
DEPART-MEKT OF PUBLIC SERVICE REGULATION 
BEFORE: THE MOhTANA PUBLIC SERVICE COMMISSION 

OF THE STATE OF -MONTANA 

DJ THE MATTER OF NORmVYESBN 1 U T I L I ~  DIVISION 
ENERGY, AnouaI Xpplim:ina Pbr -Approval 1 
of Mc&Iy Gas Cost Tracker True-Up, Projected 1 lY3CKET NO 02009.5.63 
Gas Costs, md Gas Tr-mtion E b c e  1 

IE rhe M&er of NodUfestfsil Energy's 1 
Appiicat~on For. [I) linreflmted Gas Cost Account ) DOCET NQ MU10.5.49 
Mace aad Prsjmted Gas Gost; and 12) 6.as 1 
T m p o e d m  A d w e n t  etause EMmce 1 

NomWestem Corporation d/b/a NofibWestern Energy rNorthW@emn or 
"NWEn), Ap~iicant in the ahove-caMioned Dockets, and the Montana Consumer 
Counsel ~"GcG") hereby submit b the Montana Public Service Cornmission 
("6smrnissMa) this St~pulation and Settlement Agreement rS8pJation-j a s  a 
proposed rosolu-tion of all issues presented M i n  these Dockets. NorthVYesim 
and MCC, refened to hemin ~ndividuaily as "Par&" and coll&ively as the 
"Parties"', desire to settle their disputes in these contested c;irsrt p r o w l n g s  as 
sel-forih here~n. 

1, Background 

In Docket No. lU2808.12.138 NorthWesiem R l e d  with the Commission its 
Natural Gas Biennial Procummerit Phn on December "i, 2008. 

On February 2,2009, NoahWestem and NlCC filed a Joint Motton to 
vacate the hearing in Docket D2008.5.44 which was N W s  2008 Annual 
Application for Approval of Filonthly Gas f=ost Tracker True-up, Projected Gas 
Costs, and Gas Transportation Balance. The agreement to vacate fhe Gas 
Tracking Case Hearing was based on the foliowing agreements: 

1 N\NEwould prepare exhibits updating the calculation of fixed price 
variance versus index price variance through December 2008 and 



est~mates for the penod January through June 2009 to re3ect actual 
data and these updated exhibits were to become part of the record 
in Docket 02008.5.44. 

2. MWE and MCC would engage in meaningful discussrons relating to 
the volutnes offixed price purchases for the biennial procurement 
plan to be implemented for 2010 through 20U. 

3. The procedural schedule in Docket No. N2008.22.f 38 would be 
amended to albw the MCC the time it required to prepare 
comments that reflect 1% position and the outcome of the 
discussions between itself and NWE regarding fixed price 
purchases. 

4. The pro~eduml schedule In Docket No. FL2008.42 138 wouki also 
be revised ixr include a hearing, notto be conclWd as a eontested 
mse hearing pursmnt to Mont Code Ann g2-4-101 et wq., where 
W E ,  the MGG, and other interested persons who have fled 
wmmnts  and the public may offer m m e n t s  to &e Cmmlssian, 
subject to any reasonable JimitBons bposed by n-le Commission. 

On May26,20"1, a public hearing was held in Dacket N2008.12.138 at 
B e  Public Setvice Commis&on blrild~ng in Hefena, MT. Bath htorihwmtem and 
MCC offered wmments after having filed wrilbn m m e a s  plriar to the heafinij. 
tWzjor bpics el that hearing were f i x 4  price versus index pricing, a s  well a s  the 
possi& u s e  of Natural Gas Gall Options as  an alternative hedging t d  for gas 
supply price uolatility mitigaran. 

S~nce 80 pmurement plan hearing, MCC and NorihWmtem have 
wnunued to discuss the index versus fixed price issue, and and the p~ssible use 
of Natural Gas Call Options, as  an alternative hedging tool for gas supply price 
volalili mitigation. The parties have reached a settlement that would assist the 
5371 :issior; in -inalizin~ its corr.len!i ir. Do :zi \IT N20~8.l:r.t 38. T'iis 
se:t;en :nt ar:' 3'3 C.)mn'sscn cor:lr?n;$ ii i l  be  .dilized b,f PIWE in e?zirat'>~i 
of its 2010 B~ennial PmuEment Plan. 

Both NoehWesiem and the MCC also intend and request that Docket No. 
D2009.5.63 and Docket No. D2010.5.49 be se'tlled and resolved as set forth 
below. 

If. STIPUMmON AND AGREEMENT 

The Parties agree a s  follows: 



1. NoehWestem will reduce its fixed price swap actrvtty to a maximum 
of 2 million Dkt per year. For the Time period covered by the 2010 
natural gas biennial procurement plan, additronal swaps will only be 
done for the heating season months of November to March. The 
transition will be handled in the following manner: 

a. No additional swaps will be entered into for the 204 01201 1 
tracking period; 

b. For the 201 112012 tracking period, in order to reach a healing 
season swaps quantity of 2 rnill~on DM, additional November - 
March swaps will be necessary, unless otherwise limited, in the 
amount of 2.275 DWday, which would equate to a total volume 
of 343,525 Dkt, f 00% of me 201 112012 swaps mn  be acquired 
any time prior to the 201112012? heating season; 

0. For the 2012im13 tracking period, in order h, reach a heating 
season maps quan* rtf 2 million DM, additional November - 
Mar& swaps will be necessary, unless otherwise Lrniied, in the 
amount a f '  7,765 Dkyday, which wuld equate to a total volume 
of 1,?72.515 Dict 100V0 of We 2012/2013 swaps can be 
acquired any time priar to the 20121201 3 heating season; and 

. Fsr ti :. 2(?13!2^14 tr ,  ~ i n g  per;. :.. 100% ,f h e  e:c's:ing ann ~. i i  

s.,v:ip.i :vil' :)* t. :::rdd p r : ~  t3  :hc iieaiing season Ti? treCcre, t e; 
entire 2 million DW wifi need to be acqdkd forthat November- 
March time pefiod. This All resuJt, unless othmae llmfted, ta 
a total daily volume of fixed prim swaps equal io 13,245 DMiday 
for the period November through March of each year. 

2. EJonhWestem will nr;t e&r into fixed price swaps when the fixed 
p&e is greater than 57.001DkC if fixed swaps prices rise 
abve $7.00 per M, NWFs future November- March swaps may 
not reach the 2 million Did target quantify. m e  parties to tMs 
stipulation can agree to madify -this price cap- 

3. NorthWeSem vvili document ~ ts  analysis and decision makina 
promss associated with the timing and execution of the f i x 4  piiGe 
s m ~ s .  I l l is  documentation wift include fundment;tll analvsis of 
market conditions, trends, weather, and other relevant faciors, bui it 
must be noted that this analysis in no way assures that the 
transaction(sf being contemplated will result in overall lower msts 
to rafepayers. In addrtion, NWE agrees during the first yearof its 
2010 biennial natural gas procurement plan it will survey other U.S. 
local distribut~n oompanios :so deienine the extent of their hedging 
activity and the types of hedges that are utilized. NorlhVVestern will 



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

4 To date, fixed price swaps, in addition to the use of storage, are the 
primaiy hedging tool that NorthWeaem has included in its natural 
gas  procurmeni plans and implemented on an annual basis. NWE 
and the MCC agree that when gas  supply prices are relatively low, 
the mark-to-market risk of fixed pnce swaps is also relatively low, in 
comparison with periods when gas supply prices are reiatively high. 
NWE and ?he MCC also agree that when gas  supply prices are 
relatively high, mark-tomarket nsk increases, but the higher Ievei of 
mark-b-market risk can b e  mrtigaied by the use of natural gas  call 
options as an alternative to swaps as a hedge against gas supply 
price volatility. 

5, NWE concum, conslsteni with M C Z  repnrsentasons in recent 
regulatory pmceed~ngs, that  in an unexpected downward price 
movin~ natural gas market, a nti"iurai qas call options hedging 
strate& will .tend to pmvide lower gar-supply costs. conp&red to an 
equivalent guantiw mtagyus ing  f~xed price swaps. The paties 
also agree that in an unexpected tl~ward price moving natural gas 
m.  , tet a :.;, ural g. 2 C L I I I  o;ltions heJging s i.a:egy wil! tenc! 1,:. 
prc ide higl c r  Gas s ppIy c .  5:s roa psred to an e c ~ i i v ~  cr: q ~ ~ . r t i t y  
strategy using fixed pdoe swaps 

6, A recent study prepared by and provided b MWE by a counter 
par& indicates that natural ms caB optians would have cost k s  

f:.ed priE Y V ~ ~ S  . rsacti- is. ; :c;riiir.gly, the r ? x i l  prlcc swaps 
r terei! in.> ~y k'A E in acc~:dac:.: vuitl. i . ;  hatiira. 2~1s  
Proeurernent Plan have resulted in increased cost. This occurred 
bemuse NWFs swaps wem done at retatbely high expected fixed 
price levels, with c o k p o n d i n g  high leveis at' ma&-tkarke~:  risk, 
and actual gas suppk market srices declined to unexmcted lower 
levels. NWE and MCG agree that during periods of hi$h expected 
gas supply prices a nahhrml gas call optians slsaiegy has less mark- 
to-market risk than a gas prim swaps strategy. 

7. When NorihWesiem files its 201 0 Biennial Natural Gas 
Procurement Plan it shall include a detailed plan for a two-year 
study on the use of natural gas  call options versus f ~ e d  price 
swaps* This study will be intended to analyze all areas that the 
Commission would need to consider to make the decision whether 
or not NWE should include natural gas call options a s  an additional 
available hedging tool under the 2012 Biennial Natural Gas 
Procurement Plan. 



2 Nor;?'.\ .:srei,i .2s ?7 ong~ing rcai-.ir-ie obliga:;9ri :c eva':are the 
nstura :;?3 p-3xrslient >Ian in ilar. of iundene~ta l  r.hanl;:'s i 1 the 
nailira' g6s rna<l:e:~Ixe, bo~h locally an6 c'>tal:y, 2r.d chai?:i-.s t: 
ex:rrnal m.ctrics ihat  mrqht ir13act rhe riniur:.l qzs r-arkctplace. 
NWE understands that needs to remin vigilant and flexible in 
regard to executron and rnodriication ofthe Plan. 

9. The Parties agree that Northwestern's Tracker Applications in 
Docket No. 02009.5 63 and Docket No. D2010.5.49 should be 
approved as filed with the Commission and as updated to rdect 
aduai data for ail twelve months in both dockets. 

10. The Parties agrecs thatthis mulatian shall became eRecrive upon 
issuance 05 e final order by the CommisSon in both Docket No. 
D2009.5.63, and E)ockef:No. 020113,5.49. 

1 I. l l i e  PaMes'eritry ink, thii Stipulation shall not be deemed to 
wnstiWe a&v~vledgement by either Party of the validity of any 
particular reg ~larory rilecry or ratemak ng princ~ple. Furti-.::*nor?. 
ni?:ther Paitv shall l.2 deem& fo be t w n d  by ar:y -03ition asse.i~4 
by anyothe; Party, and no finding of fact or &nclusion of law, other 
than those agmec! to hewh, shali be deemed to be irnpiicit in this 
SBpulalion. 

f 2. The entry. of an order by the Cornmissbn approving this S-tipulakn 
shall not be deemed to w k  as any estoppel upon either Party or to 
afnemise establish or create any iimibtion on or precedent of the 
Gommlssion. 

13. This SI.ipulatbn shall not: become effeeiive and binding upon t he  
Parties and shall be of no force and &fact unless and until 
accepted and approved by the ammission as to all of We terms 
and conditions contained herein LT the Commission fails to approye 
this Stipulat~on as agreed to herein by the Parties, either in whole or 
in Dart, or if the Commission adds or remaves anv terns or 
cohdit~ons not agreeable by the Parties, eithw~dtty shall, at iis 
soie option, have the right to withdraw from this Stipulation with all 
of its nghfs resefved. 

14. The Parties hereby acknowledge Mat this Stipuiation b the result of 
a voluntary, negotiated seftlemeni between the Parties pursuant to 
ARM 3 38.2.3001. and agree that this Stipulation, indusive of the 
compromises and settlements contained herein, IS in the public 
inter& 



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

IM WITNES WHEREOF, the Parties hereto have executed this 
Stipuiation this B d a y  of 201 0. 

Wonkana Grrnsurner Counsel 

" 

By: 
Rob& Nelson 
Montana Gammer Gounsel Vice President - molesale WeMons 



15. This Sapula3oon may be sxecuted in one or mare wunterparts and 
each counterpart shall ham the same force and &Rent as an 
original documant, fully executed by the Parties. Any signature 
page of this Stipulation may be detached from any counterperf, of 
this Stipulation without impairing the legal effect of any signatures 
lizemn, and may be attached to another countsrpart of this 
Stipulation ide~fical i? form hereto but having attached to it one or 
more signatures page@). 

IN EELS WWHEEOF. the Part!- hereto have executed Wis 

ons 



8. NorthWestem has an ongoing real-tima obligation to evaluate ihe 
natural gas procurement plan in light ofiundamental changes in the 
natural gas marketpiact.?, both locany and globaly, and changes to 
external metrics that mighi impact the natural gas marketpiace. 
W E  understands that it needs to ramain ~gilant and fiexible in 
regarrj to smcufion and modification of the Plan. 

9. The Parties agree that NoflhVVestern's Tracker Applicaiions in 
Docket No. 02000.5.63 and Docket No. DZOl0.5.43 shouid be 
approved as filed with the Gomnision and as  updated lo reflect 
actual data for all twelve mntb In both dockef.;. 

"";. The Parties agree Bat this Stipulation &all become? effe&e upon 
issuance of afinal order by We (=omnilssion in both Dockst No. 
D2009.5.63, and Docket No, 02010.5.49. 

21. The Parties' enby into fMs Saipula~on shB not be dmmerl ia 
d t u t e  admoMa9gmeM by either Party of tha v&idii.j of m y  
partiicuiar m~laij3ry theory or mimMng principle. Furnewre,  
neither Party shall be deemed to be bound by any wd%n asserted 
by any other and no finding af fa& Qr ccrWffsian 07 laws other 
than those agreed to harein, sbll be ddwIIed to be implicit in this 
Stipulation. 

shall not b.: dcemed to >~orh . is  aiy cstol;pei upcn either Pi 7y or to 
othervrise es:et.ish or r:ea:e m y  limitst'3n 01 r,r prectdcnt of tne 
Commission. 

3. This S6prilation shall tlot W m e  effe&ve and binding upon the 
P&s and shdibe of. no few and effect unless and until 
awpted and *roved by the &mission a s  -io all oT the terns 
and mnditians amtai& tr~eki. If the hmmiss&r! Fariis to approve 
this SGpulation as agresd %a herein by the Parties, eithar in whole or 
in pat, or Ifthe Commission adds or removes any terms or 
conditions not agrmabk by the Parfies, either Party shall, at its 
sole option, have the fight to withdraw fmm this Stipuleem witin all 
of its rights mewed, 

14. The Partjes hereby acknowiedge that this Stipulation is the result of 
a voluntary, negotiated settlement between the Parties pursuant to 
ARM 5 38.2.3001, and agree that this Siipulatian, inclusive of the 
compromises md setkbents contained herein, is in the pub& 
interest. 



CERTIFICATE OF SERVICE 

I hereby cexti-fy ha; a cue and correct copy of NorthWestem Eriergy's Stipulation and 
Settlement Agreement of NorihWes~em Energy and The Montana Consumer Counsel i i ~  
Docket No. 02010.5.49 and D2009.5.63 Natuzil G;ts Tracker will be e-filed with the 
PSC. It will also be e-maiied and served upon the following persons by, postage prepaid 
via first class mad, as follows: 

Robert fJefson 
Mm~ma Cbsrroler Cornsel 
Po Box 2017G3 
Heias. Mii 59630-1703 

Kevin Mackav~ch 
No&W ehtem &IW&V 
40 East Broadway 
BmeMT 59701 

Jahn Rtm 
= & W a r n  EDer~y 
40 East Broadway 
M e  hfT 59701 

Joe Soh sm 
K ~ J I W ~ B ~ ~  he& 
40 Ean Broadway 
&stleMT 59701 

Kate wdmey 
Pubhe Service Commizs~on 
1751 w e t  Ave 
Po h x  20260 1 
Hz1aa .~59620.25!11 

DATED t b i s ~ d a y  oENovernber2010. 


