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PART |

Item 1. BUSINESS

(a) General Development of Business

Otter Tail Power Company was incorporated in 190den the laws of the State of Minnesota. In 200& rtame was changed to “Otter Tail
Corporation” to more accurately represent the beoadope of electric and nonelectric operationsthadhame Otter Tail Power Company
(OTP) was retained for use by the electric util®n July 1, 2009, Otter Tail Corporation complegelablding company reorganization
whereby OTP, which had previously been operateaidigision of Otter Tail Corporation, became a Wwholwned subsidiary of the new
parent holding company named Otter Tail Corporatibe Company) (formerly known as Otter Tail Holgi@ompany). The new parent
holding company was incorporated in June 2009 utidetaws of the State of Minnesota in connectidth the holding company
reorganization. See “Holding Company Reorganizédtionadditional details regarding the reorganiaatiReferences in this report to Otter
Tail Corporation and the Company refer, for peripder to July 1, 2009, to the corporation that wae registrant prior to the reorganization,
and, for periods after the reorganization, to tee parent holding company, in each case includsgdnsolidated subsidiaries, unless
otherwise indicated or the context otherwise rezauilhe Compang’executive offices are located at 215 South Cas8aeet, P.O. Box 49
Fergus Falls, Minnesota 56538-0496 and 433#% A8enue SW, Suite 200, P.O. Box 9156, Fargo, Norkdda 58106-9156. Its telephone
number is (866) 410-8780.

The Company makes available free of charge attitsnet website (www.ottertail.com) its annual népen Form 10-K, quarterly reports on
Form 10-Q, current reports on Form 8-K, Forms 8nd 5 filed on behalf of directors and executiviicefs 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 Commission S&@Grmation on the Company’s
website is not deemed to be incorporated by reéerérto this Annual Report on Form 10-K.

Otter Tail Corporation and its subsidiaries condudiness in all 50 states and in internationaketar The Company had approximately
3,562 full-time employees at December 31, 2009. Auwnesses of the Company have been classifiedixnisegments: Electric, Plastics,
Manufacturing, Health Services, Food IngredienttBssing and Other Business Operations.

e Electricincludes the production, transmission, distributimal sale of electric energy in Minnesota, Norttkda and South Dakota
by OTP. In addition, OTP is an active wholesaldipgant in the Midwest Independent Transmissiost&m Operator
(MISO) markets. OT’s operations have been our primary business s@@e.

» Plasticxonsists of businesses producing polyvinyl chlofléC) pipe in the Upper Midwest and Southwestaegiof the United
States

» Manufacturingconsists of businesses in the following manufaoguectivities: production of wind towers, contratachining, metal
parts stamping and fabrication, and production aferfront equipment, material and handling trays laorticultural containers.
These businesses have manufacturing facilitiesarida, lllinois, Minnesota, Missouri, North Daket@klahoma and Ontario,
Canada and sell products primarily in the Uniteaté&t.

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

» Food Ingredient Processiegnsists of Idaho Pacific Holdings, Inc. (IPH), aihiowns and operates potato dehydration plantsrie,
Idaho; Center, Colorado; and Souris, Prince Edwslesthd, Canada. IPH produces dehydrated potataiptedhat are sold in the
United States, Canada and other countries. Apprabeiy 16% of IPFs sales in 2009 were to customers outside of theet) States

» Other Business Operationgnsists of businesses in residential, commeraidliadustrial electric contracting industries, filogtic
and electric distribution systems, water, wastenaitel HVAC systems construction, transportation @mergy services. These
businesses operate primarily in the Central UrfBdes, except for the transportation company wbparates in 46 states and four
Canadian province:
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The Company’s corporate operating costs includasteuch as corporate staff and overhead costeeshtts of the Company’s captive
insurance company and other items excluded fronmis@surement of operating segment performance oBgpassets consist primarily of
cash, prepaid expenses, investments and fixedsa§s@iporate is not an operating segment. Rathisradded to operating segment totals to
reconcile to totals on the Company’s consolidatedrfcial statements.

The Company'’s electric operations, including whalepower sales, are operated by its wholly ownddigliary, OTP, and its energy
services operation is operated by a separate whbalhed subsidiary of the Company. All of the Compsather businesses are owned by its
wholly owned subsidiary, Varistar Corporation (\&air).

The Company continues to look for strategic actjoiss of additional businesses with emphasis orngd existing operating companies
and expects continued growth in this area. No &itipns were completed during 2009.

The Company considers the following guidelines wheariewing potential acquisition candidates:
* Emerging or middle market compar
» Proven entrepreneurial management team that wilbine after the acquisitiol
» Preference for 100% ownership of the acquired camwyy
* Products and services intended for commercial rdtian retail consumer use; a
» The potential to provide immediate earnings andriugrowth.

For a discussion of the Company’s results of opmnat see “Management’s Discussion and AnalysKimdincial Condition and Results of
Operations,” on pages 40 through 63 of this AnmRegort on Form 10-K.

Holding Company Reorganization

On July 1, 2009 Otter Tail Corporation completdibding company reorganization in accordance wihti®n 302A.626 of the Minnesota
Business Corporation Act (the MBCA) whereby OTR@aleferred to as Old Otter Tail), which had pregig been operated as a division of
Otter Tail Corporation, became a wholly owned sdibsy of the new parent holding company named Qtsér Corporation (formerly known
as Otter Tail Holding Company).

The new holding company structure was effectedubyn 1], 2009 pursuant to a Plan of Merger datedfdsioe 30, 2009 (the Plan of Merger),
by and among Old Otter Tail, Otter Tail Holding Gueny (now known as Otter Tail Corporation), a Miswi& corporation and, prior to the
reorganization, a direct subsidiary of Old Otteil,Tand Otter Tail Merger Sub Inc., a Minnesotapmation and indirect subsidiary of Old
Otter Tail and direct subsidiary of Otter Tail Hisld Company (Merger Sub). The Plan of Merger preditbr the merger (the Merger) of C
Otter Tail with Merger Sub, with Old Otter Tail &8 surviving corporation. Pursuant to Section 3@&28 (subd. 2) of the MBCA sharehol
approval was not required for the Merger. As altefithe Merger, Old Otter Tail is now a wholly aed subsidiary of the Company with the
name Otter Tail Power Company. Immediately follogvthe completion of the Merger, the Company chargedame from Otter Tail

Holding Company to Otter Tail Corporation.

In the Merger, each issued and outstanding comrmareof Old Otter Tail was converted into one comrsbare of the Company, par value
$5 per share, and each issued and outstanding ativeupreferred share of Old Otter Tail was coreeihto one cumulative preferred share
of the Company having the same designations, riglotsers and preferences. In connection with thegele each person that held rights to
purchase, or other rights to or interests in, comsitares of Old Otter Tail under any stock optgiack purchase or compensation plan or
arrangement of Old Otter Tail immediately priothe Merger holds a corresponding number of righfsurchase, and other rights to or
interests in, common shares of the Company, paevgb per share, immediately following the Merger.

The conversion of the common shares in the Mergeuroed without an exchange of certificates. Acoagly, certificates formerly
representing outstanding common shares of Old Q#grare deemed to represent the same numbemafom shares of the Company.

Pursuant to Section 302A.626 (subd. 7) of the MB@w,provisions of the Restated Articles of Incogtion and Restated Bylaws of the
Company are consistent with those of Old Otter padr to the Merger. The authorized common sharescumulative preferred shares of
Company, the designations, rights, powers and mefes of such shares and the qualifications,diioits and restrictions thereof are also
consistent with those of Old Otter Tail's commoargs and cumulative preferred shares immediatédy for the Merger. The directors and
executive officers of the Company are the sameviddals who were directors and executive officeespectively, of Old Otter Tail
immediately prior to the Merger.
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(b) Financial Information about Industry Segments

The Company is engaged in businesses that havectsssified into six segments: Electric, PlastManufacturing, Health Services, Food
Ingredient Processing and Other Business Operatitnancial information about the Company’s segmamid geographic areas is included
in note 2 of “Notes to Consolidated Financial Staats” on pages 82 through 84 of this Annual Reporfform 10-K.

(c) Narrative Description of Business

ELECTRIC
General

OTP provides electricity to more than 129,000 congtrs in a 50,000 square mile area of MinnesotatiN@akota and South Dakota. The
Company derived 30%, 26% and 26% of its consol@laferating revenues from the Electric segmeng¢é&oh of the three years ended
December 31, 2009, 2008 and 2007, respectively Cldrepany derived 131%, 95% and 45% of its constditlaet income from the Electric
segment for each of the three years ended Dece3ib@009, 2008 and 2007, respectively. The breakdaiwetail revenues by state is as
follows:

State 2009 2008
Minnesota 49.1% 50.2%
North Dakotz 41.F 40.4
South Dakotz 9.4 9.4
Total 100.(% 100.(%

The territory served by OTP is predominantly adtimal. The aggregate population of OTP’s retadlotlic service area is approximately
230,000. In this service area of 423 communitiebatfjacent rural areas and farms, approximately9080people live in communities having
a population of more than 1,000, according to h@02census. The only communities served which hgyepulation in excess of 10,000 are
Jamestown, North Dakota (15,527); Fergus Falls nelsota (13,471); and Bemidji, Minnesota (11,913 oADecember 31, 2009, OTP
served 129,307 customers. Although there are velgtfew large customers, sales to commercial addstrial customers are significant. The
following table provides a breakdown of electriegrues by customer category. All other sourcesideross wholesale sales from utility
generation, net revenue from energy trading agtaitd sales to municipalities.

Customer categot 2009 2008
Commercial 36.£% 35.%
Residentia 32.¢ 30.€
Industrial 23.c 23.1
All Other Source! 7.1 10.4
Total 100.(% 100.(%

Wholesale electric energy kilowatt-hour (kwh) salese 24.9% of total kwh sales for 2009 and 38.8%2D08. Wholesale electric energy
kwh sales decreased by 47.5% between the years velviénue per kwh decreased by 48.6%. Activithéghort-term energy market is
subject to change based on a number of factord @éndifficult to predict the quantity of wholesapower sales or prices for wholesale power
in the future.

With the inception of the MISO Day 2 markets in A@005, MISO introduced two new types of contraeistual transactions and Financial
Transmission Rights (FTR). Virtual transactions @fréwo types: Virtual Demand Bid, which is a balgurchase energy in MISO’s Day-
Ahead Market that is not backed by physical load, ¥irtual Supply Offer, which is an offer submdtby a market participant in the Day-
Ahead Market to sell energy not supported by a jghyfjection or reduction in withdrawals in contment by a resource. An FTR is a
financial contract that entitles its holder to meam of payments, or charges, based on transmissiagestion charges calculated in MISO’s
Day-Ahead Market. A market participant can acqaine=TR from several sources: the annual or morEfilg auction, the FTR secondary
market or a grant of an FTR in conjunction withansmission service request. An FTR is structunetketige a market participant’s exposure
to uncertain cash flows resulting from congestibthe transmission system. In 2009, net revenums frirtual and FTR transactions
represented 0.02% of total electric energy revesoegpared with 0.3% in 2008. As the MISO marketgehevolved and become more
efficient, profits from virtual transactions haveatined.
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Capacity and Demand
As of December 31, 2009 OTP’s owned net-plant depkle kilowatt (kW) capacity was:

Baseload Plani

Big Stone Plan 256,000 kW
Coyote Statiot 143,00(
Hoot Lake Plan 140,46t
Total Baseload Net Pla 539,46¢ kW
Combustion Turbine and Small Diesel Ur 116,55( kW
Hydroelectric Facilitiet 3,765 kW
Owned Wind Facilities (rated at nameple
Langdon Wind Center (27 turbine 40,500 kW
Luverne Wind Farm (33 turbine 49,50(
Ashtabula Wind Center (32 turbine 48,00(
Total Owned Wind Facilitie 138,000 kW

The baseload net plant capacity for Big Stone RladtCoyote Station constitutes OTP’s ownershipgreages of 53.9% and 35%,
respectively. OTP owns 100% of the Hoot Lake PlBuatring 2009, OTP generated about 71% of its ré&tail sales and purchased the
balance.

In 2009, OTP constructed 33 wind turbines on itgipo of the Luverne Wind Farm in Steele Countyrtidakota. OTP’s 33 wind turbines,
nameplate rated at 1.5 megawatts (MW) each, becamenercially operational in September 2009.

In addition to the owned facilities described ab@&EP had the following purchase power agreemenpéaice on December 31, 2009:

Purchased Wind Agreements (rated at nameplate readieg than 2,000 kW

Edgeley 21,000 kw
Langdon 19,50(
Total Purchased Win 40,500 kW

Purchased Power Agreements (in excess of 1 yeads@GhEW)

Manitoba Hydrc 50,000 kW

WAPA 5,80(

WPPI Energy 40,00(
Total Purchased Pow 95,80( kW

OTP has a direct control load management systerohagrovides some flexibility to OTP to effect retlons of peak load. OTP also offers
rates to customers which encourage off-peak usage.

In May 2009, OTP entered into an agreement foptirehase of 50 MW of capacity and associated erfeogy a regional power producer
from May 1, 2010 through April 30, 2013 to covepation of its expected capacity and energy requingts during that period at a cost of
approximately $36.5 million over the three-yeantef the agreement. In November 2009, OTP exerdisagption to cancel the final two
years of that agreement. It was replaced with anvatent purchase from different regional powerigys at a total savings of approximat
$1.4 million. OTP has also entered into a capamiytract with a regional power producer for an tiddal 35 MW from June 1, 2010 through
May 30, 2011.

OTP traditionally experiences its peak system dehthuming the winter season. For the year ended kee31, 2009 OTP experienced a
system peak demand of 800,488 kW on January 13, 2@iich was also the highest all-time system pskand (as reported to Mid-
Continent Area Power Pool (MAPP)). Taking into aotioadditional capacity available to it on JanubBy 2009 under purchase power
contracts (including short-term arrangements), el & its own generating capacity, OTP’s capabditthen meeting system demand,
excluding reserve requirements computed in accealaith accepted industry practice, amounted t63,3D0 kW (878,175 kW if reserve
requirements are included).
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With the implementation of MISO’s resource adequa@gram on June 1, 2009, OTP withdrew from paoéiton in MAPP’s Generation
Reserve Sharing Pool (GRSP). The requirementstamctise of the MISO resource adequacy progransigraficantly different than those
MAPP’s GRSP. Future reporting of load and capaditia will be in a MISO format that is not directigmparable to the MAPP GRSP
format. OTP’s additional capacity available undewpr purchase contracts (as described above), ceahbiith generating capacity and load
management control capabilities, is expected ta 2@E0 system demand and MISO reserve requirements.

Big Stone I

On June 30, 2005 OTP and a coalition of six otlhextec providers entered into several agreemenrtthie development of a second electric
generating unit, named Big Stone Il, at the sitthefexisting Big Stone Plant near Milbank, Soutk&ta.

On September 11, 2009 OTP announced its withdrawath-as a participating utility and as the projgttad developer—from Big Stone I,
due to a number of factors. The broad economic dlawna high level of uncertainty associated witbhgosed federal climate legislation and
existing federal environmental regulations and leimgling credit and equity markets made proceedittiy Big Stone Il and committing to
approximately $400 million in capital expenditurggenable for OTP’s customers and the Company’sebioéders. On November 2, 2009,
the remaining Big Stone Il participants announdeddancellation of the Big Stone Il project.

As of December 31, 2009, OTP had incurred $13.0aniln costs related to this project. OTP beliethesse incurred costs are probable of
recovery in future rates and has deferred recagndf these costs as operating expenses pendiegrdeation of recoverability by the state
and federal regulatory commissions that approve '®fi@es. In filings made on December 14, 2009, @Riested from its three state
commissions authority to reflect these costs ohatsks as a regulatory asset through the use efréefaccounting, pending a determination
on the recoverability of the costs. The South Daliiblic Utilities Commission (SDPUC) approved OF Réquest for deferred accounting
treatment on February 9, 2010. If Minnesota or N@akota denies the requests to use deferred ateguan if any of the three jurisdictions
eventually denies recovery of all or any portioritedse deferred costs, such costs would be subjesipense in the period they are deeme
be inappropriate for deferral or unrecoverable.

Fuel Supply

Coal is the principal fuel burned at the Big Sto@eyote and Hoot Lake generating plants. Coyotéddtaa mine-mouth facility, burns North
Dakota lignite coal. Hoot Lake and Big Stone planisn western subbituminous coal.

The following table shows the sources of energylusegenerate OTP’s net output of electricity f602 and 2008:

2009 2008
Net Kilowatt % of Tota Net Kilowatt % of Tota
Hours Kilowatt Hours Kilowatt
Generate( Hours Generate( Hours

Sources (Thousands Generate (Thousands Generate
Subbituminous Coz 2,186,14! 63.(% 2,613,06! 67.1%

Lignite Coal 856,35¢ 247 1,016,82 26.£

Wind and Hydrc 391,03 11.5 177,25( 4.€

Natural Gas and O 33,017 1.C 48,957 1.3
Total 3,466,55: 100.(% 3,856,09! 100.(%

OTP has the following primary coal supply agreeraent

Plant Coal Suppliel

Type of Coal

Expiration Date

Big Stone Plan Cloud Peak Energy Resources LL
COALSALES, LLC

Wyoming subbituminou
Wyoming subbituminou

December 31, 201
December 31, 201

Hoot Lake Plan Cloud Peak Energy Resources LL

Wyoming subbituminou

December 31, 201

Coyote Statior Dakota Westmoreland Corporati

North Dakota lignite

May 4, 201€

* Formerly known as Kennecott Coal Sales Comy
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The contract with Dakota Westmoreland Corporatias & 5 to 15-year renewal option subject to cedantingencies. It is OTP’s practice to
maintain a minimum 30-day inventory (at full outpaf coal at the Big Stone Plant and a 20-day itwgmat the Coyote Station and Hoot
Lake Plant.

In response to a request for proposal, OTP receivadposal from a coal supplier for the supplpadditional coal to Big Stone Plant in 2010
and for most of Big Stone Plant’s anticipated awds in 2011 and 2012. OTP is currently negogiaénms with the supplier but has not
entered into a contractual agreement.

Railroad transportation services to the Big Stola@tPand Hoot Lake Plant are provided under a comaaorier rate by the BNSF Railway.
The common carrier rate is subject to a mileagedasethodology to assess a fuel surcharge. The fmmghe fuel surcharge is the U.S.
average price of retail on-highway diesel fuel. ddal transportation agreement is needed for thetédytation due to its location next to a
coal mine.

The average cost of coal consumed (including hagdiharges to the plant sites) per million Brifidtermal Unit for each of the three years
2009, 2008 and 2007 was $1.726, $1.678 and $1rdS8pectively.

General Regulation

OTP is subject to regulation of rates and othetensin each of the three states in which it ogsrand by the federal government for certain
interstate operations.

A breakdown of electric rate regulation by eaclisjiction is as follows:

2009 2008
% of % of
Electric % of kwt Electric % of kwh
Rates Regulatior Revenue Sales Revenue Sales
MN Retail Sales MN Public Utilities Commissiol 4280 37.6% 32.6% 31.7%
ND Retail Sale: ND Public Service Commissic 35.¢ 30.2 26.2 23.4
SD retail Sale: SD Public Utilities Commissio 8.1 7.3 6.1 6.2
Transmission & Wholesal Federal Energy Regulatory Commiss 13.7 24.€ 35.C 38.7
Total 100.(% 100.% 100.% 100.(%

OTP operates under approved retail electric tairiftsll three states it serves. OTP has an obtigat serve any customer requesting service
within its assigned service territory. According TP has designed its electric system to provideicoous service at times of peak usage.
The pattern of electric usage can vary dramatiahiiyng a 24-hour period and from season to se&@®R!s tariffs provide for continuous
electric service and are designed to cover thesadstervice during peak times. To the extent pleatk usage can be reduced or shifted to
periods of lower usage, the cost to serve all ensts is reduced. In order to shift usage from pimaks, OTP has approved tariffs in all three
states for lower rates for residential demand obnteal-time pricing and controlled service andNiorth Dakota and South Dakota for bulk
interruptible rates. Each of these specializedsratelesigned to improve efficient use of OTP reses, while giving customers more control
over the size of their electric bill. In all thretates, OTP has approved tariffs which allow quiad customers to release and sell energy back
to OTP when wholesale energy prices make suchacsings desirable.

With a few minor exceptions, OTP’s electric retaile schedules provide for adjustments in ratesdan the cost of fuel delivered to OTP’s
generating plants, as well as for adjustments basdte cost of electric energy purchased by OmRdrth Dakota and South Dakota, OTP
also credits certain margins from wholesale salgké fuel and purchased power adjustment. Thestrdpnts for fuel and purchased power
costs are presently based on a two month movingagean Minnesota and by the Federal Energy Regyl@ommission (FERC), a three
month moving average in South Dakota and a fourtmoroving average in North Dakota. These adjustmare applied to the next billing
period after becoming applicable.

The following summarizes the material regulatioheach jurisdiction applicable to OTP’s electriczogtions, as well as any specific electric
rate proceedings during the last three years WghMinnesota Public Utilities Commission (MPUC) tRorth Dakota Public Service
Commission (NDPSC), SDPUC and the FERC. The Coniparonelectric businesses are not subject to diegailation by any of these
agencies.
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Minnesota

Under the Minnesota Public Utilities Act, OTP idbgact to the jurisdiction of the MPUC with respéztates, issuance of securities,
depreciation rates, public utility services, coanstion of major utility facilities, establishment exclusive assigned service areas, contracts
and arrangements with subsidiaries and otherat#ili interests, and other matters. The MPUC haautherity to assess the need for large
energy facilities and to issue or deny certificaitEseed, after public hearings, within one yeaamfapplication to construct such a facility.

The Minnesota Office of Energy Security (MNOES)itp the Minnesota Department of Commerce (MNDQOEYesponsible for
investigating all matters subject to the jurisdintof the MNDOC or the MPUC, and for the enforcet@MPUC orders. Among other
things, the MNOES is authorized to collect and gamldata on energy and the consumption of enesgeldp 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 MNOES also has the power, in
the event of energy shortage or for a long-ternish&s prepare and adopt regulations to conserdeaiocate energy.

In an order issued by the MPUC on August 1, 200® @/&s granted an increase in Minnesota retailrgdeeites of $3.8 million, or
approximately 2.9%, which went into effect in Fedmu2009. The MPUC approved a rate of return onte@fi 10.43% on a capital structure
with 50.0% equity. An interim rate increase of 5.4#s in effect from November 30, 2007 through Jan@a, 2009. Amounts refundable
totaling $4.4 million had been recorded as a lighiin the Company’s consolidated balance sheef danuary 31, 2009. OTP refunded
Minnesota customers the difference between intanichfinal rates, with interest, in March 2009. imd 2008, OTP deferred recognition of
$1.5 million in rate case-related regulatory aseesds and fees of outside experts and attorneystbaubject to amortization and recovery
over a three-year period beginning in February 2009

Under Minnesota law, every regulated public utitiat furnishes electric service must make anmedstments and expenditures in energy
conservation improvements, or make a contributiotiné state’s energy and conservation account) emzgount equal to at least 1.5% of its
gross operating revenues from service providediimigsota. 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. Awideenergy conservation goal of 1.5%
of the historical three-year weather normalizedage megawatt hour (mwh) retail sales was set@@020TP filed its plan to achieve these
goals on June 1, 2008 for implementation in 2009 2010.

The MNOES may require a utility to make investmeand expenditures in energy conservation improvésnghenever 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 ordamsbe appealed to the MPUC. Investments madegirto such orders generally
are recoverable costs in rate cases, even thougarehip of the improvement may belong to the prigpawner rather than the utility. Since
1995, OTP has recovered conservation related nosiscluded in base rates under Minnesot@bnservation Improvement Programs thrc
the use of an annual recovery mechanism approvedebylPUC.

Minnesota law requires utilities to submit to th@WMC for approval a 15-year advance integrated resqulan (IRP). The MPUC's findings
of fact and conclusions regarding resource plaai B considered prima facie evidence, subjectbattal, in Certificate of Need

(CON) hearings, rate reviews and other proceedifiggsically, the filings are submitted every two y&aOTP submitted its most recent IRP
on July 1, 2005. On January 15, 2009 the MPUC agat@TP’s 2006-2020 IRP in its entirety. On Jun2a09 the MPUC issued an order
denying reconsideration, thus finalizing the IRRiST2006-2020 IRP includes new renewable wind giwe, significant demand-side
management including conservation, new baseloadtlwhcluded the cancelled Big Stone Il power planatural gas-fired peaking plants
and wholesale energy purchases. Capacity addiippoved in accordance with Minnesota rules in2@6-2020 IRP, excluding baseload
generation for the cancelled Big Stone Il, arecdisws:

Resource Approved MW
Natural gas 200 MW
Wind 280 MW
Deman¢-Side Managemer 100 MW

On September 24, 2009 the MPUC issued an ordetigga@TP'’s request to extend the next OTP resource plangfdeadline to July 1, 201

8




Table of Contents

The Minnesota legislature has enacted a statutéathars conservation over the addition of new veses. In addition, it requires the use of
renewable resources where new supplies are negaleds the utility proves that a renewable eneagilify is not in the public interest. It has
effectively prohibited the building of new nucldacilities. An existing environmental externaligw 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 generation resources. The MPUC musHalisany nonrenewable rate base additions (whatliin or outside of the state) or a
rate recovery therefrom, and may not approve amyamewable energy facility in an integrated reseynian, unless the utility proves that a
renewable energy facility is not in the public metst. The state has prioritized the acceptabifityeav generation with wind and solar ranked
first and coal and nuclear ranked fifth, the lowastking. On October 8, 2009, the MPUC establisiredstimate of the range of costs of
future carbon dioxide (C@) regulation to be used in modeling analyses feouece plans. The MPUC updates these estimatespespaiate.
The current estimate is $9 to $34/ton of £0

In February 2007, the Minnesota legislature passeshewable energy standard requiring OTP to g&nergrocure sufficient renewable
generation such that the following percentagestal retail electric sales to Minnesota customerae from qualifying renewable sources:
12% by 2012; 17% by 2016; 20% by 2020 and 25% [&b2B8dditionally, Minnesota law requires utilitits make a good faith effort to
generate or procure sufficient renewable generatimh that 7% of total retail electric sales taitetustomers in Minnesota come from
qualifying renewable sources by 2010. Under certazumstances and after consideration of costgaability issues, the MPUC may
modify or delay implementation of the standardsPQiks acquired renewable resources and expeatguo@additional renewable resources
in order to maintain compliance with the Minnes@aewable energy standard. OTP has sufficient rableaxenergy resources available and
in service to comply with the required 2016 levelree Minnesota renewable energy standard. OTRigptiance with the Minnesota
renewable energy standard will be measured thrthgMidwest Renewable Energy Tracking System.

Under the Next Generation Energy Act of 2007, awmatic adjustment mechanism was establisheddavallinnesota electric utilities to
recover investments and costs incurred to satigfyéquirements of the renewable energy standangsMPUC is authorized to approve a
rate schedule rider to enable utilities to recdiliercosts of qualifying renewable energy projelets supply renewable energy to Minnesota
customers. Cost recovery for qualifying renewalnlergy projects can be authorized outside of agase 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 gkktpenses.

In an order issued on August 15, 2008, the MPUCamal OTP’s proposal to implement a Renewable ResoDost Recovery Rider for its
Minnesota jurisdictional portion of investment inaljfying renewable energy facilities. The rideables OTP to recover from its Minnesota
retail customers its investments in owned renewab&rgy facilities and provides for a return onsthévestments. The Minnesota Renew
Resource Adjustment (MNRRA) of $0.0019 per kwh wetuded on Minnesota customers’ electric serviegesnents beginning in
September 2008, reflecting cost recovery for OT®REnty-seven 1.5 MW wind turbines and collectortsgsat the Langdon Wind Energy
Center, which became fully operational in Janu&9&

The MPUC approved OTP’s petition for a 2009 MNRRAJuly 2009, which increased the MNRRA rate to fe\cost recovery for its 32
wind turbines at the Ashtabula Wind Energy Certiat became commercially operational in NovembeB2Tbis approval increased the
2009 MNRRA to $0.00415 per kwh for the recoverg$6f6 million through March 31, 2010—$4.0 milliorofn August through

December 2009 and $2.6 million from January throMginch 2010. The approval also granted OTP authtwitecover, over a 48-month
period beginning in April 2010, accrued renewablgource recovery revenues that had not previoesin becovered. On January 12, 2010,
the MPUC issued an order finding OTP’s Luverne Whiadm project eligible for cost recovery through MNRRA. The 2010 annual
MNRRA cost recovery filing was made on DecemberZ)9 with a requested effective date of April @1Q.

In addition to the Renewable Resource Cost Recdritygr, the Minnesota Public Utilities Act providesimilar mechanism for automatic
adjustment outside of a general rate proceedimgdover the costs of new transmission facilities thave been previously approved by the
MPUC in a CON proceeding, certified by the MPUGaddinnesota priority transmission project, mad&ansmit the electricity generated
from renewable generation sources ultimately usgatdvide service to the utility’s retail customess otherwise deemed eligible by the
MPUC. Such transmission cost recovery riders ahlawturn on investments at the level approvedditiligy’s last general rate case.
Additionally, following approval of the rate schéeduthe MPUC may approve annual rate adjustmeletsd fiursuant to the rate schedule.
OTP’s request for approval of a transmission cespvery rider was granted by the MPUC on Janua®)¥0, and became effective
February 1, 2010. Beginning February 1, 2010, OTfaissmission rider rate is reflected on Minnesoistomer electric service statements at
$0.00039 per kwh plus $0.035 per kW for large gainsgrvice customers and $0.00007 per kwh for obiatt service customers, $0.00025
per kwh for lighting customers, and $0.00057 pehear all other customers.
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Pursuant to the Minnesota Power Plant Siting Aat,MPUC has been granted the authority to regtha&siting in Minnesota of large eleci
generating facilities in an orderly manner comgatilith environmental preservation and the effitiese of resources. To that end, the
MPUC is empowered, after an environmental impaaiysis conducted by the MNDOC and the Office of Auistrative Hearings 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.

OTP and a coalition of six other electric providfiliesd an application for a CON for the Minnesotaton of the Big Stone |l transmission
line project on October 3, 2005 and filed an agtian for a Route Permit for the Minnesota portifrthe Big Stone Il transmission line
project with the MPUC on December 9, 2005. On Jgnig, 2009, the MPUC approved, by a vote of 5-@adion to grant the CON and
Route Permit for the Minnesota portion of the Bigr& Il transmission line.

The MPUC granted the CON subject to a number oftiadd! conditions, including but not limited tat)(fulfilling various requirements
relating to renewable energy goals, energy effjecommunity-based energy development projectseamdsions reduction; (2) that the
generation plant be built as a “carbon capturefietready” facility; (3) that the applicants repéo the MPUC on the feasibility of building
the plant using ultra-supercritical technology; #hpthat the applicants achieve specific limitscomstruction costs at $3,000/kW and €0
costs at $26/ton.

The CON and Route Permit, required by state lawldvbave allowed the Big Stone Il utilities to ctost and upgrade 112 miles of electric
transmission lines in western Minnesota for deljvafrpower from the Big Stone site and from numsrother planned generation projects,
most of which are wind energy.

Following OTP’s September 11, 2009 withdrawal fritva Big Stone Il project and the remaining Big ®tdinparticipantsNovember 2, 200
cancellation of the project, the suitability of tfreite permits and easements obtained by OTP d$® kMansmission owner for other
interconnection customers backfilling through thESK interconnection process into the Big Stone aogdinues to be evaluated.

On December 14, 2009 OTP filed a request with tiNPMC for deferred regulatory accounting treatmentlfie costs incurred related to the
cancelled Big Stone Il plant. If the MNPUC denikes tequest to use deferred accounting or eventdaltjes recovery of all or any portion of
the deferred costs, the costs would be subjectgerese in the period they are deemed to be inagptegor deferral or unrecoverable.

The Minnesota legislature enacted the Minnesotadggn®ecurity and Reliability Act in 2001. Its prinyefocus was to streamline the siting
and routing processes for the construction of niewteéc generation and transmission projects. Tihalso added to utility requirements for
renewable energy and energy conservation. Thedtigis later transferred environmental review autigdrom the Environmental Quality
Board to the MNDOC.

Planning studies have shown there will be signifiaectric load growth and more transmission bélnecessary for renewable energy in the
coming decade. The study resulted in a joint trassion planning initiative among eleven utilitiést own transmission lines in Minnesota
and the surrounding region, called CapX 2020 — ciypaxpansion by 2020. On August 16, 2007 theaieg®apX 2020 utilities asked the
MPUC to determine the need for three 345-kV trassion lines. These lines would help ensure contimabable electricity service in
Minnesota and the surrounding region by upgradimjexpanding the high-voltage transmission netvemidk providing capacity for more
wind energy resources to be developed in southaimestern Minnesota, eastern North Dakota andhSoakota. The proposed lines would
span more than 600 miles and represent one oéthedt single transmission initiatives in the regimseveral years. Evidentiary hearings for
the CON for the three CapX 2020 3K8-transmission line projects began in July 2008 eontinued into August 2008. On April 16, 2009
MPUC approved the CON for the three 345-kV GroupapX 2020 line projects (Fargo-St. Cloud, BrookiSgsitheast Twin Cities, and
Twin Cities-LaCrosse). The MPUC then voted to imgosnditions pertaining to reserving line capafityrenewable energy sources on the
Brookings line project. The MPUC did take up reddasation of the original order regarding the caiodis and, on deliberation, the MPUC
slightly modified the conditions on the Brookingse. As part of the CON approval, the MPUC accept€&hpX 2020 request to build the
345-kV lines for double-circuit capability to hatweo 345-kV transmission circuits on each structlifee current plan is to string only one
circuit. The MPUC CON orders were appealed to thenésota Court of Appeals on October 9, 2009 aadfpellate court’'s determination
is expected to be made in the fall of 2010. Roetenit applications were filed in Minnesota for fBmokings project in late December 2008.
The route permit for the Monticello to St. Cloudpan of the Fargo project was filed in April 20@8d is anticipated to be received in mid-
2010. The Minnesota route permit for the St. Clauéargo portion of the Fargo Project was filedGmtober 1, 2009. Portions of the projects
would also require approvals by federal officiatsl dy regulators in North Dakota, South Dakota Afisconsin. After regulatory need is
established and routing decisions are completatstaaction will begin. The lines would be expectedhe completed over a period of two to
four years. Great River Energy and Xcel Energyleading these projects, and OTP and eight othktiegiare involved in permitting,

building and financing. OTP is directly involvedtimo of these three 345-kV projects.
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OTP serves as the lead utility in a fourth CapX@Q2oup 1 project, the Bemidji-Grand Rapids 2304k, which has an expected $ervice
date of 2012-2013. OTP filed a CON for this foystbject on March 17, 2008. The MNOES staff comuldigefing papers regarding the
Bemidji-Grand Rapids route permit application. MHOES staff recommended to the MPUC that: (1) theée permit application be found
to be complete, (2) the need determination noebét® a contested case but be handled informgliMBUC review, and (3) the CON and
route permit proceedings be combined as requestedMPUC met on June 26, 2008 to act on the MNQES ecommendation. The MPL
agreed that the CON and route permit applicatioaewomplete. The MNOES subsequently recommendetkeamination that need for the
line has been established. An environmental refpothe CON was issued in April 2009. CON hearingse conducted on May 20 and
May 21, 2009 and a summary of comments was issngdioe 8, 2009. The CON was issued on July 9, 266%he written order received
July 14, 2009. The applicants continue to work wiita MNOES to define the schedule for issuancéefraft environmental impact
statement (EIS) and the route contested case hedtie route hearing is expected to occur in e20l0. The MPUC is expected to detern
the route for this line and, if appropriate, issu®ute permit in fall 2010. A federal EIS alsolwié needed for this project.

Minnesota law requires an annual filing of a cdmteucture petition with the MPUC. In this filithe MPUC reviews and approves the ca
structure for OTP. Once the petition is approve@P@nay issue securities without further petitiorapproval, provided the issuance is
consistent with the purposes and amounts setifottie approved capital structure petition. OTRigrent capital structure petition is in effect
until the MPUC issues a new capital structure ofde2010. The MPUC ordered OTP to file its 201ita structure petition by the end of
March 2010.

North Dakote

OTP is subject to the jurisdiction of the NDPSChwrigspect to rates, services, certain issuancesoofities and other matters. The NDPSC
periodically performs audits of gas and electrititi#s over which it has rate setting jurisdictitmdetermine the reasonableness of overal
levels. In the past, these audits have occasionadlylted in settlement agreements adjusting exild for OTP. The North Dakota Energy
Conversion and Transmission Facility Siting Actrgsathe NDPSC the authority to approve sites intiNBrakota for large electric generating
facilities and high voltage transmission lines.sSTAct is similar to the Minnesota Power Plant $jtict described above and applies to
proposed new electric power generating plants ekonge0,000 kW and proposed new transmission lividsa design in excess of 115 kV.
OTP is required to submit a ten-year plan to thé”?SB annually.

The NDPSC reserves the right to review the issuahséocks, bonds, notes and other evidence obiedmess of a public utility. However,
the issuance by a public utility of securities ségied with the Securities and Exchange Commissierpressly exempted from review by the
NDPSC under North Dakota state le

On May 21, 2008 the NDPSC approved OTP’s request feRenewable Resource Cost Recovery Rider to e@2bP to recover the North
Dakota share of its investments in renewable enfagjiities it owns in North Dakota. The North DakdRenewable Resource Cost Recovery
Rider Adjustment (NDRRA) of $0.00193 per kwh waslirded on North Dakota customers’ electric sergiz@ements beginning in

June 2008, and reflects cost recovery for OTP'sitysseven 1.5 MW wind turbines and collector systeitinat_angdon Wind Energy Cent
which became fully operational in January 2008. filer also allows OTP to recover costs associiddother new renewable energy
projects as they are completed. OTP included invest costs and expenses related to its 32 windneslat the Ashtabula Wind Energy
Center that became commercially operational in Nadwer 2008 in its 2009 annual request to the NDRSGcrease the amount of the
NDRRA. An NDRRA of $0.0051 per kwh was approvedthy NDPSC on January 14, 2009 and went into effeginning with billing
statements sent on February 1, 2009.

On November 3, 2008 OTP filed a general rate aadith Dakota requesting an overall revenue irsgred approximately $6.1 million, or
5.1%, and an interim rate increase of approximatel$o, or $4.8 million annualized, that went inffeet on January 2, 2009. In an order
issued by the NDPSC on November 25, 2009 OTP wagept an increase in North Dakota retail electies of $3.6 million, or
approximately 3.0%, which went into effect in Ded®mn2009. The NDPSC order authorizing an interita nacrease required OTP to refund
North Dakota customers the difference between final interim rates, with interest. OTP establishedfund reserve for revenues collec
under interim rates that exceeded the final rateese. The refund reserve balance was $0.9 mébosf December 31, 2009, which was
refunded to North Dakota customers in January 20T® deferred recognition of $0.5 million in ratese-related filing and administrative
costs that are subject to amortization and recoveey a three-year period beginning in January 2010

In a proceeding that was combined with OTP’s gdmata case, the NDPSC reviewed whether to movedkts of the projects currently
being recovered through the NDRRA into base rast i@rovery and whether to make changes to the vdsettlement of the general rate
case and the NDRRA reduced the NDRRA to $0.0036¢hfoperiod from December 1, 2009, until the dffecdate for the next annual
NDRRA filing, requested to be April 1, 2010. Becauke 2008 annui
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NDRRA filing was combined with the general rateecpsoceedings (concluded in November 2009), th® 2Bdwual filing to establish tt
2010 NDRRA rate (which includes cost recovery famR3s investment in its Luverne Wind Farm projecgsadelayed until December 31,
2009, with a requested effective date of April @1@. Terms of the approved settlement providelerrecovery of accrued but unbilled
NDRRA revenues over a period of 48 months beginiintanuary 201(

North Dakota legislation also provides a mecharfnautomatic adjustment outside of a general padeeeding to recover jurisdictior
capital and operating costs incurred by a pubilityfor new or modified electric transmission fhities. OTP requested recovery of such
costs in its general rate case filed in Novemb®&82@nd was granted recovery of such costs by BDRIC in its November 25, 2009 order.

In February 2005, OTP filed a petition with the NEXPto seek recovery of certain MISO-related cdsisugh the fuel clause adjustment
(FCA) in North Dakota. The NDPSC granted interiraaeery through the FCA in April 2005, but conditazhthe relief as being subject to
refund until the merits of the case are determihedugust 2007, the NDPSC approved a settlememteggent between OTP and an
intervener representing several large industriatamers in North Dakota. Under the approved seétgragreement, OTP refunded $493,000
of MISO schedule 16 and 17 costs collected thrahgh=CA from April 2005 through July 2007 to NoBlakota customers beginning in
October 2007 and ending in January 2008. OTP aafaacognition of these costs plus $330,000 in M$8kedule 16 and 17 costs incurred
from August 2007 through December 2008 and reqdestovery of these deferred costs in its genatelcase filed in North Dakota in
November 2008. OTP began amortizing its deferreB®schedule 16 and 17 costs in North Dakota 0@&-month period beginning in
December 2009 in conjunction with the implementatd rates approved by the NDPSC in its Novembe2P89 order. As of December 31,
2009 the balance of OTP’s deferred MISO schedulart17 costs was $1,091,000. Base rate recoveonfgoing MISO schedule 16 and
17 costs was also approved by the NDPSC in its Mdéee 25, 2009 order.

A filing in North Dakota for an advance determioatiof prudence of Big Stone 1l was made by OTP avé&nber 2006. On August 27, 2008,
the NDPSC determined that OTP’s participation ig Btone Il was prudent in a range of 121.8 to 139.Mhe NDPSC decision was
appealed to Burleigh County District Court by inmers in the matter, which affirmed the NDPCS'sisien in August 2009. The
interveners appealed to the North Dakota Supremet@oNovember 2009. In its August 27, 2008 dexisihe NDPSC also ordered OTP to
file, for approval, proposals to implement demaitte snanagement and conservation programs identiiadore economic resources than
Big Stone II. This filing was submitted in Febru&@09. On January 20, 2010, OTP filed a request thit NDPSC for a determination that
continuing with the Big Stone |l project would rfaive been prudent. North Dakota’s advance detetioinaf prudence statute allows a
utility to recover costs, and a reasonable returthe costs pending recovery, for a project preslipdeemed prudent and for which the
NDPSC later makes a determination that continuiitg the project was no longer prudent. The al-referenced intervener appeal of the
NDPSC's initial advance determination of prudence fog Bitone Il has been suspended pursuant to an agmeefirthe parties, pending the
outcome of OTP’s subsequent request for a detetimmthat continuing with the project would not ledyeen prudent.

On December 14, 2009 OTP filed a request with tB®8C for deferred regulatory accounting treatmenttfe costs incurred related to
cancelled Big Stone Il plant. The NDPSC has appdi@in administrative law judge. OTP expects a pteshiearing on this request in

May 2010. If the NDPSC denies the request to ugeridel accounting or eventually denies recovergliobr any portion of the deferred cos
the costs would be subject to expense in the péhieylare deemed to be inappropriate for deferrahoecoverable.

On October 5, 2009, OTP filed an application fomdmance determination of prudence with the NDP@G$ proposed participation in three
of the four Group 1 CapX 2020 transmission linggets (Fargo-St. Cloud, Brookings-Southeast Twitie€j and Bemidji-Grand Rapids). An
administrative law judge has been assigned to adralbearing that is currently scheduled for ARELO.

South Dakota

Under the South Dakota Public Utilities Act, OTRsimject to the jurisdiction of the SDPUC with respto rates, public utility services,
establishment of assigned service areas and othiggensy OTP is not currently subject to the jugidn of the SDPUC with respect to the
issuance of securities. Under the South Dakotadggnieacility Permit Act, the SDPUC has the authotityapprove sites in South Dakota for
large energy conversion facilities (100,000 kW are) and transmission lines with a design of 1150kvhore.

On October 31, 2008 OTP filed a general rate acaSouth Dakota requesting an overall revenue iseredapproximately $3.8 million, or
15.3%, which included, among other things, recowéiyivestments and expenses relating to renewablmirces in base rates. OTP increi
rates by approximately 11.7% on a temporary basjgnning with electricity
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consumed on and after May 1,2009, as allowed uBdeth Dakota law. In an order issued by the SDPWQume 30, 2009 OTP was granted
an increase in South Dakota retail electric rafek2® million, or approximately 11.7%. OTP implembed final, approved rates in July 2009.

On December 14, 2009 OTP filed a request with DB3C for deferred regulatory accounting treatmenttie costs incurred related to
cancelled Big Stone Il plant. On February 9, 2013$DPUC approved the deferred accounting treatfoettie South Dakota jurisdictional
portion of the costs. OTP will request recovenandl a return on these costs during the filingoh#xt general rate case. If the SDPUC w
deny recovery of all or any portion of the defercedts, the costs would be subject to expenseesip¢hiod they are deemed to be
unrecoverable.

On January 4, 2007 the SDPUC encouraged all investaed utilities in South Dakota to be part oftamergy Efficiency Partnership to
significantly reduce energy use. On July 28, 20@83DPUC approved OTP’s energy efficiency plarSfouth Dakota customers. The plan is
being implemented with program costs, carryingsasid a financial incentive being recovered throaiglapproved rider.

FERC

Wholesale power sales and transmission rates bjecsto the jurisdiction of the FERC under the &madl Power Act of 1935, as amended.
The FERC is an independent agency, which has jatisd over rates for wholesale electricity sakeansmission and sale of electric enerc
interstate commerce, interconnection of facilitesg accounting policies and practices. Filed ratesffective after a one day suspension
period, subject to ultimate approval by the FERC.

On October 30, 2009, OTP filed a request with tBRE for approval of various transmission infrastuoe investment incentives and
proposed revisions to OTP’s transmission formula wader Attachment O of the MISO’s Open Access3imaission, Energy and Operating
Reserve Markets Tariff. OTP requested recovery p00% of prudently incurred Construction WorkProgress (CWIP) in rate base, and
(2) 100% prudently incurred costs of transmisskailities that are cancelled or abandoned for mreageyond OTP'’s control (Abandoned
Plant Recovery). In addition, OTP proposed changdés Attachment O — OTP to recover its revenugueement under a forward-looking
formula rate using projected test period cost igpuith an annual true-up, rather than a formula batsed on historic test period data. On
December 30, 2009, the FERC issued an order apy@TP’s request for 100% CWIP recovery and 100%n&loned Plant Recovery for
OTP’s proposed investment in the CapX 2020 transiorisprojects (Fargo project, Bemidji project amddkings project) to be effective
January 1, 2010. In addition, the FERC conditighafiproved OTP’s request for using a forward logké#tttachment O under the MISO
Tariff to be effective January 1, 2010 pendingd¢bmpletion of a compliance filing.

Revenue Sufficiency Guarantee (RSG) Chardgiace 2006, OTP has been a party to litigatidodeethe FERC regarding the application of
RSG charges to market participants who withdrawggnrom the market or engage in financial-onlytwal sales of energy into the market
or both. These litigated proceedings occurred weisd electric rate and complaint dockets befoeeRERC and several of the FERC's orders
are on review before the United States Court ofeégipfor the District of Columbia Circuit (D.C. Ciit).

On November 7, 2008 the FERC issued an order araraty and compliance in the RSG proceeding, rewgits determination in a prior
order and stating that MISO should remove the velwfvirtual supply offers of market participantsetiphysically withdrawing energy—
from the denominator of the rate calculation fropriR25, 2006 forward. MISO interpreted the ordentean that all virtual supply offers and
deviations in the denominator of the rate calcafathat do not ultimately pay the rate should meaeed from April 1, 2005 (start of the
Energy Market) forward. On November 10, 2008 th&EHssued an order finding the current RSG ratasirgnd unreasonable and accef
an interim rate that applied RSG charges to alligirsales until such time as MISO makes a subsgdiliag of the new RSG rate.

On May 6, 2009 the FERC issued an order on rehgafithe November 10, 2008 order. The May ordeeveld MISO from having to reset
RSG payments resulting from the FERC's earlierslenito remove the words “actually withdraws en&@WwE) from the RSG tariff
provisions. Absent this relief (or waiver), the @mal of the AWE language would have had two rel¢uapacts on the RSG charge: (1) it
would tend to reduce the RSG rate because theleateminator would include all virtual supply volusrend (2) it would impose RSG
charges on all cleared virtual supply transactidine waiver applies to the period August 10, 200@ugh November 9, 2008. Beginning
November 10, 2008, the MISO is obliged to res&®®5 charges by recalculating the RSG rate and inR&G charges on all virtual supj
transactions.

On June 12, 2009 the FERC issued an order on iagezrthe November 7, 2008 order. The June omtea, minimum, relieved MISO from
having to resettle RSG payments resulting fromdiffgrence between the mwhs associated with visuaply in the denominator of the R
rate and the billing determinants associated wiitiual supply transactions (VSO mismatch). Thisefglor waiver) applies to the period
April 25, 2006 through November 4, 2007. Since QidRld have
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had a payment obligation during this period assediavith the virtual supply and other mismatchhe, lune order eliminates that payment
obligation. However, the June order, like manyhef 6ther orders in this docket, is subject to dpfeeteview and potential reversal.
Beginning from November 5, 2007, MISO is obligatedesettle to correct the VSO mismatch. As of Seyiter 30, 2009, OTP had paid al
resettlement obligations determined and imposedlIS0. On August 7, 2009 the FERC issued an ordguireng MISO’s RSG Task Force
to develop a recommendation on any transactioristitld be exempted from paying RSG charges. 3@ Rask Force has completed its
review and provided recommendations to the FER@. Gbompany does not know when these litigation mdiceys will conclude.

The Comprehensive Energy Policy Act of 2005 (the22Bnergy Act), signed into law in August 2005, statially affected the regulation of
energy companies, including OTP. The 2005 Energyafttended federal energy laws and provided the FERCnew oversight
responsibilities. Among the important changes imm@ated as a result of this legislation were thio¥ahg:

» The Public Utility Holding Company Act of 1935YPICA) was repealed effective February 8, 2006. PBHfgnificantly restricted
mergers and acquisitions in the electric utilitgtee.

* FERC was authorized to create an Electric Réitglfdrganization (ERO) to establish and enforcendatory reliability rules
regarding the interstate electric transmissionesgsin July 2006, FERC approved the applicatiothefNorth American Electric
Reliability Corporation (NERC) to become the ER®@tfte United States. On January 1, 2007 the ER@rbegerating

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

» Federal support was made available for certaimabeal power initiatives, nuclear power projectd eenewable energy technolog
MEMA

OTP is a member of the Mid-Continent Energy Marfefsssociation (MEMA) which is an independent, raofit trade association
representing entities involved in the marketingoérgy or in providing services to the energy ingusMEMA operates in the MAPP, MISO,
Southwest Power Pool, PJM Interconnection, LLC @adtheast regions and was formed in 2003 as assacerganization of the Power ¢
Energy Market of MAPP. Power pool sales are coretlicontinuously through MEMA in accordance withesdhies filed by MEMA with th
FERC.

MRO

OTP is a member of the Midwest Reliability Orgati@a (MRO). The MRO, a non-profit organization,ose of eight Regional Reliability
Councils that comprise the NERC. The MRO operatesnsure the reliability of the bulk power systenthe Midwest part of North America.
The MRO, through its balanced stakeholder boartl imidependent oversight, operates independentty &loy member, market participant or
operator, so that the standards developed andoeafdry the MRO are fair and administered withowtuainfluence from market participat
The MRO is approximately 40% larger in terms of @ed use load than MAPP. The MRO region includeeertttan 40 members supplying
approximately 280 million mwhs to more than 20 moiil people. Its membership is comprised of muniaipiities, cooperatives, investor-
owned utilities, a federal power marketing ageri€gnadian Crown Corporations and independent porvegiugers.

MISO

OTP is a member of the MISO. As the transmissi@vider and security coordinator for the region, &0 seeks to optimize the efficien
of the interconnected system, provide regionaltsmis to regional planning needs and minimize tiskeliability through its security
coordination, long-term regional planning, markeinitoring, scheduling and tariff administration &tions. The MISO covers a broad region
containing all or parts of 13 states and the Caragrovince of Manitoba. The MISO began operatiaoatrol of OTP’s transmission
facilities above 100 kV on February 1, 2002 but GbRtinues to own and maintain its transmissioetass

The MISO Energy Markets commenced operation onlAp2005. Through its Energy Markets, MISO seekddvelop options for energy
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) commenaadJanuary 6, 2009. The market facilitates theipron of Regulation, Spinning
Reserve and Supplemental Reserves. The ASM integtia¢ procurement and use of regulation and ageicy reserves with the existing
Energy Market. OTP has actively participated inrerket since its commencement.
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In December 2008 pursuant to the provisions oMIi8O Transmission Owners Agreement, OTP sent MIS&ter of intent to withdraw

from MISO on or after December 31, 2009. This pdural step was taken to allow OTP the earliestlabks opportunity to withdraw from
MISO if its concerns about the unintended consecgeeproduced by the MISO Tariff, which imposedspdiportionate allocation of charg
to its customers, attributable to the allocatioradts for transmission network upgrades, cannegjpéably resolved. Withdrawal from

MISO would require OTP to either secure replaceméand/or self-provide the services currently jided by MISO. In December 2009,
OTP provided MISO notice that it was reaffirming iitotice of intent to withdraw given the on-gointcartainty around the potential for large
negative impacts on OTP customers.

MAPP

OTP had been a participant in the MAPP generaggerve sharing pool, which operates in parts dfteitates in the Upper Midwest and in
three provinces in Canada. As a result of the sfadf the ASM, OTP withdrew from the generatioseree sharing pool of MAPP as of
March 1, 2009. The MAPP generation reserve sharad provided for, among other things, the contimgyereserves necessary to meet
certain major events such as the loss of a largergéing unit or a transmission line.

Other

OTP is subject to various federal and state lamg@duding the Federal Public Utility Regulatory Ridis Act and the Energy Policy Act of
1992, which are intended to promote the consematf@®nergy and the development and use of aliemahergy sources, and the 2005
Energy Act described above.

The holding company reorganization was subjecand, received approvals from, the MPUC, NDPSC, SDPuwd FERC.

Competition, Dereqgulation and Legislation

Electric sales are subject to competition in soreasfrom municipally owned systems, rural electdoperatives and, in certain respects,
from on site generators and cogenerators. Eletgtid¢éso competes with other forms of energy. Thgrele of competition may vary from time
to time depending on relative costs and suppliesiudr forms of energy. OTP may also face competidis the restructuring of the electric
industry evolves.

The Company believes OTP is well positioned toumesssful in a competitive environment. A comparisbOTP’ electric retail rates to tl
rates of other investor-owned utilities, coopergiand municipals in the states OTP serves indi€a1d°’s rates are competitive.

Legislative and regulatory activity could affectepgtions in the future. OTP cannot predict therigmr substance of any future legislation or
regulation. The Company does not expect retail eitipn to come to the States of Minnesota, Nor#tk@a or South Dakota in the
foreseeable future. There has been no legislatitieraregarding electric retail choice in any of gtates where OTP operates. The Minnesota
legislature has in the past considered legislatibith would regulate holding companies doing bussneithin the state that include in the
ownership chain a public utility. Proposed legisiatin 2009 would have foreclosed public utilities,holding companies of which public
utilities are members, from acquiring an interash icompany that is not a public utility or thatdamot receive 50 percent or more of its
revenue from electric or gas utility-related busieThis legislation, which failed, could have liedi the Company’s ability to maintain and
grow its nonelectric businesses.

OTP’s 49.5 MW portion of the Luverne Wind Farm, aiiachieved commercial operation in September 2088efited from the American
Recovery and Reinvestment Act of 2009 (ARRA). O&&eived $30.2 million under provisions authorizgdh®e ARRA, and this sum was
used to partially finance OTP’s investment in itstipn of the Luverne Wind Farm.

OTP is unable to predict the impact on its operati@sulting from future regulatory activities,frduture legislation or from future taxes that
may be imposed on the source or use of energy.

Environmental Regulation

Impact of Environmental LawsOTP’s existing generating plants are subjectiogent federal and state standards and regutatiegarding,
among other things, air, water and solid wasteugiolh. In the five years ended December 31, 2002 @Vested approximately $17.8 milli
in environmental control facilities. The 2010 canstion budget includes approximately $0.5 millfon environmental equipment for existi
facilities.
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Air Quality : Pursuant to the Federal Clean Air Act (the CAAg Environmental Protection Agency (EPA) has prigaied national primary
and secondary standards for certain air pollutants.

The primary fuels burned by OTP’s steam genergilagts are North Dakota lignite coal and westetvbguminous coal. Electrostatic
precipitators have been installed at the principats at the Hoot Lake Plant. Hoot Lake Plant artiirbine generator, which is the smallest of
the three coal-fired units at Hoot Lake Plant, wetsed as of December 31, 2005. OTP has retamednit 1 boiler for use as a source of
emergency heat. A fabric filter collects particakafrom stack gases on Hoot Lake Plant unit 1. Aesalt, OTP believes the units at the Hoot
Lake Plant currently meet all presently applicdblteral and state air quality and emission starsdard

During the fall 2007 maintenance outage at theRane Plant, the demonstration project Advancedridjh technology was replaced with a
pulse jet baghouse. The South Dakota Departmdahafonment and Natural Resources issued a Tillp€rating Permit to the Big Stone
site on June 9, 2009 allowing for operation of bibh existing Big Stone Plant and Big Stone II. Amust 3, 2009 the Sierra Club and Clean
Water Action petitioned the EPA to object to certditle V permit provisions applicable to Big StolheThe Big Stone Plant Title V permit
provisions were unchallenged and Big Stone Planticoes to operate under those provisions. TheSBige Plant is currently operating
within all presently applicable federal and stategaality and emission standards.

The Coyote Station is equipped with sulfur diox{8©2) removal equipment. The removal equipment—refetoegs 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 presentjypdicable federal and state air quality and
emission standards.

The CAA, in addressing acid deposition, imposediiregnents on power plants in an effort to redud@nal emissions of S@and nitrogen
oxides (NOx).

The national SQemission reduction goals are achieved through &ehdased system under which power plants areaéfidc‘emissions
allowances” that will require plants to either reduheir SQ emissions or acquire allowances from others toesehcompliance. Each
allowance is an authorization to emit one ton 0f2SS02 emission requirements are currently being met bgfadTP’s generating facilities
without the need to acquire other allowances fonglaance.

The national NG emission reduction goals are achieved by imposiagdatory emissions standards on individual soutoasrder to meet
the national NQ emission standards required at the Hoot Lake Riaib®2 in 2008, OTP installed low N¢burners and over-fire air in the
first quarter of 2008, enabling the unit to meet dmnual average emission rate. The remaining géngunits meet EPA N@emission
regulations. All of OTP’s generating facilities nieeé NOx standards during 2009.

The EPA Administrator signed the final Interstate @Quality Rule, also known as the Clean Air Intats Rule (CAIR), on March 10, 2005.
The EPA has concluded that 3@nd NOxare the chief emissions contributing to interstedasport of particulate matter less than 2.5
microns (PM2.5). The EPA also concluded that Néissions are the chief emissions contributingztine non-attainment.

Twenty-three states and the District of Columbiaeseund to contribute to ambient air quality PMBdn-attainment in downwind states.
that basis, the EPA proposed to cap230d NOx emissions in the designated states. Minnesotaneisdied among the twenty-three states
for emissions caps. Twenty-five states were founcbintribute to downwind 8-hour ozone non-attaintnBione of the states in OT$5ervice
territory were slated for N@reduction for ambient air quality 8-hour ozone rattainment purposes. On July 11, 2007, the U.Srt@du
Appeals for the D.C. Circuit vacated CAIR and th&lR federal implementation plan in its entirety. Oecember 23, 2008, the court
reconsidered and remanded the case for the EP@&nttuct further proceedings consistent with the £eprior opinion. The court did not
impose a definitive deadline by which the EPA numtect CAIR, although the EPA informed the Cobettdevelopment and finalization of
the replacement CAIR rule could take place by nid® On January 16, 2009, the EPA proposed amatentould stay the effectiveness of
CAIR and the CAIR federal implementation plan fousces in Minnesota while the EPA conducts noticg-eomment rulemaking on
remand from the D.C. Circuit’s decisions in thehtion on CAIR. Remanding the issue to the EPAfdother consideration, the court held
that the EPA had not adequately addressed erfegedl by Minnesota Power in the EPA’s analysis sty inclusion of Minnesota.
Neither the EPA nor any other party sought rehgairthis part of the col’s CAIR decision. Public notice of the final rulaging the
implementation of CAIR in Minnesota appeared inlovember 3, 2009 Federal Register. Given the taicgy of whether Minnesota will
be included in CAIR as a result of future EPA ruéing, the impact on OTP facilities is uncertairhég time. Nonetheless, NgEmissions
control equipment has been installed on Hoot LdkatRinit 2 as described above, and was instaltednit 3 in 2006 in anticipation of
having to meet CAIR requirements.
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The CAA callls for the EPA to study the effects ofigsions of listed pollutants by electric steameagating plants. The EPA has completed
the studies and submitted reports to CongressCR#erequired the EPA to make a finding as to whetlegulation of emissions of
hazardous air pollutants from fossil fuel-firedatte utility generating units is appropriate aretassary. On December 14, 2000 the EPA
announced it affirmatively decided to regulate meyemissions from electric generating units. TiRABPublished the proposed mercury t
on January 30, 2004. The proposal included twaoaptfor regulating mercury emissions from coaldigdectric generating units. One option
would set technology-based maximum achievable obtechnology standards under paragraph 111(d)eoCAA. The other option
embodied a market-based cap and trade approachissiens reduction. The EPA published final rutesiay 2005 based on the cap and
trade approach. On October 28, 2005 the EPA anmaluaceconsideration of portions of the final rukégal rules were published on June 9,
2006 that maintained the cap and trade approachre®ruary 8, 2008 the United States Court of Appéalthe D.C. Circuit granted petitio
for review of the EPA rules and vacated the rutes tvould have allowed the EPA to regulate mereumnyssions based on a cap and trade
approach. On March 14, 2008 the U.S. Court of Afspies the D.C. Circuit issued a mandate vacatirgEPA final rule regulating utility
mercury emissions. The EPA appealed the court'sidecto the U.S. Supreme Court, but withdrew fipeal in early 2009. The Supreme
Court denied the appeals of other parties to thgation on February 23, 2009. The EPA rulemakmglated to proceed under the maximum
achievable control technologies (MACT) provisiortloé CAA section 112(d) for existing units and sattl12(g) case-by-case MACT
provisions for affected new units. EPA and petiémhave agreed to a schedule where EPA would &idapMACT rules that regulate
hazardous air pollutants, including mercury, by Biomber 16, 2011. OTP anticipates that the MACT stechdhay require installation of
control technology at its power plants, but it caintetermine what will ultimately be required toehéhe EPA’s final standard. Given the
potential for legal challenges and regulatory utaieties associated with EPA’s revised rulemakihig, not possible to assess to what extent
the EPA rulemaking will impact OTP.

In 1998 the EPA announced its New Source Reviewlieament Initiative targeting coal-fired utilitigsetroleum refineries, pulp and paper
mills and other industries for alleged violatiorigtee EPA’s New Source Review rules. These rulgsire owners or operators that construct
new major sources or make major modifications istarg sources to obtain permits and install aityimn control equipment at affected
facilities. The EPA is attempting to determinerifission sources violated certain provisions of@#eA by making major modifications to
their facilities without installing state-of-thetaoollution controls. On January 2, 2001 OTP reedia request from the EPA, pursuant to
Section 114(a) of the CAA, to provide certain imf@tion relative to past operation and capital aoiesibn projects at the Big Stone Plant.
OTP responded to that request. In March 2003 th &ducted a review of the plant’s outage recasla follow-up to their January 2001
data request. A copy of the designated documendgwevided to the EPA on March 21, 2003. On Jan8aB009, OTP received another
request from EPA Regions 5 and 8, pursuant to &edtl4(a) of the CAA, to provide certain informati@lative to past operation and capital
construction projects at the Big Stone Plant, Ceygtation and Hoot Lake Plant. OTP filed timelyp@sses to the EPA'’s requests on
February 23, 2009 and March 31, 2009. In July 2859 Region 5 issued a follow-up information reduweish respect to certain
maintenance and repair work at the Hoot Lake P@m® responded to the request. At this time, OTihoidetermine what, if any, actions
will be taken by the EPA.

On November 20, 2006, the Sierra Club notified GhE the two other Big Stone Plant co-owners ahitsnt to sue alleging violations of the
Prevention of Significant Deterioration (PSD) reguients of the CAA at the Big Stone Plant with ex$pio three past plant activities. On
June 10, 2008 the Sierra Club filed a complainh@U.S. District Court for the District of Souttakbta (Northern Division) against the
Company and two other co-owners of the Big Stom@tPIThe complaint alleges certain violations & BSD and New Source Performance
Standards (NSPS) provisions of the CAA and cenilations of the South Dakota State ImplementaBtan (South Dakota SIP). The act
further alleges the defendants modified and opérBig Stone without obtaining the appropriate pésmvithout meeting certain emissions
limits and NSPS requirements and without instalipgropriate emission control technology, all aldlg in violation of the CAA and the
South Dakota SIP. The Sierra Club alleges the diefiets’ actions have contributed to air pollutiond arsibility impairment and have
increased the risk of adverse health effects amtt@mmental damage. The Sierra Club seeks botradstory and injunctive relief to bring the
defendants into compliance with the CAA and thetB@akota SIP and to require the defendants to dgrtiee alleged violations. The Sierra
Club also seeks unspecified civil penalties, intigch beneficial mitigation project. The Companyidees these claims are without merit and
that Big Stone has been and is being operatedmpkance with the CAA and the South Dakota SIP. @R the caswners filed a motion t
dismiss the citizen’s suit. On March 31, 2009, Etigtrict Court granted the Big Stone Plant co-ovgharotion to dismiss the Sierra Club’s
citizen suit against the co-owners for allegedations of the PSD provisions of the CAA, the SdD#kota SIP, and the NSPS of the CAA.
On April 17, 2009 Sierra Club filed a Motion for &esideration of the Amended Memorandum and OrdexddApril 6, 2009. The District
Court denied the motion on July 22, 2009. On JOly2®09, the Sierra Club appealed the District €®decision to the U. S. Court of
Appeals for the 8th Circuit. On October 13, 200@, United States Department of Justice filed a omagieeking a 3@ay extension of the tin
to file an amicus brief in support of the Sierralé position. The State of South Dakota Departmelmironment and Natural Resource
also participating in the appeal as an amicus hasdfiled a brief in support of the District Cosrdismissal of a claim relating to one of the
past
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plant activities. Briefing was completed on Janu22y 2010 upon the filing of the Sierra Club rephef. The ultimate outcome of these
matters cannot be determined at this time.

On September 22, 2008, the Sierra Club notified @féthe two other Big Stone Plant co-owners ahiisnt to sue alleging violations of the
PSD and NSPS requirements of the CAA with resgetwd past plant activities. The Sierra Club statet unless the matter is otherwise
fully resolved, it intended to file suit in the djgpble district courts any time 60 days after 8eptember 22, 2008 letter. As of the date of this
report the Sierra Club has not filed suit in thelagable district courts as contemplated in thetSmper 22, 2008 notification. OTP believes
that the Big Stone Plant is in material compliandth all applicable requirements of the CAA.

On June 15, 2005 the EPA signed the Regional Hast Bvailable Retrofit Technology (BART) rule. Thde requires emissions reductions
from designated sources that are deemed to coteribwisibility impairment in Class | air qualigreas. The Big Stone Plant is potentially
subject to emission reduction requirements. Atrériest of the South Dakota Department of Envirartraad Natural Resources (DENR),
OTP agreed to model Big Stone Plant emissions @tuate the impact of plant emissions on Class djadlity areas. The modeling effort was
completed and the final report submitted to the BEd March 19, 2008. The report was not acceptalbdd parties and DENR requested
that OTP submit a BART modeling protocol that waeseptable to DENR, EPA, and other federal land mameent agencies. OTP submitted
a modeling protocol in June 2009 and committed a&ing certain changes to the protocol in August2@n September 18, 2009 DENR
approved the modeling protocol and on NovembefR920TP submitted to DENR its analysis of what oariechnology should be
considered BART for NQ, SOz, and particulate matter for the Big Stone Plamthht filing, OTP estimated the cost of BART teclugies

to be approximately $146 million for the Big StdPlant (OTP’s share would be 53.9%).

On January 15, 2010, the DENR provided OTP witbay®f South Dakota’'s draft proposed Regional Hatzge Implementation Plan (SIP).
Comments are requested on or before March 16, Ziith Dakota’s draft proposed Regional Haze StBmenends the sulfur dioxide and
particulate matter emission control technology amtssion rates that generally followed OTP’s BARiBlgsis. The DENR recommended a
Selective Catalytic Reduction (SCR) technologyN@x emission reduction instead of the OTP-recomredrsgparated over-fire air. OTP
estimates the cost of the BART technologies baseti® DENR proposal to be approximately $223 millior Big Stone Plant (OTP’s share
would be 53.9%). The DENR proposes to require B#eRT be installed and operating as expeditiouslprasticable, but no later than five
years from EP.'s approval of the South Dakota Regional Haze &ich is expected no later than January 15, 2011.

The Coyote Station is subject to certain emisdimitdtions under the PSD program of the CAA. TheAERd the North Dakota Department
of Health reached an agreement to identify a pofmsresolving several issues relating to the rinderotocol 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 qualitstieg to impacts of SQemissions is being adequately protected and tH22G2-2003 SQ
emission levels the relevant Class | incrementsateiolated.

The issue of global climate change and the conmettetween global warming and increased levels®f €-a greenhouse gas (GHG)—in
the atmosphere is receiving significant attent@ombustion of fossil fuels for the generation afadlicity is a major stationary source of GO
emissions in the United States and globally. OT&hiswner or part-owner of three baseload, coaifglectricity generating plants and three
fuel-oil or natural gagired combustion turbine peaking plants with a comed generating capability of 679 MW. In 2009, thegants emitte
approximately 3.7 million tons of C&

OTP monitors and evaluates the possible adoptioratidnal, regional, or state climate change an@Gétjislation or regulations that would
affect electric utilities. Debate continues in Coegsg on the direction and scope of U.S. policylonate change and regulation of GHGs.
Although several bills have been introduced in Geng that would compel reductions in @émissions (for example, the U.S. House of
Representatives on June 26, 2009 passed the Amélean Energy and Security Act of 2009, also knawiwWaxmararkey, and the Cle¢
Energy Jobs and American Power Act, also knownesyKBoxer, was introduced in the U.S. Senate gie3aber 30, 2009), there are
presently no federal mandatory GHG reduction resgménts. The likelihood of any federal mandatory £&@hissions reduction program be
adopted by Congress in the near future, and thafgpeequirements of any such program, is uncerthd April 2007, however, the U.S.
Supreme Court issued a decision that determinaditedEPA has authority to regulate @é@nd other GHGs from automobiles as “air
pollutants” under the CAA. The Supreme Court skatdase back to the EPA to conduct a rulemakintgtermine whether GHG emissions
contribute to climate change “which may reason#&ielyanticipated to endanger public health or welfaMhile this case addressed a provi
of the CAA related to emissions from motor vehickeparallel provision of the CAA applies to staoy sources such as electric generators.
The first step in the EPA rulemaking process
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was the publication of an endangerment findindhanDecember 15, 2009 Federal Register where EPAdfthat CO; and five other GHGs
— methane, NQ, hydrofluorocarbons, perfluorocarbons and sulexafluoride — threaten public health and the emrinent.

The EPA'’s final findings respond to the 2007 U.8p@me Court decision that GHGs fit within the CAAlefinition of air pollutants. The
findings do not in and of themselves impose anyssion reduction requirements but rather allow tRé& o finalize the GHG standards
proposed earlier this year for new light-duty védscas part of the joint rulemaking with the Depaant of Transportation. Once these
standards are final, which is expected in early02@e EPA is also expected to finalize its NewrSewReview (NSR) Greenhouse Gas
Tailoring Rule (proposed October 27, 2009). NSRune$ owners and operators that construct new nsajorces to obtain permits and install
air pollution control equipment at affected faddit. The EPA’s proposal would add GHGs to thedigtollutants that must be considered in a
Best Available Control Technology analysis. For reewrces, the EPA proposed a threshold of 25,00 per year of GHGs (C®
equivalent), and is considering a range of 10,00856t000 tons per year for modifications to exgthources. These requirements would a

to future projects by OTP if its potential GHG esiims exceed the EPA’s thresholds. Unless the @se@@nacts legislation directing
otherwise, the EPA could begin to regulate GHG siois under the CAA. Specific requirements of ragah under the CAA’s various
programs, and thus their impact on OTP, are uniceatahis time.

Although standards have not been developed atatienal level, several states and regional orgdioizs are developing, or already have
developed, state-specific or regional legislativigatives to reduce GHG emissions through mangagtoosgrams. In 2007, the state of
Minnesota passed legislation regarding renewal#eggrportfolio standards that will require retdéaricity providers to obtain 25% of the
electricity sold to Minnesota customers from renelaources by the year 2025. The Minnesota ldgiglaset a January 1, 2008 deadline for
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 gdaf reducing the state’s output of GHGs, andritst importing electricity that would
contribute to statewide power sector €€mission. The MPUC, in its order dated Decembef07, has established an estimate of future
CO 2regulation cost at between $4/ton and $30/ton edhitt 2012 and after. Annual updates of the ramgeegjuired. The MPUC has
established the 2009 and 2010 estimates of thly likage of costs of future C&regulation on electricity to be between $9/ton $84d/ton.

The states of North Dakota and South Dakota cuyréiatve no proposed or pending legislation relateithe regulation of GHG emissions,
but North Dakota and South Dakota have 10% renexatdrgy objectives.

While the eventual outcome of proposed and pendintate change legislation and GHG regulation iknawn, OTP is taking steps to
reduce its carbon footprint and mitigate level€£6af2emitted in the process of generating electricityit® customers through the following
initiatives:
»  Supply efficiency and reliability: Between 1999da2008, OTP decreased its G@tensity (Ibs. of CQ/mwh generated) by nearly
16%.

« Conservation: Since 1992 OTP has helped its m&t® conserve more than 1.2 million mwh of eleityrid hat is roughly equivalent
to the amount of electricity that 110,000 averagmés would have used in a year. OTP continuesuoatd customers about energy
efficiency and demand-side management and to watknegulators to develop new programs and measem&smOTP’s integrated
resource plan calls for an additional 100 MW of semration impacts by 202

* Renewable energy: Since 2002, OTP’s customers besn able to purchase 100% of their electricgynfwind generation through
OTP’s TailWinds program. Also, 40.5 MW of purchagexiver agreement wind projects and 138 MW of owwid resources were
on line by December 2009 for serving C's customers

*  Other: OTP will continue to participate as a memtf the EPA’s SF6 (sulfur hexafluoride) Emissieduction Partnership for
Electric Power Systems program. The partnershipgiieely is targeting a reduction in emissions B6Sa potent GHG. SF6 has a
global-warming potential 23,900 times that of €3DTP is studying the potential for certain methestuction projects. Methane |
a global-warming potential 20 times that of @GO TP participates in carbon sequestration resdarogh the Plains C®
Reduction Partnership (PCOR) through the Univemsitiorth Dakota’s Energy and Environmental Rede&@enter. The PCOR
Partnership is a collaborative effort of more tB&mpublic and private sector stakeholders workavgatrd a better understanding of
the technical and economic feasibility of capturdmgl storing anthropogenic G@missions from stationary sources in the central
interior of North America
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In late 2009, two federal circuit courts of appesalersed dismissals of GHG nuisance suits and reeatatihem to district court for trial. OTP
is not a party to any of these suits, and doehae¢ an indication that it will be the subject o€ls a lawsuit. The circuit court opinions,
however, open utility companies and other GHG enstto these actions, which had previously beanid&ed by the district courts as
nonjustifiable based on the political question doet

While the future financial impact of any proposegending climate change legislation, litigationyegulation of GHG emissions is unkna
at this time, any capital and operating costs iremifor additional pollution control equipment 0BGemission reduction measures, such as
the cost of sequestration or purchasing allowararestfset credits, or the imposition of a carbar tr cap and trade program at the state or
federal level could materially adversely affect @@mpany’s future results of operations, cash flaamsl possibly financial condition, unless
such costs could be recovered through regulated eatd/or future market prices for energy.

Water Quality: The Federal Water Pollution Control Act Amendnseoit 1972, and amendments thereto, provide forngnather things, the
imposition of effluent limitations to regulate disrges of pollutants, including thermal discharg@s, the waters of the United States, anc
EPA has established effluent guidelines for tharstelectric power generating industry. Dischargastralso comply with state water quality
standards.

On February 16, 2004 the EPA Administrator sigredfinal Phase Il rule implementing Section 316&bthe Clean Water Act establishing
standards for cooling water intake structures &stain existing facilities. Hoot Lake Plant is O$®nly facility that could be impacted by t
rule. On January 25, 2007 the U.S. Court of AppEalshe Second Circuit remanded portions of tHe ta the EPA. OTP has completed an
information collection program for the Hoot Lake® cooling water intake structure, but given tlwen€decision OTP is uncertain of the
impact on the facility at this time.

OTP has all federal and state water permits prigseatessary for the operation of the Coyote Statioe Big Stone Plant and the Hoot Lake
Plant. OTP owns five small dams on the Otter TaieR which are subject to FERC licensing requirataeA license for all five dams was
issued on December 5, 1991. Total nameplate rétiagufacturer's expected output) of the five dasn3,450 kW.

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

At the request of the Minnesota Pollution Contrgledicy (MPCA), OTP has an ongoing investigationisatdrmer, closed Hoot Lake Plant
ash disposal sites. The MPCA continues to moniterastivities under their Voluntary Investigatiand Cleanup Program. OTP provided a
revised focus feasibility study for remediatioreattatives to the MPCA in October 2004. OTP andMRCA have reached an agreement
identifying the remediation technology and OTP ctetgal the projects in 2006. The effectiveness efrémediation is under ongoing
evaluation.

The EPA has promulgated various solid and hazardais¢ée regulations and guidelines pursuant to, gnotimer 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, tbenprehensive control of various solid and hazasdeastes from generation to final
disposal. The States of Minnesota, North DakotaZmath Dakota have also adopted rules and regnfagiertaining to solid and hazardous
waste. To date, OTP has incurred no significantscas a result of these laws. The future total thpa OTP of the various solid and
hazardous waste statutes and regulations enactibe bgderal government or the States of Minnesdtath Dakota and South Dakota is not
certain at this time.

In 1980, the United States enacted the Compreheisivironmental Response, Compensation and LiaBiit, commonly known as the
Federal Superfund law, which was reauthorized amenagled in 1986. In 1983, Minnesota adopted the btiota Environmental Response
Liability Act, commonly known as the Minnesota Stfped law. In 1988, South Dakota enacted the Regdl&ubstance Discharges Act,
commonly known as the South Dakota Superfund lavt989, North Dakota enacted the Environmental §erary 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 regutatiestances into the environment. These federastatel Superfund laws also establish liak
for cleanup costs and damage to the environmealtiregs from such release or threatened releasegflated substances. The Minnesota
Superfund law also creates liability for persom@iiy and economic loss under certain circumstarn@d@® has not incurred any significant
costs to date related to these laws. OTP is neepty named as a potentially responsible partyeutite federal or state Superfund laws.
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Capital Expenditures

OTP is continually expanding, replacing and impngyits electric facilities. During 2009, approxiragt$146 million was invested for
additions and replacements to its electric utjlitgperties. During the five years ended DecembeRBQ9 gross electric property additions,
including construction work in progress, were apprately $478 million and gross retirements werpragimately $56 million. OTP
estimates that during the five-year period 2010420 Will invest approximately $641 million for ed&ic construction, which includes

$245 million for additional generation and $110lioil for CapX 2020 transmission projects. The rerdar of the 2010-2014 anticipated
capital expenditures is for asset replacementstiansl and improvements across OTP’s generatianstnission, distribution and general
plant.

Franchises

At December 31, 2009 OTP had franchises to opesasn electric utility in all but two incorporatedinicipalities that it serves. All
franchises are nonexclusive and generally werdrmdidgfor 20-year terms, with varying expirationemtNo franchises are required to serve
unincorporated communities in any of the threeestéttat OTP serves. OTP believes that its franshigiébe renewed prior to expiration.

Employees

At December 31, 2009 OTP had approximately 692vedemt full-time employees. A total of 416 emplogege represented by local unions
of the International Brotherhood of Electrical Werk. One labor contract was renewed in January 26dhas an expiration date in the fall
of 2010. The other labor contract was renewedeérfali of 2008 and will expire in the fall of 201QTP has not experienced any strike, work
stoppage or strike vote, and considers its prasdations with employees to be good.

PLASTICS
General

Plastics consists of businesses producing PVCipigee Upper Midwest and Southwest regions of thédd States. The Company derived
8%, 9% and 12% of its consolidated operating regeritom the Plastics segment for each of the tyeaes ended December 31, 2009, 2008
and 2007, respectively. The Company derived 0%aB#615% of its consolidated net income from thestRia segment for each of the three
years ended December 31, 2009, 2008 and 2007 ciesghe. Following is a brief description of thelsasinesses

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

Vinyltech Corporation (Vinyltech)located in Phoenix, Arizona, manufactures anid $/C pipe for municipal water, wastewater, water
reclamation systems and other uses in the Weseuthwestern and South-central regions of the dr8tates.

Together these companies have the current cagaqitypduce approximately 300 million pounds of Ppiie annually.
Customers

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

Competition

The plastic pipe industry is fragmented and contipetidue to the number of producers, the smalllemof raw material suppliers and the
fungible nature of the product. Due to shippingtspsompetition is usually regional, instead ofioral, in scope. The principal areas of
competition are a combination of price, servicerraaty and product performance. Northern Pipe aimyltech compete not only against
other plastic pipe manufacturers, but also dudatile, steel, concrete and clay pipe producersirRyipressure will continue to affect operat
margins in the future.
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Northern Pipe and Vinyltech intend to continue eamnpete on the basis of their high quality produots-effective production techniques and
close customer relations and support.

Manufacturing and Resin Supply

PVC pipe is manufactured through a process knowaxassion. During the production process, PVC couma (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 ¢atifly 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.

The PVC resins are acquired in bulk and shippeibtot of use by rail car. Over the last severakggthere 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 96% and 94% of tiegain purchases in 2009 and 2008, 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 andm@keshutdown 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 and P\jé&@ind the dynamic supply and demand factors wadkivinistorically the markets for
both PVC resin and PVC pipe have been very cycligdl significant fluctuations in prices and grasargins.

Capital Expenditures

Capital expenditures in the Plastics segment tylgigeclude investments in extrusion machines, land buildings and management
information systems. During 2009, capital experréof approximately $4 million were made in thadfits segment. Total capital
expenditures for the five-year period 2010-2014emtémated to be approximately $11 million. Thigastment is primarily to replace existing
equipment.

Employees

At December 31, 2009 the Plastics segment had zippately 134 full-time employees.

MANUFACTURING

General

Manufacturing consists of businesses engaged ifotlosving activities: production of wind towersgstract machining, metal parts stamping
and fabrication, and production of waterfront equgmt, material and handling trays and horticultemitainers.

The Company derived 31%, 36% and 31% of its codatdd operating revenues from the Manufacturingnesq for each of the three years
ended December 31, 2009, 2008 and 2007, respactiMed Company has one customer within the Manufagl segment that accounted for
approximately 13.6% of the Company’s consolidaggnues in 2009. The Company derived (8)%, 15%2864 of its consolidated net
income from the Manufacturing segment for eacthefthree years ended December 31, 2009, 2008 &7q @&pectively. Following is a
brief description of each of these businesses:

BTD Manufacturing, Inc. (BTD) with headquarters located in Detroit Lakes, Msute, is a metal stamping and tool and die manufact
that provides its services mainly to customerhaMidwest. BTD stamps, fabricates, welds and lastr metal components according to
manufacturers’ specifications primarily for the neational vehicle, gas fireplace, health and fisreesd enclosure industries. BTD’s wholly
owned subsidiary, Miller Welding and Iron Worksglnis located in Washington, lllinois and manudmes and fabricates parts for off-road
equipment, mining machinery, oil fields and offshail rigs, wind industry components, broadcaseanée and farm equipment, and serves
several major equipment manufacturers in the Pellifis area and nationwide, including CateuillKomatsu and Gardner Denver.
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DMI Industries, Inc. (DMI), with headquarters located in West Fargo, Nortkhdis manufactures wind towers and other heavylmeta
fabricated products. DMI has manufacturing faetin West Fargo, North Dakota; Tulsa, Oklahomd;Fin Erie, Ontario, Canada. DMI has
a wholly owned subsidiary, DMI Canada, Inc. locateét. Erie, Ontario, Canada.

ShoreMaster, Inc. (ShoreMasterjth headquarters in Fergus Falls, Minnesota, predwand markets residential and commercial watgrfro
equipment, ranging from boatlifts and docks to f#irina systems that are marketed throughout thietU8tates. ShoreMaster has four
wholly owned subsidiaries, Galva Foam Marine Indest Inc., Shoreline Industries, Inc., Aviva Sgoihc., and ShoreMaster Costa Rica
Limitada. ShoreMaster has manufacturing facilitasated in Fergus Falls, Minnesota; Camdenton andtMal, Missouri; and St. Augustine,
Florida.

T. O. Plastics, Inc. (T.O. Plasticslpcated in Minneapolis and Clearwater, Minnesptanufactures and sells thermoformed productshier t
horticulture industry throughout the United Statasaddition, T. O. Plastics produces products saschlamshell packing, blister packs,
returnable pallets and handling trays for shipgnd storing odd-shaped or difficult-to-handle péostsother industries.

Competition

The various markets in which the Manufacturing segnentities compete are characterized by inteos®getition from both foreign and
domestic manufacturers. These markets have maallissted manufacturers with broader product ligesater distribution capabilities,
greater capital resources, excess capacity, labh@rdages and larger marketing, research and dewelat staffs and facilities than the
Company’s manufacturing entities.

The Company believes the principal competitivedesin its Manufacturing segment are product penforce, quality, price, ease of use,
technical innovation, cost effectiveness, custoseevice 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 segment useiatyaf raw materials in the products they mantife, 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 segaternpt to pass the increases in the costs of tia®g materials on to their customers.
Increases in the costs of raw materials that cabpa@assed on to customers could have a negafeat eh profit margins in the
Manufacturing segment.

Backlog

The Manufacturing segment has backlog in placeippart 2010 revenues of approximately $239 miltompared with $241 million one
year ago

Legislation

The demand for wind towers manufactured by DMI aejsen part on the existence of either renewabidgiim 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 Decentier2012.

Capital Expenditures

Capital expenditures in the Manufacturing segmgpitally include additional investments in new méauiuring equipment or expenditures
to replace worn-out manufacturing equipment. Capitpenditures may also be made for the purchatmndfand buildings for plant
expansion and for investments in management infoomaystems. During 2009, capital expenditureapgdroximately $19 million were
made in the Manufacturing segment driven mainlyig/completion of the DMI expansion projects in Wesrgo, North Dakota and Tulsa,
Oklahoma. Total capital expenditures for the Mantifedng segment during the five-year period 201Q4£8re estimated to be approximately
$95 million. This investment is primarily to reptaexisting equipment at the manufacturing companies

Employees
At December 31, 2009 the Manufacturing segmentapguioximately 1,378 full-time employees.
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HEALTH SERVICES

General

Health Services consists of the DMS Health Groupictvincludes businesses involved in the sale afmidstic medical equipment, patient
monitoring equipment and related supplies and aociEs. These businesses also provide equipmentenance, diagnostic imaging
services, and rental of diagnostic medical imagiqgipment.

The Company derived 10%, 9% and 11% of its conat#idl operating revenues from the Health Servicgeet for each of the three years
ended December 31, 2009, 2008 and 2007, respsctiMat Company derived (8)%, 1% and 3% of its cbidated net income from the
Health Services segment for each of the three yaated December 31, 2009, 2008 and 2007, resplgcfiee companies comprising the
DMS Health Group that deliver diagnostic imagingl &iealthcare solutions across the United Statdsdac

DMS Health Technologies, Inc. (DMSHT)ocated in Fargo, North Dakota, sells and sesvitiagnostic medical imaging equipment, cardiac
and other patient monitoring equipment, defibridtat EKGs and related medical supplies and acdessamd provides ongoing service
maintenance. DMSHT sells radiology equipment prilmananufactured by Philips Medical Systems (Plsi)ipa large multhational compan
based in the Netherlands. Philips manufacturesdiampic, radiographic and vascular equipment,galeith ultrasound, computerized
tomography (CT), magnetic resonance imaging (MB$jtpon emission tomography (PET), PET/CT and eardatheterization labs. The
business agreement with Philips expires on Dece®be2013. This agreement can be terminated ordag® written notice by either party
for any reason and can be terminated by Philipsrifain compliance requirements are not met. DM&HIso a supplier of medical film and
related accessories. DMSHT markets mainly to hakgpitlinics and mobile imaging service companies.

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. Regiondicefs are located in Minneapolis, Minnesota; Log#éles, California; and Sioux Falls, South
Dakota. DMS Imaging, Inc. provides services throtalr different business units and one subsidiary:

» DMS Imaging — provides shared diagnostic meditalging equipment and nonphysician personnel (piiynaobile) for MR, CT,
nuclear medicine, PET, PET/CT, ultrasound, mamnuigrand bone density analys

» DMS Interim Solution— offers interim and rental options for diagnostiagmg equipmen

* DMS MedSource Partners — develops long-termiogiahips with healthcare providers to offer dedidain-house diagnostic
imaging equipmen

» DMS Portable -Ray— delivers portable -ray, ultrasound and electrocardiography servicesiteing homes and other faciliti¢

* DMS Health Technologies — Canada, Inc., a suasjdif DMSI is located in Fargo, North Dakota. towides limited interim and
rental options for diagnostic equipment to Canadiiealthcare entitie:

Combined, the DMS Health Group covers the thre&cbad the medical imaging industry: (1) ownersaipl 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 extensiverfadand state regulations relating to licensuvaedact of operation, ownership of facilities,
payment of services and expansion or addition afifi@s and services.

The federal Anti-Kickback Statute prohibits persénasn knowingly and willfully soliciting, receivingoffering 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 federahllecare programs.
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The Ethics and Patient Referral Act of 1989 (Staal) prohibits a physician from making referrals éertain designated health services
payable under Medicare, including services providgthe Health Services companies, to an entiti witich 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 aseht® 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. From time to time, the Centel
Medicare and Medicaid Services (CMS) considerstaidil modifications to the Stark Law that may het limit the ability of physicians to
provide certain imaging services. Changes to Stavk effective October 1, 2009 expand Stark Law cage to persons and entities that
“perform” designated health services. CMS has efingd what it means to perform designated heaithices.

On May 20, 2009, President Obama signed the Frafmt&ment and Recovery Act of 2009, which subsiiptamends the federal False
Claims Act. These amendments significantly expdwdstope of liability for individuals and entitist receive government funds, including
health care providers and suppliers receiving #dends through Medicare or Medicaid. As amendleel False Claims Act imposes liability
on those who knowingly make false or frauduleninetafor federal funds or property, whether or & tlaim is presented to a government
official or employee. A suit under the False Clait can be brought directly by the United Statep&rtment of Justice, or can be brought
by a “whistleblower.” A whistleblower brings suihdehalf of themselves and the United States, lamavhistleblower is awarded a
percentage of any recovery. Conduct that has gigerto False Claims Act liability includes butnist limited to current and past failures to
comply with technical Medicare and Medicaid billirgguirements, failure to comply with certain Mesdie documentation requirements, and
failure to comply with Medicare physician supereisirequirements. Violations of the Stark Law andiAfickback Statute have also served
as the basis of False Claims Act liability. Mangtses have adopted or are seeking to adopt statedkilims act laws modeled on the federal
statute.

The Health Insurance Portability and Accountabifist of 1996 (HIPAA) created federal crimes relatedhealthcare 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.
HIPAA also provides rules to protect the privacy @ecurity of certain patient information.

President Obama signed into law on February 179 288 Health Information Technology for Economid &linical Health Act that among
other things, amends and expands HIPAA privacysaadirity rules, and provides for enhanced enforo¢mfeHIPAA privacy violations by
covered entities and contractors. Entities thaterpce certain privacy or data breaches are sulgjeignificant fines.

In some states a certificate of need or similaulegry approval is required prior to the acquisitof 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 costgéyenting unnecessary duplication of health resesur

DMSI maintains a limited number of Independent Diastic Testing Facilities (IDTFs) that enroll iretMedicare program as participating
Medicare suppliers, so that they may receive reisdment directly from the Medicare program for &sgs provided to Medicare
beneficiaries. Over the last two years CMS hasdsule changes increasing the oversight of IDTRgse regulations delineate certain
stringent performance standards for IDTFs includitapdards for physical facilities, patient privamchnician qualifications, insurance,
equipment inspections, reporting changes to CMgsiplan supervision, and the manner in which ID&Fsdefined and enrolled in
Medicare. These standards also include a provjsiohibiting certain staff or space sharing arrangets

The final rules published as part of the 2008 MadidPhysician Fee Schedule also alter the scojee déderal anti-markup rule for
diagnostic tests, a federal law which delineatetimces when physicians and other suppliers atehited from marking-up to Medicare the
price of diagnostic tests when the physician penfog or supervising the test does not share aipeaafith the billing physician or other
supplier.

CMS also finalized regulations that require moblil@gnostic entities under certain circumstancesntoll in the Medicare program for
diagnostic tests that they perform and to bill Medé directly these tests. Medicare has publishidhgce indicating that entities that leas:
contract with a Medicare enrolled supplier or pd&rito provide equipment and/or nonphysician perebneed not enroll in Medicare and
directly for tests performed. Both the changeh®Nledicare anti-markup rule and the mobile diatiodssting rules are subject to
interpretation by Medicare and local Medicare &g
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and could require us to make operational changeth&more, if we are found not to be in compliandth these rules, or if Medicare
reimbursement available to certain customers isined by these rules, our business could be adyaaffected.

Additional federal and state regulations that tlealth Services companies are subject to include ks 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 imggind therapeutic equipment. Courts and
regulatory authorities have not fully interpretesignificant number of the current laws and regatet.

President Obama and members of Congress have ppimmificant reforms to the U.S. healthcare sysieis not possible to predict at this
time whether the proposed legislation will be eadand, if so, in what form. Therefore, the Compeamynot say with any certainty what
effect U.S. healthcare reform will have on the lte&8ervices companies.

The Health Services companies continue to mongwetbpments in healthcare law. The Health Servoespanies believe their operations
comply with these laws and they are prepared toifjwtiieir operations from time to time as the legall regulatory environment changes.
However, there can be no assurances that the Heatices companies will always be able to modiBirtoperations to address changes in
the legal and regulatory environment without anyeagle effect to their financial performance. Thasamuences of failing to comply with
applicable laws can be severe, including crimireadglties. In many instances violations of appliedaiv can result in substantial fines and
damages. Moreover, in some cases violations ofcgipé law can result in exclusion in participatiarfederal and state healthcare programs.
If any of the Health Services companies were exaludom participation in federal or state healtkegarograms, our customers who
participate in those programs could not do busimggsus.

Reimbursement

The companies in the Health Services segment dsigwvaficant revenue for their diagnostic imagirg\sces from direct billings to custom:
and third-party payors such as Medicare, Mediaa@haged care and private health insurance compaieasth Services customers are
primarily healthcare providers who receive the mgjaf their payments from third-party payors. Rants by third-party payors to such
healthcare providers depend, in part, upon theiep’ health insurance benefits and policies.

New Medicare regulations reduced 2006 Medicarelyaisement for certain imaging services performedantiguous body parts during t
same day. In addition, the Deficit Reduction Ac26D5 (DRA) limited reimbursement for imaging sess provided in physician offices and
in free-standing imaging centers to the reimbursgramount for that same service when providedhnspital outpatient department. This
DRA provision impacted a small number of imaging/ges provided by the Health Services segmentefadnd state legislatures may seek
additional cuts in Medicare and Medicaid prograha tould impact the value of the services proviothe Health Services segment.

Competition

The market for selling, servicing and operatinggdiastic imaging services, patient monitoring equeéptrand 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 companiesditiat some Health Services customers are capdigeoviding the same services to their
patients directly, subject only to their decisioratquire a high-cost diagnostic imaging systemsyme the financial and technology risk, and
employ the necessary technologists, rather thaairobite services from the Health Services compafiites Health Services companies may
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.

Environmental, Health or Safety Laws

PET, PET/CT and nuclear medicine services reqgheaise of radioactive material. While this matehizd a short life and quickly breaks
down into inert, or non-radioactive substanceqgisuich materials presents the risk of accidemzl@nmental contamination and physical
injury. Federal, state and local regulations govhmstorage, use and disposal of radioactive mahterd waste products. The Company
believes that its safety procedures for storingdling and disposing
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of these hazardous materials comply with the stalsdarescribed by law and regulation; however ibleaf accidental contamination or
injury from those hazardous materials cannot beptetaly eliminated. The companies in the Health/iBes segment have not had any
material expenses related to environmental, healdafety laws or regulations.

Capital Expenditures

Capital expenditures in this segment principallatesto the acquisition of diagnostic imaging equgmt used in the imaging business. During
2009, capital expenditures of approximately $3iomllwere made in the Health Services segment. Tafaital expenditures during the five-
year period 201-2014 are estimated to be approximately $28 mill@perating leases are also used to finance thésiioon of medical
equipment used by Health Services companies. Quoparating lease commitments during the five-ymaiod 20102014 are estimated to
$43 million.

Employees
At December 31, 2009 the Health Services segmeahapproximately 319 full-time employees.

FOOD INGREDIENT PROCESSING

General

Food ingredient processing consists of Idaho Rakiéildings, Inc. (IPH), headquartered in Ririe,Hdamanufactures and supplies dehydr
potato products to food manufacturers in the sifi@acf, bakery and foodservice industries. IPH hasetlprocessing facilities located in Ririe,
Idaho; Center, Colorado; and Souris, Prince Edislasthd, Canada. Together these three facilitie ltlag capacity to process approximately
114 million pounds of dehydrated potato productsuatly.

The Company derived 8%, 5% and 6% of its consdillaperating revenues from the Food Ingredientdasing segment for each of the
years ended December 31, 2009, 2008 and 2007 ctaghe. This segme’s contribution to consolidated net income for eatthree years
ended December 31, 2009, 2008 and 2007 was 28%n8%%, respectively.

Customers

IPH sells to customers in the United States aratniationally. Products are sold through compangsspérsons, agents and broker sales
representatives. Customers include end users ifotltemanufacturing industry and distributors te fhod manufacturing industry and
foodservice industry, both domestically and intéoreally.

Competition

The market for processed, dehydrated potato fldlas,and granules is highly competitive. The &pito compete depends on superior
product quality, competitive product pricing antbsig customer relationships. IPH competes with mooemanufacturers and dehydrator
varying sizes in the United States and overseakjding companies with greater financial resources.

Potato Supply

The principal raw material used by IPH is washeatpss-grade potatoes from fresh packing operasindgrowers. 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 quality. While l4s processing capabilities in three geographickdiinct 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.

Regulation

IPH is regulated by the United States Departmeritgsfculture and the Federal Food and Drug Admiatsdn and other federal, state, local
and foreign governmental agencies relating to thadity of products, sanitation, food safety andiestvmental compliance. IPH adheres to
strict manufacturing practices that dictate sapitanditions conducive to a high quality food prodwAll facilities use wastewater systems
that are regulated by government environmental @éigerin their respective locations and are sultgepermitting by these agencies. IPH
believes that it complies with applicable laws and
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regulations in all material respects, and thatiooed compliance with such laws and regulations mat have a material effect on its capital
expenditures, earnings or competitive position.

Capital Expenditures

Capital expenditures in the Food Ingredient Praogssegment typically include additional investngeint 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 stmeents in management information systems. Duri@p2capital expenditures of

$1 million were made in the Food Ingredient Protessegment. Total capital expenditures for thedFlmgredient Processing segment to
support growth and margin improvement during thie-ffear period 2010-2014 are estimated to be appedgly $9 million.

Employees
At December 31, 2009 the Food Ingredient Processtggnent had approximately 422 full-time employees.

OTHER BUSINESS OPERATIONS

General

Other Business Operations consists of businessesitential, commercial and industrial electriotracting industries; fiber optic and
electric distribution systems; water, wastewatat FIWAC systems construction; transportation and@gneervices.

The Company derived 13%, 15% and 15% of its codat#id operating revenues from the Other Businessdfipns segment for each of the
years ended December 31, 2009, 2008 and 2007 ctaghe. This segme’s contribution to consolidated net income for eatkthe three
years ended December 31, 2009, 2008 and 2007 Yas {3% and 8%, respectively. Following is a bdescription of the business
included in this segment.

Foley Company headquartered in Kansas City, Missouri, provitieshanical and prime contracting services for water wastewater
treatment plants, power generation plants, hosgitdlpharmaceutical facilities, and other induktmal manufacturing projects across a multi-
state service area in the Central United States.

Aevenia, Inc. (Aevenia)formerly Midwest Construction Services, Inc.,dted in Moorhead, Minnesota, is a holding company f
subsidiaries that provide a full spectrum of eieafrdesign and construction services for the itviilscommercial and municipal business
markets, including government, institutional, tyilcommunications, electric distribution and renblesenergy generation.

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 flatteghvy-haul and specialized contract and commuoieca
operating a fleet of tractors and trailers in 48est and four Canadian provinces. Wylie has tructénminals in West Fargo, North Dakota;
Fort Worth, Texas; Denver, Colorado; and AlbergjiMinnesota.

Competition

Each of the businesses in Other Business Operai@ubject to competition, as well as the effeftgeneral 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 resources, whddihg on new projects. The Company
believes the principal competitive factors in tlstruction segment are price, quality of work anstomer service.

The trucking industry, in which Wylie participatés highly competitive. Wylie competes primarilytiviother short- to medium-haul, flatbed
truckload carriers, internal shipping conductecekigting and potential customers and, to a lesgeng railroads. Wylie entered the
transportation market in 2008 with specialized lyelaaul trucks and trailers capable of hauling wiomters. Competition for the freight
transported by Wylie is based primarily on safesrvice, efficiency and freight rates. There ateeptrucking companies that have greater
financial resources, operate more equipment oy @larger volume of freight than Wylie and thesenpanies compete with Wylie for
qualified drivers.
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Backlog

The construction companies in the Other Busines&@ions segment have backlog in place of $84 anillor 2010 compared with
$71 million one year ago.

Capital Expenditures

Capital expenditures in this segment typically unie investments in additional trucks, trailers aadstruction equipment. During 2009,
capital expenditures of approximately $4 millionrevenade in Other Business Operations. Capital edipges during the five-year period
2010-2014 are estimated to be approximately $3tlomifor Other Business Operations. Operating lease also used to finance the
acquisition of trucks used by Wylie. Current opieigiease commitments during the five-year perioti®2014 are estimated to be

$14 million.

Employees

At December 31, 2009 there were approximately B#i&ime employees in Other Business Operationsoifead Electric, Inc., a subsidiary
of Aevenia, has 43 employees represented by lotahs of the International Brotherhood of Electridéorkers and covered by a labor
contract that expires on June 1, 2010. Foley Compas 142 employees represented by various uriimiading Carpenters and Millwright
Sheet Metal Workers, Laborers, Operators, Oper&imgjneers, Pipe Fitters, Steamfitters, PlumbedsTa@amsters. Foley Company has
several labor contracts with various expiratioredah 2010 through 2013. Moorhead Electric, Incl Baley Company have not experienced
any strike, work stoppage or strike vote, and atersiheir present relations with employees to bedgo

Item 1A. RISK FACTORS
RISK FACTORS AND CAUTIONARY STATEMENTS

Our businesses are subject to various risks anertaicties. Any of the risks described below oeelsere in this Annual Report on Form 10-
K or in our other SEC filings could materially adsely affect our business, financial condition a@sults of operations.

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 reandaegulate the modification and operation oégmrg facilities, the construction and
operation of new facilities and the proper stordgmdling, cleanup and disposal of hazardous veastdgoxic substances. Compliance with
these legal requirements requires us to commiffgignt resources and funds toward environmentatitoang, installation and operation of
pollution control equipment, payment of emissioasf@and securing environmental permits. Obtainingrenmental permits can entail
significant expense and cause substantial congtrudelays. Failure to comply with environmentali$aand regulations, even if caused by
factors beyond our control, may result in civiloiminal liabilities, penalties and fines.

Existing environmental laws or regulations may é&sed and new laws or regulations may be adoptedame applicable to us. Revised or
additional regulations, which result in increasethpliance costs or additional operating restrijguarticularly if those costs are not fully
recoverable from customers, could have a mateffiatteon 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 and postretirement health care expense

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 unable to access capitabmapetitive rates, our ability to implement our mesis plans may be adversely affected.
Market disruptions or a downgrade of our crediingg may increase the cost of borrowing or adverafiéct our ability to access one or m
financial markets.

Disruptions, uncertainty or volatility in the fineial markets can also adversely impact our residlgperations, the ability of customers to
finance purchases of goods and services, andmamdial condition, as well as exert downward presssmn stock prices and/or limit our
ability to sustain our current common stock dividéevel.
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Changes in the U.S. capital markets could also bmreficant 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 assetsdibeount rate used to determine the service
interest cost components of our net periodic pensist and assumed rates of increase in our emggbfteure compensation. If our pension
plan assets do not achieve positive rates of returif our estimates and assumed rates are natateg our earnings may decrease becau:
periodic pension costs would rise and we couldelggiired to provide additional funds to cover ouligations to employees under the pens
plan.

The value of our defined benefit pension plan asdetlined significantly in 2008 due to volatileudy markets. Asset values increased in
2009 and we made a $4 million discretionary contidn to the pension plan in 2009. If the markdugadf pension plan assets declines again
as in 2008 or does not increase as projected, wle be required to contribute additional capitatiie pension plan in future years. We ha
substantial liability for postretirement health&denefit obligations including $3.7 million in eeqses recorded in 2009. Legislative changes
in health care could result in significant chantgesur employee benefit programs.

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

We had approximately $106.8 million of goodwill oceded on our consolidated balance sheet as of DeeBi, 2009. 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 forcezttod an impairment charge, which
would lead to decreased assets and a reducticet imperating performance. Goodwill is tested fop@ainment 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 amount of the goodhwil the implied fair value of the
goodwill in the period the determination is madkeTesting of goodwill for impairment requires asiake significant estimates about our
future performance and cash flows, as well as athsumptions. 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 affexfair value of one or more business segmentgharhay result in an impairment charge.

A sustained decline in our common stock price beabowk value may result in goodwill impairments tbauld adversely affect our results of
operations and financial position.

The inability of our subsidiaries to provide suffigent earnings and cash flows to allow us to meet pfinancial obligations and pay
dividends to our shareholders could have an adverssfect on the Company.

Otter Tail Corporation is a holding company withsignificant operations of its own. The primary smuof funds for payment of our
financial obligations and dividends to our shardkaod is from cash provided by our subsidiary corrggarOur ability to meet our financial
obligations and pay dividends on our common staakcipally depends on the actual and projectediegsn cash flows, capital requirements
and general financial position of our subsidiarynpanies, as well as regulatory factors, finana&lenants, general business conditions and
other matters. Under our $200 million revolvingdit@greement we may not permit the ratio of oterest-bearing Debt to Total
Capitalization to be greater than 0.60 to 1.00. [&/thiis restriction is not expected to affect obitity to pay dividends at the current level in
the foreseeable future, there is no assuranceativatrse financial results would not reduce or elate our ability to pay dividends. Our
dividends paid per common share exceeded our egrpier common share by 68% in 2009 and 9% in 2008.

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 custesni® 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 actisitgh as decreases in business and consumerspefAdiecline in the level of economic
activity and uncertainty regarding energy and comityqorices could adversely affect our results pé@tions and our future growth.
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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 have accesseactpital markets, be successful with capital egiganprograms related to organic growth,
develop new products and services, expand our nsagkel increase efficiencies in our businesses.péttive and economic factors could
adversely affect our ability to do this. If we amgable to achieve and sustain consistent orgaoiethr we will be less likely to meet our
revenue growth targets, which, together with amsylteng impact on our net income growth, may adeigraffect the market price of our
common shares.

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 ideatifiropriate 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 nonétdmisinesses 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 contkovhich may not be recoverable
and could adversely affect our results of operatiomand financial condition.

DMI and ShoreMaster, two businesses in our manuifagt segment, and our construction companies &etly provide products and servit
pursuant to fixed-price contracts. Revenues re@aghon jobs in progress under fixpdee contracts were $460 million at December D9
and $425 million at December 31, 2008. Under thumsgracts, we agree to perform the contract faxexdfprice and, as a result, can improve
our expected profit by superior contract perfornemeoductivity, worker safety and other factorsuléng in cost savings. However, we
could incur cost overruns above the approved confiace, which may not be recoverable.

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 reqlteeabsorb 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 contractdwatr 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.
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ELECTRIC

We may experience fluctuations in revenues and expges 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 artrol, 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 andsdtiops 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 andhmsed, unplanned interruptions at OTP’s generalagts, the effects of regulation and
legislation, demographic changes in OTP’s custdmase and changes in OTP’s customer demand or foadig Electric wholesale margins
have been significantly and adversely affectednoydased efficiencies in the MISO market. Eleatrimlesale trading margins could also be
adversely affected by losses due to trading ae&iOther risks include weather conditions or ¢egnn weather patterns (including severe
weather that could result in damage to OTP’s asdetd and purchased power costs and the ratearfamic growth or decline in OTP’s
service areas. A decrease in revenues or an ircihe@xpenses related to our electric operationsneduce the amount of funds available for
our existing and future businesses, which couldltés increased financing requirements, impair ability to make expected distributions to
shareholders or impair our ability to make schedigayments on our debt obligations.

In September 2009, OTP announced its withdrawal @erticipating utility and the lead developerttoe planned construction of a second
electric generating unit at OTP’s Big Stone Plaiet #\s of December 31, 2009 OTP had incurred $18lllon in costs related to the project.
OTP has deferred recognition of these costs astipgrexpenses pending determination of recoveraby the state and federal regulatory
commissions that approve its rates. If OTP is dkréeovery of all or any portion of these defertedts, such costs would be subject to
expense in the period they are deemed to be ureesiole. Additionally, if OTP is unable to find altatives to the project to meet generation
needs, it may be forced to purchase power in dadareet customer needs. There is no guaranteathath a case OTP would be able to
obtain sufficient supplies of power at reasonabkts If OTP is forced to pay higher than normaies for power, the increase in costs could
reduce our earnings if OTP is not able to recoleriicreased costs from its electric customersigiirahe fuel clause adjustment.

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 rates@eR is allowed to charge for its electric serviaes one of the most important items
influencing our financial position, results of optons and liquidity. The rates that OTP chargeglgctric customers are subject to review
and determination by state public utility commissian Minnesota, North Dakota and South Dakota. @Téso regulated by the FERC. An
adverse decision by one or more regulatory comonisstoncerning the level or method of determiniegtec 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 ircom

OTP could be required to absorb a disproportioshtee of costs for investments in transmissioragifucture required to provide
independent power producers access to the trarismigsd. These costs may not be recoverable thr@gansmission tariff and could result
in reduced returns on invested capital and/or ee®d rates to OTP’s retail electric customers.

OTP’s electric generating facilities are subject t@perational risks that could result in unscheduleclant outages, unanticipated
operation and maintenance expenses and increasedwer purchase costs.

Operation of electric generating facilities invadwésks which can adversely affect energy outpdtefficiency levels. Most of OTP’s
generating capacity is coal-fired. OTP relies dimited number of suppliers of coal, making it veitable to increased prices for fuel as
existing contracts expire or in the event of ur@péted interruptions in fuel supply. OTP is a eaptail shipper of the BNSF Railway for
shipments of coal to its Big Stone and Hoot Lakenfd, making it vulnerable to increased pricex@l transportation from a sole supplier.
Higher fuel prices result in higher electric rateisOTP’s retail customers through fuel clause atijients and could make it less competitive
in wholesale electric markets. Operational risks® ahclude facility shutdowns due to breakdownadlufe of equipment or processes, labor
disputes, operator error and
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catastrophic events such as fires, explosionsgdfipmtentional acts of destruction or other similacurrences affecting OTP’s electric
generating facilities. The loss of a major genagafacility would require OTP to find other souradssupply, if available, and expose it to
higher purchased power costs.

Changes to regulation of generating plant emissionicluding but not limited to CO 2 emissions, could affect our operating costs and
the costs of supplying electricity 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, could require us to incur signifiaaew costs, which could negatively impact ourinebme, financial position and operating
cash flows if such costs cannot be recovered throatps granted by ratemaking authorities in theestwhere OTP provides service or
through increased market prices for electricitye ThS. House of Representatives has passed a doemgiee greenhouse gas reduction bill,
and bhills covering similar areas are under activestderation by committees in the U.S. Senateisitithe. The EPA is also moving forward
with proposed greenhouse gas regulations by rgceathpleting its “endangerment” finding. The EPAeigected to adopt its first GHG
emission control rules for motor vehicles and newrse review of stationary sources of GHGs in ea@él§0.

Fluctuations in wholesale electric sales and priceuld result in earnings volatility.

The levels of wholesale sales depend on the whelesarket price, transmission availability and évailability of generation for wholesale
sales, among other factors. A substantial portionwlesale sales are made in the spot markettharedwe have immediate exposure to
wholesale price changes. Wholesale power pricedeamlatile and generally increase in times ohhiggional demand and high natural gas
prices. We will not recover any shortfall in nérm wholesale electric sales margin, any amouuntvatithe level reflected in retail rates will
returned to retail customers in a future rate cBgelines in wholesale market price, availabilifygeneration, transmission constraints in the
wholesale markets, or low wholesale demand couldae wholesale sales. These events could advexffett our results of operations,
financial position and cash flows.

PLASTICS

Our plastics operations are highly dependent on arhited number of vendors for PVC resin and a limitel 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 BV C resin used in our plastics business. Two enaccounted for approximately 96%
of our total purchases of PVC resin in 2009 and@aamately 94% of our total purchases of PVC résif008. 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 Gulf€€oagion, which may increase the risk of a sherafgesin 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 productsuse 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 fragmented and contipetdue to the number of producers and the fuegilalture of the product. We compete
only against other PVC pipe manufacturers, but atsinst ductile iron, steel, concrete and clag pianufacturers. Due to shipping costs,
competition is usually regional instead of natioinadcope, and the principal areas of competiti@eacombination of price, service, warranty
and product performance. Our inability to compédteatively in each of these areas and to distingwisr plastic pipe products from
competing products may adversely affect the fira@mérformance of our plastics business.

Reductions in PVC resin prices can negatively afféour plastics business.

The PVC pipe industry is highly sensitive to comiitypdaw material pricing volatility. Historicalljwhen resin prices are rising or stable,
margins and sales volume have been higher and welsenprices are falling, sales volumes and margave been lower. Reductions in PVC
resin prices could negatively affect PVC pipe migarofit margins on PVC pipe sales and the vafumiofinished goods inventory.
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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 aenestic manufacturers, many of
whom have broader product lines, greater distrioutiapabilities, greater capital resources, langgrketing, 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 prtedilhey manufacture, including steel, lumber, cet®; aluminum and resin. Costs for these
items have increased significantly and may conttiouacrease. If our manufacturing businesses aralple 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 custoinews 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 ongh@come and competitive position of our wind éownanufacturing operations in Ft.
Erie, Ontario because the plant pays its operaipgnses 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 pressurgyhich would decrease our revenues and earnings.

Our health services businesses derive signifieargnue from direct billings to customers and tlgedty 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 procedaravhich we or our customers can obtain reiméent or the amounts reimbursec
us or our customers.

Our health services businesses may be unable to tiome to maintain agreements with Philips from whid we derive significant
revenues from the sale and service of Philips diagstic imaging equipment.

Our health services business agreement with Plakpgres on December 31, 2013. This agreement eaertminated on 180 days written
notice by either party for any reason. It alsoudels other compliance requirements. If this agre¢iisg¢erminated under the existing
termination provisions or we are not able to compit the agreement, the financial results of cealth 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 refinementsadtiag technologies might make our existing syst@éaethnologically 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 &a@ed state regulations relating to licensuredagehof operations, ownership of facilities,
addition of facilities and services and paymergarfvices. Our failure to comply with these regulasi, including regulations released by the
Centers for Medicare and Medicaid in 2008 that isggbadditional restrictions on diagnostic imagiaegyiges, or our inability to obtain and
maintain necessary regulatory approvals, may r@sallverse actions by regulators with respecutohealth services operations, which may
include civil and criminal penalties, damages, inejunctions, operating restrictions or suspamsiboperations. Any such action could
adversely affect our financial results. Courts eegllatory authorities have not fully interpretesignificant number of these laws and
regulations, and this uncertainty in interpretaiicreases the risk that we may be found to béalation. Any action brought against us for
violation of these laws or regulations, even if@asfully defended, may result in significant legigbenses and divert managemeattentior
from the operation of our businesses.
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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 IPH, our pofatocessing company, is washed process-grade pstatm growers. 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, loss of potato production acresther crops and other factors. A loss or shortdgaw materials or the necessity of paying
much higher prices for raw materials or fuel coattyersely affect the financial performance of tompany. Fluctuations in foreign currency
exchange rates could have a negative impact opaiato processing company’s net income and com@epbsition because approximately
16% of IPH sales in 2009 and approximately 25%Pbf kales in 2008 were outside the United Stateshen@anadian plant pays its
operating expenses 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 timeimertain. 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.

Item 1B. UNRESOLVED STAFF COMMENTS

None.

Item 2. PROPERTIES

The Coyote Station, which commenced operation BiL1% a 414,000 kW (nameplate rating) mine-moulainfdocated in the lignite coal
fields near Beulah, North Dakota and is jointly @grby OTP, Northern Municipal Power Agency, Mont&yekota Utilities Co. and
Northwestern Public Service Company. OTP is theatp® agent of the Coyote Station and owns 35%®fplant.

OTP, jointly with Northwestern Public Service Comgand Montana-Dakota Utilities Co., owns the 408,&W (nameplate rating) Big
Stone Plant in northeastern South Dakota which cenued operation in 1975. OTP is the operating agfelBig Stone Plant and owns 53.9%
of the plant.

Located near Fergus Falls, Minnesota, the Hoot IRikat is comprised of three separate generatiitg with a combined nameplate rating
128,500 kW. The oldest Hoot Lake Plant generatimity agonstructed in 1948 (7,500 kW nameplate ratings retired on December 31, 20
A second unit was added in 1959 (53,500 kW nameptging) and a third unit was added in 1964 (68 0 nameplate rating) and modifi
in 1988 to provide cycling capability, allowing shiinit to be more efficiently brought online fronstandby mode.

OTP owns 27 wind turbines at the Langdon, NorthdakVind Energy Center with a nameplate rating®$a0 kw, 32 wind turbines at the
Ashtabula Wind Energy Center located in Barnes @guyorth Dakota with a nameplate rating of 48,809 and 33 wind turbines at the
Luverne Wind Farm located in Steele County, Norétk@a with a nameplate rating of 49,500 kW.

As of December 31, 2009 OTP’s transmission faesitiwhich are interconnected with lines of othdslipwitilities, consisted of 48 miles of
345 kV lines; 417 miles of 230 kV lines; 862 milesl15 kV lines; and 3,976 miles of lower voltageek, principally 41.6 kV. OTP owns the
uprated portion of the 48 miles of the 345 kV liméth Minnkota Power Cooperative retaining titlethe original 230 kV construction.
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In addition to the properties mentioned above Gbepany owns and has investments in offices andceebuildings. The Company’s
subsidiaries own: construction equipment and tookglical imaging equipment, a fleet of flatbed ksiand trailers and facilities and
equipment used to manufacture PVC pipe, wind towadsother heavy metal fabricated products, thesmoéd products, and commercial
and waterfront equipment; produce dehydrated pgaducts; and perform metal stamping, fabricatind contract machining.

Management of the Company believes the facilities equipment described above are adequate forahgény’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 StubDakota (Northern Division) against the
Company and two other co-owners of Big Stone Geimgr&tation (Big Stone). The complaint allegedaierviolations of the PSD and

NSPS provisions of the CAA and certain violatiofishe South Dakota SIP. The action further allededdefendants modified and opers

Big Stone without obtaining the appropriate permitithout meeting certain emissions limits and NS$&guirements and without installing
appropriate emission control technology, all altiigen violation of the CAA and the South Dakot@PSThe Sierra Club alleged the
defendants’ actions have contributed to air palutind visibility impairment and have increasedrtble of adverse health effects and
environmental damage. The Sierra Club sought bettadatory and injunctive relief to bring the defants into compliance with the CAA

and the South Dakota SIP and to require the deféada remedy the alleged violations. The SierabGliso seeks unspecified civil penalt
including a beneficial mitigation project. The Coamy believes these claims are without merit antiBigaStone was and is being operated in
compliance with the CAA and the South Dakota SIP.

The defendants filed a motion to dismiss the Si€ttd complaint on August 12, 2008. On March 3102@and April 6, 2009, the District
Court issued a Memorandum and Order and Amendeddveerdum and Order, respectively, granting the difats’ motion to dismiss the
Sierra Club complaint. On April 17, 2009 the Sie®lab filed a motion for reconsideration of the Amded Memorandum Opinion and Order.
The Sierra Club motion was opposed by the defesdadihie Sierra Club motion for reconsideration wasield on July 22, 2009. On July 30,
2009 the Sierra Club filed a notice of appeal ®8th U.S. Circuit Court of Appeals. The briefirainsdule called for the appellant to submit
its brief by mid-October, for appellees to subrhéit brief by mid-November and for the appellanstdomit its reply brief by the end of
November. On October 13, 2009, the United StatgmBment of Justice filed a motion seeking -day extension of the time to file an
amicus brief in support of the Sierra Club’s pasitiThe Court of Appeals granted this motion, alt asethe appellees’ subsequent joint
motion with the Sierra Club, extending the timdil@the appellees’ brief and the Sierra Club’slydmrief. Briefing was complete on

January 22, 2010 on filing of the Sierra Club’slydgrief. The ultimate outcome of this matter canbe determined at this time.

Federal Power Act Complaint

On August 29, 2008 Renewable Energy System Amerinas(RES), a developer of wind generation, aBAR Wind Development, LLC
(PEAK Wind), a group of landowners in Barnes Countgrth Dakota, filed a complaint with the FERGCegiihg that OTP and Minnkota
Power Cooperative, Inc. (Minnkota) had acted togeth violation of the Federal Power Act (FPA) ng RES and PEAK Wind access to
the Pillsbury Line, an interconnection facility vwhiMinnkota owns to interconnect generation prajdeing developed by OTP and NextEra
Energy Resources, Inc. (fka FPL Energy, Inc.) (Eex}. RES and PEAK Wind asked that (1) the FER@Iokinnkota to interconnect its
Glacier Ridge project to the Pillsbury Line, ortive alternative, (2) the FERC direct MISO to intemgect the Glacier Ridge project to the
Pillsbury Line. RES and Peak Wind also requestatd@TP, Minnkota and NextEra pay any costs assatiatth interconnecting the Glacier
Ridge Project to the MISO transmission system whaohld result from the interconnection of the Rillsy Line to the Minnkota transmissi
system, and that the FERC assess civil penaltiggstgOTP. OTP answered the complaint on Septe2the2008, denying the allegations of
RES and PEAK Wind and requesting that the FERC idsthe complaint. On October 14, 2008, RES andKPBAnd filed an answer to
OTP’s answer and, restated the allegations incligéte initial complaint. RES and PEAK Wind alsidad a request that the FERC rescind
both OTP’s waiver from the FERC Standards of Cohdnd its market-based rate authority. On OctoBeRR08, OTP filed a reply, denying
the allegations made by RES and PEAK Wind in isngar. By order issued on December 19, 2008, thed~&4R the complaint for hearing
and established settlement procedures. A formdésetnt agreement was filed with the FERC requegsijproval of the settlement and
withdrawal of the complaint. We expect the FERQ ig#ue an order approving the settlement and teatinig the proceeding. The settlement
is not expected to have a material impact on OTiR&cial position or results of operations.
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Other

The Company is the subject of various pending matened legal actions and proceedings in the argicourse of its business. Such matters
are subject to many uncertainties and to outcoimatsare not predictable with assurance. The Compegords a liability in its consolidated
financial statements for costs related to claimeluiding future legal costs, settlements and judgmevhere it has assessed that a loss is
probable and an amount can be reasonably estimitedCompany believes the final resolution of cutlsepending or threatened legal
actions and proceedings, either individually othie aggregate, will not have a material adversecefin the Compang’consolidated financi
position, results of operations or cash flows.

Item 3A. EXECUTIVE OFFICERS OF THE REGISTRANT (AS O F FEBRUARY 26, 2010)

Set forth below is a summary of the principal oatigns and business experience during the pasyéaes of the executive officers as
defined by rules of the Securities and Exchange 1@ission. Each of the executive officers has beepleyed by the Company for more than
five years in an executive or management posititreewith the Company or its wholly owned subsigjatter Tail Power Company.

DATES ELECTED TC

NAME AND AGE OFFICE PRESENT POSITION AND BUSINESS EXPERIEN(

John D. Erickson (51 4/8/02 Present: President and Chief Executive Of

George A. Koeck (57 4/10/00 Present: Corporate Secretary and General &t

Lauris N. Molbert (52 6/10/02 Present: Executive Vice President and Chjdr@ting Officel
Kevin G. Moug (50 4/9/01 Present: Chief Financial Offic

Charles S. MacFarlane (4 5/1/03 Present: President, Otter Tail Power Comj

With the exception of Charles S. MacFarlane, the tef office for each of the executive officerise year and any executive officer elected
may be removed by the vote of the Board of Directdgrany time during the term. Mr. MacFarlane isappointed by the Board of Directors.
Mr. MacFarlane is a son of John MacFarlane, whhbéasChairman of the Board of Directors. There aretmer family relationships between
any of the executive officers or directors.
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PART Il

Item 5. MARKET FOR THE REGISTRANT 'S COMMON EQUITY, RELATED STOCKHOLDER MATTERS AND IS SUER
PURCHASES OF EQUITY SECURITIES

The Company’s common stock is traded on the NASOGbal Select Market under the NASDAQ symbol “OTTRhe information
required by this Item can be found on Page 39iefAhnual Report on Form 10-K under the headindé&ed Financial Data,” on Page 99
under the heading “Retained Earnings Restrictiord an Page 116 under the heading “Quarterly Inftiond The Company did not
repurchase any equity securities during the threeths ended December 31, 2009.

PERFORMANCE GRAPH
COMPARISON OF FIVE-YEAR CUMULATIVE TOTAL RETURN

This graph compares the cumulative total sharehaottarn on the Company’common shares for the last five fiscal years #ithcumulativ:
return of The NASDAQ Stock Market Index and thededi Electric Institute Index (EEI) over the samdquk(assuming the investment of
$100 in each vehicle on December 31, 2004, andestment of all dividends).

$2000 -
$150 AN )
\.'_...-—P"""
$100
50 —4—= TG
§ —=—EE| |
—— MNASDAO
$0
2004 2005 2006 2007 2008 2009
2004 2005 2006 2007 2008 2009
oTC $100.0( $118.1( $132.0¢ $151.8 $106.3¢ $119.5;
EEI $100.0( $116.0¢ $140.1¢ $163.3¢ $121.0¢ $133.9¢
NASDAQ $100.0( $102.1¢ $112.1¢ $121.6¢ $ 58.6¢ $ 84.2¢
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Item 6. SELECTED FINANCIAL DATA

(thousands, except number of shareholders an-share data’ 2009 2008 2007 2006 2005
Revenues

Electric $ 314,62 $ 340,02( $ 323,47 $ 306,01- 312,98!

Plastics 80,20¢ 116,45. 149,01: 163,13! 158,54¢

Manufacturing 323,89! 470,46. 381,59¢ 311,81: 244,31

Health Service: 110,00¢ 122,52 130,67( 135,05 123,99:

Food Ingredient Processil 79,09¢ 65,36" 70,44( 45,08 38,50:

Other Business Operatio(1) 136,08t 199,51: 185,73l 145,60: 105,82:

Corporate Revenues and Intersegment Elimina(1) (4,408 (3,135 (2,042 (1,744 (2,288

Total Operating Revenus $1,039,51. $1,311,19 $1,238,88 $1,104,95 981,86

Net Income from Continuing Operations $ 26,03 $ 35,12¢ $ 53,96 $ 50,75( 53,90
Net Income from Discontinued Operations — — — 362 8,64¢
Net Income $ 26,03 $ 35,12 $ 53,96 $ 51,11 62,55
Operating Cash Flow from Continuing Operations $ 162,75 $ 111,32: $ 84,81 $ 79,20] 90,34¢
Operating Cash Flow— Continuing and Discontinued

Operations 162,75( 111,32: 84,81 80,24¢ 95,80(
Capital Expenditures — Continuing Operations 177,12 265,88t 161,98! 69,44¢ 59,96¢
Total Assets 1,745,67 1,692,58 1,454,75. 1,258,65I 1,181,49
Long-Term Debt 436,17 339,72t 342,69: 255,43t 258,26(
Basic Earnings Per Share — Continuing Operations

2 0.71 1.0¢ 1.7¢ 1.7C 1.82
Basic Earnings Per Share— Total (2) 0.71 1.0¢ 1.7¢ 1.71 2.1z
Diluted Earnings Per Share— Continuing Operations

2 0.71 1.0¢ 1.7¢ 1.6¢ 1.81
Diluted Earnings Per Share— Total (2) 0.71 1.0¢ 1.7¢ 1.7¢C 2.11
Return on Average Common Equity 3.8% 6.C% 10.5% 10.6% 13.%%
Dividends Per Common Share 1.1¢ 1.1¢ 1.17 1.1t 1.12
Dividend Payout Ratio 16€% 10<% 66% 68% 53%
Common Shares Outstandinc— Year End 35,81 35,38t 29,85( 29,52: 29,40:
Number of Common Shareholders(3) 14,92: 14,621 14,50¢ 14,69: 14,80:

(1) Beginning in 2007 corporate revenues and expengera@longer reported as components of Other Bssit@perations. Prior yeal

have been restated according
(2) Based on average number of shares outstan
(3) Holders of record at year en
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Item 7. MANAGEMENT 'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AN D RESULTS OF OPERATIONS

OVERVIEW

On July 1, 2009, Otter Tail Corporation completdtbding company reorganization whereby Otter Paiwver Company (OTP), which had
previously been operated as a division of Ottel Carporation, became a wholly owned subsidiarthefnew parent holding company nar
Otter Tail Corporation (formerly known as Otter [Mdolding Company). The new parent holding compérmw known as Otter Tail
Corporation) was incorporated in June 2009 undetatvs of the State of Minnesota in connection whth holding company reorganization.
References in this report to Otter Tail Corporatimal the Company refer, for periods prior to Jyl2d09, to the corporation that was the
registrant prior to the reorganization, and, forqus after the reorganization, to the new parefdihg company, in each case including its
consolidated subsidiaries, unless otherwise inditat the context otherwise requires.

Otter Tail Corporation and its subsidiaries formivzerse group of businesses with operations ciassifito 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 capitditpbly toward growth opportunities that will in@se shareholder value. Meeting these
objectives enables us to preserve and enhancénamcfal 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 i@gdl electric utility combined with a diversifiedutti-industry platform. Reliable utility
performance combined with growth opportunitiesibpar businesses provides long-term value. Grovdagcore 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 pretdiand services, market expansion and increafie@e€ies. We expect much of our
growth in the next few years will come from utitigi expanded plant capacity from capital investmerade in 2007 and 2008. We may also
grow through acquisitions. We adhere to strict glimks when reviewing acquisition candidates. Garia to add companies that will
produce an immediate positive impact on earningspaavide long-term growth potential. We believattbwning well-run, profitable
companies across different industries will bringrengrowth opportunities and more balance to ourltesln doing this, we also avoid
concentrating business risk within a single indusl of our operating companies operate undeeeettralized business model with
disciplined corporate oversight.

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

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

Following, are highlights of our 2009 operations:
. We achieved record annual net cash from operatib$$62.7 million.
. Our food ingredient processing segment reportedrdeget income of $7.4 millior
. Net income from our electric segment increased 2®%34.1 million.

. OTP invested $100.6 million in its third rate-bagind farm. This is a 49.5 MW project which is@ton of the Luverne Wind Farm
in Steele County, North Dakot

. OTP received grant proceeds of $30.2 million urtde American Recovery and Reinvestment Act of2@fated to its
$100.6 million investment in 33 wind turbines a¢ ttuverne Wind Farn

. OTP announced its withdrawal from participationthie planned construction of a 500- to 600-megiageaterating unit at its Big
Stone Plant site

. OTP was granted general rate increases of 11.786uth Dakota and 3.0% in North Dakc
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Major growth strategies and initiatives in our canp’s future include:

. Planned capital budget expenditures of up to $8illion for the years 2010 through 2014 of whid4$ million is for capital
projects at OTP, including $245 million for additad generation and $110 million for anticipated @axgion of transmission capacity
in Minnesota (CapX 2020). S Capital Requiremen” section for further discussio

. Utilization of expanded plant capacity from capitalestments made in our nonelectric business260@ and 200¢
. The continued investigation and evaluation of oiggnowth and strategic acquisition opportunit

The following table summarizes our consolidatediltsf operations for the years ended December 31:

(in thousands 2009 2008
Operating Revenue
Electric $ 314,42 $ 339,72t
Nonelectric 725,08t 971,47:
Total Operating Revenu: $1,039,51. $1,311,19
Net Income (Loss)
Electric $ 34,07¢ $ 33,23¢
Nonelectric 1,33¢ 14,19+
Corporate (9,389 (12,309
Total Net Income $ 26,03: $ 35,12t

The 20.7% decrease in consolidated revenues in @@@@ared with 2008 reflects significant revenwiuctions from our manufacturing,
other business operations and plastics segmeatsessilt of the 2009 economic recession. Reveneagdsed $146.6 million in our
manufacturing segment mainly due to decreased ptintiuand sales of wind towers and other fabricatedl products. Our construction
companies’ revenues were down $53.2 million agehession resulted in a reduction in volume of jolggrogress. Revenues at our
transportation company decreased $10.2 millionrasalt of a reduction in miles driven by compawyred trucks combined with a reduct
in fuel surcharge revenues related to significalwlyer fuel costs in 2009. Revenues decreased 6y238illion in our plastics segment as a
result of lower pipe prices combined with loweresalolumes due to a decrease in construction gctaliated to the recent economic
downturn. Electric segment revenues decreased by $illion as a result of an $11.1 million deceeaswholesale revenues from sales off
of company-owned generation, an $8.4 million deseaa revenues from contracted electrical constrmatork performed for other entities
and a $5.5 million decrease in retail revenuedeadlto the recovery of lower fuel and purchasedgrawests. The decrease in wholesale
revenues mainly related to lower wholesale pricesa14.8% decrease in wholesale kilowatt-hour jkseltes. Revenues from our health
services segment decreased $12.5 million, maingytdwa reduction in imaging services revenue. Rogredient processing revenues
increased $13.7 million as a result of a 6.6% iasesin pounds of products sold combined with a%3riErease in revenue per pound of
product sold.

Following is a more detailed analysis of our opegatesults by business segment for the three y@ated December 31, 2009, 2008 and
2007, followed by a discussion of our financial iios at the end of 2009 and our outlook for 2010.

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 compleseidgtion of our lines of business, locations oéi@giions and principal products and
services.

Amounts presented in the following segment tabde26009, 2008 and 2007 operating revenues, cagpads sold and other nonelectric
operating expenses will not agree with amountsgortes! in the consolidated statements of incomedalthee elimination of intersegment
transactions. The amounts of intersegment elimonatby income statement line item are listed below:

Intersegment Eliminations (in thousands 2009 2008 2007
Operating Revenue
Electric $ 201 $ 294 § 32C
Nonelectric 4,207 2,841 1,72
Cost of Goods Sol 3,94¢ 2,70 1,55:
Other Nonelectric Expens 46C 432 48¢
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ELECTRIC

The following table summarizes the results of ofjens for our electric segment for the years erndedember 31:

% %
(in thousands 2009 change 2008 change 2007
Retail Sales Revenu $282,11¢ 2 $287,63: 4 $276,89:
Wholesale Revenut 13,57¢ (46) 25,12: 13 22,30¢
Net Marke(-to-Market Gains 2,18¢ 3 2,11« (37 3,33¢
Other Revenue 16,741 (33 25,15:¢ 20 20,94+
Total Operating Revenus $314,62! ) $340,02( 5 $323,47¢
Production Fue 59,381 a7 71,93( 19 60,48:
Purchased Pow«— System Us:t 52,94: (6) 56,32¢ (25) 74,69(
Other Operation and Maintenance Exper 105,86° (8) 115,30( 8 107,04:
Depreciation and Amortizatic 36,94¢ 16 31,75 22 26,097
Property Taxe 8,85: (1) 8,94¢ (5) 9,41z
Operating Incom: $ 50,63( 9) $ 55,751 22 $ 45,75¢
% %
Electric kwh Sales(in thousands 2009 change 2008 change 2007
Retail kwh Sale: 4,244 37 — 4,241,90 3 4,123,83.
Wholesale kwh Sale— Company Generatia 402,49¢ (15) 472,44 28 368,06
Wholesale kwh Sale— Purchased Power Rest 1,004,911 (55) 2,210,18! 73 1,280,78I

2009 compared with 2008

The main reasons for the $5.5 million decline iritesales revenue was a $15.5 million decreasevienues related to a reduction in costs of
fuel and purchased power to serve retail custorae®4,5 million increase in 2008 revenue relateithéocost of replacement power purchased
in November and December of 2007 when Big StonetRias down for maintenance, and a $0.5 millioméase in the first quarter of 2009

in a Minnesota interim rate refund. These revera@ahses were partially offset by revenue increas€4) $6.6 million in Minnesota and
North Dakota renewable resource recovery ridermegs, (2) $3.8 million from a 3.0% general rateéase in North Dakota, approved
November 2009 but effective with interim rates Im@gig in January 2009, and (3) $1.5 million from1dn7% general rate increase in Sc
Dakota effective in May 2009 and approved in Jud@2 Retail kwh sales grew by only 0.1% betweerytas.

Wholesale electric revenues from sales from comyamyed generation were $12.6 million in 2009 coregarith $23.7 million in 2008 as a
result of a 37.7% decrease in the average prickvplersold, combined with a 14.8% decrease in wladdéelkwh sales. Fuel costs related to
wholesale sales decreased $3.7 million betweepehis as a result of the decrease in wholesalesklas combined with reductions in fuel
costs and generation at OTP’s combustion turbiaéipg plants. Reductions in industrial consumptibelectricity, declining natural gas
prices, increased efficiency in wholesale eleatrarkets and increased generation from renewablé and hydroelectric resources have
driven down prices for electricity in the wholesalarket. Net gains from energy trading activitias|uding net mark-to-market gains on
forward energy contracts, were $3.2 million in 2@@8npared with $3.5 million in 2008 as a resulagéduction in margins on energy trades
between the years. Other electric operating revedaereased as a result of an $8.0 million redudtioevenues from construction and
permitting work completed for other entities oniceml energy projects and a $0.4 million decreasevenues from transmission and
dispatch related services.

The $12.5 million decrease in fuel costs refleci® 2% decrease in kwhs generated from OTP’s fasdlifired plants. Another major factor
contributing to the decrease in fuel costs was.&%2ecrease in kwhs generated from OTP’s fuedwmil natural gas-fired combustion
turbines, in combination with lower fuel and natugas prices. Fuel costs were also reduced asult ofsvind turbines owned by OTP
providing 10.6% of total kwh generation in 2009 gared with 4.0% in 2008. Generation for retail salecreased 9.4% while generation
used for wholesale electric sales decreased 14e8¥ebn the years.
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The $3.4 million decrease in purchased power —esystse is due to a 30.8% reduction in the coskwhrpurchased offset by a 35.8%
increase in kwhs purchased. The increase in kwbhaises for system use is related to a reductitreimvailability of company-owned
generation resulting from maintenance outages@SBine and Hoot Lake Plants, a six-week schedubddtenance shutdown of Coyote
Station in the second quarter of 2009 and an unploutage for generator repairs at Coyote Statitime third quarter of 2009. The decre
in the cost per kwh of purchased power reflectgaificant decrease in fuel and purchased powetsasoss the Mid-Continent Area Power
Pool region as a result of reductions in indust@sumption of electricity related to the recesdreomic recession, lower natural gas prices
and the availability of increased generation fremawable wind and hydroelectric sources.

The $9.4 million decrease in other electric opagatind maintenance expenses includes: (1) a $ibrmmdecrease in costs associated with
construction work completed for other entities egional energy projects, commensurate with an 881bn decrease in related revenue,
(2) a $1.1 million reduction in external servicapenses, for tree trimming and power-plant maimeeaand (3) a $0.9 million reduction in
vehicle and travel expenses related to a 37.3%ctiufuin fuel prices and an increase in vehiclésoapitalized for transportation and
equipment used on construction projects in 2009.

The $5.2 million increase in depreciation expensiniy is due to the additions of 32 wind turbinéshe Ashtabula Wind Energy Center
placed in service at the end of 2008 and 33 wingines at the Luverne Wind Farm placed in servicBéptember 2009.

2008 compared with 2007

The $10.7 million increase in retail electric salegenues in 2008 compared with 2007 reflects §8lidon in 2008 Minnesota and North
Dakota renewable resource cost recovery rider igvamd an approved increase in Minnesota retaitredeates of approximately 2.9% that
resulted in a $3.6 million increase in retail rewesiin 2008. These revenue increases were augnitgnedadditional $5.8 million in revenue
mainly related to a 2.9% increase in retail kwhesaksulting from load growth and a 7.8% increadeeating degree days between the years.
These increases in retail sales revenues were bffsee $6.7 million reduction in FCA revenues rethto 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 compaxrétth $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 OTP with more opportunities to regpttnwholesale market demands. Net gains from grteading activities, including net
mark-to-market gains and losses on forward eneogjracts, were $3.5 million in 2008 compared wih3$million in 2007 as a result of a
decrease in volume of forward energy purchase ales sontracts entered into by OTP in 2008.

The $4.2 million increase in other electric revesiimeludes a $3.6 million increase in revenues fommtracted construction work completed
for other entities on regional wind power projeztsl a $0.8 million increase in revenues from steal®s to an ethanol plant near the Big
Stone Plant site, offset by a $0.2 million reductio revenues from shared use of transmissionitiasil

Fuel and purchased-power costs to serve retailvudesale electric customers decreased $6.9 mitieiween 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 cussafeereased $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% increaselinlesale kwh sales combined with a 7.1% increadieeirtost of fuel per kwh generated for
wholesale sales. Overall fuel-fired kwh generatimreased 9.3% as a result of greater plant avkijaim 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 relatpenses, 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 27dmurbines at the Langdon Wind Energy
Center that were built in 2007. Property tax expatfscreased $0.5 million as a result of decreasetility property assessed values in
Minnesota and South Dakota and changes in assessm#rodology in South Dakota.
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PLASTICS

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

% %
(in thousands 2009 change 2008 change 2007
Operating Revenue $80,20¢ (32) $116,45: (22 $149,01:
Cost of Goods Sol 71,87: (31) 104,18t (16) 124,34
Operating Expense 4,764 4 4,95¢ (32) 7,22
Depreciation and Amortizatic 2,94¢ (3) 3,05( (1) 3,08:
Operating Incom: $ 627 (85) $ 4,26( (70) $ 14,36:

2009 compared with 2008

The $36.2 million decrease in plastics operatingneies in 2009 compared with 2008 was due to a 8é&fease in pounds of pipe sold
combined with a 24.0% decrease in the price peng@tf pipe sold. The $32.3 million decrease in €a$tgoods sold was due to the decrease
in pounds of pipe sold and a 23.8% decrease indkeper pound of pipe sold. Beginning in 2008n#igant reductions in new home
construction in markets served by the plastic pip@panies have resulted in reduced demand and [meexs for polyvinyl chloride

(PVC) pipe products.

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 relateti¢ decreases in pipe sales and operating madrgingen the years, but also reflects
reductions in bad debt and property tax expenses.

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

% %
(in thousands 2009 change 2008 change 2007
Operating Revenue $323,89! (32) $470,46: 23 $381,59¢
Cost of Goods Sol 260,81! (33 389,06( 30 300,14¢
Operating Expense 37,62¢ (15) 44,09: 25 35,27¢
Product Recall and Testing Co 1,62t — — —
Plant Closure Cos! — — 2,29t — —
Depreciation and Amortizatic 22,53( 17 19,26( 47 13,12¢
Operating Incom $ 1,30C (92 $ 15,754 (52 $ 33,05

2009 compared with 2008

The decrease in revenues in our manufacturing segm&009 compared with 2008 relates to the foilmy

. Revenues at DMI Industries, Inc., (DMI), our méaaturer of wind towers, decreased $88.3 millios.§36) as a result of a lower
volume of wind towers being sold in 20(

. Revenues at BTD Manufacturing, Inc. (BTD), ourtah@arts stamping and fabrication company, dee@&80.4 million (26.7%) as
a result of decreases of $18.8 million from redusalés volume, $9.0 million from lower prices arfd7million in scrap sales
revenue related to lower steel prices and lespsorailable for sale

. Revenues at ShoreMaster, Inc. (ShoreMaster)vaterfront equipment manufacturer, decreased $20li®n (31.7%). The decrease
in revenues mainly reflects a lower volume of conuia construction projects in 2009 and lower salesesidential products
between the years related to the economic receasidieredit restraints affecting consum:

. Revenues at T.O. Plastics, Inc. (T.O. Plastms) manufacturer of thermoformed plastic and hatltizal products, decreased
$7.0 million (16.8%) due to a decrease in volumprofiucts sold, mainly as a result of delays irsumpension of, orders related to
the economic recession. Revenues in 2008 includietirBillion from a small facility in South Carolirthat was sold in 200:
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The decrease in cost of goods sold in our manufiagtsegment in 2009 compared with 2008 relatehadollowing:

Cost of goods sold at DMI decreased $87.3 miltiera result of the reductions in production anelssaf wind towers. Also, cost
of goods sold in 2008 included $4.3 million in associated with start-up inefficiencies at DMYklahoma plant, $3.5 million
in additional labor and material costs on a prodactontract in Ft. Erie and higher costs due ¢éelssurcharge:

Cost of goods sold at BTD decreased $17.3 milllodecrease of $13.7 million in cost of goods seldted to a decrease in sales
volume and $7.0 million in lower prices for raw mdals was partially offset by $3.3 million in ursaltbed overhead costs due to
the lower volume of products produced and s

Cost of goods sold at ShoreMaster decreased $llinmainly due to the completion of a large coemtial construction proje
in 2008 and reduced sales of residential produstiséen the year

Cost of goods sold at T.O. Plastics decreasedrfiilibn mainly as a result of a decrease in volwheroducts sold

The decrease in operating expenses in our manufagsegment in 2009 compared with 2008 relatehadollowing:

Operating expenses at DMI decreased $2.5 millieffecting decreases in labor, selling and promatiexpenses

Operating expenses at BTD decreased $1.6 miltiaimly due to a reduction in incentive compensatimactly related to
decreased profitability between the ye:

Operating expenses at ShoreMaster decreasednfiBdm, which reflects a reduction of $2.3 millignainly in payroll costs and
selling expenses and $2.3 million in plant clostosts incurred in 2008, offset by $1.6 million obguct recall and testing costs
incurred in 2009. The $2.3 million in plant closwests in 2008 includes employee-related terminatigligations, asset
impairment costs and other losses and expenseseadagelated to the shutdown and sale of a prodadtcility in California
following the completion of a major marina projétthe state. The $1.6 million in product recaltidasting costs in 2009 includ
the recognition of $1.1 million in costs relatedtite recall of certain trampoline products and $ilion in costs to test imported
products for lead and phthalate cont

Operating expenses at T.O. Plastics were flat batwiee years

Depreciation expense increased as a result ofadaguiditions at DMI in 2008 and the acquisitiorifier Welding & Iron Works, Inc. (Mille
Welding), in May 2008.

2008 compared with 2007

The increase in revenues in our manufacturing sagme008 compared with 2007 relates to the follay

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

Revenues at BTD increased $32.0 million (39.0&&)veen the years, including $17.5 million in 2068anues from Miller
Welding, acquired in May 2008, $7.6 million fromgheer prices driven by higher material costs an@® $tillion from increased
sales to existing custome

Revenues at T.O. Plastics increased $2.5 millids26) between the years as a result of increased s&horticultural product:

Revenues at ShoreMaster decreased $10.3 milliaB¥d)detween the years as a result of lower resaleand commercial sale
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The increase in cost of goods sold in our manufagitsegment in 2008 compared with 2007 relatébadollowing:

Cost of goods sold at DMI increased $63.7 millimiween the years as a result of increases iruptiodt and sales activity,
including initial operations at its new plant in l@koma. DMI experienced only a $0.9 million increas gross profit margins
between the years mainly due to the start-up dkishoma plant, where the levels of labor and loead spending was higher
than expected and production had not reached leeelsssary to cover these costs. Included in dagiarls sold for 2008 are
costs of $4.3 million associated with start-uptref Oklahoma plant, $3.5 million in additional latzord material costs on a
production contract at the Ft. Erie plant and higlusts due to steel surcharg

Cost of goods sold at BTD increased $23.4 milbetween the years, mainly in the categories oéras, 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 s8@D’s gross margin was also reduced by $1.0 anilin 2008 as a result of the
sale of Miller Weldings inventory that was adjusted to fair value on &itjon, as required under business combinatio@gtng
rules.

Cost of goods sold at T.O. Plastics increase® $#llion, mainly in material costs related to inased sales of horticultural
products.

Cost of goods sold at ShoreMaster decreased Byrillion despite a $10.3 million decrease in maves between the years.
Reduced sales combined with dealer discounts ghteti profit margins, as well as losses incurreéd.@ommercial construction
project, contributed to the $10.0 million declimegross profits at ShoreMast

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
$1.0 million in increased severance and retentastscin 2008 related to personnel changes andettlaylers for towers that
resulted in workforce reductions at the end of 2!

Operating expenses at BTD increased $3.6 milliawéen the years, mainly as a result of increas&sbior, benefit and contract
service expenses and the May 2008 acquisition 8éMiNelding.

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 millicetedlto $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 majoramina project in the state. Plant closure costisideemployee-related
termination obligations, asset impairment costs piiner related losses and expen

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

% %
(in thousands 2009 change 2008 change 2007
Operating Revenue $110,00¢ (10 $122,52( (6) $130,67(
Cost of Goods Sol 89,31¢ (7 96,34¢ 3) 99,61
Operating Expense 19,84 (6) 21,03( (17) 23,69
Depreciation and Amortizatic 3,907 (5) 4,13: 5 3,931
Operating (Loss) Incom $ (3,060 (404 $ 1,00¢ (71 $ 3,43(

2009 compared with 2008

The $12.5 million decrease in health services dpeyaevenues reflects a $9.5 million decreasevwenues from scanning and other related
services due to a 33.1% decrease in scans and aiBon decrease in rental revenue. Revenues Equipment sales and servicing
decreased $3.0 million mainly due to a continuellicéion in dealership distribution of products aletlining film sales. The $7.0 million
decrease in cost of goods sold was directly relei¢de decreases in sales revenue, but was nelyativpacted by higher-than-expected
service and maintenance costs in the third quaft2009. The $1.2 million decrease in operatingezges is the result of measures taken to
control and reduce operating expenses. Also, dpgrakpenses in 2008 are net of a $1.1 milliontpregain on the sale of fixed assets. The
imaging side of the business continues to be afteby less-than-optimal utilization of certain inragassets.

2008 compared with 2007

The $8.2 million decrease in health services operaevenues reflects a $4.6 million decreasewemaes from scanning and other related
services as a result of a decrease in revenuesréotal and interim installations. Revenues fromigapent sales and servicing decreased
$3.6 million and cost of goods sold decreased &8ll8n between the years as a decrease in trawitidealership distribution of products v
mostly offset by increases in manufacturer repradime commissions on more manufacturer-directssalae $2.7 million decrease in
operating expenses includes a $0.9 million incréasgins on sales of imaging company assets, tigghsan sales, marketing and advertising
expenses totaling $1.2 million and a $0.4 milli@tikase in labor costs. The increase in depregiatid amortization expense is due to
capital additions in 2007 and 2008. The imaging sifithe business was affected by less-than-optitiiedation of certain imaging assets.

FOOD INGREDIENT PROCESSING

The following table summarizes the results of opens for our food ingredient processing segmenthte years ended December 31.:

% %
(in thousands 2009 change 2008 change 2007
Operating Revenue $79,09¢ 21 $65,36" ) $70,44(
Cost of Goods Sol 58,71¢ 6 55,41t 2 56,59
Operating Expense 3,79¢ 27 2,99¢ 4 3,13¢
Depreciation and Amortizatic 4,33: 6 4,094 4 3,952
Operating Incom $12,25: 32¢ $ 2,86( (58) $ 6,762

2009 compared with 2008

The $13.7 million increase in food ingredient prgiag revenues is due to a 6.6% increase in parfrt®duct sold, combined with a 13.5%
increase in the price per pound of product sol&3/ million increase in cost of goods sold was u@creased product sales, slightly
mitigated by a 0.6% decrease in the cost per pofipdoduct sold as a result of decreases in raatpatosts and natural gas prices. Also,
increased production and sales have resulted étiedse in overhead absorption costs per pounedéigt produced and sold. The

$0.8 million increase in operating expenses is lpate to an increase in incentive pay directlated to increased sales and improved
operating results in 2009.

2008 compared with 2007

The $5.1 million decrease in food ingredient pregegrevenues is due to a 13.2% decrease in pafrmeduct sold, partially offset by a
7.0% increase in the price per pound of produat.sbhe decrease in product sales was due to atiedic sales to European customers and
major snack customers and to lower production chbgepotato supply shortages. European sales vigierthan normal in 2007 due to
reduced crop yields in Europe in 2006. Supply aairsis combined with energy costs rising at raéss$efr than could be passed through to
customers increased costs and lowered profits edugts sold in 2008.
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OTHER BUSINESS OPERATIONS
The following table summarizes the results of ofjens for our other business operations segmerthfoyears ended December 31:

% %
(in thousands 2009 change 2008 change 2007
Operating Revenue $136,08t (32 $199,51: 7 $185,73(
Cost of Goods Sol 88,427 (34) 132,98! — 133,40°
Operating Expense 47,82¢ (12 54,53¢ 28 42,44¢
Depreciation and Amortizatic 2,55( 14 2,23( 8 2,05¢
Operating (Loss) Incom $ (2,715 (128 $ 9,75¢ 25 $ 7,81i

2009 compared with 2008

The decrease in operating revenues in 2009 compdtie @008 in our other business operations istdue following:

. Revenues at Foley Company (Foley), a mechanicapente contractor on industrial projects, decreak®tl4 million (35.0%) due
a decrease in volume of jobs in progress relatedegoecent economic recession and increased citiopdor available work

. Revenues at Aevenia, Inc. (Aevenia), our elealtidesign and construction services company, fdyméidwest Construction
Services Inc., decreased $18.8 million (32.1%) eesalt of a decrease in jobs in progress, espgevaid-energy projects, related to
the recent economic recession and increased cdropdtr available work

. Revenues at E.W. Wylie Corporation (Wylie), diatled trucking company, decreased $10.2 millichq®) as a result of a 13.8%
reduction in miles driven by company-owned truckedly related to the recent economic recessionlined with the effect of
lower diesel fuel prices being passed through siatuers. Also, increased competition for fewer ohds driven down shipping
rates.

The decrease in cost of goods sold in 2009 compaithd2008 is due to the following:
. Foley's cost of goods sold decreased $31.9 million @saltrof decreases in construction activity and jiobprogress
. Cost of goods sold at Aevenia decreased $12.7omidls a result of a reduction of jobs in progr

The decrease in operating expenses in 2009 compatte@008 is due to the following:

. Wylie's operating expenses decreased $5.3 mibietween the years. Fuel costs decreased $7.2mrelf a result of a 37.6%
decrease in fuel costs per gallon combined withl818% decrease in miles driven by company-owngtks. Payments to owner-
operators decreased $1.2 million as a result oéfduel prices. The decreases in fuel costs wentégafip offset by an increase in
repair and maintenance expenses of $1.7 milliomemease in rent expenses of $1.0 million, mairelated to additional equipment
leases, and an increase in labor costs of $0.5omi

. Aevenia’s operating expenses decreased $0.9mbletween the years as a result of reductionmipi@yee incentive bonuses and
benefits from reduced profitability between thergegnd reductions in other contracted servicesa@lm less work volumi

. Foley’s operating expenses decreased $0.3 miiween the periods due to reductions in incertoreuses because of lower
profitability in 2009.

2008 compared with 2007
The increase in operating revenues in 2008 compaittd2007 in our other business operations istduée following:

. Revenues at Foley increased $16.6 million (20.38t)ben the years due to an increase in volumebsfperformed
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. Revenues at Aevenia decreased $10.3 million ¢aplietween the years as a result of a reductitimeimumber of jobs in progress in
2008 compared to 2007 in the area of electricahagtfucture for delivery of wind generated eledyiand Aevenia supplied materi
for more jobs in 2007 resulting in a reduction iatarial pass through costs and revenues in 2

. Revenues at Wylie increased $7.5 million (21.534)nly as a result of the impact of increased &asits on shipping rates. Miles
driven by company-owned trucks increased 15.7%rasut of the addition of heavy haul and wind towvansport services. Miles
driven by owner-operated trucks decreased 32.6%nb@eed miles driven by company-owned and owner-ateertrucks decreased
1.1% between the years, reflecting a reductionaingport activity related to the economic downttlnat started in 200t

The slight decrease in cost of goods sold in 2@@8pared with 2007 is due to the following:

. Foley’s cost of goods sold increased $14.2 mmiliacluding increases of $6.2 million in diredbéa and benefit costs, $5.1 million in
subcontractor costs and $2.7 million in materialts@s a result of increased construction actavity jobs in progres

. Cost of goods sold at Aevenia decreased $14liomdue to decreases in material and subcontracsts directly related to Aevenia
having fewer jobs in progress and supplying mateoa fewer jobs in 2008. However, Aevenia’s gnoesgins increased 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 competh®007 is due to the following:

. Wylie’'s operating expenses increased $8.8 millietween 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 huthe addition of hea-haul services in the fourth quarter of 20

. Aevenia’s operating expenses increased $2.0omibietween the years due to increases in salamgfiband professional services
expenses

. Foley’s operating expenses increased $0.9 mibiemveen the years due to increases in labor, gsiofieal services and insurance
Ccosts.

. Operating expenses at Otter Tail Energy Sern@®@sapany, our energy services subsidiary, incre@8etimillion between the years
related to the investigation of renewable energyd-generation project:

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 perfacmad@orporate is not an operating segment. Ratieadded to operating segment totals
to reconcile to totals on our consolidated statémehincome.

% %
(in thousands 2009 change 2008 change 2007
Operating Expense $13,24¢ a7 $15,86" 62 $9,82¢
Depreciation and Amortizatic 397 (26) 53¢ @) 57¢

2009 compared with 2008

Corporate operating expenses decreased $2.6 malli@anresult of reductions for salaries and bes)éfitluding health care expenses and
insurance costs.

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 thveapsurance company, stock-based compensatidmanefit expenses and outside
professional service costs related to the formatfoa holding company. These increases were plgroffset by a decrease in incentive

compensation expense.
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CONSOLIDATED OTHER INCOME

Other income increased by $0.4 million in 2009 cared with 2008 as a result of an increase in Alloweafor Funds used During
Construction (AFUDC) at OTP in 2009.

Other income increased by $2.1 million in 2008 cared with 2007 mainly as a result of an increasgRb/DC at OTP in 2008. No equity
AFUDC was recorded in 2007 because our 2007 avestagréterm debt balance was in excess of the averagadsat# Construction Work
Progress (CWIP) at OTP in 2007. Average CWIP exedederage short-term debt in 2008. As a resuly 6BAFUDC in 2008 was equity
funded.

CONSOLIDATED INTEREST CHARGES

Interest charges increased $1.6 million in 2009 manmad with 2008 as a result of the following: (19 tssuance of $75 million in debt in

May 2009 to finance construction of OTP’s 33 windbines at the Luverne Wind Farm, (2) an increagie interest rate on our $50 million
senior unsecured note due November 30, 2017, fr@@85%6 to 8.89%, in connection with our change hmlading company structure effective
July 1, 2009, (3) the issuance of $100 million @btin December 2009 to pay down line of credirtmings that were used to finance plant
expansions and acquisitions at our nonelectricidigis, (4) increases in the amortization of destiance costs related to 2009 debt
issuances, and (5) a $0.9 million reduction in tigied interest charges related to a reductidhénaverage balance of construction work in
progress and short-term debt between the yearseTihereases in interest charges were partialebffy reductions in interest paid on short-
term borrowings as the average daily balance aft¢bon debt outstanding decreased by $24.4 mibiod the weighted-average rate of
interest on short-term borrowings decreased byér€entage points between the years.

Interest charges increased $6.1 million in 2008mamad with 2007 primarily as a result of a netéaase of $87 million in long-term debt in
August and October of 2007. Short-term debt intezkarges increased by $1.8 million in 2008 assaltef a $76.3 million increase in the
average daily balance of short-term debt outstaniir2008, mitigated by a 1.9 percentage pointeksz in the weighted average interest rate
paid on short-term debt between the years. Intefesges also increased in 2008 as a result ofsarfillion reduction in capitalized interest

in 2008 compared with 2007.

CONSOLIDATED INCOME TAXES

The $19.6 million (130.6%) decrease in income tameX)09 compared with 2008 is mainly due to thtems: (1) a $28.7 million decrease in
income before income taxes in 2009 compared will82(R) a permanent difference in the depreciabteralue of OTP’s Luverne Wind
Farm assets of $15 million, which resulted in a$8illion reduction in our consolidated income texe 2009, and (3) the benefits of federal
production tax credits and North Dakota wind energadits related to OTP’s wind projects of approaiety $7.4 million in 2009 compared
with $3.6 million in 2008. Federal production taedits are recognized as wind energy is generasédon a per kwh rate prescribed in
applicable federal statutes. North Dakota wind gpneredits are based on dollars invested in qualjffacilities and are being recognized «
straight-line basis over 25 years. Income tax rédns from federal production tax credits and Nddtikota wind energy credits are passed
back to OTP’s retail electric customers throughuridns to renewable resource recovery ridersmew@ble energy costs recovered in
general rates.

The $12.9 million (46.2%) reduction in income tagpense in 2008 compared with 2007 is mostly duse 38.8% decrease in income before
income taxes. The decrease also is due to federdligtion tax credits earned on electricity gerextdtom renewable resources in 2008.
These items caused our effective tax rate on indoome continuing operations to be 30.0% in 2008 pared with 34.1% in 2007.

IMPACT OF INFLATION

OTP operates under regulatory provisions that afioise changes in fuel and certain purchased poots to be passed to most retail
customers through automatic adjustments to itssettedules under fuel clause adjustments. Otherases in the cost of electric service n
be recovered through timely filings for electriteréncreases with the appropriate regulatory agency

Our plastics, manufacturing, health services, fioggedient processing, and other business opegrtionsist 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 theketplace. Raw material costs, labor costs anddsteates 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 przreases on finished products. In recent
years, our operating companies have fe
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strong inflationary and other pricing pressureswispect to steel, fuel, resin, lumber, concr@teninum and health care costs, which have
been partially mitigated by pricing adjustments.

LIQUIDITY
The following table presents the status of ourdin&credit as of December 31, 2009 and Decemhe2(®18:

In Use or Restricted due t Available on Available on
December 31 Outstanding December 31 December 31
(in thousands Line Limit 2009 Letters of Credi 2009 2008
Otter Tail Corporation Credit Agreeme $200,00( $6,00( $14,24¢ $179,75! $ 77,70¢
OTP Credit Agreemer! 170,00( 1,58t 68C 167,73! 142,93!
Total $370,00( $7,58¢ $14,92¢ $347,49( $220,64:

1 On January 4, 2010, OTP paid off the remaining.@®illion balance outstanding on its two-years $7/million term loan that was
originally due on May 20, 2011, using lower costsds available under the OTP Credit Agreement. @idmot incur any penalties for
the early repayment and retirement of this d

We believe we have the necessary liquidity to ¢iffety conduct business operations for an externmgibd if current market conditions
continue. Despite the recent economic recessiarbaance sheet is strong and we are in compliaitteour debt covenants.

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 reéldexpansion of existing businesses and developafeew projects. On May 11, 2009
we filed a shelf registration statement with the8&ies and Exchange Commission under which we afifey for sale, from time to time,
either separately or together in any combinatigujtg, debt or other securities described in thedfsfegistration statement. Equity or debt
financing will be required in the period 2010 thghu2014 given the expansion plans related to @matet segment to fund construction of
new rate base investments, in the event we degidsduce borrowings under our lines of credit,giund or retire early any of our presently
outstanding debt or cumulative preferred sharesptaplete acquisitions or for other corporate pago Also, our operating cash flow and
access to capital markets can be impacted by mamnoenic factors outside our control. In additionyr borrowing costs can be impacted by
changing interest rates on short-term and long-tkebt and ratings assigned to us by independéangragencies, which in part are based on
certain credit measures such as interest coveratjieaerage ratios.

Our dividend payout ratio for the year ended Decam®i, 2009 was 168% compared to 109% and 66%éoyears ended December 31,
2008 and 2007, respectively. The determinatiomefamount of future cash dividends to be declaneldpaid will depend on, among other
things, our financial condition, cash flows fromeoations, the level of our capital expendituresirietions under our credit facilities and our
future business prospects.

DMI has a $40 million receivable purchase agreemdwgreby designated customer accounts receivabldomaold to General Electric
Capital Corporation on a revolving basis. The agre®t expires in March 2011. Accounts receivablelitog $133.9 million were sold in

2009. Discounts, fees and commissions of $0.4anilfor the year ended December 31, 2009 were ctidogeperating expenses in the
consolidated statements of income. The balanceagivables sold that was outstanding to the buyef ®ecember 31, 2009 was

$15.0 million. The sales of these accounts recévate reflected as a reduction of accounts reb&via our consolidated balance sheets and
the proceeds are included in the cash flows froerating activities in our consolidated statemertash flows.

Cash provided by operating activities was $162 Ifianiin 2009 compared with $111.3 million in 200&e $51.4 million increase in cash

from operating activities reflects a $45.2 millimerease in cash from working capital items betwibenyears. Major sources of funds from
working capital items in 2009 were a decreasederiv@bles of $43.8 million, a decrease in invee®of $16.3 million and a decrease in o
current assets of $13.1 million, offset by a desega payables and other current liabilities of $34illion and an increase in income taxes
receivable of $21.3 million. We received net tafungls of $27.4 million in cash in 2009 and recordédditional income taxes receivable in
2009 of $48.7 million, most of which we expect ézeive in the second quarter of 2010.

The $43.8 million decrease in accounts receivadfleats decreases in trade receivables of $25lm#t DMI, $6.4 million at BTD and
$6.8 million at Foley due to declines in manufaictgrand construction activity related to the recstanomic recession. The $16.3 million
decrease in inventories includes reductions of #illfon at the plastic pipe companies and $7.liarilat BTD due to reductions in
production and sales, and decreases in PVC redistarl prices. The $13.1 million decrease in othierent assets includes an $8.2 million
decrease in accrued utility revenues due to deesaasaccrued fuel
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clause adjustment revenues related to decliniraggifior purchased power and a $4.3 million decreasests in excess of billings at DMI as
a result of a decrease in production and salegitydbietween the years.

The $34.5 million decrease in payables and otheentiliabilities includes decreases of: (1) $1iflion at DMI related to a decrease in
production activity, (2) $9.7 million at OTP reldt& reductions in construction activity, energyghases and purchased power costs, (3)
million related to the payment of accrued wageslzamkfits in 2009, and (4) $5.4 million at Folejated to a reduction in construction
activity in 2009. The $21.3 million increase in @amee taxes receivable is due to recording a taxhcefaceivable mainly related to bonus tax
depreciation and renewable production and energgriedits earned in 2009 along with the abilitafply those credits and losses against
taxes paid in previous years.

INTEREST-BEARING DEBT AS A

CASH REALIZATION RATIOS (millions) PERCENT OF TOTAL CAPITAL (millions)
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The cash reelization ratio represents Otter Tail has maintained a 40-45%
cash flows from eperations expressed interest-bearing debt to total capital
as a percent of net income. ratio for the past three years.
Cash flows from operations Total capital
m et Income m [ntarast-bearing debt

(includas short-term deost)

Net cash used in investing activities was $147 Ilaniin 2009 compared with $299.4 million in 20@Bash used for capital expenditu
decreased by $88.8 million between the years mdimdyto reductions in capital expenditures at Q0dsh used for capital expenditures of
$177.1 million in 2009 includes $145.8 million aT®, of which $100.6 million related to the constioie of 33 wind turbines and a collector
system at the Luverne Wind Farm. OTP received gyasteeds of $30.2 million under the American Reepwand Reinvestment Act of 2009
related to this investment in renewable energyctvineduced the capitalized cost of these generaseats. DMI had capital expenditures of
$10.8 million in 2009, mainly for equipment. We @&41.7 million in cash to acquire Miller Welding May 2008.

Net cash used in financing activities was $17.1iomlin 2009 compared with net cash provided bywficing activities of $154.6 million i
2008. Reductions in short-term borrowings were $3 27illion in 2009 compared to proceeds from stienta borrowings of $39.9 million in
2008. We borrowed $75.0 million in May 2009 undéwa-year term loan agreement. The proceeds wee tassupport OTP’s construction
of 49.5 MW of renewable wind-generation assetbat.iuverne Wind Farm. In December 2009 we issu@® $dillion of our 9.000% notes
due 2016. Proceeds from the issuance were usegdy our revolving credit facility, which had antstanding balance due of $107.0 million
on November 30, 2009 at an interest rate of apprataly 2.6%. We used approximately $44.5 milliorthef borrowings under our revolving
credit facility to fund costs incurred for the ergéon of our subsidiary companies’ manufacturirglitees in 2008 and 2009. We used
approximately $23.0 million to fund the acquisitiohMiller Welding in 2008 and approximately $28tbllion in connection with the
capitalization of our holding company reorganizatio 2009.

We paid $5.5 million in short-term and long-ternbtisssuance expenses in 2009. We made paymeng3af fillion for the retirement of
long-term debt in 2009 compared with $3.6 millior2008. The $23.4 million in longrm debt payments in 2009 includes $17.0 millisad
to retire early a portion of the $75.0 million bonwed in May 2009 under a two-year term loan agrexraed a $3.5 million payment for the
early retirement of our Lombard US Equipment FiraNote in June 2009. We paid no penalties on eghtirese early retirements. We paid
$43.0 million in dividends on common and prefersbédres in 2009 compared with $38.1 million in 200& increase in dividend payments
is due to an increase in common shares outstameitvgeen the periods mainly related to our Septer2®@8 common stock offering. We
received proceeds of $7.4 million from the issuasfceommon stock in 2009, mainly to meet the regmients of our dividend reinvestme



and share purchase plans.
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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 electrieegation facilities, transmission and distributlomes, manufacturing facilities and upgrades,
equipment used in the manufacturing process, paechidiagnostic medical equipment, transportagigmpment and computer hardware
information systems. The capital expenditure progigsubject to review and is revised in light bAnges in demands for energy, technol
environmental laws, regulatory changes, businepareion opportunities, the costs of labor, matedald equipment and our consolidated
financial condition.

Cash used for consolidated capital expenditures$&@g million in 2009, $266 million in 2008 and ®1@illion in 2007. As a result of the
recent economic recession and difficult credit readonditions we have reduced capital expenditacesss all of our operating companies.
Estimated capital expenditures for 2010 are $80anil Total capital expenditures for the five-ygariod 2010 through 2014 are estimated to
be approximately $817 million, which includes $24Blion for additional generation and $110 millifor CapX 2020 transmission projects
OTP.

The breakdown of 2007, 2008 and 2009 actual an@ gtrbugh 2014 estimated capital expenditures gynsat is as follows:

(in millions) 2007 2008 2009 2010 201(-201¢
Electric $ 104 $ 19¢ $ 14¢€ $ 5C $ 641
Plastics 3 9 4 2 11
Manufacturing 43 48 19 12 95
Health Service 5 4 3 11 28
Food Ingredient Processil — 2 1 1 9
Other Business Operatio 6 4 4 3 31
Corporate 1 — — 1 2

Total $ 16z $ 26€ $ 177 $ 80 $ 817

The following table summarizes our contractual gdions at December 31, 2009 and the effect thielsgations are expected to have on our
liquidity and cash flow in future periods.

Less thar 1-3 3-5 More thar
(in millions) Total 1 Year Years Years 5 Years
Long-Term Debt Obligation $ 49t $ 59 $ 101 $ 1 $ 334
Interest on Lon-Term Debt Obligation 30¢ 31 61 50 167
Capacity and Energy Requireme 15¢ 19 35 16 85
Coal Contracts (required minimurr 111 52 27 19 13
Operating Lease Obligatiol 10€ 38 37 13 18
Postretirement Benefit Obligatio 66 3 8 8 47
Other Purchase Obligatiol 21 21 — — —
Total Contractual Cash Obligatio $ 1,268 $ 22t $ 26¢ $ 107 $ 664

Interest on $10.4 million of variable-rate debtstatding on December 31, 2009 was projected baséuednterest rates applicable to that
debt instrument on December 31, 2009. PostretireBemefit Obligations include estimated cash exjenes for the payment of retiree
medical and life insurance benefits and supplenh@etasion benefits under our unfunded Executivesi@ar and Supplemental Retirement
Plan, but do not include amounts to fund our notrtmutory funded pension plan as we are not culygetjuired to make a contribution to
that plan.
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CAPITAL RESOURCES
The following table presents the status of ourdin&credit as of December 31, 2009 and Decemhe2(®18:

In Use on Restricted due - Available on Available on
December 3: Outstanding December 3: December 3:

(in thousands Line Limit 2009 Letters of Credi 2009 2008
Otter Tail Corporation Credit Agreeme $200,00( $  6,00( $ 14,24t $ 179,75 $ 77,70¢
OTP Credit Agreemer! 170,00( 1,58¢ 68C 167,73! 142,93!
Total $370,00( $ 7,58t $ 14,92 $ 347,49 $ 220,64:

1 On January 4, 2010, OTP paid off the remaining.@®illion balance outstanding on its two-years $7/million term loan that was
originally due on May 20, 2011, using lower costsds available under the OTP Credit Agreement. @idmot incur any penalties for
the early repayment and retirement of this d

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 20h@ough 2014 given the expansion plans
related to our electric segment to fund constructibnew rate base investments, in the event wieldéo reduce borrowings under our lines
of credit, to refund or retire early any of our geatly outstanding debt or cumulative preferredeshao complete acquisitions or for other
corporate purposes. There can be no assurancanghadditional required financing will be availaltheough bank borrowings, debt or equity
financing or otherwise, or that if such financisgavailable, it will be available on terms accefedb us. If adequate funds are not available
on acceptable terms, our businesses, results oétigres and financial condition could be adversdfgcted.

Prior to our holding company reorganization on Jyl009, our wholly owned subsidiary, Varistar @mation (Varistar), was the borrower
under the $200 million credit agreement referrethtihe table above (the Credit Agreement) withftilewing banks: U.S. Bank National
Association, as agent for the Banks and as Leaangar, Bank of America, N.A., Keybank National Agstion, and Wells Fargo Bank,
National Association, as (-Documentation Agents, and JPMorgan Chase Bank,, B#nk of the West and Union Bank of CaliforniaAN
Effective July 1, 2009 all of Varistar’s rights aalligations under the Credit Agreement were aggsign and assumed by Otter Tail
Corporation. Beginning July 1, 2009 borrowings hietarest at LIBOR plus 2.375%, subject to adjusthimsed on the senior unsecured
credit ratings of the Company. The Credit Agreensxpires October 2, 2010 and is an unsecured riexpbredit facility. The Credit
Agreement contains a number of restrictions onnaisthe businesses of Varistar and its materialidigvges, including restrictions on their
ability to merge, sell assets, incur indebtednegsate or incur liens on assets, guarantee thgatldins of certain other parties and engage in
transactions with related parties. The Credit Agreet also contains affirmative covenants and ewefindefault. The Credit Agreement does
not include provisions for the termination of trggeement or the acceleration of repayment of ansoomistanding due to changes in the
borrower’s credit ratings. Our obligations undex €redit Agreement are guaranteed by Varistar snahaterial subsidiaries. Outstanding
letters of credit issued by the borrower underGhedit Agreement can reduce the amount availallbdorowing under the line by up to
$30 million. The Credit Agreement has an accordéaaiure whereby the line can be increased to $30i@mas described in the Credit
Agreement. We are in the process of negotiatirgnawal of the Credit Agreement to be effectivehatéxpiration of current term of the
Credit Agreement.

Prior to our holding company reorganization on Jyl009, Otter Tail Corporation, dba Otter Tailneo Company (now OTP) was the
borrower under the $170 million credit agreemeferred to in the table above (the OTP Credit Agresthwith an accordion feature
whereby the line can be increased to $250 mill®described in the OTP Credit Agreement. The cegtitement was entered into between
Otter Tail Corporation, dba Otter Tail Power Compémow OTP) and JPMorgan Chase Bank, N.A., Wellg&®8ank, National Association
and Merrill Lynch Bank USA, as Banks, U.S. BankiNaal Association, as a Bank and as agent for tnekB, and Bank of America, N.A.,

a Bank and as Syndication Agent. The OTP Crediegrent is an unsecured revolving credit faciligttBTP can draw on to support the
working capital needs and other capital requireshefits operations. Borrowings under this linecaddit bear interest at LIBOR plus 0.5%,
subject to adjustment based on the ratings of theotver’s senior unsecured debt. The OTP Crediedgrent contains a number of
restrictions on the business of OTP, includingrietgbns on its ability to merge, sell assets, iniculebtedness, create or incur liens on assets,
guarantee the obligations of any other party, anghge in transactions with related parties. The QGfdtlit Agreement also contains
affirmative covenants and events of default. Thé®@Fedit Agreement does not include provisiongHertermination of the agreement or
acceleration of repayment of amounts outstandirggtduchanges in the borrower’s credit ratings. Ofé Credit Agreement is subject to
renewal on July 30, 2011. The OTP Credit Agreenseah obligation of OTP.

In November 2009, OTP paid down $17 million oftit®-year, $75 million term loan, originally due May, 2011. OTP paid off the
remaining $58 million balance in January 2010, g$ower cost funds available under the OTP Creditement. OTP did not incur any
penalties for the early repayments and retiremgtitie debt.
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The note purchase agreement relating to the $9®mé.63% senior notes due December 1, 2011 ahtete in December 2001 by Otter
Tail Corporation (now known as OTP), as amendeel 2001 Note Purchase Agreement), the note purcwasement relating to the

$50 million 5.778% senior note due November 30,72@itered into in February 2007 by Otter Tail Cogtion (now known as OTP) and
assigned to the Company (formerly known as OttédrH@lding Company), as amended (the Cascade Natehdse Agreement), and the n
purchase agreement relating to our $155 millioncsamsecured notes issued in four series congistit$33 million aggregate principal
amount of 5.95% Senior Unsecured Notes, Serieuid 2017; $30 million aggregate principal amour.d6% Senior Unsecured Notes,
Series B, due 2022; $42 million aggregate princgmabunt of 6.37% Senior Unsecured Notes, Seriesi€2027; and $50 million aggregate
principal amount of 6.47% Senior Unsecured NotesieS D, due 2037, entered into in August 2007 tigr(rail Corporation (now known as
OTP), as amended (the 2007 Note Purchase Agreersit)states that the applicable obligor may prefiayr any part of the notes issued
thereunder (in an amount not less than 10% of glgeeate principal amount of the notes then oudétanin the case of a partial prepayment)
at 100% of the principal amount prepaid, togethién accrued interest and a make-whole amount. Batie Cascade Note Purchase
Agreement and the 2001 Note Purchase Agreemensstathe event of a transfer of utility assetsqunt, the noteholders thereunder have
the right to require the applicable obligor to reghase the notes held by them in full, togethehwitcrued interest and a makbele amount
on the terms and conditions specified in the retbgeaote purchase agreements. The 2007 Note Ragdhgreement states the applicable
obligor must offer to prepay all of the outstandimajes issued thereunder at 100% of the principalet together with unpaid accrued
interest in the event of a change of control ohsolsligor. The 2001 Note Purchase Agreement, ti§§ 2bte Purchase Agreement and the
Cascade Note Purchase Agreement each contain eenwftestrictions on the applicable obligor arsdsitibsidiaries. These include
restrictions on the obligor’s ability and the atyilof the obligors subsidiaries to merge, sell assets, create or lins on assets, guarantee
obligations of any other party, and engage in tatisns with related parties. Prior to the effestigss of the holding company reorganization,
our obligations under the 2001 Note Purchase Agee¢ieind the Cascade Note Purchase Agreement warangeied by Varistar and certain
of its material subsidiaries. Following the effgetiess of the holding company reorganization, oalyobligations under the Cascade Note
Purchase Agreement remain guaranteed by Varisthcentain of its material subsidiaries (and notBP).

On December 4, 2009 we issued $100 million of 0009% notes due 2016 under the indenture (for umedalebt securities) dated as of
November 1, 1997, as amended by the First Supplamadenture dated as of July 1, 2009, betweesndisU.S. Bank National Associati
(formerly First Trust National Association), asdtree. The notes are senior unsecured indebtedneésrear interest at 9.000% per year,
payable semi-annually in arrears on June 15 anemker 15 of each year, beginning June 15, 2010efities principal amount of the notes,
unless previously redeemed or otherwise repaidmature and become due and payable on Decemb@016, The net proceeds from the
issuance of approximately $98.3 million, after detthg the underwriting discount and offering expes)svere used to repay our revolving
credit facility, which had an outstanding balance df $107.0 million on November 30, 2009 at apri@st rate of approximately 2.6%.

Financial Covenants

As of December 31, 2009 the Company was in compdiavith the financial statement covenants thattedis its debt agreements.

None of the Credit and Note Purchase Agreementsit@nany provisions that would trigger an acceilenaof the related debt as a resul
changes in the credit rating levels assigned todlaed obligor by rating agencies.

Our borrowing agreements are subject to certaenfiral covenants. Specifically:

» Under the Credit Agreement, we may not permitrttie of our Interest-bearing Debt to Total Calt#tion to be greater than 0.60 to 1.00
or permit our Interest and Dividend Coverage Retibe less than 1.50 to 1.00 (each measured onsakidated basis), as provided in the
Credit Agreement

» Under the Cascade Note Purchase Agreement, wenatgermit our ratio of Consolidated Debt to Cdigsied Total Capitalization to be
greater than 0.60 to 1.00 or our Interest Charga&fage Ratio to be less than 1.50 to 1.00 (eaetsuned on a consolidated basis), permit
the ratio of OTP’s Debt to OTP’s Total Capitalizattito be greater than 0.60 to 1.00, or permit Ryi@ebt to exceed 20% of Varistar
Consolidated Total Capitalization, as providedhia €ascade Note Purchase Agreenr

» Under the OTP Credit Agreement, OTP may not petimai ratio of its Interedtearing Debt to Total Capitalization to be gredtan 0.60 t
1.00 or permit its Interest and Dividend Coveragdidrto be less than 1.50 to 1.00, as providetiénLiban Agreemen
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« Under the 2001 Note Purchase Agreement, the R@®& Purchase Agreement and the financial guaiastyance policy with Ambac
Assurance Corporation relating to certain pollut@ntrol refunding bonds, OTP may not permit thieoraf its Consolidated Debt to Total
Capitalization to be greater than 0.60 to 1.00evnt its Interest and Dividend Coverage Ratio ifothe case of the 2001 Note Purchase
Agreement, its Interest Charges Coverage Ratibgtess than 1.50 to 1.00, in each case as proiridbe related borrowing or insurance
agreement. In addition, under the 2001 Note Puechaseement and the 2007 Note Purchase Agreem@&mt,n@ay not permit its Priority
Debt to exceed 20% of its Total Capitalizationpesvided in the related agreeme

Our ratings at December 31, 2009 were:

Moody's Investor Standarc
Service Fitch Rating & Poor's
Otter Tail Corporatiol
Corporate Credit/Lor-Term Issuer Default Ratir Baa3 BBB- BBB-
Senior Unsecured De Baa3 BBB- BB+
9.000% Notes Due 201 Bal BBB- BB+
Outlook Stable Stable Stable
Moody's Investor Standarc
Service Fitch Rating & Poor's
Otter Tail Power Compar
Corporate Credit/Lor-Term Issuer Default Ratir A3 BBB BBB-
Senior Unsecured De A3 BBB+ BBB-
Outlook Stable Stable Stable

Our disclosure of these securities ratings is mecammendation to buy, sell or hold our securitid@wvngrades 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 defaulbendebt obligations.

Our ratio of earnings to fixed charges from contiguoperations, which includes imputed finance €ast operating leases, was 1.6x for 2009
compared to 2.4x for 2008, and our debt interegéaye ratio before taxes was 1.8x for 2009 conuptar®.8x for 2008. During 2010, we
expect these coverage ratios to increase, assutitiiyjnet income meets our expectations.

INTEREST COVERAGE

(times interest earned belore tax)
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1
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Otter Tail has mainteined coverage
ratios in excess of its delt covenant
requirements.

OFF-BALANCE-SHEET ARRANGEMENTS

We and our subsidiary companies have outstanditeydeof credit totaling $23.5 million. We do n@ve any other off-balance-sheet
arrangements or any relationships with unconsdaulantities or financial partnerships. These astiéire often referred to as structured
finance special purpose entities or variable irsteeatities, which are established for the purmddacilitating off-balance-sheet arrangements
or for other contractually narrow or limited purpgsWe are not exposed to any financing, liquiditgrket or credit risk that could arise if
had such relationship
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2010 BUSINESS OUTLOOK

We anticipate 2010 diluted earnings per share to ltee range of $1.00 to $1.40. This guidance iclems the cyclical nature of some of our
businesses and reflects challenges presented Bnteconomic conditions and our plans and strasefgir improving operating results as the
economy recovers. Our current consolidated capitpénditures expectation for 2010 is in the rarfdg/6-85 million. This compares with
$177 million of capital expenditures in 2009. Wentioue to explore investments in generation anastrassion projects for the electric
segment that could have positive impacts on ouriegs and returns on capital.

Contributing to our earnings guidance for 2010theefollowing items:

*  We expect lower levels of net income from ourctle segment in 2010. This decrease is due tarmeed soft wholesale power
markets, lower AFUDC earnings as there are no leogstruction projects expected in 2010, and irsrdaperating and
maintenance expense in 2010 due primarily to irsmé@mployee benefit costs. Expectations in 20d®rafflect an interim rate
increase of approximately $1.5 million in the Mispéa jurisdiction

* We expect our plastics segm’s 2010 performance to improve and be more in liitk 2008 results

* We expect earnings from our manufacturing segneemprove in 2010 as a result of the followil

* Improved earnings are expected at BTD in 2010 dysdductivity improvements and cost reductions enad2009

* Results at ShoreMaster are expected to be neakdéwen in 2010 given the restructuring of cosas dlscurred in 2009.
ShoreMaster continues to be affected by currentedspd economic conditions and does not expedngmpvement to overall
business conditions until the economy starts tovec

» Improved earnings are expected at DMI in 2010tduebetter backlog of business going into 20Id@mntinued improvements
in productivity from cost controls implemented i00®.

» Slightly better earnings are expected at T. O.tleé 2010 compared with 20C

» Backlog in place in the manufacturing segmersiujgport 2010 revenues is approximately $239 miliompared with
$241 million one year ag:

We expect increased net income from our healtfices segment in 2010. In an effort to right-sigdleet of imaging assets, health
services will not renew leases on a large numbénaging assets that come off lease in 2010. ThHigesult in a lower level of
rental costs in 201(

* We expect a similar level of net income from owdadngredient processing business in 2010 compaitbd2009.

* We expect our other business operations segmdravie improved earnings in 2010 compared with 2B@&klog in place for the
construction businesses is $84 million for 2010 parad with $71 million one year ac

*  We expect corporate general and administrativesdosteturn to more normal levels in 20
Our outlook for 2010 is dependent on a varietyaotdrs and is subject to the risks and uncertaimtiecussed in Item 1A. Risk Factors, and
elsewhere in this Annual Report on Form 10-K.
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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, unbilled electric revenuesuagccrenewable resource and transmission ridenue valuations of forward energy
contracts, service contract maintenance costseptge-of-completion and actuarially determinecefiesnicosts and liabilities. As better
information becomes available or actual amountkaosvn, estimates are revised. Operating resutidbeaaffected by revised estimates.
Actual results may differ from these estimates untiféerent assumptions or conditions. Managemastdiscussed the application of these
critical accounting policies and the developmentese estimates with the Audit Committee of thafmf Directors. The following critical
accounting policies affect the more significantgotents and estimates used in the preparation afangolidated financial statements.

PENSION AND OTHER POSTRETIREMENT BENEFITS OBLIGATIO NS AND COSTS

Pension and postretirement benefit liabilities ardenses for our electric utility and corporate kEyges 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 recognizedlmfdity accrued over periods of up to
40 or more years. These benefits can be paid oulpfdo 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 returfdgesult 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 2010 for our noncntidry funded pension plan is expected to be $6ll&xmcompared to $3.1 million in 200
The estimated discount rate used to determine &beuefit cost accruals will be 6.00% in 2010 conapiawith 6.70% used in 2009. In
selecting the discount rate, we consider the yietdixed income debt securities, which have radiog“Aa” published by recognized rating
agencies, along with bond matching models spetifmur plans as a basis to determine the rate.

Subsequent increases or decreases in actual fattsmm on plan assets over assumed rates oraiseseor decreases in the discount rate or
rate of increase in future compensation levelsasignificantly change projected costs. For 2009ther factors being held constant: a 0.25
increase in the discount rate would have decreasef009 pension benefit cost by $160,000; a Oe23ahse in the discount rate would have
increased our 2009 pension benefit cost by $480H0Q5 increase in the assumed rate of increafsglre compensation levels would have
increased our 2009 pension benefit cost by $460 8005 decrease in the assumed rate of incredatire compensation levels would have
decreased our 2009 pension benefit cost by $350z0025 increase (or decrease) in the expectedtlnm rate of return on plan assets
would have decreased (or increased) our 2009 pebsioefit cost by $410,000.

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 (or @sefein the discount rate would have decreased¢mrased) our 2009 postretirement met
benefit costs by $70,000. See note 12 to conselidiancial statements for the cost impact ofange 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 esfaatd assumptions are subject to a number otlesiand are subject to change.
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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 Dezedi, 2009 were $460 million. Any expected lossefbs in progress at year-end
2009 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

OTP’s forward contracts for the purchase and shéteatricity are derivatives subject to mark-torket accounting under generally accepted
accounting principles. The market prices used toev®TP’s forward contracts for the purchases ahek0f electricity and electricity
generating capacity are determined by survey oftmrparties or brokers used by OTP’s power servpasonnel responsible for contract
pricing, as well as prices gathered from dailylsatent prices published by the Intercontinentallaxge. For certain contracts, prices at
illiquid trading points are based on a basis sptegdeen that trading point and more liquid trading prices. These basis spreads are
determined based on available market price infaonaind the use of forward price curve models asdsuch, are estimates. The forward
energy sales contracts that are marked to markatlscember 31, 2009, are 100% offset by forwawetgy purchase contracts in terms of
volumes, delivery periods and delivery points. GSTRcognized but unrealized net gains on the faheaergy purchases and sales marked to
market on December 31, 2009 are expected to bieedain settlement as scheduled over the followewys in the amounts listed:

(in thousands 2010 2011 2012 Total
Net Gain $38¢ $32C $321 $1,03(

ALLOWANCE FOR DOUBTFUL ACCOUNTS

Our operating companies encounter risks associgtbdsales and the collection of the associatedats receivable. As such, they record
provisions for accounts receivable that are comsitieo be uncollectible. In order to calculate dppropriate 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 evdrsray change the rate, such as a
significant increase or decrease in collectiongrenince and timing of payments as well as the tled 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.rtuoistances where an operating company is awaepécific 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 becatheeunderlying assumptions used for the
allowance can change from period to period anddccpatentially cause a material impact to the incstagement and working capital.

During 2009, $3.0 million of bad debt expense (0@%otal 2009 revenue of $1.0 billion) was recat@ad the allowance for doubtful
accounts was $4.4 million (4.4% of trade accouatgivable) as of December 31, 2009. General ecanconiditions and specific geographic
concerns are major factors that may affect the @a®gof the allowance and may result in a chandbedrannual bad debt expense. An
increase or decrease in our consolidated allowBnradoubtful accounts based on one percentage pbmitstanding trade receivables at
December 31, 2009 would result in a $1.0 milliocréase or decrease in bad debt expense.

Although an estimated allowance for doubtful acdswm our operating companies’ accounts receivialpeovided for, the allowance for
doubtful accounts on the electric segment’s whidéeskectric sales is insignificant in proportionaonual revenues from these sales. The
electric segment has not experienced a bad dettedelo 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.
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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 2.90% in 2009, 2.81% in 2008 and%.#82007. 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 outcomthese tax matters in accordance with the
requirements of ASC 74Mpcome Taxesthe ultimate outcome of such matters could réauddditional adjustments to our consolidated
financial statements. However, we do not believahsaadjustments would 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 anticigatarnings 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 amount of a long-lived asset may exceséhit value and not be recoverable. We apply tlweanting guidance under Accounting
Standards Codification (ASC) 360-10-F5pperty, Plant, and Equipment — Subsequent Measemg in order to determine whether or not
an asset is impaired. This standard requires aairmpnt analysis when indicators of impairmentfesent. If such indicators are present,
the standard requires that if the sum of the fuéxmected cash flows from a company’s asset, uodiged and without interest charges, is
less than the carrying amount, an asset impairmest be recognized in the financial statements.arheunt of the impairment is the
difference between the fair value of the assetthadarrying amount of the asset.

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

As of December 31, 2009 an assessment of the ngraynounts of our long-lived assets and other gitdes indicated these assets were not
impaired.

GOODWILL IMPAIRMENT

Goodwill is required to be evaluated annually fopairment, according to ASC 350-20-8s0odwill - Subsequent Measuremeiihe

standard requires a two-step process be perforoadalyze whether or not goodwill has been impaigtép one is to test for potential
impairment and requires that the fair value ofréyorting unit be compared to its book value ingigcdyoodwill. If the fair value is higher
than the book value, no impairment is recognizethd fair value is lower than the book value, eossl step must be performed. The second
step is to measure the amount of impairment l6éssyyi, and requires that a hypothetical purchaige @ilocation be done to determine the
implied fair value of goodwill. This fair value tken compared to the carrying amount of goodwfithé implied fair value is lower than the
carrying amount, an impairment adjustment musecended.

60




Table of Contents

We believe accounting estimates related to goodmijllairment 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@keeconomic conditions, such as earnings grow#h ragjuire significant judgment based on
fluctuating rates and expected revenues. AdditlgnASC 350-20-35 requires goodwill be analyzedifopairment on an annual basis using
the assumptions that apply at the time the anailysipdated.

As of December 31, 2009 we have $12.2 million afaeill and $4.9 million in nonamortizable trade reswecorded on our balance sheet
related to the acquisition of ShoreMaster andutsiliary companies. ShoreMaster produces and nsar&dential and commercial
waterfront equipment, ranging from boatlifts andkiofor lakefront property to full commercial maiprojects. The business has experie
reduced demand for its products due to the reaartamic recession and has incurred net losses.oNg&dered these adverse developments
in the business to be an indicator of potentialdimpent of ShoreMaster’s goodwill and other intdhgiassets.

Based on the current goodwill review, we conclutted no impairment charge was necessary. Howedveurrient economic conditions
continue to impact the amount of sales of watetfpyoducts and ShoreMaster is not successful witihganizing and streamlining its
business to improve operating margins accordirmutgrojections, the reductions in anticipated déslis from this business may indicate
a future period, that its fair value is less th@rcarrying amount resulting in an impairment ahgoor all of the goodwill and nonamortizable
intangible assets associated with ShoreMaster aldthga corresponding charge against earnings.

ShoreMaster’s current operating plan calls for nsbdevenue growth in 2010 in line with growth irogs domestic product. With the cost
reduction efforts that have occurred over the peaat, we expect ShoreMaster’s earnings to be meakbven in 2010. Given the nature of
ShoreMaster’s products and the markets it servesperating plans assume revenue and earningghgre begin to occur in 2011. These
revenue growth assumptions are consistent withe3haster’s historical growth rates before the reesohomic downturn. Inherent in these
assumptions is that ShoreMaster's manufacturingaigputilization will increase from current utiéiion of 40% to approximately 70% of
capacity for the year ending 2014. ShoreMastexpeting its dealer base to grow during this peabtime which is reasonable given its
historic ability to grow its dealer base. ShoreMasias not experienced any deterioration in itéetldsmse during the economic downturn.

The weighted average cost of capital used forah&ysis was 13.3% which is reflective of the risktserent in ShoreMaster’s industry. This
compares with the previous weighted average cosapital of 12% which was used in the previous yesrual goodwill review for
ShoreMaster. We used a terminal value growth rB88in this discounted cash flow analysis.

The current operating plan with its assumptionsxghtine following:

(in thousands

Enterprise Valut $48,60(
Interest Bearing Del 36,50(
Market Value of Common Equil 12,10(
Book Value of Common Equil 12,00(
Excess of Market Value over Book Val $ 10C

The following changes in our assumptions would Haesfollowing impact on these estimated values:

Impact on Fair Valui

Assumption Change (in thousands
Annual Revenue Growth Ra Plus 1% $ 3,70C
Annual Revenue Growth Ra Minus 1% (3,600
Annual Gross Margi Plus 1% 3,80(
Annual Gross Margil Minus 1% (3,800
Discount Rate Plus .5% (2,200
Discount Rate Minus .5% 2,40(

Should the assumptions used in these current apgi@lans not materialize and the market valuetafr8Master’'s common equity be
significantly below its book value, an impairmehtege of up to $17.1 million could be recorded.
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We currently have $12.0 million of goodwill and ¥0nillion in nonamortizable trade names recordedwnbalance sheet related to the
acquisition of BTD and its subsidiary companiesDBrovides stamped metal parts and fabricated npedalucts to a number of equipment
and product manufacturers and assemblers througielinited States. We expect BTD to return to 2@8@&nue and earnings levels by
2012. If current economic conditions continue tpaot sales of manufactured metal products and BTt able to achieve sales and
earnings consistent with 2008 levels as projedtexireductions in anticipated cash flows from thisiness may indicate, in a future period,
that its fair value is less than its carrying vatasulting in an impairment of some or all of tleodwill and nonamortizable intangible assets
associated with BTD along with a corresponding ghaxgainst earnings.

An impairment charge consisting of the goodwill arhamortizable intangible assets of both Shoredastd BTD combined would not
have a significant impact on our financial positaord would not put us in violation of our debt coasts.

We evaluate goodwill for impairment on an annuai®and as conditions warrant. As of December BQ92n assessment of the carrying
amounts of our goodwill indicated no impairment #mel fair values of our remaining reporting units aubstantially in excess of their
respective book values.

ACQUISITION METHOD OF ACCOUNTING

Through December 31, 2008, under Statement of EiabAccounting Standards (SFAS) No.18lsiness Combinationsve have accountt
for our acquisitions under the purchase methoadtobdanting and, accordingly, the acquired assetdiabilities assumed are recorded at their
respective fair values. The excess of purchase pner the fair value of the assets acquired atmlilies assumed is recorded as goodwill.
The recorded values of assets and liabilities ased on third party estimates and valuations whailadle. The remaining values are based
on management’s judgments and estimates, and,diegly, our consolidated financial position or réswf operations may be affected by
changes in estimates and judgments.

We account for acquisitions under the requiremehsSC 805 Business CombinationdJnder ASC 805 the term “purchase method of
accounting” is replaced with “acquisition methodagtounting” and requires an acquirer to recogthizeassets acquired, the liabilities
assumed and any noncontrolling interest in the iaeguat the acquisition date, measured at theivtdues as of that date, with limited
exceptions. This guidance replaces SFAS No. 143ssallocation process, which required the costrofcquisition to be allocated to the
individual assets acquired and liabilities assulmased on their estimated fair values.

Acquired assets and liabilities assumed that asgesuto critical estimates include property, plantd 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 bassewvemal factors including the age and conditiothefequipment, maintenance records of
the equipment and auction values for equipment siithlar characteristics at the time of purchase.

Intangible assets are identified and valued usiegguidelines of ASC 805. The fair value of intdolgiassets is based on estimates including
royalty rates, customer attrition rates and estihagsh flows.

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

KEY ACCOUNTING PRONOUNCEMENTS

Business Combinatior— In December 2007, the FASB issued new guidancaisimbss combinations that applies prospectivebusiness
combinations for which the acquisition date is omfber the beginning of the first annual reportpegiod beginning on or after December 15,
2008. The new guidance, under ASC 8B&siness Combinationapplies to all transactions or other events in Wiaia entity (the acquirer)
obtains control of one or more businesses (theigezju In addition to replacing the term “purchasethod of accounting” with “acquisition
method of accounting ASC 805 requires an acquirer to recognize the sis®efuired, the liabilities assumed and any nomobinig interest it
the acquiree at the acquisition date, measurdeeatfair values as of that date, with limited epitens. This guidance replaces previous
guidance on the cost-allocation process, whichireduhe cost of an acquisition to be allocatethtoindividual assets acquired and liabilities
assumed based on their estimated fair values. &wegnidance results in not recognizing some assetdiabilities at the acquisition date,

it also results in measuring some assets anditiabiht amounts other than their fair
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values at the acquisition date. For example, mindance required the acquirer to include the dostared to effect an acquisition
(acquisition-related costs) in the cost of the &itjan that is allocated to the assets acquiratithe liabilities assumed. The new guidance
requires those costs to be expensed as incurredldition, under previous guidance, restructuriogf€ that the acquirer expected but was not
obligated to incur were recognized as if they waeliability assumed at the acquisition date. The gaidance requires the acquirer to
recognize those costs separately from the busowsbination. We adopted the new guidance on busic@sbinations on January 1, 2009.
The adoption did not have a material impact onamnsolidated financial statements.

Disclosures about Derivative Instruments and HedgiActivitie— In March 2008, the FASB issued new guidance orlassices about
derivative instruments and hedging activities. ke guidance under ASC 81Berivatives and Hedgingequires enhanced disclosures
about an entity’s derivative and hedging activit@énprove the transparency of financial reportamgl is effective for financial statements
issued for fiscal years and interim periods begigrafter November 15, 2008. We adopted the newaguaiel on January 1, 2009. Adoption of
the new guidance resulted in additional footnogeldisures related to our use of derivative instmis)eghe location and fair value of
derivatives reported on our consolidated balaneetshthe location and amounts of derivative imsé&unt gains and losses reported on our
consolidated statements of income and informatiooredit risk exposure related to derivative instemts.

Employer¢ Disclosures about Postretirement Benefit Plan A&ss—In December 2008, the FASB issued new guidancenopl@yers’
Disclosures about Pensions and Other PostretireBamfits. The new guidance under ASC 713526ined Benefit Plans—Generakpand:
an employer’s required disclosures about plan asdet defined benefit pension or other postretienplan to include investment policies
and strategies, major categories of plan assdtsmation regarding fair value measurements, agdifstant concentrations of credit risk. T
new guidance is effective for fiscal years endifigraDecember 15, 2009. We do not expect the adoii the new guidance to have a
material impact on our consolidated financial steats.

Interim Disclosures about Fair Value of Financialdstrument— In April 2009, the FASB issued new guidance onldsares about fair
value of financial instruments to require discl@suregarding the fair value of financial instrunseintinterim financial statements. The new
disclosure requirements under ASC 8Riancial Instrumentsare effective for interim periods ending after JaBe 2009. We implemented
the new guidance on April 1, 2009. The implemeantatid not have a material impact on our consadiddinancial statements. ASC 825
required disclosures have been included in oursnmteonsolidated financial statements, where eable.

Subsequent Even— In May 2009, the FASB issued new guidance regardirizggequent events. The new guidance under ASC 855,
Subsequent Evenestablishes general standards of accounting anbbslise for events that occur after the balancetstiete but before
financial statements are issued. The new accougtirdance is consistent with the auditing literatatidely used for accounting and
disclosure of subsequent events, however, the nédlagce requires an entity to disclose the datautyir which subsequent events have been
evaluated. The new guidance is effective for imbesind annual periods ending after June 15, 2009nWkemented the new guidance on
April 1, 2009. The implementation did not have aenal impact on our consolidated financial statatae

SFAS No. 167, Amendments to FASB Interpretation Ni&(R),was issued by the FASB in June 2009. SFAS No. hédhds the
consolidation guidance applicable to variable iegeentities. The amendments will significantlyeatfvarious elements of consolidation
guidance under FASB Interpretation No. 46(R), idatg guidance for determining whether an entitg isriable interest entity and whether
an enterprise is the primary beneficiary of a k@ganterest entity. SFAS No. 167 is effective fiscal years beginning after November 15,
2009. We do not expect the implementation of SFASD7 to have a significant impact on our constéd financial statements. SFAS
No. 167 will remain authoritative until it is integged into the ASC

FORWARD-LOOKING INFORMATION — SAFE HARBOR STATEMENT UNDER THE PRIVATE SECURITIES LITIGATION
REFORM ACT OF 1995

This Annual Report on Form 10-K contains forwardkimg statements within the meaning of the Pri&geurities Litigation Reform Act of
1995 (the Act). When used in this Form 10-K anéutare filings by the Company with the Securitiesl&xchange Commission (SEC), in
the Company’s press releases and in oral statepveotds such as “may,” “will,” “expect,” “anticipaf” “continue,” “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 ematiadus risks and uncertainties that could cagsgahresults to differ materially from thc
expressed in such forward-looking statements. $igskh and uncertainties include the various facsetsorth in Item 1A. Risk Factors of this
Annual Report on Form 10-K and in our other SE@djs.

” o ”ou ” o« ”ou
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Item 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARK ET RISK

At December 31, 2009 we had exposure to marketasskciated with interest rates because we hadibién in short-term debt

outstanding subject to variable interest ratesahaindexed to LIBOR plus 2.375% under the cradieement relating to our $200 million
revolving credit facility and $1.6 million in shetérm debt outstanding subject to variable interatgts that are indexed to LIBOR plus 0.5%
under the credit agreement relating to OTP’s $1#llom revolving credit facility. At December 310P9 we had exposure to changes in
foreign currency exchange rates. DMI has mark&tretated to changes in foreign currency exchaatgsrat its plant in Ft. Erie, Ontario
because the plant pays its operating expensesnadin dollars. Outstanding trade accounts reckivaftthe Canadian operations of IPH are
not at risk of valuation change due to changesiiifin currency exchange rates because the Canzaligpany transacts all sales in U.S.
dollars. However, IPH does have market risk reléechanges in foreign currency exchange ratesusecapproximately 16.5% of IPH sales
in 2009 were outside the United States and the @anaperation of IPH pays its operating expensé3anadian dollars.

The majority of our consolidated long-term debt figsd interest rates. The interest rate on vaeiahte long-term debt is reset on a periodic
basis reflecting current market conditions. We nganaur interest rate risk through the issuancéxefifrate debt with varying maturities,
through economic refunding of debt through optimefiindings, 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 Decembe2B09 we had $68.4 million of long-
term debt subject to variable interest rates. Hane$58.0 million of this debt was OTP’s variakd¢erterm loan due May 20, 2011 that was
early retired on January 4, 2010, without penaissuming no change in our financial structure aifiable interest rates were to average one
percentage point higher or lower than the averagiable rate on December 31, 2009, annualizeddstexpense 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 certa@mge. It is our policy to enter into interest rmnsactions and other financial instruments only
to the extent considered necessary to meet o@dstdijectives. We do not enter into interest natesactions for speculative or trading
purposes.

The plastics companies are exposed to marketelaked to changes in commodity prices for PVC iedime 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, sales volume has been higihetmwhen resin prices are falling, sales volumasbiegn lower. Operating income may
decline when the supply of PVC pipe increases ffast demand. Due to the commaodity nature of P&rand the dynamic supply and
demand factors worldwide, it is very difficult togalict gross margin percentages or to assume istatibal trends will continue.

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

OTP has market, price and credit risk associatél ferward contracts for the purchase and saldesfricity. As of December 31, 2009 OTP
had recognized, on a pretax basis, $1,030,000tinmrealized gains on open forward contracts ferghrchase and sale of electricity and
electricity generating capacity. Due to the natfrelectricity and the physical aspects of the teleity transmission system, unanticipated
events affecting the transmission grid can cawsesmission constraints that result in unanticipgi@ds or losses in the process of settling
transactions.

The market prices used to value OTP’s forward emt$rfor the purchases and sales of electricityedatricity generating capacity are
determined by survey of counterparties or broksesliby OTP’s power services’ personnel respon§iibleontract pricing, as well as prices
gathered from daily settlement prices publishedhayintercontinental Exchange. For certain conggmtices at illiquid trading points are
based on a basis spread between that tradinggraintnore liquid trading hub prices. These basisafs are determined based on available
market price information and the use of forwarad@riurve models. The forward energy sales contthatsare marked to market as of
December 31, 2009, are 100% offset by forward gnpagchase contracts in terms of volumes, deliyanjods and delivery points.

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 createdhiisynew 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. There was no market expassk as of December 31, 2009 «
to all forward positions being closed.
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The following tables show the effect of markingtarket forward contracts for the purchase anda&addectricity and electricity generating
capacity on our consolidated balance sheet as oéker 31, 2009 and the change in our consolidakohce sheet position from
December 31, 2008 to December 31, 2009:

(in thousands December 31, 20C
Current Asse— Markec-to-Market Gain $ 8,321
Regulatory Asse— Deferred Marke-to-Market Loss 7,614
Total Assets 15,93¢
Current Liability— Markec-to-Market Loss (14,687
Regulatory Liability— Deferred Marke-to-Market Gain (2249
Total Liabilities (14,905
Net Fair Value of Marke-to-Market Energy Contrac $ 1,03(
Year ende(
(in thousands December 31, 20C
Fair Value at Beginning of Ye: $ (123%)
Amount Realized on Contracts Entered into in 2008 Settled in 200 12:

Changes in Fair Value of Contracts Entered int?(08 —
Net Fair Value of Contracts Entered into in 200¥@ar End 200! —
Changes in Fair Value of Contracts Entered int2(09 1,03(
Net Fair Value at End of Ye: $ 1,03(

The $1,030,000 in recognized but unrealized netsgan the forward energy and capacity purchasesaed marked to market on
December 31, 2009 is expected to be realized dlersent as scheduled over the following years énaimounts listed:

(in thousands 2010 2011 2012 Total
Net Gain $38¢ $32C $321 $1,03(

OTP has credit risk associated with the nonperfocaar nonpayment by counterparties to its forvearelrgy and capacity purchases and
sales agreements. We have established guidelindingits to manage credit risk associated with velsale power and capacity purchases and
sales. Specific limits are determined by a courarys financial strength. OTP’s credit risk witls iargest counterparty on delivered and
marked-to-market forward contracts as of DecembePB809 was $222,000. As of December 31, 2009 GitPaet credit risk exposure of
$387,000 from four counterparties with investmenaidg credit ratings. OTP had no exposure at Decefihe009 to counterparties with
credit ratings below investment grade. Counterpantith investment grade credit ratings have mimmauedit ratings of BBB- (Standard &
Poor’s), Baa3 (Moody’s) or BBB- (Fitch).

The $387,000 credit risk exposure includes net antsodue to OTP on receivables/payables from comgleansactions billed and unbilled
plus marked-to-market gains/losses on forward eotdrfor the purchase and sale of electricity seleebfor delivery after December 31,
2009. Individual counterparty exposures are ofé®ebrding to legally enforceable netting arrangemen

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

The Canadian operations of IPH records its saldscarries its receivables in U.S. dollars but pts/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 exchargesrand 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 for the months of Jantligugh October 2009. Each monthly contract washferexchange of $400,000 U.S.
dollars for the amount of Canadian dollars stateelsich contract. IPId’Canadian subsidiary entered into forward cordgrimtthe exchange
U.S. dollars into Canadian dollars in July 2009tfee months of August through December 2009. Eaahtinty contract was for the exchange
of $200,000 U.S. dollars for the amount of Canadialtars stated in each contract.
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The following table shows the change in the Com{mognsolidated balance sheet position from Decer@ibe2008 to December 31, 2009:

Yeal-to-Date
(in thousands December 31, 20C
Fair Value at Beginning of Yei $ (289
Changes in Fair Value of Contracts Entered int2(88 232
Less: Amount Realized on Contracts Entered in2008 and Settled in 20( 57
Net Fair Value of Contracts Entered into in 200&hatEnd of the Yee —
Changes in Fair Value of Contracts Entered int®d09 88
Less: Amount Realized on Contracts Entered in@000 and Settled in 20( (88)
Net Fair Value End of the Ye $ —

These contracts were derivatives subject to maikddket accounting. IPH did not enter into thesetiaets for speculative purposes or with
the intent of early settlement, but for the purpokcking in acceptable exchange rates and hgdtgrexposure to future fluctuations in
exchange rates. IPH settled these contracts dth@igstated settlement periods and used the pdsdeepay its Canadian liabilities when tl
came due. These contracts did not qualify for hedgeunting treatment because the timing of thetttesnents did not coincide with the
payment of specific bills or contractual obligasofhere were no forward foreign currency excharmgeracts outstanding as of

December 31, 2009.

In order to limit its exposure to fluctuations untdire prices of natural gas and fuel oil, IPH esdieinto contracts with its fuel suppliers in
August 2008, January 2009 and December 2009 forginrchases of natural gas and fuel oil to covetiques of its anticipated natural gas
needs in Ririe, Idaho and Center, Colorado fromté&aper 2008 through August 2009, its fuel oil needSouris, Prince Edward Island,
Canada from January 2009 through August 2009 anthiiural gas needs in Ririe, Idaho from Januaty) 28rough August 2010 at fixed
prices. These contracts qualified for the normatpase exception to mark-to-market accounting uA®E 815-10-15Derivatives and
Hedging.
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Item 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA
REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTINGIRM

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, 2009 and 20A8,the related consolidated statements of incooranpwon shareholders’ equity and
comprehensive income, and cash flows for eacheoftttee years in the period ended December 31, 208%lso have audited the
Company’s internal control over financial reportiag of December 31, 2009 based on the criteridlegtad in Internal Control — Integrated
Framework issued by the Committee of Sponsoringa@mgtions of the Treadway Commission. The Compamganagement is responsible
for these financial statements, for maintainingetifze internal control over financial reportingdafor its assessment of the effectiveness of
internal control over financial reporting, includedthe accompanying Management's Report Regarditegnal Control Over Financial
Reporting. Our responsibility is to express an m@piron these financial statements and an opiniotherCompany’s internal control over
financial reporting based on our audits.

We conducted our audits in accordance with thedstals of the Public Company Accounting OversighafBioUnited 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 corgvelr financial reporting was maintained in all evél 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 testitigezaluating the design and operating effectivenéiternal control based on the assessed
risk. Our audits also included performing such offrecedures as we considered necessary in thentitances. 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 supenvigi the company’s principal executive
and principal financial officers, or persons pemigrg similar functions, and effected by the companpard 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) pertaihgartaintenance of records that, in reasonablel dataurately and fairly reflect the
transactions and dispositions of the assets afdh@any; (2) provide reasonable assurance thatactions 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 ¢mepainy; and (3) provide reasonable
assurance regarding prevention or timely deteafamauthorized acquisition, use, or dispositiothaf 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@d8, and the results of their operations aniil tash flows for each of the three ye
in the period ended December 31, 2009, 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, 2009,
based on the criteria established in Internal @brtr Integrated Framework issued by the Commitfegpmnsoring Organizations of the
Treadway Commission.

/sl Deloitte & Touche LLP

DELOITTE & TOUCHE LLP

Minneapolis, Minnesota
February 26, 2010
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OTTER TAIL CORPORATION

Consolidated Statements of Income—For the Years Erdl December 31

(in thousands, except [-share amounts 2009 2008 2007
Operating Revenues
Electric $ 314,42 $ 339,72t $ 323,15¢
Nonelectric 725,08t 971,47: 915,72¢
Total Operating Revenui 1,039,51 1,311,219 1,238,88
Operating Expenses
Production Fue— Electric 59,381 71,93( 60,48:
Purchased Pow« Electric System Us 52,94: 56,32¢ 74,69(
Electric Operation and Maintenance Exper 105,86 115,30( 107,04:
Cost of Goods Sol— Nonelectric (excludes depreciation; included bel 565,19¢ 775,29:. 712,54
Other Nonelectric Expens 126,64: 143,05( 121,11(
Product Recall and Testing Co 1,62t — —
Plant Closure Cos! — 2,29t —
Depreciation and Amortizatic 73,60¢ 65,06( 52,83(
Property Taxe— Electric 8,85: 8,94¢ 9,41
Total Operating Expens: 994,12: 1,238,20! 1,138,11.
Operating Income 45,39( 72,99: 100,77-
Other Income 4,55( 4,12¢ 2,012
Interest Charges 28,51« 26,95¢ 20,857
Income Before Income Taxe: 21,42¢ 50,16: 81,92¢
Income Tax (Benefit) Expenst (4,60%) 15,031 27,96¢
Net Income 26,03: 35,12¢ 53,961
Preferred Dividend Requirements 73€ 73€ 73€
Earnings Available for Common Shares 25,29¢ $ 34,38¢ $ 53,22t
Average Number of Common Shares Outstandir—Basic 35,46: 31,40¢ 29,68!
Average Number of Common Shares Outstanding—Diluted 35,71% 31,67 29,97(
Earnings Per Common Share
Basic 0.71 $ 1.0¢ $ 1.7¢
Diluted 0.71 $ 1.0¢ $ 1.7¢
Dividends Per Common Share 1.1¢ $ 1.1¢ $ 1.17

See accompanying notes to consolidated financiééstents.
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OTTER TAIL CORPORATION
Consolidated Balance Sheets, December 31

(in thousands 2009 2008
ASSETS
Current Assets
Cash and Cash Equivalel $ 4,43 $ 7,56F
Accounts Receivable
Trade (less allowance for doubtful accounts of $4.,®r 2009 and $2,744 for 20C 95,74 136,60¢
Other 10,88 13,587
Inventories 86,51t 101,95!
Deferred Income Taxe 11,457 8,38¢
Accrued Utility and Co-of-Energy Revenue 15,84( 24,03(
Costs and Estimated Earnings in Excess of Bill 61,83t 65,60¢
Income Taxes Receivak 48,04¢ 26,75¢
Other 15,26¢ 8,51¢
Total Current Assetl 350,021 393,01:
Investments 9,88¢ 7,54z
Other Assets 26,09¢ 22,61¢
Goodwill 106,77¢ 106,77¢
Other Intangibles—Net 33,88 35,441
Deferred Debits
Unamortized Debt Expense and Reacquisition Prem 10,67¢ 7,247
Regulatory Assets and Other Deferred De 118,70( 82,38¢
Total Deferred Debit 129,37t 89,63!
Plant
Electric Plant in Servic 1,313,01! 1,205,64
Nonelectric Operation 362,08¢ 321,03:
Total 1,675,10: 1,526,67!
Less Accumulated Depreciation and Amortizal 599,83¢ 548,07(
Plan—Net of Accumulated Depreciation and Amortizat 1,075,26. 978,60
Construction Work in Progre: 23,36 58,96(
Net Plant 1,098,62 1,037,56!
Total $1,754,67 $1,692,58

See accompanying notes to consolidated financééstents.
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OTTER TAIL CORPORATION
Consolidated Balance Sheets, December 31

(in thousands, except share da 2009 2008
LIABILITIES AND EQUITY
Current Liabilities
Shor-Term Deb $ 7,58t $ 134,91
Current Maturities of Lon-Term Debi 59,05: 3,747
Accounts Payabl 83,72« 113,42.
Accrued Salaries and Wag 21,057 29,68¢
Accrued Taxe! 11,30 10,93¢
Other Accrued Liabilitie: 24,31¢ 12,03¢
Total Current Liabilities 207,04. 304,74«
Pensions Benefit Liability 95,03¢ 80,91:
Other Postretirement Benefits Liability 37,71 32,621
Other Noncurrent Liabilities 22,69 19,391
Commitments (note 9)
Deferred Credits
Deferred Income Taxe 155,30¢ 123,08t
Deferred Tax Credit 47,66( 34,28¢
Regulatory Liabilities 64,27+ 64,684
Other 562 397
Total Deferred Credit 267,80: 222,45"
Capitalization (page 73)
Long-Term Debt, Net of Current Maturitie 436,17( 339,72t
Class B Stock Options of Subsidie 1,22( 1,22C
Cumulative Preferred Shar 15,50( 15,50(
Common Shares, Par Value $5 Per S—Authorized, 50,000,000 Share
Outstanding, 20(—35,812,280 Shares; 2(—35,384,620 Share 179,06: 176,92:
Premium on Common Shar 250,39¢ 241,73:
Retained Earning 243,35: 260,36
Accumulated Other Comprehensive L (1,319 (3,000
Total Common Equit 671,49¢ 676,01¢
Total Capitalizatior 1,124,38! 1,032,46.
Total $1,754,67. $1,692,58

See accompanying notes to consolidated financédstents.
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OTTER TAIL CORPORATION

Consolidated Statements of Common Shareholders’ Egy and Comprehensive Income

Premium Accumulated
Common Par Value, on Other Total
Shares Common Common Retained Comprehensive Common
(iin thousands, except common shares outstan Outstanding Share Shares Earnings (Loss)/Income Equity
Balance, December 31, 20C 29,521,77 $147,60¢ $ 99,22: $245,00! $ (1,067 (a) $490,77(
Common Stock Issuances, Net of
Expense! 336,50t 1,68: 6,01¢ 7,701
Common Stock Retiremen (8,489 (43 (252) (295)
Comprehensive Incom
Net Income 53,961 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 Incon 56,20¢
Tax Benefit for Exercise of Stock
Options 1,092 1,092
Stock Incentive Plan Performance
Award Accrual 2,21 2,213
Vesting of Restricted Stock Granted
to Employee: 86C 86(
Premium on Purchase of Stock for
Employee Purchase PI (269) (269)
Cumulative Effect of Adoption of FI
No. 48 (11€) (11€)
Cumulative Preferred Dividenc (73€) (73€)
Common Dividend: (34,780 (34,780
Balance, December 31, 2007 29,849,78 $149,24¢ $108,88! $263,33: $ 1,181(a) $522,64
Common Stock Issuances, Net of
Expense! 5,557,53. 27,78¢ 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 158 158
Actuarial Gains and Regulatory
Allocations Adjustment (1,510 (1,510
Total Comprehensive Incon 30,94+
Tax Benefit for Exercise of Stock
Options 1,775 1,77
Stock Incentive Plan Performance
Award Accrual 3,09¢ 3,09:
Vesting of Restricted Stock Granted
to Employee: 16& 165
Premium on Purchase of Stock for
Employee Purchase PI (365) (365)
Cumulative Preferred Dividenc (73€) (73€)
Common Dividend: (37,357 (37,357
Balance, December 31, 2008 35,384,62 $176,92: $241,73: $260,36¢ $  (3,000(a) $676,01¢
Common Stock Issuances, Net of
Expense! 437,84: 2,18¢ 6,24: 8,43:
Common Stock Retiremern (10,187 (571) (17¢) (229



Comprehensive Incom

Net Income 26,031 26,03
Unrealized Gain on Marketable
Equity Securities (n-of-tax) 74 74
Foreign Currency Exchange
Translation (ne-of-tax) 1,96t 1,96t
SFAS No. 158 Items (r-of-tax):
Amortization of Unrecognized
Postretirement Benefit Cos 357 357
Actuarial Gains and Regulator
Allocations Adjustment (711) (711
Total Comprehensive Incon 27,71¢
Tax Benefit for Exercise of Stock
Options (23 (23
Stock Incentive Plan Performance
Award Accrual 2,59: 2,592
Vesting of Restricted Stock Grante:
to Employee: 52 52
Premium on Purchase of Stock for
Employee Purchase PI (19 (19
Cumulative Preferred Dividenc (73€) (73€)
Common Dividend: (42,307 (42,307
Balance, December 31, 20C 35,812,28 $179,06: $250,39¢ $243,35: $ (1,315(a) $671,49¢
(@) Accumulated Other Comprehensive Income (Loss) ateBer 3]
is comprised of the followin(in thousands
Before Tax Tax Effect Net-of-Tax
Unamortized Actuarial Losses and Transit
Obligation Related to Pension a
2007 Postretirement Benefi $ (3,86%) $ 1,54¢ $ (2,31¢)
Foreign Currency Exchange Translat 5,79¢ (2,319 3,471
Unrealized Gain on Marketable Equity Securi 36 (14 22
Net Accumulated Other Comprehensive Incc $ 1,96¢ $ (787 $ 1,181
Unamortized Actuarial Losses and Transit
Obligation Related to Pension a
200¢ Postretirement Benefi $ (6,125 $ 2,45( $ (3,675
Foreign Currency Exchange Translat 1,15¢ (462) 693
Unrealized Loss on Marketable Equity Securi (30) 12 (18)
Net Accumulated Other Comprehensive L $ (5,000 $ 2,00 $ (3,000
Unamortized Actuarial Losses and Transit
Obligation Related to Pension a
200¢ Postretirement Benefi $ (6,715 $ 2,68¢ $ (4,029
Foreign Currency Exchange Translat 4,43( (1,772 2,65¢
Unrealized Gain on Marketable Equity Securi 94 (38) 56
Net Accumulated Other Comprehensive L $ (2,19) $ 87€ $ (1,319

See accompanying notes to consolidated financééstents.
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OTTER TAIL CORPORATION
Consolidated Statements of Cash Flows—For the YeaEnded December 31

(in thousands 2009 2008 2007
Cash Flows from Operating Activities
Net Income $ 26,03: $ 35,12t $ 53,96
Adjustments to Reconcile Net Income to Net Caslvideal by Operating Activities
Depreciation and Amortizatic 73,60¢ 65,06( 52,83(
Deferred Tax Credit (2,337 (1,699 (1,169
Deferred Income Taxe 44,79: 40,66¢ 4,36¢
Change in Deferred Debits and Other As: (18,529 (41,85) 6,50t
Discretionary Contribution to Pension P (4,000 (2,000 (4,000
Change in Noncurrent Liabilities and Deferred Cie 24,89¢ 40,91¢ 481
Allowance for Equity (Other) Funds Used During Cioastion (3,180 (2,786 —
Change in Derivatives Net of Regulatory Defe (1,447) 1,044 (800)
Stock Compensation Expen— Equity Awards 3,56: 3,85( 2,98¢
Other—Net 1,48¢ 29¢ (1,837)
Cash Provided by (Used for) Current Assets andeDuiriabilities:
Change in Receivable 43,82 19,52: (18,909
Change in Inventorie 16,34« (743) 8,401
Change in Other Current Assi 13,14¢ (12,367 (14,339
Change in Payables and Other Current Liabili (34,490 (8,572 (2,556
Change in Interest Payable and Income Taxes RdieiPayable (20,970 (25,159 (1,126)
Net Cash Provided by Operating Activities 162,75( 111,32: 84,81
Cash Flows from Investing Activities
Capital Expenditure (177,129 (265,889 (161,987
2009 American Recovery and Reinvestment Act G— Luverne Wind Farn 30,18: — —
Proceeds from Disposal of Noncurrent As: 4,90¢ 8,17¢ 12,48¢
Acquisition—Net of Cash Acquire — (41,679 (6,750
Net (Increase) Decrease in Other Investm (5,706 4 (7,749
Net Cash Used in Investing Activities (147,740 (299,389 (163,999
Cash Flows from Financing Activities
Net Shor-Term (Repayments) Borrowin, (227,329 39,91 56,10(
Proceeds from Issuance of Common Si 7,42( 162,97¢ 7,738
Common Stock Issuance Expen (23 (6,419 —
Payments for Retirement of Common Stock and ClaSsoBk of Subsidiar (229) (97) (30%)
Proceeds from Issuance of L-Term Debi 175,00( 1,24( 205,12¢
Shor-Term and Lon-Term Debt Issuance Expen: (5,526) (1,252 (1,762
Payments for Retirement of Lc-Term Debt (23,356 (3,639 (118,17
Dividends Paic (43,049 (38,097 (35,516
Net Cash (Used in) Provided by Financing Activities (17,086 154,63! 113,20¢
Effect of Foreign Exchange Rate Fluctuations on Cés (1,05%) 1,168 (993
Net Change in Cash and Cash Equivalents (3,139) (32,259 33,03:
Cash and Cash Equivalents at Beginning of Yee 7,56t 39,824 6,791
Cash and Cash Equivalents at End of Yea $ 4,43 $ 7,56t $ 39,82/

See accompanying notes to consolidated financédstents.
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OTTER TAIL CORPORATION
Consolidated Statements of Capitalization, Decembe31

(in thousands, except share da 2009 2008
Long-Term Debt
Lombard US Equipment Finance Note 6.76%, earlyaétin June 200 $ — $ 4,65i
Term Loan, Variable 3.73% at December 31, 2009 ,Mag 20, 2011 (early retired on January 4, 2( 58,00( —
Senior Unsecured Notes 6.63%, due December 1, 90,00( 90,00(
Pollution Control Refunding Revenue Bonds, VariaBl®0% at December 31, 2009, due December 1, 10,40( 10,40(
9.000% Notes, due December 15, 2 100,00( —
Senior Unsecured Notes 5.95%, Series A, due Aufys2017 33,00( 33,00(
Grant County, South Dakota Pollution Control RefugdRevenue Bonds 4.65%, due September 1, 5,12¢ 5,16t
Senior Unsecured Note 8.89%, due November 30, 50,00( 50,00(
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, 20,40( 20,62¢
Senior Unsecured Notes 6.37%, Series C, due A@fu2027 42,00( 42,00(
Senior Unsecured Notes 6.47%, Series D, due A§ys2037 50,00( 50,00(
Obligations of Varistar Corporatic— Various up to 13.31% at December 31, 2 6,684 7,982
Total 495,60¢ 343,82
Less:
Current Maturities 59,05: 3,741
Unamortized Debt Discoul 38€ 35€
Total Long-Term Debt 436,17( 339,72¢
Class B Stock Options of Subsidian 1,22( 1,22(
Cumulative Preferred Shares—Without Par Value (Stated and Liquidating Valu®@h Share)—
Authorized 1,500,000 Shares; nonvoting and redetnatihe option of the Compar
Series Outstanding: Call Price Decengd, 200¢
$3.60, 60,000 Shares B 6,00C 6,00(
$4.40, 25,000 Shares 10 2,50C 2,50(
$4.65, 30,000 Shares R350) 3,00 3,00(
$6.75, 40,000 Shares D 4,00C 4,00(
Total Preferred 15,50( 15,50(
Cumulative Preference Share—Without Par Value, Authorized 1,000,000 Sharess@umnding: Nont
Total Common Shareholders’ Equity 671,49¢ 676,01¢
Total Capitalization $1,124,38( $1,032,46.

See accompanying notes to consolidated financédstents.
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Otter Tail Corporation

Notes to Consolidated Financial Stateme

For the years ended December 31, 2009, 2008 and 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 furttescriptions 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 Financial Accounting Standards Board (FAS&ounting Standards Codification
(ASC) 980,Regulated Operation$ASC 980).

Regulation and ASC 980

The Company’s regulated electric utility companyte®Tail Power Company (OTP), accounts for tharficial effects of regulation in
accordance with ASC 980. This standard allowsHerrecording of a regulatory asset or liability ¢osts that will be collected or refunded
through the ratemaking process in the future. boetance with regulatory treatment, OTP defergytilebt redemption premiums and
amortizes such costs over the original life of s@cquired bonds. See note 4 for further discussion

OTP is subject to various state and federal agesgylations. The accounting policies followed big thusiness are subject to the Uniform
System of Accounts of the Federal Energy RegulaBmynmission (FERC). These accounting policies difiesome respects from those used
by the Company’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 $1,036,000 in 2009, $1,692,00
2008 and $2,276,000 in 2007. The cost of depreeiabits of property retired less salvage is chatgextcumulated depreciation. Removal
costs, when incurred, are charged against the adeted reserve for estimated removal costs, a aggyl 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 utilitypprty were 2.90% in 2009, 2.81% in 2008 and 2.78#007. 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 methadcounting, and are depreciated on a straighthasis 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 onetexctric plant was $200,000 in 2009, $465,000 i6&&nd $390,000 in 2007. 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 OTP’s ahieinterests in the assets and liabilities of 8igne Plant (53.9%) and Coyote Station
(35.0%). The following amounts are included in Becember 31, 2009 and 2008 consolidated balanegsshe

(in thousands 2009 2008
Big Stone Plant
Electric Plant in Servic $135,50( $135,62:
Accumulated Depreciatic (78,3060 (74,416
Net Plant $ 57,19« $ 61,20°
Coyote Station
Electric Plant in Servic $155,41° $148,10¢
Accumulated Depreciatia (87,269 (86,91)
Net Plant $ 68,14¢ $ 61,19¢

The Company’s share of direct revenue and expasfgbs jointly owned plants is included in opergtievenue and expenses in the
consolidated statements of income.
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Recoverability of LongLived 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 amount of the asaéth 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
amount of the assets, the Company would recogmizepairment loss. Such an impairment loss wouldnkasured as the amount by which
the carrying amount exceeds the fair value of #seta where fair value is based on the discourast ffows 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 taaresecorded 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 Compaepms income taxes in accordance with ASC Td€ome Taxesand has recognized in its
consolidated financial statements the tax effettdldax positions that are “more-likely-than-nat’ be sustained on audit based solely on the
technical merits of those positions as of the bzdasheet date. The term “more-likely-than-not” neearikelihood of more than 50%. The
Company classifies interest and penalties on taeainties 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 earnioges$s is complete, evidenced by an agreement ngthustomer, 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 tremadshe case of derivative instruments, such as’©fidPward energy contracts, marked-to-
market and realized gains and losses are recogaizadet basis in revenue in accordance with ABE1-45-9. Gains and losses on
forward energy contracts subject to regulatorytinemt, if any, are deferred and recognized on dasis in revenue in the period realized.

For the Company’s operating companies recognizrgmue on certain products when shipped, thosatipgrcompanies have no further
obligation to provide services related to such poddThe shipping terms used in these instanceB@RB:shipping 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 custonmariside a fuel clause adjustment (FCA), under Whie rates are adjusted to reflect cha
in average cost of fuels and purchased power, auwcharge for recovery of conservation-relateceasps. Revenue is accrued for fuel and
purchased power costs incurred in excess of amoeodsered in base rates but not yet billed thrahgh=CA and for renewable resource
incurred costs and investment returns approvedesfmvery through riders.

Revenues on wholesale electricity sales from Coyymayned generating units are recognized when enisrdglivered.

The Company'’s unrealized gains and losses on faremergy contracts that do not meet the definitibcapacity contracts are marked to
market and reflected on a net basis in electriemae on the Company’s consolidated statement ofriec Under ASC 81%)erivatives and
Hedging, the Company’s forward energy contracts that dameet the definition of a capacity contract arel subject to unplanned netting
do not qualify for the normal purchase and salegption from mark-to-market accounting. The Compiamgquired to mark to market these
forward energy contracts and recognize changdsirfdir value of these contracts as componentsooinne over the life of the contracts. See
note 5 for further discussion.

Plastics operating revenues are recorded wherrtigeigt is shipped.

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

Health Services operating revenues on major equiparal installation contracts are recorded wherethepment 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. Reesrgenerated in the imaging operations are redande fee-per-scan basis when the scan is
performed.
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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 27.6% in 2009, 33.5%
in 2008 and 30.1% in 2007. The method used to énterthe 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 3: December 3:
(in thousands 2009 2008
Costs Incurred on Uncompleted Contre $ 400,57 $ 377,23
Less Billings to Datt (400,71) (366,93)
Plus Estimated Earnings Recogni. 59,20: 47,35¢

$ 59,06¢ $ 57,66

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 3: December 3:
(in thousands 2009 2008
Costs and Estimated Earnings in Excess of Billmg&/ncompleted Contrac $ 61,83t $ 65,60¢
Billings in Excess of Costs and Estimated Earnimg$éJncompleted Contrac (2,767 (7,945

$ 59,06¢ $ 57,66

Costs and Estimated Earnings in Excess of Billmg®MI Industries, Inc. (DMI), the Comparsyivind tower manufacturer, were $54,977,
as of December 31, 2009 and $59,300,000 as of DmmeBd, 2008. This amount is related to costs ieclion wind towers in the process of
completion on major contracts under which the austois not billed until towers are completed arabsefor shipment.

Retainage

Accounts Receivable include amounts billed by teen@any’s subsidiaries under long-term contractshbge been retained by customers
pending project completion of $9,215,000 on Decardie 2009 and $10,311,000 on December 31, 2008.

Sales of Receivables

DMI has a three-year, $40 million receivables pasghagreement whereby designated customer acceaaigable may be sold to General
Electric Capital Corporation on a revolving ba3ise agreement expires in March 2011. Accounts vabés sold totaled $133,900,000 in
2009 and $132,911,000 in 2008. Discounts and cosioms and fees charged to operating expenses ootisolidated statements of income
were $430,000 in 2009 and $722,000 in 2008. In damge with guidance under ASC 860-&ales of Financial Assetsales of accounts
receivable are reflected as a reduction of accaectsivable in the consolidated balance sheetshenproceeds are included in the cash flows
from operating activities in the consolidated staats 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@a@gnents related to each financed sale as aityabild a reduction of revenue at the time of
sale, based on historical experience of the avdeaggth of time floor plan debt is outstandingattordance with guidance under ASC 605-
50, Customer Payments and Incentiv$e liability is reduced when interest is paid.thie extent current experience differs from presio
estimates the accrued liability for financing assise costs is adjusted accordingly. Financingstesste costs charged to revenue were
$131,000 in 2009 and $500,000 in 2008.
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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 $337,000 USD in 2009 asudtreka decrease in the value of the Canadiaradodllative to the U.S. dollar in 2009,
foreign currency transaction losses of $60,000 WS008 as a result of a decrease in the valubeo€anadian dollar relative to the U.S.
dollar in 2008 and foreign currency transactiorséssof $656,000 USD in 2007 as a result of an &serén the value of the Canadian dollar
relative to the U.S. dollar in 2007. The translatad CAD to USD is performed for balance sheet aot® using exchange rates in effect at the
balance sheet dates—except for the common equityuats which are at historical rates—and for reeeind expense accounts using a
weighted average exchange during the year. Gailusses resulting from the translation are incluideiccumulated Other Comprehensive
Loss in the equity section of the Company’s comsdéid 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$77,000 USD in 2009 and $399,000 USD in 20G8rasult of decreases in the value of
the Canadian dollar relative to the U.S. dolla2@®9 and 2008. Foreign currency transaction losdated to balance sheet adjustments of
CAD liabilities to USD equivalents and realizeddes on settlement of those liabilities were $102)08D in 2007 as a result of an increase
in the value of the Canadian dollar relative toth8. 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 revenaesrued renewable resource and transmissionregenues, valuations of forward energy
contracts, service contract maintenance costseptge-of-completion and actuarially determinecefienicosts and liabilities. As better
information becomes available (or actual amourgskaown), the recorded estimates are revised. Qoesgly, operating results can be
affected by revisions to prior accounting 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 2009 2008 2007
(Decreases) Increases in Accounts Payable and Ottalities Related to Capital

Expenditure: $ (3,839 $(22,729) $23,51¢
Noncash Investing and Financing Transactis

Capital Lease — $ 2,08¢ —
Cash Paid During the Year fc

Interest (net of amount capitalize $ 23,56: $ 25,03 $18,15¢

Income Tax (Refunds) Paymel $(27,417) $ 1,35¢ $25,90¢
Investments

The following table provides a breakdown of the @amy’s investments at December 31, 2009 and 2008:

December 3: December 3:
(in thousands 2009 2008
Cost Method
Economic Development Loan Por $ 482 $ 52¢
Other 334 1,057
Equity Method:;
Affordable Housing and Other Partnersh 1,02t 1,441
Marketable Securities Classified as Avail-for-Sale 8,04¢ 4,51¢
Total Investment $ 9,88¢ $ 7,54C
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The Company has investments in eleven limited pastiips that invest in tax-credit-qualifying affalde-housing projects that provided tax
credits of $25,000 in 2009, $55,000 in 2008 and5$2@0 in 2007. The Company owns a majority inteiregight of the eleven limited
partnerships with a total investment of $1,009,008C 810,Consolidationrequires full consolidation of the majority-ownedrmerships.
However, the Company includes these entities ocoitsolidated financial statements on a decliniaigrice basis due to immateriality and
uncertainty regarding residual values. Consolidptirese entities would have represented 0.4% aff assets, 0.1% of total revenues and
(0.9%) of operating income for the Company as of, #or the year ended, December 31, 2009 and wuarée an insignificant impact on the
Company’s 2009 consolidated net income.

The Company’s marketable securities classifiedvagiable-for-sale are held for insurance purposekae reflected at their market values on
December 31, 2009. See further discussion belowaddr note 13.

Fair Value Measurements

Effective January 1, 2008, the Company adopted 83T Fair Value Measurements and Disclosurdsr recurring fair value measurements.
ASC 820 provides a single definition of fair valmed requires enhanced disclosures about asselimbifites measured at fair value. ASC
820-10-35 establishes a hierarchal framework fecldsing the observability of the inputs utilizedneasuring assets and liabilities at fair
value. The three levels defined by the hierarchy eramples of each level are as follows:

Level 1 — Quoted prices are available in activeketw 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 pricegsh 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 dirctly 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 and may inatedeplex and subjective models and
forecasts.

The following table presents, for each of thesednahy levels, the Company’s assets and liabilities are measured at fair value on a
recurring basis as of December 31, 2009 and 2008:

2009(in thousands Level 1 Level 2 Level 3
Assets:
Investments for Nonqualified Retirement Savingsreetent Plan
Money Market and Mutual Funds and Ci $ 731 $ —
Forward Energy Contrac 8,321
Investments of Captive Insurance Compse
Corporate Debt Securitit 7,79¢
U.S. Government Debt Securiti 258
Total Assets $ 8,77¢ $ 8,321
Liabilities:
Forward Energy Contrac $ — $14,68:
Total Liabilities $  — $14,68:
Net Assets (Liabilities) $ 8,77¢ $ (6,360
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2008(in thousands Level 1 Level 2 Level 3
Assets:
Investments for Nonqualified Retirement Savingsreetent Plan
Money Market and Mutual Funds and Ci $ 89C $ =
Forward Energy Contrac 40t
Investments of Captive Insurance Compse
Corporate Debt Securitit 3,56¢
U.S. Government Debt Securiti 947
Total Assets $ 5,40¢ $ 40t
Liabilities:
Forward Energy Contrac $ — $ 1,69(
Forward Foreign Currency Exchange Contri 28¢
Total Liabilities $ 28¢ $ 1,69(
Net Assets (Liabilities) $ 5117 $ (1,285

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 3: December 3:

(in thousands 2009 2008
Finished Good $ 42,78¢ $ 38,94
Work in Proces: 3,82¢ 10,20¢
Raw Material, Fuel and Suppli 39,90% 52,80’
Total Inventories $ 86,51¢ $ 101,95

Goodwill and Intangible Assets

The Company accounts for goodwill and other intalegassets in accordance with the requirementsSa 850 Intangibles—Goodwill and
Other,requiring goodwill and indefinite-lived intangibéessets to be measured for impairment at least #yp@ua more often when events
indicate the assets may be impaired. Intangibletassgith finite lives are amortized over their estted useful lives and reviewed for
impairment in accordance with requirements unde€ 880-10-35Property, Plant, and Equipment—Overall—Subsequergddrement

The Company recorded no changes in the carryingiatrad Goodwill in 2009:

Balance December & Adjustment Goodwill Acquirec Balance December &

(in thousands 2008 to Goodwill in 200! in 2009 2009
Plastics $ 19,30: $ — % — % 19,30:
Manufacturing 24,73: — — 24,73:
Health Service: 23,87¢ — — 23,87¢
Food Ingredient Processil 24,32¢ — — 24,32«
Other Business Operatio 14,54 — — 14,54;
Total $ 106,77¢ $ — $ — $ 106,77¢
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The following table summarizes components of thenGany’s intangible assets as of December 31:

Gross Carryin Accumulate: Net Carrying Amortization
(in thousands Amount Amortizatior Amount Periods
2009
Amortized Intangible Asset
Covenants Not to Compe $ 2,19( $ 2,04i $ 143 3— 5 years
Customer Relationshif 26,95¢ 3,69¢ 23,26( 15— 25 year
Other Intangible Assets Including Contra 2,35¢ 1,75 601 5— 30 years
Total $ 31,504 $  7,50( $ 24,00¢
Nonamortized Intangible Asse
Brand/Trade Nam $ 9,88: $ — $ 9,88:
2008
Amortized Intangible Asset
Covenants Not to Compe $ 2,25( $ 1,88¢ $ 361 3 —5 years
Customer Relationshif 26,85¢ 2,42¢ 24,42t 15— 25 year
Other Intangible Assets Including Contra 2,71( 1,921 78¢ 5— 30 years
Total $ 31,81« $ 6,23¢ $ 25,57t
Nonamortized Intangible Asse
Brand/Trade Nam $ 9,86¢ $ — $ 9,86¢

The amortization expense for these intangible assas $1,656,000 for 2009, $1,464,000 for 2008%inA27,000 for 2007. The estimated
annual amortization expense for these intangitdetador the next five years is $1,461,000 for 26i10332,000 for 2011, $1,312,000 for
2012, $1,308,000 for 2013 and $1,308,000 for 2014.

New Accounting Standarc

Business Combinatior— In December 2007, the FASB issued new guidancaisimbss combinations that applies prospectivebusiness
combinations for which the acquisition date is omfber the beginning of the first annual reportpegiod beginning on or after December 15,
2008. The new guidance, under ASC 8B&siness Combinationapplies to all transactions or other events in Wiaia entity (the acquirer)
obtains control of one or more businesses (theigezju In addition to replacing the term “purchasethod of accounting” with “acquisition
method of accounting ASC 805 requires an acquirer to recognize the sis®efuired, the liabilities assumed and any nomobinig interest it
the acquiree at the acquisition date, measurdeeatfair values as of that date, with limited epitens. This guidance replaces previous
guidance on the cost-allocation process, whichireduhe cost of an acquisition to be allocatethtindividual assets acquired and liabilities
assumed based on their estimated fair values. &wegnidance results in not recognizing some assetdiabilities at the acquisition date,

it also results in measuring some assets anditiabiht amounts other than their fair values atabquisition date. For example, prior guid:
required the acquirer to include the costs incuteeefffect an acquisition (acquisition-related edat the cost of the acquisition that is
allocated to the assets acquired and the lialsilagEssumed. The new guidance requires those cdstésepensed as incurred. In addition,
under previous guidance, restructuring costs tieatquirer expected but was not obligated to imere recognized as if they were a liabi
assumed at the acquisition date. The new guidastéres the acquirer to recognize those costs aghafrom the business combination. ~
Company adopted the new guidance on business catidria on January 1, 2009. The adoption did no¢ lkematerial impact on its
consolidated financial statements.

Disclosures about Derivative Instruments and HedgiActivitie— In March 2008, the FASB issued new guidance orlassices about
derivative instruments and hedging activities. ke guidance under ASC 81Berivatives and Hedgingequires enhanced disclosures
about an entity’s derivative and hedging activit@génprove the transparency of financial reportamgl is effective for financial statements
issued for fiscal years and interim periods begigrafter November 15, 2008. The Company adoptedéheguidance on January 1, 2009.
Adoption of the new guidance resulted in additidioatnote disclosures related to the Company’safigkerivative instruments, the location
and fair value of derivatives reported on the Comyfmconsolidated balance sheets, the locatioreamalints of derivative instrument gains
and losses reported on the Company’s consolidéé¢einsents of income and information on credit exgRosure related to derivative
instruments.

Employer¢ Disclosures about Postretirement Benefit Plan A&ss—In December 2008, the FASB issued new guidancenopl@yers’
Disclosures about Pensions and Other PostretireBamfits. The new guidance under ASC 713526ined Benefit Plans—Generakpand:
an employer’s required disclosures about plan asdet defined benefit pension or other postretienplan to include investment policies
and strategies, major categories of plan assdtsmation regarding fair value measurements, agdifstant concentrations of credit risk. T
new guidance is effective for fiscal years endifigraDecember 15, 2009. (See note 12 to consotidiiancial statements.)
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Interim Disclosures about Fair Value of Financialdstrument— In April 2009, the FASB issued new guidance onldsares about fair
value of financial instruments to require discl@suregarding the fair value of financial instrunseintinterim financial statements. The new
disclosure requirements under ASC 8Riancial Instrumentsare effective for interim periods ending after Jase 2009. The Company
implemented the new guidance on April 1, 2009. iflm@ementation did not have a material impact an@ompany’s consolidated financial
statements. ASC 825 required disclosures haveibekmed in the Company’s notes to consolidatedrfeial statements, where applicable.

Subsequent Even— In May 2009, the FASB issued new guidance regardutzgequent events. The new guidance under ASC 855,
Subsequent Evenesstablishes general standards of accounting achbslise for events that occur after the balancetstiete but before
financial statements are issued. The new accougtirdance is consistent with the auditing literatatidely used for accounting and
disclosure of subsequent events, however, the nédagce requires an entity to disclose the datautyir which subsequent events have been
evaluated. The new guidance is effective for imesind annual periods ending after June 15, 2008 Cdmpany implemented the new
guidance on April 1, 2009. The implementation did mave a material impact on the Company'’s conat#id financial statements. The
Company has evaluated events occurring throughuep®6, 2010 and determined there are no eveat$i@tve occurred subsequent to
December 31, 2009 that would affect the Compangrsolidated financial statements as of, and fop#vods ending December 31, 2009, or
that require additional disclosure in this Annuajprt on Form 10-K.

SFAS No. 167, Amendments to FASB Interpretation Ni&(R),was issued by the FASB in June 2009. SFAS No. bthds the
consolidation guidance applicable to variable iegeentities. The amendments will significantlyeatfvarious elements of consolidation
guidance under FASB Interpretation No. 46(R), idatg guidance for determining whether an entitg isariable interest entity and whether
an enterprise is the primary beneficiary of a Jadanterest entity. SFAS No. 167 is effective fiscal years beginning after November 15,
2009. The Company does not expect the implementai®FAS No. 167 to have a significant impacttsrconsolidated financial statemer
SFAS No. 167 will remain authoritative until itirgegrated into the ASC.
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2. Business Combinations, Dispositions and Segménformation
There were no acquisitions or dispositions of besées in 2009.

On May 1, 2008 BTD Manufacturing, Inc. (BTD), acepd the assets of Miller Welding & Ironworks, IrfMiller Welding) of Washington,
lllinois for $41.7 million in cash. Miller Weldinga custom job shop fabricator and finisher, recd®26 million in revenue in 2007. Miller
Welding manufactures and fabricates parts for aéfdrequipment, mining machinery, oil fields andbffre oil rigs, wind industry
components, broadcast antennae and farm equiparehterves several major equipment manufacturéheiReoria, lllinois area and
nationwide, including Caterpillar, Komatsu and GedDenver. This acquisition will provide opportiies for growth in new and existing
markets for both BTD and Miller Welding, and complenting production capabilities will expand the ge@nd capacity of services offered
by both companies.

Below is condensed balance sheet information,eatitte of the business combination, disclosingtfogation of the purchase price assigned
to each major asset and liability category of Milléelding:

(in thousands

Assets
Current Asset $ 8,85¢
Goodwill 7,98¢
Other Intangible Asse 16,60(
Fixed Asset: 8,99/
Total Asset: $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 Custome@Rehships 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 thesasb#te Aviva Sports product line for $2.0 millieancash. The Aviva Sports product line
operates under Aviva Sports, Inc. (Aviva), a nefelyned, wholly owned subsidiary of ShoreMaster. Blvéva Sports product line is sold
internationally and consists of products for consumse in the pool, lake and yard, as well as camialeise 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 Prort&eging, LLC (Pro Engineering) for $4.8 milliondash. Pro Engineering specializes in
providing metal parts stampings to customers inMidavest. The acquisition of Pro Engineering by Bpfvides expanded growth
opportunities for both companies.

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

Pro
(in thousands Aviva Engineerini
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¢ $ 21¢
Noncurrent Liabilities — —
Total Liabilities $ 98¢ $ 21E
Cash Paid $ 1,96 $ 4,78
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Other Intangible Assets related to the Aviva adtjoisinclude $83,000 for a nonamortizable brancheaand $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 $345,000 in intaagib$ets being amortized over various periods @p tears.

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 emstitiequired in 2008 and 2007 for the periods presentthis report is not required due to
immateriality.

Segment Information

The accounting policies of the segments are desttiimder note 1 — Summary of Significant Accounfradicies. 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 Minnes®ayth Dakota and South Dakota by OTP.
In addition, OTP is an active wholesale participarthe Midwest Independent Transmission Systenr@pe(MISO) markets. OTP’s
operations have been the Company’s primary bussiass 1907.

Plastics consists of businesses producing polywhidride (PVC) pipe in the Upper Midwest and Sewdht regions of the United States.

Manufacturing consists of businesses in the folfmamanufacturing 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 involveldrsale of diagnostic medical equipment, patiemnitoring equipment and related supplies
and accessories. These businesses also providerentimaintenance, diagnostic imaging servicegamt@l of diagnostic medical imaging
equipment to various medical institutions locatemtghout the United States.

Food Ingredient Processing consists of IPH, whighsand operates potato dehydration plants in Raaho; 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, water, wastewatet lAWWAC systems construction, transportation andgneervices. These businesses operate
primarily in the Central United States, excepttfor transportation company which operates in 4@stand four Canadian provinces.

The Company'’s electric operations, including whalepower sales, are operated by its wholly owndgigiary, OTP, and its energy
services operation is operated by a separate whalhed subsidiary of the Company. All of the Compsaiother businesses are owned by its
wholly owned subsidiary, Varistar Corporation (\&air).

Corporate includes items such as corporate stdfbaerhead costs, the results of the Company’sweajtsurance 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 operatingieag Rather, it is added to operating segmenisttdaeconcile to totals on the Company’s
consolidated financial statements.

The Company has one customer within the manufagiieggment that accounted for 13.6% of the Comparpnsolidated revenues in 2009.
No other single external customer accounts for b@%hore of the Compar's consolidated revenues. Substantially all of@oenpany’s long-
lived assets are within the United States exceapa food ingredient processing dehydration plar8auris, Prince Edward Island, Canada and
a wind tower manufacturing plant in Fort Erie, QrdaCanada.

Percent of Sales Revenue by Country for the YedeHiDecember 3: 2009 2008 2007

United States of Americ 97.8% 97.2% 96.%%
Canads 0.8% 1.1% 1.2%
All Other Countries 1.4% 1.6% 1.8%
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The Company evaluates the performance of its besisegments and allocates resources to them baseatrongs contribution and return on
total invested capital. Information on continuin@eoations for the business segments for 2009, 2668007 is presented in the following
table.

(in thousands 2009 2008 2007
Operating Revenu
Electric $ 314,62 $ 340,02( $ 323,47t
Plastics 80,20¢ 116,45: 149,01:
Manufacturing 323,89! 470,46. 381,59¢
Health Service: 110,00¢ 122,52( 130,67(
Food Ingredient Processil 79,09¢ 65,36 70,44(
Other Business Operatio 136,08t 199,51: 185,73(
Corporate and Intersegment Eliminatic (4,409 (3,139 (2,042
Total $1,039,51. $1,311,19 $1,238,88
Depreciation and Amortizatic
Electric $ 36,94¢ $ 31,75¢ $ 26,09
Plastics 2,94t 3,05( 3,08:
Manufacturing 22,53( 19,26( 13,12¢
Health Service 3,901 4,13¢ 3,931
Food Ingredient Processil 4,33: 4,094 3,952
Other Business Operatio 2,55( 2,23( 2,05¢
Corporate 397 53¢ 57¢
Total $ 73,60¢ $ 65,06( $ 52,83
Interest Charge
Electric $ 19,41« $ 12,89 $ 9,40t
Plastics 811 1,15¢ 97C
Manufacturing 5,72¢ 8,66¢ 8,54¢
Health Service 44¢ 714 88¢
Food Ingredient Processil 36 10¢ 177
Other Business Operatio 50¢ 1,171 1,23¢
Corporate and Intersegment Eliminatic 1,572 2,241 (359
Total $ 28,51« $ 26,95¢ $ 20,85
Income Before Income Tax
Electric $ 34,72 $ 46,16( $ 37,42
Plastics (12€) 3,11« 13,45:
Manufacturing (4,33)) 7,65( 24,50:
Health Service: (3,210 34z 2,62¢
Food Ingredient Processil 11,817 2,65k 5,917
Other Business Operatio (3,199 8,73¢ 6,762
Corporate (14,255 (18,495 (8,749
Total $  21,42¢ $ 50,16: $ 81,92¢
Earnings Available for Common Shal
Electric $ 33,71 $ 32,49¢ $ 23,76
Plastics (59 1,88( 8,31¢
Manufacturing (2,025 5,26¢ 15,63:
Health Service: (2,096 85 1,42
Food Ingredient Processil 7,407 1,681 4,38¢
Other Business Operatio (1,89 5,27¢ 4,04¢
Corporate (9,752 (12,309 (4,34
Total $ 25,29 $ 34,38¢ $ 53,22t
Capital Expenditure
Electric $ 145,78 $ 198,79¢ $ 104,28t
Plastics 4,26¢ 8,88: 3,30t
Manufacturing 18,70: 47,60¢ 42,78t
Health Service 3,43¢ 4,03¢ 5,27¢
Food Ingredient Processil 68€ 2,40z 47
Other Business Operatio 3,67¢ 3,91¢ 5,58¢
Corporate 564 241 694
Total $ 177,12 $ 265,88t $ 161,98!
Identifiable Asset:
Electric $1,119,82. $ 992,15¢ $ 813,56!
Plastics 70,38( 78,05« 77,97

Manufacturing 306,01: 356,69° 274,78(



Health Service 58,16 61,08¢ 64,82/

Food Ingredient Processi 88,47¢ 88,81: 91,96¢
Other Business Operatio 59,91t 71,35¢ 72,25¢
Corporate 51,90¢ 44,41¢ 59,39(

Total $1,754,67 $1,692,58 $1,454,75.
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3. Rate and Regulatory Matters
Minnesota

General Rate CaselIn an order issued by the Minnesota Public UgiitCommission (MPUC) on August 1, 2008 OTP wastgthan
increase in Minnesota retail electric rates of $8ilion, or approximately 2.9%, which went intdedt in February 2009. The MPUC
approved a rate of return on equity of 10.43% eapatal structure with 50.0% equity. An interimgatcrease of 5.4% was in effect from
November 30, 2007 through January 31, 2009. Amaefitsmdable totaling $3.9 million had been recordsa liability on the Compa’s
consolidated balance sheet as of December 31, 200&dditional $0.5 million refund liability was ewed in January 2009. OTP refunded
Minnesota customers the difference between intandhfinal rates, with interest, in March 2009. imd 2008, OTP deferred recognition of
$1.5 million in rate case-related regulatory aseesds and fees of outside experts and attorneystdaubject to amortization and recovery
over a three-year period beginning in February 2009

Capacity Expansion 2020 (CapX 2020) Mega CertéicdtNeed (CON}—-On August 16, 2007 the eleven CapX 2020 utiliisked the
MPUC to determine the need for three 345-kilovkit)(transmission lines. Evidentiary hearings foe thON for the three CapX 2020 3kY-
transmission line projects began in July 2008 antioued into August 2008. On April 16, 2009 the lMPapproved the CON for the three
345-kV Group 1 CapX 2020 line projects (Fargo-3oud, Brookings-Southeast Twin Cities, and Twini€&tLaCrosse). The MPUC then
voted to impose conditions pertaining to resenling capacity for renewable energy sources on tle®Bngs line project. The MPUC did
take up reconsideration of the original order rdgay the conditions. The MPUC slightly modified tbenditions on the Brookings line. As
part of the CON approval, the MPUC accepted a C2p20 request to build the 345-kV lines for doubiketdt capability to have two 34kY
transmission circuits on each structure. The ctipéan is to string only one circuit. The MPUC C@Mnlers were appealed to the Minnesota
Court of Appeals on October 9, 2009 and the apigetlaurt’s determination is expected to be madaerfall of 2010. Route permit
applications were filed in Minnesota for the Braws project in late December 2008. The route peionithe Monticello to St. Cloud portion
of the Fargo project was filed in April 2009 andaigticipated to be received in mid-2010. The Mirmt@soute permit for the St. Cloud to
Fargo portion of the Fargo Project was filed ondber 1, 2009. Portions of the projects would aésquire approvals by federal officials and
by regulators in North Dakota, South Dakota anddafisin. After regulatory need is established andimg decisions are completed,
construction will begin. The lines would be expelcte be completed over a period of two to four ge@reat River Energy and Xcel Energy
are leading these projects, and OTP and eight atiligies are involved in permitting, building aficiancing. OTP is directly involved in two
of these three 345-kV projects.

OTP serves as the lead utility in a fourth CapX@Q2oup 1 project, the Bemidji-Grand Rapids 2304k, which has an expected $ervice
date of 2012-2013. OTP filed an application for@NCfor this fourth project on March 17, 2008. Thedartment of Commerce Office of
Energy Security (MNOES) staff completed briefingpees regarding the Bemidji-Grand Rapids route peamplication. The MNOES staff
recommended to the MPUC that: (1) the route peamilication be found to be complete, (2) the nestdrahination not be sent to a contested
case but be handled informally by MPUC review, é)dhe CON and route permit proceedings be contbaserequested. The MPUC met
June 26, 2008 to act on the MNOES staff recomméntathe MPUC agreed that the CON and route peapptications were complete. The
MNOES subsequently recommended a determinatiomtred for the line has been established. An enwiesrial report for the CON was
issued in April 2009. CON hearings were conducted/ay 20 and May 21, 2009 and a summary of commeassissued on June 8, 2009.
The CON was issued on July 9, 2009 and the wrdtder received on July 14, 2009. The applicantsicoa to work with the MNOES to
define the schedule for issuance of the draft envirental impact statement (EIS) and the route stedecase hearing. The route hearing is
expected to occur in early 2010. The MPUC is exgubtd determine the route for this line and, ifrappiate, issue a route permit in fall 20
A federal EIS also will be needed for this project.

Renewable Energy Standards, Conservation and Réfe®asource Riders-In February 2007, the Minnesota legislature passed
renewable energy standard requiring OTP to genergteocure sufficient renewable generation sueth ttie following percentages of total
retail electric sales to Minnesota customers cam@ fqualifying renewable sources: 12% by 2012; Bgp2016; 20% by 2020 and 25% by
2025. Additionally, Minnesota law requires utilgiéo make a good faith effort to generate or preauifficient renewable generation such

7% of total retail electric sales to retail custosi@ Minnesota come from qualifying renewable sesrby 2010. Under certain circumstances
and after consideration of costs and reliabilisuiss, the MPUC may modify or delay implementatibthe standards. OTP has acquired
renewable resources and expects to acquire adalitienewable resources in order to maintain compéawith the Minnesota renewable
energy standard. OTP has sufficient renewable gnmespurces available and in service to comply Withrequired 2016 level of the
Minnesota renewable energy standard. OTP’s congsiavith the Minnesota renewable energy standarddoeimeasured through the
Midwest Renewable Energy Tracking System.
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Under the Next Generation Energy Act of 2007, awmatic adjustment mechanism was establisheddavallinnesota electric utilities to
recover investments and costs incurred to satiefyéquirements of the renewable energy standahgsMPUC is authorized to approve a
rate schedule rider to enable utilities to recdlercosts of qualifying renewable energy projeaét 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 MPUCama OTP’s proposal to implement a Renewable ResaoDost Recovery Rider for its
Minnesota jurisdictional portion of investment inaljfying renewable energy facilities. The rideables OTP to recover from its Minnesota
retail customers its investments in owned renewabérgy facilities and provides for a return ornsthinvestments. The Minnesota Renew
Resource Adjustment (MNRRA) of $0.0019 per kilowlatiur (kwh) was included on Minnesota customerstelc service statements
beginning in September 2008, reflecting cost reppfa OTP’s twenty-seven 1.5 megawatt (MW) windbines and collector system at the
Langdon Wind Energy Center, which became fully afienal in January 2008.

The MPUC approved OTP’s petition for a 2009 MNRRAJuly 2009, which increased the MNRRA rate to mewcost recovery for its 32
wind turbines at the Ashtabula Wind Energy Certtat became commercially operational in NovembeB2Tis approval increased the
2009 MNRRA to $0.00415 per kwh for the recovery$6f6 million through March 31, 2010—$4.0 milliorofn August through

December 2009 and $2.6 million from January throMginch 2010 The approval also granted OTP authtwitgcover over a 48-month
period beginning in April 2010 accrued renewabkorece recovery revenues that had not previousin becovered. OTP has recognized a
regulatory asset of $5.3 million for revenues tirat eligible for recovery through the rider but éawt been billed to Minnesota customers as
of December 31, 2009. On January 12, 2010, the MBBI@&d an order finding OTP’s Luverne Wind Farmjgxt eligible for cost recovery
through the MNRRA. The 2010 annual MNRRA cost reag\filing was made on December 31, 2009 with aiested effective date of

April 1, 2010.

In addition to the Renewable Resource Cost Recdvrilgr, the Minnesota Public Utilities Act providesimilar mechanism for automatic
adjustment outside of a general rate proceedimgdover the costs of new transmission facilitie thave been previously approved by the
MPUC in a CON proceeding, certified by the MPUGaddinnesota priority transmission project, madé&ansmit the electricity generated
from renewable generation sources ultimately usqatdvide service to the utility’s retail customens otherwise deemed eligible by the
MPUC. Such transmission cost recovery riders ahawturn on investments at the level approvedditiligy’s last general rate case.
Additionally, following approval of the rate schdéeuthe MPUC may approve annual rate adjustmelats fiursuant to the rate schedule.
OTP’s request for approval of a transmission cesbvery rider was granted by the MPUC on Janua®p¥0, and became effective
February 1, 2010. Beginning February 1, 2010, OTiaissmission rider rate is reflected on Minnesotstomer electric service statements at
$0.00039 per kwh plus $0.035 per kW for large gainsgrvice customers and $0.00007 per kwh for obiatt service customers, $0.00025
per kwh for lighting customers, and $0.00057 peh Ker all other customers. As of December 31, 200% had accrued $0.4 million in
revenues that are eligible for recovery throughritier but have not been billed.

Recovery of MISO Costs-In an order issued on December 20, 2006 the MPEtedthat except for schedule 16 and 17 adminigtrabsts
discussed below, each petitioning utility may rezrathe charges imposed by the MISO for MISO Dayperations (offset by revenues from
Day 2 operations via net accounting) through tHeutation of the utility’s FCA from the period Aprl, 2005 through a period of at least
three years after the date of the order. The MPIS€ @rdered the utilities to refund schedule 16 Andosts collected through the FCA since
the inception of MISO Day 2 Markets in April 200Bdastated that each petitioning utility may usesdefd accounting for MISO schedule 16
and 17 costs incurred since April 1, 2005. Thisdeid accounting may continue for ongoing schetl@land 17 costs, without the
accumulation of interest, until the earlier of Mark, 2009 or the utility’s next electric rate caBarsuant to this December 20, 2006 order,
OTP was ordered to refund $446,000 in MISO schetliland 17 costs to Minnesota retail customersugiitahe FCA over a twelve-month
period beginning in January 2007. OTP requesteavery of the deferred costs and recovery of theoamggcosts in its general rate case filed
in October 2007 and began amortizing its deferré8®Ischedule 16 and 17 costs over a 35-month peridanuary 2008. The remaining
unamortized balance was $252,000 as of Decemb&08®, The August 1, 2008 MPUC Order in the gerraxtal case allowed future
recovery of MISO schedule 16 and 17 costs and exgaf the deferred Schedule 16 and 17 costs.
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Minnesota Annual Automatic Adjustment Report on fgyeCosts (AAA Report}-The MNDOC and OTP identified two operational
situations which are not covered in the approvethotefor allocating MISO costs contained in theafibecember 20, 2006 MPUC order
discussed above. One relates to plants not expexteelavailable for retail but that produce enérggertain hours, resulting in wholesale
sales. The other situation is related to Finariiahsmission Rights (FTRs) not needed for retaitlld-or the period July 1, 2005 through
June 30, 2007 OTP determined its Minnesota cus®rpertion of costs associated with these situationbe $765,000. The data was
provided to the MNDOC during the course of the MND®review of the AAA Report. OTP offered to refufd65,000 to its Minnesota
customers to settle this and other issues raisedebMINDOC in the AAA Report docket before the MPA@ the MNDOC accepted the
offer in October 2007 and recommended that the Mifd{ide the refund in its final order. OTP alsoesg to modifications to the MISO
Day 2 cost allocations that were resolved in thedJ@R December 20, 2006 order. OTP agreed to make s those modifications
retroactive back to January 1, 2007. The MPUC aeceTP’s refund offer and modifications and clottgs docket on February 6, 2008. In
December 2007, OTP recorded a liability and a rédudo revenue of $805,000 for the amount of #femd offer and similar revenues
collected subsequent to June 30, 2007. Refunddrinddota customers were completed during 2008.

North Dakotz

General Rate Case-On November 3, 2008 OTP filed a general rate oadrth Dakota requesting an overall revenue iaseeof
approximately $6.1 million, or 5.1%, and an interate increase of approximately 4.1%, or $4.8 millannualized, that went into effect on
January 2, 2009. In an order issued by the NorttoE2aPublic Service Commission (NDPSC) on Noven#ier2009 OTP was granted an
increase in North Dakota retail electric rates 2B6$million or approximately 3.0%, which went irgffect in December 2009. The NDPSC
order authorizing an interim rate increase requd@® to refund North Dakota customers the diffeeclnetween final and interim rates, with
interest. OTP established a refund reserve formas® collected under interim rates that exceededinhl rate increase. The refund reserve
balance was $0.9 million as of December 31, 2008chwill be refunded to North Dakota customersamuary 2010. OTP deferred
recognition of $0.5 million in rate case-relatdthfj and administrative costs that are subjecttoréization and recovery over a three year
period beginning in January 2010.

Renewable Resource Cost Recovery Rid®n May 21, 2008 the NDPSC approved OTP’s request Renewable Resource Cost Recovery
Rider to enable OTP to recover the North Dakotaesbéits investments in renewable energy facgliiteowns in North Dakota. The North
Dakota Renewable Resource Cost Recovery Rider fdgrs (NDRRA) of $0.00193 per kwh was included aortN Dakota customers’
electric service statements beginning in June 2808 reflects cost recovery for OTP’s twenty-se¥énMW wind turbines and collector
system at the Langdon Wind Energy Center, whiclatmecfully operational in January 2008. The ridepalllows OTP to recover costs
associated with other new renewable energy progscthey are completed. OTP included investmens @® expenses related to its 32 wind
turbines at the Ashtabula Wind Energy Center teaaime commercially operational in November 2008i2009 annual request to the
NDPSC to increase the amount of the NDRRA. An NDR#2&0.0051 per kwh was approved by the NDPSC analy 14, 2009 and we

into effect beginning with billing statements sentFebruary 1, 2009.

In a proceeding that was combined with OTP’s gdmata case, the NDPSC reviewed whether to movedkts of the projects currently
being recovered through the NDRRA into base rast i@rovery and whether to make changes to the vdsettlement of the general rate
case and the NDRRA reduced the NDRRA to $0.0036¢h period from December 1, 2009 until the effextiate for the next annual
NDRRA filing, requested to be April 1, 2010. Becadke 2008 annual NDRRA filing was combined with teneral rate case proceedi
(concluded in November 2009), the 2009 annualditm establish the 2010 NDRRA rate (which includest recovery for OTP’s investment
in its Luverne Wind Farm project) was delayed ubgicember 31, 2009, with a requested effective olaferil 1, 2010.

OTP had not been deferring recognition of its reaidle resource costs eligible for recovery undeMNB&RA but had been charging those
costs to operating expense since January 2008 &ffgoval of the rider in May 2008, OTP accruectraies related to its investment in
renewable energy and for renewable energy costsraat since January 2008 that are eligible forveppthrough the NDRRA. Terms of the
approved settlement provide for the recovery ofaed but unbilled NDRRA revenues over a period®frbnths beginning in January 2010.
The Company’s December 31, 2009 consolidated balaheet includes a regulatory asset of $0.6 mifliomevenues that are eligible for
recovery through the NDRRA but have not been biltetlorth Dakota customers.

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 flittes. OTP requested recovery of such
costs in its general rate case filed in Novemb@&82@&nd was granted recovery of such costs by lRIC in its November 25, 2009 order.
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CapX 2020 Request for Advance Determination of Engg—On October 5, 2009 OTP filed an application foraa@wance determination of
prudence with the NDPSC for its proposed partiégpain three of the four Group 1 projects (Fargo&Gbud, Brookings-Southeast Twin
Cities, and Bemidji-Grand Rapids). An administratlaw judge has been assigned to conduct a hethands currently scheduled for

April 2010.

Recovery of MISO Costs-In February 2005, OTP filed a petition with the REC to seek recovery of certain MI$€ated costs through t
FCA. The NDPSC granted interim recovery throughRB& in April 2005, but similar to the decisiontbe MPUC, conditioned the relief as
being subject to refund until the merits of theecase determined. In August 2007, the NDPSC apprave&ettlement agreement between OTP
and an intervener representing several large industistomers in North Dakota. Under the approseitlement agreement, OTP refunded
$493,000 of MISO schedule 16 and 17 costs colletttenigh the FCA from April 2005 through July 20@7North Dakota customers
beginning in October 2007 and ending in JanuanB82@0'P deferred recognition of these costs pluDEE® in MISO schedule 16 and 17
costs incurred from August 2007 through Decemb@82ihd requested recovery of these deferred ao#ssgeneral rate case filed in North
Dakota in November 2008. OTP began amortizingeferted MISO schedule 16 and 17 costs in North Eakwer a 36-month period
beginning in December 2009 in conjunction with itth@lementation of rates approved by the NDPSCsiiNibvember 25, 2009 order. As of
December 31, 2009 the balance of OTP’s deferredMiéhedule 16 and 17 costs was $1,091,000. Basee@ivery for on-going MISO
schedule 16 and 17 costs was also approved byBRSI in its November 25, 2009 order.

South Dakota

General Rate CaseOn October 31, 2008 OTP filed a general rate eaSomuth Dakota requesting an overall revenue aszef
approximately $3.8 million, or 15.3%, which inclejeamong other things, recovery of investmentseaqetnses related to renewable
resources in base rates. OTP increased rates byxapately 11.7% on a temporary basis beginnindpwlectricity consumed on and after
May 1, 2009, as allowed under South Dakota lavanmrder issued by the South Dakota Public Utditmmmission (SDPUC) on June 30,
2009, OTP was granted an increase in South Daktdd electric rates of $2.9 million or approximigt&l.7%. OTP implemented final,
approved rates in July 2009.

Federal

Revenue Sufficiency Guarantee (RSG) Charg&ince 2006, OTP has been a party to litigatiomteethe FERC regarding the application of
RSG charges to market participants who withdrawgn&om the market or engage in financial-onlytwal sales of energy into the market
or both. These litigated proceedings occurred weisd electric rate and complaint dockets befoeeRERC and several of the FERC's orders
are on review before the United States Court ofegtpfor the District of Columbia Circuit (D.C. Ciit).

On November 7, 2008 the FERC issued an order arargfy and compliance in the RSG proceeding, rewgits determination in a prior
order and stating that MISO should remove the velafvirtual supply offers of market participartsnot physically withdrawing energy-
from the denominator of the rate calculation fropriR25, 2006 forward. MISO interpreted the ordentean that all virtual supply offers and
deviations in the denominator of the rate calcafathat do not ultimately pay the rate should meaeed from April 1, 2005 (start of the
Energy Market ) forward. On November 10, 2008 tBERE issued an order finding the current RSG rajestiand unreasonable and
accepting an interim rate that applied RSG charged virtual sales until such time as MISO makesubsequent filing of the new RSG rate.

On May 6, 2009 the FERC issued an order on rehgafithe November 10, 2008 order. The May ordeeveld MISO from having to reset
RSG payments resulting from the FERC's earlierslenito remove the words “actually withdraws en&f@WwE) from the RSG tariff
provisions. Absent this relief (or waiver), the @ral of the AWE language would have had two reléuapacts on the RSG charge: (1) it
would tend to reduce the RSG rate because th@eatminator would include all virtual supply volusnend (2) it would impose RSG
charges on all cleared virtual supply transactidine waiver applies to the period August 10, 200@ugh November 9, 2008. Beginning
November 10, 2008, the MISO is obliged to res®% charges by recalculating the RSG rate and ienR&G5 charges on all virtual sup
transactions.

On June 12, 2009 the FERC issued an order on iagezrthe November 7, 2008 order. The June omtea, minimum, relieved MISO from
having to resettle RSG payments resulting fromdiffgrence between the megawatt hours associatibdwriual supply in the denominator
of the RSG rate and the billing determinants asgediwith virtual supply transactions (VSO mismatdthis relief (or waiver) applies to the
period April 25, 2006 through November 4, 2007.c8i®TP would have had a payment obligation dutiigyferiod associated with the
virtual supply and other mismatches, the June celilginates that payment obligation. However, theeJorder, like many of the other orders
in this docket, is subject to appellate review potential reversal. Beginning from November 5, 200@¥SO is obligated to resettle to correct
the VSO mismatch. As of September 30, 2009, OTPplaadiall its resettlement obligations determined amposed by MISO. On August 7,
2009 the FERC issued an order requiring MISO’s R@6k Force to develop a recommendation on any
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transactions that should be exempted from payinG Bfsarges. The RSG Task Force has completed iswend provided recommendatic
to the FERC. The Company does not know when thtgation proceedings will conclude.

Big Stone Il Project

On June 30, 2005 OTP and a coalition of six otlhestec providers entered into several agreemantthie development of a second electric
generating unit, named Big Stone II, at the sitthefexisting Big Stone Plant near Milbank, Soutkta.

On September 11, 2009 OTP announced its withdralwath-as a participating utility and as the projedtad developer—from Big Stone II,
due to a number of factors. The broad economic tiana high level of uncertainty associated witbpgosed federal climate legislation and
existing federal environmental regulations and leingling credit and equity markets made proceediitig Big Stone Il and committing to
approximately $400 million in capital expenditurggenable for OTP’s customers and the Company’sebioéders. On November 2, 2009,
the remaining Big Stone Il participants announdeddancellation of the Big Stone 1l project.

As of December 31, 2009, OTP had incurred $13.0aniln costs related to this project that it beée are probable of recovery in future r.
and has deferred recognition of these costs astipgrexpenses pending determination of recovetaby the state and federal regulatory
commissions that approve OTP’s rates. In filingglenan December 14, 2009, OTP requested from e thiate commissions authority to
reflect these costs on its books as a regulat@stdisrough the use of deferred accounting, peralidgtermination on the recoverability of
costs. The SDPUC approved OTP’s request for deferceounting treatment on February 9, 2010. If Mauota or North Dakota denies the
requests to use deferred accounting or if any®thhee jurisdictions eventually denies recoverglbbr any portion of these deferred costs,
such costs would be subject to expense in the goénmy are deemed to be inappropriate for deferrahrecoverable.
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4. Regulatory Assets and Liabilities

As a regulated entity OTP accounts for the findresfiects of regulation in accordance with ASC 9Bégulated OperationsThis accounting
standard allows for the recording of a regulatayed or liability for costs that will be collectedrefunded in the future as required under
regulation.

The following table indicates the amount of regogtassets and liabilities recorded on the Compaoghsolidated balance sheet:

December 3: December 3:
(in thousands 2009 2008
Regulatory Assets
Unrecognized Transition Obligation, Prior Services€@ and Actuarial Losses on Pensions and Other
Postretirement Benefi $ 78,87 $ 64,49
Unrecovered Project Cos Big Stone I 12,98: —
Deferred Marke-to-Market Losse: 7,61¢ 1,162
Deferred Income Taxe 5,441 7,09¢
Minnesota Renewable Resource Rider Accrued Reve 5,32¢ 3,04t
Debt Reacquisition Premiun 3,051 3,351
Deferred Conservation Improvement Program C 1,90¢ 28C
Accumulated ARO Accretion/Depreciation Adjustm 1,80¢ 1,43
Minnesota General Rate Case Recoverable Expi 1,69: 1,45
Accrued Cos-of-Energy Revenu 1,17¢ 8,98:
MISO Schedule 16 and 17 Deferred Administrativet€— ND 1,091 822
North Dakota Renewable Resource Rider Accrued Res 56€ 2,00¢
Minnesota Transmission Rider Accrued Rever 42C —
South Dakot« Asse-Based Margin Sharing Shortfi 33C —
MISO Schedule 16 and 17 Deferred Administrativet€— MN 252 52€
Deferred Holding Company Formation Cao 24¢ —
Plant Acquisition Cost 18 63
Total Regulatory Asse $ 122,79. $ 94,72
Regulatory Liabilities
Accumulated Reserve for Estimated Removal C- Net of Salvage $ 58,931 $ 58,76¢
Deferred Income Taxe 4,96¢ 4,94:
Unrecognized Transition Obligation, Prior Services€@ and Actuarial Gains on Other Postretiremel
Benefits — 834
Deferred Marke-to-Market Gains 224 —
Other Regulatory Liabilitie 14¢ 13¢
Total Regulatory Liabilitie: $ 64,27 $ 64,68¢
Net Regulatory Asset Positic $ 58,51¢ $ 30,04

The regulatory asset and regulatory liability rethto the unrecognized transition obligation, pservice costs and actuarial losses and gains
on pensions and other postretirement benefits septe benefit costs and actuarial losses and gabjsct to recovery or return through rates
as they are expensed over the remaining serviee ¥ active employees included in the plans. Thesecognized benefit costs and actuarial
losses and gains are required to be recognizedmaganents of Accumulated Other Comprehensive Indoregquity under ASC 715,
Compensation—Retirement Benetitst are eligible for treatment as regulatory askat®d on their probable recovery in future retiittric
rates.

Unrecovered Project Costs — Big Stone Il are dostared by OTP since 2005 related to its partigieain the planned construction of a 500-
to 600-megawatt generating unit at its Big StoremPsite. On September 11, 2009 OTP announcedthdnawal from participation in the

Big Stone Il project due to a number of factorse Bihoad economic downturn, a high level of uncetyaassociated with proposed federal
climate legislation and existing federal environta¢negulations and challenging credit and equigrkats made proceeding with Big Ston
and committing to approximately $400 million in @apexpenditures untenable for OTP’s customersthadCompany’s shareholders. OTP
believes the costs it incurred during its partitipain the project are probable of recovery irufetrates and has deferred recognition of these
costs as operating expenses pending determindti@taverability by the state and federal regulatmymmissions that approve OTP’s rates.
No recovery period hebeen established for these deferred costs as OmRhs initial phase of seeking recovery of thessts through the
regulatory process. If OTP is denied recovery bbabny portion of these deferred costs, suchscasuld be subject to expense in the period
they are deemed to be unrecoverable.
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All Deferred Marked-to-Market Gains and Losses rded as of December 31, 2009 are related to forparchases of energy scheduled for
delivery through December 2013.

The regulatory assets and liabilities related téeDed Income Taxes result from changes in stajutof rates accounted for in accordance
with ASC 740,Income Taxes

Minnesota Renewable Resource Rider Accrued Reveelats to revenues earned on qualifying 2008 &9 2enewable resource costs
incurred to serve Minnesota customers that havéeen billed to Minnesota customers as of DecerdbeP009. Minnesota Renewable
Resource Rider Accrued Revenues are expectedriecbeered over 51 months, from January 2010 thrddgtth 2014.

Debt Reacquisition Premiums included in UnamortiBetht Expense are being recovered from OTP custsmar the remaining original
lives of the reacquired debt issues, the longesthich is 23 years.

Deferred Conservation Program Costs represent nwthdanservation expenditures and incentives reablethrough retail electric rates
over the next 18 months.

The Accumulated ARO Accretion/Depreciation Adjustiwill accrete and be amortized over the livepraiperty with asset retirement
obligations.

Minnesota General Rate Case Recoverable ExpenBdsewecovered over the next 25 months.
Accrued Cost-of-Energy Revenue included in Accrugtity and Cost-of-Energy Revenues will be recaapver the next 20 months.
MISO Schedule 16 and 17 Deferred Administrativet€esND will be recovered over the next 35 months.

North Dakota Renewable Resource Rider Accrued Remsrelate to revenues earned on qualifying 2088809 renewable resource cc
incurred to serve North Dakota customers that imdoeen billed to North Dakota customers as ofdbdzer 31, 2009. North Dakota
Renewable Resource Rider Accrued Revenues aretexipecbe recovered over 48 months, from Januat® #rough December 2013.

Minnesota Transmission Rider Accrued Revenuesxgreated to be recovered over the next 12 months.

South Dakota — Asset-Based Margin Sharing Shorialtesents a difference in OTP’s South Dakotaesbfactual profit margins on
wholesale sales of electricity from company-ownedeagating units and estimated profit margins frboseé sales that were used in
determining current South Dakota retail electriesaNet shortfalls or excess margins accumulated b4 months will be subject to recovery
or refund through future retail rate adjustmentSauth Dakota.

MISO Schedule 16 and 17 Deferred Administrativet€esMN will be recovered over the next 11 months.

Deferred Holding Company Formation Costs will beoatized over the next 54 months.

Plant Acquisition Costs will be amortized over ttext 5 months.

The Accumulated Reserve for Estimated Removal Geblst of Salvage is reduced as actual removas@stincurred.

Other Regulatory Liabilities includes: 1) a portiohprofit margins on wholesales sales of purchagmeder subject to refund to South Dakota
customers through future retail rate adjustmentsZyra deferred gain on the sale of utility propéinat will be paid to Minnesota retail
electric customers over the next 24 years.

If for any reason, OTP ceases to meet the criteriapplication of guidance under ASC 980 for alpart of its operations, the regulatory
assets and liabilities that no longer meet suderiai would be removed from the consolidated badesieet and included in the consolidated
statement of income as an extraordinary expensgome item in the period in which the applicatafrguidance under ASC 980 ceases.
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5. Forward Contracts Classified as Derivatives

Electricity Contracts

All of OTP’s wholesale purchases and sales of gnengler forward contracts that do not meet thenitédn of capacity contracts are
considered derivatives subject to mark-to-markebanting. OTP’s objective in entering into forwamhtracts for the purchase and sale of
energy is to optimize the use of its generatingtaaasmission facilities and leverage its knowledfeholesale energy markets in the region
to maximize financial returns for the benefit otlbds customers and shareholders. GiTiRtent in entering into certain of these consasto
settle them through the physical delivery of enextpen physically possible and economically feasi@i€P also enters into certain contracts
for trading purposes with the intent to profit fréluctuations in market prices through the timirfgparchases and sales.

As of December 31, 2009 OTP had recognized, ortaypibasis, $1,030,000 in net unrealized gainspem dorward contracts for the
purchase and sale of electricity. The market pritsesi to value OTP’s forward contracts for the pases and sales of electricity and
electricity generating capacity are determinedunyay of counterparties or brokers used by OTPiggicservices’ personnel responsible for
contract pricing, as well as prices gathered fraifydsettlement prices published by the Intercceriial Exchange. For certain contracts,
prices at illiquid trading points are based on sidapread between that trading point and moréditiading hub prices. These basis spreads
are determined based on available market pricerrdton and the use of forward price curve modete fair value measurements of these
forward energy contracts fall into level 2 of tlaérfvalue hierarchy set forth in ASC 820-10-35.

Electric revenues include $15,762,000 in 2009, 327,000 in 2008 and $25,640,000 in 2007 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 2009 2008 2007
Wholesale Sale— Compan-Owned Generatio $ 12,57¢ $ 23,70¢ $ 20,34t
Revenue from Settled Contracts at Market Pr 110,12 520,28 389,64
Market Cost of Settled Contrac (109,124 (518,86¢6) (387,68
Net Margins on Settled Contracts at Mar 99¢ 1,414 1,961
Markec-to-Market Gains on Settled Contra 14,58¢ 39,37t 31,24:
Markec-to-Market Losses on Settled Contra (13,43) (37,139 (28,547
Net Marke(to-Market Gain on Settled Contrax 1,154 2,237 2,702
Unrealized Marke-to-Market Gains on Open Contrau 8,097 40¢E 5,117
Unrealized Marke-to-Market Losses on Open Contra (7,06%) (52¢) (4,485
Net Unrealized Marke-to-Market Gain (Loss) on Open Contra 1,03( (123) 632
Wholesale Electric Revent $ 15,76: $ 27,23¢ $ 25,64(

The following tables show the effect of markingitarket forward contracts for the purchase andaadmergy on the Company’s
consolidated balance sheets:

December 3: December 3:

(in thousands 2009 2008
Current Asse— Markec-to-Market Gain $ 8,321 $ 40k
Regulatory Asse— Deferred Marke-to-Market Loss 7,614 1,162
Total Asset: 15,93¢ 1,561
Current Liability— Markec-to-Market Loss (14,687 (1,690
Regulatory Liability— Deferred Marke-to-Market Gain (224 —
Total Liabilities (14,905 (1,690
Net Fair Value of Marke-to-Market Energy Contrac $ 1,03 $ (129
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Year ende( Year endec
(in thousands December 31, 20( December 31, 20(
Fair Value at Beginning of Ye: $ (129 $ 632
Amount Realized on Contracts Entered into in Priear 12¢ (1,169
Changes in Fair Value of Contracts Entered intBrinr Year — 537
Net Fair Value of Contracts Entered into in PriggaY at Year En — —
Changes in Fair Value of Contracts Entered intGumrent Yeal 1,03(C (129
Net Fair Value at End of Ye: $ 1,03C $ (123

The $1,030,000 in recognized but unrealized netggan the forward energy and capacity purchasesaead marked to market on
December 31, 2009 is expected to be realized dlerseint as scheduled over the following periodh@amounts listed:

(in thousands 2010 2011 2012 Total
Net Gain $ 38¢ $ 32 $ 321 $ 1,03(

OTP has credit risk associated with the nonperfocear nonpayment by counterparties to its forvearergy and capacity purchases and
sales agreements. We have established guideliddinats to manage credit risk associated with vélsale power and capacity purchases and
sales. Specific limits are determined by a courteys financial strength. OTP’s credit risk witls iargest counterparty on delivered and
marked-to-market forward contracts as of DecemiiePB809 was $222,000. As of December 31, 2009 GitPanet credit risk exposure of
$387,000 from four counterparties with investmenaidg credit ratings. OTP had no exposure at Decefih&009 to counterparties with
credit ratings below investment grade. Counterpanith investment grade credit ratings have mimnwnedit ratings of BBB- (Standard &
Poor’s), Baa3 (Moody’s) or BBB- (Fitch).

The $387,000 credit risk exposure includes net artsodue to OTP on receivables/payables from comglgansactions billed and unbilled
plus marked-to-market gains/losses on forward emtdrfor the purchase and sale of electricity sgleeidfor delivery after December 31,
2009. Individual counterparty exposures are off@ebrding to legally enforceable netting arrangdmen

Mark-to-market losses of $72,000 on certain of GTdRrivative energy contracts included in the $84,800 derivative liability on

December 31, 2009 are covered by deposited furet$ai@ other of OTP’s derivative energy contractstain provisions that require an
investment grade credit rating from each of theamajedit rating agencies on OTP’s debt. If OF Bébt ratings were to fall below investm
grade, the counterparties to these forward enesgiracts could request immediate and ongoing fegrioight collateralization on contracts in
net liability positions. The aggregate fair valdealth forward energy derivative contracts with dteisk-related contingent features that are in
a liability position on December 31, 2009 is $7,88®, for which OTP has posted $7,760,000 as eodhin the form of offsetting gain
positions on other contracts with one of its corpaeties under a master netting agreement. If théditerisk-related contingent features
underlying these agreements were triggered on DieeeB1, 2009, OTP would have been required to $138,000 in additional collateral to
its counterparties. The remaining derivative ligpibalance of $6,651,000 relates to mark-to-malb&ses on contracts that have no ratings
triggers or deposit requirements.

Fuel Contracts

In order to limit its exposure to fluctuations intdire prices of natural gas and fuel oil, IPH ezdieinto contracts with its fuel suppliers in
August 2008, January 2009 and December 2009 forginrchases of natural gas and fuel oil to covetiqus of its anticipated natural gas
needs in Ririe, Idaho and Center, Colorado fromté&aper 2008 through August 2009, its fuel oil neiedSouris, Prince Edward Island,
Canada from January 2009 through August 2009 anthiiural gas needs in Ririe, Idaho from Januatp 2Brough August 2010 at fixed
prices. These contracts qualified for the normatpase exception to mark-to-market accounting uA&E 815-10-15.

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 exchamrgesrand hedge its exposure to future fluctuaiiofsreign 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 forgahmunt of Canadian dollars stated in
each contract. IPH’s Canadian subsidiary also edterto forward contracts for the exchange of d@lars into Canadian dollars in

July 2009. Each monthly contract
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was for the exchange of $200,000 U.S. dollarsHeramount of Canadian dollars stated in each arinédl contracts were settled as of
December 31, 20009.

The following table lists the contracts enterea imt 2008 and 2009 that were settled in 2009.

(in thousands Settlement Perioc USD CAD
Contracts Entered into in July 20 January 200+ July 2009 $2,80C $2,91¢
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! $4,000 $5,001
Mark-to-Market Gains on Open Contracts at Year End 2 January 200 October 200! 112
Net Mark-to-Market Losses Recognized on Open Contracts at Kedr200¢& $ (289
Net Mark-to-Market Gains in 2009 on Open Contracts at Year HiU8 232
Net Losses Realized on Settlement of 2008 conta&809 $ (59
Contracts Entered Into in July 20 August 200¢- December 20C  $1,000 $1,16:
Net Mark-to-Market Gains Recognized and Realized on contradésed into in 200! $ 88
Net Mark-to-Market Gains Recognized in 20 $ 32C
Net Mark-to-Market Gains Realized in 20( $ 31

These contracts were derivatives subject to markddket accounting. IPH did not enter into thesetiaets for speculative purposes or with
the intent of early settlement, but for the purpogcking in acceptable exchange rates and hgdtgrexposure to future fluctuations in
exchange rates. IPH settled these contracts dth@igstated settlement periods and used the pdsdeepay its Canadian liabilities when tl
came due. These contracts did not qualify for hedgpeunting treatment because the timing of thetttesnents did not coincide with the
payment of specific bills or contractual obligason

The fair value measurements of the above foreigrenay exchange forward windows fall into levelfithee fair value hierarchy set forth in
ASC 820-10-35.

6. Common Shares and Earnings Per Share

On May 11, 2009 the Company filed a shelf regigirastatement with the U.S. Securities and Exch&@wgmmission (SEC) under which it
may offer for sale, from time to time, either segialy or together in any combination, equity andlebt securities described in the shelf
registration statement, including common sharge@Company.

On July 1, 2009 Otter Tail Corporation completetbding company reorganization in accordance wéht®n 302A.626 of the Minnesota
Business Corporation Act (the MBCA) whereby OTRdaleferred to as Old Otter Tail), which had presly been operated as a division of
Otter Tail Corporation, became a wholly owned sdilasy of the new parent holding company named Qtser Corporation (formerly known
as Otter Tail Holding Company).

The new holding company structure was effected dsilg 1, 2009 pursuant to a Plan of Merger dagdfalune 30, 2009 (the Plan of
Merger), by and among Old Otter Tail, Otter TailltHng Company (now known as Otter Tail CorporatiamMinnesota corporation and,
prior to the reorganization, a direct subsidiaryddd Otter Tail, and Otter Tail Merger Sub IncManesota corporation and indirect
subsidiary of Old Otter Tail and direct subsidiafyOtter Tail Holding Company (Merger Sub). TherPtd Merger provided for the merger
(the Merger) of Old Otter Tail with Merger Sub, WwiDId Otter Tail as the surviving corporation. Ruanst to Section 302A.626 (subd. 2) of
the MBCA shareholder approval was not requiredtierMerger. As a result of the Merger, Old Otteil Banow a wholly owned subsidiary
of the Company with the name Otter Tail Power Comypémmediately following the completion of the Ner, the Company changed its
name from Otter Tail Holding Company to Otter T@drporation.

In the Merger, each issued and outstanding comrmareof Old Otter Tail was converted into one comrabare of the Company, par value
$5 per share, and each issued and outstanding ativeubreferred share of Old Otter Tail was coreeihto one cumulative preferred share
of the Company having the same designations, riglotsers and preferences. In connection with thegiele each person that held rights to
purchase, or other rights to or interests in, comsttares of Old Otter Tail under any stock optsinck purchase or compensation plan or
arrangement of Old Otter Tail immediately priothe Merger holds a corresponding number of righfsurchase, and other rights to or
interests in, common shares of the Company, paevgb per share, immediately following the Merger.
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The conversion of the common shares in the Mergeuroed without an exchange of certificates. Acogly, certificates formerly
representing outstanding common shares of Old Q#&rare deemed to represent the same numbemaihonm shares of the Company.

Pursuant to Section 302A.626 (subd. 7) of the MB@w,provisions of the Restated Articles of Incogtion and Restated Bylaws of the
Company are consistent with those of Old Otter padr to the Merger. The authorized common sharescumulative preferred shares of
Company, the designations, rights, powers and mefes of such shares and the qualifications,diioits and restrictions thereof are also
consistent with those of Old Otter Tail's commorrsgs and cumulative preferred shares immediatédy for the Merger. The directors and
executive officers of the Company are the sameviddals who were directors and executive officegspectively, of Old Otter Tall
immediately prior to the Merger.

Immediately prior to the Merger, Old Otter Tailnederred to the Company by means of assignmerudstpi¢al stock of its direct subsidiaries
and all of its other assets not specific to therajpen of the OTP. As a result, the Company is ldihg company with two primary
subsidiaries, OTP (the electric utility) and Vaaista holding company for the Company’s noneleditisinesses).

Following is a reconciliation of the Company’s commshares outstanding from December 31, 2008 thr@egember 31, 2009:

Common Shares Outstanding, December 31, : 35,384,62
Issuances
Dividend Reinvestment Ple- Dividend Purchase 163,22:
Dividend Reinvestment Ple— Direct Purchase 70,71¢
Stock Options Exercise 50,35(
Employee Stock Purchase P- Direct Purchas 45,41
Executive Officer Stock Performance Awa 29,35(
Restricted Stock Issued to Nonemployee Direc 28,80(
Restricted Stock Issued to Employ: 27,60(
Employee Stock Purchase P- Dividend Reinvestmer 17,031
Vesting of Restricted Stock Uni 5,35(
Retirements
Shares Withheld for Individual Income Tax Requireis (10,187
Common Shares Outstanding, December 31, . 35,812,28

Stock Incentive Plan

The 1999 Stock Incentive Plan, as amended (Inceitian), provides for the grant of stock optiomscls appreciation rights, restricted stock,
restricted stock units, performance awards, andrattock and stock-based awards. A total of 3,@IDd@@mmon shares are authorized for
granting stock awards, of which 822,317 were atillilable as of December 31, 2009 under the Ineeftian, which terminates on
December 13, 2013.

Employee Stock Purchase Plan

The 1999 Employee Stock Purchase Plan (Purchasg &laws eligible employees to purchase the Comijgsasommon 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 230,482 were still available poirchase as of December 31, 2009. At the discrefitine Company, shares purchased
under the Purchase Plan can be either new issuesshiashares purchased in the open market. Taderehares for the Purchase Plan, the
Company issued 62,450 common shares and purchasgtll4&common shares in the open market in 2008849;,0mmon shares were
purchased in the open market in 2008 and 52,558mmnshares were purchased in the open market in. Z0@ shares to be purchased by
employees participating in the Purchase Plan arearsidered dilutive during the investment peffimdthe purpose of calculating diluted
earnings per share.

Dividend Reinvestment and Share Purchase Plan

On August 30, 1996 the Company filed a shelf regfigtn statement with the SEC for the issuancepabu?,000,000 common shares purs
to the Company’s Automatic Dividend Reinvestmertd 8hare Purchase Plan (the Plan), which permiteshparchased by shareholders or
customers who participate in the Plan to be eitleer issue common shares or common shares purcimaedopen market. The Company’s
shelf registration statement expired on Decemb20@8 and was replaced by an automatically effecthelf registration statement filed by
the Company on November 26, 2008 for the issuahae to 1,000,000 common shares pursuant to the Flam November 2004 through
April 2009 the Company had
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purchased common shares in the open market todeeWares for the Plan. From May 2009 through Déeer2009 the Company issued
233,943 common shares to provide shares for the Pla

Earnings Per Share

Basic earnings per common share are calculatedviirdy earnings available for common shares bywleghted average number of
common shares outstanding during the period. Qdletrnings per common share are calculated bytadjusutstanding shares, assuming
conversion of all potentially dilutive stock optmrStock 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 consideredragenily returnable and not outstanding for
the purpose of calculating basic earnings per shinderlying shares related to nonvested restristeck units granted to employees are
considered dilutive for the purpose of calculatiliigted earnings per share. Shares expected towlelad 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 Degegih 2009, 2008 and 2007:

Year Options Outstandir Range of Exercise Pric
2009 415,71( $ 24.93— $31.3¢
2008 — NA
2007 — NA

7. Share-Based Payments
Purchase Plan

The Purchase Plan allows employees through payittiholding to purchase shares of the Company’srmomstock at a 15% discount from
the average market price on the last day of a sintminvestment period. Under ASC 7T)mpensation—Stock Compensatibe, Compan
is required to record compensation expense retattte 15% discount. The 15% discount resultedmpensation expense of $310,000 in
2009, $275,000 in 2008 and $257,000 in 2007. TRé discount is not taxable to the employee and isardeductible 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 stocke grant date. Under ASC 718 accounting remeérgs, compensation expense is
recorded based on the estimated fair value of ptierts on their grant date using a fair-value appoicing model. Under ASC 718
accounting, the fair value of the options grantas been recorded as compensation expense oveqthisite service period (the vesting
period of the options). The estimated fair valualbbptions granted under the Incentive Plan wasel on the Black-Scholes option pricing
model.

Under the modified prospective application of sHassed payment accounting requirements, the diféeréetween 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 related to options that were not vested dsofiary 1, 2006.

Presented below is a summary of the stock optiotigity:

Stock Option Activity 2009 2008 2007
Average Exercis Average Exercis Average Exercis
Options Price Options¢ Price Options¢ Price
Outstanding, Beginning of Ye 507,70: $ 26.0( 787,13 $ 25.7¢ 1,091,23 $ 25.7¢
Granted — — — — — —
Exercisec 50,35( 19.7: 276,68! 25.2% 298,60: 25.7:
Forfeited 12,54 21.8i 2,75( 27.11 5,50( 28.8¢
Outstanding, End of Ye: 444 81( 26.82 507,70:. 26.0( 787,13 25.7:
Exercisable, End of Ye: 444 ,81( 26.82 507,70: 26.0C 787,13 25.7:
Cash Received for Options Exercis $  994,00( $ 6,981,000 $ 7,682,00

Fair Value of Options Granted During

Year none grante: none grante: none grante
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The following table summarizes information aboutiams outstanding as of December 31, 2009:

Options Outstanding and Exercisa

Weightec-Average

Outstanding ar Remaining
Range o Exercisable as Contractual Lifi Weighte-Average
Exercise Price 12/31/0¢ (yrs) Exercise pric
$18.8(-$21.94 29,10( 0.3 $19.7¢
$21.95-$25.07 26,55( 5.3 24.9¢
$25.0¢-$28.21 304,01( 1.¢ 26.4¢
$28.2:-$31.34 85,15( 2.2 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 ASC &d@®unting requirements, compensation expenseddatrestricted shares is based on
the fair value of the restricted shares on thengdates. On April 20, 2009 the Company’s BoarBioéctors granted 28,800 shares of
restricted stock to the Company’s nonemployee thirec The restricted shares vest 25% per year oit &pf each year in the period 2010
through 2013 and are eligible for full dividend arating rights. The grant date fair value of ealsare of restricted stock was $22.15 per
share, the average market price on the date of.gran

Presented below is a summary of the status oftdir€aestricted stock awards for the years endedeinber 31:

Directord Restricted Stock Awarc 2009 2008 2007
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 39,30( $ 33.4¢ 34,10( $ 30.8( 32,77¢ $ 27.2i
Granted 28,80( 22.1¢ 20,00( 35.34¢ 15,20( 35.0¢
Vested 13,80( 32.0¢ 14,80( 29.92 13,87¢ 27.1C

Forfeited — — —

Nonvested, End of Ye: 54,30( 27.81 39,30( 33.4¢F 34,10( 30.8(
Compensation Expense Recogni $ 535,00( $ 461,00( $ 454,00(
Fair Value of Shares Vested in Ye 442 ,00( 443,00( 376,00(

Restricted Stock Granted to Employees

Under the Incentive Plan, restricted shares ofXbmpanys common stock have been granted to employeefoasaf compensation. Und
ASC 718 accounting requirements, compensation eseperiated to restricted shares is based on thedhie of the restricted shares on their
grant dates. On April 20, 2009 the Company’s BadrDirectors granted 27,600 shares of restrictedksto the Companyg’executive officer
under the Incentive Plan. The restricted shares28% per year on April 8 of each year in the p2010 through 2013 and are eligible for
full dividend and voting rights. The grant date fealue of each share of restricted stock was $get share, the average market price on the
date of grant.

Presented below is a summary of the status of graph) restricted stock awards for the years endsmbBber 31:

Employee’ Restricted Stock Awarc 2009 2008 2007
Weighted Averag Weighted Averag Weighted Averag
Share Fair Value Share Fair Value Share Fair Value
Nonvested, Beginning of Ye 34,14¢ $ 34.72 24,05¢ $ 35.4¢€ 31,66¢ $ 31.41
Granted 27,60( 22.1¢ 19,37: 35.34¢ 17,30( 35.8:2
Variable/Liability Awards Veste 2,25( 22.91] 4,80¢ 34.8¢ 24,60¢ 35.0¢
Nonvariable Awards Veste 9,01¢ 35.8¢ 4.47" 35.8( 30C 35.3(
Forfeited — — —
Nonvested, End of Ye: 50,47¢ 28.31 34,14¢ 34.7: 24,05¢ 35.4¢
Compensation Expense Recogni $ 439,00( $ 434,00( $ 549,00(
Fair Value of Variable Awards
Vested/Liability Paic 52,00( 168,00( 863,00(
Fair Value of Nonvariable Awards
Vested 323,00( 160,00( 11,00(
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Restricted Stock Units Granted to Employees

On April 20, 2009 the Company’s Board of Directgranted 29,515 restricted stock units to key emgesyunder the Incentive Plan payable
in common shares on April 8, 2013, the date thé&swst. The grant date fair value of each restlistock unit was $18.86 per share. The
weighted average contractual term of stock unitstanding as of December 31, 2009 is 2.4 years.

Presented below is a summary of the status of graph) restricted stock unit awards for the yeadedrDecember 31.:

Employee’ Restricted Stock Unit Awarc 2009 2008 2007
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 73,58 $ 28.1: 55,48( $ 26.6¢ 38,61t $ 24.6¢
Granted 29,51t 18.8¢ 26,65( 30.92 23,45( 30.07
Convertec 5,35( 24.9¢ 3,85( 25.9: 4,85( 26.9¢
Forfeited 5,08( 27.3: 4,69¢ 28.01% 1,73¢ 27.0:
Nonvested, End of Ye: 92,67( 25.4z2 73,58t 28.1: 55,48( 26.6¢€
Compensation Expense Recogni $ 543,00( $ 535,00( $ 383,00
Fair Value of Units Converted in Ye 133,00( 100,00( 131,00(

Stock Performance Awards granted to Executive ©ffic

The Compensation Committee of the Company’s Boaiirectors has approved stock performance awardesgents 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 inEdéson 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 measntgregod. The participants have no voting or divid rights under these award
agreements until the shares are issued at theféhd performance measurement period. Under ASCagtBunting requirements, the amc
of compensation expense recorded related to awaatded is based on the estimated gdaté fair value of the awards as determined un
Monte Carlo valuation method for awards grantedrio 2009. The offsetting credit to amounts expdn®lated to the stock performance
awards granted prior to 2009 is included in commslbareholders’ equity.

On April 20, 2009 the Company’s Board of Directgranted performance share awards to the Comparg&ugve officers under the
Incentive Plan for the 2009-2011 performance mesamsant period. The terms of these awards are sathht entire award will be classified
and accounted for as a liability, as required uiki®€ 718-10-25-18, and will be measured over thiopmance period based on the fair
value of the award at the end of each reportingpgesubsequent to the grant date.

The table below provides a summary of stock peréorce awards granted and amounts expensed relatsel stock performance awards:

Maximum Share
Subjec Shares Use Expense Recognize¢

Performance Peric to Awarc to Estimate Expen: Fair Value in the Year Ended December : Shares Awarde
200¢ 200¢ 2007
200¢-2011 181,20( 90,60( $ 279t $ 845000 $ — ¢ =
200¢-2010 114,80( 70,84: $ 37.5¢ 888,00( 888,00( —
20072009 109,00( 67,26 $ 38.01 852,00( 852,00( 852,00( 34,76¢
200¢-2008 88,05( 58,70( $ 25.9¢ — 508,00( 508,00( 29,35(
200:-2007 75,15( 50,87 $ 22.1( — — 375,00( 62,62¢
Total $2,585,000 $2,248,000 $1,735,00 126,74

As of December 31, 2009 the total remaining unracaagl amount of compensation expense related ¢$tased compensation for all of the
Company’s stock-based payment programs was appabeiyn$5.8 million (before income taxes), whichkié amortized over a weighted-
average period of 2.1 years.

98




Table of Contents

8. Retained Earnings Restriction

The Company’s Restated Articles of Incorporatiaamended, contain provisions that limit the amadimtividends that may be paid to
common shareholders by the amount of any declasedripaid dividends to holders of the Company’s glaive preferred shares. Under
these provisions none of the Company’s retainediegs were restricted at December 31, 2009.

9. Commitments and Contingencies

Electric Utility Construction Contracts, CapacitydaEnergy Requirements and Coal and Delivery Cotsra

At December 31, 2009 OTP had commitments undera&cistin connection with construction programs aggting approximately
$8,944,000. For capacity and energy requirement®, kas agreements extending through 2034 at anostd of approximately $19,374,000
in 2010, $16,599,000 in 2011, $17,844,000 in 2042 $10,726,000 in 2013, $5,696,000 in 2014, and3¥®000 for the years beyond 2014.

OTP has contracts providing for the purchase afidetg of a significant portion of its current caglquirements. These contracts expire in
2010, 2011 and 2016. In total, OTP is committetheominimum purchase of approximately $111,039@0@ make payments in lieu
thereof, under these contracts. The FCA mechargseehs the risk of loss from market price changeause it provides for recovery of most
fuel costs.

IPH Potato Supply and Fuel Purchase Commitments

IPH has commitments of approximately $10,000,000He purchase of a portion of its 2010 raw potatpply requirements and $1,600,000
for the firm purchase of natural gas to cover diporof its anticipated fuel needs in Ririe, Idahoough August 2010.

Operating Lease Commitments

The amounts of future operating lease paymentasafellows:

(in thousands Electric Nonelectrit Total

2010 $ 2,491 $ 35,82 $ 38,31:
2011 1,411 22,097 23,50¢
2012 924 12,59( 13,51
2013 93z 6,921 7,854
2014 944 4,317 5,261
Later year: 15,64 1,69¢ 17,34(
Total $22,34¢ $ 83,44« $105,78¢

The electric future operating lease payments aneguily related to coal rail-car leases. The nootele future operating lease payments are
primarily related to medical imaging equipment. Rexpense from continuing operations was $50,2%98,$80,761,000 and $47,904,000 for
2009, 2008 and 2007, respectively.

Sierra Club Complaint

On June 10, 2008 the Sierra Club filed a compiaitihe U.S. District Court for the District of Séubakota (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 PerforneaBtandards (NSPS) provisions of the Clean Air(8&A) and certain violations of the
South Dakota State Implementation Plan (South a&®). The action further alleged the defendarudified and operated Big Stone
without obtaining the appropriate permits, withmeeting certain emissions limits and NSPS requirgsnand without installing appropriate
emission control technology, all allegedly in vidda of the CAA and the South Dakota SIP. The Si€@lub alleged the defendants’ actions
have contributed to air pollution and visibility rirment and have increased the risk of adversiéhheffects and environmental damage.
Sierra Club sought both declaratory and injunctelef to bring the defendants into compliance wtita CAA and the South Dakota SIP and
to require the defendants to remedy the allegeldtiams. The Sierra Club also seeks unspecifieil panalties, including a beneficial
mitigation project. The Company believes thesentaare without merit and that Big Stone was arbing operated in compliance with the
CAA and the South Dakota SIP.

The defendants filed a motion to dismiss the Si€ttdb complaint on August 12, 2008. On March 3102@and April 6, 2009, the District
Court issued a Memorandum and Order and Amendeddviardum and Order, respectively, granting the difats’ motion to dismiss the
Sierra Club complaint. On April 17, 2009 the Sie®lab filed a motion for reconsideration of the Amded Memorandum Opinion and Order.
The Sierra Club motion was opposed by the defesddihie Sierra Club
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motion for reconsideration was denied on July ZBX® On July 30, 2009 the Sierra Club filed a reot€ appeal to the 8th U.S. Circuit Court
of Appeals. The briefing schedule calls for theeamt to submit its brief by mid-October, for afipes to submit their brief by mid-
November and for the appellant to submit its rdpigf by the end of November. On October 13, 2@08,United States Department

Justice filed a motion seeking a 30-day extensfdhetime to file an amicus brief in support oétBierra Club’s position. The Court of
Appeals granted this motion, as well as the appgllsubsequent joint motion with the Sierra Clutigading the time to file the appellees’
brief and the Sierra Club’s reply brief. Briefinga/complete on January 22, 2010 on filing of tler&iClub’s reply brief. The ultimate
outcome of this matter cannot be determined atitiis.

Federal Power Act Complaint

On August 29, 2008 Renewable Energy System Amerinas(RES), a developer of wind generation, aBAR Wind Development, LLC
(PEAK Wind), a group of landowners in Barnes Countgrth Dakota, filed a complaint with the FERGCegiihg that OTP and Minnkota
Power Cooperative, Inc. (Minnkota) had acted togeth violation of the Federal Power Act (FPA) ng RES and PEAK Wind access to
the Pillsbury Line, an interconnection facility vwhiMinnkota owns to interconnect generation prajéeting developed by OTP and NextEra
Energy Resources, Inc. (fka FPL Energy, Inc.) (Eex}. RES and PEAK Wind asked that (1) the FER@Iokinnkota to interconnect its
Glacier Ridge project to the Pillsbury Line, ortive alternative, (2) the FERC direct MISO to intemgect the Glacier Ridge project to the
Pillsbury Line. RES and Peak Wind also requestatd@TP, Minnkota and NextEra pay any costs asstiaith interconnecting the Glacier
Ridge Project to the MISO transmission system whaohld result from the interconnection of the Rillsy Line to the Minnkota transmissi
system, and that the FERC assess civil penaltigestgOTP. OTP answered the complaint on Septe2the2008, denying the allegations of
RES and PEAK Wind and requesting that the FERC idsthe complaint. On October 14, 2008, RES andKPBAnd filed an answer to
OTP’s answer and, restated the allegations includ#ue initial complaint. RES and PEAK Wind alsdded a request that the FERC rescind
both OTP’s waiver from the FERC Standards of Cohdnd its market-based rate authority. On OctoBeRR08, OTP filed a reply, denying
the allegations made by RES and PEAK Wind in isngar. By order issued on December 19, 2008, thed~&4R the complaint for hearing
and established settlement procedures. A formtésetnt agreement was filed with the FERC requgsijpproval of the settlement and
withdrawal of the complaint. The Company expectsREERC will issue an order approving the settlenamat terminating the proceeding. 1
settlement is not expected to have a material itnpa©TP’s financial position or results of opevas.

Product Recall

Aviva Sports, Inc. (Aviva), a subsidiary of Shored¥tr, markets a variety of consumer products talegtcompanies and internet based
retailers. Some of these products are regulatatiéol).S. Consumer Product Safety Commission (CPSRFebruary 3, 2009 Aviva
received a report of consumer contacts from aagtalstomer related to one of Aviva’s trampolineducts. Aviva has not received any
personal injury claims or lawsuits related to ghisduct. Aviva submitted notification of the comipks to the CPSC and voluntarily agreed to
undertake a recall of approximately 13,200 of thenpoline products sold to consumers. ShoreMastarded a liability and operating
expense of $1.4 million related to the recall ie finst quarter of 2009. The expense included gpted 50% response rate on the recall
request, fees to the third party recall administratosts to destroy inventory and all legal anehiadstration fees. Due to dwindling customer
response, ShoreMaster concluded its recall effiofeibruary, 2010. The number of products returmestieerwise captured by the recall is
consistent with the anticipated rate of 50%. Shastér anticipates the final cost of the recallédbh.2 million.

Other

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 thiat@robable 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,
2009 will not be material.
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10. Short-Term and Long-Term Borrowings
Short-Term Debt
The following table presents the status of ourdin&credit as of December 31, 2009 and Decemhe2(®18:

Restricted due t

In Use on Outstanding Lette Available on Available on
(in thousands Line Limit December 31, 20( of Credit December 31, 20( December 31, 20(
Otter Tail Corporation Credit Agreeme $200,00( $ 6,00C $ 14,248 3 179,75 $ 77,70¢
OTP Credit Agreemer! 170,00( 1,58t 68C 167,73! 142,93!
Total $370,00( $ 758 $ 14,928 3 347,49 $ 220,64

1 On January 4, 2010, OTP paid off the remaining.@®illion balance outstanding on its two-years $7million term loan that was
originally due on May 20, 2011, using lower costsds available under the OTP Credit Agreement. @idmot incur any penalties for
the early repayment and retirement of this d

The weighted average interest rates on consoliddtted-term debt outstanding on December 31, 2002808 were 2.2% and 2.8%,
respectively. The weighted average interest raith graconsolidated short-term debt was 2.4% in 20094.1% in 2008.

Prior to the Company’s holding company reorganaratin July 1, 2009, Varistar, the Company’s whollyned subsidiary, was the borrower
under a $200 million credit agreement (the Credjte®ment) with the following banks: U.S. Bank NatibAssociation, as agent for the
Banks and as Lead Arranger, Bank of America, NK&ybank National Association, and Wells Fargo Bawétional Association, as Co-
Documentation Agents, and JPMorgan Chase Bank,, IBank of the West and Union Bank of CaliforniaANEffective July 1, 2009 all of
Varistar’s rights and obligations under the Crédjteement were assigned to and assumed by the @ymmipaginning July 1, 2009
borrowings bear interest at LIBOR plus 2.375%, sabjo adjustment based on the senior unsecurdi caéings of the Company. The Cre
Agreement expires October 2, 2010 and is an unsdaerolving credit facility. The Credit Agreememntains a number of restrictions on
the Company and the businesses of Varistar amdatsrial subsidiaries, including restrictions oaitfability to merge, sell assets, incur
indebtedness, create or incur liens on assetsagiggr the obligations of certain other partieserghge in transactions with related parties.
The Credit Agreement also contains affirmative c@rgs and events of default. The Credit Agreemeas dhot include provisions for the
termination of the agreement or the acceleratiorrpédyment of amounts outstanding due to changeeeibhorrower’s credit ratings. The
Companys obligations under the Credit Agreement are gueeahby Varistar and its material subsidiaries.s@uiding letters of credit issu
by the borrower under the Credit Agreement cancedhie amount available for borrowing under the by up to $30 million. The Credit
Agreement has an accordion feature whereby thechnebe increased to $300 million as describetdérCGredit Agreement. The Company is
in the process of negotiating a renewal of the €egkeement to be effective at the expiration ofrent term of the Credit Agreement.

Prior to the Company’s holding company reorganaratin July 1, 2009, Otter Tail Corporation, dbae®Tail Power Company (now OTP)
was the borrower under a $170 million credit agreenfthe OTP Credit Agreement) with an accordiaidee whereby the line can be
increased to $250 million as described in the OTEIT Agreement. The credit agreement was entertedietween Otter Tail Corporation,
dba Otter Tail Power Company (now OTP) and JPMofglaase Bank, N.A., Wells Fargo Bank, National Agstien and Merrill Lynch Ban
USA, as Banks, U.S. Bank National Association, 8aak and as agent for the Banks, and Bank of AtagN.A., as a Bank and as
Syndication Agent. The OTP Credit Agreement is asegured revolving credit facility that OTP canwdien to support the working capital
needs and other capital requirements of its oeratiBorrowings under this line of credit bear iiegt at LIBOR plus 0.5%, subject to
adjustment based on the ratings of the borrowensos unsecured debt. The OTP Credit Agreementomt number of restrictions on the
business of OTP, including restrictions on itsigptb merge, sell assets, incur indebtednesste@ancur liens on assets, guarantee the
obligations of any other party, and engage in @atisns with related parties. The OTP Credit Agreetralso contains affirmative covenants
and events of default. The OTP Credit Agreemens amé include provisions for the termination of #greement or the acceleration of
repayment of amounts outstanding due to changéeihorrowers credit ratings. The OTP Credit Agreement is st renewal on July 3
2011. Following the Company’s holding company remigation, the OTP Credit Agreement is an obligatbOTP.
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Long-Term Debt

On May 11, 2009 the Company filed a shelf regigirastatement with the SEC under which it may oftersale, from time to time, either
separately or together in any combination, equity/er debt securities described in the shelf regisin statement.

9.000% Notes due 2016

On December 4, 2009 the Company issued $100 miifars 9.000% notes due 2016 under the indenforeufisecured debt securities) dated
as of November 1, 1997, as amended by the Firgtl&wental Indenture dated as of July 1, 2009, betvtke Company and U.S. Bank
National Association (formerly First Trust Natiomsdsociation), as trustee. The notes are unse¢udetitedness and bear interest at 9.0
per year, payable semi-annually in arrears on 18rend December 15 of each year, beginning Jun20l®,. The entire principal amount of
the notes, unless previously redeemed or othemsjz®d, will mature and become due and payableereMber 15, 2016. The net proceeds
from the issuance of approximately $98.3 millioftleadeducting the underwriting discount and ofigrexpenses, were used to repay our
revolving credit facility, which had an outstandibglance due of $107.0 million on November 30, 2808n interest rate of approximately
2.6%. The Company used approximately $44.5 miltibthe borrowings under its revolving credit fagilto fund costs incurred for the
expansion of its subsidiary companies’ manufactufatilities in 2008 and 2009. The Company used@pmately $23.0 million to fund the
acquisition of Miller Welding in 2008 and approxitaly $28.5 million in connection with the capitaltion of its holding company
reorganization in 2009.

Term Loan Agreement and Retirement

Prior to the Company’s holding company reorganaratin July 1, 2009, Otter Tail Corporation, dbae®fail Power Company (now OTP)
was the borrower under a $75 million term loan agrent (the OTP Loan Agreement). The OTP Loan Agezewas entered into between
Otter Tail Corporation, dba Otter Tail Power Compémw OTP) and JPMorgan Chase Bank, N.A., as Adsnative Agent, KeyBank
National Association, as Syndication Agent, Uniaani, N.A., as Documentation Agent, and the Bankseththerein. On completion of t
Company’s holding company formation on July 1, 268 OTP Loan Agreement became an obligation d Ohe OTP Loan Agreement
provided for a $75 million term loan due May 20120The proceeds were used to support OTP’s cangnuof 49.5 MW of renewable
wind-generation assets at the Luverne Wind Farrhldmember 2009, OTP paid down $17 million of th& $Tillion term loan. OTP paid off
the remaining $58 million balance in January 2QKng lower cost funds available under the OTP Edsgreement. OTP did not incur any
penalties for the early repayments and retiremeits debt under the Loan Agreement.

Borrowings under the OTP Loan Agreement bore isteaiea rate equal to the base rate in effect tiora to time. The base rate was a
fluctuating rate per annum equal to (i) the higleggA) JPMorgan Chase Bank, N.A.’s prime rate, {8 Federal funds effective rate plus
0.5% per annum, and (C) a daily LIBOR rate plugd ger annum, plus (ii) a margin of 1.5% to 3.0%ed®ined on the basis of OTP’s senior
unsecured credit ratings, as provided in the LogreAment. The interest rate on borrowings unde©tfié Loan Agreement was 3.73% at
December 31, 2009.

The OTP Loan Agreement contained a number of o#isinis on the business of OTP, including restritdion its ability to merge, sell assets ,
make certain investments, create or incur lienassets, guarantee the obligations of any othey,mtl engage in transactions with related
parties. The OTP Loan Agreement also containeaicefinancial covenants. Specifically, OTP could permit the ratio of its “Interest-
bearing Debt” to “Total Capitalization” (each adided in the OTP Loan Agreement) to be greater thé&0 to 1.00, or permit itdriterest an
Dividend Coverage Ratio” (as defined in the OTPiLégreement) for any period of four consecutivedisquarters to be less than 1.50 to
1.00. The OTP Loan Agreement also contained affieaovenants and events of default. The OTP LAgmeement did not include
provisions for the termination of the agreementheracceleration of repayment of amounts outstandiire to changes in OT$¢redit ratings
The obligations of OTP under the OTP Loan Agreemesre unsecured.

Other Debt Retirement

In June 2009, the Company paid $3,493,000 to retiryy its Lombard US Equipment Finance note duei®@x 2, 2010. No penalty was paid
for early retirement of the note.
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Amendments to Note Purchase Agreements

In connection with Otter Tail Corporation’s holdingmpany reorganization on July 1, 2009, amendnterttee following note purchase
agreements were entered into in order to obtaicdmsent of the related noteholders to the reorgdion.

Fourth Amendment to 2001 Note Purchase Agreement

On June 30, 2009 Otter Tail Corporation (now kn@srOTP) (Old Otter Tail) entered into a Fourth Adment dated as of June 30, 2009 to
Note Purchase Agreement dated as of December 1, (80 Fourth Amendment) with the holders of th@ R0lotes referred to beloy
amending the Note Purchase Agreement dated asogiilzer 1, 2001 among Old Otter Tail and each opthehasers named on Schedule A
attached thereto, as amended (the 2001 Note Pearéttmeement). The 2001 Note Purchase Agreemernésdia the issuance and sale by Old
Otter Talil, in a private placement transactionit®f$90,000,000 6.63% Senior Notes due Decemb2d111 (the 2001 Notes). The Fourth
Amendment sets forth the terms and conditions @201 Noteholders’ consent to the holding companyganization and amends certain
provisions of the 2001 Note Purchase Agreemenk imotonnection with the holding company reorgatiimaand for the purpose of
achieving greater consistency among Old Otter Faiite purchase agreements. These amendmentseirmtiadges to negative covenants in
the 2001 Note Purchase Agreement regarding liroiiaton liens and contingent liabilities, and torgsef default. As provided in the Fourth
Amendment, the 2001 Note Purchase Agreement ar2DBie Notes remained obligations of Old Otter Tailgler the name Otter Tail Power
Company, following the effectiveness of the holdamgnpany reorganization. In addition, the guaranssued by certain subsidiaries of Old
Otter Tail under the 2001 Note Purchase Agreemmahttze 2001 Notes were released on the effectiganfehie holding company
reorganization.

The 2001 Note Purchase Agreement, as amended;s 8@t may prepay all or any part of the notes hsereunder (in an amount not less
than 10% of the aggregate principal amount of thteqithen outstanding in the case of a partialgymeent) at 100% of the principal amount
prepaid, together with accrued interest and a mnah@e amount. The 2001 Note Purchase Agreemeaimasnded, states in the event of a
transfer of utility assets put event, the notehadeereunder have the right to require OTP tongmase the notes held by them in full,
together with accrued interest and a make-wholeustpon the terms and conditions specified in tpr@ement. The 2001 Note Purchase
Agreement, as amended, contains a number of rstisocon the business of OTP. These include réstnis on the ability of OTP to merge,
sell assets, create or incur liens on assets, gie@ ghe obligations of any other party, and engagensactions with related parties.

Third Amendment to 2007 Note Purchase Agreement

On June 26, 2009 Old Otter Tail entered into ad’Aimendment dated as of June 26, 2009 to Note BsecAgreement dated as of
August 20, 2007 (the Third Amendment) with the leotdof the 2007 Notes referred to below, amendiegNote Purchase Agreement dated
as of August 20, 2007 among Old Otter Tail and edche purchasers party thereto, as amended (e Mote Purchase Agreement). The
2007 Note Purchase Agreement relates to the issumrt sale by Old Otter Tail of $155 million aggregprincipal amount of Old Otter
Tail’s Senior Unsecured Notes in four series, mdlesignations and aggregate principal amounfehktin the 2007 Note Purchase
Agreement (the 2007 Notes). The Third Amendmers feth the terms and conditions of the 2007 Notgdrs’ consent to the holding
company reorganization and also amends certairigioos of the 2007 Note Purchase Agreement, botioimection with the holding
company reorganization and for the purpose of aafjegreater consistency among Old Otter Tail’'srmirchase agreements. These
amendments include changes to negative covenatite 2007 Note Purchase Agreement regarding liloitaton liens and subsidiary
guarantees. As provided in the Third Amendment20@7 Note Purchase Agreement and the 2007 Nategimed obligations of Old Otter
Tail, under the name Otter Tail Power Companypfaihg the effectiveness of the holding company gaaization.

The 2007 Note Purchase Agreement, as amended;s §t&fe may prepay all or any part of the notes bshiereunder (in an amount not less
than 10% of the aggregate principal amount of thtesithen outstanding in the case of a partialgymeent) at 100% of the principal amount
prepaid, together with accrued interest and a mahkale amount. The 2007 Note Purchase Agreemeammanded, states OTP must offer to
prepay all of the outstanding notes issued thereuatd100% of the principal amount together witpaid accrued interest in the event of a
change of control of OTP. The 2007 Note Purchaseémgent, as amended, contains a number of restrictin the business of OTP. These
include restrictions on the ability of OTP to mergell assets, create or incur liens on assetsagtee the obligations of any other party, and
engage in transactions with related parties.

Amendment No. 2 to Cascade Note Purchase Agreement

On June 30, 2009 Old Otter Tail entered into an Aaneent No. 2 dated as of June 30, 2009 to NotehaecAgreement dated as of
February 23, 2007 (Amendment No. 2) with Cascadledtment, L.L.C. (Cascade), amending the Note RiseclAgreement dated as of
February 23, 2007 between Old Otter Tail and Cascaslamended (the Cascade Note Purchase Agreefrtentlascade Note Purchase
Agreement relates to the issuance and sale by @édl Tail to Cascade, in a private placement tretima, of Old Otter Tail's $50,000,000
5.778% Senior Note due November 30, 2017 (the Cassate). Amendment No. 2 sets forth the termscamdlitions of Cascade’s consent
to the assignment by Old Otter Tail of its rights
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and obligations in, to and under the Cascade Natehase Agreement and the Cascade Note to OtteHdiing Company, the new parent
holding company of Old Otter Tail that is now knoas Otter Tail Corporation (the Company), effectimenediately prior to the
effectiveness of the holding company reorganizattonendment No. 2 also provides for Cascade’s aurtsethe holding company
reorganization, and amends certain provisions@fdhscade Note Purchase Agreement, both in connegiih the holding company
reorganization and for the purpose of achievin@tgeconsistency among the Company’s note purcdmggements. These amendments
include changes to negative covenants in the Caddate Purchase Agreement regarding limitationkemrs, contingent liabilities and to
events of default. In addition, Amendment No. 2vites for an additional financial covenant applieao the Company as of the
effectiveness of the holding company reorganizat@pecifically, the Company may not permit the agate principal amount of all debt of
OTP and its subsidiaries to exceed 60% of OtterJamnsolidated Total Capitalization (as definedhia Cascade Note Purchase Agreement,
as amended by Amendment No. 2), determined asddrld of each fiscal quarter of the Company. Irtexhd the interest rate applicable to
the Cascade Note was increased to 8.89% per animich 8 reflective of the Company’s new senior wused debt ratings. The obligations
of the Company under the Cascade Note Purchasegra and the Cascade Note continue to be guaddoyedaristar Corporation and
certain of its subsidiaries. As provided in Amenditgo. 2, the Cascade Note Purchase Agreementandascade Note became obligations
of the Company immediately prior to the effectivenef the holding company reorganization.

The Cascade Note Purchase Agreement, as amenaked, thie Company may prepay all or any part ohtites issued thereunder (in an
amount not less than 10% of the aggregate prineipaunt of the notes then outstanding in the chaepartial prepayment) at 100% of the
principal amount prepaid, together with accruedriest and a make-whole amount. The Cascade Notbdaa Agreement states in the event
of a transfer of utility assets put event, the hotders thereunder have the right to require the@amy to repurchase the notes held by them
in full, together with accrued interest and a maltesle amount, on the terms and conditions specifigie Cascade Note Purchase
Agreement. The Cascade Note Purchase Agreemerdig®iat number of restrictions on the businesséseoCompany and its subsidiaries.
These include restrictions on the ability of then@any and certain of its subsidiaries to mergé asskets, create or incur liens on assets,
guarantee the obligations of any other party, angghge in transactions with related parties. Folhmathe effectiveness of the holding
company reorganization, the obligations of the Canypunder the Cascade Note Purchase Agreementrrgimaianteed by Varistar and
certain of its material subsidiaries (and not byRpTCascade owned approximately 9.6% of the Conipanystanding common stock as of
December 31, 2009.

The following table provides a breakdown of thegsment of the Company'’s consolidated short-terch lang-term debt outstanding as of
December 31, 2009:

Otter Tail
Otter Tail Corporatior
(in thousands OTP Varistar Corporatiot Consolidate
Lines of Credi $ 1,58t $ 6,00( $ 7,58t
Term Loan, Variable 3.73% at December 31, 2009,Mag 20, 2011
(early retired on January 4, 201 $ 58,00( $ 58,00(
Senior Unsecured Notes 6.63%, due December 1, 90,00( 90,00(
Pollution Control Refunding Revenue Bonds, VariaBl@0% at
December 31, 2009, due December 1, z 10,40( 10,40(
9.000% Notes, due December 15, 2 $100,00( 100,00(
Senior Unsecured Notes 5.95%, Series A, due Ays2017 33,00( 33,00(
Grant County, South Dakota Pollution Control RefagdRevenue Bonc
4.65%, due September 1, 2C 5,12¢ 5,12¢
Senior Unsecured Note 8.89%, due November 30, 50,00( 50,00(
Senior Unsecured Notes 6.15%, Series B, due Ai§yys2022 30,00( 30,00(
Mercer County, North Dakota Pollution Control Reding Revenue
Bonds 4.85%, due September 1, 2! 20,40( 20,40(
Senior Unsecured Notes 6.37%, Series C, due A&fs2027 42,00( 42,00(
Senior Unsecured Notes 6.47%, Series D, due A§ys2037 50,00( 50,00(
Obligations of Varistar Corporation — Various uplt®.31% at
December 31, 20C $ 6,68/ 6,684
Total $338,92! $ 6,684 $150,00( $ 495,60!
Less:
Current Maturities 58,00( 1,05: — 59,05!
Unamortized Debt Discoul — 38C 6 38€
Total Lon¢-Term Debit $280,92! $ 5,251 $149,99: $ 436,17!
Total Shor-Term and Lon-Term Debt (with current maturitie $340,51( $ 6,30« $155,99: $ 502,80t
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The aggregate amounts of maturities on bonds oulistg and other long-term obligations at Decemider2®09 for each of the next five
years are $59,077,000 for 2010, $90,585,000 fof 2$10,817,000 for 2012, $786,000 for 2013 and @1 for 2014

Financial Covenants

As of December 31, 2009 the Company was in compdiavith the financial statement covenants thattedis its debt agreements.

None of the Credit and Note Purchase Agreementsitgnany provisions that would trigger an acceilenaof the related debt as a resul
changes in the credit rating levels assigned taodlaed obligor by rating agencies.

Following the Company’s holding company reorgan@abn July 1, 2009: (1) the credit agreement irgdgto the $200 million revolving
credit facility originally entered into by Varistar an obligation of the Company, as assignee oisté, and is guaranteed by Varistar and its
material subsidiaries, (2) the Cascade Note PuecAgseement is an obligation of the Company, aigase of Otter Tail Corporation (now
OTP) prior to the reorganization, and is guarantae®faristar and its material subsidiaries, andli®)credit agreement relating to the

$170 million revolving credit facility originallyrgered into by Otter Tail Corporation dba OtterlRower Company (now OTP), the 2001
Note Purchase Agreement and the 2007 Note Purétgasement are obligations of OT

Following the Company’s holding company reorganaabn July 1, 2009 the Company’s borrowing agre@siare subject to certain
financial covenants. Specifically:

* Under the credit agreement relating to the $20om credit facility of the Company (as assigrefévaristar), the Company may not
permit the ratio of its Interest-bearing Debt tdalcCapitalization to be greater than 0.60 to ThOpermit its Interest and Dividend
Coverage Ratio to be less than 1.50 to 1.00 (e&asured on a consolidated basis), as provideceinreédit agreemer

» Under the Cascade Note Purchase Agreement, timp&ty may not permit its ratio of Consolidated Dieb€onsolidated Total
Capitalization to be greater than 0.60 to 1.0aolriterest Charges Coverage Ratio to be lesslitinto 1.00 (each measured on a
consolidated basis), permit the ratio of OTP’s Diell®TP’s Total Capitalization to be greater thaé0to 1.00, or permit Priority
Debt to exceed 20% of Varistar Consolidated Togi@lization, as provided in the Cascade Note fage Agreemen

* Under the OTP Credit Agreement, OTP may not pettmi ratio of its Interest-bearing Debt to Totap@alization to be greater than
0.60 to 1.00 or permit its Interest and Dividend/@age Ratio to be less than 1.50 to 1.00, as ¢eovin the Loan Agreemet

* Under the 2001 Note Purchase Agreement, the R@d& Purchase Agreement and the financial guaiastyance policy with
Ambac Assurance Corporation relating to certairiupioin control refunding bonds, OTP may not pertiné ratio of its Consolidated
Debt to Total Capitalization to be greater thar0Q@db1.00 or permit its Interest and Dividend Caggr Ratio (or, in the case of the
2001 Note Purchase Agreement, its Interest Chalgesrage Ratio) to be less than 1.50 to 1.00,¢h ease as provided in the
related borrowing or insurance agreement. In aattitinder the 2001 Note Purchase Agreement an2DBie Note Purchase
Agreement, OTP may not permit its Priority Debetaeed 20% of its Total Capitalization, as providethe related agreeme

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 commonehare redeemable at any time during the employofehe individual holder, subject to
certain limits on the total number of Class B comrmsbares 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 vittle 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 2009, 140 options were forfaated result of a voluntary termination. As of Deben31, 2009 there were 772 options
outstanding with a combined exercise price of $39Q, of which 732 options were “in-the-money” witttombined exercise price of
$307,000.
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12. Pension Plan and Other Postretirement Benefits

Pension Plan

The Companys noncontributory funded pension plan covers sultisiéy all OTP and corporate employees hired ptiodanuary 1, 2006. Tl
plan provides 100% vesting after five vesting yexirservice and for retirement compensation atGigevith reduced compensation in cases
of retirement prior to age 62. The Company resetfvesight to discontinue the plan but no changdiscontinuance may affect the pensions
theretofore vested.

The pension plan has a trustee who is respongiblgeinsion payments to retirees. Six investmentagears are responsible for managing the
plan’s assets. An independent actuary assistsdah@@ny in performing the necessary actuarial vadnatfor 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, prefstoat or debt securities of the Company.

Components of net periodic pension benefit cost:

(in thousands 2009 2008 2007
Service Co—Benefit Earned During the Peri $ 4,18(C $ 4,63( $ 4,83i
Interest Cost on Projected Benefit Obligat 11,94: 11,32t 10,79(
Expected Return on Asse (23,779 (13,969 (12,949
Amortization of Prio-Service Cos 724 74z 74z
Amortization of Net Actuarial Los 77 16¢ 1,091
Net Periodic Pension Ca $ 3,14¢ $ 2,89¢ $ 4,51:

Weighted-average assumptions used to determingeniedic pension cost for the year ended December 3

2009 2008 2007
Discount Rate 6.7(% 6.25% 6.0(%
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 2009 2008
Regulatory Assets
Unrecognized Prior Service Cc $ 2,597 $ 3,30:
Unrecognized Actuarial Lot 69,37¢ 56,65:
Total Regulatory Asse! 71,97t 59,95¢
Accumulated Other Comprehensive Lc
Unrecognized Prior Service Cc 45 55
Unrecognized Actuarial Lot 1,19¢ 943
Total Accumulated Other Comprehensive L 1,24¢ 99¢
Deferred Income Taxe 82¢ 66€
Noncurrent Liability $66,59¢ $55,02¢

Funded status as of December 31:

(in thousands 2009 2008
Accumulated Benefit Obligatio $(167,19) $(153,67()
Projected Benefit Obligatio $(207,14%) $(182,559)
Fair Value of Plan Asse 140,54 127,53!
Funded Statu $ (66,599 $ (55,029
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The following tables provide a reconciliation oétbhanges in the fair value of plan assets angltreés benefit obligations over the two-year
period ended December 31, 2009:

(in thousands 2009 2008
Reconciliation of Fair Value of Plan Asse
Fair Value of Plan Assets at Januar $127,53! $170,93!
Actual Return on Plan Asse 17,88¢ (36,527
Discretionary Company Contributiol 4,00( 2,00(¢
Benefit Payment (8,879 (8,877%)
Fair Value of Plan Assets at Decembel $140,54° $127,53!
Estimated Asset Retu 14.3(% (21.99%
Reconciliation of Projected Benefit Obligatic
Projected Benefit Obligation at Januar $182,55¢ $185,20¢
Service Cos 4,18( 4,63(
Interest Cos 11,94: 11,32t
Benefit Payment (8,879 (8,877)
Actuarial Loss (Gain 17,33 (9,72%)
Projected Benefit Obligation at December $207,14! $182,55¢

Weighted-average assumptions used to determindibebkgations at December 31:

200¢ 200¢
Discount Rate 6.0(% 6.7(%
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 classgsag/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 \dlpkan assets.

The Company bases actuarial determination of parnsan expense or income on a market-related valuaf 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 retcalated 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 deflegans or losses are recognized.

The assumed rate of return on pension fund assetisd determination of 2010 net periodic pensiost ¢s 8.50%.

Measurement Date 2009 2008

Net Periodic Pension Ca January 1, 200 January 1, 200

End of Year Benefit Obligations January 1, 2009 projected to January 1, 2008 projected to
December 31, 20C December 31, 200

Market Value of Asset December 31, 20C December 31, 200

The estimated amounts of unrecognized net actlassés and prior service costs to be amortized fiegulatory assets and accumulated
other comprehensive loss into the net periodicipensost in 2010 are:

(in thousands 2010
Decrease in Regulatory Asse
Amortization of Unrecognized Prior Service C $ 664
Amortization of Unrecognized Actuarial Lo 1,96:
Decrease in Accumulated Other Comprehensive L
Amortization of Unrecognized Prior Service C 19
Amortization of Unrecognized Actuarial Lo 57
Total Estimated Amortizatio $ 2,70%
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Cash flows— The Company is not required to make a contributiiothe pension plan in 2010.

The following benefit payments, which reflect extgetfuture service, as appropriate, are expectée fmaid out from plan assets:

Years

(in thousands 2010 2011 2012 2013 2014 201E-201¢
$ 9,414 $ 9,77 $10,14° $10,59( $11,02° $67,34(
The Company’s pension plan asset allocations atmber 31, 2009 and 2008, by asset category amdlaws:
Asset Allocatior 200¢ 200¢
Large Capitalization Equity Securiti 32.(% 39.6%
Small/Mid Capitalization Equity Securitit 13.5% 9.2%
International Equity Securitie 20.2% 8.2%
Total Equity Securitie 65.1% 57.1%
Cash and Fixe-Income Securitie 34.2% 42.%
100.% 100.(%

The following objectives guide the investment stggtof the Company’s pension plan (the Plan):

The Plan is managed to operate in perpet
The Plan will meet the pension benefit obligati@yments of the Compan

The Plan’s assets should be invested with thectibe of meeting current and future payment requnents while minimizing annual
contributions and their volatility

The asset strategy reflects the desire to meetruand future benefit payments while considedmyudent level of risk and
diversification.

The asset allocation strategy developed by the Gogip Retirement Plans Administrative Committebased on the current needs of the
Plan, the investment objectives listed above, thestment preferences and risk tolerance of thenutiee 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 conditiongleipendent actions of the Retirement Plans Admatiseg Committee (RPAC) and/or
investment managers, and required cash flows tdrandthe Plan. The tactical range provides flditipfor the investment managers’
portfolios to vary around the target allocationheiit the need for immediate rebalancing.

Allocation targets and tactical ranges shown baleftect the revised Investment Policy Statemengmélg approved by the RPAC. Each of
the asset categories is within its respectivedaktange. The RPAC monitors actual asset allogaténd directs contributions and
withdrawals toward maintaining the current targeaidcation percentages listed below.

Asset Allocatior Strategic Targe Tactical Rang

Large Capitalization Equity Securiti 30% 20%-40%
Small/Mid Capitalization Equity Securitit 12% 6%-22%
International Equity Securitie 18% 10%-30%
Total Equity Securitie 60% 45%-75%
Cash and Fixe-Income Securitie 40% 20%-50%
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Executive Survivor and Supplemental Retirement FEBSRP)

The ESSRP is an unfunded, nonqualified benefit fdlaexecutive officers and certain key manageneemployees. The ESSRP provides
defined benefit payments to these employees onrétgiements for life or to their beneficiaries threir deaths for a 15-year postretirement
period. Life insurance carried on certain planipgrants is payable to the Company on the empleydeath. There are no plan assets in this
nonqualified benefit plan due to the nature offita.

Components of net periodic pension benefit cost:

(in thousands 2009 2008 2007

Service Co—Benefit Earned During the Peri $ 752 $ 691 $ 62€
Interest Cost on Projected Benefit Obligat 1,694 1,53t 1,451
Amortization of Prio-Service Cos 71 66 67
Amortization of Net Actuarial Los 38t 48C 54C
Net Periodic Pension Ca $ 2,907 $ 2,772 $ 2,684

Weighted-average assumptions used to determingeniedic pension cost for the year ended December 3

2009 2008 2007
Discount Rate 6.7(% 6.25% 6.0(%
Rate of Increase in Future Compensation L 4.7(% 4.7(% 4.71%

The following table presents amounts recognizetiénconsolidated balance sheets as of December 31:

(in thousands 2009 2008
Regulatory Assets
Unrecognized Prior Service Cc $ 38¢ $ 421
Unrecognized Actuarial Lot 4,43: 4,11¢
Total Regulatory Asse! 4,822 4,53¢
Projected Benefit Obligation Liabilit— Net Amount Recognize (28,44)) (25,889
Accumulated Other Comprehensive Lc
Unrecognized Prior Service Cc 167 16€
Unrecognized Actuarial Lot 1,91( 1,62¢
Total Accumulated Other Comprehensive L 2,07 1,792
Deferred Income Taxe 1,38¢ 1,19¢
Cumulative Employer Contributions in Excess of Retiodic Benefit Cos $(20,15)) $(18,367)

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, 2009 and ans¢ateof the funded status as of December 31 of ypexdins:

(in thousands 2009 2008
Reconciliation of Fair Value of Plan Asse
Fair Value of Plan Assets at Januar $ — $ —
Actual Return on Plan Asse — —
Employer Contribution 1,112 1,067
Benefit Payment (1,117 (1,067%)
Fair Value of Plan Assets at Decembel $ — $ —
Reconciliation of Projected Benefit Obligatic
Projected Benefit Obligation at Januar $ 25,88¢ $ 25,15¢
Service Cos 752 691
Interest Cos 1,69¢ 1,53¢
Benefit Payment (1,119 (1,067%)
Plan Amendment 41 63
Actuarial Loss (Gain 1,17¢ (492)
Projected Benefit Obligation at December $ 28,44 $ 25,88¢
Reconciliation of Funded Statt
Funded Status at December $(28,44)) $(25,88¢)
Unrecognized Net Actuarial Lo: 7,61¢ 6,82:
Unrecognized Prior Service Cc 66¢ 69¢
Cumulative Employer Contributions in Excess of Retiodic Benefit Cos $(20,157 $(18,367)
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Weighted-average assumptions used to determindibebkgations at December 31:

200¢ 200¢
Discount Rate 6.0(% 6.7(%
Rate of Increase in Future Compensation L 4.71% 4.7(%

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 for the ESSRP in 2010 are:

(in thousands 2010
Decrease in Regulatory Asse
Amortization of Unrecognized Prior Service C $ 43
Amortization of Unrecognized Actuarial Lo 27¢
Decrease in Accumulated Other Comprehensive L
Amortization of Unrecognized Prior Service C 31
Amortization of Unrecognized Actuarial Lo 19¢
Total Estimated Amortizatio $ 551

Cash flows— The ESSRP is unfunded and has no assets; contriisuaire equal to the benefits paid to plan pagiti The following benefit
payments, which reflect future service, as appeatpriare expected to be paid:

Years
(in thousands 2010 2011 2012 2013 2014 201E5-201¢
$ 1,114 $ 1,22¢ $ 1,27¢ $ 1,26¢ $ 1,27¢ $ 7,72¢

Other Postretirement Benefits

The Company provides a portion of health insuraratlife insurance benefits for retired OTP angooate employees. Substantially all of
the Company’s electric utility and corporate empgley may become eligible for health insurance beniéthey reach age 55 and have

10 years of service. On adoption of SFAS No. Hiiployers’ Accounting for Postretirement Benefitedd Than Pensionsin January 1993,
the Company elected to recognize its transitiomgakibn related to postretirement benefits earrfeapproximately $14,964,000 over a per
of 20 years. There are no plan assets.

Components of net periodic postretirement benegt:c

(in thousands 2009 2008 2007
Service Co—Benefit Earned During the Peri $ 1,172 $ 1,10¢ $ 1,09¢
Interest Cost on Projected Benefit Obligat 2,93t 2,68¢ 2,56¢
Amortization of Transition Obligatio 74¢ 74¢ 74¢
Amortization of Prio-Service Cos 211 211 (20€)
Amortization of Net Actuarial Los — 26 177
Expense Decrease Due to Medicare Part D Sul (1,339 (1,172 (1,239
Net Periodic Postretirement Benefit C $ 3,731 $ 3,60¢ $ 3,14¢

Weighted-average assumptions used to determingeniedic postretirement benefit cost for the yaatezl December 31:

200¢ 200¢ 2007
Discount Ratse 6.7(% 6.25% 6.0(%
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The following table presents amounts recognizetiénconsolidated balance sheets as of December 31:

(in thousands 2009 2008
Regulatory Asse
Unrecognized Transition Obligatic $ 1,09: $ 1,45¢
Unrecognized Prior Service Cc 1,361 1,56
Unrecognized Net Actuarial Ga (379 (3,855
Net Regulatory Asset (Liability 2,07t (8349
Projected Benefit Obligation Liabilit— Net Amount Recognize (37,717 (32,627)
Accumulated Other Comprehensive Lc
Unrecognized Transition Obligatic 691 922
Unrecognized Prior Service Cc 24 26
Unrecognized Net Actuarial Ga (7) (64
Accumulated Other Comprehensive L 70€ 88t
Deferred Income Taxe 472 59C
Cumulative Employer Contributions in Excess of Retiodic Benefit Cos $(34,459) $(31,980

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, 2009:

(in thousands 2009 2008
Reconciliation of Fair Value of Plan Asse
Fair Value of Plan Assets at Januar $ — $ —
Actual Return on Plan Asse — —
Company Contribution 1,25¢ 1,57
Benefit Payments (Net of Medicare Part D Subs (3,119 (3,397
Participant Premium Paymet 1,85¢ 1,81¢
Fair Value of Plan Assets at Decembel $ — $ —
Reconciliation of Projected Benefit Obligatic
Projected Benefit Obligation at Januar $ 32,62 $ 30,48¢
Service Cost (Net of Medicare Part D Subsi 96( 902
Interest Cost (Net of Medicare Part D Subsi 2,027 1,87¢
Benefit Payments (Net of Medicare Part D Subs (3,119 (3,399
Participant Premium Paymer 1,85¢ 1,81¢
Actuarial Loss 3,35¢ 934
Projected Benefit Obligation at December $ 37,71: $ 32,62
Reconciliation of Accrued Postretirement Ct
Accrued Postretirement Cost at Janua $(31,98() $(29,95))
Expense (3,73)) (3,605
Net Company Contributio 1,25¢ 1,57
Accrued Postretirement Cost at Decembe $(34,457) $(31,98()
Weighted-average assumptions used to determindibebkgations at December 31:
200¢ 200¢
Discount Rate 5.7%% 6.7(%
Assumed healthcare cost-trend rates as of Dece®iber
200¢ 200¢
Healthcare Co-Trend Rate Assumed for Next Year -65 7.1(% 7.4(%
Healthcare Co-Trend Rate Assumed for Next Year F-65 7.6% 8.0(%
Rate at Which the Cc-Trend Rate is Assumed to Decli 5.0(% 5.0(%
Year the Rate Reaches the Ultimate Trend 202t 2017
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Assumed healthcare cost-trend rates have a signifeffect on the amounts reported for healthcknesp A one-percentage-point change in
assumed healthcare cost-trend rates for 2009 wiaud the following effects:

(in thousands 1 point increas 1 point decreas
Effect on the Postretirement Benefit Obligat $ 3,72i $ (3,18¢)
Effect on Total of Service and Interest C $ 36E $ (302
Effect on Expens $ 57¢ $ (55€)
Measurement date 2009 2008
Net Periodic Postretirement Benefit C January 1, 20C  January 1, 20(
End of Year Benefit Obligations January 1, 20C  January 1, 20(
projected to projected to
December 31, December 31,
2009 2008

The estimated net amounts of unrecognized transitidigation and prior service costs to be amodtifzem regulatory assets and
accumulated other comprehensive loss into the erégtic postretirement benefit cost in 2010 are:

(in thousands 2010
Decrease in Regulatory Asse
Amortization of Transition Obligatio $ 364
Amortization of Unrecognized Prior Service C 204

Amortization of Unrecognized Actuarial Ge —
Decrease in Accumulated Other Comprehensive L

Amortization of Transition Obligatio 384
Amortization of Unrecognized Prior Service C 6
Amortization of Unrecognized Actuarial Ge —

Total Estimated Amortizatio $ 95¢

Cash flows— The Company expects to contribute $2.3 millionofetxpected employee contributions for the paynoémétiree medical
benefits and Medicare Part D subsidy receipts l020he Company expects to receive a MedicarePattbsidy from the Federal
government of approximately $504,000 in 2010. Tdlko#ing benefit payments, which reflect expectetufe service, as appropriate, are
expected to be paid:

Years
(in thousands 2010 2011 2012 2013 2014 201E5-201¢
$ 2,321 $ 2,45¢ $ 2,55¢ $ 2,671 $ 2,85¢ $16,12]

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 $761,000 for 2009, $738,000 for 20@B%¥ 33,000 for 2007.
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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 $68.4 million of the Compsarong-term debt, which is subject to variableeiest rates, approximates fair value.

December 31, 20C December 31, 200
Carrying Carrying
(in thousands Amount Fair Value Amount Fair Value
Cash and Shc-Term Investment $ 4,43: $ 4,43 $ 7,56¢ $ 7,56t
Long-Term Debil (436,170 (457,90) (339,726 (308,28)
14. Property, Plant and Equipment
December 31 December 31
(in thousands 2009 2008
Electric Plant
Production $ 660,65 $ 590,25.
Transmissior 216,50¢ 201,45t
Distribution 357,62 337,29t
General 78,23( 76,64
Electric Plani 1,313,01! 1,205,64
Less Accumulated Depreciation and Amortizal 446,00¢ 421,17
Electric Plant Net of Accumulated Depreciat 867,00° 784,47(
Construction Work in Progre: 11,10/ 25,54
Net Electric Plan $ 878,11: $ 810,01
Nonelectric Operations Plant
Equipment $ 244,41 $ 220,98!
Buildings and Leasehold Improveme 96,89¢ 80,28!
Land 20,77( 19,76¢
Nonelectric Operations Pla 362,08t 321,03
Less Accumulated Depreciation and Amortizal 153,83: 126,89:
Nonelectric Plant Net of Accumulated Deprecial 208,25 194,13¢
Construction Work in Progre: 12,25¢ 33,41
Net Nonelectric Operations Ple $ 220,51t $ 227,55.
Net Plant $1,098,62 $1,037,56!

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
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15. Income Taxes

The total income tax expense differs from the anheomputed by applying the federal income tax (3% in 2009, 2008 and 2007) to net
income before total income tax expense for thetalhg reasons:

(in thousands 2009 2008 2007
Tax Computed at Federal Statutory R $ 7,49¢ $ 17,55¢ $28,67¢
Increases (Decreases) in Tax frc
State Income Taxes Net of Federal Income Tax Bt 1,871 2,60¢ 2,93¢
Differences Reversing in Excess of Federal R 89:< 1,08¢ 92¢
Federal Production Tax Cret (6,537%) (3,239 (©)
Tax Depreciatio— Treasury Grant for Wind Farn (3,169 — —
Allowance for Funds Used During Construct— Equity (1,119 (97%) 7
Investment Tax Credit Amortizatic (992) (1,125 (1,139
Corporate Owned Life Insuran 973) 814 (507)
North Dakota Wind Tax Credit Amortizati— Net of Federal Taxe (870 (369 (27)
Dividend Received/Paid Deducti (68%) (71¢) (714)
Affordable Housing Tax Credi (25) (55) (28%)
Section 199 Domestic Production Activities Deduct — — (1,159
Permanent and Other Differenc (510 (554 (757)
Total Income Tax Expens $ (4,605 $ 15,031 $27,96¢
Overall Effective Federal and State Income Tax | (21.5% 30.(% 34.1%
Income Tax Expense Includes the Followi
Current Federal Income Tax $(41,32¢) $(20,01)) $23,19¢
Current State Income Tax 3,49: (1,115 2,371
Deferred Federal Income Tax 42,47( 39,05 2,83:
Deferred State Income Tax (571) 5,28( 2,11¢
Federal Production Tax Cret (6,539 (3,239 ©)]
Investment Tax Credit Amortizatic (992) (2,125 (2,137
North Dakota Wind Tax Credit Amortizati— Net of Federal Taxe (870 (369 (27)
Foreign Income Taxe (24¢) (3,385 (1,109
Affordable Housing Tax Credi (25) (55) (28%)
Total $ (4,605 $ 15,031 $27,96¢

The Company’s deferred tax assets and liabilitieeeveomposed of the following on December 31

(in thousands 2009 2008
Deferred Tax Assel
Related to North Dakota Wind Tax Crec $ 58,19: $ 35,90:
Benefit Liabilities 36,32¢ 32,93:
ASC 715 Liabilities 24,94¢ 9,65(
Cost of Removs 23,25 22,92(
Net Operating Loss Carryforwa 12,751 6,37¢
Differences Related to Propel 11,44¢ 10,30(
Federal Production Tax Cred 6,53 —
Amortization of Tax Credit 4,96¢ 4,94¢
Vacation Accrua 2,87 3,00:¢
Other 5,94( 5,61¢
Total Deferred Tax Asse $ 187,23. $ 131,65:
Deferred Tax Liabilities
Differences Related to Prope! $(269,71% $(212,419
ASC 715 Regulatory Ass (24,946 (9,650
Related to North Dakota Wind Tax Crec (16,116 (10,079
Transfer to Regulatory Ass (5,80¢) (7,097
Excess Tax over Book Pensi (2,969 (2,599
Renewable Resource Rider Accrued Reve (2,300 —
Impact of State Net Operating Losses on Federatg (2,060 —
Other (7,164 (4,516
Total Deferred Tax Liabilitie $(331,08) $(246,35)
Deferred Income Taxe $(143,849 $(114,700
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The amounts of unused North Dakota wind energgtagits being carried forward for North Dakota paxposes as of December 31, 2009
are: $10.2 million which will fully expire in 201%17.7 million which will fully expire in 2032, ar®l15.4 million which will fully expire in
2033. The tax effect of net operating losses bearged forward for North Dakota tax purposes aBetember 31, 2009 was $4.0 million, of
which $1.4 million expire in 2029 and $2.6 millierpire in 2030. The tax effect of net operatingéssbeing carried forward for Minnesota
tax purposes as of December 31, 2009 was $2.Jlomilthich expire in 2024.

The following table summarizes the activity relateadur unrecognized tax benefits:

(in thousands Total
Balance at January 1, 20 $ 284
Increases Related to Tax Positic 90C
Uncertain Positions Resolved in 2C (284)
Balance at December 31, 2C $ 90C

The balance of unrecognized tax benefits as of Dbee 31, 2009 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, 2009 the
Company is no longer subject to U.S. federal inctemesxaminations by tax authorities for years bee006. As of December 31, 2009 the
Company'’s earliest open tax year in which an aeatit be initiated by state taxing authorities in@wempanys major operating jurisdictions
2005 for Minnesota and 2006 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, 2009 were not material.

16. Asset Retirement Obligations (AROS)

The Company’s AROs are related to OTP’s coal-fgederation plants and its 92 wind turbines locatedorth Dakota. The AROs include
site restoration, closure of ash pits, and remof/atorage tanks, structures, generators and asbdste Company has legal obligations
associated with the retirement of a variety of othag-lived tangible assets used in electric ofj@na where the estimated settlement costs
are individually and collectively immaterial. Th@@pany has no assets legally restricted for théessent of any of its AROs.

During 2009, OTP recorded new obligations relatethé removal of 33 wind turbines and restoratibitsotower sites located at the Luverne
Wind Farm in Steele County, North Dakota, and fdufe renovations of areas currently occupied lijoua water treatment sludge ponds at
the Big Stone Plant site. OTP determined the faline of its future obligations related to the remlof its 33 wind turbines located at the
Luverne Wind Farm by engaging an outside engingditm with expertise in demolition and removalpmvide an estimate of the current
costs to remove these assets, then projected $ie fooward to 2034 using an inflation rate of 2.8t year and discounted this amount back
to its present value using a credit adjusted niek fate of 8.3%. OTP determined the fair valuigsdfuture obligations for future renovations
of areas currently occupied by various water treatnsludge ponds by conducting an internal assegdmerporating the services of a local
contractor to estimate the current cost to renothatse areas. OTP then projected the costs forw&@24 using an inflation rate of 2.7% per
year and discounted this amount back to its presdoe using a credit adjusted risk free rate 36%s.

During 2008, OTP recorded new obligations relatethé removal of 32 wind turbines and restoratibitsatower sites located at the
Ashtabula Wind Energy Center in Barnes County, N&rakota and made revisions to previously recoat#igjations related to site
restoration, closure of ash pits, and removal afagte tanks, structures, generators and asbestssaal-fired generation plants. OTP
determined the fair value of its future obligatioatated to the removal of 32 wind turbines locadethe Ashtabula Wind Energy Center by
engaging an outside engineering firm with expeitiseemolition and removal to provide an estimdtéhe current costs to remove these
assets, then projected the costs forward to 20188 as inflation rate of 3.1% per year and discedrthis amount back to its present value
using a credit adjusted risk free rate of 9.0%.
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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, 20092008 are presented in the follow
table:

(in thousands 2009 2008
Asset Retirement Obligatior
Beginning Balanc: $3,29¢ $2,441
New Obligations Recognize 43€ 317
Adjustments Due to Revisions in Cash Flow Estim — 407
Accrued Accretior 31€ 127
Settlement: — —
Ending Balanct $4,05( $3,29¢
Asset Retirement Costs Capitaliz
Beginning Balanc: $1,061 $1,30¢
New Obligations Recognize 43€ 317
Adjustments Due to Revisions in Cash Flow Estim — (565)
Settlement: — —
Ending Balanct $1,49i $1,061
Accumulated Depreciatic— Asset Retirement Costs Capitaliz
Beginning Balanc: $ 17¢ $ 18t
New Obligations Recognize — —
Adjustments Due to Revisions in Cash Flow Estim — (39
Accrued Depreciatio 54 28
Settlement: — —
Ending Balanct $ 23¢ $ 17¢
Settlement:
Original Capitalized Asset Retirement C— Retired $ — $ —
Accumulated Depreciatic — —
Asset Retirement Obligatic $ — $ —
Settlement Cos — —
Gain on Settlemer— Deferred Under Regulatory Accounti $ — $ —

Quarterly Information (not audited)

Because of changes in the number of common shats&nding and the impact of diluted shares, tine aithe 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 de¢ 2009 2008 2009 2008 2009 2008 2009 2008
Operating Revenue $277,23¢ $300,23 $246,85° $323,60( $257,44( $352,91¢ $257,97¢ $334,44:
Operating Incom 8,60¢ 17,09° 6,18( 10,30: 17,49¢ 19,74¢ 13,10¢ 25,84¢
Net Income 4,38¢ 8,23( 2,731 3,517 10,59: 9,631 8,32( 13,745
Earnings Available for

Common Share 4,20 8,04¢ 2,547 3,33¢ 10,40¢ 9,44 8,13¢ 13,56:

Basic Earnings Per She $ A2 0% 27 % 07 % A1 0% 28 % 31 % 23 % .38
Diluted Earnings Per Sha $ A2 0% 27 % 07 % 1108 2¢ % 31 % 28 % .38
Dividends Paid Per Commc

Share $ .297¢ $ .297¢ $ 297t $ 297t 0§ 297t 0§ .297¢ $ 297t $ 297t
Price Range

High 24.5( 35.6¢ 24.0¢ 40.9¢ 25.4C 46.1¢ 25.3¢ 30.8¢

Low 15.4% 31.2¢ 18.6: 34.9: 20.7¢ 29.71 22.37 14.9¢

Average Number of Comm

Shares Outstanding—

Basic 35,32t 29,81¢ 35,38¢ 29,99: 35,52¢ 30,51« 35,61 35,31
Average Number of Commu

Shares Outstanding—

Diluted 35,48¢ 30,06: 35,64 30,30( 35,78¢ 30,817 35,86¢ 35,51¢
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Item 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTAN TS ON ACCOUNTING AND FINANCIAL DISCLOSURE

None.

Item 9A. CONTROLS AND PROCEDURES

Evaluation of Disclosures Controls and Procedt. Under the supervision and with the participatbthe Company’s management,
including the Chief Executive Officer and the Chi@hancial Officer, the Company evaluated the difeness of the design and operation of
its disclosure controls and procedures (as defim&lile 13a-15(e) under the Securities ExchangeoAt034 (the Exchange Act)) as of
December 31, 2009, the end of the period coveretiibyeport. Based on that evaluation, the Chiefdative Officer and Chief Financial
Officer concluded that the Company’s disclosuretics and procedures were effective as of Decer@be2009.

Changes in Internal Control over Financial RepodinThere were no changes in the Company’s intero@irol over financial reporting (as
defined in Rules 13a-15(f) under the Exchange Aat)ng the fourth quarter ended December 31, 2b8Bhas materially affected, or is
reasonably likely to materially affect, the Comparipternal control over financial reporting.

Managemer's Report Regarding Internal Control Over FinancRéporting Management is responsible for the preparation ategjiity of
the consolidated financial statements and repragens in this Annual Report on Form 10-K. The aditiated financial statements of the
Company have been prepared in conformity with galyeaccepted accounting principles applied onrmsigient basis and include some
amounts that are based on informed judgments astcebimates 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 costase designed only to provide reasonable assyrancecost-effective basis, that
transactions are carried out in accordance withagement’s authorizations and assets are safeguagagust 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,
2009. In making this assessment, management useditéria 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. Based on thisesssnent, management concluded that, as of Dec&hp2009, the Company’s internal
control over financial reporting was effective bédiem those criteria. The Company’s independenstegid public accounting firm, Deloitte
& Touche LLP, has audited the Company’s consoliifiteancial statements included in this Annual Répo Form 10-K and issued an
attestation report on the Company'’s internal cdrver financial reporting.

Attestation Report of Independent Registered Puldmounting Firrr. The attestation report of Deloitte & Touche LIitRe Company’s
independent registered public accounting firm, réigg the Company’s internal control over finangighorting is provided on Page 67.

Item 9B. OTHER INFORMATION

None.
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PART 1lI

Item 10. DIRECTORS, EXECUTIVE OFFICERS AND CORPORAT E GOVERNANCE

The information required by this Item regardingd@iors is incorporated by reference to the inforomatinder “Election of Directors” in the
Company’s definitive Proxy Statement for the 20IthAal Meeting. The information regarding execut¥ficers and family relationships is
set forth in Item 3A hereto. The information regagdSection 16 reporting is incorporated by refeesto the information under “Security
Ownership of Directors and Officers — Section 1@&apeficial Ownership Reporting Compliance” in Bempany’s definitive Proxy
Statement for the 2010 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 2010 Annualelireg. The information required
this Item in regards to the Audit Committee is immrated by reference to the information under “Mags and Committees of the Board of
Directors — Audit Committee” in the Company’s défive Proxy Statement for the 2010 Annual Meetifige 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 2010 Annual Meeting.

The Company has adopted a code of conduct thaeapplall of its directors, officers (including iprincipal 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.d#titicom. The Company intends to satisfy the disgte requirements under Item 5.05 of
Form 8-K regarding an amendment to, or waiver framrovision of its code of conduct by posting sinfbrmation on its website at the
address specified above. Information on the Comjgamgbsite 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 incorp@eby reference to the information under “Compearddiscussion and Analysis,” “Report
of Compensation Committee,” “Executive Compensdtand “Director Compensation” in the Company’s défve Proxy Statement for the
2010 Annual Meeting.
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Iltem 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL O WNERS AND MANAGEMENT AND RELATED
STOCKHOLDER MATTERS

The information required by this Item regardingwséy ownership is incorporated by reference toittiermation under “Outstanding Voting
Shares” and “Security Ownership of Directors antid@fs” in the Company’s definitive Proxy Statemémtthe 2010 Annual Meeting.

EQUITY COMPENSATION PLAN INFORMATION

The following table sets forth information as ofd@enber 31, 2009 about the Company’s common statknlay 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 Weightet-averag: compensation plal
exercise o exercise price @ (excluding
outstanding outstanding securities
options, warran options, warrant reflected in
and rights and rights column a))
Plan Categor (a) (b) (c)
Equity compensation plans approved by security drst
1999 Stock Incentive Ple 962,45(1) $ 12.4( 822,31°(2)
1999 Employee Stock Purchase F — N/A 230,48:(3)
Equity compensation plans not approved by sechotgers — — —
Total 962,45 $ 12.4C 1,052,79!

(1) Includes 181,200, 114,800, and 109,000 perdoice based share awards made in 2009, 2008 ardr2epectively, 92,670 restricted
stock units outstanding as of December 31, 2009,18972 phantom shares as part of the deferredtdircompensation program and
excludes 104,778 shares of restricted stock issnddr the 1999 Stock Incentive Pl

(2) The 1999 Stock Incentive Plan provides ferigsuance of any shares available under the plreiform 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 TRANSACT IONS, AND DIRECTOR INDEPENDENCE

The information required by this Item is incorp@eby reference to the information under “Policd &rocedures Regarding Transactions
with Related Persons” and “Election of Directons’the Company’s definitive Proxy Statement for 2080 Annual Meeting.

Item 14. PRINCIPAL ACCOUNTANT FEES AND SERVICES

The information required by this Item is incorp@eby reference to the information under “Ratificatof 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 2010 Annual Meeting.
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PART IV

Item 15. EXHIBITS AND FINANCIAL STATEMENT SCHEDULES
(a) List of documents filed as part of this repc

1. Financial Statementi

Page
Report of Independent Registered Public Accourfdinm 67
Consolidated Statements of Income for the Three ¥aeded December 31, 20 68
Consolidated Balance Sheets, December 31, 2002G08 69
Consolidated Statements of Sharehol' Equity and Comprehensive Income for the Three YEaded December 31, 20 71
Consolidated Statements of Cash Flows for the THesgs Ended December 31, 2( 72
Consolidated Statements of Capitalization, Decer3tte009 and 200 73
Notes to Consolidated Financial Statemg 74

2.

2-A

3-A

4-A-1

4-A-2

4-A-3

4-A-4

4-A-5

Financial Statement Schedu

Schedules are omitted because of the absence obtiuitions under which they are required, bec#ius@mounts are insignificant
because the information required is included infit@ncial statements or the notes ther

Exhibits

The following Exhibits are filed as part of, or arporated by reference into, this rep:

Previously Filed

File No. As Exhibit No .
8-K filed 7/1/09 2.1
8-K filed 7/1/09 3.1
8-K filed 7/1/09 3.2
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.
8K filed 12/20/07 4.2

8-K filed 7/01/09 4.1

8-K filed 8/01/08 4.1

—Plan of Merger, dated as of June 30, 2009, by amhg Otter Tail Corporation (now
known as Otter Tail Power Company), Otter Tail HioddCompany (now known as Otter

Tail Corporation) and Otter Tail Merger Sub |

—Restated Articles of Incorporatia

—Restated Bylaws

—Note Purchase Agreement, dated as of Decembei01, 20

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

December 1, 200:

—Second Amendment, dated as of October 1, 2004¢te Rurchase Agreement, dated as of
December 1, 200:

—Third Amendment, dated as of December 1, 2007 aie [Rurchase Agreement, dated ¢
December 1, 200:

—Fourth Amendment, dated as of June 30, 2009, te Ratchase Agreement dated as of
December 1, 200:

—Credit Agreement, dated as of July 30, 2008, antaiter Tail Corporation, dba Otter Talil
Power Company (now known as Otter Tail Power Comipahe Banks named therein, Bank
of America, N.A., as Syndication Agent, and U.SnB&lational Association, as agent for
Banks.
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4-B-1

4-C

4-C-1

4-D

4-D-1

4-D-2

4-D-3

4-E-1

4-F

4-G

4-G-1

4-G-2

10-A

10-A-1

Previously Filed

File No.

As Exhibit No .

8-K filed 4/24/09

8-K filed 2/28/07

8-K filed 7/01/09

8-K filed 8/23/07

8-K filed 12/20/0°

8-K filed 9/15/08

8-K filed 7/01/09

8-K filed 12/30/0¢

8-K filed 4/24/09

8-K filed 5/29/09

8K filed 11/18/9’

8-K filed 7/1/09

8-K filed 12/4/09

2-39794

10-K for year
ended 12/31/92

4.2

4.1

4.3

4.1

4.3

4.1

4.2

4.1

4.1

4.1

4-D-11

4.1

4.1

4-C

10-A-1

—First Amendment, dated as of April 21, 2009, todiir&greement, dated as of
July 30, 2008

—Note Purchase Agreement, dated as of February0®23, between the Company ¢
Cascade Investment L.L.

—Amendment No. 2, dated as of June 30, 2009, to Rotehase Agreement, dated as
of February 23, 200°

—Note Purchase Agreement, dated as of August 20,

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

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

—Third Amendment, dated as of June 26, 2009, to Ratehase Agreement dated as
of August 20, 2007

—Amended and Restated Credit Agreement, dated Re@@mber 23, 2008 among the
Company (as assignee of Varistar Corporation)Btdugks hamed therein, U.S. Bank
National Association, as agent for the Banks anldeasl Arranger, and Bank
America, N.A., Keybank National Association, andI\&&argo Bank, National
Association, as (-Documentation Agent:

—First Amendment, dated as of April 21, 2009, todiir&greement, dated as of
December 23, 200!

—Term Loan Agreement, dated as of May 22, 2009, ant@iter Tail Corporation,
d/b/a Otter Tail Power Company (now known as Ofet Power Company),
JPMorgan Chase Bank, N.A., as Administrative AgEetbank National
Association, as Syndication Agent, Union Bank, Nas Documentation Agent, and
the Banks named there

—Indenture (For Unsecured Debt Securities) dateaf Alvember 1, 1997 between
the registrant and U.S. Bank National Associationnferly First Trust National
Association), as Truste

—First Supplemental Indenture, dated as of July0092to the Indenture (For
Unsecured Debt Securities) dated as of Novemb#9497.

—Officer’s Certificate and Authentication Order, edtDecember 4, 2009, for the
9.000% Notes due 2016 (which includes the form ofe)lissued pursuant to the
Indenture (For Unsecured Debt Securities) datesf Alovember 1, 1997 and the
First Supplemental Indenture thereto, dated aslgfl] 2009.

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

—Amendment No. 1, dated as of September 6, 1978t¢grated Transmission

Agreement, dated as of August 25, 1967, betweemp&ative Power Association
and the Compan
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10-A-2

10-C1

10-C2

10-C-3

10-C4

10-Cb

10-C6

10-D

10-E41

10-E-2

10-E3

10-E4

10-E5

10-E6

10-E7

10-F

10-F1

10-F2

10-F3

Previously Filed

File No. As Exhibit No .
10-K for year 10-A-2
ended 12/31/9
2-55813 5-E
2-55813 5-E-1
2-55813 5-E-2
10-K for year 10-C-4
ended 12/31/9
10-K for year 10-C-5
ended 12/31/9
10-K for year 10-C-6
ended 12/31/9
2-55813 5-F
2-55813 5-G
2-62815 5-E-1
10-K for year 10-E-3
ended 12/31/8
10-K for year 10-E-4
ended 12/31/9
10-K for year 10-E-5
ended 12/31/9
10-K for year 10-E-6
ended 12/31/9
10-K for year 10-E-7
ended 12/31/9
10-K for year 10-F
ended 12/31/89
10-K for year 10-F-1
ended 12/31/8
10-K for year 10-F-2
ended 12/31/9
10-K for year 10-F-3

ended 12/31/9

—Amendment No. 2, dated as of November 19, 198mtegrated Transmission
Agreement between Cooperative Power AssociatiorttEm@ompany

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

—Supplement Seven dated November 21, 1973. (Suppteri®s. One through Six
have been superseded and are no longer in ef

—Amendment No. 1 dated December 19, 1973, to Suppie®even

—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 SuppleSwren.

—Contract dated April 12, 1973, between the Burdarexlamation and the Compa

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

—Supplement One dated February 20, 1!

—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 Rtgrénd between the Compa
Montana-Dakota Utilities Co., and Northwestern RuBlervice Company (dated as
of January 7, 1970

—Letter of Intent for purchase of share of Big Sté&nt from Northwestern Public
Service Company (dated as of May 8, 19

—Supplemental Agreement No. 1 to Agreement for Slga@wnership of Big Stone
Plant (dated as of July 1, 198

—Supplemental Agreement No. 2 to Agreement for Slga@wnership of Big Stone
Plant (dated as of March 1, 198
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10-F4

10-F5

10-F6

10-G

10-H

10-H1

10-H-2

10-H3

10-H-4

10-H5

10-H-6

10-1

10-1-1

10-1-2

10-1-3

Previously Filed

File No. As Exhibit No .
10-K for year 10-F-4
ended 12/31/9
10-Q for quarter 10.1
ended 9/30/0:
10-K for year 10-F-5
ended 12/31/9
10-Q for quarter 10.3
ended 06/30/04
2-61043 5-H
10-K for year 10-H-1
ended 12/31/8
10-K for year 10-H-2
ended 12/31/89
10-K for year 10-H-3
ended 12/31/8
10-K for year 10-H-4
ended 12/31/92
10-Q for quarter 10-A
ended 9/30/0.
10-Q for quarter 10.2
ended 9/30/0:
2-63744 51
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

—Supplemental Agreement No. 3 to Agreement for Slga@wnership of Big Stone
Plant (dated as of March 31, 198

—Supplemental Agreement No. 4 to Agreement for Slga@iwnership of Big Stone
Plant (dated as of April 24, 200:

—Amendment | to Letter of Intent dated May 8, 1984 ,purchase of share of Big
Stone Plant

—Master Coal Purchase and Sale Agreement by andebattihe Company, Montana-

Dakota Utilities Co., Northwestern Corporation aehnecott Coal Sales Company-

Big Stone Plant (dated as of June 1, 20

—Agreement for Sharing Ownership of Coyote Stati@m&ating Unit No. 1 by and
between the Company, Minnkota Power Cooperative, Montana-Dakota Utilities
Co., Northwestern Public Service Company and MioteeBower & Light Company
(dated as of July 1, 197

—Supplemental Agreement No. One, dated as of NoveBthel 978, to Agreement f
Sharing Ownership of Coyote Generating Unit Nc

—Supplemental Agreement No. Two, dated as of Mard®8&1, to Agreement for
Sharing Ownership of Coyote Generating Unit Nond Amendment No. 2 dated
March 1, 1981, to Coyote Plant Coal Agreem

—Amendment, dated as of July 29, 1983, to Agreerfmerharing Ownership of
Coyote Generating Unit No.

—Agreement, dated as of September 5, 1985, contpfimendment No. 3 to
Agreement for Sharing Ownership of Coyote Genegdltinit No.1, dated as of
July 1, 1977, and Amendment No. 5 to Coyote Plar#él@greement, dated as of
January 1, 197¢

—Amendment, dated as of June 14, 2001, to Agreefoeharing Ownership of
Coyote Generating Unit No.

—Amendment, dated as of April 24, 2003, to AgreenfienSharing Ownership of
Coyote Generating Unit No.

—Coyote Plant Coal Agreement by and between the @agpgMinnkota Power
Cooperative, Inc., Montana-Dakota Utilities Co.,ritdavestern Public Service
Company, Minnesota Power & Light Company, and KRifeer Coal Mining
Company (dated as of January 1, 19

—Addendum, dated as of March 10, 1980, to CoyotatRlaal Agreement.

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

—Fourth Amendment, dated as of August 19, 1985 ayo Plant Coal Agreement.
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10-1-4

10-1-5

10-J-1

10-K

10-K-1

10-L

10-M

10-N-1

1C-N-2

10-N-2a

10-N-3

10-N-4

1C-N-5

1C-N-6

10-N-7

10-N-8

1C-N-9

1C-N-10

10-N-11

1C-N-12

Previously Filed

File No. As Exhibit No .
10-Q for quarter 19-A
ended 6/30/9.
10-K for year 10-1-5
ended 12/31/0
10-Q for quarter 10
ended 9/30/9!
10-K for year 10-L
ended 12/31/91
10-K for year 10-L-1
ended 12/31/8
10-Q for quarter 10.1
ended 06/30/0
8-K filed 7/01/09 10.1
10-K for year 10-N-1
ended 12/31/0
8-K filed 02/04/05 10.1
10-K for year 10-N-2a
ended 12/31/0
10-K for year 10-N-5
ended 12/31/9
10-Q for quarter 10-B
ended 3/31/0:
8-K filed 4/13/06 10.3
8-K filed 4/13/06 104
10K for year ende  10-N-7
12/31/05
10K for year ende  10-N-8
12/31/05
8-K filed 4/13/06 10.2
8-K filed 04/15/05 10.2
10-Q for quarter 10.5
ended 6/30/01
8-K filed 4/13/06 10.1

—Sixth Amendment, dated as of February 17, 1998 dyote Plant Coal Agreement.

—Agreement and Consent to Assignment of the Coylatet ©oal Agreement.

—Power Sales Agreement between the Company and ébaniiydro Electric Board
(dated as of July 1, 199¢

—Integrated Transmission Agreement by and betweeCthmpany, Missouri Basin
Municipal Power Agency and Western Minnesota MyrdatiPower Agency (dated

as of March 31, 1986

—Amendment No. 1, dated as of December 28, 1988td¢grated Transmission
Agreement (dated as of March 31, 19¢

—Master Coal Purchase Agreement by and betweendhgény and Kennecott Coal
Sales Compan— Hoot Lake Plant (dated as of December 31, 2C

—Standstill Agreement, dated July 1, 2009, by artdiéen the Registrant and Casc
Investment, L.L.C

—Deferred Compensation Plan for Directors, as am#nde
—Executive Survivor and Supplemental Retirement 2805 Restatement)
—First Amendment of Executive Survivor and SuppletaeRetirement Plan (2005

Restatement).
—Nonqualified Profit Sharing Plan

—Nonqualified Retirement Savings Plan, as amenc

—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).*

—Form of 2006 Restricted Stock Unit Award Agreentent.

—Form of Restricted Stock Award Agreement for Diogst
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Previously Filed

File No. As Exhibit No .
10-041 10-Q for quarter 10-A —Executive Employment Agreement, John Erickson.*
ended 6/30/0:
10-0=2 10-Q for quarter 10-B —Executive Employment Agreement and amendment rioadris Molbert.*
ended 6/30/0:
10-03 10-Q for quarter 10-C —Executive Employment Agreement, Kevin Moug.*
ended 6/30/0:
10-04 10-Q for quarter 10-D —Executive Employment Agreement, George Koeck.*
ended 6/30/0:
10-P-1 8-K filed 11/2/07 10.1 —Change in Control Severance Agreement, John Enick:
10-P-2 8-K filed 11/2/07 10.2 —Change in Control Severance Agreement, Lauris Matb
10-P-3 8-K filed 11/2/07 10.3 —Change in Control Severance Agreement, Kevin Mo
10-P-4 8-K filed 11/2/07 10.4 —Change in Control Severance Agreement, George Kb
12.1 —Calculation of Ratios of Earnings to Fixed Charged Preferred Dividend
21-A —Subsidiaries of Registrar
23-A —Consent of Deloitte & Touche LLI
24-A —Powers of Attorney
31.1 —Certification of Chief Executive Officer Pursuant3ection 302 of the Sarbanes-
Oxley Act of 2002
31.2 —Certification of Chief Financial Officer Pursuant$ection 302 of the Sarbanes-
Oxley Act of 2002
32.1 —Certification of Chief Executive Officer Pursuant$ection 906 of the Sarbanes-
Oxley Act of 2002
32.2 —Certification of Chief Financial Officer Pursuant$ection 906 of the Sarbanes-
Oxley Act of 2002

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

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 lieu thereof, the @any agrees to furnish copies thereof to the Séesiand Exchange Commission upon
request.
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SIGNATURES

Pursuant to the requirements of Section 13 or 1&f(the Securities Exchange Act of 1934, the regiigthas 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 26, 201

Pursuant to the requirements of the Securities &xgé Act of 1934, this report has been signed bélpthe following persons on behalf of
the registrant and in the capacities and on thesdaticated:

Signature and Title

John D. Erickson
President and Chief Executive Officer
(principal executive officer) and Director

Kevin G. Moug
Chief Financial Officer
(principal financial and accounting officer) By /s/ John D. Erickson
John D. Erickson
Pro Se and Attorney-in-Fact

Dated February 26, 201

John C. MacFarlane
Chairman of the Board and Director

Karen M. Bohn, Director

Arvid R. Liebe, Director

Edward J. Mclintyre, Director
Joyce Nelson Schuette, Director
Nathan |. Partain, Directc

Gary J. Spies, Director

e e e e e N N N e N N N N S N N N S S N N N S N

James B. Stake, Director
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EXHIBIT INDEX

Exhibit Number Description

12.1 Calculation of Ratios of Earnings to Fixed Charged Preferred Dividenc

21-A Subsidiaries of the Registre

23-A Consent of Independent Registered Public Accouriing

24-A Power of Attorney

31.1 Certification of Chief Executive Officer Pursuant$ection 302 of the Sarba-Oxley Act of 2002
31.2 Certification of Chief Financial Officer Pursuant$ection 302 of the Sarba-Oxley Act of 2002
32.1 Certification of Chief Executive Officer Pursuant$ection 906 of the Sarba-Oxley Act of 2002
32.2 Certification of Chief Financial Officer Pursuant$ection 906 of the Sarba-Oxley Act of 2002
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OTTER TAIL CORPORATION
CALCULATION OF RATIOS OF EARNINGS TO FIXED CHARGES AND PREFERRED DIVIDENDS

Year Ended December 3

Exhibit 12.1

2005

2006

2007

2008

2009

Earnings
Pretax income from continuing operatic $ 8191259 $ 77,85530 $ 81,928,991  $50,161,91  $21,425,87
Plus fixed charges (see bela 24,615,26 26,458,34 32,389,33 36,082,84 36,304,51
Total earnings (1 $106,527,86  $104,313,64 $114,318,24  $86,244,76  $57,730,39
Fixed Charges
Interest charge $ 17,637,27 $ 18,789,94 $ 22,384,13  $28,094,84  $27,622,44
Amortization of debt expense, premium and
discount 1,010,98: 945,39 1,138,19i 1,020,00: 2,127,07
Estimated interest component of operating le 5,967,001 6,723,001 8,867,00i 6,968,00! 6,555,00!
Total fixed charges (2 $ 2461526 ¢ 26,458,34 $ 32,389,33  $36,082,84  $36,304,51
Preferred Dividend Requirement $ 1,044,000 $ 1,043,120 $ 103338 $ 98154 $ 633,83
Total Fixed Charges and Preferred Dividenc
Requirement (3) $ 25,659,27 $ 27,501,46 $ 33,422,71  $37,064,39  $36,938,35
Ratio of Earnings to Fixed Charges
(1) Divided by (2) 4.3 3.94 3.5: 2.3¢ 1.5¢
Ratio of Earnings to Fixed Charges and Preferre(
Dividends (1) Divided by (3) 4.1t 3.7¢ 3.42 2.3¢ 1.5€




Company

Otter Tail Power Compar

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

DMI Industries, Inc

DMI Canada, Inc

DMI Equipment, LLC

BTD Manufacturing, Inc

Miller Welding & Iron Works, Inc.
ShoreMaster, Inc

Galva Foam Marine Industries, Ir
Shoreline Industries, In

Aviva Sports, Inc

ShoreMaster Costa Rica, Limita
DMS Health Technologies, In
DMS Imaging, Inc

DMS Health Technologie- Canada, Inc
DMS Leasing Corporation
Aevenia, Inc

Moorhead Electric, Inc

Foley Compan

E. W. Wylie Corporatiot

Idaho Pacific Holdings, Inc
Idahc-Pacific Corporatiot
Idahc-Pacific Colorado Corporatic
AWI Acquisition Company Limitec
AgraWest Investments Limite

*  |nactive

OTTER TAIL CORPORATION

Subsidiaries of the Registrant
February 26, 2010

State of Organizatio
Minnesota
Minnesota
Minnesota
Minnesota
Minnesota
Minnesota
Cayman Island
Minnesota
North Dakote
Arizona
Minnesota
North Dakotz
Ontario, Canad
Delaware
Minnesota
Minnesota
Minnesota
Missouri
Minnesota
Minnesota
Costa Rice
North Dakote
North Dakote
North Dakote
North Dakote
Minnesota
Minnesota
Missouri
North Dakote
Delaware
Idaho
Delaware
Prince Edward Island, Cana
Prince Edward Island, Cana

Exhibit 21-A



Exhibit 23-A

Consent of Independent Registered Public Accountingirm

We consent to the incorporation by reference iniRegjion Statement Nos. 333-155747-99 and 333-3B%P on Form S-3 and 333-25261-
99, 333-73041-99, 333-73075-99 and 333-136841-9Bawm S-8 of our report dated February 26, 201&tire to the consolidated financial
statements of Otter Tail Corporation and its subsiels (the “Company”) and the effectiveness of@wenpany’s internal control over
financial reporting, which appears in this Annualp&rt on Form 10-K of the Company for the year endecember 31, 2009.

/sl Deloitte & Touche LLP

Minneapolis, Minnesot:
February 26, 201(



Exhibit 24-A

POWER OF ATTORNEY

KNOW ALL PERSONS BY THESE PRESENTS, that each pemsbose signature appears below hereby constiamgsppoints JOHN D.
ERICKSON, LAURIS N. MOLBERT, KEVIN G. MOUG and GEGQFE A. KOECK, and each of them, his or her true landul attorneys-
in-fact and agents, each acting alone, with fulkeoof substitution and resubstitution, for himher and in his or her name, place and stead,
in any and all capacities, to sign the Annual ReparForm 10-K of Otter Tail Corporation for itsdial year ended December 31, 2009, and
any and all amendments to said Annual Report, anigtliver on my behalf said Annual Report and amy all amendments thereto, as each
thereof is so signed, for filing with the Secuistiend Exchange Commission pursuant to the SeciBiehange Act of 1934, as amended,
granting unto said attorneys-in-fact and agentd,eath of them, full power and authority to do gedorm each and every act and thing
requisite or necessary to be done in and aboudrémaises, as fully as to all intents and purposdsezor she might or could do in person,
hereby ratifying and confirming all that said atteys-in-fact and agents or any of them, or thehisisubstitutes, may lawfully do or cause to
be done by virtue hereof.

IN WITNESS WHEREOF, this Power of Attorney has bsi&med on the % day of February, 2010 by the following persons:

/s/ Karen M. Bohr /s/ John D. Erickso
Karen M. Bohr John D. Ericksol

/s/ Arvid R. Liebe /s/ John C. MacFarlar
Arvid R. Liebe John C. MacFarlan

/s/ Edward J. Mclintyr /sl Kevin G. Mouc
Edward J. Mclintyre Kevin G. Moug

/sl Nathan |. Partai /sl Joyce Nelson Schue
Nathan I. Partail Joyce Nelson Schuet
/sl Gary J. Spie /sl James B. Stal

Gary J. Spie James B. Stak



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 doesantain any untrue statement of a material facoit to state a material fact necessary
to make the statements made, in light of the cistances under which such statements were madmisletading 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&)1%nd internal control over financial reportirag defined in Exchange Act
Rules 13a-15(f) and 15d-15(f)) for the registramd &ave:

(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 durihg 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 assareegarding the reliability of financial repogiand the preparation of financial
statements for external purposes in accordancegeitlerally accepted accounting principles;

(c) evaluated the effectiveness of the regidts disclosure controls and procedures and predém this report our conclusions about
the effectiveness of the disclosure controls andguiures, as of the end of the period coveredibyédport 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 repo&) tfas materially affected, or is
reasonably likely to materially affect, the regasit's internal control over financial reporting;dan

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 regigfeaability 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 26, 2010
/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®xK of Otter Tail Corporation;

2. Based on my knowledge, this report doesantain any untrue statement of a material factoit to state a material fact necessary
to make the statements made, in light of the cistances under which such statements were madmisleading 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 @efined in Exchange Act
Rules 13a-15(f) and 15d-15(f)) for the registramd &ave:

(a) designed such disclosure controls andgohaies, 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 durihg toeriod in which this report is being prepared;

(b) designed such internal control over finaheporting, or caused such internal control dirancial reporting to be designed
under our supervision, to provide reasonable assareegarding the reliability of financial repogiand the preparation of financial
statements for external purposes in accordancegeitlerally accepted accounting principles;

(c) evaluated the effectiveness of the regidts disclosure controls and procedures and ptedém this report our conclusions about
the effectiveness of the disclosure controls andguiures, as of the end of the period coveredibyédport based on such evaluation;
and

(d) disclosed in this report any change inrdgstrant’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 repo&) tfas materially affected, or is
reasonably likely to materially affect, the regasit's internal control over financial reporting;dan

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 registeaability 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 26, 2010
/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 Otter T@drporation (the “Company”) on Form 10-K for theipd ended December 31, 2009 as
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. 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§agresents, in all material respects, the findnmadition and results of operations of the
Company

/s/ John D. Erickson

John D. Erickson

President and Chief Executive Officer
February 26, 2010




Exhibit 32.2

CERTIFICATION PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Annual Report of Otter T@drporation (the “Company”) on Form 10-K for theipd ended December 31, 2009 as
filed with the Securities and Exchange Commissiotthe date hereof (the “Reportt),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§agresents, in all material respects, the findnmadition and results of operations of the
Company

/sl Kevin G. Moug
Kevin G. Moug

Chief Financial Officer
February 26, 2010




