
Benefit Ohligntion 

Following is a reconciliation of the cliangcs In plan bcncfit obligations and hlr  value and a 
statement of the fundcd status (in thousands): 

Recor~ciliatiori of Benefit 
Obltgatloli 

Obligation at beglnntng of 
pcriod 
Service cost 
I~ltcrest cost 
Actuarial (gain) loss 
Plan amendments 
Fresh-start rcportmg 

 ad^ uslments 
Gross benefits paid 

Benefit obligation at cnd of 
period 

l'he total projected benefit obligation and fair value of plan assets for the pension plans with 
projected benefit obligations in excess of plan assets werc $387.6 ~llillion and $301.1 nlillion, respectively, 
as of Dcce~nber 3 1, 2006. The total accumulated bcnefit obligation and fair value of plan assets for the 
pension plans with accumulated benetit obligations in excess of plan assets were $385.4 million and $301.1 
million, respectively, as of December 3 1 ,  2006. 

The total prolected benelit obligatiori and fair value of plan assets for the perisiorl plans with 
projected benefit obligations in excess of plan assets were $386.9 lllillion and $271.1 ndlion, respectively, 
3s of Deccmbcr 3 1, 2005. The total accumulated benefit obligation and Fair value orplan assets for the 
pension plans with accumulatcd bcnefit obligations in excess of plan assets were $384.8 nlillion and 
$27 1.1 million, respectively, as of December 3 1, 2005. 

The Northwestern Energy pension plan was amended effective .January 1,  2005 to incrcasc the 
retirement death benefit from 50% to 100% of the accn~ed benefit, 'I'his is reflcctcd in thc plan amendment 
amount above. 

Bnlnnce Sheet Recognition 

Tlie accr-iied penslon arid other postretirement benetit obligations recognized rn the acconlpanytrig 
Balance Sheets are computed as follows (m thousands): 

Accn~ed benefit cost 

l'cn\itrn Benefit\ . "- 
Other Poslretireriie~~t Ben-tyfi- 

December 31, December 31, Uecembrr 31, December 31, 
2006 2005 2006 2005 

$ (107,700) $ ( 1  17,585)"- $ (41,768) $ (44,333) 
Intangible asset 502 - - 

Amounts not yet reflected in net 
periodic benefit cost: 
Prior service cost (2,4 19) - 

Accumulated gain 23,656 - 2,063 - 
Net amount recogriized $ (86,463) $ (1 17,0i? ) $ (39,705) $ (44,333) 



Pln~t Assets nrrd FirnllEd Stntcis 

Reconciliation of Fair Value 

Dcccrnbcr 31. 
2006 2005 

of Plan Assets 
Fair value of plan assets at 

beglnnlng of period 
Rehirn on plan assets 
Employer cor~tributions 
Gross benefits p a d  

P a ~ r  value of plat1 assets at 
end of period 

Funded Status 
1 Jnrccognizcd nct 

actuarial (gain) loss 
1 Jnrecognized prior 

service cost 
Accrued beneflt cost 

Our investment goals with respect to nlanaging the pension and other postretirerrler~t assets is to 
achicve and maintain a reasonably funded status for the pension plans, improve tlic status of the health and 
welfare plan, mininlize contribution requil-cmcnts, and seek long-term growth by placing prinury emphasis 
on capital appreciation and secondary einphasis o n  income, while mininiizing risk. 

Our invest~ilent policy for fixed inconie investrner~ts are oriented toward risk averse, investmcnt- 
grade securities rated "A" or higher arid are requil-ed to be diversified among individual securities and 
scctors (with the exception of U.S. Government securities, in which the plan may invcst the entire fixed 
incomc allocation). 'There is no limit on the niaximum maturity of securities held. In addition, thc 
Nort11Weste1-n Corporation pension plan assets also includes a participating group annuity contract in the 
Jolu~ Hancock Cieneral Il~vestment Account, which consists primarily of fixed-i~lcome sec~~rities, reflected 
at current market values with a market adjustmcnt. 

Equity invcstments can include convertible securltles, and are req~ured to bc dlvcrsified among 
md~tstrles and economic sectors. l,iniitationr; are placed on the overall allocatlo~i to any individual secur~ty 
at both cost and market value and international equit~es Investments are chversllied by country. In addit~ot~,  
thclc arc l~niitations on investments in emerglng markets. 

Our investnlent policy prohibits short sales, margin purchases, securities l end i~~g  and sinlilar 
speculative transactions as well as any transactions that would threaten tax exempt status of the fund, 
actions that would create a conflict of interest or h-ansiictions between fiduciarics and parties in interest as 
defined under ERISA. With respect to internatiollal investments, forcign currcncy hcdgirlg is allowed under 
the policy for the purpose of hedging currency risk and to effect securities transactions. Permissible 
investments include foreign currencies in both spot and forward markets, options, f~~hlres ,  and options on 
futures in foreign currencies. 

The current investment strategy provldes for the Lollowing asset allocation policies, within an 
allowable range of plus or minus 5%: 

Debt securities 
Domestic equity securities 
International equity securities 

Pension Other 
Benefits Benefits 



'I'he percentage of fatr value of plan acsets held In the following investment types by the 
NorthWestem Energy penston plan, NorthWestern C'orporatlol~ pensloti plan and NorthWectern b,nergy 
1-lealth and Welfare Plan as of Ilecemher 3 1, 2000 and 1)ccernber 3 1, 2005, atc as follows: 

NortliWesterl~ Energy NorthWestern Corporation 
Pension I'cnsion -- .. .- -. -. .- ,, ~, ,, " ,". 

Decernber 31, Decelnber 3 I ,  Uccelr~ber. 31, Decrlnber 31, 
2006 20U5 2006 2005 

Cash and cash cquivalcnts I .ql%, 2.0%) 0.7'%, I . I (x, 

Debt sccurities 30.5 32.3 - .. - 

Donicstic equity securities 5(r. I 55 2 57.0 5 1.5 
International ccluity sccuritics 11.5 10 5 11.6 0.8 
Participating group annuity 

Nortl~Wrsterl~ Energy 
tI~3lth 31111 Wclfarc 

1)echmber 31. Uecel~~ber 31. 
2006 2005 

'5, .-%, 
28.3 27.2 
71 3 72.3 
0 4 0.5 

contracts 

We revlew the asset Inlx on a quarterly bas~s. Cienerally, the asset mix will bc rehalanced to the 
target mix as individual portfolios approach their minimum or maximum Icvcls. 

We continually evaluate the potential for liquidating and reinvesting the assets held in 
participating group annuity contracts as rebalancing and diversitication opporhlnities are currently limited 
with respect to this portion of plan assets. 

The measul-ement dates used to deternine pension and other postretirenlent benefit measurements 
for the plans are December 3 1, 2006 and December 3 1,  2005.  'T'he actuarial assun~ptions used to con~pute 
the net periodic pension cost and postretircmcnt benefit cost arc based upon information available as of the 
beginning of the ycar, spccifically, market interest ratcs, past cxpcricncc and management's bcst cstimatc 
of futurc ccononiic conditions. Changcs in these assumptions may impact future benefit costs and 
obligations. In cos~~puting future costs and obligations, we must make assumptions about such things as 
employee mortality and turnover, expected salary and wage increases, discount rate, expected rehlrn on 
plan assets, and expected future cost incrcascs. 'l'wo of these items generally have the most impact on the 
level of cost: (1 )  discount rate and (2) expected rate of return on plan assets. 

For 2006, we set the discount rate using a yield curve atlalysis, which projects benetit cash tlows 
into the future and then discounts tliosc cash flows to the measurement date using a yicld curve. For our 
analysis we reviewed both the yield curve of our actuaries and C:iligroup. Based on this analysis, we 
increased our discount rate 0.25% to 5.75%. We previously set the discount rate based upon our review of 
the Citigroup Pension Index and Moody's Aa bond rate index. The expected long-tern race of return 
assumption on  plan asscts for both the NorthWestern Energy and NorthWcstcrn Corpol-ation pension and 
postretirement plans was determined based on the historical reh~rns and the future expectations for returns 
for each asset class, as well as the target asset allocation of the pension and postretirement portfolios. Over 
the 15-year period cnding December 31, 2003, the rchir~is o n  these portfolios, assuming they were invested 
at the current target asset allocation in prior periods, would have been a compound annual avcragc of 
approxitnately 10.5%. Considering this information and future expectations for asset returns, we selectcd 
an 8.5% long-term rate of return on assets assumption fbr 2005. We have reduced this assumption lo 8.0% 
for 2006 and 2007. 

'I'he health care cost trend rates are establ~shed through a revlew of actual recent cost trends and 
projected futurc trends. Our retiree medical trcnd assumptions are the best estimate of expected inflationary 
increases to our healthcare costs. Due to the relattve size of our retiree populatiori (under 700 members), the 
assumptions used are based upon both nattonally expected trends and oul spec~fic expected trends. Our 
averagc Increase remain.; consistent with the nationally cxpected trends. 



The we1g11tt.d-average assuniptlons used I ~ I  calculating the plccedlllg ~nformat~on are as follows. 

Pension Hcnctltc -- ". "- 
Year encletl 

-- December 31, 
2006 2005 

rliscount ratc 5.75 % 5.501% 
Expected ratc of r e t ~ ~ n l  on assets 8.00% 8.50% 
Long-ten111 late of Increase 

in compcnsatlon levels(nonun~on) 3.6 1 % 3.04% 
Long-term rate of i~lcrease 

~n con~pensation levels (union) 3.50% 3.50% 

Other Post-retirement 
Benefits 

Year Ended 
December 31, , 

2006 2005 
5,50-5.75 % 5.50% 

8.00 % 8.50% 

The postretirerne~lt benefit obligation is calculated assumlng that health care costs irlcreased by 
8% in 2006 and the ratc of increase in the per caplta cost of covet.ed health carc hencfits thcrcaftcr was 
assi~riied to decrease gradually to 5% by the ycar 2010. 

N~gt Periodic Cost 

The con~ponents of the net cwts for our pension and othcr postretire~llent plans are as follows ( in  
thousands): 

Othcr Post-retlrcn~cnt 
P e ~ ~ s i o r ~  Benefits 2-A--2--"r" Benefits 

Year Ended Year Ended 
DecemberA,  December 3 1 ,  

2006 2005 2005 2006 " 

Conlponents of Net 
Perkodic Henetlt (:ost 
Service cost $ 9,049 $ 8,531 % 741 $ 688 
Intcrcst cost 20,7(11 20,174 2,775 2,853 
Expected return on plan 

assets (21,458) (20,347) (829) (562) 
Arnort~~atlon of 

trans~tional obligation - - - 

Amortizatioli of prior service 
cost 242 - - - 

Recognized actt~arial 
(gain) loss 

Additional (income) 01- 
loss recognized: 
Curtailment -- . - - - 

Specral terrntnat~on 
benefits - - - 

Settlement cost - - - 
- - 

Net Periodic Benetit Cost $ 8,624 $ 8 358 $ 2,804 $ 2,979 - - 



We estllnate amortizations Gem rcgillatory assets into net pcrlodic cost during 2007 will be as 
follows (in thousands): 

I'encion Otlicr 
Henefits Postlctircmcnt Bcncfits - 

I'r~or service cost $ 242 $ - 

Accum~~latod gain - - 

Assumed health care cost trend rates have a slgmflcant effect on the amoilnts reported fol the costs 
each year as well as on the accunlulated postretlremerit benefit obllgat~on. The following table sets forth the 
sensttlvlty of retlree welfare results (ln thousands): 

Effect o f a  one percentage polnt tllcrease tn assumed hcdlth care cost hend 
on total servlce and tllterest c o ~ t  components 
on postretnenlent benefit obllgatlon 

Effect of a one percentage potnt decrease 111 assumed health cate cost trend 
on total servlce and mterest cost coniponents 
on postretlrement benetit obl~gatlon 

Cusk Flows 

On August 17, 2006 the Pension Protection Act of 2006 was signed into law, with changes that 
inipact the funding calculation for benefit plans. We anticipate making contributions of approximately 
$27.5 trillion to our pension and other postretirement beneflt plans in 2007. Pension finding is bascd upon 
annual actuarial shldies prepared tbr each plan. For our postretirement welfare benefits, our policy is to 
contribute an amount equal to the annual ach~arially determined cost that is also recoverable in rates. We 
generally filnd oul- 401(h) and VEBA trusts monthly, suh.jcct to our liquidity nccds and the maximum 
deductible amounts allowcd for incomo tax purposes. 

We cstiniate the plans will make future benefit payments to pa~ticipantc as follows ( ~ n  thorrsands): 

The Predecessor Company filed several motions to terminate various nonqualified benefit plans 
and individual supple~nental retirement contracts for formcr cmployccs. All liabilities associated with these 
plans were removed from our balance sheet upon cniergcnce bascd on our expectation that these claitns 
would be settled through the shares ft-om the reserve cstablislicd for Class 9 claimants. Various claimants 
objected to the Bank~uptcy Court's jurisdiction to terminate such plans andlor contracts. In July 2005, the 
Bankruptcy Court approved share-based settlements with most of the participants in the various 
nonqualified plans and supplemental retirement contracts. However, the Bankruptcy Court determind that 
it did not have jurisdiction to consider a motion to terminate various individual supplemental retirement 
contracts, therefore in 2005 we reestablished a liability of approximately $2.6 million and have resumed 
payments on those individual supplemental retirement contracts not covered by the Rankruptcy Court's 
jurisdiction. 



Our defined contribution plan pernits employees to defer receipt of compensation as provided in 
Section 401 (k) of the Internal Revenue Code. LJrlder tlie plan, ernployees may elect to direct a percelitage of 
their gross compensation to be contributed to the plan. We contribute various percentage amounts of the 
e~llployee's gross compensation contributed to the p1311. Matching contributions were $4.3 million for 2006 
and $3.4 tnillion for 2005. 

(18) Stock-Based Compensation 

Restricted Stock Awnrrls 

IJnder our long-term incentive plans administered by the Human Rcso111-ccs Colnnlittee of our 
Board, we have granted service-based restricted stock to all eligible employees and 1nc1nbers o f o i ~ r  Board. 
Under these plans, a total of 700,000 shares wcrc set asidc for restricted stock grants, in additio~i to 228,3 15 
shares of restricted stock grantod upon our emcrgencc from bankruptcy. We rriay issue new shares or reuse 
forreited shares in order to deliver shares to employees for ccl~~ity grants. Pursuant to the terms of the 
Mel-ger Agreenierit witli BBl, which provides that all of the sharcs available irnder our long term incentive 
plans may be awarded before conlpletion of the transaction, 400,025 shares of restricted stock were granted 
in November 2006. As of December 3 I, 2006 thcl-c were 57,023 shitres of colnlnon stock of the initial 
700,000 shares remaining available for grants under this plan. The stock vests to participants at various 
times ranging from one to five years if the service requiretnet~ts are met. Nonvcstcd sharcs do not receive 
dividend distributions. The long-term incentive plans provide for accelerated vesting in the event of a 
change in control. The proposed transaction witli HHI would trigger this acceleration. 

In accordance with SFAS No. 123R, wc account fur our service-based restricted stock awards 
using the fixed accounting metllod, whereby we anlortize tlie value of the market pricc of thc underlying 
stock on the date of grant (grant-date fair value) to compensation expense over the service pel-iod cithcr 
ratably or in tranches. We reverse any expense associated with restricted stock that is canceled or fo'orfeited 
during the performance or service period. Coliipensatior~ expense recognized for rcstrictcd stock awards 
was $3.6 million for the yeal- ended Decenlber 31, 2006 arid $4.7 million for the year ended L)ccenlber 31, 
2005. The total income lax benefit recognized in the incorne statement for these restricted stock awards 
was $1.5 million for the year ended December 3 1 ,  2000 and $1.8 million for the year ended December 3 1, 
2005. 

Summartzed share ~nformation for our restricted stock awards is as follows: 

Weighted- Weighted- 
Year Encled Average Year bndcd Avcragc 

December 3 1 ,  Grant-Date Ilecembcr 3 1, Grant-Date 
2006 Falr Value 2005 Fair Valuc --  "- 

Bcginnlng tlonvested grants 35,104 $ 20.00 114,151 $ 20.00 
Granted 503,337 34.42 97,65 1 30.79 
Vested 57,393 29.94 175,558 26.00 
Forfeited 5,003 34.39 .- - 1,080 20.00 
Remaining nonvested grants 476,105 2 9 . 2  35,164 20.00 

* This amount represents shares forfcitcd from awards granted upon our emergence from bankruptcy. 
Forfeited shares from this grant arc cancelled. Forfcitcd shares from all other grants are available to be 
reissued. 

As of December 3 1, 2006 we had $14.1 million of unrocognlzed compensation cost related to 
nonvcsted portion of outstanding restricted stock awards, which is reflected in other paid-in cap~tal in our 
Balance Sheet. If the transaction with BBI is not completed, the cost 1s expected to be recogni~ed over a 



we~ghted-average pc~iod of 2.5 years. The total Salr value of shares vested WJS $1.7 n l~ l l~on  for the year 
ended Dccc~nber 3 1, 2006 and $4.6 rmlllon I'ol the yea1 ondcd r)cccmber 3 1, 2005. 

Director's Dqferred Coml)en.sntion 

Nonenlployee directors may elect to defer up to 100% of any qualitled compensation that would 
bc otherwise payable to him or her, subjcct to compliance with our 2005 Dcfcl-red Compensation Plan for 
Notiemployee 1)irectors and Section 409A of the Internal Revenue Code. 'l'he deferred compensation may 
be irivestecl iii Northwestern stock or in designated irivestrneiit funds. Comperisatioii deferred in a 
particular month is recorded as a deferred stock unit (DSIJ) on the first of the following month based on the 
closing price of NorthWestern stock or the designated investment fund. A DS1J entitles the grantee to 
receive one share of conllnon stock for each IISU at the end of the deferral period. 'lie value of tliese 
DSUs are marked-to-market on a quarterly basis with an adji~stmenl to directors coiiipensation expense. 
Rased on the election ol'the nonenlployee director, following separation fiorn service on the Board, other 
than on account of death, he or she shall be paid a distribi~tion either 111 a lurrip sum or in approximately 
equal installments over a designated number years (not to exceed 1 0  years), [luring the years ended 
December 3 I ,  2006 and 2005, DSlJs issued to members ofour Hoard totaled 22,805 and 20,034, 
respectively. Total con~pensation expense attributable to the DSIJs during the ycrtrs cndcd December 3 1 ,  
2006 and 2005 was approximately $0.1) million and $0.7 million, respectively. 

(19) Kcgulatory Assets and 1,iabilitics 

We prepare our financial statements in accordance witli the provisions of SFAS No. 71, as 
discussed in Note 3 to the Financial Statements. Pursuant to this pronouncenient, certain expenses and 
credits, ~iorrnally reflected in income as incurred, are deferred aiid recognized when included in rates and 
rccovcred fi-om or refunded to the customers. Regulatory assets and liabilities arc recorded based on 
nlailagement's assessment that it is probable that a cost will be rccovcred or that an obligation has bccn 
incurred. Accordingly, we have recorded the following major classificatioiis of regulatory assets and 
liabilities that will bc I-ccognizcd 111 expenses and revenues in futurc pcriods when the matching rcvenues 
arc collected or refunded. Of tlicsc regulatory assets and liabilities, energy supply costs are the only itenis 
earning a rate of rehlrn. The remaining regulatory iterns have corresponding assets and liabilities that will 
bc paid for 01- I-cfundcd in fuhrc  pcriods. Because these costs are recovered as paid, they do not earn a 
I-eturn. We have specific ordcrs to cover approxinlatcly 91 0/0 of our regulatory assots and approxiniately 
95% of our regulatory liabilities. 

I t c m a i n i n ~  Decemhcr 31. 

Pensloil 
SFAS No. 100 
Income taxes 
State & local taxes & fees 
Other 

Total regulatory assets 
Gas storage sales 
Supply costs 
Other 

Total regulatory llabillties 

Pension uttd SFAS Nu. 106 

Notc Itcf. Period .~ 2006 2005 
17 Undetermmed $ 87,397 $ 123,326 
17 Undeterni~ned 28,725 33,006 
14 Plant Lives 9,453 9,184 

1 Year 5,105 5,697 
Various 17,823 - 13,802 

$ 148,503 $ 185,105 
33 Years $ 13,774 $ 14,105 
I Year 9,06 1 7,98 1 
Various 3,462 2,361 

$-26,297 $ 24,537 

'Through fresh-start reporting in 2004 we adjusted our qualified pension and other postretirement 
benefit plans to their projected benefit obligation by recognition of all previously unamortized actuarial 
gairis and losses. A pension regulatory asset has been recognized for thc obligation that will be includcd in 
future cost of service. Historically, the MPSC rates have allowed recovery of pension costs on a cash basis. 
In 2005, the MPSC authorized the recognition of pension costs based on an average of the funding to be 
niade over a 5-year period for the calendar years 2005 t l~ougll  2009. The SDPUC allows recovery of 



pension costs on ;in accrual basis. A rcgulatory assct has bccn rccognizcd for the SFAS No. 106 fan valuc 
adjustments resulting fro111 fresh-start reporting. The MPSC' allows lccovcry of SFAS No. 106 costs on  an 
acclxial basls. 

Tax assets primarily reflect the effects of plant related temporary differences such as removal 
costs, capitalized interest and contributions in aid of construction that we will recovcr or I-cfund in future 
rates. We amol-tizc thcsc amounts as temporary differences rcvcrsc. 

Under Montana law, we are allowed to h-ack the increases in the actual level of state and local 
taxcs and fccs and recover these amounts. In 2006, the MI'S(: authorized recovery of approximately 60% 
of the estimated increase in our local taxes and fees (primarily property taxes) as compared to the related 
amount included in rates during our last gerleral rate case in 1909. On December 1, 2006, we filed with the 
MI'SC for an automatic rate adjustment, which reflected 100% oftlie under recovery for 2006 and 
estimated amounts for 2007. In January 2007, tlie MPSC issued an order allowing recovery oftlle 2006 
actual increase and the 2007 estimated increase, reduced by 40% for an iricor~~e tax deduction. While we 
have recorded a ~.egulatory asset consistent with the MPSC"s auttlorization, we are disputing the redr~ction 
by tho MPSC and havc filed a Petition for Judicial Review in Montana District C'ourt regarding this issue. 
We anticipate resolving this nlatter in 2007; however we cannot currently predict an outcome. 

Gas Storage Sales 

A gas storage sales regulatory liablllty was establ~shed In 2000 and 2001 based oti gattls on 
cushion gas sales in Montana 'I7its galn is b e ~ n g  tlowed to cuqtotne1.s over a per~od that matches the 
ctepreciable life of surface facil~ties that were added to niatntarn delrverability from the field after the 
withdrawal of thc gas. This rcgulatory liability is a reduction of rate base. 

(20) Regulatory Matters 

The MPSC, the SDPIJC, the NPSC, and thc IXKC.; approve the rates that we charge our customers 
for our regulated businesses, as applicable. There have been no significant regulatory matters in South 
Dakota or Nebraska during the past three years. Cul-rent rcgulatory issues arc discussed bclow. 

On September 29, 2006 we submitted an inforil~;~tional filing to thc MPSC outlining our cost of 
providing elcctric and natut-al gas delivery service in Montana. 'l'he informational filing is based on actual 
costs in 2005, adjrrsted for known and measr~rable cost changes that occunecl in 2006 and is a result of a 
2004 stipulation and settlement agreement between NorthWestern, the MPSC and the Montana C'onsumcr 
Counsel. 'I'he filing demonstrates a revenue deficiency of approxinlately $29.1 million in electric rates and 
$12.3 million in natural gas rates; however, we did not seek a rate adjustment, as we would like the MPSC: 
to give priol-ity lo its approval of the transaction with BBI. 

On October 17, 2006, we filed an application with the FERC requesting an increase in 
transmission rates in Montana under the open access tralisniission tariff. While the request presents a net 
increase of $28.8 million in overall transmission costs, the rate adjustment pertains only to wholcsalc 
transmission arid retail choice customers. Therefore, the portioll of the rcqucstcd cost increase pertaining to 
the remaining Montat~a retail default supply customer loads, which rcprcsents approximately 70% of this 
increase, is subject to MPSC jurisdictional rates, and will not result in increased rcvcnues. Since the last 
transmission rate adjustment, which was filed in March 1998, our cost of scrvicc has increased and the type 
of transrnission service that we provide has changed as partial retail access has devclopcd in Montana. 'l'he 
overall net effect of this filing for affected custonlers is expected to be an average rate increase of betweell 
6 - 18%, depending on the type of customer. 



Q~ialifilirrg Ff~cilities Liability 

In Montana we havc certain contracts with Qualilying Facilities, or QlTs. Thc QFs rccluirc us to 
purchase minimum amounts of cncrgy at prices ranging li-om $05 to $138 pel- mcgawatt hour tliroi~gli 2029. 
Our gross contractt~al obligation related to the QFs is approximately $1.6 billion through 2029. A portion of 
the costs incm-red to purchasc this energy is recoverable through rates, totaling approximately $1.2 billion 
through 2029. Upon adoption of  frosh-start reporting, we conlputed tlie fair valuc of thc remaining liability 
ol'approxirriately $367.9 rnilliori to be approximately $143.8 million based on tlie net present value (using n 
7.75% discount factor) of the difference between our obligations undcr the QFs and the related anioulit 
recoverable. The following table summal.izes the change in the QF liability (in thousands): 

Beginning QF liability 
I Jnrecovcrcd amount 
Interest expense 
Contract anlendmenr 

Ending QF liability 

'I'hc following summarizes the estlmatcd gross contractual ohl~gat~on less amounts recovcrablc 
through rates (111 thousands): 

2007 
2008 
2009 
2010 
201 1 
Thereafter 
'l'otal 

C;I I ) \ \  re cove^-ahle 
Oblijintion Amounts Net 

$58,420 $(52,567) $5,1353 
60,574 (53,060) 7,s 14 
62,598 (53,583) 9,015 
04,580 (54,086) 10,494 
Ob,007 (54,628) 1 1,439 

1,263,849 (962,297) 30 1,552 
$1,576,0813 $(1,230,221) $345,1307 

Long Term Supply nnd C'apncitv Piirclrns~. Ohligntiotts 

We have entered into various commitn~ents, largcly purchased power, coal and natural gas supply 
and nah~ral gas transportation contracts. Thcsc commitmcnts range from one to 24 years. Costs illcurred 
under these contracts were approxilnately $447.1 million for thc ycar ended Deceniber 3 1, 2006 and $433.9 
million for the yeal- ended December 3 1, 2005. As of Deceniher 3 1,  2000 our commitmcnts undcr thcsu 
contracts are $535 million in 2007, $350 million in 2008, $2112 million in 2009, $274 million in 2010, $113 
million in 201 1, and $528 nillion thereafter. These conxnitmer~ts are not reflected in our Financial 
Statenlents. 

Environment(l1 Liabilities 

Environmental laws and regulations are continually evolving, and, therefore, the character, scope, 
cost and availability of the measures we may be required to take to ensure compliance with evolving laws 
or regulations cannot bc accurately predicted. The range of exposure for environmental remediation 
obligations at present is estimated to rango bctwccn $20.4 million to $56.1 nlillion. As of Deceniber 31, 
2006, we have a reserve of approximately $34.1 million. We anticipate that as environmelltal costs become 
fixed and reliably determinable, we will seek insurance reimbursement andoi- authorization to recover 
thcsc in rates; therefore, wc do not expect these costs to have a material adverse effect on our financial 
position, ongoing operations, or cash flows. 



'.She Clean Air Act Amendments of l!>OO and subsequent amendments stipulate limitations on  
sulfur dioxide and nitrogen oxide emissions from coal-fired power plants. We cornply with thcsc existing 
crnission rcquircmcnts through purchasc of sub-bituniinous coal, and wc bclicvc that we arc in conlpliancc 
with all presently applicable environmnental protection re~lilil-ements and regitlalions with respect to these 
plants. Recent legislation has been proposed, which tuay I-ecluirc furtlicr limitations on emissions of tliesc 
pollutants alorig with limitations on carbon dioxide, particulate matter, and mercury emissions. 'l'he recent 
regulatol-y and legislative proposals are subject to liorn~al administl-ative processes, and we cannot make 
any prediction as to whether the proposals will pass or tlie impact of those actions. In November 2006, The 
Sierra Club sent a Noticc of Tntcnt to Filc a Suit to tlie ownet-s, including us, of Rig Stonc I, asscr-ting that it 
would file a lawsuit in 60 days alleging that the plant faileci to obtain pcn-~ilits for certain projects 
undertaken in 1995, 2001 and 2005 and otherwise failed to comply with the Clean Air Act. The owners 
intend to vigorously defend against any lawsuit filed by The Sierra Club. 

Citing its authority under the Clcan Air Act, the EPA has finalized Clean Air Mercury Rcgiilations 
(CAMK) that affect coal-fired plants. 'I'hese regulations establish a cap-and-trade program to take effect in 
two phases, with a iirst pliase to begin in January 2010, and a second pliase with more stringent caps to 
begin 111 January 2018. Under CAMR, eacli state is allocated a mercury elllissiolis cap arid is required to 
develop regulations to implement the requirenients, wllich can follow the federal requirenlerits or be more 
restrictive. 

Montana has finalizcd its own, more stringent rulus that would require cvcry coal-fired gcncrating 
plant in the state to achieve by 2010 reduction levels more stringrnt than CAMR's 2018 cap. Because 
enhanced chemical injection tech~ologies may not be sulliciently cleveloped to meet this level of~~eductions 
by 2010, tlicrc is a risk that adsorption/absorptioti technology with fabric filters at the C.:olstrip IJnit 4 
generation facility would be rcqiiired, which could represent a niatcrial cost. Wc cxpcct the Montana 
mcrcury rules to bc cliallcngcd. If those ndcs arc overturned and we are instead rccluircd to comply with 
CAMK, achievement of the 2010 and 201 8 requirements niay be possihle with more refined chemical 
injection technology combined with adjustnicnts to boilcr/tireball dynamics at a minimal cost. We are 
continuing to work with the other Colstrip owners to determine the ultimate financial impact of these new 
t-i~les. 

Approximately $28.6 million ofoul- cnvironniental I-cscrvc accrual is related to manufactured gas 
plants. Two formerly operated manufactured gas plants located in Abcrdeen and Mitchell, South Dakota, 
have bccn idcntificd on the Fcdcral C~otnprclicnsivc Environl~icntal Kesponsc, Cotnpcnsation, and Liability 
Information System (CERCLIS) list as contalninated with coal tar residue. At this time, no material 
rcmcdiatio~l is necessary at thc Mitchell location. In Jatiriary 2007, we reccivcd a lcttcr from the South 
Dakota Department of Envil-onment and Natural Resources (SD DENR) that this location is at a No Further 
Action Status. We are currently illvastigati~ig and characterizing the Aberdecn site pursuant to work plans 
approved by the SD DENR and some remedial activities cornnlencecl at the Aberdeen site 111 2006. Our 
current rcscrvc for rerncdiation costs at the Aberdeen site is approximately $15.4 million, and we estimate 
that approximately $13 million of this amount will be incurred during the next five years, During 2006, we 
incurred remnediation costs of approximately $0.4 million. 

We also own sitcs in North Platte, Kearney and Grand Island, Nebraska on which former 
manufacturcd gas facilities were located. Duririg 2005, the Nebraska Llepartrnent of Environmental Quallty 
(NDEQ) conducted Phase II irivcstigations of soil and groundwater at our Kearncy and Grand Island sites. 
On March 30,2006 and May 17, 2006, the NDEQ released to us the I'liase II  I,imited Subsurface 
Asscssnietit performed by the NlIhQ's environmental consulting fixni for Kearney and Grand Island, 
tespectively, and we are evaluatillg the results of these reports. We plat1 to conduct additional site 
invcstigation and assessment work at these locations In 2007 At present, we cannot determine w ~ t h  a 
reasonable degree of certainty the nature and timing of any remedtatmon cleanup at our Nebraska locattons. 



In addition, we own or have responsibility for sitcs in Butte, Missoula and Helena, Montana on 
which former manufactured gas plants were loc;~ted. An investigation conducted at the Missoula site did 
not require entry into the Montana Department of Environmental Quality (MDEQ) voluntary relnediation 
program, but required preparation of a groundwater monitot-ing plan. The Butte and I-Ielcna sites, were 
placed into the MDEQ's voluntary rcmcdiation program fol- cleanup due to the rxistence of exceedences of 
regulated pollutants in the groundwater. We conducted additional 91-oundwatcr monitoring during 2005 at 
the Butte and Missoula sites and have analyzcd the data and presented it to thc MDEQ. At this time, we 
believe that natural attenuation should address the problems at these sitcs; however, additional groundwater 
monitoring will be necessary. Closure of the Butte and Missoula sitcs is expected shortly. Recent 
monitoring of groundwater at the Helena manufactured gas plant site suggests that groundwater 
renlediation may be necessary to prevent certain contaminarits from migrating offsite. We have evaluated 
the results of a pilot progranl meant to promote aerobic degradation of certain targeted contaminants. 
Further data collection is necessary to complete the evaluation and assess other remediation teclmologies to 
determine the optimal remedial technology for this site. Monitoring of groundwater at this site will be 
necessary for an extended time. At this time, we cannot cstiniate with a I-casonablc degree of cel-tainty the 
nature and timing of additional rernediation iit thc Helena site. 

Based upon our investigations to date, our current environmental liability rcscrvcs, applicable 
insurance coverage, and the potential to recoup some portion of prudently incull-cd rcnlcdiation costs in 
rates, we do not expect rumediation costs at these locations to be materially diffkrent from the established 
reserve. 

Milltorvn Minitie Wuste 

Our s~~hsidiary, Clark Fork and Blackfoot, 1,I,C: (CYH), owns the Milltown Dam hydroelectric 
facility, a thee  megawatt generation facility located at the confluence of the <:lark Pork and Hlackfoot 
Rivers. In April 2003, the Environmental Protection Agency (LPA) announced its proposed remedy to 
address the mining waste contamination located in the Milltown Kcscrvoit-. This remedy proposcd partial 
removal of the contaminated sediments located within the Milltown Reservoir, together with the removal of 
the Milltown Dam and powerhouse (this remedy was incorporated into the EPA's formal Record of 
Decision issued on Deccmber 20, 2004). In light of this pre-Record of Decision announcement, we entel-ed 
into a stipulation (Stipulation) with Atlantic Richficld, thc EPA, thc Department of the Interior, the State of 
Montana and the Confederated Salish and Kootenai Tribes (collectively the Goverrlnierit Parties), which 
cappcd NorthWcstcrn's and CFB's collective liability to Atlantic Richfield and the Government Parties at 
$1 1.4 million. I11 April 2006, we released escrowed amounts of $2.5 nillion and $7.5 million to the State of 
Montana and Atlantic Richfield, respectively, in accordance with the terms ofthe consent decree described 
below. Pursuant to the terms of the conseilt decree, the parties expect that the remaining financial 
obligation of$1.4 million to the State of Montana will be covered through a combination of any refund of 
premium upon cancellation of the catastrophic release policy dcscribcd below, and the salc or transfer of 
land and water rights associated with the Milltown Dam operations. 

On July 18,2005, CFB and we executed the Milltown Reservoir superfund site consent decree, 
which incorporated the terms set forth in the Stipulation. The consent decree was approved by the Federal 
District Court for the District of Montana on February 8, 2006 arid becalne effective on April 10, 2006. In 
light of the material environmental risks associated with the catastrophic failure of the Milltown Ilam, we 
secured a 10-year, $100 million environmelltal insi~rance policy, effective May 31, 2002, to mitigate tlie 
risk of future environmental liabilities arising from the structriral failure of the Milltown Darn caused by an 
act of God. We are obligated under the settlement to continue to maintain the environmental insurance 
policy until the Milltown Dam is removed during implementation of the rernedy. 

We continue to manage polychlorinated biphenyl (PCB)-containing oil and equipment in 
accoi-dance with the EPA's Toxic Substance Control Act regulations. We, along with other potentially 
responsihlc parties, arc currently negotiating with EPA over remcdiation of an oil recycling facility in 
Oregon to which waste oil had been transported by The Montana Power C'on~pany and others. We 



anticipate that these negotiations will bc successfully rcsolvcci during 2007. We will oontin~~c to use ccrtain 
PCB-contaminated equipment for its remaining useful life and will, thereafter., dispose of the equipment 
according to pertinent regi~lations that govern the use and clisposal oSsuc11 equipment. 

We routinely engage the services of a third-party environmental consulting firm to perform a 
comprehensive evaluation of our environmental reserve. Based upon inforn~ation available to out- 
consultants at this time, we believe that the current environmental resel-ve properly reflects our remediation 
exposure fol- the sites currently and previously owned by us. Tl1c portion of our environmental reserve 
applicable to site remediation may be sub.ject to change as a result of the followi~lg uncertainties: 

We and our thlrd-party consultant may not know all sites for wliich we are alleged or w ~ l l  be found 
to bc responsible for remediation; and 

Absent performance of certain testing at sites where we have been identified as respollsible for 
remediation, we cannot cstirnate with a reasonable dcgrce of certainty the total costs o f  
remediation. 

Legal Proceedit1g.s 

Mn~tert/La w Deh~rrture/O UIPS Litigrrtiorr 

( In  April 16, 2004, Magten Asset Management Corporation (Magten) and L,aw L)ebenture 'I'rust 
Company (Law Debenture) initiated an adversary proceeding, which we refer to as the QUIPS Litigation, 
against NorthWestet~l seeking among other things, to void the transfer of certain assets and liabilities of 
CFB to us. In essence, Magten and Law Debenture are asserting that the transfer ofthe transmission and 
distribution assets acquired from the Montana Power Co~npany was a fi-a~~dulent conveyance because such 
transfer allegedly let1 CFB insolvent and unable to pay certain clait~is. Tile plaintiffs also assert tliat they 
are creditors of CFR as a result of Magten owning a portion of the Series A 8.5% Quarterly Incorne 
Preferred Securities for wliich Law Ilebenture serves as the Indenhlre Tl-t~stee. Plaintiffs seek, among other 
things, the avoidance of thc transfer of asscts, declaration that the assets wcrc fraudulently transfct-red and 
are riot property of our bankruptcy estate, the imposition of constructive trusts over the transferred asscts 
and tlic rcturn of  such assets to CFB. On Suptcnibcr 29, 2006, the Delaware District Court, which has 
jurisdiction ovcr this lawsuit, denied Northwestern's Motion for a I'rotective Order to limit the scope of 
discovery sought by plaintiffs. I)iscovery has commenccci and the District Court has scheduled trial, if any, 
to be held in December 2007. We intend to vigorously defend against the QUIPS litigation. 

On April 19, 2004, Magten also filed a complaint against certain former and current officers of 
CFB in 1J.S. District Court in Montana, seeking conipcnsatory and punitive damages for alleged breaches 
of f id~~ciary duties by such officers in connection with the same transaction described above which is at 
issue in the QUIPS Litigation, namely the transfkr of tlie trallsrrlissiot~ and distribution assets acquired fi-on1 
the Montana Power Co~npany to NorthWestem. Those officers have requested CFB to indemnify them for 
their legal fees and costs in defending against the lawsuit and any scttloment andlol- judgmcnt in such 
lawsuit. That lawsuit was trat~sferred to tlie Federal District Court in Delaware in July 2005 and is 
consolidated with the QIJIPS Litigation for pulposcs of discovcry and prc-trial matters. Ln I'ebruary 2007, 
those officers askcd the Federal District Court in Delaware for leave to file a motion to dismiss tlie 
complaint and Magtcn has filed a motion to amc~id its complaint to add Law Debenture as an additional 
plaintiff. 

In July 2006, Magten served a conlplaint against The Bank of Ncw York (BNY) in an action filed 
in New York State court, seeking damages for alleged breach of contract, breach of fiduciary duty and 
~iegligence in connection with the same transaction described above wliich is at issue in tlic QIJIPS 
Litigation. Specifically, Magten alleges that RNY, as the Indenhire 'I'rustee at the time of the 2002 transfer 
of assets lkorn Montana Power Company to NorthWcstcrn, should have taken steps to protect the QUTPS 
holders' interests by seeking to set aside the transfer and imposing a constructive ttust on the assets. 'lhe 
New York State court is considering HNY's motion to dismiss Magten's complaint. BNY has asserted a 
right to indemnification by Northwestern for legal fees and costs incurred in defending against Magten's 



clairrls pursuant to the terms ofthe Indenture governing the QlJIPS under which BNY served as Trustee. It 
is our position that any such recovery should be payable from the disputcd claim rcscrve although the l'lan 
of Reorganization Creditors Committee has objected to this position. 

On April 15, 2005, Magten and Law Debenhlre filed an adversary complaint in the Bankruptcy 
Court against NorthWestern Cotporation, Gary Drook, Michael Hanson, Hrian Bird, 'l'homas Knapp and 
Koger Schturn seeking to revoke the Confirniatiori Order on the grounds that it was procured by fraud as a 
result of the alleged failure to adequately fund tlle Class 9 Disputed Claiins Reserve with enough shares of 
New Cornmon Stock to satisfy a potential full recovery on all pending claims against Northwestern's 
hankniptcy cstate which were outstanding at the time the Plan became Effcctivc on November 1 ,  2004. 'I'he 
plaintiffs also alleged breach of fiduciary duty on the part of certain former and current officers in 
connection with the allcgcd undcr-funding of thc Disputed Claims Rcscl-vc. NorthWcstcrn filcd a motion to 
dismiss or stay the litigation and on luly 26, 2005, the Hankruptcy Court ordered a stay of the litigation 
pending resolution of Magten's appeal of the Order coniirrning our I'lan of Ileorganization. Northwestern 
intends to seek distriissal ot'this action and to the extent such action is not dismissed, NorthWestern intends 
to vigorously dcfcnd this action. 

Twicc during 2005, Magtcn, Law Dchenhlre, the Plan C:onimittcc and NorthWestern 
~~nsuccessfully engaged i11 mcdiation to I-esolve the pcndiilg appcals and other pending litigation describcd 
above. At this time, we cannot predict the impact or resolution of any of these actions or reasonably 
estimate a range ofpossible loss, which could be material. We intend to vigorously defend againsl the 
advct-sary proceedings, lawsuits, appeals and any subsequently filed similar litigation. While we cannot 
currently predict the impact or resolution of this litigation, the plaintiffs' claims with respect to the QUIPS 
1,itigation will be treated as general unsecured, or Class 0 ,  claims and will be satistied out of the Class 9 
Disputed Claims Reserve established under the Plan. 

We are one of several defendants 111 a class dclion lawsuit erltltled Mr Gr.~cvcv, ct ril 17 Tllc, 
Mnlitnnn t b t v r r  Cbny,oriy, t>/ (11, now pending In U.S. Dtstrlct Coult tn Montana. The lawsutt, whicll w'is 
filed by fo~nier shareholderq of 'I'he Montana I'ower Company (most of who1-11 became shareholders of 
I'ouch Anlerlca Holdings, Inc. as a result of a col-poiate teorgani~atlon of the Montana Power rompany), 
c lams that the dtspositton of vartous generating and energy-related assets by The Montana Powei 
Company were votd because of the failure to obtain shareholder approval for the ti an sac ti on^. Pla~ntiffs 
thus seek to reverse those transdcttons, or receive fail value for their stock as of late 2001, when plaint~ffs 
claim shareholder approvdl should have been soitght. NorthWestern is natllecl as a defendant due to tlic fact 
that we purchased The Montana Power L.L C., which plaltlttffs claim is a successor to the Montdnd Powcr 
Company. 

I11 June 2006, we and the McGrcevey plaintiffs entered into an agreement to settle the claims 
brought by the McCirccvcy plaintiffs in r i l l  of the actions stated above through a covenant not to execute by 
McGreevey plaintiffs against us and by us quit claiming any interest we had in any clainls we may or may 
not have under any applicable directors and officers liability insurance policy, against any insurers for 
contrach~al or extracontractt~al damages, and against certain defendants in the McGreevey lawsuits. This 
agrecmc~it was finally approved by the Hankruptcy Court in Noverrlber 2006. In February 2007, together 
with the plaintiffs, we tiled a motion to dismiss the claims against us in the McGreevey lawsuits and no 
objections have been filed. 'l'he federal court denied the motions to dismiss on the basis that the plaintiffs' 
lawyers had not been appointed as class counsel and no class had been certified. We are in discussions 
with the plaintiffs' lawyers to determine how tliey will fulfill their obligations under the settlen~ent 
agreement which was approved by the bankruptcy coult. 

Cia  of Livonia 

In November 2005, we and our dtrectors were natned as defendants tn a shareholder class action 
and derivative action entttled Czm of Llvonirl Enzployre Retlrenlent Systenz v. Drq~er ,  et al., pcnding in the 
U.S. District Court for the Dtstrtct of'Sout11 Dakota. The platntilf'clain~s, among other things, that the 



directors breached their fiduciary duties by not sufticicntly negotiating with Montana t'ublic Power Itic. a~id  
Black Hills C:orporation, two entities that had nlade public. unso1icitc.d oSSers to purchase NorthWestc~11. 
On April 26, 2006, Livoriia alnended its conlplaint to add allegations that our directors had erred in 
choosing the H K I  offer because it was not tlie niost attractive oSSel- they had received for the company. The 
parties have entered into a settlenlent agreement which provides that Northwestern will redeem the 
existing shareholder rights plan either followilig shareholcter approval of the Merger Agreement with HHI 
or upon termination of the Mergel- Agrccnicnt with RBI- whichever occurs first. The Roard may adopt a 
new shareholder rights plan if tlie shareholders approve adoption of such a plan in advance or, in the event 
that circumstances require timely implementation of such a plan, the Roard seeks and receives approval 
from shareholders within 12 months after adoption. After limited confirmatory discovery, tlie settlement 
agreement has been filed. In December 2006 thc federal court indicated it would not approve the 
settlement because it did not provide any benefit to the class mernbers. Based on the ltderal court's order, 
the plaintiffs agreed to dismiss the lawsuit with prejudice on the condition that tlie fedei-al coiirt would 
retain jurisdiction over any award of attorneys' fees. The plaintiffs' lawyers motion secking discovery in 
advance of its motion for an award of attorneys' fees was denied by the fedora1 court which set a tlrieting 
schedule for plaintiffs' nlotion for attorneys' Sees. We expect briefing to be conlpleted within the ncxt 30- 
45 days and a decision by the federal court 111 the next three months. 

Other Liticntion 

In April 2005, a group of former eniployees of the Montana Power Company filed a lawsuit in the 
state court of Montana against us and certain officers styled Ajnnzor~rlsoil, rt (11. v. Nor.tll Wustrrr~ 
clb,pot.rrtion, et nl., Case No. DV-05-97, The former e~nploycos have alleged that by moving to terminate 
tlieir supplemental retirement contracts in our bankruptcy proceeding without having listed them as 
clainiants or giving them notice of the disclosurt: statement and Plan, that we b~-cached tliosc contracts, and 
breached n covenant of good faith and fair dealing under Montana law and by virtue of filing a complaint in 
our Bankruptcy Case against those employees from seeking to prosecute their state court action against 
Nortl~Westenl, we had engaged in malicious prosecution and should be subject to punitive damages. On 
May 4, 2005, the Bankruptcy Court found that it did not have jurisdiction over these contracts, dismissed 
our action against these fornier employees, and transfen-ed our niotion to terlliil~ak the conhacts to 
Montana state court where the former employees' lawsuit is pending. We unsuccessfi~lly engaged in 
mediation of this dispute in Novenibn- 2005 anct Scpte~nbcr 2006. We recorded a loss of $2.6 million in the 
third quarter of 2005 to reeskablish rt liability for the present valuc of amounts due to these fornier 
employees under their supplemental retirement contracts and reestablished monthly payments to these 
fornier employees under the tei-rns of tlieir contracts. In February 2007, a jul-y verdict was rendered agai~ist 
us in Montana state court, which ordered us to pay $17.4 million in compensatory and $4.0 million ill 

punitive damages in a case called Arnmonrl.so~~, ct rrl. 17. Nortlr Wc,stern Cor.j>orntion, et 01. Due to the 
verdict, we recognized a loss oS$19.0 nlillion in our 2006 results of operations to incrcasc our recorded 
liability related to this claim. The Montana state court reviewed the amount of the pi~nitive darnrigcs under 
slate law and did not alter tlie amount of punitive damages. We intend to file post trial nlotions and post a 
bond and filc an appeal if necessary; however, there can be no assrirance that we will prevail in our efforts. 
In addition, we expect to incur additional legal and court costs related to these proceedings. 

In Deconiber 2003, the SEC notified Nort2iWestern that it had issued a formal order of private 
investigation and subsequently subpoenaed docun~ents from Northwestern, Northwestern 
Communications Solutions, Expanets and Blue Dot. Since December 2003, we have periodically rcccived 
and continue to receive subpoenas and informal requests from the SEC requesting docurncnts and 
testimony from former and current enlployees as well as third partics regarding these matters. In January 
2006, the SEC issued Wells Notices to several former officers, a current officer and a thcn current 
cmnployoe, associated with Northwestern and Northwestern Conlmunications Solutions. In July 2006, 
additional Wells Notices were issued to former officers and directors of Northwestern and Expanets, A 
Wells Notice is an indication that the SEC staff has made a preliminary decision to recommend 
enforcement action that provides recipients with a11 opportunity to rcspond to the SEC staff before a formal 
recommendation is finalized. In December 2006, thc SEC filed a complaint alleging securities law 
violations related to Northwestern Communications Solutions against the former officers, a current officer 
and a then current employoe. All the individuals agreed to settle the allegations of the complaint against 



them except our current officer. The curl-ent officer has been removed froni his officer position pending the 
outconle of the comnplaint. There have beon no findings or adjudication of the underlying allegations in the 
Wells Notices, and tlie SEX'S investigation is ongoing and it could issue aclditional Wells Notices. I11 
addition, certain of our fornier dit-uctors and several fornier arld cul.serit elilployees of Nol-thWestern and 
our subsidiary affiliates have been interviewed by representatives oS the FBI anci IRS conccriiing certain of 
the allegations nlade in the now resolved class action sccuritics and derivative litigation as well as other 
matters. We have not bern advised that Northwestern is the subject of any FBI or IRS investigation. We 
arc not aware of any other governmental inquiry or investigation related to tliesc matters. On March 7, 
2007, the SEC commenced and simultaneously settled an administl-ativc proceeding with Northwestern 
and tlic SEC's investigation into Northwestern's restatement of our first thrcc quarters of quarterly reports 
in 2002. NorthWcstcrn agrccd, without admitting any wrongdoing, to cease-and-desist from filtul-e 
violations of tlic securities laws. Specifically, NortliWestern agreed to cease-and-desist froiii committing or 
causing any violations arld any future violations 01' Sections 13(a), I3(b)(2)(A) and 13(b)(2)(H) of the 
Securities Exchange Act of 1934, and Rilles 12b-20, 13a-11, and 13a- 13 promulgated thereunder. 
Northwestern will pay no monetary fine, nor be othcl-wise penalized under the settlement. 'Ihis settlement 
ends tlie SEC investigation regarding us. 

Relative to our lcascliold intcrcst in C:olstrip Unit 4, the Mineral Management Service of the 
United States Department of Intcrior (MMS) issued two orders to Westem Energy Company (WECO) in 
2002 and 2003 to pay additional royalties concerning coal sold to C:olstrip Units 3 & 4 owners. The orders 
assert that additional royalties are owed as a result of WECC) not paying royalties in connection with 
I-cvcnuc received by WECO from the Colstrip Units 3 & 4 owners iindcr a coal transportation agreement 
during tlie period October 1, 1991 through Dcccmber 3 I, 2001. On April 28 ,  2005, the appeals division of 
the MMS issued an order that reduccd thc amount claimed due to the applicatioli of statute of lin~itations. 
'I'he state ofMontana issued a dcniand to W1;C:C) in May 2005 corlsistent with the MMS position outlined 
above on thesc transportation rcvcnues. Further, or1 September 28,  2006, the MMS issued an order to pay 
additional royalties in the anlount of $1.6 million on the basis of an audit of WE;,C:O's royalty payrnents 
during the three years 2002 to 2004. WECO hits appealed these orders and we are monitoring the process. 
'l'he C:olstrip Units 3 & 4 owners and WECO currently disputc the 1-csponsibility of the expenses if the 
MMS position prevails. We believe that the C:olstrip Units 3 t2 4 owners have reasonable defenses in this 
mattcr based on our review. However, if the MMS position prevails and WEC:O prevails in passing the 
expense responsibility to thc owners, our share of the alleged additional royalties would be 15 perccnt, or 
approximately $1.2 million, and ongoing royalty expenses related to coal hansportation. 

We are also subject to various other legal proceedings and claims that arise in the ordinary course 
of b~isiness. In tlie opinion of management, thc amount of ultimate liability with respect to these actions 
w ~ l l  not rnaterlally affect our financial position, rcsults of operations, or cash tlows. 

Dispiited Claims Reserve 

Upon consunlmation of our Plan of Reorganization, we established a reserve of approximately 4.4 
rliillion shares of common stock from thc shares allocated to holders of our trade vendor claims in excess of 
$20,000 and holders of Class 9 unsecured claims. The shares held in this rescrvc may be used to resolve 
various outstanding unsecured claims and unliquidated litigation claims, as these clainls were not resolved 
or deemed allowed upon consummation of our Plan. We have surrendered control over the common stock 
provided and the shares reserve is administered by our t r a d e r  agent; therefore we rccognizcd the issuarlce 
of the common stock upon emergence. If excess shares relnain in the reserve after satisfaction of all 
obligations, such amounts would be reallocated pro rata to the allowed Class 7 and 9 claimants. If the BE1 
transaction is completed, the merger consideration I-eceivcd for thcsc sharcs will be retained by our transfer 
agent until resolution of the remaining claims. 



(22) Common Stock 

'The Successor Coriipany is a Delaware corporation and filed a new certificate of incorporation 
(New Articles). The New Articles a~~thorized 250,000,000 sharcs consisting of 200,000,000 shares of 
conxmion stock with a $0.01 par value and 50,000,000 shares of preferred stock wilh a $0.01 pal- value. As a 
result of the Predcccssor Company's emergence from banhuptcy, the Successor Company issucd 
35,500,000 shares of common stock in settlement ofclaims. Pursuant to the Plan, such stock had an agreed 
value of $7 10.0 million. Accordingly, the Successor Conlpany recorded conmon stock and additional paid- 
in capital of $355,000 and $709.6 million, respectively, in the Balance Sheet as of October 3 1, 2004. In 
addition, the Plan reserved 2,265,957 shares of new conmion stock I'or the New Incentive Plan, of which 
228,315 shares wcrc granted for Special Recognition Grants (see Note 18). 

Concurrent with oul- emergence froln bankruptcy we issued 4,620,333 warrants, eac11 entitliilg the 
holder thereof to purchase one share of common stock, to certain holders of class X(a) and 8(b) claims in 
settlement of their allowed claim. Thcsc warrants are exercisable fro111 November 1, 2004 through 
Novenlber 1, 2007 at a current adjusted strike price of $26.24. We recognized $3.8 inillioll of expense 
associated with thcsc warrants as a reduction of cancellation of indebtedness income. 

Rep~~rchase oj'Conlmon Stock 

On November 8, 2005, our Board of Directors authorized a cornmon stock repurchase program 
that allowed us to rcpurchase up to $75 million of comtnon stock under a specific trading plan. This plan 
was canccllcd in May 2006. Prom the program's inception through Deccmbcr 3 1, 2005 we repurchased in 
opcn markct transactions 06,442 shares of cormrion stock Svr appl-oxinlately $2.8 million. [luring 2006, we 
repurchased in open market transactions 12 1,306 shares of collunon stock for approximately $3.7 million. 

We also retllcd 10,004 sharcs and 95,790 shares of c o l n m o ~ ~  stock dunng tlle years cnded 
I7ecenlber 3 1, 2006 and 2005, respcctlvely, whlch were tendered by enlployees to 11s to satisfy thc 
employees' tax wlthholdlng obligations m comlcct~on with the vesting of restr~cted stock awards. These 
shares were retrred based on thelr fair market value on thc v e ~ t ~ n g  date 


