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Lastly, an ownership benefit offered by Spion Kop is mitigation of the risk of
an energy or RPS shortfall al the end of its projected life in 25 years. By
owning Spion Kop rathar than entering into a PPA {which will simply expire in
25 years and expose the supply portfofio to the risks associated with
replacing the contract, which could include market price risk, REC price and
availability risk, and contract renewal risk), NorthWestern will have the aption
to continue running the project for the purpose of serving NarthWestern
customers if its condition is adeqguate to do so. recapialize the project if its
condition is inadequate o serve customers, sell the project, or just sell the
energy and RECs. Ownership of the profect will allow NorhWasterm to
assess market conditions in 25 vears and choose an oplion that best suits its

Customens,

Has MNorthWestern compared these non-price benefits and risk
mitigation characteristics to other resource types?

Yes. The following table lllustrates some risk areas that various types of
resources, both owned and contracted, hedge against.  This is not
necessarily an all-inclusive list of risks or resource types, but it gives an
indicaton of the advantages different types of resources have relative to
various types of risk. 1t is evident that selecting energy resources of only one
or two lypes can leave a supply portiolic exposed (o considerable risk, and
that an cwned wind resource provides diversity fraom more traditional thermal

resources and market purchase contracts,
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Potential Risk

long-term | Short-term
Fower Power Environ- _
Wiarket Market mental | Fueld Price | Contract | '
Resource Type | Exposure | Exposute | Regulation | Volatility | Renewal | Operating |

Win iowned] X x| ox T ox [

wedjoma) | X | | x| x X

Thanmaljowned] | X X L

Tharmal {cantract] X , ]
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*Spion kop has 30 effectve 10year hedge by vertue of the Full Serve Agresment with Gengral Blecine

Long-term power market EXposure anses when a supply portfolic relies too
heavily on rﬁaﬁseipummm contracis rather than long-term assets, whether
owned or contracted for. A portfolio is subjecied to short-term power market
exposure when its scheduled resources come up shor of its load 5&&%3{1@.
obligation. The variable nature of wind can expose a portfolio to shor-tem
market volatiity on both the buy and sell side, depending on how it has
diverged from s schedule outpul. Environmental regulation includes GHG
regulation as discussed previously, as well as SOx, NOx, and all other types
of emilling regulations. Thermal plants are subject to volatiity in the fuel
markels such as coal and natural gas. Conltract renewal risk is present when
an existing contract expires and can include few or no counierparties to
renew with, higher rates, or more stringent contract terms than the pravious
contract. Finally, oparating risk concems refate 1o all the cosls associated
with running and maintaining an owned asset. The addition of Spion Kop as

arn owned wind resource will provide a hedge from 1) long-derm power

TAG-15




140 - Range of recent EIA gas scenarios
------ AEO11 reference gas

120 1 — Apo12 reference gas

— — AEO13 reference gas
100 - e '

—e— Historical gas —
g0 | === Wind PPA sample Ls”

Nominal S/MWh

0 L T gL o e P o Ot O e i e L e L L o D . e P R R
D I N N NN O = O NN~ O - N A = M un A = M uwn
O O O O O O o o o d d N N N N N MO N o0 o0 N < < <
00O O O O O O O O O O O 0O O O O O O o0 O O o o o o
= N AN AN AN AN AN NN NN NN NN NNANNNNNSN

Figure 8. Comparison of Full Wind PPA Sample to Projected Range of Natural Gas Prices



inflation-Adjusted $/kWh

Selected NorthWestern Electricity Supply Prices
January 2009 to June 2013

$0.08

QF Tier ll

$0.07

$0.06

$0:068

Colstrip
Unit4
$0.062

QF-1 PPL
$0.053 $0.054

Short term

fixed- -
LI

$0.05

$0.04

Judith Gap
Spion Kop 4
$0.033 $9f03k

$0.03

$0.02 +—

$0.01 +—

$0.00 A

Spot market
$0.025

Version 2013.01

Page ¢ of 12




Actual Emissions and Emissions Potentially Displaced by RPS Resources

Actual Emissions
Resource Carbon Dioxide Sulfur Dioxide Nitrogen Oxides
| Colstrip (2007)" 18 million tons® 16,992 tons®' 31,584 tons
Colstrip (2011) 14 million tons 12,225 tons 15,838 tons
Overall in Montana 34.9 million tons 19,895 tons 21,723 tons

(2010 -- All sources)

Emissions Displaced by RPS Resources (Natural Gas)®

Resource Carbon Dioxide Sulfur Dioxide Nitrogen Oxides
542 megawatts™ 1.1 million tons 95 tons 1,615 tons
250 megawatts™ 499,320 tons 43.8 tons 788 tons
Emissions Displaced by RPS Resources (Coal)
542 megawatts™ 2.1 million tons 13,300 tons 5,700 tons
250 megawatts™ 963,600 tons 6,132 tons 2,628 tons




