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Item 1. BUSI NESS
(a) GCeneral Devel opment of Business

Otter Tail Corporation was incorporated in 1907 under the | aws of the
State of M nnesota. The Conpany's principal executive office is |ocated at 215
South Cascade Street, Box 496, Fergus Falls, M nnesota 56538-0496; its tel ephone
nunmber is (218) 739-8200. In 2001, the sharehol ders approved changing the
corporate name from"Oiter Tail Power Conpany" to "Otter Tail Corporation." The
name Otter Tail Power Conpany continues to be used in connection with the
electric utility.

Oter Tail Corporation and its subsidiaries (the Conpany) have
operations in 48 states and 6 Canadi an provi nces. The businesses of the Conpany
have been classified into five segnents: Electric, Plastics, Mnufacturing,

Heal th Services and Ot her Business Operations.

- Electric (the Utility) includes the production, transm ssion,
distribution and sale of electric energy in Mnnesota, North
Dakot a and South Dakota. The electric utility operations have
been the Conpany's primary business since incorporation. Since
1990, the Conpany has diversified and made significant
investnents in the other segnents.

- Pl astics consists of businesses producing polyvinyl chloride
(PVC) pipe in the Upper M dwest and Sout hwest regions of the
United States.

- Manuf acturing consists of businesses in the follow ng
manufacturing activities: production of wind towers,
franme-strai ghteni ng equi prent and accessories for the auto
repair industry, customplastic pallets, material and handling
trays horticultural containers, fabrication of steel products,
contract machining and netal parts stanping and fabrication.
These businesses are located primarily in the Upper M dwest and
Ut ah.

- Heal th Services consists of businesses involved in the sale of
di agnosti ¢ medi cal equi pnent, supplies and accessories. These
busi nesses al so provi de service mai ntenance, nobile diagnostic
i magi ng, nobile positron em ssion tonography (PET) and nucl ear
medi ci ne i magi ng, portable x-ray inmaging and interimrental of
di agnosti ¢ nmedi cal imaging equipnent to various nedical
institutions located in 32 states.

- Ot her Business Operations consist of businesses in electrical
and tel ephone construction contracting, transportation,
t el ecommuni cati ons, entertainnent and energy services and
natural gas marketing as well as the portion of corporate
adm nistrative and general expenses that are not allocated to
ot her segnments. These businesses operate primarily in the Upper
M dwest, except for the transportation conmpany whi ch operates
in 48 states and 6 Canadi an provinces.

Substantially all of the businesses except for the Uility, energy
services and the natural gas marketing operation are owned by the Conpany's
whol | y- owned subsidiary Varistar Corporation (Varistar), with its principal
executive offices in Fargo, North Dakota.

The Conpany continues to investigate acquisitions of additional
non-el ectric businesses and expects continued growth in this area. The follow ng
acqui sitions were conpleted during 2001:

- On February 28, 2001 the Conpany acquired the stock of T.O
Plastics, Inc. with three facilities in Mnnesota and one
facility in South Carolina. T. O Plastics, Inc. custom
manuf actures returnable pallets, material and handling trays
and horticul tural containers.

- The Conpany acquired the assets and operations of Interim
Sol utions and Sales, Inc. and M dwest Medical Diagnostics, Inc.
on Septenber 4, 2001. These conpanies are located in
M nneapolis, M nnesota and provi de npobile diagnostic imaging
services on an interimbasis for conputed tonography and
magnetic resonance imaging. In addition they offer fee-per-exam
options as well as sales of previously owned di agnostic inmaging
equi pnent .



- On Septenber 10, 2001 the Conpany acquired the assets and
operations of Nuclear Inmaging, Ltd. of Sioux Falls, South
Dakota. This conpany provi des nobile nuclear nedicine, positron
em ssion tonmography and bone densitonetry services to health
care facilities in lowa, Kansas, M nnesota, Nebraska, North
Dakota, South Dakota and Woni ng.

- The Conpany acquired the stock of St. George Steel Fabrication,
Inc. on Septenber 28, 2001. St. George Steel is a fabricator of
steel products engaged in custom and proprietary operations
located in St. George, Utah.

- On Novenber 1, 2001 the Conpany acquired the assets and
operations of Titan Steel Corporation |located in Salt Lake
City, Uah. Titan is a fabricator of steel products engaged in
cust om operations.

For a discussion of the Conpany's results of operations, see
"Managenent's Di scussion and Analysis of Financial Condition and Results of
Operations,”" which is incorporated by reference to pages 20 through 29 of the
Conpany's 2001 Annual Report to Shareholders, filed as an Exhibit hereto.

(b) Financial Information About Industry Segnents

The Conpany is engaged in businesses that have been classified into
five segnents: Electric, Plastics, Manufacturing, Health Services and O her
Busi ness Operations. Financial informati on about the Conpany's segnents is
incorporated by reference to note 2 of "Notes to Consolidated Financi al
St atements" on pages 38 through 40 of the Conpany's 2001 Annual Report to
Sharehol ders, filed as an Exhibit hereto.

(c) Narrative Description of Business
ELECTRI C
Gener al

The Conpany derived 47 percent of its consolidated operating revenues
fromthe Electric segnent in 2001; 45 percent in 2000; and 48 percent in 1999.
I'n 2001 approximately 50.9 percent of retail electric revenues came from
M nnesota, 41.2 percent from North Dakota and 7.9 percent from South Dakot a,
conpared to 50.6 percent from M nnesota, 41.5 percent from North Dakota and 7.9
percent from South Dakota for 2000.

The territory served by the Utility is predom nantly agricultural,
including a part of the Red River Valley. Although there are relatively few

large custonmers, sales to comercial and industrial custoners are significant.

By custoner category, 26.6 percent of 2001 electric revenue was derived from
commerci al custoners, 23.4 percent fromresidential custoners, 15.4 percent from
industrial customers and 34.6 percent from other sources, including

muni ci palities, farns and whol esal e sal es. For 2000 electric revenue by category
was: 28.9 percent from commercial custoners, 26.1 percent fromresidential, 16.1
percent fromindustrial and 28.9 percent from other sources.

Wol esal e sal es increased from 38.3 percent of total kwh sales in 2000
to 44 percent of total 2001 kwh sales. The increase in wholesale sales is the
result of the Utility's increased activity and invol vemrent in whol esal e markets.
Activity in the short-termenergy market is subject to change based on a nunber
of factors and it is difficult to predict the quantity of whol esal e power sales
or prices for whol esale power in the future. However, the Conpany expects that
mar ket conditions for whol esal e power transactions will be depressed during
2002.

The aggregate popul ation of the Uility's retail electric service area
is approximately 230,000. In this service area of 423 conmunities and adjacent
rural areas and farnms, approximately 130,900 people live in comunities having a
popul ati on of nore than 1,000, according to the 2000 census. The only
comuni ties served which have a popul ation in excess of 10,000 are Janestown,
North Dakota (15,527); Fergus Falls, Mnnesota (13,471); and Benmdji, M nnesota
(11,917). As of December 31, 2001, the Utility serves 126,618 custoners. This is
a decrease of 132 custoners from Decenmber 31, 2000.

Capability and Demand

At Decenber 31, 2001, the Utility had base | oad net plant capability
totaling 563,200 kw, consisting of 252,575 kw fromthe jointly-owned Big Stone
Plant (constituting the Uility's 53.9 percent share of the plant's total
capability), 155,375 kw fromthe Hoot Lake Plant (owned solely by the Wility),



149, 450 kw fromthe jointly-owned Coyote Station (constituting the Utility's 35
percent share of the station's total capability), and, under contract, 5,800 kw
froma co-generation plant near Bem dji, Mnnesota. In addition to its base |oad
capability, the Wility has conbustion turbine and small diesel units, used
chiefly for peaking and standby purposes, with a total capability of 93,078 kw,
and hydroel ectric capability of 4,365 kw. During 2001, the Utility generated
about 85 percent of its retail kwh sales and purchased the bal ance.

The Utility has made arrangenents to help neet its future base |oad
requirenents and continues to investigate other neans for neeting such
requirenents. The Utility plans to install a gas-fired combustion turbine to be
operational by June 1, 2003. The unit will generate between 40,000 and 50, 000
kw. The Utility has an agreement with another utility for the annual exchange of
75,000 kw of seasonal capacity which runs through October 2004. The Utility has
an agreenment to purchase 50,000 kw of year-round capacity which extends through
April 30, 2005 and another agreenment to purchase 50,000 kw of year-round
capacity through April 30, 2010 from another utility. The Utility also has
seasonal capacity agreements to purchase 50,000 kw for the summrer 2002. The
Uility has a direct control |oad managenment system which provi des sonme
flexibility to the Utility to effect reductions of peak load. The Utility, in
addition, offers rates to custonmers which encourage off-peak usage.

The Utility traditionally experiences its peak system demand during the
W nter season. For the year ended Decenmber 31, 2001, the Utility experienced a
system peak demand of 630,262 kw on February 16, 2001. The hi ghest sixty-m nute
peak demand ever was 642,826 kw on Decenber 14, 2000. The Utility's capability
of meeting system demand at the tinme of the peak in February 2001, including
power purchase agreenments, its own generating capacity and reserve requirenments
conputed in accordance with accepted industry practice, anpunted to 837,020 kw.
The Utility's additional capacity avail able under power purchase contracts (as

descri bed above), conbined with generating capability and | oad managenent
control capabilities, is expected to neet 2002 system demand, including industry
reserve requirenents.

Fuel Supply

Coal is the principal fuel burned at the Big Stone, Coyote and Hoot
Lake generating plants. Coyote, a mine-nmouth facility, burns North Dakota
lignite coal. Hoot Lake and Big Stone plants burn western subbitum nous coal .
The following table shows, for 2001, the sources of energy used to generate the
Uility's net output of electricity:

Net Kil owatt % of Tot al

Hour s Ki | owat t
Gener at ed Hour s
Sour ces (Thousands) Gener at ed
Subbitum nous Coal .................... 2,663, 298 70. 7%
Lignite Coal .......................... 1,075, 545 28.6
Hydro ... 23,531 .6
Ol 2,891 .1
Total ... . 3, 765, 265 100. 0%

The Utility has a primary coal supply agreement with RAG Coal West,
Inc. for the supply of Wom ng subbitum nous coal to Big Stone Plant for
2002- 2004. Purchases are made for the supply of subbitum nous coal for the Hoot
Lake Pl ant under a contract with Kennecott Coal Sal es Conpany expiring June 30,
2004. A lignite coal contract with Dakota Westnorel and Corporation for the
Coyote Station expires in 2016, with a 15-year renewal option subject to certain
conti ngenci es.

It is the Uility's practice to maintain mninmm 30-day inventory (at
full output) of coal at the Big Stone Plant, a 20-day inventory at the Coyote
Station and a 10-day inventory at the Hoot Lake Plant.

The Uility has two coal transportation agreenents with The Burlington
Northern and Santa Fe Railway Conpany. The first agreenent is for transportation
services to the Big Stone Plant which ran through 2001. Effective January 1,
2002 transportation services to the Big Stone Plant are being provided under a
comon carrier rate. A conplaint in regards to this rate has been filed with the
Surface Transportation Board. The second agreenent is for Hoot Lake Plant which



expires in md-2004. No coal transportation agreement is needed for the Coyote
Station due to its location next to a coal mne.

The average cost of coal consunmed (including handling charges to the
plant sites) per mllion BTU for each of the three years 2001, 2000 and 1999 was
$1. 014, $.994 and $.956, respectively.

The Utility is permitted by the State of South Dakota to burn sone
alternative fuels, including tire derived fuel, at the Big Stone Plant. The
quantity of alternative fuel burned at the Big Stone Plant is insignificant when
conpared to the total annual coal consunption at the Big Stone Plant.

General Regul ation

The Utility is subject to regulation of rates and other matters in each
of the three states in which it operates and by the federal government for
certain interstate operations. A breakdown of electric rate regulation by each
jurisdiction is as follows:

Year Ended
Decenber 31, 2001

% of
El ectric % of kwh
Rat es Regul ati on Revenues Sal es
MN retail sales MN Public Uilities
Conmi ssi on 33.8% 29. 3%
ND retail sales ND Public Service
Conmi ssi on 27. 4 22.4
SD retail sales SD Public Uilities
Conmi ssi on 5.3 4.3
Transmi ssion & sal es Federal Energy Regul atory
for resale Conmi ssi on 33.5 44.0
100. 0%

The Uility has approved tariffs in all three states which it serves
for lower rates for residential demand control and controlled service, in
M nnesota and North Dakota for real-time pricing, and in North Dakota and South
Dakota for bulk interruptible rates. Each of these special rates is designed to
improve efficient use of the Uility facilities, while encouraging use of
cost-effective electricity instead of other fuels and giving custonmers nore
control over the size of their electric bill. In addition, in all three states,
the Utility has approved tariffs which allow qualifying custonmers to rel ease and
sell energy back to the Utility when whol esal e energy prices neke such
transactions desirable.

The majority of the Utility's electric retail rate schedules nowin
ef fect provide for adjustnments in rates based on the cost of fuel delivered to
the Utility's generating plants, as well as for adjustnents based on the cost of
el ectric energy purchased by the Conpany. Such adjustnments are presently based
on a two-nmonth noving average in Mnnesota and under FERC, a three-nonth noving
average in South Dakota, and a four-nonth noving average in North Dakota and are
applied to the next billing after becom ng applicable.

The followi ng summari zes the material regulations of each jurisdiction
applicable to the Utility's electric operations, as well as the specific
electric rate proceedings during the last three years with the Mnnesota Public
Utilities Commi ssion (MPUC), the North Dakota Public Service Conm ssion (NDPSC),
the South Dakota Public Utilities Conmm ssion (SDPUC) and the Federal Energy
Regul at ory Conmi ssion (FERC):

M nnesota: Under the Mnnesota Public Utilities Act, the Utility is
subject to the jurisdiction of the MPUC with respect to rates, issuance of
securities, depreciation rates, public utility services, construction of major
utility facilities, establishment of exclusive assigned service areas, contracts
and arrangenents with subsidiaries and other affiliated interests, and other
matters. The MPUC has the authority to assess the need for |arge energy



facilities and to issue or deny certificates of need, after public hearings,
within six nonths of an application to construct such a facility. The Utility
has not had a significant rate proceeding before the MPUC since July 1987.

The Departnent of Commerce (DOC) is responsible for investigating all
matters subject to the jurisdiction of the DOC or the MPUC, and for the

enforcenment of MPUC orders. Anpng other things, the DOC is authorized to collect
and anal yze data on energy and the consunption of energy, devel op
recommendati ons as to energy policies for the governor and the |egislature of

M nnesota and eval uate policies governing the establishnent of rates and prices
for energy as related to energy conservation. The DOC acts as a state advocate
in matters heard before the MPUC. The DOC al so has the power, in the event of
energy shortage or for a long-termbasis, to prepare and adopt regul ations to
conserve and all ocate energy.

Under M nnesota | aw, every regulated public utility that furnishes
electric service nust make annual investments and expenditures in energy
conservation i nprovenents, or nake a contribution to the state's energy and
conservation account, in an anpunt equal to at least 1.5 percent of its gross
operating revenues from service provided in Mnnesota. The DOC may require the
utility to make investnents and expenditures in energy conservation inprovenents
whenever it finds that the inprovenent will result in energy savings at a total
cost to the utility less than the cost to the utility to produce or purchase an
equi val ent anopunt of a new supply of energy. Such DOC orders are appeal able to
the MPUC. Investnments made pursuant to such orders generally are recoverable
costs in rate cases, even though ownership of the inprovenent nmay belong to the
property owner rather than the utility. Since 1995, the Uility has recovered
denand- si de nmanagenent rel ated costs not included in base rates, under
M nnesota's Conservation | nprovenent Progranms, through the use of an annual
recovery nmechani sm approved by the MPUC.

The MPUC requires the subm ssion of a 15-year advance integrated
resource plan by utilities serving at |east 10,000 custoners, either directly or
indirectly, and having at |east 100 negawatts of |oad. The MPUC s findings and
orders with respect to these subnissions are binding for jurisdictional
utilities. Typically, the filings are submtted every two years. The Utility's
nost recent plan was submitted to the MPUC in 1999, and was approved, wi thout
nodi fications, early in 2000. The MPUC al so granted the Utility a one-year
wai ver in submtting its next integrated resource plan, which will be conpleted
in 2002.

The M nnesota |egislature has enacted a statute that favors
conservation over the addition of new resources. In addition, it has mandated
the use of renewabl e resources where new supplies are needed, unless the utility
proves that a renewable energy facility is not in the public interest. It has
effectively prohibited the building of new nuclear facilities. The environnental
externality law requires the MPUC, to the extent practicable, to quantify the
environnmental costs of each type of generation, and to use such nonetized val ues
in evaluating resource plans. The MPUC nust disall ow any nonrenewabl e rate base
addi tions (whether within or outside of the state) or any rate recovery
therefrom and may not approve any nonrenewabl e energy facility in an integrated
resource plan, unless the utility proves that a renewable energy facility is not
in the public interest. The state has prioritized the acceptability of new
generation with wind and solar ranked first and coal and nucl ear ranked fifth,
the | owest ranking.

Pursuant to the M nnesota Power Plant Siting Act, the M nnesota
Environmental Quality Board (EQB) has been granted the authority to regulate the
siting in Mnnesota of large electric power generating facilities in an orderly
manner conpatible with environnental preservation and the efficient use of
resources. To that end, the EQB is enpowered, after study, evaluation, and
hearings, to select or designate in Mnnesota sites for new el ectric power
generating plants (50,000 kw or nore) and routes for transmission lines (100 kv
or nore) and to certify such sites and routes as to environnental conpatibility.

The M nnesota Legislature passed an energy bill in 2001. Its primary
focus was to streanline the siting and routing processes for the construction of
new el ectric generation and transm ssion projects. The bill also added to

utility requirenents for renewabl e energy and energy conservation.
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North Dakota: The Utility is subject to the jurisdiction of the NDPSC
with respect to rates, services, certain issuances of securities and other
matters. The NDPSC periodically perforns audits of gas and electric utilities
over which it has rate setting jurisdiction to determ ne the reasonabl eness of
overall rate levels. In the past, these audits have occasionally resulted in



settlement agreenents adjusting rate |levels. The North Dakota Energy Conversion
and Transmi ssion Facility Siting Act grants the NDPSC the authority to approve

sites in North Dakota for large electric generating facilities and high voltage
transmssion lines. This Act is simlar to the Mnnesota Power Plant Siting Act
descri bed above and affects new el ectric power generating plants of 50,000 kw or
nore and new transm ssion lines of nore than 115 kv. The Utility is required to
submit a ten-year plan to the NDPSC annual ly.

On Decenber 29, 2000, the NDPSC approved a perfornmance-based ratenmaking
(PBR) plan that links allowed earnings in North Dakota to seven performance
standards in the areas of price, electric service reliability, custoner
satisfaction and enpl oyee safety. The PBR plan is in place for 2001 through
2005, unl ess suspended or term nated by the NDPSC or the Utility. This PBR plan
provides the opportunity for the utility to raise its allowed rate of return and
shares incone with customers when earnings exceed the allowed return. In 2001
the Utility recorded an estinated $334,000 refund to North Dakota customners
based on 2001 earnings and the Utility's 2001 performance relative to the
defined standards of the performance-based ratenaking plan.

On Cctober 6, 1999, the NDPSC approved a settlenent agreenent
following an audit of the Utility's electric operations in North Dakota. The
effect of this settlenent decreased 1999 earnings by approxi mtely $441, 000
after taxes or $0.02 per share. As part of the settlenment the Utility was
required to refund to North Dakota custoners during 2000 any 1999 regul ated
el ectric operations earnings from North Dakota over a 12.5 percent return on
equity. The ampbunt of this refund was insignificant.

Sout h Dakota: The South Dakota Public Utilities Act subjects the
Utility to the jurisdiction of the SDPUC with respect to rates, public utility
services, establishment of assigned service areas, and other natters. The
Utility is currently exenpt fromthe jurisdiction of the SDPUC with respect to
the issuance of securities. Under the South Dakota Energy Facility Permt Act,
the SDPUC has the authority to approve sites in South Dakota for |arge energy
conversion facilities (100,000 kw or nore) and transm ssion lines of 115 kv or
nore. There have been no significant rate proceedings in South Dakota since
Novenber 1987.

FERC: Whol esal e power sales and transm ssion rates are subject to the
jurisdiction of the FERC under the Federal Power Act of 1935, as anended (FPA).
The FERC i s an independent agency which has jurisdiction over rates for sales
for resale, transm ssion and sale of electric energy in interstate conmmerce,
interconnection of facilities, and accounting policies and practices. Filed
rates are effective after a one-day suspension period, subject to ultimte
approval by the FERC. The Utility is a nenmber of the M d-Continent Area Power
Pool (MAPP), which operates in parts of eight states in the Upper M dwest and in
three provinces in Canada. Power pool sales are conducted continuously through
MAPP in accordance with schedules filed by MAPP with the FERC. Additional MAPP
functions include a regional reliability council that nmintains generation
reserve sharing requirenents.

I'n Decenber 1999 the FERC i ssued Order No. 2000. This order required
public utilities that own, operate or control interstate transmssion to file by
Oct ober 15, 2000, a proposal for a regional transmi ssion organization (RTO or a
description of any effort made to participate in an RTO, the reasons for not
participating and any plans for further work toward participation. The goal is
to consolidate control of the transm ssion industry into a new structure of
i ndependent regional grid operators.

The Uility agreed in October 2001 to join the Indianapolis-based
M dwest | ndependent System Operator (M SO RTO. |n Decenber 2001, the M SO
received FERC approval as a regional transm ssion organi zation. The M SO began
operational control of the Utility's transm ssion facilities above 100 kv on
February 1, 2002. The Uility continues to own and namintain its transm ssion
assets as before. As the Uility transitions to the full operation of the M SO
there could be short-term negative inpacts on whol esal e power transactions.

O her: The Utility is subject to various federal and state |aws,
including the Federal Public Uility Regulatory Policies Act and the Energy
Policy Act of 1992, and energy reformlegislation that is currently pending
before the United States Congress, which are intended to pronote the
conservation of energy and the devel opnent and use of alternative energy
sour ces.

The Utility is unable to predict the inpact on its operations resulting
fromfuture regulatory activities by any of the above agencies, fromany future
legislation or fromany future tax that nay be inposed upon the source or use of
energy.

Der egul ati on and Legi sl ation

The United States Congress ended its 2001 |egislative session wthout
taking action on proposed electric industry restructuring |egislation. There was



no |l egislative action regarding electric retail choice during 2001 in any of the
states where the electric utility serves, and no major electricity legislation
is expected in 2002 state |egislative sessions. The Conpany does not expect
retail conpetition to conme to the States of M nnesota, North Dakota or South
Dakota in the foreseeable future unless there is a federal effort to acconplish
this.

Conpetition

Electric sales are subject to conpetition in sone areas from
muni ci pal ly owned systens, rural electric cooperatives and, in certain respects,
fromon-site generators and cogenerators. Electricity also conpetes wth other
forns of energy. The degree of conpetition may vary fromtinme to tine dependi ng
on relative costs and supplies of other forms of energy. The Uility may al so
face conpetition as the restructuring of the electric industry evol ves.

The Conpany believes the Utility is well positioned to be successful in
a nore conpetitive environment. The Utility's generation capacity appears poised
for conpetition due to unit heat rate inprovenments. A conparison of the
Uility's electric retail rates to the rates of other investor-owned utilities,
cooperatives and nmunicipals in the states the Utility serves indicates that the
Uility's rates are conpetitive. In addition, the Uility would attenpt nore
flexible pricing strategi es under an open, conpetitive environment. Legislative
and regul atory activity could affect operations in the future. The Uility
cannot predict the timng or substance of any future |egislation or regulation.

Envi ronmental Regul ation

I mpact of Environnental Laws: The Utility's existing generating plants
are subject to stringent federal and state standards and regul ations regarding,
anmong other things, air, water and solid waste pollution. The Utility estimtes
it has expended in the five years ended Decermber 31, 2001, approximtely $1.9
mllion for environnental control facilities. Included in the 2002-2006
construction budget are approximately $8.2 million for environnental equipnent
for existing and new facilities, including $2.9 million for 2002.
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Air Quality: Pursuant to the Federal Clean Air Act of 1970 as anended
(the Act), the United States Environmental Protection Agency (EPA) has
promul gated national primary and secondary standards for certain air pollutants.

Al primary fuel burned by the Utility's steam generating plants is
North Dakota lignite or western subbitum nous coal. Electrostatic precipitators
have been installed at the principal units at the Hoot Lake Plant and at the Big
Stone Plant. A fabric filter to collect particulates fromstack gases has been
installed on a smaller unit at Hoot Lake Plant. As a result, the units at the
Big Stone Plant and the Hoot Lake Plant currently nmeet all presently applicable
federal and state air quality and em ssion standards.

The Utility is planning to further inprove the fine particulate
em ssions control at Big Stone Plant by replacing a major portion of the plant's
el ectrostatic precipitator in the third quarter of 2002. The repl acenment
technol ogy will be an Advanced Hybrid Particulate Collector technology that wll
be installed as part of a denpnstration project co-funded by the Departnent of
Energy's National Energy Technol ogy Laboratory Power Plant |nprovenment
Initiative. The technology is designed to capture at |east 99.99% of the fly ash
particulates emtted fromthe boiler. The Energy Departnent cost share is $6.5
mllion for the $13.4 million project. The Utility's share of the project is
approximately $2.9 million with the renmining portion funded by the Big Stone
Pl ant co-owners and other industry participants.

The Coyote Station is substantially the same design as the Big Stone
Pl ant, except for site-related itens and the inclusion of sulfur dioxide renpval
equi pment. The renoval equipnent--referred to as a dry scrubber--consists of a
spray dryer, followed by a fabric filter, and is designed to desul furize hot
gases fromthe stack wi thout producing sludge, an unwanted by-product of a
conventional wet scrubber system The Coyote Station is currently operating
within all presently applicable federal and state air quality and emni ssion
st andar ds.

The Act, in addressing acid deposition, inmposed requirenents on power
plants in an effort to reduce national em ssions of sulfur dioxide (SO2) and
ni trogen oxi des (NOx).

The national SO2 em ssion reduction goals are achieved through a new
mar ket - based system under whi ch power plants are allocated "eni ssions
al  owances" that will require plants to either reduce their enissions or acquire
al  owances fromothers to achieve conpliance. Each allowance is an authorization
to emt one ton of sulfur dioxide. Sulfur dioxide em ssion requirenents are
currently being met by all of the Wility's generating facilities.

The national NOx enission reduction goals are to be achieved by
i nposi ng mandat ory emi ssions standards on individual sources. Al of the



Utility's generating facilities met the NOx standards during 2001. Hoot Lake
Plant unit 2 is governed by the phase one early opt-in provision until January
1, 2008. The remmining generating units neet the NOx em ssion regul ations that
were adopted by the EPA in Decenber 1996.

The Act calls for EPA studies of the effects of enmissions of |isted
pol lutants by electric steam generating plants. The EPA has conpleted the
studi es and sent reports to Congress. The Act required that the EPA make a
finding as to whether regul ation of emissions of hazardous air pollutants from
fossil fuel-fired electric utility generating units is appropriate and
necessary. On Decenber 14, 2000, the EPA announced that it affirmatively decided
to regulate nercury em ssions fromelectric generating units. The EPA expects to
propose regul ati ons by Decermber 2003 and issue final rules by December 2004.
Because promnul gation of rules by the EPA has not been

conpleted, it is not possible to assess whether, or to what extent, this
regulation will inpact the Utility.

I'n 1998, EPA announced its New Source Review Enforcenent Initiative
targeting coal-fired utilities, petroleumrefineries, pulp and paper mlls and
other industries for alleged violations of EPA's New Source Review rul es. These
rules require owners or operators that construct new major sources or nake nmjor
nodi fications to existing sources to obtain permts and install air pollution
control equipnment at affected facilities. The EPA is attenpting to determne if
em ssion sources violated certain provisions of the Act by making major
nodi fications to their facilities without installing state-of-the-art pollution
controls. On January 2, 2001, the Uility received a request fromthe EPA,
pursuant to Section 114(a) of the Act, to provide certain information relative
to past operation and capital construction projects at the Big Stone Plant. The
Utility has responded to that request and cannot, at this tinme, determ ne what,
if any, actions will be taken by the EPA

Water Quality: The Federal Water Pollution Control Act Amendnents of
1972, and anmendnents thereto, provide for, anpng other things, the inposition of
effluent limtations to regul ate discharges of pollutants, including thernal
di scharges, into the waters of the United States, and the EPA has established
ef fluent guidelines for the steamelectric power generating industry. Discharges
must also conply with state water quality standards.

The Utility has all federal and state water pernmits presently necessary
for the operation of the Big Stone Plant. Water discharge permits for the Hoot
Lake Pl ant and Coyote Station were renewed in 1997 and 1998, respectively, each
for a five-year term The Utility has filed, in a timely manner, the permt
renewal application for Hoot Lake Plant and it believes it will receive a
renewed permt in due course. The Utility owns five small dans on the Otter Tail
Ri ver, which are subject to FERC licensing requirenments. A license for all five
dans was issued on Decenmber 5, 1991. Total naneplate rating of the five dans is
3,450 kw.

Solid Waste: Permts for disposal of ash and other solid wastes have
been issued for the Coyote Station. Renewal permts are pending for Big Stone
Pl ant and Hoot Lake Plant. The Utility has conplied with all the requirenents
for the renewal s and expects the permts to be granted. The Utility estimtes
that the current ash disposal site at the Hoot Lake Plant will be filled to
capacity within approxi mtely two years. The Utility is evaluating its options,
including increased narketing of the ash for construction purposes and buil ding
a new ash disposal site adjacent to the current site within the sane permtted
area. An estimate of the engineering costs required to construct a new facility
has been conpleted. On that basis, the Utility believes that the investnent
required will not have a significant inpact on future plant operating costs.

At the request of the Mnnesota Pollution Control Agency (MPCA) the
Uility has an ongoing investigation at its former, closed Hoot Lake Plant ash
di sposal sites. The Utility is proceeding with additional site investigations
with the findings subject to further review by the MPCA.

The EPA has promnul gated various solid and hazardous waste regul ations
and gui del i nes pursuant to, anong other |aws, the Resource Conservation and
Recovery Act of 1976, the Solid Waste Disposal Act Anendnents of 1980 and the
Hazar dous and Solid Waste Anendnments of 1984, which provide for, anmong other
things, the conprehensive control of various solid and hazardous wastes from
generation to final disposal. The States of M nnesota, North Dakota and South
Dakot a have al so adopted rules and regul ations pertaining to solid and hazardous
waste. The total inpact on the Uility of the various solid and hazardous waste
statutes and regul ati ons enacted by the federal government or the States of
M nnesota, North Dakota and South Dakota is not certain at this tine. To date,
the Utility has incurred no significant costs as a result of these |aws.
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In 1980, the United States enacted the Conprehensive Environnental
Response, Conpensation and Liability Act, commonly known as the Federal
Superfund | aw, which was reauthorized and amended in 1986. In 1983, M nnesota
adopted the M nnesota Environnental Response and Liability Act, comonly known
as the M nnesota Superfund law. In 1988, South Dakota enacted the Regul ated
Subst ance Di scharges Act, commonly known as the South Dakota Superfund law. In
1989, North Dakota enacted the Environmental Emergency Cost Recovery Act. Anmpng
other requirenents, the federal and state acts establish environnental response
funds to pay for renmedial actions associated with the release or threatened
rel ease of certain regul ated substances into the environment. These federal and
state Superfund |l aws al so establish liability for cleanup costs and damage to
the environnent resulting fromsuch rel ease or threatened rel ease of regul ated
substances. The M nnesota Superfund | aw al so creates liability for personal
injury and econonmic |oss under certain circunmstances. The Utility is unable to
determine the total inpact of the Superfund |laws on its operations at this tine
but has not incurred any significant costs to date related to these |aws.

The Federal Toxic Substances Control Act of 1976 regul ates, anmong ot her
t hi ngs, polychlorinated byphenyls (PCBs). The EPA has enacted regul ati ons
concerning the use, storage and disposal of PCBs. The Utility conpleted a
program for the renpval of PCB-filled transformers and capacitors. The Utility
is also conpleting an additional programfor the renpval of PCB-contani nated
mneral oil dielectric fluid fromsubstation transforners and vol tage regul ators
that were identified in 2000. The Uility continues to renpve such oil from
ot her el ectrical equipnent.

Health Effects of Electric and Magnetic Fields (EMF): A nunber of
studi es have exami ned the possibility of adverse health effects from EMF without
conclusive results. Although research conducted to date has found no conclusive
evidence that EMF affects health, a few studies have suggested a possible
connection with cancer. The utility industry continues to fund studies. The
ultimate inpact, if any, of this issue on the Uility and the electric utility
industry is inpossible to predict.

Capital Expenditures

The Utility is continually expanding, replacing and inproving its
electric facilities. During 2001, approximately $35.0 million was invested for
additions and replacenents to its electric utility properties. During the five
years ended Decenber 31, 2001, gross electric property additions, including
construction work in progress, were approximately $126.5 nmillion and gross
retirements were approximately $45.1 million.

The Utility estimates that during the five years 2002 through 2006 it
will invest approximately $157 nmillion for electric construction. The Uility
continuously reviews options for increasing its generating capacity. Wile at
this time the Uility has no firmplans for additional base |oad generating
pl ant construction, the Utility plans to install a gas-fired conbustion turbine
to be operational by June 1, 2003. The majority of electric utility expenditures
for the five-year period 2002 through 2006 will be for work related to the
Utility's production plants and distribution system

Franchi ses

At Decenmber 31, 2001, the Utility had franchises in all of the 371
incorporated nunicipalities that it serves. All franchises are nonexclusive and
generally were obtained for 20-year terns, with varying expiration dates. No
franchises are required to serve unincorporated communities in any of the three
states that the Uility serves.
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PLASTI CS
Gener al

Pl astics consists of businesses producing polyvinyl chloride (PVC
pi pe. The Conpany derived 10 percent of its consolidated operating revenues from
this segnment in 2001, 14 percent in 2000 and 6 percent in 1999.

The following is a brief description of these businesses:

Nort hern Pi pe Products, Inc., located in Fargo, ND, nanufactures and
sells PVC pipe for municipal, rural water, irrigation and other uses in
a fifteen-state area.

Vi nyl tech Corporation, located in Phoenix, AZ, manufactures and sells
PVC pi pe for nunicipal, rural water, irrigation and other uses in a
ni ne-state area of the West and Sout hwest region of the United States.



Toget her these conpani es have the capacity to produce 170 million
pounds of PVC pipe annually.

Conpetition

The plastic pipe industry is highly fragmented and conpetitive, due to
the | arge nunber of producers, small number of raw material suppliers and the
commodity nature of the industry. Because of shipping costs, conpetition is
usual ly regional, instead of national, in scope. Northern Pipe and Vinyltech
conpete not only against other plastic pipe manufacturers, but also ductile
iron, steel, concrete and clay pipe producers. Pricing pressure will continue to
ef fect operating margins in the future.

Northern Pipe and Vinyltech intend to continue to conpete on the basis
of their high quality products, cost effective production techniques and cl ose
custoner relations and support.

Manuf acturing and Resin Supply

Extrusion is a common manufacturing process used in the production of
PVC. During the production process, the PVC conpound is placed in an extrusion
machi ne, where it is heated into a plastic state and pulled through a sizing
apparatus to produce the pipe. The newly extruded pipe is noved through a water
cooling trough, marked to identify the type of pipe and cut to |ength. Warehouse
and outdoor storage facilities are used to store the finished product. Inventory
is shipped fromstorage to custoners prinarily by common carrier.

The PVC resins are acquired in bulk and shipped to point of use by rail
car. Both Northern Pipe and Vinyltech have good rel ationships with their key raw
naterial vendors.

Due to the commpdity nature of PVC resin and PVC pipe and the dynam c
supply and demand factors worldwi de, historically the markets for both PVC resin
and PVC pi pe have been very cyclical with significant fluctuations in prices and
gross margins. Over the last ten years, there has been consolidation in PVC
resin producers and the capacity of the PVC resin producers has increased by
over 75 percent.

Capital Expenditures

During 2001, capital expenditures of approximately $1.6 million were
made in the Plastics segnent. Total capital expenditures during the five-year
period 2002-2006 are estimated to be approximately $12 nmillion.

12

MANUFACTURI NG
Gener al

Manuf acturing consists of businesses in the follow ng manufacturing
activities: production of wind towers, franme-straightening equipnent and
accessories for the auto repair industry, customplastic pallets, material and
handling trays, horticultural containers, fabrication of steel products,
contract machining, and netal parts stanping and fabrication. During 2001 three
acqui sitions were conpleted in this segnent. In February, the Conpany acquired
the stock of T. O Plastics, Inc., in Septenber the Conpany acquired the stock
of St. George Steel Fabrication, Inc., and in Novenber, the Conpany acquired the
assets and operations of Titan Steel Corporation. Titan Steel becane a division
of St. George Steel Fabrication, Inc. after the acquisition. The Conpany derived
19 percent of its consolidated operating revenues fromthis segnment in 2001, 17
percent in 2000 and 18 percent in 1999.

The following is a brief description of each of these businesses:

BTD Manufacturing, Inc. (BTD), located in Detroit Lakes, M\, is a netal
stanpi ng and tool and die manufacturer. BTD stanps, fabricates, welds
and | aser cuts metal conponents according to manufacturers'
specifications primarily for the recreation vehicle, gas fireplace,
health and fitness and enclosure industries.

Chassi s Liner Corporation, located in Al exandria and Lucan, M\,
manuf act ures and markets vehicle frame-strai ghtening equi prent and
accessories used by the auto repair industry.

DM Industries Inc. (fornerly Dakota Machine, Inc.), located in West
Fargo, ND, manufactures towers for the wind energy industry and
equi pnent for the sugar-refining industry.

Precision Machine, Inc., located in West Fargo, ND and Pelican Rapids,
M\, provides machining using CHC | athes and machining centers.

T. O Plastics, Inc., located in Mnneapolis and Cl earwater, M and



Hanpt on, SC, manufactures and sells plastic thernmofornmed products for
the horticulture industry. In addition, T. O Plastics produces
products such as clanmshel|l packing, blister packs, returnable pallets
and handling trays for shipping and storing odd-shaped or
difficult-to-handle parts for other industries.

St. George Steel Fabrication, Inc., located in St. George and Salt Lake
City, Utah, fabricates structural steel nenbers for buildings and
bridges, ductwork for the power and refining industries, conveyors and
hoppers for mining and industrial nmarkets and plate steel products for
the wind tower industry.

Conpetition

The various markets in which the Manufacturing segment entities conpete
are characterized by intense conpetition. These markets have nmany established
manuf acturers with broader product lines, greater distribution capabilities,
greater capital resources and | arger nmarketing, research and devel opment staffs
and facilities than the Conpany's manufacturing entities.

The Conpany believes the principal conpetitive factors inits
Manuf acturi ng segnment are product performance, quality, price, ease of use,
techni cal innovation, cost effectiveness, custonmer service and breadth of
product |ine. The Conpany's manufacturing entities intend to continue to conpete
on the basis of their high performance products, innovative technol ogies, cost
ef fective manufacturing techniques, close custoner relations and support and
their strategy of increasing product offerings.
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Sone of the products sold by the conpanies in the Manufacturing segnent
are purchased by conpanies in the recreational vehicle, wi nd energy and auto
repair market. A downturn in these markets coul d have an adverse inpact on the
financial results of the Conpany's manufacturing segnent.

Legi sl ation

On March 9, 2002, federal legislation was passed that extended the wi nd
energy production tax credit through the end of 2003. Passage of this tax credit
was significant to DM Industries Inc. in that it will pronote investnent in the
wi nd energy market.

Capi tal Expenditures

During 2001, capital expenditures of approximately $10.5 million were
made in the Manufacturing segnment. Total capital expenditures for the
Manuf acturing segnent during the five-year period 2002-2006 are estimated to be
approxi mately $49 mllion.

HEALTH SERVI CES
Gener al

Heal th Services consists of the DMS Health G oup, which is engaged in
the sale, service, rental, refurbishing and operation of nedical inmaging
equi prent and the sale of related supplies and accessories to various nedical
institutions. During Septenber 2001 the Conpany acquired the assets and
operations of Interim Solutions and Sales, Inc., Mdwest Mdical Diagnostics,
Inc., and Nuclear Imaging, Ltd. Interim Solutions and Sales, Inc. and M dwest
Medi cal Di agnostics, Inc. were nerged into DMS | magi ng, Inc. Nuclear |naging,
Ltd. is a subsidiary of DMS | magi ng, Inc. The Conpany derived 12 percent of its
consol i dated operating revenues fromthis segment in 2001, 11 percent in 2000
and 14 percent in 1999.

The conpani es conprising the DVMS Health Group include:

DMS Heal th Technol ogies, Inc., located in Fargo, ND, and fornally named
Di agnostic Medical Systens, Inc., sells, services and refurbishes

di agnosti ¢ medi cal inmaging equipnent and related supplies and
accessories. DMS sells radiol ogy equi pment primarily manufactured by
Philips Medical Systenms (Philips), a large nulti-national conpany based
in the Netherlands. Philips manufactures fluoroscopic, radiographic and
manmogr aphy equi pnent, along with ultrasound, conputerized tonography
(CT) scanners, magnetic resonance imaging (MRl) scanners and cardiac
cath labs. DMS is also a supplier of medical filmand related
accessories. DMS markets naminly to hospitals, clinics and nobile
service conpanies in North Dakota, South Dakota, M nnesota, Mntana and
Woni ng.

DMS | maging, Inc., a subsidiary of DVMS Health Technol ogies, Inc.

| ocated in Bemdji, M\, operates nobile and in-house diagnostic nedical
i magi ng equi pnent, including CT, MR, Positron-Enission Tonography,
nucl ear nedi ci ne services and other simlar radiol ogy services to
hospitals, clinics, long-termcare facilities and other nedical



providers located in 32 states

Conbi ned, the DM5S Health Group covers the three basics of the nedica
i magi ng industry: (1) ownership and operation of the inaging equi pment for
health care providers; (2) sale, |ease and/or mmintenance of nedical imaging
equi prent and rel ated supplies; and (3) scheduling, billing and adm nistrative
support of nedical imaging services

14

Regul ati on

The health care industry is subject to federal and state regul ation
relating to licensure, conduct of operation, ownership of facilities, addition
of facilities and services and paynent of services. There can be no assurance
that the regulatory environment in which the Health Services conpani es operate
wi Il not change significantly in the future

Nurmer ous mandat ory procedures, regul ations and safety standards
established by federal and state regulatory agencies nust be met in order to
operate the various diagnostic i magi ng devices. The states in which the
conpani es operate require that imging technol ogists be licensed or certified. A
lapse in required licenses or certifications could adversely affect the Health
Services conpani es' operations. In addition, DVMS Imaging, Inc. is currently
accredited by the Joint Conm ssion on Accreditation of Healthcare Organizations
an i ndependent, non-profit organization that accredits various types of health
care providers such as hospitals, nursing hones and providers of diagnostic
imagi ng services. In the health care industry, accreditation is needed to neet
certain Medicare certification requirements, expedite third-party paynments and
fulfill state licensure requirenents. Sone nmanaged care providers prefer to
contract with accredited organizations

In some states, a certificate of need or simlar regulatory approval is
required prior to the acquisition of high-cost capital itens or services
i ncludi ng diagnostic inmaging systenms or provision of diagnostic imaging services
by the conpanies or its customers. Certificate of need |l aws were enacted to
contain rising health care costs, prevent the unnecessary duplication of health
resources and increase patient access for health services. Certificate of need
regulations may limt or preclude the conpanies from providing diagnostic
i magi ng services or systems. Conversely, a repeal of existing certificate of
need regul ations in states where the Health Services conpani es have obtained a
certificate of need, or the issuance of a certificate of need exenption for a
conpetitor could adversely affect the Health Services conpani es' business

The Conpany nonitors devel opnents in health care law and will nodify
its operations fromtine to time as the business and regul atory environment
changes. There can be no assurance that the Conpany will be able to nmodify its
operations so as to address changes in the regul atory environnment

Rei mbur senent

The conpanies in the Health Services segnment derive nost of their
revenues directly fromhealth care providers rather than third-party payors
such as Medicare, Medicaid or private health insurance conpanies. The Health
Services' customers who are health care providers receive the majority of their
paynments fromthird-party payors. Paynments by third-party payors depend upon
their policies. Because unfavorable reinbursement policies have linmted and may
continue to limt the profit margins of hospitals and clinics the Health
Services conpanies bill directly, it may be necessary to lower fees to retain
existing custonmers and attract new ones

Conpetition

The market for selling, servicing and operating diagnostic imaging
services and i magi ng systems is highly conpetitive. In addition to direct
conpetition fromother contract providers, the conpanies within Health Services
conpete with free-standing i magi ng centers and health care providers that have
their own diagnostic imging systems and wi th equi pment manufacturers that sel
i magi ng equi pnent to health care providers for full-time installation. Some of
the direct conpetitors, which provide contract MR services, have access to
greater financial resources than the health services conpanies. In addition
sone of Health Services' custoners are capable of providing the sane services to
their patients directly, subject only to their
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decision to acquire a high-cost diagnostic imaging system assune the financia
and technol ogy risk, and enploy the necessary technol ogi es. The conpanies in the
Heal th Services segnent may al so experience greater conpetition in states that
currently have certificate of needs |aws should these | aws be repeal ed, reducing
barriers to entry in that state. The conpanies within this segment conpete



agai nst other contract providers on the basis of quality of services, quality

and magnetic field strength of immging systens, relationships with health care
providers, know edge and service quality of technol ogists, price, availability
and reliability.

Environnental, Health or Safety Laws

Positron emni ssion tonography services and sone other inmaging services
require the use of radioactive material. Wiile this material has a short life
and quickly breaks down into inert, or non-radioactive substances, using such
materials presents the risk of accidental environnental contanmi nation and
physical injury. Federal, state and |ocal regulations govern the storage, use
and di sposal of radioactive material and waste products. The Conpany believes
that its safety procedures for storing, handling and di sposing of these
hazardous materials conply with the standards prescribed by |aw and regul ation
however the risk of accidental contamination or injury fromthose hazardous
materials cannot be conpletely elininated. The conpanies in the Health Services
segnent have not had any material expenses related to environmental, health or
safety laws or regul ations

Capi tal Expenditures

During 2001 capital expenditures of approximately $3.3 nmillion were
made in the Health Services segnent. Total capital expenditures during the
five-year period 2002-2006 are estimated to be $7 million. Operating | eases are
al so used to finance the acquisition of medical equipnment used by Health
Services. Operating | ease paynments during the five-year period 2002-2006 are
estimated to be $37 nmillion

OTHER BUSI NESS OPERATI ONS
Gener a

Ot her Business Operations consists of businesses engaged in electrica
and tel ephone construction contracting, transportation, telecomunications
entertai nnent, energy services and natural gas nmarketing as well as the portion
of corporate adm nistrative and general expenses that are not allocated to the
ot her segnments. The Conpany derived 12 percent of its consolidated operating
revenues from these businesses in 2001, 13 percent in 2000 and 14 percent in
1999.

The following is a brief description of each of these businesses

Aerial Contractors, Inc., located in West Fargo, ND, constructs and
repairs overhead and underground el ectric distribution and transni ssion
lines and substations and installs underground fiber-optic, copper and
coaxi al cable for the tel ecommuni cations industry

M dwest Information Systens, Inc., headquartered in Parkers Prairie
MN, provides tel ephone, cable and internet services with over 9,700
access lines for phone, internet and cable television to hones in rura
western M nnesota communities through its subsidiaries M dwest

Tel ephone Conpany, Osakis Tel ephone Conpany, Peoples Tel ephone Conpany
of Big Fork and Data Video Systems, I|nc

Moor head El ectric, Inc., located in Morhead, M\, installs data cable
for comrercial and industrial conputer networks, underground
fiber-optic and copper cable for the tel ecormuni cations industry and
provides electrical contracting for predesigned retail, comrercial and
industrial sites
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O ter Tail Energy Services Conpany, headquartered in Fergus Falls, M
was established in 1997 to pursue opportunities in the natural gas and
electricity nmarkets. It offers technical services, engineering
services, performance-based service contracting and financial services
related to these products. In addition it installs, arranges financing
for and nmintains nunicipal and institutional |ighting systems and
retrofits plumbing fixtures to help large institutional custoners
conserve water. Otter Tail Energy Services Conpany owns one subsidiary
O ter Tail Energy Managenent Conpany, which is a nmarketer of natura
gas to comrercial and institutional custoners in lowa, South Dakota
Nort h Dakota and M nnesota

E. W Wlie Corporation (Wlie), located in Fargo, ND, is a contract
and conmon carrier operating a fleet of tractors and trailers in 48
states and 6 Canadi an provinces.

General Regul ation
The tel ephone subsidiaries are subject to the regulatory authority of

the MPUC regarding rates and charges for tel ephone services, as well as other
matters. The tel ephone subsidiaries nust keep on file with the MPUC schedul es of



such rates and charges, and any requests for changes in such rates and charges

must be filed for approval by the MPUC. The tel ephone industry is al so subject

generally to rules and regul ations pronul gated by the FCC. The cable tel evision
subsidiary is regulated by federal and |ocal authorities.

Conpetition

Each of the businesses in O her Business Operations is subject to
conpetition, as well as the effects of general economic conditions, in their
respective industries. The trucking industry, in which Wlie conpetes, is highly
conpetitive. Wlie conpetes primarily with other short- to medi um haul, flatbed
truckl oad carriers, internal shipping conducted by existing and potenti al
custonmers and, to a |l esser extent, railroads. Conpetition for the freight
transported by Wlie is based primarily on service and efficiency and to a
| esser degree, on freight rates. There are other trucking conpani es that have
greater financial resources, operate nore equipnment or carry a |arger volune of
freight than Wlie and these conpani es conpete with Wlie for qualified drivers.

Capital Expenditures

During 2001, capital expenditures of approximately $3.2 million were
made in Other Business Operations. Capital expenditures during the five-year
period 2002-2006 are estimated to be approximately $24 nmillion for O her
Busi ness Operati ons.

FI NANCI NG

The Conpany estimates funds internally generated net of forecasted
di vi dend paynments, conmbined with funds on hand, will be sufficient to neet
schedul ed debt retirements and al nost conpletely provide for its estimted 2002
t hrough 2006 consolidated capital expenditures. Reduced demand for electricity
or in the products manufactured and sold by the Conpany could have an effect on
funds internally generated. Additional short-termor long-termfinancing will be
required in the period 2002 through 2006 in order to conplete the planned
capital expenditures, in the event the Conpany decides to refund or retire early
any of its presently outstanding debt or Cunulative Preferred Shares, to
conpl ete acqui sitions, or for other corporate purposes.

The foregoing estimates of capital expenditures and funds internally generated
may be subject to substantial changes due to unforeseen factors, such as changed
econoni ¢ conditions, interest rates, demand for energy,
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availability of energy within the power pool, cost of capacity charges relative
to cost of new generation, conpetitive conditions, technol ogical changes,

acqui sitions or divestitures of subsidiary conpanies, new environnental and

ot her governnental regulations, tax |law changes and utility regulation. There

can be no assurance that any additional required financing will be avail able
t hrough bank borrow ngs, debt or equity financing or otherwi se, or that if such
financing is available, it will be available on ternms acceptable to the Conpany.

The Conpany has access to short-term borrow ng resources. As of
Decenmber 31, 2001, the Conpany had unused credit lines totaling $42.0 million.

EMPLOYEES

The Conpany had approxi mately 2,626 full-time enpl oyees at Decenber 31,
2001. A total of 430 enployees are represented by |ocal unions of the
I nternational Brotherhood of Electrical Wrkers, of which 354 are enpl oyees of
the Electric segnment and are covered by a three-year |abor contract expiring
Novenber 1, 2002. The Conpany has not experienced any strike, work stoppage, or
strike vote, and considers its present relations with enployees as very good.

Forward Looking Information - Safe Harbor Statenent Under the Private
Securities Litigation Reform Act of 1995

In connection with the "safe harbor" provisions of the Private
Securities Litigation Reform Act of 1995 (the Act), the Conpany has filed
cautionary statenments identifying inportant factors that coul d cause the
Conpany's actual results to differ materially fromthose discussed in forward-
| ooki ng statenents nmade by or on behalf of the Conpany. When used in this Form
10-K and in future filings by the Conmpany with the Securities and Exchange
Conmmi ssion, in the Conpany's press releases and in oral statements, words such
as "may", "will", "expect", "anticipate", "continue", "estimte", "project",
"believes" or similar expressions are intended to identify forward-I| ooking
statements within the nmeaning of the Act. Factors that m ght cause such
differences include, but are not limted to, governmental and regulatory action,
the conpetitive environment, econom c factors, weather conditions and other
factors discussed under "Factors affecting future earnings" on pages 26 and 27
of the Conpany's 2001 Annual Report to Shareholders, filed as an Exhibit hereto.
These factors are in addition to any other cautionary statenents, witten or



oral, which nmay be made or referred to in connection with any such
forward-1 ooking statenent or contained in any subsequent filings by the Conpany
with the Securities and Exchange Conmi ssion.

Item 2. PROPERTI ES

The Coyote Station, which commenced operation in 1981, is a 414,000 kw
(narmepl ate rating) mne-nouth plant located in the lignite coal fields near
Beul ah, North Dakota and is jointly owned by the Utility, Northern Minicipal
Power Agency, Montana-Dakota Utilities Co. and Northwestern Public Service
Conpany. The Utility owns 35 percent of the plant and on July 1, 1998, becane
the operating agent of the Coyote Station.

The Utility, jointly with Northwestern Public Service Conpany and
Mont ana- Dakota Utilities Co., owns the 414,000 kw (naneplate rating) Big Stone
Plant in northeastern South Dakota which commenced operation in 1975. The
Uility is the operating agent of Big Stone Plant and owns 53.9 percent of the
pl ant.

Located near Fergus Falls, Mnnesota, the Hoot Lake Plant is conprised
of three separate generating units with a conbined nanmepl ate rating of 127,000
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kw. The ol dest Hoot Lake Plant generating unit was constructed in 1948 (7,500 kw
nanepl ate rating) and a subsequent unit was added in 1959 (53,500 kw nanepl ate
rating). Athird unit was added in 1964 (66,000 kw nanmepl ate rating) and |ater
nodi fied during 1988 to provide cycling capability, allowing this unit to be
nore efficiently brought on-line froma standby node.

At Decenber 31, 2001, the Utility's transmssion facilities, which are
interconnected with lines of other public utilities, consisted of 48 niles of
345 kv lines; 363 mles of 230 kv lines; 727 mles of 115 kv lines; and 4, 146
mles of |lower voltage lines, principally 41.6 kv. The Utility owns the uprated
portion of the 48 mles of the 345 kv line, with M nnkota Power Cooperative
retaining title to the original 230 kv construction.

In addition to the properties nmentioned above, the Conpany owns and has
investnents in offices and service buildings. Through Varistar, the Conpany owns
facilities and equi pment used to manufacture PVC pi pe and perform netal
stanpi ng, fabricating and contract machining; construction equi pnent and tools;
medi cal imaging equiprment; a fleet of flatbed trucks and trailers; and the
infrastructure to maintain approximately 9,700 access lines for phone, internet
and cable television in its tel econmunicati on conpani es.

Managenent of the Conpany believes the facilities and equi pnent
descri bed above are adequate for the Conpany's present businesses.

Al of the Conpany's electric utility properties, with mnor
exceptions, are subject to the Ilien of the Conpany's Indenture of Mrtgage dated
July 1, 1936, as anmended and suppl emented, securing its First Mrtgage Bonds.
Al'l of the common shares of the conpanies owned by Varistar are pledged to
secure indebtedness of Varistar.

Item 3. LEGAL PROCEEDI NGS

Not Applicable.

Item 4. SUBM SSION OF MATTERS TO A VOTE OF SECURI TY HOLDERS

No matters were submitted to a vote of security holders during the
t hree nont hs ended Decenber 31, 2001.

Item 4A. EXECUTI VE OFFI CERS OF THE REG STRANT (AS OF MARCH 1, 2002)

Set forth belowis a sunmary of the principal occupations and busi ness
experience during the past five years of executive officers of the Conpany:

DATES ELECTED

NAME AND AGE TO OFFI CE PRESENT POSI TI ON AND BUSI NESS EXPERI ENCE
John C. MacFarl ane (62) 4/ 9/ 01 Present: Chairman and
Chi ef Executive Oficer
Prior to
4/ 9/ 01 Chai rman, President and Chief

Executive O ficer

John D. Erickson (43) 4/ 9/ 01 Present: President



4/ 10/ 00 Executive Vice President, Chief
Fi nancial Oficer and

Treasurer
10/ 26/ 98 Vice President, Finance and
Chi ef Financial Oficer
Prior to
10/ 26/ 98 Director, Market Strategies &
Regul ation
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Douglas L. Kjellerup (60) 4/10/00 Present: Vice President, Chief
Operating Oficer
Energy Delivery
2/ 1/ 99 Chi ef Operating Oficer, Energy Delivery;
Vice President, Marketing and
Devel opnent
Prior to
2/ 1/ 99 Vice President, Marketing and
Devel opnent
George A. Koeck (49) 4/ 10/ 00 Present: Corporate Secretary
and General Counsel
8/ 2/ 99 General Counsel
Prior to
8/ 2/ 99 Partner, Dorsey & \Whitney LLP
Lauris N. Ml bert (44) 4/ 9/ 01 Present: Executive Vice President,
Cor por at e Devel opnent and
Vari star President and Chief
Operating O ficer
4/ 10/ 00 Vice President, Chief Operating Oficer,
Varistar; President and Chief
Operating Oficer,
Vari star Corporation
Prior to
4/ 10/ 00 Presi dent and Chief Operating O ficer,
Vari star Corporation
Kevin G Mug (42) 4/ 9/ 01 Present: Chief Financial Oficer and
Treasurer
Prior to
4/9/ 01 Vari star Chief Financial O ficer and
Treasurer
Ward L. Uggerud (53) 4/ 10/ 00 Present: Vice President,
Chi ef Operating Oficer
Energy Supply
2/ 1/ 99 Chi ef Operating Oficer, Energy Supply;
Vice President, Operations
Prior to
2/ 1/ 99 Vice President, Operations

The term of office of each of the officers is one year. Any officer
el ected nmay be renpved by the vote of the Board of Directors at any time during
the term

PART ||

Item5. MARKET FOR THE REG STRANT' S COMMON EQUI TY AND RELATED STOCKHOLDER
MATTERS

The infornmation required by this Itemis incorporated by reference to
the first sentence under "Otter Tail Corporation stock listing" on Page 52, to
"Sel ected consolidated financial data" on Page 19 and to "Quarterly information"
on Page 47 of the Conpany's 2001 Annual Report to Shareholders, filed as an
Exhi bit hereto.
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Item 6. SELECTED FI NANCI AL DATA

The infornation required by this Itemis incorporated by reference to
"Sel ected consolidated financial data" on Page 19 of the Conpany's 2001 Annual



Report to Sharehol ders, filed as an Exhibit hereto.

Item 7. MANAGEMENT' S DI SCUSSI ON AND ANALYSI S OF FI NANCI AL CONDI TI ON AND RESULTS
OF OPERATI ONS

The infornation required by this Itemis incorporated by reference to
"Managenent's discussion and anal ysis of financial condition and results of
operations" on Pages 20 through 29 of the Conmpany's 2001 Annual Report to
Sharehol ders, filed as an Exhibit hereto.

Item 7A. QUANTI TATI VE AND QUALI TATI VE DI SCLOSURES ABOUT MARKET RI SK

The information required by this Itemis incorporate by reference to
"Quantitative and qualitative disclosures about market risk" on Pages 28 and 29
of the Conpany's 2001 Annual Report to Shareholders, filed as an Exhibit hereto.

Item 8. FINANCI AL STATEMENTS AND SUPPLEMENTARY DATA

The information required by this Itemis incorporated by reference to
"Quarterly information" on Page 47 and the Conpany's audited financi al
statements on Pages 29 through 46 of the Conpany's 2001 Annual Report to
Shar ehol ders excl udi ng "Report of Managenent" on Page 29, filed as an Exhibit
hereto.

Item 9. CHANGES I N AND DI SAGREEMENTS W TH ACCOUNTANTS ON ACCOUNTI NG AND
FI NANCI AL DI SCLOSURE

None.

PART 111
Item 10. DI RECTORS AND EXECUTI VE OFFI CERS OF THE REG STRANT

The infornation required by this Itemregarding Directors is
incorporated by reference to the infornation under "Election of Directors"” in
the Conpany's definitive Proxy Statement dated March 1, 2002. The information
regardi ng executive officers is set forth in Item4A hereto. The information
regarding Section 16 reporting is incorporated by reference to the infornation
under "Section 16(a) Beneficial Omership Reporting Conpliance" in the Conpany's
definitive Proxy Statement dated March 1, 2002.

Item 11. EXECUTI VE COVPENSATI ON

The information required by this Itemis incorporated by reference to

the information under "Summary Conpensation Table," "Options/SAR Grants in |ast
Fi scal Year," "Aggregated Option/ SAR Exercises in Last Fiscal Year and Fiscal
Year - End Options/ SAR Val ues," "Pension and Suppl enental Retirenment Plans,"

"Severance and Enpl oynent Agreenents,"” and "Director Conpensation" in the
Conpany's definitive Proxy Statenent dated March 1, 2002.

Item 12. SECURI TY OAMNERSHI P OF CERTAI N BENEFI Cl AL OANERS AND MANAGEMENT
The information required by this Itemis incorporated by reference to
the information under "Qutstanding Voting Shares" and "Managenment's Security
Omner ship" in the Conpany's definitive Proxy Statement dated March 1, 2002.
21
Item 13. CERTAI N RELATI ONSHI PS AND RELATED TRANSACTI ONS
None.
PART |V
Item 14. EXH BI TS, FI NANCI AL STATEMENT SCHEDULES AND REPORTS ON FORM 8- K
(a) List of documents filed:
(1) and (2) See Table of Contents on Page 24 hereof.
(3) See Exhibit Index on Pages 25 through 30 hereof.
Pursuant to Item 601(b)(4)(iii) of Regulation S-K,
copies of certain instrunents defining the rights of
hol ders of certain long-term debt of the Conpany are
not filed, and in lieu thereof, the Conpany agrees to
furni sh copies thereof to the Securities and Exchange
Conmi ssi on upon request.

(b) Reports on Form 8-K:

None
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SI GNATURES

Pursuant to the requirenments of Section 13 or 15(d) of the Securities
Exchange Act of 1934, the registrant has duly caused this report to be signed on
its behalf by the undersigned thereunto duly authorized.

OTTER TAI L CORPORATI ON

By /sl Kevin G Mug
Kevin G Mug
Chi ef Financial Oficer and Treasurer

Dated: March 27, 2002

Pursuant to the requirements of the Securities Exchange Act of 1934,
this report has been signed bel ow by the followi ng persons on behalf of the
registrant and in the capacities and on the dates indicated:

Signature and Title

John C. MacFarl ane
Chai rman and
Chi ef Executive Officer
(principal executive officer)
and Director

Kevin G Moug
Chief Financial Officer and Treasurer
(principal financial and accounting officer)
By /s/John D. Erickson
John D. Erickson
Pro Se and Attorney-in Fact
Dat ed March 27, 2002

Thomas M Brown, Director
Dennis R Emmen, Director
Maynard D. Hel gaas, Director
Arvid R Liebe, Director
Kenneth L. Nel son, Director
Nat han |. Partain, Director

Gary J. Spies, Director

NN NN NN NN NN NN NN N N NN N N NN NN NN

Robert N. Spolum Director
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OTTER TAI L CORPORATI ON
TABLE OF CONTENTS
FI NANCI AL STATEMENTS, SUPPLEMENTARY FI NANCI AL DATA, SUPPLEMENTAL FI NANCI AL
SCHEDULES | NCLUDED | N ANNUAL REPORT (FORM 10-K) FOR THE YEAR ENDED
DECEMBER 31, 2001

The following items are included in this annual report by reference to the
registrant's Annual Report to Sharehol ders for the year ended Decenber 31, 2001:

Page in
Annual

Report to
Shar ehol der s

Fi nanci al Statenents:
I ndependent Audi tOrsS' ReEPOIt . .. ... 29
Consol i dat ed Bal ance Sheets, Decenber 31, 2001 and 2000................. 30 & 31

Consol i dated Statenments of Incone for the Three Years
Ended Decenmber 31, 20001. .. .. ... .. e 32

Consol i dated Statenents of Common Sharehol ders' Equity for the
Three Years Ended Decenber 31, 2001. .. ... ... .. it 33



Consol i dated Statenents of Cash Flows for the Three Years
Ended Decenmber 31, 2001. ... ... ... 34

Consol i dated Statenents of Capitalization, December 31, 2001
ANd 2000 . .. 35

Notes to Consolidated Financial Statements..................c.iieiino... 36- 47

Sel ect ed Consolidated Financial Data for the Five Years

Ended Decenmber 31, 2001. ... ... ...t 19

Quarterly Data for the Two Years Ended

Decenber 31, 2000 . ... 47

Schedul es are onmitted because of the absence of the conditions under which they
are required, because the anpunts are insignificant or because the infornation
required is included in the financial statements or the notes thereto.

4-D-7

10-A
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EXHI BI T | NDEX
TO
ANNUAL REPORT
ON FORM 10-K
FOR YEAR ENDED DECEMBER 31, 2001

PREVI QUSLY FI LED

AS
EXHI BI T
FI LE NO. NO.
8-K 3 --Restated Articles of
dated 4/10/01 I ncorporation, as anended
(including resolutions
creating outstanding series
of Cumul ative Preferred Shares).
33-46071 4-B --Byl aws as anmended through
April 11, 1988.
2-14209 2-B-1 --Twenty- First Suppl enent al
I ndenture fromthe Conpany to
First Trust Conpany of Saint
Paul and Russel M Collins, as
Trustees, dated as of July 1,
1958.
2-14209 2-B-2 --Twenty- Second Suppl enent al
I ndenture dated as of
July 15, 1958.
33- 32499 4-D-7 --Thirty-Second Suppl enent al
I ndenture dated as of
January 18, 1974.
8- K dat ed 4-D- 15 --Forty-Fifth Suppl enent al
7124192 I ndenture dated as of
July 1, 1992.
8- A dated 1 --Rights Agreenent, dated as of
1/ 28/ 97 January 28, 1997 (the Rights
Agreenment), between the
Conmpany and Norwest Bank M nnesota,
Nati onal Association.
8- A/ A dated 1 --Anendnment No. 1, dated as of
9/ 29/ 98 August 24, 1998, to the Rights
Agr eenent .
--Note Purchase Agreenent
dated as of Decenber 1,
2001.
2-39794 4-C --Integrated Transm ssion

Agreenent dated August 25,
1967, between Cooperative
Power Associ ation and the
Conpany.



10-A-1

10-A-2

10-C-1

10-C-2

10-C-3

10-C-4

10-C-5

10-C-6

10-D

10-E-1

10-E-2

10-E-3

10-E-4

PREVI QUSLY FI LED

10-K for year
ended 12/31/92

10-K for year
ended 12/31/92

2-55813

2-55813

2-55813

10-K for year
ended 12/31/91

10-K for year
ended 12/31/92

10-K for year
ended 12/31/93

2-55813

2-55813

2-62815
10-K for year
ended 12/31/89

10-K for year
ended 12/31/90

PREVI QUSLY FI LED

- 25-

AS
EXH BI T
NO.

10-A-2

5-E-1

5-E-2

10-C-4

10-CG-5

10-C-6

5-E-1

10-E-3

10-E-4

- 26-

--Amendnment No. 1, dated as
of September 6, 1979, to

I ntegrated Transm ssion
Agreenment, dated as of
August 25, 1967, between
Cooperative Power Associ a-
tion and the Conpany.

--Amendnent No. 2, dated as of
Novenber 19, 1986, to Integ-
rated Transm ssion Agreenent
bet ween Cooperative Power
Associ ation and the Conpany.

--Contract dated July 1, 1958,
bet ween Central Power Elec-
tric Corporation, Inc.,

and t he Conpany.

- - Suppl enent Seven dat ed
Novenber 21, 1973.

(Suppl enents Nos. One

t hrough Si x have been super-
seded and are no longer in
effect.)

--Anmendnment No. 1 dated
Decenber 19, 1973, to
Suppl enent Seven.

--Anendnment No. 2 dated
June 17, 1986, to Supple-
ment Seven.

--Amendnent No. 3 dated
June 18, 1992, to Supple-
ment Seven.

--Anendnment No. 4 dated
January 18, 1994, to Supple-
ment Seven.

--Contract dated April 12,
1973, between the Bureau of
Recl anati on and the Conpany.

--Contract dated January 8,
1973, between East River

El ectric Power Cooperative
and the Conpany.

- - Suppl enent One dat ed
February 20, 1978.

- - Suppl emrent Two dat ed
June 10, 1983.

--Suppl ement Three dated
June 6, 1985.



AS

EXHI BI T
FI LE NO. NO.
10-E-5 10-K for year 10-E-5 --Suppl erent No. Four, dated
ended 12/31/92 as of Septenber 10, 1986.
10-E-6 10-K for year 10-E-6 --Suppl erent No. Five, dated
ended 12/31/92 as of January 7, 1993.
10-E-7 10-K for year 10-E-7 --Suppl erent No. Six, dated
ended 12/31/93 as of Decenber 2, 1993.
10-F 10-K for year 10-F --Agreenment for Sharing
ended 12/31/89 Omner shi p of Generating
Pl ant by and between the
Conpany, Mont ana- Dakot a
Utilities Co., and North-
western Public Service
Conmpany (dated as of
January 7, 1970).
10-F-1 10-K for year 10-F-1 --Letter of Intent for pur-
ended 12/31/89 chase of share of Big Stone
Pl ant from Northwestern
Public Service Conpany
(dated as of May 8, 1984).
10-F-2 10-K for year 10-F-2 --Suppl enental Agreement No. 1
ended 12/31/91 to Agreenent for Sharing
Ownership of Big Stone Pl ant
(dated as of July 1, 1983).
10-F-3 10-K for year 10-F-3 --Suppl ement al Agreenent No. 2
ended 12/31/91 to Agreenent for Sharing
Ownership of Big Stone Pl ant
(dated as of March 1, 1985).
10-F- 4 10-K for year 10-F-4 --Suppl ement al Agreenent No. 3
ended 12/31/91 to Agreenent for Sharing
Omnership of Big Stone Plant
(dated as of March 31, 1986).
10-F-5 10-K for year 10-F-5 --Amendnent | to Letter of
ended 12/ 31/ 92 Intent dated May 8, 1984, for
purchase of share of Big Stone
Pl ant .
10-G 10-Q for quarter 10-B --Big Stone Plant Coal Agreenents
ended 09/30/01 by and between the Conpany, Northwestern
Public Service, Montana-Dakota
Utilities Co., and RAG Coal West, Inc.
(dated as of Septenber 28, 2001).
-27-
PREVI QUSLY FI LED
AS
EXHI BI T
FI LE NO. NO.
10-H 2-61043 5-H --Agreenent for Sharing Owner-
ship of Coyote Station
Generating Unit No. 1 by and
bet ween the Conpany, M nnkota
Power Cooperative, Inc.,
Mont ana- Dakota Utilities Co.,
Nort hwestern Public Service
Conpany, and M nnesota Power
& Light Conpany (dated as of
July 1, 1977).
10-H 1 10-K for year 10-H1 --Suppl ement al Agreenent No.
ended 12/31/89 One dated as of Novenber 30,

1978, to Agreenment for Sharing
Ownershi p of Coyote Cenerating
Unit No. 1.



10-H-2

10-H-3

10-H 4

10-H-5

10-1

10-1-1

10-1-2

10-1-3

10-1-4

10-1-5

10-K

10-K-1

10-K for year
ended 12/31/89

10-K for year

ended 12/31/89

10-K for year
ended 12/31/92

10-Q for quarter
ended 9/30/01

2-63744

10-K for year
ended 12/31/92

10-H-2

10-H-3

10- H 4

10-A

10-1-1

-28-

PREVI QUSLY FI LED

10-K for year
ended 12/31/92

10-K for year
ended 12/31/92

10-Q for quarter
ended 6/30/93

10-K for year
ended 12/31/91

10-Q for quarter
ended 9/30/99

AS
EXH BI T
NO.

10-1-3

19-A

10-K

10

-- Suppl ement al Agreenent No.
Two dated as of March 1, 1981,
to Agreenment for Sharing
Ownership of Coyote Cenerating
Unit No. 1 and Anendnent No. 2
dated March 1, 1981, to Coyote
Pl ant Coal Agreenent.

--Amendnent dated as of

July 29, 1983, to Agreenent
for Sharing Omnership of
Coyote Generating Unit No. 1.

--Agreenent dated as of Sept.
5, 1985, containi ng Amendnent
No. 3 to Agreenent for Sharing
Ownership of Coyote Generating
Unit No.1l, dated as of July 1,
1977, and Amendnent No. 5 to
Coyote Pl ant Coal Agreenent,
dated as of January 1, 1978.

--Amendnent dated as of

June 14, 2001, to Agreenent for
Shari ng Oanership of

Coyote Cenerating Unit No. 1.

--Coyote Plant Coal Agreenent
by and between the Conpany,
M nnkot a Power Cooperative,
Inc., Montana-Dakota
Utilities Co., Northwestern
Publ i c Service Conpany,

M nnesota Power & Light
Conpany, and Knife River

Coal M ning Conpany (dated
as of January 1, 1978).

--Addendum dated as of March
10, 1980, to Coyote Pl ant
Coal Agreenent.

--Amendnent (No. 3), dated as
of May 28, 1980, to Coyote
Pl ant Coal Agreenent.

--Fourth Anmendnent, dated as
of August 19, 1985, to
Coyote Pl ant Coal Agreenent.

--Sixth Arendnent, dated as of
February 17, 1993, to Coyote
Pl ant Coal Agreenent.

--Agreenent and Consent to
Assi gnment of the Coyote Plant
Coal Agreenent.

--Diversity Exchange Agreenent
by and between t he Conpany
and Northern States Power
Conpany, (dated as of My

21, 1985) and anendnent
thereto (dated as of August
12, 1985).

--Power Sal es Agreenent
bet ween the Conpany and
Mani t oba Hydro Electric
Board (dated as of July 1,



10-L

10-L-1

10-M

10-N-1

10-N-2

10-N-3

10-N-4

10-N-5

10-N-6

10-N-7

10-N-8

10-N-9

13-A

21-A

23

24-A

10-K for year
ended 12/31/91

10-K for year
ended 12/31/88

10-K for year
ended 12/31/99

10-Q for quarter
ended 06/30/00

10-K for year
ended 12/31/94

10-K for year
ended 12/31/99

10-L

10-L-1

10-M

10

10-N-2

10-N-3

-29-

PREVI QUSLY FI LED

10-K for year
ended 12/31/93

10-K for year
ended 12/31/93

10-K for year
ended 12/31/98

10-K for year
ended 12/31/98

AS
EXH BI T
NO.

10-N-6

10-N-6

10-N-7

1999) .

--Integrated Transm ssion
Agreenent by and between the
Conpany, M ssouri Basin

Muni ci pal Power Agency and
Western M nnesota Muini ci pal
Power Agency (dated as of
March 31, 1986).

--Amendnent No. 1, dated as
of Decenber 28, 1988, to

I ntegrated Transm ssion
Agreenment (dated as of
March 31, 1986).

--Hoot Lake Coal Transportation
Agreenment by and between the
Conpany and The Burlington
Northern and Santa Fe

Rai | way Conpany (dated as

of July 19, 1999).

--Deferred Conpensation Plan
for Directors, as anmended and restated,
dated June 21, 2000.*

--Executive Survivor and Sup-
pl emental Retirenent Plan,
as anended. *

--Form of Severance
Agreement . *

--Nonqualified Profit Sharing
Pl an. *

--Nonqual i fied Retirenent
Savi ngs Pl an. *

--1999 Enpl oyee Stock
Pur chase Pl an.

--1999 Stock Incentive Plan.*

- - Enpl oyment Contract, dated
January 1, 1999, between Varistar
Corporation and Lauris Ml bert.*

--Letter Agreenent, dated
August 30, 1996, between
M d- St at es Devel opnent,
Inc. and Kevin Mug, as
amended by letter
agreenent, dated July 12,
2000, between Varistar
Cor poration and Kevin
Moug. *

--Portions of 2001 Annual
Report to Sharehol ders
incorporated by reference

in this Form 10-K.
--Subsidiaries of Registrant.

--Consent of Deloitte & Touche LLP.

--Powers of Attorney.



* Managenent contract or conpensatory plan or arrangenent required to be filed
pursuant to Item 601(b)(10)(iii)(A) of Regulation S-K
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Section 2: EX-4.D.7 (NOTE PURCHASE AGREEMENT)

EXH BIT 4-D-7

OTTER TAI L CORPORATI ON

$90, 000, 000 6.63% Seni or Notes due Decenber 1, 2011

Dat ed as of Decenber 1, 2001
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OTTER TAI L CORPORATI ON
3203 32ND AVENUE S. W
FARGO, NORTH DAKOTA 58106- 9156

$90, 000, 000 6.63% Seni or Notes, due Decenmber 1, 2011

Dat ed as of
Decenber 1, 2001

TO THE PURCHASERS LI STED I N
THE ATTACHED SCHEDULE A:

Ladi es and Gentl enen:

OTTER TAI L CORPORATION, a M nnesota corporation (the "Conpany"), agrees
with the Purchasers named on Schedule A (the "Purchasers") as follows:

SECTI ON 1. AUTHORI ZATI ON OF NOTES.

The Conpany will authorize the issue and sal e of $90, 000,000 aggregate
principal ampunt of its 6.63% Senior Notes due Decenber 1, 2011 (the "Notes")
such termto include any such notes issued in substitution therefor pursuant to
Section 13 of this Agreenent). The Notes shall be substantially in the form set
out in Exhibit 1 with such changes therefrom if any, as nmay be approved by the
Purchasers and the Conpany. Certain capitalized terns used in this Agreenent are
defined in Schedule B; references to a "Schedule" or an "Exhibit" are, unless
ot herwi se specified, to a Schedule or an Exhibit attached to this Agreenent.

The payment by the Conpany of all ampunts due with respect to the Notes
and the performance by the Conpany of its obligations under this Agreenent
described in Section 2 below will be unconditionally guaranteed by all
Subsi di ari es designated on Schedule 5.4 as Guarantors (the "Subsidiary
Guarantors") under the Cuaranty Agreenment dated as of Decenber 1, 2001 (the
"Guaranty Agreenent") from such Subsidiary Guarantors, which Guaranty Agreenent
shall be in the formattached hereto as Exhibit 2.

SECTI ON 2. SALE AND PURCHASE OF NOTES.

Subject to the terms and conditions of this Agreenent, the Conpany will
issue and sell to each Purchaser and each Purchaser will purchase fromthe
Conpany, at the Closing provided for in Section 3, Notes in the principal anpunt
speci fied opposite such Purchaser's nane in Schedule A at the purchase price of
100% of the principal anpunt thereof. The obligation of each Purchaser hereunder
is several and not joint, and no Purchaser shall have any liability to any
Person for the performance or nonperformance by any other Purchaser.

Oter Tail Corporation Not e Purchase Agreenent



SECTI ON 3. CLCSI NG

The sal e and purchase of the Notes to be purchased by the Purchasers
shall occur at the offices of Chapman and Cutler, 111 West Monroe Street,
Chi cago, Illinois 60603, at 10:00 A.M Chicago tinme, at a closing (the
"Closing") on Decenber 27, 2001 or on such other Business Day thereafter on or
prior to Decenber 28, 2001 as may be agreed upon by the Conpany and the
Purchasers. At the Closing the Conpany will deliver to each Purchaser the Notes
to be purchased by such Purchaser in the formof a single Note (or such greater
nunber of Notes in denonminations of at |east $100,000 as such Purchaser may
request) dated the date of the Closing and registered in such Purchaser's nane
(or in the nane of such Purchaser's nom nee), against delivery by such Purchaser
to the Conpany or its order of inmediately available funds in the anpunt of the
purchase price therefor by wire transfer of imediately available funds for the
account of the Conmpany to account nunber 163095559403 at U.S. Bank N. A., Fargo,
North Dakota, ABA No. 091300023. If at the Closing the Conpany shall fail to
tender such Notes to a Purchaser as provided above in this Section 3, or any of
the conditions specified in Section 4 shall not have been fulfilled to a
Purchaser's satisfaction, such Purchaser shall, at such Purchaser's election, be
relieved of all further obligations under this Agreenent, without thereby
wai ving any rights such Purchaser nmy have by reason of such failure or such
nonful fillment.

SECTI ON 4. CONDI TI ONS TO CLGSI NG

Each Purchaser's obligation to purchase and pay for the Notes to be
sold to such Purchaser at the Closing is subject to the fulfillment to such
Purchaser's satisfaction, prior to or at the Closing, of the followng
condi tions:

Section 4.1. Representations and Warranties. The representations and
warranties of the Conpany in this Agreenent shall be correct when made and at
the time of the C osing.

Section 4.2. Performance; No Default. (a) The Conpany shall have
perfornmed and conplied with all agreements and conditions contained in this
Agreement required to be perforned or conplied with by it prior to or at the
Closing, and after giving effect to the issue and sale of the Notes (and the
application of the proceeds thereof as contenplated by Schedule 5.14), no
Default or Event of Default shall have occurred and be continuing. Neither the
Conpany nor any Subsidiary shall have entered into any transaction since the
date of the Menorandum that woul d have been prohibited by Section 10 hereof had
such Sections applied since such date.

(b) The Subsidiary Guarantors shall have performed all of their
obligati ons under the Guaranty Agreenent which are to be performed on or prior
to the C osing.

Section 4.3. Conpl i ance Certificates.

(a) Oficer's Certificate. The Conpany shall have delivered to such
Purchaser an Officer's Certificate, dated the date of the Cosing, certifying
that the conditions specified in Sections 4.1, 4.2 and 4.9 have been fulfilled.
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(b) Secretary's Certificate. The Conpany shall have delivered to
such Purchaser a certificate certifying as to the resolutions attached thereto
and ot her corporate proceedings relating to the authorization, execution and
delivery of (i) the Notes and the Agreenents by the Conpany and (ii) the
Guaranty Agreenent by the Subsidiary Guarantors.

Section 4.4. Opinions of Counsel. Such Purchaser shall have received
opinions in formand substance satisfactory to such Purchaser, dated the date of
the Closing (a) from Dorsey & Wiitney LLP, counsel for the Conpany, covering the
matters set forth in Exhibit 4.4(a) and covering such other matters incident to
the transactions contenpl ated hereby as such Purchaser or such Purchaser's
counsel mmy reasonably request, (b) fromthe General Counsel of the Conpany
covering the matters set forth in Exhibit 4.4(b) and covering such other matters
incident to such transactions as such Purchaser or such Purchaser's counsel nay
reasonably request and (c) from Chapman and Cutler, the Purchasers' special
counsel in connection with such transactions, substantially in the form set
forth in Exhibit 4.4(c) and covering such other matters incident to such
transactions as such Purchaser or such Purchaser's counsel may reasonably
request.



Section 4.5. Purchase Permitted by Applicable Law, etc. On the date of
the Closing each purchase of Notes shall (i) be permtted by the | aws and
regul ations of each jurisdiction to which such Purchaser is subject, wthout
recourse to provisions (such as Section 1405(a)(8) of the New York |nsurance
Law) permitting limted investments by insurance conpani es without restriction
as to the character of the particular investrment, (ii) not violate any
applicable law or regulation (including, without limtation, Regulation T, U or
X of the Board of Governors of the Federal Reserve System) and (iii) not subject
such Purchaser to any tax, penalty or liability under or pursuant to any
applicable Iaw or regul ation, which law or regulation was not in effect on the
date hereof. |If requested by any Purchaser, such Purchaser shall have received
an Officer's Certificate certifying as to such matters of fact as such Purchaser
may reasonably specify to enable such Purchaser to determ ne whether such
purchase is so permtted.

Section 4.6. Sale of Other Notes. The Conpany shall have consummated
the sale of the entire principal amunt of the Notes scheduled to be sold at the
Closing as specified in Schedule A

Section 4.7. Payment of Special Counsel Fees. Wthout limting the
provisions of Section 15.1, the Conpany shall have paid on or before the C osing
the reasonabl e fees, charges and disbursenents of the Purchasers' special
counsel referred to in Section 4.4 to the extent reflected in a statement of
such counsel rendered to the Conpany at |east two Business Days prior to the
Cl osi ng.

Section 4.8. Private Placement Number. A Private Placenment Nunber
i ssued by Standard & Poor's CUSIP Service Bureau (in cooperation with the
Securities Valuation Office of the National Association of I|Insurance
Conmi ssi oners) shall have been obtained for the Notes.

Section 4.9. Changes in Corporate Structure. Except as specified in
Schedul e 4.9, the Conpany shall not have changed its jurisdiction of
incorporation or been a party to any nerger
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or consolidation and shall not have succeeded to all or any substantial part of
the liabilities of any other entity, at any tinme following the date of the nost
recent financial statenents referred to in Schedule 5.5.

Section 4.10. Guaranty Agreenent. The Guaranty Agreenment shall have been
duly authorized, executed and delivered by each Subsidiary Guarantor, shall
constitute the legal, valid and binding contract and agreenent of each of the
Subsi di ary Guarantors and shall be enforceabl e agai nst each Subsidiary Guarantor
in accordance with its terms.

Section 4.11. Funding Instruction Letter. Each Purchaser shall have
received at |east three Business Days prior to the Closing Date a letter from
the Conpany on its letterhead setting forth the wire transfer instructions for
the payment by such Purchaser of the purchase price of the Notes to be purchased
by such Purchaser.

Section 4.12. Proceedings and Docunments. All corporate and other
proceedi ngs in connection with the transacti ons contenplated by this Agreenent
and all docunents and instrunents incident to such transactions shall be
satisfactory to such Purchaser and the Purchasers' special counsel, and such
Purchaser and the Purchasers' special counsel shall have received all such
counterpart originals or certified or other copies of such docunents as such
Purchaser or they may reasonably request.

SECTI ON 5. REPRESENTATI ONS AND WARRANTI ES OF THE COMPANY.
The Conpany represents and warrants to each Purchaser that:

Section 5.1. Organization; Power and Authority. The Conpany is a
corporation duly organi zed, validly existing and in good standing under the |aws
of its jurisdiction of incorporation, and is duly qualified as a foreign
corporation and is in good standing in each jurisdiction in which such
qualification is required by law, other than those jurisdictions as to which the
failure to be so qualified or in good standing would not, individually or in the
aggregate, reasonably be expected to have a Material Adverse Effect. The Conpany
has the corporate power and authority to own or hold under |ease the properties
it purports to own or hold under |lease, to transact the business it transacts,
to execute and deliver this Agreenment and the Notes and to performthe
provi sions hereof and thereof.

Section 5.2. Authorization, etc. This Agreement and the Notes have been
duly authorized by all necessary corporate action on the part of the Conpany,



and this Agreement constitutes, and upon execution and delivery thereof each
Note will constitute, a legal, valid and binding obligation of the Conpany
enforceabl e agai nst the Conpany in accordance with its terms, except as such
enforceability may be limted by (i) applicable bankruptcy, insolvency

reorgani zation, noratoriumor other simlar |laws affecting the enforcenent of
creditors' rights generally and (ii) general principles of equity (regardless of
whet her such enforceability is considered in a proceeding in equity or at |aw).

Section 5.3. Disclosure. The Conpany, through its agent, A G Edwards
& Sons, has delivered to each Purchaser a copy of a Private Pl acenent
Menor andum dat ed Novenber, 2001
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(the "Menoranduni'), relating to the transactions contenpl ated hereby. This
Agreenent, the Guaranty Agreenent, the Menorandum the docunents, certificates
or other witings identified in Schedule 5.3 and the financial statenments |isted
in Schedule 5.5, taken as a whole, do not contain any untrue statenment of a
material fact or omt to state any material fact necessary to make the
statements therein not misleading in light of the circunmstances under which they
were made. Except as disclosed in the Menorandum or as expressly described in
Schedul e 5.3 or in one of the docunents, certificates or other witings
identified therein or in the financial statements |listed on Schedule 5.5, since
Decenber 31, 2000, there has been no change in the financial condition
operations, business or properties of the Conpany or any of its Subsidiaries
except changes that individually or in the aggregate would not reasonably be
expected to have a Material Adverse Effect

Section 5.4. Organization and Owership of Shares of Subsidiaries. (a)
Schedule 5.4 is (except as noted therein) a conplete and correct list of the
Conpany' s Subsi di aries, show ng, as to each Subsidiary, the correct name
thereof, the jurisdiction of its organization, and the percentage of shares of
each class of its capital stock or simlar equity interests outstanding owned by
the Conpany and each other Subsidiary

(b) Al of the outstanding shares of capital stock or simlar equity
interests of each Subsidiary shown in Schedule 5.4 as being owned by the Conpany
and its Subsidiaries have been validly issued, are fully paid and nonassessabl e
and are owned by the Conpany or another Subsidiary free and clear of any Lien
(except as otherw se disclosed in Schedule 5.4)

(c) Each Subsidiary identified in Schedule 5.4 is a corporation or
other legal entity duly organized, validly existing and in good standing under
the laws of its jurisdiction of organization, and is duly qualified as a foreign
corporation or other legal entity and is in good standing in each jurisdiction
in which such qualification is required by law, other than those jurisdictions
as to which the failure to be so qualified or in good standing would not
individually or in the aggregate, reasonably be expected to have a Materi al
Adverse Effect. Each such Subsidiary has the corporate or other power and
authority to own or hold under |ease the properties it purports to own or hold
under | ease and to transact the business it transacts and each Subsidiary
Guarantor has the Corporate or other power and authority to execute and deliver
the Guaranty Agreenent and performits obligations thereunder

(d) The Guaranty Agreenent has been duly authorized by all necessary
action on the part of each Subsidiary Guarantor and the Guaranty Agreenent
constitutes a legal, valid and binding obligation of such Subsidiary Guarantor
enforceabl e agai nst such Subsidiary Guarantor in accordance with its terns,
except as such enforceability may be limted by (a) applicable bankruptcy
insol vency, fraudul ent conveyance or other simlar |aws affecting the
enforcenment of creditors' rights generally and (b) general principles of equity
(regardl ess of whether such enforceability is considered in a proceeding in
equity or at |aw).

(e) No Subsidiary is a party to, or otherw se subject to, any |ega
restriction or any agreenent (other than this Agreenent, the agreenents |isted
on Schedule 5.4 and customary linmitations inposed by corporate |aw statutes)
restricting the ability of such Subsidiary to pay dividends out of profits or
make any other simlar distributions of profits to the Conpany or any
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of its Subsidiaries that owns outstanding shares of capital stock or simlar
equity interests of such Subsidiary

Section 5.5. Financial Statements. The Conpany has delivered to each
Purchaser copies of the consolidated financial statenents of the Conpany and its
Subsidiaries listed on Schedule 5.5. Al of said consolidated financia
statements (including in each case the related schedul es and notes) fairly
present in all material respects the consolidated financial position of the
Conpany and its Subsidiaries as of the respective dates specified in such
Schedul e and the consolidated results of their operations and cash flows for the
respective periods so specified and have been prepared in accordance with GAAP
consi stently applied throughout the periods involved except as set forth in the
notes thereto (subject, in the case of any interimconsolidated financia
statements, to normal year-end adjustnents)

Section 5.6. Conpliance with Laws, Other Instrunents, etc. Neither the
execution, delivery and performance by the Conpany of this Agreenent and the
Not es nor the execution, delivery and performance by any Subsidiary Guarantor of
the Guaranty Agreenment will (i) contravene, result in any breach of, or
constitute a default under, or result in the creation of any Lien in respect of
any property of the Conpany or any Subsidiary Guarantor under, any indenture
nortgage, deed of trust, |oan, purchase or credit agreenent, |ease, corporate
charter or by-laws, or any other Material agreenent or instrument to which the
Conpany, any Subsidiary Guarantor is bound or by which the Conpany or any
Subsi di ary Guarantor or any of their respective properties may be bound or
affected, (ii) conflict with or result in a breach of any of the ternmns,
conditions or provisions of any order, judgnent, decree, or ruling of any court
arbitrator or Governnental Authority applicable to the Conpany or any Subsidiary
Guarantor or (iii) violate any provision of any statute or other rule or
regul ati on of any Governnental Authority applicable to the Conpany or any
Subsi di ary Guarantor.

Section 5.7. Governnental Authorizations, etc. No prior consent
approval or authorization of, or registration, filing or declaration wth, any
Governnental Authority is required in connection with the execution, delivery or
performance by the Conpany of this Agreenent or the Notes or by the Subsidiary
Guarantors of the Guaranty Agreenent which has not been obtained or nade

Section 5.8. Litigation; Observance of Statutes and Orders. (a) Except
as disclosed in Schedule 5.8, there are no actions, suits or proceedi ngs pendi ng
or, to the know edge of the Conpany, threatened against or affecting the Conpany
or any Subsidiary or any property of the Conpany or any Subsidiary in any court
or before any arbitrator of any kind or before or by any Governmental Authority
that, individually or in the aggregate, would reasonably be expected to have a
Materi al Adverse Effect

(b) Neither the Conpany nor any Subsidiary is in default under any
order, judgnent, decree or ruling of any court, arbitrator or Governnenta
Authority or is in violation of any applicable | aw, ordinance, rule or
regul ation (including without limtation Environmental Laws) of any Governnental
Aut hority, which default or violation, individually or in the aggregate, would
reasonably be expected to have a Material Adverse Effect
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Section 5.9. Taxes. The Conpany and its Subsidiaries have filed al
consol idated income tax returns that are required to have been filed in any
jurisdiction, and have paid all taxes shown to be due and payable on such
returns and all other taxes and assessnments payable by them to the extent such
taxes and assessnents have becone due and payabl e and before they have becone
del i nquent, except for any taxes and assessnents (i) the ampunt of which is not
individually or in the aggregate Material or (ii) the amount, applicability or
validity of which is currently being contested in good faith by appropriate
proceedi ngs and with respect to which the Conpany or a Subsidiary, as the case
may be, has established adequate reserves in accordance with GAAP. The



consol i dated Federal incone tax returns of the Conpany have been audited by the
Internal Revenue Service for all fiscal years up to and including the fiscal
year ended Decenber 31, 1996.

Section 5.10. Title to Property; Leases. The Conpany and its
Subsi di ari es have good and sufficient title to their respective Material
properties, including all such properties reflected in the nbst recent audited
bal ance sheet referred to in Section 5.5 or purported to have been acquired by
the Conpany or any Subsidiary after said date (except as sold or otherw se
di sposed of in the ordinary course of business), in each case free and clear of
Li ens prohibited by this Agreement, except for those defects in title and Liens
that, individually or in the aggregate, would not have a Material Adverse
Effect. All Material |eases are valid and subsisting and are in full force and
effect in all material respects.

Section 5.11. Licenses, Permts, etc. Except as disclosed in Schedul e
5.11, the Conpany and its Subsidiaries own or possess all licenses, permts,
franchi ses, authorizations, patents, copyrights, service marks, trademarks and
trade names, or rights thereto, that are Material, w thout known conflict with
the rights of others, except for those conflicts that, individually or in the
aggregate, would not have a Material Adverse Effect.

Section 5.12. Conpliance with ERISA. (a) The Conpany and each ERI SA
Affiliate have operated and adm nistered each Plan in conpliance with all
applicable | aws except for such instances of nonconpliance as have not resulted
in and could not reasonably be expected to result in a Material Adverse Effect.
Nei t her the Conpany nor any ERISA Affiliate has incurred any liability pursuant
to Title | or IV of ERISA or the penalty or excise tax provisions of the Code
relating to enployee benefit plans (as defined in section 3 of ERISA), and no
event, transaction or condition has occurred or exists that would reasonably be
expected to result in the incurrence of any such liability by the Conpany or any
ERI SA Affiliate, or in the inposition of any Lien on any of the rights,
properties or assets of the Conpany or any ERISA Affiliate, in either case
pursuant to Title | or 1V of ERISA or to such penalty or excise tax provisions
or to section 401(a)(29) or 412 of the Code, other than such liabilities or
Liens as would not be individually or in the aggregate Material .

(b) The present value of the aggregate benefit liabilities under each
of the Plans (other than Miltienployer Plans), deternmined as of the end of such
Plan's nost recently ended plan year on the basis of the actuarial assunptions
specified for funding purposes in such Plan's npost recent actuarial valuation
report, did not exceed the aggregate current value of the assets of such Plan
al l ocabl e to such benefit liabilities. The term"benefit liabilities" has the
meani ng specified
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in section 4001 of ERISA and the terms "current value" and "present val ue" have
the meani ngs specified in section 3 of ERISA

(c) The Conpany and its ERISA Affiliates have not incurred w thdrawal
liabilities (and are not subject to contingent withdrawal liabilities) under
section 4201 or 4204 of ERISA in respect of Miltienployer Plans that
individually or in the aggregate are Material.

(d) The expected post-retirement benefit obligation (determ ned as of
the last day of the Conpany's nost recently ended fiscal year in accordance with
Fi nanci al Accounting Standards Board Statenment No. 106, without regard to
liabilities attributable to continuation coverage nandated by section 4980B of
the Code) of the Conpany and its Subsidiaries is not Material.

(e) The execution and delivery of this Agreement and the issuance and
sale of the Notes hereunder will not involve any transaction that is subject to
the prohibitions of section 406 of ERISA or in connection with which a tax could
be inposed pursuant to section 4975(c)(1)(A)-(D) of the Code. The representation
by the Conmpany in the first sentence of this Section 5.12(e) is made in reliance
upon and subject to the accuracy of each Purchaser's representation in Section
6.2 as to the sources of the funds used to pay the purchase price of the Notes
to be purchased by such Purchaser.

Section 5.13. Private Ofering by the Conpany. Neither the Conpany nor
anyone acting on its behalf has offered the Notes or any simlar securities for



sale to, or solicited any offer to buy any of the same from or otherw se
approached or negotiated in respect thereof with, any Person other than the
Purchasers and not nore than 50 other Institutional |Investors, each of which has
been offered the Notes at a private sale for investnment. Neither the Conpany nor
anyone acting on its behalf has taken, or will take, any action that would

subj ect the issuance or sale of the Notes to the registration requirenments of
Section 5 of the Securities Act.

Section 5.14. Use of Proceeds; Margin Regul ations. The Conpany will
apply the proceeds of the sale of the Notes as set forth in Schedule 5.14. No
part of the proceeds fromthe sale of the Notes hereunder will be used, directly
or indirectly, for the purpose of buying or carrying any margin stock within the
meani ng of Regulation U of the Board of Governors of the Federal Reserve System
(12 CFR 207), or for the purpose of buying or carrying or trading in any
securities under such circunstances as to involve the Conpany in a violation of
Regul ati on X of said Board (12 CFR 224) or to involve any broker or dealer in a
viol ation of Regulation T of said Board (12 CFR 220). Margin stock does not
constitute nore than 10% of the value of the consolidated assets of the Conpany
and its Subsidiaries and the Conpany does not have any present intention that
margin stock will constitute nore than 10% of the val ue of such assets. As used
in this Section, the terns "margin stock"” and "purpose of buying or carrying"
shall have the nmeanings assigned to themin said Regulation U.

Section 5.15. Existing |Indebtedness. Schedule 5.15 sets forth a conplete
and correct list of all outstanding I ndebtedness of the Conpany and its
Subsi di ari es as of Septenber 30, 2001, since which date there has been no
Material change in the ampbunts, interest rates, sinking funds, installnent
paynents or maturities of the Indebtedness of the Conpany or its Subsidiaries.
Nei t her the Conmpany nor any Subsidiary is in default and no waiver of default is
currently in
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effect, in the payment of any principal or interest on any |ndebtedness of the
Conpany or such Subsidiary and no event or condition exists with respect to any
I ndebt edness of the Conpany or any Subsidiary the outstanding principal anmpunt
of which exceeds $1,000,000 that would pernmit (or that with notice or the |apse
of time, or both, would permit) one or nore Persons to cause such | ndebtedness
to become due and payable before its stated maturity or before its regularly
schedul ed dates of payment.

Section 5.16. Foreign Assets Control Regul ations, etc. Use of the
proceeds of this offering by the Conpany will not violate the Trading with the
Enenmy Act, as anmended, or any of the foreign assets control regulations of the
United States Treasury Department (31 CFR, Subtitle B, Chapter V, as anended) or
any enabling |egislation or executive order relating thereto.

Section 5.17. Status under Certain Statutes. Neither the Conpany nor
any Subsidiary is an "investnent conpany" registered or required to be
regi stered under the Investnment Conpany Act of 1940, as anended, or is subject
to regulation under the Public Utility Holding Conpany Act of 1935, as anended.

Section 5.18. Environnental Matters. Neither the Conpany nor any
Subsi di ary has know edge of any claimor has received any notice of any claim
and no proceedi ng has been instituted raising any clai magai nst the Conpany or
any of its Subsidiaries or any of their respective real properties now or
fornerly owned, |eased or operated by any of them or other assets, alleging any
damage to the environment or violation of any Environmental Laws, except, in
each case, such as could not reasonably be expected to result in a Material
Adverse Effect. Except as otherw se disclosed to the Purchasers in writing:

(a) neither the Conpany nor any Subsidiary has know edge of
any facts which would give rise to any claim public or private, of
violation of Environnental Laws or damage to the environnent emanating
from occurring on or in any way related to real properties now or
formerly owned, |eased or operated by any of themor to other assets or
their use, except, in each case, such as could not reasonably be
expected to result in a Material Adverse Effect;

(b) neither the Conpany nor any of its Subsidiaries has
stored any Hazardous Materials on real properties now or formerly
owned, |eased or operated by any of themor has disposed of any
Hazardous Materials in a manner contrary to any Environnental Laws in
each case in any manner that could reasonably be expected to result in
a Material Adverse Effect; and



(c) all buildings on all real properties now owned, |eased or
operated by the Conpany or any of its Subsidiaries are in conpliance
with applicable Environmental Laws, except where failure to conply
could not reasonably be expected to result in a Material Adverse
Ef fect.
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SECTI ON 6. REPRESENTATI ONS OF THE PURCHASER.

Section 6.1. Purchase for Investment. Each Purchaser represents that
such Purchaser is purchasing the Notes for its own account or for one or nore
separate accounts maintai ned by such Purchaser or for the account of one or nore
pension or trust funds and not with a view to the distribution thereof, provided
that the disposition of such Purchaser's property shall at all tines be within
its control. Each Purchaser understands that the Notes have not been registered
under the Securities Act and may be resold only if registered pursuant to the
provisions of the Securities Act or if an exenption fromregistration is
avai | abl e, except under circunstances where neither such registration nor such
an exenption is required by law, and that the Conpany is not required to
register the Notes.

Section 6.2. Source of Funds. Each Purchaser represents that at |east
one of the follow ng statements is an accurate representation as to each source
of funds (a "Source") to be used by such Purchaser to pay the purchase price of
the Notes to be purchased by such Purchaser hereunder:

(a) the Source is an "insurance conpany general account"
within the meani ng of Departnment of Labor Prohibited Transaction
Exenmption ("PTE") 95-60 (issued July 12, 1995) and there is no
enpl oyee benefit plan, treating as a single plan, all plans
mai ntai ned by the same enpl oyer or enployee organization, with
respect to which the anobunt of the general account reserves and
liabilities for all contracts held by or on behalf of such plan,
exceed ten percent (10% of the total reserves and liabilities of
such general account (exclusive of separate account liabilities)
plus surplus, as set forth in the NAIC Annual Statenent filed with
such Purchaser's state of domicile; or

(b) the Source is either (i) an insurance conpany pool ed
separate account, w thin the neaning of PTE 90-1 (issued January 29,
1990), or (ii) a bank collective investnent fund, within the meaning
of the PTE 91-38 (issued July 12, 1991) and, except as such
Purchaser has disclosed to the Conpany in witing pursuant to this
paragraph (b), no enployee benefit plan or group of plans naintained
by the same enpl oyer or enpl oyee organi zation beneficially owns nore
than 10% of all assets allocated to such pool ed separate account or
collective investnent fund; or

(c) the Source constitutes assets of an "investnment fund"
(within the nmeaning of Part V of the QPAM Exenption) nanaged by a
"qualified professional asset manager" or "QPAM' (wi thin the meaning
of Part V of the QPAM Exenption), no enployee benefit plan's assets
that are included in such investment fund, when conbined with the
assets of all other enployee benefit plans established or maintained
by the same enployer or by an affiliate (within the neaning of
Section V(c)(1) of the QPAM Exenption) of such enployer or by the
sane enpl oyee organi zati on and managed by such QPAM exceed 20% of
the total client assets managed by such QPAM the conditions of Part
I(c) and (g) of the QPAM Exenption are satisfied, neither the QPAM
nor a person controlling or controlled by the QPAM (appl ying the
definition of "control" in Section V(e) of the QPAM Exenption) owns
a 5% or nore interest in the Conpany and (i) the identity of such
QPAM and (ii) the names of all enployee benefit plans whose assets
are included in
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such investrment fund have been disclosed to the Conpany in witing
pursuant to this paragraph (c); or



(d) the Source is a governnmental plan; or

(e) the Source is one or nore enployee benefit plans, or a
separate account or trust fund conprised of one or nore enpl oyee
benefit plans, each of which has been identified to the Conpany in
witing pursuant to this paragraph (e); or

(f) the Source does not include assets of any enpl oyee
benefit plan, other than a plan exenpt fromthe coverage of ERI SA.

I f any Purchaser or any subsequent transferee of the Notes indicates
that such Purchaser or such transferee are relying on any representation
contained in paragraph (b), (c) or (e) above, the Conpany shall deliver on the
date of Closing and on the date of any applicable transfer a certificate, which
shall either state that (i) it is neither a party in interest nor a
"disqualified person" (as defined in section 4975(e)(2) of the Internal Revenue
Code of 1986, as anmended), with respect to any plan identified pursuant to
paragraphs (b) or (e) above, or (ii) with respect to any plan, identified
pursuant to paragraph (c) above, neither it nor any "affiliate" (as defined in
Section V(c) of the QPAM Exenption) has at such tine, and during the i mediately
precedi ng one year, exercised the authority to appoint or term nate said QPAM as
manager of any plan identified in witing pursuant to paragraph (c) above or to
negotiate the ternms of said QPAM s managenent agreenent on behal f of any such
identified plan. As used in this Section 6.2, the terns "enployee benefit plan",
"governnental plan", "party in interest" and "separate account" shall have the
respective nmeani ngs assigned to such terns in section 3 of ERISA

SECTION 7. I NFORMVATI ON' AS TO COVPANY.

Section 7.1. Financial and Business |Information. The Conpany shall
deliver to each holder of Notes that is an Institutional Investor:

(a) Quarterly Statements -- within 60 days after the end of
each quarterly fiscal period in each fiscal year of the Conpany
(other than the last quarterly fiscal period of each such fiscal
year), a copy of:

(i) a consolidated bal ance sheet of the Conpany and
its Subsidiaries as at the end of such quarter, and

(ii) consolidated statenents of income, changes in
sharehol ders' equity and cash flows of the Conpany and its
Subsi di aries for such quarter and (in the case of the second
and third quarters) for the portion of the fiscal year ending
with such quarter,

setting forth in each case in conparative formthe figures for the
correspondi ng periods in the previous fiscal year, all in reasonable
detail, prepared in accordance with GAAP applicable to quarterly
financial statements generally, and certified by a Senior Financial
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O ficer as fairly presenting, in all material respects, the

consol i dated financial position of the Conpany and its Subsidiaries and
their results of operations and cash flows, subject to changes
resulting fromyear-end adjustments, provided that delivery within the
tinme period specified above of copies of the Conpany's Quarterly Report
on Form 10-Q prepared in conpliance with the requirenments therefor and
filed with the Securities and Exchange Conmi ssion shall be deened to
satisfy the requirements of this Section 7.1(a);

(b) Annual Statenents -- within 105 days after the end of
each fiscal year of the Conpany, a copy of:

(i) a consolidated bal ance sheet of the Conpany and
its Subsidiaries, as at the end of such year, and

(ii) consolidated statenents of income, changes in
sharehol ders' equity and cash flows of the Conpany and its
Subsi di aries, for such year,

setting forth in each case in conparative formthe figures for the
previous fiscal year, all in reasonable detail, prepared in accordance



wi th GAAP, and acconpani ed by an opinion thereon of independent
certified public accountants of recognized national standing, which

opi nion shall state that such financial statements present fairly, in
all material respects, the consolidated financial position of the
Conpany and its Subsidiaries and their results of operations and cash
flows and have been prepared in conformty with GAAP, and that the
exami nation of such accountants in connection wth such financial
statenents has been nmade in accordance with generally accepted auditing
standards, and that such audit provides a reasonable basis for such
opinion in the circunstances, provided that the delivery within the
time period specified above of the Conpany's Annual Report on Form 10-K
for such fiscal year (together with the Conpany's annual report to
sharehol ders, if any, prepared pursuant to Rule 14a-3 under the
Exchange Act) prepared in accordance with the requirenents therefor and
filed with the Securities and Exchange Conmi ssion shall be deened to
satisfy the requirements of this Section 7.1(b);

(c) SEC and Other Reports -- pronptly upon their becom ng
avail abl e, one copy of (i) each financial statenment, report, notice or
proxy statement sent by the Conpany or any Subsidiary to public
securities holders generally, and (ii) each regular or periodic report,
each registration statenent that shall have becone effective (w thout
exhibits except as expressly requested by such holder), and each final
prospectus and all amendnents thereto filed by the Conpany or any
Subsidiary with the Securities and Exchange Conmi ssion;

(d) Notice of Default or Event of Default -- pronptly, and in
any event within 15 days after a Responsible O ficer becom ng aware of
the existence of any Default or Event of Default, a witten notice
speci fying the nature and period of existence thereof and what action
the Conpany is taking or proposes to take with respect thereto;

(e) ERISA Matters -- pronptly, and in any event within 15
days after a Responsible Oficer becom ng aware of any of the
following, a witten notice setting

-12-

Oiter Tail Corporation Not e Purchase Agreenent

forth the nature thereof and the action, if any, that the Conpany or
an ERI SA Affiliate proposes to take with respect thereto:

(i) with respect to any Plan, any reportable event,
as defined in section 4043(c) of ERISA and the regul ations
thereunder, for which notice thereof has not been waived
pursuant to such regulations as in effect on the date hereof;
or

(ii) the taking by the PBGC of steps to institute, or
the threatening by the PBGC of the institution of, proceedings
under section 4042 of ERISA for the ternmination of, or the
appoi ntment of a trustee to administer, any Plan, or the
recei pt by the Conpany or any ERISA Affiliate of a notice from
a Miultienployer Plan that such action has been taken by the
PBGC with respect to such Miltienployer Plan; or

(iii) any event, transaction or condition that could
result in the incurrence of any liability by the Conpany or
any ERISA Affiliate pursuant to Title | or IV of ERISA or the
penalty or excise tax provisions of the Code relating to
enpl oyee benefit plans, or in the inposition of any Lien on
any of the rights, properties or assets of the Conpany or any
ERI SA Affiliate pursuant to Title | or IV of ERISA or such
penalty or excise tax provisions, if such liability or Lien,
taken together with any other such liabilities or Liens then
exi sting, would reasonably be expected to have a Material
Adverse Effect; and

(f) Requested Information -- subject to the provisions of
Section 20, with reasonabl e pronptness, such other data and
infornmation relating to the business, operations, financial
condition, assets or properties of the Conpany or any of its
Subsidiaries or relating to the ability of the Conpany to perform
its obligations hereunder and under the Notes as fromtine to time
may be reasonably requested by any such hol der of Notes.

Section 7.2. Oficer's Certificate. Each set of financial statenments
delivered to a hol der of Notes pursuant to Section 7.1(a) or Section 7.1(b)
hereof shall be acconpanied by a certificate of a Senior Financial Oficer



setting forth:

(a) Covenant Conpliance -- the information (including
detailed calculations) required in order to establish whether the
Conpany was in conpliance with the requirenents of Section 10.1,
10.2, 10.3 and 10.5 hereof, during the quarterly or annual period
covered by the statements then being furnished (including with
respect to each such Section, where applicable, the calcul ations of
t he maxi mum or mi ni num anount, ratio or percentage, as the case nay
be, permi ssible under the ternms of such Sections, and the
cal cul ation of the anpunt, ratio or percentage then in existence);
and

(b) Event of Default -- a statenment that such officer has
reviewed the relevant terns hereof and has made, or caused to be
made, under his or her supervision, a review of the transactions and
conditions of the Conpany and its Subsidiaries fromthe
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begi nning of the quarterly or annual period covered by the
statenments then being furnished to the date of the certificate and
that such review shall not have disclosed the existence during such
period of any condition or event that constitutes a Default or an
Event of Default or, if any such condition or event existed or
exists (including, without limtation, any such event or condition
resulting fromthe failure of the Conpany or any Subsidiary to
conply with any Environmental Law), specifying the nature and period
of existence thereof and what action the Conpany shall have taken or
proposes to take with respect thereto.

Section 7.3. Inspection. Subject to the provisions of Section 20, the
Conpany shall pernmit the representatives of each holder of Notes that is an
Institutional Investor:

(a) No Default -- if no Default or Event of Default then
exists, at the expense of such hol der and upon reasonable prior
notice to the Conpany, to visit the principal executive office of
the Conpany, to discuss the affairs, finances and accounts of the
Conpany and its Subsidiaries with the Conpany's officers, and, with
the consent of the Conpany (which consent will not be unreasonably
withheld) to visit the other offices and properties of the Conpany
and each Subsidiary, all at such reasonable tines and as often as
may be reasonably requested in witing; and

(b) Default -- if a Default or Event of Default then exists,
at the expense of the Conpany, to visit and inspect any of the
of fices or properties of the Conpany or any Subsidiary, to exam ne
all their respective books of account, records, reports and other
papers, to make copies and extracts therefrom and to discuss their
respective affairs, finances and accounts with their respective
of ficers and i ndependent public accountants (and by this provision
the Conpany authorizes said accountants to discuss the affairs,
finances and accounts of the Conpany and its Subsidiaries), all at
such times and as often as may be requested.

SECTI ON 8. PREPAYMENT OF THE NOTES.

Section 8.1. Required Prepaynments. There are no required prepaynent for
t he Notes.

Section 8.2. Optional Prepaynments wi th Make-Whol e Anbunt. The Conpany
may, at its option, upon notice as provided bel ow, prepay at any tine all, or
fromtime to time any part of, the Notes, in an anobunt not |ess than 10% of the
aggregate principal anpbunt of the Notes then outstanding in the case of a
partial prepaynent, at 100% of the principal ambunt so prepaid, together with
interest accrued thereon to the date of such prepaynent, plus the Make-Wol e
Amount determined for the prepaynment date with respect to such principal anpunt.
The Conpany will give each holder of Notes witten notice of each optional
prepaynent under this Section 8.2 not |ess than 30 days and not nore than 60
days prior to the date fixed for such prepayment. Each such notice shall specify
such date, the aggregate principal anmount of the Notes to be prepaid on such
date, the principal anpbunt of each Note held by such holder to be prepaid
(determ ned in accordance with Section 8.4), and the interest to be paid on the
prepaynent date with respect to such principal anount being prepaid, and shall
be acconpanied by a certificate of a Senior Financial O ficer as to the
estimated Make-\Whol e Anmpbunt due in
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connection with such prepaynment (calculated as if the date of such notice were
the date of the prepaynent), setting forth the details of such conputation. Two
Busi ness Days prior to such prepaynent, the Conpany shall deliver to each hol der
of Notes a certificate of a Senior Financial O ficer specifying the calculation
of such Make-Wol e Anpbunt as of the specified prepaynment date.

Section 8.3. Investment Grade Put Event. (a) In the event that an
I nvest ment Grade Put Event shall occur, the Conpany will give witten notice (a
"Conmpany Notice") of such fact not nore than 15 days after the |Investnent G ade
Put Event Date to all holders of the Notes. The Conpany Notice shall (i)
describe the facts and circunstances of the Investment Grade Put Event in
reasonabl e detail, (ii) describe the Debt of the Conpany then outstanding, (iii)
specify the rating, if any, accorded to Senior Debt by a Designated Rating
Agency which is bel ow an Acceptable Rating or state that the Conpany has
requested a private rating pursuant to Section 9.7 and that the Designated
Rating Agency has not issued a private rating in accordance with such request
within the required time period, (iv) refer to this Section 8.3 and the right of
the holders of the Notes to require the Conpany to purchase their Notes on the
terns and conditions provided for herein upon the occurrence of an |nvestnent
Grade Put Event, and (v) contain an offer by the Conpany to purchase all of the
outstanding Notes in full together with unpaid accrued interest to the date of
purchase and t he Make-Whol e Amount. Each hol der of the Notes shall have the
right to accept such offer and require purchase of the Notes held by such hol der
in full by witten notice to the Conpany given within 60 days follow ng receipt
of the Conpany Notice. On the date designated in such holder's notice (which
shall be not |ess than 15 days nor nore than 30 days after the date such notice
is delivered to the Conpany), the Conpany shall purchase all Notes held by such
hol der at 100% of the principal anpbunt of such Notes, together w th unpaid
accrued interest thereon to the date of purchase, and the Make-Whol e Anmount, if
any. Failure to respond by a holder of the Notes shall constitute an acceptance
of such offer and the date of purchase shall be the 15th Business Day follow ng
the end of the 60 day period referred to in the preceding sentence.

(b) In the event the Conpany fails to give the Conpany Notice as
required above, each holder of Notes shall have the right to require the Conpany
to purchase all Notes held by such holder at 100% of the principal anmpunt of
such Notes, together with unpaid accrued interest thereon to the date of
purchase, and the Make-VWhol e Amount, if any. Notice of any required purchase
pursuant to this Section 8.3(b) shall be delivered by any holder of Notes to the
Conpany not nore than 180 days after such hol der has actual know edge of such
Invest ment Grade Put Event. On the date designated in such holder's notice
(which shall be not |less than 15 days after the date such notice is delivered to
the Conpany), the Conpany shall purchase all Notes held by such holder at 100%
of the principal ampunt of such Notes, together with unpaid accrued interest
thereon to the date of purchase, and the Make-Whole Amount, if any. If the
hol der of any Note gives any notice pursuant to this Section 8.3(b) the Conpany
will give a Conpany Notice within three business days of receipt of such notice
to all holders of the Notes.

"l nvest nent Grade Put Event" shall nmean, and occur on, the first date
on which either of the Designated Rating Agencies rate Senior Debt bel ow an
Acceptabl e Rating. If an Investnent Grade Put Event Date shall have occurred and
subsequent to such Investnment Grade Put Event Date both Designated Rating
Agenci es shall rate Senior Debt an Acceptable Rating and

-15-
OQter Tail Corporation Not e Purchase Agreenent

thereafter an Investnment G ade Put Event shall occur, then a new | nvest nent
Grade Put Event Date shall occur under this Agreenent and the Conpany's
obligations under this Section 8.3 shall renain binding and operative. If at any
tine the Conpany shall be requested to obtain a private rating of the Notes in
accordance with Section 9.7 and within 70 days of such request the Notes shall
not have been rated by the Designated Rating Agency or Agencies from whom such
rating was sought, then an Investnent Grade Put Event shall be deenmed to have
occurred unl ess Senior Debt shall then be rated an Acceptabl e Rating.

"I nvestment Grade Put Event Date" shall nean the first date upon which
an | nvestnent Grade Put Event shall have occurred.



"Seni or Debt" shall nmean either (i) the Notes or (ii) senior unsecured
Debt of the Conpany which does not have the benefit of the credit support of any
Person ot her than the Conpany and which shall be outstanding in an aggregate
unpai d principal ambunt of not |ess than $10, 000, 000.

(c) The obligation of the Conpany to give the notices specified in this
Section 8.3 shall renmain in effect so long as any Notes renmin outstanding.

Section 8.4. Allocation of Partial Prepaynents. In the case of each
partial prepayment of the Notes, the principal amount of the Notes to be prepaid
shall be allocated anpong all of the Notes at the time outstanding in proportion,
as nearly as practicable, to the respective unpaid principal amunts thereof.

Section 8.5. Maturity; Surrender, etc. In the case of each prepaynent
of Notes pursuant to this Section 8, the principal amunt of each Note to be
prepaid shall mature and become due and payable on the date fixed for such
prepaynent, together with interest on such principal anmbunt accrued to such date
and the applicabl e Make-Whol e Anount, if any. From and after such date, unless
the Conpany shall fail to pay such principal ambunt when so due and payabl e,
together with the interest and Make-Whol e Amount, if any, as aforesaid, interest
on such principal anount shall cease to accrue. Any Note paid or prepaid in full
shall be surrendered to the Conpany and cancell ed and shall not be reissued, and
no Note shall be issued in lieu of any prepaid principal anpunt of any Note.

Section 8.6. Purchase of Notes. The Conpany will not and will not
permit any Affiliate to purchase, redeem prepay or otherw se acquire, directly
or indirectly, any of the outstanding Notes except (a) upon the paynment or
prepaynent of the Notes in accordance with the terms of this Agreement and the
Notes or (b) pursuant to an offer to purchase made by the Conpany or an
Affiliate pro rata to the holders of all Notes at the time outstanding upon the
same terns and conditions. Any such offer shall provide each holder wth
sufficient information to enable it to nake an informed decision with respect to
such offer, and shall remain open for at |east 30 Business Days. If the holders
of nore than 30% of the principal amount of the Notes then outstandi ng accept
such offer, the Conpany shall pronptly notify the remaining holders of such fact
and the expiration date for the acceptance by holders of Notes of such offer
shall be extended by the number of days necessary to give each such remining
hol der at | east 30 Business Days fromits receipt of such notice to accept such
of fer. The Conpany will pronptly cancel all Notes
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acquired by it or any Affiliate pursuant to any paynent, prepaynment or purchase
of Notes pursuant to any provision of this Agreenent and no Notes nmay be issued
in substitution or exchange for any such Notes.

Section 8.7. Make-Whole Amount. The term "Make-Wol e Amount" means,
with respect to any Note, an anount equal to the excess, if any, of the
Di scounted Val ue of the Renmining Schedul ed Payments with respect to the Called
Princi pal of such Note over the anmpunt of such Called Principal, provided that
t he Make-Whol e Ambunt may in no event be |less than zero. For the purposes of
determ ning the Make-\Wol e Anmpunt, the followi ng terms have the follow ng
nmeani ngs:

"Called Principal" nmeans, with respect to any Note, the
principal of such Note that is to be prepaid pursuant to Section 8.2
or has becone or is declared to be i mediately due and payabl e
pursuant to Section 12.1, as the context requires.

"Di scounted Val ue" nmeans, with respect to the Called Principal
of any Note, the anmpunt obtained by discounting all Remaining
Schedul ed Paynents with respect to such Called Principal fromtheir
respective schedul ed due dates to the Settlement Date with respect
to such Called Principal, in accordance with accepted financial
practice and at a discount factor (applied on the sane periodic
basis as that on which interest on the Notes is payable) equal to
the Reinvestnent Yield with respect to such Called Principal.

"Rei nvestrent Yield" neans, with respect to the Called
Princi pal of any Note, 0.50% over the yield to maturity inplied by
(i) the yields reported, as of 10:00 A°M (New York City tine) on
the second Business Day preceding the Settlement Date with respect
to such Called Principal, on the display designated as "Page 678" on
the Telerate Access Service (or such other display as may repl ace
Page 678 on the Telerate Access Service) for actively traded U S.
Treasury securities having a maturity equal to the Remaining Average
Life of such Called Principal as of such Settlenment Date, or (ii) if
such yields are not reported as of such time or the yields reported
as of such tine are not ascertainable, the Treasury Constant
Maturity Series Yields reported, for the |atest day for which such
yi el ds have been so reported as of the second Business Day preceding
the Settlenment Date with respect to such Called Principal, in
Federal Reserve Statistical Release H 15 (519) (or any conparable
successor publication) for actively traded U.S. Treasury securities
having a constant maturity equal to the Renmining Average Life of



such Called Principal as of such Settlement Date. Such inplied yield
will be determned, if necessary, by (a) converting U S. Treasury
bill quotations to bond-equivalent yields in accordance with
accepted financial practice and (b) interpolating |inearly between
(1) the actively traded U.S. Treasury security with the duration
closest to and greater than the Remmining Average Life and (2) the
actively traded U.S. Treasury security with the duration closest to
and | ess than the Renmining Average Life.

"Remai ni ng Average Life" neans, with respect to any Called
Principal, the nunber of years (calculated to the nearest
one-twel fth year) obtained by dividing (i) such Called Principal
into (ii) the sumof the products obtained by multiplying (a) the
principal conponent of each Renmining Schedul ed Paynent with respect
to such Called Principal

-17-

O ter Tail Corporation Not e Purchase Agreenent

by (b) the nunber of years (calculated to the nearest one-twelfth
year) that will el apse between the Settlenment Date with respect to
such Called Principal and the schedul ed due date of such Remaining
Schedul ed Paynent .

"Remai ni ng Schedul ed Paynments" neans, with respect to the
Call ed Principal of any Note, all paynents of such Called Principal
and interest thereon that would be due after the Settlement Date
with respect to such Called Principal if no payment of such Called
Principal were nade prior to its schedul ed due date, provided that
if such Settlenent Date is not a date on which interest paynents are
due to be made under the terns of the Notes, then the anmpbunt of the
next succeedi ng schedul ed interest paynent will be reduced by the
amount of interest accrued to such Settlenment Date and required to
be paid on such Settlenent Date pursuant to Section 8.2, 8.3 or
12. 1.

"Settlenment Date" means, with respect to the Called Principal
of any Note, the date on which such Called Principal is to be
prepaid pursuant to Section 8.2 or has becone or is declared to be
i mredi ately due and payabl e pursuant to Section 12.1, as the context
requires and with respect to the purchase of Notes pursuant to
Section 8.3, the date on which the Notes are required thereunder to
be purchased by the Conpany.

SECTI ON 9. AFFI RVATI VE COVENANTS.

The Conpany covenants that so long as any of the Notes are
out st andi ng:

Section 9.1. Conpliance with Law. The Conpany will, and wi |l cause each
of its Subsidiaries to, conmply with all |aws, ordinances or governnental rules
or regulations to which each of themis subject, including, without limtation,
Environmental Laws, and will obtain and maintain in effect all |icenses,

certificates, permts, franchises and other governnental authorizations
necessary to the ownership of their respective properties or to the conduct of
their respective businesses, in each case to the extent necessary to ensure that
non-conpliance with such | aws, ordinances or governnental rules or regul ations
or failures to obtain or nmintain in effect such licenses, certificates,
permts, franchises and other governnmental authorizations would not reasonably
be expected, individually or in the aggregate, to have a Material Adverse

Ef f ect.

Section 9.2. Insurance. The Conpany will, and will cause each of its
Subsidiaries to, maintain, with financially sound and reputable insurers,
insurance with respect to their respective properties and busi nesses agai nst
such casualties and contingencies, of such types, on such terms and in such
amounts (including deductibles, co-insurance and sel f-insurance, if adequate
reserves are nmintained with respect thereto) as is custonary in the case of
entities of established reputations engaged in the same or a similar business
and simlarly situated.

Section 9.3. Mintenance of Properties. The Conpany will, and wll
cause each of its Subsidiaries to, mauintain and keep, or cause to be maintained
and kept, their respective properties in good repair, working order and
condition (other than ordinary wear and tear), so that the business carried on
in connection therewith may be properly conducted at all tines, provided that
this Section shall not prevent the Conpany or any Subsidiary from di scontinuing
the operation
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and the maintenance of any of its properties if such discontinuance is desirable
in the conduct of its business and the Conpany has concluded that such

di sconti nuance would not, individually or in the aggregate, have a Material
Adverse Effect.

Section 9.4. Paynment of Taxes. The Conpany will, and will cause each of
its Subsidiaries to, file all income tax or simlar tax returns required to be
filed in any jurisdiction and to pay and di scharge all taxes shown to be due and
payabl e on such returns and all other taxes, assessnents, governnental charges,
or levies payable by any of them to the extent such taxes and assessnments have
beconme due and payabl e and before they have becone delinquent, provided that
nei ther the Conpany nor any Subsidiary need pay any such tax or assessnent if
(i) the amount, applicability or validity thereof is contested by the Conpany or
such Subsidiary on a tinmely basis in good faith and in appropriate proceedings,
and the Conpany or a Subsidiary has established adequate reserves therefor in
accordance with GAAP on the books of the Conmpany or such Subsidiary or (ii) the
nonpaynent of all such taxes and assessnments in the aggregate woul d not
reasonably be expected to have a Material Adverse Effect.

Section 9.5. Corporate Existence, etc. Subject to Sections 10.4 and
10.5 the Conmpany will at all tines preserve and keep in full force and effect
its corporate existence. Subject to Sections 10.4 and 10.5, the Conpany w |l at
all times preserve and keep in full force and effect the corporate existence of
each of its Subsidiaries and all rights and franchi ses of the Conpany and its
Subsi diaries unless, in the good faith judgment of the Conpany, the term nation
of or failure to preserve and keep in full force and effect such corporate
exi stence, right or franchise would not, individually or in the aggregate, have
a Material Adverse Effect.

Section 9.6. Note Exchange Upon |ssuance of Bonds. (a) In the event that
the Conpany shall issue additional Bonds under and pursuant to the Indenture
(the "Additional Bonds"), then the Conpany shall offer to exchange all of the
out standi ng Notes for Bonds of a new series (the "Exchange Bonds") which
exchange woul d take place concurrently with or prior to the issuance of such
Addi ti onal Bonds. The Exchange Bonds shall be issued under and secured by the
Indenture, shall rank pari passu with all other Bonds issued and outstandi ng
under the Indenture, shall have paynment and maturity ternms identical to the
Notes for which they were exchanged, subject to provisions required to be in the
Exchange Bonds pursuant to the terns of the Indenture, shall have required and
optional prepaynent provisions and provisions relating to anmounts payabl e upon
accel eration of maturity identical to those applicable to the Notes for which
they were exchanged and shall otherwise be in the formrequired by the
I ndent ure.

(b) The Conpany will, within 30 days after the Conpany's decision to
i ssue Additional Bonds, give witten notice of such decision to each hol der of
Not es which shall constitute an offer to exchange the Notes for the Exchange
Bonds as described in subparagraph (b) of this Section 9.6.

(c) The offer to exchange the Notes for the Exchange Bonds
contenpl ated by subparagraph (b) of this Section 9.6 shall be an offer to
exchange, in accordance with and subject to this Section 9.6, all, but not |ess
than all, the Notes held by each holder on a date specified in such offer (the
"Proposed Exchange Date") that is not |less than 15 days and not nore than 30
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days after the date of such offer (if the Proposed Exchange Date shall not be
specified in such offer, the Proposed Exchange Date shall be the 30th day after
the date of such offer).

(d) A holder of Notes nmy accept the offer to exchange made pursuant
to this Section 9.6 by causing a notice of such acceptance to be delivered to
the Conpany at |east 10 days prior to the Proposed Exchange Date. A failure by a
hol der of Notes to respond to an offer to exchange made pursuant to this Section
9.6 shall be deenmed to constitute a rejection of such offer by such hol der.

(e) The Conpany covenants and agrees to take all actions necessary
for the due authorization, execution and delivery of such Exchange Bonds
including, without limtation, (i) the filing with the M nnesota Public
Utilities Commission of documents required in connection with the issuance of
the Exchange Bonds, (ii) conpliance with all requirements of the Indenture, and
(iii) the taking of all other actions the holders of the Notes may reasonable
request in connection with the delivery of the Exchange Bonds, including the
delivery of |egal opinions and an exchange agreenent between the Conpany and the
hol ders in form and substance reasonably satisfactory to the hol ders of 66-2/3%
of the Notes then outstanding.

Section 9.7. Private Ratings. If at any time the Conpany does not have
Seni or Debt that is rated by both Designated Rating Agencies, upon the request
of the Required Hol ders, the Conpany will pronptly, and in any event within 15



days after receiving such request, notify each other hol der of a Note of such
request and seek and thereafter diligently attenpt to obtain froma Designated
Rating Agency which is not then so rating such Senior Debt a private credit
rating for the Notes, and, pronptly, and in any event within 5 days after
receiving such rating, deliver a copy thereof to each holder of a Note. If the
Conpany does not obtain a private credit rating for the Notes from a Designated
Rating Agency within 70 days after the Required Hol ders shall have requested the
Conpany to obtain a rating in accordance with this Section 9.7, the Conpany will
pronptly, and in any event within five days after the end of such 70-day period,
notify each holder of a Note of such failure.

Section 9.8. Guaranty by Subsidiaries. The Conpany will cause any
Subsi di ary which after the Cl osing guarantees the obligations of the Conpany
under the Bank Credit Agreenment (an "Additional Subsidiary Guarantor") to enter
into the Guaranty Agreenent, and deliver within 15 Business Days thereafter to
each of the holders of the Notes the follow ng itens:

(a) an agreenent substantially in the formof Exhibit Ato the
Guaranty Agreenent;

(b) a certificate signed by the President, a Vice President
or another authorized Responsible Oficer of the Conpany making
representations and warranties to the effect of those contained in
Sections 5.4, 5.6 and 5.7, with respect to such Additional
Subsi di ary Guarantor and the Guaranty Agreenent, as applicable;

(c) such docunents and evidence with respect to such
Addi ti onal Subsidiary Guarantor as any hol der of the Notes may
reasonably request in order to establish the existence and good
standi ng of such Additional Subsidiary Guarantor; and
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(d) an opinion of counsel addressed to each of the hol ders of
the Notes satisfactory to the Required Holders, to the effect that
the Guaranty Agreement has been duly authorized, executed and
delivered and constitutes the legal, valid and binding contract and
agreement of such Additional Subsidiary Guarantor enforceable in
accordance with its ternms, except as an enforcenent of such terns
may be |imted by bankruptcy, insolvency, fraudul ent conveyance and
simlar laws affecting the enforcement of creditors' rights
generally and by general equitable principles.

Section 9.9. New Bank Agreenment. The Conpany agrees that (i) on or
before March 31, 2002 it will enter into a witten commtnent (the "Bank
Commitnent") with a | ender or lenders (herein referred to in this Section 9.9
collectively as the "Bank") for a new Bank Credit Agreenent (the "New Bank
Agreenment") with such Bank (A) which will replace the existing Bank Credit
Agreement with a senior unsecured revolving credit facility for the Conpany as
borrower thereunder of at |east $50,000,000, (B) which will contain financial
covenants substantially simlar to those covenants contained in Section 10
hereof without regard to the application of Section 10.7, with such covenants
subject to the prior review of the Holders, and (C) which requires the agreenent
of the Bank to the execution of the Intercreditor Agreenent substantially in the
formattached hereto as Exhibit 3 prior to closing and (ii) on or before April
30, 2002, the New Bank Agreenment will be executed and delivered by the Conpany
and the Bank (the conpletion of the execution and delivery of the New Bank
Agreenent being the "Bank Cl osing" and the date of the Bank Cl osing being the
"Bank Closing Date"). It shall not be considered an Event of Default hereunder
if the Conpany fails to enter into a Bank Commi tnent by March 31, 2002 or if the
Bank Cl osing does not occur by April 30, 2002.

In the event the Conpany does not enter into a Bank Conmi tment by March
31, 2002 or in the event the Bank Cl osing does not occur by April 30, 2002, the
Conpany shall pay each Hol der on the Bank Closing Date (subject to an earlier
paynment requirenent in the followi ng sentence) a fee (the "Interest Fee") which
shall accrue during the period beginning on the Accrual Start Date and ending on
the date such fee is required by this paragraph to be paid at the rate of 0.25%
per annum on the aggregate outstanding principal anpbunt of the Notes held by
such Hol der where "Accrual Start Date" means March 31, 2002 if the Bank
Commitnent is not entered into by that date or, if it is, April 30, 2002. If the
Conpany does not enter into a Bank Conmmitnent by June 30, 2002 or in the event
the Bank Cl osing does not occur by July 31, 2002, the Conpany (i) shall pay to
each Hol der on the Second Accrual Start Date the Interest Fee such Holder is
entitled to receive pursuant to the foregoing provisions of this paragraph and
(ii) shall pay to each Hol der on the Bank Closing Date a replacenment fee (the
"Repl acenent Interest Fee") which shall replace the Interest Fee and shall
accrue during the period beginning on the Second Accrual Start Date and endi ng
on the Bank Closing Date at the rate of 1.00% per annum on the aggregate
principal ampunt of the Notes held by such Hol der where "Second Accrual Start
Dat e" means June 30, 2002 if the Bank Commitnent is not entered into by that
date, or if it is, July 31, 2002; provided, that if the Bank Cl osing Date has



not occurred by August 31, 2002, the Conpany shall pay the Replacenent |nterest
Fee in nmonthly installments accrued to date commencing with a paynent to each
Hol der on Septenber 1, 2002 and on the first day of each nonth thereafter with
the final Replacement Interest Fee accrued to the Bank Closing Date to be paid
on such Bank Cl osing Date.
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Section 9.10. Additional Lenders under Intercreditor Agreenent. Prior
to any lending institution becom ng an additional Lender under the Bank Credit
Agreenment after the Bank Closing Date, the Conpany will require such institution
to beconme a party to the Intercreditor Agreement by executing a copy for each
Not ehol der of the agreement in the formof Exhibit Ato the Intercreditor
Agreenment (an "Additional Lender Agreenent"). Upon receipt of any Additional
Lender Agreement, the Conpany shall forthwith deliver an executed copy thereof
to each Notehol der.

Section 9.11. New Not ehol ders under Intercreditor Agreement. Upon the
Bank Cl osing Date all Notehol ders shall becone a party to the Intercreditor
Agreenment (and hereby agree to do so) and at any tinme thereafter any Person
whi ch beconmes a successor Notehol der shall be deened to have concurrently becone
a party to the Intercreditor Agreenent.

Section 9.12. Rel ease of Cuaranty Agreenent. Upon receipt by the
Not ehol ders of witten notice fromthe Conpany and the Lenders that the guaranty
obligations of any of the Subsidiary CGuarantors and any Additional Subsidiary
Guarantors under the Bank Credit Agreenent have been rel eased by the Lenders,
the obligations of such Subsidiary Guarantors and such Additional Subsidiary
Guarantors under the CGuaranty Agreenment shall be released and if such
obligations of all Subsidiary Guarantors and all Additional Subsidiary
Guarantors have been rel eased the Guaranty Agreenent and the Intercreditor
Agreenment shall terminate and the Notehol ders agree that they shall take such
action as shall be necessary to effectuate such term nation; provided, that if
at any time thereafter the Bank Credit Agreement shall again be guaranteed by
any Subsidiary (i) the Conpany will, within 30 days, cause such Subsidiary to
conply with the requirements of Sections 9.8(a) through (d) and (ii) the
Intercreditor Agreenent shall be re-executed by the Notehol ders and the Lenders.

SECTI ON 10. NEGATI VE COVENANTS.

The Conpany covenants that so long as any of the Notes are
out st andi ng:

Section 10.1. Limtation on Debt and Priority Debt. (a) The Conpany
will not permt Consolidated Debt to exceed 60% of Consolidated Total
Capitalization determ ned as of the end of each fiscal quarter of the Conpany.

(b) The Conpany will not permit Priority Debt to exceed 20% of
Consol i dated Total Capitalization determ ned as of the end of each fiscal
quarter of the Conpany.

Section 10.2. Interest Charges Coverage Ratio. The Conpany will not
permt the Interest Charges Coverage Ratio to be less than 1.5:1.0 determ ned as
of the end of the nost recently ended period of four consecutive fiscal quarters
of the Conpany.

Section 10.3. Limtation on Liens. The Conpany will not, and will not
permit any Subsidiary to, directly or indirectly create, incur, assune or permt
to exist (upon the happening of a contingency or otherw se) any Lien on or with
respect to any property or asset (including, without limtation, any document or
instrunent in respect of goods or accounts receivable) of the Conmpany or any
such Subsidiary, whether now owned or held or hereafter acquired, or any
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inconme or profits therefrom or assign or otherw se convey any right to receive
income or profits, except:

(a) Liens for taxes and assessnments or governnental charges
or levies and Liens securing clainms or demands of nechanics and
mat eri al men; provided that paynment thereof is not at the tinme required
by Section 9. 4;

(b) Liens of or resulting fromany judgnent or award in an
aggregate amount not to exceed $10, 000,000, the time for the appeal or
petition for rehearing of which shall not have expired, or in respect



of which the Conpany or a Subsidiary shall at any time in good faith be
prosecuting an appeal or proceeding for a review and in respect of

whi ch a stay of execution pending such appeal or proceeding for review
shall have been secured

(c) Liens incidental to the conduct of business or the
ownership of properties and assets (including, wthout |imtation
Liens in connection with worker's conpensation, unenpl oynment insurance
and other like laws, carrier's, warehousenen's liens and statutory
| andl ords' liens) and Liens to secure the performance of bids, tenders
or trade contracts, or to secure statutory obligations, surety or
appeal bonds or other Liens of |ike general nature, in any such case
incurred in the ordinary course of business and not in connection with
the borrowi ng of noney; provided in each case, the obligation secured
is not overdue or, if overdue, is being contested in good faith by
appropriate actions or proceedings

(d) minor survey exceptions or mnor encunbrances, easenents
or reservations, or rights of others for rights-of-way, utilities and
other simlar purposes, or zoning or other restrictions as to the use
of real properties, which are reasonably necessary for the conduct of
the activities of the Conpany and its Subsidiaries or which customarily
exi st on properties of corporations engaged in simlar activities and
simlarly situated and which do not in any event materially inpair
their use in the operation of the business of the Conpany and its
Subsi di ari es

(e) Liens securing Debt of a Subsidiary to the Conpany or to
anot her Subsi di ary

(f) Liens on property of the Conpany created by the |Indenture
to secure Bonds of the Conpany issued and outstanding thereunder and
descri bed on Schedul e 5.15, including property acquired by the Conpany
after the Closing Date to which such Liens attach

(g) Liens in addition to those pernmitted by clause (f) hereof
exi sting as of Decenmber 1, 2001 and described on Schedul e 5.15 hereto
and Liens securing any refinancing of |ndebtedness secured by such
Li ens, provided that such refinancing shall be subject to simlar terns
and secured by the sane assets and the principal anpunt of |ndebtedness
secured thereby is not increased
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(h) Liens in connection with the acquisition of property
after the date hereof by way of purchase noney nortgage, conditiona
sale or other title retention agreenent, Capital Lease or other
deferred paynent contract, provided that such Liens attach only to the
property being acquired and that the Debt secured thereby does not
exceed the Fair Market Value of such property at the tinme of
acquisition thereof and the Lien shall be created contenporaneously
with, or within 180 days after, the acquisition of such property

(i) Liens that existed on assets of other Persons at the tine
of acquisition of such other Persons or of such assets by the Conpany
or a Subsidiary and which continue to attach only to such assets and
Li ens securing any refinancing of |ndebtedness secured by such Liens
provi ded that such refinancing shall be subject to simlar terms and
secured by the same assets and the principal amount of |ndebtedness
secured thereby is not increased); and

(j) Liens created, assuned or incurred after the date of the
Closing given to secure Debt of the Conpany or any Subsidiary in
addition to the Liens pernmitted by the preceding clauses (a) through
(i) hereof;

provided that (1) all Debt secured by such Liens shall have been incurred within
the applicable limtations provided in Section 10.1(b) and (2) at the tinme of
creation, assunption or incurrence of the Debt secured by such Lien and after
giving effect thereto and to the application of the proceeds thereof, no Default
or Event of Default would exist

Section 10.4. Merger, Consolidation, Etc. The Conmpany will not, and
will not permt any Subsidiary Guarantor or any Additional Subsidiary Cuarantor
to, consolidate with or merge with any other corporation or convey, transfer or
| ease substantially all of its assets in a single transaction or series of
transactions to any Person; provided that

(a) Any Subsidiary Guarantor or any Additional Subsidiary
Guarantor may directly or indirectly merge or consolidate with or into
or transfer all or substantially all of its property to, or be a party
to an anal ogous reorgani zation with the Conpany or any Subsidiary so
long as (i) in any such transaction involving the Conpany, the Conpany
shal | be the surviving or continuing Person and (ii) in any such



transaction involving a Subsidiary which is the surviving or continuing
Person, such Subsidiary, unless the Guaranty Agreenent shall have been
rel eased pursuant to Section 9.12, shall becone obligated under the
Guaranty Agreenment and shall provide to the holders of the Notes the
items described in Section 9.8 (a) through (d) concurrently with the
consunmati on of such transaction; provided further, that a Subsidiary
may transfer all or substantially all of its property w thout conplying
with the foregoing provisions of this clause (a) if the transfer is in
conpliance with Section 10.5; and

(b) the Conpany may consolidate or merge with or into, or
transfer all or substantially all of its property to, or be a party to
an anal ogous reorgani zation with any other Person if (1) the successor
formed by such transaction or the Person that acquires in such
transaction substantially all of the assets of the Conpany as an
entirety, as the
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case may be, (the "Successor") shall be a solvent Person organi zed and
existing under the laws of the United States or any state thereof
(including the District of Colunbia), and, (2) if the Conpany is not
the Successor, (A) such Successor shall have executed and delivered to
each hol der of any Notes its assunption of the due and punctual
performance and observance of each covenant and condition of this
Agreement and the Notes, and (B) such Successor shall have caused to be
delivered to each holder of any Notes an opinion of nationally

recogni zed i ndependent counsel, or other independent counsel reasonably
satisfactory to the Required Holders, to the effect that all agreenents
or instruments effecting such assunption are enforceable in accordance
with their ternms and conply with the terms hereof, and (3) imediately
before and after giving effect to such transaction, no Default or Event
of Default shall have occurred and be continuing; provided, that no
such conveyance, transfer or |ease of substantially all of the assets
of the Conpany shall have the effect of releasing the Conpany or any
Successor fromits liability under this Agreement or the Notes.

Section 10.5. Sale of Assets, Etc. Except as permitted under Section
10.4, the Conpany will not, and will not permit any of its Subsidiaries to,
make any Asset Disposition unless:

(a) in the good faith opinion of the Conpany, the Asset
Di sposition is in exchange for consideration having a Fair Market Value
at least equal to that of the property exchanged and is in the best
interest of the Conpany or such Subsidiary; and

(b) imedi ately after giving effect to the Asset Disposition,
no Default or Event of Default would exist;

(c) imediately after giving effect to the Asset Disposition,
the Disposition Value of all property that was the subject of any Asset
Di sposition occurring in the period of four fiscal quarters of the
Conpany then next ending woul d not exceed 15% of Consolidated Assets as
of the end of the then npbst recently ended fiscal year of the Conpany;
provided, that if the Net Proceeds Ampunt for any Transfer is applied
to a Debt Prepaynment Application or a Property Reinvestnent Application
wi thin 180 days after such Transfer, then such Transfer, only for the
purpose of determ ning conpliance with subsection (c) of this Section
10.5 as of a date on or after the Net Proceeds Anpunt is so applied,
shal | be deermed not to be an Asset Disposition; provided, however, that
if the Asset Disposition is a Transfer of Utility Assets, such Transfer
of Utility Assets by the Conpany shall be deemed not to be an Asset
Di sposition for such purposes only to the extent the Net Proceeds
Ampunt therefromis applied to a Utility Property Reinvestnment
Application within 180 days after such Transfer; and

(d) imediately after giving effect to a Transfer of Uility
Assets, the Disposition Value of all property that was the subject of
any Transfer of Uility Assets (i) occurring in the period of four
fiscal quarters of the Conpany then next ending woul d not exceed 10% of
Total Utility Plant (the "10% Four Quarter Limt") as of the end of the
then nost recently ended fiscal year of the Conpany, and (ii) occurring
after the Closing Date through the date of determ nation would not
exceed 25% of Total Utility Plant (the "25% Cunul ative Limt") as of
the end of the then npost recently ended fiscal
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year; provided, that if the Net Proceeds Anpunt for any Transfer is
applied to a Utility Property Reinvestnment Application within 180
days after such Transfer, then such Transfer, only for purposes of
conpliance with subsection (d) of this Section 10.5 as of a date on
or after the Net Proceeds Ampunt is so applied, shall be deenmed not
to be a Transfer of Utility Assets; provided, however, that if the
Di sposi tion Value of any property subject to a Transfer of Uility
Assets when added to the Disposition Value of other Transfers of
Utility Assets pursuant to clause (i) or (ii) of this subsection (d)
woul d be in excess of either or both of the applicable 10% Four
Quarter Limt or the 25% Cunul ative Limt, then such Transfer shall
be deened not to be a Transfer of Utility Assets for purposes of
conpliance with subsection (d) of this Section 10.5 only if the Net
Proceeds Anpunt for such Transfer is (A) deposited upon receipt by
the Conpany in a segregated investment account with an institution
which is not a creditor of the Conmpany or any of its Subsidiaries
and kept therein until application under the follow ng clause (B)
and (B) applied directly to a Utility Property Reinvestnent
Application within 180 days after such Transfer.

Section 10.6. Transactions with Affiliates. The Conpany will not and
will not permit any Subsidiary to enter into directly or indirectly any Materi al
transaction or Material group of related transactions (including w thout
limtation the purchase, |ease, sale or exchange of properties of any kind or
the rendering of any service) with any Affiliate (other than the Conpany or
anot her Subsi diary), except pursuant to the reasonable requirenments of the
Conpany's or such Subsidiary's business and upon fair and reasonable terns no
l ess favorable to the Conpany or such Subsidiary than woul d be obtainable in a
conparabl e arm s-l1ength transaction with a Person not an Affiliate.

Section 10.7 Benefit of Mdre Restrictive Covenants or More Favorabl e
Ternms. |f any Lender under the Bank Credit Agreenent is or becones entitled to
the benefit of any covenant, agreenent, event of default or other event which
woul d permit the Lender to have the Conpany Debt obligations it holds purchased
by the Conpany (a "put event") which is nore restrictive on the Conpany or its
Subsi di aries than the covenants, agreenents, events of default or put events
contained herein or which is nore favorable to such Lender than the covenants,
agreenments, events of default or put events contained herein, then such nore
restrictive or nore favorable covenant, agreenent, event of default or put event
shall be deened to be incorporated into this Agreement by reference during any
period such Lender is so entitled thereto without regard to any waivers by the
Lender with respect thereto and shall remain so incorporated for a period of 30
days after the Lender is no longer entitled to the benefit thereof and the
Not ehol ders shall be entitled to the benefits thereof with respect to this
Agreement in addition to the existing covenants, agreenents, events of default
and put events contained herein so long as any of the Notes remmin outstanding.

Prior to any closing of a Bank Credit Agreenent, the Conpany shall
deliver a letter to the Notehol ders containing a |ist of those covenants,
agreenments, events of default and put events which are deemed to be incorporated
into this Agreenent pursuant to the foregoing provisions of this Section 10.7
and concurrently with or prior to the execution of any anendnent to the Bank
Credit Agreenent, the Conpany shall deliver to the Noteholders a letter setting
forth all covenants, agreenments, events of default and put events and/or changes
with respect thereto
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whi ch are deened to be incorporated into this Agreement pursuant to the
foregoing provisions of this Section 10.7 and any such letters delivered to the
Not ehol ders shall be satisfactory in formand substance to the Notehol ders;
provided that if a New Bank Agreenent referred to in Section 9.9 is not entered
into by April 30, 2002, the Conpany shall deliver such a letter to the

Not ehol ders with respect to the Bank Credit Agreenent in existence on the
Closing Date. At any tine after the receipt of any such letter the Required

Hol ders shall have the right by delivery of witten notice to the Conpany to
anmend this Agreement by adding to the Agreement any covenants, agreenents,
events of default or put events referred to in any such letter which the
Required Hol ders elect to add pursuant to the foregoing provision of this
Section 10.7.

SECTI ON 11. EVENTS OF DEFAULT.

An "Event of Default" shall exist if any of the followi ng conditions or
events shall occur and be conti nuing:

(a) the Conpany defaults in the payment of any principal or
Make- Whol e Ampbunt, if any, on any Note when the sane becones due and
payabl e, whether at maturity or at a date fixed for prepaynent or by
decl aration or otherwise; or

(b) the Conpany defaults in the payment of any interest on any
Note for nmore than five Business Days after the same becones due and
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payabl e; or

(c) the Conpany defaults (i) in the performance of or
conpliance with any termcontained in Section 10 or Section 7.1(d) or
(ii) in the paynment when due of the ampunt required to be paid by the
Conpany for the purchase of any Notes pursuant to Section 8.3; or

(d) the Conpany defaults in the performance of or conpliance
with any term contained herein (other than those referred to in
paragraphs (a), (b) and (c) of this Section 11) and such default is not
remedied within 30 days after the earlier of (i) a Responsible Oficer
obt ai ni ng actual know edge of such default and (ii) the Conpany
receiving witten notice of such default fromany hol der of a Note (any
such witten notice to be identified as a "notice of default" and to
refer specifically to this paragraph (d) of Section 11); or

(e) any representation or warranty made in witing by or on
behal f of the Conpany or by any officer of the Conpany in this
Agreement or in any witing furnished in connection with the
transactions contenpl ated hereby proves to have been false or incorrect
in any material respect on the date as of which made; or

(f) (i) the Conpany or any Significant Subsidiary is in
default (as principal or as guarantor or other surety) in the paynent
of any principal of or prem um or make-whol e ampunt or interest on any
I ndebt edness that is outstanding in an aggregate principal anpunt of at
| east $10, 000, 000 beyond any period of grace provided with respect
thereto, or (ii) the Conpany or any Significant Subsidiary is in
default in the perfornmance of or conpliance with any term of any
evi dence of any |ndebtedness in an
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aggregat e outstandi ng princi pal anmbunt of at |east $10, 000,000 or of
any nortgage, indenture or other agreenent relating thereto or any

ot her condition exists, and as a consequence of such default or
condition such I ndebtedness has become, or has been declared (or one or
nore Persons are entitled to declare such |Indebtedness to be), due and
payabl e before its stated maturity or before its regularly schedul ed
dates of paynent; or

(g) the Conpany or any Significant Subsidiary (i) is
general ly not paying, or admts in witing its inability to pay, its
debts as they become due, (ii) files, or consents by answer or
otherwise to the filing against it of, a petition for relief or
reorgani zati on or arrangenent or any other petition in bankruptcy, for
I'iquidation or to take advantage of any bankruptcy, insolvency,
reorgani zati on, noratoriumor other simlar |aw of any jurisdiction
(iii) makes an assignnent for the benefit of its creditors, (iv)
consents to the appointnent of a custodian, receiver, trustee or other
officer with simlar powers with respect to it or with respect to any
substantial part of its property, (v) is adjudicated as insolvent or to
be liquidated, or (vi) takes corporate action for the purpose of any of
the foregoing; or

(h) a court or governnental authority of conpetent
jurisdiction enters an order appointing, wthout consent by the Conpany
or any of its Significant Subsidiaries, a custodian, receiver, trustee
or other officer with simlar powers with respect to it or with respect
to any substantial part of its property, or constituting an order for
relief or approving a petition for relief or reorganization or any
other petition in bankruptcy or for liquidation or to take advantage of
any bankruptcy or insolvency |aw of any jurisdiction, or ordering the
di ssol ution, wi nding-up or |liquidation of the Conpany or any of its
Significant Subsidiaries, or any such petition shall be filed against
the Conpany or any of its Significant Subsidiaries and such petition
shall not be dism ssed within 60 days; or

(i) a final judgnent or judgnments for the paynment of noney
aggregating in excess of $10,000,000 are rendered agai nst one or nore
of the Conpany and its Significant Subsidiaries and which judgnents are
not, within 60 days after entry thereof, bonded, discharged or stayed
pendi ng appeal, or are not discharged within 60 days after the
expiration of such stay; or

(j) default shall occur in the observance or performance of
any provision of the Guaranty Agreenment or the Guaranty Agreenent shal
cease to be in full force and effect for any reason except by operation
of Section 9.12, including, without limtation, a final and
nonappeal abl e determ nation by any governnental body or court that the
Guaranty Agreenent is invalid, void or unenforceable, or any Subsidiary
Guarantor or any Additional Subsidiary Guarantor shall contest or deny
inwiting the validity or enforceability of any provision of, or
obligation under, the Guaranty Agreenent; or



(k) if (i) any Plan shall fail to satisfy the m nimum funding
standards of ERISA or the Code for any plan year or part thereof or a
wai ver of such standards or extension of any anortization period is
sought or granted under section 412 of the Code, (ii) a notice of
intent to termnate any Plan shall have been or is reasonably expected
to be filed with the PBGC or the PBCGC shall have instituted proceedi ngs
under ERI SA
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section 4042 to termi nate or appoint a trustee to adm nister any

Pl an or the PBGC shall have notified the Conpany or any ERI SA
Affiliate that a Plan may becone a subject of any such proceedings,
(iii) the aggregate "ampunt of unfunded benefit liabilities" (within
the neani ng of section 4001(a)(18) of ERISA) under all Plans,
determned in accordance with Title IV of ERI SA, shall exceed

$10, 000, 000, (iv) the Conpany or any ERI SA Affiliate shall have
incurred or is reasonably expected to incur any liability pursuant
to Title | or IV of ERISA or the penalty or excise tax provisions of
the Code relating to enployee benefit plans, (v) the Conpany or any
ERI SA Affiliate withdraws fromany Miltienployer Plan, or (vi) the
Conpany or any Subsidiary establishes or amends any enpl oyee wel fare
benefit plan that provides post-enployment wel fare benefits in a
manner that would increase the liability of the Conpany or any

Subsi diary thereunder; and any such event or events described in
clauses (i) through (vi) above, either individually or together with
any other such event or events, woul d reasonably be expected to have
a Material Adverse Effect.

As used in Section 11(k), the ternms "enpl oyee benefit plan" and "enpl oyee
wel fare benefit plan" shall have the respective neanings assigned to such terms
in section 3 of ERISA

SECTI ON 12. REMEDI ES ON DEFAULT, ETC.

Section 12.1. Acceleration. (a) If an Event of Default with respect to
t he Conpany described in paragraph (g) or (h) of Section 11 (other than an Event
of Default described in clause (i) of paragraph (g) or described in clause (vi)
of paragraph (g) by virtue of the fact that such clause enconpasses clause (i)
of paragraph (g)) has occurred, all the Notes then outstanding shall
automatically becone i nmedi ately due and payabl e.

(b) If any other Event of Default has occurred and is continuing,
the Required Holders may at any time at its or their option, by notice or
notices to the Conpany, declare all the Notes then outstanding to be inmediately
due and payabl e.

(c) If any Event of Default described in paragraph (a) or (b) of
Section 11 has occurred and is continuing, any hol der of Notes at the tine
outstandi ng affected by such Event of Default nmy at any tinme, at its option, by
notice or notices to the Conpany, declare all the Notes held by it to be
i medi ately due and payabl e.

Upon any Notes becom ng due and payabl e under this Section 12.1,
whet her automatically or by declaration, such Notes will forthwith mature and
the entire unpaid principal anpunt of such Notes, plus (i) all accrued and
unpaid interest thereon and (ii) the Make-Whol e Anmpbunt determi ned in respect of
such principal amunt (to the full extent permitted by applicable |aw), shall
all be imediately due and payable, in each and every case w thout presentnent,
demand, protest or further notice, all of which are hereby waived. The Conpany
acknow edges, and the parties hereto agree, that each holder of a Note has the
right to maintain its investment in the Notes free fromrepaynent by the Conpany
(except as herein specifically provided for), and that the provision for paynent
of a Make-Whol e Amount by the Conpany in the event that the Notes are prepaid or
are accelerated as a result of an Event of Default, is intended to provide
conpensation for the deprivation of such right under such circunstances.
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Section 12.2. O her Renedies. If any Default or Event of Default has
occurred and is continuing, and irrespective of whether any Notes have becone or
have been declared i medi ately due and payabl e under Section 12.1, the hol der of
any Note at the time outstanding may proceed to protect and enforce the rights
of such holder by an action at law, suit in equity or other appropriate
proceedi ng, whether for the specific performance of any agreenent contained
herein or in any Note, or for an injunction against a violation of any of the
terns hereof or thereof, or in aid of the exercise of any power granted hereby
or thereby or by |aw or otherwi se.



Section 12.3. Rescission. At any tinme after any Notes have been
decl ared due and payabl e pursuant to clause (b) or (c) of Section 12.1, the
hol ders of not less than 51%in principal anpbunt of the Notes then outstanding
by witten notice to the Conpany, may rescind and annul any such decl aration and
its consequences if (a) the Conpany has paid all overdue interest on the Notes
all principal of and Make-Whole Ampbunt, if any, on any Notes that are due and
payabl e and are unpaid other than by reason of such declaration, and al
interest on such overdue principal and Make-Wol e Amount, if any, and (to the
extent permitted by applicable |aw) any overdue interest in respect of the
Notes, at the Default Rate, (b) all Events of Default and Defaults, other than
non- paynment of ampunts that have becone due solely by reason of such
decl aration, have been cured or have been waived pursuant to Section 17, and (c)
no judgnent or decree has been entered for the paynent of any nonies due
pursuant hereto or to the Notes. No rescission and annul ment under this Section
12.3 will extend to or affect any subsequent Event of Default or Default or
inmpair any right consequent thereon

Section 12.4. No Waivers or Election of Renedies, Expenses, etc. No
course of dealing and no delay on the part of any hol der of any Note in
exercising any right, power or renmedy shall operate as a waiver thereof or
ot herwi se prejudice such holder's rights, powers or renedies. No right, power or
remedy conferred by this Agreenent or by any Note upon any hol der thereof shal
be exclusive of any other right, power or remedy referred to herein or therein
or now or hereafter available at law, in equity, by statute or otherw se.
Wthout Iimting the obligations of the Conpany under Section 15, the Conpany
will pay to the holder of each Note on demand such further ampbunt as shall be
sufficient to cover all costs and expenses of such holder incurred in any
enforcenent or collection under this Section 12, including, wi thout limtation,
reasonabl e attorneys' fees, expenses and di sbursenents.

SECTI ON 13. REG STRATI ON; EXCHANGE; SUBSTI TUTI ON OF NOTES,

Section 13.1. Registration of Notes. The Conpany shall keep at its
principal executive office a register for the registration and registration of
transfers of Notes. The nane and address of each hol der of one or nore Notes
each transfer thereof and the name and address of each transferee of one or nore
Notes shall be registered in such register. Prior to due presentnent for
registration of transfer, the Person in whose name any Note shall be registered
shall be deened and treated as the owner and hol der thereof for all purposes
hereof, and the Conpany shall not be affected by any notice or know edge to the
contrary. The Conpany shall give to any holder of a Note that is an
Institutional Investor pronptly upon request therefor, a conplete and correct
copy of the names and addresses of all registered holders of Notes
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Section 13.2. Transfer and Exchange of Notes. Upon surrender of any
Note at the principal executive office of the Conpany for registration of
transfer or exchange (and in the case of a surrender for registration of
transfer, duly endorsed or acconpanied by a witten instrument of transfer duly
executed by the registered holder of such Note or its attorney duly authorized
in witing and acconpani ed by the address for notices of each transferee of such
Note or part thereof), the Conpany shall execute and deliver, at the Conpany's
expense (except as provided bel ow), one or nore new Notes (as requested by the
hol der thereof) in exchange therefor, in an aggregate principal anmount equal to
the unpaid principal ambunt of the surrendered Note. Each such new Note shall be
payabl e to such Person as such hol der may request and shall be substantially in
the formof Exhibit 1. Each such new Note shall be dated and bear interest from
the date to which interest shall have been paid on the surrendered Note or dated
the date of the surrendered Note if no interest shall have been paid thereon
The Conpany may require payment of a sumsufficient to cover any stanp tax or
governnental charge inposed in respect of any such transfer of Notes. Notes
shall not be transferred in denom nations of |ess than $100, 000, provided that
if necessary to enable the registration of transfer by a holder of its entire
hol di ng of Notes, one Note may be in a denomination of |ess than $100, 000. Any
transferee of a Note, or purchaser of a participation therein, shall, by its
acceptance of such Note be deened to neke the sane representations to the
Conpany regarding the Note or participation as the Purchasers have nade pursuant
to Section 6. 2.

Section 13.3. Replacenent of Notes. Upon receipt by the Conpany of
evidence reasonably satisfactory to it of the ownership of and the |oss, theft
destruction or mnutilation of any Note (which evidence shall be, in the case of
an Institutional Investor, notice fromsuch Institutional |nvestor of such
ownership and such loss, theft, destruction or nutilation), and

(a) in the case of loss, theft or destruction, of indemity
reasonably satisfactory to it (provided that if the holder of such
Note is, or is a nom nee for, an original Purchaser or another
hol der of a Note with a mininmumnet worth of at |east $25, 000, 000
such Person's own unsecured agreenent of indemity shall be deened
to be satisfactory), or



(b) in the case of nutilation, upon surrender and cancellation
t her eof ,

the Conpany at its own expense shall execute and deliver, in lieu thereof, a new
Note, dated and bearing interest fromthe date to which interest shall have been
paid on such lost, stolen, destroyed or nutilated Note or dated the date of such
lost, stolen, destroyed or nutilated Note if no interest shall have been paid

t her eon.

SECTI ON 14. PAYMENTS ON NOTES.

Section 14.1. Place of Payment. Subject to Section 14.2, paynents of
principal, Make-Wole Amount, if any, and interest becom ng due and payable on
the Notes shall be nade in Fargo, North Dakota at the principal office of the
Conpany. The Conpany may at any tinme, by notice to each holder of a Note, change
the place of paynent of the Notes so |ong as such place of paynment shall be
either the principal office of the Conpany in such jurisdiction or the principa
of fice of a bank or trust conpany in such jurisdiction
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Section 14.2. Home Office Payment. So |ong as any Purchaser or such
Purchaser's nom nee shall be the holder of any Note, and notwi thstanding
anything contained in Section 14.1 or in such Note to the contrary, the Conpany
will pay all sunms becomi ng due on such Note for principal, Mke-Wole Anpunt, if
any, and interest by the nethod and at the address specified for such purpose
bel ow such Purchaser's nane in Schedule A, or by such other nethod or at such
ot her address as such Purchaser shall have fromtinme to tine specified to the
Conpany in witing for such purpose, wi thout the presentation or surrender of
such Note or the mmking of any notation thereon, except that upon witten
request of the Conpany nade concurrently with or reasonably pronptly after
paynent or prepaynent in full of any Note, such Purchaser shall surrender such
Note for cancellation, reasonably pronptly after any such request, to the
Conpany at its principal executive office or at the place of payment nopst
recently designated by the Conpany pursuant to Section 14.1. Prior to any sale
or other disposition of any Note held by such Purchaser or such Purchaser's
nom nee such Purchaser will, at such Purchaser's election, either endorse
thereon the anpbunt of principal paid thereon and the |ast date to which interest
has been paid thereon or surrender such note to the Conpany in exchange for a
new Note or Notes pursuant to Section 13.2. The Conpany will afford the benefits
of this Section 14.2 to any Institutional Investor that is the direct or
indirect transferee of any Note purchased by any Purchaser under this Agreenent
and that has made the same agreenment relating to such Note as such Purchaser has
made in this Section 14.2

SECTI ON 15. EXPENSES, ETC.

Section 15.1. Transaction Expenses. Whether or not the transactions
contenpl ated hereby are consummated, the Conpany will pay all costs and expenses
(i ncluding reasonabl e attorneys' fees of the Purchasers' special counsel
Chaprman and Cutler, incurred by any Purchaser or holder of a Note in connection
with such transactions and in connection wi th any amendnments, waivers or
consents under or in respect of this Agreenent, the Guaranty Agreenent, the
Intercreditor Agreenent or the Notes (whether or not such amendnent, waiver or
consent becones effective), including, without limtation: (a) the costs and
expenses incurred in enforcing or defending (or determ ning whether or how to
enforce or defend) any rights under this Agreenent, the Cuaranty Agreenent, the
Intercreditor Agreenment or the Notes or in responding to any subpoena or other
| egal process or informal investigative demand issued in connection with this
Agreenment, the Guaranty Agreenent, the Intercreditor Agreenment or the Notes, or
by reason of being a holder of any Note, and (b) the costs and expenses
including financial advisors' fees, incurred in connection with the insolvency
or bankruptcy of the Conpany or any Subsidiary or in connection with any
wor k-out or restructuring of the transactions contenpl ated hereby and by the
Notes. The Conpany will pay, and will save each Purchaser of a Note harnl ess
from all claims in respect of any fees, costs or expenses, if any, of brokers
and finders (other than those retained by a Purchaser)

Section 15.2. Survival. The obligations of the Conpany under this
Section 15 will survive the paynent or transfer of any Note, the enforcenent
amendnment or waiver of any provision of this Agreement or the Notes, and the
term nation of this Agreenent
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SECTI ON 16. SURVI VAL OF REPRESENTATI ONS AND WARRANTI ES; ENTI RE AGREEMENT.

Al'l representations and warranties contained herein shall survive the
execution and delivery of this Agreenent and the Notes, the purchase or transfer
by a Purchaser of any Note or portion thereof or interest therein and the



paynent of any Note, and may be relied upon by any subsequent hol der of a Note,
regardl ess of any investigation nade at any time by or on behalf of such
Purchaser or any other holder of a Note. Al statements contained in any
certificate or other instrunent delivered by or on behalf of the Conpany
pursuant to this Agreenent shall be deened representati ons and warranties of the
Conpany under this Agreenent. Subject to the preceding sentence, this Agreenent
and the Notes enbody the entire agreenment and understandi ng between the
Purchasers and the Conpany and supersede all prior agreements and understandi ngs
relating to the subject matter hereof.

SECTI ON 17. AMENDMENT AND WAI VER.

Section 17.1. Requirenments. This Agreenent and the Notes may be
anended, and the observance of any term hereof or of the Notes nay be waived
(either retroactively or prospectively), with (and only with) the witten
consent of the Company and the Required Hol ders, except that (a) no amendnent or
wai ver of any of the provisions of Section 1, 2, 3, 4, 5, 6 or 21 hereof, or any
defined term (as it is used therein), will be effective as to a Purchaser unless
consented to by such Purchaser in witing, and (b) no such anendnent or waiver
may, without the written consent of the holder of each Note at the tine
outstanding affected thereby, (i) subject to the provisions of Section 12
relating to accel eration or rescission, change the ambunt or time of any
prepaynent or paynment of principal of, or reduce the rate or change the tinme of
payment or method of conputation of interest or of the Make-Wol e Anpunt on, the
Notes, (ii) change the percentage of the principal ampbunt of the Notes the
hol ders of which are required to consent to any such amendnent or waiver, or
(iii) amend any of Sections 8, 9.6, 11(a), 11(b), 12, 17 or 20.

Section 17.2. Solicitation of Holders of Notes.

(a) Solicitation. The Conpany w |l provide each hol der of the Notes
(irrespective of the anpunt of Notes then owned by it) with sufficient
information, sufficiently far in advance of the date a decision is required, to
enabl e such holder to make an informed and consi dered decision with respect to
any proposed anmendnment, waiver or consent in respect of any of the provisions
hereof or of the Notes. The Conpany will deliver executed or true and correct
copi es of each amendnent, waiver or consent effected pursuant to the provisions
of this Section 17 to each hol der of outstanding Notes pronptly follow ng the
date on which it is executed and delivered by, or receives the consent or
approval of, the requisite holders of Notes.

(b) Paynent. The Conpany will not directly or indirectly pay or
cause to be paid any renmuneration, whether by way of supplenmental or additional
interest, fee or otherwise, or grant any security, to any holder of Notes as
consideration for or as an inducenment to the entering into by any hol der of
Not es of any wai ver or anendnment of any of the terms and provisions hereof
unl ess such renuneration is concurrently paid, or security is concurrently
granted, on the sane
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terms, ratably to each holder of Notes then outstanding whether or not such
hol der consented to such wai ver or anendnent.

Section 17.3. Binding Effect, etc. Any anendnent or waiver consented to
as provided in this Section 17 applies equally to all holders of Notes and is
bi ndi ng upon them and upon each future hol der of any Note and upon the Conpany
wi thout regard to whether such Note has been marked to indicate such amendnment
or waiver. No such anendnment or waiver will extend to or affect any obligation,
covenant, agreenent, Default or Event of Default not expressly anended or waived
or inmpair any right consequent thereon. No course of dealing between the Conpany
and the holder of any Note nor any delay in exercising any rights hereunder or
under any Note shall operate as a waiver of any rights of any hol der of such
Note. As used herein, the term"this Agreenment" and references thereto shall
mean this Agreenent as it may fromtinme to time be anmended or suppl enent ed.

Section 17.4. Notes Held by Conpany, etc. Solely for the purpose of
determ ni ng whether the holders of the requisite percentage of the aggregate
principal amount of Notes then outstanding approved or consented to any
amendnment, waiver or consent to be given under this Agreenent or the Notes, or
have directed the taking of any action provided herein or in the Notes to be
taken upon the direction of the holders of a specified percentage of the
aggregate principal anbunt of Notes then outstanding, Notes directly or
indirectly owned by the Conpany or any of its Affiliates shall be deened not to
be out st andi ng.

SECTI ON 18. NOTI CES.

Al'l notices and conmuni cations provided for hereunder shall be in
writing and sent (a) by telefacsimle if the sender on the sane day sends a
confirm ng copy of such notice by a recogni zed overni ght delivery service
(charges prepaid), or (b) by registered or certified mail with return receipt
requested (postage prepaid), or (c) by a recognized overnight delivery service
(with charges prepaid). Any such notice nust be sent:



(i) if to a Purchaser or a Purchaser's nom nee, to such
Purchaser or it at the address specified for such communications in
Schedul e A, or at such other address as such Purchaser or it shal
have specified to the Conpany in writing,

(ii) if to any other holder of any Note, to such hol der at
such address as such other holder shall have specified to the
Conpany in witing, or

(iii) if to the Conpany, to the Conpany at its address set
forth at the beginning hereof to the attention of Chief Financial
O ficer, or at such other address as the Conpany shall have
specified to the holder of each Note in writing.

Notices under this Section 18 will be deemed given only when actually received
- 34-

Oter Tail Corporation Not e Purchase Agreenent

SECTI ON 19. REPRODUCTI ON OF DOCUMENTS

This Agreenent and all docunents relating thereto, including, without
limtation, (a) consents, waivers and nodifications that nay hereafter be
executed, (b) docunents received by any Purchaser at the Closing (except the
Not es thensel ves), and (c) financial statements, certificates and other
informati on previously or hereafter furnished to such Purchaser, may be
reproduced by such Purchaser by any photographic, photostatic, mcrofilm
m crocard, mniature photographic or other simlar process and such Purchaser
may destroy any original document so reproduced. The Conpany agrees and
stipulates that, to the extent permtted by applicable | aw, any such
reproduction shall be admissible in evidence as the original itself in any
judicial or adm nistrative proceeding (whether or not the original is in
exi stence and whet her or not such reproduction was made by such Purchaser in the
regul ar course of business) and any enlargenent, facsimle or further
reproduction of such reproduction shall |ikew se be adm ssible in evidence. This
Section 19 shall not prohibit the Conpany or any other holder of Notes from
contesting any such reproduction to the sane extent that it could contest the
original, or fromintroducing evidence to denonstrate the inaccuracy of any such
reproduction

SECTI ON 20. CONFI DENTI AL | NFORMATI ON.

For the purposes of this Section 20, "Confidential Information" nmeans
information delivered to a Purchaser by or on behalf of the Conpany or any
Subsidiary in connection with the transactions contenplated by or otherw se
pursuant to this Agreenent that is proprietary in nature and that was clearly
mar ked or | abel ed or otherw se adequately identified when received by such
Purchaser as being confidential information of the Conpany or such Subsidiary
provided that such term does not include information that (a) was publicly known
or otherw se known to such Purchaser prior to the time of such disclosure, (b)
subsequent|y beconmes publicly known through no act or omi ssion by such Purchaser
or any Person acting on such Purchaser's behalf, (c) otherw se beconmes known to
such Purchaser other than through disclosure by the Conpany or any Subsidiary or
(d) constitutes financial statements delivered to such Purchaser under Section
7.1 that are otherw se publicly available. Each Purchaser will maintain the
confidentiality of such Confidential Information in accordance with procedures
adopted by such Purchaser in good faith to protect confidential information of
third parties delivered to such Purchaser, provided that such Purchaser may
deliver or disclose Confidential Information to (i) such Purchaser's directors
of ficers, enployees, agents, attorneys and affiliates (to the extent such
di scl osure reasonably relates to the admi nistration of the investnent
represented by such Purchaser's Notes), (ii) such Purchaser's financial advisors
and ot her professional advisors who agree to hold confidential the Confidentia
Information substantially in accordance with the terns of this Section 20, (iii)
any other holder of any Note, (iv) any Institutional Investor to which such
Purchaser sells or offers to sell such Note or any part thereof or any
participation therein (if such Person has agreed in witing prior to its receipt
of such Confidential Information to be bound by the provisions of this Section
20), (v) any Person from which such Purchaser offers to purchase any security of
the Conpany (if such Person has agreed in witing prior to its receipt of such
Confidential Information to be bound by the provisions of this Section 20), (vi)
any federal or state regulatory authority having jurisdiction over such
Purchaser, (vii) the National Association of Insurance Conmi ssioners or any
simlar organi zation, or any nationally recognized rating agency that requires
access to information about such Purchaser's investnment portfolio, or
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(viii) any other Person to which such delivery or disclosure may be necessary or



appropriate (w) to effect conpliance with any law, rule, regulation or order
applicable to such Purchaser, (x) in response to any subpoena or other |ega
process, (y) in connection with any litigation to which such Purchaser is a
party or (z) if an Event of Default has occurred and is continuing, to the
extent such Purchaser may reasonably determ ne such delivery and disclosure to
be necessary or appropriate in the enforcenent or for the protection of the
rights and renedi es under such Purchaser's Notes and this Agreement. Each hol der
of a Note, by its acceptance of a Note, will be deenmed to have agreed to be
bound by and to be entitled to the benefits of this Section 20 as though it were
a party to this Agreenent. On reasonabl e request by the Conpany in connection
with the delivery to any holder of a Note of information required to be
delivered to such hol der under this Agreement or requested by such hol der (other
than a holder that is a party to this Agreenment or its noninee), such hol der
will enter into an agreenent with the Conpany enbodying the provisions of this
Section 20

SECTI ON 21. SUBSTI TUTI ON OF PURCHASER

Each Purchaser shall have the right to substitute any one of such
Purchaser's Affiliates as the purchaser of the Notes that such Purchaser has
agreed to purchase hereunder, by witten notice to the Conpany, which notice
shall be signed by both such Purchaser and such Affiliate, shall contain such
Affiliate's agreement to be bound by this Agreenent and shall contain a
confirmation by such Affiliate of the accuracy with respect to it of the
representations set forth in Section 6. Upon receipt of such notice, wherever
the word "you" is used in this Agreenent (other than in this Section 21), such
word shal |l be deened to refer to such Affiliate in lieu of such Purchaser. In
the event that such Affiliate is so substituted as a purchaser hereunder and
such Affiliate thereafter transfers to a Purchaser all of the Notes then held by
such Affiliate, upon receipt by the Conpany of notice of such transfer, wherever
the word "you" is used in this Agreement (other than in this Section 21), such
word shall no |longer be deened to refer to such Affiliate, but shall refer to
such Purchaser, and such Purchaser shall have all the rights of an origina
hol der of the Notes under this Agreenent

SECTI ON 22. M SCELLANEQUS.

Section 22.1. Successors and Assigns. Al covenants and ot her
agreenments contained in this Agreenment by or on behalf of any of the parties
hereto bind and inure to the benefit of their respective successors and assigns
(including, without limtation, any subsequent holder of a Note) whether so
expressed or not

Section 22.2. Paynments Due on Non-Busi ness Days. Anything in this
Agreement or the Notes to the contrary notwi thstanding, any payment of principa
of or Make-VWhol e Ampunt or interest on any Note that is due on a date other than
a Business Day shall be made on the next succeedi ng Business Day wi thout
including the additional days el apsed in the conputation of the interest payable
on such next succeedi ng Busi ness Day

Section 22.3. Severability. Any provision of this Agreenent that is
prohi bited or unenforceable in any jurisdiction shall, as to such jurisdiction,
be ineffective to the extent of such
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prohibition or unenforceability wi thout invalidating the renaining provisions
hereof, and any such prohibition or unenforceability in any jurisdiction shal
(to the full extent permitted by law) not invalidate or render unenforceable
such provision in any other jurisdiction

Section 22.4. Construction. Each covenant contained herein shall be
construed (absent express provision to the contrary) as being independent of
each other covenant contained herein, so that conpliance with any one covenant
shall not (absent such an express contrary provision) be deenmed to excuse
conpliance with any other covenant. Where any provision herein refers to action
to be taken by any Person, or which such Person is prohibited fromtaking, such
provision shall be applicable whether such action is taken directly or
indirectly by such Person

Section 22.5. Counterparts. This Agreenent may be executed in any
nunmber of counterparts, each of which shall be an original but all of which
together shall constitute one instrument. Each counterpart may consist of a
nunber of copies hereof, each signed by less than all, but together signed by
all, of the parties hereto

Section 22.6. Submi ssion to Jurisdiction. The Conpany hereby
irrevocably submits and consents to the jurisdiction of the federal court
located within the County of New York, State of New York (or if such court |acks
jurisdictions, the State courts |ocated therein), and irrevocably agrees that
all actions or proceedings relating to this Agreement and the Notes may be
litigated in such courts, and the Conpany wai ves any objection which it nay have
based on inproper venue or forum non conveniens to the conduct of any proceeding
in any such court and waives personal service of any and all process upon it
and consents that all such service of process be made by delivery to it at the



address of the Conpany set forth

Section 22.7. Governing
enforced in accordance with, and
the law of the State of New York
of such State that would require

in Section 18 above.

Law. This Agreenent shall be construed and

the rights of the parties shall be governed by,
excl udi ng choice-of -l aw principles of the | aw

the application of the laws of a jurisdiction

other than such State.
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If you are in agreement with the foregoing, please sign the form of
agreenment on the acconpanying counterpart of this Agreenent and return it to the
Conpany, whereupon the foregoing shall becone a binding agreenent between you
and the Conpany.

Very truly yours,

OTTER TAI L CORPORATI ON

By /s/ Kevin G Mug

Nanme: Kevin G Moug
Title: C. F. O and Treasurer
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The foregoing is hereby agreed to as of the date thereof.

THE PRUDENTI AL | NSURANCE COMPANY OF
AMERI CA

By /s/ Jay D. Squiers
Name: Jay D. Squiers
Title: Vice President

Oter Tail Corporation Not e Purchase Agreenent

The foregoing is hereby agreed to as of the date thereof.

HARTFORD LI FE | NSURANCE COMPANY

By: Prudential Private Placenment Investors,
L.P., as Investnent Advisor

By: Prudential Private Placenment

Inc., CGeneral Partner

I nvestors,

By /s/ Jay D. Squiers

Name:
Title:

Jay D. Squiers
Vi ce President

Oter Tail Corporation Not e Purchase Agreenent

The foregoing is hereby agreed to as of the date thereof.

MEDI CA HEALTH PLAN

By: Prudential Private Placenment |nvestors,
L.P., as Investnent Advisor
By: Prudential Private Placenment |nvestors,



Inc., General Partner

By /s/ Randall M Kob

Vi ce President
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The foregoing is hereby agreed to as of the date thereof.

GENERAL ELECTRI C CAPI TAL ASSURANCE
COVPANY

By /s/ Jon. M Lucia

Name: Jon M Lucia
Title: Investment OFficer
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The foregoing is hereby agreed to as of the date thereof.

GE EDI SON LI FE | NSURANCE COVPANY

By /s/ WIlliam R Wi ght

Name: WIlliam R Wi ght
Title: Chief Investment O ficer

Oiter Tail Corporation Not e Purchase Agreenent

The foregoing is hereby agreed to as of the date thereof.

GE CAPI TAL LI FE ASSURANCE COMPANY OF
NEW YORK

By /s/ Jon M Lucia

Name: Jon M Lucia
Title: Investment Oficer
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The foregoing is hereby agreed to as of the date thereof.

FI RST COLONY LI FE | NSURANCE COVPANY

By /s/ Jon M Lucia

Name: Jon M Lucia
Title: Assistant Vice President and
And | nvestnent Officer
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The foregoing is hereby agreed to as of the date thereof.

TREASURER OF THE STATE OF SOUTH CARCLI NA
SOUTH CARCLI NA RETI REMENT SYSTEM

By /s/ Grady L. Patterson Jr.



Name: Grady L. Patterson Jr.
Title: State Treasurer of South Carolina
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The foregoing is hereby agreed to as of the date thereof.

COUNTRY LI FE | NSURANCE COMPANY

By /s/ John A. Jacobs

Name: John A. Jacobs
Title: Senior Investnent Officer

I NFORMATI ON RELATI NG TO PURCHASERS

PRI NCI PAL  AMOUNT

NAME AND ADDRESS OF NOTES TO BE
OF PURCHASER PURCHASED
THE PRUDENTI AL | NSURANCE COVPANY $21, 500, 000

OF AMERI CA
c/o Prudential Capital Group
2200 Ross Avenue, Suite 4200E
Dal | as, Texas 75201
Attention: Managing Director

Paynment s

Al'l payments on or in respect of the Notes to be by bank wire transfer of
Federal or other imedi ately available funds (identifying each paynent as "OQtter
Tai|l Corporation, 6.63% Senior Notes due December 1, 2011, !INV! 7784!, PPN
689648 B# 9, principal, Mke-Wole Amount or interest") to:

Account Nunber 890-0304-391
The Bank of New York

New Yor k, New York

ABA #021-000-018

Noti ces

Al'l notices and communications to be addressed as first provided above, except
notices with respect to paynents, and witten confirmation of each such paynent,
to be addressed:

The Prudential |nsurance Conpany of Anerica
c/o Investment Operations G oup

Gat eway Center Two, 10th Fl oor

100 Mul berry Street

Newar k, New Jersey 07102-4077

Attention: Manager

Reci pi ent of tel ephonic prepaynment notices with respect to Notes:
Manager, Trade Managenent Group
Tel ephone:  (973) 367-3141
Facsimle: (973) 802-4925
Name of Nominee in which Notes are to be issued: None

Taxpayer |.D. Number: 22-1211670

SCHEDULE A
(to Note Purchase Agreenent)
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PRI NCI PAL  AMOUNT
NAMVE AND ADDRESS OF NOTES TO BE
OF PURCHASER PURCHASED



THE PRUDENTI AL | NSURANCE COVPANY $7, 000, 000
OF AMERI CA

c/o Prudential Capital G oup

2200 Ross Avenue, Suite 4200E

Dal | as, Texas 75201

Attention: Managing Director

Paynent s

Al'l paynments on or in respect of the Notes to be by bank wire transfer of
Federal or other imedi ately available funds (identifying each paynent as "OQtter
Tail Corporation, 6.63% Senior Notes due Decenber 1, 2011, !INV 7784!, PPN
689648 B# 9, principal, Mke-Wole Amount or interest") to:

Account Nunber 890-0304-944
The Bank of New York

New Yor k, New York

ABA #021-000-018

Not i ces

Al'l notices and comuni cations to be addressed as first provi ded above, except
notices with respect to paynents, and witten confirmation of each such paynent,
to be addressed:

The Prudential Insurance Conpany of America
c/o Investnment Operations G oup

Gat eway Center Two, 10th Fl oor

100 Mul berry Street

Newar k, New Jersey 07102-4077

Attention: Manager

Reci pi ent of tel ephonic prepaynment notices with respect to Notes:
Manager, Trade Managenent Group
Tel ephone:  (973) 367-3141
Facsimle: (973) 802-4925
Nanme of Nominee in which Notes are to be issued: None

Taxpayer |.D. Number: 22-1211670

A-2
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PRI NCI PAL  AMOUNT
NAME AND ADDRESS OF NOTES TO BE
OF PURCHASER PURCHASED
HARTFORD LI FE | NSURANCE COMPANY $5, 000, 000

c/o Prudential Private Placenent Investors, L.P.
Attn: M. Albert Trank, Senior Vice President
4 Gateway Center, 100 Mil berry Street

Newar k, New Jersey 07102

Tel ephone: (973) 624-6432

Telefacsimle: (973) 802-8608

Paynent s

Al'l payments on or in respect of the Notes to be by bank wire transfer of
Federal or other imedi ately available funds (identifying each paynent as "OQtter
Tai|l Corporation, 6.63% Senior Notes due Decenber 1, 2011, PPN 689648 B# 9,
principal, Make-Wole Anpunt or interest") to:

Chase Manhattan Bank

4 New York Pl aza

New York, New York 10004

ABA #021000021

Chase NYC/ Cust

A/ C #900- 9- 000200 for F/C/T for donmestic issuers use: G 08965 CRD

Noti ces

Al'l notices and comuni cations to be addressed as first provi ded above, except
notices with respect to paynments, and witten confirmation of each such paynent,
to be addressed:

Hartford I nvestnent Managenment Conpany
c/o Portfolio Support

P. 0. Box 1744

Hartford, Connecticut 06144-1744

Tel efacsimle: (860) 297-8875/8876

Name of Nominee in which Notes are to be issued: None



Taxpayer |.D. Number: 06-0974148
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PRI NCI PAL  AMOUNT
NAME AND ADDRESS OF NOTES TO BE
OF PURCHASER PURCHASED
MEDI CA HEALTH PLAN $1, 500, 000

c/o Prudential Private Placenent Investors, Inc.
Four Gateway Center, 7th Floor

100 Mul berry Street

Newar k, New Jersey 07102

Attention: Institutional Asset Managenent

Tel ephone: (973) 802-8608

Tel ecopy: (973) 802-7045

Paynent s

Al'l paynments on or in respect of the Notes to be by bank wire transfer of
Federal or other imedi ately avail able funds (identifying each paynment as "OQtter
Tai|l Corporation, 6.63% Senior Notes due Decenber 1, 2011, PPN 689648 B# 9,
principal, Make-Wole Ampunt or interest") to:

Federal Reserve Bank of Boston

ABA No. 011001234

DDA No. 125261

For: Allina Medica Health Pl an/ AHHF5002082
Attn: MBS Income-Cost Center 1253

Not i ces

Al'l notices and comuni cations, including notices with respect to paynments and
written confirmation of each such paynent, to be addressed as first provided
above.

Name of Nominee in which Notes are to be issued: None

Taxpayer |.D. Number: 41-1242261

A4
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PRI NCI PAL  AMOUNT
NAMVE AND ADDRESS OF NOTES TO BE
OF PURCHASER PURCHASED
GENERAL ELECTRI C CAPI TAL ASSURANCE COMPANY $13, 000, 000

c/ o GE Financial Assurance

Account: General Electric Capital Assurance Conpany
Two Uni on Square, 601 Union Street

Seattle, Washington 98101

Attention: I nvest ment Departnent, Private Placenents
Phone Nunber: (206) 516-4954

Fax Number: (206) 516-4578

Paynent s

Al'l paynments on or in respect of the Notes to be by bank wire transfer of
Federal or other inmediately available funds (identifying each payment as "Otter
Tail Corporation, 6.63% Senior Notes due Decenmber 1, 2011, PPN 689648 B# 9,
principal, premumor interest") to:

Bankers Trust Conpany

14 vall Street

New York, New York 10005
SW FT Code: BKTR US 33
ABA #021001033

Account Nunber 99-911-145
FCC #097833

Noti ces

Al'l notices with respect to paynents and witten confirnmation of each such
payment, to be addressed:

GE Financi al Assurance

Account: General Electric Capital Assurance Conpany
Two Uni on Square, 601 Union Street

Seattle, Washington 98101

Attention: |Investment Accounting



Phone Number: (206) 516-4649
Fax Number: (206) 516-4740

Al'l other notices and comunications (including original note agreenent,
conformed copy of the note agreenment, anendnent requests, financial statenents)
to be addressed as first provided above.

Nanme of Nominee in which Notes are to be issued: SALKELD & CO.

Taxpayer |.D. Number: 91-6027719

A-5
Oter Tail Corporation Not e Purchase Agreenent
PRI NCI PAL  AMOUNT
NAMVE AND ADDRESS OF NOTES TO BE
OF PURCHASER PURCHASED
GE EDI SON LI FE | NSURANCE COVPANY $10, 000, 000

c/o GE Financial Assurance

Account: CE Edison Life Insurance Conpany (VIP Account)
Two Uni on Square, 601 Union Street

Seattle, Washington 98101

Attention: Investnment Departnment, Private Placenents
Phone Nunber: (206) 516-4954

Fax Number: (206) 516-4578

Payment s

Al'l paynents on or in respect of the Notes to be by bank wire transfer of
Federal or other imedi ately available funds (identifying each payment as "Otter
Tai|l Corporation, 6.63% Senior Notes due Decenber 1, 2011, PPN 689648 B# 9,
principal, premumor interest") to:

Bankers Trust Conpany

14 Wall Street

New Yor k, New York 10005
SW FT Code: BKTR US 33
ABA #021001033

Account Nunber 99-911-145
FCC #098775

Noti ces

Al'l notices with respect to paynents and witten confirmation of each such
paynment, to be addressed:

GE Financi al Assurance

Account: GE Edison Life Insurance Conpany (VIP Account)
Two Uni on Square, 601 Union Street

Seattl e, Washington 98101

Attention: |nvestnent Accounting

Phone Number: (206) 516-4649

Fax Nunmber: (206) 516-4740

Al'l other notices and communications (including original note agreenent,
conformed copy of the note agreenment, anendnent requests, financial statenents)
to be addressed as first provided above.

Nanme of Nominee in which Notes are to be issued: SALKELD & CO.

Taxpayer |.D. Nurmber: None (Foreign Conpany)

A-6
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PRI NCI PAL  AMOUNT
NAME AND ADDRESS OF NOTES TO BE
OF PURCHASER PURCHASED
GE CAPI TAL LI FE ASSURANCE COWMPANY OF NEW YORK $7, 000, 000

c/ o GE Financial Assurance

Account: GE Capital Life Assurance Conpany of New York
Two Uni on Square, 601 Union Street

Seattle, Washington 98101

Attention: I nvest ment Departnent, Private Placenents
Tel ephone Nunber: (206) 516-4954

Tel efacsim |l e Nunmber: (206) 916-4863

Paynent s

Al'l payments on or in respect of the Notes to be by bank wire transfer of
Federal or other inmmediately available funds (identifying each paynent as "OQtter



Tail Corporation, 6.63% Senior Notes due Decenmber 1, 2011, PPN 689648 B# 9,
principal, premumor interest") to:

Bankers Trust Conpany

14 vall Street

New Yor k, New York 10005
SW FT Code: BKTR US 33
ABA #021001033

Account Nunber 99-911-145
FCC #097836

Noti ces

Al'l notices with respect to paynments and witten confirmation of each such
paynment to be addressed:

GE Financi al Assurance

Account: GE Capital Life Assurance Conpany of New York
Two Uni on Square, 601 Union Street

Seattle, Washington 98101

Attention: |nvestnent Accounting

Tel ephone Nunber: (206) 516-2871

Tel efacsim |l e Number: (206) 516-4740

Al'l other notices and communications (including original note agreenent,
conformed copy of the note agreenment, anendnment requests, financial statenents)
to be addressed as first provided above.

Name of Nominee in which Notes are to be issued: SALKELD & CO.

Taxpayer |.D. Number: 22-2882416

A7
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PRI NCI PAL  AMOUNT
NAVE AND ADDRESS OF NOTES TO BE
OF PURCHASER PURCHASED
FI RST COLONY LI FE | NSURANCE COMPANY $5, 000, 000

c/o GE Financial Assurance

Account: First Colony Life Insurance Conpany

Two Uni on Square, 601 Union Street

Seattle, Washington 98101

Attention: |Investnment Departnent, Private Placenents
Tel ephone Nunber: (206) 516-4954

Tel efacsimle Number: (206) 516-4578

Paynent s

Al'l paynents on or in respect of the Notes to be by bank wire transfer of
Federal or other immedi ately avail able funds (identifying each payment as "Otter
Tail Corporation, 6.63% Senior Notes due Decenmber 1, 2011, PPN 689648 B# 9,
principal, premumor interest") to:

Bankers Trust Conpany

16 wall Street

New Yor k, New York 10005

SW FT Code: BKTR US 33

ABA #021001033

Account Nunber 99-911-145

FCC #098069

Ref: security description, coupon, maturity, PPN #, identify principal
or interest

Noti ces

Al'l notices with respect to paynments and witten confirmation of each such
paynment to be addressed:

GE Financi al Assurance

Account: First Colony Life Insurance Conpany
Two Uni on Square, 601 Union Street

Seattl e, Washington 98101

Attention: |nvestnent Accounting

Tel ephone Nunber: (206) 516-2871

Tel efacsim | e Number: (206) 516-4740

Al'l other notices and communications (including original note agreenent,
conformed copy of the note agreenment, anendnent requests, financial statenents)
to be addressed as first provided above.

Nanme of Nominee in which Notes are to be issued: SALKELD & CO.

Taxpayer |.D. Number: 54-0596414
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PRI NCI PAL  AMOUNT

NAME AND ADDRESS OF NOTES TO BE
OF PURCHASER PURCHASED
TREASURER OF THE STATE OF SOUTH CAROLI NA $15, 000, 000

SOUTH CAROLI NA RETI REMENT SYSTEM
Wade Hanpton Buil ding
Col unbi a, South Carolina 29201

Paynent s

Al'l paynents on or in respect of the Notes to be by bank wire transfer of
Federal or other immedi ately avail able funds (identifying each payment as "Otter
Tail Corporation, 6.63% Senior Notes due Decenber 1, 2011, PPN 689648 B# 9,
principal, premumor interest") to:

Bank of New York

ABA #0210000018

BK=1 OC 363

S C Retirenment Systenf 862164

Noti ces

Al'l notices and communi cations, including notices with respect to paynents and
written confirmation of each such paynent, to be addressed as first provided
above.

Nanme of Nominee in which Notes are to be issued: None

Taxpayer |.D. Number: 57-0882454

A-9
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PRI NCI PAL  AMOUNT
NAMVE AND ADDRESS OF NOTES TO BE
OF PURCHASER PURCHASED
COUNTRY LI FE | NSURANCE COVPANY $5, 000, 000

c/o Country Trust Bank |nvestnent Managenent
808 | AA Drive

Bl oom ngton, Illinois 61702

Attention: John Jacobs

Tel ephone: (309) 821-6260

Fax: (309) 821-6177

Paynent s

Al'l paynments on or in respect of the Notes to be by bank wire transfer of
Federal or other immedi ately avail able funds (identifying each payment as "Otter
Tail Corporation, 6.63% Senior Notes due Decenmber 1, 2011, PPN 689648 B# 9,
principal, premumor interest") to:

Nort hern Trust Chgo/ Trust

ABA Nunber 071000152

Wre Account Number 5186041000

For Further Credit to: 26-02712

Account Nane: Country Life Insurance Conpany
Representing P & | on (list security)

Noti ces

Al'l notices and communi cations, including notices with respect to paynents and
written confirmation of each such paynent, to be addressed as first provided
above with a copy to:

Country Life Insurance Conpany

Attention: Karent Brand (Investment Accounting)
1701 Towanda Avenue

P. 0. Box 2000

Bl oomi ngton, IL 61701

Tel ephone:  (309) 821-2854

Fax: (309) 821-3538

Nanme of Nominee in which Notes are to be issued: None

Taxpayer |.D. Number: 37-0808781



DEFI NED TERMS

Wiere the character or ampunt of any asset or liability or item of
income or expense is required to be determ ned or any consolidation or other
accounting conputation is required to be made for the purposes of this
Agreement, the same shall be done in accordance with GAAP, to the extent
appl i cabl e, except where such principles are inconsistent with the express
requirenents of this Agreenent.

Where any provision in this Agreenent refers to action to be taken by
any Person, or which such Person is prohibited fromtaking, such provision shall
be applicabl e whether the action in question is taken directly or indirectly by
such Person.

As used herein, the following terms have the respective meani ngs set
forth below or set forth in the Section hereof follow ng such term

"Acceptabl e Rating" shall nmean in the case of Mwody's a rating of
"Baa3" (or the then current equivalent thereof) or better and in the case of S&P
a rating of "BBB-" (or the then current equivalent thereof) or better and in the
case of any other Designated Rating Agency, a rating equivalent to such
Acceptabl e Rating of Mody's or S&P.

"Addi tional Subsidiary Guarantor” is defined in Section 9.8.
"Asset Disposition" means any Transfer except:
(a) any

(i) Transfer froma Subsidiary to the Conpany or a
Whol | y- Omned Subsi di ary;

(ii) Transfer fromthe Conpany to a Whol|y- Omed
Subsi di ary; and

(iii) Transfer fromthe Conpany to a Subsidiary (other
than a Whol I y-Omed Subsidiary) or froma Subsidiary to
anot her Subsidiary (other than a Wolly-Owmed Subsidiary),
which in either case is for Fair Market Value,

so long as imedi ately before and i medi ately after the consummati on of
any such Transfer and after giving effect thereto, no Default or Event
of Default exists; and

(b) any Transfer made in the ordinary course of business and
involving only property that is either (i) inventory held for sale or
(ii) equipnment, fixtures, supplies or materials no |onger required in
the operation of the business of the Conpany or any of its Subsidiaries
or that is obsolete.

"Affiliate" neans, at any time, and with respect to any Person, any
ot her Person that at such tine directly or indirectly through one or nore
internediaries Controls, or is Controlled by, or is under commn Control with,
such first Person. As used in this definition, "Control" neans

SCHEDULE B
(to Note Purchase Agreenent)

Oiter Tail Corporation Not e Purchase Agreenent

the possession, directly or indirectly, of the power to direct or cause the
direction of the management and policies of a Person, whether through the
ownershi p of voting securities, by contract or otherw se. Unless the context
otherwise clearly requires, any reference to an "Affiliate" is a reference to an
Affiliate of the Conpany.

"Bank Cl osing Date" shall have the neaning set forth in Section 9.9.
"Bonds" shall mean any Bonds issued under the Indenture.

"Bank Credit Agreement" shall nmean the Credit Agreenment dated as of
Cctober 31, 1997 anpng the M d-States Devel opment, Inc. (now Varistar) and First
Bank National Association, the Letter Agreenent effective June 1, 1990 between
the Conpany and U.S. Bank National Association and the Letter Agreenment dated as
of May 31, 2001 between the Conpany and The Bank of New York, each as anmended
fromtime to time, any replacenent, additional or successor agreenent or
agreenents thereto or any other bank credit facility or bank credit facilities
in effect fromtime to tinme with banks or other lending institutions.

"Busi ness Day" neans (a) for the purposes of Section 8.7 only, any day
other than a Saturday, a Sunday or a day on which conmmercial banks in New York,
New York are required or authorized to be closed, and (b) for the purposes of
any other provision of this Agreenent, any day other than a Saturday, a Sunday



or a day on which comercial banks in M nneapolis, Mnnesota or New York, New
York are required or authorized to be closed.

"Capital Lease" neans, at any time, a lease with respect to which the
l essee is required concurrently to recognize the acquisition of an asset and the
incurrence of a liability in accordance with GAAP.

"Capital Lease Obligation" nmeans, with respect to any Person and a
Capital Lease, the amount of the obligation of such Person as the | essee under
such Capital Lease which would, in accordance with GAAP, appear as a liability
on a bal ance sheet of such Person.

"Closing" is defined in Section 3.

"Code" means the Internal Revenue Code of 1986, as amended fromtine to
time, and the rules and regul ati ons pronul gated thereunder fromtine to tine.

" Conpany" means Otter Tail Corporation, a Mnnesota corporation.
"Confidential Information" is defined in Section 20.

"Consol i dated Assets" neans, at any time, the total assets of the
Conpany and its Subsidiaries which would be shown as assets on a consol i dated
bal ance sheet of the Conpany and its Subsidiaries as of such time prepared in
accordance with GAAP, after elimnating all anpunts properly attributable to
mnority interests, if any, in the stock and surplus of Subsidiaries.
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"Consol i dated Debt" neans, as of any date of determination, the total
of all Debt of the Conpany and its Subsidiaries outstanding on such date, after
elimnating all offsetting debits and credits between the Conpany and its
Subsidiaries and all other items required to be elimnated in the course of the
preparation of consolidated financial statenents of the Conpany and its
Subsi diaries in accordance w th GAAP.

"Consol i dated I ncome Available for Interest Charges" nmeans, with
respect to any period, Consolidated Net Income for such period plus all anpunts
deducted in the conputation thereof on account of (a) Interest Charges and (b)
taxes inposed on or neasured by income or excess profits.

"Consol i dated Net Incone" nmeans, with reference to any period, the net
income (or loss) of the Conpany and its Subsidiaries for such period (taken as a
cunmul ati ve whole), as determined in accordance with GAAP, after elimnating all
of fsetting debits and credits between the Conpany and its Subsidiaries and all
other items required to be elimnated in the course of the preparation of
consol i dated financial statenents of the Conpany and its Subsidiaries in
accordance with GAAP, provided that there shall be excluded:

(a) the income (or loss) of any Person accrued prior to the
date it becones a Subsidiary or is nmerged into or consolidated with the
Conpany or a Subsidiary, and the income (or |oss) of any Person,
substantially all of the assets of which have been acquired in any
manner, realized by such other Person prior to the date of acquisition;

(b) the income (or loss) of any Person (other than a
Subsi diary) in which the Conpany or any Subsidiary has an ownership
interest, except to the extent that any such income has been actually
recei ved by the Conpany or such Subsidiary in the formof cash
di vidends or simlar cash distributions; provided, further, that in any
fiscal year there shall not be excluded the first $1,000,000 of any
such income (or loss) which is not so actually received;

(c) the undistributed earnings of any Subsidiary to the
extent that the declaration or paynment of dividends or simlar
di stributions by such Subsidiary is not at the tine permitted by the
terms of its charter or any agreenent, instrunent, judgnent, decree,
order, statute, rule or governnental regulation applicable to such
Subsi di ary;

(d) any restoration to income of any contingency reserve,
except to the extent that provision for such reserve was nade out of
income accrued during such period; provided, further, that in any
fiscal year there shall not be excluded the first $5,000,000 restored
to income from contingency reserves the provisions for which reserves
were made out of income accrued during one or nore prior fiscal years;

(e) any aggregate net gain (but not any aggregate net |o0ss)
during such period arising fromthe sale, conversion, exchange or other
di sposition of capital assets (such termto include, wthout
limtation, (i) all non-current assets and, w thout duplication, (ii)
the followi ng, whether or not current: all fixed assets, whether
tangible or intangible, all inventory sold in conjunction with the
di sposition of fixed assets, and all Securities);
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(f) any gains resulting fromany wite-up of any assets (but
not any loss resulting fromany wite-down of any assets);

(g) any gain fromthe collection of the proceeds of life
insurance policies after payment from such proceeds of any related
liabilities;

(h) any gain arising fromthe acquisition of any Security, or
the extingui shment, under GAAP, of any Debt, of the Conpany or any
Subsi di ary;

(i) any net incone or gain (but not any net |oss) during such
period from (i) any change in accounting principles in accordance with
GAAP, (ii) any prior period adjustnments resulting fromany change in
accounting principles in accordance with GAAP, (iii) any extraordinary
items, or (iv) any discontinued operations or the disposition thereof;

(j) any deferred credit representing the excess of equity in
any Subsidiary at the date of acquisition over the cost of the
investnent in such Subsidiary; and

(k) in the case of a successor to the Conpany by
consol i dation or nmerger or as a transferee of its assets, any earnings
of the successor corporation prior to such consolidation, nerger or
transfer of assets.

"Consol i dated Net Worth" means, at any tine,

(a) the total assets of the Conpany and its Subsidiaries
whi ch woul d be shown as assets on a consolidated bal ance sheet of the Conpany
and its Subsidiaries as of such time prepared in accordance with GAAP, after
elimnating all amounts properly attributable to minority interests, if any, in
the stock and surplus of Subsidiaries, mnus

(b) the total liabilities of the Conpany and its Subsidiaries
which woul d be shown as liabilities on a consolidated bal ance sheet of the
Conpany and its Subsidiaries as of such tinme prepared in accordance with GAAP.

"Consol i dated Total Capitalization" nmeans, at any time, the sum of
Consol i dated Net Worth and Consol i dated Debt.

"Debt" means, with respect to any Person, wi thout duplication,

(a) its liabilities for borrowed noney and its redenption
obligations in respect of Redeemable Preferred Stock;

(b) its liabilities for the deferred purchase price of
property acquired by such Person (excluding accounts payable arising in
the ordinary course of business but including, without limtation, all
liabilities created or arising under any conditional sale or other
title retention agreenent with respect to any such property);
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(c) its Capital Lease Obligations;

(d) all liabilities for borrowed noney secured by any Lien
with respect to any property owned by such Person (whether or not it
has assuned or otherw se becone liable for such liabilities); and

(e) any Guaranty of such Person with respect to liabilities
of a type described in any of clauses (a) through (d) hereof.

Debt of any Person shall include all obligations of such Person of the
character described in clauses (a) through (e) to the extent such
Person remains legally liable in respect thereof notw thstanding that
any such obligation is deemed to be extingui shed under GAAP.

"Debt Prepaynment Application" nmeans, with respect to any Transfer of
property, the application by the Conpany or its Subsidiaries of cash in an
anmount equal to the Net Proceeds Ampbunt with respect to such Transfer to pay
Debt of the Conpany, provided that in the course of meking such application, the
Conpany shall give to each holder of Notes a witten offer to prepay each
out standi ng Note held by such holder at par in accordance with the follow ng
provisions in a principal ampunt equal to the Ratable Portion of such Note. If
any holder of a Note fails to accept such an offer of prepaynment, then for



purposes of the preceding sentence only the Conpany neverthel ess shall be deened
to have paid Debt of the Conpany in an ampbunt equal to the Ratable Portion for
such Note. The offer to prepay shall specify a date for prepaynment (the
"Proposed Prepaynent Date") not |ess than 30 days nor nore than 45 days after
the date of such offer. A holder of Notes may accept the offer to prepay by
causing a notice of such acceptance to be delivered to the Conpany not |ater
than 15 days after receipt by such hol der of such offer, and a failure by a

hol der of Notes to accept an offer shall constitute a rejection of such offer by
such hol der. Upon delivery of an acceptance by the hol der as set forth above of
an offer by the Conpany to prepay such Notes, the Notes shall becone due and
payabl e at par on the Proposed Prepaynment Date for such Notes. "Ratable Portion"
for any Note nmeans an anmount equal to the product of (x) the Net Proceeds Ampunt
being so applied to the paynent of Debt of the Conpany nultiplied by (y) a
fraction of the nunerator of which is the outstanding principal anpunt of such
Note and the denomi nator of which is the aggregate principal anpunt of Debt of
the Conpany.

"Default" means an event or condition the occurrence or existence of
whi ch would, with the |apse of time or the giving of notice or both, become an
Event of Default.

"Default Rate" nmeans that rate of interest that is the greater of (i)
2% per annum above the rate of interest stated in clause (a) of the first
paragraph of the Notes or (ii) 2% over the rate of interest publicly announced
by U.S. Bank, National Association in Mnneapolis, Mnnesota as its "base" or
"prinme" rate.

"Desi gnated Rating Agenci es" nmeans Mody's and S&P and in the event
that Moody's or S&P is not rating Debt of corporations the comon shares of
which are publicly traded, then another rating agency or agencies of recognized
national standing.
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"Di sposition Value" neans, at any time, with respect to any property

(a) in the case of property that does not constitute
Subsi di ary Stock, the book value thereof, valued at the tine of such
di sposition in good faith by the Conpany, and

(b) in the case of property that constitutes Subsidiary
Stock, an amount equal to that percentage of book value of the assets
of the Subsidiary that issued such stock as is equal to the percentage
that the book val ue of such Subsidiary Stock represents of the book
value of all of the outstanding capital stock of such Subsidiary
(assum ng, in making such calculations, that all Securities convertible
into such capital stock are so converted and giving full effect to all
transactions that would occur or be required in connection w th such
conversion) determned at the tinme of the disposition thereof, in good
faith by the Conpany

"Environnmental Laws" neans any and all Federal, state, |ocal, and
foreign statutes, laws, regulations, ordinances, rules, judgnments, orders,
decrees, permits, concessions, grants, franchises, |icenses, agreenments or
governmental restrictions relating to pollution and the protection of the
environment or the release of any materials into the environment, including but
not limted to those related to hazardous substances or wastes, air enissions
and di scharges to waste or public systens.

"ERI SA" neans the Enployee Retirement |ncone Security Act of 1974, as
anmended fromtinme to time, and the rules and regul ati ons pronul gated thereunder
fromtinme to time in effect.

"ERI SA Affiliate" means any trade or business (whether or not
incorporated) that is treated as a single enployer together with the Conpany
under section 414 of the Code.

"Event of Default" is defined in Section 11.

"Exchange Act" neans the Securities Exchange Act of 1934, as anended.

"Exchange Bonds" is defined in Section 9.6.

"Fair Market Value" neans, at any time and with respect to any
property, the sale value of such property that would be realized in an
arm s-length sale at such tine between an inforned and willing buyer and an

informed and willing seller (neither being under a compul sion to buy or sell).

"GAAP" neans generally accepted accounting principles as in effect from
tine to tinme in the United States of Anerica.

"Governnental Authority" means



(a) the governnent of
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(i) the United States of Anerica or any State or
other political subdivision thereof, or

(ii) any jurisdiction in which the Conpany or any
Subsi di ary conducts all or any part of its business, or which
asserts jurisdiction over any properties of the Conpany or
any Subsidiary, or

(b) any entity exercising executive, |legislative, judicial
regul atory or administrative functions of, or pertaining to, any such
gover nnent

"Quaranty" means, with respect to any Person, any obligation (except
the endorsenent in the ordinary course of business of negotiable instrunments for
deposit or collection) of such Person guaranteeing or in effect guaranteeing any
I ndebt edness, dividend or other obligation of any other Person in any nanner
whether directly or indirectly, including (without limtation) obligations
incurred through an agreenment, contingent or otherw se, by such Person

(a) to purchase such Indebtedness or obligation or any
property constituting security therefor

(b) to advance or supply funds (i) for the purchase or
payment of such | ndebtedness or obligation, or (ii) to nmmintain any
wor ki ng capital or other bal ance sheet condition or any incone
statenent condition of any other Person or otherw se to advance or nake
avai |l abl e funds for the purchase or paynent of such |ndebtedness or
obl i gation;

(c) to lease properties or to purchase properties or services
primarily for the purpose of assuring the owner of such Indebtedness or
obligation of the ability of any other Person to nake paynent of the
| ndebt edness or obligation; or

(d) otherwise to assure the owner of such |ndebtedness or
obligation against |loss in respect thereof

In any conputation of the Indebtedness or other liabilities of the obligor under
any Guaranty, the Indebtedness or other obligations that are the subject of such
Guaranty shall be assuned to be direct obligations of such obligor.

"Quaranty Agreenment" is defined in Section 1

"Hazardous Material" neans any and all pollutants, toxic or hazardous
wastes or any other substances, including all substances listed in or regul ated
in any Environnental Law that m ght pose a hazard to health or safety, the
renoval of which may be required or the generation, manufacture, refining
production, processing, treatment, storage, handling, transportation, transfer,
use, disposal, release, discharge, spillage, seepage, or filtration of which is
or shall be restricted, regulated, prohibited or penalized by any applicable |aw
(including, without limtation, asbestos, urea fornal dehyde foaminsul ati on and
pol ychl ori nated bi phenyls)
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"hol der" means, with respect to any Note, the Person in whose name such
Note is registered in the register maintained by the Conpany pursuant to Section
13. 1.

"I ndebt edness" with respect to any Person neans, at any tine, w thout
duplication,

(a) its liabilities for borrowed noney and its redenption
obligations in respect of Redeenmble Preferred Stock

(b) its liabilities for the deferred purchase price of
property acquired by such Person (excluding accounts payable arising in
the ordinary course of business but including all liabilities created
or arising under any conditional sale or other title retention
agreenent with respect to any such property)

(c) Capital Lease Obligations

(d) all liabilities for borrowed noney secured by any Lien



with respect to any property owned by such Person (whether or not it
has assuned or otherw se becone liable for such liabilities);

(e) all its liabilities in respect of letters of credit or
instrunments serving a simlar function issued or accepted for its
account by banks and other financial institutions (whether or not
representing obligations for borrowed noney);

(f) Swaps of such Person; and

(g) any Guaranty of such Person with respect to liabilities
of a type described in any of clauses (a) through (f) hereof.

"I ndenture" neans the Indenture of Mirtgage dated as of July 1, 1936,
as suppl emented by 45 suppl enental indentures between the Conpany and U.S. Bank
Trust, National Association, as trustee.

"Institutional Investor" means (a) any original purchaser of a Note,
(b) any hol der of a Note holding nore than 5% of the aggregate principal anount
of the Notes then outstanding, and (c) any bank, trust conpany, savings and |oan
associ ation or other financial institution, any pension plan, any investnent
conpany, any insurance conpany, any broker or dealer, or any other simlar
financial institution or entity, regardless of legal form

"Intercreditor Agreenment" neans the intercreditor agreenment in the form
attached hereto as Exhibit 3 which will be executed by the Lenders and the
Not ehol ders upon the occurrence of the Bank Cl osing Date.

"I nterest Charges" means, with respect to any period, the sum (without
duplication) of the following (in each case, elimnating all offsetting debits
and credits between the Conpany and its Subsidiaries and all other itemns
required to be elimnated in the course of the preparation of consolidated
financial statements of the Conpany and its Subsidiaries in accordance wth
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GAAP): (a) all interest in respect of Debt of the Conpany and its Subsidiaries
(including inputed interest on Capital Lease Obligations) deducted in

determ ni ng Consolidated Net Income for such period, (b) all debt discount and
expense anortized or required to be anortized in the determ nation of
Consol i dated Net Inconme for such period and (c) all dividends paid in respect of
Preferred Stock.

"I nterest Charges Coverage Ratio" neans, at any tinme, the ratio of (a)
Consol i dated I ncome Available for Interest Charges for the period of four
consecutive fiscal quarters ending on, or npbst recently ended prior to, such
tine to (b) Interest Charges for such period.

"Lender" means any Lender under the Bank Credit Agreenent.

"Lien" means, with respect to any Person, any nortgage, |ien, pledge,
charge, security interest or other encunmbrance, or any interest or title of any
vendor, |essor, |lender or other secured party to or of such Person under any
conditional sale or other title retention agreenment or Capital Lease, upon or
with respect to any property or asset of such Person (including in the case of
stock, stockhol der agreenments, voting trust agreements and all simlar
arrangenents).

" Make- Whol e Anpunt” is defined in Section 8.7.

"Material" means material in relation to the business, operations,
affairs, financial condition, assets, or properties of the Conpany and its
Subsi di aries taken as a whol e.

"Material Adverse Effect"” means a material adverse effect on (a) the
busi ness, operations, affairs, financial condition, assets or properties of the
Conpany and its Subsidiaries taken as a whole, or (b) the ability of the Conpany
to performits obligations under this Agreement and the Notes or any Subsidiary
Guarantor or Additional Subsidiary Guarantor to performits obligations under
the Guaranty Agreenent, or (c) the validity or enforceability of this Agreenent
or the Notes or the Guaranty Agreenent.

"Menor andunt is defined in Section 5.3.
"Moody' s" means Moody's |nvestors Services |nc.

"Mul tienpl oyer Plan" neans any Plan that is a "nultienployer plan" (as
such termis defined in section 4001(a)(3) of ERISA).

"Net Proceeds Ampunt" neans, with respect to any Transfer of any
property by any Person, an ampunt equal to the difference of

(a) the aggregate anpunt of the consideration (valued at the



Fair Market Value of such consideration at the time of the consummation
of such Transfer) received by such Person in respect of such Transfer,
m nus

(b) all ordinary and reasonabl e out-of - pocket costs and
expenses actually incurred by such Person in connection with such
Transfer.
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"Notes" is defined in Section 1.
"Not ehol der" neans any hol der of the Notes.

"Officer's Certificate" nmeans a certificate of a Senior Financial
O ficer or of any other officer of the Conpany whose responsibilities extend to
the subject matter of such certificate.

"PBGC' neans the Pension Benefit Guaranty Corporation referred to and
defined in ERI SA or any successor thereto.

"Person" neans an individual, partnership, corporation, limted
liability conpany, association, trust, unincorporated organization, or a
governnment or agency or political subdivision thereof.

"Plan" means an "enpl oyee benefit plan" (as defined in section 3(3) of
ERI SA) that is or, within the preceding five years, has been established or
mai ntai ned, or to which contributions are or, within the preceding five years,
have been made or required to be nade, by the Conpany or any ERISA Affiliate or
with respect to which the Conpany or any ERISA Affiliate may have any liability.

"Preferred Stock" means, in respect of any corporation, shares of the
capi tal stock of such corporation that are entitled to preference or priority
over any other shares of the capital stock of such corporation in respect of
payment of dividends or distribution of assets upon |iquidation.

"Priority Debt" means, at any time w thout duplication, the sumof (a)
all Debt of the Conpany and of any Subsidiaries secured by Liens other than by
Liens permitted by Sections 10.3(a) through (g) and (b) all Debt of Subsidiaries
and Preferred Stock of Subsidiaries held by entities other than the Conpany or a
Whol | y- Omned Subsi di ary; provided, that there shall be excluded fromthe
definition of Priority Debt (i) any Debt of a Subsidiary to the Conpany or a
Wol | y- Omed Subsidiary, and (ii) the Guaranties of the Subsidiary Guarantors or
any Additional Subsidiary Cuarantor (x) under the Guaranty Agreenent and (y)
under the Bank Credit Agreenment, provided, that after the Bank Cl osing Date the
Guaranties referred to in clause (ii) will be excluded so long as the
Intercreditor Agreement is in effect.

"property" or "properties" nmeans, unless otherw se specifically
limted, real or personal property of any kind, tangible or intangible, choate
or inchoate.

"Property Reinvestment Application" nmeans, with respect to any Transfer
of property, the application of an amount equal to the Net Proceeds Anpunt with
respect to such Transfer to the acquisition by the Conpany or any Subsidiary of
operating assets of the Conpany or any Subsidiary to be used in the ordinary
course of business of such Person.

" QPAM Exenption" nmeans Prohibited Transaction C ass Exenption 84-14
issued by the United States Departnent of Labor.
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"Redeemabl e" neans, with respect to the capital stock of any Person,
each share of such Person's capital stock that is:

(a) redeemabl e, payable or required to be purchased or
otherwi se retired or extinguished, or convertible into Debt of such
Person (i) at a fixed or determ nable date, whether by operation of
sinking fund or otherwise, (ii) at the option of any Person other than
such Person, or (iii) upon the occurrence of a condition not solely
within the control of such Person; or

(b) convertible into other Redeenmbl e capital stock.
"Requi red Hol ders" neans, at any time, the holders of at |east 51%in

principal ampunt of the Notes at the tine outstanding (exclusive of Notes then
owned by the Conpany or any of its Affiliates).



"Responsi ble Officer" neans any Senior Financial Oficer and any other
officer of the Conpany with responsibility for the adm nistration of the
rel evant portion of this Agreenent.

"Securities Act" neans the Securities Act of 1933, as anmended fromtine
to tinme.

"S&P" neans Standard & Poor's Cor poration.

"Security" shall have the same neaning as in Regul ati on SX adopted by
the Securities and Exchange Conmi ssi on.

"Seni or Financial Oficer" nmeans the chief financial officer, principal
accounting officer, treasurer or conptroller of the Conpany.

"Significant Subsidiary" means at any tine any Subsidiary that would at
such time constitute a "significant subsidiary" (as such termis defined in
Regul ation S-X of the Securities and Exchange Conmission as in effect on the
date of the Closing) of the Conpany.

"Subsi di ary" neans, as to any Person, any corporation, association or
ot her business entity in which such Person or one or nore of its Subsidiaries or
such Person and one or nore of its Subsidiaries owns sufficient equity or voting
interests to enable it or them (as a group) ordinarily, in the absence of
contingencies, to elect a npjority of the directors (or Persons perform ng
simlar functions) of such entity, and any partnership or joint venture if nore
than a 50% interest in the profits or capital thereof is owned by such Person or
one or nore of its Subsidiaries or such Person and one or nore of its
Subsi di aries (unless such partnership can and does ordinarily take nmjor
busi ness actions without the prior approval of such Person or one or nore of its
Subsidiaries). Unless the context otherwise clearly requires, any reference to a
"Subsidiary" is a reference to a Subsidiary of the Conpany.

"Subsidiary Guarantors" is defined in Section 1.
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"Subsidiary Stock" means, with respect to any Person, the stock or
other equity (or any options or warrants to purchase stock or other equity or
ot her Securities exchangeable for or convertible into stock or other equity) of
any Subsidiary of such Person.

"Swaps" nmeans, with respect to any Person, payment obligations with
respect to interest rate swaps, currency swaps and sim|lar obligations
obligating such Person to make paynents, whether periodically or upon the
happeni ng of a contingency. For the purposes of this Agreenent, the anpunt of
the obligation under any Swap shall be the amount determined in respect thereof
as of the end of the then nost recently ended fiscal quarter of such Person,
based on the assunption that such Swap had termi nated at the end of such fiscal
quarter, and in making such determ nation, if any agreenent relating to such
Swap provides for the netting of ambunts payable by and to such Person
thereunder or if any such agreement provides for the sinultaneous paynment of
anmounts by and to such Person, then in each such case, the anpunt of such
obligation shall be the net anpunt so determ ned.

"Total Utility Plant" neans, at any tine, the total Uility Plant of
t he Conpany whi ch woul d be shown on a consolidated bal ance sheet of the Conpany
and its Subsidiaries as of such time prepared in accordance w th GAAP.

"Transfer" means, with respect to any Person, any transaction in which
such Person sells, conveys, transfers or |eases (as |essor) or otherw se
di sposes of (including a dividend or a distribution other than a regul ar
quarterly cash dividend paid by the Conpany or a distribution by the Conpany of
additional shares of its commpn stock) any of its property, including, wthout
limtation, Subsidiary Stock. For purposes of determining the application of the
Net Proceeds Amount in respect of any Transfer, the Conpany may designate any
Transfer as one or nore separate Transfers each yielding a separate Net Proceeds
Anmount .

"Uility Assets" nmeans the assets of the Utility Plant.

"Uility Plant" means all property (including separate and distinct
plants, systens and properties), and all permanent inprovenents, extensions,
additions and betterments to or about the plants and properties of the Conpany
which are a part of the Conpany's electric utility system (including all
generating and transmi ssion plants and properties), and are properly chargeable
under GAAP as additions to plant account including, without Iimting the scope
of the foregoing, property of the character described in the preceding
provisions of this definition in process of construction or erection, so far as
actual ly constructed or erected.

"Utility Property Reinvestnment Application" nmeans, with respect to any
Transfer of Utility Assets, the application of an ampunt equal to the Net
Proceeds Anpunt with respect to such Transfer to the acquisition by the Conpany
of Utility Assets.



"Varistar" means Varistar Corporation, a Mnnesota corporation and
Whol | y- Omed Subsi di ary of the Conpany.

"Whol | y- Omed Subsi diary" means, at any tinme, any Subsidiary one
hundred percent (1009 of all of the equity interests (except directors’
qual i fying shares) and voting interests of
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whi ch are owned by any one or nore of the Conpany and the Conpany's other
Whol | y- Owned Subsi di aries at such tine.
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CHANGES | N CORPORATE STRUCTURE

None

SCHEDULE 4.9
(to Note Purchase Agreenent)

DI SCLOSURE MATERI ALS

None

SCHEDULE 5. 3
(to Note Purchase Agreenent)

SUBSI DI ARI ES OF THE COMPANY AND OANERSHI P OF SUBSI DI ARY STOCK

JURI SDI CTI ON OF

FORMATI ON
1. Aerial Contractors, Inc.* Nort h Dakot a
2. BTD Manufacturing, Inc.* M nnesot a
3. Chart L.L.C M nnesot a
4. Chassi s Liner Corporation* M nnesot a
5. Chassis Liner Credit Corp. M nnesot a

PERCENT OWNERSHI P BY THE
CORPORATI ON AND | TS
SUBSI DI ARI ES* *

100%
100%
100%
100%
100%



6. Dakot a Engi neering, Inc. Nort h Dakot a
7. Data Vi deo Systens, Inc. M nnesot a
8. DM Industries, Inc.* Nort h Dakot a
9. DMS Heal t h Technol ogi es, Inc.* Nort h Dakot a
10 DMS | magi ng, Inc.* Nort h Dakot a
11. DMS Leasing, Inc. Nort h Dakot a
12. E.W Wlie Corporation* Nort h Dakot a
13. Fargo Baseball, LLC M nnesot a
14. Fargo Sports Concessions, LLC M nnesot a
15. KFGO, Inc. Nort h Dakot a
16. M d- St ates Testing Conpany M nnesot a
17. M dwest I nformation Systens, Inc.* M nnesot a
18. M dwest Tel ephone Co. M nnesot a
19. M nnesot a Dakota Generating Conpany M nnesot a
20. M S Investnents, Inc. M nnesot a
21. Moor head Electric, Inc.* M nnesot a

SCHEDULE 5. 4
(to Note Purchase Agreenent)

22. MSB, Inc. Nort h Dakot a
23. Nor t hern Pi pe Products, Inc.* Nort h Dakot a
24. Nucl ear Consultant, Inc. Sout h Dakot a
25. Nucl ear | nmaging, Ltd.* Sout h Dakot a
26. Ord Corporation M nnesot a
27. Osaki s Tel ephone Conpany M nnesot a
28. Oter Tail Communications SD, |Inc. Sout h Dakot a
29. Oter Tail Energy Managenent Conpany M nnesot a
30. Otter Tail Energy Services Conpany* M nnesot a
31. Oter Tail Managenent Corporation M nnesot a
32. Oter Tail Realty Conpany M nnesot a
33. Preci si on Machine, Inc.* M nnesot a
34. Quadr ant Co. M nnesot a
35. St. Ceorge Steel Fabrication Inc.* Ut ah
36. T.0 Plastics, Inc.* M nnesot a
37. The Peopl es Tel ephone Co. of Bigfork M nnesot a
38. Vari star Corporation (fornmerly known as M nnesot a

M d- St at es Devel opnent, Inc.)*
39. Vi nyl tech Corporation* Ari zona

* Subsi di ary Cuar ant or

** The stock of certain Subsidiaries is pledged to the Lenders pursuant
to the current Bank Credit Agreement with Varistar.

FI NANCI AL STATEMENTS

Quarterly Report on Form 10-Q for the Quarter Ended Septenber 30, 2001
Quarterly Report on Form 10-Q for the Quarter Ended June 30, 2001
Quarterly Report on Form 10-Q for the Quarter Ended March 31, 2001

Annual Report on Form 10-K for the Year Ended Decenber 31, 2000

SCHEDULE 5.5
(to Note Purchase Agreenent)

100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
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100%
100%
100%

100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%

100%



CERTAI'N LI TI GATI ON

None

SCHEDULE 5. 8
(to Note Purchase Agreenent)

PATENTS, ETC.

None

SCHEDULE 5. 11
(to Note Purchase Agreenent)

USE OF PROCEEDS

The proceeds will be used (i) to repay indebtedness of (a) $24 million of
short-termindebtedness of Otter Tail and Varistar, (b) $18.2 nillion of 8.75%
first nortgage bonds due Septenber 15, 2021 of Otter Tail, and (c) $17.26
mllion of variable rate debt due October 31, 2007 of Varistar, (ii) to redeem
$18 million of preferred stock of Otter Tail, (iii) to fund certain capital
expendi tures of Varistar of approximately $10 million, and (iv) for general
corporate purposes.

SCHEDULE 5. 14
(to Note Purchase Agreenent)

EXI STI NG | NDEBTEDNESS

LOCATI ON DESCRI PTI ON

OQiter Tail Corporation 7.25% Fi rst Mortgage Bonds
OQter Tail Corporation 8.75% First Mortgage Bonds
OQtter Tail Corporation 8.25% First Mrtgage Bonds
OQter Tail Corporation 4.65% Pol | uti on Control Bonds
Oter Tail Corporation 4.85% Pol | ution Control Bonds
Oter Tail Corporation Seni or Debentures 6.375%

AMOUNT

$18, 400, 000
$18, 200, 000
$27, 600, 000
$ 5,185, 000
$20, 790, 000
$50, 000, 000



OQter Tail Corporation I ndustrial Devel opment Refunding Revenue
Bonds 5. 00%

OQter Tail Corporation Pol I ution Control Refunding
OQter Tail Corporation O her

Vari star Corporation 7.80% due Oct ober 31, 2007
Vari star Corporation Vari abl e due Oct ober 31, 2007
Vari star Corporation 8.15% due Cctober 31, 2005
Vari star Corporation Vari abl e due July 3, 2007
Vari star Corporation O her

SCHEDULE 5. 15
(to Note Purchase Agreenent)

[ FORM OF NOTE]

OTTER TAI L CORPORATI ON

6. 63% Seni or Note Decenmber 1, 2011

No. [_______ ] [ Dat e]
$[_____ ] PPN 689648 B# 9

FOR VALUE RECEI VED, the undersigned, OTTER TAI L CORPORATI ON (herein
called the "Conpany"), a corporation organi zed and exi sting under the | aws of
the State of Mnnesota, hereby promses topay to [___ ], or registered
assigns, the principal sumof [__ ] DOLLARS on Decenmber 1, 2011, with
interest (conputed on the basis of a 360-day year of twelve 30-day nonths) (a)
on the unpaid bal ance thereof at the rate of 6.63% per annum fromthe date
hereof, payable sem annually, on the first day of each June and Decenber in each
year, comencing with the June or Decenber next succeeding the date hereof,
until the principal hereof shall have becone due and payable, and (b) to the
extent permitted by | aw on any overdue paynment (including any overdue
prepaynent) of principal, any overdue paynent of interest and any overdue
paynment of any Make-Whol e Ampunt (as defined in the Note Purchase Agreenent
referred to below), payable sem annually as aforesaid (or, at the option of the
regi stered hol der hereof, on demand), at a rate per annumfromtime to tinme
equal to the greater of (i) 8.63%or (ii) 2%over the rate of interest publicly
announced by U.S. Bank National Association fromtinme to time in Mnneapolis,

M nnesota as its "base" or "prime" rate.

Payments of principal of, interest on and any Make-\Wole Ampunt wth
respect to this Note are to be nade in |awful noney of the United States of
Anerica at the principal office of the Conpany in Fargo, North Dakota or at such
ot her place as the Conpany shall have designated by witten notice to the hol der
of this Note as provided in the Note Purchase Agreement referred to bel ow

This Note is one of a series of Senior Notes (herein called the
"Not es") issued pursuant to a Note Purchase Agreenent, dated as of Decenber 1,
2001 (as fromtime to tine amended, the "Note Purchase Agreenent"), anopng the
Conpany and the respective Purchasers naned therein and is entitled to the
benefits thereof. Each holder of this Note will be deened, by its acceptance
hereof, (i) to have agreed to the confidentiality provisions set forth in
Section 20 of the Note Purchase Agreenents and (ii) to have made the
representation set forth in Section 6.2 of the Note Purchase Agreenent.

This Note is a registered Note and, as provided in the Note Purchase
Agreenent, upon surrender of this Note for registration of transfer, duly
endorsed, or acconpanied by a witten instrument of transfer duly executed, by
the registered hol der hereof or such holder's attorney duly authorized in
writing, a new Note for a |like principal amount will be issued to, and
registered in the name of, the transferee. Prior to due presentnent for
registration of transfer, the Conpany may treat the person in whose nane this
Note is registered as the owner hereof for the

EXH BIT 1
(to Note Purchase Agreenent)

purpose of receiving paynent and for all other purposes, and the Conpany w ||
not be affected by any notice to the contrary.

This Note is subject to optional prepaynent, in whole or fromtine to
time in part, at the times and on the terns specified in the Note Purchase
Agreenent, but not otherw se.

If an Event of Default, as defined in the Note Purchase Agreenent,
occurs and is continuing, the principal of this Note may be declared or
otherwi se becone due and payable in the manner, at the price (including any

$ 3,
$10,

$

$10,
$17,
$ 5,
$ 4,
$13,

010, 000
400, 000
923, 000
333, 000
260, 000
610, 000
690, 000
521, 000



appl i cabl e Make-Whol e Anmpbunt) and with the effect provided in the Note Purchase
Agr eement .

in the Note Purchase Agreenent),

Al'l ampbunts of principal, interest and Make-\Wol e Amount (as such term
is defined in the Note Purchase Agreenent) payable with respect to the Notes are
uncondi tional |y guaranteed by the Subsidiary Guarantors (as such termis defined

under and pursuant to that

certain GQuaranty

Agreement dated as of December 1, 2001 from such Subsidiary Guarantors, all in
accordance with the provisions of the Note Purchase Agreenent.

This Note shall be construed and enforced in accordance with, and the
rights of the parties shall be governed by, the law of the State of New York
excl udi ng choice-of -1 aw principals of the |aw of such State that would require
the application of the laws of a jurisdiction other than such State.

OTTER TAI L CORPORATI ON

FORM COF GUARANTY AGREEMENT

EXHI BIT 2
(to Note Purchase Agreenent)

GUARANTY AGREEMENT

Dat ed as of Decenber 1, 2001

Re: $90, 000, 000 6.63% Seni or Notes
due Decenber 1, 2011
of

OQter Tail Corporation

SECTI ON

TABLE OF CONTENTS

(Not a part of the Agreenent)

HEADI NG

PAGE
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ATTACHVENTS TO GUARANTY AGREEMENT:

EXHBITA - Guar anty Suppl enent

GUARANTY AGREEMENT

Re: $90, 000, 000 6.63% Seni or Notes
due December 1, 2011
of Otter Tail Corporation

Thi s GUARANTY AGREEMENT dated as of Decenmber 1, 2001 (the or this
"Cuaranty") is entered into on a joint and several basis by each of the
under si gned (which parties are hereinafter referred to individually as a
"Cuarantor" and collectively as the "CGuarantors")

RECI TALS

A. Each Guarantor, is presently a directly or indirectly wholly-owned
subsidiary of Otter Tail Corporation, a Mnnesota corporation (the "Conpany").

B. In order to raise funds to refinance existing Debt (as defined in
the Note Agreenment defined below) and for general corporate purposes, the
Conpany has entered into the Note Purchase Agreenent dated as of Decenber 1,
2001 (the "Note Agreenent") anong the Conpany and each of the purchasers naned
on Schedule A attached to said Note Agreement (the "Initial Note Purchasers,"”
together with their successors and assigns, the "Hol ders"), providing for, anpng
other things, the issue and sale by the Conpany to the Initial Note Purchasers
of the Conpany's 6.63% Seni or Notes due Decermber 1, 2011 in the aggregate
princi pal amount of $90, 000,000 (the "Notes").

C. The Initial Note Purchasers have required as a condition of their
purchase of the Notes that the Conpany cause each of the undersigned to enter
into this Guaranty and to cause each Subsidiary (defined in the Note Agreenent)
which after the Closing (as defined in the Note Agreenment) guarantees the
Conpany's obligations under the Bank Credit Agreenment ("Additional Subsidiary
Guarantor") to enter into a Guaranty Supplenent in substantially the form set
forth in Exhibit A hereto (a "Guaranty Supplenment"), in each case as security
for the Notes, and the Conpany has agreed to cause the Guarantor to execute this
Guaranty and to cause each Additional Subsidiary Guarantor to execute a Guaranty
Suppl enent, in each case in order to induce the Initial Note Purchasers to
purchase the Notes and thereby benefit the Conpany and its Subsidiaries by
providing funds to enable the Conpany to refinance existing Debt (as further
described in the Note Agreenent) and to enable the Conpany and its Subsidiaries
to have funds avail able for general corporate purposes.

NOW THEREFORE, as required by Section 4.10 of the Note Agreenent and



in consideration of the prem ses and other good and val uabl e consideration, the
recei pt and sufficiency whereof are hereby acknow edged, each Guarantor does
hereby covenant and agree, jointly and severally as follows:

SECTI ON 1. DEFI NI TI ONS.

Capitalized terms used herein shall have the neanings set forth in the
Not e Agreenent unless herein defined or the context shall otherw se require.

SECTI ON 2. GUARANTY OF NOTES AND NOTE AGREEMENT.

(a) Each Guarantor jointly and severally does hereby irrevocably,
absol utely and unconditionally guarantee unto the Holders: (1) the full and
pronpt paynment of the principal of, premium if any, and interest on the Notes
fromtime to time outstanding, as and when such paynments shall becone due and
payabl e, whether by |apse of tinme, upon redenption or prepaynent, by extension
or by acceleration or declaration or otherwi se (including (to the extent legally
enforceabl e) interest due on overdue paynents of principal, premium if any, or
interest at the rate set forth in the Notes and interest accruing at the then
applicable rate provided in the Notes after the filing of any petition in
bankruptcy, or the commencenent of any insolvency, reorganization or |ike
proceeding, relating to the Conpany, whether or not a claimfor post-filing or
post-petition interest is allowed in such proceeding) in Federal or other
i medi ately available funds of the United States of Anerica which at the tinme of
paynent or demand therefor shall be |egal tender for the payment of public and
private debts, (2) the full and pronpt performance and observance by the Conpany
of each and all of the obligations, covenants and agreenents required to be
perfornmed or owed by the Conpany under the terms of the Notes and the Note
Agreement and (3) the full and pronpt paynment, upon denmand by any Hol der, of all
costs and expenses, |egal or otherw se (including reasonable attorneys' fees),
if any, as shall have been expended or incurred in the protection or enforcenent
of any rights, privileges or liabilities in favor of the Holders under or in
respect of the Notes, the Note Agreenent or under this Guaranty or in any action
in connection therewith or herewith and in each and every case irrespective of
the validity, regularity, or enforcenent of any of the Notes or Note Agreenent
or any of the terms thereof or any other |ike circunstance or circunstances.

(b) The liability of each Guarantor under this Cuaranty shall not
exceed an ampunt equal to a maxi mum anmount as will, after giving effect to such
maxi mum anount and all other liabilities of such Guarantor, contingent or
otherwise, result in the obligations of such Cuarantor hereunder not
constituting a fraudul ent transfer, obligation or conveyance.

SECTI ON 3. GUARANTY OF PAYMENT AND PERFORMANCE.

This is a guarantee of paynent and performance and each Guarantor
hereby waives, to the fullest extent pernmitted by law, any right to require that
any action on or in respect of any Note or the Note Agreenent be brought against
the Conpany or any other Person or that resort be had to any direct or indirect
security for the Notes or for this Guaranty or any other remedy. Any Hol der may,
at its option, proceed hereunder against any Guarantor in the first instance to
col l ect nonies when due, the payment of which is guaranteed hereby, w thout
first proceeding agai nst the Conpany or any other Person and without first
resorting to any direct or indirect security for the Notes or for this Guaranty
or any other remedy. The liability of each Guarantor hereunder shall in no way
be affected or inpaired by any acceptance by any Hol der of any

EXH BIT 3
To Note Purchase Agreenent

direct or indirect security for, or other guaranties of, any Debt, liability or
obligation of the Conpany or any other Person to any Hol der or by any failure,
del ay, neglect or omission by any Holder to realize upon or protect any such
guarantees, Debt, liability or obligation or any notes or other instruments
evidencing the same or any direct or indirect security therefor or by any
approval , consent, waiver, or other action taken, or omtted to be taken by any
such Hol der.

The covenants and agreenents on the part of the Guarantors herein
contained shall take effect as joint and several covenants and agreenents, and
references to the Guarantors shall take effect as references to each of them and
none of them shall be released fromliability hereunder by reason of the
guarantee ceasing to be binding as a continuing security on any other of them

SECTI ON 4. GENERAL PROVI SI ONS RELATI NG TO THE GUARANTY.

(a) Each Guarantor hereby consents and agrees that any Hol der or
Hol ders fromtime to time with or without the assent of any other Guarantor, may
wi thout in any manner affecting the liability of any other Guarantor under this
Guaranty, and upon such terms and conditions as any such Hol der or Hol ders nay
deem advi sabl e:



(1) extend in whole or in part (by renewal or otherw se),
nodi fy, change, conpromi se, release or extend the duration of the tine

for the performance or paynent of any Debt, liability or obligation of
the Conpany or of any other Person secondarily or otherw se |iable for
any Debt, liability or obligations of the Conpany on the Notes, or

wai ve any Default with respect thereto, or waive, nodify, amend or
change any provision of any other agreenent or this Guaranty; or

(2) sell, release, surrender, nodify, inpair, exchange or
substitute any and all property, of any nature and from whonsoever
received, held by, or for the benefit of, any such Hol der as direct or

indirect security for the paynment or performance of any Debt, liability
or obligation of the Conpany or of any other Person secondarily or
otherwi se liable for any Debt, liability or obligation of the Conmpany

on the Notes; or

(3) settle, adjust or conpromi se any claimof the Conpany
agai nst any ot her Person secondarily or otherw se liable for any Debt,
liability or obligation of the Conpany on the Notes.

Each Cuarantor hereby ratifies and confirnms any such extension,
renewal , change, sale, release, waiver, surrender, exchange, nodification,
anmendnent, inpairment, substitution, settlenent, adjustnent or conpron se and
that the sane shall be binding upon it, and hereby waives, to the fullest extent
permitted by law, any and all defenses, counterclains or offsets which it mght
or could have by reason thereof, it being understood that such Guarantor shall
at all tines be bound by this Guaranty and renmmin |iable hereunder.

(b) Each Cuarantor hereby waives, to the fullest extent permtted by
I aw:

(1) notice of acceptance of this Guaranty by the Hol ders or
of the creation, renewal or accrual of any liability of the Conpany,
present or future, or of the reliance of

EXHIBIT 3
To Note Purchase Agreenent

such Hol ders upon this Guaranty (it being understood that every Debt,
liability and obligation described in Section 2 hereof shall
conclusively be presuned to have been created, contracted or incurred
in reliance upon the execution of this Guaranty);

(2) demand of paynent by any Hol der from the Conpany or any
ot her Person indebted in any manner on or for any of the Debt,
liabilities or obligations hereby guaranteed; and

(3) presentnent for the payment by any Hol der or any other
Person of the Notes or any other instrument, protest thereof and notice
of its dishonor to any party thereto and to such Guarantor.

The obligations of each Guarantor under this Guaranty and the rights of
any Holder to enforce such obligations by any proceedi ngs, whether by action at
law, suit in equity or otherw se, shall not be subject to any reduction,
limtation, inpairment or term nation, whether by reason of any claimof any
character whatsoever or otherw se and shall not be subject to any defense,
set-of f, counterclaim (other than any conpul sory counterclaim, recoupnment or
term nati on whatsoever.

(c) The obligations of each Guarantor hereunder shall be binding upon
such Guarantor and its successors and assigns, and shall remain in full force
and effect irrespective of:

(1) the genuineness, validity, regularity or enforceability
of the Notes, the Note Agreement or any other agreenent or any of the
terms of any thereof, the continuance of any obligation on the part of
the Conpany, or any other Cuarantor or any other Person on or in
respect of the Notes or under the Note Agreement or any other agreenent
or the power or authority or the lack of power or authority of the
Conpany to issue the Notes or the Conpany to execute and deliver the
Not e Agreenent or any other agreement or of any other Guarantor to
execute and deliver this Guaranty or to performany of its obligations
hereunder or the existence or continuance of the Conpany, any other
Guarantor or any other Person as a legal entity; or

(2) any default, failure or delay, willful or otherwi se, in
the performance by the Conpany, any other Guarantor or any other Person
of any obligations of any kind or character whatsoever under the Notes,
the Note Agreement or any other agreement; or

(3) any creditors' rights, bankruptcy, receivership or other
i nsol vency proceedi ng of the Conpany, any other Guarantor or any other
Person or in respect of the property of the Conpany, any other
Guarantor or any other Person or any nerger, consolidation,
reorgani zation, dissolution, liquidation, the sale of all or



substantially all of the assets of or winding up of the Conpany, any
ot her Guarantor or any other Person; or

(4) inpossibility or illegality of performance on the part of
the Conpany, any other Guarantor or any other Person of its obligations
under the Notes, the Note Agreement or any other agreenents; or

EXH BIT 3
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(5) in respect of the Conpany, any other Cuarantor or any
ot her Person, any change of circunstances, whether or not foreseen or
foreseeabl e, whether or not inputable to the Conpany, any other
Guarantor or any other Person, or other inpossibility of performance
through fire, explosion, accident, |abor disturbance, floods, droughts,
enbar goes, wars (whether or not declared), civil commtion, acts of God
or the public eneny, delays or failure of suppliers or carriers,
inability to obtain naterials, action of any federal or state
regul atory body or agency, change of |law or any other causes affecting
performance, or any other force nmjeure, whether or not beyond the
control of the Conmpany, any other Guarantor or any other Person and
whet her or not of the kind hereinbefore specified; or

(6) any attachnent, claim denmand, charge, Lien, order,
process, encunbrance or any other happening or event or reason, simlar
or dissimlar to the foregoing, or any wi thholding or dimnution at the
source, by reason of any taxes, assessments, expenses, Debt,
obligations or liabilities of any character, foreseen or unforeseen,
and whether or not valid, incurred by or against the Conpany, any
Guarantor or any other Person or any clains, demands, charges or Liens
of any nature, foreseen or unforeseen, incurred by any Person, or
agai nst any sums payable in respect of the Notes or under the Note
Agreenment or this Guaranty, so that such sums woul d be rendered
i nadequate or would be unavail able to make the paynents herein
provi ded; or

(7) any order, judgnment, decree, ruling or regulation
(whether or not valid) of any court of any nation or of any political
subdi vi si on thereof or any body, agency, departnent, official or
admini strative or regul atory agency of any thereof or any other action,
happeni ng, event or reason whatsoever which shall delay, interfere
with, hinder or prevent, or in any way adversely affect, the
performance by the Conpany, any Cuarantor or any other Person of its
respective obligations under or in respect of the Notes, the Note
Agreenment, this CGuaranty or any other agreenent; or

(8) the failure of any Guarantor to receive any benefit from
or as a result of its execution, delivery and performance of this
Guaranty; or

(9) any failure or lack of diligence in collection or
protection, failure in presentnment or demand for paynent, protest,
notice of protest, notice of default and of nonpaynent, any failure to
give notice to any Guarantor of failure of the Conpany, any other
Guarantor or any other Person to keep and perform any obligation,
covenant or agreenent under the ternms of the Notes, the Note Agreenent,
this Guaranty or any other agreement or failure to resort for paynent
to the Conpany, any other Guarantor or to any other Person or to any
ot her guaranty or to any property, security, Liens or other rights or
remedi es; or

(10) the acceptance of any additional security or other
guaranty, the advance of additional noney to the Conpany or any other
Person, the renewal or extension of the Notes or anendnents,
nodi fications, consents or waivers with respect to the Notes, the Note
Agreenment or any other agreenent, or the sale, release, substitution or
exchange of any security for the Notes; or

EXHI BIT 3
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(11) any nerger or consolidation of the Conpany, any Guarantor
or any other Person into or with any other Person or any sale, |ease,
transfer or other disposition of any of the assets of the Conpany, any
Guarantor or any other Person to any other Person, or any change in the
ownershi p of any shares of the Conpany, any Guarantor or any other
Person; or

(12) any defense whatsoever that: (i) the Conpany or any ot her
Person m ght have to the payment of the Notes (principal, premum if
any, or interest), other than paynment thereof in Federal or other
i mmedi ately avail able funds, or (ii) the Conpany or any other Person



m ght have to the performance or observance of any of the provisions of
the Notes, the Note Agreenment or any other agreenent, whether through
the satisfaction or purported satisfaction by the Conpany, any other
Guarantor or any other Person of its debts due to any cause such as
bankruptcy, insolvency, receivership, nmerger, consolidation,

reorgani zation, dissolution, |iquidation, w nding-up or otherw se; or

(13) any act or failure to act with regard to the Notes, the
Not e Agreenment, this Guaranty or any other agreement or anything which
m ght vary the risk of any Guarantor or any other Person; or

(14) any other circunstance which mght otherw se constitute a
def ense available to, or a discharge of, any Guarantor or any other
Person in respect of the obligations of any Guarantor or other Person
under this Guaranty or any other agreenent;

provided that the specific enuneration of the above-nentioned acts, failures or
om ssions shall not be deemed to exclude any other acts, failures or omni ssions,
t hough not specifically nmentioned above, it being the purpose and intent of this
Guaranty that the obligations of each Guarantor shall be absolute and

uncondi tional and shall not be discharged, inpaired or varied except by the
paynment of the principal of, premium if any, and interest on the Notes in
accordance with their respective ternms whenever the same shall becone due and
payable as in the Notes provided and all other sunms due and payabl e under the
Not e Agreenent, at the place specified in and all in the manner and with the
effect provided in the Notes and the Note Agreenent, as each may be amended or
nodified fromtime to tinme. Wthout Ilimting the foregoing, it is understood
that repeated and successive demands nay be made and recoveries may be had
hereunder as and when, fromtinme to time, the Conpany shall default under or in
respect of the terns of the Notes or the Note Agreenment and that notwi thstanding
recovery hereunder for or in respect of any given default or defaults by the
Conpany under the Notes or the Note Agreenent, this Guaranty shall remain in
full force and effect and shall apply to each and every subsequent default.

(d) Subject to the linmtations under the Note Agreenent on the rights
of a Holder to transfer or assign the Notes, all rights of any Hol der may be
transferred or assigned at any tinme and shall be considered to be transferred or
assigned at any time or fromtime to tinme upon the transfer of such Note whether
with or without the consent of or notice to the Guarantors under this Guaranty
or to the Conpany.

(e) To the extent of any paynments made under this Guaranty, each
Guarantor shall be subrogated to the rights of the Hol der upon whose Notes such
paynment was mede, but such
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Guar antor covenants and agrees that such right of subrogation shall be
subordinate in right of payment to the prior indefeasible final paynent in cash
in full of all anmpunts due and owi ng by the Conpany with respect to the Notes
and the Note Agreenent and by the Guarantors under this Guaranty, and the
Guarantors shall not take any action to enforce such right of subrogation, and
the Guarantors shall not accept any paynment in respect of such right of
subrogation, until all ampunts due and ow ng by the Conpany under or in respect
of the Notes and the Note Agreenent and all anpunts due and ow ng by the

Guar antors hereunder have indefeasibly been finally paid in cash in full. If any
amount shall be paid to any Guarantor in violation of the preceding sentence at
any time prior to the later of the indefeasible payment in cash in full of the
Notes and all other ampunts payabl e under the Notes, the Note Agreenent and this
Guaranty, such anmpunt shall be held in trust for the benefit of the Hol ders and
shall forthwith be paid to the Holders to be credited and applied to the anpunts
due or to beconme due with respect to the Notes and all other anpunts payable
under the Note Agreement and this Guaranty, whether matured or unmatured. Each
Guar antor acknow edges that it has received direct and indirect benefits from
the financing arrangenents contenpl ated by the Note Agreenent and that the

wai ver set forth in this paragraph (e) is knowingly nade as a result of the
recei pt of such benefits.

(f) Each Guarantor agrees that to the extent the Conpany, any other
Guarantor or any other Person makes any paynent on any Note, which paynment or
any part thereof is subsequently invalidated, voided, declared to be fraudul ent
or preferential, set aside, recovered, rescinded or is required to be retained
by or repaid to a trustee, receiver, or any other Person under any bankruptcy
code, conmon |aw, or equitable cause, then and to the extent of such paynment,
the obligation or the part thereof intended to be satisfied shall be revived and
continued in full force and effect with respect to the Guarantors' obligations
hereunder, as if said paynment had not been made. The liability of the Guarantors
hereunder shall not be reduced or discharged, in whole or in part, by any
payment to any Holder from any source that is thereafter paid, returned or
refunded in whole or in part by reason of the assertion of a claimof any kind
relating thereto, including, but not limted to, any claimfor breach of
contract, breach of warranty, preference, illegality, invalidity, or fraud
asserted by any account debtor or by any other Person.

(g) No Hol der shall be under any obligation: (1) to marshall any assets



in favor of the Guarantors or in paynent of any or all of the liabilities of the
Conpany under or in respect of the Notes or the obligations of the Guarantors
hereunder or (2) to pursue any other renedy that the Guarantors may or may not
be able to pursue thenselves and that nmay |ighten the Guarantors' burden, any
right to which each Guarantor hereby expressly waives

(h) The obligations of each Guarantor under this Guaranty rank pari
passu in right of payment with all other Debt of such Guarantor which is not
secured or which is not expressly subordinated in right of payment to any other
Debt of such Guarantor.

SECTI ON 5. REPRESENTATI ONS AND WARRANTI ES OF THE GUARANTORS.
Each Cuarantor represents and warrants to each Hol der that:

(a) Such Cuarantor is a corporation or other legal entity duly
organi zed, validly existing and in good standing under the laws of its
jurisdiction of organization, and is duly
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qualified as a foreign corporation or other legal entity and is in good standing
in each jurisdiction in which such qualification is required by law, other than
those jurisdictions as to which the failure to be so qualified or in good

standi ng could not, individually or in the aggregate, reasonably be expected to
have a material adverse effect on (1) the business, operations, affairs,
financial condition, assets, properties or prospects of such Guarantor and its
subsidiaries, taken as a whole, or (2) the ability of such Guarantor to perform
its obligations under this Guaranty, or (3) the validity or enforceability of
this Guaranty (herein in this Section 5 a "Material Adverse Effect"). Such
Guarantor has the power and authority to own or hold under |ease the properties
it purports to own or hold under |ease, to transact the business it transacts
and proposes to transact, to execute and deliver this Guaranty and to perform

t he provisions hereof.

(b) This Guaranty has been duly authorized by all necessary action on
the part of such Guarantor, and this Guaranty constitutes a legal, valid and
bi ndi ng obligation of such Guarantor enforceabl e against such Guarantor in
accordance with its terms, except as such enforceability may be limted by (1)
appl i cabl e bankruptcy, insolvency, reorganization, noratorium fraudul ent
transfer, obligation or conveyance or other simlar |laws affecting the
enforcenment of creditors' rights generally and (2) general principles of equity
(regardl ess of whether such enforceability is considered in a proceeding in
equity or at |aw).

(c) The execution, delivery and performance by such Guarantor of this
Guaranty will not (1) contravene, result in any breach of, or constitute a
default under, or result in the creation of any Lien in respect of any property
of such Guarantor or any of its subsidiaries under its corporate charter or
by-laws, or except for contraventions, breaches or defaults which could not,
individually or in the aggregate, reasonably be expected to have a Materi al
Adverse Effect, under any indenture, nortgage, deed of trust, |oan, purchase or
credit agreenent, |ease, or any other agreenent or instrument to which such
Guarantor or any of its subsidiaries is bound or by which such Guarantor or any
of its subsidiaries or any of their respective properties may be bound or
affected, (2) conflict with or result in a breach of any of the terns,
conditions or provisions of any order, judgment, decree, or ruling of any court,
arbitrator or Governnental Authority applicable to such Guarantor or any of its
subsidiaries or (3) violate any provision of any statute or other rule or
regul ati on of any Governnental Authority applicable to such Guarantor or any of
its subsidiaries.

(d) No consent, approval or authorization of, or registration, filing
or declaration with, any Governmental Authority is required in connection with
the execution, delivery or performance by such Guarantor of this Guaranty.

(e) (1) Except as disclosed in Schedule 5.8 to the Note Agreenent,
there are no actions, suits or proceedings pending or, to the know edge of such
Guarantor, threatened agai nst or affecting such Guarantor or any of its
subsidiaries or any property of such Guarantor or any of its subsidiaries in any
court or before any arbitrator of any kind or before or by any Governnental
Authority that, individually or in the aggregate, could reasonably be expected
to have a Material Adverse Effect.

(2) Neither such Guarantor nor any of its subsidiaries is in
default under any term of any agreement or instrunent to which it is a party or
by which it is bound, or any order,
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judgnment, decree or ruling of any court, arbitrator or Governnental Authority or
is in violation of any applicable |aw, ordinance, rule or regulation (including



wi thout limtation Environmental Laws) of any Governmental Authority, which
default or violation, individually or in the aggregate, could reasonably be
expected to have a Material Adverse Effect.

(f) Such Guarantor is solvent, has capital not unreasonably small in
relation to its business or any contenplated or undertaken transaction and has
assets having a value both at fair valuation and at present fair sal abl e val ue
greater than the anmount required to pay its debts as they becone due and greater

than the anpunt that will be required to pay its probable liability onits
exi sting debts as they beconme absolute and matured. Such Guarantor does not
intend to incur, or believe that it will incur, debts beyond its ability to pay

such debts as they become due. Such Cuarantor will not be rendered insolvent by
the execution and delivery of, and performance of its obligations under, this
Guaranty. Such Guarantor does not intend to hinder, delay or defraud its
creditors by or through the execution and delivery of, or perfornmance of its
obligations under, this Guaranty.

SECTI ON 6. AMENDMENTS, WAl VERS AND CONSENTS.

(a) This Guaranty may be anmended, and the observance of any term hereof
may be waived (either retroactively or prospectively), with (and only with) the
written consent of each Guarantor and the Required Hol ders, except that (1) no
anmendment or waiver of any of the provisions of Sections 2, 3 or 4, or any
defined term (as it is used therein), will be effective as to any Hol der unl ess
consented to by such Holder in witing, and (2) no such amendment or waiver may,
without the witten consent of each Holder, (i) change the percentage of the
princi pal amount of the Notes the Holders of which are required to consent to
any such anendment or waiver, or (ii) amend this Section 6.

(b) The Guarantors will provide each Holder (irrespective of the amunt
of Notes then owned by it) with sufficient information, and shall be afforded
the opportunity of considering the sane for a period of not |ess than 30 days
and shal |l be supplied by the Guarantors with a brief statenment regarding the
reasons for any such proposed waiver or anendnent, a copy of the proposed waiver
or anendment and such other information regarding such anendnent as any Hol der
shal | reasonably request to enable it to make an informed decision with respect
thereto. The Guarantors will deliver executed or true and correct copies of each
anmendnment, waiver or consent effected pursuant to the provisions of this Section
6 to each Hol der pronptly following the date on which it is executed and
delivered by, or receives the consent or approval of, the requisite Hol ders.

(c) Each CGuarantor agrees it will not directly or indirectly pay or
cause to be paid any renmuneration, whether by way of fee or otherw se, or grant
any security, to any Holder as consideration for or as an inducenent to the
entering into by any Hol der of any waiver or anendrment of any of the terms and
provi sions hereof unless such renuneration is concurrently paid, or security is
concurrently granted, on the same terns, ratably to each Hol der even if such
Hol der did not consent to such waiver or amendnent.
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(d) Any anmendnment or waiver consented to as provided in this Section 6
applies equally to all Holders and is binding upon them and upon each future
hol der and upon the Guarantors. No such anendnent or waiver will extend to or
affect any obligation, covenant or agreenment not expressly anended or waived or
inmpair any right consequent thereon. No course of dealing between the Guarantors
and any Hol der nor any delay in exercising any rights hereunder shall operate as
a waiver of any rights of any Holder. As used herein, the term"this Guaranty"
and references thereto shall nean this Guaranty as it may fromtine to tine be
anmended or suppl ement ed.

SECTION 7. SUBM SSI ON TO JURI SDI CTI ON.

Any | egal action or proceeding with respect to this Guaranty or any
docunent relating thereto shall be brought in the courts of the State of New
York or of the United States of America for the Southern District of New York
and in no other courts, and, by execution and delivery of this Guaranty, each
Guar antor hereby accepts for itself and in respect of its property generally and
unconditionally, the jurisdiction of the aforesaid courts. Each Guarantor hereby
irrevocably and unconditionally waives any objection, including, wthout
limtation, any objection to the laying of venue or based on the grounds of
forum non conveni ens which it may now or hereafter have to the bringing of any
action or proceeding in such respective jurisdiction and wai ves personal service
of any and all process upon it, and consents that all such service of process be
made by delivery to it at the address set forth in Section 8 and that service so
made shall be deemed to be conpl eted upon actual receipt.

SECTI ON 8. NOTI CES.

Al'l notices and comuni cations provided for hereunder shall be in
witing and sent (a) by telefacsimle if the sender on the same day sends a
confirm ng copy of such notice by a recogni zed overni ght delivery service
(charges prepaid), or (b) by registered or certified mail with return receipt
requested (postage prepaid), or (c) by a recogni zed overni ght delivery service



(with charges prepaid). Any such notice nust be sent:

(1) if to an Initial Note Purchaser or such Initial Note
Purchaser's nominee, to such Initial Note Purchaser or such Initial
Not e Purchaser's nominee at the address specified for such
comuni cations on Schedule A to the Note Agreenent, or at such other
address as such Initial Note Purchaser or such Initial Note Purchaser's
nonmi nee shall have specified to any Guarantor or the Conpany in
witing,

(2) if to any other Holder, to such Hol der at such address as
such Hol der shall have specified to any Guarantor or the Conpany in
writing, or

(3) if to any CGuarantor, to such Guarantor c/o the Conpany at
3203 32nd Avenue, Fargo, North Dakota 58106-9156, or at such other
address as such Guarantor shall have specified to the Holders in
witing.

Notices under this Section 8 will be deenmed given only when actually received.
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SECTI ON 9. M SCELLANEQUS.

(a) No renmedy herein conferred upon or reserved to any Holder is
intended to be exclusive of any other available remedy or renedies, but each and
every such renmedy shall be cunulative and shall be in addition to every other
renedy given under this Guaranty now or hereafter existing at law or in equity
No del ay or omission to exercise any right or power accruing upon any default
omi ssion or failure of performance hereunder shall inpair any such right or
power or shall be construed to be a waiver thereof but any such right or power
may be exercised fromtine to tine and as often as may be deenmed expedient. In
order to entitle any Holder to exercise any renedy reserved to it under the
Guaranty, it shall not be necessary for such Holder to physically produce its
Note in any proceedings instituted by it or to give any notice, other than such
notice as may be herein expressly required

(b) The Guarantors will pay all suns becom ng due under this Guaranty
by the nmethod and at the address specified for such purpose on Schedule A to the
Not e Agreenent, or by such other reasonable nethod or at such other address as
any Hol der shall have fromtine to tine specified to the Guarantors in witing
for such purpose, wi thout the presentation or surrender of this Cuaranty or any
Not e.

(c) Any provision of this Guaranty that is prohibited or unenforceable
in any jurisdiction shall, as to such jurisdiction, be ineffective to the extent
of such prohibition or unenforceability w thout invalidating the remaining
provisions hereof, and any such prohibition or unenforceability in any
jurisdiction shall (to the full extent permtted by |aw) not invalidate or
render unenforceabl e such provision in any other jurisdiction.

(d) If the whole or any part of this Guaranty shall be now or hereafter
becone unenforceabl e agai nst any one or nore of the Guarantors for any reason
what soever or if it is not executed by any one or nore of the Guarantors, this
Guaranty shall nevertheless be and remain fully binding upon and enforceable
agai nst each other CGuarantor as if it had been nade and delivered only by such
ot her CGuarantors.

(e) This Guaranty shall be binding upon each Guarantor and its
successors and assigns and shall inure to the benefit of each Holder and its
successors and assigns (including, without limtation, any subsequent hol der of
a Note) whether so expressed or not, so long as its Notes remain outstanding and
unpai d.

(f) This Guaranty may be executed in any nunmber of counterparts, each
of which shall be an original but all of which together shall constitute one
instrunent. Each counterpart may consist of a nunber of copies hereof, each
signed by less than all, but together signed by all, of the parties hereto.

(g) This Guaranty shall be construed and enforced in accordance wth,
and the rights of the parties shall be governed by, the |law of the State of New
York, but excluding choice-of-law principles of the |aw of such State that woul d
require the application of the laws of a jurisdiction other than such State.
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I'N W TNESS WHEREOF, the undersigned has caused this Guaranty to be duly
executed by an authorized representative as of this first day of Decenber, 2001.



AERI AL CONTRACTORS, | NC.

By /s/ LAURI S MOLBERT

Title: DI RECTOR

BTD MANUFACTURI NG, | NC.

By /s/ LAURIS MOLBERT

Title: DI RECTOR

CHASSI S LI NER CORPORATI ON

By /s/ LAURI'S MOLBERT

Title: DI RECTOR

DM | NDUSTRI ES, | NC.

By /s/ LAURI S MOLBERT

Title: DI RECTOR

DMS HEALTH TECHNOLOG ES

By /s/ LAURI S MOLBERT

Title: DI RECTOR

By /s/ LAURI S MOLBERT

Title: DI RECTOR
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E.W WLI E CORPCRATI ON

By /s/ LAURI S MOLBERT

Title: DI RECTOR

By /s/ LAURI'S MOLBERT

Title: DI RECTOR

MOORHEAD ELECTRI C, | NC.



By /s/ LAURI S MOLBERT

Title: DI RECTOR

NORTHERN PI PE PRODUCTS, | NC.

By /s/ LAURI'S MOLBERT

Title: DI RECTOR

NUCLEAR | MAGI NG, LTD

By /s/ LAURI'S MOLBERT

Title: DI RECTOR

OTTER TAI L ENERGY SERVI CES COMPANY

By /s/ KEVIN MOUG

Title: TREASURER
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PRECI SI ON MACHI NE, | NC.

By /s/ LAURI'S MOLBERT

Title: DI RECTOR

ST. GEORGE STEEL FABRI CATI ON, | NC.

By /s/ LAURI S MOLBERT

Title: DI RECTOR

T.O. PLASTICS, INC

By /s/ LAURIS MOLBERT

Title: DI RECTOR

VARI STAR CORPORATI ON

By /s/ LAURI S MOLBERT

Title: DI RECTOR

VI NYLTECH CORPORATI ON

By /s/ LAURI'S MOLBERT



Title: DI RECTOR
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GUARANTY SUPPLEMENT

To the Hol ders of the Notes
of Otter Tail Corporation
(the "Conpany")

Ladi es and Gentl enen:

VWHEREAS, in order to refinance existing i ndebtedness and for general
corporate purposes, the Conpany issued its 6.63% Seni or Notes due Decenber 1,
2011 in the aggregate principal amunt of $90,000,000 (the "Notes") pursuant to
the Note Purchase Agreenment dated as of December 1, 2001 (the "Note Agreenent")
anmong the Conpany and each of the purchasers named on Schedule A attached to
said Note Agreement (the "Initial Note Purchasers").

WHEREAS, as a condition precedent to their purchase of the Notes, the
Initial Note Purchasers required that certain Subsidiaries of the Conpany enter
into a Guaranty Agreenent as security for the Notes (the "Cuaranty").

Pursuant to Section 9.8 of the Note Agreenent, the Conpany has agreed
to cause the undersigned, , a corporation organi zed under the |aws

of .~ (the "Additional Subsidiary Guarantor"), to execute the
Guaranty. In accordance with the requirenents of the Guaranty, the Additional
Subsi di ary Guarantor desires to anend the definition of Guarantor (as the sane
may have been heretofore anmended) set forth in the Guaranty attached hereto so
that at all times fromand after the date hereof, the Additional Subsidiary
Guarantor shall be jointly and severally liable as set forth in the Guaranty for
the obligations of the Conpany under the Note Agreenent and Notes to the extent
and in the manner set forth in the Guaranty.

The undersigned is the duly elected ___ of the Additional

Subsi di ary Guarantor, a subsidiary of the Conpany, and is duly authorized to
execute and deliver this Guaranty Supplenent to each of you. The execution by
t he undersigned of this Guaranty Suppl enent shall evidence its consent to and
acknow edgnent and approval of the terns set forth herein and in the Guaranty
and by such execution the Additional Subsidiary Guarantor shall be deemed to
have made in favor of the Holders the representations and warranties set forth
in Section 5 of the Cuaranty.

Upon execution of this Guaranty Supplenent, the Guaranty shall be
deened to be anended as set forth above. Except as anmended herein, the terns and
provisions of the Guaranty are hereby ratified, confirned and approved in all
respects.

EXH BIT A
(to CGuaranty Agreenent)

Any and all notices, requests, certificates and other instrunments
(including the Notes) may refer to the Guaranty w thout nmeking specific
reference to this Guaranty Supplenent, but nevertheless all such references
shall be deened to include this Guaranty Suppl enent unless the context shall
ot herwi se require.

Dat ed:

[ NAVE OF ADDI TI ONAL SUBSI DI ARY
GUARANTOR]

By
Name:
Title:
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FORM OF | NTERCREDI TOR AGREEMENT
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| NTERCREDI TOR AGREEMENT

Dat ed as of Decenber 1, 2001

Re: $90, 000, 000 6. 63% Seni or Notes due Decenber 1, 2011

of

OTTER TAI L CORPORATI ON
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I NTERCREDI TOR AGREEMENT

| NTERCREDI TOR AGREEMENT dat ed as of December 1, 2001 anong the
Creditors (as defined below) and Otter Tail Corporation, a corporation
incorporated under the Iaws of Mnnesota (the "Conpany").

RECI TALS:

A. Under and pursuant to the Note Purchase Agreenent, dated as of
Decenber 1, 2001 (the "Note Purchase Agreenent"), anpong the Conpany and the
purchasers nanmed on Schedule A attached to the Note Purchase Agreenent
(individually a "Noteholder" and collectively, the "Noteholders"), the Conmpany
proposes to issue and sell to the Notehol ders $90, 000, 000 aggregate principal
amount of its 6.63% Seni or Notes, due Decenber 1, 2011 (the "Notes").

B. The Notehol ders have required as a condition of their purchase of
the Notes that each of the Subsidiaries |listed as signatories to the Guaranty
Agreement referred to in the Note Purchase Agreenent (each being a "Subsidiary
Guarantor" and collectively the "Subsidiary Guarantors"), enter into a guaranty
as security for the Notes and accordingly the Subsidiary Guarantor has agreed to
provide a guaranty. Each such Subsidiary Guarantor proposes to execute and
deliver the Guaranty Agreenment (each a "Noteholders' Guaranty" and collectively
the "Notehol ders' Guaranties") dated as of Decenber 1, 2001, pursuant to which
such Subsidiary Guarantor will irrevocably, absolutely and unconditionally
guarantee to the Notehol ders the paynent of the principal of, premum if any,
and interest on the Notes and the paynent and performance of all other
obligations of the Conpany under the Note Purchase Agreenent.

C. Under and pursuant to that certain Bank Credit Agreenent dated as
of .~ (as such agreenent may be nodified or anended, including any
increase in the ambunt thereof and the addition of any |lending institution which
may beconme a Lender (as defined below) and including any replacenment, additional
or successor agreenment or agreenents thereto, the "Credit Agreement") between
the Conpany and various |ending institutions (individually a "Lender" and
collectively the "Lenders"), the Lenders have nmde available to the Conpany
certain credit facilities in a current aggregate principal anmount up to
$ __ (all ampunts outstanding in respect of said credit facilities

b;ng hereinafter collectively referred to as the "Loans").

D. In connection with the execution of the Credit Agreenent and as
security for the Loans made thereunder, the Subsidiary Guarantors have
heretofore guaranteed to the Lenders the payment of the Loans and all other
obligations of the Conpany under the Credit Agreenment under that certain
guaranty agreenment (as such agreenment may be nodified, anended, renewed or
repl aced, including any increase in the anount thereof, the "Lenders'
Guaranty").

Intercreditor Agreenent

E. The Lenders' Guaranty and the Notehol ders' Guaranty are each
hereinafter individually referred to as a "Subsidiary Cuaranty" and
collectively referred to as the "Subsidiary Guaranties."

F. The Conpany and the Subsidiary Guarantors contenplate that from
tine to tine after the date hereof, additional subsidiaries of the Conpany may,
subject to the ternms and conditions of the Credit Agreenent and the Note
Purchase Agreenent, issue additional guaranties which the Conpany, the
Subsi diary Guarantors and the Creditors wish to become subject to this
Intercreditor Agreenent pursuant to the requirenents of ss.3.4 hereof.

G Pursuant to the requirenments of Section 9.9 of the Note Purchase
Agreenent, the Conpany has requested and the Lenders and the Notehol ders have
agreed that the Bank Cl osing Date has occurred and, accordingly, the Lenders
under the New Bank Agreenent and the Notehol ders hereby enter into this



Agreenent effective as of the Bank Cl osing Date.

NOW THEREFORE, in consideration of the prem ses and other good and
val uabl e consi deration, the sufficiency and receipt of which are hereby
acknow edged, the parties hereto hereby agree as foll ows:

SECTI ON 1. DEFI NI TI ONS.

The following terms shall have the meanings assigned to them below in
this ss.1 or in the provisions of this Agreenent referred to bel ow

"Addi ti onal Cuarantors" shall nean the Subsidiaries which are intended
to be subject to this Intercreditor Agreement pursuant to the requirenents of
ss. 3.4 hereof.

"Bank Cl osing Date" shall have the nmeaning set forth in the Note
Pur chase Agreenent.

"Conpany" shall have the nmeaning assigned thereto in the Recitals
her eof .

"Credit Agreenent" shall have the neaning assigned thereto in the
Recital s hereof.

"Creditor" shall individually nmean any Lender or Notehol der and
"Creditors" shall mean all of the Lenders and the Notehol ders.

"Excess Subsidiary Paynent" shall nmean as to any Creditor an anount
equal to the Subsidiary Payment received by such Creditor less the Pro Rata
Share of Subsidiary Payments to which such Creditor is then entitled.

"Lender" and "Lenders" shall have the nmeani ngs assigned thereto in the
Recital s hereto.

"Lenders Guaranty" shall have the nmeanings assigned thereto in the
Recital s hereof.

"Loans" shall have the neaning assigned thereto in the Recitals
her eof .

Intercreditor Agreement

"New Bank Agreenent” shall have the meaning set forth in the Note
Pur chase Agreenent.

"Note Purchase Agreenment" shall have the neaning assigned thereto in
the Recitals hereof.

"Not ehol der" or Notehol ders" shall have the meani ngs assigned thereto
in the Recitals hereof.

"Not ehol ders' Guaranty" and " Notehol ders' Guaranties" shall have the
meani ng assigned thereto in the Recitals hereof.

"Notes" shall have the neaning assigned thereto in the Recitals
her eof .

"Person" shall mean an individual, partnership, limted liability
conpany, corporation, trust or unincorporated organi zati on, and a governnment or
agency or political subdivision thereof.

"Pro Rata Share of Subsidiary Paynents" shall mean as of the date of
any Subsidiary Payment to a Creditor in respect to a Subsidiary Agreenent an
amount equal to the product obtained by multiplying (a) the amount of all
Subsi di ary Paynents made by the Subsidiary Guarantors to all Creditors less all
reasonabl e costs incurred by such Creditors in connection with the collection of
such Subsidiary Paynments by (b) a fraction, the nunerator of which shall be the
Speci fi ed Amount owing to such Creditor, and the denom nator of which is the
aggregate anount of all outstanding Subject Cbligations (w thout giving effect
in the denom nator to the application of any such Subsidiary Paynments).

"Receiving Creditor" shall have the meaning assigned thereto in ss.2.

"Specified Amount" shall mean as to any Creditor the aggregate anpunt
of the Subject Obligations owed to such Creditor.

"Subj ect Obligations" shall mean all principal of, premum if any,
and interest on, the Notes and the Loans and all other payment obligations of
the Conpany under or in respect of the Notes and the Loans and under the Note
Purchase Agreenment or the Credit Agreement and any ot her payment obligations of
the Conpany to the Lenders which are guaranteed by the Lenders' GCuaranty.

"Subsi di ary Agreenents" shall nean the Subsidiary Guaranties.



"Subsidiary Guarantor" and "Subsidiary Guarantors” shall have the
meani ng assigned thereto in the Recitals hereof.

"Subsidiary Guaranty" and "Subsidiary Guaranties" shall have the
meani ngs assigned thereto in the Recitals hereof.

"Subsidiary Payment" shall have the nmeaning assigned thereto in ss.2.

Intercreditor Agreenent

SECTI ON 2. SHARI NG OF RECOVERI ES.

Each Creditor hereby agrees with each other Creditor that paynents
(including payments nade through setoff of deposit bal ances or otherw se or
payments or recoveries fromany security interest granted to any Creditor) made
pursuant to the terms of the Subsidiary Agreements (a "Subsidiary Paynent")
shal | be shared so that each Creditor shall receive its Pro Rata Share of
Subsi di ary Paynents. Accordingly, each Creditor hereby agrees that in the event
(i) any Creditor shall receive a Subsidiary Payment (a "Receiving Creditor") and
(ii) any other Creditor shall not concurrently receive its Pro Rata Share of
Subsi di ary Paynents from such Subsidiary Guarantor, then the Receiving Creditor
shal |l pronptly remt the Excess Subsidiary Payment to each other Creditor who
shall then be entitled thereto so that after giving effect to such payment (and
any other paynents then being nmade by any other Receiving Creditor pursuant to
this ss.2) each Creditor shall have received its Pro Rata Share of Subsidiary
Payment s.

Any such paynents shall be deened to be and shall be made in
consi deration of the purchase for cash at face value, but wi thout recourse,
ratably fromthe other Creditors such amobunt of Notes or Loans (or interest
therein), as the case may be, to the extent necessary to cause such Receiving
Creditor to share such Excess Subsidiary Payment with the other Creditors as
her ei nabove provi ded; provided, however, that if any such purchase or paynment is
made by any Receiving Creditor and if such Excess Subsidiary Payment or part
thereof is thereafter recovered from such Receiving Creditor by such Subsidiary
Guarantor (including, without limtation, by any trustee in bankruptcy of such
Subsi di ary Guarantor or any creditor thereof), the related purchase fromthe
other Creditors shall be rescinded ratably and the purchase price restored as to
the portion of such Excess Subsidiary Payment so recovered, but without
interest; and provided further nothing herein contained shall obligate any
Creditor to resort to any setoff, application of deposit bal ance or other means
of payment under any Subsidiary Agreenent or avail itself of any recourse by
resort to any property of the Conpany or any Subsidiary Guarantor, the taking of
any such action to remain within the absolute discretion of such Creditor
wi t hout obligation of any kind to the other Creditors to take any such action.
In the event a Creditor shall determine that it is reasonably necessary to
evidence the purchase of Notes or Loans (or an interest therein) by such
Creditor pursuant to the foregoing provisions of this paragraph, the seller
thereof upon the request of such Creditor shall take such action as shall be
necessary to docunment such purchase.

SECTI ON 3. AGREEMENTS AMONG THE CREDI TORS.

Section 3.1. Independent Actions by Creditors. Nothing contained in
this Agreenent shall prohibit any Creditor from accelerating the maturity of, or
denmandi ng paynent from a Subsidiary CGuarantor on, any Subject Obligation of the
Conpany to such Creditor or frominstituting | egal action against the Conpany or
a Subsidiary Guarantor to obtain a judgnent or other |egal process in respect of
such Subj ect Obligation, but any funds received froma Subsidiary Guarantor in
connection with any recovery therefromshall be subject to the terns of this
Agr eenent .

Section 3.2. Relation of Creditors. This Agreenment is entered into
solely for the purposes set forth herein, and no Creditor assumes any
responsibility to any other party hereto to
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advi se such other party of information known to such other party regarding the
financial condition of the Conpany or a Subsidiary Guarantor or of any other
circunmstances bearing upon the risk of nonpaynent of the Subject Obligation.
Each Creditor specifically acknow edges and agrees that nothing contained in
this Agreenent is or is intended to be for the benefit of the Conpany or a
Subsi di ary Guarantor and nothing contained herein shall limt or in any way
nodi fy any of the obligations of the Conpany or any Subsidiary Guarantor to the
Creditors.

Section 3.3. Acknow edgnent of Guaranties. The Lenders hereby



expressly acknow edge the existence of the Notehol ders' Guaranty and the
Not ehol ders hereby expressly acknow edge the existence of the Lenders' Guaranty.

Section 3.4. Additional CGuarantors. Additional Persons may becone
"Subsi di ary Guarantors" hereunder by executing and delivering to a then existing
Creditor a guaranty by which such Person has becone a guarantor of the Notes or
Loans pursuant to the terms of the Credit Agreenent or the Note Purchase
Agreenment. Accordingly, upon the execution and delivery of any such copy of the
guaranty by any such Person, such Person shall, thereinafter becone a
"Subsidiary Guarantor" for all purposes of this Agreenent.

Section 3.5. Additional Lenders. Additional Persons may become
"Lenders" hereunder, provided that any such Person shall sign an acknow edgenent
in the formof Exhibit A attached hereto, by which such Person agrees to be
bound by the terns of this Agreenent and such Person shall deliver to the
Conpany for distribution to each of the then existing Creditors a copy of such
acknow edgenent so executed.

SECTI ON 4. M SCELLANEQUS.

Section 4.1. Entire Agreement. This Agreenent represents the entire
Agreenment anong the Creditors and, except as otherw se provided, this Agreenent
may not be altered, anmended or nodified except in a witing executed by all the
parties to this Agreenent.

Section 4.2. Notices. Notices hereunder shall be given to the
Creditors at their addresses as set forth in the Note Purchase Agreenment or the
Credit Agreenent, as the case may be, or at such other address as nmay be
designated by each in a witten notice to the other parties hereto.

Section 4.3. Successors and Assigns. This Agreenment shall be binding
upon and inure to the benefit of each of the Creditors and their respective
successors and assi gns, whether so expressed or not, and, in particular, shall
inure to the benefit of and be enforceable by any future holder or hol ders of
any Subject Obligations, and the term"Creditor" shall include any such
subsequent hol der of Subject Cbligations, wherever the context permts.

Section 4.4. Consents, Amendnent, Waivers. All anendnents, waivers or
consents of any provision of this Agreement shall be effective only if the sane
shall be in witing and signed by all of the Creditors.

SECTION 4.5. GOVERNI NG LAW THI S AGREEMENT SHALL BE GOVERNED BY AND
CONSTRUED | N ACCORDANCE W TH THE LAWS COF THE STATE OF NEW YORK.
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Section 4.6. Counterparts. This Agreenment may be executed in any
nunmber of counterparts, all of which taken together shall constitute one
Agreenent, and any of the parties hereto may execute this Agreenent by signing
any such counterpart.

Section 4.7. Sale of Interest. No Creditor will sell, transfer or
ot herwi se di spose of any interest in the Subject Obligations unless such
purchaser or transferee shall agree, in witing, to be bound by the terns of
this Agreenent.

Section 4.8. Severability. In case any one or nore of the provisions
contained in this Agreement shall be invalid, illegal or unenforceable in any
respect, the validity, legality and enforceability of the remaining provisions
of this Agreenment shall not in any way be affected or inpaired thereby.

Section 4.9. Expenses. In the event of any litigation to enforce this
Agreenent, the prevailing party shall, if not reinbursed by the Conpany, be
entitled to its reasonable attorney's fees (including the allocated costs of
in-house counsel).

Section 4.10. Term of Agreenment. This Agreenment shall term nate when
all Subject Obligations are paid in full and such payments are not subject to
any possibility of revocation or rescission or until all of the parties hereto
mutually agree in a witing to terminate this Agreenent.

Intercreditor Agreement

I'N W TNESS WHEREOF, each of the parties hereto has caused this
Agreenent to be executed as of the date first above witten.



[ VARI ATI ON|

By
Nane
Title
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The undersi gned hereby acknow edge and agree to the foregoing
Agr eement .

[ VAR ATI ON|

By
Nanme
Title

EXECUTI ON BY ADDI TI ONAL LENDER

The undersi gned hereby acknow edges and agrees to the foregoing
Agreement and executes and delivers this Agreenent and agrees to becone a party
thereto with all the rights, benefits and obligations of a Lender (as defined in
the Agreenment) all as of the date hereof ,

The undersigned Lender has entered into the following facility with
the Conpany [insert description of debt facility of the Conpany] which is
guaranteed by a Subsidiary Guarantor pursuant to [insert description of guaranty
agreenent] .

[ LENDER]

By

Its

EXH BIT A
(to Intercreditor Agreenent)

DESCRI PTI ON OF OPI NI ON OF SPECI AL COUNSEL
TO THE COVPANY

Decenber __, 2001

To the Purchasers naned on
the attached Schedul e



Ladi es and Gentl enen:

We have acted as counsel to Otter Tail Corporation, a Mnnesota
corporation (the "Conpany"), in connection with the transactions contenpl ated by
that certain Note Purchase Agreement (the "Note Purchase Agreenent") dated as of
Decenber 1, 2001 between the Conpany and you relating to the issuance and sale
by the Conpany on the date hereof of $90,000,000 aggregate principal anount of
the Conmpany's 6.63% Seni or Notes due 2011 (the "Notes"). This opinion is being
delivered to you pursuant to Section 4.4(a) of the Note Purchase Agreenent.
Capitalized terns used herein, except as otherw se specifically defined herein,
are used with the sane meaning as defined in the Note Purchase Agreemnent.

I'n connection with this opinion, we have exam ned the follow ng
docunent s:

(a) The Restated Articles of Incorporation of the
Conpany, as anended, certified by the Secretary of State of the State
of Mnnesota (the "Articles");

(b) The Restated Byl aws of the Conpany, as anended,
certified by its Secretary (the "Byl aws");

(c) Resol utions of the Board of Directors of the Conpany
adopted on October 22, 2001 (the "Resolutions"), certified by the
Secretary of the Conpany;

(d) An executed copy of the Note Purchase Agreenent;
(e) An executed copy of the Notes;
(f) An executed copy of the Guaranty Agreenment dated as

of Decenber 1, 2001 (the "Guaranty Agreenent"), entered into by each
of the Subsidiary Guarantors; and

(9) The other docunents delivered in connection with the
closing of the sale of the Notes on the date hereof.

Exhi bit 4.4(a)
(to Note Purchase Agreenent)

We al so have exami ned such other docunents and revi ewed such questions
of law as we have consi dered necessary and appropriate for the purposes of this
opi ni on.

In rendering our opinions set forth below, we have assuned the
authenticity of all documents submitted to us as originals, the genuineness of
all signatures and the conformity to authentic originals of all docunents
submitted to us as copies. W have al so assuned the | egal capacity for all
purposes rel evant hereto of all natural persons and, with respect to all parties
to agreenents or instruments relevant hereto other than the Conpany, that such
parties had the requisite power and authority (corporate or otherwi se) to
execute, deliver and perform such agreenents or instrunents, that such
agreenments or instruments have been duly authorized by all requisite action
(corporate or otherw se), executed and delivered by such parties and, except for
the opinions given in paragraph (iv) below, that such agreements or instrunents
are the valid, binding and enforceable obligations of such parties. As to
questions of fact material to our opinion, we have relied upon certificates of
of ficers of the Conpany and of public officials.

Qur opinions expressed below as to certain factual matters are
qualified as being linmted "to our know edge" or by other words to the sane or
simlar effect. Such words, as used herein, mean that prior to or during the
course of this firm s representati on of the Conpany in connection with the
specific transactions contenplated by the Note Purchase Agreement, no contrary
information cane to the attention of Gary L. Tygesson, Tinothy S. Hearn or Mlly
E. Joseph, the attorneys in our firmwho have principally represented the
Conmpany in connection with the transactions contenplated by the Note Purchase
Agreenent. In rendering such opinions, we have not conducted any independent
investigation of the Conpany, consulted with other attorneys in our firmwth
respect to the matters covered thereby, or reviewed any of our prior files
involving the Conpany. Finally, no inference as to our know edge with respect to
the factual matters upon which we have so qualified our opinions should be drawn
fromthe fact of our representation of the Conpany.

Based on the foregoing, we are of the opinion that:

(i) The Conpany is a corporation, duly incorporated, validly
existing and in good standing under the |aws of the State of M nnesota,
has the corporate power and the corporate authority to execute and
performthe Note Purchase Agreement and to issue the Notes and has the
corporate power and the corporate authority to conduct the activities
in which it is now engaged, as described in the Menorandum and is duly



l'icensed or qualified and is in good standing as a foreign corporation

in each jurisdiction in which the character of the properties owned or

| eased by it or the nature of the business transacted by it nakes such

l'icensing or qualification necessary, except where the failure to be so
licensed or so to qualify or to be in good standing would not result in
a Material Adverse Effect.

(ii) The Note Purchase Agreenent has been duly authorized,
executed and delivered by the Conpany and constitutes a legal, valid
and bi ndi ng agreenent of the Conpany enforceabl e agai nst the Conpany in
accordance with its terns.
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(iii) The Notes have been duly authorized, executed and
delivered by the Conpany and constitute the legal, valid and binding
obligations of the Conpany enforceabl e agai nst the Conpany in
accordance with their terns.

(iv) The Guaranty Agreenent constitutes a legal, valid and
bi ndi ng agreenment of each of the Subsidiary Guarantors nanmed as a party
thereto, enforceabl e against such Subsidiary Guarantor in accordance
with its terns.

(v) No prior approval, consent or withhol ding of objection on
the part of, or filing, registration or qualification with, any
M nnesota, New York or federal governmental authority is required to be
obtai ned or made by the Conpany in connection with the execution and
delivery of the Note Purchase Agreenent or the Notes, except such as
have been obtained or nade.

(vi) Neither the issuance and sale of the Notes nor the
execution, delivery and perfornmance by the Conpany of the Note Purchase
Agreenment and the Notes (a) conflicts with or results in any breach of
any of the provisions of or constitutes a default under or results in
the creation or inposition of any lien or encunbrance upon any of the
property of the Conpany pursuant to (1) the provisions of the Articles
or Bylaws or (2) any indenture, nortgage, |ease, agreenment, instrunent,
license, permt, order, judgment or decree known to us by which the
Conpany is bound or to which its properties and assets are subject,
except for any such conflict, breach, default, lien or encunbrance
whi ch would not result in a Material Adverse Effect, or (b) results in
the contravention of any law, rule or regulation as to which the
Conpany or its properties or assets or any thereof are subject.

(vii) Assuming the accuracy and perfornmance of, and conpliance
with, the representations, warranties and agreenents of the Conpany and
you in the Note Purchase Agreement, the issuance, sale and delivery of
the Notes under the circunstances contenpl ated by the Note Purchase
Agreement do not, under existing law, require the registration of the
Not es under the Securities Act of 1933, as amended, or the
qualification of an indenture under the Trust Indenture Act of 1939, as
amended.

(viii) The issuance of the Notes and the use of the proceeds of
the sale of the Notes in accordance with the provisions of and
contenpl ated by the Note Purchase Agreenent do not violate or conflict
with Regulation T, U or X of the Board of Governors of the Federal
Reserve System

(i x) The Conmpany is not an "investnment conpany" or a conpany
"controlled" by an "investnment conpany" under the |nvestnent Conpany
Act of 1940, as anended.

The opinions set forth above are subject to the follow ng
qual i fications and exceptions:

(a) Qur opinions above are subject to the effect of

bankruptcy, insolvency, reorganization, arrangenent, noratorium
fraudul ent transfer, statutes of limtation or
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other simlar laws and judicial decisions affecting or relating to the
rights of creditors generally.

(b) CQur opinions above are subject to the effect of general



principles of equity, including without limtation, concepts of
materiality, reasonabl eness, good faith and fair dealing, estoppel,

el ection of renedies and other simlar doctrines affecting the
enforceability of agreenents generally (regardless of whether
considered in a proceeding in equity or at law). In addition, the

avail ability of specific performance, injunctive relief, the

appoi ntment of a receiver or other equitable remedies is subject to the
di scretion of the tribunal before which any proceedi ng therefor may be
br ought .

(c) We express no opinion as to the enforceability of
provisions in the Note Purchase Agreement to the extent it contains
obligations of the Conpany to pay any prepaynent prenium default
interest rate or other formof |iquidated damages if the paynent of
such premum interest rate or damages nmy be construed as unreasonabl e
inrelation to the actual damages or disproportionate to actual danmmges
suf fered by the Purchaser as a result of such prepaynent or default.

(d) We express no opinion as to the enforceability of any
Bank Credit Agreenent which may be deenmed to be incorporated by
reference into the Note Purchase Agreenment pursuant to Section 10.7 of
the Note Purchase Agreenment or as to the effect such incorporation nay
have on the enforceability of the Note Purchase Agreenent, the Notes or
the Guaranty Agreenent.

(e) Qur opinion in paragraph (iv) above as to the Guaranty
Agreenment is subject to the defenses available to a guarantor under
applicable | aw

(f) We express no opinion as to the validity, binding effect
or enforceability of any provision of the Note Purchase Agreenent or
the Guaranty Agreenent related to choice of law, forum selection or
submi ssion to jurisdiction (including, without limtation, any express
or inplied waiver of any objection to venue in any court or of any
objection that a court is an inconvenient forum) to the extent that the
validity, binding effect or enforceability of any such provisionis to
be determ ned by any court other than a court of the State of New York.

The opinions expressed above are limted to the |aws of the States of
M nnesota and New York and the federal |laws of the United States and we express
no opinion as to the laws of any other jurisdiction.

The foregoing opinions are being furnished to you solely for your
benefit and the benefit of your successors and assigns and may not be relied
upon by, nor nmmy copies be delivered to, any other person without our prior
written consent.

Very truly yours,
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DESCRI PTI ON OF OPI NIl ON OF GENERAL COUNSEL
OF THE COVPANY

Decenber __, 2001
To the Purchasers nanmed on
the attached Schedul e

Ladi es and Gentl enen:

| have acted as in-house counsel to Otter Tail Corporation, a Mnnesota
corporation (the "Conpany"), in connection with the transactions contenpl ated by
that certain Note Purchase Agreenment (the "Note Purchase Agreenent") dated as of
Decenber 1, 2001 between the Conpany and you relating to the issuance and sale
by the Conpany on the date hereof of $90, 000,000 aggregate principal anount of
the Conpany's 6.63% Seni or Notes due 2011 (the "Notes"). This opinion is being
delivered to you pursuant to Section 4.4(b) of the Note Purchase Agreenent.
Capitalized terns used herein, except as otherw se specifically defined herein,
are used with the same neaning as defined in the Note Purchase Agreenent.

In connection with this opinion, | have exam ned the follow ng
docunent s:

(a) The Articles or Certificate of Incorporation of the
Conpany, each of the Subsidiary Guarantors and each of the
Subsi di ari es;

(b) The Byl aws of the Conpany, each of the Subsidiary
Guarantors and each of the Subsidiaries;



(c) Resol utions of the Board of Directors of each of the
Subsi di ary CGuarantors;

(d) An executed copy of the Note Purchase Agreenent;
(e) An executed copy of the Notes;
(f) An executed copy of the Guaranty Agreenent dated as

of Decenber 1, 2001, entered into by each of the Subsidiary Guarantors
(the "Guaranty Agreenent"); and

(9) The other docunments delivered in connection with the
closing of the sale of the Notes on the date hereof.

| al so have exami ned such other docunents and revi ewed such questions
of law as | have considered necessary and appropriate for the purposes of this
opi ni on.

EXHI BI T 4. 4(b)
(to Note Purchase Agreenent)

I'n rendering ny opinions set forth below, | have assuned the
authenticity of all documents submitted to me as originals, the genuineness of
all signatures (other than the signatures of officers of the Conpany and the
Subsi diary Guarantors) and the conformity to authentic originals of all
docunments submitted to me as copies. | also have assumed the |egal capacity for
all purposes relevant hereto of all natural persons (other than officers of the
Conpany and Subsidiary Guarantors) and, with respect to all parties to
agreenments or instrunents relevant hereto other than the Conpany and Subsidiary
Guarantors, that such parties had the requisite power and authority (corporate
or otherwi se) to execute, deliver and perform such agreements or instrunents,
that such agreenments or instrunents have been duly authorized by all requisite
action (corporate or otherw se), executed and delivered by such parties and that
such agreenents or instrunents are the valid, binding and enforceable
obligations of such parties. As to questions of fact material to ny opinion, |
have relied upon representations and certificates of officers and other
enpl oyees of the Conpany (known by me to have authority to make such
representations and certifications on behalf of the Conpany) and its
Subsi diaries and certificates of public officials.

Based on the foregoing, | am of the opinion that:

(i) Each Subsidiary is a corporation duly organized, validly
existing and in good standing under the laws of its jurisdiction of
incorporation and is duly licensed or qualified and is in good standing
in each jurisdiction in which the character of the properties owned or
| eased by it or the nature of the business transacted by it nakes such
Iicensing or qualification necessary, except where failure to be so
licensed or so to qualify or to be in good standing would not result in
a Material Adverse Effect; and all of the issued and outstandi ng shares
of capital stock of each Subsidiary have been duly issued, are fully
pai d and non-assessabl e and are owned by the Conpany, by one or nore
Subsi di ari es, or by the Conpany and one or nore Subsidiaries

(ii) No prior approval, consent or withhol ding of objection on
the part of, or filing, registration or qualification with, any North
Dakota governnmental authority is required to be obtained or made by the
Conpany in connection with the execution and delivery of the Note
Purchase Agreenent or the Notes, except such as have been obtained or
made.

(iii) No prior approval, consent or w thhol ding of objection on
the part of, or filing, registration or qualification with, any
M nnesota, North Dakota or federal governmental authority is required
to be obtained or nade by the Subsidiary Guarantors in connection with
the execution and delivery of the Guaranty Agreenment, except such as
have been obtai ned or nade.

(iv) Each of the Subsidiary Guarantors has the corporate power
and authority and is duly authorized to enter into and performall of
its obligations under the Guaranty Agreement and the Guaranty Agreenent
has been duly authorized, executed and delivered by each of the
Subsi di ary Cuarantors.
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(v) The execution, delivery and performance by each of the
Subsi diary Guarantors of the Guaranty Agreenents does not (a) conflict



with or result in any breach of any of the provisions of or constitute
a default under or result in the creation or inposition of any lien or
encunbrance upon any of the property of the Conpany or any Subsidiary
Guarantor pursuant to (1) the provisions of the Articles of

I ncorporation or Bylaws of the Conpany or any Subsidiary Guarantor or
(2) any indenture, nortgage, |ease, agreenent, instrument, |icense
permit, order, judgnent or decree by which the Conpany or any
Subsi di ary Guarantor is bound or to which their properties and assets
are subject, except for any such conflict, breach, default, lien or
encunbrance which would not result in a Material Adverse Effect, or (b)
result in the contravention of any law, rule or regulation as to which
the Conpany or any Subsidiary Guarantor is or their properties or
assets or any thereof are subject

(vi) There is no litigation pending or, to the best of ny
know edge, threatened which in my opinion could reasonably be expected
to have a Material Adverse Effect on the Conpany or any Subsidiary or
whi ch would inpair the ability of the Conpany to issue and deliver the
Notes or to conply with the provisions of the Note Purchase Agreenent
or of any Subsidiary Guarantor to conply with the provisions of the
Guar anty Agreenent.

The opinions expressed above are limted to the laws of the States of
M nnesota and North Dakota and the federal |aws of the United States and
express no opinion as to the laws of any other jurisdiction

The foregoi ng opinions are being furnished to you solely for your
benefit and the benefit of your successors and assigns and may not be relied
upon by, nor nmy copies be delivered to, any other person without ny prior
written consent

Very truly yours

George A. Koeck
General Counsel and Corporate Secretary
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DESCRI PTI ON OF OPI NI ON OF SPECI AL COUNSEL
TO THE PURCHASERS

The cl osing opinion of Chapnan and Cutler, special counsel to the
Purchasers, called for by Section 4.4(b) of the Note Purchase Agreenent, shal
be dated the date of the Cl osing and addressed to the Purchasers, shall be
satisfactory in formand substance to the Purchasers and shall be to the effect
t hat :

1. The Conpany is a corporation, validly existing and in
good standing under the laws of the State of M nnesota and has the
corporate power and the corporate authority to execute and deliver the
Not e Purchase Agreenents and to issue the Notes

2. The Note Purchase Agreenment has been duly authorized by
al |l necessary corporate action on the part of the Conpany, has been
duly executed and delivered by the Conmpany and constitutes the |egal
valid and binding contract of the Conpany enforceable in accordance
with its terns, subject to bankruptcy, insolvency, fraudul ent
conveyance and simlar |laws affecting creditors' rights generally, and
general principles of equity (regardl ess of whether the application of
such principles is considered in a proceeding in equity or at |aw).

3. The Notes have been duly authorized by all necessary
corporate action on the part of the Conpany, and the Notes being
delivered on the date hereof have been duly executed and delivered by
the Conpany and constitute the legal, valid and binding obligations of
the Conpany enforceable in accordance with their terms, subject to
bankruptcy, insolvency, fraudul ent conveyance and simlar |aws
affecting creditors' rights generally, and general principles of equity
(regardl ess of whether the application of such principles is considered
in a proceeding in equity or at law).

4. The issuance, sale and delivery of the Notes under the
circunstances contenplated by the Note Purchase Agreenent do not, under
existing law, require the registration of the Notes under the
Securities Act of 1933, as anmended, or the qualification of an
indenture under the Trust Indenture Act of 1939, as anended

The opinion of Chapman and Cutler shall also state that the opinions of
Dorsey & Wiitney LLP and General Counsel of the Conpany are each satisfactory in
scope and formto Chapman and Cutler and that, in their opinion, the Purchasers



are justified in relying thereon.

EXHI BI T 4.4(c)
(to Note Purchase Agreenent)

Oiter Tail Corporation Not e Purchase Agreenent

In rendering the opinion set forth in paragraph 1 above, Chapman and
Cutler may rely solely upon an examination of the Articles of Incorporation
certified by, and a certificate of good standing of the Conpany from the
Secretary of State of the State of Mnnesota, the By-laws of the Conpany and the
general business corporation | aw of the State of M nnesota. The opini on of
Chaprmean and Cutler is limted to the laws of the State of New York, the general
busi ness corporation |aw of the State of Mnnesota and the Federal |aws of the
United States.
Wth respect to matters of fact upon which such opinion is based, Chapman and
Cutler may rely on appropriate certificates of public officials and officers of
the Conpany and upon representations of the Conpany and the Purchasers delivered
in connection with the issuance and sale of the Notes.
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(Back To Top)
Section 3: EX-10.1.5 (AGREEMENT AND CONSENT)

Exhi bit 10-1-5

AGREEMENT AND CONSENT TO ASSI GNMENT OF THE
COYOTE PLANT COAL AGREEMENT

WHEREAS, Northern Minici pal Power Agency, by and through its agent and
representative for the Coyote Coal Plant, M nnkota Power Cooperative, Inc.;
Mont ana- Dakota Utilities Co.; Northwestern Public Service Conpany; and Ctter
Tai | Power Conpany (collectively "Buyers") are parties to the Coyote Pl ant Coal
Agreenment ("Agreenent") between the Buyers and Knife River Corporation,
successor-in-interest to Knife River Coal Mning Conpany ("Knife River"), dated
January 1, 1978;

WHEREAS, Knife River has agreed to sell substantially all of the assets
related to its coal operations, including the Agreenent, to Dakota Westnorel and
Corporation ("Dakota"), formerly Westnorel and-Knife River Acquisition Corp., and
to WCCO KRC Acquisition Corp., subsidiaries of Westnoreland M ning LLC ("WWL"),
alimted liability conpany, wholly owned by Westnorel and Coal Conpany
("Westnorel and"), pursuant to an Asset Purchase Agreenent dated Septenber 27,
2000 between Knife River and Dakota;

WHEREAS, Section 14.8 of the Agreenment provides that the Agreenent nay
not be assigned by Knife River, as Seller, w thout the consent of Buyers, which
consent shall not be unreasonably w thheld, except that no consent is required
in the event of, anobng other things, transfer to a successor in interest, by
merger, consolidation, sale and transfer, or otherw se, acquiring all or
substantially all of the assets and business of Seller, specifically including
its coal |eases;

WHEREAS, the Buyers have raised certain concerns regarding the effect
of assignnent on the price of coal under the Agreenment, which Dakota has agreed
t o address;

NOW THEREFORE, in consideration of the nutual prom ses contained
herein, the Buyers, and Dakota hereby agree as follows:

1. Consent to Assi gnment

The Buyers, pursuant to Section 14.8 of the Agreement, consent to the
assignment of the Agreenment, the Addendum and all Amendnents, with all existing
rights, duties and obligations, by Knife River to Dakota, effective upon the
closing of the sale and transfer by Knife River of substantially all the assets
related to its coal operations to Dakota pursuant to the Asset Purchase
Agreenment dated Septenber 27, 2000 between Knife River and Dakota.

2. Protection of the Buyers



Dakot a covenants that the acquisition and financing costs associ ated

with the Asset Purchase Agreenent dated Septenber 27, 2000 between Dakota and
Knife River will not be used to increase the coal price under Section 7 of the
Agreenment or to affect the calculation and invocation of Profit Limts |nposed
on Seller under Section 8 of the Agreenent. This covenant includes the

foll ow ng:

a. There shall be no increase in pension costs due to the transfer of
pension funds, assets or liabilities fromKnife River to Dakota.

b. There shall be no increase in the business, plant and equi pment
tax, permit, bond and insurance costs related to an increase in
asset book values (either as determ ned under Cenerally Accepted
Accounting Principles or tax regulations), as a result of the sale
of substantially all of the assets related to Knife River's coal
operations to Dakota.

c. There shall be no increase in the coal severance taxes and federal
recl amation fees, taxes or charges related to an increase in asset
book values (either as determ ned under Cenerally Accepted
Accounting Principles or tax regulations), as a result of the sale
of substantially all of the assets related to Knife River's coal
operations to Dakota.

d. There shall be no increase in special studies costs for any
speci al studies that may have been required to facilitate the sale
of substantially all of the assets related to Knife River's coal
operations to Dakota.

e. There shall be no increase in depreciation costs related to an
increase in asset book values, as a result of the sale of
substantially all of the assets related to Knife River's coal
operations to Dakota.

f. There shall be no increase in interest costs related to Dakota's

financing of its purchase of substantially all of the assets
related to Knife River's coal operations.

The omission of any cost factor related to an increase in asset book val ues set
forth in Sections 7 or 8 of the Agreenent fromthis Section 2 of the "Agreenent
and Consent to Assignment” is not intended to exclude from Dakota's covenant
increases in those cost factors attributable to Dakota's acquisition; provided,
however that the provisions of this Agreenent relate only to the assets acquired
fromKnife River and the costs of acquiring and financing Dakota's acquisition
of the Knife River assets. The parties hereto expressly acknow edge that, in all

ot her respects, prices shall be determ ned pursuant to the terms of the
Agr eement .
NORTHERN MUNI Cl PAL PONER AGENCY, by
and through its agent and representative
for the Coyote Coal Plant, M NNKOTA PO\ER
COOPEATI VE, | NC.
Dat e: 4/25/01 By: /s/ David Loer
Nane:
Title: President and CEO
MONTANA- DAKOTA UTILITIES CO., a division
of MDU Resources Group, Inc.
Dat e: 4/26/01 By: /s/ Bruce |nsdahl
Nane: BRUCE | MSDAHL
Title: VICE PRESI DENT ENERGY SUPPLY
NORTHWESTERN PUBLI C SERVI CE, a di vision of
Nor t hWest ern Cor por ati on
Dat e By: /s/ Mchael J. Hanson

Nane: M chael J. Hanson
Title: President & CEO



Dat e: 5/ 16/ 01

Dat e: 7/9/01

(Back To Top)

OTTER TAI L CORPORATI ON

By: /s/ Ward Uggerud

Name: Ward Ugger ud
Title: Chief Operating Oficer,
Energy Supply

DAKOTA WESTMORELAND CORPORATI ON

By: /s/ John V. O Laughlin

Name: John V. O Laughlin
Title: President

Section 4: EX-10.N.8 (EMPLOYMENT AGREEMENT)

Exhibit 10-N-8

EMPLOYMENT CONTRACT

Ref erence is made to an Enpl oynent
Exhibit "A") (the "Contract").

( RENEWAL)

Contract dated January 1, 1995 (attached as

Wth the follow ng amendnents or additions, the Contract is hereby renewed on

the same terns and conditions:

Term

Term nati on:

Title:

Fringe Benefits:

Auto Al |l owance:

Sal ary:

I ncentive Bonus:

Sever ance:

No specific term Enployment continues
until term nated by Enployer or

Enpl oyee upon 30 days written notice by
either party.

Termination can be made by Enployer for
any reason and wi thout cause. Enployee
may termnate for any reason, including
Reasonabl e Cause (as defined in the
Contract).

Presi dent & Chief Operating Oficer

St andard Enpl oyer benefits for full
tinme exenpt enployees, plus paid famly
heal th insurance. Nothing in this
Contract shall prevent or limt

Enpl oyee's participation in any
benefit, bonus, incentive or other

pl ans, including any suppl enental
executive retirement plan or stock
option plan.

$800 per nonth, plus reinbursenent for
all business miles, including travel
bet ween Fargo and Fergus Falls (new
rate to be effective May 1, 1999).

$148, 472. 50, plus annual increases of
10% for each of the next five
consecutive years. Annual increases
thereafter to be determ ned by the
parties.

Formula to be deternm ned.

In the event that (i) the Enployer
term nates the Contract for any reason
(including for cause, death or
disability) or (ii) Enployee term nates
the Contract for Reasonabl e Cause (as
defined in the



Dated: As of January 1,

Dated: As of January 1,

Exhi bit A

Enpl oyee:

Enpl oyer:

Title:

Duti es:

Di rect Supervisor:

O fice Location:

Base Sal ary:

Incentive Salary:

1999

1999

attached Contract), Enployee shall
receive the base salary then in effect
through the date of termination and a
severance paynent equal to all
conpensation (base salary, incentive
bonus, etc.) paid to Enployee in the
nost recent full calendar year fromthe
date of termination (for exanple, if
the date of termnation is July 1,
1999, the nost recent cal endar year
woul d be 1998) nultiplied by one and
one-half (1 1/2). If the Enployee

term nates the Contract without
Reasonabl e Cause or if the reason for
term nati on by Enployer of the Contract
is an act of enbezzlenent or other
wi Il ful msconduct materially injurious
to the Enployer, no severance paynent
shall be made to Enployee. In the case
of a dispute concerning whether the
severance paynent should be paid and if
the Enpl oyee established that he is
legally entitled to paynent of a
severance paynent, Enployee shall be
entitled to recover from Enpl oyer any
costs incurred by Enployee in obtaining
paynent of the severance payment from
Enpl oyer (i ncluding Enpl oyee's
attorneys fees and court costs). The
severance paynent shall be made within
30 days fromthe date of term nation
and shal |l be subject to nornmal payroll
wi t hhol di ngs and deductions. This
contract is nmade in the State of

M nnesota and shall be governed by and
construed in accordance with the
substantive [aws of the State of

M nnesot a.

Vari star Corporation

By /sl N. Bruce Thom

Lauris N. Ml bert

EMPLOYMENT CONTRACT TERMS
(EFFECTI VE AS OF 1/1/95)

Lauris N. Ml bert

M d- St at es Devel opnent, Inc.

Presi dent

Det erm ned by Board of Directors (BOD)
Chair of BOD

Primarily Fargo, with secondary office
in Fergus Falls

$100, 000 annual ly, with 10% i ncrease
each year of term

Formula to be determ ned, but not |ess
t han $25, 000 annually with 10% i ncrease
each year of term



Fringe Benefits:

Aut o Al | owance:

CLE & CPE

Vacat i ons:

Qutside Interests:

Sever ance:

Term

/'s/ Lauris N. Mol bert

Lauris N. Mol bert

(Back To Top)

Sane as other M d-States enpl oyees,
including paid fanm |y health insurance

$700 per nonth, plus reinbursenent for
busi ness mni| eage except for travel
bet ween Fargo and Fergus Falls

Al l owance of $5,000 per year for
travel, registration, lodging, etc. in
connection with continuing education
qualifying for legal and CPA |icenses

4 weeks paid per year

Enpl oyee is permitted to devote tine to
consulting director and ownership
interests in connection with the Bank
of Steele and rel ated conpani es or
interest. Additionally, Enployee may
use adm nistrative staff for

secretarial duties in connection with
such outside interest. Tine devoted to
such interests may occur during normnal
wor ki ng hours.

I f Enpl oyee should be term nated by
Enpl oyer for any reason (including for
just cause) or Enployee shall elect to
resign from enpl oynment for Reasonable
Cause (defined below), Enployer shall

i medi ately pay to Enpl oyee the anpunt
of $125,000 in full payment and rel ease
of any and all future obligations of
Enpl oyee or Enpl oyer. "Reasonable
Cause" shall nean any of the follow ng:
(i) the duties, responsibilities, or
titles of the Enpl oyee shall be
material nodified, (ii) the principal
of fice location for Enployee shall be
moved from Fargo, (iii) the Enployee's
direct supervisor shall change, (iv)
all or substantially all of the

assets of the Enployer are sold or
transferred, or 50% or nore of the
equity interests in the Enployer are
transferred in one or nore
transactions; (iv) the Enployer and
Enpl oyee shall be unable to agree for
any reason to extend the expiration
date of this enployment contract prior
to the commencenent of the final year
of the original five year term or (v)
any material termor condition of this
contract is altered or breached by the
Enpl oyer without the consent of the
Enpl oyee.

Five years from January 1, 1995.

/sl N. Bruce Thom

N. Bruce Thom Chair BOD M d- St ates
Devel opnment, |nc.

Section 5: EX-10.N.9 (LETTER AGREEMENT)

EXH BI T 10-N-9

[ Lett er head]
M D- STATES DEVELOPMENT, | NC.
2201 North University Drive, P.O Box 5256



Fargo, North Dakota 58105-5258
(701) 232-4225
FAX (701) 232-4108

August 29, 1996

Kevin G Mug
4320 Crest Court
Eau Claire, W 54701

Dear Kevin:

This letter is to confirmyour acceptance and outline the major elenents of our
offer to you for the position of Chief Financial Oficer at Md-States

Devel opnent, Inc. As we discussed, your beginning nmonthly salary will be
$9, 166. 67 ($110, 000 annually) with a start date on or about October 1, 1996. In
addition to the base salary, you will be provided the follow ng:

- A signing bonus of up to $30,000 to be paid on your first day of enploynent
to cover relocation items such as nmoving your househol d goods from Eau
Claire to Fargo, realtor conmi ssions for selling your home, house hunting
trip expenses and tenporary housing costs.

- Participation in an individually determ ned annual bonus plan to becone
effective comencing January 1, 1997. The bonus will be devel oped w thin
six months of your date of enploynment and the bonus will not be |ess than
$10, 000 for the year ended Decenber 31, 1997.

- Full'y paid fam |y nedical insurance, participation in the Md-States
401(k), when eligible, an autonobile allowance of $900 nonthly, $2,500 for
conti nui ng professional education and other enployee benefits as outlined
in the Conpany personnel policies.

- Three weeks vacation during the first twelve nonths of enploynent and three
weeks vacation, annually, thereafter.

- If you should be term nated by Md-States for any reason (including just
cause, unless the termination for cause is the result of enbezzl enent or
theft of conpany assets) or you should elect to resign from enploynment for
"Reasonabl e Cause" (defined below), Md-States will be obligated to
imredi ately pay you an anpunt equal to 125% of your base salary in full
payment and rel ease of all obligations concerning your enploynent.
"Reasonabl e Cause" shall nean any of the follow ng: (i) your duties,
responsibilities, or titles shall be materially nodified; (ii) your direct
supervisor shall change; or (iii) all or substantially all of the assets of
M d- States shall be sold or transferred or 50% or nore of the equity
interests of Md-States are transferred in one or nore transactions.

M D- STATES DEVELOPMENT, | NC.

Kevin G Moug 2 August 29, 1996
During the course of the interview process, it becanme apparent to us you have
the talents and abilities we were seeking in a Chief Financial O ficer. W will
strive to capitalize on these talents and abilities and feel confident we can
of fer you the opportunity for professional growth as you | ead the Conpany's

financial function into the future.

Kevin, we are excited you have decided to join us and sincerely look forward to
working with you in the future.

Yours very truly,

/'s/ Lauris N. Mol bert
Presi dent

LNM mas

ACCEPTED AND AGREED TO this 30th day of August, 1996.

/sl Kevin G Moug

Kevin G Mug



[Letterhead of]
VARI STAR
CORPORATI ON

Lauris N. Mol bert
Direct (701) 451-3581

July 12, 2000

Kevin G Mug
715 Hackberry Drive
Fargo, ND 58104

RE: EMPLOYMENT ARRANGEMENT
Dear Kevin:

Reference is made to a letter to you dated August 29, 1996, concerning your
enpl oyment ternms with Varistar ("the Letter").

In the Letter, Varistar agrees to pay you an ampbunt equal to 125% of your base
sal ary should you resign fromenployment for "Reasonable Cause" (defined in the
Letter).

As we have discussed over the |ast several years, the intention was to include
the npbst recent incentive conpensation, in addition to your base salary in the
conputation of severance. Additionally, we had agreed to change the nultiple to
150% which is consistent with the arrangenents for other senior nanagers.
Unfortunately, this understanding was not nenorialized in witing.

Accordingly, this letter will confirmVaristar's agreenent that should you
resign fromenploynent for a Reasonabl e Cause, Varistar will be obligated to

i medi ately pay you an anpunt equal to 150% of the sum of your base salary and
the incentive conpensation paid to you for the npst recent cal endar year. The
Letter is hereby anmended accordingly.

A copy of this letter will be placed in your personnel file.

Yours very truly,

/sl Lauris N. Mol bert
Presi dent & Chief Operating Oficer

LNM mas
cc: N Bruce Thom

(Back To Top)
Section 6: EX-13.A (PORTIONS OF 2001 ANNUAL REPORT TO SHAREHOLDERS)

EXH BIT 13-A

SELECTED CONSOLI DATED FI NANCI AL DATA

(thousands, except nunmber of sharehol ders and per-share data)

REVENUES
Electric $307, 684 $262, 280 $233, 527 $227, 477 $205, 121 $199, 345
Pl astics 63, 216 82, 667 31,504 24,946 24,953 22,049
Manuf act uring 123, 436 97, 506 87, 086 62, 488 58, 221 42,519
Heal th services 79, 129 66, 319 68, 805 69, 412 66, 859 61, 697
O her business operations 80, 667 78, 159 68, 322 48, 829 44,173 45, 323
Total operating revenues $654, 132 $586, 931 $489, 244 $433, 152 $399, 327 $370, 933
SPECI AL CHARGES -- -- -- 9,522 -- --

CUMULATI VE CHANGE | N ACCOUNTI NG PRI NCI PLE -- -- -- 3,819 -- --

$179, 456

20, 389



NET | NCOMVE 43, 603 41, 042 45, 295 34,520 32, 346 30, 624

CASH FLOW FROM OPERATI ONS 77,529 61, 761 81, 850 63, 959 69, 398 68, 611
CAPI TAL EXPENDI TURES 53, 596 46, 273 35, 245 29, 289 41, 973 64, 823
TOTAL ASSETS 782,541 737,708 694, 341 655, 612 655, 441 669, 704
LONG TERM DEBT 227, 360 195,128 180, 159 181, 046 189, 973 163, 176
REDEEMABLE PREFERRED -- 18, 000 18, 000 18, 000 18, 000 18, 000
BASI C EARNI NGS PER SHARE (4) (6) 1.69 1.59 1.75 1.36 1.29 1.23
DI LUTED EARNI NGS PER SHARE (4) (6) 1.68 1.59 1.75 1.36 1.29 1.23
RETURN ON AVERAGE COMMON EQUI TY 15. 5% 15. 4% 18. 4% 15. 0% 14. 9% 14. 9%
Dl VI DENDS PER COMMON SHARE ( 6) 1.04 1.02 0.99 0.96 0.93 0.90
DI VI DEND PAYOUT RATI O 62% 64% 57% 71% 72% 73%
COMMON SHARES OUTSTANDI NG - YEAR END ( 6) 24, 653 24,574 24,571 23, 759 23, 462 23,072
NUMBER OF COMMON

SHAREHOLDERS ( 5) 14, 358 14, 103 13, 438 13, 699 13, 753 13, 829
Not es

(1) Restated to reflect the effects of two 2001 acquisitions accounted for
under the pooling-of-interests nethod. The inpact of the poolings on years
prior to 1999 is not nmterial

(2) During 1999 radio station assets were sold for a net gain of $8.1 nmillion
or 34 cents per share

(3) Inthe first quarter of 1998 the Conpany changed its nethod of electric
revenue recognition in the states of Mnnesota and South Dakota from
nmeter-reading dates to energy-delivery dates. Basic and diluted earnings
per share includes 16 cents per share related to the cunul ative effect of
the change in accounting principle

(4) Based on average nunber of shares outstanding

(5) Holders of record at year end

(6) Common shares outstanding and per-share data reflect the effect of the
two-for-one stock split effective March 15, 2000

Managenent' s di scussi on and anal ysis of
financial condition and results of operations

Otter Tail Corporation's primary financial goals are to mexim ze its earnings
and cash flows and to allocate capital profitably toward growth opportunities
that will increase sharehol der val ue. Managenment neets these objectives by
earning the returns regulators allowin electric operations conbined wth
successfully growi ng diversified operations. Meeting these objectives enables
the Conpany to preserve and enhance its financial capability by naintaining
optimal capitalization ratios and a strong interest coverage position, and
preserving strong credit ratings on outstanding securities, which in the form of
|l ower interest rates benefits both the Conpany's customers and sharehol ders

LI QUIDITY:

The Conpany believes its financial condition is strong and that its cash, other
liquid assets, operating cash flows, access to equity capital markets and
borrowi ng capital, when taken together, provide adequate resources to fund
ongoi ng operating requirements and future capital expenditures related to
expansi on of existing businesses and devel opnent of new projects. However, the
Conpany's operating cash flow and access to capital markets can be inpacted by
macr oecononi ¢ factors outside its control. In addition, the Conpany's borrow ng
costs can be inpacted by short and | ong-term debt ratings assigned by
independent rating agencies, which in part are based on certain credit neasures
such as interest coverage and | everage ratios

The Conpany has achieved a high degree of long-termliquidity by maintaining
desired capitalization ratios and strong credit ratings, inplenmenting
cost-contai nnent programs, and investing in projects that provide returns in
excess of the Conpany's wei ghted average cost of capital

Cash provided by operating activities of $77.5 mllion conbined with cash on
hand of $1.3 mllion at Decenber 31, 2000, allowed the Conpany to pay dividends
meet sinking fund payment requirenents, and partially finance capita

expendi tures.

The $15.8 nmillion increase in cash provided by operating activities between 2001
and 2000 reflects an increase in net inconme of $2.6 mllion, a $1.5 mllion
increase in depreciation and anortization expense, a $3.2 nmillion change in
deferred taxes, a $5.1 mllion decrease in deferred debits and other assets
primarily reflecting the change in the pension asset and $16.7 mllion increase
in working capital

The $17.7 million decrease in net cash used in investing activities between 2001
and 2000 reflects an increase in capital expenditures of $7.3 million offset by
a $25.2 mllion reduction in cash used to conplete acquisitions. The majority of
the increase in capital expenditures occurred in the electric segnent as a
result of in-progress construction of a new gas-fired conbustion turbine and
construction of a new transmission line in North Dakota. |In 2001 the Conpany
conpl eted six acquisitions. Two of the acquisitions were conpleted by issuing
Conpany conmmon stock. The remaining four were funded with cash which aggregated
$8.9 million in nerger consideration

26, 096
46, 667
24,642
491, 633
146, 326
13, 150
1.07
1.07
15. 4%
0.80
74%
22,370

13,928



Net cash used in financing activities was $6.3 nillion for 2001 conpared with
$6.6 million for 2000. The slight decrease between the years was due to the
followi ng. The Conpany received net proceeds from enpl oyee stock plans of $1.3
mllion. Dividends paid increased $889,000 and the net change in the issuance of
long-term debt over the retirement of |ong-term debt and preferred stock
decreased $208, 000 between the peri ods.

The Conpany sold $20.79 million of Pollution Control Refunding Revenue Bonds,
Mercer County, ND 4.85 percent Series due 2022 and $5.185 nillion of Pollution
Control Refunding Revenue Bonds, Grant County, SD 4.65 percent Series due in
2017 in Septenmber 2001. The proceeds were used to redeemthe 2019 Series Mercer
County (Coyote project) Pollution Control Refunding Revenue Bonds and the 2006
Series Grant County (Big Stone project) Pollution Control Refunding Revenue
Bonds in October 2001.

The Conpany sold $90 nmillion of Senior Notes, 6.63 percent Series due 2011 in
Decenber 2001. The proceeds fromthe sale were used to retire the 8.75 percent
Series First Mrtgage Bonds at the aggregate redenption price of $19.3 million;
retire the $6.35 Cunul ative Preferred Shares at the aggregate redenption price
of $18.2 million; retire $17.3 mllion of Varistar termdebt; and repay $20.8
mllion in short-term debt outstanding. The remmining proceeds will be used to
fund certain capital expenditures and for general corporate purposes during
2002.

74,480 shares of commpn stock were issued during 2001 as a result of stock
options exercised under the 1999 Stock Incentive Plan generating proceeds of
$1.3 million. In addition, the Conpany issued 721,436 unregi stered cormon shares
during 2001 to effect two acquisitions accounted for under the

pool i ng-of -i nterests met hod.

CAPI TAL REQUI REMENTS:

The Conpany's consolidated capital requirenments include replacenment of
technically obsol ete or worn-out equipnent, new equi pment purchases, and pl ant
upgrades to acconmodate anticipated growth. The electric segnent has a
construction and capital investnent programto provide facilities necessary to
meet forecasted customer demands and to provide reliable service. The
construction programis subject to review and is revised annually in |ight of
changes in demands for energy, availability of energy within the power pool,
cost of capacity charges relative to cost of new generation, environnmental |aws,
regul atory changes, technol ogy, the costs of |abor, materials and equi pment, and
t he Conpany's consolidated financial condition.

Consol i dated capital expenditures for the years 2001, 2000, and 1999 were $53.6
mllion, $46.3 million, and $35.2 nmillion, respectively. The estinmated capital
expenditures for 2002 are $73 million, and the total capital expenditures for
the five-year period 2002 through 2006 are expected to be approxinmately $181
mllion.

The breakdown of 2001 actual and 2002 through 2006 estimated capital
expendi tures by segment is as follows:

2001 2002

(in mllions)

Electric $ 35 $ 50
Pl astics 2 1
Manuf act uri ng 11 14
Heal th services 3 3
O her busi ness operations 3 5

Tot al $ 54 $ 73

The $15 million increase in capital expenditures for the electric segnent for
2002 as conpared to 2001 reflects construction of a new gas-fired conbustion
turbine plant.

The followi ng table sunmarizes the Conpany's contractual obligations at Decenber
31, 2001 and the effect these obligations are expected to have on its liquidity
and cash flow in future periods.

1 2-3 4-5
Decenber 31, (in millions) Tot al year years years

2002- 2006

$113
12
34
5
17
$181

After 5

years



Long term debt $256 $29 $14
Coal contracts (required m ninmums) 106 14 29
Construction program purchase orders) 16 16 --
Capacity and energy requirenents 70 14 24
Operating | eases 53 16 22
Total contractual cash obligations $501 $89 $89

CAPI TAL RESOURCES:

Financial flexibility is provided by unused lines of credit, strong financial
coverages and credit ratings, and alternative financing arrangenents such as
| easi ng.

The Conpany estimates that funds internally generated net of forecasted dividend
payrments, conbined with funds on hand, will be sufficient to meet schedul ed debt
retirenents and al nost conpletely provide for its estimated 2002 through 2006
consol i dated capital expenditures. Reduced demand for electricity or in the
products manufactured and sold by the Conpany coul d have an effect on funds
internally generated. Additional short-termor long-termfinancing will be
required in the period 2002 through 2006 in order to conplete the planned
capital expenditures, in the event the Conpany decides to refund or retire early
any of its presently outstanding debt or cunulative preferred shares, to

conpl ete acquisitions, or for other corporate purposes. There can be no

assurance that any additional required financing will be avail able through bank
borrow ngs, debt or equity financing or otherwise, or that if such financing is
available, it will be available on terns acceptable to the Conpany. |f adequate

funds are not avail able on acceptable terns, our business, results of
operations, and financial condition could be adversely affected

Bank lines of credit are a key source of operating capital and can provide
interimfinancing of working capital and other capital requirenments, if needed
As of Decenber 31, 2001, the Conpany had $11.4 nmillion in cash and cash

equi val ents and $42 million in three separate unused lines of credit. In
addition to the fornal bank lines, the Conpany can issue commercial paper. The
subsidiaries' notes and credit lines are secured by a pledge of all of the
common stock of the subsidiaries. (See note 9 to consolidated financial
statenments.)

The Conpany's credit ratings affect its access to the capital market. The
current credit ratings for the Conpany's First Mrtgage Bonds at Decenber 31
2001 are as follows

Mbody's I nvestors Service Aa3
Fitch Ratings AA
St andard and Poor's A+

Moody's rating outl ook has been negative since Septenber 2000. The Conpany's

di scl osure of these security ratings is not a recommendation to buy, sell, or
hold its securities. A downgrade in the Conpany's credit ratings could adversely
affect its ability to renew existing, or obtain access to new, credit facilities
in the future and could increase the cost of such facilities

The 6.63 percent Senior Notes due 2011 contain an investnent grade put that
could accelerate the maturity date of this series if designated rating agencies
rate the senior debt below a rating of Baa3 for Mody's or BBB- for Standard and
Poor's. If ratings on the Conpany's senior unsecured debt are downgraded to
"Baa2" or bel ow by Mody's or "BBB" or below by Standard and Poor's and Fitch
Ratings, related to the Pollution Control Refunding Revenue Bonds, the Conpany
woul d be required to grant to Anbac Assurance Corporation, under a financia
guaranty insurance policy, a security interest in the assets of the electric
utility. The Conpany believes the risk of either of these occurring is unlikely
due to the current bond ratings of the Conpany conbined with its strong
debt-to-equity ratio and ability to generate cash from operations

The Conpany is in conpliance with all covenants or other requirenents set forth
inits credit agreenments, note docunments and indentures. Covenants relate to the
Conpany's total net worth, current ratios, cash |everage ratio, fixed charge
coverage ratio, and debt-to-equity ratio. The Conpany's fixed charge coverage
ratio after taxes was 4.1x for 2001 conpared to 3.8x for 2000, and the |ong-term
debt interest coverage ratio before taxes was 5.2x for 2001, conpared to 4.8x
for 2000. During 2002 the Conpany expects these coverages to remain simlar to
2001.

The Conpany did not have any rel ationships with unconsolidated entities or
financial partnerships at Decenber 31,2001. These entities are often referred to
as structured finance or special purpose entities, which would have been



established for the purpose of facilitating off-balance sheet arrangements or
other contractually narrow or |inited purposes. The Conpany is not exposed to
any financing, liquidity, market or credit risk that could arise if it had such
rel ationshi ps

Resul ts of operations:
Consol i dated Results of Operations

The Conpany recorded diluted earnings per share of $1.68 for the year ended
Decenmber 31, 2001 conpared to $1.59 for the year ended Decenber 31, 2000. Tota
operating revenues for 2001 were $654.1 nmillion, conpared with $586.9 nillion
for 2000. Operating income was $77.5 mllion for the year 2001 conpared wth
$74.2 mllion for 2000. Growth in revenues and operating incone fromthe

el ectric, manufacturing and health services segnents of fset decreased operating
inconme fromthe plastics and other business operations segnents.

El ectric
Oter Tail Power Conpany, a division of Otter Tail Corporation, provides

el ectrical service to nore than 126,000 custoners in a service territory
exceedi ng 50,000 square mles

(in thousands)

Operating revenues $307, 684 $262, 280
Producti on fuel 41,776 38, 546
Pur chased power 99, 491 66, 121
O her operation and mai ntenance expenses 75,531 74,591
Depreci ation and anortization 24,272 23,778
Property taxes 9, 464 9,976
Operating incone $ 57,150 $ 49, 268

(bar graph of information in follow ng table)

El ectric operating incone

(mllions)
1999 $47.2
2000 $49.3
2001 $57.2

(end of graph)

El ectric operating revenues for 2001 increased 17.3 percent over 2000 due to a
$33.5 mllion increase in whol esal e power revenues, a $10.2 nmillion increase in
retail revenues, and a $1.7 mllion increase in other electric revenues. The
increase in whol esal e power revenues resulted froma 16.4 percent increase in
whol esal e prices conbined with a 30.2 percent increase in whol esal e

kil owatt-hour (kwh) sales. The increase in the whol esale sales is the result of
the electric utility's increased activity and involvenent in whol esal e markets
The increase in retail sales revenue is due to a 2.9 percent increase in retail
kwh sales along with a $6.3 mllion increase in cost-of-energy revenue. In
addition to a $1.9 million refund of fuel costs resulting froma coal contract
arbitration settlement in 2000, the increase in cost-of-energy revenues reflects
increases in fuel and purchased power costs per kwh for systemuse in 2001 as
conpared to 2000. Increases in retail kwh sold occurred in all customner
categori es except streetlighting, with comrercial having the |largest increase
The $1.7 million increase in other electric revenues reflects an increase

in transm ssion service revenues and increases in revenues nmainly related to
construction service contracts for other utilities.

The $3.2 million (8.4 percent) increase in production fuel expense in 2001 over
2000 is due to the following: a 4.4 percent increase in kwhs generated comnbi ned
with a 0.8 percent increase in the fuel cost per kwh generated and a reduction
in 2000 fuel expenses of $1.9 nmillion related to the coal arbitration
settlement. Excluding the inpact of this settlenent, production fuel expenses
increased 3.3 percent. The 50.5 percent increase in purchased power expense is
the result of a 24.2 percent increase in kwh purchases conbined with a 21.2
percent increase in the cost per kwh purchased. Wile kwh purchases for resale
increased 49.4 percent to provide for the increase in whol esale sal es of
electricity, kwh purchases for retail sales were down 26.9 percent in 2001
conpared to 2000

$233, 527
36, 839
44,190
71,724



Ot her operation and mai ntenance expenses increased 1.3 percent in 2001 conpared
to 2000, neinly due to a 3.1 percent increase in operating and nei ntenance | abor
expense. In addition, other operation and mai ntenance expense for 2000 i ncl uded
a credit of $1.0 million that was recorded as part of the arbitration settlenent
that recovered previously recorded arbitrati on expenses. (See note 3 to
consol i dated financial statenents.)

The 2.1 percent increase in depreciation and anortizati on expense for 2001
conpared to 2000 is due to an increase in depreciable plant base as a result of
recent capital expenditures. Property taxes decreased 5.1 percent for 2001
conpared to 2000 due to a legislative reduction in tax capacity rates used to
determ ne Mnnesota property taxes. In addition, under a new state law in

M nnesota, generation machinery and attached equi prent were exenpted for

M nnesota property taxes. This reduction in property taxes will be refunded to
retail electric custoners

No growth is expected in the electric segment in 2002. The warm wi nter of 2001
and 2002 will limt growmh in retail sales, and the depressed whol esal e narket
will |ower sales volumes in 2002

The 12.3 percent increase in electric operating revenues for 2000 conpared to
1999 is due to a $19.8 nmillion increase in whol esal e power revenues, a $7.2
mllion increase in retail revenues and a $1.8 nillion increase in other
electric revenues. Increased whol esale prices along with increased demand
contributed to the increase in revenues from whol esal e power sal es. Whol esal e
power kwh sal es increased 27.8 percent. The electric utility was well positioned
to capitalize on sales into a robust whol esal e energy market in 2000 due to
excel l ent plant availability when on-peak power prices were high. A 3.5 percent
increase in retail kwh sales due primarily to nmuch col der weather during
Novenber and Decenber of 2000 conpared to the same nonths in 1999, was the main
contributor to the $7.2 million increase in retail electric sales revenues
Retail revenue per kwh sold increased 0.4 percent due to an increase in cost of
energy revenues between 2000 and 1999. The $1.8 nillion increase in other

el ectric segnent revenues is due mainly to an increase in transm ssion service
revenues conbined with the proceeds fromthe sale of an al gorithm concept

devel oped by the utility to facilitate customer choice in a conpetitive retai

el ectric market.

The 4.6 percent increase in production fuel expense in 2000 conpared to 1999
resulted froma $3.6 nmillion increase in fuel costs at the generating plants
offset by a $1.9 nillion reduction in fuel costs due to the arbitration
settlement with Knife River Coal M ning Conpany. (See note 3 to consolidated
financial statements for nore information on the arbitration settlenent.) The
increase in fuel costs at the generating plants reflects a 7.9 percent increase
in the fuel cost per kwh generated conmbined with a 1.8 percent increase in kwh
generated. The increase in fuel cost per kwh generated is due to slightly higher
coal costs at one of the utility's generating plants and significantly higher
fuel costs at the utility's conbustion turbines. Purchased power expense
increased 49.6 percent as a result of a 28.5 percent increase in the volune of
electricity purchased conbined with a 16.4 percent increase in the cost per kwh
purchased. The additional electricity purchased and generated was needed to
provide for increased retail and power pool sales

di scussed above. The increase in cost per kwh purchased is a function of
increased demand in the whol esale energy narket and a general increase in
electricity usage nationwi de without a cormensurate increase in generation

Ot her operation and mai ntenance expenses for 2000 increased 4.0 percent as
conpared to 1999. This increase is due to additional expenses related to

enpl oyee benefits, customer service enhancenments and mai ntenance on generating
plants, transmi ssion, and distribution lines. Included in this increase are
credits related to pension cost and the arbitration settlenent that recovered
previously recorded arbitrati on expenses

The 1.8 percent increase in depreciation and anortization expense for 2000
conpared to 1999 is due to an increase in depreciable plant base as a result of
capital expenditures. The 1.9 percent decrease in property taxes for 2000
conpared to 1999 is due to a general decline in mll rates for 2000

Pl astics

Pl astics consists of businesses involved in the production of polyvinyl chloride
(PVC) pipe in the Upper M dwest and Sout hwest regions of the United States. On
January 1, 2000, the Conpany acquired the assets and operations of Vinyltech
Corporation (Vinyltech) under the purchase nmethod of accounting. (See note 2 to
consol i dated financial statenents.)

(in thousands)



Operating revenues $63, 216 $82, 667

Cost of goods sold 57,932 66, 286
Operating expenses 3,446 4,335
Depreci ati on and anortization 3,229 3,301
Operating (loss) incone $(1,391) $ 8,745

(bar graph of information in follow ng table)

Pl astics operating incone

(mllions)
1999 $ 3.4
2000 $ 8.7
2001 $(1.4)

(end of graph)

The 23.5 percent decrease in operating revenues for 2001 conpared with 2000 is
due to a 29.5 percent decline in average sales price per pound offset by an 8.5
percent increase in pounds of PVC pipe sold. The continuing decline in PVC resin
prices conbined with an over supply of finished PVC pi pe products were the main
factors in the decrease in average sales price per pound. The decrease of 12.6
percent in cost of goods sold reflects a 19.5 percent decrease in the average
cost per pound of PVC pipe sold. The selling price per pound of PVC pipe is
affected directly by the raw material cost of resin. Operating expenses
decreased 20.5 percent prinarily due to a reduction in labor costs and selling
expenses.

The acquisition of Vinyltech on January 1, 2000 is the primary driver behind the
increases in operating revenues, cost of goods sold, operating expenses and
operating income for 2000 conpared to 1999. Strong demands within the PVC pipe
industry conbined with higher sales prices per pound during the first half of
the year also led to increased pi pe revenues. The average sal es price per pound
of pipe between the periods increased 27.3 percent.

During the second half of 2000 there was a significant softening in demand for
PVC product lines as PVC pipe prices decreased. The reduction in short-term
demand was

due in part to our distributors' reluctance to purchase pipe for inventory while
pi pe prices were declining. The general slow ng of the econony also reduced the
demand for pipe. Additional resin capacity that came online during 2000 had a
negative inmpact on resin prices. The continuing decline in PVC resin prices that
started during the second half of 2000 and continued through 2001 conbined with
an over supply of finished PVC pipe products has |lead to | ower sales prices per
pound. The Conpany expects the trends that are affecting the sales prices of PVC
pipe to continue into the third quarter of 2002.

The gross nmargin percentage is sensitive to PVC raw material resin prices and
the demand for PVC pipe. Historically, when resin prices are rising or stable,
mar gi ns and sal es vol une have been hi gher and when resin prices are falling,
sal es vol unes and margi ns have been lower. Goss margins also decline when the
supply of PVC pipe increases faster than denand. Due to the commodity nature of
PVC resin and the dynam c supply and demand factors worldwide, it is very
difficult to predict gross margin percentages or assunme that historical trends
wi Il continue.

Manuf act uri ng

Manuf acturing consists of businesses involved in the production of w nd towers,
franme-strai ghteni ng equi prent and accessories for the auto body shop industry,
custom plastic pallets, material and handling trays, and horticul tural
containers, fabrication of steel products, contract machining, and nmetal parts
stanpi ng and fabricating. During 2001 three acquisitions were conpleted in this
segnent. On February 28, 2001 the Conpany acquired the outstanding conmon stock
of T.O Plastics, Inc. On Septenber 28, 2001 the Conpany acquired the

out st andi ng conmon stock of St. George Steel Fabrication, Inc. These two

acqui sitions were conpleted as a pooling-of-interests. On Novenber 1, 2001, the
Conpany acquired the assets and operations of Titan Steel Corporation using the
purchase nmethod of accounting. (See note 2 to consolidated financial
statenments.)

(in thousands)



Operating revenues $123, 436 $97, 506
Cost of goods sold 91, 360 72,639
Operating expenses 14,762 13,992
Depreci ation and anortization 5,139 3,930
Operating incone $ 12,175 $ 6,945

(bar graph of information in follow ng table)

Manuf acturing operating income
(mllions)

(end of graph)

Operating revenues for the manufacturing segment increased 26.6 percent during
2001 conpared to 2000 reflecting increased sales of wind towers conbined with
increased sal es volunmes of nmetal parts stanping, fabrication and thernoform

pl astic products. The 25.8 percent increase in cost of goods sold correl ates
with the increased sales volumes. The 5.5 percent increase in operating expenses
reflects increases in general and adm nistrative expenses offset by reductions
in research, devel opnent and selling expenses

Manuf acturing operating revenues increased 12.0 percent during 2000 conpared to
1999 due primarily to a $10.6 mllion increase in sales volunes of nmetal parts
stanping offset by a $4.8 million decrease in operating revenues fromthe w nd
tower manufacturer. During 2000 the agricultural equi pment manufacturer
conpleted a

transition from manufacturing agricultural equipnment to manufacturing towers
that are used by the wind energy industry. The 11.9 percent increase in cost of
goods sold for manufacturing operations in 2000 conpared to 1999 closely follows
the increase in sales volunmes of stanped netal parts offset by the sales
reduction at the agricultural equi pment manufacturer. The 5.6 percent increase
in operating expenses during 2000 conpared to 1999 primarily is due to an
increase of operating costs at the subsidiary that manufactures products for the
aut o body industry

Heal th services

Heal th services include businesses involved in the sale of diagnostic nedical
equi pment, supplies and accessories. In addition these businesses al so provide
servi ce mai ntenance, nobile diagnostic inmaging, nobile PET and nucl ear nedicine
i magi ng, portable x-ray imaging and rental of diagnostic nedical inaging

equi pment. On Septenber 4, 2001, the Conpany acquired the assets and operations
of Interim Solutions and Sales, Inc. and M dwest Medical Diagnostics, Inc. On
Sept enber 10, 2001, the Conpany acquired the assets and operations of Nuclear

I magi ng, Ltd. In June 2000 the Conpany acquired the assets and operations of
Portabl e X-Ray & EKG, Inc. (PXE) Al of these acquisitions were accounted for
usi ng the purchase nethod of accounting. (See note 2 to consolidated financia
statenments.)

(in thousands)

Operating revenues $79, 129 $66, 319
Cost of goods sold 59, 388 49,193
Operating expenses 9, 362 8,416
Depreci ati on and anortization 3,517 2,981
Operating incone $ 6,862 $ 5,729

(bar graph of information in follow ng table)

Heal th services operating income

mllions
1999 $4.9
2000 $5.7
2001 $6.9

(end of graph)



Operating revenues for the health services segnment increased 19.3 percent for
2001 conpared to 2000 due to an increase in equipnent sales, services and
suppl i es conbined with an increase of 7.4 percent in scans perfornmed. $4.2
mllion of the revenue increase was the result of the acquisitions conpleted in
Sept ember 2001. Cost of goods sold increased 20.7 percent reflecting increased
costs of materials and supplies used and sold in the diagnostic equi pment

i magi ng busi ness, increased rent expense and additional expenses as a result of
the acquisitions. The operating expense increase related to increased |abor
costs, selling expenses, insurance expenses and pronpotion expenses

The 3.6 percent decrease in operating revenues for health services for 2000
conpared to 1999 is the result of decreased dealer sales. Ofsetting the
decreased deal er sales were increases in services and supply and accessory sal es
conbi ned with operating revenues fromthe PXE acquisition and a 9.0 percent
increase in the nunmber of imaging scans performed primarily as a result of
addi ng nore routes. Cost of goods sold decreased 5.7 percent during 2000
conpared to 1999 due to a decline in sales and servicing of equipnent. The 12.5
percent increase in operating expenses in 2000 conpared to 1999 reflects the
results of the PXE acquisition conmbined with the additional routes and

conpl etion of nore ineging scans

Ot her business operations

The Conpany's other business operations include businesses involved in

el ectrical and tel ephone construction contracting, transportation

t el ecommuni cati ons, entertainnent, energy services, and natural gas marketing as
well as the portion of corporate adm nistrative and general expenses that are
not allocated to the other segnents

Results of operations for the other business operations segment are as follows:

(in thousands)

Operating revenues $78, 159
Cost of goods sold 40, 938
Operating expenses 27,088
Depreci ation and anortization 6,572
Operating incone $ 3,561

(bar graph of information in follow ng table)

Ot her busi ness operations operating inconme

(mllions)
1999 $7.4
2000 $3.6
2001 $2.7

(end of graph)

The 3.2 percent increase in other business operating revenues reflects a $2.4
mllion increase in revenues fromthe energy services conpany and $1.7 mllion
fromthe transportation subsidiary partially offset by a $2.0 mllion decrease
in revenues fromthe construction subsidiaries. Both operating revenues and cost
of goods sold increased for the energy services conpany as a result of the

hi gher cost of natural gas during the first half of 2001. The increase in cost
of goods sold was offset by reductions in this category fromthe construction
subsidiaries. Increases in brokerage revenue are primarily the reason for the
increase in revenue fromthe transportation subsidiary. The decrease in revenues
and cost of goods sold fromthe construction subsidiaries is due to an overal
decline in the nunber of projects available for the conpanies to work on in 2001
as conpared to 2000. Operating expenses increased 14.3 percent reflecting
increased paynents to owner-operators and increased brokerage fees within the
transportation subsidiary and increases in insurance expenses. The 9.6 percent
decrease in depreciation and anortization reflects the wite down in 2000 of
$800, 000 of goodwill that was inpaired at the energy services conpany and
charged to anortizati on expense

Ot her business operating revenues increased 14.4 percent during 2000 conpared to
1999, reflecting a full year of revenues fromthe transportati on conpany
conpared to only four nonths during 1999. The increased revenues fromthe
transportation conpany conbined with increased revenues fromthe energy services
subsidiary offset decreases in operating revenues fromthe construction and

t el ecommuni cation subsidiaries and the |ost revenues fromthe radio stations
which were sold in 1999. Cost of goods sold increased 5.1 percent during 2000
conpared to 1999 as a result of the increased sales fromthe energy services
subsidiary offset by a reduction in costs at the construction conpanies due to

| ower vol umes of contracted work between the periods. The increase in operating



expenses also reflects a full year of operations fromthe transportati on conpany
of fset by the absence of expenses fromthe radio stations.

I'n October 1999 the Conpany conpleted the sale of certain assets of the radio
stations and vi deo production conpany owned by KFGO, Inc., and the radio
stations owned by Western M nnesota Broadcasting Conpany for $24.1 million.
Operating income includes results of operations for the radio stations through
Sept ember 1999. The

gain fromthis sale is not included in operating i ncome for segnent purposes.
For additional information regarding the sale see note 2 to consolidated
financial statements. During 1999 the Conpany agreed, as part of a settlenent
with the Mnnesota Pollution Control Agency, to donate all of its assets inits
Quadrant Co. waste incineration plant to the City of Perham M nnesota. The

pl ant had ceased operations during the third quarter of 1998. Pro forma
operating inconme for other business operations without Quadrant and the radio
stations woul d have been $6, 303,000 for 1999.

Gain fromsale of radio station assets

The Conpany recorded a $14.5 nillion pre-tax gain fromthe sale of certain
assets of the six radio stations and the video production conpany owned by KFGO,
Inc., and the two radio stations owned by Western M nnesota Broadcasting Conpany
on COctober 1, 1999. The after-tax gain fromthis sale contributed $0.34 to

earni ngs per share for 1999.

(bar graph of information in follow ng table)

O her income and deductions

(mllions)
1999 $2.3
2000 $2.1
2001 $2.2

(end of graph)

Consol i dated interest charges
(bar graph of information in follow ng table)

I nterest charges

mllions
1999 $15.2
2000 $17.0
2001 $16.0

(end of graph)

Interest expense decreased 6.0 percent for 2001 conpared to 2000 due to
decreases in the average |ong-term debt outstanding conbined with | ower interest
rates on the line of credit balances and variable rate debt offset slightly by a
hi gher daily average line of credit borrow ngs outstanding. Daily average
out st andi ng borrowi ngs were $16.7 million for 2001 conpared to $12.8 nmillion for
2000. The average interest rate under the line of credit was 5.2 percent for
2001. The 11.8 percent increase in interest charges in 2000 conpared to 1999 is
due to increases in |long-termdebt, higher average borrow ngs under the |ine of
credit, and higher interest rates on the line of credit between the periods.
Average interest rates under the line of credit were 8.1 percent for 2000
conpared to 7.0 percent for 1999.

Consol i dated i nconme taxes
(bar graph of information in follow ng table)

I ncome taxes

mllions
1999 $24.5
2000 $18.4
2001 $20.1

(end of graph)

The 9.4 percent increase in consolidated i ncone taxes for 2001 conpared to 2000



follows the $4.3 million increase in incone before income taxes. Consolidated
inconme taxes decreased 25.0 percent during 2000 conpared to 1999 primarily due
to the incone tax expense of $6.4 million related to the sale of the radio
station assets.

I npact of inflation

The electric utility operates under regulatory provisions that allow price
changes in the cost of fuel and purchased power to be passed to custoners
through automatic adjustments to its rate schedul es under the cost of energy

adj ustment clause. Other increases in the cost of electric service nust be
recovered through tinmely filings for rate relief with the appropriate regulatory
agency.

The Conpany's plastics, manufacturing, health services, and other business
operations consist alnpst entirely of unregul ated busi nesses. Increased
operating costs are reflected in product or services pricing with any
limtations on price increases determ ned by the marketplace. The inpact of
inflation on these segnents has not been significant during the past few years
because of the relatively low rates of inflation experienced in the United
States. Raw material costs, |abor costs, and interest rates are inportant
conponents of costs for conpanies in these segnents. Any or all of these
conponents coul d be inpacted by inflation, with a possible adverse effect on the
Conpany's profitability, especially in high inflation periods where raw materi al
and energy cost increases would |ead finished product prices.

Factors affecting future earnings

The results of operations discussed above are not necessarily indicative of
future earnings. Factors affecting future earnings include, but are not linited
to, the Conpany's ongoing involvenent in diversification efforts, the timng and
scope of deregul ation and open conpetition, growth of electric revenues, inpact
of the investnent performance of the Conpany's pension plan, changes in the
econony, weather conditions, governmental and regulatory action, fuel and
purchased power costs, and environnental issues. Anticipated higher operating
costs and carrying charges on increased capital investment in plant, if not

of fset by proportionate increases in operating revenues and other income (either
by appropriate rate increases, increases in unit sales, or increases in

nonel ectric operations), will affect future earnings

Di versification

I'n 2001 approximately 24 percent of the Conpany's net earnings were contributed
by diversified operations. The Conpany plans to nake additional acquisitions
through its wholly owned subsidiary, Varistar Corporation. It is possible that

by 2006 nearly 50 percent of the Conpany's net earnings will be contributed from
diversified operations. The follow ng guidelines are used when consi dering

acqui sitions: enmerging or mddle market conpany; proven entrepreneurial
managenent teamthat will remain after the acquisition; products and services
intended for commercial rather

than retail consumer use; the ability to provide i mediate earnings and future
growt h potential; and 100 percent ownershi p. The Conpany intends to grow
earnings as a long-termowner of these investnents. The Conpany al so assesses
the perfornmance of these investnents in accordance with its return on capital
requirements and will consider divesting underperformng investnments. Continuing
growth fromdiversified operations could result in earnings and stock price
volatility.

Whil e the Conpany cannot predict the success of our current diversified

busi nesses, we believe opportunities exist for growth in the business segnents.
Factors that could affect the results of the diversified businesses include, but
are not limted to, the followi ng: fluctuations in the cost and availability of
raw naterials and the ability to maintain favorable supplier arrangenents and
rel ationshi ps; conpetitive products and pricing pressures and the ability to
gain or mamintain market share in trade areas; general econonmic conditions;

ef fectiveness of advertising, marketing, and pronotional prograns; and adverse
weat her conditions. The failure of congress to approve extension of the
Production Tax Credit for wind energy in Decenber 2001 coul d have an unfavorable
impact on the Conpany's subsidiary that manufactures towers for the wind energy
industry.

Gowth of electric revenue

Gowth in electric sales will be subject to a nunber of factors, including the
volune of sales of electricity to other utilities, the effectiveness of
denmand- si de managenment prograns, weather, conpetition, the price of alternative
fuels, and the rate of economic growh or decline in the Conpany's service area.
The Conpany's el ectric business depends primarily on the use of electricity by
customers in our service area. The Conpany's electric kwh sales to retail
custonmers increased 2.9 percent in 2001, 3.5 percent in 2000, and decreased 2.6
percent in 1999.

Factors beyond the Conpany's control, such as nergers and acquisitions,
geographi cal location, transm ssion costs, unplanned interruptions at the
Conpany's generating plants, and the effects of deregulation, could lead to



greater volatility in the volume and price of sales of electricity to other
utilities. Activity in the short-termenergy market is subject to change based
on a nunber of factors and it is difficult to predict the quantity of whol esale
power sales or prices for whol esal e power although it does appear that narket
conditions for whol esal e power transactions will be depressed during part of
2002.

Regul at i on

Rates of return earned on utility operations are subject to review by the
various state conm ssions that have jurisdiction over the electric rates charged
by the Conpany. These reviews nmay result in future revenue reductions when
actual rates of return are deened by regulators to be in excess of allowed rates
of return.

On Decenber 29, 2000 the North Dakota Public Service Comm ssion (NDPSC) approved
a performance-based ratenmaking plan that |inks allowed earnings in North Dakota
to seven defined performance standards in the areas of price, electric service
reliability, customer satisfaction, and enployee safety. The plan is in place
for 2001 through 2005, unless suspended or term nated by the NDPSC or the
Conpany. In 2001 the utility recorded an estimted $334,000 refund to North
Dakot a customers based on 2001 earnings and the utility's 2001 perfornance
relative to the defined standards of the performance-based ratemaking plan.

I'n 2001, the M nnesota Legislature exenpted certain generation machi nery and
attached equi pment froma new state personal property tax |levy. The |aw al so
requires that any windfall tax savings resulting fromthis exenption be refunded
to utility custoners. As a result of this law, $238,000 in 2001 tax savings will
be refunded to retail electric custoners in 2002.

Load Managenent and M nnesota Conservation | nprovenent Prograns

Load managenent efforts will continue in all jurisdictions served by the
Conpany. The goal of |oad managenent is to control demand for electricity by
custoners at times of peak use in order to alleviate or delay the need for
bui I ding or acquiring new generating capacity or to avoid having to purchase
hi gh-priced energy at tines

of peak demand. In addition to our |oad managenent efforts, we also invest in
conservation i nprovenent prograns in Mnnesota as nandated by state |aw.
Conservation inprovenment prograns are designed to encourage and reward the w se
and efficient use of electricity by custonmers.

Fuel Costs

The Conpany has an agreenment for Big Stone Plant's coal supply through Decenber
31, 2004. The Conpany has been unable to negotiate a conpetitive delivery rate
for coal to the Big Stone Plant with rail carriers. Coal is being shipped to Big
Stone Plant under a tariff rate that is set through Decenber 2002. The Conpany
has commenced a proceeding before the Surface Transportation Board requesting
the Board set a conpetitive rate. The Conpany expects the outcome to have a
favorabl e inpact on its fuel costs for the Big Stone Plant.

The M d-Continent Area Power Pool region has experienced a reduction in
availability of excess generation and transm ssion capacity, particularly in the
summer season in the recent years. While the availability of the Conpany's

pl ants has been excellent, the loss of a major plant could expose the Conpany to
hi gher purchased power costs. Two factors significantly mtigate this financial
risk. First, whol esale sale contracts include provisions to rel ease the Conpany
fromits obligations in case of a plant outage; and second, the Conpany has cost
of energy adjustment clauses that allow pass through of npbst of the energy costs
to retail custoners.

Envi ronment al

Current regul ati ons under the Federal Clean Air Act (the Act) are not expected
to have a significant inpact on future capital requirenments or operating costs.
However, proposed or future regul ations under the Act, changes in the future
coal supply market, and/or other laws and regul ati ons could inpact such
requirenments or costs. It is anticipated that, under current regulatory
principles, any such costs could be recovered through rates. Al of the
Conpany's electric generating plants operated within the Act's phase two
standards for sul fur-di oxide and nitrogen-oxide eni ssions in 2001. Ongoing
conpliance with the phase two requirements is not expected to significantly
impact operations at any of the Conpany's plants.

The Act called for Environmental Protection Agency (EPA) studies of the effects
of emissions of listed pollutants by electric steam generating plants. The EPA
has conpl eted the studies and sent reports to Congress. The Act required that
the EPA nake a finding as to whether regulation of em ssions of hazardous air
pol lutants fromfossil fuel-fired electric utility generating units is
appropriate and necessary. On Decenber 14, 2000, the EPA announced that it wll
regul ate mercury emissions fromelectric generating units. The EPA expects to
propose regul ati ons by Decenber 2003 and issue final rules by Decenber 2004.
Because pronul gation of rules by the EPA has not been conpleted, it is not



possi ble to assess whether, or to what extent, this regulation will inpact the
Conpany.

The Conpany is planning to further inprove the fine particul ate em ssions
control at its Big Stone Plant by replacing a nmajor portion of the plant's

el ectrostatic precipitator in 2002 with a system based on Advanced Hybrid
Particul ate Collector technology. The new systemwi |l be installed as part of a
denonstration project co-funded by the Department of Energy's National Energy
Technol ogy Laboratory Power Plant |nprovenment Initiative. The technology is
designed to capture at least 99.99% of fly ash particulates emtted fromthe
boiler. The Energy Departnent's share of the $13.4 million project is $6.5
mllion. The Conpany's share of the project is approximtely $2.9 mllion with
the remaining portion funded by the plant's co-owners and other industry
participants.

The EPA has targeted electric steamgenerating units as part of an enforcenent
initiative relative to conpliance with the Act. The EPA is attenpting to
determine if utilities violated certain provisions of the Act by naking major
nodi fications to their facilities without installing state-of-the-art pollution
controls. On January 2, 2001, the Conpany received a request fromthe EPA
pursuant to Section 114(a) of the Act requiring the Conpany to provide certain
information relative to past

operation and capital construction projects at its Big Stone Plant. The Conpany
has responded to that request and cannot, at this time, determine what, if any,
actions will be taken by the EPA as a result of the Conpany's response.

At the request of the Mnnesota Pollution Control Agency (MPCA) the Conpany has
an ongoi ng investigation at the Hoot Lake Plant closed ash disposal sites. The
MPCA continues to nonitor site activities under their Voluntary Investigation
and Cleanup Program In April 2001, Otter Tail submtted a Renedial
Investigation Work Plan to the MPCA describing our plans to further investigate
the environnental inpact of the closed portion of the Hoot Lake Plant ash

di sposal site. The MPCA approved the plan, with some suggested nodifications, in
their letter of July 31, 2001. These tasks have been conpleted. The MPCA al so
asked that we elimnate a ground water seepage that was originating fromone of
the di sposal areas. That task was conpleted in early Novenber of 2001. W are
continuing to nonitor the site for evidence of further seepage.

Der egul ati on and | egi sl ation

In Decenber 1999 the Federal Energy Regul atory Conmi ssion (FERC) issued Order
No. 2000. This order requires public utilities that own, operate, or control
interstate transmission to file by October 15, 2000, a proposal for a regional
transmi ssion organi zation (RTO) or a description of any efforts nade to
participate in an RTO the reasons for not participating, and any plans for
further work towards participation. The goal is to consolidate control of the
transm ssion industry into a new structure of independent regional grid
operators.

The electric utility agreed in COctober 2001 to join the Indianapolis-based

M dwest | ndependent System Operator (M SO RTO. In Decenber 2001, M SO received
FERC approval as a regional transm ssion organization. The M SO began
operational control of the electric utility's transmssion facilities above 100
kv on February 1, 2002. The utility continues to own and maintain its

transm ssion assets as before. As the electric utility transitions to the full
operation of the M SO there could be short-term negative inpacts on whol esal e
power transactions. During 2002, the electric utility will work within M SO on
evaluating for-profit transmi ssion alliances, incentive for transm ssion
construction and market design and inplenentation.

The U.S. Congress ended its 2001 |egislative session w thout taking action on
proposed electric industry restructuring legislation. The Mnnesota Legislature

passed an energy bill in 2001. Its primary focus was to streamine the siting
and routing processes for the construction of new el ectric generation and
transm ssion projects. The bill also added to utility requirements for renewable

energy and energy conservation. There was no | egislative action regarding
electric retail choice in any of the states where the electric utility serves.
No major electricity legislation is expected in the 2002 state |legislative
sessions. The Conpany does not expect retail conpetition to come to the States
of M nnesota, North Dakota or South Dakota in the foreseeable future unless
there is a federal effort to acconplish this.

Conpetition in the electric industry

As the electric industry evolves and becomes nore conpetitive, the Conpany
believes it is well positioned to be successful. The Conpany's generation
capacity appears poised for conpetition due to unit heat rate inprovenents. A
conparison of the Conpany's electric retail rates to the rates of other
investor-owned utilities, cooperatives, and nunicipals in the states the Conpany
serves indicates that its rates are conpetitive. In addition, the Conpany woul d
attenpt nore flexible pricing strategi es under an open, conpetitive environnent.

Key accounting policies and accounting pronouncenents



The Conpany's operations occur within five diverse segnents. Three key
accounting polices are revenue recognition, inventory valuations, and use of
estimates. Due to

the diverse business operations of the Conpany revenue recognition depends on
the product that is produced and sold. Provisions for sale returns and warranty
costs are recorded at the tine of the sale based on historical information and
current trends. The majority of the Conpany's inventory is valued at the |ower
of cost or market. Changes in the market conditions could require a wite down
of inventory values. The Conpany uses estimates based on the best information
available in recording transactions and bal ances resulting from business
operations. Exanples of itenms where estimates are used are unbilled revenues
collectablilty of accounts receivable, self insurance reserves, pension plan
costs or incone, and service contract nmintenance costs. As better information
becones avail abl e or actual anmpunts are known, estimates are revised. Operating
results can be affected by changes made to prior accounting estimtes. See note
1 in the notes to consolidated financial statements for nore details on

signi ficant accounting polices

As of January 1, 2001, the Conpany adopted Statenment of Financial Accounting
St andards (SFAS) 133, Accounting for Derivative Instrunents and Hedgi ng
Activities, as anmended, which requires all derivative instrunents be reported on
the consolidated bal ance sheet at fair value. The adoption of SFAS No. 133 did
not have a material effect on the Conpany's consolidated financial statenents
The application of SFAS 133 to electric utilities continued to evolve throughout
2001. On Decenber 19, 2001, the Financial Accounting Standards Board revised
SFAS 133 Inpl enmentation Issue No. Cl5 to be effective April 1, 2002 with early
adoption allowed. As of Decenber 31, 2001, the Conpany early adopted the revised
SFAS 133 Inplenentation Issue No. Cl15. The Conpany has determ ned that certain
el ectric energy contracts neet the criteria of a derivative under SFAS 133 but
qualify for the nornal purchase and nornmal sal es exception and are not subject
to mark-to-nmarket accounting treatment. SFAS 133 did not have a naterial effect
on the Conpany's 2001 consolidated financial statements

In July 2001 the FASB issued SFAS 141, Business Conbinations, which requires the
purchase nmethod of accounting be used for all business conbinations initiated
after June 30, 2001. SFAS 141 al so specifies that intangible assets acquired in
a business conbination, that neet certain criteria, be recognized and reported
apart from goodw ||. The Conpany has adopted this statement as of July 1, 2001
and applied it to the followi ng acquisitions that occurred after July 1, 2001:
Interim Sol utions and Sal es, Inc, Mdwest Medical Diagnostics, Inc., Nuclear

I maging, Ltd, and Titan Steel Corporation. Adoption of this statenent did not
have a material effect on the Conpany's consolidated financial statenents.

In July 2001 the FASB issued SFAS 142, Goodwi || and O her Intangible Assets,

whi ch requires goodwi Il and intangible assets with indefinite useful lives no

| onger be anortized. Rather they will be tested for inpairnment, at |east

annual ly, in accordance with the provisions of SFAS 142. Intangible assets with
finite useful lives will be anortized over their respective estinated usefu
lives and will be reviewed for inpairnent in accordance with SFAS No. 144
Accounting for the Inmpairnent or Disposal of Long-Lived Assets. SFAS 142 is
effective January 1, 2002, except for any goodwill arising in a purchase

busi ness conbi nati on conpleted on or after July 1, 2001 which woul d be subject
imediately to the provisions of SFAS 142. As of Decenber 31, 2001, the Conpany
had net goodwi || of $48.2 million. Included on the Conpany's consolidated
statement of income for the twelve nonths ended Decenber 31, 2001 is $3.2
mllion in goodwi Il anortization expense. SFAS 142 requires the Conpany perform
an assessment of goodwi |l inpairment as of the date of adoption. Any inpairnent
loss resulting fromthis transition to SFAS 142 woul d be recogni zed as a

cunul ative effect of a change in accounting principle in the Conpany's
consol i dated i ncome statenment at the tine of adoption. The Conpany is continuing
to evaluate the effect that the adoption of this statement may have on its
consol i dated financial statenents. Based on the work conpleted to date, the
Conpany does not expect the inplenentation of this statement to have a materia
inmpact on its consolidated results of operations and financial position

In July 2001 the FASB issued SFAS 143, Accounting for Asset Retirenent

bl i gations, which provides accounting requirenments for retirenment obligations
associated with tangible long-lived assets. This statenment is effective for
fiscal years beginning

after June 15, 2002. The Conpany is assessing this statement but has not yet
determned the inpact of SFAS 143 on its consolidated financial position or
results of operations

The FASB issued SFAS 144, Accounting for the Inpairment or Disposal of
Long- Li ved Assets in October 2001. SFAS 144 replaces SFAS 121, Accounting for
the | npairnment of Long-Lived Assets and for Long-Lived Assets to be Di sposed Of.
This statenent devel ops one accounting nodel for long-lived assets to be



di sposed of by sale and al so broadens the reporting of discontinued operations
to include all conponents of an entity with operations that can be distinguished
fromthe rest of the entity in a disposal transaction. The statenent is
effective for fiscal years beginning after Decenber 15, 2001. The Conpany
adopted the accounting nodel for inpairnent or disposal of long-lived assets on
January 1, 2002. Adoption of this statenent did not have a material effect on
the Conpany's consolidated financial statenents.

Quantitative and Qualitative Disclosures About Market Risk

The Conpany has limted exposure to market risk associated with interest rates
and commodity prices. The mpjority of the Conpany's |ong-term debt obligations
bear interest at a fixed rate. Variable rate long-term debt bears interest at a
rate that is reset on a periodic basis reflecting current narket conditions. The
Conpany manages its interest rate risk through the issuance of fixed-rate debt
with varying maturities, nmintaining consistent credit ratings, through economc
refundi ng of debt through optional refundings, limting the amobunt of variable
interest rate debt, and utilization of short-term borrow ngs to allow
flexibility in the timng and placenment of |long-term debt. As of Decenber 31,
2001, the Conpany had $17.0 nmillion of |ong-term debt subject to variable
interest rates. Assumi ng no change in the Conpany's financial structure, if
variable interest rates were to average 1 percent higher or |ower than what the
average variable rate was on Decenber 31, 2001, interest expense and pre-tax
earni ngs woul d change by approximtely $170,000. The Conpany has short-term
borrowi ng arrangenents to provide working capital and general corporate funds.
The | evel of borrow ngs under these arrangenents varies fromperiod to period,
dependi ng upon, anong other factors, operating needs and capital expenditures.
The interest rate on the majority of the short-term borrowi ng arrangenents is
variabl e based on LIBOR

The electric utility's retail portion of fuel and purchased power costs are

subj ect to cost of energy adjustnment clauses that mtigate the commpodity price
risk by allowing a pass through of nobst of the increase or decrease in energy
costs to retail custoners. In addition, the electric utility participates in an
active whol esal e power market providing access to commpdity transactions that
may serve to mitigate price risk. The electric utility has in place an energy

ri sk managenment policy with a primary goal to manage, through the use of defined
ri sk managenment practices, price risk and credit risk associated w th whol esal e
power purchases and sal es.

The energy services subsidiary markets natural gas to approximately 150 retail
custoners. A portion of these customers are served under fixed-price contracts.
There is price risk associated with this limted number of fixed-price contracts
since the corresponding cost of natural gas is not inmmediately |ocked in. This
price risk is not considered material to the Conpany. In addition, the Conpany
has in place an energy risk managenment policy with the prinmary goal of managing,
through the use of defined risk managenent practices, price risk and credit risk
associated with the marketing of natural gas.

The plastics conpanies are exposed to market risk related to changes in
commodity prices for PVC resins, the raw material used to manufacture PVC pi pe.
The PVC pipe industry is highly sensitive to conmodity raw material pricing
volatility. Currently, margins are very tight due to aggressive conpetition in a
period of soft demand.

The Conpany does not use derivative financial instruments for specul ative or
tradi ng purposes.

Cautionary Statenents

In connection with the safe harbor provisions of the Private Securities
Litigation Reform Act of 1995, the Conpany nmekes the foll ow ng statenents.

The information in this annual report includes forward-|ooking statenents.

I mportant risks and uncertainties that could cause actual results to differ
materially fromthose discussed in such forward-|ooking statements are set forth
above under "Factors affecting future earnings." Oher risks and uncertainties
may be presented fromtine to tine in the Conpany's future Securities and
Exchange Conmi ssion filings.

| NDEPENDENT AUDI TORS' REPORT

To the Sharehol ders of Otter Tail Corporation

We have audited the acconpanying consolidated bal ance sheets and statements of
capitalization of Otter Tail Corporation and its subsidiaries (the Conpany) as
of Decenber 31, 2001, and 2000, and the rel ated consolidated statenents of

income, common sharehol ders' equity, and cash flows for each of the three years



in the period ended Decenber 31, 2001. These consolidated financial statenents
are the responsibility of the Conpany's managenent. Qur responsibility is to
express an opinion on these consolidated financial statenents based on our
audits.

We conducted our audits in accordance with auditing standards generally accepted
in the United States of Anerica. Those standards require that we plan and
performthe audit to obtain reasonabl e assurance about whether the consolidated
financial statements are free of material msstatement. An audit includes

exam ning, on a test basis, evidence supporting the amounts and disclosures in
the consolidated financial statement. An audit also includes assessing the
accounting principles used and significant estinates made by managenent, as wel
as evaluating the overall financial statement presentation. W believe that our
audits provide a reasonabl e basis for our opinion

I'n our opinion, such consolidated financial statenents present fairly, in al
material respects, the financial position of the Conpany at Decenber 31, 2001
and 2000, and the results of its operations and its cash flows for each of the
three years in the period ended December 31, 2001, in conformity with accounting
principles generally accepted in the United States of Anmerica

DELO TTE & TOUCHE LLP

/sl Deloitte & Touche LLP

M nneapol i s, M nnesota
February 1, 2002

OTTER TAI L CORPORATI ON

CONSOLI DATED BALANCE SHEETS, DECEMBER 31 2001 2000

(in thousands)
ASSETS

CURRENT ASSETS
Cash and cash equival ents $ 11,378 $ 1,259
Accounts receivable
Trade (less allowance for doubtful accounts

2001, $1, 109, 000; 2000, $922, 000) 64, 215 61, 913
O her 5, 047 6, 813
Inventory, fuel, materials and supplies 39, 301 42,263
Deferred inconme taxes 4,020 3,694
Accrued utility revenues 11, 055 11, 315
O her 8,878 6, 468
Total current assets 143, 894 133,725
I NVESTMENTS 18, 009 17, 966
| NTANG BLES- - NET 49, 805 43,532
OTHER ASSETS 15, 687 11, 236

DEFERRED DEBI TS
Unanortized debt expense and reacquisition premniuns 5, 646 2,778
Regul atory assets 5,117 5,517
O her 1, 406 1,183
Total deferred debits 12, 169 9, 478

PLANT

El ectric plant in service 810, 470 795, 357
Di versified operations 145,712 129, 716
Tot al 956, 182 925, 073
Less accunul ated depreciation and anortization 441, 863 416, 419
Pl ant - net of accumul ated depreciation and anortization 514, 319 508, 654
Construction work in progress 28, 658 13, 117
Net pl ant 542,977 521,771

TOTAL $782, 541 $737,708

See acconpanying notes to consolidated financial statements

OTTER TAI L CORPORATI ON



CONSCOLI DATED BALANCE SHEETS, DECEMBER 31

(in thousands)

LI ABI LI TIES AND EQUI TY

CURRENT LI ABI LI TI ES
Sinking fund requirenents and current naturities of |ong-term debt
Accounts payabl e
Accrued sal ari es and wages
I ncone taxes payabl e
Ot her accrued taxes
Ot her accrued liabilities

Total current liabilities

NONCURRENT LI ABI LI TI ES

COVM TMENTS ( NOTE 6)

DEFERRED CREDI TS
Deferred inconme taxes
Deferred investnent tax credit
Regul atory liabilities
O her

Total deferred credits
CAPI TALI ZATI ON ( PAGE 35)
Long-term debt, net of sinking fund and current maturities

Cunul ative preferred shares

Common shares, par value $5 per share -- authorized, 50,000,000 shares;
out st andi ng, 2001 -- 24,653,490 shares; 2000 -- 24,574,288 shares

Prem um on common shares

Unear ned conpensation

Ret ai ned ear ni ngs

Accunul at ed ot her conprehensive expense
Total common equity

Total capitalization

TOTAL

See acconpanying notes to consolidated financial statenments.

OTTER TAI L CORPORATI ON

CONSOLI DATED STATEMENTS OF | NCOVE
FOR THE YEARS ENDED DECEMBER 31

$ 28,946
54,777
9,491
1,634

9, 854

6, 090

85, 591
13,935
9,914
7,160

227, 360

15, 500

86, 407
15,112
10,618
6, 850

195, 128

33, 500

$ 122,871
50

(226)

140, 796
(220)

except per-share anpunts)

OPERATI NG REVENUES
El ectric
Pl astics
Manuf act uri ng
Heal th services
Ot her business operations

Total operating revenues

OPERATI NG EXPENSES
Production fuel
Pur chased power
El ectric operation and mai nt enance expenses
Cost of goods sold
O her nonel ectric expenses
Depreci ati on and anortization
Property taxes

(in thousands,

$ 307,684
63, 216
123, 436
79, 129
80, 667

654, 132

41,776
99, 491
75, 531
249, 789
58, 497
42,100

$ 262, 280
82,667
97, 506
66, 319
78, 159

586, 931

38, 546
66, 121
74,591
229, 056
53, 831
40, 562

$ 233,527
31, 504
87,086
68, 805
68, 322

489, 244

36, 839
44,190



Total operating expenses

OPERATI NG | NCOVE
El ectric
Pl astics
Manuf act uri ng

Heal th services
O her business operations

GAI N FROM SALE OF RADI O STATI ON ASSETS
OTHER | NCOVE AND DEDUCTI ONS -- NET

I NTEREST CHARGES

I NCOME BEFORE | NCOVE TAXES

I NCOME TAXES

NET | NCOVE

PREFERRED DI VI DEND REQUI REMENTS

EARNI NGS AVAI LABLE FOR COMVON SHARES

AVERAGE NUMBER OF COMMON SHARES OUTSTANDI NG -
AVERAGE NUMBER OF COMMON SHARES OUTSTANDI NG -

BASI C
DI LUTED

BASI C EARNI NGS PER SHARE
DI LUTED EARNI NGS PER SHARE

DI VI DENDS PER COMMON SHARE

See acconpanying notes to consolidated financia

OTTER TAI L CORPORATI ON

CONSOLI DATED STATEMENTS OF COMMON SHAREHOLDERS' EQUI TY

COMVON
SHARES
OUTSTANDI NG
BALANCE, DECEMBER 31, 1998 11, 879, 504
Common stock issuances - net of retirenment 45, 483
Unear ned conpensation - stock options
Two-for-one stock split - March 15, 2000 11, 924, 987
Ef fects of pooling transactions
January 1, 1999:
T.0 Plastics, Inc. 451, 066
St. Ceorge Steel Fabrication, Inc. 270, 370
Conpr ehensi ve i ncone
Net incone
Reversal of previously recorded
unreal i zed gains on avail abl e-
for-sale securities sold
Tot al conprehensive incone
Cunul ative preferred dividends
Common di vi dends
BALANCE, DECEMBER 31, 1999 24,571, 410
Conmon stock issuances 2,878

Anortization of unearned conpensation -
stock options
Conpr ehensi ve i ncone
Net income
M nimum liability adjustnent

Tot al conprehensive incone
Purchase stock for enpl oyee purchase

statenments.

576, 648 512, 683 421, 031
57, 150 49, 268 47,234
(1,391) 8, 745 3,382
12, 175 6, 945 5, 297
6, 862 5,729 4,936
2,688 3,561 7, 364
77, 484 74,248 68, 213
- - 14, 469
2,193 2,154 2,311
15,991 17, 005 15, 209
63, 686 59, 397 69, 784
20, 083 18, 355 24, 489
43, 603 41, 042 45, 295
1,993 1,879 2,228
$ 41,610 $ 39,163 $ 43,067
24, 600 24,572 24,553
24,832 24,649 24,575
$ 1.69 $ 1.59 $ 1.75
$ 1.68 $ 1.59 $ 1.75
$ 1.04 $ 1.02 $ 0.99
ACCUMULATED
PAR VALUE, PREM UM ON OTHER
COMVON COMVON UNEARNED RETAI NED COVPREHENSI VE TOTAL
SHARES SHARES COVPENSATI ON EARNI NGS | NCOVE/ (EXPENSE) EQUI TY
(in thousands, except common shares outstandi ng)
$ 59,398 $ 39,919 $ - $ 125, 462 $ 297 $225, 076
227 1, 540 $ (10) 1, 757
301 (301) -
59, 625 (41, 760) (17, 865) -
2,255 (1,277) 978
1, 352 426 1,778
45, 295 45, 295
(297) (297)
44,998
(2,267) (2, 267)
(23, 554) (23, 554)
$ 122, 857 $ - $ (301 $ 126, 210 $ - $248, 766
14 50 64
75 75
41,042 41,042
(220) (220)
40, 822



pl an on open market
Cunul ative preferred dividends
Common di vi dends

BALANCE, DECEMBER 31, 2000

Conmon stock issuances
Anortization of unearned conpensation -
stock options
Conpr ehensi ve i ncone
Net incone
M nimum liability adjustnment

Tot al conprehensive incone

Tax benefit for exercise of stock options

Renpve capital stock expense $6.35
preferred shares

Purchase stock for enpl oyee purchase
pl an on open market

Cunul ative preferred dividends

Common di vi dends

BALANCE, DECEMBER 31, 2001

See acconpanying notes to consolidated financia

OTTER TAI L CORPORATI ON

CONSOLI DATED STATEMENTS OF CASH FLOWS
FOR THE YEARS ENDED DECEMBER 31

(250)
(1, 878)
(24, 328)

$ 140, 796

43,603

(246)

(168)
(2, 088)
(25, 256)

$ (220)

(1, 755)

(250)
(1, 878)
(24, 328)

24,574,288 $ 122,871

$263, 271
1,583

75

(427)
(2, 088)
(25, 256)

Cash flows fromoperating activities
Net income

Adj ustments to reconcile net income to net

by operating activities
Depreci ati on and anortization

Deferred investnent tax credit--net

Deferred i ncome taxes

Change in deferred debits and ot her
Change in noncurrent liabilities and deferred credits

Al l owance for equity (other) funds used during construction
(Gain)/loss on sale of investnents and radi o station assets

Changes in working capital

Change in receivables, materials
Change in other current assets

Change in payabl es and ot her current
Change in interest and incone taxes payabl e

Net cash provided by operating activities

CASH FLOWS FROM | NVESTI NG ACTI VI TI ES
Gross capital expenditures

Proceeds fromsale of radio station assets
Proceeds from di sposal of noncurrent

Acqui sitions--net of cash acquired
Change in other investnents

Net cash used in investing activities

CASH FLOWS FROM FI NANCI NG ACTI VI TI ES

Change in short-term debt--net issuances
Proceeds fromissuance of |ong-term debt--net of expenses
Proceeds fromissuance of common stock--net

Proceeds from enpl oyee stock plans
Redenption of preferred stock

Payments for retirement of |ong-term debt
Di vi dends paid and other distributions

Net cash used in financing activities

NET CHANGE | N CASH AND CASH EQUI VALENTS

CASH AND CASH EQUI VALENTS AT BEG NNI NG OF YEAR

CASH AND CASH EQUI VALENTS AT END OF YEAR

cash provided

and supplies

$ 43,603

42,100
(1,177)
(1, 441)
(8, 434)
2,484
(963)
(81)

4,880
(432)
(581)

(2, 429)

(53, 596)

3,298
(8, 948)
(1, 884)

119, 266

1,347
(18, 000)
(81, 549)
(27, 344)

(in thousands)

$ 41,042

40, 562
(1, 183)
(4, 655)
(3, 346)
4,263

(341)

728

(20, 781)
537
9,904
(4, 969)

(46, 273)

1,705
(34, 194)
(86)

(50)
44, 814
14

(24,885)
(26, 455)

24,908

$ 45, 295

36, 859
(1, 186)
(3, 820)

(459)
4,727
(246)
(14, 455)

(572)
1,348
8, 253
6,106

(35, 245)
24, 063
1,930
(16, 000)
(9)

(4, 228)
15, 444
1, 757

(5,33&)
(17, 618)
(25, 820)

$ 24,908




SUPPLEMENTAL DI SCLOSURES OF CASH FLOW | NFORMATI ON
Cash paid during the year for:
Interest (net of anpunt capitalized)
I ncone taxes

See acconpanying notes to consolidated financial statenents.

OTTER TAI L CORPORATI ON

CONSOLI DATED STATEMENTS OF CAPI TALI ZATI ON, DECEMBER 31

$ 16,313
$ 23,575

$ 16,075 $ 14,004
$ 28,510 $ 23,077
2001 2000

Long-term debt
First nortgage bond series:
7.25% due August 1, 2002
8.75% retired Decenber 2001
8.25% due August 1, 2022
Pol ution control series:
6.5-6.9% Big Stone and Coyote project - retired October 2001

Total first nortgage bond series

Seni or debentures 6.375% due Decenber 1, 2007
Seni or notes 6.63% due Decenber 1, 2011
I ndustrial devel opnent refunding revenue bonds
5. 00% due Decenber 1, 2002
Pol lution control refunding revenue bonds
variable 1.9% at Decenber 31, 2001, due Decenber 1, 2012
Grant County, South Dakota pollution control refunding revenue
bonds 4.65% due Septenber 1, 2017
Mercer County, North Dakota pollution control refunding revenue
bonds 4.85% due Septenber 1, 2022
bl i gations of Varistar Corporation:
7.80% ten-year termnote, due October 31, 2007
Variable 8.11% at Decenber 31, 2000, retired Decenmber 2001
8.15% five-year termnote, due COctober 31, 2005
Variabl e 3.66% at Decenber 31, 2001, due July 3, 2007
Various at 3.25%to 8.4% at Decenber 31, 2001
bl igations of Otter Tail Energy Services Conpany
8. 75% ten-year termnote, due April 11, 2008
O her

Tot al
Less:
Current maturities
Si nki ng fund requirenment
Unanortized debt discount and prem um-- net

Total |ong-term debt
CUMULATI VE PREFERRED SHARES -- without par value (stated and |iquidating val ue
$100 a share) -- authorized 1,500,000 shares; outstanding:

Series subject to mandatory redenption:
Qut st andi ng Decenber 31, 2000 $6.35, 180,000 shares

O her series:
$3. 60, 60,000 shares
$4. 40, 25,000 shares
$4. 65, 30,000 shares
$6. 75, 40,000 shares
Total other preferred
CUMULATI VE PREFERENCE SHARES -- without par val ue, authorized
1, 000, 000 shares; outstanding: none

TOTAL COMMON SHAREHOLDERS' EQUITY

TOTAL CAPI TALI ZATI ON

See acconpanyi ng notes to consolidated financial statenents.

256, 883

28, 646
300

279, 308

210, 390

13,293
995

263, 271



OQter Tail Corporation
Notes to consolidated financial statenments
For the years ended Decenber 31, 2001, 2000 and 1999

1

Summary of significant accounting policies

Principles of consolidation--The consolidated financial statenents include
Oter Tail Corporation and its wholly owned subsidiaries (the Conpany)
Profits on sal es between nonregul ated affiliates and fromthe regul ated
electric utility conpany to nonregul ated affiliates are elimnated. However,
profits on sales to the regulated electric utility conpany from nonregul ated
affiliates are not elimnated, in accordance with the requirenments of
Statenent of Financial Accounting Standards (SFAS) No. 71, Accounting for the
Effects of Certain Types of Regulation. These anmpbunts are not material

System of accounts--For regulatory reporting purposes, the electric
utility's internal systemof accounts is translated into the accounts of the
Uni f orm System of Accounts prescribed by the Federal Energy Regul atory

Commi ssion (FERC), the Public Service Conm ssion of North Dakota, and the
Public Wilities Conm ssions of Mnnesota and South Dakota

Regul ation and Statenment of Financial Accounting Standards (SFAS) No. 71--As
a regul ated entity the Conpany and the electric utility account for the
financial effects of regulation in accordance with SFAS No. 71. This
statenent allows for the recording of a regulatory asset or liability for
costs that will be collected or refunded through the ratenaking process in
the future. Included on the Conpany's Consolidated Bal ance Sheets for the
years ended Decenber 31, 2001 and 2000 are regulatory assets and liabilities
that primarily relate to the recording of deferred taxes as required by SFAS
No. 109, Accounting for Incone Taxes

Plant, retirements, and depreciation--Uility plant is stated at origina
cost. The cost of additions includes contracted work, direct |abor and
materials, allocable overheads, and all owance for funds used during
construction (AFC). AFC, a noncash item is included in utility construction
work in progress. The ampbunt of AFC capitalized was $1, 342,000 for 2001
$471,000 for 2000, and $344,000 for 1999. The cost of depreciable units of
property retired plus renpval costs |ess salvage is charged to the

accunul ated provision for depreciation. Mintenance, repairs, and replacenent
of minor itens of property are charged to operating expenses. The provisions
for utility depreciation for financial reporting purposes are made on the
straight-l1ine nethod based on the estinmated service lives of the properties
Such provisions as a percent of the average bal ance of depreciable electric
utility property were 3.06 percent for 1999 through 2001

Property and equi pnent of nonutility and diversified operations are carried
at historical cost or at the current appraised value if acquired in a

busi ness conbi nati on accounted for under the purchase nmethod of accounting
and are depreciated on a straight-line basis over useful lives (3 to 40
years) of the related assets. Replacenent and nmjor inprovenents are
capitalized; naintenance and repairs are expensed as incurred. Gains or

| osses on asset dispositions are included in the determ nation of net incone

Jointly owned pl ants--The consolidated financial statenents include the
Conpany's 53.9 percent (Big Stone Plant) and 35 percent (Coyote Station)
ownership interests in the assets, liabilities, revenue, and expenses of Big
Stone Plant and Coyote Station, respectively. Anpunts at Decenber 31, 2001
and 2000 included in electric plant in service for Big Stone were

$112, 898,000 and $111, 850,000, respectively, and the accunul ated depreciation
was $71, 585, 000 and $68, 269, 000, respectively. Anpunts at Decenber 31, 2001
and 2000 included in electric plant in service for Coyote were $146, 566, 000
and $146, 292, 000, respectively, and the accunul ated depreciati on was

$74, 057,000 and $70, 524, 000, respectively. The Conpany's share of direct
revenue and expenses of the jointly owned plants in service is included in
operating revenue and expenses in the Consolidated Statenents of |ncone

Recoverability of long-lived assets--The Conpany reviews its |long-1ived
assets whenever events or changes in circunstances indicate the carrying
amount of the assets nay not be recoverable. The Conpany determ nes potentia
i npai rment by conparing the carrying value of the assets with net cash flows
expected to be

provi ded by operating activities of the business or related assets. Should
the sum of the expected future net cash flows be I ess than the carrying

val ues, the Conpany woul d determ ne whether an inpairnment |oss should be
recogni zed. An inpairnent |oss would be quantified by conparing the anmpunt
by which the carrying value exceeds the fair value of the asset where fair
value is based on the discounted cash flows expected to be generated by the
asset .

I ncome taxes--Conprehensive interperiod incone tax allocation is used for
substantially all book and tax tenporary differences. Deferred incone taxes
arise for all tenporary differences between the book and tax basis of
assets and liabilities. Deferred taxes are recorded using the tax rates
schedul ed by tax law to be in effect when the tenporary differences



reverse. The Conpany anortizes the investnent tax credit over the estimted
lives of the related property

Revenue recognition--Due to the diverse business operations of the Conpany
revenue recognition depends on the product produced and sold. However, in
general, the Conpany recogni zes revenue when the earnings process is

conpl ete, evidenced by an agreement with the custonmer, there has been
delivery and acceptance, and the price is fixed or determ nable. In cases
where significant obligations remain after delivery, revenue is deferred
until such obligations are fulfilled. Provisions for sale returns and
warranty costs are recorded at the tine of the sale based on historica
information and current trends

El ectric customers' neters are read and bills are rendered on a cycle
basis. Revenue is accrued for electricity consumed but not yet billed. Rate
schedul es applicable to substantially all custoners include a cost of
energy adjustnent clause, under which the rates are adjusted to reflect
changes in average cost of fuels and purchased power, and a surcharge for
recovery of conservation-related expenses

Revenues on al nost all of whol esale sales are recognized when energy is
delivered. The majority of revenue is the result of bilateral agreements
with individual counter-parties

Pl astics operating revenues are recorded when the product is shipped

Heal th services operating revenues on mgjor equi pnent and installation
contracts are recorded when the equi pment is delivered. Amounts received in
advance under custoner service contracts are deferred and recogni zed on a
straight-1ine basis over the contract period. Revenues generated in the
nobi | e i magi ng operations are recorded on a fee for scan basis

Manuf acturing operating revenues are recorded when products are shi pped and
on a percentage-of-conpletion basis for construction type contracts.

Ot her business operations operating revenues are recorded when services are
rendered or products are shipped. In the case of construction contracts
the percentage-of -conpl etion nethod is used

Pre-production costs--As part of the manufacturing process, the Conpany
incurs costs related to the design and devel opment of nolds, dies, and
tools. As of January 1, 2000 the Conpany adopted prospectively Energing

| ssues Task Force Statement (EITF) 99-5, Accounting for Pre-production
Costs Related to Long-Term Supply Arrangenents. The Conpany capitalizes the
costs related to the design and devel opnent of nolds, dies, and tools used
to produce products under a |long-term supply arrangenent, some of which are
owned by the Conpany. During 2001 and 2000 the anpunt of costs capitalized
were $1, 216,000 and $1, 254, 000. These costs are anortized over three years

St ock- based conpensation--As described in note 4, the Conpany has el ected
to follow the accounting provisions of Accounting Principle Board Opinion
No. 25 (APB 25), Accounting for Stock Issued to Enployees, for stock-based
conpensation and to furnish the pro forma disclosures required under SFAS
No. 123, Accounting for Stock-Based Conpensation

Use of estimates--The Conpany uses estimates based on the best infornation
avail able in recording transacti ons and bal ances resulting from business

operations. Estimates are used for such itens as depreciable Iives, tax
provisions, collectability of trade accounts receivable, self insurance
prograns, environmental liabilities, unbilled revenues, unschedul ed power
exchanges, service contract mmintenance costs and actuarially determ ned
benefit costs. As better information becones available (or actual anounts
are determ nable) the recorded estimates are revised. Consequently,
operating results can be affected by revisions to prior accounting
estinates

Recl assi fications--Certain prior year amounts have been reclassified to
conformto 2001 presentation. Such reclassifications had no inpact on net
incone, sharehol ders' equity, or cash flows provided fromoperations. In
addition, during 2001 the Conpany conpleted two acquisitions using the
pool i ng-of -i nterests accounting nethod. Consolidated financial statenents
for 1999 and 2000 have been restated to reflect these acquisitions

Cash equi val ents--The Conpany considers all highly liquid debt instruments
purchased with maturity of 90 days or less to be cash equival ents

Debt reacquisition prem uns--ln accordance with regulatory treatnent, the
Conpany defers utility debt redenption prem uns and anortizes such costs
over the original life of the reacquired bonds

I nvest nents-- At Decenber 31, 2001 and 2000, the Conpany had investnments of
$6, 108, 000 and $6, 759, 000, respectively, in limted partnerships that
invest in tax-credit qualifying affordable housing projects. These
investments provided the Conpany with tax credits of $1,418,000 and

$1, 414,000 in 2001 and 2000, respectively. The bal ance of investments at



Decenmber 31, 2001, consists of $6,058,000 in additional investnments
accounted for under the equity nethod and $5, 843,000 in other investnents
accounted for under the cost nethod, with $1, 186,000 related to
participation in econom c devel opnment |oan pools. The bal ance of
investments at Decenber 31, 2000, consists of $5,024,000 in additional
investments accounted for under the equity nmethod and $6, 180, 000 i n ot her
investnments accounted for under the cost nethod, with $1,263,000 related to
participation in econom c devel opnent | oan pools. (See further discussion
under note 10.)

Inventories--The electric operation inventories are reported at average
cost. The plastics, health services, manufacturing, and other business
operation inventories are stated at the |ower of cost (first-in, first-out)
or market.

Short-term debt--There was no short-term debt outstanding as of Decenber
31, 2001 and 2000. The average interest rate paid on short-term debt during
2001 and 2000 was 5.2 percent and 8.1 percent, respectively.

I ntangi bl e assets--The majority of the Conpany's intangible assets consi st
of goodwi || associated with the acquisition of subsidiaries. Intangible
assets are anortized on a straight-line basis over periods of 40 years for
the tel ecommuni cation operations and 15 years or less for all other

goodwi I | and intangi bl es.

The Conpany periodically evaluates the recovery of intangible assets based
on an anal ysis of undiscounted future cash flows. As a result of changing
mar ket conditions during 2000, the Conpany conpleted an eval uation of the
recoverability of the assets of a subsidiary acquired by Otter Tail Energy
Services in 1998. As a result of the evaluation it was determined that
$800, 000 of goodwill was inpaired and was charged to anortization expense
during 2000. As a result of the witedown, the renmining goodw Il related
to the acquisitionis $1.0 mllion as of Decermber 31, 2001.

Total intangibles as of Decenber 31 are as follows:

(in thousands)

Goodwi I | on tel econmuni cati ons operations $ 7,749 $ 7,749
O her intangible assets, primarily goodwill 56, 761 47, 288
Tot al 64,510 55, 037
Less accunul ated anortization 14, 705 11, 505
I nt angi bl es- net $49, 805 $43, 532

Adoption of new accounting pronouncenents--The Conpany adopted Statenent

of Financial Accounting Standards (SFAS) 133, Accounting for Derivative
Instruments and Hedgi ng Activities, as amended, on January 1, 2001, which
requires all derivative instruments be reported on the consolidated bal ance
sheet at fair value. The adoption of SFAS No. 133 did not have a naterial
effect on the Conpany's consolidated financial statements. The application
of SFAS 133 to electric utilities continued to evolve throughout 2001. On
Decenber 19, 2001, the Financial Accounting Standards Board revi sed SFAS
133 Inplenentation Issue No. Cl15 to be effective April 1, 2002 with early
adoption all owed. As of Decenber 31, 2001, the Conpany early adopted the
revised SFAS 133 | nplenentation |Issue No. Cl5. The Conpany has determ ned
that certain electric energy contracts neet the criteria of a derivative
under SFAS 133 but qualify for the nornal purchase and normal sales
exception and are not subject to mark-to-market accounting treatment. SFAS
133 did not have a material effect on the Conpany's 2001 consolidated
financial statenents.

In July 2001 the FASB issued SFAS 141, Business Conbi nations, which
requires the purchase nethod of accounting be used for all business

conbi nations initiated after June 30, 2001. SFAS 141 al so specifies that
intangi bl e assets acquired in a business conbination, that neet certain
criteria, be recognized and reported apart from goodwill. The Conpany has
adopted this statement as of July 1, 2001 and applied it to the
acquisitions that occurred after July 1, 2001: Interim Solutions and Sal es,
Inc., Mdwest Medical Diagnostics, Inc., Nuclear |maging, Ltd., and Titan
Steel Corporation. Adoption of this statenent did not have a material
effect on the Conpany's consolidated financial statenents.

I'n July 2001 the FASB issued SFAS 142, Goodwi Il and O her Intangible
Assets, which requires goodwi Il and intangible assets with indefinite
useful lives no longer be anortized. Rather they will be tested for
inmpairnent, at |east annually, in accordance with the provisions of SFAS
142. Intangible assets with finite useful lives will be anortized over
their respective estimated useful lives and will be reviewed for inpairment
in accordance with SFAS No. 144, Accounting for the Inpairnent or Disposal
of Long-Lived Assets. SFAS 142 is effective January 1, 2002, except for any



goodwi I | arising in a purchase business conbination conpleted on or after
July 1, 2001 which would be subject imrediately to the provisions of SFAS
142. As of Decenber 31, 2001, the Conpany had net goodwill|l of $48.2

mllion. Included on the Conpany's consolidated statenment of income for the

year ended Decenber 31, 2001 is $3.2 mllion in goodw Il anortization
expense. SFAS 142 requires the Conpany perform an assessnment of goodwill
i mpai rment as of the date of adoption. Any inpairment |loss resulting from

this transition to SFAS 142 woul d be recogni zed as a cunul ative effect of a

change in accounting principle in the Conpany's consolidated inconme
statement at the tinme of adoption. The Conpany is continuing to evaluate
the statement for its inpact on the Conpany's consolidated financial
statements. Based on the work conpleted to date, the Conpany does not
expect the inplenentation of this statenment to have a material inpact on
its consolidated results of operations and financial position.

I'n July 2001 the FASB issued SFAS 143, Accounting for Asset Retirenent

bl i gations, which provides accounting requirements for retirenment
obligations associated with tangible |long-lived assets. This statenment is
effective for fiscal years beginning after June 15, 2002. The Conpany is
assessing this statement but has not yet determi ned the inpact of SFAS 143
on its consolidated financial position or results of operations.

The FASB issued SFAS 144, Accounting for the Inpairment or Disposal of
Long- Li ved Assets in October 2001. SFAS 144 replaces SFAS 121, Accounting
for the Inpairnment of Long-Lived Assets and for Long-Lived Assets to be
Di sposed Of. This statement devel ops one accounting nodel for long-lived
assets to be disposed of by sale and al so broadens the reporting of

di sconti nued operations to include all conponents of an entity with
operations that can be distinguished fromthe rest of the entity in a

di sposal transaction. The statenment is effective for fiscal years beginning

after Decenber 15, 2001. The Conpany adopted the accounting nodel for

i mpai rment or disposal of long-lived assets starting January 1, 2002.
Adoption of this statement did not have a material effect on the Conpany's
consol idated financial statenents.

Busi ness conbi nations, dispositions and segnent information

On February 28, 2001 the Conpany acquired all of the outstanding common stock

of T.O Plastics, Inc. in exchange for 451,066 newy issued shares of the
Conpany' s common stock. T.O Plastics, Inc. custom manufactures returnable
pallets, material and handling trays and horticultural containers. It has
three facilities in Mnnesota and one facility in South Carolina. On

Sept enber 28, 2001 the Conpany acquired all of the outstanding common stock
of St. George Steel Fabrication, Inc. in exchange for 270,370 newy issued
shares of the Conpany's common stock. St. George Steel is a fabricator of
steel products engaged in custom and proprietary operations |located in U ah.
These acquisitions were accounted for as a pooling-of-interests. Since the
St. Ceorge Steel acquisition was initiated prior to June 30, 2001,

pool i ng-of -i nterest accounting was all owed under the transition provision of
Statenent of Financial Accounting Standards No. 141. The Conpany's

consol i dated financial statements for 2000 and 1999 have been restated to
reflect the effects of the poolings. The results of operations of the
separate conpani es and the conbi ned amounts included in the consolidated
financial statement are presented in the table bel ow

Oter Tail

Cor porati on

Pool ed

Entities

Conbi ned

except per share anounts)

(in thousands,

FOR THE YEAR ENDED DECEMBER 31, 1999:
Changes in common equity:

Common shares, par val ue $ 119, 250
Prem um on common shares --
Unear ned conpensation (301)
Ret ai ned ear ni ngs 126, 744
Accunul at ed ot her conprehensive inconme --
Total conmon equity $ 245,693
Operating revenues $ 464,577
Net | ncome 44,977
Ear ni ngs avail abl e for common shares 42,749
Average common shares outstandi ng-dil uted 23, 853
Di |l uted earnings per share $ 1.79

FOR THE YEAR ENDED DECEMBER 31, 2000:
Changes in common equity:
Common shares, par val ue $ 119, 264
Prem um on conmon shares 50
Unear ned conpensation (226)

$ 3,607
(534)

$ 3,073
$ 24,667
318

318

722

$ 122, 857
(301)
126, 210

$ 489, 244
45, 295
43, 067
24,575

$1.75

$ 122,871
50
(226)



Ret ai ned ear ni ngs 140, 511
Accunul at ed ot her conprehensive income (220)
Total conmmon equity $ 259, 379
Operating revenues $ 559, 445
Net | ncone 40, 224
Ear ni ngs avail abl e for common shares 38, 346
Average common shares outstandi ng-dil uted 23,928
Dil uted earnings per share $ 1.61

FOR THE THREE MONTHS ENDED MARCH 31, 2001 (1)

Operating revenues $ 155, 509
Net | ncone 11, 471
Ear ni ngs avail able for common shares 11, 002
Average common shares outstandi ng-dil uted 24,506
Di |l uted earnings per share $ 0. 45
FOR THE THREE MONTHS ENDED JUNE 30, 2001 (1):
Operating revenues $ 152, 896
Net | ncone 8,775
Ear ni ngs avail abl e for common shares 8, 305
Average common shares outstandi ng-dil uted 24,529
Di | uted earnings per share’ $ 0.34

FOR THE SI X MONTHS ENDED JUNE 30, 2001 (1):

Operating revenues $ 308, 405
Net | ncome 20, 246
Ear ni ngs avail abl e for common shares 19, 307
Average common shares outstandi ng-dil uted 24,515

Di | uted earnings per share’ $ 0.79

(1) St. George Steel Fabrication, Inc. only.

On Septenber 4, 2001 the Conpany acquired the assets and operations of
Interim Solutions and Sales, Inc. and M dwest Medical Diagnostics, Inc. of
M nneapolis, M nnesota. These conpani es operate as a division of DVMS

I magi ng, Inc. and provi de nobile diagnostic inmaging services on an interim
basis for conputed tonography and magnetic resonance inmaging, fee-per-exam
options and sal es of previously owned inegi ng equi pnent. Revenues for 2000
were approximately $3.1 million. The acquisition was accounted for using
the purchase nethod and the excess of the purchase price over the net
assets acquired was $2.2 nillion.

On Septenber 10, 2001 the Conpany acquired the assets and operations of
Nucl ear 1 maging, Ltd., of Sioux Falls, South Dakota. Nuclear |nmaging

provi des nobile nucl ear nedicine, positron em ssion tonography and bone
densitonetry services to nore than 120 healthcare facilities in the

M dwest. Nuclear Inmaging is a subsidiary of DVS I maging, Inc. Revenues for
2000 were approximately $6.9 nmillion. The acquisition was accounted for

usi ng the purchase nethod and the excess of the purchase price over the net
assets acquired was $4.8 million

On Novenber 1, 2001 the Conpany acquired the assets and operations of Titan
Steel Corporation of Salt Lake City, Utah. Titan is a fabricator of steel
products engaged in customoperations. Titan is an operating division of

St. George Steel Fabrication, Inc. Revenues for 2000 were approxi mately $9
mllion. The acquisition was accounted for using the purchase nethod and
the excess of the purchase price over the net assets acquired was
immaterial.

The acquisitions of Interim Solutions and Sales, Inc., Mdwest Medical

Di agnostics, Inc., Nuclear Imaging, Ltd and Titan Steel Corporation were
accounted for using the purchase nethod of accounting under SFAS 141. Under
the transition provision of SFAS 142 no goodwi ||l was anortized for these
acqui sitions during 2001. The pro forma effect of these acquisitions on
2000 and 1999 revenues, net incone, or earnings per share was not
significant.

On January 1, 2000 the Conpany acquired the assets and operations of

Vinyl tech Corporation (Vinyltech) l|ocated in Phoenix, Arizona. Vinyltech is
a manufacturer of polyvinyl chloride (PVC) pipe and produces approxi mately
90 million pounds of pipe annually. Annual revenues for 1999 were

approxi mately $41 mllion.

On June 1, 2000 the Conpany acquired the assets and operations of Portable
X-Ray & EKG Inc. (PXE) located in Mnneapolis, Mnnesota. PXE is a
provider of nobile x-ray, EKG ultrasound and echocardi ogram services
primarily to patients in long-termcare facilities in the M nneapolis/St.
Paul market. Its 1999 annual revenues were approxinmately $2.8 mllion.

These acqui sitions were accounted for using the purchase nmethod of

$ 4, 145
529
528
270

$ 4,436
382
383
270

$ 8,581
911
911
270

140, 796
(220)

$ 159, 654
12, 000
11,530
24,776

$ 157,332
9, 157

8, 688
24,799

$ 0.35

$ 316, 986
21, 157
20, 218
24,785



accounting. The excess of the purchase price over the net assets acquired
of approximately $24 nmillion is being anortized over 15 years. The pro
forma effect of these acquisitions on 1999 revenues, net inconme, or

earni ngs per share was not significant.

On Septenber 1, 1999 the Conpany acquired the flatbed trucking operations
of EE. W Wlie Corporation (Wlie). The acquisition was accounted for using
the purchase nmethod of accounting. The excess of the purchase price over
net assets acquired of approximately $8 million is being anortized over 15
years. Wlie is located in Fargo, North Dakota, and operates in 48 states
and 6 Canadi an provinces. The pro forma effect of the Wlie acquisition on
1999 revenues, net income, or earnings per share was not significant.

On Cctober 1, 1999 the Conpany conpleted the sale of certain assets of the
radio stations and vi deo production conpany owned by KFGO, Inc. and the
radi o stations

owned by Western M nnesota Broadcasting Conpany for $24.1 million. The gain
after incone tax was $8.1 million or $0.34 cents per share.

Segrment i nfornation--The accounting policies of the segments are described
under note 1 - Sunmary of significant accounting policies. The Conmpany's
busi ness operations consist of five segnents based on products and
services. Electric includes the electric utility only and is based in

M nnesota, North Dakota, and South Dakota. Plastics consists of businesses
involved in the production of PVC pipe in the Upper M dwest and Sout hwest
regions of the United States. Health services include businesses involved
in the sale of diagnostic nedical equipnent, supplies and accessories. In
addition these businesses al so provide service nmintenance, nobile

di agnostic imaging, nobile PET and nucl ear nedicine i magi ng, portable x-ray
imagi ng and rental of diagnostic nmedical inmeging equipnent to various
nmedical institutions located in 32 states. Manufacturing operations consi st
of businesses involved in the production of w nd towers,

frame-strai ghtening equi pnent and accessories for the auto body shop
industry, customplastic pallets, material and handling trays, and
horticultural containers, fabrication of steel products, contract

machi ning, and netal parts stanping and fabrication located in the Upper

M dwest and Utah. O her business operations consist of businesses operating
in electrical and tel ephone construction contracting, transportation,

t el econmuni cati ons, entertainnent, and energy services and natural gas
marketing as well as the portion of corporate adm nistrative and general
expenses that are not allocated to other segments. The electrical and

t el ephone construction contracti ng conpani es and energy services and
natural gas narketing business operate primarily in the Upper M dwest. The
tel ecomuni cati ons conpani es operate in central and northeast M nnesota and
the transportati on conpany operates in 48 states and 6 Canadi an provinces.
The Conpany eval uates the performance of its business segnents and

al |l ocates resources to them based on earnings contribution and return on
total invested capital. Information for the business segnments for 2001,
2000 and 1999 is presented in the follow ng table.

2001
Operating revenue
Electric $307, 684
Pl astics 63, 216
Manuf act uri ng 123, 436
Heal th services 79,129
O her business operations 80, 667

Tot al

Operating incone

El ectric $ 57,150
Pl astics (1, 391)
Manuf act uring 12,175
Heal th services 6, 862
Ot her busi ness operations 2,688

Tot al $ 77,484

Depreci ation and anortization

Electric $ 24,272
Pl astics 3,229
Manuf act uri ng 5,139
Heal t h services 3,517
O her business operations 5,943

Tot al $ 42,100

t housands)

$262, 280
82,667
97, 506
66, 319
78, 159

$233, 527
31, 504
87, 086
68, 805
68, 322

$ 47,234
3,382
5,297
4,936
7,364



Capi tal expenditures
El ectric
Pl astics
Manuf act uri ng
Heal th services
Ot her busi ness operations

Tot al

Identifiable assets
El ectric
Pl astics
Manuf act uri ng
Heal th services
Ot her business operations

Tot al

$523, 948
45, 649
67,033
50, 560
95, 351

No single external custoner accounts for 10 percent or nore of the Conpany's
revenues. Substantially all sales and long-lived assets of the Conpany are

within the United States.

Rate matters and arbitration settlenent.

I'n 2001 the M nnesota Legislature exenpted certain generation machinery and
attached equi pnent fromthe new state personal property tax |levy. The |aw
al so required that any windfall tax savings resulting fromthis exenption be
refunded to electric utility custoners. As a result of this law, $238,000 in
2001 property tax savings will be refunded to retail electric custoners in

2002.

On Decenber 29, 2000, the NDPSC approved a perfornmance-based rateneking plan
that links allowed earnings in North Dakota to seven defined performance
standards in the areas of price, electric service reliability, custoner

satisfaction, and enployee safety. The plan is in place for

2001 t hrough

2005, unl ess suspended or termi nated by the NDPSC or the Conpany. In 2001,

the electric utility recorded an estimated $334, 000 refund

to North Dakota

custoners based on 2001 earnings and the perfornmance relative to the defined

standards of the performance-based ratenaking plan.

During the second quarter of 2000, the M nnesota, South Dakota and North

Dakota utility regulatory agencies approved the accounting

treatment of

settlement proceeds related to the Knife River coal contract arbitration. The
settlement proceeds of $3.2 nmillion (including interest) had been recorded as
a liability on the bal ance sheet since 1999 pending regul atory approval. The
approval allowed the Conpany to recover arbitration costs of $1.0 million

that had been previously expensed and to recognize as incone $308, 000 of fuel

cost savings applicable to whol esal e power pool sales. The

remai ning $1.9

mllion represents a reduction of fuel costs that were returned to the
Conpany's electric retail custoners through the cost of energy adjustnment

cl ause during 2000.

On Cctober 6, 1999, the NDPSC approved a settlenent agreenent follow ng an
audit of the Conpany's electric operations in North Dakota. The effect of
this settlenent decreased 1999 earnings by approxi mately $441,000 after taxes
or $0.02 per share. As part of the settlenment agreenent, the Conpany was
required to refund to North Dakota customers during 2000 any 1999 regul ated

el ectric operations earnings fromNorth Dakota over a 12.5
equity. The anpunt of the refund was insignificant.

Common shares

New i ssuances-- Conmon stock issuances during 2001 included

unregi stered shares to effect the pooling acquisitions, 74,

percent return on

721, 436
480 shares issued

as a result of stock options exercised, 3,041 shares issued as director

conpensati ons and 1,681 shares of restricted stock.

Stock split--On March 15, 2000 the Conpany effected a two-for-one Conmon

Stock split in the formof a 100 percent stock dividend by
addi tional $5.00 par value Common Share for each $5.00 par
out standi ng on February 15, 2000. All commpn share and per

been adjusted for 2000 and 1999 to reflect the stock split.

i ssuance of one
val ue Common Share
share ampbunts have

Stock incentive plan--Under the 1999 Stock Incentive Plan (Incentive Plan) a
total of 2,600,000 common shares were authorized for granting of stock
awards. The Incentive Plan provides for the grant of options, performance

awar ds,

$ 24,659

$531, 778
49, 831
59, 130
32,909
64, 060

$ 21,095

$524, 012
16, 477
43,908
29, 542
80, 402



restricted stock, stock appreciation rights and other types of stock grants
or stock-based awards. The exercise price of the stock options is equal to
the fair market value per share at the date of the grant. Options granted
to outside directors are exercisable i mediately, and all other options
granted as of Decenber 31, 2001 vest ratably over a four-year period. The
options expire ten years after the date of the grant.

The Conpany accounts for the Incentive Plan under APB 25. Unearned
conpensation relating to the options granted in 1999 was $151, 000 at
Decenber 31, 2001, and is included as a reduction of common equity. Had
conpensation costs for the stock options issued under the Incentive Plan
been determi ned based on estimated fair value at the award dates, as
prescribed by SFAS 123, the Conpany's net income for 1999 through 2001
woul d have decreased as presented in the table below. This may not be
representative of the pro forma effects for future years if additional
options are granted. Using the Bl ack-Schol es option-pricing nodel, the
Conpany's pro forma net income with related assunptions are as follows:

2001 2000 1999
Net incone
As reported $43, 603 $41, 042 $45, 295
Pro forma $42, 770 $40, 697 $45, 132
Di | uted earnings per share
As reported $1. 68 $1.59 $1.75
Pro forma $1.64 $1.58 $1.75
Risk free interest rate 5.5% 5.2% 5.2%
Expected |ives 7 years 7 years 7 years
Expected volatility 24. 9% 23. 7% 19. 3%
Di vi dend yield 4. 0% 4. 5% 5.0%

Presented below is a summary of the stock options activity for 2001, 2000,

and 1999.
Stock Option Activity 2001 2000 1999
Aver age Aver age Aver age
exerci se exerci se exerci se
Opti ons price Opti ons price Options price
Qut st andi ng,
begi nni ng of year 787,316 $19. 55 442,900 $19. 25 -- $  --
Grant ed 582, 000 26. 33 360, 000 19.75 450, 700 19. 25
Exer ci sed 74,936 19. 44 750 19.19 -- --
Forfeited 29, 338 22.17 14, 834 19. 30 7, 800 19. 19
Qut st andi ng, year end 1, 265, 042 22.39 787, 316 19. 55 442,900 19. 25
Exerci sabl e, year end 257, 269 $19. 83 127,542 $19. 25 -- $  --
Fair value of options
granted during year $ 5.88 $ 3.79 $ 2.79

The following table sunmarizes informati on about options outstandi ng as of
Decenber 31, 2001:

Opti ons outstandi ng Options exercisable
Wei ght ed-

aver age wei ght ed- Wei ght ed-

Qut st andi ng remai ni ng aver age Exerci sabl e aver age

Range of as of contractual exerci se as of exerci se

exercise prices 12/31/01 life price 12/31/01 price
$17. 84- $20. 82 687, 542 7.6 $19. 46 238, 769 $19. 38
$20. 83-$23. 79 7,500 7.6 $21. 75 2,500 $21.75
$23. 80- $26. 77 554, 000 9.3 $26. 25 16, 000 $26. 25
$26. 78-$29. 74 16, 000 9.9 $29. 34 -- --

In addition to the stock options granted, 1,681, 12,415 and 2,298 shares of
restricted stock were granted during 2001, 2000 and 1999, respectively.

Enpl oyee stock purchase pl an--The 1999 Enpl oyee Stock Purchase Pl an
(Purchase Plan) allows eligible enployees to purchase the Conpany's common
shares at 85



percent of the |lower nmarket price at either the beginning or the end of each
si x-nonth purchase period. A total of 400,000 commpn shares are available for
purchase by enpl oyees under the Purchase Plan. During 2001 56,612 common
shares and in 2000, 53,630 conmmon shares were purchased fromthe open narket

Di vi dend reinvestnent and share purchase plan--On August 30, 1996, the
Conpany filed a shelf registration statenent with the Securities and Exchange
Conmmi ssion for the issuance of up to 2,000,000 conmon shares pursuant to the
Conpany' s Automatic Dividend Rei nvestnment and Share Purchase Plan (the Pl an)
whi ch permits shares purchased by sharehol ders or custoners who participate
in the Plan to be either new i ssue common shares or common shares purchased
on the open narket. Since June 1999, common shares needed for this Plan have
been purchased fromthe open market instead of issuing new shares. Prior to
this the Conpany had been issuing newly issued common shares: 89,238 shares
were issued in 1999

Shar ehol der rights plan--On January 27, 1997, the Conpany's Board of
Directors declared a dividend of one preferred share purchase right (Right)
for each outstanding common share held of record as of February 10, 1997. One
Ri ght was al so issued with respect to each common share issued after February
10, 1997. Each Right entitles the holder to purchase fromthe Conpany one
one-hundredth of a share of newly created Series A Junior Participating
Preferred Stock at a price of $70, subject to certain adjustment. The Rights
are exercisable when, and are not transferable apart fromthe Conpany's
common shares until, a person or group has acquired 15 percent or nore, or
comenced a tender or exchange offer for 15 percent or nore, of the Conpany's
common shares. |If the specified percentage of the Conpany's conmon shares is
acquired, each Right will entitle the holder (other than the acquiring person
or group) to receive, on exercise, comon shares of either the Conpany or the
acquiring conpany having value equal to two tinmes the exercise price of the
Ri ght. The Rights are redeemabl e by the Conpany's Board of Directors in
certain circunstances and expire on January 27, 2007

Ret ai ned earnings restriction

The Conpany's Indenture of Mrtgage and Articles of Incorporation, as
amended, contain provisions that limt the amount of dividends that may be
paid to comon sharehol ders. Under the nobst restrictive of these provisions
retained earnings at Decenmber 31, 2001 were restricted by $9,238, 000

Conmi t nents and conti ngenci es

At Decenmber 31, 2001, the electric utility had conm tnments under contracts in
connection with construction prograns aggregating approxi nately $16, 234, 000
For capacity and energy requirenments the electric utility has agreenents
extendi ng through 2006, at annual costs of approximtely $14, 168,000 in 2002
$12, 241,000 in 2003, $12,261,000 in 2004, $10,762,000 in 2005, and

$10, 028, 000 in 2006

The electric utility has contracts providing for the purchase and delivery of
a significant portion of its current coal requirenents. These contracts
expire between 2002 and 2016. In total, the electric utility is conmitted to
the m ni mum purchase of approxinately $105, 927,000 or to make paynents in
Iieu thereof, under these contracts. The cost of energy adjustnent process in
the rate-making provision |lessens the risk of |oss from market price changes
because it provides for recovery of nost fuel costs

The anmpunts of future operating |ease paynents are as follows:

El ectric Di versified
utility conpani es

(in thousands)

2002 $ 1,445 $14, 978
2003 1, 440 11, 091
2004 1,151 7,958
2005 944 6,213
2006 944 1,542
Later years 4,537 584
Tot al $10, 461 $42, 366

Rent expense was $20, 242,000, $16, 595,000, and $14, 233,000, for 2001, 2000
and 1999, respectively

The Conpany is occasionally a party to litigation arising in the normal
course of business. The Conpany regularly analyzes current information and
as necessary, provides accruals for probable liabilities on the eventua



di sposition of these matters. The Conpany believes the effect on its
consol idated results of operations and financial position, if any, for the
di sposition of all currently pending matters will not be naterial

7. Long-term obligations

Long-term debt--All utility property, with certain mnor exceptions, is
subject to the lien of the Indenture of Mrtgage of the Conpany securing its
First Mrtgage Bonds. The Conpany is required by the Indenture to make annua
paynments (exclusive of redenption prem uns) for sinking fund purposes, except
that the requirement with respect to certain series may be satisfied by the
delivery of bonds of such series of equal principal anmount. The Conpany

i ssued First Mortgage Bonds of its pollution control series to secure paynent
of a like principal anpunt of revenue bonds that were issued by |oca
governnental units to finance facilities |eased or purchased and that the
Conpany has capitalized. As a requirement of the issuance of the 6.63% Senior
Not es, each of the subsidiaries of the Conpany has conpleted a guaranty
agreenent. Varistar's termnotes and credit |ine borrowi ngs are secured by a
pl edge of all of the common stock of the conpanies owned by Varistar. The
aggregate anmounts of nmaturities and sinking fund requirenents on bonds

out standi ng and other |ong-termobligations at Decenmber 31, 2001, for each of
the next five years are $28, 946,000 for 2002, $7,378,000 for 2003, $6,851, 000
for 2004, $6,122,000 for 2005, and $4,222,000 for 2006

8. Pension plan and other postretirement benefits

Pensi on pl an--The Conpany's noncontributory funded pension plan covers
substantially all electric utility and corporate enpl oyees. The plan provides
100 percent vesting after 5 vesting years of service and for retirenent
conpensation at age 65, with reduced conpensation in cases of retirenent

prior to age 62. The Conpany reserves the right to discontinue the plan, but
no change or discontinuance may affect the pensions theretofore vested. The
Conpany's policy is to fund pension costs accrued. All past service costs
have been provided for

The pension plan has a trustee who is responsible for pension paynents to
retirees. Five investment managers are responsible for managing the plan's
assets. |In addition, an independent actuary perforns the necessary actuaria
val uations for the plan

Net periodic pension cost/(income) for 2001, 2000, and 1999 includes the
follow ng conponents:

(in thousands)

Service cost--benefit earned during the period $ 2,544 $ 2,458
Interest cost on projected benefit obligation 8,766 8,439
Expected return on assets (14, 610) (13, 662)
Anortization of transition asset (235) (235)
Anortization of prior-service cost 1,107 1, 107
Anortization of net gain (1, 900) (1, 869)
Net periodic pension cost/(incone) $(4, 328) $(3,762)

The plan assets consist of commopn stock and bonds of public conpanies, U S
Governnent Securities, cash, and cash equival ents

The following tables provide a reconciliation of the changes in the plan's
benefit obligations and fair value of assets over the two-year period
endi ng Decenber 31, 2001, and a statement of the funded status as of
Decenber 31 of both years

(in thousands)

Reconci l i ati on of benefit obligation

Obligation at January 1 $116, 444 $114, 445
Service cost 2,544 2,458
I nterest cost 8,766 8,439
Actuarial |oss (gain) 4,332 (1, 502)
Benefit payments (7,563) (7,396)

Obligation at Decenmber 31 $124,523 $116, 444



Reconciliation of fair value of plan assets
Fair value of plan assets at January 1
Actual return on plan assets
Benefit paynments

Fair value of plan assets at Decenber 31

Funded status:
Over funded status at Decenber 31
Unr ecogni zed transition asset
Unr ecogni zed prior-service cost
Unr ecogni zed net actuarial gain

Net prepaid benefit cost recognized

$153, 649
(7,292)
(7,563)

$ 14,271
(73)

6, 710
(13, 831)

The following table provides the ambunts recognized in the Consolidated

Bal ance Sheets as of Decenber 31

Prepai d benefit cost

The assunptions used for actuarial valuations were

Di scount rate
Rate of increase in future conpensation |eve
Long-termrate of return on assets

$159, 555
1,490
(7,396)

$ 37,205
(309)
7,816
(41, 964)

(i n thousands)

$ 7,077

7.75%
4. 25%
9. 50%

Executive survivor and supplenmental retirenment plan--The Conpany has an
unfunded, nonqualified benefit plan for executive officers and certain key
managenent enpl oyees. This plan provides defined benefit paynents to these
enpl oyees on their retirements for life or to their beneficiaries on their
death for a 15-year postretirenent period. Life insurance carried on the

plan participants is payable to the Conpany on the enpl oyee's death.

There

are no plan assets in this nonqualified benefit plan due to the nature of

the plan

Net periodic pension cost for 2001, 2000, and 1999 includes the fol
conponent s:

Service cost--benefit earned during the period
Interest cost on projected benefit obligation
Anortization of transition obligation
Anortization of prior service cost

Recogni zed net actuarial |oss

Net periodi c pension cost
Early retirement and curtail nent

Tot al

The following tables provide a reconciliation of the changes in the

owi ng

plan's

benefit obligations over the two-year period ending Decermber 31, 2001 and a

statement of the funded status as of Decenber 31

Reconci |l i ati on of benefit obligation
Obligation at January 1
Servi ce cost
I nterest cost

$ 2,748

7.75%
4. 25%
9. 50%

(in thousands)

$ (136)

798

17

191

1

$ 871

711

$ 1,582
2000

(in thousands)

$ 12,713
(76)
956

$ 10,412
(136)
798



Pl an amendnent s
Actuarial |oss
Early retirenent
Benefit paynents

Obligation at Decenber 31

Funded status:
Funded status at Decenber 31
Unrecogni zed transition obligation
Unr ecogni zed prior-service cost
Unr ecogni zed net actuarial |oss

Net anount recogni zed

2, 451 1,732
-- 711

(740) (445)

$ 14, 365 $ 12,713
$( 14, 365) $ (12,713)
1,104 2,234
5,124 2,789

$ (8,137) $ (7,690)

The following table provides the ambunts recognized in the Consolidated

Bal ance Sheet as of Decenber 31

Accrued benefit liability
I ntangi bl e asset
Accunul at ed ot her conprehensive expense

Net ampunt recogni zed

The assunptions used for actuarial valuations were

Di scount rate
Rate of increase in future conpensation |eve

Postretirenent benefits--The Conpany provides a portion of

(in thousands)

$ (11, 216) $ (10, 144)
1,104 2,234
1,975 220

$ (8,137) $  (7,690)

2001 2000
7.75% 7.75%
4.50% 4.50%

heal th insurance

and life insurance benefits for retired electric utility and corporate

enpl oyees. Substantially all of the Conpany's electric utility and
corporate enployees may beconme eligible for health insurance benefits if
they reach age 55 and have 10 years of service. On adoption of SFAS 106
Enpl oyers' Accounting for Postretirenent Benefits Other Than Pensions, in
January 1993, the Conpany el ected to recognize its transition obligation
related to postretirenent benefits earned of approximately $14, 964, 000 over

a period of 20 years. There are no plan assets.

The net periodic postretirenment benefit cost for 2001, 2000, and 1999

includes the follow ng conponents:

Service cost - benefit earned during the period

Interest cost on accunul ated postretirenent
benefit obligation

Anortization of transition obligation

Anortization of prior service cost

Life insurance benefits

Anortization of net gain

Net periodic postretirenment benefit cost

(in thousands)

The following tables provide a reconciliation of the changes in the plan's

benefit obligations over the two-year period ending Decenber
statenent of the funded status as of Decenber 31:

Reconci |l i ati on of benefit obligation
Obligation at January 1
Servi ce cost
I nterest cost

$ 681 $ 688
1,768 1,701
748 748
111 111
-- 865
(51) --
$3, 257 $4, 113
31, 2001 and a
2001 2000

(in thousands)

$ 24,606 $ 20, 251
681 688
1,768 1,701



Actuarial |oss 3,077

Fu

Ac

Ef

Ef

10.

Benefit payments (2, 264)
Life insurance benefits --
Partici pant prem um paynents 682
Obligation at Decenber 31 $ 28, 550
nded status:

Funded status at Decenber 31 $(28, 550)
Unr ecogni zed transition obligation 8,230
Unr ecogni zed prior service cost 375
Unr ecogni zed | oss (gain) 1, 304
Net anmount recogni zed $(18, 641)

$( 24, 606)
8,978

(in thousands)

crued benefit liability $(18, 641)

The assunmed health-care cost-trend rate used in nmeasuring the accunul ated
postretirement benefit obligation as of December 31, 2001 was 10.0 percent
for 2002, decreasing linearly each successive year until it reaches 5.0
percent in 2007, after which it renmins constant. The assunmed di scount rate
used in determ ning the accunul ated postretirement benefit obligation as of
Decenber 31, 2001 and 2000, was 7.75 for both years

Assunmed health-care cost-trend rates have a significant effect on the anpunts
reported for health care plans. A one-percentage-point change in assuned
heal th-care cost-trend rates for 2001 woul d have the follow ng effects:

1 percent
increase

$ (16, 967)

1 percent
decrease

(in thousands)

fect on total of service and interest
cost conponents $ 402
fect on the postretirement benefit obligation $3, 615

Leveraged enpl oyee stock ownership plan--The Conpany has a | everaged enpl oyee
stock ownership plan for the benefit of all its electric utility and
corporate enpl oyees. Contributions made by the Conmpany were $1, 100, 000 for
2001, $1,130,000 for 2000, and $1, 110,000 for 1999

Conpensati ng bal ances and short-term borrow ngs

The Conpany nmintains formal bank lines of credit for its electric utility
operations separate fromlines of credit maintained by the diversified
conpani es. The lines of credit nake available to the Conpany bank |oans for
short-term financing and provide backup financing for comercial paper notes
At Decenber 31, 2001, the Conpany nmmintai ned no conpensating bal ances to
support formal bank lines of credit. The Conpany's bank lines of credit
total ed $42, 000, 000, none of which was used at Decenber 31, 2001

Fair value of financial instruments

The followi ng met hods and assunptions were used to estimate the fair val ue of
each class of financial instruments for which it is practicable to estimte
that val ue

Cash and short-terminvestnments--The carrying anount approxi mates fair val ue
because of the short-termmaturity of those instrunents

Ot her investnents--The carrying anount approximates fair value. A portion of
other investnents is in financial instrunents that have variable interest
rates that reflect fair value. The reminder of other investnents is
accounted for by the equity method which, in the case of operating |osses
results in a reduction of the carrying anount

Redeemabl e preferred stock--The fair value is estinated based on the current
rates available to the Conpany for the issuance of redeemmble preferred

$ (324)
$(3,011)



st ock.

Long-term debt--The fair value of the Conpany's long-term debt is estinated
based on the current rates available to the Conpany for the issuance of
debt. About $17 million of the Conpany's |ong-term debt, which is subject to
variable interest rates, approxi mates fair val ue.

(in thousands)

Carrying Fair Carrying Fair
anmount val ue anmount val ue
Cash and short-terminvestnents $ 11,378 $ 11,378 $ 1, 259 $ 1, 259
O her investnents 18, 009 18, 009 17, 966 17, 966
Redeemabl e preferred stock -- -- (18, 000) (18, 000)
Long-term debt (227, 360) (255, 785) (195, 128) (202, 942)
11. Property, plant, and equi pment
2001 2000

(Decenber 31, in thousands)

El ectric plant:

Production $ 313,013 $ 310, 956
Transm ssi on 158, 639 155, 611

Di stribution 258, 774 251, 753
Cener al 80, 044 77,037
El ectric plant 810, 470 795, 357
Less accunul ated depreciation and anortization 376, 241 358, 301
Electric plant net of accunul ated depreciation 434, 229 437, 056
Construction work in progress 25,094 10, 539
Net electric plant $ 459, 323 $ 447,595

Di versified operations plant $ 145,712 $ 129,716
Less accunul ated depreciation and anortization 65, 622 58, 118
Di versified plant net of accunul ated depreciation 80, 090 71,598
Construction work in progress 3,564 2,578
Net diversified operations plant $ 83,654 $ 74,176

Net pl ant $ 542,977 $ 521,771

12. Incone taxes

The total inconme tax expense differs fromthe anount conputed by applying
the federal income tax rate (35 percent in 2001, 2000 and 1999) to net
incone before total inconme tax expense for the follow ng reasons:

(in thousands)

Tax conputed at federal statutory rate $22, 290 $20, 789 $24, 424
I ncreases (decreases) in tax from
State incone taxes net of federal incone tax

benefit 2,564 2,279 2,652
Investnent tax credit anortization (1,176) (1,183) (1, 185)
Differences reversing in excess of federal rates (503) (774) (384)
Di vi dend received/ pai d deduction (674) (670) (667)
Af fordabl e housing tax credits (1, 418) (1,414) (1,393)
Per menent and ot her differences (1, 000) (672) 1,042

Total incone tax expense $20, 083 $18, 355 $24, 489
Overal |l effective federal and state incone tax rate 31.5% 30. 9% 35.1%
I ncome tax expense includes the follow ng:
Current federal income taxes $21, 110 $21, 835 $25, 875

Current state inconme taxes 3,107 4,162 5,099



Deferred federal inconme taxes
Deferred state incone taxes

Af f ordabl e housing tax credits
Investment tax credit anortization

Tot al

The Conpany's deferred tax assets and liabilities were conposed of the
2001 and 2000

follow ng on Decenber 31,

Deferred tax assets

Anortization of tax credits

Vacation accrua
Unear ned revenue
Qperating reserves

Differences related to property
Transfer to regulatory liability

O her

Total deferred tax assets

Deferred tax liabilities

Differences related to property
Excess tax over book pension
Transfer to regulatory asset

O her

Total deferred tax liabilities

Deferred i ncome taxes

13. Quarterly information

Because of changes in the
inmpact of diluted shares
share may not equal tota

Operating revenues
Operating incone

Net income
Ear ni ngs avail able for
common shares

Basi ¢ earnings per share

Di | uted earnings per share

Di vi dends pai d per conmon
share

Price range
Hi gh
Low
Aver age nunber of common
shares outstandi ng--basic
Aver age nunber of common
shares outstandi ng--dil uted

(unaudi t ed)

nunber of common shares outstanding and the

the sum of the quarterly earnings per

ear ni ngs per common share

March 31

$159, 654
$ 22,438

$ 12,000
$ 11,530

$ .47
$ .47

$ .26
$ 31.00
$ 23.00

24,577

24,776

$140, 227
$ 20,789

$ 11,004
$ 10,534

.43
.43

® #

© &+

(2,247) (4,717) (3,431)
707 (328) (476)
(1, 418) (1, 414) (1,393)
(1,176) (1,183) (1,185)
$20, 083 $18, 355 $24, 489
2001 2000
(in thousands)
$ 9,098 $ 9,849
1,892 1,623
1,850 1,715
13,552 12,537
4,394 3,067
577 539
2,025 1, 642
$ 33,388 $ 30,972
(104, 764) (105, 539)
(2,812) (1,113)
(5,053) (5, 510)
(2,330) (1,523)
$(114, 959) $(113, 685)
$ (81,571) $ (82,713)
conmmon
Three Months Ended
June 30 Sept enber 30 Decenber 31
2001 2000 2001 2000 2001 2000
(in thousands except per share data)
$157,332  $141, 436 $177,674  $149, 999 $159, 472 $155, 269
$ 15,720 $ 17,932 $ 20, 310 $ 19,796 $ 19, 016 $ 15,731
$ 9,157 $ 9,303 $ 11,077 $ 10,915 $ 11, 369 $ 9,820
$ 8,688 $ 8,833 $ 10, 607 $ 10, 446 $ 10, 785 $ 9,350
$ .35 $ .36 $ .43 $ .43 $ .44 $ .38
$ .35 % .36 $ .43 % .42 $ .43 $ .38
$ .26 $ . 255 $ .26 $ . 255 $ .26 $ . 255
$ 30.10 $ 27.50 $ 30.00 $ 23.88 $ 29.45 $ 29.00
$ 24.12 $ 19.00 $ 26.75 $ 20.75 $ 27.50 $ 21.19
24,586 24,571 24,606 24,571 24,633 24,573
24,799 24,642 24,881 24,645 24,912 24,725

St ock Listing

Oter Tail Corporation common stock trades on The Nasdaq Stock Market
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Section 7: EX-21.A (SUBSIDIARIEYS)

EXH BIT 21-A

OTTER TAI L CORPORATI ON

Subsi diaries of the Registrant
March 1, 2002

Conpany State of Organi zation

M nnesot a- Dakot a Gener ati ng Conmpany M nnesot a
Oter Tail Realty Conpany M nnesot a
OQiter Tail Energy Services Conpany, Inc. M nnesot a
OQter Tail Energy Managenent Conpany M nnesot a

O ter Tail Managenent Corporation* M nnesot a
ORD Cor por ati on* M nnesot a
Quadrant Co. * M nnesot a
Vari star Corporation M nnesot a
Northern Pi pe Products, Inc. Nort h Dakot a
Vi nyl tech Corporation Ari zona

T.O Plastics, Inc. M nnesot a
St. Ceorge Steel Fabrication, Inc. Ut ah

Preci si on Machine, Inc. Nort h Dakot a
DM | ndustries, Inc. Nort h Dakot a
Dakot a Engi neering, Inc.* Nort h Dakota
BTD Manufacturing, Inc. M nnesot a

M d- St ates Testing Conpany* M nnesot a
DMS Heal th Technol ogi es Nort h Dakot a
DMS | magi ng, Inc. Nort h Dakot a
Nucl ear Consultants, |nc. Sout h Dakot a
M dwest Imaging L.L.C Kansas

Nucl ear | magi ng of Kansas, L.L.C Kansas

Nucl ear | nmging, Ltd. Sout h Dakot a
DMS Leasi ng Corporation Nort h Dakot a
Aerial Contractors, Inc. Nort h Dakot a
Moor head El ectric, |nc. M nnesot a
Chassi s Liner Corporation M nnesot a
Chassis Liner Credit Corp.* M nnesot a
Chart Autonptive LLC M nnesot a
Chart Liner UL.C Nova Scotia
E. W Wlie Corporation Nort h Dakot a
M dwest I nformation Systens, Inc. M nnesot a

M dwest Tel ephone Conpany M nnesot a
Csaki s Tel ephone Conpany M nnesot a
The Peopl es Tel ephone Conpany of Bigfork M nnesot a
Data Vi deo Systens, |nc. M nnesot a

M S Investnments, Inc. M nnesot a

O ter Tail Communications SD, Inc.* Sout h Dakot a
Fargo Baseball, LLC M nnesot a
Fargo Sports Concession LLC M nnesot a
KFGO, Inc.* Nort h Dakot a
*| nactive

(Back To Top)

Section 8: EX-23 (CONSENT OF DELOITTE & TOUCHE LLP)

EXH BI T 23

| NDEPENDENT AUDI TORS' CONSENT

We consent to the incorporation by reference in Registration Statenent Nos.
333-11145 on Form S-3 and 333-25261, 333-73041, 333-73075 on Form S-8 of Otter
Tail Corporation of our report dated February 1, 2002, appearing in the 2001
Annual Report to Shareholders of Otter Tail Corporation and incorporated by



reference in this Annual Report on Form 10-K of Otter Tail Corporation for the
year ended Decenber 31, 2001.

/sl Deloitte & Touche LLP

M nneapolis, M nnesota
March 27, 2002

(Back To Top)
Section 9: EX-24.A (POWERS OF ATTORNEY)

EXH BI T 24

PONER OF ATTORNEY

I, JOHN C. MAC FARLANE, do hereby constitute and appoint JOHN
D. ERI CKSON and GEORGE A. KOECK, or any one of them ny Attorney-in-Fact for the
purpose of signing, in ny name and on ny behal f as Chief Executive Officer and
Director of Otter Tail Corporation, the Annual Report of Otter Tail Corporation
on Form 10-K for its fiscal year ended Decenber 31, 2001, and any and all
amendnments to said Annual Report, and to deliver on nmy behalf said Annual Report
and any and all amendnents thereto, as each thereof is so signed, for filing
with the Securities and Exchange Conmi ssion pursuant to the Securities Exchange
Act of 1934, as anended.

Date: January 28, 2002.

/sl John C. MacFarl ane

John C. MacFarl ane

I'n Presence of:

Penny Mbsher

POVNER OF ATTORNEY

I, KEVIN MOUG, do hereby constitute and appoint JOHN D.

ERI CKSON ny Attorney-in-Fact for the purpose of signing, in ny name and on ny
behal f as Chief Financial Oficer and Treasurer of Oter Tail Corporation, the
Annual Report of Otter Tail Corporation on Form 10-K for its fiscal year ended
Decenber 31, 2001, and any and all anendnents to said Annual Report, and to
deliver on ny behalf said Annual Report and any and all anendnents thereto, as
each thereof is so signed, for filing with the Securities and Exchange

Commi ssion pursuant to the Securities Exchange Act of 1934, as anended.

Date: February 6, 2002.

/sl Kevin Mug

Kevi n Mbug

In Presence of:



Susan Sorenson

POVER OF ATTORNEY

I, THOVAS M BROWN, do hereby constitute and appoint JOHN D.
ERI CKSON and GEORGE A. KCECK, or any one of them my Attorney-in-Fact for the
purpose of signing, in ny name and on ny behalf as Director of Oter Tail
Corporation, the Annual Report of Oter Tail Corporation on Form 10-K for its
fiscal year ended Decenmber 31, 2001, and any and all anendnents to sai d Annual
Report, and to deliver on ny behalf said Annual Report and any and all

amendnments thereto, as each thereof is so signed, for filing with the Securities

and Exchange Conmi ssion pursuant to the Securities Exchange Act of 1934, as
amended.

Date: January 28, 2002.

/sl Thomas M Brown

Thomas M Brown

In Presence of:

Donna M Hull

Vivian J. Brown

POVNER OF ATTORNEY

I, DENNIS R EMMEN, do hereby constitute and appoint JOHN D.
ERI CKSON and GEORGE A. KCECK, or any one of them my Attorney-in-Fact for the
purpose of signing, in ny name and on ny behalf as Director of Oter Tail
Corporation, the Annual Report of Oter Tail Corporation on Form 10-K for its
fiscal year ended Decenmber 31, 2001, and any and all anendnents to sai d Annual
Report, and to deliver on ny behalf said Annual Report and any and all

amendnments thereto, as each thereof is so signed, for filing with the Securities

and Exchange Conmi ssion pursuant to the Securities Exchange Act of 1934, as
amended.

Date: January 28, 2002.

/'s/ Dennis R Enmen

Dennis R Emmen

In Presence of:

Penny Mbsher



Di ane Merz

POWER OF ATTORNEY

I, MAYNARD D. HELGAAS, do hereby constitute and appoint JOHN
D. ERI CKSON and GEORGE A. KOECK, or any one of them ny Attorney-in-Fact for the
purpose of signing, in ny name and on nmy behalf as Director of Otter Tail
Corporation, the Annual Report of Oter Tail Corporation on Form10-K for its
fiscal year ended Decenmber 31, 2001, and any and all anendments to sai d Annual
Report, and to deliver on nmy behalf said Annual Report and any and all
anendnments thereto, as each thereof is so signed, for filing with the Securities
and Exchange Conmi ssion pursuant to the Securities Exchange Act of 1934, as
amended.

Date: January 29, 2002.

/sl Maynard D. Hel gaas

Maynard D. Hel gaas

In Presence of:

Sherri E. O son

POVER OF ATTORNEY

I, ARVID LI EBE, do hereby constitute and appoint JOHN D.
ERI CKSON and GEORGE A. KCECK, or any one of them my Attorney-in-Fact for the
purpose of signing, in ny name and on nmy behalf as Director of Oter Tail
Corporation, the Annual Report of Oter Tail Corporation on Form 10-K for its
fiscal year ended Decenber 31, 2001, and any and all amendnents to said Annual
Report, and to deliver on ny behalf said Annual Report and any and all
amendnents thereto, as each thereof is so signed, for filing with the Securities
and Exchange Conmi ssion pursuant to the Securities Exchange Act of 1934, as

anended.

Date: January 28, 2002.

/sl Arvid Liebe

Arvid Liebe

In Presence of:

Carol Kichberg

POVNER OF ATTORNEY



I, KENNETH L. NELSON, do hereby constitute and appoint JOHN D.
ERI CKSON and GEORGE A. KCECK, or any one of them my Attorney-in-Fact for the
purpose of signing, in ny name and on ny behalf as Director of Oter Tail
Corporation, the Annual Report of Oter Tail Corporation on Form 10-K for its
fiscal year ended Decenmber 31, 2001, and any and all anendnents to sai d Annual
Report, and to deliver on ny behalf said Annual Report and any and all
amendnments thereto, as each thereof is so signed, for filing with the Securities
and Exchange Conmi ssion pursuant to the Securities Exchange Act of 1934, as
amended.

Date: January 30, 2002.

/sl Kenneth L. Nelson

Kenneth L. Nel son

In Presence of:

M ke Hol per

POVNER OF ATTORNEY

I, NATHAN PARTAIN, do hereby constitute and appoint JOHN D.
ERI CKSON and GEORGE A. KCECK, or any one of them my Attorney-in-Fact for the
purpose of signing, in ny name and on ny behalf as Director of Oter Tail
Corporation, the Annual Report of Oter Tail Corporation on Form 10-K for its
fiscal year ended Decenmber 31, 2001, and any and all anendnents to sai d Annual
Report, and to deliver on ny behalf said Annual Report and any and all
amendments thereto, as each thereof is so signed, for filing with the Securities
and Exchange Conmi ssion pursuant to the Securities Exchange Act of 1934, as
amended.

Date: January 29, 2002.

/'s/ Nathan Partain

Nat han Partain

In Presence of:

Gary Spies

POVER OF ATTORNEY

I, GARY SPIES, do hereby constitute and appoint JOHN D.
ERI CKSON and GEORGE KCECK, or any one of them ny Attorney-in-Fact for the
purpose of signing, in ny name and on my behalf as Director of Otter Tail
Corporation, the Annual Report of Oter Tail Corporation on Form10-K for its
fiscal year ended Decenmber 31, 2001, and any and all anmendnents to said Annual



Report, and to deliver on ny behalf said Annual Report and any and all
amendnments thereto, as each thereof is so signed, for filing with the Securities
and Exchange Conmi ssion pursuant to the Securities Exchange Act of 1934, as
anended.

Date: February 4, 2002.

/sl Gary Spies

Gary Spies

In Presence of:

John Erickson

PONER OF ATTORNEY

I, ROBERT N. SPOLUM do hereby constitute and appoint JOHN D.
ERI CKSON and GEORGE A. KCECK, or any one of them my Attorney-in-Fact for the
purpose of signing, in ny name and on ny behalf as Director of Oter Tail
Corporation, the Annual Report of Oter Tail Corporation on Form 10-K for its
fiscal year ended Decenmber 31, 2001, and any and all anendnents to sai d Annual
Report, and to deliver on ny behalf said Annual Report and any and all
amendments thereto, as each thereof is so signed, for filing with the Securities
and Exchange Conmi ssion pursuant to the Securities Exchange Act of 1934, as
amended.

Date: February 4, 2002.

/sl Robert N. Spolum

Robert N. Spol um

In Presence of:

Franci ne C. Johnson
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