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l. INTRODUCTION AND QUALIFICATIONS

PLEASE STATE YOUR NAME AND BUSINESS ADDRESS.

My name is Jacqueline A. Sargent. My business address is 1440 Street,
Rapid City, South Dakota 57702.

BY WHOM ARE YOU EMPLOYED AND IN WHAT CAPACITY?

| am currently employed by Black Hills Service Companyl..C. (Service
Company), a wholly-owned subsidiary of Black Hills Corporation (Bl&iilks
Corporation), as Director of Generation Dispatch and Powerétlagk

ON WHOSE BEHALF ARE YOU APPEARING IN THIS DOCKET ?

| am appearing on behalf of Black Hills Power, Inc.

WOULD YOU BRIEFLY DESCRIBE YOUR DUTIES AND
RESPONSIBILITIES IN YOUR CURRENT POSITION?

| am primarily responsible for ensuring that sufficieegources are available to meet
the electric utility customer load obligations of theéatleutilities of Black Hills
Corporation — Black Hills Power, Inc. (“Black Hills Pori)e Cheyenne Light, Fuel
& Power Company (“Cheyenne Light”); and Black Hills/Qaldo Electric Utility
Company, LP (“BHCE”) — through the 24 x 7 operations of gemeration dispatch
and power marketing department. Additionally, | am culyergsponsible for

integrated resource planning for all the retail electtilities.
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WOULD YOU PLEASE OUTLINE YOUR EDUCATIONAL AND
PROFESSIONAL BACKGROUND?

| graduated with honors from the South Dakota School of MinesTandnology
with a Bachelor of Science Degree in Electrical Engingenith an emphasis on
advanced control systems in May of 1989. In May of 2002, | graduatedawith
Master of Science Degree in Technology Management, also fnemSouth
Dakota School of Mines and Technology. | am a registered Brofes Engineer

in the state of South Dakota. | have been employed by Blackditile May of
1988 and have held a number of positions with advancing responsibilitees s
that time. Initially, | started with Black Hills Powesis Customer Service
Construction Representative and in 1990 accepted the position of Cambusti
Turbine Instrumentation and Control Engineer. In 1993, | movedBilaick Hills
Power's generation department and was the Project Engineer tandU®
Coordinator for the Neil Simpson Il coal-fired power plant projecated near
Gillette, Wyoming. In this role | reviewed specificaticarsd drawings, supported
construction, and organized and led the plant start-up. The projecon®leted
six months ahead of schedule and under budget. Upon completion of this project,
| moved into the role of Power Generation and Technical Support Emgire
1998, | accepted the position of Planning Coordinator in which | evdluhée
generating resources available to best meet Black HilleP®Woad obligations.

In 2001, | advanced to the position of Manager of Generation Tetl8ecaces

where | supported the engineering and project needs of both our wholesal
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generation and retail power supply departments. It was alb dinte that | was
first introduced to our generation dispatch and power marketing grioup003, |

was promoted to Director of Generation Support and Resource Plahnigg04,

| was promoted to Director of Wholesale Generation and Powekdtliag where
| was responsible for the operation and maintenance of our wholpsadeation
fleet and our Black Hills Power generation dispatch and poweratnagkgroup. |
became Director of Rates in December of 2005. | assumed mgntposition as
Director of Generation Dispatch and Power Marketing in July 2007.

I. PURPOSE OF TESTIMONY

WHAT IS THE PURPOSE OF YOUR TESTIMONY?

My testimony starts with an overview of Black Hillsower's native load
obligations and wholesale power sales contracts. | then des@fszve
requirements, the Company’s resource supply portfolio, economic dispatt
the impact of intermittent renewable resources, and the berddfitsower
marketing. Finally, | explain how Wygen Il will enhance owemll supply
portfolio.

.  LOAD OBLIGATIONS AND WHOLESALE POWER SALES

WHAT LOAD OBLIGATIONS DOES BLACK HILLS POWER HAV E?

Black Hills Power has both retail and wholesale load obtigati Its retail loads
are located in South Dakota, Wyoming and Montana. Black HikeslP currently
provides capacity and energy to three wholesale customers underedlong-t

contracts known as Power Purchase Agreements or PPAs.
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WHAT ARE THE DIFFERENCES BETWEEN RETAIL AND
WHOLESALE LOAD OBLIGATIONS?

Retail load obligations must be served by an electric utilgy, the electric utility
has a duty to serve these customers. Wholesale load obliga&otieaesult of
mutually negotiated contracts between the electric utility anfdird party with
specified terms.

PLEASE DESCRIBE THE WHOLESALE CONTRACTS THAT BLA CK
HILLS POWER CURRENTLY HAS.

Black Hills Power currently has four wholesale contract&na power sale to the
City of Gillette (Gillette), Wyoming; a sale to Montanakog Utilities (MDU)
for their Sheridan, Wyoming load; and two unit contingent PPAs whth
Municipal Energy Agency of Nebraska (MEAN).

WHAT ARE THE DETAILS OF THE GILLETTE PPA?

Gillette is a municipal electric utility with no genarag resources. All of its
power supply needs are currently met through PPAs. Black Pidiver provides
Gillette with the first 23 MW of firm capacity and associa¢eergy under a long-
term PPA that originated in 1985, which has been modified froettiintime. As
noted in the testimony of other witnesses, Black Hills Power hadCity of
Gillette are negotiating to convert this PPA to a cost efvise or similar
arrangement, and therefore the assumption of this Applicatibat®nly 52% of
Wygen Il will be included in the cost of service model for thea@uers of Black

Hills Power.
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PLEASE DESCRIBE THE LONG-TERM WHOLESALE CONTRACT
WITH MDU.
Black Hills Power entered into an all-requirements ten-y&2A with MDU that

began January 1, 1997 and terminated on December 31, 2006. Blackods P

entered into a new PPA with MDU which commenced on January 1, 2007 and

extends for a term of ten years, through December 31, 2016. Purcstiaa®2007
PPA, MDU was given the option to participate in a new genegragsource.
MDU elected to exercise the option and acquired a twenty-fiveepeosvnership
interest in Wygen Ill. Black Hills Power will continue to prd® capacity and
associated energy to MDU for its Sheridan load in excess dfViytgen Il
ownership share. Additionally, Black Hills Power will providgplacement power
to MDU when the Wygen Ill plant is unavailable due to forced @nmpéd
outages.

WHAT TYPE OF WHOLESALE CONTRACTS DOES BLACK HILLS
POWER HAVE WITH MEAN?

Black Hills Power previously had a 20 MW PPA with MEAN thats contingent
upon the availability of the Neil Simpson Il, 80 MW coal-fired powknt. This
contract commenced on February 16, 2003 and extended for a termyefaten
This contract has been replaced with a new 20 MW PPA thaiisngent upon
the availability of the Neil Simpson Il plant and Wygen Ill. TRBA commences

with the commercial operation of Wygen IIl and extends through 2023.
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Additionally, Black Hills Power has entered into a five-yed) MW unit
contingent PPA with MEAN that commences with the commemparation of
Wygen lll. It, too, is contingent upon the availability of the IN&¢mpson Il and
Wygen Il plants.

WHY HAS BLACK HILLS POWER ENTERED INTO WHOLESALE
CONTRACTS WITH MEAN?

The revenues collected by Black Hills Power under long-tehwiegale contracts
have been used to offset the costs incurred to serve its casddmers. The
revenue from the wholesale contracts has been identified asraueecredit in the
Company’s cost of service model. The addition of generating ressouoc a
supply portfolio is “lumpy” and electric utilities grow into theover time.
Making wholesale sales to third parties helps utilitiesedflome of the costs
associated with resource additions while allowing the utilityperate facilities at
higher load levels which result in greater overall efficieaciand thus reduce
costs for their retail customers.

IV. RESERVE REQUIREMENTS

WHAT ARE RESERVE REQUIREMENTS?
There are three types of reserve requirements that ingractlectric utility’s

planning and operations:

. Planning Reserve
. Operating Reserve
. Regulating Reserve



10

11

12

13

14

15

16

17

18

19

20

21

WHY ARE RESERVE REQUIREMENTS IMPORTANT?

Not only do electric utilities have to plan for ensuring thatythave enough
generating resources to meet their load obligations, they munstgrladditional
resources to manage contingency events such as planned maintenaforeeahd
outages that make resources unavailable to meet their loacdtioblsya

PLEASE EXPLAIN PLANNING RESERVE.

Planning reserve is the amount of capacity that eaclrieletility must hold in
reserve above its annual peak load requirements. A planningeesargin is a
percentage applied to the expected peak load to determine the miachditranal
capacity that an electric utility should plan for to ensure ithatll meet its peak
load obligations in the event of an unforeseen loss of generating aesour
extreme weather, or other unexpected conditions.

Minimum planning reserve margins can vary depending upon the newute
established by various authorities across the country and the uniqutsaspe
different utilities, i.e., the size of a utility’s lardgelsazard. A 15% minimum
planning reserve margin is typical, however minimum planningvesmargins
can range from 12% to 17.5%. It is important to note that theseninimum
requirements and when electric utilities are conducting lomg-tesource plans,
they need to establish a range for planning reserves, both a minand a
maximum planning reserve margin, so that various resouraaatltiees may be

analyzed. Resource additions tend to be “lumpy” and utilities exasedbads
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increase over time, or older units are retired, that they“gitdw” into the new
resource additions.

The minimum planning reserve margin must also account for opgnaserve
requirements. When identifying resource types to meet planresgrve
requirements, it is important to consider the need for operatidgr@gulating
reserves, for example quick-start capability and flexible opeygarameters.
WHAT IS OPERATING RESERVE?

The North American Electric Reliability Council (NERC) fiskes operating
reserve as “the capability above firm system demand reqoirgarovide for
regulation, load forecasting error, equipment forced and schedulagesuand
local area protection. It consists of spinning and non-spinningveeser

WHAT ARE SPINNING AND NON-SPINNING RESERVES?

Spinning reserve is defined by NERC as “generation synchrotozéte system
and fully available to serve load within the Disturbance Recowreyiod
following the contingency event.” Non-spinning reserve is deflimedERC as
“that generating reserve not connected to the system but capalsiervirig
demand within a specified time.”

HOW DOES BLACK HILLS POWER MANAGE OPERATING RESER VE
REQUIREMENTS?

Black Hills Power participates in a reserve sharingugr the Rocky Mountain
Reserve Group (RMRG), to help minimize the amount of operagisgyve that it

must carry. Operating reserve is determined based upon fcspsliy’s system
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peak demand and a specific utility’s largest hazard (the dapgmential loss of
generating resource on your system). In a reserve sharing gneapers support
each other’'s operating reserve requirements. Requirementssarestablished
for the group, and then divided up among the members based on each 'siember
contribution to the total, so that obligations for each memberedweed. Support
from a reserve sharing group is only provided for the remainddneohour in
which an event occurs and the next full hour. After that time pettedaffected
member must have sufficient additional resources, covered phamsing reserve,

to meet its load obligations. The amount of operating reservaedquay impact
the amount and type of planning reserve required.

Black Hills manages spinning reserve requirements by bgqadomwn the highest
cost resources that are on-line to serve load. In the eventrederve call, the
units that have been backed down are ramped up quickly to meet theagpinni
reserve requirement and if necessary additional non-spinninyessare met by
bringing quick-start units on-line.

PLEASE EXPLAIN REGULATING RESERVE.

NERC defines regulating reserve as “the amount of reseesponsive to
Automatic Generation Control (AGC), which is sufficient to providermal
regulating margin.” Regulating reserve is a part of plapnaserve and although

it impacts the type of resources needed, it does not impact thenaof resource

that is needed to cover a planning reserve margin.
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PLEASE SUMMARIZE THE IMPORTANCE OF MANAGING RESE RVE
REQUIREMENTS.

To ensure that interruption of supply does not impact a utility’styala serve its
customers, utilities must appropriately manage reserve requiemsiERC has
established specific standards requiring that utilities acguiffecient reserves to
support the overall reliability of the bulk transmission systétailure to comply
with these standards could result in significant financial gamctand would put
the interconnected electric system at risk.

As a utility conducts planning studies, reserve requiremardgsan important
consideration not only to ensure that sufficient capacity is availahtealso to
ensure that its resource supply portfolio consists of a variety ofyssjgi@ options
to meet both spinning and non-spinning operating reserve requirements.

V. RESOURCE PORTFOLIO

PLEASE DESCRIBE THE RESOURCES THAT BLACK HILLS P OWER
HAS TO SERVE ITS CUSTOMERS.

Black Hills Power’s resource supply portfolio consists ofeblasd, intermediate,
peaking, super peaking, and renewable resources. The Companycoans
natural gas and diesel generators which are considered convenésoaices.
Black Hills Power has a system-firm PPA with PacifiCdwp Renewable Energy
Sales Agreements with Cheyenne Light, and a Surplus Energy é8edeagement
with Cheyenne Light. In addition to these supply-side resourcakBlills has

capacity on the Rapid City AC-DC-AC Tie (DC Tie).

10



WHAT ARE THE CONVENTIONAL RESOURCES IN BLACK HIL LS
POWER’'S RESOURCE PORTFOLIO?
Black Hills Power’s conventional resources are listefiahle JAS-1 below:

Table JAS — 1 Conventional Resources

Net Capacity

Resource Type (MW) In Service Date
Base Load — Coal
Ben French 22 1960
Neil Simpson | 18 1969
Neil Simpson |l 80 1995
Osagé (1,2 & 3) 33 1946-1948
Wygen IlI 57 2010
Wyodak 67 1978
Subtotal 272
Intermediate — Natural Gas
Lange CT 38 2002
Neil Simpson CT#1 38 2000
Subtotal 76
Peaking — Natural Gas/Diesel
Ben French CTs(1-4) 80 1977-1978
Super Peaking - Diesel
Ben French Diesel{1-5) 10 1965
Total 438

Note 1 — each unit is rated 11 M\\V
Note 2 — BHP share of 100 MW
unit

Note 3 — BHP share of 335 MW
unit

Note 4 — each unit is rated 20 M\\V
Note 5 — each unit is rated 2 MW

11
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WHAT IS THE DIFFERENCE BETWEEN BASE LOAD,
INTERMEDIATE, PEAKING AND SUPER PEAKING RESOURCES?
Resource type designations are based on the overall costswairithes resource
types. Base load resources typically have higher initial ladtalosts (capital
costs) and lower fuel-related costs. Intermediate resourgesniedium installed
costs and medium fuel-related costs. Peaking resource$owereinstalled costs
and higher fuel-related costs, and super peaking resources tyfcak the
lowest installed costs and the highest fuel-related costs.

Resources are utilized, or dispatched, based upon their fuel @stause base
load resources typically have the lowest fuel-related costs thegparated at very
high output levels, full load output, or base loaded. Intermediataunces
typically have the next highest fuel-related costs and as loazhses and once all
of the base load resources have been fully dispatched, intermexdiateces are
turned on. As load continues to grow, peaking resources are opeFatedly,
when loads reach the highest peak levels, super peaking resana catized.
Base load resources are always needed and are therefore cbpéragey high
capacity factors, while super peaking resources are run weyand typically
have very low capacity factors.

PLEASE DESCRIBE BLACK HILLS POWER'S SYSTEM FIRM PPA
WITH PACIFICORP.

The PacifiCorp PPA is for 50 MW of system firm capacity apdo an 80 percent

load factor of the associated energy. The capacity pricing sedbapon

12
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PacifiCorp’s annual levelized fixed costs of the Colstrip cwatffacilities as
adjusted for capital improvements and other specified fixed annuaeshai he
PPA energy cost tracks changes in the operating cost of RapisGhare of the
Colstrip coal-fired facilities. It is therefore refedrto by Black Hills Power as the
“Colstrip Contract.” The Colstrip Contract expires in 2023. Theralso a
PacifiCorp transmission agreement associated with the CoGtmiract, a firm
point-to-point transmission service agreement to deliver the ripol€ontract
energy to the Black Hills Power system.

WHAT RENEWABLE ENERGY SALES AGREEMENTS DOES BLAC K
HILLS POWER HAVE WITH CHEYENNE LIGHT?

Cheyenne Light has two PPAs to purchase wind energy. One R&ARB.4 MW
of wind energy and associated renewable energy credits (RE@sHappy Jack
Windpower, LLC (Happy Jack) and the other is for 29.4 MW of wind enangly
associated RECs from Silver Sage Windpower, LLC (Silvggepa Black Hills
Power has subsequently entered into two Renewable Energy Salesndgiee
(RESAs) with Cheyenne Light in which 50% of the Happy Jack wind ensrgy
sold to Black Hills Power and 66.67% of the Silver Sage windggnisr sold to
Black Hills Power. Black Hills Power pays Cheyenne Light Haene rate,
without markup, that Cheyenne Light pays under its respective RRA$Happy

Jack and Silver Sage.

13
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WHY DID BLACK HILLS POWER AGREE TO PURCHASE WIND
ENERGY AND THE ASSOCIATED RECS FROM CHEYENNE LIGHT?

This arrangement allows both Black Hills Power and Cheyengt# tustomers to
benefit through the coordination of generation and sharing of wholesaleataee
energy generated by third-party suppliers at a market pricppyHkck and Silver
Sage are located in Cheyenne, Wyoming and the average cdpatity of the
facilities is expected to be greater than 35%. Additiondhg, facilities are
located within Western Area Power Administrations (Westeomyrol area and
Western is able to provide cost effective regulation sertackelp manage the
intermittent nature of wind resources.

PLEASE EXPLAIN THE SURPLUS ENERGY SALES ARRANGEM ENT
BETWEEN BLACK HILLS POWER AND CHEYENNE LIGHT.

Cheyenne Light's loads and resources are dispatched under at®enigpatch

and Energy Management Agreement (GDEMA) in place with Bladlk Rower.

Cheyenne Light has excess or surplus energy beyond what it needs tasserve

customer load obligations. Under the GDEMA, Black Hills Poagzepts this
surplus energy from Cheyenne Light at a predetermined rate, mkach put. If
this set energy price fits within its economic dispatch pammseBlack Hills
Power will use this energy to serve its customers. IfBlagk Hills Power takes
the energy to the market. Cheyenne Light customers benefit bat&asps their
least cost resources fully loaded and Black Hills Power cussobenefit from

having additional access to economic energy.

14
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HOW DOES THE DC TIE FIT INTO THE BLACK HILLS POWE R
RESOURCE SUPPLY PORTFOLIO?

The United States is separated into three separateicdéchterconnects, the
western interconnect, the eastern interconnect and ERCOT, as.Tébhe only
physical means to transfer energy between these interconnedgth ihe use of
AC-DC-AC ties which take alternating current (AC) from oimterconnect,
convert it to direct current (DC) and then convert the DC badC@t the same
frequency as the second interconnect, basically compensating fonheent
frequency variations which occur between interconnects. Black Riwer’s
load is located within the western interconnect. The DC Tieiges Black Hills
Power access to additional energy markets within the easteraanhect.

DOES BLACK HILLS POWER HAVE ANY ADDITIONAL RESOU RCES
THAT IT CAN UTILIZE TO MEET ITS LOAD OBLIGATIONS?

Yes, Black Hills Power has a Reserve Capacity and latiegr Agreement
(RCIA) with PacifiCorp. The RCIA allows Black Hills Pow& count the Ben
French combustion turbine capacity as 100 MW. This is importamstubecthe
output of these units is reduced at higher ambient temperatures.e Tigber
temperatures occur in the summer months of June, July and Auguosidmg
with Black Hills Power’s peak load periods. The RCIA agreetrgives Black
Hills Power the right to call on PacifiCorp for any of the 100 Nha&t cannot be
generated by the Ben French combustion turbines to meet operatergeres

requirements. This agreement terminates on June 30, 2012.

15
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VI. ECONOMIC DISPATCH

WHAT IS ECONOMIC DISPATCH?

Economic dispatch is the methodology of meeting load obligatiotisregources
with the lowest dispatch cost. Dispatch costs are determined b@sn resource
efficiency and fuel supply costs. Resource efficiency, or heatigatneasured in
Btu/kWh and fuel costs in $/mmBtu. As an example, if one resdwasea heat
rate of 12,000 Btu/kWh and a fuel supply cost of $1.00 per mmBtu, then its
dispatch cost is $12/MWh or $0.012/kWh. If another resource has aabealf r
10,000 Btu/kWh and a fuel supply cost of $3.00 per mmBtu, then its dispatch cos
is $30/MWh or $0.03/kWh. Under economic dispatch, the first resouratvioe

fully utilized to serve load before turning on the next resource dcctistomers

are served with the least cost resources. Additionally, usengtample above, if
energy can be purchased in the market for less than $30/MWhtratyevould

be purchased before the $30/MWh resource is dispatched.

ARE THERE ANY OTHER FACTORS THAT IMPACT ECONOMIC
DISPATCH?

Yes. Examples of other factors that may impact econompatbls include: loss

of a low cost resource due to a forced outage, integrating ittEmhresources
such as wind, requirements to purchase blocks of energy to meetitcapac
shortfalls, and must run directives from reliability coordinatmrstransmission

providers.

16
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Forced outages are unplanned events that cause a generatirmgtupioff-line,
removing it from the supply portfolio. When a low cost unit tripgypically is
replaced with a higher cost resource, which then increasesvéinega system
dispatch costs.

Intermittent resources such as wind are not dispatchable and dyeogyntract
must be taken when it is available. If such energy is agleehicost than other
resources, lower cost resources need to be backed down in orderetoomiakfor
the wind and the result is that the overall average systentchspasts increase.
If, during peak periods, there is not enough capacity to meetitheobthe load
obligations plus a minimum reserve margin, additional firm blaflenergy must
be purchased from the market. A firm block of energy isthet so many MWh
each hour for a specified period of time. Firm blocks of energy caomot
dispatched, so room has to be made for that energy every hour. Idathdoes
not materialize, other lower cost resources may need to be baakedsuch that
the firm energy can be utilized. This series of events isesethe average system
dispatch cost. This typically happens during periods when new resoaree
being constructed or if there is a catastrophic failure of oneeagenerating units.
Finally, must run generation is generation that must be on lirredlegs of the
load level, usually to support operation of the system in specifatibms. The
must run generation may not be the lowest cost resources availdblability
coordinators and transmission operators are responsible for theer@dsiation

of electric transmission systems. Depending on certain loadingitions, line

17
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outages or other events the integrity of the transmission syssnraquire that
generating units be operating at various locations within thentias®n system.

If these resources have a high dispatch cost, they will ircitbasoverall system
average dispatch costs.

HOW DOES BLACK HILLS POWER EMPLOY ECONOMIC DISPA TCH
TO SERVE ITS CUSTOMERS?

Black Hills Power’s generation dispatch and power marketaggartment looks at
annual, seasonal, monthly and day-ahead load forecasts and resouadsligvai
to meet load obligations. On an hour-by-hour basis, resources areethatith
load obligations. If Black Hills Power’'s customer loads canseeved more
economically from purchased power than from using generatimginess, then
purchases are arranged with counterparties that can delivéadio Bills Power’s
transmission system. If excess resources are availablecamslsao markets can
be obtained, any of the excess may be sold for the prevailing npautest Black
Hills Power’s electric load is primarily served by its caetd generating facilities
in South Dakota and Wyoming and by the 50 MW Colstrip Contract. As the
Company’s most economical generation, the costs of these resatectributed
first — after the costs of renewable resources — to theyutigtomer load. Loads
above this capacity are served by economy market purchases orethef us

combustion turbine and diesel resources — whichever is the mostfegsire.

18
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YOU PREVIOUSLY MENTIONED VARIOUS FACTORS THAT IM PACT
ECONOMIC DISPATCH, HOW DOES BLACK HILLS POWER PLAN TO
MANAGE THESE IMPACTS GOING FORWARD?

Non-dispatchable intermittent resources such as wind arentdst difficult to
manage. Ultilities cannot control these resources and are kdoiccept the
energy they generate whenever it is available. The two Rere\Eakkgy Sales
Agreements that Black Hills Power has with Cheyenne Light suack Hills
Power’s ability to help meet the State of South Dakota’s obgedi achieving a
target of a ten percent (10%) renewable energy portfolio by 2015. foileerto
ensure economic dispatch of other resources, Black Hills Powlértreat
renewable energy as zero cost energy for purpose of dispatch anddbiatad
energy will be the first resource attributed to serving load.

HOW WILL THIS IMPACT CUSTOMERS?

Renewable energy is often not a least cost energy resondcéharefore this
method of economic dispatch may increase costs for customerseveiow will
promote the use of renewable resources by allowing utilities to rebeurpcosts
and further support South Dakota’s objective to achieve a ten peerawable
energy goal.

ARE THERE ADDITIONAL IMPACTS TO ECONOMIC DISPATC H
THAT BLACK HILLS POWER PLANS TO ADDRESS?

Yes, additional impacts to economic dispatch that Blacks Hibwer plans to

address include block energy purchases and must run generation reqtsreme

19
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When available, block energy purchases can help a utility to delay short
period of time, constructing the next needed resource addition. ldowins
energy must be purchased in blocks of firm energy. These blocksnoériergy
are not dispatchable and the utility must incorporate them intapfsysportfolio
as a specific amount of energy for a specific time period. utflity has a capacity
deficit, it must acquire this type of energy or it must constaucapacity resource
to meet its deficit. If not, it would put the bulk electns®m at risk, be subject
to load shedding as required by the other interconnected utilities, ard fa
substantial sanctions by NERC.

Black Hills Power is changing its economic dispatch methodobxyollows:
block energy purchases will be dispatched by Black Hills Poweart@ $oad after
renewable resources. This supports the economic dispatch ohiegni@sources
after renewable resources and block energy purchases have bgerilinéd to
serve load.

WHAT WILL THE IMPACT BE TO CUSTOMERS FOR THESE
CHANGES TO BLACK HILLS POWER'’S DISPATCH METHODOLOGY ?
Block energy purchases to meet customer loads and minimumvaese
requirements are purchased six to twelve months prior to the acashatmensure
that sufficient resources have been secured to meet load whigygilus a
minimum reserve margin. Therefore, when the time comesdeive the energy
from block purchases, the market price of economy energy may be toare

what was paid for the block energy or it may be significantly higliethe block

20



10

11

12

13

14

15

16

17

18

19

20

21

22

energy is not dispatched to load it may negatively impact howeh®ining
resources can be economically dispatched with a resulting sgciaacosts to
serve customers.

VIl. BENEFITS OF POWER MARKETING

WHAT IS THE BENEFIT OF HAVING THE GENERATION DIS PATCH
AND POWER MARKETING DEPARTMENT?

Black Hills Power’s customers experience two primary bheneélated to having
the generation dispatch and power marketing department. Resdepartment is
able to keep resources fully loaded so that they operate at opt@fficrency,
which results in overall lower costs. Second, this group leakanhpresence and
knowledge and therefore has the ability to secure the leastnoost,economical
resources for serving load. Being engaged in the marketndiavi market
presence, equates to getting the best market prices, whiclugsdenefits to
Black Hills Power’s customers.

ARE BLACK HILLS POWER'S GENERATION FACILITIES UT ILIZED
IN CONJUNCTION WITH POWER MARKETING ACTIVITIES?

Yes, when load is less than the resources available, anysextoeg)y is sold into
the market if such is economically feasible. As statedigusly, this allows
facilities to be fully loaded and thus operated more efficiently lvhésults in an
overall lower cost per kWh to our customers. For example, thegos resource
described with a heat rate of 12,000 Btu/kWh at full load may hayartaload

heat rate of 16,000 Btu/kWh — a difference of 4,000 Btu/kWh. Atehdost of
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$1/mmBtu, that increase in heat rate equates to a $4/MWh indreasspatch
cost for that unit.

ARE YOU ABLE TO TRACK WHICH ENERGY IS USED TO SERVE
LOAD OBLIGATIONS AND WHICH ENERGY IS USED TO SERVE
POWER MARKETING ACTIVITY?

Yes. Black Hills Power has systems and proceduresck th@ cost of all sales
and resource dispatching to monitor our performance and economic detisions
serving both native customer load and generating power megketiargins.
These systems and procedures assure Black Hills Power’'s emagaty that
customer loads are served first and with the most economisalirces and that
any power marketing sales are not made at the expense of BléslPblver's
utility customers.  This assurance is accomplished primarilputir the
accounting and scheduling system that serves the utility. Ttensydentifies the
lowest cost energy that is being purchased or utilized, on an hosity(B4 hours
per day, 7 days per week), and attributes that cost to the utiitgroers.

WOULD YOU GIVE AN EXAMPLE?

Assume that at a specific time of day, Black Hills Bows utilizing its coal-fired
resources and its combustion turbines, is receiving energy fi®nColstrip
Contract, and is also purchasing energy from the market. tedwrce with the
lowest dispatch cost at that point in time is the coal-fired rgémesource, that
cost is attributed to the utility customers. As the aggesghtesources necessary

to serve the Black Hills Power retail and firm wholesalatacts is totaled, the
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combined most economical blend is assigned to the customer loafirstoahd
any cost above the cost to serve customer load is assigned em@wing short-
term power marketing sales.

WHY DOES BLACK HILLS POWER HAVE THAT PRACTICE?

Black Hills Power is a utility company with its primaryssion to serve its utility
customers as efficiently, reliably, and economically as possibléle still
maintaining an acceptable return on its investment.

DOES THE GENERATION DISPATCH AND POWER MARKETING
DEPARTMENT PROVIDE DISPATCH AND POWER MARKETING
SERVICES FOR OTHER UTILITY AFFILIATES?

Yes, in addition to providing services to Black Hills Pow#re generation
dispatch and power marketing department provides dispatch and mgrketi
services to Cheyenne Light, Black Hills Wyoming and BlackisHTolorado
Electric. The same group of people is responsible for mandgendpads and
resources for all three of Black Hills Corporation’s electiitities so that these
efforts are not duplicated. Additionally, this group will provide famservices to
MDU for dispatching its share of Wygen Ill. The costs fos#hservices are then
shared by all of the parties based on a capacity ratio sharsmfrces that the
department manages for each party. This amounts to significardasasgs for
all parties. Rather than each party having to staff and geaseparate dispatch

centers, each pays a portion of the costs associated with one @gpartm
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VII. CLOSING
HOW WILL THE ADDITION OF WYGEN IIl BENEFIT BLACK HILLS
POWER’'S CUSTOMERS?
Wygen Il provides needed capacity to assure customerdbhgations will be
met now and into the future. When combined with existing resquvidggen
lII's low dispatch cost will help stabilize customer ratager the long-term by
minimizing the cost impacts associated with volatile natuaalrgarkets.
DOES THIS CONCLUDE YOUR TESTIMONY?

Yes, it does.
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