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PART |

When we use the terns “Registrant,” “Conpany,” “NorthWstern Energy,” “we,
“us,” or “our” in this Form 10-K, we nean NorthWstern Energy, L.L.C, a
Montana limted liability conpany, and its wholly owned subsidiaries.

WARNI NGS ABOUT FORWARD- LOOKI NG STATEMENTS

On one or nmore occasions, we rmay make statenents regardi ng our assunptions,
proj ections, expectations, targets, intentions or beliefs about future events.
Al statements other than statements of historical facts included or

i ncorporated by reference in this Annual Report on Form 10-K or incorporated
by reference therein or herein relating to expectation of future financia
performance, continued growth, changes in econom c conditions or capita

mar ket s and changes in custoner usage patterns and preferences, are forward-

| ooki ng statenents within the neaning of Section 27A of the Securities Act of
1933 and Section 21E of the Securities Exchange Act of 1934.

Words or phrases such as “anticipates,” “believes,” “estimtes,” “expects,”
“intends,” “plans,” “predicts,” “projects,” “targets,” “will likely result,”
“Wll continue” or simlar expressions identify forward-|ooking statenents.

Forwar d- | ooki ng statenents involve risks and uncertainties that could cause
actual results or outcones to differ materially fromthose expressed. W
caution that while we nake such statenents in good faith and we believe such
statements are based on reasonabl e assunptions, including without limtation,
managenent's exam nation of historical operating trends, data contained in
records and other data available fromthird parties, we cannot assure you that
our projections will be achieved.

In addition to other factors and matters discussed el sewhere in our quarterly,
annual and current reports that we file with the SEC, and which are

i ncorporated by reference into this Annual Report on Form 10-K, some inportant
factors that could cause actual results or outcones for us or our subsidiaries
to differ materially fromthose discussed in forward-|ooking statenments

i ncl ude:

the adverse inpact of weather conditions;
unschedul ed generati on outages;
mai nt enance or repairs;

unantici pated changes to fossil fuel or gas supply costs or availability
due to higher demand, shortages, transportation problens or other
devel opnent s;

devel opnents in the federal and state regulatory environment and the
ternms associ ated with obtaining regulatory approval s;

costs associated with environnental liabilities and conpliance with
envi ronnent al | aws;

the rate of growth and economic conditions in our service territories;

the speed and degree to which conpetition enters the industries and
mar kets in which our businesses operate;

the tim ng and extent of changes in interest rates and fluctuations in
energy-related commodity prices;

ri sks associated with acquisitions, transition and integration of
acqui red conpani es, including inplenmentation of information systens and
realizing efficiencies in excess of any related restructuring charges;

our ability to recover transition costs;
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approval of our default supply contract portfolio by the Montana Public
Servi ce Comi ssi on (PSC)

di sruptions and adverse effects in the capital market due to the
changi ng econom ¢ envi ronment;

our credit ratings with Mbody's and Standard & Poor's;
changes in custoner usage patterns and preferences; and

changi ng conditions in the econony, capital nmarkets and other factors
identified fromtinme to tinme in our filings with the SEC

Any forward-| ooking statenent speaks only as of the date on which such
statement is nmade, and, except as required by |law, we undertake no obligation
to update any forward-I| ooking statenent to reflect events or circunstances
after the date on which such statement is made or to reflect the occurrence of
unantici pated events. New factors energe fromtinme to tine and it is not
possi bl e for managenent to predict all such factors.

| TEM 1. BUSI NESS
GENERAL

W were established on Septenber 28, 2001 as a wholly owned subsidiary of
Touch America Holdings, Inc. (Touch Anerica) nanmed The Montana Power, L.L.C.
We acquired the electric and natural gas transm ssion and distribution

busi ness, along with several other assets, liabilities, coimmitnents, and
contingencies, fornerly held by The Montana Power Conpany (Montana Power) on
February 13, 2002. NorthWestern Corporation (NorthWstern) acquired all of
our outstandi ng nenbership interests on February 15, 2002, and changed our
name to NorthWestern Energy, L.L.C. on March 19, 2002. Qur acquisition of the
electric and natural gas utility business fornerly held by Montana Power and
the acquisition of our nmenmbership interests by NorthWestern were part of the
restructuring of Montana Power. Followi ng the restructuring, Touch America
became the publicly held conpany instead of Montana Power. Unless we state
otherwise, all further references to Montana Power nean the public conmpany in
exi stence before the restructuring was effective on February 15, 2002 that was
the prior holder of our electric and natural gas utility business.

For nore infornmation about the restructuring of Montana Power, our acquisition
of the electric and natural gas utility business fornerly held by Mntana
Power, and the acquisition of all of our outstanding nenbership interests by
Nort hWestern, please see our Form8-K filed with the SEC on March 4, 2002, the
Form8-K filed with the SEC by NorthWstern on March 4, 2002 and the Form 8-K
filed with the SEC by Montana Power and Touch America on February 27, 2002.

O ELECTRI C OPERATI ONS
Servi ces, Service Areas and Custoners

We operate a regulated electric utility business that consists of an extensive
electric transm ssion and distribution network in Montana. As of Decenber 31,
2001, our service territory covered approxi mately 107,600 square mles,
representing approximtely 73 percent of Mintana's |and area, and included
approxi mately 782,000 people according to the 2000 census. Dom nant

i ndustries operating within our service territory include agriculture, non-
resident travel, manufacturing of wood and paper products and m ning of
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petroleum netal and coal. W also transmit electricity for other utilities
and power marketers in Montana. |In 2001, by category (including supply for
non- choi ce custoners), residential electric transm ssion and distribution
sal es, industrial transm ssion and distribution sales and comerci a

transm ssion and distribution sales, accounted for approxinmately 28, 38, and
34 percent of our electric utility revenue, respectively.

As of Decenber 31, 2001, our electric transm ssion system consisted of
approximately 7,000 mles of transm ssion lines, ranging from50 to 500
kilovolts, 270 circuit segnments and 125,000 transm ssion poles with associ ated
transformation and ternmnal facilities, and extended throughout the western
two-thirds of Montana from Colstrip in the east to Thonpson Falls in the west.
The 500 kilovolts transm ssion systemis jointly owed and is part of the

Col strip Transm ssion System Flows on this systemare predominantly from
east to west, transferring Colstrip generation to markets west of Mntana. The
230 kilovolts and 161 kilovolts facilities formthe backbone of our
transm ssi on system and are designed to deliver electricity to Montana
custoners. The | ower voltage systems, which range from 50 kilovolts to 115
kil ovolts, provide for | ocal area service needs. The system has

i nterconnections with five major non-affiliated transm ssion systens | ocated
in the Western Systens Coordi nating Council area, as well as one

i nterconnection to a systemthat connects with the M d-Continent Area Power
Pool region. Wth these interconnections, we also transmt power to and from
diverse interstate transni ssion systens, including those operated by Avista
Cor poration; |Idaho Power Conpany, a division of lIdacorp, Inc.; PacifiCorp; the
Bonnevil |l e Power Admi nistration; and the Western Area Power Adm nistration.

In 2001, we delivered electricity to approxi mately 295,000 custoners in 191
comunities and their surrounding rural areas in Mntana, including

Yel | owst one National Park. W also delivered electricity to rural electric
cooperatives that served approximately 76,000 custoners as of Decenber 31
2001. In addition, our electric distribution system consisted of
approximately 16,800 miles of overhead and underground distribution |ines and
approximately 376 transmi ssion and distribution substations.

Conpetition and Demand

Al t hough Montana custonmers have a choice with regard to electricity suppliers,
we do not currently face material conpetition in the transni ssion and
distribution of electricity within our service territories. Conpetition in
the utility industry is likely to result in the further unbundling of utility
services. Separate markets may energe for generation, transni ssion,

distribution, nmeter reading, billing and other services currently provided by
utilities as a bundled service. At present it is unclear when or to what
extent further unbundling of utility services will occur.

Some conpetition currently exists within our service territories with respect
to the ability of sonme customers to self-generate or by-pass parts of the
electric system but we do not believe that such conpetition is material to
our operations. Potential conpetitors may al so include various surrounding
providers as well as national providers of electricity.

In our service areas, peak denmand was approximately 1,290 negawatts, the
average daily | oad was approxi mately 932 negawatts, and over 340,250 negawatts
were delivered during the year ended Decenmber 31, 2001.



El ectricity Supply

We purchase substantially all of our power fromthird parties. Electric
resource capacity is currently provided by 15 Qualifying Facility (QF)
contracts that Montana Power was required to enter into under the Public
Uility Regulatory Policies Act of 1978 (PURPA), which provide a total of 101
megawatts of firmw nter peak capacity. OQur MIItown Dam provi des an
additional three megawatts of gross capacity. W also have a power-purchase
agreenent with PPL Montana that neets current energy requirenments beyond what
are received fromthe QF contracts and MIItown Dam however, the PPL Montana
agreenent will end on June 30, 2002. We believe that these arrangenments will
be sufficient to neet our power supply needs through June 30, 2002. Wth
respect to our power supply needs after June 30, 2002, Mntana Power has filed
a default supply portfolio with the PSC, as discussed bel ow.

Montana's Electric Utility Restructuring Act enabled | arger custoners in

Mont ana to choose their supplier of conmodity electricity beginning on July 1,
1998, and provided that all other Mntana custoners will be able to choose
their electric supplier during a transition period beginning on July 1, 2002
t hrough June 30, 2007. Montana Power was required to act as the default
supplier for custoners who have not chosen an alternate supplier and we are
now t he successor to that obligation. The Montana Restructuring Act provided
for the full recovery of costs incurred in procuring default supply contracts
during this transition period. 1In its 2001 session, the Mountana Legislature
passed House Bill 474, which, anong other things, reaffirnmed full cost
recovery for the default supplier by mandating that the PSC use an el ectric
cost recovery nmechani smproviding for full recovery of prudently incurred

el ectric energy supply costs. Initiative 117 has been approved for inclusion
on the Novenber ballot in Montana. |f passed, Initiative 117 would repeal HB
474. In the event that HB 474 is repeal ed, Montana | aw woul d continue the
transition period through at |east June 30, 2007, and provide full cost
recovery.

On Cctober 29, 2001, Montana Power filed with the PSC its default supply
portfolio, containing a m x of long and short-termcontracts from new and

exi sting power suppliers and generators. W are the successor to Mntana
Power’s default supply portfolio. W expect that the costs of the default
supply portfolio and a conpetitive transition charge for out-of-nmarket costs
will increase residential electric rates in our service territories hy
approximately 20 percent. This filing seeks PSC review of the supply
portfolio to establish that the contracts neet applicable prudency standards
and to establish default supply rates for custoners who have not chosen
alternate suppliers during the transition period ending on June 30, 2007. The
proposed default supply portfolio consists of supply contracts with PPL

Mont ana for approxi mately 450 negawatts, Duke Energy Trading & Marketing for
approximately 111 negawatts, Montana First Megawatts for approxi mtely 75
megawatts, existing QF contracts for 101 negawatts and power generation from
the MIltown Damfacility for approximtely two nmegawatts, with any renmaining
requi renent being nmet by short-term market purchases. The PSC has set a
procedural schedule on the default supply portfolio and an order is expected
in April 2002. |If the PSC does not approve the default supply portfolio, we
may be required to seek alternate sources of supply. The PSC could al so

di sall ow the recovery of the costs incurred in entering into the default
supply portfolio if a determ nation is nade that the contracts were not
prudently entered into.



For information regarding the risks our electric utility faces, see “Risk
Factors,” under the “W face uncertainty with respect to our ability to fully
recover transition costs, the resolution of our default supply filings that
are pending before the PSC, and the outconme of other rate orders of the PSC
section in Item7 — Managenent’s Di scussi on and Anal ysis of Financia
Condition and Results of Operation.

We al so | ease a 30 percent share of Colstrip Unit 4, an 805 negawatt gross
capacity coal -fired power plant |ocated in southeastern Mntana, through our
unregul ated Colstrip Unit 4 Lease Managenent Division. A long-term coa

supply contract with Western Energy Conpany provi des the coal necessary to run
the plant. W sell our |eased share of Colstrip Unit 4 generation
representing approximately 222 nmegawatts at full load, principally to Duke
Energy Trading & Marketing (DETM and to Puget Sound Energy (Puget) under
agreenents expiring Decenber 20, 2010

Addi tional Regul ation

Qur operations are subject to various federal, state and local |aws and
regul ati ons affecting businesses generally, such as | aws and regul ati ons
concerning service areas, tariffs, issuances of securities, enploynent,
occupational health and safety, protection of the environnent and other
matters. We believe that we are in substantial conpliance with applicable
regul atory requirenments relating to our operations.

Feder a

W are a “public utility” within the meani ng of the Federal Power Act.
Accordingly, we are subject to the jurisdiction of, and regul ation by, the
Federal Energy Regul atory Comr ssion (FERC), with respect to the issuance of
securities and the setting of wholesale electric rates. W are an exenpt
“hol di ng conmpany” under the Public Utility Hol di ng Conpany Act.

In April 1996, FERC issued Order No. 888 and Order No. 889, requiring
utilities to allow open use of their transnission systens by other utilities
and power marketers. NorthWstern, Mntana Power and ot her jurisdictiona
utilities filed open access transmission tariffs, or OATTs, with FERC in
conpliance with Order No. 888. Montana Power included an OATT in its filing
that confornms to the “Pro Forma” tariff in Order No. 888 in which eligible
transm ssi on service custoners can choose to purchase transm ssion services
froma variety of options ranging fromfull use of the transnission network on
afirmlong-termbasis to a fully interruptible service avail able on an hourly
basis. These tariffs also include a full range of ancillary services
necessary to support the transm ssion of energy while nmaintaining reliable
operations of our transmission system W are the successor to Montana
Power’s OATT and the related filings with FERC

We sell transm ssion service across our system under terns, conditions, and
rates defined in Montana Power’s OATT, which becanme effective in July 1996, of
which we are the successor. W are required to provide retail transm ssion
service under both the PSC rate tariffs for customers still receiving

“bundl ed” service and under the OATT for “choice” custoners.

On Decenber 20, 1999, FERC i ssued Order No. 2000, its npbst recent order
regardi ng Regional Transm ssion Organizations (RTOs). An RTOis an

organi zation that attenpts to capture efficiencies created by conbining

i ndi vidually operated transm ssion systens into a single operation, focusing
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on operational and strategic transnmission issues. Pursuant to Order No. 2000,
utilities that own, operate or control interstate transm ssion facilities were
required to file a proposal with FERC by Cctober 15, 2000, describing the
utilities' efforts to participate in an RTO expected to be operational by
Decenber 15, 2001.

Mont ana Power was a sponsor of a filing with FERC, which proposed to form an
RTO, RTO West. RTO West will be a nonprofit organization with an i ndependent

board that will act as the independent system operator for the aggregated
transm ssi on systens of participating transni ssion owners. Upon initia
operation, RTO West will not own any transmission facilities but will contro

each participating transm ssion owner's facilities. Mntana Power was also a
sponsor of a second proposal filed in conjunction with its first filing with
FERC to establish an independent transni ssion conpany, TransConnect, LLC,
which will be organized as a for-profit limted liability conmpany. Those
participating in TransConnect will exchange their transm ssion assets for a
passi ve ownership interest in the conpany. TransConnect applicants have
indicated that they intend to participate in RTO Wst as a single transni ssion
owner by transferring control over their transm ssion assets to RTO West. In
April 2001, FERC granted, with nodifications, both proposals. Activity in the
form of various conpliance filings is continuing at FERC i n these dockets.
Mont ana Power has withdrawn as a sponsor of TransConnect, but we renmin

i nvol ved. RTO West nust nake a second stage filing with FERC to provide
addi ti onal proposed operating details. RTO West nade this filing at the end
of March 2002.

Mont ana Power provi ded whol esal e power to two el ectric cooperatives, however,
t hey have chosen anot her source for their power supply. As the successor to
these agreenments, we will be required to provide only transm ssion services to
the cooperatives. |In order to recover the transition costs associated with
power that woul d have been supplied to these two cooperatives, Mntana Power
made a filing with FERC in April 2000, seeking recovery of transition costs
associated with serving both of the whol esale electric cooperatives. W are
the successor to Montana Power’s filings with FERC and will be entitled to
cost recovery thereunder. FERC scheduled a hearing for the filing but
suspended it after Montana Power and the cooperatives jointly requested it be
suspended so that the parties could attenpt to settle the issues. FERC
recently terminated the settlenent procedures and is expected to set a
procedural schedule in the matter

We operate the MIItown Dam a hydroel ectric damon the Cark Fork River,
under a license granted by FERC. The current |license for operation of the dam
woul d have expired but for extensions received from FERC. Mntana Power

recei ved an extension of its FERC |icense to operate the damuntil 2006. W
are the successor to that |icense, and we are currently seeking to extend that
license until 2008. Cenerally, under FERC rules, notice of intent to renew a
license must be filed five years prior to its expiration. Mntana Power gave
FERC notice to seek renewal of the license in 2001. 1In the event the FERC
license is termnated, FERC may require that the dam be renoved. Severa

envi ronnental and governnental groups, including the Departnent of the
Interior, have voiced concerns over the license extension and nay chal |l enge
the action in court. Wre we not to receive the |icense extension, we m ght
be required to relinquish the |icense and cease operating the damas early as
2006.

Mont ana



We are subject to the jurisdiction of the PSC with respect to electric service
territorial issues, rates, ternms and conditions of service, accounting records
and ot her aspects of our operations.

Mont ana | aw requires that the PSC determine the value of net unmtigable
transition costs associated with the transformation of the utility business
formerly owned by Montana Power froma vertically integrated electric service
conpany to a utility providing only default supply and transm ssion and
distribution services. The PSCis also obligated to set a conpetitive
transition charge to be included in distribution rates to collect those net
transition costs. The mpjority of these transition costs relate to out-of-

mar ket power purchase contracts, which run through 2032, that Montana Power
was required to enter into with certain Qualifying Facilities as established
under PURPA and to which we are now a party. Montana Power estimated the pre-
tax net present value of its transition costs to be approxi mately $304, 700, 000
inafiling with the PSC on Cctober 29, 2001. W now stand in Montana Power’s
place with respect to these matters.

On January 31, 2002, the PSC approved a stipul ati on anong Mont ana Power,

Nort hWwestern and a nunber of other parties, which, anong other things,

concl usively established the pre-tax net present value of the transition costs
relating to out-of-narket power purchase contracts recoverable in rates to be
approxi mately $244, 700, 000, or approxi mately $60, 000, 000 | ess than Montana
Power estimated in its initial filing with the PSC. In addition, the
stipulation set a fixed annual recovery for the transition costs beginning at
$14,900,000 in the first year after inplenentation and increasing up to

$25, 600,000 in the fourth year and thereafter. This stipulation now applies
to us. Because the annual recovery streamthat we expect to recover as
finalized by the stipulation is |less than the total payments due under the

out - of - mar ket power purchase contracts that we have assunmed and are now a
party, the difference nmust be mtigated or covered from ot her revenue sources.
W estimate that the annual after tax differences will be approximtely

$1, 900,000 in 2002, increasing to a high of approximtely $13,200,000 in the
year 2017. The aggregate after tax amount of the differences over the 28-year
life of these contracts would be approxi mately $193, 500, 000. Although we

beli eve we have opportunities to mitigate the inpact of these differences

t hrough i nproved managenment of our obligations under these contracts,
negoti ati ng buyouts of certain of these contracts, selling non utility assets
that are not part of our core strategy, reducing debt and other actions, we
cannot assure you that our actions will be successful

The stipulation also required Montana Power and NorthWestern to contribute
$30, 000, 000 to an account, which will fund credits to Montana electric

di stribution custoners. The account will be applied on a per kil owatt-hour
basi s beginning on July 1, 2002 and continuing for one year thereafter

Nort hWestern’s allocable portion of the fund is $10,000,000. Mbntana Power
has al ready contributed the other $20, 000,000 allocable to it, so we are not
required to make any contribution to the account under the stipulation

For information on the conbined request for increased electric and natural gas
rates filed with the PSC in August 2000, see “Natural Gas Operations” bel ow
under the “Montana” section

For further information regarding our ability to recover transition costs, see
“Ri sk Factors” under the “W face uncertainty with respect to our ability to
recover transition costs, the resolutions of our default supply filings that
are pendi ng before the PSC and the outcome of other rate orders of the PSC
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section in Item7 — Managenent’s Di scussi on and Anal ysis of Financia
Condition and Results of Operation.

O NATURAL GAS OPERATI ONS
Servi ces, Service Areas and Custoners

Nat ural gas service generally consists of fully bundl ed services consisting of
natural gas supply and interstate pipeline transnission services and
distribution services to our custoners, although certain |arge commercial and
i ndustrial custonmers, as well as whol esal e custonmers, may buy the natural gas
commodity from anot her provider and utilize our utility's transportation and
di stribution service.

As of Decenber 31, 2001, we distributed natural gas to over 156,000 retali
customers |l ocated in 109 Montana comunities. W also serve several smaller

di stribution conpani es that provided service to approxi mately 28,000
custoners. |In addition, our natural gas distribution system consisted of
approximately 3,300 ml|es of underground distribution pipelines. The PSC does
not assign service territories in Mntana, however, we have nonexcl usive
muni ci pal franchises to purchase, transport, distribute and store natural gas
in the Montana conmunities we serve. The ternms of the franchises vary by
comunity, but nost are for 30 to 50 years, and none are scheduled to expire
in 2002.

We also transmit natural gas in Montana from production receipt points and
storage facilities to distribution points and other nonaffiliated transm ssion
systenms. We transported natural gas vol unes of approximately 50 billion cubic
feet in the year ended Decenber 31, 2001. OQur peak capacity was approxi mately
300 mllion cubic feet per day during the year ended Decenber 31, 2001. OQur
natural gas transni ssion system consisted of over 2,000 nmiles of pipeline,
which vary in dianeter from2 inches to 20 i nches, and served over 130 city
gate stations as of Decenber 31, 2001. W have strategi c connections with
four major, non-affiliated transm ssion systens: WIliston Basin Interstate

Pi pel i ne, NOVA Gas Transm ssion Ltd., Colorado Interstate Gas and Havre

Pi peline. Seven conpressor sites provided over 23,000 horsepower, capable of
nmovi ng approximately 300 million cubic feet per day during the year ended
Decenber 31, 2001. |In addition, we own and operate a pipeline border crossing
t hrough our wholly owned subsidi ary, Canadi an-Montana Pi pe Line Corporation

Conpetition and Demand

Montana's Natural Gas Utility Restructuring and Custoner Choice Act, which was
passed in 1997, provides that a natural gas utility may voluntarily offer its
custoners their choice of natural gas suppliers and provi de open access in
Mont ana. Al t hough we have opened access to our gas transm ssion and
distribution systens and gas supply choice is available to all of our natura
gas custoners in Montana, we currently do not face nmaterial conpetition in the
transm ssion and distribution of natural gas in our service areas. W also
provi de default supply service to custonmers in our service territories who
have not chosen ot her suppliers under cost-based rates.

Conpetition in the natural gas industry may result in the further unbundling
of natural gas services. Separate markets may energe for the natural gas

commodity, transm ssion, distribution, nmeter reading, billing and other
services currently provided by utilities. At present it is unclear when or to
what extent further unbundling of utility services will occur. To renmin
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conpetitive in the future, we nust provide top quality services at reasonable
prices. To prepare for the future, we nust ensure that all aspects of our
nat ural gas business are efficient, reliable, econom cal and custoner-focused.

Natural gas is used primarily for residential and commercial heating. As a
result, the demand for natural gas depends upon weather conditions. Natura
gas is a commodity that is subject to market price fluctuations.

Nat ural Gas Supply

Qur natural gas supply requirenents are fulfilled through third-party purchase
contracts. Qur natural gas supply requirenments for the year ended Decenber
31, 2001, were approximately 19.5 mllion MVBTU, of which approximtely 18.4
mllion MMBTU were purchased under third-party contracts wi th Montana
suppliers, and approximately 1.1 mllion MMBTU were purchased under contracts
wi th Canadi an suppliers. During the year ended Decenber 31, 2001

approxi mately 58 percent of our natural gas supply requirenments were covered
under |l ong-term contracts, approximtely 18 percent were covered under one-
year contracts, and the balance were covered under short-term contracts.
During the year ended Decenmber 31, 2001, approximately 59 percent of our
contractual natural gas requirements were priced at current market |evels and
the remai nder were fixed-price contracts at Decenber 31, 2001. W believe
that our supply, storage and distribution facilities and agreenents are
sufficient to neet our needs in 2002.

We own and operate three working natural gas storage fields in Myntana with
aggregate storage capacity of approximately 17.2 billion cubic feet and

maxi num aggr egat e worki ng gas capacity of approximately 178 mllion cubic feet
per day. We own a fourth field that is being depleted at approximately 0.03
mllion cubic feet per day with approximately 85 mllion cubic feet of
remai ni ng reserves.

Addi tional Regul ation
Feder a

A 1992 order of FERC, Order 636, requires that all conpanies with interstate
natural gas pipelines separate natural gas supply and production services from
interstate transportation service and underground storage services. The
effect of the order was that natural gas distribution conpanies, such as

Nort hWestern and us, and individual customers purchase natural gas directly
from producers, third parties and various gas-marketing entities and transport
it through interstate pipelines. W have established transportation rates on
our distribution systens to allow custoners to have supply choices. Qur
transportation tariffs have been designed to nake us economically indifferent
as to whether we sell and transport natural gas or nerely deliver it for the
cust omer .

Qur natural gas transportation pipelines are generally not subject to the
jurisdiction of FERC, although we are subject to state regulation. W conduct
limted interstate transportati on subject to FERC jurisdiction, but FERC has
allowed the PSC to set the rates for this interstate service.
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Mont ana

As a public utility, we are subject to PSC jurisdiction when we i ssue, assune
or guarantee securities, or when we create |liens on our properties. Rates for
our natural gas supply are set by the PSC. Montana Power used a system of
annual cost tracking for approxinmately 20 years and consistently obtained rate
i ncreases that reflected cost increases. W also use an annual gas tracking
mechani sm for the recovery of gas supply costs. W prepare and file an annua
natural gas cost tracking filing with the PSC. The filing sets gas cost rates
based on estimted gas | oads and gas costs for the upcom ng tracking period
and adjusts for any differences in the previous tracking year's estinates to
actual information. The PSC has utilized this process since 1979.

I n August 2000, Montana Power filed a conbined request for increased natura
gas and electric rates with the PSC. W are the successor to Myntana Power’s
rate increase request. Montana Power requested increased annual natural gas
revenues of approximately $12, 000,000, with a proposed interimannual increase
of approximately $6,000,000. On Novenmber 28, 2000, the PSC granted Mntana
Power an interimnatural gas rate increase of $5,300,000. On May 8, 2001,

Mont ana Power received a final order fromthe PSC resulting in an annua
delivery and gas storage service revenue increase of $4,300,000 mllion
Because the anount established in the final order was |less than the interim
order, Montana Power began including a credit for the difference collected
from Novenmber 2000 through May 2001, with interest, in its custoners' bills
over a six-nonth period starting Cctober 1, 2001.

In January 2001, Montana Power submitted to the PSC an annual gas cost tracker
requesting an increase of approxi mately $51,000,000. At that tinme, Mntana
Power al so submitted a conmpliance filing for a credit of approximtely

$32, 500, 000 associated with a sharing of the proceeds fromthe sale of

gat hering and production properties previously included in the natural gas
utility's rate base. As a result, effective February 1, 2001, Montana Power
began collecting a net anpunt of $18,500,000 in revenues over a one-year
period. In Septenber 2001, after all testinony addressing the anount of
sharing had been filed with the PSC, Mntana Power reached an agreenent with
intervening parties to increase the ampbunt of the credit to $56, 300, 000. This
$23, 800, 000 increase, along with $5,500,000 in interest fromthe date of sale,
will be credited to custoners' bills over a two-year period begi nning February
1, 2002. W are the successor to Montana Power with respect to this agreenment.
Mont ana Power funded this customer credit through a purchase price adjustnent
at the closing of the acquisition of our nmenbership interests by NorthWestern.

On Decenber 7, 2001, Montana Power filed an annual gas cost tracker request
with the PSC for the tracking year begi nning Novenber 1, 2001. W are the
successor to Montana Power with respect to this filing.

EMPLOYEES

As of Decenber 31, 2001, Montana Power had 1, 344 team nenbers enployed in the
regul ated electric and gas utilities, approximtely 442 of whom are covered by

col l ective bargaining agreenments. All of such team nenbers are now our
enpl oyees and we consider our relations with team nmenbers to be good.

FI NANCI AL | NFORVATI ON ABOUT | NDUSTRY SEGVENTS
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The foll owing table shows, for the |ast three years, revenues contributed by
any class of simlar products or services that accounted for 10 percent or
nore of the conbi ned revenues generated by our electric and natural gas
utility operations.

Per cent age of Revenues Contri buted
by Any Class of Simlar Products or
Services in Operations
t hat Accounted for 10 Percent or

Busi ness Uni t More of Combi ned Revenues
2001 2000 1999

Electric Utility ........... 7% 79% 83%

Natural Gas Uility ........ 21% 19% 17%

For additional information on the financial results of our segnments, see
Note 14, “Information on Industry Segnents.”

ENVI RONMVENTAL | SSUES

We are subject to extensive regulation inposed by federal, state and | oca
governnment authorities in the ordinary course of day-to-day operations with
regard to the environnent, including air and water quality, solid waste

di sposal and other environnental considerations. The application of
governnment requirenents to protect the environment involves or may involve
review, certification, issuance of permits or other simlar actions or by
gover nnment agencies or authorities, including but not limted to the United
States Environmental Protection Agency (EPA), the Bureau of Land Managenent,
the Bureau of Reclamation and the Montana Departnment of Environnmental Quality
(MDEQ), as well as conpliance with court decisions.

No significant environmental expenditures were incurred in 2001 with respect
to our electric and natural gas utilities and do not expect to incur any
signi ficant environnmental capital expenditures during 2002. However, we are
committed to remaining in conpliance with all state and federal environnenta
| aws and regul ati ons and nust take reasonabl e precautions to prevent any
incidents that would violate any of these rules. W regularly nonitor
operations to prevent adverse environmental inpacts. Wen we becone aware of
an environmental issue, we investigate the situation to gain facts as to the
nature and nmagni tude of environmental inpact, the extent to which we nay be
hel d responsi ble for costs incurred, and the extent to which we nmay be held
responsi ble for taking action at a site. W also collect infornmation as
necessary to reasonably estimte potential costs attributable to any
environnental issue. W believe that we currently are in conpliance with al
presently applicable environnmental protection requirenents and regul ations,
however we are unable to forecast the effect of any change in |law or

regul ation, or interpretation thereof, on the cost of future conpliance for
our utility-related facilities and other operations.

Prior to our acquisition of the electric and natural gas utility business,
Mont ana Power met or exceeded the renoval and di sposal requirenments for al
equi pnent cont ai ni ng pol ychl ori nated bi phenyls, or PCBs, as required by state
and federal regulations. W wll continue to use certain existing PCB-
cont am nated equi pnent for its remaining useful life and will, thereafter

di spose of the equi pnent according to pertinent regulations that govern the
use and di sposal of such equipnent.

-14-



The Conprehensive Environnmental Response, Conpensation, and Liability Act
(CERCLA), and sone of its state counterparts require that we renmove or
nmtigate adverse environmental effects resulting fromthe disposal or rel ease
of certain substances at sites that we own or that Mntana Power previously
owned or operated, or at sites where these substances were di sposed. However,
we cannot quantify costs associated with current site renmedi ation efforts or
future remedi ation efforts because of the follow ng uncertainties:

We may not know all sites for which we are alleged or will be found to
be responsible for renedi ation; and

We cannot estimate with a reasonabl e degree of certainty the total costs
of remedi ation at sites where we have been identified as responsible for
renmedi ati on.

For sites where we currently are required to investigate and or cleanup
contam nati on, we do not expect the unknown costs to have a material adverse
ef fect on our conbi ned operations, financial position, or cash flows.

Mont ana Power was identified as a Potentially Responsible Party (PRP), at the
Silver Bow Creek/Butte Area Superfund Site. However, Montana Power settled
nost of its liability in a Consent Decree approved by the United States
District Court for the District of Mountana, and received contribution
protection in the event other PRPs claimcontribution for cleanup costs they
expend. A third-party continues to address contanination of the site, while
the utility business continued to operate on 30 acres of the property which
was transferred to us. W cannot estimate with a reasonabl e degree of
certainty whether additional cleanup will be required, but we do not expect
any residual cleanup costs to be material, and any costs incurred will be
limted by the indemity provision described bel ow.

Toxic heavy netals in the silts resting in MIIltown Reservoir, which sits
behind MIItown Dam caused the EPA to identify MIIltown Reservoir on its
Superfund National Priority List. ARCO has been naned as the PRP with
responsibility for conpleting the renedial investigation and feasibility
studi es and conducting site cleanup, under the EPA' s direction. Montana Power
was not identified as a PRP because it is exenpt fromliability for cleanup by
virtue of a special statutory exenption. ARCO argued that Mntana Power shoul d
be considered a PRP and has threatened to challenge its exenpt status. The
EPA took no position, but ARCO and Montana Power entered into a settlenent
agreenent to limt Montana Power’s potential liability, costs and ongoing
operating expenditures, provided that EPA selects a renedy that | eaves the dam
and sedinents in place inits final Record of Decision. By virtue of our
acquisition of the utility business, including the dam we succeeded to
simlar protection under this statutory exenption and the settl enent

agreenent. The final Record of Decision is not expected to be issued unti

| ate 2002 or early 2003. Depending on the outconme of that decision, we may be
required to defend our exenpt position

In 1985 and 1986, researchers found el evated | evels of heavy netals in
sedinents in the reservoir behind the Thonpson Falls Dam The EPA decl ared
the site a “No Further Action” site for purposes of CERCLA, but the NMDEQ
listed the reservoir as a Conprehensive Environnental C eanup and

Responsi bility Act (CECRA) site, Mntana's state equival ent of a CERCLA
National Priority List site. The MDEQ identified the site as a “Low Priority
Site,” however, because of the |low probability of direct human contact and the
| ack of evidence of migration to groundwater supplies, and no action has been
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required. Gven the lowpriority designation for this site, we believe that
the risk of material renediation is low. Mntana Power and the utility

busi ness retained pre-closing environnental liability relating to this CECRA
listing when it sold the Thonpson Falls Damto PPL Montana. W cannot
estimate with a reasonabl e degree of certainty the total costs, if any, of
cleanup, and this liability at the site passed to us, but we do not expect

cl eanup costs to be material. |f any such costs are incurred, they will be
limted by the indemity provision described bel ow.

In connection with past electric and natural gas utility operations, Mntana
Power voluntarily cleaned up two sites where it fornmerly operated manufactured
gas plants, and we are investigating a third. The Helena site was placed into
the MDEQ s voluntary remedi ati on program t hrough whi ch program cleanup is
taking place. While the site continues to experience exceedances of
groundwat er contamination |evels, we believe that natural attenuation should
address the problem W continue to periodically nonitor the groundwater and
report results to the MDEQ W believe that renmediation is conplete at the
second site located in Mssoula, and have requested closure fromthe State for
that site. A third former manufactured gas plant located in Butte, is
currently under investigation. W cannot estinmate with a reasonabl e degree of

certainty whether cleanup will be necessary or the total costs of such
cl eanup. However, we do not expect any of the outstanding cleanup costs to be
material. |If any such costs are incurred, they will be limted by the

i ndemmi ty provision described bel ow

As described above, Mntana Power retained certain environnental liabilities
in connection with its sale of assets to PPL Montana, and we assuned these
liabilities when we acquired the utilities. However, under the terns of our
acqui sition by NorthWestern, NorthWstern assuned the first $50, 000,000 of the
pre-closing environnental liabilities, including these retained environnenta
liabilities. Thereafter, Touch America assunes any such costs that fal

bet ween $50, 000, 000 and $75, 000, 000, or the next $25,000,000 in costs, and
Nort hWestern, together with Touch Anmerica, equally split costs that fal

bet ween $75, 000, 000 and $150, 000, 000.

Environnental |aws and regul ations require us to incur certain costs, which
could be substantial, to operate existing facilities, construct and operate
new facilities and nitigate or renove the effect of past operations on the
environnent. Governnental regulations establishing environmental protection
standards are continually evolving, and, therefore, the character, scope, cost
and availability of the neasures we may be required to take to ensure
conpliance with evolving |laws or regul ati ons, cannot be accurately predicted.
However, we believe that we accrue an appropriate anount of costs and estimte
reasonably foreseeable potential costs related to such environnenta
regul ati on and cl eanup requirenents. W do not expect these costs to have a
mat eri al adverse effect on our conbi ned financial position, ongoing
operations, or cash flows.

FOREI GN AND DOVESTI C OPERATI ONS

We believe that financial information relating to the segnent information for
foreign and donestic operations and export sales is not material
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| TEM 2. PROPERTI ES
UTI LI TY OPERATI ONS
Q ELECTRIC UTILITY

At Decenber 31, 2001, we owned and operated 6,923 mles of electric
transm ssion lines and 16,460 niles of electric distribution lines. Qur
el ectric transm ssion system extends through the western two-thirds of
Mont ana.

Q COLSTRIP UNIT 4

Qur unregul ated Colstrip Unit 4 Lease Managenment Division | eases a 30-percent
share of Colstrip Unit 4, an 805 MV (gross capacity) coal -fired power plant

| ocated in southeastern Montana. A long-termcoal supply contract with
Western Energy provides the coal necessary to run the plant.

O NATURAL GAS UTILITY

At Decenber 31, 2001, we owned and operated 2,039 niles of natural gas
transm ssion lines and 3,884 mles of natural gas distribution mains. W
serve our natural gas custonmers fromour transportation system which extends
through the western two-thirds of Montana. W al so have four natural gas
storage fields that enable us to store natural gas in excess of system| oad
requirenents during the sumrer for delivery during wi nter periods of peak
demand, enhancing systemreliability. W produce a snall anmpunt of natura
gas fromfields in southern Montana to nmmintain our natural gas storage

| eases.

MORTGAGE AND DEED OF TRUST
A Mortgage and Deed of Trust (Mortgage) subjects our utility's physica

properties, except subsidiary conpany assets and certain properties and assets
now owned or hereafter acquired, to a first nortgage lien.

| TEM 3. LEGAL PROCEEDI NGS

For information regarding | egal proceedings, see Note 11, “Contingencies.”

| TEM 4. SUBM SSI ON OF MATTERS TO A VOTE OF SECURI TY HOLDERS

Item not included in accordance with reduced disclosure format authorized by
General Instruction | of Form 10-K

PART | |

| TEM 5. MARKET FOR THE REG STRANT'S COMVON EQUI TY AND RELATED
STOCKHOLDER MATTERS

Al of our outstanding limted liability conmpany nmenmbership interests are
owned by NorthWestern.
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| TEM 6. SELECTED FI NANCI AL DATA

Item not included in accordance with reduced disclosure format authorized by
General Instruction I.

| TEM 7.  MANAGEMENT' S DI SCUSSI ON AND ANALYSI S OF FI NANCI AL
CONDI TI ON AND RESULTS OF OPERATI ONS

RESULTS OF OPERATI ONS

The following is a discussion of the results of operation of our electric and
natural gas utility business by Mntana Power in 2001 and 2000 and an anal ysis
of our financial condition. W acquired the electric and gas utility business
from Mont ana Power on February 13, 2002.

Q WEATHER

As nmeasured by heating degree-days, tenperatures in 2001 for our service
territory were 5 percent warmer than 2000 and the historic average (based on
nore than 55 years of history). Tenperatures in 2000 were 10 percent col der
than 1999 and | evel with the historic average.

Q ACCOUNTI NG FOR THE EFFECTS OF REGULATI ON

Mont ana Power applied and we will apply Statenment of Financial Accounting

St andards (SFAS) No. 71, “Accounting for the Effects of Certain Types of

Regul ation,” to our regul ated operations. Pursuant to this pronouncenent,

Mont ana Power recognized and we will recognize certain expenses and credits as
they are reflected in revenues collected through rates established by cost-
based regul ation. Changes in regulation or changes in the conpetitive
environnent could result in our not nmeeting the criteria of SFAS No. 71. |If
we were to discontinue application of SFAS No. 71 for some or all of our

regul ated operations, we would have to elininate the related regul atory assets
and liabilities fromthe bal ance sheet and include the associ ated expenses and
credits in income in the period when the discontinuation occurred, unless
recovery of those costs was provided through rates charged to those customers
in portions of the business that were to remain regul at ed.

On January 29, 2002, we received an order fromthe PSC finalizing the Tier 1|1
docket. The order allowed us to offset certain regulatory assets that were
previ ously recorded agai nst the gain recognized on the sale of the electric
generating assets. W were also allowed to establish reserves for future

environnental costs related to the generation properties. After offsetting
these assets and liabilities, the remaining net gain was recorded into a
reserve that will be used to offset future QF costs. 1In addition, as part of

the stipulation resolving this docket and the sale of the utility to
Nort hWestern, NorthWestern agreed to hold ratepayers harm ess for an
addi ti onal $60, 000,000, net present value, of future QF costs.

In 2002, we expect to sell our portion of the 500-kilovolt-transm ssion system
associated with Colstrip Units 1, 2, and 3 for $97,100,000. The after-tax
proceeds that we expect to receive as a result of this transaction will be
retai ned by us, and we expect the gain resulting fromthe transaction to be
addressed in the regul atory process.
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SEGVENTED | NCOVE STATEMENT

Year Ended Decenber 31

2001 2000 1999

(Thousands of Dol l ars)
ELECTRI C UTI LI TY:

REVENUES
REVENUES . . ittt e $ 538,529 $ 535,654 $ 545,390
Intersegment revenues. . ... ..... ... ... 747 772 714
539, 276 536, 426 546, 104
EXPENSES:
Power supply....... ... 380, 579 339, 990 196, 942
Transmi ssion and distribution..................... 35, 379 40, 438 56, 203
Selling, general, and adm nistrative.............. 53, 738 58, 544 70, 241
Taxes other than inconme taxes..................... 39, 384 39, 727 52, 696
Depreciation and anortization..................... 44,378 39, 559 56, 282
553, 458 518, 258 432, 364
I NCOVME (LOSS) FROM ELECTRIC UTILITY................. (14, 182) 18, 168 113, 740
NATURAL GAS UTI LI TY:
REVENUES
Revenues (other than gas supply cost revenues).... 70, 243 91, 304 78, 658
Gas supply coSt revenues. ............. ... 77,034 37,916 32,759
Intersegment revenues. ................ ... 319 269 202
147, 596 129, 489 111, 619
EXPENSES:
Gas SUPPlY COSES. . v i e e 77,034 37,916 32,759
Transm ssion, distribution and other.............. 15, 029 16, 017 16, 920
Selling, general, and administrative.............. 21,728 56, 916 21,928
Taxes other than incone taxes..................... 13, 655 14, 215 14, 307
Depreciation and anortization..................... 11, 020 8, 830 9, 275
138, 466 133, 894 95, 189
| NCOVE (LOSS) FROM NATURAL GAS UTI LI TY OPERATI ONS. . . 9, 130 (4, 405) 16, 430
OTHER OPERATI ONS
REVENUES
Revenues . ... ... 17,979 11,179 274
Intersegment revenUeS. . ...t 1,408 1,291 889
19, 387 12,470 1, 163
EXPENSES:
Operations and nmaintenance........................ 2,221 1,670 -
Selling, general, and adm nistrative.............. 14,013 3,058 (5, 924)
Taxes other than inconme taxes..................... 31 1,674 895
Depreciation and anortization..................... 1, 327 5,734 4,137
17,592 12,136 (892)
I NCOVE FROM OTHER OPERATIONS. . .......... .. ... 1,795 334 2,055
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SEGMVENTED | NCOVE STATEMENT (CONT.)

Year Ended Decenber 31

2001 2000 1999

(Thousands of Dol l ars)

I NTEREST EXPENSE AND OTHER | NCOVE

I nterest . ... 39, 678 35, 880 47, 363
Di stributions on conpany obligated mandatorily
redeenmabl e preferred securities of subsidiary

ErUST . 5,492 5,492 5,492

O her income — net ....... ... . . . . . . .. (1, 355) (14, 481) (2,567)

43, 815 26, 891 50, 288

| NCOVE (LOSS) BEFORE I NCOVE TAXES................... (47,072) (12, 794) 81, 937

I NCOVE TAX EXPENSE (BENEFIT) ........ ... ... ... .. (4,074) (19, 599) 13, 895

NET I NCOVE (LOSS) ...ttt e e e e (42, 998) 6, 805 68, 042

Dl VI DENDS ON PREFERRED STOCK. . .............iiuen... 3,770 3,690 3,690

NET | NCOVE (LOSS) AVAI LABLE FOR LLC UNITS........... $(46,768) $ 3,115 $ 64,352

Q 2001 COMPARED W TH 2000

Electric Utility

Inconme fromthe electric utility operations for the twelve nonths ended
Decenmber 31, 2001 decreased approximately $32, 350, 000 conpared to 2000,

primarily because of the cost to serve and terninate an industria

power

supply contract. To elinmnate total exposure under the power supply contract,

Mont ana Power executed an agreement effective June 30, 2001

al so contributed to the decrease in incone.

under which it
made a one-time paynment of $62,500,000 to buy out the remaining termof the
power supply contract. Higher average prices for whol esal e power
mai nly to supply that customer while the power supply contract was in effect

pur chased

Hi gher rates charged general business custonmers, increased ancillary services

revenue, and increased revenue from wheeling energy for others across our

transm ssion lines were partially offset by a decrease in revenue fromthe

conclusion of a swap instrunment relating to the industrial contract. In
addi ti on, because Montana Power did not purchase power to supply the
i ndustrial custoner, there was not as nuch energy remaining to sell in the

secondary market after fulfilling special market-based contract

requi renents.

| oad

A plant-related increase in depreciation and anortizati on expense contri buted

to an increase in expenses while an early enpl oyee retirenent option offered
in 2000 and the recognition of regulatory assets as a result of a PSC Order

partially offset these increases.

Natural Gas Utility

Incone fromthe natural gas utility operations for the twelve nonths ended
Decenber 31, 2001 increased approximately $13, 500, 000. I ncreased gas supply
cost revenues were partially offset by a sharing of proceeds fromthe sal e of
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gat hering and production properties previously included in the natural gas
utility’'s rate base with natural gas utility custoners. Expenses increased
primarily because of increased gas supply costs, due to higher nmarket prices
and the recovery of gas supply costs deferred in the prior year, and a plant-
related i ncrease in depreciation and anortization expense. The anortization
of a regulatory liability associated with the sharing of proceeds discussed
above, an early enployee retirenment option offered in 2000, and the
recognition of regulatory assets as a result of a PSC Order partially offset
the increased gas supply costs. For nore information regarding the sharing of
proceeds, see Note 2, “Deregul ation, Regulatory Matters, and 1999 Sal e of

El ectric Generating Assets.”

O 2000 COVPARED W TH 1999
Electric Utility

Inconme fromthe electric utility operations decreased approximtely

$95, 600, 000 conpared with 1999, mainly fromthe effects of the generation
sal e. Because Montana Power no |onger earned a return on approximtely

$497, 000, 000 of utility net plant as a result of the December 1999 sal e of

el ectric generating assets, there was an expected decline in utility earnings.
Thi s decline included increased purchased power costs required to supply

el ectric energy to core custoners, along with a higher average price for

whol esal e power under a purchase agreenent that we use mainly to supply an

i ndustrial customer. A voluntary rate reduction that became effective
February 2, 2000 also contributed to the decrease in incone. Sales of
purchased power remaining after fulfilling special market-based contract |oad
requi renents and the recognition of revenues froma prepaynment as a result of
a Colstrip Unit 4 agreenent with the Los Angl es Departnment of Water Power
partially offset these decreases.

Natural Gas Utility

Incone fromthe natural gas utility operations decreased approxi mately

$20, 835, 000 mai nly because of a sharing of proceeds fromthe sale of gathering
and production properties previously included in the natural gas utility's
rate base with natural gas utility custoners. |In addition, an increase in
rates, a weather-related increase in volunmes sold, and customer growth were
partially offset by increased regulatory anortizations and other niscell aneous
admi ni strative itemns.

LI QUI DI TY AND CAPI TAL RESOURCES
O Operating Activities

Net cash provided by operating activities was $75, 692,000 in 2001, conpared to
$55, 809, 000 in 2000, and $346, 846,000 in 1999. The current year increase of
$19, 883,000 was attributable mainly to income tax benefits resulting froma net
| oss for 2001, less an increase in working capital outfl ows.

O Investing Activities

Net cash used for investing activities was $56, 372,000 in 2001, conpared to
$179, 391, 000 in 2000 and net cash provided by investing activities of
$434,924,000 in 1999. The current year decrease of $123,019, 000 was
attributable mainly to the absence in the current year of advances to rel ated

-21-



conpani es and a decrease in capital expenditures. Capital expenditures were
$59, 288, 000, $77,867,000, and $79, 575,000 for 2001, 2000, and 1999,
respectively. W expect to invest approximately $61, 121, 000 duri ng 2002
primarily on upgrading the electric and natural gas transmi ssion |ines,
extending and maintaining electric and natural gas distribution |ines, and
mai ntai ni ng systemintegrity.

W estimate that internally generated funds for 2002 will exceed our capita
expenditures during the year

O Financing Activities

Net cash used for financing activities was $11, 810,000 in 2001, $319, 454, 000
in 2000, and $341, 940,000 in 1999.

Mont ana Power’s $60, 000, 000 Revolver related to the utility operations was
schedul ed to expire on Novenber 29, 2001. However, on Novenber 21, 2001

Mont ana Power issued $150, 000,000 in First Mortgage Bonds, which we assuned
and the proceeds of which were used to repay the $60, 000,000 utility Revol ver,
repay $15, 800,000 in short-term borrow ngs, and repay an interconpany |oan of
$25, 000, 000 between Montana Power and Entech, Inc., a wholly owned non-utility
subsi di ary of Touch America. Montana Power used the renmi ning bal ance for

exi sting cash requirenments and to redeem ESOP Notes. While we currently do
not have a credit facility in place, we believe that we will have a positive
cash flow on an annual basis. Because of the seasonal nature of our
operations, we experience cash flow increases in the winter nonths and
decreases in the summer nonths. W expect any short-termliquidity needs to
be provided by our parent conpany, NorthWestern.

We have al so entered into long-term| ease arrangenents and other |ong-term
contracts for sales and purchases that are not reflected on the Conbined

Bal ance Sheet. Electric and natural gas supply costs are a nmmjor conponent of
our contractual commitnents. Wile current legislation insures that we wll
ultimately recover the costs of securing this supply, there may be tinmes when
costs are recovered in a subsequent period fromwhen they were incurred. W
al so have a 25-year |ease with annual paynents of approxi mately $32, 000, 000
related to our 30 percent share of Colstrip Unit 4. For additiona
informati on on the long-term | ease arrangenents and other |long-term contracts,
see Note 12, “Commitnents.”

Qur long-term debt as a percentage of capitalization was 50 percent during
2001, 39 percent in 2000, and 46 percent in 1999. Schedul ed debt repaynents
on our |long-term debt outstanding at Decenber 31, 2001, anount to: $16, 061, 000
in 2002; $19, 364,000 in 2003; $4,052,000 in 2004; $10, 130,000 in 2005;

$169, 712, 000 in 2006; and $239, 422,000 thereafter. For further information on
our financing activities, see Note 8, “Long-Term Debt,” and Note 9, “Short-
Term Borrow ng.’

SEC RATI O OF EARNI NGS TO FI XED CHARGES

For the year ended Decenber 31, 2001, the ratio of earnings to fixed charges
was 0.35 tinmes conpared to 0.82 tinmes for 2000 and 1.91 tines for 1999. Net
i ncome and incone taxes were used to cal cul ate earnings. Fixed charges
include interest, the inplicit interest of Colstrip Unit 4 rentals, and one-
third of all other rental paynents.
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| NFLATI ON

We believe that, at currently anticipated levels, inflation will not
materially affect our results of operations in 2002.

ENVI RONMVENTAL | SSUES

For a discussion of environmental issues and how they affect us, see Item1,
“Busi ness,” under the “Environmental |ssues” section.

NEW ACCOUNTI NG PRONOUNCEMENTS

For information on new accounting pronouncenments and how t hey affect us, see
Note 13, “New Accounting Pronouncenents.”

Rl SK FACTORS

Operation of our businesses involves a nunber of risks. You should carefully
consider the risk factors described below, as well as the other information

i ncluded or incorporated by reference in our Annual Report on Form 10-K when
considering investnent in our securities. The risks and uncertainties

descri bed bel ow are not the only ones facing our conpany. Additional risks and
uncertainties not presently known or that we currently believe to be |ess
significant may al so adversely affect us. |If any of the risks discussed bel ow
actual ly occur, our business, financial condition, operating results or cash
flows could be materially adversely affected.

Q WE ARE SUBJECT TO RI SKS ASSCCI ATED W TH A CHANG NG ECONOM C ENVI RONMENT.

In response to the occurrence of several recent events, including the Sept.
11, 2001, terrorist attacks on the United States, the ongoi ng war agai nst
terrorismby the United States and the bankruptcy of Enron Corp., the
financial markets have been disrupted in general, and the availability and
cost of capital for our business and that of our conpetitors has been
adversely affected. In addition, although we have no known exposure rel ating
directly to Enron Corp. following its bankruptcy, the credit rating agencies
initiated a thorough review of the capital structure and earnings power of
certain energy compani es. These events could constrain the capital available
to our industry and could adversely affect our access to funding for our
operations. |f our ability to access capital becones significantly

constrai ned, our financial condition and future results of operations could be
significantly adversely affected.

The insurance industry has al so been disrupted by these events. As a result,
the availability of insurance covering risks that our conpetitors and we
typically insure against may decrease. In addition, the insurance we are able
to obtain may have hi gher deducti bl es, higher prem uns and nore restrictive
policy ternmns.

Q WE FACE UNCERTAINTY W TH RESPECT TO OUR ABILITY TO FULLY RECOVER TRANSI TI ON

COSTS, THE RESCOLUTI ON OF OUR DEFAULT SUPPLY FI LI NGS THAT ARE PENDI NG BEFORE
THE PSC, AND THE OUTCOME OF OTHER RATE ORDERS OF THE PSC.
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Mont ana | aw requires that the PSC determine the value of net unmtigable
transition costs associated with the transformation of the utility business
formerly owned by Montana Power froma vertically integrated electric service
conpany to a utility providing only default supply and transm ssion and
distribution services. The PSC is also obligated to set a conpetitive
transition charge to be included in distribution rates to collect those net
transition costs. The nmpjority of these transition costs relate to out-of-
mar ket power purchase contracts, which run through 2032, that the Mntana
Power was required to enter into with certain Qualifying Facilities as
established under the Public Utility Regul atory Policies Act of 1978. Mntana
Power estimated the pre-tax net present value of its transition costs to be
approxi mately $304, 700,000 in a filing with the PSC on Cctober 29, 2001.

On January 31, 2002, the PSC approved a stipul ati on anong Mont ana Power,

Nort hWwestern and a nunber of other parties, which, anong other things,

concl usively established the pre-tax net present value of the transition costs
relating to out-of-narket power purchase contracts recoverable in rates to be
approxi mately $244, 700, 000, or approxi mately $60, 000, 000 | ess than Montana
Power estimated in its initial filing with the PSC. In addition, the
stipulation set a fixed annual recovery for the transition costs beginning at
$14,900,000 in the first year after inplenentation and increasing up to

$25, 600,000 in the fourth year and thereafter. Because the recovery stream as
finalized by the stipulation is |less than the total payments due under the

out - of - mar ket power purchase contracts, the difference nust be nmitigated or
covered from ot her revenue sources. W estimate that the annual after tax
differences will be approximtely $1, 900,000 in 2002, increasing to a high of
approxi mately $13, 200,000 in 2017. The aggregate after tax amount of the

di fferences over the 28-year life of these contracts would be approxi mately
$193, 500, 000. Al though we believe we have opportunities to nmitigate the inpact
of these differences, we cannot assure you that we will be successful. To the
extent we are unable to nmitigate these differences, our net income and
financial condition could be adversely affected.

On Cctober 29, 2001, Montana Power filed with the PSC its default supply
portfolio, containing a m x of long and short-termcontracts from new and

exi sting generators. We expect that the costs of the default supply portfolio
and a conpetitive transition charge for out-of-nmarket costs will increase
residential electric rates in our service territories by approximtely 20%
This filing seeks PSC review of the supply portfolio to establish that the
contracts neet applicable prudency standards and to establish default supply
rates for custoners who have not chosen alternate suppliers during the
transition period ending on June 30, 2007. The PSC has set a procedura
schedul e on the default supply portfolio and an order is expected in Apri
2002. |If the PSC does not approve the default supply portfolio, we nmay be
required to seek alternate sources of supply. The PSC could al so disallowthe
recovery of the costs incurred in entering into the default supply portfolio
if a determination is made that the contracts were not prudently entered into.
A failure to recover such costs could adversely affect our net incone and
financial condition.

On June 27, 2001, the PSC issued an order, which, anong other things, required
that if Mntana Power desired a power supply rate change at the end of its
current rate noratoriumin Mntana on July 1, 2002, it was required to nmake a
filing containing information that supports what rates would be if the

regul atory systemin place prior to deregulation remained intact. Montana
Power did not nmake a filing by the required date, but instead filed a notion
for reconsideration with the PSC, which was subsequently denied. On Septenber
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6, 2001, Montana Power filed a conplaint against the PSC in Montana state
court in Helena, Montana disputing this order as having no basis under
applicable aw. W believe that approval by the PSC of cost recovery for the
default supply portfolio discussed above will resolve this nmatter. W cannot
predict the ultimate outcome of this matter or its potential effect on our
financial position or results of operations.

Q OUR UTILITY BUSINESS | S SUBJECT TO EXTENSI VE ENVI RONMVENTAL REGULATI ONS AND
POTENTI AL ENVI RONMENTAL LI ABILI TIES, WHI CH COULD RESULT | N SI GNI FI CANT
COSTS AND LI ABI LI TI ES.

Qur utility business is subject to extensive regulations inposed by federal
state and | ocal governnent authorities in the ordinary course of day-to-day
operations with regard to the environnment, including environmental regulations
relating to air and water quality, solid waste disposal and ot her

envi ronnental considerations. Many of these environnental |aws and regul ations
create permt and |license requirenments and provide for substantial civil and
crimnal fines which, if inposed, could result in material costs or
liabilities. We regularly nonitor our operations to prevent adverse

envi ronnental inpacts. We may be required to nmake significant expenditures in
connection with the investigation and renedi ation of alleged or actual spills
and the repair and upgrade of our facilities in order to neet future

requi renents under environnmental |aws. Mst of our generating capacity is coa
bur ni ng.

The U.S. Environnental Protection Agency, or the EPA, |listed the MIItown
Reservoir, which sits behind a hydroel ectric damwe own, on its Superfund
National Priority List in 1983 as a result of the collection of toxic heavy
nmetals in the silts. The Atlantic Richfield Conpany, or ARCO, as successor to
t he Anaconda Conpany and a nunber of small nining conpanies, has been named as
the Potentially Responsible Party, or PRP, with responsibility for conpleting
the renedial investigation and feasibility studies and conducting site

cl eanup, under the EPA' s direction. Mbntana Power was not identified as a PRP
because it is exenpt fromliability for cleanup by virtue of a specia
statutory exenption. By virtue of our acquisition of the utility business
formerly held by Montana Power, including the dam we succeeded to simlar
protection under this statutory exception. ARCO has argued that Montana Power
shoul d be considered a PRP and threatened to challenge its exenpt status. The
EPA has taken no position. ARCO and Montana Power entered into a settlenent
agreenent to limt its, and now our, potential liability, costs and ongoing
operating expenditures, provided that the EPA selects a renedy that | eaves the
dam and sedinments in place in its final Record of Decision. The final Record

of Decision is not expected to be issued until l|ate 2002 or early 2003.
Dependi ng on the outconme of that decision, we may be required to defend our
exenpt position. W cannot assure you that we will not incur costs or

liabilities associated with the MIltown Damsite in the future, sone of which
could be significant. W have established a $30, 000,000 reserve primarily for
liabilities related to the MIIltown Dam and other environnental liabilities.
To the extent we incur liabilities greater than our reserve, our financia
condition and results of operations could be adversely affected.

Q OUR OPERATI NG RESULTS MAY FLUCTUATE ON A SEASONAL AND QUARTERLY BASI S.

Qur electric and gas utility business is a seasonal business, and weat her
patterns can have a material inpact on operating performnce. Because natura
gas is heavily used for residential and commerci al heating, the demand depends
heavi |y upon weat her patterns throughout our market areas, and a significant
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anount of natural gas revenues are recognized in the first and fourth quarters
related to the heating season. Demand for electricity is often greater in the
sumrer and wi nter nonths associated with cooling and heating. Accordingly,

our operations have historically generated | ess revenues and i ncone when

weat her conditions are mlder in the winter and cooler in the sumer. W
expect that unusually mld winters and sumrers in the future will have an
adverse effect on our results of operations and financial condition.

Q CHANGES I N COWODI TY PRI CES MAY | NCREASE OUR COST OF PRODUCI NG AND
DI STRI BUTI NG ELECTRI CI TY AND DI STRI BUTI NG NATURAL GAS OR DECREASE THE
AMOUNT WE RECEI VE FROM SELLI NG ELECTRI CI TY AND NATURAL GAS, ADVERSELY
AFFECTI NG OUR FI NANCI AL PERFORMANCE AND CONDI TI ON

To the extent not covered by long-termfixed price purchase contracts, we are
exposed to changes in the price and availability of coal because nobst of our
generating capacity is coal-fired. Changes in the cost of coal and changes in
the rel ati onship between those costs and the market prices of power may affect
our financial results. In addition, natural gas is a comodity, the market
price of which can be subject to volatile changes in response to changes in
the world crude oil market, refinery operations, supply or other market
conditions. Because the rates at which we sell electricity and natural gas are
set by state regulatory authorities, and because there nmay be delays in

i mpl ementing price increases to propane custoners, we nmay not be able to

i medi ately pass on to our retail custonmers rapid increases in the whol esal e
cost of such commodities, which could reduce our profitability.
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| TEM 7A.  QUANTI TATI VE AND QUALI TATI VE DI SCLOSURES ABOUT
MARKET RI SK

TRADI NG | NSTRUMENTS

The derivative financial instruments that were used to manage commodity price
ri sk are discussed above in “Risk Factors” in Note 1, “Summary of Significant

Accounting Policies,” in the “Derivative Financial Instrunents” section, in
Note 13, “Contingencies,” in the “Long-Term Power Supply Agreenments” section
and below in “Qther-Than-Tradi ng I nstruments.” Derivative financia

instruments were not used in 2001 to hedge agai nst exposure to fluctuations in
interest rates or foreign currency exchange rates.

OTHER- THAN- TRADI NG | NSTRUMENTS
O COWODI TY PRI CE EXPOSURE
Qualifying Facilities

PURPA requires a public utility to purchase power from QFs at a rate equal to
what it would pay to generate or purchase power. The electric utility has 15
long-term QF contracts with expiration ternms ranging from 2003 t hrough 2032
that require us to make paynents for energy capacity and energy received at
prices established by the PSC. Per the stipulation agreenent resulting from
our Tier Il docket, the PSC authorized recovery of $244,711, 000 of out-of-

mar ket QF costs, based on a projection of market prices through 2029. W will
bear costs in excess of this ampbunt through amobunts established on a net
present value basis at $121, 000,000. For this anmount, we have been authorized
to retain $61, 800,000 of the proceeds in excess of book value fromthe 1999
sale of electric generating assets related to this cost. |In February 2002, we
establ i shed a $60, 000,000 liability on our books to reflect future costs that
we agreed to bear responsibility for in a settlenent of outstanding issues
before the PSC

Whol esal e Transition Service Agreenents

Mont ana Power al so entered into two Whol esal e Transition Service Agreenents
(WISAs), effective Decenber 17, 1999, with PPL Montana that we assumed and to
which we are now a party. These agreenents enable us to fulfill our
obligation to supply electric energy until July 2002 to those custonmers who
have not chosen another supplier. Both agreenents set the price of electric
energy at a Md-Colunbia (Md-C) index, with a nonthly floor and an annua
cap, and thus limt our exposure to price fluctuations. Under both
agreements, the annual cap is $22.25/ MM, which has been in effect for all of
2001 because whol esal e electric energy prices in the Pacific Northwest have
been hi gher than this anount.

For a discussion of the PSC s June 27, 2001 order stating that they continue
to have jurisdiction over us as a fully integrated public utility, in spite of
t he Decenber 17, 1999 sale of our electric generating facilities, and various
energy-rel ated proposals currently under consideration by the Mntana

Legi slature regardi ng the supply and cost of electric energy in Mntana, see
Note 2, “Deregul ation, Regulatory Matters, and 1999 Sale of Electric
Cenerating Assets.” W cannot predict the ultimte outconme of these matters
or their potential effect on our conbined financial position, results of
operation, or cash fl ows.
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Colstrip Unit 4

The | eased share of Colstrip Unit 4 generation was sold in 2001 principally to
DETM and Puget under agreenents that expire at the sane tinme as the initia
term of our sal e-1easeback agreenment of Colstrip Unit 4. |In Decenber 1999,
Mont ana Power agreed with the Los Angel es Departnent of Water & Power (LADWP)
to term nate the 11 remaining years of the then-existing agreenent, and
entered into a new agreenent to provide LADW 111 MA of capacity and energy
from Decenber 1999 to Decenber 2010, at scheduled rates. W have assumed and
are now a party to that agreenent. W received $106, 000,000 fromthe LADW as
consideration for the term nation and establishnent of the agreenents, and
LADWP i medi atel y assi gned the new agreement to DETM The $106, 000, 000

rei mbursed Montana Power for DETM s share of the fixed cost associated with
the | eased property and was recorded by Mntana Power as deferred revenue, to
be anortized over the life of the agreement. The schedul ed rates of the new
agreenents with DETM and Puget are based on an estinmation of Colstrip Unit 4's
vari abl e costs over the life of the agreenents.

These agreenents expose us to commodity price risk in two ways:

Because the DETM agreenment has a capacity requirenent, we nmay have to
purchase electric energy at Md-C market rates, when we cannot produce
it ourselves, and the cost of these purchases could exceed our DETM
sal es revenues.

Qur variable costs — our operational and fuel costs — could exceed the
revenues al |l owabl e under both the DETM and Puget rate schedul es.

Based on the net present value of forecasted incone discounted at our Decenber
31, 2001 short-termborrowing rate of 3.615 percent, we estimate that the fair
mar ket val ue of these agreements would be a negative $45, 200, 000, which
approxinmates the net liability recorded for our investnent in Colstrip Unit 4
at Decenber 31, 2001

Large Industrial Customers

Several long-termelectric energy supply agreenents with large industria
custoners expose us to comodity price risk, to the extent that a portion of
the electric energy that we are required to sell to these custonmers at fixed
rates is purchased at rates indexed to the Md-C, which can be higher than the
fixed sales rates. Montana Power considerably reduced the exposure to this
risk and potential future |osses by executing a buy-out, effective June 30,
2001, of one such agreenent that represented 96 percent of the electric energy
we were required to purchase to supply a large industrial custoner. For
additional information on the ternms of the buy out, see Note 11
“Contingencies,” in the “Long-Term Power Supply Agreenents” section

Default Supply

In its 2001 session, the Montana Legi sl ature passed House Bill 474, which
extends the transition period of electric deregulation in Mntana fromJuly 1,
2002 to July 1, 2007 and, therefore, Mntana Power’'s, and now our, obligation
as a default supplier through June 30, 2007. This law also provides for the
conplete recovery in rates of the default supplier’'s costs that are prudently
incurred to supply electric energy. For nore information about electric
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deregul ati on, see Note 2, “Deregul ation, Regulatory Matters, and 1999 Sal e of
El ectric Generating Assets” in the “Electric Deregul ation” section.

Nat ural Gas Take-or-Pay Contracts

Mont ana Power entered into take-or-pay contracts with Montana natural gas
producers to provide adequate supplies of natural gas for our utility
custoners. W have assuned and are a party to five of these contracts, with
expirations between 2001 and 2006, nost of which price natural gas on a
variant of the Al berta Energy Conpany “C’ Hub (AECO- C) index. Because we
expect to recover the reasonabl e cost associated with these contracts in
future rates, we do not believe that these contracts subject us to commdity
price risk.

CGener a

Sonme of the electric and natural gas agreements that we have assumed and to
which we are a party have |iquidated damage cl auses that require the non-
performng party to pay the other party the positive difference between the
mar ket and contract prices plus transportation and other fees. W believe
that the possibility of non-performance is renpte and, therefore, have not
calculated its financial effect.

We expect to recover a portion of the QF contracts through electric rates with
the bal ance nmitigated or covered from ot her revenue sources, all reasonable
costs associated with the WISA contracts in the electric restructuring
process, and the reasonabl e costs associated with the take-or-pay contracts
through natural gas rates. Therefore, we do not expect these contracts to
expose us to market risks related to commdity price fluctuations. However,
recovery of the costs associated with these contracts is subject to regulatory
| ag or possible disallowance. For additional information, see Note 2,

“Deregul ation, Regulatory Matters, and 1999 Sale of Electric Cenerating
Assets.”

O | NTEREST RATE RI SK

SFAS No. 107, “Disclosures about Fair Value of Financial Instrunments,” defines
instruments readily convertible to cash as “financial instruments.” These
financial instrunents principally include our mandatorily redeemabl e preferred
securities and long-term debt. At Decenber 31, 2000 and 2001, we had | ong-
termdebt (including the portion due in one year) and mandatorily redeemabl e
preferred securities, all accruing interest at fixed rates. These busi nesses
were exposed to interest rate risk, in that a possible adverse change in
interest rates could have resulted in a decrease of the fair value of these
debt instruments. We did not use derivative financial instrunments to nanage
our interest rate risk.

Assunming the fair values estinmated for the SFAS No. 107 analysis and a

hypot heti cal 10 percent adverse change in interest rates, we estinate that the
potential |oss at the Decenber 31, 2001 fair values of the nandatorily
redeemabl e preferred securities and | ong-term debt woul d be approxi nately

$5, 500, 000 and $21, 500,000, respectively. For nmore information about fair

val uation, see Note 1, “Summary of Significant Accounting Policies,” in the
“Fair Value of Financial Instruments” section.

Q FOREI GN CURRENCY EXPOSURE
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Qur foreign currency exposure is not material and resulted from our Canadi an
Mont ana Pi peline subsidiary.

Q SUMMARY OF 2000 AND COVPARI SON OF 2000 W TH 2001

In 2000, our utility businesses were exposed to commodity price risk in the
fol |l owi ng ways:

A portion of the electric energy that was required to be sold in 2000 to
| arge industrial custonmers at fixed rates was purchased at rates indexed
to a whol esal e market, which had been and continued to be higher than
the fixed sales rate. Exposure to |osses fromthese agreenents was
managed in 2000 with financial derivatives called “price swaps” and

of fsetting electric energy purchase and sal es agreenents.

Colstrip Unit 4 faced the possibility that if it could not generate
sufficient electric energy to nmeet its supply obligations, it would have
to purchase electric energy at whol esale rates that could be higher than
its scheduled sale rates; or that even with sufficient capacity,
Colstrip Unit 4's operating and fuel costs could exceed the revenues

al | owabl e under its rate schedul es.

Contracts to sell sone natural gas from storage were entered into in
2000 with a large industrial custoner at a whol esale rate, which could
have been higher than the historical costs of the storage gas. Exposure
to potential |losses fromthat sale were nmanaged with a variable for
fixed price swap agreenent.

In 2001, the electric energy supply agreement with a large industrial custoner
was term nated, the natural gas sale from storage conpleted, and the rel ated
derivative instruments settled. Thus, our only exposure to commodity price
risk at Decenber 31, 2001, was with the QF contracts, wholesale transition
agreenents, Colstrip Unit 4, default supply, and natural gas take-or-pay
contracts.
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MANAGEMENT" S RESPONSI BI LI TY FOR FI NANCI AL STATEMENTS

The managenent of NorthWestern Energy, L.L.C. is responsible for the
preparation and integrity of the conmbined financial statenents of the Conpany.
These financial statenments have been prepared in accordance with generally
accepted accounting principles, which are consistently applied, and
appropriate in the circunstances. |In preparing the financial statenents,
managenment nakes appropriate estimates and judgenments based upon avail abl e

i nformati on. Managenent al so prepared the other financial information in the
annual report on Form 10-K and is responsible for its accuracy and consi stency
with the financial statenents.

Managenment maintains systems of internal accounting control, which are
adequate to provide reasonabl e assurance that the financial statenments are
accurate, in all material respects. The concept of reasonable assurance
recogni zes that there are inherent limtations in all systens of interna
control in that the costs of such systens should not exceed the benefits to be
derived. Managenent believes the Conmpany’s systens provide this appropriate
bal ance.

The Conpany nmintains an internal audit function that independently assesses
the effectiveness of the systens and reconmends possible inprovenents.

Pri cewat er houseCoopers LLP, the Conpany’s independent accountants, also
considered the systens in connection with its audit. Managenent has

consi dered recommendati ons of the internal auditors and Pricewat erhouseCoopers
LLP concerning the systems and has taken cost-effective actions to respond
appropriately to these recommendati ons.

The financial statenments have been audited by PricewaterhouseCoopers LLP
which is responsible for conducting its examination in accordance with
general ly accepted auditing standards.

/sl Jack D. Haffey /sl Ellen M Senecha
Jack D. Haffey Ellen M Senecha
Presi dent Vi ce President, Treasurer

and Chief Financial Oficer
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Report of | ndependent Accountants

To the Board of Directors of
Nort hWest ern Cor porati on

In our opinion, the acconpanyi ng conbi ned financial statements listed in the
acconpanyi ng i ndex present fairly, in all material respects, the financia
position of NorthWstern Energy, L.L.C. (the “Conmpany”), fornmerly The Utility
of The Montana Power Conpany, and rel ated subsidiaries and business trusts,
consisting of the utility operations of The Montana Power Conpany, Montana
Power Capital |, Discovery Energy Sol utions, Inc., Canadi an-Montana Pipe Line
Cor poration, Mntana Power Services Company, One Call Locators, Ltd., Mntana
Power Natural Gas Funding Trust and Col strip Comunity Services Conpany, at
Decenber 31, 2001 and 2000, and the results of their operations and their cash
flows for each of the three years in the period ended Decenber 31, 2001 in
conformty with accounting principles generally accepted in the United States
of America. |In addition, in our opinion, the financial statenent schedul e
listed in the acconpanying i ndex presents fairly, in all material respects,
the information set forth therein when read in conjunction with the related
conbi ned financial statements. These conbined financial statenents and
financial statenment schedule are the responsibility of the Conpany’s
managenent; our responsibility is to express an opinion on these financia
statenments based on our audits. W conducted our audits of these statenents
in accordance with auditing standards generally accepted in the United States
of Anmerica, which require that we plan and performthe audit to obtain
reasonabl e assurance about whether the financial statenents are free of
material msstatenent. An audit includes exam ning, on a test basis, evidence
supporting the anpbunts and di sclosures in the financial statenments, assessing
the accounting principles used and significant estinmtes nmade by managenent,
and evaluating the overall financial statement presentation. W believe that
our audits provide a reasonable basis for our opinion.

As discussed in Note 1 to the conbined financial statenents, the Conpany
changed its nmethod of accounting for derivative instrunments as of January 1,
2001.

Pri cewat er houseCoopers LLP
Portl and, Oregon
February 22, 2002

-33-



NORTHWESTERN ENERGY, L.L.C
COMVBI NED STATEMENT OF | NCOMVE

REVENUES. . . . ... e
EXPENSES
Operations and maintenance.............
Selling, general, and adm nistrative...

Taxes other than incone taxes..........
Depreciation and anortization..........

| NCOVE (LOSS) FROM OPERATIONS. ...........

| NTEREST EXPENSE AND OTHER | NCOVE
Interest........ . .. . .
Di stributions on conpany obligated

mandatorily redeenmabl e preferred
securities of subsidiary trust.......

O her incone -

| NCOVE (LOSS) BEFORE | NCOVE TAXES. .. ...
| NCOVE TAX EXPENSE (BENEFIT) .............
NET INCOVE (LOSS) . ..o
DI VI DENDS ON PREFERRED STOCK.............
NET | NCOVE (LOSS) AVAI LABLE FOR LLC UNITS
LLC UNITS OQUTSTANDING. . .. ................

BASI C AND DI LUTED EARNI NGS (LGOSS) PER
LLC UNIT. ...

The acconpanyi ng notes are an integra
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Year

Ended Decenber

31,

2001

2000

1999

(Thousands of Dol l ars)

$ 703,785 $ 676,053 $ 657,081
507, 768 433, 699 301, 908
89, 479 118, 518 85, 356
53, 070 55, 616 67, 898
56, 725 54, 123 69, 694
707, 042 661, 956 524, 856
(3, 257) 14, 097 132, 225
39, 678 35, 880 47, 363

5, 492 5, 492 5, 492
(1,355) (14, 481) (2, 567)
43, 815 26, 891 50, 288
(47,072) (12, 794) 81, 937
(4,074) (19, 599) 13, 895
(42, 998) 6, 805 68, 042
3,770 3, 690 3, 690

$ (46,768) $ 3,115 $ 64,352
10 10 10

$ (4,677) $ 312 $ 6,435

part of these financia

st at enent s.



NORTHWESTERN ENERGY, L.L.C.
COMBI NED BALANCE SHEET

ASSETS
Decenber 31,
2001 2000
(Thousands of
Dol | ars)
CURRENT ASSETS
Cash and cash equivalents........... $ 7,510 $ -
Accounts receivabl e:
Unrel ated, net of allowances...... 78, 842 135, 424
Related ........... ... ... ... ... ..... 41, 845 76, 883
Not es recei vabl e:
Unrelated......................... 182 254
Related.......... .. ... . ... ........ - 50, 863
Mat erial s and supplies
(principally at average cost) ..... 10, 760 11, 287
Prepaynents and other assets........ 37, 857 48,513
Prepaid income taxes................ 25, 492 11, 050
Deferred income taxes............... 5, 647 17, 054
208, 135 351, 328
PROPERTY PLANT AND EQUI PMENT:
Pl ant, |ess accumnul ated depreciation
and anortization.................. 1, 091, 235 1, 089, 329
OTHER ASSETS:
Intangibles......................... 7,418 7,988
Investnents . ....... ... .. ... 25, 936 25,937
Regul atory assets related to i ncone
taAXES . i 30, 113 60, 423
Regul atory assets - other ........... 173, 192 142, 434
Ot her deferred charges.............. 26, 870 7,347
263, 529 244,129
TOTAL ASSETS $1, 562,899 $1, 684, 786

The acconpanying notes are an integral part of these financial
stat ements.
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NORTHWESTERN ENERGY, L.L.C
COVBI NED BALANCE SHEET

LI ABI LI TIES AND EQUI TY

Decenmber 31,
2001 2000
(Thousands of
Dol | ars)
CURRENT LI ABI LI TIES
Account s payabl e:
Unrelated............ ... .. ..... ... $ 24,823 $ 72,919
Related.......... ... ... . ... ... .... 39, 983 77,487
Di vidends payable................... 776 1, 456
Ot her taxes payable................. 25,951 30, 827
Regul atory liability - oil and
natural gas sale.................. 22,166 32,549
Short-term borrow ng:
Unrelated........... ... ... ... ...... - 75, 000
Related........... ... ... ... ... ... 24,811 49, 372
Long-term debt due within one year .. 16, 061 67,715
Interest accrued.................... 7,580 5, 895
Current portion of deferred revenue. 13, 361 12, 649
O her current liabilities........... 35, 468 49, 754
210, 980 475, 623
LONG TERM LI ABI LI TI ES
Deferred inconme taxes............... 49, 333 81, 004
Investnent tax credits.............. 12,718 13, 163
Deferred revenue.................... 28, 025 42,381
Net proceeds fromthe generation
sale. .. ... .. 223, 423 214, 887
O her deferred credits.............. 149, 970 67,814
463, 469 419, 249
LONG TERM DEBT:
Long-termdebt . ... ... ... .. ... .. .. ... 442,680 309, 463
Conpany obligated mandatorily
redeenabl e preferred securities
of subsidiary trust ............... 65, 000 65, 000
507, 680 374, 463
EQUI TY:
Preferred stock..................... 57, 654 57, 654
Oher equity......... ... .. ... 323,116 357, 797
380, 770 415, 451
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TOTAL LIABILITIES AND EQUITY. ....... $1, 562,899 $1, 684, 786

The acconpanying notes are an integral part of these financial
st at ement s.
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NORTHWESTERN ENERGY, L.L.C
COVBI NED STATEMENT OF CASH FLOWS

Year Ended Decenber 31,

2001 2000 1999

(Thousands of Dol l ars)
NET CASH FLOWS FROM OPERATI NG
ACTI VI Tl ES:
Net income (lossS) ....... ... ... . ... ..... $ (42,998) % 6,805 $ 68, 042
Adj ustnents to reconcile net income
(loss) to net cash provided by
operating activities:

Depreciation and anortization........ 56, 725 54,123 69, 694
Deferred incone taxes ................ 9, 601 (13,671) (188, 570)
Gai ns on sal es of property

and investnments .................... - - (59)
Ot her noncash charges to net

income — net ........ ... ... .. (7,190) 3, 807 11, 364

Changes in assets and liabilities:
Accounts and notes receivable -

unrelated ............. ... . ... .... 56, 654 (36,519) 62,183
Accounts and notes receivable -
related ............ ... . ... ... .... 85, 901 86, 708 (131, 293)
I ncome taxes payable............... - (115, 784) 106, 948
Prepaid income taxes ............... (14, 442) (11, 050) -
Accounts payable - unrelated....... (48, 096) 48, 747 2,033
Accounts payable — related ......... (37, 504) (5, 267) 50, 720
Deferred revenue ................... (14, 356) (49, 881) 92, 262
M scel | aneous tenporary
investments ...................... - 40, 417 (40, 417)
Shared proceeds — oil and
natural gas sale ................. (10, 383) 32, 549 -
Ceneration asset sale — net
proceeds .......... ... ... 8,536 (4, 839) 219, 726
O her assets and liabilities —
Net ... 33, 244 19, 664 24,213
Net cash provided by operating
Activities ..... ... ... . . .. .. . . . 75, 692 55, 809 346, 846

The acconpanying notes are an integral part of these financial statenents.
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NORTHWESTERN ENERGY, L.L.C.
COMBI NED STATEMENT OF CASH FLOWS ( CONT.)

Year Ended Decenber 31,

2001 2000 1999

(Thousands of Dol |l ars)
NET CASH FLOWS FROM | NVESTI NG ACTI VI TI ES

Capital expenditures .................... (59, 288) (77,867) (79,575)
Proceeds from sal es of property and
investments .............. ... 2,916 - 514, 844
I nvestnents in property ................. - (1,091) -
Advances to related conpanies ........... - (99, 000) -
Additional investments .................. - (1,433) (345)
Net cash (used for) provided by
investing activities ................ (56, 372) (179, 391) 434, 924

NET CASH FLOWS FROM FI NANCI NG ACTI VI TI ES
Purchase of The Mont ana Power Conpany
treasury stock ........... . ... . ... .. ... - (60, 784) (144, 872)
Di vidends fromrelated conpanies ........ 9,411 - 138, 900

| ssuance of The Montana Power Conpany
commpn stock ......... ... . ... 467 2,384 357
Dividends paid ......... ... ..., (3, 690) (67,053) (90, 902)
| ssuance of long-termdebt .............. 149, 272 36, 990 23,074
Retirement of long-termdebt ............ (67, 709) (305, 365) (145, 201)
Net change in short-term borrow ng —
unrelated ........ . ... . . . ... (75, 000) 75, 000 -
Net change in short-term borrow ng -
related ......... . . . . . . . ... (24, 561) (626) (123, 296)
Net cash used for financing
activities ........ . ... (11, 810) (319, 454) (341, 940)
| NCREASE ( DECREASE) | N CASH AND CASH
EQUI VALENTS . . . .. 7,510 (443, 036) 439, 830
CASH AND CASH EQUI VALENTS, BEG NNI NG OF
PERIOD . ... .. e - 443, 036 3, 206
CASH AND CASH EQUI VALENTS, END OF PERIOD .. $ 7,510 $ - $ 443,036

SUPPLEMENTAL DI SCLOSURES OF CASH FLOW

| NFORMATI ON
Cash paid for:
I ncomre taxes, net of refunds .......... $ 93,405 $ 132,944 $ 126,514
Interest ....... ... . . . . . . 41,104 44, 419 56, 356

The acconpanying notes are an integral part of these financial statenents.
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O her

O her

O her

The acconpanyi ng notes are an integra

NORTHWESTERN ENERGY, L.L.C

COMVBI NED STATEMENT OF OTHER EQUI TY

equity at beginning of period.......

Conpr ehensi ve income (Il oss):

Net incone (Il oss)
conpr ehensi ve incone (|l oss):
SFAS No. 133 cunul ative transition
adj ust ment
Unrealized | oss on derivative
transactions ............... .. .. ......
Real i zed gain on derivative
transactions transferred to i ncome ...
Loss on benefit restoration plan.......
Forei gn currency translation
adjustments ........ ... ... .. . .. . ...

Equity:
| ssuance of The Montana Power

Conmpany comon stock...................

Reacqui siti on of The Montana Power
Conmpany comon stock...................

Di vi dends on The Montana Power

Conmpany comon stock...................

Di vi dends on The Montana Power

Conpany preferred stock................

Di stri buti ons on unall ocated stock held

by trustee for retirement savings plan.
Equity transfers and distributions ......

O her ...

equity at end of period.............

40

Year

Ended Decenber 31,

2001

2000

1999

(Thousands of Dol l ars)

$ 357,797 $ 574,050 $ 602, 493

(42, 998) 6, 805 68, 042

11, 304 ; ]

(4,104) - -

(7, 200) - -
(298) (1, 710)

(112) 15 63

(43, 408) 5,110 68, 105

467 2,384 357

- (60,784) (144,872)

- (62,426) (88, 155)

(3,770) (3, 690) (3, 690)

4, 465 3,174 2, 897

9, 411 (99, 000) 138, 900

(1, 846) (1,021) (1, 985)

8,727 (221, 363) (96, 548)

$ 323,116 $ 357,797 $ 574, 050

part of these financia

st at enent s.



NOTES TO THE COMBI NED FI NANCI AL STATEMENTS

NOTE 1 — SUMVARY OF SI GNI FI CANT ACCOUNTI NG POLI ClI ES

Q PRI NCI PLES OF COVBI NATI ON

The conbi ned financial statements of NorthWstern Energy, L.L.C. (NorthWstern
Energy), fornmerly The Montana Power, L.L.C., include the electric and natura

gas utility operations acquired from The Mntana Power Conpany (Mntana Power)
on February 13, 2002, and its wholly owned subsidiari es Canadi an- Mont ana Pi pe

Li ne Corporation, Mntana Power Capital |, Mntana Power Natural Gas Funding
Trust, Colstrip Conmunity Services Conpany, One Call Locators, Ltd., Discovery
Energy Sol utions, Inc., and Montana Power Services Conpany. All interconpany

transactions and bal ances have been elinminated in the conbination of these
entities. These entities are being conmbi ned because they represent the
entities that are wholly owned by NorthWstern Energy as of February 15, 2002,
and included in the sale to NorthWstern di scussed below. Prior to the
February 15, 2002 sale, the electric and natural gas utility and these
entities were commonly owned and control |l ed by Mntana Power.

”

Unl ess ot herwi se stated, when we use the terns “we,” “us,” or “our” in this
financial presentation, we nmean NorthWstern Energy and its wholly owned
subsi di ari es. However, we had no assets or operations until our acquisition
of the electric and natural gas utility business from Montana Power on
February 13, 2002, so use of the terns “we,” “us,” or “our” with respect

to all statenents regarding historical facts or actions and events existing as
of or occurring before February 13, 2002 neans the electric and natural gas
utility assets and operations of Montana Power, including certain of its

di vi sions and subsidiaries. Use of the ternms “we,” “us,” or “our” in this
financi al presentation does not include the conpany formerly known as Montana
Power, which existed as a separate entity before February 13, 2002 and

i ncluded the electric and natural gas utility together with other businesses,
assets and liabilities that we did not acquire, or Touch Anerica, which is the
successor to the assets and busi nesses of Mntana Power that we did not
acquire and is now the publicly held conpany instead of Montana Power. Where
applicable, we have identified Mintana Power as the separate |legal entity that
operated or took action with respect to our electric and natural gas utility
and other assets and liabilities.

”

”

Q NORTHWESTERN ENERGY, L.L.C

On Septenmber 29, 2000, Montana Power and Touch America Hol di ngs, our forner
parent conpany, entered into a Unit Purchase Agreement with NorthWstern
Corporation (NorthWstern), a South Dakota-based energy conpany, to sell al

of our nenbership interests. W hold — anong other assets, liabilities,
commtnents, and contingencies — primarily an electric and natural gas utility
busi ness.

After receiving approval of its sharehol ders and regul atory approvals from FERC
and the PSC, on February 15, 2002, Montana Power sold the utility operations to
Nort hWestern for $602, 000,000 in cash and the assunption of $488, 000,000 of its
debt .

Q BASIS OF ACCOUNTI NG
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Qur accounting policies conformw th generally accepted accounting principles.
Wth respect to our utility operations, these policies are in accordance with
the accounting requirenents and rateneking practices of applicable regulatory
aut horities.

Q USE OF ESTI MATES

Preparing financial statements requires the use of estimtes based on
avai l able information. Actual results may differ from our accounting
estimtes as new events occur or we obtain additional information

O CASH AND CASH EQUI VALENTS AND TEMPORARY CASH | NVESTMENTS

We consider all liquid investnents with original maturities of three nonths or
|l ess to be cash equivalents, and investnents with original maturities over
three nonths and up to one year as tenporary investnments. W had no tenporary
i nvestments at Decemnber 31, 2001 or December 31, 2000.

O ACCOUNTS RECEI VABLE UNRELATED

Accounts receivable are presented net of allowances for doubtful accounts of
$1, 224,000 in 2001 and $1, 164, 000 in 2000.

O PROPERTY, PLANT, AND EQUI PMENT
The foll owing table provides year-end bal ances of the nmajor classifications of

our property, plant, and equi pnent, which are recorded at cost:

Decenber 31,
2001 2000
(Thousands of Dol l ars)

UTI LI TY PLANT:

El ectric:
CGeneration (including our share of
jointly owned) ......... ... ... ... .... $ 53,922 $ 54, 477
Transmi sSSion .......... ... 414, 886 412, 885
Distribution............................. 629, 296 604, 070
O her .. 136, 740 135, 477
Nat ural Gas:
Production and storage ................... 72,616 71, 681
Transm sSSion ........ ..., 173, 751 167, 416
Distribution............................. 154, 451 151, 039
O her .. 38, 882 39, 841
O her . 6, 203 6, 265
Total Utility ........ ... .. .. ... ... ... 1, 680, 747 1, 643, 151
Less: Accumul ated depreciation
and anortization....................... 589, 512 553, 822

Total Property, Plant, and Equi pnent,
net of accunul ated depreciation
and anortization...................... $1, 091, 235 $1, 089, 329
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We capitalize the cost of plant additions and replacenents, including an

al l omance for funds used during construction (AFUDC) of utility plant. W
deternmine the rate used to conpute AFUDC in accordance with a formul a
established by FERC. This rate averaged 6.1 percent for 2001, 8.6 percent for
2000, and 7.1 percent for 1999.

We charge costs of utility depreciable units of property retired, plus costs
of renoval |ess salvage, to accunul ated depreciati on and recogni ze no gain or
| oss. We charge nmintenance and repairs of plant and property, as well as
repl acenents and renewals of itens deternmined to be | ess than established
units of plant, to operating expenses.

Included in the plant classifications are utility plant under construction in
the amounts of $13,493,000 and $2,637,000 for 2001 and 2000, respectively.

We record provisions for depreciation at anpbunts substantially equivalent to
cal cul ations made on a straight-line nmethod by applying various rates based on
useful lives of properties determ ned from engineering studies. As a
percentage of the depreciable utility plant at the begi nning of the year, our
provi sion for depreciation of utility plant was approxi mtely 3.4 percent for
2001, 3.5 percent for 2000, and 3.0 percent for 1999.

Q JO NTLY OMNED ELECTRI C PLANT

Prior to the Decenber 17, 1999 sale of the electric generating assets

di scussed in Note 2, “Deregulation, Regulatory Matters, and 1999 Sal e of

El ectric Generating Assets,” we were a joint-owner of Colstrip Units 1, 2, and
3. We owned 50 percent of Units 1 and 2 and 30 percent of Unit 3. W
continue to own a | easehold interest in 30 percent of Colstrip Unit 4. W

al so own an approxi mate 30-percent interest in the transm ssion facilities
serving these units. At Decenber 31, 2001, our investnent in these facilities
was $132, 331,000 and the rel ated accunul at ed depreci ati on was $48, 103, 000.

Each joi nt-owner provides its own financing. Our share of direct expenses
associated with the operation and nai ntenance of these joint facilities,
including Colstrip Units 1, 2, and 3 through Decenber 17, 1999, is included in
t he correspondi ng operating expenses in the Conbi ned Statenent of |ncone.

O REVENUE AND EXPENSE RECOGNI TI ON

We record operating revenues nonthly on the basis of consunption or services
rendered. To match revenues with associ ated expenses, we accrue unbilled
revenues for electric and natural gas services delivered to custoners but not
yet billed at nonth-end.

The Enmergi ng | ssues Task Force (EITF) Issue No. 98-10 requires that energy
contracts entered into under “trading activities” be marked to nmarket with the
gains or | osses shown net in the incone statenent. EITF 98-10 becane
effective for fiscal years beginning after Decenber 15, 1998. W adopted EI TF
98- 10 as of January 1, 1999, and accordingly mark to nmarket energy contracts
that qualify as “trading activities.” The cunulative effect of adopting EITF
98- 10 had no material effect on our conbined financial position, results of
operations, or cash flows.

Q | NTANG BLES
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I nt angi bl es at Decenber 31, 2001 and 2000 consisted of $8,559, 000 of goodwill.
The associ ated accunul ated anortization was $1, 141, 000 and $571, 000 at
Decenber 31, 2001 and Decenber 31, 2000, respectively. The excess of the
January 2000 purchase price over the net assets of One Call Locators, Ltd.

was recorded as goodwill. See Note 13, “New Accounting Pronouncenents,” for

i nformati on regarding the inplementation of SFAS No. 142, “Goodwi |l and O her
I nt angi bl es.”

Q REGULATORY ASSETS AND LI ABI LI TIES

For our regul ated operations, we follow SFAS No. 71, “Accounting for the

Ef fects of Certain Types of Regulation.” Pursuant to this pronouncenent,
certain expenses and credits, normally reflected in income as incurred, are
recogni zed when included in rates and recovered fromor refunded to the
custoners. Accordingly, we have recorded the followi ng major classifications
of regulatory assets and liabilities that will be recognized in expenses and
revenues in future periods when the matching revenues are coll ected or

ref unded.

Decenmber 31,
2001 2000
Asset s Liabilities Asset s Liabilities
(Thousands of Dol l ars)

Income Taxes .............. $ 27,280 $ - $ 58,452 $ -
Colstrip Unit 3 carrying
charge .................. 38, 337 - 38, 337 -
Conservation prograns ..... 27,956 - 27,956 -
Conpetitive transition
charges (CTCs) .......... 47, 487 - 50, 965 -
Generation net proceeds in
excess of book value .... - 223, 423 - 214, 887
Proceeds fromoil and - -
natural gas sale ........ 33, 426 32, 549
I nvestnment tax credits .... - 12,718 - 13, 163
Oher ... ... 76, 402 29, 555 40, 384 18, 816
Subtotal ................ 217, 462 299, 122 216, 094 279, 415
Less:
Current portions ........ 14, 157 24,596 13, 237 34,979
Tot al $203,305 $274,526 $202,857 $244, 436
I ncone taxes reflect the effects of tenporary differences that we will recover
in future rates. |In August 1985, the PSC issued an order allowing us to

recover deferred carrying charges and depreciati on expenses over the renaining
life of Colstrip Unit 3. These recoveries conpensated us for unrecovered
costs of our investment for the period fromJanuary 10, 1984 to August 29,
1985, when we placed the plant in service. W were anortizing this asset to
expense and recovering in rates $1, 831,000 per year. Conservation prograns
represent our Dermand Side Managenent prograns, which are in rate base and
which we were anortizing to income over a 10-year period. W are recovering
the CTCs, which relate to natural gas properties that we renmoved from

regul ati on on Novenber 1, 1997, through rates over 15 years. |nvestnent tax
credits and account bal ances included in “Oher” represent itens that we are
anortizing currently or are subject to future regulatory confirmation. For

i nformati on regarding the proceeds fromthe oil and natural gas sale, see Note
2, “Deregul ation, Regulatory Matters, and 1999 Sale of Electric Generating
Assets,” under the “Natural Gas Rates” section.
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Regul atory assets and liabilities related to the generation assets fornmerly
owned by Montana Power were included in its filing with the PSC to address
stranded costs. These ampunts offset the gain realized on the sale of the
generation assets in the deternination of net stranded costs. Anortization of
these assets stopped in February 2000 when they were renoved fromrates. For
further information on the effects of the sale of our electric generating
assets, see Note 2, “Deregulation, Regulatory Matters, and 1999 Sal e of

El ectric Generating Assets.”

Q STORM DAMAGE AND ENVI RONMENTAL REMEDI ATI ON COSTS

When | osses from costs of storm damage and environnental renediation
obligations for our utility operations are probable and reasonably estimabl e,
we charge these costs agai nst established, approved operating reserves. The
reserves’' bal ance was approxi mately $8, 881, 000 at Decenber 31, 2001 and
approxi mately $11, 080, 000 at Decenber 31, 2000. W have included these
reserves on the Conbi ned Bal ance Sheet in “Other current liabilities.”

Q | NCOVE TAXES

Prior to the February 15, 2002 sale of our utility operations to NorthWstern,
we were included in a consolidated United States inconme tax return filed by
Mont ana Power. Montana Power allocates consolidated United States income
taxes to utility and nonutility operations as if Montana Power filed separate
United States inconme tax returns for each operation. Any differences between
taxes cal cul ated on a stand-al one basis and total taxes on a consolidated
basis were recogni zed by Montana Power. W defer income taxes to provide for
the tenporary differences between the financial reporting basis and the tax
basis of our assets and liabilities. For further information on income taxes,
see “Regul atory Assets and Liabilities” nmentioned above and Note 4, “Incone
Tax Expense.”

Q DEFERRED REVENUES

We defer revenues to account for the timng differences between cash received
and revenues earned and reflect these amounts on the Comnbi ned Bal ance Sheet in
“Deferred revenue.” W reflect the current portion of these anobunts in “C her
current liabilities” on the Conbi ned Bal ance Sheet. W are recognizing a
prepaynment received in Decenber 1999 fromthe Los Angel es Departnent of Water
and Power in revenues over the original termof the agreenment, approxinately
11 years.

O OTHER | NCOVE — NET
The foll owi ng table provides the conponents of other income - net:
Year Ended December 31,

2001 2000 1999
(Thousands of Dol l ars)

Interest income.............. $ (2,699) $ (14,547) $ (3,686)
Oher ... .. . 1, 344 66 1,119
$ (1,355) $ (14,481) $ (2,567)
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Ot her includes gains and | osses fromthe disposition of assets, incone and
expenses from non-regul ated activities, and various other itens.

Q ASSET | MPAI RVENT

In accordance with SFAS No. 121, “Accounting for the |npairnment of Long-Lived
Assets and for Long-Lived Assets to be Disposed of,” we periodically review

I ong-1ived assets for inpairnment whenever events or changes in circunstances
i ndicate that we nmay not recover the carrying amunt of an asset.

Q COWMPREHENSI VE | NCOVE

Conpr ehensi ve incone consists of net inconme (loss) and other conprehensive
income (loss). For the years ended Decenber 31, 2001 and 2000, other
conprehensive | oss consisted of marked to market adjustnments related to
derivative financial instrunments, |oss on a benefit restoration plan, and
foreign currency translation adjustnents of the assets and liabilities of
Canadi an- Mont ana Pi pe Line Corporation (CMP). These ambunted to a decrease to
ot her equity of approxi mately $410, 000 and $1, 695, 000, respectively. For the
year ended Decenber 31, 1999, our only item of other conprehensive incone was
foreign currency translation adjustnents related to CMP anounting to

approxi mately $63, 000.

The accunul at ed bal ance of other conprehensive income (loss) at Decenber 31
2001 and 2000, was $2, 086, 000 and $1, 676, 000, respectively.

O DERI VATI VE FI NANCI AL | NSTRUMENTS
El ectric Swap Agreenents

Long-term power supply agreenments, primarily one with a large industria
custoner, exposed us to conmodity price risk. W were exposed to this risk to
the extent that a portion of the electric energy we were required to sell to
our industrial custoners at fixed rates was purchased at prices indexed to a
whol esal e el ectric market, which can be higher than the fixed sales rate that
we received pursuant to our power supply agreenents. W mitigated our
exposure to |l osses on these agreenments with financial derivative instrunments
called “price swaps” and offsetting electric energy purchase and sal es
agreenents.

We are party to a price swap agreenent that Mntana Power entered into in June
1998 with one of our industrial customers that converts 43 MM of the M d-
Columbia (M d-C) index price of our supply agreenment with that custoner to a
fixed price through May 2001. |In fiscal year 2000, Mntana Power also entered
into another price swap with a counterparty that effectively hedged 35 MA$ of
the antici pated narket-based purchases to supply that agreenent through March
2001.

Prior to fiscal year 2001, in accordance with the provisions of SFAS No. 80,
“Accounting for Futures Contracts,” we recognized gains and | osses fromthe
financial swaps in the sanme period in which we recogni zed the sal es and

rel ated purchases under that agreenent. For fiscal year 2000, we recognized a
net gain of approximately $16, 000,000 fromthese financial swaps and | osses of
approxi mately $32, 200, 000 from supplying large industrial custoners. For nore
specific information about the commdity price risk that we face as a result
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of our |ong-term power supply agreenents, see Note 11, “Contingencies,” in the
“Long- Term Power Supply Agreenents” section

An estimate of the fair market value of the swaps based on the Md-C forward
prices as of Decenber 29, 2000 aggregated a gain of approxinmtely $21, 800, 000
as of Decenber 31, 2000, which would offset approxinmately 40 percent of the
expected | osses on the above power supply agreenents.

Ef fective January 1, 2001, we adopted SFAS No. 133, “Accounting for Derivative
Instrunents and Hedgi ng Activities,” as amended by SFAS No. 138, “Accounting
for Certain Derivative Transactions and Hedging Activities.” These
pronouncenents expand the definition of a derivative and require that al
derivative instruments be recorded as assets or liabilities on an entity’s

bal ance sheet at fair value. Accounting for gains and | osses resulting from
changes in the fair value of those derivatives is dependent on the use of the
derivative and whether it qualifies for hedge accounti ng.

At January 1, 2001, price swap agreenents to which we are a party hedged our
exposure to variability in expected cash flows attributable to commodity price
risk. Specifically, long-term power supply agreenents, primarily one with a

| arge industrial customer, expose us to that risk, to the extent that a
portion of the electric energy we are required to sell to our industria
custoners at fixed rates is purchased at prices indexed to the Md-C whol esal e
el ectric market, which can be higher than the fixed sales rates. Another
agreenent to sell 1,760,000 dekathernms of natural gas storage at a nonthly
pri ce based on the Al berta Energy Conpany “C’ Hub (AECO-C) index, from October
2000 to March 2001, exposed us to adverse fluctuation in that market price

i ndex. |In accordance with the provisions of SFAS No. 133, we marked to market
at January 1, 2001 our price swap agreenents hedgi ng these forecasted electric
energy and natural gas sales, with a corresponding credit entry to “OQ her
conpr ehensi ve i ncome” for approximately $11, 300,000 after incone taxes. That
entry represented our cunulative transition adjustnment in adopti ng SFAS No.
133, and is reflected in the Conmbi ned Statenment of Other Equity in 2001

For the first seven nonths of 2001, we were exposed to commdity price risk
because a portion of the electric energy we were required to sell at fixed
rates to industrial custonmers was purchased at prices i ndexed to a whol esal e
el ectric market, which could be and was hi gher than the fixed sales rate. W
used derivative financial instrunents called “price swaps” and offsetting

el ectric energy purchase and sal es agreenents to hedge our exposure to |osses
on these power supply agreenents with large industrial custoners.

For the year ended Decenber 31, 2001, the electric energy sales resulted in an
after-tax |l oss of $25, 300,000, and the price swaps hedgi ng those sales in an
after-tax gain of approximtely $7,200, 000. At Decenber 31, 2001, we did not
have agreenments to purchase electric energy for sales to industrial customers
or power nmarketers, nor did we have financial derivative agreenents to hedge
such transactions.

Natural Gas Uility Swaps

By drilling wells and addi ng conpression at our Cobb storage reservoir, we
were able to sell natural gas that had been held in reserve to provide firm
storage deliverability to our custoners. Montana Power had contracted to
sell, from October 2000 through March 2001, 1,760,000 dekatherns fromthat
reservoir at a nonthly price based on the AECO- C i ndex. To reduce the
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exposure to fluctuations of the market index price, Montana Power entered into
a swap agreenment with a counterparty that effectively converted that index
price to a fixed price for 903,000 dekathernms associated with these sales from
Decenber 2000 through February 2001

For Decenber 2000, we recognized a | oss of approxi mately $300, 000 on the swap
and a profit of approximtely $1, 200,000 on the sale of the Cobb storage
natural gas. Based on the AECO C forward prices at December 29, 2000, we
estimted a | oss of approxi mtely $3, 000,000 on the swap to offset profits of
$4, 900,000 on the sale through February 2001. W deferred the net profit of
these transactions in accordance with SFAS No. 71, “Accounting for the Effects
of Certain Types of Regulation,” and will recognize this amunt in inconme as
amounts are reflected in rates.

Q FAIR VALUE OF FI NANCI AL | NSTRUMENTS

2001 2000
Carrying Fair Carrying Fair
Ampount Val ue Armount Val ue
(Thousands of Dol l ars)
ASSETS
Investments.................... $ 25,936 $ 25,936 $ 25,901 $ 25,901
LI ABI LI TI ES

Conpany obligated mandatorily
redeemabl e preferred

securities................... $ 65, 000 $ 60, 450 $65, 000 $65, 000
Long-term debt (including due
within one year)............. 458, 741 454,534 377,179 377,563

The foll owi ng net hods and assunptions were used to estimate fair val ue:

I nvestnents - The carrying val ue of nobst of the investnents approximtes
fair value as they have short maturities or the carrying value equals
their cash surrender value. The investnents consist nmainly of the cash
val ue of insurance policies associated with an unfunded, nonqualified
benefit plan for senior managenent, executives, and directors and funds
deposited with the trustee of our securitization bonds discussed in Note
8, “Long-Term Debt.”

Mandatorily redeemable preferred securities and | ong-term debt - The
fair value was estimated using quoted market rates for the same or
simlar instrunents. Where quotes were not avail able, fair val ue was
estimated by di scounting expected future cash fl ows using year-end

i ncremental borrow ng rates.

NOTE 2 — DEREGULATI ON, REGULATORY MATTERS, AND 1999 SALE OF ELECTRI C
GENERATI NG ASSETS

O DEREGULATI ON

The electric and natural gas utility businesses in Mntana are transitioning

to a conpetitive market in which commodity energy products and rel ated
services are sold directly to wholesale and retail custoners.
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El ectric

Montana’s Electric Utility Industry Restructuring and Custoner Choice Act
(Electric Act), passed in 1997, provides that all custoners will be able to
choose their electric supplier by July 1, 2002, with our electric utility
acting as default supplier through the transition period. As default
supplier, we are obligated to continue to supply electric energy to custoners
in our service territory who have not chosen, or have not had an opportunity
to choose, other power suppliers during the transition period. This
obligation requires us to develop an energy supply portfolio to neet these
custoners' electric needs. Buyback contracts with PPL Montana, LLC (PPL

Mont ana), the purchaser of our forner electric generating assets, allow us to
pur chase power necessary to serve these custonmers through the transition

peri od endi ng June 30, 2002.

In its 2001 session, the Montana Legi sl ature passed House Bill 474 (HB 474),
whi ch extends the transition period through June 30, 2007. This |law al so
provi des for the use of a cost-recovery nechani smthat ensures all prudently
incurred electric energy supply costs of the default supplier are fully
recoverable in rates. Initiative 117, which if passed would repeal HB 474,
has been approved for inclusion on the Novenber 2002 ballot in Montana. In the
event that HB 474 is repeal ed, Montana Law woul d continue the transition
period through at |east June 30, 2007, and provide full cost recovery.

On Cctober 29, 2001, Montana Power filed with the PSC the default supply
portfolio, containing a mx of long and short-termcontracts that were
negotiated in order to provide electricity to default supply custonmers. This
filing seeks approval of the default supply portfolio contracts and
establishnent of default supply rates for custoners who have not chosen
alternative suppliers by July 1, 2002. W expect that the costs of the supply
portfolio and a conpetitive transition charge for out-of-mrket QF costs, as

di scussed below, will increase residential electric rates by approxi mtely 20
percent beginning July 1, 2002. As discussed below, this will be offset for
one year by a credit that reduces the increase to 12.8 percent. |If the PSC

does not approve the default supply portfolio, we may be required to seek
alternative sources of supply. Wile we believe that we have nmet our default
supply obligations prudently, the PSC could al so disallow the recovery of
costs incurred in entering into the default supply portfolio if a
deternmination is made that the contracts were not entered into prudently.

On that sanme day, Montana Power submitted an updated Tier Il filing with the
PSC, addressing the recovery of transition costs of generation assets and

ot her power-purchase contracts, generation-related regulatory asset transition
costs, and transition costs associated with the out-of-market QF power-
purchase contract costs. Previously, Mntana Power initiated litigation in
Montana District Court in Butte to address the ability to use tracking

mechani sms to ensure fair and accurate recovery of these costs. Although the
District Court ruled that the PSC nust allow tracking mechanisns in the
transition plan proposal, the Montana Suprene Court reversed this decision on
appeal by the PSC and the Large Custonmer G oup, which consists of various

| arge industrial customers. Together with NorthWstern, the Mntana Consuner
Counsel, Conmercial Energy and the Large Custonmer Group, on Decenber 28, 2001
Mont ana Power subnitted to the PSC an agreed upon stipulation settling the
transition cost recovery in the Tier Il filing and approving the sale to

Nort hWwestern. The stipulation calls for Mntana Power, through Touch America,
and NorthWestern to establish a $30,000,000 account that will be used to
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provide a credit for our electric distribution customers. The credit will be
provi ded over a one year period to custoners on a per kilowatt-hour (Kwh)
basi s beginning on July 1, 2002, when our current bel ow nmarket energy supply
contract expires. The credit will reduce a projected 20 percent increase in
electric rates at that tinme to about 12.8 percent for the next 12 nonths. The
stipulation also states that customers shall have no obligation to pay any
transition costs accrued under or relating to the accounting orders issued by
the PSC. These accrued transition costs through Decenmber 31, 2001, anmount to
$23, 000, 000. Another portion of the stipulation establishes the net present
val ue (NPV) of out-of-market QF transition costs at $244,711,065, a reduction
of $60, 000,000, fromthe NPV presented in our Cctober 29, 2001 filing. The
effects of the stipulation were contingent upon the approval of the PSC and
the consummation of the sale. On January 31, 2002, the PSC unani mously
approved the stipul ation.

Nat ural Gas

Montana’s Natural Gas Utility Restructuring and Custoner Choice Act, also
passed in 1997, provides that a natural gas utility may voluntarily offer its
custoners choi ce of natural gas suppliers and provi de open access. W have
opened access on our gas transmi ssion and distribution systens, and all of our
natural gas custoners have the opportunity of gas supply choice.

Q REGULATORY MATTERS

The PSC regul ates our transm ssion and distribution services and approves the
rates that we charge for these services, while FERC regul ates our transni ssion
servi ces and our remrmining generation operations. Current regulatory issues
are di scussed bel ow

SALE OF THE UTI LI TY BUSI NESS

Toget her with NorthWstern, Montana Power filed joint applications with FERC
on Decenber 20, 2000, and with the PSC on January 11, 2001, seeking approva

of the sale of the utility business fornerly held by Montana Power to

Nort hWwestern. FERC issued its approval on February 20, 2001. The PSC issued
an order in June 2001 denying the joint application, clainng that

i nsufficient information had been provided for it to fully eval uate whether
the transaction is in the public interest. The PSC itemn zed additiona

i nformati on that nust be provi ded before processing of the case could
continue. Montana Power re-filed the joint application with the PSC in August
2001 and the PSC established a procedural schedule setting January 31, 2002 as
the date for issuance of an order. As discussed above, together with

Nort hWest ern, the Montana Consumer Counsel, Commercial Energy, and the Large
Cust oner Group, on Decenmber 28, 2001, Montana Power subnitted to the PSC an
agreed-upon stipulation relating to the Tier Il filing and the approval of the
sale to NorthWestern Corporation. On January 31, 2002, the PSC unani mously
approved the stipulation. The stipulation and the follow ng PSC O der

recogni zed that NorthWestern sufficiently denonstrated its capability to
assunme responsibility for the utility operations and will continue to be fit,
willing and abl e provider of adequate service and facilities at just and
reasonabl e rates. The utility business was sold to NorthWstern on February
15, 2002. For accounting conveni ence, due to the burden of a m d-nonth
closing, both parties agreed to an effective date for the sale as of the
openi ng of business on February 1, 2002.
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Pendi ng Transm ssion Asset Sal e

In accordance with our Asset Purchase Agreement with PPL Montana, we expect to
sell our portion of the 500-kilovolt transm ssion system associated with
Colstrip Units 1, 2, and 3 for $97, 100,000, subject to the receipt of required
regul atory approvals. W expect this transaction to close in 2002.

PSC

El ectric Rates

I n August 2000, Montana Power filed a conbined request for increased electric
and natural gas rates with the PSC, requesting increased annual electric
transm ssion and distribution revenues of approxi mately $38,500,000, with a
proposed interimannual increase of approxinmtely $24,900,000. On Novenber
28, 2000, the PSC granted Montana Power an interimelectric rate increase of
approxi mately $14, 500,000, with hearings on this subm ssion beginning in
January 2001. On May 8, 2001, Mntana Power received a final order fromthe
PSC resulting in an annual delivery service revenue adjustnent of $16, 000, 000,
i ncluding the $14,500,000 interimincrease granted on Novenber 28, 2000.

On June 27, 2001, the PSC issued an order stating that they continue to have
jurisdiction over the utility business as a fully integrated public utility,
in spite of the Decenber 17, 1999 sale of our electric generating facilities.
The order requires that, if we desire a power supply rate change at the end of
the rate nmoratoriumon July 1, 2002, we nust make a filing containing

i nformati on that supports what rates would be if the regulatory systemin

pl ace prior to deregulation renmained intact. Mintana Power filed a notion for
reconsi deration with the PSC, which was subsequently deni ed. Mntana Power has
since filed a conplaint against the PSC in Montana State District Court in

Hel ena, disputing this order. W cannot predict the ultinmte outconme of this
matter or its potential effect on our financial position or results of
operation.

Nat ural Gas Rates

As di scussed above, in August 2000, Montana Power filed a combi ned request for
i ncreased natural gas and electric rates with the PSC. Mntana Power requested
i ncreased annual natural gas revenues of approximately $12, 000,000, with a
proposed interimannual increase of approximtely $6,000,000. On Novenber 28,
2000, the PSC granted Montana Power an interimnatural gas rate increase of
approxi mately $5, 300,000. On May 8, 2001, Mdntana Power received a fina

order fromthe PSC resulting in an annual delivery and gas storage service
revenue increase of $4,300,000. Because the anmount established in the fina
order was less than the interimorder, Mntana Power began including a credit
for the difference collected from Novenber 2000 through May 2001, with
interest, in custonmers’ bills over a six-nonth period starting Cctober 1

2001.

In January 2001, Montana Power submitted to the PSC an Annual Gas Cost Tracker
requesting an increase of approxi mately $51,000,000. At that tine, Mntana
Power al so submitted a Conpliance Filing for a credit of approximtely

$32, 500, 000 associated with a sharing of the proceeds fromthe sale of
gathering and production properties previously included in the natural gas
utility's rate base. As a result, effective February 1, 2001, Mntana Power
began coll ecting a net anpbunt of approxi mately $18, 500,000 in revenues over a
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one-year period. In Septenber 2001, after all testinony addressing the anmount
of sharing had been filed with the PSC, Montana Power reached an agreenent
with intervening parties to increase the anmount of the credit to approxi mately
$56, 300, 000. This $23,800,000 increase, along with approxi mtely $5, 300, 000
ininterest fromthe date of sale, was charged to expense during 2001 and will
be credited to custoners’ bills over a two-year period begi nning January 1,
2002.

On Decenber 7, 2001, Montana Power filed our Annual Gas Cost Tracker request
with the PSC for the tracking year begi nning Novenber 1, 2001

FERC

Through a filing with FERC in April 2000, we are seeking recovery of
transition costs associated with serving two whol esal e el ectric cooperatives.
A FERC decision on this filing, which corresponds with our transition-costs
recovery proceedings with the PSC in Mntana, has been on hold pending a PSC
Tier Il order. On January 31, 2002, the Montana PSC approved a stipul ation
settling transition cost recovery for retail custoners in Mntana. Di scussions
with the whol esale electric cooperatives involved in the FERC filing are
expected to resune in the near future.

Q 1999 SALE OF ELECTRI C GENERATI NG ASSETS
ASSETS SOLD

On Decenber 17, 1999, in accordance with the Asset Purchase Agreenment entered
into with PPL Montana, Montana Power sold substantially all of our electric
generating assets and related contracts. Montana Power also sold an

i mat eri al anmount of associated transm ssion assets, totaling |less than 40
mles. The asset sale did not include the MIIltown Dam near M ssoul a, Montana
(gross capacity of approximately 3 MAs) or any of our QF purchase-power
contracts. It also did not include our |eased share of the Colstrip Unit 4
generation or transm ssion assets.

As expected, the sale of our electric generating assets in Decenber 1999
reduced the utility’'s net incone for 2000. Utility revenues decreased because
of discontinued off-systemrevenues that related to the electric generating
assets sold. In addition, we no longer earn a return on our sharehol ders’
investment in the electric generating assets. Before the sale, revenues
covered the costs of operating the generating plants, taxes and interest, and
earned a return on our sharehol ders’ investnent. Since the sale, we continue
to bill our core custoners for energy supply, but now these revenues recover
the costs of the power that we purchase to serve these custoners. The energy
that we fornmerly generated and sold to core custoners is now purchased
pursuant to buyback contracts. The nmaxi num price that we pay for power in the
buyback contracts, $22.25/ MM, represents our net fully allocated supply costs
of service in current rates, replacing operations and nai nt enance expense,
property tax expense, depreciation expense, and return on investnment
associated with the electric generating assets.

In the sale of these assets, Mntana Power generally retained all pre-closing
obl i gations, and the purchaser generally assuned all post-closing obligations.
However, with respect to environnental liabilities, the purchaser assunmed al
pre-closing (with certain limted exceptions) and post-closing environnenta
liabilities associated with the purchased assets.
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Wil e the purchaser assuned pre-closing environmental liabilities, Mntana
Power agreed to indemify the purchaser fromthese pre-closing environnmenta
liabilities, including a limted indemmity obligation for |osses arising from
required renedi ati on of pre-closing environmental conditions, whether known or
unknown at the closing, limted to:

50 percent of the loss. (Qur share of this indemity obligation at the
Colstrip Project is limted to our pro-rata share of this 50 percent
based on our pre-sale ownership share.)

A two-year period after closing for unknown conditions. The indemity
for required renediation of pre-closing conditions known at the tinme of
the closing continues indefinitely.

An aggregate anmpunt no greater than 10 percent of the purchase price
paid for the assets.

Mont ana Power has received claimnotices related to this indemity obligation
Based on available information, we do not expect this indemity claimon the
i ndemmity obligation to have a material adverse effect on our conbined
financial position, results of operations, or cash flows.

Cash Proceeds

At Decenber 31, 1999, we recorded a regulatory liability and rel ated deferred
income tax to reflect the generation sale proceeds in excess of book val ue.
The Montana Power’s liability, which was determined in the Tier Il docket, is
approxi mately $250, 000, 000 before incone taxes. This liability represents a
deferral of the gain on the generation sale and nothing has been reflected in
t he Statenent of |ncone.

As part of our Tier Il filing, we deducted fromthe regulatory liabilities
approxi mately $15, 000, 000 of other after-tax generation-related transition
costs and approxi mately $65, 600, 000 of regul atory asset transition costs. The
ot her generation-related transition costs consist nmainly of environnmental
costs and costs to retire debt. The regulatory asset transition costs consi st
mai nly of capitalized conservation costs and carrying charges associated with
Col strip Unit 3.

Mont ana Power used a portion of the net cash proceeds received (excluding the
proceeds in excess of book value) to purchase treasury shares of its conmpn
stock, to reduce debt, and to fund projects involving expansion of Touch
Anerica, a wholly owned subsidiary of Mntana Power.

Ef fect on 1999 Ear ni ngs

The asset sale affected positively our electric utility' s 1999 earnings
through the reversal of approximtely $3, 000,000 (after taxes) in interest
expense recorded in prior years relating to Kerr Project liabilities and

t hrough recognition of approximtely $10, 000,000 in |Investnent Tax Credits.

NOTE 3 — RELATED PARTY TRANSACTI ONS

O COAL PURCHASES AND TRANSPORTATI ON
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We purchased significant quantities of coal from Wstern Energy, which was a
subsi di ary of Mntana Power through April 2001, under two | ong-term purchase
coal contracts. Montana Power also had a |ong-termcontract with Wstern
Energy to transport some of this coal. Purchases under these contracts were
$3, 456, 000, $10, 372, 000, and $39, 729, 000 for the years endi ng Decenber 31
2001, 2000, and 1999, respectively. As a result of the Decenmber 1999 sal e of
substantially all of our electric generating assets, |ong-term coal purchase
contracts associated with Colstrip Units 1, 2, and 3 were transferred to PPL
Mont ana.

Q SALES OF ELECTRICITY

We sold electric energy to Western Energy primarily for use in the operations
of their Rosebud mine in Colstrip, Montana. Prior to the April 30, 2001 sale
of Montana Power’s forner coal operations, these related sales amunted to
approxi mately $1, 100,000 for the year ended Decenber 31, 2001, and

approxi mately $3, 300, 000 per year for the years ended Decermber 31, 2000 and
1999.

Q OL AND NATURAL GAS PURCHASES

We purchased natural gas through October 2000 from MP Gas, Montana Power’s
former subsidiary. Total purchases from MP Gas were $11, 561, 000 and
$16, 651, 000 for the years endi ng December 31, 2000 and 1999, respectively.

Q MPT&M ELECTRI C SALES

Prior to the Decenber 1999 electric generating asset sale, we sold excess
el ectric energy to The Montana Power Trading & Marketing Conpany (MPT&M
MPT&M t hen sol d the excess energy in the secondary markets. Sales were
approxi mately $59, 200, 000 for the year ended Decenber 31, 1999.

Q | NTEREST | NCOVE & EXPENSE

During 2001, 2000, and 1999, we earned approxi mately $1,576, 000, $2,639, 000,
and $1, 547,000, respectively, of interest income from outstandi ng notes
recei vable with Montana Power’s nonutility subsidiaries. W also incurred

i nterest expense of approximately $2,063, 000, $2,748,000, and $7,014, 000 for
the sane periods from outstandi ng notes payable with Montana Power’s
nonutility subsidiaries.

O RECEI VABLES AND PAYABLES
Rel ated party receivables primarily result fromeither services we provide to,
or paynments we make on behal f of, Montana Power’s nonutility subsidiaries.

Rel ated party payables primarily result fromservices that we receive from
Mont ana Power’s nonutility subsidiaries.
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Decenber 31,

2001 2000

(Thousands of Dol l ars)

Accounts receivabl e:

Entech ..... ... . . . . . . . . $ 439 $ 17, 030
Tel ecommunications ...............vuiiin... 41, 406 39, 065
Ol and Gas ... i e - -
Coal . ... . . e - 20, 343
Continental Energy Services .............. - 445
$ 41,845 $ 76, 883
Not es recei vabl e:
Entech ... ... . . . . . - 48, 596
Continental Energy Services ............... - 2,267
$ - $ 50, 863
Account s payabl e:
Entech ..... ... . . . . . . . 559 73, 509
Tel ecommunications ..............cuvuiiun... 39, 424 2,180
Ol and Gas .. ... i e - -
Coal . ... . e - 1, 798
Continental Energy Services ............... - -
$ 39,983 % 77,487
Short-term borrow ng:
Continental Energy Services............... $ - % 49,372

NOTE 4 - | NCOVE TAX EXPENSE
I nconme (|l oss) before incone taxes was as foll ows:

Year Ended Decenber 31,

2001 2000 1999

(Thousands of Dol l ars)

United States..........oouueeeeooo... $(47,072)  $(12,794) $ 81,937

I nconme tax expense (benefit) as shown in the Conbi ned Statenment of |ncone
consi sts of the foll owing conponents:

Year Ended Decenber 31,

2001 2000 1999

(Thousands of Dol lars)

Current:

United States ..................... $( 20, 998) $ 102 $193, 192
Canada ............ ... 24 16 17
State ... .. 3,170 (2, 216) 39, 186
(17, 804) (2,098) 232, 395

Def err ed:
United States ..................... 12, 319 (16, 625) (183, 546)
Canada ............ ... - - -
State ... .. 1,411 (876) (34, 954)
13, 730 (17,501) (218, 500)

$ (4,074) $(19, 599) $ 13,895
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The provision (benefit) for inconme taxes differs fromthe anount of incone tax
determ ned by applying the applicable U S. statutory federal rate to pretax
income as a result of the follow ng differences:

Year Ended Decenber 31,
2001 2000 1999
(Thousands of Dol l ars)

Conmput ed “expected” income tax

expense (benefit).................... $( 16, 475) $ (4,478) $ 28,678
Adj ustnents for tax effects of:
Tax credits......... ... .. ... ... ..... (445) (167) (20, 489)
State incone tax, net................ 4,627 (5,089) 1, 342
Reversal of utility book/tax
depreciation....................... 5,026 3,771 5,399
Federal credits...................... - (7,309) -
Resol ution of tax contingencies...... - (4, 284) -
Qher. ... .. 3,193 (2,043) (1, 035)
Actual inconme tax expense (benefit).... $ (4,074) $(19, 599) $ 13,895

Under Montana regul ations, certain tax benefits flow through to custoners on a
basis consistent with the accel erated deducti on of expenses for inconme tax
purposes. As such, when these expenses are recogni zed for financial reporting
purposes, there is not an offsetting tax savings. During periods of incone,
our utility's effective tax rate is higher than the statutory rate due to this
timng difference. During periods of |osses, tax benefits will appear |ower

t han expect ed.

Deferred tax liabilities (assets) are conprised of the foll owing at Decenber
31:

2001 2000
(Thousands of Dol l ars)

Plant related .......... .. .. . . ... ... $ 203,578 $ 227, 980
O her ... e 37, 854 36,771

G oss deferred tax liabilities............ 241, 432 264, 751
Anortization of gain on sale/leaseback ...... (9, 409) (10, 969)
I nvestnent tax credit anortization.......... (8, 265) (14, 056)
Electric Generation Sale .................... (101, 430) (98, 557)
Income Stabilization Adjustments ............ (15, 345) (40, 738)
O her ... e (63, 297) (36, 481)

G oss deferred tax assets................. (197, 746) (200, 801)

Net deferred tax liabilities.............. $ 43,686 $ 63, 950
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The change in net deferred tax liabilities differs fromcurrent year 2001
deferred tax expense as a result of the foll ow ng:

Thousands

of Dollars
Change in deferred tax......... ... ... $ (20, 264)
Regul atory assets related to income taxes........... 27,513
Benefit restoration plan equity adjustnent.......... 1,022
Pension plan equity adjustment...................... 5,904
Anortization of investnment tax credits.............. (445)
Deferred tax expense. . ..........u .. $ 13,730

NOTE 5 — PREFERRED STOCK

At Decenber 31, 2001, Montana Power had 5, 000, 000 authorized shares of
preferred stock. Montana Power’s preferred stock is in three series as
detailed in the foll ow ng table:

St ated and Shares |ssued Thousands
Li qui dati on and Qut standi ng of Dol lars
Series Price* 2001 2000 2001 2000

$6. 875 $100 360, 800 360, 800 $36, 080 $36, 080
6. 00 100 159, 589 159, 589 15, 959 15, 959
4.20 100 60, 000 60, 000 6, 025 6, 025
Di scount - - (410) (410)
580, 389 580, 389 $57, 654 $57, 654

*Pl us accunul ated di vi dends.

At a special neeting of Montana Power sharehol ders held on Septenmber 21, 2001
shar ehol ders representing nore than two-thirds of Montana Power’s outstanding
common stock approved (anong others) the foll owi ng proposals:

Hol ders of Preferred Stock, $6.875 Series, of Mntana Power will receive
one share of Touch Anerica Holdings, Inc. Preferred Stock, $6.875
Series, for each share of Mntana Power Preferred Stock

The redenption of Montana Power’s outstanding Preferred Stock, $4.20
Series, and Preferred Stock, $6.00 Series.

Responsi bility for the preferred stock has reverted to Touch Anerica with the
February 15, 2002 sale of the utility to NorthWestern. On February 15, 2002,
Touch America called its $6.00 Series and $4.20 Series preferred stock at $110
per share and $103 per share, respectively, plus accunul ated dividends. As of
February 22, 2002, no redenption has occurred. Touch Anerica’'s $6.875 Series
preferred stock is redeemable in whole or in part with the consent or
affirmative vote of the holders of a majority of the commopn shares, at any
time on or after Novenmber 1, 2003, for a price beginning at $103. 438 per
share, which decreases annually through October 2013. After that tinme, the
redenption price is $100 per share.

Touch America cannot declare or pay dividends on its commobn stock while it has
not either declared and set apart cunul ative dividends or paid dividends on
any of its preferred stock.
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NOTE 6 — OTHER EQUI TY
Q LLC UNITS

Qur LLC units represent all of the nmenbership interests of NorthWstern Energy
included in the sale to NorthWestern. NorthWstern Energy consists of the
former utility operations of Montana Power and Montana Power’s wholly owned
subsi di ari es Canadi an- Mont ana Pi pe Li ne Corporation, Mntana Power Capital I,
Mont ana Power Natural Gas Funding Trust, Colstrip Community Services Conpany,
One Call Locators, Ltd., Discovery Energy Solutions, Inc., and Montana Power
Servi ces Conpany. Prior to the February 15, 2002 sale of the utility business
to NorthWestern, other equity represented the equity of Mntana Power.

Q RETI REMENT SAVI NGS PLAN

Mont ana Power has a 401(k) Retirenment Savings Plan that covers eligible

enpl oyees. Montana Power contributes, on behalf of the enpl oyee, a matching
percentage of the anpunt contributed to the Plan by the enployee. 1In 1990,
Mont ana Power borrowed $40, 000,000 at an interest rate of 9.2 percent to be
repaid in equal annual installnents over 15 years. The |oan was issued under
simlar terns to the Plan Trustee, which used the proceeds to purchase
3,844,594 shares of Mntana Power’s common stock. Shares acquired with | oan
proceeds are allocated nonthly to Plan participants to hel p neet Montana
Power’s matching obligation. The |oan, which is reflected as |ong-term debt
(ESOP Notes Payable), is offset by a simlar amount in other equity as
unal | ocated stock. Montana Power’s contributions plus the dividends on the
shares held under the Plan are used to neet principal and interest paynments on
the loan with the Plan Trustee. Historically, as principal paynments on the

| oan are made, |ong-term debt and the offset in conmon sharehol ders’ equity
were both reduced on Montana Power’s financial statements. At Decemnber 31,
2001, 3,012,646 shares had been allocated to the participants’ accounts.

Mont ana Power recogni zed expense for the Plan using the Shares All ocated

Met hod, and the pretax expense was $3, 385, 000, $2,570, 000, and $3, 768, 000 for
2001, 2000, and 1999, respectively.

On February 15, 2002, Mntana Power retired the ESOP notes. For nore
i nformati on regarding the ESOP notes, see Note 8, “Long-Term Debt.”

The ESOP Pl an was transferred to Touch Anmerica prior to the sale of the
utility business to NorthWestern. The utility no | onger nmaintains an enpl oyee
st ock ownership plan.

Q LONG TERM | NCENTI VE PLAN

Under the Long-Term I ncentive Plan, Mntana Power has issued options to our
enpl oyees. Options issued to enployees are not reflected in bal ance sheet
accounts until exercised, at which tine: (1) authorized, but unissued shares
are issued to the enployee; (2) the capital stock account is credited with the
proceeds; and (3) no charges or credits to income are made. Although these
options were vested, all options related to the utility enpl oyees were
cancel l ed upon the sale of the utility business to NorthWestern.
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Options were granted at the average of the high and | ow prices of Mntana
Power stock as reported on the New York Stock Exchange conposite tape on the
date granted and expire ten years fromthat date.

Mont ana Power option activity is sumuarized bel ow.

2001 2000 1999
Wd Avg Wd Avg Wd Avg
Exerci se Exerci se Exerci se
Shar es Price Shar es Price Shar es Price

Qut st andi ng,
begi nni ng

of year 4,076, 244 $28. 43 3, 280, 325 $25.63 2,548, 094 $22.71

G ant ed 35, 500 17. 38 1, 199, 545 34. 36 919, 510 32.14

Exerci sed 32,984 13. 49 149, 834 17. 07 88, 857 10. 83

Cancel | ed 1, 051, 313 27.75 253,792 26. 88 98, 422 24.08
Qut st andi ng,

end of year 3,027, 447 $28. 70 4,076, 244 $28. 43 3, 280, 325 $25. 63

Mont ana Power shares under option at Decenber 31, 2001, are
summari zed bel ow.

Opti ons Qutstandi ng Opti ons Exercisable

Wd Avg Wd Avg Wd Avg

Exerci se Exerci se Exerci se
Exerci se Price Shar es Price Life Shar es Price

Range
$6.45. . ... ... .. 6,000 $ 6.45 10 yrs - $ -
$10.73 to $14.29.. 154, 725 11.11 4 yrs 148, 725 11. 08
$18.00 to $24.66.. 399, 929 19. 60 7 yrs 317, 446 18. 62
$26.53 to $32.50.. 1,689, 863 28.72 8 yrs 1, 194, 039 27. 67
$35.36 to $38.69.. 776,930 37.00 8 yrs 394, 930 35. 36
3,027, 447 2, 055, 140

As permitted by SFAS No. 123, “Accounting for Stock-Based Conpensation,”

Mont ana Power has el ected to follow Accounting Principles Board Opi ni on No.
25, “Accounting for Stock Issued to Enpl oyees” (APB 25), and related
interpretations in accounting for Mntana Power enpl oyee stock options. Under
APB 25, because the exercise price of the enpl oyee stock options equals the
mar ket price of the underlying stock on the date of grant, no conpensation
expense is recogni zed. Disclosure of pro-forma information regarding net

i ncome and earnings per share is required by SFAS No. 123. This information
has been determ ned as if Montana Power had accounted for enpl oyee stock
options under the fair value nethod of that statement. The wei ghted-average
fair value of options granted in 2001, 2000, and 1999 was $10.23, $16.35, and
$7.03 per share, respectively. Mntana Power enployed the binom al option-
pricing nodel to estimate the fair val ue of each option grant on the date of
grant. Montana Power used the foll ow ng wei ghted-average assunptions for
grants in 2001, 2000, and 1999, respectively: (1) risk-free interest rate of
5. 07 percent, 6.05 percent, and 6.35 percent; (2) expected life of 7.0, 6.2,
and 9.8 years; (3) expected volatility of 51.00 percent, 42.00 percent, and
24.92 percent; and (4) a dividend yield of zero percent, zero percent, and
5.97 percent. Had Montana Power elected to use SFAS No. 123, Mntana Power’s
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conpensati on expense woul d have increased $10, 904, 000 in 2001, $11,827,000 in
2000, and $5, 280,000 in 1999, a portion of which woul d have been allocated to
the utility.

NOTE 7 — COWMPANY OBLI GATED MANDATORI LY REDEEMABLE PREFERRED SECURI TI ES OF
SUBSI DI ARY TRUST

Mont ana Power established Montana Power Capital | (Trust) as a wholly owned
busi ness trust to issue common and preferred securities and hold Junior
Subor di nat ed Deferrabl e Interest Debentures (Subordinated Debentures) that we
i ssue. At Decenber 31, 2001 and 2000, the Trust had issued 2,600,000 units of
8. 45 percent Cunmul ative Quarterly Inconme Preferred Securities, Series A
(QUIPS). Holders of the QU PS are entitled to receive quarterly distributions
at an annual rate of 8.45 percent of the liquidation preference value of $25
per security. The sole asset of the Trust is $67, 000,000 of our Subordinated
Debentures, 8.45 percent Series due 2036. The Trust will use interest
paynments received on the Subordi nated Debentures that it holds to make the
quarterly cash distributions on the QUPS. The QU PS $65, 000,000 |iquidation
value is included with OQther Long-Term Debt on the Conbi ned Bal ance Sheet.

Si nce Novenber 6, 2001, we can wholly redeemthe Subordinated Debentures at
any tinme, or partially redeemthe Subordi nated Debentures fromtinme to tine.
We al so can wholly redeem the Subordi nated Debentures if certain events occur
before that tinme. Upon repaynment of the Subordi nated Debentures at maturity
or early redenption, the Trust Securities nmust be redeened. |In addition, we
can terminate the Trust at any time and cause the pro rata distribution of the
Subor di nat ed Debentures to the holders of the Trust Securities.

Besi des our obligations under the Subordinated Debentures, we have agreed to
certain Back-up Undertakings. W have guaranteed, on a subordi nated basis,
payrment of distributions on the Trust Securities, to the extent the Trust has
funds available to pay such distributions. W also have agreed to pay all of
the expenses of the Trust. Considered together with the Subordinated
Debentures, the Back-up Undertakings constitute a full and unconditiona
guarantee of the Trust’s obligations under the QU PS. W are the owner of al
the commn securities of the Trust, which constitute 3 percent of the
aggregate liquidation amunt of all the Trust Securities.

NOTE 8 — LONG TERM DEBT

The Mortgage and Deed of Trust (Mortgage) inposes a first nortgage lien on al
physi cal properties owned, exclusive of subsidiary conpany assets and certain
property and assets specifically excepted. The obligations collateralized are
First Mortgage Bonds, including those First Mrtgage Bonds designated as
Secured Medi um Term Notes (MINs) and those securing Pollution Control Revenue
Bonds.
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Long-term debt consists of the follow ng:

Decenber 31,
2001 2000
(Thousands of Dol l ars)

First Mortgage Bonds:

7% series, due 2005.......... ... i, $ 5,386 $ 5,386
7.30% series, due 2006..................... 150, 000 -
8 1/4% series, due 2007.................... 365 365
8.95% series, due 2022......... ... . .. ... ... 1, 446 1, 446
Secur ed Medi um Ter m Not es-

mat uri ng 2003-2008 7.20%8.11% .......... 28, 000 28, 000

Pol | uti on Control Revenue Bonds:
City of Forsyth, Montana

6 1/8% series, due 2023.................. 90, 205 90, 205
5.90% series, due 2023................... 80, 000 80, 000
Unsecured Medi um Term Notes Series B-
mat uri ng 2001-2026 7.20%8.11% ............ 40, 000 100, 000
Natural Gas Transition Bonds — 6.20%
due 2012, . . . . . 54, 250 58,412
ESOP Not es Payable — 9.20% due 2004......... 12, 666 16, 197
Capital Leases............i .. 11 26
Unanorti zed Discount and Premum............ (3,588) (2, 859)
458, 741 377,178
Less: Portion due within one year............ 16, 061 67,715

$442, 680 $309, 463

On Novenber 27, 2001, Montana Power issued $150, 000, 000 of our 7.3 percent
series First Mrtgage Bonds (Bonds) due Decenber 1, 2006. The net proceeds
fromthe sale of the bonds were used to repay outstanding short-term debt and
for general corporate purposes. |In addition, Montana Power retired the 9.20
percent ESOP notes on February 15, 2002 with a portion of the proceeds of the
sal e of our nenbership interests to NorthWestern. The entire $12, 666, 000

out st andi ng bal ance of ESOP notes is shown as due within one year in the above
t abl e.

On April 6, 2001, Montana Power retired $60,000,000 of its variable rate
Series B Unsecured Medium Term Notes at maturity.

The electric and natural gas |legislation discussed in Note 2, “Deregulation

Regul atory Matters, and 1999 Sale of Electric Generating Assets” authorized
the issuance of transition bonds. These securitization bonds involve the
i ssuance of a non-recourse debt instrument. The bonds are repaid through, and
secured by, a specified conponent of future revenues neant to recover the
regul atory assets, thereby reducing the credit risk of the securities. Thi s
speci fic conmponent of revenues is referred to as a CIC An April 1998 PSC
Financing Order relating to natural gas approved the issuance of up to
$65, 000, 000 of such bonds. Montana Power established a special purpose entity
(SPE), which is a wholly owned subsidiary, to issue the bonds. I n Decenber
1998, Montana Power issued $62,700,000 of 6.2 percent bonds. W will retire
these bonds at six-nonth intervals from Septenmber 15, 1999, through March 15,
2012. Retirenments are in varying amunts dependi ng on revenues collected from
cust oners. At Decenber 31, 2001, approximtely $54,250,000 was outstanding

of which approxi mately $3, 384,000 was classified as due within one year in the
above table.
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Al t hough the bonds were issued by an SPE and are without recourse to our
general credit, the bonds are included on the Conmbi ned Bal ance Sheet.
Simlarly, the right to receive the revenues pledged to secure the bonds is a
specific right of the SPE and not of Mntana Power. However, as a wholly
owned subsidiary, the SPE' s revenues and expenses are included in the Conbined
Statenent of Income. Due to the regulatory nmechani smfor recognizing the
operations of the SPE, including the anortization of the regulatory assets, we
do not expect it to have a material effect on our conbined financial position
results of operations, or cash flows.

To ensure that collections by the SPE are neither nore nor |less than the
anount necessary to pay interest, principal, and other related i ssuance costs,
we are required to file for periodic adjustnments, or reconciliations, to the
annual amounts to be collected by the SPE. The PSC is required to approve

t hese adj ust nents.

Schedul ed debt repaynents on the |long-term debt outstanding at Decenber 31
2001, anount to: $16, 061,000 in 2002; $19, 364,000 in 2003; $4,052,000 in 2004;
$10, 130, 000 in 2005; $169, 712,000 in 2006; and $239, 422,000 thereafter

NOTE 9 - SHORT- TERM BORROW NG

Qur comitted and unconmitted credit |lines expired at the end of Novenber 2001
and were not renewed by Decenber 31, 2001. On Novenber 21, 2001, Mbntana
Power issued $150, 000,000 in First Mrtgage Bonds and used the proceeds from
the bonds to repay the $60, 000,000 bal ance outstanding under committed credit
line, repay short-term borrowi ngs, and repay an interconpany |oan between

Mont ana Power and Entech. The remai ni ng bal ance was used for existing cash
requi renents and to redeem our ESOP Notes. At Decenber 31, 2001, we had no
out st andi ng short-term borrow ng.

At Decenber 31, 2000, we had outstandi ng notes payable to banks for

$75, 000, 000 at a wei ghted average annual interest rate of 8.05 percent. Of
t hose outstandi ng notes, $25, 000,000 were issued fromour committed |ines of
credit and the other $50, 000,000 fromour uncommtted lines of credit.

NOTE 10 - RETI REMENT PLANS

Mont ana Power mmintains trusteed, noncontributory retirement plans covering
substantially all of our enployees. Prior to 1998, our retirenent benefits
were based on sal ary, years of service, and social security integration
levels. In 1998, we anended our retirenment plan’s benefit provisions. Qur
retirement benefits are now based on salary, age, and years of service.

Nort hwestern has agreed to assunme certain retirement plans and participants
and mai ntain such plans or equivalent plans for a period of two years.

Qur plan assets consist primarily of donestic and foreign corporate stocks,
donmestic corporate bonds, and United States Government securities.

We al so have an unfunded, nonqualified benefit plan for senior nanagenent
executives and directors. |In Decenmber 1998, we froze the benefits earned and
curtailed the plan. We own |life insurance policies, the cash val ue/death
benefit of which is intended to finance this plan.
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As a result of the sale of our electric generating assets to PPL Mntana,

454 participants related to electric generation operations were curtailed from
the retirenent plan and approxi mately $22,700,000 in assets were transferred
fromthe retirenment plan trust in Decenber 1999. Pursuant to the agreenent,
when the calcul ation was finalized in February 2000, approxi mately $3,200, 000
of additional assets were transferred to the PPL trust. In accordance with
SFAS 88, we calculated a curtailnent gain of approxi mately $4, 100, 000 and a
settl enent gain of approximtely $7,800,000 in 1999. Due to regulatory
accounting treatnment, the gains were recorded as regulatory liabilities or

of fsets to regulatory assets, resulting in no i ncone statenment inpact.

We offered a Special Retirenent Program (SRP) to certain eligible enployees
during 2000. The SFAS 88 special term nation charge resulting from201 utility
partici pants electing the SRP anpbunted to approxi mately $9, 814, 000. Due to
regul atory accounting treatnment, the expense was recorded as regul atory
liabilities or offsets to regulatory assets, resulting in no incone statenent

i mpact .

We al so provide certain health care and |life insurance benefits for eligible
retired enployees. |In 1994, we established a pre-funding plan for
postretirement benefits for utility enployees retiring after January 1, 1993.
The plan assets consist primarily of donestic and foreign corporate stocks,
donmestic corporate bonds, and United States Governnment securities. The PSC
allows us to include in rates all utility Other Postretirenent Benefits costs
on the accrual basis provided by SFAS No. 106, “Enployers’ Accounting for
Postretirenent Benefits Other Than Pensions.”

We al so have a voluntary retirenment savings plan in conjunction with our
retirement plans. Through October 30, 2001, Montana Power contributed a

mat chi ng percentage conprised of shares of Montana Power stock froma

| ever aged Enpl oyee Stock Ownership Plan (ESOP) arrangenent and Montana Power
shares purchased on the open market. Beginning Novenber 1, 2002, we nmake cash
contributions matchi ng enpl oyee contributions up to 4 percent of their

sal aries. For costs associated with these plans and for information about the
transfer of the ESOP Plan to Touch Anmerica, see Note 6, “Other Equity.”
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The foll owing tables provide a reconciliation of the changes in the plans’

benefit obligations and fair value of plan assets over the two-year
and a statenent of the funded status as of

endi ng Decenber 31, 2001
Decenber 31 of both years:

Change in benefit obligation
Benefit obligation at January 1.
Service cost on benefits earned.
I nterest cost on projected

benefit obligation............
Plan amendnents.................
Assunption changes..............

Actuarial (gain)/loss...........

Adj ustnments for liability
transfers....... ... ... .. .. ...

Special term nation benefits....

Gross benefits paid.............
Benefit obligation at
Decenmber 31...................

Change in plan assets:
Fair value of plan assets at
January 1.......... . ... ... ...,

Actual return/(loss) on plan
assets. . ...
Enpl oyer contributions..........

Acqui sitions/divestitures.......
Assets allocated (to)/from
related conmpanies.............
Gross benefits paid.............
Fair value of plan assets at
Decenmber 31...................

Reconciliation of funded status:
Funded status at end of year....
Unr ecogni zed net:

Actuarial gain................
Prior service cost
Transition obligation.........
Acqui sitions/divestitures.....
Net anount recogni zed at
Decenmber 31.................

peri od

Pensi on Benefits O her Benefits
2001 2000 2001 2000
(Thousands of Dol l ars)
$ 235,515 $ 197,333 $ 23,168 $ 18,918
3,676 4,090 420 430
16, 992 15, 893 1,851 1, 561
1,717 7,578 - -
- 5, 859 - -
24,909 (4,988) 3,598 4,920
14,072 11, 630 (324) -
- 9, 814 - -
(16, 488) (11, 694) (4, 688) (2,661)
$ 280,393 $ 235,515 $ 24,025 $ 23,168
$ 223,921 $ 230,606 $ 9,706 $ 9,916
(4,917) (4, 955) 107 329
1, 834 1,818 746 2,122
- (3, 200) - -
10, 793 11, 346 - -
(16, 488) (11, 694) (4, 688) (2,661)
$ 215,143 $ 223,921 $ 5,871 $ 9,706
$ (65,250) $(11,594)% (18,153) $(13,461)
24,642 (22,707) 2, 855 (97)
20, 459 21, 295 1, 248 1, 459
(129) (196) 8,721 10, 034
3, 615 - - -
$(16,663) $(13,202) $ (5,329) $ (2,065)
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The following table provides the amunts recognized in the statement of
financial position as of Decenber 31:

Pensi on Benefits O her Benefits
2001 2000 2001 2000
(Thousands of Dol l ars)
Prepai d benefit cost.............. $ 2,170 $ 11,028 $ - 8 -
Accrued benefit cost.............. (18, 833) (24, 230) (5, 329) (2,065)
Additional mnimumliability...... (40, 374) (2,594) - -
Intangible asset.................. 21, 367 - - -
Regul at ory asset — pension plan... 14, 990 - - -
Accum ot her conprehensive inc.... 4,017 2,594 - -
Net anopunt recogni zed at

Decenmber 31................... $(16,663) $(13,202) $ (5,329) $ (2,065)

The foll owi ng tables provide the conponents of net periodic benefit cost for
t he pension and other postretirenent benefit plans, portions of which have
been deferred or capitalized, for fiscal years 2001, 2000, and 1999:

Pensi on Benefits
2001 2000 1999
(Thousands of Dol l ars)

Service cost on benefits earned.............. $ 3,676 $ 4,090 $ 6,288
Interest cost on projected benefit

obl i gation 16, 992 15, 893 16, 193
Expected return on plan assets............... (17,921) (20, 273) (21,767)
Anortization of:

Transition obligation...................... (47) (49) (49)

Prior service cost.............. . .......... 1, 947 1, 607 1,522

Actuarial gain............ ... .. .. ... . .. 67 (2,830) (1, 395)
Net periodic benefit cost (credit)........... 4,714 (1,562) 792
Speci al ternmination benefit charge........... - 9,814 -
Curtailment (gain)/loss...................... - - (3,751)
Settlement gain............. .. ... . ... - - (7,844)

Net periodic benefit cost (credit)
after curtailnments and settlements......... $ 4,714 $ 8,252 $(10,803)
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O her Benefits
2001 2000 1999
(Thousands of Dol l ars)

Service cost on benefits earned.............. $ 420 % 430 $ 662
I nterest cost on projected benefit

obl i gation 1,851 1,561 1,585
Expected return on plan assets............... (706) (819) (723)
Anortization of:

Transition obligation...................... 792 837 1, 036

Prior service cost......................... 138 146 158

Actuarial gain.......... ... .. .. .. ... .. . ..., - (128) (111)
Net periodic benefit cost (credit)........... 2,495 2,027 2,607
Curtailnment (gain)/loss...................... - - (374)
Net periodic benefit cost (credit)

after curtailnments and settlenments......... $ 2,495 $ 2,027 $ 2,233

In 2001, funding for pension costs was |ess than SFAS No. 87, “Enployers
Accounting for Pensions,” pension expense by $3,138,000. In 2000, pension
costs exceeded SFAS No. 87 pension expense by $3,078,000. The PSC all ows
recovery for the funding of pension costs through rates. Any differences
bet ween fundi ng and expense are deferred for recognition in future periods.
At Decenber 31, 2001, the regulatory liability was $7, 487, 000.

The foll owi ng assunptions were used in the determ nation of actuarial present
val ues of the projected benefit obligations:

Pensi on Benefits O her Benefits
2001 2000 2001 2000
Wei ght ed average assunptions as
of Decenber 31:
Di scount rate 7.00% 7.50% 7.00% 7.50%
Expected return on plan assets 9. 00% 9. 00% 9. 00% 9. 00%
Rat e of conpensation increase 4. 40% 4. 40% 4. 40% 4. 40%

Assuned health care costs trend rates have a significant effect on the anmounts
reported for the health care plans. A change of 1 percent in assumed health
care cost trend rates would have the follow ng effects:

1% | ncr ease 1% Decr ease
(Thousands of Dol l ars)

Ef fect on the total of service and interest
cost conponents of net periodic post-
retirement health care benefit cost $ 95 $ (82)

Ef fect on the health care conmponent of

the accunul ated postretirenent benefit
obligation 687 (604)
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The assuned 2001 health care cost trend rates used to neasure the expected
cost of benefits covered by the plans is 9.00 percent. The trend rate
decreases through 2007 to 5.50 percent.

NOTE 11 — CONTI NGENCI ES
Q KERR PROJECT

A FERC order that preceded the sale of the Kerr Project required Mntana Power
to inplenent a plan to mtigate the effect of the Kerr Project operations on
fish, wildlife, and habitat. To inplenment this plan, Mntana Power was
required to make paynents of approxi mately $135, 000, 000 between 1985 and 2020,
the term during which we woul d have been the |icensee. The net present val ue
of the total paynents, assuming a 9.5 percent annual discount rate, was
approxi mately $57, 000, 000, an anpunt we recogni zed as |icense costs in plant
and long-term debt on the Conparative Bal ance Sheet in 1997. |In the sale of
the Kerr Project, the purchaser of the electric generating assets assuned the
obligation to make post-closing |icense conpliance paynents.

In Decenber 1998 and January 1999, Montana Power requested a review by the
United States Court of Appeals for the District of Colunbia Circuit of this
order and anot her FERC order which included the United States Departnent of
Interior’s conditions. |n Decenber 2000, FERC issued an order approving a
settl enent anong the parties. On February 15, 2001, the Circuit Court

di sm ssed the petitions for review Consequently, the approximtely

$24, 000, 000 that Montana Power paid into escrow in 2000 was rel eased to the
Conf ederated Salish and Kootenai Tribes (Tribes) to be used in accordance with
the terms of the settlement. W have also transferred 669 acres of |and on
the Fl athead | ndian Reservation to the Tribes. Wth the paynent and the
transfer of |and, we have fulfilled our obligations under the terns of this
settlenent. Because PPL Montana, the purchaser, assunmed the obligation in
excess of $24, 000,000, the basis in the properties sold decreased and the
regulatory liability associated with the deferred gain on the sale increased
accordingly.

Q LONG TERM PONER SUPPLY AGREEMENTS

Long-term power supply agreenents, primarily an agreenment with a | arge

i ndustrial customer, exposed us to |osses and potential future |osses mainly
because of unusually high electric energy narket prices. To elimnate our
exposure to expected future | osses through Decenber 2002 when the agreenent
with that custoner term nated, we executed a termi nation agreenment effective
June 30, 2001. Under the term nation agreenent, we nade a one-tinme paynent of
$62, 500, 000 to the custonmer and ended our obligations under this power supply
agreenment. We recorded a pretax |oss of $62,500,000, or approximtely

$37, 900, 000 after incone taxes, in the second quarter 2001. Prior to the
term nation agreenment, we recorded pretax |osses associated with the power
supply agreenent of approxi mately $2,500,000 in the first quarter 2001, and
$22,500,000 in the second quarter 2001, and approxi mately $16, 200,000 for the
year ended Decenber 31, 2000.
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Q CLASS ACTION LAWSUI T

On August 16, 2001, eight individuals filed a lawsuit in Montana State

Di strict Court, nam ng Montana Power, eleven of its current Board of
Directors, three officers of both Touch Anerica and Mntana Power, and PPL
Mont ana as defendants. In their conplaint, the plaintiffs allege that Mntana
Power and its directors and officers had a |l egal obligation and a fiduciary
duty to obtain sharehol der approval before the sale of our forner electric
generation assets to PPL Montana. On Septenber 14, 2001, the conplaint was
amended to add one other current officer of Touch Anerica, one other current
of ficer of Montana Power, and our investment banking consultants as additiona
defendants. As previously reported, Mntana Power conpleted the sale of the
el ectric generation assets to PPL Montana in Decenber 1999. The plaintiffs
further allege that because Montana Power sharehol ders did not vote, the sale
of the generation assets is void and PPL Montana is holding these assets in
constructive trust for the sharehol ders.

Alternatively, the plaintiffs allege that Mntana Power sharehol ders shoul d
have been allowed to vote on the sale of the generation assets and, if an
appropriate mpjority vote was obtained in favor of the sale, the sharehol ders
shoul d have been given dissenters’ rights. The plaintiffs also nake various
clainms of breaches of duty and negligence against the Board of Directors and
the individual officers. The plaintiffs have indicated that they will seek
court approval to proceed with this suit as a class action.

It is Montana Power’s position that Montana Power and its former directors and
of ficers, and one current officer, have fully conplied with their statutory
and fiduciary duties. Accordingly, Mntana Power is defending the suit
vigorously. Montana Power filed a notion to disnmiss the conplaint in late
Novenber 2001. At this early stage, however, we cannot predict the ultimte
outcone of this matter or how it may affect our conbined financial position
results of operations, or cash flows.

Q M SCELLANEQUS

We are parties to various other legal clains, actions, and conplaints arising
in the ordinary course of business. W do not expect the conclusion of any of
these matters to have a material adverse effect on our conbined financia
position, results of operations, or cash flows.

NOTE 12 — COWM TMENTS
O PURCHASE COVM TMENTS
Electric Utility

The Public Uilities Regulatory Policies Act (PURPA) requires a public utility
to purchase power from QFs at a rate equal to what it would pay to generate or
purchase power. These QFs are power production or co-generation facilities
that meet size, fuel use, ownership, and operating and efficiency criteria
speci fied by PURPA. The electric utility has 15 long-term QF contracts with
expiration terms ranging from 2003 through 2032 that require us to nmeke
paynments for energy capacity and energy received at prices established by the
PSC. Three contracts account for 96 percent of the 101 MAs of capacity

provi ded by these facilities. Montana's 1997 Electric Act designates above-
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mar ket portion of the QF costs as Conpetitive Transition Costs (CTCs) and
allows for their recovery. For nore information about CTCs, see Note 2,
“Deregul ation, Regulatory Matters, and 1999 Sale of Electric Cenerating
Assets”.

Mont ana’ s 1997 Electric Act al so designated Montana Power as the default power
supplier for those custonmers who had not chosen another supplier by July 1,
2002. To fulfill that obligation, there was included in the Asset Purchase
Agreenment with PPL Montana, dated as of October 31, 1998 and anended June 29,
1999 and Oct ober 29, 1999, two \Wol esale Transition Service

Agreenments (WISAs), effective Decenber 17, 1999. One agreenent term nated at
Decenber 31, 2001. The other agreenent continues to conmit us to purchase

t hrough June 2002 any power requirenents renmmining after having received power
fromthe QFs and MIItown Dam and prices the power purchased from PPL Montana
at a market index, with a nonthly floor and an annual cap

In its 2001 session, the Mntana Legislature passed House Bill 474, which
extends the transition period of electric deregulation in Mntana fromJuly 1,
2002 to June 30 2007 and, therefore, our obligation as a default supplier

t hrough June 30, 2007. We entered into three power purchase agreenents in

Oct ober 2001 that enable us to satisfy, in part, our “Default Supply”
obligation. These agreenents conmit us to purchase a total of 561 MAS per
hour during peak hours and 411 MAs per hour during the off-peak hours in the
first year of the extended transition period. 1In the remaining years of the
transition period, these agreements also obligate us to purchase 450 MAs per
hour during the peak hours and 300 MAs per hour during the off-peak hours.
These purchases are included in the “Default Supply Portfolio” filing with the
PSC (Docket No.D2001.10.144) dated October 29, 2001. House Bill 474 also
provi des for the conplete recovery in rates of the default supplier’s costs
that are prudently incurred to supply electric energy. For nore information
about electric deregulation, see Note 2, “Deregul ation, Regulatory Matters,
and 1999 Sale of Electric Generating Assets,” in the “Electric Deregul ati on”
secti on.

Natural Gas Utility

Since 1998, because of uncertainty about the nunber and tim ng of customers
who coul d choose another natural gas supplier under the provisions of

Mont ana’ s 1997 Natural Gas Act, Mntana Power entered primarily into one-year
take-or-pay contracts with Montana natural gas producers. W currently have
six of these contracts, five of which expire in 2002, and one in 2006. After
July 1, 2002, we are not obligated to supply natural gas to those who do not
choose another supplier. W have a request before the PSC to designate us as
the natural gas default supplier for the five-year period beyond July 1, 2002.
Upon such designation, we will secure additional supply contracts to neet the
needs of our custoners.

Contractual Paynments and Present Val ue

Total paynments under all of these contracts for the prior three years were as
foll ows:

El ectric Nat ural Gas Tot al
(Thousands of Dol |l ars)

2001.......... $263, 924 $ 16,764 $280, 688
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Under the above agreenents,

di scount

rate of 3.615 percent,

7,101
4,069

279,176
65, 343

the present value of future mninmum paynents,
is as follows:

at a

El ectric Nat ural Gas Tot a
(Thousands of Dol l ars)

2002.......... $103, 724 $ 8,871 $112, 595
2003.......... 118, 985 613 119, 598
2004 . ......... 104, 289 612 104, 901
2005.......... 100, 677 593 101, 270
2006.......... 87,723 566 88, 289
Remai nder ... .. 241, 009 - 241, 009

$756, 407 $11, 255 $767, 662

Q LEASE COW TMENTS

On Decenber

annua

30,

this transaction as an operating | ease.
nonutility |easehold interest and its related assets and liabilities and

contract obligations to PPL Montana in 1999. This |ease was included in the
utility business that we acquired.

On Sept enber

with a banking institution — for

annua

24,

1997, Mont ana Power

operating | ease paynents.

Rent al
for 2000,

The present value of future mninmm]lease paynments for
rate of 3.615 percent (our
31, 2001),

di scount
Decenber

1999.

is as foll ows:
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a net

Mont ana Power

(Thousands
of
Dol | ar s)

$242, 184

, 25-year
We have been accounting for
did not sel

entered into a seven-year
an aut omated neter
paynments of approximately $2, 400, 000.
Nort hWwestern on February 15, 2002.

mat eri a

expense for the prior three years was $44, 333, 000 for
and $56, 316, 000 for

Colstrip Unit 4,
m ni nrum short-term borrowi ng rate at

1985, Montana Power sold its 30 percent share of Colstrip
Unit 4 and agreed to | ease back its share under
paynments of approxi mately $32, 000, 000.

| ease with

this

operating | ease

readi ng system- with
This | ease was term nated by
We have no ot her

m ni mum

2001, $41, 270, 000

at a



Capitalized | eases are not material and are included in other |ong-term debt.

NOTE 13 — NEW ACCOUNTI NG PRONOUNCEMENTS
Q SFAS NCS. 141, 142, 143, AND 144

In June 2001, the Financial Accounting Standards Board (FASB) issued SFAS No.
141, “Business Conbinations.” SFAS No. 141 elim nates the use of the pooling
of interests nmethod of accounting, and requires that all nergers and

acqui sitions be accounted for using the purchase nethod of accounting. SFAS
No. 141 al so establishes specific criteria for the recognition of intangible
assets separately from goodw || and adds new di scl osure requirenents. This
statement is effective for all nergers and acquisitions initiated after June
30, 2001. Adoption of this pronouncenent is not expected to have a nateria

i mpact on our financial position, results of operations, or cash flows.

In June 2001, the FASB i ssued SFAS No. 142, “Goodwi Il and O her Intangibles.”
The anortization provisions of SFAS No. 142 apply to goodw || and ot her

i ntangi bl es acquired after June 30, 2001. For goodwi |l and other intangible
assets acquired prior to July 1, 2001, adoption of SFAS No. 142 is required
for fiscal years beginning after Decenber 15, 2001. SFAS No. 142 primarily
addresses the accounting for goodwill and intangi ble assets subsequent to
their initial recognition. The provisions of SFAS 142:

prohibit the anortization of goodwi Il and indefinite-lived intangible
assets;

require that reporting units be identified for the purpose of assessing
potential future inpairments of goodw |l ;

renove the forty-year limtation on the anortization period of

i ntangi bl e assets that have finite lives; and

prohi bit anortization of the excess of cost over the underlying equity
in the net assets of an equity-nethod investee that is recogni zed as
goodwi | | .

In addition, SFAS No. 142 requires that goodwi || be tested annually for
inpairment - and in interimperiods if certain events occur indicating that
the carrying value of goodw Il and/or indefinite-lived intangi ble assets my
be inpaired - using a two-step process. The first step is to identify a
potential inpairnment and, in transition, this step must be neasured as of the
begi nning of the fiscal year. However, a conpany has six nonths fromthe date
of adoption to conplete the first step. The second step of the goodw ||

i npai rment test neasures the ampunt of the inpairnent |oss (nmeasured as of the
begi nni ng of the year of adoption), if any, and nmust be conpleted by the end
of the fiscal year. Intangible assets deened to have an indefinite life wll
be tested for inpairment using a one-step process which conpares the fair
value to the carrying amount of the asset as of the beginning of the fisca

year, and pursuant to the requirenents of SFAS 142 will be conpl eted during
the first quarter of 2002. Any inpairment loss resulting fromthe transitiona
i npai rment tests will be reflected as the cunul ative effect of a change in

accounting principle in the first quarter 2002. Adoption of this
pronouncenent is not expected to have a material inmpact on our financia
position, results of operations, or cash flows.

In June 2001, the FASB issued SFAS No. 143 “Accounting for Asset Retirenent
Cbligations.” SFAS No. 143 requires entities to record the fair value of a
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legal liability for an asset retirenment obligation in the period it is
incurred. The asset retirement costs are capitalized as part of the carrying
anount of the long-lived asset. This statenent is effective for financia
statements issued for fiscal years beginning after June 15, 2002. W are
currently evaluating this pronouncenent, but we do not expect it to have a
mat eri al inmpact on our financial position, results of operations, or cash
flows.

I n August 2001, the FASB issued SFAS No. 144 “Accounting for the I|npairnent of
Long-Li ved Assets.” SFAS No. 144 addresses financial accounting and reporting
for the inpairnent or disposal of long-lived assets. This statenent is
effective for financial statenments issued for fiscal years beginning after
Decenber 15, 2001. Adoption of this pronouncenent is not expected to have a
mat eri al inmpact on our financial position, results of operations, or cash
flows.

NOTE 14 — | NFORVATI ON ON | NDUSTRY SEGVENTS

Qur utility business purchases, transmts, and distributes electric energy and
natural gas, and the Colstrip Unit 4 division nmanages | ong-term power supply
agreenents. Qur other operations consists primarily of Mntana Power Services
Conmpany, One Call Locators, Ltd., and Discovery Energy Solutions, Inc. (DES).
One Call Locators, Ltd., locates underground |ines while DES handl es the
energy productivity inprovenent activities.

Identifiable assets of each industry segment are principally those assets used

in our operation of those industry segnents. W consider segnent information
for foreign operations to be insignificant.
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NOTE 14 — | NFORMATI ON ON | NDUSTRY SEGMENTS ( CONT.)
Operations Information

Year Ended

Decenmber 31, 2001

(Thousands of Dol l ars)
| NDUSTRY SEGVENTS

El ectric Nat ural Gas O her
Sales to unaffiliated customers ................. $ 538, 529 $ 147,277 $ 17,979
Intersegment sales ............ .. ... ... 747 319 1, 408
Depreciation and anortization ................... 44,378 11, 020 1, 327
Pretax operating income (loss) .................. (14, 182) 9,130 1, 795
I nterest expense ... ... ... ... 30, 016 15, 153 1
Interest inCoOMe . ... . .. .. . 1,598 1,101 -
I ncome tax expense (benefit) .................... (6, 052) 1, 317 661
Capital expenditures ......... ... ..., 44,294 14, 235 759
Identifiable assets ........ ... ... . ... . . .. 1, 027, 243 520, 502 15, 154
RECONCI LI ATI ON TO COMBI NED TOTAL
Segnment Conbi ned
Tot al Adj ust ment s¢@ Tot al
Sales to unaffiliated custonmers ................. $ 703, 785 $ - $ 703, 785
Intersegment sales .......... .. .. .. ... .. 2,474 (2,474) -
Depreciation and anortization ................... 56, 725 - 56, 725
Pretax operating 10sSs ........... .. ... . ... (3, 257) - (3, 257)
Interest exXpense ... ... . ... 45,170 - 45,170
Interest iNCOME . ... .. . i 2,699 - 2,699
Income tax benefit ....... ... . ... .. . . . .. (4,074) - (4,074)
Capital expenditures .......... .. .. .. .. 59, 288 - 59, 288
Identifiable assets ...... ... .. ... .. ... .. .. . .. ... 1, 563, 899 - 1, 563, 899
Year Ended

Decenmber 31, 2000

(Thousands of Dol l ars)
| NDUSTRY SEGVENTS

El ectric Nat ural Gas Ot her
Sales to unaffiliated customers ................. $ 535, 654 $ 129, 220 $ 11,179
Intersegment sales .......... .. .. .. ... 772 269 1,291
Depreciation and anortization ................... 39, 559 8, 830 5,734
Pretax operating income (loss) .................. 18, 168 (4, 405) 334
Interest expense ... ... ... ... 26, 726 16, 077 1, 047
Interest inNCOMe . ... . . . . . 12, 041 4,984 -
Income tax benefit ....... ... . ... .. ... . ... (9, 399) (9, 943) (257)
Capital expenditures ............ ... ... ... 42,718 7,546 27,603
ldentifiable assets .......... ... .. ... . ... . ... ... 1, 244,531 363, 870 76, 385
RECONCI LI ATI ON TO COMBI NED TOTAL

Segment Conmbi ned

Tot al Adj ust ment s¢® Tot al

Sales to unaffiliated customers ................. $ 676, 053 $ - $ 676, 053
Intersegment sales ....... ... .. .. . .. .. .. 2,332 (2,332) -
Depreciation and anortization ................... 54,123 - 54,123
Pretax operating income ......................... 14, 097 - 14, 097
Interest expense ............. ... 43, 850 (2,478) 41,372



Interest iNCOMB . ...... .. ... ... 17, 025 (2,478) 14, 547

Income tax benefit ....... ... ... . . .. ... .. .. (19, 599) - (19, 599)
Capital expenditures .......... ... . . .. ... 77,867 - 77,867
ldentifiable assets ......... ... .. .. ... .. ... .. ... 1,684, 786 - 1,684, 786

@  The anpunts indicated include certain elimnations between the business segnments.
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NOTE 14 — | NFORVATI ON ON | NDUSTRY SEGVENTS ( CONT.)

Operations Information

Year Ended

Decenmber 31, 1999

(Thousands of Dol l ars)

| NDUSTRY SEGMENTS

El ectric Nat ural Gas O her
Sales to unaffiliated customers ................. $ 545, 390 $ 111, 417 $ 274
Intersegment sales ............ .. ... ... 714 202 889
Depreciation and anortization ................... 56, 282 9, 275 4,137
Pretax operating income ......................... 113, 740 16, 430 2,055
I nterest expense ... ... ... ... 37,893 15, 229 706
Interest income ........ ... .. .. 3,875 793 (9)
I NCOME taX EeXPEeNnSe ... ... 13, 054 380 461
Capital expenditures .......... ... .. .. ..., 50, 503 13, 115 15, 957
Identifiable assets ........ ... ... . ... . . .. 1,687,511 495, 846 40, 987
RECONCI LI ATI ON TO COMBI NED TOTAL
Segnment Conbi ned
Tot al Adj ust ment s¢@ Tot al

Sales to unaffiliated custonmers ................. $ 657, 081 $ - $ 657, 081
Intersegment sales .......... .. .. .. ... .. 1, 805 (1, 805) -
Depreciation and anortization ................... 69, 694 - 69, 694
Pretax operating income ................ .. ....... 132, 225 - 132, 225
Interest EXPEeNnsSe .. ... 53, 828 (973) 52, 855
Interest income ..... ... ... .. ... 4, 659 (973) 3,686
I ncome tax exXpPense . ... . ... .. 13, 895 - 13, 895
Capital expenditures .......... .. .. .. .. 79, 575 - 79, 575
Identifiable assets ...... ... .. ... .. ... .. .. . .. ... 2,224, 344 - 2,224, 344

(a)
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QUARTERLY FI NANCI AL DATA
Operating revenues, operating inconme, net income, and conbi ned net incone per

LLC unit for the four quarters of 2001 and 2000 are shown in the tables bel ow
Operating revenues and i nconme include intersegnment sales and expenses.

Quarter Ended

Dec. 31, Sept. 30, June 30, March 31,
2001 2001 2001 2001

(Thousands of Dol l ars)
(except per-share anpunts)

Operating revenues. ................ $ 167,479 $ 137,880 $ 163,782 $ 234,644
Operating income (loss)............ 31,535 (7,756) (58, 387) 31, 351
Conbi ned net inconme (Il oss)

available for LLC units.......... $ (2,014) $(13,538) $(41,784) $ 10,568

Basi ¢ earnings (loss) per
LLCunit...... ... $ (201) $ (1,354) $ (4,179) $ 1,057

Quarter Ended

Dec. 31, Sept. 30, June 30, March 31,
2000 2000 2000 2000

(Thousands of Dol l ars)
(except per-share anpunts)

Operating revenues. ................ $ 222,393 $ 145,100 $ 142,393 $ 166, 167
Operating income (loss)............ (7,128) (7,751) 5,203 23,773
Conbi ned net income (Il oss)

avail able for LLC units.......... $ 5,109 $ (8,688) $ (1,734) $ 8,428

Basi ¢ earnings (loss) per
LLCunit. ... $ 511 $ (869) $ (173) $ 843
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| TEM 9. CHANGES | N AND DI SAGREEMENTS W TH ACCOUNTANTS ON
ACCOUNTI NG AND FI NANCI AL DI SCLOSURE

None.

PART |||
| TEM 10. DI RECTORS AND EXECUTI VE OFFI CERS OF THE REG STRANT

Item not included in accordance with reduced disclosure format authorized by
General Instruction I of Form 10-K

| TEM 11. EXECUTI VE COMPENSATI ON

Item not included in accordance with reduced disclosure format authorized by
General Instruction | of Form 10-K

| TEM 12. SECURI TY OANERSHI P OF CERTAI N BENEFI CI AL OANERS AND
MANAGEMENT

I[tem not included in accordance with reduced disclosure format authorized by
General Instruction I of Form 10-K

PART |V

| TEM 13. EXHI BI TS, FI NANCI AL STATEMENT SCHEDULES, AND REPORTS
ON FORM 8-K

(a) The foll owi ng docunents are filed as part of this report on Form 10-K

(i) The financial statements and financial statement schedules listed in
the Index to Financial Statements and Supplenentary Date in and included

as part of Item 8, “Financial Statenents and Suppl enentary Data.”

(ii) The exhibits listed in the Index of Exhibits in this Item 14
“Exhi bits, Financial Statement Schedul es, and Reports of Form 8-K.”

(b) We filed the followi ng reports on Form 8-K during the fourth quarter of
2001.
None.
(c) Exhibits I ncor poration by Reference
Previ ous
Previ ous Exhi bi t
Filing Desi gnati on
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2 Asset Purchase Agreement — by and 1- 4566 2(a)
bet ween PP&L 4 obal, Inc. and The Form 8- K
Mont ana Power Conpany. Dat ed
Novenber 2,
1998
2(a) Amendnment No. 1 to the Asset 1- 4566 2(a)
Pur chase Agreenent Form 8- K
Dat ed
January 3,
2000
| TEM 13. EXHI BITS, FI NANCI AL STATEMENT SCHEDULES, AND REPORTS ( CONTI NUED)

I ncor poration by Reference

Previ ous
Previ ous Exhi bi t
Filing Desi gnati on
2(b) Amendnent No. 2 to the Asset 1- 4566 2(b)
Pur chase Agreenent Form 8- K
Dat ed
January 3,
2000
3(a)* Articles of Organization, dated
Sept enber 28, 2001
3(b)* Articles of Merger, dated February
13, 2002.
3(c)* Amended Articles of Organization,
dated March 19, 2002
3(d)* Operating Agreenent, dated
February 13, 2002
4(a) Mort gage and Deed of Trust 2-5927 7(e)
4(b) First Suppl enental |ndenture 2-10834 4(e)
4(c) Second Suppl enental |ndenture 2-14237 4(d)
4(d) Third Suppl enental | ndenture 2-27121 2(a)-5
4(e) Fourth Suppl enental |ndenture 2-36246 2(a)-6
4(f) Fi fth Suppl enental |ndenture 2- 39536 2(a)-7
4(9) Si xth Suppl enental | ndenture 2-49884 2(a)-8(a)
4( h) Sevent h Suppl enental |ndenture 2-52268 2(a)-9
4(1) Ei ght h Suppl enental | ndenture 2-53940 2(a)-10
4(j) Ni nt h Suppl enental | ndenture 2-55036 2(a)-11
4( k) Tenth Suppl enental | ndenture 2- 63264 2(a)-12
4(1) El event h Suppl enental | ndenture 2- 86500 2(a)-13
4(m Twel fth Suppl enental | ndenture 33-42882 4(c)
4(n) Thirteenth Suppl enental |ndenture 33-55816 4(a)- 14
4(0) Fourteenth Suppl enental |ndenture 33- 64576 4(c)
4(p) Fi fteenth Suppl enental |ndenture 33- 64576 4(d)
4(q) Si xt eent h Suppl enental | ndenture 33-50235 99( a)
4(r) Sevent eent h Suppl enmental |ndenture 33-56739 99( a)
4(s) Ei ght eenth Suppl enental | ndenture 33-56739 99( b)
4(t) Ni net eenth Suppl enental | ndenture 1- 4566 99
4(u)* Twenti eth Suppl enental | ndenture
4(v)* Twenty-first Suppl enenta
I ndent ure
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I nstrunents defining the rights of holders of |ong-term debt
which are not required to be filed with the Comr ssion will
be furnished to the Comn ssion upon request.

10(a) (i) Benefit Restoration Plan for 33-42882 10(a) (i)
Seni or Managenent Executives and
Board of Directors

10(a) (vi) Col strip Unit #3 Whol esal e 1- 4566 10(a)
Transmni ssi on Service Agreenent Form 8-K
(Exhibit F-1 to the Asset Purchase Dated
Agr eenent) Novenber 2,
1998
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| TEM 13. EXHI BI TS, FI NANCI AL STATEMENT SCHEDULES, AND REPORTS ( CONTI NUED)

10(a) (vii)

10(a) (viii)

10(a) (i x)

10(b) (iii)

10(c)

10(d) (i)

10(d) (ii)

10(d) (iii)

Non- Col strip Unit #3 Whol esal e
Transm ssi on Service Agreenent
(Exhibit F-2 to the Asset Purchase
Agr eenent)

Generation | nterconnection
Agreenent ((Exhibit G to the Asset
Pur chase Agreenent) — by and
between PP&L d obal, Inc. and The
Mont ana Power Conpany.

Equity Contribution Agreenent
and between PP&L d obal, Inc
The Mont ana Power Conpany.

_by
and

Stock and Asset Purchase (relating
to the divestiture of our electric
and natural gas utility
busi nesses) dated as of

Sept enber 29, 2000 anobng The
Mont ana Power Conpany; Touch
Anerica Hol dings, Inc.; and

Nort hWest ern Cor porati on

Parti ci pati on Agreenents anong
United States Trust Conpany of New
Yor k, Burnham Leasi ng Corporati on,
and SGE (New York) Associ ates,
Certain Institutions, The Montana

Power Conpany and Bankers Trust
Conpany.
“Tier 1" Term nation Benefits Upon

Change in Control Agreenent

“Tier 2" Term nation Benefits Upon
Change in Control Agreenent

“Tier 3" Term nation Benefits Upon
Change in Control Agreenent
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I ncor poration by Reference

Previ ous
Exhi bi t
Desi gnati on

Pr evi ous
Filing

1- 4566
Form 8- K
Dat ed
Novenmber 2,
1998

10( b)

1- 4566
Form 8- K
Dat ed
Novenmber 2,
1998

10(c)

1- 4566
Form 8- K
Dat ed
Novenmber 2,
1998

10( d)

1- 4566
Novenmber 14,
2000 Form
10-Q

10( d)

33- 42882 10( c)

1- 4566
March 31,
2001 Form
10-Q

10(a)

1- 4566
March 31,
2001 Form
10-Q

10( b)

1- 4566
March 31,
2001 Form
10-Q

10(c)



12* Statenent Re Conputation of Ratio
of Earnings to Fixed Charges
23* Consent of |ndependent Accountants

* Filed as part of this Form 10-K.
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THE MONTANA POVNER, L.L.C

SCHEDULE |1 - VALUATI ON AND QUALI FYI NG ACCOUNTS AND RESERVES
Addi tions
Bal ance at Charged to Charged to Bal ance
begi nni ng costs and ot her at close
Description of period expenses accounts Deducti ons* of period

(Thousands of Dol l ars)
Year Ended

December 31, 2001
Reserves deducted in
bal ance sheet from
assets to which they
appl y:
Utility business
doubtful accounts.. $ .. $ .. $ .. $ .. $

December 31, 2000
Reserves deducted in
bal ance sheet from
assets to which they
appl y:
Utility business
doubtful accounts.. $ .. $ .. $ .. $ .. $

Decenmber 31, 1999
Reserves deducted in
bal ance sheet from
assets to which they

appl y:
Utility business
doubt ful accounts.. $ .0 % .0 % .0 % .. $
* Deductions are of the nature for which the reserves were created. In the case

of the reserve for doubtful accounts, deductions from this reserve are reduced
by recoveries of ampunts previously witten off.
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Si gnhat ur es

Pursuant to the requirenments of Section 13 or 15(d) of the Securities Exchange
Act of 1934, the registrant has duly caused this report to be signed on its
behal f by the undersigned, thereunto duly authorized.

NORTHWESTERN ENERGY, L.L.C.

(Regi strant)

By /s/ Ellen M Senechal

Ell en M Senechal
Vi ce President, Treasurer
and Chief Financial Oficer

Dat ed: WMarch 29, 2002

Pursuant to the requirenents of the Securities Exchange Act of 1934, this
report has been signed bel ow by the foll owi ng persons on behal f of the
registrant and in the capacities and on the dates indicated.

Si ghature Title Dat e

/s/ Mke J. Hanson Chi ef Executive Oficer March 29, 2002
M ke J. Hanson

/sl Jack D. Haffey Pr esi dent March 29, 2002
Jack D. Haffey

/'s/ Ernie J. Kindt Vi ce President and Chi ef March 29, 2002
Ernie J. Kindt Accounting O ficer
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Exhi bit 3(a)

ARTICLES OF ORGANIZATION
OF
THE MONTANA POWER, L.L.C.

The undersigned, acting as organizer of The Montana Power, L.L.C., under the Montana Limited Liability
Company Act, (hereinafter the “Act”) adopt the following Articles of Organization for said Limited Liability
Company:

l.
NAME OF COMPANY

The name of the limited liability company is The Montana Power, L.L.C. (the"Company").

.
PERIOD OF DURATION

The Company shall be an “ At Will” company as defined in §35-8-102(2) of the Act.

.
PURPOSE

The Company is organized for any legal and lawful purpose pursuant to the Montana Limited Liability
Company Act, except for the purpose of banking or insurance.

V.
PRINCIPAL PLACE OF BUSINESS

The Company's principal place of businessin Montanais:

40 E Broadway
Butte, Montana 59701-9394

V.
REGISTERED AGENT

The Company's registered agent and addressis as follows:

Corporation Service Company
26 West Sixth Avenue
Helena, Montana 59601

V1.
MEMBERS

The total amount of cash contributed by check or wire or certified funds and the fair market value of
property contributed by the Member is $500.00. The Member has not agreed to make any additional contributions,
but may agree to do so in the future upon the terms and conditions set forth in the Operating Agreement.

VII.
ADDITIONAL MEMBERS
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The Member reserves the right to admit additional Members upon the unanimous agreement of the Member
as to the admission of, and the consideration to be paid by, such new Members, and subject to the terms and
conditions of the Company's Operating Agreement.

VIII.
OPERATING AGREEMENT

The Operating Agreement of the Company shall be executed by each Member of the Company and shall set
forth all provisions for the affairs of the Company and the conduct of its business to the extent that such provisions
are not inconsistent with law or these Articles.

IX.
LIABILITIESOF MEMBERSAND MANAGERS

Members and managers of the Company are not liable under ajudgment, decree or order of acourt, or in any
other manner, for adebt, obligation or liahility of the Company.

X.
MANAGERS

The Company will be managed by its member. The name and business address of whichis:

Touch America Holdings, Inc.

40 East Broadway Street
Butte, Montana, 59701-9394

The manager may be removed and replaced by the Member, as provided in the Operating Agreement.

IN WITNESS WHEREOF, the undersigned have caused these Articles of Organization to be executed this
28th day of September, 2000.

By: [s/ PamelaK. Merrell
PamelaK. Merrell
Organizer
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Exhi bit 3(b)

ARTI CLES OF MERGER
OF
THE MONTANA POAER COMPANY
(A Montana Corporation)

AND

THE MONTANA POVER, L.L.C
(A Montana Linmted Liability Conmpany, whose Articles of Organization
were filed with the Montana Secretary of State on Septenber 28, 2000)

Pursuant to the provisions of Section 35-1-1201 of the Montana Linmted Liability
Act and Section 35-1-816 of the Montana Busi ness Corporations Act, the
under si gned corporation and limted liability conpany adopt the follow ng
Articles of Merger for the purpose of nerging The Montana Power Conpany with and
into Montana Power, L.L.C. which shall be the Surviving Entity.

1. The Restated and Anended Agreenment and Plan of Merger, dated as of
February 20, 2001, a copy of which is attached as Exhibit 1, was approved by
t he sharehol ders and nmenber of the undersigned Montana corporation and Montana
limted liability conpany in the manner prescribed by the Mntana Business
Corporation Act and Montana Linmted Liability Act.

2. As stated in the Restated and Amended Agreenent and Plan of
Merger, The Montana Power, L.L.C. will be the surviving entity and its address
will be 40 East Broadway, Butte, Mntana 59701- 9934.

3. These Articles of Merger operate as an Anendnment to The Montana
Power, L.L.C."s Articles of Organization, but no further changes are necessary
by reason of the nerger

4, The nane and address of the regi stered agent of The Montana Power,
L.L.C., the surviving entity, is:

Cor poration Service Conpany
26 West Sixth Avenue
Hel ena, MI 59601

5. The effective date of the nerger is the date the Secretary of
State files this Articles of Merger

6. The nunber of shares of capital stock of the corporation and units
of the limted liability conpany which, at the respective dates of the
af orenenti oned shareholder and nunber actions, (a) were outstanding and
entitled to vote and (b) did vote on the Agreement and Plan of Merger, is as
foll ows:

Number of Shares/Units

Name of Corporation Vote Vote
Outstanding For Against

The Montana Power Company Common Stock 103,774,500 73,252,467 7,804,469

The Montana Power Company Cumulative Preferred Stock 508,389 310,468 121, 283
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Total Shares of Stock of The Montana Power Company 104,354,889 73,562,935 7,925,752

The Montana Power, L.L.C. 10 units 10 units 0

7. The nunber of shares and units voting in favor of the Plan of the
Merger by the entities was sufficient approval by the voting group.

DATED this ___ day of February, 2002. Effective February 13, 2002.

FOR: THE MONTANA POVWER COVPANY

Cor por at e By: /s/ Robert P. Gannon
Seal Robert P. Gannon
(Chi ef Executive Oficer)

By: /sl Patrick T. Flening
Patrick T. Flem ng
(Secretary)

FOR: TOUCH AMERI CA HOLDI NGS, | NC.,
The Manager of The Montana Power, L.L.C.

Cor porat e By: /s/ Robert P. Gannon
Seal Robert P. Gannon
(Chi ef Executive Oficer)

By: /sl Patrick T. Flening
Patrick T. Flemng
(Secretary)
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Exhi bit 3(c)
St ate of Mont ana

Articles of Anmendnent for
Name Change for

Donmestic Limted
Liability Conpany

Mai | : Bob Brown
Secretary of State
P. O. Box 202801
Hel ena, MI 59620- 2801

Phone: (406) 444- 3665

Fax: (406) 444-3975

PLEASE CHECK ONE BOX:
M Linited Liability Conpany [JProf essional Linited Liability Conpany

FI RST: The current nane of this Limted Liability Conmpany is:

The Montana Power, L.L.C

SECOND: The nane is hereby anended to be:

Nort hWestern Energy, L.L.C

THI RD: The date the articles of organization were filed is 09/28/00.

By: /s/ Eric Jacobsen
Eri c Jacobsen
Vice President, General Counse
& Chi ef Legal Oficer

3/19/02
Dat e
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Exhi bit 3(d)
LI M TED LI ABI LI TY COMPANY OPERATI NG AGREEMENT
OF
THE MONTANA POAER L. L.C.

This Limted Liability Conpany Operating Agreenment (this
"Agreenent") of MPC The Montana Power L.L.C. is entered into by Touch Anmerica
Hol di ngs, Inc., as a nenber (the "Menber").

The Menber hereby forms a limted liability conpany pursuant to
and in accordance with the Montana Limted Liability Conpany Act (835-8-101
et. seqc MC A ), as anended fromtine to tine (the "Act"), and hereby agrees

as follows:

1. Nanme. The nane of the limted liability conpany forned
hereby is The Montana Power L.L.C. (the "Conpany").

2. Purpose. The Conpany is forned for the object and purpose
of, and the nature of the business to be conducted and pronmoted by the Conpany
is, engaging in any |awful business, purpose or activity for which linmted
liability conpanies may be forned under the Act and engaging in any and al
activities necessary or incidental to the foregoing.

3. Principal Ofice. The address of the principle office of
the Conpany in the State of Montana is 40 E Broadway, Butte, Mntana 59701

4, Regi stered Agent. The nane and address of the registered
agent of the Conmpany for service of process on the Conpany in the State of
Mont ana i s Corporation Service Conmpany, 6 West Sixth Avenue, Hel ena, Montana
59601.

5. Menber. The nane and mmailing address of the Menber is as
foll ows:
Nane Mai | i ng Address
Touch America 40 E. Broadway Street
Hol di ngs, Inc. Butte, Montana 59701-
9394
6. Managenent. The business and affairs of the Conpany shal

be managed by the Menber, who shall serve as its manager (the "Manager"). The
Manager shall have the authority to exercise all powers necessary and
convenient for the purposes of the Conpany in the name and on behal f of the
Conpany and shall be authorized in the nane and on behalf of the Conpany to
approve, execute and deliver any and all agreenents, instrunments, certificates
or other documents. Wthout limting the foregoing grant of authority, the
Manager i s hereby designated as an authorized person, within the neaning of
the Act, to execute, deliver and file the Articles of Organization of the
Conpany (and any anendnents or restatements thereof) and any ot her
certificates (and any anmendnents or restatenents thereof) necessary for the
Conmpany to qualify to do business in any jurisdiction in which the Conpany may
desire to conduct business.
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7. Capital Contributions. The Menber of the LLC be, and hereby
is, authorized and directed to i ssue to Touch Anmerica Holdings, Inc. a
certificate for 10 Units upon receipt of the capital contribution of $500.
The form of certificate of Units of the LLC, subnitted to the Menbers, is
adopted as the certificate to represent the Units of the corporation, and that
a speci nen thereof be annexed to the mnutes of this neeting.

8. Mai nt enance of Capital Accounts. A capital account shall be
established and maintained in the Conpany's books for the Menber.

9. Al l ocation of Profits and Losses. All of the profits and
| osses of the Conpany shall be allocated to the Memnber.

10. Al l ocation and Making of Distributions. All distributions
of cash or assets of the Conpany shall be allocated to the Menmber. Subject to
any applicable requirenents of the Act, distributions shall be nade to the
Menber at the tinmes and in the aggregate anounts determ ned by the Menber.

11. Assi gnnents. The Menmber may sell, transfer, pledge or
ot herwi se assign in whole or in part the Menber's limted liability conpany
interest in the capital, profits, l|osses, and distributions of cash or assets
of the Conpany and in the Menber's other rights as a nenber of the Conpany
under this Agreenent and under the Act. Upon the assignnment of the entire
record and beneficial limted liability conpany interest of the Menber, the
Menber shall cease to be a nmenber of the Conpany.

12. Admi ssi on of Additional Menbers. One or nore additiona
menbers may be adnitted to the Conpany by neans of one or nore amendnments of
this Agreenent.

13. Liability of Menbers. The nmenbers of the Conpany shall not
have any liability for the obligations or liabilities of the Conpany except to
the extent provided in the Act.

14. Excul pati on and I ndemification. (a) Notw thstanding any
other terns of this Agreenent, whether express or inplied, or obligation or
duty at law or in equity, neither the nmenbers of the Conpany, the Manager, nor
(if any) any of their respective officers, directors, sharehol ders, partners,
enpl oyees, representatives or agents nor any officer, enployee, representative
or agent of the Conpany or any of its affiliates (individually, a "Covered
Person" and col |l ectively, the "Covered Persons") shall be liable to the
Conmpany or any nemnber thereof for any act or omission taken or omtted in good
faith by a Covered Person and in the reasonable belief that such act or
om ssion is in or is not contrary to the best interests of the Conpany and is
within the scope of authority granted to such Covered Person; provided that
such act or omi ssion does not constitute fraud, willful m sconduct, bad faith
or gross negligence.

(b) To the fullest extent permitted by | aw, the Conpany shal
i ndemmi fy and hold harm ess each Covered Person from and agai nst any and al

| osses, clains, demands, liabilities, expenses, judgments, fines, settlenents
and ot her anmpunts arising fromany and all clains, demands, actions, suits or
proceedings, civil, crimnal, adm nistrative or investigative, in which the

Covered Person may be involved, or threatened to be involved, as a party or
ot herwi se, by reason of the Covered Person's managenent of the affairs of the
Conpany or which relates to or arises out of the Conpany, its property, its
busi ness or its affairs. A Covered Person shall not
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be entitled to indemification under this Section 14 with respect to any
claim issue or matter in which it has engaged in fraud, willful m sconduct,
bad faith or gross negligence. To the fullest extent pernmitted by |aw,
expenses (including |egal fees) incurred by a Covered Person in defending any
such claim denmand, action, suit or proceeding shall, fromtinme to tinme, be
advanced by the Conpany prior to the final disposition of such claim denmand,
action, suit or proceedi ng upon receipt by the Conpany of an undertaking by or
on behalf of the Covered Person to repay such anount if it shall be determ ned
that the Covered Person is not entitled to be indemified as authorized in
this Section 14.

15. Separability of Provisions. Each provision of this
Agreenent shall be considered separable and if for any reason any provision or
provi sions herein are determined to be invalid, unenforceable or illegal under
any existing or future law, such invalidity, unenforceability or illegality

shall not inpair the operation of or affect those portions of this Agreenent
whi ch are valid, enforceable and | egal

16. Governing Law. This Agreenent shall be governed by, and
construed under, the |law of the State of Mntana (without regard to conflict
of laws principles).

17. Amendnents. This Agreenent may not be nodified, altered,
suppl enent ed or anmended except pursuant to a witten agreenent executed and
delivered by all of the then existing nmenbers of the Conpany.

I N WTNESS WHEREOF, the undersigned, intending to be legally bound
her eby, has duly executed this Agreenent as of Septenber 28, 2000.

Touch America Hol di ngs, Inc.

By: /'S Jerrold P. Pederson
Jerrold P. Pederson
Vice President, Chief Financial
Officer and Treasurer
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Exhi bit 4(u)

THE MONTANA POWER COVMPANY

TO

THE BANK OF NEW YORK

AND

DOUGLAS J. MACI NNES

As Trustees under The Montana
Power Conpany’s Mortgage and
Deed of Trust, dated as of
Cct ober 1, 1945

TWENTI ETH SUPPLEMENTAL | NDENTURE

Provi di ng, anong ot her things, for
First Mortgage Bonds, 7.30% Series due 2006

Dat ed as of Novenber 1, 2001
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TWENTI ETH SUPPLEMENTAL | NDENTURE

TWENTI ETH SUPPLEMENTAL | NDENTURE, dated as of Novenber 1, 2001
bet ween THE MONTANA PONER COMPANY, a corporation of the State of Mntana
(successor by nmerger to The Montana Power Conpany, a corporation of the State
of New Jersey), whose post office address is 40 East Broadway, Butte, Montana
59701 (hereinafter sonetinmes called the Conpany), and THE BANK OF NEW YORK, a
banki ng corporation of the State of New York, whose principal corporate trust
office is located at 101 Barclay Street, New York, New York 10286 (successor
to Morgan Guaranty Trust Conpany of New York (formerly Guaranty Trust Conpany
of New York)) (hereinafter sonetines called the Corporate Trustee), and DOUGLAS
J. MACI NNES, whose post office address is c¢/o The Bank of New York, 101
Barclay Street, New York, New York 10286 (successor to Arthur E. Burke, Karl
R. Henrich, H H Gould, R Anundsen, P.J. Crow ey and WT. Cunningham (said
Dougl as J. Macl nnes being hereinafter sonetines called the Co-Trustee; and the
Corporate Trustee and the Co-Trustee being hereinafter together sonetines
called the Trustees), as Trustees under the Mirrtgage and Deed of Trust, dated
as of COctober 1, 1945 (hereinafter called the Mdrrtgage and, together with any
i ndentures suppl enental thereto, hereinafter sonmetinmes called the |Indenture),
whi ch Mortgage was executed and delivered by The Montana Power Conpany, a
corporation of the State of New Jersey (hereinafter sonetinmes called the
Conmpany- New Jersey) to Guaranty Trust Conpany of New York and Arthur E. Burke,
to secure the paynent of bonds issued or to be issued under and in accordance
with the provisions of the Mortgage, reference to which Mortgage is hereby
made, this instrunent (hereinafter called the Twentieth Suppl enenta
I ndenture) being suppl enental thereto;

WHEREAS, by the Mortgage, the Conpany-New Jersey covenanted that
it woul d execute and deliver such supplenental indenture or indentures and
such further instruments and do such further acts as m ght be necessary or
proper to carry out nmore effectually the purposes of the Indenture and to nake
subject to the lien of the Indenture any property thereafter acquired, made or
constructed and intended to be subject to the lien thereof; and

WHEREAS, the Conpany-New Jersey executed and delivered to the
Trustees its First Supplenental |Indenture, dated as of May 1, 1954
(hereinafter called the First Supplenmental Indenture); and its Second
Suppl emrent al I ndenture, dated as of April 1, 1959 (hereinafter called the
Second Suppl enental |ndenture); and

WHEREAS, the Conpany-New Jersey was nerged into the Conpany on
Novenber 30, 1961, and to evidence the succession of the Conpany to the
Conpany- New Jersey and the assunption by the Conpany of the covenants and
conditions of the Conpany-New Jersey in the bonds and in the Indenture
contai ned and to enabl e the Conpany to have and exercise the powers and rights
of the Conpany-New Jersey under the Indenture in accordance with the terns
t hereof, the Conpany executed and delivered to the Trustees its Third
Suppl enent al | ndenture, dated as of November 30, 1961 (hereinafter called the
Third Suppl enental |ndenture); and
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WHEREAS, the Conpany executed and delivered to the Trustees its
Fourth Suppl enental |ndenture, dated as of April 1, 1970 (hereinafter called
the Fourth Supplenmental Indenture); its Fifth Supplenental |ndenture, dated as
of April 1, 1971 (hereinafter called the Fifth Supplenental Indenture); its
Si xth Suppl emental |ndenture, dated as of March 1, 1974 (hereinafter called
the Sixth Supplenental Indenture); its Seventh Suppl enmental |ndenture, dated
as of Decenber 1, 1974 (hereinafter called the Seventh Suppl enenta
I ndenture); its Eighth Supplenental |ndenture, dated as of July 1, 1975
(hereinafter called the Eighth Supplenental Indenture); its N nth Supplenenta
I ndenture, dated as of Decenber 1, 1975 (hereinafter called the Ninth
Suppl emental I ndenture); its Tenth Supplenental |ndenture, dated as of
January 1, 1979 (hereinafter called the Tenth Suppl enental |ndenture); its
El eventh Suppl enental |ndenture, dated as of Cctober 1, 1983 (hereinafter
call ed the El eventh Suppl enental Indenture); its Twel fth Suppl enenta
I ndenture, dated as of January 1, 1984 (hereinafter called the Twelfth
Suppl emental I ndenture); its Thirteenth Suppl enmental |ndenture, dated as of
Decenmber 1, 1991 (hereinafter called the Thirteenth Suppl enental |ndenture);
its Fourteenth Supplenental Indenture, dated as of January 1, 1993
(hereinafter called the Fourteenth Supplenental Indenture); its Fifteenth
Suppl erent al I ndenture, dated as of March 1, 1993 (hereinafter called the
Fi fteenth Supplenental Indenture); its Sixteenth Suppl enental |ndenture, dated
as of May 1, 1993 (hereinafter called the Sixteenth Supplenental |ndenture);
its Seventeenth Supplenmental Indenture, dated as of December 1, 1993
(hereinafter called the Seventeenth Suppl enmental |ndenture) its Eighteenth
Suppl ement al | ndenture, dated as of August 5, 1994 (hereinafter called the
Ei ght eenth Suppl enental |Indenture) and its Nineteenth Suppl enmental |ndenture,
dated as of Decenber 16, 1999 (hereinafter called the Ni neteenth Suppl enenta
I ndenture); and

WHEREAS, the Mdrtgage and the First, Second, Third, Fourth, Fifth,
Si xth, Seventh, Eighth, Ninth, Tenth, Eleventh, Twelfth, Thirteenth,
Fourteenth, Fifteenth, Sixteenth, Seventeenth, Eighteenth and Ni neteenth
Suppl emrent al I ndentures were recorded in the official records of various
counties and states as required by the Indenture; and

WHEREAS, the Conpany expects to record this Twentieth Suppl enenta
I ndenture in the official records of various counties and states as required
by the Indenture; and

WHEREAS, an instrunment dated March 15, 1955 was executed by the
Conmpany- New Jersey appointing Karl R Henrich as Co-Trustee in succession to
said Arthur E. Burke, resigned, under the Mrtgage and by Karl R Henrich
accepting the appoi ntnment as Co-Trustee under the Mrrtgage in succession to
said Arthur E. Burke, which instrument was recorded in various counties in the
states of Montana, |daho and Wom ng; and

WHEREAS, an instrument dated June 29, 1962 was executed by the
Conmpany appointing H H Gould as Co-Trustee in succession to said Karl R
Henrich, resigned, under the Mdrtgage and by H H Gould accepting the
appoi ntnent as Co- Trustee under the Mirtgage in succession to said Karl R
Henrich, which instrunent was recorded in various counties in the states of
Mont ana, |daho and Wom ng; and
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WHEREAS, an instrument dated June 22, 1973 was executed by the
Conpany appointing R Amundsen as Co-Trustee in succession to said H H Gould,
resi gned, under the Mrtgage and by R Anundsen accepting the appoi ntnent as
Co- Trust ee under the Mortgage in succession to said H H Gould, which
i nstrument was recorded in various counties in the states of Mntana, |daho
and Woni ng; and

WHEREAS, an instrunment dated July 1, 1986 was executed by the
Conpany appointing P.J. Crowm ey as Co-Trustee in succession to said R
Amundsen, resigned, under the Mrtgage and by P.J. Crowl ey accepting the
appoi ntnent as Co-Trustee under the Mortgage in succession to said R
Amundsen, which instrument was recorded in various counties in the states of
Mont ana, |daho and Wom ng; and

WHEREAS, by the Ei ghteenth Suppl enental |ndenture, the Conpany
appointed (i) WT. Cunningham as Co-Trustee in succession to said P.J.
Crowl ey, resigned, under the Mrtgage and WT. Cunni ngham accepted the
appoi ntnent as Co-Trustee under the Moirtgage in succession to said P.J.
Crow ey, and (ii) The Bank of New York as Corporate Trustee in succession to
Morgan Guaranty Trust Conmpany of New York, resigned, under the Mrtgage and
The Bank OF New York accepted the appoi ntnent as Corporate Trustee under the
Mort gage in succession to said Morgan Guaranty Trust Conpany of New York,
whi ch suppl enental indenture was recorded in various counties in the states of
Mont ana, |daho and Wom ng; and

WHEREAS, an instrument dated March 29, 1999 was executed by the
Conpany appoi nting Douglas J. Maclnnes as Co-Trustee in succession to said
W T. Cunni ngham resigned, under the Mrtgage and by Douglas J. Macl nnes
accepting the appoi ntnment as Co-Trustee under the Mrrtgage in succession to
said WT. Cunningham which instrument was recorded in various counties in the
states of Mntana, |daho and Wom ng; and

WHEREAS, in addition to the property described in the Mrtgage,
t he Conpany has acquired certain other property, rights and interests in
property; and

WHEREAS, the Conpany-New Jersey or the Conpany has heretofore

i ssued, in accordance with the provisions of the Mdortgage, the foll ow ng
series of First Mrtgage Bonds:
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Pri nci pal Pri nci pa
Anmount Anmount

Series | ssued Qut st andi ng
2-7/8% Series due 1975................... $40, 000, 000 NONE
3-1/8% Series due 1984................... 6, 000, 000 NONE
4-1/2% Series due 1989................... 15, 000, 000 NONE
8-1/4% Series due 1974................... 30, 000, 000 NONE
7-1/2% Series due 2001 .................. 25, 000, 000 NONE
8-5/8% Series due 2004................... 60, 000, 000 NONE
8-3/4% Series due 1981................... 30, 000, 000 NONE
9.60% Series due 2005.................... 35, 000, 000 NONE
9.70% Series due 2005.................... 65, 000, 000 NONE
9-7/8% Series due 2009................... 50, 000, 000 NONE
11-3/4% Series due 1993.................. 75, 000, 000 NONE
10/ 10-1/ 8% Seri es due 2004/2014.......... 80, 000, 000 NONE
8-1/8% Series due 2014................... 41, 200, 000 NONE
7.70% Series due 1999 (Fourteenth)....... 55, 000, 000 NONE
8-1/4% Series due 2007 (Fifteenth)....... 55, 000, 000 $365, 000
8.95% Seri es due 2022 (Sixteenth)........ 50, 000, 000 1, 446, 000
Secured Medi um Term Notes (Seventeenth).. 68, 000, 000 28, 000, 000
7% Series due 2005 (Eighteenth).......... 50, 000, 000 5, 386, 000
6-1/8% Seri es due 2023 (Nineteenth)...... 90, 205, 000 90, 205, 000
5.90% Seri es due 2023 (Twentieth)........ 80, 000, 000 80, 000, 000
0% Series due 1999........ ... .. ... ...... 210, 321, 007 NONE

whi ch bonds are al so hereinafter sometines called bonds of the First through
Twenty-first Series, respectively; and

WHEREAS, Section 8 of the Mortgage provides that the form of each
series of bonds (other than the First Series) issued thereunder and of the
coupons to be attached to coupon bonds of such series shall be established by
Resol ution of the Board of Directors of the Conpany and that the form of such
series, as established by said Board of Directors, shall specify the
descriptive title of the bonds and various other terns thereof, and nay al so
contai n such provisions not inconsistent with the provisions of the Indenture
as the Board of Directors may, in its discretion, cause to be inserted therein
expressing or referring to the terns and conditions upon which such bonds are
to be issued and/or secured under the I|Indenture; and

WHEREAS, Section 120 of the Mrtgage provides, anong ot her things,
that any power, privilege or right expressly or inpliedly reserved to or in
any way conferred upon the Conpany by any provision of the Indenture, whether
such power, privilege or right is in any way restricted or is unrestricted,
may be in whole or in part waived or surrendered or subjected to any
restriction if at the time unrestricted or to additional restriction if
already restricted, and the Conpany may enter into any further covenants,
limtations or restrictions for the benefit of any one or nore series of bonds
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i ssued thereunder, or the Conpany may cure any anbiguity contained therein or
in any supplenental indenture or may (in lieu of establishment by Resol ution
as provided in Section 8 of the Mortgage) establish the terns and provisions
of any series of bonds other than said First Series, by an instrunment in
writing acknow edged by the Conpany in such nmanner as woul d be necessary to
entitle a conveyance of real estate to record in all of the states in which
any property at the tine subject to the lien of the Indenture shall be
situated; and

WHEREAS, the Conpany now desires to create a new series of bonds
and (pursuant to the provisions of Section 120 of the Mdrtgage) to add to its
covenants and agreenments contained in the Mdrtgage as suppl enented; and

WHEREAS, the execution and delivery by the Conmpany of this
Twenti eth Suppl enental |Indenture, and the terns of the bonds of the Twenty-
second Series hereinafter referred to, have been duly authorized by the
Conpany’s Board of Directors and Executive Conmittee of such Board by
appropriate resolutions of that Board and Committee;

NOW THEREFORE, THI S | NDENTURE W TNESSETH: That the Conpany, in
consi deration of the prem ses and of $1.00 to it duly paid by the Trustees at
or before the ensealing and delivery of these presents, the recei pt whereof is
her eby acknow edged, and in further evidence of assurance of the estate, title
and rights of the Trustees and in order further to secure the paynent of both
the principal of and interest and premium if any, on the bonds fromtinme to
time issued under the Indenture, according to their tenor and effect and the
performance of all the provisions of the Indenture (including any nodification
made as in the Mortgage provided) and of said bonds, and to confirmthe lien
of the Mortgage on certain after-acquired property, hereby grants, bargains,
sells, rel eases, conveys, assigns, transfers, nortgages, pledges, sets over
and confirms (subject, however, to Excepted Encunbrances as defined in Section
6 of the Mortgage, as heretofore suppl enented) unto Douglas J. Maclnnes and
(to the extent of its |legal capacity to hold the sane for the purposes hereof)
to The Bank of New York, as Trustees under the Indenture, and to their
successor or successors in said trust, and to said Trustees and their
successors and assigns forever, all property, real, personal and m xed, of the
kind or nature specifically nmentioned in the Mrtgage, as heretofore
suppl enented, or of any other kind or nature (whether or not |located in the
State of Montana), acquired by the Conpany after the date of the execution and
delivery of the Mdrtgage, as heretofore suppl enmented (except any herein or in
the Mortgage, as heretofore suppl emented, expressly excepted), now owned or
subj ect to the provisions of subsection (1) of Section 87 of the Mrtgage,
hereafter acquired by the Conpany (by purchase, consolidation, nerger
donation, construction, erection or in any other way) and wheresoever
situated, including (without in anywise limting or inpairing by the
enuneration of the same the scope and intent of the foregoing or of any
general description contained in the Indenture) all |ands, power sites,
fl owage rights, water rights, water |ocations, water appropriations, ditches,
flumes, reservoirs, reservoir sites, canals, raceways, dams, dam sites,
aqueducts, and all other rights or nmeans for appropriating, conveying, storing
and supplying water; all rights of way and roads; all plants for the
generation of electricity by steam water and/or other power; all powerhouses,
gas plants, street lighting systems, standards and other equi pment incidenta
thereto, tel ephone, radio and tel evision systens, air-conditioning systens and
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equi pnment incidental thereto, water works, water systems, steam heat and hot
wat er plants, substations, lines, service and supply systens, bridges,
culverts, tracks, ice or refrigeration plants and equi pnent, offices,
bui | di ngs and ot her structures and the equi pnent thereof; all machinery,

engi nes, boilers, dynanps, electric, gas and other nachines, regul ators,
neters, transfornmers, generators, notors, electrical, gas and mechani ca
appl i ances, conduits, cables, water, steam heat, gas or other pipes, gas nmins
and pi pes, service pipes, fittings, valves and connections, pole and

transm ssion lines, wires, cables, tools, inplenments, apparatus, furniture and
chattels; all franchises, consents or permts; all lines for the transm ssion
and distribution of electric current, gas, steam heat or water for any purpose
i ncluding towers, poles, wires, cables, pipes, conduits, ducts and al
apparatus for use in connection therewith; all real estate, |ands, easenents,
servitudes, |icenses, permts, franchises, privileges, rights of way and other
rights in or relating to real estate or the occupancy of the sane and (except
as herein or in the Mdbrtgage, as heretofore suppl enented, expressly excepted)
all the right, title and interest of the Conpany in and to all other property
of any kind or nature appertaining to and/or used and/or occupi ed and/ or
enjoyed in connection with any property hereinbefore or in the Mrtgage, as
her et of ore suppl enented, descri bed.

TOGETHER with all and singular the tenenents, hereditanents,
prescriptions, servitudes and appurtenances bel onging or in anyw se
appertaining to the aforesaid property or any part thereof, with the reversion
and reversions, renmainder and remai nders and (subject to the provisions of
Section 57 of the Mortgage) the tolls, rents, revenues, issues, earnings,

i ncome, product and profits thereof, and all the estate, right, title and

i nterest and cl ai m what soever, at law as well as in equity, which the Conpany
now has or may hereafter acquire in and to the aforesaid property and
franchi ses and every part and parcel thereof.

I T IS HEREBY AGREED by the Conpany that, subject to the provisions
of subsection (1) of Section 87 of the Mortgage, all the property, rights, and
franchi ses acquired by the Conpany (by purchase, consolidation, nerger
donation, construction, erection or in any other way) after the date hereof,
except any herein or in the Mortgage, as heretofore supplenented, expressly
excepted, shall be and are as fully granted and conveyed hereby and as fully
enbraced within the lien hereof and the lien of the Mrtgage, as heretofore
suppl enented, as if such property, rights and franchi ses were now owned by the
Conmpany and were specifically described herein and conveyed hereby.

PROVI DED that the following are not and are not intended to be now
or hereafter granted, bargained, sold, rel eased, conveyed, assigned,
transferred, nortgaged, hypothecated, affected, pledged, set over or confirned
her eunder and are hereby expressly excepted fromthe |ien and operation of the
Mort gage, as supplenented, viz: (1) cash, shares of stock, bonds, notes and
ot her obligations and other securities not specifically pledged, paid,
deposited, delivered or held under the Mrtgage, as suppl enented, or
covenanted so to be; (2) merchandi se, equi pnent, apparatus, materials or
supplies held for the purpose of sale or other disposition in the usual course
of business; fuel, oil and simlar materials and supplies consumable in the
operation of any of the properties of the Company; all aircraft, tractors,
rolling stock, trolley coaches, buses, notor coaches, autonpbiles, notor
trucks, and other vehicles and materials and supplies held for the purpose of
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repairing or replacing (in whole or part) any of the sane; (3) bills, notes
and accounts receivable, judgnments, demands and chooses in action, and al
contracts, |eases and operating agreenents not specifically pledged under the
Mort gage, as suppl enented, or covenanted so to be; the Conpany’s contractua
rights or other interest in or with respect to tires not owned by the Conpany;
(4) the last day of the termof any | ease or |easehold which may be or becone
subject to the lien of the Mrtgage, as supplenmented; (5) electric energy,
gas, steam water, ice, and other materials or products generated,
manuf act ured, produced, purchased or acquired by the Conpany for sale,
distribution or use in the ordinary course of its business; all tinber,
mnerals, mineral rights and royalties and all Gas and G| Production
Property, as defined in Section 4 of the Mrtgage, as supplenmented; (6) the
Conpany’s franchise to be a corporation; and (7) any property heretofore

rel eased pursuant to any provisions of the Indenture and not heretofore

di sposed of by the Conmpany; provided, however, that the property and rights
expressly excepted fromthe |ien and operation of the Mrtgage, as

suppl enented, in the above subdivisions (2) and (3) shall (to the extent
permtted by |aw) cease to be so excepted in the event and as of the date that
either or both of the Trustees or a receiver or trustee shall enter upon and
t ake possession of the Mdrtgaged and Pl edged Property in the manner provided
in Article XIIl of the Mortgage by reason of the occurrence of a Default as
defined in Section 65 thereof.

TO HAVE AND TO HOLD all such properties, real, personal and m xed
granted, bargained, sold, released, conveyed, assigned, transferred,
nort gaged, pl edged, set over or confirned by the Conpany as aforesaid, or
i ntended so to be, unto DOUGLAS J. MACINNES and (to the extent of its |lega
capacity to hold the sanme for the purposes hereof) unto THE BANK OF NEW YORK
as Trustees, and their successors and assigns forever.

I N TRUST NEVERTHELESS, for the sane purposes and upon the sane
ternms, trusts and conditions and subject to and with the same provisos and
covenants as are set forth in the Mortgage, as supplenented, this Twentieth
Suppl enent al | ndenture bei ng suppl enental thereto.

AND I T | S HEREBY COVENANTED by the Conpany that all the ternmns,
conditions, provisos, covenants and provisions contained in the Mrtgage, as
suppl enented, shall affect and apply to the property herei nbefore descri bed
and conveyed and to the estate, rights, obligations and duties of the Conpany
and the Trustees and the beneficiaries of the trust with respect to said
property, and to the Trustees and their successors as Trustees of said
property in the same manner and with the sanme effect as if the said property
had been owned by the Conpany-New Jersey at the tinme of the execution of the
Mort gage, and had been specifically and at |ength described in and conveyed to
the Trustees, by the Mrtgage as a part of the property therein stated to be
conveyed.

The Conpany further covenants and agrees to and with the Trustees
and their successors in said trust under the Indenture, as foll ows:
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ARTI CLE |
TWENTY- SECOND SERI ES OF FI RST MORTGAGE BONDS

Section 1.01. General Terns of Bonds to be |ssued.

(a) There is hereby created a series of bonds designated: “7.30%
Series due 2006” (herein sonetinmes referred to as the “Twenty-second Series;”
and the bonds of such Twenty-second Series are hereinafter sonetines referred
to as the “Bonds”), each of which shall bear the descriptive title “First
Mort gage Bond.” Bonds of the Twenty-second Series shall nmature on Decenber 1,
2006 and shall be issued as fully registered bonds in mni mum denom nations of
$100, 000 and integral nultiples of $1,000 in excess thereof; they shall bear
interest at the rate of 7.30% per annum payable in arrears, subject to
adj ustmrent as described in Section 1.02 herein, the first interest paynent to
be made on June 1, 2002 and shall be for the period fromthe date of first
aut hentication of the Bonds to June 1, 2002, with subsequent interest paynents
payabl e semi annually on Decenber 1 and June 1 of each year (each such paynent
date, an “Interest Paynent Date”); the principal of and interest on each Bond
to be payable at the office or agency of the Conpany in the Borough of
Manhattan, The City of New York, in such coin or currency of the United States
of America as at the tinme of paynent is |legal tender for public and private
debts. The Bonds shall be dated as in Section 10 of the Mortgage provided.

The Bonds (i) if issued to “qualified institutional buyers” (as
defined in Rule 144A under the Securities Act; each, a “QB"), in reliance on
Rul e 144A under the Securities Act or (ii) if issued in offshore transactions
to Non-U. S. Persons in reliance on Regulation S, shall be issued in the form
of one or nmore G obal Bonds substantially in the formof Exhibit A or Exhibit
B hereto, respectively, and shall be deposited on behalf of the purchasers of
the Bonds represented thereby with the Corporate Trustee as custodian for The
Depository Trust Conpany (“DTC’) or such other depositary as nay be
subsequent |y designated (the “Depositary”), shall be registered in the nane of
the Depositary or a nomi nee of the Depositary and the aggregate principa
anount of Bonds so issued nay fromtinme to tine be increased or decreased by
adj ustmrents made on the records of the Corporate Trustee and the Depositary or
its nom nee.

At the option of the regi stered owner, any Bonds, upon surrender
thereof for cancellation at the office or agency of the Conpany in the Borough
of Manhattan, The City of New York, shall be exchangeable for a |i ke aggregate
princi pal anount of bonds of the same series of other authorized
denom nati ons.

The Bonds shall be transferable upon the surrender thereof for
cancel l ation, together with a witten instrument of transfer in form approved
by the Registrar, duly executed by the registered owner or by his duly
authorized attorney, at the office or agency of the Conpany in the Borough of
Manhattan, The City of New York.

Upon any exchange or transfer of Bonds, the Conpany nmay nmake a
charge therefor sufficient to reinmburse it for any tax or taxes or other
governmental charge, as provided in Section 12 of the Mrtgage, but the
Conmpany hereby wai ves any right to make a charge in addition thereto for any
exchange or transfer of Bonds.
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(b) Upon the delivery of this Twentieth Suppl enental |ndenture,
Bonds in the aggregate principal amount of $150,000,000 are to be issued and
delivered, pursuant to Article VI of the Mdrtgage, forthwith and will be
Qutstanding in addition to $365,000 aggregate principal amount of Bonds of the
Fifteenth Series Qutstanding, $1, 446,000 aggregate principal anmount of Bonds
of the Sixteenth Series Qutstanding, $28, 000,000 aggregate principal anpunt of
Bonds of the Seventeenth Series Qutstanding, $5,386,000 aggregate principa
amount of Bonds of the Eighteenth Series Qutstanding, $90, 205,000 aggregate
princi pal ampunt of Bonds of the Nineteenth Series Qutstanding and $80, 000, 000
aggregate principal amount of Bonds of the Twentieth Series Qutstanding at the
date of delivery of this Twentieth Suppl enental |ndenture.

Section 1.02. Redenpti on.

(a) The Bonds will not be subject to any mandatory redenption,
sinking fund or other obligation of the Conpany to anortize, redeemor retire
the Bonds and, in any case, the Bonds shall not be redeenmable prior to
maturity at the option of any hol der of Bonds. Bonds of the Twenty-second
Series shall be redeemabl e, however, at the option of the Conpany and pursuant
to the requirenents of the Indenture in whole or in part at anytinme and from
time to tine, prior to maturity, upon notice to the holders of such Bonds by
first class mail, nmiled not |less than 30 days but not nmore than 60 days prior
to the date on which such Bonds are fixed to be redeened (such date fixed for
redenpti on, the “Redenption Date”), in cash at a redenption price (the
“Redenption Price”) equal to (i) the greater of: (A) one hundred per centum
(100% of the principal amunt of Bonds to be redeened then Qutstanding, and
(B) the sum of the present values of the remaining schedul ed paynments of
principal and interest thereon (not including any portion of such paynents of
i nterest accrued as of the Redenption Date discounted to the Redenption Date
on a seni-annual basis (assumi ng a 360-day year consisting of twelve 30-day
nmont hs) at the Adjusted Treasury Rate (as hereinafter defined), plus
(ii) accrued and unpaid interest to the Redenption Date, as cal cul ated by an
I ndependent | nvestnment Banker (as hereinafter defined); provided, however,
that such Redenption Price and other terms shall be in accordance with a
Resol ution of the Conpany’s Board of Directors which Resolution shall be filed
with the Corporate Trustee referring to this Twentieth Suppl enental |ndenture.

(b) In the event of any redenption of the Bonds, neither the
Conpany nor the Corporate Trustee shall be required to (i) register the
transfer of or exchange any Bonds during a period beginning at the opening of
15 days before any selection for redenption of such Bonds and ending at the
cl ose of business on the earliest date on which the relevant notice of
redenption is deened to have been given to all holders of Bonds to be redeened
or (ii) register the transfer of or exchange any Bonds so sel ected for
redenption, in whole or in part, except the unredeened portion of any Bonds
bei ng redeened in part. Unless the Conpany defaults in paynent of the
redenption price, on and after the Redenption Date interest will cease to
accrue on the Bonds of this series or portions thereof called for redenption.

(c) If the Conpany elects to redeemthe Bonds in part, the
Corporate Trustee shall select a fair and appropriate manner in which to
deternmi ne which of the Bonds Qutstanding are to be redeened; provided that
such manner shall be pursuant to the requirenments of the Indenture.
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(d) For purposes of this Section 1.02:

“Adj usted Treasury Rate” neans, with respect to any Redenption
Dat e:

the yield, under the headi ng which represents the average for the
i medi ately precedi ng week, appearing in the nost recently
publ i shed statistical release designated “H 15(519)" or any
successor publication which is published weekly by the Board of
Governors of the Federal Reserve System and which establishes
yields on actively traded United States Treasury securities
adj usted to constant maturity under the caption “Treasury
Constant Maturities,” for the maturity corresponding to the
Conpar abl e Treasury Issue (as hereinafter defined) (if no
maturity is within three nonths before or after the Remaining
Life (as hereinafter defined), yields for the two published
maturities nost closely corresponding to the Conparable Treasury
Issue will be determ ned and the Adjusted Treasury Rate will be
i nterpol ated or extrapolated from such yields on a straight line
basis, rounding to the nearest nonth); or
if such release (or any successor release) is not published
during the week preceding the cal cul ati on date or does not
contain such yields), the rate per annum equal to the sem -annua
equivalent yield to maturity of the Conparable Treasury |ssue,
calcul ated using a price for the Conparable Treasury |Issue
(expressed as a percentage of its principal anpbunt) equal to the
Conpar abl e Treasury Price (as hereinafter defined) for such
Redenpti on Dat e.

The Adjusted Treasury Rate will be calculated on the third Busi ness Day (as

herei nafter defined) preceding the Redenption Date.

“Conparabl e Treasury |ssue” nmeans the United States Treasury security sel ected

by an | ndependent |nvestnment Banker (as hereinafter defined) as having a

maturity conparable to the remaining termof the Bonds to be redeened that would

be used, at the tinme of selection and in accordance with customary financia

practice, in pricing new issues of corporate debt securities of conparable

maturity to the remaining termof such Bonds (the “Remaining Life”).

“Conparabl e Treasury Price” nmeans (1) the average of five Reference Treasury

Deal er Quotations (as hereinafter defined) for such Redenption Date, after

excl udi ng the highest and | owest Reference Treasury Deal er Quotations, or (2) if

the I ndependent |nvestnent Banker (as hereinafter defined) obtains fewer than

five such Reference Treasury Deal er Quotations, the average of all such

guot ati ons.

“l ndependent | nvestnent Banker” nmeans Salonmon Smith Barney Inc. and its

successors, or if that firmis unwilling or unable to serve as such, an

i ndependent investnent and banking institution or national standing appointed by

t he Conpany.

“Reference Treasury Deal er” neans:
Sal onon Snmith Barney Inc. and its successors; provided that, if
Sal onon Snith Barney Inc. ceases to be a primary U S. Gover nnent
securities dealer in New York City (“Primary Treasury Dealer”),

we will substitute another Prinmary Treasury Deal er; and
up to four other Primary Treasury Deal ers sel ected by the
Conpany.
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“Reference Treasury Deal er Quotations” neans, with respect to each
Ref erence Treasury Deal er and any Redenption Date, the average, as determ ned
by the Independent |nvestnment Banker, of the bid and asked prices for the
Conpar abl e Treasury |Issue (expressed in each case as a percentage of its
princi pal anpbunt) quoted in witing to the |Independent |nvestnent Banker at
5:00 p.m, New York City tinme, on the third Business Day precedi ng such
Redenpti on Dat e.

The Corporate Trustee shall be under no duty to inquire into, may
concl usively presune the correctness of, and shall be fully protected in
acting upon the calculation by the Independent |Investnent Banker of any
Redenption Price of the Bonds.

Section 1.03. Interest.
The Bonds shall bear interest for each Interest Period (as
herei nafter defined) at a rate per annum of 7.30% subject to adjustnent as
described in this Section 1.03.

The rate of interest to be borne by the Bonds (the “Interest
Rate”) for each Interest Period shall be equal to 7.30% per annum plus any
applicable Total Adjustnent Rate (as hereinafter defined) per annum effective
on the i medi ately succeeding Interest Paynent Date and shall be applicable to
the entire Interest Period in respect of which interest is payable on such
I nterest Paynent Date; provided that the Bonds will be subject to adjustnent
only through and including the thirtieth day (such day, the “Fi xed Date”)
after the consunmmati on of the sale of substantially all of the Conpany’s gas
and electric utility business to NorthWstern Corporation (such sal e pursuant
to the Unit Purchase Agreement anong the Conpany, NorthWestern Corporation and
Touch American Holdings, Inc., dated as of Septenber 29, 2000); and provided
further that the Interest Rate in effect on the Fixed Date shall no | onger be
subj ect to adjustnent and shall be, for so long as any Bonds renmin
Qutstandi ng, equal to the Interest Rate that would exist if the Interest Rate
were to be determ ned as described in this Section 1.03 on such Fi xed Date.
The Conpany shall notify the Corporate Trustee in witing at the principa
corporate trust office of the Corporate Trustee of the Fixed Date pronptly
followi ng the consummati on of such sale, if any.

Prior to the Fixed Date, if any, in the event Muody’'s |Investors
Service, Inc. (“Mody’ s) or Standard & Poor’s Rating Services (“S&P”) have
assigned to the Conpany’s long-term secured debt a rating (a “Rating”) |isted
under their respective nanes in the table inmediately bel ow as of any date
within an Interest Period, the Conpany shall use the Adjustnment Amount
opposite such Rating below (an “Adjustnment Anount”) to determ ne the Tota
Adj ustnent Rate effective on the applicable Interest Paynment Date. The “Tota
Adj ustnent Rate,” if any, shall equal the sum of the applicable Mody’s
Adj ust nent Anmpunt opposite the then-existing Myody's Rating bel ow plus the
appl i cabl e S&P Adj ust ment Anount opposite the then-existing S& Rating bel ow.

I nterest Rate Adjustnents

Mbody’ s Rati ng “Mpody’ s Adj ust nent
Ampunt”
Baal 0. 000%
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Baa2 0. 100%

Baa3 0. 250%
Bal 0. 750%
S&P Rati ng “S&P Adj ust ment

Ampunt ”

BBB+ 0. 100%

BBB 0. 200%

BBB- 0. 350%

BB+ 0. 850%

If, prior to the Fixed Date, either Mody's or S&P changes its
Rating subsequent to an adjustnent in the Interest Rate as a result of a
previ ous Rating change by Mbody's or S&P, the Interest Rate on the Bonds will
be readjusted in accordance with the table above and the paragraph i medi ately
above.

The period commencing on an Interest Paynent Date and endi ng on
the day preceding the next succeeding Interest Paynent Date shall be an
“Interest Period;” provided that the first Interest Period shall begin on the
date of the first authentication of the Bonds and extend through May 31, 2002,
the day preceding the first Interest Paynent Date.

I nterest paynents for the Bonds will be conputed and paid on the
basis of a 360-day year of twelve 30-day nonths. |If an Interest Paynent Date
or Redenption Date falls on a day that is not a Business Day, such |nterest
Payment Date or Redenption Date, as the case may be, will be the i mediately

succeedi ng Business Day with the sane force and effect as if nmade on the
original Interest Paynent Date or Redenption Date, as the case may be, and no
i nterest shall accrue for the period fromand after such original Interest
Payment Date or Redenption Date, as the case may be. All dollar amunts
resulting fromsuch calculation will be rounded, if necessary, to the nearest
cent with one-half cent rounded upward.

No |l ater than the day i medi ately succeeding the Fi xed Date and
upon any change in a Rating prior to the Fixed Date, the Conpany shall notify
the Corporate Trustee pronptly in witing upon any change in any Rating froma
previously existing Rating, such notice stating the new Rating and the
effective date of such Rating. The Corporate Trustee may concl usively presune
that there has been no change in a Rating unless and until the Corporate
Trustee shall have received at its principal corporate trust office such
notice in witing fromthe Conpany. Upon the request of a Hol der of a Bond,
the Corporate Trustee shall provide to such Holder information for the then-
current Interest Period, based on information received fromthe Conpany,
regarding the Interest Rate for such Interest Period.

I nterest on any Bond which is payable, and is punctually paid or
duly provided for, on any Interest Paynment Date shall be paid to the Person in
whose nane that Bond (or one or nore Predecessor Bonds) is registered at the
cl ose of business on the Record Date for such interest; provided, however,
that interest payable at maturity (whether the stated maturity or maturity
resulting fromdeclaration of acceleration, call for redenption or otherw se)
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shall be payable to the Person to whomthe principal of such Bond shall be
payabl e.

Section 1.04. Restrictions on Transfer and Exchange of Bonds.

(a) Transfer and Exchange of d obal Bonds. A d obal Bond nmay
not be transferred as a whol e except by the Depositary to a nom nee of the
Depositary, by a noninee of the Depositary to the Depositary or to another
nom nee of the Depositary, or by the Depositary or any such nominee to a
successor Depositary or a nominee of such successor Depositary. Al d oba
Bonds wi ||l be exchanged by the Conmpany for Certificated Bonds if (i) the
Conpany delivers to the Corporate Trustee witten notice fromthe Depositary
that it is unwilling or unable to continue to act as Depositary or that it is
no |l onger a clearing agency registered under the Exchange Act and, in either
case, a successor Depositary is not appointed by the Conpany within 120 days
after the date of such notice fromthe Depositary; (ii) the Conpany in its
sol e discretion determ nes that the G obal Bonds (in whole but not in part)
shoul d be exchanged for Certificated Bonds and delivers a witten notice to
such effect to the Corporate Trustee or (iii) there shall have occurred and be
continuing a Default with respect to the Bonds; provided that in no event
shall the Regulation S d obal Bond be exchanged by the Conpany for
Certificated Bonds prior to (x) the expiration of the Distribution Conpliance
Period and (y) the receipt by the Registrar of any certificates required
pursuant to Rule 903 under the Securities Act as the Registrar shall be
advi sed by the Conmpany. Upon the occurrence of either of the preceding events
in (i), (ii) or (iii) above, Certificated Bonds shall be issued in such nanes
as the Depositary shall instruct the Corporate Trustee. @ obal Bonds al so may
be exchanged or replaced, in whole or in part, as provided in this
Section 1.04 and pursuant to Sections 15 and 16 of the Mortgage as heretofore
anmended and suppl enented. Every Bond authenticated and nmade avail abl e for
delivery in exchange for, or in lieu of, a dobal Bond or any portion thereof,
pursuant to this Section 1.04 and pursuant to Sections 15 and 16 of the
Mort gage as heretofore amended and suppl enented, shall be authenticated and
made avail able for delivery in the formof, and shall be, a G obal Bond. A
d obal Bond may not be exchanged for another Bond ot her than as provided in
this Section 1.04(a); however, beneficial interests in a G obal Bond may be
transferred and exchanged as provided in Section 1.04(b) or (c) hereof.

(b) Transfer and Exchange of Beneficial Interests in the G oba
Bonds. The transfer and exchange of beneficial interests in the d obal Bonds
shal |l be effected through the Depositary, in accordance with the provisions of
this Suppl enental [ndenture and the Applicable Procedures. Beneficia
interests in the Restricted d obal Bonds shall be subject to restrictions on
transfer conparable to those set forth herein to the extent required by the
Securities Act. Transfers of beneficial interests in the d obal Bonds al so
shall require conpliance with either subparagraph (i) or (ii) below, as
applicable, as well as one or nore of the other follow ng subparagraphs as
appl i cabl e:

(i) Transfer of Beneficial Interests in the Same dobal Bond
Beneficial interests in any Restricted dobal Bond may be transferred to
Persons who take delivery thereof in the formof a beneficial interest in the
same Restricted G obal Bond in accordance with the transfer restrictions set
forth in the Private Placenent Legend; provided, however, that prior to the
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expiration of the Distribution Conpliance Period, transfers of beneficial
interests in the Regulation S dobal Bond nmay not be nmade to a U S. Person or
for the account or benefit of a U S. Person (other than an Initial Purchaser).
Beneficial interests in any Unrestricted d obal Bond may be transferred only
to Persons who take delivery thereof in the form of a beneficial interest in
an Unrestricted Gobal Bond. No witten orders or instructions shall be
required to be delivered to the Registrar to effect the transfers described in
this Section 1.04(b)(i).

(ii) Al Oher Transfers and Exchanges of Beneficial Interests in
d obal Bonds. In connection with all transfers and exchanges of benefici al
interests (other than transfers of beneficial interests in a dobal Bond to
Persons who take delivery thereof in the formof a beneficial interest in the
same d obal Bond), the transferor of such beneficial interest nust deliver to
the Registrar either (A)(1) a witten order froma Participant or an |ndirect
Participant given to the Depositary in accordance wth the Applicable
Procedures directing the Depositary to credit or cause to be credited a
beneficial interest in the specified Gobal Bond in an anobunt equal to the
beneficial interest to be transferred or exchanged and (2) instructions given
in accordance with the Applicable Procedures containing information regarding
the Participant account to be credited with such increase or (B)(1l) a witten
order froma Participant or an Indirect Participant given to the Depositary in
accordance with the Applicable Procedures directing the Depositary to cause to
be issued a Certificated Bond in an anmobunt equal to the beneficial interest to
be transferred or exchanged and (2) instructions given by the Depositary to
the Registrar containing information regarding the Person in whose nanme such
Certificated Bond shall be registered to effect the transfer or exchange
referred to in (B)(1l) above; provided that in no event shall Certificated
Bonds be issued upon the transfer or exchange of beneficial interests in the
Regulation S dobal Bond prior to (x) the expiration of the Distribution
Conpliance Period and (y) the receipt by the Registrar of any certificates
required pursuant to Rule 903 under the Securities Act as the Registrar shall
be advised by the Conpany. Upon satisfaction of all of the requirenents for
transfer or exchange of beneficial interests in G obal Bonds contained in this

Suppl enental Indenture, the Corporate Trustee shall adjust the principal
anmount of the relevant G obal Bond(s) pursuant to Section 1.04(g) hereof.
(iii) Transfer of Beneficial Interests to Another Restricted d obal

Bond. Beneficial interests in any Restricted G obal Bond may be transferred to
Persons who take delivery thereof in the form of a beneficial interest in
anot her Restricted G obal Bond if the transfer conplies with the requirenments
of Section 1.04(b)(ii) above and the Registrar receives the foll ow ng:

(A) if the transferee will take delivery in the formof a
beneficial interest in the 144A d obal Bond, then the transferor
must deliver a certificate in the formof Exhibit C hereto,
including the certifications in item (1) thereof; and

(B) if the transferee will take delivery in the formof a
beneficial interest in the Regulation S G obal Bond, then the
transferor nust deliver a certificate in the formof Exhibit C
hereto, including the certifications in item (2) thereof.

(iv) Transfer and Exchange of Beneficial Interests in a Restricted

d obal Bond for Beneficial Interests in the Unrestricted @ obal Bond.
Beneficial interests in any Restricted G obal Bond may be exchanged by any
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hol der thereof for a beneficial interest in the Unrestricted d obal Bond or
transferred to Persons who take delivery thereof in the form of a beneficial
interest in the Unrestricted G obal Bond if the exchange or transfer conplies
with the requirenments of Section 1.04(b)(ii) above and the Registrar receives
the foll ow ng:
(A if the holder of such beneficial interest in a
Restricted d obal Bond proposes to exchange such beneficia
interest for a beneficial interest in the Unrestricted d oba
Bond, a certificate fromsuch holder in the formof Exhibit D
hereto, including the certifications in item(1)(a) thereof; or

(B) if the hol der of such beneficial interest in a
Restricted d obal Bond proposes to transfer such beneficia
interest to a Person who shall take delivery thereof in the form
of a beneficial interest in the Unrestricted G obal Bond, a
certificate fromsuch holder in the formof Exhibit C hereto,
including the certifications in item (4) thereof; and

(O in each such case set forth in this subparagraph (iv),
an opi nion of counsel in formreasonably acceptable to the Conpany
to the effect that such exchange or transfer is in conpliance with
the Securities Act, that the restrictions on transfer contained
herein and in the Private Placenment Legend are not required in
order to nmaintain conpliance with the Securities Act, and such
beneficial interest is being exchanged or transferred in
conpliance with any applicable blue sky securities |aws of any
State of the United States.

If any such transfer or exchange is effected pursuant to this

subpar agraph (iv) at a time when an Unrestricted G obal Bond has not yet
been i ssued, the Conpany shall issue and, upon receipt of an

aut hentication order in accordance with the Indenture hereof, the
Corporate Trustee shall authenticate one or nore Unrestricted d oba
Bonds in an aggregate principal amunt equal to the principal anount of
beneficial interests transferred pursuant to this subparagraph (iv).

(v) Transfer or Exchange of Beneficial Interests in Unrestricted
G obal Bonds for Beneficial Interests in Restricted G obal Bonds Prohibited.
Beneficial interests in an Unrestricted d obal Bond cannot be exchanged for,
or transferred to Persons who take delivery thereof in the form of, a
beneficial interest in any Restricted d obal Bond.
(c) Transfer or Exchange of Beneficial Interests for
Certificated Bonds.

(i) Beneficial Interests in Restricted Gdobal Bonds to Restricted
Certificated Bonds. If any holder of a beneficial interest in a Restricted
G obal Bond proposes to exchange such beneficial interest for a Restricted
Certificated Bond or to transfer such beneficial interest to a Person who
takes delivery thereof in the form of a Restricted Certificated Bond, then
upon recei pt by the Registrar of the follow ng docunentation (all of which may
be subnmitted by facsinile)

(A) if the holder of such beneficial interest in a
Restricted d obal Bond proposes to exchange such beneficia
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interest for a Restricted Certificated Bond, a certificate from
such holder in the formof Exhibit D hereto, including the
certifications in item (2)(a) thereof;

(B) if such beneficial interest is being transferred to a
QB in accordance with Rule 144A under the Securities Act, a
certificate to the effect set forth in Exhibit C hereto, including
the certifications in item (1) thereof;

(O if such beneficial interest is being transferred to a
Non-U.S. Person in an offshore transaction in accordance with Rule
903 or Rule 904 under the Securities Act, a certificate to the
effect set forth in Exhibit C hereto, including the certifications
initem (2) thereof;

(D) if such beneficial interest is being transferred
pursuant to an exenption fromthe registration requirements of the
Securities Act in accordance with Rule 144 under the Securities
Act, a certificate to the effect set forth in Exhibit C hereto,
including the certifications in item (3)(a) thereof;

(E) if such beneficial interest is being transferred to
the Conpany or any of its Subsidiaries, a certificate to the
effect set forth in Exhibit C hereto, including the certifications
initem (3)(b) thereof; or

(F) if such beneficial interest is being transferred
pursuant to an effective registration statenment under the
Securities Act, a certificate to the effect set forth in Exhibit C
hereto, including the certifications in item(3)(c) thereof,

the Corporate Trustee shall cause the aggregate principal amunt of the
applicable G obal Bond to be reduced accordingly pursuant to Section
1.04(g) hereof, and the Conpany shall execute and the Corporate Trustee
shall authenticate and deliver to the Person designated in the
instructions a Certificated Bond in the appropriate principal anount.
Certificated Bonds issued in exchange for beneficial interests in a
Restricted d obal Bond pursuant to this Section 1.04(c) shall be

regi stered in such nanes and in such authorized denom nations as the
hol der shall instruct the Registrar through instructions fromthe
Depositary and the Participant or Indirect Participant. The Corporate
Trustee shall deliver such Certificated Bonds to the Persons in whose
nanmes such Bonds are so registered. Certificated Bonds issued in
exchange for a beneficial interest in a Restricted G obal Bond pursuant
to this Section 1.04(c)(i) shall bear the Private Placenment Legend and
shall be subject to all restrictions on transfer contained therein.

(ii) Beneficial Interests in Regulation S d obal Bonds for Certificated
Bonds. Not wi t hst andi ng Sections 1.04(c)(i)(A) and (C) hereof, a beneficial
interest in the Regulation S dobal Bond nmay not be (A) exchanged for a
Certificated Bond prior to (x) the expiration of the Distribution Conpliance
Period and (y) the receipt by the Registrar of any certificates required
pursuant to Rule 903(c)(3)(B) under the Securities Act as the Registrar shal
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be advised by the Conpany or (B) transferred to a Person who takes delivery
thereof in the formof a Certificated Bond prior to the conditions set forth
in clause (A) above or unless the transfer is pursuant to an exenption from
the registration requirenents of the Securities Act other than Rule 903 or
Rul e 904 as the Registrar shall be advised by the Conpany.

(iii) Beneficial Interests in Restricted dobal Bonds to Unrestricted
Certificated Bonds. Notw thstanding Section 1.04(c)(i) hereof, a holder of a
beneficial interest in a Restricted G obal Bond may exchange such beneficial
interest for an Unrestricted Certificated Bond or may transfer such beneficia
interest to a Person who takes delivery thereof in the formof an Unrestricted
Certificated Bond only if the Registrar receives the follow ng:

(A if the holder of such beneficial interest in a
Restricted d obal Bond proposes to exchange such beneficia
interest for a Certificated Bond that does not bear the Private
Pl acenent Legend, a certificate from such holder in the form of
Exhibit D hereto, including the certifications in item (1)(b)

t hereof ; or

(B) if the holder of such beneficial interest in a
Restricted d obal Bond proposes to transfer such beneficia
interest to a Person who shall take delivery thereof in the form
of a Certificated Bond that does not bear the Private Pl acenent
Legend, a certificate fromsuch holder in the formof Exhibit C
hereto, including the certifications in item (4) thereof; and

(O in each such case set forth in this subparagraph
(iii), an opinion of counsel in formreasonably acceptable to the
Conpany, to the effect that such exchange or transfer is in
conpliance with the Securities Act, that the restrictions on
transfer contained herein and in the Private Placenent Legend are
not required in order to maintain conpliance with the Securities
Act, and such beneficial interest in a Restricted G obal Bond is
bei ng exchanged or transferred in conpliance with any applicable
bl ue sky securities laws of any State of the United States.

(iv) Beneficial Interests in Unrestricted G obal Bonds to Unrestricted
Certificated Bonds. |f any holder of a beneficial interest in an Unrestricted
d obal Bond proposes to exchange such beneficial interest for a Certificated
Bond or to transfer such beneficial interest to a Person who takes delivery
thereof in the form of a Certificated Bond, then, upon satisfaction of the
conditions set forth in Section 1.04(b)(ii) hereof, the Corporate Trustee
shal | cause the aggregate principal amount of the applicable G obal Bond to be
reduced accordingly pursuant to Section 1.04(g) hereof, and the Conpany shal
execute and the Corporate Trustee shall authenticate and deliver to the Person
designated in the instructions a Certificated Bond in the appropriate
princi pal anount. Certificated Bonds issued in exchange for a beneficia
interest pursuant to this Section 1.04(c)(iv) shall be registered in such
names and in such authorized denom nations as the holder shall instruct the
Regi strar through instructions from the Depositary and the Participant or
I ndirect Participant. The Corporate Trustee shall deliver such Certificated
Bonds to the Persons in whose nanes such Bonds are so registered
Certificated Bonds issued in exchange for a beneficial interest pursuant to
this Section 1.04(c)(iv) shall not bear the Private Placenent Legend.
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(v) Transfer or Exchange of Beneficial Interests in Unrestricted
G obal Bonds to Restricted Certificated Bonds Prohibited. Beneficia
interests in an Unrestricted d obal Bond cannot be exchanged for a
Certificated Bond bearing the Private Placenent Legend or transferred to a
Person who takes delivery thereof in the formof a Certificated Bond bearing
the Private Placenment Legend.
(d) Transfer or Exchange of Certificated Bonds for Beneficia

I nterests.
(i) Restricted Certificated Bonds to Beneficial Interests in
Restricted d obal Bonds. If any Holder of Restricted Certificated Bonds

proposes to exchange such Bonds for a beneficial interest in a Restricted
G obal Bond or to transfer such Restricted Certificated Bonds to a Person who
takes delivery thereof in the form of a beneficial interest in a Restricted
d obal Bond, then, upon receipt by the Registrar of the followng
docunentation (all of which nmay be submitted by facsimle)
(A) if the Hol der of such Restricted Certificated Bonds
proposes to exchange such Bonds for a beneficial interest in a
Restricted d obal Bond, a certificate from such Holder in the form
of Exhibit D hereto, including the certifications in item (2)(b)
t her eof ;

(B) if such Restricted Certificated Bonds are being
transferred to a QB in accordance with Rule 144A under the
Securities Act, a certificate to the effect set forth in Exhibit C
hereto, including the certifications in item (1) thereof;

(O if such Restricted Certificated Bonds are being
transferred to a Non-U. S. Person in an offshore transaction in
accordance with Rule 903 or Rule 904 under the Securities Act, a
certificate to the effect set forth in Exhibit C hereto, including
the certifications in item (2) thereof;

(D) if such Restricted Certificated Bonds are being
transferred pursuant to an exenption fromthe registration
requi renments of the Securities Act in accordance with Rule 144
under the Securities Act, a certificate to the effect set forth in
Exhibit C hereto, including the certifications in item(3)(a)
t her eof ;

(E) if such Restricted Certificated Bonds are being
transferred to the Conpany or any of its Subsidiaries, a
certificate to the effect set forth in Exhibit C hereto, including
the certifications in item (3)(b) thereof; or

(F) if such Restricted Certificated Bonds are being
transferred pursuant to an effective registration statenment under
the Securities Act, a certificate to the effect set forth in
Exhibit C hereto, including the certifications in item (3)(c)

t her eof

the Corporate Trustee shall cancel the Certificated Bonds, increase or
cause to be increased the aggregate principal anount of, in the case of
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cl ause (A) above, the appropriate Restricted d obal Bond, in the case of
clauses (B), (D), (E) and (F) above, the 144A d obal Bond, and in the
case of clause (C) above, the Regulation S d obal Bond.

(ii) Restricted Certificated Bonds to Beneficial Interests in
Unrestricted d obal Bonds. A Holder of Restricted Certificated Bonds may
exchange such Bonds for a beneficial interest in the Unrestricted d obal Bond
or transfer such Restricted Certificated Bonds to a Person who takes delivery
thereof in the form of a beneficial interest in the Unrestricted G obal Bond
only if the Registrar receives the foll ow ng:

(A if the Hol der of such Certificated Bonds proposes to
exchange such Bonds for a beneficial interest in the Unrestricted
G obal Bond, a certificate from such Holder in the form of Exhibit
D hereto, including the certifications in item(1)(c) thereof; or

(B) if the Hol der of such Certificated Bonds proposes to
transfer such Bonds to a Person who shall take delivery thereof in
the formof a beneficial interest in the Unrestricted d obal Bond,
a certificate fromsuch Holder in the formof Exhibit C hereto,
including the certifications in item (4) thereof; and

(O in each such case set forth in this subparagraph (ii),
an opi nion of counsel in formreasonably acceptable to the Conpany
to the effect that such exchange or transfer is in conpliance with
the Securities Act, that the restrictions on transfer contained
herein and in the Private Placenment Legend are not required in
order to maintain conpliance with the Securities Act, and such
Certificated Bonds are bei ng exchanged or transferred in
conpliance with any applicable blue sky securities |aws of any
State of the United States.

Upon satisfaction of the conditions of any of the subparagraphs in this
Section 1.04(d)(ii), the Corporate Trustee shall cancel the Certificated
Bonds and i ncrease or cause to be increased the aggregate principa
amount of the Unrestricted G obal Bond.

(iii) Unrestricted Certificated Bonds to Beneficial Interests in
Unrestricted d obal Bonds. A Hol der of Unrestricted Certificated Bonds may
exchange such Bonds for a beneficial interest in the Unrestricted d obal Bond
or transfer such Certificated Bonds to a Person who takes delivery thereof in
the form of a beneficial interest in the Unrestricted d obal Bond. Upon
recei pt of a request for such an exchange or transfer, the Corporate Trustee
shall cancel the Unrestricted Certificated Bonds and increase or cause to be
i ncreased the aggregate principal amount of the Unrestricted d obal Bond.

(iv) Transfer or Exchange of Unrestricted Certificated Bonds to
Beneficial Interests in Restricted d obal Bonds Prohibited. An Unrestricted
Certificated Bond cannot be exchanged for, or transferred to Persons who take
delivery thereof in the form of, beneficial interests in a Restricted d oba
Bond.

(v) | ssuance of Unrestricted G obal Bonds. |If any such exchange or
transfer from a Certificated Bond to a beneficial interest is effected
pursuant to subparagraph (ii) or (iii) above at a tinme when an Unrestricted
G obal Bond has not yet been issued, the Conpany shall issue and, upon receipt
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of an authentication order in accordance with the Indenture, the Corporate
Trustee shall authenticate one or nore Unrestricted Gobal Bonds in an
aggregate principal anpunt equal to the principal amunt of beneficia
interests transferred pursuant to the applicable subparagraph (ii) or (iii)
above.

(e) Transfer and Exchange of Certificated Bonds. Upon request
by a Hol der of Certificated Bonds and such Hol der’s conpliance with the
provi sions of this Section 1.04(e), the Registrar shall register the transfer
or exchange of Certificated Bonds. Prior to such registration of transfer or
exchange, the requesting Holder shall present or surrender to the Registrar
the Certificated Bonds duly endorsed or acconpanied by a witten instruction
of transfer in formsatisfactory to the Registrar duly executed by such Hol der
or by his attorney-in-fact, duly authorized in witing. In addition, the
requesting Hol der shall provide any additional certifications, docunents and
i nformati on, as applicable, pursuant to the provisions of this Section
1.04(e).

(i) Restricted Certificated Bonds to Restricted Certificated Bonds.
Restricted Certificated Bonds may be transferred to and registered in the nane
of Persons who take delivery thereof in the formof a Restricted Certificated
Bond if the Registrar receives the follow ng:

(A if the transfer will be made pursuant to Rule 144A
under the Securities Act, then the transferor nust deliver a
certificate in the formof Exhibit C hereto, including the
certifications in item (1) thereof;

(B) if the transfer will be made pursuant to Rule 903 or
Rul e 904 under the Securities Act, then the transferor nust
deliver a certificate in the formof Exhibit C hereto, including
the certifications in item(2) thereof; and

(O if the transfer will be made pursuant to any other
exenption fromthe registration requirenents of the Securities
Act, then the transferor nust deliver (x) a certificate in the
formof Exhibit C hereto, including the certifications in item (3)
thereof and (y) to the extent required by item 3(d) of Exhibit C
heret o, an opinion of counsel in formreasonably acceptable to the
Conpany to the effect that such transfer is in conpliance with the
Securities Act and such beneficial interest is being transferred
in conpliance with any applicable blue sky securities |aws of any
State of the United States.

(ii) Restricted Certificated Bonds to Unrestricted Certificated Bonds.
Restricted Certificated Bonds nay be exchanged by any Hol der thereof for an
Unrestricted Certificated Bond or transferred to Persons who take delivery
thereof in the form of an Unrestricted Certificated Bond if the Registrar
receives the follow ng:

(A if the Hol der of such Restricted Certificated Bonds
proposes to exchange such Bonds for an Unrestricted Certificated
Bond, a certificate fromsuch Holder in the formof Exhibit D
hereto, including the certifications in item(1)(a) thereof; or
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(B) if the Hol der of such Restricted Certificated Bonds
proposes to transfer such Bonds to a Person who shall take
delivery thereof in the formof an Unrestricted Certificated Bond,
a certificate fromsuch Holder in the formof Exhibit C hereto,
including the certifications in item (4) thereof; and

(O in each such case set forth in this subparagraph (ii),
an opi nion of counsel in formreasonably acceptable to the Conpany
to the effect that such exchange or transfer is in conpliance with
the Securities Act, that the restrictions on transfer contained
herein and in the Private Placenment Legend are not required in
order to mamintain conpliance with the Securities Act, and such
Restricted Certificated Bond is being exchanged or transferred in
conpliance with any applicable blue sky securities |aws of any
State of the United States.

(iii) Unrestricted Certificated Bonds to Unrestricted Certificated
Bonds. A Hol der of Unrestricted Certificated Bonds may transfer such Bonds to
a Person who takes delivery thereof in the form of an Unrestricted
Certificated Bond. Upon receipt of a request for such a transfer, the
Regi strar shall register the Unrestricted Certificated Bonds pursuant to the
instructions fromthe Hol der thereof.

(iv) Transfer or Exchange of Unrestricted Certificated Bonds to
Restricted Certificated Bonds Prohibited. An Unrestricted Certificated Bond
cannot be exchanged for, or transferred to Persons who take delivery thereof
in the formof a Restricted Certificated Bond.

(f) Legends. The foll owi ng | egends shall appear on the face of
all G obal Bonds and Certificated Bonds issued under this Suppl enenta
I ndenture unless specifically stated otherwise in the applicable provisions of
this Suppl enental |ndenture.

(i) Private Pl acenent Legend.
(A Except as pernitted by subparagraph (B) bel ow, each
G obal Bond and each Certificated Bond (and all Bonds issued in
exchange therefor or substitution thereof) shall bear the |egend
in substantially the followi ng form

“THE BONDS EVI DENCED HEREBY HAVE NOT BEEN REG STERED UNDER
THE SECURI TI ES ACT OF 1933, AS AMENDED ( THE “ SECURI Tl ES
ACT”), OR OTHER SECURI TI ES LAWS. NEI THER THI S BOND NOR ANY

I NTEREST OR PARTI Cl PATI ON HEREI N MAY BE REOFFERED, SOLD,

ASS| GNED, TRANSFERRED, PLEDGED, ENCUMBERED OR OTHERW SE

DI SPOSED OF | N THE ABSENCE OF SUCH REG STRATI ON UNLESS THE
TRANSACTI ON | S EXEMPT FROM OR NOT SUBJECT TGO, THE

REG STRATI ON REQUI REMENTS OF THE SECURI TI ES ACT. THE HOLDER
OF THI'S SECURI TY BY I TS ACCEPTANCE HEREOF (1) REPRESENTS
THAT (A) IT 1S A “QUALIFIED I NSTI TUTI ONAL BUYER' (AS DEFI NED
IN RULE 144A UNDER THE SECURITIES ACT) OR (B) IT IS NOT A
U.S. PERSON AND | S ACQUIRING I TS BOND I N AN “ OFFSHORE
TRANSACTI ON'  PURSUANT TO RULE 904 OF REGULATI ON S UNDER THE
SECURI TI ES ACT, (2) AGREES THAT IT WLL NOT PRIOR TO (X) THE
DATE WHICH | S TWO YEARS (OR SUCH SHORTER PERI OD OF TI ME AS
PERM TTED BY RULE 144(k) UNDER THE SECURI TI ES ACT OR ANY
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SUCCESSOR PROVI S| ON THEREUNDER) AFTER THE LATER OF THE

ORI Gl NAL | SSUE DATE HEREOF (OR OF ANY PREDECESSOR OF THI S
BOND) OR THE LAST DAY ON WHI CH THE COMPANY OR ANY AFFI LI ATE
OF THE COVPANY WAS THE OANER OF THI'S BOND (OR ANY
PREDECESSOR OF THI'S BOND) AND (Y) SUCH LATER DATE, |F ANY,
AS MAY BE REQUI RED BY APPLI CABLE LAW ( THE “RESALE

RESTRI CTI ON TERM NATI ON DATE”), OFFER, SELL OR OTHERW SE
TRANSFER THI'S BOND EXCEPT (A) TO THE COVPANY, (B) PURSUANT
TO A REG STRATI ON STATEMENT WHI CH HAS BEEN DECLARED

EFFECTI VE UNDER THE SECURI TI ES ACT, (C) FOR SO LONG AS THE
BONDS ARE ELI Gl BLE FOR RESALE PURSUANT TO RULE 144A, TO A
PERSON | T REASONABLY BELIEVES 1S A “QUALI FI ED | NSTI TUTI ONAL
BUYER' AS DEFINED | N RULE 144A UNDER THE SECURI TI ES ACT THAT
PURCHASES FOR | TS OWN ACCOUNT OR FOR THE ACCOUNT OF A

QUALI FI ED | NSTI TUTI ONAL BUYER TO WHOM NOTI CE |'S G VEN THAT
THE TRANSFER | S BEI NG MADE | N RELI ANCE ON RULE 144A | NSI DE
THE UNI TED STATES, (D) PURSUANT TO OFFERS AND SALES TO NON-
U.S. PERSONS THAT OCCUR OUTSI DE THE UNI TED STATES W THI N THE
MEANI NG OF REGULATI ON S UNDER THE SECURI TI ES ACT OR (E)
PURSUANT TO ANY OTHER AVAI LABLE EXEMPTI ON FROM THE

REGI STRATI ON REQUI REMENTS OF THE SECURI TI ES ACT AND (3)
AGREES THAT IT WLL G VE TO EACH PERSON TO WHOM THI'S BOND | S
TRANSFERRED A NOTI CE SUBSTANTI ALLY TO THE EFFECT OF THI S
LEGEND, PROVI DED THAT THE COMPANY, THE CORPORATE TRUSTEE AND
THE REGI STRAR SHALL HAVE THE RI GHT PRI OR TO ANY SUCH OFFER,
SALE OR TRANSFER (1) PURSUANT TO CLAUSE (D) OR (E) TO

REQUI RE THE DELI VERY OF AN OPI Nl ON OF COUNSEL, CERTI FI CATI ON
AND/ OR OTHER | NFORMATI ON SATI SFACTORY TO EACH OF THEM AND
(11) IN EACH OF THE FOREGO NG CASES, TO REQUI RE THAT A

CERTI FI CATI ON OF TRANSFER | N THE FORM APPEARI NG | N THE
SUPPLEMENTAL | NDENTURE GOVERNI NG THI'S BOND | S COMPLETED AND
DEL| VERED BY THE TRANSFEROR TO THE CORPORATE TRUSTEE. THI'S
LEGEND W LL BE REMOVED UPON THE REQUEST OF THE HOLDER AFTER
THE RESALE RESTRI CTI ON TERM NATI ON DATE. AS USED HEREI N, THE
TERVS “ OFFSHORE TRANSACTI ON,” “UNI TED STATES’ AND “U. S.
PERSON' HAVE THE MEANI NGS G VEN TO THEM BY REGULATI ON S
UNDER THE SECURI TI ES ACT.”

(B) Not wi t hst andi ng the foregoing, any G obal Bond or
Certificated Bond i ssued pursuant to subparagraph (b)(iv),
(e)(ii), (c)y(iii), (d)y(ii), (d)(iii), (e)(ii) or (e)(iii) of this
Section 1.04 (and all Bonds issued in exchange therefor or
substitution thereof) shall not bear the Private Placenent Legend.

(ii) dobal Bond Legend. Each d obal Bond shall bear a legend in
substantially the following form

“THI'S GLOBAL BOND IS HELD BY THE DEPCSI TARY (AS DEFI NED I N
THE SUPPLEMENTAL | NDENTURE GOVERNI NG THIS BOND) OR I TS
NOM NEE | N CUSTODY FOR THE BENEFI T OF THE BENEFI Cl AL ONNERS
HEREOF, AND IS NOT TRANSFERABLE TO ANY PERSON UNDER ANY
Cl RCUMSTANCES EXCEPT THAT (1) THE CORPORATE TRUSTEE MAY MAKE
SUCH NOTATI ONS HEREON AS MAY BE REQUI RED PURSUANT TO SECTI ON
1. 04 OF THE TVEENTI ETH SUPPLEMENTAL | NDENTURE, (I1) THI'S
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GLOBAL BOND MAY BE EXCHANGED | N WVHOLE BUT NOT | N PART
PURSUANT TO SECTI ON 1.04(a) OF THE TWENTI ETH SUPPLEMENTAL

I NDENTURE, (I11) THI' S GLOBAL BOND MAY BE DELI VERED TO THE
TRUSTEE FOR CANCELLATI ON PURSUANT TO THE | NDENTURE AND (I V)
THI'S GLOBAL BOND MAY BE TRANSFERRED TO A SUCCESSOR

DEPOSI TARY W TH THE PRI OR WRI TTEN CONSENT OF THE COVPANY.

[ ADD ANY LEGEND REQUI RED BY THE DEPCSI TARY.]”

(iii) Regulation S dobal Bond Legend. The Regulation S d obal Bond
shall bear a legend in substantially the following form

“THE RI GHTS ATTACHI NG TO THI S REGULATI ON S GLOBAL BOND, AND
THE CONDI TI ONS AND PROCEDURES GOVERNI NG | TS EXCHANGE FOR
CERTI FI CATED BONDS, ARE AS SPECI FI ED I N THE MORTGAGE ( AS
DEFI NED HEREI N AND AS HERETOFORE AMENDED AND SUPPLEMENTED) .
NEI THER THE HOLDER NOR THE BENEFI Cl AL OMNERS OF THI S
REGULATI ON S GLOBAL BOND SHALL BE ENTI TLED TO RECEI VE
PAYMENT OF | NTEREST HEREON. THI S PARAGRAPH SHALL BE
APPLI CABLE ONLY DURI NG THE DI STRI BUTI ON COWMPLI ANCE PERI OD
(AS DEFI NED I N THE TVENTI ETH SUPPLEMENTAL | NDENTURE) . "

(9) Cancel l ati on and/or Adjustment of d obal Bonds. At such tinme as
all beneficial interests in a particular d obal Bond have been exchanged for
Certificated Bonds or a particular dobal Bond has been redeened, repurchased
or canceled in whole and not in part, each such G obal Bond shall be returned
to or retained and canceled by the Corporate Trustee in accordance with the
I ndenture. At any tine prior to such cancellation, if any beneficial interest
in a Gobal Bond is exchanged for or transferred to a Person who wll take
delivery thereof in the formof a beneficial interest in another d obal Bond
or for Certificated Bonds, the principal amunt of Bonds represented by such
G obal Bond shall be reduced accordingly and an endorsenent shall be nmde on
such dobal Bond, by the Corporate Trustee or by the Depositary at the
direction of the Corporate Trustee, to reflect such reduction; and if the
beneficial interest is being exchanged for or transferred to a Person who will
take delivery thereof in the form of a beneficial interest in another d obal
Bond, such other d obal Bond shall be increased accordingly and an endor senent
shall be made on such dobal Bond, by the Corporate Trustee or by the
Depositary at the direction of the Corporate Trustee, to reflect such
i ncrease.

(h) General Provisions Relating to Transfers and Exchanges.

(i) To permt registrations of transfers and exchanges, the Conpany
shall execute and the Corporate Trustee shall authenticate d obal Bonds and
Certificated Bonds upon the Conpany’s order or at the Registrar’s request.

(ii) No service charge shall be nmade to a holder of a beneficial
interest in a Gobal Bond or to a Holder of a Certificated Bond for any
regi stration of transfer or exchange, but the Conpany may require paynent of a
sum sufficient to cover any transfer tax or sinmlar governnental charge
payabl e i n connection therewith (other than any such transfer taxes or sinmlar
governnent al charge payabl e upon exchange or transfer pursuant to the Mrtgage
as heretofore amended and suppl enent ed).

(iii) Neither the Conpany nor the Registrar shall be required to
regi ster the transfer of or exchange any Bond sel ected for redenption in whole
or in part, except the unredeened portion of any Bond being redeenmed in part.
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(iv) Al d obal Bonds and Certificated Bonds issued upon any
registration of transfer or exchange of d obal Bonds or Certificated Bonds
shall be the valid obligations of the Conpany, evidencing the sane debt, and
entitled to the same benefits under the Indenture, as the d obal Bonds or
Certificated Bonds surrendered upon such registration of transfer or exchange.

(v) The Conpany shall not be required (A to issue, to register the
transfer of or to exchange Bonds during a period beginning at the openi ng of
busi ness 15 days before the day of any selection of Bonds for redenption under
Section 1.02 hereof and ending at the close of business on the day of
selection or (B) to register the transfer of or to exchange any Bond so
sel ected for redenption in whole or in part, except the unredeened portion of
any Bond being redeened in part.

(vi) Prior to due presentnent for the registration of a transfer of any
Bond, the Corporate Trustee, any Agent and the Conpany nmay deem and treat the
Person in whose nanme any Bond is registered as the absol ute owner of such Bond
for the purpose of receiving paynent of principal of and interest on such
Bonds and for all other purposes, and none of the Corporate Trustee, any Agent
or the Conpany shall be affected by notice to the contrary.

(vii) The Corporate Trustee shall aut henticate d obal Bonds and
Certificated Bonds in accordance with the provisions of the Indenture.

ARTI CLE ||

DEFI NI TI ONS

Section 2.01. Defi nitions.

The following terms shall have the neanings provided herein for
all purposes of this Supplenental I|Indenture, unless the context clearly
requi res otherw se (such neanings to be equally applicable to both the
singular and plural forms of the terns defined):

“144A d obal Bond” neans the global Bond in the formof Exhibit A
hereto bearing the @ obal Bond Legend and the Private Pl acenent Legend and
deposited with, or in custody for, and registered in the nanme of the
Depositary or its nomnee that will be issued in a denom nation equal to the
out standi ng principal amount of the Bonds sold in reliance on Rul e 144A

“Agent” neans any Registrar, paying agent or co-registrar

“Appl i cabl e Procedures” neans, with respect to any transfer or
exchange of or for beneficial interests in any d obal Bond, the rules and
procedures of the Depositary, Euroclear and Clearstreamthat apply to such
transfer or exchange.

“Beneficial Omer” has the neaning assigned to such termin Rule
13d-3 and Rule 13d-5 under the Exchange Act, except that in calculating the
beneficial ownership of any particular “person” (as that termis used in
Section 13(d)(3) of the Exchange Act), that “person” shall be deened to have
beneficial ownership of all securities that the “person” has the right to
acquire by conversion or exercise of other securities, whether the right is
currently exercisable or is exercisable only upon the occurrence of a
subsequent condition. The terns “Beneficially Owms” and “Beneficially Owmed”
shal | have a correspondi ng neani ng.
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“Busi ness Day” neans any day other than a Saturday, a Sunday or a
| egal holiday or a day on which banking institutions or trust conpanies are
aut horized or obligated by |aw or executive order to close in The City of New
Yor k.

“Certificated Bond” neans a certificated Bond registered in the
nanme of the Hol der thereof and issued in accordance with the Mrtgage as
her et of ore anended and suppl emented, substantially in the formof Exhibit A
heret o, except that such Bond shall not bear the d obal Bond Legend and shal
not have the “Schedul e of Exchanges of Interests in the G obal Bond” attached
t her et o.

“Cl earstreant neans Cl earstream Banki ng, soci été anonyne.

“Distribution Conpliance Period” neans the 40-day distribution
conpliance period until January 6, 2002.

“Exchange Act” neans the Securities Exchange Act of 1934, as
amended.

“d obal Bonds” means, individually and collectively, each of the
Restricted G obal Bonds and the Unrestricted G obal Bonds, substantially in
the formof Exhibit A or B hereto issued in accordance with the Mrtgage as
her et of ore amended and suppl ement ed.

“d obal Bond Legend” nmeans the | egend set forth in Section
1.04(f)(ii) hereof to be placed on all 4 obal Bonds issued under this
Suppl ement al | ndenture.

“Hol der” means a Person in whose nane a Bond is registered.

“Indirect Participant” nmeans a Person who holds a beneficia
interest in a G obal Bond through a Partici pant.

“Non-U.S. Person” nmeans a Person who is not a U S. Person.

“Participant” neans, with respect to DTC, Euroclear or
Cl earstream a Person who has an account with DTC, Euroclear or Clearstream
respectively (and, with respect to DTC, shall include Euroclear and
Cl earstream.

“Person” means an individual, partnership, corporation, limted
liability conmpany, unincorporated organization, association, joint-stock
conpany, trust, joint venture, governnent, or any agency or politica
subdi vi sion thereof or any other entity.

“Predecessor Bond” of any particul ar Bond neans every previous
Bond evidencing all or a portion of the sanme debt as that evidenced by such
particul ar Bond; and, for the purposes of this definition, any Bond
aut henti cated and delivered under Section 16 of the Indenture in exchange for
or inlieu of a nmutilated, destroyed, |ost or stolen Bond shall be deened to
evi dence the same debt as the nutilated, destroyed, |ost or stolen Bond.
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“Private Placenent Legend” neans the | egend set forth in Section
1.04(f)(i) hereof to be placed on all Bonds issued under this Suppl enenta
I ndenture except as otherwi se pernitted by the provisions of this Suppl enenta
I ndent ure.

“Record Date” neans, with respect to any Interest Paynent Date,
the Novenber 15 or May 16 (whether or not a Business Day), as the case may be,
next precedi ng such Interest Paynent Date.

“Regi strar” neans the Person appoi nted by the Conpany to maintain
the Bond register, in which register, subject to such reasonable regul ati ons
as the Conpany may prescribe, the Conpany shall provide for the registration
of Bonds and for the exchange and transfer of Bonds.

“Regul ation S” means Regul ation S pronul gated under the
Securities Act.

“Regul ation S d obal Bond” neans a Regulation S gl obal Bond in the
formof Exhibit B hereto bearing the Private Placenment Legend, the G obal Bond
Legend and the Regul ation S d obal Bond Legend and deposited with and
regi stered in the name of the Depositary or its nom nee that will be issued in
a denomination equal to the outstanding principal anmpunt of the Bonds sold in
reliance on Regul ation S.

“Restricted Certificated Bond” neans a Certificated Bond bearing
the Private Placenent Legend.

“Restricted d obal Bonds” neans the 144A d obal Bond and the
Regul ation S Tenporary d obal Bond, each of which shall bear the Private
Pl acement Legend.
“Rul e 144" nmeans Rul e 144 under the Securities Act.
“Rul e 144A" neans Rul e 144A under the Securities Act.
“Rul e 903" nmeans Rul e 903 under the Securities Act.
“Rul e 904" neans Rul e 904 under the Securities Act.
“Securities Act” means the Securities Act of 1933, as anmended.
“Transfer Restricted Securities” nmeans securities that bear or are
required to bear the Private Placenent Legend set forth in Section 1.04(f)(i)

her eof .

“Unrestricted Certificated Bond” nmeans one or nore Certificated
Bonds that do not and are not required to bear the Private Placenent Legend.

“Unrestricted d obal Bond” neans one or nore global Bonds, that do
not and are not required to bear the Private Placement Legend and are
deposited with, or in custody for, and registered in the name of the
Depositary or its nom nee.
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“U.S. Person” neans a U.S. person as defined in Rule 902(0) under
the Securities Act.

ARTI CLE 111
M SCELLANEQUS PROVI SI ONS
Section 3.01. Trustees. The Trustees hereby accept the trusts herein

decl ared, provided, created or supplenented and agree to performthe sanme upon
the ternms and conditions herein and in the Mortgage, as heretofore
suppl enented, set forth and upon the followi ng terns and conditions:

The Trustees shall not be responsible in any nanner what soever for
or in respect of the validity or sufficiency of this Twentieth Suppl enenta
I ndenture or for or in respect of the recitals contained herein, all of which
recitals are nade by the Conpany solely. |In general, each and every term and
condition contained in Article XVII of the Mirtgage, as heretofore
suppl enented, shall apply to and formpart of this Twentieth Suppl enenta
Indenture with the sane force and effect as if the same were herein set forth
in full with such onissions, variations and insertions, if any, as nay be
appropriate to make the sane conformto the provisions of this Twentieth
Suppl enent al | ndenture.

Section 3.02. Successors and Assigns. \Whenever in this Twentieth
Suppl enent al I ndenture any of the parties hereto is nanmed or referred to, this
shall, subject to the provisions of Articles XVI and XVII of the Mrtgage, as

her et of ore suppl enented, be deenmed to include the successors and assigns of
such party, and all the covenants and agreenents in this Twentieth

Suppl enment al | ndenture contained by or on behalf of the Conpany, or by or on
behal f of the Trustees shall, subject as aforesaid, bind and inure to the
respective benefits of the respective successors and assigns of such parties,
whet her so expressed or not.

Section 3.03. Benefits of Supplenental Indenture. Nothing in this
Twenti eth Suppl enental |ndenture, expressed or inplied, is intended, or shal
be construed, to confer upon, or to give to, any person, firmor corporation
ot her than the parties hereto and the hol ders of the bonds Qutstandi ng under
the Indenture, any right, remedy or claimunder or by reason of this Twentieth
Suppl enent al | ndenture or any covenant, condition, stipulation, promnise or
agreenent hereof, and all the covenants, conditions, stipulations, prom ses
and agreenents in this Twentieth Suppl enental |ndenture contained by or on
behal f of the Conpany shall be for the sole and exclusive benefit of the
parties hereto, and of the hol ders of the bonds and coupons now, or to be
Qut st andi ng under the Indenture.

Section 3.04. Ternms. The ternms defined in the Mortgage as heretofore
suppl enented shall, for purposes of this Twentieth Suppl enmental |ndenture,
have the neani ngs specified in the Mortgage, as heretofore suppl enented.

Section 3.05. Counterparts. This Twentieth Suppl enmental |ndenture shal
be executed in several counterparts, each of which shall be an original and
all of which shall constitute but one and the sanme instrunment.
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IN WTNESS WHEREOF, THE MONTANA POAER COMPANY has caused its nane
to be hereunto affixed, and this instrunent to be signed and sealed by its
Presi dent or one of its Vice Presidents, and its seal to be attested by its
Secretary or one of its Assistant Secretaries for and in its behalf, and THE
BANK OF NEW YORK, in token of its acceptance of the trust hereby created, has
caused its corporate nanme to be hereunto affixed, and this instrument to be
signed and seal ed by one of its Vice Presidents or one of its Assistant Vice
Presidents, and its corporate seal to be attested by one of its Assistant Vice
Presidents, Assistant Secretaries or Assistant Treasurers, and DOUGLAS J.

MACI NNES, for all like purposes, has hereunto set his hand and affixed his
seal, as of the day and year first above witten.

[ Seal ]
THE MONTANA POVWER COMPANY
By:/s/ Jack Haffey
Nane: Jack Haffey
Title: Executive Vice President and
Chi ef Operating O ficer
Attest:

/sl Patrick T. Flening
Name: Patrick T. Flem ng
Title: Corporate Secretary

Execut ed, seal ed and delivered by
THE MONTANA POWER COVPANY
in the presence of:

/'s/ J.P. Pederson

/'s/ R P. Gannon
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[ Seal ]

THE BANK OF NEW YORK,
as Corporate Trustee

By:/s/ Van K. Brown

Narme: Van K. Brown
Title: Vice President
Attest:

/'s/ Mchael Pitfick
Name: M chael Pitfick
Title: Assistant Treasurer

/s/ Douglas J. Mclnnes

DOUGLAS J. MACI NNES, as Co- Trustee

Execut ed, seal ed and delivered
By THE BANK OF NEW YORK and
DOUGLAS J. MACINNES in the presence of:

/s/ Authorized Signatory

/s/ Authorized Signatory
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STATE OF MONTANA )

COUNTY OF SI LVER BOW )

On this 26th day of Novenber, in the year 2001, before ne,
Kat hl een Sparks, a Notary Public in and for the State of Mntana, personally
came and appeared J.D. HAFFEY, to nme known and known to nme to be a Vice
Presi dent of THE MONTANA POVNER COMPANY, the conpany that executed the within
i nstrument, and acknow edged to ne that such conpany executed the sanme, and
being by ne duly sworn, did depose and say that she/he resides at Anaconda,
MI; that he is a Vice President of THE MONTANA POAER COMPANY, described in and
whi ch executed the within and above instrunent; that he knows the seal of said
conpany; that the seal affixed to said instrunent is such seal; that it was so
af fi xed by order of the Board of Directors of said conpany, and that he signed
his name thereto by |ike order

IN WTNESS WHEREOF, | have hereunto subscribed nmy nane and affi xed
my official seal the day and year in this certificate first above witten.

/s/ Kathl een Sparks
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STATE OF NEW YORK )
) ss.:
COUNTY OF NEW YORK )

On this 26th day of Novenber, 2001, before ne, WIlliamJ. Cassels,
a Notary Public in and for the State of New York, personally came and appeared
Van K. Brown, to ne known and known to nme to be a/the Vice President of THE
BANK OF NEW YORK, the corporation that executed the within instrunent, and
acknowl edged to ne that such corporation executed the sane, and, being by ne
duly sworn, did depose and say that he resides at The City of New York; that
he is a/the Vice President of THE BANK OF NEW YORK, the corporation described
in and which executed the within and above instrunent; that he knows the sea
of said corporation; that the seal affixed to said instrument is such
corporate seal; that it was so affixed by authority of the Board of Directors
of said corporation, and that he signed his nane thereto by |like authority.

IN WTNESS WHEREOF, | have hereunto subscribed nmy nane and affi xed
my official seal the day and year in this certificate first above witten.

/sl WIlliamJ. Cassels

W LLI AM J. CASSELS

Notary Public, State of New York
No. 01CA5027728

Qualified in Bronx County

Commi ssi on Expires May 16, 2002
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STATE OF NEW YORK )

COUNTY OF NEW YORK )

On this 26th day of Novenber, in the year 2001, before me, WIIliam
J. Cassels, a Notary Public in and for the State of New York, personally cane
and appeared DOUGAS J. MACI NNES, personally known to nme or proved to ne on
the basis of satisfactory evidence to be one of the persons described in and
who executed the within instrument, and whose name is subscribed thereto, and
acknowl edged to ne that he executed the sane.

IN WTNESS WHEREOF, | have hereunto subscribed nmy nane and affi xed
my official seal the day and year in this certificate first above witten.

/sl WIlliamJ. Cassels

W LLI AM J. CASSELS

Notary Public, State of New York
No. 01CA5027728

Qualified in Bronx County

Commi ssi on Expires May 16, 2002
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Exhi bit 4(v)

THE MONTANA POWER, L.L.C
( SUCCESSOR TO THE MONTANA POWER COMPANY)

TO

THE BANK OF NEW YORK

AND

DOUGLAS J. MACl NNES

As Trustees under The Montana
Power Conpany’s Mortgage and
Deed of Trust, dated as of
Cct ober 1, 1945

TWENTY- FI RST SUPPLEMENTAL | NDENTURE

Provi di ng, anong ot her things, for the succession of
The Montana Power, L.L.C. to The Mntana Power Conpany and
t he assunption by The Montana Power, L.L.C. of the rights, covenants and
condi tions of The Montana Power Conpany under such Mortgage and
Deed of Trust, as anended and suppl enent ed.

Dated as of February 13, 2002
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TVENTY- FI RST SUPPLEMENTAL | NDENTURE

TWENTY- FI RST SUPPLEMENTAL | NDENTURE, dated as of February 13,
2002, between THE MONTANA POVWER, L.L.C., a linmted liability conpany of the
State of Mntana (successor by nmerger to The Mntana Power Conpany, a
corporation of the State of Montana (hereinafter sonetines called the Conpany-
Mont ana) ), whose post office address is 40 East Broadway, Butte, Montana 59701
(hereinafter sonmetinmes called the Conpany), and THE BANK OF NEW YORK, a
corporation of the State of New York, whose principal corporate trust office
is located at 101 Barclay Street, New York, New York 10286 (successor to
MORGAN GUARANTY TRUST COVPANY OF NEW YORK) (formerly Guaranty Trust Conpany of
New York), and DOUGLAS J. Macl NNES, whose post office address is c/o The Bank
of New York, 101 Barclay Street, New York, New York 10286 (successor to Arthur
E. Burke, Karl R Henrich, HH Gould, R Amundsen, P.J. CrowWey and WT.
Cunni nghanm) (said Douglas J. Maclnnes being hereinafter sonetinmes called the
Co-Trustee; and the Corporate Trustee and the Co-Trustee being hereinafter
together sonetinmes called the Trustees), as Trustees under the Mortgage and
Deed of Trust, dated as of October 1, 1945 (hereinafter called the Mdrtgage
and, together with any indentures supplenmental thereto, hereinafter sonetines
called the Indenture), which Mrtgage was executed and delivered by The
Mont ana Power Conpany, a corporation of the State of New Jersey (hereinafter
sonmetines called the Conpany-New Jersey) to Guaranty Trust Conpany of New York
and Arthur E. Burke, to secure the payment of bonds issued or to be issued
under and in accordance with the provisions of the Mrtgage, reference to
whi ch Mortgage is hereby nade, this instrunent (hereinafter called the Twenty-
first Supplenental |ndenture) being supplenmental thereto;

WHEREAS, by the Mortgage, the Conpany-New Jersey covenanted that
it would execute and deliver such supplenmental indenture or indentures and
such further instrunents and do such further acts as mght be necessary or
proper to carry out nmore effectually the purposes of the Indenture and to nake
subject to the lien of the Indenture any property thereafter acquired, made or
constructed and intended to be subject to the lien thereof; and

WHEREAS, the Conpany-New Jersey executed and delivered to the
Trustees its First Supplenental | ndent ure, dated as of My 1, 1954
(hereinafter called the First Supplenmental Indenture); and its Second
Suppl emental | ndenture, dated as of April 1, 1959 (hereinafter called the
Second Suppl enental |ndenture); and

WHEREAS, the Conpany-New Jersey was nerged into the Conpany-
Mont ana on Novenber 30, 1961, and to evidence the succession of the Conpany-
Mont ana to the Conpany-New Jersey and the assunption by the Conpany-Mntana of
the covenants and conditions of the Conpany-New Jersey in the bonds and in the
I ndenture contained and to enabl e the Conpany-Mntana to have and exercise the
powers and rights of the Conpany-New Jersey under the Indenture in accordance
with the terms thereof, the Conpany-Mntana executed and delivered to the
Trustees its Third Supplenmental |Indenture, dated as of Novenber 30, 1961
(hereinafter called the Third Suppl enmental I|ndenture); and
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WHEREAS, the Conpany-Mntana executed and delivered to the
Trustees its Fourth Supplenental Indenture, dated as of April 1, 1970
(hereinafter called the Fourth Supplenental Indenture); its Fifth Suppl enenta
I ndenture, dated as of April 1, 1971 (hereinafter called the Fifth
Suppl emrental Indenture); its Sixth Supplenental Indenture, dated as of
March 1, 1974 (hereinafter called the Sixth Supplenental Indenture); its
Seventh Suppl emental |Indenture, dated as of Decenber 1, 1974 (hereinafter
call ed the Seventh Suppl enental |ndenture); its Eighth Supplenental |ndenture,
dated as of July 1, 1975 (hereinafter called the Eighth Supplenenta
I ndenture); its N nth Supplenental |ndenture, dated as of Decenber 1, 1975
(hereinafter called the Ninth Supplenmental Indenture); its Tenth Suppl enenta
I ndenture, dated as of January 1, 1979 (hereinafter called the Tenth

Suppl emental Indenture); its Eleventh Supplenmental |ndenture, dated as of
October 1, 1983 (hereinafter called the Eleventh Supplenental |ndenture); its
Twel fth Supplenental |Indenture, dated as of January 1, 1984 (hereinafter
called the Twelfth Supplenental Indenture); its Thirteenth Supplenenta
I ndenture, dated as of December 1, 1991 (hereinafter called the Thirteenth
Suppl erental I ndenture); its Fourteenth Supplenmental |ndenture, dated as of

January 1, 1993 (hereinafter called the Fourteenth Supplenental |ndenture)
its Fifteenth Supplenental |ndenture, dated as of March 1, 1993 (hereinafter

called the Fifteenth Supplenmental |Indenture); its Sixteenth Supplenenta
I ndenture, dated as of May 1, 1993 (hereinafter called the Sixteenth
Suppl erental Indenture); its Seventeenth Supplenental Indenture, dated as of

Decenmber 1, 1993 (hereinafter called the Seventeenth Supplenmental |ndenture);
its Eighteenth Supplenental Indenture, dated as of August 5, 1994 (hereinafter
called the Eighteenth Supplenmental |Indenture); its N neteenth Supplenental
I ndenture, dated as of Decenber 16, 1999 (hereinafter called the N neteenth
Suppl erent al I ndenture) and its Twentieth Supplenental |ndenture, dated as of
Novenber 1, 2001 (hereinafter called the Twentieth Supplenental |ndenture)
and

WHEREAS, the Mdrtgage and the First, Second, Third, Fourth, Fifth,
Si xt h, Sevent h, Ei ght h, Ni nt h, Tent h, El event h, Twel fth, Thirteenth,
Fourteenth, Fifteenth, Sixteenth, Seventeenth and Eighteenth Supplenenta
Indentures were recorded in the official records of various counties and
states as required by the Indenture and the N neteenth and Twentieth
Suppl erental | ndentures were or will be recorded in such official records of
such counties and states; and

WHEREAS, an instrument dated March 15, 1955 was executed by the
Conpany- New Jersey appointing Karl R Henrich as Co-Trustee in succession to
said Arthur E. Burke, resigned, under the Mrtgage and by Karl R Henrich
accepting the appointment as Co-Trustee under the Mortgage in succession to
said Arthur E. Burke, which instrument was recorded in various counties in the
states of Montana, |daho and Wom ng; and

WHEREAS, an instrunment dated June 29, 1962 was executed by the
Conpany- Mont ana appoi nting H H Gould as Co-Trustee in succession to said Karl
R. Henrich, resigned, under the Mrtgage and by H H Gould accepting the
appoi ntnent as Co-Trustee under the Mrtgage in succession to said Karl R
Henrich, which instrument was recorded in various counties in the states of
Mont ana, |daho and Wom ng; and
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WHEREAS, an instrunent dated June 22, 1973 was executed by the
Conpany- Mont ana appointing R Anundsen as Co-Trustee in succession to said
H - H. Gould, resigned, under the Mrtgage and by R Amundsen accepting the
appoi ntnent as Co-Trustee under the Mortgage in succession to said H H Goul d,
whi ch instrunment was recorded in various counties in the states of Mbntana,
| daho and Wom ng; and

WHEREAS, an instrunent dated July 1, 1986 was executed by the
Conpany- Mont ana appointing P.J. Crow ey as Co-Trustee in succession to said R
Amundsen, resigned, under the Mortgage and by P.J. Crow ey accepting the
appoi ntnent as Co-Trustee under the Mrtgage in succession to said R
Amundsen, which instrument was recorded in various counties in the states of
Mont ana, |daho and Wom ng; and

WHEREAS, by the Eighteenth Supplenmental |I|ndenture, the Conpany-
Mont ana appointed (i) WT. Cunni ngham as Co-Trustee in succession to said P.J.
Crowl ey, resigned, wunder the Mrtgage and WT. Cunningham accepted the
appoi ntnent as Co-Trustee under the Mortgage in succession to said P.J.
Crow ey, and (ii) The Bank of New York as Corporate Trustee in succession to
Morgan CGuaranty Trust Conpany of New York, resigned, under the Mrtgage and
The Bank OF New York accepted the appointnment as Corporate Trustee under the
Mortgage in succession to said Mrgan Guaranty Trust Conpany of New York,
whi ch suppl enental indenture was recorded in various counties in the states of
Mont ana, |daho and Wom ng; and

WHEREAS, an instrument dated March 29, 1999 was executed by the
Conpany- Mont ana appoi nting Douglas J. Maclnnes as Co-Trustee in succession to
said WT. Cunningham resigned, under the Mrtgage and by Douglas J. Maclnnes
accepting the appointment as Co-Trustee under the Mortgage in succession to
said WT. Cunningham which instrument was recorded in various counties in the
states of Mntana, |daho and Wom ng; and

WHEREAS, in addition to the property described in the Mrtgage,
t he Conpany-Montana has acquired certain other property, rights and interests
in property; and

WHEREAS, the Conmpany-New Jersey or the Conpany-Mntana has

heretofore issued, in accordance with the provisions of the Mrtgage, the
following series of First Mortgage Bonds:
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2-7/ 8% Seri
3-1/8% Seri
4-1/ 2% Ser i
8-1/ 4% Seri
7-1/ 2% Ser i
8-5/ 8% Seri
8- 3/ 4% Seri

es
es
es
es
es
es
es

due
due
due
due
due
due
due

9.60% Series due 2005.........
9.70% Series due 2005.........
9-7/8% Series due 2009........
11-3/ 4% Seri es due 1993.......
10/ 10- 1/ 8% Seri es due 2004/2014..........
8-1/8% Series due 2014........
7.70% Series due 1999 (Fourteenth).......
8-1/4% Series due 2007 (Fifteenth).......
8.95% Seri es due 2022 (Sixteenth)........
Secured Medi um Term Notes (Seventeenth)..
7% Series due 2005 (Eighteenth)..........
6-1/8% Seri es due 2023 (Nineteenth)......
5.90% Seri es due 2023 (Twentieth)........

0% Series due 1999 (Twenty-first)

7.30% Series due 2006 (Twenty-second)

whi ch bonds are also hereinafter
Twenty-first Series,

Pl an of

WHEREAS,

Mer ger anong

respectively;

and

Pri nci pa
Anmount
| ssued
$40, 000, 000
6, 000, 000
15, 000, 000
30, 000, 000
25, 000, 000
60, 000, 000
30, 000, 000
35, 000, 000
65, 000, 000
50, 000, 000
75, 000, 000
80, 000, 000
41, 200, 000
55, 000, 000
55, 000, 000
50, 000, 000
68, 000, 000
50, 000, 000
90, 205, 000
80, 000, 000
210, 321, 007
150, 000, 000

the Conpany-Montana has entered
t he Conpany- Mont ana,

Del aware corporation and a wholly owned subsidiary of

and the Conpany (a wholly owned subsidiary of

dated as of February 20, 2001
into

has nerged
preserve and in no respect
nort gaged property or

bondhol ders t hereunder

first

WHEREAS
Suppl enment a

terns hereof;

t he Conpany

any of
and

I ndenture for
the Conpany to the Conpany- Mnt ana,
covenants and conditions of
bonds now i ssued or
to the powers and
bonds now i ssued or
and

rights of

the rights or
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t he purpose of

powers of

the Conmpany desires to execute and deliver
evi denci ng the succession of
and the assunption by the Conpany of
t he Conpany- Mont ana under
to be issued thereunder,
t he Conpany- Mont ana under
to be issued thereunder,

on such

Pri nci pa
Anmount

Qut st andi ng

NONE
NONE
NONE
NONE
NONE
NONE
NONE
NONE
NONE
NONE
NONE
NONE
NONE
NONE
$365, 000
1, 466, 000
28, 000, 000
5, 386, 000
90, 205, 000
80, 000, 000
NONE
150, 000, 000

sonetinmes called bonds of the First

into an Agreemnent
Touch America Hol dings,
the Conpany- Mont ana),
Touch Anmerica Hol di ngs
pursuant to whi ch agreenent the Conpany-Montana
on the date hereof,
inmpair the lien or security of the Indenture on the
the Trustees or

terns as

I ndenture and any
and the succession of the Conpany
I ndenture and any
in accordance with the respective

t hr ough

I nc.

this Twenty-



WHEREAS, the Conpany—Montana expects to record this Twenty-first
Suppl emrental I ndenture in the official records of various counties as required
by the Indenture; and

WHEREAS, the execution and delivery by the Conmpany of this Twenty-
first Supplenental |Indenture have been duly authorized by the Conpany by
appropriate Resol utions;

WHEREAS, the Conpany-Montana, once nerged with and into the
Conpany shall cease to exist;

NOW THEREFORE, THI' S | NDENTURE W TNESSETH: That the Conpany, in
consi deration of the prem ses and of $1.00 to it duly paid by the Trustees at
or before the ensealing and delivery of these presents, the recei pt whereof is
her eby acknow edged, and in further evidence of assurance of the estate, title
and rights of the Trustees and in order further to secure the paynent of both
the principal of and interest and premum if any, on the bonds fromtime to
time issued under the Indenture, according to their tenor and effect and the
performance of all the provisions of the Indenture (including any nodification
made as in the Mrtgage provided) and of said bonds, and to confirmthe lien
of the Modrrtgage, as heretofore supplenmented, on certain after-acquired
property, hereby grants, bargai ns, sells, rel eases, conveys, assigns,
transfers, nortgages, pledges, sets over and confirms (subject, however, to
Excepted Encunbrances as defined in Section 6 of the Mrtgage, as heretofore
suppl enent ed) unto Douglas J. Maclnnes, the Co-Trustee, and (to the extent of
its legal capacity to hold the sanme for the purposes hereof) to The Bank of
New York, the Corporate Trustee, as Trustees under the Indenture, and to their
successor or successors in said trust, and to said Trustees and their
successors and assigns forever, all property, real, personal and m xed, of the
kind or nature specifically nmentioned in the Mrtgage, as heretofore
suppl enented, or of any other kind or nature (whether or not located in the
State of Montana), acquired by the Conpany after the date of the execution and
delivery of the Mrtgage, as heretofore supplenented (except any herein or in
the Mortgage, as heretofore supplenented, expressly excepted), now owned or,
subject to the provisions of subsection (1) of Section 87 of the Mrtgage, as
heretof ore supplenented, hereafter acquired by the Conpany (by purchase,
consol idation, merger, donation, construction, erection or in any other way)
and wheresoever situated, including (wWthout in anywise limting or inpairing
by the enunmeration of the sane the scope and intent of the foregoing or of any
general description contained in the Indenture) all |ands, power sites,
fl owage rights, water rights, water |ocations, water appropriations, ditches,
flumes, reservoirs, reservoir sites, canals, raceways, dams, dam sites,
aqueducts, and all other rights or nmeans for appropriating, conveying, storing

and supplying water; all rights of way and roads; all plants for the
generation of electricity by steam water and/or other power; all powerhouses,
gas plants, street lighting systenms, standards and other equi prment incidenta

thereto, tel ephone, radio and tel evision systens, air-conditioning systens and
equi pnent incidental thereto, water works, water systens, steam heat and hot
water plants, substations, lines, service and supply systens, bridges,
culverts, tracks, ice or refrigeration plants and equipnment, offices,
buil dings and other structures and the equipnment thereof; all machinery,
engi nes, boilers, dynanps, electric, gas and other nachines, regulators,
nmeters, transforners, generators, motors, electrical, gas and nmechanica
appl i ances, conduits, cables, water, steam heat, gas or other pipes, gas nmins
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and pipes, service pipes, fittings, valves and connections, pole and
transm ssion lines, wires, cables, tools, inplenments, apparatus, furniture and
chattels; all franchises, consents or pernits; all lines for the transm ssion
and distribution of electric current, gas, steam heat or water for any purpose
including towers, poles, wres, cables, pipes, conduits, ducts and al
apparatus for use in connection therewith; all real estate, |ands, easenents,
servitudes, |icenses, permts, franchises, privileges, rights of way and other
rights in or relating to real estate or the occupancy of the same and (except
as herein or in the Mdrtgage, as heretofore suppl enented, expressly excepted)
all the right, title and interest of the Conmpany in and to all other property
of any kind or nature appertaining to and/or wused and/or occupied and/or
enjoyed in connection with any property hereinbefore or in the Mrtgage, as
her et of ore suppl enented, descri bed.

TOGETHER with all and singular the tenements, hereditanents,
prescriptions, servitudes and appurtenances belonging or in anyw se
appertaining to the aforesaid property or any part thereof, with the reversion
and reversions, renminder and rermainders and (subject to the provisions of
Section 57 of the Mrtgage) the tolls, rents, revenues, issues, earnings,
i ncome, product and profits thereof, and all the estate, right, title and
i nterest and cl ai m whatsoever, at law as well as in equity, which the Conpany
now has or may hereafter acquire in and to the aforesaid property and
franchi ses and every part and parcel thereof.

I T IS HEREBY AGREED by the Conpany that, subject to the provisions
of subsection (lI) of Section 87 of the Mrtgage, as heretofore suppl emented,
all the property, rights, and franchises acquired by the Conpany (by purchase,
consol idation, merger, donation, construction, erection or in any other way)
after the date hereof, except any herein or in the Mrtgage, as heretofore
suppl enented, expressly excepted, shall be and are as fully granted and
conveyed hereby and as fully enbraced within the lien hereof and the lien of
the Mrtgage, as heretofore supplenented, as if such property, rights and
franchises were now owned by the Conpany and were specifically described
herei n and conveyed hereby.

PROVI DED that the following are not and are not intended to be now
or hereafter granted, bar gai ned, sol d, rel eased, conveyed, assi gned,
transferred, nortgaged, hypothecated, affected, pledged, set over or confirned
her eunder and are hereby expressly excepted fromthe |ien and operation of the
Mort gage, as supplemented, viz: (1) cash, shares of stock, bonds, notes and
other obligations and other securities not specifically pledged, paid,
deposited, delivered or held under the Mortgage, as supplenmented, or
covenanted so to be; (2) nerchandise, equipnent, apparatus, nmaterials or
supplies held for the purpose of sale or other disposition in the usual course
of business; fuel, oil and simlar materials and supplies consumable in the
operation of any of the properties of the Conpany; all aircraft, tractors
rolling stock, trolley coaches, buses, nptor coaches, autonobiles, nptor
trucks, and other vehicles and materials and supplies held for the purpose of
repairing or replacing (in whole or part) any of the sane; (3) bills, notes
and accounts receivable, judgments, demands and chooses in action, and al
contracts, |eases and operating agreements not specifically pledged under the
Mort gage, as suppl enmented, or covenanted so to be; the Conpany’s contractua
rights or other interest in or with respect to tires not owned by the Conpany;
(4) the last day of the termof any |ease or |easehold which may be or becone
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subject to the lien of the Mrtgage, as supplenented; (5) electric energy,

gas, steam water, i ce, and other materials or products generated,
manuf actured, produced, purchased or acquired by the Conpany for sale,
distribution or use in the ordinary course of its business; all tinber,
mnerals, mnmineral rights and royalties and all Gas and GO Production

Property, as defined in Section 4 of the Mrtgage, as supplenented; (6) the
Conpany’s franchise to be a corporation; and (7) any property heretofore
rel eased pursuant to any provisions of the Indenture and not heretofore
di sposed of by the Conpany-New Jersey, the Conpany-Mntana or the Conpany;
provi ded, however, that the property and rights expressly excepted from the
lien and operation of the Mrtgage, as supplenented, in the above subdivisions
(2) and (3) shall (to the extent permitted by |aw) cease to be so excepted in
the event and as of the date that either or both of the Trustees or a receiver
or trustee shall enter upon and take possession of the Mrtgaged and Pl edged
Property in the manner provided in Article XliIIl of the Mrtgage by reason of
the occurrence of a Default as defined in Section 65 thereof.

TO HAVE AND TO HOLD all such properties, real, personal and m xed,
grant ed, bar gai ned, sol d, rel eased, conveyed, assi gned, transferred,
nort gaged, pledged, set over or confirned by the Conpany as aforesaid, or
i ntended so to be, unto DOUGLAS J. MACINNES and (to the extent of its |ega
capacity to hold the same for the purposes hereof) unto THE BANK OF NEW YORK
as Trustees, and their successors and assigns forever.

IN TRUST NEVERTHELESS, for the sane purposes and upon the sane
terms, trusts and conditions and subject to and with the same provisos and
covenants as are set forth in the Mdortgage, as supplenented, this Twenty-first
Suppl erent al | ndenture bei ng suppl enental thereto.

AND I T IS HEREBY COVENANTED by the Conpany that all the ternmns,
conditions, provisos, covenants and provisions contained in the Mrtgage, as
suppl enented, shall affect and apply to the property hereinbefore described
and conveyed and to the estate, rights, obligations and duties of the Conpany
and the Trustees and the beneficiaries of the trust with respect to said
property, and to the Trustees and their successors as Trustees of said
property in the same manner and with the sane effect as if the said property
had been owned by the Conpany-New Jersey at the time of the execution of the
Mort gage, and had been specifically and at |ength described in and conveyed to
the Trustees, by the Mdrtgage as a part of the property therein stated to be
conveyed.

The Conpany further covenants and agrees to and with the Trustees and
their successors in said trust under the Indenture, as follows:

ARTI CLE | .
Covenants and Agreements of the Conpany.

Section 1. The Conpany hereby expressly assunmes the due and
punctual paynment of the principal and interest of all the bonds secured by the
I ndenture according to their tenor and the due and punctual perfornmance and
observance of all of the covenants and conditions of the Indenture to be kept
or performed by the Conpany-Mntana, and the Conpany hereby expressly assunes
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and agrees to pay, duly and punctually, the principal of and interest on the
bonds issued under the Indenture in accordance with the provisions of said
bonds and coupons and the Indenture, and agrees to performand fulfill all the
covenants and conditions of the Indenture to be kept or perfornmed by the
Conpany- Mont ana.

ARTI CLE 11.
M scel | aneous Provi si ons.

Section 2. The terms defined in the Mortgage, as heretofore
suppl enented, shall, for all purposes of this Twenty-first Supplenenta
I ndenture, have the neaning specified in the Mrtgage, as heretofore
suppl enent ed.

Section 3. The Trustees hereby accept the trusts herein decl ared,
provi ded, created or supplenmented and agree to performthe sane upon the terms
and conditions herein and in the Mortgage, as heretofore supplenented, set
forth and upon the following ternms and conditions:

The Trustees shall not be responsible in any nmanner what soever for
or in respect of the validity or sufficiency of this Twenty-first Supplenenta
I ndenture or for or in respect of the recitals contained herein, all of which
recitals are nade by the Conmpany solely. In general, each and every term and
condition contained in Article XVilI of the Mortgage, as heretofore
suppl enented, shall apply to and form part of this Twenty-first Supplenenta
Indenture with the same force and effect as if the same were herein set forth
in full with such onissions, variations and insertions, if any, as nay be
appropriate to make the sane conform to the provisions of this Twenty-first
Suppl ement al | ndenture.

Section 4. Whenever in this Twenty-first Supplenental |ndenture

any of the parties hereto is nanmed or referred to, this shall, subject to the
provisions of Articles Xvi and XVl | of the Mrtgage, as heretofore
suppl enented, be deened to include the successors and assigns of such party,
and all the covenants and agreenments in this Twenty-first Supplenenta
I ndenture contained by or on behalf of the Conpany, or by or on behalf of the
Trustees shall, subject as aforesaid, bind and inure to the respective

benefits of the respective successors and assigns of such parties, whether so
expressed or not.

Section 5. Nothing in this Twenty-first Supplenental |ndenture
expressed or inplied, is intended, or shall be construed, to confer upon, or
to give to, any person, firmor corporation, other than the parties hereto and
the holders of the bonds and coupons Qutstanding under the Indenture, any
right, remedy or claim under or by reason of this Twenty-first Supplenenta
I ndenture or any covenant, condition, stipulation, promse or agreenment
hereof, and all the covenants, <conditions, stipulations, promses and
agreenents in this Twenty-first Supplenmental |ndenture contained by or on
behal f of the Conpany shall be for the sole and exclusive benefit of the
parties hereto, and of the holders of the bonds and coupons now, or to be
Qut st andi ng under the Indenture.

-133-



Section 6. This Twenty-first Supplenmental |ndenture shall be
executed in several counterparts, each of which shall be an original and all
of which shall constitute but one and the sane instrunent.
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IN WTNESS WHEREOF, THE MONTANA POVWER, L.L.C. has caused its name
to be hereunto affixed, and this instrunent to be signed and sealed by its
Presi dent or one of its Vice Presidents, and its seal to be attested by its
Secretary or one of its Assistant Secretaries for and in its behalf, and THE
BANK OF NEW YORK, in token of its acceptance of the trust hereby created, has
caused its corporate nanme to be hereunto affixed, and this instrument to be
signed and sealed by one of its Vice Presidents or one of its Assistant Vice
Presidents, and its corporate seal to be attested by one of its Assistant Vice
Presidents, Assistant Secretaries or Assistant Treasurers, and DOUGLAS J.
MACI NNES, for all |ike purposes, has hereunto set his hand and affixed his
seal, as of the day and year first above witten.

[ Seal ]
THE MONTANA POVER, L.L.C
By:/s/ J.P. Pederson
Name: Jerrold P. Pederson
Title: Vice President, Chief
Fi nancial O ficer and
Treasurer
Attest:

/sl Patrick T. Flening
Name: Patrick T. Flem ng
Title: V.P., Ceneral Counsel and Secretary

Execut ed, seal ed and delivered by
THE MONTANA POAER, L.L.C.
in the presence of:

/s/ Authorized Signatory

/s/ Authorized Signatory
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Attest:

/'s/ Mchael Pitfick

THE BANK OF NEW YORK,
as Corporate Trustee

By:/s/ MaryBeth Lew cki
Name: MaryBeth A. Lewi cki
Title: Vice President

Nane: M chael Pitfick
Title: Assi stant Treasurer

Execut ed, seal ed and delivered
by THE BANK OF NEW YORK and

/s/ Douglas J. Mcl nnes

DOUGLAS J. Macl NNES, as Co- Trustee

DOUGLAS J. MACINNES in the presence of:

/s/ Authorized Signatory

/s/ Authorized Signatory
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STATE OF MONTANA )

COUNTY OF SI LVER BOW )

On this 13th day of February, in the year 2002, before nme, Sue L.
Morgan, a Notary Public in and for the State of Montana, personally came and
appeared Jerrold P. Pederson, to ne known and known to nme to be a/the C. F. O,
Treasurer and Vice President of THE MONTANA POWER, L.L.C., the conpany that
executed the within instrument, and acknow edged to ne that such conpany
executed the sanme, and being by ne duly sworn, did depose and say that she/he
resides at Butte, Mbdntana; that she/he is a/the C F. O, Treasurer and Vice
Presi dent of THE MONTANA POWER, L.L.C., the limted liability conpany
described in and which executed the within and above instrument; that she/he
knows the seal of said conpany; that the seal affixed to said instrument is
such seal; that it was so affixed by order of the Board of Directors of said
conpany, and that she/he signed his nanme thereto by |like order

IN WTNESS WHEREOF, | have hereunto subscribed nmy nane and affi xed
my official seal the day and year in this certificate first above witten.

/s/ Sue L. Mbrgan
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STATE OF NEW YORK )

COUNTY OF NEW YORK )

On this 13th day of February, 2002, before ne, WIlliamJ. Cassels,
a Notary Public in and for the State of New York, personally came and appeared
MaryBeth A. Lewi cki, to me known and known to ne to be a/the Vice President of
THE BANK OF NEW YORK, the corporation that executed the within instrunent, and
acknowl edged to ne that such corporation executed the same, and, being by ne
duly sworn, did depose and say that she/he resides at 80 MC ean Avenue,
Staten |Island, New York 10305; that she/he is a/the Vice President of THE BANK
OF NEW YORK, the corporation described in and which executed the within and
above instrunent; that she/he knows the seal of said corporation; that the
seal affixed to said instrunent is such corporate seal; that it was so affixed
by authority of the Board of Directors of said corporation, and that she/he
signed her/his nanme thereto by |like authority.

IN WTNESS WHEREOF, | have hereunto subscribed nmy nane and affi xed
my official seal the day and year in this certificate first above witten.

/sl WIlliamJ. Cassels
W LLI AM J. CASSELS
Notary Public, State of New York
No. 01CA5027729
Qualified in Bronx County
Commi ssi on Expires May 16, 2002
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STATE OF NEW YORK )

COUNTY OF NEW YORK )

On this 13th day of February, in the year 2002, before me, WIIliam
J. Cassels, a Notary Public in and for the State of New York, personally cane
and appeared DOUGLAS J. Macl NNES, personally known to ne or proved to ne on
the basis of satisfactory evidence to be one of the persons described in and
who executed the within instrument, and whose name is subscribed thereto, and
acknowl edged to ne that he executed the sane.

IN WTNESS WHEREOF, | have hereunto subscribed nmy nane and affi xed
my official seal the day and year in this certificate first above witten.

/sl WIlliamJ. Cassels
W LLI AM J. CASSELS
Notary Public, State of New York
No. 01CA5027729
Qualified in Bronx County
Commi ssi on Expires May 16, 2002
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Exhi bit 12

THE MONTANA PONER, L.L.C.
Conput ation of Ratio of Earnings to Fixed Charges

Year Ended Decenber 31,

2001 2000 1999

(Thousands of Dol l ars)
Net income............ .. ... $ (42, 998) $ 6,805 $ 68,042

Income taxes. ...... ... .. (4,074) (19, 599) 13, 895

$ (47,072) $(12, 794) $ 81,937

Fi xed Char ges:

Interest.......... .. . . . . . . ... $ 44,855 $ 41,090 $ 54,132
Anortization of debt discount,

expense and premum. ................... 747 823 1, 269
Rentals.......... ... . . ... .. 27,117 28, 496 34,678

$ 72,719 $ 70, 409 $ 90,079

Ear ni ngs before incone taxes and
fixed charges.......................... $ 25,647 $ 57,615 $ 172,016

Rati o of Earnings to Fixed
Charges. . o v 0. 35x 0. 82x 1. 91x
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Exhi bit 23

Consent of | ndependent Accountants

We hereby consent to the incorporation by reference in the Prospectuses
constituting part of the Registration Statenments on Form S-3 (No. No. 33-
43655, 33-32275, 33-55816, 333-14369 and 333-14369-01) of The Montana Power
Conpany of our report dated February 22, 2002 relating to the financia
statements and financial statement schedule of NorthWstern Energy, L.L.C.
whi ch appear in this Form 10-K

Portl and, Oregon
April 1, 2002
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