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RE: Docket No. 02013.12.85 - NorthWestem Energy's Application for Approval 
to Purchase and Operate PPL Montana's Hydroelectric Facilities, for 
Approval of Inclusion of Generation Asset Cost of Service in Electricity 
Supply Rates, for Approval of Issuance of Securities to Complete the 
Purchase, and for Related Relief 

Dear Ms. Whitney: 

NorthWestern Corporation d/b/a NorthWestern Energy ("NorthWestern") hereby 
submits to the Montana Public Service Commission ("Commission") an 
Application for Approval to Purchase and Operate PPL Montana's ("PPLM") 
Hydroelectric Facilities (the "Hydros"), for Approval of Inclusion of Generation 
Asset Cost of Service in Electricity Supply Rates, for Approval of Issuance of 
Securities to Complete the Purchase, and for Related Relief ("Application"). The 
Application consists of the printed material and three CDs. 

NorthWestern is a Delaware corporation providing electric and natural gas 
services in Montana and is subject to the jurisdiction of the Commission. 
NorthWestern makes this Application pursuant to § 69-8-421 , MCA, and the 
Commission's implementing regulations, ARM 38.5.8201 through 38.5.8229. As 
described in this Application and as supported by the testimony submitted 
herewith, the purchase and operation of the Hydros is in the public interest and is 
consistent with the requirements of § 69-3-201 , MCA, the objectives in § 69-8-
419, MCA, and Corn mission rules. 

For NorthWestern's Electric Utility, this fil ing addresses the request for approval 
of the Hydros as an electricity supply resource. The Hydros consist of PPLM's 
11 hydroelectric generating facilities and related assets. 
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On September 26,2013, NorthWestern signed a Purchase and Sale Agreement 
with PPLM to acquire the Hydros. Since the sale by The Montana Power 
Company to PPLM ,1 NorthWestern has obtained a great deal of baseload power 
from PPLM and its affiliate, PPL EnergyPlus, LLC ("PPL Eplus") through market 
purchases. NorthWestern has an ongoing need for base load power; the 7-year 
PPL Eplus Power Supply Contract expires in mid-2014. Through this acquisition 
NorthWestern can acquire predictable baseload power from hydro generation. 
The addition of the Hydros will result in a more environmentally responsible 
electricity supply portfolio and provide substantial long-term benefits including: 
lower supply market risk; greater resource diversity, adequacy and reliability; and 
stable and reasonable costs/prices. NorthWestern is the optimal owner of these 
assets, as the electric utility delivery systems NorthWestern owns, in particular 
the transmission system, were originally built around these facilities as part of a 
fully integrated electric utility system. This represents a significant opportunity for 
the Commission to approve the addition of utility-owned, regulated hydroelectric 
generation to NorthWestern's electricity supply resource portfolio. The Hydros 
will provide a stable, affordable, and long-term electric supply resource to 
NorthWestern's customers. 

By letter dated October 11, 2013, pursuant to ARM 38.5.8228, NorthWestern 
notified the Commission and the Montana Consumer Counsel ("MCC") of its 
intent to submit this filing and reconfirmed its intent in subsequent telephone or 
personal contacts. 

The following materials are submitted with this Application: 

Prefiled Direct Testimony of Robert (Bob) C. Rowe 
Prefiled Direct Testimony and Exhibits of Brian B. Bird 
Prefiled Direct Testimony of John D. Hines 
Prefiled Direct Testimony and Exhibits of Travis E. Meyer 
Prefiled Direct Testimony and Exhibits of Joseph M. Stimatz 
Prefiled Direct Testimony and Exh ibits of William T. Rhoads 
Prefiled Direct Testimony and Exh ibit of Ahmad Masud 
Prefiled Direct Testimony and Exhibits of Allen Otto 
Prefiled Direct Testimony and Exhibits of Kendall G. Kliewer 
Prefiled Direct Testimony and Exhibits of Patrick J. DiFronzo 

I On October 31, 1998, MPC sold the Hydras to PP&L Global, Inc ("PPL Global") 
pursuant to the terms of the Asset Purchase Agreement ("AP A") . PPL Global assigned 
the AP A to PP &L Montana, LLC on December 17, 1999. PP &L Montana, LLC later 
changed its name to PPL Montana, LLC. 
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Portions of Exhibit_(WTR-2) and the entirety of Exhibits_(WTR-5), (WTR-6) 
and (WTR-8) attached to the Prefiled Direct Testimony of William T. Rhoads 
include Critical Energy Infrastructure Information that has been redacted in 
accordance with Protective Order No. 7323 ("Order"). According to the terms of 
the Order, a separate protected CD is provided concurrent with this filing to the 
Commission under separate cover. The protected exhibits will also be provided 
on CD under the terms of the Order to those parties who execute the associated 
non-disclosure agreement. 

Exhibits attached to the Prefiled Direct Testimonies of Ahmad Masud and Allen 
Otto include protectable forward looking financial information that has been 
redacted pending the Commission's decision on a motion for protective order that 
has been filed by NorthWestern on the same date as this Application. Some 
portions of the schedules included in Exhibit_(APP-2) include information that is 
protectable under Montana's Right to Privacy. This information has been 
redacted pending the Commission's decision on a motion for protective order that 
has been filed by NorthWestern on the same date as this Application. 
NorthWestern will provide the redacted material pursuant to the orders ultimately 
issued by the Commission on the motions. 

PPLM has also requested that certain information in the schedules included in 
Exhibit_(APP-2) be redacted. A motion for protective order will be filed 
regarding this information and this redacted information will be provided pursuant 
to a Commission order. 

An original and ten copies of this Application are submitted with this filing, and 
three copies are provided to the MCC. 

While electronic information is not required by Commission rules, nor is it 
standard practice to provide this data at this stage of a filing, electronic versions 
of exhibits, electronic data supporting tables and charts included in testimony, 
and electronic supporting workpapers are being compiled and will be provided on 
CD as soon as possible. 

All of the above materials will be available for public inspection at the following 
locations: 

The Montana Public Service Commission 
1701 Prospect Avenue 
Helena, Montana 59601 

NorthWesternEnergy.com 
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Montana Consumer Counsel 
111 North Last Chance Gulch, Suite 1 B 
Helena, Montana 59601 

NorthWestern Energy 
40 East Broadway 
Butte, Montana 59701 

NorthWestern requests that the Commission publish legal notice to inform the 
public that the Application has been made. 

For a typical residential customer using 750 kWh of electricity per month, 
approval of this Application would result in an increase in the total bill of 
approximately $3.53 per month or 4.22%. 

The NorthWestern employee responsible for answering questions concerning 
this Application or for inquiries to the appropriate members of the utility staff is: 

Mr. Patrick R. Corcoran, Vice President 
Government and Regulatory Affairs 
NorthWestern Energy 
40 East Broadway Street 
Butte, MT 59701 
(406) 497-2202 
pat.corcoran@northwestern.com 

NorthWestern's attorneys in this matter are: 

AI Brogan 
NorthWestern Energy 
208 N. Montana Ave, Suite 205 
Helena, Montana 59601 
Tel. (406) 443-8903 
Fax (406) 443-8979 
al .brogan@northwestern.com 

Sarah Norcott 
NorthWestern Energy 
208 N. Montana Ave, Suite 205 
Helena, Montana 59601 
Tel. (406) 443-8996 
Fax (406) 443-8979 
sarah.norcott@northwestern.com 
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NorthWestern asks that the names of Patrick Corcoran, Nedra Chase, AI Brogan, 
Sarah Norcott, and Joe Schwartzenberger appear on all service lists in this 
proceeding. 

Enclosures 

Respectfully submitted, 

Patrick R. Corcoran 
Vice-President 
Government and Regulatory Affairs 

NorthWesternEnergy.com 
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CERTIFICATE OF SERVICE 

I hereby certify that original and ten copies of NorthWestern Energy's Application for 

Approval to Purchase and Operate the Hydroelectric Facilities of PPL Montana, LLC in Docket 

No. D2013.12.85 has been hand delivered to The Montana Public Service Commission (MPSC) 

and three copies to the Montana Consumer Counsel. 

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

Mr. Robert A. Nelson 
Montana Consumer Counsel 
111 N. Last Chance Gulch 
Suite IB 
Helena MT 59620-1703 

Date: December 20th, 2013 

Nedra Chase 
Administrative Assistant 
Regulatory Affairs 
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ALBROGAN 
NorthWestern Energy 
208 North Montana Avenue 
Suite 205 
Helena, Montana 59601 
Telephone (406) 443-8903 
Fax (406) 443-8979 
al .brogan@northwestern.com 

SARAH NORCOTT 
NorthWestern Energy 
208 N. Montana Avenue 
Suite 205 
Helena, Montana 59601 
Telephone (406) 443-8996 
Fax (406) 443-8979 
sarah.norcott@northwestern.com 

Attorneys for NorthWestern Energy 

DEPARTMENT OF PUBLIC SERVICE REGULATION 
BEFORE THE PUBLIC SERVICE COMMISSION 

OF THE STATE OF MONTANA 

In the Matter of NorthWestern 
Energy's Application for Approval to 
Purchase and Operate PPL 
Montana's Hydroelectric Facilities, for 
Approval of Inclusion of Generation 
Asset Cost of Service in Electricity 
Supply Rates, for Approval of 
Issuance of Securities to Complete 
the Purchase, and for Related Relief 

) 
) 
) 
) 
) 
) 
) 
) 
) 

REGULATORY DIVISION 

DOCKET NO. D2013.12.85 

APPLICATION FOR HYDRO ASSETS PURCHASE 

On September 26 , 2013, NorthWestern Corporation d/b/a NorthWestern Energy 

("NorthWestern") announced that it had entered an agreement to acquire 11 

hydroelectric generating facilities and related assets (the "Hydros") from PPL Montana, 

LLC ("PPLM"). The Purchase and Sale Agreement ("PSA") is attached as 
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Exhibit_(APP-1).' The schedules to the PSA are attached as Exhibit_(APP-2).2 

Since the September 26th announcement, public and editorial comment has been 

overwhelmingly favorablea Pursuant to § 69-8-421, MCA, and the Montana Public 

Service Commission's ("Commission") implementing regulations, ARM 38.5.8201 

through 38.5.8229, NorthWestern submits this application requesting a Commission 

Order approving the Hydros as an electricity supply resource ("Application"). As 

described in this Application and as supported by the testimony submitted with this 

Application, the purchase and operation of the Hydros is in the public interest and is 

consistent with the requirements of § 69-3-201 , MCA, the objectives in § 69-8-419, 

MCA, and this Commission's rules. The following accompany and are part of this 

Application: 4 

1 There are eight exhibits attached to the Application . The following table includes a listing and 
description of each exhibit, as well as the form in which each is provided: 

Exhibit jAPP-1) Purchase and Sale Agreement Provided On CD 
Exhibit_(APP-2) Schedules to the Purchase and Provided On CD - Includes 

Sale Agreement Protectable Information that 
has Been Redacted 

Exhibit_(APP-3) Samples of Editorials and Public Hard Copy Provided 
Comment 

Exhib it_(APP-4) 2013 Electricity Supply Resource Provided On CD 
Procurement Plan 

Exhibit_(APP-5) Supporting Documentation for Pre- Provided On CD 
filing Communications 

Exhibit_(APP-6) NorthWestern's Most Recent Form Provided On CD 
10-0 

Exhibit_(APP-7) NorthWestern's Most Recent Form Provided On CD 
10-K 

Exhibit_(APP-8) Proposed Order Approving Request Hard Copy Provided 
for Authority to Issue Securities 

2 Some portions of the schedules are confidential. NorthWestern has redacted this information pending 
the Commission's decisions on motions for protective orders that NorthWestern filed on the same date as 
this Application or that will be forthcoming if redaction was requested by PPLM. 
3 Attached as Exhibit_(APP-3) are samples of the editorials and public comment. ( 
4 Certain of the witnesses' exhibits contain non-public information such as Critical Energy Infrastructure 
Information and forward looking financial information. Some of this information is provided pursuant to a 
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A. The Prefiled Direct Testimony of Robert C. Rowe ("Rowe Direct 
Testimony"); 

B. The Prefiled Direct Testimony and Exhibits of Brian B. Bird ("Bird Direct 
Testimony"); 

C. The Prefiled Direct Testimony of John D. Hines ("Hines Direct 
Testimony"); 

D. The Prefiled Direct Testimony and Exhibits of Travis E. Meyer ("Meyer 
Direct Testimony"); 

E. The Prefiled Direct Testimony and Exhibits of Joseph M. Stimatz ("Stimatz 
Direct Testimony"); 

F. The Prefiled Direct Testimony and Exhibits of Wi lliam T. Rhoads ("Rhoads 
Direct Testimony"); 

G. The Prefiled Direct Testimony and Exhibit of Ahmad Masud ("Masud 
Direct Testimony"); 

H. The Prefiled Direct Testimony and Exhibits of Allen Otto ("Otto Direct 
Testimony"); 

I. The Prefiled Direct Testimony and Exhibits of Kendall G. Kliewer ("Kl iewer 
Direct Testimony"); and 

J. The Prefiled Direct Testimony and Exhibits of Patrick J. DiFronzo 
("DiFronzo Direct Testimony"). 

Throughout their testimony, when witnesses refer to another witness's testimony, they 

may use the shortened designation set forth above without redefining the term. 

I. Description of the Hydros 

The Hydros consist of four federally-li censed hydroelectric projects: (1) the 

Missouri-Madison Hydroelectric Project No. 2188, (2) the Thompson Falls Project No. 

1869, (3) the Mystic Lake Hydroelectric Project No. 2301, and (4) the Kerr Hydroelectric 

Project NO. 5. Below is a picto rial of the Hydros' locations within Montana. 

protective order; the balance is redacted pending the Commission's decisions on motions for protective 
order that have been filed on the same date as this Appl ication. 
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A. The Missouri-Madison Hydroelectric Project 

The Missouri-Madison Hydroelectric Project develops hydropower on a 324-mile 

stretch of the Madison and Missouri rivers. Nine hydroelectric developments, of which 

eight have power generating facilities, make up the project. 5 The project includes 

facilities in Gallatin, Madison, Lewis and Clark, and Cascade counties. 

The Hebgen Development is located on the Madison River and consists of a 

dam, an impoundment, and other appurtenances. The Hebgen Development provides 

storage and regulation of water; it does not provide generation. 

The Madison Development is located on the Madison River. The development 

includes a dam, an impoundment, a control building, an intake structure, a flow line, a 

surge chamber, four penstocks, a powerhouse, interconnection with NorthWestern's 

transmission system, a tailback, and other appurtenances. The Madison 

Development's net capacity is 8 megawatts ("MW,,).6 

The Hauser Development is on the Missouri River about 14 miles northeast of 

Helena, Montana. It includes a dam, an impoundment with two connected bodies of 

water, an intake and forebay structure, six penstocks, a powerhouse, interconnection, a 

tailback, and other appurtenances. The Hauser Development has net capacity of 19 

MW. 

The Holter Development is on the Missouri River about 26 miles downstream 

from the Hauser Development. The development includes a dam, an impoundment, 

5 The Federal Energy Regulatory Commission ("FERC") classifies the Hebgen Development as a 
hydroelectric facility even though it does not include generation. The Hebgen Development is not one of 
the 11 hydroelectric facilities referred to in NorthWestern's September 26, 2013 announcement but is 
included in the Hydros. 
6 PPLM provided the net capacity of each development. The net capacity may differ from the installed 
capacity shown in the relevant FERC license. Throughout this Application, net capacity refers to the 
specification provided by PPLM. 
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and intake/powerhouse structure, interconnection, a tailrace, and other appurtenances. ( 

The Hauser Development's net capacity is 48 MW. 

The next five Missouri-Madison Hydroelectric Project developments are located 

on the Missouri River near Great Falls. Each development includes a dam, a reservoir, 

intake and powerhouse structures (combined or separate), a tailrace, and other 

appurtenances ("Common Components"). 

The Black Eagle Development has, in addition to the Common Components, a 

forebay and an interconnection to NorthWestern's transmission system. The net 

capacity is 21 MW. 

The Rainbow Development has undergone redevelopment during the past four 

years. Redevelopment included the construction of a new intake, powerhouse, and 

penstock; installation of a new turbine and generator, transformers, breakers, and 

switchgear; construction of a new tailrace; construction of a new road; and other 

activities. The new net capacity of the Rainbow Development is 60 MW.7 

The Cochrane Development, which achieved commercial operation in 1958, is 

the newest of the nine developments. It includes a 2.9 mile-long transmission line in 

addition to the Common Components. Its net capacity is 69 MW8 

The Ryan Development is immediately upstream from the crest of the Great Falls 

of the Missouri. It includes a 4.6 mile-long transmission line and has net capacity of 60 

MW. 

7 The redevelopment of the Rainbow Development increased the net capacity from 36 MW to 60 MW. ( 
8 The redevelopment of the Rainbow Development allows the Cochrane pool to operate with an '--
approximately six feet higher head and increased the net capacity of Cochrane from 64 MW to 69 MW. 
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( The Morony Development is the furthest downstream on the Missouri of the nine 

hydroelectric developments. It includes an 8.5 mile-long transmission line. The Morony 

Development's net capacity is 48 MW. 

The Missouri-Madison Project has a total net capacity of 333 MW and has an 

annual average generation of 1,980 gigawatt-hours ("GWh"). The total storage capacity 

of the nine developments is 808,885 acre-feet at normal maximum water surface 

elevation. The project includes 28 turbine generator units. 

B. The Thompson Falls Hydroelectric Project 

The Thompson Falls Project is located on the Clark Fork River in Sanders 

County, Montana. The project includes a primary development, a secondary 

development, and a fish ladder. The primary development consists of a main dam, a 

smaller dam located in a dry channel of the river, a reservoir, a powerhouse, six 

generating units, and appurtenant facilities. The secondary development, built in the 

1990s, consists of an intake channel, a sluiceway, a powerhouse, a tailrace channel, an 

access road, a transmission line to the primary development's powerhouse, and 

appurtenant facilities. 

The Thompson Falls Project has a total net capacity of 94 MW and an annual 

average generation of 496 GWh. It has seven turbine generator units. 

c. The Mystic Lake Hydroelectric Project 

The Mystic Lake Hydroelectric Project is located on West Rosebud Creek in 

Stillwater County, Montana. The project has two reservoirs, Mystic Lake, which is a 

storage reservoir, and West Rosebud Lake, which is downstream of the powerhouse 

( and used to moderate peaking flows. In addition to the reservoirs, the project includes a 
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dam, a flowline, a powerhouse, two turbine generator units, two tailrace tunnels, a 

reregulation dam, a surge tank, two distribution lines, two transmission lines, and 

appurtenant facilities. 

The project has a total net capacity of 12 MW and an average annual generation 

of 51 GWh. The storage capacity is 47,000 acre-feet. The Mystic Lake Hydroelectric 

Project provides some peaking capacity. 

D. The Kerr Project 

The Kerr Project is located on the Flathead River in Flathead and Lake counties. 

The project consists of a reservoir, a dam, three concrete-lined penstocks, a 

powerhouse with three generating units , transmission facilities, and appurtenant 

facilities. 

The Kerr Project has a total net capacity of 194 MW and an average annual 

generation of 1 ,098 GWh. 

PPLM and the Confederated Salish and Kootenai Tribes of the Flathead 

Reservation ("CSKT") hold the license to the project as "joint licensees."g Although it 

issued the license for the Kerr Project in 1985, FERC did not clarify what it meant by 

"joint" until 2001 after PPLM had acquired MPC's interest in the project. In subsequent 

orders (Order on Rehearing, 94 FERC 1161,129 (February 12, 2001); Order Denying 

Rehearing, 95 FERC 1161 ,053(April 12, 2001); and Order on Rehearing, 98 FERC 11 

61,098 (February 2, 2002)), FERC clarified that, under the license as issued, MPC and 

CSKT were each a sole licensee under the license during their respective periods of 

ownership. Thus, the license contemplates successive, not concurrent, control of the 

9 FERC issued the joint license to The Montana Power Company ("MPC") and CSKT in 1985. 32 FERC ~ 
61,070 (July 17, 1985). FERC approved transfer of MPC's interest to PPLM in 1999. 88 FERC ~ 62,010 
(July 7,1999). 
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( project. 94 FERC 1161,129 (February 12, 2001). The license provides that between 

September 2015 and September 2025, CSKT have the right to purchase the Kerr 

( 

Project with at least one year's notice. The license also provides that, beginning in 

September 2014, CSKT may designate a date for the transfer. Until CSKT purchase 

the Kerr Project, PPLM (or its successor) has exclusive project control, operation, and 

responsibility and CSKT do not have any rights or obligations under the license. Id. 

NorthWestern believes that CSKT will exercise their right to purchase the project at the 

earliest possible date, i.e., September 2015. 

II. Specific Relief Requested 

By this Application NorthWestern requests that the Commission issue an order: 

(1) finding that approval of this Application is in the public interest; 

(2) finding that acquisition of the Hydros is consistent with the requirements of § 
69-3-201, MCA, the objectives in § 69-8-419, MCA, and the Commission's 
rules; 

(3) authorizing NorthWestern to make a compliance filing following the Final 
Order in this docket to adjust the purchase price to reflect the actual cost of 
debt ("Compliance Filing"); 

(4) authorizing NorthWestern to recover the estimated total revenue requirement 
of $128,402,190, as adjusted in the Compliance Filing in electric supply rates; 

(5) authorizing NorthWestern to make a final compliance filing in approximately 
December 2015 to reflect post-closing adjustments, the conveyance of the 
Kerr Project to CSKT, if it occurs, and the actual property tax expense for the 
Hydros; 

(6) authorizing NorthWestern to track revenue credits on a portfolio basis through 
the Electricity Supply Cost Tracker; 

(7) approving the Request (defined below) and authorizing financing transactions 
proposed herein; and 

(8) authorizing NorthWestem to utilize the proceeds from the financing 
transactions as proposed herein. 
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III. Purchase Price and Revenue Requirement for the Hydros 

NorthWestern has agreed to pay $900 million plus or minus closing adjustments 

for the Hydros. The 2014 test period Revenue Requirement is $128,402,190. This 

consists of costs of $66,570,901 and a return of $61,831,289. This Revenue 

Requirement results in an increase of 4.22% or $3.53/month for an average residential 

customer using 750 kilowatt-hours per month. 

IV. Public Interest Analysis 

Two statutes, § 69-8-421(6), MCA, and § 69-3-109, MCA, require the 

Commission to consider the public interest. Section 69-8-421 (6)(c)(i), MCA, requires 

that a Commission order approving an application include a finding that approval "is in 

the public interest." Section 69-3-109, MCA, allows the Commission to include an 

acquisition adjustment for property purchased by a public utility in rate base "if the 

transfer of the property to the purchasing utility is in the public interest." An analysis of 

each of these statutes follows. 

A. Section 69-8-421 (6), MeA 

The statute does not define the term "public interest." However, the Commission 

has determined, in multiple decisions, that the acquisition of a resource under § 69-8-

421, MCA, is in the public interest "if the benefits outweigh the risks to ratepayers." In 

the Matter of the Application of North Western Energy for Approval to Purchase and 

Operate the Spion Kop Wind Project, for Certification of the Spion Kop Wind Project as 

an Eligible Renewable Resource, and for Related Relief, Docket No. 02011.5.41, Order 

No. 71591, ,-r 95 (February 16, 2012); Accord, In the Matter of an Application by 

NorthWestern Corporation for Approval of its Interest in Colstrip Unit 4 as an Electricity 
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( Supply Resource, Docket No. 02008.6.69, Order No. 6925f, 11217 (November 13, 

2008); In the Matter of the Application of NorthWestern Energy for Approval to 

Construct and Operate the Mill Creek Generating Station, Docket No. 02008.8.95, 

Order No.6943a, 11211 (May 20, 2009). 

As demonstrated by the testimony in this docket, the Commission's approval of 

this Application is in the public interest because the benefits of the Hydros to 

NorthWestern's customers clearly outweigh any risk. The benefits of the Hydros to 

NorthWestern's customers include: 

• The Hydros provide the best long-term strategy for maintaining stable and 
reasonable rates for customers (Hines Direct Testimony); 

• The Hydros substantially reduce the market supply and fuel price risk in 
NorthWestern's electricity supply portfolio (Rowe Direct Testimony, Hines 
Direct Testimony); 

• The Hydros reduce the environmental risk in NorthWestern' s electricity 
supply portfolio (Hines Direct Testimony, Stimatz Direct Testimony); 

• The Hydros support NorthWestern in assembling and maintaining a balanced, 
environmentally responsible portfolio (Rowe Direct Testimony); and 

• Inclusion of the Hydros in the electricity supply portfolio is a step toward 
balancing NorthWestern's mix of electricity supply resources with respect to 
underlying fuels, technologies, and associated environmental impacts and 
adds long-term resources to the portfolio (Hines Direct Testimony). 

As discussed throughout the witnesses' testimonies, these customer benefits 

clearly outweigh the risks associated with the Hydros. 

Since Montana abandoned its ill-fated experiment with electric industry 

restructuring and customer choice, NorthWestern has taken steps to transition into a 

vertically integrated utility to provide long-term rate stability for its customers. 

NorthWestern dedicated its interest in Colstrip Unit 4 ("CU4") to the public interest, 

Hydro Assets Purchase Application 
11 



constructed the Dave Gates Generating Station at Mill Creek, and acquired the Spion C 
Kop Wind Farm in a build and transfer transaction. Commission approval of this 

Application to acquire the Hydros represents the necessary "green light" for 

NorthWestern to consummate a once-in-a-lifetime transaction and continue to evolve as 

a fully integrated utility for the long-term benefits of its customers. 

B. Section 69-3-109, MeA 

Section 69-3-109, MCA, establishes parameters around the value of the property 

to be used in setting rates. It provides that "value may not exceed the original cost of 

the property, except that the commission may include all or some of an acquisition 

adjustment for certain property purchased by a public utility in the purchasing utility's 

rate base if the transfer of the property to the purchasing utility is in the public interest." 

§ 69-3-109, MCA. Prior to 1975, the Commission calculated utility rate bases "on the 

basis of reproduction cost new or commercial value of utility plants." Petition of 

Montana Power Co. for Increased Rates and Charges in Gas and Electric Services, 180 

Mont. 385, 398-399, 590 P.2d 1140, 1148 (1979) ("MPC 1979'J. The Legislature 

amended the law in 1975 to prohibit the inclusion of any value that exceeded the 

property's original cost in rate base. The 1975 amendment provided: "The commission 

is not bound to accept or use any particular value in determining rates, provided that if 

any value is used, such value may not exceed the original cost of the property." 1975 

Mont. Laws, ch. 28, § 1. As the Court stated, "From 1975 forward , however, the 

legislature transformed original cost into The factor to be considered in rate base 

calculation; from 1975 forward , utility plants could not be valued in excess of original 

cost. " MPC 1979, 180 Mont. at 399,590 P.2d at 1148 (capitalization in original). 
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In 1995, the Legislature revised the statute to allow for the inclusion of an 

acquisition adjustment in rate base where justified by the public interest. The 

Legislature included an exception to the original cost limitation by adding, "except that 

the commission may include all or some of an acquisition adjustment for certain 

property . .. if the transfer of the property to the purchasing utility is in the public interest." 

1995 Mont. Laws, ch. 373, § 1. The 1995 legislative change was supported by many, 

including the Commission, the Montana Consumer Counsel ("MCC"), Montana-Dakota 

Utilities, MPC, and the Citizens Telecommunications Company of Montana.lO 

The legislative history of 1995 Mont. Law, ch. 373 is instructive, as it 

demonstrates that the Legislature wanted utilities to be able to rate base an acquired 

asset at a market-base value, including an acquisition adjustment, if the Commission 

found that purchase was in the public interest. The legislation's sponsor, Rep. Quilici, 

described the bill's purpose in comments before the House Taxation Committee: 

10 At a February 2,1995 hearing before the House Taxation Committee, MPC testified that: 

When a piece of property comes up for sale it is not automatically transferred to another utility. It 
may be put up for bid and Montana Power Company has had two instances in the past year 
where the bid was lost because they could not bid above the original cost. If they could have 
obtained the property, it would have resulted in reduced rates for consumers . 

MDU testified that MDU had been penalized for making a wise decision because the Commission 
was precluded by Montana law from including the full price in the rate base, and that the 
Commission should have the discretion to use the full purchase price in setting rates. 

Citizens Telecommunications Company of Montana testified that it found itself in the same 
situation as MDU. 

The Chair of the Commission, Commissioner McCaffree, provided written comments on behalf of 
the Commission and stated that "under some circumstances the public interest may be served by 
allowing into ratebase a purchase price above book value, i.e. original cost depreciated." 

Representative ("Rep.") Quilici, in response to a question from Rep. Rose, stated that the 
legislation had been approved by the MCC. Hearing on HB 360, House Taxation Committee, 
Feb. 2, 1995, page 3 of 15. 
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set[s] a flexible standard and it must be proved that it is within the public's 
interest. If a utility needs more capacity and can show that a useful utility 
could be acquired, and they cannot use the acquired cost in setting rates, 
they could build a new facility which would, in most cases, cost much 
more than it would have been had they been able to acquire the existing 
utility." 

Similarly, in closing remarks before the Montana Senate Business & Industry 

Committee, Rep. Quilici stated that the legislation "was good for utilities because if they 

were furnishing the money to buy a certain property, they should be able to rate-base it 

upon the commission 's recommendation it was in their best interest. ,, ' 2. 13 

The Commission first examined § 69-3-109, MCA, as revised, in Docket No. 

02008.6.69, Order No. 6925f, 1/1/244-248 (November 13, 2008) ("Order 6925f') and 

held that § 69-3-109, MCA, did not prohibit the rate basing of CU4 at a value 

detenmined by market negotiations. Although the status of the Hydros is not directly 

comparable to that of CU4, the Commission's analysis and determinations are 

instructive. First, the Commission discussed the application of § 69-3-109, MCA, to 

assets that were not dedicated to public service: 

The application of § 69-3-109, MCA, to a situation such as that posed by 
this [CU4] Application is not entirely clear. The evils that the value 
limitations are meant to prevent, using replacement cost new as the rate 
base value, or inflating the value of assets devoted to public service by 
multiple transactions, are not present. 

Order 6925f, 1/247. 

11 Hearing on HB 360, House Taxation Committee, Feb. 2, 1995, at p.3. 
12 Hearing on HB 360, Senate Business & Industry Committee, March 2, 1995, at p. 4. 
13 There was no testimony opposing the legislation either before the House Taxation or the Senate 
Business & Industry Committees. Hearing on HB 360, Senate Business & Industry Committee, March 2, 
1995, at p. 3 ("Opponents' Testimony: None."); Hearing on HB 360, House Taxation Committee, Feb. 2, 
1995 at p. 3 ("Opponents' Testimony: None."). 
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Second, the Commission considered the statute's limitations on rate base value 

in light of §§ 69-8-421 (6)(d) and 69-8-103(13}, MCA, and the authority granted therein 

to allow a return on all invested capital and costs of acquisition. The Commission 

harmonized § 69-3-109, MCA, and § 69-8-421 (6}(d), MCA, by stating: 

Further, where statutes appear to be inconsistent, they are to be 
harmonized if possible. Montana Consumer Counsel v. Department of 
Pub. Servo Reg., 181 Mont 225, 229, 593 P.2d, 34, 36 (Mont. 1979}. If 
invested capital and all costs associated with the acquisition of a plant are 
equated with original cost plus any acquisition adjustment, then the 
statutes are not inconsistent. 

Order 6925f, ,-r 244. 

The Hydras are unique relative to § 69-3-109, MCA. The Hydros are not devoted 

to public service at this time. The Hydras, except for the investments made by PPLM, 

were originally dedicated to public service. However, state law mandated that they be 

removed fram public service. "On the effective date of a commission order 

implementing a public utility's transition plan pursuant to 69-8-202, the public utility shall 

remove its generation assets from the rate base." § 69-8-210(1}, MCA (1997), 

(repealed 2003 Mont. Laws, ch. 509, § 5) (emphasis added). Pursuant to the statute, 

MPC removed the Hydras fram its rate base and sold them to PPLM.'4 In Montana, 

PPLM owns and operates the assets. PPLM is not a regulated utility and has not 

dedicated its assets to public service. 

NorthWestern has never owned the Hydras. NorthWestern purchased the 

transmission and distribution assets of MPC. MPC sold the Hydras to PPLM prior to 

selling any assets to NorthWestern. Fram NorthWestern's perspective, its invested 

14 On October 31, 1998, MPC sold the Hydros to PP&L Global, Inc ("PPL Global") pursuant to the terms 
of the Asset Purchase Agreement ("APA"). PPL Global assigned the APA to PP&L Montana, LLC on 
December 17,1999. PP&L Montana, LLC later changed its name to PPL Montana, LLC. In this 
Application, PPLM refers to the predecessors as well as PPL Montana, LLC. 
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capital is the amount at which it will purchase the Hydros from PPLM. Under the 

Commission's harmonization of the statutes, NorthWestern's invested capital is the sum 

of the original cost of the Hydros as of the date of the sale to PPLM, PPLM's 

investments, and the acquisition adjustment. For these reasons, pursuant to § 69-3-

109, MCA, the Commission may approve NorthWestern's purchase of the Hydros and 

include them in NorthWestern's rate base at NorthWestern's acquisition cost. 

There is no separate public interest standard to apply to the transfer of the 

Hydros to NorthWestern. Just as the acquisition of the Hydros is in the public interest 

pursuant to § 69-8-421 (6), MCA, the transfer of the Hydros to NorthWestern is in the 

public interest under § 69-3-201, MCA. 

v. Procurement of the Hydros is Consistent with the Requirements in § 

69-3-201, MCA 

Section 69-8-421 (6)(c)(ii), MCA, requires that a Commission order approving an 

application include a finding that procurement of the electricity supply resource is 

consistent with the requirements in § 69-3-201, MCA. Section 69-3-201 , MCA, 

provides: 

Every public utility is required to furnish reasonably adequate service and 
facilities. The charge made by any public utility for any heat, light, power, water, 
or regulated telecommunications service produced, transmitted, delivered, or 
furnished or for any service to be rendered as or in connection with any public 
utility shall be reasonable and just, and every unjust and unreasonable charge is 
prohibited and declared unlawful. 

The Hydros will be NorthWestern-owned generation assets that, upon Commission 

approval of this Application, will be incorporated into NorthWestern's regulated electric 

utility rate base. The Rowe, Bird, Hines, Meyer, Stimatz, Rhoads, Kliewer, and 

DiFronzo Direct Testimonies establish the adequacy of the Hydros and of the service 
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that they will provide and the reasonableness and justness of costs and charges 

associated with them. 

VI. Procurement of the Hydros is Consistent with the Objectives in § 69· 

8·419, MCA 

Section 69-8-421 (6)(c)(ii), MCA, requires that a Commission order approving an 

application include a finding that procurement of the electricity supply resource is 

consistent with the objectives in § 69-8-419, MCA. Section 69-8-419(2), MCA, provides: 

The public utility shall pursue the following objectives in fulfilling its duties 
pursuant to subsection (1): 

(a) Provide adequate and reliable electricity supply service at the lowest 
long-term cost; 

(b) Conduct an efficient electricity supply resource planning and 
procurement process that evaluates the full range of cost-effective 
electricity supply and demand-side management options; 

(c) Identify and cost-effectively manage and mitigate risks related to its 
obligation to provide electricity supply service; 

(d) Use open, fair, and competitive procurement processes whenever 
possible; and 

(e) Provide electricity supply service and related services at just and 
reasonable rates. 

The first step in demonstrating achievement of the objectives in § 69-8-419, 

MCA, is developing and submitting electricity supply resource procurement plans. § 69-

8-420, MCA. 

On December 15, 2011 , NorthWestern filed its 2011 Electricity Supply Resource 

Procurement Plan ("2011 Plan"). In the 2011 Plan, NorthWestern identified its need for 

additional resources. In the 2011 Plan, NorthWestern stated: 

Opportunity electricity supply resource acquisitions may become available 
to NorthWestern and could be in the form of contracts for power or asset 
purchases of new or existing generation facilities. Existing facilities could 
include gas-fired , hydro, or coal-fired generation . .. This Plan will provide 
the fundamental tools, such as identification and values for key risks, price 
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forecasts, and portfolio needs, that will be used in the evaluation of any 
opportunity electricity supply resource acquisitions. 

2011 Plan, p. 1 (emphasis added). The Commission responded to NorthWestern's 

statements regarding opportunity resources, stating, "Without explicitly using the term 

'opportunity resource,' the Commission's rules allow NWE to forego the preferred 

competitive procurement process if it can justify an alternative procurement approach." 

Written Comments Identifying Concerns Regarding NorthWestern Energy's Compliance 

with ARM 38.5.8201-8229, Docket No. N2011.12.96, 1123 (September 28, 2012) 

("Written Comments") . 

There was no method, other than the bilateral negotiation process, by which 

NorthWestern could acquire the Hydros. The Rowe, Bird, Hines, and Meyer Direct 

Testimonies describe and justify the procurement process for the Hydros. As the 

Hydros are PPLM's assets, PPLM had the unilateral right to determine whether to sell 

the assets and to establish the process by which it would sell the assets. 

The 2011 Plan identified a group of preferred resources and preferred portfolios. 

However, as the Hydros were not available, the 2011 Plan did not include modeling of 

any opportunity resources including the Hydros. In evaluating the acquisition of the 

Hydros, NorthWestern compared a portfolio that includes the Hydros with a portfolio that 

includes a combined cycle combustion turbine ("CCCT"). The 2011 Plan identified a 

CCCT as the preferred base load resource. NorthWestern found the Hydros to be a 

better alternative. (Stimatz Direct Testimony). 

On December 23, 201 3, NorthWestern will file its 2013 Electricity Supply 

Resource Procurement Plan (,,2013 Plan") in Docket No. N2013.12.84. The 2013 Plan, 

on CD, is attached as Exhibit_(APP-4). In preparing the 201 3 Plan, NorthWestern 
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( adopted a new modeling tool , PowerSimm, from Ascend Analytics.'5 Subsequent to the 

September 26th announcement, PowerSimm was run to compare a portfolio with the 

( 

Hydros to portfolios without the Hydros. The portfolio including the Hydros is the lowest 

long-term risk-adjusted cost option. (Stimatz Direct Testimony). 

Both the 2011 Plan and the 2013 Plan demonstrate NorthWestern's compliance 

with the objectives in § 69-8-419, MCA. The Hines and Stimatz Direct Testimonies 

demonstrate that the Hydros are consistent with both the 2011 Plan and the 2013 Plan. 

The testimonies referred to above, considered as a whole, demonstrate that 

acquisition of the Hydros is consistent with the objectives in § 69-8-419, MCA. 

VII. Acquisition of the Hydros is Consistent with the Commission's Rules 

Section 69-8-421 (6)(c)(ii), MCA, requires that a Commission order approving an 

application include a finding that procurement of the electricity supply resource is 

consistent with the Commission's rules. ARM 38.5.8201 through 38.5.8229 

("GUIDELINES") are the Commission's guidelines to public utilities on the procurement 

of long-term electricity supply resources. The rules most clearly applicable to the 

acquisition of the Hydros are ARM 38.5.8203 - GOALS; ARM 38.5.8204 -

OBJECTIVES; ARM 38.5.8210 - RESOURCE NEEDS ASSESSMENT; ARM 38.5.8212 

- RESOURCE ACQUISITION; ARM 38.5.8213 - MODELING AND ANALYSIS; ARM 

38.5.8219 - RISK MANAGEMENT AND MITIGATION; ARM 38.5.8220 -

TRANSPARENCY AND DOCUMENTATION; ARM 38.5.8226 - ELECTRICITY 

RESOURCE PLANNING AND PROCUREMENT FILINGS; and ARM 38.5.8228 -

15 In the Written Comments, ~ 16, the Commission expressed concern about NorthWestern's modeling 
tool and stated it "expects NWE to reassess its ability to simulate system operations and system costs 
with owned or contracted dispatchable resources, intermittent resources and, potentially, market-based 
ancillary services and shorter scheduling periods." 
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MINIMUM FILING REQUIREMENTS FOR UTILITY APPLICATIONS FOR APPROVAL C 
OF ELECTRICITY SUPPLY RESOURCES. 

A. Compliance with Substantive Rules 

ARM 38.5.8203 establishes five goals of the GUIDELINES: 

(1) to facilitate the provision of adequate and reliable electricity supply 

services, stably and reasonably priced, at the lowest long-term total 

cost ("Goal 1 "); 

(2) to promote economic efficiency and environmental responsibility ("Goal 

2"); 

(3) to facilitate a utility's financial health ("Goal 3"); 

(4) to facilitate a process through which a utility identifies and cost-

effectively manages and mitigates risks related to the provision of 

electricity supply service ("Goal 4"); and 

(5) to build on the fundamental rate making relationship between the 

Commission and the utility to advance the goals (Goal 5"). 

Acquisition of the Hydros is consistent with the GUIDELINES' goals. The 

testimony establishes that the Hydros will provide electricity at the lowest long-term cost 

with reasonable, stable prices (Goal 1) and reduced market and environmental risk 

(Goal 4). Acquisition of the Hydros will increase the renewable portion of 

NorthWestern's electricity supply portfolio to over 50% (Goal 2). Including the Hydros in 

rate base will enhance NorthWestern's financial health (Goal 3). With respect to Goal 3, 

while the Commission has stated that it views rate-basing as a permissive and not a 
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( mandatory activity, 16 the Commission has determined that "Rate-based generation is 

central to the proper operation of a vertically integrated utility as acknowledged by the 

2007 Legislature's enactment of House Bill 25, which allows NWE to own generation." 

Order No. 6925f, ~ 230. NorthWestern believes that including the Hydros in rate base is 

a vital element of fulfilling this important goal. 

ARM 38.5.8204(1) sets forth the objectives that NorthWestern should pursue in 

assembling and managing an electricity supply resource portfolio in order of importance: 

(a) provide customers adequate and reliable electricity supply services, stably 
and reasonably priced, at the lowest long-term total costs; 

(b) design rates that are equitable and promote rational, economically efficient 
consumption decisions; 

(c) assemble and maintain a balanced, environmentally responsible portfolio of 
electricity supply resources coordinated with economically efficient cost allocation 
and rate design that most efficiently provides electricity supply services to 
customers over the planning horizon; 

(d) maintain an optimal mix of electricity supply resources with respect to 
underlying fuels , technologies, and associated environmental impacts, and a 
diverse mix of long, medium, and short duration power supply contracts with 
staggered start and expiration dates; and 

(e) maximize the dissemination of information to customers regarding the mix of 
resources and correspond ing level of emissions and other environmental impacts 
associated with electricity supply service through itemized labeling and reporting 
of the portfolio's energy products. 

The Hydros contribute to achieving these objectives. Specifically, the Hydros 

contribute to achieving the most important objective, "adequate and reliable electricity 

supply services, stably and reasonably priced, at the lowest long-term total cost," the 

third most important objective, an "environmentally responsible portfolio," and the fourth 

most important objective, "an optimal mix of electricity supply resources with respect to 

16 Written Comments, ~ 25. 
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underlying fuels, technologies, and associated environmental impacts." The Hydros, C 
like all other resources, do not directly contribute to the design of rates or the 

dissemination of information (the second and fifth objectives). 

ARM 38.5.8210 requires that a utility should perform a Resource Needs 

Assessment before acquiring a multi-year electricity supply resource. NorthWestern 

analyzed its current and future needs in its 2011 Plan and 2013 Plan. As explained 

above, the Hydros fulfill specific needs that were identified in those plans. The Hines 

Direct Testimony demonstrates the match between the Hydros' output and 

NorthWestern's needs. 

ARM 38.5.8212 provides guidance regarding resource acquisition. A utility is 

advised to use "industry standard procurement practices." ARM 38.5.8212(1). 

"[C]ompetitive solicitations with short list negotiations" is the preferred procurement 

method. ARM 38.5.8212(2). "To the extent a utility does not use competitive 

solicitations to acquire electricity supply resources it should thoroughly document the 

exercise of its judgment in evaluating and selecting resource options, including the 

decision not to use competitive solicitations." ARM 38.5.8212(3). The Rowe, Bird, and 

Hines Direct Testimonies thoroughly document NorthWestern's decision to not use a 

competitive solicitation with respect to the Hydros. Had NorthWestern insisted on a 

competitive solicitation or tried to test the price through some sort of hypothetical 

request for proposals, it could not have acquired the Hydros. "A decision by a utility 

regarding the acquisition of an equity interest in an electricity generating plan or 

equipment or the construction of such a resource on its own should be thoroughly 

evaluated against available market-based alternatives." ARM 35.8.8212(4). The Bird , 
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( Hines, Meyer, and Stimatz Direct Testimonies describe this comprehensive evaluation. 

( 

The Hydros were compared to a market forecast with and without risk, were compared 

to similar hydro transactions, and were priced in a market process. 

ARM 38.5.8213 requires a utility to use computer modeling and rigorous 

analyses in its electricity supply resource planning, procurement, and decision-making 

processes. The 2011 Plan used GenTrader. The 2013 Plan used Ascend Analytics' 

PowerSimm. NorthWestern used, but did not rely solely on, the computer modeling. 

NorthWestern also engaged in additional rigorous analyses and decision-making to 

evaluate the Hydros. The Hines, Bird , Stimatz, Meyer, and DiFronzo Direct Testimonies 

explain and illustrate the rigorous analyses and decision-making that NorthWestem 

used. 

ARM 38.5.8219 requires evaluation, management, and mitigation of risk. 

Acquisition of the Hydros is important to reducing the risks that NorthWestem and its 

customers face. The Rowe, Hines, Meyer, and Stimatz Direct Testimonies demonstrate 

NorthWestern's risk analysis and the specific attributes of the Hydros that contribute to 

the management, mitigation, and reduction of various types of risk. 

ARM 38.5.8220 requires transparency and documentation in implementing the 

Commission's GUIDELINES. PPLM's sales process was confidential, and 

NorthWestern could not disclose PPLM's determination to sell the Hydros or any 

element of the negotiation process. However, in this Application and accompanying 

testimony, NorthWestern provides transparency by thoroughly documenting its 

procurement process, analysis, and decision-making. 
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ARM 38.5.8226 requires the filing of electricity supply resource procurement C 
plans. Although NorthWestern will file the 2013 Plan in a separate docket, it is attached 

as an exhibit to this Application , and the Hines and Stimatz Direct Testimonies 

demonstrate that acquisition of the Hydros is consistent with it. Furthermore, the 

resource planning and procurement requirements of ARM 38.5.8226 are more fully 

discussed in Section VI above. 

B. Compliance with Minimum Filing Requirements 

This Application, including the attached witnesses' testimony and exhibits, 

complies with the Commission's minimum filing requirements as set forth in ARM 

38.5.8228. Because of the design and nature of the resource, not all of these criteria 

apply to the Hydros. The Hines Direct Testimony addresses compliance with ARM 

38.5.8228. Additionally, each of the 14 criteria, as well as how each is addressed in this 

Application, is highlighted below: 

1. ARM 38.5.8228(1). "If a utility intends to file an application for approval of 

an electricity supply resource that is not yet procured, it must notify the 

Commission and the Montana Consumer Counsel far enough in advance of filing 

to accommodate adequate pre-filing communication. If the resource will result 

from a competitive solicitation, notice must be provided before the utility issues a 

request for proposals." 

NorthWestern Response: NorthWestern entered into the PSA on September 

26,2013, and publicly announced the transaction that same day. On October 

11, 2013, NorthWestern submitted a letter to the Commission, with a copy to the 

MCC. The letter informed the Commission and the MCC that NorthWestern 
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( intended to file an application for approval of the Hydros by December 24, 2013, 

and offered to engage in pre-filing communication. A copy of that letter is 

included in Exhibit_(APP-5) that is described below. As already discussed, the 

Hydros did not result from a competitive solicitation, and NorthWestern did not 

issue a request for proposals. 

2. ARM 38.5.8228(2)(a). "A complete and thorough explanation and 

justification of all changes to the utility's most recent long-term resource plan and 

three year action plan, including how the utility has responded to all Commission 

written comments." 

NorthWestern Response: To some extent, this requirement is complicated by 

the timing of the resource acquisition and this filing. When NorthWestern was 

evaluating the Hydros, the most recent resource plan was the 2011 Plan. The 

2013 Plan was being developed during the same period and subsequent to 

execution of the PSA, NorthWestern completed its 2013 Plan which it will file on 

December 23,2013. To the extent applicable, this rule is satisfied through 

testimony regarding the 2011 Plan, the 2013 Plan, the changes from 2011 to 

2013, and NorthWestern's response to the Written Comments. See the Hines 

Direct Testimony. 

3. ARM 38.5.8228(2)(b). "A statement explaining whether the application 

pertains to a power purchase agreement with an existing generating resource, a 

lease or acquisition of an equity interest in a new or existing generating resource, 

or a power purchase agreement for which approval will result in construction of a 

new generating resource." 
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NorthWestern Response: This Application is for an acquisition of a 100% 

equity interest in an existing generating resource. 

4. ARM 38.5.8228(2)(c). "Testimony and supporting work papers describing 

the resource and stating the facts (not conclusory statements) that show that 

acquiring the resource is in the public interest and is consistent with the 

requirements in 69-3-201 and 69-8-419, MeA, the utility's most recent long-term 

resource plan (as modified by (2)(a)), and these rules. " 

NorthWestern Response: NorthWestern presents the information required by 

this rule throughout the accompanying testimony but principally in the Rowe, 

Hines, Meyer, Stimatz, Rhoads, and DiFronzo Direct Testimonies. Each witness 

has attached the appropriate and necessary work papers as exhibits to his 

testimony. 

5. ARM 38.5.8228(2){d). "Testimony and supporting work papers 

demonstrating the utility's estimates of the cost of the resource compared to the 

cost of each alternative resource the utility considered and all relevant functional 

differences between each alternative." 

NorthWestern Response: NorthWestern presents the information required by 

this rule principally in the Bird , Hines, Meyer, and Stimatz Direct Testimonies. 

Additionally, the Masud and Otto Direct Testirnonies address the value of the 

Hydros. Each witness has attached the appropriate and necessary work papers 

as exhibits to the testimony. 

6. ARM 38.5.8228(2)(e). "Testimony and supporting work papers 

demonstrating the implementation of cost-effective carbon offsets for an 
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electricity supply resource fueled primarily by natural or synthetic gas constructed 

after January 1, 2007." 

NorthWestern Response: This is not applicable as the Hydros were not 

constructed after January 1 , 2007 and are not fueled by natural or synthetic gas. 

7. ARM 38.5.8228(2)(f). "Testimony and supporting work papers 

demonstrating the capture and sequestration of 50% of the carbon dioxide 

produced by a electricity supply resource fueled primarily by coal constructed 

after January 1, 2007." 

NorthWestern Response: This is not applicable as the Hydros were not 

constructed after January 1, 2007 and are not fueled by coal. 

8. ARM 38.5.8228(2)(g). "A copy of the proposed power purchase 

agreement, including all appendices and attachments." 

NorthWestern Response: This requirement is not strictly applicable because 

this does not involve a power purchase agreement. Nevertheless, as set forth 

above, the PSA and the PSA Schedules are attached as Exhibit_(APP-1) and 

Exhibit_ (APP-2), respectively. 

9. ARM 38.5.8228(2)(h). "A copy of any request for proposals issued in 

connection with acquisition of the electricity supply resource." 

NorthWestern Response: This is not applicable. NorthWestern did not issue 

any request for proposals in connection with the acquisition of the Hydros. 

10. ARM 38.5.8228(2)(i). "Testimony and supporting work papers comparing 

all bids received in connection with any request for proposals with respect to 

price and non-price factors ." 
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NorthWestern Response: This is not applicable. NorthWestern did not issue C 
any request for proposals in connection with the acquisition of the Hydros. 

11 . ARM 38.5.8228(2)(j). "Testimony and work papers describing all due 

diligence and bid evaluation in connection with any request for proposals, 

including the ranking of bids and reliance on management judgment." 

NorthWestern Response: The Rhoads Direct Testimony describes 

NorthWestern's due diligence with respect to the physical condition of the 

Hydros. Mr. Rhoads has attached appropriate exhibits to his testimony, some of 

which are provided pursuant to a Protective Order issued by the Commission. 

The requirements regarding bid evaluation and ranking of bids are not applicable. 

NorthWestern did not receive, evaluate, or rank bids in connection with the 

acquisition of the Hydros. The Rowe, Bird , Hines, and Stimatz Direct 

Testimonies describe NorthWestern's reliance on management judgment in 

evaluating the Hydros and comparing the Hydros to other portfolios. 

12. ARM 38.5.8228(2)(k). "Thorough explanation and justification for any 

terms, other than price, quantity, and contract duration, in a power purchase 

agreement for which the utility is requesting approvaJ." 

NorthWestern Response: This is not applicable. There is no power purchase 

agreement involved in the acquisition of the Hydros. 

13. ARM 38.5.8228(2)(1). "A complete description of each aspect of the 

resource for which the utility requests approvaJ." 
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NorthWestern Response: This Application identifies and describes the Hydros. 

Specific aspects and attributes of the Hydros are addressed throughout the 

testimony. 

14. ARM 38.5.8228(2)(m). "Testimony and supporting documentation 

describing all pre-filing communication." 

NorthWestern Response: The Rowe Direct Testimony discusses 

NorthWestern's pre-filing communications. Contemporaneous with the 

September 26th announcement, NorthWestern employees personally notified the 

Commissioners, Regulatory Division Staff members, Legal Staff members, and 

the MCC. Additionally, NorthWestern employees reached out to other interested 

stakeholders. Subsequent to the initial notifications and as described above, on 

October 11, 2013, NorthWestern provided notice of its intent to file this 

Application with the Commission. On October 18, NorthWestern made a 

presentation to the Commission in a noticed public meeting regarding the 

acquisition of the Hydros. On October 18 and November 13, 2013, 

NorthWestern held meetings of its Electrical Technical Advisory Committee at 

which it presented information on and received comment about the Hydros, the 

acquisition, and the modeling for the 2013 Plan. On October 22, 2013, 

NorthWestern held a community meeting in Great Falls at which it provided 

information about the acquisition. On November 8, 2013, NorthWestern met with 

and made a presentation to the Legislature's Energy and Telecommunications 

Interim Committee to explain the acquisition. Supporting documentation for the 

pre-filing communications is attached as Exhibit_(APP-5). 
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VIII. Authority to Issue Securities 

As part of this Application, NorthWestern requests authority to issue securities 

necessary to consummate the transaction ("Request") and represents in connection 

with that Request the following: 

1. NorthWestern is a Delaware corporation duly authorized to do 

business in the State of Montana as a foreign corporation and is doing business 

in the State of Montana as a public utility. Consistent with Commission practice, 

NorthWestern's most recent Form 1 O-Q and Form 1 O-K filings are attached 

hereto as Exhibit_(APP-6) and Exhibit_(APP-7), respectively. 

2. This Request is submitted in accordance with the provisions of Title 

69, Chapter 3, Part 5, MCA. By this Request, NorthWestern seeks an order from 

the Commission for authority to issue securities (as further described in this 

Request) in connection with its Application. 

3. If the Commission approves the Application, NorthWestern intends 

to permanently finance the $900 million purchase price associated with the 

Acquisition with a combination of debt securities, equity securities, and cash from 

operations. The Acquisition has been structured to allow NorthWestern a brief 

period, if the Commission approves the Application, to access the capital markets 

and obtain long-term financing prior to the closing of the transaction. 

NorthWestern believes that it will have sufficient time prior to closing to finance 

the transaction on a long-term basis with approximately $450-500 million of 

secured debt securities and up to $400 million of equity securities (plus cash). 

However, in the event that NorthWestern is unable to obtain long-term financing 
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during such period, NorthWestern has arranged unsecured interim (bridge) 

financing for the full $900 million purchase price. If NorthWestern is required to 

access the interim financing, NorthWestern intends to repay and replace the 

interim financing with long-term financing at its earliest opportunity.17 

4. Accordingly, NorthWestern is requesting approval to issue, if 

necessary, unsecured debt securities not to exceed in the aggregate $900 million 

with respect to any interim financing that may be necessary in connection with 

the transaction and, in addition to the interim financing approval, approval to 

issue some or all of the following kinds of securities, not to exceed in the 

aggregate $900 million, as NorthWestern determines to be necessary with 

respect to long-term financing in connection with the transaction: 

a. Equity securities of NorthWestern not to exceed $450 

million, including, without limitation, common stock, preferred stock, 

convertible or unconvertible preferred securities and hybrid 

securities issuable directly or indirectly by NorthWestern ("Equity 

Securities"); 

b. Secured debt securities of NorthWestern, not to 

exceed $500 million ("Secured Debt Securities"), including, without 

limitation: 

17 To be clear, if NorthWestern requires interim financing and then replaces that interim financing with 
long-term financing, the total aggregate of securities NorthWestern would issue would be $1.8 billion, 
consisting of $900 million of interim securities and $900 million of long-term securities. However, only 
$900 million would be outstanding at any given time. 
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i. One or more new series of First Mortgage c 
Bonds to be issued under NorthWestern's Montana 

mortgage; 18 or 

ii. Other secured debt securities; and 

c. Unsecured debt securities of NorthWestern, not to 

exceed $900 million, including, without limitation, subordinated or 

unsubordinated unsecured debentures, debt securities, notes, 

commercial paper or other evidences of unsecured indebtedness 

("Unsecured Debt Securities,,).'9 

By this Request, NorthWestern seeks authority to issue Equity Securities, 

Secured Debt Securities or Unsecured Debt Securities (collectively, the 

"Securities") by methods, which may include methods other than competitive 

bidding and negotiated offers, as is expressly permitted by 18 C.F.R. 

§ 34.2(a)(3)(iii). 

5. NorthWestern requests that the Commission issue a single order to 

authorize the relief NorthWestern seeks through this Request. NorthWestern 

seeks the flexibility to issue the Securities in one or more public offerings, private 

placements, direct placements, or agency transactions, or any combination of 

these methods of issuance, so long as NorthWestern determines any such 

method is in the best interests of NorthWestern, its customers, and its 

stockholders. 

16 Mortgage and Deed of Trust, dated as of October " 1945, as amended and supplemented. 
19 If the Commission approves this Request, the $900 million of authorized Unsecured Debt Securities 

would exclude Applicant's existing $300 million revolving credit facility which is covered under the l 
Commission's order dated December 4, 2012 in Docket No. D20'2." ."4, Order No. 7253, said order 
being effective through December 31,2014. 
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( 6. NorthWestern may determine to issue the Securities in accordance 

with the competitive bidding or negotiated offer requirements set forth in 18 

C.F.R. §§ 34.2(a)(1) and 34.2(a)(2). However, it may decide, depending on 

market conditions and other relevant factors, that proceeding outside of these 

requirements, as permitted by 18 C.F.R. § 34.2(a)(3)(iii), will be most 

advantageous. NorthWestern will base its determination as to the proper method 

of issuance principally upon the terms and conditions of the financing available to 

it, as guided by discussions with potential underwriters, agents, and/or 

purchasers, and the advice of its financial executive team, investment banking 

firm, and financial advisors. 

7. NorthWestern requests that the Commission authorize 

NorthWestern to issue the Securities from time to time, in one or more 

transactions. The authorization issued by the Commission in this Docket would 

be with respect to the Application only and would be in addition to and would not 

replace the Commission's order dated December 4, 2012 in Docket No. 

02012.11.114, Order No. 7253, said order being effective through December 31, 

2014. 

8. NorthWestern proposes to utilize the proceeds provided by the 

issuance of the Securities to pay the purchase price for the transaction and 

related transaction costs and expenses. 

9. NorthWestern respectfully represents that (a) the transactions it 

proposes herein are consistent with the public interest; (b) the laws of the State 

of Montana permit the purpose or purposes of such transactions; and (c) the 
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total, aggregate amount of NorthWestern's securities outstanding, including C 
those proposed herein, will not exceed the fair value of the properties and 

business of the NorthWestern. 

10. NorthWestern respectfully requests the Commission act upon this 

Request simultaneously with and in connection with the Commission's 

consideration of the Application and waives the time limit for Commission action 

established in § 69-3-503, MCA. 

11. To the extent the provisions of Section C.1.b. of Consent Order No. 

6505e issued in Docket No. 02003.8.109 apply to this Request, this Request 

also shall serve as, and NorthWestern hereby affirmatively provides, notice to the 

Commission and the MCC forty-five (45) days in advance of the earlier of an 

irrevocable commitment or an undertaking on the part of NorthWestern that 

impacts the NorthWestern Montana Public Utility assets or facilities having either 

a net book value or transaction value (whichever is greater), as reflected in 

NorthWestern's records in accordance with the Uniform System of Accounts (18 

C.F.R. Part 101), of not less than five million dollars ($5,000,000.00) per 

transaction. 

12. For the convenience of the Commission, a proposed Order 

approving this Request is attached hereto as Exhibit_(APP-8). 
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IX. Conclusion 

The Hydras will be a valuable electricity supply resource that will enhance 

NorthWestern's resource portfolio. As detailed in this Application and the testimony and 

exhibits of the witnesses. approval of this Application is in the public interest and 

procurement of the Hydros is consistent with the requirements in § 69-3-201, MCA, the 

objectives in § 69-8-419, MCA, and the Commission's rules. This Application complies 

with the Commission's minimum fi ling requirements for approval of an electricity supply 

resource that is not yet procured . NorthWestern requests that the Commission issue an 

order approving this Application and granting the specific relief requested herein 

including (1) approving the Request and authorizing the financing transaction proposed 

herein; and (2) authorizing NorthWestern to utilize proceeds from the transactions as 

proposed herein . 

RESPECTFULL Y SUBMITTED this 20th day of December 2013. 

NORTHWESTERN ENERGY 

AI Brogan 
Sarah Norcott 
NorthWestern Energy 
Attorneys for NorthWestern Energy 
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SEP 26. 2013 

TESTER STATEMENT ON NORTHWESTERN ENERGY 
PURCHASE Of MONTANA HYDRO DAMS 
(U.S. SENATE) . Senator Jon Tester today released the following statement in response to news that NorthWestern 

Energy plans to acquire PPL Montana's hydroelectric dams: 

"Northwestern has a long history of reliable service to Montana customers, and teday's news ensures that 

ratepayers in the Treasure State will be able to use electricity generated from Montana's own waterways." 

http: //www.tester.senate.govl?p=pressJelease&id=3083 1211812013 
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Is NorthWestern Energy's 
purchase ofPPL Montana's dams a 
good thing for Montanans? 

15 NorthWestem Enltf'gy'. plJlthult cr PPL Montlna's dams _ good 
thing for MonUronlns7 

.. 
~pt.!!mber 25. 2013 6:04 pm 

More Opinion Stories 

Do you support 
the zoning 
change needed 
for the Lewis 
and Clark 
Brewery 
expansion 
plans? 

Are you 
decorating the 
outside of your 
home for 
Christmas? 

BYES .NO 

Do you support 
the fuels 
treatment 
project in the 
Ten Mile 
Watershed 
proposed by the 
Forest Service? 

(1) COl"M'Ienls 

Would you 
support a bond 
to address the 
building needs 
of the Helena 
School District? 
If proposed and 
passed, a bond 
would likely 
fund some 
renovation 
work along with 
new school 
construction. 

Page 10f2 
Exhibit_(APP-3) 
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GEORGE OCHENSKI: Montana's energy deregulation 
debacle about to come to an end 
SEPTEMBER 29. 2013 11:37 PM • BY GEORGE OCHENSKI 

The announcement that NorthWestern Energy wil l buy 11 hydroelectric dams on 
Montana's major rivers will finally bring one of the worst public policy decisions ever 
made to an end. 

On the up side, it means that Montana will once again have a vertically integrated. 
regulated util ity to serve its hundreds of thousands of customers. On the down side, it 
means we'll be paying twice for the same dams and generators we paid for when the 
former Montana Power Company owned them. 

The story begins back in 1997, when Republican Gov. Marc Racicot teamed up with Bob 
Gannon, the CEO of MPC, to jam a utility deregulation bill through the Republican
controlled legislature. Instead of providing time for careful consideration and debate by 
introducing the long and complex measure early, the legislature had to suspend its own 
rules in the final weeks of the session to allow for the late introduction of the massive bill. 
In a classic case of what can come from single-party control , minority Democrats put up a 
good struggle, but it was ultimately futile. 

*'**** 

The Republican logic, if you can call it that, hinged on the belief that more competition 
in the utility market would ultimately resu lt in lower energy prices. The fatal flaw, 
however, was that Montana already had the sixth-cheapest power in the nation and the 
lowest rates in the Northwest. In truth, we had little to gain but much to lose - far more 
than anyone suspected when the bi ll became law in April. 

What was never discussed during the truncated debates was the possibility that MPC, 
which employed thousands of Montanans and was considered a very stable investment, 
would use deregulation to sell off all its energy assets. By December, however, CEO 
Gannon announced that they would do just that and pour the revenue into a new 
telecommunications company called Touch America. 

To make a long story shorter, Gannon sold the dams to Pennsylvania Power and Light. 
the gas fields and lines to other entities, and liquidated the Montana Power Company. 
Montanans were aghast that an out-of-state entity would now control not only most of the 
dams on our major rivers , but would also own the very senior water rights, giving them 
legal rights to shut down most irrigation in the Upper Missouri River Basin in a severe 
drought. 

But the disaster was just beginning and soon MPC's stock plunged from $63 a share to l mere pennies, wiping out lifetime investments of those who formerly thought of the 

http://missoulian.c om/ne-w'S/opinion/columnists/george-ochenski -montana-s-energy-dere g... 12/18/2013 
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regulated utility as virtually risk-free. Touch America went bankrupt, however, so 'B'~~tfa"p~1 
there is some semblance of justice in the world. 

The pain didn't stop there, unfortunately. Without the regulatory power to keep rates at 
near the cost of production, NorthWestern Energy, which bought MPC's transmission 
lines, was forced to buy power on the open market. The Republican free-market 
competition never materialized due to the limited customer base and significant 
transmission infrastructure. As a result, customers saw their electricity rates go from the 
lowest in the region to some of the highest. 

*'**** 

Slowly but surely, NorthWestern has been acquiring and building its own generation 
capacity, seeking to stabilize long-term power costs instead of relying on the often
volatile energy market. The Public Service Commission once again regulates the rates 
NorthWestern charges its customers, as it did with the former MPC. 

Acquiring the dams will take Montanans back to a saner and more stable energy supply. 
Moreover, it will mean those all-important water rights that are appurtenant to the dams 
will be under the control of a western corporation - not one from the East Coast. 

Unfortunately, the $900 million it will take to re-acquire the dams will, once again, be 
passed on to consumers. Ironically, in the old regulated system, the costs of building and 
operating the dams were "rate-based" - meaning MPC simply passed on those expenses 
as "cost of production." 

Nonetheless, it seems prudent that Montanans will once again have clean hydroelectric 
production that doesn't rely on the price of various fuels or market forces. The deal still 
has to be approved by the Public Service Commission and the Federal Energy 
Regulatory Agency, which is expected to happen by the end of next year. 

The lessons Montanans learned from the deregulation debacle were hard and expensive. 
But perhaps they'll be worth it if future Montanans are more skeptical when smooth
talking governors, corporate CEOs, and their minions in the legislature try to talk us into 
deregulation as a free market panacea. 

George Ochenski writes a weekly column for the Missoulian's Monday Opinion page. He 
can be reached at oped@missoulian.com. 

http://missoulian.com/news/opinion/columnists/ george-ochenski -montana-s-energy-dere g.. . 1 2/ 18120 13 
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OUR OPINION 

Dam invest-ment seems 
wise for NorthWestern 

-~ . ~,,;:,-~~ ~;;;~~i"";~;;;;:Jtr£l. t.~Hi~ ""imli(.Jt. J1t_<':~~'~'IIU"''''~ --' -_i _:~ .. N "<;, ~, ~" '!~ ~- ~h "i'Klil, m~ ., ,"h' ~_,.'~ 
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~~W':~~E~q~~~~;?::~:G;:~~ '-, Things have come nearly 

full circle in Montana's ener
gy picture with Lhe an
nouncement late last month 
thatNorthWcslcm. Energy, 
the state's largest utility. 
will buy 11 hydroelectric 
dams.in th~ state ror $900 
million. 

'I\yenty years ago, Mon
tana's largest utility; the 
Montana Power Co" owned 
the five hydroelectric dams 
on the Missouri River near 
Great FaUSt plus six other 
dams ncroSli Big Sky Coun~ 
try, providing inexpensive 
power to Montanans. 

Then. came an unfortu-
. nate series of events. Mon
tana legislators in 1997 de
regulated energy at the 
power compauy's request. 
Montana Power sold off its 
power lines lind sources of 
energy generation, includ
ing the dams, bought optic
fiber lines, an~ lTIorPhed 
into 11 cotnpany called lbuch 
America that eventually 
declared bankruptcy. 

South Dakota-based 
NorthWestern Energy 

bought the power lines from 
Montana Power. Pennsylva
nia Po'lYcr and Light, or PPL, 
bought the Montana dams 

. nnd a share of coal-fired 
power pL'U\lS from Montana 
Power . . 

Worts by liberal activ
ists to get the state of Mon
tana to buy the dams in 2002 
fell fiat, as voters turned 
down the proposal. 

PPL Montana ran the 
dams tor more than 8 dec
ade, had good relations with 
recreutionists in the area, 
including backers of River's 
Edge 1tail, and probably 
made a tIdy sum on power It 
sold from the dams. 

Thert the recession of 
2008 and 2009 sent power 
prices plunging, andPPL 
EnergyPlus got ensnared in 
the bankruptcy filing of the 
Southern Montana Electric 
Generation and Trnnsmis
sian Cooperative in 2011. 
PPL wcnt on to Orrel' for sale 
its sources of power genern~ 
tion in Montana; PPL Enet:~ 
gyPlus stands to lose more 
than $300 million in the SME 

bankruptcy case. 
Since PPL in 1999 paid 

more than $700 million for 
the dams ond Montana Pow
er's slmte of C081~flfed pow
er plants in Colstdp and 
Billings, Ule deal announced · 
recently means the utility 
will recc.lve more for the 
dams than it paid (or the 
dams and coal-fired genera
tion combined a decade ago. 
However:( NorthWestern 
reports t latPPL invested 
some $4.00 million in the 

da~~~~hd:f~~~~:n· 
utiUty, NorthWeStern, will 
gaIn ownership of the dams, 
.including the newly up
graded Rainbow Dam.norili
east of Creat Falls. We are 
hopeful Uw.t under the tule
lage of NorthWestern, morc 
dam upgrades will take 
place in Cascade County. 
Hydroelectric power is 
clean and never runs out, as 
long as water Iteeps flowing 
in the rivers behind the 
dams. 

The 11 dnms have a com
bined generating capacity of 

nearly 633 megawatts oC 
power. 

'''I11is is a unique opportu
nity to acquire hydlVclectric 
facilities dedicat~d to ser~ 
vice our Montana customers 
for generations to come," 
said Bob Rowe, NorthWest~ 
ern's president and chief 
executive officer. About 70 
PPL MohtOJIa empleyees in 
hydrd opei'atlulls will be
come NorthWestern Energy 
employees when the sale is 
fwalized 

David Hoffman, II spokes
ma.n for PFlJ; called the 
dams "a great fJt Cor the 
NorthWestern system." 

The acquisltion is subject 
to regulatory approv81 by 
theMontana Public Service 
CommiSsion, the Federal 
Energy Regulatory Coinmis
sion and other stale and 
federal agencies. The sale is 
expected to close in the 
second halt of 2014. . 

We agree with officials 
such as PSC CommiSSioner 
n'avis Kavulln of Great 
Falls that the slate regula
tory commission will need to 

The Ryan Dam powerhouso located 10 mUas northeast of Great 
Falis gonerntes power at the site of the Gre.at Fall! of the Missouri 
River. 1111eUliEPHOTO.t.ARlI.Y a£OOlER • 

take a hllrd look althe pro
posal, which looks good at 
first bl4sh, to see if it will be 
a gooq i.leat for customers. 
CumHit NorthWestern eLec~ 
trlc rlltes nrc higher than 
average in the Northwest, 
wbere hydropower is preva~ 
lent, but less than average 
nationwide, accoming to the 
utility. . . . 

NOl'UIWestern's Rowe 
lnitiaUy said the purchase of 
Ule dams would mean an 
initial price iucrease of 
about 5 percent to custom
ers, but roles based upon 
hydropower would lend to 
be stable in ensuing years. 

Among the many ques
tions thritmightcmergc 
from the purchase: What 
kJndof o.life span can 
NorUIWcstern expect from 
the dams themselves and 

their hydroelcctricC(Jmpo
nents? Are mointenance 
costs expected to increase 
over Ume~ Would there be 
ways to use hydropower to 
store power generated by 
nearby wind farms? 

Energy is a complex 
fjeld. 

Just ask tJle city of Great 
Falls, which expects to lose 
$15 million from n failed 
energy venlure. 

But we think the dam 
purchase proposal looks 
highly promising at this 
stage. 

- '1)ibtut4 edlforial board 

Editor'! note: For ollother vfell' 
07t lire /ellllaU\.1e dam Imrclwse, 
see tomorrow's Viell'voill/S 
pagefor on apj'lion piece bl 
Dob Rowe, president of 
NonhWe.slutl Energy. 
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Northwestern Energy: Hydropower purchase ideal for 
state 
OCTOBER 24. 2013 10:00 AM 

NorthWestern Energy and PPL Montana LLC announced the sale of PPL's hydropower 
generation capacity within Montana on Sept. 26. The electric power ratepayers in the 
Northwestern Energy system have become the winners in the long-range power supply 
matrix when the final purchase approvals are passed by pertinent state and federal 
agencies. 

With 630 megawatts of clean, 

non-carbon electrical energy, Northwestern will be able to better plan for distribution and 
fair pricing for consurners by controlling this expanded generation source. Hydropower is 
a clean, non-controversial energy source that is reliable over time, and can offer stable 
pricing. With this purchase, Northwestern can reduce by nearly 

one-half its reliance on carbon-based energy generation. 

As a state senator, I introduced legislation to ensure that energy suppliers look to 
expansion of hydro generation through retro-fitting and new development of certain other 
water source energy prospects. I currently serve as chairman of the Energy and 
Telecornrnunications Interirn Committee of our Montana Legislature. In our previous 
interim committee work, we examined hydropower in great detail, examining approaches 
that would encourage generators to consider various ways to expand this renewable, 
predictable source of power. 

With their ownership of the Spion Kop Wind Project and now the addition of 630 
megawatts of hydropower, NorthWestern will produce about half of its energy needs from 
clean, non-polluting sources. The approximately 270,000 Montanans who secure their 
energy needs from the company should see an improvement over time of the rates and 
charges they pay for electricity. The company will purchase less energy on the open 
market, which is subject to many vagaries including irregular challenges of supply and 
demand. 

It's good news for the consumers of Montana to learn that the largest single generator 
and distributor of electricity in Montana is in the hydro business in a big way_ 

Sen. Cliff Larsen, Senate District 50, Senate Minority Whip, Missoula 

http://missoulian.comJnewsJopinionlinailbag!northwestern-energy-hydropower-purchase-... 12/18/2013 
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MISSOULIAN EDITORIAL: NorthWestern's plans to buy 
dams just makes sense 

OCTOBER 27. 20138:00 AM 

NorthWestern Energy's recent 
announcement that it plans to buy PPL's 11 
hydroelectric dams in Montana is a 
significant event - and $900 million is a 
significant price. 

While the acquisition of the dams will initially 
mean an expected rate increase of about 5 
percent, according to NorthWestern 
President and CEO Bob Rowe, the long-
term result will be more stable rates. 

That's because, with the dams generating a combined 630 megawatts of power, the 
largest electric utility in Montana will be in a position to buy a lot less electricity on the 
open market. 

But in order for the deal to go through, the state Public Service Commission and the 
Federal Energy Regulation Commission, along with other state and federal agencies, 
have to be convinced that it's in the best interests of the public. 

I! is. While a deal of this magnitude comes with plenty of complexity, we are confident 
that both federal and state commissions will find plenty of reason to approve this 
purchase. 

The facilities included in the sale are at Kerr Dam on the Flathead River, at the 
Thompson Falls Dam on the Clark Fork River, at the Hebgen Lake and Madison dams on 
the Madison River, at Hauser and Holter dams and at the Black Eagle, Cochrane, 
Morony, Rainbow and Ryan dams on the Missouri River. 

Before PPL, these power plants were owned by Montana Power Co. However, Montana 
Power proposed a deregulation bill which the Montana Legislature passed and the 
governor signed in 1997, and that same year, Montana Power announced its intention to 
start selling off its various power assets. 

The power plants went to a Pennsylvania power company called PPL Inc. The electricity 
and gas distribution network were sold to a South Dakota-based utility called 
NorthWestern Corp. Then, Montana Power converted into a company call Touch 
America and promptly went bankrupt. 

It took 10 years, but in 2007 the Montana Legislature approved legislation that effectively 
re-regulates the state's electric utilities. And in the years since, NorthWestern has been 

http://missoulian.com/news/ opinion!editorialfmissoulian-editoaal-northwestern-s-plans-t. . 121 18120 13 
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slowly working to rebuild itself as a "traditional" utility that owns its own power sOu~~~~f 1 1 

Last month's announcement marks a tremendous leap toward that goal for the company. 

But the agreement hinges on the slow, deliberate process of regulatory approval -
approval which NorthWestern and PPL hope to gain before the end of next year. In the 
meantime, both utilities will be doing their utmost to show regulators exactly how the 
purchase will benefit Northwestern's approximately 330,000 Montana ratepayers. 

For one thing, the addition of hydroelectric power plants will help diversify 
NorthWestern's sources of energy. For another, the plants are a source of clean energy 
and aren't subject to the kinds of environmental oversight and controls as, say, coal-fired 
plants. 

But just as importantly, NorthWestem's ownership of these hydropower facilities will 
allow the utility to provide power to Montanans in the most straightforward way possible, 
instead of acting as an intermediary that delivers power from other producers to their own 
customers. And that just makes sense. 

EDITORIAL BOARD: Publisher Jim McGowan, Editor Sherry Devlin, Opinion Editor Tyler 
Christensen 

http://missoulian.c omlnewslopinion/edi toriallmissoulian-edi torial-northwestern-s-plans-I... 12/18/20 13 
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~ BILLINGS GAZETTE 

Lawmakers look at NorthWestern Energy dam 
purchase 

NOVEMBER 08, 2013 2:07 PM • ASSOCIATEO PRESS 

HELENA - NorthWestern Energy's planned 
$900 million purchase of 11 hydroelectric 
dams will mean decades of stable customer 
rates after an initial increase of about 5 
percent, or about $4 per month, on an 
average residential bill, company executives 
told lawmakers Friday_ 

NorthWestern CEO Bob Rowe and vice 
president of supply John Hines outlined the 
utility's agreement to buy the 11 PPL 
Montana dams to an interim legislative 
committee. 

The deal isn't expected to be completed until 
at least September 2014, and it must be 
approved by the Montana Public Service 
Commission, the Federal Energy Regulatory 
Commission and antitrust regulators in the 
U.S. Department of Justice. 

NorthWestern now only owns between 25 
percent and 30 percent of the resources it 
uses to provide electricity to its customers, 
Hines said. Adding the dams, which produce 

a combined 633 megawatts of power, would bump up the utility's resource ownership to 
more than 60 percent, he said. 

That means NorthWestern wil l be less susceptible to swings in the energy market, he 
said_ That, combined with the flat cost of operating the dams, means greater long-term 
rate stability for customers, he said. 

"We believe these assets will continue to operate as long as there is water ih the rivers," 
Hines said . 

NorthWestern and PPL Montana have been working on the deal since June and 
announced the agreement in October. PPL bought the dams on the Missouri and Clark 
Fork rivers from Montana Power Co. during deregulation in the late 1990s and early 
2000s. 

http://billingsgazette.comlnewslstate-and-regionallmontanalla'''makers-l oak-at -northwest.., 12118/2013 
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Though mDre information is needed, having NorthWestern Energy buy the dams 1~%~J~at 11 

of them going to an outside buyer should be good for the state, Sen. Alan Olson, R-
Roundup, said_ 

"The opportunity to take that risk out of the market will go a long way toward the stability 
we used to have with the old Montana Power Co.," he said. 

PSC Chairman Bill Gallagher told the committee that he expects NorthWestern to submit 
a pre-application in December. If it is approved, the regulator has 270 days to approve 
the final deal, putting the deadline around mid-September, he said. 

NorthWestern plans to finance the purchase through a combination of debt and equity, 
Rowe said. The dams are already in the utility's territory, so no additional transmission 
build-out will be required, he said . 

The addition of the dams would mean half of NorthWestern's power generation comes 
from water or wind, Rowe said. 

http://billingsgazette. comlnews/state-and-regionallmontanallawmakers-l oak -at-northwest... 12/ I 812 0 13 
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Editorial: NorthWestern dams purchase a win-win fofecilr 11 

Montanans 
Posted: Friday, November 15, 2013 11:41 am 

/lRead by Mike/rred 

NorthWestern Energy's plan to purchase 11 hydroelectric dams from PPL Montana sounds like a 

good deal for the utility and Montana energy consumers. While regulators should scrutinize the 

plan carefully. it appears the deal could help stabilize and even lower Montanans' electricity rates 

far into the future. 

When state lawmakers deregulated much of the energy production industry in the late 1990s, the 

former Montana Power Co. was essentially split in two, with NorthWestern buying the delivery 

end of the business and PPL buying the hydroelectric dams. Now PPL is looking for a buyer for 

those dams, and it would be best for Montanans if they were purchased by a utility within the 

state. 

According to company officials, financing the $900 million deal will mean a 5 percent rate 

increase in itially, or about $4 a month to the average residential consumer. But it will enable the 

utility to produce some 60 percent ofthe electricity it needs to meet consumer demand. 

Right now, NorthWestern produces just 25-30 percent of its electricity needs. That means it must 

go to the open market for as much as 75 percent of the power we consume. And fluctuations in 

that market make planning for future needs difficult and expensive. 

Montanans once enjoyed some of the lowest utility bills in the nation. Deregulation proved to be a 

costly miscalculation that many lawmakers came to regret. But we can 't put that toothpaste back 

in the tube. The best we can do is pllt control of energy production and consumption in the hands 

of Montanans. And the purchase of the 11 hydroelectric dams by NorthWestern Energy could be a 

big step in that direction. 

The deal is subject to Public Service Commission approval. And the commissioners should be 

diligent in making sure there are no hidden downsides to the deal and that NorthWestern is paying 

a fair price for the dams. 

But assuming there are no devils in the details, this should be a win-win for all Montanans. 

bttp:llwww.bozemandailychronicle.comlopinions/ediiorialslartic1e_804b4dde-4e25-11 e3-. .. 12118/20 13 
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Service Date: _____ _ 

DEPARTMENT OF PUBLIC SERVICE REGUlATION 
BEFORE THE PUBLIC SERVICE COMMISSION 

OF THE STATE OF MONTANA 

In the Matter of NorthWestern Energy's 
Application for Approval to Purchase and 
Operate PPL Montana's Hydroelecttic 
Facilities, for Approval ofInclusion of 
Generation Asset Cost of Service in 
Electticity Supply Rates , for Approval of 
Issuance of Securities to Complete the 
Purchase, and for Related Relief 

) 
) 
) 
) 
) 
) 
) 
) 
) 

REGUlATORY DIVISION 

DOCKET NO. D2013.12.85 

[Proposed] Order Approving Request 

1. On December 20, 2013, NorthWestern Corporation d/b/a NorthWestern Energy 

(NorthWestern"), a Delaware corporation authorized to transact business within Montana, filed 

with the Montana Public Service Commiss ion ("Commission") its Application in this docket, 

which included a request ("Request") pursuant to Mont. Code Ann. §§ 69-3-501 through 69-3-

507, seeking an Order for authority to issue up to $900 million worth of additional securities of 

Applicant as proposed in the Request. 

2. The Request is supported by exhibits and data in accordance with Commission practice 

and rules and regulations governing the issuance and sale of securities by public utilities operating 
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within the State of Montana. For detailed information with respect to the general character of 

NorthWestern's business and the territory served by it, reference is made to its annual report on 

file with the Commission. 

Findings of Fact 

1. NorthWestern is a corporation organized and existing under and by virtue of the laws of 

the State of Delaware and is qualified to transact business in the State of Montana. 

2. NorthWestern is a public utility as defined in Mont. Code Ann. § 69-3-101 and is engaged 

in furnishing electric and natural gas service in the State of Montana. 

3. The Commission has jurisdiction over the subject matter of the Request pursuant to Mont. 

Code Ann. §§ 69-3-501 through 69-3-507. 

4. NorthWestern applies for a Commission order for authorization to issue, in connection 

with its acquisition of the Hydros and associated assets from PPL Montana, LLC (the 

"Transaction"), some or all of the following kinds of securities, as NorthWestern determines to be 

necessary to obtain interirn financing, not to exceed in the aggregate $900 million, and long-term 

financing, not to exceed in the aggregate $900 million, 1 for the purposes hereinafter discussed: 

a. Equity securities of Applicant not to exceed $450 million, including, without 

limitation, common stock, preferred stock, convertible or unconvertible preferred 

securities and hybrid securities issuable directly or indirectly by NorthWestern 

("Equity Securities"); 

I If NorchWestern requires interim financing and then replaces that interim finanCing widl1ong-tenn financing, the 
total aggregate of securities NorthWestern would be authorized to issue hereunder would be $1.8 billion, consisting 
of $900 million of interim securities and $900 million of long-tenn securities, although only $900 million would be 
outstanding at any given time. 

c 
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b. Secured debt securities of NorthWestern, not to exceed $500 million ("Secured 

Debt Securities"), including, without limitation: 

i. One or more new series of First Mortgage Bonds to be issued under 

NorthWestern's Montana mortgage;' or 

ii. Other secured debt securities; and 

c. Unsecured debt securities of NorthWestern, not to exceed $900 million, including, 

without limitation, subordinated or unsubordinated unsecured debentures, debt 

securities, notes, commercial paper or other evidences of unsecured indebtedness 

("Unsecured Debt Securities") .3 

NorthWestern further seeks authority to issue Equity Securities, Secured Debt Securities and 

Unsecured Debt Securities (collectively, the "Securities") by methods, which may include methods 

other than competitive bidding and negotiated offers, as is expressly permitted by 18 C.F.R. 

§ 34.2(a)(3)(iii). 

5. NorthWestern requests that the Commission issue a single order to authorize the relief 

NorthWestern seeks through its Petition. NorthWestern seeks the flexibility to issue the Securities 

in one or more public offerings, private placements, direct placements, or agency transactions, or 

any combination of these methods of issuance, so long as NorthWestern determines any such 

method is in the best interests of NorthWestern, its customers, and its stockholders. 

6. NorthWestern requests that the Commission authorize the NorthWestern to issue the 

Securities froln time to time, in one or lllore transactions, in connection with the Transaction. 

The authorization issued by the Commission in this docket would be with respect to the 

2 Mortgage and Deed of Trust, dated as of October I, 1945, as amended and supplemented. 
3111e $350 million of audlorized Unsecured Debt Securities excludes NorthWestern's existing $300 million revolving 
credit facility. 

..--. 
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Transaction only and would be in addition to and would not replace the Commission's order 

dated December 4, 2012 in Docket No. D2012.11.114, Order No. 7253, said order being effective 

through December 31, 2014. 

7. NorthWestern will use the proceeds provided by the issuance of the Securities to pay the 

purchase price for the Transaction and related transaction costs and expenses. 

8. The Transaction NorthWestern proposes is consistent with the public interest. The laws of 

the State of Montana permit the purpose or purposes of such transactions. The transactions are 

necessary or appropriate for, and consistent with, the proper performance by NorthWestern of 

service as a public utility. The total, aggregate amount of NorthWestern's securities ourstanding, 

including those proposed herein, will not exceed the fair value of the properties and business of 

the NorthWestern. 

Conclusions of Law 

1. The financing transactions proposed by the Request, as hereinafter authorized, will be for a 

lawful purpose, are consistent with dle public interest, and are necessary or appropriate for and 

consistent widl the proper performance by NorthWestern of service as a public utiliry in Montana. 

2. The Request satisfies the forty-five (45) day notice requirement required by Section C .1.b. 

of Consent Order No. 6505e issued in Docket No. 02003.8.109 as NorthWestern has properly 

provided notice to the Commission and the MCC. 

Order 

1. The Petition of NorthWestern for authoriry to issue up to $900 million worth of interim 

financing Securities and an additional $900 million worth of permanent financing Securities, as 

c 
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described in the Request in accordance with the Findings of Fact, is hereby approved and the 

authority is granted. This authorization is effective immediately upon the issuance of this Order 

and shall continue through and including the closing of the Transaction, unless further extended. 

2. Neither the issuance and sale of securities by NorthWestern pursuant to the provisions of 

this Order, nor any other act or deed done or performed in connection therewith, shall be 

construed to obligate the State of Montana to payor guarantee, in any manner whatsoever, any 

security authorized, issued, assumed or guaranteed hereunder. 

3. The approval of this Request shall not be construed as precedent to prejudice any future 

action of this Commission. 

4. Issuance of this Order does not mean acceptance of NorthWestern's exhibits or other 

material accompanying the Application for any purpose other than the issuance of this Order. 

Approval of this Request is for financing purposes only. This approval is without prejudice to the 

regulatory authority of the Commission with respect to ratemaking, rates, service, accounts, 

valuations, estimates, or determinations of cost, or any other matter subject to its jurisdiction as 

provided by law. 

Done in open session at Helena, Montana, this ___ day of ________ , 2014, by a vote of 

to 
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BY ORDER OF THE MONTANA PUBLIC SERVICE COMMISSION 

ATTEST: 
Aleisha Solem 
Commission Secretary 

(SEAL) 

W.A. GALLAGHER, Chairman 

BOB LAKE, Vice Chairman 

KIRK BUSHMAN, Commissioner 

TRAVIS KA VULLA, Commissioner 

ROGER KOOPMAN, Commissioner 

Note: Any interested party may request that the Commission reconsider this decision. A motion 
to reconsider must be filed within 10 days. See 38.2.4806, ARM. 
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Docket No. 02013.12.85 
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NorthWestern Energy 
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Q. 

A. 

Q. 

A. 

Q. 

A. 

Witness Information 

Please state your name and business address. 

My name is Robert (Bob) C. Rowe. My business address is 40 East 

Broadway, Butte, MT 59701. 

By whom are you employed and in what capacity? 

I am employed by NorthWestern Energy ("NorthWestern") as the President 

and Chief Executive Officer. I have held this position since August 2008. I 

also serve as the only non-independent Director on NorthWestern 

Corporation's Board of Directors. 

Please describe your education and relevant employment history. 

From 2005 through 2008, I was senior partner in Balhoff, Rowe & Williams, a 

special ized national professional services firm providing financial and policy 

advice in the telecommunications and utility industries. Prior to that, I was a 

Commissioner with the Montana Public Service Commission ("Commission") 

for 12 years from 1993 through 2004. During that period, I served at various 

times as Chairman of the Commission, Chairman of the National Association 

of Regulatory Utility Commissioners ("NARUC") Telecommunications 

Committee, President of NARUC, Chairman of the Regional Oversight 

Committee for US West, and in other capacities. I was a member of the 

Federal State Joint Board on Universal Service. I was active nationally, 

regionally and in Montana on telecommunications and energy matters, and 
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Q. 

A. 

Q. 

testified before the United States Senate Energy Committee, the House and 

Senate Commerce Committees, in other legislative hearings, and before the 

Federal Communications Commission. I have also participated as a trainer in 

scores of university-based and other professional training events. I am the 

immediate past Chair of the Western Energy Institute, Co-Chair of the 

Institute for Electric Innovation (part of the Edison Foundation, a project of the 

Edison Electric Institute) and a senior fellow at the University of Florida Public 

Utility Research Center. Over my career I have been a member of various 

other university-related boards, including at Columbia University. I received a 

Bachelor of Arts degree in History and Political Science from Lewis and Clark 

College in Portland , Oregon, a Juris Doctorate from the University of Oregon, 

and I completed the Kennedy School Senior Executives' Program. 

Purpose of Filing and Testimony 

What is the purpose of this filing? 

As detailed in the Application for this filing, NorthWestern is seeking approval 

from the Commission to (1) acquire 11 hydroelectric generating facilities and 

related assets located in Montana (the "Hydros") from PPL Montana, LLC 

("PPLM") for $900 million; (2) include the Hydros' associated generation 

assets' cost of service in NorthWestern's electricity supply rates; and (3) issue 

the securities necessary to consummate the acquisition. 

What is the purpose of your testimony? 
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My testimony provides NorthWestern's overall company view of the C 
acquisition of the Hydros by addressing the topics listed above under the 

Table of Contents. 

Owning Montana Hydroelectric Generation 

How long has NorthWestern been focused on owning the Hydros? 

NorthWestern started thinking about this possibility, in earnest, in 2009, after 

the Commission approved the inclusion of Colstrip Unit 4 ("CU4") in rate 

base. 

As a prelude to this, House Bill 25 was passed by the Montana Legislature in 

2007, allowing NorthWestern to own electric generation once again. 

NorthWestern grew stronger financially following its 2004 restructuring 

bankruptcy, enabling us to invest in all parts of our utility business. As we 

considered various energy supply ownership options, acquiring the former 

Montana Power Company ("MPC") hydro plants, to the extent they were ever 

available to purchase, and dedicating them to serve our Montana customers 

was a clear addition to the list. However, as noted by Mr. Hines, at that time it 

did not seem realistic to expect that PPLM would be willing to sell only the 

Hydros, as opposed to all of its Montana generation assets. 

To that end, as discussed in more detail in the Bird Direct Testimony, from 

that time forward we had informal discussions with PPL Corporation ("PPL") 
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Q. 

A. 

about buying PPLM and/or its Montana generation assets, finally leading to 

the actual acquisition of the Hydros. 

Many Montanans have wanted to "get the dams back" ever since they were 

sold to PPLM.1 This meant having the dams dedicated to serve Montanans 

and subject to economic regulation by Montana, or perhaps even acquiring 

them as publicly owned resources. It is a subject that has been raised by 

individual Montanans and at various community meetings on a regular basis 

since I joined NorthWestem. 

Why was NorthWestern so direct, diligent and patient when it came to 

owning the Hydros, as compared to other electric generation options? 

Owning the Hydros, or indeed any of PPLM's assets, was only an option if 

PPLM ultimately decided to sell them. Because of the facilities' importance in 

enabling NorthWestern to provide safe and reliable energy to its customers 

for generations to come at reasonable rates, we approached PPL several 

years ago to ensure that it understood that we were interested in acquiring 

the Hydros if PPL ever decided to sell them. It was clear to us that 

NorthWestern was the optimal owner of these assets, as the Montana electric 

utility delivery systems we own, in particular the transmission system, were 

originally built around these facilities as part of a fully integrated electric utility 

I On October 31, 1998, MPC sold the Hydros to PP&L Global, Inc ("PPL Global") pursuant to the terms of the 
Asset Purchase Agreement ("AP A"). PPL Global assigned the AP A to PP&L Montana, LLC on December 17, 
1999. PP&L Montana, LLC later changed its name to PPL Montana, LLC. 
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system. In other words, they were already a perfect fit for us fram a system 

standpoint. The Hydras were also a perfect fit from an energy supply portfolio 

standpoint. Since the sale by MPC to PPLM, we have obtained much of our 

base load power from PPLM and its affiliate, PPL EnergyPlus, LLC ("PPL 

Eplus"), thraugh market purchases, and continue to have an ongoing need for 

baseload power. 

So, if PPLM ever decided to sell the Hydras, we wanted to be at the table. It 

is not an exaggeration to say that the Hydras purchase is a once-in-a-lifetime 

opportunity for our customers, shareholders and employees. When the 

neighbor's farm comes up for sale at a fair price, and if you are serious about 

farming, you'll take a close look at it. We decided it was the right time to buy 

the neighbor's farm, and to dedicate it to serving our customers. 

Why were the Hydros so attractive and important to NorthWestern? 

They are a perfect fit for NorthWestern's electricity supply portfolio, and the 

timing of their availability is ideal, given that the existing PPLM market-based 

contracts are about to expire. Owning the Hydros is good for NorthWestern, 

and good for our Montana electric utility customers as the plants would be 

dedicated to serving them. NorthWestern's ownership of the Hydras is also 

good for Montana. The following summarizes the numeraus attributes and 

benefits of acquiring and owning the Hydras at this time: 
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For NorthWestern Energy and our Montana electric utility customers. 

ownership of the Hydros: 

3 1. Significantly improves the sustainability and long-term value of 

4 NorthWestern's electricity supply portfolio to serve our customers, with 

5 long-term reliable power and stable costs; 

6 2. Results in customer prices that are less affected by the market than if this 

7 

8 

9 

purchase were made when the market price curve was high; and, if 

approved by the Commission, this relatively low market price curve will 

become the base for future cost-based prices for our customers; 

10 3. Provides site diversity and generation dispersion, as the facilities include 

11 

12 

13 

14 

multiple generating units, are situated in two separate river basins 

covering both sides of the Continental Divide, and are dependable, with a 

history of strong and reliable operating performance, low variable 

operating costs and favorable environmental qualities; 

15 4. In conjunction with current coal, natural gas and wind assets, increases 

16 our energy capacity and provides NorthWestern greater certainty 

17 

18 

regarding our energy supply, which will enable us to provide continued 

reliability and stability to our customers; 

19 5. Provides excellent supply diversity; 

20 6. Provides NorthWestern a greater ability to minimize a range of risks 

21 

22 

associated with electric supply, resulting in enhanced price stability for 

customers 
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1 7. Is an environmently responsible resource, and pending and future 

2 environmental regulation will likely increase the value of hydroelectric 

3 generation assets in the Northwest as they do not emit carbon; 

4 8. Provides customers a dedicated and reliable supply of baseload 

5 

6 

hydropower to meet their energy needs today and for generations to 

come; 

7 9. Offers hydropower, a clean, stable and sustainable source of electricity, 

8 which some customers will consider a value independent of our risk 

9 assessment; 

10 10. Manages fuel price risk; 

11 11. Allows us to operate a locally-controlled integrated system for the benefit 

12 of our customers - because these units were designed as part of the 

13 integrated electric system that we operate, they fit seamlessly within our 

. 14 existing transmission system in Montana, with no incremental 

15 transmission interconnection or costs; 

16 12. Supports our goal of providing our customers the benefits of a long-term 

17 portfolio; and 

18 13. Allows us to continue to execute our strategy of providing reasonably and 

19 stably-priced energy supply to our customers while earning a reasonable 

20 return on investment versus procuring supply from the market; 

21 
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Q. 

A. 

I recognize that there is overlap between these attributes. I also recognize 

that others have identified their own reasons why the transaction is 

compelling to them. 

For Montana, NorthWestern Energy's ownership of the Hydros: 

1. Represents a unique opportunity to acquire hydroelectric resources that 

will be locally operated, rededicated to serving our Montana customers' 

electricity requirements for generations to come; 

2. Reinforces and expands NorthWestern's commitment to Montana, its 

citizens and its environment; and 

3. Continues to support the economic well-being of Montanans. 

It would be hard to overstate the value of the Hydros to Montana, in terms of 

power supply, environmental significance, and cultural importance. The 

systems cover hundreds of miles of rivers and reservoirs, winding through 

open valleys, cutting through canyons and passing many Montana 

communities, most of which we serve. 

What has been the reaction from Montana to NorthWestern's 

announcement to buy the Hydros? 

Extremely positive! I am regularly approached by people who are eager to 

express their support, from all segments of Montana, including customers, 

business owners, state officials, legislators, and various business and 

community leaders. 
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Q 

A. 

Q. 

A. 

Did NorthWestern's interest in owning the Hydros impede its pursuit of 

other electricity supply resources to serve its short-term and long-term 

supply needs? 

No. While we were certainly interested in the Hydros, it was always a matter 

of, "if they became available'" The availability of opportunistic resources was 

described in NorthWestern's 2011 Electricity Supply Resource Procurement 

Plan ("2011 Plan"), but we did not have the lUxury of waiting for the Hydros. A 

good example of this was NorthWestern's focus on building a natural gas

fired generation unit, which was also discussed in the 2011 Plan. Since 

publishing that plan we engaged in preparation stages for such a plant, 

including listing potential sites and possible technologies. 

NorthWestern Business Strategy 

How does owning the Hydros fit with NorthWestern's business 

strategy? 

Perfectly. NorthWestern's business strategy recognizes that, at our core, we 

are a fully regulated , investor-owned electric and natural gas distribution, 

transmission , and supply public utility. Accordingly, this requires us to work 

together to deliver safe, reliable and innovative energy solutions that create 

long-term value for customers, communities, employees, and investors. 

We provide essential services to our customers, the communities where they 

work and live, and indeed to most of Montana. The availability of safe, 
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reliable and affordable electricity and natural gas is foundational to the 

economic well-being of all of us in Montana. 

4 Given the importance of the utility services that NorthWestern provides, we 

5 are focused on delivering integrated, sustainable electric and natural gas 

6 utility services well into the future. NorthWestern's utility pyramid, illustrated 

7 below, is built on a firm foundation of utility core-competence from bottom to 

8 top. 
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Q. 

A. 

As we continually evaluate NorthWestern's "Supply Adequacy and Stability," 

securing and maintaining base load resources like the Hydros is one of our 

primary goals. A base load resource is the base - the foundation - of the 

stack of resources running around the clock and is one of the most important 

resources in an electric utility's portfolio. 

Why is it important for NorthWestern to own electric generation facilities 

such as the Hydros? 

When it comes to providing sustainable energy supply service, we believe 

locally operated and managed Hydros will certainly benefit our customers. I 

think of "sustainability" as meeting today's needs while ensuring we are also 

able to meet future needs. It is the opposite of the short-term mindset that 

afflicts too many companies, politicians and policymakers, and even families 

and individuals. Short-term thinking got us into trouble with supply 

deregulation and divestiture. Working together, we now have the opportunity 

to do the right thing for the long-term. Investing in our customers by owning 

resources dedicated to serving them at prices based on the cost to own and 

operate, rather than the market, contributes directly to our ability to remain a 

sustainable and financially sound utility. This, in turn, facilitates our ability to 

provide long-term safe, reliable and affordable electric and natural gas utility 

service. Put simply, acquiring these assets greatly benefits our customers, 

and Montana. 
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We prepared the following diagram several years ago to communicate to 

employees how we think about "sustainability." We have refined it from time 

to time and discuss it in everything from strategic planning and goal setting to 

new employee orientation and other employee meetings. Because we 

provide essential services and infrastructure, and especially because we 

serve a relatively rural area, it is important for us to excel at meeting our 

responsibilities now, and to be able to meet those decades into the future. 

Sustainability for NorthWestern is about being commited to financial 

soundness, cultural integrity, operational excellence, and supporting 

constructive policy: 
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We focus collectively on the above four key areas when we think about 

2 sustainability. Owning the Hydros fundamentally reflects all of these . They 

3 are briefly described below: 

4 
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Financial Soundness - As a publicly traded company, we have a 

fundamental obligation to be profitable. We cannot be sustainable as a 

business if we are not financially strong and able to meet the needs of our 

shareholders and debt owners. We must be both profitable and 

sustainable to continue to satisfy our shareholders and customers over the 

long term. 

Cultural Integrity - NorthWestern is highly valued because we are 

viewed as a stable provider of essential service, a good partner, a sound 

investment in the business sector, and a company that follows the best 

corporate governance practices. We are proud of our vision and we 

actively promote it. We need to be unambiguous about what we do; 

communicate it clearly; and show leadership through excellent 

performance management. We also have a strict focus on our multiple 

compliance duties; are open and transparent when reporting our business 

affairs; and execute what we say through our actions. 

We are environmentally conscious; we recognize that we all have a duty 

to work and operate in an environmentally responsible manner. We are a 
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responsible corporate citizen. Through our Community Works program we 

contribute almost $2 million annually to philanthropic, economic 

development and community enrichment activities throughout our service 

territory. As our operations grow, we look forward to increasing this 

commitment. In addition, our employees contribute their time and talents -

both on and off the job - to make their communities great places to raise 

their families. 

A strong corporate culture at all levels is a key component of 

sustainability. Like the infrastructure we build, operate, and maintain, our 

culture will be an important part of the legacy we leave to future 

generations of employees and customers. The overwhelming response of 

our employees to the Hydro acquisition affirmed to me that it was 

important for cultural reasons as well. 

Operational Excellence - The health and safety of our employees is key 

to our sustainability efforts. Work should be a positive experience so that 

we can achieve our vision. Our employees' health and wellbeing underpin 

our ability to remain a sustainable business, and we want our employees 

to go home in at least as good a shape as when they arrived at work. (We 

consider employee safety to be a cultural as well as an operational 

attribute.) As the Commission is aware, through our work on the 

Distribution System Infrastructure Plan and other important efforts, we 
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have a clear focus on our operations and infrastructure using long-range 

asset management, customer care support, and workforce planning and 

development. The Hydros acquisition is consistent with and will 

complement our operational focus. 

Constructive Policy - Because we have no non-utility lines of business, 

policy is very important. Because a majority of our operations are in 

Montana, Montana policy matters very much. We seek to align the long

term needs and interests of our customers, employees, shareholders and 

other stakeholders through our approach to business. We must consider 

the effects of our decisions inside and outside the company and work with 

and support our employees, our communities and the people in them. As 

described below, the Hydros acquisition is enabled by thoughtful policy

making and implementation by the Legislature and this Commission. 

State of Montana Electric Generation Public Policy 

What is the public policy of the State of Montana regarding the 

18 ownership of electric generation assets by utilities like NorthWestern? 

19 A. 

20 

The 2007 Montana Legislative Session introduced and passed House Bill 25. 

The spirit and intent of House Bill 25 is still embodied in Chapter 8 of Title 69 

21 of Montana Law, and its Short Title in § 69-8-101 , MCA. This chapter may be 

22 cited as the "Electric Utility Industry Generation Reintegration Act. " As is 

23 evident in the title and to those who participated directly in the debate, the 
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Montana Legislature wanted NorthWestern to reintegrate generation as part 

of a fully integrated utility service: that is, much like the former Montana 

Power Company, to provide fully bundled electric utility generation, 

transmission and distribution service, with utility owned assets. 

House Bill 25, which for our non-industrial customers removed the remnants 

. of the "Electric Utility Industry and Customer Choice Act" of 1997, an ill

conceived competitive market-based experiment that most have recognized 

failed miserably. As part of MPC's implementation of this Act, its generation 

assets were sold to PPLM in 1998. Policymakers were at least farsighted 

enough to ensure that the so-called "net stranded benefits" from the sale went 

to customers, in the form of an immediate supply rate reduction at the time of 

the sale. Additionally, MPC entered into a "buy-back contract" with PPLM, 

which provided protection from the extreme western electric market volatility 

through June 30, 2002, for those customers who continued to obtain their 

electricity through MPC, and eventually NorthWestern. 

However, NorthWestern and its customers have essentially been left at the 

mercy of the regional electric market and its price volatility over the last 

decade. The market-based prices we paid under PPLM and/or PPL EPlus 

contracts, as one of our major power suppliers, beginning July 1, 2002, is a 

primary example of this. 
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Q. 

A. 

It was in part, the economic activities, resource decisions, and public policy 

initiatives occurring far outside Montana's borders that shaped, for better or 

worse, outcomes for customers during this time. Owning the Hydros, under 

the regulation of this Commission, will allow NorthWestern to control a big 

part of our own destiny. 

We believe the public policy of the State of Montana clearly sets out owned 

generation as a preference and provides NorthWestern the opportunity to 

own the Hydros and reintegrate thern as part of its portfolio of electric 

resources, as long as it meets the other related requirements of Montana law 

and Administrative Rules ("ARM"). The Hines Direct Testimony addresses 

how acquisition of the Hydros meets these requirements. 

Are there potential parties that question a utility-owned generation 

preference? 

Yes. There are energy supply developers who understandably would like to 

finance their own potential projects through sales to our customers. 

NorthWestern is a natural focus for these developers as we have continued to 

add to our portfolio of resources to serve the future needs of our electricity 

utility customers. Some appear to believe that they should receive an 

automatic preference or priority, and attempt to use the regulatory setting or 

the Montana Legislature to achieve such an outcome. 
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Q. 

A. 

A recent example of this was the introduction and defeat of House Bill 475 in 

the 2013 Montana Legislative Session. This bill would have established a 

mandatory competitive bid process for a public utility seeking preapproval of 

any electricity supply resource it attempted to acquire, whether constructed or 

purchased. The bid process would have been regulated and controlled by the 

Commission. Although a utility could have requested a waiver from the 

competitive solicitation process, it would have had to meet a prescribed set of 

requirements and a defined process to do so. Such a process would have 

provided additional opportunities for energy supply developers to challenge 

the waiver. These suppliers are continually looking for a home for the energy 

from their potential projects. Others are simply philosophically opposed to 

utility-owned generation. A waiver request would likely become a highly 

contested, time-consuming matter before the Commission. 

Is competitive solicitation the preferred method under existing ARMs 

guiding NorthWestern's resource acquisitions? 

Yes, but it is not mandatory in all instances. While ARM 38.5.8212 -

Resource Acquisition states, "a utility should use competitive solicitations" as 

a preference, it also provides the following exception: 

"To the extent a util ity does not use competitive solicitations to acquire 

electricity supply resources it should thoroughly document the exercise 

of its judgment in evaluating and selecting resource options, including 

the decision not to use competitive solicitations." 
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Q. 

A. 

If House Bill 475 had passed and required a mandatory "competitive C 
solicitation process," or if current Montana law did not have a 

competitive solicitation exception, would NorthWestern have been able 

to purchase the Hydros? 

No, as a practical matter NorthWestern would have been precluded from 

making such a purchase. First, PPLM was selling the Hydros through a 

market-based transaction , attempting to secure the highest price from willing 

buyers. It was PPLM's process, not NorthWestern's. It is evident that PPLM 

would not have participated in a NorthWestern-initiated "competitive 

solicitation process" aimed at securing the lowest possible price from 

competing projects. We know there were likely other willing buyers waiting in 

the wings, if NorthWestern did not buy the Hydros 

Second, it would have been difficult to purchase the Hydros without an ability 

to seek advanced approval of such a purchase from the Commission. 

NorthWestern cannot assume the risk of closing a transaction of this size in 

advance of the Commission's approval while continuing to meet our other 

obligations to customers. It should also be noted that the requirement for 

regulatory approval is a delay-causing risk that PPLM would not face were it 

sell ing the properties to a merchant operator. NorthWestern is the only 

purchaser that would have required the Montana Commission's approval. In 

any event, it is extremely fortunate that NorthWestern had the opportunity to 

purchase the Hydros. 
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Q. 

A. 

Buying the Dams 

How did NorthWestern decide whether or not to "buy the Dams"? 

As discussed above, the Hydros are clearly an ideal resource, embedded in 

our transmission and distribution systems, and they match our resource 

needs. However, NorthWestern still had to determine the price to pay. 

Thoughtful consideration of the impact of the acquisition on NorthWestern 

and our customers was necessary to answer this question. 

Ultimately, after a thorough process that involved numerous employees 

throughout NorthWestern, assisted by a number of external advisors, each 

with significant knowledge and experience in their area of focus, we 

confirmed that the Hydros were an extremely valuable asset given their 

unique characteristics and attributes and the natural benefits they provide. 

The Rhoads Direct Testimony provides a detailed discussion of the due 

diligence review and site inspections performed for the Hydros. 

The most difficult challenge we faced was to balance the need to acquire the 

Hydros at a satisfactory market-based price acceptable to PPLM, whi le at the 

same time focusing on the billing impact such a purchase would have on 

NorthWestern's electric utility customers. 
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Q. 

A. 

Q. 

A. 

The Bird and Hines Direct Testimonies provide further information regarding 

the detailed elements of the process that NorthWestem used to determine the 

$900 million purchase price for the Hydros. 

The Purchase and Sale Agreement by and between PPL Montana, LLC and 

NorthWestern Corporation dated as of September 26, 2013, is contained as 

part the Application for this Filing. 

How did NorthWestern determine the purchase price? 

As described in the Hines and Bird Direct Testimonies, NorthWestern used a 

deliberate and focused approach to determine the correct purchase price. 

Front and center throughout these deliberations was a focus on the need to 

meet this Commission's regulatory standards of review, which are discussed 

in my testimony below. 

How did NorthWestern address the bill impact of the purchase on the 

electric utility customers? 

The bill irnpact on our customers was a focal point of the purchase process. 

While a determination of an acceptable level of billing impact will be different 

to different parties, NorthWestern focused on a 10% general rule of thumb. 

We believed that, even for these tremendous assets, a first year impact 

greater than 10% would be too much. 
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A. 

Q. 

A. 

At the time we announced our Hydros purchase decision, the billing impact 

was forecasted at a 5% increase or about $4 per month on a total typical 

residential bill (based on rates as of September 2013). Additionally, the cost 

of power from hydroelectric facilities dedicated to serve Montana customers 

should be very stable over time and not subject to market price swings. After 

the initial increase, hydroelectric generation facility costs are expected to 

remain relatively stable for many years. 

Have the customer billing impact figures changed since NorthWestern's 

public announcement of the Hydros acquisition? 

Yes. Since that time, we have continued to refine our analyses based on the 

latest available information leading up to the preparation of this filing and the 

development of a detailed 2014 test year Generation Asset Cost of Service. 

Based on the latest information, as shown in the DiFronzo Direct Testimony, 

we now forecast a 4.22% increase or about $3.53 per month on a total typical 

residential bill, when compared to rates in effect as of November 2013. 

What other energy supply options were available to NorthWestern 

leading up to the Hydros being offered for sale? 

As presented in NorthWestern's prior and current biennial Montana Electricity 

Resource Procurement Plans, we continue to require adequate base load 

resource to meet the constant energy needs of our electric utility customers. 

Our primary base load resource options included combinations of market 
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Q. 

A. 

purchases and bui lding a natural gas-fired generation plant at some point in C 
the near future. These options are discussed in further detail in the Hines 

Direct Testimony and in the Stimatz Direct Testimony. 

Stated directly, once PPLM decided to sell the Hydras, we had two choices: 

buy the hydra generation assets ourselves or let someone else fram out of 

state buy them. The Hydros were prime assets that were going to be easily 

sold if NorthWestern didn't buy them. We had a once-in-a-lifetime opportunity 

to buy the Hydras and we were not going to pass it up if they were available 

on reasonable terms. 

What would have been the likely regulatory consequences to 

NorthWestern for not having aggressively pursued the Hydros? 

Given the importance and great interest of the Hydras to and in Montana, 

fa iling to pursue these assets could have led to a future determination by this 

Commission of imprudence on the part of NorthWestern, as well as intense 

customer and public criticism. We considered these consequences real risks. 

In sum, we were deliberative in pursuit of the assets on reasonable terms. 

We were serious about an upper constraint on a price we could offer based 

on customer bill impacts. We also believed that we had a responsibility to our 

customers to pursue the acquisition. 
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Q. 

A. 

Regulatory Standard of Review 

You mentioned earlier in your testimony that there was a consistent 

focus on the need to meet the regulatory standards of review. Please 

describe what you mean by this statement. 

As a result of our previous advanced approval filings with the Commission 

related to Colstrip Unit 4 ("CU4"), the Dave Gates Generating Station 

("DGGS"), and the Spion Kop Wind Project ("Spion"), NorthWestern was well 

aware of the statutory and regulatory standards by which the Commission 

would review NorthWestern's advanced approval request. These include: 

1. The determination that the acquisition is in the "public interest" (§ 69-

8-421, MCA) if the benefits outweigh the risks to customers, long

term; 

2. The determination that the acquisition is consistent with the "Electric 

Supply Resource Planning and Procurement Goals and Objectives 

(ARM 38.5 .8203 and 38.5.8204)"; 

3. The determination that the Advanced Approval Filing meets the 

"Minimum Filing Requirements of utility applications for Approval of 

Electricity Supply Resource (ARM 38.5.8228)"; and 

4. Consideration of Ascertaining Property Values (§ 69-3-109, MCA), 

which allows inclusion of an acquisition adjustment. 

Items 1, 2 and 3 are addressed in the Hines Direct Testimony. Item 4 is 

addressed in the Bird Direct Testimony and in the Kliewer Direct Testimony. I 
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will also provide additional information regarding items 1 and 4 in the C 
testimony below. 

What is the Commission's primary standard of review for filings like this 

one? 

NorthWestern specifically submitted its Application in this filing with the 

Commission for approval under § 69-8-421, MCA - Approval of electricity 

supply resources. Part (6) (c) under this statute, requires that "A commission 

order granting approval of an application must include the following findings: 

(i) approval, in whole or in part, is in the public interest; and 
(ii) procurement of the electricity supply resource is consistent with 

the requirements in 69-3-201, the objectives in 69-8-419, and 
commission rules." 

NorthWestern has previously filed, and the Commission has evaluated and 

approved, three separate electricity supply resource preapproval applications. 

These include: 

1. CU4 in Docket No. D2008.6.69; 
2. DGGS in Docket No. D2008.8.95; and 
3. Spion in Docket No. 2011 .5.41. 

As a result, this type of filing is not new to the Commission, and each of its 

respective orders pertaining to these dockets has followed the above 

statutory requirements and established some controlling case history along 

the way. 
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Purchasing the Hydros is in the Public Interest 
and the Long-term Benefits Outweigh the Long-term Risks 

Describe "public interest" from an historical perspective applicable to 

this proceeding, and generally from a regulatory ;Joint of view. 

In the previous three filings, listed above, I think it is fair to state that the 

Commission found that each of these long-term resource acquisitions was in 

the public interest because the benefits of acquiring the resource outweighed 

the risks to customers. 

This is readily apparent in Finding of Fact No. 95 in Docket No. 02011.5.41 , 

Order No. 71591, in NorthWestern's Spion advanced approval filing, which 

also references the OGGS and CU4 filings. It reads as follows: 

95. In order for the Commission to grant approval of electricity supply 
resources that a utility seeks an ownership interest in, the Commission 
must find that the approval is in the public interest. § 69-8-421(6)(c)(i), 
MCA. The utility must present evidence to the Commission showing 
that the acquisition of the resource is in the public interest. See ARM 
38.5.8228 (requires a utility seeking pre-approval to file certain 
documents justifying its request); see also Order No. 6505e, 1IB2 in 
Docket No. 02003.8.109 (finding that the party seeking a change 
bears the burden). The Commission has found that acquisition of a 
resource under § 69-8-421 , MCA, is in the public interest if the benefrts 
outweigh the risks to ratepayers. See In the Matter of an Application by 
NorthWestern Corporation for Approval of its Interest in Colstrip Unit 4, 
Order No. 6925f, 11 217, and In the Matter of the Application for 
Approval to Construct and Operate the Mill Creek Generating Station, 
Order No. 6943a, 11211. 

I would also point out that the traditional public interest view emphasizes the 

role of regulation in protecting customers against discriminatory pricing or 

unreliable service. This is the reason § 69-8-421 , MCA, also refers to § 69-3-
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201, MCA, requiring public utilities to provide adequate service at reasonable C 
charges. 

How do the electricity supply resource planning and procurement 

objectives in § 69-8-419, MCA, factor into the public interest 

consideration under § 69-3-201 MCA? 

These objectives are intended to provide high-level guidance as a public 

utility plans, procures, and manages a portfolio of electricity supply resources 

to serve its customers. The objectives specify that a public utility shall: 

(a) provide adequate and reliable electricity supply service at the 
lowest long-term total cost; 

(b) conduct an efficient electricity supply resource planning and 
procurement process that evaluates the full range of cost
effective electricity supply and demand-side management 
options; 

(c) identify and cost-effectively manage and mitigate risks related to 
its obligation to provide electricity supply service; 

(d) use open, fair, and competitive procurement processes 
whenever possible; and 

(e) provide electricity supply service and related services at just and 
reasonable rates. 

The objective to provide service at just and reasonable rates incorporates the 

public interest consideration to provide adequate service at reasonable 

charges found in § 69-3-201 , MCA. 

A number of these objectives are reflected in the benefits/risks comparison 

below; the Hines Direct Testimony addresses them as well. 
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( 1 Q. Given that the Commission has primarily found that a long-term 

2 resource acquisition is in the public interest if the benefits of acquiring 

3 the resource outweighed the risks to customers, how does 

4 NorthWestern assess the benefits and risks of the Hydros? 

5 A. NorthWestern assesses the "benefits and risks of the Hydros" in the context 

6 of Montana statutes and the Commission's rules pertaining to Electricity 

7 Supply Resource Planning and Procurement ("Rules"). 

8 

9 Montana statutes (§ 69-8-419, MCA) require a Public Utility to: 

10 (a) plan for future electricity supply resource needs; 
11 (b) manage a portfolio of electricity supply resources; and 
12 (c) procure new electricity supply resources when needed. 
13 

14 Meeting this regulatory standard is guided by the Rules, with specific goals 

15 and objectives. These Rules essentially provide the side-boards that guide 

16 NorthWestern's electricity supply planning and procurement actions and the 

17 Commission's review of NorthWestern's biennial plans and actual 

18 procurement activities. 

19 

20 In the case of "a decision by a utility regarding the acquisition of an equity 

21 interest in an electricity generating plant," the Rules also require that such an 

22 acquisition should be "thoroughly evaluated against available market-based 

23 alternatives" (ARM 38.5.8212(4)). NorthWestern's 2011 Plan primarily 

24 focused on replacement of existing electricity supply contracts providing 

( 25 baseload power with new market-based supply contracts and/or utility-owned 
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1 natural gas-fired generation. The 2013 Electricity Supply Resource c 
2 Procurement Plan includes a third replacement option , purchase of the 

3 Hydros. 

4 

5 Additionally, a key provision of the Rules is ARM 38.5.8219 - Risk 

6 Management and Mitigation, which focuses on "evaluating, managing, and 

7 mitigating risks associated with the inherent uncertainty of wholesale 

8 electricity markets and customer load ." 

9 

10 There was a lot of hard work by the highly experienced and knowledgeable 

11 NorthWestern team that contributed to our assessment of the benefits and 

12 risks of the Hydros. We prepared the following two tables in an attempt to 

13 collectively quantify the various activities that inherently went into considering 

14 the benefits and risks of the Hydros. These tables attempt to visually rate the 

15 capability of the Hydros to meet these Goals and Objectives and satisfy the 

16 Risk Management and Mitigation requirements of the Rules. The tables also 

17 compare the ratings of the Hydros to the planned resource alternatives: 

c 
RCR-30 



c Electricity Supply Resource Planning 
and Procurement Goals and Objectives Hydros Market- Natural 
- ARMs 38.5.8203/38.5.8204 (Meets Based Gas-Fired 
Goals and Objectives: 1 is Best and 3 Contracts Generation 
is Worst) 
Facilitate Adequate & Reliable Supply 

1 3 2 
Service 
Provide Customers Stable and 
Reasonable Prices at Lowest Long- 1 3 2 
term Total Cost 
Promote Economic Efficiency 1 2 3 
Assemble and Maintain a Balanced 

1 3 2 
Environmentally Responsible Portfolio 
Facilitate Utility Financial Health 1 3 2 
Maintain an Optimal Mix of Electricity 

1 3 2 
Supply Resources 
Cost Effectively Manage and Mitigate 1 3 2 
Risk 

Electricity Supply Resource Planning 
and Procurement Risk Management Hydros Market- Natural 
and Mitigation - ARM 38.5.8219 Based Gas-Fired 
(Mitigates and Manages Risk: 1 is Contracts Generation 
Best and 3 is Worst) 
Fuel Prices and Price Volatility 1 3 2 
Environmental Regulations and Taxes 1 3 2 
Retail Supply Rates (Long-term) 1 3 2 
Transmission Constraints 1 2 2 
Supplier Capabilities/Creditworthiness 1 3 2 
Construction Costs 1 1 3 

1 Others could certainly rank the three alternatives differently on various 

2 specific attributes. It is difficult to imagine a Montanan who lived through the 

3 experience of electric supply deregulation reaching a different ultimate 

4 conclusion. 
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1 Q. Does NorthWestern believe its acquisition of the Hydros is "in the 

2 public interest" and that this procurement is consistent with the 

3 requirements listed in the objectives of § 69-8-419, MCA, and 

4 Commission Rules? 

5 A. 

6 

Yes. After collectively evaluating and weighing the benefits and risks listed 

above, NorthWestern believes that the acquisition is clearly in the public 

7 interest and the benefits of the acquisition undoubtedly outweigh the risks. 

8 

9 Q. 

10 

11 A. 

What is your view of the determination that the Commission needs to 

make under § 69-3-109, MCA, Ascertaining Property Values? 

As set out in the Application for this filing, the Commission has broad 

12 authority under Montana law and its administrative rules to review and 

13 approve NorthWestern's request to purchase and rate base the Hydros at the 

14 purchase price of $900 million. The primary focus of the Commission's 

15 regulatory standard of review is whether or not NorthWestern's purchase is in 

16 the public interest and that this purchase results in rates that are "reasonable 

17 and just." 

18 

19 The regulatory history of the Hydros in this docket is unique. These assets 

20 were originally dedicated to public service by MPC as they were built. They 

21 were later removed from public service as mandated by then-current law 

22 and a series of Commission implementing orders adopted pursuant to that 

23 law in Docket Nos. 097.7.90 and 02001.1 .5, as part of MPC's Transition 

RCR-32 



( 1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

Plan for deregulating its electric utility supply service at that time. Now, 

NorthWestern proposes to purchase the assets from PPLM and dedicate 

them to public service once again. It is hard to imagine a future Legislature 

forgetting the lessons we have learned and again reversing course. It is 

also hard to imagine another opportunity for current policymakers to secure 

resources of this kind and quality for countless future generations. 

As described in the Kliewer Direct Testimony, NorthWestern is required to 

account for the purchase of the Hydros in accordance with the FERC 

Uniform System of Accounts, which requires Electric Plant purchases to be 

charged to Account 102 - Electric Plant Purchased or Sold at the original 

cost of the plant, with any remaining amount greater than the original cost 

charged to Account 114 - Electric Plant Acquisition Adjustments. 

Accordingly, NorthWestern would account for this purchase in the aggregate 

as follows: 

Account 102 - Electric Plant Purchased or Sold $553 

Account 114 - Electric Plant Acquisition Adjustments $347 

Total ($= millions) $900 

This FERC accounting requirement is guided by Definition No. 23, which 

reads as follows: 

Original cost, as applied to electric plant, means the cost of such 

property to the person first devoting it to public service. 
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Q. 

A. 

Therefore, NorthWestern recognizes that there is an acquisition accounting 

adjustment on this basis. And while there may be intervenors in the docket 

who challenge the purchase on these grounds, in order to acquire the 

Hydros for the long-term future benefits of Montana and NorthWestern's 

electric utility customers, a market-based purchase price was required , as 

described in the Bird Direct Testimony. 

Pre-Filing Communications 

Provide a description of all pre-filing communications between 

NorthWestern, its Technical Advisory Committee, the Montana 

Consumer Counsel ("MCC"), Commission Staff and other stakeholders, 

after NorthWestern filed its Notice of Intent to File with the Commission. 

The following provides a list of the NorthWestern pre-filing communications 

since it submitted its Notice of Intent to File this filing: 

1. 10/18/13 - Montana Public Service Commission Informational Meeting 

on NorthWestern's PPL Montana Hydro Acquisition , which included 

the Commission's Staff, the MCC and various other stakeholders; 

2. 10/18/13 - NorthWestern's Technical Advisory Committee Discussion 

on NorthWestern's PPL Montana Hydro Acquisition ; 

3. 11/13/13 - NorthWestern's Technical Advisory Committee Discussion 

on NorthWestern's resource modeling and the Hydros; 
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4. 11 /8/13 - Montana Legislature - Energy and Telecommunications 

Interim Committee Report on NorthWestern Energy's Purchase of the 

PPL Dams; and 

5. 10/22/13 - NorthWestern Energy's Great Falls Board of Directors 

community meeting, which was held in conjunction with our October 

Board of Directors meeting, included a presentation of the acquisition 

of the Hydros along with a broader discussion of the company. 

Supporting documents for these pre-filing communications are attached to the 

Application as Exhibit_ (APP-5). 

Introduction of other NorthWestern Witnesses 

Please identify the other witnesses who will testify on behalf of 

NorthWestern in this proceeding, and the general subject of their 

testimony. 

The additional individuals testifying in support of NorthWestern's application 

in this proceeding are: 

Mr. Brian B. Bird, Vice President, Chief Financial Officer, provides the 

history and process of the Hydros transaction ; a high level discussion of 

the valuation and property value analyses; the potential purchase price 

adjustments that could occur; the importance of the Commission valuing 

the Hydros at market value; the capitalization, cost of debt, and cost of 

equity; and the financial benefits of the transaction. 
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Mr. John D. Hines, Vice President, Supply, discusses owning the Hydros 

from an Energy Supply functional view; the Energy Supply role in the 

acquisition process evaluation; how the Electricity Supply Resource 

Procurement Plans provide the framework for considering and evaluating 

the acquisition; and how this Application meets the Commission's 

regulatory standard of review. 

Mr. Travis E. Meyer, Director of Investor Relations and Corporate 

Planning, supports and explains NorthWestern's Long-term 30-year 

Revenue Requirement Model used in the evaluation of the acquisition. 

Mr. Joseph M. Stimatz, Manager of Asset Optimization in the Energy 

Supply Market Operations group, testifies regarding the market-based 

discounted cash flow valuation analysis performed in support of the 

acquisition; the electricity market price forecast used in the valuation; the 

market conditions NorthWestern is encountering in Montana and the 

Pacific Northwest; and the fit of the Hydros in NorthWestern's supply 

portfolio. 

Mr. William T. Rhoads, General Manager, Generation, demonstrates that 

the generating facilities and storage reservoir are long-lived , reliable 

assets that are well operated and maintained, upgraded through 

investment of significant capital, and compliant with environmental 
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regulations. He provides an overview of the due diligence process 

employed and describes how this process led to the conclusion that these 

facilities and reservoir have the capability, the reliability, and the longevity 

to serve NorthWestern's customers well into the future. 

Mr. Ahmad Masud, Credit Suisse's Americas Power and Utilities 

Investment-Banking Group, describes among other things, other 

comparable generation transactions used to assist NorthWestern in its 

decision to acquire the Hydros. 

Mr. Allen Otto, Blackstone Advisory Partners, LP, describes 

NorthWestern's Board of Directors' engagement of Blackstone to provide 

an opinion on whether the aggregate consideration in cash of $900 million 

for the purchase of the Hydros was fair from a financial perspective. 

Mr. Kendall G. Kliewer, Vice President and Controller, discusses 

NorthWestern's obligations with respect to transferred employees; the 

calculation of original cost for the Hydros; the determination of 

depreciation expense; the calculation of working capital associated with 

the gross cash requirement; and the determination of production tax 

credits, deferred income taxes, accelerated tax depreCiation, current 

income taxes and property tax expense. 
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8 Q. 

9 A. 

Mr. Patrick J. DiFranzo, Manager, Regulatory Affairs, presents the 

development of the test period Generation Assets Cost of Service or 

revenue requirement associated with the purchase of the Hydros; 

describes the derivation of rates and rate impact computations; describes 

his involvement in the valuation process; and discusses the recovery of 

future Hydras' costs. 

Does this conclude your testimony? 

Yes, it does. 
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1 

2 Q. 

3 A. 

4 

5 

6 Q. 

7 A. 

8 

9 

10 Q. 

11 A. 

12 

13 Q. 

14 A. 

Witness Information 

Please state your name and business address. 

My name is Brian B. Bird , and my business address is 3010 W. 69th 

Street, Sioux Falls, South Dakota 57108. 

By whom are you employed and in what capacity? 

I am employed by NorthWestern Energy ("NorthWestern") as the Chief 

Financial Officer ("CFO"). 

How long have you been employed in your current position? 

I have been the CFO since December 2003. 

What are your responsibilities and duties in your current position? 

I am responsible for the areas of Accounting, Treasury, Tax, Financial 

15 Planning, Investor Relations, Internal Audit, and Business Technology. 

16 

17 Q. Please state your educational background and experience. 

18 A. I have 27 years of experience within the fields of corporate finance, 

19 treasury, tax, audit and accounting. I have an MBA - Finance from 

20 University of Minnesota. I have a BBA from the University of Wisconsin -

21 Eau Claire with a double major in Accounting and Finance. I also have my 

22 CPA certificate. 
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( 1 

2 Q. 

3 A. 

Purpose of Testimony 

What is the purpose of your testimony? 

My testimony addresses: 

4 1) The history and process of the hydro asset transaction, which includes 

5 NorthWestern's purchase of 11 hydroelectric generating facilities and 

6 related assets (the "Hydros") from PPL Montana, LLC ("PPLM"), up to 

7 signing the Purchase and Sale Agreement ("PSA"); 

8 2) At a high level, the valuation analysis that was conducted to provide a 

9 bid value for the Hydros; 

10 3) The potential purchase price adjustments that could occur; 

11 4) The importance of the Montana Public Service Commission 

12 ("Commission") valuing the Hydros at market value; 

13 5) Hydro financing, including the capitalization, cost of debt, cost of equity 

14 and the rate of retum requested by NorthWestern for financing the 

15 Hydros acquisition; and 

16 6) The financial benefits of the transaction for NorthWestern, our 

17 customers and other stakeholders. 

18 

19 

20 Q. 

21 A. 

22 

Hydros Acquisition History and Process 

How long have you been considering buying the Hydros from PPL? 

We first entertained the possibility of a purchase when the Montana 

Legislature passed House Bill 25 in 2007 which allowed NorthWestern to 

23 own electric generation again. However, it was not until 2009 that 
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10 

11 Q. 

12 A. 

13 

14 

15 

16 

17 

18 

19 Q. 

20 A. 

21 

22 

23 

NorthWestern gave serious consideration to acquiring the assets as part C 
of its generation fleet. At that time NorthWestern was on stronger financial 

footing and believed that it could raise the capital necessary to acquire 

these assets on commercially reasonable terms. Also during this period, 

NorthWestern observed that PPL Corporation ("PPL") was selling certain 

facilities that it considered "non-core" to its merchant generation business 

and buying more regulated utility assets. As a result, NorthWestern 

thought it was possible that PPL may consider selling PPLM or its 

generating assets. 

How did you value the assets initially? 

As one might expect, investment bankers were more than happy to share 

their opinions on the worth of the Hydros. In fact, a number of bankers 

provided preliminary value indications from early 2009 right up until the 

time the assets came up for sale. Thus, NorthWestern had a pretty good 

idea how they would be valued in the marketplace. NorthWestern 

ultimately chose Credit Suisse to be its financial advisor. 

How would investment banks know the value of these assets? 

The banks primarily look at comparable transactions, perform discounted 

cash flow analyses, and use other valuation techniques to determine a 

sales price of assets. At first, NorthWestern used information from a 

number of these banks to determine a range of value for the Hydros. After ( 
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Q. 

A. 

Q. 

A. 

the initiation of the sales process NorthWestern received a great deal of 

additional information which allowed thorough due diligence to be 

conducted . As part of this process, NorthWestern worked with our 

financial advisor to develop a more complete valuation as a basis for a 

bid . 

Did you reach out to PPL to determine its interest in selling the 

Hydros? 

NorthWestern reached out in 2009 and at various other times from 2009 

until PPL officially put the Hydros up for sale in September of 2012. In 

fact, I had separate meetings with PPL's head of business development 

and CFO in early 2009. On May 15, 2009, Bob Rowe, Dave Gates and I 

travelled to Allentown, Pennsylvania to express NorthWestern's interest in 

the PPLM assets, particularly the Hydros, to its Chief Executive Officer, 

Chief Operating Officer, and CFO. 

What was PPL's reaction at these meetings? 

PPL noted at these meetings and over the next several years that the 

assets of PPLM were core to its business. Though we had conversations 

about the PPLM assets periodically, it wasn't until May 21, 2012 (three 

years after we met in Allentown), when Paul Farr and Jeremy McGuire 

(PPL's CFO and PPL's head of business development, respectively) met 

with Pat Corcoran, John Hines and me in Minneapolis to discuss a 
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9 Q. 

10 A. 

11 

12 

13 

14 

15 

16 Q. 

17 A. 

18 

19 

20 

21 

22 Q. 

potential sale of PPLM. It was noted at that time that PPL wanted to sell C 
all of its generation assets in Montana; if it was going to get out of 

Montana, it wanted to get out entirely. In addition, PPL said it was likely 

that the sale would have to be part of a competitive process to ensure it 

was getting a fair price for the assets. The rest of the meeting included 

questions from PPL regarding the process and timing of regulatory 

approval in Montana. 

Did the assets come up for sale after that meeting? 

Yes, but four months later. On September 25, 2012, NorthWestern 

learned that PPL's process would include a sale of all its generation 

assets in Montana to one buyer through a competitive process. To protect 

confidentiality, the sales process was referred to by PPL and its advising 

bank, UBS, as "Mustang." 

Did NorthWestern bid on all the assets during that process? 

Yes. In fact , though it was quite clear PPL was only interested in selling 

the Hydros and the thermal assets as a package through the sale of 

PPLM, NorthWestern also submitted a non-conforming bid for just the 

Hydros, which we referred to internally as our "Preferred Bid ." 

Was NorthWestern interested in all the assets at that time? 
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c 1 A. Its preference has always been to own just the Hydros. . From 

2 NorthWestern's perspective, it only needed about half the megawatts 

3 ("MW") that PPL was selling, and the Hydros are a clean generation 

4 source that would provide diversity to NorthWestern's fleet. However, 

5 knowing that PPL wanted to sell all the Montana assets, NorthWestern 

6 considered partnering with another entity that would split the asset 

7 purchase with us. When NorthWestern approached PPL with that idea, 

8 PPL made clear to NorthWestern that it wanted to sell to one party. 

9 NorthWestern also considered buying all the assets and either crediting 

10 the excess power sales to customers or selling the excess assets 

11 (primarily thermal) to others. 

12 

13 Q. What did NorthWestern bid for the assets? 

14 A. On January 7, 2013, NorthWestern bid $400 million for all of PPLM in a 

15 conforming bid and $740 million for the Hydros through a non-conforming 

16 bid. The bid letter is attached as Exhibit_(BBB-1). 

17 

18 Q. Why did NorthWestern bid more for the Hydros on a stand-alone 

19 basis than for the assets as a whole? 

20 A. NorthWestern bid more for just the Hydros because it assessed a negative 

21 value to the coal assets due to environmental concerns and a restrictive 
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1 sale leaseback structure used to finance PPLM's 1 acquisition of The 

2 Montana Power Company ("MPC") generating facilities in 1999. Due to 

3 recent Environmental Protection Agency ("EPA") actions and uncertainty 

4 around the viability of coal-fired assets in the future, particularly the older 

5 units (Corette and Colstrip Units 1 &2), NorthWestern was concerned that 

6 not only would it be required to shut the assets down, but that it would be 

7 responsible for remediating the sites as well. As a result, we priced 

8 remediation costs into our model. Also, the Colstrip assets were subject 

9 to a sale leaseback that included terms NorthWestern considered difficult 

10 to meet in an uncertain future and that would potentially involve additional 

11 costs to buyout. 

12 

13 Q. What was PPL's reaction to NorthWestern's bid? 

14 A. First, PPL informed NorthWestern that it was not considering any non-

15 conforming bids, but if it did, NorthWestern's non-conforming bid for only 

16 the Hydros was way too low. Second, from PPL's perspective 

17 NorthWestern's bid for the assets as a package was too low and the 

18 protections NorthWestern sought in the draft PSA agreement were too 

19 onerous. 

20 

21 Q. Was NorthWestern removed from the process based upon PPL's 

22 response? 

1 On October 31, 1998 MPC sold the Hydros to PP&L Global, Inc. ("PPL Global") pursuant to the terms of 
the Asset Purchase Agreement CAP A"). PPL Global assigned the AP A to PP&L Montana, LLC on 
December 17, 1999. PP&L Montana, LLC later changed its name to PPLMontana, LLC. 
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c 1 A. No. PPL noted that if NorthWestern increased the offer price on the all-

2 asset bid and could resolve differences in NorthWestern's and PPL's 

3 positions on the terms of the PSA, a deal was possible. 

4 

5 Q. 

6 A. 

Did NorthWestern comply with PPL's request? 

NorthWestern tried but was unable to bridge the gap on either the price or 

7 the terms. Again, the sale leaseback became a large impediment to the 

8 deal. 

9 

10 Q. 

11 A. 

Did that end NorthWestern's involvement in the process? 

On February 3, 2013, PPL advised us that it was no longer interested in 

12 negotiating with NorthWestern as the parties were too far apart. 

13 Therefore, from NorthWestern's perspective, the process ended. 

14 

15 Q. 

16 A. 

Did PPL subsequently initiate a second process? 

Yes. The second process commenced about three months later and was 

17 quite different. On May 6, 201 3, NorthWestern learned that PPL was 

18 going to run two processes. First, it intended to market the coal-fired 

19 assets separately and if there was sufficient progress on that sale, it would 

20 later market the Hydros under a separate process. 

21 

22 Q. Did NorthWestern participate in the coal-fired asset sale process? 
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1 A. No. Although PPL noted that the sale leaseback would be bought out 

2 prior to execution of the sale, NorthWestern was not interested in the coal-

3 fired assets. Based on NorthWestern's due diligence in the previous 

4 process and concerns about existing and potentially new EPA regulations 

5 affecting coal, NorthWestern decided to stay focused on the Hydros. 

6 NorthWestern informed PPL that it would not bid on the coal-fired assets 

7 and planned to participate in the Hydros-only process, if it occurred . 

8 

9 Q. 

10 A. 

Did NorthWestern participate in the Hydros-only sale process? 

Not exactly. As I noted earlier, it was NorthWestern's understanding that 

11 PPL was not going to start the process for selling the Hydros until the 

12 coal-fired sale process was well underway. Instead, UBS (PPL's financial 

13 advisor) approached NorthWestern to determine its interest in negotiating 

14 a bilateral arrangement to again acquire all of PPLM. PPL noted that if 

15 NorthWestern did not enter into a bilateral arrangement for all of PPLM, it 

16 would likely move forward with the Hydros-only process and continue to 

17 work the coal-fired asset sale process simultaneously. NorthWestern 

18 understood that when it agreed to enter into bilateral negotiations, PPL 

19 stopped its outside marketing effort to sell the Hydros. 

20 

21 Q. If NorthWestern was interested in only the Hydros, why did it 

22 participate in negotiations of a bilateral agreement for all of PPLM 

23 instead of participating in the Hydros-only sales process? 

BBB-I O 
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c 1 A. NorthWestern was very concerned about competition for the Hydros. It 

2 believed that the Hydros would attract top dollar from financial buyers or 

3 infrastructure funds, or potentially even from other utilities. For instance, 

4 Brookfield Infrastructure had recently paid more than $2,OOO/kilowatt for 

5 other hydro assets and NorthWestern was concerned that it and other 

6 parties would be very interested in these quality assets. Since these 

7 assets were built to serve NorthWestern's transmission and distribution 

8 ("T&O") customers, NorthWestern was the logical strategic buyer. 

9 However, as when PPL purchased these assets, other market participants 

10 could certainly come in and buy these assets to realize a future profit 

11 when market prices recovered. 

12 

13 Q. Did NorthWestern provide PPL a bid for all of PPLM through this 

14 process? 

15 A. No. NorthWestern worked very hard to find a way to acquire all of PPLM 

16 at a price and on terms acceptable to PPL that would also make sense for 

17 NorthWestern and its customers. Elimination of the sale leaseback did 

18 help, but at the end of the day, NorthWestern could only provide real value 

19 and have confidence in the non-price terms it proposed for the Hydros. 

20 Therefore, about a month after the start of bilateral negotiations, 

21 NorthWestern determined that the best course for it and for its customers 

22 was to rebid on just the Hydros. Concerned that PPL would restart the 

23 Hydros-only sales process after receipt of NorthWestern's bid, 
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Q. 

A. 

NorthWestern worked to provide a reasonable offer that might negate C 
PPL's need to restart the Hydros-only sale process, while also considering 

the impact to customer bills. On July 1, NorthWestern submitted a $900 

million bid for the Hydros. Though disappointed that it was not able to sell 

all of PPLM to NorthWestern, PPL was intrigued enough to continue 

negotiations. Three months later, NorthWestern and PPLM agreed to a 

price and terms, and signed the PSA. NorthWestern's bid letter is 

included as Exhibit_( 888-2). 

Since this was a bilateral negotiation, is it fair to say the PSA 

resulted from a non-competitive process? 

No. PPL was certainly willing to sell its coal assets and the Hydros in 

separate competitive processes and had started those processes. 

However, it was always PPL's desire to sell the assets together to one 

buyer. With that as a backdrop, PPL reached out to NorthWestern to 

accomplish just that. Though NorthWestern ultimately agreed to terms in 

a bilateral arrangement, it was clear that if NorthWestern did not buy the 

Hydros someone else would through the competitive process. 

NorthWestern was very concerned that had the Hydros-only process gone 

as PPL had originally planned, NorthWestern would have to pay more 

than $900 million with a larger bill impact to customers or the assets would 

have been sold to someone else at a price higher than $900 million and/or 
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c 1 to a party whose purchase would require fewer regulatory approvals and a 

2 shorter timeline to completion. 

3 

4 Q. 

5 

6 

7 A. 

Did NorthWestern try to run a competitive solicitation for the Hydros, 

which is the Commission's preferred approach per ARM 

38.5.8212(2)? 

No .. When a non-regulated entity is selling assets, it is not going to subject 

8 itself to the extra work, time, or risk required to comply with the 

9 Commission's administrative rules on a competitive solicitation process, all 

10 in order to accommodate one prospective purchaser. PPL owns the 

11 assets and it was going to part with them under its terms. In addition, 

12 NorthWestem, as the regulated buyer, has a longer approval process than 

13 would a financial buyer. NorthWestern was concemed enough with the 

14 fact that PPL may not sell to NorthWestern due to the more stringent 

15 approval process, the time required to complete it, and the regulatory 

16 uncertainty associated with it, without trying to persuade PPL to participate 

17 in any competitive solicitation process that NorthWestern might conduct. 

18 

19 Q. As a result of the time required to obtain regulatory approval, and the 

20 related uncertainty, was NorthWestern at a competitive disadvantage 

21 as a bidder? 

22 A. 

23 

Yes. We believed we were at a competitive disadvantage because of the 

time required to obtain regulatory approval and the risk of the Commission 
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Q. 

A. 

not approving the transaction or effectively killing it through the imposition 

of unfavorable terms and conditions. To PPL, a deal with a financial buyer 

did not present these same risks and prolonged regulatory approval 

process. And , it was clear fram PPL's financial advisor, UBS, that a 

financial buyer did not present these same risks and our regulatory risks 

put NorthWestern at a competitive disadvantage. NorthWestern needed 

to .ensure it made a competitive bid for the Hydras to overcome this 

concern. 

Hydros Market Valuation 

How did NorthWestern determine a value for the Hydros? 

It immediately determined that there were two competing factors that 

needed to be considered in the analysis. First, the price had to be 

sufficient to entice PPL to sell the Hydros to NorthWestern. Second, 

NorthWestern considered the impact on customers' bills, which 

maintained pressure to ensure that the price we bid was not too high. 

With that as a backdrop, NorthWestern developed three models to 

ultimately help determine a price and its impact on customer bills. First, 

Energy Supply performed a discounted cash flow ("DCF") analysis (the 

DCF Analysis Model) taking into consideration all the costs of operating 

the Hydros and the revenues that a merchant power producer would 

expect based upon market price curves, and discounting those cash flows 
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Q. 

A. 

back determined a price. Second, Finance ran a 30-year revenue 

requirements model (the Long-Term 30-Year Revenue Requirement 

Model), which utilized some of those same inputs, as well as others, to 

determine what this acquisition would cost customers in total. Third, 

Regulatory Affairs ran the revenue requirement information from the long

term model through a cost of service or standard test period revenue 

requirement model (the First-Year Rate Impact Model) to determine the 

initial impact on customers' bills. More detail on these models is 

presented in the Prefiled Direct Testimonies of Joseph M. Stimatz, Travis 

E. Meyer, and Patrick J. DiFronzo, (respectively the "Stimatz", "Meyer" or 

"DiFronzo Direct Testimony"). NorthWestern also engaged a financial 

advisor, Credit Suisse, in September of 2012 to help with this analysis. 

Why would NorthWestern's DCF Analysis Model attempt to calculate 

revenues for a merchant power producer? 

In order to assess what a competing bidder might pay for these assets, 

NorthWestern needed to run a model that would show how such bidders 

would value them. As I noted earlier, NorthWestern viewed itself as a 

clear strategic buyer, but determined that its strongest competition would 

be financial buyers (hedge funds or infrastructure funds). In other words, 

NorthWestern needed to know what it would take to compete for the 

Hydros and adjust its analysis accordingly. 
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Q. 

A. 

Q. 

A. 

Did all of NorthWestern's assumptions in the DCF Analysis Model 

mirror those of a financial buyer? 

No. From a revenue and operating cost perspective, NorthWestern 

believes its inputs are very close to what a financial buyer's would be, but 

not in regard to financing assumptions. Hedge funds and infrastructure 

funds would likely carry a much higher level of debt in their capital 

structures than NorthWestern. They will carry higher debt in order to keep 

their overall cost of capital down and their returns on equity up. It is those 

entities' resulting lower costs of capital, willingness to be non-investment 

grade, and indifference to what customers pay (as long as it is a market 

price), that gave NorthWestern concern that it might be outbid in a 

competitive Hydras-only sales process. This concern was on top of the 

concern of our longer, more uncertain regulatory approval process that put 

us at a disadvantage from a bidding perspective. 

How did NorthWestern value the Hydros prior to submission of a 

bid? 

The initial valuation based on the DCF Analysis Model was $826 million. 

This was based on a DCF value for the Hydros of $896 million less the net 

present value ("NPV") of allocated general and administrative costs to the 

plants of $70 million. In the DCF analysis, NorthWestern used its planned 

rate of return ("ROR") of 7.14% as the discount rate, which is near the 

middle of the discount rate guidance range (6.5% to 7.5%) that was 
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received from NorthWestern's financial advisor, Credit Suisse. It is 

important to remember that the lower the discount rate, the higher the 

resulting NPV of discounted cash flows. In order to compute the terminal 

value, NorthWestern used an EBITDA (Earnings Before Interest, Taxes, 

Depreciation, and Amortization) multiple of 7.5X, which was at the bottom 

of the EBITDA multiple range provided by Credit Suisse of 7.5X to 8.5X. 

The higher the EBITDA multiple used to compute the terminal value of 

cash flows, the higher the NPV of discounted cash flows. Use of the 

middle of Credit Suisse's ranges, or an 8X EBITDA multiple and a 7% 

discount rate, results in a valuation of $859 million. Use of the most 

conservative figures of each of those ranges results in a valuation of $790 

million. Use of the most aggressive figures in each of those ranges results 

in a valuation of $935 million. This analysis is summarized on 

Exhibit_(BBB-3). 

Credit Suisse's review of NorthWestern's bid model indicated the model 

was overly conservative for the following reasons: First, it discounted 

cash flows using a year-end convention versus the more acceptable mid

year convention. That change increased the valuation by $29 million. 

Second, the modeled cash flows assumed a year-end 2013 closing. 

Using a June 30, 2014 closing, or even the more likely September 30, 

2014 closing , caused the DCF values to increase incrementally by $18 

million and $10 million, respectively. When those changes are 
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Q. 

A. 

Q. 

considered , the initial valuation goes from $826 million to $883 million 

(826 + 29 + 18 + 10). Using the most conservative and most aggressive 

figures from the ranges recommended by Credit Suisse for the EBITDA 

multiple and discount rate, and taking into consideration the adjusted initial 

bid price of $883 million, results in valuations of $848 million and $994 

million, respectively. This is also summarized on Exhibit_(BBB-3). 

What other analysis was performed to determine asset valuation? 

Credit Suisse provided other valuation analyses to help NorthWestern 

determine a price. For instance, it also performed its own DCF analysis 

for both a regulated and unregulated buyer. In addition, it provided 

comparable asset analysis to show what others paid for assets of this 

type. Finally, it compared the cost of this purchase with the cost of new 

build opportunities. 

In addition to the analysis provided by Credit Suisse, NorthWestern's 

Board of Directors requested an independent fairness opinion of the price 

paid for the assets. Blackstone Advisory Partners, LLC ("Blackstone") 

was chosen to provide that opinion. They performed a similar analysis to 

that prepared by Credit Suisse and provided an assessment on whether 

the purchase price was fair based upon this analysis. 

Why did the Board of Directors need a fairness opinion? 
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A. 

Q 

A. 

Credit Suisse will be paid based on the success of the transaction and 

thus the Board wanted an opinion from a neutral party that could provide 

an independent analysis on the fairness of the price. Blackstone is paid 

regardless of the conclusion of its fairness opinion. 

Was the payment to be made to Credit Suisse based upon the 

amount of the purchase price? 

No. Though that is a typical structure, NorthWestern negotiated a 

success-based fee structure in September 2012 with Credit Suisse that 

had no bearing on the price paid for the assets, but was structured instead 

to pay the highest fee if NorthWestern successfully purchased exactly the 

assets it wanted (the Hydros). The fee scale declined from there. 

Typically, a success fee of 1 % of the purchase price is paid to a financial 

advisor and would only be paid if a successful closing of the transaction 

occurs. Thus, a $900 million deal would typically require a payment of $9 

million for a success fee. Instead, NorthWestern's highest fee is $5 

million. 

The other benefit of a success fee structure is it provides the proper 

incentive to our financial advisor to not encourage us to bid too much 

since they are not going to be paid if the project is not approved by the 

Commission and ultimately closed. The fee paid to Credit Suisse is not 
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1 included for consideration in this application. Rather, it will be paid for by 

2 NorthWestern's shareholders. 

3 

4 Q. 

5 A. 

6 

What was the outcome of the valuation analyses by Credit Suisse? 

Credit Suisse's analysis showed that a $900 million price generally fell 

within each of the ranges of values for both its DCF and comparable 

7 company/acquisition analyses for both unregulated and regulated 

8 companies. To be more specific, $900 million was in the high end of the 

9 ranges for the unregulated companies' analyses and at the low end of the 

10 ranges for the regulated companies' analyses with one notable exception. 

11 First, the $900 million fell below the low end of the $929 million to $1.268 

12 billion range for the comparable acquisition analysis for regulated 

13 companies. In addition, Credit Suisse performed an analysis comparing 

14 the levelized unit price of the Hydros' production based on $900 million, or 

15 $60 per megawatt hour ("MWh"), to ranges of costs for new build 

16 alternatives published by the U.S. Energy Information Administration. The 

17 alternatives include gas-fired, coa l, wind, and hydroelectric generation. 

18 The $60/MWh price for the Hydros falls below the low end of the range for 

19 each alternative except for hydroelectric generation for which the low end 

20 of the range is $58 per MWh and the high end of the range is $149 per 

21 MWh. The Credit Suisse analysis provided to NorthWestern's Board of 

22 

23 

Directors is provided in the Prefiled Direct Testimony of Ahmad Masud. 
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1 Q. What was the outcome of Blackstone's fairness opinion? 

2 A. As noted above, Blackstone performed similar analyses to those 

3 conducted by Credit Suisse. Generally, the $900 million was within the 

4 valuation ranges for both the DCF analyses (unregulated and regulated) 

5 and again in the high end of the ranges for the unregulated companies, 

6 but at the low end for the regulated companies' analyses. However, the 

7 $900 million was below the comparable companies and acquisitions 

8 (identified as precedent transactions by Blackstone) analyses for both the 

9 unregulated companies' and regulated companies' analyses results. 

10 Based upon its analysis, Blackstone deemed the $900 million a fair price 

11 to pay for the Hydros. This analysis is explained in more detail in the 

12 Prefiled Direct Testimony of Allen Otto. 

13 

14 Potential Purchase Price Adjustments 

15 Q. Is the price paid for the Hydros acquisition fixed at $900 million? 

16 A. The base purchase price is $900 million. However, in accordance with 

17 certain provisions in the PSA, this price is subject to certain adjustments 

18 (either increases or decreases) at or following closing . 

19 

20 Q. 

21 A. 

22 

23 

What are those potential adjustments? 

There are several potential adjustments that may affect the base purchase 

price of $900 million. Each of these potential adjustments is described 

below: 
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1 Capital Expenditures Adjustment (Section 2.2a of PSA) 

2 One potential adjustment is the difference between the actual capital 

3 expenditures and budgeted capital expenditures during the interim period. 

4 The budget is $15.3 million in capital expenditures from date of signing 

5 through September 30,2014. If capital expenditures are higher (or lower) 

6 than the capital expenditures budget, the purchase price will be increased 

7 (or decreased) by the difference between what was actually spent and the 

8 budgeted amount. 

9 

10 Acquired Assets Proration (Section 2.4 of the PSA) 

11 Another potential adjustment relates to certain revenues and expenses for 

12 the Hydros that are either (i) paid or received by PPLM and relate to post-

13 closing periods, or (ii) paid or received by NorthWestern and relate to pre-

14 closing periods. This adjustment is intended to ensure that PPLM is 

15 responsible for (or receives the benefit of) such items for pre-closing 

16 periods, and that NorthWestern is responsible for (or receives the benefit 

17 of) such items for post-closing periods. Examples of these items would 

18 include property taxes, rental payments to the Federal Energy Regulatory 

19 Commission ("FERC") and the Confederated Salish and Kootenai Tribes 

20 ("CSKT"), and headwater benefits payments. 

21 

BBB-22 



C 1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

Kerr True-Up (Section 5.18 of PSA) 

A third potential adjustment relates to the difference between the 

conveyance price for Kerr that is ultimately determined between PPLM 

and CSKT and the $30 million reference amount set forth in the PSA 

("Kerr True-Up Amount"). If this Kerr True-Up Amount is positive, 

NorthWestem will pay the difference to PPLM when Kerr is conveyed to 

CSKT; if the Kerr True-Up Amount is negative, PPLM will pay 

NorthWestern. As a result of these negotiated terms in the PSA, 

NorthWestern and its customers are indifferent to the outcome of the 

dispute between PPLM and CSKT regarding the conveyance price. 

Power Purchase Adjustment (Section 2.2b of PSA) 

NorthWestern is currently acquiring power from PPLM's affiliate, PPL 

EnergyPlus, LLC ("PPL Eplus") through index and fixed-price contracts. 

These contracts, if they extend beyond the closing, represent value to PPL 

Eplus. This adjustment will reflect the value of those contracts and is a 

function of many factors. For fixed-price contracts these factors include: 

the forward market curve for the duration of the contract, the quantity of 

remaining power obligated to be delivered, and the basis discount. For 

index-based contracts these factors include: the quantity of remaining 

power obligated to be delivered and the basis discount. 
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1 Assuming that the closing takes place during the third quarter of 2014, 

2 only a portion of the following contract will result in a purchase price 

3 adjustment at closing : 

4 • A six-month 200 MW heavy load contract ending December 31 , 

5 2014. At closing this contract will be terminated and a purchase 

6 price adjustment will be made. This is a market index contract with 

7 a net price basis discount of $0.60 per MWh or about $50,000 per 

8 month for each month the contract is terminated prematurely. 

9 

10 Per Table 1 below if the closing is in the third quarter of 2014, the 

11 purchase price adjustment would range between $147,109 and $293,119. 

Table 1 

Estimated Termination Amount 

With Various Closing Dates 

Estimated Terminat ion 

Closing Date Amount 

6/30/2014 $ 293,119 

7/31/2014 $ 243,932 

8/31/ 2014 $ 194,622 

9/30/2014 $ 147,109 

10/31/ 2014 $ 95,636 

11/30/2014 $ 49,796 
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r 1 Q. 

2 

3 

4 A. 

Can you provide a reasonable estimate of the magnitude of the 

potential purchase price adjustments associated with the other three 

purchase price adjustments discussed above? 

No. That is not possible at this time. If it were possible the adjustments 

5 would not be necessary. 

6 

7 Q. 

8 

9 A. 

10 

Would these adjustments to the purchase price occur after the 

Commission issues a final order in this proceeding? 

Yes. Closing would occur after the Commission issues its order. The bulk 

of the adjustments will occur at closing, which would be expected within 

11 weeks after a favorable Commission decision. Certain adjustments will 

12 still be estimated at that time and will not be finalized as actual for up to 

13 several months post closing. Finally, the potential adjustment to revenue 

14 requirement associated with the Kerr transfer to CSKT would occur in 

15 September 2015, at the earliest. 

16 

17 Q. 

18 

19 A. 

How does NorthWestern propose to address the purchase price 

adjustments? 

NorthWestern proposes to true-up the purchase price to reflect the 

20 purchase price adjustments in a final compliance filing that would be made 

21 in 2015, after the Kerr conveyance. 

22 
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1 

2 Q. 

3 

4 

5 A. 

6 

7 

8 

9 

10 

11 Q. 

12 

13 A. 

14 

15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 

Authorization of Hydros at Market Value 

Though NorthWestern will pay a market price for these assets, how 

will the $900 million purchase price be accounted for in its financial 

statements? 

As described in the Application and as discussed in the Prefiled Direct 

Testimonies of Robert C. Rowe and Kendall G. Kliewer, the Hydros 

purchase price of $900 million is broken into two components for FERC 

accounting purposes: an original cost amount of $579 million and an 

acquisition adjustment of $321 million. 

Is it your understanding that the Commission can approve the full 

market value of $900 million for inclusion in rate base? 

Yes. Focusing on the $900 million market-based price for the Hydros, 

§ 69-3-109, MCA, Ascertaining Property Values, states that: 

The commission may, in its discretion, investigate and ascertain the 
value of the property of each public utility actually used and useful 
for the convenience of the public. The commission is not bound to 
accept or use any particular value in determining rates. However, if 
any value is used, the value may not exceed the original cost of the 
property, except that the commission may include all or some of an 
acquisition adjustment for certain property purchased by a public 
utility in the purchasing utility's rate base if the transfer of the 
property to the purchasing utility is in the public interest. In making 
the investigation, the commission may avail itself of all information 
contained in the assessment rolls of various counties or in the 
public records of the various branches of the state government or of 
any other information obtainable, and the commission may at any 
time on its own initiative make a revaluation of the property. 
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23 

Q. 

A. 

Q. 

As described in my testimony above, given that the Hydros were 

available only as a market-based transaction , the Commission clearly 

has the authority to establish the value of the Hydros based on their 

market value. 

At the end of the day, the primary determination for the Commission to 

make is whether purchasing the Hydros for $900 million is in "the Public 

Interest," under the provisions of both § 69-3-109, MCA, Ascertaining 

Property Values, and § 69-8-421 , MCA, Approval of Electricity Supply 

Resources. 

What if the Commission only allows NorthWestern to recover a 

portion of the $900 million asset purchase? 

NorthWestern is not interested in acquiring the Hydros if the result is a 

negative financial impact to NorthWestern. Our financial strength is 

essential to our ongoing ability to meet our obligations to our customers, 

employees, and debt and equity owners . A Commission order granting 

advanced approval of the Hydros purchase at less than $900 million 

could cause a negative impact. 

Would NorthWestern not consummate the transaction if it received 

a regulatory approval that it deemed would have a significant 

negative impact on its financial condition? 
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1 A. Under the PSA, NorthWestern has the option to terrninate the agreement 

2 to purchase the Hydros absent a reasonably satisfactory regulatory 

3 outcome. 

4 

5 If the Commission were to decide not to allow full recovery of the 

6 purchase of the Hydros and such decision has a significant negative 

7 impact on NorthWestern's financial condition , NorthWestern will exercise 

8 this option to terminate . 

9 

10 Asset Financing 

11 Capitalization 

12 Q. 

13 A. 

Please explain the capital structure recommended in this case. 

NorthWestern proposes a capital structure of 52% debt and 48% equity. 

14 This proposed capital structure is consistent with the 52% debt and 48% 

15 equity included in the NorthWestern and Montana Consumer Counsel 

16 ("MCC") November 14, 2011 settlement in Docket No. 02011.5.41 (the 

17 Application of NWE for Approval to Purchase and Operate the Spion Kop 

18 Wind Project), which the Commission approved in Final Order No. 

19 71591. In addition, NorthWestern's proposed capital structure is very 

20 similar to the 52.35% debt and 47.65% equity capital structure authorized 

21 for the Montana T&D operations in NorthWestern's most recent general 

22 natural gas rate case (Docket No. 02012.9.94, Final Order No. 

23 724ge). Finally, though less recent, NorthWestern's proposed capital 
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8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

Q. 

A. 

structure is consistent with the 52% debt and 48% equity capital structure 

authorized for the Montana T&O operations in its general electric and 

natural gas rate case (Docket No. 02009.9.129, Final Order No. 7046h), 

which was also a product of a settlement with the MCC. As a result, 52% 

debt and 48% equity is a reasonable capital structure to assume for the 

financing of this project. 

How does NorthWestern propose to finance the Hydros acquisition? 

To assure funds are available at closing, NorthWestern entered into a new 

fully committed $900,000,000 364-day Senior Unsecured Bridge Credit 

Facility ("Bridge Facility"). The commitment termination is consistent with 

the time allowed for closing under the PSA of 12 months plus an 

automatic six-month extension for regulatory purposes. The Bridge 

Facility is only necessary if, for some reason, the capital markets are 

unavailable or too costly to utilize. While, in our view, it is highly unlikely 

that we will need to draw on the Bridge Facility to finance the purchase, it 

provides important insurance that we will be able to close on a timely 

basis following all regulatory approvals. 

In order to provide for a more cost-effective financing, upon Commission 

approval, NorthWestern intends to close the Hydros acquisition directly 

into a permanent financing, and not draw on the bridge financing at all. 

NorthWestern intends to finance the Hydros acquisition through a 
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Q. 

A. 

combination of long-term first mortgage bond financing, available C 
discretionary cash flows, and proceeds from an equity offering. This 

permanent financing strategy has been designed to maintain the existing 

conservative leverage structure for NorthWestern and continue to provide 

NorthWestern with a strong credit position. 

The specific financia l modeling assumptions include a pro forma 52% debt 

and 48% equity capital structure. That financing strategy maintains the 

credit statistics of NorthWestern in a very similar position to the 'stand

alone' projected credit statistics. 

How might the Commission's processing and eventual decision in 

this matter affect financing and the financial community's response 

to this transaction? 

There could be several effects. As is always the case, because 

NorthWestern is a fully regulated utility, and because most of its 

operations are under the Commission's jurisdiction, this Commission's 

decisions are a primary factor affecting the company's overall financia l 

soundness and ability to invest in serving its customers. In this case 

specifically, first, an earlier decision would allow NorthWestern to take a 

more orderly approach to arranging permanent financing. Second, an 

earlier decision would more likely occur whi le both debt and equity prices 

are relatively attractive. Third , and most importantly, this Commission's 
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Q. 

A. 

Q. 

A. 

decision will be the ultimate determinate of how credit ratings agencies, 

equity analysts, and investors view the transaction . Therefore, the 

substance of the decision will affect how costly debt (low price is good) 

and equity (high share price is good) eventually are . 

How will rating agencies view the capital structure proposed by 

NorthWestern and the transaction, as a whole, from a financial point 

of view? 

Generally, the responses have been positive. Fitch moved our ratings 

from "Positive Outlook" to "Watch Positive", which indicates that an 

upgrade is now more imminent subject to a favorable regulatory outcome 

on the acquisition. Moody's described the transaction as "credit positive" 

primarily due to the expectation that NorthWestem would increase its size 

substantially with environmentally favorable generation assets. Standard 

& Poor's ("S&P") affirmed our ratings with the expectation that 

NorthWestem will finance the acquisition in a manner that would preserve 

its current financial position. 

When does NorthWestern intend to obtain the financing for this 

project? 

The PSA allows us 20 business days after a final order from the 

Commission to close into our financing. 
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1 Cost of Debt 

2 Q. How did NorthWestern determine the cost of debt? 

3 A. Because NorthWestern plans to issue a combination of 10-year first 

4 mortgage bonds and 30-year mortgage bonds, the cost of debt was 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

Q. 

A. 

Q. 

A. 

Q. 

estimated by using the appropriate forward 10-year and 30-year United 

States ("U.S.") Treasury bonds rate and then adding a credit spread to 

those treasury rates. 

As of December 13, or a week prior to the time of this filing, what are 

the current interest rates for 10-year U.S. Treasury and 30-year U.S. 

Treasury bonds? 

The current rate on the 10-year U.S. Treasury bonds is 2.88% and the 

current rate on the 30-year U.S. Treasury bonds is 3.88%. 

What is the current estimate for the 10-year U.S. Treasury and 30-

year U.S. Treasury rates for September 30, 2014? 

At the time of this filing, the estimated rate for a 10-year U.S. Treasury as 

of September 30, 2014 is 3.35%, and for a 30-year U.S. Treasury as of 

September 30, 2014 is 4.25% (Source: Credit Suisse). 

What is the current credit spread for single "A" rated utility bonds, 

which is NorthWestern's current bond rating? 
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C 1 A. In working with several of the banks with which NorthWestern does 

2 business, it determined that the estimated credit spread for both 10-year 

3 and 30-year, single "A" rated utility bonds is currently in the 0.95% to 

4 1 .20% range. 

5 

6 Q. Given the information above, what would be the expected cost of 

7 debt if NorthWestern issued a 50/50 combination of 10-year first 

8 mortgage bonds and 30-year first mortgage bonds between now and 

9 the September 2014 time period? 

10 A. Given the current rates and expected rates for 10-year U.S. Treasury and 

11 30-year U.S. Treasury bonds and the current credit spread available for 

12 single "A" rated utilities, NorthWestern expects it could issue a 50/50 

13 combination of 10-year first mortgage bonds and 30-year first mortgage 

14 bonds in the range of 4.33% and 5.00%. Including issuance costs, 

15 NorthWestern's all-in cost of debt would be in the range of 4.38% and 

16 5.05%, assuming the issuance costs are amortized at a rate of 0.05% per 

17 year (1 % issuance costs amortized over 20 years). 

18 

19 Q. What cost of debt is NorthWestern recommending for this filing? 

20 A. NorthWestern recommends a cost of debt of 4.50% for this filing, which is 

21 within the range of the cost of debt determined above. This rate is used in 

22 modeling and in the calculation of the revenue requirement presented in 

23 the DiFronzo Direct Testimony. 
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Q. 

A. 

Q. 

A. 

How certain is NorthWestern that it will be able to issue debt within C 
this range at the closing of the Hydros acquisition? 

While it is true that U.S. Treasury rates and credit spreads are subject to 

change based on market conditions and NorthWestem's credit profile, 

these estimates are based on currently available information. Though we 

are fairly confident that we can achieve the interest rate modeled, we 

cannot predict future interest rates, and they could be substantially 

different by the time we receive a decision from the Commission. 

Nonetheless, the quicker we can obtain approval and close the 

transaction, the less we will be exposed to rising interest rates and 

potential impacts on our stock price. Furthermore, NorthWestern does not 

expect its credit ratings to change significantly in the next 12 months. If 

they do change, it is likely due to rating improvement as a result of 

Commission approval of the Hydros transaction . 

What does NorthWestern propose if the actual cost of the debt 

issued is higher or lower than the 4.50% included in this filing? 

If the actual cost of debt turns out to be higher or lower than the 4.50% 

included in this filing , NorthWestern proposes to include the updated cost 

of debt, whether higher or lower, in its compliance filing implementing 

rates pursuant to the Commission's final order similar to what has been 

done in past pre-approval dockets. 
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Cost of Equity 

Q. How did NorthWestern determine the cost of equity? 

A. NorthWestern used 10.00%. In order to determine the appropriate return 

on equity ("ROE"), NorthWestern first looked at its recently approved 

ROEs for both its electric and natural gas operations in Montana. The 

10% ROE is consistent with the November 14, 2011 settlement between 

NorthWestern and the MCC in Docket No. 02011 .5.41 (the Application of 

NorthWestern for Approval to Purchase and Operate the Spion Kop Wind 

Project), which the Commission approved in Final Order No. 71591. The 

Spion Kop asset is the most recent electric generation asset placed into 

rate base. 

Also, NorthWestern's current natural gas delivery services ROE of 9.8% 

was authorized in Docket No. 02012.9.94, Final Order No. 724ge 

(NorthWestern's Application for Approval for Authority to Establish 

Increased Natural Gas Delivery Service Rates) pursuant to a stipulation 

among NorthWestern, the MCC and the Large Customer Group, and it is 

approximately 20 basis points lower than the requested cost of equity for 

the Hydros. 

Finally, though not as recent, NorthWestern's proposed cost of equity is 

25 basis points less than the 10.25% ROE authorized for the Montana 

T&D operations in its general electric and natural gas rate case, Docket 
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1 No. 02009.9.129, Final Order No. 7046h. The cost of equity approved in 

2 this docket reflected a stipulation between NorthWestern and the MCC. 

3 

4 NorthWestern also looked at national data to determine the appropriate 

5 ROE. SNL Financial , a national provider of financial news, financial data 

6 and expert analysis on the energy industry, compiles an electronic 

7 database of various analytics, including proprietary regulatory research 

8 reports by Regulatory Research Associates ("RRA"). RRA's most recent 

9 quarterly report dated October 8, 2013 shows that for the period 2010 

10 through the 3rd quarter 2013, electric ROEs have exceeded natural gas 

11 ROEs by an average of 36 basis points. For the first three quarters of 

12 2013, electric ROEs have exceeded natural gas ROEs by 58 basis points. 

13 More importantly than the spread between gas and electric ROEs is the 

14 fact that at no time for the period shown below or for any year included in 

15 the report did the average annual authorized electric ROEs fall below 

16 10.09%, which again stresses our view that the electric ROE we are 

17 proposing is reasonable and more than fair. The table below summarizes 

18 information from the report, and RRA's full report is included as 

19 Exhibit_(BBB-4). 

Full Year Full Year Full Year Q1 - Q3 Q1 '10- Q3 '13 

ZQ1Q 2011 JJlll.. 2Q1.1 ~ve.rage. 

Authorized ROEs: Electric 10.34% 10. 29% 10.17% 10.09% 10.22% 

Authorized ROEs: Natural Gas 10.08% 9.92% 9.94% 9.51% 9.86% 

Electric> Natural Gas 0.26% 0.37% 0.23% 0.58% 0.36% 

Data source: Regulatory Research AssocIates (Regulatory Focus) do ted OctoberS, 2013 
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1 This information demonstrates that, nationally, regulatory commissions 

2 believe that the electric utility is modestly more risky than the natural gas 

3 utility business. Whether one uses 36 or 58 basis points as an adder to 

4 NorthWestern's currently authorized natural gas utility ROE of 9.8%, the 

5 result is greater than 10%. 

6 

7 NorthWestern also looked at the current interest rates and found that they 

8 have risen since the conclusion of Docket No. 02012.9.94. On the day 

9 the Commission issued Final Order 724ge in that docket (April 23, 2013), 

10 the 10-year U.S. Treasury rate was 1.63%. The current rate on 10-year 

11 U.S. Treasury bonds is 2.88%. Treasury rates are more than 120 basis 

12 points higher today. As interest rates increase, the expected difference 

13 between the equity rate and the 'risk free' rate increases accordingly. 

14 Though a 120-basis-point increase in interest rates does not necessarily 

15 correspond to a 120-basis-point increase in ROE, increased interest rates 

16 put upward pressure on the ROE, which is additional support for a 10% 

17 ROE in this case. 

18 

19 Finally, though we have not used an external cost of capital witness in our 

20 three prior pre-approval electric generation filings, NorthWestern engaged 

21 Mr. Bill Avera, President of FINCAP, Inc. , a firm providing financial, 

22 economic, and policy consulting services to business and government, to 

23 complete an analysis of what our ROE range would be for the Hydros 
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19 Q. 

20 

21 

22 A. 

23 

transaction. Bill Avera is a witness we have used in the past regarding C ., 
cost of capital matters in Montana and South Dakota rate filings. His 

current ROE range for NorthWestem is 9.64% to 11.14% with a midpoint 

ROE of 10.39%. A summary of his analysis can be found in 

Exhibit_(BBB-5). 

NorthWestem believes its electric operations merit a higher cost of equity 

than its natural gas operations and that 10% is conservative. In fact, in 

light of the facts noted above, an ROE above 10% is easily justified. The 

10% ROE NorthWestern believes is appropriate in this case is at the lower 

end of an ROE range that it would derive for this asset and its business in 

general. As discussed above, NorthWestern received ROEs for its electric 

and natural gas assets at or near 10% in recent dockets. NorthWestem 

stipulated to those ROEs within the context of more broad-based 

settlements, and they do not necessarily reflect NorthWestern's view of an 

otherwise appropriate ROE for NorthWestern. NorthWestern is proposing 

10% in this filing as a conservative yet reasonable ROE. 

Is the equity risk associated with the Hydros acquisition similar to 

the equity risk for electric T&D assets and electric generation assets 

in Montana? 

Yes. Given that the output of the Hydros would become part of the 

electricity supply portfolio serving NorthWestern's Montana retail T&D 
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c 1 customers, there is no reason to believe that the equity risk associated 

2 with the Hydros acquisition would be any different from that of the electric 

3 T&D assets in Montana. It also would have a similar risk to the electric 

4 generation assets put into Montana rate base (Colstrip Unit 4, Dave Gates 

5 Generating Station, and Spion Kop). Those assets had ROEs of 10%, 

6 10.25%, and 10%, respectively. 

7 

8 Rate of Return 

9 Q. How did NorthWestern determine the overall rate of return required 

10 for the Hydros acquisition? 

11 A. The overall rate of return required for the Hydras acquisition is simply the 

12 cost of debt and cost of equity weighted by the percentage of debt and 

13 equity financing. The resulting rate of return is 7.14% and the calculation 

14 is shown below. 

Cost! Weighted 

Allocation Return Cost 

Debt Capital 52.0% x 4.5% = 2.34% 

Equity Capital 48.0% x 10.0% = 4.80"A. 
Rate of Return 7.14% 

15 Commission Financing Authorization 

16 Q. Is NorthWestern requesting financing authorization from the 

17 Commission in line with the financing described in your testimony? 

18 A. Yes. 

19 
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Q. 

A. 

Financial Benefits of the Transaction 

What are the financial benefits of the transaction for 

NorthWestern? 

This transaction will provide financial benefits for NorthWestern in many 

ways, including: 

1. Because we are a pure utility, this will support our ability to invest on 

favorable terms in all parts of our utility business, to serve all of our 

utility customers. 

2. It will improve the earnings of NorthWestern, which will continue to 

attract quality long-term utility equity holders who support 

NorthWestern's decision to invest in the utility for the long term. 

3. Equity (common stock shares) that is issued to help finance the 

transaction will move NorthWestern into a mid-cap company (market 

cap greater than $2 billion) that will then widen the group of utility 

investors, again improving NorthWestern's ability to attract capital to 

finance its needs. 

4. The transaction will increase NorthWestern's cash flow. This will 

improve NorthWestern's financial ratios, which are important to the 

ratings agencies. 

5. Additional generation supply will reduce reliance on Power Purchase 

Agreements, which are viewed as quasi-debt by the ratings agencies. 

As a result, credit quality will improve. 
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Q. 

A. 

6. Additional investments in the generation fleet, particularly in clean, 

diverse, long-lived resources, will be perceived positively by the ratings 

agencies. 

7. An investment of this magnitude increases NorthWestern's size and 

scale, which is also important to the ratings agencies since it allows 

NorthWestern to better weather material disruptions to its business and 

financial results. 

How do the financial benefits for NorthWestern noted above help 

customers? 

These financial benefits all have a favorable impact on customers as 

evidenced by the following: 

1. Higher demand for NorthWestern's debt and equity reduces the cost of 

that debt and equity. 

2. Improved credit ratings result in lower credit spreads added to treasury 

yields to determine the debt coupon. NorthWestern has demonstrated 

over the last eight years that an improving credit rating coupled with 

lower treasury yields result in lower debt costs for customers. In fact, 

NorthWestern has lowered its debt costs by over 100 basis points or 1 

full percentage point during that time period. On $1 billion of debt this 

means $10 million of savings. Exhibit_(BBB-6) demonstrates how 

improved credit ratings have reduced debt costs. Equally important, 

NorthWestern was able to issue this debt with longer tenors than it has 
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1 in the past. Its last debt offerings took advantage of 30- and 40-year 

2 maturities, which allowed future generations of customers to benefit 

3 from that lower cost debt. 

4 3. With its stronger financial profile and thus higher credit ratings, 

5 NorthWestern can carry slightly higher leverage (debt percentage) in 

6 its capital structure than some other utilities. This means that 

7 customers have a higher percentage of lower-cost debt in their bills 

8 versus higher-cost equity, again lowering costs for customers. 

9 4. Improved cash flow from the Hydros acquisition will allow 

10 NorthWestern more financial capacity to cover its capital needs for all 

11 of its utility operations for the benefit of customers. 

12 5. NorthWestern, with the help of good decision-making by the 

13 Commission, has done a great job of attracting quality utility stock 

14 investors. These investors are interested in dividends and a sound 

15 

16 

17 

18 

19 

20 

21 

22 

23 

utility. The Hydros acquisition allows NorthWestern to continue to 

attract and expand its quality investors. This in turn will provide 

stability for the utility and its customers. Though the current 

Commission was not present when NorthWestern was owned 

substantially by hedge funds, it was evident that some of those 

investors pressed for the sale of the company to maximize returns. In 

fact, that is what took place in the Babcock & Brown Inc. sale process 

that occurred nearly seven years ago. 
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Q. 

A. 

You mentioned the importance of this transaction to NorthWestern's 

credit ratings. What do the credit rating agencies think about the 

Hydros acquisition? 

As described above, all three ratings agencies view the transaction 

positively. Each wrote brief pieces on the transaction that included their 

thoughts on the impact of the transaction on NorthWestern's credit ratings. 

A summary of the rating agency commentary plus the actual reports are 

included in Exhibit_(BBB-7). 

In summary, Fitch moved our rating to watch positive after the 

announcement and stated: "Fitch believes that pro-forma for the 

acquisition, NWE's credit profile would be marginally incrementally 

stronger than its current credit profile which is already strong for the 

rating." 

Moody's noted: "The acquisition, if approved by the Montana Public 

Service Commission (MPSC) is credit positive for NWE, whose size and 

scale will increase with low-cost and environmentally favorable power 

generation assets." 

And finally, S&P noted: "We are affirming the ratings, including the 'BBB' 

corporate credit and A-2 short-term rating ... The acquisition appears to be 
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A. 

Q. 

consistent with a strategy of adding generating assets to the rate base to 

mitigate the risks associated with purchased power." 

NorthWestern believes that acquisition of these assets will be credit 

positive and will result in an upgrade from at least one of the credit rating 

agencies and will certainly result in improvements in the views of all the 

agencies, which it hopes will ultimately lead to further credit upgrades. 

It should also be noted that Moody's and S&P's ratings criteria puts 

tremendous weight on the regulatory environment a utility operates in and 

the credit supportiveness of the commissions that regulate it. A negative 

decision here may have negative implications on NorthWestern's credit 

ratings. 

You noted that equity investors approve of this transaction. What 

has been the feedback from the sell-side equity analysts who cover 

NorthWestern? 

Four of our five existing sell-side analysts wrote on the transaction , and 

their pieces are included in Exhibit_(BBB-8). All were very positive and 

believe it will be accretive and beneficial to investors as a whole. 

What other stakeholders will benefit from the transaction? 
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Q. 

A. 

The state of Montana will benefit from this transaction. First, the certainty 

of stable electricity prices will help attract businesses and jobs, benefitting 

Montana's economy. In the alternative, volatile energy prices may 

encourage businesses to move to other states. Second, NorthWestern is 

the largest property taxpayer in the state and one of the largest 

employers; what is good for NorthWestern is good for Montana. Thus, 

NorthWestern works hard to enhance economic development, encourage 

employee volunteer efforts, provide resources to support community 

needs, and invest in the state. 

What would be the negative consequences of not receiving approval 

on the Hydros from the Commission? 

There would be numerous negative consequences if the transaction is not 

approved and therefore not executed, including the following: 

1. The many benefits for the variety of stakeholders enumerated above 

would not be captured. 

2. If NorthWestern doesn't own the Hydros another entity will. This entity 

will have no interest in the prices paid by NorthWestern's customers, 

and indeed have no obligation to make the power available to serve 

Montana's customers. It should also be noted that with NorthWestern 

ownership, the Commission has greater control over the prices 
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charged for power from the Hydros. If the assets are owned by 

someone else, the Commission has no control over prices. 

4 3. As a potential customer of the Hydros if NorthWestern does not own 

5 them, credit may be required from NorthWestern, which is likely to 

6 negatively affect its cash position, liquidity and its credit ratings. As a 

7 supplier of transmission to the Hydros if NorthWestern is not the 

8 owner, may also expose NorthWestern to credit risk. 

9 

10 4. Customers would be more exposed to market price uncertainty going 

11 forward. Though it is true that market prices are low today, in fact, 

12 current market prices are below historical levels and market curves can 

13 and do change. When the economy recovers it is likely demand for 

14 power will increase and that could increase power prices. In addition, 

15 as a result of environmental regulation , coal-fired assets will likely 

16 either become more expensive or be shut down, and in either case that 

17 will likely result in higher market prices. The difference is that by 

18 owning the Hydros, NorthWestern will be able to provide greater price 

19 stability for its customers with assets that will provide service for 

20 generations to come at retums regulated by the Commission. 

21 

22 5. If this asset purchase is not approved or is approved with onerous 

23 terms, it will send a strong message that the Commission does not 
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7 A, 

support continued investment in NorthWestern-owned energy (natural 

gas and electric) supply assets and thus, NorthWestern's financial 

prospects will dim along with its stock price and credit ratings. This will 

impact the cost of capital and thus customer costs, too. 

Does this conclude your testimony? 

Yes, it does. 
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Mr. Paul McNutt 
Managing Director 
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299 Park Avenue 
New York, NY 10017 
paul. mcnutt@ubs.com 

Mr. Alan Felder 
Managing Director 
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Viet: President and CFO 
Di"", (605) 978·2909 

brian.bird@northwwtm.com 

Mergers & Acquisitions Group 
299 Park Avenue 
New York, NY 10017 
alanfelder@ubs.com 

Re: PPL Corporation Sale of the Montana Portfolio 

Dear Paul and Alan: 

Exhibit_(BBB-1) 
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NorthWestern Corporation 
d/b/a NorthWestern Energy 
3010 W. 69th Street 
Sioux Falls, SO 57108 
Telephone: (605) 978-2900 
Facsimile: (605) 978-2919 
www.northwesternenergy.com 

In response to your final proposal instruction letter dated December 7, 2012, NorthWestern Corporation 
("NorthWestern") is pleased to submit two definitive acquisition proposals (collectively, the "Final 
Proposals"). 

• A Conforming Final Proposal for NorthWestern to acquire 100% of the membership interests in 
PPL Montana Holdings, LLC ("PPL Montana Holdings"), which indirectly owns or leases a 
fleet of 11 hydroelectric and two coal-fired generating facilities located in the state of Montana 
(the "Facilities"), and the portfolio of wholesale and retail contracts and transmission rights 
associated with the Facilities (the "Book," and collectively with PPL Montana Holdings, the 
"Montana Portfolio"), from PPL Corporation ("PPL"). The Confonning Final Proposal also 
includes a transfer, simultaneous with closing of the acquisition, of non-Colstrip assets from 
PPL Montana, LLC, to NorthWestern, a sublease by North Western of Colstrip pursuant to the 
Colstrip lease documents as described in paragraph 3 below, and a power sales agreement as 
described in paragraph 7 below. 

• A Non-Confonning Final Proposal for NorthWestern to directly acquire only the hydroelectric 
facilities of PPL Montana, LLC, and associated contracts, pennits, and operating personnel. 
Subject to the confmning diligence described in paragraph 6 below, no part of the Book is 
expected to be acquired as part of the Non-Confonuing Final Proposal. 

We are very excited about this opportunity and are prepared to move quickly to execute a final 
definitive purchase and sale agreement (together with any accompanying closing documentation, the 
"Acquisition Agreement') . We have received management and Board approval to submit both of these 
Final Proposals and have obtained committed bank financing to support this acquisition. Moreover, we 
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are substantially complete with our due diligence process subject to only confinnatory due diligence 
around certain issues as outlined below. 

As you know, press reports have caused discussion and questions about a possible sale ofPPL's assets 
in Montana. On appropriate tenns, we believe a sale to NorthWestern would be very well-received, and 
would allow PPL to exit all or part of its Montana operations on a very positive note. We hope that PPL 
will consider this as a significant additional benefit of a transaction involving NorthWestern. 

These Final Proposals are submitted by NorthWestern with the understanding that this letter and its 
contents will be maintained in strict confidence by PPL and its respective affiliates and agents, including 
(without limitation) its fmancial and legal advisors. Moreover, it is expressly understood that any legal 
rights and obligations between NorthWestern and PPL will come into existence only upon the 
authorization, execution, and delivery of the Acquisition Agreement by all parties thereto, and then only 
in accordance with the tenns and conditions of the Acquisition Agreement. 

1. Identity 

The acquiring entity will be NorthWestern Corporation. NorthWestern Corporation, doing business as 
NorthWestern Energy, was incorporated in Delaware in 1923 . Our principal place of business and 
corporate support office is in Sioux Falls, South Dakota. NorthWestern is an integrated utility that 
provides electricity and natural gas to approximately 668,300 customers in Montana, South Dakota, and 
Nebraska. The value of our rate base is approximately $1.9 billion. In Montana, our utility history, 
through The Montana Power Company ("Montana Power"), extends over 100 years and involves most 
of the assets that are palt of the Montana Portfolio. Montana Power originally constnlcted or owned 
nearly all of tl,e Montana Portfolio hydroelectric and thennal facilities, and our ownership interest in 
Colstrip Unit 4 ("CU4") provides us with a close familiarity with the thennal assets that are part oftbe 
acquisition. We also have extensive experience as co-owner of other thennal facilities throughout the 
Midwest. 

We are listed on the New York Stock Exchange (NYSE: NWE) and have a current market capitalization 
of approximately $1.3 billion and an enterprise value of $2.4 billion. As of Febrnary 27, 2012, no single 
individual or institutional investor held more than 9.2% of our common stock. North Westem is 
supported by a strong balance sheet and possesses a Long Tenn Rating of 'Baal' and Senior Secured 
Debt Rating of'A2' from Moody's and an Issuer Rating of 'BBB' and Senior Secured Rating of 'A-' 
from Standard & Poor's ("S&P"). Based on our discnssions (with your consent) with S&P, we have 
received confinnation from S&P through its ratings evaluation services process that this transaction 
(under either of the Final Proposals) will maintain the credit rating of North Westem. 

Within the Northwest sub-region ofWECC, NorthWestern has net ownership, or control, of a variety of 
generation assets, including interests or rights in CU4, the Dave Gates Generating Station, the Basin 
Creek power plant, and the Spion Kop wind project. In addition, NorthWestern owns an electric 
transmission system in Montana which comprises approximately 7,000 miles of transmission line 
(ranging from 50 to 500 ky), 283 circuit segments, and approximately 125,000 transmission poles with 
associated transfonnation and tenninal facilities . Our 500-kV transmission system, which is jointly 
owned, transfers electricity generated from the Colstrip generation facility to markets witllin Montana 
and to the West. All transmission assets are located within the WECC. 
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Under the Conforming Final Proposal, NorthWestern will pursue a Section 338(h)(10) election, and the 
Base Purchase Price reflects this assumption. The Section 338(h)(10) election is not germane in the 
context of the Non-Conforming Final Proposal, which is limited to an asset purchase and sale. 

Subject to required regulatory approvals and closing conditions set out in the Acquisition Agreement, 
NorthWestern is willing to offer Base Purchase Prices of: 

• Confonning Final Proposal, to acquire the Montana Portfolio: $400 million; or 

• Non-Confonning Final Proposal, to directly acquire only the hydroelectric facilities owned by 
PPL Montana, LLC, and associated facilities, contracts, and personnel necessary for operation 
and maintenance of such facilities : $740 million. 

The Base Purchase Price would be subject to the adjustments and other provisions of the Acquisition 
Agreement. In preparing these Final Proposals, we have relied on internal assumptions on forward 
curves, dispatch, costs, regulatory adjustments, and capital expenditures. In the context of our 
Confonning Final Proposal, we have placed limited incremental value on the Book and would be 
willing to discuss alternative arrangements with respect to the Book. To the extent practicable, we also 
have followed the assumptions set forth in the indicative bid instruction letter and Evaluation Materials. 

3. Lease Considerations 

If the Confonning Final Proposal is selected, NorthWestern will satisfy the requirement to obtain ratings 
confinnation of the Colstrip sale-leaseback debt by entering into a sublease with PPL Montana, LLC, 
consistent with the requirements of the Colstrip leases, effectively making the lease payment and 
operational obligations a corporate obligation of NorthWestern. Based on our discussions (with your 
consent) with S&P, we have received confinnation from S&P through its ratings evaluation services 
process that such a transaction will maintain the credit rating of the Colstrip debt. 

In the Non-Confonning Final Proposal, which includes acquisition only ofPPL Montana, LLC's 
hydroelectric assets, PPL would retain ownership ofPPL Montana Holdings and the Colstrip lease 
obligations, as well as Corette and, subject to confinnatory diligence, the Book. 

4. Pnrchase and Sale Agreement 

NOlihWestern has prepared mark-ups of the Acquisition Agreement and related disclosure schedules, 
consistent with the Confonning Final Proposal and the Non-Conforming Final Proposal, copies of 
which are attached as Exhibits I and 2. For your convenience, we provide a comparison of the 
Acquisition Agreement for each of the Final Proposals as Exhibit 3. As requested, we also have 
provided a short summary of certain key changes contained in the mark-ups which is attached as 
Exhibit 4. 

5. Financing 

NorthWestern's Confonning and Non-Confonning Final Proposals are not subject to financing 
contingencies. North Western is prepared to pay 100% cash consideration under both the Confonning 
and Non-Confonning Final Proposals. NorthWestern has obtained cOlmnitted bank financing from 
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Credit Suisse and Bank of America Merrill Lynch for the full amount of the respective Base Purchase 
Prices. This committed bank financing will be designed to min-or the tenns of the definitive Acquisition 
Agreement. 

We have attached as Exhibit 5 the financing commitment letter executed by Credit Suisse and Bank of 
America Merrill Lynch and as Exhibit 6 contact infonnation for Credit Suisse and Bank of America 
Merrill Lynch. 

6. Due Diligence 

NorthWestern's Confonning Final Proposal and Non-Conforming Final Proposal are not subject to 
further substantive due diligence. However, we will need to complete confirmatory due diligence related 
to the Book and diligence materials recently added to the data room or otherwise recently provided by 
PPL. We anticipate that such confirmatory due diligence would be completed while finalizing the 
Acquisition Agreement and do not anticipate that it will delay executing the final documentation. 

7. Required Approvals 

North Western's senior management and Board have approved the submission of the Final Proposals, 
subject to final approval of our Board upon finalization of the Acquisition Agreement. Shareholder 
approval of the transaction is not required. There are no other corporate approvals required. 

As a condition precedent to closing, NorthWestern will require approvals, in fonn and substance 
satisfactory to NorthWestern in its sole discretion, from the Montana Public Service Commission. We 
believe this transaction is in the best interest of Montana ratepayers and is structured in a manner to 
expedite successful approvals ofthe transaction. 

In addition, the transaction will require approvals and clearance, in fonn and substance satisfactory to 
NortllWestem in its sole discretion, from Ca) the Federal Energy Regulatory Commission under the 
Federal Power Act, and Cb) the Department of Justice under the Hart-Scott-Rodino Antitrust 
Improvements Act of 1976. Based on the market power study conducted by our consultant, we do not 
anticipate market concentration issues to be an impediment to the acquisition as contemplated by either 
the Confonning Final Proposal or the Non-Confonning Final Proposal; however, under tile Confonning 
Final Proposal, for market-based rate authority purposes, a power sales agreement with PPL or a third 
party will be required for at least approximately 250 MW and, subject to the Book, up to 450 MW of the 
capacity associated witll the acquired assets. 

We do not believe that regulatory approval will be required from either the Soutll Dakota Public 
Utilities Commission or tile Nebraska Public Service Commission. In an abundance of caution, we 
would anticipate discussing this acquisition with them consistent witll our obligations under the 
Confidentiality Agreement. Even if approval from either Commission were required, we do not believe 
that the process for obtaining approval would delay or inlpede this transaction's progress. 

We also will require waivers of certain covenants contained in our revolving credit facility . 

Additional approvals and contract counter-party consents will be required as are typically associated 
with the transfer of contracts and pennits, such as the Book and the contracts, permits, and licenses 
associated with the Facilities. 

c 
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Under the Confonning Final Proposal, NorthWestern expects to retain all or most of the Montana-based 
PPL employees as part of the transaction. Under the Non-Conforming Final Proposal, NorthWestern 
expects to retain all or most of the employees directly related to the hydroelectric facilities. We intend to 
work with the retained employees to ensure a seamless transition into our organization. In addition, each 
retained employee will be eligible for our benefits program as of the closing. NorthWestern is 
committed to providing a comprehensive benefits program that is competitive throughout our industry. 

9. Timing 

We are prepared to move promptly to negotiate and execute an Acquisition Agreement. We are prepared 
to commit all necessary resources to consummate this transaction, and are prepared to make 
immediately available all appropriate representatives of NorthWestern to finalize and execute the 
Acquisition Agreement. We estimate that we could obtain required regulatory approvals concerning our 
Final Confonning Proposal within 9-12 months from fi ling our regulatOlY approval applications, and 
potentially sooner with respect to our Final Non-Conforming Proposal. 

10. Contacts 

NorthWestern has assembled an experienced extemal advisOlY team to support it in connection with this 
transaction. We have retained Credit Suisse Securities and Bank of America Merrill Lynch as our 
financial advisors. Our legal counsel is Skadden, and Dorsey & Whitney is acting as our legal counsel 
on environmental issues. NorthWestern has retained Shaw Power Group as its independent engineer. 
Davis Polk is legal counsel for our financing commitment lenders. Exhibit 6 to this Final Proposal letter 
contains the contact infonnation for the advisors. 

11. Confidentiality 

N0l1hWestern acknowledges and confinns that we are aware of the tenns of the Confidentiality 
Agreement between North Western and PPL and that our Final Proposals are subject to the ternlS of the 
Confidentiality Agreement. 

12. Transition Services Agreement 

At this stage, NorthWestern has not reached a conclusion concerning the need for transition services 
from PPL, or the type of such services required, but anticipates that it can reach such decisions within a 
reasonable period following PPL's decision concerning the Confonning Final Proposal and Non
Confonning Final Proposal. We expect such transition services, if any, to be of a limited nature in both 
scope and duration. 

13. Duration of Final Proposal 

Subject to the fourth paragraph of this letter, our Final Proposals will remain open through 12:00 p.m. 
Eastern Standard Time on January 31, 2013, unless rejected in writing by PPL prior to that time. 
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NorthWestern is prepared to move quickly to execute an Acquisition Agreement for either the 
Conforming Final Proposal or the Non-Conforming Proposal. Moreover, as stated above, we have 
obtained all required internal approvals to submit these proposals and have obtained committed 
fmancing from our financial advisors. 

If you have any questions regarding the Final Proposals, please contact our financial advisors identified 
in the exhibit to this letter or one of our team members listed below: 

Brian Bird 
Vice President and CFO 
3010 West 69th Street 
Sioux Falls, South Dakota 57108 

Office: (605) 978-2909 
brian.bird@northwestern.com 

Dan Rausch . 
Treasurer 
3010 West 691h Street 
Sioux Falls, South Dakota 57108 

Office: (605) 978-2902 
daniel. rausch@northwestern.com 

Sincerely, 

NorthWestern Corporation 

By: Brian Bird 
Title: Vice President and CFO 

c 
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Brian B. Bird 
Vice P7"esident and CFO 
D'"", (605) 978·2909 

brian.bird@northwestem.com 

NorthWestern Corporation 
d/b/a NorthWestern Energy 
3010 W. 69th Street 
Sioux Falls, SO 57108 
Telephone: (605) 978-2900 
Facsimile, (605) 978-2919 
www.northwesternenergy.com 

Mergers & Acquisitions Group 
299 Park Avenue 
New York, NY 10017 
alanfelder@ubs.com 

Re: PPL Corporation Sale of the Montana Portfolio 

Dear Paul and Alan: 

NorthWestem Corporation ("NorthWestern") is pleased to submit a proposal (the "Final Proposal") for 
NorthWestern to directly acquire the hydroelectric facili ties ofPPL Montana, LLC, and associated 
contracts, pennits, and operating personnel. 

We believe PPL Corporation will find our Final Proposal to be very attractive in numerous ways as it 
provides PPL Corporation: 

• A price that reflects the full value of the hydro units without dilution by the thennal units; 
• Significant cash proceeds at an attractive valuation consistent with recent comparable 

transactions; 
• A means for timely selling the hydroelectric assets, which complements PPL's existing process 

for selling its thennal assets; 
• A commercially reasonable purchase and sale agreement, without the need for the 

indemnifications required for a transaction involving the thennal units; and 
• A higher level of regnlatory and closing certainty versus the alternative of North Westem's 

purchase of all ofPPLM's Montana assets. 

We are very excited about this opportunity and are prepared to move quickly to execute a final 
definitive purchase and sale agreement (together with any accompanying closing documentation, the 
"Acquisition Agreemenf') . We have received management and Board approval to submit the Final 
Proposal. Moreover, we are substantially complete with our due diligence process subj ect to only 
confinnatory due diligence. 
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The Final Proposal is submitted by NorthWestern with the understanding that this letter and its contents 
will be maintained in strict confidence by PPL and its respective affiliates and agents, including 
(without limitation) its fmancial and legal advisors. Moreover, it is expressly understood that any legal 
rights and obligations between North Western and PPL will come into existence only upon the 
authorization, execution, and delivery of the Acquisition Agreement by all parties thereto, and then only 
in accordance with the tenns and conditions of the Acquisition Agreement. 

1. Identity 

The acquiring entity will be NorthWestern Corporation. NorthWestern Corporation, doing business as 
NorthWestern Energy, was incorporated in Delaware in 1923. Our principal place of business and 
corporate support office is in Sioux Falls, South Dakota. North Western is an integrated utility that 
provides electricity and natural gas to approximately 673,200 customers in Montana, South Dakota, and 
Nebraska. The value of our rate base is approximately $1.9 billion. In Montana, our utility history, 
through The Montana Power Company ("Montana Power"), extends over 100 years and involves most 
of the assets that are part of the Montana Portfolio. Montana Power originally constructed, owned and 
operated nearly all of the hydroelectric facilities that are part of the transaction. 

We are listed on the New York Stock Exchange (NYSE: NWE) and have a current market capitalization 
of approximately $1.5 billion and an enterprise value of approximately $2.5 billion. As of March 31, 
20 13, no single individual or institutional investor held more than 10.8% of our common stock. 
NorthWestern is supported by a strong balance sheet and possesses a Long Term Rating of 'Baa l ' and 
Senior Secured Debt Rating of 'A2' from Moody's and an Issuer Rating of 'BBB' and Senior Secured 
Rating of 'A-' from Standard & Poor's ("S&P"). Based on our previous discussions (with your consent) 
with S&P, we previously received confirmation from S&P through its ratings evaluation services 
process that this transaction will maintain the credit rating of NorthWestern. 

Within the Northwest sub-region ofWECC, NorthWestern has net ownership, or control, ofa variety of 
generation assets, including interests or rights in Colstrip Unit 4, the Dave Gates Generating Station, the 
Basin Creek power plant, and the Spion Kop wind project. In addition, NorthWestern owns an electric 
transmission system in Montana which comprises approximately 7,000 miles of transmission line 
(ranging from 50 to 500 kV), 283 circuit segments, and approximately 125,000 transmission poles with 
associated transfonnation and terminal facilities. Our 500-kV transmission system, which is jointly 
owned, transfers electricity generated from the Colstrip generation facility to markets within Montana 
and to the West. All transmission assets are located within the WECC. 

We submit the Final Proposal as principal for our own account. 

2. Purchase Price 

NorthWestern is willing to offer a Base Purchase Price of $900 million to directly acquire only the 
hydroelectric facilities owned by PPL Montana, LLC, and associated facilities, pennits, licenses, 
contracts, and personnel necessary for operation and maintenance of such facilities, as well as an 
additional amount equal to, at the time of closing, the fair market value of the power contracts with 
NorthWestern to be ternlinated. 

The Base Purchase Price and the value ofthe tenninated power purchase agreements would be subject 
to the adjustments and other provisions of the Acquisition Agreement and subject to required regulatory 
approvals and closing conditions set out in the Acquisition Agreement. In preparing the Final Proposal, 
we have relied on internal assumptions on forward curves, dispatch, costs, regulatory adjushnents, and 
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capital expenditures. To the extent practicable, we also have followed the assumptions set forth in the 
indicative bid iostruction letter and other evaluation materials provided by you. 

3. Lease Considerations 

Under the Final Proposal, PPL would retain ownership of PPL Montana Holdings and any Colstrip lease 
obligations . 

4. Purchase and Sale Agreement 

North Western has prepared an Acquisition Agreement and related disclosure schedules, a copy of which 
is attached as Exhibit I. 

The Acquisition Agreement contemplates an asset purchase rather than an equity purchase because, as 
you know, NorthWestern must own the assets directly and not through a subsidiary. NorthWestern is 
aware that the confidential information memorandum for the hydroelectric generating facilities 
summarizes an equity sale process iovolving the acquisition of the equity in a special purpose entity into 
which PPL would transfer the hydroelectric assets to facilitate the transaction. NorthWestern is willing 
to pursue the acquisition in such fashion if that is PPL's desire. Acquiring the assets as contemplated in 
the mark·up of the Acquisition Agreement may simplify the transaction and avoid the need for PPL to 
establish the special purpose entity or transfer into it the hydroelectric assets and related licenses, 
pellnits and contracts. Further, the acquisition will need to be conditioned on the assets being held 
directly by North Western upon consummation of the steps of the transaction. 

S. Fioancing 

NorthWestern' s Final Proposal is not subject to financing contiogencies. NorthWestern is prepared to 
pay 100% cash consideration under the Final Proposal. If the seller requires a bridge facility, we iotend 
to use a fully committed bridge financing package to be provided by our financing sources, Credit 
Suisse and Bank of America, as co-lead arrangers and NorthWestern's existing credit facilities to fund 
the transaction. If a bridge facility is not required by the seller, we believe we could access the capital 
markets for a timely closing of the transaction. 

6. Due Diligence 

NorthWestern's Final Proposal is not subject to further substantive due diligence. However, we will 
need to complete confmnatory due diligence in order to finalize the Acquisition Agreement. We also are 
awaiting PPL's response to certain diligence questions. We anticipate that such confinnatory due 
diligence would be completed while finalizing the Acquisition Agreement and do not anticipate that it 
will delay executing the final documentation. 

7. Required Approvals 

NorthWestern's sernor management and Board have approved the submission of the Final Proposal, 
subject to final approval of the transaction by our Board upon finalization of the Acquisition Agreement. 
Shareholder approval of the transaction is not required. There are no other corporate approvals required. 

As a condition precedent to closing, NorthWestern will require approvals from the Montana Public 
Service Commission. We believe this transaction is in the best interest of Montana customers and is 
structured in a manner to expedite successful approvals of the transaction. 
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In addition, the transaction will require approvals and clearance from Ca) the Federal Energy Regulatory 
Commission under the Federal Power Act, and (b) the Deparhnent of Justice under the Hart-Scott
Rodino Antitrust Improvements Act of 1976. Based on the preliminary market power study conducted 
by our consultant, we do not anticipate market concentration issues to be an impediment to the 
acquisition as contemplated by the Final Proposal; however, the Final Proposal contemplates that any 
existing power sales agreements between PPL and North Western will be terminated upon closing of the 
Acquisition Agreement. 

We do not believe that regulatory approval will be required from either the South Dakota Public 
Utilities COlmnission or the Nebraska Public Service Commission. 

Additional approvals and contract counter-party consents will be required as are typically associated 
with the transfer of contracts and permits, such as the contracts, permits, and licenses associated with 
the hydroelectric facilities. 

8. Employees 

Under the Final Proposal, NorthWestern expects to retain all or most of the employees directly related 
to the operation ofthe hydroelectric facilities. We intend to work with the retained employees to ensure 
a seamless transition into our organization. In addition, each retained employee will be eligible for our 
benefits program as of the closing. N0l1hWestern is committed to providing a comprehensive benefits 
program that is competitive throughout our industry. 

9. Timing 

We are prepared to move promptly to negotiate and execute an Acquisition Agreement. We are prepared 
to commit all necessary resources to consummate this transaction, and are prepared to make 
immediately available all appropriate representatives of North Western to finalize and execute the 
Acquisition Agreement. We estimate that we could obtain required regulatory approvals concerning the 
Final Proposal within 9- 12 months from filing our regulatory approval application. 

10. Contacts 

NorthWestern has assembled an experienced external advisory team to support it in connection with this 
transaction. We have retained Credit Suisse Securities and Bank of America Merrill Lynch as our 
financial advisors. Our legal counsel is Skadden, and Dorsey & Whitney is acting as our legal counsel 
on enviromnental issues. NorthWestern has retained CB&I Cfonnerly the Shaw Power Group) as its 
independent engineer. Appendix A to this Final Proposal letter contains the contact infonnation for the 
advisors. 

11. Confidentiality 

NorthWestern acknowledges and confinns that we are aware ofthe tenns of the Confidentiality 
Agreement between North Western and PPL and that our Final Proposal is subject to the tenns of the 
Confidentiality Agreement. 

12. Transition Services Agreement 

At this stage, North Western has not reached a conclusion concerning the need for transition services 
from PPL, or the type of such services required, but anticipates that it can reach such decisions within a 
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reasonable period following PPL's decision concerning the Final Proposal. We expect such transition 
services, if any, to be of a limited nature in both scope and duration. 

13. Duration of Final Proposal 

We hereby confirm that our Final Proposal will remain open through 12:00 p.m. Eastern Standard Time 
on August I, 2013, unless rejected in writing by PPL prior to that time. 

If you have any questions regarding the Final Proposal, please contact our financial advisors identified 
in the exhibit to this letter or one of our team members listed below: 

Brian Bird 
Vice President and CFO 
3010 West 691h Street 
Sioux Falls, South Dakota 57] OS 

Office: (605) 97S-2909 
brian.bird@northwestern.com 

Dan Rausch 
Treasurer 
30]0 West 691h Street 
Sioux Falls, South Dakota 57]OS 

Office: (605) 978-2902 
daniel. rausch@northwestern.com 

Sincerely, 

NorthWestern Corporation 

By: Brian Bird 
Title: Vice President and CFO 



Appendix A - Advisors' Contact Information 

Credit Suisse Securities 

Ahmad Masud 
Managing Director 
Eleven Madison Avenue 
New York, NY 10010 

Office: (212) 325-4291 
ahmad.masud@credit-suisse.com 

Bank of America Merrill Lynch 

Jason Satsky 
Managing Director 
One Bryant Park 
New York, NY 10036 

Office: (646) 855-0881 
jason.satsky@baml.com 

Skadden 

Lance Brasher 
Partner 
1440 New York Avenue, N.W. 
Washington, D.C. 20005 

Office: (202) 371-7402 
lance.brasher@Skadden.com 

Michael Proskin 
Managing Director 
Eleven Madison Avenue 
New York, NY 10010 

Office: (212) 325-5036 
michael.proskin@credit-suisse.com 

Sal Vitale 
Director 
One Bryant Park 
NewYork,NY 10036 

Office: (646) 855-3863 
salvatore. vitale@baml.com 

Dorsey & Whitney 

Andrew Brown 
Partner 
50 South Sixth Street, Suite 1500 
Minneapolis, MN 55402 

Office: (612) 340-5612 
brown. andrew@dorsey.com 
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Discounted 
Cash Flow 

Total with Mid·Year 
Discounting Convention 

Total with Mid·Year Convention 
& June 30, 2014 valuation date 

Total with Mid-Year Convention 
& September 30, 2014 Valuation Date 

L,J- £ ... J 
-- ~ 

.............. ---------------. ,_ .. ---...... -... -.-.----------, r--------------------------··· 

1 i Total with Mid-Year Tot~ 1 with Mid-Year 
Mid-Year Convention of i June 3D, 2014 rather! Convention September 30, 2014 Convention 

Discounted NPV rather than Year , Total with Mld·Year 1 than December 31, 2013 ! &June 3D, 2014 rather than June 30, & 5eptember 30, 2014 
Pre A&G DCF Cash Flow End Convention : Discounting Convention: Valuation Date i valuation date 2014 Valuation Date Valuation Date 

Upper DCF Valuation r 
6.5% Discount Rate 1 

8.5x EBITDA Terminal Value $1,009,217 $935,164 $29,914 $965,078 $19,364 1 $984.442 $9,912 $994,354 
; 

Mustang Bid $900,000 $900,000 l 5900,000 $900,000 
; 

Middle OCF Valuation 1 
7.0% Discount Rate i 

8.0x EBITDA Terminal Value $929,714 $858,781 $29,549 $888,330 $19,045 1 $907,375 $9,765 $917,140 
: 

Initial DCF Valuation i 
7.14% Discount Rate 1 i 

7.5x EBITDA Terminal Value $895,974 $825,879 $28,976! $854,855 $18,468 1 $873,322 $9,474 $882,797 
1 : 

lower DCF Valuation ! i 
7.5% Discount Rate [! 

7.5x EBITOA Terminal Value $858,311 ••••••••• ~?.~9_'~.~~. ______ .__ $29,101 L ________ ~~!~~~~~ ____ .. ___ $18,638 L. __ . ___ J_~~~_'!!.~~ ________ ..i $9,573 $847,618 
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25 Q. Please state your name and business address. 

26 A. My name is John D. Hines. My business address is 40 East Broadway, 

27 Butte, Montana 59701. 
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Q. 

A. 

Q. 

A. 

Q. 

A. 

By whom are you employed and in what capacity? 

I am employed by NorthWestern Energy ("NorthWestern") as Vice 

President - Supply. 

Please outline your areas of responsibility. 

I am the NorthWestern officer responsible for overseeing the functional 

areas of electric and natural gas planning, generation and energy 

marketing. I have also recently assumed responsibility for the lands and 

permitting, and the environmental compliance functions for NorthWestern. 

Please summarize your educational and employment history. 

I earned a SA and a Master's Degree in Economics from the University 

of Montana. I have over 25 years' experience in the energy sector 

including working as a consultant to public interest groups on energy 

issues and as an economist for the Northwest Planning and Conservation 

Council ("Council"). 

In 2002, Governor Judy Martz appointed me to serve as one of Montana's 

two representatives to the Council. I served on the Council's Executive 

Committee and Power Committee and was closely involved in the 

development of the Council's 5th Power Plan, which was completed in 

December 2004. 
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Q. 

A. 

I joined NorthWestern in January 2005 as Director of Energy Supply 

Planning, became the Chief Energy Supply Officer in January 2008, and 

have served as Vice President - Supply since May 2011 . 

Purpose of Testimony 

Please discuss the purpose of your testimony in this docket. 

My testimony focuses on NorthWestern's purchase of PPL Montana, 

LLC's ("PPLM") 11 hydroelectric generating facilities and related assets 

("Hydros") from an Energy Supply policy perspective and discusses: 

1. Owning the Hydros from a NorthWestern Energy Supply functional 

view; 

2. The Energy Supply Team's role in the process to evaluate and 

ultimately acquire the Hydros; 

3. How NorthWestern's recent Electricity Supply Resource 

Procurement Plans (the "2011 Plan" and the "201 3 Plan") provide 

the framework for considering and evaluating the acquisition of the 

Hydros; and 

4. How NorthWestern's Hydros Application and testimony meets the 

Montana Public Service Commission's ("Commission") regulatory 

standard of review for acquisitions like the Hydros and in particular 

the Minimum Filing Requirements for Utility Applications for 

Approval of Electricity Supply Resources established by the 

Commission's rules . 
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13 

14 A. 
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Owning the Montana Hydroelectric Generating Facilities 

(from an Energy Supply View) 

Briefly describe the hydroelectric generating facilities. 

The Hydros are comprised of 11 hydroelectric generating facilities 

(Thompson Falls, Kerr, Madison, Hauser, Holter, Black Eagle, Rainbow, 

Cochrane, Ryan, Morony, and Mystic), a water storage reservoir facility 

(Hebgen), and other re lated assets. These 12 facilities are operated 

under four Federal Energy Regulatory Commission ("FERC") licenses. 

Thompson Falls, Mystic, and Kerr each have a separate license. The 

remaining facilities are included in the Missouri-Madison Project license. 

Why is NorthWestern assuming a limited duration for owning the 

Kerr asset? 

Under a provision in the Kerr FERC license agreement, the Confederated 

Salish and Kootenai Tribes ("CSKT") has the right to purchase the Kerr 

facility as early as September 2015 (approximately one year after the sale 

between PPLM and NorthWestern is expected to close). NorthWestern 

does not have discretion as to whether the Kerr facility is sold to CSKT or 

its sale price. NorthWestern has assumed that CSKT will exercise this 

purchase option as soon as permissible, in September 2015. Accordingly, 

projected generation from the Hydros does not include Kerr generation 

beyond the beginning of September 2015. From closing until the Kerr 

facility transfers to CSKT, the estimated output from the Hydros is 

projected to be 3,572 gigawatt hours ("GWh") on an annualized basis. 
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5 Q. 

This output is reduced to an estimated 2,487 GWh per year after the sale 

of the Kerr facility to CSKT. As a reference, NorthWestern estimates a 

load-serving requirement of 6,562 GWh in 2016. 

Please describe the opportunity of owning the Hydros from an 

6 Energy Supply viewpoint. 

7 A. 

8 

In my opinion , this opportunity was a very welcome surprise . I knew there 

was an opportunity to buy the entire portfolio of PPLM generation assets 

9 (both the Hydro and thermal assets) but I was not very confident 

10 NorthWestern would be able to buy just the Hydros, although for the 

11 reasons described in this filing that was our clear preference. That said, 

12 this spring after much deliberation Northwestern submitted a $900 million 

13 bid to purchase only the Hydros. We made this particular offer, in part, 

14 because of increasing concern regarding the risks associated with a 

15 purchase consisting of both the Hydras and the thermal generation in 

16 Montana. Key risks from the supply perspective were the amount of 

17 excess power that the portfolio would have for an extended period (and 

18 thus exposure to market and revenue credit volatility) and greater 

19 exposure to environmental regulation related to the PPLM coal assets. 

20 

21 Q. How will the Hydros help address the portfolio's resource supply 

22 needs? 
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As discussed in the Prefiled Direct Testimony of Joseph M. Stimatz 

("Stimatz Direct Testimony"), the Hydros, together with the portfolio's 

existing supply resources, will go a long way in addressing our future 

electricity supply needs. As illustrated in Graph 1, once Kerr Dam is 

conveyed, on an annual basis the portfolio in light load hours is estimated 

to be just slightly long (supply slightly greater than demand). Graph 2 

provides the similar information only showing the Hydras' effect on helping 

address heavy load demand. For heavy load hours, NorthWestern will 

continue to be short (demand is greater than supply) but at a level that can 

be managed much easier and with less risk to our customers. 

Graph 1. 
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Q. 

A. 

Please discuss steps NorthWestern took after it made its Hydros bid. 

After the submittal of our bid and then learning our bid price was accepted 

3 by PPLM as the basis for further negotiations, NorthWestern worked hard 

4 on a variety of tasks prior to being comfortable with signing the purchase 

5 and sale agreement ("PSA") in September 2013. These tasks included: 

6 conducting confirmatory due diligence, modeling of costs and risks, and 

7 negotiating the PSA. The Prefiled Direct Testimony of Brian B. Bird ("Bird 

8 Direct Testimony") further describes this process. These tasks were 

9 necessary in order to get to the point that we were able to sign the PSA 

10 and move to the next phase - making a regulatory filing with the 

11 Commission for approval to include the Hydros in NorthWestern's rate 

12 base and therefore into the supply portfolio. 

13 

14 Q. 

15 A. 

Please discuss the electric supply portfolio's resource requirements. 

I will discuss the portfolio 's resource requirements from two perspectives: 

16 (1) an electricity supply portfolio without the Hydros; and (2) an electricity 

17 supply portfolio that includes the Hydros. Chart 1 below reflects the 

18 electricity supply portfolio without the addition of the Hydros, by quarter, 

19 from 2016 through 2020. NorthWestern has significant resource needs for 

20 meeting both off-peak and on-peak requirements, which continues to grow 

21 slightly over time as market contracts expire and load growth occurs. 

22 Note that these charts assume the Kerr project has been purchased by 

23 CSKT and thus its output is no longer part of NorthWestern. 
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Absent any add itional acquisitions or purchases, the average on-peak 

deficit is 405 average Megawatts ("aMW"). This deficit would likely be 

filled with market purchases at least unti l 2018, the earliest a new gas 

plant could be built and operational. 

Chart 1. 

NWE Supply Portfolio Net Position Without Hydro Facilities 
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As illustrated in Chart 2, the Hydros (without Kerr) significantly help 

address off-peak and on-peak resource requirements and greatly reduce 

the overall short position of the electricity supply portfolio. For the time 

period illustrated, the average off-peak long position is about 55 aMW. 
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The estimated on-peak short position is reduced to 121 aMW. Therefore, 

this acquisition wi ll significantly reduce reliance on market purchases 

(from an average 405 aMW to 121 aMW) and thus reduces market risk. 

Chart 2. 

NWE Supply Portfolio Net Position With Hydro Facilities 
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Please explain what you mean by market risk. 

As used in NorthWestem's Testimony and Application, market risk applies 

to th ree areas: physical reliability, short-term market price volatility, and 

long-term upward trends in market prices. Market risk causes 

NorthWestern to question the viability of relying too heavily upon market 
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I purchases for meeting the supply portfolio's resource requirements. This 

2 information is presented in more detail in the Stimatz Direct Testimony. 

3 

4 Q. Chart 2 indicates the supply portfolio will be long for small quantities 

5 of supply during off-peak hours. Does this present greater risk for 

6 NorthWestern's customers? 

7 A. No, because the magnitude of the portfolio's long position is much smaller 

8 than the short position without the Hydros, and is very manageable. From 

9 an overal l risk perspective, the long off-peak position offsets, to a degree, 

10 the short position in on-peak hours. In other words. the mixed position of 

II being long in off-peak hours and short in on-peak hours carries 

12 significantly less market ri sk than a position that is short in all hours. To 

13 manage the off-peak long position . NorthWestern will flatten the position 

14 through a combination of spot and term market sales (from hourly to 18 

IS months). 

16 

17 Q. Please discuss "opportunistic resources." 

18 A. "Opportunistic resources" are part of the 2011 and 2013 Plans. This term 

19 applies to existing generating assets that become available for acquisition 

20 by NorthWestern outside of the normal planning and procurement process 

21 which is typically directed at new resource alternatives. From a planning 

22 

23 

point of view. it is impossible to predict specifica lly what or when 

opportunistic resources wi ll become avai lable. but NorthWestern 
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Q . 

A. 

recognizes that it is important to evaluate these opportunities when they 

occur. The 2011 Plan described the potential benefit of pursuing 

opportunistic resources, in part because there is no development risk, no 

need for additional infrastructure (electric and/or natural gas), and they 

would come at a cost that is based upon their market value rather than 

new build costs. In addition, acquiring existing generation with a valuation 

based upon today's re latively low electricity commodity price results in a 

lower total valuation and therefore is a better value for our customers. 

How does the concept of opportunistic resources apply to the 

Hydros? 

Since the 2011 Plan was developed, NorthWestern kept the concept of 

opportunity resources, applicable to PPLM's assets, in mind. However, 

from a planning perspective, when the 2011 Plan was under development, 

the PPLM assets were not available and we could not, therefore, rely on 

the availabi lity of any of the PPLM assets as a viable supply option. We 

were faced with the need to replace the PPL Energy Plus, LLC ("PPL 

Eplus") seven-year supply contract, which expires in mid-2014. Using our 

2011 Plan as a reference, we were focused on three approaches to 

address the electricity supply portfolio's short position. These approaches 

were as follows: evaluating opportunistic resources if they became 

available, making new market contract purchases, and developing a 

combined cycle combustion turbine ("CCCr) generation facility. In early 
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1 2013, we began making market purchases to fill the portfolio's short 

2 position. In addition, we started the formal process of locating potential 

3 sites for a natural-gas-fired plant and identifying potential technologies. 

4 

5 Then, as discussed in the Bird Direct Testimony, the PPLM generation 

6 assets did become a viable option. From an energy supply standpoint we 

7 were presented with a rare opportunity - an opportunity to acquire 

8 predictable base load power from hydroelectric generation. We knew that 

9 the Hydros could provide the electricity supply portfolio with substantial 

10 long-term benefits including: lower supply market risk; greater resource 

11 adequacy and reliability; and a more diversified portfolio featuring these 

12 more environmentally responsible, lower fuel risk, supply resources. 

13 

14 With our success in reaching an agreement to acquire the Hydros, 

15 NorthWestern and our customers now have the opportunity to realize 

16 these benefits, subject to satisfactory Commission approval. 

17 NorthWestern's analyses demonstrate that acquiring the Hydros creates 

18 long-term value and lowers risks for our customers. From a supply 

19 perspective, this is why we enthusiastically pursued and ultimately entered 

20 into the transaction. 

21 
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Q. 

A. 

Q. 

A. 

Please discuss in more detail the long-term benefits that owning the 

Hydros will provide to NorthWestern's electricity supply portfolio 

and its customers. 

The long-term benefits fall into the following four general categories, which 

also reflect many of the "Goals and Objectives" of the Commission's 

Administrative Rules pertaining to NorthWestern's Electricity Supply 

Resources Planning and Procurement: 

• lower electricity supply market risk; 

• greater resource adequacy and reliability; 

• stable and reasonable prices and customer rates; and 

• a diversified portfolio of environmentally responsible resources. 

Please discuss how the Hydros contribute to a portfolio with lower 

electricity supply market risk. 

NorthWestern is concerned about a continued heavy reliance on market 

purchases for its future baseload resource and related capacity needs. 

Since the development of the 2011 Plan, our concern about market 

purchase risk has increased. Including the Hydros as part of our 

electricity portfolio significantly reduces the quantity of market purchases 

necessary to reliably meet our load-serving obligations and therefore 

lowers the amount of market risk in the portfolio. 
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Q. 

A. 

As discussed in the Stimatz Direct Testimony, NorthWestern recognizes 

the potential for increased short-term volatility and upward movement of 

electricity prices during a time when a variety of aggravating factors 

appear to be converging , including: the widespread development of 

variable resources in the region (diminishing the flexibility of the existing 

northwest power system); the closing of large thermal generation in the 

region, including the mothballing of the 150 MW Corette coal plant in 

Montana; the strong likelihood of additional · environmental regulations 

leading to higher operating costs, potential additional closures, and more 

limited new generation opportunities; and the recent commercialization of 

the Montana Alberta Tie Line. Taken as a whole , these factors are likely 

to increase the portfolio risk associated with market transactions and the 

more market purchases NorthWestern makes, the greater the portfolio 

risk. 

Why, in your view, is the risk associated with additional 

environmental regulations increasing? 

I will speak specifically about why NorthWestern believes the risk of 

greenhouse gas emissions regulations is increasing. The Environmental 

Protection Agency's ("EPA"), authority to regulate greenhouse gas 

emissions was bolstered by a 2007 Supreme Court decision holding that 

EPA already has authority under the Clean Air Act to regulate greenhouse 

gas emissions. On June 25, 2013, the Obama Administration issued its 
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Climate Change Action Plan, which has among its goals the reduction of 

greenhouse gas emissions from both new and existing fossil fuel-fired 

power plants. Pursuant to the Climate Change Action Plan, EPA issued 

proposed new source performance standards on September 20, 2013 

setting aggressive greenhouse gas emission standards for new fossil fuel

fired power plants. These standards are expected to be finalized in mid-

2014. EPA is also presently holding listening sessions regarding, and is 

preparing to publish, proposed emission guidelines for existing power 

plants by June 2014, with final guidelines for such facilities expected by 

June 2015. According to the Climate Change Action Plan and the Clean 

Air Act, the individual states must then submit plans to implement those 

guidelines for existing plants by July 2016. 

It is clear that the level of attention being given to domestic emissions of 

greenhouse gases has been growing at the federal, regional, and state 

levels. Regardless of a person's view regarding the science of climate 

change, for the foreseeable future the prospect is for increasing regulation 

of emitters of greenhouse gases. The Hydros do not combust fossil fuels 

and, therefore, do not produce the greenhouse gases that EPA proposes 

to regulate. As a result, acquisition of the Hydros eliminates the risks and 

costs associated with the regulation of carbon for the 38% of the portfolio 

that NorthWestern estimates the Hydros will serve. 
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Q. 

A. 

How do the Hydros contribute to Gre(iter Resource Adequacy and 

Reliability? 

A critical obligation of NorthWestern is its management of the electricity 

supply portfolio to ensure an adequate and reliable portfolio. Electricity 

market purchases in 2012 accounted for about 55% of the total energy in 

the electricity supply portfolio. For comparison purposes, the Hydros will 

generate an estimated 284 average annual megawatts (after the transfer 

of the Kerr Dam to CSKT) and will meet approximately 38% of 

NorthWestern's current 740 average annual megawatts of load. 

In 2016, if NorthWestern is unable to close on the Hydros, about 48% of 

the total electricity supply portfolio will need to be filled from market 

purchases. This is compared to only requiring about 10% of the overall 

portfolio needs from market purchases with the addition of the Hydros. 

From my perspective, the benefits are clear: The Hydros enhance the 

portfolio by replacing substantial market risk; they create long-term value; 

and they help insulate the portfolio from numerous supply and demand 

variables that influence market prices and are clearly beyond the control of 

NorthWestern, the Commission, and the state of Montana. 

Given the uncertainty surrounding the availability, reliability, and cost of 

future electricity market purchases, owning and controlling the Hydros will 

allow NorthWestern to have a greater degree of certainty regarding 
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Q. 

A. 

resource adequacy and reliability. The Hydros, even without the Kerr 

generation, allow NorthWestern to significantly reduce the level of market 

exposure and replace market risk with long-term, stably priced, renewable 

generation. 

How do the Hydros contribute to providing stable and reasonable 

prices and customer rates? 

As noted earlier in my testimony, the 2011 Plan discussed three primary 

approaches to meeting resource adequacy - market purchases, a CCCT, 

and opportunistic resources. The Hydros would contribute significantly to 

more stable and predictable customer rates compared to a CCCT facility 

or market purchases. 

Reliance on the market, by its nature, leaves customers exposed to the 

volatility of market prices. The greater the amount of market purchases 

that make up the portfolio, the greater amount of volatility the portfolio will 

likely have and therefore the less stable the rates will then be. The 

addition of a CCCT to the portfolio will partially address this risk issue, but 

the electricity market risk would be replaced to a large degree by the risk 

associated with fuel price volatility. A portfolio that includes the Hydros 

will decrease the amount of market or fuel price risk and therefore provide 

much more stable customer rates. 
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Acquisition of the Hydros will result in an estimated rate increase in the 

2 first year of about 4.22%. This is described in the Prefiled Direct 

3 Testimony of Patrick J. DiFronzo ("DiFronzo Direct Testimony"). After the 

4 initial short-term increase, supply costs are forecast to be lower with the 

5 addition of the Hydros than they would be with the addition of a CCCT or 

6 market purchases. The costs and risks of the three alternative supply 

7 portfolios are discussed later in my testimony and in the Stimatz Direct 

8 Testimony. 

9 

10 The cost of the Hydros compared to the costs of the other two resource 

11 alternatives is readily discernible if one looks at each of their respective 

12 costs graphically. A comparison of the long-term stand-alone annual and 

13 levelized costs on a per-megawatt-hour ("MWh") basis for the three 

14 resource alternatives is presented in Graph 3 below. While the costs of 

15 the CCCT and the Market Only alternatives increase over time, the cost of 

16 the Hydros is forecast to remain stable. The value of the Hydras from a 

17 price stability perspective is clear. Since the Hydros will comprise about 

18 38% of the portfolio's needs, they will provide a significant contribution to 

19 the provision of a stably priced electricity portfolio. The Prefiled Direct 

20 Testimony of Travis E. Meyer ("Meyer Direct Testimony") provides the 

21 basis for this graph. 

22 
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Hydro Assets Deterministic Comparison 

to Re source Alternatives 
(all scenarios exclude market interaction to balance portfoliowith load) 

- Hydr 0 Asse ts Stoln da!one: le:veH:ed 555. 27 
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Please explain how the Hydros contribute to a diversified portfolio of 

environmentally responsible resources. 

Owning the Hydros diversifies NorthWestern's electri city supply portfolio in 

two ways . First, the Hydros provide a significant amount of generator 

diversity with 11 separate hydroelectric generating facilities. Individually, 

the Hydros include multiple generating units, are situated in two river 

basins covering both sides of the Continental Divide, and are dependable, 

with a history of strong and reliable operating performance, low variable 
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operating costs, and favorable environmental qualities. See the Prefiled 

2 Direct Testimony of William T. Rhoads ("Rhoads Direct Testimony") and 

3 the Stimatz Direct Testimony for more detail. 

4 

5 Second, they will create a diverse portfolio of more environmentally 

6 responsible electricity supply resources. Since the Hydros produce zero 

7 carbon emissions, the portfolio 's exposure to carbon regulation is 

8 diminished. As shown in Table 1 below, the supply portfolio , with the 

9 inclusion of the Hydros, is expected to be comprised of about 50% 

10 renewable or non-thermal generation. The renewable component is made 

11 up of the Hydros, other hydro generators under power purchase 

12 agreements, and wind (both owned and contracted, including Qualifying 

13 Facility contracts). The result is a diversified electricity supply portfolio 

14 well suited to address future environmental regulatory challenges and 

15 meet our customers' electricity needs for generations to come. 

Table 1. 

NorthW·este rn Energy 

Electri city Supply Resource Types. 

Coal (Colst rip) 
Pe t Coke & Waste Coal (QF Contracts ) 

Natu ra l Gas 
Marke t Pu rchase s" 
Wind 
Hyd ro 
Total 

"Unallocated to coa l/hydro 
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1% 

10% 

12% 

39% 

100% 
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Q. 

A. 

Q. 

A. 

Can the entirety of the benefits that the Hydros will provide the 

electricity portfolio come from any of the other resources 

NorthWestern identified in its 2011 or 2013 Plans? 

No. These benefits, taken as a whole, are explicitly related to owning and 

controlling large-scale hydroelectric generation facilities already built and 

fully integrated within our service territory. Given the virtual certainty that 

no new large-scale hydro generation will be developed in Montana, or 

indeed in the region, the ability of our electricity portfolio to realize these 

benefits can only come about from the acquisition of the Hydros. This is 

almost certainly a true once-in-a-lifetime opportunity which NorthWestern 

supports very strongly and hopes that the Commission will also support. 

Energy Supply's Evaluation Process for Hydros Acquisition 

Please describe how the Energy Supply Team at NorthWestern 

participated in the evaluation of the Hydros. 

NorthWestern's Energy Supply Team was responsible for performing key 

tasks that were integral to the evaluation of the Hydros - both pre- and 

post-bid submittal. I will discuss these tasks in more detail. Energy 

Supply: 

1. Conducted due diligence which included site inspections at each of 

the Hydros facilities; 

2. Performed a market-based Discounted Cash Flow ("DCF") Analysis to 

assist in determining a value for the Hydros; and 
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3 

3. Evaluated electricity supply-related economic metrics associated with 

purchasing the Hydros and including them in the supply portfolio. 

4 Energy Supply Due Diligence 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

Q. 

A. 

Please describe the overall approach Energy Supply took in 

conducting its due diligence on the Hydros. 

In order to calculate a valuation , NorthWestern first needed to understand 

the condition of the hydroelectric generation assets, identify risks, and 

incorporate pertinent costs into its valuation models. At the beginning of 

its due diligence, NorthWestern reviewed a substantial amount of data 

including information on plant operations, maintenance, and engineering 

activities. Starting with PPLM's Confidential Information Memorandum 

("CIM"), NorthWestern also reviewed for reasonableness historical and 

forecast capital expenditures and O&M budgets. Much of this due 

diligence took place prior to the submittal of NorthWestern's bid but also 

continued throughout the summer of 2013, up until the finalization of the 

PSA. This post- bid due diligence was very helpful in confirming our bid 

value and identifying issues to address in the PSA. See the Rhoads and 

Stimatz Direct Testimonies for more detail. 

Energy Supply is very fortunate to have talented employees with extensive 

experience with these Hydros from their time with The Montana Power 

Company ("MPC") and in one instance with PPLM. We also have an 
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Q. 

A. 

employee who helped lead the FERC relicensing process for many of the 

generation facilities for MPC. This level of internal hydro experience (in 

marketing, engineering, operations, and licenses) provided NorthWestem 

with a significant body of knowledge that allowed us to efficiently conduct 

due diligence including being able to evaluate the information from 

PPLM's CIM with a critical eye. In addition to our internal team, 

NorthWestern also assembled consultants to provide expertise, 

experience, and analysis concerning legal, engineering, and 

environmental subjects. 

What conclusions did NorthWestern reach after completing its due 

diligence on the Hydros? 

The due diligence provided NorthWestem with the basis for developing 

the $900 million bid which was based upon a reasonable set of 

assumptions that included: longevity of the hydroelectric generation 

assets, estimates of operating expenses, expected capital investment, and 

safety of the facilities. As I noted previously, due diligence continued 

throughout the summer and resulted in NorthWestern gaining further 

confirmation of the valuation assumptions. Specifically, Northwestern 

concluded : 

• PPLM has made significant operational, maintenance, and capital 

investment in the hydroelectric generation assets; 
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• The environmental programs are effectively managed and budgeted 

2 under the terms and requirements of the FERC licenses; and 

3 • The $900 million purchase price was deemed fair and consistent with 

4 other valuation methodologies. 

5 The Rhoads Direct Testimony, which provides greater detail on the due 

6 diligence, best sums up Energy Supply's conclusions: These Hydro Assets 

7 have the capability, the reliability, and the longevity to serve NorthWestem's 

8 customers well into the future. 

9 

10 DCF Model 

11 Q. Please describe the process Energy Supply undertook in developing 

12 a valuation of the Hydros. 

13 A. The Bird Direct Testimony discusses the framework that led to a bid of 

14 $900 million, including a description of the three models that were used to 

15 ultimately help NorthWestern determine a bid . Energy Supply was 

16 responsible for developing the DCF model. This DCF analysis provided 

17 the basis for two subsequent models - the Long-Term 30-Year Revenue 

18 Requirement Model and the First-Year Rate Impact Model which are 

19 referenced and further described in the Meyer and DiFronzo Direct 

20 Testimonies. The Stimatz Direct Testimony provides the detail of the DCF 

21 model. In his testimony Mr. Stimatz notes that there are four important 

22 categories for estimating future cash flows: revenues, operating and 

23 administrative expenses, capital expenditures, and terminal value. 
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1 Q. 

2 A. 

3 

Why did NorthWestern use a DCF model to help value the Hydros? 

NorthWestern used this approach because it provided a reflection of the 

value a third party would place on the Hydros. The DCF analysis allowed 

4 NorthWestern to gain an appreciation of the value PPLM and potential 

5 bidders would associate with the Hydros. However, while it was 

6 necessary to model the value of the Hydros in a way that was consistent 

7 with how others would value them, it was also critical to understand the 

8 effect on the portfolio's costs compared to other viable portfolio's costs. 

9 This analysis was necessary in order to determine whether the acquisition 

10 of the Hydros at $900 million was the best alternative for customers. The 

11 effect this transaction would have on the electricity portfolio, compared to 

12 other realistic portfolio alternatives, was always at the forefront of our 

13 internal discussions. The Meyer, DiFronzo, and Stimatz Direct 

14 Testimonies discuss these issues in more detail. 

15 

16 Q. 

17 

18 A. 

How were the operating and administrative expenses, and the capital 

expenditures, determined? 

The seller's CIM provided the base assumptions. NorthWestern's due 

19 diligence, which I discussed earlier in my testimony, reviewed these 

20 assumptions. 

21 

22 Q. How were the revenues estimated? 
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Q. 

A. 

The Stimatz Direct Testimony provides detail on the derivation of the 

market price, with a future price adjustment for carbon, and the market 

price basis differential between the Mid C market and NorthWestem's 

purchase price, that was used in the calculation. Historical averages were 

used in calculating the generating production for the Hydros, coupled with 

an adjustment of Rainbow and Cochrane output to reflect the Rainbow 

redevelopment project. Finally, Kerr output and costs were excluded after 

the assumed conveyance date in early September 2015. 

NorthWestern included a terminal value to estimate long-term value 

of the Hydros beyond the 20-year DCF model. Please discuss why 

NorthWestern believes that the longevity of these assets supports 

this terminal value. 

The Rhoads Direct Testimony provides detailed discussion on the 

estimated longevity of these assets. In summary, he notes that past and 

planned future investment in the assets supports operations well into the 

future and beyond the 40-year depreciable asset life used to compute the 

revenue requirement model in this filing. NorthWestem and its consultant 

expect the forecast capital and maintenance budgets to be sufficient to 

adequately fund plant operations and maintain the facilities well into the 

future. The due diligence assessment also concludes that the FERC 

regulatory process will help ensure long-term structural adequacy, as it 

has to date, and that the current operational condition of the projects' 
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Q. 

A. 

generation and auxiliary systems are sound and will effectively be 

supported by the planned investment levels forecast for the next 30 years. 

Did Energy Supply attribute any additional value to the Hydros 

beyond the revenues discussed above? 

No, not when it developed its bid last spring. NorthWestern's conservative 

approach did not attribute any explicit additional value beyond the direct 

contribution that the output from the Hydros provides. However, as 

discussed in the Stimatz Direct Testimony, NorthWestern has since 

determined that these facilities will be able to self-provide spinning 

reserves. This is estimated to contribute about a $2 million reduction in 

the first year revenue requirement. See the Meyer and Stimatz Direct 

Testimonies for more detail. 

Moreover, while NorthWestern did not attribute any other incremental 

value, we believe over time there likely will be additional value to the 

portfolio from the Hydros that has not been identified or estimated at this 

time. In part to identify this value, NorthWestern will be further developing 

its resource optimization function and will seek additional economic 

efficiencies through optimizing its entire portfolio. The greater number of 

physical assets the supply function controls, such as the hydro assets, the 

greater the potential to extract efficiencies for the entire supply portfolio. 
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1 Q. Did NorthWestern explicitly incorporate PPLM's hydro employees 

2 and their costs in its evaluation? If so, how? 

3 A. Yes it did. PPLM's hydroelectric employees are skilled and dedicated and 

4 are very important to the successful transition and future operations of 

5 these facilities. NorthWestern's O&M and administrative and general 

6 overhead expense estimates reflect the transfer of identified PPLM 

7 employees at wages and benefits comparable to what they now earn. 

8 The Prefiled Direct Testimony of Kendall G. Kliewer provides additional 

9 discussion on compensation for these PPLM employees. 

10 

11 Electricity Supply-Related Economic Metrics for Evaluating the Hydros 

12 Q . 

13 

14 A. 

Please discuss the metrics NorthWestern used in evaluating the 

purchase of the Hydros. 

There are several metrics, in addition to the bill impact that is presented in 

15 the DiFronzo Direct Testimony, NorthWestern used in reviewing the 

16 Hydros. NorthWestern evaluated: 

17 • A total portfolio cost comparison with three distinct portfolio 

18 alternatives: (1) existing supply resources plus all market 

19 purchases needed to meet load requirements (the "Current" 

20 portfolio); (2) existing supply resources plus the addition of a 

21 CCCT and all necessary market transactions ("Current plus CC" 

22 portfolio); and (3) existing supply resources plus the Hydros and all 

23 necessary market transactions ("Current plus Hydro" portfolio); and 
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portfolio); and (3) existing supply resources plus the Hydros and all 

necessary market transactions ("Current plus Hydro" portfolio); and 

• A stand-alone resource cost comparison which looks at the 

levelized cost of: 

o the Hydros, on a per-MWh basis, 

o a CCCT (239 MW effective and economically dispatched) 

on a per-MWh basis, and 

o market purchases sufficient to meet portfolio requirements. 

These metrics can be modeled and considered both without explicitly 

incorporating risk and with incorporating risk (deterministic and stochastic 

analyses respectively).1 

Q. Did NorthWestern employ a stochastic analysis at the time of the 

initial valuation? 

A. No. While risk was modeled in past electric procurement plans and in the 

Spion Kop evaluation using the GenTrader model , NorthWestern did not 

have a stochastic model available in June 2013. In 2012 NorthWestern 

began investigating alternative stochastic models and eventually 

purchased Ascend Analytics' PowerSimm model to support our planning 

and acquisition processes. However, before we could use the 

PowerSimm model we had to input extensive amounts of data and also 

conduct output validation tests. For the initial bid analysis NorthWestern 

1 Deterministic analysis refers to the lack of randomness in the modeling. Conversely, stochastic analysis 
refers to the application of probabilities to certain key variables that results in the identification and 
valuation of risks. 
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Q. 

A. 

Q. 

A. 

favorably with the Current plus CC and market purchases alternatives 

even using the rnore conservative evaluation rnethodology. 

Why is deterministic analysis more conservative than stochastic 

analysis? 

As discussed earlier in my testimony, one of the benefits of the Hydros 

acquisition is that it removes a large amount of market price or fuel price 

risk from the supply portfolio. The deterministic analysis treats forward 

market and fue l prices as though they are fixed and certain. This has the 

effect of undervaluing the Hydros relative to the Current portfolio and the 

Current plus CC portfolio, which retain significantly more market price or 

fuel price risk. 

Why did NorthWestern discontinue using the GenTrader model? 

This change in risk evaluation models was partially in response to 

Commission comments on the 2011 Plan. See Docket No. N2011 .12.96, 

Written Comments, ~~ 15-16. Specifically, the Commission requested that 

NorthWestern look at an alternative resource planning and risk evaluation 

model. NorthWestern recognized some of the limitations of the 

GenTrader software and was interested in a model that allowed for 

expanded capabilities including the ability to define and associate more 

variables in the modeling environment. Fortunately, the selection of 

Ascend Analytics' PowerSimm included improved capability to model the 
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Q. 

A. 

Q. 

A. 

characteristics of hydroelectric generation as well as weather - both of 

which are important factors. Unfortunately, the transition to PowerSimm 

was underway when the Hydros acquisition process was initiated by 

PPLM. 

Did NorthWestern consider portfolio risks during the period that the 

valuation was developed? 

Yes. NorthWestern evaluated relative risks of the three alternatives 

described above, just not in a formal modeling environment. Our 

subjective assessment of the relative risks, described in the Prefiled Direct 

Testimony of Robert C. Rowe ("Rowe Direct Testimony"), clearly ranks the 

Hydros, using a variety of different measures, as the lowest-risk resource 

alternative. 

What are the results of the stand-alone deterministic modeling? 

The deterministic analysis shows that on a stand-alone basis, the Hydros 

are significantly less expensive than the CCCT alternative. The 30-year 

levelized cost of the Hydros was estimated to be $56.27/ MWh, whi le the 

30-year levelized cost of the CCCT was estimated to be $87.76/MWh. 

Although NorthWestern does not view reliance on the market for all future 

needs as a viable alternative, for comparison purposes we calculated the 

cost of the market purchase alternative. The 30-year levelized cost of 

market purchases was estimated to be $64.17/MWh. See the Stimatz 
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Q. 

A. 

Direct Testimony for a discussion regarding the viability of the market C 
altemative. Graph 3, previously presented; illustrates the expected costs 

over time for each of these stand-alone resource altematives. 

What were the results of the deterministic analysis that considered 

the Hydros within the context of the electricity supply portfolio in 

load resource balance? 

From a portfolio perspective, the Hydros also compared favorably. On a 

30-year levelized basis, the cost of the portfol io including the Hydros 

combined with all market interactions (buying and selling power) 

necessary to meet load was estimated to be $64.92/MWh. The 30-year 

levelized cost of the portfolio which inclucfed a CCCT combined with all 

market transactions necessary to meet load was estimated to be 

$71 .66/MWh. The market scenario cost for the portfolio scenario is the 

same as in the stand-alone scenario - $64.17/MWh or $O.75/MWh lower 

cost compared to the Hydros. Graph 4 below shows the costs over time 

of each of the three scenarios from a portfolio perspective. 
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Did NorthWestern consider relying on short-term market purchases 

and then buying the Hydros at a later date when market prices 

increased? 

No, because it was not a realistic option. NorthWestern was confronted 

with a simple choice - either bid on the Hydros at this time or forego this 

opportunity. If NorthWestern had either chosen not to attempt to purchase 

them or had not developed a successful bid, or if the Commission does 

not approve this application, these assets will like ly be sold to another 

entity. If the Commission does not approve NorthWestern's Application, 
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we will remain a price taker - that is purchasing significant quantities of 

electricity supply at the prevailing market price. In addition , even if the 

assets were available for sale at a time when market prices were higher, 

the price NorthWestern would have paid to acquire the assets would also 

be correspondingly higher. 

NorthWestern's Hydros valuation reflects the currently lower market 

prices. NorthWestern was able to value these assets at a comparatively 

low price because the current and forecast market price is currently at a 

relatively low level, compared to recent years. Historical market forecasts 

are presented in Graph 5 below. The June 7 market curve, upon which 

NorthWestern's Hydro bid valuation is based, is the same curve used in 

the 2013 RPP Base case. The other forecasts presented below were 

used in past electric procurement plans. The 2013 curve is lower than any 

of the previous curves. 

Did NorthWestern explicitly model risk (stochastic) and evaluate the 

effects on the portfolio using the same resource alternatives? 

Yes. Once the PowerSimm model became operational , we assessed the 

alternatives from a risk-adjusted perspective which is consistent with the 

approach taken in the 2011 and the 2013 Plans as well as in previous 

planning cycles. The results from the stochastic modeling are consistent 

with NorthWestern's initial valuation of risks - the Hydros provide strong 
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Please summarize the risk adjusted or stochastic model ing results of 

the th ree resource alternatives. 

Simulations of portfolio performance from both a cost and risk perspective. 

using the same three resource alternatives, demonstrate that the Hydras 

alternative lowers both the portfolio's cost and risk when compared to the 

other portfolios. Total portfolio costs are lower because the volume of 

energy generated fram the Hydros replaces market purchases and the 
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portfolio; therefore, the Hydros alternative has lower market risk, fue l price 

volatility, and carbon costs - all factors which affect the market and CCCT 

alternatives. NorthWestern also modeled the variability of hydro 

generation from year to year and month to month in its stochastic analysis. 

The Stimatz Direct Testimony provides discussion of the portfolio 

simulations that incorporate numerical representations of risk associated 

with the three scenarios. 

Table 2 below demonstrates the 30-year net present value ("NPV") of the 

three alternative resource portfolios and calculates the costs of these 

portfolios with the inclusion of risk premiums produced from the 

PowerSimm model. Costs are shown by current portfolio components and 

variable operating costs, including market purchases, with capital 

expenses and fixed operating costs added for the combined cycle and 

hydro resources. The risk premium is significantly smaller for the hydro 

portfolio than the other two portfolios. The results from the stochastic 

analysis show the Hydros alternative has lower costs and risks compared 

to the other two portfolios. 

What conclusions did NorthWestern reach after reviewing the 

stochastic analysis? 

There were several. First, the stochastic analysis confirms the subjective 

evaluation of risks NorthWestern performed at the time the bid was 
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1 submitted to acquire the Hydros and discussed in the Rowe Direct 

2 Testimony. Second, while the costs of purchasing from the market are 

3 forecast to be less in the short term, over the long term the Hydros on a 

4 risk-adjusted basis provide significantly greater value - estimated to be 

5 $373 million ($6,229M less $5,856M). And third , acquiring the Hydros at 

6 the $900 million purchase price compared to the two resource alternatives 

7 is the best way to meet NorthWestern's customers' needs, over the long 

8 term, at the lowest total ri sk-adjusted cost. 

Table 2. 30-Year NPV Total Portfolio Costs, Risk Adjusted 

$7,000 I $6,229M I $6,234M $5,856M 

$6,000 $45 1 $380 
$247 i 346 

$5,000 $1,381 

<1\ $4,000 
Risk Prem ium 

c: 
0 

$4,502 $4,232 New Fixe d + Capital -
~ $3,000 <J> 

$2,952 Residual Value 

• Variable + Market 
$2,000 

• Exist ing Fixed + Capita l 

$1 ,000 
$1,276 $1,276 $1,276 

$-

Curren t Current + CC Current + Hydro 

9 Q. Please discuss the risk premium differentials. 

l 
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There is $204 million of risk reduction ($451 - $247 = $204) associated C 
with the Current plus Hydro scenario compared to the Current (base case) 

scenario. This is a function of the difference in the volume of market 

purchases and the associated price uncertainty of those purchases. In the 

Current plus CC scenario, although the market risk exposure is reduced 

because of the CCCT's displacement of market purchases, fuel risk is now 

incorporated . See the Stimatz Direct Testimony for a more detailed 

description of the stochastic modeling process and results. 

Electricity Supply Resource Procurement Plans' Guidance 

How did the existence of NorthWestern's 2011 Plan and 2013 Plan 

help guide NorthWestern's acquisition of the Hydros? 

While the 2011 Plan was being developed and processed, NorthWestem 

viewed the opportunity to purchase the PPLM assets as unlikely. 

However, opportunistic resources, which by their definition are unknown 

when a plan is developed, were incorporated into the 2011 Plan. In early 

2013, NorthWestern did not expect the 2013 Plan to include consideration 

of the Hydros. This obviously changed with the successful negotiation 

and execution of the PSA. As a result , the 2013 Plan does incorporate the 

Hydros and compares this scenario with both the market purchase and 

CCCT portfolios. The lowest risk-adjusted portfolio cost contains the 

Hydros. 
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NorthWestern submitted the Hydros bid to PPLM on July 1, 2013. The 

2011 Plan, along with Commission comments, are relevant to that time 

period. The 2011 Plan provided the framework for an orderly rebuilding of 

the vertically integrated utility and identified market purchases, opportunity 

resources, and a CCCT as the likely alternatives to replacing the PPL 

Eplus seven-year agreement scheduled to end in mid-2014. The 2011 

Plan provided the risk inputs, resource needs, and the framework for 

evaluating the potential effects of the Hydros on the portfolio. The 2011 

Plan identified key risks affecting NorthWestern's electricity supply 

portfolio, which included market price volatility, environmental regulations 

(primarily related to greenhouse gas), and fuel price risk. The 2013 Plan 

updates the risk inputs. 

Is the acquisition of the Hydros consistent with NorthWestern's 2011 

Plan? 

Yes. The acquisition of the Hydros helps address the resource needs 

identified in the 2011 Plan, provides a greater diversity in the portfolio as 

called for in the 2011 Plan, and provides mitigation of risks identified in 

this Plan. I am therefore comfortable stating that the Hydros acquisition is 

consistent with the 2011 Plan. 
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Are there any differences between the 2011 Plan and the 2013 Plan 

that affect your comparison of the Hydros with the other supply 

resource scenarios? 

There are. The first difference is the increased urgency in the 2013 Plan 

to acquire supply to address the termination of the PPLM seven-year 

contract in mid -2014. Absent the acquisition of the Hydros, NorthWestern 

must, at least in the short- to medium-term, acquire additional supply 

through market purchases. The second difference is that NorthWestern 

views a long-term reliance on substantial quantities of market purchases 

as a great deal more risky in the 2013 Plan. Market purchases, especially 

over the long term and in the quantities necessary to meet the portfolio's 

needs, create greater portfolio risk and cost. In other words, there is a 

significant change in the amount of risk that ongoing reliance on large 

quantities of market purchases presents to the supply portfolio. 

Did NorthWestern evaluate reliance on market purchases to address 

the portfolio need identified in the 2013 Plan? 

Yes. Even though NorthWestern questions the long-term viability of this 

alternative, exclusive reliance on market purchases is modeled as one of 

the three portfolio scenarios. The CCCT scenario also includes market 

purchases through 2017 when a gas plant is assumed to be operational 

by 2018. 
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One of the purposes of NorthWestern's resource planning 

requirements under the Commission's administrative rules is 

described in ARM 38.5.8219 - Risk Management and Mitigation. 

Please explain how the acquisition of the Hydros helps manage and 

mitigate the risks to NorthWestern's electricity supply portfolio, and 

ultimately to its electricity customers. 

I think of risk management and mitigation as the reduction of uncertainty 

while addressing the supply needs of the portfolio. NorthWestern is 

charged with providing retail electricity customers in Montana with both a 

low-cost and low-risk portfolio. These two goals are often mutually 

exclusive and in competition with one another. Therefore, NorthWestern 

must consider how to balance cost and risk while recognizing that 

minimizing the impact of one factor usually comes at the expense of 

increasing the impact of the other. 

NorthWestern, in acquiring the Hydros, has struck an appropriate balance 

between minimizing the short-term cost of the portfolio and minimizing the 

portfolio's long-term cost and risks. NorthWestern, after considering the 

three alternatives for addressing the portfolio 's requirements, strongly 

believes that acquiring the Hydros is the best alternative for balancing 

costs and risks. 
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Regulatory Standard of Review 

NorthWestern is requesting the Commission approve this PPLM 

Hydro Assets Purchase Application in its entirety. What are the 

relevant standards that NorthWestern must address in this 

Application? 

In order to approve NorthWestern's Application, § 69-8-421 (6)(c), MCA, 

provides that the Commission must find that the approval of the 

Application is: (1) in the public interest; (2) consistent with the 

requirement that utilities provide adequate service at just and reasonable 

rates, as provided in § 69-3-201, MCA; (3) consistent with the resource 

planning and procurement guidelines and objectives of § 69-8-419, MCA; 

and (4) consistent with applicable Commission rules implementing § 69-8-

419, MCA through § 69-8-421, MCA. 

Has NorthWestern met the statutory and regulatory requirements 

necessary for the approval sought by this Application? 

Yes. My testimony discusses the relevant requirements and how 

NorthWestern has met them. 

Let's turn to the first of these four requirements. Please explain why 

the Hydros purchase is in the public interest. 

While "public interest' is not a defined term in statute or rule, 

NorthWestern has presented through this Application and its testimony, 
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1 substantial evidence that acquisition of the Hydros is in the public interest. 

2 In Docket No. 02011.5.41, Order No. 71591 , the Commission found that 

3 for the acquisition of a resource under § 69-8-421 , MCA, the public 

4 interest threshold is met "if the benefits outweigh the risks to [customers]." 

5 As discussed throughout this testimony, and in the Rowe Direct 

6 Testimony, the benefits from acquiring the Hydros include: 

7 • The Hydros are a proven and reliable source of non-carbon emitting 

8 physical generation located within NorthWestern's service territory. 

9 Further, this is a rare opportunity to own and operate this generation. 

10 • Because the Hydros are already constructed, with no current need for 

11 additional transmission infrastructure, there is no development risk. 

12 • NorthWestern will be a good steward of the Hydros and will continue 

13 the environmental, recreation, and fisheries obligations as set forth by 

14 the hydro licenses. 

15 • NorthWestern will provide comparable pay and benefits to the current 

16 PPLM Hydro employees, maintaining economic stability to Montana. 

17 • The Hydros will substantially reduce reliance upon market purchases 

18 frorn 48% to about 10% of the portfolio and will therefore lessen the 

19 portfolio's exposure to market risk. 

20 • The Hydros will diversify the electric supply portfolio with respect to: 

21 (1) generating technology; (2) reduced carbon emissions; (3) fuel 

22 source; and (4) amount of market purchases which is presented earlier 
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I in this testimony. Table 1 provides a breakout of resource type 

2 showing: 

3 0 The portfolio will be over 50% renewable; 

4 0 Less than 50% of the portfolio will have exposure to fuel price 

5 volatility; and 

6 0 Exposure to potential carbon regulation is significantly 

7 diminished. 

8 • NorthWestern's financial health will be enhanced which, as discussed 

9 in the Bird Direct Testimony, will reduce the cost of capital for 

10 NorthWestern to the benefit of customers. 

I I • The addition of the Hydros to NorthWestern's rate base will provide a 

12 lower long-term risk-adjusted portfolio cost and greater rate stability 

13 compared to market purchases or a CCCT. 

14 • Finally, acquiring the Hydros will help advance Montana's public policy 

15 of encouraging the presence of more renewable generation in 

16 electricity supply portfolios, and, specifically, will support the State 

17 Legislature's policy finding that: "(3) increased use of renewable 

18 energy will enhance Montana's energy self-efficiency and 

19 independence;". § 69-3-2002(3), MCA. 

20 

21 Q. Will the Hydros qualify as a renewable resource under Montana's 

22 Renewable Portfolio Standard (" RPS")? 
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A. 

No. While the Hydros are renewable, they do not meet the definition of a 

qualifying eligible renewable resource under the RPS statute. The Hydros 

are renewable in the sense that they do not consume fossil fuel or emit 

carbon, and as such they insulate customers from the risk of future carbon 

regulation and fuel price risk. 

Let's turn to the second requirement. Please explain why acquisition 

of the Hydros is consistent with the requirement that NorthWestern 

provide adequate service at just and reasonable rates, as provided 

for in § 69-3-201, MeA. 

Section 69-3-201, MeA, consists of two requirements: (1) that every 

public utility furnish "reasonably adequate service and facilities ," and (2) 

that the resulting charge to customers be "reasonable and jUst." The due 

diligence performed on the hydroelectric generation assets and discussed 

in the Rhoads Direct Testimony supports NorthWestern's conclusion that 

these assets will be operating well into the future. The hydroelectric 

generation assets are a proven technology with a long operating history, 

maintained and operated in accordance with applicable regulatory and 

industry standards. Therefore acquisition of the Hydros is entirely 

consistent with providing reasonably adequate service and facilities to 

NorthWestern's customers. 
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Similarly, the resulting rates will be just and reasonable. As already 

discussed, NorthWestern's portfolio will be substantially short of supply 

and resources must be acquired to achieve portfolio balance. 

NorthWestern compared the Hydros to the two resource alternatives 

identified in the 2013 Plan that address the portfolio's need. On a risk

adjusted basis, the Hydros are the lowest cost alternative. 

Now let's turn to the third requirement. Please discuss how the 

acquisition of the Hydros is consistent with the resource planning 

and procurement guidelines and objectives found in § 69-8-419, 

MeA. 

Section 69-8-419(1), MCA, directs NorthWestern to: (a) plan for future 

electricity supply resource needs; (b) manage a portfolio of electricity 

supply resources; and (c) procure new electricity supply resources when 

needed. In carrying out these fundamental responsibilities, § 69-8-419(2) 

MCA, contains five objectives NorthWestern must pursue in planning, 

managing, and procuring electricity resources, four of which are relevant 

to this Application. The other objective relates to the utility using an open, 

fair, and competitive procurement process whenever possible. As 

discussed below, this last objective is not applicable. 

The first objective directs the utility to provide "adequate and reliable 

electricity supply service at the lowest long-term total cost." Section 69-8-
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419(2)(a), MeA. I have previously addressed how the Hydras result in 

adequate and reliable service. In looking at the likely universe of resource 

alternatives identified in the 2011 and 2013 Plans, the Hydros provide, on 

a risk-adjusted basis, the lowest long-terrn total cost portfolio and are also 

the lowest cost alternative when evaluated using a deterministic stand

alone resource analysis. 

Second, the utility must "conduct an efficient electricity supply resource 

planning and procurement process that evaluates the full range of cost

effective electricity supply and demand-side management options." 

Section 69-8-419(2)(b), MeA. Both the 2011 and the 2013 Plans include 

cost-effective demand-side management options which are incorporated 

as supply resources. These Plans also considered and evaluated 

resources that could reasonably address the portfolio's current and 

forecast supply requirements. The 2013 Plan provides an evaluation of 

baseload resource alternatives and includes them in stochastic portfolio 

analyses. 

Third, the utility should manage and mitigate risks. Section 69-8-419(2)(c), 

MeA. Risks associated with the electricity supply portfolio and resource 

alternatives are identified in both the 2011 and 2013 Plans. Increasing 

market uncertainty and environmental changes are key risks in the Plans. 

The Hydros will help mitigate both of these risks. As discussed previously, 
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Q. 

A. 

the Hydros also provide a more diversified portfolio , no exposure to fuel 

price volatility, and are located at multiple generation facilities. All of these 

factors will contribute to a lower level of risk within the portfolio. 

Fourth, a utility must provide electricity supply service at just and 

reasonable rates. Section 69-8-419(2)(e), MCA. How the acquisition of 

the Hydros meets this objective has already been discussed. 

In summary, the four relevant objectives are met. NorthWestem has 

ensured adequate and reliable electricity supply service at the lowest long

term total cost by evaluating the forecast costs of market purchases and a 

CCCT, included appropriate risks in the evaluation, and found the Hydros 

to be the best alternative to meet the identified needs of the portfolio. The 

acquisition of the Hydros is an opportunity resource as described in the 

2011 and 2013 Plans and mitigates key risks as set forth in both plans. 

The Commission's rules include a strong preference for using 

competitive solicitations in resource acquisitions. Please provide 

justification for not using a competitive solicitation for acquisition of 

the Hydros. 

As my earlier testimony states, and as further described in the Bird Direct 

Testimony, NorthWestern was not in charge of the Hydros sale process. 

NorthWestern was only able to provide a bid within the sale framework 
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Q. 

A. 

developed by PPLM. The context of the relevant Commission rules 

assumes that NorthWestern is running competitive solicitations to acquire 

new sources of supply. Since NorthWestern was a respondent to the 

seller's process, this requirement found in § 69-8-419(2)(d), MCA, and all 

corresponding ru les are not applicable. 

Did NorthWestern test its valuation through an alternative 

competitive solicitation process? Please explain. 

No, for several reasons: First, there was no time to run a competitive 

solicitation; second, as noted earlier in my testimony, there is no way to 

build new hydroelectric generation of this size in Montana; and third, a 

solicitation for "theoretical" generation resu lts in bids with very limited 

validity. 

Now let's turn to the final requirement for advanced approval. Please 

describe how the acquisition of the Hydros is consistent with 

applicable Commission rules. 

This requirement depends on which Commission rules are "applicable" to 

this Application. There are many Commission rules but, in 

NorthWestern's opinion, not all are applicable to this Application . In 

Docket No. 02011 .5.41, Order No. 71591, ~ 111, the Commission lists the 

particular administrative rules that are applicable to the determination of 

whether to approve acquisition of a resource. Specifically the Commission 
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notes: ARM 38.5.8204; 38.5.8210; 38.5.8212; 38.5.8213; 38.5.8219; and 

38.5.8220. 

Did NorthWestern comply with these requirements? Please explain. 

Yes, NorthWestern met the requirements in each of the administrative 

rules identified by the Commission in Order No. 71591. I will discuss each 

of these rules below. 

Please discuss ARM 38.5.8204. 

This rule sets forth objectives NorthWestern should follow in satisfying its 

service responsibilities in assembling and managing an electricity supply 

portfolio. I have already discussed how NorthWestern has met objective 

subsection (a), which relates to providing adequate and reliable electricity 

supply services, stably and reasonably priced, at the lowest long-term total 

cost. 

Regarding subsection (b): NorthWestern's energy supply rates are a 

composite of various unbundled supply rate components (i.e., Colstrip Unit 

4, Dave Gates Generating Station, Spion Kop, and Electricity Supply 

Costs), and therefore addressing th is objective can only be achieved as 

part of a consolidated proceeding including all electricity supply service 

rate components. 
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Q. 

Regarding subsection (c), this rule requires the utility to assemble and 

maintain a balanced, environmentally responsible portfolio that is 

economically efficient. I have testified as to how the Hydros would lead to 

a more balanced and diversified supply portfolio, reduce the total amount 

of carbon emissions associated with the portfolio, and therefore result in a 

more environmentally responsible portfolio. Given that the Hydros also 

provide a portfolio with the lowest risk-adjusted long-term cost portfolio , it 

is also economically efficient. 

Please discuss ARM 38.5.8210, Resource Needs Assessment. 

This rule pertains to assessing resource need prior to acquiring multi-year 

resources. Both the 2011 and 2013 Plans include a detailed description 

and assessment of portfolio needs, assess plausible types of resources 

including wholesale products, and include a discussion of risks, resource 

diversity, and market conditions. The resource needs assessment relies 

heavily on historical information and the experience gained from resource 

planning, procurement and market operations. These functions have 

been evolving for over a decade wherein NorthWestem has performed the 

duties necessary to determine and then meet all of the obligations of the 

retail load-serving entity. 

Please discuss ARM 38.5.8212, Resource Acquisition. 
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Q. 

A. 

ARM 38.5.8212 has five subsections, only three of which are relevant to r 
this Application. Subsection (1) begins by noting that although the 

Commission cannot prescribe standard procurement practices because 

such practices depend on context and circumstances, that, generally, an 

acceptable approach to resource procurement should take into account 

certain basic steps. 

Did NorthWestern consider each of the steps in Subsection (1) as 

part of its procurement process? 

Yes. NorthWestern executed the steps in the procurement process that 

were applicable or would not violate the related confidentiality agreement 

it entered with PPL Corporation. For example, because of the 

confidentiality agreement, NorthWestern was not able to discuss the 

proposed acquisition with its Electric Technical Advisory Committee 

("ETAC") until after it had publicly announced the signing of the PSA. 

Subsection (2) of ARM 38.5.8212 describes nine principles 

associated with employing a competitive solicitation process to 

procure resources. Did NorthWestern utilize these principles? 

Since NorthWestern did not issue a competitive resource solicitation, this 

subsection is not directly applicable. However, the acquisition of the 

Hydros, as previously discussed, is consistent with the 2011 and 2013 
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A. 

Q. 

A. 

Q. 

planning and acquisition objectives including helping address a clearly 

defined resource need . 

Please address subsection (3) of ARM 38.5.8212. 

This subsection requires NorthWestern to document the use of its 

judgment in not using a competitive solicitation. I have previously testified 

as to why NorthWestern did not use a competitive solicitation process. 

With respect to ARM 38.5.8212, subsection (4) which provides that 

U[a] decision by a utility regarding the acquisition of an equity 

interest in an electricity generating plant or equipment or the 

construction of such a resource on its own should be thoroughly 

evaluated against available market-based alternatives. " Did 

NorthWestern conduct such an evaluation in this case? 

Yes. This evaluation is described in my testimony and further addressed 

in the Bird , Stimatz, and Meyer Direct Testimonies. The Hydros were 

compared on a market stand-alone and portfolio basis using both a 

deterministic and stochastic analysis, with and without risk. The Hydros 

were also viewed in relationship to recent hydroelectric transactions that 

have occurred (see Bird Direct Testimony) and found the Hydros to be 

consistently priced. 

Please address subsection (5) of ARM 38.5.8212. 
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Q. 

A. 

This subsection applies to NorthWestern's demand-side resources which 

is not applicable to this Application. 

Please discuss ARM 38.5.11213, Modeling and Analysis. 

NorthWestern uses a number of models and modeling techniques for 

resource planning and procurernent. Models range from simple 

spreadsheet applications to more complex simulations. The selection of 

the appropriate model is a function of the information available for 

modeling, the complexity of the modeling problem, and the application of 

the model output. NorthWestern uses internally developed models 

including spreadsheet applications for load forecasting, discounted cash 

flow models and revenue reCluirements models. 

Portfolio risk assessment involves large amounts of data, numerous 

variables, a complex array of calculations, and data management and 

manipulation capabilities. NorthWestern contracted with Ascend Analytics 

in 201 3 to provide consulting services and software to support resource 

planning and procurement and to improve NorthWestern's rnodeling 

approach and capabilities. Ascend's PowerSimm software was used to 

model the supply portfolio to assess costs and risks over a 30-year 

horizon. PowerSimm is proprietary software that has been developed 

specifically for long-term resource planning assessments with direct 

application in utility electric resource cost and risk evaluations. 
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Q. 

A. 

Q. 

A. 

Q. 

A. 

Please discuss ARM 38.5.8219, Risk Management and Mitigation. 

This rule sets forth a variety of risks that prudent utility planning and 

acquisition are expected to consider. As presented in NorthWestern's 

Application and supporting testimony, acquiring the Hydros mitigates 

numerous risks including: fuel prices and price volatility, environmental 

regulations, market prices, transmission constraints, supplier capabilities 

and creditworthiness, and construction costs. 

Please discuss ARM 38.5.8220, Transparency and Documentation. 

NorthWestern has complied with this rule. In making such a judgment 

NorthWestern believes it is appropriate to consider the tremendous 

amount of documentation it has prepared including: the 2011 and 2013 

Plans, NorthWestern's Prefiled Direct Testimonies and its Application, and 

public communications. This body of work documents NorthWestern's 

process from planning to evaluation to submittal of this Application. This 

documentation also justifies why the acquisition of the Hydros is 

consistent with applicable rules and statutes. 

Would you like to discuss other Administrative Rules that may be 

applicable? 

Yes. ARM 38.5.8228(1) provides that: "If a utility intends to file an 

application for approval of a electricity supply resource that is not yet 

procured, it must notify the commission and the Montana Consumer 
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9 A. 
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13 Q. 

14 

15 

16 A. 

17 

18 

19 

20 

21 

22 

23 

Counsel ("MCC") far enough in advance of filing to accommodate C 
adequate pre-filing communication ." NorthWestern submitted a letter to 

the Commission with a copy to the MCC on October 11 , 2013, included 

with the Application, indicating that we would be filing an application for 

approval of the Hydros by December 24. 

Please describe the regulatory requirements contained in ARM 

38.5.8228(2). 

ARM 38.5.8228(2) provides that an advanced approval application must 

include a list of materials "as applicable." This Application addresses the 

relevant filing requirements and therefore meets this rule's requirement. 

Have you addressed in this Application all of the matters in ARM 

38.5.8228(2) that are "applicable" to this Application? Please 

explain. 

Yes. Subsection (a) of ARM 38.5.8228(2) requires the applicant to 

provide a "complete and thorough explanation and justification of all 

changes to the utility's most recent long-term resource plan and three year 

action plan, including how the utility has responded to all commission 

written comments." NorthWestern's most recent long-term resource plan 

is the 2013 Electricity Supply Resource Procurement Plan, which was filed 

in conjunction with the submittal of this Application . For a complete 

description of the changes, please refer to the 2013 Plan, attached to this 
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1 Application. At a high level, NorthWestern made the following changes 

2 from the 2011 Plan to the 2013 Plan: 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

• NorthWestern employed new resource modeling software 

(PowerSimm) and the consulting services of Ascend Analytics to 

assess portfolio costs and risk; 

• The PPLM hydroelectric resources were confirmed as an 

opportunity resource and determined to be the preferred resource 

in the Plan. The PSA has shifted the resource acquisition focus 

from gas-fired combined cycle technology to hydroelectric 

resources based on the availability of these resources and their 

superior attributes; and 

• The addition of the hydroelectric assets fundamentally changes 

supply risk from a CCCT resource and market-based set of risks to 

a portfolio that is primarily asset-based. 

16 Subsection (b) requires a "statement explaining whether the application 

17 pertains to a power purchase agreement with an existing generating 

18 resource, a lease or acquisition of an equity interest in a new or existing 

19 generating resource, or a power purchase agreement for which approval 

20 will result in construction of a new generating resource." In this case, it is 

21 the intention of the parties to the PSA that NorthWestern acquire 100% of 

22 the Hydros. 

23 
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1 Subsection (c) requires the "testimony and supporting work papers 

2 describing the resource and stating the facts (not conclusory statements) 

3 that show that acquiring the resource is in the public interest and is 

4 consistent with the requirements in § 69-3-201, MeA, and § 69-8-419, 

5 MeA, the utility's most recent long-term resource plan (as modified by 

6 (2)(a)), and these rules. " I have explained already why approval of the 

7 Hydros is in the public interest, why it is consistent with § 69-3-201 , MeA, 

8 (requiring public utilities to furnish reasonably adequate service and 

9 facilities at rates that are reasonable and just), and why it is consistent 

10 with § 69-8-419, MeA, (regarding electric supply resource planning and 

11 procurement). The Rowe, Bird, Stimatz, Meyer, Rhoads, and DiFronzo 

12 Direct Testimonies also support one or more of these conclusions. 

13 Therefore, this subsection has been satisfied . 

14 

15 Subsection (d) requires that the applicant submit "testimony and 

16 supporting work papers demonstrating the utility's estimates of the cost of 

17 the resource compared to the cost of each alternative resource the utility 

18 considered and all relevant functional differences between each 

19 alternative." As discussed in my testimony, and in much more detail in the 

20 Stimatz, Bird , and Meyer Direct Testimonies, the cost of the Hydros has 

21 been evaluated and compared: 

22 • on a cost-and risk-adjusted basis to a theoretical 3D-year market 

23 alternative; 
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• on a cost- and risk-adjusted basis to a new build natural gas 

combustion turbine; 

• to alternative new build generation; and 

• to recent market-based hydro transactions. 

Subsections (e) and (f) are inapplicable to this application because they 

relate to projects fueled primarily by natural gas, synthetic gas, or coal. 

Subsection (g) requires the submittal of a copy of the PSA, including all 

appendices and attachments. The PSA is attached to the Application . 

Subsection (h) requires submittal of a copy of any request for proposals 

issued in connection with acquisition of the electricity supply resource. As 

discussed previously, NorthWestern did not issue a request for proposal. 

Subsection (i) requires submittal of "testimony and supporting work papers 

comparing all bids received in connection with any request for proposals 

with respect to price and non-price factors." Because NorthWestern did 

not run a competitive solicitation, this subsection is not applicable. 

Subsection U) requires submittal of "testimony and work papers describing 

all due diligence and bid evaluation in connection with any request for 

proposals, including the ranking of bids and reliance on management 
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1 judgment." For the same reason just discussed, this subsection is not 

2 applicable. 

3 

4 Subsection (k) requires a thorough explanation and justification for any 

5 terms, other than price, quantity, and contract duration, in a power 

6 purchase agreement for which the utility is requesting approval. Given 

7 that this Application does not include a power purchase agreement, this 

8 subsection is not applicable. 

9 

10 Subsection (I) requires a complete description of each aspect of the 

11 resource for which the utility requests approval. In addition to my 

12 testimony, the Rhoads Direct Testimony describes all aspects of the 

13 Hydros resource. 

14 

15 Subsection (m) requires submittal of testimony and supporting 

16 documentation describing all pre-filing communication. On October 11 , 

17 2013, NorthWestern provided written notice to the Commission and the 

18 MCC of its intent to file an advanced approval application for the Hydros in 

19 December. In this notice, NorthWestern stated that it would be available 

20 to discuss the proposed filing if the parties wished to do so. On October 

21 18, 2013, NorthWestern attended a public meeting hosted by the 

22 Commission and attended by many government agencies, and members 

23 of the public. NorthWestern provided a high-level overview of the 
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4 Q. 

5 A. 

proposed acquisition and answered questions regarding it. A document 

listing prefiling communications is attached to the Application. 

Does this conclude your testimony? 

Yes, it does. 
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Q. 

A. 

Q. 

A. 

Q. 

A. 

Witness Information 

Please state your name and business address. 

My name is Travis E. Meyer. My business address is 3010 West 69th Street, 

Sioux Falls, South Dakota 57108. 

By whom are you employed and in what capacity? 

I am employed by NorthWestern Energy ("NorthWestern") as the Director of 

Investor Relations and Corporate Planning. In my Investor Relations role I 

am largely responsible for communicating the strategic direction of 

NorthWestern to its equity investor community within the confines of 

Regulation Fair Disclosure. My Corporate Planning duties include oversight 

of the five-year financial planning model and related analysis as well as 

analysis and evaluation of certain projects on a case-by-case basis. 

Please summarize your educational and employment history. 

I earned a Bachelor of Science Degree in Business Administration from North 

Dakota State University. I have spent most of my professional career 

employed by NorthWestern starting in November of 2002 as an analyst for a 

non-utility division (Blue Dot). I was then hired by the utility in September of 

2003 as a Manager of Financial Planning and Analysis and promoted to my 

current director role in December of 2012. 
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2 

3 

4 

5 Q. 

6 A. 

Prior to joining NorthWestern, I was employed as a Financial Consultant for 

Merrill Lynch from 2000 to 2002. 

Purpose of Testimony 

What is the purpose of your testimony? 

My testimony supports and explains NorthWestern's Long-term 30-year 

7 Revenue Requirement Model ("L T Rev Req Model") utilized in the evaluation 

8 of the proposed acquisition of 11 hydroelectric generating facilities and 

9 related assets (the "Hydros") from PPL Montana, LLC ("PPLM"). More 

10 specifically, the model was used to estimate and evaluate the annual cost, or 

II revenue requirement, for a 30-year period resulting from the acquisition of the 

12 Hydros as compared to purchasing those same megawatt-hours ("MWh") at 

13 the then-current forward market prices. As discussed in more detail in the 

14 Prefiled Direct Testimony of Brian B. Bird ("Bird Direct Testimony" ), the L T 

15 Rev Req Model was one of several data points NorthWestern management 

16 used in arriving at a conclusion to make a contingent offer, subject to the 

17 approval of the Montana Public Service Commission ("Commission"), to 

18 purchase the Hydros from PPLM. 

19 

20 Q. Please provide a brief overview of your testimony. 

21 A. My testimony will review in more specificity how the L T Rev Req Model was 

22 used in conjunction with the Discounted Cash Flow Analysis Model ("DCF 

23 Analysis Model") which is addressecj in the Prefiled Direct Testimony of 
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Q. 

Joseph M. Stimatz ("Stimatz Direct Testimony"), and the First-Year Rate 

Impact Model ("Rate Impact Model") addressed in the Prefiled Direct 

Testimony of Patrick J. DiFronzo ("DiFronzo Direct Testimony"). The Rate 

Impact Model, as the name implies, was utilized during the evaluation to 

estimate the impact of the Hydros transaction on a typical residential electric 

customer bill. The DiFronzo Direct Testimony also discusses the Cost of 

Service or Standard Test Period Revenue Requirement Model ("Cost of 

Service Model"), which supports the test period Revenue Requirement in this 

filing. The Cost of Service Model was not used in the initial analysis of the 

acquisition of the Hydros, but was prepared at a later date to support this 

filing. The L T Rev Req Model as prepared at the time of NorthWestern's offer 

to acquire the Hydros is provided as Exhibit_ (TEM-1). My testimony 

provides a line-by-line explanation of the inputs and assumptions utilized to 

develop the 30-year revenue requirement estimates in this model. The L T 

Rev Req Model included in Exhibit_(TEM-1) produced a higher revenue 

requirement in 2014 than the test period Revenue Requirement produced by 

the Cost of Service Model. My testimony also discusses the primary 

differences in inputs that result in that disparity. 

Purpose of the L T Rev Reg Model 

How does the L T Rev Req Model fit into the overall analysis of the 

acquisition of the Hydros? 
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A. As discussed in more detail in the Bird Direct Testimony, NorthWestern 

util ized several internal and external data points to arrive at the agreed-upon 

$900 million purchase price in the acquisition of the Hydros. As described 

above, internally NorthWestern developed three primary financial models for 

the evaluation. Some inputs, such as revenues, expenses and capital 

investments, are more easily quantified and can be utilized as inputs into the 

financial models. While certainly no less important, other factors, such as the 

potential impact of future federal environmental regulation necessitating 

thermal plant retirements or the impact of new transmission lines exporting 

energy out of Montana, are less quantifiable and as such are not included in 

the three internal evaluation models. The less quantifiable changing market 

dynamics are more fully discussed in the Stimatz Direct Testimony and in the 

Prefiled Direct Testimony of John D. Hines (''Hines Direct Testimony"). 

The items that are more easily quantified and estimated are included in the 

three primary models developed at the time of the bid: the DCF Analysis 

Model, the L T Rev Req Model, and the Rate Impact Model. 

As explained in the Stimatz Direct Testimony, the DCF Analysis Model, based 

on estimated merchant energy sales revenue, expenses, capital 

expenditures, and a terminal value, was used to develop one estimate of the 

approximate, mid-range value that other parties might attribute to the Hydros 

based upon a 20-year DCF analysis. Most of the expense and capital inputs 
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1 into the DCF Analysis Model were also used as inputs into the L T Rev Req 

2 Model to calculate the total revenue requirement necessary to own and 

3 operate the Hydros as regulated utility assets over a period of 30 years. The 

4 first year (2014) calculation from the L T Rev Req Model was then used to 

5 develop a preliminary first-year customer rate impact as included in the Rate 

6 Impact Model provided in the DiFronzo Direct Testimony. A simple illustration 

7 is provided below to summarize the three primary evaluation models. 

DCF Anaillsis Model L T Rev Reg Model Rate Imeact Model 
Approximate merchant ~ 3D-year revenue required r:> First-year impact to 

valuation as a regulated utility residential customer bills 
Stimatz Direct Testimony Meyer Direct Testimony DiFronzo Direct Testimony 

8 L T Rev Reg Model Inputs 

9 Q. What are the primary inputs used to estimate the annual revenue 

10 requirements in the L T Rev Req Model? 

11 A. The L T Rev Req Model as included in Exhibit_ (TEM-1) has eight primary 

12 inputs, listed and explained below, that were used to estimate the annual 

13 revenue requirement: 

14 • Rate of Return ("ROR") is comprised of the estimated cost of debt, cost of 

15 equity and capital structure. A 7.14% ROR based on a capital structure of 

16 52% debt at a cost of 4.5%, and 48% equity at a cost of 10.0% was used. 

17 This ROR was held constant throughout the 3D-year period evaluated in 

18 the L T Rev Req Model. The Bird Direct Testimony supports the use of 

19 this ROR. 
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• Average rate base was calculated using a simple average of the beginning 

and ending rate base estimates for each year of the calculation. For the 

first year, the $900 million purchase price is used as the beginning rate 

base value. As illustrated below, this is increased throughout the year for 

capital expend itures and decreased for depreciation and accumulated 

deferred taxes, resulting in the ending rate base of $886.9 million with the 

average beginning and ending rate base of $893.5 million. The same 

methodology was used annually throughout the 30-year period evaluated 

in Exhibit_(TEM-1). 

Average Rate Base Calculation as included in Exhibit_(TEM-1) 

(millions) 

Beginning rate base 
Capital expenditures 
Depreciation 
Accelerated depreciation: def. tax liability 
Ending Rate Base 

Average beginning I ending rate base 

2QM 
$900.0 

+ 12.8 
+ (21.9) 
+ (4.0) P 

= $886.9 ~ 

$893.5 

IQ 
ro 

10 • Operating expenses, including property taxes, are largely the same as 

11 those utilized in the DCF Analysis Model and explained in the Stimatz 

12 Direct Testimony. Several inputs into both the DCF Analysis Model and 

13 the L T Rev Req Model are based on the Sellers Confidential Information 

14 Memorandum ("CIM") dated June 2013 published by PPL Corporation. 

15 The schedule below shows the source of each expense building up to the 

16 $64.9 million of first-year Total Operating Expense included in the L T Rev 

17 Req Model and also describes any deviation from those sources. 
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10 

11 

Source of Operating Expenses as included in Exhibit_(TEM-1) 

(millions) 2014 2014-2033 Source 2034-2043 Assumetion 

Fixed O&M expense $24.1 DCF Analysis Model 2.5% Annual Escalation 

Rent payments (Kerr) + 19.9 DCF Analysis Model l CIM' (N/A - 2015 con;eyance) 

Property taxes + 14.6 DCF Analysis Modell CIM' 1.5% Annual Escalation 

Subtotal 58.6 

PPLM direct expense 5.4 CIM ' 2.5% Annual Escalation 

Marketing expense + 2.4 CIM2 2.5% Annual Escalation 

Marketing synergies + (1.9) Estimated salings3 2.5% Annual Escalation 

Subtotal 5.8 

MCC I MPSC tax + 0.4 Calculated as 0.3% of retail re;enues 

Total Op. Expense = $64.9 

1. Seller's Financial Model as used for the Hydro Facilities Confidential Information Memorandum dated June 2013. 
2. Seller's Financial Model included total annual expense for the Western POlNef Marketing group. We allocated 

the expense based upon hydro and thermal megawatts (633 hydro MW /1316 total PPLM MW = 48%). 

3. Savings based upon the assumption 'We will not need a ratable share of the Western Po'MJr Marketing group 

resources. 

• Effective income tax rate included in the model is the federal plus Montana 

statutory combined rate of 39.3875%. However, when the benefit of 

accelerated tax depreciation is flowed through for state tax purposes, the 

effective tax rate averages 38.67% over the 30-year period. 

• Capital expenditures included in the L T Rev Req Model for 2014 - 2033 

are the same as those utilized in the DCF Analysis Model and explained in 

the Stimatz Direct Testimony. For the remaining 1 O-year period that is not 

included in the DCF Analysis Model , the L T Rev Req Model assumes an 

annual 2.5% escalation rate each year from 2034 to 2043. 
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• Depreciable life of assets for book purposes was modeled to be 40 years 

straight-line for both the initial purchase and incremental maintenance 

capital expenditures. The 40-year life is addressed in the Prefiled Direct 

Testimony of Kendall G. Kliewer. For tax purposes the purchase of the 

Hydros, and incremental maintenance capital expenditures, are 

depreciated using the 20-Year Modified Accelerated Cost Recovery 

System. The accumulated difference between book depreciation expense 

and tax depreciation expense, multiplied by the federal statutory rate of 

35%, creates the deferred income tax liability that is forecasted to be a net 

reduction to rate base for the first 21 years of ownership. 

• Generating capacity and the resulting MWh of electricity are the same as 

those utilized in the DCF Analysis Model and explained in the Stimatz 

Direct Testimony. For the remaining 1 O-year period from 2034 - 2043 that 

is not included in the DCF Analysis Model, the L T Rev Req Model 

assumes production remains flat at the 2033 level of approximately 2.5 

million MWh annually. 

• Revenue credits are calculated assuming that all excess production 

available in the supply portfolio after meeting retail customer needs is sold 

at the forward market prices with the proceeds used as a revenue credit in 

the model. An illustration of the calculation used for the first year revenue 

credit in the L T Rev Req Model is included below. While the illustration is 
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8 Q. 

9 

10 A. 

11 

shown on an annual basis, the actual calculation utilized monthly excess 

production and forward market prices. See the Stimatz Direct Testimony 

for additional information regarding the calculation and treatment of 

revenue credits in this filing. 

2014 Revenue credit calculation as included in Exhibit_(TEM-1) 

(Million MWh) 

On Peak (heavy load) 

Off Peak (l ight load) 

(Million MWh) 

On Peak (heavy load) 

Off Peak (light load) 

(Millions except "per MWh") 

On Peak (heavy load) 

Off Peak (light load) 

Existing 

Resources' 

2.492 

1.821 

4.313 

Resources 

with H'I'.dro 

4.499 

3.391 

7.890 

Excess 

Sueelv. 

0.412 

1.003 

1.416 

1. Owned and contracted resources 

+ 

+ 

+ 

-
-
-

x 

x 

x 

Hydro Market 

With Kerr Purchases 2 

2.003 + 0.004 = 

1.570 + - = 

3.572 + 0.004 = 

EI. Supply Excess 

Load Suee.l'l'. 

4.086 = 0.412 

2.387 = 1.003 

6.474 = 1.416 

Est. Price Revenue 

eer MWh Credit 

$31.95 = $13.2 

$23.86 = $23.9 

$26.22 = $37.1 

2. Portfolio is estimated to be 4,357 MWh short during heavy loads in August 2014. 

Resources 

with H'I'.dro 

4.499 

3.391 

7.890 

This concludes my discussion of the eight primary inputs used to estimate the 

annual revenue requirements. 

The discussion and illustration of operating expenses above includes 

$1.9 million of "synergies_" Please explain. 

The Seller's Financial Model included $4.9 million of total annual expense in 

2014 for the Western Power Marketing group activities for both the hydro and 
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Q. 

A. 

Q. 

thermal assets. NorthWestern allocated the total marketing expense based 

upon the pro rata share of hydro-related megawatts ("MW") as a percentage 

of total thermal and hydro MW (633 MW of hydro is 48% of the 1,316 total 

PPLM MW). This resulted in a $2.4 million allocation of the Western Power 

Marketing group expenses to the Hydros. After further evaluation it was 

determined that the activities of the Western Power Marketing group were 

largely duplicated by activities within NorthWestern's existing Energy Supply 

group. We estimated $1 .9 million to be representative of the annual resulting 

synergies, or savings. 

Other than the adjustment for $1.9 million of reduced marketing 

expenses, are there any other expense reductions or synergies? 

Yes. Although not included in the CIM expenses, PPL Corporation had been 

allocating approximately $3 million of indirect corporate and indirect marketing 

expense annually to the Hydros. NorthWestern believes we can integrate the 

Hydros into our existing business without this incremental corporate 

overhead. 

L T Rev Reg Model Results 

Is the annual revenue requirement calculation utilized in the L T Rev Req 

Model the same as NorthWestern's standard revenue requirement 

computation as calculated in the Cost of Service Model described in the 

DiFronzo Direct Testimony? 
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1 A. Yes. However, considering the L T Rev Req Model is designed to estimate 

2 revenue requirements over a 30-year period, the calculation methodology is a 

3 slightly simplified version of the more detailed Cost of Service Model as 

4 included in the DiFronzo Direct Testimony. A "bottom-up" illustration of the 

5 calculation utilized in the L T Rev Req Model is provided below. 

"Bottom-up" Revenue Requirement in Exhibit_(TEM-1) 

(millions) W.A 
Beginning rate base $900.0 
Capital expenditures + 12.8 
Depreciation + (21 .9) 
Accelerated depreciation: def. tax liability + (4.0) l> 

<:: 

Ending Rate Base $886.9 '" = a 
10 

'" 
Average beginning / ending rate base $893.5 
Equity capital x 48.0% 
Authorized return on equity x 10.0% 
Net Income = $42.9 

Average beginning / ending rate base $893.5 
Debt capital x 52.0% 
Authorized cost of debt x 4.5% 
Interest expense = $20.9 

Net Income $42.9 
Income tax expense + 27.0 
Interest expense + 20.9 
Depreciation + 21 .9 
O&Mexpense + 24.1 
A&G / marketing expense, net of synergies + 5.8 
Property taxes + 14.6 
Rent payments (Kerr) + 19.9 
MGG / MPSG tax + 0.4 
Generation tax + 0.7 
Subtotal (prior to revenue credit) = 178.3 
Revenue credit for excess power + (37.1) 
Exhibit_(TEM-1) First Year Rev. Req. = $141 .2 
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c 1 Q. 

2 

The $141.2 million total revenue requirement shown above is the same 

as you have provided for 2014 in Exhibit_(TEM-1). Please explain why 

3 a different presentation of the calculation is presented above. 

4 A. Exhibit_(TEM-1) presents the same information but in a traditional income 

5 statement format used for modeling purposes. The presentation above is 

6 intended to facilitate understanding of the manner in which the total revenue 

7 requirement calculation is performed in the L T Rev Req Model. 

8 

9 Q. What is the source and date of the forward market price curve utilized in 

10 the evaluation? 

11 A. The forward market prices utilized in the evaluation are based upon monthly 

12 Mid-Columbia pricing quotes as of June 7, 2013. The same forward price 

l3 curve was utilized for both the DCF Analysis Model and the L T Rev Req 

14 Model. See the Stimatz Direct Testimony for a more detailed description of 

15 the forward price curve utilized in the evaluation. 

16 

17 Q. 

18 A. 

How was the forward market price curve used in the L T Rev Req Model? 

The forward market price curve was used to calculate the estimated revenue 

19 credits from excess power generation included in the model as well as 

20 provide a proxy for comparison of the resulting revenue requirement of 

21 owning the Hydros. 

22 
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Q. 

A. 

How does the revenue requirement from the purchase of the Hydros 

compare to purchasing the same MWh at the June 7, 2013 forward 

market prices? 

Based upon estimates from the L T Rev Req Model, the 3D-year net present 

value of the total revenue requirement for the roughly 72.4 million MWh (net 

of excess power sales) expected to be provided to the supply portfolio from 

the Hydros is approximately $1.715 billion with a 3D-year levelized price of 

$59.58 per MWh. If the possibility existed to purchase the same quantity of 

MWh that are generated and utilized from the Hydros at the annual average 

around-the-clock ("ATC"), market price through a purchase power agreement 

over the next 3D years at the June 7, 2D13 forward market prices, the 3D-year 

net present value of that total revenue requirement would be approximately 

$1.579 billion with a 3D-year levelized cost of $54.85 per MWh. While the 

results suggest that the market option is approximately 8% lower, it should be 

noted the simple comparison included in the L T Rev Req Model is not risk

adjusted. The Stimatz and Hines Direct Testimonies explain the difficulty, risk 

and uncertainty surrounding the changing power market dynamics that make 

the addition of the Hydros the lowest, long-term cost to customers on a risk

adjusted basis. 
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Q. 

A. 

Updated L T Rev Reg Model 

The LT Rev Req Model computes a 2014 revenue requirement of 

$141.2 million but the Cost of Service Model attached to the DiFronzo 

Direct Testimony shows a first-year Revenue Requirement of 

$128.4 million. Please explain the $12.8 million decrease. 

The testimony addressing the L T Rev Req Model provided above is based 

upon NorthWestern's best estimates at the time the offer was made to 

acquire the Hydros on July 1, 2013. The nearly six month passage of time 

since then, and final negotiations of the Purchase and Sale Agreement 

("PSA"), have provided the opportunity to further refine several inputs. The 

DiFronzo Direct Testimony incorporates these updates as follows: 

• Revenue credits increased by approximately $6.2 million. This increase is 

primarily due to two factors. First, approximately $3.5 million is related to 

a 25 MW on-peak contract with PPL Eplus that was initially assumed to be 

terminated upon closing of the transaction. However, the contract was not 

terminated through the final PSA negotiations and will end at the original 

contractual date of June 2017. The continuation of this contract 

necessitates additional excess energy sales above what was originally 

contemplated until the Kerr Dam conveyance in September of 2015. 

Secondly, the L T Rev Req Model calculates the revenue credit based 

upon calendar year 2014. Alternatively, the Cost of Service Model 

calculates revenue credits that are $2.7 million higher during the 12-month 

period beginning October 1, 2014 through September 30, 2015. This 
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alternative 12-month period was utilized to calculate revenue credits in the 

Cost of Service Model as it would potentially more accurately reflect the 

timing of the first year of ownership of the Hydros. 

5 • Expenses were reduced by approximately $2.6 million primarily due to 

6 NorthWestem's assessment of cost savings for self-providing spinning 

7 reserves and a slight reduction in estimated property tax expense. 

8 

9 • Revenue requirement was reduced by approximately $2.0 million due to a 

10 lower first year average rate base. This is largely driven by simplified 

11 calculations in the L T Rev Req Model, as discussed above, that did not 

12 incorporate reductions to rate base for a net operating loss deferred tax 

13 liability and gross cash requirements adjustments that are included in the 

14 more detailed Cost of Service Model. In addition, the L T Rev Req Model 

15 included the first-year average capital expenditures as an increase to the 

16 average rate base calculation. First-year capital expenditures are 

17 excluded from the Cost of Service Model. 

18 

19 • Revenue requirement was reduced by $2.0 million to reflect lower income 

20 tax expense as a result of the inclusion of the Production Tax Credit 

21 ("PTC") and the tax impact of the other changes discussed above. It was 

22 determined through the post bid due diligence process that four hydro 

23 facilities (Kerr, Ryan, Cochrane and Mystic Lake) have been and will 
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Q. 

A. 

Q. 

A. 

continue to receive the PTC for varying 10-year periods of time though 

2023. The PTC's benefit is estimated to be approximately $0.8 million in 

2014. 

Have you incorporated the updates discussed above into an updated L T 

Rev Req Model? 

Yes. The updates resulting in the $12.8 million difference in the first year 

revenue requirement as identified above have been incorporated into an 

updated version of the L T Rev Req Model. This is attached as 

Exhibit_(TEM-2). It should be noted the first-year revenue requirement in 

Exhibit_(TEM-2) is still $2.7 million higher than the $128.4 million as 

included in the Cost of Service Model. This is due to the different revenue 

credit calculation periods as discussed above (calendar year 2014 versus 

October 1, 2014 to September 30, 2015). 

Other than updates identified above, are there any other changes to the 

L T Rev Req Model as provided in Exhibit_(TEM-2) you wish to 

discuss? 

Yes. Two items are noteworthy. The first item has a negligible impact to the 

first-year revenue requirement but has a more pronounced impact over the 

30-year analysis period. The L T Rev Req Model in Exhibit_(TEM-2) was 

updated to allocate $30 million of the total $900 million purchase price to Kerr 

Dam as included in the PSA. This was updated from a $25 million allocation 
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Q. 

A. 

as included in Exhibit_(TEM-1). The update results in a benefit to customers 

as a result of $5 million less remaining rate base post-Kerr conveyance ($900 

million less $30 million as compared to $900 million less $25 million). 

The second update relates only to the market price curve used for 

comparison purposes in Exhibit_(TEM-2). Two refinements were made to 

the forward price curve. First, the market price curve reflected in 

Exhibit_(TEM-2) uses the same basis adjustment as was used in the DCF 

Analysis Model. The version used in Exhibit_(TEM-1) used a larger basis 

adjustment. See the Stimatz Direct Testimony for a description of the market 

price curve and basis adjustment. Second, Exhibit_ (TEM-1) used annual 

prices calculated using a simple average of the ATC 12-month prices. 

Exhibit_(TEM-2) uses monthly on-peak and off-peak prices weighted by the 

production forecasted to be utilized from the Hydros. The refinement of 

forward prices and the production weighted price calculation provide a more 

accurate comparison of the market purchases we expect to displace. 

What is the result of the updated L T Rev Req Model and how does this 

compare to the market option? 

The following table provides a comparison of 30-year outputs from the original 

and updated L T Rev Req Models. The impact of the changes discussed 

above suggests the market option, on a non risk-adjusted basis, is 

approximately 2% lower than owning the Hydros. As discussed above, the 
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Stimatz and Hines Direct Testimonies explain the difficulty, risks and 

uncertainty surrounding the changing power market dynamics that make the 

addition of the Hydras the lowest, long-term cost to customers on a risk-

adjusted basis. 

Exhibit_ITEM-1) 

Owned Hydro 
Facilities 

30 Year NPV of rev req I$Millions) $1,715 

30 le\elized price ($ per MWh) $59.58 

6/7/13 Forward 
market prices 

$1,579 

$54.85 

Exhibit_ITEM-2) 

Owned Hydro 
Facilities 

30 Year NPV of rev req ($Millions) $1,658 

30 le\elized price ($ per MWh) $58.04 

6/7/13 Forward 
market prices 

$1,627 

$56.96 

Implied benefit of 
forward market 

(non risk-adjusted) 

-7.9% 

-7.9% 

Implied benefit of 
forward market 

(non risk-adjusted) 

-1.9% 

-1.9% 

5 Q. Does this conclude your testimony? 

6 A. Yes, it does. 
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1 

2 Q. 

3 A. 

4 

5 

6 Q. 

7 A. 

8 

9 

10 Q. 

11 A. 

Witness Information 

Please state your name and business address. 

My name is Joseph (Joe) M. Stimatz. My business address is 40 East 

Broadway, Butte, Montana 59701. 

By whom are you employed and in what capacity? 

I am employed by NorthWestern Energy ("NorthWestern") as the Manager 

of Asset Optimization in the Energy Supply Market Operations group. 

Please state your educational background and experience. 

I graduated from Gonzaga University in Spokane, Washington in 1993 

12 with a Bachelor's Degree in Finance, and from the University of Montana 

13 in 2009 with a Master's Degree in Business Administration. I earned the 

14 Chartered Financial Analyst designation in 1999. In 1998, I began 

15 working for the Montana Power Trading & Marketing Company as a 

16 Financial Engineer supporting both natural gas and electricity trading and 

17 marketing. In 1999, I began work with PPL EnergyPlus, LLC ("PPL 

18 Eplus") in Butte, where I held several positions, including · Portfolio 

19 Manager. My responsibilities included developing electric forward price 

20 curves, valuation of power plants, and the pricing of wholesale and end-

21 use electricity transactions in Montana and the Northwest. I left PPL 

22 Eplus in 2006 and co-founded Highland Energy, an energy trading firm 

23 that participated in electricity markets throughout the Western Electric 
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6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

Q. 

A. 

Coordinating Council ("WECC") region. Between 2009 and 2011 , I was a 

principal at Great Divide Energy Consulting, where I consulted on energy 

market issues for clients including utilities, energy marketers, and 

developers. 

I joined NorthWestem in March of 2011. My responsibilities include 

analysis and negotiation of power purchase agreements ("PPAs"), 

development of hedging strategies, and management of NorthWestern's 

supply portfolio. I work closely with NorthWestern's Energy Supply 

Planning group to ensure that their efforts and the efforts of the Market 

Operations group are well coordinated. 

Purpose of Testimony 

What is the purpose of your testimony? 

I address: 

1. The rnarket-based discounted cash flow ("DCF") valuation analysis 

performed in support of NorthWestern's bid for the 11 PPL 

Montana, LLC ("PPLM") hydroelectric generating facilities and 

related assets ("Hydros"); 

2. The electricity market price forecast used in the valuation; 

3. The market conditions NorthWestern is encountering in Montana 

and the Pacific Northwest; and 

4. The fit of the Hydros in NorthWestern's supply portfolio. 
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1 

2 Q. 

3 

4 A. 

5 

6 Q. 

7 

8 A. 

Market-Based Discounted Cash Flow Analysis 

Did NorthWestern perform a DCF analysis in support of its efforts to 

acquire the Hydros from PPLM? 

Yes. The DCF Analysis Model is provided as Exhibit_(JMS-1). 

Is Exhibit_(JMS-1) the model that was used in the process of 

developing NorthWestern's bid? 

Exhibit_ ( JMS-1) is a version of the model that is focused only on the 

9 Hydros. The model used during the decision process included analysis of 

10 other assets owned by PPLM. NorthWestern ultimately declined to bid on 

11 the other assets. Exhibit_ (JMS-1) contains only the information relevant 

12 to the Hydros. The assumptions and results in Exhibit_(JMS-1) are the 

13 same as those related to the Hydras that were in the original model. 

14 

15 Q . What was the purpose of the DCF analysis? 

16 A. The purpose of the analysis was to develop one estimate of the 

17 approximate, mid-range value that other potential bidders might attribute 

18 to the Hydros. The DCF valuation was one of many pieces of information 

19 available to NorthWestern's executive team to aid their decisions 

20 regarding the ultimate bid . See the Prefiled Direct Testimony of Brian B. 

21 Bird ("Bird Direct Testimony") for further discussion of this information. 

22 

23 Q. What is meant by "other potential bidders"? 
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10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

A. 

Q. 

A. 

Q. 

A. 

NorthWestern's goal was to develop an estimate of the value of the 

Hydros from a third-party, merchant point of view rather than from 

NorthWestern's particular point of view. The DCF analysis did not 

consider the other resources in NorthWestern's supply portfolio or how the 

output from the Hydros fits with NorthWestern's customers' load. (I 

address those considerations in my testimony below.) The purpose of the 

DCF analysis was to estimate what NorthWestern's competitors in the 

bidding process might, on average, see as the value of the Hydros so that 

we could then evaluate whether there were better alternatives for our 

customers. 

What is meant by "mid-range" value? 

The intent was to estimate the value using assumptions that were neither 

overly aggressive nor overly conservative. The aim was to estimate a 

value that would be near the middle of the range of potential bids from 

other parties. 

You indicate that the DCF analysis provides one estimate of the 

value of the Hydros. Are there other valuation methods that lead to 

other estimates? 

Yes. Other valuation estimates that NorthWestern considered are 

described in the Bird Direct Testimony. 
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2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

Q. 

A. 

Q. 

A. 

Please describe how DCF analysis is performed. 

DCF analysis, which is sometimes referred to as Net Present Value or 

NPV analysis, is performed by estimating the future cash flows from an 

investment and adjusting them to present value by discounting them at an 

appropriate rate. The estimated cash flows are the amounts available to 

the facilities' owners after expenses and investments to maintain the 

facilities. The cash flows are discounted to present value terms at the 

weighted average cost of capital ("WACC") and then summed to 

determine the approximate value of the assets. 

What are some of the important elements needed to estimate future 

cash flows for the DCF analysis? 

The important elements fall into four major categories: revenues, 

expenses, capital expend itures, and terminal value. 

16 Revenues 

17 Q. 

18 A. 

What are the revenues that are relevant to the DCF analysis? 

Revenues for hydroelectric plants are driven by the volume of energy 

19 produced and the price at which that energy can be sold. In the DCF 

20 analysis, which, again, is from a third-party point of view, revenues 

21 represent the market value of the energy produced by the Hydras. The 

22 output from hydroelectric plants varies from year to year and from month 

23 to month based on river flows. Market prices for electricity respond to 
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4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

C 23 

supply and demand factors over time and can also vary significantly from 

month to month and year to year. These generation and price "shapes" 

should be reflected in estimation of revenues. The assumptions for 

generation output are described below. The market price assumptions are 

described in the next section of my testimony. 

Q. Please describe how NorthWestern estimated future generation to be 

produced by the Hydros. 

A. PPLM provided a Confidential Information Memorandum ("CIM") that 

included a set of historical information and projections as part of its efforts 

to sell the Hydros and other generating assets in Montana. In addition, 

PPLM provided access to an electronic data room that contained 

documents supporting the information in the CIM and other information 

needed for NorthWestern's due diligence. Among this information was 

historical generation data and forecasts for generation in future years. 

The generation forecast used in the DCF analysis was equal to the 

forecast provided in the CIM. 

Q. Are there changes that cause expected future generation to differ 

from past generation? 

A. Yes, there are two changes. The first is that Kerr Dam is expected to be 

transferred to the Confederated Salish and Kootenai Tribes ("CSKT") as 

early as September of 2015. The second is that PPLM has recently 
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10 
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14 

15 

16 

17 

18 

19 

20 

21 

22 

Q. 

A. 

Q. 

A. 

completed the Rainbow redevelopment project, which increased the 

capacity at the Rainbow and Cochrane dams. Rainbow capacity was 

increased from 36 megawatts ("MW") to 60 MW and Cochrane capacity 

increased from 64 MW to 69 MW. 

How did NorthWestern account for these known changes in the DCF 

analysis? 

These changes were reflected in PPLM's projections. Expected volumes 

from Kerr were included in the analysis only through August of 2015. 

Expected output from Rainbow and Cochrane were scaled up to reflect 

the increased capacity at those plants. The increased capacity was 

assumed to be in place for the entire valuation period. 

Why did you use PPLM's forecast generation rather than developing 

your own? 

I independently analyzed the historical generation output and determined 

that PPLM's forecasts were consistent with my findings. PPLM indicated 

that its projections were based on the average output of the Hydros over 

the previous five years, increased by the expected additional output from 

the Rainbow redevelopment project. These projections are slightly lower 

than the estimates that I independently developed based on a 5-year 

historical average as well as a 20-year historical average. Given that, and 
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c 1 the goal of valuing the assets from a third-party perspective, I used 

2 PPLM's projections for annual generation in the DCF analysis. 

3 

4 The projected annual volumes and the volumes that I calculated are 

5 summarized below. 

Historical Generation Output (MWh) 
With Kerr Without Kerr 

Adjusted for Adjusted for 

Historical Rainbow Historical Rainbow 
Term Average Redeve lopment Average Redevelopment 

NWE's Estimate Using 5 Years of History 3,485,739 3,670,828 2~393,O99 2,578,188 

NWE's Estimate Using 20Years of History 3,402,758 3,583,482 2,331,585 2,512,309 

PPl Estimate (Used in DCF Model) 3,572,451 2,487,074 

6 Q. How were the projected generation volumes used to estimate 

7 revenues for the DCF analysis? 

8 A. The expected volumes derived from the historical generation information 

9 were allocated into monthly on-peak and off-peak periods. These on-peak 

10 and off-peak monthly volumes were multiplied by the forecasted on-peak 

11 and off-peak market price for each month of the valuation period and then 

12 summarized by calendar year. This represents the estimated revenue that 

13 a third party would receive for selling the output of the dams for that year. 

14 The estimated revenues for 2014 totaled $104.8 million. 

15 

16 Q. Did PPLM estimate future revenues in the information it provided? 

17 A. Yes. PPLM engaged a consultant, PA Consulting, to develop a price 

18 forecast for power and gas markets in the Northwest. The forward price 
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10 

11 

12 

13 

14 

15 

16 

Q. 

A. 

Q. 

A. 

projections were used by PPLM to estimate revenues for the Hydros, and 

these revenue estimates were provided in the CIM. 

Did you use these forecast revenues in the DCF analysis? 

No. The prices forecasted by PA Consulting and used in the revenue 

forecasts PPLM supplied were much higher than NorthWestern's internal 

forecasts. (See below for a description of NorthWestern's forward price 

curves.) NorthWestern's approach resulted in a forecast that we deemed 

to be a more appropriate estimate, and more reflective of what other 

potential bidders were likely to use. 

What would have been the result of using PPLM's forecast revenues 

in the DCF analysis? 

PPLM's revenue estimates result in a valuation that is about $250 million 

higher than the valuation using NorthWestern's revenue estimates. 

17 Expenses 

18 Q. 

19 A. 

Please describe the expenses that were considered in the analysis. 

Expenses can be broadly categorized into operating expenses, which are 

20 directly related to the operation of the Hydros, and administrative 

21 expenses, which are related to support functions. Operating expenses are 

22 sometirnes called Operations and Maintenance expenses or "O&M"; 
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c 

1 

2 

3 

administrative expenses are sometimes called General and Administrative 

expenses or "G&A." 

4 Fixed O&M costs are operating costs directly related to the operation of 

5 the Hydros that do not vary with generation output. These expenses 

6 include the salaries and wages of the engineers and operations 

7 employees, the costs of maintaining and making routine repairs to the 

8 physical plants, costs related to North American Electric Reliability Council 

9 ("NERC") and Federal Energy Regulatory Commission ("FERC") 

10 compliance, and other costs of operating the Hydros. The estimates for 

11 the DCF analysis were based on information in the CIM and verified by 

12 NorthWestem in the due diligence process. Estimated fixed O&M costs 

13 total approximately $19.8 million for 2014. 

14 

15 Another major expense category relates to Kerr Dam. As part of the 

16 FERC license for the facility, PPLM, and subsequently, the purchaser of 

17 PPLM's ownership in the facility, is obligated to make annual rent 

18 payments to CSKT until the facility is conveyed to CSKT. This rent 

19 expense was estimated to be $19.9 million for 2014. In addition, there is 

20 an obligation for expenses related to the mitigation of impacts on fish and 

21 wildlife at the Kerr facility. This expense is estimated to be $2.1 million in 

22 2014. 

23 
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1 Other fixed costs included in the analysis were property taxes, which were 

2 estimated at $14.6 million, and operating reserves, which at the time of the 

3 analysis were estimated at $2.2 million. NorthWestern subsequently 

4 received information indicating that the Hydros will be able to self-provide 

5 sufficient operating reserves to cover the need specific to them, so the 

6 Revenue Requirement and bill impact computations in the Prefiled Direct 

7 Testimony of Travis E. Meyer ("Meyer Direct Testimony") and the Prefiled 

8 Direct Testimony of Patrick J. DiFronzo ("DiFronzo Direct Testimony") do 

9 not include this expense. The DCF analysis using the $2.2 million 

10 expense is conservative in this regard. 

11 

12 Total fixed costs for 2014, not including G&A expenses, were estimated to 

13 be $58.6 million. 

14 

15 Variable costs - those that depend on the generation output of the 

16 facilities - are very low for hydro plants. For purposes of the DCF 

17 analysis, the only variable cost included was a generation tax, also known 

18 as the Electrical Energy Producer's License Tax, of $0.20 per megawatt-

19 hour ("MWh"). See the Prefiled Direct Testimony of Kendall G. Kliewer for 

20 more information on this tax. Based on the estimated generation of 3.6 

21 million MWh for 2014, this amounts to approximately $0.7 million. 

22 
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19 

20 
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22 

Q. 

A. 

Q. 

A. 

G&A expenses were also included in the analysis. These expenses are 

typically viewed as support services rather than plant level expenses. 

G&A includes costs related to support functions such as information 

technology, accounting, finance, legal, and human resources. PPLM 

provided estimates of G&A expenses in the CIM that were used in the 

DCF analysis. G&A expenses related to the Hydras were estimated at 

approximately $9.1 million in 2014. 

Is the $9.1 million estimate consistent with the incremental G&A 

expenses NorthWestern expects to incur with the addition of the 

Hydros? 

No, NorthWestern expects much lower G&A costs. As explained in the 

Meyer Direct Testimony, NorthWestern expects about $5.8 million in G&A 

expenses in the first year. The DCF analysis is conservative in using the 

higher G&A expense. 

Were other expenses considered in the DCF analysis? 

Yes. Depreciation expense is another item that was considered. 

Depreciation is a non-cash expense, meaning that it affects an entity's 

reported income, but it does not require an actual cash outlay. However, 

because it affects income, it also affects income taxes, which are a cash 

item. Depreciation was modeled according to the Modified Accelerated 
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1 

2 

3 

Cost Recovery System. Income taxes were included at a rate of 39.4%. 

Income tax expense for 2014 was estimated to be $4.5 million. 

4 Capital Expenditures 

5 Q. 

6 A. 

7 

8 

9 

10 

11 

12 

Please describe the assumptions regarding capital expenditures. 

Capital expenditures are investments made to maintain or improve the 

assets. PPLM provided estimates for future capital expenditures in the 

CIM. NorthWestern verified recent historical capital investment 

expenditures by PPLM at the facilities and developed capital expenditure 

estimates for each year of the DCF analysis through the due diligence 

process. Capital expenditures are estimated to be $12.8 million for 2014. 

13 Terminal Value 

14 Q. What is terminal value and how is it included in the analysis? 

15 A. A DCF valuation includes the value of all future cash flows. However, 

16 rather than using explicit estimates of all future cash flows for all periods 

17 into the future, DCF analysis typically uses explicit estimates of cash flows 

18 for some finite period plus a terminal value in the last year of the analysis 

19 that represents cash flows in all periods beyond that point. In this case, 

20 revenues, expenses, and capital expenditures were explicitly estimated for 

21 20 years (2014-2033). The terminal value represents the value of the 

22 assets in 2033 and is then discounted back to present value in the same 
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c 1 

2 

3 

4 Q. 

5 A. 

6 

way as the other cash flows. In this context, "terminal" refers to the end of 

the analysis period, not the end of the useful life of the Hydras. 

How was the terminal value of the Hydros estimated? 

As is typical in DCF analyses, the terminal value was estimated through 

the use of a market multiple. In this case, the terminal value of the Hydros 

7 was estimated using the projected Eamings Before Interest, Taxes, 

8 Depreciation, and Amortization ("EBITDA") in 2033 multiplied by a market 

9 multiple. As described in the Bird Direct Testimony, Credit Suisse 

10 provided estimates of an appropriate market multiple of 7.5 to 8.5. 

11 NorthWestern used a conservative multiple of 7.5 in this valuation. 

12 

13 Q. 

14 A. 

15 

What terminal value was derived from those parameters? 

Using the methodology described above, the terminal value of the Hydros 

was estimated to be $1.1 billion in 2033, which is approximately $290 

16 million discounted to 2013. 

17 

18 Q. 

19 

The terminal value is higher than the purchase price of the Hydros. 

Does it make sense that the Hydros will appreciate in value over the 

20 next 20 years? 

21 A. 

22 

Yes. As described in Prefiled Direct Testimony of William T. Rhoads, the 

Hydro facilities are very long-lived assets. The physical plant and 

23 equipment is expected to last well beyond 20 years with appropriate 
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12 
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14 

15 

16 

17 

18 

19 

20 

21 

22 

Q. 

A. 

maintenance and capital expenditures. In addition, ownership of the 

Hydros includes the right to generate electricity at those locations. These 

rights are extremely valuable, particularly against a backdrop of increasing 

environmental regulation . 

How was the conveyance of Kerr to CSKT treated in the DCF 

analysis? 

The DCF analysis assumed that NorthWestem would receive a net 

amount of $25 million upon the conveyance of Kerr to CSKT in September 

of 2015. As discussed in more detail below, because of the ongoing 

dispute between PPLM and CSKT regarding the conveyance price, 

NorthWestern structured its proposal such that PPLM would retain 

responsibility for the outcome of the pending arbitration to the extent the 

outcome was higher or lower than a specified reference price. In its bid 

for the Hydros, NorthWestern revised the reference price from $25 million 

to $30 million to be closer to the approximate mid-point between PPLM's 

and CSKT's respective positions in the dispute. As noted below, this 

reference price does not reflect NorthWestern's view of the actual 

conveyance price or its expectation of the arbitration outcome, but rather 

was intended to simplify the Purchase and Sale Agreement (UPSA") 

negotiations. 
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Q. 

A. 

Why is the amount assumed for Kerr so low compared with the price 

being paid by NorthWestern for the other Hydros? 

The terms of the 1985 Kerr Project FERC hydro license give CSKT the 

option to purchase Kerr Dam at a price determined by a formula specified 

in the FERC license. This formula works out to approximately the net 

book value of the project, as calculated in accordance with FERC's 

Uniform System of Accounts. In 2012, PPLM estimated the conveyance 

price pursuant to the license formula to be $51.6 million, and CSKT has 

disputed the calculation. PPLM and CSKT are currently in arbitration to 

resolve this dispute, which Northwestem did not want to interfere with in 

the context of this transaction. NorthWestern's strategy in structuring the 

transaction was to let PPLM retain responsibility for the outcome of the 

arbitration by choosing a reference price somewhere in the middle of the 

range of possible outcomes, and allowing PPLM to either harvest the gain 

or make up the loss if the arbitration outcome comes out above or below 

the reference price. Because PPLM is retaining control over the 

arbitration and NorthWestern has no ability to influence its outcome, 

NorthWestern chose a $30 million reference price, which is close to the 

mid-point between the respective positions of PPLM and CSKT regarding 

the conveyance price. As with the initial $25 million amount used in the 

DCF analysis, the $30 million value assigned by NorthWestern does not 

represent NorthWestern's view of what the conveyance price should be or 

how it should be calculated, nor does it represent any expectation by 
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1 NorthWestern as to the actual outcome of the arbitration. Establishing a 

2 fixed value for Kerr simplified the PSA negotiations by providing 

3 NorthWestern certainty regarding the amount it will ultimately receive upon 

4 conveyance of Kerr to CSKT, while the risk of the arbitration outcome was 

5 retained by PPLM. 

6 

7 Q. 

8 

9 A. 

How does NorthWestern's approach keep the risk associated with 

the conveyance price dispute with PPLM? 

CSKT will ultimately pay the conveyance price to NorthWestern. The PSA 

10 provides that if the conveyance price is determined to be higher than $30 

11 million, NorthWestern will pay the difference to PPLM; conversely if the 

12 conveyance price is determined to be less than $30 million, PPLM will pay 

13 the difference to NorthWestern. This payment by NorthWestem or PPLM, 

14 as applicable, will be paid upon CSKT's payment of the actual conveyance 

15 price to NorthWestern. Thus, regardless of the outcome of the arbitration, 

16 NorthWestern will ultimately receive $30 million upon conveyance of the 

17 Kerr project to CSKT, and NorthWestern customers bear no risk in regard 

18 to the conveyance price. 

19 

20 Discount Rate 

21 Q. Are any other assumptions necessary for the DCF analysis? 
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o I A. Yes. The final assumption that is necessary is an estimate of the WACC 

2 for the buyer of the assets. The WACC is used to discount future cash 

3 flows to present day value. 

4 

5 Q. How is the WACC determined? 

6 A. WACC is determined by estimating the rate of return a buyer would have 

7 to pay on the capital used to purchase the assets. The WACC includes 

8 the cost of equity and the cost of debt, each weighted by the proportion 

9 that would be expected to be used in financing the purchase. As 

10 discussed in the Bird Direct Testimony, the range of possible WACCs for 

II third-party buyers was estimated by Credit Suisse to be 6.5% to 7.5%. 

12 

13 Q. 

14 A. 

What WACC was used in the analysis? 

NorthWestern used a WACC of 7.14% in the DCF valuation, which is near 

15 the mid-point of the range provided by Credit Suisse as discussed in the 

16 Bird Direct Testimony. 

17 

18 Value 

19 Q. Using the assumptions described above, what value did the DCF 

20 estimate for the Hydros? 

21 A. 

22 

23 

Using those assumptions, I estimated the third-party, mid-range value to 

be about $826 million. 
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1 Q. Were sensitivities estimated around that mid-range value? 

2 A. Yes. I looked at high and low sensitivity cases around two factors, the 

3 WACC and the EBITDA multiplier for terminal value. The table below 

4 summarizes the calculated values for high and low cases as well as the 

5 mid-range case. 

Valuation Results 

EBITDA Value 

Case WACC Multiplier (millions) 

Mid-Range 7.14% 7.5 $ 826 

Low 7.50% 7.5 $ 790 

High 6.50% 8.5 $ 935 

6 Electricity Market Price Forecast 

7 Q. Please describe the price forecast that was used in the analysis of 

8 NorthWestern's bid for the Hydros. 

9 A. The development of the price forecast used to value the Hydros employed 

10 the same fundamental principles used in NorthWestern's other supply 

11 planning activities, including the 2011 Electricity Supply Resource 

12 Procurement Plan ("2011 Plan") and the subsequent 2013 Plan that was 

13 being developed in parallel with this analysis. The 2013 Plan is attached 

14 to this Application. There are three components to the price forecast: 1) 

15 market quotes at Mid-Columbia ("Mid-COO) for the intermediate term with an 

16 escalation rate based on inflation expectations for the period after which 

17 market quotes are available; 2) a basis adjustment from Mid-C to 
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c 1 Montana; and 3) an adjustment for the price of carbon under potential 

2 future regulation. (The carbon price adjustment also requires a forecasted 

3 natural gas price curve as described later in my testimony.) 

4 

5 Q. Please describe how the market quotes were used. 

6 A. The price forecast begins with the forward market at Mid-C. Mid-C is the 

7 most liquid trading location in the region, with many buyers and sellers 

8 participating. Forward prices at Mid-C are quoted by brokers for several 

9 years forward, and settlement prices for forward periods are published by 

10 the Intercontinental Exchange ("ICE"). 

11 

12 For this analysis, NorthWestern used a price curve based on forward 

13 market quotes on June 7, 2013. Broker quotes and ICE settlements from 

14 that day were used to construct Mid-C forward curves by month for on-

15 peak and off-peak periods. Market quotes were available through 2020. 

16 For periods beyond 2020, Mid-C prices were escalated at an annual rate 

17 of 2.10%. 

18 

19 Q. 

20 A. 

21 

22 

What is a basis adjustment? 

A basis adjustment is an estimate of the difference in price between a 

liquid trading location such as Mid-C and a location such as Montana. 
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Q. 

A. 

How was an appropriate basis adjustment determined for this 

analysis? 

NorthWestern has historically been able to procure energy in Montana at a 

discount, or negative basis, to the Mid-C price. The primary reason for a 

negative basis is that during most periods there is more energy generated 

in Montana than there is load in Montana. Some of the energy generated 

in state must be "wheeled" or transmitted out of state, with an associated 

cost for the transmission. Energy generated in Montana typically crosses 

two transmission systems - NorthWestern's and Bonneville Power 

Administration's ("BPA") - in order to get to the Mid-C market. Parties 

with generation in Montana are incented to sell at a discount to the Mid-C 

price because their alternative is to pay the full transmission costs to get 

that power to market. 

Parties serving load in Montana could purchase at Mid-C and transmit the 

power to Montana, resulting in a total price higher than the Mid-C price. 

The lower-priced alternative is to purchase from generators in Montana at 

a discount to the Mid-C price. 

These market dynamics have typically led to transactions in Montana at a 

negative basis to the Mid-C price. NorthWestern's recent experience 

indicates that a basis adjustment of -$3.00/MWh is representative of the 

market for around-the-clock deliveries in the near term. 
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1 Q. 

2 A. 
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4 

Did the DCF Analysis Model use a fixed basis for the entire term? 

No. The discount tends to be higher when price levels are higher and 

lower when price levels are lower, so a formula-based approach was used 

to estimate the basis. The formula used a proportion of the total 

5 transmission wheeling cost (including losses) on NorthWestern's system 

6 and on BPA's system. The percentage used - 30% - was selected to 

7 calibrate the calculated basis to NorthWestern's recent experience of 

8 approximately -$3.00/MWh. 

9 

10 The calculation of basis is best illustrated with an example. If the forward 

11 price for on-peak delivery at Mid-C in January of 2014 is $38.55, the basis 

12 would be calculated as follows: Assuming that transmission tariff costs 

l3 (excluding losses) are $4.42/MWh on NorthWestern's system and 

14 $3.82/MWh on BPA's system, the total transmission tariff charge would be 

15 $8.24/MWh. In addition, the party transmitting the energy would be 

16 responsible for losses of 4% on NorthWestern's system and 2% on BPA's 

17 system for a total of 6% losses. In a $38.55 market, the approximate cost 

18 of the losses would be $2.31/MWh ($38.55 x 6%). The total wheeling cost 

19 would be $10.55/MWh (tariff charge of $8.24 + losses of $2.31). 

20 Multiplying that amount by 30% yields a basis estimate of $3.17/MWh. 

21 Subtracting the basis estimate from the Mid-C price results in a total price 

22 on NorthWestern's system of $35.38. 

23 
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The table below summarizes the basis calculation for 2014. The basis 

calculation for all periods in the DCF analysis is shown in 

Exhibit_(JMS-2). 

h.Ud-C FotW.mf CUrves NWE' tern Bu/s NWES temPrice 

NWE 'I NWE 'I Bl" ,I, ". Mld-C I MId-COff I~ Transmi.nlon Traruminion Tl'1Insmlnlon Transmtnion On Puk I Off Pule" l, On Peak 1 Off Peik I, 
Month Peak Peak Mld< Flat C05t LosrM!5 Cost LDlSH Sasls B8sls flat 8;lsls Price Price Flat Pritt 

Jan-14 S 38.55 S 33 .'3! S ".S< S 4.42 ,."" S .. " .... S (3.1'11 S (3.OB) S (Ull S 35.39 S 30." S 33.011 
Feb-1. S 36.69 S 32.67 S 34.'32 S .... , 

~"'" S 3.82 ,.- S (3.13) S {3.05} S (3.10) S 33.56 S 2!J.61 $ 3U12 
Mar-1A S 34.43 S """ 

, "66 S 4.42 ,.- S 3.82 ."'" S (3.09) S (3.01) S (3.06) S 31.34 S 21.39 S 29.60 

ApI-14 S 28.89 S l3.n , 22.'" S 4.42 ,.- S 3.1, .""" $ (2.99) 5 (l .n) 5 (2.S7) " .. , S 11.05 S 19.36 

May-" $ 28.89 S ll.n S 22.24 S 4.42 ,.- S 3.82 ,.- S (2.99) $ (2.72) $ (2.87) $ 25.90 S 11.05 $ 19.36 
Jun-1. S 28.49 S 13.36 $ 2La! S 4.42 ..... S 3.82 ."" S (2.'38) S (2.n) S (2..87) S 25.50 $ lO.6S S 18.91 
Jul." $ "un S 29.30 S 36.30 S 4.42 .. - S .. " ."" $ (3.U) $ (3.00) S (3.13) "..,. $ 26.30 $ 33.17 .... " S 41.80 $ ,'-', S *.30 S '" 4.00% , .. " .. ,'" S (3.22) S (3.00) S (3.0) S " ... $ 215.30 S 33.17 
Stp-14 S 41.80 $ .29.30 S 36.30 S 4.42 .. - S 3.82 ,.- S (3.22) S (3.00) $ (3. ll) s ,..,. S 26.30 S 33.17 
Oct.·14 S 39.85 S 34.10 $ 37.32 S ".42 .. - S 3.1, ..... S (3.19) S (3.09) S (3.14) S ... 66 S 31.01 S 34.18 
Ncw-14 S .0.00 S 3<.., S 37.47 S '" 4.00% S 3.1, ."" S (3.1~) S (3.09) $ (u.s) S 36.81 $ 31.16 $ 34.12 
OK·14 S 43.05 S 37.30 S .. " S U2 ~"'" 

, '-', ,.- S (3.251 S i3.l4} S (3.20 S 39.80 5 34.1(i S H.32 

NWE Sys1em 9151$ uses:w% of NorthWestern ,nd Bonneville Tnln$mlt5lon c:osts Indud!ni101ill!5. 

Trilnsminion costs were forecast to rise 2.1% ~nnui!ly from lOll levels. Loss r4lteswere held constant over the term. 

Q. 

A. 

Q. 

A. 

Did NorthWestern include an adjustment to the market price for 

potential future regulation of carbon? 

Yes. 

Why is it appropriate to include a carbon price in the DCF analysis? 

NorthWestern has included a price for carbon in its supply planning and 

acquisition activities since the 2007 Plan, and the Commission has 

supported this approach. In its comments to the 2011 Plan, the 

Commission states: 

"NWE's base case assumes that, sometime in the future, carbon dioxide 
emissions will be priced under federal law or rules promulgated by the 
Environmental Protection Agency. This is a possibility over which the 
Commission and the utility have little or no power, and it is correct practice 
to analyze the planning impacts of carbon regulation. The base case's 
2015 carbon price implementation date is increasingly unrealistic in light of 
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Q. 

A. 

the delays associated with such regulations as the Mercury and Air Toxics 
Standard and the various state Regional Haze Rules. NWE should revisit 
the timing of potential future carbon prices in its 2013 Plan." 

Written Comments Identifying Concerns Regarding NorthWestern 

Energy's Compliance with ARM 38.5.8201-8229, Docket No. 

N2011.12.96, ,-r 18 (September 28, 2012). As described below, 

NorthWestern used 2021 as the date of implementation of a carbon price. 

How was potential carbon regulation incorporated into the analysis? 

Carbon regulation was addressed in a manner consistent with 

NorthWestern's other recent planning activities and resource acquisitions. 

The 2013 Plan uses a carbon price adjustment adapted from the Energy 

Information Administration's ("EIA") 2013 Annual Energy Outlook ("AEO"). 

The EIA presented cases based on three different carbon price scenarios: 

GHG10, GHG15, and GHG25. These scenarios priced carbon at $10 per 

metric ton, $15 per metric ton , and $25 per metric ton, respectively, 

beginning in 2014 and increasing at 5% per year. 

Both the 2013 Plan and the DCF analysis use the EIA's GHG15 case, 

adjusted for a delayed implementation. NorthWestern's 2013 Plan and 

the DCF analysis adjusted the GHG15 case to introduce the carbon price 

in 2021 at $21.11 per metric ton, the same rate that would have been in 

effect that year had the carbon price been introduced in 2014 and 
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Q. 

A. 

escalated at 5% per year. There is no carbon price adjustment assumed 

in the analysis for 2014-2020. 

How is the carbon price applied in the analysis? 

The market price forecast was adjusted for each period by applying the 

forecasted carbon price. The determination of the forecasted carbon price 

on a dollars-per-MWh basis is explained below. 

The market heat rate was computed for each monthly on- and off-peak 

period using the forecasted "no-carbon" Mid-C price and the forecasted 

AECO natural gas price. This market heat rate represents the heat rate 

for the marginal or highest cost unit needed to meet load in the region for 

that period. For example, if the on-peak power price (without carbon) for a 

month is $50.00/MWh and the natural gas price for that month is 

$5.00/MMBtu, the market heat rate is 10.0 MMBtu/MWh. The market heat 

rate for the marginal unit was then used to estimate the price of carbon 

per MWh. A 7.0 heat rate combined cycle natural gas plant is estimated 

to emit 0.429 tons of carbon per MWh of electricity produced. For the 

period in this example, the marginal unit emits 0.613 tons of carbon per 

MWh (10.0/7.0 x 0.429 = 0.613). Multiplying 0.613 tons/MWh times the 

carbon price per ton yields the carbon price for that period in dollars per 

MWh. If the price per ton of carbon is $15 for that period, the carbon 
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( 1 adjustment to the power price would be $9.20/MWh (0.613 tons/MWh x 

2 $15/ton = $9.20/MWh). 

3 

4 The carbon prices resulting from this application method are summarized 

5 in the table below. 

Application of Carbon Price to Market Price of Power 

Mid·COn· Mid·C Off· On-Peak Off·Peak On-Peak Off-Peak 

Peak Price Peak Price Carbon Market Market Carbon Carbon 

Year AECO (No carbon) (No Carbon) Price Heat Rate Heat Rate Price Price 
S/ MMBtu 5/ MWh 5/ MWh S/Ton MMBtu/ MWh MMBtu/ MWh 5/ MWh 5/ MWh 

2014 $ 3.57 $ 37.02 $ 27.63 NA 10.38 7.74 NA NA 

2015 $ 3.71 $ 39.00 $ 28.99 NA 10.53 7.82 NA NA 

2016 $ 3.83 $ 40.91 $ 30.26 NA 10.69 7.91 NA NA 

2017 $ 4.C14 $ 42.53 $ 30.71 NA 10.52 7.60 NA NA 

2018 $ 4.13 $ 44.88 $ 32.76 NA 10.88 7.94 NA NA 

2019 $ 4.21 $ 48.01 $ 35.28 NA 11.40 8.38 NA NA 

2020 $ 4.30 $ 51.39 $ 38.75 NA 11.95 9 .01 NA NA 

2021 $ 4 .39 $ 52.47 $ 39.58 $ 21.11 11.95 9.01 $ 15.45 $ 11.65 

2022 $ 4.49 $ 53.57 $ 40.41 $ 22.16 11.94 9.01 $ 16.22 $ 12.24 

2023 $ 4.58 $ 54.69 $ 41.26 $ 23.27 11.94 9.01 $ 17.03 $ U.85 

2024 $ 4.67 $ 55.84 $ 42.12 $ 24.43 11.95 9.01 $ 17.89 $ 13.50 

2025 $ 4.77 $ 57.02 $ 43.01 $ 25.66 11.95 9.02 $ 18.79 $ 14.18 

2026 $ 4.87 $ 58.21 $ 43.92 $ 26.94 11.95 9.01 $ 19.73 $ 14.88 

2027 $ 4.98 $ 59.44 $ 44.84 $ 28.28 11.95 9.01 $ 20.71 $ 15.62 

2028 $ 5.08 $ 60.58 $ 45.78 $ 29.70 11.95 9.01 $ 21.75 $ 16.41 

2029 $ 5.18 $ 61.96 $ 46.74 $ 31.18 11.95 9.02 $ 22.84 $ 17.23 

2030 $ 5.29 $ 63.26 $ 47.73 $ 32.74 11.95 9.02 $ 23.98 $ 18.09 

2031 $ 5.41 $ 64.59 $ 48.73 $ 34.38 11.95 9.01 $ 25.17 $ 18.99 

2032 $ 5.52 $ 65.94 $ 49.75 $ 36.10 11.94 9.01 S 26.43 $ 19.94 

2033 $ 5.64 S 67.33 $ 50.80 $ 37.90 11.95 9.01 $ 27.75 $ 20.94 

Assumes that a 7.0 heat rate combined cycle plant emits 0.429 tons of carbon per MWh 

6 Q. You indicated that this price forecasting methodology was also used 

7 in the 2013 Plan. Is it also consistent with past supply plans and 

8 with other acquisition activity by NorthWestern? 
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A. Yes. NorthWestern's approach was similar in the 2011 Plan and in the 

Spion Kop Wind Generation Facility acquisition. Some details, such as 

the methodology for estimating basis, the year in which an escalation 

factor is applied, and the source and application of the carbon price have 

been modified , but the basic approach is the same. 

Availability of Electricity Supply in Montana 

Q. Why was it important for NorthWestern to secure generating assets 

in Montana? 

A. Since 1999, when MPC sold its generating assets to PPLM1 ratepayers 

have been largely dependent on the wholesale market for electricity 

supply. Some of the supply needs have been met through long-term 

contracts, but a large portion of the supply portfolio has been exposed to 

the short- and intermediate-term wholesale markets. This is an inherently 

risky position from two perspectives. First. customers are exposed to 

market price risk. This is true whether the portfolio is managed to be more 

heavily weighted toward exposure to the spot (daily and shorter) or term 

(monthly and greater) markets. 

Second, reliance on the electricity market means that customers are 

exposed to delivery risk. There is a risk that under certain market and 

I On October 31, 1998, MPC sold the Hydros to PP&L Global, Inc ("PPL Global") pursuant to the terms of 
the Asset Purchase Agreement (uAP A"). PPL Global assigned the AP A to PP&L Montana, LLC on 
December 17, 1999. PP&L Montana, LLC later changed its name to PPL Montana, LLC. 
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transmission conditions, there may not be electricity available in the 

market to meet the load requirement. In addition, PPAs for large volumes 

3 of electricity such as those needed by NorthWestem carry large exposure 

4 to credit risk. While sound credit policy including credit assurance from 

5 sellers can protect customers from financial harm in the event of default by 

6 a supplier, these policies do not ensure physical delivery of the electricity 

7 when it is needed. NorthWestern has effectively managed these risks, but 

8 there are a number of factors that, taken together, have reduced the 

9 viability of a market-centered approach to the supply portfolio going 

10 forward. 

11 

12 Q. What are some of these factors? 

13 A. There are several market dynamics related to Montana and the Northwest 

14 that are changing in ways that challenge the wisdom of continued reliance 

15 on the wholesale markets. 

16 

17 First, the impacts of the widespread development of variable resources 

18 such as wind and solar are increasing. In some ways, the development of 

19 these new generation resources has benefitted NorthWestern's 

20 customers. The increase in wind power in the Northwest has contributed 

21 to lower market prices, which have in turn benefitted customers. 

22 

23 

However, the increased variable generation has required increased use of 

the flexibility of other resources, including hydro assets in the Northwest. 
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1 Utilities with high reliance on wind power also have increased need for 

2 flexibility, so when wind generation is unexpectedly low, flexible resources 

3 such as the Columbia River dams are needed to make up the difference. 

4 Since many of the Northwest utilities have wind generation in the 

5 Columbia Gorge, multiple utilities often experience low wind events at the 

6 same time, meaning that many of NorthWestern's trading partners that 

7 typically have excess capacity are often out of the market at the same 

8 time. 

9 

10 Second, uncertainty regarding the future of coal-fired generating assets 

11 could reduce the amount of baseload generation available in the market to 

12 serve NorthWestern's load. Two large coal-fired plants - the Centralia 

13 plant in Washington and the Boardman plant in Oregon - are expected to 

14 shut down within the next decade or so. PPLM has announced that the 

15 Corette plant will be mothballed in 2015 . There is risk that increased 

16 regulation could lead to further shutdowns, possibly some in Montana. 

17 These shutdowns could have an influence on both market prices and, to 

18 the extent that they serve NorthWestern's load, reliability. 

19 

20 Third, the Montana Alberta Tie Line has recently entered commercial 

21 operation. This transmission line provides a path between Montana and 

22 Alberta for approximately 300 MW. While there will certainly be times 

23 when electricity flows from Alberta to Montana, average prices in Alberta 
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Q. 

A. 

Q. 

A. 

are much higher than average prices in Montana or at the Mid-C, so 

NorthWestern expects power to flow from Montana to Alberta the majority 

of the time. Effectively, this is similar to adding a 300 MW load on 

NorthWestern's system in Montana that competes for supply in the 

market. 

What are the implications of these changing dynamics? 

Taken together, the changing market dynamics highlight the strategic 

importance of controlling resources in Montana on a long-term basis. 

Traditionally, utilities have owned or otherwise controlled enough 

generation to cover their peak load plus a capacity margin to ensure 

reliability. For over a decade, NorthWestern has been relying on the 

capacity margin of other utilities, plus the availability of power from 

independent power producers such as PPLM and TransAlta, the owner of 

Centralia. NorthWestern is concerned that the viability of relying on other 

entities' capacity is now in doubt. 

Electric Supply Portfolio 

How was the acquisition of the Hydros considered in the context of 

the electric supply portfolio? 

NorthWestern considered the addition of the Hydros in a number of 

contexts and found the acquisition to be an excellent fit from many 

perspectives. First, the Hydros are a proven, reliable source of non-
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1 carbon emitting baseload energy supply in NorthWestern's service 

2 territory. This may be the one opportunity that arises to acquire such 

3 resources for customers. Existing resources are attractive because they 

4 are not subject to development risk. Siting and building any kind of 

5 generating asset and the related electric transmission and fuel delivery 

6 infrastructure can be a long and expensive process. Acquiring the Hydros 

7 allows NorthWestern and its customers to avoid that significant challenge 

8 and potential cost. And while the Hydros do not meet the criteria to qualify 

9 for Montana's Renewable Portfolio Standard, they truly are renewable 

10 resources in the sense that they do not consume fossil fuel or emit carbon, 

11 and as such they insulate customers from the risk of future carbon 

12 regulation. Other types of baseload generation such as gas-fired plants 

13 have exposure to carbon regulation risk as well as commodity market risk 

14 for their fuel supply. Further, acquiring generation assets in Montana 

15 allows customers to avoid the added expense of procuring transmission to 

16 NorthWestern's system. 

17 

18 Second, the addition of the Hydros provides diversity and balance to the 

19 supply portfolio. In 2016, about 39% of the energy used to serve load will 

20 be generated from hydro projects. Another 38% will be from Colstrip and 

21 Qualifying Facility thermal generation, with the remainder coming from 

22 wind and natural gas generators and market purchases. The charts below 
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depict NorthWestern's sources of energy supply for 2016 with and without 

the Hydras. 

Sources of Supply Without Hydro Assets 
(Total Annual Energy) 

Hydro 
(QF/ contracted) 

1% 

\OVind 
(Spion Kop) 

M ark.etPurchases 
48% 

NaturalGas 
1% 

Sources of Supply With Hydro Assets 
(Total Annual Energy) 

1% 
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In addition , there is diversity within the portfolio of Hydras. The acquisition C 
includes 11 generating facilities comprised of over 40 generating units. 

This benefits customers by avoiding dependence on a single large 

generator, or on several large generators at a single location. 

Third , the size is right. After Kerr is conveyed to CSKT, the Hydras will 

provide approximately 2.5 million MWh annually, or about 38% of 

NorthWestern's supply needs in 2016. The addition of the Hydras 

removes a significant amount of market risk to which customers are 

currently exposed. The portfolio will be slightly long on average during off-

peak hours and slightly short on average during on-peak hours. Other 

types of generators, particularly natural gas-fired plants, carry significant 

exposure to markets for fuel supply. The risk-reduction aspect is 

discussed later in this section. 

Will the acquisition of the Hydros give NorthWestern all of the 

capacity it needs to meet its customers' loads? 

No. Even with the acquisition of the Hydros, NorthWestern will still be 

short of controlling the capacity it needs to meet peak loads, and in fact 

the portfolio will be short on average in most periods after the conveyance 

of Kerr. Considering the changing market dynamics and uncertainty, the 

acquisition of the Hydras is a critical strategic step for NorthWestern's 

customers, but not the only step. The chart below summarizes c 
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c 1 NorthWestern's supply portfolio net position for the period of 2016-2017, 

2 after Kerr is conveyed to the CSKT. 

NWE Supply Portfolio Net Position With Hydro Facilities 
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3 Q. What is the short-term effect of adding the Hydros to the supply 

4 portfolio? 

5 A. As already discussed, Kerr is expected to be in the supply portfolio until 

6 September of 2015 when it will be conveyed to CSKT. Prior to that point, 

7 the portfolio will provide more energy than is needed to meet customers' 

8 loads. NorthWestern will manage the long position through a combination 

9 of on-system and off-system wholesale transactions. In the one-year 

10 period from October 2014 through September 2015, these sales are 

11 estimated to provide approximately $43 million of revenue credits to the 
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Q. 

A. 

Q. 

A. 

supply portfolio. See Exhibit_(JMS-3) for the details of the revenue credit 

calculation. 

Were the revenue credits considered in the DCF valuation analysis? 

No. Because the DCF analysis was intended to estimate value from a 

third-party perspective, revenue credits were not part of the valuation 

analysis. However, the revenue credits were estimated using the same 

price curve and were considered by NorthWestern in developing the 

Revenue Requirement proposed in this filing and estimating the 

associated impact to customers' bills. Also, as described in the Bird Direct 

Testimony, the PSA provides for the termination of certain PPAs between 

PPL Eplus and NorthWestern. If the closing of the acquisition occurs 

between July and December of 2014, this would include the termination of 

a single PPA, a 200-MW on-peak index price transaction. The terrnination 

of this contract was considered in the estimated supply costs used in the 

computation of illustrative rates described in the DiFronzo Direct 

Testimony. 

How does NorthWestern propose to track the revenue credits related 

to the Hydros? 

NorthWestern proposes to track revenue credits on a portfolio basis rather 

than on a resource-by-resource basis. The revenue credits would be 

passed through to customers through the Electric Supply Tracker. 
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Q. 

A. 

Q. 

A. 

Why should revenue credits be tracked on a portfolio basis? 

The estimated revenue credit amount was based on: 1) the forecast of 

what each component of the supply portfolio, includ ing the Hydras, will 

praduce on a monthly on-peak and off peak basis; 2) the monthly on-peak 

and off-peak loads; and 3) monthly on-peak and off-peak market prices, all 

for the period of October 2014 through September 2015. All of those 

elements are likely to vary somewhat from the forecast. Some of these 

variations will offset each other and some will not, but ultimately the 

amount of revenue credits is a function of the portfolio as a whole, not of 

any individual resource or load in that portfolio. 

How does the acquisition of the Hydros compare to other 

alternatives NorthWestern has considered to meet its long-term 

supply portfolio needs? 

The acquisition of the Hydras is the most attractive alternative available. 

In prior supply plans, the addition of a combined cycle combustion turbine 

("CCCT") natural gas plant has emerged as a preferred resource in the 

least-cost, least-risk portfolios. Prior to providing its bid to PPLM 

NorthWestern analyzed the costs of a combined cycle plant and valued 

such a plant on a deterministic basis using the same price curves that 

were used in the DCF analysis of the Hydras. The CCCT, the Hydros 

were each evaluated on a stand-alone basis as well as combined with the 

existing supply portfolio, with market purchases to fill in the gaps where 
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1 the resources were not sufficient to meet load and market sales during 

2 periods when the resources produced more energy than necessary to 

3 meet load. For comparison purposes, NorthWestern also calculated the 

4 cost of market purchases alone to meet the load requirement. The results 

5 of that analysis are summarized below. 

6 Q. 

3O-Year levelized Price (S/MWh) 

Hydro Facilities 

270 MW Nominal CCCT 

Market Only 

Standalone 

Basis 

$56.27 

$87.76 

$64.17 

With Market 

Purchases and Sales 

to Meet load 

$64.n 

$71.65 

$64.17 

The Meyer Direct Testimony presents 30-year levelized costs that are 

7 different from those you provide above. Please explain. 

8 A. The Meyer Direct Testimony and Exhibit_(TEM-1) present levelized costs 

9 calculated from the same generation output and cost assumptions, but 

10 from a slightly different perspective. The standalone cost of $56.27 

11 presented above is the levelized cost for all of the output of the Hydros 

12 without including the effects of revenue credits or additional purchases 

13 needed to meet portfolio load requirements. The $64.92/MWh levelized 

14 cost shown above includes the effects of both revenue credits and 

15 additional market purchases to meet load. The levelized cost for the 

16 Hydros presented in the Meyer Direct Testimony includes the impact of 

17 the revenue credits but not the cost of market purchases. 

18 
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Q. 

A. 

Q. 

A. 

Did NorthWestern use other modeling to evaluate the Hydros? 

Yes. NorthWestern also evaluated the addition of the Hydros using 

stochastic methodology similar to what it uses in the development of the 

supply plan. NorthWestern engaged Ascend Analytics ("Ascend") to 

perform the modeling requirements of the 2013 Plan as well as the 

evaluation of the addition of the Hydros to the supply portfolio through the 

use of its proprietary model PowerSimm. The Ascend modeling results 

demonstrate that the Hydros are superior from both a cost and a risk 

perspective to other alternatives including the development of a CCCT. 

Please describe the approach that Ascend uses in its modeling. 

Ascend values the costs and risk of energy supply portfolios through 

rigorously developing Monte Carlo simulations of various future states and 

optimizing generation dispatch to these future conditions. The simulation 

process probabilistically captures a broad set of potential future conditions 

of weather, load, hydro flows, and market prices. By allowing for random 

variation, the simulation of future conditions produces a broader set of 

potential outcomes than a deterministic model such as the DCF model 

used in the valuation. These simulations are structured to introduce 

"meaningful" uncertainty that satisfies a rigorous set of validation criteria. 

This simulation approach allows NorthWestern to simultaneously evaluate 

both the costs and the risks of its supply portfolio decisions over a broad 
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A. 

Q. 

A. 

range of potential future outcomes. Please see the 2013 Plan for a 

complete description of the PowerSimm model and validations. 

How does the concept of risk factor into the decisions made in 

regard to the energy supply portfolio? 

NorthWestern provides reliable and reasonably priced electric service to 

customers, while actively mitigating the most significant sources of 

uncertainty or risk that may impact the cost to customers. In the context of 

the supply portfolio, one of the primary areas of uncertainty is market price 

risk. If it is left unmitigated, market price risk can result in rate shock or 

significant and sustained rate increases. Through the modeling 

associated with the supply plan, NorthWestern evaluates energy supply 

alternatives and the risks associated with those alternatives. The 

alternatives are assessed in the context of both their cost and their 

associated risk. 

What are the factors that drive risk in energy supply costs? 

Some of the key risk factors that drive supply cost uncertainty are 

weather, load, fuel prices, electricity prices, and in the case of the Hydros, 

output variability driven by stream flows. Ascend's stochastic modeling 

approach utilizes a unified simulation framework that enables the joint 

rnodeling of all of these factors to determine the performance of different 

portfolios across multiple simulated future states. 
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1 Q. 

2 A. 

3 

How is risk quantified in Ascend's approach? 

Ascend uses the concept of risk premium to "monetize" or quantify the risk 

of a portfolio. The risk premium is defined as the integral of cost 

4 distribution above the mean or expected value. The approach is similar to 

5 that taken by insurance companies in determining a premium. The risk 

6 premium can be added to the expected cost of a portfolio to approximate 

7 the full distribution of potential costs. Please refer to the 2013 Plan for a 

8 complete description of the PowerSimm model. 

9 

10 Q. What were the supply portfolio alternatives that Ascend modeled in 

11 regard to the hydro acquisition? 

12 A. At NorthWestern's direction, Ascend modeled three cases: 1) existing 

13 resources in the supply portfolio plus market purchases to meet load 

14 requirements (the "Current" portfolio); 2) existing resources plus the 

15 addition of an effectively sized 239 MW (270 MW nominal capacity, 

16 adjusted for elevation in Montana) combined cycle plant (as defined in the 

17 2013 Plan) dispatched economically and supplemented with market 

18 purchases ("Current Plus CC"); and 3) existing resources plus the Hydros, 

19 supplemented with market purchases ("Current Plus Hydro"). 

20 

21 Q. 

22 A. 

23 

Why were these portfolios selected for this modeling? 

The Current Plus CC alternative was selected because similar portfolios 

have emerged in previous supply plans as the most attractive alternatives. 
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1 (Opportunistic acquisitions, such as this acquisition of the Hydros, were o 
2 not specifically defined in previous plans because by their nature, such 

3 opportunities are not predictable.) The Current portfolio was chosen to 

4 provide a comparison of the other portfolios with a portfolio that does not 

5 include additional asset acquisition or development by NorthWestern, 

6 though, as I described above, NorthWestern does not view continued 

7 reliance solely on the market as a viable alternative. 

8 

9 Q. Please describe the results of the stochastic modeling. 

10 A. The Current Plus Hydro portfolio significantly outperformed both of the 

11 other alternative portfolios. The chart below presents the results of the 

12 modeling on an NPV basis. 
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In the chart, the three columns represent the three portfolio alternatives: 

the Current portfolio , Current Plus CC, and Current Plus Hydro. The 

"Existing Fixed + Capital" segment represents the fixed costs and capital 

costs of the resources currently in the supply portfolio . The "Variable + 

Market" segment of each column represents the variable costs of existing 

resources in the supply portfolio, plus the variable costs of new additions 

to the portfolio, plus the cost of market purchases. The "New Fixed + 

Capital - Residual Value" segment represents the fixed costs and capital 

investments of the new addition (the CCCT or the Hydras, depending on 

the portfolio), minus the NPV of the residual value of the new resource at 

the end of the evaluation period. Residual value is analogous to the 

terminal value used in the DCF analysis. The "Risk Premium" segment 

represents the quantification of the market price risk for each portfolio. 

The total NPV of the costs is the sum of the segments for each portfolio . 

The total NPV of costs for the Current portfolio is $6.229 billion ; for the 

Current Plus CC portfolio it is $6.234 bi llion; and for the Current Plus 

Hydra portfolio it is $5.856 billion. Thus, on a risk-adjusted NPV basis, the 

portfolio with the Hydros has costs $373 million lower than the portfolio 

that includes only market purchases and $378 million lower than the 

portfolio that includes the CCCT. 
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A. 

It should also be noted that the expected cost of the Current Plus Hydro 

portfolio is lower than the expected cost of the Current Plus CC portfolio 

and the expected cost of the Current portfolio even before accounting for 

the differences in risk. 

What conclusions do you draw from the stochastic modeling? 

The stochastic modeling supports the deterministic analysis conducted at 

the time of the bid as well as the subjective risk analysis performed at that 

time. In fact, the stochastic modeling shows to an even greater degree 

the value that the Hydros provide to NorthWestern's customers . The 

addition of these resources provides lower expected costs and lower risk 

than the alternatives. 

Does this conclude your testimony? 

Yes, it does. 
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1 Forecasted Revenue Credits 
2 
3 
4 VokImes ~ M'Nh Oct-14 Nov-14 Oec-14 Jan-IS Feb-IS M,H-15 

5 
6 On Peak 

7 Default Supply load (tncl DSM) 337,286 320,285 378,583 375,813 340,154 337,962 

• 
9 Total Existing Peak Resources 250,231 230,096 253,159 255,723 225,881 241,129 

10 New Hydro Generation 149,224 148,024 171,093 165,358 157,549 158,772 

11 

12 Total On Peak Resources 399,455 378,120 424,252 421,081 383,430 399.901 

13 
14 Net On Peak Position 62,169 57,835 45,669 45,268 43,277 61,940 

15 
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18 On Peak Revenue Credits $2,180,028 $2,036,500 $1,743,642 $1,714,453 $1,552,074 $2,070,034 

19 
20 
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23 
24 Total ExistinK Peak Resources 168,866 189,398 187,470 172,436 144,067 165,706 
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2. 
27 Total Off Peak Resources 276,639 319,304 322,370 302,814 262,229 290,511 

2. 
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30 
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7 A. 
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12 Q. 

13 A. 
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23 

Witness Information 

Please state your name and business address. 

My name is William T. Rhoads. My business address is 40 East 

Broadway, Butte, Montana. 

By whom are you employed and in what capacity? 

I am employed by NorthWestern Energy ("NorthWestern") as the General 

Manager, Generation. I report to John D. Hines, Vice-President; Supply. I 

am also responsible for the Environmental Permitting and Compliance, and 

Real Estate and Lands Departments. 

Please describe your educational and work background. 

I was born and raised in Great Falls, Montana, the son of a highly 

respected lineman for The Montana Power Company ("MPC") who served 

as the president of IBEW Local #44 in the late 1950's. After many years 

as a lineman, my father became a plant operator at Black Eagle Dam until 

his retirement after over 35 years of service. That is where my 

appreciation of and education in the utility industry started. Of special 

interest with regard to this filing is my memory of the construction and 

dedication of Cochrane Dam in 1958. 

I began my own career in the utility industry in 1967 at MPC's Ryan 

Hydroelectric Plant. I graduated from Montana State University ("MSU"), 
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( 1 Bozeman in Electrical Engineering in 1971 . After graduation, I started 

2 work at MPC in the Distribution Engineering Department. During my 

3 career at MPC, I held various supervisory positions in the Generation, 

4 Transmission and Distribution areas. I have spent 25 years in hydro and 

5 thermal generation, with almost 15 of those years as the Director of Hydro 

6 Operations. 

7 

8 My education also includes a year of study in 1973 at North Carolina State 

9 University, Raleigh while in the U.S. Air Force ("USAF") where I became 

10 an accredited meteorologist. I am a registered professional engineer 

11 (since 1980), a senior life member of the Institute of Electrical and 

12 Electronics Engineers, and I have a history of supporting local, state and 

13 national professional, technical, and service-based organizations. 

14 

15 I also attended the Public Utility Executive Course at the University of 

16 Idaho, Moscow in 1993. In 2003, I graduated from MSU with a Master's 

17 Degree in Project Engineering and Management. 

18 

19 My work history also includes 28 years of active and reserve service in the 

20 USAF as a staff meteorologist and a command and control operations 

21 officer. During this time, I was a weather forecaster at a pilot training base 

22 in Columbus, Mississippi, and a staff meteorologist at the USAF Satellite 

23 Test Center at Sunnyvale, California, where I was involved in missile 
\ 
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10 Q. 

11 A. 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

launch, on-orbit (including forecasting and interpreting solar events that ( 

impact satellite operations), and satellite payload recovery operations. 

During my reserve assignments, I was a staff meteorologist for the Titan II 

missile program at Little Rock AFB, Arkansas, a reserve Weather 

Detachment Commander at Minot AFB, North Dakota, and served as a 

Command and Control Officer for Disaster and Emergency Services 

organizations in Montana. 

Purpose of Testimony 

What is purpose of your testimony? 

The purpose of my testimony is to demonstrate that the 11 hydroelectric 

generating facilities, one storage reservoir and related assets ("Hydro 

Assets") included in the proposed purchase have the capability, the 

reliability, and the longevity to serve NorthWestern's customers well into 

the future. The Hydro Assets that are the subject of this filing are long

lived, reliable assets, because they are and have been: 

• Well operated and maintained by experienced, competent, and 

dedicated personnel; 

• Upgraded through investment of significant capital; and 

• Compliant with environmental regulations. 
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( 1 I include an overview of the due diligence process employed by 

2 NorthWestem to evaluate the Hydro Assets. In particular, I describe how 

3 the due diligence process led to the conclusions expressed above. 

4 

5 Executive Summary 

6 Q. Please provide an Executive Summary of your testimony related to 

7 the due diligence effort which focused on the operations, 

8 maintenance, engineering and environmental aspects of the PPL 

9 Montana, LLC ("PPLM") Hydro Asset purchase. 

10 A. NorthWestern implemented a rigorous due diligence effort to determine 

11 and value the condition of the Hydro Assets and to understand the 

12 regulatory and environmental obligations and risks associated with them. 

13 NorthWestern concludes that the Hydro Assets are in good operating 

14 condition, well maintained, and compliant with the obligations of the 

15 Federal Energy Regulatory Commission ("FERC") licenses. NorthWestern 

16 also concludes that the hydroelectric system is a reliable, long-term 

17 investment. 

18 

19 These conclusions were reached by a team of highly experienced internal 

20 NorthWestern employees 1 and a consultant hired by NorthWestern to 

21 assess the Hydro Assets. The team: 

22 • Reviewed information provided by PPLM in the data room; 

( 

\ 
1 A summary of the individuals and their experience is included as Exhibit_(WTR-l) 
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1 

2 

3 

4 

5 

• Reviewed information available in the public record; 

• Conducted a site visit to each of the 12 hydro facilities, and 

• Interviewed key PPLM operations, engineering, and regulatory, and 

environmental personnel. 

6 The due diligence process also included review of historical expenditures, 

7 proposed budget forecasts, and water data. The due diligence evaluation 

8 was concluded prior to the completion of the Purchase and Sale 

9 Agreement ("PSA"). 

10 

11 NorthWestem concludes that PPLM has appropriately operated, 

12 maintained, and improved the projects. Significant improvements have 

13 been made which directly contribute to the capability, reliability, and 

14 longevity of the assets. These improvements include but are not limited to 

15 the following: 

16 

17 

18 

19 

20 

21 

22 

23 

• Installation of a new powerhouse, intake, and water conveyance at 

the Rainbow Project; 

• Hydro turbine runner replacements; 

• Generator rewinds; 

• Control system upgrades; 

• Substation rehabilitations; 

• Electric equipment upgrades including the replacement of: 

o Generator step up transformers; 
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10 

11 

12 

13 

o Breakers; 

o Exciters; 

o Relays; and 

o Power and control wiring. 

• Improvements to project structures, including: 

o Replacement of the Rainbow Project rubber dam; 

o Replacement and upgrade of the Hebgen Project intake 

structure, and the planned upgrade of the spillway structure; 

o Fish passage facility ("fish ladder") installation at Thompson 

Falls; 

o Rock bolt installation at Madison Dam; and 

o Great Falls area transmission and substation upgrades. 

14 The FERC licenses include numerous resource management 

15 requirements. PPLM monitors operations and has processes in place to 

16 comply with these requirements. In particular, PPLM maintains 

17 relationships and agreements with local, state, and federal agencies to 

18 facilitate consultation concerning its compliance programs which we 

19 observed to be very effective and which NorthWestern expects to continue 

20 under its ownership. 

21 

22 Additional details regarding the characteristics, reliability, capability, and 

23 longevity of the Hydro Assets are included below. 
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1 Q. 

2 

3 A. 

Did the team discover any operational or engineering issues or risks 

that require immediate attention? 

No. The due diligence effort did not reveal any significant issues that 

4 would cause NorthWestern to reconsider the acquisition or the offer price. 

5 NorthWestern is aware of some operational and engineering issues, but 

6 these are manageable. There is dialogue between FERC and PPLM 

7 regarding some aspects and items related to dam safety inspections 

8 which is normal for a FERC-licensed project. 

9 

10 Q. Did the team find any cases of significant non-compliance with 

11 environmental laws? 

12 A. No. However, in its due diligence effort, the team did discover the 

l3 potential for future environmental issues which are discussed later in this 

14 testimony. 

15 

16 Q. 

17 A. 

What conclusions did you reach based on your due diligence effort? 

These Hydro Assets have the capability, the re liability, and the longevity to 

18 serve NorthWestern's customers well into the future. NorthWestern has 

19 confirmed that the assets conform to FERC dam safety requirements and 

20 are appropriately maintained and managed. From the analysis of the 

21 data, PPLM has made significant operations, maintenance, and capital 

22 investment in the Hydro Assets. 
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The hydro system is comprised of 11 hydroelectric generating plants, one 

water storage reservoir facility, and related assets. The facilities are 

located in Montana on the Clark Fork, Flathead , Missouri and Madison 

Rivers and on West Rosebud Creek. The total capacity of the assets is 

633 MW. The assets and their condition are further discussed in the CB&I 

due diligence reports in Exhibit_(WTR-2); the location of each of the 

hydro developments is shown in Exhibit_(WTR-3); and a summary 

description of the assets is provided in Exhibit_(WTR-4). A description of 

the licenses is also included with the orders approving the licenses which 

can be reviewed on the FERC website: http://www.ferc.gov/docs

filing/elibrary.asp. 

The Hydro Assets are operated in accordance with four project licenses 

issued by FERC. The nine Missouri-Madison hydroelectric developments 

are operated under a license issued for FERC Project No. 2188, Mystic 

under a license issued for FERC Project No. 2301, Thompson Falls under 

a license issued for FERC Project No. 1869, and Kerr under a license 

issued for FERC Project No.5. The licenses describe the projects and 

establish the dam safety, environmental , and operational requirements, 

including water management for each project. Dam safety programs for 

the Hydro Assets are in compliance with FERC regulations and license 

requirements. The established resource management programs 

WTR-ll 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

Q. 

A. 

effectively address fisheries, wildlife, water quality, recreation , and cultural ( 

resources under the terms and requirements of the FERC licenses. 

We reviewed documentation and conducted discussions with PPLM's 

operations, engineering, and environmental personnel. We found 

appropriate dam safety programs are in place, equipment is well 

maintained, and there is a program for upgrades and modernization. 

Programs are in place to protect, mitigate, and enhance the environment 

in compliance with the licenses. Effective communication exists between 

PPLM and governmental agencies. All of these aspects contribute to an 

effective compliance program for the Hydros. 

Subsequent to conducting your due diligence analysis, what can you 

conclude about these assets? 

Our analyses of the hydro system operation , maintenance, monitoring, 

and upgrade program to address FERC regulatory requirements for these 

projects supports the projects' structural and operational longevity. 

PPLM's compliance record confirms that the hydroelectric system is 

maintained and operated consistent with regulatory processes. The 

FERC regulations for structural and operational integrity are a mature 

process that has been formally applied over the last 50 years under the 

Federal Power Act. These rigorous FERC regulations are in place so 

projects are operated and maintained for structural adequacy and 
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Q. 

longevity. Operation of the hydro system under FERC regulations 

provides for the sustainability of the assets. Otherwise, licensees are 

directed to implement actions to remedy any significant project 

deficiencies. 

Our due diligence evaluation of PPLM's recent capital and maintenance 

commitments verified that strategic investments have been made to 

support condition and operation beyond the planned regulatory and 

license term lives. PPLM's capital and maintenance forecasts for at least 

a 3D-year period are based on the recent investment levels that will 

continue to adequately fund operational longevity. 

Therefore, NorthWestern concludes that the federal regulatory process will 

provide for structural adequacy long into the future as it has to date. The 

current operational condition of the projects' generation and auxiliary 

systems is sound and will be effectively supported by the planned 

investment levels forecast for the next 30 years and beyond. 

Please summarize why the Hydro Assets have the reliability, 

capability, and longevity for NorthWestern to include them in its 

resource plan to meet the energy needs of its Montana electric 

customers. 
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1 A. PPLM's Hydro Assets have been a reliable source of energy for ( 

2 NorthWestern's Montana customers. Through continued and sustained 

3 investment in operation and maintenance ("O&M") and capital 

4 improvements, NorthWestern will meet the ongoing requirements for dam 

5 safety and environmental protection, mitigation, or enhancement 

6 ("PM&E"). The due diligence process confirms the PPLM hydroelectric 

7 system is a reliable long term investment. 

8 

9 The following conclusions support the system's value: 

10 • The hydro system operation and generation is consistent, with 

11 limited variability. The system is primarily a run-of-river operation. 

12 The flow regimes of the river systems are significantly regulated ( 

13 resulting in consistent river flows in the long term. These factors 

14 support effective system production. 

15 • The regulatory dam safety process and the license resource 

16 management, along with the operation, are mature aspects of the 

17 system. 

18 • Consistent mature system operation reduces a potential increase in 

19 operational impacts on the natural resource which stabilizes future 

20 license management costs. Quality maintenance practices result in 

21 equipment and machines that last. The annual O&M costs are 

22 expected to remain stable. 

23 ( 
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Q. 

A. 

The project fisheries, wildlife, recreation, water quality, and project safety 

have been managed through a full license term of 30 to 40 years, and to 

varying degrees into a second term. FERC recognizes that hydroelectric 

projects under their jurisdiction are long-term sustainable operations. 

Summary of the Hydro Assets Due Diligence Effort 

Who was involved in the due diligence effort regarding the 

operations, engineering and environmental areas? 

The due diligence team was comprised of highly experienced, technically 

competent individuals, most of whom have extensive experience in hydro 

operations, engineering, and environmental requirements. 

NorthWestern hired Stone & Webster, Inc. ("SWI") (a Chicago Bridge & 

Iron ("CB&I") company) as an independent engineer to assist in the 

evaluation of the Hydro Assets and to determine whether any serious 

flaws existed. SWI (formerly a Shaw Group company), is among the 

leading power design firms in the country. 

The relevant experience of the key individuals who were involved in the 

due diligence effort is included in Exhibit_(WTR-1). The team reviewed 

PPLM implementation and management of, and compliance with, the 

FERC licenses; compliance with environmental requirements; and plant 

operations. As described above, site visits were conducted at each of the 
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hydro projects, including interviews with key operating , engineering, and ( 

environmental personnel. The detailed site reviews were conducted in 

August 2013. 

Q. What were CB&I's conclusions? 

A. CB&I produced several reports regarding its review of the assets. The 

reports are included as Exhibit_ (WTR-2): 

• Independent Engineer's Report Final Report - 01 /03/2013 

• Addendum to Independent Engineer's Final Report - 06/25/2013 

• Due Diligence Report supplementing Independent Engineer's 

Report - 09/06/20132 

CB&I conclusions from their Due Diligence Report dated September 6, 

2013 supplementing their Independent Engineer's Report dated January 

3, 2013 include: 

• The ongoing program of upgrades and rehabilitation remains 

effective to maintain system operational re liability and safety. 

Notably, Rainbow Unit 9 and the new control center are now 

operational. 

• Equipment and systems appear to be maintained in satisfactory 

condition. 

2 Some infonnation in these reports is protected under Protective Order No. 7323 in this docket. The 
unredacted versions will be provided on a protected CD. Redacted public versions of these reports are 
provided on the public CD attached to this fi ling. 
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A. 

• The hydro system has become significantly automated for 

monitoring and some operations. 

• Recent available reporting indicates that generally the structures in 

the hydro system are in satisfactory condition and well maintained. 

• Staffing levels appear to be adequate for reliable operation and 

maintenance. Proper attention should be focused on effectively 

staffing the important role of resource coordinator. 

• License provisions are effectively managed by PPLM compliance 

staff with regulatory and agency groups. 

• An effective framework is in place to implement license regulatory 

requirements via Management Plans and Memorandums of 

Understanding ("MOU"). 

• Environmental aspects for the plants are adequately addressed, 

although there is room for more focused administration for some 

items. 

Do these conclusions by CB&I validate your own observations? 

Yes. The CB&I report validates NorthWestern's own observations 

regarding the operational safety and reliability, environmental compliance, 

and plans for continued funding for O&M, capital expenditures, and 

environmental obligations for the projects. These efforts, as demonstrated 
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1 in the past, will continue to meet the terms and requirements of the four 

2 licenses. 

3 

4 Q. 

5 

6 A. 

Did NorthWestern/CB&1 identify any material issues during its due 

diligence review? 

No. However, there are areas where NorthWestern needs to continue to 

7 monitor and where opportunities exist to improve the operation. There is 

8 ongoing correspondence between PPLM and FERC which occurs as part 

9 of the normal process of owning FERC-licensed hydro assets. This 

10 correspondence relates to annual safety inspections, FERC-required five-

11 year independent dam safety reviews, operational performance, and 

12 environmental obligations and compliance. NorthWestern will monitor the 

13 various routine, ongoing items of discussion with FERC and see that they 

14 are appropriately addressed. In the normal course of business PPLM has 

15 repair and maintenance work in progress, and NorthWestern will follow 

16 through to see that these efforts are effectively completed in a timely 

17 manner. 

18 

19 Q. 

20 A. 

21 

22 

23 

Do any of these areas cause you concern about the assets? 

No. A dam owner must always be vigilant regarding obligations for 

operations, maintenance, engineering , dam safety, and environmental 

stewardship. Although there are some open items, none rise to the level 
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Q. 

A. 

Q. 

A. 

of concern, and NorthWestern is confident in its ability to manage the 

assets. Additional discussion and detail about these areas is included 

below. 

Is NorthWestern committed to the operation of the Hydro Assets in 

an environmentally sound manner? 

Yes. NorthWestern is committed to environmental stewardship and 

effective resource management of the system. The areas of 

environmental exposure identified in CB&I's report and other 

environmental matters are addressed later in the Environmental Resource 

Management section of my testimony. 

Dam Safety 

Please describe the longevity of the hydro structures. 

The hydro structures are subject to stringent regulatory oversight that 

accompanies each of the project licenses. Specific to structural integrity, 

this regulatory oversight, combined with the ongoing O&M and capital 

improvement programs, provide for long-lived assets. 

FERC requires an inspection and formal dam safety analysis every five 

years. These FERC "Part 12" inspections and reports are conducted for 

each of the hydro projects by a FERC-approved Independent Consultant 

to review the adequacy of structures in detail. "Part 12" means Part 12 of 
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2 

the Federal Power Act, Section 18. Copies of the most recent Part 12 

inspections are included as Exhibit_(WTR-5), which will be provided 

3 under Protective Order No. 7323 in this docket. The schedule for these 

4 Part 12 inspections varies for each plant. Current Part 12 inspections and 

5 evaluations for 2013 are in progress for Mystic, Rainbow, and Cochrane. 

6 

7 The rigorous Part 12 analysis includes the structural stability of projects 

8 under normal load , seismic load, and flood load conditions. The 

9 categories included in the five-year inspections, are: 

10 • Summary of Surveillance and Monitoring Plan 

11 • Summary of Field Inspection 

12 

13 

14 

15 

• Summary of Operations and Maintenance 

• Summary of Supporting Technical Information (STI) 

• Summary of Potential Failure Mode Analysis (PFMA) 

16 Generally the structures in the hydro system are in satisfactory condition 

17 and well maintained. The condition of the hydro structures complies with 

18 FERC dam safety regulation criteria and is regularly assessed , monitored, 

19 and documented. This is formally done through a FERC process of 

20 Potential Failure Mode Analysis ("PFMA"). The FERC Dam Safety 

21 Guidelines Chapter 14-Section 3 fully describes the PFMA process and its 

22 relationship with the other FERC dam safety requirements. 

23 
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This analysis process is a thorough consideration and evaluation of 

Potential Failure Modes (UPFMsU) for project structures and water-retaining 

3 components (spillways, waterways, gates, penstocks, powerhouses, etc.) 

4 for various loading conditions. Based on actual assessed conditions and 

5 the likelihood of occurrence of the PFMs, they are categorized and 

6 assessed for needed action or follow-up monitoring per the documented 

7 PFMA record . 

8 

9 Pertinent risk reduction measures to address PFMs are conducted. In 

10 most cases this includes monitoring, measuring, and documenting 

11 alignment, piezometers, drainage flows, flowlines, penstocks, etc. This 

12 evaluation is documented and provided to FERC via annual Dam Safety 

13 Surveillance and Monitoring reports. 

14 

15 Based on current Part 12 project inspection reports, Hebgen PFM2 -

16 failure of the intake structure under seismic loading - is the only Category 

17 1 PFM for the hydro system. According to the Hebgen 2013 annual dam 

18 safety inspection report, this category remains unchanged until the current 

19 intake rehabilitation construction program is complete. 

20 

21 There are several dam safety items under review between PPLM and 

22 FERC as part of FERC's ongoing dam safety program, but none are of 

23 immediate concern or expose or obligate NorthWestern to large, future 
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1 costs beyond those already planned. Plant structures are routinely 

2 monitored and reviewed in an ongoing process and may require periodic 

3 upgrade to maintain safety, longevity, and operational reliability and 

4 capability. The following efforts are of note for system structures in this 

5 regard: 

6 • At Thompson Falls, seismic criteria are under review, and 

7 reassessment of the seismic evaluation of the intake is expected. 

8 • At Kerr, the seismic evaluation of structures is being reassessed 

9 based on updated seismic criteria. 

10 • The rehabilitation of the Hebgen intake structure is continuing and 

11 the upgrade of the spillway is planned in 2016. This work is to 

12 provide seismic adequacy for updated criteria. 

13 • Also at Hebgen, rehabilitation of the low-level outlet conduit is 

14 planned in 2017. 

15 • The stability of rock at the left abutment at Madison remains an 

16 

17 

18 

19 

20 

21 

22 

23 

item of note. PPLM conducts an ongoing program to monitor, 

measure, and report on these rock conditions. 

• With the completion of Rainbow Unit 9, the old flow lines and surge 

structure have been demolished and are being removed as 

planned. The old powerhouse is to be demolished, pending 

resolution of studies for alternative uses, but the schedule for this 

work is undefined at this time. 
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1 Q. 

2 

3 A. 

You discussed annual inspections conducted by FERC. Please 

explain. 

FERC conducts an annual inspection of each plant to review adequacy of 

4 project components and continually review PFM status. The FERC 

5 regulations require that PPLM, with the FERC Regional Office engineers, 

6 conduct a yearly safety and operational inspection of all project works. 

7 The annual FERC operational inspections confirm that PPLM is 

8 performing the continual monitoring and maintenance actions that assure 

9 adequacy and support the FERC Part 12 five-year inspection process. 

10 The review of the current annual inspections for all the projects shows that 

11 PPLM is compliant. PPLM has developed an annual Dam Safety and 

12 Surveillance Monitoring Program ("DSSMP") for each facility to support 

13 structural adequacy that is reviewed as part of the annual inspection. 

14 Gate operation testing and certification is also included in the requirement. 

15 Operation of backup generation sources must be certified on an annual 

16 basis. Copies of the most recent FERC Annual Dam Safety Inspection 

17 Reports are included as Exhibit_(WTR-6), which will be provided under 

18 Protective Order No. 7323 in this docket. 

19 

20 Q. 

21 

22 A. 

23 

Are there other FERC dam safety requirements required of the 

licensees? 

Yes. PPLM (as a FERC licensee) is required to have an "Owner's Dam 

Safety Program" ("ODSP"). The focus of the ODSP is to maintain safe 
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Q. 

A. 

dams and prevent dam failures. A copy of the PPLM ODSP is included as ( 

Exhibit_(WTR-7). An officer of PPLM is required to review and approve 

the ODSP. 

The due diligence process included a review of the FERC-mandated 

Emergency Action Plans ("EAPs") for each project. The EAPs for each 

project are included as Exhibit_(WTR-8), which will be provided under 

Protective Order No. 7323 in th is docket. The EAPs include an evaluation 

of the potential area of influence that projects could have on the 

downstream river and adjacent lands. EAPs are established and tested to 

minimize impacts in the unlikely event of an uncontrolled release of water. 

These plans define downstream inundation areas resulting from different 

hypothetical water release scenarios from the project. For all projects, a 

plan has been developed by PPLM and approved by FERC that identifies 

potential inundation areas along with local and state emergency response 

agencies. The plans include a disciplined warning protocol for notification 

and potential actions in the event of a release occurrence. This EAP 

protocol is tested annually with all parties. 

What does this mean for NorthWestern? 

This means that NorthWestern will purchase assets that are structurally 

sound, adequately maintained and in good operating condition. FERC's 

Portland Regional Office, supported by the Washington, D.C. 
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Q. 

A. 

headquarters, has dam safety jurisdiction over PPLM's hydroelectric 

operations. Their role is to oversee PPLM's compliance with their 

commitment to their ODSP. 

Operations 

Please describe how the plants have been operated. 

The due diligence team assessed the hydro system capability, reliability, 

and longevity to verify that the Hydro Assets are a good investment for 

NorthWestern and its customers. As part of the due diligence effort, we 

found that the plants are operated in a safe, environmentally sound, and 

productive manner. Areas of operational focus include safety, 

environmental stewardship, and efficiency which are discussed in more 

detail below. 

1. Safety - PPLM is focused on employee safety and participates in 

the federal Occupational Safety and Health Administration's 

("OSHA") Voluntary Protection Program ("VPP"). The Madison, 

Hauser, Holter, Thompson Falls, and Kerr Plants have achieved 

VPP "Star" status. 

The VPP recognizes employers and workers in the private industry 

and federal agencies who have implemented effective safety and 

health management systems and maintain injury and illness rates 

below national Bureau of Labor Statistics averages for their 
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1 respective industries. In VPP, management, labor, and OSHA work ( 

2 cooperatively and proactively to prevent fatalities, injuries, and 

3 illnesses through a system focused on: hazard prevention and 

4 control; ' worksite analysis; training; and management commitment 

5 and worker involvement. PPLM is committed to workplace safety 

6 and the hydro VPP program 

7 

8 Public safety is managed through appropriate waming signs, 

9 warning sirens, fences where appropriate, commercial 

10 advertisements, education programs, etc. 

11 

12 Dam safety surveillance and monitoring is performed routinely by ( 

13 qualified individuals. In addition, telemetry data is transmitted from 

14 each of the plants to the Generator Control Center located at the 

15 Rainbow Shop. This telemetry data is monitored on a 24 x 7 basis 

16 by a qualified operator. The operator has control of the five plants 

17 in Great Falls, as well as Holter, Thompson Falls, Kerr, and Mystic. 

18 Control of Madison and Hauser are scheduled for 2014, with 

19 Hebgen following in subsequent years. 

20 

21 2. Environmental stewardship - PPLM is focused on environmental 

22 stewardship and compliance with the numerous requirements 

23 contained in the FERC licenses and resource management plans. ( 
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Q. 

A. 

PPLM works closely with resource agencies on technical advisory 

committees and working groups to address these requirements. 

Since 2000, PPLM has invested significant funds in environmental 

programs. NorthWestern is also committed to environmental 

stewardship and the support of funding obligations. 

3. Efficiency - The projects are operated in an efficient manner. 

PPLM has O&M and capital improvement programs which continue 

to optimize production and extend the life of the projects. 

Scheduled maintenance is performed to minimize lost production. 

Operating Performance is covered in the CB&I Due Diligence 

Report, Section 4. 

Please describe the staffing levels needed to operate the projects. 

PPLM employees who currently spend 100% of their time in support of 

the O&M of the plants will be offered employment with NorthWestern to 

provide continuity of the operation and resource management. 

These personnel include management, craft, engineers, environmental 

biologists/scientists, logistics, drafting, and a resource coordinator, along 

with North American Electric Reliability Corporation ("NERC") compliance, 

safety, information technology, and administrative personnel. Each plant 

has three to five operating personnel. A maintenance crew is located at 
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1 the Rainbow Shop. The maintenance crew performs maintenance duties ( 

2 and major overhauls at Holter and the five hydro plants in Great Falls. 

3 Contractors are typically used at the other plants to perform major 

4 maintenance activities. Craft personnel are represented by ISEW Local 

5 #44 and as explained in the Prefiled Direct Testimony of Kendall G. 

6 Kliewer, NorthWestern is committed to honoring their existing bargaining 

7 agreement. 

8 

9 The hydro operation will be integrated into NorthWestern's existing 

10 Generation Department. NorthWestern has three management 

11 professionals with extensive experience in hydro operations, engineering, 

12 and environmental issues to transition and integrate PPLM's hydro ( 

13 generation into NorthWestern in a seamless fashion. Additional support 

14 staff for NERC/FERC critical infrastructure program ("CIP"), and 

15 information or business technology for computer support will be hired as 

16 needed. 

17 

18 Q. Please describe what is done to manage some of the risks with dam 

19 operation. 

20 A. The operation is managed on the basis of the following considerations: 

21 employee safety, public safety, dam safety, environmental stewardship 

22 (including compliance), and efficiency as discussed above. Risks 

23 associated with these areas are managed through compliance with 
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regulations, license conditions, and monitoring. The variability of the 

water resource and equipment risk is discussed below. 

Variability in water flows can either increase or decrease production 

levels. Average annual water availability and production is relatively 

constant. Since the projects are located in different river drainages, and 

production is spread between 40 generating units at 11 plants, impact 

from operations including water variability or unit maintenance is reduced. 

Management of water resources is coordinated with various agencies. 

Overall, production equipment is reliable, but outages or a change in 

project operation can cause problems. Equipment failure can result in a 

loss of production. Equipment condition is routinely monitored and 

protected through the use of controls and instrumentation and alarms. 

The loss of a single unit has limited impact since the generation capability 

of the hydro system is distributed across 40 generating units in 11 plants. 

In rare instances, equipment on the dam such as stop logs or waste gates 

could fail either in the open or closed position. These events are mitigated 

through gate operational inspections, annual certifications to FERC, and 

automatic flow restoration procedures. Loss of normal station power could 

prevent gate operation, but backup generator systems on the top of most 

WTR-29 



1 of the dams wi ll provide the necessary backup power. The operation of ( 

2 these backup generators must also be certified annually. 

3 

4 The factors listed above contribute to a safe, reliable, and stable hydro 

5 operation. 

6 

7 Q. Do the plants have to meet NERC compliance requirements? 

8 A. Yes. PPLM maintains a thorough and aggressive NERC Compliance 

9 program to support ongoing compliance with all NERC, NERC CIP, and 

10 Western Electricity Coordinating Council ("WECC") reliability regulations. 

11 Each applicable requirement of every standard is monitored and verified 

12 annually to support ongoing compliance. New standards are thoroughly ( 

13 reviewed and compliance action plans assembled to support future 

14 compliance. Procedures and processes have been implemented to 

15 support operations staff compliance, and rigorous self-assessment 

16 supports continuous improvement and risk reduction in the program. The 

17 NERC compliance program has and continues to perform well. 

18 

19 NorthWestern is experienced in NERC compliance and has a 

20 NERC/FERC compliance department in place to address mandated 

21 federal compliance requirements for generation and transmission . The 

22 requirements affiliated with the hydro plants will be integrated into plant 

23 operations with oversight from the compliance department. 
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Reliability 

What is the status of the major hydro equipment? Discuss the 

capital upgrade program. 

Turbine-generators and other major equipment are well maintained. 

PPLM has made improvements to plant equipment through significant 

investment during its ownership. The capital upgrade program is 

consistent with industry practice to maintain reliability. Routine and 

special maintenance and capital improvements sustain the hydro system 

reliability and longevity through major unit overhauls and equipment 

replacements and upgrades. 

Plant equipment requires periodic upgrades to maintain operational safety, 

reliability, and capability. Equipment upgrades are addressed in the 

ongoing capital program. The scope and extent of capital improvements 

are reasonable for facilities of this type and age. The status of upgrades 

for major equipment is summarized in Exhibit_ (WTR-9), Hydro Unit 

Upgrade Summary. This summary addresses upgrades and 

replacements noted in the Executive Summary. 

Some recent or planned upgrade activities that demonstrate the adequacy 

of the upgrade program and the reliability of the hydro equipment are as 

follows: 

WTR-31 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

• Thompson Falls plant control system ("PCS") upgrade was recently 

completed in 2013 and is now operable; 

• At Kerr, vibration monitoring instrumentation was added to the units 

in 2012; 

• Madison/Hebgen PCS upgrade is planned for 2014. The capability 

to automate gate operations at Hebgen for pulse flow releases to 

the river controlled from Madison will be added; 

• At Black Eagle, a new intake trash rake was installed in May 2013; 

• The Generation Control Center at Rainbow is now operational for 

remote monitoring of the hydro plants. This system includes 

operational capabil ity for a number of the projects; 

• The most significant upgrade on the hydro system is the new 

powerhouse and new Unit 9 at Rainbow. Unit 9 is now operational 

and operating satisfactorily. Unit 9 provides 60 megawatts ("MW") 

capacity operating at improved efficiency and replaces eight older 

units (36 MW total) which dated to 1910 and 1918. Items with the 

Unit 9 bearing lube oil system and cooling water control remain to 

be corrected ; 

• At Morony the planned PCS upgrade is complete; and 

• Morony Unit 1 new generator and turbine refurbishment work is in 

progress. The completion date has been extended to second 

quarter of 2014. Additional machining on the unit embedments will 
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A. 

improve the alignment of the unit, reduce vibration, and extend the 

operational life of the units. 

• The generator lead lines connecting Cochrane, Ryan , and Morony 

facilities have been replaced with new structures and provide 

interconnection at the newly built Crooked Falls Substation for 

these facilities. The new Rainbow Unit #9 facility included a new 

generator lead line and interconnection at Crooked Falls as well. 

Discuss major maintenance of the hydro plants and its effectiveness 

in supporting reliability. 

The equipment is well maintained to support ongoing operations. PPLM's 

program has been effective in the extension of service life to the units. 

This understanding was reinforced in NorthWestern's due diligence efforts 

and site visits in August 2013. We found no extraordinary conditions of 

impact. Identified significant maintenance items, such as refurbishment of 

Madison Unit 4 and Hauser Unit 6, are of limited extent and can be 

addressed in the normal course of O&M efforts. The maintenance of the 

generating units is effectively scheduled when there is no power 

production impact at low water conditions. Equipment and associated 

systems are maintained and addressed in the system's ongoing O&M 

program. This includes major generating equipment, auxiliary systems, 

and intake, spillway, and waste gates. 
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1 The maintenance shop at Rainbow is an integral part of ongoing system 

2 O&M. The maintenance facility provides capabilities including equipment 

3 refurbishing, repairing, and testing; parts fabrication; tools and parts 

4 warehousing; and administration. Maintenance efforts at the Rainbow 

5 shop focus on the five developments at Great Falls, and Holter, and 

6 support activities throughout the system as necessary. 

7 

8 Some recent or planned major maintenance activities that demonstrate 

9 the adequacy of the program and its contribution to plant reliability are as 

10 follows: 

11 • In August 2013, Madison Unit 4 was out of service for turbine 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

overhaul. PPLM reports they are working as time and budget allow 

to do major overhauls of the turbine runners; 

• In August 2013, Hauser Unit 6 was out of service for annual 

maintenance. A program is planned to work through one unit per 

year and conduct generator rewinds and turbine rehabilitation. This 

is to start in 2014; 

• Holter Unit 4 was back on-line in August 2013 following 

maintenance including re-machining bearings and adjusting 

clearances; 

• Rehabilitation work began on Holter Unit 2; 

• The planned replacement of the two rubber dam sections at 

Rainbow was completed in 2013; 
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Q. 

A. 

Q. 

A. 

• Painting of Cochrane spillway radial gates is complete; 

• The planned overhaul of Ryan Unit 5 was completed in 2013 and 

the unit has been retumed to service; and 

• Morony has experienced some downstream flow release 

excursions due to conflicting regulatory requirements concerning 

rate change of flow and safety notification. PPLM's intent is to 

remedy this by the end of 2013 with additional downstream safety 

provisions and thus allow timely flow releases. 

So do you conclude that hydro plant production will continue to 

perform well into the future? 

Yes, through proper equipment maintenance and capital improvements 

output should be maintained based upon average water flows. As 

equipment ages, equipment maintenance and upgrades will continue as in 

the past. 

Environmental Resource Management 

How are environmental resources at the projects regulated? 

As previously stated, FERC regulates environmental resources at the nine 

dams on the Missouri and Madison Rivers through license #2188; Mystic 

through license #2301; Kerr through license #5; and Thompson Falls 

through license #1869. The licenses regulate over 700 miles of river and 

reservoirs in two major drainages bisecting several Montana cities and 
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1 communities. FERC license terms are between 40-50 years. Three of the 

2 projects are in their second license terms and one was recently licensed 

3 for a third term. 

4 

PROJECT 

Missouri-Madison 

Thompson Falls 

Kerr 

Mystic 

LICENSE 
RENEWAL DATE 

September 2000 
2nd License Term 

December 1979 
2nd License Term 

July 1985 
2nd License Term 

December 2007 
3 rd License Term 

EXPIRATION DATE 

2040 

2025 

2035 

2050 

FERC must give equal consideration to fish and wildlife, the protection of 

5 recreational opportunities, and the preservation of other aspects of 

6 environmental quality in addition to power production . For these reasons, 

7 the FERC licenses include articles with resource management conditions, 

8 and, accordingly, consultation with the resource agencies is essential. 

9 

10 Q. What environmental conditions are included in the FERC licenses? 

11 A. The FERC licenses requires the Protection, Mitigation, and Enhancement 

12 ("PM&E") of fisheries, water quality, wildlife, threatened and endangered 

13 species, cultural resources, recreation , land use and vegetation . PM&E 

14 broadly includes operational measures such as reservoir levels and 

15 downstream flows, flow ramp rates, new project-related facilities such as a 
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Q. 

A. 

boat launch or signage, and ongoing monitoring and assessing of project 

effects. Because of the length of the licenses, FERC requires that 

resource plans be developed and implemented to monitor the project 

effects over the 40-50 year term of the license and to identify and 

implement appropriate PM&E. The license may include a requirement to 

periodically update and submit the plans to FERC for approval. 

What is PPLM's approach to compliance with the FERC license 

conditions related to PM&E? 

NorthWestern determined that PPLM has collaborated with federal and 

state agencies and other parties to develop MOU agreements, 

programmatic agreements, long-term and annual collection agreements, 

and cooperative management agreements setting forth the framework for 

meeting obligations under the FERC licenses. The majority of the current 

resource management work involves monitoring to confirm that there are 

no impacts to the resource from the operation of the projects. 

PPLM's approach to license compliance, which NorthWestern will 

continue, is to : 

• Monitor the health and condition of the system; 

• Address potential operational influences from continued operation 

through the MOU agreements; 
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Q. 

A. 

• Evaluate resource enhancements consistent with license ( 

obligations; 

• Leverage available outside cost share opportunities to maximize 

resource benefit; and 

• Sustain relationships with regulators, agencies and non

governmental organizations for resource management. 

Please expand on the MOUs. 

Two MOUs between PPLM and resource agencies facilitate compliance 

with FERC license articles. One is the Missouri-Madison Project 2188 

Fisheries, Wildlife, Habitat, and Water Quality Protection, Mitigation, and 

Enhancement MOU. The other MOU is the Thompson Falls Hydroelectric 

Project Memorandum of Understanding for Facilitation and Funding of 

Commission Order Approving Construction and Operation of Fish 

Passage Facilities, based on the Consultation Process, Fish Passage and 

Minimization Measures in United States Fish and Wildlife Service 

"USFWS" Biological Opinion for Threatened Bull Trout. The purpose of 

the MOUs is to establish terms and conditions for collaboration among 

PPLM and the resource agencies regarding FERC-required PM&E. They 

also establish Technical Advisory Committees ("TACs") and operating 

procedures for the committees including processes to approve 

expenditures of PPLM committed monies. 

maintain these MOUs. 
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1 Q. 

2 A. 

3 

What is an example of a "resource plan" required in the license? 

Both the Kerr and Mystic licenses include articles that require the 

submittal of fish, wildlife, and water quality management plans. PPLM 

4 developed the plans in consultation with the resources agencies and, 

5 similar to the approach formalized in the MOUs, implements the plans in 

6 collaboration with the resource agencies. At Mystic, for example, The 

7 Fisheries Monitoring Plan was approved by FERC and the Mystic Lake 

8 Fisheries, Aquatic Habitats and Water Quality TAC made up of 

9 representatives of the USFWS, United States Forest Service ("USFS"), 

10 Montana Department of Environmental Quality, and Montana Department 

11 of Fish, Wildlife, and Parks ("MDFWP"). The Mitigation and Management 

12 Plan which addresses fish and wildlife issues at Kerr was developed in 

13 consultation with the U. S. Department of Interior and the Confederated 

14 Salish and Kootenai Tribes ("CSKT"). Implementation of the plan is the 

15 responsibility of CSKT and PPLM with funding provided by PPLM until 

16 September 2015 when plant operation is expected to transfer to CSKT. 

17 

18 Q . What are the "programmatic agreements"? 

19 A. The programmatic agreements require that PPLM consult with the 

20 appropriate agencies and review all project O&M actions to determine 

21 potential impacts on historic architectural and engineering resources. A 

22 condition of the Mystic and Missouri-Madison licenses requires that 
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Q. 

A. 

cultural resources be managed under Programmatic Agreements between ( 

the Montana State Historic Preservation Officer, FERC and the licensee. 

Please explain license conditions for recreation as part of 

environmental resource management. 

The hydro projects currently provide an abundance of recreational 

opportunities both on the reservoirs and downstream of dam facilities. 

NorthWestern is committed to maintaining these recreational 

opportunities. 

All the project licenses include a requirement to provide adequate 

recreation opportunities. One example of how PPLM addresses the 

recreation requirement is the Missouri-Madison Project 2188 License 

which requires a Comprehensive Recreation Plan for managing 

recreational resources at the project. A Recreation MOU among PPLM 

and the resource agencies including the USFS, MDFWP, Bureau of Land 

Management, the U. S. Bureau of Reclamation ("USBR") and the six 

counties where the nine dams are located (Madison, Gallatin, Broadwater, 

Chouteau, Lewis and Clark, and Cascade) is the mechanism used to 

implement the Comprehensive Recreation Plan. The Recreation MOU 

established Recreation Advisory Groups and Regional Working Groups 

and provides a mechanism for agencies, the licensee, and the general 

public to work together to identify, prioritize, and fund board-approved 
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1 projects. A non-profit, independently operated Revolving Trust Fund was 

2 also established to fund the acquisition, development and O&M of 

3 recreation opportunities per the Project 2188 Comprehensive Recreation 

4 Plan. NorthWestern would assume PPLM's duties and obligations with 

5 respect to funding and management of this Fund following closing. 

6 

7 Q. 

8 

9 A. 

10 

How do these approaches facilitate compliance with the license over 

the 40- to 50-year term of the licenses? 

The MOUs, programmatic agreements and resource management plans 

all include collaboration and some flexibility to adapt PM&E compliance 

11 strategies within the constraints of the FERC licenses over time. Adaptive 

12 management is a resource management strategy in which decisions are 

13 made as part of an ongoing monitoring and consultation process. In this 

14 context, PM&E funds may be redirected to accommodate new 

15 technologies, changes in resource management priorities, or as new data 

16 becomes available. 

17 

18 Q. Is NorthWestern staffed to handle all license obligations regarding 

19 environmental resource management? 

20 A. Yes. NorthWestern has experienced engineering, environmental, and 

21 hydro operations personnel that dealt with these issues when these assets 

22 were owned by MPC. In addition, PPLM has four full-time 

23 biologists/scientists supported by consultants to manage its resource 
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1 commitments. NorthWestern intends to retain these individuals to help 

2 with continuity in the transition of the FERC licenses and compliance 

3 processes and projects. 

4 

5 Q. 

6 

7 A. 

8 

Would you conclude PPLM is in compliance with FERC's resource 

management license conditions? 

Based on the due diligence, NorthWestern concludes that PPLM's 

resource management processes and programs satisfy the FERC license 

9 conditions. 

10 

11 Q. 

12 

l3 A. 

Did you consider compliance with other environmental requirements 

in your due diligence in addition to FERC license compliance? 

Yes, NorthWestern reviewed PPLM's management of license conditions 

14 and day-to-day management of non-license environmental requirements. 

15 We found that day-to-day compliance was managed primarily by plant 

16 operators with support from PPL corporate staff. We did not identify any 

17 material gaps in the management of underground storage tanks, oil 

18 handling, or hazardous material management. 

19 

20 Q. What changes have been made to the system to increase 

21 

22 

23 

A. 

environmental stewardship? 

We observed that PPLM has worked over the last several years to reduce 

the risk of noncompliance and increase the environmental stewardship of 
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Q. 

A. 

the Hydro Assets. For example, PPLM increased the containment around 

generator step-up transformers ("GSUs") or moved the containment and 

the GSUs further away from the river to reduce the risk of a release of 

petroleum product into the river. 

Please discuss any potential environmental issues that you are 

aware of. 

NorthWestern identified five potential future environmental issues: 

1. The Anaconda Copper Mining Smelter and Refinery Superfund Site is 

located near Black Eagle. Historic records show plant wastes from the 

Anaconda facility were routinely dumped into the Missouri River and 

contamination has been found in river sediments near the Black Eagle 

Dam. The U.S. Environmental Protection Agency ("EPA") has not 

completed the delineation of the Anaconda Copper Mining Smelter and 

Refinery Superfund Site and some portions of the Black Eagle facility 

may eventually fall within the final boundaries of this Superfund site. 

2. Contaminated river sediments have also been found in the Thompson 

Falls reservoir. The suspected source of this contamination is the 

former Anaconda Mining Company facility in Milltown, Montana, which 

is located approximately 130 miles upstream of the Thompson Falls 

facility. The remediation of the Milltown Reservoir/Clark Fork River 

Superfund Site has been underway for a number of years, and EPA is 
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2 

3 

not seeking any additional action downstream, including in the vicinity 

of Thompson Falls. 

4 3. The USFWS has indicated the Arctic grayling in the Upper Missouri 

5 River Basin may be listed as a threatened or endangered species 

6 under the Endangered Species Act. Madison Dam and Hebgen 

7 Reservoir are located in the Upper Missouri River Basin. If the Arctic 

8 grayling were listed as a threatened or endangered species, 

9 NorthWestern may be required to implement investigative studies to 

10 evaluate the potential relationship between the status of the Arctic 

11 grayling and project operation and to identify and implement mitigation 

12 measures. 

13 

14 4. The FERC order approving the new Rainbow Powerhouse required a 

15 plan for demolition of the old powerhouse. PPLM has notified FERC 

16 that it is considering options, including demolition or re-purposing the 

17 building for a different use. PPLM provided NorthWestern with a cost 

18 estimate for the old powerhouse demolition that included asbestos 

19 abatement, handling Polychlorinated Biphenyls containing equipment, 

20 disposal of mercury-containing light bulbs, recovering and recycling 

21 freon and lead acid batteries. However, as with any project of this 

22 nature, unanticipated environmental conditions may be discovered that 

23 require abatement or remediation. 
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Q. 

A. 

5. PPLM has land use easements for the right to flood and other 

purposes at the Hydro Asset locations. There is ongoing litigation 

conceming alleged shoreline erosion at Flathead Lake due to Kerr 

operations and at Lake Helena due to Hauser operations. 

Capability 

Discuss hydro generation capability. 

The hydroelectric system generation capability is supported by a number 

of factors. There are 40 generation units across the system, and each 

facility, excluding Rainbow, consists of multiple units. PPLM maintains a 

major equipment strategy program to annually inspect and maintain the 

generating units for reliable operating condition. Work is scheduled to 

coordinate with the annual hydrologic cycle to limit the amount of lost 

generation. The low water period of the annual water year allows unit 

inspection and maintenance without production loss. 

Consistent O&M and capital investment in the hydro system will help to 

sustain project availability. In the long term the river drainages have 

produced consistent average hydrologic water years. The combination of 

the system's well-maintained condition and consistent average water 

supply results in consistent generation production. 
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Q. 

A. 

Other hydroelectric projects on the same river systems add to operational ( 

stability and water regulation. The USBR Canyon Ferry project is located 

on the Missouri-Madison river system downstream from the PPLM 

Madison project and upstream of the PPLM Hauser, Holter, Black Eagle, 

Rainbow, Cochrane, Ryan and Morony facilities. The USBR Canyon 

Ferry project is a large storage (flood control) and generation facility. This 

project provides regulated flows for the downstream PPLM projects. The 

operation of the Canyon Ferry project and PPLM projects are coordinated 

by the formal Madison-Missouri River Coordination Agreement. 

The USBR Hungry Horse hydro project is located upstream of the Kerr 

and Thompson Falls facilities. The Hungry Horse project is also a large 

storage (flood control) and generation project. This project is operated in 

coordination with Kerr, Thompson Falls, and other downstream projects of 

the Columbia River Basin to provide management of the various 

operations for all projects' generation capability. 

Water Rights 

Prior to entry into the PSA did NorthWestern conduct due diligence 

concerning the water rights to be acquired? 

Yes. During the negotiations leading to the PSA, PPLM provided 

NorthWestern a listing detailing its water right claims. Prior to entry into 

the PSA, PPLM's listing was cross-checked with the Montana Department 
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Q. 

A. 

of Natural Resources and Conservation's ("DNRC") online Water Right 

Query System to verify (1) that the water rights claims identified by PPLM 

included all water rights claims of record with the DNRC held by PPLM 

pertaining to the Hydro Assets; (2) that the water rights claims identified by 

PPLM included all the water rights claims that PPL acquired from the MPC 

in 1998; (3) that the water right claim numbers, priority dates, flow rates, 

volumes and purposes as stated by PPLM substantially matched the 

DNRC's records; and (4) to determine, based on the information available 

online from the DNRC, the presence and nature of any issues pertaining 

to those water rights claims. 

As a result of this review, it was determined that the water rights claims as 

identified by PPLM included all the Hydro Asset water rights claims held 

by it. Additionally, the water rights claims identified by PPLM included all 

those acquired by PPL from MPC in 1998. In addition, a Provisional 

Permit, issued in 2008 for additional power generation at the Rainbow 

Facility, is included among the water rights claims. 

Does this conclude your testimony? 

Yes, it does. 
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WILLIAM T. RHOADS, PE NorthWestern Energy 
General Manager, Generation 

HIGHLIGHTS OF RELEVANT PROFESSIONAL EXPERIENCE 

Exhibit_(WTR-l ) 
Docket No. 2013.12.85 
Page 1 of6 

• William Rhoads is the General Manager, Generation for NorthWestern Energy ("NWE"). Immediately 
following passage of Montana House Bill 25 in 2007 - the bill which allows NWE to build and rate 
base generation projects following deregulation in Montana - Mr. Rhoads was handpicked to 
establish a new NWE Montana Generation Department to design and build a unique 150 MW 
generation asset to integrate variable generation and load into the company's Montana transmission 
balancing authority. The plant received international recognition as a runner up in Pennwell 
Publishing's Power Plant of the Year Award program for 2011. Since then, Mr. Rhoads has led the 
department's efforts to build a 60 MW peaking plant in South Dakota, ownership of a 40 MW wind 
project in Montana, and NWE's portion of emission control upgrades at coal-fired projects in North 
Dakota, South Dakota, and Iowa. The total value of these projects exceeds $530 million. Recently, 
Mr. Rhoads led the due diligence effort for the acquisition of over 630 MW of hydroelectric assets 
valued at $900 million. Mr. Rhoads has served as a witness before the Montana Public Service 
Commission and the Federal Energy Regulatory Commission. Throughout his career, Mr. Rhoads 
has placed a high emphasis on workforce safety. 

• William Rhoads served as Director, Hydro Operations for over 14 years for The Montana Power 
Company ("MPC"). Mr. Rhoads was responsible for overall administration, including technical 
guidance, direction, and policy development for operation and maintenance of 13 hydroelectric 
projects. The administration of the hydro plants included effective management of operations, 
maintenance, and capital improvement budgets and the direction of employees needed to support the 
operation, including key supervisory personnel. The position required considerable interface with 
internal Company departments, other utilities, and local , state, and federal officials, as well as 
interaction with union personnel. Mr. Rhoads perfonmed due diligence project evaluations in 
Argentina and physically reviewed non-MPC projects in Montana, Alaska, Nevada, Pennsylvania, 
Tennessee, Texas, Washington, British Columbia, and Quebec. He also led the development of a 
state-certified hydro operator/maintenance training program. In addition, Mr. Rhoads served on the 
HYDRO REVIEW MAGAZINE Publisher's Advisory Board, National Hydropower Association Board of 
Directors, Electric Power Research Institute (EPRI) Storage, Renewables, and Hydro Business Unit 
Council, EPRI Hydro Working Group and has authored hydro-related technical papers and 
presentations. 

• Other leadership positions: 
o General Manager, Montana Distribution Operations - Mr. Rhoads was responsible for over 

$32 million in annual expenditures and $65 million in annual capital improvements for NWE's 
electric and gas distribution system. Resources included a workforce of over 500 employees. 

o Director, Electric Transmission - Mr. Rhoads was responsible for MPC's electric transmission 
system engineering and construction departments including transmission, substations, utility 
communications, and drafting. 

o United States Air Force - Lieutenant Colonel Rhoads served as a staff weather officer and a 
command and control operations officer with twenty eight years of active and reserve service. 

EDUCATION 

MONTANA STATE UNIVERSITY, Bozeman, MT 
Master of Project Engineering and Management; Bachelor of Science in Electrical 
Engineering 

NORTH CAROLINA STATE UNIVERSITY, Raleigh, NC 
Accredited Meteorologist (One year of advanced meteorological studies) 
USAF Institute of Technology 

UNIVERSITY OF IDAHO, Moscow, ID 
Public Utilities Executive Course 



JOHN VANDAVEER, PE Northwestern Energy 
Transition Team Manager 

HtGHLIGHTS OF RELEVANT PROFESSIONAL EXPERIENCE 

Exhibit_<WTR-1 ) 
Docket No. 2013.12.85 
Page20fS 

• Mr. VanDaveer has 30 years in the utility business that includes 25 years involved in power 
generation primarily hydroelectric engineering and operations. 

• 2008-2013: Mr. VanDaveer was the Manager of Division Operations for the NorthWestern 
Energy Butte, Montana gas and electric distribution workforce and system. Major responsibilities 
included the development and execution of annual work plans and budget for construction and 
maintenance of the distribution system within the division operating territory. The management of 
50 personnel included both craft and supervisory employees. 

• 1998-2005: Mr. VanDaveer was the Manager of Hydroelectric Generation for Montana Power 
(1998-2000) and PPL Montana (2000-2005) subsequent to the sale of the hydroelectric 
generation assets by Montana Power to PPL Montana in 2000. Overall responsibilities included 
the management on the engineering staff, operations staff, regulatory and compliance staff, 
support staff, system operations, planning, budgeting, and maintenance work for the safe, 
effective and reliable performance of the operation. 

• 1995-1998: Mr. VanDaveer was the Director of Engineering for the Montana Power Hydroelectric 
business. His major responsibilities included the supervision of the engineering department staff 
and function that included planning, design, budgeting, project execution and support of the 
operation and expansion of the Company's hydroelectric generation operation. 

• 1991-1995: Mr. VanDaveer was the Project Manager for the Thompson Falls Development 50 
MW Expansion owned at the time by the Montana Power Company. The $50 million project 
responsibilities encompassed the planning, design, permitting, contracting, construction and 
commissioning of the additional powerhouse and associated facilities for the expansion project. 

• 1988-1991: Mr. VanDaveer was a senior engineer in the Montana Power Company hydroelectric 
engineering department. The requirements of this position included engineering design, analysis 
and support of the regulatory and operational aspects of the Company hydroelectric system 
across the state. Additionally, support was provided to the Company's independent power group 
for due diligence work necessary to assess potential acquisition of new or existing hydroelectric 
projects overseas. 

• 1979-1988: Mr. VanDaveer was an engineer in the Montana Power Company substation 
distribution group. General responsibilities of this position included the civil design and electrical 
layout for upgrades and new construction for the distribution substation facilities across the 
system . 

EDUCATION 

MONTANA STATE UNIVERSITY 
B.S., Civil Engineering 

LICENSES AND REGISTRATIONS 

PROFESSINAL ENGINEER 
Montana, License No. 11875 PE 
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NorthWestern Energy 
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Docket No. 2013.12.85 
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MARY GAIL SULLIVAN Manager, Environmental Permitting & Compliance 

HIGHLIGHTS OF RELEVANT PROFESSIONAL EXPERIENCE 

• Mary Gail started her career in 1980 with the Montana Power Company where she held various 
Environmental positions through 1998 including Coordinator of Land Use and Recreation, a 
position in which she conducted research and reported on the recreation and land uses 
associated with the hydro facilities to comply with annual FERC license requirements. Testified on 
behalf of MPC concerning its stewardship responsibilities at Kerr Dam proceedings. 

• Director of Environmental Permitting responsible for compliance with State, Federal and local 
permitting and hydro license requirements. Managed research and reporting requirements for 
land use, recreation, visual, socioeconomic, and cultural resources. Directed preparation and 
implementation of MPC's application to construct electric transmission lines under the Montana 
Major Facility Siting Act. 

• Director of Hydroelectric Relicensing with responsibility for relicensing the nine hydro facilities on 
the Missouri and Madison rivers. This involved establishing and overseeing implementation of a 
relicensing strategy that balanced FERC's requirement to protect, mitigate, and enhance 
environmental attributes associated with the projects and plant operational objectives. Effectively 
managed relationships with agencies and stakeholders affected by hydro operations. Established 
a formal pre-consultation process with the resource agencies and facilitated public meetings in 
each of the communities near the nine dams. 

• Director of Environmental Compliance, under the direction of the CFO and the Audit Committee of 
the Board of Directors, established a comprehensive environmental audit program, provided 
strategic and policy guidance on environmental issues and promoted corporate environmental 
principles. Conducted audits of hydroelectric operations to verify compliance with FERC license 
conditions and environmental requirements. 

• In 1998 the environmental audit program was merged with internal audit. Mary Gail was named 
the Director of Audit Services, a position she held through MPC's transformation from a diversified 
utility to a telecommunications company and ultimate bankruptcy in 2003. She remained in the 
telecommunications industry working primarily in customer and billing operations until March, 
2013 when she hired by NorthWestern Energy as Manager of Environmental Permitting and 
Compliance. 

EDUCATION 

UNIVERSITY OF MONTANA, Missoula, MT 
Master of Business Administration 
Bachelor of Science in Recreation Management (School of Forestry) 

UNIVERSITY OF IDAHO, Moscow, ID 
Public Utilities Executive Course 



WILLIAM THOMPSON, PE NorthWestern Energy 
Senior Technical Advisor 

HIGHLIGHTS OF RELEVANT PROFESSIONAL EXPERIENCE , 

Exhibit_(WTR-1 ) 
Docket No. 2013.12.85 
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• Mr. Thompson has 25 years of engineering, project management, and field experience and has 
been involved in a wide variety of environmental and engineering projects covering a variety of 
disciplines 

• At NorthWestern Energy, Mr. Thompson is responsible for providing project management, 
engineering services and technical expertise for the gas and electric utility including generation, 
distribution and transmission operations. He has provided environmental due diligence support 
related to the sale/purchase of energy and generation business units including calculating 
stranded environmental liability costs and managing liabilities associated with sale/purchase 
agreement indemnification clauses. 

• His experience ranges from managing routine compliance issues to complex environmental 
liabilities. He is experienced with business divestiture/acquisition due diligence, air emissions 
monitoring and compliance, CERCLA settlement negotiations, remedial investigations, feasibility 
studies, environmental risk assessments, environmental site assessments, environmental 
permitting, environmental compliance inspections, insurance recovery analysis and development 
of utility company environmental plans. 

• He has conducted numerous site assessments and environmental inspections at utility 
hydroelectric plants, coal and gas-fired generation plants, operation centers, electrical substations 
and natural gas compressor stations. He has managed investigation and cleanup operations for a 
variety of sites including former manufactured gas plants, transformer oil (PCB and non-PCB) 
releases, transformer salvage sites, and gasoline and diesel releases. 

• Mr. Thompson managed the Milltown Hydroelectric Project for several years. In addition to 
hydroelectric generation, the Milltown Project was associated with a high profile Superfund Site, 
the Milltown Reservoir Sediments Superfund Site. His management of this project spanned the 
time period from pre-Record of Decision through Consent Decree (CD) negotiations and 
implementation of the Remedial Action (RA) including dam removal. His engineering and 
management responsibilities for this project were divided into two main categories - FERC 
regulated hydroelectric operations and Milltown Reservoir Sediments Superfund Site 
management. The existence of the Superfund Site within the reservoir resulted in some atypical 
FERC-regulated project operations, which afforded Mr. Thompson a truly unique and challenging 
project management experience. 

EDUCATION 

MONTANA STATE UNIVERSITY 
B.S., Civil Engineering 

LICENSES AND REGISTRATIONS 

PROFESSINAL ENGINEER 
Montana 
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GARY WISEMAN, PE Project Manager 
CBI 

HIGHLIGHTS OF RELEVANT PROFESSIONAL EXPERIENCE 

Exhibit_<WfR-1) 
Docket No. 2013.12.85 
Page 5 016 

• Mr. Wiseman has 40 years of experience in hydro / fossil/civil and water resource consulting, 
engineering, and design. His experience has included a significant number of due diligence 
reviews of numerous power plant facilities. 

• Mr. Wiseman was Project Manager as Owner's Engineer for permitting support, technical support 
and review, and construction monitoring for Aberdeen Generating Station Unit #2, a simple cycle 
gas/diesel-fired peaking unit in South Dakota and for the Dave Gates Generating Station at Mill 
Creek, a simple cycle gas/diesel-fired plant in Montana. 

• He was Project Engineer for engineering and technical support for AFC for a proposed NRG 
combined cycle plant in Carlsbad, California. He was Project Engineer for BOP engineering for 
NRG Long Beach repowering project. And he was also part of the review team for condition of 
assets assessment of select Mirant combined cycle plants. He was Assistant Project Engineer for 
Phase 1 design efforts for the Konaktepe Hydroelectric Project. Other assignments have included 
condition of assets review and assessment of existing hydro plants of 1) Northeast Generation, 2) 
Boralex, and 3) Clean Power. 

• Mr. Wiseman has been Project Manager for numerous banks due diligence assessments of hydro 
projects. These assignments have included the review and analysis of existing assets at the 
following projects: Kaweah River Power Authority Project, STS Hydropower Projects, Friant 
Hydroelectric Project, Muck Valley Hydroelectric Project, Orion's Acquisition of Niagara Mohawk 
Hydro Assets, Endesa (Santander) Hydroelectric Assets, assessment of Orion's New York hydro 
assets, and consultant review of design/operation issues for the Bakun AC Hydro Power Project. 
Assessments of design, development plans, and/or construction monitoring have included the 
following projects: Valerie Falls Hydroelectric Project, Casecnan Multipurpose Project, Bakun AC 
Hydro Power Project, and Tiber Dam Hydroelectric Project. Mr. Wiseman was responsible for the 
technical evaluation to support the risk / feasibility assessment of Edelca's Tacoma Hydroelectric 
Project. 

• His engineering assignments on hydroelectric projects have included Project Engineer for the 
feasibility study of the Tazimina River Hydroelectric Project; Lead Hydraulic Engineer for the repair 
of Victoria Dam; Lead Hydraulic Engineer for the design and construction of the Second 
Powerhouse, Thompson Falls Hydroelectric Project; and Lead Hydraulic Engineer for the 
rehabilitation of the hydraulic turbines at the Rocky Reach Hydroelectric Project. 

EDUCATION 

OHIO STATE UNIVERSITY 
B.S., Civil Engineering 

LICENSES AND REGISTRATIONS 

PROFESSINAL ENGINEER 
Montana, 1993; Washington, 1992; and Colorado, 1977 
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• Ms. Opel a started her career as a field scientist. Her responsibilities included managing, 
overseeing, and conducting emergency spill response, completing site inspections for 
Environmental Site Assessments (ESA), drafting Spill Prevention Control and Countermeasure 
Plans and Stormwater Pollution Prevention Plans. 

• During her time in this position, she developed the necessary ski lls required to complete ESAs, 
including observing whether the proper handling, storage, and disposal method are being used for 
hazardous materials and hazardous waste, determining if stormwater best management practices 
are being utilized, and confirming that spill prevention techniques are appropriate for the material 
being stored onsite. 

• Since Ms. Opela started in the environmental field she has continued to develop and improve her 
knowledge in all environmental media. Since coming to CB&I (formerly Shaw Environmental) she 
has been involved in on-site environmental consulting for ONEOK Hydrocarbon fractionation plant 
and Sanofi-Aventis pharmaceutical manufacture, retail DOT inspections, assisting in the daily 
maintenance and upkeep of an Environmental Management Information System (EMIS) for a 
national retailer. She has also been heavily involved in Emission Inventory Reporting, Tier II 
Reporting, Toxic Release Inventory (TRI ) Reporting, and Hazardous Waste Reporting for both 
retail and industry clients, including NRG and ONEOK Hydrocarbon . 

• Ms. Opela has continued to grow her experiences related to ESAs by completing on site and 
regulatory due diligence efforts for coal fired power plants, natural gas power plants, and 
hydroelectric facilities. On site environmental assessments include the Hardin Generating Station, 
Colstrip Power Plant, J.E. Corette, Thompson Falls Dam, Mystic Lake Dam, Kerr Dam, Hebgen 
Lake, Madison Dam, Hauser Dam, Holter Dam, Black Eagle Dam, Rainbow Dam, Cochrane 
Dam, Ryan Dam, and Morony Dam . Offsite regulatory due diligence efforts include Brayton Point 
Power Station, Elwood Power Station, Kincaid Power Station, and Basin Creek Power Plant. 

• Ms. Opel a's environmental experiences in the power industry also include environmental 
compliance reviews based on publically available information for companies such as Exelon, 
Entergy, NRG Energy, Arizona Public Service, Duke Energy, and Ameren. Additionally she has 
been involved in potential si te studies for new plants in Montana, Indiana, Texas and Louisiana. 

EDUCATION 

UNIVERSITY OF OKLAHOMA, Norman, OK 
Bachelor of Science in Environmental Science (School of Engineering) 
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Independent Consultant's Reports 

Shaw Independent Engineer's Final Report 01 /03/13 

Addendum to Independent Engineer's Final Report 
(dated 06/25/2013) 

CBI Due Diligence Report Supplementing the 01 /03/13 
Report (dated 09/06/2013) 

Exhibit_(WTR-2.1 ) 

Exhibit_(WTR-2.2) 

Exhibit_(WTR-2.3) 

Portions of Exhibit_(WTR-2) include Critical Energy Infrastructure 

Information that has been redacted from this public version of this 

document and filed with the Commission in accordance with Protective 

Order No. 7323. This public version is provided on CD with this filing. The 

protected version will be provided on a separate CD under the terms of the 

Order to those parties who execute the associated non-disclosure 

agreement. 
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Summary Description of the Hydro Assets 

Black Eagle 

The Black Eagle development is located on the Missouri River, 2 miles northeast 

of Great Falls. The 924-foot-long Black Eagle dam includes: 

• a 75-foot-long right gravity abutment (former intake) section ; 

• a 105-foot-long, post-tensioned, waste gate section, with eight 10.25-

foot-wide by 9.75-foot-high sluice gates; 

• a 648-foot-long overflow spillway with trippable flashboard panels 

(crest elevation" 3279 feet); 

• an approximately 420-foot-long forebay with a 96-foot-wide stoplog 

intake at the upstream end; and 

• an integral intake/powerhouse section containing three 

turbine/generator units with capacity of 21 MW (1927). 

Cochrane 

Cochrane is located on the Missouri River, 8 miles northeast of Great Falls. The 

Cochrane development consists of a 856-foot-long dam with: 

• a 144-foot-long right abutment concrete gravity section ; 

• a 334-foot-long spillway section with seven 40-foot-wide by 25-foot

high radial gates and a 6-foot-wide by 12-foot-high vertical lift trash 

gate; 

• a 188-foot-long integral intake and powerhouse section with two 

turbine-generator units with a total capacity of 69 MW (1958); and 

• a 190-foot-long left concrete gravity section. 



Hauser 
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Hauser development is located on the Missouri River, 14 miles northeast of 

Helena. The development comprises: 

• Hauser Dam consists of a 717-fooHong, 128-foot-high (structural height) 

concrete gravity dam, at a dam crest elevation of 3640 feet. The dam 

consists of sections as follows: 

• 

o Right Abutment - 40-foot-long to the right of the 47-foot opening 

of the forebay channel; 

o Forebay - 18-foot-wide upstream end of the Forebay, which is 

integral with the 87 -foot-long Right Non-Overflow Section 

(105 feet total); 

o Spillway - 493-foot-long ogee including 5 bays with 20 vertical lift 

gates and 19 bays with flash board gates; 

o Left Abutment - 32-foot-long non-overflow section with post

tensioned anchors. 

Forebay Dam perpendicular to the right abutment is approximately 

250 feet long and 35 feet high to rock at the heel. 

• Downstream powerhouse containing six turbine-generator units with 

capacity of 19 MW (1911/1914). 

Hebgen 

The Hebgen development is located on the Madison River, 25 miles north of 

West Yellowstone, and consists of a 88-foot-high, 721-foot-long earth 

embankment dam with a concrete core wall, including a 47-foot-long spillway 

with six, 7 -foot-wide vertical slide gates; and a 667 -foot-long concrete spillway 

chute, and an intake structure connecting to a 12-foot-diameter wood stave, 

concrete encased outflow pipe. 
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Holter is located on the Missouri River, 43 miles northeast of Helena. The 

development comprises: 

• Holter Dam is a 1,364-foot-long, 124-foot-high concrete gravity dam , 

with a dam crest elevation of 3,568 feet. The dam consists of the 

following sections: 

• 

o Right Gravity Section - 88-foot-long concrete non-overflow 

section; 

o Spillway Training Wall; 

o Spillway - 682-foot-long ogee including 10 bays with vertical lift 

gates and 21 bays with flashboard gates; 

o Intake/Powerhouse - 21 O-foot-Iong section; and 

o Left Gravity Section - 374-foot-long non-overflow section with 

post-tensioned anchors. 

Powerhouse containing four turbine-generator units with capacity of 

48 MW (1918). 

The Kerr Project is located on the Flathead River, 5 miles southwest of Polson 

and comprises: 

• a 200-foot-high concrete arch dam with left and right thrust blocks; 

• a left abutment concrete intake structure; 

• a concrete gravity section between the left thrust block and intake 

structure; 

• an earth embankment at the right abutment; 

• a concrete gravity section between the right thrust block and earth 

dike; and 

• a downstream powerhouse with three turbine-generator units with 

capacity of 194 MW (1938/1954). 



Madison 
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The Madison development, located on the Madison River, 10 miles north of 

Ennis, consists of: 

• a 39-foot-high , 257-foot-long dam, with concrete slabs overlying timber 

cribs including a 70-foot-long right gravity section; a 37-foot-long intake 

section; a 140-foot-long overflow spillway with trippable slide panels, 

with a crest elevation of 4832.7 feet; 

• a 7,500-foot-long steel flow line ; 

• a concrete surge chamber, with a wood overflow spillway; 

• four 9-foot-diameter riveted steel penstocks and 

• a powerhouse containing four turbine/generator units with capacity of 

8 MW (1906). 

Morony 

Morony is located on the Missouri River, 15 miles northeast of Great Falls. The 

Morony development consists of an 842-foot-long concrete gravity dam, with: 

• a 68-foot-long right abutment gravity section; 

• a 390-foot-long spillway section , with nine 34-foot-wide by 24-foot-high 

radial gates and a 7-foot-wide by 10.5-foot-high vertical lift trash gate; 

• a 195-foot-long integral intake and powerhouse section with two 

turbine-generator units with total capacity of 48 MW (1930); and 

• a 189-foot-long left gravity section. 

Mystic 

Mystic is located on West Rosebud Creek, 75 miles southwest of Billings. Mystic 

Lake Dam is a 45-foot-high , 368-foot-long concrete arch-type structure. Water 

from the lake flows through the project's 1.9-mile-long flow line to a surge tank, 
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through a 0.5-mile-long steel penstock, to the powerhouse which contains two 

turbine-generators with an installed capacity of 12 MW (1925). After exiting the 

powerhouse, water re-enters West Rosebud Creek and flows for a distance of 

about one mile to West Rosebud Lake which is impounded by the re-regulation 

dam. The re-regulation dam is a 19-foot-high by 420-foot-long earth-filled 

structure that modulates peaking flows from the powerhouse. 

Rainbow 

Rainbow is located on the Missouri River, 6 miles northeast of Great Falls. The 

Rainbow development consists of a 1 ,405-foot-long dam, with: 

• a 78-foot-long waste gate section, with five 8-foot-wide by 10-foot-high 

sluice gates; 

• a 545-foot-long overflow spillway with trippable flash boards and a crest 

elevation of 3214 feet; 

• a 519-foot-long overflow section with two inflatable rubber dam gates 

and a crest elevation of 3212 feet; 

• new Unit 9 intake structure; 

• new Unit 9 power canal; 

• new Unit 9 penstock; 

• a new downstream powerhouse containing one 60 MW 

turbine/generator unit (2013); and 

• Rainbow shop and administration building with system control room. 

Ryan is located on the Missouri River, 10 miles northeast of Great Falls. The 

Ryan development consists of a 1 ,465-foot-long dam with: 



• a 100-foot-long, post-tensioned, right gravity section ; 
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• a 1 ,OOO-foot-iong overflow spillway with 5-foot-wide by 14-foot-high 

trippable, wheeled flash board panels; 

• a 130-foot-long, post-tensioned, waste gate section with six operable 

6-foot-diameter, riveted-steel, low-level conduits controlled by 7-foot

wide by 7-foot-high cast iron gates; and a 10-foot-wide by 12-foot-high, 

vertical lift trash gate; 

• a 135-foot-long, post-tensioned, intake section with six 12.7-foot

diameter penstocks; 

• a 100-foot-long left abutment gravity section; and 

• a non-integral powerhouse containing six turbine/generator units with a 

total capacity of 60 MW (1915/1916). 

Thompson Falls 

The Thompson Falls Project, located on the Clark Fork River at the town of 

Thompson Falls comprises: 

• a 1,016-foot-long, 50 foot high concrete Main Dam , including a 913-

foot-long spillway with two 41-foot-wide by 18-foot-high radial gates 

and stoplog overflow sections; 

• a 449-foot-long concrete Dry Channel Dam, including a 289-foot-long 

stoplog overflow section , and a 122-foot-long, 38-foot-high concrete 

gravity non-overflow section with 10 sealed low-level sluices; 

• old powerhouse and intake structure with six turbine-generator units 

with total capacity of 44 MW (1915); and 

• integral intake and new powerhouse with one turbine-generator unit of 

50 MW capacity (1995). 
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Part 12 Safety Inspections 

Black Eagle gth Part 12 Safety Inspection Report- 2009 

Cochrane 10th Part 12 Safety Inspection Report- 2013 

Hauser g th Part 12 Safety Inspection Report- 2010 

Hebgen gth Part 12 Safety Inspection Report- 2010 

Holter g th Part 12 Safety Inspection Report- 2010 

Exhibit_(WTR-5.1 ) 

Exhibit_(WTR-5.2) 

Exhibit_(WTR-5.3) 

Exhibit_ (WTR-5.4) 

Exhibit_(WTR-5.5) 

Kerr 10th Part 12 Safety Inspection Report- 2011 Exhibit_(WTR-5.6) 

C Madison g th Part 12 Safety Inspection Report- 2010 Exhibit_(WTR-5.7) 

Morony g th Part 12 Safety Inspection Report- 2009 Exhibit_(WTR-5.8) 

Mystic 10th Part 12 Safety Inspection Report- 2013 Exhibit_(WTR-5.9) 

Rainbow 10th Part 12 Safety Inspection Report- 2013 Exhibit_(WTR-5.10) 

Ryan 9th Part 12 Safety Inspection Report- 2009 Exhibit_(WTR-5.11) 

Thompson Falls 10th Part 12 Safety Inspection Report- 2011 Exhibit_(WTR-5.12) 

Exhibit_(WTR-5) includes Critical Energy Infrastructure Information and 

has been redacted in its entirety in accordance with Protective Order No. 

7323 ("Order"). This protected exhibit will be provided on CD under the 

terms of the Order to the Commission and those parties who execute the 

associated non-disclosure agreement. 
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Annual FERC Dam Safety Inspections 

Black Eagle Annual Dam Safety Inspection Report- 2012 

Cochrane Annual Dam Safety Inspection Report- 2012 

Hauser Annual Dam Safety Inspection Report- 2012 

Hebgen Annual Dam Safety Inspection Report- 2013 

Holter Annual Dam Safety Inspection Report- 2013 

Kerr Annual Dam Safety Inspection Report- 2013 

Madison Annual Dam Safety Inspection Report- 2013 

Morony Annual Dam Safety Inspection Report- 2012 

Mystic Annual Dam Safety Inspection Report- 2012 

Rainbow Annual Dam Safety Inspection Report- 2012 

Ryan Annual Dam Safety Inspection Report- 2012 
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Exhibit_(WTR-6.7) 

Exhibit_(WTR-6.8) 
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Exhibit_(WTR-6.10) 
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Thompson Falls Annual Dam Safety Inspection Report- 2013 Exhibit_(WTR-6.12) 

Exhibit_(WTR-6) includes Critical Energy Infrastructure Information and 

has been redacted in its entirety in accordance with Protective Order No. 

7323 ("Order"). This protected exhibit will be provided on CD under the 

terms of the Order to the Commission and those parties who execute the 

associated non-disclosure agreement. 
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PPL Letter Nos, PPiM-ALL-3078 
FERC-ALL-2026 
PPiM-ALL-2982 

Carrle A Harris 
Manager, Engineering & Pro]ecl> 

PPL Montana 
45 Basin Creek Road 

BOlte Ivrr S9701 -W04 
Tel. 406,533,3429 Fax 406,533-3401 

caharris@pplweb.com 
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Douglas L. Johnson, P.E" Regional Engineer 
Federal Energy Regulatory Commission 
805 SW Broadway, Suite 550 
POltland, OR 97205 

Re: FERC Project Nos. P-OOS, P-1869, P-2l88 and P-2301 
Owner's Dam Safety Program (OSDP) Revisions 

Deal' Mr, Johnson: 

In response to you office's August 1,2013 requ,esl for l\!v)sions, enclosed ple~se finr;! PPL 
Montana's (PPLM) .oWner's Dam Salety Program, Revision 1 for the following PPLM owned 
FERC Licensed Projects: 

• PERC Project No. P-0005 
• PERC Project No. P-1869 
• PERC Project No. P-2188 

• PERC Project No. P-230 I 

Kerr Hydroelectric Development 
Thompson Falls Hydroelectric Development 
Missouri-Mridison Project 
(Ol) Morony Hydroelectric Development 
(02) Ryan Hydroelectric Development 
(03) Cochrane Hydroelectric Development 
(04) Rainbow I:{ydroelectric Development 
(05) Black Eagle Hydroelectric Development 
(06) Holter Hydroelectric Development 
(07) HEluser Hydroelectric Development 
(08) Madison Hydroelectric Development 
(09) Hebgen Development 
Mystic Hydroelectric Development 

We hope to discuss the content'oftheODSP in our next annual interface meeting. Questions or 
comment!; regarding (his matter can be directed to me at (406) 533-3429 or via email to 
caharri's@pplweb,com. 

Sincerely, 

C('U0 ~1,~£~ 
Carrie Harris 
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PPL Montana 
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OUI' PPL MOllhlna Hydro Orglilliz~tioll is committed to ~rotecting the he!!lth and safety of our 
employees, customers and communities alld to operate Olll' dams in a reliable and 
enviroiUllentally responsible lllanner. Safety is Ii key "Core Vallie" integrated into all aspects of 
our business including dam safety. We are committed to develop and maintain a culture offull 
employee pal1icipatiOJi, ownership, and teamwork leading to world class dam safety 
performance. 

• We believe thllt OUI' employees are the first line of defen~ in detecting and preventing 
dam safety incidents_ 

• Every Hydro enrployee has the responsibility to report observations and changed 
conditions which may have all effect on dam safety with no fear of reprisal. 

• There will be no conflict between dam safety and production, emergent dam safety issues 
will be addressed expediently over productlon. 

• We are committed to continuous improvement in our diml safety program and to learning 
frolll every opportunity 

• We will comply with the spirit and leltel' of 18 CFR Part 12, other FERC reg\llations, and 
other industry standards. 

The content of this Ownel~ 's Dam Safety Program has been reviewed and approved by the 
undersigned. 

. 1/ , I ./ ~ " . 
Dale 

ii 

tI ) 
I' ' " , , ( 

.:::.:~I(.I ,. , .· GI ... J 

Pete Simonich 
Vicil President & COO 

.PPJ.. Montann 
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PPL Montana, LLC (PPLM) is an i\1direct, wholly-owned subsidiary of PPL Gener!\tion, LLC. 

The purpose of PPLM's Owner's Dam Safety Program (ODSP) is to provide for a robust and 

focused dam safcty program to safeguard the public, the envirOl;Ul1ent, apd the hydroelectric 

dams owned and operated by PPLM in the State ofMon\ana. The ODSP' was developed in 

accordance with the requirements of 18 CFR Part 12 and provides a comprehensive slIrnmary 

that describes and places in context !Ill ofthe elements ofFERC dam safety practices utilized by 

PPLM. 

The focus of this ODSP is tp maintain safe dams and prevent dam failures. In particular, the 

ODSP is intended to improve PPLM's employees', contractors.' and consultants' understanding 

and awareness of the need to· fully comply wi.th all necessary darn safety measures and 

requirements. The ODSP affirms the company's commitment 10 dam safety and promotes the 

expectation and respOnsibility of aU employees to recognlze and place dam safety as a highest 

priority, independent of business objectiveS'. Specific go!\l$ of the ODSP include: 

• De/1M employee responsibility for aspects of dljl11 safety 

• Facilitate the. prompt detection, reporting, and rernedi.ation of developing deficiencies 

• OutUM the dam safety related· training req.uired of various individuals with a commitment 

to continuous lmprovement 

• Review communication pathways for dam safety related matters both intemally and 

externally 

• EnSlU'e that all personnel associated with the dams clearly understand and are· con~tantly 

aware of the dam's potential failure modes and associated risk reduction measures 

• Endorse the proper priori.lization and allocation of funds' and resources necessary to 

promote dam safety. 
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The PPLM awned FERC Licensed Prajects covered by this ODSP are as fallaws: 

• PERC Praject No.. P-0005 

• PERC Praject No.. P-1869 

• FERCProjectNo. P-2l88 

• FERC Project No.. P-2301 

Page 12 

KelT Hydroelectric Develapment 

Thampsan Falls Hydraelectric Develapment 

Missouri-Madison Project 
(01) Morony Hydroelectric Development 
(02) Ryan Hydroelectlic Development 
(03) Cochrane Hydroelectric Development 
(04) R&inbow Hydroc;llectlic DevelOpment 
(05) Black Eagle Hydroelectric Development 
(06) Holter Hydl'o.electric Dc;lvelopment 
(07) Hauser Hydroelectric Development 
(OS) Madison Hydroelectric Development 
(09) Hebgen Development 

Mystic Hydroelectric Development 
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Asscssmcnt - A documented routine review conducted to evaluate the performance or 

effectiveness of an activity. 

Audit - An objective examination and evaluation of dam safety and regulatory compliance or 

effeetiveness in accordance with a defined set of standards and a formal audit plan. 

Chief Dam Safety Engineer (CDSE) - The engineer with responsibility and authority to ensure 

the Dam Saf!!ty Program is fully implemented and to ensure high standards are maintained for 

dam safety and regulatory compliance. The Chief Dam Safety Engineer is the single point of 

contact fo,· non,emergency regulatory communications from PPL Montana to FERC. The Chief 

Dam Safety Engineer shall designate a qualified alternate to act in his or her absence. 

COllstruction Quality Control and Inspection Plan (CQCIP)- A document that describes the 

qualifications, roles, and responsibillties of all pruties responsible for ensuring that constructed 

work meets ctesign reqllirements; anct inclUdes II plan for quality control inspection and testing to 

be implemented. for construction or modifications. 

Dam - An engineered barrier constructed to contain a body of water, or control the flow or level, 

relative to the Projects name<;t in Section 1. 

Dam Safety InspectIon - A scheduled dam safety inspection perfooned in accordance with a 

documented inspection plan or checklist. These inspections will be performed by operations 

personnel, the Hydro Engineering staff, or other qualified consultants. 

Dam Safety Performance Monitoring Program (DSPMP) - The Program developed by 

PPLM under Chlipter 14 of the FERC's "Engineering Guidelines fortbe Evaluation of 

Hydropower Projects" incorporating a Supporting Teohnical Information document, a Potential 

Failure Modes Analysis and a Swveillance and Monitoring Plan to improve the ability of 

Owners, Consultants and the FERC to·manage the risk associated with Commission-regulated 

hydro dams. 

Page 13 
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Dam. Safety Surveillance and Monitoring Plan (DSSMP) - The DSSMP is a written 

monitoring I'lan that addresses the site-specific PQte/itial failure modes that are identified in the 

PFMA report and is designed t9 minimize the risk associated with the potential failure modes by 

providing early warning if the failure modes become active or worsen_ 

Da.m Safety SurVeillance and Monitorillg Report (DSSMR) - The annual monitoring plan 

report sLUllmllrizing site-sl'ccific dllla collected and l\nalyzed as related to the early detection of 

trends indicating possible development of potential failure IilOdes. 

Emel'gency Acti!)D 1'IIID (EAP) - A formal docUli1ent that iderttifies potential emergency 

conditions at a dam and specifies pre-planned actiDns to be followed to minimize loss ofllfe and 

property damage in. the event of a \lam failure or emergency_ 

Federal Energy Regulatory Commission (FERC) -TIle federal agency resj:lonsible for 

regulatory oversight of PPL Montana's hydroelectric dams summarized in Section I. 

FERC Dam Safety Inspection - A formal inspection cooducted by a FERC inspector; annually 

for high hazard dam~ and hi-lIIl\lllally for low hazard dams. 

FERC Part 12 I nspectioll - A formal inspection conducted at five year illtel'vals. by a FERC 

approved Independent Consultant in conjunction with the Chief Dam Safety Engineer and 

Peliormed in accordance with Part J2D orlhe FERC's regulations. 

Independent Consultant - A third-patty consultant contracted by PPLM to perfohn PERC Pari 

12 Inspections or other specific inspections or analyses. 

Modification(s) - Any activities including repair, reconstruction, or operational changes which 

ill any way change the physical features or design of the dam from the state reflected in the 

plans, drawings or other document'S' filed with the FERC. 

Owner's Dam Safety Program (ODSP) - This robust and focllsed dam. safety program that has 

been put il) place to protect the public, the environment, and the hydroelectric facilities to which 

it applies. 

Owner - PPL Montana, LLC (PPLM). 
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PoteJ1tial FnilUJ;,e Mode (PFM) - The chain of events leading to unsatisfa.ctory performance of 

the dam or a portion thereof. The dam does not have to completely fail in the sense of a complete 

release oflhe impounded water, 

Potential Failure Mode Analysis (PFMA) - An exercise to identify all PFMs under static 

loading, normal operating water level, nnd flood and earthquake conditions; This incll!!ies all 

external loading conditions for water-retaining structures and assessment of those PFMS of 

enough significance to warrant' continued awareness and attention to visual observation, 

monitoring and remediation as appropriate. 

Supporting Technical Information Document (STID) - A doc.ument prepilred tei capture the 

information necessary to have a complete and thorough understanding of rhe dam and the 

analyses completed that support the findings regarding the safety of the structure(s). 
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3. Dam Safety Policy, Objectives and Expectations 

3.1 Policy 
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It is the policy ofPPLM to maintain a safe operation, fully compliant with its PERC licenses and 

applicable regl,llations. PPLM employees, cunt1'8ctors, and consultants shall be aware of public 

and personrtel safety and implement this policy in the dailY operation ofPPLM's hydroelectric 

dams. 

PPLM incorporates intQ its daily operatiens danl safety policies for the operation and 

maintenance of its hydroelectric dams in a manner that minimizes the potential hazards 

associated with our dams. Specificany, PFLM has a fully developed Dam Safety Perf()Jmance 

Monitoring Program (DSI'MP).deveIopeditl accordance with the Chapter 14 of tile PERC 

Engineering Guiderines (Reference 11.6). The DSPMP' is detaited in our site specific Dam 

SlIfety Surveillllnce and Monitoring Plans (DSSMP) (Reference 11.3) and teported on annually 

to the PERC Regional Office in Dam Safety Surveillaoce and Monitoring Reports (DSSMR) 

(Reference 11.4). Additionally, PPLM abides with other 18 CFR Part 12 annual dal11 safety 

reqllil'ernertts' such as those summarized in the FERC Regional Office Annual Letter (Reference 

11.5) Like spUlgate gate testing and Emergency Action Plan deveJopment and testing. 

3.2 Objectives 

The objective of PPLM's Owner's Dam Safety Program is fo m'aintain dam safety as a priority 

for its business at all times. PPLM seeks to continually improve dahl safety through continl1ed 

implementation of the following program initiatives: 

3.2.1 Clear definition of dam safety roles and responsibilities; 

3.2.2 Continued implementation of a dam safety training program; 

3.2.3 Clear communication protocols emphasizing reporting with no fear of repdsal; 

3.2.4 Utilization of effective record keeping systems and project databases; 

3.2.5 Succession planning; 
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3,2.6 Continuous improvement; 

3.2.7 Audits and assessments; and 

3.2.& Effective and safe design, construetion, opetation, snrveillance, monitoring and 

inspection of dams. This inclUdes c::onsolidation of current dam safety ~ractices by 

reference· int0 the overall ODSP including: 

Pagel 7 

• Dam Safety 8tJrveillaMe and Monitoring plans (DSSMP) and Reports. Note that 

insp~ctioll and other dam safety practices utilized by the Owner are defil1lld in the 

DS8MP, as opposed to' the.ODSP; 

• Ann!lal Darn Safety InspectiO'ns; 

• Part 12 Independent Consultant Safety Inspections; 

• Potential Failllre Mode Analysis; 

• SUppo11ing Technical Information Do'cuments; 

• Emergency Action Planning; 

• Construction Quality Control and Inspection PIMS (CQCIP); 

• Dam secwity plans; and 

• Other Project-specific procedures, inspections, evaluations and studies, including: 

o FERC License AIticles, Orders, and Operational requirements of the individual 

FERC Licenses covered by this program. 
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3.3 Expectations 
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PPLM recognizes that dam safety is the responsibility of employees in our company and that our 

empJoye.es are the first line of defense against dam safety fail\lres al\d incidents. As such, it is 

pur expectation that communication afpotentiai problems or concerns is S\lPPOlt~ at !III levels 

ofthe org!lllization !lnd encouraged at all times. Contrflctors and consult!lllts employed by PPLM 

are educated on how their work may affect dam safety and ate expe9ted to comply with the S!Illle 

commuhication obligations as PPLM employees. 

3.3.1 It is the policy of PPLM to maintain safe !Illd compliant operation of its FERC regulated 

dams as a fir.st pJ'iol'ity. PPLM's employees, consultants !Illd contractors shall implement 

this policy in theiJ' work activities. 

3.3.2 PPLM expects that its employees, agents. conslilt!lllts and cpntractprs performing services 

for a FERC licensed facility will fully comply with all ofFERC's dam safely related 

requireme.nts. This inclUdes: 

• The req\li!'ement to use sou.nd !Illd prudent engineering prilctices in any action relating 

to the design, construction, operation, monitoring, maintenance, use, repair, or 

modification of such dams (18 C.F.R. 12.5). 

• The requirement fol' PPLM to notify FERC about tbe following, in the manner 

specified in the cited regulations: 

o As to !Illy condition affecting the safety of a project or project works (18 C.F.R. 

12.10); and 

o As to !Illy modification to the projector project wotks (18 C.P.R. 12.1 1). 

• The requirement to comply with all additional items. specified in the FERC licenses 

and st!llldard requirements of the FBRC "egional office. 

3.3.3 PPLM will communicate these requirements to the applicable employees; agents, 

consult!lllts and contractors by discussing it with them. The Chief Dam Safety Engineer 

or his 01' her designee is authorized to determine the proper level of training required of 

such employees, agents, consulfants or contractors based on his or her judgment as the 

relevant factors, inoluding, but not limited to, the following: prior experience, 
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background, expected services to be perfonned, and the impact of such services ort dam 

safety, and compliance with regulations. 

3.3.4 Each year the Vice PresidentiChiefOperating Officer at PPLM will issue a signed 

statement documenting the company dam safety phiIosqphy to the employees. 
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4. Responsibilities for Dam Safety 
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The PPLM organization has many people with responsibilities regarding dam safety. The 

responsibilities of program persoiUlel are designed to identify dam safety issues in a timely 

manner, evaluate tne signifiCance ofthe identified issue, .communicafe those issues to the 

appropriate supervisory personnel and evaluate overall dam perfol1nance on an ongoing basis. 

PPLM considers the ~am safety program to be a bottom up organization, where every individual 

from the Assistant Plan Operators to the COO are engaged and knOWledgeable of their 

responsibilities related to ensuring dam safety_ As slIch, senior, management recognizes and 

understands the risks associated with dlIm ownership <J,i1d manages PPLM hydro with a 

questioning altitude in an engaged supportive environment. 

The descriptions of position duties and respc;msibillties hetein ate limited to those duties and 

responsibilities directly ['elated to the ODSP and do not reflect the complete scope of all of a 

particular position's duties or other responsibilities within the PPLM organization. 

4.1 Vice President & Chief Operating Om~er - Montnna (Vl'/COO PPLM) 

Pete Simonich, ViCe PresidentlChief Qperating Offlcet, is the senior company opemting' official 

in the PPLM organization that is responsible for ensuring PPLM is operating in accordance with 

allregulatbry compliance obligations. 

4.2 Director Environmental & Engineering Com(JliRnce 

Reports to, the VPlCOO and directly ovetsees all the regulatory compliance obligations within 

PPLM. 

4.3 Chief Dilm Safety Engineer - (Manllger - Engineering & Projects) 

Carrie Harris, Manager - Engineering & Projects, i's the person identified in the ODSP as t)le 

Chief Dam Safety Engineer (CDSE) and has responsibility and authority to ensw"e the ODSP is 

fully implemented, Her reswne is included in Appendix A, 
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She provides oversight of engineering and operational activities related to dam safety and works 

c611aboratively with the hydro plant management and staffil to enhance dam safety. She makes 

certain a Dam Safety Training Plan is developed and implemented, as described in tbis program. 

She !;Qnfinns the DSSMPs are developed and implemented, as re'quired by the FERC. She 

I~views and approves the annual DSSMRs as required by the FERC. She takes necessary 

corrective action when dam safety is in question and will issue an oral or written stop work order 

for operational activities or a plant shutdown if hecessary to place an affected dam in a safer 

conqition. 

In addition to tasks directly related to the FERC dam safety program, the COSE reviews all 

structural, operational, and management modifications to projects for their effect on dam safety. 

The Chief Dam Safety Engineer is the single pOInt of contact for non-emergency regulatory 

COllUlluuicatioDs from PPLM to FEttC and reports directly to tbe Director Environmental & 

Engineering Compliance. 

4.4 Manager Hydro Opera dons & MlIintCPlIllCe 

The Manager Hydtt> O&M reports directly to tbe VP/COO and is the manager responsible for 

Working with the Chief Dam Safety Engineer and Hydro El)gineers to ensure dam safety is being 

implemented by plant operations personnel. He/she is responsible for notifying tbe Chief Dam 

Safety E)lgineer before a plant modification affecting dam safety is made. 

4.5 Supervisor Hydro 

The supervi,sor(s) tbat are responsible for notifying t4e Chief Dam Safety Engineer if a condition 

is identified which potentially affects dam safety. The Supervisor Hydro reports directly to the 

Mannger Hydro Operations &, Maintenance. 

4.6 Equipment Reliability Manager 

A manager reporting directly to the Manager Hydro O&M that oversees work m!llll!gement and 

rep011ing within the enterprise softww'e systems for PPLM hydro. The Equipment Reliability 

Manager supervises some of the O&M Engineers witb dam safety responsibilities defined herein. 
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The Hydro Engineers report directly to the Chief Dam Safety Engineer and are responsible for 

maintaining surveillance and monitoring scbedpling, maintaining surveillance and monitoring 

work orders, evaluating surveillance reports, colleCting instrumentation data as needed, 

evaluating,instrumentation data, conducting inspections rela.ted to dam safety as needed, 

managing instrument maintenance and preparing the annual DSSMRs. They commurticate 

monitoring data evaluations, inspection repQrts, the annual DSSMRs and other dam safety 

surveillance or monitoring correspondence to the. affected plant foreman, his 01" her Supervisor 

and tbe Chief Darn Safety Engineer. 

4.8 Hydro O&M Engineer 

The O&M Engineers are responsible for maintaining the· surveillance and monitoring woi"k 

management and reporting within the entelPrise software systems. The Hydro O&M Engi·neers 

repOlt directly to the Manager Hydro Operations & M!Utlten8l1ce or the Equipment Reliability 

Manager. 

4.9 Hydro Compliance Professional 

Boyd Burnett, a Hydro Compliance Professional, reports directly to the Manager - Engineering 

& Projects. This position within the Hydro Engineering Department is very similar to the Hydro 

Engineer position; however, tbe individual specificaUy functions as tbe EAP Coordinator then 

fulfills the same duties of the Hydro El1gin~ers as time allows. The EAP Coordinator is 

responsible for all duties required to maintain, exercise and train affected persons on the 

Emergency Action Plans for PPLM's twelve hydroelectric facilities per the Code of Federal 

Regulations Chapter 12 Subpart C. 

4.10 Hydro Administrative Assistant 

The Hydro Administrative Assistant repOJ1s directly to the ManlIger - Engineering & Projects. 

The Assistant provides supp0l1 to the entire Hydro Engineering Staff and has responsibility for 

implementing the Document Management Program described in Section 7. 
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The Hydro Foreman is responsible for scbeduling surveillance and motJitoring work items as 

provided in the DSSMP. He/she provides oversight of operational activities related to dam 

safety and works collaboratively with the Hydro Engineers to assure the implementation of the 

DSSMP. He/she confirms the surveillance and monitoring data are entered in their respective 

data forms within the schedule specified by the DSSMP. The H~dro Foreman or his 01' her 

designate is the single point Qf contaq! for SUrVeillance and inonitoring data. The Hydro 

Foreman reports directly to a Supervisor Hydro. 

4.12 Operator Maintenance 

The Operator Maintenance person performs dam operations, maintenance, and inspection duties 

assigned by the Foreltlan 01' Supervisor Hydro. Operator Maintenance employees are the plant 

personnel with the responsibility for conducting the dam safety surveilfance activities and 

instrtlmentatieo data collection as speoified by the DSSMP. The Operator Maintenance reports 

directly to a Hydro Foreman. or Supervisor Hydro .. 

4.12.1 A job description within the Operator Maintenance position is the Hydro System 

Operator (HSO). The people in this role· staff the Hydro Operations Generation Controj 

Center (GCC) on a 24X7 schedule. The HSO is responsible for making many of the calls 

ass.ociated with impliimentation ofthe Emergency Action Plan in the event of a dam 

safety emergency resulting in an uncontrolled release of the re.servoir. 

4.13 Hydro Supervisor On-CIIIl 

The Hydro Supervisors On-Call are· a group of Hydro Managers, Supervisors and O&M 

Engineers who rotate a 24X7 on-ca1l schedule to assist Hydro Operators in responding to 

unplanned events during non-business hours. The "PPL Montana Hyelro Supervisor On-Call 

Procedlu-e Notification Requirements" (Reference 11 .8) includes specific details and 

responsibilities of the Hydro Supervisor On-Call. 
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4.14 Director - Montanll External Affairs 
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TIle Director of Montana External Affairs serves as a single point of contact for interaction with 

the media concerning site conditions dUI;ng dam safety emergencies. 

4.15 Part 12D Independent Consnltant 

The Part 12D Independent Consultant (1C) is a licensed professional engineer, approved by 

FERC und.er contract with PPLM to "independently" conduct periodic Part 12D (dam safety) 

inspections bfPPLM's PERC licensed faoilities as· Qutlined in Code of Federal Regulations 

Cbaptllr 12 Subpart D. The IC is contracted by and under tl.te supervisi9n of the Chief Dam 

Safety Engineer and hist her staff in the course of perfomting his/hel' contractual duties. 

The following page illustrates PPL Montana's OPSP organization and comrhunication paths: 
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5. Dam Safety Training Progl'am 
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Alinl1~l Dam Safety Training is conducted for all Hydro Operator Maintenance personnel and 

their supervision. The Training Program shall be implemented for other personnel involved in 

tlie operlltion Or moclification of hydroelectric dams on a level appropriate to the assigned 

responsibilities. The Training Program includes training for management, operations, 

maintenance, engineering, consultants, and contractors, as appropriate. A mote detailed outline 

of training modules is provided in the Dam Safety SUl'Veillance and Monitoring Plans

Appendix C (Reference 11'.4). 

In establishing and maintaining the Training Program, the ChiefDain Safety Engineer shall 

consider, and make use of, .ali apPl'Qpriate materials, such as PPLM Hydro Engineers, FERC's 

Part 12 Regulations and its Engineering Guidelines for the Evaluation of Hydropower PFOjects, 

as weU as I)pportunities to attend seminars,. conferenCes and PERC tmining programs as 

appropriate. 

The dam safety Training Program includes the following. features: 

5.1 OelreraL and site-sI1ecific training focused on dam safuty awareness. 

5.2 Presentation of the PPLM policjes regarding dam safety. 
o ,. • 

5.3 Recognition ofpoteirtial dam safuty scenarios, including, but not limited to, a revieW of 

Potential Failure Modes (i>FMs) 

5.4 Inspection and monitoring techniques, iUcludiilg a review of the elements of the DSSMP. 

5.5 Instl'umentation training, including reading, m$tenance and calibration. 

5.6 Documentation and c{)mmunication procedures. 

5.7 EAP development and implementation, including understandin~ of life safety and 

property impacts, inundation mapping, and affected agencies, to include, as appropriate: 

• ~ual site.-specific EAP refresher training 

• Annual EAP drills for each river basin. rotating through the plants in the subject river 

basin . . This training is perfolmed t(} ensure the accuracy and workability of the EAP 
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and to test the state of training of key personnel responsible for responding to dam 

safety emergencies both internal and external to the company_ 

• Attendance at EAP Tabletop and Functional Exercises for appropriate personnel. 
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6. Communications, CQordinatiQn, Reporting & Reports 

6.1 Internal Communic!ltions 
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6.1.1 Personnel in Hydro Operafions & Maintenance, Hydro Engineering, and other support 

groups shaU notifY the Chief Dam Safety Engineer before a proposed plant moqification 

affecting dam safety is made. Addit;ionally, operations supervisOry personnel shall 

immetiiately notifY the Chief Dam Safety Engineer or Hydro Engio\!ers if a condition is 

identified, which potentially affects dam safety but does not necessarily require 

Emergency Action Plan (EAP) activation. 

6.1.:2 The following commlll1ication requirements shall be implemented by the PPLM hydro 

orglmizatioli for the reporting of issues not requiring EAP activation: 

• PPLM employees and cOnsult~nts engaged in hydro operations or suppOlting 

activities sba]l report issues related to dam safety. and regulatory compliance to tbeil' 

immediate supervisor. 

• Supervisr;lS and managers shal) take immediate aetlon if necesSIIfY to address issues 

related to dam safety and regulatory compliance. Additionally, they shall promptly 

notifY the Chief Dam Safety Engineer 01' Hydro Engineers. 

• Repol1ed dam Silf~ty issues shall be recorded by a written report and will be evaluated 

and resolved by the CbiefDam Safety Engineer 6r Hydro Engineers, with corrective 

action taken if necessary. Records will be retained iIi accQrdance with t1~e PPL Policy 

CP 407 Records Management (Reference 11.7). 

6.1.3 A Hydro Engineer evaluates lnsttutnentalion data within 30 days of its collection. An 

evaluation report is forwarded to the Operator Maintenance person collecting the data, 

hislher immediate supervisor, the appropriate Supervisor Hydro Operations and the Chief 

Dam Safety Engineer. 

Page 118 



Exhibit_(WTR-7) 
Docket No. 02013.12.85 
Page 24 of 39 

6.1.4 The Chief Dam Safety Engin~r shall regularly report dam safety isslIes to the Director 

Environmental and Engineering Compliance who in tum l'E;ports to the Vice President 

ruld Chief Operating Officer - Montana. 

If an item of concern is noted outside of normal business hours, the Hydro Supervisor On-Call 

should be notified by the plant personnel noting the concern. The Hydto Supervisor On-Call 

may choose to notify the Chief Dam Safety Engineer of the incident or choose to activate the 

EAP ifhe/she deterUJines the situation is serious enough to threaten the water retaining sh'llctures 

91' result in an uncontrolled release of the reservoir. Refer to "The Hydro Supervisor On-Call 

Procedure Notification Reqllirements" (Reference 11.8) for additional informatioJ1 related to 

aftet~hQut operational protQcol. For additional emergency response protocols refer to PPLM's 

Site Specific Emergency Action Plans (Reference 11 .9). 

6.2 E:¥ternal Communications 

6.2.1 Ihe Chief Dam Safety Engineer (CDSE) is the single pOint of contact for non-emergency 

regulatory reporting of dam safety issue&. Ex:cept for those immedil\le communications 

reqllire/i by effiergfmcy plans, corntrillnicatiorts related to datu safety between PPLM and 

the FERC shall be rOllted through the CDSE. 

6.2.2 The CDSE shall be speciti~ally responsible for. overseeing alll\Spects oftbe PPLM's 

co;npliance with Pm.112 ofTiUe 18 o;fthe Code of Federal Reglilations. That sphere of 

responsibility includes, but is not limited to, (i) repol1s to FERC of significant events 

relating to dam safety; (U) the annual Guidelb;!es, Darn Safety SurveiJlar\Ce Monitoring 

Report (DSSMR) to the FERC Regional Engineer; (iii) annllal and Independent 

Consultant Prut 12D dam safety inspections; (iv) maintenance, updates and functional 

exercises relating tQ the Emergency Action Plan (EAP) for each dam; (v) updl\tes to 

drawings and progress tepQlts as may be required for any constltlction; and (vi) 

maintenance, update and distriblltion of the SlIppOlting Technicallnformation Docmnent 

(STill). 
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7. Record Keeping and Databases 
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The CDSE shall verify the retention and maintenance as permanent records the relevant 

documents and data related to design, construction, operation, inspection, surveillance, and 

maintenance of the datrl including, but not Iin:uted to: design reports, drawings, specifications, 

construction repolis, dam safety inspection reports, photographs, instrumentation qetails and 

data, dam safety pl'Ogratrl audit reports, incident tracking, and training progratns. Upkeep oCthe 

Potential Failure Mode Analysis Reports, the Supporting Technical Information Documents, and 

the Part 11 Reports i.$ delegated to the Hydro Engineering staff by the CDSE. 

7.1 Document Control. 

Documents, electronic or paper, related to dam safety and FERC regulatory compliance are 

retained in accordance with PPL Records Management Policy CP 407 (Reference 11.7). The 

referenced policY provides for the retention of critical and othel' relevant documents and data 

I'elated to design, construction, opetation and maintenance of the dains. A PPLM Hydro specific 

inventory of our records includes the retention schedule as prescribed by the Policy as well as the 

permanent record storage location. 

The Hydro Administrative Assistant is responsible for assuring the PPLM Hydro document 

inverttory log is up-to-date and the retention of all hydro records is performed in accordance with 

PPL Policy CP 407. 

7.2 Correspondence with FERC 

The Hydro Administrati:ve Assistant is tasked with the responsibility to assign every piece of 

correspondence to and from FERC a unique ppLM tnic!cins number. The correspondence is 

scanned into pdfformat and saved in a backed-up group drive, providing ease of access by 

rel~vant PPLM employees regardless of physical location. 

Correspondence with FERC is also logged in a database to help enSUft: regulatory compliance 

submittal deadlines are met. PPLM utilizes a database program titled "FERC Ease" to-log and 

track all FERC correspondence and compliance items. For items requiring a follow. up action by 

PPLM, FRRC Ease provides for the assignment of responsible persons and due dates with a 
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feature to Include an email notification to specific individuals that an item is coming due. In 

addition to correspondence items to and from FERC, recurring compli.ance activities, like 

spillgate operations testing, can be al.so logged in PERC Ease so· that reminders can be sent as the 

due date is approaching. 

In addition to FERC Ease entry, smaU or routine items identified as requiring follow-up during 

inspections are assigned to plant personnel for corrective action via an Outlook Task from 1he 

CDSE (0 the appropriate supervisor. Those items can tben simply be completed; entered into 

CCA rs (a compliimce action traoking program) for assignment and completion; or entered into 

Asset Suite (PPLM's maintenance management pr9gram) for completion. 

Larger items identified as needing follow-I)p during insp!lCtion, but not requiring immediate 

action as related to dahl safety, are prioritized and submitted as a budget request far completion 

in a subsequent year. The Chief Dam Safety Engineer is responsible for assuring the items 

receive proper priorjty dtUing the b\ldget process. Ip lIdliitio!l, the CDSE mUst submit to and 

seek approval froin the FERC any of PPLM' s plalis and schedules to address dam safety related 

items. 

7.3 Drawings 

PPLM drawings are managed and maintained by PPLM's Central Documents Management 

Center (CDMC). Cbange managemenf is facilitatecl through a facilitated and controlled 

Document Change Notice (DCN) process. An electrc;mic file of the· most current l'evi~on Qf a 

drawing is acces.$ible through the Montana Archive Drawings (MAD) database. Paper copies 

can be printed directly frdm MAD 01' requested from the CDMC, 

rn addition, the Chief Dam Safety Engineer is responsible for keeping current project changes on 

FERC Exhibit F Drawings which 8\'C also controlled by the DCN process and filed in electronic 

and aperture card format wi th the PERC. 
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PPLM has a robust succession plarUling program. The, program includes a corporate Strategic 

Workforce Plan to focus on actions to be'taken by PPL Corporation Business Lines for 

successful workforce planning, To facilitate succession planning, PPLM is pa11icipatingin a 

PPL Generation, LLC program titled the "Knowledge Management" (KM) Program which is a 

systematic assessment to help prepare to meet future workforce needs. The process helps 

identify, inventory, organize and share critical knowledge and skills within PPL Generation, For 

ail positions identified as having a high mltrJei'ic ratihg ill the critical skills category (such as the 

ChiefDa:m Safety E)'lgineer) a plan is formUlated for retaining the critical knowledge and ski1ls 

prior to the position is vacsted. 

Under the KM Progt'am, it is the responsibility of the Chief D!ltrJ Safety Engineer to annually 

review his or' her wOl'kfprce where the department is at risk of losing critical skills in·the riear 

future. The annual r~evaluation provides for real tin:)eadjustment of risk levels. Specific 

knowledge management and (et!)i\tion activitie,s are compJetedfur a position as ihe risk f/letor 

C increases above set 'action levels prior to any position being vacated, including Ih~ 
resl'onsibilitje$ ofthe Chief Dam Safety Engineer incluged in the duties of the Manager 

Engineedng. & Project , 

In addition, Within the Hydro Engineering gtoup that is respoilSible for overseeing the dam safety 

program, cross training and mentoring occurs continuJllly among the hydro engi.neeriI:1g staff. 

The cross training helps provide for relatively seamless coverage so that if an unpll\.fU1ed Ilbsence 

from work in anyone of the positions occurs the others in the group csn relatively easily cover 

the tasks of the absent person. 

The Knowledge Management program is implemented throughout the hydro organization and is 

targeted to identify critical knowledge within powerhouse and support staff before positions are 

vacated. Knowledge retention is accompJisbed through updated documentation, procedures as 

well as hiring replacements ahead of retirements. to allow for hands on menloring. 
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A COft;: value of PPL is Performance ExceUence. We have a personal commitment to excellenCe 

in all we do, ta,king great pride in our pl'ofessio.nalisrn., IItteption to det~il and continual 

improvement. Each employee understands that excellent day-to-day performilnce and a petsonal 

focus on results are essential. We create a supportive actlOl1-Dl'iented environment, promoting 

employee growth through learning 011 the job and development programs. PPL Montana is 

committed to continuous improvement of its ODSP through education, peer reviews, and plan 

updates to reflect feedback from the FERC and ohanges to site conditions. 

An important piece ofPPLM's c.ontirtuous improvement culture is the implementation of out 

corrective action process. When ail unplanned incident occurs (ot almost occurs, such as in a 

near hit event), whether it is related to lost generation, personnel safety, or dam safety 

employees are, encouraged to report it wlthiJllt fear of repl'isal. PPLM tbert utilizes a corrective 

action process to look into the event. [)epending on the severity ,of an incident. the investigation 

lTlay in9Jude II fonnal 1'001 cause lI\1alysis 01' be as simple as a self-check process. Regarqless of 

the type of investigation, the corrective actions to prevent future recurrence of a similar incide.nt 

are documented in CCATS (8 compliance action tracking program) and communicated to all 

employees so they can learn of the incident thus hedping to prevent recurrence. 

The ODSP will be reviewed at least annually to assure that it reflects tIle cunent staffing and 

organizatiQl)!I1 structure of the company. The review will in,corp01'llte lessons learned from the 

ongoing implementation of the Progl1im, information gathered from dam safety inspections and 

ope.r\iting history, changes in the state-of-practice in danl safety., knowledge gained fTom training 

and the study of case histories ofincidents and failures, and findings P'OIU audits of the ODSP. 

As appropriate, updates and changes will be made to the ODSP, the DSSMPs andlor the annual 

DSSMRs. 

In review of the ODSP, the CDSE shali identify any additional steps or improvements necessary 

for the safe operations, maintenance, security, and surveillance of the PPLM hydro 

developments. Outside consultants specializing in darn safety and civil engineering will be 

utilized for advice as needed. 
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In order to evaluate whether PPLM's dam safety ptogram is being implemented in accordance 

with the written ODSP, the Chief Dam Safety Engineer shall routinely assess PPLM's 

compliance with·this ODSP and report his or ber findings to PPLM's senior management. These 

assessments or audits will include, but are not limited to, the effectiveness of(be ODSP and 

operational activities, operational compliance with, and improvement of the ODSP. The 

assessment shall be perfolmed at least once per year. The findings of the assessment(sJ shall be 

repOlted to PPLM VP/COO annually or upon completion ifmore frequent. 

In additiQn to annual assessment by the Chief Dam Safety Engineer, an independent audit of the 

effectiveness of the program will be performed by iI qualified dam safety expert every 5 years. 

The revl.ew will be conductec;\ in cp,njvnction with the Independent c::onsultant Part 120 

Inspections. Utilizing a Part 12 consultaht ensures tbe external audit will be conducted by 

consultants with expeltise In dam safety. 

C These external /),udits will include the following: 

10.1 Interview the CDSE, dam safety staff, facility mana~ers; staff engiheets, and hydro plant 

technicians to determine their understanding of the ODSP and the implementation of their 

respective responsibilities. 

10.2 Review opel'ating and mafnten8j1ce records for each facility to determine if proper 

notification procedures were followed .. 

10.3 Review DSSMRs for each facility to verify compliance with the DSSMP. 

10.4 Review training records to verify that dam safety training is being provided in accordance 

with the plan. 

10.5 Conduct interviews, examinations, or other methods to evaluate the effectiveness of 

training. 

The CDSE shall review the external audit repolt and issue a summary report to the PERC 

Regional Engineer and senior management. 
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45 Basin Creek Road 
Butte, MT 59701 

Carrie A. Harris 

a-mail: cahanfs@pplweb.com 
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(4Q~) 633-3429 Work 
(406) 490-1769 Call 

• Manager of Engineering & Projects, PPL Montana Hydro Generation. 
As the Maoager of Ehgihe!1ring & 'Pfojects, I funclion as the Chief Dam Safety Engineer and fead the 
Hydro Englne.ering sl<!ff to OVElrsee the dam safelY program, ensure all regulatory requirements are met, 
man.age capital construction projects, and support ciper;llions and maintenance to ensure efficient and 
safe operation of PPL Montana's 12 hydro developments . 

Progressive 
Minded 

Safety 
Conscious 

Professional 
Development 

Dam Safety 
Experience 

Leadership 

Presentatiol'\ 
Skills 

• Relevant Characteristics & Work Experience. 

Actively promote continuous improvement ·of PPLM's Dam Safety program by 
researching and implementing new processes and procedures. 

Safety Is a personal value of mine and a core value of PPL Montana. I model my 
value of safety In my behavior and actions by considering safety in all decisions. 

In the. PUrliUIt of continuous Improvement, I regularly attend workshops and 
seminars with topics on dam safety. Examples are CEATI; HydroVlslon, FERC 
Workshops, USSD, etc. 

I have 20+ years' experience In hydro engineering and dam safety. I started as 
an Infern In 1991 colle6l.lng dam safety monitoring data, Was promoted' to project 
supervisor In 2003, and was promote.d to manager in 2010. 

As all active member of the PPLM Management team, a prh'n~ry resPQnslbl lity Is 
to manage hydro's cap!tal budget and the Fe;RC c:lam safety program. To 
expand my leadersbip skills and bul.ld new professional relationships throughout 
th\l state, I am currently p'artlcipating In Leadership Montana class of 2014. 

I have mapa presentations at the state and national level on dam safety topics 
~uch as "Be"st ~ractices in EAP Activations", "Holter splJlway Trlppable Stanchion 
Issues', and Hebgen Dam stop Log GatE! Failure . 

• Education & Credentials. 

• LiCensed ProfessiOnal Engineer State of Montana 
Montana State University 

1998 
19.93 • Bachelor of Science Civil Engineering 

• Dam l:!afety Related Training & Experience. 

• CEATI Workshop on Mitiga~ng Impacts of Aging InJrastructure Maroh 2013 
• Presenter HydroVision Interriational Best Practices for EAPs July 2012 
• CEATI Penstock Symp_oSium: Learning from Best Practices. Incidents & Failures March 20~2 
• FERC Northwest Fish Passage Training & Facilities Workshop September 2011 
• Presenter CEATllntemational Holter Flashboaro Gates March 2011 
• Presenter USSD Conference Hebgen Intake Sloplog Failure. April 2010 
• Presenter MT Association of Darns & Canals Hebgen Lake Sioplog FailUre August 2009 
• Presenter FEMA Nallonal Dam Safety Technical Workshop 

Hebgen EAP Activation Review February 2009 
• Various FERC Workshops on Risk Informed Decision Making, ODSPs, PFMA development·, EAPs 
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Records Management (CP 407) 
Issued: 08/08/02 Updated: 10/11/2010 
Responslbllltv: vp - Chief Information Officer 
Information Services Department 
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Purpose: Ensure that records are maintained th~ required length of time, according to 
applicable legal requlrements and business needs, and In the appropriate location. 
S peclfl ca lIy: 

• EnsLire all corporate records are being retained/destroyed In compliance with all 
applicable legal req!Jlrements and records management policies and procedures. 

• £:nsure aU nOn-records are destroyed after a relatively short period of time, unless a 
legal hQld Is In effect. 

• Reduce the risk af loss of records by accidental or Intentional destruction. 

Applicability: This policy applies to all Pill domestic and International subsidiaries. Each 
PPl company must comply with this corporate polley unless It has Its own specific records 
managenient policy. Such policy. must be reviewed and approved by Document 
Management Services and the Office of General Counsel. 

Contents 
References 
peflnltlQOs 
Backgroynd 
~ 
Respooslbilltl~s 
Compliance and Exceptions 

References 
Standa rds of InWg rlty 
Records Retention Schedy Ie 
Information Secur[ty. CP 403 
Responslbl'e Behavior Program GlIldelines. Gp 702 
RecordS Destruction procedyres. Gp 803 

Definitions 
Business Continuity/Disaster Recovery (BC/DR) plan - A BC/DR plan serves as the 
main resource for the preparation of, response to, and recovery from a disaster affecting 
any number of crucial business processes and functions' within the company. 

Destruction - The disposal of records that have reached the end of their retention period 
<lnd non-records of no further value. Refer to Records Destruction procedyres, Gp 803, for 
appropriate records disposal gUidance. 

individual - Refers to any and all employees of the company, Its contractors, conSUltants, 
and vendor representatives. 

Record - Any document made or receiVed, regardless of medium, that contains Information 
relevant to the business of PPL or Its affiliates and which needs to be retained because of Its 
Informational/historical value, as evidence of the functions, poliCies, deCisions, procedures, 
operations, or activities of the company or for legal and regulatory requirements. The 
following are examples of records: 

• Contratts/Agreements, 

1 



• Engineering Drawings, 
• Customer correspondence, billing repprts, 
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• Performance /l< Key Events Reports, financial statements, tax records, 
• Employment applications, employee rec;ords, 
• Corp'orate Policie;; &. Procedljres, 
• Al!ng$ required by governmental agencle!>, etc. 

Records must be retained In suc::h a way that they remain authentic, reliable and aCcessible. 
For help in determining whether a particular document Is a record, see the pec;!slon process 

Record ys. Non-Record and direct questions to your department RecOrds f\1anaM[Jlent 
Coordinator, Document Management ServiCes Or the Office of Geheral Counsel. 

Non-Record - A document that can t:?e destroyed at the discretion of th'e user, generally 
after a relativelY short period of time, unle$S a )egal hold Is In effec;t. If a l1on-recorq needs 
to be kept for <In exteridecl pE;!rlQd of time (more th'!n two years), consideration should be 
given as to whether It Is In fact a record and thus should be listed on a Records ~etentlon 
Schelilule. The following are examples of non-records: 

• Convenience copies kept for reference, 
• InfOrmal notes of assignments, 
• TelephoAe mess<lges, 
• Drafts, 
• PUblished reference materials, 
• Tr11m'mlttal memos, etc, 

Vital. Records - Records containing Information essential to the surVival of an organization 
In tne event of an emergency/disaster. Vital Records must be Identified, l:Idei:!uately 
protected, accesSible, and Immediately usable In case: of an emergency/disaster. 

There are two types of vital recOrds: 

• Emergencv O.,eratlng Records - Documents needed Immediately after an 
emergeney or disaster to continue key fun€tlons and activities, e.g., business 
continuity/disaster recovery plans, building plans, software source codel current standard 
operating procedures (SOPs), copy of Vitai' records Inventory, ancl other slmll;[lr operatlhg 
records. 

• Legal and Flnanclalltlghts Records - Documents essential to protect the legal and 
financial rights of the €ompany. These records Include proo/' of ownershlp,financlal 
Interests and legal pro'ceedlngs and deciSiOns and are usually not reqUired 
immedIately after 110 emergency or disaster. 

Vital Record Inventory - A list of records that have been Identified as vital. The 
Inventory should also provide Information on how to locate and recover Vital records. 

Records Management - The systematiC control of all records from their creation, use and 
maintenance to final disposition. 

ReCOrds Retention Schedule - An established timetable that sets out the periods for 
which a company's records 'should be retained to meet Its operational needs and to comply 
with legal and regulatory reqUirements . 

Background 
Records are the property of PPL and considered a valuable Company asset As notet! In the 
Standards of Integrity, "PPL needs to malhtaln complete and accurate records of all 
business transactions, " 
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The scope of this policy en<;ompasses all records created and/or received by each company, 
regardless of their media format (e.g., eJe.ctronlc, paper, book, microfilm, photographic, 
magnetic, laser optics, map, drawing, etc.). Each company Is responsible for: 

• Effectively managing, maintaining, and disposing of the records within Its domain based 
on all applicable legal requirements relating to the preservation and destructiOn of 
records, and 

• Identifying and appropriately safeguarding vital records. 

AI/Individuals must adhere to the records retention pOlicy established by their company. All 
non-records should be destroyed after a relatively short period of time unless they are 
subject to a legal hold. 

Vital Records Protection 

The main protection method for Vital Records Is through: 

Dllbllcatioo - The schedUled reproduction of records. and Information specifically for vital 
records protection. Duplication does not require duplication of the original media. 

D/specs/oo - Sending copies of vital recQrds to locations other than those where the originals 
are J:lOused. 

VItal records that are transferred to ppL's Records center are stared with additional 
protection. All records that are retained by Its PI'L owner must be adequately protected; 
duplication and dispersion technfques should be considered to adequately protect Vital 
records. 

Policy 
Each company ml,lst establish Clnd Implement <In appropriate records retention progr;lm thClt 
meets the following minimum req~jrements: 

1. Records are retained at least for the minimum legafly required period. Non-records are 
destroYed ;3fter a relatively shott period of time. 

2. Records that may substantially affect the obligations of the company are retained for a 
perfod of time that reasonably assures the availability of those records when needed 

3. A process Is In pi 'Ice that provides for destruction of records In accordance with the 
Record Retention Schedule. 

4. A process Is In place to assure destruction of appropriate records or non-records can 
promptly be stopped when notified of actual or anticipated litigation or Investigation by 
a regulatory agency. 

5. Records are appropriately safeguarded. 
6. The privacy and security of records are malnt2llned. 
7. Records are properly retained, regardless of the medra In which they are stored (e.g., 

electroniC, paper, book, microfilm, photdgraphlc, magnetic, laser optics, map, draWing, 
cC\rd, etc.). 

8. Supports Cost reduction by performing, when appropriate,: 
• The periodic, systematic transfer of Inactive records to off-site storage facilities . 
• The maintenance of efficient filing systems In records storage areas. 
• The periodic review by employees of files for the purpdse of timely deletion of 

non-records and records In accordance with the Records Retention Schedule. 
9. At the end of a reco·rd's retention period, as established In the Records Retention 

Schedule, If there are no legal or tax holds, It should be destroyed. 
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10. A process Is In place to Ilerlodlcally monitor compi/ance with this policy and applicable 
procedwes and to take corrective action as appropriate. 

!:ach company shall comply wltn the following training requirements: 

1. The company's Records Management Coordlnator(s) must complete certification 
training provided by ISO. 

2. All company personnel must cOmplete the designated training as determined by the 
appropriate Records Management Coordinator' In conjunction with ISO Document 
Management Services,. 

Responsibilities 
PPL CompanIes - The senior officer Is responsible for ensuring a records retention program 
Is established and Implemented for their company. TIlls prQgram should document the 
methods used to retain, preserve and dispose of records. Additionally, If the company has 
IdentifIed vital records, It must have a plan to protect, safeguard and have available In case 
of an emer!lehcy. 

Each company should identIfy a "Records Management Coordinator" to act as the senior 
officer's designee for a!l records manageme.nt;..related Issues. 

Records Management Coordl'nator 

• Acts as the contact for all company specific records mana!lement-relatlid InqUiries. C 
• Develops and ImpleJDents programs covering company-specific recordkeeplng 

requirements. 
• Establishes the objectives and responsibilities for record keeping requirements. 
• Establishes procedures for retention and migration/conversion methoqs for electronic 

records. 
• Al;slsts with ttlEl maintenance of the Records Retention Sch~ule and Initiates needed 

changes resulting from operational or legal/regulatory requirements. 
• Identlfles vital records and establishes procedures to ensure their protection. 
• Notifies employees of their records management responslbfffties and training 

requirements. 
• Ensure all records management Information Is readily available to all emllloyees. 

" Whenever he/she becomes aware that litigation or regulatory Ihvestl!latlon Is 
threatehed or ar'ltlclpated ensures Office of General Counsel Is notlfleqlmme.dlately. 

• Suspends destruction of records Including those from dep;lrtments or affiliates with 
related records, ~pOI1 learning th.at a legal proceeding Is anticipated. 

• Completes Records Management certification tralnlhg. 
• Works with ISO's Document Management Services to determine appropriate Records 

Management training for all business personnel. 
• Ensure the 'completlon of an annual Records Management self assessment report. 

Individuals - All Individuals will be responsible for the appropriate use and handling of the 
corporate records they deal with, remembering that the records are the property of the 
corporation and not to be considered their personal property. Refer to Information Securltv. 
Cp 403, for contractor, consultant and vendor representative Information access. 
All Individuals complete assigned records management training. 

ISO-Document Management Services - OMS Is resjJonslb.le for Interpreting any portion 
pf this policy, the Records Retention Schedule, or records management procedures as they 
may apply to specific situations. orvis personnel are available to assist In the development 
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of company records retention programs. DMS Is also responsible for developing and 
delivering certification training for the Records Management Coordinators and Records 
Management training for all personnel. 

Office of General Counsel - OGe Is responsible for the Interpretation of law and 
regulatory matters pertaining to PPL's records management responsibilities and for Issuing 
appropriate guidance to PPL companies with respect to their records management programs 
and the appropriate handling of documents relaUng to litigation hOld mat1ers. . 

BeWr" to ToQ 

Compliance afld Exceptions 
Employees are expected to fully comply with this policy. Violations of this. policy maY 
constitute a Violation of PPL's Standards of Integrltv ano, If so,. will be handled In accordance 
with the Responsible Behavior Program or your company's equivalent discipline policy. 

Exceptions to this policy require written approval of the VP - Chief Information Officer. All 
questions concerning this polley should be directed to. ISO - Document Management 
Services. 
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Emergency Action Plans 

Black Eagle Development Emergency Action Plan 

Cochrane Development Emergency Action Plan 

Hauser Development Emergency Action Plan 

Hebgen Development Emergency Action Plan 

Holter Development Emergency Action Plan 

Kerr Development Emergency Action Plan 

Madison Development Emergency Action Plan 

Morony Development Emergency Action Plan 

Mystic Development Emergency Action Plan 

Rainbow Development Emergency Action Plan 

Ryan Development Emergency Action Plan 

Thompson Falls Development Emergency Action Plan 
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Exhibit_(WTR-8) includes Critical Energy Infrastructure Information and 

has been redacted in its entirety in accordance with Protective Order No. 

7323 ("Order"). This protected exhibit will be provided on CD under the 

terms of the Order to the Commission and those parties who execute the 

associated non-disclosure agreement. 
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Hydro Unit Upgrade Summary 
Through 2013 

Unit Date in Last Turbine Exciter Governor 

Plant No. Service Generator Comment Upgrade Upgrade 
Rewind 

Mystic 1 1925 1979 Replaced No Yes 

2007 
2 1925 1980 Replaced No Yes 

2008 
Madison 1 1906 2009 Yes Yes 

2 1906 1938 Yes Yes 

3 1906 1965 Yes Yes 

4 1906 1964 Yes Yes 

Hauser 1 1911 1959 Yes Yes 

2 1911 1963 Yes Yes 

c 
3 1911 1959 Yes Yes 

4 1911 Rear Yes Yes 

Runner 
Replaced 

5 1911 1949 Yes Yes 

6 1914 2006 Yes Yes 

Holter 1 1918 1964 Yes Yes 

2 1918 1962 Yes Yes 

3 1918 1962 Yes Yes 

4 1918 1964 Yes Yes 

Black 1 1927 1982 No, Yes 

Eagle planned 

fo r 2014 

2 1927 1981 No, Yes 

planned 
for 2014 

3 1927 2001 No, Yes 

( 
planned 

for 2014 
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10-30-2013 

GSU Relay 

Upgrade Upgrade 

Yes Yes 

Yes Yes 

Yes No 

Yes No 

Yes No 

Yes No 

Yes No 

Yes No 

Yes No 

Yes No 

Yes No 

Yes No 

Yes Ves 

Yes Yes 

Yes Yes 

Yes Yes 

Yes Yes 

Yes Yes 

Yes Yes 

Page 1 

pes 
Allen 

Bradley 

Upgrade 

Yes 

Yes 

Yes 

Yes 

Yes 

Yes 

No, 

planned 
for 2014 

No, 

plan ned 
for 2014 

No, 

planned 
for 2014 

No, 
planned 

for 2014 

No, 

planned 
for 2014 

No, 

pla nned 

for 2014 

Yes 

Yes 

Yes 

Yes 

Yes 

Yes 

Yes 



Hydro Unit Upgrade Summary 
Through 2013 

Unit Date in last Turbine Exciter Governor 

Plant No_ Service Generator Comment Upgrade Upgrade 
Rewind 

Rainbow 1 1910 2006 No No 

2 1910 2006 No No 

3 1910 1928 No No 

4 1910 1938 No No 

5 1910 1940 No No 

6 1910 1928 No No 

7 1918 1952 No No 

8 1918 1952 No No 

Cochrane 1 1958 2004 No, No, 

planned planned 

for 2017 for 2017 

2 1958 2005 No, No, 

planned planned 
for 2017 for 2017 

Ryan 1 1916 Yes Yes 

2 1916 2010 New Yes Yes 

turbine 
2012 

3 1915 Yes Yes 

4 1915 2009 New Yes Yes 

turbine 
2011 

5 1915 New Yes Yes 

turbine 
2013 

6 1915 Yes Yes 

Morony 1 1930 Replaced Refurbished Yes Yes 

2013 2013 

2 1930 2011 Yes Yes 

Ke rr 1 1938 2003 No No 

2 1948 1977 No No 

3 1954 1995 New No No 

turbine 
2007 
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GSU Relay 

Upgrade Upgrade 

No No 

No No 

No No 

No No 

No No 

No No 

No No 

No No 

Yes No, 
planned 

for 2013 

Yes No, 

planned 
for 2013 

Yes Yes 

Yes Yes 

Yes Yes 

Yes Yes 

Yes Yes 

Yes Yes 

Yes Yes 

Yes Yes 

Yes Yes 

Yes Yes 

Yes Yes 

Page 2 

( 

PCS 

Allen 
Bradley 

Upgrade 

No 

No 

No 

No 

No 

No 

No 

No 

Yes 

Yes 

Yes 

Yes 

Yes 

Yes 

Yes 

Yes 

Yes, 2013 

Yes, 2013 

No 

No 

No 
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Hydro Unit Upgrade Summary 
Through 2013 

Unit Date in last Turbine Exciter Governor 

Plant No. Service Generator Comment Upgrade Upgrade 
Rewind 

Thompson 1 1915 1979 New Yes Yes 

Falls turbine 
2000 

2 1915 1983 Yes Yes 

3 1915 1980 New Yes Yes 

turbine 
2001 

4 1915 1958 Yes Yes 

5 1915 1981 Yes Yes 

6 1915 1982 Yes Yes 

7 1995 No No 
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GSU Relay 

Upgrade Upgrade 

Yes No, 

planned 

for 2018 

Yes No, 

planned 
for 2018 

pes 
Allen 

Bradley 

Upgrade 

Yes, 2013 

Yes, 2013 

Yes No, Yes, 2013 
planned 

for 2018 

Yes No, Yes, 2013 
planned 

for 2018 

Yes No, Yes, 2013 
planned 

for 2018 
Yes No, Yes, 2013 

planned 
for 2018 

No No Yes, 2013 

Page 3 



( 1 Department of Public Service Regulation 
2 Montana Public Service Commission 
3 Docket No. 02013.12.85 
4 PPLM Hydro Assets Purchase 
5 NorthWestern Energy 
6 

7 
8 

9 PRE FILED DIRECT TESTIMONY OF 

10 AHMAD MASUD 

11 ON BEHALF OF NORTHWESTERN ENERGY 

12 

13 Q. Please state your name and occupation. 

14 A. My name is Ahmad Masud, and I am a Managing Director and currently a 

C 15 co-head of the U.S. Power and Utilities Group at Credit Suisse Securities 

16 (USA) LLC ("Credit Suisse"), a global investment banking firm based in 

17 New York. 

18 

19 Q. Please state your business address. 

20 A. My business address is Eleven Madison Avenue, New York, NY, 10010. 

21 

22 Q. Briefly describe your business experience and education. 

23 A. My business career started at Credit Suisse when I joined the firm in 1994 

24 as a financial analyst in the Mergers & Acquisitions ("M&A") Group. Since 

25 1997, I have primarily focused on providing advice to Credit Suisse's 

26 North American clients in the power generation as well as electric and gas 
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1 regulated utility businesses. In 2012, I was appointed co-head of the ( 

2 Power and Utilities Group at Credit Suisse. Over the last 16 years, I have 

3 been directly involved in advising Credit Suisse's clients on numerous 

4 strategic transactions, including corporate acquisitions and divestitures; 

5 asset acquisitions and divestitures; sale and acquisitions of minority 

6 interests in assets and businesses; and hostile M&A transactions. 

7 

8 I eamed a Bachelor of Arts degree, summa cum laude, with dual majors in 

9 accounting and economics from Ohio Wesleyan University. 

10 

11 Q. What is the purpose of your testimony? 

12 A. The purpose of my testimony is to provide an overview of Credit Suisse's ( 

13 role as financial advisor to NorthWestem for the proposed purchase of 11 

14 hydroelectric generating facilities (the "Hydros") from PPL Montana. 

15 

16 Q. In what capacity were you retained by NorthWestern? 

17 A. Credit Suisse was retained by NorthWestem to act as its lead financial 

18 advisor with respect to a potential acquisition of the Hydros or other similar 

19 transactions. 

20 

21 Q. What was the role of Credit Suisse as lead financial advisor in 

22 NorthWestern's proposed purchase of the Hydros? 
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A. 

Q. 

A. 

Credit Suisse's mandate was to assist NorthWestern in analyzing and 

evaluating the business, operations and financial position of the Hydros; 

developing a strategy to effect a transaction, including financing 

alternatives; and structuring and negotiating any transaction involving the 

Hydros. 

Did Credit Suisse advise NorthWestern on the value of the Hydras? 

Yes. In connection with the proposed purchase of the Hydros, Credit 

Suisse reviewed financial information relating to the Hydros, including 

historical financials and various financial forecasts and other data provided 

to Credit Suisse by NorthWestern. Credit Suisse was provided two sets of 

projections for the Hydros by NorthWestern, reflecting two scenarios. One 

set of projections assumed operation of the Hydros as unregulated assets. 

The other set of projections assumed operation of the Hydros as rate 

based assets earning a regulated rate of return. Credit Suisse also 

reviewed public information with respect to certain precedent transactions 

that Credit Suisse believed to be generally relevant in evaluating the 

Hydros. Credit Suisse also reviewed public information with respect to 

certain other companies in lines of businesses Credit Suisse believed to 

be generally relevant in evaluating the Hydros. After review of the above 

mentioned information, Credit Suisse performed certain financial analysis 

to estimate theoretical ranges of value for the Hydros as both unregulated 

assets and as rate based (or regulated) assets. 
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1 Q. 

2 A. 

What methodologies did Credit Suisse employ to value the Hydros? 

Credit Suisse employed a number of methodologies that it deemed 

3 appropriate in evaluating a theoretical range of value for the Hydros as 

4 unregulated assets and a theoretical range of value for the Hydras as 

5 regulated assets. 

6 

7 Credit Suisse performed Discounted Cash Flow Analyses (UDCFU), which 

8 is a methodology used to derive a valuation of an asset by calculating the 

9 present value of the estimated future unlevered free cash flows generated 

10 by the asset. 

11 

12 Credit Suisse also performed Selected Transaction Multiples Analyses by 

13 reviewing public information for precedent transactions that Credit Suisse 

14 viewed as comparable to the purchase of the Hydras. Credit Suisse then 

15 calculated various financial ratios related to these transactions and 

16 estimated theoretical ranges of value for the Hydros as both unregulated 

17 assets and as regulated assets by applying ranges of selected multiples 

18 that Credit Suisse believed to be appropriate to the relevant data for the 

19 Hydras, as pravided to Credit Suisse by NorthWestem. 

20 

21 Credit Suisse also performed a Comparable Companies Trading Multiples 

22 Analysis by reviewing financial information of certain publically traded 

23 companies with operations Credit Suisse believed were comparable to 
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Q. 

NorthWestern's ownership of the Hydros as regulated assets. Credit 

Suisse then calculated financial multiples and ratios for each of the 

comparable companies and selected ranges of multiples it deemed 

appropriate. Credit Suisse estimated a range of value for the Hydros as 

regulated assets by applying selected multiple ranges to the relevant data 

for the Hydros, as provided to Credit Suisse by NorthWestern. 

Finally, Credit Suisse reviewed publicly available information related to the 

estimated costs of building various types of generation assets as well as 

public information on cost of various generation assets that have been 

built throughout the northwest region in recent years. This information was 

provided to Northwestern for informational purposes only and was not part 

of Credit Suisse's valuation analysis. 

Using the valuation methodologies described above, Credit Suisse 

separately valued Kerr by calculating the present value of the proceeds 

from the anticipated sale of Kerr in 2015, as estimated by NorthWestern. 

The value of Kerr was then added to the hypothetical range of values for 

the Hydros excluding Kerr. 

How did Credit Suisse apply the Selected Precedent Transactions 

Analysis for the Hydros? 
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1 A. Credit Suisse reviewed public financial information for selected precedent 

2 transactions involving hydroelectric generating assets and calculated the 

3 financial multiples implied by the selected precedent transactions. After 

4 review of the dollar per kilowatt ("kW") of generating capacity multiples 

5 implied by the precedent transactions, Credit Suisse estimated the 

6 hypothetical range of value for the Hydros as unregulated assets by 

7 applying a range of dollar per kW multiples it deemed appropriate to the 

8 estimated operating capacity of the Hydros. 

9 

10 Additionally, as described above, Credit Suisse also reviewed and 

11 

12 

analyzed public information relating to selected precedent transactions 

invo lving regulated utility businesses that Credit Suisse viewed as 

13 comparable to the purchase of Hydros as regulated assets and calculated 

14 various financial multiples and ratios for each of the transactions. Credit 

15 Suisse then estimated the hypothetical range of value for the Hydros as 

16 regulated assets by applying a range of price to earn ings ("PIE") multiples 

17 and Enterprise Value to Earnings Before Interest Tax and Depreciation 

18 ("EV/EBITDA") multiples it deemed appropriate to the relevant data for the 

19 Hydros, which was provided to Credit Suisse by NorthWestern. 

20 

21 Q. What comparable sales did Credit Suisse include in the Selected 

22 Precedent Transactions Analysis of the Hydros as unregulated 

23 assets? 
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1 A. 

2 

Credit Suisse reviewed eight hydroelectric acquisition transactions 

announced since December 2008. Credit Suisse selected these 

3 transactions based on its judgment of their relevance to evaluating the 

4 Hydros and based on the availability of public information related to the 

5 selected transaction, including purchase price and characteristics of the 

6 assets being purchased, primarily generation capacity. 

7 

8 Q. 

9 

Please describe the details of these comparable sales, including the 

public utility nature of the sellers and purchasers, the size and 

10 characteristics of the assets, the age of the assets, the operational 

11 limitations of the assets. 

12 A. Credit Suisse reviewed public information for eight transactions involving 

13 hydroelectric generation facilities announced since December 2008. The 

14 assets were all located in North America. The transactions involved 

15 sellers and buyers who were North American based power companies and 

16 generation asset investment funds. In each transaction, either the buyer 

17 or the seller was a publicly traded entity who disclosed certain information 

18 regarding the purchase price and size of the operating assets. The 

19 transactions ranged in size from under $70 million to $760 million and 

20 included single assets as well as portfolios of assets. The hydroelectric 

21 generation facilities or portfolio of facilities involved in these transactions 

22 ranged from 28 to over 350 net owned megawatts ("MW"). For 

23 informational purposes, Credit Suisse noted that there are a relatively 
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1 small number of hydroelectric generation asset transactions, a relatively ( 

2 limited amount of public information on the selected precedent 

3 transactions, and a lack of direct comparability of the precedent 

4 transactions to the Hydros. 

5 

6 Q. Did Credit Suisse use comparable sales of generation assets other 

7 than hydroelectric assets in its financial analysis of the Hydros? 

8 A. Credit Suisse did not use comparable sales of other unregulated 

9 generation assets as hydroelectric generation assets possess unique 

10 operational and financial characteristics. For example, hydroelectric 

11 generation facilities do not consume fuel and therefore have relatively low 

12 operating costs compared to thermal generating facilities. As another C 
13 example, hydroelectric facilities have much longer useful lives than many 

14 other types of generating assets. 

15 

16 Credit Suisse did, however, review publicly disclosed information for 

17 eighteen transactions announced since May 2005 involving publicly traded 

18 regulated utility businesses that Credit Suisse viewed as comparable to 

19 the purchase of Hydros as regulated assets. These precedent utility 

20 transactions ranged in transaction size from approximately $700 million to 

21 over $10 billion and included both stock transactions and cash and stock 

22 consideration deals. 

23 ( 
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1 Q. Please explain why precedent transactions involving regulated utility 

2 businesses with non-hydro assets are relevant to the proposed 

3 transaction. 

4 A. 

5 

6 

Evaluation of transactions involving publicly traded regulated utility 

businesses is relevant to the proposed transaction because NorthWestern 

proposes to rate base the Hydros. In our view, rate basing the Hydros 

7 changes the fundamental earnings model of the Hydros compared to their 

8 current status as merchant generation assets under PPL Montana's 

9 ownership, and therefore, the value of the Hydros to NorthWestern and its 

10 customers is potentially different than the value of the Hydros to a non-

11 utility owner. From the standpoint that at the closing of the proposed 

12 transaction, NorthWestern would be acquiring rate-based assets to be 

13 operated as an on-going utility business, precedent transactions involving 

14 regulated utilities are relevant. 

15 

16 Q. How did Credit Suisse apply the Selected Company Trading 

17 Multiples Analysis for the Hydros? 

18 A. Credit Suisse reviewed financial information of 11 publically traded U.S. 

19 companies, whose businesses primarily involve owning and operating 

20 regulated utility businesses, similar to that of NorthWestern's. For each of 

21 these companies, Credit Suisse calculated various financial multiples and 

22 ratios, including the ratio of each company's stock price to its estimated 

23 future earnings (forward PIE multiple) and the ratio of each company's 
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Q. 

A. 

enterprise value to its estimated future earnings before interest tax and ( 

depreciation (forward EV/EBITDA multiple). Estimated future net income 

and EBITDA data were based on the consensus of Wall Street equity 

research. Credit Suisse then selected ranges of forward PIE multiples 

and forward EV/EBITDA multiples it deemed appropriate and applied 

those to the relevant estimated future net income and EBITDA generated 

by the Hydros, assuming operation of the Hydros by NorthWestern as rate 

based assets earning a regulated rate of return. 

How did Credit Suisse apply the DCF to the Hydros? 

Credit Suisse performed both an unregulated DCF analysis and a 

regulated DCF analysis. For the unregulated DCF analysis, Credit Suisse 

calculated the estimated un levered free cash flow implied by the 

projections assuming the Hydros are operated as unregulated generation 

assets. Credit Suisse then calculated the DCF value for the Hydros as the 

sum of the net present value of the estimated future unlevered free cash 

flows through the projection period and the estimated present value of the 

Hydros at the end of the projection period , or the terminal value. For its 

discounted cash flow calculations, Credit Suisse applied a range of 

discount rates based on Credit Suisse's judgment of the estimated range 

of weighted average cost of capital for unregulated generation assets. 
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A. 

For the regulated DCF analysis, Credit Suisse calculated the estimated 

unlevered free cash flow implied by the projections assuming the Hydros 

are operated as rate based assets earning a regulated rate of return. 

Credit Suisse then calculated the DCF value for the Hydros as the sum of 

the net present value of the estimated future unlevered free cash flows 

through the projection period and the estimated present value of the 

Hydros at the end of the projection period, or the terminal value. For its 

discounted cash flow calculations, Credit Suisse applied a range of 

discount rates based on Credit Suisse's judgment of the estimated range 

of weighted average cost of capital for regulated generation assets. 

Did Credit Suisse use a replacement value approach to determine the 

value of the Hydros? 

No. While Credit Suisse reviewed public information related to estimated 

new build costs and the costs of recent new build generation in the 

northwest, this information was provided to NorthWestern for informational 

purposes. Credit Suisse did not use a replacement value approach for a 

number of reasons. First, development, engineering and construction of a 

generating facility are complicated processes involving numerous factors 

unique to each generating facility's specific circumstances. It is Credit 

Suisse's view that a reasonable estimation of replacement cost for the 

Hydros would require a detailed study specific to the characteristic of the 

Hydros. This requires intimate knowledge of hydroelectric engineering 
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2 

and construction, project development, environmental law, among other 

subjects, that is outside of Credit Suisse's domain of expertise. Second, 

3 the Hydros have unique characteristics including their strategic locations, 

4 interconnection infrastructure, FERC licensing that we understand would 

5 be very difficult to replace and therefore would be difficult to reasonably 

6 estimate the cost of replacing. Based on the publicly available information 

7 regarding newly constructed generating assets in the Northwest, the 

8 replacement cost of the Hydros would be well in excess of the Purchase 

9 Price. 

10 

11 Q. What is the estimated value of the Hydros? 

12 A. Based on our analysis, Credit Suisse estimated the theoretical value of the 

13 Hydros as unregulated generation assets to be in the approximately $750 

14 million to $1 billion range. Credit Suisse estimated the theoretical value of 

15 the Hydros to NorthWestem as regulated generation assets to be in the 

16 approximately $800 million to $1.25 billion range. The complete analysis 

17 conducted by Credit Suisse to arrive these valuation ranges are attached 

18 hereto as AM Exhibit 1. 

19 

20 Q. 

21 

22 A. 

23 

Please explain the role of Credit Suisse as financial advisor in the 

purchase and sale process. 

Credit Suisse assisted NorthWestern in conducting due diligence to 

evaluate the business, operations and financial prospects of the Hydros. 
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A. 

Q. 

A. 

Q. 

A. 

Credit Suisse analyzed the historical financial statements and financial 

projections provided by NorthWestern for the Hydros and performed 

analysis to estimate the value of the Hydro assets under various 

scenarios. Credit Suisse also assisted NorthWestern in negotiating the 

structure, terms and price of the Transaction. 

Is this the normal role for a lead financial advisor? 

Yes. This is a typical role for a lead financial advisor. 

Is Credit Suisse providing any other services to NorthWestern in the 

Transaction? 

Yes. Credit Suisse, along with another global investment bank, arranged 

and committed to bridge financing for the Transaction. In addition, Credit 

Suisse will act as the lead underwriter to raise the permanent financing for 

this Transaction . 

Has Credit Suisse represented purchasers in similar transactions? 

Yes. Credit Suisse has an extensive track record of advising clients in the 

utility and power generation sector on both corporate and generation asset 

acquisitions, as well as advising clients on the divestiture of corporate and 

generation assets, including conducting sale processes to affect the 

divestitures. Credit Suisse is also experienced in arranging financing for 

utility and generation asset acquisitions. 
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1 Q. Has Credit Suisse represented public utilities in similar 

2 transactions? 

3 A. Yes. Credit Suisse has represented public utilities, including 

4 NorthWestern, on similar transactions to acquire generation assets. 

5 

6 Q. How did the purchase and sale process in this transaction compare 

7 with the processes in similar transactions in which Credit Suisse 

8 represented a purchaser? 

9 A. Each process has its unique set of circumstances and dynamics. Based 

10 on my experience, the negotiation process with the Seller was extensive 

11 as NorthWestern thoroughly considered the terms of the proposed 

12 

13 

14 Q. 

transaction. 

Is the purchase price that NorthWestern will be paying for the Hydros 

15 within the range estimated by Credit Suisse? 

16 A. Yes, the purchase price that NorthWestern will be paying for the Hyd ros 

17 falls within the range estimated by Credit Suisse. 

18 

19 Q. 

20 A. 

Does this conclude your testimony? 

Yes, it does. 
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Page 1 of 26 

Portions of pages 12 and 20 of AM Exhibit 1 include non-public forward 

looking financial information that has been redacted from this public 

version of the document pending the Commission's decision on 

NorthWestern's motion for protective order that has been filed on the 

same date as this Application. NorthWestern will update this filing by 

providing this information in th e appropriate format after the Commission 

rules on the motion for a protective order. 
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Project Mustang transaction overview 
Nortli~esterri 

Eoc'ID' 

Transaction 
summary 

Background 

Anticl pated 
timing 

• NorthWestern Corporation ("NorthWestern', "NWE", or the "Company' ) intends to acquire 633 MW of hydroelectric generation facilities 
('Mustang') currently owned by PPL Montana LLC ("PPLM') 

• PPLM, a wholly-owned subsidiary of PPL Corporation ('PPL' or the "Seller') owns 1,316 MW of generation capacity comprised of 633 MW of 
hydroelectric and 683 MW of coal-fired generation assets in Montana 

• NWE has asked Credit Suisse ('CS') to act as M&A advisor in this process 

• NWE has also asked CS and Bank of America Merrill Lynch ("BAML") to provide a bridge loan commitment and permanent financing toward 
the cash purchase price of $900 million 

• NWE will seek regulatory approval to place the currently merchant assets into NWE's rate base prior to close of the transaction 
--------

• In 04 2012, NWE participated in PPL's initial auction process for PPLM and submitted a final bid that proposed two transaction structures 

- A Conforming Bid of $500 million to acquire 100% of PPLM (including 529 MW of leasehold interest in the Colstrip coal facilities) 

- A Non·Conforming Bid of $740 million to acquire PPLM's 633 MW of hydroelectric assets only 

- Unable to secure a bid above reservation price, PPL pulled the Mustang process in late-January 2013 

• During the initial Mustang process, the Colstrip lease was identified as having a negative impact to valuation and transaction complexity. PPL 
subsequently initiated lease termination discussions with Colstrip's owner lessors 

- In April 2013, PPL launched a process to sell only PPLM's 683 MW of coal generation assets, free of the lease structure 

- In May 2013, PPL launched another process to sell only PPLM's 633 MW of hydro generation assets 

• In May 2013, PPLM approached NWE with the opportunity to conduct bi·lateral discussions and pre-empt a re-Iaunched process for the entirety 
of PPLM 

• NWE submitted a revised final bid of $900 million to acquire only PPLM's hydro assets on July 1, 2013 

• In late July, PPL accepted the bid and invited NWE to reopen PSA negotiations and conduct confirmatory due diligence on the hydro only 
transaction 

• NWE and PPL have been negotiating PSA terms since mid·August 

• NWE Board of Directors met on Friday June 28th to approve final bid submission 

• Bid submitted to PPL on July 151 

• NWE management has conducted confirmatory due diligence and negotiated a finalized PSA with PPL 

• Currently seeking Board of Directors approval to sign PSA the week of September 23,d 

• Anticipated 9-12 month regulatory approval process involving the Montana Public Service Commission ("MPSC"), Federal Energy Regulatory 
Commission ("FERC'), and DOJ/FTC approval under Hart-Scott-Rodino Act 

• Q2-03 2014: close acquisition after regulatory approval and complete permanent financing (bridge expected to remain undrawn) 
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Mustang strategic rationale 

Transaction rationale 

Strategic rationale 

• Transaction consistent with stated goal of better matching owned 
generation with load requirements 

• Opportunity for NWE to acquire reliable, long-life generation assets 
near the bottom of current commodity price cycle for inclusion in rate 
base 

• Provides NWE customers with greater long-term energy security and 
rate stability 

• Pending and future environmental regulation will likely increase value 
for clean hydroelectric generation assets in the northwest 

• Acquiring well-maintained operating assets represents attractive risk 
proposition versus developing new thermal generation 

• Proposed purchase price compares favorably with new construction 
costs and recent comparable hydroelectric generation transactions 

Financial rationale 

• Immediate and significant earnings accretion 

• Maintain credit ratings with improved business risk prolile 

- Reduced reliance on purchased power 

• Substantial increase in business scale provides opportunities for 
future growth 

CREDIT SUISS~ 
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NorthWesteni 
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NorthWestern service territory and Mustang assets 

r~ 

Mustang hydro 
assets 

• Electric territory 

• Gas territory 
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Transaction structure 

Overview of PPL Montana's simplified organizational structure 

PPL Montana LLC 
(ind.rect subs,dary of PPL Corp.) 

AM Exhibit 1 Public 
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NorthWestern 
Energy 

Assets to be acquired 

[--------------------~ r----------------------------,--------------L-------------,--------------t,~~~~~~_ll 

Western Power Marketing 

• Sells electricity output from PPL 
Montana Holdings, LLC through 
wholesale and retail transactions 

• Procures transmission rights 
necessary for transportation of 
electricity 

Acquisition Structure 

Colstrip 

• Leases and operates a 529 MW 
interest in Colstrip, a 2,094 MW 
min&-lo-mouth coal plant 

• Units 1 &2 represent 307 MW 

• Un~ 3 represents 222 MW 

• PPLM has a sharing agreement with 
NWE such that each have a 15 % 
economic interest in Units 3 & 4 

J.E. Corette 

• Owns and operates a 154 MW coal 
plant 

• PPL Montana is scheduled to 
mothbalilhe plant in April 2015 due 
to environmental compliance costs 
exceeding economic viability post· 
2016 

Hydro 

• Owns and operates 11 units with net 
aggregate capacity of 633 MW 

• Units located through Montana 

• Confederated Salish and Kootenai 
Tribes ("CSKT') has a 2015 
purchase option on Kerr (194 MW) 

1..----------------------
• NWE to acquire 100% of PPLM's hydroelectric facilities and associated facilities, permits, licenses, contracts, and operating personnel for a 

purchase price of $900 million, subject to certain purchase price adjustments for capital expenditure, Kerr conveyance and mark-to-market of NWE's 
power contracts with PPLM, which will be terminated 

• Transaction will be structured as an asset purchase 

- NWE to receive a step-up in tax basis 

• Prior to transaction close, the current lease on the coal assets will be terminated (condition 10 close) 

• PPLM will retain existing pension plans for transferred employees and will be responsible for liabilities accrued prior to close. After closing, NWE will 
provide pension and benefit plans to transferred employees and will be responsible for liabilities from date of transfer 
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Northwestern and PPL performance 
NorthWestern: 

Energy 

NWE and PPL trading multiples overview Price performance over last 2 years 

($ in miToona, -xcopt per shar. dolt.) 

Stock price (9/1312013) 

52-week low 

52-week high 

Oiluted shares outstanding (MM) 

Market capitalization 

Debt 

(Cash) 

Enterprise value 

Enterprise value multiples 

2013E EBITDA 

2014E EBITDA 

2015E EBITOI\ 

Equity value multiples 

2013EEPS 

2014EEPS 

2015E EPS 

Other statistics 

L T EPS growth 

Debt / Cap 

Dividend yield 

Price / book value 

Long-term Issuer credit ratings 

Moody's 

S&P 

s&P risk profiles 

Business risk pro1ile 

Financial risk profile 

CREDIT SUISS~ 
r' 

NWE PPL 

$42.03 $30.00 

32.98 27.74 

43.25 55. 16 

38.6 636.5 

$1,624 $19,095 

1,152 20.832 

(8) (711) 

$2,769 $39,234 

9.8)( 9.3)( 

9.0x 9.3x 

8.5x 9.Ox 

16.5x 12.8x 

15.4x 13.9x 

14.5x 13.8x 

5.0% 5.00/0 

53.5% 65.50/0 

3.6% 4.9% 

1.6x 1.7x 

112"' Baa3 

A-'" BBB 

Excellent Excellent 

Aggressive Aggressive 

Source: FactSet, Wall Street research as of 9/13/2013. 

160 

150 

140 

130 

120 

110 

100 
90 

Sep-ll May-12 Jan-13 

- NorthWestern - PPL 
- S&P 500 - Regional Util~ies 

Price performance YTO 

140 

130 

Sep-13 

120 

110 

100 ~ --=~~~-
90 

Jan-13 Mar-1 3 Jun-13 

NorthWestern - PPL 
- S&P 500 - Regional Utilities 

Sep-13 

(1) Regional utilities include: ALE, BKH, IDA, MDU, PNM, POR, XEL. Confidential 

6 
(:2) Represents NWE's senior secured credit ratings. l ong·term issuer rating of Baa1 I BBB. 
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Market update since prior Mustang Board 
meeting 

NorthWestern: 
Encl"h7y 

M&A update 

Equity capital 
market 

Debt capital 
market 

Regulatory 
environment 

Environmental 
policy 

• In 2013, two significant utility transactions have demonstrated the willingness of parties to pay sizeable premiums to rate base 
to grow their regulated platform 
- Acquisition of NV Energy by MidAmerican Energy for $10.5 billion enterprise value (-1.5x rate base) 
- Acquisition of New Mexico Gas Company by TECO Energy for $950 million enterprise value (-1.9x rate base) 

• Brookfield Renewable's acquisition of NextEra Energy's Maine hydroelectric facilities at -$2,165 I kW and LS Power's 
acquisition of FirstEnergy's run-of-river facilities at -1,800 I kW(l) provide further insight into market value for hydro 

• Although regulated utilities have come off recent highs, they continue to trade at attractive relative valuations 
- Utility index trades at a 4.5% premium to the S&P 500 on current year PIE multiple 

• In the last three months, NWE stock outperformed (up 3%) vs. its regional peers (down 4%) and in line with PPL (up 3%) 
• While recent utility equity issuances have performed well, supply continues to be scarce 

- Recent $387 million Laclede equity offering to finance the Missouri Gas acquisition was issued 10% above the pre-M&A 
announcement price despite representing 44% of the company's market cap 

- - --------- - ---_._-- . ___ 0.-

• The investment grade market remains open at attractive terms; September has been a record setting month for new issuances 
- Verizon recently accessed the market with the largest ever DCM offering at $49 billion, dwarfing the previous record of 

$17 billion 
• On September 18th, the Fed unexpectedly refrained from tapering its monthly asset purchases of $85 billion, citing a need for 

"more evidence" of a sustained economic recovery. The Fed also left unchanged its guidance that it will hold its target interest 
rate near zero 
- The majority of FOMC members expect the first hike to occur in 2015 
- Treasuries soared as the yield on the 10-Year Treasury note dropped 15 basis points to 2.70% 

----- _._------ --
• Utility allowed ROEs offered by commissions continue to face downward pressure 

- Authorized ROEs for electric utilities rate cases have averaged 10.08% in 2013 YTD vs. 10.17% in 2012 and 10.29% in 
2011 

- Authorized ROEs for gas utilities rate cases have averaged 9.50% in 2013 YTD vs. 9.94% in 2012 and 9.92% in 2011 

• Following President Obama's pledge in June to address climate change, the EPA is expected to set limits on greenhouse gas 
emissions for new power plants in September 
- While details of the new rule are still unknown, stricter standards will likely block construction of new coal generation and 

could accelerate shutdown of existing coal facilities 

CREDITSUISS~ 
Note: Authorized ROE data sourced from SNL Financial RRA Associates as of 9/16/2013. 
(1) Excludes value allocated to 451 MW Seneca pumped storage facility. Estimated allocation of -$132 million to 73 MW of run-.of·river 

facilities. 
Confidential 
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Valuation summary 
NorthWestern: 

Energy 

Credit Suisse has conducted an independent valuation analysis of the Mustang portfolio based on financial 
projections developed by NWE management through its due diligence process 

Valuation 
approach 

Credit Suisse has evaluated the Mustang portfolio from two standpoints: 

Unregulated generation analvsis: values Mustang in its current state as unregulated generation 
assets 

• Based on merchant forecast provided by NWE Energy Supply 

• Employs valuation methodologies appropriate for standalone clean generation assets and independent 
power producers 

- Unlevered discounted cash flow analysis ("DCF") with discount rates of 6.5% to 7.5% and 7.5x to 8.5x 
terminal EViEBITDA multiples 

- Unlevered DCF with discount rates of 6.5% to 7.5% and $1,650 to $2,150 terminal $/kW multiples 

- Comparable hydroelectric generation acquisitions implied valuation of $1,650 to $2,150 $/kW 

Regulated utilitv analvsis: evaluates Mustang's value under NWE ownership as rate based assets 

• Based on regulated earnings model provided by NWE 

• Employs valuation methodologies appropriate for utilities and rate based assets 

Unlevered DCF with 5.5% to 6.5% discount rate range and 8.0x to 9.0x terminal EVIEBITDA multiples 

- Unlevered DCF with 5.5% to 6.5% discount rate range and 14.0x to 17.0x terminal PIE multiples 

Comparable company implied valuation with 7.5x to 9.0x 2014E EVIEBITDA, 7.0x to 8.5x 2015E 
EVIEBITDA, 13.5x to 16.0x 2014E PIE, and 13.0x to 15.0x 2015E PIE multiples 

Comparable utility acquisitions implied valuation with 8.0x to 9.0x forward EV/EBITDA and 15.0x to 
18.0x forward PIE multiples 

CREDITSUISS~ 
Note: PPLM to retain existing pension plans for transferred employees and will be responsible for accrued liabilities up until Transaction 

closing. NWE is obligated to provide pension and benefrt plans to transferred employees and will be responsible for liabilities 
from date of transfer. Previous analysis on impact of assumed underfunded pension no longer applicable. 

Confidential 
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Mustang unregulated valuation summary 
NorthWestern: 

Enetgy 

• The analysis presented here is an independent Credit Suisse valuation of the Mustang hydroelectric 
portfolio as standalone unregulated generation assets based on management financial projections 

Valuation summary 
($ in millions) 

(3) 

DCF (EBlTDA mulUple driven) 

(4) 

DCF ($1 kW multiple driven) 

Comparable acquisition analysis 

(,) 

CREDIT SUISS~:: 
(4) 

r' 

Adjusted Enterprise reference range 

$e55 

$7'0 

$1!52 

$900mm 
purchase 

S024 

$1,003 

S072 

2014 

2015 

2014 

2015 

2014 

2015 

Implied valuation multiples 

EV I EBITOA(1) 

16.4x 21.6x 
$1,904 

16.6, 21.6, 

16.5x 19.9x 
$1,710 

16.5, 20.1' 

15.9, 20.6, 
$1,650 

16.1x 20.9x 

Calculalion based on adjusted onterprise l"9feronco rango, which excludes transaction foes and PV 01 Kerr proceeds (~$2amm). N'NE base case: 2014E plant 
!eYe! EBITOA of$45mm, 2015E p/antlovol EBITOA of $45mm. 
Calculetion ba5ed on adjv$ted er(erpri&e roJolol'ICO rer-Qo, which ucludes tran~ction fee~ and PV 01 Kerr procoods (-$28mm), Implied $1 kW multiplo based 
on 439 MN (excludes Kerr). 
Torminal valuos baaed on 1.6x to B.~lI: EBITDA multiplo for hydro aesets. Kerr proce«fs and corporate expenses added as aoparato adjustments. 
Tetrninal values based on $1,650 I kW and $2.150 I kW multiple lor hydro assets;. Kerr proceeds and corporate expenses added as $Operate adjustments. 

(' 

$ / kW(2) 

$2,242 

$2,060 

$2,150 

Confidential 
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Mustang regulated valuation summary 
Nortli~stern: 

Energy 

• The analysis presented here is an independent Credit Suisse valuation of the Mustang hydroelectric 
portfolio as regulated assets under NWE ownership based on management financial projections 

Valuation summary 
($ in millions) 

DCF (EBITDA multiple driven) (31 

(4) 
DCF (PIE multiple driven) 

Comparable acquisition analysis (ts) 

Comparable company analysis (6) 

'" 

CREDIT SUISS~ ~i ,., 

Adjusted Enterprise reference range Implied valuallon multiples 
$900mm 
purchase 

EV I EB!TOA (') $ I kW(2) 

2014 7.8x 8.8x 

$001 $1.010 $2,008 - $2,256 

2015 8.1x 9.1x 

2014 7.7x 8.'i~ 

$890 $995 $1,983 

2015 8.0x 9.0x 

2014 7.0x 10.5x 
$92. $1,268 $1,797 

2015 7.3x 10.9x 

2014 8.3x l'.3x 
$789 $1,182 

$2,117 

2015 B.3x 11.7x 

CaJeuAtion bued on ~jI.o$Wd ..,1""';' ~....- ratoQe ..... hich ~ tal'SKfion '- end PV 0( KefT PfOONds t·$28mm), di\'icled by fBITOA. NWE baso <;OM; 2014E EBrml. of 
$1 13nvn, 201!)E fOIlOAot SlOilmon . .-..--$tIOOnIIIIol ,aM t... .. """" 48".ac.w.dequity CCOIttoIl and 10'll ROE .~. 
C.Ir;o,bIiont-ed on 1oCI,....,..,~ .. 1cor0llQ 'ana-. which .JduclM IrJ~ ...... 1tId Plot K_proc:ucflt·$78mm). tmpkd S I kW mu~" br.-'OI'I 439 MW (excludes Ken). 
T~~~0tI8.OraoO.O.E8110A.. 
l",m/rooII.,.,.. t..don14.OIbl?O.P/E. 
s.- on ... 1tdotd ~ ""mN IIIufbpltso/ 0.0< 10 0.0< lo<w~rd)'Nt EDITDA.nd t !).o< b IBOo ~1d)'Nt ... ,",-. 
BaM 0fI aoleettd CCftIpa"'* comp:onylrlMfing "lmNl rnutipl .. ol 7.!illo 0.0. 2014E E8rTOA, Up 10 8.5. 2Ot~EBrTOA, 13.6110 I&.OI20'~E fI" ineom".oo 13.01 10 15.0lc 2Ot5E ......... 

- $2,221 

- $2,693 

- $2,889 

Confidential 
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Mustang estimated earnings impact analysis 
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North~rri 
Energy 

Sources & uses 
($ in millions) 

Sources of funds 

NWE first mortgage bonds ('FMBs,)t1) 
NWE equity issuance. net(2) 

Cash from oeerations I credit faci lity~ .. 
Totat sources of cash 

Uses of funds 
Cash purchase price 

Fees and expenses 

Cash required 

Estimated fees and expenses(1) 

($ in mitriOIlS) 
Transaction 
amount 

Bridge loan commitment • $900.0 

fee 

Bridge loan structuring fee 

FMB syndication fees 

Total debt financing fees 

M&A 
Legal fees and other 

expenses 

Total fees and expenses 

900.0 

468.0 

CREDIT SUISS~ 
(' 

(1) 
(2) 

(3) 
(4) 

Overall 
Spread Amount 

0.300% $2.7 

0.350% 3.2 

0.750%(1) 3.5 

$9.4 

5.0 

10.0 

$24.4 

Amount 

$468.0 

380.0 

76.4 
$924.4 

Amount 
$900.0 

24.4 

$924.4 

Accounting 
treatment 

% 

50.6% 

41.1% 

8.3% 
100.0% 

% 
97.4% 

2.6% 

100.0% 

Expensed in 2014 

Expensed in 2014 

Capitalized and 

amortized over 1 0 ~ears 

Expensed in 2014 

Expensed in 2014 

Assumes FMB issuance at 4.5% average coupon. 

Projected earnings per share(4) 

_ -=- --.--. 

Projected net income(4) -.--~-

EPS accretion sensitivity 

e:: 

Equity issuance fees (gross spread of 3.5%) netted from gross offering and accounted for through reduction of equity account. Assumed 
9.7 million shares issued at $40.71, a 3.5% discount to NWE's share price of $42.19 on September 16, 2013, 
Revolving credit facility interest of 2.5% based on drawn amounts. 
Assumes $900 minion purchase price placed into rate base with 10% allowed regulatory ROE and 48% allowed regulatory equity content. 

n 
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Summary of DCF analysis 
Unregulated analysis 

($ in millions, unless otherwise noted) 

TV EBITDA multiple driven 
Enterprise value 

TV multiple: 7.5x B.Ox 
WACC: 7.5% 7.0% 

MW Low Mid 

Hydro 439 $883 $955 

(-) PV of cor~orate ex~enses(' ) (47) (49) 

Total portfolio 439 $836 $906 

(+) PV of Kerr proceedsl' ) 28 28 

(-) Transaction fees (3
) (9) (9) 

Total portfolio· adjusted EV 439 $855 $925 

TV $ / kW driven 
Enterprise value 

TV multiple: $1,650 $1,900 
WACC: 7.5% 7.0% 

MW Low Mid 

Hydro 439 $798 $872 

(-) PV of cor~orate ex~ensest') (47) (49) 

Total portfolio 439 $751 $823 

(+) PV of Kerr proceeds(2) 28 28 

(-) Transaction fees(3) (9) (9) 
Total portfolio· adjusted EV 439 $770 $842 

B.5x 
6.5% 

High Low 

$1,035 $2,012 

(51) 
$984 $1 ,904 

28 

(9) 
$1,003 $1,948 

$2,150 
6.5% 

High Low 

$955 $1,818 

(51) 
$904 $1,710 

28 

(9) 
$924 $1,754 

AM Exhibit 1 Public 
Docket No. 02013.12.85 
Page 16 0126 

Nort:h~tem: 
E.nergy 

Implied $ / kW 

Mid High 

$2,176 $2,358 

$2,064 $2,242 

$2,108 $2,285 

Implied $ / kW 

Mid High 

$1,987 $2,176 

$1,875 $2,060 

$1,918 $2,104 

CREDITSUISS~ 
r---. 

Note: Hydro asset valuation assumes $1,650, $1,900, and $2,150 per kWof tennina/ value for low, mid, and high of EV reference 
Confidential 
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range. EBrTDAdriven terminal value assumes 7.5)( to 8.5)( for tennina! EBITDA. Assumes valuation date of 6/3012014. 
(1) Present value of -$Bmm of gross annual corporate G&A, net of -$2mm of annual synergies over 20 year forecast. 
(2) Assumes $3Omm purchase price for Kerr in September 2015. 
(3) Includes $15mm in M&A and legal fees (pre-tax). Excludes bridge financing and syndication fees. 
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~ n 
Comparable company trading statistics 
IPPs 

($ in mUJions) 

Sarta Debt I Non-Deductible 

Predictod Market Enterprise Pref. Stock I Market 

Company .. t. Equity Net Debt Value Equity I cash 

C.nndij!D tpp n 

Atlantic Power Corporation 1.16 $484 $2,157 $2,641 13%/8%/18%10% 

~;~rtnen;~p'.Q:tleet;nS!81.'.*'71'1,21prW§1~!5e8t.:-.:;,"""\+1.,,". 
Capital Powor Corporation 0.65 1,990 1,669 

Tran~ta Corporation 0.06 3 .461 5,095 

Mean •. 85 $3,202 $4,1&2 

Median • • 70 2,726 3,626 

;!568t!:;-'tc:~~11.0~· ';!I ~ 
NRG Energy, lne. 1.14 ..... 
Dynegy Inc . 0.96 1,937 

Mean 1.07 $6,468 

Median 1.11 ..... 
~ 

Clean generation IPP comps 
Source: FaCISOI. Alocra. S&P, Moody'lI, company management as 019/13/13, 

(1) Assumos $20 pol'" shar~ priCit. the midpoint of the stated IPO offer range. 

(2) Basod on man:lgemont o,timaloc at filod in off,ring prospoctus. 

CREDIT SUISS~ 

16,87~ 

1.296 

$9,730 

11,020 

3,659 46%/0%/54%/0% 

• • 556 5 1%/9%/40%/0% 

$7,364 48%/5%/ 43%/ 0% 

6,10a 32% 1 4% 1 45% I 0% 

1·~$lg!~~~.!!5e1·4~1i44%~/1 
25,774 

3,233 

$16,198 

19,588 

65%/ 1%/35%/0% 

40% /0% 160% (0% 

60 % /1'%0 /40% / 0% 

58%/0%/42%/0% 

4a% (0,," / 52% / 0% 

47%/0%/48%/0% 

Senior 

Unsee;:. Credit 

Ratings 

• 
sea. 
•• s. 

.a. 
• 

Ta. 

Rata 

26.0% 

26.5". 

26.5% 

26.5% 

26.5% 

38.0% 

38.0"-

38.0 % 

38.." 

38.0% 

38.0% 

Unlevered Barra 

Predicted 

Bet3 

0.50 

0.<\0 

0.4 1 

•. .., 
0.41 

0.52 

0.68 

0.60 

0.61 

AM Exhibit 1 Public 
Docket No. D2013.1 , 
Page 17 of26 

NorthWesteni 
En(:lb'Y 

Enterprise value I 

EBITDA 

2013E 2014E 201 5E 

g.", 8.8x 9.7l1 

g."" g."" 7.0x 

•. "" O.4~ SAx 

10.5x 10,3x 10.1l1 

9.b 9.0x 9.0x 

g."" 8.2x .. '" 
13.!b: 10.6x 10.,. 

10.9x 9.5x 9.4x 

9.7x Ux 9.1 x 

Confidential 
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Comparable acquisition analysis 
Unregulated analysis 

Select precedent hydro transactions 
Kyiiro 
Announced 
date Buyer Seller Plant Name 

09104113 HBroor Hydro Holdings, LLe F;,sIE""'!JY Corp Portfolio 
12121112 Brookfield Renewable Energy Partners lP NoxtErn EnOfQY Hydroelectric facilities 

07/26/12 Innergex Renewable Energy Inc. Hydromega Services Inc. Magpie 

07/26/12 Innergox Renowab18 Energy Inc. Hydromsga Servioss Inc. Hydroelectric fsa"II1iesf'J 

06/29112 Brookfield Renewable Energy Partners LP Alcoa Power Generating Inc. Tapoco 

06129/12 BrookIiI!IId Re".wable Energy Partners LP Aboa Power Generating Inc.. Tspoco 

06/14/12 Innergex Renewable Energy Inc. Capital Power Corporation Portfolio 

04/03/12 Eagle Creek Renewable Energy North American Hydro, Inc. Power generation facilities 
07/01/09 Arclight Capital Partners PPL Corporation Hydro portfolio 

03113109 Hydro Quebec AbitibiBowater Inc. Manicouagan Hydroelectric facility 

12/22108 Brookfield Asset Management AbilibiBowater Inc. Portfolio 

(1) Estimated value of run of river hydro assets. Excludes estimated $268mm of value allocated to the 451 MW Seneca pumped storage facility. 
(2) Excludes It1e 451 MW Seneca pumped S1e><age facility. 
(3) 28.35 MWoperating, 22 MW under development I in construction. Value attributed to development was not disclosed. 
(4) Current modemization will increase installed capacity from 351 MIN to 378 MIN. Value attributed to development was not disclosed. 

Comparable acquisition analysis 

2012 

Type Primary fuel COD Capacity factor Pollution control MWcapacity 

Hydro cooso~dated HT Hydro Various 64% NA 439 

NERe region Price 

AM Exhibit 1 Public 
Docket No. 02013.12.85 
Page 18 of 26 

Nor1h~teni 
Energy 

Net capacity 
(subregion) ($USMM) (MW) $/kW 

Muh; $132(1) 7"") $1,813 
NPCC (NE) $760 351 $2,165 

NPCC(QUE) 80 28 2,630 
Multi 80 50 1,587 

Multi 600 351 1,709 
Muhi 600 37iJ3) 1,587 

WECC (WECCN) 68 40 ',700 
Multi NA 40 NA 
NPCC (NE) 95 30 3,220 

603 201 2,999 
162 137 1,184 

IMean $2,203 
MedLan ~1,989 

$/ kW range Reference range ($mm) 

Low High Low High 

$1,650 $2,150 $724 $944 

!Enterprlse yalue· 439 $1,650 $2,150 $724 - $s4£] 
(+) PV of Kerr proceeds 28 28 

IAdjusted enterpriSe value $752 $972 

CREDIT SUISS~ 
r (\ 
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n 
Recent utility new construction in the northwest 

New construction projects by utility 

Company Project Name 

Black Hills Cheyenne Prairie Generating Station 
Pueblo Airport Generating Station 
BHCI Facility (Pueblo Airport CC)ll) 

Wygen Unit 3 (50% ownership) 

Idacorp Langley Gulch 

MDU Morton CT Plant 
Wygen Un~ 3 (25% ownership) 
Cedar Hills Wind Facil~ 

NorthWestern Aberdeen Generating Station Unit 2 

Dave Gates Generating Station 

Portland General Electric Biglow Canyon 

PPL Montana Rainbow Dam 

Puget Sound Lower Snake River 

PacifiCorp Lake Side Power 

ALLETE Inc. Bison 4 Wind Farm 

Grant County Public Utility Wanapum 

Basin Electric Power Coop Pioneer Generating Station 

Source: Company disclosure and SNL Financial. 

New construction capital cost by generation type ($/kW) 

NWE's 30% interest sale of 
Colstrip in 2008 ($1,820 I kW) 

Location (State) 

WY 
CO 
CO 
WY 

ID 

ND 
WY 
ND 

SD 
MT 

OR 

MT 

WA 

UT 

ND 

WA 

ND 

$4,000 

$3,000 

$2,000 
$1 ,795 

________ _$2,280 

$917 

$1,305 _____ * 
$1,172 

$1,000 

Gas Turbine CCGT Coal 

Capacity 
Type COD (MW) 

Gas Turbine 2014E 132 
Gas Turbine 2011 180 

CCGT 2011 200 
Coal 2010 55 

CCGT 2012 330 

Gas Turbine 2014E 88 
Coal 2010 28 
Wind 2010 20 

Gas Turbine 2013 60 
Gas Turbine 2007 150 

Wind 2007·2010 450 

Hydro 2013 60 

Wind 2012 343 

CCGT 2014E 645 

Wind 2014E 200 

Hydro 2012 122 

Gas Turbine 2013 45 

$3,500 

$1,500 

Hydro 

CREDIT SUISS~ 
(1) Owned by 8lack Hill's Colorado IPP with 100% of power sold to Colorado Electric under a 20-year PPA. 

AM Exhibit 1 Public 
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NorthWestern: 
Energy 

Capital Costs 

$mm $/kW 

$237 
$230 
$261 

$125 

$398 

$86 

$63 
$45 

$55 
$183 

$961 

$210 

$1,226 

$756 

$345 

$183 

$65 

$3,577 

$1,725 

Wind 

$1,795 
$1,278 
$1,305 

$2,280 

$1,206 

$977 
$2,280 
$2,310 

$917 
$1,220 

$2,136 

$3,500 

$3,577 

$1,172 

$1,725 

$1,500 

$1,433 

Confidential 
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Mustang purchase vs. EIA estimated new build 
costs 

AM Exhibit 1 Public 
Docket No. 02013.12.85 
Page 20 0126 

NorthWestem: 
Ene.gy 

New build alternatives (3D-year levelized cost of energy - 2013$) Mustang acquisition @ $900 million 
($ /MWh) 

$150 

$118 

$104 

$78 $90 

Mustang equivalent: $60 
- '"$Ei3 ----

Natural gas 
CCGT 

Natural gas 
CT 

Equivalent Mustang acquisition price(1) 

Conventional 
Coal 

$149 

$100 

$74 

$58 

Wind Hydro 

$990mm -$1,380mm $2,05Omm -$3,220mm $l,690mm -$2,410mm $1,280mm -$1,94Omm $870mm -$3,200mm 

$60 $60 

30 year levelized 20 year levelized 

PPLM hydro assets provide long term energy security as levelized costs well below new build alternatives 

CREDIT SUISS~ 
r" 

Source: New bJild Jevelized costs per Levolizqd Cost of Now Genera!ion Resources in the Annual EnQrov Outlook 2013. U.S. Energy 
Information Administration. 
Mustang levelized costs based on NWE intemal estimates. 

Note: 2011 numbers escalated based on PPI index. 
(1) Represents equivalent purchase price for Mustang that would yield same range of levelized cost. Based on NWE internal 

eslimates. 
(\ 
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Summary of DCF analysis 
NorthWestern: Regulated utility 

($ in mil~ons, unless otherwise noted) 

TV EBITDA multiple driven 

Hydro 

(+) PV of Kerr proceeds(1
) 

(-) Transaction fees(2
) 

Total portfolio' adjusted EV 

TV PIE multiple driven 

Hydro 

(+) PVof Kerr proceeds(1
) 

(-) Transaction fees (2) 

Total portfolio· adjusted EV 

CREDIT SUISS~ 

Enterprise Value Implied $ I kW 

TV multiple: 8.0x 8.5x 9.0x 
WACC: 6.5% 6.0% 5.5% 

MW Low Mid High Low Mid 

439 $882 $933 $990 $2,008 $2,126 

28 28 28 

(9) (9) (9) 

439 $901 $953 $1,010 $2,052 "'--$2,170 

Enterprise Value Implied $ I kW 

TV multiple: 14.0x 15.5x 17.0x 
WACC: 6.5% 6.0% 5.5% 

MW Low Mid High Low Mid 

439 $871 $920 $975 $1,983 $2,097 

28 28 28 

(9) (9) (9) 

439 $890 $940 $995 $2,027 $2,141 

Note: EBtTOA driven terminal value assumes 8.0x to 9.Ox for terminal EBITDA. PIE driven terminal value assumes 14.Ox to 17 .Ox for 
terminal net income. Assumes valuation dale of 6/30/2014. 

(1) Assumes $3Omm purchase price for Kerr in Soptember 2015. 
(2) Includes $15mm in M&A and legal fees (pre-tax). Excludes bridge financing and syndication fees. Fees not included in rate 

base. 

Energy 

High 

$2,256 

$2,301 

High 

$2,221 

$2,265 
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Comparable company and comparable 
acquisition analysis 
Regulated utility . Selected multiple range 

Comparable acquisition analysis 

2014E Net Income 

(+) Net debt 

._ -.l:t) PV of Kerr e.roceeds 
Implied enterprise value 

2014E EBITDA 
5+) PV of Kerr proceeds 

Implied enterprise value 

Valuation range 

Selected comparable companies analysis 

2014E Net Income 
2015E Net income 

Low to high range 
(+) Net debt 
(+) PV of Kerr proceeds 

Implied enterprise value 

2014E EBITDA 
2015E EBITDA 

Low to high range 
(+) PV of Kerr_e.r?ceed,:::.s ___ • ___ _ 

Implied enterprise value 

NWE Projections Low High 

AM Exhibit 1 Public 
Docket No. 0 2013.12.85 
Page 22 0126 

NorthWesterri 
Eflf')'!~' o. 

Implied reference range 

Low High 

$643 $772 
468 

28 28 
$1,140 $1,268 

$901 $1,013 
28 28 

--$929 $1,042 

$929 $1,268 

$579 $686 
$545 $629 
$545 $686 

468 
28 28 

$1,042 $1,182 

$844 $1,013 
$761 $924 
$761 $1,013 

28 28 
$789 $1,Q42 

IValuatiOniange $789 $1,182 -I 

CREDIT SUISS~ 
/" 
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Comparable company trading statistics 
Regulated utility 

(S WI milion.) .... Debt I Non·Ooduc:tlblo Stlillor Unle'ler6CI e.rra 

Pr"icted M",kot Ent ... pri •• Prof. Stock I Mlrkel Unsae. Oodlt T" Prediet.d 

Complny 80la Equity Nato.bt Valua EquIty J ca~h RltIn!jls Rltll eo •• 

RagjonaI .rtih'lj" 

ALLETE, Inc. ~74 $1,803 $1,103 ... '" 37')010"'/63""0"- BIlB+ 38'~ .... 
Amle CoqIof.liotJ ' .00 $1,571 1.457 .. " 481./0';' 152% I 0% B8B 39.0% 0.57 

Bblck Hi" Corp6n.Iion 0 ." $.2,167 1,314 ..... 38%1 0%'62""0" BBB- 30.0% 0.01 

IOACORP. Inc. 0.19 $2,3S1 1,140 < .... 43% I 0'110 151" I 0')1. 9BB ,,..% .5< 
Iv'DU R.-eN (3,oup.1nc. 1.12 "'''' '.003 7,1M 29% '0" 171 '" I 0% sea. 3M'" • .90 

Northwest Nalufll GIS Company • 66 $1.098 '" 1,927 43'-" I 0 ... /57% 1 0" A. 36.0% .... 
PNMR_ ... s,1nc. '8< $1 ,730 '.'" ~,." 1S2'1o I 0'10 J 47% I 0% - ,e.o% , .. 
Portllnd G ........ I EJocl,ie Cotrpany ." ... ". '.'" .. " ~"'/O"/M"'/O"- 988 38.% ,., 
UNS Enorw Corp 0.73 $1,883 1.84\ 3.724 49", I 0'%' 51", 10'% '" 38.% 0.46 

Weetar EI'lIIfg"y, Inc. 0.73 $3,631 '.G58 , ..... 019",'0,.'51%' 0'" ... 300'" 0.016 

Xc.! Energy Inc. 0.15 $13,708 11.M3 ".339 016",'0",/501%10% '" 38.0% 0.49 

M_ O •• , $3,'11 $2,i5S7 " ... """'/0"15''''/0''' 38.0'" 0.>, 

MNlln 0.78 2.13' 1.7 .... ,.no 47"'/0%/57",/o", 38.0'" ,~, 

NorthW_1tffl Corpofalion •. ,. $1.6:1' 1.152 .m 4:1'10 I 0" 158% 10"- BBB 30.% , ... 
Source: heISt!, ALter_. S6P, ~~ .. CO!lIP..-y ~ as of 9113113. 

"" 
• 
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2013E 2014E 2015E 

17." 15.Dx 14.0-

14.SX 14." 13.5lc 

:2O,7x lIHx 18 .. 4x 

H.b 13.& NA 

19.4x t1.tloc 15,4x 

16./j~ 17,2l 16.31 

15.7. 14.7l 13.b 

21.h ,.,. 12.4~ 

" .. 13.2l "'" .. " "" 13.3ic 

\4 .5.- 13.0- 13.!b 

II.h 15.11 14.3l 

lSAl 14.1x 13.8x 
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Energy 

Enterptl$o valuo' 

EBITOA 

2013E 2014E 20111E 

10.3:c .... 0." 

'" , .... 7.b 

8.4x , ... ,." 
'" 91, NA 

." , ... '" .... 8.4~ 8.:1_ 

e." 7.7. ". , ... .., 5." , ... ,." ,." 
O.7~ ." ", 
6.6r 8.lx 1.7. 

'.5x 1.V. >A, 

'.11 T." 7.41t 

.... . ... . ... 
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Select comparable regulated utility acquisitions 

Transaction EBITOA multie le Earninas multiple 

Date announced Acqulror name Target name value LTM FY FY+1 LTM FY FY+1 

5/29/13 Berkshire Hathaway / MidArnerican Enefgy NV Energy, Inc. $ 10,494 a9, 9.0x 8,B)( 17.1)( 10.,", 17.6)( 

2121/12 Fortis Inc, CH Energy Group $1 ,453 10.4)( 10,b 9.7)( 21,1)( 21,7x 20.6)( 

1112111 Gaz Metro Central Vermont Pubijc Service Corp, $691 to,ex NA NA 19,6)( 21.4)( 19,6x 

4/28/1 1 Exelon Corp, Constellation Energy $ 11 ,430 8.6x SAx 7.3x 27.4x 11.0x 15,Sx 

4120/11 AES Corp. DPL Inc, $4,702 7,6x 7.7)( 7.7)( 13.4x 12.41( 12,Ox 

3/1111 PPL Corp. Central Networks $6,400 a"" NA NA NA NA NA 
1/10/11 Duke Energy Progress Energy, Inc, $25,834 B.,", 8.6x 8,4x 16.Ox 15.3x 14,8x 

1217/10 AGL Resources Inc. Nk:or Inc. $3,099 6."" 4,7)( 4.5x NA 17.7x 16,9x 

10/18/10 Northeast Utnities NSTAR $6,965 B.b 7."" 7.6x 17.6x 15.9x 15.2lI 

4/28/10 PPl Corp. E.ON US $7,625 9.9x NA NA NA NA NA 
2111110 FirstEnergy Corp. Allegheny Energy, Inc. $9,037 7.5x 7.8x 7.3x 12.1x 12,7x 11,9x 

10/26/07 Macquarie Puget Energy Inc, $6,676 9.4x 8.7x 8." 18.5x 18.5x 17,6x 

6/25/07 lberdrola Energy East $6.099 8.2x 8.7x 6.6x 17.4x 18.9x 16.6x 

217/07 Groot Plains Energy I Black Hills Corp. Aquila Inc. $2,739 8.0>< 12.6x 9.4x NA NM NM 
7/5/06 Macquarie Duquesne light Holdings $2,797 10.3x NA NA 2D.Ox 24.4x 15.4x 

2127/06 National Grid PLC KeySpan Corp $12,519 9.'" 9.6x 9.4x NA 17.6.oc 17,1x 

5/24/05 MidAmerican Energy Holdings Pacificorp $9,410 g." NA NA 22.4x NA NA 
5/9/05 Duke Energy Cinergy $13,677 9.8x 9.5x 6.6x 2O.6x 16.2x 14.~ 

Mean $7.982 8.9x 8,5x B.1x 18.7x 17.3x 16,3x 

Median $1,305 9.0x 8.7.oc 8.4x 18,5x 11.6x 16.2.lc 

High $25,834 10.6x 12.6x 9.7.oc 27.4x 24.4x 20.6x 

Low $691 6.6x 4.7x 4.5x 12.1x 11,6x 11 .9x 

""""", SOC platinum, Faclsei and Con-pany filings.. 
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Credit Suisse does not provide any tax advice. Any tax statement herein regarding any U.S. federal tax is not intended or written to be used, and cannot be used, by any 
taxpayer for the purpose of avoiding any penalties. Any such statement herein was written to support the marketing or promotion of the transaction(s) or matter(s) to 
which the statement relates. Each taxpayer should seek advice based on the taxpayer's particular circumstances from an independent tax advisor. 

These materials have been provided to you by Credit Suisse in connection with an actual or potential mandate or engagement and may not be used or relied upon for any 
purpose other than as specifically contemplated by a written agreement with Credit Suisse. In addition, these materials may not be disclosed, in whole or in part, or 
summarized or otherwise referred to except as agreed in writing by Credit Suisse. The information used in preparing these materials was obtained from or through you or 
your representatives or from public sources. Credit Suisse assumes no responsibility for independent verification of such information and has relied on such information 
being complete and accurate in all material respects. To the extent such information includes estimates and forecasts of future financial performance {including estimates 
of potential cost savings and synergies} prepared by or reviewed or discussed with the managements of your company andlor other potential transaction participants or 
obtained from public sources, we have assumed that such estimates and forecasts have been reasonably prepared on bases reflecting the best currently available 
estimates and judgments of such managements (or, with respect to estimates and forecasts obtained from public sources, represent reasonable estimates). These 
materials were designed for use by specific persons familiar with the business and the affairs of your company and Credit Suisse assumes no obligation to update or 
otherwise revise these materials. Nothing contained herein should be construed as tax, accounting or legal advice. You (and each of your employees, representatives or 
other agents) may disclose to any and all persons, without limitation of any kind, the tax treatment and tax structure of the transactions contemplated by these materials 
and all materials of any kind (including opinions or other tax analyses) that are provided to you relating to such tax treatment and structure. For this purpose, the tax 
treatment of a transaction is the purported or claimed U.S. federal income tax treatment of the transaction and the tax structure of a transaction is any fact that may be 
relevant to understanding the purported or claimed U.S. federal income tax treatment of the transaction. 

These materials have been prepared by Credit Suisse ('CS' ) and its affiliates for use by CS. Accordingly, any information reflected or incorporated herein, or in related 
materials or in ensuing transactions, may be shared in good faith by CS and its affiliates with employees of CS, its affiliates and agents in any location. 

Credit Suisse has adopted policies and guidelines designed to preserve the independence of its research analysts. Credit Suisse's policies prohibit employees from 
directly or indirectly offering a favorable research rating or specific price target, or offering to change a research rating or price target, as consideration for or an 
inducement to obtain business or other compensation. Credit Suisse's policies prohibit research analysts from being compensated for their involvement in investment 
banking transactions. 
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26 Witness Information 

27 Q. Please state your name and business address. 

28 A. My name is A"en Otto, and my business address is 345 Park Avenue, 

29 New York, NY 1 0154. 

( 
30 
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1 Q. By whom are you employed and in what capacity? 

2 A. I am employed by Blackstone Advisory Partners L.P. ("Blackstone"), as a 

3 Vice President. 

4 

5 Q. 

6 A. 

7 

8 Q. 

When did you join Blackstone Advisory Partners? 

June 18, 2007. 

What do you do as a vice president focused on the energy, 

9 infrastructure, and natural resources sectors? 

10 A. I am part of a team that advises corporate and other clients as a financial 

11 advisor in the context of transactions including, for example, mergers, 

12 acquisitions, joint ventures and other strategic transactions. 

13 

14 Q. 

15 

16 A. 

Please describe your educational background and your professional 

experience before joining Blackstone Advisory Partners. 

I have a BA from Hamilton College. Upon graduation from college , I 

17 joined Bear, Stearns & Co. Inc. as an Analyst in the Industrial Products 

18 and Services group. Following that, I worked in the Corporate Finance 

19 group of Sirius Satellite Radio Inc. , and later in the Mergers and 

20 Acquisitions group of Centrica pic's North American business unit. 

21 

22 

23 Q. 

Purpose of Testimony 

What is the purpose of your testimony? 

AO-2 
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( 1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

c 12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

( 

A. 

Q. 

A. 

The purpose of my testimony is to provide information regard ing the 

opinion delivered by Blackstone to NorthWestern Corporation 

("NorthWestern"), based upon and subject to certain work performed, 

assumptions and qualifications, regarding the fairness to NorthWestern, 

frorn a financial point of view, of the consideration to be paid by 

NorthWestern in the acquisition (the "Acquisition") of hydroelectric 

generating facilities and certain associated assets of PPL Montana, LLC 

("PPL Montana"). 

Fairness Opinion Defined 

What is a fairness opinion? 

A fairness opinion is an opinion of a financial advisory firm, based upon 

and subject to certain work performed, assumptions and qualifications, as 

to the fairness, from a financial point of view, of consideration to be paid or 

received by the client of such financial advisory firm. The fairness opinion 

informs the board of directors in making a decision as to the consideration 

to be paid in a transaction and, thereby, provides an element of support 

for the proper exercise of their business judgrnent. Fairness does not 

reflect a single price or the lowest price that could be paid by a buyer but, 

rather, reflects a range of values derived from our judgment and financial 

analyses. 

AO-3 



1 

2 Q. 

3 

4 A. 

Fairness Opinion Process 

What was your role in preparing and delivering the fairness opinion 

to NorthWestern Energy's Board of Directors? 

I was principally responsible for preparing and reviewing the financial 

5 analyses and models used by Blackstone in connection with its opinion as 

6 well as the Blackstone presentation materials prepared for the information 

7 of the NorthWestern Energy Board of Directors, participated in calls with 

8 business executives of NorthWestern and the review of financial and other 

9 information provided by NorthWestern and attended the meeting of 

10 NorthWestern Energy's Board of Directors at which my colleague 

11 

12 

13 Q. 

delivered Blackstone's fairness opinion. 

Please describe the steps that Blackstone Advisory Partners took 

14 and the information Blackstone Advisory Partners utilized to reach a 

15 conclusion about the fairness of the Base Purchase Price to be paid 

16 by NorthWestern to PPL. 

17 A. 

18 

19 

20 

21 

22 

23 

Blackstone, among other things: 

• Reviewed certain publicly available information concerning the 

business, financial cond ition, and operations of NorthWestern and 

the facilities that Blackstone bel ieved to be relevant; 

• Reviewed certain internal information, including business, financial 

and operating analyses, as well as projected information, including 

estimates, budgets and forecasts, relating to NorthWestern and the 
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1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

2 1 

22 

23 

facilities, both on a , standalone basis and pro forma for the 

Acquisition, prepared and furnished to Blackstone by the 

management of NorthWestern and PPL; 

• Held discussions with members of senior management of 

NorthWestern concerning their evaluations of the Acquisition and 

the facilities' past and prospective business, operating and 

regulatory environments, financial condition, prospects, and 

strategic objectives, as well as such other matters as Blackstone 

deemed necessary or appropriate for purposes of rendering the 

opinion; 

• Compared certain financial information for the facilities with similar 

information for certain publicly traded companies that Blackstone 

deemed to be generally comparable to the facilities; 

• Reviewed the publicly available financial terms of certain other 

business combination transactions that Blackstone deemed to be 

relevant and the consideration paid for such companies that 

Blackstone believed to be generally relevant; 

• Performed a discounted cash flow analysis of the facilities utilizing 

the projections prepared by and furnished to Blackstone by the 

management of NorthWestern; 

• Reviewed the potential pro forma impact of the Acquisition on 

NorthWestern based upon the projections prepared by and 

furnished to Blackstone by the management of NorthWestern; 

AO-5 
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2 

3 

• Reviewed the draft of September 21, 2013 of the purchase 

agreement; and 

• Performed such other financial studies, analyses and 

4 investigations, and considered such other matters as Blackstone 

5 deemed necessary or appropriate for purposes of rendering the 

6 opinion. 

7 Blackstone did not undertake an independent verification of any 

8 information or projections and did not assume any responsibility or liability 

9 for the accuracy or completeness thereof. Blackstone did not conduct a 

10 physical inspection of any of the properties or assets of the facilities; make 

11 an independent evaluation or appraisal of the assets or the liabilities of the 

12 company, PPL Montana or the facilities; or evaluate the solvency of 

13 NorthWestem, PPL Montana or the facilities under any state or federal 

14 laws. 

15 Blackstone did not consider the relative merits of the Acquisition as 

16 compared to any other acquisition, business plan or opportunity that might 

17 be available to NorthWestern and expressed no opinion as to the fairness 

18 of the Acquisition to the holders of any class of securities, creditors or 

19 other constituencies of NorthWestern or as to the underlying decision by 

20 NorthWestern to engage in the Acquisition . Blackstone's opinion did not 

21 address any other aspect or implication of the Acquisition , the purchase 

22 agreement or any other agreement or understanding entered into in 
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1 connection with the Acquisition or otherwise, including, without limitation, 

2 the form or structure of the Acquisition or any financing arrangements. 

3 Blackstone expressed no opinion as to the fairness of the amount or 

4 nature of compensation to any officers, directors or employees of any 

5 party to the Acquisition, or any class of such persons, relative to the 

6 consideration or any other amount; the prices or trading ranges at which 

7 NorthWestern common stock would trade at any time; or the impact of the 

8 Acquisition on the solvency or viability of NorthWestem (after giving effect 

9 to the Acquisition) or the ability of NorthWestem (after giving effect to the 

10 Acquisition) to pay its obligations when they become due. 

11 

12 

Blackstone did not make any recommendation as to any action the Board 

of Directors should take with respect to the Acquisition or any aspect 

13 thereof and assumed no responsibility for updating or revising the opinion 

14 based on circumstances or events occurring after the date thereof. 

15 All of the foregoing matters are customary for fairness opinions. 

16 

17 Fairness Opinion Conclusion 

18 Q. Did Blackstone Advisory Partners conclude that the Hydroelectric 

19 Generating Assets' Base Purchase Price of $900 million in cash was 

20 fair, from a financial point of view? 

21 A. Based on and subject to the work performed, the assumptions set forth in 

22 the fairness opinion and certain qualifications, Blackstone was of the 

AO-7 



1 opinion that, as of the date of the opinion, the $900 million in cash to be 

2 paid by NorthWestern in the Acquisition was fair to NorthWestern from a 

3 financial point of view. Blackstone's letter to the Board containing the 

4 fairness opinion is attached as Exhibit _ (AO-01). 

5 

6 Board Presentation 

7 Q. 

8 

9 A. 

10 

11 Q. 

Did Blackstone Advisory Partners present its conclusion to 

NorthWestern's Board of Directors? 

Yes. 

Please describe the presentation made to NorthWestern's Board of 

12 Directors. 

13 A. The presentation made to NorthWestern's Board of Directors set forth a 

14 summary of the scope of the work performed, the assumptions made and 

15 relied upon, the analyses conducted and the conclusion reached by 

16 Blackstone in evaluating the fairness, from a financial point of view, of the 

17 $900 million in cash to be paid by NorthWestern in the Acquisition, as well 

18 as the qualifications to such evaluation. The written portion of the 

19 presentation is attached as Exhibit _ (AO-02). 

20 

21 Q. Please describe the analyses that Blackstone Advisory Partners 

22 presented to NorthWestern's Board of Directors. 
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10 

11 
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13 

14 

15 

16 

17 

18 

19 

20 

21 
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A. In accordance with customary investment banking practice, Blackstone 

employed generally accepted valuation methods as part of reaching its 

opinion as to the faimess to NorthWestem, from a financial point of view, 

of the consideration to be paid in the Acquisition. The following is a 

summary of the material Regulated Business Model financial analyses 

contained in the presentation that was made by Blackstone to the 

Northwestem Board of Directors on September 23, 2013 and that were 

utilized by Blackstone in connection with providing its opinion. The 

following summary, however, does not purport to be a complete 

description of the financial analyses or other work performed by 

Blackstone, nor does the order of analyses described represent the 

relative importance or weight given to those analyses by Blackstone. The 

principal financial methodologies utilized were (1) a discounted cash flow 

analysis, (2) a selected comparable companies analysis and (3) a 

selected precedent transactions analysis. 

In performing its analysis, Blackstone relied on the Regulated Business 

Model financial projections (as described in the Board of Directors 

presentation attached as Exhibit_(AO-02)) for purposes of evaluating the 

faimess of the transaction from a financial point of view to NorthWestem, 

but was also informed by the Merchant Business Model financial 

projections provided by NorthWestem management. Blackstone's 

AO-9 



I analyses were subject to the scope of work performed, assumptions and ( 
2 qualifications set forth in its opinion and Board of Directors presentation. 

3 

4 Blackstone conducted an illustrative discounted cash flow analysis for the 

5 Montana Hydro Assets, on a standalone basis under a Regulated 

6 Business Model, which is designed to estimate a range of implied values 

7 of the Montana Hydro Assets by calculating the present value of the 

8 estimated projected unlevered after-tax cash flows from the Montana 

9 Hydro Assets, using a range of discount rates and terminal value 

10 assumptions. 

11 

12 Blackstone also reviewed and compared certain financial information for 

13 the Montana Hydro Assets to corresponding financial information and 

14 public market multiples for certain regulated electric utilities, which, in the 

IS exercise of its professional judgment, Blackstone determined to be 

16 relevant to its analysis. Although Blackstone selected the regulated 

17 electric utilities reviewed in the analysis because, among other things, 

18 their businesses are reasonably similar to that of Montana Hydro Assets 

19 under a Regulated Business Model , no selected company is identical to 

20 the Montana Hydro Assets. In performing this analysis, Blackstone made 

21 judgments and assumptions with regard to industry performance, general 

22 business, economic, market and financial conditions and other matters. 

23 Accordingly, Blackstone's comparison of selected regulated electric 
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14 

15 
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Q. 

A. 

utilities to the Montana Hydro Assets and analysis of the results of such 

comparisons was not purely quantitative, but instead necessarily involved 

qualitative considerations and professional judgments concerning 

differences in financial and operating characteristics and other factors that 

could affect the relative values of the selected regulated electric utilities 

and the Montana Hydro Assets. 

Blackstone performed a selected precedent transactions analysis, which is 

designed to imply a range of values for the Montana Hydro Assets under a 

Regulated Business Model based on publicly available financial terms of 

selected transactions that share some characteristics with the Acquisition. 

Blackstone reviewed and compared the proposed financial terms offered 

for the Montana Hydro Assets to corresponding publicly available financial 

terms in selected acquisitions of regulated electric utility companies. In its 

analysis, Blackstone reviewed certain precedent transactions as of the 

date of announcement, selected based on Blackstone's professional 

judgment. 

Does this conclude your testimony? 

Yes. 

AO-ll 



( 

( 

Blackstone Advisory Partners L.P. 

September 23, 2013 

Board of Directors of NorthWestern Corporation 
125 S. Dakota Ave. 
Sioux Falls, SD 57104 

Members of the Board: 

Exhibi!_(AO-01 ) 
Docke! No. D2013.12.85 
Page 1 of 4 

We understand that NorthWestern Corporation ("NorthWestern" or the "Company") proposes to 
enter into a Purchase and Sale Agreement with PPL Montana, LLC ("PPL Montana"), a wholly
owned subsidiary of PPL Corporation ("PPL"), (the "Purchase Agreement"), which provides for, 
among other things, the acquisition by the Company of hydroelectric generating facilities and 
certain associated assets (collectively, the "Facilities") of PPL Montana, subject to the 
assumption of certain liabilities related thereto (the "Acquisition"), in exchange for aggregate 
consideration of $900 million in cash (the "Base Purchase Price"), which amount is subject to 
adjustment under certain circumstances and as to which adjustments we express no opinion. The 
terms and conditions of the Acquisition are fully set forth in the Purchase Agreement. 

You have asked us whether, as of the date hereof, in our opinion, the Base Purchase Price being 
paid by NorthWestern in the Acquisition is fair to NorthWestern from a financial point of view. 

In arriving at the opinion set forth below, we have, among other things: 

• Reviewed certain publicly available information concerning the business, financial condition, 
and operations of NorthWestern and the Facilities that we believe to be relevant to our 
inquiry; 

• Reviewed certain internal information, including business, financial and operating analyses, 
as well as projected information, including estimates, budgets and forecasts, relating to 
NorthWestern and the Facilities, both on a standalone basis and pro forma for the 
Acquisition, prepared and furnished to us by the management of North Western and PPL; 

• Held discussions with members of senior management of NorthWestern concerning their 
evaluations of the Acquisition and the Facilities' past and prospective business, operating and 
regulatory environments, fmancial condition, prospects, and strategic objectives, as well as 
such other matters as we deemed necessary or appropriate for purposes of rendering this 
opmlOn; 

• 

• 

Compared certain financial information for the Facilities with similar information for certain 
publicly traded companies that we deem to be generally comparable to the Facilities; 

Reviewed the publicly available financial terms of certain other business combination 
transactions that we deemed to be relevant and the consideration paid for such companies 
that we believe to be generally relevant; 

Blackstone Advisory Partners L.P, 
345 Park Avenue 
New York, NY 10154 
2125835000 
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2 

• PerfDnned a discDunted cash flDW analysis of the Facilities utilizing the projectiDns prepared 
by and furnished tD us by the management DfNorthWestern; 

• Reviewed the pDtential pro fDnna impact Dfthe Acquisition Dn NDrthWestern based upDn the 
projections prepared by and furnished to us by the management of NorthWestern; 

• Reviewed the draft Df September 21, 2013 Df the Purchase Agreement; and 

• PerfDnned such other financial studies, analyses and investigatiDns, and cDnsidered such 
Dther matters as we deemed necessary Dr appropriate fDr purpDses of rendering our Dpinion. 

In preparing this opiniDn, at YDur direction, we have relied withDut assuming responsibility Dr 
liability for independent verificatiDn upon the accuracy and cDmpleteness Df all financial and 
Dther infDnnation that is available frDm public sources and all infonnation and projectiDns 
provided tD us Dr Dtherwise discussed with Dr reviewed by or fDr us. We have assumed with 
YDur CDnsent that the projectiDns provided to us by NorthWestern and the assumptiDns 
underlying those projectiDns, including expected regulatory DutcDmes and the amDunts and the 
timing Df all financial and Dther perfonnance data, have been reasDnably prepared in accDrdance 
with industry practice and represent management's best estimates and judgments as of the date of 
their preparation and will be realized in the amounts and at the times set fDrth therein. We 
assume at YDur directiDn nD respDnsibility fDr and express nD Dpinion as to such infDnnatiDn Dr 
prDjections or the assumptions on which they are based. We have further relied with your 

( 

consent upDn the assurances of the management of North Western that they are not aware Df any C 
facts that wDuld make the informatiDn and projections provided by them inaccurate, incDmplete 
or misleading. 

We have nDt been asked tD undertake, and have not undertaken, an independent verificatiDn Df 
any infonnation or projections, nDr have we been furnished with any such verificatiDn and we do 
not assume any respDnsibility Dr liability fDr the accuracy Dr cDmpleteness thereof. We did nDt 
conduct a physical inspectiDn of any Df the properties or assets Df the Facilities. We did not 
make an independent evaluation or appraisal of the assets or the liabilities (contingent or 
otherwise) of the Company, PPL MDntana or the Facilities, nor have we been furnished with any 
such evaluations Dr appraisals, nor have we evaluated the solvency of NorthWestern, PPL 
MDntana or the Facilities under any state or federal laws. 

We also have assumed with your CDnsent that the final executed fDrm of the Purchase Agreement 
does not differ in any material respect from the draft dated September 21, 2013 and the 
consummatiDn Df the Acquisition will be effected in accordance with the tenns and cDnditions of 
the Purchase Agreement, without waiver, modification or amendment of any material term, 
condition or agreement, and that, in the course of obtaining the necessary regulatory or third 
party consents and approvals (contractual or otherwise) for the Acquisition, no delay, limitation, 
restriction or conditiDn will be imposed that would have an adverse effect on NorthWestern or 
the Facilities or the contemplated benefits Df the Acquisition in any manner relevant to this 
opiniDn. We are not legal, tax or regulatory advisors and have relied upon without independent 
verification the assessment of the Company and its legal, tax and regulatory advisors with 
respect to such matters. 

( 
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We have not considered the relative merits of the Acquisition as compared to any other 
acquisition, business plan or opportunity that might be available to North Western or the effect of 
any other arrangement in which NorthWestern might engage. Our opinion is limited to the 
fairness, from a financial point of view, of the Base Purchase Price to be paid in the proposed 
Acquisition, and we express no opinion as to the fairness of the Acquisition to the holders of any 
class of securities, creditors or other constituencies of North Western or as to the underlying 
decision by NorthWestern to engage in the Acquisition. Our opinion does not address any other 
aspect or implication of the Acquisition, the Purchase Agreement, or any other agreement or 
understanding entered into in connection with the Acquisition or otherwise, including, without 
limitation, the form or structure of the Acquisition or any financing arrangements. We also 
express no opinion as to the fairness of the amount or nature of the compensation to any officers, 
directors or employees of any party to the Acquisition, or any class of such persons, relative to 
the Base Purchase Price or any other amount. 

Our .opinion is necessarily based upon economic, market, monetary, regulatory and other 
conditions as they exist and can be evaluated, and the information made available to us, as of the 
date hereof. We express no opinion as to the prices or trading ranges at which NorthWestern 
Common Stock will trade at any time. Furthermore, we are not expressing any opinion as to the 
impact of the Acquisition on the solvency or viability of the Company (after giving effect to the 
Acquisition) or the ability of the Company (after giving effect to the Acquisition) to pay its 
obligations when they become due. 

This opinion does not constitute a recommendation as to any action the Board of Directors 
should take with respect to the Acquisition or any aspect thereof. We assume no responsibility 
for updating or revising our opinion based on circumstances or events occurring after the date 
hereof. This opinion has been approved by a fairness committee in accordance with established 
procedures. 

This letter is provided to the Board of Directors of NorthWestern in connection with and for the 
purposes of its evaluation of the Acquisition only and is not rendered to or for the benefit of, and 
shall not confer rights or remedies upon, any person other than the Board of Directors of 
Northwestern. Without our prior written consent, this letter is not to be referred to, quoted, 
summarized, paraphrased, excerpted or otherwise disclosed, in whole or in part, in any 
registration statement, prospectus or proxy statement, or in any other report, document, release or 
other written or oral communication prepared, issued or transmitted by the Board of Directors, 
including any committee thereof, or North Western. 

We will receive a fee from NorthWestern for our services, which fee is payable upon delivery of 
this opinion, and accordingly no portion of our fee is contingent upon the entry into the Purchase 
Agreement or completion of the Acquisition. In addition, NorthWestern has agreed to reimburse 
us for out-of-pocket expenses and to indemnify us for certain liabilities arising out of the 
performance of such services (including the rendering of this opinion). Within the past 3 years, 
we have not received any fees from NorthWestern or PPL or any of their respective affiliates. In 
the ordinary course of our and our affiliates' businesses, we and our affiliates may actively trade 
or hold the securities of North Western or PPL or any of their affiliates for our or their own 
account or for others and, accordingly, may at any time hold a long or short position in such 
securities. 
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Based on the foregoing and subject to the foregoing, we are of the opinion that, as of the date 
hereof, the Base Purchase Price being paid by North Western in the Acquisition is fair to 
NorthWestern from a financial point of view. 
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Portions of pages 9, 21, 22, 23, and 43 of Exhibit_(AO-02) include 

non-public forward looking financial information that has been 

redacted from this public version of the document pending the 

Commission's decision on NorthWestern's motion for protective 

order that has been filed on the same date as this Application. 

NorthWestern will update this filing by providing this information in 

the appropriate format after the Commission rules on the motion for 

a protective order. 
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A FAIRNESS OPINION ANALYSIS IS COMPLEX AND IS NOT NECESSARILY SUSCEPTIBLE TO A PARTIAL ANALYSIS OR 
SUMMARY DESCRIPTION. IN PERFORMING THIS ANALYSIS, BLACKSTONE ADVISORY PARTNERS L.P. ("BLACKSTONE") HAS 
CONSIDERED THE RESULTS OF ALL OF ITS ANALYSES AS A WHOLE AND DID NOT NECESSARILY ATTRIBUTE ANY 
PARTICULAR WEIGHT TO ANY ANALYSIS OR FACTOR CONSIDERED. FURTHERMORE, SELECTING ANY PORTION OF 
BLACKSTONE'S ANALYSES, WITHOUT CONSIDERING ALL ANALYSES, WOULD CREATE AN INCOMPLETE VIEW OF THE 
PROCESS UNDERLYING THIS VALUATION. THE RANGES OF VALUES RESULTING FROM ANY PARTICULAR ANALYSIS 
DESCRIBED HEREIN SHOULD NOT BE TAKEN TO BE BLACKSTONE'S VIEW OF THE ACTUAL VALUE OF THE MONTANA 
HYDROELECTRIC GENERATION ASSETS BEING SOLD BY PPL CORPORATION ("MONTANA HYDRO ASSETS", THE 
"FACILITIES", OR THE "TARGET") OR ANY OF ITS RELATED BUSINESSES OR ASSETS. THIS PRESENTATION IS FOR 
DISCUSSION PURPOSES ONLY AND IS INCOMPLETE WITHOUT REFERENCE TO, AND SHOULD BE VIEWED SOLELY IN 
CONJUNCTION WITH, THE ORAL BRIEFING PROVIDED BY BLACKSTONE ADVISORY PARTNERS L.P. 

Blackstone 
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The Board of Directors of NorthWestern Corporation ("NorthWestern", the "Company", or the "Buyer") has asked Blackstone Advisory 
Partners L.P. ("Blackstone") to opine as to the fairness, from a financial point of view, of the Base Purchase Price to be paid by 
NorthWestern for the acquisition (the "Acquisition") of selected hydroelectric generation assets ("Montana Hydro Assets", the 
"Facilities", or the "Target") being sold by PPl Corporation ("PPl", or the "Seller"). 

.. We understand the Acquisition comprises, among others, the following elements: 

• The Montana Hydro Assets consisting of 11 hydroelectric generation facilities, one storage reservoir, and related assets located 
throughout Montana currently owned by PPL Montana with an aggregate capacity of 633 MW 

One ofthe facilities, the Kerr Dam hydro electric facility ("Kerr"), has a capacity of 194 MW and is subject to a purchase option 
by a third-party and is exercisable at any time between September 2015 and 2025. Per management, we have assumed that 
the option will be exercised at the earliest possible date in 2015 

• NorthWestern is interested in taking ownership ofthe Facilities to secure long-term power supply for its customers in Montana, 
among other benefits 

• NorthWestern intends to acquire the Facilities and operate them as regulated assets by placing the Facilities into its rate base 

NorthWestern intends to seek and to receive from the Montana Public Service Commission ("MPSC") revenue requirement 
treatment for $900mm of additional rate base with a 10% Return on Equity ("ROE") 

• The Acquisition is conditioned on, among other things, approval by the MPSC 

MPSC to issue an order approving NorthWestern's application with respect to the transaction upon terms which are 
"reasonably satisfactory" to NorthWestern 

• The Transaction is expected to close in mid/late-2014 

.. In performing our analysis, Blackstone utilized financial projections prepared by NorthWestern Management, and relied on the 
Regulated Business Model(1) financial projections for purposes of evaluating the fairness of the transaction from a financial point of 
view to NorthWestern 

• In forming our opinion, Blackstone has, with the consent of management, relied on NorthWestern management's assumption t hat 
the Company receives its expected revenue requirement treatment, including $900mm of rate base and 10% ROE 

• We have also assumed that the final executed form of the purchase agreement between NorthWestern and PPL Montana, llC (the 
"Purchase Agreement") does not differ in any material respect from the draft dated September 20, 2013 and that the 
consummation ofthe Acquisition will be effected in accordance with the terms and conditions ofthe Purchase Agreement 

Blackstone 4 
(1) I.e., projections based on regulated rate-base (revenue requirement) t reatment of the assets. 

~ ~ 
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In arriving at its conclusion. Blackstone has: 
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~ Reviewed certain publicly available information concerning the business, financial condition, and operations of NorthWestern and the Facilities that we 
believe to be relevantto our inquiry 

~ Reviewed certain internal information, including business, financial and operating analyses, as well as projected information, including estimates, budgets 
and forecasts, relating to NorthWestern and the Facilities, both on a standalone basis and pro forma for the Acquisition, prepared and furnished to us by 
the management of NorthWestern and PPL 

~ Held discussions with members of senior management of NorthWestern concerning their evaluations of the Acquisition and the Facilities' past and 
prospective business, operating and regulatory environments, financial condition, prospects, and strategic objectives, as well as such other matters as we 
deemed necessary or appropriate for purposes of rendering this opinion 

~ Compared certain financial information for the Facilities with similar information for certain publicly traded companies that we deem to be generally 
comparable to the Facilities 

~ Reviewed the publicly available financial terms of certain other business combination transactions that we deemed to be relevant and the conSideration 
paid for such companies that we believe to be generally relevant 

~ Performed a discounted cash flow analysiS ofthe Facilities utilizing the projections prepared by and furnished to us by the management of NorthWestern 

~ Reviewed the potential pro forma impact of the Acquisition on NorthWestern based upon the projections prepared by and furnished to us by the 
management of NorthWestern 

~ Reviewed the draft of September 20, 2013 of the Purchase Agreement 

~ Performed such other financial studies, analyses and investigations, and considered such other matters as we deemed necessary or appropriate for 
purposes of rendering our opinion 

~ Assumed with your consent that the projections provided to us by NorthWestern and the assumptions underlying those projections, including expected 
regulatory outcomes and the amounts and the timing of all financial and other performance data, have been reasonably prepared in accordance with 
industry practice and represent management's best estimates and judgments as of the date of their preparation and will be realized in the amounts and 
at the times set forth therein 

~ Relied with your consent upon the assurances of the management of NorthWestern that they are not aware of any facts that would make the information 
and projections provided by them inaccurate, incomplete or misleading 

~ Assumed that the final executed form of the Purchase Agreement does not differ in any material respect from the draft dated September 20,2013 and 
the consummation of the Acquisition will be effected in accordance with the terms and conditions of the Purchase Agreement, without waiver, 
modification or amendment of any material term, condition or agreement, and that, in the course of obtaining the necessary regulatory or third party 
consents and approvals (contractual or otherwise) for the Acquisition, no delay, limitation, restriction or condition will be imposed that would have an 
adverse effect on NorthWestern or the Facilities or the contemplated benefits of the Acquisition in any manner relevant to the opinion 

~ Relied upon without independent verification the assessment of the Company and its legal, tax and regulatory advisors with respect to such matters 

~ Limited our opinion to the fairness, from a financial point of view, of the Base Purchase Price to be paid in the proposed Acquisition 

~ Necessarily based our opinion upon economic, market, monetary, regulatory and other conditions as they exist and can be evaluated, and the information 
made available to us, as of the date hereof Blackstone 5 
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Scope of Blackstone Work (Cont'd) 
In arriving at its conclusion, Blackstone has NOT: 

~ Assumed at your direction responsibility or liability for independent verification of the accuracy and completeness of all financial and other information 
that is available from public sources and all information and projections provided to us or otherwise discussed with or reviewed by orfor us 

~ Assumed at your direction responsibility for or expressed any opinion as to the information or projections or the assumptions on which they are based 

~ Been asked to undertake, and have not undertaken, an independent verification of any information or projections, nor have we been furnished with any 
such verification and we do not assume any responsibility or liability for the accuracy or completeness thereof 

~ Conducted a physical inspection of any ofthe properties or assets of the Facilities 

~ Made an independent evaluation or appraisal of the assets or the liabilities (contingent or otherwise) of the Company, PPL Montana or the Facilities, nor 
have we been furnished with any such evaluations or appraisals, nor have we evaluated the solvency of NorthWestern, PPL Montana or the Facilities 
under any state or federal laws 

~ Considered the relative merits of the Acquisition as compared to any other acquisition, business plan or opportunity that might be available to 
NorthWestern or the effect of any other arrangement in which NorthWestern might engage 

~ Expressed any opinion as to the fairness of the Acquisition to the holders of any class of securities, creditors or other constituencies of NorthWestern or as 
to the underlying decision by NorthWestern to engage in the Acquisition 

~ Addressed any other aspect or implication ofthe Acquisition, the Purchase Agreement, or any other agreement or understanding entered into in 
connection with the Acquisition or otherwise, including, without limitation, the form or structure of the Acquisition or any financing arrangements 

~ Expressed any opinion as to the fairness of the amount or nature ofthe compensation to any officers, directors or employees of any party to the 
Acquisition, or any class of such persons, relative to the Base Purchase Price or any other amount 

~ Expressed any opinion as to the prices or trading ranges at which NorthWestern Common Stock will trade at any time 

~ Expressed any opinion as to the impact ofthe Acquisition on the solvency or viability of the Company (after giving effect to the Acquisition) or the ability 
ofthe Company (after giving effect to the Acquisition) to pay its obligations when they become due 

~ Made a recommendation as to any action the Board of Directors should take with respect to the Acquisition or any aspect thereof 

~ Assumed responsibility for updating or revising the opinion based on circumstances or events occurring after the date thereof 

r n 

Blackstone 6 
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II. Selected Transaction Perspectives 

Transaction Rationale for NorthWestern 

Blackstone understands that NorthWestern views the acquisition of the Facilities as highly strategic for a number of reasons and that 
an important strategic objective for NorthWestern is to own a greater proportion of its supply needs, as opposed to relying on open 
market purchases from third party power generators. 

Strategic 

Regulatory 

Environmental 

Source: Company management. 

• Opportunity for NorthWestern to secure long-term stable power supply for NorthWestern customers 
• Customers expected to benefit in the long run from greater reliability and reduced power market price 

volatility 
• Acquisition of generation resources at a price that is less than new build alternatives (for example, 

construction of new natural gas-fired generation) 
• Provides diversity to NorthWestern's generation portfolio with a non-carbon resource 
• Strong geographic fit with NorthWestern's system as the hydro assets were built to serve the Montana load 
• Acquisition opportunities in Montana are very limited. NorthWestern management believes that other than 

PPL Montana's coal assets, the hydro assets are the only material generation assets that currently exist in 
Montana for potential acquisition 

Generally supportive Montana regulatory environment for securing control over critical power generation 
assets in State to serve native Montana load 

• Ownership of the Montana Hydro Assets by NorthWestern is expected to be well received publicly in 
Montana 

Montana Hydro Assets provide a hedge against environmental risks and costs associated with coal assets!l), 
including Sierra Club litigation, future greenhouse gas/carbon regulation and President Obama's Climate 
Change Initiative, ash management, and facility decommissioning 

• Acquisition expected to be accretive to earnings per share in year one (before transaction fees and 
expenses); and provide strong cash flow 

• Based on conversations earlier this year with S&P's Ratings Evaluation Service, NorthWestern expects that 
the transaction will not result in any credit rating degradation 

• Builds additional scale in the utility business, and provides greater liquidity in NorthWestern's common 
equity 

Blackstone 8 

(1) NorthWestern currently owns a 10.6% stake in Colstrip, a 1,354 MW coal-fired generation facility in Montana. 
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II . Selected Transaction Perspectives 
Pro Forma NorthWestern Business Profile 

Source: Northwestern Long Range Plan. 

Montana Hydro Assets 

2014E EBITDA(l) 
by Segment 

$110mm 

2014E Rate Base(l) 

by Segment 

$864mm 

Note: 2014E pro-forma assuming Illustrative full year contribution EBITDA from Montana Hydro Assets. 
(1) Based on Buyer's Regulated Business Model. Excludes Kerr. 
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II. Selectcd Transaction Perspectives 

Transaction Rationale - Secure Stable Power Supply 

Buyer Projected Electricity Supply and Demand in Montana Service Territory 
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2040 2042 
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Top Merchant Power Generation Owners in Montana 
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II. Selected Transaction Perspectives 

Transaction Rationale - Benefits to Customers 

NorthWestern expects the average power prices paid by its Montana customers will be higher initially but lower in the 
long-run under regulated ownership of the Facilities, versus procuring power in the open market or versus other supply 
alternatives such as constructing new generation. According to management analysis, over the entire 30 year forecast 
period, the average price per MWh paid by customers in either the regulated or merchant scenario is similar. 

Customer Electric Rates ($/MWh) 
$100.00 

$80.00 

$60.00 

$40.00 

$20.00 
2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024 2025 2026 2027 2028 2029 2030 2031 2032 

-Seller's CIM Projection -Buyer Merchant Model Projection - Buyer Regulated Model Projection -ATC Mid-C Forward Prices 

Weighted-Average ("W.A.") NorthWestern Montana Electric Customer Rate Over Multi-Year Periods (3) 

($/MWh) 
$80.00 

$60.00 

$40.00 

$20.00 

$0.00 
S-Yr W.A. Power Price 10-Yr W.A. Power Price 20-Yr W.A. Power Price 30-Yr W.A. Power Price 

_ Regulated Rates _ Merchant Power Price _ Merchant + New Gas Plant $/MWh(2
) 

(1) Around~the~clock Mid-Columbia ("ATe Mid-C"') forward power price. one of the trilnsactlon hubs in the Northwest power market. Source: SNl Energy as of 9/16/2013. Blackstone 11 
(2) Assumes Northwestern meets their demand shortfall over the next 3-4years through merchant power purchases while building a combined plant to meet their long-term needs. 
(3) AU figures per NorthWestern management. 
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III. Summary of Blackstone's Financial Analysis 

Overview of Financial Projections 

Blackstone has reviewed three sets of financial projections: 
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~ Buyer's Regulated Business Model: Financial projections from 2014 to 2043 prepared by NorthWestern 
management, dated June 2013, based on NorthWestern owning and operating the Montana Hydro Assets as 
regulated assets 

• Regulated required revenue treatment based on 10% ROE and $900mm of rate base 

~ Buyer's Merchant Business Model: Financial projections from 2014 to 2033 prepared by NorthWestern 
management, dated June 2013, based on NorthWestern Supply Group's estimated merchant Mid-C market power 
prices, adjusted for associated delivery and transmission costs for NorthWestern's customers 

• Mid-C power price projections from 2014 to 2020 based on publica"y quoted forward curve dated 6/7/2013 

• Power price projections from 2021 to 2033 based on NorthWestern management's estimate, including an 
annual price escalator and cost of carbon(l) 

~ Seller's Financial Projections (Confidential Information Memorandum): Financial projections from 2013 to 2032 
prepared by Seller, dated June 2013 

• Market power price projections based on PA Consulting dated June 29, 2012 

In performing our analysis, Blackstone relied on the Regulated Business Model financial projections for purposes of 
evaluating the fairness of the transaction from a financial point of view to NorthWestern, but was also informed by 
the Merchant Business Model financial projections provided by NorthWestern management. 

{l} Costs associated with carbon emission from thermal power generating facilities. No federal carbon policy currently in place. NorthWestern's estimated cost of 
carbon emission after 2021 based on U.S. Energy Information Administration's 2013 Annual Energy Outlook. 

Blackstone 13 
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III. Summary of Blackstone's Financial Analysis 

Montana Hydro Assets Financial Projections 

Buyer's Regulated Business Model(l) 
(S In millions) 
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Buyer Rate Base Financial Forecast 2013E 2014£ lOIS[ Z016E 2017E 2018£ Z019E 2020E lOllE 2022E ZOnE 2024E ZOZ5E __ 202~_~ ____ 20Z7[ ZOZ8E 2029E 2030E 

Realized Power Price ($/MWh) $49.90 $52.12 $60.34 $59.49 $59.23 $58.88 $5838 $S8.3O $57.96 $57.65 $57.17 $57.11 $56.69 $56.41 $55.97 $55.84 $55.57 

Total Generation (GWh) 3,572 3,244 2,494 2,487 2,487 2,487 2,494 2,487 2,487 2,487 2,494 2,487 2,487 2,487 2,494 2,487 2,487 

Total Revenue $178 $169 $150 $148 $147 $146 $146 $145 $144 $143 $143 $142 $141 $140 $140 $139 $138 

Operating Expenses !6S) (60) (45) (46) 147) 148) 149) (51) (52! (53! 154) 156) 156) (58) (59) 160) (62) 

EBlTDA $113 5109 $105 $101 $100 $98 $96 S94 S92 $90 $88 S86 $84 $82 $80 $78 $76 

Depreciation (22) (22) (22) (23) (23) (23) (23) (24) (24) (24) (24) (24) (lS) (lS) (lS) (26) (26) 

Operating Income $91 $87 $83 $79 $77 $75 $72 $70 $68 S66 $64 $62 $59 S57 $55 $53 $50 

Interest Expenses (21) (20) (19) (19) (18) (17) (17) (16) (16) (15) (15) (14) (14) (13) (13) (12) (12) 

Income Defore Taxes $70 S66 S63 $60 S59 $57 $55 $54 $52 $51 $49 $47 $45 $44 $42 $40 $38 

Income Tax Expenses (27) 124) (23) (22) (22) (21) (21) (20) ('O} (19) (18) (18) (17) (16) (16) (15) (14) 

Netlncome $43 $42 $40 S38 S37 $36 535 534 S33 $32 $31 S29 $28 S27 $26 525 524 

Capex ($13) ($10) (S9) ($12) 1$9) 1$9) 1$9) ($9) (S9) (S10) ($10) (S10) ($10) (Sl1) (S11} (S11) ($11) 

MEMO: 
KerrEBITDA $3 $3 
Kerr Net Income $1 $1 

Buyer's Merchant Business Model(l) 
2014E 201SE 2016E 2017E ZOlaE 2019£ 2020E 202lE 2022E 2023E 2024E 2025E 2026E Z027E 2028E 2029E 2030£ 

Realized Power Price 
Total Generation 

Total Revenue 
Operating Expenses 

EBITOA 

Capex 

($/MWh) 
(GWh) 

$29.34 
3.572 

$105 
(65) 

$40 

($13) 

Seller's Financial Projections(2) 

$30.52 $32.42 $33.54 $35.64 $38.40 $41.70 

3.244 2,494 2,487 2,487 2,487 2,494 

$99 $81 $83 $89 $96 $104 

(59) (45) (46) (47) (48) 1491 

$<0 $36 $38 $42 $48 $55 

($10) ($9) ($12) ($9) ($9) ($9} 

$55.95 $57.50 
2.487 2,487 

$139 $143 

150) (51) 

$89 S92 

(S9) ($9) 

$59.10 
2,487 

$147 
(52) 

$95 

($10) 

$60.81 

2,494 

$152 
(53) 

$98 

($10) 

$62.54 $64.32 
2.487 2,487 

$156 $160 
(54) (56) 

$101 $104 

($10) ($10) 

$66.16 $68.04 $70.02 $72.10 
2,487 2,494 2,487 2.487 

$165 $170 $174 $179 
(57) (58) (59) (61) 

$108 $112 $115 $119 

($11) ($11) ($11) ($11) 

2014E 2015£ 2016£ 2017E ZOl8E 2D19E ZD20E 2021E ZOZ2E 2023E 20Z4E 2025£ 2026£ 2027£ 20Z8E 2029£ 2030£ 

Realized Power Price 
Total Generation 

Total Revenue 
Operating Expenses 
EBrmA 

Capex 

($/MWh) 

(GWh) 
$29.69 
3.572 

$106 

(63) 

$43 

($12) 

$30.82 
3.252 

$100 
(56) 

S44 

($9) 

$33.79 
2,494 

$84 
(39) 

$45 

($9) 

$37.11 
2,487 

$92 
(40) 

$52 

($12) 

$40.65 

2,487 

$101 
(41) 

S60 

($9) 

(1) Source: NorthWestern Management. Includes Kerr in 2014 and 2015. 

$44.52 

2,487 

$111 
(42) 

$69 

(S9) 

$50.82 $63.65 
2,494 2,487 

$127 
(43) 

$84 

(S9) 

$158 
(44) 

$114 

(S9) 

(2) Source: PPL Confidentia) Information Memorandum. Includes Kerr in 2014 and 2015. 

~ /\ 

$66.55 
2,487 

$166 
(45) 

$121 

($9) 

$69.20 
2,487 

$172 
(46) 

$126 

($10) 

$7V18 
2,494 

$181 
(47) 

S134 

($10) 

$74.15 
2,487 

$184 

148) 

S136 

($10) 

$76.50 
2.487 

$190 
(49) 

$141 

($10) 

$79.92 
2,487 

$199 
(50) 

$149 

(Sl1) 

$82.56 
2,494 

$206 
(51) 

$155 

($11) 

$84.99 
2,487 

$211 

(52! 
$159 

($11) 

$87.39 
2,487 

$217 
(53) 

Sl64 

($11) 

Blackstone 14 
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Project Mustang 
III. Summary of Blackstone's Financial Analysis 
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Summary of Financial Analysis Methods Considered 

Memo: 

Discounted Cash 
Flow Analysis 

Comparable 
Companies Trading 

Analysis 

Precedent 
Transaction 

Analysis 

----------
Discounted Cash 

Flow Analysis 

Precedent 
Transaction 

Anal sis 

Broker Sum-of-the
Parts Estimates 

~ Enterprise Value based upon the present value of the projected unlevered after
tax cash flows from the regulated business, using a suitable discount rate and 
terminal value assumptions 

~ Enterprise Value based on indicative metrics implied by trading prices of 
securities of selected comparable regulated electric utilities 

~ Enterprise Value based on purchase price multiples implied by precedent 
transactions of regulated electric utility companies 

--------------------------
~ Enterprise Value based upon the present value of the projected unlevered after

tax cash flows from the merchant business, using suitable discount rate and 
terminal value assumptions 

~ Enterprise Value based on the implied S/kW acquisition multiple of non
regulated hydroelectric generation facility transactions 

~ Indicative Enterprise Value based on a third party equity research analyst 

Note: For all multiples-based methodologies, we have calculated the value of Kerr separately using management's projections for Kerr, assuming 
proceeds from the conveyance of Kerr on January 1, 2016 ($30mm after-tax proceeds), and discounted at the respective cost of capital under each 
business model. DCF approaches include Kerr in the cash flows. Blackstone 15 



Project Mus tang 
III. Summary of Blacks tone's Financial Analysis 

Assumptions 

Overall Assumptions(1) 

~ Transaction closing date of July 1, 2014 
~ Analysis assumes a purchase of Montana Hydro Assets as an asset purchase 

• Tax basis step up to $870mm at closing 

Exhibit_(AO-02) Public 
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CONFIDENTIAL 

~ DCF analysis includes cash flows from Kerr. For multiples-based methodologies, the PV of Kerr is calculated using a discount 
rate of 6.40% and 7.80% for regulated and merchant methodologies, respectively 

• Assumed Kerr after-tax sale proceeds of $30mm arrive on 1/1/2016 
~ 39.4% tax rate on the standalone Montana Hydro Assets (i.e., before any pro forma combination adjustments) 

Regulated Business Model Analysis 

~ Based on Buyer's Regulated Business Model 

• Analysis assumes $900mm Base Purchase Price is placed into rate base 

• Allocated Kerr rate base of $30mm and all other assets rate base totaling $870mm 

• Regulated earnings based on 10% ROE, 4.5% cost of debt and 48% allowed equity content 

~ WACC analysis, terminal multiples, selected precedent utility transactions and trading multiples based on selected publicly 
traded comparable companies analysis 

• Selected comparable companies include electric utilities with regulated generation 

Merchant Business Model Analysis 

~ Based on Buyer's Merchant Business Model 

~ WACC analysis, terminal multiples, and transaction multiples based on selected publicly traded companies and selected 
precedent transactions 

• Selected publicly traded Independent Power Producers ("IPPs") 

• Precedent transaction multiples based on selected hydroelectric generating facilities transactions and IPP transactions 
since 2005 

(1) Source: NorthWestern Management. Blackstone 16 
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Project Mustang 
III. Summary of Blackstone's Financial Analysis 

Financial Analysis Summary: Total Enterprise Value (''lEV'') 
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Assumptions(l) 
($ in millions) 

NorthWestern Base Purchase 
Price ($900 million) 

Implied Multiples of EBITDAI5) 

r------ - - - _1- __ - --
.- ---------- -------- - --- -------- - -- --- ~ 
I Discounted cash Flow - Buyer's Regulated Model1l1 : 

Min: 7.4% WACC, 7.0x 2043E EBITDA Multiple : DCF· Buyer Regulated Model 
, Max: 5.4% WACC, 9.0x 2043E EBITOA Multiple I 
~-------- ----------- --- --- ------ _ ____ _ I 

,---- -- -- --- -- -------------------------
I Selected Comparable CompaniesUl : 

Methodology; Median of FY+l, FY+2. FY+3 
I TEV/EBITDA, PIE, and Rate Base multiples , 
~--- - - --------- ---------- - - --- -- ____ _ _ I 

1- - - - - -- - - - - - - - - - - --- --- - --- - - - - - - - - - - - ~ 

: Selected Precedent TransactionsUI I 

: Methodology: Median of FY+l, and FY+2 TEV/EBITOA : 
: and PIE multiples : L ______ • ____ __ __ _________ ____________ _ , 

Public Comparables 

Precedent Transactions 

---------------------
~-------------------------------------, 

Discounted cash Flow: Buyer's Merchant Model ' 
EBITDA Exit Multiple(2) 

I Min: 8.8% WACC, 7.0>< 2033E ESITOA Multiple • 
• Max: 6.8% WACC. 9.0>< 2033E EBITDA Multiple I 
L ____ _ _____ ______________ __________ ___ ' 

.-------------------------------------. 
Discounted Cash Flow: Buyer's Merchant Model 

$/kW Exit Multlple{>j 
, Min: 8.8% WACC, $2,lOO/kW Exit Multtple , 
I Max: 6.8% WACC, $2,300/kW Exit Multiple ' L _______________________ ____ . _ ________ ' 

.-------------------------------------, 
: Selected PrecedentTransactions(1) • 

: Methodology: Selected range of $/kW based on 
: precedent merchant hydro transactions , 1..-- __ ~ ____ __________________ ___________ _ , 

~---------------------------- ---- ----, , 
I Note: Broker Sum...of~the-Parts<t) : 
: Based on high and low estimates of a Wall St. analyst : , , 
L _______________ ___ _________________ __ , 

(1) Transaction closing date as of 7/1/2014. 

DCF - EBITDA Exit Multiple 

DCF - $/kW Exit Multiple 

Precedent Transactions 

BrokerSOTP 

$500 $700 

(2) DCFs include cash flows as well as sale proceeds from Kerr. Mid-year cash flow discounting applies in all DCF. 
(3) Multiples-based valuations use financial metrics that exclude Kerr and separately adds the PV of Kerr. 
(4) 5/13/2013 (low) and 5/2/2013 (high). 
(5) Values at midpoint. Based on regulated and merchant business models for respective analyses. EBITDA includes Kerr. 

$1,117 1 im 

$900 $1,100 $1,300 

2014E 201SE - --
8.3x 8.6x 

9.0x 9.4x 

9.7x 1O.lx 

- - --- -
21.4x 21.7x 

20.2x 20.5x 

24.8x 25.2x 

28.5x 28.8x 

B1ackstone 17 



Project Mustang 
III. Summary of Blackstone's Financial Analysis 

Summary Matrix 

Regulated Business Model 

Indicative TEV(2) 

($mml Metriclll $900 

(-I PV of Kerr 

TEV excluding Kerr 

(-12014 Debt excluding Kerrl1) 

Equity Value excluding Kerr 

Regulated EBITDAt1) 

2014E (FY+11 

2015E (FY+21 

2016E (FY+31 

Regulated Net Incomell) 

2014E (FY+11 

2015E (FY+21 

2016E (FY+31 

ex-Kerr 

$110 

$106 

$105 

ex-Kerr 
$41 
$40 

$40 

1$301 
$870 

($4521 

$418 

7.9x 

8_2x 

8.3x 

10.lx 

1O.3x 

1O.5x 

Selected Publicly Traded Comparable Companles
l3

) 

Min Mean Max 

7.3x 

6.4x 

5.9x 

13.3x 

13.1x 

12.6x 

8.4x 

7.8x 

7.7x 

15.3x 
14.2x 

13.6x 

9.7x 

8.9x 

10.0x 

17.6x 

16.0x 

14.7x 

(1) Regulated metrics per Buye(s Regulated Business Model. All figures exclude contribution from Kerr. Debt assumes 52% OebVTEV per buyer model. 
(2) Indicative TEV refers to value of all Montana Hydro Assets Including Kerr; implied multiples refer to PPl Hydro Assets ex-Kerr, and metries ex-Kerr, 

Exhibit_(AO-02) Public 
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Selected Precedent Transactions(4) 

Min Mean Max 

7.6x 

7.6x 

12.4x 

12.0x 

9.1x 

8.5x 

18.0x 

17.3x 

l1.4x 

9.5x 

21.5x 
19.7x 

(3) Comparable companies Include Allete, Xcel, Cleee, Alliant, EI Paso, Great Plains, IdaCorp, Pinnacle West, PNM Resources, Portland General, EDE, UNS, Westar. Blackstone 18 
(4) Based on selected regulated electric utilities transactions since 2005. 
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Proj ect Mustang 
III. Summary of Blackstone's Financial Analysis 

Pro Forma Financial Consequences Analysis: Selected Assumptions 
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Selected assumptions used in our preliminary analysis of pro forma financial consequences analysis 
are summarized below. Assumptions are per NorthWestern Management. 

~ 100% cash consideration paid to PPL Corporation 

~ $900mm Base Purchase Price with $900mm placed into NorthWestern rate base 

~ Illustrative close date on /1/2014 

• 50% of annual 2014 Facility financials accrue to NorthWestern 

~ Financing mix consisting of $468mm of debt issuance at utility, $380mm of equity issuance and $52mm of anticipated cash on hand 

• Northwestern equity issuance based on a share price before issuance discount or fees of $40.25 (management assumption) 

Net proceeds assume issuance at a 3.5% discount to market and 3.5% issuance fee / spread 

• Assets transferred with no existing debt at project level 

• Pre-tax cost of utility NorthWestern debt issuance of 4.5% 

~ Effective tax rate pro forma for Acquisition of approximately 37% 

~ NorthWestern Management's standalone and pro forma projections through 2017 

~ Facility financials per Regulated Business Model projections 2014-2017 

~ No advisory, legal or debt financing transaction costs assumed in base case; no one-time transition services costs included 

~ Free cash flow after dividend payments, and after annual amortization of utility-level debt, used to repurchase shares or retire 
corporate debt (or to issue/draw corporate debt, as the case may be) in order to target a consolidated debt capital structure of 
approximately 55% 

• Utility-level debt amortization consistent with annual decline in rate base, and 52% utility-level debt capitalization 

• Static LTM PIE ratio of 1S.5x used to determine implied future NorthWestern share price 

Blackstone 19 



Project Mustang 
III. Summary of Blackstone's Financial Analysis 
Pro Forma Financial Consequences Analysis 

Transaction Assumptions and Sources & Uses 

($ in millions) 

Sources of Funds 

($ in millions) 

ransaction Assumptions 
Base Purchase Price 

Authorized Rate Base 

Allowed Return on Equity 

% Authorized Debt on Rate Base 

Authorized Debt 

Cost of Debt at Utility 

Equity Financing Issued 

Cash on Hand Financing 

Rollover or Refinancing ofTarget Net Debt 

New Debt Issued at Utility 

Cash on Hand 
New Egui~ Issuance 
Total Sources of Funds 

Source: Buyer's standalone and pro forma Regulated Business Models. 

f' 

468 

52 
380 

$900 

n 

Uses of Funds 
Base Purchase Price 

$900 
$900 

10.0% 
52% 

$468 

4.5% 

$380 
$52 

Rollover or Refinancing ofTarget Net Debt 

Debt Financing Expenses 

Total Uses of Funds 

Exhibit_(AO-02) Public 
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$900 

$900 

Blackstone 20 
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Project Mustang 
III.Swnmary ofBlaek.~tone's Financial Analysis 
Pro Forma Financial Consequences Analysis (Cont'd) 

Earnings per Share Accretion I (Dilution) 

Source: Buyer's standalone and pro fonna Regulated Business Models. 
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Project Mustang 
III- Summary of Blackstone's Financial Analysis 

Pro Forma Financial Consequences Analysis (Cont/d) 

Cash Flow per Share Accretion I (Dilution) 

Source: Buyer's standalone and pro forma Regulated Business Models. 
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(l) Defined, per Generally Accepted Accounting Principles (GAAP), as cash from ongoing operating activities; net income adjusted for non-cash items, excluding any 
investment or financing activities. 

(2) Defined as cash from operations before the impact of working capital. 

nIackstone 22 
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Project Mustang 
III. Summary of Blackstone's Financial Analysis 
Pro Forma Financial Consequences Analysis (Cont'd) 

NorthWestern Standalone and Pro Forma Credit Statistics (l) 

Source: Buyer's standalone and pro forma Regulated Business Models. 
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(1) Does not reflect any S&P, Moody's or other credit rating agency adjustments. Excludes Basin Creek capital lease and non-cash interest on OF 
liability at NorthWestern. 

Blackstone 23 
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Project Mustang 
A. Regulated Business Model Analysis 

Discounted Cash Flow Analysis: Buyer's Regulated Business Model (Incl. Kerr) 

($ in millions) 

Buyer's Regulated Business Model 2014 2015 2016 2017 2018 2019 ... 2043 
EBITDA $113 $109 $105 $101 $100 $98 

Less: D&A111 
(33) (64) (60) (56) (53) (50) 

EBIT 79 45 45 45 47 48 

Less: Taxes (31) (18) (18) (18) (18) (19) 

Plus: O&A!t) 33 64 60 56 53 50 
Less : Capex (13) (10) (9) (12) (9) (9) 

Unlevered FCF $68 $81 $78 $72 $73 $70 

Kerr Proceedst2' $30 

DCF TEV Sensitivirt 

Discount Rate 

Terminal 

Multiple 1,126 1,011 916 836 

of2043E 1,145 1,025 926 844 774 

EBITDA 1,164 1,039 937 852 781 

1,182 1,053 948 860 787 

Iml!lied Perl!etuirt Sensitivirtl2) 

Discount Rate 

4.40% 5.40% 6.40% 7.40% 8.40% 

'.m',,' II (3.5%) 

Multiple I (2.4%) 

of 2043E : I (1.6%) 

EBITDA • I (1.0%) 

(0.5%) 

Source: Buyer's Regulated Business Model. 
Note: Cash flows include Kerr. 2014 cash flows are illustrative full-year financials. 
(1) Tax step-up to FMV of $870mm. 20-year MACRS tax O&A applied. 
(2) Assumes Kerr sale proceeds on 1/1/2016; no tax leakage. 
(3) Assumes that in the terminal year capex equals D&A. 

(\ 

(2.6%) (1.6%) (0.7%) 0.2% 
(1.5%) (0.6%) 0.4% 1.3% 
(0.7%) 0.3% 1.2% 2.1% 
(0.0%) 0.9% 1.9% 2.8% 
0.5% 1.4% 2.4% 3.3% 

$66 

(13) 

54 
(21) 

13 

(16) 

$30 
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Project Mustang 
A. Regulated Business Model Analysis 

Discounted Cash Flow Analysis: Kerr 

($ in millions) 

Buyer's Regulated Business Model 2014 2015 2016 

EBITDA 
Less: D&A (1) 

EBtT 

Less: Taxes 

Plus: O&A(1
) 

Less: Capex 

Unlevered FCF 

After-Tax Proceeds(') 

DCF TEV Sensitivity 

Sale 

Proceeds(') 

$10 
$20 

$30 
$40 
$50 

$3 $3 

3 3 
(1) (1) 

$2 $2 

$30 

Discount Rate 

4.40% 5.40% 6.40% 7.40%, 8:40% ' 

21 21 21 21 

31 30 30 29 
40 39 39 38 
49 49 48 47 

20 

29 
38 
47 

Source: Buyer's Regulated Business Model. 
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(1) Tax step-up to purchase price of$30mm. No D&A assumed in Buyers Regulated Business Model. 2014 cash flows are illustrative full-year financials. 
(2) Assumes Kerr sale proceeds on 1/1/2016; no tax leakage. Blackstone 27 
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A. Regulated Business Model Analysis 

WACC Analysis: Selected U.S. Regulated Electric Utilities 

ssumptions 
Currency 
Date 
Tax Rate 
Risk-Free Rate,l) 

Market Risk PremiumOO 

Pre-tax Cost of Debtf31 

uSS in millions 
9/16/2013 

39.4% 

3.61% 

6.11% 

4.50% 

levered Total Debt & Mkt Equity & Debt I Debt I Unlevered 
Company Betal

.1
1 Preferred Minority Int. Equity lEV Beta 

Electric Vtllftes wi RU GeD 
AllETE, Inc. 
Xcel Energy Inc. 
Cleeo Corporation 
Alliant Energy Corporation 

EI Paso Electric Co. 
Great Plains Energy Incorporated 

IdaCorp, Inc. 
Pinnade West Capital Corporation 
PNM Resources, Inc. 
Portland General Electric Company 
The Empire District Electric Company 
UNS Energy Corporation 
Westar Energy, Inc. 

0.7 
0.6 
0.7 
0.8 
0.7 
0.9 
0.8 
0.8 
1.0 
0.7 
0.7 
0.8 
0.8 

1,103 
11,453 
1,343 
3,366 
1,026 
4,028 
1,748 
3.449 
1.924 
1.736 
744 

1,841 
3.602 

1,804 
13,633 
2,671 
5,642 
1,312 
3,336 
2,345 
6.049 
1,815 
2,183 
913 

1,879 
3.811 

61% 
84% 
50% 
60% 

78% 
121% 
75% 
57% 
106% 
80% 
82% 
98% 
95% 

38% 0.54 
46% 0.43 
33% 0.56 
37% 0.59 
44% 0.50 
55% 0.50 
43% 0.53 
36% 0.60 
51% 0.59 
44% 0.50 
4S'Yo 0.50 
49% 0.48 
49% 0.49 

Mean 0.8 80% 44% 0.52 
Median O.S 80% 44% 0.50 

30% 43% 70% 0.50 0.63 1.70% 9.2% 4.5% 2.7% 7.2% 
35% 54% 65% 0.50 0.67 1.70% 9.4% 4.5% 2.7% 7.1% 
40% 67% 60% 0.50 0.71 1.70% 9.6% 4.5% 2.7% 6.9% 

---4s%------------~%---5~----~O---O'~---L~---93%---~%--2~--s.~-

52% 108% 48% 0.50 0.83 1.70% 10.4% 4.5% 2.7% 6.4% 
55% 122% 45% 0.50 0.87 1.70% 10.7% 4.5% 2.7% 6.3% 

---60%------------lSO%----40%----~O---0.96---1.7ii%--1i:i%---45%--2.7%---S.i%-

65% 186% 35% 0.50 1.07 1.70% 11.8% 4.5% 2.7% 5.9% 
70% 233% 30% 0.50 1.21 1.70% 12.7% 4.5% 2.7% 5.7% 

(1) 2o-Year TreasuryYieid as of 9/16/13. 
(2) Source: 2013 Ibbotson 5BBI Risk PremIa OverTIme Report. Reflects long-horIzon expected equity risk premium (supply side). 
(3) NorthWestern's estimated cost of debt. consistent with current yield of BBB corporate debt. 
(4) Reflects 5-year weektv adjusted beta; source: Bloomberg. 
(5) Size Premium based on estimated Northwestem pro-forma market cap. Source: 2013 Ibbotson SBBI Risk Premia OverTime Report. 

f' n 
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Project Mustang 
A. Regulated Business Model Analysis 

Publicly Traded Comparable Companies Analysis 

($ in millions) 

Public Company Comparables 
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Selected Implied TEV Comparable Publlt 

Metric
U

! Multiple Range Montana Hydro Assets Company Multiples 

Multiple _~x·Kerr} Low High low High Low Median Mea'!__ High 
FY+1EBlmA $110 12014E) 7.9x 
FY+2 EBITDA $106 (201sE) 7Ax 
FY+3 EBITDA $105 12016E) 7.2x 

FY+1 P/Ell) $41 12014E) 14.4x 
FY+2 PIE!l) $40 (201sE) 13.0x 
FY+3 PIE!l) $40 (2016E) 125x 

Rate Base $870 1.3x 

Source: Company filings, press releases, CapitallQ. 
Note: All financials exclude Kerr. 
(1) Metrics per Buyer's Regulated Business Model. 

8.9x 
8Ax 
8.2x 

16.4x 

ls.0x 

14.sx 

1.sx 

$865 
$781 
$756 

$1,049 

$979 

$952 

$1,131 

(2) Assumes 52% debt to capitalization, excluding $30mm of capitalization for Kerr. 

$975 
$887 
$861 

$1,132 

$1,060 

$1,032 

$1,305 

7.3X 
6.4x 
s.9x 

13.3x 

13.1x 

12.6x 

1.2x 

8.sx 
8.0x 
7.7x 

1s.sx 

13.8x 

13.sx 

lAx 

8.4x 9.7x 
7.8x 8.9x 
7.7x 10.0x 

15.3x 17.6x 

14.2x 16.0x 

13.6x 14.7x 

lAx 1.9x 

Blackstone 29 
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A. Regulated Business Model Analysis 

Selected Publicly Traded Comparable Companies: U.S. Regulated Electric Utilities 

S~od, 'ie ' • ... A~. "'''IJh')1 M_,-'N 

0",;;-, ,.-".~: \'d S;·'.\ I n r~v - t\,1l (J'-' 

,0'''",,,-, -"~ .... ,~,,,,.. II"" j ~ C' 1,-,,,,, I,,;''';!c (1)'0) ,I.J~") ,,~~, 

AUETE,. Int. Ou~h. MN $46.63"" 

Xcel Enel'('f Inc.. Minneapolis. MN $21.40 '6'K 
C1eco COrpoAtlon J>lrIavlllt,lA $.44.19 asx 

AgLint EnerrvCofpomlon Madf!.Gl'\, WI $49,04 91" 

EI PiIISO Ei4lt'lrlc Co. [I Puo,1X $32.59 8JW, 

Great P'-Iru En'flY Incor~tfll KallMs CI\y. MO 521.7. "" 

I~rp.lnc. IIo4s<t, tD ~6..5S~" 

Plnllolc!.WutC.pltlllCorport'lon Phoenb"AJ. $51.75 .'" 

PHM ResoIJras.11'It. ~ HM $2.U5 "" 

Portlllld GeMnI Eleclric Company Ponland. OR U&.21 as" 

Tnt EmpIft DIstrict Eledtlt Companv Joplin,. MO $21.30"" 

UNS EntTJ'i COtpotilllon 'fuc:soo, No S4S.l9 ~ 

W~r EM...,.. Inc. ' ...... " ".... ... 

2A% 

'" 
lS% 

16" ... 
U% 

"" 10% 

100 

llO .. 
I'" 
I .. 

1~ 1.871 2.129 

13" n,w 25,009 

10% 2.6n 4.001 

l~ 5,441 8,997 

14" l.l12 2,)26 

14" 1.116 7,lSfi 

U"" U40 1.956 

9" S,9U 9,411 

1~ 1.725 1,7011 

"" 2.W J,aoo 
13% 913 1.6046 

11" 1.819 3.650 

no , .... ' .... 

'" n 

• 
" 
" • 
13. 

" 
lS 

"' 
U 

70 

------

H'I !ESiT('I.I. • Tf\' I (BIT l'·c~/'~"~'~ I lTM Fr.' rt.l Ft_) llM rv'l fYt2 f"(i l llM NH rv.l fY.l 

9.711. "1M 

8.llt 8.611 

&.911. 9.b 

9.lM 9.7. 

7.'h 8.&Ie 

a.DlI 8,~x 

!Ux NM 

6b 7.b 

7,4x 8.llI; 

9.DlI 7.3:11 

U ..... 

Ux NM 

0. 8.6lt 

NM HM lS,Sx 18,lx; 163lc 14.~ 17.9x 17.2l1 IS..9. lUll 1.1ix l.sx 

a.Ox 7 .6x 13.011 13.1>1 123. 11.7. 13,8. 14.4. 13.811. 13.2. 1.5. 1.4x 

a.4x 8.b ll.9lc 11,4l( 12.2. U,6.x 17.b 17.Sx 16,OJ. 14.7l1 1.Sx 1.811. 

89. 8.s.. IS Sl! 16.6.x 14.4x 14,). 1S,b. IS.7. l" .S~ 14.lM I .S. 1.711. 

S.h: 7,]x ll.4. ll.r.. 12Sx ll.s. 14.Ox 13.7. B.b l~.5x 6.2. 1.Sx 

S.b a .Ooc U O~ H .7x 12.4. lUll 14.Ox lUx 13.4. 12.9. 1.4. 1.0l! 

NM 10.OJ. 14.Ox NM NM 14.7. U .SII. 13.3. 13.611. 14.2. NM 1311. 
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(1) TEV: Current market equity value plus book value of net debt, preferred equity, and minority interest. 
(2) l TM EBITDA ;;md l TM EBIT Include Earnings In Affiliates. Projected EBITDA and EBIT based on consensus estimates. 
(3) PETR: P/E-to-Total Return, calculated as PIE ratio divided by forward expected annualized returns. Expected return s equal to consensus expected EPS growth plus cu rrent div. yield. Blackstone 
(4) FFO: Calculated here as Net Income + D&A. 
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Project Mustang 
A. Regulated Business Model Analysis 

long-term Historical Trading Multiples: U.S. Regulated Electric Utilities 

Selected Publicly Traded Comparable Companies 

LTM TEV/EBITDA 

Electric Utilities wI Reg. Gen 8.3x 8.lle 

9.5x 

9.Ox 

8.Sx • " 
8.0x 

V 

7.Sx I 
~ ~ j ~ . ! ~ 

~ "r ~\ 
7.0x • 

l!1 

6.Sx 

Forward TEV/EBITDA 

7.9x Electric Utilities wI Reg. Gen 

lO.Ox 

9.5x 

9.0x 

8.Sx 

8.0x 

7.Sx 

7.0x 

6.5x 

8.5x 

Exhibit_ (AO-02) Pu'~ 
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8.Ox 7.9x 

6.0x 
Sep-03 Sep-OS Sep·07 Sep-09 Sep-ii Sep-13 

6.Dx 
Sep-03 Sep-OS Sep-07 Sep-09 Sep-il Sep-13 

__ Electric Utlfltles wI Reg Gen (1) 

Soun::e: C3pitallQ as of September 16. 2013. 
(1) Median ofpublictv traded electric utlllties with regulated generation; comparables include: AlIete, Xtel. Ceca, Amant, EI Paso, Great Plains, IdaCorp, Pinnacle West, PNM 

Resources, Portland General, EOE. UNS. Westar. 
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Project Mustang 
A. Regulated Business Model Analysis 

Precedent Transaction Analysis 

($ in millions) 

Precedent Transactions 
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Selected Implied lEV Comparable Precedent 

Metric
ll

) Multiple Range Montana Hydro Assets Transaction Multiples 

Multiple (ex-Kerr) low High low High low Median Mean High 

FY+1 EBITDA $110 (2014E) 8.5x 9.5x $931 $1,040 

FY+2 EBITDA $106 (2015E) a.ox 9.0x $845 $950 

FY+1 P/Et" $41 (2014E) 17.2x 19.2x $1,165 $1.248 

FY+2 P/EP) $40 (2015E) 16.3x 18.3x $1,113 $1,194 

Indicative TEV Range $1,048 $1,143 

Source: Company filings, press releases, CapitallQ. 
Note: All financials exclude Kerr_ 
(1) Metrics per Buyer's Regulated Business Model. 
(2) Assumes 52% debt to capitalization, excluding $30mm of capitalization for Kerr. 

,~ n 

7.6x 8.9x 9.1x 11.4. 
7.6x 8.6x 8.5x 9.5x 

12.4x 18.3x la.ox 21.5x 

12.0x 17.4x 17.3x 19.7x 

Blackstone 32 

.~ 



"" 

Project Mustang 
A. Regulated Business Model Analysis 
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Selected Precedent U.S. Regulated Electric Transactions 

($ in millions) 

Date Total Enterprise Value I Equity Value I 

Oate Closed I LiM Net LTM FY+l FY+2 LTM FV+l FV+2 
Annc'd Status Target Acquirer TEV PP&E ESITDA EBITDA EBITDA Net Inc. Net Inc. Net Inc. 

OS/29/13 Announced NV Energy Berkshire Hathaway 

02/21/12 06/27/13 CH Energy Fortis 
06/23/11 06/27/12 Central Vermont PSC Gaz Metro 

04/20/11 11/28/11 DPL AES 

04/28/10 11/01/10 E.ON U.S. PPL 

10/25/07 02/06/09 Puget Macquarle 
06/25/07 09/16/08 Energy East lberdrola 

02/06/07 07/14/08 Aquila Great Plains 

07/05/06 05/31/07 Duquesne Ught Holdings Macquarie /IFM / DUET 

02/25/06 08/24/07 KeySpan National Grid 

OS/23/05 03/21/06 PacifiCorp MidAmerican Energy 

05/08/05 04/03/06 Cinergy Duke Energy 

Source: Capital lQ; Company filings and press releases; Merger Market. 
Notes: "FY+l" = Next Fiscal Year (e.g., with latest fiscal year being 2013, FY+1 is 2014E). 
"FY+2H = FIscal Year After Next (e.g., with latest fiscal year being 2013 FY+21s 20ISE). 

$10,364 

$1,470 

$690 

$4,669 

$7,625 

$6,726 

$8,131 

$2,877 

$2,801 

$11,881 

$9,372 

$14,002 

1.1x 

1.2x 

1.8x 

1.6x 

1.lx 

1.2>< 

l.4x 

lSx 

1.7x 

1.6x 

LOx 

1.4x 

8.8x 8.9x 

10.2x 9.4< 

9.7x 

7.3x 7.6x 

10.8x 

9.4x 8.8< 
8.7x 8.3< 

13.0x 11.4x 

11.5x 

9.1x 8.9x 
8.6)( 

10Ax 9.5x 

8.7x 16.9< 18.0x 17.2x 

9.5x 25.1< 18.4x 18.8x 
19.1x 21.5x 19.7x 

7.6x 13.2< 12.4x 12.0< 
14.4x 

8.3x 18.9x 18.3x 17.2>< 
7.9x 18.0x 19.1x 18.8x 

NM NM 

18.9x 

8.6x 18.6x 18.1x 17.4x 
20,3)( 

8.6)( 22.8)( 

Mean 1.4)( 9.8x 9.1)( 8.5x 18.8x 18.0x 17.3x 

Median 1.4x. 9.6)( 8.9x 8.6x 18.9x. 18.3x 17.4x. 
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Project Mu stang 
B. Merchant Business Model Analysis 
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Discounted Cash Flow Analysis: Buyer's Merchant Business Model (EBITDA Exit Multiple) 

($ in millions) 

Buyer's Merchant Business Model 2014 2015 2016 2017 2018 2019 ••• 2033 

EBITDA $40 $40 $36 $38 $42 $48 
Less: O&A(l' (33) (64) (60) (56) (53) (50) 

EBIT 7 (25) (24) (19) (11) (2) 

less: Taxes (3) 10 9 7 4 1 

Plus: O&A (1) 33 64 60 56 53 50 

Less: Capex (13) (10) (9) (12) (9) (9) 

Unlevered FCF $25 $39 $36 $33 $38 $40 

Kerr Proceeds $30 

D!:;F TEV Sensitivirt 
Discount Rate 

Terminal 

Multiple 1,022 811 728 657 

of2033E 1,070 948 845 756 680 

EBITDA 1,117 988 878 784 703 
1,165 1,027 911 811 726 

Iml;!lied Perl;!etui:tY: Sensitivitl2) 

Discount Rate 
~ . 5.80% 6.80% 7.80% 8.80% 9.80% ' 

,,~; .. , II (0.8%) 0.2% 
Multiple I 0.1% 1.1% 

of2033E : I 0.8% 1.7% 
EBITOA • I 1.3% 2.3% 

1.7% 2.7% 

Source: Based on Buyer's Merchant Business Model. 
Notes: Cash flows include Kerr. 2014 cash flows are illustrative full-year financials. 
(1) Tax step-up to FMVof$870mm. 20-year MACRS tax O&A applied. 
(2) Assumes that in the terminal year capex equals O&A. 

1.1% 2.0% 3.0% 
2.0% 2.9% 3.9% 
2.7% 3.6% 4.6% 
3.2% 4.2% 5.1% 
3.7% 4.6% 5.6% 

$143 

(49) 

94 

(37) 

49 

(12) 

$94 

Blackstone 35 



Project Mus tang 
B. Merchant Business Model Analysis 

Discounted Cash Flow Analysis: Buyer's Merchant Business Model ($/kW Exit Multiple) 

($ in millions) 

Buyer's Merchant Business Model 2014 2015 2016 2017 2018 2019 ... 2033 

EBITDA $40 $40 $36 $38 $42 $48 
Less: D&A {ll (33) (64) (60) (56) (53) (50) 

EBIT 7 (25) (24) (19) (11) (2) 

Less: Taxes (3) 10 9 7 4 1 

Plus: D&A!l) 33 64 60 56 53 50 

Less: Capex (13) (10) (9) (12) (9) (9) 

Unlevered FCF $25 $39 $36 $33 $38 $40 

Kerr Proceeds $30 

D!:;F TEV Sensitivi!Jl 
Discount Rate 

5.80% 6.80% 7.80% 8.80% 9.80% 

$/kW $981 $874 $783 $705 $637 

Terminal 996 886 793 713 644 
Multiple 1,010 898 803 721 651 

in 2023 1,025 911 813 730 658 
1,039 923 823 738 665 

Iml2lied Perl2etuint: Sensitivit~(21 
Discount Rate 

5.80% 6.80% 7.80% 8.80% 9.80% 

S/kW (0.6%) 0.3% 

Terminal (0.4%) 0.6% 

Multiple (0.1%) 0.8% 

in 2023 0.1% 1.1% 

0.4% 1.3% 

Source: Based on Buyer's Merchant Business Model. 
Notes: Cash flows include Kerr. 2014 cash flows are illustrative full-year financials. 
(1) Tax step-up to FMV of $870mm. 20-year MACRS tax D&A applied. 
(2) Assumes that in the terminal year capex equals D&A. 

r n 

1.2% 2.2% 3.1% 

1.5% 2.5% 3.4% 

1.8% 2.7% 3.7% 
2.0% 3.0% 3.9% 
2.3% 3.2% 4.2% 

$143 

(49) 

94 

(37) 

49 

(12) 

$94 
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Project Mustang 
B. Merchant Business Model Analysis 

WACC Analysis: Selected North American Independent Power Producers 

($ in millions) 

Assumptions 
Currency 
Date 
Tax Rate 
Risk-Free Rate(1) 

Market Risk Premium(2) 

Pre-tax Cost of Debtll) 

Target Equity Value ($mm)(6) 

US$ in millions 
9/16/2013 

39.4% 

3.61% 

6.11% 

6.50% 
540 

levered Total Debt & Mkt Equity & Debt / Debt / Unlevered 

Company BetaC';1 Preferred Minority Int. Equity lEV Beta 

Brookfield Renewable Energy Partners lP 
TransAlta Corp_ 
Calpine Corp. 
NRG Energy, Inc. 
Dynegy Inc. 

0.5 6,923 
0.7 5,266 
1.3 11,165 
1.1 16,958 
0.7 1,296 

11,918 58% 37% 0.38 
3,898 135% 57% 0.39 
8,543 131% 57% 0.72 
9,467 179% 64% 0.54 
1,980 65% 40% 0.50 

Mean 0.9 114% 51% 0.50 
Median 0.7 131% 57% 0.50 

Exhi bit_(AO-02) PU') 
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25% 33% 75% 0.50 0.61 2.46% 9.8% 6.5% 3.9% 8.3% 
30% 43% 70% 0.50 0.64 2.46% 10.0% 6.5% 3.9% 8.1% 

---3s%------------~%---6%----~O---o.~---T%%--1~%---~%--3%---8.~-

40% 67% 60% 0.50 0.71 2.46% 10.4% 6.5% 3.9% 7.8% 
45% 82% 55% 0.50 0.75 2.46% 10.7% 6.5% 3.9% 7.6% 

---50%-----------10~---5~----~O---o.~---T%%--lLo%---~%--3%---7.%-

55% 122% 45% 0_50 0.88 2.46% 11.4% 6.5% 3.9% 7.3% 
60% 150% 40% 0.50 0.96 2.46% 12.0% 6.5% 3.9% 7.1% 

186% 35% 0.50 1.07 2.46% 12.6% 6.5% 

(1) 20-Year Treasury Yield as of 9/16/ll. 
(2) Source: 2013 Ibbotson seel Risk Premia OverTime Report. Reflects long·horizon expected equity risk premium (supply side). 
(3) Based on pricing on recent merchant power plant project financlngs and yields of comparable IPPs corporate debt. 
(4) Reflects S·yearweekiy adjusted betaj source: Bloomberg. 
(5) Source: 20131bbotson saal Risk Premia OverTime Report. Blackstone 37 
(6) Assumed 60% equity capitalization. 



Project Mustang 
B. Merchant Business Model Analysis 

Precedent Transaction Analysis 

($ in millions) 

Selected Range 

Montana Hydro Portfolio (Ex-Kerr) 

Kerr Facility 

(+) PVof Kerrlll 

Exhibit_IAO-02) Public 
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$/kW Capacity ~ 

Low Median High (MW) Low High 

$2,000 $2,400 

439 
194 

$878 - $1,054 

$29 $29 
Portfolio Total Enterprise Value 633 $907 - $1,083 

(1) For all multiples-based methodologies, we have calculated the value of Kerr separately using the Kerr cash flow projections per management, assuming proceeds 
received from the conveyance of Kerr on January 1, 2016 ($3Dmm of after-tax proceeds). For merchant multiples-based methodologies, we discount at 7.80%. 
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Project Mustang 
B. Merchant Business Model Analysis 
Selected Precedent Transactions: North American Hydroelectric Generation 
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Announcement Transaction Installed Capacity Transaction Value/ 
Date Buver/Target Seller State(s) NERC Region Valu'!J~_~9!lt_ (MW) C3padty ($/KW) 

12/21/2012 
Brookfield Renewable Energy Partners LP'/ Maine Hydro-- EE l 

Next fa nergy, ne. 
White Pine hydroelectric facilities 

ME,NH NPCC $760,000 351 $2,165 

6/29/2012 
Brookfield Renewable Energy Partners LP./Tapoco 

Alcoa Power Generating Inc. Ne, TN 
portfolio of hydroelectric facilities 

SERe $600,000 378 11) $1,587 

12/31/2009 
Brookfield Asset Management/Maine hydroelectric 
facility 

Undisclosed ME NPCC $30,000 15 $2,000 

7/1/2009 
Arclight Capital Partners LlC/ Maine's hydroelectriC 

PPl Corporation ME 
generation business 

NPCC $95,000 30 $3,220 

3/13/2009 Hydro-QuebecjManicouagan River facility AbitibiBowater Inc. Qe NPCC $483,187 (2) 201 $2,40' 

12/4/2008 Kodiak Electric Assn Incl Terror lake hydro project Four Dam Pool Power Agency AK r.see $38,000 22 $1.696 

5/29/2007 Brookfield Asset Management,lnc./Twln Cities Assembly Ford MotorCompany MN MRO $48,000 18 $2,667 

8/28/2006 
Brookfield Asset Management, Inc./ Hawks Nest and Glen Alloy Power LlC WV RFe $122,000 107 $1.144 
Ferris generating stations 

1/11/2006 
Brookfield Asset Management, Inc./ Rumford Falls hydro Cerberus capital Management,loP.! ME NPCC $144,000 39 $3,673 
facilities NewPage Corporation 

Selected Transactions 
Mean $2,284 

Median $2.165 

Source: SNL Energy, Company filings, Capital to. 
Note: Transactions include selected unregulated hydroelectric generation facility transactions since 2006. 
(1) Development will increase installed eapadty from 351 MW to 378 MW. 
(2) Purchase price of C$615mm converted to USD at historical exchange rate as of announcement date. 
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Project Mustang 
B. Merchant Business ModclAnalysis 
Selected IPP Transactions And Publicly Traded IPP Trading Multiples 

Selected IPP Precedent Transactions: Completed Acquisitions (1) 

Date TEV / 

ate Closed / TEV LTM FY+l 

nnc'd Status Target Acquiror ($mm) EBITDA EBITDA 

07/22/12 12/14/12 GenOn 

04/28/11 03/12/12 Constellation Energy 

04/20/10 07/01/10 Conectiv 

02/25/07 10/10/07 TXU Corp, 

02/01/05 06/24/05 American Ref-Fuel Company 

Selected IPP Trading Multiples 

LTM TEV/EBITDA 

NRG $4,045 7.1x 8.8x 

Exelon $11,403 6.4x 14.7x 
Calpine $1,700 13.1x 

Investor Group $44,630 9.8x 8.5x 

Danielson (nka:Covanta) $1,940 7.0x 

Mean 7.6)( lI.3x 

Median 7.0)( lI.0x 

Forward TEV/EBITDA 

Next Twelve Montns TEV/EBITDA 
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5-Year lO-Year 

Current Average Average 

U.S,IPPs 

24.0x 

20.0x 

16.0x 

12.0x 

8.0x 

4.0x 

O.Ox 
Sep-03 Sep-oS Sep-07 

Source: capitallQ as of September 16. 2013. 

14.9x 8.4x 

Sep-09 Sep-ll 

(1) Excluding cancelled, minority-stake. and merger-of-equals transactions. 

9.8x U.S. IPPs 

18.0x 

IS.0x 

12.0x 

10.4x 8.1x 8,6x 

-4 "" ..fi1 k ~M ... tv-JV~'f v\l "\ I Vv 
I 

9.0x 

6.0x 

Sep-13 

3.0x 

O.Ox 

Sep-03 
_ U.S.IPPs (2) 

Sep-OS Sep-07 Sep-09 Sep-l1 Sep-13 

Blackstone 40 
(2) Median of u.s. IPPs. universe includes: Ca lpine, NRG, Oynegy, GenOn (before acquisition by NRGl. Mirant and Reliant (before their merger), TXU (before take-private). 
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Project Mustang 
C. Additional Transaction Background Materials 

Buyer Overview: Northwestern Corporation 

Company Overview 
.. NorthWestern provides electricity and natural gas to customers in 

Montana, South Dakota, and Nebraska 

.. Fully regulated business operations; investment grade credit profile 

S&P: BBB / Stable Outlook with "Excellent" business risk profile 

.. Company was founded in 1923; headquartered in Sioux Falls, SO 

.. NorthWestern emerged from bankruptcy in 2004 

Customer Mix 

Electric Gas Total % Mix 

Montana 342,000 

61,600 

183,300 
86,300 

525,300 
147,900 

78% 

22% South Dakota and Nebraska 

Total 403,600 

60% 

269,600 

40% 

673,200 

100% 

100% 

% Mix 

Electric Segment - 20l2A Revenue: $807mm (75% of total) 

.. Serves 403,600 customers in Montana and South Dakota 

• 297 communities and covers over two-thirds of Montana, South 
Dakota, and Yellowstone National Park in Wyoming 

.. 37,750 miles of transmission and distribution lines 

.. In Montana: 
• Annual electric customer usage is approx. 6 mm MWh 
• Owned generation fulfills approx. 31% of customer needs 

NorthWestern procures the remainder through power 
purchase agreements and market purchases 

Natural Gas Segment - 20l2A Revenue: $263mm (25% of total) 

.. Serves 269,600 customers in Montana, South Dakota, and Nebraska 

.. 9,350 miles of transmission and distribution lines 

.. Approximately 14% of total natural gas needs go toward electric 
generation and the remain ing 86% is sold to retail customers 

Utility Footprint 

Natural Gas 

Electric Wyoming 

Indexed Stock Price Chart 

175% 

150% 

125% 

100% 

75% 

50% 

Sep-08 

\ 

Sep-09 5op.10 
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North Dakota 

t
' '. . 

> ,; ~~ 

South '.' ~ol 

Dakota ,,;...i I .. ~ 
( .... , .... -

Nebraska 

o 0 , , 

CONFlDENnAL 

Minnesota 

Iowa 

64% 

45% 
42% 

Sep-l1 Sep-12 Sep-U 

- NorthWestern --Utility Index(!) - - 5&P500 

Source: CapitallQas of 9/16/2013. Blackstone 42 
(1) Median of publicly traded electric utilities with regulated generation; comparilbJes include: Allete. xceJ, Cleco, Alliant, EI Paso, Great Plains, IdaCorp, Pinnacle West, PNM Resou rces, Portland General, EDE, 
UNS, Westar. 
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Buyer Overview: Northwestern Corporation (Cont'd) 

Financial Snapshot(l) "'"i---........ 
. Capitalization and Key Multiples 

~- ~- ~ ($ in millions, except share price) 
($mm) 20llA i012A 2013E 2014E 2015E . . _. . IT Capitalization as of 9/16/2013 
Revenue $1,117.3 $1,070.3 

" Growth (4%) 

EBITDA 266.5 283.2 

%Morgin 24% 26% 

EBIT 165.5 177.2 

% Margin 15% 17% 

EPS $2.55 $2.67 

% Growth 5% 

(apEx (188.5) (322.5) 

Rate Base Projections ($mm)(l) 

Source: Company website, CapitallQ as of 9/16/2013, company projections. 

Share Price 

Shares Outstanding 

$41.99 

38.5 
Market Capitalization $1,615 

Plus: Total Debt 

Plus: Minority Interest 

Plus: Preferred Equity 

Less: Cash & marketable securities 

1,152 

o 
o 

(8) 

Enterprise Value $2,760 

Financial Metrics Metricm Muldple 
TEV I 
2013E EBITDA 
2014E EBITDA 

2015E EBITDA 

Price I 
20BE EPS 
2014E EP5 

2015E EPS 

Summary Credit Metrics (21 

Debt I LTM EBITDA 
Debtl Cap 
LTM FFO I Interest 
LTM FFO I Debt 

Dividend Data 

CUrrent Dividend I Share 
Dividend Yield 
Dividend Payout Ratio 

3.6x 
53.5% 

4.2x 
18.8% 

$1.50 
3.6% 

57.7% 

(1) Projections based on NorthWestern's 2013-2017 long Range Plan. Projections represent NorthWestern on a standalone basis. Blackstone 43 

(2) Reflects unadjusted reported financials for NorthWestern. 
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C. Additional Transaction Background Materials 

Seller Overview: PPl Corporation 

Company Overview ~ 

~ PPL Cor'poration is one of the largest companies in the U.S. utility 
sector, delivering electricity and natural gas to over 10 million 
customers in the United States and United Kingdom 

~ Owns approximately 19,000 MW of generating capacity in the U.S. 
and sells energy into key U.S. markets 

• Mix of regulated and merchant generation 

~ Markets wholesale and retail energy primarily in northeastern and 
~ . t 

northwestern portions of the U.S. '" 

~ Utility subsidiaries deliver electricity to customers in Pennsylvania, 
Kentucky, Virginia, and Tennessee 

~ Founded in 1920 and headquartered in Allentown, Pennsylvania 

Delivery Territories: Generation Assets: 
• PPl Electric Utilities • Competitive Power Plants 
• Kentucky Utilities • Regulated Power Plants 
• louisville Gas and Electric ... 

[Yi<.- 'I 

Source: Company website, Ca pital IQas of 9/ 16/2013. 

Capitalization and Key Multiples 
($ in millions, except share price) 
Capitalization as of 9/16/2013 
Share Price 

Shares Outstanding 
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CONFIDENTIAL 

$29.92 

631.7 
Market Capitalization $18,900 
Plus: Total Debt 

Plus: Minority Interest 

Plus: Preferred Equity 

Less: Cash & marketable securities 

20,950 

18 
o 

(841) 
Enterprise Value $39,027 

Financial Metrics Metric Multiple 
TEV / 
LTM EBITDA 4,246.0 9.2x 
20BE EBITDA 4,212.9 9.3x 
2014E EBITDA 4,402.5 8.9x 

Price / 
LTM EPS $2.49 12.0x 
20BE EPS $2.17 13.8x 
2014E EPS $2.17 13.8x 

Summary Credit Metrics (LTM) 
Debt / EBITDA 4.9x 
Debt / Cap 65.7% 
FFO / Interest . 3.7x 
FFO / Debt 12.7% 

Dividend Data 
Current Dividend / Share $1.46 
Dividend Yield 4.9% 
Dividend Payout Ratio 58.4% 

Blackstone 44 
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Transaction Background 
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~ Late 2012: PPL unsuccessfully attempted to sell its entire portfolio of generation assets in Montana, including its 
hydroelectric generating assets (Le., the Facilities) and its coal-fired (i.e., Colstrip and Corette) generating facilities 

• In connection with that process, NorthWestern submitted a "conforming" bid for all of PPL Montana's assets and a 
"non-conforming" bid for only the hydroelectric assets 

• PPL Montana rejected the non-conforming bid 

• Due to several factors, including the existence of a sale/leaseback structure encumbering the Colstrip assets, PPL and 
NorthWestern were not able to reach an agreement with respect to the conforming bid 

~ Late 20l2/Early 2013: PPL subsequently reached an agreement with the sale/leaseback owner-lessors of Colstrip to enable 
PPL to sell the Colstrip assets unencumbered by the sale/leaseback arrangement. Following this, PPL attempted to sell just 
the coal-fired generating assets with the intention of selling the hydro assets in a later process 

• NorthWestern did not participate in the sale process for the coal-fired assets, and PPL was apparently unsuccessful in 
finding a buyer or the valuations were inadequate. 

~ Early/Mid 2013: PPL approached NorthWestern about reconsidering an acquisition of all of the unencumbered coal and 
hydroelectric generation assets of PPL Montana 

• NorthWestern analyzed a potential transaction for all of the coal-fired and hydro assets and concluded not to submit a 
proposal. Various factors contributed to that decision, including, the magnitude of and uncertainty regarding future 
environmental costs and their impact associated with ownership of additional units of Colstrip(l) and ownership of 
Corette. 

Source: NorthWestern management. 
(1) NorthWestern currently is a 10.6% owner of Colstrip, along with other owners PPL, Portland General, Puget Holdings, Avista, and Berkshire Hathaway. 

PPl is a 25.26% owner of Colstrip. Blackstone 45 
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Transaction Background (Cont'd) 
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CONI'lDENTIAL 

~ June 2013: PPllaunched a sale process giving bidders the opportunity to bid on the Facilities separate from coal and other 
related power marketing assets of PPl in the northwestern u.s. 

• NorthWestern submitted a bid of $900 million for the Facilities on July 1, 2013 

• NorthWestern and PPl are currently in negotiations with respect to definitive transaction documents and are working to 
resolve open items 

• If both parties come to an agreement, NorthWestern intends to seek final board approval for the transaction at a Board 
meeting scheduled for September 23, 2013 

• Upon receiving board approval, NorthWestern and PPl would announce the transaction the week of September 23, 
2013 

~ September 2013: Blackstone was asked to provide an opinion to the Board of NorthWestern as to the fairness, from a 
financial point of view, of the consideration to be paid by the Company in connection with a possible transaction 

• Blackstone would deliver its opinion (the "Opinion") at the NorthWestern board meeting on September 23 and issue its 
fairness opinion in writing 

Source: NorthWestern management. 

Bl ackstone 46 
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C. Additional Transaction Background Materials 

Target Overview: Montana Hydro Assets 

Overview 

~ The Facilities include 11 hydroelectric generation facilities, one 
storage reservoir, and related assets located throughout Montana 

~ The Facilities provide a reliable, zero-emission energy source and 
benefit from a diverse water supply from two different river basins 

~ Projects have long-term Federal Energy Regulatory Commission 
("FERC") licenses in place and lack the salmon-related issues 
attendant to many Northwest hydro facilities 

~ PPL acquired the Montana Hydro Assets in 1998 

• From 2009 to 2013, PPL spent $209mm on Rainbow 
redevelopment project which increased operating capacity by 

29MW 

Facilities Overview 
Commercial S-Yr Avg. S-Vr Avg. 
Operation FERC License Capacity Generation Capacity 

1'1a~_t __ Date Explratlon (MWI (GWhl Factor (%l'tl 

Black Eagle 1927 8/31/2040 21 136 74% 

Cochrane 1958 8/31/2040 69 276 49% 

Hauser 1911 8/31/2040 19 132 79% 

Holter 1918 8/31/2040 48 305 72% 

Madison 1906 8/31/2040 8 63 89% 

Morony 1930 8/31/2040 48 268 64% 

Mystic 1925 12/31/2050 12 51 48% 

Rainbow 1910 8/31/2040 60 245 78% 

Ryan 1915 8/31/2040 60 420 80% 

Thompson Falls 1915 12/31/2025 94 496 60% 

Kerr 1938 12/31/2035 194 1.098 65% 

Total 633 3,488 66% 

Source: Seller's Confidential Information Memorandum dated June 2013. 
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CONI'IDl, NTlAL 

Financial Snapshot ($ millions) 
20l2A 20l3E: 2014E 201SE 2016E 2017E 

Generation (GWh)"1 
Capacity Factor (%) 

3,720 3,572 I 3,572 3,252 
70% 69%1 64% 65% 

2,494 

65% 

Seller's Confidential Information Memoranduml') 

EBITDA ex-Kerr 
EBITDA Kerr 

Total EB)TDA 

y I 
MerchantlS) I Fully Merchant 

"6 $31: $42 $43 $45 
10 ~)I 

n ~I 
2 1 

- I 3 3 

- I $113 $109 $105 

2.487 

65% 

$52 

$101 

(1) Ratio of a plant's actual output to its potential output if it were possible for it to operate at fuJi nameplate capacity indefinitely. 
(2) Source: Seller's Confidential Information Memorandum dated June 2013. 
(3) Source: Buyer's Regulated Business Model. 
(4) 2012 and 2013 results for the Facilities include the impact of legacy supply contracts to sell power from the Facilities and from other generation assets owned by PPl Montana. 

These contracts are above-mark.et price, resulting in above·mark.et revenues. The Seller's elM projections after 2014 do not include impact from such contracts, Blackstone 47 
(5) Merchant facility with certain short· and medium·term contracts or "hedges" in place. 
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Kerr: Situation Overview 

Situation Background 
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~ Kerr, one of the 11 hydroelectric generating plants among the Montana Hydro Assets, is a 194 MW hydroelectric generating 
plant located on the Flathead River 

~ Kerr's existing FERC license is jointly owned by PPl Montana and the Confederated Salish and Kootenai Tribes of the 
Flathead Nation (the "CSKT"), which expires December 31, 203S 

~ CSKT has the option to purchase the Kerr Plant at any time between 2015 - 2025 

• PPL Montana and NorthWestern management expect the CSKT to exercise the purchase option and pay the conveyance 
price at their earliest opportunity in September 2015 

• The formula-based price at which the CSKT may exercise its purchase option according to the FERC License (the "Kerr 
Estimated Conveyance Price") is subject to some interpretation 

PPl Montana's estimated conveyance price is $51.6mm (1) 

- CSKT's estimated conveyance price is believed to be as low as approximately $19mm (2) 

Transaction Consequence 

~ Under the Purchase and Sale Agreement, the Buyer assumes $30mm Kerr Estimated Conveyance price to be received by the 
Buyer upon conveyance to CSKT 

• Should the actual conveyance price received be below $30mm, the Seller agrees to compensate the Buyer for the 
difference, at the time of the conveyance 

• Should the conveyance price received be above $30mm. the Buyer agrees to compensate the Seller for the difference, 
at the time of the conveyance 

(i) Source: Seller's Confidential Information Memorandum. 
(2) Source: NorthWestern management. 

r---- n 
Blackstone 48 
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Target Historical Financials: Montana Hydro Assets 

($ in million) 
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2009A 2010A 2011A 2012A 
Operating Statistics 

Total Capacity (MW) (1) 604 604 604 604 
Capacity Factor (%) 74% 69% 70% 70% 
Total Generation (GWh) 3,505 3,456 3,697 3,586 

PPL Montana Contracts and Hedges 

PPL Montana Marketing Wholesa le Price ($/MWh) $42.59 $44.16 $47.67 $36.21 
PPL Montana Marketing Retail Price ($/MWh) $49.76 $49.01 $39.23 $34.30 
ATC Mid-C Market Price ($/MWh)12) $32.58 $32.82 $23.80 $19.32 

Contracted Wholesa le Volume (GWh)13) 10,075 9,146 8,034 6,062 

Contracted Retai l Volume (GWh)13) 2,199 2,049 2,137 2,217 

Historical Financials 

Revenue atATC Mid-C Market Power Price $103 $109 $94 $126 
Operating Expenses (54) (43) (59) (60) 
EBITDA at ATC Mid-C Market Power Price $49 $66 $35 $66 

(+) Incremental Revenue due to In-the-Market Contracts . $61 $56 $106 $73 
Historical EBITDA $110 $122 $141 $139 

Capex(4
) ($35) ($104) ($79) ($45) 

Source: Seller's Confidentia l Information Memorandum dated June 2013, SNl Energy. 
(1) Lower than Montana Hydro Assets total capacity of 633MW due to the Rainbow redevelopment project, which entered commercia l operation in April 

2013, increased total operating capacity by 29 MW. 
(2) Around-the-clock Mid-Columbia ("ATC Mid-C") market power price, one of the transaction hubs In the Northwest power market. 
(3) Tota l contracted volume by PPl Montana generation fleet, which includes the 604MW of Montana Hydro Assets, and 682MW of coa l facilities. 
(4) Historical capex higher than projections due to construction of a turbine at the Rainbow facility as well as other one-time improvements. 

Blackstone 49 
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1 Exhibits 

2 Original plant cost - hydro facilities 

3 Original plant cost - transmission facilities 

4 Hydro assets purchase summary 

5 Depreciation expense work paper 

Exhibit_(KGK-1 ) 

Exhibit_(KGK-2) 

Exhibit_(KGK-3) 

Exhibit_(KGK-4 ) 

6 

7 Witness Information 

8 Q. Please state your name and business address. 

9 A. My name is Kendall G. Kliewer. My business address is 3010 West 69th 

10 Street, Sioux Falls, South Dakota 57108. 

11 

12 Q. By whom are you employed and in what capacity? 

13 A. I am the Vice President and Controller of NorthWestern Corporation d/b/a 

14 NorthWestern Energy ("NorthWestem"). 

15 

16 Q. Please summarize your educational and employment experiences. 

17 A. I have been with NorthWestern since November 2002. My primary 

18 responsibilities include, among other duties, overseeing compliance with 

19 financial reporting requirements established by the Securities and 

20 Exchange Commission ("SEC") and other regulatory agencies, technical 

21 research with regard thereto, reviewing NorthWestern's financial 

22 statements, and implementing and overseeing accounting policies and 

23 procedures. Previously, I was a Senior Manager at KPMG, LLP in 
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Q. 

A. 

Lincoln, Nebraska. During my tenure at KPMG, I coordinated financial 

statement audits, consulted with clients on appropriate accounting 

practices and SEC reporting requirements, assisted clients with the 

preparation and review of various SEC filings, and planned and 

supervised audits. I have a Bachelor of Science degree in Business 

Administration from the University of Nebraska and am a Certified Public 

Accountant. 

Purpose of Testimony 

What is the purpose of your testimony? 

My testimony supports NorthWestern's application for approval of the 

acquisition of 11 hydroelectric facilities and related assets (the "Hydros") 

from PPL Montana, LLC ("PPLM") and specifically supports the following 

items included in Exhibit_ (PJD-1) attached to the Prefiled Direct 

Testimony of Patrick J. DiFronzo ("DiFronzo Direct Testimony"): 

1. NorthWestern's obligations with respect to transferred employees; 

2. NorthWestern's calculation of original cost for the Hydros; 

3. NorthWestern's determination of depreciation expense in this 

application; 

4. NorthWestern's calculation of working capital associated with the 

gross cash requirement; and 

KGK-3 
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Q. 

A. 

5. NorthWestern's determination of the Production Tax Credit ("PTC"), 

deferred income taxes, accelerated tax depreciation, current 

income taxes, and property tax expense in this application. 

Transferred Employees 

Please explain how NorthWestern will handle the transfer of 

employees from PPLM. 

NorthWestern expects approximately 80 current employees of PPLM or its 

affiliates (collectively, "PPL") to become NorthWestern employees upon 

closing. For ease of reference we are referring to these employees as 

"transferred employees." The cost for labor and benefits of these 

employees is included in the operating and maintenance ("O&M") and 

administrative and general ("A&G") expense estimates included in this 

filing. Consistent with the Purchase and Sale Agreement ("PSA"), the 

transferred employees will receive pay and benefits in the aggregate that 

are consistent with what they received from PPL for at least 12 months 

following the closing . We do not expect significant changes after the first 

12 months. All the transferred employees will begin participating in 

NorthWestern's benefit plans immediately after closing, and NorthWestern 

is not assuming any of PPL's obligations under its benefit plans. For 

transferred employees represented by IBEW Local 44, NorthWestern will 

assume and honor all obligations under the Collective Bargaining 

Agreement, dated as of April 11 , 2013 between PPLM and Local Union 

KGKA 

( 

( 

( 



( 1 

2 

3 

4 

5 Q. 

6 A. 

7 
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9 

10 
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No. 44 (Butte, Montana) of the International Brotherhood of Electrical 

Workers, AFL-CIO, effective May 1,2013 through April 30, 2017. 

Original Plant Cost 

Why is it necessary to compute the original plant cost? 

The Hydros are unique assets. Except for additions, they were first 

dedicated to public service by The Montana Power Company ("MPC"), 

then they were removed fram public service more than 15 years ago by 

statutory requirement, and after they are purchased by NorthWestern they 

will again be dedicated to public service. NorthWestern is required to 

account for the purchase of the Hydras in accordance with the Federal 

Energy Regulatory Commission ("FERC") Uniform System of Accounts 

("USOA"). USOA requires Electric Plant purchases to be charged to 

Account 102 - Electric Plant Purchased or Sold at the original cost of the 

plant, with any remaining amount greater than the original cost charged to 

Account 114 - Electric Plant Acquisition Adjustments. This FERC 

accounting requirement is guided by Definition No. 23, which reads as 

follows: 

Original cost, as applied to electric plant, means the cost 
of such property to the person first devoting it to public 
service. 

Accordingly, NorthWestern has allocated $346,921,775 to an Acquisition 

Adjustment as further described below. 

KGK-5 



1 Q. Does FERC prohibit including an Acquisition Adjustment in rate ( 

2 base? 

3 A. No. 

4 

5 Q. Please describe how the original cost balance was calculated. 

6 A. NorthWestern received from MPC the retained files from the 1999 MPC 

7 sale of the generation facilities to PPLM.1 Those files show MPC's original 

8 cost for each individual hydro facility by FERC plant account as of 

9 December 17, 1999. PPLM supplied the plant additions, retirements, and 

10 transfers by individual facility by FERC plant account for the years 2000 

11 through June 2013. PPLM also provided additional plant cost activity 

12 grouped by the Great Falls plants, the Missouri-Madison plants, and the ( 

13 remainder of the Hydros. PPLM also supplied the capitalized interest 

14 costs for the hydro plant additions during this same period. Starting with 

15 the December 17, 1999 balances and factoring in the 2000 through June 

16 2013 plant activity resulted in an original cost balance of $514,877,976 for 

17 the Hydros. This $514,877,976 plant balance was used to develop three 

18 percentage tables so that the PPLM common costs could be assigned to 

19 individual hydro facilities. Next, the PPLM capitalized interest costs were 

20 allocated to each individual hydro facility which produced a total June 

21 2013 original cost balance of $571,596,565 for the Hydros. The June 

22 2013 original plant cost work papers for the Hydros are attached as 

1 On October 31, 1998 MPC sold the Hydros to PP&L Global, Inc. C"PPL Global") pursuant to the terms of ( 
the Asset Purchase Agreement C"AP A"). PPL Global assigned the AP A to PP&L Montana, LLC on \.... 
December 17, 1999 . PP&L Montana, LLC later changed its name to PPL Montana, LLC. 
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( 1 Exhibit_ (KGK-1). To this number, NorthWestern added the intangible 

2 plant cost of $63,853,971. In addition to the hydro plants, NorthWestern 

3 also purchased the associated step-up transformers and some small 

4 transmission line segments, which were also included in the 1999 MPC 

5 generation sale. The original cost of the transmission facilities is 

6 $6,950,711 at June 2013 and is attached as Exhibit_(KGK-2). As a 

7 result, the total original cost for the hydro plant and associated 

8 transmission facilities is calculated to be $642,402,247 as shown on page 

9 8, line 42 of the rate base Exhibit_(PJD-1), attached to the DiFronzo 

10 Direct Testimony. The difference between this calculated original cost and 

11 the purchase price of $900 million results in a preliminary Acquisition 

12 Adjustment of $257,598,753. 

13 

14 The calculated original cost includes the Kerr Dam and facilities, but, as 

15 discussed in the Prefiled Direct Testimony of Joseph M. Stimatz, it is 

16 expected that the Kerr project will be sold to the Confederated Salish and 

17 Kootenai Tribes ("CSKT") in September 2015. As CSKT is currently 

18 disputing PPLM's estimated conveyance price calculation under the FERC 

19 license for the Kerr project, NorthWestern did not want to assume any risk 

20 associated with the ultimate outcome of this purchase price dispute. 

21 Accordingly, NorthWestern assumed a $30 million value for the Kerr 

22 project in the PSA and further provided in the PSA that if the conveyance 

( 23 price is determined to be more than $30 million, then NorthWestern must 

KGK-7 



pay the excess amount to PPLM upon NorthWestern's receipt of those ( 

2 proceeds from CSKT; conversely if the conveyance price is determined to 

3 be less than $30 million, then PPLM must pay the difference to 

4 NorthWestern. 

5 

6 The $30 million value assumed by NorthWestern does not represent 

7 NorthWestern's view of what the conveyance price should be or how it 

8 should be calculated, nor does it represent any expectation by 

9 NorthWestern as to the actual outcome of the arbitration. Rather this 

10 amount was chosen simply as a reference price somewhere in the middle 

11 of the range of possible outcomes of the dispute. Because PPLM is 

12 retaining control over the arbitration and NorthWestern has no ability to 

13 influence its outcome, and because NorthWestern did not wish the dispute 

14 to interfere with the transaction negotiations, NorthWestern's strategy in 

15 structuring the transaction was to utilize this reference-price approach in 

16 order to allow PPLM to control the arbitration and either harvest the gain 

17 or make up the loss if the arbitration outcome comes out above or below 

18 the reference price, while also providing NorthWestern certainty regarding 

19 the amount it will ultimately receive upon conveyance of Kerr to CSKT. 

20 

21 Therefore, NorthWestern is including the Kerr project in rate base at $30 

22 

23 

million. Since the calculated original cost of the Kerr project, 

$119,323,022, is higher than $30 million, NorthWestern has adjusted the 
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Q. 

A. 

Acquisition Adjustment by the difference of $89,323,022. This results in a 

total Acquisition Adjustment of $346,921,775 related to the purchase of 

the Hydros. See the hydro assets purchase summary attached as 

Exhibit_(KGK-3). Also see Exhibit_(PJD-1) page 3 attached to the 

DiFronzo Direct Testimony for rate base information. 

Depreciation Expense 

How was the test period depreciation expense calculated? 

NorthWestern calculated the test period depreciation expense for the 

hydro accounts by applying an accrual factor of 2.50% to the depreciable 

value and calculated the depreciation expense for the transmission 

facilities by applying NorthWestern's 2012 Montana Depreciation Study 

accrual rates to the transmission plant balances. NorthWestern proposes 

to use a 40-year life for the Hydros and that equates to an annual accrual 

rate of 2.50%. The Acquisition Adjustment is also being amortized over a 

40-year period, which results in an annual amortization expense of 

$8,673,044. MPC's 1995 depreciation study reflected an average service 

life of 56 years, with a remaining life of 33 years for these assets. PPLM 

has made substantial improvements to these assets over the last 13 

years. NorthWestern believes a 40-year life is reasonable until these 

assets can be included in a future comprehensive depreciation study. 
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A. 

Q. 

A. 

Q. 

As shown on the depreciation work paper, attached as Exhibit_(KGK-4), ( 

the original costs associated with the Kerr project are not included in the 

depreciation expense calculation due to the expected sale of this project 

as discussed above. Also see Exhibit_(PJD-1) page 3 attached to the 

DiFronzo Direct Testimony for rate base information. 

Working Capital 

What is working capital? 

Working capital is the amount of capital required to fund the day-to-day 

operations of a company to account for the timing differences between 

when service is provided to customers and revenues are received and 

when NorthWestern receives and pays for services from vendors. 

Please describe the computation of working capital associated with 

the gross cash requirement on Exhibit_(PJD-1) line 25. 

The test period gross cash requirement related to including the Hydros in 

rate base was calculated using the net lag days from the 2008 Lead/Lag 

study, the test period O&M and A&G expenses, and NorthWestern's 

proposed capital structure components. The gross cash requirement 

computation is reflected on Exhibit_(PJD-1) page 4. 

The Production Tax Credit 

Do any of the Hydros qualify for the PTC? 

KGK-lO 

c 



( 

( 

1 A. 

2 

3 

4 O. 

5 A. 

Yes. Part of the electricity generated at the Kerr, Cochran, Ryan, and 

Mystic Lake facilities qualifies for the PTC. 

For how long will the facilities qualify for the PTe? 

The PTC expires for Kerr in 2017, for Cochran in 2018, for Ryan in 2023, 

6 and for Mystic Lake in 2018. 

7 

8 0, What is the PTe? 

9 A. The PTC is a federal regular income tax credit that a taxpayer can use to 

10 reduce the taxpayer's current federal income tax expense. The PTC is 

11 authorized pursuant to Internal Revenue Code ("IRC"), Section 45 and 

12 applies to certain renewable electric generation property, including 

13 qualified incremental hydropower electric generation. Qualified 

14 incremental hydropower electric generation includes efficiency 

15 improvements or additions of capacity. Under current tax law, 

16 construction of the qualified incremental hydropower electric generation 

17 property must begin before January 1,2014. The original enactment date 

18 for the PTC related to hydropower generation was August 8, 2005. 

19 

20 O. 

21 A. 

22 

23 

How is the PTe calculated? 

The computation of the PTC for the test period is reflected on 

Exhibit_(PJD-1) page 11 . The PTC is calculated by multiplying the PTC 

rate of $11 (Exhibit_(PJD-1) page 11, Column L) by each qualified hydro 

KGK-ll 



1 facility's annual megawatt-hour ("MWh") of qualified incremental ( 

2 hydropower electric generation for its first 1 0 years of operational life. 

3 Each year's MWh of qualified incremental hydropower electric generation 

4 is computed by multiplying that qualified facility's MWh of total production 

5 (Column I) by the percentage of average annual hydropower production 

6 (Column J) for the qualified facility that is attributable to the efficiency 

7 improvements or additions of capacity placed in service. The percentage 

8 of average annual hydropower production attributable to efficiency 

9 improvements or additions of capacity ("Qualified Percentage") is 

10 determined by using the same water flow information that is used to 

11 determine a historic average annual hydropower production baseline 

12 ("Historic Baseline") for that facility. The Qualified Percentage and Historic C 
13 Baseline are certified by FERC. The PTC MWh rate of $11 is subject to 

14 annual adjustment for inflation and is published annually by the Internal 

15 Revenue Service. 

16 

17 Q. How does the PTe affect the Revenue Requirement? 

18 A. In accordance with the Montana Public Service Commission's 

19 ("Commission") long-established tax accounting treatment, the federal 

20 income tax benefits of tax credits that are not subject to mandatory 

21 normalization under the IRC flow through to customers in the form of a 

22 reduction of approximately $750,000, grossed up for income taxes, in total 

23 Revenue Requirement. 
( 
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1 

2 Q. 

3 A. 

4 

Deferred Income Taxes 

Please explain the provisions for deferred income taxes. 

The detail of the deferred income taxes and how they are calculated are 

included on Exhibit_(PJD-1) page 2, lines 76-95. Described below are 

5 the deferrals shown in that exhibit. 

6 

7 Q. 

8 A. 

Please explain accelerated tax depreciation. 

Accelerated tax depreciation is the depreciation deductible for income tax 

9 purposes as computed pursuant to the IRe. Accelerated tax depreciation 

10 generates deferred income taxes. The deferred income taxes are driven 

11 by the tax effect of the difference between accelerated tax depreciation 

12 claimed on the tax return and normalized tax depreciation computed using 

13 book lives and book methods applied to the tax basis of assets in 

14 accordance with the normalization requirements of the IRe. The IRe and 

15 its regulations require that deferred income taxes be calculated in this 

16 manner pursuant to normalization requirements in order for NorthWestern 

17 to remain qualified to use accelerated methods of tax depreciation on its 

18 federal tax return. More simply put, in the case of the Hydras, deferred 

19 income taxes reflect the federal deferred income tax impact related to the 

20 differences between accelerated tax depreciation and book depreciation. 

21 

22 Q. Please describe the Net Operating Loss ("NOL") deferred tax liability. 
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2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

A. An NOL is created when the tax deductions exceed the taxable income ( 

within a given tax year, thus creating a tax loss. An NOL Deferred Tax 

Asset ("DTA") represents the amount of tax benefit from stand-alone utility 

tax losses (i.e., NOLs) that have been deferred as NOL tax receivables 

from the taxing authorities. The NOL DT A is a rate base offset to the 

reductions to rate base and revenue requirements related to accelerated 

bonus tax depreciation tax benefits that have not yet been realized by the 

utility. The PPL Hydro rate base does not include a DTA; rather, it 

includes an NOL Deferred Tax Liability ("NOL DTL"). The NOL DTL is the 

reflection of consistency in reporting to reflect that the general rate base of 

NorthWestern contains an NOL DTA and that NOL DTA should be 

reduced by the taxable income impacts related to PPL Hydro, which act to 

offset the overall general rate base NorthWestern NOL DTA. Additionally, 

the NOL DTA included in general rate base reduces the current tax 

expense embedded in PPL Hydro revenue requirements since cash tax 

payments will not be currently remitted to the taxing authorities. Rate 

base has been adjusted for the accumulated deferrals in accordance with 

the normalization requirements of the IRe as shown on Exhibit_(PJD-1) 

page 1, lines 20 and 21; cost of service has been adjusted on line 40. 
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I 

2 Q. 

3 

4 

5 A. 

Computation of Current Income Taxes 

Have income taxes in this filing been calculated in a manner 

consistent with the methodology approved by the Commission in 

prior rate proceedings? 

Yes. The income taxes included in this filing have been calculated 

6 utilizing the partial flow-through method that the Commission has 

7 approved in prior dockets. See MPC's Final Order No. 5709d in Docket 

8 No. 93.6.24. 

9 

10 Q. 

II 

12 A. 

Please explain Current Income Taxes shown on Exhibit_(PJD-1) 

page 1, line 41. 

The computations of the federal income and Montana corporation license 

13 taxes are shown on Exhibit_ (PJD-1) page 2, lines 48-74. As shown, the 

14 taxable income is derived by reducing taxable revenue by all expenses 

IS except book depreciation (e.g. , operating expenses, property and other 

16 taxes, and Commission and Montana Consumer Counsel revenue taxes). 

17 Next, accelerated tax depreciation is deducted, as well as Montana 

18 corporate income tax and interest expense. Then the applicable statutory 

19 tax rates are applied to taxable income to derive current income tax 

20 expense before tax credits. Finally, the PTC is applied for federa l 

21 purposes only to derive a reduced current income tax expense. 

22 
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Property and Other Taxes 

2 Q. Please explain the Property Taxes included on Exhibit_(PJD-1) page 

3 1, line 37. 

4 A. 

5 

An estimated cost-to-market factor based on prior years' experience was 

used to arrive at the appraised value for the Hydras. Estimated mil l levies 

6 based on prior years' experience were used to calculate the property tax 

7 expense. Please refer to Exhibit_(PJO-1) page 12 for the supporting 

8 computation. 

9 

10 Q. 

11 

12 A. 

13 

14 

15 

16 Q. 

17 

18 A. 

Please explain the Electrical Energy License Tax ("EEL T") included 

on Exhibit_(PJD-1) page 1, line 37. 

The EEL T is based on the net generation of MWh fram the Hydras at a 

rate of $O.20/MWh. The computation of the EEL T is shown on 

Exhibit_(PJO-1) page 12, lines 19-22. 

Please explain the Wholesale Energy Transaction ("WET") tax 

included on Exhibit_(PJD-1) page 1, line 37. 

The WET tax is based on the excess generation delivered out of state 

19 from the Hydras less a 5% reduction factor for transmission line losses per 

20 § 15-72-104(1)(b), MeA. The computation of the WET tax is shown on 

21 Exhibit_(PJO-1) page 12, lines 26-37. 

22 Q. 

23 A. 

Does this complete your testimony? 

Yes, it does. 
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NORTHWESTERN ENERGY - PPL HYDRO ASSETS PURCHASE 

Planl Balance PPL AdditlOl1s PPL retirements Plant Balance Capitalized Grand Total 
12l17l19~9 2QOQ ThO:! June 2013 b~ Slleclfic Plant Sllb-Total Allocat!!d Costs (njeresj Jun~ ~O13 

BLACK EAGLE 

E330.1 LAND - GENERATION 391,699.33 0.00 0.00 391.699.33 0.00 0.00 391,699.33 
E330.3 LAND - RECREATION 0.00 0.00 0.00 0.00 0.00 0.00 0.00 
E331.1 STRUCTURES - GENERATION 448,612.77 5,930.00 0.00 454,542.77 64,627.00 0.00 519,169.77 
E331.3 STRUCTURES - RECREATION 4.844.14 0.00 0.00 4.844.14 0.00 0.00 4.644.14 
E332.1 DAMS - GENERATION 2,457,878.88 608,368.00 7.282.00 3.058,964.88 4,156.00 824.055.00 3.887,175.88 
E332.2 DAMS - RECREATION 12,262.98 0.00 0.00 12.262.98 0.00 0.00 12.262.98 
E333 TURBINES 8. GENERATORS 1,235.630.15 399.600.00 390.307.00 1,244,923.15 211.977.00 0.00 1.456.900.15 
E334 ACCESSORY EQUIPMENT 454,658.75 7,919,087.00 827,880.00 7.545,865.75 45,376.00 0.00 7.591 .241.75 
E335.1 MISC· GENERATION 199,370.93 79.353.00 2.064.00 276.659.93 68.445.00 0.00 345.104.93 
E335.3 MISC· RECREATION 2.391.66 0.00 0.00 2.391.66 0.00 0.00 2.391.66 
E336 ROADS & BRIDGES 27.508.08 0.00 0.00 27.508.03 0.00 0.00 27,508.08 

TOTAL BLACK EAGLE 5,234.857.67 9,012,338.00 1.227,533.00 13.019.662.67 394,581.00 824,055.00 14.238.298.67 

Plant Balance PPl Additions PPL reUremenls Plant Balance Capitalized Grand Tolal 
___ '_2117/1999 2000 Thru June 2013 bv SDeclfic Plant Svb.·.!2!al AlIOC<ItedCQsts Interest June 2013 

MORONY 

E33O.1 LAND· GENERATION 238,300.02 0.00 0.00 238,300.02 0.00 0.00 238.300.02 
E330.3 LAND· RECREATION 0.00 0.00 0.00 0.00 0.00 0.00 0.00 
E331.1 STRUCTURES - GENERATION 453,238.86 249.816.00 46,946.00 656,108.86 90.435.00 0.00 746.543.86 
E331.3 STRUCTURES · RECREATION 4.443.55 0.00 0.00 4,443.55 0.00 0.00 4.443.55 
E332.1 DAMS - GENERATION 2.862,714.81 726,915.00 0.00 3,589,629.81 5.799.00 1.098.740.00 4,694.168.81 
E332.2 DAMS - RECREATION 0.00 0.00 0.00 0.00 0.00 0.00 0.00 
E333 TURBINES & GENERATORS 1,631,376.47 179.005.00 4,356.00 1.806,025.47 282,636.00 0.00 2.088.661.47 
E334 ACCESSORY EQUIPMENT 834.029.35 12,876,724.00 451.159.00 13.259.594.35 62.596.00 0 .00 13.322.190.35 
E335.1 MISC· GENERATION 175.029.73 554,850.00 19.499.00 710.380.73 91,784.00 0.00 802.164.73 
E335.3 MISC· RECREATION 7,344.66 0.00 0.00 7.344.66 0.00 0.00 7,344.66 
E336 ROADS & BRIDGES 3,929.74 0.00 0.00 3.929.74 0.00 0.00 3,929.74 

TOTAL MORONY 6.210,407.19 14,587,310.00 521 .960.00 20.275.757.19 533.250.00 1,098,740.00 21,907.747.19 

Plant Balance PPLAddltioos PPL reUrements Plant Balance caoltallzed Grand Total 
1&l17l1999 2000 I!:lr!.! June 2013 b:z: ~edfl£ PI!!nl ~ut!.TOlal AIl!i!£a!~ S;;~I§ Inlerest Jun§: ~13 

RAINBOW 

E330.1 LAND· GENERATION 637.078.26 0.00 0.00 637.078.26 0.00 0.00 637,078.26 
E330.3 LAND· RECREATION 3,017.21 0.00 0.00 3,017.21 0.00 0.00 3.017.21 
E331.1 STRUCTURES· GENERATION 2,491,274.36 105.705.580.00 2,607,171.00 105,589,683.36 878,105.00 0.00 106,467,788.36 
E331.3 STRUCTURES - RECREATION 32.973.69 0.00 0.00 32,973.69 0.00 0.00 32.973.69 
E332.1 DAMS - GENERATION 11,864,740.45 18.758.082.00 4.560,725.00 26,062,097.45 56,149.00 10.163,338.00 36,281,584.45 
E332.2 CAMS - RECREATION 7.730.85 0.00 0.00 7.730.85 0.00 0.00 7.730.85 
E333 TURBINES & GENERATORS 1.005.357.87 55,284,396.00 4.070.211.00 52.219.542.87 2.614.390.00 0.00 54.833.932.87 
E334 ACCESSORY EQUIPMENT 617,932.45 8.661,365.00 1.124,251.00 8,155,046.45 599.421.00 0.00 8,754.467.45 
E335.1 MiSe - GENERATION 727.179.70 510,558.00 102,205.00 1,135,532.70 854,118.00 0.00 1,989,650.70 
E335.3 MISC· RECREATION 3.585.61 0.00 0.00 3.585.61 0.00 0.00 3,585.61 
E336 ROADS & BRIDGES 3,791.96 0.00 0.00 3.791.96 0.00 0.00 3.791.96 

TOTAL RAINBOW 17.394.662.41 186.919,981 .00 12.464.563.00 193.850.080.41 5,002.183.00 10,163.338.00 209.015.601.41 



NORTHWESTERN ENERGY - PPL HYDRO ASSETS PURCHASE 

RYAN 

E33O.1 LAND - GENERATION 
E33O.3 LAND - RECREATION 
E331.1 STRUCTURES - GENERATION 
E331.3 STRUCTURES - RECREATION 
E332.1 DAMS - GENERATION 
E332.2 DAMS - RECREATION 
E333 TURBINES & GENERATORS 
E334 ACCESSORY EQUIPMENT 
E335.1 MISC - GENERATION 
E335.3 MISC - RECREATION 
E336 ROADS & BRIDGES 

TOTAL RYAN 

COCHRANE 

E330.1 LAND - GENERATION 
E330.3 LAND - RECREATION 
E331.1 STRUCTURES - GENERATION 
E331.3 STRUCTURES - RECREATION 
E332.1 DAMS - GENERATION 
E332.2 DAMS - RECREATION 
E333 TURBINES & GENERATORS 
E334 ACCESSORY EQUIPMENT 
E335.1 MiSe - GENERATION 
E335.3 MISC - RECREATION 
E336 ROADS & BRIDGES 

TOTAL COCHRANE 

MYSTIC LAKE 

E33O.1 LANO - GENERATION 
E330.3 LAND - RECREATION 
E331 .1 STRUCTURES - GENERATION 
E331.3 STRUCTURES - RECREATION 
E332.1 DAMS - GENERATION 
E332.2 DAMS - RECREATION 
E333 TURBINES & GENERATORS 
E334 ACCESSORY EQUIPMENT 
E335.1 MISC· GENERATION 
E335.3 MISC - RECREATION 
E336 ROADS & BRIDGES 

TOTAL MYSTIC LAKE 

HEBGEN 

E330.1 LAND-GENERATION 
E330.3 ~~REeREATION 

Plant Balance 
1211711999 

1.188.627.38 
7.794.24 

1.184.028.17 
193.403.01 

4.837.052.78 
986.42 

2.082.918.50 
1.615.729.93 

195.241 .18 
26.010.49 
30.734.77 

11.362,526.87 

Plant Balance 
12117/1!;!99 

63.375.56 
0.00 

1.016.037.66 
81.842.60 

5.715.657.99 
0.00 

3.433.574.31 
1.058.744.50 

334,923.01 
167.82 

93,873.65 

11.798.197.30 

Plant Balance 
1ZlHll~l.! 

43.316.88 
0.00 

1.051.906.67 
31.577.79 

10.278.576.03 
3.391 .22 

1.255.491.68 
563,437.39 
128.583.21 

883.95 
1.453.510.70 

14.810.675.52 

51.648.56 
0.00 

PPL Additions PPL retirements 
2000 Thru June 2013 by Specific Plant 

0.00 0.00 
0.00 0.00 

1.007.087.00 48.758.00 
0 .00 0 .00 

1.831.484.00 86.251.00 
0.00 0.00 

6,230.558.00 1.654.224.00 
15.553.613.00 701.892.00 

758.966.00 13.837.00 
0.00 0.00 
0.00 0.00 

25.381 .908.00 2,504.962.00 

PPLAdditions PPL retirements 
20QQThru Jyne 201~ ~ ~11:!l21l!< E!!anl 

0.00 0.00 
0.00 0.00 

42.528.00 0.00 
0.00 0.00 

65.702.00 0.00 
0.00 0.00 

4.458.330.00 669.894.00 
6.714,258.00 375.005.00 

441 .921 .00 3,406.00 
0.00 0.00 
0.00 0.00 

11.722,739.00 1,048.305.00 

PPL Additions PPL retirements 
2ooo!l:!!:!l Jun~ ~13 by S!;!~"'Ils: Planl 

22.899.00 
0.00 

194.821 .00 
0.00 

1.140.292.00 
0.00 

1.428.508.00 
2.624.246.00 
2.520.040.00 

0.00 
0.00 

7.930.806.00 

0.00 
0.00 

0.00 
0.00 

21.191 .00 
0.00 

1.585.00 
0.00 

42.781.00 
350.339.00 

30.381.00 
0.00 
0.00 

446.277.00 

0.00 
0.00 

Plant Balance 
SUb-Total 

1.188.627.38 
7.794.24 

2.142.357.17 
193.403.01 

6.582.285.78 
986.42 

6.659,252.50 
16.467.650.93 

940,370.18 
26.010.49 
30.734.77 

34.239.472.87 

Plant Balance 
Su!2-TQlal 

63.375.56 
0.00 

1.058.565.66 
61.842.80 

5.781.359.99 
0.00 

7.222.010.31 
7.397.997.50 

773.438.01 
167.82 

93.873.65 

22.472.631.30 

Planl Balance 
SU!2-To!S!1 

66.215.86 
0.00 

1.225.536.67 
31.577.79 

11.417.283.03 
3.391.22 

2.641.218.68 
2.837.344.39 
2.618.242.21 

883.95 
1.453.510.70 

22.295.204.52 

51.648.56 
0 .00 

Allocated Costs 

0.00 
0.00 

155.062.00 
0.00 

9.956.00 
0.00 

494.613.00 
107.972.00 
160.229.00 

0.00 
0.00 

927.832.00 

Allocated Costs 

0.00 
0.00 

103.231 .00 
0.00 

6,570.00 
0.00 

282.636.00 
68.877.00 
93.358.00 

0.00 
0.00 

554.672.00 

AllocalS!2 !;;;~!s 

0.00 
0 .00 

867.00 
0 .00 

396.00 
0.00 

282.636.00 
18.624.00 
80,766.00 

0.00 
0.00 

383,289.00 

0.00 
0.00 

Capitalized 
Interest 

0.00 
0.00 
0.00 
0.00 

1.922.794.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 

1.922.794.00 

capitalized 
Jf!te[e~~ _ 

0.00 
0.00 
0.00 
0.00 

1.098.740.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 

1,098.740.00 

capitalized 
InlerS!~1 

0.00 
0.00 
0.00 
0.00 

1.098,740.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 

1.098.740.00 

0.00 
0.00 

Grand Total 
June 2013 

1.188.627.38 
7.794.24 

2.297.419.17 
193,403.01 

8.515.035.78 
986.42 

7.153,865.50 
16.575,622.93 

1.100,599.18 
26.010.49 
30.734.77 

37,090.096.87 

Grand Tolal 
June 2013 

63.375.56 
0.00 

1.161.796.66 
81.642.80 

6.886.669.99 
0.00 

7.504.646.31 
7,466.874.50 

866.796.01 
167.82 

93,873.65 

24..126.043.30 

Grand Total 
J!.!n!l: !?:01~ 

66.215.88 
0.00 

1.226.403.67 
31 ,577.79 

12.516.419.03 
3.391 .22 

2.923.854.68 
2.855.968.39 
2,699.008.21 

883.95 
1,453.510.70 

23.777.233.52 

51.648.56 
0.00 
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NORTHWESTERN ENERGY ~ PPl HYDRO ASSETS PURCHASE 

Plant Balance PPLAddlllons PPL retirements Plant Balance Capitalized Grand Total 
1~FJ1~99 200Q Thl1J June 2013 bX 5eecific Plant !Zu!;!:-Total Allocated Costs In!!ilf!ilst J!.!n~ 2213 

E33l.1 STRUCTURES - GENERATION 20,000.48 100,272.00 0.00 120,272.48 650.00 0.00 120,922.48 
E331.3 STRUCTURES - RECREATION 1,043.50 0.00 0.00 1.043.50 0.00 0.00 1.043.50 
E332.1 DAMS - GENERATION 2,051,sn.27 13.321,707.00 216.00 15.373,168.27 297.00 824.055.00 16.197,520.27 
E332.2 DAMS - RECREATION 6,085.15 0.00 0.00 6,035.15 0.00 0.00 6,085.15 
E333 TURBINES & GENERATORS 0.00 6,399.00 0.00 8.399.00 211,977.00 0.00 220,376.00 
E334 ACCESSORY eQUIPMENT 0.00 0.00 0.00 0.00 13,968.00 0.00 13,968.00 
E33S.1 Mise - GENERATION 45.686.36 17.780.00 0.00 63.466.36 3.740.947.00 0.00 3.804.413.36 
E335.3 MISC· RECREATION 5,473.24 0.00 0.00 5,473.24 0.00 0.00 5.473.24 
E336 ROAOS & BRIDGES 1,043.50 0.00 0.00 1,043.50 0.00 0.00 1.043.50 

TOTAL HEBGEN 2,182,658.06 13.448.158.00 216.00 15.630.600.06 3,967,839.00 824.055.00 20.422.494.06 

Plant Balance PPl Additions PPl retirements Plant Balance Capitalized Grand Total 
1211711999 2000 Th(Y June 2013 b:i Sl!:eclfis;: Plan! §ub·TQ!al Allocated ~Qsts lnl!;!:[§:s! June ~01~ 

MADISON 

E330.1 LAND· GENERATION 827.064.43 0.00 0.00 827.064.43 0.00 0.00 827.064.43 
E330.3 LAND· RECREATION 0.00 0.00 0.00 0.00 0.00 0.00 0.00 
E331.1 STRUCTURES ~ GENERATION 678.273.95 282,822.00 1.865.00 959.230.95 1.083.00 0.00 960,313.95 
E331.3 STRUCTURES· RECREATION 11 ,507.45 0.00 982.00 10.525.45 0.00 0.00 10.525.45 
E332.1 DAMS· GENERATION 14.037,509.53 2,803,784.00 0.00 16,841,293.53 496.00 1.373.424.00 18.215.213.53 
E332.2 DAMS· RECREATION 666.64 0.00 0.00 666.64 0.00 0.00 666.64 
E333 TURBINES & GENERATORS 962,509.15 1,910.793.00 64.376.00 2.808,926.15 353.295.00 0.00 3.162.221.15 
E334 ACCESSORY eQUIPMENT 139,904.02 2.597,097.00 150,392.00 2.566.609.02 23.260.00 0.00 2.609.889.02 
E335.1 MISC· GENERATION 133,302.15 245.266.00 57.925.00 320.645.15 5.884.399.00 0.00 6.205.044.15 
E335.3 MISC· RECREATION 2.088.21 0.00 0.00 2.088.21 0.00 0.00 2.086.21 
E336 ROADS & BRIDGES 587.380.29 0.00 0.00 587.380.29 0.00 0.00 587.380.29 

TOTAL MADISON 17.380.205.82 7.839,764.00 275.540.00 24.944,429.82 6.262.553.00 1.373.424.00 32.580.406.82 

Plant Balance PPL Addltlons PPL retirements Plant Balance Capitalized Grand Total 
1211711999 2000 Thru June 2013 b:i Sl2eciOc Plant §ub~I2!al Allocated Costs Int~r!:::i:1 June 2Q13 

HAUSER 

E330.1 LAND ~ GENERATION 242.223.84 0.00 0.00 242.223.84 0.00 0.00 242.223.84 
E330.3 LAND· RECREATION 0.00 0.00 0.00 0.00 0.00 0.00 0.00 
E331.1 STRUCTURES ~ GENERATION 597.971.20 392.282.00 15,439.00 974.814.20 867.00 0.00 975.681.20 
E331.3 STRUCTURES ~ RECREATION 20.970.27 0.00 0.00 20.970.27 0.00 0.00 20.970.27 
E332.1 DAMS ~ GENERATION 6,471.515.21 3.346.956.00 70.902.00 9.747.569.21 396.00 1.098.740.00 10.846.705.21 
E332.2 DAMS· RECREATION 874.05 0.00 0.00 874.05 0.00 0.00 874.05 
E333 TURBINES & GENERATORS 540.525.75 3.263.747.00 38.448.00 3.765.824.75 282.636.00 0.00 4.048,460.75 
E334 ACCESSORY eQUIPMENT 209.642.73 5,492.931.00 113.182.00 5.589,391.73 18.624.00 0.00 5.608.015.73 
E335.1 MISC ~ GENERATION 308.954.29 69.912.00 28.316.00 350.550.29 4,987.929.00 0.00 5.338,479.29 
E335.3 MISC ~ RECREATION 948.64 0.00 0.00 948.64 0.00 0.00 948.64 
E336 ROADS & BRIDGES 39,494.03 0.00 0.00 39,494.03 0.00 0.00 39,494.03 

TOTAL HAUSER 8.433.120.01 12.565.828.00 266.287.00 20.732,661.01 5.290,452.00 1.098.740.00 27.121.853.01 
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NORTHWESTERN ENERGY - PPL HYDRO ASSETS PURCHASE 

Plant Balance PPL Additions PPL retirements Plant Balance Capitalized Grand Tolal 
12/17/1999 2000 Thru June 2013 by Specific Plant Sub-Total Allocated Costs Interest June 2013 

HOLTER 

E330.1 lAND - GENERATION 221.756.13 0.00 0.00 221.756.13 0.00 0.00 221.756.13 
E330.3 lAND - RECREATION -1.203.75 0.00 0.00 -1.203.75 0.00 0.00 -1.203.75 
E331.1 STRUCTURES - GENERATION 878,300.64 556,676.00 6.357.00 1.426.619.64 650.00 0.00 1.429.269.64 
E331.3 STRUCTURES - RECREATION 34.558.25 0.00 0.00 34.558.25 0.00 0.00 34.558.25 
E332.1 DAMS - GENERATION 5.106.485.01 1.590.735.00 401.472.00 6.295.748.01 297.00 824.055.00 7,120,100.01 
E332.2 DAMS - RECREATION 438.20 0.00 0.00 438.20 0.00 0.00 438.20 
E333 TURBINES & GENERATORS 954.800.83 1.344,960.00 145.429.00 2,154.331.83 211.977.00 0.00 2.366,308.83 
E334 ACCESSORY EQUIPMENT 1.213.935.64 2,024.972.00 318.483.00 2.920.424.64 13.966.00 0.00 2.934.392.64 
E335.1 MISC - GENERATION 256.350.86 24.322.00 13.167.00 267,505.86 3,215.179.00 0.00 3.482.684.86 
E335.3 MISC - RECREATION 2.252.37 0.00 0.00 2,252.37 0.00 0 .00 2.252.37 
E338 ROADS & BRIDGES 5.550.46 0.00 0.00 5,550.46 0 .00 0.00 5.550.46 

TOTAL HOLTER 8.673,224.64 5.541.665.00 884.908.00 13.329.981 .64 3.442.071.00 824.055.00 17.596.107.64 

Plant Balance PPL Additions PPL retirements Plant Balance Capitalized Grand Total 
12117/19~ 2000 Th!],! ~!.!ne 2013 t!y §Q~fic Plant Sub-T2!.al AlIQ!i!!~ ~sts In!!i:r!l!~l June 2013 

THOMPSON FALLS 

E330.1 LAND - GENERATION 643.026.98 65.212.00 0.00 708,238.98 0.00 0 .00 708.238.98 
E330.3 LAND - RECREATION 1.331.64 0.00 0.00 1.331.64 0.00 0.00 1.331 .64 
E331.1 STRUCTURES - GENERATION 28.067,549.06 176.157.00 13.678.00 28,230,028.06 3.466.00 0.00 28.233.494.06 
E331.3 STRUCTURES - RECREATION 28,385.49 0.00 0.00 28.385.49 0.00 0.00 28.365.49 
E332.1 DAMS - GENERATION 6.360.004.59 10.272.272.00 85,567.00 18,546.709.59 1.586.00 4.394.958.00 22.943.253.59 
E332.2 DAMS - RECREATION 6,292.05 0.00 0.00 6.292.05 0.00 0.00 6.292.05 
E333 TURBINES & GENERATORS 23.941.799.30 3.786,296.00 922.640.00 26.605.457.30 1.130.545.00 0.00 27,936,002.30 
E334 ACCESSORY EQUIPMENT 4.649.713.78 3.795.767.00 30.812.00 6.414,668.78 74.495.00 0.00 6.489,163.78 
E335.1 MISC - GENERATION 310.676.71 711.834.00 56.255.00 966,255.71 323.065.00 0.00 1.289.320.71 
E335.3 MISC - RECREATION 1.524.91 0.00 0.00 1.524.91 0.00 0.00 1,524.91 
E336 ROADS & BRIDGES 102.408.11 0.00 0.00 102,403.11 0.00 0.00 102,406.83 

TOTAL THOMPSON FALLS 66.112.712.62 18,807.540.00 1,108.952.00 83.811,300.62 1,533,157.00 4,394.958.00 89,739,414.34 

Plant Balance PPL Add!Uoos PPL retirements Plant Balance capitalized Grand Total 
1~17M:22 2000 Th!J,! Jun!;! 2Q1 ~ t!y S!2llilfi!ii Planl ~u!cTotal Al1ocal~d QQ~ls 'nteres! ~!.!n!i: ~Q13 

KERR 

E330.1 lAND - GENERATION 1.301.967.64 0.00 0.00 1,301.967.64 0.00 0.00 1.301,967.64 
E330.3 LAND - RECREATION 0.00 0.00 0.00 0.00 0.00 0.00 0.00 
E331.1 STRUCTURES - GENERATION 3.142,374.15 78.469.00 796.00 3.220.047.15 2,166.00 0.00 3.222.213.15 
E331.3 STRUCTURES - RECREATION 195.031 .97 0.00 0.00 195,031.97 0.00 0.00 195,081.97 
E332.1 DAMS - GENERATION 6,848.789.84 195.630.00 16.290.00 7.028.129.84 991.00 2.746.849.00 9.775,969.84 
E332.2 DAMS - RECREATION 1.259.28 0.00 0.00 1.259.28 0.00 0.00 1,259.28 
E333 TURBINES & GENERATORS 7,152.598.03 9.112.937.00 772.303.00 15.493,232.03 706.592.00 0.00 16.199,824.03 
E334 ACCESSORY EQUIPMENT 1.144.939.50 565.670.00 59.469.00 1.651,140.50 46.559.00 0.00 1.697.699.50 
E335.1 MISC - GENERATION 357.987.52 20.234.677.00 21,327.00 20.571,337.52 201,915.00 0.00 20.773.252.52 
E335.3 MISC - RECREATION 10.361 .84 0.00 0.00 10.361.84 0.00 0.00 10.361 .84 
E336 ROADS & BRIDGES 803,635.67 0.00 0.00 803,635.87 0.00 0.00 803,635.87 

TOTAL KERR 20,958,995.64 30,187.383.00 870.185.00 50.276,193.64 958,223.00 2.746.849.00 53.981.265.64 

~ f\ ") 
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NORTHWESTERN ENERGY ~ PPL HYDRO ASSETS PURCHASE 

Plant Balance PPlAdditions PPL retirements 
12/17£1999 2000 Thru June 2013 by SI2!:lclflc Planl 

E330.1 LAND - GENEMTION 5,850,085.01 88,111.00 0.00 
E330.3 LAND - RECREATION 10.939.34 0.00 0.00 
E331.1 STRUCTURES - GENERATION 40,029.567.97 108.792.440.00 2.762.201 .00 
E331.3 STRUCTURES - RECREATION 640.631 .91 0.00 982.00 
E332.1 DAMS - GENERATION 80,892,602.39 54,661,927.00 5,230.290.00 
E332.2 DAMS - RECREATION 39.986.84 0.00 0.00 
E333 TURBINES & GENERATORS 44,196,582.04 87,407,531.00 8,774,969.00 
E334 ACCESSORY EQUIPMENT 12,502,668.04 68,825,930.00 4,502,864.00 
E335.1 MISC - GENERATION 3,173,285.65 26,169,461.00 346,362.00 
E335.3 MiSe - RECREATION 63.033.40 0.00 0.00 
E336 ROADS & BRIDGES 3.152.861.16 0 .00 0 .00 

TOTAL HYDRO PlANTS 190.552.243.75 345.945.420.00 21.619.688.00 

E303 INTANGIBLE PLANT - KERR 63.853.971 .00 0.00 0.00 

GRANO TOTAL 254.406.214.75 345.945.420.00 21 .619.688.00 

Plant Balance 
Sub-TQlal Allocal!i!2 ~QSls 

5,938.196.01 0.00 
10.939.34 0.00 

146,059,806.97 1,301,209.00 
639.649.91 0.00 

130,324,239.39 67.089.00 
39.986.84 0.00 

122,829,144.04 7.065.910.00 
76,625,734.04 1,093,760.00 
28,994,384.65 19.702.134.00 

63,033.40 0.00 
3,152.861 .16 0.00 

514.877.975.75 29,250,102.00 

63.853.971 .00 0.00 

578.731.946.75 29.250,102.00 

Capitalized 
InlereSj 

0.00 
0.00 
0.00 
0 .00 

27.468.488.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 

27.468,488.00 

0.00 

27.466.468.00 

Grand Total 
June 2Q1~ 

5,938.196.01 
10,939.34 

147,361,015.97 
639.649.91 

157.879,816,39 
39.986.84 

129,895,054 .04 
77.919,494.04 
48.696,518.65 

63.033.40 
3,152.859.88 

571.596.564.47 

63.853,971 .00 

635.450.535.47 

~ 
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NORTHWESTERN ENERGY - MONTANA ELECTRIC PPL HYDRO ASSETS PURCHASE 
ALLOCATION OF HYDRO COMMON COSTS 

PLANT BALANCE COMMON 
SUB-TOTAL 2013 PERCENTAGE COSTS 

TOTAL BLACK EAGLE 13,019,662.67 5% 107,114 
TOTAL MORONY 20,275,757.19 7% 149,960 
TOTAL RAINBOW 193,850,080.41 68% 1,456,757 
TOTAL RYAN 34,239,472.87 12% 257,075 
TOTAL COCHRANE 22,472,631.30 8% 171,383 
SUB-TOTAL GREAT FALLS 283,857,604.44 100 2,142,289 

TOTAL HEBGEN 15,630,600.06 21% 3,680,372 
TOTAL MADISON 24,944,429.82 33% 5,783,443 
TOTAL HAUSER 20,732,661.01 28% 4,907,161 
TOTAL HOLTER 13,329,981.64 18% 3,154,604 
SUB-TOTAL MISSOURI MADISON 74,637,672.53 100 17,525,580 

TOTAL MYSTIC LAKE 22,295,204.52 
TOTAL THOMPSON FALLS 83,811,300.62 
TOTAL KERR 50,276,193.64 

TOTAL HYDROS 514,877,975.75 

Plant Balance COMMON 
SUB-TOTAL 2013 PERCENTAGE COSTS 

TOTAL BLACK EAGLE 13,019,662.67 3% 287,467 
TOTAL MORONY 20,275,757.19 4% 383,289 
TOTAL RAINBOW 193,850,080.41 37% 3,545,428 
TOTAL RYAN 34,239,472.87 7% 670,756 
TOTAL COCHRANE 22,472,631.30 4% 383,289 
TOTAL HEBGEN 15,630,600.06 3% 287,467 
TOTAL MADISON 24,944,429.82 5% 479,112 
TOTAL HAUSER 20,732,661.01 4% 383,289 
TOTAL HOLTER 13,329,981.64 3% 287,467 
TOTAL MYSTIC LAKE 22,295,204.52 4% 383,289 
TOTAL THOMPSON FALLS 83,811,300.62 16% 1,533,157 
TOTAL KERR 50,276,193.64 10% 958,223 

TOTAL HYDROS 514,877,975.75 100 9,582,233 

TABLE 3 

r n 

TABLE 1 

TABLE 2 

CAPITALIZED 
PPLINTEREST 

824,055 
1,098,740 

10,163,338 
1,922,794 
1,098,740 

824,055 
1,373,424 
1,098,740 

824,055 
1,098,740 
4,394,958 
2,746,849 

27,468,488 

TABLE 3 
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Transmission 

75-24 
75-25 
75-26 
75-27 
80-23 
65-21 
9J.03-88 
93-06-105 
93"()2-40 
93-02-52 
93-02-60 
02-41-27 
Sub-total Transmission 

Step-up transformers 
Black EaQle 
Mo""" 
Rainbow 
Rvan 
Cochrane 
Mvstic lake 
Madison 
Hauser 
Holter 
Thompson Ffalls 
Kerr 
SUb-total StelHlPS 

Grand Total 

75-24 
75-25 
75-26 
75-27 
80-23 
65-21 
93-03-88 
93-06-105 
93-02-40 
93-02-52 
93-02-60 
02-41-27 

350 1Q 350.20 352.00 

417.50 

712.20 271.40 
240.60 

4.684.86 

79.65 

1.129.70 512.00 4.764.51 

0.00 0.00 0.00 

1,129.70 512.00 4,764.51 

100kV H-FRAME RYAN PLT - RAINBOW 
100kV H-FRAME RAINBOW PL T - RAINBOW SWVO 
100kV H-FRAME MORONY PLT - RAtNBOW SWYD 
100kV H-FRAME COCHRANE PL T - RAINBOW SWYD 
50kV SINGLE POLE MYSTIC LAKE - BILLINGS 
100kV STEEL TOWER MADISON PLT - BUTTE 
LINE CREEK SWITCHYARD 
BRADLEY CREEK SWITCHYARD 
BLACK EAGLE SUB 
RYAN SUB 
COCHRANE SUB 
MORONY CAMP SUB 

n ~ 
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NORTHWESTERN ENERGY • PPL HYDRO ASSETS PURCHASE 
TRANSMISSION DATA ORIGINAL COST BAlANCES AS OF 1211711999 

3~.OO 354.10 355.10 355.22 ~56.00 362.02 389.60 327.20 Total 

45,063.16 961.11 39.127.44 724.30 86.a93.51 
1.843.58 2.151.51 1.313.33 5,308.42 

51.754.76 1.930.70 52.251.94 1.055.16 91.039.39 199,015.55 
1.629.37 27.880.00 643.71 46,444.65 76,838.33 

58.575.56 15,281.49 73,857.05 
4,911.14 5.301.34 10.212.48 

73.592.78 73,592.78 
85.275.59 85,275.59 

4.684.86 
13,505.68 13.505.68 

65,849.24 65.928.89 
14 1 ~!:!.90 4 595.8~ 18751.73 

172.374.05 1.629.37 204.184.10 3.535.52 165.754.20 65,849.24 1.055.16 93,077.02 713.864.87 

186.899.19 186.899.19 
256.677.62 256.677.62 
115.490.30 115.490.30 
267.618.09 267.618.09 
179.171.35 179.171.35 
186.954.70 186.954.70 
196.282.48 196.282.48 
184.134.24 184. 134.24 

1.352.937.29 1.352.937.29 
1.822.896.04 1,822,896.04 
1 487785.22 1 4§7 785.22 
6,236.846.52 0.00 0.00 0.00 0.00 0.00 0.00 0.00 6,236.846.52 

6.409,220.57 1,629.37 204,184.10 3,535.52 165.754.20 65.849.24 1.055.16 93.077.02 6.950,711.39 
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NORTHWESTERN ENERGY· MONTANA ELECTRIC PPL HYDRO ASSETS PURCHASE 

Allocated Common Costs 
Plant Balance PPl Additions PPL Retirements Great Falls Missouri 

12117/1999 2000 Thru June 2013 Plants Madison All H~ro's 

TOTAL BLACK EAGLE 5,234,857.67 9,012,338.00 1,227,533.00 107,114 287,467 
TOTAL MORONY 6,210,407.19 14.567,310 .00 521,960.00 149,960 383,289 
TOTAL RAINBOW 17,394,662.41 168,919,981.00 12,464,563.00 1,456,757 3,545,428 
TOTAL RYAN 11.362,526.87 25,381,908.00 2,504,962.00 257,075 670,756 
TOTAL COCHRANE 11,798,197.30 11,722,739.00 1,048,305.00 171,383 363,289 
TOTAL MYSTIC LAKE 14,810,675.52 7,930,806.00 446,277.00 383,289 
TOTAL HEBGEN 2,182,658.06 13,448,158.00 216.00 3,680,372 287,467 

TOTAL MADISON 17,380,205.82 7,839,764.00 275,540.00 5,783,443 479,112 
TOTAL HAUSER 8,433,120.01 12,565,828.00 266,287.00 4,907,161 383,289 
TOTAL HOLTER 8,673,224.64 5,541,665.00 884,908.00 3,154,604 287,467 
TOTAL THOMPSON FAllS 66,112,712.62 18,807,540.00 1,108,952.00 1,533,157 

TOTAL HYDROS - (EXCLUDING KERR) 169,593,248.11 315,758,037.00 20,749,503.00 2,142,289 17,525,580 8,624,010 

TRANSMISSION LINES 713,864.87 0.00 0.00 0.00 0.00 0.00 
STEP·UP TRANSFORMERS· (EX KERR) 4,749,061.30 0.00 0.00 0.00 0.00 0.00 

TOTAL TRANSMISSION 5,462,926.17 0.00 0.00 0.00 0.00 0.00 

SUB-TOTAL PLANT 175,056,174.28 315,758,037.00 20,749,503.00 2,142,289.00 17,525,580.00 8,624,010.00 

TOTAL KERR HYDRO 20,958,995.64 30,187,383.00 870,185.00 958,223 
TOTAL KERR STEP·UP TRANSFORMER 1,487,785.22 0.00 0.00 0.00 
TOTAL KERR INTANGIBLE 63 f.l:53,970.78 0.00 0.00 

TOTAL KERR 86,300,751.64 30,187,383.00 870,185.00 958,223.00 

PURCHASE PRICE ADJUSTMENT TO KERR 

NET KERR 

ELECTIC PLANT SUBTOTAL 

ACQUISITION ADJUSTMENT 

GRAND TOTAL 261,356,925.92 345,945,420.00 21,619,688.00 2,142,289.00 17,525,580.00 9,582,233.00 

Note - PPllncluded aU of the plant activity associated with the transmission lines and step-up transformers in the hydro accounts. 
Therefore the transmission plant balance at 12/17/1999 remains unchanRed throus:lh 2013. 

Capitalized 
Interest 

824,055 
1,098,740 

10,163,338 
1,922,794 
1,098,740 
1,098,740 

824,055 
1,373,424 
1,098,740 

824,055 
4,394,958 

24,721,639 

0.00 
0 .00 

0.00 

24,721,639.00 

2,746,849 
0.00 

2,746,849.00 

27,468,488.00 

~ 
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Plant Balance 
June 2013 

14,238,298.67 
21,907,746.19 

209,015,603.41 
37,090,097.67 
24,126,043.30 
23,777,233.52 
20,422,494.06 
32,580,408.82 
27,121,851.01 
17,596,107.64 
89,739,414.34 

517,615,296.83 

713,864.87 
4,749,061.30 

5,462,926.17 

523,078,225.00 

53,981,265.64 
1,487,785.22 

63,853,970.78 
119,323,021.64 

-89,323,021.64 

30 000 000.00 

553,078,225.00 

346,921,775.00 

900,000,000.00 
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NorthWestern Energy 
PPL HYDRO ASSETS PURCHASE 

Docket 02013.12.85 
Plant Balance and Annual Book Depreciation - Statement I 

Plant Balance Less Kerr Depreciation Base 
12/31/2013 12/31/2013 12/31/2013 Accrual % 

E303 Intangible Plant - Kerr 63,853.971 6:1.853,971 0 0.0000 

E330.1 Land 5,938,196 1.301,968 4,636,228 0.0000 
E330.2 Land Rights 10.939 0 10,939 0.0000 
E331.1 Structures - Generation 147,361.016 3,222.213 144,138.803 0.0250 
E331.3 Stru ctures - Recreation 639.650 195.082 444,568 0.0250 
E332.1 Dams - Generation 157,879,816 9,775,970 148,103,846 0.0250 
E332.2 Dams - Recreation 39,987 1,259 38,728 0.0250 
E333 Turbines & Generators 129,895,054 16,199,824 113,695,230 0.0250 
E334 Accessory Equipment 77,919,494 1,697,700 76,221,794 0.0250 
E335.1 Mise - Generation 48,696,519 20,773,252 27,923,267 0.0250 
E335.3 Mise - Recreation 63,033 10,362 52,671 0.0250 
E336 Roads & Trails 3,152,861 803,636 2,349,225 0.0250 

Total Hydro Generation 571,596,565 53,981,266 517,615,299 

E350.1 Land 1,130 0 1,130 0.0000 
E350.2 Land Rights 512 0 512 0.0171 
E352 Structures 4,765 0 4,765 0.0202 
E353 Substation Equipment 6,409,221 1,487,785 4,921,436 0.0220 
E354.1 Towers 1,629 0 1,629 0.0253 
E355 Poles 204,184 0 204,184 0.0455 
E355.2 Clearing Land 3,535 0 3,535 0.0216 
E356 Conductor 165,754 0 165,754 0.0188 
E362 Substation Equipment 65,849 0 65,849 0.0231 
E389.6 Land 1,055 0 1,055 0.0000 
E397.2 Communication 93,077 0 93,077 0.0667 

Total Transmission 6,950,711 1,487,785 5,462,926 

Total1ntangible, Hydro & Transmission 642,401,247 119,323,022 523,078,225 

Acquisition Adjustment 257,598,753 -89,323,022 346,921,775 40 Years 

Grand Total 900,000,000 30,000,000 870,000,000 

Note - Hydro accounts depreciated alief 40 years = 2.5 % rate - Transmission accrual rates are from the 2012 Montana Depreciation Study 

r---., 
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2014 Accrual 

0 

0 
0 

3,603,470 
11.114 

3,702,596 
968 

2,842,381 
1,905,545 

698,082 
1,317 

58,731 

12,824,203 

0 
9 

96 
108,272 

41 
9,290 

76 
3,116 
1,521 

0 
6,208 

120,901 

12,945,104 

8,673,044 

21,618,148 
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2 Q. 

3 A. 

4 

5 

6 Q. 

7 A. 

8 

9 Q. 

10 A. 

11 

12 

13 
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18 
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20 
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Witness Information 

Please state your name and business address. 

My name is Patrick J. DiFronzo. I work at 40 East Broadway, Butte MT 

59701. 

By whom are you employed and in what capacity? 

I am NorthWestern Energy's ("NorthWestern") Manager of Regulatory Affairs. 

Please summarize your education and employment experience. 

I graduated from Montana State University with a Bachelor of Science Degree 

in Accounting in 1981. In August 1983, I completed the requirements to 

become a Certified Public Accountant. I have also attended several rate

related courses since my employment at NorthWestern, which commenced in 

July 1984. 

The first position I held was Accountant in the Income Tax Department, from 

1984 through 1989. During this time frame I worked on several Montana 

Public Service Commission ("MPSC" or "Commission") and Federal Energy 

Regulatory Commission ("FERC") rate filings preparing tax statements and 

exhibits. I then spent a year in the Regulatory Affairs Department as part of a 

cross-training program learning more about cost of service and other 

regulatory matters. After this, I transferred into Internal Aud iting where I spent 

the next six years working on various financial and information system control 
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10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

Q. 

A. 

Q. 

A. 

audits. In 1996, I transferred into the Financial Resources Department as a 

Senior Analyst. In the Financial Resources Department I prepared annual 

and forecasted business plans for NorthWestern and performed various 

financial analyses. In May of 1999, I was promoted to Manager of Treasury 

Services. In the Treasury Department, I worked on several Commission and 

FERC rate filings preparing cost of capital statements and exhibits. In 

October of 2000, I accepted a position in the Regulatory Affairs Department 

as a Senior Analyst. In December of 2003, I was promoted to Manager of 

Regulatory Affairs. 

What are your responsibilities as Manager of Regulatory Affairs? 

I am the manager in charge of state and federal regulatory activities for 

NorthWestern in Montana. In my present role, among other things, I 

participate in the preparation and/or consideration of the testimony, exhibits, 

and work papers in NorthWestern's proceedings before the Commission and 

FERC. 

Purpose of Testimony 

What is the purpose of your testimony in this proceeding? 

My testimony: 

1. Presents the development of the Generation Asset Cost of Service ("Test 

Period Revenue Requirement") associated with NorthWestern's purchase 
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1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 Q. 

14 

15 A. 

16 

17 Q. 

18 

19 A. 

20 

21 

22 

23 

of 11 hydroelectric generating facilities and related assets (the HHydrosH) 

from PPL Montana, LLC ("PPLMH); 

2. Discusses the Hydros derivation of rates and presents the customer bill 

impact based on the Test Period Revenue Requirement; 

3. Discusses my involvement in the valuation process and the use of the first 

year revenue requirement from the Long-term 3D-year Revenue 

Requirement Model (HL T Rev Req ModelH) to estimate rate impacts to 

customers using the First Year Rate Impact Model; and 

4. Discusses the recovery of future Hydros costs, including Hydros property 

tax expense in NorthWestern's annual Electric Property Tax Tracker filing. 

The Hydros Revenue Requirement 

Did you calculate a 2014 test period Revenue Requirement for the 

Hydros? 

Yes, the test period Revenue Requirement amount is $128,402,190. 

Have you prepared an exhibit that presents the calculation of the 

Hydros Revenue Requirement for 2014? 

Yes, Exhibit_(PJD-1) reflects the Revenue Requirement. Page 1 of this 

Exhibit presents a line-by-line summary of the return and cost of service 

elements that make up the revenue requirement, followed by work papers 

further supporting these line items. 
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14 
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18 
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20 

21 
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23 
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Q. 

A. 

What methodology was used to develop the Hydros Cost of Service or 

Revenue Requirement? 

Montana law defines Generation Asset Cost of Service as: " . .. construction, 

administration, operation, and maintenance of a plant or equipment owned or 

leased by a public utility and used for the production of electricity." § 69-8-

103(13), MCA. Based on this statutory definition and this Commission's 

practices related to utility-owned assets, the standard regulated revenue 

requirement formula used to develop the Hydros Revenue Requirement is: 

RR = [(AC - D) * RoR] + E 

Where: RR = Revenue Requirement 

AC = Asset Cost 

D = Accumulated Depreciation adjusted for Deferred Income 

Taxes 

RoR = Allowed Rate of Return 

E = Expenses (i.e., Operation and Maintenance, 

Administrative and General, Depreciation, Taxes Other 

than Income and Income Taxes) 

The Cost of Service or Standard Test Period Revenue Requirement Model 

("Cost of Service Model") attached as Exhibit_(PJD-1) is used to perform 

this computation. The detailed elements of the above equation as they relate 

to the Hydros are explained below. 

PJD-5 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

Q. 

A. 

Q. 

A. 

Q. 

Detailed Hvdras Revenue Requirement Elements 

Please identify each Cost of Service element on page 1 of 

Exhibit_(PJD-1 ). 

Identification of each cost of service element is included below, and 

supporting detail is included on the work papers behind page 1 of 

Exhibit_(PJD-1 ). 

Please identify the asset value of the Hydros in the Revenue 

Requirement computation. 

Referring to the Electric Utility Plant in Service section on page 1 of 

Exhibit_(PJD-1) lines 10 through 12, the total electric plant amount is 

$900,000,000, which is made up of $553,078,225 of electric plant1 and 

$346,921,775 acquisition adjustment. The supporting detail for these 

amounts is shown on page 9 of Exhibit_(PJD-1). The Prefiled Direct 

Testimony of Kendall G. Kliewer ("Kliewer Direct Testimony") provides an 

explanation of NorthWestern's accounting requirements in regard to this 

acquisition and the determination of these values. 

Please describe the Accumulated Depreciation on line 15 of 

Exhibit_(PJD-1) page 1. 

I This amount includes $523,078,225 of electric depreciable assets reflected on Exlribit_cPJD- l ) page 9, 
column H, line 42 plus $30,000,000 for Kerr. 
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1 A. The computation of depreciation is addressed in the Kliewer Direct 

2 Testimony. The depreciation accrual computation is reflected on page 9 of 

3 Exhibit_(PJD-1), and the accumulated year-end balance and 13-month 

4 average is shown on page 3 of that exhibit. 

5 

6 Q. Please describe the Deferred Income Taxes - Accelerated Tax 

7 Depreciation on line 20. 

8 A. As explained in the Kliewer Direct Testimony, this rate base adjustment 

9 reflects the deferred income taxes resulting from the difference between book 

10 and tax depreciation. See pages 9 and 10 of Exhibit_(PJD-1) for the 

11 computation of book and tax depreciation, respectively; page 2, lines 76 

12 through 82 shows the deferred tax computation. The 13-month average is 

13 shown on page 3. 

14 

15 Q. Please describe the Net Operating Loss (UNOL") Deferred Tax Liability 

16 on line 21. 

17 A. 

18 

The computation of this rate base adjustment is shown on page 2, lines 84 

through 93 of Exhibit_(PJD-1); this deferred tax liability is described in the 

19 Kliewer Direct Testimony. The 13-month average is shown on page 3. 

20 

21 Q. Please describe the computation of Working Capital associated with the 

22 Gross Cash Requirements on line 25. 
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1 A. The gross cash requirement computation is reflected on page 4 of 

2 Exhibit_(PJD-1). The Kliewer Direct Testimony provides explanation 

3 regarding this computation. 

4 

5 Q. Please describe how the Total Year End Rate Base on line 27 in Column 

6 D was derived. 

7 A. The Total Year End Rate Base was derived by taking the Total Electric Plant 

8 amount on line 12, minus the accumulated depreciation on line 15, minus the 

9 customer-contributed capital amount on line 22 plus the gross cash 

10 requirements on line 25. 

11 

12 Q. Please describe how the 13-Month Average Rate Base on line 27 in 

13 Column F was derived. 

14 A. This value represents the total of the 13-month average, for the period from 

15 December 2013 through December 2014, of the rate base items shown in 

16 Column D, lines 14, 16, 22, and 25. This figure is hypothetical in that the time 

17 period for which it is computed has yet to occur. 

18 

19 Q. Please describe the Rate of Return on line 29 of page 1. 

20 A. The computation of the 7.14% rate of return is shown on page 5. The Prefiled 

21 Direct Testimony of Brian B. Bird ("Bird Direct Testimony") provides 

22 explanation of the rate of return and support for its components. 

23 
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1 Q. Please describe how the Authorized Return on page 1, line 31 was 

2 developed. 

3 A. The authorized return is computed by multiplying the 13-Month Average Rate 

4 Base, Column F, line 27, by the rate of return of 7.14% on line 29. 

5 

6 Q. Please describe the Operation and Maintenance (HO&M" ) Expense on 

7 line 34 of page 1. 

8 A. This represents the estimated annual costs to operate and maintain the 

9 Hydros. The Prefiled Direct Testimony of Joseph M. Stimatz ("Stimatz Direct 

10 Testimony") provides an explanation of the source of these expenses. The 

11 O&M test period expense amounts were allocated by FERC account based 

12 on the 9 months of actual and 3 months of forecasted costs from PPLM's 

13 2013 expenses. The test period expenses are detailed on Exhibit_(PJD-1) 

14 page 6. 

15 

16 Q. Please describe the Administrative and General (HA&G" ) Expense on 

17 line 35 of page 1. 

18 A. This represents the estimated annual A&G costs including A&G labor, 

19 employee benefits, and insurance costs relating to the Hydros operations. 

20 The test period expenses are detailed on Exhibit_(PDJ-1 ) page 6. The 

21 Prefiled Direct Testimony of Travis E. Meyer ("Meyer Direct Testimony" ) 

22 

23 

provides further explanation of these A&G costs. 
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1 Q. 

2 A. 

3 

4 

5 

6 

7 Q. 

8 A. 

9 

10 

11 Q. 

12 

13 A. 

14 

15 

16 

17 

18 Q. 

19 

20 A. 

21 

22 

23 

Please explain the Depreciation entry on page 1, line 36. 

This represents the first-year depreciation expense under NorthWestern's 

ownership and was developed as described in the Kliewer Direct Testimony. 

The depreciation accrual computation is reflected on Exhibit_(PJD-1) page 

9, Column L. Line 46 reflects the total Depreciation Expense for the test year. 

Describe the Property Taxes included on page 1, line 37. 

The Kliewer Direct Testimony describes the property tax computation. The 

computation details are reflected on page 12 of Exhibit_ (PJD-1). 

What are the Other Taxes included with Property Taxes on page 1, line 

37? 

Other Taxes include the Electrical Energy License Tax and Wholesale Energy 

Transaction tax. The Kliewer Direct Testimony also supports and describes 

the derivation of these Other Taxes which are shown on Exhibit_(PJD-1) 

page 12. 

What are the Montana Consumer Counsel (" MCC" ) and MPSC taxes on 

page 1, line 38 and how were they computed? 

The MCC and MPSC taxes are levied by the Montana Department of 

Revenue and fund the operation of these agencies. These taxes were 

computed based on the latest tax rates from October 1, 2013, approved in 

Commission Order Nos. 7313 and 7314. These tax rates are applied to the 
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1 Total Revenue Requirement which is shown on page 1, line 44 to derive the 

2 amount of taxes. These taxes are included in the Total Revenue 

3 Requirement amount on line 44. 

4 

5 Q. 

6 A. 

7 

8 

9 

10 Q. 

11 A. 

What are the Revenue Credits included on page 1, line 39? 

The revenue credits represent the sale of excess generation. This figure is 

derived on Exhibit_(PJD-1), pages 7 and 8, and is further supported in the 

Stimatz Direct Testimony. 

Describe the Deferred Income Taxes on page 1, line 40. 

This reflects the level of Deferred Income Taxes resulting from the timing 

12 difference between book and tax depreciation and the NOL. This figure is 

13 derived on Exhibit_(PJD-1) page 2, lines 76 to 95 and is supported in the 

14 Kliewer Direct Testimony. 

15 

16 Q. Please describe the computation of Current Income Taxes shown on 

17 page 1, line 41. 

18 A. 

19 

Current federal and state income tax rates are used to compute income taxes 

for this filing. The details of the income tax calculations are shown on lines 48 

20 through 74 on page 2. The Kliewer Direct Testimony discusses these tax-

21 related computations. 

22 

23 Q. What is the Total Cost of Service on page 1, line 42? 
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1 A. 

2 Q. 

3 A. 

This is the total of the expenses shown on page 1, lines 34 through 41. 

What is the Total Revenue Requirement shown on page 1, line 44? 

This total includes the Total Cost of Service plus the Authorized Return 

4 shown on page 1, line 31. 

5 

6 The Hydros Derivation of Rates 

7 Q. 

8 

9 A. 

10 

11 

When does NorthWestern propose that Electricity Supply rates be 

adjusted to include the approved Hydros Revenue Requirement? 

NorthWestern proposes that the electric supply rates be adjusted to 

implement the approved Hydros Revenue Requirement in conjunction with 

the most practical monthly electricity supply tracker filing made subsequent to 

12 the Commission's order in this docket. 

13 

14 Q. 

15 

16 A. 

What are the loads NorthWestern proposes to use to compute and 

implement final rates following a Commission order in this docket? 

NorthWestern proposes to use forecasted loads included in the monthly 

17 electricity supply tracker filing in which the approved Revenue Requirement is 

18 first implemented into rates. These same forecasted loads would be used to 

19 compute rates until such time as there is an updated Revenue Requirement 

20 approved by the Commission. 

21 

22 Q . Has NorthWestern computed illustrative rates as part of this filing? 
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1 A. Yes. Refer to Exhibit_(PJD-2). Page 1 of this exhibit summarizes the 

2 estimated total electricity supply rates that include the Hydros. The fixed 

3 rates for the Hydros are based on the total Revenue Requirement as reflected 

4 on Exhibit_(PJD-1) page 1, line 44, and forecasted loads fram 

5 NorthWestern's November 2013 monthly electric supply tracker filing (see 

6 Docket No. D2013.7.53). The derivation of the estimated Hydras fixed rates 

7 is shown on page 2. The rates for Colstrip Unit 4, Dave Gates Generating 

8 Station and Spion Kop Wind Generation Facility shown on page 1 are fram 

9 the November 2013 monthly electric supply tracker filing. The electric supply 

10 rates shown in Column D of page 1 have been adjusted to reflect the impact 

11 of the Hydros on spot purchases as well as the associated termination of 

12 certain PPLM supply contracts as shown on page 3. The electricity supply 

13 costs shown on page 3 reflect the estimated costs for the period October 

14 2014 through September 2015. The Stimatz Direct Testimony provides 

IS further support for estimated electricity supply costs. NorthWestern's current 

16 electric supply rates for November 2013, which are used for comparative 

17 purposes, are shown on page 7. 

18 

19 Q. Has NorthWestern computed rate impacts of this transaction to 

20 customers as part of this filing? 

21 A. Yes. Refer to Exhibit_(PJD-3). This illustrates the bill impact to residential 

22 electric customers based on NorthWestern's November 2013 monthly 
I 

PJD-13 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

Q. 

A. 

Q. 

A. 

Q. 

A. 

electricity supply tracker filing. This bill impact is based on using the Revenue 

Requirement as reflected in Exhibit_(PJD-1) page 1, line 44. 

Valuation Process 

Were you involved in the modeling that supported the hydro assets 

market evaluation described in the Bird Direct Testimony? 

Yes. As described by Mr. Bird, I used the first year revenue requirement from 

the L T Rev Req Model described and supported in the Meyer Direct 

Testimony to estimate rate impacts to customers using the First Year Rate 

Impact Mode/. 

What were the results? 

The valuation revenue requirement from the L T Rev Req Model resulted in an 

estimated 6% increase to the total bill for the typical residential electric 

customer for the first year compared to current rates at July 2013. Refer to 

Exhibit_(PJD-4) for the First Year Rate Impact Mode/. 

The bill impact for the typical residential electric customer on 

Exhibit_(PJD-3) is estimated to be approximately 4.2%. Why is that bill 

impact lower than the bill impact shown on Exhibit_(PJD-4)? 

As discussed previously in my testimony, Exhibit_(PJD-3) is based on the 

Revenue Requirement proposed in this filing. The proposed Revenue 

Requirement is lower than the valuation first year Revenue Requirement, and 
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23 

Q. 

A. 

Q. 

A. 

a lower revenue requirement produces a lower rate impact. As described in 

the Meyer Direct Testimony, the difference in the revenue requirement is a 

result of further refinements to the revenue requirement computation based 

on knowledge gained by NorthWestern subsequent to the valuation. 

Additionally, the computation methodology used to compute the revenue 

requirement in the L T Rev Req Model is a slightly simplified version of the 

more detailed approach used to compute the proposed Revenue 

Requirement. The primary differences and the related impacts are addressed 

in the Meyer Direct Testimony. 

Treatment of Future Hydros Costs 

Are there future Hydros costs, in addition to those presented in this 

filing, that will likely be incurred and included in future electric energy 

supply rates? 

Yes, future costs will include the normal course of business activities, 

including, for example, expenses and capital costs related to maintenance, 

future plant additions, inflationary cost adjustments, increased property taxes, 

and other increased costs. 

How would future costs like these or others be included in the Hydros 

cost of service? 

As described below, the annual state and local tax expense, excluding 

income lax adjustments, will be addressed in the annual Electric Tax Tracker 
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2 

3 

4 

5 Q 

6 A. 

7 

8 

9 

10 

11 

12 

13 

14 Q. 

15 A. 

filing . All other changes in the cost of service for the Hydros would be 

included in future revenue requirement filings. 

Property Tax Expense Treatment 

How would future adjustments in property tax expense be recovered? 

As provided by statute and Commission order, 60% of the annual state and 

local tax change will be included in NorthWestern's annual Electric Property 

Tax Tracker filing. When future Hydros Revenue Requirement filings are 

made, 100% of the then-current property tax expense will be included in the 

cost of service, establishing a new base to be used in subsequent property 

tax tracker filings. This is the process currently used in NorthWestern's 

property tax tracker and Delivery Services revenue requirement filings. 

Does this conclude your testimony? 

Yes, it does. 
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8 Descri~tion 

9 Electric Ut il ity Plant in Service 
10 Electric Plant 
11 Acquisition Adjustment 
12 Total Electric Plant 
13 
14 Less: 
15 Accumulated Depreciation 
16 Total Net Plant 
17 
18 Less: Customer Contributed Capital 
19 Deferred Income Taxes 
20 Accelerated Tax Depreciation Deferred Tax Liability 
21 NOL Deferred Tax Liablity 
22 Total Customer Contributed Capital 
23 
24 Plus: Working Capital 
25 Gross Cash Requirements 
26 
27 Total Year End Rate Base 

28 
29 Rate of Return 
30 
31 Authorized Return (Avg. Rate Base ' Rate of Return) 
32 
33 Cost of Service: 
34 Operation & Maintenance ExpHnse 
35 Administrative and General Expense 
36 Depreciation 
37 Property & Other Taxes 
38 MPSC & MCC Revenue Tax 0.53% 
39 Revenue Credits 
40 Deferred Income Taxes 
41 Current Income Taxes 
42 Total Cost of Service 
43 
44 Total Revenue Requ irement 

45 I 

J :\Exhibit_( PJ D-1 L Hydro Assets 

1 

$ 

$ 

$ 

$ 
$ 
$ 

$ 

1$ 

$ 

I 

Exhibit_(PJD-1 ) 
Docket No. D2013.12.85 

Page 1 of 12 
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2014 
Year End 13-Month Ave 

553,078,225 $ 553,078,225 
346,921,775 346,921,775 
900,000,000 $ 900,000,000 

21,618, 148 10,809,074 
878,381,852 $ 889,190,926 

3,791,369 $ 1,895,684 
21,943,007 $ 10,971 ,503 
25,734,375 $ 12,867,1 88 

(10,339,304 $ (10,339,304 

842,308,172 $ 865,984,434 

7.14% 

$ 61,831 ,289 

41,816,411 
5,807,975 

21,618, 148 
14,983,335 

680,532 
(43,31 1,31 3 
25,734,375 

(758,561 
$ 66,570,901 

$ 128,402,190 

12/16/2013 
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46 I Statement - J 
47 
48 Income Tax Comp.utation: 
49 Revenues 
50 Operation & Maintenance Expense 
51 Administrative and General Expense 
52 Property & Other Taxes 
53 MPSC & MCC Revenue Tax 
54 Revenue Credits 
55 Tax Depreciation (Ref. Exhibit (PJD-1), Paqe 10) 
56 Montana Corporate Income Tax 
57 Interest Expense (Based on Avg. Rate Base) 
58 Federal Taxable Income 
59 
60 Federal Income Tax @l35% 
61 Federal NOL Dfd for Credit Against Current Tax Expense 
62 Federal Current Tax Expense before Tax Credits 
63 Production Tax Credi t (Ref. Exhibit j PJD-1), Page 11) 
64 Federal Current Tax Expense With Production Tax Credit 
65 
66 Federal Taxable Income 
67 Montana Corporate Income Tax 
68 Montana Corporate Taxable 
69 
70 Montana Corporate Income Tax @ 6.75% 
71 Montana NOL Dfd for Credit Aqainst Current Tax Expense 
72 Montana Current Tax Expense 
73 
74 Total Current Income Tax Expense 

75 
76 Deferred Income Tax Comeutation: 
77 Accelerated Tax Deereciation 
78 Tax Depreciation 
79 Less Book Depreciation 
80 Net Deferred Taxable Income 
81 Federal Income Tax Rate 
82 Federal Deferred Income Tax Expense-Accelerated Tx Deprec 
83 
84 Net Ooeratina Loss ("NOL'1 
85 Federal Taxable Income offset by NOL 
86 Federal Income Tax Rate 
87 Federal Deferred Income Tax Expense-NOL 
88 
89 Montana Taxable Income offset by NOL 
90 Montana Income Tax Rate 
91 Montana Deferred Income Tax Exp_ense-NOL 
92 
93 Total Deferred Income Tax Expense - NOL 
94 
95 Total Deferred Income Tax Expense-Accel Deprec & NOL 
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128,402,190 
41,816,411 

5,807,975 
14,983,335 

680,532 
(43,311 ,313 
32,450,630 

3,760,464 
20,264,036 
51,950, 120 

18,182,542 
(18,182,542 

0 
(758,561 
(758,561 

51,950,1 20 
3,760,464 

55, 71 0,585 

3,760,464 
(3,760,464 

0 

(758,561 

32,450,630 
(21,618,148 
10,832,482 

35% 
3,791,369 

51,950,120 
35% 

18,182,542 I 

55,710,585 
6.75% 

3,760,464 

I 
21,943,007 

25,734,375 

12116/2013 
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I A B C 0 E F 

1 
2 
3 
4 I I I I II 
5 
6 I I I I I I 
7 
8 1 
9 Electric Plant 
10 ivi Endin , 
11 
12 1 December 2013 0.00 553078225 
13 
14 2 January . 2014 0.00 553078225 
15 
16 3 February 2014 0.00 553078225 
17 
18 4 March 2014 0.00 553078225 
19 
20 5 April 2014 0.00 553 078225 
21 
22 6 May 2014 0.00 553078225 
23 
24 7 June 2014 0.00 553 078225 
25 
26 8 July 2014 0.00 553078225 
27 
28 9 AUQust 2014 0.00 553078225 
29 
30 10 Seotember 2014 0.00 553 078225 
31 
32 11 October 2014 0.00 553 078225 
33 
34 12 November 2014 0.00 553 078225 
35 
36 13 December 2014 0.00 553078225 
37 
38 
39 13-Monlh Averaas 553 078 225 
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NorthWestern Energy: 

PPLM H~dro Assets Purchase 
Docket 02013.12.85 

I I I I I 
I 

Rate Base 13-Month Average 

I I I I 
Statement C 

Accumulated Depreciation Acquisition Ad'ustment 
ivi n in .'ance A ivilv n in B I 

0.00 0.00 0.00 346921775 

1 801 512 1 801 512 0 346921 775 

1 801 512 3603025 0 346921 775 

1801 512 5404537 0 346921775 

1 801 512 7206049 0 346921775 

1 801 512 9007562 0 346921775 

1 801 512 10809 074 0 346921775 

1801 512 12610587 0 346921775 

1 801 512 14412099 0 346921 775 

1 801 512 16213611 0 346921775 

1801512 18 015124 0 346921 775 

1 801 512 19816636 0 346921 775 

1801 512 21 618148 0 346921 775 

10809 074 346921 775 

L M N 

I I I 
I I I 

Accelerated Tax De reciation 
e Ac ivit in B I nc 

0.00 0.00 

315947 315 947 

315947 631 895 

315947 947,842 

315947 1 263 790 

315947 1 579737 

315947 1 895684 

315947 2211632 

315947 2527579 

315947 2843526 

315947 3159474 

315947 3475421 

315947 3791369 

1 895684 

01 

I 
I 

~ 

Exhibit_(PJO-1) 
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p 1 Q 

I 
I 
1 

NOL Deferred Tax LiabililL-
Ne A tivit Eroina Balance 

0.00 0.00 

1828584 1 828584 

1 828584 3657168 

1828584 5485752 

1 828584 7314336 

1828584 9142919 

1 828584 10971503 

1828584 12800 087 

1 828584 14628671 

1 828584 16457255 

1 828584 18285839 

1 828584 20,114,423 

1 828584 21943007 

10971503 

1211612013 



A B I c 0 IE 
1 NorthWestern Energy 
2 PPLM Hydro Assets Purchase 
3 Docket 0201 3.12.85 
4 
5 Calculation of Working Capital 
6 I J L J 
7 Statement · E 
8 
9 

10 12-Month Ended 
11 Line No. 
12 1 Operation & Maintenance Expense 
13 2 Administrative and General Expense 
14 3 Property & Other Taxes 
15 4 Montana Corporate Income Taxes 
16 5 Federal Income Taxes 
17 6 Subtotal 
18 7 
19 8 
20 9 13-Month Ave. Rate Base without Working Capital $ 876,323,738 
21 10 

22 11 2Weighted Cost of Debt 2.34% 
23 12 
24 13 Interest Expense in Return 
25 14 
26 15 Total Cash Workinq Capilal 
27 
28 
29 
30 

31 'Net Lag Days fom Management Application Corp. 2008 Lead/Lag Update 
32 Per MPSC Final Order No. 7046h Docket No. 02009.9.129 
33 
34 2Weiqhted Cost of Debt based on orooosed capjtal structure in this filing . 

R:GT AXALL \REAROON\MONTHL Y 
ExhibiL(PJD-1LHydro Assets 12/16/2013 3) WorKing Cap 

I Exoenses 
$ 41,B16,411 

5,B07,975 
14,983,335 

0 
0 

$ 62,607,721 

$ 20,505,975 

F 

'Net Lag 
Days 

-43.21 

-52.11 

Exhibit_(PJO-1 ) 
Docket No. 02013.12.85 
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G H 

I J 

Cash 
Working Capital 

$ 7,411,725 

-2,927,579 

$ (10,339,304 

( 

( 



A I B I 
1 
2 
3 
4 
5 
6 
7 
8 
9 
10 Cae ita I Structure 

11 Eauitv 
12 Debt 
13 
14 Total 

( 

J:IExhibit_ (PJD-1 L Hydro Assets 

c I D I E 
NorthWestern Energy 

PPLM Hydro Assets Purchase 
Docket 02013.12.85 

Capital Structure 

Statement F 

Percent Rate of 
Rate Caeitalization Return 

10.00% 48.00% 4.80% 
4.50% 52.00% 2.34% 

100.00% I 7.14% 

IFI G 

I 

Exhibit_(PJD-1) 
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1 
2 

3 
4 

2. 
6 
7 

8 
9 

..!Q. Hydro Power 
11 535 
12 536 
13 537 
14 538 
~ 539 

Annual 

I 
I 

i 1& i 
Water for Power 

i 

16 540 I Rents 
17 Total i 1 PowerGen. 
18 Hydro Power 
19 541 
~ 542 
21 543 
22 544 

, Dams & 
I Electric Plant 

B I 
1 Energy 

PPLM Hydro Assets Purchase 

-& Title 

I : Power 

Docket 02013.12.85 
,and ,(O&M) 

I 
IG 

$ 

$ 

$ 

23 545 i , Hydro Plant 
24 546 I General i 
25 Total i ' Power Gen. 
26 Other Power Supply 
27 555 I Pu I Power 
28 Total Other Power Supply I 

29 i ,& I 
30 920 IAdmin. & 
31 921 Office Supplies & 
32 922 IAdmin. T 
33 923 Outside 
34 924 , Insur"noe 
35 925 !Injuries & 
36 926 I ,& 
37 927 IFI i 
38 928 
39 929 
~ 930 
41 931 I Rents 
42 Total 
43 Admin. & I i 
44 935 IGeneral Plant 
4~ Total 
46 Total Admin. & General 
4 7 Total Oper. & Main!. E 

I . \[::~h;ha 10 tn 1\ U .......... " ..... "' .... 

1& 
$ 

$ 
$ 

$ 

$ 

$ 

C I 

-
621,368 
,781,736 

2,880,114 
2· ,121,451 
34,700,119 

13,353 
1,919,858 

979,156 
1, 
2,193,214 

7, 

-
-

2,915,464 
776,215 

-

95,278 
574,442 

-
116,082 

-
253,730 
187,955 

. 
-

5,807,975 
47, 

I 

Exhibit_(PJD-1) 
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-"' 

A B L M N 0 
1 NorthWestern Enerqy 

2 PPLM Hydro Assets Purchase 

3 Docket 02013.1 2.85 

4 Statement - H 
5 Revenue Credits 
6 Market Purchases & Sales - Hydro Assets 

7 Volu mes In MWh Oct-14 Nov-14 06(-14 Jan-15 

• PukHours m 384 416 416 

• Off·Puk Hour5 312 331 328 328 
10 !lo.J'uk 
11 April 2013 Update OefauJtSu Iy l oad Ind DSM 337,286 320,285 378,583 375,813 

12 
13 
14 ''''n'" 15 fixed Price ColstrIp Unit 4 87,264 77,568 84,032 84,032 

16 Rate Based Assets Dave Gates Generating Station 3,024 2,688 2,912 2,912 

17 Spion Kop 8,208 7,680 6,656 9,984 

18 PPl 7 Year Cont ract -

" Judith Gap 27,216 27,648 30,368 33,280 

20 Other Small PPAs 4,752 6,912 7,488 7,488 

21 Competitlve Solicitations 8ase Fixed Price Purchases 21 ,600 19,200 20,800 20,BOO 

22 OF Tier II 40,608 35,712 41 ,600 37,856 

23 QF·l Tariff 8,692 9,024 9,776 10,608 

24 Term Fixed Price Purchases 

25 Index Price 8asln Creek 884 384 832 1,248 

26 Competittve Solicitations 8ase Index Price Purchases 43,200 38,400 41,600 41,600 

27 Competitive Sollcl tations Term Index Price Purchases 

28 DSM (Included in load forecas t 

2. 2012 CREP RFP Pro'ect 4,803 4,880 7,09S 5,915 

30 RRS CREP 

31 Tota l Exis ting Peak Resources 250231 230,096 253,159 255,723 

32 
33 R 

34 On Peak Hydro 149224 148,024 171,093 165,358 

35 
36 

37 
38 Tota l New Resources 149,224 148,024 171,093 165,358 

3. 
40 Total Pea k Resources 399,455 378,120 424,252 421,081 

41 
42 

43 Net Lona Position 62,169 57,835 45,669 45,268 

4. Net Short Position 

45 

46 
47 

48 On-System Peak Marke t Forecast $36.66 $36.81 $39.80 $39.52 

4. Sin Ie Sasis Peak Market Forenst $35.07 $35.21 $38.18 $37.87 

50 

51 On·System Peak Market Purchases $0 $0 $0 $0 

52 Single Basis Peak Market Sales $2,180,028 $2,036,500 $1,743,642 $1,714453 

53 
54 
55 

J:IExhibi'_ IPJD-l L Hydro Assels 

P a R s 

Fe b-lS Mar-IS Apr-lS May-IS 

384 416 416 400 , .. 327 304 344 

340,154 337,962 317,286 297,647 

77,568 84,032 84,032 80,800 

2,688 2,912 2,91 2 2,800 
6,144 6,656 6,656 4,800 

25,728 23,712 23,712 21,200 
6,912 7,488 7,488 4,400 

19,200 20,BOO 20,800 20,000 
37,632 39,104 41,184 41,200 
8,256 8,528 7,759 7,750 

384 416 832 400 
38,400 41 ,600 41,600 40,000 

2,969 5,881 4,727 3,853 

225,881 241,129 241 702 227,203 

157,549 158,772 171,810 194,296 

157,549 158,772 171,810 194,296 

383,430 399,901 413,512 421,498 

43,277 61,940 96,226 123,851 

$37.49 $35.03 $27.12 $27.12 
$35.86 $33.42 $25.59 $25.59 

$0 $0 $0 $0 
$1,552,074 $2,070,034 $2,462,504 $3,169,453 

T U 

Jun·15 lu i-IS 
416 416 
304 328 

335,335 382,605 

84,032 84032 
2,912 2,912 
4,992 4,576 

15,808 14,144 
4,576 4,576 

20,800 20,800 
39,520 34,112 

7,489 6,632 

-
2,912 2,912 

41,600 31 ,200 
-

4,268 3,641 

228,908 209,536 

210,176 188,301 

210,176 188,301 

439,085 397,837 

103,749 15,232 

$26.71 $40.05 
$25.18 $38.40 

$0 $0 
$2,612,482 $584,820 

~ 
Jit_(PJD-1) 

Docket !'to'. 0 2013.12 .85 
Page 70f 12 

V W 

Aug-I S Sep-15 

41. 40C 
328 32< 

367,324 315,039 

84,032 80,800 
2,912 2,800 
4,576 5,200 

14,976 17,200 
4,576 4,400 

20,800 20,000 

30,368 36,000 

7,488 6,775 

-
3,328 1,200 

31 ,200 30,000 

-

3420 3,354 

207,676 207,729 

152,594 99,714 

152,594 99,714 

360,270 307,442 

7,054 7,597 

$40.05 $40.05 
$38.40 $38.40 

$282,490 $304,234 

$0 $0 

12116f2013 



, A B L M N 

1 NorthWeste rn Ene rg 

2 P P LM Hydro Assets Purc hase 

3 Docket 0 2013.12.85 

4 Statement - H 

S Revenue Credits 

6 Market Purchases & Sales - Hydro Assets 

7 Vo lumes In MWh Oct-14 Nov-14 Oec-14 

56 
57 Qf1.fuIs 
58 April 2013 Update Default Supply Load Incl DSM 177,728 215,641 235,667 

59 

60 
61 I in , 
62 Fixed Price Colstrip Unit 4 63,024 67,872. 66,256 

63 Rate Based Assets Dave Gates Generating Station 2,184 2,352 2,296 

64 Spion Kop 5,928 6,720 5,248 

65 PPl7 Year Contract -
66 Judith Gap 16,224 20,832 20,664 

67 Other Small PPAs 3,432 6,066 5,904 

68 Competitive Solicitations Base Fixed Price Purchases - -
69 QFTier II 29,328 31,248 32,800 

70 QF-l Tariff 6,277 7,900 7,708 

71 Term fixe d Price Purchases -
72 Index Price Basin Creek -
73 Competitive Solicitations Base Index Price Purchases 39,000 42,125 41 ,000 
74 Competitive Solicitations Term Index Price Purchases - -
75 DSM included in load forecast 

76 2012 e REP RFP Project 3,469 4,283 5,594 

77 RRS/CREP 

78 Total Existing Peak Resources 168,866 189,398 187,470 

79 
80 New Resources 

81 Off Peak Hydro 107,773 129,906 134,901 

82 
83 
64 

65 Total New Resources 107,773 129,906 134,901 

66 
87 Total Off-Peak Resources 276,639 319,304 322,370 .. 
89 Purchases & Sales 

90 Net long Position 98,911 103,663 86,703 

91 Net (Short) Position 

92 

93 
94 

95 On-System Off-Peak Market Forecast $31.01 $31.16 $34.16 

96 Single Basis Off-Peak Market Forecast $29.47 $29.62 $32.58 

97 
96 On-5 stem Off-Peak Market Purchases $0 $0 $0 

99 Single Basis Peak Market Sales $2,915,025 $3,070,223 $2,825,216 

100 
101 

'" 103 Total Monthly Market Purchases $0 $0 $0 
104 ...---.. Total Monthly Market Sales $5,095,054 $5,106,723 $4,568,858 

105 12·Month Revenue Credi ts 

J:\Exhibit_(PJD-1 ,_ ..ro Assets 

0 P a R s 

Jan-IS Feb-IS Mar-IS Apr-IS M~y-IS 

231,384 196,475 200,996 173,678 191,297 

66,256 58,176 66,256 38,404 45,348 
2,296 2,016 2,296 2,128 2,408 
7,872 4,608 5,232 4,864 4,128 

-
22,632 15,840 19,352 15,200 13,416 

5,904 5,184 5,886 5,472 3,784 

29,848 28,224 30,832 30,096 35,432 
8,364 6,192 6,705 5,670 6,665 

- -

24,600 21,600 24,525 22,800 25,800 
-

4664 2,227 4,623 3,454 3,038 

172,436 144,067 165,706 128,088 140,019 

130,378 118,162 124804 125,554 167,094 

130,378 118,162 124,804 125,5S4 167094 

302,814 262,229 290,511 253,642 307113 

71,430 65,754 89,514 79,964 115,816 

$33.46 $31.13 $29.62 $13.56 $13.56 
$31.87 $30.15 $28.06 $12.15 $12.15 

$0 $0 $0 $0 $0 
$2,276,569 $1,982,559 $2,511,710 $971,530 $1,407115 

$0 $0 $0 $0 $0 
$3,991..022... $3,534,634 $4,581,744 $3,434,033 $4,576,568 

r 

T U 

Jun-IS Jul-IS 

174,548 212,245 

38,404 66,256 
2,128 2,296 
3,648 3,608 

10,032 8,528 
3,344 3,608 

28,880 26,896 
5,472 5,229 

22,800 16,400 

-

3,414 2871 

118,123 135,691 

153,591 148,468 

153,591 148,468 

271,713 284,159 

97,165 71915 

$13.33 $26.89 

$11.93 $25.36 

$0 $0 
$1,158,898 $1,823 530 

$0 $0 
$3,771,380 $2,408,350 

ExhibL(P JO-1) 
Docket No. 02013.12.85 

Page80f 12 

V W 

Aug-IS Sep-IS 

203,610 181,899 

66,256 64,640 
2,296 2,240 
3,608 4,160 

-
10,824 10,880 
3,608 3,520 

23,944 28,800 
5,904 5,420 

16,400 16,000 

-
2,697 2,683 

135,537 138,343 

120314 79,771 

120,314 79,771 

255,851 218,114 

52241 36,214 

-

$26.89 $26.89 
$25.36 $25.36 

$0 $0 
$1,324,663 $918,284 

$282,490 $304 234 
$1,324,663 . ' \918,28' 

I 111,313 

12/1612013 



...!. 
2 

3 
4 

5 
6 
7 

Is 

,--, 

A I" 8 

h%-IE303 e Plant 
1 11 
f12 

1-27 

;Total 

~
8 E350.1 Land 

29 E350.2 _ hand Rights 
30 E352 

32 E354.1 ~
1 E353 

33 E355 Poles 
34 E355.2 Clearing Land 

§E5 E356 
36 E362 SubstHtinn Fn 
37 E389~6 Land 

138 1E397.2 
~ 
[40 
lli 
142 

I Total 

I Total 
-------

I, Hydro & Trar 

Exhibil ]0-1) 
Docket No. 0 2" .. _.1'2.85 

Page 9 of 12 

-.ltl D l E I F IGI H I I J I KI 
1 Energy 

PPLM Hydro Assets 
Docket 

Plant Balance and Annual Book 

1 1 1 

Plant 
12/31/2013 

1 $ 63,853,971 

1$ 

1$ 5. 

129, 

I $ 571 

'71 

'54 

,1 2 
63,032 

- I 

Less Kerr n Base 
12/31/2013 

1 $ 63,853,971 il 
Accrual % 

o.oooe 
2014 Accrua l 

1$ 

1$ j $ - 1$ -

I $ 1.301,968 $- - - 4,636,228 O.oooQl l $ -
o 10,939 O.OOOQl .1 ( 

3,222,213 144,1 38,803 0.025QJ 
195,082 444,568 0.0250-' T 11 ,114 

9,775,970 " 148,103,846 0.02501 I 3,702,,596 
1,259 38,728 0.0250 968 

16,199,824 113,695,230 0.0250 2,842,381 1 
1,697,700 76,221,794 0.0250 1,905,545 

20,773,252 27,923,267 0.0250 698,082 
10,362 52,671 0.0250 1,317 

0.0250 58,731 

1 $ 53-;-981,266 1 [ $ - 517,615,299 1_$_1 

1$ 1,1 30 11 $ u ~ 
51: 

4.76~ 

4,921,43E 

O.OOOC 
0.0171 

il 

1 $ 

204,1 8' 
3 ,53~ 

165,75' 
65,84[ 
~~ 

93,01' 

6,950,711 

1,487,785 
( 

( 

( 

( 

( 

( 

( 

I $ 1,487,785 I I $ 

1,621 
204,184 

3,53, 
....1El.§,754 

65,84£ 
~, 

93,07 

0.02( 
0.022C 
0.0253 
0.0455 
0.0216 
0.0188 
0.0231 
0.0000 
0.066 

il 

96 
108,272 

41 
9,29C 

76 
...1J.1Ei 

1,521 
C 

6,20S 

120 ,901 

I $ 642,401,247 I I $ 11 I $ 523,078 ,225 I $ 1 2,9~", ' v 

I :~ I IAcquisition Adjustment I I $ 257,598,753 
45 
4 IGrand Total L1 

I $ 

1$ 

I $ 346,921,775 1 40 Years I $ 8,673,044 

I $ 870, I $ 21 

~ INote - Hydro dover 40 years = 2.5 % rate - n accrual rates are from the 2012 n Study 

J:\Exhibit_(PJD-1 LHydro Assets 1211612013 



lJ. 

t1 
~ 

7 
8 
9 

A 

10 E330.1 
11 E330. 
12 E331.1 
13 E331.3 
14 E332. 
• .., c~":\? , .... L... ___ _ 

16 E333 
17 E334 
18 E335.1 
19 E335.3 
20 E336 

~ 
22 
23 
24 E350.1 
25 
26 E352 
27 E353 
28 E354.1 
29 E355 
30 E355.2 
31 E356 
32 E362 
33 E389.6 
34 E397.2 

l12. 
~ 
I.E 
~ 
~_39 
[40 
lli 
[42 

J:\Exhibit,r-' ·1 LHydro Assets 

I 

Land 
Land Ri his 

s -
s -

[Dams· 
Dams -
Turbines & 

_ AccessoryJ 
Mise - ( 
Mise - R 
Roads & Trails 

Total H dro 

Land 
Land RiQhts 

[Poles 
~aring Land 
Inrlllr.lnr 

[Land 

[Total 

[Tolal Hydro & 

B C 
n Energy 

PPLM Hydro Assets Purchase 
Docket 

Tax [ 

Tolal 

:=I_ 
.t· J 

Planl 
I $ 4,636,228 I $ 

10,939 
144,138,803 

444,568 
148.103.846 

$ 517,615,299 $ 

$ ~ $ 
512 

4,765 
4,921,436 

1,629 

3,535 
165,754 

65,849 
1,055 

93.077 

[ $ 5,462,926 [ $ 

[ $ 523,078,225 [ $ 

[ $ 346,921 ,775 [ $ 

[ $ 8 1$ 

n 

D 

Tax 

- -- ----- -

5,405,205 
16,671 

___ _ 1,452 
, ""3,51.1 

:17 
1,047,123 

1,975 
88,096 

179 
184,554 

61 
7,657 

133 
6,216 
2,469 

3.490 

204,759 

19,441,064 

E F G 

Tax 
Method - MACRS 

Year Rate 
1 3.750% 
2 7.219'1. 
3 6.677'1. 
4 6.177'1. 

----s-l 5.m 
Tl 5.28; 

7 
8 
9 

..J..Q. 
11 
12 
13 
14 
15 
16 

1 
20 

4.461'1. 

4.461 ex 

4.461'1. 
4.462'1. 
4.461'1. 

21 2.231'1. 

ExhibiL(P JO-1 ) 
Docket No. 0 2013.12.85 
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A B I I J K L M N 0 P 0 R S 
1 NorthWestern Energy I I I 
2 PPLM Hydroelectric Generating Assets Purchase 
3 Docket 02013.12.85 
4 Production Tax Credit 

5 
6 Statement - J 
7 
8 Estimated Production per Plant Tolal % Related to 
9 Production Incremental 2013' 2014 
10 HllQro Generii!tion Allocation kWh Production Total PTQ Rate Est. PTe 

11 1 Kerr 1,078,634,568 3.31% 35,748,163 0.011 $ 393,230 

15 2Cochrane 310,572,492 0.44% 1,369,191 0.01 1 $ 15,061 
16 3Ryan 444,065,354 6.00% 26,646,351 0.011 $ 293,110 
19 ~Mystic Lake 45,793,383 11.35% 5,196,424 0.011 $ 57,161 

22 Total Hydro $ 758,561 

23 
24 
25 
26 .. 2014 Rates not yet published by the IRS 

27 I 
28 f Project No. 5·083 - FERC Order Certifying Incremental Hydro Generation of Production Tax Credit on December 11, 2007. (PTe Yrs: 2007-2017.) 

29 2 Project No. 2188-187 - FERC Order Certifying Incremental Hydro Generation of Production Tax Credit on January 27, 2010. (PTe Yrs: 200B-2018.) 

30 J Project No. 2188-208 - FERC Order Certifying Incremental Hydro Generation of Production Tax Credit on April 11, 2013. (PTC Yrs: 2013-2023.) 

31 <# Project No. 2301-029 - FERC Order Certifying Incremental Hydro Generation of Production Tax Credit on April 11, 2013. (PTC Yrs: Unit 1: 2007-2017, Unit 2: 2008-2018.) 

~ 
,a_ {pJD-1) 

Docket No. 02013.12.85 
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-
1 

2 
3 
4 

5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 

16 
17 
18 
19 
20 
21 
22 

23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 

34 
35 
36 
37 
38 
39 
40 
41 
42 
43 

A B I C I D I 
NorthWestern Energy 

PPLM Hydro Assets Purchase 

Property & Taxes Other than Income 

1 1 1 1 
Statement K 

Descril2tion Rate 

Montana Prooertv Tax: 
Total Plant Value $ 
Estimated Cost to Market Factor 
Taxable Base 1 $ 
Taxable 1 6% $ 
Estimated Mill Levy I 

Total Property Tax $ 

Electrical Enerav License Tax (EEL n: 
Net Generation MWH 
EELTTax Rate (Per MWh $ 

EELT Total $ 

Wholesale Enerav Tax (WEn: 
Distribution Service Provider Delivered in State 

Kerr (MWh) 
All other Hydro 
Total Production 

Total Electricity Produced in MT Delivered in MT 
Excess Generation From H dro Facilities Del Out of State 
' Reduce for losses (,05%) 
Taxable Base (MWhl. 
Tax Rate (Per MWh) $ 

WET Total 1$ 

Total Property & Other Taxes $ 

E 

900,000,000 
53.1351% 

478,215,499 
28,692,930 

0.489679 
14,050,317 

3,507,627 
0.20 

701,525 

1,013,811 
2,493,816 
3,507,627 

1,883,120 
1,624,507 

81,225 
1,543,282 

0.15 
231,492 

14,983,335 

F 

I 

1 

Exhibit_(PJD-1 ) 
Docket No. D2013.1 2.85 
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G H 

/ 
I 

1 Per MeA 15-72-104 (b) The amount of kilowatt hours subject to tax must be reduced by 5% to compensate for transmission line losses. 

( 
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0, 

iA • 0 E F H I J K L N P 

1 
2 
3 
4 

5 NorthWestern Energy 

6 Electric Utility 

7 Total Estimated Electric Supply Rate 

8 PPLM Hydro Assets Purchase 

• Year 2014 

10 
11 Estimated Colstri Unit4 Dave Gates Gan Station Soion KOD 

12 Electric Current Current Current Current Current Current 

13 Supply Fixed Variable Fixed Variable Fixed Variable 

14 Rates 11 Rates :2] Rates [3J Rates f.jf Rates Isf Rates [7] Rates [T 

15 Residen lal 
16 Residential 0.023423 0.012734 0.003687 0.004795 0.002049 0.001047 0.000014 
17 Residential Employee 0.014054 0.007640 0.002212 0.002877 0.001230 0.000628 0.000008 

" Tolal Residential ,. 
10 General Service 1 
21 G5-1 Sec Non-Demand 0.023423 0.012734 0.003687 0.004795 0.002049 0.001048 0.000014 

~ G5-1 Sec Demand 0.023423 0.012734 0.003687 0.004795 0.002049 0.001048 0.000014 
23 G5-1 Pri Non-Demand 0.022782 0.012385 0.003586 0.004664 0.001993 0.001020 0.00001 4 
24 G$-1 Prj Demand 0.022782 0.012385 0.003586 0.004664 0.001993 0.001020 0.000014 
2S Total G$-1 
26 
27 General Service 2 

28 GS-2 Substation 0.022585 0.012278 0.003555 0.004624 0.001975 0.001011 0.000014 
I. GS-2 Transmission 0.022449 0.012204 0.003534 0.004596 0.001964 0.001005 0.000014 

30 Total GS-2 

31 
32 Irrigation 
33 Irrigation 0.023423 0.012734 0.003687 0.004795 0.002049 0.001048 0.000014 
34 Total Irrigation 
35 
36 Lighting 
37 Lighting 0.023423 0.012734 0.003687 0.004795 0.002049 0.001048 0.000014 

38 Total Lightin 
3. 
40 Ave rage Billed Rate 0.023324 0.012680 0.003671 0.004775 0.002040 0.001043 0.000014 
41 
42 Total Supply Rate 23.324 16.352 6.815 1.057 

43 
44 [1} Source: Exhibit PJO·2. Pace 30f7. 
45 2 Source: Fixed rates a roved in Docket No. 02010.5.50 Order No. 7093c. effective 04101 /2010. 

4' [3} Source: Appendix H Sep 2013 I II II 
47 (4 Source: Fixed rates (based on 2nd yr rev ree) approved in Docket No. 02008.8.95 Order No.6943e, effective 01 10112012. 

4' [5} Source: Variable rales proposed in annual tracker filin9 on Exhibit (CAH-6 13-14, effective 07101 /2013.1 I 
4. [6} Source: Fixed rates (based on 1st yr rev reQ) approved in Docket No. 02011 .5.41 Order No.7159i. effective 121112012. 
SO [7] Source: Variable rales prooosed in annual tracker filing on Exhibit (CAH-6 13-14. effective 07/01/2013. 
51 8 Source: Estimated rates in Exhibit (PJO-2. Page 2 of 7. Based on 2014 PPL Hydro Assets Cost of Service Exhibit PJD·l . 

R 

PPL Hvdro Assets 
Estimated 

Fixed , 
Rates raj 

0.021507 
0.012904 

!.; 

0.021507 
0.021507 , 0.020918 1 
0.020918 

• 
0.020738 
0.020613 

0.021507 

I 

0.021507 

0.02141 6 

21.430 

T 

Estimated 
Total Supply 

Rates 

0.069256 
0.041553 

0.069257 
0.069257 
0.067362 
0.067362 

0.066780 
0.066379 

0.069257 

0.069257 

0.068964 

68.978 

~ 
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1 
2 
3 
4 

5 Northwestern Energy 

6 PPLM Hydro Assets Purchase 

7 

8 Derivation of Rates 

9 12 Months Ended December 2014 
10 
11 
12 Nov13 to Oct14 Sales Adjusted Electric 
13 Loss Supply Retail for Employee Sales Weighted Supply Rate 
14 Factor kWh Sales Discount b~ Losses After Losses 
15 Customer Rate Class 
16 Residential 8.5100% 2,352,338,705 2,352,338,705 2,552,522,729 $ 0.021507 
17 Residential Employee 8.5100% 3,769,776 2,261,866 2,454,350 $ 0.012904 
18 GS 1 Secondary NonDemand 8.5100% 278,903,805 278,903,805 302,638,519 $ 0.021507 
19 GS 1 Secondary Demand 8.5100% 2,490,746,678 2,490,746,678 2,702,709,220 $ 0.021507 
20 GS 1 Primary NonDemand 5.5400% 572,442 572,442 604,156 $ 0.020918 
21 GS 1 Primary Demand 5.5400% 357,204,874 357,204,874 376,994,024 $ 0.020918 
22 General Service Substation 4.6300% 232,669,987 232,669,987 243,442,607 $ 0.020738 
23 General Service Transmission 4.0000% 135,701,068 135,701,068 141 ,129,111 $ 0.020613 
24 Irrigation 8.5100% 86,094,805 86,094,805 93,421,473 $ 0.021507 
25 Lighting 8.5100% 57,613,774 57,613,774 62,516,706 $ 0.021507 
26 5,995,615,914 5,994,108,004 6,478,432,895 $ 0.021422 
27 YNP Contract 19,233,936 Rounding Adjustment 
28 Total Electric Supply Load 6,014,849,850 
29 
30 
31 PPLM Hydro Assets Purchase - 2014 Revenue Requirement $ 128,402,190 
32 less: YNP Contract Revenues $ 
33 Supply Excluding Generation Assets Rate Design Revenues $ 128,402,190 
34 
35 Electric Supply Cost Rate Before Losses $ 0.019820 
36 Electric Supply Cost Rate After Losses $ 0.021416 

f". 

L M 

Electric 

Exhibit_(PJD-2) 
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Supply Revenue 
Check 

$ 50,591,749 
$ 48,645 
$ 5,998,384 
$ 53,568,489 
$ 11,974 
$ 7,472,012 
$ 4,825,110 
$ 2,797,206 
$ 1,851,641 
$ 1,239,099 
$ 128,404,309 
$ (2,120) 
$ 128,402,190 

./\. 
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Uohtlnc 

I 26 YNP 
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, UtilitY n I of Rates 
I Assets - Prior to Cap Adi 

I racKerPeriod 2014 

I NOv13 to ( 14 I Sales 
SUDDI~ fori 
kWh S,I •• 

- 3)6!1,776 
278. 

357. 

135M068 

5 

.705 
2,26 1,866 

278903 

74 

57,613,774 
5,994.108 

I Sales 
bv~ 

?, , 

302,638,519 
2,702,709,220 

,156 

376, ~ 

~:~~ 
93~473 

c Ki 
:1Q 
w 
~ 

I 'upply I I iASSeiS Cosls (ReiTine 52: 
less: YNP Contract 

"$ 

l 

133 

3' 
35 

36 
F 
[j!l 
l32 

40 
41 

14 
1"43 

44 

145 
146 

47 
48 

149 
50 
5 : 

I 5 

15 
54 

r 55 

, Suoolv 

YNPContractLOad 
YNP May13-Apr14Contract 

IYNP Supply Revenue 

I 

INet Marlcet 
DS M-Lc;;t R, 

, Costs 

DSM Pm","", Costs 
On", & "en.,,1 

Total SUDolv Tracker Costs 
I 

Soot 'ilh 

I I I 
, Assets Rate Deslon 

I 
iii 

I . 'Supply ( "t , After 

1: , 
,oly Rate 

1$ ,217,508 

,Paoe 5 une110) 

, ( ,rvlce 

j Soot PPL 0 Asset 
, Costs 

T 
I 

1 56 I 'Based on ;2013Fi~ Monlhlv Suoolv Tr"'.r Filino 

I $ (1 ,217.508 
I s 139,846,168 

$ 

$ 

1$1 

.)~ 
o~ 

$ "'0< 
$ 9.61895 

1$ 
1$ 75m 

$ 214,9407! 

1$ 

586.724 

I I 

SUDDIVRate 
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0.022782 

52.980 

58,34O"}59 
13,041 
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" B C 0 , F G H I J K l M N 0 -
1 Electric Sup ply Cost Tracker , Electric T racke r Pro jection I Note: compiled from Calendar 2014 Clnd 2015 , .- .-- -
4 Volumes In MWh Oct-14 Nov-14 Dec-14 Jal'l-15 Feb-IS Mar-IS Apr-IS MaV·1S Jun-I S Jul-15 Aug-IS 5e p·lS Total 

5 Estimate Estimate Estimate Estimate Estimate Estimate Estimate Estimate Estimate Estimate Estimate Estimate 

6 Off System Transactions 

7 Fixed Price 

B Base Fixed Price Purchases 

9 Competitive Solicitations 103,800 99,725 103,400 29,000 26,400 28,975 28,400 28,600 28,400 29,000 29,000 28,000 562,700 

10 Base FIlled Price Sales 

11 Competitive Solicitations 

12 Te rm Filled Price Purchases 32,400 28,800 31,200 66,200 60,000 66,125 64,400 65,800 64,400 66,200 66,200 64,000 675,725 

13 Term FlKed Price Sales 

14 Index Price 

15 Base Index Price Purchases 

16 Base Index Price Sales 

17 Competitive Solici tations 129,400) (27,625) (29,000) /29,000) /26,400) 128,975) (28,400) (28,600) (28,400) (10,4(0) 110,400) /10,000) {286,6OO1 

18 Term Index Price Purchases 

19 Term Indell Price Sales (74,4oo) (72,IOO) (74,400) (220,9001 

20 Spot Purchases 

21 Spot Sales (32,400) /28,800) /31,200) (66,200) (60,000) (66,125) (64,400) (65,800) (64,400) (84,800) (84,800) (82,000) {730,9251 

" 23 On SyUem Transactions 

24 Fixed Price 

25 Ra te Based Assets 

150,288 I.- 145,440 
-~'-;; 

26 Colstrip Unit 4 150,288_ 150,288 l¥,744 150,288 122,436 ...... _ 126,148 .-122,436 ~.O,~ __ ;50,288 1450440 ~~,372 

" Dave Ga tes Generating Station 5,208 5,047 5,208 5,208 4,704 5,201 5,040 5,208 5,040 5,208 5,208 5,040 61,320 

" Splon Kop 14,136 14,400 11,904 17,856 10,752 11,888 11,520 8,928 8,640 8,184 8,184 9,360 135,752 

" Base FIxed Price Purchases 

30 PPl7 Year Contract 

31 Judith Gap 43,440 48,480 51,032 55,912 41,568 43,064 38,912 34,616 25,840 22,672 25,800 28,080 459,416 

32 Other Small PPAs 

33 Competitive Solicitations 21,600 I 19,200 1 20,800 I. 20,800.1 . 19,200 L 20,800 L 20,800 I 20,000 I 20,800 I 20,800 I 20,800 I 20,000 I 245,600 

" QFTIerl1 - 69,936 66,960 74,400 67,704 65,856 i~~":r _ 71,280_

1 

76,632 1~4oo . 61,098

L 
~,;m1- .¥,80:0 811,224 

" OF Tier II Adjustments I I I I - I J 
36 QF-1 Tariff 14,969 16,924 17,484 18,972 14,448 15,233 13,429 14,415 12,961 11,861 13,392 12,195 176,282 

37 (REP 8,~721 9,163 
~ 

10,579 5,196 10,504 8,181 6,891 7,682 _ 6,511 6,117 6,037 97,820 

38 Term Filled Price Sales 

39 Index Price 

40 Base Indell Price Purchases r-s64 .: ':)84 " Basin Creek _ 832 .. _ 1.248 _ '84 41~ 
_ 832 ,- 400 2,912 2,912 3,328 1,200 _ 15,712 

~ 
Competitive Sollcltations 45,000 44,475 45,400 29,000 26,400 28,975 28,400 28,600 28,400 10,400 10,400 10,000 335,450 

43 Term Index Price Purchases 123,600 112,850 120,400 37,200 33,600 37,150 36,000 37,200 36,000 37,200 37,200 36,000 684,400 

44 Term Index Price Sales 

45 Spot Purchases 9,517 39,625 90,421 179,038 166,681 132,129 121,174 121,723 162,853 249,622 227,722 150,867 1,651,371 

46 Spot Sales 

47 Imbalance, Current Month Estill 

4B Imbalance, Prior Month True-up 

49 Imbalance, Accounting & BA Exp 
50 

51 Anci llary and Other 

52 Basin Creek Fixed Costs 

53 Basin Creek Variable Costs 

54 Or ---' '>g Reserves ...... 
55 Total r :I Supply 515,014 535,926 614,250 607,197 536,628 538,9. -190,964 488,944 509,883 594,850 570,934 496,939 6,500,487 

T~ 
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A 8 I c 0 , F G H , J K l M N 0 

56 Electric Tracker Projection Exclud Ing Generation Assets Cost of Service 
57 Total Supply Expense 
58 

59 Oct-14 Nov-14 Dec-14 Jan-15 Feb-IS Mar-I S Apr-1S May-I S Jun·15 JuI· IS Aug-1S Sep-lS TOlal 

60 Es timate Estimate EstImate Estimate Estimate Estimate Estimate Estimate Estimate Estimate Estimate Estimate 

61 Off System Tran$jJct joos 

62 Fixed Price 

" Base Axed Price Purchases .. Competitive Solicitations $ 4,398,960 $ 4,183,460 $ 4,362,240 $ 1,671.800 $ 1,520,160 $ 1,670,240 $ 1,634,360 $ 1,652.140 $ 1,634,360 $ 1,671,800 $ 1,671,800 $ 1,614,700 $ 27,686,020 

55 Base FIxed PrIce Sales 

66 Competitive Solicitations $ $ $ $ $ $ $ $ $ $ $ S $ 

67 Term Fhced Price Purchases $ 1,311,660 $ 1,165,920 $ 1,263,080 $ 2,390,810 $ 2.173.800 S 2,388,569 S 2,337,020 S 2,362,990 $ 2,337,020 $ 2,390,810 $ 2,390,810 $ 2,309,200 $ 24,821,689 

68 Term fixed Price Sa les $ $ $ $ S $ $ $ $ $ $ $ $ 

69 Index Price 

70 Bilse Index Price PurchilSes $ $ $ $ $ S , , , $ $ $ $ 

71 BilSe Index Price Sales 

72 Competitive Solicitations $ (1,171,S9O) $ (1,105,000) $ (1,248,450) $ (1,241,612) $ (1,075,770) $ (1,107,915) $ (857,410) $ (863,448) $ (845,439) $ (450,840) $ (450,840) $ (433,500) $ (10,851,815] 

73 Te rm Index Price Purchases $ $ $ $ $ $ $ $ $ S $ $ $ 

74 Te rm Index Price Sales $ (2,964,840) $ (2,884,OOO) $ (3,202,920) $ , $ $ $ $ $ $ $ $ (9,051,760] 

75 Spot Purchases $ $ $ $ $ $ $ $ $ $ $ $ $ 

76 Spot Sales $ (1,291,140) $ (1,152,000) $ (1,343,160) $ (2,834,301) $ (2,444,931) $ (2,528,418) $ (1,944,268) $ (1,986,535) $ (1,917,123) $ (3,676,080) $ (3,676,080) $ (3,554,700) $ (28,348,736] 

77 

78 On System Transact!0ns 

79 Fixed Price 

80 Rate Based Assets 

81 Colstrip Unit 4 $ 

" Dave Ga tes Gener.lting 5tiltion $ 

83 5pion Kop $ 

84 Base Axed Pr ice Purchases 

8S PPl7 Year Contract $ $ $ $ $ $ $ $ $ $ $ $ $ 

" Judith Gap $ 1,379,220 $ 1,539,240 $ 1,620,266 $ 1,775,206 ' $ - 1,319,784 $ 1,367,282 $ 1,235,456 $ 1,099,058 - $ 820,420 . $ 719,836 $ 819,lSO $ 891,540 ' $ 14,586,458 

87 Other Small PPAs 

8B Competitive Solicitations $ 1,166,940 $ 1,037,280 $ 1,123,720 I $ 1,113,720 I $ 1,037,280 I $ 1,123,720 I $ 1,123,720 I $ 1,080,500 I $ 1,123,720 I $ 1,123,720 I $ 1,123,720 I $ 1,080,500 I $ 13,268,540 

89 . OF TIer II $ .L.,.2.,S64,553 • $ 2,455,423 $~728,248 .. $ __ 2,482,706 $ 2,414,940 . $ . 2,564,553 $ . 2,613,U8 ,1:},810,095 - $ 2,50B,228 $ 2,237,163 $ 1.991.621 $ _ 2,376,216 .. $ 29,747,584 

90 OF TIer II Adjustments --I ~ I . - 1 j - l -- ! ,I _ I _ - ! - I .--r 1 
91 OF· ! Tariff $ 997,543 $ 1,127,815 $ 1,165,134 $ 1,264,294 $ 962,815 $ 1,015,094 $ 894,905 $ 960,586 $ 863,712 $ 790,397 $ 892,443 $ 812,665 $ 11,747,402 

92 CREP $ 322,600 $~,370 ~~l-.illm. $ 202,630 ,$ 4.D9~ $ 319,0~,J ....tE735 $ 299,59!. $ 153,936 S 23,8,546 $ 235A3:'l . $ 3!!1~ 

" Te rm Fixed Pr ice Sales $ $ $ $ $ $ $ $ $ $ $ $ $ 

94 Index Price 

OS Bilse Index Price Purchases 

96 Bilsin Creek ~ ~ ~ "' ~ "' ~ "' "' "' "' 0, "' 
97 Competitive Solicitations $ 1,697,550 $ 1,679,763 $ 1,855,770 $ 1,220,812 $ 1,056,570 $ 1,087, 115 $ 836,610 $ 643,448 $ 82<1,639 S <130,040 $ <130,040 S 413,500 S 12,375,858 

98 Term Index Price Purchases $ 4,685,100 $ 4,289,905 $ 4,946,940 $ 1,493,689 $ 1,280,362 $ 1,321,6n $ 992,058 $ 1,022,887 $ 976,864 $ 1,513,620 $ 1,513,620 $ 1,464,600 $ 25,501.341 

99 Term Index Price Sales $ $ $ $ $ $ $ $ $ $ $ $ $ 

100 Spot Purchases $ 379,255 S 1,584,989 $ 3,892,634 $ 7,665,373 $ 6,792,052 $ 5,052,221 $ 3,658,299 $ 3,6701,874 $ 4,847,956 $ 10,821,118 $ 9,871,729 $ 6,540,083 .. $ 64,780,583 

101 Spot Sales $ S $ $ $ $ $ S $ $ S $ $ 

102 Imbalilnce, Current Month Est! $ $ $ $ $ $ $ $ $ $ $ $ $ 

103 Imbalance, Prior Month True-up $ S $ $ $ $ $ $ $ $ $ $ $ 

"" Imbalance, Accountina & BA Exp $ $ $ $ $ $ $ $ $ S $ $ $ 

lOS 

106 Andll ju y a nd Otbf!r 

107 BasIn Creek Fllted Costs $ 351,048 $ 929,397 S 351,048 $ 351,048 $ 361,128 $ 351,048 $ 354,408 $ 926,037 $ 354,408 $ 351,048 $ 351,048 $ 354,408 $ 5,386,076 

108 Basin Creek Vil riable Costs $ 25,920 $ 11,520 $ 24,960 $ 37,440 $ 11,520 $ 12,480 $ 24,960 $ 12,000 $ 87,360 $ 87,360 $ 99,840 $ 36,000 S 471.360 

109 Operating Reserves S 208,320 $ 201,600 S 208,320 $ 208,320 $ 188,160 $ 208,320 $ 201,600 $ 208,320 $ 201,600 $ 208,320 $ 208,320 $ 201,600 $ 2,452.800 

110 Total Delivered Supply $ 14,564,661 $ 16,180,993 $ 19,025,182 $ 18,821,306 $ 16,522,563 $ 15,733,994 $ 14,198,263 $ 14,660,971 $ 14,558,940 $ 18,928,574 $ 17,989,2n $ 14,839,191 $ 196,023,914 

J:\Exhiblt_(PJD·2LHvdroAssets 12/16/2013 
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111 Electric Tracker Projection Excluding GeneratIon Assets Cost of Service 

112 UnIt Costs 

113 

11. Oct-14 Nov-14 Otc-14 Jan-1S 

US Estimate Estimate Estimate Estimate 

m Off SYStem Transact lqns 

117 Fixed Price 

11B Base FI xed Price Purchases 

"' Competitive Solici tations S 42.38 S 41.95 S 42.19 S 57.65 S 
120 Sase Rxed Price Sales 

121 Competitive Sollc itations 'I' ,I. ,I· ,I· 
122 Term Fixed Price Purchases $ 40.48 $ 40.48 $ 40.48 $ 36.11 $ 

123 Term FIxed Price Sales ,I. ,I. ,I. ,I. 
124 Index Price 

115 Base Index PrIce Purchases 'I' ",. ",. ",. 

126 Base Index PrIce Sales 

127 Competitive Solici tations $ 39.85 S 40.00 S 43.05 S 42.81 S 
128 Term Index Price Purchases ,I. ",. ",. 'I' 
129 Term Index Price Sales $ 39.85 $ 40.00 $ 43.05 ,I. 
130 Spot Purchases ,I· ,I. ",. ",. 

131 Spot Sales $ 39.85 $ 40.00 $ 43.05 $ 42.81 $ 

132 

133 On System Traojilctlq05 

13. Fixed Price 

135 Rate Based Assets 

136 Colstrip Unit 4 

137 Dave Gates Generating Station 

'" SpiOD Kop 

139 Base Axed Price Purchases 

140 PPl7 Year Contract ,I. ",. ,I. 'I' 
l4l Judith Gap S 31.75 $ 31.75 S 31.75 $ 31.75 $ 

142 Other 5mall PPAs $ 61.53 $ 58.43 $ 58.43 $ 59.69 $ 

14' Competitive Solicitations $ 54.03 $ 54.03 $ 54.03 $ 54.03 $ 

14. OF TIer II S 36.67 $ 36.67 S 36.67 $ 36.67 S 
14' OF TIer II Adjustments ",. 'I. ,I. ",. 

14' OF-! Tariff S 66." S 66." S 66." S 66." S 
l47 Spot Purchases S 39.00 S 39.00 S 39.00 S 39.00 $ 

14' Spot Sales ",. ",. ",. ",. 

14' Index Price 

150 Base Index Price Purchases 

151 Basin Creek ",. ,I. ,I. ,I. 
152 Competitive Solicitations $ 37.72 S 37.77 S 40.88 $ 42.10 $ 

153 Term Index Price Purchases $ 37.91 $ 38.01 S 41.09 S 40.15 S 
15' Term Index Price Sales ",. ",. 'I' ",. 

155 Spot Purchases S 39.85 S 40.00 S 43.05 S 42.81 S 
15' Spot Sales ",. ",. ",. ",. 

157 Imbalance, Current Month Esti ",. ",. ",. ",. 

15' Imbalance, Prior Month True-up ",. ",. ",. ",. 

159 Imbillilnce, Accounting & SA Expense 

160 

161 AD~lIIi![lt: iDd Qlb !l:[ 
16' Basin Creek Fixed Costs 0'. ",. 'I' ,I. 

'" Basin Creek Variilble Costs S 30.00 S 30.00 S 30.00 S 30.00 S 
1 .. Oo-Ing Reserves ,I. ",. ,I· ,I· 
165 Totill d Supply S 28.28 S 30.19 S 30.97 S 31.00 S 
J :\Exhibil_t~ _,_Hydro Assels 

G H I ) 

Ftb-lS Mar-15 Apr-IS May-IS 

Estimate Estimate Estimate Estimate 

57.58 S 57.64 S 57.55 S 57.77 S 

,I· ",. ",. 'I. 
36.23 $ 36.12 $ 36.29 $ 35.91 $ 

",. ",. ,I. ,I, 

",. ",. ",. ",. 

40.75 S 38.24 S 30. 19 S 30.19 S 

'I' 'I' ",. ",. 

,I· ,I· ",. ",. 
,I. ,I. ",. ",. 

40.75 $ 38.24 $ 30.19 $ 30.19 $ 

'I' 'I' ",. ,I. 
31.75 $ 31.75 S 31.75 S 31.75 $ 
59.69 $ 59.69 $ 59.69 $ 72.00 $ 

54.03 $ 54.03 $ 54.03 $ 54.03 $ 
36.67 S 36.67 $ 36.61 S 36.67 S 

'I' ",. ",. ",. 

66." S 66.64 S 66." S 66." $ 
39.00 S 39.00 $ 39.00 S 39.00 S 

",. ",. ",. ",. 

",. ",. ",. 'I' 
40.02 $ 37.52 S 29.46 S 29.49 S 
38.11 S 35.58 S 27.56 S 27.50 S 

",. ",. ",. ,I. 
40.75 S 38.24 S 30.19 S 30.19 S 

",. ",. ",. ",. 

",. ",. ",. ",. 

",. ",. ",. ,I. 

". ",. 'I' ,I. 
30.00 $ 30.00 $ 30.00 $ 30.00 $ 

,I· ,I. ",. ",. 

30.79 S " , 28.92 S 29.98 S 

, l M 

JUI'I-15 JuI-15 AUi-15 

Estimate Estimate Estimate 

57.55 S 57.65 S 57.65 

'I· 'I' ",. 

36.29 $ 36.11 $ 36.11 
,I, ,I. ",. 

",. ",. ",. 

29.77 S 43.35 S 43.35 

",. ",. ",. 

",. ",. ",. 

",. ,I. ",. 
29.77 S 43.35 S 43.35 

,I. ". ",. 

31.75 $ 31.75 $ 31.75 

55.76 $ 55.76 $ 62.75 

54.03 $ 54.0 3 $ 54.03 

36.67 S 36.67 S 36.67 

",. 'I' ",. 

66." S 66." S 66." 
39.00 $ 39.00 S 39.00 

",. ",. ",. 

'I' ",. ,I. 
29.04 S 41.35 S 41.35 

27.14 S 40.69 S 40.69 

,I. ",. ",. 

29.77 S 43.35 S 43.35 

",. ",. ",. 

,I. ",. ",. 

",. ",. ",. 

",. ",. ,I. 
30.00 S 30.00 $ 30.00 

0'. 'I. ,I. 
28.55 S 31.82 $ 31.51 

N 

5ep-lS 

Estimate 

S 57.67 S 

,I· 
$ 36.08 $ 

",. 

",. 

S 43.35 $ 

",. 

",. $ 
,I. 

S 43.35 S 

$ 

S 
S 

'I. 
$ 31.75 $ 

$ 62.75 $ 

$ 54.03 $ 

S 36.67 S 
",. 

S 66." S 
S 39.00 S 

",. 

",. 

S 41.35 $ 

S 40.68 S 
,I. 

S 43.35 $ 
",. 

",. 

",. 

'I' 
S 30.00 $ 

,I· 
S 29.86 S 

0 

Total 

49.20 

,I. 
36.73 

",. 

'I. 

37.86 

",. 

40.98 

",. 

38.78 

",. 
31.75 

60.23 

54.03 

36.67 

",. 

66." 
39.00 

",. 

,I. 
36.89 

37.26 

,I. 
39.23 

",. 

",. 

",. 

,I· 
30.00 

,I. 
30.16 
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A B 0 E H K l N P -, 
2 
3 
4 

s NorthWestern Energy 

• Electric Utility 
7 Total Current Electric Supply Rate 
8 November 1, 2013 
9 
10 Proposed ColstriE: Unit 4 Dave Gates Gen Station SE:lon KOE: 
11 Electric Current Current Current Current Current Current 
12 Supply Fixed Variable Fixed Variable Fixed Variable 

13 Rates [1] Rates [2] Rates [3] Rates [4] Rates [5] Rates IT] Rates IT] 
14 Residential 
15 Residential 0.040222 0.012734 0.003687 0.004795 0.002049 0.001047 0.000014 
I. Residential Employee 0.024134 0.007640 0.002212 0.002877 0.001230 0.000628 0.000008 
17 Total Residential 
18 
19 Qeneral Servic~ j 
20 GS·1 Sec Non-Demand 0.036387 0.012734 0.003687 0.004795 0.002049 0.001048 0.000014 

21 GS-1 Sec Demand 0.040222 0.012734 0.003687 0.004795 0.002049 0.001048 0.000014 
22 GS-1 Pri Non-Demand 0.039117 0.012385 0.003586 0.004664 0.001993 0.001020 0.000014 

23 GS-1 Prj Demand 0.035719 0.012385 0.003586 0.004664 0.001993 0.001020 0.000014 
24 Total GS-1 
2S 

2. Geng:rai Service 2 
27 GS·2 Substation 0.038782 0.012276 0.003555 0.004624 0.001975 0.001011 0.000014 
28 GS-2 Transmission 0.038549 0.012204 0.003534 0.004596 0.001964 0.001005 0.000014 
29 Total GS-2 
30 
31 Irrigation 
32 Irrigation 0.036387 0.012734 0.003687 0.004795 0.002049 0.001048 0.000014 
33 Total Irrigation 
34 
35 !:J!lh!!!!g 

3. Lighting 0.036387 0.012734 0.003687 0.004795 0.002049 0.001048 0.000014 
37 Total Lighting 
38 
39 Average Billed Rate 0.039579 0.012680 0.003671 0.004775 0.002040 0.001043 0.000014 
40 
41 Total Su~~I:l Rate 39.579 16.352 6.815 1.057 
42 
43 [1] Source: Appendix E Nov 2013. 
44 {2] Source: Fixed rates approved in Docket No. 0 2010.5.50 Order No. 7093c, effective 0410112010. 
45 (3] Source: Appendix H Sep 2013 
4. (4J Source: Fixed rales (based on 2nd yr rev req) approved in Docket No. 02008.8.95 Order No.6943e, effective 01/0112012. 
47 (5) Source: Variable rates proposed in annual tracker filing on ExhibiUCAH-6)13-14, effective 07101/2013. 
48 [6J Source: Fixed rates (based on 1st yr rev req) approved in Docket No. 02011.5.41 Order No.7159i, effective 12/1/2012. 
49 [7] Source: Variable rales proposed in annual trackerfiling on ExhibiUCAH-6)13-14, effective 07101/2013. 
SO 

R 

Proposed 
Total Supply 

Rates 

0.064548 
0.038729 

0.060714 
0.064549 
0.062779 
0.059381 

0.062239 
0.061866 

0.060714 

0.060714 

0.063804 

63.803 

S 

, 
f '_(PJD-2) 
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Page 7 of 7 



( 
A I 8 C D 

1 I 
~ _N~ LL~f ste . - OIUl' •. e m 
~ 4 ~ Energy rs-

6 

7 

8 Tlll2ical Bill Calculation 
9 I 

10 Electric R'esidential Service, 

11 

12 kWh per month 750 

13 

14 

15 

16 Res. Dist.-Service Charge 
17 

18 Plus: 
19 Res. Supply-Energy 
20 Res. Deferred Supply Costs 
21 Res. CTC-OF 
22 Res. Transmission-Energy 
23 Res. Distribution-Energy 
24 Res. USBC I 
25 Res. BPA-Credit 
26 Total Kwh Charge 
27 I 
28 Total Bill 
29 

30 

31 

32 

J:\ Exhibit_(PJD-3) PPL Hydro 

E F G 

Without PPL Hydro Assets 1 

Current Rates Total Bill 
11/1/2013 Amount 

$ 5.25 $ 5.25 

$ 0.064548 $ 48.41 
$ (0.000365) $ (0.27) 
$ 0.003350 $ 2.51 
$ 0.009188 $ 6.89 
$ 0.028601 $ 21.45 
$ 0.001334 $ 1.00 
$ (0.002072) $ (1 .55) 
$ 0.104584 1 $ 78.44 

$ 0.111584 $ 83.69 

Monthly Increase (Decrease) 
Annual Increase (Decrease) 

Percent Change 

H 

Exhibit_(PJD-3) 
Docket No. D2013.12.85 

Page 1 of 1 

[ 

With PPL Hydro Assets 

Projected Rates Total Bill 
2014 Amount 

$ 5.25 $ 5.25 

$ 0.069256 $ 51.94 
$ (0.000365) $ (0.27) 
$ 0.003350 $ 2.51 
$ 0.009188 $ 6.89 
$ 0.028601 $ 21.45 
$ 0.001334 $ 1.00 
$ (0.002072) $ (1.55) 
$ 0. 109292 1$ 81.97 

$ 0.116292 $ 87.22 

$ 3.53 
$ 42.36 

4.22% 

12/13/2013 
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A B C 
I 

l::l~orthWe~~ 
Tvoical Bill Calculation 

I 8 

~ 
1111 1 
rT21kWh per month 

jRes. Dist.--Service Charge 

1 

~ 
~es. Supply-
~es. Deferred Supply Cosl 
~es . GIC-C 
~es. Transmission-Energy 
~es. 

~es . 

~es. 

- Total Kwh Charge 

1 I 
Total Bill 

750 

c 

Incr 
Price (Deer) 

l~ 
[4-
14: 
, 4, 
'-44 
, 45 

J:\Exhibil_ {PJD-4) Hydro Assets 

"/~ 

-1 
-1 

~ 

'\ 

E FI G H I J K M 

Without Mustang With Mustang 
ear 2014 .cr;,"T ,~, 

Percent 
Current Rates I Total 8m Prolected Rates Total Bill I Total Bill Change fro 

Percent 
Change frQ 

....... . d Rates 7/1/2013 + Amount -+- . 2014 Amount I Amount Current Rates 
..1.-$ 5.25..1.- $ 5.25_IJ 5.25-1.-$ 5.25 I O.OO~ 

).00 ' 
(0.00 ' 
0.101 

$ 0.11 3374 $ 

Month1 Increase I 

Annual Increase 
Percent Chan e 

e Bid Price 
rice Chang~ 
rice Change 
rice Change 
rice Change 

o. 45.58 I $ 0.072253 4.1' 

1$ (3. 
1$ (42. 

4 .13% 

Supply Rate 
5 0.072253 
$ 0.071201 

0.070 
0.069095 

0.000365 
0.003350 

1174 I $ 90.13 

rotal 

4. 
.3. 

2. 
86.! "T 

~ 
~ 

1.00'% 
1.00% 

6.00% 

;;Qj~ 
61.20 I $ 
6.00% 

U'ClIE;t1l1 

J.OO% 
J.OO% 

10.56% 

8.6' 
103.32 
10. 5~o 

Total Bill 
% Cha~ge 

Exh \ JD-4) 
Dockel ... 12.85 

Page 1 of3 
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A B ~ r 

~=NorthV;L I. 

1 
Tvoical Bill Calculation 

l:if 

IRes. i Charge 

~ 
~es. Supply· 
~es . Deferred Supply Cos 
~es . CTC-Of 
~es . 

~es. 

o N 

750 

c 

d Rates 
2015 

1$ 5251$ 

0.06 
~.(o.oo 

1,00 

p Q 

~Lt 

46.50 
(o·mL.LJC 
2. 

R s 

With Mustang 
~ar 2015 : 

T 

Perc'ent-' Percent 
Total Bill Change from Change fro 
Amount Current Rates Projected Rates 

5.251 $ 5.25 0.00% 0.00°"; 

5.54% 11.42% 

0.00% 0.00% 
0.00% 0.00% 

£'f Res. USBC '" v .vv hl'>"t '" I.VV 

Res. SPA-Credit $ 0.001187 $ 0.89 $ O. 
TolalKwhCharge $ 0.102920 $ 77.19 $ 0.1100C ---.!! 3.41% 6.880,.; 

ITotal Bill I $ ~ 0.109920 H . 82.44 1 $ 0.117001 I $ 87.75 3.20% 6.44°"; 

li {2.59 it 2.72 $ 5.31 
1$ (31.08 it 32.64 $ 63.72 

_3.05°~ 3.20% 6.44°" 

Incr 
~ce I Decr) T T T 'T Total I iTo"WBIII'- - Total Bill, 

%'s Su I Rate I Total Bill Bill Chan e ' ~MCh;';ne % Chanae 
0% $ - 0.069080 $ 87.75 $ 2.72 3.2% 

~ 
$ 850.000 -6% $ 0.068075 $ 87.00 $ 1.97 2.3% 

43 $ 800.000 -1 1% $ 0.067072 $ 86.24 $ 1.21 1.4% 
44 $ 750,000 -17% $ 0.066067 $ 85.49 $ 0.46 0.5% 
45 $ 700.000 -22% $ 0~065062 $ 84.74 $ (0.29) -0.3% 

r-- f"'-. 
J:\Exhibit_\. · JD-4) Hydro Assets L 

ExhibiL(PJD-4) 
Docket 02013.12.85 
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A B C 0 U V W X Y Z AA 

r+ -NorthWestern: r4-
H- Euer 4 

5 
6 Typica l Rj 11 C a l CUlati go 

7 
8 So , " $9 Q!!.- HY,dro WI Kerr 

9 

10 
§§lectrlci.Res'id.entla ~J ~ar:vJce 

11 Without Mustang With Mustang 
12 kWh per month 750 Year 2016 --, 
13 Percent Percent 
14 Projected Rates Total Bill Total Bill Change from Change from 
15 2016 Amount Amount Current Rates Projected Rates 
16 Res. Dist.-$ervice Char e $ 5.25 $ 5.25 $ 5.25 $ 5.25 0.00% 0.00% 
17 
18 PI , 
19 Res. Su I -Ener $ 0.063351 $ 47-51 $ 0.070857 $ 53.14 8.25% 11.85% 
20 Res. Deferred Su 1 Costs $ (0,000365 $ 0,27 S 0,000365 $ 0,27 
21 Res. CTC-OF $ 0.003350 $ 2.51 $ 0.003350 $ 2.51 
22 Res. Transmlsslon·Ener $ 0.009188 $ 6.89 $ 0.009188 $ 6,89 0.00% 0.00% 
23 Res. Distrlbution-Ener $ 0.028601 $ 21.45 $ 0.028601 $ 21.45 0.00% 0.00% 
24 Res. USBe $ 0.001334 $ 1.00 $ 0,001334 $ 1,00 
25 Res. SPA-Credit $ (0,001187 $ 0,89 $ (0,001187 $ 0,89 
26 Total Kwh Char e $ 0.104272 $ 78.20 $ 0.11 1778 $ 83.83 5.08% 7.20% 
27 
28 Total Bill $ 0,111272 $ 83.45 $ 0.118778 $ 89.08 4.76% 6.75% 
29 
30 $ 1.58 $ 4,05 $ 5-63 
31 $ 18,96 $ 4MO $ 6H6 
32 -1 .86% 4.76% 6.75% 
33 
34 
35 
36 
37 
38 Purchase Iocr Year 2016 
39 Price Decr Total I~· - TotailBIll ToialBIil , 
40 $"s %'s Su I Rale Tolal Bill Bill Chao e " % Chance % 'Chanoe 
41 $ 900,000 0% $ 0.070857 $ 89.08 $ 4.05 4.76% 6.75% 
42 $ 850,000 -6% $ 0,069882 $ 88.35 $ 3.32 3.90% 5.87% 
43 $ 800,000 -11% $ 0.068907 $ 87.62 $ 2.59 3.05% 5.00% 
44 $ 750,000 -17% $ 0.067933 $ 86,89 $ 1.86 2.19% 4.12% 
45 $ 700,000 -22% $ 0.066958 $ 86.16 $ 1.13 1.33% 3.25% 

J:\Exhibit_(PJD-4) Hydro Assets 3 12/1312013 




