
BEFORE THE PUBLIC UTILITIES COMMISSION 
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(1) He is the Vice President and Controller of Northwestern Corporation (dba 
Northwestern Energy), and in such capacity serves as its Chief Accounting 
Officer; 

(2) As such Chief Accounting Officer, he has responsibility for all accounting records 
of Northwestern Energy; 

(3) He has reviewed all cost statements, working papers, and other supporting data 
submitted as part of this filing or maintained by Northwestern Energy, and such 
cost statements, working papers, and other supporting data accurately set forth the 
books of Northwestern Energy. 4' 

Kendall Kliewer 

Subscribed and sworn to me this ;x day of May, 2007 

(SEAL) 
 CUR(^\ _ ( h o  

- 
L?A. r ,w 

Notary Public, Kuth Dakota 
My Commission Expires: 



Northwestern Corporation, dba Northwestern Energy 
Balance Sheet for South Dakota and Nebraska Operations -Assets and Other Debits 
December 31. 2006 Test Year 

Statement A 
Page 1 of 2 

Line 
No. ASSETS AND OTHER DEBITS FERC Form 1 NonJurisdictional* Jurisdictional 

(a) (b) (C) (d) 
1 UTILITY PLANT 

2 Utillty Plant (101-106. 114) 2,497,287,113 1,961,877,212 535,409.901 

3 Constructton Work in Progress (107) 3,240,549 2,235,212 1.005.337 

4 TOTAL Utlllty Plant 2,500,527,662 1,964.1 12,424 536,415,238 

5 (Less) Accum. Prov. for Depr. Amort. Depl. (108, 11 1. 11 (1,221,309,452) (960,010,057) (261,299.395) 

6 Net Uttlity Plant 1.279.218.210 1.004.1 02.367 275,115,843 

7 Utility Plant Adjustment - Goodwill (1 16) 435.075.587 320.184.552 114,891,035 

8 Gas Stored Underground - Noncurrent (1 17) 32.141.968 32.141.968 0 

9 OTHER PROPERTY AND INVESTMENTS 

10 Nonutility Property (121) 

11 (Less) Accum Prov For Depr. Amort. Depl. (122) 

12 Investment in Associated Companies (1 23) 

13 Investment in Subsidiary Companies (123.1) 123,892,253 123,892,253 0 

14 Other Investments (124) 

15 Spectal Funds (125-128) 

16 LT Portion of Derivative Assets - Hedges 0 0 0 

17 TOTAL Other Property and Investments 129,318,214 128,272.900 7,045,314 

18 CURRENT AND ACCRUED ASSETS 

19 Cash (131) 1,808.086 1,713,405 94,681 

20 Other Special Deposits (134) 

21 Working Funds (135) 

22 Temporaiy Cash Investments (136) 0 0 0 

23 Notes Receivable (141) 

24 Customer Accounts Receivable (142) 

25 Other Accounts Receivable (143) 

26 (Less) Accum. Prov, for Uncollectible Acct.-Credit (144) (3,239.842) (2,601,603) (638,239) 

27 Accounts Receivable from Assoc. Cornpan~es (146) 75,337,813 15.337.81 3 0 

28 Fuel Stock ( I  51 ) 3.31 3.848 1,013.302 2.300.646 

29 Plant Material and Operating Supplies (154) 17,902,740 13,588,756 4.31 3.984 

30 Merchandise ( I  5 5 )  

31 Other Materials and Suppl~es (156) 

32 Stores Expenses Undistributed (163) 0 0 0 

33 Gas Stored Underground - Current (164.1) 

34 Prepayments (165) 

35 Interest and Dividends Receivable (171) 

36 Rents Receivable (1 72) 

37 Accrued Utility Revenues (173) 

38 Miscellaneous Current and Accrued Assets (174) 

39 Der~vative Instrument Assets (175) 0 0 0 

40 (Less) Long-Term Portion of Derivative lnstrument Asset 

41 Derivative Instrument Assets - Hedges (176) 

42 (Less) Long-Term Portion of Derivative Instrument Assel 0 0 0 

43 TOTAL Current and Accrued Assets 241.457.976 192.244.053 49,213,923 

44 DEFERRED DEBITS 

45 Unamortized Debt Expenses (181) 17,255.590 14.700.121 2,555,469 

46 Other Regulatory Assets (182.3-182.9) 148,502,889 131.713.975 16,788,924 

47 Prelim. Survey and Investigation Charges (Electric) (183 0 0 0 

48 Clearing Accounts (184) 43,321 (78) 43,399 

49 Temporary Facilties (185) 78 78 0 

50 Miscellaneous Deferred Debits (186) 

51 Unamortized Loss on Reacquired Debt (1 89) 

52 Accumulated Deferred Income Taxes (190) 

53 Unrecovered Purchased Gas Costs (191) 5.61 2.870 451,510 5,161,360 

54 TOTAL Deferred Debits 242,978.1 37 205.998.606 36,979,531 

55 TOTAL Assets and other Debits 2,360,190,092 1,882,944,446 477,245,646 
56 
57 
58 *Non-Jurisdictional primarily consists of Montana operations. 
59 



Northwestern Corporation, dba Northwestern Energy 
Balance Sheet for South Dakota and Nebraska Operations - Liabilities and Other Credits 
December 31. 2006 Test Year 

Statement A 
Page 2 of 2 

Line 
No. LIABILITIES AND OTHER CREDITS 

(4 
1 PROPRIETARY CAPITAL 
2 Common Stock Issued (201) 
3 Preferred Stock Issued (204) 
4 Premium on Capital Stock (207) 
5 Other Paid-in Capital (208 - 211) 
6 (Less) Discount on Captal Stock (213) 
7 (Less) Capital Stock Expense (214) 
8 Retained Earnings (215. 215.1. 216) 
9 Unappropriated Undistributed Subsidiary Earnings (216.1 to 216.4) 
10 (Less) Reacquired Capital Stock (217) 

FERC Form 1 

(b) 
Non-Jurisdictional* 

(c) 
Jurisdictional 

(dl 

11 ~ccumulated other comprehensive Income (21 9) - 
12 TOTAL Proprietary Capital 

LONG-TERM DEBT 
Bonds (221) 
Advances from Associated Companies (223) 
Other Long-Term Debt (224) 
(Less) Unamoritzed Discount on Long-Term Debt-Debit (226) 

TOTAL Long-Term Debt 
OTHER NONCURRENT LIABILITIES 

Obligations Under Capital Leases (227) 
Accumulated Provision for Property Insurance (228.1) 
Accumulated Provision for Injuries and Damages (228.2) 
Accumulated Provision for Pensions and Benefits (228.3) 
Accumulated Miscellaneous Operating Provisions (228.4) 
Asset Retirement Obligations (230) 
LT Portion of Derivative lnstrument Liabilities - Hedges (245) 

TOTAL Other Noncurrent Liabilities 
28 CURRENT AND ACCRUED LIABILITIES 
29 Notes Payable (231) 
30 Accounts Payable (232) 
31 Notes Payable to Associated Companies (233) 
32 Accounts Payable to Associated Companies (234) 
33 Customer Deposits (235) 
34 Taxes Accrued (236) 
35 Interest Accrued (237) 
36 Dividends Declared (238) 
37 Tax Collections Payable (241) 
38 M~scellaneous Current and Accrued Liabilities (242) 
39 Obligations Under Capital Leases (243) 
40 Derivative lnstrument Liabilities (244) 
41 (Less) Long-Term Portion of Derivative lnstrumenl Liabilities 
42 Derivative Instrument Liabilities - Hedges (245) 
43 (Less) Long-Term Portion of ~erivative ~idbilitiks - Hedges 
44 TOTAL Current and Accrued Liabilities 

DEFERRED CREDITS 
Customer Advances for Construction (252) 
Other Deferred Credits (253) 
Other Regulatory Liabilities (254) 
Accumulated Deferred Investment Tax Credits (255) 
Unamortized Gain on Reacquired Debt (257) 
Accumulated Deferred lncome Taxes (281) 
Accumulated Deferred lncome Taxes (282) 

53 Accumulated Deferred lncome Taxes (283) 
54 TOTAL Deferred Credits 
55 TOTAL Liabilities and Other Credits 
56 
57 
58 *Nan-Jurisdictional primarily consists of Montana operations 
59 



Northwestern Corporation, dba Northwestern Energy 
SD Natural Gas lncome Statement 
December 31,2006 Test Year 

SOUTH DAKOTA UTILITY INCOME STATEMENT - NATURAL GAS 

Line Account This Year Cons. Non Jurisdictional This Year 
No. No. Account Description Utility Adjustments South Dakota 

1 1 400 Operating Revenues $ 356,064,030 $ 300,765,645 $ 55,298,385 

Total Operating Revenues 

OPEWTING EXPENSES 
Operation Expense 
Maintenance Expense 
Depreciation Expense 
Amort. & Depletion of Gas Plant 
Amort. of Plant Acquisition Adj. 
Regulatory Amortizations - Debit 
Regulatory Amortizations - Credit 
Taxes Other Than Income Taxes 
lncome Taxes-Federal 

Other 
Deferred lncome Taxes-Dr. 
Deferred lncome Taxes-Cr. 
Investment Tax Credit Adj. 

Total Operating Expenses 
NET OPERATING INCOME 

This financial statement is presented on the basis of the accounting requirements of the Federal Energy Regulatory 
Commission (FERC) as set forth in its-applicable Uniform System of Accounts. As such, in accordance with FERC 
requirements, subsidiaries are presented using the equity method of accounting. The amounts presented are consistent 
with the presentation in FERC Form 1. 

Statement €3 
Page I of 1 



Northwestern Corporation, dba Northwestern Energy 
Retained Earnings Statement 
December 31, 2006 Test Year 

Statement C 
Page 1 of 1 

Line 
No. Account  

Non- 
FERC Form 7 Jurisdictional* Jur isdict ional  

Ia) (b) (c) (dl 
UNAPPROPRIATED RETAINED EARNINGS (ACCOUNT 21 6) 

1 Balance - Beginning of the year 785,732,060 781,340,125 4,391 -935 
2 Charges (identified by prescribed retained earnings account) 
3 Adjustments to Retained Earnings (Account 439) 
4 Collapse of Subsidiary into Utility 
5 TOTAL Credits to Retained Earnings (Account 439) 
6 
7 Investment True-up 
8 
9 TOTAL Debits to Retained Earnings (account 439) 0 0 0 
10 Balance Transferred from Income (Account 433 less Account 41 8.1) 35,441,553 23.716.520 11,725,033 
11 Appropriations of Retained Earnings (Account 436) 
12 
13 TOTAL Appropriations of Retained Earnings (Account 436) 0 0 0 
14 Dividends Declared - Preferred Stock (Account 437) 0 0 0 
15 
16 TOTAL Dividends Declared - Preferred Stock (Account 437) 0 0 0 
17 Dividends Declared - Common Stock (Account 438) 
18 Dividends Declared - Common Stock 44,091,245 44,091 -245 0 
19 
20 TOTAL Dividends Declared - Common Stock (Account 438) 44,091,245 44.091.245 0 
21 Transfers from Account 216.1. Unappropriated Clndistrib Subsidiary Earnings 0 0 0 
22 Balance - End of Period (Total I, 9, 15, 16, 22, 29, 36, 37) 775,850,847 759,733.879 16,116,968 
23 
24 APPROPRIATED RETAINED EARNINGS (Account 21 5) 
25 
26 TOTAL Appropriated Retained Earnings (Account 21 5) 0 0 0 
27 
28 APPROP. RETAINED EARRINGS - AMORT. Reserve. Federal (Account 215.1) 
29 TOTAL Approp. Retained Earnings-Amort. R e s e ~ e ,  Federal (Acct 215.1) 
30 TOTAL Approp. Retained Earnings (Acct. 215, 215.2) (Total 45,46) 0 0 0 
31 TOTAL Retained Earnings (Acct. 21 5,  215.1, 21 6) (Total 38,47) (21 6.1) 775,850,847 759,733,879 16,116,968 
32 UNAPPROPRIATED UNDISTRIBUTED SUBSIDIARY EARNINGS (Account 
33 Report only on an Annual Basis, no Quarterly 
34 Balance-Beginning of Year (Debit or Credit) 
35 Equity in Earnings for Year (Credit) (Account 438.1) 
36 (Less) Dividends Received (debit) 
37 Collapse of Subsidiary into Utility 
38 Balance-End of Year (Total lines 49 thru 52) 
39 
40 
41 'Non-Jurisdictional primarily consists of Montana operations. 
42 



NOTES TO FINANC:IAI, STATEMENTS 

(1) Nature of Operations 

We are one of the largest providers of electricity and natural gas in the I Jpper Midwest and 
Northwest, serving approximately 640,000 customers i n  Montana, South Dakota and Nebraska ~mctcr the 
trade name "NorthWestern Energy." Wc have generated alld distribi~tcd electricity in S o ~ ~ t h  Dakota and 
dish-ibuted natural gas in South Dakota and Nebraska since 1923 and have distributed electricity and 
natural gas in Montana since 2002. 

'I'he financial statelnents for the periods included hel-ein have been prepared by NortliWcstern 
Corporation (NorthWestern, wc or us), pursuant to the rules and regulations of Federal Energy Regulatory 
(FEKC) as set forth in its applicable Uniforn~ System of Accounts. The preparation of linancial stateniet~ts 
in conforn~ity with accounting principles generally acceptcd in the United States requires management to 
make estimates and assumptions that may affect the reported amounts of assets, liabilities, I-evcnucs and 
expenses during the reporting period. Actual results could differ fkoln thost: cstinlates. 

(2) Pcnding Merger with Rabcock & Brow11 Infrastructuru Liniitetl 

On April 25, 2006, we entered into an Agrccnicnt and l'lan of Merger (Merger Agreement) with 
Babcock & Brown Infrastructure Limited (BBI), an infrastructt~lre irlvestme~lt company listed on the 
Australian Stock Exchange, under which BBI will acquil-c Northwestern Coq3oration in an all-cash 
transaction at $37 per share. Thc Merger Agt,eement has been unanimously approved by both companies' 
Boards of Ilirectors. Our shareholders approved tlie Mergcr Agrccnient at our August 2, 2006 annual 
meeting . 

'I'he transaction is conditioned upon a nunlber of federal and state regulatory approvals or reviews, 
and satisfaction olot l~n.  customary closing conditions. Wc have received approvals or clearances from the 
following: 

C'onml~ttee on Foreign lnvestlnerlts in the United States (C'PIUS) 111 July 2000; 

Un~ted States Fedelal Trade Cornmisuon and the U ~ i ~ t e d  States Dcpaltmcnt of Just~ce undel thc 
Hart-Scott-Kodino Ant~trust Implovemcnt Act of 1076 m October 2006; 

Ncbraska Public Service Commission (NPSC) in October 2006; 

FERC in October 2006; 

Fedcral Cotnmunications Conlrnission in Febn~ary 2007. 

Due to existing statutory language in South Dakota, wc submitted a filing to the South Ilah-ota 
Public Utilities Cornniissioll (SDPUC) to deternine if it has jurisdiction over the sale and, if so, for 
transaction approval. I n  .luly, the SDPUC filed a notice with FERC that it intondcd to intervene and filo a 
protest in the federal proceedings. In October, wo roached a settlement agreement under which the SDPUC 
will not oppose appl-oval of the transactiori by FERC, which includes tlie following provisions: 

We and BE31 will not seek rate recovery of costs associated with the transaction; 

'Ihe majority of our future Board of Directors will be I1.S. citizens with at least one South Dakota 
resident and at least one independent mcmber who will have substantial utility or iinancial 
experience. In addition, the independent menlbel-(s) shall serve as chair of'the Audit Committee 
and the Governance Committee: 



We wlll apply ling fenclng plovlslons of the 2004 St~pulatron and Settlement Agreement between 
us, the Montana I'ubllc Setvlce Conlm~ss~on (MPSC) ,ind the Montana Colis~~mer Counsel (MCC') 
for tlie benefit of the SDPIJC and S o ~ ~ t h  Dakota latcpaycr5; 

Wc will not borrow money secured by South Dakota reglllated utlhty assets to upstream funds to 
either HHl or its affiliates wrthout prior approval of the SDPIJC; and 

We will maintain our corporate headquarters in Sioux Falls, South Dakota until the later of Junc 
30, 2010 or threc years following the effective date of the merger. We w ~ l l  contlnue to rnalntain 
senlor Inanagenlent pcrsonncl in both South Dakota and Montana, 

In December, thc SDPIJC tfctcrnmincd that current state law does not allow them to exercise 
jurisdiction over the proposed sale. 

We n ~ ~ ~ s t  still obtain the approval of the MPSC. We and the intcrvcnors submitted testimony and 
additional information to the MPSC. Thc MPSC held a technical hearing from March 14, 2007 through 
March 16, 2007 and has set a schedule for post-heal-ing bricfs, which requires BHI and us to tile a brief 011 

April 6, 2007, the intervenors to file a response on April 27, 2007, and KBI and us to fjle a reply on May 7. 
2007. We anticipate receiving the MPSC:'s decision during the first half of 2007. 

The Merger Agrccmcnt contains certain covenants whereby Northwestern is required to contini~e 
to operate in the ordinary course of business anti must obtain HHl's consent prior to niakiiig certain new 
investments or divestitures, issuing new debt or comnon stock or making dividend changes, among other 
provisions. In addition, the Merger Agreement also contains certain ternination rights for both 
NorthWesten1 and BBI in which undur specified circumstances Northwestern may be required to pay BBI 
a termination fee of $50 million and BBI may be required to piiy NorthWcstcrn a business intermption fee 
of $70 million. 

The merger will be accounted for as a purchase under GAAP. Under the purchasc mcthod of 
accounting, the assets and liabilities of Northwestern will be recorded, as of the conipletioli of the 
transaction, at their respective fair valucs, and we will record as a utility plant adjustnlent the excess, if any, 
of tlie purcliase price over the fair value o f  our identifiable asscts, including intangibles. 

During the year cndod Dccembcr 3 1 ,  2006, we recorded $13.8 niillion in pre-tax charges for 
advisor and proKessiona1 fees relatcd to the transaction which are included in otlner deductions on our 
statement of income. These costs included payment of $8.6 million in transaction fees to our strategic 
advisor during 2006. Under thc terms of this agreement, we will also be required to pay an additional $8.6 
millioti upon closing. 

In addition, in November 2006, the relnai~li~lg shares availahlc under our 2005 Long-Term 
Incentive Plan wcrc granted in accordance with the terrris of the Merger Agreement. Thcsc scrvice-based 
rostricted share awards vest over tlie next five years, however these shal-cs will vest immediately upon 
closing of the transaction with BBI. If the transaction is completed in 2007 as anticipated, stock-based 
compensation expense will be approximately $14 million. IJpon closing, Northwestern's common stock 
will cease to be publicly traded. 

(3) Significant Accounting Policies 

Fitz~tzcial Statement Presentntioti ntzd Bnsis of'Accountittg 

The financial statements are prcsc~ltcd on the basis of the accounting requirements of the FERC as 
set forth in its applicable Uniform System of Accounts. 'Shis report differs from GAAP due to FERC 
requiring the presentation of subsidiaries on the equity method of accounting which differs from Statenlent 
of Financial Accounting Standards No. 94 "Consolidation of All Majority-Owned Subsidiaries" (SFAS No. 
94). SFAS No. 94 rcquires that all majority-owned subsidiaries be consolidated (see Note 5). The other 
significant differences consist of the following: 



C.:omparativc statements of net Income per share arc not presented; 

Kenloval costs of transmlsslon 'tnd d~\tr~butron assets are reflected 111 the balance sheets as n 
component oSdccumulatcd dcpleclat~on of $153 4 r11tllio11 and $142.6 n~llltoli ds of Dcccnibcr 3 1, 
2006 and 2005, respcctlvely, In accordarlce w ~ t h  reg~~latory tredtment ,IS compaicd to rcgulato~y 
llabillties for GAAP purposes (see Note 7); 

Goodwill resultiilg fioln our cmergcnce fiorn batlki-uptcy and fresh-start reporttng is reflected In 
the balancc sheets as a util~ty plant adjustllieilt of $435.1 nllllioil as oSDccembcr 3 1, 2006 and 
2005 respectively, in accordance with regulatory treatment, as conlpared to goodwlll for GAAI' 
purposcs (scc Note 8); 

The write-down of plant values associated with the 2002 acquisltton of the Montana opcratlons 1s 
reflected in the balance sheets as a conlporleilt of accumulated depreciation of $192.8 million for 
both Doccmbcr 31, 2006 and 2005, in accordance with regulatory trcatmcnt as cornpared to plant 
fol CiAAP purposes; 

'l'he current port~on of gas stored ~lndcrground is reflected in the balance sheets as current and 
accrucd assets, as compared to materials and supplies for CAAP purposes. 

Current and long-term debt IS classlGed in the balancc shects as all long-term debt in accordance 
with regulatory treatment, while GAAP PI-csuntation reflects current and long-term debt on 
separate lines; and 

Accuniulated deferred tax assets arid llabilltics arc classified in the balance sheets as gross 
deferred debits and credits, respectively, while C;AAP prcscntation reflects either a net deferred 
tax assct or liability. 

Use r? f Estim ntes 

The preparation of financial stateriletlts in conformity with accounting principles generally 
acccptcd in the United States of America requires 11s to niakc estimates and assumptions that affect the 
reported amounts of assets and liabilities and disclosure of contingent assets and liabilities at the datc of the 
financial statements and the reported amounts of revenues and expenses dui-ing the reporting period. 
Estimates are used for such items as long-lived asset values and impairment charges, long-livcd assct useful 
lives, tax provisions, uncollectible accounts, environmental costs, unbilled revenues and actuarially 
determined benetit costs. We revise the recorded estimates when we get better information 01. when we can 
deternine actual amounts. Those revisions can affect operating results. 

Revenue Reoogtzition 

For our South Dakota and Nebraska operations, as prescribed by thc respective regulatory 
authorities, electric and natural gas litility revenues arc based on billings rcndered to customers. For our 
Montana operations, as prescribed by the MPSC, opcrating revenues are rccorded monthly on the basls of 
consumption or services rendered. Customers arc billed monthly on a cycle bas~s.  To match revenues with 
associated expenses, we accrue unbtlled revenues for electrical and natural gas services deltvered to 
Montana customers but not yet billed at month-end. 

Crrsh Equivalents 

We consider all highly liq~lid investments with maturities of three months or less at tho time of 
purchase to be cash equivalents. 



Inventories are stated at average cost. Inventol y co~lslsted oS tilt follow~ilg (tn tho~lsatids): 

Fuel Stock S 3,314 % 2,762 
Malertals and supplles 17,903 14,002 
Gas stored underground (mcludmg the non- 

current poltioil reflected 111 utility plant) " , 7 1,382 55,147 
$ 92,599 $ 71,911 

The storage gas alnounl as of Decembel 3 1, 2005 mcludcs $1 1.7 nmlllon related to deferred gas 
stolage atrangements. 

Kecqulntion of Utility Operntions 

Our regulated operations are subject to tlie provisions of Statement of Financial Accountirig 
Standards (SFAS) No. 71, Accouitting for ~ h c  EJ1.cIs of C7r~/+trriil Tvpr>s of  Hcgulntio~is (SFAS No. 7 1 ). 
Accounting under SFAS No. 71 is appropriate provided that (i) rates are establislied by or subject to 
approval by independent, third-party regulators, (ii) rates are desigr~ed to recover the specitjc enterprise's 
cost of service, and (iii) in view of demand for service, it is reasonable to assume that rates are set at levels 
that will recovcr costs and can bc charged to and collected from customers. 

Our tinar~clal statenler~ts reflect the effects of the different rate rnakrrlg prlnclples followed by the 
ju r~sd~c t~on  regulatmg us 'I'he econonilc effects of regulatron can result In iegulated conipanles recording 
costs that have been, or are expected to be, allowed 111 the latemaking process 111 a period dtSferent Goln thc 
perlod m whicli the costs would be cllalged to expense by an ~~nlcgulatcd tnterprtse. When this occurs, 
costs dre defei~ed as regulatoiy assets on the bdlancc shcct and rccoldcd as uxpenses In the puriods who11 
those same amounts are reflected ~n rates. Acld~ttonally, regulators call Impose lrabrlities upon a regulated 
conlpatly for amounts previously collected froill custornels and for aino~mts that are expected to be 
refi~nded to customers (regulatory Irab~lrtres). 

If all or a scparablc poition of our operations becomes no longer subjcct to thc provisions of SPAS 
No. 7 1,  an cvaluation of future rccovcry of tho relatud regulatory assets and liabilitios would bc necessary. 
In addition, we woulcl determtrie any lmpalrment to the carrytng costs of deregulated plant and inventory 
assets. 

We arc exposed to market risk, including changes in interest rates and the impact of market 
fluctuatiolls in the price of clcctricity and natural gas commodities as discussed further in Note 9. In order 
to mallage these risks, we use both derivative and non-dcrivativc contracts that may provide for settlcnlent 
in cash or by delivery of a conunodity, including: 

Forward contracts, which commit us to purchase or sell cncrgy comtnodittes in the futul-e, 
Option contracts, which convey the right to buy or sell a colmiodity at a predetermined price, and 
Swap agreements, whicli require payments to or from counterparttes based upoti the dllTerentia1 
between two prtces for a predeterlnined contractual (notional) quantity. 

SFAS No. 133, Accotintirtg jot. flcrivcrtive lnslrzlment~ nl?rl H~tlgrrzg Activities (SFAS No. 133), as 
amended, requires that all derivatives be recognized In tlie balance sheet, elther as assets or liab~littes, at 
fair value, unless they meet the normal purchase and normal sales crrterra. 'l'he changes in the fair value of 
recognized derivatives are recorded cach pcriod in current earnings or other cornprchensive income, 



depending on whcthcr a dcrivative is designated as part of a hedge transaction and the type of hedge 
transaction. 

For contracts in which we are hedging the vat-iability of cash flows related to i'orecasted 
trans~tctions that qualify as cash flow hedges, the changes in tlie fair value of s ~ ~ c h  derivative instruments 
arc I-cportcd in other comprehensive income. 'l'he relationship between the hedging instrument and the 
hcdged item niust be documented to include the risk lllanageinent ob-jcctivc and strategy and, at inception 
and o n  an ongoing basis, the effectiveness of the hedge in offsetting the cliangcs in the cash flows of the 
item being hedged. Gains or losses accumulated in othel- comprehcnsivc income are reclassified to earnings 
in the pcriods in which earnings are affected by the variability of the cash flows of thc rclatcd hcdged item. 
Any ineffective portion of all hodgcs would be recognized in current-period earnings. Cash flows related to 
these contracts are classified in the same category as the transaction hcing hedged. 

We have applied the normal purchases and normal sales scope exception, as pl-ovided by SFAS 
No. 133 and intel~rctcd by Dcrivativcs Tn~plenientation Guidance Issue CIS, to certain contracts involving 
the purchase and sale of gas and electricity at tlxed prices in future periods. Revenues and expcnscs from 
these contracts arc reported on a gross basis in the appropriate revenue and expense categories as the 
colnnlodities are received or delivcrcd. 

Property, Plant and Eq~~iprnettt 

Property, plant and equipment al-e stated at original cost, including contractecl services, direct labor 
and material, allowance for funds used during cot~structiori (AFUDC), arid indirect charges for cngincering, 
supervision and similar overhead items. All expenditures for maintenance and repairs of utility property, 
plant and erluipnicnt arc charged to the appropriate riiai~~tenarice expense accounts. A bcttermcnt or 
replacement of a unit of property is accounted for as an addition and retitenlent of~ttility plant. At the time 
of such a retirement, the accum~~lated provisioll for depreciation is charged with the original cost of the 
property retired and also for the net cost of removal. Also included in plant and equipment are assets under 
capital Icasc, which are stated at the present value of niinimum lease paymcnts. Plant and equipment under 
capital lease wel-c $44.8 illillioii and $6.0 million as of December 3 1, 2006 and December 31, 2005, 
respectively. 

AFUIIC represents the cost of financing construction projects with borrowed ftlnds and equity 
filnds. While cash is not realized currently from such allowance, it is I-calizcd under the ratemaking process 
over the service life of the related property through increased rcvcnues resulting from a higher rate base and 
higher depreciation expense. The conlponent of AFUDC attributable to bormwed funds is included as a 
reduction to interest expense, while the equity component is included in otllcr income. We determine the 
rate used to conlputc AI:IJI)C in accordance with a formilla established by the FERC. 'l'his rate avcraged 
8.8% and 8.7% for Montana for 2006 and 2005, respectively, and 8.0% and 8.7% for South Dakota for 
2000 and 2005, respectively. Interest capitalized totaled $1 .O million for the ycar ended December 31, 2006 
and $1.3 million for the year ended December 31, 2005 for Montana and South Dakota combined. 

Wc may require contributions in aid of construction from customers when we extend service. 
Amounts used from these contributions to fund capital additions were $8.7 nlill~on for the year ended 
December 3 1,2006 and $8.9 million for the year ended December 3 1,2005. 

We record provisions for depreciat~on at amounts substantially eqiuvalent to calculatioils made on 
a straight-hne method by applying various rates based on uselirl llves of the varlous classes of properties 
(ranging from thrcc to 40 years) determined from eiigineerlllg studles. As a pcrcentagc of the depreciable 
ut111ty plarit at the beginn~ng of the year, our provision for depreclat~oii of utrllty plant was approximately 
3.4% for both 2006 and 2005. 

Depreciation rates include a provision for our share of the estimated costs to doconlmission three 
coal-fired generating plants at the end of the useful life of each plant. l'he annual provision for such costs 1s 
included in depreciation expense. 





I11 July 2006, the Financial Accounting Standards Board (FASB) issued FASB Interpretation 
No. 48, Acrounting for I/IIcEI./~~~II!)~ jn lticonir Tr1.v~~ (FIN 48). FIN 48 is an intcrpretation of FASH 
Statement No. 103, Accounting,fo~+ Ittrorttc Tr~.~rs ,  arid it seeks to reduce the diversity in practice associated 
with certain aspects of nieasurenient and recognition in accounting for incomc taxcs by prescribing a 
recognition threshold and measurement process for recording in the financial statements uncertain tax 
positiorls taker1 or expected to be taken in a tax return. Additionally, FIN 48 provides guidance on the 
derecognition, classification, accounting in interim periods and cxpandod disclosurc with rcspcct to the 
uncertainty in income taxes. F IN  48 is effective for us as of .ranuary 1, 2007. We arc currently in the 
process of reviewing our uncertair~ tax positions to determine the impact to our financial statenients. FIN 48 
provides that a tax positiori that rneets the more-likely-than-riot threshold shall initially and subsequerltly be 
measured as the largest amount of tax bellefit that is greater than 50 percent likely ot'being realized up011 
ultimate settlement with a taxing authority that has fhll knowledge of all relevant informatjon. Kased on 
our preliminary assessment, we expect to increase orrr net deferred tax assets by $70 rnillion to $90 millioll 
with a corresponding decrease to utility plant adjustments. 

In September 2006, the FASH issued SFAS No. 157 Fozr VOIIIL, Melr\~l~.etrleut\ (SFAS No 157), 
whlcll defines f u r  value, establ~shes a frarlleworh for measuring fair value, and expands disclosures about 
falr value measurenlents. The provisions of SFAS No. 157 are effective as ofthe begrririlng of our 2008 
fiscal yeal. We are currently evaluatlilg the ililpact, if any, ddoptlng SFAS No. 157 wlll have on our 
financial statements. 

In September 2006, the FASB issued SFAS No. 158, Emnl~lojl~r.!~ Acco~/r~tirrg,fi/r Drfi11~r1 B ~ r i ~ f i t  
Pt.i7sio?r (171(1 0 t h ~ ~  Pu~tr~t i i .~ ' in t ,~r t  Plrlns -- rrri rr71wnrh11urlt qf FASB Strrtr~nrrlts No. 87, 88, IfM, rrnrl 132(R) 
(SFAS No. 158). STAS No. 158 rcquircs that wc I-ccognizc the ovcrfundcd or i~ndcrfi~ndcd s t a t ~ ~ s  ol'oilr- 
defined benefit and retiree medical plans (our Plans) as at1 asset or liability in our 2006 year-end balance 
sheet. Upon our emergence frorn ballkr~~ptcy ilz November 2004, we recognized a liability for tlie 
underfilnded status of our Plans, therefore the aniount recognized upor1 adoption of SFAS No. 158 as of 
December 31, 2006 represents adjustments to our discount rate assurnption, our actual 2006 return on plan 
assets, and other factors. 'I'his rcsultcd in a reduction to tlic liability rccognizcd fol- our Plans of 
approximately $23.3 million. As wc rccovcr ccrtain of tlicsc costs in ratcs, $23.0 nlillion of this aci-justmcnt 
is reilected as a change in regulatory assets. We discuss our enlployee beneiit plans in nlol-e detail in Notc 
17. 

(4) Emergence from Barikruptcy 

011 Soptcmbcr 14, 2003 (tlic Pctlt~on Date), wc filcd a voluntary pct~tion for rclicf under the 
provis~ons of Chapter I I of the Federal Banktvptcy [:ode (the Bankruptcy C'ode) In the United States 
Bankmptcy Court for tlie District of Delaware (Bankruptcy Court). On October 19, 2004, the Bankruptcy 
Court entered an order confirm~ng our Plan of Keorgan~zation (Plan), whlcli became effective on 
November 1, 2004. 

'Ihe corlsummation of tlie Plan resulted in, among other things, a new capital structure, the 
sat1si:dctlon or disposition of various types of claims against thc Predecessor Company, the assun~ption or 
rejection of certain contracts, and the establishment of a new board of directors. 

In accordance with the Plan, we issued 3 1.1 million shares of new common stock to settle claims 
of' debt holders. We also cstablished a rcsclvc of approximately 4.4 million s h a m  of common stock upon 
emergence to be uscd to resolve various outstanding litigation matters and distributed pro rata to holders of 
allowed trade vendor and general unsccurcd claims in cxccss of $20,000. As of Dcccnlbcr 3 1, 2006, 
approximately 1.3 rnillion shares have been distributed from this reserve in settlement of claims. 



Kcmaining disputcd i~nsccured clams, when allowed, w~l l  rcl-clve shares out of the reserve set aside upon 
emergence. 

'J'he results of operation5 have been impacted by Keorgani7atlon Itcnls, including contlnited costs 
tncurred related to our reorganization since we frled for protection under C'haptct 1 I and the impact of 
fresh-start reporting. The followmg table provtdes detall of the charges mcurred (in thousands), 

2005 -- - "" -- 
Reorgalllzation Items 

Profess~onal fees (923) $ 5,490 
Interest earned on accumulated caqh (4 19) - 

Miscellaneous non-operat~ng mcorne - effects of the Plan 
and fresh-start reporting adjustments (42 1) ..- -- 2,039 

Total Reorganization Items $ 7,529 

The 2005 amount included in effects of the Plan is primarily due to a loss on the recstablishmcnt 
of a llabllity that was removed upon emergence from bankruptcy. 

(5) Equity lnvcstnients 

The followrng table presents our equity Investments reflected in thc invcstmcnts in associated 
compantes on the Balance Sheets (in thousands): 

1)ecember 3 1, 

2006 2005 
Cariadian Montana Ptpellrie C'orporatron % 1,845 $ 1,814 
Clark Fork & Blackfoot, [,LC (6,274) (5,752) 
Natural Gas Funding 'l'n~st 1,379 999 
NortllWestern Servtces, LLC 21,365 18,64 1 
Northwestern Investments, I,T,C' 103,273 (09,354) 
Rlsk Partners Assurance, Ltd. 2,304 2,167 
Total Invostmcnts in Subsidla1 y Companies $ 123,892 $ ( 5  1,485) 

(6) Property, Plant and Equipment 

The following table presents the major clacs~iicat~ons of our property, plant and equipment (in 
thousands): 

Land and improven~ents 
Building and improvcmcnts 
Storage, distribution, and transnlission 
Generation 
Constructiorl work in process 
Other equipment 

Less accumulated depreciatioil 

We have an electric dcfault supply capacity and energy salc agrcenlent wtth the owners of a 
nahiral gas fired peaking plant that began operating during 2006. In accordance with the agreement, we 
provide the natural gas necessary to meet demand, and purchase all of the nel electrical capacity and output 



I11 our assessment of this contract, we doternmined that it fits the criteria of a capital lease as set forth in 
E~iicrging Issues Task Force 01-8, Uct~rrninirrg IYl70fll~1. (lit A I * I ' ( I I I ~ E I I ~ P I I /  C70t7t(lius ( I  L,C~ISP. Accordingly, 
during 2006 we recorded an increase to propcrty, plant and equiprrlelit and a capital lease obligation of 
approximately $40.2 million, which represents the present value of future cash paynierits for the base 
capacity and facility charges under the contract. 

(7) Asset Retirement Obligrrtio~is 

We have identified asset retirement obligations, or ARO, liahilitics related to our clcctric and 
natural gas transmission and distribution assets that have been installed on cascmcnts over propcrty not 
owned by us. The easements are generally perpztual and only rccluirc rcmcdiation action upon 
abandonment or cessation of use of the property for the specified purpose. 'l'he ARC) liability is not 
cstiniahle for such easements as we intend to utilize these properties indefinitely. In the event we decide to 
abandon or cease the use of a particular easement, an ARO liability wotrld be recorded at that time. 

Our I-egulated utility operations have, however, previously recognized removal costs of 
trarisniission and distribution assets as a colnponent of depreciation in accordance with regulatory 
treatmcnt. C;cnerally, tho accrual of futurc non-AKO removal obligatioris is not required. However, long- 
standing ratemaking practices approved by applicable state and federal regulatory commissions have 
allowed provisions for such costs in historical depreciation rates. These removal costs have accunlillated 
over a ril~mber of years based on varying rates as authorized by the appropriate regulatory entities. 
Accordingly, the recorded amounts of estimated t'uture removal costs are con side^-ed regulatory liabilities 
1.3ursuant to SFAS No. 71, Accozrnti~zg.foi. the EJi.c/s qf'C7rr.frrin T v p ~ s  uf'Rrglllrltio~zLs (SFAS No. 71). These 
amounts do not represent SFAS No. 143 legal retirement obligations. As oSDecenlber 3 1, 2006 and 2005, 
we have recognized accrued removal costs of $153.4 lllillion and $142.6 million, respectively, which are 
classified as accumulated depreciation. In addition, for our generation properties, we have accrued 
deconlnlissioning costs since the generating units wcrc first put into service in the amount of $13.3 n~illion 
and $12.8 nullion as of December 31, 2006 and 2005, rcspcctivoly, which are classificd as accu~nulated 
deprcciation. 

In connection with the adoption of FASB Interpretation No. 47, Accolrrlting,fb~ C'onditionrrl Asset 
Rrfil-rrrwllt Oh1igatiorz.s ( F I N  47), we have rccordcd a conditional asset retirement obligation of $3.8 
niillion and $3.2 nillion, as of December 31, 2006 and 2005, rcspcctivcly, which increases our propcrty, 
plant and equipment and other regulatol-y assets. This is priniarily relateti to Department of Transportation 
requirements to cut, purge and cap retired natural gas pipeline scgmcnts. 'l'he initial recording of the 
obligation had no income statement impact due to the deferral of the adjustments through the establishment 
of a regulatory asset pursuant to SFAS No. 71. We measure the liability at fair value when incurred and 
capitalize a corresponding amount as part of the book value ol'thc relatcd assets. Thc increase in thc 
capitalized cost is included in determining depreciation expense ovel- the estimated uscful life of these 
assets. Since the fair value of the ARO is deternlined using a present value approach, accretion of the 
liability due to the passage of time is recognized each period and recorded as a regulatory asset until the 
settlement of the liability. The change in oul- conditional A K O  during the year ended December 3 1, 2006, is 
as M o w s  (in thousands): 

Liability at January 1, 2006 $ 3,233 
Accretion expense 254 
Liabilities incurred 58 
Liabilities settled ( 5 7 )  
Revisions to cash flows 313 -- 

Liab~lity at December 3 1, 2006 $ 3,801 

(8) IJtility Plant Adjustments 

We review our acquisition and utility plant adjustments for ilnpair~nent annually during the fourth 
quarter, or more frequently if changes in circumstances or the occurrence of events suggest an inlpairmcnt 
exists. Our utility plant adjustment is $435.1 million as of December 3 1, 2006 and 2005. 



(9) Risk Mariagerrlerit and Hedging Activities 

We are exposed to market risk, including changes in interest rates and the impact of market 
fluctuatio~ls in the price of electricity and natural gas commodities. We e~riploy establishecl policies and 
procedr~res to manage our risk associated w ~ t h  these market fluctuations ~ ~ s i ~ i g  various colnnlodity and 
financial derivative and non-derivative inshuments, including forward contracts, swaps and options. 

Interest Rates 

During 2005, wc inlplcmented a risk managcmcnt strategy of utilizing intcrost ratc swaps to 
matiage our interest rate exposures associated with anticipated refinancing transactiolls of approximately 
$380 niillion. 'l'hese swaps were designated as cash-flow hedges under SFAS No. 133, wit11 tlie effective 
portion of gains and losses, net of associated deferred income tax effects, recorded in accumulated other 
conlprehensive incotlle in our Balance Sheets. We reclassify gains and losses on the hedges rl-om 
accurnulated other comprehensive incorne (AOC'I) into interest expense in our Staterilerits of Income during 
the periods in which the interest payments being hedged occur. 

Durtng the first qnatter of2006, based on a revlew of o ~ u  capttal stlucture and cash flow, and 
approval by our Board of Directors, we dec~ded not to reiiriance $60 nullton 11lcludec1 In the Interest rate 
swap that was be~ng  carried on our revolver As the ref~tlanclng transaction aud assoc~atetl mterest 
payments w ~ l l  not occur, the rnarket valuc included In AOC'I of $3.8 ~ n ~ l l ~ o n  was ~ecogn~zed  ln 

M~scellar~eous Nonoperat~ng Income. T h ~ s  forward startlrig tllterest rate swap was settled dunng the second 
quarter of 2006, and we rece~ved an aggregate paynielit of approxlnlately $3 0 rn~l l~on,  whlch IS reflected In 
~nvesting actlvltles on the statement of cash tlows. 

In association with the refinancing transactions completed during thc second and third quarters of 
2000, we settled $170.2 million and $150 million of forward starting interest ratc swap agreements, and 
received aggrcgatc scttlcmcnt payments of appl-oxinlately $0.3 million and $8.3 million, respectively. 
These amounts arc being amortized as a reduction to interest cxpcnsc over the term of the underlying debt 
as the hedged interest payments are made, which is 17 years and 10 years, respectively. The cash proceeds 
related to these hedges al-e I-eflected in operating activities on tho statc~ncnt of cash flows. As of Dcccmber 
31, 2006 we have no further interest rate swaps outstanding. 

Corn m orlity Prices 

Dul-ing the second quarter of 2005, we implementtd a risk ~ilanagenlent strategy of utilizing put 
opliolls in colljunction with our forward fixed price sales to managc our comnodity price risk exposure 
associated with our lease of a 30% share of tlie Colstrip Unit 4 generation facility. These transactions were 
designated as cash-tlow hedges of forecasted electric sales of approximately 120,000 MWh in each of the 
third and fourth quarters of 2006 undcr tlie provisions of SFAS No. 133, with unrealized gains and losses 
being recorded in accumulated other comprehcnsive income in our Balance Sheets. Due to changes in 
forward prices for electricity during the fourth quarter of 2005, we utilized unit-contingent forward sales to 
lock in the remaining output during the third and fourth quarters of 2006, and as a result we nndesignated 
the put options as a hedge of the cash flow variability. During the tirst quarter of 2006 the put options were 
sold and we recognized a $1.3 million reduction to cost of sales, reflecting the change in market value since 
they were undesignated. These cash proceeds are reflected in investing activities on the statelllent of cash 
flows. During the third and fourth quarters of2006, we reclassified unrealized losses of approximatcly $0.9 
million into earnings related to the change in market value prior to thc hedges being undcsignatcd. As of 
December 3 1, 2006 we have no put options outstanding. 

(1 0) Hclatcd-Party Transactions 

Accounts receivable from and payables to associated companies primarily include intercompany 
b~lllngs for direct charges, overhead, and incomo tax obligations. 'rhe following table reflects our accounts 
rece~vable from and accounts payable to assoctated colnpanics (in thousands): 



2006 
Accounts Rece~vable from Associated Companies: 

Netex~t, Inc $ 
Clark Fork & Blackfoot, L,LC 5,588 
Nekota Resources, Inc. 7,299 
Northwestern Energy Marketing, LLC 2,433 
NorthWeste~x Services, LLT 
Rick Partners Assurance, Ltd. 18 

$ 15,338 

Accounts Payable to Assoc~ated Conlpames: 
Blue Dot Servrces, LLC 
Canadian Montana Pipeline Corpora t~o~~ 
Montana Megawatts I, LLC' 
Natural Gas Funding Tillst 
NorCom Advanced Teclu~ologies Inc. 
NorthWestenl Invcstnlcnts, LLC 
NorthWestenl Services, LLC 

(11) Long-Term Debt and Capital Leases 

Long-tcrnm debt and capital leases consisted of tlie followirlg (in thousands): 

Unsecured Debt: 
Senior Unsecured Revolver 

Sccured Debt: 
Mortgagc bonds- 
South Dakota 7.00% 
Montana-7.30% 
Montana-6.04% 
Montana-8 25% 
South Dakota & Montana-5.875% 

I'ollution control obllgatlons . - 

South Dakota- 5.85% 
South Dakota-5.90% 
Montana-6.125% 
Montana-5.90% 
Montana 4 . 6 5 %  

Discount on Notes and Bonds 

~nsecl6red Revolving Line of Credit 

On June 30, 2005, we entered into an amended and restated credit agreement that replaced our 
existing $225 million secured cred~t f a c ~ l ~ t y  w ~ t h  an unsecured $200 rmll~on senlor llne of crcdit 
wlth lower borrowing costs. 'I'he unsecured revolving line of credlt w ~ l l  mature on November 1, 2009 and 
does not amortize. The facility bears interest at a variable rate based upon a grid which 1s t ~ e d  to our creclll 
ratlng from Fitch, Moody's, and S&P. The 'spread' or 'margin' ranges from 0.625% to 1.75% over the 



London Interbank Offcrcd Ratc (I,IHOK). ' I  he fac~llty currently bcars iriterest at a. rate of approxlmatcly 
G.475%, which 1s I 125X over 1,IRC)R. As of Decenibul 31, 2006, we had $15.3 ~mlllon In letters of cred~t 
and $50 million of borrowlngs outstand~ng under the unsecured rt.volvlng llne of credlt. The wcightcd 
average interest rate on the outstanding rcvolver borrowlngs was 6.475% as of December 3 1, 2006. 

Commitment fees Sol- the ~lnsecurcd revolving line of credit were $0.3 million and $0.1 millioa for 
the years ended Decenlber 31, 2006 and 2005, respcctivcly. C:ommitnient fees for the revolvirlg tranche of 
the old credit hcility wcre approximately $0.2 rnilliori for the first six riiolitlis of 2005. 

The credit facility incluctes covenants, which require us to meet certain financial tests, inclucling a 
rnininlum interest coverage ratio and a minimum debt to capitalization ratio. 'l'be arnended and restated line 
of credit also contains covenants which, among other things, limit our ability to incur additional 
indebtcdncss, create liens, engage in any cor~solidation or merger or otherwise liquidate or dissolve, dispose 
of property, make restricted payments, make loans or advances, and enter into transactions with affiliates. 
Many of these rcstrictivc covenants will fall away upon the line of credit being rated "investment grade" by 
two of the three major credit rating agelicics consisting of Fitch, Moody's and S&P. We liave received a 
waiver of change in control covenants to allow for the BBI transaction. As of Ilccernber 3 1, 2006, we are in 
compliance with all of the covenants ~mdcr thc amended and restated line of credit. 

Seciired Debt 

The South Dakota Mortgage Ronds are two belles of genol,ll obl~gatloll bonds wc ~ S S L ~ C ~  under our 
South Dakota ~ndunturc, and the South Dakota Pollutlori Control Obllgdt~ons are t h e e  obllgatlons under 
our South Dakota ~ndenturc. All of wch bonds are secured by srrbst~nt~ally all of oul South Dakota and 
Nebraska electric and natural gas asscts. 

The Montana First Mortgage Ronds, and Montana Polluhon Control Obligations arc secured by 
substantially all of our Montana electrlc and natul-al gas assets. 

During the second quarter of 2006, we issued $1 70.2 million of Montana Pollution Control 
Obligations (PCOs) at a fixed interest rate ol'4.65%, and uscd thc prococds to rcdccm our 6.125%, $90.2 
million and 5.90%, $80.0 million Montana pollution control obligations duc in 2023. Consistent with our 
historical regulatory treatment, the re~naitlilig deftl-reci financing costs of approximately $3.8 million were 
recorded as an unamortized debt expense and will be anlortized over the remaining life of the dcbt. 'I'he 
new PCOs will mature on August 1, 2023, and are secured by our Montana electric and natural gas assets. 
This transaction will reduce our annual iriterest on long-ten11 debt by approximately $2.4 million. 

During the third quarter of 2006, we issucd $150 million of Montana First Mortgage Bonds at a 
fixed interest rate of 6.04% and used the proceeds to redeem our 7.30%, $150 million Montana first 
mortgage bonds due December 1, 2006. Consistent with our historical regulatory treatment, the remaining 
deferred tinancing costs and prepayment penalty of $0.8 million were recorded as an wiamortized debt 
expense and will be amortized over the remaining life of the debt. The new first rnortgagc bonds will 
mature September 1, 2016, and arc secured by our Montana electric and natural gas assets. This transaction 
will r e d ~ ~ c e  our annual interest on long-tcm~ dcbt by approxin~ately $1.9 nullion. 

Mat~rrities of Long-Term Debt 

'She aggregate minimum principal maturities of long-term debt, during the next five years are 
$7.7 million in 2007, $7.8 n~illion in 2008, $57.1 nullion in 2009, $7.3 niillion in 2010 and $7.8 million in 
201 1. 



(12) Coniprehensive Income (Loss) 

Thc I:inancial Accounting Standards Hoard defines cotnprehensive incorne as all changes to the 
equity of a business entelprise during a period, cxccpt for those resulting from transactions with owners. 
For example, dividend distributions are excepted. Compm-chcnsivc incomc consists o f  net incomc and other 
comprehensive income (OCI). Net income may include such itcms as income fm-oni continuing operations, 
discontinued operations, extraordinary items, and cumulative cffects of changes in accounting principles. 
OCT may include foreign currency translations, adjustments of ~lli~iirnum pension liability, and unrealized 
gains and losses on certain investments in dcht and ccluity securities. Due to our emergence from 
bankruptcy we tnade acljustments Tor fresh-start rcpom-ting in accordance with SOP 90-7. 'These adjustmerlts 
resulted in ren~oval of items recorded in accumulated OC:l of $6.0 million. Conlprehensive income (loss) is 
calculated as follows (in thousands): 

Net income 
Other comprehensive income: 

ReclasstSication of net gains on hcdging 
tnstruments Srom OCI to nct incomc 

Net unrealized gain on derivative inc;trurnents 
qualtfying as hedges, net of tax of $3,045 
111 2005 12,588 4,885 

Foreign currency translation acljustlnent 56 
Total other comnrchcnslvc income 0.145 4.04 1 
Total comnprchcnsivc incomc $ 47,045 $ 64,408 

'I'he after tax cornporierlts of accumulatecl other comprohcnslvc mncolne wcrc as follows (in 
thousands): 

2006 2005 -- 
Balance at end of period, 
LJnrealized galn on dertvative tnstruments 

qualifying as hedges S 14,030 5 4,885 
Adjustment to initially apply SFAS No. 158 162 
Foreign currency translatior1 adjustment 79 79 
Accumulated other comprehe~lsive itlcome $ 14,271 $ 4,964 

(1 3) Fillancia1 Instruments 

The following disclosure of the estimated fair value of tinancia1 instnlrnents is made in accordance 
with the requirements of SFAS No. 107, Disr*lu.surc.s ilhnilt Fair Valiic. r?f'i.'innncial Ir~strurnents. 'l'he 
estimated fair-value amounts have been determined using available market information and appropriate 
valuation methodologies. However, considerable judgment is necessarily required in interpreting market 
data to develop estimates of fair value. Accordingly, the estimates prcsentcd hcrein are not necessarily 
indicative of the amounts that we would realize in a current market exchange. 

The following methods and assunlptions were used to estlinate the fatr value ol'each class of 
financial instruments for which it is practicable to esttmate that value: 

The carrying amounts of cash and worktrig funds, spectal deposits, and illvestments approximate 
fair value due to the short maturity of the Instruments. 



Fair values for dcbt were detel-nlincd based on interest rates that are currently available to us for 
issuance of debt with similar terms and rcniaining maturities, except for publicly traded debt, 
wliich is based on market prices. 

The Sair-value estimates presented herein an-e based on pertinent information available to us as of 
Oecember 31, 2006 and December 31,2005. Although wc are not aware of any factors that would 
significalltly affect the cstimatcd fair-value amounts, such anlourits have not bee11 corriprehensively 
rcvalucd for purposes of these financial statements since that date, and currcnt estimates of fair value may 
differ significantly from the amounts presented herein. 

The estiinated fair value of financial instrunncnts is sutnmari7ed as follows (111 thousands): 

DCCCII~~)PI  31, 2006 I)cccn~bcr. ?! ,-2005 
C'arr) i11g C arl yir~g 
Arnoont Fair Valrre A I I ~ O I I I I ~  .. - - Fair V i ~ l u e  

Assets: 
Cash and worknng 

fiinds $ 1,850 $ 1,850 S 284 Y; 284 
Special depos~ts 2,966 2,966 2,X3 1 2,831 
lnvestments 1 3 4  1 1,541 1,846 1,846 

Llabrlities: 
Long-term debt 

(mcludrng current 
port~on) 67 1,849 674,13 1 701,022 703,363 

(14) Income 'I'axes 

Tlic conlponcnts of the nct dcfcrrcd income tax llablllty iecogm~ed ~n our Bdlancc Shccts arc 
related to the following tcnnporary diffcronces (in tliousancls): 

Excess tax depreciation 
Regulatory assets 
Kcgulatory liabilities 
Unhllled revenue 
Unamortized investment tax credit 
Compensation accruals 
Rcscn-ves and accnlals 
';oodwill amortization 
Net operating loss carryforward (NOL) 
AMT credit cairyforward 
C'aprtal loss carryforward 
Valuation allowance 
Other. net 

A valuation allowance is recorded when a company believes that it will riot generate sufficient 
taxable liicome of the appropriate character to realbe the value of their deferred tax assets. Wc have a 
valuation allowance of $10.3 million as of December 31, 2006 against capital loss carryforwards and 
certaln state NOL carryforwards as we do not belleve these assets wlll be reall~ed.  

At December 31, 2006 we estimate our total federal NOL carryforward to be approximately 
$4 18.1 million. If unused, $246.0 million will expire in the ycar 2023, and $172.0 million will expire in the 
yeal- 2025. Our state NOL carryforward as of December 31, 2006 is cstimatcd to bc approximately $540.6 



million. If unused, $378.9 million will expire in 2010, $33.8 nlillion will expire in 201 I, and $136.8 nullion 
will expire in 2012. Managernerit believes it is more likely than not that si~fficicnt taxable income will be 
generated to utilize these NOI, carryforwards except as noted &I b ove. 

Wc liiive elected under Internal Revenue Code 46(f)(2) to defer investment tax credit bellelits and 
amort l~e  them agalnst expense and customer b~ l l i~ lg  1-iltes over the book life of tlic unde1.1y1ng plant. 

Duc to our NOL carryforward, years 2000 and fol-ward remain subject to exam~nat~on by thc IRS. 

(15) Jointly Owned Plants 

Wc have an owtiership interest in three electric generating plants, all of which are coal fired and 
operated by other utility con~panies. We have an undivided intcr-cst in these facilities and are responsiblc 
for our proportionate share of the capital and operating costs while being entitled to our proportionate share 
of the power gcneratecl. Our interest in each plant is 1-cflectcd in the Halance Sheets on a pro raca basis and 
our share of operating expenses is reflected in the Statements of Income. The participants each finance their 
own investnient. 

Infol-mation relating to our ownership inleresl in tlicsc facilities is as follows (in thousands): 

Dig Stone (S.D.) a U J . f l o \ v a j  C'oyote I (N.D.) 

December 31,2006 
Owiiership percentages 
Plant in servlce 
Accumulated dcprcciation 
Decemhcr 31,2005 
Ownersh~p percentages 
Plant m service 
Accumulated dcprcciation 

(16) Operating lAcascs 

We lease a generation facility, vchiclcs, office equipment, an airplane and officc and warehouse 
facilities under various long-tcril operating leases. At December 3 1, 2006, fi~iure nlinirnum lease payrnents 
for the next tive years undel- nun-cancclablc lcase agreements are as follows (in thousnnds): 

Lease and rental expense incurred was $30.9 million arid $3 1.0 rrullion for the years cndcd 
December 3 1 ,  2006 and 2005, respectively. 

In January 2005, we exercised an option to extend tllc term of our Colstrip Unit 4 genel-ation 
facility lease an additional eight years. By extending the lease term, our arulual lease payment remained at 
$32.2 million through 2010 and decrcascd to $14.5 nlilliori for the ren~ainder of thc Icnsc. Begirlrlirlg in 
2005 our lease expense was reduced to $22.1 milliori annually based on a straight-line calculation over the 
full term of the lease. We finalized the purchase of the owner participant interest of a portion of this 
facility, representing approximately 79 megawatts of our leased interest, in March 2007, reducing the 
annual lcase payments to $20.8 million annually through 2010, and $3.3 nillion anil~~ally through 201 8. 



(17) Employuc Henetit Plans 

Pensiotr altd Utlter Postretiretnetlt Rertejit PIar~s 

We sponsor andlor contribute to pension and postrctircnient health care and life insurance bcncfit 
plans for employees, which includes two cash balance pension plans. The plan for our South Dakota and 
Nebraska employees is retkrred to as the NorthWestern C:orporatiorl pellsiorl plan, and the plan for our 
Montana employees is rekerred to as the NortliWestern Energy pension plan. Pension costs in Montana and 
other postretirement benetit costs 111 South Dakota are included in rates on a pay as you go basis for 
regulatory pul-poses. In 2005, we applied for and received rtn accounting order from tlie MPSC to utilizc a 
five-year average of 1-i~nding cost in our costs of service, therefore we maintain a regulatory asset and 
amortize it based on our five-year average funding requirement in Montana. Pension costs in South Dakota 
and other postretirement benefit costs in Montana are included in rates on an acc~val basis for regulatory 
purposes. (Scc Note 19, Kegulatory Assets and Liabilities, for the regulatory assets related to our pension 
and other postretirement benetit plans.) The prior service costs are amortized on a straight-line basis over 
the average remaining scrvice period of active participants. Actuarial gains and losses in excess of' 10% of 
the greater of the bcncfit obligation or the market-relatud value of asscts are normally amortized over thc 
average remaining servicc period of active participants. However as a I-csult of fi-esh-start reporting, we 
adjusted our qualified pension and other postretirement benefit plans to their pi-ojected benefit obligation by 
recognizing all previously unamortized actuarial gains iind losses upon emergence. 'I'he generation of any 
future amounts subsequent to emergence will be amortized under the sanie nlethod as discussed above. 

Adoption o f  SFAS 158 

As discussed In Note 3, we adopted SFAS No. 158 as of Ilecember 31, 2006, wh~ch lequ~lcs that 
we recognlLe thu ovcrf~~nded or underfunded stdtus of our dcfincd bcnefit and retlree n~edlcal plans ( o u ~  
l'lanq) as an asset or l~dblllty 111 our 2000 year-enrl balance sheet. Upon our emcrgcnce fro111 bank~uptcy In 
November 2004, we recognt~ed J I ~ a b ~ h t y  for the underf~lnded stahls oTour Plans, thc~cforc the amoulit 
recog~l~zed upon adoptlon of SFAS No. 158 as of December 31, 2006 represents adjustments to o u ~  
dlscount rate assurnptlon, our actual2006 rctu~n on plan assets, and other factors. In addit~on, as we 
account h r  the effects of regulat~on under SFAS No. 71, for those planc wh~ch are able to recover the costs 
from our customers, the change IS reflected as an ddjustment to regulatory assets rather than otlic~ 
con~prel~et~slve Income. 

The following table illustrates tlie Impact of adoption of S1:AS No. 158 on the tinanclal slatcmcnts 
as of December 3 1, 2006 (in thousands): 

Regulatory asset 
Total asscts 

Pension liability 
Other postretircmcnt liability 
Deferred tax liability 
Total liabilities 

Accumulated other 
comprehensive income 

Total shareholder's equity 

Refore 
Application of 
SFAS No. 158 
$ 139,159 

139,159 
107,700 
39,736 

120,752 
268,188 

After 
Appl~catior~ of 

Adjustments SFAS No. 158 
$ (23,037) $ 116,122 

(23,037) 
-" ~ - " - &  

116,122 
(21,237) 86,463 

(2,003 ) 37,673 
(101) - 120,65 1 

(23,40 1 ) 244,787 


