Update on rail issues
at Otter Tail Power

POWER COMPANY

™ Railroad Industry

" Current Federal rail policy

® The STB process for rate relief
® Otter Tail's STB case

® Current coal supply situation at Big Stone
Plant

Railroad History
1970’s - Railroads in Financial Trouble
® 1980 - Railroads Deregulated (Staggers Act)
® Market competition determines rates

" Surface Transportation Board to ensure reasonable
rates where no competition exists

™ Dramatic Financial Turnaround
1876 there were 63 Class | RRs
Today 4 Mega RRs
" BNSF, Union Pacific, CSX, Norfolk Southern

® Control mare than 90 percent of the industry’s revenue

* Own over 90 percent of the U.S.’s track miles

Necessary. relationship
railroads and coal-fired
electric generators

" 52 percent of the nation’s electricity is generated
from coal

" Most coal moves by rail to generating plants

* Utilities buy the coal at the “minemouth” then
arrange for the transportation

® In our region two-thirds of the delivered price of

coal is for transporting the coal to the generating

plants

Federal Rail Policy
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Often generating plants are “captive” - they have access
to only one railroad and no other viable option for
transparting products

Captive shippers pay rates thatare significantly higher
than the campetitive rates available to shippers with more
than one railroad providing service

Rail rates are not filed with the STB and are not subject to
priar-approval by the STB

Rallroads are exempt from antl-trust laws

The Surface Transportation Board (STB) of the U.S,
Department of Transportation is respansible for protecting
captive rail customers from ahuse of monopoly power

¥ Captive shipper options
® Absorb increased costs

® File rate case with STB

™ Rate cases are complex, long, expensive

® Generate over 700,000 pages of material
" Take years to complete {2-5)
" Cost millions of dollars ($3-§5)
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OTP SARR - “Stand Alone Current coal supply
Cost” (without 11_. ﬁmmnv Cross subsidy test situation at w.m_ Stone Plant
. - ® Any captive shipper with a _o<< to _dmn_:._E - wzmm coal deliveries have not been
" mzm_u. Tariff rate (1Q02) = mam.mm:oz "density segment will find it extremely sufficient to allow the plant to operate at
* “Maximum reasonable rate (without PPL difficult to receive rate relief under the full load and maintain normal 30-day
analysis)” (1Q02) = $12.46/ton STB’s current philosophy emergency stockpile level since last year

™ OTP won operating plan issues,
investment and costs were based on OTP
plan

¥ Increasing train cycle times are the cause

® Stockpile dropped to a 10-day supply in
early March

3 18 17

Historic daily stockpile
PPL Test | Next steps . N __levels at Big .m.*ozm _u_m.ﬁ

=1
5

® We disagree E_z‘_ the STB umn.m.o

Is one segment “cross subsidizing”
our case

another?

¥ On March 27, 2006, Big Stone partners

PPL” Test: If there i bsidy. case filed an appeal of the STB decision to
u » q s cross subsidy, ¢ S :
e mmwmn ere i Y the 8th Circuit Court of Appeals i.%%m%@wﬁ% .w@

T

" We memn» a decision in our appeal
within 18 months .

dsmimry 13000 Aper 1, 3020
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