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Dear Montanans,

The past year at tte&1Bablic Service Commisssoniechidiadst
substantah anges t o Mdhattuastate bas expetiendedtigegrs | a n c
with the initiation and conclusion di proffilel € bajgetsmptisgynificant policy
adjustmentk®SGas been working diligehignamiprimary goadf@tient and
effective regalabf utilities irst@ai¢oensure the best outcome for consumers. With tha
goal in mind, the deuiatby tlas@ission, thiaugly easyust eade with a
broagerspectivernder to avoid-adverse impastdie.

My first year on the Commission was,anyesr @bisimeesses for Montana
consumers, and‘l'was grateful to be a part of it. Although there are many chaleng
horizon_ for energy poli«cy~in Montafa
policymakers can provide aapofoiivarm. We have already laid the groundwork jor t
path over;ithe past year at the Public Service Commission,-and this report willjoutli
highlights of 2015.

Athough the five membere ohine G s i on don 6 tIlsteohglya y|s
believe that each indivickrgly serving has the best interests of their constituents in
with every \tbtghey take. | am humbled and honored to have the opportunity tH) wc
such fine public seratltek forward t® tpportunidbead of us to serve the peopl¢
of Montana.

Thi's® report is by no meansrkaercompr
the past year, howel@assummarmea ny of t he o0high | evel
PSC tackle@18&e have a lot on aingleeconmmgntitbat will requeeacious
attitude and watehfid byel am confidheanthis Commisgicontinue to serve
Montana consumers with the quality that they deserve.

Sincerely,

hairmand¥s.Johnson

DISCLAIMER:This documentsis:distributed-as a Communicationfrom PSC-Chameeas&araly Johnspn, a
reflectthe wviews ofithe otherncommissioners:hPSC staff contributed objectivelinformation and res(arch
anymnormattatements a@mmunicationfromrthe Chairman.
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Byl fdéihumbers:

Total Dockepe@ed in 20846

Total Dockets Completed 498035
Total Biget Fiscal Year 33#1633,777
Total FTE C@si4

2015 Rates¥bo n t a n alrivestowaead Qtdited

(Asof the ' day of each month)

NWE Gas  MDU Gas EWM Gas NWE Electric MDU Big Sky Ga

(therm) (dkt) (ccf) (kwh) Electric (therm)
(kwh)

January

Total Rate | $.8022567 | $7.1875 | $.62265 $.108404 $.076186

Supply $.42459 $5.932 $.3463 $.067335 $.39
Rate $7.30/month $.23/day | $7.25/month $5.25/month $.02646

Service Chi $.18/day
February

Total Rate | $.7587567 | $6.5695 | $.62818 $.109362 $.076006
Supply $.38109 $5.314 $.35186 $.068293 $.02628 $.3332

Rate $7.30/month $.23/day | $7.25/month $5.25/month| $.18/day
ServiceChg
March o

Total Rate | $.7327067 | $6.321335 $.61587 $.113811 $.076016
Supply $.35504 $4.951 $.34069 $.067964 $.02629 $.3245138

Rate $7.30/month $.25/day | $7.25/month $5.25/month $.18/day

Service Ch
April o

Total Rate | $.7299667 | $6.156335 $.50325 $.113387 $.077166

Supply $.3523 $4.786 | $.2349 $.06754 $.02744 | $.345
Rate $7.30/month $.25/day | $7.25/month $5.25/month| $.18/day

Service Chi
May *%

Total Rate | $.7012867 | $5.661335 $.48989 $.113418 $.074876

$.32362 $4.291 $.22184 $.067571 $.32

$7.30/month $.25/day | $7.25/month $5.25/month $.02515
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Supply
Rate

Service Ch
June

Total Rate | $.7025447 | $5.5835 | $.51995 $.113004

Supply $.32362 $4.204 $.25198 $.067157
Rate $7.30/month $.26/day
Service Ch
July
Total Rate | $.7191124 | $5.8905
Supply $.34001 $4.511
Rate $7.30/month $.26/day
Service Ch
August
Total Rate | $.7043724 | $5.805
Supply $.32527 $4.511
Rate $7.30/month $.26/day
Service Ch
September
Total Rate | $.7024424 | $5.8905
Supply $.32334 $4.511
Rate $7.30/month $.26/day
Service Ch
October
Total Rate | $.6977124 | $5.4185
Supply $.31861 $4.039
Rate $7.30/month $.26/day
Service Ch
November
Total Rate | $.6699204 | $5.4185
Supply $.290818 $4.039
Rate $7.30/month $.26/day
Service Ch
December
Total Rate | $.6564604 | $5.0795
Suply $.277358 | $3.70
Rate $730 $26/day
Service Ch

$7.25/month $5.25/month

$.49012 $.108876
$.22203 $.067498
$7.25/month $5.25/month

$.50415 $.109396
$.23588 $.068018
$7.25/month $5.25/month

$.50418 $.109417
$.23541 $.068039
$7.25/month $5.25/month

$.49209 $.108878
$.22306 $.068153
$7.25/month $5.25/month

$.49759 $.109143
$.22842 $.068418
$7.25/month $5.25/month
$.50449 $.106293
$.23543 $.065568

$7.25/month $5.25/month

w S L2 NJi

$.18/day

$.093736
$.02404
$.18/day

$.092956
$.02326
$.18/day

$.092296
$.0226
$.18/day

$.094706
$.02501
$.18/day

$.076306
$.02658
$.18/day

$.075496
$.02577
$.18/day

$.075126
$.0254
$.18/day

$.32

$.32

$.36

$.36

$.30

$.275

$.264
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NOTES AND DISCLAIMERS:

This document shows teritardfrates for eatphagiof the first day of the morahthdidinges are not
reflected here.

MDU6s el ectric power supply costs consi st of
seasonal capacity contract.

NWE 6 s el e dudestheexsatebasd valuerofats avned generation.

NWES6s el ectric supply rate includes Federal p
NWESés gas cost i ncludes tthe Battle Creek, bea
Gasupply rates for each company may include transportation and storage costs from other partie s.
The supply rates as shown on this document do not include any deferred supply rates.

“* MDUGOGs gas rate I ncl ud e Siveyy ohargeranddhe basic seraide eharge ! O
a customer s bil |l t he r atinterimrate, and then 838 a separate kne teih
where they take the total delivery for the month and the tothbsemmitt ahdrgparithe 9.65% interim
aadjustment.

Pipeline Safety Annual Review
Inspectiod$:days in the field

2015 Total Budget: $ 882¢@0ihal expenditures are refunded through Federal Pipelirie S:
Grant

Places Visited by PSC lirs@éattors

Kalispell ' Culbertson,
Lakeside

' Sidney
' Winifred
Great Falls
' Seeley Lake
' Missoula
Helena
' Harlowton
' Townsend
' ' Butte
' Billings
' Livingston
' Twin Bridges ' Absarokee
' Big Sky
' West Yellowstone
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Incidents
There werencaents in 2015

Of the three repagptsssefbiecidents received by the Colhthisgancidents were later
determined to be outside O0incidentodo def

A Reportable Ingdent

I. A Death or an Injury requiring hospitalization

ii. Property Damage greater than $50,000

lii. Unintentional Gas Loss of 3 Million cu.ft. ormore
Anaconda, March 19
House explosion, no injuries. Gas plumbing inside house was improperly abandon¢d.
Harlowton, /g6t
Wh e e/l | pader®in gravel pit, hit 40 tran
Missoula, November 7

Motor vehicle went through station fence and impacted the station heater unit. No ifjurie
damaged amounkesktthan $50,000

On March 22, 2016, "the Commission asses
violation that resulted in the injury of two people.

Inspection Goals

1 Inspections (goal to reach 190 Inspection Days)

1 Only 15 daysamhing Scheduled

1 Continue to work w/-and Reduce # of Master Meter Operators
Federal and Regional NAPSR Meetings

St. George, UT & Indianapolis, IN
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NMaoeermizing MentaratRPublieiSevieesCommiss

At the beginning of calendar year 2015dtimcdgSGoyd@atmo d er ni zat i on 6
improve theiefecn cy and ef f e warkflowe This micduded improvimge (C 0 |
Information Technology functions, asewallcaszstadin efforts.

Information Technology Upgrade

The Infoation Technology section (IT) of the PSC falls under the Centralized Servic
Theilltimate go&lT at the PSC is to facilitate the agencies objiipedd provide
possible services and support to commissioners, statif Mahthaaitizanisnely,
efficient and cost effective amweditmscontinually review new technologies and itleas
ensure that we are meeting the needs of everyone that we serve.

Tsrtegaedirto realy ey fumtion offe aggty, romtre aedionard starage ofdgtal catert, to
receiving and delivseniog ad cita.| Tprovdes s admistration, support, and system and
application development and is pespapsibleddo pmemiple me ntabodrarteaeof
cnpraesieinternandtaewdelTsationgoketter proidesences to the PSC staff and to the
public.

In deviating from past practiee/ess a@currently being hosted by the State Informaticn
Technology Services Division (SITSD) sioihiausicData Center (SMDC), with the exce:ptio
one server that we use for live streaming our weekly business meetings. Our transi ion
place roughly a year ago.

Like all other state agencies, the PSC is totally desétalsuppartirmbenhance our
business, but also to enable it. The task of IT is to support the PSC mission by dev::lopi
facilitating the use of IT services and resources; the primary contributions being:

1 Tereeltoortinetre estingioos one-Savces ad system yagacks;

1 Tereatorewrite our PSC intranet and public facing web application systems;

1 The need to provide fast and easy access to materials in hearings and business n
1 The need to enhance the userohade@aoticipation from remote areas; and

1 The need to increase customer and user capabilities;

Our strategy is to continue utilizing State Information Technology Service Division, Dep:
Administration (SITSD) services to helptinee topod altddfto work on the above items.
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May of PEITrircples coincide with the Montana Information Technology Act, as well a’; the
Montana Information Technology StsmtegscaRlamingal bediocded to [Tprgeds thet
catriotetre gedest \ale ad bardit topartders, and udicdion of procesakbemimad by

daiy dig systens, angpyicaiors within agency divisaomonte higogywl beussdto poude

ed.cdiordl oppdurities to staéfnélebusress oatinity, and provide privacy and security of da a.

Mresaurces Wi betsedinan ogaizel, diceraiveat ost-efledhenanier,and IT servidegaude
ddvary denels thet dbwatinsto dermewren were ad howthey erad wih state agadies.
Eliminatminsksis apriaityto jpaed idvdual pivag, adtre privay ofsystens farnation and
serviadingswl roorpode searty catrds besed on both statdedad searity standards.

Tre P& increasingdpatht ourifornationsystens and needisegngowte agaty ssad
leeragstetimogys awod Intodys exdvinge tiglogyenvomert, eiedie Mgoarrarcecan béte
dierece leivea siccss adfalre Gearace for PEIMservee diveryfuiationstems from

commissioner decisions in a business meeting setting with guidance from the Centraliz2d S
Administrator, Communications Director and Computer Systems Analyst.

IT Goals and Objectives

@d:New PSC Website
Supptig Yective’/Actian
Esuretrstedadresiet systes adinfaration
Supptig Yective’Actian
Usr searityanareness adtrang

Dedgp adingdenet treNttioral Irstitiie d Sandrds adTedinbg (NSI) besed S arity
Sandrds toasurethecorficertidty, aaldlty, a n diegity d PRCcaaadsystens

Gd: Document Availability

Daepa way for commissioners and staff to have quick electronic access t
documentdbusiness meetings and hearings.

Supptig Yective’Actian
Support and organize data relating to dockets in one secure location.

Supptig Yective’Actian
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Provide Commissioners and staff the equipiessntededoomationaguaickly
easily from on site or remote locations.

Gd: Move to Electronic Storage
Suppting Yective’Actian
Update and develop a new process of better organizing our records (internal doct
retention schedules).

Supptiyg Qyective’/Actian
Scan drstore information in an organized manner that is helpful and usable to con
and staff.

@&d: Case Management System
Supptig yective’Actian
Research various case management systems, participating in demonstratior s wi
Suppting Qyective’Actian
Review costs and compare with what systems other state agencies are using tc hel|
unnecessary duplication, when possible.
Supptng yectve Actian
Narrow down a system that is cost effective yet beneficrathe aljedndgions withi
Staff reorganization

The Public Service Comrmissanily conductogmprehensive assessment to evaluate
organizational structure and objectives, staffing, and human resources practices to ensi
effectively support @ismasd our goals.

The assessment will be a collaborative process involving the &whstafdodeveElopge s
speciflftuman resource administration recommegnuotegidngitn bést practpalscand

and legal requireragmigdls to allow us to shape our culture and team to meet the needs c
staff and constituénessessment will also allettefoservices associated with knowledg :
transfer and succession planning, which are critical considenatitims gioegre tbe fact t
knowledge associated with the topics that we cover at the PSC are very specific ard un

The staffoeganization will be conducted through calendar year 2016, and it is the gcal o
Commission to be completed by therend of the yea
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Topskssties/ 2015
Eleciricity

The Clean PowerRRiahing back against poor public policy

In response tA\tipist2015e | ease of the EPAds finali z
regulate carbon emissions from powktoplams,Raelic Service Commission raised se /era
concerns as to the plands practicality
stateds economy.

Speaking to the Commi sEaddeenadsaid,concer ns,

0 Tféderal government is again asking Montanans to pay the price for its continuec ons
centralized regulatory schemes. Not onl
industry, the double digit increase inesdatiaiciyliriitely result constitute nothing less than
new tax on energy, and there is no tax that places a more disproportionate burden >n n
income Montanans than a tax on energy. | will be encouraging the Cornamission to ¢ xplc
available to us to effectively push bac

Addressing the practicality -GreatFRalsgsaid, ul e
0The EPA has taken iaverfoprosMdnttehma, warsd

The Commission continues to evaluate the 1560 page regulation. However, it is pa ticul
with several elements on the proposed rule:

1 The final rule is much more stringent than th&@ IpecpBgecepdds that, in 2012, the avarag
emi ssions rates for Mont anahow. Thepropesed p | a
rule set a state emissions mandate of 1,771. That number in the final rule is 1,305, or al
reduadn of 47%.

1 The rule plays favorites with states. The State of Washington, for instance, is allovved
carbon emissions by 46%, even while Montana is required to cut its emissions.

0The Cl ean Power -ddwregalations from @/ashiregtorg Dhtleatfai & x
take into account the specific -circunst
Hamil ton. o0ln addition to destroying on

10
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punigs energy exporting states like Montana by forcing them to pay the price for erissi
another stateds energy demand. The EFAGQG
significant increases to residential electicity rates

District 3 commissioner Roger {Buwz@mam, Relieves the time has come for Montana |0 ta
lead in resisting what he tersightelihi@deral overreach.”

"Obama's EPA has become a rogue agency that thinks it can damrotharniytbatg it w ints
of the states, as if executive agencies somehow have unlimited power and the Constitu
These latest ralesre draconian thanaedd eventually double the cost of electricity in
America, crippling our ecdmvirygas major competitive edge to countries like China. All o
based on the scientifically dubious claims of climatic catastrophe, and the hysterica voi
opportunistic politicians that drown out the calmer call for a redsbatlekarugh nadiona
said.

The Commission had previously submitted a lengthy set of comments to the EPA cn its

il denti fying technical problems with the
nothing to correctthbpre ms we 1 denti fied, 6 sai d Kayv
oOoMoving forward, the PSC-gehevaphand legislaturevio r k

deciding how the state should respond t

To view the Clean Powst Rtan/Musa.gov/1If7nt2

Montar2akota Utilities Rate Case

On June 25, 2@ ®Mdntana Public Service Commisseruestdéroed Mob@aketa
Utilities for an $11.8 million, or 21.1%grétedppreasadt€lp@6ustomers in eastern
Montana.

The increase to the average MDé&ktatipafyem the originalwagquestimated to be abour
$14.80 per month. The Montana PSC must by law issue an order on thiéerate case vithi
MDU filed the request. MDUG6s | ast gener
approved an increase of just over 6%.

0OThe increasing regulation of energy pr
eversincealsy el ect ed t o tich2CorGnoissiomerKiskiBusmam i b i1t i
like MDU will have to continue to invest millions to meet new federal requirements, and
will continue to request larger rate increasesithgedtepdsi\as a result of these costh
regulations. The Montana PSC will most assuredly review tDakotgaiaitieg bontane

11
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determine if it meets all the necessary standards, inchelinglEoefditgNtargana
ratepayers.

Public Service Commission Vice Chairman Travis Kavulla represents northeastern Mon
Sidney, Glendive, Pl ent ywood and Wol f F
review the request to determine if theeutiltgttooktthffective approach to supply their
customers with energy.o

M D UOrigisalpplication asked the Commission to authorize a 10% return for the capi al in
companyds sharehol ckiowattaur chamge enargy,ithe origimal t o
request would have also increase the fixed monthly chathe. DS silso © approve
additional orate riderso on customersao
included a proposeoirévithe net metering tariff under which customers who generat 2 the
electricity are credited for excess production.

ToviewMoribaak ot a Ut i Il i ti esd® news rel ease e
http://www.mondaleota.com/utiBhu/news

With aGvote on December 15, 2015, the Commission rejected a $10.9 million inter m el
increase requested by-MaktdadJtilities. The rate increase waamaqgtezsted as

adjustment that is part of their original 21.1%, $11.8 million increase that was unde rev
rate case befttre Commission at that time.

The Commission held a hearing on the MDU dtetincty &t #as2Glendive, MT.

On March 221 6 @mmission issued aapmaringeitiement between Niakatza
Utilities, the Montana Consumer Counsel and the Large Customer Group.

One day prior to a hearing in Glendive in February, M&lyeoatd¢h eemriseie
settlement, reducing the rate increase to 13.3% to be phased in over two years. Th2 tot
for MDUO6Gs roughly 26,000 customers in e

In approving the stipulation, tha Gommise X pr essed skepticism
combustion engines installed in Sidney, Mont., into customer rates, leaving the dec sior
units in rates for a future rate proceeding. The Commission notégrtatihg plant wa:;
economic energy supply for customers at this time, and had not been certified as a cap
the time of the hearing.

Additionally, the Commission clarified its position on environmental upgrades, notir j th:
notharge customers for pollution control technologies until emissions standards art: act

12
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and enforceable. The company has paid for upgrades to the Lewis & Clark Station n Si
Big Stone Plant in South Dakota.

0 Cu s t odpayrosly far powar plants that are actually used and useful in providiag u
I f a plant 1 snd6ét providing value to cus
Kavulla@Reat Falls.

Although the settlement predébtédid the consumer advocates did not state an esti blisl|
return on equity (ROE), the Commission fou&$% tange ari d€ceptable return on the
equity i nvestment b yappgvbled BGE 0610.2580e h ol der s

0 | t & posivé whanythe parties can come together in a constructive manner anc cra
a complex proceeding su€hsasHehesado saAl
settlement was reached, that does not relieve the esponsibitity @b @nsure
transparency of the process, and thatds
on i1t. o

The Commi ssionds clarification of the s
agreegban by the various parties before it is finalized.

The first phase of the rate adjustment is a $3 million increase, which goes into effect Ap
second phase of the rate adjustment is a $4.4 million increase that goes into effect Apri

The Commission approved the order includingloartditioith Qoanhissioners Johnson
Kavulla, Lake and Koopman voting in favor, with Commig3illings KagppBaskdman, R

ol commend the parpuéasatifon tkehachedf faort
Bushman said. 0The MDU rate application
face, as it demonstrates the difficulty and exposes the flaws associated wigh trying 10 pr:
future. | am very concerned about the impacts of overreaching federal regulations that v
i ncrease the cost of wutilitiesd service

To view the MDU rate case daeket] visin/10m/xDH

MT Judge Upholds Order on Dave Gates Outage

Following nearly two years oMdiganarDistrict Court Judge BrdiriNedroraAadust 17,

2015 a 20dkr issued by the Montana Public Service Commission rejratasgesuireque st by
Energy to increase electricity rates for unforeseen outagé dostscand®d ost r ev
attributable to NorthWesternods efficien

13
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The decision is in response to a lawsuit filed by Northwestern Energy against the Comn
i nvolved two issues: The Commi ssion®6s d
outage at NorthWesternds Dave Gates Cen
decision to attri b ugyefficieneywmgrams than clainged by tlie
Company, which reduced certain costs that customers currently pay through their electt
rates.

I n affirming the PSC06s order in his dec
Commisi on6s disall owance of replacement
proper in order to ensure reasonabl e an

appropriately utilized its experience, technicatispapeierest kaowledge and based it
decision on substantive evidence. 0

ol am very pleased with the Courtés dec
Montana, 6 sai d -P&€t CHal e ma shoukifrmathe af théd n 8 ©
risk when making business decisions as it is not the role of the PSC to act as a rub)er ¢
unf oreseen costs to be passed on to con

oOPast commi ssions may h a viebe passedthraugh totthe n e
customers, 6 sai d-BOzmemiansi obhait RdhOgerc uk o a
pencil to every request that i mpacts po
prove theircase,andins i nst ance, NorthWestern d d

PSC Vice Chairman TraviseauHRa)I® said "This litigation represented a utility com any
attempt to socialize all of its risk to a captive set of consumers, even while continuir g to
profitNo business in a free market would have the ability to do that, and utilities sho uld r

The Commi ssionds order resulted i n appr
Ener gigdustomers aeross the state.

CreatinggTx Tr ansparency i n Customeger

Voicing concerns of the effect that a state law regarding utility taxes has on consun ers,
Public Service Commissidnamtihdary 25, 2016 to require NorthWestern Energy tc cre:
proposal for irgingathe transparencysoftaxa cust omer s® mont hly

Throughout discussion during a work session on the issue, the Commission criticizi:d a
allows taxes for Northwestern Energy to automatically pass throughety fiide custom ars \
PSC input, and also criticized the Mont
Energyos tax bill

14
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Nort hWestern Energyds 2015 tax bill i'nc
2014 purché&dd tnydroelectric dams from PPL. Montana law allows NorthWestern € ner
automatically recover their tax bill from their customers without any approval from tie P
deducin for its incameimpacts.

In the 2015 legislative sesswg B 180 have ended the aut oma
taxes to their customers. The Commission unanimously supported the bill, but it fai ed t

In an effort to better inform customers of the portion of their bill attribiged t taxies, 1he F
requires NorthWestern Energy to create a proposal to calculate the specific dollar é mot
customer pays in taxes on their bill every month, as well as create a proposal to rernove
taxes out of fixed rates and inctida alirtgbeevolumetric rate.

The PSC6s decision followed a roundtabl
Department of Revenue officialsltAbetheu@ommission Raveth&Ovaluation

methods, as well as NorilBNesgy on their efforts to reduce their tax billlard their me:ho
disclosure to customers.

To view the Owwhwsagsil@Qyods or der , visit:

Ending the Lost Revenue Adjustment Mechanism (LRAM)

The Montana Public Service Comntlssio®ctoleer 3.6, 2015 to discontinue a mechan sm |
as the Lost Revenue Adjustment Mechanism (LRAM), which allowed NorthWesterr Ene
electric and gas supply rates to account fovokduesdchialasted to its energy efficienc’
programs. Next year alone, the discontinuation of the LRAM i$Estimillitad to result i a
reduction indhwunt collettstNor t hWest ern Energyds cust

The Yhgerfal mer approved b§dhemission details the rationale for its decision.
Speaking to the historical context of the LRAM, PSC Vice CkaeatdrallsagisitKavulla R

"This policy was developed when NorthWestern earned no profit on eneagy sales axd w
through entity that owned poles and wires. Today, that reality has changed fundam :nta
this program. With this policy repealed, | look forward to the opportunity to consider alte
make more sense both for the uslityarsd’'con

In motioning to repeal the LRAM, CommissioneBRogerakpspidan, R

15
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ORaising rates on consumers when they r
ideas policymakers have ever come up with. Oncei@gaias thewonimei€ourage to
challenge existing bad policy, and to s

0The LRAM has only adjusted rates upwar
decade &Llgaomao Bradddhsanrg®RS CHel ena. ol n addit i
on rates, the LRAM mechanism also promotes ratemaking on a single issue, discotiragi
analysis of electricity rates as a whole, with the consumgeifseytirioa telly thes/inferior
regul atory practice. o0

oDi scontinuation of the LRAM will sinmpl
ability to ensure that rates are jJjust a
Commsisner Bob LakeaRni | t on. oSimplifying rate =:a
will ultimately benefit the entire state, as rates will become more transparent, and b ztter
costs of service.o

Ol t j ust setbopakdicpdlity torakow an elgectrioc company to encourage their cu
save money on their monthly bill by conserving energy, and then turn around and ir crez
rates on everybody to r eBushmaeBifngs.hat | ost

The lost revenue adjustment mechanism was originally established in Montana as i\ res
order in 2005.

To view the Commi ss i ltup/flasgov/iX9aRU or der on

NorthWestern Energy-Byanpliance Docket

On December 9, 2015, NorthWesternlétharblydrdaertric FRailitizsse Compliance

Filing (Hydro Compiiexggevith the PublcgESammission (PSC). In 2014, the PSC ordered N
tomak oO0a f i na lDecembenRdl’ tareflelaspugiadjustmeantgtuttee h
conveyance of Ker®thkeT, and t he actual property |
@der 7323k, Dkt. D2013.12.85, A& 190 S
portfolio basis through the eleqiripity y cost tracker . 6 1 d. A

NWE proppsade f ol | owi ng adj ust meirembeatpy whi c h i

$24,465,682: A decrease of ($20,604,912) for expenses associated with Kerr; an ir cree
to account for lower forecasted sales volumes and market prices resulting in lower ‘eve
increase of $3,208,800 for siate praperty taxes; and an increase of $417142 for other pa
closing adjustments. Additionally, -oventh fpexled, NWE proposes to refund ($6,925,::34)
Kerr fixed costs collected since Kerr was transferred, and to coltect $ielit®3tER3 fol rev
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it has over credited since the Hydros were acquired. These adjustments result in a otal
of $31,643,001.

On Januafy 2016, the Commission approved the interim rate increase requested by Nol
Energy. A firagida on the compliance docket will be made by the Commission in the firs

Calculating Colshmperating Costs

Variable Expenses fordlstrip Energy Production, 2014

PGE | Avista
Puget Puget NWE | PacifiCorp Units | Units
Units 1&2 | Units 3&4 | Unit4 | Units 3&4| 3&4 3&4
Fuel Expenses ($/MWh) $19.92 $16.61| $16.46 $15.53| $16.24( $14.68
Total Production Expenses,
incl. Fuel ($/MWh) $27.20 $28.20| $24.10 $22.30| $24.30| $23.40
NWE Fuel from 2015 Tracke
($/MWh)* $15.11

*This calculaticorporates the total fuel expenses for Colstrip-duioe 3@y 210 12%) 16
reported in D2014.7.58 (NWE electric su
form. The fuel expense can be found in D2014.7.68gNodhtWeskethErte E| ec it r
and Pyfded Direct Testimonypii=¥Bsc.mt.gov/Docs/ElectronicDocuments/pdfFiles/[)20!
7-58IN15052951973AP.PDF

All other figures in thiseaddeiaed from 2014 FERC Form 1

NOTES:
1) PSCstafa |l cul ated two di f f eroalyndnfueleobtsi es f
(row entitled OFuel Expensesd in abhbo

operational expenses, such as steam and electric expenses, and various cat¢ gori
mai ntenance (row e nbla).Whyavdluenofvaitabld P o
expense? $&afoned that aflglvariable cost would be useful in judging wheth :r a
economical to run in-eeghariarket (when mastiraperational costs would contin ie),
while a comprehensivie easawould be useful in judging economical value ove - a I
term, e.g., when a unit is retired and most operational costs are discontinued or d

17


http://psc.mt.gov/Docs/ElectronicDocuments/pdfFiles/D2014-7-58IN15052951973AP.PDF
http://psc.mt.gov/Docs/ElectronicDocuments/pdfFiles/D2014-7-58IN15052951973AP.PDF

I KI ANYIFYyQa wnmp wSLR NI

2)Puget 0s FERC Form 1 data reveal a mne
Urts 3&4. That difference may be attributable to the age, operational, and caf acit)
between Units 1&2 (older and smaller) and Units 3&4 (newer and larger).

3) Most of the fuel expenses for Units 3&4 from the respective utitiesbare similar, in
$16. 60/ MWh range, with the exceptinbn

behind the reported figures, so0o we ¢
production expenses for Units 3&4 falls tosvart dithled varege of total production
expenses.

4) Staffisot sure why the two approaches fo
somewhat different results. Because the trackerldd¢éanddgsathiahon numbers,
staftised theel expense figures from the tracker with the net generation from F ERC
develop the traohsed calculation. It could be that NWE used different generat on fi
those two data sources.

Questions:
1) Is permission of etharars regdi when ownership changes hands of another unit?
2) What about when a unit is closed?

3) Is there any provision for decreased dispatch to reflect the-degine ef on@ sf the @) ¢
their share?

4) Are there ofpttony provisions in &¥y cas

5) When A&G costs that have been absorbed by the older units are no longer bein¢ def
they automaticadllylrd ocat e t-ownmndéres neawrramueaitlsdy cab
owners?

Response:

1) No. See Section 24 o6-pagEsafsfers and assignments of any and all interest )f ec
Owner may be transferred and assigned based on the provisions of subsecticns (
Interest/ownership and obligations/duties are all required to be transferred or assi
togethaxhere one entity cannot control the interest while another entity is resy ons
operational requirements, for example.
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2) Not discussed in the Ownership & Operation Agreement. The only provision i< in S
OEnd of Pr sgediantdiscusees thepsale o thelufit.beinf faken ou' of s
to the highest bidder, and whether to sell as a whole or in parts for the larges' pro

3) Not discums in the Ownership & Operation Agreement.

4) Yes. See Section 24(f) on2glss2ibsection states that the interest can be
transferred or assigned to any person, provided that it is first offered to the oter [
at an amount offered by any other buyer.

5) Not discussed in the Ownership & Operation Agreement.

6) No other redew information discussed in the Ownership & Operation Agreemer .

Analyzing the Na$h Power@nservation CouncildRdtver Plan

The Northwest Power Act (of Congress) of 1980 established the Pacific Northwest zlec
ConservationiRla ng Counci | (0Council 6) and dir «
and electric power plan and a program to protect fish and wildlife on the Columbia IRivel
tributaries. The Power Act defines the Pacific Norstatestadr@acgmihaVashington, Id: ho,
and the portion of Montana west of the Continental Divide (apasi asesmati Columkia
Nevada, Wad,Wyomimge Council is governed-hyeambeigbtoup comprising two
appointed representate=ath of the four principal states in the region.

The Council updates both the fish and wildlHgeplapcaner thia2@very five years. The
power planning effort must fulfill the purposes of the Power Act, which include:

- To assure the Nettbinan adequate, efficient, economical, and reliable power suj
- To encourage conservation and efficiency in the use of electric power and the
renewable resources in the Northwest;

- To provide for the participation of statemdots| cavaumers, tribes, and othe
regional constituencies in the planning process; and
- To protect the fish and wildlife of the Columbia River and its tributaries.

The Council released tHPraftdr Pl an i n Oct o bve membdsl 5 .
of the Council met with the Public Service Commission to discuss the power plannihg p
November, the Council held hearings in Kalispell and Missoula to collé@®lpablic inpiit or

The Council has set a fi@sdieralzer 18, 2015, for public commétPlamthe Draft 7
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Structure of DISRIAN

The Council applies an integrated resource planning strategy and plibasophy (also calle
planning). This approach recognizes load unceriaktyaeagerasizesand reviews all
available and reliable resources to meet current and future needs.

The Draft Plan includes five parts: 0EKX
and Price Forecastli®opé ngNeaw RRsoaurcee SE 0t
El ementsd6é (transmission planning, envir

are made up of 20 chapters.

The Draft Plan includes 15 appendices, which address finansdbpeeastaptions, var
(electricity prices, fuel prices, economic, and energy demand), conservation and ge nere
modeling methods, and climate change impacts. Numerous technical data sources are
the Draft Plan.

Overview of D&flan

Based on modeling used to test how different resources would perform under a rarje o

conditions, the Draft Plan finds that o
economically riskyefésouernoeyoi sdcgber Lneg
next six years.

The Draft Plands second priority is to
Il mports to meet the Northwegswdtherpower s
conditions. Itds I|likely that in | ow wat

maintain system adequacy.

After efficiency and demand response, thesfiegtineostsmstce option for the region is new
natual gafired generation. Together, efficiency, demand response, natural gas gene ratio
renewabl e energy (required by renewabl e
states), make up the principal components oféhs Draftd®s our ce por t f ol

Figure2l, from the OExecutive Summaryo of t
shows the average resource development across all futures modeled by the Counc . (C
considered as a resourceessirggdeak demand, is not included in average capacity calcu

The projected contributions in 2035 from significant (new) resources include:
- Energy efficiertp58 MW
- Natural gas 320 MW
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- Solar 128 MW
- Wind 96 MW
TOTAR,102 MW

In preenting its anticipated resource portfolio, as well as making the consumption, dzvel
economic, and policy projections that underlie it, the Council emphasizes that its Diaft F
regional guidance and that individual utilitiesetsvandagngss to markets and may make
singular investments in resources to meet their adequacy and reliability needs. As i1 res
gas generation may be required by a particular utility, even if that utility pursues eff cien
reponse.

Key Projections

- Loads: increase-2,200 aMW by 20380 EHMW/year)
o Growth =Q0.8%/year
- Peak load (winter): from 31,000 MW inZ2®),00@d\B2/00RQ035
o Growth =-0.8%/year
- Wholesale electricity price fidid $32.50 ino283&860 in 2035 (2012 dollars)
- Natural gas: $3.50/MMBtu in 2015-targgeDor(BL0-(higde) in 2035
- Demand response: 1,500 MW available at less than $25/KW peak capacit //ye:
- Generation resources (sed,ggeq)
o Efficiency $ 1830 (per MWh)
Nat. gas/CCC® 75
Solar PV/base$ 99
Wind/Colum. $115
Nat. gas/recip.$142
Nat. gas/aero $145

©O O o oo

System Trends and Changes

- System shifeveral factors, including increased reliaseceayy vasabtees
and the balancing of fistvandeeds in the hydro system, have made the Noi thwe
more capaciystrained and lesseareiggined. This is a large and ongoing cliang
from the traditional state of the regional system.

- Imported powast regional power plans placsdoropeliaar imported from
external markets (Canada, California, and the Southwest). In this plan, the CoL
scenario in which such imports of peak power were found to be less costly and
risky than demand response.
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- Renewable slowRenewable energy development, especially wind, is not € xpe:
proceed as rapidly as in the recent past because the region currently has in et
yet faces challenges in meeting peak loads. Renewables contribute energ/, bu
valie in providing winter peak capacity.

- Naturalgascr oss the Draft Plands model ir
generation varied widely. Local situations may require new natural gas facllities
regional aggregate basis, thadu#ezhedrmew natural gas generation is very li nite
through 2021. By 2026, the probability of gas development rises to 80% in scel
existing coal plants and less efiietigegasation are retired to lower carbon
emissions.

- CoalfherBft Plan anticipates no fiesdapeieration development, but recogni..es
the announced retirement of 550 MW of coal generation at Boardman (OFR) in .
(Unit 1) and 670 MW (Unit 2) at Centralia (WA) in 2020 and 2025atrespectively
North Valmy (NV, partially serving ID) by 202, fasretieasetiteof 172 MW al
J.E. Corette (MT) in 2015.

- Fish and wildBetween 1980 and the early 2000s, fish and wildlife policies < hifte
reservoir storage and release pgatt€akimbia River hydro system, which has; los
about 1,100 aMW (10%) of generating capability and 5,000 MW of peakin¢| cay
6"Power Plan, increased reliance on the hydro systehotw pataitzngithin
needs for wind genaexatadsdhdiminished hydro peaking capability.

- Climate charigeterm climate change will alter precipitation, river flows, ani| hy
generation, and policies enacted to reduce greenhouse gases will affect fu ture
choices. The Council ischeittasgsolving those uncertainties, but has investi jate
possible effects of c¢climate change

Carbon Cost

One of the major uncertainties examined in the modeling that underlies the Draft Plan (i
electricity dedhdnydro production, and market prices of electricity and natural gas) is cart
policy. Because state compliance plans for the Clean Power Plan are not schedule 1 to
before adoption of thBRimak? Plan, the Council testadalsgbon emission reduction
policiedhoth with and without carbtmasstss their impact on the cost and rigk of alterhati\
regional resource strategies.

Sever al results of the CounciohftheDraftar b o n
Plan reproduced on page 9 of this summary. From its analysis, the Draft Plan offer«d th
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- Although compliance with the Cl ean
scenarios resulted in average anemsiansopelow the EPA regional limit, i.¢ ., th
sum of state Alaass e d e nFros? a fegonal mpeadiiasis ino
original], é according to the Draft
be achievable without adoptiand di t i onal car bon redu

Proposed Actions (a selection from 46 listed actions)

- Achieve goal foetffestive conservation acquisition (4500 aMW by 2035);

- Expand regional demand response infrastructure aradiomarket transform

- Adaptive and ongoing assessment and management;

- Provide continued support for NEEA;

- Encourage strengthening of efficiency codes and model conservation stan Jlard

- BPA: analyze operating reserve requirements; mitigate oversupply conditicns;

- Encouragmious initiatives for resource adequacy standards, reserve margins, &
capacity issues;

- Participate in and monitor WECC activities;

- Improve forecasting methodologies (sales, loads, emerging markets, etc.).

Comparison of Planning Expaeb&ttmsiforand for Montana Utilities

In evaluating the quality of the Draft Plan, the Commission may find it useful to conidel
requirements and goals of the Northwest Power Aibodifé&0findtersblplaced on
Montandiugs by PSC administrative rules.

Both the Power Act and PSC rules emphasize the importance of cost effectiveness imy
analysis of reliability and reserves, forecasts (economic, demand, load shape, fuel Hrice
term plangihorizon, risk quantification and management, technology assessment, € nvire
responsibility, and opportunity for public involvement. The respective planning expe ctat
however, in matters of geography/jurisdiction (the Cegiocibpppatesicaggregates

data, while the PSC considers plans as submitted by individual utilities). Another siijnific
that PSC planning objectives emphasize rate design, whi@ssesSaanerhedkizgno
authority.

Thougdhet Northwest Power Plan is built upon a foundation that differs in a couple of sign
from what the PSC is familiar with, the Draft Plan appears to heaguindittedtshefplanr ing
the Power Act.
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Topics/Issues of Importance B83MDOntana

- The Draft Plan estimates that the average energy from distributed energy mos
solar) will be220 aMW. This contribution, however, has little impact on wintzr s\
peak, but more impact on summer peak. The Draft Plarteatenaryy faritistri
load forecast, but not as a generation resource.

- Fish and wildlife impacts on the hydro system have been significant (see gage
2014 Columbia River Basin Fish and Wildlife Program has already been a lopt:
ofintegrating that document intd"fPevweralPlan appears to be unalterable by
comment offered on the Draft Plan.

- Certain elements of the Columbia RiverCesaglathgrele®ent executed in th
early 1960s that addresses flood onra@maization in the Columbia Basin, exp
i n 2024. The treatyds provisions do
now the subject of negotiations between the U.S. and Canadian governme nts.
admits that the uncemaiatynging any future international agreement is signiiicar
discussion of that uncertainty and its potential ramifications is minimal in tt e Di

Staff Assessment of the Draft Plan

The Draft Plan appears to have fulfilled itstistagutory wigligarganized, clearly written, and
amply documented. Although we did not h
modeling tools and methodologies, the Draft Plan explains that those tools and me hod
subtantially changed since adoption of the previous power plan. The scope of forec astir
Plan is broad, and conclusions reached in the Draft Plan are supported by reasonanjle &
sensible blend of projection and risk.

The Draft Platyaed a robust set of scenarios. It evaluated over 20 scenarios and sensiti
800 alternative future conditions for load, hydro generation, natural gas prices, whc esa
prices, and €@8ts (including no CO2 cost). Bpway saomp  Nor t hWest »r
Electricity Supply Plan, as supplemented, evaluated six scenarios against 100 altet nati\
conditions.

The Council s scenarios define structur
planningdel selects to achieveasiedsassk supply strategy. For example, a scenario mig
assume that a major existing resource is shut down to see how the model replaces that
800 alternative future conditions. To continngtlaeraboge@asn , Nor t h Wes [ e
all defined which specific resources wa
model evaluated the cost of each scenario under 100 alternative future conditions.
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Though we have madpiesfisoning observations about the Draft Plan, we believe thar, tak
whole, it reflects a serious organizational effort that will become, upon final adoptio, a |
understanding and informing power management in the Pacific Northwest.

Figure 1 - 1: Seventh Plan Resource Portfolio!
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Resource Development (Average Megawatts)
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Energy Efficiency (Average Cost w/ T&D Credit)
Energy Efficiency (Average Cost w/o T&D Credit)
Solar PV - Low Cost

Natural Gas - CCCT

Solar PV - Base Cost

Wind - MT w/ New transmission

Wind - MT w/ Transmission Upgrade

Wind - Columbia Basin

Natural Gas - Frame

Solar PV- w/ Transmission Expansion

Natural Gas - Reciprocating Engine

Natural Gas - Aero

Sl- $2lO 5;.0 $é0 $‘80 $1.00 $1I20 $1I40 $160
Real Levelized Cost (2012$/MWh)

M Capital H O&M + Property Taxes + Insurance & Fuel + Transmission |
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