DEPARTMENT OF PUBLIC SERVICE REGULATION
BEFORE THE MONTANA PUBLIC SERVICE COMMISSION
OF THE STATE OF MONTANA
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NorthWestern Corporation dib/a NorthWesterm Energy (*NorthWestern® or
“NWE"), Applicant in the above-captioned Dockets, and the Montana Consumer
Counsal (“MCC) hereby submit to the Montana Public Service Commission
("Commission”) this Stipulation and Setflement Agreement {(*Stipulation”) as a
pmposeé i‘esoiution of all i %@suas gresemied wﬁhm these Dc;{;kats Nag’thWesie;m

“P‘ax’tses deszrﬁ o seifle iheir (ﬁmp{gtes in athesra Qonie’as*iieé c&s& proceeémgs as
set-forth herain.

L Background

in Docket No. H2008.12.138 NorthWastern filed with the Commission its
#latural Gas Biennial Procurement Plan ori December @2 2808

Cn February 2, 2009, NorthWestern and MCC filed 2 Joint Motion fo
yacate the hearing in Dockat D2008.5,44 which was NWE's 2008 Annual
Application for Approval of Monthly Gas Cost Tracker True-up, Projected Gas
Cogts aﬁd Gas Tramsp@ﬁat;an Baiance "fhe agreement to vacate the Gas

1. NWE would prepare exhibits updating the calculation of fixed price
variance versus index price variance through December 2008 and



estimates for the period January through June 2009 to reflect actual
data and these updated exhibits were {0 become part of the record
in Dockel D2008.5.44.

2, NWE and MCC would engage in meaningful discussions relating to
the volumes of fixed price purchases for the biennial procurement
plart to be implementéd for 2010 through 2012.

3. The procedural schedile in Docket No, N2008.12.138 would be
amended to allow the MCC the time it required o prepare
comments that reflect its position and the oulcome of the
discussions between jtself and NWE regarding fixed price
purchases.

4, The proceduial sehiedute in Docket No. NZ008.12.138 would also
be revised ¥ include a tgaring, not ta be gondugied as a contested
gase hearing pursuant to Mont. Cods Anm 82-4-101 et 8aq., where
NWE, the MGG, and other interested persons whin have filed
gommehts arnd the public may offer gommenis to e Comimission,
subject to any rea&fmabfe {imitations imposed b}g the Coromissian.

On May 26, 2010, a public hearing was held in Docket N2008 12138 at
the Public Service Commissgion E:etisz iding in Helena, MT. Both Nott
MCC éffered comments aftar having filed wiitfen comimernits pris :
Major topics at that hearing werg sm@ price wersus indei pricing, as WQ} as %?3&
possible use of Natural Gas Call Options as an altemative hedging togl for gas
supply price wlatility mitigation.

Bince the progurerment plan hadring, MCC and NerthWestem have
conzznued f@ t?;scusa the sﬁdex varsas ﬁxeé gs:sszoe %ssue and ani the ;:ms e usa

setﬁ’%&m%%’zt and ﬁ*ze Ga:fmm ission cerrm@ms will be i;ﬁhzad izay I‘%WE in @mparéféﬁn
of its 2010 Biennial Procurement Plan.

Both NorthWestern and the MCC zise intend and request that Docket No.

12009.5.83 and Docket No. B2010.5.48 be settled and ressived as set forth
balow,

il. STIPULATION AND AGREEMENT

The Parties agres as follows:



NorthWestem will reduce its fixed price swap activity o a maximum
of 2 million Dkt per year. For the time period covered by the 2010
nafural gas biennial procurement plan, additional swaps will only be
done for the heating season months of November fo March. The
transition will be handled in the following manner;

a. No additional swaps will be entered into for the 2010/2011
tracking period;

b. Fer the 2014/2012 tracking period, in order to raach a heating
segsan swaps quantity of 2 million Dkt, additional November -
March swaps will be hecsssary, unless otherwise limited, i the

arnount of 2,275 Dkifday, which would equate to 3 infal volume

§343,525 Dki. 100% of the 2011/2012 swaps can be acquired
ariy imé prior to the 201742012 heating season;

. F{)? the 2&1 2!211}‘18 tmcéi irg period, in order t reach & heating

1:3? 2 ;’mi mn Eska addftwmi November -
> limited, in the
6m@£§f‘it Gf ?" f§§ Skﬁfda;ﬁ, Wfl_?_ri_ch wou ii ﬁe:;uatﬁ o a total volumse
af "i 1?2 5’35 Di{i 10@% of %ﬁe 2@"%2}’2"&3 swaps can be

swaps wilt %}e expired prior 5 ﬁm ?}eamg Season, Theg?efme %he
entire 2 million Ditwill m@ﬁ to be acquired for that N
March tirme perod. This will result, unless otherwise __
a total dally volume &1 fixed price swaps equsl io 13,245 Dktfc;fay
forthe period November through March of sach vear.

NorthWestem will not enter into fixed Qricgs swaps when the fixed
@n{:e i greater tha:a 87 @t};{i}k& i“f f* xad SW&@S pﬂc:es naa

r;oi {eac& the 2 mﬂifﬂﬁ BK% iarget q&amﬁy The pa?’tiﬁ% to this
stipulation can agree to modify this price cap.

NaorthWestern will decument its analysis and decision making
process associated with the timing and exscution of the fixed price
swaps. This documentation will include fundamentat analysis of
market conditions, frends, weather, and other relevant factors, but it
must be noted that this analysis in no way agsures that the
transaction(s) being contemplatéd will result in overall lower costs
to ratepayers. In addition, NWE dgrees during the first year of its
2010 biennial naturé! gas procurement plan it will survey other U.S.
focal distribution companies to determine the éxtent of their biedging
aclivity and the types of hedges that are utilized. NorthWestarn will



use this information in the development and the preseniation of the
2012 natural gas procurement plans.

To date, fixed price swaps, in addition to the use of storage, are the
primary hedging tool that NorthWestern has included in its natural
gas procurermient plans and implemented on an annual basis. NMWE
and the MCC agree that when gas supply prices are relatively low,
the mark-to-market risk of fixed price swaps is alsc relatively low, in
comiparison with periods whan gas supply prices are relatively high.
NWE and the MCC also agree that when gas supply prices are
relatively high, mark-to-market fisk increases, but the highsr level of
mark-to-market risk can be mitigated by the use of natural gas call
op’uons asan a ftarnative to swaps as a hedge against gas supply

plice voisfiity,

- NWE concurs, consistent with MGG representations in recent

re:«zgufatory proceedings, that in an unexpecied downward price
rmoving natural gas market, & natural gas gall options hedging
sﬁ%‘ategy will %ﬁ@d to pmviée i&wer gg@ ss.;ﬁ;&ly costs gam;}a;eé i{z an

m&ﬁm .
provide hsgf‘%&r gas saépply a&sﬁs mmmr&d tx:: an e@wﬁfa ent qu&mhty
strateyy using fixed price swaps.

5 dumg the ;Jemd cf 2 ime mvered by NWE's
fixed price swaps rarisactions. Accordingly, the fixad price swips
entered into by NWE in accerdancs with its Natural Gas
Frogurement Plan have resulied i iricreased cost. This occuirad
bétause NWE's swaps were dong at relatively high expected fixed
prica levels, with cofrespornding High levels of mark-to-market risk,
and actual gas supply market prices declined to unexpected Eﬁ%ﬁ@f
levels. NWE and MCC agree that during periods of high expecled
gas supply prfices & natiiral gas call options strategy has less mark-
to-market risk than a ga pr;m swaps stratégy.

than ﬁxeé Qﬁﬁ% S

When NorthWestern fileg its 2010 Bierinial Natiral Gas
Procurement Plan it shall incliide a detailed plan for & two-year
study en ‘Eh@ use of r;a%xsrai ga& calt @ptions Versus ﬂmé ;::me

Commission wou{d need o {:ﬁﬁSid%{' 2@ maks_ %%ie dec;slen wheiher
or not NWE should include nistural gas call gptions as an additional
available hedging togl under the 2012 Biennial Natural Gas
Procurement Plan.
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11.

12.

13.
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NorihWestern has an ongoing real-time obligation to evaiuate the
natural gas procurement plan in light of fundamental changes in the
natural gas marketplace, both locally and globally, and changes to
external metrics that might impact the natural gas marketplace.
NWE unidérstands that it rieeds to remain vigilant and flexible in
regard to exedution and modification of the Plan.

The Parfias agree that NorthWestern's Tracker Applications in
Docket No. D2009.5.83 and Dogket Na. D2010.5.48 should be
approved as filed with the Commission and as tipdatad to reflect
actual data for all twelve manths ini both docksts.

The Pa rties agfea thigt this _:;{i?' "puéati@n s‘%ﬁf_aﬁ begome effective upon

The Parlies’ entry into this Stiptiation shall not be deemied to

constitules acknowledgament by either Party of the validity of any
part icular regulatory theory or ratemaking principle, Furthisrmors,
neither Party shall be deemed to be bound by any position asseried
by any other Party, and no finding of fact or tonclusion of law, other
than thase agreed to herein, shall be deemed to be implicit in this
Stipulgtion.

The eaﬁy of an Csréer uy the C{:;mmf&s&;m a;a;‘smwng ih s Sﬁg}ula&aﬁ

mnemlse establish or ¢ eafe ar;y Hi mni&?xo;} cm or p@'@{:edeni of ﬁw
Commission,

This Stipulation shall not become effettive and binding ugon the
Parties and shgll be of ne force and effect tnless ang until
accepted and approved by the Commiission as to gli of the terms
and conditions contained hereln. If the Commission fails to approve
this Stipulation a8 agreed to herein by the Parties, €ither in whole or
in part, or if the Commission adds or removes zny terms or
conditions not agreeable by the Parlies, either Party shall, at its
sole option, have the right to withdraw from this Stinulation with ali
of its rights reserved.

The Partigs hereby acknowiedge that this Stipulation is the resulf of
a woluntary, negotisicd setflement between the Parties pursuant to
ARM § 38.2.3001, and agree that this Stipulation, inglusive of the
compromises and setflements contained herein, is in the public
interest.



15.  This Stipulation may be execuled in one or mors counterparts and
each counterpart shall have the same force and effect as an
original documert, fully executed by the Parties. Any signature
page of this Stipulation may be detached from any counterpart of
this Stipulation without impairing the legal effect of any signatures
thereon, and may be attached to another counterpart of this
Stipulation identical in form herets but having altached o it one or
more signatures page(s).

INWITNESS WH&REGF‘ i‘?ze Parties hereto have execuled this
Stipuiation this 2% day of-Seplembe:

Montana Consumer Counsel %@WW@%&&W? cigtion
F / i g ;

R{}b@ﬁ Nelson David . Gates ¢ =2 |
Moritana Corsumer Counsst Vice President — Wholesale Operations



15.  This Stipulation may be executed in one or more counterparts and
each counterpart shaill have the same force and effect as an
original documant, fully executed by the Pariies. Any signature
page of this Stipulation may be detached from any counterpart of
this Stipulation without impaiting the legal effect of any signatures
thereon, and may be atlached 1o another counterpart of this
Stipulation identical in fornm hersto but having atteched 1o Hone or
mibre signaiures page(s).

- IN'WITNESS WHEREOF, the Parties hereto have executed tis
Stipuiation this 29_day of Seplembet
Cereres

na Consumer Counsel

. e
Montars Consumer Counsel Vice Prasident — Wholesals O

ions
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NorthWestern has an ongoing real-time obligation to evaluate the
natural gas procurement plar in light of fundamerital changes in the
nigtural gas marketp ace, bc:;?:h tocally and giot}aﬁy, ami changes o
NWEZ m@@m’caﬁds that ;t rgeaés o %ei?;am vigilant and flexibla in
regard to execution and modification of the Plan.

The Parties agres that NorthWaestern's Tracker Applications in
Docket No., D2009.5.63 and Docket No, $32010.5.49 shouid be
appraved as filed with the Commission and as updated o reflect
actual datd for all twalve months in both dockets.

The Parties agree that this Stipulation shall become effective upon
iseuange of & final order by the Commission in both Docket No.
DP000.5.63, and Dockst Ne, D201M0.5.48.

The Parfies’ entry into this Stipulation shall notbe desemed to
constitufe aoknowledgement by elirier Party of the validhty of any
parficular regulatory theory or ratemaking principle. Furthermore,
neithier Party shell be deemed to be bound by any posifion asserted
by any other Parly, and o finding of fact or conclusion of law, other
than those agraad to herein, shall be deemed to be implicit it this
Stipulation.

The entry of an ardar by the Commilgsion approving this Stipulation
shall not be deemed to work a3 arry estoppel upon either Party or to
otherwise establish or create any limitation on or precedent of the

Commission.

“%”hzs S‘h@%ﬁ ati ion shaﬂ not besome @'ifesiwa and blﬁéﬂ‘%@ upcn the

acﬂapieci am spproved i}y the Cammm onastoal ef %E’ae ferms

and gondiions cortained hersin. If s Commission fails to approve
this Stipulation a8 agreed 10 herein by the Parties, either in whole or
in part, or if the Camimissfon adds or removes any ferms or
tonditions not agraeabla by the Parties, either Parly shall, atits-
sole option, have the right to withdraw from this Stipulation with all
of its rights raserved.

The Parties hereby acknowiaedge that this Stipulation is the resulf of
a voiun tary, raege‘elate{i 3ettiement %}etween ‘the Pames pursuant to
corﬁwf}miﬁes ar%si’i se&éemen‘is cmtamed herem isin the pfjbﬁsw
interest.



CERTIFICATE OF SERVICE

T hersby certify that a true and correct copy of NorthWestern Energy’s Stipulation and
Settlement Agreement of NorthWestern Energy and The Montana Copsurer Counsel in
Docket No. D2010.5.4¢ and D2009.5.63 Natural Gas Tracker will be e-filed with the
PSC. It wiil also be e-mailed and served upon the following persons by, postage prepaid
vig first class mail, a5 follows:

Robert Nelson, Geores Donkin

Mo Consumer Counsel FW Wilsen and Associeies
PoBox 201703 1681 N ¥ent Steoet Sufie 1184
Helema Mt 89620-1703 Aslineion VA 22208

Eevia Markovich Kate Whithey

NorthWesteim Bngsiy Pubi;c Se;mce C@mmissmn
40 Bast Broadway Prog :

Butie MT 59701

H“‘lem ’%ﬁﬁ?éf’ﬁ«zﬁf ¥

Connie Moram 7

NearthWessrn Energy Jhoss Richardung

48 East Broadway ‘ Atorsey

Bawe MT 88701 118 W Girdnite 5t
Hpte MT 39701

MorthWestern Enctgy Pai Concarary

40 East Broadway HorthWesters Energy
Bune MT 59701

Jow Schwyrzenherger

TthWaslem Beergy

4} Fast Bioadway

Butte MT 59701

DATED this_2% day of Movember 2010.

Ny




