
Ms. Kate Whitney 
Montana Public Service Commission 
1701 Prospect Avenue 
P.O. Box 202601 
Helena, MT 59620-2601 

RE: Docket No. D2013.12.85 
PPLM Hydro Assets Purchase 
PSC Set 8 Data Requests (121-1 29) 

Dear Ms. Whitney: 

February 27,2014 

NorthWestern 
Energy 

Delivering a Bright Future 

Enclosed for filing is a copy of NorthWestern Energy's responses to PSC Set 8 Data 
Requests (PSC-121-PSC-129). A hard copy will be mailed to the most recent service list in this 
Docket this date. The Montana Public Service Commission and the Montana Consmner Counsel 
will be served by hand delivery this date. They will also be e-filed on the PSC website and 
emailed to counsel of record. 

Should you have questions please contact Joe Schwartzenberger at 406 497-3362. 

NC/nc 
CC: Service List 

40 East Broadway Street I Butte, MT 59701 I 0 406-497-1000 I F 406-497-2535 

Sincerely, 

~MQ~ 
Nedra Chase 
Administrative Assistant 
Regulatory Affairs 

NorthWesternEnergy.com 



CERTIFICATE OF SERVICE 

I hereby certify that a copy of NorthWestern Energy's responses to PSC Set 8 Data 

Requests (PSC-121 -PSC-129) in Docket D2013.12.85, the PPLM Hydro Assets Purchase, has 

been hand delivered to the Montana Public Service Commission and to the Montana Consumer 

Counsel this date. They will be e-filed on the PSC website and served on the most recent service 

list by mailing a copy thereof by first class mail, postage prepaid and will also be emailed to 

counsel of record. 

Date: February 27, 2014 

Nedra Chase 
Administrative Assistant 
Regulatory Affairs 
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PSC-121 
Regarding: 
Witness: 

NorthWestern Energy 
Docket D2013.12.85 

PPLM Hydro Assets Purchase 

Public Service Commission (pSC) 
Set 8 (121-129) 

Data Requests served February 13 , 2014 

DCF 
Stimatz 

a. Did NWE conduct a sensitivity analysis on either the weighted average cost of capital or 
the perpetual growth rate? 

b. If so, please provide the work papers for each. If not, please explain why a sensitivity 
analysis was not conducted. 

RESPONSE: 

a. As described in the Stimatz Direct Testimony on pages 10 and 20 and in the Bird Direct 
Testimony on pages 16 to 17, NorthWestern conducted sensitivity analysis based on 
several factors. These factors included the weighted average cost of capital ("W ACC"), 
the multiple applied to the Earnings Before Interest, Taxes, Depreciation, and 
Amortization ("EBITDA"), the transaction closing date, and the use of mid-year vs. end 
of year convention for cash flows. A perpetual growth rate was not used in the DCF 
analysis and therefore no sensitivities were calculated based on one. NorthWestern used 
a discount rate of 7.14%, which is near the middle of the discount rate guidance range 
(6.5% to 7.5%) that was received from our financial advisor, Credit Suisse. 
NorthWestern used a 7.5x EBITDA multiple to derive the tenninal value, which was at 
the bottom of the 7.5x to 8.5x range provided by Credit Suisse. In addition to 
NorthWestern's analysis, Credit Suisse provided sensitivity analysis based on those 
factors as well. See also the response to part b, below. 

b. See the Excel workbook in the folder labeled "PSC-121" on the attached CD, which 
shows the sensitivities calculated in relation to the W ACC, EBITDA multiple, closing 
date, and cash flow timing convention. 

The sensitivity analysis begins in Row 41 of the "Valuation" tab. NorthWestern 
calculated valuations based in a W ACC range of 6.5% to 7.5% and an EBITDA multiple 
range of 7.5x to 8.5x for each of the four scenarios. Scenario 1 assumed a January I, 
2014 closing date and a year-end convention for cash flows. Scenario 2 assumed the 
same closing date and used the mid-year convention for cash flows . As described in the 
Bird Direct Testimony on page BBB-17, the mid-year convention is the more commonly 
used approach in valuation analysis. Scenario 3 assumed a closing date of July I, 2014 
and used the mid-year cash flow convention. Scenario 4 assumed an October I , 2014 
closing date and used the mid-year convention. The table below summarizes the results 
using the most conservative, least conservative, and mid-range assumptions for the 
WACC and EBITDA multiple. 

PSC-I 



PSC-121 cont'd 

Closing Date 

1/1/2014 

1/1/2014 

7/1/2014 

10/ 1/2014 

NorthWestern Energy 
Docket D2013.12.85 

PPLM Hydro Assets Purchase 

Public Service Commission (pSC) 
Set 8 (121·129) 

Data Requests selVed February 13, 2014 

Sensitivity of Net Present Value 

WACC and EBITDA Multiple Assumptions 

Cash Flow Most Least 

Convention Conservative Conservative Mid·Range 

YearEnd S 790,304,988 S 935,154,046 S 858,780,754 

Mid·year $ 819,405, 652 S 965,078,422 S 888,329,730 

Mid-year S 838,044,147 $ 984,442,024 $ 907,374,679 

Mid-year S 847,617,596 $ 994,353,661 $ 917,140,094 

WACC 7.50% 6.50% 7.00% 

EBITDA Mu lt iple 7.5 8 .5 8.0 

In addition, please see the working papers and Excel files submitted by Credit Suisse in 
the response to Data Request MCC-093 and the Attachment. 

PSC-2 



Comparable company trading statistics - IPPs 

Cost of Capital Schedule - IP?s 

Capitalization and Barra Predicted Unlevered Beta Analyses 

($ in millions) 

Barra Debt I Non -Deductible Senior Unlevered Barra 

Predicted Market Enterprise Pret. Stock I Market Unsee. Credit To< Predicted 

Company Beta Equity Net Debt Value Equity I Cash Ratings Rate Beta 

Canadian Ippe 

Atlantic Power Corporation 1.16 $484 $2,157 $2,841 73% /8% 1 18% I 0% B 26.5% 0 .50 

Brookfield Renewable Energy Partners LP 0.71 6,87 1 7,727 14,598 47'0/0/8%/47%/0% BBB 26.5% 0.39 

Capital Pow8r Corporation 0.65 1,990 1,669 3,659 46%/0%/54%/0% BBB· 26.5% 0040 

T ransAlta Corporation 0.66 3,461 5,095 6,556 51%/9%/40%/0% BBB· 26.5% 0 041 

Mea n 0.85 $3,202 $4,162 $7,364 48°,{,/ 5%/ 43%/ 0% 26.5% 0.43 

Median 0.78 2,726 3,626 6,10B 32%/ 4%1 45%/ 0% 26.5% 0.41 

=.tEl'.o 

Calpine Corporation 1.1 1 $8,568 $11 ,020 $19,68B 56%/0%/44%/0% B+ 38.0% 0.61 

NRG Energy, Inc. 1.14 8,899 16,675 25,174 65% / 1% /35% 10% BB· 38.0% 0.52 

Dynegy Inc. 0.96 1,937 1,296 3,233 40%/0%/60%10% B 38.0% 0.68 

Mean 1.07 $6,468 $9,730 $16,198 60% / 1%/ 40% / 0% 38.0% 0.60 

Median 1.11 B.568 11 ,020 19,588 58% / 0% / 42% 1 0% 38.0% 0.61 

~ 

NRG Yield, Illc. Class A 0.56 $1,925 $1,901 $3,826 50%/0%/50%10% NR 36.0% 0.34 

Pattern Energy Group, Inc. NA $ 1,022(11 $1,316 $2,338 56% 10"'(' / 44% 10% NR 38.0% NA 

TransAlta Renewables, Inc. 0.87 $ 1,108 $555 $1,664 33% 10% 167% /0% NR 38.0% 0.66 

Mean 0.71 $1,352 $1 ,257 $2,609 48%/ 0%/ 52%/ 0% 38.0% 0.50 

Median 0.71 1,10B 1,316 2,338 47%/ 0%/ 4B% /0% 38.0-A. 0.50 

Mean 0.89 $3,626 $4,961 $8,588 55% / 2%/ 42% / 0% 33.4-A. 0.50 

Median 0.87 1,964 2,029 3,742 55%/ 1% /44%/ 0% 38.0% 0.50 

Clean generation IPP camps 
Source: FactSet, A[acra, S&P, Moody's, company management as of 9/13/13 . 

(I) Assumes $20 per shats price, the midpoint of the stated (PO offer range. 

(2) Based on management estimates as filed in offering prospsctus. 

CREDIT SUISSE-

Docket No. 02013.12.65 
Data Request No. PSC-121b 
Attachment 
Page 1 of4 

NorthWestern 
Energy 

Enterprise value I 

EBITDA 

2013E 201 4 E 2015E 

9.2x a.Bx 9 .7x 

1S.lx 14.9x 14.7x 

9.0x 9.3x 7.6x 

8.8x 8 Ax 8Ax 

10.5x 10.3x 10.l x 

9.1x 9.0x 9.0x 

tOAx 9.6x 9.3x 

9.0x 6 .2x 6.9x 

13.2x 10.6x 10.h 

10.9x 9.5x 9.4x 

9.7x 8,9x 9.h 

17.Ox 13.3x 12.7x 

15.5PI 10.9x(2) NA 

9.8x 10.8x 11.0x 

14.1x l'.7x l ' .Bx 

15.5x 10.9x 11.8x 

11.7x 10.5x to.3x 

10.l x to.lx 9. 7x 
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WACC analysis - clean generation IPPs 
Cost 01 Capital Schedule · IPPs 
Selected Assumptions 
(Siomlio ... ) 

Markel Assumotlons 
Risk Froe Rate I" 
Equity Martel Risk Premium '" 

Cap ltallzang " Asl umptlons 

0." 
Non·Deductible Pteferr&d Stock 

Cash '" 

Subtotal 

Equity 
Total EV 

Risk-free rate 

Market risk premium 

"""" eo" 
'" 

'''' 40" 
'00% 

~ 
~c::::> 

.IAllUl 
60% 

Cred,1Rat;i;g- -- -------------- ----------- - --- - --- - -- ---- --r ---- -- ----
Debt Bela'" Capital structure 88 f B 

Cost of Cepltal Calculation · Equity Market Rlak Premium I Cost of Oebt Sensitivity 

Fina ncing a nd IIx Rat, Au uIDotlons <Sub!ect ComPany) 
Pre-tax Cost of Dabl OIl 

Non-Deductible Prefarred Stock Divichmd Rale 

CMh Interell income Rato '" 
Mllfginal Tar. Rale m 

Mar9 K1 a1 Tax Rale on Cash Inlarasllncome !ll 

Equ! tyo_R el. t ed AssumpUon. 

Equity market va/lift 

Lev&rlid Beta 
MOM Unleverod Beta 
Size Premium ,., 

PoI~ical Risk Premium " .. 

Dobt I Non·Deductible Equity Milrkel Risk Promlum Sensitivity 
Unlovercd Prol. Stock I Markot Levered os 0 qu 

Oocket No. 02013.12.85 
Data Request No. PSC-121b 
Attachment 
Page2of4 

NorthWestern 
Energy 

~.oo" ,. " 
0.25% Pre-tax cost of debt 
38.0% 

SubJect 

-""!nR!ru< 
$1,624 

LOt 

0.53 

Beta Equity I Excot;s Cash "" Bela "OJ CostofOobl 6.7", 7.7% 8.7% 6.7". 7.7% 8.7", 

0.45 6O%fO% f 4O%f O% 
0.49 60%10%140%10% 

0.53 60% 1 0% 1 40'" 1 0% 
0.56 60%10%1 40%10% 

0.60 60% 1 0% I 4O~' 1 0% 

(I) lo-y • .,U.S.T,.uutyy;.ld .. o!Qll3r.lO I3. 

(2) BuodOfl C,edit S\Jio .. Flnano;'1 Shtog)" Group •• timu .. 

(3) MoU"",,,,,,,",o ... cu h. 
(4) s....clo~ C,ao<!it 5&lio .. Fin.,..;ia1 $lrol.gy G"",I" 

(5) To.!Qel "''''9"* p, ...... ",,",of dot.! con.u.tenl "itt. ....... d. b1 of ",", """'J>¥Iioo. 

(&) 8&McI on IIO-<Iay LlSOR .. cl 11/1312013. 

(1) s...a on · "", .. oInd Ilon\t<un' m"9ina1l.o, ,.!O. 
(8) Ba&ed cn ... .-g;n.al1a.< ,010 on ... \&, .. , incom. a.f<H ... nl from ·""""aIi .. d Ilorvrun' ""9,,011.0> ,.t •. 

0.87 
0.94 
1.01 
L09 
1.16 

5.00% 8.7% 8.6% 10.4% 
5.50% 9.2% 10.1% 11.1 % 
6.00% 9.1% 10.1'''' 11.7% 
6.50", 10.1 % 11.2% 12.3% 
7.00% 10.6% 11.8% 12.9% 

(a) BaMd on Cr.,ji! Su;' .. FlI\O.IICioi Str.togy G"",P' $010 $\70 rnIian UN &.25"" • $170milion to $270 million un 3.00"'II. ' $~70 mi50n to $:lOCI m;jlion u .. 1.50% ' .boYe $:lOCI mib u .. 0"". 

(I~ a....d 01\ C,.dit S".M F"L'OCiaI St,oIogy GtDup. 

(11) 8otot.. .. td.&1.""to..,.,j(l ... ((I '~' 0 ... P ... C '(I·t')1 Ell· (1(1 .~' 0 ... P+C ' (t .1111E)· Bol.odobl. 

(12) 1'10: I'll ... Bot. w. •• ...t . (R", • Rfl ... Sp. 

(13) WACC . (lid' (t. ~. 0 I Not Capito/) ... (III" PI Ne, COflitaI). IRe ' (I n' C I Nol CapiIa/)'" II.' EI ~I Capilal. 1'101 Cap,tal. Oobt ... Equity .. p"ho"od. t. .. Caol>. who" Cull .. .... . . <uh no! hold lor oper.ting p"""' ... . 

CREDIT SU ISSE 

5.3% 5.7% 6.0% 
5.7% 6.1 % 6.5% 
6.1% 6.5% 6.9% 
6.5% 6.9% 7.3% 
8 .9% 7.3% 1.8% 
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Comparable company trading statistics -
utilities 

Cost 01 Capita l Schedule· Regiona l utilitle. 

CapltalluUon and Sarra Predicted Unlaw.rad Beta Anili tylu 

($ in milions) 

Ba rra Debt I Non-Oedudible Senior Unlevered Sarr. 

Predicted Market Enterprise Pre'. Stock I Market Unsee. Credit To Predicted 

Company Bela Equity Net Debt V .. lue Equity I Cash RatinQI Rate Beta 

Rngjqoplllrjljties 

ALLETE, Inc. 0.74 $1,883 $1.103 $2,986 37% 10% /63% I 0 % 888+ 38.0% 0.64 

Ayisla Corporation 0.90 51,511 1,457 3,02.8 48% 10% 152% /0% BBB 38.0% 0.57 

Black Hi lls Corporation 0.84 $2,167 1,31 4 3,481 38% /0% /82% 10% BB8· 38.0% 0.61 

IDA CORP, Inc. 0 .79 $2.351 1,748 4.099 43%10%157%/0% BBB 36.0% 0.54 

MDU RtlS(lurc •. m Group, Inc . 1.12 $5.082 2.053 7, 135 29% 10% 111% 10'/0 BB8+ 38.0% 0.00 

Northwest Natural Gas Compnny 0.66 $ 1.098 '" 1,1127 43%100/,,157%10% A> 38.0% 0.45 

PNM ROo.(lurC<l8. Inc. 0.84 $1,130 1,935 3 ,665 52% 10% 1 47% I O~. B8B· 36.0% 0.50 

ParBan<! General El&c tric Company 0.18 $2,138 1,136 3.814 45%1 0%155%10% BBB 36.0% 0.52 

UNS Energy Corp 0.73 $1,883 1,841 3,724 49%/0%151%/0% NR 36.0% 0.46 

WaelarE nergy, Inc. 0.13 $3,831 3,658 7.489 411%/0%/51% /0% BBB 38.0% 0.46 

Xcel Ene rgy Inc. 0.75 $ 13,786 11,653 25,339 46% 10% 1!54% 10% A- 38.0% 0.49 

Mean 0.81 $3,411 U,657 $6,068 « % /0% /56 % 10% 38.0"" 0.55 

Median 0.18 2,138 1,148 3,724 41% / 0%1 57% /0% 38.0% 0.52 

NorthWe&lern Corporation 0.12 $1.624 1.152 2.117 42% 10% 158% 10% BBB 38.0% 0.50 

Sourco: Fac tSat. Alacrg, S&P, Moody's, company management lie of 9/13113. 

CREDIT SUISSE 

02013,12.85 
Docket No. I No PSC-121b Data Reques . 

reg io n a f:N::h;:~~Westem 
g.... Energy 

Price I Enlerprin value' 

Earnings EBITOA 

lO13E 2014E 2016E 2013E 1014E 2015E 

17.2. 16.91 14.0x 10.3x ,." 6,3. 

14.6. 14.h 13.5. 7.9. 7.5. 7.h 

20.? 19.41 18.4. 8.4. 7 .9. 7.5. 

14.1x 13.81 NA 9.31 9.11 NA 

111.41 17.61 15.41 8.61 7.8. 7.21 

18.61 17.21 16.31 8.81 8.41 8.21 

15.1. 14.1. 13.1x , ... 7.71 7.11 

21. 11 13.21 12..41 1.21 6.4 . 5.8. 

15.8. 13.2x 13.71 7.91 7.2. , ... 
14.2. 13.6. 13.3. 8.11 8 .21 7.81 

14.51 13.9. 13.31 8.81 13 .11 7.7. 

16.9lt lS. b 14.3lt • .5. 7.61 1.4lt 

15.8x 14.11( 13.6x 8.6l1 1.9x 1.4. 

16.51 15.4. 14.5. 9.61 9.01 13 .51 
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WACC analysis - regional utilities 
Cost of Capital Schedule· Regional Utilities 
Selected Assumption. 
1$ .......... 1 

Mark., AllwmpHgns 
Risk Free Rate M 

Eq~ty Mtvlte' Risk PiIllT1iYm PI 
Clpltallntlp D Allymp!lgD' 

Debt 

Non-Deductible Preferred Stcx:k 
Cash 1. 

Subtotal 

Eqllity 
Tolal EV 

Risk-free rate 

Market risk premium 

"""" "" 0% 

"" "" "'" 

~ 
.!awl 

58'" 

-C~daR~T~--- ' - ---- '-- ---'-------'---------- -----------~ -- BBB7B~--

Debt Beta " Capital structure 

Cost 0' Clplt.1 Calculetlon· Equity Mark.' Bltk Prlmlum I BIt. Senslttvlty 

A n. nelDa and Tn Ra l. " " Ym pUp!ll (Sub!." Cp mFlin'{l 

Pr&-tax Cost 01 Debt " 

Non-Deductible Preferred Stoek Dividend Rate 
Casll inlere, tlncome Rat. !II 
Marginal Tax Rate I'l 
Marginal Tax Rate on Cun Intentsl Income '" 

Equlty.erl'ted Allympt!pllJ. 

Equity martel value 
L8Vt<OO Beta 
Milan Unillvered Be'a 
Size Premium '" 

Po~tical Ri.k Premium I ... 

Cost of equity 

Equity Market RbI' Prvmlum SanlHlvlty 
Laverod Cost of qu tv AC 

~ 
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PIIge4014 

NOlth~m 
E'1('1gy 

~ Pre-tax cost of debt 
38.0% 

SubJeet ....,.... 
$ 1,624 

0.93 
0 .00 

Unlevervd 

Bola 

Debt 1 Non·Dvductlble 
Pref. Stock 1 MDrkvt 

Equity 1 Excess Cash BalD <'" Cosiol Dab! 6.7 % 7.n. 8.7% 6.7". 7.7". 8.7", 

0.45 58%/ 0 %/ 42%/ 0 % 
0 .. 8 :)8%/ 0%/ 42% / 0 % 

0." :)8% / 0 % 1 42 %/ 0 % 
0.53 58% / 0% / 42%/ 0 % 

0 .65 M %/ O% 1 42'''' ' 0 % 

0.45 58% 10 % 1 42% 10% 
0.48 68% / 0% / 42%/0% 

0." 58%/ 0%/ 42%/ 0% 
0.53 58% / 0%/ 42 %10% 
0.55 58% I 0 % I 42% 10% 

(,) 10.-,.01 U.s. T, ... ...,. r-IcI .. 0It11311O'3. 

rn B-.I an c..dI Suiow Finonr:ioI $lrolo"" a ........ _ "n. 
(3) ,....". •• _0._ ..... "-
(() a-danc:..<l1S_F' ......... s~.'"""G_ 
1.51 T ... ~'_1I' .... p,o-I.u ..... DI_c_ .... ' __ u ..... ....d_ol peo'c .... _ .. 

(&) B&MdCHIS<O-d<oyUBOR .. ofW'3Il0'3, 

(1) B&Md""·.........u.dI ......... ·_gjrIoI .... '.~. 

(tI) Baud on "'"'9 ........ ,olo on ;"Iot • • , inc_., diII_ In>m ·-... .... <t I Io"lrf1'tl· ~IM ,01 •. 

0 .. 
0.88 
0.93 
0.91 
1.02 

0.84 
0.88 
0.93 
0,91 
1.02 

4.&l% (1'" ,,% 

'If) 4.&l% 8 ,8 % 9.1% 10,5% 
4.50% 9, 1% 10.0% 10.9% 
4.50% 9.4% 10.3% 11.3% 
4.50% 9 .1% 10.1% 11.? % 

3.50% 8.5% 9.3% 10.1% 
4.00% 8.8 ·~ 9.7% 10.5% 
4.50% 9. 1% 10.0% 10.9 % 
15.00% 9.4 % 10.3% 11.3 % 
5.50% 9.1% 10.1% 11.1% 

IV) B ..... CHI C .. di1 s..... ",....,.,ioI SIr'''"''''~: SO ... $,10 mil""' .... e.~'!10 • $,70 rnilOn 10 $2rornL. u .. 3.00% • $27f1 rn"'n 1os.300"""""" ' .~O'!lo • abav. $:100"""" u .. 0'!I0. 

(10) &Md CHI 0"", Soio .. F .. _* Sh'ovy Gro"P. 
111) 801 ...... _d _ S. ............. "dl' • ((, . Q · O .. P .. C • ('·nlE)) · ((I' ·Q · 0 .. P.C· (\·rn/E)'SotacSobt. 

(12) Ro: RI .. 801 ........... . (Rm • 1<1) .. Sp. 

( ' 3} WACC .. (Rd ' (1.1j· 01 N .. CItf>'o/l. (Rp' P 1 No, CopAl). IRe ' (' .,') ' C 1 Not CapiIoJ) .. R. ' E 1 Nol Cop<I.oI. Nol Copl\ll_ Cob'. Eq"lr .. Pr.f.IT.d, 10M C .... , wh". Cuh" ........... "," hold /o'OPO'"'1II9 purpIIM'. 

CREDIT SUISSE 

.,% 5.5% 
_ WACC 

"" 5.1% 
5.4% 5.8% 6.2% 
5.6% 6.0% 6.4% 
5.1% 6.1% 11.6% 

4,8 % 5,2% 5.5% 
5, 1% 5.5% 5.9% 
5,4% 5.8% 6.2% 
1).8% 11.2% 6.6% 
11 ,1% 6.5% 6.9% 
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PSC-122 
Regarding: 
Witness: 

NorthWestern Energy 
Docket D2013.12.85 

PPLM Hydro Assets Purchase 

Public Service Commission (pSC) 
Set 8 (121·129) 

Data Requests served February 13 , 2014 

EBITDA 
Bird 

a. Did NWE account for cash required to fund working capital and replace old equipment in 
the EBITDA calculation? 

b. If yes, how? If no, why not? 

c. Does NWE have a standard input model to calculate EBITDA? If so, please provide the 
inputs NWE uses consistently. 

RESPONSE: 

a. To the extent future replacement of equipment, inventory, and consumables are operating 
expenses, they are accounted for in EBITDA through NorthWestern's projection of future 
O&M expenses. To the extent capital equipment will be replaced, it would not be 
accounted for in EBITDA but rather through NorthWestern's projection of future capital 
expenditures. North Western did not account for cash required to fund working capital in 
EBITDA. 

b. Changes in working capital would be accounted for in the calculation of operating cash 
flow and is not typically accounted for in EBITDA. 

c. EBITDA is a non-GAAP accounting tenn that means Earnings Before Interest, Taxes, 
Depreciation and Amortization. It is derived from infonnation on the income statement. 
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PSC-123 
Regarding: 
Witness: 

NorthWestern Energy 
Docket D2013.12.85 

PPLM Hydro Assets Purchase 

Public Service Commission (PSC) 
Set 8 (121-129) 

Data Requests seNed February 13 , 20 14 

Financial Models 
Meyer 

a. Travis E. Meyer' s pre-filed direct testimony page 5, lines 7-10 mentions intangible 
factors. Is there an approximate percentage demonstrating to what extent these factors 
could impact the model? 

b. Please provide the work papers NWE used to account for these factors. 

RESPONSE: 

a. The "intangible factors" (or referred to as "less quantifiable" factors in the pre-filed direct 
testimony referenced above) were intended to relate to all the potential items that could 
impact the forward market curve and the comparisons that are made to it within the LT 
Rev Req Model (30 Year NPY of rev req or levelized price comparisons). With an 
unlimited number of potential outcomes to future power prices, I am not able to provide 
an approximate percentage demonstrating to what extent these factors could impact the 
model. 

b. As indicated in the testimony referenced above, the L T Rev Req Models were not 
intended to account for these intangible (less quantifiable) factors and therefore does not 
have workpapers developed. 
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PSC-124 
Regarding: 
Witness: 

NorthWestern Energy 
Docket D2013.12.85 

PPLM Hydro Assets Purchase 

Public Service Commission (pSC) 
Set 8 (121·129) 

Data Requests served February 13, 2014 

DCF 
Stimatz 

a. What value drivers were combined to reach the estimated market multiplier used for the 
terminal value in Exhibit_ (JMS-I)7 

b. Please identify the peer group used in estimating the market multipliers. 

c. Please provide the work papers used by NWE and Credit Suisse to develop the market 
multipliers. 

RESPONSE: 

a. The tenninal value EBITDA multiplier was informed by the guidance provided by our 
financial advisor, Credit Suisse. NorthWestern used a 7.5x EV/EBITDA multiple to 
derive the tenninal value, which was at the bottom of the 7.5x to 8.5x range provided by 
Credit Suisse. Its range was driven by analysis of the long-tenn average EV/EBITDA 
multiples for various power generation companies. Cunent trading EV/EBITDA 
multiples were also evaluated to infonn the reasonableness of the range selected. 

b. Credit Suisse's analysis included the following U.S. power companies: 
- AES Corp 
- Calpine 
- Dynegy 
- NRG Energy 
- NRG Yield 
- Pattern Energy Group 
- Genon (For historical trading analysis, merged with NRG in 2012) 
- Mirant (For historical trading analysis, merged with Genon in 2010) 

Credit Suisse's analysis included the following Canadian power companies: 
- Atlantic Power 
- Brookfield Renewable Energy Partners 
- Capital Power 
- TransAlta Corporation 
- TransAlta Renewables 

c. Please see AM-Exhibit I attached to the Prefiled Direct Testimony of Ahmad Masud and 
the Attaclunent. 
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Forward EV IEBITDA multiples for select 
independent power producers Nort1i\~estem 
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Note: Charts represent the historic arithmetic average 1-year and 2-year forward EV/EBITDA multiples of the independent power 
producers, NRG, GEN, MIR, AES, CPN. 
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Forward EV IEBITDA multiples for the S&P 500 
Utility index 

Nort:h~tern: 

Average 1-year forward EV IEBITDA multiples 
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Nole: Charts represent the historic arithmetic average ,-year and 2·year forward EViEBITDA multiples of the components of the S&P 
500 utility index which is comprised of 31 gas and electric utilities. 

Confidential 

CREDIT SUISSE Prior to 2004, incomplete dala. 17 



Forward EV IEBITDA multiples for the S&P 500 
Electric Utility Index and NWE and Peers 

North~ 
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index: 
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CREDIT SUISSE Electric utilijies include the following companies: AEP, DUK, EIX, ETR, EXC, FE, NEE, NU, PNW, POM, PPL, SQ, XEL. 
NWE and peers include the following companies: NWE, POR, AVA, IDA, NVE, ALE, MDU, BKH. 
Prior to 2004, incomplete data. 
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PSC-125 
Regarding: 
Witness: 

NorthWestern Energy 
Docket D2013.12.85 

PPLM Hydro Assets Purchase 

Public Service Commission (PSC) 
Set 8 (121-129) 

Data Requests served Februal)' 13 , 2014 

Tenninal Value 
Stimatz 

a. What if any sensitivity analyses were perfonned on the perpetual growth rate used in 
detennining the tenninal value in Exhibit_ (JMS-I)? If not, why? 

b. Please provide electronic copies of the sensitivity analysis if it was perfonned. 

RESPONSE: 

a. A perpetual growth rate was not used in the estimation of a tenninal value in 
Exhibit_ (lMS-I). NorthWestern used an EBITDA multiple to estimate tern1inal value. 
Please see also the response to Data Request PSC-121. 

b. Please see the response to Data Request PSC-121. 
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PSC-126 
Regarding: 
Witness: 

NorthWestern Energy 
Docket D2013.12.85 

PPLM Hydro Assets Purchase 

Public Service Commission (PSC) 
Set 8 (121-129) 

Data Requests served February 13 , 2014 

DCF 
Stimatz 

What peer group did Credit Suisse use to detennine the W ACC? Please provide any and all 
work papers used by Credit Suisse to detennine the recommended W ACC. 

RESPONSE: 

Please see page 17 of AM-Exhibit I attached to the Prefiled Direct Testimony of Alunad Masud 
and the Attaclunent to Data Request PSC-121 b. 
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PSC-127 
Regarding: 
Witness: 

NorthWestern Energy 
Docket 02013.12.85 

PPLM Hydro Assets Purchase 

Public Service Commission (PSC) 
Set 8 (121·129) 

Data Requests served February 13 , 2014 

Precedent Utility Transactions 
Masud 

a. Atlantic Power Corporation's Barra Predicted Beta seems high compared to the other 
three companies listed in the data set. Why would this company not be considered an 
outlier? (AM Exhibit I page 17 of 26). 

b. Brookfield Renewable Energy Partners LP's enterprise value/EBITDA seems high as 
compared to the other three companies listed in the data set. Why would this company 
not be considered an outlier? (AM Exhibit I page 17 of 26). 

RESPONSE: 

a. Atlantic Power's Barra Predicted Beta reflects its high leverage relative to the other 
companies listed in the data set. Once adjusted for leverage (see unlevered Beta column), 
its unlevered Beta is similar that of other power companies listed on the page (including 
Canadian IPPs, US IPPs, and YieldCos). 

b. While the Brookfield Renewable Energy Partners' (BREP) EV/multiples are higher than 
the multiples for the rest of the companies shown on AM Exhibit 1 page 17, BREP was 
not removed from the table shown on AM Exhibit I page 17 for the following reasons: 

I. AM Exhibit I page 17 of 26 presents all the relevant trading statistics of various 
power companies considered in Credit Suisse's weighted average cost of capital 
and EV/EBITDA analyses. Power companies that own clean generation were 
highlighted to demonstrate that, on average, they trade at higher multiples. While 
BREP's higher EV/multiples were infonnative data points, they were not the 
primary driver for the range of EV/EBITDA multiples ultimately selected. Credit 
Suisse's EV/EBITDA range of7.5x to 8.5x was driven primarily by its analysis of 
historical long-tenn average EV IEBITDA multiples of independent power 
producers. Given the long-date forecast used for the DCF analysis and taking into 
consideration the volatility of commodity price markets-a driver of valuation for 
power companies-Credit Suisse considered the long-tenn average EV/EBITDA 
multiples to be more appropriate than current trading multiples in estimating the 
terminal value. (Please refer to materials submitted by Credit Suisse on analysis 
ofh.istorical IPP EV/EBITDA multiples attached to Data Request PSC-124c.) 
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PSC-127 cont'd 

NorthWestern Energy 
Docket D2013.12.85 

PPLM Hydro Assets Purchase 

Public Service Commission (PSC) 
Set 8 (121·129) 

Data Requests served February 13 , 2014 

2. BREP, as a power company that primarily owns renewable generation, of which a 
significant portion consists of hydroelectric generation assets, was considered a 
relevant comparable to the Hydros. Its unlevered beta was considered in 
fonnulating a range of betas for Credit Suisse' s weighted average cost of capital 
analysis. 
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PSC-128 
Regarding: 
Witness: 

NorthWestern Energy 
Docket D2013.12.85 

PPLM Hydro Assets Purchase 

Public Service Commission (Psq 
Set 8 (121-129) 

Data Requests served February 13 , 2014 

Revenue Requirement 
DiFronzo 

Please explain the difference in the revenue requirement used in Exhibit_ CPZD-I ) page 1 of 12 
to the revenue requirement used in Exhibits CTEM-I) and CTEM-2). 

RESPONSE: 

The differences between the revenue requirement used in Exhibit_CPJD-I) and Exhibit_CTEM­
I) are described in Meyer Direct Testimony on pages TEM-15 through TEM-17, line 3. 
Exhibit CTEM-2) reflects the updates to the first year revenue requirement as reflected in 
Exhibit_ CPJD-I) except for the differences described on pages TEM-17 through TEM-18, line 
16. 
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PSC-129 
Regarding: 
Witness: 

NorthWestern Energy 
Docket D2013.12.85 

PPLM Hydro Assets Purchase 

Public Service Commission (Psq 
Set 8 (121·129) 

Data Requests served February 13 , 2014 

Blackstone 
Bird 

a. Did NWE consult with any other entities besides Blackstone for a fairness opinion? 
If not, why? 

b. Does Blackstone or any member of the work team assigned to Project Mustang have any 
affiliation to or financial interest in the transaction? 

RESPONSE: 

a. Yes. Four parties bid to provide a fairness opinion for the Board of Directors, but only 
one, Blackstone, was selected to provide an opinion. 

b. No. Neither Blackstone nor any member of its work team has a financial interest in the 
transaction. 
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