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Witness Information

Please state your name and business address.
| am Daniel R. Reardon, and my business address is 40 East Broadway,

Butte, Montana 59701.

By whom are you employed and in what capacity?
I am employed by NorthWestern Energy (NWE or NorthWestern) in the

Accounting Department as a Senior Accountant.

Please state your educational background and experience.

| graduated from the University of California - Berkeley in 1976 with a

Bachelor's Degree in Business Administration with an emphasis in

accounting and finance. | began my employment with the Montana Power
Company (MPC) in 1978 in what is now the Regulatory Affairs Department
and | am currently assigned to the Accounting Department at
NorthWestern. My major assignments involve working with utility plant and
depreciation reserve data, and | have been involved in numerous natural
gas and electric rate cases. My experience includes computation of plant
data, depreciation reserve and accrual data and preparation of rate base
exhibits and related documents meeting the filing requirements presented
by NorthWestern (and its predecessor MPC) to both the Montana Public
Service Commission (MPSC or Commission) and the Federal Energy
Regulatory Commission (FERC). | have also testified before the MPSC in

several previous dockets.
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What are your responsibilities and duties as Senior Accountant?

My past and present duties include developing rate base data and
supporting workpapers required for rate case filings and other purposes.
My other responsibilitiés include the development of data for other

departments in the Montana utility on plant and depreciation matters.

Purpose of Testimony

What is the purpose of your testimony in this proceeding?
My testimony explains the Montana Natural Gas Ultility rate base, the
Montana Electric Utility rate base and the associated book depreciation

expense for this filing.

Have you prepared exhibits on this subject?

Yes. | have prepared Exhibit _ (DRR-1), which presents the Montana
Natural Gas Utility rate base and Exhibit ___ (DRR-2), which presents the
Montana Electric Utility rate base. The Montana Natural Gas Utility rate
base and the Montana Electric Utility rate base have been compuied on a

13-month average basis.

Please define the test period utilized by NorthWestern in this
Application.
The test period in this Application is the historical calendar year ended

December 2008, adjusted for known and measurable changes occurring
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in the 12 months after December 31, 2008. This test period conforms to
the criteria set forth in the Commission’s Minimum Rate Case Filing
Standards found at ARM §38.5.106.

Natural Gas Rate Base

Please describe in detail Exhibit___ (DRR-1) and the source of the
information it presents.

Column (A) of Exhibit __ (DRR-1) presents the actual 13-month average
rate base as of December 31, 2008 for the Montana Natural Gas Ultility.
The source of Column (A) is the books and records of NorthWestern. This
2008 actual 13-month average rate base was then adjusted to reflect the
following known and measurable changes:

o The adjustment shown under Column (B) reflects the
inclusion of the actual 13-month average rate base as of
December 2008 for the Canadian Montana Pipeline
Company (CMPL). CMPL is wholly owned by
NorthWestern and was established to handle the cross
border importation of Canadian natural gas. CMPL plant
includes approximately 4 miles of 16" pipeline with
associated controls and communication equipment.

a The adjustment shown under Column (C) reflects the
allocated natural gas portion of the reduction to rate base
associated with the Stipulation Agreement approved in
Final Order No. 6852f in Docket D2007.7.82 (Stipulation

Agreement). The Stipulation Agreement provides for a
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reduction in both the natural gas and electric rate bases
associated with total capital expenditures of $19.4 million
in each of the years 2008 and 2009 ($38,800,000 total).
This total is allocated 1/3rd to natural gas delivery service
and 2/3rds to electric delivery service pursuant to Section
Il.1.d of the Stipulation Agreement. The net amount of the
reduction to the natural gas and electric rate bases
deciines over time to reflect the annual increase to the
accumulated depreciation reserve associated with the
annual depreciation expense calculated on this
$38,800,000 of plant. These reductions to rate base will
be in effect from 2009 thru 2039 pursuant to the
Stipulation.

The adjustment shown under Column (D) reflects the
changes to working capital associated with the lead/lag
study performed for NorthWestern by Management
Applications Consulting, Inc. (MAC). The Prefiled Direct
Testimony of Gary L. Goble explains the results of the
lead/lag study. The test period Gross Cash Requirement
for both the natural gas and electric rate bases were
calculated using the net lag days from the MAC studies,
the test period Operation and Maintenance (O&M)
expenses and NWE's proposed capital structure

components.
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o Column (E) presents the Montana Natural Gas Utility rate
base as of December 31, 2008, adjusted for these known
and measurable changes.

Electric Rate Base

Please describe in detail Exhibit___(DRR;2) and the source of the
information it presents.

Column (A) of Exhibit__ (DRR-2) presents the actual 13-month average
rate base as of December 31, 2008 for the Montana Electric Utility. The
source of Column {A) is the books and records of NorthWestern. This
2008 actual 13—mohth average rate base was then adjusted to reflect the
following known and measurable changes:

o The adjustment shown under Column (B} includes the
allocated electric portion of the rate base reduction
associated with the Stipulation Agreement as
described above.

g The adjustment shown under Column (C) reflects the
2009 ftransfer of the Colstrip Unit #4 (CU4) 500kV
transmission system from the CU4 plant records, to
the Montana regulated plant records and into rate
base. In Order No. 6925f of MPSC Docket No.
D2008.6.69, the Commission determined that CU4
was o be accounted for as Montana regulated plant

and this adjusiment to rate base is made fo include

the CU4 transmission and associated microwave
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facilities as Montana regulated plant in this filing. The
CU4 transmission and associated microwave facilities
were not included in the generation rate base
approved in Order 6925f. The associated 2008 book
depreciation expense for the transmission and
microwave facilities are included in this filing as a
known change adjustment. The CU4 steam
generation facilities are not included in the electric
rate base in this filing.

o The adjustment shown under Column (D) reflects the
changes to working capital as described above.
Column (E) presents the Montana Electric Utility's rate base
as of December 31, 2008, adjusted for these known and

measurable changes.

How has the Montana common utility plant and depreciation reserve
been allocated to and included in the Montana Natural Gas Utility and
Montana Electric Utility rate bases?

The allocation factors shown in Statement D were used fo allocate the
individual facilities included in common utility plant to both the Montana
natural gas and Montana electric rate bases. The associated depreciation
reserve applicable to the common plant was also allocated based on

these allocation factors.
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Depreciation Expense Information

How was the test period depreciation expense calculated?

The test period depreciation expense was taken directly from
NorthWestern’s 2008 books and records. The annual depreciation
expense is calculated within the company’s SAP Fixed Asset module. The
actual 2008 accrual was calculated by applying NorthWestern’s 2005
Montana Depreciation Study accrual rates to the December 2007 plant

balances.

Were the results of the 2005 Depreciation Study submitted in NWE’s
2007 rate filing in Docket D2007.7.827?

Yes, they were. Mr. Kim Kateregga of Foster Associates Inc. submitted
direct testimony explaining and supporting the 2005 Depreciation Study
and was subject fo cross examination in that proceeding. NorthWestern

implemented the results of the 2005 Depreciation Study in January 2008.

Did you make any known change adjustments to depreciation
expense?

Yes. Pursuant o the Stipulation Agreement, the annual amount of book
depreciation expense associated with the $38,800,000 of plant
investmentis is to be included in the cost of service for this 2009 rate filing.
The annual depreciation accrual rate of 3.33% associated with a 30-year
service life was applied to the plant investment of $38,500,000 which

results in an annual depreciation expense amount of $1,292,040. The
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$1,292,040 was allocated 2/3rds to the Electric utility and 1/3rd to the
Natural Gas uiility as detailed in Section il.1.d of the Stipulation
Agreement. As previously mentioned, a known change adjustment has
also been made for the depreciation expense associated with the CU4
500kV transmission system.

Have you calculated any of the amortization expense items included
in the Income Statements?

Yes. The amortization expense items | calculated are detailed on work
papers included in Statement I. Mr. DiFronzo is responsible for the non-
rate base related items and | am responsible for the rate base related

items as detailed in the work papers.

Does this complete your testimony?

Yes, it does.
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