 compared with 2007

The increase in operating revenues in 2008 compaited2007 in our other business operations istdube following:

. Revenues at Foley Company (Foley), a mechanmchpame contractor on industrial projects, incesh$16.6 million (20.3%)
between the years due to an increase in volumebsfperformec

. Revenues at E.W. Wylie Corporation (Wylie), dlatlied trucking company, increased $7.5 million.$24) mainly as a result of the
impact of increased fuel costs on shipping ratagedviriven by company-owned trucks increased 15a8% result of the addition of
heavy haul and wind tower transport services. Miliégen by owner-operated trucks decreased 32.6%smkihed miles driven by
company-owned and owneperated trucks decreased 1.1% between the yeflesiting a reduction in transport activity relatedhe
economic downturn that started in 20

. Revenues at Midwest Construction Services, ME$), our electrical design and construction s@wicompany, decreased
$10.3 million (15.0%) between the years as a redidtreduction in the number of jobs in progres2008 compared to 2007 in the
area of electrical infrastructure for delivery ahe generated electricity and MCS supplied mateffiat more jobs in 2007 resulting
in a reduction in material pass through costs andnues in 200¢

The increase in cost of goods sold in 2008 compaigd2007 is due to the following:

. Foley’s cost of goods sold increased $14.2 mmijliacluding increases of $6.2 million in direchta and benefit costs, $5.1 million in
subcontractor costs and $2.7 million in materiats@s a result of increased construction actarity jobs in progres

. Cost of goods sold at MCS decreased $14.7 mitlionto decreases in material and subcontractts dogctly related to MCS
having fewer jobs in progress and supplying matena fewer jobs in 2008. However, MCS’s gross rre@ncreased by
$4.4 million mainly as a result of higher produdhand increased margins on wind turbine and gketansmission line projects in
2008.

The increase in operating expenses in 2008 competb®007 is due to the following:

. Wylie’s operating expenses increased $8.8 milietween the years. Fuel costs increased $6.9méls a result of higher diesel fuel
prices and a 15.7% increase in miles driven by @mmwned trucks. Labor and benefit costs increagebll.3 million and
equipment rental costs increased by $0.6 millioa iuthe addition of hea-haul services in the fourth quarter of 20

. MCS'’s operating expenses increased $2.0 milletwben the years due to increases in salary, hemefiprofessional services
expenses




. Foley’s operating expenses increased $0.9 mibetween the years due to increases in labor, $simieal services and insurance
costs.

. Operating expenses at Otter Tail Energy Sen@mapany, (OTESCO), our energy services subsidiacyeased $0.4 million
between the years related to the investigatioréwable energy wi-generation project:

2007 compared with 2006
The increase in operating revenues in 2007 compaited2006 in our other business operations istdube following:
. Revenues at MCS increased $22.9 million (49.9%)éeh the years as a result of an increase in vobfrjubs in 2007

. Revenues at Foley increased $17.3 million (26.98t\ben the years due to an increase in the voldjeb®in progress
. Revenues at Wylie were unchanged between the
The increase in cost of goods sold in 2007 compargd2006 is due to the following:

. Cost of goods sold at MCS increased $25.0 milfi@inly due to increases in material, subcontraclioect labor and insurance costs
related to the increase in volume of jobs betwéeryears. Lower than expected margins on certaiatoaction projects at MCS was
the main factor contributing to the decrease irrafieg income between the yee

. Cost of goods sold at Foley increased $16.6 anilihainly due to increases in direct labor, empdoyenefits, and subcontractor and
material costs as a result of the increased volimeork performed between the yee

The increase in operating expenses in 2007 competb®006 is due to the following:
. Operating expenses at MCS were unchanged betwegre#ns

. Operating expenses at Foley increased $0.5 mitleiween the years as a result of increased Iabogfit and insurance expenses.
Also, Foley's 2006 expenses reflect the recovery of $0.2 miliobad debts

. Operating expenses at Wylie were unchanged bettheeyears

The decrease in depreciation and amortization esgpen2007 compared with 2006 reflects the effettsdecision by Wylie to lease rather
than buy replacement trucks for its fleet.

CORPORATE

Corporate includes items such as corporate stdfbaarhead costs, the results of our captive imagaompany and other items excluded
from the measurement of operating segment perfacma®orporate is not an operating segment. Ratieadded to operating segment totals
to reconcile to totals on our consolidated statdmehincome.

% %
(in thousands 2008 change 2007 change 2006
Operating Expense $15,86" 62 $9,82¢ (13) $11,32:
Depreciation and Amortizatic 53¢ @) 57¢ @ 587

2008 compared with 2007

Corporate operating expenses increased $6.0 makoam result of a combination of increases inisslired health insurance plan costs,
insurance expenses and claims experience in thivedapsurance company, stock-based compensatidianefit expenses and outside
professional service costs related to the formatfoa holding company. These increases were plgroffset by a decrease in incentive

compensation expense.

2007 compared with 2006

Corporate operating expenses decreased $1.5 malliaresult of a combination of lower insurancgsat our captive insurance company
and lower health insurance plan costs.




CONSOLIDATED OTHER INCOME AND DEDUCTIONS

Other income and deductions increased by $2.1amilli 2008 compared with 2007 mainly as a resu#troincrease in Allowance for Funds
used During Construction (AFUDC) at the electriditytin 2008. No equity AFUDC was recorded in 200&cause our 2007 average short-
term debt balance was in excess of the averagadsat#f Construction Work in Progress (CWIP) atetetric utility in 2007. Average CWI
exceeded average short-term debt in 2008. As ,r68% of AFUDC in 2008 was equity funded.

Other income and deductions increased by $2.5anilth 2007 compared with 2006 mainly due to a nshaharge of $3.3 million in 2006
related to the disallowance of a portion of cajrtal costs of funds used during construction atthetric utility.

CONSOLIDATED INTEREST CHARGES

Interest expense increased $6.1 million in 2008pamed with 2007 primarily as a result of a netéase of $87 million in long-term debt in
August and October of 2007. Short-term debt intezgpense increased by $1.8 million in 2008 asaltef a $76.3 million increase in the
average daily balance of short-term debt outstanihir2008, mitigated by a 1.9 percentage pointets® in the weighted average interest rate
paid on short-term debt between the years. Intesgetnse also increased in 2008 as a result ofanfilion reduction in capitalized interest

in 2008 compared with 2007.

Interest expense increased $1.4 million in 2007 mamed with 2006 as a result of a net increase @flion in long-term debt in 2007.
Short-term debt interest expense increased $1l1Bmds a result of an increase in the averageg thallance of short-term debt outstanding
and higher interest rates in 2007 compared witl620@reases in interest expense on both long-tewinshort-term debt were partially offset
by a $2.4 million increase in capitalized interi@es?007.

CONSOLIDATED INCOME TAXES

The $12.9 million (46.2%) reduction in income tagoense from continuing operations in 2008 comparighal 2007 is mostly due to a 38.8%
decrease in income from continuing operations leeffttome taxes. The decrease also is due to feg@dliction tax credits earned on
electricity generated from renewable resource®0B2 These items caused our effective tax rat@oconie from continuing operations to be
30.0% in 2008 compared with 34.1% in 2007.

The $0.9 million (3.2%) increase in income tax engeefrom continuing operations in 2007 compare2@6 is due, in part, to a 5.2%
increase in income from continuing operations befocome taxes. Our effective tax rate on incoramfcontinuing operations was 34.1% in
2007 compared with 34.8% in 2006.

DISCONTINUED OPERATIONS

In 2006, we sold the natural gas marketing openataf OTESCO. Discontinued operations includesofterating results of OTESCOQO’s
natural gas marketing operations and an after-#@x gn the sale of its natural gas marketing opmratof $0.3 million in 2006.

IMPACT OF INFLATION

The electric utility operates under regulatory ge@mns that allow price changes in fuel and cerpairchased power costs to be passed to
retail customers through automatic adjustmentsstate schedules under fuel clause adjustmeniter@icreases in the cost of electric ser
must be recovered through timely filings for elactate increases with the appropriate regulatganay.

Our plastics, manufacturing, health services, fioggedient processing, and other business opertionsist entirely of businesses whose
revenues are not subject to regulation by ratengaddrihorities. Increased operating costs are teflieio product or services pricing with any
limitations on price increases determined by theketalace. Raw material costs, labor costs anddstaates are important components of
costs for companies in these segments. Any off @tlese components could be impacted by inflatioatber pricing pressures, with a
possible adverse effect on our profitability, espcwhere increases in these costs exceed prareases on finished products. In recent
years, our operating companies have faced strdlagiamary and other pricing pressures with respedteel, fuel, resin, lumber, concre
aluminum and health care costs, which have bedralpamitigated by pricing adjustments.




HOLDING COMPANY REORGANIZATION

Our Board of Directors has authorized a holding pany reorganization of our regulated utility busisie=ollowing the completion of the
holding company reorganization, Otter Tail Powenpany, which is currently operated as a divisio®t&r Tail Corporation, will be
operated as a wholly owned subsidiary of the nengmeholding company to be hamed Otter Tail Corfionaln connection with the
reorganization, each outstanding Otter Tail Corflonacommon share will be automatically convertett ione common share of the new
holding company, and each outstanding Otter Taip@a@tion cumulative preferred share will be autboadly converted into one cumulative
preferred share of the new holding company, hathegsame terms. The holding company reorganiz&isnbject to approval by Minnesota,
North Dakota and South Dakota regulatory agengaieishy the Federal Energy Regulatory Commission EERonsents from various thi
parties and certain other conditions. In an ordgunéd on August 18, 2008, the FERC authorizedethanization subject to certain
conditions specified in the order. In an orderéskaon October 10, 2008, the North Dakota PubliziBerCommission (NDPSC) approved
application to form a holding company. In a meetiedd on October 30, 2008, the South Dakota PuHiicies Commission

(SDPUC) approved our application to form a new hmgdcompany. The Minnesota Public Utilities Comriaas(MPUC) approved our
request to form a holding company, with certainditons, at its hearing on December 11, 2008. Themgain several business and legal s
that must be accomplished before the reorganizatiornbe completed.

2009 BUSINESS OUTLOOK

We anticipate 2009 diluted earnings per share to ltee range of $1.10 to $1.50. This guidance iclams the seasonality of the operating
cycles of our businesses and reflects challengesepted by an ongoing economic recession and aas pb prudently manage operating
expenses and capital expenditures across all @ratpg companies. Our current consolidated capipénditures expectation for 2009 is in
the range of $60 to $70 million. This compares 66 million of capital expenditures in 2008. Soofi@ur businesses could benefit from
renewable energy development incentives includédémmerican Recovery and Reinvestment Act pabgegdongress and signed by the
President in February 2009. We continue to exglorestments in wind projects for the electric seghikat could have a positive effect on
our earnings and returns on capital. There coulddoiitional capital expenditure opportunities aafalié as well for some of our nonelectric
businesses as a result of the passage of the AandRiecovery and Reinvestment Act of 2009.

Contributing to our earnings guidance for 2009theefollowing items:

. We expect increased levels of revenue and neftiedrom our electric segment in 2009 as a resuktaently granted rate increases
and resource recovery riders. The expected incieasgenues includes Minnesota and North Dakataweble resource cost
recovery rider revenue related to the Ashtabulad/enter that was placed in service in late 2088nterim rate increase of
approximately $4.8 million, or 4.1%, which is pafta rate case filed with the NDPSC in November&f#juesting a general rate
increase of approximately $6.1 million, or 5.1%ehim rates remain in effect for all North Dakotsstomers until the NDPSC makes
a final determination on the electric utility’s texpt, which is expected to occur by August 1, 2@3@ectations in 2009 also reflect a
request for an increase in revenues in South DaKapproximately $3.8 million annually, or 15.3%d(3 million in 2009). A final
decision on the request is expected from the SDRUTIId-summer 2009 with no provision for an increase tagan the interim

. We expect our plastics segment’s 2009 performémbe below 2008 earnings given continued poonegoc conditions.
Announced capacity expansions are not expected bydught on line until the economy improves anchaed for PVC pipe
increases

. We expect earnings from our manufacturing segrneeimprove in 2009. Business conditions at BTD aenrelatively strong and
earnings are expected to increase in 2009 givéydal operating results of Miller Welding, acquir@ May 2008, an expanded
customer base and expected improvements in manufagiprocesses. While the economy is expecteshpact the amount of
spending on waterfront products, earnings are éggde¢o improve at ShoreMaster compared with 2008rgthe restructuring that
has occurred in its business. The Adelanto fadildg been closed, workforce reductions have beeim place, capital spending is
being limited and improved profitability is expedten commercial projects in 2009. At DMI, we expeaatecline in earnings in 2009
due to wind developers’ limited access to finanaiich has resulted in cancellation or suspensfarders across the industry.
Industry forecasts for megawatt installations afidvpower in 2009 portray a decrease of between 38 percent from 2008. T. O.
Plastics’ earnings are expected to remain flat betwthe years. Backlog in place in the manufaajusegment to support 2009
revenues is approximately $241 million compared @295 million one year ag




. We expect increased net income from our healthicas segment in 2009 as it focuses on improvimgix of imaging assets and
asset utilization rates and has implemented cdsici®ns across the segme

. We expect increased net income from our foodeidigmt processing business in 2009 based on exjpestaf higher sales volumes,
strong pricing for products, lower energy costs higgher production levels in 2009 compared with&0This business has backlog
place for 2009 of 48 million pounds compared wighrillion pounds one year ac

. We expect our other business operations segméwatvio a similar level of earnings in 2009 comparét 2008. Backlog in place f
the construction businesses is $71 million for 266 pared with $77 million one year a

. We expect corporate general and administrativesdosiecrease in 20C

Our outlook for 2009 is dependent on a varietyaotdrs and is subject to the risks and uncertaimiecussed under “Risk Factors and
Cautionary Statements.”

LIQUIDITY

The following table presents the status of ourdin&credit as of December 31, 2008:

In Use or Restricted due t
December 31 Outstanding Available on
(in thousands Line Limit 2008 Letters of Credi December 31, 200
Varistar Credit Agreemel $200,00( $107,84¢ $14,44: $ 77,70¢
Electric Utility Credit Agreemer 170,00( 27,06: — 142,93!
Total $370,00( $134,91- $14,44¢ $220,64:

We believe we have the necessary liquidity to ¢iffety conduct business operations for an externmgibd if current market conditions
continue. Despite the difficult year in 2008, oafdnce sheet is strong and we are in compliandeauit debt covenants. We completed an
equity offering in September 2008, which allowedafvest in major organic growth opportunitiesnimd energy projects.

We believe our financial condition is strong andttbur cash, other liquid assets, operating castsfl existing lines of credit, access to ca|
markets and borrowing ability because of solid itnedings, when taken together, provide adequegeurces to fund ongoing operating
requirements and future capital expenditures réladexpansion of existing businesses and developaienew projects. Additional equity

and debt financing will be required in the peri@2 through 2013 given our current capital expangians over this period. See “Capital
Resources” section for further discussion. Alsa,@perating cash flow and access to capital madase impacted by macroeconomic
factors outside our control. In addition, our bavitng costs can be impacted by changing interessram short-term and long-term debt and
ratings assigned to us by independent rating agenaihich in part are based on certain credit nteassuch as interest coverage and leverage
ratios.

In March 2008, DMI entered into a three-year $40iom receivable purchase agreement whereby detdraistomer accounts receivable
may be sold to General Electric Capital Corporafl@ECC) on a revolving basis. Accounts receivabtaling $132.9 million were sold in
2008. Discounts, fees and commissions of $0.7 anilfor the year ended December 31, 2008 were ctidogeperating expenses in the
consolidated statements of income. The balanceagivables sold that were still outstanding tolihwger as of December 31, 2008 was
$25.3 million. The sales of these accounts recéivate reflected as a reduction of accounts reb&ia the 2008 consolidated balance sheet
and the proceeds are included in the cash flows fiperating activities in the 2008 consolidatedesteent of cash flows.

In December 2007, ShoreMaster entered into an agneewith GE Commercial Distribution Finance Comgtan (CDF) to provide floor pla
financing for certain dealer purchases of Shorebfgstoducts. Financings under this agreement bieg2008. This agreement has improved
our liquidity by financing dealer purchases of SMasters products without requiring substantial use ofkiray capital. ShoreMaster is pe

by CDF shortly after product shipment for purcha&eanced under this agreement. The floor planriomag agreement requires ShoreMaster
to repurchase new and unused inventory repossbgdeDF to satisfy the dealer’s obligations to CDfeler this agreement. ShoreMaster has
agreed to unconditionally guarantee to CDF allenirand future liabilities which any dealer owe€F under this agreement. Any




amounts due under this guaranty will be payablgitesnpairment or unenforceability of CDF's setyinterest with respect to inventory
that may prevent CDF from repossessing the invgnidre aggregate total of amounts owed by deate@DtF under this agreement was
$5.0 million on December 31, 2008. ShoreMasterihasred no losses under this agreement. We betierrent available cash and cash
generated from operations provide sufficient fugdimthe event there is a requirement to perforaenithis agreement. CDF has notified
ShoreMaster that it is exercising its right undés aigreement to terminate the agreement effeEebeuary 28, 2009. The termination of the
agreement will have no effect on ShoreMaster’sgattions to CDF for any products financed, advameade or approvals granted by CDF
under the agreement prior to the effective ternmatiate. Additionally, ShoreMaster is liable faipenses incurred by CDF before or after
the effective termination date in connection wiik tollection of any amounts or other charges &fogd in the agreement. As part of its
marketing programs, ShoreMaster pays floor plaarfaing costs of its dealers for CDF financed pusekaf ShoreMaster products for
certain set time periods based on the timing arel @i a dealer’s order.

Cash provided by operating activities of continuapgerations was $111.3 million in 2008 comparedh\$B4.8 million in 2007. The

$26.5 million increase in cash provided by opem#ntivities of continuing operations mainly reflea $24.6 million reduction in cash paid
for income taxes in 2008. See note 1 to our 2008 aiadated financial statements. In addition, diionary cash contributions to our funded
pension plan were decreased by $2.0 million in 2@2&h used for working capital items was $27.3ionilin 2008 compared with

$28.5 million in 2007, a decrease of $1.2 millierivkeen the years. Cash used for working capita008 includes: (1) a net increase in
interest payable and income taxes receivable o2%28lion, mainly related to bonus tax depreciatitederal production tax credits and
North Dakota wind energy tax credits earned in 2@RBan increase in other current assets of $t@libn, mainly due to a $23.1 millio
increase in costs and estimated earnings in exddslings at DMI offset by an $8.5 million redueh in accrued revenues at the electric
utility, and (3) a decrease in payables and otheeat liabilities of $8.6 million, mainly due todecrease in accounts payable at the plastic
pipe companies as a result of reductions in PV® marchases, offset by (4) a decrease in recedgadfl $19.5 million mainly related to
DMI’s sales of receivables to GECC in 2008.

CASH REALIZATION RATIOS— INTEREST-BEARING DEBT AS A
CONTINUING OPERATIONS PERCENT OF TOTAL CAPITAL
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Net cash used in investing activities was $299 lianiin 2008 compared with $164.0 million in 20@Fash used for capital expenditu
increased by $103.9 million between the years. @asl for capital expenditures at the electrigtytihcreased by $94.5 million, mainly due
to 2008 payments for assets constructed at thedaam@vind Energy Center in late 2007 and paymentthf®o construction of 32 wind

turbines at the Ashtabula Wind Center in 2008. &leetric utility also made major capital expendisiin 2008 to upgrade a transmission line
in Cass County, North Dakota to serve increasiag$cand improve service reliability in that regi@ash used for capital expenditures in our
plastics segment increased $5.6 million, primaehated to the installation of a new PVC pipe esion line at the Hampton, lowa plant. Ci
used for capital expenditures at DMI increased $3ldon between the years related to expansioprotiuction capacity at its West Fargo
Tulsa plants. We paid $41.7 million in cash to aegMiller Welding in May 2008. We completed twogaisitions in 2007 for a combined
purchase price of $6.8 million.




Net cash provided by financing activities was $654illion in 2008 compared with $113.2 million i@@7. Proceeds from the issuance
common stock, net of issuance expenses, were $irfiflién in 2008 compared with $7.7 million in 200//e issued 5,175,000 common
shares in a public offering in September 2008. BUA008, 276,685 common shares were issued fdk sftns exercised compared with
298,601 common shares issued for stock optionsiseerin 2007. We received $1.2 million in procefdm the issuance of long-term debt
and repaid $3.6 million in long-term debt in 20082007, we received proceeds of $203.4 milliosash from the issuance of debt, net of
debt issuance expenses, and paid $118.2 milliogtite or refinance debt. Proceeds from short-teomowings were $39.9 million in 2008
compared with $56.1 million in 2007. Proceeds frstmort-term borrowings were used to help fund cowsibn expenditures in 2008.
Dividends paid on common and preferred shares @3 2fcreased $2.6 million in 2008 compared with20he increase in dividend
payments is due to a two cent per share increasenimon dividends paid and an increase of 5,534¢88Imon shares outstanding between
the years, most of which were issued for the Sejpéer®008 public offering and only received dividemd the fourth quarter of 2008.

CAPITAL REQUIREMENTS

We have a capital expenditure program for expandipgrading and improving our plants and operagiggipment. Typical uses of cash for
capital expenditures are investments in electriegation facilities, transmission and distributlomes, manufacturing facilities and upgrades,
equipment used in the manufacturing process, paecbhidiagnostic medical equipment, transportagiguipment and computer hardware
information systems. The capital expenditure progigsubject to review and is revised in light bhnges in demands for energy, technol
environmental laws, regulatory changes, businegaresion opportunities, the costs of labor, mate@ald equipment and our consolidated
financial condition.

Cash used for consolidated capital expendituresB266 million in 2008, $162 million in 2007 and $&@llion in 2006. As a result of the
ongoing economic recession and difficult credit kediconditions we have reduced capital expenditacesss all of our operating companies.
Estimated capital expenditures for 2009 are $6lionil Total capital expenditures for the five-ygariod 2009 through 2013 are estimated to
be approximately $884 million, which includes $388lion for our share of expected expendituresdonstruction of the planned Big Stone

Il electric generating plant and related transmississets if all necessary permits and approvalgranted on a timely basis, and $66 million
for CapX 2020 projects. The breakdown of 2006, 280d 2008 actual and 2009 through 2013 estimafeithtaxpenditures by segment is as
follows:

(in millions) 2006 2007 2008 2009 200¢-201%
Electric $ 35 $ 104 $ 19¢ $ 35 $ 69¢
Plastics 5 3 9 5 18
Manufacturing 20 43 48 13 11¢&
Health Service: 5 5 4 3 27
Food Ingredient Processil 2 — 2 3 14
Other Business Operatio 2 6 4 2 11
Corporate — 1 — — 1

Total $ 69 $ 162 $ 26€ $ 61 $ 884

The electric segment continues to review anothadwroject called the Luverne Wind Farm. The expecost of this 49.5 megawatt project
is $100 to $110 million. This project is subjecoiar ability to obtain acceptable financing termsl &0 approval by our Board of Directors.
There could be additional capital expenditure opputies available as well for some of our noneiediusinesses as a result of the passa
the American Recovery and Reinvestment Act of 200Big Stone Il is not built, budgeted amounts float project will be applied to
alternative baseload generation projects thatlwilheeded to meet the electric utility’s futureeyation requirements.




The following table summarizes our contractual gétions at December 31, 2008 and the effect thielsgations are expected to have on our
liquidity and cash flow in future periods.

Less thar 1-3 35 More than
(in millions) Total 1 Year Years Years 5 Years
Long-Term Debt Obligation $ 34% $ 4 $ 9 $10 $23¢
Interest on Lon-Term Debt Obligation 24¢€ 21 40 28 157
Coal Contracts (required minimurr 154 54 60 18 22
Capacity and Energy Requireme 14C 24 17 11 88
Operating Lease Obligatiol 13C 46 57 17 10
Postretirement Benefit Obligatio 58 3 7 8 40
Other Purchase Obligatiol 42 42 — — —
Total Contractual Cash Obligatio $1,11:8 $194 $27¢ $92 $552

Interest on $10.4 million of variable-rate debtstanding on December 31, 2008 was projected bas#tednterest rates applicable to that
debt instrument on December 31, 2008. PostretireBenefit Obligations include estimated cash exjtenes for the payment of retiree
medical and life insurance benefits and supplenh@etasion benefits under our unfunded Executiveri8ar and Supplemental Retirement
Plan, but do not include amounts to fund our notritmutory funded pension plan as we are not culyeetuired to make a contribution to
that plan.

CAPITAL RESOURCES

The following table presents the status of ourdin&credit as of December 31, 2008:

Restricted due t

In Use or Outstanding Letter Available on
(in thousands Line Limit December 31, 200 of Credit December 31, 200
Varistar Credit Agreemel $200,00( $107,84¢ $14,44: $ 77,70¢
Electric Utility Credit Agreemer 170,00( 27,06¢ — 142,93!
Total $370,00( $134,91. $14,44¢ $220,64:

Financial flexibility is provided by operating cabws, unused lines of credit, strong financialermages, solid credit ratings, and alternative
financing arrangements such as leasing. Equityebt financing will be required in the period 2068ough 2013 given the expansion plans
related to our electric segment to fund constructibnew rate base investments, in the event wieldeo reduce borrowings under our lines
of credit, refund or retire early any of our prebenutstanding debt or cumulative preferred sha@somplete acquisitions or for other
corporate purposes. There can be no assurancanhatditional required financing will be availalbheough bank borrowings, debt or equity
financing or otherwise, or that if such financissgavailable, it will be available on terms accefsdb us. If adequate funds are not available
on acceptable terms, our businesses, results oétigres and financial condition could be adversdfgcted.

On December 23, 2008 our wholly owned subsidiagridtar Corporation (Varistar), entered into a $&0llion Amended and Restated
Credit Agreement (the Varistar Credit Agreementhwihe Banks named therein, U.S. Bank National gission, a national banking
association, as agent for the Banks and as Leaxhéer, and Bank of America, N.A., Keybank NatioAssociation, and Wells Fargo Bank,
National Association, as (-Documentation Agents. The Varistar Credit Agreet@mends and restates the $200 million Credit Agred,
dated as of October 2, 2007 (the Original Credite®gnent), among the parties to the Varistar Césgiieement, and is an unsecured
revolving credit facility that Varistar can draw tmsupport its operations. The Original Credit égment was amended to provide that, in the
event we elect to form a holding company, the Mari€redit Agreement will become an obligationué hew holding company on the terms
and subject to the conditions specified in the &tari Credit Agreement, which include changes tdritexest rate and financial covenants.
line of credit may be increased to $300 milliontbe terms and subject to the conditions describede Varistar Credit Agreement and will
expire on October 2, 2010. Borrowings under the bficredit bear interest at LIBOR plus 2.0%, sabje adjustment based on Varistar's
adjusted cash flow leverage ratio (as defined énMhristar Credit Agreement). In the event we eledorm a holding company on the terms
and subject to the conditions specified in the $tari Credit Agreement (the Permitted Reorganizjtitwe interest rate for loans after the
effectiveness of the Permitted Reorganization dlbased on the senior unsecured credit ratintieeafew holding company.




The Varistar Credit Agreement contains a numbeesitrictions on the businesses of Varistar anthéterial subsidiaries, including
restrictions on their ability to merge, sell assetake certain investments, create or incur lienassets, guarantee the obligations of any «
party, and engage in transactions with relatedgsarThe Varistar Credit Agreement also contaifisnaétive covenants and events of default.
The Varistar Credit Agreement does not include jgions for the termination of the agreement orgbeeleration of repayment of amounts
outstanding due to changes in our credit ratingsistar’s obligations under the Varistar Credit égment are guaranteed by each of its
material subsidiaries.

On July 30, 2008 Otter Tail Corporation, dba Oftail Power Company replaced its credit agreemetit WiS. Bank National Association,
which provided for a $75 million line of credit, tiia new credit agreement providing for a $170iarilline of credit with an accordion
feature whereby the line can be increased to $28i@mas described in the new credit agreemene fiéw credit agreement (the Electric
Utility Credit Agreement) is between Otter Tail @oration, dba Otter Tail Power Company and JPMof@aase Bank, N.A., Wells Fargo
Bank, National Association and Merrill Lynch Banls@, as Banks, U.S Bank National Association, asuakBand as agent for the Banks,
Bank of America, N.A., as a Bank and as Syndicafigent. The Electric Utility Credit Agreement is ansecured revolving credit facility
that the electric utility can draw on to suppo# thorking capital needs and other capital requirgmef its operations. Borrowings under this
line of credit bear interest at LIBOR plus 0.5%bjeat to adjustment based on the ratings of oubsemsecured debt. The Electric Utility
Credit Agreement contains a number of restrictiomshe business of the electric utility, includirggtrictions on its ability to merge, sell
assets, incur indebtedness, create or incur lieressets, guarantee the obligations of any othéy,@nd engage in transactions with related
parties. The Electric Utility Credit Agreement alsantains affirmative covenants and events of deféibe Electric Utility Credit Agreement
is subject to renewal on July 30, 2011.

The note purchase agreement relating to our $9@m.63% senior notes due December 1, 2011 @04 Note Purchase Agreement), the
note purchase agreement relating to our $50 miBigi78% senior note due November 30, 2017 (theddiasNote Purchase Agreement), and
the note purchase agreement relating to our $18®m$enior unsecured notes issued in four sedesisting of $33 million aggregate
principal amount of 5.95% Senior Unsecured NotesieS A, due 2017; $30 million aggregate princgrabunt of 6.15% Senior Unsecured
Notes, Series B, due 2022; $42 million aggregaitecmal amount of 6.37% Senior Unsecured NotesieSeZ, due 2027; and $50 millic
aggregate principal amount of 6.47% Senior UnsecN@es, Series D, due 2037 (the 2007 Note Purchgssement) each states that we
may prepay all or any part of the notes issuecetiaer (in an amount not less than 10% of the aagtgeprincipal amount of the notes then
outstanding in the case of a partial prepaymeritpa¢so of the principal amount prepaid, togethehwitcrued interest and a make-whole
amount. Each of the 2001 Note Purchase Agreementh@nCascade Note Purchase Agreement states évéimé of a transfer of utility assets
put event, the noteholders thereunder have thé¢ tagtequire us to repurchase the notes held by thefull, together with accrued interest ¢

a make-whole amount, on the terms and conditioasied in the respective note purchase agreem&h&s2007 Note Purchase Agreement
states we must offer to prepay all of the outstagaiotes issued thereunder at 100% of the prineipalunt together with unpaid accrued
interest in the event of a change of control ofGlmenpany.

The 2001 Note Purchase Agreement, the CascadePdotbase Agreement and the 2007 Note Purchasemgneeach contains a numbe
restrictions on us and our subsidiaries. In eask tidese include restrictions on our ability aredahility of certain of our subsidiaries to
merge, sell assets, create or incur liens on agpesantee the obligations of any other party,emghge in transactions with related parties.
Our obligations under the 2001 Note Purchase Agee¢mand the Cascade Note Purchase Agreement awmtped by certain of our
subsidiaries.

Financial Covenants

The Electric Utility Credit Agreement, the 2001 Bd&urchase Agreement, the Cascade Note Purchasemgnt, the 2007 Note Purchase
Agreement, the Lombard US Equipment Finance Nodktlaa financial guaranty insurance policy with Aral#essurance Corporation relating
to our pollution control refunding bonds contairvepants by us to not permit our debttdtal capitalization ratio to exceed 60% or perouit
interest and dividend coverage ratio (or in theea#sthe Cascade Note Purchase Agreement, ouegtteoverage ratio) to be less than 1.5 to
1. On effectiveness of the Permitted Reorganizatiom Varistar Credit Agreement will contain simit@venants applicable to the new
holding company. The note purchase agreementsfumtistrict us from allowing our priority debt teoeed 20% of total capitalization. The
Varistar Credit Agreement also contains certaiaritial covenants that will apply to Varistar uttié effectiveness of the Permitted
Reorganization. Specifically, Varistar must maintaifixed charge coverage ratio (as defined invdwgstar Credit Agreement) of not less
than 1.20 to 1.00 for each period of four conseeufiscal quarters through March 31, 2009, andesx than 1.25 to 1.00 for each period of
four consecutive fiscal quarters ending June 3092hd thereafter. In addition, Varistar must rerpit its Cash Flow Leverage Ratio (as
defined in the Varistar Credit Agreement) to exc8etb to 1.00 for each period of four consecutisedl quarters through March 31, 2009, or
to exceed 3.00 to 1.00 for each period of four




consecutive fiscal quarters ending June 30, 208&lmreafter. Our Credit and Note Purchase Agre&mnot contain any provisions that
would trigger an acceleration of our debt causedrbylit rating levels assigned to us by rating aggen We and Varistar were in compliance
with all of the financial covenants under our regjpe financing agreements as of December 31, 2008.

Our securities ratings at December 31, 2008 were:

Moody's Investor: Standarc
Service & Poor's
Senior Unsecured De A3 BBB-
Preferred Stoc Not rated BB
Outlook Negative Stable

On September 26, 2008 Standard and Poor’s Ratieiysc8s lowered its corporate credit rating andesaimsecured debt rating on our
company from BBB+ to BBB- and lowered its ratingaur preferred stock from BBB- to BB and changadittiook from negative to stable,
citing a growing appetite for nonutility businesggsombination with expected credit measures éhatmore consistent with the BBB- rating
and expected cash flow constraints given curremmh@uic indicators.

On January 14, 2009 Moody’s Investors Service pldle ratings of our senior unsecured debt undéewefor possible downgrade. The
review for possible downgrade follows the Janugr009 order of the MPUC approving, with conditipthe restructuring of Otter Tail
Corporation to establish a separate subsidiaryocatipn to conduct its utility operations.

Our disclosure of these securities ratings is nrecammendation to buy, sell or hold our securitid®wngrades in these securities ratings
could adversely affect our company. Further, dowdgs could increase our borrowing costs resultimgpssible reductions to net income in
future periods and increase the risk of defaulbondebt obligations.

Our ratio of earnings to fixed charges from contiguoperations, which includes imputed finance €ast operating leases, was 2.4x for 2008
compared to 3.5x for 2007 and our long-term defer@st coverage ratio before taxes was 3.8x fo8 20bnpared to 6.2x for 2007. During
2009, we expect these coverage ratios to increaseming 2009 net income meets our expectations.
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Otter Tail has maintained coverage
ratios in excess of its debt covenant
requirements.

OFF-BALANCE-SHEET ARRANGEMENTS

We do not have any off-balance-sheet arrangemerasyorelationships with unconsolidated entitiesimaincial partnerships. These entities
are often referred to as structured finance speciglose entities or variable interest entitiesiclvlare established for the purpose of
facilitating off-balance-sheet arrangements orofitver contractually narrow or limited purposes. &ve not exposed to any financing,
liquidity, market or credit risk that could aridenie had such relationships.




RISK FACTORS AND CAUTIONARY STATEMENTS

We are including the following factors and cautignstatements in this Annual Report to make appliEand to take advantage of the safe
harbor provisions of the Private Securities LitigatReform Act of 1995 for any forward-looking statents made by us or on our behalf.
Forward-looking statements include statements coimg plans, objectives, goals, strategies, fuauents or performance, and underlying
assumptions (many of which are based, in turn, dpdher assumptions) and other statements thaither than statements of historical fa
From time to time, we may publish or otherwise makailable forward-looking statements of this natukll these forward-looking
statements, whether written or oral and whetherentgdus or on our behalf, are also expressly dedlify these factors and cautionary
statements. Forward-looking statements involvesreshd uncertainties, which could cause actualtesuloutcomes to differ materially from
those expressed.

Any forward-looking statement contained in this doent speaks only as of the date on which thers&ateis made, and we undertake no
obligation to update any forward-looking statemanstatements to reflect events or circumstancasoitcur after the date on which the
statement is made or to reflect the occurrencenafticipated events. New factors emerge from tionénte, and it is not possible for us to
predict all of the factors, nor can we assess fieeteof each factor on our business or the extiemthich any factor, or combination of factc
may cause actual results to differ materially fridlvose contained in any forward-looking statemeht following factors and the other
matters discussed herein are important factorsctidt! cause actual results or outcomes for ourpaom to differ materially from those
discussed in the forward-looking statements indiuelsewhere in this document.

GENERAL
Federal and state environmental regulation could rguire us to incur substantial capital expendituresand increased operating costs.

We are subject to federal, state and local enviemtal laws and regulations relating to air qualitgter quality, waste management, natural
resources and health safety. These laws and reandatgulate the modification and operation oétmrg facilities, the construction and
operation of new facilities and the proper stordgmdling, cleanup and disposal of hazardous veasteoxic substances. Compliance with
these legal requirements requires us to commiffgignt resources and funds toward environmentatitoang, installation and operation of
pollution control equipment, payment of emissioesf@and securing environmental permits. Obtainingrenmental permits can entail
significant expense and cause substantial congirudelays. Failure to comply with environmental$aand regulations, even if caused by
factors beyond our control, may result in civilaiminal liabilities, penalties and fines.

Existing environmental laws or regulations may é&&ged and new laws or regulations may be adopted@me applicable to us. Revised or
additional regulations, which result in increasethpliance costs or additional operating restricigrarticularly if those costs are not fully
recoverable from customers, could have a matdffiatteon our results of operations.

Volatile financial markets and changes in our debtatings could restrict our ability to access capithand increase borrowing costs and
pension plan expenses.

We rely on access to both short- and long-termtabpiarkets as a source of liquidity for capitajugements not satisfied by cash flows from
operations. If we are not able to access capitabm@petitive rates, our ability to implement ousimess plans may be adversely affected.
Market disruptions or a downgrade of our crediingg may increase the cost of borrowing or advegrafect our ability to access one or m
financial markets.

Disruptions, uncertainty or volatility in the finaial markets can also adversely impact our restiltgerations, the ability of customers to
finance purchases of goods and services, andmamdial condition as well as exert downward pressur stock prices and/or limit our ability
to sustain our current common stock dividend level.

Changes in the U.S. capital markets could also bmyréficant effects on our pension plan. Our penshcome or expense is affected by
factors including the market performance of theetsss the master pension trust maintained fop#tesion plan for some of our employees,
the weighted average asset allocation and teng-rate of return of our pension plan assetsdieount rate used to determine the service
interest cost components of our net periodic pensast and assumed rates of increase in our engsbftdure compensation. If our pension
plan assets do not achieve positive rates of returrifi our estimates and assumed rates are natateg our earnings may decrease becaut
periodic pension costs would rise and we couldelggiired to provide additional funds to cover ouligations to employees under the pens
plan.




As of December 31, 2008, our defined benefit panplan assets had declined significantly since bBes 31, 2007. We are not required to
make a mandatory contribution to the pension pla2009. However, if the market value of pensiompasets continues to decline and relief
under the Pension Protection Act is no longer g@nive could be required to contribute additioragi@l to the pension plan.

Any significant impairment of our goodwill would cause a decrease in our assets and a reduction in ouet operating performance.

We had approximately $106.8 million of goodwill ceded on our consolidated balance sheet as of Deedi, 2008. We have recorded
goodwill for businesses in each of our businessneags, except for our electric utility. If we maglganges in our business strategy or if
market or other conditions adversely affect operetiin any of these businesses, we may be forcettwd an impairment charge, which
would lead to decreased assets and a reducticet imperating performance. Goodwill is tested fop@inment annually or whenever events or
changes in circumstances indicate impairment mag bacurred. If the testing performed indicates timpairment has occurred, we are
required to record an impairment charge for théedéhce between the carrying value of the goodwit the implied fair value of the
goodwill in the period the determination is madke Testing of goodwill for impairment requires agrake significant estimates about our
future performance and cash flows, as well as aiksumptions. These estimates can be affectedrbgnous factors, including changes in
economic, industry or market conditions, changdsuisiness operations, future business operatirfgrp@aince, changes in competition or
changes in technologies. Any changes in key assangptor actual performance compared with key agsioms, about our business and its
future prospects or other assumptions could affecfair value of one or more business segmentghwhay result in an impairment charge.

We currently have $24.3 million of goodwill and &% million nonamortizable trade name recorded anb@alance sheet related to the
acquisition of Idaho Pacific Holdings, Inc. (IPHY)2004. If conditions of low sales prices, highrglyeand raw material costs and a shortage
of raw potato supplies return, as experienced B620r operating margins do not improve accordgur projections, the reductions in
anticipated cash flows from this business may m@ichat its fair value is less than its book vaksulting in an impairment of some or all of
the goodwill and nonamortizable intangible assst®aiated with IPH and a corresponding charge ageaarnings.

We currently have $12.3 million of goodwill and $4nillion in nonamortizable trade names recordedwnbalance sheet related to the
acquisition of ShoreMaster and its subsidiary camgm If current economic conditions continue t@att the amount of sales of waterfront
products and ShoreMaster is not successful witrgegozing and streamlining its business to improperating margins according to our
projections, the reductions in anticipated castvélérom this business may indicate that its falueds less than its book value resulting in an
impairment of some or all of the goodwill and nomatizable intangible assets associated with Shosééland a corresponding charge
against earnings.

A sustained decline in our common stock price bdatowk value may result in goodwill impairments thatild adversely affect our results of
operations and financial position, as well as gadit facility covenants.

Economic conditions could negatively impact our busesses.

Our businesses are affected by local, nationakasrtiwide economic conditions. The current tightenof credit in financial markets could
continue to adversely affect the ability of custesii® finance purchases of our goods and serviesslting in decreased orders, cancelled or
deferred orders, slower payment cycles, and inecebad debt and customer bankruptcies. Our busisesay also be adversely affected by
decreases in the general level of economic actigitgh as decreases in business and consumerspeAdiecline in the level of economic
activity and uncertainty regarding energy and comityqorices could adversely affect our results pé@tions and our future growth.

If we are unable to achieve the organic growth wex@ect, our financial performance may be adverselyféected.

We expect much of our growth in the next few yegitscome from major capital investment at existicgmpanies. To achieve the organic
growth we expect we will have to develop new pradand services, expand our markets and increfisee€ies in our businesses.
Competitive and economic factors could adversdigcabur ability to do this. If we are unable tdeave and sustain consistent organic
growth, we will be less likely to meet our revergrewth targets, which together with any resultingpact on our net income growth, may
adversely affect the market price of our commomnesha




Our plans to grow and diversify through acquisitiors may not be successful, which could result in podinancial performance.

As part of our business strategy, we intend to meqew businesses. We may not be able to ideatifropriate acquisition candidates or
successfully negotiate, finance or integrate adtpis. If we are unable to make acquisitions, wayrbe unable to realize the growth we
anticipate. Future acquisitions could involve nuouerrisks including: difficulties in integratingeloperations, services, products and
personnel of the acquired business; and the patdosis of key employees, customers and supplietsecacquired business. If we are unable
to successfully manage these risks of an acquisiti@ could face reductions in net income in fujpeeods.

Our plans to acquire, grow and operate our nonelecic businesses could be limited by state law.

Our plans to acquire, grow and operate our nonadmisinesses could be adversely affected byll@sa in one or more states that may
attempt to limit the amount of diversification pétted in a holding company structure that includesgulated utility company or affiliated
nonelectric companies.

The terms of some of our contracts could expose tsunforeseen costs and costs not within our contovhich may not be recoverable
and could adversely affect our results of operatiohand financial condition.

DMI and ShoreMaster, two businesses in our manuifsgt segment, and our construction companies &etly provide products and servit
pursuant to fixed-price contracts. Revenues re@aghon jobs in progress under fixed-price contrbmtshe year ended December 31, 2008
were $425 million. Under those contracts, we agpgeerform the contract for a fixed price and, asslt, can improve our expected profit
superior contract performance, productivity, workafety and other factors resulting in cost savikfgavever, we could incur cost overruns
above the approved contract price, which may notbeverable.

Fixed-price contract prices are established baamggly upon estimates and assumptions relatingojegt scope and specifications, personnel
and material needs. These estimates and assumptanprove inaccurate or conditions may changeta &ctors out of our control,

resulting in cost overruns, which we may be requteeabsorb and that could have a material adwedfeet on our business, financial
condition and results of our operations. In additiour profits from these contracts could decreaskwe could experience losses if we incur
difficulties in performing the contracts or are bleato secure fixeghicing commitments from our manufacturers, suppland subcontractc

at the time we enter into fixed-price contractswatr customers.

We are subject to risks associated with energy masks.

Our businesses are subject to the risks associdtie@nergy markets, including market supply aratéasing energy prices. If we are faced
with shortages in market supply, we may be unabfelfill our contractual obligations to our retaitholesale and other customers at
previously anticipated costs. This could forceaistitain alternative energy or fuel supplies ahbigcosts or suffer increased liability for
unfulfilled contractual obligations. Any significiiy higher than expected energy or fuel costs wadldatively affect our financial
performance.

Certain of our operating companies sell products t@onsumers that could be subject to recall.

Certain of our operating companies sell productsotisumers that could be subject to recall dueddyzt defect or other safety concerns. If
such a recall were to occur, it could have a negampact on our consolidated results of operatamsfinancial position.

ELECTRIC

We may experience fluctuations in revenues and expses related to our electric operations, which magause our financial results to
fluctuate and could impair our ability to make distributions to shareholders or scheduled payments oour debt obligations.

A number of factors, many of which are beyond amtml, may contribute to fluctuations in our reues and expenses from electric
operations, causing our net income to fluctuatmfperiod to period. These risks include fluctuagiomthe volume and price of sales of
electricity to customers or other utilities, whictay be affected by factors such as mergers andsiibops of other utilities, geographic
location of other utilities, transmission costsc{iding increased costs related to operationsgibral transmission organizations), changes in
the manner in which wholesale power is sold andimsed,




unplanned interruptions at our generating plahts gffects of regulation and legislation, demogi@phanges in our customer base and
changes in our customer demand or load growth tfidegholesale margins have been significantly addersely affected by increased
efficiencies in the MISO market. Electric wholestakding margins could also be adversely affeciebbgses due to trading activities. Other
risks include weather conditions or changes in hergpatterns (including severe weather that coeddlt in damage to our assets), fuel and
purchased power costs and the rate of economictromdecline in our service areas. A decreasevanues or an increase in expenses
related to our electric operations may reduce theumt of funds available for our existing and fetbiusinesses, which could result in
increased financing requirements, impair our abibitmake expected distributions to shareholdeimpeir our ability to make scheduled
payments on our debt obligations.

As of December 31, 2008 the electric utility hagitalized $11.6 million in costs related to therpiad construction of a second electric
generating unit at the electric utility’s Big StoR&ant site. If the project is abandoned for petingtor other reasons, a portion of these
capitalized costs and others incurred in futuréggisrmay be subject to expense and may not be eegiole. Additionally, if the electric utilit

is unable to complete the construction of Big Stbraand commence operations, it may be forced tolpase power in order to meet customer
needs. There is no guarantee that in such a casdettric utility would be able to obtain suffiostesupplies of power at reasonable costs. If it
is forced to pay higher than normal prices for powlee increase in costs could reduce our earrifrige electric utility is not able to recover
the increased costs from its electric customeisutin the FCA.

Actions by the regulators of our electric operatios could result in rate reductions, lower revenuesral earnings or delays in recovering
capital expenditures.

We are subject to federal and state legislatiomegument regulations and regulatory actions that heave a negative impact on our business
and results of operations. The electric rateswhasre allowed to charge for our electric serva@sone of the most important items
influencing our financial position, results of optons and liquidity. The rates that we chargeeaactric customers are subject to review and
determination by state public utility commissiondMinnesota, North Dakota and South Dakota. Wealwe regulated by the FERC. An
adverse decision by one or more regulatory comonsstoncerning the level or method of determinilegtec utility rates, the authorized
returns on equity, implementation of enforceabtiefal reliability standards or other regulatory e, permitted business activities (such as
ownership or operation of nonelectric businesseany prolonged delay in rendering a decision iata or other proceeding (including with
respect to the recovery of capital expenditurasiies) could result in lower revenues and net irecom

Future operating results of our electric segmeltithei impacted by the outcome of a rate case fileddorth Dakota on November 3, 2008
requesting an overall increase in North Dakotailredtes of 5.14%. The filing included a requestda interim rate increase of 4.07%, which
went into effect on January 1, 2009. Interim rat@sremain in effect for all North Dakota custonsauntil the NDPSC makes a final
determination on the electric utilityrequest, which is expected by August 1, 2008ndf rates are lower than interim rates, the eiecttility
will refund North Dakota customers the differendéwinterest.

We may not be able to respond effectively to deretation initiatives in the electric industry, which could result in reduced revenues
and earnings.

We may not be able to respond in a timely or eifeatnanner to the changes in the electric indusiay may occur as a result of regulatory
initiatives to increase wholesale competition. Ehesgulatory initiatives may include further deriegion of the electric utility industry in
wholesale markets. Although we do not expect retaihpetition to come to the states of MinnesotatiNDakota and South Dakota in the
foreseeable future, we expect competitive forceblérelectric supply segment of the electric bussrte continue to increase, which could
reduce our revenues and earnings.

Our electric generating facilities are subject to perational risks that could result in unscheduled fant outages, unanticipated
operation and maintenance expenses and increasedwer purchase costs.

Operation of electric generating facilities invavwésks which can adversely affect energy outpdtefficiency levels. Most of our generating
capacity is coal-fired. We rely on a limited numbé&suppliers of coal, making us vulnerable to @ased prices for fuel as existing contracts
expire or in the event of unanticipated interrupsian fuel supply. We are a captive rail shippethef BNSF Railway for shipments of coal to
our Big Stone and Hoot Lake plants, making us walbke to increased prices for coal transportatiomfa sole supplier. Higher fuel prices
result in higher electric rates for our retail @umsers through fuel clause adjustments and coulcermakess competitive in wholesale electric
markets. Operational risks also include facilitytstowns due to breakdown or failure of equipmentrocesses, labor disputes, operator ¢
and




catastrophic events such as fires, explosionsgdfipmtentional acts of destruction or other similacurrences affecting our electric genera
facilities. The loss of a major generating facilitpuld require us to find other sources of supjlgyailable, and expose us to higher
purchased power costs.

Changes to regulation of generating plant emissiongcluding but not limited to carbon dioxide (CO2) emissions, could affect our
operating costs and the costs of supplying electiig to our customers.

Existing or new laws or regulations passed or iddefederal or state authorities addressing cknchange or reductions of greenhouse gas
emissions, such as mandated levels of renewabkratton, mandatory reductions in G@mission levels, taxes on CG@missions or cap ar
trade regimes, that result in increases in eles#i@ice costs could negatively impact our netimnepfinancial position and operating cash
flows if such costs cannot be recovered througgsrgtanted by ratemaking authorities in the statesye the electric utility provides service
or through increased market prices for electricity.

PLASTICS

Our plastics operations are highly dependent on arhited number of vendors for PVC resin and a limited supply of PVC resin. The
loss of a key vendor, or any interruption or delayin the supply of PVC resin, could result in reducedsales or increased costs for our
plastics business.

We rely on a limited number of vendors to supply BVC resin used in our plastics business. Two enaccounted for approximately 94%
of our total purchases of PVC resin in 2008 and@gamately 95% of our total purchases of PVC ra@sif007. In addition, the supply of
PVC resin may be limited primarily due to manufaictg capacity and the limited availability of rawatarial components. A majority of U.S.
resin production plants are located in the GulfsEoagion, which may increase the risk of a shertafgesin in the event of a hurricane or
other natural disaster in that region. The losa kéy vendor or any interruption or delay in thaikbility or supply of PVC resin could
disrupt our ability to deliver our plastic produatause customers to cancel orders or require ingtio additional expenses to obtain PVC
resin from alternative sources, if such sourcesaadable.

We compete against a large number of other manufagters of PVC pipe and manufacturers of alternativeproducts. Customers may
not distinguish our products from those of our comptitors.

The plastic pipe industry is highly fragmented aochpetitive due to the large number of producedstha fungible nature of the product. \
compete not only against other PVC pipe manufartutmit also against ductile iron, steel, concaie clay pipe manufacturers. Due to
shipping costs, competition is usually regionatéasl of national in scope, and the principal acda®mpetition are a combination of price,
service, warranty and product performance. Ourilitabo compete effectively in each of these araad to distinguish our plastic pipe
products from competing products may adverselycaffee financial performance of our plastics busine

Reductions in PVC resin prices can negatively afféour plastics business.

The PVC pipe industry is highly sensitive to comitypdaw material pricing volatility. Historicalljwhen resin prices are rising or stable,
margins and sales volume have been higher and mseanprices are falling, sales volumes and margave been lower. Reductions in PVC
resin prices could negatively affect PVC pipe migerofit margins on PVC pipe sales and the vafuuC pipe held in inventory.

MANUFACTURING

Competition from foreign and domestic manufacturers the price and availability of raw materials, fluduations in foreign currency
exchange rates and general economic conditions cdwdffect the revenues and earnings of our manufacting businesses.

Our manufacturing businesses are subject to intésiseassociated with competition from foreign aoenestic manufacturers, many of
whom have broader product lines, greater distrioutiapabilities, greater capital resources, langerketing, research and development staffs
and facilities and other capabilities that may pldownward pressure on margins and profitabilitye Tompanies in our manufacturing
segment use a variety of raw materials in the prtsdilhey manufacture, including steel, lumber, cete; aluminum and resin. Costs for these
items have increased significantly and may contiouacrease. If our manufacturing businesses aralole to pass on cost increases to their
customers, it could have a negative effect on proéirgins in our manufacturing segment.




Each of our manufacturing companies has significastomers and concentrated sales to such custolfne@us relationships with significant
customers should change materially, it would béadift to immediately and profitably replace losies. Fluctuations in foreign currency
exchange rates could have a negative impact onghi@come and competitive position of our wind éownanufacturing operations in Ft.
Erie, Ontario because the plant pays its operatimenses in Canadian dollars.

HEALTH SERVICES

Changes in the rates or methods of thirgsarty reimbursements for our diagnostic imaging sevices could result in reduced demand fc
those services or create downward pricing pressureyhich would decrease our revenues and earnings.

Our health services businesses derive signifi@rgnue from direct billings to customers and tlpedty payors such as Medicare, Medicaid,
managed care and private health insurance compi@miear diagnostic imaging services. Moreover teogrs who use our diagnostic
imaging services generally rely on reimbursememrfthird-party payors. Adverse changes in the ratesethods of third-party
reimbursements could reduce the number of procsdaravhich we or our customers can obtain reiméument or the amounts reimbursec
us or our customers.

Our health services businesses may be unable to tione to maintain agreements with Philips Medical fom which we derive
significant revenues from the sale and service ofilips Medical diagnostic imaging equipment.

Our health services business agreement with Phlidical expires on December 31, 2013. This agre¢cen be terminated on 180 days
written notice by either party for any reason.l$oancludes other compliance requirements. If #gjigeement is terminated under the existing
termination provisions or we were not able to comith the agreement, the financial results of loealth services operations would be
adversely affected.

Technological change in the diagnostic imaging indiiry could reduce the demand for diagnostic imagingervices and require our
health services operations to incur significant cas to upgrade its equipment.

Although we believe substantially all of our diagtio imaging systems can be upgraded to maintain state-of-the-art character, the
development of new technologies or refinementsxaftiag technologies might make our existing systeethnologically or economically
obsolete, or cause a reduction in the value afeduce the need for, our systems.

Actions by regulators of our health services oper&ins could result in monetary penalties or restridons in our health services
operations.

Our health services operations are subject to &@erd state regulations relating to licensuredoenhof operations, ownership of facilities,
addition of facilities and services and paymergarfvices. Our failure to comply with these regwalasi, including new regulations released
October 30, 2008 by the Center for Medicare & Matervices, or our inability to obtain and maintaecessary regulatory approvals, may
result in adverse actions by regulators with resfeour health services operations, which mayuidelcivil and criminal penalties, damages,
fines, injunctions, operating restrictions or susgpen of operations. Any such action could advgraéflect our financial results. Courts and
regulatory authorities have not fully interpretesignificant number of these laws and regulati@msi this uncertainty in interpretation
increases the risk that we may be found to beadtation. Any action brought against us for violatiof these laws or regulations, even if
successfully defended, may result in significagtleexpenses and divert management’s attention tihenoperation of our businesses.




FOOD INGREDIENT PROCESSING

Our company that processes dehydrated potato flakeflour and granules, IPH, competes in a highly copetitive market and is
dependent on adequate sources of potatoes for presing.

The market for processed, dehydrated potato fldlas, and granules is highly competitive. The |giadfility and success of our potato
processing company is dependent on superior prapiadity, competitive product pricing, strong cusgr relationships, raw material costs,
fuel prices and availability and customer demandifashed goods. In most product categories, amgany competes with numerous
manufacturers of varying sizes in the United States

The principal raw material used by our potato psso®y company is washed process-grade potatoegjimnwers. These potatoes are
unsuitable for use in other markets due to imp#idas. They are not subject to the United Statesallienent of Agriculture’s general
requirements and expectations for size, shapelor.&hile our food ingredient processing compaag processing capabilities in three
geographically distinct growing regions, there bamo assurance it will be able to obtain raw ni@edue to poor growing conditions, a loss
of key growers and other factors. A loss or shatalgraw materials or the necessity of paying mhigher prices for raw materials or fuel
could adversely affect the financial performancéhis company. Fluctuations in foreign currencytexuge rates could have a negative im
on our potato processing company’s net income antpetitive position because approximately 25% o&f Hles in 2008 were outside the
United States and the Canadian plant pays its ipgrexpenses in Canadian dollars.

OTHER BUSINESS OPERATIONS
Our construction companies may be unable to propeyl bid and perform on projects.

The profitability and success of our constructiompanies require us to identify, estimate and tnbéd on profitable projects. The quantity
and quality of projects up for bids at any timeiigertain. Additionally, once a project is awarded, must be able to perform within cost
estimates that were set when the bid was subnatidcaccepted. A significant failure or an inabitibyproperly bid or perform on projects
could lead to adverse financial results for ourstarction companies.

QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARK  ET RISK

At December 31, 2008 we had exposure to marketasskciated with interest rates because we had&hdillion in short-term debt
outstanding subject to variable interest ratesahaindexed to LIBOR plus 2.0% under the Vari§teedit Agreement and $27.1 million in
short-term debt outstanding subject to variablerggt rates that are indexed to LIBOR plus 0.5%euttte Electric Utility Credit Agreement.
At December 31, 2008 we had exposure to changeseign currency exchange rates. DMI has mark&tratated to changes in foreign
currency exchange rates at its plant in Ft. Eri@a@o because the plant pays its operating exgansganadian dollars. Outstanding trade
accounts receivable of the Canadian operationBldfdre not at risk of valuation change due to chariig foreign currency exchange rates
because the Canadian company transacts all sdleSimdollars. However, IPH does have market ridlited to changes in foreign currency
exchange rates because approximately 25% of IRt$ #2008 were outside the United States and #madian operations of IPH pays its
operating expenses in Canadian dollars. Howeveéf'siIEanadian subsidiary has locked in exchanges fatethe exchange of U.S. dollars
(USD) for Canadian dollars (CAD) for approximaté&0% of its cash needs for the period January @9 28ough July 31, 2009 and
approximately 50% of its cash needs for the pefiodust 1, 2009 through October 31, 2009 by entenitmforward foreign currency
exchange contracts. On December 31, 2008 IPH'sdiamaubsidiary held contracts for the exchang&6d® million USD for $7.9 million
CAD.

The majority of our consolidated long-term debt figsd interest rates. The interest rate on vaeialhte long-term debt is reset on a periodic
basis reflecting current market conditions. We ng@naur interest rate risk through the issuancéxefifrate debt with varying maturities,
through economic refunding of debt through optiaeflindings, limiting the amount of variable intgtreate debt, and the utilization of short-
term borrowings to allow flexibility in the timingnd placement of long-term debt. As of Decembe2808 we had $10.4 million of long-
term debt subject to variable interest rates. Assgmo change in our financial structure, if valé@imterest rates were to average one
percentage point higher or lower than the averagiable rate on December 31, 2008, annualizedast&xpense and pre-tax earnings would
change by approximately $104,000.

We have not used interest rate swaps to managexpesure to interest rate changes related to atfopio of borrowings. We maintain a ra

of fixed-rate debt to total debt within a certaéimge. It is our policy to enter into interest rassactions and other financial instruments only
to the extent considered necessary to meet owdstdijectives. We do not enter into interest nategactions for speculative or trading
purposes.




The plastics companies are exposed to marketelaked to changes in commodity prices for PVC igdime raw material used to
manufacture PVC pipe. The PVC pipe industry is lyigiensitive to commodity raw material pricing Miligy. Historically, when resin prices
are rising or stable, margins and sales volume baee higher and when resin prices are fallinggssablumes and margins have been lower.
Gross margins also decline when the supply of P\6@ imcreases faster than demand. Due to the coitynwature of PVC resin and the
dynamic supply and demand factors worldwide, itagy difficult to predict gross margin percentageso assume that historical trends will
continue.

The companies in our manufacturing segment aresexpto market risk related to changes in commauatites for steel, lumber, aluminum,
cement and resin. The price and availability o6theaw materials could affect the revenues andregsof our manufacturing segment.

The electric utility has market, price and credikrassociated with forward contracts for the pasghand sale of electricity. As of
December 31, 2008 the electric utility had recogdjzn a pretax basis, $123,000 in net unrealizestek on open forward contracts for the
purchase and sale of electricity. Due to the natfiedectricity and the physical aspects of theteieity transmission system, unanticipated
events affecting the transmission grid can cawsesimission constraints that result in unanticipgi@ds or losses in the process of settling
transactions.

The market prices used to value the electric yliforward contracts for the purchases and sdlesestricity are determined by survey of
counterparties or brokers used by the electrittyitipower services’ personnel responsible fortcaxt pricing, as well as prices gathered
from daily settlement prices published by the lodetinental Exchange. For certain contracts, prateékiquid trading points are based on a
basis spread between that trading point and mguélitrading hub prices. Prices are benchmarkédriard price curves and indices
acquired from a third party price forecasting segviOf the forward energy sales contracts thatreked to market as of December 31, 2008,
100% are offset by forward energy purchase corgtiadierms of volumes and delivery periods.

We have in place an energy risk management polityagoal to manage, through the use of definrddmanagement practices, price risk
and credit risk associated with wholesale poweclpases and sales. With the advent of the MISO Dagrket in April 2005, we made
several changes to our energy risk managementypoliecognize new trading opportunities createdhiiyynew market. Most of the changes
were in new volumetric limits and loss limits toegghately manage the risks associated with theseoppartunities. In addition, we
implemented a Value at Risk (VaR) limit to furthmanage market price risk. Exposure to price riskmmyopen positions as of December 31,
2008 was not material.

The following tables show the effect of markingnarket forward contracts for the purchase andafaddectricity on our consolidated balal
sheet as of December 31, 2008 and the change itbosplidated balance sheet position from Decerdbgp007 to December 31, 2008:

(in thousands December 31, 200
Current Asse— Markec-to-Market Gain $ 40t
Regulatory Asse— Deferred Marke-to-Market Loss 1,162
Total Assett 1,561
Current Liability— Markec-to-Market Loss (1,690
Regulatory Liability— Deferred Marke-to-Market Gain —
Total Liabilities (1,690
Net Fair Value of Marke-to-Market Energy Contrac $ (129
Year ende(
(in thousands December 31, 200
Fair Value at Beginning of Yei $ 632
Amount Realized on Contracts Entered into in 200d &ettled in 200 (1,169
Changes in Fair Value of Contracts Entered int20G87 537
Net Fair Value of Contracts Entered into in 200¥@ar End 200! —
Changes in Fair Value of Contracts Entered int2(88 (129
Net Fair Value at End of Ye: $ (129

The $123,000 in recognized but unrealized net kesethe forward energy purchases and sales meskadrket on December 31, 2008 is
expected to be realized on physical settlementhadsiled in January and February of 2009.




We have credit risk associated with the nonperfoigaar nonpayment by counterparties to our forvesiergy purchases and sales
agreements. We have established guidelines ant$ limmanage credit risk associated with wholegalger purchases and sales. Specific
limits are determined by a counterparty’s finanstaéngth. Our credit risk with our largest couptaty on delivered and marked-to-market
forward contracts as of December 31, 2008 was $282 As of December 31, 2008 we had a net creskitaxposure of $921,000 from 12
counterparties with investment grade credit ratiags one counterparty that has not been rated lextannal credit rating agency but has t
evaluated internally and assigned an internal trating equivalent to investment grade. We haéxmosure at December 31, 2008 to
counterparties with credit ratings below investmgnaide. Counterparties with investment grade cratiitgs have minimum credit ratings of
BBB- (Standard & Poor’s), Baa3 (Moody’s) or BBB-t(h).

The $921,000 credit risk exposure includes net artsodue to the electric utility on receivables/daga from completed transactions billed
and unbilled plus marked-to-market gains/lossefoomard contracts for the purchase and sale otritéy scheduled for delivery after
December 31, 2008. Individual counterparty expasare offset according to legally enforceable ngtirrangements.

IPH has market risk associated with the price ef &il and natural gas used in its potato dehydnagirocess as IPH may not be able to
increase prices for its finished products to recawvereases in fuel costs.

In order to limit its exposure to fluctuations untdre prices of natural gas, IPH entered into @mtér with its natural gas suppliers in
August 2008 for the firm purchase of natural gasaeer portions of its anticipated natural gas seadRirie, Idaho and Center, Colorado
from September 2008 through August 2009 at fixéckst These contracts qualify for the normal pusehaxception to mark-to-market
accounting under Statement of Financial Accoun8tandards (SFAS) No. 138ccounting for Derivatives and Hedging Instrumenss,
amended and interpreted.

The Canadian operations of IPH records its saldscarries its receivables in U.S. dollars but pges/expenses for goods and services
consumed in Canada in Canadian dollars. The payaietstbills in Canada requires the periodic exgd®of U.S. currency for Canadian
currency. In order to lock in acceptable excharagesrand hedge its exposure to future fluctuaiiofisreign currency exchange rates betw
the U.S. dollar and the Canadian dollar, IPH’s G#arasubsidiary entered into forward contractstifierexchange of U.S. dollars into
Canadian dollars in 2008. Each monthly contract feaghe exchange of $400,000 U.S. dollars foragtmunt of Canadian dollars stated in
each contract. The total amounts of contractseskitl 2008 and outstanding on December 31, 2008)akdth net exchange losses realized in
2008 and recognized as of December 31, 2008 asemed in the following table:

(in thousands Settlement Perioc USD CAD

Contracts entered into in March 20 April 2008 — December 200  $3,60C $3,69¢
Net Mark-to-Market Losses Realized on Settlem April 2008 — December 200 (229

Contracts entered into in July 20 August 200&¢— July 20089 $4,80C $5,00¢
Net Mark-to-Market Losses Realized on Settlem August 200&— December 20( (203)
Mark-to-Market Losses on Open Contracts at Year End . January 200— July 2008 (407

Contracts entered into in October 2( January 200— October 200¢  $4,00C $5,001
Mark-to-Market Gains on Open Contracts at Year End 2 January 200— October 200¢ 112

Net Mark-to-Market Losses Realized on Settlement in 2 $ (427)

Net Mark-to-Market Losses Recognized on Open Contracts at Kieer200€& (289

Net Mark-to-Market Losses Recognized in 2C $ (716

These contracts are derivatives subject to markadet accounting. IPH does not enter into thes#racts for speculative purposes or with
the intent of early settlement, but for the purpofcking in acceptable exchange rates and hgdtgrexposure to future fluctuations in
exchange rates with the intent of settling thes#raats during their stated settlement periodsuesiilg the proceeds to pay its Canadian
liabilities when they come due. These contractaatajualify for hedge accounting treatment becdliediming of their settlements did not
and will not coincide with the payment of specliitls or existing contractual obligations. The figre currency exchange forward contracts
outstanding as of December 31, 2008 were valuedrariled to market on December 31, 2008 based aedj@xchange values of similar
contracts that could be purchased on December(8B. 2




CRITICAL ACCOUNTING POLICIES INVOLVING SIGNIFICANT  ESTIMATES

Our significant accounting policies are describedote 1 to consolidated financial statements. diseussion and analysis of the financial
statements and results of operations are basedraonosolidated financial statements, which hawenh@epared in accordance with
accounting principles generally accepted in theté¢hBtates of America. The preparation of thessaatated financial statements requires
management to make estimates and judgments tleat #fi reported amounts of assets, liabilitiesgemaes and expenses, and related
disclosure of contingent assets and liabilities.

We use estimates based on the best informatiotediain recording transactions and balances lieguitom business operations. Estimates
are used for such items as depreciable lives, aspairment evaluations, tax provisions, colledigbof trade accounts receivable, self-
insurance programs, valuation of forward energytreats, unbilled electric revenues, service comtna@intenance costs, percentage-of-
completion and actuarially determined benefitssasid liabilities. As better information becomeaikable or actual amounts are known,
estimates are revised. Operating results can beteff by revised estimates. Actual results magdifbm these estimates under different
assumptions or conditions. Management has discubeegpplication of these critical accounting piescand the development of these
estimates with the Audit Committee of the BoardDakctors. The following critical accounting poks affect the more significant judgments
and estimates used in the preparation of our cmaetl financial statements.

PENSION AND OTHER POSTRETIREMENT BENEFITS OBLIGATIO NS AND COSTS

Pension and postretirement benefit liabilities ardenses for our electric utility and corporate Eyges are determined by actuaries using
assumptions about the discount rate, expectediretuplan assets, rate of compensation increasheaithcare cost-trend rates. Further
discussion of our pension and postretirement beplefins and related assumptions is included in h2t® consolidated financial statements.

These benefits, for any individual employee, carémed and related expenses can be recognizedlmfudity accrued over periods of up to
40 or more years. These benefits can be paid ouipfdo 40 or more years after an employee retitsmates of liabilities and expenses
related to these benefits are among our mostalriiccounting estimates. Although deferral and &mation of fluctuations in actuarially
determined benefit obligations and expenses anddqed for when actual results on a year-to-yeaist@daviate from long-range assumptions,
compensation increases and healthcare cost insreasereduction in the discount rate applied froma year to the next can significantly
increase our benefit expenses in the year of taagh Also, a reduction in the expected rate oirmedn pension plan assets in our funded
pension plan or realized rates of return on plaetssthat are well below assumed rates of returldaesult in significant increases in
recognized pension benefit expenses in the yetlreathange or for many years thereafter becausaréltiosses can be amortized over the
average remaining service lives of active employees

The pension benefit cost for 2009 for our noncntidry funded pension plan is expected to be $3libmcompared to $2.9 million in 200
The estimated discount rate used to determine &beuafit cost accruals will be 6.70% in 2009; digcount rate used in 2008 was 6.25%. In
selecting the discount rate, we consider the yietdixed income debt securities, which have radio§“Aa” published by recognized rating
agencies, along with bond matching models spetfmur plans as a basis to determine the rate.

Subsequent increases or decreases in actual fattsm on plan assets over assumed rates oraiseseor decreases in the discount rate or
rate of increase in future compensation levelsasignificantly change projected costs. For 200&ther factors being held constant: a 0.25
increase in the discount rate would have decreasef008 pension benefit cost by $350,000; a Oe2Bahse in the discount rate would have
increased our 2008 pension benefit cost by $610 8015 increase (or decrease) in the assumedfraterease in future compensation
levels would have increased (or decreased) our geas8ion benefit cost by $500,000; a 0.25 incréasdecrease) in the expected long-term
rate of return on plan assets would have decrgasedcreased) our 2008 pension benefit cost bydo@aD.

Increases or decreases in the discount rate etinee healthcare cost inflation rates could sigaiftly change our projected postretirement
healthcare benefit costs. A 0.25 increase in theadint rate would have decreased our 2008 postregint medical benefit costs by $60,000.
A 0.25 decrease in the discount rate would haveased our 2008 postretirement medical benefisdps$160,000. See note 12 to
consolidated financial statements for the cost thpa change in medical cost inflation rates.

We believe the estimates made for our pension #raf postretirement benefits are reasonable baséuedanformation that is known at the
point in time the estimates are made. These esaatd assumptions are subject to a number otlesiand are subject to change.




REVENUE RECOGNITION

Our construction companies and two of our manufagjucompanies record operating revenues on a pege-of-completion basis for fixed-
price construction contracts. The method used teraene the progress of completion is based ométie of labor costs incurred to total
estimated labor costs at our wind tower manufactsare footage completed to total bid squareafyofor certain floating dock projects
and costs incurred to total estimated costs ooth#ir construction projects. The duration of th¢amity of these contracts is less than a year.
Revenues recognized on jobs in progress as of Desedi, 2008 were $425 million. Any expected losgefbs in progress at year-end
2008 have been recognized. We believe the accauestimate related to the percentage-of-completemounting on uncompleted contracts
is critical to the extent that any underestimatéotdl expected costs on fixed-price constructiontacts could result in reduced profit
margins being recognized on these contracts dirtteeof completion.

FORWARD ENERGY CONTRACTS CLASSIFIED AS DERIVATIVES

Our electric utility’s forward contracts for theqghase and sale of electricity are derivativesestttip mark-to-market accounting under
generally accepted accounting principles. The mgkees used to value the electric utility’s ford@ontracts for the purchases and sales of
electricity are determined by survey of counteiiparor brokers used by the electric utility’'s powervicespersonnel responsible for contr
pricing, as well as prices gathered from dailyleatent prices published by the Intercontinentallaxge. For certain contracts, prices at
illiquid trading points are based on a basis sptegdieen that trading point and more liquid tradindp prices. Prices are benchmarked to
forward price curves and indices acquired fromimtparty price forecasting service, and, as saoh estimates. Of the forward energy sales
contracts that are marked to market as of DeceBthe2008, 100% are offset by forward energy pureltasitracts in terms of volumes and
delivery periods. All of the forward energy contisafor the purchase and sale of electricity matketharket as of December 31, 2008 are
scheduled for settlement prior to March 1, 2009.

ALLOWANCE FOR DOUBTFUL ACCOUNTS

Our operating companies encounter risks associgtbdsales and the collection of the associatedaats receivable. As such, they record
provisions for accounts receivable that are comsitieo be uncollectible. In order to calculate éippropriate monthly provision, the operating
companies primarily utilize historical rates of aants receivables written off as a percentagetaf tevenue. This historical rate is applied to
the current revenues on a monthly basis. The lisiaate is updated periodically based on evédrdsray change the rate, such as a
significant increase or decrease in collectiongremince and timing of payments as well as the tatled total exposure in relation to the
allowance. Periodically, operating companies compdentified credit risks with allowances that hésezn established using historical
experience and adjust allowances accordingly.rcugistances where an operating company is awaejpécific customes’inability to mee
financial obligations, the operating company resadpecific allowance for bad debts to reducatoeunt receivable to the amount it
reasonably believes will be collected.

We believe the accounting estimates related taltbevance for doubtful accounts is critical becatleeunderlying assumptions used for the
allowance can change from period to period anddcpatentially cause a material impact to the incemaéement and working capital.

During 2008, $2.0 million of bad debt expense (@0ldf total 2008 revenue of $1.3 billion) was re@atdnd the allowance for doubtful
accounts was $2.7 million (2.0% of trade accouatgivable) as of December 31, 2008. General ecanconiditions and specific geographic
concerns are major factors that may affect the @a®gof the allowance and may result in a chandledrannual bad debt expense. An
increase or decrease in our consolidated allowBradoubtful accounts based on one percentage pbmitstanding trade receivables at
December 31, 2008 would result in a $1.4 milliocréase or decrease in bad debt expense.

Although an estimated allowance for doubtful ac¢ewm our operating companies’ accounts receivialjpeovided for, the allowance for
doubtful accounts on the electric segment’s whddeskectric sales is insignificant in proportionaienual revenues from these sales. The
electric segment has not experienced a bad deltedelo wholesale electric sales largely due togent risk management criteria related to
these sales. Nonpayment on a single wholesalaielsate could result in a significant bad debtenge.




DEPRECIATION EXPENSE AND DEPRECIABLE LIVES

The provisions for depreciation of electric utiljgyoperty for financial reporting purposes are mad¢he straight-line method based on the
estimated service lives (5 to 65 years) of the griigs. Such provisions as a percent of the avdralgace of depreciable electric utility
property were 2.81% in 2008, 2.78% in 2007 and%.822006. Depreciation rates on electric utilitperty are subject to annual regulatory
review and approval, and depreciation expensecs/ered through rates set by ratemaking autharititBough the useful lives of electric
utility properties are estimated, the recoveryh&iit cost is dependent on the ratemaking procesednlation of the electric industry could
result in changes to the estimated useful livesl@xdtric utility property that could impact depratidn expense.

Property and equipment of our nonelectric operatane carried at historical cost or at the themesurreplacement cost if acquired in a
business combination accounted for under the paech®ethod of accounting and are depreciated amiglstine basis over useful lives (3
40 years) of the related assets. We believe tles ind methods of determining depreciation arensdde, however, changes in economic
conditions affecting the industries in which ounetectric companies operate or innovations in teldgy could result in a reduction of the
estimated useful lives of our nonelectric operatingipanies’ property, plant and equipment or imngmairment write-down of the carrying
value of these properties.

TAXATION

We are required to make judgments regarding thenpial tax effects of various financial transact@nd our ongoing operations to estimate
our obligations to taxing authorities. These takgations include income, real estate and use takesse judgments could result in the
recognition of a liability for potential adversetoomes regarding uncertain tax positions that wee liaken. While we believe our liability for
uncertain tax positions as of December 31, 2008atsfthe most likely probable expected outcomiese tax matters in accordance with
FASB Interpretation No. 4&ccounting for Uncertainty in Income Taxes — aeriptetation of FASB Statement No. 188d SFAS No. 109,
Accounting for Income Tax, the ultimate outcome of such matters could raawddditional adjustments to our consolidatedruial
statements. However, we do not believe such adprssrwould be material.

Deferred income taxes are provided for revenueexpgnses which are recognized in different perfodsicome tax and financial reporting
purposes. We assess our deferred tax assets émerability based on both historical and anticigegarnings levels. We have not recorded a
valuation allowance related to the probability @éovery of our deferred tax assets as we belielgctdns in tax payments related to these
assets will be fully realized in the future.

ASSET IMPAIRMENT

We are required to test for asset impairment regatid property and equipment whenever events arggsin circumstances indicate that the
carrying value of an asset might not be recoveralike apply SFAS No. 14#ccounting for the Impairment or Disposal of Loniged

Assets, in order to determine whether or not an assietjigired. This standard requires an impairmentyamalvhen indicators of impairment
are present. If such indicators are present, Hradsird requires that if the sum of the future etguecash flows from a company’s asset,
undiscounted and without interest charges, istlems the carrying value, an asset impairment meisebognized in the financial statements.
The amount of the impairment is the difference leetvthe fair value of the asset and the carryihgevaf the asset.

We believe the accounting estimates related tcsaatampairment are critical because they are higiceptible to change from period to
period reflecting changing business cycles andiregqmanagement to make assumptions about fututeftmags over future years and the
impact of recognizing an impairment could havegaigicant effect on operations. Management’s asdigmg about future cash flows require
significant judgment because actual operating tekialve fluctuated in the past and are expectedrttinue to do so in the future.

As of December 31, 2008 an assessment of the ngrwglues of our long-lived assets and other intdeg indicated these assets were not
impaired.




GOODWILL IMPAIRMENT

Goodwill is required to be evaluated annually fopairment, according to SFAS No. 14€xhodwill and Other Intangible Asset$he

standard requires a two-step process be performnadaiyze whether or not goodwill has been impaigdp one is to test for potential
impairment and requires that the fair value ofréygorting unit be compared to its book value ingigdyoodwill. If the fair value is higher
than the book value, no impairment is recognizethd fair value is lower than the book value, ecsal step must be performed. The second
step is to measure the amount of impairment léssyyi, and requires that a hypothetical purchage @dlocation be done to determine the
implied fair value of goodwill. This fair value teken compared to the carrying value of goodwilthi implied fair value is lower than the
carrying value, an impairment must be recorded.

We believe accounting estimates related to goodmwijllairment are critical because the underlyingiaggions used for the discounted cash
flow can change from period to period and couldeptitlly cause a material impact to the incomesstaint. Management's assumptions
about inflation rates and other internal and ex@keconomic conditions, such as earnings grow#h ragjuire significant judgment based on
fluctuating rates and expected revenues. Additigh8FAS No. 142 requires goodwill be analyzedifiopairment on an annual basis using
the assumptions that apply at the time the anailysipdated.

We evaluate goodwill for impairment on an annuai®and as conditions warrant. As of December B282n assessment of the carrying
values of our goodwill indicated no impairment.

PURCHASE ACCOUNTING

Through December 31, 2008, under SFAS No. Bisiness Combinationave have accounted for our acquisitions undeptirehase
method of accounting and, accordingly, the acquiiezbts and liabilities assumed are recorded iatréspective fair values. The excess of
purchase price over the fair value of the assefaised and liabilities assumed is recorded as gdbdine recorded values of assets and
liabilities are based on third party estimates aaldations when available. The remaining valueshased on management’s judgments and
estimates, and, accordingly, our consolidated firrmposition or results of operations may be affddy changes in estimates and judgmt

Acquired assets and liabilities assumed that asgstito critical estimates include property, plant equipment and intangible assets.

The fair value of property, plant and equipmeriiased on valuations performed by qualified intepgabonnel and/or outside appraisers. Fair
values assigned to plant and equipment are baseevamal factors including the age and conditiothefequipment, maintenance records of
the equipment and auction values for equipment siittilar characteristics at the time of purchase.

Intangible assets are identified and valued ugiegguidelines of SFAS No. 141. The fair value ¢&mgible assets is based on estimates
including royalty rates, customer attrition ratesl @stimated cash flows.

While the allocation of purchase price is subjeca high degree of judgment and uncertainty, waat@xpect the estimates to vary
significantly once an acquisition is complete. Wdidve our estimates have been reasonable in 8teapdhere have been no significant
valuation adjustments to the final allocation ofghase price.

Beginning in 2009, we will account for acquisitiamsder the requirements of SFAS No. 141 (revisé@dVpBusiness Combinationsssued ii
December 2007. SFAS No. 141(R) replaces the teurctiase method of accounting” with “acquisition hwet of accounting” and requires
an acquirer to recognize the assets acquirediahiéties assumed and any noncontrolling inteneshe acquiree at the acquisition date,
measured at their fair values as of that date, livitted exceptions. This guidance will replace S§-No. 141’s cost-allocation process, which
requires the cost of an acquisition to be allocédetie individual assets acquired and liabilisesumed based on their estimated fair values.




KEY ACCOUNTING PRONOUNCEMENTS

SFAS No. 157Fair Value Measurementsjas issued by the FASB in September 2006. SFASLBIb defines fair value, establishes a
framework for measuring fair value in generallygted accounting principles and expands disclosabvest fair value measurements. SFAS
No. 157 is effective for fiscal years beginningeaflovember 15, 2007. SFAS No. 157 applies underatccounting pronouncements t
require or permit fair value measurements wherrevtgue is the relevant measurement attribute. Adiogly, this statement does not require
any new fair value measurements. The adoption 8fSSNo. 157 on January 1, 2008 resulted in additifo@tnote disclosures related to the
use of fair value measurements in the areas ostments, derivatives, asset retirement obligatigasdwill and asset impairment evaluatic
financial instruments and acquisitions, but did Imte a significant impact on our consolidated f@dasheet, income statement or statement
of cash flows.

SFAS No. 159The Fair Value Option for Financial Assets and Fioal Liabilities — Including an Amendment of FASttement No. 115,
was issued by the FASB in February 2007. SFAS N6.rovides companies with an option to measurspetified election dates, many
financial instruments and certain other items &itvalue that are not currently measured at falu®@aA company that adopts SFAS No. 159
will report unrealized gains and losses in earnatgsach subsequent reporting date on items fachwthie fair value option has been elected.
This statement also establishes presentation aatbdure requirements to facilitate comparisons/éen entities that choose different
measurement attributes for similar types of asmedsliabilities. SFAS No. 159 is effective for fidgears beginning after November 15, 2(
We adopted SFAS No. 159 on January 1, 2008. Thptiadoof this pronouncement had no effect on oursctidated financial statements
because we had not opted, nor do we currentlytplapt, to apply fair value accounting to any fiohinstruments or other items that we
not currently required to account for at fair value

SFAS No. 141(R) Business Combinationsvas issued by the FASB in December 2007. SFASIM®(R) replaces SFAS No. 1A8usiness
Combinationsand will apply prospectively to business combinasifor which the acquisition date is on or after tieginning of the first
annual reporting period beginning on or after Delpeni5, 2008. SFAS No. 141(R) applies to all tratisas or other events in which an
entity (the acquirer) obtains control of one or mbusinesses (the acquiree). In addition to repigitie term “purchase method of
accounting” with “acquisition method of accountih§FAS No. 141(R) requires an acquirer to recogitizeassets acquired, the liabilities
assumed and any noncontrolling interest in the iaeguat the acquisition date, measured at theividies as of that date, with limited
exceptions. This guidance will replace SFAS No.'d4bst-allocation process, which requires the obstn acquisition to be allocated to the
individual assets acquired and liabilities assuimeskd on their estimated fair values. SFAS No.ddidance results in not recognizing
some assets and liabilities at the acquisition,datd it also results in measuring some assetfiagilities at amounts other than their fair
values at the acquisition date. For example, SFASIM1 requires the acquirer to include the castsried to effect an acquisition
(acquisition-related costs) in the cost of the #&itian that is allocated to the assets acquiratitha liabilities assumed. SFAS No. 141(R)
requires those costs to be expensed as incurredldition, under SFAS No. 141, restructuring ctisés$ the acquirer expects but is not
obligated to incur are recognized as if they welialzility assumed at the acquisition date. SFAS NHL(R) requires the acquirer to recognize
those costs separately from the business combimatio

SFAS No. 161Disclosures about Derivative Instruments and Heddhativities—an amendment of FASB Statement NowiB3issued by
the FASB in March 2008. SFAS No. 161 requires enbdrdisclosures about an entity’s derivative ardghg activities to improve the
transparency of financial reporting. SFAS No. 1§gffective for financial statements issued focdisyears and interim periods beginning
after November 15, 2008. Adoption of SFAS No. 16l iesult in additional footnote disclosures reldtto our use of derivative instruments
but those additional disclosures will not be extembecause the derivative instruments currentlgt bg us are not designated as hedging
instruments under SFAS No. 161.




Management’s Report Regarding Internal Control OverFinancial Reporting

Management is responsible for the preparation atedjiity of the consolidated financial statememts gepresentations in this annual report.
The consolidated financial statements of Otter Taitporation (the Company) have been preparedrifocmity with generally accepted
accounting principles applied on a consistent basisinclude some amounts that are based on intbjudgments and best estimates and
assumptions of management.

In order to assure the consolidated financial statgs are prepared in conformance with generattg@ed accounting principles,
management is responsible for establishing andtaiaing adequate internal control over financigaring, as such term is defined in
Exchange Act Rule 13a-15(f). These internal coatewe designed only to provide reasonable assuran@ecost-effective basis, that
transactions are carried out in accordance withagament’s authorizations and assets are safeguagdétst loss from unauthorized use or
disposition.

Management has completed its assessment of thatiedfeess of the Company’s internal control oveaficial reporting as of December 31,
2008. In making this assessment, management usemlitéria set forth by the Committee of Sponsofrganizations of the Treadway
Commission irinternal Control — Integrated Framewot& conduct the required assessment of the effertseof the Company’s internal
control over financial reporting.

There have not been any changes in the Compartgisial control over financial reporting (as suatmtés defined in Exchange Act Rule 13a-
15(f)) during the fiscal year to which this repoatates that have materially affected, or are nealsly likely to materially affect, the
Company’s internal control over financial reporting

Based on this assessment, we believe that, asaafileer 31, 2008 the Company’s internal control dwemcial reporting is effective based
on those criteria.

The Company'’s independent registered public ac@ogifirm, Deloitte & Touche LLP, audited the Comp&nconsolidated financial
statements included in this annual report and tsmeattestation report on the Company’s interoatrol over financial reporting.

/s/ John Erickson
John Erickson
President and Chief Executive Offic

/s/ Kevin Moug
Kevin Moug
Chief Financial Officer

February 25, 2009




REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTINGRM
TO THE SHAREHOLDERS OF OTTER TAIL CORPORATION

We have audited the accompanying consolidated balsineets and statements of capitalization of Qa#rCorporation and its subsidiaries
(the “Company”) as of December 31, 2008 and 20Ad,the related consolidated statements of incoorapwon shareholders’ equity and
comprehensive income, and cash flows for eacheftttee years in the period ended December 31, 208&lso have audited the
Company’s internal control over financial reportiag) of December 31, 2008 based on the criteridlegtad in Internal Control — Integrated
Framework issued by the Committee of Sponsoringa@imgtions of the Treadway Commission. The Commamanagement is responsible
for these financial statements, for maintainingetifze internal control over financial reportingdafor its assessment of the effectiveness of
internal control over financial reporting, includiedthe accompanying Management's Report Regarditegnal Control Over Financial
Reporting. Our responsibility is to express an m@piron these financial statements and an opiniotherfCompany’s internal control over
financial reporting based on our audits.

We conducted our audits in accordance with thedstals of the Public Company Accounting OversighamioUnited States). Those
standards require that we plan and perform thet amdbtain reasonable assurance about whethdindmecial statements are free of material
misstatement and whether effective internal cordvelr financial reporting was maintained in all exal respects. Our audits of the financial
statements included examining, on a test basideaee supporting the amounts and disclosures ifirthecial statements, assessing the
accounting principles used and significant estimatade by management, and evaluating the ovemalidial statement presentation. Our
audit of internal control over financial reportimgluded obtaining an understanding of internaltadrover financial reporting, assessing the
risk that a material weakness exists, and testiigeraluating the design and operating effectiveéiternal control based on the assessed
risk. Our audits also included performing such ofhhecedures as we considered necessary in thentstances. We believe that our audits
provide a reasonable basis for our opinions.

A company'’s internal control over financial repogiis a process designed by, or under the supenvisi the company’s principal executive
and principal financial officers, or persons pemfiorg similar functions, and effected by the compampard of directors, management, and
other personnel to provide reasonable assuraneediag the reliability of financial reporting antkt preparation of financial statements for
external purposes in accordance with generallygiedeaccounting principles. A company’s internatteol over financial reporting includes
those policies and procedures that (1) pertaiheartaintenance of records that, in reasonablel detaurately and fairly reflect the
transactions and dispositions of the assets ofdhgpany; (2) provide reasonable assurance thaactions are recorded as necessary to
permit preparation of financial statements in adaace with generally accepted accounting princj@ad that receipts and expenditures of
the company are being made only in accordanceawithorizations of management and directors of tmepany; and (3) provide reasonable
assurance regarding prevention or timely deteafaimauthorized acquisition, use, or dispositioth&f company’s assets that could have a
material effect on the financial statements.

Because of the inherent limitations of internaltcoihover financial reporting, including the posiii of collusion or improper management
override of controls, material misstatements duertor or fraud may not be prevented or detected timely basis. Also, projections of any
evaluation of the effectiveness of the internaltoarover financial reporting to future periods ateject to the risk that the controls may
become inadequate because of changes in conditiotigt the degree of compliance with the policeprocedures may deteriorate.

In our opinion, the consolidated financial statetagrferred to above present fairly, in all matenégpects, the financial position of the
Company and subsidiaries as of December 31, 2002@di7, and the results of their operations anil tash flows for each of the three ye
in the period ended December 31, 2008, in confgrmith accounting principles generally acceptethia United States of America. Also, in
our opinion, the Company maintained, in all mateeapects, effective internal control over finalceporting as of December 31, 2008,
based on the criteria established in Internal @brtr Integrated Framework issued by the Commitfespmnsoring Organizations of the
Treadway Commission.

DELOITTE & TOUCHE LLP

Minneapolis, Minnesota
February 25, 2009




Otter Tail Corporation

Consolidated Statements of Income For the Years Erdl December 3:

(in thousands, except [-share amounts 2008 2007 2006
Operating Revenues
Electric $ 339,72t $ 323,15¢ $ 305,70:
Nonelectric 971,47: 915,72¢ 799,25!
Total Operating Revenui 1,311,219 1,238,88 1,104,95.
Operating Expenses
Production Fue— Electric 71,93( 60,48: 58,72¢
Purchased Pow«— Electric System Us 56,32¢ 74,69( 58,28:
Electric Operation and Maintenance Exper 115,30( 107,04: 103,54¢
Cost of Goods Sol— Nonelectric (excludes depreciation; included bel 775,29:. 712,54 611,73
Other Nonelectric Expens 143,05( 121,11( 115,29(
Plant Closure Cos! 2,29t — —
Depreciation and Amortizatic 65,06( 52,83( 49,98:
Property Taxe— Electric 8,94¢ 9,41z 9,58¢
Total Operating Expensi 1,238,20! 1,138,11 1,007,15
Operating Income 72,99: 100,77: 97,79
Other Income and Deductions 4,12¢ 2,01z (440
Interest Charges 26,95¢ 20,85 19,50!
Income from Continuing Operations Before Income Tars 50,16: 81,92¢ 77,85¢
Income Taxes— Continuing Operations 15,031 27,96¢ 27,10¢
Net Income from Continuing Operations 35,12¢ 53,96: 50,75(
Discontinued Operations
Income from Discontinued Operations Net of Taxe$28 in 200¢€ — — 26
Gain on Disposition of Discontinued Operations bietaxes of $224 in 200 — — 33€
Net Income from Discontinued Operations — — 362
Net Income 35,12¢ 53,96! 51,11
Preferred Dividend Requirements 73€ 73€ 73€
Earnings Available for Common Shares $ 34,38¢ $ 53,22¢ $ 50,37¢
Average Number of Common Shares Outstandir—Basic 31,40¢ 29,68 29,39«
Average Number of Common Shares Outstandir—Diluted 31,67: 29,97( 29,66¢
Basic Earnings Per Share:
Continuing Operations (net of preferred dividenguieements $ 1.0¢ $ 1.7¢ $ 1.7C
Discontinued Operatior — — 0.01
$ 1.0¢ $ 1.7¢ $ 1.71
Diluted Earnings Per Share:
Continuing Operations (net of preferred dividenguieements $ 1.0¢ $ 1.7¢ $ 1.6¢
Discontinued Operatior — — 0.01
$ 1.0¢ $ 1.7¢ $ 1.7C
Dividends Per Common Share $ 1.1¢ $ 1.17 $ 1.1t

See accompanying notes to consolidated financédstents.




Otter Tail Corporation

Consolidated Balance Sheets, December

(in thousands 2008 2007
Assets
Current Assets
Cash and Cash Equivalel $ 7,56f $ 39,82
Accounts Receivable
Trade (less allowance for doubtful accounts of 42 for 2008 and $3,811 for 20C 136,60 151,44¢
Other 13,587 14,93«
Inventories 101,95! 97,21«
Deferred Income Taxe 8,38¢ 7,20(
Accrued Utility and Co-of-Energy Revenue 24,03( 32,50
Costs and Estimated Earnings in Excess of Bill 65,60¢ 42,23¢
Income Taxes Receivak 26,754 28¢
Other 8,51¢ 15,01¢
Total Current Asset 393,01: 400,65:.
Investments 7,542 10,05%
Other Assets 22,61¢ 24,50(
Goodwill 106,77¢ 99,24:
Other Intangibles—Net 35,44 20,45¢
Deferred Debits
Unamortized Debt Expense and Reacquisition Prem 7,241 6,98¢
Regulatory Assets and Other Deferred De 82,38 38,83"
Total Deferred Debit 89,63! 45,82
Plant
Electric Plant in Servic 1,205,64 1,028,91
Nonelectric Operation 321,03: 257,59(
Total 1,526,67 1,286,50
Less Accumulated Depreciation and Amortizal 548,07( 506,74«
Plan—Net of Accumulated Depreciation and Amortizat 978,60 779,76:
Construction Work in Progre: 58,96( 74,26
Net Plant 1,037,56! 854,02-
Total $1,692,58 $1,454,75.

See accompanying notes to consolidated financééstents.




Otter Tail Corporation

Consolidated Balance Sheets, December

(in thousands, except share da 2008 2007
Liabilities and Equity
Current Liabilities
Shor-Term Debi $ 134,91 $ 95,00(
Current Maturities of Lor-Term Debi 3,741 3,00¢
Accounts Payabl 113,42. 141,39(
Accrued Salaries and Wag 29,68¢ 29,28:
Accrued Taxe! 10,93¢ 11,40¢
Other Accrued Liabilitie: 12,03¢ 13,87
Total Current Liabilities 304,74« 293,95!¢
Pensions Benefit Liability 80,91: 39,42¢
Other Postretirement Benefits Liability 32,62 30,48¢
Other Noncurrent Liabilities 19,39: 23,22¢
Commitments (note 9)
Deferred Credits
Deferred Income Taxe 123,08t 105,81:
Deferred Tax Credit 34,28¢ 16,76
Regulatory Liabilities 64,68 62,70¢
Other 397 27t
Total Deferred Credit 222,45! 185,55:
Capitalization (page 44)
Long-Term Debt, Net of Current Maturitie 339,72¢ 342,69:
Class B Stock Options of Subsidic 1,22( 1,25¢
Cumulative Preferred Shar 15,50( 15,50(
Common Shares, Par Value $5 Per Share—AuthoriZg806,000 Shares; Outstanding, 2008—

35,384,620 Shares; 2(—29,849,789 Share 176,92: 149,24¢
Premium on Common Shar 241,73: 108,88!
Retained Earning 260,36: 263,33:
Accumulated Other Comprehensive (Loss) Incc (3,000 1,181

Total Common Equit 676,01¢ 522,64

Total Capitalizatior 1,032,46. 882,09¢
Total $1,692,58 $1,454,75.

See accompanying notes to consolidated financééstents.




Otter Tail Corporation

Consolidated Statements of Common Shareholders’ Egy and Comprehensive Income

Accumulated

Common  Par Value, Premium on Other
Shares Common Common Unearned Retained Comprehensive Total
(in thousands, except common shares outstan:  Outstanding Shares Shares Compensation Earnings (Loss)/Income Equity
Balance, December 31, 20C 29,401,22 $147,00¢ $ 96,76¢ $(1,720) $228,51! $ (6,139 $464,43(
Common Stock Issuances, Net of
Expense! 136,91 68t 1,831 2,52:
Common Stock Retiremen (16,370) (82 (37¢) (460)
SFAS No. 123(R) Reclassifications
(note 7) (2,490 1,72( (770
Comprehensive Incom
Net Income 51,11: 51,11:
Unrealized Gain on Marketable
Equity Securities (n-of-tax) 56 56
Foreign Currency Exchange
Translation (ne-of-tax) 6 6
SFAS No. 87 Minimum Pension
Liability Adjustment (net-of-
tax) 4,25} 4,257
Total Comprehensive
Income 55,43!
SFAS No. 158 Items (r-of-tax)
Reversal of 12/31/06 Minimum
Pension Liability Balanc 3,29¢ 3,29¢
Unrecognized Postretirement
Benefit Cost: (24,58%) (24,585
Unrecognized Costs Classified as
Regulatory Asset 22,04 22,04
Tax Benefit for Exercise of Stock
Options 28¢ 28¢
Stock Incentive Plan Performance
Award Accrual 2,404 2,404
Vesting of Restricted Stock Grante
to Employee: 1,09¢ 1,09¢
Premium on Purchase of Stock for
Employee Purchase PI (302 (302
Cumulative Preferred Dividenc (73¢€) (73€)
Common Dividend: (33,886 (33,88¢)
Balance, December 31, 20C 29,521,77 $147,60¢ $ 99,22: $ — $245,00! $(1,067(a) $490,77(
Common Stock Issuances, Net of
Expense! 336,50¢ 1,68: 6,01¢ 7,701
Common Stock Retiremen (8,489 (43) (252) (295)
Comprehensive Incom
Net Income 53,96. 53,96!
Unrealized Gain on Marketable
Equity Securities (n-of-tax) 4 4
Foreign Currency Exchange
Translation (ne-of-tax) 2,01¢ 2,01¢
SFAS No. 158 Items (r-of-tax):
Amortization of Unrecognized
Postretirement Benefit Cos 165 165
Actuarial Gains and Regulatory
Allocations Adjustment 60 60
Total Comprehensive
Income 56,20¢
Tax Benefit for Exercise of Stock
Options 1,092 1,092
Stock Incentive Plan Performance
Award Accrual 2,21t 2,21:

Vesting of Restricted Stock Grant



to Employee: 86C 86(
Premium on Purchase of Stock for
Employee Purchase PI (269) (269)
Cumulative Effect of Adoption of
FIN No. 48 (11¢) (11€)
Cumulative Preferred Dividenc (73¢€) (73€)
Common Dividend: (34,780 (34,780
Balance, December 31, 20C 29,849,78 $149,24¢  $108,88! $ — $263,33. $ 1,181(a) $522,64
Common Stock Issuances, Net of
Expense! 5,557,563 27,78t 128,81¢ 156,60¢
Common Stock Retiremen (22,700 (119 (642) (75€)
Comprehensive Incom
Net Income 35,12¢ 35,12¢
Unrealized Loss on Marketable
Equity Securities (n-of-tax) (40) (40
Foreign Currency Exchange
Translation (ne-of-tax) (2,789 (2,789
SFAS No. 158 Items (r-of-tax):
Amortization of Unrecognized
Postretirement Benefit Cos iBE 158
Actuarial Gains and Regulatory
Allocations Adjustment (1,510 (1,510
Total Comprehensive
Income 30,94
Tax Benefit for Exercise of Stock
Options 1,77 1,77
Stock Incentive Plan Performance
Award Accrual 3,09 3,09:
Vesting of Restricted Stock Granted
to Employee: 16E 165
Premium on Purchase of Stock for
Employee Purchase PI (365) (365)
Cumulative Preferred Dividenc (73€) (73€)
Common Dividend: (37,35) (37,357
Balance, December 31, 2008 35,384,62 $176,92.  $241,73: $ — $260,36:- $(3,000(a) $676,01¢
(a) Accumulated Other Comprehensive Income (Loss) atebwber 31 is comprised of the followi(in thousands Before Tax  Tax Effecl Net-of-Tax
Unamortized Actuarial Losses and Transition OblaggaRelated to Pensi
and Postretirement Benef $(4,23¢ $1,69¢ $(2,547)
200¢ Foreign Currency Exchange Translat 2,43( (972 1,45¢
Unrealized Gain on Marketable Equity Securi 30 (12 18
Net Accumulated Other Comprehensive L $(1L,779 $ 711 $(1,067)
Unamortized Actuarial Losses and Transition OblaggaRelated to Pensi
and Postretirement Benef $(3,867) $1,54F $(2,31¢)
2007 Foreign Currency Exchange Translat 5,79t (2,319 3,471
Unrealized Gain on Marketable Equity Securi 36 (14) 22
Net Accumulated Other Comprehensive Incc $196¢  $ (787 $ 1,181
Unamortized Actuarial Losses and Transition Obl@aRelated to Pensi
and Postretirement Benef $(6,125) $ 2,45( $(3,675)
200¢ Foreign Currency Exchange Translat 1,15¢ (462) 693
Unrealized Gain on Marketable Equity Securi (30) 12 (18)
Net Accumulated Other Comprehensive L $(5,000 $ 2,00( $(3,000

See accompanying notes to consolidated financédstents.




Otter Tail Corporation

Consolidated Statements of Cash Flows—For the YeaEnded December 31

(in thousands 2008 2007 2006
Cash Flows from Operating Activities
Net Income $ 35,12t $ 53,96 $51,11:
Adjustments to Reconcile Net Income to Net Caslvideal by Operating Activities
Net Gain on Sale of Discontinued Operati — — (33€)
Income from Discontinued Operatio — — (26)
Depreciation and Amortizatic 65,06( 52,83( 49,98:
Deferred Tax Credit (1,6972) (1,169 (1,146
Deferred Income Taxe 40,66¢ 4,36¢ (1,259
Change in Deferred Debits and Other As: (41,85) 6,50¢ (38,499
Discretionary Contribution to Pension P (2,000 (4,000 (4,000
Change in Noncurrent Liabilities and Deferred Cig 40,91¢ 481 45,34(
Allowance for Equity (Other) Funds Used During Cioastion (2,78¢) — 2,52¢
Change in Derivatives Net of Regulatory Defe 1,04« (800) 3,08:
Stock Compensation Expen 3,85( 2,98¢ 2,40¢
Other—Net 29¢ (1,837 41€
Cash Provided by (Used for) Current Assets andebuiriabilities:
Change in Receivable 19,52: (18,909 (15,719
Change in Inventorie (743) 8,401 (14,34%
Change in Other Current Assi (12,367) (14,339 (17,409
Change in Payables and Other Current Liabili (8,572 (2,556 23,02:
Change in Interest Payable and Income Taxes RdieiPayable (25,159 (1,126 (5,959
Net Cash Provided by Continuing Operati 111,32: 84,81: 79,207
Net Cash Provided by Discontinued Operati — 1,03¢
Net Cash Provided by Operating Activities 111,32: 84,81 80,24t
Cash Flows from Investing Activities
Capital Expenditure (265,889) (161,985 (69,449
Proceeds from Disposal of Noncurrent As: 8,17¢ 12,48¢ 5,23:
Acquisition—Net of Cash Acquire (41,679 (6,750 —
Net Decrease (Increase) in Other Investm 4 (7,749 (3,32¢)
Net Cash Used in Investing Activiti— Continuing Operation (299,38:) (163,999 (67,547
Net Proceeds from Sale of Discontinued Operat — — 1,96(
Net Cash Used in Investing Activities (299,38) (163,999 (65,58
Cash Flows from Financing Activities
Change in Checks Written in Excess of C — — (11)
Net Shor-Term Borrowings 39,91« 56,10( 22,90(
Proceeds from Issuance of Common Si 162,97¢ 7,73 2,44¢
Common Stock Issuance Expen (6,41¢) — —
Payments for Retirement of Common Stock and ClaSsoBk of Subsidiar (92) (30%) (463
Proceeds from Issuance of L-Term Debt 1,24( 205,12¢ 14¢
Shor-Term and Lon-Term Debt Issuance Expens (1,252 (1,762 (45¢)
Payments for Retirement of Lc-Term Debt (3,639 (118,17)) (3,287
Dividends Paic (38,099 (385,516 (34,62)
Net Cash Provided by (Used in) Financing Activitie: 154,63 113,20¢ 13,34))
Effect of Foreign Exchange Rate Fluctuations on Cés 1,16 (999 43
Net Change in Cash and Cash Equivalent (32,259 33,03: 1,361
Cash and Cash Equivalents at Beginning of Year — Guinuing Operations 39,82« 6,791 5,43(
Cash and Cash Equivalents at End of Year — Continmig Operations $ 7,56f $ 39,82« $ 6,791

See accompanying notes to consolidated financééstents.




Otter Tail Corporation

Consolidated Statements of Capitalization, Decembe31

(in thousands, except share da 2008 2007
Long-Term Debt
Senior Unsecured Notes 6.63%, due December 1, 90,00( $ 90,00(
Senior Unsecured Note 5.778%, due November 30, 50,00( 50,00(
Senior Unsecured Notes 6.47%, Series D, due A§ys2037 50,00( 50,00(
Senior Unsecured Notes 6.37%, Series C, due A@fu2027 42,00( 42,00(
Senior Unsecured Notes 5.95%, Series A, due Aiys2017 33,00( 33,00(
Senior Unsecured Notes 6.15%, Series B, due Afys2022 30,00( 30,00(
Mercer County, North Dakota Pollution Control Reding Revenue Bonds 4.85%, due September 1,
2022 20,62¢ 20,70¢
Pollution Control Refunding Revenue Bonds, Variadl@0% at December 31, 2008, due Decembel
2012 10,40( 10,40(
Lombard US Equipment Finance Note 6.76%, due Oct®dp2010 4,65 6,98¢
Grant County, South Dakota Pollution Control RefugdRevenue Bonds 4.65%, due September 1, 5,16t 5,18¢
Obligations of Varistar Corporatic— Various up to 9.69% at December 31, 2! 7,982 7,891
Total 343,82¢ 346,16
Less:
Current Maturities 3,74 3,00¢
Unamortized Debt Discoul 35€ 46¢
Total Lon¢-Term Debt 339,72 342,69:
Class B Stock Options of Subsidiary 1,22( 1,25t
Cumulative Preferred Shares—Without Par Value (Stated and Liquidating Valu®@h Share)—
Authorized 1,500,000 Shares; nonvoting and redetnalihe option of the Compa
Series Outstanding Call Price December 31, 2C
$3.60, 60,000 Shart $ 102.2¢ 6,00( 6,00(
$4.40, 25,000 Shart $ 102.0( 2,50( 2,50(
$4.65, 30,000 Shart $ 101.5( 3,00 3,00(
$6.75, 40,000 Shart $ 101.687! 4,00( 4,00(
Total Preferrec 15,50( 15,50(
Cumulative Preference Share—Without Par Value, Authorized 1,000,000 Sharess@umding: Nont
Total Common Shareholder’ Equity 676,01¢ 522,64
Total Capitalization $1,032,46- $882,09¢

See accompanying notes to consolidated financédstents.




Otter Tail Corporation
Notes to Consolidated Financial Stateme
For the years ended December 31, 2008, 2007 artl 200

1. Summary of Significant Accounting Policies

Principles of Consolidation

The consolidated financial statements of Otter Taitporation and its wholly-owned subsidiaries @wampany) include the accounts of the
following segments: Electric, Plastics, ManufaatgtiHealth Services, Food Ingredient ProcessingGthdr Business Operations. See note 2
to the consolidated financial statements for furthescriptions of the Company’s business segmaiitsignificant intercompany balances

and transactions have been eliminated in cons@iuaixcept profits on sales to the regulated akeatility company from nonregulated
affiliates, which is in accordance with the reqmients of Statement of Financial Accounting Stansi§&FAS) No. 71Accounting for the
Effects of Certain Types of Regulat.

Regulation and Statement of Financial Accountiran8ards No. 71

As a regulated entity, the Company and the eleatility account for the financial effects of regtibn in accordance with SFAS No. 71. This
statement allows for the recording of a regulatsyet or liability for costs that will be collectedrefunded through the ratemaking proce:
the future. In accordance with regulatory treatmtr@ Company defers utility debt redemption pranswand amortizes such costs over the
original life of the reacquired bonds. See noter4ftdirther discussion.

The Company’s regulated electric utility businesssubject to various state and federal agency agguk. The accounting policies followed
by this business are subject to the Uniform Sysiéccounts of the Federal Energy Regulatory Comsiais (FERC). These accounting
policies differ in some respects from those usethbyCompany’s nonelectric businesses.

Plant, Retirements and Depreciation

Utility plant is stated at original cost. The co$tadditions includes contracted work, direct labBod materials, allocable overheads and
allowance for funds used during construction. Tim@ant of interest capitalized on electric utilitapt was $1,692,000 in 2008, $2,276,00
2007 and $202,000 in 2006. The cost of depreciatils of property retired less salvage is chargeactumulated depreciation. Removal
costs, when incurred, are charged against the adeted reserve for estimated removal costs, a aégyl liability. Maintenance, repairs and
replacement of minor items of property are changeaberating expenses. The provisions for utiligpeciation for financial reporting
purposes are made on the straight-line method baséue estimated service lives of the propersesh provisions as a percent of the
average balance of depreciable electric utilitypprrty were 2.81% in 2008, 2.78% in 2007 and 2.82%006. Gains or losses on group asset
dispositions are taken to the accumulated proviodepreciation reserve and impact current ataréudepreciation rates.

Property and equipment of nonelectric operatioescarried at historical cost or at the then-curreptacement cost if acquired in a business
combination accounted for under the purchase mathadcounting, and are depreciated on a straigatbasis over the assets’ estimated
useful lives (3 to 40 years). The cost of additiomtdudes contracted work, direct labor and matgrilocable overheads and capitalized
interest. The amount of interest capitalized onetextric plant was $465,000 in 2008, $390,000 i6728nd $31,000 in 2006. Maintenance
and repairs are expensed as incurred. Gains @dassasset dispositions are included in the d@tatimn of operating income.

Jointly Owned Plants
The consolidated balance sheets include the Congamynership interests in the assets and lialslitieBig Stone Plant (53.9%) and Coyote
Station (35.0%). The following amounts are includtethe December 31, 2008 and 2007 consolidatezhbealsheets:

(in thousands 2008 2007
Big Stone Plant
Electric Plant in Servic $135,62: $136,49:
Accumulated Depreciatio (74,416 (72,347)
Net Plant $ 61,20° $ 64,15:

Coyote Station

Electric Plant in Servic $148,10¢ $147,72:
Accumulated Depreciatia (86,917 (83,419
Net Plant $ 61,19¢ $ 64,30%

The Company’s share of direct revenue and expasfgbs jointly owned plants is included in opergtievenue and expenses in the
consolidated statements of income.




Recoverability of Long.ived Assets

The Company reviews its long-lived assets whenevents or changes in circumstances indicate thgiogramount of the assets may not be
recoverable. The Company determines potential impit by comparing the carrying value of the asaéts net cash flows expected to be
provided by operating activities of the businessetated assets. If the sum of the expected futateash flows is less than the carrying
values, the Company would determine whether animmest loss should be recognized. An impairmens lesuld be quantified by
comparing the amount by which the carrying valueeexis the fair value of the asset, where fair vallbased on the discounted cash flows
expected to be generated by the asset.

Income Taxes

Comprehensive interperiod income tax allocatiomsisd for substantially all book and tax temporaffeences. Deferred income taxes arise
for all temporary differences between the book @xdasis of assets and liabilities. Deferred taresecorded using the tax rates scheduled
by tax law to be in effect in the periods whentémporary differences reverse. The Company amariizgestment tax credits over the
estimated lives of related property. The Compargpéetl Financial Accounting Standards Board (FASBrpretation (FIN) No. 48,
Accounting for Uncertainty in Income Ta>— an interpretation of FASB Statement No. ¥BJanuary 1, 2007 and has recognized, in its
consolidated financial statements, the tax effettll tax positions that are “more-likely-than-hta be sustained on audit based solely on the
technical merits of those positions as of Decer3ie2008. The term “more-likely-than-not” meanskalihood of more than 50%. The
Company classifies interest and penalties on taenainties as components of the provision for inedaxes. See note 15 to the consolidated
financial statements regarding the Company’s adiogifior uncertain tax positions.

Revenue Recognition

Due to the diverse business operations of the Compavenue recognition depends on the productymed and sold or service performed.
The Company recognizes revenue when the earningess is complete, evidenced by an agreement athustomer, there has been
delivery and acceptance, and the price is fixedederminable. In cases where significant obligatiemain after delivery, revenue
recognition is deferred until such obligations faélled. Provisions for sales returns and waryatsts are recorded at the time of the sale
based on historical information and current tremlshe case of derivative instruments, such agkbetric utility’s forward energy contracts,
marked-to-market and realized gains and losseseaognized on a net basis in revenue in accordaitheSFAS No. 133Accounting for
Derivative Instruments and Hedging Activitias amended and interpreted. Gains and losseswartbenergy contracts subject to regulatory
treatment, if any, are deferred and recognized et dasis in revenue in the period realized.

For the Company’s operating companies recognizngmue on certain products when shipped, thosetipgrcompanies have no further
obligation to provide services related to such potdThe shipping terms used in these instanceB@Reshipping point.

Customer electricity use is metered and bills arelered monthly. Revenue is accrued for electraotysumed but not yet billed. Rate
schedules applicable to substantially all custorireniside a fuel clause adjustment (FCA), under Whiee rates are adjusted to reflect cha
in average cost of fuels and purchased power, auwicharge for recovery of conservation-relateceesps. Revenue is accrued for fuel and
purchased power costs incurred in excess of amoeotsered in base rates but not yet billed thrahghFCA and for renewable resource
incurred costs and investment returns approvedesfmvery through riders.

Revenues on wholesale electricity sales from Cowymavmed generating units are recognized when ensrdglivered.

The Company’s unrealized gains and losses on fareaergy contracts that do not meet the definiboapacity contracts are marked to
market and reflected on a net basis in electriemae on the Company’s consolidated statement ofriec Under SFAS No. 133 as amended
and interpreted, the Company'’s forward energy eatsrthat do not meet the definition of a capamitytract and are subject to unplanned
netting do not qualify for the normal purchase aals exception from mark-to-market accounting. CThmpany is required to mark to
market these forward energy contracts and recogtiaages in the fair value of these contracts agponents of income over the life of the
contracts. See note 5 for further discussion.

Plastics operating revenues are recorded whernrtitigt is shipped.

Manufacturing operating revenues are recorded wpheducts are shipped and on a percentage-of-coimpleasis for construction type
contracts.

Health Services operating revenues on major equiparal installation contracts are recorded wherethgpment is delivered or when
installation is completed and accepted. Amountsived in advance under customer service contraetdeferred and recognized on a
straight-line basis over the contract period. Reresrgenerated in the imaging operations are redada fee-per-scan basis when the scan is
performed.




Food Ingredient Processing revenues are recorded tiie product is shipped.

Other Business Operations operating revenues eoed®d when services are rendered or productshgrpesi. In the case of construction
contracts, the percentage-of-completion methodésiu

Some of the operating businesses enter into fixexd jgonstruction contracts. Revenues under theseacts are recognized on a percentage-
of-completion basis. The Company’s consolidate@nexes recorded under the percentage-of-completeshad were 33.5% in 2008, 30.1%
in 2007 and 25.1% in 2006. The method used to éterthe progress of completion is based on thie afitabor costs incurred to total
estimated labor costs at the Companyind tower manufacturer, square footage complitédtal bid square footage for certain floatiragk
projects and costs incurred to total estimatedsocmstall other construction projects. If a losgdicated at a point in time during a contract, a
projected loss for the entire contract is estimated recognized. The following table summarizesscimeurred and billings and estimated
earnings recognized on uncompleted contracts:

December 31 December 31
(in thousands 2008 2007
Costs Incurred on Uncompleted Contre $ 377,23 $ 286,35¢
Less Billings to Datt (366,93) (292,69
Plus Estimated Earnings Recogni. 47,35¢ 38,27t

$ 57,66 $ 31,94:

The following costs and estimated earnings in exoédillings are included in the Company’s condated balance sheet. Billings in excess
of costs and estimated earnings on uncompletedamiatare included in Accounts Payable.

December 31 December 31
(in thousands 2008 2007
Costs and Estimated Earnings in Excess of Billmg&/ncompleted Contrac $65,60¢ $ 42,23
Billings in Excess of Costs and Estimated EarnimgéJncompleted Contrac (7,945 (10,297

$57,66. $ 31,94!

Costs and Estimated Earnings in Excess of Billmtg@MI Industries, Inc. (DMI) were $59,300,000 dDecember 31, 2008 and $36,161,
as of December 31, 2007. This amount is relatewdsts incurred on wind towers in the process offdetion on major contracts under which
the customer is not billed until towers are comgdlesind ready for shipment.

Retainage
Accounts Receivable include amounts billed by teen@any’s subsidiaries under long-term contractshge been retained by customers

pending project completion of $10,311,000 on Decandd, 2008 and $10,417,000 on December 31, 2007.

Sales of Receivables

In March 2008, DMI, the Company’s wind tower maruattaer, entered into a three-year $40 million reable purchase agreement whereby
designated customer accounts receivable may beés@dneral Electric Capital Corporation on a reirg basis. Accounts receivable
totaling $132,911,000 were sold in 2008. Discoamts commissions and fees of $722,000 for the yededDecember 31, 2008 were
charged to operating expenses in the consolidééeinsents of income. In compliance with SFAS Nd,®tcounting for Transfers and
Servicing of Financial Assets and Extinguishmehtsabilities, sales of accounts receivable are reflected aduction of accounts
receivable in the consolidated balance sheetshangroceeds are included in the cash flows fromadipg activities in the consolidated
statements of cash flows.

Marketing and Sales Incentive Costs

ShoreMaster, Inc. (ShoreMaster), the Company’s rivatg equipment manufacturer, provides dealerrfijgan financing assistance for
certain dealer purchases of ShoreMaster producteftain set time periods based on the timingsarel of a dealer’s order. ShoreMaster
recognizes the estimated cost of projected int@@ginents related to each financed sale as aityasild a reduction of revenue at the time of
sale, based on historical experience of the avdeaggh of time floor plan debt is outstandingagtordance with Emerging Issues Task F
Issue No. 01-9Accounting for Consideration Given by a Vendor ©Bustomer (Including a Reseller of a Vendor’s Prctdy. The liability is
reduced when interest is paid. To the extent ctigeperience differs from previous estimates tharwd liability for financing assistance
costs is adjusted accordingly. Financing assistansts of $500,000 for the year ended Decembe2(18 were charged to revenue.




Foreign Currency Translation

The functional currency for the operations of tten&dian subsidiary of Idaho Pacific Holdings, IfieH) is the Canadian dollar (CAD). This
subsidiary realizes foreign currency transactiangar losses on settlement of receivables rekatétd sales, which are mostly in U.S. dollars
(USD), and on exchanging U.S. currency for Canadianency for its Canadian operations. This subsydiecorded foreign currency
transaction losses of $60,000 USD in 2008 as dtrefthe decrease in the value of the Canadialadmlative to the U.S. dollar in 2008, and
foreign currency transaction losses of $656,000 WSPD07 as a result of the increase in the vafukeCanadian dollar relative to the U.S.
dollar in 2007. Transaction gains and losses ir6206re not significant due to the relative stapitif the currencies in 2006. The translation
of CAD to USD is performed for balance sheet act®using exchange rates in effect at the balaneetstates, except for the common ec
accounts which are at historical rates, and foemere and expense accounts using a weighted avexalgange during the year. Gains or
losses resulting from the translation are inclusle8iccumulated Other Comprehensive Income (Los$hénequity section of the Company’s
consolidated balance sheet.

The functional currency for the Canadian subsid@&rPMI is the U.S. dollar. There are no foreignreucy translation gains or losses related
to this entity. However, this subsidiary may realfareign currency transaction gains or lossesettresnent of liabilities related to goods or
services purchased in CAD. Foreign currency trai@agains related to balance sheet adjustmenBAdf liabilities to USD equivalents and
realized gains on settlement of those liabilitiesev$399,000 USD in 2008 as a result of the deergathe value of the Canadian dollar
relative to the U.S. dollar in 2008. Foreign cumgiransaction losses related to balance sheestatuts of CAD liabilities to USD
equivalents and realized losses on settlementoskthiabilities were $102,000 USD in 2007 as altesuthe increase in the value of the
Canadian dollar relative to the U.S. dollar in 2007

Shipping and Handling Costs
The Company includes revenues received for shippimtghandling in operating revenues. Expensesfpaghipping and handling are
recorded as part of cost of goods sold.

Use of Estimates

The Company uses estimates based on the best atformavailable in recording transactions and badamesulting from business operations.
Estimates are used for such items as depreciaiele, lasset impairment evaluations, tax provisiookectability of trade accounts receivable,
self-insurance programs, unbilled electric revenuakiations of forward energy contracts, servioetact maintenance costs, percentage-of-
completion and actuarially determined benefitssasid liabilities. As better information becomeailable (or actual amounts are known),
the recorded estimates are revised. Consequeptyating results can be affected by revisions iwr giccounting estimates.

Cash Equivalents
The Company considers all highly liquid debt instants purchased with maturity of 90 days or ledsetoash equivalents.

Supplemental Disclosures of Cash Flow Information

(in thousands 2008 2007 2006
Increases (Decreases) in Accounts Payable and Otif@lities Related to Capital

Expenditure: $(22,729) $23,51¢ $ 1,401
Noncash Investing and Financing Transactis

Capital Lease $ 2,08/ — —
Cash Paid During the Year from Continuing Operatifor:

Interest (net of amount capitalize $ 25,03: $18,15¢ $18,45¢

Income Taxe! $ 1,35¢ $25,90¢ $35,06:
Cash Paid During the Year from Discontinued Openregifor:

Interest $ — $ — $ 91

Income Taxe: $ — $ — $ 42¢
Investments

The following table provides a breakdown of the @amy’s investments at December 31, 2008 and 2007:

December 31 December 31

(in thousands 2008 2007
Cost Method

Economic Development Loan Por $ 52¢ $ 65E

Other 1,057 1,30z
Equity Method:;

Affordable Housing and Other Partnersh 1,441 1,851
Marketable Securities Classified as Avail-for-Sale 4,51¢ 6,24¢

Total Investment $7,54:2 $10,057




The Company has investments in eleven limited pastiips that invest in tax-credit-qualifying affalde-housing projects that provided tax
credits of $55,000 in 2008, $285,000 in 2007 an@R$@O0 in 2006. The Company owns a majority intaresight of the eleven limited
partnerships with a total investment of $1,426,00L No. 46,Consolidation of Variable Interest Entitiegquires full consolidation of the
majority-owned partnerships. However, the Compacjuides these entities on its consolidated findistéements on a declining balance
basis due to immateriality and uncertainty regaydesidual values. Consolidating these entitieslvbave represented less than 0.4% of
assets, 0.1% of total revenues and (0.5%) of adpgratcome for the Company as of, and for the ysated, December 31, 2008 and would
have an insignificant impact on the Company’s 2008solidated net income.

The Company’s marketable securities classifiedvafiable-for-sale are held for insurance purposebkae reflected at their market values on
December 31, 2008. See further discussion belowiaddr note 13.

Fair Value Measurements

Effective January 1, 2008, the Company adopted SNASL57 Fair Value Measurementdor recurring fair value measurements. SFAS
No. 157 provides a single definition of fair valaed requires enhanced disclosures about asselishitiles measured at fair value. SF;
No. 157 establishes a hierarchal framework forldgsng the observability of the inputs utilizednreasuring assets and liabilities at fair ve
The three levels defined by the SFAS No. 157 hidgnaand examples of each level are as follows:

Level 1 — Quoted prices are available in activekatw for identical assets or liabilities as of thported date. The types of assets and
liabilities included in Level 1 are highly liquidhd actively traded instruments with quoted pricegh as equities listed by the New York
Stock Exchange and commodity derivative contrasted on the New York Mercantile Exchange.

Level 2 — Pricing inputs are other than quotedewiim active markets, but are either directly dirictly observable as of the reported date.
The types of assets and liabilities included indleédare typically either comparable to activeBdied securities or contracts, such as treasury
securities with pricing interpolated from recemtdes of similar securities, or priced with modedgg highly observable inputs, such as
commodity options priced using observable forwaidgs and volatilities.

Level 3 — Significant inputs to pricing have litthe no observability as of the reporting date. Tmes of assets and liabilities included in
Level 3 are those with inputs requiring significaminagement judgment or estimation, such as thelesmand subjective models and
forecasts used to determine the fair value of firriransmission rights.

The following table presents, for each of thesednihy levels, the Company’s assets and liabilities are measured at fair value on a
recurring basis as of December 31, 2008:

(in thousands Level 1 Level 2 Level 3 Total
Assets:
Investments for Nonqualified Retirement Savingsreetent Plan
Money Market and Mutual Funds and Ci $ 89C $ — $ 89C
Cash Surrender Value of Life Insurance Polit 8,01« 8,01«
Cash Surrender Value of Keyman Life Insurance Reslie— Net of
Policy Loans 10,24« 10,24
Forward Energy Contrac 40t 40t
Investments of Captive Insurance Compse
Corporate Debt Securitit 3,56¢ 3,56¢
U.S. Government Debt Securiti 947 947
Total Assets $5,40¢ $18,66: $24,06¢
Liabilities:
Forward Energy Contrac $ — $ 1,69( $ — $ 1,69(
Forward Foreign Currency Exchange Contr: 28¢ 28¢
Asset Retirement Obligatiot 3,29¢ 3,29¢
Total Liabilities $ 28¢ $ 1,69C $ 3,29¢ $ 5,27

Net Assets (Liabilities) $5,115% $16,97: $(3,29¢) $18,79:




Inventories
The Electric segment inventories are reported etae cost. All other segments’ inventories areedtat the lower of cost (first-in, first-out)
or market. Inventories consist of the following:

December 31 December 31
(in thousands 2008 2007
Finished Good $ 38,94: $38,95:
Work in Proces: 10,20¢ 5,21¢
Raw Material, Fuel and Suppli 52,80 53,04+
Total Inventories $101,95! $97,21+

Goodwill and Intangible Assets

The Company accounts for goodwill and other intalegassets in accordance with the requirement&ASSNo. 142 Goodwill and Other
Intangible Assetsequiring goodwill and indefinite-lived intangibéessets to be measured for impairment at least dprauma more often
when events indicate the assets may be impairtahdible assets with finite lives are amortizedrdheir estimated useful lives and reviev
for impairment in accordance with SFAS No. 1Ad¢counting for the Impairment or Disposal of Longdd Assets

As a result of the acquisition of Miller Welding I8on Works, Inc. (Miller Welding) by BTD Manufactmg, Inc. (BTD) in May 2008,
Goodwill increased $7,986,000, Covenants Not to etemincreased by $100,000, Customer Relationgmipsased by $16,100,000 and
Brand/Trade Name increased by $400,000.

Changes in the carrying amount of Goodwill by seginage as follows:

Adjustment
to Goodwill relatec
Balance December 3 to assets sold i Goodwill Acquired Balance December 3

(in thousands 2007 2008 in 2008 2008
Plastics $19,30: $ — $ — $ 19,302
Manufacturing 16,74¢ — 7,98¢ 24,73
Health Service: 24,32¢ (450 — 23,87¢
Food Ingredient Processil 24,32« — — 24,32¢
Other Business Operatio 14,54: — — 14,54

Total $99,24: $(450) $7,98¢ $106,77¢
The following table summarizes components of then@any’s intangible assets as of December 31:

Gross Carrying Accumulatec Net Carrying Amortization
2008(in thousands Amount Amortization Amount Periods
Amortized Intangible Asset

Covenants Not to Compe $ 2,25( $1,88¢ $ 361 3-5years
Customer Relationshif 26,85¢ 2,42¢ 24,42t 15- 25 years
Other Intangible Assets Including Contra 2,71C 1,921 78¢ 5-30 years
Total $31,81¢ $6,23¢ $25,57¢
Nonamortized Intangible Asse
Brand/Trade Nam $ 9,86¢ $ — $ 9,86¢
2007(in thousands
Amortized Intangible Asset
Covenants Not to Compe $ 2,63% $2,11: $ 524 3-5years
Customer Relationshif 10,87¢ 1,46¢ 9,41( 15- 25 years
Other Intangible Assets Including Contra 2,78t 1,77¢ 1,01( 5-30 years
Total $16,30: $5,351 $10,94-
Nonamortized Intangible Asse
Brand/Trade Nam $ 9,51% $ — $ 9,51%

The amortization expense for these intangible assas $1,464,000 for 2008, $1,227,000 for 2007%n@79,000 for 2006. The estimated
annual amortization expense for these intangildetador the next five years is $1,633,000 for 2@19461,000 for 2010, $1,332,000 for
2011, $1,312,000 for 2012 and $1,308,000 for 2013.




New Accounting Standarc

SFAS No. 157Fair Value Measurementsyas issued by the FASB in September 2006. SFASLBIb defines fair value, establishes a
framework for measuring fair value in generallygied accounting principles and expands disclosabvest fair value measurements. SFAS
No. 157 is effective for fiscal years beginningeaflovember 15, 2007. SFAS No. 157 applies underatccounting pronouncements t
require or permit fair value measurements wherrevtgue is the relevant measurement attribute. Adiogly, this statement does not require
any new fair value measurements. The adoption 8fSSNo. 157 on January 1, 2008 resulted in additifo@tnote disclosures related to the
use of fair value measurements in the areas ostments, derivatives, asset retirement obligatigasdwill and asset impairment evaluatic
financial instruments and acquisitions, but did Imte a significant impact on the Company’s couisddéid balance sheet, income statement ol
statement of cash flows.

SFAS No. 159The Fair Value Option for Financial Assets and Finwial Liabilities — Including an Amendment of FASEstatement

No. 115,was issued by the FASB in February 2007. SFAS N6.drovides companies with an option to measurspetified election dates,
many financial instruments and certain other it@mi&ir value that are not currently measured iatvilue. A company that adopts SFAS
No. 159 will report unrealized gains and lossesamings at each subsequent reporting date on ftamaghich the fair value option has be
elected. This statement also establishes presemttid disclosure requirements to facilitate comspas between entities that choose diffe
measurement attributes for similar types of asmedsliabilities. SFAS No. 159 is effective for fidgears beginning after November 15, 2(
The Company adopted SFAS No. 159 on January 1,. Z0@8adoption of this pronouncement had no efiadhe Company’s consolidated
financial statements because the Company had tedopor does it currently plan to opt, to apply f@alue accounting to any financial
instruments or other items that it is not curremdélgjuired to account for at fair value.

SFAS No. 141 (revised 2007), Business Combinati®sSAS No. 141(R))was issued by the FASB in December 2007. SFAS Hb(R)
replaces SFAS No. 14Business Combinationand will apply prospectively to business combinagifor which the acquisition date is on or
after the beginning of the first annual reportirggipd beginning on or after December 15, 2008. SN&S141(R) applies to all transaction:
other events in which an entity (the acquirer) mstaontrol of one or more businesses (the acquireaddition to replacing the term
“purchase method of accounting” with “acquisitioetimod of accounting,” SFAS No. 141(R) requires equéer to recognize the assets
acquired, the liabilities assumed and any nonctimganterest in the acquiree at the acquisiti@ated measured at their fair values as of that
date, with limited exceptions. This guidance walplace SFAS No. 141’s cost-allocation process, whaquires the cost of an acquisition to
be allocated to the individual assets acquiredliabdities assumed based on their estimated falmes. SFAS No. 141’s guidance results in
not recognizing some assets and liabilities aattwuisition date, and it also results in measusimge assets and liabilities at amounts other
than their fair values at the acquisition date. &ample, SFAS No. 141 requires the acquirer tludecthe costs incurred to effect an
acquisition (acquisition-related costs) in the adghe acquisition that is allocated to the asaetpiired and the liabilities assumed. SFAS
No. 141(R) requires those costs to be expensattased. In addition, under SFAS No. 141, restmigtucosts that the acquirer expects b
not obligated to incur are recognized as if theyengeliability assumed at the acquisition date. SF¥o. 141(R) requires the acquirer to
recognize those costs separately from the bustweabination.

SFAS No. 161Disclosures about Derivative Instruments and HedgiActivities—an amendment of FASB Statement No. 188s issued
by the FASB in March 2008. SFAS No. 161 requiresagited disclosures about an entity’s derivativelaajing activities to improve the
transparency of financial reporting. SFAS No. 1§gffective for financial statements issued focdisyears and interim periods beginning
after November 15, 2008. Adoption of SFAS No. 16 iesult in additional footnote disclosures reldtto the Company’s use of derivative
instruments but those additional disclosures vdtl lpe extensive because the derivative instrumantently held by the Company are not
designated as hedging instruments under SFAS No. 16

2. Business Combinations, Dispositions and Segménformation

On May 1, 2008 BTD acquired the assets of Milleddfgy of Washington, lllinois for $41.7 million icash. Miller Welding, a custom job
shop fabricator and finisher, recorded $26 miliomevenue in 2007. Miller Welding manufactures &ilricates parts for off-road
equipment, mining machinery, oil fields and offshail rigs, wind industry components, broadcastanae and farm equipment, and serves
several major equipment manufacturers in the Pellireois area and nationwide, including Catei/lKkomatsu and Gardner Denver. This
acquisition will provide opportunities for growth hew and existing markets for both BTD and Milléelding, and complementing
production capabilities will expand the scope aapacity of services offered by both companies.




Below is condensed balance sheet information,eatitte of the business combination, disclosingteéminary allocation of the purchase
price assigned to each major asset and liabilitygmay of Miller Welding:

(in thousands

Assets
Current assel $ 8,85t
Goodwill 7,98¢
Other Intangible Asse 16,60(
Fixed Asset: 8,99
Total Assets $42,43¢
Liabilities
Current Liabilities $ 761
Noncurrent Liabilities —
Total Liabilities $ 761
Cash Paid $41,67¢

Other Intangible Assets related to the Miller Welglacquisition include $16,100,000 for CustomeraRehships being amortized over
20 years, $400,000 for a Nonamortizable Trade Namnaea $100,000 Covenant Not to Compete being aredrtver three years.

On February 19, 2007 ShoreMaster acquired thesast#te Aviva Sports product line for $2.0 millieancash. The Aviva Sports product line
operates under Aviva Sports, Inc. (Aviva), a nefdymed wholly-owned subsidiary of ShoreMaster. Fwéva Sports product line is sold
internationally and consists of products for consumse in the pool, lake and yard, as well as comiadeuse at summer camps, resorts and
large public swimming pools. The acquisition of #hdva Sports product line fits well with the othgroduct lines of ShoreMaster, a leading
manufacturer and supplier of waterfront equipment.

On May 15, 2007 BTD acquired the assets of Prortgeging, LLC (Pro Engineering) for $4.8 milliondash. Pro Engineering specializes in
providing metal parts stampings to customers inMidvest. The acquisition of Pro Engineering by Bpfvides expanded growth
opportunities for both companies.

Below, are condensed balance sheets, at the dates espective business combinations, disclogiegllocation of the purchase price
assigned to each major asset and liability categbAviva and Pro Engineering:

(in thousands Aviva Pro Engineerin
Assets
Current Asset $2,08: $1,95¢
Goodwill — 1,04¢
Other Intangible Asse 87C 39¢€
Plant — 1,60(
Total Asset: $2,95°% $5,00(
Liabilities
Current Liabilities $ 98¢ $ 21t
Noncurrent Liabilities — —
Total Liabilities $ 98¢ $ 21t
Cash Paid $1,96¢ $4,78¢

Other Intangible Assets related to the Aviva adtjois include $83,000 for a nonamortizable brancheand $787,000 in intangible assets
being amortized over various periods up to 15 ydatiser Intangible Assets related to the Pro Ergying acquisition include $51,000 for a
nonamortizable brand name and $345,000 in intaegibsets being amortized over various periods @p teears.

The Company acquired no new businesses in 2006.

All of the acquisitions described above were actedifior using the purchase method of accountingclbsure of pro forma information
related to the results of operations of the emtiéiequired in 2008 and 2007 for the periods preskintthis report is not required due to
immateriality.

In June 2006, Otter Tail Energy Services CompanyH8CO), the Company’s energy services company,isolfhs marketing operations.
Discontinued Operations includes the operatingltesfi OTESCO’s natural gas marketing operatiorss @mafter-tax gain on the sale of its
natural gas marketing operations of $0.3 millior2006.




Segment Information

The accounting policies of the segments are desttiimder note 1 — Summary of Significant Accounfraiicies. The Company’s
businesses have been classified into six segmaseiton products and services and reach customalisD states and international mark
The six segments are: Electric, Plastics, ManufarguHealth Services, Food Ingredient Processimy@ther Business Operations.

Electric includes the production, transmissiontriistion and sale of electric energy in Minnesdarth Dakota and South Dakota under the
name Otter Tail Power Company (the electric ufilitp addition, the electric utility is an activehalesale participant in the Midwest
Independent Transmission System Operator (MISOketar The electric utility operations have beenGlenpany’s primary business since
incorporation.

Plastics consists of businesses producing polywihidride pipe in the Upper Midwest and Southwegians of the United States.

Manufacturing consists of businesses in the follmamanufacturing activities: production of wind &ns, contract machining, metal parts
stamping and fabrication, and production of waterfrequipment, material and handling trays andidwdttiral containers. These businesses
have manufacturing facilities in Florida, lllinoislinnesota, Missouri, North Dakota, Oklahoma andatin, Canada and sell products
primarily in the United States.

Health Services consists of businesses involvelarsale of diagnostic medical equipment, patiemnitoring equipment and related supplies
and accessories. These businesses also providerent maintenance, diagnostic imaging servicegamt@l of diagnostic medical imaging
equipment to various medical institutions locate@tighout the United States.

Food Ingredient Processing consists of IPH, whigh®and operates potato dehydration plants in Radaho; Center, Colorado; and Souris,
Prince Edward Island, Canada. IPH produces dehsdiadtato products that are sold in the UnitedeStaEanada and other countries.

Other Business Operations consists of businesgesitential, commercial and industrial electriotracting industries, fiber optic and
electric distribution systems, wastewater and HV&yGtems construction, transportation and energycees. These businesses operate
primarily in the Central United States, excepttfog transportation company which operates in 4@st@nd 4 Canadian provinces.

Our electric operations, including wholesale posades, are operated as a division of Otter Taip@ation, and our energy services
operation is operated as a subsidiary of Otter Caiporation. Substantially all of our other busises are owned by our wholly owned
subsidiary Varistar Corporation.

Corporate includes items such as corporate stdfbaarhead costs, the results of the Company’sweajisurance company and other items
excluded from the measurement of operating segpexfirmance. Corporate assets consist primariash, prepaid expenses, investments
and fixed assets. Corporate is not an operatingieey Rather, it is added to operating segmenisttiareconcile to totals on the Company’s
consolidated financial statements.

The Company has one customer within the Manufaajusegment that accounted for approximately 10.68%%eCompany’s consolidated
revenues in 2008. No other single external custaneounts for 10% or more of the Company’s reven8abstantially all of the Company’s
long-lived assets are within the United States pife a food ingredient processing dehydratiompia Souris, Prince Edward Island,
Canada and a wind tower manufacturing plant in Eag, Ontario, Canada.

Percent of Sales Revenue by Country for the YedeBmecember 31:

2008 2007 2006
United States of Americ 97.2% 96.% 97.2%
Canade 1.1% 1.3% 1.2%
All Other Countries 1.6% 1.8% 1.5%

The Company evaluates the performance of its bssisegments and allocates resources to them basedrongs contribution and return on
total invested capital. Information on continuirgeeations for the business segments for 2008, 26672006 is presented in the following
table.




(in thousands 2008 2007 2006
Operating Revenu
Electric $ 340,02( $ 323,47! $ 306,01«
Plastics 116,45: 149,01: 163,13!
Manufacturing 470,46: 381,59¢ 311,81
Health Service: 122,52( 130,67( 135,05:
Food Ingredient Processil 65,36 70,44( 45,08¢
Other Business Operatio 199,51: 185,73l 145,60:
Corporate and Intersegment Eliminatic (3,139 (2,049 (1,749
Total $1,311,19 $1,238,88 $1,104,95-
Depreciation and Amortizatic
Electric $ 31,75¢ $ 26,09 $ 25,75¢
Plastics 3,05( 3,08: 2,81¢
Manufacturing 19,26( 13,12 11,07¢
Health Service: 4,13: 3,937 3,66(
Food Ingredient Processil 4,094 3,952 3,75¢
Other Business Operatio 2,23( 2,05¢ 2,33(
Corporate 53¢ 57¢ 587
Total $ 65,06( $ 52,83( $ 49,98:
Interest Charge
Electric $ 12,89 $ 9,40t $ 10,31t
Plastics 1,15¢ 97C 814
Manufacturing 8,66¢ 8,54¢ 6,55(
Health Service: 714 882 91C
Food Ingredient Processi 10¢ 177 481
Other Business Operatio 1,171 1,23¢ 98¢
Corporate and Intersegment Eliminatic 2,247 (358 (557)
Total $ 26,95¢ $ 20,85 $ 19,501
Income Before Income Tax
Electric $ 46,16( $ 37,42 $ 38,80:
Plastics 3,114 13,45 22,95¢
Manufacturing 7,65( 24,50: 21,14¢
Health Service 34z 2,62¢ 3,90¢
Food Ingredient Processil 2,65t 5,912 (6,325)
Other Business Operatio 8,73¢ 6,762 8,66¢
Corporate (18,499 (8,749 (11,309
Total $ 50,16: $ 81,92¢ $ 77,85¢
Earnings Available for Common Shal
Electric $ 32,49¢ $ 23,76 $ 23,44t
Plastics 1,88( 8,31« 14,32¢
Manufacturing 5,26¢ 15,63: 13,171
Health Service: 85 1,42 2,23(
Food Ingredient Processil 1,681 4,38¢ (4,115
Other Business Operatio 5,27¢ 4,04¢ 5,257
Corporate (12,307 (4,345 (4,300
Total $ 34,38¢ $ 53,22 $ 50,01«
Capital Expenditure
Electric $ 198,79t $ 104,28t $ 35,207
Plastics 8,88t 3,30¢ 5,50¢
Manufacturing 47,60¢ 42,78¢ 20,04¢
Health Service: 4,03¢ 5,27¢ 4,72(
Food Ingredient Processil 2,40z 47 1,762
Other Business Operatio 3,91¢ 5,58¢ 1,77¢
Corporate 241 694 42¢€
Total $ 265,88t $ 161,98 $ 69,44¢
Identifiable Asset:
Electric $ 992,15¢ $ 813,56! $ 689,65
Plastics 78,054 77,97 80,66¢
Manufacturing 356,69 274,78( 219,33¢
Health Service: 61,08¢ 64,82: 66,12¢
Food Ingredient Processil 88,81: 91,96¢ 94,46:
Other Business Operatio 71,35¢ 72,25¢ 67,11(



Corporate 44,41¢ 59,39( 41,00¢
Discontinued Operatior — — 28¢

Total $1,692,58 $1,454,75. $1,258,65!




3. Rate and Regulatory Matters
Minnesota

General Rate Case In an order issued by the Minnesota Public ik#itCommission (MPUC) on August 1, 2008 the eleattility was
granted an increase in Minnesota retail electtiesraf $3.8 million or approximately 2.9%, compavéth the originally requested increase of
approximately 6.7%. An interim rate increase ofbwent into effect on November 30, 2007. The eiectiility will refund Minnesota
customers the difference between interim rate<fiaatirates, with interest, in March 2009. Amourgfundable totaling $3.9 million have
been recorded as a liability on the Company’s clidesied balance sheet as of December 31, 2008MR1€C approved a rate of return on
equity of 10.43% on a capital structure with 50.68tiity. The electric utility deferred recognitioh®1.5 million in rate caseelated filing an
administrative costs in June 2008 that are sulbjeginortization and recovery over three years underrates as ordered by the MPUC. As a
result of an MPUC decision on reconsideration efttleatment of profit margins on the resale oftellgity purchased from other companies,
the electric utility will assign an amount of itgsts to this unregulated activity but will not leguired to credit any portion of nonasset-based
margins to retail customers.

Capacity Expansion 2020 (CapX 2020) Mega CertéicdtNeed—On August 16, 2007 the eleven CapX 2020 utiliisked the MPUC to
determine the need for three 345-kilovolt (kv) samission lines. Evidentiary hearings for the Cigxdife of Need for the three CapX 2020 345-
kv transmission line projects began in July 2008 esntinued into August 2008. The MPUC is expettedecide if the lines meet regulatory
need requirements by early 2009. The MPUC wouldrdgne routes for the new lines in separate prdngedPortions of the lines would

also require approvals by federal officials anddgulators in North Dakota, South Dakota and WistorAfter regulatory need is establist
and routing decisions are completed (expected @920 2010), construction will begin. The lines Wwbbe expected to be completed three or
four years later. Great River Energy and Xcel Epeng leading these projects, and Otter Tail Pa@@@mmpany and eight other utilities are
involved in permitting, building and financing. @ttTail Power Company is directly involved in twbtlhese three projects and serves as the
lead utility in a fourth Group 1 project, the Beiii@rand Rapids 230-kv line which has an expecteddrvice date of 2012-2013.

The electric utility filed a Certificate of Needrfthe fourth project on March 17, 2008. The Deparitrof Commerce Office of Energy
Security (MNOES) staff completed briefing papergareling the Bemidji-Grand Rapids route permit aggglon. The MNOES staff
recommended to the MPUC: (1) the route permit apgibtn be found to be complete, (2) the need détation not be sent to a contested «
but be handled informally by MPUC review, and (3 Certificate of Need and route permit proceedbeysombined as requested. The
MPUC met on June 26, 2008 to act on the MNOES stafimmendation. The MPUC agreed the Certificafdesfd and route permit
applications were complete. The commissioners agie€apX 2020 utilities to add a section to thetifeate of Need application address
how the new Minnesota Conservation Improvement irarag (CIP) statutes will affect the need for thejgut. Because no one has intervened
in the Certificate of Need proceeding, the MPUQ thdéndle the Certificate of Need application asiaocontested case. The MNOES
subsequently recommended that need for the linbéas established. The MPUC is expected to deterifithere is a need for this line and,

if appropriate, issue the route permit in sprin@@0

Renewable Energy Standards, Conservation and Réfe®asource Riders-In February 2007, the Minnesota legislature passed
renewable energy standard requiring the electiiityuio generate or procure sufficient renewabdmegration such that the following
percentages of total retail electric sales to M#mta customers come from qualifying renewable ssirt2% by 2012; 17% by 2016; 20% by
2020 and 25% by 2025. Under certain circumstanadsafter consideration of costs and reliabilityiss, the MPUC may modify or delay
implementation of the standards. The electrictythias acquired renewable resources and expeatgjtore additional renewable resources in
order to maintain compliance with the Minnesoteaergable energy standard. By the end of 2010, tharautility expects to have sufficient
renewable energy resources available to comply thigtrequired 2012 level of the Minnesota renewahlergy standard. The electric utilgy’
compliance with the Minnesota renewable energydstathwill be measured through the Midwest RenewBblergy Tracking System.

Under the Next Generation Energy Act of 2007 passeithe Minnesota legislature in May 2007, an awtieradjustment mechanism was
established to allow Minnesota electric utilities¢cover investments and costs incurred to satisfyequirements of the renewable energy
standards. The MPUC is now authorized to appraageaschedule rider to enable utilities to recdfiercosts of qualifying renewable energy
projects that supply renewable energy to Minnesotdomers. Cost recovery for qualifying renewalolergy projects can now be authorized
outside of a rate case proceeding, provided thet newable projects have received previous MPpfftaval. Renewable resource costs
eligible for recovery may include return on investity depreciation, operation and maintenance dastss, renewable energy delivery costs
and other related expenses.

In an order issued on August 15, 2008, the MPUCa&mal the electric utility’s proposal to implemenRenewable Resource Cost Recovery
Rider for its Minnesota jurisdictional portion aiviestment in renewable energy facilities. The rider




enables the electric utility to recover from itsriiesota retail customers its investments in owradwable energy facilities and provides for
a return on those investments. The Renewable Resdwjustment of 0.19 cents per kilowatt-hour (kwgs included on Minnesota
customers’ electric service statements beginnir§eiptember 2008. The first renewable energy prégeathich the electric utility will

receive cost recovery is its 40.5 megawatt ownprshare of the Langdon Wind Energy Center, whiatalee fully operational in

January 2008. The electric utility has recognizedgulatory asset of $3.0 million for revenues tirat eligible for recovery through the rider
but have not been billed to Minnesota customeis &ecember 31, 2008.

The electric utility is awaiting a decision frometMPUC on its 2009 Rider Adjustment filing with erpected implementation date of April
2009. The 2009 Rider Adjustment filing includesguest for recovery of the electric utility’s inteent costs and expenses related to its 32
wind turbines at the Ashtabula Wind Energy Certat became commercially operational in Novembe8200

In addition to the Renewable Resource Cost Recdritygr, the Minnesota Public Utilities Act providesimilar mechanism for automatic
adjustment outside of a general rate proceedimgaover the costs of new electric transmissiorifees. The MPUC may approve a tariff
rider to recover the Minnesota jurisdictional castmew transmission facilities that have been jmesly approved by the MPUC in a
Certificate of Need proceeding or certified by MBUC as a Minnesota priority transmission projedneestment and expenditures made to
transmit the electricity generated from renewalgleagation sources ultimately used to provide sergche utility’s retail customers. Such
transmission cost recovery riders would allow anmebn investments at the level approved in atyliast general rate case. The electric
utility expects to file a proposed rider with thé®MC to recover its share of costs of eligible traission infrastructure upgrades projects in
20009.

Recovery of MISO Costs-In December 2005, the MPUC issued an order denyiaglectric utility’s request to allow recoverfyortain
MISO-related costs through the FCA in Minnesotaitetates and requiring a refund of amounts presfipaollected pursuant to an interim
order issued in April 2005. The electric utilitycorded a $1.9 million reduction in revenue andfane payable in December 2005 to reflect
the refund obligation. On February 9, 2006 the MRi#¢Cided to reconsider its December 2005 order.MREIC’s final order was issued on
February 24, 2006 requiring jurisdictional investavned utilities in the state to participate witle tMinnesota Department of Commerce
(MNDOC) and other parties in a proceeding that waaluate suitability of recovery of certain MIS@y 2 energy market costs through
FCA. The February 24, 2006 order eliminated thardfprovision from the December 2005 order andaadbbthat any MISQelated costs n
recovered through the FCA may be deferred for ageaf 36 months, with possible recovery throughéeates in the utility’s next general
rate case. As a result, the electric utility reangd $1.9 million in revenue and reversed the réfpayable in February 2006. The Minnesota
utilities and other parties submitted a final regorthe MPUC in July 2006.

In an order issued on December 20, 2006 the MPEt€dthat except for schedule 16 and 17 administrabsts, discussed below, each
petitioning utility may recover the charges imposgdhe MISO for MISO Day 2 operations (offset leyenues from Day 2 operations via
accounting) through the calculation of the utigy*CA from the period April 1, 2005 through a pdraf at least three years after the date of
the order. The MPUC also ordered the utilitiesafuind schedule 16 and 17 costs collected througir@A since the inception of MISO Day
2 Markets in April 2005 and stated that each petitig utility may use deferred accounting for MIS€hedule 16 and 17 costs incurred since
April 1, 2005. This deferred accounting may congifior ongoing schedule 16 and 17 costs, withouaitteeimulation of interest, until the
earlier of March 1, 2009 or the utility’s next diéc rate case. Pursuant to this December 20, 20@ér, the electric utility was ordered to
refund $446,000 in MISO schedule 16 and 17 coshditmesota retail customers through the FCA ovievelve-month period beginning in
January 2007. The electric utility requested recpwé the deferred costs and recovery of the ongowsts in its general rate case filed in
October 2007 and, in January 2008, began amort#858,000 of deferred MISO schedule 16 and 17 an&sa 35-month period. The
August 1, 2008 MPUC Order in the general rate edlsgved future recovery of MISO schedule 16 anddsts and recovery of the deferred
Schedule 16 and 17 costs.

Minnesota Annual Automatic Adjustment Report on fgyeCosts (AAA Report}—The MNDOC and the electric utility identified two
operational situations which are not covered inapproved method for allocating MISO costs contdiimethe final December 20, 2006
MPUC order discussed above. One relates to plantexpected to be available for retail but thaidpiee energy in certain hours, resulting in
wholesale sales. The other situation is relatd€éinancial Transmission Rights (FTRs) not neededdtail load. For the period July 1, 2005
through June 30, 2007 the electric utility detemuiits Minnesota customers’ portion of costs asgediwith these situations to be $765,000.
The data was provided to the MNDOC during the cewfshe MNDOC's review of the AAA Report. The diec utility offered to refund
$765,000 to its Minnesota customers to settleahiother issues raised by the MNDOC in the AAA d&tedocket before the MPUC and the
MNDOC accepted the offer in October 2007 and recemuted that the MPUC include the refund in its fior@er. The electric utility also
agreed to modifications to the MISO Day 2 costadtns that were resolved in the MPUC’s Decemife2R06 order. The electric utility
agreed to make some of those modifications retiaabtck to January 1, 2007. The MPUC accepteeéléwtric utility’s refund offer and
modifications and closed this docket on Februar3088. In December 2007, the electric utility retsat a liability and a reduction to revenue
of $805,000 for the amount of the refund offer amdilar revenues collected subsequent to June@®¥.Refunds to Minnesota customers
were completed during 2008.




Claims of Improper Regulatory FilingsIn September 2004, the Company provided a lettédredVIPUC summarizing issues and conclus
of an internal investigation completed by the Comypeelated to claims of allegedly improper regutgtiings brought to the attention of the
Company by certain individuals. A hearing before MPUC was held on February 28, 2006. As a redulteohearing, the electric utility
agreed that within 90 days it would file a revis®degulatory Compliance Plan, an updated Corporagt Sltocation Manual and
documentation of the definitions of its chart o€aents. The electric utility filed these documentth the MPUC in the second quarter of
2006. Subsequently, at a MPUC hearing on Januar®% all remaining open issues were resolvedtwdrof the issues resolved, the
MPUC required the electric utility to include aflthe Company’s short-term debt in its calculatiohsllowance for funds used during
construction (AFUDC) and the electric utility agde® provide the MPUC the results of an ongoing EEfperational audit when available.
The Company recorded a noncash charge to Othememd Deductions of $3.3 million in 2006 relatedhte disallowance of a portion of
capitalized AFUDC from the electric utility’s rabmse as a result of including all of the Compasisrt-term debt, regardless of use, in the
electric utility’s calculations of AFUDC. On Deceebl2, 2007 the MPUC issued its order closing tivestigation subject to the Company’s
continuing responsibility to file the report on RERC operational audit as soon as available abgasiuto any further development of the
record required in the electric utility’s recenngeal rate case. FERC Order (IN08-6-000), resolailteged network transmission service
violations by the electric utility of the Open AcseTransmission and Energy Markets Tariff of th&&MIwas issued on May 29, 2008 and
filed with the MPUC on June 4, 2008.

North Dakote

General Rate Case On November 3, 2008 the electric utility filedy@neral rate case in North Dakota requesting arativevenue increase
of approximately $6.1 million, or 5.1%, and an nmterate increase, to begin on January 2, 2008ppfoximately 4.1%, or $4.8 million
annualized. A final decision by the North DakotdblRuService Commission (NDPSC) on the electritityts request is expected by

August 1, 2009. Interim rates will remain in efféot all North Dakota customers until the NDPSC ek final determination on the electric
utility’s request. If final rates are lower tharienm rates, the electric utility will refund Norfbakota customers the difference with interest.

Renewable Resource Cost Recovery Rigd®@n May 21, 2008 the NDPSC approved the electiiityss request for a Renewable Resource
Cost Recovery Rider to enable the electric utitityecover the North Dakota share of its investmémtenewable energy facilities it owns in
North Dakota. The Renewable Resource Cost Recdrieigr Adjustment of 0.193 cents per kwh was inctide North Dakota custom¢
electric service statements beginning in June 2008 first renewable energy project for which thexgic utility will receive cost recovery is
its 40.5 megawatt ownership share of the LangdamiViEinergy Center, which became fully operationalanuary 2008. The electric utility
may also recover through this rider costs assatiatth other new renewable energy projects as #neycompleted. The electric utility has
included investment costs and expenses relatad 82iwind turbines at the Ashtabula Wind Energnt€ethat became commercially
operational in November 2008 in its 2009 annualiest|to the NDPSC to increase the amount of thewalnle Resource Cost Recovery
Rider Adjustment. A Renewable Resource Cost Regdrater Adjustment rate of 0.51 cents per kwh wagraved by the NDPSC on
January 14, 2009 and went into effect beginnindg) willing statements sent on February 1, 2009.

The electric utility had not been deferring recaigmi of its renewable resource costs eligible &aravery under the North Dakota Renewable
Resource Cost Recovery Rider but had been chatigisg costs to operating expense since January A@@8 approval of the rider, the
electric utility accrued revenues related to itsestment in renewable energy and for renewableggrasts incurred since January 2008 that
are eligible for recovery through the North DakBnewable Resource Cost Recovery Rider. The CorfppBregember 31, 2008
consolidated balance sheet includes a regulateet as $2.0 million for revenues that are eligifierecovery through the North Dakota
Renewable Resource Cost Recovery Rider but thahbibleen billed to North Dakota customers as afdbeber 31, 2008.

North Dakota legislation also provides a mecharfmnautomatic adjustment outside of a general padeeeding to recover jurisdictior
capital and operating costs incurred by a pubiigyfor new or modified electric transmission fhities. However, the electric utility has
requested recovery of such costs in its generaloade filed in November 2008.

Recovery of MISO Costs-In February 2005, the electric utility filed a jpietn with the NDPSC to seek recovery of certaird@*related

costs through the FCA. The NDPSC granted intericovery through the FCA in April 2005, but similarthe decision of the MPUC,
conditioned the relief as being subject to refundl the merits of the case are determined. In A1@007, the NDPSC approved a settlement
agreement between the electric utility and an irgieer representing several large industrial custsimeNorth Dakota. Under the approved
settlement agreement, the electric utility refungié@3,000 of MISO schedule 16 and 17 costs coliettteough the FCA from April 2005
through July 2007 to North Dakota customers begmim October 2007 and ending in January 2008.€léeric utility deferred recognition
of these costs plus $330,000 in MISO schedule #6ldncosts incurred from August 2007 through Deaam@008 and requested recovery of
these deferred costs in its general rate caseifildlbrth Dakota in November 2008. As of DecemhkrZ008 the electric utility had deferred
$823,000 in MISO schedule 16 and 17 costs in NDetkota, which it will amortize over 36 months begirg in January 2009 in conjunction
with the implementation of interim rates in Nortlak®@ta. Requests for approval of base rate recdeemeferred and on-going MISO
schedule 16 and 17 costs are included in the pgrg#ineral rate case.




South Dakota

General Rate Case On October 31, 2008 the electric utility filedjaneral rate case in South Dakota requesting aralbvevenue increase
of approximately $3.8 million, or 15.3%, which prdes for recovery of renewable resource investmantkexpenses in base rates. South
Dakota rules do not provide for interim rate inaesmpending approval of final rates. A final demidby the SDPUC on the electric utility’s
request is expected in mid-summer 2009.

Federal

Revenue Sufficiency Guarantee (RSG) Charg&3n April 25, 2006 the FERC issued an order reqgiMISO to refund to customers, with
interest, amounts related to real-time RSG chattggswere not allocated to day-ahead virtual supfflgrs in accordance with MISO’s Open
Access Transmission and Energy Markets Tariff (TBM0ing back to the commencement of MISO Day 2 mtrkn April 2005. On

May 17, 2006 the FERC issued a Notice of Extensiofime, permitting MISO to delay compliance wittetdirectives contained in its

April 2006 order, including the requirement to meduto customers the amounts due, with interestn fgril 1, 2005 and the requirement to
submit a compliance filing. The Notice stated tinet order on rehearing would provide the approprigtidance regarding the timing of the
compliance filing. On October 26, 2006 the FER@ésbkan order on rehearing of the April 25, 2006Gaordtating it would not require refun
related to real-time RSG charges that had not héecated to day-ahead virtual supply offers incadance with MISO’s TEMT going back
to the commencement of the MISO Day 2 market inil&905. However, the FERC ordered prospectivecalion of RSG charges to virtual
transactions consistent with the TEMT to prevehtri® inequity and directed MISO to propose a chéingeassesses RSG costs to virtual
supply offers based on the RSG costs that virtuaply offers cause within 60 days of the October2®6 order. On December 27, 2006 the
FERC issued an order granting rehearing of the legetd6, 2006 order.

On March 15, 2007 the FERC issued an order demgiqgests for rehearing of the RSG rehearing ordeddOctober 26, 2006. In the
March 15, 2007 order on rehearing, the FERC stiidts findings in the April 25, 2006 RSG ordeat virtual offers should share in the
allocation of RSG costs, per the terms of the aiilyeeffective tariff, served as notice to markatfipants that virtual offers, for those
market participants withdrawing energy, were lidioleRSG charges. FERC clarified that the RSG rehgarder’s waiver of refunds applies
to the period before that order, from market stigrin April 2005 until April 24, 2006. After thatdk, virtual supply offers are liable for RSG
costs and therefore, to the extent virtual supffigre were not assessed RSG costs, refunds arfedie period starting April 25, 2006.

On November 5, 2007 the FERC issued two ordertectta the RSG proceeding. In the first order,RERC accepted the MISO’s April 17,
2007 RSG compliance filing to comply with the FER®larch 15, 2007 RSG order. The compliance reieddanguage requiring the actual
withdrawal of energy by market participants, restbthe MISOS original TEMT language allocating RSG costs ttual transactions, revis
the effective date for allocation to imports, paed an explanation of its efforts to reflect paitiaur revenue determinations in its software
development, and revised several definitions. EHu®sd related RSG order issued by FERC on NoveB#007 was its order on rehearing
on its April 25, 2006 order in which it rejected@tMISO’s proposal to remove references to virtuglpdy from the TEMT provisions related

to calculating RSG charges (FERC Docket Nos. ER&4#4 and ER04-691-086). In this order, the FERGiatl the requests for rehearing
of the RSG second rehearing order (the electriityuivas one of the parties that sought rehearamg) FERC denied all requests for rehearing
of the RSG compliance order.

In the RSG compliance order, the FERC rejectedit®0’s proposal to allocate costs based on netafiffers, i.e., virtual offers minus
virtual bids, and clarified that the currently effige tariff, which allocates RSG costs to virtsapply offers, remains in effect. In the RSG
second rehearing order, the FERC clarified thatfose market participants withdrawing energyhmextent virtual supply offers were not
assessed RSG costs, refunds were due for the gtaidohg April 25, 2006.

The electric utility recorded a $1.7 million ($In@llion net-of-tax) charge to earnings in the figstarter of 2007 based on an internal estimate
of the net impact of MISO reallocating RSG charigagsponse to the FERC order on rehearing. In 27, MISO informed affected

market participants of the impact of reallocatitiguges based on its interpretation of the FERCraydeehearing. Based on MISO'’s
interpretation of the order on rehearing, the electility estimated the reallocation of chargesuld not have a significant impact on earni
previously recognized by the electric utility. Aecdmgly, the electric utility revised its first quar estimated charge of $1.7 million

($1.0 million net-of-tax) to zero in the second darof 2007.

On March 15, 2007 the FERC also directed MISO t&arenother compliance filing that the FERC addmsseNovember 7, 2008 (RSG
Compliance Order Ill). In RSG Compliance Order thie FERC concluded that its interpretation in RB@garding the RSG rate
denominator was in error and that a different jortetation applied. On November 10, 2008 the FERGed an order on the paper hearing
finding the current RSG rate unjust and unreas@nabtl accepting an interim rate that applied RS@ges to all virtual sales until such time
as MISO makes a subsequent filing of the new R3$& haresponse to RSG Compliance Order Ill, MIS@imanother compliance filing on
December 8, 2008 in which it proposed to




re-resettle the RSG charges and cost allocatiocistbamarket start to correct its previous resetdat completed in January 2008 that was
based on the FERC'’s interpretation of the RSGaatkbilling determinants affirmed in RSG llI. Indition to correcting the RSG rate
denominator to limit it to only virtual sales astgded with actual physical energy withdrawals, MIS@posed additional corrections desig
to reduce the denominator. Both changes will ireeehe RSG rate that the electric utility must gego, on November 11, 2008 the FERC
issued an order on rehearing of the November 287 2@der on complaint. Again, where the revenumfRSG charges collected is not
sufficient to make RSG payments to suppliers, Mt8€bvers the shortage through an uplift charge fatiroad.

The electric utility requested rehearing of bothvBlmber 10, 2008 orders (in conjunction with the EEERRSG Compliance Order 1l1). If the
FERC denies rehearing, the electric utility wikdly seek review at the District of Columbia Citc{d.C. Circuit). The electric utility’s
principal concern in these proceedings was to enthat the FERC did not impose refunds prior toAbhgust 10, 2007 refund effective date.
The FERC did not impose such refunds but did affemterpretation in support of its decision in RS@mpliance Order Il (in ER04-691
docket) that would subject the electric utilityftwther RSG refunds and resettlements prior to Aug0, 2007.

Since 2006, the electric utility has been a partitigation before the FERC regarding the appla@abf RSG charges to market participants
who withdraw energy from the market or engagenariicial-only, virtual sales of energy into the nerér both. These litigated proceedings
occurred in several electric rate and complainkdtcbefore the FERC and several of the FERC'sreral@ on review before the United
States Court of Appeals for the D.C. Circuit. Thpeaceedings create potential contingent liabgifiethree separate periods for the electric
utility: (1) April 1, 2005 through April 24, 20062) April 25, 2006 through August 9, 2007; and ABigust 10, 2007 forward. The electric
utility identified and assessed potential conting@8G liabilities under various scenarios dependimghe time period over which the FERC
ultimately orders RSG refunds. The electric utiigcrued a liability in 2008 based on the outconaeiermined to be most probable. The
Company does not know when these litigation proicggsdwill conclude.

Transmission Practices AuditThe FERC'S Office of Enforcement, formerly refette as the Division of Audits of the Office of Mt
Oversight and Investigations, commenced an aud00t of the electric utilitys transmission practices for the period Januagp3 througt
August 31, 2005. The purpose of the audit was terdene whether the electric utility’s transmissymactices were in compliance with the
FERC's applicable rules, regulations and tariffuiegments and whether the implementation of theteteutility’s waivers from the
requirements of Order No. 889 and Order No. 20@@piately restricted access to transmission mfdfon that would benefit the electric
utility’s off-system sales. FERC staff identifiagid of the electric utility’s transmission practidhsit it believed were out of compliance. The
electric utility believes its actions were in comaplce with the MISO tariff but rather than litigateentered into a Stipulated Settlement
Agreement with FERC staff resolving all issuestedao the audit. The FERC approved the settlemgrgement on May 29, 2008.

FERC Order (IN08-6-000) issued May 29, 2008 resoblieged network transmission service violatiopghe electric utility of MISO’s
TEMT. The electric utility agreed to pay $547,000sinterest of $141,000 to the Low Income HomerByéssistance Program
administered by the three states served by thérieledility. This amount represents profits earfitthe electric utility on transactions FERC
staff believes incorrectly utilized network transsion service under MISO’s TEMT. Enforcement sthdf not seek to impose a compliance
monitoring plan on the electric utility because MESO’s Day 2 market is now operational and its rbemutilities no longer schedule
transmission within the system.

Big Stone Il Project

On June 30, 2005 the electric utility and a caatitdf six other electric providers entered intoesal’agreements for the development of a
second electric generating unit, named Big Stonat lihe site of the existing Big Stone Plant ddibank, South Dakota. The three primary
agreements are the Participation Agreement, thea@ipe and Maintenance Agreement and the JoinfiffesiAgreement. Central Minnesota
Municipal Power Agency, Great River Energy, Heardl&onsumers Power District, Montana-Dakota UiitCo., a division of MDU
Resources Group, Inc., Southern Minnesota Muniddeater Agency and Western Minnesota Municipal Pofwgancy are parties to all three
agreements. In September 2007, Great River Enerdysauthern Minnesota Municipal Power Agency wigvdfrom the project. The five
remaining project participants decided to downslimeproposed plant’'s nominal generating capacitynf630 megawatts to between 500 and
580 megawatts. New procedural schedules were estatlin the various project-related proceedindgsckvtake into consideration the
optimal plant configuration decided on by the ramvaj participants. NorthWestern Corporation, on¢hefco-owners of the existing Big
Stone Plant, is an additional party to the Joirdilfiees Agreement.




In the fourth quarter of 2005, the participatingitigis filed applications with the MPUC for a tremission Certificate of Need and a Route
Permit for the Minnesota portion of the Big Stoh&dnsmission line. On January 15, 2009 the MPg@reved, by a vote of 5-0, a motion to
grant the Certificate of Need and Route PermitlierMinnesota portion of the Big Stone |l transnuiedine. The motion involved numerous
elements, including the following:

. That there is reasonable assurance that Big $tevald be more cost-effective than renewablergndeyond the statutory levels of
renewable energy based on accepted estimates stfwction costs and carbon dioxic

. That the 345 kV transmission project is necessasgb on identified regional and state transmissesds; an
. That the project presents risks requiring addition@asures to protect the applici ratepayers

Therefore, the MPUC determined to grant the Cedi# of Need subject to a number of additional @@ms pending issuance of a final
order, including but not limited to: (1) fulfillingarious requirements relating to renewable engagls, energy efficiency, community-based
energy development projects and emissions redyd®yrthat the generation plant be built as a “oarbapture retrofit ready” facility; (3) that
the applicants report to the MPUC on the feasibditbuilding the plant using ultra-supercriticathnology; and (4) that the applicants
achieve specific limits on construction cost at@3BRilowatt and carbon dioxide costs at $26/ton.

The Certificate of Need and Route Permit are reguiny state law and would allow the Big Stone ilitigs to construct and upgrade 112
miles of electric transmission lines in western Mieota for delivery of power from the Big Stone sihd from numerous other planned
generation projects, most of which are wind energy.

The electric utility’s integrated resource planR)Rncludes generation from Big Stone Il beginnim@013 to accommodate load growth and
to replace expiring purchased power contracts #ohet goal-fired base-load generation units schatlfde retirement. On June 5, 2008 the
MPUC deferred approval of the electric utility’s@32020 IRP, originally filed in 2005. The additioh160 megawatts of wind generation in
the IRP was approved early in 2007 and, on Jaril&r2009, the MPUC approved the electric utilit93062020 IRP in its entirety. As of tl
date of this report, the MPUC had not issued atevribrder reflecting its decision. This 2006-20R® lincludes new renewable wind
generation and significant demand-side managemehitding conservation, new baseload including tffeppsed Big Stone Il power plant,
natural gas-fired peaking plants and wholesaleggnearchases.

On August 27, 2008 the NDPSC determined that thetrét utility’s participation in Big Stone Il wggudent in a range of 121.8 to 130
megawatts. The NDPSC decision has been appealutltgigh County District Court by interveners iretmatter. On November 20, 2008 the
South Dakota Board of Minerals and Environment imansly approved the Big Stone Il participatinditiéis’ application for a Prevention
Significant Deterioration (PSD) permit for Big StoH and a proposed Title V Operating Permit fa Big Stone site. A PSD permit is a pre-
construction permit designed to protect air qualityint petitioners Sierra Club and Clean Watelidkchave appealed the administrative
decision on the PSD permit to the Circuit CourHoighes County. The appeal is currently pendingreetoe Court. The issuance of the Title
V permit is subject to review by the U.S. Enviromitad Protection Agency (EPA). On January 22, 2@08 EPA filed a formal objection to
the proposed Title V permit. The State of South ®@akas revised and submitted a proposed permgsponse to the EPA’s objection.

The Big Stone Il federal Environmental Impact Stadat (EIS) process led by the Western Area PoweniAdtration (WAPA) continues to
move forward. WAPA and its third party subcontraatontinue to develop the Final EIS, which will limde comments on the Draft EIS and
the Supplemental Draft EIS, and responses to tbasenents. WAPA will develop a Record of Decisio)(R) following internal review an
approval of the Final EIS. The electric utility mfppates publication of the ROD in the Federal Reggiin the second quarter of 2009.
Financial close, which requires the participantpriwvide binding financial commitments to suppbeit share of costs, is to occur 90 days
after the EIS ROD. No one can predict the exaataue of any of these proceedings.

The delays in approval of the Big Stone Il trangiois Certificate of Need in Minnesota and issuasfaequired permits may delay the
availability of Big Stone Il as a generation resmurAlso, the electric utility has experienced m@gid load growth than was expected since
originally filing the IRP in 2005. The electric lity is assessing ways in which to address thigmkidl near-term generation shortfall and has
requested authority from the MPUC to immediatelguae up to 110 megawatts of peaking capacity. MIR&JC committed to expediting a
decision on this request.

As of December 31, 2008 the electric utility hapitaized $11.6 million in costs related to therpiad construction of Big Stone II. If the
project is abandoned for permitting or other reasarportion of these capitalized costs and otinetgred in future periods may be subject to
expense and may not be recoverable.




4. Regulatory Assets and Liabilities

The following table indicates the amount of regofgtassets and liabilities recorded on the Compaoghsolidated balance sheet:

December 31 December 31
(in thousands 2008 2007
Regulatory Assets
Unrecognized Prior Service Costs and Actuarial eesm Pension Benefi $64,49( $26,93:
Accrued Cos-of-Energy Revenu 8,98: 19,45:
Deferred Income Taxe 7,094 8,73:
Debt Reacquisition Premiun 3,351 3,74¢
Minnesota Renewable Resource Rider Accrued Reve 3,04t —
North Dakota Renewable Resource Rider Accrued Ress 2,00¢ —
Minnesota General Rate Case Recoverable Expi 1,457 —
Accumulated ARO Accretion/Depreciation Adjustm 1,43 34t
Deferred Marke-to-Market Losse: 1,162 771
MISO Schedule 16 and 17 Deferred Administrativet€— ND 822 57€
MISO Schedule 16 and 17 Deferred Administrativet€— MN 52¢€ 85t
Deferred Conservation Improvement Program C 28C 51¢
Plant Acquisition Cost 63 107
Total Regulatory Assel $94,72¢ $62,03¢
Regulatory Liabilities
Accumulated Reserve for Estimated Removal C $58,76¢ $57,78:
Deferred Income Taxe 4,94: 4,50z
Unrecognized Transition Obligation, Prior Serviaes€@ and Actuarial Gains on Other Postretirer
Benefits 834 —
Deferred Marke-to-Market Gains — 271
Gain on Sale of Division Office Buildin 13¢ 14k
Total Regulatory Liabilitie: $64,68¢ $62,70¢
Net Regulatory Asset (Liability) Positic $30,04: $ (670

The regulatory asset related to prior service castsactuarial losses on pension benefits andetihdatory liability related to the

unrecognized transition obligation, prior serviosts and actuarial gains on other postretirememdfiie represents benefit costs and actuarial
gains subject to recovery or return through ratethay are expensed over the remaining servics éfactive employees included in the
plans. These unrecognized benefit costs and aatgmins were required to be recognized as compgeméccumulated Other
Comprehensive Income in equity under SFAS No. Es8ployer’'s Accounting for Defined Benefit Pensiod &ther Postretirement Plans,
but were determined to be eligible for treatmenteggilatory assets based on their probable recaondnjure retail electric rates.

Accrued Cost-of-Energy Revenue included in Accruétity and Cost-of-Energy Revenues will be recaapver the next 20 months.

The regulatory assets and liabilities related téefred Income Taxes result from changes in stajutor rates accounted for in accordance
with SFAS No. 109Accounting for Income Taxes

Debt Reacquisition Premiums included in UnamortiBetht Expense are being recovered from electriityutustomers over the remaining
original lives of the reacquired debt issues, trgest of which is 23.7 years.

Minnesota Renewable Resource Rider Accrued Reveelats to revenues earned on qualifying 2008 reidewesource costs incurred to
serve Minnesota customers since January 1, 2008alra not been billed to Minnesota customers @&egkember 31, 2008. Minnesota
Renewable Resource Rider Accrued Revenues aretexipecbe recovered over 15 months, from Januad9 #rough March 2010.

North Dakota Renewable Resource Rider Accrued Regerelate to revenues earned on qualifying 2008wable resource costs incurrec
serve North Dakota customers since January 1, #@8&ave not been billed to North Dakota custorasref December 31, 2008. North
Dakota Renewable Resource Rider Accrued Reveneesxpected to be recovered over 13 months, fromadgar2009 through January 2010.

Minnesota General Rate Case Recoverable ExpenBdsewecovered over a 36-month period beginningabruary 2009 when revised rates
established by the recent Minnesota general rate ga into effect.




The Accumulated Reserve for Estimated Removal Geseduced for actual removal costs incurred.

All Deferred Marked-to-Market Losses recorded aBetember 31, 2008 are related to forward purchafsesergy scheduled for delivery
prior to March 2009.

MISO Schedule 16 and 17 Deferred Administrativet€es ND will be recovered over the next 36 months.
MISO Schedule 16 and 17 Deferred Administrativet€es MN will be recovered over the next 23 months.
Plant Acquisition Costs will be amortized over ttext 17 months.

Deferred Conservation Program Costs represent nthdanservation expenditures and incentives reablethrough retail electric rates
over the next 18 months.

The remaining regulatory liabilities will be paidl électric customers over the next 30 years.

If for any reason, the Company’s regulated busemsgase to meet the criteria for application &SNo. 71 for all or part of their
operations, the regulatory assets and liabilitie$ ho longer meet such criteria would be removeunh fthe consolidated balance sheet and
included in the consolidated statement of incomaresxtraordinary expense or income item in théogen which the application of SFAS
No. 71 cease:

5. Forward Contracts Classified as Derivatives
Electricity Contracts

All of the electric utility’s wholesale purchases and sales of energy undegiribicontracts that do not meet the definitionagacity contract
are considered derivatives subject to mark-to-ntaakeounting. The electric utility’s objective intering into forward contracts for the
purchase and sale of energy is to optimize theotige generating and transmission facilities aevkrage its knowledge of wholesale energy
markets in the region to maximize financial retufmrsthe benefit of both its customers and shamdrsl The electric utility’s intent in
entering into certain of these contracts is tdesétiem through the physical delivery of energy whaysically possible and economically
feasible. The electric utility also enters intotaar contracts for trading purposes with the intenprofit from fluctuations in market prices
through the timing of purchases and sales.

Electric revenues include $27,236,000 in 2008, 25,000 in 2007 and $25,965,000 in 2006 relatedholesale electric sales and net
unrealized derivative gains on forward energy amifr and sales of financial transmission rightsdaily settlements of virtual transaction:
the MISO market, broken down as follows for thergeanded December 31:

(in thousands 2008 2007 2006
Wholesale Sale— Compan—Owned Generatio $ 23,70¢ $ 20,34t $ 23,13(
Revenue from Settled Contracts at Market Pr 520,28 389,64 385,97¢
Market Cost of Settled Contrac (518,86¢) (387,68 (383,599
Net Margins on Settled Contracts at Mar 1,414 1,961 2,38¢
Markec-to-Market Gains on Settled Contra 39,37t 31,24: 20,95(
Markec-to-Market Losses on Settled Contra (37,139 (28,54) (20,709
Net Marke(to-Market Gain on Settled Contrax 2,237 2,702 24¢
Unrealized Marke-to-Market Gains on Open Contrau 40¢ 5,117 2,21
Unrealized Marke-to-Market Losses on Open Contra (52¢) (4,485 (2,0172)
Net Unrealized Marke-to-Market (Loss) Gain on Open Contra (123 632 20¢

Wholesale Electric Reveni $ 27,23¢ $ 25,64( $ 25,96¢




The following tables show the effect of markingttarket forward contracts for the purchase andaadmergy on the Company’s
consolidated balance sheets:

December 31 December 31
(in thousands 2008 2007
Current Asse— Markec-to-Market Gain $ 40t $ 5,21(
Regulatory Asse— Deferred Marke-to-Market Loss 1,162 771
Total Asset: 1,56 5,981
Current Liability— Markec-to-Market Loss (1,690 (5,07¢)
Regulatory Liability— Deferred Marke-to-Market Gain — (277
Total Liabilities (1,690 (5,349
Net Fair Value of Marke-to-Market Energy Contrac $ (129 $ 632
Year ende(
(in thousands December 31, 200
Fair Value at Beginning of Ye: $ 632
Amount Realized on Contracts Entered into in 200F &ettled in 200 (1,169
Changes in Fair Value of Contracts Entered int20G87 537
Net Fair Value of Contracts Entered into in 200¥ @ar End 200! —
Changes in Fair Value of Contracts Entered int2(08 (123
Net Fair Value at End of Ye: $ (123

The $123,000 in recognized but unrealized net besethe forward energy purchases and sales meskadrket as of December 31, 2008 is
expected to be realized on settlement as schedullhuary and February of 2009.

Of the forward energy sales contracts that are ethtlt market as of December 31, 2008, 100% aretdsfsforward energy purchase
contracts in terms of volumes and delivery periods.

Natural Gas Contrac

In order to limit its exposure to fluctuations untdre prices of natural gas, IPH entered into @mtér with its natural gas suppliers in
August 2008 for the firm purchase of natural gasaeer portions of its anticipated natural gas seadRirie, Idaho and Center, Colorado
from September 2008 through August 2009 at fixéckesr These contracts qualify for the normal pusehexception to mark-to-market
accounting under SFAS 133, as amended by SFAS 138.

Foreign Currency Exchange Forward Windows

The Canadian operations of IPH records its saldscarries its receivables in U.S. dollars but pes/expenses for goods and services
consumed in Canada in Canadian dollars. The payaietstbills in Canada requires the periodic exgeof U.S. currency for Canadian
currency. In order to lock in acceptable excharagesrand hedge its exposure to future fluctuaiiofisreign currency exchange rates betw
the U.S. dollar and the Canadian dollar, IPH’s G#arasubsidiary entered into forward contractstifierexchange of U.S. dollars into
Canadian dollars in 2008. Each monthly contract feathe exchange of $400,000 U.S. dollars forghmunt of Canadian dollars stated in
each contract. The total amounts of contractseskitl 2008 and outstanding on December 31, 2008)aldth net exchange losses realized in
2008 and recognized as of December 31, 2008 asemed in the following table:

(in thousands Settlement Perioc USD CAD

Contracts entered into in March 20 April 2008 — December 200 $3,60( $3,69¢
Net Mark-to-Market Losses Realized on Settlem April 2008 — December 200 (224)

Contracts entered into in July 20 August 200&— July 2009 $4,80( $5,00:
Net Mark-to-Market Losses Realized on Settlem August 200é&— December 200 (203)
Mark-to-Market Losses on Open Contracts at Year End . January 200— July 2008 (401

Contracts entered into in October 2( January 200— October 200¢ $4,00( $5,001
Mark-to-Market Gains on Open Contracts at Year End ? January 200— October 200¢ 112

Net Mark-to-Market Losses Realized on Settlement in 2 $ (427)

Net Mark-to-Market Losses Recognized on Open Contracts at Fedr200¢& (289

Net Mark-to-Market Losses Recognized in 2C $ (716




These contracts are derivatives subject to markddet accounting. IPH does not enter into thesgracts for speculative purposes or with
the intent of early settlement, but for the purpofkcking in acceptable exchange rates and hgdtgrexposure to future fluctuations in
exchange rates with the intent of settling theseraats during their stated settlement periodsuesiiy the proceeds to pay its Canadian
liabilities when they come due. These contractaatajualify for hedge accounting treatment becalis¢iming of their settlements did not
and will not coincide with the payment of spechliitls or existing contractual obligations. The figre currency exchange forward contracts
outstanding as of December 31, 2008 were valuedrariled to market on December 31, 2008 based aedj@xchange values of similar
contracts that could be purchased on December(BRB. 2

The fair value measurements of the above foreigrenay exchange forward windows fall into levelfithee fair value hierarchy set forth in
SFAS No. 157.
6. Common Shares and Earnings Per Share

Following is a reconciliation of the Company’s commshares outstanding from December 31, 2007 thr@egember 31, 2008:

Common Shares Outstanding, December 31, : 29,849,78
Issuances
September 2008 Common Stock Offer 5,175,001
Stock Options Exercise 276,68!
Executive Officer Stock Performance Awa 62,62¢
Restricted Stock Issued to Nonemployee Direc 20,00(
Restricted Stock Issued to Employ: 19,37:
Vesting of Restricted Stock Uni 3,85(
Retirements
Shares Withheld for Individual Income Tax Requirems (22,700
Common Shares Outstanding, December 31, . 35,384,62

In September 2008 the Company completed a puldficiog of 5,175,000 common shares under its unalesiself registration statement filed
with the Securities and Exchange Commission, irofy&75,000 common shares issued pursuant to thexircise of the underwriters’
overallotment option. The public offering price w20 per share. Net proceeds from the sale ofdheron shares after deducting
underwriting discounts and commissions and offeergenses were $148.8 million. The net proceeds wsed to finance the construction of
Otter Tail Power Company’s 32 wind turbines andembr system at the Ashtabula Wind Center in Bai®@eunty, North Dakota and the
expansion of DMI's wind tower manufacturing fagésg in Tulsa, Oklahoma and West Fargo, North Dakota

Stock Incentive Plan

The 1999 Stock Incentive Plan, as amended (Inceiitian), provides for the grant of stock optiomsgls appreciation rights, restricted stock,
restricted stock units, performance awards, andrattock and stock-based awards. A total of 3,@I¢gdmmon shares are authorized for
granting stock awards, of which 1,017,326 weré¢ atihilable as of December 31, 2008 under the lieRlan, which terminates on
December 13, 2013.

Employee Stock Purchase Plan

The 1999 Employee Stock Purchase Plan (Purchasgdllaws eligible employees to purchase the Comjgsacbmmon shares at 85% of the
market price at the end of each six-month purcpas®d. The number of common shares authorize@ isdued under the Purchase Plan is
900,000, of which 330,565 were still available joirchase as of December 31, 2008. At the discrefidhe Company, shares purchased
under the Purchase Plan can be either new issuesstiashares purchased in the open market. Tadershares for the Purchase Plan, 49
common shares were purchased in the open marRé0B, 52,558 common shares were purchased in #reroprket in 2007 and 53,258
common shares were purchased in the open mark80®. The shares to be purchased by employeesipatiing in the Purchase Plan are
considered dilutive for the purpose of calculatitiigted earnings per share during the investmenoge

Dividend Reinvestment and Share Purchase Plan

On August 30, 1996 the Company filed a shelf regfigtn statement with the Securities and Exchangam@ission (SEC) for the issuance of
up to 2,000,000 common shares pursuant to the QuytgpAutomatic Dividend Reinvestment and Share Rase Plan (the Plan), which
permits shares purchased by shareholders or custavhe participate in the Plan to be either newéssommon shares or common shares
purchased in the open market. The Company’s sbgiétration statement expired on December 1, 26@8as replaced by an automatically
effective shelf registration statement filed by @@mpany on November 26, 2008 for the issuance @b 1,000,000 common shares pursuant
to the Plan. Since November 2004 the Company hahased common shares in the open market to prehiakes for the Plan.




Earnings Per Share

Basic earnings per common share are calculatedviirdy earnings available for common shares bywtleghted average number of
common shares outstanding during the period. Qiletrnings per common share are calculated bytadjusutstanding shares, assuming
conversion of all potentially dilutive stock opt®rStock options with exercise prices greater tharmarket price are excluded from the
calculation of diluted earnings per common shaksted restricted shares granted to the Compdirgstors and employees are
considered dilutive for the purpose of calculatiligted earnings per share but are consideredraganily returnable and not outstanding for
the purpose of calculating basic earnings per stnderlying shares related to nonvested restristeck units granted to employees are
considered dilutive for the purpose of calculatiligted earnings per share. Shares expected twarlad for stock performance awards
granted to executive officers are considered ditutor the purpose of calculating diluted earnipgs share.

Excluded from the calculation of diluted earnings phare are the following outstanding stock oggtimhich had exercise prices greater than
the average market price for the years ended Desegilh 2008, 2007 and 2006:

Year Options Outstandin Range of Exercise Prici
2008 — NA

2007 — NA

2006 210,250 $29.74— $31.34

7. Share-Based Payments
Purchase Plan

The Purchase Plan allows employees through payitiholding to purchase shares of the Company’srmomstock at a 15% discount from
the average market price on the last day of a simtminvestment period. Under SFAS No. 123 (revid@@d),Share-Based Paymern(SFAS
No. 123(R)), the Company is required to record cengation expense related to the 15% discount. B#ediscount resulted in compensa
expense of $275,000 in 2008, $257,000 in 2007 238,800 in 2006. The 15% discount is not taxabkaéocemployee and is not a deductible
expense for tax purposes for the Company.

Stock Options Granted Under the Incentive Plan

Since the inception of the Incentive Plan in 1988, Company has granted 2,041,500 options for ehehpse of the Company’s common
stock. All of the options granted had vested orerferfeited as of December 31, 2007. The exeraise jpf the options granted was the
average market price of the Company’s common stocthe grant date. Under SFAS No. 123(R) accountiompensation expense is
recorded based on the estimated fair value of plierss on their grant date using a fair-value appoicing model. Under SFAS No. 123(R)
accounting, the fair value of the options grantas been recorded as compensation expense oveuhisite service period (the vesting
period of the options). The estimated fair valualbbptions granted under the Incentive Plan leentbased on the Black-Scholes option
pricing model.

Under the modified prospective application of SFR& 123(R) accounting requirements, the differdpeveen the intrinsic value of
nonvested options and the fair value of those aptaf $362,000 on January 1, 2006 was recognizedstraight-line basis as compensation
expense over the remaining 16 months of the optiesting period. Accordingly, the Company recordethpensation expense of $91,000 in
2007 and $271,000 in 2006 related to options tleaewot vested as of January 1, 2006.

Presented below is a summary of the stock optiotigity:

Stock Option Activity 2008 2007 2006
Average Exercis Average Exercis Average Exercis
Options¢ Price Options Price Options Price
Outstanding, Beginning of Ye 787,13 $ 25.7: 1,091,23 $ 25.7¢ 1,237,16. $ 25.5¢
Granted — — — — — —
Exercisec 276,68! 25.2¢ 298,60: 25.7: 107,45¢ 22.8¢
Forfeited 2,75( 27.11 5,50( 28.8¢ 38,46¢ 28.6(
Outstanding, End of Ye: 507,70:. 26.0( 787,13 25.7: 1,091,23 25.7¢
Exercisable, End of Ye: 507,70:. 26.0( 787,13 25.7:¢ 1,049,71. 25.6¢
Cash Received for Options Exercis $ 6,981,00 $ 7,682,00 $ 2,458,00

Fair Value of Options Granted Duril
Year none grante none grante none grante




The following table summarizes information aboutiams outstanding as of December 31, 2008:

Options Outstanding and Exercisa

Weightec-Average

Outstanding ar Remaining
Range o Exercisable as Contractual Lifc ~ Weightec-Average¢
Exercise Price 12/31/0¢ (yrs) Exercise pric
$18.8(-$21.94 87,24: 11 % 19.6¢
$21.95-$25.07 28,30( 6.3 24.9¢
$25.0¢-$28.21 307,01( 2.9 26.4¢
$28.2:-$31.34 85,15( 3.2 31.0¢

Restricted Stock Granted to Directors

Under the Incentive Plan, restricted shares ofXbmpany’s common stock have been granted to menobéne Company’s Board of
Directors as a form of compensation. Under theiaatibn of SFAS No. 123(R) accounting requiremeatsnpensation expense related to
restricted shares is based on the fair value ofdbticted shares on their grant dates. On Agril2D08 the Company’s Board of Directors
granted 20,000 shares of restricted stock to thagamy’s nonemployee directors. The restricted shaest 25% per year on April 8 of each
year in the period 2009 through 2012 and are éédir full dividend and voting rights. The grarstd fair value of each share of restric
stock was $35.345 per share, the average markeet pni the date of grant.

Presented below is a summary of the status oftdir€aestricted stock awards for the years endedeinber 31:

Directord Restricted Stock Awarc 2008 2007 2006
Weighted Averag Weighted Averag Weighted Averag
Gran-Date Fai Gran-Date Fai Gran-Date Fai
Share Value Share Value Share Value
Nonvested, Beginning of Ye 34,10( $ 30.8( 32,77¢ $ 27.2i 27,00( $ 26.3:
Granted 20,00( 35.34¢ 15,20( 35.0¢ 19,80( 28.2¢
Vested 14,80( 29.92 13,87t 27.1C 14,02t 26.8:2

Forfeited — —

Nonvested, End of Ye: 39,30( 33.4¢ 34,10( 30.8( 32,77¢ 27.2i
Compensation Expense Recogni $ 461,00( $ 454,00( $ 401,00(
Fair Value of Shares Vested in Ye 443,00( 376,00( 376,00(

Restricted Stock Granted to Employees

Under the Incentive Plan, restricted shares ofXbmpany’s common stock have been granted to emgdoge a form of compensation.
Because of income tax withholding provisions in téstricted stock award agreements related toieesirstock granted to employees prior to
2006, the value of these grants is considered batiavhich, under SFAS No. 123(R), requires theetting credit to compensation expens
be recorded as a liability. Under the modified pexgive application of SFAS No. 123(R) accountiaguirements and accounting rules for
variable awards, compensation expense relatedmeested restricted shares granted to employeesdsded based on the estimated fair
value of the restricted shares on their grant datelsadjusted for the estimated fair value of amyvested restricted shares on each subse
reporting date. The reporting date fair value afvested restricted shares granted prior to 200@&muthis program is based on the average
market value of the Company’s common stock on épenting date—$23.15 on December 31, 2008.

In 2006, under SFAS No. 123(R), the amount of camspton expense recorded related to nonvestedctedtshares granted to employees
was based on the estimated fair value of the o#stlistock grants. Under SFAS 123(R) accountiramireent liability account is credited wh
compensation expense is recorded. Accumulateditiebirelated to nonvested restricted shares ssmemployees under this program prior
to 2006 will be reversed and credited to the Premmm Common Shares equity account as the shares ves

The fair value of restricted shares issued underekised restricted stock award agreements isaridered a liability under SFAS No. 123
(R), so compensation expense related to awardsegrébased on their grant-date fair value andgeized over the vesting period of the
awards with the offsetting credit charged diretdhequity.

On April 14, 2008 the Company’s Board of Directgranted 17,600 shares of restricted stock to thagamy’s executive officers and 1,771
shares of restricted stock to a key employee uthdeincentive Plan. The restricted shares vest géfgear on April 8 of each year in the
period 2009 through 2012 and are eligible for iVidend and voting rights. The grant date fainneabf each share of restricted stock was
$35.345 per share, the average market price odetteeof grant.




Presented below is a summary of the status of graph) restricted stock awards for the years endsmbBber 31:

Employee’ Restricted Stock Awarc 2008 2007 2006
Weighted Averag Weighted Averag Weighted Averag
Share Fair Value Share Fair Value Share Fair Value
Nonvested, Beginning of Ye 24,05¢ $ 35.4¢€ 31,66¢ $ 31.4i 72,97¢ $ 28.91
Granted 19,37: 35.34¢ 17,30¢( 35.82 —
Variable/Liability Awards Veste: 4,80¢ 34.8¢ 24,60¢ 35.0¢ 41,30¢ 28.9¢
Nonvariable Awards Veste 4,47 35.8( 30C 35.3( —
Forfeited — — —
Nonvested, End of Ye: 34,14¢ 34.7: 24,05¢ 35.4¢€ 31,66¢ 31.47
Compensation Expense Recogni $ 434,00( $ 549,00( $ 815,00(
Fair Value of Variable Awards
Vested/Liability Paic 168,00( 863,00( 1,197,001
Fair Value of Nonvariable Awards
Vested 160,00( 11,00( —

Restricted Stock Units Granted to Employees

On April 14, 2008 the Company’s Board of Directgranted 26,050 restricted stock units to key emgssyunder the Incentive Plan payable
in common shares on April 8, 2012, the date thésw@st. The grant date fair value of each restlistock unit was $30.81 per share. Also on
April 14, 2008 the Company’s Board of Directors apged the award of 600 restricted stock units tgtamted effective July 1, 2008 for
another key employee under the Incentive Plan gayaltommon shares on July 1, 2011, the dateiiits west. The grant date fair value of
these restricted stock units was $35.55 per sfilieweighted average contractual term of stoclksumitstanding as of December 31, 2008 is
2.6 years.

Presented below is a summary of the status of graph) restricted stock unit awards for the yeadedrDecember 31.:

Employees' Restricted Stock U

Awards 2008 2007 2006
Weighted Averag Weighted Averag Weighted Averag
Restricted Stoc Gran-Date Fai Restricted Stoc Gran-Date Fai Restricted Stoc Gran-Date Fai
Units Value Units Value Units Value
Nonvested, Beginning of Ye. 55,48( $ 26.6¢€ 38,61t $ 24.6¢ — 3 =
Granted 26,65( 30.92 23,45( 30.07 47,42¢ 25.41]
Convertec 3,85( 25.9¢ 4,85( 26.9¢ 7,45( 29.5¢
Forfeited 4,69¢ 28.07 1,73¢ 27.0: 1,36( 24.3¢€
Nonvested, End of Ye: 73,58t 28.1: 55,48( 26.6¢€ 38,61 24.6¢
Compensation Expense Recogni $ 535,00( $ 383,00( $ 427,00(

Fair Value of Units Converted in

Year 100,00( 131,00( 220,00(

Stock Performance Awards granted to Executive ©ffic

The Compensation Committee of the Company’s BoaRimectors has approved stock performance awareesgents under the Incentive
Plan for the Company’s executive officers. Undesthagreements, the officers could be awardedsshfthe Company’s common stock
based on the Company’s total shareholder retuativelto that of its peer group of companies inEdéon Electric Institute (EEI) Index over
a three-year period beginning on January 1 of #a the awards are granted. The number of shanesceaf any, will be awarded and issued
at the end of each three-year performance measutgragod. The participants have no voting or divid rights under these award
agreements until the shares are issued at theféhd performance measurement period. Under SFASLR®(R) accounting requirements,
the amount of compensation expense recorded relatdards granted is based on the estimated dedatfair value of the awards as
determined under a Monte Carlo valuation method.

On April 14, 2008 the Company’s Board of Directgranted performance share awards to the Comparg&ugve officers under the
Incentive Plan for the 2008-2010 performance mesmsant period.




The offsetting credit to amounts expensed relaigtié stock performance awards is included in comai@areholders’ equity. The table
below provides a summary of stock performance asvgrdnted and amounts expensed related to the ptofiemance awards:

Maximum Share Expense Recognize
Subject Shares Use in the Year Ended December !

Performance Peric to Award to Estimate Expens Fair Value 2008 2007 2006 Shares Awarde
200¢-2010 114,80( 70,84: $37.5¢ $ 888,00( $ — 3 —
2007-2009 109,00( 67,26: $38.01 852,00( 852,00( —
200¢€-2008 88,05( 58,70( $25.9¢ 508,00( 508,00( 508,00( 29,35(
200¢5-2007 75,15( 50,87: $22.1C — 375,000  375,00¢ 62,62¢
2004-2006 70,50( 23,50( $23.9( — — 187,00( 23,50(

Total $2,248,000 $1,735,001 $1,070,00! 115,47!

As of December 31, 2008 the total remaining unracayl amount of compensation expense related ti$tased compensation for all stock-
based payment programs was approximately $5.8omi(lbefore income taxes), which will be amortizeéma weighted-average period of
2.2 years.

8. Retained Earnings Restriction

The Company'’s Articles of Incorporation, as amenaedtain provisions that limit the amount of dierdls that may be paid to common
shareholders by the amount of any declared butidmpzidends to holders of the Company’s cumulapiveferred shares. Under these
provisions none of the Company’s retained earnmg® restricted at December 31, 2008.

9. Commitments and Contingencies

Electric Utility Construction Contracts, CapacitydaEnergy Requirements and Coal and Delivery Cofsra

At December 31, 2008 the electric utility had cortm@ints under contracts in connection with consimagbrograms aggregating
approximately $30,210,000. For capacity and enegguirements, the electric utility has agreemextsreling through 2032 at annual cosil
approximately $23,846,000 in 2009, $11,552,0000b® $5,565,000 in 2011, $5,565,000 in 2012 an83H000 in 2013, and $87,729,000
for the years beyond 2013.

The electric utility has contracts providing foethurchase and delivery of a significant portioit®turrent coal requirements. These
contracts expire in 2010 and 2016. In total, theeteic utility is committed to the minimum purchasfeapproximately $153,988,000 or to
make payments in lieu thereof, under these comstratte FCA mechanism lessens the risk of loss fr@rket price changes because it
provides for recovery of most fuel costs.

IPH Potato Supply and Fuel Purchase Commitments

IPH has commitments of approximately $9,810,00GHerpurchase of a portion of its 2009 raw potatzpsy requirements and $1,885,000
for the firm purchase of natural gas and fuel@itover portions of its anticipated fuel needs ineRldaho, Center, Colorado and Souris,
Prince Edward Island, Canada through August 2009.

Operating Lease Commitments

The amounts of future operating lease paymentasafellows:

(in thousands Electric Nonelectric Total

2009 $ 2,82¢ $ 43,39¢ $ 46,22:
2010 2,46¢ 33,18: 35,65:
2011 1,712 19,61% 21,32¢
2012 1,21¢ 9,84¢ 11,06(
2013 1,21¢ 4,72¢ 5,94¢
Later year: 2,83¢ 7,008 9,83¢
Total $12,27¢ $117,77: $130,04¢

The electric future operating lease payments aneguily related to coal rail-car leases. The nooteie future operating lease payments are
primarily related to medical imaging equipment. Rexpense from continuing operations was $50,7@&1,$67,904,000 and $44,254,000 for
2008, 2007 and 2006, respectively.




Dealer Floor Plan Financing

Under ShoreMastes’floor plan financing agreement with GE CommerBigitribution Finance Corporation (CDF), ShoreMa&eaequired t
repurchase new and unused inventory repossessadsinoreMaster’s dealers by CDF to satisfy dealégations to CDF. ShoreMaster has
agreed to unconditionally guarantee to CDF allenirand future liabilities which any dealer owe€£F under this agreement. Any amounts
due under this guaranty will be payable despiteaimmpent or unenforceability of CDF’s security irgst with respect to inventory that may
prevent CDF from repossessing the inventory. Thygexgate total of amounts owed by dealers to CDFeutids agreement was $5.0 million
on December 31, 2008. ShoreMaster has incurredsses under this agreement. The Company believemtavailable cash and cash
generated from operations provide sufficient fugdimthe event there is a requirement to perforateunithis agreement. CDF has notified
ShoreMaster it is exercising its right under thisegment to terminate the agreement effective ep28, 2009. The termination of the
agreement will have no affect on ShoreMaster’sgattions to CDF for any products financed, advameade or approvals granted by CDF
under the agreement prior to the effective ternmmatiate. Additionally, ShoreMaster is liable faryaexpenses incurred by CDF before or
after the effective termination date in conneciidth the collection of any amounts or other charggset forth in the agreement.

Sierra Club Complaint

On June 10, 2008 the Sierra Club filed a compiaitihe U.S. District Court for the District of Stubakota (Northern Division) against the
Company and two other co-owners of Big Stone Geimgy&tation (Big Stone). The complaint allegedaierviolations of the Prevention of
Significant Deterioration and New Source PerfornsaBtandards (NSPS) provisions of the Clean Airaht certain violations of the South
Dakota State Implementation Plan (South Dakota.SIFg action further alleges the defendants matidied operated Big Stone without
obtaining the appropriate permits, without meetiegain emissions limits and NSPS requirementsvatitbut installing appropriate emissi
control technology, all allegedly in violation dfe Clean Air Act and the South Dakota SIP. Ther&i€tub alleges the defendants’ actions
have contributed to air pollution and visibility jrairment and have increased the risk of adverséhheffects and environmental damage.
Sierra Club seeks both declaratory and injunctliefrto bring the defendants into compliance wfite Clean Air Act and the South Dakota
SIP and to require the defendants to remedy tkgedl violations. The Sierra Club also seeks unBeédiivil penalties, including a benefici
mitigation project. The Company believes thesentdadire without merit and that Big Stone has beeérnisbeing operated in compliance with
the Clean Air Act and the South Dakota SIP. Thendte outcome of these matters cannot be deternaings time.

Federal Power Act Complaint

On August 29, 2008 Renewable Energy System Amerinas(RES), a developer of wind generation anédREVind Development, LLC
(PEAK Wind), a group of landowners in Barnes Countgrth Dakota, filed a complaint with the FERCegiihg that the electric utility and
Minnkota Power Cooperative, Inc. (Minnkota) hadedctogether in violation of the Federal Power A€ A) to deny RES/PEAK Wind
access to the Pillsbury Line, an interconnectiailifg which Minnkota owns to interconnect geneoatiprojects being developed by the
electric utility and NextEra Energy Resources, (fike. FPL Energy, Inc.) (NextEra). RES/PEAK Wind edkhat (1) the FERC order
Minnkota to interconnect its Glacier Ridge projecthe Pillsbury Line, or in the alternative, (BetFERC direct MISO to interconnect the
Glacier Ridge project to the Pillsbury Line. REQIdeak Wind also requested that the electric ytitinnkota and NextEra pay any costs
associated with interconnecting the Glacier Ridggdet to the MISO transmission system which waelsult from the interconnection of the
Pillsbury Line to the Minnkota transmission systemg that the FERC assess civil penalties agdiastlectric utility. The electric utility
answered the Complaint on September 29, 2008, dgilge allegations of RES and PEAK Wind and redngshat the FERC dismiss the
Complaint. On October 14, 2008, RES and PEAK Wilatifan Answer to the electric utility’s Answer amdstated the allegations included
in the initial Complaint. RES and PEAK Wind alsalad a request that the FERC rescind both the mlextiiity’s waiver from the FERC
Standards of Conduct and its market-based rat@atythOn October 28, 2008, the electric utilitiefl a Reply, denying the allegations made
by RES and PEAK Wind in its Answer. By Order isseadDecember 19, 2008, the FERC set the Complairitdaring and established
settlement procedures. The parties are engagedtiament discussions. The Company believes thsldhat the electric utility has violated
the FPA are without merit. The ultimate outcoméhig matter cannot be determined at this time.

Product Recall

Aviva Sports, Inc. (Aviva), a subsidiary of Shoredttr, markets a variety of consumer products talegtcompanies and internet based
retailers. Some of these products are regulatatidy).S. Consumer Product Safety Commission (CPSE)ebruary 3, 2009 Aviva
received a report of consumer contacts from a@gtelistomer related to one of Aviva’s trampolineducts. Aviva has not received any
personal injury claims or lawsuits related to ffieduct. Aviva submitted notification of the comipks to the CPSC and voluntarily agreed to
undertake a recall of approximately 12,000 of thenpoline products. The Company does not expeatdkes of this recall to have a material
effect on its consolidated financial position osukts of operations.

The Company is a party to litigation arising in titmrmal course of business. The Company reguladyyaes current information and, as
necessary, provides accruals for liabilities that@obable of occurring and that can be reasoredilynated. The Company believes the e
on its consolidated results of operations, findneieition and cash flows, if any, for the dispmsitof all matters pending as of December 31,
2008 will not be material.




10. Short-Term and Long-Term Borrowings
ShortTerm Debt
The following table presents the status of the Camyts lines of credit as of December 31, 2008:

Restricted due t

In Use or Outstanding Letter Available on
(in thousands Line Limit December 31, 200 of Credit December 31, 200
Varistar Credit Agreemel $200,00( $107,84¢ $14,44: $ 77,70¢
Electric Utility Credit Agreemer 170,00( 27,06¢ — 142,93!
Total $370,00( $134,91« $14,44: $220,64:

The weighted average interest rates on consoliddtted-term debt outstanding on December 31, 2008807 were 2.8%. and 6.3%,
respectively. The weighted average interest raith graconsolidated short-term debt was 4.1% in 20886.0% in 2007.

On December 23, 2008 the Company’s wholly ownedislidry, Varistar Corporation (Varistar), enteratbia $200 million Amended and
Restated Credit Agreement (the Varistar Credit &grent) with the Banks named therein, U.S. Bankddati Association, a national banking
association, as agent for the Banks and as Leaahéer, and Bank of America, N.A., Keybank NatioAssociation, and Wells Fargo Bank,
National Association, as (-Documentation Agents. The Varistar Credit Agreet@mends and restates the $200 million Credit Agred,
dated as of October 2, 2007 (the Original Credite®gnent), among the parties to the Varistar Césgiieement, and is an unsecured
revolving credit facility that Varistar can draw tmsupport its operations. The Original Credit égment was amended to provide that, in the
event the Company elects to form a holding comptrey/Varistar Credit Agreement will become an adilign of the new holding company
on the terms and subject to the conditions spekifighe Varistar Credit Agreement, which includeiges to the interest rate and financial
covenants. The line of credit may be increasedB@d3nillion on the terms and subject to the condgidescribed in the Varistar Credit
Agreement and will expire on October 2, 2010. Cfeativeness of the amendment, borrowings undelirieeof credit bear interest at LIBOR
plus 2.0%, subject to adjustment based on Varstatjusted cash flow leverage ratio (as defindtervaristar Credit Agreement). In the
event the Company elects to form a holding compamthe terms and subject to the conditions spekifighe Varistar Credit Agreement (1
Permitted Reorganization), the interest rate fan®after the effectiveness of the Permitted Remzgton will be based on the senior
unsecured credit ratings of the new holding company

The Varistar Credit Agreement contains a numbeesifictions on the businesses of Varistar anthéterial subsidiaries, including
restrictions on their ability to merge, sell assetake certain investments, create or incur lienassets, guarantee the obligations of any «
party, and engage in transactions with relatedgsarThe Varistar Credit Agreement also contaifisnaétive covenants and events of default.
The Varistar Credit Agreement does not include jzions for the termination of the agreement orabeeleration of repayment of amounts
outstanding due to changes in the Company’s cratiitgs. Varistar's obligations under the Varistaedit Agreement are guaranteed by each
of its material subsidiaries.

On July 30, 2008 Otter Tail Corporation, dba Oftail Power Company replaced its credit agreemetit WiS. Bank National Association,
which provided for a $75 million line of credit, thia new credit agreement providing for a $170iamilline of credit with an accordion
feature whereby the line can be increased to $28i@mas described in the new credit agreemene fiéw credit agreement (the Electric
Utility Credit Agreement) is between Otter Tail @oration, dba Otter Tail Power Company and JPMofglaase Bank, N.A., Wells Fargo
Bank, National Association and Merrill Lynch BanlSh, as Banks, U.S Bank National Association, asakBand as agent for the Banks,
Bank of America, N.A., as a Bank and as Syndicafigant. The Electric Utility Credit Agreement is ansecured revolving credit facility
that the electric utility can draw on to suppo# thorking capital needs and other capital requirgmef its operations. Borrowings under this
line of credit bear interest at LIBOR plus 0.5%bjeat to adjustment based on the ratings of the @2amy's senior unsecured debt. The
Electric Utility Credit Agreement contains a numleérestrictions on the business of the electrlitytincluding restrictions on its ability to
merge, sell assets, incur indebtedness, createor iens on assets, guarantee the obligatioasybther party, and engage in transactions
with related parties. The Electric Utility Credigfeement also contains affirmative covenants aedtswf default. The Electric Utility Crec
Agreement is subject to renewal on July 30, 2011.

Long-Term Debt

At closings completed in August 2007 and Octobé)72@6he Company issued $155 million aggregate al@mount of its senior unsecured
notes, in a private placement transaction, to tirelfasers named in a note purchase agreementO@ie 2




Note Purchase Agreement) dated August 20, 200%&€Thetes were issued in four series: $33 milliagregate principal amount of 5.95
Senior Unsecured Notes, Series A, due 2017 (thesSarNotes); $30 million aggregate principal amiooin6.15% Senior Unsecured Notes,
Series B, due 2022 (the Series B Notes); $42 mibiggregate principal amount of 6.37% Senior UnsetNotes, Series C, due 2027 (the
Series C Notes); and $50 million aggregate prin@pzount of 6.47% Senior Unsecured Notes, Seriedub, 2037 (the Series D Notes). On
August 20, 2007, $12 million aggregate principabamt of the Series C Notes and $13 million aggeegaincipal amount of the Series D
Notes were issued and sold pursuant to the 200& Rtchase Agreement. The remaining $30 milliorreggage principal amount of tl
Series C Notes and $37 million aggregate princpabunt of the Series D Notes, as well as the SAridetes and the Series B Notes, were
issued and sold by the Company at a second clasir@ctober 1, 2007. The net proceeds from the seclmsing were used to retire

$40 million aggregate principal amount of the Comps 5.625% Series of Insured Senior Notes due l@ta, 2017 and $25 million
aggregate principal amount of the Company’s 6.8@¥%eS of Senior Notes due October 1, 2032 on Octbbe2007, to pay down lines of
credit and to fund capital expenditures.

In February 2007 the Company entered into a notehaise agreement (the Cascade Note Purchase Agr@enta Cascade Investment
L.L.C. (Cascade) pursuant to which the Companyejte issue to Cascade, in a private placemergdcaion, $50 million aggregate
principal amount of the Company’s senior notes agember 30, 2017 (the Cascade Note). On Decendhed0D7 the Company issued the
Cascade Note. The Cascade Note bears interesatt of 5.778% per annum. The terms of the CasNadtie Purchase Agreement are
substantially similar to the terms of the note hase agreement entered into in connection witlisthence of the Company’s $90 million
6.63% senior notes due December 1, 2011 (the 2094 Rurchase Agreement). The proceeds of thisdingrwere used to redeem the
Company’s $50 million 6.375% Senior Debentures daeember 1, 2007. Cascade owned approximately 8fGB&e Company’s outstanding
common stock as of December 31, 2008.

Each of the Cascade Note Purchase Agreement, heNte Purchase Agreement, and the 2001 Note Bsechgreement states the
Company may prepay all or any part of the notageidshereunder (in an amount not less than 10%ecdgigregate principal amount of the
notes then outstanding in the case of a partiggyment) at 100% of the principal amount prepaidether with accrued interest and a make-
whole amount. Each of the Cascade Note PurchasseAmmt and the 2001 Note Purchase Agreement Bidtessevent of a transfer of utili
assets put event, the noteholders thereunder hawgght to require the Company to repurchase tteshheld by them in full, together with
accrued interest and a make-whole amount, on thestand conditions specified in the respective potehase agreements. The 2007 Note
Purchase Agreement states the Company must offeetmy all of the outstanding notes issued theteuat 100% of the principal amount
together with unpaid accrued interest in the ee¢atchange of control of the Company.

The 2001 Note Purchase Agreement, the 2007 NozhRse Agreement and the Cascade Note Purchasemgreeontain a number of
restrictions on the businesses of the Companytarmlibsidiaries. In each case these include réstricon the ability of the Company and
certain of its subsidiaries to merge, sell asseesgte or incur liens on assets, guarantee thgatliins of any other party, and engage in
transactions with related parties. The Companylgations under the 2001 Note Purchase Agreemeahtt@Cascade Note Purchase
Agreement are guaranteed by certain of its subrgédia

The aggregate amounts of maturities on bonds aulistg and other long-term obligations at Decemider2®08 for each of the next five
years are $3,763,000 for 2009, $3,417,000 for 2$20,561,000 for 2011, $10,478,000 for 2012 and@8Bfor 2013

Financial Covenants

The Electric Utility Credit Agreement, the 2001 Bd®urchase Agreement, the Cascade Note Purchasemgnt, the 2007 Note Purchase
Agreement, the Lombard US Equipment Finance natettaa financial guaranty insurance policy with Arolfessurance Corporation relating
to the Company’s pollution control refunding bordsitain covenants by the Company to not permiétst-to-total capitalization ratio to
exceed 60% or permit its interest and dividend caye ratio (or in the case of the Cascade Noteh@gsecAgreement, its interest coverage
ratio) to be less than 1.5 to 1. On effectivendghePermitted Reorganization, the Varistar Crédjteement will contain similar covenants
applicable to the new holding company. The notelpase agreements further restrict the Company &iowing its priority debt to exceed
20% of total capitalization. The Varistar CreditrAgment also contains certain financial covendmaswill apply to Varistar until the
effectiveness of the Permitted Reorganization. Bpalty, Varistar must maintain a fixed charge ecage ratio (as defined in the Varistar
Credit Agreement) of not less than 1.20 to 1.00=fch period of four consecutive fiscal quartersugh March 31, 2009, and not less than
1.25 to 1.00 for each period of four consecutigedl quarters ending June 30, 2009 and therehftaddition, Varistar must not permit its
cash flow leverage ratio (as defined in the Vari§tegedit Agreement) to exceed 3.25 to 1.00 for gaatiod of four consecutive fiscal quarters
through March 31, 2009, or to exceed 3.00 to 1dd@é&ch period of four consecutive fiscal quarerding June 30, 2009 and thereafter. The
Company'’s Credit and Note Purchase Agreements tloambain any provisions that would trigger an d&egion of the Company’s debt
caused by credit rating levels assigned to the Gowypy rating agencies. The Company and Varisten @eere in compliance with all of the
financial covenants under their respective finagegreements as of December 31, 2008.




11. Class B Stock Options of Subsidiary

In connection with the acquisition of IPH in Aug@§t04, IPH management and certain other employleeted to retain stock options for the
purchase of IPH Class B common shares valued &trfiillion. The options are exercisable at any tand the option holder must deliver ¢
to exercise the option. Once the options are eseddior Class B shares, the Class B shareholdeotant the shares back to the Company
for 181 days. At that time, the Class B common ehare redeemable at any time during the employofehe individual holder, subject to
certain limits on the total number of Class B commsbares redeemable on an annual basis. The Clam®on shares are nonvoting, exc
in the event of a merger, and do not participat@iwidends but have liquidation rights at par viltle Class A common shares owned by the
Company. The value of the Class B common sharaedssn exercise of the options represents an siteréPH that changes as defined in
the agreement. In 2008, 21 options were forfeited gesult of a voluntary termination. As of DecemBl, 2008 there were 912 options
outstanding with a combined exercise price of $883, of which 732 options were “in-the-money” witttombined exercise price of
$307,000.

12. Pension Plan and Other Postretirement Benefits

The following footnote reflects the adoption of S&-No. 158 Accounting for Defined Benefit Pension and OthestRairement Plansn
December 2006. The Company determined that thedalaef unrecognized net actuarial losses, priofigeicosts and the SFAS No. 106
transition obligation related to regulated utilitgtivities would be subject to recovery througlesads those balances are amortized to expens
and the related benefits are earned. ThereforeCdngpany charged those unrecognized amounts téateguiasset accounts under SFAS

No. 71,Accounting for the Effects of Certain Types of Retégnn , rather than to Accumulated Other Comprehensivesés in equity as
prescribed by SFAS No. 158.

Pension Plan

The Company’s noncontributory funded pension plarecs substantially all electric utility and corpte employees hired prior to January 1,
2006. The plan provides 100% vesting after fivetimgsyears of service and for retirement compensadt age 65, with reduced
compensation in cases of retirement prior to agef6g Company reserves the right to discontinugtiie but no change or discontinuance
may affect the pensions theretofore vested.

The pension plan has a trustee who is respongiblgeinsion payments to retirees. Five investmemagers are responsible for managing the
plan’s assets. An independent actuary assistsahg@&ny in performing the necessary actuarial vadoatfor the plan.

The plan assets consist of common stock and bdrulghtic companies, U.S. government securitiesh @asl cash equivalents. None of the
plan assets are invested in common stock, prefetoaé or debt securities of the Company.

Components of net periodic pension benefit cost:

(in thousands 2008 2007 2006
Service Co—Benefit Earned During the Peri $ 4,63( $ 4,837 $ 5,05i
Interest Cost on Projected Benefit Obligat 11,32t 10,79( 10,43t
Expected Return on Asse (13,969 (12,949 (12,289
Amortization of Prio-Service Cos 742 74z 742
Amortization of Net Actuarial Los 16¢ 1,091 1,84¢
Net Periodic Pension Ca $ 2,89¢ $ 4,51 $ 5,79

Weighted-average assumptions used to determingeniedic pension cost for the year ended December 3

2008 2007 2006
Discount Rate 6.25% 6.0% 5.75%
Long-Term Rate of Return on Plan Ass 8.5(% 8.5(% 8.5(%

Rate of Increase in Future Compensation L 3.75% 3.75% 3.7%




The following table presents amounts recognizetiénconsolidated balance sheets as of December 31:

(in thousands 2008 2007
Regulatory Assets
Unrecognized Prior Service Cc $ 3,30: $ 4,01¢
Unrecognized Actuarial Lot 56,65: 17,11¢
Total Regulatory Asse! 59,95¢ 21,130
Accumulated Other Comprehensive Lc
Unrecognized Prior Service Cc (55) (72
Unrecognized Actuarial Lot (949 (307)
Total Accumulated Other Comprehensive L (99¢) (379
Deferred Income Taxe (66€) (252)
Prepaid Pension Co 6,59¢ 7,49:
Net Amount Recognize— Noncurrent Liability $(55,024 $(14,27)

Funded status as of December 31:

(in thousands 2008 2007
Accumulated Benefit Obligatio $(153,67¢) $(154,379)
Projected Benefit Obligatio $(182,559) $(185,20¢)
Fair Value of Plan Asse 127,53! 170,93!
Funded Statu $ (55,029 $ (14,27)

The following tables provide a reconciliation oétbhanges in the fair value of plan assets angl#res benefit obligations and prepaid
pension cost over the two-year period ended DeceBhe2008:

(in thousands 2008 2007
Reconciliation of Fair Value of Plan Asse
Fair Value of Plan Assets at Januar $170,93! $167,50¢
Actual Return on Plan Asse (36,527 8,01z
Discretionary Company Contributiol 2,00¢ 4,00(
Benefit Payment (8,877 (8,586€)
Fair Value of Plan Assets at Decembel $127,53! $170,93!
Estimated Asset Retu -21.9%% 4.85%
Reconciliation of Projected Benefit Obligatic
Projected Benefit Obligation at Januar $185,20¢ $186,76(
Service Cos 4,63( 4,837
Interest Cos 11,32¢ 10,79(
Benefit Payment (8,877 (8,58¢)
Actuarial Gain (9,725 (8,595
Projected Benefit Obligation at December $182,55¢ $185,20¢
Reconciliation of Prepaid Pension Cc
Prepaid Pension Cost at Janual $ 7,49: $ 8,00t
Net Periodic Pension Ca (2,899 (4,512)
Discretionary Company Contributiol 2,00( 4,00(
Prepaid Pension Cost at Decembe $ 6,59¢ $ 7,49:

Weighted-average assumptions used to determindibebkégations at December 31:

2008 2007
Discount Rat¢ 6.7(% 6.25%
Rate of Increase in Future Compensation L 3.75% 3.75%

To develop the expected long-term rate of returassets assumption, the Company considered tlwib#treturns and the future
expectations for returns for each asset classgdsaw/the target asset allocation of the penstotfgdio.

Marketrelated value of plan assetsThe Company’s expected return on plan assets érdited based on the expected long-term rate of
return on plan assets and the market-related wdlpkan assets.




The Company bases actuarial determination of pansem expense or income on a market-related viatuaf assets, which reduces year-to-

year volatility. This mark«related valuation calculation recognizes investingains or losses over a five-year period fromythar in which

they occur. Investment gains or losses for thippse are the difference between the expected retecalated using the market-related value
of assets and the actual return based on thedhie\of assets. Since the market-related valuagdrulation recognizes gains or losses over a
five-year period, the future value of the markdated assets will be impacted as previously deflegegns or losses are recognized.

The assumed rate of return on pension fund assetisd determination of 2009 net periodic pensiost ¢s 8.50%.

Measurement Date 2008 2007
Net Periodic Pension Ca January 1, 200 January 1, 200
End of Year Benefit Obligatior January 1, 200 January 1, 200
projected tc projected tc
December 31, 200 December 31, 200
Market Value of Asset December 31, 200 December 31, 200

The estimated amounts of unrecognized net actuassés and prior service costs to be amortized fegulatory assets and accumulated
other comprehensive loss into the net periodic ipensost in 2009 are:

(in thousands 2009
Decrease in Regulatory Asse
Amortization of Unrecognized Prior Service C $704
Amortization of Unrecognized Actuarial Lo 21
Decrease in Accumulated Other Comprehensive L
Amortization of Unrecognized Prior Service C 20
Amortization of Unrecognized Actuarial Lo 1
Total Estimated Amortizatio $74¢€

Cash flows— The Company is not required to make a contributiothe pension plan in 2009.
The following benefit payments, which reflect extgetfuture service, as appropriate, are expectée faid out from plan assets:

(in thousands 2009 2010 2011 2012 2013 20\{?-2?18
$9,12: $9,28¢ $9,39( $9,76¢ $10,13¢ $59,08:
The Company’s pension plan asset allocations aéibber 31, 2008 and 2007, by asset category alaws:
Asset Allocatior 2008 2007
Large Capitalization Equity Securiti 39.€% 47.1%
Small Capitalization Equity Securitii 9.2% 10.7%
International Equity Securitie 8.2% 10.4%
Total Equity Securitie 57.1% 68.2%
Cash and Fixe-Income Securitie 42.% 31.8%
100.(% 100.(%

The following objectives guide the investment &ggtof the Company’s pension plan (the Plan):
. The Plan is managed to operate in perpet
. The Plan will meet the pension benefit obligatiayments of the Compan

. The Plan’s assets should be invested with thectibe of meeting current and future payment resqoents while minimizing annual
contributions and their volatility

. The asset strategy reflects the desire to meetrtuand future benefit payments while consideamgudent level of risk and
diversification.

The asset allocation strategy developed by the @ogip Retirement Plans Administrative Committebased on the current needs of the
Plan, the investment objectives listed above, tirestment preferences and risk tolerance of thendtiee and a desired degree of
diversification.




The asset allocation strategy contains guidelimegrgages, at market value, of the total Plan iteckim various asset classes. The strategic
target allocation and the tactical range showmétable that follows is a guide that will at tinrest be reflected in actual asset allocations
may be dictated by prevailing market conditionsleipendent actions of the Retirement Plans Admatise Committee and/or investment
managers, and required cash flows to and from ldre Fhe tactical range provides flexibility fortinvestment managers’ portfolios to vary
around the target allocation without the need riemediate rebalancing.

The Company’s Retirement Plans Administrative Cotteaimonitors actual asset allocations and diatsributions and withdrawals
toward maintaining current targeted allocation patages listed in the table below.

Asset Allocatior Strategic Targe Tactical Rangt
Large capitalization equity securiti 48% 40%-55%
Small capitalization equity securiti 12% 9%-15%
International equity securitie 10% 5%-15%
Total equity securitie 70% 60%-80%
Fixec-income securitie 30% 20%-40%

Executive Survivor and Supplemental Retirement FESSRP)

The ESSRP is an unfunded, nonqualified benefit fdlaexecutive officers and certain key manageneemployees. The ESSRP provides
defined benefit payments to these employees onttgiements for life or to their beneficiaries their deaths for a 15-year postretirement
period. Life insurance carried on certain planipgrants is payable to the Company on the empl@ydeath. There are no plan assets in this
nonqualified benefit plan due to the nature offita.

Components of net periodic pension benefit cost:

(in thousands 2008 2007 2006
Service Co—Benefit Earned During the Peri $ 691 $ 62€ $ 42¢
Interest Cost on Projected Benefit Obligat 1,53t 1,451 1,30:
Amortization of Prio-Service Cos 66 67 71
Amortization of Net Actuarial Los 48(C 54C 4732
Net Periodic Pension Ca $2,77: $2,68¢4 $2,27:

Weighted-average assumptions used to determingeniedic pension cost for the year ended December 3

2008 2007 2006
Discount Rat¢ 6.25% 6.0(% 5.7%
Rate of Increase in Future Compensation L 4.7(% 4.71% 4.6%

The following table presents amounts recognizetiénconsolidated balance sheets as of December 31:

(in thousands 2008 2007
Regulatory Assets
Unrecognized Prior Service Cc $ 421 $ 43t
Unrecognized Actuarial Lot 4,114 4,841
Total Regulatory Asse! 4,53¢ 5,27¢
Projected Benefit Obligation Liabilit— Net Amount Recognize (25,88%) (25,159
Accumulated Other Comprehensive Lc
Unrecognized Prior Service Cc (16€) (160
Unrecognized Actuarial Lot (1,626 (1,772)
Total Accumulated Other Comprehensive L (1,799 (1,937)
Deferred Income Taxe (1,199 (1,28¢)

Cumulative Employer Contributions in Excess of Retiodic Benefit Cos $(18,367) $(16,667)




The following tables provide a reconciliation oétbhanges in the fair value of plan assets angléhes projected benefit obligations over the
two-year period ended December 31, 2008 and ans¢ateof the funded status as of December 31 of ypexdins:

(in thousands 2008 2007
Reconciliation of Fair Value of Plan Asse
Fair Value of Plan Assets at Januar $ — $ —
Actual Return on Plan Asse — —
Employer Contribution 1,067 1,07¢
Benefit Payment (1,067 (1,079
Fair Value of Plan Assets at Decembel $ — $ —
Reconciliation of Projected Benefit Obligatic
Projected Benefit Obligation at Januar $ 25,15¢ $ 24,78
Service Cos 691 62€
Interest Cos 1,53t 1,451
Benefit Payment (1,067 (1,079
Plan Amendment 63 —
Actuarial Gain (492) (623
Projected Benefit Obligation at December $ 25,88¢ $ 25,15¢
Reconciliation of Funded Statt
Funded Status at December $(25,889) $(25,159)
Unrecognized Net Actuarial Lo: 6,82 7,79¢
Unrecognized Prior Service Cc 69¢ 701
Cumulative Employer Contributions in Excess of Retiodic Benefit Cos $(18,367) $(16,667)

Weighted-average assumptions used to determindibebkégations at December 31:

2008 2007
Discount Rat¢ 6.7(% 6.25%
Rate of Increase in Future Compensation L 4.7(% 4.7(%

The estimated amounts of unrecognized net actuassés and prior service costs to be amortized fiegulatory assets and accumulated
other comprehensive loss into the net periodic ipansost for the ESSRP in 2009 are:

(in thousands 2009
Decrease in Regulatory Asse
Amortization of Unrecognized Prior Service C $ 43
Amortization of Unrecognized Actuarial Lo 232
Decrease in Accumulated Other Comprehensive L
Amortization of Unrecognized Prior Service C 28
Amortization of Unrecognized Actuarial Lo 152
Total Estimated Amortizatio $45¢€

Cash flows— The ESSRP is unfunded and has no assets; contrilstaire equal to the benefits paid to plan paditig The following benefit
payments, which reflect future service, as appatpriare expected to be paid:

Years
(in thousands 2009 2010 2011 2012 2013 2014-2018

$1,11¢4 $1,117 $1,22¢ $1,28¢ $1,27¢ $7,22(




Other Postretirement Benefits

The Company provides a portion of health insuraratlife insurance benefits for retired electriditytand corporate employees.
Substantially all of the Company'’s electric utilapd corporate employees may become eligible faltihénsurance benefits if they reach age
55 and have 10 years of service. On adoption ofSSNA. 106 Employers’ Accounting for Postretirement Benefitegd Than Pensionsin
January 1993, the Company elected to recognizeaitsition obligation related to postretirementddfén earned of approximately
$14,964,000 over a period of 20 years. There aqgaroassets.

Components of net periodic postretirement beneft:.c

(in thousands 2008 2007 2006
Service Co—Benefit Earned During the Peri $1,10¢ $ 1,09¢ $1,31¢
Interest Cost on Projected Benefit Obligat 2,68¢ 2,56¢ 2,55¢
Amortization of Transition Obligatio 74¢ 74¢ 74€
Amortization of Prio-Service Cos 211 (20€) (30%)
Amortization of Net Actuarial Los 26 177 55€
Expense Decrease Due to Medicare Part D Sul (1,172) (1,239 (1,549
Net Periodic Postretirement Benefit C $ 3,60¢ $ 3,14¢ $ 3,331

Weighted-average assumptions used to determingeniedic postretirement benefit cost for the yeatezl December 31:

2008 2007 2006
Discount Ratte 6.25% 6.0(% 5.7%%

The following table presents amounts recognizetiénconsolidated balance sheets as of December 31:

(in thousands 2008 2007
Regulatory Assel
Unrecognized Transition Obligatic $ 1,45/ $ 3,65¢
Unrecognized Prior Service Cc 1,567 1,781
Unrecognized Net Actuarial Ga (3,859 (4,919
Net Regulatory (Liability) Asse (839) 524
Projected Benefit Obligation Liabilit— Net Amount Recognize (32,627 (30,489
Accumulated Other Comprehensive Lc
Unrecognized Transition Obligatic (929 (50)
Unrecognized Prior Service Cc (26) (24
Unrecognized Net Actuarial Ga 64 67
Accumulated Other Comprehensive L (885) ()
Deferred Income Taxe (590 (5)
Cumulative Employer Contributions in Excess of Retiodic Benefit Cos $(31,980) $(29,957)

The following tables provide a reconciliation oétbhanges in the fair value of plan assets angl#res projected benefit obligations and
accrued postretirement benefit cost over the twar-period ended December 31, 2008:

(in thousands 2008 2007
Reconciliation of Fair Value of Plan Asse
Fair Value of Plan Assets at Januar $ — $ —
Actual Return on Plan Asse — —
Company Contribution 1,577 1,45¢
Benefit Payments (Net of Medicare Part D Subs (3,399 (3,129)
Participant Premium Paymer 1,81¢ 1,66¢
Fair Value of Plan Assets at Decembel $ — $ —
Reconciliation of Projected Benefit Obligatic
Projected Benefit Obligation at Januar $ 30,48¢ $ 32,25¢
Service Cost (Net of Medicare Part D Subsi 90z 89C
Interest Cost (Net of Medicare Part D Subsi 1,87¢ 1,77¢
Benefit Payments (Net of Medicare Part D Subs (3,399 (3,127
Participant Premium Paymer 1,81¢ 1,66¢
Actuarial Loss (Gain 934 (2,979
Projected Benefit Obligation at December $ 32,62 $ 30,48¢
Reconciliation of Accrued Postretirement Ce
Accrued Postretirement Cost at Janua $(29,957) $(28,267)
Expense (3,605 (3,149
Net Company Contributio 1,571 1,45¢

Accrued Postretirement Cost at Decembe $(31,980 $(29,957)







Weighted-average assumptions used to determindibebkgations at December 31:

2008 2007
Discount Rats 6.7(% 6.25%
Assumed healthcare cost-trend rates as of DeceBiber

2008 2007
Healthcare Co-Trend Rate Assumed for Next Year -65 7.4(% 8.0(%
Healthcare Co-Trend Rate Assumed for Next Year F-65 8.0(% 9.0(%
Rate at Which the Cc-Trend Rate is Assumed to Decli 5.0(% 5.0(%
Year the Rate Reaches the Ultimate Trend 2017 201z

Assumed healthcare cost-trend rates have a signifeffect on the amounts reported for healthckesp A one-percentage-point change in
assumed healthcare cost-trend rates for 2008 wiaud the following effects:

(in thousands 1 point increas 1 point decreas

Effect on the Postretirement Benefit Obligat $3,05% $(2,649)

Effect on Total of Service and Interest C $ 362 $ (29¢)

Effect on Expens $ 492 $ (6559

Measurement date 2008 2007

Net Periodic Postretirement Benefit C January 1, 200 January 1, 200

End of Year Benefit Obligatior January 1, 2008 projected January 1, 2007 projected
December 31, 20C December 31, 20C

The estimated net amounts of unrecognized transitidigation and prior service costs to be amodtifztem regulatory assets and
accumulated other comprehensive loss into the erégtic postretirement benefit cost in 2009 are:

(in thousands 2009
Decrease in Regulatory Asse
Amortization of Transition Obligatio $364
Amortization of Unrecognized Prior Service C 204
Amortization of Unrecognized Actuarial Ge (72)
Decrease in Accumulated Other Comprehensive L
Amortization of Transition Obligatio 384
Amortization of Unrecognized Prior Service C 6
Amortization of Unrecognized Actuarial Ge (2
Total Estimated Amortizatio $88E

Cash flows— The Company expects to contribute $2.4 millionofetxpected employee contributions for the paynoémétiree medical
benefits and Medicare Part D subsidy receipts 0820he Company expects to receive a MedicarePattbsidy from the Federal
government of approximately $447,000 in 2009. TdikWwing benefit payments, which reflect expectetiife service, as appropriate, are
expected to be paid:

Years
(in thousands 2009 2010 2011 2012 2013 2014-2018
$2,371 $2,32i $2,46¢ $2,58¢ $2,69¢ $15,16:

Leveraged Employee Stock Ownership Plan

The Company has a leveraged employee stock owpeptn for the benefit of all its electric utiligmployees. Contributions made by the
Company were $738,000 for 2008, $733,000 for 20@F%¥ 38,000 for 2006.




13. Fair Value of Financial Instruments

The following methods and assumptions were usedtimate the fair value of each class of financistruments for which it is practicable to
estimate that value:

Cash and Shofferm Investments—The carrying amount approximates fair value beeaighe short-term maturity of those instruments.

Long-Term Debt—The fair value of the Company’s long-term del#stimated based on the current rates availablet€bmpany for the
issuance of debt. About $10.4 million of the Compsaiong-term debt, which is subject to variableeiest rates, approximates fair value.

December 31, 200 December 31, 200
Carrying Fair Carrying Fair
(in thousands Amount Value Amount Value
Cash and Sh¢-Term Investment $ 7,56t $ 7,56t $ 39,82 $ 39,82
Long-Term Debil (339,726 (308,28) (342,699 (354,24
14. Property, Plant and Equipment
December 31, December 31,
(in thousands 2008 2007
Electric Plant
Production $ 590,25. $ 439,54:
Transmissior 201,45t 191,94¢
Distribution 337,29t 322,10°
General 76,641 75,32(
Electric Plani 1,205,64 1,028,91
Less Accumulated Depreciation and Amortizal 421,17 401,00¢
Electric Plant Net of Accumulated Depreciat 784,47( 627,91:
Construction Work in Progre: 25,54’ 33,77:
Net Electric Plan $ 810,01 $ 661,68
Nonelectric Operations Plant
Equipment $ 220,98! $ 181,74
Buildings and Leasehold Improveme 80,28: 62,56
Land 19,76¢ 13,28
Nonelectric Operations Pla 321,03: 257,59(
Less Accumulated Depreciation and Amortizal 126,89: 105,73t
Nonelectric Plant Net of Accumulated Deprecial 194,13¢ 151,85
Construction Work in Progre: 33,41 40,48¢
Net Nonelectric Operations Ple $ 227,55. $ 192,34:
Net Plant $1,037,56! $ 854,02

The estimated service lives for rate-regulated @riigs is 5 to 65 years. For nonelectric propdréydstimated useful lives are from 3 to
40 years.

Service Life Rang

(years) Low High
Electric Fixed Assets
Production Plan 34 62
Transmission Plar 40 55
Distribution Plant 15 55
General Plan 5 65
Nonelectric Fixed Asset:
Equipment 3 12

Buildings and Leasehold Improveme 7 40




15. Income Taxes

The total income tax expense differs from the anheomputed by applying the federal income tax (3% in 2008, 2007 and 2006) to net
income before total income tax expense for thetalhg reasons:

(in thousands 2008 2007 2006
Tax Computed at Federal Statutory R $ 17,55¢ $28,67: $27,23:
Increases (Decreases) in Tax frc
State Income Taxes Net of Federal Income Tax Bt 2,80¢ 2,94t 2,261
Differences Reversing in Excess of Federal R 1,08¢ 92¢ 1,271
Federal Production Tax Cret (3,239 3 —
Investment Tax Credit Amortizatic (1,125 (1,137 (1,14¢
Dividend Received/Paid Deducti (718 (719 (71¢)
North Dakota Wind Tax Credit Amortizatic (567) (32 —
Affordable Housing Tax Credii (55) (28%) (839
Section 199 Domestic Production Activities Deduact — (1,159 (529
Permanent and Other Differenc (715) (1,25)) (431)
Total Income Tax Expens $ 15,03" $27,96¢ $27,10¢
Income Tax Expen—Discontinued Operatior $ — $ — $ 252
Overall Effective Federal and State Income Tax | 30.(% 34.1% 34.%
Income Tax Expense Includes the Followi
Current Federal Income Tax $(19,81) $23,21( $26,27¢
Current State Income Tax (1,115 2,371 4,23
Deferred Federal Income Tax 39,05 2,832 (937)
Deferred State Income Tax 5,28( 2,11¢ (18¢9)
Foreign Income Taxe (3,385 (1,109 (297
Federal Production Tax Cret (3,239 3 —
Investment Tax Credit Amortizatic (1,125 (1,137 (1,146
North Dakota Wind Tax Credit Amortizatic (567) (32 —
Affordable Housing Tax Credii (55) (285) (839)
Total $ 15,031 $27,96¢ $27,10¢

The Company’s deferred tax assets and liabilitieeeveomposed of the following on December 31.:

(in thousands 2008 2007

Deferred Tax Assel
Related to North Dakota Wind Tax Crec $ 35,90: $ 12,99¢
Benefit Liabilities 32,93: 30,78¢
Cost of Removs 22,92( 22,531
Differences Related to Propel 10,30( 8,70z
SFAS No. 158 Liabilitiet 9,65( 10,50¢
Net Operating Loss Carryforwa 6,37¢ 1,81¢
Amortization of Tax Credit 4,94¢ 4,50t
Vacation Accrua 3,00¢ 2,92¢
Unearned Revent 1,82¢ 1,73
Other 3,79(C 2,24t

Total Deferred Tax Asse $ 131,65: $ 98,75¢

Deferred Tax Liabilities
Differences Related to Propel $(212,419 $(166,44%
Related to North Dakota Wind Tax Crec (20,079 (4,340
SFAS No. 158 Regulatory Ass (9,650 (10,509
Transfer to Regulatory Ass (7,097 (8,732)
Excess Tax over Book Pensi (2,599 (2,959
Other (4,516 (4,39¢)

Total Deferred Tax Liabilitie $(246,35) $(197,379)

Deferred Income Taxe $(114,700 $ (98,619







On January 1, 2007 the Company adopted the proigbFIN No. 48. The cumulative effect of adoptaf=IN No. 48, which is reported as
an adjustment to the beginning balance of reta@@dings, was $118,000. As of the date of adoptientotal amount of unrecognized tax
benefits for uncertain tax positions was $1,874,00& amount of unrecognized tax benefits thagdbgnized, would impact the effective
rate was $575,000 as of January 1, 2007.

The following table summarizes the activity relatedur unrecognized tax benefits:

(in thousands Total
Balance at January 1, 20 $ 50€
Increases Related to Current Year Tax Posit —
Expiration of the Statute of Limitations for thesgssment of Taxe (222)
Balance at December 31, 2C $ 284

The balance of unrecognized tax benefits as of Dbee 31, 2008 would reduce our effective tax ritedognized. The total amount of
unrecognized tax benefits as of December 31, 2008t expected to change significantly within tleetrl2 months. The Company and its
subsidiaries file a consolidated U.S. federal inedax return and various state and foreign incaaredturns. As of December 31, 2008 the
Company is no longer subject to U.S. federal inctemeexaminations by tax authorities for years be005. As of December 31, 2008 the
Company'’s earliest open tax year in which an aeatit be initiated by state taxing authorities in@wempanys major operating jurisdictions
2004 for Minnesota and 2005 for North Dakota. Tlenpany classifies interest and penalties on taemtainties as components of the
provision for income taxes. Amounts accrued foeliest and penalties on tax uncertainties as of idbee31, 2008 were not material.

16. Asset Retirement Obligations (AROS)

The Company’s AROs are related to coal-fired germralants, 27 wind turbines located near Langddorth Dakota and 32 wind turbines

at the Ashtabula Wind Energy Center in North Daleotd include site restoration, closure of ash pitsl removal of storage tanks, structures,
generators and asbestos. The Company has legghtibis associated with the retirement of a vaiiétgther long-lived tangible assets used
in electric operations where the estimated settieroests are individually and collectively immagdriThe Company has no assets legally
restricted for the settlement of any of its AROs.

During 2008, the electric utility recorded new ghliions related to the removal of 32 wind turbileested at the Ashtabula Wind Energy
Center in Barnes County, North Dakota and restamadf the tower sites and made revisions to presljorecorded obligations related to site
restoration, closure of ash pits, and removal @fagie tanks, structures, generators and asbests<aal-fired generation plants.

The measurements used to determine the fair valuglectric utility’'s AROs fall into level 3 of the fair value hierarchy set forth in SFAS
No. 157,Fair Value MeasurementsThe electric utility determined the fair valueitsf future obligations related to the removal af@ind
turbines located at the Ashtabula Wind Energy Qdngeengaging an outside engineering firm with eipe in demolition and removal to
provide an estimate of the current costs to rentlbese assets, then projected the costs forward38 @sing an inflation rate of 3.1% per y
and discounted this amount back to its presenevasing a credit adjusted risk free rate of 9.0%.

During 2007, the Company recorded new obligatietasted to the removal of 27 wind turbines locatedrriangdon, North Dakota and
restoration of the tower sites but did not make @wsions to previously recorded obligations.




Reconciliations of carrying amounts of the presatie of the Company’s legal AROs, capitalized asstirement costs and related
accumulated depreciation and a summary of settleawivity for the years ended December 31, 20@B2007 are presented in the follow
table:

(in thousands 2008 2007

Asset Retirement Obligatior

Beginning Balanc $2,447 $1,33¢
New Obligations Recognize 317 1,024
Adjustments Due to Revisions in Cash Flow Estim 407 —
Accrued Accretior 127 88
Settlement: — —
Ending Balanct $3,29¢ $2,44
Asset Retirement Costs Capitaliz
Beginning Balanc: $1,30¢ $ 28t
New Obligations Recognize 317 1,024
Adjustments Due to Revisions in Cash Flow Estim (565) —
Settlement: — —
Ending Balanct $1,061 $1,30¢
Accumulated Depreciatic— Asset Retirement Costs Capitaliz
Beginning Balanc: $ 18t $ 17¢
New Obligations Recognize — —
Adjustments Due to Revisions in Cash Flow Estim (34 —
Accrued Depreciatio 28 7
Settlement: — —
Ending Balanct $ 17¢ $ 18E
Settlement:
Original Capitalized Asset Retirement C— Retired $ — $ —
Accumulated Depreciatio — —
Asset Retirement Obligatic $ — $ —
Settlement Cos — —
Gain on Settlemer— Deferred Under Regulatory Accounti $ — $ —

17. Quarterly Information (not audited)

Because of changes in the number of common shatstnding and the impact of diluted shares, tine sithe quarterly earnings per
common share may not equal total earnings per conshare.

Three Months Ende March 31 June 3( September 3 December 3:
(in thousands, except per share d¢ 2008 2007 2008 2007 2008 2007 2008 2007
Operating Revenue $300,23°  $301,12.  $323,60(  $305,84:  $352,91¢  $302,23! $334,44:  $329,68
Operating Incom 17,09° 20,77¢ 10,30¢ 30,27: 19,74¢ 25,547 25,84¢ 24,18:
Net Income 8,23( 10,40¢ 3,511 16,10:¢ 9,631 13,33: 13,745 14,11¢
Earnings Available for

Common Share 8,04¢ 10,22« 3,33t 15,91¢ 9,44 13,14¢ 13,56: 13,93¢

Basic Earnings Per She $ 27 $ $35 $ A1 $ .54 $ 31 $ 44 $ .38 $ A7
Diluted Earnings Per Sha $ 27 $ .34 $ A1 $ .53 $ 31 $ 44 $ .38 $ A€
Dividends Paid Per Commc

Share $ 297t $ .292¢ $ 2978 $ 292t $§ 297t $ .292¢ $ .297¢ $ .292¢
Price Range

High 35.6¢ 35.0( 40.9¢ 37.0¢ 46.1¢ 39.3¢ 30.8¢ 37.8¢

Low 31.2¢ 31.0¢ 34.9: 30.22 29.71 28.9¢ 14.9¢ 32.8:

Average Number of
Common Shares
Outstandin—Basic 29,81¢ 29,501 29,99: 29,68¢ 30,51« 29,74¢ 35,31 29,79(
Average Number of
Common Shares
Outstandin—Diluted 30,06: 29,75% 30,30¢ 29,94 30,811 29,99¢ 35,51¢ 30,09(






Otter Tail Corporation Stock Listing

Otter Tail Corporation common stock trades on THSRAQ Global Select Market.



Company

Otter Tail Energy Services Company, |
Overland Mechanical Services, It
Green Hills Energy, LL(C

Sheridan Ridge I, LL(

Sheridan Ridge II, LLC

Otter Tail Assurance Limite

Varistar Corporatiol

Northern Pipe Products, In

Vinyltech Corporatior

T.O. Plastics, Inc

St. George Steel Fabrication, In
DMI Industries, Inc

DMI Canada, Inc

BTD Manufacturing, Inc
Miller Welding & Iron Works, Inc.

ShoreMaster, Inc

Galva Foam Marine Industries, Ir
Shoreline Industries, Ini

Aviva Sports, Inc

ShoreMaster Costa Rica, Limita
DMS Health Technologies, In
DMS Imaging, Inc

DMS Imaging Partners, LLC
DMS Imaging Partners Il, LLC
DMS Leasing Corporation
Midwest Construction Services, Ir
Aerial Contractors, Inc
Moorhead Electric, Inc

Lynk3 Technologies, In

Ventus Energy Systems, Ir

Foley Compan

Chassis Liner Corporatior

E. W. Wylie Corporatiot

Idaho Pacific Holdings, Inc
Idahc-Pacific Corporatiot
Idahc-Pacific Colorado Corporatic
AWI Acquisition Company Limitec
AgraWest Investments Limite

* Inactive

OTTER TAIL CORPORATION

Subsidiaries of the Registrant
February 27, 2009

State of Organizatio

Minnesota
Minnesota
Minnesota
Minnesota
Minnesota
Cayman Island
Minnesota
North Dakote
Arizona
Minnesota
Utah

North Dakotz
Ontario, Canad
Minnesota
Minnesota
Minnesota
Missouri
Minnesota
Minnesota
Costa Rice
North Dakote
North Dakote
Delaware
Delaware
North Dakotz
Minnesota
North Dakotz
Minnesota
Minnesota
Minnesota
Missouri
Minnesota
North Dakotz
Delaware
Idaho
Delaware

Prince Edward Island, Cana
Prince Edward Island, Cana
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EXHIBIT 23- A

CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

We consent to the incorporation by reference iniRegjion Statement Nos. 333-155747 on Form S-33&325261, 333-73041, 333-73075
and 333-136841 on Form S-8 of our report dateduzaipr25, 2009 relating to the consolidated finamstiatements of Otter Tail Corporation
and its subsidiaries (the “Company”) and manageimeaport on the effectiveness of internal contneér financial reporting appearing in the
2008 Annual Report to Shareholders of the Compayirrcorporated by reference in this Annual ReparEorm 10-K of the Company for
the year ended December 31, 2008.

/s/ Deloitte & Touche LLP

Minneapolis, Minnesota
February 27, 2009
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POWER OF ATTORNEY

I, KEVIN G. MOUG, do hereby constitute and appt JOHN D. ERICKSON and GEORGE A. KOECK, or amemf them, my Attorney-
in-Fact for the purpose of signing, in my name andny behalf as Chief Financial Officer of OtterlT@orporation, the Annual Report of
Otter Tail Corporation on Form 10-K for its fisgaar ended December 31, 2008, and any and all amand to said Annual Report, and to
deliver on my behalf said Annual Report and any alhdmendments thereto, as each thereof is sedjdar filing with the Securities and
Exchange Commission pursuant to the Securities &g Act of 1934, as amended.

Date: February 3, 2009

/s/ Kevin G. Moug
Kevin G. Moug

In Presence of:

/sl Jackie Rognes:

/s/ Dawn Doyel




POWER OF ATTORNEY

I, John MacFarlane, do hereby constitute gambieat JOHN D. ERICKSON and GEORGE A. KOECK, or ame of them, my Attorney-
in-Fact for the purpose of signing, in my name andny behalf as Director of Otter Tail Corporatitine Annual Report of Otter Tail
Corporation on Form 10-K for its fiscal year end#etember 31, 2008, and any and all amendmentsddsaual Report, and to deliver on
my behalf said Annual Report and any and all amemdsthereto, as each thereof is so signed, fogfilith the Securities and Exchange
Commission pursuant to the Securities ExchangeoAt934, as amended.

Date: February 3, 2009

/s/ John MacFarlane
John MacFarlane

In Presence of:

/s/ Arvid R. Liebe

/s/ Nathan Partain




POWER OF ATTORNEY

I, Karen Bohn, do hereby constitute and appd@HN D. ERICKSON and GEORGE A. KOECK, or any afithem, my Attorney-ir-aci
for the purpose of signing, in my name and on ntyalifeas Director of Otter Tail Corporation, the Armath Report of Otter Tail Corporation on
Form 10-K for its fiscal year ended December 30&@nd any and all amendments to said Annual Regad to deliver on my behalf said
Annual Report and any and all amendments thersteaeh thereof is so signed, for filing with the@#ies and Exchange Commission
pursuant to the Securities Exchange Act of 1934nasnded.

Date: February 3, 2009

/s/ Karen Bohn
Karen Bohn

In Presence of:

/s/ John D. Erickson

/s/ Lauris N. Molbert




POWER OF ATTORNEY

I, Arvid Liebe, do hereby constitute and appdiOHN D. ERICKSON and GEORGE A. KOECK, or any ofi¢hem, my Attorney-ir-aci
for the purpose of signing, in my name and on ntyalifeas Director of Otter Tail Corporation, the Armath Report of Otter Tail Corporation on
Form 10-K for its fiscal year ended December 30&@nd any and all amendments to said Annual Regad to deliver on my behalf said
Annual Report and any and all amendments thersteaeh thereof is so signed, for filing with the@#ies and Exchange Commission
pursuant to the Securities Exchange Act of 1934nasnded.

Date: February 3, 2009

/sl Arvid Liebe
Arvid Liebe

In Presence of:

/s/ Michelle Kommer

/sl George A. Koeck




POWER OF ATTORNEY

I, Edward J. Mcintyre, do hereby constitute appoint JOHN D. ERICKSON and GEORGE A. KOECKaay one of them, my
Attorney-in-Fact for the purpose of signing, in m@me and on my behalf as Director of Otter Tailg@oation, the Annual Report of Otter
Tail Corporation on Form 10-K for its fiscal yearded December 31, 2008, and any and all amendrtestsd Annual Report, and to deliver
on my behalf said Annual Report and any and allradments thereto, as each thereof is so signefilifioy with the Securities and Exchange
Commission pursuant to the Securities ExchangeoAt934, as amended.

Date: February 3, 2009

/s/ Edward J. Mclintyre
Edward J. Mcintyre

In Presence of:

/s/ James B. Stake

/sl Gary Spies




POWER OF ATTORNEY

I, Joyce Nelson Schuette, do hereby constintkappoint JOHN D. ERICKSON and GEORGE A. KOEGKany one of them, my
Attorney-in-Fact for the purpose of signing, in m@me and on my behalf as Director of Otter Tailg@oation, the Annual Report of Otter
Tail Corporation on Form 10-K for its fiscal yearded December 31, 2008, and any and all amendrtestsd Annual Report, and to deliver
on my behalf said Annual Report and any and allradments thereto, as each thereof is so signefilifioy with the Securities and Exchange
Commission pursuant to the Securities ExchangeoAt934, as amended.

Date: February 3, 2009

/sl Joyce Nelson Schuett
Joyce Nelson Schuett

In Presence of:

/s/ Nathan Partain

/s/ Kevin Moug




POWER OF ATTORNEY

I, Nathan Partain, do hereby constitute anmbagh JOHN D. ERICKSON and GEORGE A. KOECK, or amge of them, my Attorney-in-
Fact for the purpose of signing, in my name andngrbehalf as Director of Otter Tail Corporationg thnnual Report of Otter Tail
Corporation on Form 10-K for its fiscal year end#etember 31, 2008, and any and all amendmentsddsaual Report, and to deliver on
my behalf said Annual Report and any and all amemdsthereto, as each thereof is so signed, fogfitith the Securities and Exchange
Commission pursuant to the Securities ExchangeoAt934, as amended.

Date: February 3, 2009

/s/ Nathan Partain
Nathan Partair

In Presence of:

/s/ John MacFarlane

/s/ Arvid R. Liebe




POWER OF ATTORNEY

I, Gary Spies, do hereby constitute and agpiHN D. ERICKSON and GEORGE A. KOECK, or any @fi¢hem, my Attorney-in-Fact
for the purpose of signing, in my name and on ntyalfeas Director of Otter Tail Corporation, the Armah Report of Otter Tail Corporation on
Form 10-K for its fiscal year ended December 30&@nd any and all amendments to said Annual Regad to deliver on my behalf said
Annual Report and any and all amendments thersteaeh thereof is so signed, for filing with the@#ies and Exchange Commission
pursuant to the Securities Exchange Act of 1934nasnded.

Date: February 3, 2009

/sl Gary Spies
Gary Spies

In Presence of:

/s/ Michelle Kommer

/s/ Edward James Mclintyre




POWER OF ATTORNEY

I, James Stake, do hereby constitute and app@HN D. ERICKSON and GEORGE A. KOECK, or any afithem, my Attorney-irFac!
for the purpose of signing, in my name and on ntyalifeas Director of Otter Tail Corporation, the Armath Report of Otter Tail Corporation on
Form 10-K for its fiscal year ended December 30&@nd any and all amendments to said Annual Regad to deliver on my behalf said
Annual Report and any and all amendments thersteaeh thereof is so signed, for filing with the@#ies and Exchange Commission
pursuant to the Securities Exchange Act of 1934nasnded.

Date: February 3, 2009

/sl James Stake
James Staks

In Presence of:

/sl Edward James Mclintyre

/sl Gary Spies




Exhibit 31.1

CERTIFICATION PURSUANT TO
SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002

I, John D. Erickson, certify that:
1. I have reviewed this Annual Report on FA®rK of Otter Tail Corporation;

2. Based on my knowledge, this report doescantain any untrue statement of a material facoit to state a material fact necessary to
make the statements made, in light of the circuntgts.under which such statements were made, nigadisg with respect to the period
covered by this report;

3. Based on my knowledge, the financial statetsy and other financial information includedhistreport, fairly present in all material
respects the financial condition, results of operatand cash flows of the registrant as of, amdtife periods presented in this report;

4. The registrant’s other certifying officardal are responsible for establishing and maintgimisclosure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&)}%(nd internal control over financial reportirag @defined in Exchange Act Rules 13a-
15(f) and 15d-15(f)) for the registrant and have:

(a) designed such disclosure controls andgahaies, or caused such disclosure controls an@guoes to be designed under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhibsidiaries, is made known to us by
others within those entities, particularly durithg tperiod in which this report is being prepared;

(b) designed such internal control over finaheporting, or caused such internal control diancial reporting to be designed under
our supervision, to provide reasonable assuramgadiang the reliability of financial reporting atfie preparation of financial statements
for external purposes in accordance with geneeatepted accounting principles;

(c) evaluated the effectiveness of the regdis disclosure controls and procedures and presentais report our conclusions about
effectiveness of the disclosure controls and proees] as of the end of the period covered by #psit based on such evaluation; and

(d) disclosed in this report any change inrdgistrant’s internal control over financial refiiog that occurred during the registrant’s
most recent fiscal quarter (the registrant’s fodigbal quarter in the case of an annual repod) tlas materially affected, or is reasonably
likely to materially affect, the registrant’s intel control over financial reporting; and

5. The registrant’s other certifying officardal have disclosed, based on our most recent atiafuof internal control over financial
reporting, to the registrant’s auditors and theitacmmmittee of the registrant’s board of direct@spersons performing the equivalent
functions):

(a) all significant deficiencies and mateviedaknesses in the design or operation of intemmatrol over financial reporting which are
reasonably likely to adversely affect the regigteaability to record, process, summarize and refioancial information; and

(b) any fraud, whether or not material, tmatilves management or other employees who haygnéisant role in the registrant’s
internal control over financial reporting.
Date: February 27, 2009

/s/ John D. Erickson
John D. Erickson
President and Chief Executive Offic




Exhibit 31.2

CERTIFICATION PURSUANT TO
SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002

I, Kevin G. Moug, certify that:
1. I have reviewed this Annual Report on FA®rK of Otter Tail Corporation;

2. Based on my knowledge, this report doescantain any untrue statement of a material facoit to state a material fact necessary to
make the statements made, in light of the circuntgts.under which such statements were made, nigadisg with respect to the period
covered by this report;

3. Based on my knowledge, the financial statetsy and other financial information includedhistreport, fairly present in all material
respects the financial condition, results of operatand cash flows of the registrant as of, amdtife periods presented in this report;

4. The registrant’s other certifying officardal are responsible for establishing and maintgimisclosure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&))%nd internal control over financial reportirag @defined in Exchange Act Rules 13a-
15(f) and 15d-15(f)) for the registrant and have:

(a) designed such disclosure controls andgahaies, or caused such disclosure controls an@guoes to be designed under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhgibsidiaries, is made known to us by
others within those entities, particularly durihg toeriod in which this report is being prepared;

(b) designed such internal control over finaheporting, or caused such internal control diancial reporting to be designed under
our supervision, to provide reasonable assuramgadiang the reliability of financial reporting atfie preparation of financial statements
for external purposes in accordance with geneeadtepted accounting principles;

(c) evaluated the effectiveness of the regd’s disclosure controls and procedures and presentais report our conclusions about
effectiveness of the disclosure controls and proees] as of the end of the period covered by #psint based on such evaluation; and

(d) disclosed in this report any change inrdgistrant’s internal control over financial refiiog that occurred during the registrant’s
most recent fiscal quarter (the registrant’s fotdigbal quarter in the case of an annual repod) tias materially affected, or is reasonably
likely to materially affect, the registrant’s intel control over financial reporting; and

5. The registrant’s other certifying officardal have disclosed, based on our most recent atiafuof internal control over financial
reporting, to the registrant’s auditors and theitacmmmittee of the registrant’s board of direct@spersons performing the equivalent
functions):

(a) all significant deficiencies and mateviedaknesses in the design or operation of intemmatrol over financial reporting which are
reasonably likely to adversely affect the regigteaability to record, process, summarize and refioancial information; and

(b) any fraud, whether or not material, tlaolves management or other employees who havgnéisant role in the registrant’s
internal control over financial reporting.
Date: February 27, 2009

/sl Kevin G. Moug
Kevin G. Moug
Chief Financial Officer




Exhibit 32.1

CERTIFICATION PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Annual Report of Offeil Corporation (the “Company”) on Form Ofor the period ended December 31, 200:
filed with the Securities and Exchange Commissioithe date hereof (the “Report”), |, John D. ErmksPresident and Chief Executive
Officer of the Company, certify, pursuant to 18 ICSSection 1350, as adopted pursuant to Secti6robthe Sarbanes-Oxley Act of 2002,
that:

1.

2.

The Report fully complies with the requirementsSefction 13(a) or 15(d) of the Securities Exchangeoh 1934; anc

The information contained in the Reportl§agresents, in all material respects, the finamadition and results of operations of the
Company

/s/ John D. Erickson
John D. Erickson

President and Chief Executive Officer
February 27, 200¢




Exhibit 32.2

CERTIFICATION PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Annual Report of Offeil Corporation (the “Company”) on Form Ofor the period ended December 31, 200:
filed with the Securities and Exchange Commissiotthe date hereof (the “Reportl),Kevin G. Moug, Chief Financial Officer and Tremsr
of the Company, certify, pursuant to 18 U.S.C. Bect350, as adopted pursuant to Section 906 od#rbanes-Oxley Act of 2002, that:

1. The Report fully complies with the requirementsSefction 13(a) or 15(d) of the Securities Exchangeoh 1934; anc

2. The information contained in the Reportl§apresents, in all material respects, the findmadition and results of operations of the
Company

/sl Kevin G. Moug
Kevin G. Moug

Chief Financial Officer
February 27, 200¢




