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PART |

When we use the terns “Registrant,” “Conpany,” “Montana Power,” “we,
“our” in this Form 10-K, we nean The Montana Power Conpany, a Mntana
corporation, and its wholly owned subsidiaries.

WARNI NGS ABOUT FORWARD- LOOKI NG STATEMENTS

We are including the followi ng cautionary statenents to nmake applicable and

t ake advantage of the safe-harbor provisions of the Private Securities
Litigation Reform Act of 1995 for any forward-Iooking statenents made by us,
or on our behalf, in this Annual Report on Form 10-K. Forward-| ooki ng
statenments include statements concerning plans, objectives, goals, strategies,
future events or performance and underlying assunptions and ot her statenents,
which are statenments other than those of historical fact. Forward-I|ooking
statenments may be identified, without Iimtation, by the use of the words
“anticipates,” “estinates,” “expects,” “intends,” “believes,” and sinlar
expressions. W disclaimany obligation to update any forward-1| ooking
statements to reflect events or circunstances after the date that we file this
Annual Report on Form 10-K

Forwar d- | ooki ng statenents that we nake are subject to risks and uncertainties
that could cause actual results or events to differ materially fromthose
expressed in, or inplied by, the forward-Iooking statenents. These forward-

| ooki ng statenents include, anong others, statenents concerning our strategy
and planned transition to a tel econmunications conpany, including the sales of
our energy businesses, revenue and cost trends, cost recovery, cost-reduction
strategi es and antici pated outconmes, pricing strategi es, hedgi ng arrangenents,
pl anned capital expenditures, financing needs and availability, and changes in
the utility and tel econmuni cations industries and other industries in which we
operate. Investors or other readers of the forward-Iooking statenents are
cautioned that these statenents are not a guarantee of future perfornmance and
that the forward-|ooking statenments are subject to risks and uncertainties
that could cause actual results to differ materially fromthose expressed in,
or inplied by, the statenments. Sone, but not all, of the risks and
uncertainties include:

e Ceneral econonc and weather conditions in the areas in which we have
operati ons;

e Conpetitive factors and the effects of restructuring in the electric
utility, natural gas utility, and tel econmunications industries;

e Enforceability of contracts;
e Market prices;

e Risks associated with [ong-term power supply agreenents containi ng
fixed-price terns;

e Custoner usage;
e Environmental |aws and policies;
e Federal and state regulatory and | egislative actions;

e Sharehol der and regul atory approvals related to our planned
restructuring, including the timng thereof;

e Technol ogi cal devel oprents;

e Capital availability;

e Tax rates and policies;

* Interest rates; and

e Changes in accounting principles or the application of such principles.



| TEM 1. BUSI NESS
GENERAL

The Montana Power Conpany was incorporated in 1961 under the |aws of the state
of Montana as the successor to a corporation formed in 1912 through the nerger
of four regional electric conpanies. As of the beginning of 2000, we operated
or invested in businesses in North Amrerica, Europe, and Asia, providing

t el ecommuni cati ons and energy products and services.

O DECI SION TO RESTRUCTURE OUR BUSI NESS

In recent years, the strongest growh of our business has centered around
Touch Anerica, Inc., our telecomunications subsidiary. Touch Arerica' s fiber
optic network in the United States spanned approximately 18,000 mles at the
end of 2000. Touch Anerica plans to expand that network to 26,000 miles by
the end of 2001.

We regul arly assess our business units and eval uate opportunities to create,
devel op, and nmexi m ze the val ue of our diverse businesses. Gven the
trenmendous growth in the tel ecomunications industry generally, and Touch
Anerica specifically, our Board of Directors began considering restructuring
our business to focus on the tel econmuni cations business. On March 28, 2000,
our Board of Directors announced that we woul d begin the process of divesting
our nultiple energy businesses, separating themfrom Touch Anerica.

The decision to divest the energy busi nesses was based on a belief that the
divestiture would allow a focus on Touch Anerica’s fast-grow ng

t el econmuni cati ons busi ness, while enabling the energy conmpanies to grow and
add val ue under new ownership. CQur Board of Directors concluded that our
structure, which had been created to be responsive to the demands of a

regul ated utility business, could not continue to neet the demands and ensure
the success of the different energy and tel econmunicati ons busi nesses.

Consequently, we retai ned Gol dnan, Sachs & Co. to assist us in the sale of our
oi | and natural gas businesses, coal businesses, independent power production
busi ness, and utility business. Goldman, Sachs al so assisted us in the
restructuring plan of our Conpany from an energy-rel ated business to Touch
Anerica Hol dings, Inc. (Touch Anerica Holdings), a tel econmunications business
with a sinple corporate structure nore appropriate to a national

t el econmuni cati ons hol di ng conpany. Based on the restructuring plan, Mntana
Power is to nerge with and into The Montana Power L.L.C., a Montana limted
liability conpany and wholly owned subsidiary of Touch Anmerica Hol di ngs.
Pursuant to the nerger agreenent, sharehol ders of Mntana Power are to becone
shar ehol ders of Touch America Holdings. |Imediately follow ng the nerger, The
Mont ana Power L.L.C. — constituting Montana Power’s utility business —is to
be sold to NorthWestern Corporation, a South Dakota-based energy and
conmmuni cati ons conpany. As a result of these transactions, Touch Anerica
Hol di ngs wi Il becone the owner of the tel ecomuni cati ons operating busi nesses
of Touch Aneri ca.

Shar ehol der approval is required for us to becone, through these proposed
transactions, solely a tel ecommuni cati ons conpany. W plan to schedule a
special neeting in the second or third quarter 2001 for our shareholders to
consi der and vote on these matters.

We entered into a conpetitive bid process to deternine all qualified buyers
for the various businesses that we have sold or are in the process of selling.
In identifying buyers, our Board of Directors has been particularly focused on
achi eving strong prices fromreputabl e conpani es known for integrity,
conmunity invol venent, and fair treatnment of enployees. W subsequently
entered into agreenents with third parties to divest ourselves of the oil and
natural gas businesses, the coal businesses, the independent power production
busi ness, and the utility business.
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Touch Anerica expects to use the cash proceeds fromthe sale of the oil and
natural gas businesses, the coal businesses, the independent power production
busi ness, and the utility business to take advantage of opportunities in the
t el econmuni cati ons busi ness. W expect these gross cash proceeds, before

i ncome taxes and transaction costs, to total approximately $1, 300, 000, 000.

For additional information on how pursuing these strategi es may affect our
liquidity and capital resources, see Managenment’'s Di scussion and Anal ysis of
Fi nanci al Condition and Results of Qperations (MD&A), “Liquidity and Capita
Resources.”

Sale of Q| and Natural Gas Busi nesses

On August 25, 2000, our wholly owned subsidiary, Entech, Inc., and Altana
Expl orati on Conpany, Entech’s wholly owned subsidiary, entered into a Stock
and Asset Purchase Agreement with PanCanadi an Petrol eum Li mited (PanCanadi an
Petrol eun) and one of PanCanadi an Petrol eunis whol Iy owned subsidiaries,
PanCanadi an Energy, |Inc. (PanCanadi an Energy). Pursuant to the Stock and
Asset Purchase Agreenent, PanCanadi an Petrol eum agreed to purchase fromus al
of the stock and assets of our Canadian oil and natural gas busi nesses, and
PanCanadi an Energy agreed to purchase all of the stock of our United States
oi |l and natural gas businesses.

The sale of the oil and natural gas busi nesses closed on Cctober 31, 2000,
with a purchase price of US$475, 000, 000, subject to post-closing adjustnents.
In the fourth quarter 2000, we recorded a gain fromthe sale of these
properties of approximately $62, 000,000, net of incone taxes and a regulatory
liability of approxinmtely $32,500,000. W have agreed to share this
regulatory liability with our natural gas utility ratepayers as a result of
gas stipulation agreenents addressing the renoval of natural gas production
properties fromregul ation.

For accounting purposes, we have separately reported “net incone after incone
taxes” fromoil and natural gas operations in “incone from discontinued
operations” for all periods presented to reflect the reclassification of these
operations as discontinued. Wth the sale of our oil and natural gas
operations on Cctober 31, 2000, our Consolidated Bal ance Sheet at Decenber 31,
2000 reflects no financial position related to these operations. W have
reported cash flows of oil and natural gas operations as “net cash provided by
(used for) discontinued operations” — whether associated with operating,

i nvesting, or financing activities. For additional information on the
accounting treatnment afforded our forner oil and natural gas operations, see
Note 2, “Decision to Sell Energy Businesses.”

Pendi ng Sal e of Coal Businesses

On Septenber 15, 2000, Entech entered into a Stock Purchase Agreenent wth
West nor el and Coal Conpany (Westnorel and) pursuant to which Westnorel and agreed
to purchase the conpani es conprising our coal businesses. The purchase price
is $138,000, 000, subject to customary closing adjustnents. W expect this
transaction to close at approximately the beginning of the second quarter

2001.

For accounting purposes, we have separately reported net income after incone
taxes from coal operations in incone from discontinued coal operations for al

periods presented to reflect the reclassification of these operations as
di scontinued. Wth respect to our Consolidated Bal ance Sheet at Decenber 31,
2000, we have netted assets and liabilities of coal operations in “Current

assets,” under “lnvestnent in discontinued coal operations.” W have reported
cash flows of coal operations as “net cash provided by (used for) discontinued
operations” — whether associated with operating, investing, or financing
activities. For additional information on the accounting treatnent afforded

our coal operations, see Note 2, “Decision to Sell Energy Businesses.”
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Sal e of | ndependent Power Production Busi ness/ Continental Energy

On Septenber 19, 2000, Entech entered into a Stock Purchase Agreenent wth
privately held BBl Power Corporation pursuant to which BBl agreed to purchase
the stock of Continental Energy Services, Inc. (Continental Energy), our

i ndependent power production business. |n January 2001, BBl assigned its
right to purchase Continental Energy to BBI's wholly owned subsidiary, CES
Acqui sition Corp.

The sal e of Continental Energy closed on February 21, 2001, with a purchase
price of $84,500,000, subject to post-closing adjustnents. Based on the net
book val ue of Continental Energy, we expect to record a gain in the first
quarter 2001 of approximately $33, 000, 000, net of incone taxes.

Qur proposed restructuring and sale of all of our electric and natural gas
utility business are subject to sharehol der approval. Qur Colstrip Unit 4
Lease Managenent Division, which | eases 30 percent of Colstrip Uit 4
generation, historically has been reported as part of the |Independent Power
operations with Continental Energy. That entire segnment has not been afforded
di sconti nued operations accounting treatnent because we have not yet received
the required sharehol der approval. Consequently, while we sold Continental
Energy in February 2001, we have reported Continental Energy’'s results of
operations, financial position, and cash flows under continuing operations for
all periods presented. For additional information on the status of the sales
of our energy businesses, including the applicable accounting treatnent, see
Note 2, “Decision to Sell Energy Businesses.”

Pendi ng Sal e of The Montana Power L.L.C./Utility Business

On Septenber 29, 2000, we entered into a Unit Purchase Agreenent with

Nort hWest ern pursuant to which Nort hWstern agreed to purchase The Montana
Power L.L.C., which will hold — anong other assets, liabilities, comitnments,
and contingencies — our electric (including Colstrip Unit 4) and natural gas
utility business. The consideration will be approxi nately $1, 090, 000, 000,
conprised of cash of $602, 000,000 and NorthWstern’s assunption of up to
$488, 000, 000 of our debt.

This transaction is to close approxinmately three nonths after our proxy
statenment/prospectus is filed and becones effective. It is subject to the
approval of our sharehol ders and the Montana Public Service Conmi ssion (PSC)
In February 2001, the Federal Energy Regul atory Conmi ssion (FERC) approved
this pending sale. This transaction also is subject to other customary

cl osing conditions.

Because our proposed restructuring and sale of all of our electric and natura
gas utility business are subject to sharehol der approval, we have not yet

i mpl enent ed di scontinued operations accounting treatnment for our utility
operations. W have included the results of operations, financial position
and cash flows of Colstrip Unit 4 as part of our electric utility operations
for all periods presented.

For additional information on the status of the sales of our energy

busi nesses, including our electric and natural gas utility business and the
appl i cabl e accounting treatnent, see Note 2, “Decision to Sell Energy

Busi nesses.”

In accordance with our Cctober 31, 1998 Asset Purchase Agreenent with PPL

Mont ana, as anended June 29, 1999 and Cctober 29, 1999, we expect to sell our
portion of the 500-kilovolt transm ssion systemassociated with Colstrip Units
1, 2, and 3 to PPL Montana for $97,100,000. This transaction is expected to
close in 2001. The after-tax proceeds that we expect to receive as a result
of this transaction will remain with The Montana Power L.L.C., and we expect



the gain resulting fromthe transaction to be addressed in the regul atory
process.

O NOTICE OF PSC ACTI ON AND LEG SLATI VE PROPCSALS

On March 15, 2001, the PSC issued a Notice of Comm ssion Action and
Qopportunity to Comment, stating the PSC s belief that it not only has
continuing jurisdiction over our utility that provides fully regul ated
services to our custoners, but also over the electric generating assets that
we sold to PPL Montana in Decenber 1999. |In its Notice, the PSC stated that
our closing of the sale of the electric generating assets to PPL Montana did
not preclude the PSC from deternining cost-based prices for custoners during
t he extended transition period ending June 30, 2004. 1In a work session on
March 28, 2001, the PSC formally adopted its statenent affirming its authority
to nmake determ nations regarding the generation assets during the extended
transition period, while fostering the financial integrity of our utility.

In addition, the Montana Legislature is currently considering various energy-
rel ated proposals to maintain | ow energy prices. Several of these proposals
address who should supply electric energy and what this energy shoul d cost
Mont ana consuners.

We cannot predict the ultimte outcome of these matters or their potential

ef fect on our consolidated financial position, results of operations, or cash
flows. For additional information on the PSC s Decenber 21, 2000 decision to
extend our obligation to supply renmining custoners fromJuly 1, 2002 through
June 30, 2004, see Note 5, “Deregul ation, Regulatory Matters, and 1999 Sal e of
El ectric Generating Assets,” in the “Deregul ation” section

0 ELI M NATI ON OF DI VI DEND

In conjunction with the pending divestiture of the energy busi nesses and our
transition to a tel ecomruni cati ons enterprise, our Board of Directors voted in
Cct ober 2000 to elimnate the dividend payment on our common stock effective
the first quarter 2001. The final quarterly dividend on our comobn stock was
$0. 20 per share, payable on Novenber 1, 2000. The Board’ s decision did not

af fect dividends on preferred stock. For the foreseeable future, Touch Anerica
Hol di ngs does not expect to pay dividends on comon st ock.

TELECOVMUNI CATI ONS OPERATI ONS
O BUSI NESS

Thr ough Touch Anerica, we devel op, own, and operate a hi gh-speed fiber optic
networ k spanni ng 28 states and approximately 18,000 route mles. W also
provide wirel ess services nmainly through Personal Conmunication Services (PCS)
and Local Multi-Point Distribution Services (LMDS). On our fiber optic and

wi rel ess network, we offer high-speed voice, data, video, and Internet
services. W also provide colocation services, |ease dark fiber and conduit
rights on our network, and offer construction managenent oversi ght services
for installation of fiber networks. Currently, we serve nore than 300, 000
custonmer accounts, including all of the major donestic tel ecommunications
carriers.

As a tel ecommuni cations transport services conpany, our goal is to be the
prem er provider of advanced, integrated comunications solutions for
busi nesses. W strive to:

e Capitalize on converging voice, data, Internet, and video needs;

e Leverage our engineering and technical resources; and



e Increase our custoner base by expandi ng products and services for
exi sting custoners and new customers.

Qur objective is to conplete construction of the | owest cost and hi ghest
quality fiber optic network in North Anerica and to provide the highest
quality voice, data, and video transport services at conpetitive prices. For

i nfornmati on regarding the challenges that we face in acconplishing these goals
and obj ectives, see the “Conpetitive Environnment” section of this

“Tel econmuni cati ons Operations” discussion

As part of our strategy, on June 30, 2000, we acquired from Quest

Commmuni cations International Inc. (Qmwest) 250,000 custonmer accounts. These
custoners purchase whol esal e, private line, |ong-distance, and ot her

tel econmuni cations services in the former U S WEST fourteen-state region. W
al so acquired approxinmately 1,800 route mles of fiber optic network and
associ ated electronics and switches to connect to our then-existing fiber
optic network, and 173 sal es and sal es-support personnel in the fourteen-state
region. This acquisition resulted in annual tel ecomunications revenues that
i ncreased by nearly four tines, from $86,000,000 in 1999 to $323,000,000 in
2000, and custoner accounts that increased by six tinmes, from approxi mately
50,000 to nore than 300,000. These additional custonmers included nationa
busi ness accounts, wholesale (reseller) custoners, mediumto |arge business
customers, and small business and residential custoners.

Net wor k Expansi on

We are continuing to expand our fiber optic network, which is expected to help
us achi eve our objective of beconming the prenier provider of

tel econmuni cations transport services. At the end of 2001, we expect our
network to consist of approximtely 26,000 route niles, spanning 40 states and
the District of Colunbia and reaching nore than 125 major cities.

In Cctober 1999, we entered into a cost-sharing arrangenent with AT&T to build
a high-speed, long haul, fiber optic network that will span nore than 4, 300

m | es and provide for additional expansion opportunities. The network

i ncl udes new routes from M nneapolis to Chicago; fromSt. Louis, Mssouri to
Plano, Illinois; from Sacramento to Salt Lake City; fromSalt Lake City to
Denver; and from Denver through Nebraska and lowa to Chicago. W are
installing six conduits on the 4,300-nmle route - three for AT&T and three for
us. We expect various third parties, including AT&T, to cover approximately
50 percent of our estinmated $488, 000, 000 total project cost.

In January 2000, we entered into a fiber optic and conduit agreenent with
Velocita (formerly known as PF.Net) under which we will |ease approxi mately
5,900 route niles fromthemand they will |ease approxinmately 4,400 niles of
fiber fromus. Prior to conmencenent of the |ease, we will prepay $48, 500, 000
for the difference in route nmles. This agreenent will expand our network
coverage from Los Angel es to San Di ego, Phoeni x, El Paso, Dallas, Austin, San
Ant oni o, Houston, New Ol eans, Jacksonville, Ol ando, G eensboro, Washi ngton
D.C., New York City, Tulsa, Kansas City, and St. Louis. The segnents of the
network included in this agreement are under construction and we expect them
to be conpleted in 2001

For nore information on our alliances, acquisitions, and investnents, see
Note 14, “Commitnents,” in the “Tel ecomunications” section

Net wor k Desi gn

| mportant characteristics of our current network are:

e (OC-192 capacity with dense wave division multiplexing, a technol ogy that
allows the transm ssion of nultiple waves of |ight over a single fiber
optic strand,



e A nulti-service operating systemthat allows voice, data, video, and
Internet services to be provided on a single fiber optic backbone;

e Asynchronous Transfer Mde(ATM/Frane Rel ay switching, a technol ogy
based on transporting voice, data, and vi deo packets; and

e Internet Protocol (IP), a technology that will allow expansion of
packet - based offerings to include voice-over |IP and other real-tine
voi ce and video applications.

In addition, our network is designed to ensure reliability by autonatically
rerouting traffic to prevent interruptions. This is acconplished through
Sonet ring technol ogy and one-for-one design. A Sonet ring is used to

i nstantaneously reroute traffic in the opposite direction on the ring in the
event of a fiber cut or other service interruption. The “one-for-one” design
ensures reliability because it requires one extra lit fiber for every lit
fiber carrying traffic. 1In the event of an interruption on the traffic-
carrying fiber, traffic is inmediately switched to the extra lit fiber

By conbi ning the nmarket-I|eadi ng technol ogy of Cisco Systens Inc. with our
advanced OC-192 technol ogy, we offer powerful new | P generati on network
applications for custoners fromsnall businesses to national accounts and
networ k sol uti on providers.

Products and Services

We narket the follow ng products and services:

e \Wol esal e Bandwi dth Sal es and Leasing - W |ease OC 192, OC-48, OC- 12,
OC-3, and DS3 capacity to both regional and national teleconmunications
service carriers.

e Dark Fiber and Conduit Rights - W |ease rights to use dark fiber (fiber
strands not connected to any el ectronic equi pment and rel ated services).
We all ow | essees of dark-fiber rights to install their own electronic
equi pnment. I n addition, when we build a new segnent of the network, we
generally install spare, enpty conduits that we | ease to others.

e Private Line Services — This service provides custoners with fixed
amounts of point-to-point capacity across our fiber optic network. Qur
private line service constitutes bandwi dth sal es that are based on DS3-
equi val ent circuits such as OC 192, OC-48, OC-12, OC- 3, DS3, and DSl
net wor ks.

e Optical Wave Services - This service provides a custoner with exclusive
| ong-termuse of a portion of the transnission capacity of a fiber optic
strand rather than the entire fiber strand. Purchasers of wavel ength
services install their own electrical interface, switching, and routing
equi prent and share the fiber and optical transm ssion equi pment wth
ot her optical wave service users.

e Packet-Based Data Services - These services provide efficient
transm ssion for voice, data, video, and Internet networks at variable
capacities to connect two or nore points. Specific packet-based data
services include ATM frane relay, and |IP transport services.

* Voice Services - W provide voice-switching capability, allow ng
customers to originate and term nate both whol esale and retail |ong-
di stance traffic on our network.

e Broadband Wreless Services - W hold 25 broadband (28 to 31 G&
spectrun), line-of-sight licenses in nine western states. The areas
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covered by the licenses follow the fiber optic network routes and are
used to provide “last mle” services to connect custoners to our fiber
optic network.

e Colocation Services - W provide space in our colocation facilities for
custoners to install equipnment to connect to their respective networks.

a COVPETI TI VE ENVI RONVENT

The tel ecomunications industry is highly conpetitive, particularly with
respect to price, traffic volunmes, and revenue growh. Many of our
conpetitors currently own, and others are constructing, nationw de fiber optic
networks. In addition, nunerous |ocal and regional |ong-distance networks

exi st.

We seek to differentiate ourselves fromour conpetitors in several ways:

e W have a lowcost, high-quality fiber optic network that allows us to
price our products and services conpetitively;

e W provide what we believe to be excellent reliability and superior
connectivity across our network through ATM frane relay, and IP
pl at f or ns;

e W have conbi ned advanced optical and el ectronic transm ssion equi pment
wi th our innovative network design to offer nore flexible and efficient
net wor k servi ces;

e W focus on whol esal e and busi ness transport services for other carriers
and for national and regional businesses; and

e Unlike sone of our conpetitors, we have no significant debt burden and
are unencunbered by obsol ete | egacy equi pnent and systens.

Qur continued success depends on conpletion of our planned restructuring and
our ability to increase our share of the tel econmunications services market by
providing high-quality services at conpetitive prices. Though we believe we
currently are positioned favorably to conpete as a tel econmuni cati ons

busi ness, declines or concerns about imrinent declines in general donestic
econoni ¢ health or other factors could affect our future success. In
addi ti on, our continued success depends, in part, on our ability to anticipate
and adapt in a tinely and cost-effective nanner to technol ogi cal changes.

Specifically, we face the follow ng chall enges:
Technol ogi cal Advances

The devel opnent of new, technol ogically advanced products and services is a
conpl ex and uncertain process requiring constant innovation and the ability to
antici pate technol ogi cal and nmarket trends. W continually strive to maintain
a lowcost fiber optic network while staying abreast of applicable

t echnol ogi cal advances.

Busi ness Support Systens

We need effective business support systens to provision, install, and deliver
services to our custoners, and to bill themin a tinely manner for these
services. Developing effective business support systens is a conplicated
undertaking requiring significant resources and expertise as well as support
fromthird-party vendors. W are in the process of inplenenting a new

provi sioning, order-entry, and billing system which we anticipate conpleting
in md-2001. W nmust continually update this systemto provide an excellent
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| evel of custoner service. W have al so expanded our network operating center
that nmonitors the network and provides full-time custonmer service.

Strategic Alliances and Acquisitions

We enter into strategic alliances and acquire busi nesses and technologies to
secure long-term high-capacity traffic on our network, and to enhance our
service offerings. W continue to |look at alliances and acquisitions that wll
enable us to extend our network, to provide tinely and cost-effective “l ast
mle” services, and to reduce our off-network carrier charges (charges we incur
when other carriers must carry our traffic).

UTI LI TY OPERATI ONS

We operate a regulated electric and natural gas transm ssion and distribution
utility. Qur service territory covers approximately 107,600 square niles, or
approxi mately 73 percent of Montana. Domi nant industries operating wthin our
service territory are manufacturing of wood, petroleum and netal products;
metal and coal mning; agriculture; and tourismand recreation. W serve
approxi mately 446,000 customers, or 80 percent of the population within our
service territory. For information about how weather affects our utility
operations, see MD&A, “Uility Qperations.”

In addition, through our unregulated Colstrip Unit 4 Lease Managenent
Division, we sell electric energy fromour Colstrip Unit 4 operation

We expect to close the sale of our electric and natural gas utility business
approximately three nonths after the proxy statenment/prospectus is filed and
beconmes effective. The closing of the sale of The Mntana Power L.L.C. to

Nort hWestern will <conplete our exit from the regulated transm ssion and
distribution utility business, as liabilities and obligations of wutility
operations wll acconpany these operations to NorthWstern. For further

information on the status of the sales of our energy businesses, see Note 2,
“Decision to Sell Energy Businesses.”

O REGULATED ELECTRI C UTI LI TY BUSI NESS

Qur regulated electric utility, which consists principally of electric
transm ssion and distribution systens, delivers electric energy to 191
conmunities and their surrounding rural areas throughout Montana.

On Decenber 17, 1999, we sold substantially all of our electric generating
assets for approximately $758, 600, 000. W used the sale proceeds to
repurchase shares of our common stock, retire |long-termdebt, and expand Touch
Anerica. For additional information on the 1999 sale, its accounting and
regul atory inplications and our use of sale proceeds, see Note 5,
“Deregul ati on, Regulatory Matters, and 1999 Sale of Electric Generating
Assets,” and MD&A, “Liquidity and Capital Resources.”

El ectric Transm ssion System

Qur electric transm ssion systemdelivers power to whol esale and retai
custoners and is interconnected with Bonneville Power Adm nistration (BPA) and
Avi sta Corporation to the west; |daho Power Conpany and PacifiCorp to the
south; and Western Area Power Adm nistration and Pacifi Corp to the east and
sout heast. W are a nmenber of the Northwest Power Pool and the Western
Systens Coordi nating Council. These organi zations pronote reliability of the
el ectric power system coordinate power system planning, and facilitate a

regi onal transm ssion planning process.

In April 1996, FERC issued Order No. 888 and Order No. 889 requiring utilities
to all ow open use of their transm ssion systens by other utilities and power
mar keters. Since then, a nunber of conpani es have purchased transm ssion
service fromus to transmt power across our system under terns, conditions,

-10-



and rates defined in our FERC open access transmission tariff (QATT), which
becanme effective in July 1996. Wth electric restructuring, we now provide
retail transmi ssion service under both our PSC rate tariffs for customers

still receiving “bundl ed” service and under the OATT for “choice” customers.

On Decenber 20, 1999, FERC issued Order No. 2000, its nobst recent order
regardi ng Regi onal Transmi ssion Organi zations (RTGs). An RTOis an

organi zation that attenpts to capture efficiencies created by conbining

i ndividual |y operated transmi ssion systens into a single operation, focusing
on operational and strategic transni ssion issues. Pursuant to Order No. 2000,
utilities that own, operate, or control interstate transmission 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. W have been involved in RTO Wst, nade up of BPA and
eight utilities in the Northwest. RTO West subnmitted its initial filing with
FERC i n Cctober 2000 and expects to file a second proposal during the sunmmer
2001.

Together with five of the utilities involved in RTO Wst, we are investigating
the feasibility of an Independent Transm ssion Conpany, called Transconnect,
under which the participating conpanies would transfer their transm ssion
systens to Transconnect in exchange for an appropriate passive ownership
interest in Transconnect. Transconnect then would own the conbi ned system as
a for-profit entity. In line with FERC Order No. 2000, Transconnect woul d
relinquish the operation of its systemto the RTO W nade an initial filing
with FERC i n October 2000 describing Transconnect and requesting approval of
its corporate governance and fornation docunents.

In 2001, we expect to sell our portion of the 500-kilovolt transmi ssion system
associated with Colstrip Units 1, 2, and 3 for $97,100,000. After-tax
proceeds that we receive fromthis sale will remain with The Montana Power
L.L.C., and the gain resulting fromthe sale will be addressed in the

regul atory process.

El ectric Supply Obligations

Montana's Electric Industry Restructuring and Custoner Choice Act (Electric
Act) provided our large industrial custoners with choice of commopdity supply
begi nning July 1, 1998; pilot supply programs for our residential and snal
conmer ci al custoners begi nni ng Novenber 2, 1998; and choice of supply for al

of our custoners no later than July 1, 2002. For additional information on
Montana's Electric Act and the regulatory environment in which our electric
utility operates, see Note 5, “Deregul ation, Regulatory Matters, and 1999 Sal e
of Electric Generating Assets.”

Under the Electric Act, we are obligated to continue to supply electric energy
to custoners in our service territory that have not chosen, or have not had an
opportunity to choose, other power suppliers through the transition period.
This obligation requires us to have a sufficient power supply to neet these
custoners’ electric loads. Qur sales agreenent with PPL Montana i ncl udes
buyback contracts pursuant to which we purchase electric energy from PPL
Montana to supply our renmining custoners. The buyback contracts are

ef fective through June 30, 2002.

On Decenber 21, 2000, the PSC extended our obligation to supply renaining
custoners fromJuly 1, 2002 through June 30, 2004. W wll act as an
intermedi ary for our customers, purchasing energy in the market and supplying
this energy to our custoners. The possibility exists that, through |egislative
action, this obligation may be extended through June 30, 2007. W are working
with the Montana Legislature and the PSCto fully recover the default supply
costs. For additional infornmation on the effects of deregulation, see Note 5,
“Deregul ation, Regulatory Matters, and 1999 Sale of Electric Generating
Assets.”
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O COLSTRIP UNIT 4 LEASE MANAGEMENT DI VI SI ON

Thr ough our unregulated Col strip Unit 4 Lease Managenment Division, we sell our
| eased share of Colstrip Unit 4 generation, representing approximately 222 MM
at full load, principally to Duke Energy Trading & Marketing and to Puget
Sound Energy under agreements expiring Decenber 20, 2010.

O REGULATED NATURAL GAS UTI LI TY BUSI NESS

Qur regulated natural gas utility purchases, transports, distributes, and
stores natural gas. W deliver natural gas to 109 comunities throughout
Mont ana.

Nat ural Gas Requirenents

Nat ural gas-supply requirenents in 2000 totaled 18,771 thousands of dekatherns
(MDkt), of which 8,267 MDkt were purchased under third-party contracts with
Mont ana suppliers and 1,046 MDkt were purchased under contracts w th Canadi an
suppliers. W purchased a total of 9,458 MDkt, or approximtely 50 percent of
the natural gas-supply requirements for the year, fromour unregul ated forner
affiliates. W estinmate that our natural gas requirenents for 2001 will be
approxi nately 19,966 MDkt.

Nat ural Gas Resources

We fulfill our natural gas market requirements through third-party purchase
contracts for natural gas delivered within the state of Mntana.

Approxi mately 36 percent of our supply requirenents are covered under |ong-
termcontracts and approxi mately 40 percent of our supply requirenents are
covered by one-year contracts, with the bal ance secured through short-term
contracts. Approximtely 75 percent of our contractual comitnents are priced
at current market | evels and the remai nder are fixed-price contracts. W
anticipate that our contracts for natural gas-supply will neet our

requi renents for 2001.

Gas Transportation

We transported natural gas vol unes of 22,953 MDkt in 2000, 24,426 MDDkt in
1999, and 27,516 MDkt in 1998. W expect transportation volunes to decrease
in 2001 to approxi nately 21,750 MDkt, due primarily to reduced denand by | arge
i ndustrial, on-systemtransportation custonmers. W also anticipate denand for
of f-systemtransportation to be weaker in 2001 because on-system denand is

projected to be stronger than previous years for storage refill, reducing the
anmount of on-systemgas in the sunmer that needs to be transported to off-
system narkets. In addition, because of no price differential between Canada

and the Rocky Muntain Region, custoners are not incented to transfer natura
gas across our systemto be sold for a nore attractive price in either
| ocati on.

a COVPETI TI VE ENVI RONVENT

Wth the exception of Colstrip Unit 4, either the PSC or FERC approves the
rates charged for our electric and natural gas transnission and distribution
services. For additional information on the regulatory environnent in which
our electric and natural gas utility operates, see Note 5, “Deregulation,
Regul atory Matters, and 1999 Sale of Electric Generating Assets.”

CONTI NENTAL ENERGY OPERATI ONS
Through Continental Energy, our former independent power operation previously
devel oped, invested in, and operated i ndependent power projects. For

additional information on the February 21, 2001 sale of Continental Energy,
see Note 2, “Decision to Sell Energy Businesses.”
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COAL OPERATI ONS
O BUSI NESS

At our Rosebud Mne in Colstrip, Mntana, in the northern Powder R ver Basin
West ern Energy Conpany (Western Energy) surface-mnes coal and, after crushing,
sells it without further preparation. Rosebud Mne's prinmary custoners are the
owners of the four mne-nmouth units in Colstrip, naking up approxi nmately

84 percent of Wstern Energy’s 2000 coal sales volunes. During 2000, Western
Energy mined and sold 10, 405,000 tons, of which 1,355,000 tons were affiliated
sales. W estimate production will be approximately 10,850,000 tons in 2001
and 11, 500, 000 tons in 2002.

Nort hwest ern Resources Conpany’s Jewett Mne, located in central Texas,
supplies surface-mned lignite under a long-termlignite sale agreenment (LSA)
to the two electric generating units |ocated adjacent to the mne. Reliant
Energy owns these electric generating units. Northwestern Resources sold
8,165,810 tons in 2000. W estimate Northwestern Resources’ production for
2001 will be approxinmately 8,300,000 tons and approxi nmately 8,000, 000 tons
annual |y thereafter.

We expect to close the sale of our coal operations at approxinmately the

begi nning of the second quarter 2001. For further information on the status
of the sales of our energy businesses, see Note 2, “Decision to Sell Energy
Busi nesses.”

a COVPETI TI VE ENVI RONVENT

Western Energy’s Rosebud M ne supplies all of the coal requirenments of the
Colstrip Units under separate contracts for Units 1 and 2 versus Units 3 and
4. A coal supply agreenent (CSA) entered into in md-1998 settled coa
contract disputes and future coal price re-openers with the owners of Colstrip
Units 3 and 4. On July 1, 2000, the new pricing provisions of the CSA took
effect. These provisions will be fully inplenented by July 1, 2001. W expect
pretax incone of Western Energy in 2001 to decrease approxi mately $1, 500, 000
from 2000 levels as a result of the new pricing provisions of the CSA. The
Coal Transportation Agreenent (CTA) between Western Energy and the owners of
Colstrip Unit 3 and 4 al so was anended in 1998. The new pricing provisions of
the CTAwill take effect July 1, 2001. W expect pretax income of Wstern
Energy in 2001 to decrease approxinmately $1,900,000 (in addition to the CSA
decr eases descri bed above) from 2000 |evels as a result of the new pricing
provi sions of the CTA

Reliant Energy is the purchaser of lignite produced by Northwestern Resources.
The lignite supply agreenent (LSA), as anended, grants Northwestern Resources
the right to produce enough lignite to neet Reliant Energy’s demand and the
right of first refusal for alternative fuels through July 30, 2015. Through
June 30, 2002, the LSA provides for cost reinbursenent plus approxi mately

$25, 000, 000 per year fromthe paynent of nmanagenment and dedication fees
charged under the LSA pricing terns.

In late 1998, Reliant Energy and Northwestern Resources settled litigation
regarding the pricing terns of the LSA and, in 1999, entered into a Settl enment
Agreement and Anendnent of Existing Contracts. The Settlenent Agreenent

all ows Reliant Energy to blend petroleumcoke with the lignite at a 20/80
ratio. Recently enacted electric power deregulation in Texas calls for

em ssi on reductions for generating units in the state. The effect of these
envi ronnental changes on Reliant Energy's ability to use petrol eum coke and
Powder River Basin coal will continue to be assessed in 2001.

FI NANCI AL | NFORVATI ON ABOUT | NDUSTRY SEGVENTS

The follow ng table shows, for the last three years, revenues contributed by
any class of simlar products or services fromcontinuing operations that
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accounted for 10 percent or nore of our consolidated revenues. W have
classified earnings fromunconsolidated i nvestnents in “Cther inconme — net”
for all periods presented and, therefore, have not included those earnings in
this table.

Percentage O Revenues Contri buted

By Any Class O Simlar Products O
Services In Continuing Operations
That Accounted For 10 Percent O

Busi ness Unit More OF Consol i dated Revenues
2000 1999 1998
Tel econmmuni cati ons 32% 11% 11%
Electric UWility 54% 70% 69%
Natural Gas Utility 13% 14% 14%

For additional information on the financial results of our segnents, see
Note 15, “Information on Industry Segnents.”

ENVI RONMVENTAL | SSUES
O GENERAL

We are subject to numerous federal, state, and |ocal environnental |aws and
regul ations relating to pollution control and prevention and environnent al
renmedi ation, including |aws and regul ati ons regarding clean air and water and
the cleanup of contamination related to past business operations. W believe
that we accrue an appropriate amount of estimated costs associated with
reasonably foreseeabl e potential costs related to environnental regulation and
cl eanup requirenents. We do not expect these costs to have a naterial adverse
ef fect on our consolidated financial position, results of operations, or cash
flows.

The Conprehensive Environnmental Response, Conpensation, and Liability Act
(CERCLA), and sone of its state counterparts, nay require us to renove or
nmtigate adverse environnmental effects resulting fromthe di sposal or rel ease
of certain substances at sites that we owned or presently own, or at sites
where these substances were disposed. W do not know the anpunt of costs
associated with current site renediation efforts or future renedi ati on because
of the follow ng uncertainties:

e« W may not know all sites for which we may be alleged or found to be
responsi bl e; and

e W cannot estimate with any degree of reasonable certainty the tota
costs for sites that we have identified

We do not expect the unknown costs to have a material adverse effect on our
consol i dated financial position, results of operations, or cash flows.

O S| LVER BOW CREEK/ BUTTE AREA SUPERFUND SI TE

VWhile we are a Potentially Responsible Party (PRP) at the Silver Bow
Creek/Butte Area Superfund Site, a Consent Decree approved by the United
States District Court for the District of Montana provides us wth
contribution protection in the event other PRPs claimcontribution for cleanup
costs they expend. We will continue, however, to address alleged soils
contami nation of the 30 acres of this site that we own. W do not expect

cl eanup costs to be naterial

O MLLTOMN DAM SI TE

Toxic heavy nmetals in the silts resting behind the dam caused the EPA to
include MIltown Damon its list of priority CERCLA sites. The EPA is
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continuing its study of this situation, and its Record of Decision that wll
identify renedial actions and the party or parties responsible for themis
expected in 2001. W believe that we have no responsibility for any
renedi ati on of any alleged releases at the MIIltown Dam because of a specific
statutory exenption in the CERCLA |egislation.

o THOWPSON FALLS

The Montana Department of Environnmental Quality (MDEQ has listed the
reservoir at the Thonpson Falls Dam as a Conprehensi ve Environnental C eanup
and Responsibility Act (CECRA) site — Montana's equival ent of a CERCLA
National Priority List site. |In 1985 and 1986, researchers found el evated

| evel s of heavy nmetals in sedinments in the reservoir, and the EPA declared the
site a “No Further Action” site pursuant to CERCLA. The MDEQ identified the
site as a “Low Priority Site” because of the |ow probability of direct hunman
contact and the lack of evidence of mgration to groundwater supplies. G ven
the low priority designation for this site, we believe that the risk of
material renediation is low W retained pre-closing environnental liability
relating to this CECRA |isting when we sold the Thonpson Falls Damto PPL
Mont ana.

O 1999 SALE OF ELECTRI C GENERATI NG ASSETS

For further information concerning our environnental liabilities associated
with the sale of our generating assets sold to PPL Montana i n Decenber 1999,
see Note 5, “Deregul ation, Regulatory Matters, and 1999 Sale of Electric
Cenerating Assets.”

O SITES OF MANUFACTURED GAS PLANTS

We have voluntarily cleaned up two sites where we operated manufactured gas

pl ants, spending approximately $675,000. W are required to periodically

noni tor groundwater at the first two sites and report our results to the MDEQ
We have inspected and assessed a third possible cleanup site, but we have not
conpl et ed di scussions with the MDEQ and | ocal regul atory agenci es regarding
any required cleanup of this site. Although we do not expect that we will be
required to renediate the third site, we are likely to be required to
periodically nonitor the groundwater at this site for an indefinite period.
We do not expect the costs of nonitoring the three sites, or the possible
cleanup of the third site, to be naterial

EMPLOYEES
At Decenber 31, 2000, we had 2,549 enpl oyees.
FORElI GN AND DQOVESTI C OPERATI ONS

We believe that financial information relating to the segment information for
foreign and donestic operations and export sales is inmaterial

| TEM 2. PROPERTI ES
TELECOMMUNI CATI ONS

Qur fiber optic network and its conponent assets, which we own, |ease, or hold
pursuant to licenses, are our primary tel econmunications properties. W
either hold title to, or have proprietary rights in, the route nmles
constituting our fiber optic network. Those route mles to which we do not
have legal title we hold principally through |Indefeasible R ghts-of-Use (IRU)
agreenents that extend for the economc life of the fiber

We believe that we have obtained the necessary |licenses, pernits, easenents,
| eases, and other rights and interests fromthird-party |andowners and
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governnmental authorities and have conpleted particular regulatory filings to
permt us to install conduit and fiber. These rights and interests generally
are nonexcl usi ve and, when possible, we hold them under nulti-year agreenents
wi th renewal options.

We al so own 25 LMDS licenses in various nmarketing areas within the Pacific
Nort hwest, Rocky Mountain, and Upper M dwest regions of the United States. W
have 46 Points of Presence (POPs), facilities where we | ocate el ectronic

equi pnment used to connect custonmers to our currently conpleted network, in 16
states and various colocation facilities throughout our network. W generally
have a |license or contractual right, and not legal title, to the property
housi ng the POPs and colocation facilities. See Item 1, “Tel ecommunications
Qperations,” under the “Network Expansion” and “Network Design” sections, for
further information on our network.

W own a general office building, located in Butte, Mntana, which houses
executive and administrative offices and a network operating center. W also
| ease 23 other offices l|ocated throughout the United States, including a

20, 000-square-foot facility in Mssoula, Mntana, where we will provide cal
center custoner support services as well as handl e custoner billing and ot her
functi ons.

ELECTRI C UTILITY

At Decenber 31, 2000, we owned and operated 6,836 nmles of electric
transm ssion lines and 16,268 mles of electric distribution |ines. Qur
el ectric transm ssion system extends through the western two thirds of Montana.

Qur electric resource capacity is provided by 15 Qualifying Facility (QF)
contracts that total 101 MM of firmw nter peak capacity and our MII|town Dam
with 3 MM gross capacity. In addition, we have two power-purchase agreenents
that neet our full energy requirenents beyond what we have received fromthe
Qs and MIItown Dam For additional infornmation on our power-purchase
agreenents, see Note 14, “Commitments,” in the “Purchase Commitnents” section

COLSTRIP UNIT 4

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

| ocated in southeastern Montana. A long-termcoal supply contract with

West ern Energy provides the coal necessary to run the plant.

NATURAL GAS UTI LI TY

At Decenber 31, 2000, we owned and operated 1,990 niles of natural gas

transm ssion lines and 3,804 niles of natural gas distribution nains. W serve
our natural gas custoners 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

requi renents during the sumer for delivery during winter periods of peak
demand, enhancing systemreliability. W produce a snall anount of natural gas
fromfields in southern Montana to naintain our natural gas storage |eases.

CONTI NENTAL ENERGY

When we sold Continental Energy in February 2001, we partially owned — through
Continental Energy — nonutility power generation projects operating in
Sweetwat er, Paris, and Gines County, Texas; Ferndal e, Washington; and Uch,
Paki stan. Continental Energy’'s share of the rated capacity of these projects
was 438 MAs. Continental Energy’s share of the rated capacity of projects in
devel opnent was 500 MAs.

COAL
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West ern Energy has coal |eases covering approxi mately 487,497, 000 proved,
probabl e, and recoverabl e tons of surface-m neable coal reserves at Col strip,
Mont ana. These tons average | ess than 1.6 pounds of sulfur dioxi de per MVBTU
Approxi mat el y 201, 620, 000 tons of these reserves are conmtted to present
contracts, relating principally to the Colstrip Units. Wstern Energy’s
subsidi ary, Western SynCoal LLC, owns a patented coal -enhancenent process and
a coal -enhancenent process denonstration plant at the Rosebud M ne that

West ern Energy operates.

Nort hwest ern Resources has lignite | eases in central Texas at the Jewett M ne
covering approxi mately 136, 300, 000 proved, probable, and recoverable tons of
surface-mneable lignite reserves. Northwestern Resources has dedi cated al

of these reserves to Reliant Energy.

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
PALADI N ASSCCI ATES, | NC

We are defendants in litigation initiated in Cctober 1995 by Pal adin
Associates, Inc. in the United States District Court for the District of

Mont ana. Pal adin, a natural gas broker that transported natural gas on our
pi peline system alleges that we and two ot her defendants violated antitrust
| aw, breached contractual obligations, and conmtted torts for which Pal adin
is entitled to collect nonetary danages as renedies. Paladin is seeking
actual danmmges that it estinmates to be approxi mately $10, 000, 000 which, if
trebl ed, would be $30,000,000. |In addition, it seeks unspecified punitive
damages regarding its tort clains. W deny Pal adin’s allegations.

On May 4, 2000, the court granted the defendants’ notions for summary judgment
and disnissed all of Paladin's clains, though the court’s final judgnent is
not yet entered. Entry of a final judgnent will initiate the tine period
during which Pal adin can appeal the disni ssal

TCA BUI LDI NG COMPANY

Qur subsidiary, Entech, and its subsidiary, Northwestern Resources, are
defendants in litigation initiated by TCA Buil di ng Conmpany in 1995 in the
261st Judicial District Court in Travis County, Texas. TCA has alleged that
Entech and Nort hwestern Resources breached obligations to assist it in mning
its property, that alleged prom ses underlying these obligations were tainted
by fraud, and that Entech and Northwestern Resources wongfully interfered
with a contract and a business opportunity for TCAto sell lignite. TCA

all eges that its damages, in addition to unspecified exenplary damages, are
bet ween $8, 000, 000 and $13, 500, 000. Entech and Northwestern Resources have
asserted counterclains that woul d substantially reduce these all eged anmpunts.

The Texas district court has granted notions filed by Entech and Northwestern
Resources for sunmary judgnent on all of TCA' s clainms, and TCA has appeal ed.
The parties have argued the case on appeal, but the court has not yet issued a
j udgrent .

Pursuant to the Stock Purchase Agreenent that we entered into wth

Westnorel and Coal Conpany, Westnoreland will assune responsibility for
defending this |litigation relative to the clains against Northwestern
Resources when our transaction with Wstnorel and cl oses. Wi | e West norel and
will be responsible for the clains against Northwestern Resources, we wll
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remain responsible for defending this litigation relative to the clains
agai nst Entech.

For additional information on |egal proceedings, see the “Environnental

| ssues” section of Item 1, “Business,” and Note 13, “Contingencies,” in the
“Kerr Project” section

| TEM 4. SUBM SSI ON OF MATTERS TO A VOTE OF SECURI TY HOLDERS
None.
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Part |1

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

COVMMON STCOCK | NFORVATI ON

Qur comon stock is listed on the New York Stock Exchange and Pacific
Exchange, Inc. The follow ng table presents the high and | ow sal e prices of
our comon stock, as well as dividends declared, for the years 2000 and 1999.
We had 29,823 common sharehol ders of record on Decenber 31, 2000. As

di scussed in Part |, our Board of Directors voted in Cctober 2000 to elimnate
t he divi dend paynent on comon stock. The final quarterly dividend on our
common stock was $0.20 per share, payable on Novenber 1, 2000.

Qur Board of Directors approved a two-for-one stock split of our outstanding
conmon stock, effective August 6, 1999, for all sharehol ders of record on July
16, 1999. W have adjusted all share and per-share infornation in this Annua
Report on Form 10-K to reflect this split.

Conmon stock i nformation:

Di vi dends

Decl ar ed

2000 H gh Low Per Share
1st Quarter $65. 750 $34. 625 $0. 20
2nd Quarter 64. 625 35. 313 0. 20
3rd Quarter 39. 940 28. 500 0.20
4th Quarter 37. 380 18. 500 -

Di vi dends

Decl ar ed

1999 H gh Low Per Share
1st Quarter $41. 000 $24. 563 $0. 20
2nd Quarter 42. 625 31.563 0. 20
3rd Quarter 36. 313 27.500 0. 20
4th Quarter 37.375 26. 813 0. 20
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| TEM 6. SELECTED FI NANCI AL DATA, 2000-1996

For additional information on the status of the sales of our energy businesses and
our application of discontinued operations accounting to our coal and forner oil and
natural gas operations, see Note 2, “Decision to Sell Energy Businesses,” and the
“Results of Operations” section of MD&A. For additional infornmation on how we
classify earnings fromunconsolidated investnents, see MD&A, in the “2000 Conpared
Wth 1999” section, under “Consolidated Results.”

BALANCE SHEET | TENVS

2000 1999 1998 1997 1996
(Thousands of Dol l ars)
ASSETS
Utility plant .................. $1, 636,885 $1, 543,127 $2,246,847 $2,216,198 $2, 236, 309
Less accunul at ed depreci ation
and depletion................ 553, 274 494, 235 732, 385 684, 960 705, 119
Net utility plant ............ 1,083,611 1,048,892 1,514,462 1,531,238 1,531,190
Nonutility property............ 652, 973 975, 349 864, 981 781, 406 666, 679
Less accunul at ed depreci ation
and depletion................ 39, 798 319, 506 297, 933 260, 567 256, 489
Net nonutility property...... 613, 175 655, 843 567, 048 520, 839 410, 190
Total net plant and property. 1,696,786 1,704,735 2,081,510 2,052,077 1,941, 380
OGther assets................... 1,120,008 1, 344,008 846, 585 753, 819 756, 835
TOTAL ASSETS................. $2, 816, 794 $3,048, 743 $2,928,095 $2, 805,896 $2, 698, 215

LI ABI LI TI ES AND SHAREHOLDERS

EQUI TY:
Common shar ehol ders’ equity.... $1,123,585 $1,029,217 $1,112,103 $1,037,534 $ 999, 657
Unal | ocat ed stock hel d by

trustee for retirement

savings plan................. (17, 227) (20, 401) (23, 298) (25, 945) (28, 360)
Preferred stock................ 57, 654 57, 654 57, 654 57, 654 57, 654
Conpany obl i gated mandat ory

redeemabl e preferred

securities of subsidiary

trust . ... .. 65, 000 65, 000 65, 000 65, 000 65, 000
Long-termdebt ................. 309, 463 618, 512 698, 329 653, 168 633, 339
O her liabilities.............. 1,278,319 1,298,761 1,018,307 1,018,485 970, 925

TOTAL LI ABILITIES AND

SHAREHCOLDERS' EQUITY....... $2,816, 794 $3, 048, 743 $2, 928,095 $2,805,896 $2,698, 215
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| TEM 6.  SELECTED FI NANCI AL DATA, 2000-1996 (Conti nued)
| NCOVE STATEMENT | TEMS

2000 1999 1998 1997 1996
(Thousands of DolTars)
REVENUES. .. ...... ... ... ....... $ 999,708 $ 777,172 $ 770,957 $ 680,116 $ 666, 466
EXPENSES:
Operations and mai nt enance. .. 612, 712 370, 870 366, 400 305, 880 303, 404
Sel ling, general, and
admni strative............. 171, 373 116, 864 98, 239 92, 126 81, 591
Taxes other than incone
taxes............. I 60, 991 71,933 67,088 64, 957 60, 586
Depreci ation, depletion, and
anortization............... 77,026 79, 576 85, 245 69, 375 63, 670

| NCOVE FROM CONTI NUI NG
OPERATIONS. . ............. 77,606 137, 929 153, 985 147,778 157, 215
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| 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

As a result of our restructuring efforts, we have eval uated our operations to
det erm ne which segnments should be included in continuing or discontinued
operations. Because the sale of our utility business remains subject to

shar ehol der approval, we have included the results of operations, financial
position, and cash flows of our electric (including Colstrip Unit 4) and
natural gas utility business in continuing operations. W plan to schedule a
speci al neeting of our shareholders in the second or third quarter 2001 to
consi der and vote on the sale and other matters.

We have not afforded Continental Energy discontinued operations accounting
treatment since we have historically reported Colstrip Unit 4 with Continenta
Energy as the I ndependent Power G oup segrment. Although we sold Continenta
Energy on February 21, 2001, the sale of our utility business includes
Colstrip Unit 4. Consequently, we have reflected Continental Energy activity
in continuing operations for all periods presented.

As a result of our Board of Directors’ approval to enter into definitive
agreenments with respect to our fornmer oil and natural gas and our coa
operations, we have applied discontinued operati ons accounting treatnent to
t hese operations, resulting in the foll ow ng:

e W have separately reported net incone after income taxes fromoil and
natural gas and coal operations in incone fromdiscontinued operations for
all periods presented to reflect the reclassification of these operations as
di sconti nued.

* On our Consolidated Bal ance Sheet at Decenmber 31, 2000, no bal ances exi st
with respect to our forner oil and natural gas operations, which we sold on
Cct ober 31, 2000, and we have netted assets and liabilities of our
di scontinued coal operations in “Current assets,” under “Investnent in
di sconti nued operations.”

e W have reported cash flows of oil and natural gas and coal operations as
“Net cash provided by (used for) discontinued operations” — whet her
segregated by operating, investing, or financing activities.

Qur planned restructuring is expected to transformour Conpany from a
diversified electric and natural gas utility business to a national

t el econmuni cations transport services business. Because this restructuring
remai ns subject to various approvals, we can provide no assurance that it wll
occur in the timefrane contenplated. For additional information on the status
of the sal es of our energy businesses and our application of discontinued
operations accounting to our former oil and natural gas operations and coa
operations, see Note 2, “Decision to Sell Energy Businesses.”

O NET I NCOME PER SHARE OF COVMON STOCK

Consol i dated net income available for commobn stock was $195, 801, 000 i n 2000,
conpared with $146, 656,000 in 1999, and $161, 930, 000 i n 1998.

The follow ng table shows the sources of consolidated net inconme on a per-

share (basic) basis for 2000, 1999, and 1998 and each source’s percentage
contribution to consolidated earnings per share.
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Year Ended Decenber 31

Per cent Per cent Per cent
2000? Contri bution 1999 Contri bution 1998 Contri bution
Conti nui ng Operations . $0. 69 37% $0. 86 64% $1. 11 76%
Di sconti nued
Qperations .......... 1.17 63% 0. 48 36% 0. 36 24%
Consolidated ........ $1. 86 100% $1. 34 100% $1. 47 100%

12000 figures for discontinued operations include gain on sale of discontinued oil and
nat ural gas operations.

2000 COVPARED W TH 1999
O CONSOLI DATED RESULTS

Net incone from continuing operations for 2000 decreased when conpared with
1999. While our tel econmunications and natural gas utility operations had

i mproved operating results, and “Cther incone — net” increased as a result of
gai ns recogni zed by Continental Energy fromits unconsolidated investnents,
decreased incone fromelectric utility operations nore than of fset these

i mprovenents.

W now classify all earnings fromour unconsolidated investnents in “Q her
income — net.” W previously reported these earnings separately in revenues
under “Earnings fromunconsolidated investnents” and have reclassified al
amounts fromprior periods to reflect this change

I ncone from our tel ecomunications operations for 2000 nearly doubl ed when
conpared with 1999, increasing approximately 93 percent. Qur June 30, 2000
acqui sition contributed substantially to increased revenues.

For 2000, income fromelectric utility operations decreased approxi mately 84
percent when conpared with 1999, primarily because of the effects of the
Decenber 1999 sale of our electric generating assets. Incone fromnatural gas
utility operations increased approximately 71 percent as conpared to 1999,
mainly due to an increase in rates and a weather-rel ated increase in vol unes
sol d.

Revenues and expenses in other operations decreased principally because these

operations no longer reflect the electric trading and marketing activities of

our former affiliate, The Montana Power Trading & Marketing (MPT&), which was
sol d to PanCanadi an.

I nt erest expense decreased mai nly because of the net retirenent of |ong-term
debt in 1999 and early 2000, the effects of which were partially offset by a
reversal of interest expense in the fourth quarter 1999 related to an
environmental liability.

The increase of approximtely $33,700,000 in “Qher income — net” was
principally due to Continental Energy’ s pretax gain recognized in the second
quarter 2000 fromthe sale of its equity interest in the Brazos project in
Cl eburne, Texas, and increased interest incone. “Cther incone — net” also

i ncl udes approxi nately $1, 500,000 of [oss from unconsolidated

t el ecomuni cations investnments, as conpared with approxi mately $9, 800, 000 of
earnings for 1999. The decrease resulted prinmarily fromantici pated | osses
frominvestnents in two wireless joint ventures and a $6, 000, 000 decrease in
dark-fiber transactions, mainly fromthe FTV Comruni cati ons LLC (FTV) joint
vent ure.

I ncone from di sconti nued operations increased conpared with 1999 mainly because
of the gain of approxi mately $62, 000,000, net of incone taxes and a regul atory
liability of approxinmately $32,500,000, we recorded relating to the fourth
guarter 2000 sale of our oil and natural gas operations.
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CONTI NUI NG OPERATI ONS

TELECOVMUNI CATI ONS

REVENUES:

REVENUES . . . e e
Intersegnment revenues . . ..........v ..

EXPENSES:

Qperations and maintenance.......................
Selling, general, and administrative.............
Taxes other than inconme taxes....................
Depreciation and anortization....................

| NCOVE FROM TELECOVMUNI CATI ONS OPERATIONS. ... ......

UTILITY AND COLSTRIP UNIT 4

ELECTRI C UTILITY AND COLSTRIP UNIT 4:
REVENUES:

REVENUES . . . i e
Intersegnment revenues . . ..........u ..

EXPENSES:

Power supply........
Transmi ssion and distribution....................
Selling, general, and administrative.............
Taxes other than inconme taxes....................
Depreciation and anortization....................

| NCOVE FROM ELECTRI C UTILITY AND COLSTRIP UNIT 4

NATURAL GAS UTILITY:
REVENUES:

Revenues (other than gas supply cost revenues) ....
Gas supply COSt revenues............coouuueuuunn..
INtersegment revenUeS . ... ...,

EXPENSES:

Gas supply COStS. ... i
O her production, gathering, and exploration.....
Transm ssion and distribution....................
Selling, general, and administrative.............
Taxes other than inconme taxes....................
Depreci ati on, depletion, and anortization........

| NCOVE FROM NATURAL GAS UTILITY OPERATIONS. . .......

- 24-

Year

Ended Decenber

31

2000

1999

1998

(Thousands of Dol lars)

$ 322,952 $ 84,903 $ 87,792
334 1,012 1,298
323, 286 85, 915 89, 090
179, 648 34, 824 27,110
66, 203 12, 480 12,172
5, 342 3,762 3,623
22,423 9, 048 7,090
273,616 60,114 49, 995
49, 670 25, 801 39, 095
535, 390 531, 883 526, 527
1,036 14, 221 4,722
536, 426 546, 104 531, 249
342, 098 203, 790 200, 203
38, 330 49, 355 40, 182
58, 545 70, 242 55, 860
39, 727 52, 695 48, 082
39, 559 56, 282 59, 213
518, 259 432, 364 403, 540
18, 167 113, 740 127,709
91, 457 78, 657 75, 414
37,916 32, 759 31, 940
269 331 425
129, 642 111, 747 107,779
37,916 32, 759 31, 940
1,092 2,338 2,284
15, 093 14, 635 15, 556
24,371 21,944 20,191
14, 227 14, 333 14,084
8, 830 9, 279 8, 705
101, 529 95, 288 92, 760
28,113 16, 459 15, 019




CONTI NUI NG OPERATI ONS ( Cont i nued)

Year Ended Decenber 31

2000 1999 1998

(Thousands of Dol lars)

CONTI NENTAL ENERGY:

REVENUES:
Revenues . . ... .. 1, 000 1, 310 1, 296
EXPENSES:
Qperations and naintenance........................ 10 258 750
Selling, general, and administrative.............. 2,361 1, 310 1, 903
Taxes other than incone taxes..................... 1 2 1
Depreciation and anortization..................... 480 414 6, 316
2,852 1,984 8,970
LOSS FROM CONTI NENTAL ENERGY OPERATIONS............. (1, 852) (674) (7,674)
OTHER OPERATI ONS
REVENUES:
Revenues . . ... .. 10, 993 47, 660 47,988
Intersegnent revenues. ... ......c.. . 1,536 1, 665 1,913
12,529 49, 325 49,901
EXPENSES:
Qperations and naintenance........................ 1,700 50, 140 51, 634
Selling, general, and administrative.............. 19, 893 10, 888 13,212
Taxes other than incone taxes..................... 1,694 1,141 1, 298
Depreciation and anortization..................... 5,734 4,553 3,921
29, 021 66, 722 70, 065
LOSS FROM OTHER OPERATIONS. . .. .. oo (16, 492) (17, 397) (20, 164)

| NTEREST EXPENSE AND OTHER | NCOVE
[Nt erest ... . 34, 408 41,593 59, 373
Di stributions on conpany obligated mandatorily
redeenabl e preferred securities of subsidiary

ErUSE 5, 492 5, 492 5, 492
Qher income — net ......... .. . .. .. (72, 085) (38,407) (103, 419)
(32, 185) 8,678 (38, 554)

| NCOVE FROM CONTI NUI NG OPERATI ONS BEFORE | NCOVE
TAXES . . o 109, 791 129, 251 192, 539
INCOVE TAXES. . ..ottt e e e 33,598 30, 830 66, 843
NET | NCOVE FROM CONTI NUI NG OPERATIONS. . ............. 76, 193 98, 421 125, 696
Dl VIDENDS ON PREFERRED STOCK. . ... .. u'vviiiieen i 3, 690 3, 690 3, 690

NET | NCOVE FROM CONTI NUI NG OPERATI ONS AVAI LABLE
FOR COMMON STOCK. . . vttt ittt et e e e e $ 72,503 $ 94,731 $ 122,006
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O TELECOVMUNI CATI ONS OPERATI ONS

After conpletion of our proposed restructuring, we expect Touch America to be
a stand-al one conpany focused on providing tel econmuni cati ons services,
primarily for whol esal e and busi ness custoners. Because the restructuring of
our Conpany is dependent on nmany vari abl es, we cannot assure that we will be
able to complete our restructuring or that, if our restructuring is conpleted,
Touch Anerica will be successful in neeting its goals. Wile the

t el econmuni cati ons business is constantly changi ng and increasingly
conpetitive, we will strive to succeed as we focus on this business.

By the end of 2001, we expect to have approxi mately $1, 600, 000,000 in tota
assets, including approxi mately $350, 000,000 in cash. W expect to have no
debt and to generate approxi mately $670, 000,000 in revenues during 2001 with
an EBI TDA margi n nodestly exceedi ng 20 percent, which was our margi n during
the last six months of 2000. Qur cal culation of EBITDA consists of earnings
or loss before interest incone and expense, incone taxes, depreciation, and
anortization. W calculate the EBI TDA margi n by dividing our EBITDA by
revenues.

We continue to work toward a reduction of off-network carrier charges by

i ntegrating our operations and nigrating custoners onto our network. W also
continue to seek to negotiate volune discounts with other carriers. If we
succeed in these efforts, we would reduce our off-network costs which, in
turn, would increase EBI TDA and our EBITDA margin to a |level in excess of the
20 percent nentioned above.

We expect to continue to add enpl oyees, particularly in the sales and sal es-
support areas. At the end of 1999, Touch Anerica had approxi mately 185

enpl oyees. As a result of the June 30, 2000 tel econmuni cations acquisition
we added nearly 200 enpl oyees, and at the end of 2000, we had increased our
enpl oyee base to nore than 600 enpl oyees. By the end of 2001, we expect to
have approxi mately 1,200 enpl oyees.

I nconme fromour tel econmunications operations in 2000 nearly doubl ed when
conpared with 1999, increasing approxi mately $23, 900, 000, from $25, 800,000 to
$49, 700, 000. EBITDA in 2000 nore than doubl ed when conpared with 1999,

i ncreasi ng approxi mately $37, 300, 000, from $34, 800,000 to $72, 100, 000. These
significant increases resulted primarily fromthe June 30, 2000 acquisition
from Quest of whol esale, private line, |ong-distance, and other

t el econmuni cations custoners in the former U S WEST fourteen-state region

Revenues

Revenues i ncreased on Touch Anerica’ s broadband network conpared to 1999.

* Network services revenues, which include whol esal e and dedi cat ed
busi ness line revenues, increased approxi mately $176, 400,000 to
$219, 600, 000 as conpared with $43,200,000 in 1999. Network service
revenues, which conprise approximately 73 percent of our service
revenues, increased prinarily as a result of new custoners acquired.

e Retail sales revenues, which include commercial and consuner |ong-
di st ance revenues, increased approxi mately $57, 800,000 to $82, 500, 000 as
conpared with $24, 700,000 in 1999. Retail sales revenues conprise
approxi mately 27 percent of our service revenues and al so i ncreased
principally as a result of new custoners acquired.

e Year-to-date increases in revenues of approximtely $11, 700, 000 resulted
mai nly from equi pment, engi neering, and construction services provided
by Touch America for infrastructure for a PCS joint venture in which
Touch Anerica has invested. O her equipnent sal es decreased
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approxi mately $5, 300, 000 due partly to increased 1999 activity rel ated
to the Y2K issue.

Prior to the June acquisition, our tel ecomunications business generated
approxi nately 63 percent of its service revenues from network services
revenues, principally on our fiber optic network. Prior to the acquisition
retail sales conprised approximately 37 percent of service revenues, which
were also provided primarily on our fiber optic network. The acquisition

i ncreased our custoner base and the geographic distribution of custoners, and
it also resulted in a significant increase in the percentage of revenues from
networ k servi ces (whol esal e and dedi cated business |line services), the primry
focus of the efforts of our expanding sales force. For nore information on
the June 30 acquisition, see Note 4, “Acquisition of Tel econmunications
Properties.”

In 2000, we began classifying all earnings fromour unconsolidated investnents
in “Cther income — net” and have reclassified amounts from prior periods.

The follow ng table shows year-to-year changes in comercial and consuner
| ong-di stance revenues for the previous two years.

2000 1999
Revenues (MIllions of Dollars) ... $58 $4
Mnutes sold ..................... 867% 31%
Price per minute ................. (59% (9%
Custonmer growth .................. 460% 26%

Expenses

Qperations and nai ntenance (O&\) expenses increased approxi nately $144, 800, 000
due prinmarily to higher off-network charges for access to other

t el econmuni cati ons conpani es’ systens to carry the increased traffic discussed
above. Selling, general, and adm nistrative (SGA) expenses increased

approxi mately $53, 700,000 as a result of custoner growh and the increased
costs of expanding Touch Anerica’s infrastructure and our sal es and narketing
efforts. Qur sales and sal es-support staff increased from approxi mately 50 at
t he begi nning of the year to approxinmately 300 by the end of the year. As
productivity of this expanding new sal es force increases, SGRA as a percentage
of revenue is expected to decrease. Taxes other than inconme taxes increased
approxi mately $1, 600, 000 and depreciation and anortizati on expense increased
approxi mately $13, 400, 000, nainly due to continuing expansion of our fiber
optic network and the additional assets acquired in 2000.

As previously discussed, prior to the acquisition, nuch of our

t el econmuni cati ons services were provided on our network. The increase in
custonmer numbers and geographic distribution of customers has resulted in a
significant percentage increase in our use of other tel ecomunications
conpani es’ fiber optic networks. These off-network charges currently
represent the single | argest operating expense for our telecomunications
operations. As we continue to integrate the acquired operations into our
Conpany and further expand our network, we will seek to reduce this dependence
on other carriers and correspondi ngly reduce our off-network charges.

Regul at ory

The Tel ecomuni cations Act of 1996 provides for significant deregul ation of
the United States tel ecommuni cations industry, including the |ocal exchange
and | ong-di stance industries. This legislation remains subject to judicial
revi ew and additi onal Federal Conmunicati ons Conmi ssion rul enaki ng and,
therefore, we are unable to predict the ultimate effect of this regulation on
our busi ness.
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Tel econmuni cati ons services renmain subject to regulation at the federal

state, local, and international |levels. These regulations affect us and our
exi sting and potential custoners. Delays in receiving required regulatory
approvals or in conpleting interconnection agreenments with | ocal exchange
carriers may have a naterial adverse effect on us. |In addition, nmany

regul atory actions are underway or being contenplated by federal, state,

local, and international authorities. These future legislative, judicial, and
regul atory agency actions could increase our costs, causing the |oss of
custoners and revenues, in addition to inpeding or prohibiting our grow h.

Q UTILITY OPERATI ONS
Weat her

As neasured by heating degree-days, tenmperatures in 2000 for our service
territory were 10 percent colder than 1999 and level with the historic
average. Tenperatures in 1999 were 3 percent warner than 1998 and 9 percent
war ner than the historic average.

Accounting for the Effects of Regul ation

We apply Statenment of Financial Accounting Standards (SFAS) No. 71

“Accounting for the Effects of Certain Types of Regulation,” to our regul ated
operations. Pursuant to this pronouncenent, we recognize certain expenses and
credits as they are reflected in revenues collected through rates established
by cost-based regulation. Changes in regulation or changes in the conpetitive
environnent could result in our not neeting the criteria of SFAS No. 71. |If
we were to discontinue application of SFAS No. 71 for sone or all of our

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

We received proceeds in excess of book value for the sale of our generating
assets and our previously regul ated natural gas properties and are carrying
the excess proceeds as a regulatory liability on the Consoli dated Bal ance
Sheet. For additional information on our Tier Il filing, see Note 5,
“Deregul ati on, Regulatory Matters, and 1999 Sale of Electric Generating
Assets.”

The Electric Act identifies regulatory assets and deferred charges that exist
because of regulatory practices, as well as above-market costs associated with
QF contracts, as recoverable transition costs. Based upon the anticipated
recovery of these costs, we believe that discontinuing regulatory accounting
treatnent woul d not have a material adverse effect on our future consolidated
financial position, results of operations, or cash flows. W expect our

regul ated transm ssion and distribution businesses will continue to have cost -
based rates and, therefore, neet the criteria of SFAS No. 71

In accordance with our Cctober 31, 1998 Asset Purchase Agreenent with PPL

Mont ana, as anended June 29, 1999 and Cctober 29, 1999, we expect to sell our
portion of the 500-kilovolt transm ssion systemassociated with Colstrip Units
1, 2, and 3 to PPL Montana for $97,100,000. This transaction is expected to
close in 2001. The after-tax proceeds that we expect to receive as a result
of this transaction will remain with The Montana Power L.L.C., and we expect
the gain resulting fromthe transaction to be addressed in the regul atory
process.

After the conpletion of our proposed restructuring and sale of our electric
and gas utility business to NorthWstern, Touch America shareholders will no
| onger be responsible for the obligations and liabilities of the utility
operations. These liabilities and obligations will acconpany the utility
operations to NorthWstern
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Electric Wility (including Colstrip Unit 4)

Uility earnings are based on capital invested in utility plant. Because we
no | onger earn a return on approxi mately $497, 000, 000 of utility net plant as
a result of the Decenber 1999 sale of electric generating assets, we

experi enced an expected decline in utility earnings.

Prior to the sale, we billed revenues in part to cover the costs of operating
the generating plants, pay taxes and interest, and to earn a return on our
sharehol ders’ investnment. Since the sale, we continue to bill our core
custoners for energy supply, but now these revenues cover the costs to
purchase power to serve these custoners. These costs per MM no | onger
fluctuate based on actual operating results, but are fixed based on an

al | ocated cost-of-service price. Buyback contracts allow us to purchase power
necessary to serve our core custoners through the transition period ending on
July 1, 2002. The price in the buyback contracts, which is annually capped at
$22. 25/ MW, represents our net fully allocated costs of service in current
rates, replacing operations and nmi nt enance expense, depreciation expense,
property tax expense, and return on investnent. W reflect the costs of
purchased power under the buyback contracts in operating expenses as power
suppl y expenses

On Decenber 21, 2000, the PSC extended our obligation to supply remnaining
custoners fromJuly 1, 2002 through June 30, 2004. W will act as an
internediary for our custoners, purchasing energy in the nmarket and supplying
this energy to our custoners. The possibility exists that, through

| egi slative action, this obligation nmay be extended through June 30, 2007. W
are working with the Montana Legislature and the PSCto fully recover the
default supply costs.

On March 15, 2001, the PSC issued a Notice of Commission Action and
Qoportunity to Comment, stating the PSCs belief that it not only has
continuing jurisdiction over our wutility that provides fully regulated
services to our custoners, but also over the electric generating assets that
we sold to PPL Montana in Decenber 1999. |In its Notice, the PSC stated that
our closing of the sale of the electric generating assets to PPL Mntana did
not preclude the PSC from deternmi ning cost-based prices for custoners during
the extended transition period. 1In a work session on March 28, 2001, the PSC
formal |y adopted its statenent affirming its authority to nmke deterninations
regarding the generation assets during the extended transition period, while
fostering the financial integrity of our utility.

In addition, the Montana Legislature is currently considering various energy-
rel ated proposals to maintain |ow energy prices. Several of these proposals
address who should supply electric energy and what this energy should cost
Mont ana consuners.

We cannot predict the ultinate outcome of these matters or their potential

ef fect on our consolidated financial position, results of operations, or cash
flows.
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The follow ng table categorizes revenues and vol unes into “General Business

Revenues,” “Sales to O her

Uilities,” “Oher,” and “Intersegment.” It also

shows “Bundl ed Revenues” and “Distribution Only Revenues” separately for
“Ceneral Business Revenues.” Wile we no |longer supply the electric energy
for custoners who have chosen other commodity suppliers, we continue to earn
transm ssion and distribution revenues for noving their electric energy across
our transmi ssion and distribution lines. W reflect transm ssion revenues as
“Cther” revenues and distribution revenues as “Distribution Only Revenues.”

Revenues and Power Supply

Expenses Vol unes
2000 1999 % 2000 1999 %
(Thousands of Dol | ars) (Thousands of MAh)
REVENUES:
Gener al Busi ness Bundl ed
Revenues:
Residential ................... $127,816 $127,572 - 1,979 1, 810 9%
Smal | Conmmercial, Snall
I ndustrial, and Gover nment
and Municipal ............... 143, 512 159, 872 (10% 2,438 2,474 (1%
Large Commercial, Large
Industrial .................. 41, 979 37,707 11% 1, 157 1,095 6%
Irrigation and Street
Lighting .................... 15, 358 15, 254 1% 156 144 8%
Total ... ... .. .. 328, 665 340, 405 (3% 5, 730 5, 523 4%
General Business Distribution
Only Revenues:
Residential ................... 577 - - 7 - -
Smal | Conmmercial, Snall
I ndustrial, and Government
and Municipal ............... 7,143 2,837 152% 346 128 170%
Large Commercial, Large
Industrial .................. 9, 223 13, 622 (32% 1,727 1,614 7%
Total ... ... .. 16, 943 16, 459 3% 2,080 1,742 19%
Total General Business Revenues . 345, 608 356, 864 (3% 7,810 7,265 8%
Sales to Gher Uilities........ 122,736 148, 426 (179 2,172 5,023 (57%
Qher ... 67, 046 27,752 142% - - -
Intersegnent .................... 1, 036 13, 062 (92% - 66 -
Total ... ... .. .. $536, 426 $546, 104 (2% 9, 982 12, 354 (19%
PONER SUPPLY EXPENSES:
Hydroelectric ................... $ - $ 21,576 - - 3, 692 -
Steam......... ... - 54, 969 - - 4, 685 -
Purchased Power and Gther ....... 342,098 127, 245 169% 8, 737 4,626 89%
Total ......... ... ... $342,098 $203, 790 68% 8, 737 13, 003 (33%
Ceneral Busi ness Revenues

CGeneral Busi ness Revenues decreased mainly because of a voluntary rate
reduction filed with the PSC, effective February 2, 2000,

continuing to choose other suppliers.
sold partially offset this decrease.

and customers

di stribution

A weat her-rel ated i ncrease in vol unmes
As di scussed above,

revenues from custoners who have chosen other suppliers are reflected as

“General Busi ness Revenues”

reflected as

“Ot her”

revenues in the table above.
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Sales to Oher Utilities

Sales to Gther Uilities decreased nmainly due to a decrease in sales of excess
generation in the secondary narkets related to the 1999 sale of our generating
assets and the effects of an agreenent with Colstrip Unit 4 and with the Los
Angl es Departnent of Water Power (LADWP). |In Decenber 1999, an agreenment with
the LADWP term nated the existing agreenent (10 years renaining) and
establ i shed a new agreenent at a |ower price. W received approximately

$106, 000, 000 fromthe LADW as a result of the ternmination of the existing
agreenent and the establishnment of the new agreenent. Wile the decrease in
price under the new agreenent effectively decreased our “Sales to O her
Uilities” category, this decrease was offset in the “Qther” revenues category
fromthe recognition of revenues related to the prepaynent over the renaining
term of the agreenent.

O her

O her revenues increased nainly because of increased revenues fromthe LADW
$106, 000, 000 prepaynment di scussed above, instruments relating to the long-term
power supply agreenents discussed in Note 13, “Contingencies,” ancillary
services revenues fromour choice custonmers, and third-party transm ssion
revenues fromenergy sales in the secondary narket. Prior to the generation
sale, our forner affiliate, MPT&V sold this energy in the secondary narket,
using our lines to transnit the energy across our service territory.

I nt er segnent

I nt ersegnent revenues decreased principally because, as di scussed above, MPT&M
no |l onger sells energy in the secondary market.

Expenses

Power supply expenses for the electric utility increased mainly because of

i ncreased purchased power costs required to supply electric energy to our core
custoners, along with a higher average price for whol esal e power under a
purchase agreenent that we use nainly to supply an industrial customer. A
decrease in purchased power resulting fromcustonmers choosi ng other suppliers
and from decreased fuel expenses because we no | onger purchase fuel to operate
the generating plants partially offset this increase.

Qur agreenents to supply electric energy to Duke Energy Tradi ng & Marketing
(DETM) and Puget Sound Energy (Puget) subject us to the possibility of
unrecover abl e | osses because, to fulfill our supply obligations, we could have
to purchase electric energy at narket-based rates. |n addition, our
agreenents to supply electric energy to several large industrial custoners
contain fixed-price terns and, therefore, subject us to the possibility of
unrecoverabl e | osses. For general information regarding the commodity price
risk and potential adverse effects that we face as a result of our contractua
commitrments, see Iltem7A, “Quantitative and Qualitative Disclosures About
Market Risk,” in the “Qther-Than-Tradi ng | nstrunents” section, under
“Commodity Price Exposure.” For specific information regarding how the DETM
and Puget agreenents expose us to commodity price risk, see Item7A in the
“Comodity Price Exposure” section, under “Colstrip Unit 4.”

Long-term power supply agreenents, prinmarily an agreenent with a | arge

i ndustrial custonmer, expose us to conmodity price risk. That agreenent
obligates us to deliver to our custoner one half of its electric energy at a
fixed price and the renai nder at an i ndex-based price with a cap. Wen the
agreenent expires at the end of 2002, the custoner has an option to extend the
agreenent through 2004. |If the custonmer exercises this option, however, only
i ndex-based prices with no cap would apply during the extension period. Unti
the end of 2002, we nust supply this and other industrial custoners with
electric energy that we purchase through an agreenent indexed to the M d-
Colunbia (Md-C) narket. As a result, we are exposed to the risk that
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el ectric energy we purchase at Md-C rates could be higher than the fixed
sales rates that we receive pursuant to our power supply agreenments.

For nore specific information concerning the commodity price risk and
potential adverse effects arising fromour |ong-term power supply agreenents,
see Item 7A, in the “Commodity Price Exposure” section, wunder *“Large
I ndustrial Custoners,” and Note 13, “Contingencies,” in the “Long-Term Power
Supply Agreenents” section.

Transm ssion and distribution expenses decreased prinmarily because, as

di scussed above, we are no |onger selling surplus energy generated by us in
the secondary narkets. As a result, we did not incur the costs associated
with using other utility conpanies’ |ines outside our service territory to
transmt this energy.

SGRA expenses decreased approxi mately $11, 700, 000 mainly due to a decrease in
regul atory anortizations related to the generation sale, decreased costs
relating to the Enterprise Resource Planning (ERP) information system and the
Enterprise Custoner-Care (ECC) information system decreased costs for public-
pur pose prograns in accordance with the Universal System Benefits Charge
(USBC) requirenents of Montana's 1997 Electric Act, and decreased

nm scel | aneous adninistrative items. W collect the costs associated with the
publ i c- purpose prograns through a separate conponent of rates.

Taxes other than incone taxes and depreciation expense decreased as a result
of the sale of our electric generating assets.

Natural Gas Uility

The follow ng table categorizes revenues and vol unes related to our natural
gas utility.

Revenues Vol unes
2000 1999 % 2000 1999 %
(Thousands of Dol ars) (Thousands of Dkt)
REVENUES:
Residential ..................... $74,266  $63, 921 16% 12, 500 12, 657 (1%
Smal | Commercial, Small
I ndustrial, and Gover nnment
and Municipal ................ 36, 580 30, 329 21% 6,192 5,874 5%
Ceneral Business Revenues ....... 110, 846 94, 250 18% 18, 692 18, 531 1%
Less: Gas Supply Cost
Revenues (GSC) ................ 37,916 32, 759 16% - - -
Ceneral Busi ness Revenues
without GSC .................. 72,930 61, 491 19% 18, 692 18, 531 1%
Sales to Oher Uilities ........ 749 687 9% 223 229 (3%
Transportation .................. 16, 918 15, 197 11% 22,953 24,426 (6%
Qher ... 860 1, 282 (33% - - -
Total ......... ... ... .. ... $91, 457  $78, 657 16% 41, 868 43, 186 (3%
Revenues

Al'l of our former Large Industrial and Large Conmercial customers have now
chosen other commodity suppliers. VWhile we no |onger supply the natural gas
for those customers, we still earn transportation revenues from noving their
nat ural gas through our pipelines.

“Ceneral Business Revenues,” excluding gas-supply cost revenues, increased

mai nl y because of a rate increase effective April 1, 2000 and an interimrate
i ncrease effective Novenber 28, 2000. |In addition, a weather-related increase
in volunes sold and custoner growh increased revenues. For additional
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i nfornmati on on our natural gas PSC filings, see Note 5, “Deregulation
Regul atory Matters, and 1999 Sal e of Electric Generating Assets.”

Expenses

Expenses, excl udi ng gas-supply costs, increased chiefly because of regul atory
anortizations and other m scell aneous adm nistrative itens.

O CONTI NENTAL ENERGY

Continental Energy's incone from operations decreased approxi mately $1, 200, 000
mai nly due to increased SGRA expenses resulting chiefly frominplenmentation of
the ERP i nformati on system

0 OTHER OPERATI ONS

Revenues and O8&M expenses in other operations decreased prinmarily because

t hese operations no |longer reflect the electric trading activities of MPT&M
In addition, we purchased One Call Locators, Ltd. in January 2000 and its
operating results are included in other operations. One Call’s revenues and
expenses partially offset the decreases nentioned above and are the primary
cause for the increases in SGA expenses and depreciation and anorti zation
expense. W have reclassified into other operations all general corporate
over head expenses associated with, but not directly attributable to, the

di sconti nued coal and oil and natural gas operations.

O | NTEREST EXPENSE AND OTHER | NCOVE

I nt erest expense decreased approxi mately $7,200,000 with the net retirenment of
long-termdebt in 1999 and early 2000. This decrease was partially offset by
the reversal of interest expense in the fourth quarter 1999 related to an
environnental liability, which was reduced with the sale of our electric
generating assets in Decenber 1999.

“Cther incone — net” increased approxi mately $33, 700, 000 principally due to
Continental Energy's pretax gain of approximately $34, 300, 000 recognized in
the second quarter resulting fromthe sale of its equity interest in the
Brazos project in Ceburne, Texas, and increased interest inconme of

approxi mately $10, 000, 000. “Cther incone — net” also includes approxi mately
$1, 500, 000 of loss from unconsolidated tel econmunications investnments, as
conpared with approxi mately $9, 800,000 of earnings for 1999. The decrease
results primarily fromanticipated | osses frominvestnents in two wrel ess
joint ventures and a decrease of approxinmtely $6, 000,000 in dark-fiber
transactions, nainly fromthe FTV joint venture.

O | NCOMVE TAXES

Qur effective incone tax rate increased prinarily for two reasons: (1) in
accordance with the Electric Act, we are allowed to recognize as incone

accel erated anortizations of investnent tax credits (ITCs) during the
transition period if our return on equity drops below 9.5 percent and, as a
result, we recognized in the fourth quarter 1999 approxi mately $8, 300, 000 of

| TCs associated with our electric utility s business; and (2) we recogni zed as
i ncone approxi mately $10, 000,000 in unanortized | TCs associated with the
Decenber 1999 sale of our electric generating assets to PPL Mntana.
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DI SCONTI NUED OPERATI ONS

Year Ended Decenber 31

2000 1999 1998

(Thousands of Dollars)

DI SCONTI NUED OPERATI ONS

I nconme from discontinued coal operations,

net of income taxes............ .. ... $ 31,897 $ 37,400 $ 30,181
I ncome fromdiscontinued oil and natura

gas operations, net of inconme taxes.......... 29, 395 14,525 9,743
Gain on sale of discontinued oil and natura

gas operations, net of incone taxes.......... 62, 006 - -

NET | NCOVE FROM DI SCONTI NUED OPERATI ONS
AVAI LABLE FOR COMMON STOCK. . ... ...t $ 123,298 $ 51,925 $ 39,924

O COAL OPERATI ONS

I ncome fromour discontinued coal operations decreased nainly because of
reduced revenues resulting fromlower prices due to contract anendments,
negotiated in 1998 that took effect in nid-2000, relating to the coal supply
agreenment between Western Energy and the owners of Colstrip Units 3 and 4 and
| ower sal es vol umes because of schedul ed nmai nt enance and unpl anned out ages at
Col strip.

O OL AND NATURAL GAS OPERATI ONS

I ncome fromour discontinued oil and natural gas operations increased, despite
only ten nonths of operation in 2000, primarily because of higher comodity
prices. The 1999 write-downs of Canadi an natural gas properties also
contributed to the inproved performance in 2000. W also recorded a gain of
approxi mately $62, 000, 000, net of incone taxes and a regulatory liability of
approxi mately $32,500,000, relating to the sale of these properties. For nore
i nformati on on the sale of these properties and the accounting and regul atory
i nplications, see Note 2, “Decision to Sell Energy Businesses,” in the
“Qctober 31, 2000 Sale of Gl and Natural Gas Operations” section

1999 COMPARED W TH 1998
O CONSOLI DATED RESULTS

Net incone from continuing operations for 1999 decreased when conpared with
1998. The nmin cause of the decrease was reduced earnings from unconsolidated
investments resulting fromseveral events relating to Continental Energy’s
equity investnments that had materially positive results in 1998. |In addition

i nconme fromtel ecomunications decreased — mai nly because of the discount

associ ated with a 1999 prepaynent — and income fromelectric utility operations
decreased conpared with 1998.

I ncone fromtel ecommuni cati ons operations decreased approxi mately 34 percent
conpared with 1998. In January 1999, a custoner of Touch America exercised its
option to prepay, with a discount, all anmounts due for the renaining 12-year
initial termof a capacity agreement. As a result, Touch Anerica received
$257, 000, 000 and Touch America’ s income fromoperations for 1999 was

approxi matel y $23, 200,000 | ower than it woul d have been without the discounted
prepayment. |ncreased private |ine and | ong-distance revenues partially offset
the effects of the prepaynent.

The electric utility’ s operating incone decreased approximately 11 percent
conpared with 1998 prinmarily due to increased volunes of surplus power sold in
the secondary markets at higher prices, coupled with revenues earned from
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transmtting energy for custoners who chose other suppliers. H gher expenses -
especi al |y SGRA expenses and el ectric transm ssion and distribution expenses -
nore than offset the increased revenues.

The natural gas utility' s operating incone increased approxi nately 10 percent
conpared with 1998 mai nly because of custoner growh and a 1998 decrease in
revenues to reflect a rate refund under a PSC ruling.

Continental Energy’s incone from operations increased $7,000,000 nai nly because
of reduced anortizati on expenses reflecting expenses recorded in 1998 to reduce
the value of an equity investnent resulting froma contract buyout.

I nterest expense decreased approxinately $17,800,000 prinarily for two reasons:
(1) an adjusted environnental liability, and (2) funds were used fromthe

t el econmuni cati ons prepaynent received in January 1999 to reduce short-term
borrow ngs.

“Cher income — net” decreased approximately $65, 000, 000 principally because of
the followi ng events, which had positive effects on Continental Energy' s 1998
incone: (1) a contract settlenent between the Bonneville Power Administration
and an i ndependent power partnership in which Continental Energy was a partner
(2) the sale of Continental Energy’'s interest in the Lockport project in New
York; and (3) the effects of the buyout of Continental Energy's interest in the
Encogen Four project in New York.

Q TELECOVMUNI CATI ONS OPERATI ONS
Revenues

On January 16, 1999, a Touch Anerica custoner exercised its option to prepay,
with a discount, all anmpounts due for the renmmining 12-year initial termof a
capacity agreenent. As a result, Touch Anerica received $257, 000, 000 and
revenues fromsal es on Touch America’'s fiber optic network were approxi mately
$23, 200, 000 | ess than they woul d have been had the customer not exercised its
option. (The effect for a full year is approximtely $24, 000, 000.) Touch
Anerica is recogni zing the prepaynment in revenues over the renmaining 10-year
initial termof the agreenent.

The increase in operating revenues, after adjusting for the accounting effects
of the prepaynent, mainly consists of two elenents. First, it reflects

i ncreased network services revenues of approxi mately $10, 100, 000 due to higher
revenues fromsales of fiber capacity. Second, retail sales revenues,

i ncluding Internet service and equi pnent service revenues, increased

approxi mately $7,800,000 as a result of increased |ong-distance custonmer and
m nute sal es and custonmer grow h.

The follow ng table shows year-to-year changes in |ong-distance revenues for
the previous two years.

1999 1998
Revenues (MIlions of Dollars) ... $4 $3
Mnutes sold ..................... 31% 43%
Price per minute ................. (9% (15%
Custonmer growth .................. 26% 61%

Expenses
&M expenses increased approxi mately $7, 700,000 as a result of increased
network services and retail sales revenues. Depreciation and anortization
expense increased approxi mately $2,000,000 as a result of an increase in
pl ant .

O ELECTRIC UTILITY (I NCLUDING COLSTRIP UNI'T 4)
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The follow ng table categorizes revenues and vol unes into “General Business

Revenues,” “Sales to O her

Uilities,” “Oher,” and “Intersegment.” It also

shows “Bundl ed Revenues” and “Distribution Only Revenues” separately for

“General Business Revenues.”

VWiile we no |longer supply the electric energy

for custoners who have chosen other commodity suppliers, we continue to earn
transm ssion and distribution revenues for noving their electric energy across
our transmi ssion and distribution lines. W reflect transm ssion revenues as
“Cther” revenues and distribution revenues as “Distribution Only Revenues.”

REVENUES:
Ceneral Busi ness Bundl ed
Revenues:

Residential ...................

Smal | Commercial, Small
I ndustrial, and Gover nnment

and Municipal ...............

Large Commercial, Large

Industrial ..................

Irrigation and Street

Lighting ....................
Total ....... ... ... ... ... .. ...

Ceneral Business Distribution
Only Revenues:
Smal | Commercial, Small
I ndustrial, and Gover nnment

and Municipal ...............

Large Commercial, Large

Industrial ..................
Total ......... ... ... . . . ...

Tot al General Busi ness Revenues .

Sales to Gher Uilities ........
aher ...
Intersegnment ....................

Total ......... ... ... .. .. ...

PONER SUPPLY EXPENSES:

Hydroelectric ...................
Steam . ........ . . . e
Purchased Power and Gther .......

Total ...... ... . ... . . . ...

Cener al Busi ness Revenues

Revenues and Power Supply

Expenses Vol unes
1999 1998 % 1999 1998 %
(Thousands of Dol ars) (Thousands of MAh)

$127,572 $125,523 2% 1, 810 1,927 (6%
159, 872 164, 178 (3% 2,474 2,793 (11%
37, 707 82, 667 (54% 1,095 2,158 (49%
15, 254 14, 683 4% 144 139 4%
340, 405 387, 051 (12% 5,523 7,017 (219
2,837 179  1485% 128 9 1322%
13, 622 2,034 570% 1,614 252 540%
16, 459 2,213 644% 1,742 261 567%

356, 864 389, 264 (8% 7, 265 7,278 -
148, 426 115, 332 29% 5,023 3,591 40%

27,752 21,931 27% - - -
13, 062 4,722 177% 66 125 (47%
$546, 104 $531, 249 3% 12, 354 10, 994 12%
$ 21,576 $ 22,266 (3% 3,692 3,742 (1%
54, 969 50, 952 8% 4, 685 4,516 4%
127, 245 126, 985 - 4,626 3, 758 23%
$203, 790 $200, 203 2% 13, 003 12,016 8%

Revenues fromelectric utility operations increased in 1999, while “GCeneral
Busi ness Revenues” decreased primarily because of a decrease in revenues from

the Large Industrial Custoner

classification as these custoners continued to

choose other commodity suppliers. An increase in prices to recover the cost
of public-purpose programs in accordance with the Electric Act |essened the
ef fects of decreased revenues from Large Industrial Custoners.
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Sales to Oher Uilities

Revenues from “Sales to Oher Uilities” increased because of increased
volunmes sold in the secondary markets at higher average prices. W had nore
energy available to sell in the secondary nmarkets because of increased plant
availability as a result of less downtinme for repairs and nai nt enance and

| ower consunption attributable to custoners continuing to choose other
suppliers.

O her

“Qther” revenues increased mainly because of revenues earned for transmtting
energy for custoners who chose other suppliers. Prior to the Electric Act, we
classified transm ssion revenues as “Ceneral Business Revenues.” W now
reflect transni ssion revenues from custoners who chose other suppliers as
“Cther” revenues, while we still report transm ssion revenues from custoners
who have not chosen other suppliers as “General Busi ness Revenues.”

I nt er segnent

“Intersegnent” revenues increased because of the revenues associated with
MPT&M using our lines to transnit energy that it sold in the secondary
markets. While we reflect sales in the secondary markets as “Sales to O her
Uilities,” as of July 1, 1998, we began reflecting revenues earned fromthe
transm ssion of the energy sold to other utilities in the “Intersegnent” |ine
of the segmented schedul e of revenues and expenses. The corresponding

transm ssion volunes are the same vol unmes associated with the sale of energy
in the secondary markets. Therefore, we report these volunes in the “Sales to
O her Uilities” line in the table above.

Expenses

Power supply expenses increased prinmarily due to increased plant availability.
Transm ssion and distribution expenses increased because of costs associ ated
wi th using other conpanies’ |ines outside our service territory to transm't
the energy sold in the secondary nmarkets. Property taxes increased because of
addi ti onal plant and hi gher assessed property values. Depreciation and
anortization expense decreased because of expenses incurred in 1998 associ at ed
with software costs and property held for future use.

SGRA expenses increased approximately $14, 400, 000 nai nly because of the
followi ng itens:

* An increase of approximtely $7,900,000 for energy efficiency and public-
pur pose prograns to conmply with the USBC requirements of the Electric Act.
In accordance with the Electric Act, we collect these costs through a
separate conponent of rates.

e Costs of approxinmtely $2,000,000 incurred to train staff and to reengi neer
busi ness processes to inplenent the new ERP infornati on systemand simlar
costs of approxi mately $3, 800,000 for the ECC information system

e Increases in other administrative costs of approximtely $2, 700,000, which
were nostly offset by decreased benefit expenses of approxinmately
$2,000,000 relating to the curtailment of a benefit plan in the prior year
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O NATURAL GAS UTILITY

The follow ng table categorizes revenues and vol unes related to our natura
gas utility.

Revenues Vol unes
1999 1998 % 1999 1998 %
(Thousands of Dol ars) (Thousands of Dkt)
REVENUES
Residential ..................... $63,921 $61, 666 4% 12, 657 11, 505 10%
Smal | Commercial, Small
I ndustrial, and Gover nnment
and Municipal ................. 30, 329 31, 842 (5% 5,874 6, 006 (2%
Ceneral Business Revenues ....... 94, 250 93, 508 1% 18, 531 17,511 6%
Less: Gas Supply Cost
Revenues (GSC) ................ 32, 759 31, 940 3% - - -
Ceneral Busi ness Revenues
without GSC................. 61, 491 61, 568 - 18, 531 17,511 6%
Sales to Gher Uilities ........ 687 606 13% 229 200 15%
Transportation .................. 15, 197 14, 844 2% 24, 426 27, 320 (11%
Qher ... .. .. 1, 282 (1, 604) 180% - - -
Total ......... ... . ... $78,657 $75, 414 4% 43,186 45, 031 (4%

Revenues

I ncreased revenues from custoner growt h and increased rates to recover higher
gas-supply costs were offset by a decrease in revenues fromindustri al
customers continuing to choose other commdity suppliers. As nentioned in the
“2000 Conpared Wth 1999” discussion, all of our former Large Industrial and
Large Conmercial customers have now chosen other commodity suppliers. “CQher”
revenues increased because of a 1998 decrease in revenues to reflect a rate
refund in conpliance with a PSC ruling.

Expenses

SGRA expenses increased chiefly because of expensed costs for inplenenting the
ERP and ECC information systens. An increase relating to energy efficiency
and public-purpose prograns nostly offset a decrease in other administrative
costs.

O CONTI NENTAL ENERGY

Continental Energy’s operating incone increased $7,000,000 mainly as a result
of lower anortization expense in 1999 than in 1998 because Continental Energy
recorded anortization expense of approxi mately $5, 900,000 in 1998 to reflect
the reduced value of its investnment in the Encogen Four project as a result of
t he contract buyout.

O | NTEREST EXPENSE AND OTHER | NCOVE

Wth the sale of our generating assets, we will no | onger be responsible for
mtigating costs associated with Kerr Project operations after the date of the
sale. W had previously recorded the present value of mtigation expenditures
over the life of the license. Fromthe date of the initial entry through the
date of the sale, interest expense had been recorded to adjust the nitigation
liability to current dollars. The mitigation liability has now been adj usted,
and accrued interest expense was reversed. This adjustnment to interest
expense, coupled with the use of funds fromthe January 1999

t el econmuni cati ons prepaynent to reduce short-term borrow ngs, accounted for
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the majority of the decrease in interest expense of approximtely $17, 800, 000.
For additional information on the Kerr Project, see Note 13, “Contingencies.”

“Cther incone — net” decreased approxi mately $65, 000, 000 nmai nly because of
reduced earnings fromunconsolidated investnents. Earnings from
unconsol i dat ed i ndependent power investnents decreased approxi mately

$68, 500, 000 mai nly because of the three events di scussed at the begi nning of
the MD&A section, “1999 Conmpared Wth 1998,” under “Interest expense and ot her
i ncone - net.”

Partially offsetting these reduced earnings fromunconsolidated i nvestnents
was i ncreased interest income on investnents of approxinately $4, 300, 000.

O | NCOMVE TAXES

The 1 TCs that we recognized in the fourth quarter 1999, as nentioned in the
di scussi on of “2000 Conpared Wth 1999,” accounted for the najority of the
decrease in our effective incone tax rate for 1999 as conpared with 1998.

o COAL

I ncone fromcoal operations increased due to higher revenues resulting from
i ncreased tons sold and the effects of a one-time refund issued in the third
quarter 1998 by Western Energy to Colstrip Units 3 and 4 custoners that
resulted in decreased 1998 revenues.

O OL AND NATURAL GAS

I ncreased incone fromoil and natural gas operations resulted from hi gher oi
and natural gas prices and increased natural gas vol unes sold. These higher
prices and increased volunes nore than offset 1999 decreases in oil volunes
sold and wite-downs of our Canadi an natural gas properties.

O LIQUD TY AND CAPI TAL RESOURCES
Qperating Activities

Net cash used for operating activities was $55,877,000 in 2000, conpared to
net cash provided by operating activities of $660,183,000 in 1999, and
$255, 677,000 in 1998. The current year decrease of $716, 060,000 was
attributable mainly to the foll ow ng:

« A $257,000, 000 prepaynment received in January 1999 froma Touch America
customer and a $106, 000, 000 paynent received in Decenber 1999 as a
result of the term nation of a purchase-power agreenment with the LADW
and the establishnent of a new agreenent. W used cash fromthe
t el econmuni cati ons prepaynent to reduce |ong-term debt and short-term
borrow ngs and pay taxes on the prepaynent and on expected gains
resulting fromthe sale of our electric generating assets;

e Net proceeds in excess of book val ue of $219, 726,000 received in
Decenber 1999 fromthe sale of our electric generating assets;

e Decreased i ncone taxes payabl e nmminly because of taxes paid on proceeds
recei ved fromthe Cctober 31, 2000 sale of our oil and natural gas
busi nesses; and

* Increased accounts and notes receivable as a result of the June 30, 2000
acqui sition of tel ecommunications properties.

I nvesting Activities
Net cash used for investing activities was $133, 877,000 in 2000, conpared to
net cash provided by investing activities of $306,504,000 in 1999 and net cash

used for investing activities of $159,552,000 in 1998. The current year
decrease of $440, 381, 000 was due primarily to increased capital expenditures,
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mainly related to the acquisition of tel ecomunications properties and joint
network construction with AT&T, and a decrease in proceeds fromthe sal es of
property and investnents related to the 1999 sale of our electric generating
assets. Proceeds received fromthe sale of our oil and natural gas busi nesses
partially offset this decrease.

Forecasted capital expenditures for 2001 and capital expenditures during the
prior three years are as foll ows:

For ecast ed Act ua
2001 2000 1999 1998
Cont i nui ng Operati ons:
Tel econmuni cati ons. $ 448, 000 $554, 119 $ 153,617 $ 56,203
Uility..... ...... 20, 000* 50, 264 63, 618 83, 927
IPG. ............... - 12, 230 - 10, 725
her.............. - 27,603 15, 957 189
Total ............. $ 468, 000 $ 644, 216 $ 233,192 $ 151,044

The utility’'s capital expenditures for 2001 are forecast through the
anticipated closing of the sale of our utility business. This sale is
targeted to close approximately three nonths after the proxy
statenent/prospectus is filed and becones effective.

Touch Anerica expects to invest $448, 000,000 in 2001. The mgjority of the
capital expenditures will be invested to expand and devel op Touch Anerica’'s
fiber optic network. Approximately $321, 000,000 will be invested in fiber
installation to build out the estimated 26,000-nm | e network, w th another

$86, 000, 000 invested in electronics to light the network. See Item1,

“Busi ness,” under the “Tel ecomunications Qperations” section, and Note 14,
“Commitnents,” for further discussion of Touch Anerica's projects and
conmitments. W intend to invest the najority of the utility' s capital budget
in our electric and natural gas transm ssion and distribution systens.

We estimate that internally generated funds for 2001, including proceeds from
the sale of our remaining energy businesses, will average 100 percent of Touch
Anerica' s capital expenditures, and 481 percent of our utility' s capita
expendi tures.

Fi nanci ng Activities

Net cash used for financing activities was $246, 236, 000 in 2000, conpared to
$422, 396, 000 in 1999 and $88, 779, 000 i n 1998.

For information regarding our repurchase of commopn stock, see Note 7, “Common
St ock.”

Di vi dends paid on common and preferred stock were $67, 053,000 in 2000,

$90, 902, 000 in 1999, and $91, 598,000 in 1998. During 2000, our regular
quarterly dividend |l evel was 20 cents per share of outstanding stock or 80
cents per share on an annual basis. As discussed in Item1, “Business,” our
Board of Directors voted in October 2000 to elimnate dividend paynents on
conmon stock effective the first quarter 2001, reflecting our transition to a
tel econmuni cations enterprise. The final quarterly dividend on our conmmon
stock was $0.20 per share, payable to sharehol ders of record on Novenber 1,
2000.

Qur consolidated borrowing ability under our Revolving Credit and Term Loan
Agreenents was $490, 000, 000, of which $390, 000,000 was unused at Decenber 31
2000. On April 4, 2000, our $100, 000, 000 Revol ving Credit Agreement for sone
of our nonutility operations termnated with no anounts outstanding. |n 2000,
we entered into a $30,000,000 Revolving Credit Agreenent that expires on June
28, 2001 and a $200, 000,000 90-Day Credit Agreenent for use in our

t el econmuni cati ons operations that expired on Novenber 8, 2000. At that tine,
Touch Anerica entered into a five-year $400, 000, 000 Seni or Secured Credit
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Facility consisting of a $200,000,000 Revolving Credit Agreenent and a
$200, 000, 000 Term Loan Agreenent for use in our teleconmunications operations.

Qur long-termdebt as a percentage of capitalization was 20 percent during
2000, 35 percent in 1999, and 37 percent in 1998. The current year ratio
decreased due to the use of the generation sale proceeds to repurchase |ong-
termdebt. Approximately $169, 054, 000 of long-termdebt will mature during
the year 2001. The ratio could decrease during 2001 with the proceeds from
the sal es of our energy businesses available to repurchase |ong-termdebt. W
have al so entered into |long-term | ease arrangenents and other |ong-term
contracts for sales and purchases that are not reflected on the Consoli dated
Bal ance Sheet. For additional information on the long-term|ease arrangenents
and other long-termcontracts, see Note 14, “Conmtnents.”

For further information on our financing activities, see Note 10, “Long-Term
Debt,” and Note 11, “Short-Term Borrow ng.”

O SEC RATI O OF EARNI NGS TO FI XED CHARGES

For the year ended Decenber 31, 2000, our ratio of earnings to fixed charges
was 2.39 tines conpared to 2.49 tines for 1999 and 2.84 tines for 1998. W
used net incone and incone taxes only from continuing operations to calcul ate
earnings. Fixed charges include interest fromcontinuing and di sconti nued
operations, the inplicit interest of Colstrip Unit 4 rentals, and one third of
all other rental paynents.

O | NFLATI ON

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

O ENVI RONMENTAL | SSUES

For a discussion of environnmental issues and how they affect us, see Item 1,
“Busi ness,” under the “Environnental |ssues” section

O NEW ACCOUNTI NG PRONOUNCEMENTS

For information on new accounting pronouncenents and how they affect us, see
Note 16, “New Accounting Pronouncenents.”

| TEM 7A.  QUANTI TATI VE AND QUALI TATI VE DI SCLOSURES ABOUT MARKET
Rl SK

Qur energy commpdity activities and other investnents and agreements expose us
to the market risks associated with fluctuations in commodity prices, interest
rates, and changes in foreign currency translation rates. W specify bel ow
what these risks are to our business and estinmate what coul d occur under

vari ous adverse market conditions. Because we base our estinmates on
assunptions only, actual results of operations could differ materially from
our estinmates. These disclosures indicate only reasonably possible | osses and
do not necessarily indicate expected future | osses.
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TRADI NG | NSTRUVENTS

We di scuss the derivative financial instrunents that we use to nanage
commodity price risk in our electric and natural gas utility businesses in

Note 1, “Sunmary of Significant Accounting Policies,” in the “Derivative

Fi nanci al Instrunents” section, in Note 13, “Contingencies,” in the “Long-Term
Power Supply Agreenents” section, and bel ow in “Q her-Than-Tradi ng
Instruments.” W do not use derivative financial instrunents to hedge agai nst

exposure to fluctuations in interest rates or foreign currency exchange rates.
However, we formerly had i nvestnments in independent power partnerships, sone
of which had used derivative financial instruments to hedge agai nst interest
rate exposure on floating rate debt. For further infornation on the February
21, 2001 sale of our independent power production business, see Note 2,
“Decision to Sell Energy Businesses,” in the “Sale of Continental Energy”
section.

O SUMVARY OF 1999 AND COVPARI SON OF 2000 W TH 1999

At Decenber 31, 1999, we included derivative financial contracts relating to
crude oil, natural gas, and natural gas liquids in the cal cul ation of our
Value at Risk limt, which was | ess than $2,000,000. At Decenber 31, 2000, we
no | onger owned oil and natural gas operations and, therefore, had no crude
oil, natural gas, or natural gas liquids trading and marketing operations.
OTHER- THAN- TRADI NG | NSTRUMENTS

o COWODI TY PRI CE EXPOSURE

Cont i nui ng Operations

Qualifying Facilities

The Public Utilities 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. The electric utility has 15 long-term QF contracts with
expiration ternms ranging from 2003 through 2032 that require us to nake
paynments for energy capacity and energy received at prices established by the
PSC. Because the whol esale electric energy market does not extend beyond 18
mont hs, and we do not have bids on the sale of the QFs, we cannot make a

meani ngf ul estimation of the QFs’ market value at Decenber 31, 2000. These
contracts are included in our Tier Il filing with the PSC and anti ci pated sal e
of our utility business to Northwestern Corporation

Whol esal e Transition Service Agreenents

Qur electric utility also entered into two \Wol esale Transition Service
Agreenents (WISAs), effective Decenber 17, 1999, with PPL Montana. These
agreenments enable us to fulfill our obligation to supply electric energy unti
July 2002 to those custoners who have not chosen another supplier. Both
agreements set the price of electric energy at a Md-Colunbia (Md-C) index,
with a monthly floor and an annual cap, and thus limt our exposure to price
fluctuations. Under both agreenents, the annual cap is $22. 25/ MM, which has
been in effect for nost of 2000 because whol esale el ectric energy prices in
the Pacific Northwest have been higher than this anopunt.

For a discussion of the PSC s March 15, 2001 issuance of a Notice of

Conmi ssion Action and Opportunity to Comrent, stating the PSC s belief that it
not only has continuing jurisdiction over our utility that provides fully
regul ated services to our custoners, but also over the electric generating
assets that we sold to PPL Montana in Decenber 1999, and vari ous energy-

rel ated proposals currently under consideration by the Montana Legislature
regardi ng the supply and cost of electric energy in Mntana, see Item 1,
“Business,” in the “Notice of PSC Action and Legi sl ative Proposal s” section
and Item7, MD&A, in the “Uility Operations” section, under “Electric Utility
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(including Colstrip Unit 4).” W cannot predict the ultinmate outconme of these
matters or their potential effect on our consolidated financial position
results of operation, or cash flows.

Colstrip Unit 4

We sell the |leased share of Colstrip Unit 4 generation principally to Duke
Energy Trading & Marketing (DETM and to Puget Sound Energy (Puget) under
agreenents that expire at the same tine as the initial termof our sale-

| easeback agreenent of Colstrip Unit 4. In Decenber 1999, we agreed with the
Los Angel es Departnent of Water & Power (LADWP) to terminate the 11 renmining
years of the then-existing agreenent, and entered into a new agreenent to
provide LADWP 111 MAé of capacity and energy from Decenber 1999 to Decenber
2010, at scheduled rates. W received $106, 000,000 fromthe LADW as
consideration for the ternination and establishnment of the agreenents, and
LADWP i mmedi at el y assi gned the new agreenent to DETM The $106, 000, 000

rei nbursed us for DETM s share of the fixed cost associated with the | eased
property and was recorded by us as deferred revenue, to be anortized over the
life of the agreenment. The schedul ed rates of the new agreements with DETM
and Puget are based on an estinmation of Colstrip Unit 4's variable costs over
the Iife of the agreenents.

These agreenents expose us to conmodity price risk in tw ways:

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

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

Based on the net present value of forecasted inconme discounted at our Decenber
31, 2000 short-termborrowing rate of 8.05 percent, we estinate that the fair
mar ket val ue of these agreenents would be a negative $48, 200, 000, which
approxi nates the net liability recorded for our investnent in Colstrip Unit 4
at Decenber 31, 2000.

Large Industrial Custoners

Several long-term power supply agreenments with large industrial custoners
expose us to commodity price risk, to the extent that a portion of the
electric energy that we are required to sell to these custoners at fixed rates
is purchased by us at rates indexed to a wholesale electric narket, which can
be higher than the fixed sales rate. W seek to nmitigate our exposure to

| osses on these agreenents with financial derivative instruments called “price
swaps” and offsetting electric energy purchase and sal es agreenents.

Since June 1998, we have had a price swap agreenent with our industrial

cust oner whose agreenent exposes us to nost of the risk. The price swap
converts a maxi nrum of 43 MAs of the Md-C index price of our supply agreenent
with that customer to a fixed price through May 31, 2001. At the sane tine,
we entered into a separate fixed-price purchase and related M d-C i ndex-based
sal e of a maxi num of 40 MM of electric energy with two different
counterparties, through May 31, 2001, to hedge electric energy purchased at
the Md-C index used to supply our industrial customers. Because the Md-C

i ndex price is used for both the MM purchased for the |large industrial
custoner and the MM sold to one of the counterparties, an increase in the

M d- C i ndex woul d not change the effectiveness of our hedge of 40 MAs.
However, if our industrial custonmer’s consunption were to exceed a vol une
requiring nore than the 40 MM hedged, we woul d be exposed to additiona

| osses from supplying this custoner.

During the third quarter 2000, our industrial custoner whose agreenent exposes
us to nost of the risk increased its electric energy consunption by
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approxi mately 30 percent, and whol esale electric prices increased
substantially. Because of these two events, the expenses of supplying
electric energy to that industrial customer and, to a | esser extent, other

i ndustrial custoners exceeded the associated revenues earned fromthese
custoners, the price swap, and fixed-price purchase/ M d-C sal es hedge by
approxi mately $8, 400,000 for the third quarter. To mtigate future |osses, we
entered into another price swap with a counterparty that effectively hedges 35
MAs of the anticipated Md-C based purchases to supply our industrial
custoners through March 31, 2001. Because that swap effectively hedges
approxi nately 40 percent of the cost of purchasing 35 M at Md-C for our
custoners, a hypothetical increase in the Md-C index would not change the
swap’s effectiveness.

Based on the anticipated effects of the existing purchase and sal es
agreenents, the financial swaps and custoner usage estinates, we expect to
experience | osses of approximately $4,000,000 in the first quarter 2001. |If
we continue to purchase electric energy at index-based narket rates, or do not
have other effective swaps in place, we estinate that the | osses on these

i ndustrial customers — based on the above usage estinates and on forward price
proj ections and broker quotations as of Decenber 29, 2000 — coul d aggregate
approxi mately $25, 000, 000 in the second quarter 2001 and nore in subsequent
quarters. Because of the volatility of the electric energy market in the
western United States, particularly in the Pacific Northwest, and future
possibilities of supplying these custonmers fromalternative sources, we
believe that estimating | osses that we may i ncur beyond the second quarter
2001 woul d not be neani ngf ul

We continue to seek other opportunities to nmitigate the commodity price risk
associ ated with our power supply agreenents, although we cannot assure that
these efforts will be successful. For nore specific infornation about these
events, see Note 13, “Contingencies,” in the “Long-Term Power Supply
Agreenments” section

Nat ural Gas Take-or-Pay Contracts

Qur natural gas utility entered into take-or-pay contracts w th Mntana
natural gas producers to provi de adequate supplies of natural gas for our
utility custoners. W currently have five of these contracts, with
expirations between 2001 and 2006, nobst 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 commodity
price risk.

Cobb Storage Sal es

By drilling wells and addi ng conpression at our Cobb storage reservoir, we
could sell natural gas that had been held in reserve to provide firm storage
deliverability to our custoners. W therefore contracted to sell, from

Cct ober 2000 through March 2001, 1,760,000 dekatherns fromthat reservoir at a
nonthly price based on the AECO-C index. To mitigate our exposure to
fluctuations of the market index price, we entered into a swap agreenent with
a counterparty that effectively converts that index price to a fixed price for
903, 000 dekat herns associated with these sal es 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 sal e of

t he Cobb storage natural gas.

Based on the AECO-C forward prices at Decenber 29, 2000, we estimate a | oss of
$3, 000,000 on the swap to offset profits of $4,900,000 on the sale through
February 2001. Since the swap agreenent is an effective hedge of the Cobb
storage sales, a hypothetical increase in the AECO C woul d increase the | oss
on the swap and the profit on the sale by the sane anpunt — approxi mately
$600, 000.
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Cener al

Sonme of these electric and natural gas agreements have |iqui dated danmage
clauses that require the non-performng party to pay the other party the
positive difference between the nmarket and contract prices plus transportation
and other fees. W believe that the possibility of non-perfornance is renote
and, therefore, have not calculated its financial effect.

We expect to recover all reasonable costs associated with the QF contracts

t hrough conpetitive transition charges (CICs), all reasonabl e costs associ ated
with the WISA contracts in the electric restructuring process, and the
reasonabl e costs associated with the take-or-pay contracts through future
natural gas rates. Therefore, we do not expect these contracts to expose us
to market risks related to comodity price fluctuations. However, recovery of
the costs associated with these contracts is subject to regulatory |lag or
possi bl e disall owance. For additional infornation, see Note 5, “Deregul ation
Regul atory Matters, and 1999 Sal e of Electric Generating Assets.”

Qur agreenents to supply electric energy to DETM and Puget expose us to the
possi bility of unrecoverable | osses prinarily because of the two reasons

di scussed above in the “Colstrip Unit 4” section: (1) to fulfill our supply
obligations, we could be required to purchase electric energy at narket-based
rates higher than the fixed sales rates that we receive pursuant to these
agreenents, and (2) we coul d experience higher-than-expected fuel costs at
Colstrip Unit 4. As discussed above in the “Large Industrial Custoners”
section, our long-term power supply agreenents with several |arge industrial
custoners subject us to the possibility of unrecoverabl e | osses because we
fulfill our obligations under these contracts by purchasing electric energy at
mar ket - based rates, which could be higher than the fixed sales rates we
recei ve pursuant to these | ong-term power supply agreenents.

Di sconti nued Coal Operations

Nort hwest ern Resources has a full-lignite requirenents supply agreenment (LSA)
t hrough August 2015 for the delivery of lignite to two mne-nouth electric
generating facilities. The contract currently provides for the rei nbursenent
of certain mning costs as well as nmanagenent and dedi cati on fees and,

t herefore, does not expose us to commodity price risk. Under a settlenent
reached in August 1999, the pricing structure will change July 1, 2002 to one
driven by the market for Power River Basin (PRB) coal adjusted for
transportation and other costs. W estinate that, after nid-2002, a

hypot heti cal 10 percent decrease of the PRB narket price adjusted for
transportation costs would reduce annual revenues by approxi mately $3, 000, 000.

Western Energy also has full-requirenments contracts for the sale of coal to
the four mne-nouth electric generating plants at Col strip. The contract for
Units 1 and 2 provides for a price re-opener in 2001 to adjust prices that
refl ect changes in nmining costs and provide a reasonable profit. Because our
mning costs are not directly tied to market price changes, the Units 1 and 2
contract is not subject to commodity price risk. The contract for Col strip
Units 3 and 4 requires that we constantly evaluate alternative supplies.
However, neither Western Energy nor the Colstrip SteamEl ectric Station has a
unit train off-loading facility. Because the prices of alternative supplies
nmust include the substantial cost of constructing this facility, a

hypot hetical 10 percent decrease in the prices of these conpetitive coa
supplies would not materially affect us.

For nore informati on on the pending sale of our coal businesses, which we
expect to close at approxinmately the begi nning of the second quarter 2001, see
Note 2, “Decision to Sell Energy Businesses.”

O | NTEREST RATE EXPOSURE
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SFAS No. 107, “Disclosures about Fair Value of Financial Instruments,” defines
instrunments readily convertible to cash as “financial instruments.” These
financial instrunents principally include our cost-basis investnents in

i ndependent power projects, the reclamati on fund, mandatorily redeemabl e
preferred securities, and long-termdebt. Al of these instrunents are
exposed to potential loss in fair value fromadverse changes in interest

rates. Assuming the fair values estinmated for the SFAS No. 107 anal ysis and a
hypot heti cal 10 percent adverse change in interest rates, we estinmate that (1)
the potential |oss at the Decenber 31, 2000 fair value of the reclamation fund
and cost-based investnents would be immuaterial; and (2) the potential |oss at
t he Decenber 31, 2000 fair values of the nmandatorily redeenable preferred
securities and | ong-term debt woul d be approxi mately $4, 900, 000 and

$14, 400, 000, respectively. For nore information about fair valuation, see
Note 1, “Sunmary of Significant Accounting Policies,” in the “Fair Val ue of

Fi nanci al | nstrunents” section.

O FOREI GN CURRENCY EXPOSURE

Qur prinmary foreign currency exposure resulted from (1) our former Canadian
subsidiaries — Altana Exploration Conpany and Al tana Exploration Ltd. -
exploring for, producing, gathering, processing, transporting, and narketing
natural gas and crude oil in Canada, and (2) our forner affiliate, MPT&M
tradi ng and marketing natural gas in Canada. W sold these operations on
Cct ober 31, 2000 and, consequently, reduced our exposure to adverse foreign
currency fluctuations to an insignificant |evel

O SUMVARY OF 1999 AND COVPARI SON CF 2000 W TH 1999

At Decenber 31, 2000, our businesses exposed us to nost of the same kinds of
risks that we reported at December 31, 1999. W sumarize bel ow t he
significant differences between our discussion of those risks in 1999 and
2000:

e Because we had buy-out bids in 1999, we were able to estinmate that the QF
contracts could result in above-market costs of between $300, 000, 000 and
$500, 000, 000 throughout their duration. Wthout such bids in 2000,
however, we could not reasonably estinmate their fair market val ue.

e Based on our average borrowing rate for 1999, the fair market val ue
cal cul ation of the DETM and Puget agreenents was a negative $58, 800, 000,
whi ch approximated the net liability recorded for our investnent in
Colstrip Unit 4 as of Decenber 31, 1999. This negative value reflects the
prepaynent received in Decenber 1999 fromthe LADW

e W could not reasonably estimate our probable | oss resulting from supply
agreenents with large industrial custoners at December 31, 1999 because we
were uncertain about the supply requirenents of those custonmers and the
arrangenents to serve their requirenents. In 2000, however, we believe
that usage estinmates provided by certain large industrial custoners and a
price swap effectively hedging 35 MAé of the anticipated narket-based
purchases to supply the industrial custoners nade possible a reasonable
estimate of probable |osses for late 2000 and early 2001

e |In 1999, we discussed Continental Energy’'s equity interests in various
el ectric generation and co-generation projects and estimated their fair
mar ket val ue at $110, 000,000 as of Decenber 31, 1999. Because the sale of
Continental Energy closed on February 21, 2001, we did not discuss
Continental Energy's equity interest in these projects or conpute their
fair market value as of Decenber 31, 2000.

e |In 1999, we estimated that a hypothetical 10 percent increase in interest
rates woul d decrease the fair market val ue of our |ong-term debt by
$26, 500, 000 and, in 2000, we estimated that it woul d decrease that fair
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mar ket val ue by $14, 400, 000. The estimated decrease was |ess in 2000,
principally because we repurchased approxi mately $249, 800, 000 of long-term
debt in 2000.
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MANAGEMENT' S RESPONSI Bl LI TY FOR FI NANCI AL STATEMENTS

The managenent of The Montana Power Conpany is responsible for the preparation
and integrity of the consolidated financial statenments of the Conpany. These
financial statenents have been prepared in accordance with generally accepted
accounting principles, which are consistently applied, and appropriate in the
circunstances. |In preparing the financial statenents, managenent nakes
appropriate estimtes and judgenents based upon avail able information.
Managenment al so prepared the other financial infornmation in the annual report
on Form 10-K and is responsible for its accuracy and consistency with the
financial statements.

Managenment nai ntai ns systens of internal accounting control, which are
adequate to provide reasonabl e assurance that the financial statenents are
accurate, in all material respects. The concept of reasonabl e assurance
recogni zes that there are inherent linmtations in all systens of interna
control in that the costs of such systens should not exceed the benefits to be
derived. Managenent believes the Conpany’s systens provide this appropriate
bal ance.

The Conpany maintains an internal audit function that independently assesses
the effectiveness of the systens and recommends possi bl e inprovenents.

Pri cewat er houseCoopers LLP, the Conpany’s independent accountants, also

consi dered the systens in connection with its audit. Managenent has

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

The Board of Directors, acting through an Audit Commttee conposed entirely of
directors who are not enployees of the Conpany, is responsible for determning
t hat managenent fulfills its responsibilities in the preparation of the
financial statements. The Audit Conmittee reconmmends, and the Board of
Directors appoints, the independent accountants. The independent accountants
and internal auditors are assured of full and free access to the Audit
Conmittee and neet with it to discuss their audit work, the Conpany’s interna
controls, financial reporting, and other matters. The Committee is al so
responsi bl e for determ ning adherence to the Conpany’s Code of Business
Conduct (Code). The Code addresses, anpng other things, potential conflicts
of interests and conpliance with laws, including those relating to financial
di scl osure and the confidentiality of proprietary information.

The financial statenents have been audited by PricewaterhouseCoopers LLP
which is responsible for conducting its exam nation in accordance wth
general |y accepted auditing standards.

/s/ Robert P. Gannon /sl J.P. Pederson
Chai rman of the Board and Vi ce Chairman and
Chi ef Executive Oficer Chi ef Financial Oficer
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REPORT CF | NDEPENDENT ACCOUNTANTS

To the Board of Directors and Sharehol ders of The Montana Power Conpany:

In our opinion, the consolidated financial statenents |Ilisted in the
acconpanying index present fairly, in all material respects, the financial
position of The Montana Power Conpany and its subsidiaries at Decenber 31
2000 and 1999, and the results of their operations and their cash flows for
each of the three years in the period ended Decenber 31, 2000, in conformty
wi th accounting principles generally accepted in the United States of Anerica.
In addition, in our opinion, the financial statenment schedule listed in the
acconpanyi ng i ndex presents fairly, in all nmaterial respects, the infornmation
set forth therein when read in conjunction with the related consolidated
financial statenents. These consolidated financial statenents and financial
statenment schedule are the responsibility of the Conmpany’s managenent; our
responsibility is to express an opinion on these consolidated financial
statenments and financial statenent schedul e 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
perform the audit to obtain reasonabl e assurance about whether the financial
statenments are free of material msstatement. An audit includes examn ning, on
a test basis, evidence supporting the anmounts and di sclosures in the financial
statenments, assessing the accounting principles used and significant estinates
made by nmnagenent, and evaluating the overall fi nanci al st at enent
presentation. W believe that our audits provide a reasonable basis for our
opi ni on.

As nore fully discussed in Note 1 to the Consolidated Financial Statenents, as

of July 1, 1999, the Conpany changed its nethod of accounting for revenues
relating to certain agreenments to grant and exchange fi ber-use rights.

/'s/ Pricewat er houseCoopers LLP
Portl and, O egon

February 21, 2001
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THE MONTANA POAER COVPANY AND SUBSI DI ARl ES
CONSOLI DATED STATEMENT OF | NCOVE

Year Ended Decenber 31

2000 1999 1998

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

REVENUES. . . .. e e e e $999, 708 $777,172 $770, 957
EXPENSES
Qperations and naintenance.................couiienn.. 612,712 370, 870 366, 400
Selling, general, and administrative.................. 171, 373 116, 864 98, 239
Taxes other than income taxes............ .. ..., 60, 991 71, 933 67,088
Depreci ation, depletion, and anortization............. 77,026 79,576 85, 245
922,102 639, 243 616, 972
| NCOVE FROM CONTI NUING OPERATIONS. .. .......... ... 77, 606 137, 929 153, 985

| NTEREST EXPENSE AND OTHER | NCOVE
Interest eXpPense. .. ... 34, 408 41, 593 59, 373
Di stributions on conpany obligated nmandatorily
redeemabl e preferred securities of subsidiary

LT USE . o 5,492 5,492 5,492
Qher income — net....... .. . e (72, 085) (38, 407) (103, 419)
(32, 185) 8,678 (38, 554)

I NCOVE FROM CONTI NUI NG OPERATI ONS BEFORE | NCOVE
TAXES. .« . o 109, 791 129, 251 192, 539
INCOVE TAXES. . ..ttt e e e e 33,598 30, 830 66, 843
| NCOVE FROM CONTINUING OPERATIONS. . . ... ..o 76, 193 98, 421 125, 696

DI SCONTI NUED OPERATI ONS

I ncome fromdiscontinued coal operations (less

appl i cabl e i ncome taxes of $8,234, $5,656, and

$10,553) . . 31, 897 37,400 30, 181
I ncome fromdiscontinued oil and natural gas

operations (less applicable incone taxes of

$17,940, $7,577, and $778) ... ... ... 29, 395 14, 525 9, 743
Gain on sale of discontinued oil and natural gas

operations (less applicable incone taxes

of $42,769) . .. o 62, 006 - -
I NCOVE FROM DI SCONTI NUED OPERATIONS. .. ....... ... ... ..., 123, 298 51, 925 39, 924
NET I NCOVE. . .o e e e e 199, 491 150, 346 165, 620
DI VI DENDS ON PREFERRED STOCK. . ... ... .. i 3, 690 3, 690 3, 690
NET | NCOVE AVAI LABLE FOR COMMON STOCK. . ......... ... ... .. $ 195, 801 $ 146, 656 $161, 930
AVERAGE NUMBER OF COVMON SHARES OUTSTANDI NG -

BASI C (000) . . .t 105, 451 109, 795 109, 962
BASI C EARNI NGS PER SHARE OF COMMON STOCK. ............... $ 1.86 $ 1.34 % 1.47
AVERAGE NUMBER COF COMMON SHARES QUTSTANDI NG -

DI LUTED (000) . . . .ttt e e e e 106, 353 110, 553 110, 156
DI LUTED EARNI NGS PER SHARE OF COMMON STOCK. ............. $ 1.84 $ 1.33 $ 1.47

The acconpanying notes are an integral part of these financial statenents.
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THE MONTANA PONER COVPANY AND SUBSI DI ARl ES
CONSOLI DATED BALANCE SHEET

ASSETS
Decenber 31
2000 1999
(Thousands of Dol lars)
CURRENT ASSETS
Cash and cash equivalents........... ... . ... . ... ... $ 118,417 $ 554,407
Tenporary investmentS. . ... . - 40, 417
Accounts receivable, net of allowance for doubtfu
ACCOUNE S . . .t e 300, 298 182, 248
Mat erial s and supplies (principally at average cost).... 16, 446 37,928
Prepayments and other assets............. ... ... 71, 806 53, 733
Deferred i NCOME taXeS. . ...ttt 17,738 18, 303
Investment in discontinued coal operations.............. 93, 870 -
618, 575 887, 036
PROPERTY, PLANT, AND EQUI PMENT
Uility plant, |ess accunul ated depreciation,
depletion, and anortization........................... 1, 083, 611 1, 048, 892
Nonutility plant, |ess accunul ated depreciation,
depletion, and anortization........................... 613, 175 655, 843
1, 696, 786 1,704, 735
OTHER ASSETS
Intangi bl es, net of amortization........................ 152, 409 922
Reclamation fund.......... .. . . . i, - 43, 460
Tel ecommunications investments.......................... 30, 448 39, 678
O her inNVeStMENtS. .. .. 66, 495 76, 382
Advanced coal royalties........ ... ... . . i - 12, 506
Regul atory assets related to income taxes............... 60, 423 60, 538
Regul atory assets — other........ ... . ... . .. ... 142, 434 150, 486
Deferred i NCOME taXeS. . ...t e 21, 419 -
O = 27, 805 73, 000
501, 433 456, 972
TOTAL ASSETS $ 2,816, 794 $ 3,048, 743

The acconpanying notes are an integral part of these financial statenents.
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THE MONTANA POAER COVPANY AND SUBSI DI ARl ES
CONSOLI DATED BALANCE SHEET

LI ABI LI TIES AND SHAREHOLDERS' EQUI TY

Decenber 31

2000 1999

(Thousands of Dol lars)

CURRENT LI ABI LI TI ES

Accounts payable....... ... ... . .. $ 206,924 $ 115,654
Dividends payable. ... ... ... .. . . . 1, 456 22,746
Income taxes payable... ... ... ... .. . 104, 093 152,739
O her taxes payable. ... ... ... .. . 41, 054 54,630
Regul atory liability — oil and natural gas sale......... 32,549 -
Current portion of deferred revenue..................... 45,771 24,962
Short-termborrowi NQ. . ... ... 75, 000 -
Long-term debt due within one year...................... 169, 054 58, 955
Interest accrued. . ....... ... e 5,679 11, 597
O her current liabilities........ .. .. . . . ... 38, 422 67, 315
720, 002 508, 598
LONG TERM LI ABI LI TI ES
Deferred i NCOMB LaAXeS. . ...t e - 8, 847
Investment tax credits...... ... .. i, 13, 163 13, 330
Deferred reclamation. .. ........ . .. i, - 135, 075
Deferred revenue. ... ...t 235,578 311, 751
Regul atory liability — net proceeds fromthe
generation sale in excess of book value............... 214, 887 219, 726
O her deferred credits...... ... .. 94, 689 101, 434
558, 317 790, 163
LONG- TERM DEBT
Long-termdebt . ... .. . . . 309, 463 618, 512
Conpany obligated nmandatorily redeemabl e
preferred securities of subsidiary trust which hol ds
sol ely company juni or subordinated debentures......... 65, 000 65, 000
374, 463 683, 512
SHAREHOLDERS' EQUI TY:
Preferred stocK. ........ .. . i 57, 654 57, 654
Conmon st ock (240,000, 000 shares wi thout par val ue
aut hori zed; 110, 358,934 and 110, 218, 973 shares
I SSUBH) . ot 705, 157 702, 773
Treasury stock (6,616,000 and 4, 682,100 shares
aut hori zed, issued, and repurchased by the Conpany) ... (205, 656) (144, 872)
Unal | ocat ed stock held by trustee for
retirement savings plan............... ... ... . ... . ... (17, 227) (20, 401)
Retained earnings. .. ... ... .. 624, 118 488, 975
Accurul ated other conprehensive loss.................... (34) (17, 659)
1, 164, 012 1, 066, 470
CONTI NGENCI ES AND COVM TMENTS (Notes 13 and 14)
TOTAL LI ABILITIES AND SHAREHOLDERS' EQUITY................ $ 2,816, 794 $ 3,048, 743

The acconpanying notes are an integral part of these financial statenents.
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Net
Deduct :

THE MONTANA POAER COVMPANY AND SUBSI DI ARl ES
CONSOLI DATED STATEMENT OF CASH FLOWS

NET CASH FLOAS FROM OPERATI NG ACTI VI Tl ES
i nconme

I ncomre fromdiscontinued operations.........

Gain on sal e of discontinued oi
oper ati ons

I ncome from continuing operations

and nat ur al

gas

Adj ustnents to reconcile incone from continuing
operations to net cash provided by operating
activities:

Depr eci ati on,
Wite-downs of
Def erred income taxes

depl eti on,
I ong-1ived assets

and anortization...

Noncash earni ngs from unconsolidated investnents....

(@i ns)

O her noncash charges to net

Deferred revenue and ot her
M scel | aneous te

l e

: | osses on sal es of property and
i nvestment s _
income — net...
Changes in assets and liabilities:
Accounts and notes receivable
Deferred incone taxes
I ncone taxes Bayable
Account s paya

orary investments.......
Regul atory liability — net proceeds fromthe

eneration sale in excess of book val ue.
QG her assets and liabilities — net........

Net cash provided by (used for) continuing

operations

Net cash provided by discontinued operations
Net cash provided by (used for) operating

activities

NET CASH FLOAS FROM | NVESTI NG ACTI VI Tl ES
expendi tures
Proceeds from sal e of di sconti nued oi

gas operations

Capita

and nat ur al

Proceeds from sales of property and investnents.......

Addi ti onal

i nvest nents

Net cash provided by (used for) continuing

investing activities

Net cash used for discontinued investing activities.
Net cash provided by (used for) investing

activities
NET CASH FLOWS FROM FI NANCI NG ACTI VI TI ES

Di vi dends

Sal es of comon stock
Purchase of treasury stock
| ong-t erm debt
| ong-t erm debt
Net change in short-term borrow ng

| ssuance of
Retirenment of

Pai d. ..o

Net cash used for continuin?
Net cash provided by (used fo

financing activities

Net cash used for financing activities......

| NCREASE ( DECREASE)

Cash paid during the year for:

I ncone taxes,

net of

r ef unds

I N CASH AND CASH EQUI VALENTS
CASH AND CASH EQUI VALENTS, BEG NNI NG OF YEAR.. ..
CASH AND CASH EQUI VALENTS, END OF YEAR

SUPPLEMENTAL DI SCLOSURES OF CASH FLOW | NFORVATI ON

financing activities...
r) discontinued

I A= =1

The acconpanying notes are an integral

part of these financial
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Year Ended Decenber 31
2000 1999 1998

(Thousands of Dollars)
$ 199, 491 $150, 346 $165, 620
61, 292 51, 925 39, 924
62, 006 - -
76, 193 98, 421 125, 696
77,026 79,576 85, 245
- 7,083 -
44,513 (315, 588 42, 258
15, 227 (20, 608 10,871
(28,631) 67 5, 651
5,020 25,154 32,131
(142,177 12, 333 (30, 393
(11,039 3,379 4,745
(164, 715 129, 228 1,582
106, 586 26, 244 (8,031)
(72,511) 291, 790 11, 800
40, 417 (40, 417) -
- 219,726 -
64, 626 104, 414 34,678
(108, 945) 620, 802 220, 485
53, 068 39, 381 35,192
(55, 877) 660, 183 255, 677
(644, 216) (233, 192) (151, 044)
474,993 - -
83,912 586, 150 38, 063
(2, 050) (1, 272) (7,732)
87,361 351, 686 (120, 713
46,516 (45, 182) (38,839
(133, 877) 306, 504 (159, 552)
(67, 053) (90, 902) (91, 598)
2,525 751 7,421
(60, 784) (144, 872) -
139, 524 23, 397 139, 947
(334, 840) (147, 544) (77,873)
75, 000 (69, 820) (64, 138)
(245, 628) (428, 990) (86, 241)
(608) 6, 594 (2,538)
(246, 236) (422, 396) (88, 779)
(435, 990) 544, 291 7, 346
554, 407 10, 116 2,770

$ 198, 282
46, 709

$213, 362
53, 273

st at enent s.

$ 90, 663
67,777



THE MONTANA PONER COVPANY AND SUBSI DI ARl ES

CONSOLI DATED STATEMENT OF SHAREHOLDERS

COVMON STOCK:
Bal ance at beginning of year ..........................
| ssuances (149, 834; 100,857; and 663, 622 shares) ......
Reacquired capital stock (1,933,900 and 4, 682, 100
Shares) ...
Premiumon capital stock ............. ... ... .. .........

Balance at end of year .......... ... ... . . ... . ... .

RETAI NED EARNI NGS AND OTHER SHAREHOLDERS' EQUITY:
Bal ance at beginning of year ............... ... ........
Net T NCOMB ... e
D vi dends on common stock (60 cents per share for
2000 and 80 cents per share for 1999 and 1998) ......
D vidends on preferred stock ..........................
=

Bal ance at end of year .......... ... ... . . ... . ... o,

ACCUMULATED OTHER COWVPREHENSI VE LOSS
Bal ance at beginning of year ..........................

Net T NCOMB ... e
Foreign currency translation adjustnents ..............
Total conprehensive iNCOME .......... ...,
Deduct net incone included in conprehensive incone ...

O her conprehensive incone (loss) .....................

Bal ance at end of year .......... ... ... . . ... . ... ..
UNALLOCATED STOCK HELD BY TRUSTEE FOR RETI REMENT

SAVI NGS PLAN

Bal ance at beginning of year ..........................

Distributions ......... .. e

Bal ance at end of year .......... ... ... . . ... . .. o
PREFERRED STOCK . ..t e e et et eeas

TOTAL SHAREHOLDERS EQUITY AT END OF YEAR ... ............

The acconpanying notes are an integral part of these financi al
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Year

EQUI TY

Ended Decenber 31

2000

1999

1998

(Thousands of Dol lars)

$ 557,901 $ 702,511 $ 694,561
2, 384 357 7,950
(60,784) (144, 872) -
- (95) -

499, 501 557, 901 702, 511
488, 975 430, 309 356, 327
199, 491 150, 346 165, 620
(62, 426) (88, 155) (88, 008)
(3, 690) (3, 690) (3, 690)
1,768 165 60
624, 118 488, 975 430, 309
(17, 659) (20, 717) (13, 354)
199, 491 150, 346 165, 620
17, 625 3, 058 (7,363)
217,116 153, 404 158, 257
(199,491)  (150,346) (165, 620)
17,625 3,058 (7,7363)
(34) (17, 659) (20, 717)
(20, 401) (23, 298) (25, 945)
3,174 2, 897 2, 647
(17, 227) (20, 401) (23, 298)
57, 654 57, 654 57, 654

$1,164,012 $1,066,470 $1, 146, 459

st at enent s.



NOTES TO THE FI NANCI AL STATEMENTS
NOTE 1 — SUMVARY OF SI GNI FI CANT ACCOUNTI NG PQOLI CI ES
O BASIS OF ACCOUNTI NG

Qur accounting policies conformwi th generally accepted accounting principles.
Wth respect to our utility operations, these policies are in accordance with
t he accounting requirenents and ratenmaki ng practices of applicable regulatory
authorities.

O USE OF ESTI MATES

Preparing financial statenments requires the use of estinates based on
i nfornati on avail able. Actual results nay differ fromour accounting
estimates as new events occur or we obtain additional infornmation.

O RECLASSI FI CATI ONS

We have nade reclassifications to certain prior-year amounts to nake them
conparable to the 2000 presentation. W now classify all earnings from our
unconsol i dated investnents in “Qther inconme — net.” W previously reported

t hese earnings separately in revenues under “Earnings from unconsolidated

i nvestments” and have reclassified all anmpunts fromprior periods to reflect
this change. These reclassifications had no material effect on our previously
reported consolidated financial position, results of operations, or cash
flows.

O CONSOLI DATI ON PRI NCI PLES

The consolidated financial statenments include accounts and results of our

whol Iy owned subsidiaries. W have elimnated significant interconpany

bal ances and transactions. W account for our significant teleconmunications
and i ndependent power investnents using the equity nethod, because we exercise
significant influence over those operations.

Prior to 2000, we consolidated the accounts of certain oil and natural gas
operations for fiscal years ending in Novenber to facilitate the tinely
preparation of the consolidated financial statements. Beginning in the first
quarter of 2000, the one-nonth lag in reporting for these operations was
elimnated. The Decenber 1999 results of operations for these entities, which
woul d have previously been reported in results of the first quarter of 2000,
were recorded as an adjustnent to beginning retai ned earnings as of January 1
2000. This adjustnent increased retai ned earnings by approxi mately

$1, 500,000. We consider this amount to be immterial to our consolidated
financial position, results of operations, or cash flows.

O CASH AND CASH EQUI VALENTS AND TEMPORARY | NVESTMENTS

We consider all liquid investnents with original maturities of three nonths or
| ess to be cash equivalents, and investnents with original maturities over
three nonths and up to one year as tenporary investnents. At Decenber 31
1999, all of our investnents were available for sale, and their fair val ue
approxi nates the value reported on the Consolidated Bal ance Sheet. W had no
tenporary investnents at Decenmber 31, 2000

O ACCOUNTS RECEI VABLE

Accounts receivable are presented net of allowance for doubtful accounts of
$11, 456, 000 in 2000 and $2, 105,000 in 1999.
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O PROPERTY, PLANT, AND EQUI PMENT

The follow ng table provides year-end bal ances of the mmjor classifications of
our property, plant, and equi pnent, which we record at cost:

Decenber 31
2000 1999
(Thousands of Dol lars)

UTI LI TY PLANT:

El ectric:
CGeneration (including our share of
jointly owned) ............. ... .. .. .... $ 54,476 $ 53, 453
Transm SSion . ... .. 412, 885 405, 061
Distribution ......... ... . ... . ... . ... . ... 604, 070 573, 531
QL her ... 135, 477 94, 698
Nat ural Gas:
Production and storage ................... 71,681 73,959
Transm sSSion . ... 167, 416 163, 968
Distribution ......... ... . ... . ... ... . . ... 151, 039 147,764
O her ... 39, 841 30, 693
Total Utility ......... ... ... .. ... 1, 636, 885 1,543, 127
Less: Accunul ated depreciation
depl etion, and anortization ............ 553, 274 494, 235
1,083, 611 1, 048, 892
NONUTI LI TY PROPERTY, PLANT, AND EQUI PMENT:
Tel econmuni cati ons:
Bui I dings and structures ................. 8, 382 3,762
Fi ber optic network ...................... 90, 925 48, 503
Conmmmuni cations equipnent ................. 176, 329 53,128
Construction work-in-progress ............ 352, 445 128, 994
O her - telecomunications ............... 18, 491 3,470
Total telecomunications ............... 646, 572 237, 857
Coal ... - 240, 227
Gl and Natural Gas ............ ... ... .... - 432, 806
O her .. 6, 401 64, 459
Total Nonutility ....................... 652, 973 975, 349
Less: Accunul ated depreciation
depl etion, and anortization ............ 39, 798 319, 506
613,175 655, 843
Total Utility and Nonutility Property,
Pl ant, and Equi pnent, net of
accunul at ed depreciation, depletion
and anortization...................... $ 1,696, 786 $1, 704, 735

We capitalize the cost of plant additions and replacenents, including an

al  owance for funds used during construction (AFUDC) of utility plant. W
determ ne the rate used to conmpute AFUDC in accordance with a formul a

est abli shed by the Federal Energy Regul atory Conmmi ssion (FERC). This rate
averaged 8.6 percent for 2000, 7.1 percent for 1999, and 8.3 percent for 1998.
In addition, we capitalized interest of approximately $4,317,000 in connection
wi th various tel ecomruni cati ons projects during 2000. This amunt is included
in tel ecomunications property, plant, and equiprment in the table above.

We charge costs of utility depreciable units of property retired, plus costs
of rempval |ess salvage, to accumul ated depreciati on and recogni ze no gain or
| oss. We recognize gain or |oss upon the sale or other disposition of
nonutility property. W charge mmintenance and repairs of plant and property,
as well as replacenments and renewals of itens determined to be |less than
established units of plant, to operating expenses.

Included in the plant classifications are utility plant under construction in
t he anpbunts of $2,637,000 and $3, 876,000 for 2000 and 1999, respectively, and
coal and oil and natural gas plant under construction in the anmnpount of

-57-



$5, 729, 000 for 1999.

In our tel econmuni cations operations,

we classify costs

associ ated with unconpl eted portions of our fiber optic network as

construction work in progress and,
net wor k systens.

cost of the asset constructed.
cost of the asset transferred plus
cost of the asset transferred |ess

For information on the Cctober 31
busi nesses and the pending sal e of
to Sell Energy Businesses.”

For joint-build construction contracts,
costs of construction reduced by rei nbursenents received,
We record exchanges of fiber-use rights as the

upon conpletion, classify the costs as
we record the total

resulting in a net

any cash paid or, alternatively, as the
any cash received.

2000 sal e of our oil and natural gas

our coal businesses, see Note 2, “Decision

We record provisions for depreciation and depletion at anounts substantially
equi val ent to cal cul ations made on straight-line and unit-of-production

nmet hods by appl ying various rates based on usefu
det erm ned from engi neering studies.
depletable utility plant at the begi nning of the year

lives of properties
As a percentage of the depreciable and
our provisions for

depreci ation and depletion of utility plant were approximtely 3.5 percent for

2000 and 3.0 percent for
t el econmuni cati ons property,
over the estimated useful |ives of

Cl assification

1999 and 1998.
pl ant,

We depreciate and anortize our
and equi pnent on a straight-line basis
the assets as foll ows:

Year s

Bui | di ngs and structures
Fi ber optic network
Conmruni cat i ons equi pnent

Ofice furniture and equi pnent

O her — tel ecommuni cati ons

Qur nonutility oil and natural gas

30
20
10
3-5
3-5

operations used the successful -efforts

nmet hod of accounting for exploration and devel opment costs.

O JO NTLY OMNED ELECTRI C PLANT

Prior to the sale of the electric generating assets discussed in Note 5,

“Deregul ati on, Regulatory Matters,

Assets,” we were a joint-ower of Colstrip Units 1, 2,
percent of Units 1 and 2 and 30 percent of Unit 3.

in 30 percent of Colstrip Unit 4.
in the transmission facilities serving these
i nvest ment

| easehol d interest
appr oxi nat e 30-percent interest

units. At Decenber 31, 2000, our

and 1999 Sale of Electric Generating

and 3. W owned 50

We continue to own a
We al so own an

in these facilities was

$132, 331,000 and the related accunul at ed depreci ati on was $48, 103, 000.

Each j oi nt - owner

provides its own financing.

Qur share of direct expenses

associ ated with the operati on and nmi ntenance of these joint facilities,

including Colstrip Units 1, 2, and

t he correspondi ng operating expenses in the Consolidated Statenent of

O | NTANG BLES

is included in
I ncone.

3 through Decenber 17, 1999,

The follow ng table provides year-end bal ances of the mmjor classifications of

i nt angi bl es:

Decenber 31
2000 1999
(Thousands of Dol lars)

Tel econmuni cati ons acquisition ... $ 145,634 $ -
Goodwi Il ... .. 8, 559 -
Qher ... 3, 957 1, 239

Total intangibles .............. 158, 150 1, 239
Less: Accunul ated anortization .. 5,741 317

Total intangibles, net of
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accunul ated anortization ..... $ 152,409 $ 922

For details on the intangibles recorded in conjunction with the

t el econmuni cati ons acquisition, see Note 4, “Acquisition of Tel ecomruni cations
Properties.” The excess of the January 2000 purchase price over the net
assets of One Call Locators, Ltd. was recorded as goodwi |l and is being
anortized over 15 years. Most other intangibles are being anmortized over 5
years.

O RECLAMATI ON FUND

Under the current Colstrip Units 3 and 4 coal supply agreenment, we naintain a
recl amati on fund representing restricted cash necessary to nmeet our estimated
recl amati on obligation at Western Energy for Units 3 and 4. W invest the
funds required for these reclamation obligations until we need themto perform
recl amati on. At Decenber 31, 2000, we had the funds invested entirely in a
noney mar ket account. W regularly accrue an expense and an of fsetting
liability associated with our reclamation obligation. The reclamation fund is
not offset against our accurulated liability, and both itenms are included in
“Investnent in discontinued coal operations” on the Decenber 31, 2000
Consol i dat ed Bal ance Sheet.

O REVENUE AND EXPENSE RECOGNI TI ON

W record operating revenues monthly on the basis of consunption or service
rendered. To match revenues with associ ated expenses, we accrue unbilled
revenues for electric, natural gas, and tel ecomuni cation services delivered
to custoners but not yet billed at nonth-end. Qur tel ecomunications service
revenues are conprised of network services (whol esal e and dedi cat ed busi ness
line) revenues and retail sales (comercial and consumer |ong-distance)
revenues. |In conjunction with our efforts to expand our fiber optic network
we entered into agreenents to grant and exchange fiber-use rights, principally
through IRU agreenents. Prior to July 1, 1999, we recogni zed revenues of
fiber-use rights that qualified for sal es-type | ease accounting at the time of
delivery and acceptance of the dark fiber by the custoner. For those
transacti ons, we deternined cost of revenue by allocating the total estimated
costs of the network to the specific fibers granted to the custoner.

On July 8, 1999, the FASB issued Interpretation No. 43, “Real Estate Sales,”
which is an interpretation of SFAS No. 66, “Accounting for Sales of Rea
Estate.” Effective July 1, 1999, therefore, we changed our revenue
recognition policy. This interpretation was effective for transactions
entered into after June 30, 1999, and requires entities to recogni ze revenues
on fiber-use right agreements, or simlar agreenments, over the period of the
agreenment rather than at the time of execution if title to the fiber does not
transfer to the customer by the end of the agreenent term In granting fiber-
use rights, therefore, we record these transactions as operating | eases and
recogni ze revenues over the termof the agreement. The effect of this change
in accounting resulted in approxinmately $7, 000,000 of revenues that we did not
record in 1999 fromfiber-use right transactions entered into after June 30,
1999. Net incone for 1999 woul d have been approxi mately $4, 200,000 hi gher and
both basic and diluted earnings per share woul d have been $0.03 higher if we
were not required to nake this accounting change.

The Energing |ssues Task Force (EITF) Issue No. 98-10 requires that energy
contracts entered into under “trading activities” be narked to market with the
gains or | osses shown net in the incone statenent. EITF 98-10 is effective for
fiscal years beginning after Decenmber 15, 1998. W adopted El TF 98-10 as of
January 1, 1999, and accordingly mark to market energy contracts that qualify
as “trading activities.” The cumul ative effect of adopting El TF 98-10 had no
material effect on our consolidated financial position, results of operations,
or cash flows.
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For a discussion of Staff Accounting Bulletin (SAB) No. 101, “Revenue
Recognition in Financial Statenents,” see Note 16, “New Accounting
Pronouncenents.”

O REGULATORY ASSETS AND LI ABI LI TIES

For our regul ated operations, we follow SFAS No. 71, “Accounting for the
Effects of Certain Types of Regulation.” Pursuant to this pronouncenent,
certain expenses and credits, nornally reflected in incone 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 nmatching revenues are collected or

r ef unded.

Decenber 31
2000 1999
Asset s Liabilities Asset s Liabilities
(Thousands of Dol lars)

Income Taxes .............. $ 58,452 % - $ 57,526 $ -
Colstrip Unit 3 carrying
charge .................. 38, 337 - 38, 494 -
Conservation prograns ..... 27,956 - 28, 378 -
Conpetitive transition
charges (CTCs) .......... 50, 965 - 53, 768 -
Generation net proceeds in
excess of book value .... - 214, 887 - 219, 726
Proceeds fromoil and - -
natural gas sale ........ 32,549 -
I nvestment tax credits .... - 13, 163 - 13, 330
Oher ... ... ... 40, 384 18, 816 44,646 12,178
Subtotal ................ 216, 094 279, 415 222,812 245, 234
Less:
Current portions ........ 13, 237 34,979 11, 788 3,402
Tot al $202, 857 $244, 436 $211, 024  $241, 832
Income taxes reflect the effects of tenmporary differences that we will recover
in future rates. In August 1985, the PSC issued an order allowing us to

recover deferred carrying charges and depreciation expenses over the remaining
life of Colstrip Unit 3. These recoveries conpensated us for unrecovered
costs of our investnment 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 Demand Side Managenent programs, which are in rate base and
whi ch we were anortizing to i ncone 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. Investnent tax
credits and account bal ances included in “Qther” represent itens that we are
anortizing currently or are subject to future regulatory confirmation.

Wth the sale of the electric generating assets, it is our position that any
of these ampunts related to electric supply should be recovered fromsale
proceeds in excess of book value. Anortization of these assets stopped in
February 2000 when the expenses were renoved fromrates. For further
information on the effects of the sale of our electric generating assets, see
Note 5, “Deregul ation, Regulatory Matters, and 1999 Sale of Electric
CGenerating Assets.”

O STORM DAMAGE AND ENVI RONMENTAL REMEDI ATI ON COSTS
When | osses from costs of storm damage and environmental renediation
obligations for our utility operations are probable and reasonably esti mabl e,

we charge these costs agai nst established, approved operating reserves. The
reserves’ bal ance at Decenber 31, 2000 was approxi mately $11, 080,000 and at
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Decenber 31, 1999 was approxi mately $11, 166, 000. We have included these
reserves in “Current liabilities” on the Consolidated Bal ance Sheet.

O | NCOMVE TAXES

We and our United States subsidiaries file a consolidated United States incone
tax return. W allocate consolidated United States incone taxes to utility
and nonutility operations as if we filed separate United States incone tax
returns for each operation. 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 inconme taxes, see
“Regul atory Assets and Liabilities” in this Note 1 and Note 6, “Incone Tax
Expense.”

O DEFERRED REVENUES

We defer revenues to account for the timng differences between cash received
and revenues earned and reflect these anpbunts on the Consol i dated Bal ance
Sheet in “Deferred revenue.” W reflect the current portion of these anpunts
in “Current portion of deferred revenue” on the Consolidated Bal ance Sheet.

We are recogni zing the prepaynent received in January 1999 froma

t el econmuni cati ons custoner and the payment received in December 1999 fromthe
Los Angel es Departnent of Water and Power in revenues over the original terms
of the agreenents, approxinmately 11 years in each case.

O NET I NCOME PER SHARE OF COVMON STOCK

We conpute basic net incone per share of commopn stock for each year based upon
t he wei ght ed average nunber of commobn shares outstanding. |n accordance with
SFAS No. 128, “Earnings per Share,” diluted net incone per share of conmmon
stock reflects the potential dilution that would occur if securities or other
contracts to i ssue comon stock were exercised or converted into common stock
or resulted in the issuance of conmobn stock that shared in our earnings.

For conparative purposes, the followi ng table shows consolidated basic net
i ncone per share.

Year Ended Decenber 31

200071 1999 1998

Conti nuing Operations..... $0. 69 $0. 86 $1.11
Di sconti nued Operations... 1.17 0. 48 0. 36
Consolidated............ $1. 86 $1. 34 $1. 47

12000 “Discontinued Qperations” figures include gain on sale
of discontinued oil and natural gas operations.

Q ASSET | MPAI RVENT

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

I ong-lived assets for inpairnent whenever events or changes in circunstances

i ndicate that we may not recover the carrying anmount of an asset.

o COVPREHENSI VE | NCOVE

Conpr ehensi ve i ncome consists of net inconme and ot her conprehensive incone
(loss). For the years ended Decenber 31, 2000, 1999, and 1998, our only item
of other conprehensive income was foreign currency transl ation adjustnents of
the assets and liabilities of our foreign subsidiaries. These adjustnents
resulted in increases to retained earnings of $17,625,000 and $3, 058,000 in
2000 and 1999 and a decrease of $7,363,000 in 1998.
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Nearly all of the 2000 increase resulted fromthe sale of the Canadi an
subsidiaries of our former oil and natural gas businesses. |n accordance with
SFAS Nos. 52, “Foreign Currency Translation,” and 130, “Reporting

Conpr ehensive Inconme,” we recognized the cunul ative translation | oss

associ ated with those subsidiaries and included it in the conputation of the
gain on the Cctober 31, 2000 sale of the oil and natural gas businesses.
Including it reduced our gain by approximately $21, 200, 000. Because the
transl ati on adjustnment was not part of the tax basis of the foreign
subsidiaries’ properties, it did not affect the calculation of taxes on the
sal e.

O DERI VATI VE FI NANCI AL | NSTRUMENTS

As discussed in Note 2, “Decision to Sell Energy Businesses,” in the “Cctober
31, 2000 Divestiture of Ol and Natural Gas Busi nesses and Pending Divestiture
of Remmi ni ng Energy Busi nesses” section, we sold all of the stock of our oi
and natural gas busi nesses on Cctober 31, 2000, including MPT&M which engaged
intrading activities. At that tine, we were using derivative financia
instruments to reduce earnings volatility and stabilize cash flows by hedgi ng
sone of the price risk associated with our nonutility energy comuodity-
produci ng assets, contractual commitnents for firmsupply, and natural gas
transportation agreenments. Now, however, we use these derivative financial
instrunents only as discussed bel ow.

El ectric Swap Agreenents

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

Since June 1998, we have had a price swap agreenent with one of our industrial
custoners that converts 43 MM of the M d-Colunbia (Md-C) index price of our
supply agreenent with that custoner to a fixed price through May 2001. In
fiscal year 2000, we also entered into another price swap with a counterparty
that effectively hedges 35 MAé of the anticipated nmarket-based purchases to
supply that agreenent through March 2001

In accordance with the provisions of SFAS No. 80, “Accounting for Futures
Contracts,” we recogni zed gains and | osses fromthe financial swaps in the
sanme period in which we recogni zed the sales and rel ated purchases under that
agreenment. For fiscal year 2000, we recognized a net gain of approximtely
$16, 000, 000 fromthese financial swaps and | osses of approxi mately $32, 200, 000
fromsupplying large industrial custoners. For nore specific information
about the conmmodity price risk that we face as a result of our |ong-term power
supply agreenents, see Note 13, “Contingencies,” in the “Long-Term Power
Supply Agreenents” section

An estimate of the fair narket val ue of the swaps based on the Md-C forward
prices of Decenber 29, 2000 aggregated approxi nately $21, 800, 000 as of Decenber
31, 2000, which would offset approximately 40 percent of the expected | osses on
t he above power supply agreenents. For information on SFAS No. 133,
“Accounting for Derivative Instrunents and Hedging Activities,” and how we
expect it to affect us, see Note 16, “New Accounting Pronouncenents.”

Natural Gas Wility Swaps

By drilling wells and addi ng conpression at our Cobb storage reservoir, we are
able to sell natural gas that had been held in reserve to provide firmstorage
deliverability to our custoners. W therefore contracted to sell, from
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Cct ober 2000 through March 2001, 1,760,000 dekatherns fromthat reservoir at a
nonthly price based on the Al berta Energy Conpany “C’ Hub (AECO-C) index. To
reduce our exposure to fluctuations of the market index price, we entered into
a swap agreenent with a counterparty that effectively converts that index
price to a fixed price for 903,000 dekat hernms associated with these sales from
Decenber 2000 through February 2001

For Decenber 2000, we recognized a | oss of approxi nately $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 Decenmber 29, 2000, we
estimate a | oss of approxi mately $3, 000,000 on the swap to offset profits of
$4, 900,000 on the sale through February 2001. W are deferring the expected
net profit of these transactions in accordance with SFAS No. 71, “Accounting
for the Effects of Certain Types of Regulation,” until the PSC approves its
inclusion in future rate schedul es.

Continental Energy Operations
Continental Energy had investnents in independent power partnerships, sone of
whi ch had entered into derivative financial instrunents to hedge interest rate
exposure on floating-rate debt and natural gas price fluctuations. W believe
that, as of Decenber 31, 2000, we had not been exposed to any material adverse
effects fromthe risks inherent in these instruments.
0O FAIR VALUE OF FI NANCI AL | NSTRUVENTS

2000 1999

Carrying Fair Carrying Fair
Anount Val ue Anount Val ue

(Thousands of Dol | ars)
ASSETS:
I nvestrent in i ndependent
power project (cost basis only) $ 3,107 $ 1,687 $ 3,504 $ 1,641

Reclamation fund ................. 46, 043 46, 043 43, 460 43, 460
O her significant investnents .... 40, 084 43, 799 52,523 55, 689
LI ABI LI TI ES

Conpany obl i gated nmandatorily
redeemabl e preferred

securities ..................... $ 65,000 $ 65,000 $ 65,000 $ 63,206
Long-term debt (includi ng due
within one year) ............... 482, 481 482, 866 677, 467 655, 652

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

e Investnent in independent power project - The fair val ue represents our
assessnent of the present value of net future cash flows enbodied in this
i nvestnent, discounted to reflect current market rates of return.

e Reclamation fund and ot her investnents - The carrying val ue of nost of the
i nvestments approxi nates fair value as the investnments have short naturities
or the carrying value equals their cash surrender value. Fair value for the
remai nder of the investnents was estinated based on the di scounted val ue of
the future cash flows expected to be received using a rate of return
expected on simlar current investnents. The reclanmation fund is included
in “lnvestnment in discontinued operations” on the Consolidated Bal ance Sheet
at Decenber 31, 2000. Oher significant investnents consist nainly of the
cash val ue of insurance policies associated with an unfunded, nonqualified
benefit plan for senior nmanagenent, executives, and directors and funds
deposited with the trustee of our securitization bonds discussed in Note 10,
“Long- Term Debt . ”
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e Mandatorily redeenmabl e preferred securities and |long-termdebt - The fair
val ue was estimated using quoted narket rates for the sane or sinmlar
i nstruments. Wiere quotes were not available, fair value was estinated by
di scounting expected future cash flows using year-end increnental borrow ng
rates. Long-term debt for 2000 includes anpbunts reported in “Investnment in
di sconti nued operations” on the Consolidated Bal ance Sheet.

NOTE 2 — DECI SI ON TO SELL ENERGY BUSI NESSES

On March 28, 2000, after a careful review of options and strategies, our Board
of Directors announced that we would begin the process of divesting our
nmul ti pl e energy busi nesses, separating them from Touch Anerica. Follow ng the
nmerger and the sale of the utility business to NorthWstern, Touch Anerica
expects to use the cash proceeds fromthe sale of the oil and natural gas

busi nesses, the coal businesses, the independent power production business,
and the utility business to take advantage of opportunities in the

t el econmuni cati ons busi ness. W expect these gross cash proceeds, before

i ncome taxes and transaction costs, to total approximately $1, 300, 000, 000.

0 CONTI NUI NG DI SCONTI NUED OPERATI ONS

As a result of our restructuring efforts, we have eval uated our operations to
det ermi ne which segments should be included in continuing or discontinued
operations. Because the sale of our utility business remains subject to

shar ehol der approval, we have included the results of operations, financial
position, and cash flows of our electric (including Colstrip Unit 4) and
natural gas utility business in continuing operations. W plan to schedule a
speci al neeting of our shareholders in the second or third quarter 2001 to
consi der and vote on the sale and other matters.

We have not afforded Continental Energy discontinued operations accounting
treatment since we have historically reported Colstrip Unit 4 with Continenta
Energy as the | ndependent Power G oup segrment. Although we sold Continenta
Energy on February 21, 2001, the sale of our utility business includes
Colstrip Unit 4. Consequently, we have reflected Continental Energy activity
in continuing operations for all periods presented.

As a result of our Board of Directors’ approval to enter into definitive
agreenments with respect to our fornmer oil and natural gas and our coa
operations, we have applied discontinued operati ons accounting treatnent to
t hese operations, effective August 22, 2000 for our oil and natural gas
operations and Septenber 14, 2000 for our coal operations. The results of
this treatnent are the follow ng:

e W have separately reported i ncone after incone taxes fromoil and natura
gas and coal operations in inconme fromdiscontinued operations for al
periods presented to reflect the reclassification of these operations as
di sconti nued.

e W sold our oil and natural gas operations on Qctober 31, 2000, and
therefore, balances related to these operations are not reflected on our
Decenmber 31, 2000 Consolidated Bal ance Sheet. Net assets and liabilities of
our discontinued coal operations are included in “Current assets,” under
“Investment in discontinued operations” in our Decenber 31, 2000
Consol i dat ed Bal ance Sheet. At Decenber 31, 2000, we owned total assets
related to our discontinued coal operations of approximately $282, 129, 000.

e W have reported cash flows of oil and natural gas and coal operations as
“net cash provided by (used for) discontinued operations,” segregated by
operating, investing, and financing activities.
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The followi ng table presents revenues separately for our discontinued oil and
natural gas and coal operations:

Year Ended Decenber 31

2000 1999 1998
(Thousands of Dol l ars)

Q| and Natural Gas Qperations.. $ 348,698 $ 355,532 $ 239, 268
Coal Operations................. 224,515 236, 782 216, 757

O SALE OF O L AND NATURAL GAS OPERATI ONS

On August 25, 2000, our wholly owned subsidiary, Entech, and Al tana

Expl orati on Conpany, Entech’s wholly owned subsidiary, entered into a Stock
and Asset Purchase Agreement with PanCanadi an Petrol eum Li mited (PanCanadi an
Petrol eun) and one of PanCanadi an Petrol eunis whol |y owned subsidiari es,
PanCanadi an Energy, |Inc. (PanCanadi an Energy). Pursuant to the Stock and
Asset Purchase Agreenent, PanCanadi an Petrol eum agreed to purchase fromus al
of the stock and assets of our Canadian oil and natural gas busi nesses, and
PanCanadi an Energy agreed to purchase fromus all of the stock of our United
States oil and natural gas businesses. (W collectively refer to PanCanadi an
Petrol eum and PanCanadi an Energy as PanCanadi an.) The transaction cl osed on
Oct ober 31, 2000, with a purchase price of US$475, 000, 000, subject to post-
cl osi ng adj ustnents.

As a result of the transaction, we recorded a gain in the fourth quarter 2000
of approxi mately $62, 000, 000, net of income taxes and a regulatory liability
of approxi mately $32,500,000. The $32,500,000 liability represents the
portion of the proceeds fromthe sale of oil and natural gas businesses to
PanCanadi an attributable to properties previously in the natural gas utility's
rate base. Based on gas stipulation agreenents addressing the renoval of
natural gas production properties fromregul ation, we have agreed to share
this anpbunt with our natural gas utility ratepayers.

O SALE OF CONTI NENTAL ENERGY

On Septenber 19, 2000, Entech entered into a Stock Purchase Agreenent with BB
pursuant to which BBl agreed to purchase the stock of Continental Energy, our
remai ni ng independent power production business. In January 2001, BBI
assigned its right to purchase Continental Energy to BBI's wholly owned
subsidiary, CES Acquisition Corp. The transaction closed on February 21
2001, wth a purchase price of $84,500,000, subject to post-closing
adjustnments. Based on the net book value of Continental Energy, we expect to
record a gain in the first quarter 2001 of approxinmtely $33, 000,000, net of
i ncone taxes.

O STATUS OF SALES OF REMAI NI NG ENERGY BUSI NESSES
Pendi ng Sal e of Coal Operations

On Septenber 15, 2000, Entech entered into a Stock Purchase Agreenent with
West nor el and pursuant to whi ch West norel and agreed to purchase the conpani es
conpri sing our coal businesses. The purchase price is $138,000, 000, subject
to customary closing adjustnents. W expect this transaction to close at
approxi mately the begi nning of the second quarter 2001 and, based on the net
book val ue of our coal operations, we expect to record a gain on the sale.

The Montana Power L.L.C./UWUility Business

On Septenber 29, 2000, we entered into a Unit Purchase Agreement wth

Nort hWest ern Cor poration, a South Dakota-based energy conmpany, pursuant to

whi ch NorthWestern agreed, as discussed below, to purchase our affiliate, The
Mont ana Power L.L.C., a Montana linmted liability conpany (MPLLC). MPLLC will
hold — anmpbng ot her assets, liabilities, commitnents, and contingencies - our
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electric (including Colstrip Unit 4) and natural gas utility business. The
consideration for MPLLC is approxi mately $1, 090, 000, 000, and is conprised of
cash of $602, 000,000 and NorthWestern’s assunption of up to $488, 000, 000 of
our debt.

The transaction is targeted to close approximately three nonths after the
proxy statenent/prospectus is filed and becones effective. The closing is
subject to the approval of our sharehol ders, regul atory approvals fromthe
PSC, and other customary conditions. W received approval for the sale from
FERC i n February 2001. W can provide no assurance that the transaction wll
close or, if it does, that the terns and conditions wll renain unchanged.

For additional information on the special neeting of our shareholders to
consi der and vote on the sale and other matters, see Note 3, “Upcom ng Speci al
Meeti ng of Sharehol ders.”

NOTE 3 — UPCOM NG SPECI AL MEETI NG OF SHAREHOLDERS

Qur Board of Directors has approved a nerger that will create a new conpany,
Touch America Holdings, Inc., to own what is today our teleconmunications

busi ness. Immediately following this nerger, our remaining energy business —
consisting of our electric and natural gas utility — will be sold to

Nort hWestern. On conpletion of this nerger and the sale of the utility

busi ness to NorthWstern, Touch Anerica Holdings will own Touch Anerica, Inc.
and Tetrageni cs Company, which together will constitute its tel ecomunications
operati ng busi ness.

On compl etion of the nmerger, our shareholders will be deemed to receive one
share of Touch Anerica Hol di ngs’ conmon stock for each common share of The
Mont ana Power Conpany, and one share of Touch Anerica Hol dings’ Preferred
St ock, $6.875 Series, for each share of The Montana Power Conpany’s
outstandi ng Preferred Stock, $6.875 Series.

W will hold a special neeting of our shareholders to consider and vote on the
nmerger and the sale of the utility business to NorthWestern. In addition
shar ehol ders of our conmon stock will be asked to vote in favor of the

redenption of The Montana Power Conpany’s outstanding Preferred Stock, $4.20
Series, and Preferred Stock, $6.00 Series. |If the redenption of the preferred
stock is not approved by at least a mpjority of all of our comopn

shar ehol ders, each sharehol der of The Montana Power Conpany’'s Preferred Stock
$4.20 Series, and Preferred Stock, $6.00 Series, will be deermed to receive in
the merger one share of Touch Anerica Holdings' Preferred Stock, $4.20 Series,
and Preferred Stock, $6.00 Series, for each outstanding share of The Mntana
Power Conpany’s Preferred Stock, $4.20 Series, and Preferred Stock, $6.00
Series, respectively. W plan to schedule this special neeting of our

sharehol ders for the second or third quarter 2001

NOTE 4 — ACQUI SI TI ON OF TELECOVMUNI CATI ONS PROPERTI ES

On June 30, 2000, in accordance with a previously executed stock purchase
agreement, we acquired whol esale, private line, |ong-distance, and other

tel econmuni cations services in the former U S WEST fourteen-state region from
Qnest for approxi mately $206, 000, 000, subject to post-closing adjustments. W
estimate that Touch Anerica’s related capital expenditures, mainly to instal
el ectronics on new routes, will be an additional $70,000,000. The fourteen-
state region covers approxi mately 250,000 customer accounts for voice, data,
and vi deo services. Touch Anerica also acquired a fiber optic network of
approximately 1,800 route niles and associated el ectronics and swi tches that
wi Il connect to Touch Anerica’'s existing fiber optic network. As a result of
the acquisition, 173 sales and sal es-support personnel in the fourteen-state
regi on becanme enpl oyees of Touch Ameri ca.
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We accounted for the acquisition using the purchase nethod of accounting. As
a result, we have allocated our cost of the acquisition to the assets acquired
and liabilities assumed based on our estimates of their fair values as of the
June 30, 2000 acquisition date. Accordingly, we recorded approximtely

$60, 000, 000 of property and equi prent and approxi mately $146, 000, 000 of

i ntangi bl e assets related to this acquisition. W are anortizing the acquired
property and equi pnent and intangi bl e assets over their estimted useful |ives
on the straight-line basis in accordance with our stated policies

We have received an apprai sal of the acquired properties froman i ndependent
third party. W used this appraisal as a basis for recognizing the acquired
assets and the depreciation and anortization in our consolidated financial
statements. The bal ances reflected in our Consolidated Bal ance Sheet and
rel ated depreciation or anortization periods are as foll ows:

Depreci ati on or

Asset Anortization
Bal ances Peri ods
(Thousands
of Dol l ars) (Years)
Tangi bl e Assets:
Furni ture and equi prment $ 600 3-5 years
Net wor k assets — fi ber 9, 200 20 years
Net wor k assets — optical electronics 50, 448 10 years
Total Tangi bl e Assets $ 60, 248
I nt angi bl e Assets:
Assenbl ed wor kforce $ 1,900 5 years
Cust omer base — Wiol esal e 15, 300 5 years
Custoner base - Commerci al 3,200 3 years
| RU capacity agreenent 125, 234 20 years
Total Intangible Assets $145, 634

The accounts of this acquisition have been included in our consolidated
accounts since June 30, 2000.

The followi ng table presents the sunmarized consolidated results of operations
for the years ended Decenber 31, 2000 and 1999 on an unaudited, pro forna
basi s as though this June 30, 2000 acquisition had occurred as of January 1
1999:

Pro Forma Consol i dat ed
Resul ts of Operations
(Unaudi t ed)

2000 1999
(Thousands of Dol lars)
(except per-share anounts)

ReVenUEeS . ... ... . $1, 154, 735 $1, 068, 425
Net I ncone from Continuing Operations... 94, 481 129, 231
Net I ncone Available for Common......... 214, 089 177, 466
Ear ni ngs per share:
Basic......... ... . .. $ 2.03 $ 1.62
Diluted......... ... . . .. $ 2.01 $ 1.61

NOTE 5 — DEREGULATI ON, REGULATORY MATTERS, AND 1999 SALE OF ELECTRIC
GENERATI NG ASSETS

0O DEREGULATI ON

The electric and natural gas utility businesses in Montana are transitioning
to a conpetitive market in which commodity energy products and rel ated
services are sold directly to wholesale and retail custoners. NMontana's
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El ectric Act, passed in 1997, provides that all custonmers will be able to
choose their electric supplier by July 1, 2002. 1In Qctober 2000, the PSC

i ssued a Request for Conmments on Extension of Transition Period. |n Decenber
2000, due to the lack of a conpetitive market for the supply of electric
energy in Montana, the PSC extended the transition period two years, until
July 1, 2004. Pursuant to the Electric Act, the electric utility is required
to supply electric energy for the additional two-year period, and we are
working with the Montana Legislature and the PSC to fully recover the default
supply costs.

Montana's Natural Gas Act, also passed in 1997, provides that a utility may
voluntarily offer its custoners choice of natural gas suppliers and provide
open access. W have opened access on our gas transmni ssion and distribution
systens and all of our natural gas custoners have the opportunity of gas-
supply choice

El ectric

Resi dential accounts previously in the conpetitive nmarket largely returned to
regul ated supply in the fourth quarter 2000. Sone industrial |oads have
curtailed operations due to high supply costs in the conpetitive market,
reduci ng our electric |oad.

As required by the Electric Act, we filed a conprehensive transition plan with
the PSC in July 1997. On July 1, 1999, we filed a case with the PSC to resol ve
the remaining Tier |l issues under the filing. Tier Il issues address the
recovery and treatnent of the Qualifying Facility (Q) power-purchase contract
costs; regulatory assets associated with the electric generating business; and
a review of our electric generating assets sale, including the treatnent of
sal e proceeds above the book val ue of the assets.

In inplenenting our conprehensive transition plan, we initiated litigation in
Montana District Court in Butte to address our ability to use tracking
nmechani snms to ensure fair and accurate recovery of above-nmarket QF costs and
certain other transition costs. W also sought court clarification on whether
the Electric Act authorized a rate freeze, which neans that rates cannot
change, or a rate cap, which neans that rates cannot increase nore than a
certain level, during the initial transition period that ends July 1, 2002.

In May 2000, the district court ruled that the PSC nust allow us to incorporate
tracki ng nechanisns in our transition plan proposal and that the Electric Act
authorized a rate cap. The PSC and the Large Custonmer Group appealed to the
Mont ana Supreme Court the court’s decision regardi ng tracki ng mechani snms, and
we did not appeal its decision regarding the rate cap. The parties conpleted
briefing of the tracking-nmechanisns issue in Cctober 2000 and are awaiting a
deci sion fromthe Mntana Supreme Court, which has requested am cus briefs and
wi Il schedul e oral argunent.

After the district court case, we updated our Tier Il filing to reflect the
closing of the sale of our electric generating assets. The PSC has suspended
t he procedural schedul e pending a resolution fromthe Montana Suprene Court
and, therefore, we do not expect an order fromthe PSC until the third or
fourth quarter 2001.

Nat ural Gas
Thr ough Decenber 31, 2000, approximately 240 natural gas custoners w th annua
consunption of 5,000 dekathernms or nore — 52 percent of our pre-choice natura
gas-supply load — have chosen alternate suppliers since the transition to a
conpetitive natural gas environnment began in 1991

O REGULATCORY MATTERS
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M1 Itown Dam and our electric transni ssion operations renmain subject to FERC
and PSC regul ation, and the PSC regul ates our electric distribution
operations.

Qur natural gas transportation pipelines are generally not subject to FERC
jurisdiction. W conduct limted interstate transportation subject to FERC
jurisdiction, but FERC has allowed the PSC to set the rates for this
interstate service. Qur natural gas storage and distribution services, as
wel |l as our intrastate transportation services, are subject to PSC
jurisdiction.

As a public utility, we also are subject to PSC jurisdiction when we issue,
assune, or guarantee securities, or when we create |iens on our properties.

El ectric
FERC

On March 30, 1998, we subnitted a cost-of-service filing with FERC to increase
our open access transmi ssion rates and the rates for bundl ed whol esal e
electric service to two rural electric cooperatives. Effective Novenber 1,
1998, FERC approved an interimincrease in rates charged for transm ssion
service. In May 2000, we received final approval from FERC

Through a stranded-costs filing with FERC in April 2000, we are seeking
recovery of approximately $23,800,000 in transition costs associated with
serving both of the whol esale electric cooperatives. W do not expect a FERC
decision on this filing, which corresponds with our transition-costs recovery
proceedings with the PSC in Mntana, until after the PSC issues its order.

PSC

In January 2000, as a result of the sale proceeds fromthe sale of our

el ectric generating assets exceedi ng the book value of the assets sold, we
filed a voluntary rate reduction with the PSC for approxi mately $16, 700, 000
annual ly. This reduction becane effective February 2, 2000.

The Electric Act established a rate cap for all electric custoners pursuant to
whi ch transm ssion and distribution rates could not be increased until July 1
2000. On August 11, 2000, with the expiration of the Electric Act’s cap, we
filed a conbined rate case with the PSC, seeking increased electric and
natural gas rates. W requested increased annual electric transm ssion and

di stribution revenues of approximately $38,500,000, with a proposed interim
annual increase of approximately $24, 900, 000. On Novenber 28, 2000, the PSC
granted us an interimelectric rate increase of approximtely $14, 500, 000,

wi th hearings on this submission held in |ate January and early February 2001.
We expect a decision fromthe PSC during the second quarter 2001

On August 25, 2000, we filed a request for increased rates to recover

approxi mately $9, 200, 000 of hi gher power-supply costs relating to certain QF
costs on an interimbasis, pending final deternmination of QF transition costs.
In a PSC work session in Cctober 2000, the PSC denied our request. W sought
reconsi deration of the PSC s order, but the PSC al so denied this request in
January 2001. W have decided not to appeal this decision

In accordance with our Cctober 31, 1998 Asset Purchase Agreenent with PPL

Mont ana, as anended June 29, 1999 and Cctober 29, 1999, 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. W expect this transaction to close in 2001

The after-tax proceeds that we expect to receive as a result of this
transaction will remain with The Montana Power L.L.C

Nat ur al Gas/ PSC
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On January 19, 2001, we subnmitted with the PSC an Annual Gas Cost Tracker for
an increase of approximtely $51, 000, 000 and a Conpliance Filing resulting
fromthe sale of gathering and production properties previously in the natural
gas utility's rate base for a credit of approximtely $32,500,000. This
resulted in a net increase of approximtely $18,500,000 in revenues effective
February 1, 2001. See Note 2, “Decision to Sell Energy Businesses,” under the
“Sale of G| and Natural Gas QOperations” section, for further infornmation on

t he $32,500,000 credit to our natural gas utility ratepayers.

As di scussed above, we submitted a conbined filing with the PSC on August 11
2000, seeking increased natural gas and electric rates. W requested

i ncreased annual natural gas revenues of approxinmtely $12, 000,000, with a
proposed interimannual increase of approximtely $6,000,000. On Novenber 28,
2000, the PSC granted us an interimnatural gas rate increase of approximately
$5, 300,000, with hearings on this subnmission held in |ate January and early
February 2001. W expect a decision fromthe PSC during the second quarter
2001.

On August 12, 1999, we filed a natural gas rate case with the PSC requesting
i ncreased annual revenues of $15,400,000, with a proposed interimincrease of
$11,500,000. An interimincrease of $7,600, 000 becane effective on

Decenber 10, 1999, and a final PSC order that becane effective on

April 1, 2000 approved an additional increase of $2,800, 000.

O 1999 SALE OF ELECTRI C GENERATI NG ASSETS

Assets Sol d

On Decenber 17, 1999, in accordance with the Asset Purchase Agreenment entered
into with PPL Montana, we sold substantially all of our electric generating
assets and related contracts. W also sold an immaterial anpbunt of associated
transm ssion assets, totaling less than 40 mles. The asset sale did not

i nclude the MIltown Dam near M ssoul a, Montana (gross capacity of
approximately 3 MM) 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 income 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’
investrment 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 shareholders’ 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 customers. The energy
that we fornerly generated and sold to core custonmers i s now purchased
pursuant to buyback contracts. The nmaxi mum 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 mai ntenance expense,
property tax expense, depreciation expense, and return on investment
associated with the electric generating assets.

In the sale of these assets, we generally retained all pre-closing
obligations, and the purchaser generally assumed all post-closing obligations.
However, with respect to environnental liabilities, the purchaser assuned all
pre-closing (with certain [imted exceptions) and post-closing environnental
l[iabilities associated with the purchased assets.

Whil e the purchaser assuned pre-closing environnental liabilities, we agreed
to indemify the purchaser fromthese pre-closing environmental liabilities,
including a limted indemity obligation for |osses arising fromrequired
renedi ati on of pre-closing environnental conditions, whether known or unknown
at the closing, linmted to:
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e 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.)

e A two-year period after closing for unknown conditions. The indemity
for required renedi ation of pre-closing conditions known at the tine of
the closing continues indefinitely.

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

In Decenmber 2000, we received a claimnotice related to this indemity
obligation. Based on available information, we do not expect this indemity
claimon the indemity obligation to have a material adverse effect on our
consol i dated 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 Conpany’s current estimate of this liability, which will ultinmately be
determned in the Tier Il docket, is approximtely $215, 000, 000 before incone
taxes. This liability represents a deferral of the gain on the generation
sal e and not hi ng has been reflected in the Consolidated Statenent of Incone.

As part of our Tier Il filing, we plan to deduct fromthe regul atory
liabilities approxi mately $22, 000, 000 of other generation-related transition
costs and approxi mately $65, 600,000 of regulatory asset transition costs. The
other generation-related transition costs consist mainly of SGA costs and
costs to retire debt. The regulatory asset transition costs consist mainly of
capitalized conservation costs and carrying charges associated with Colstrip
Unit 3.

We have used a portion of the net cash proceeds received (excluding the
proceeds in excess of book value) to purchase shares of our conmmpbn stock, to
reduce debt, and to fund projects involving expansi on of Touch America. For
additional information on the purchase of shares of conmobn stock and the
reduction of debt, see Note 7, “Common Stock,” and Note 10, “Long-Term Debt.”
For additional information on Touch Anerica' s projects, see Note 14,
“Conmitnents,” in the “Tel ecommuni cations” section

Ef fect on 1999 Earni ngs
The asset sale affected positively our electric utility's 1999 earnings
t hrough the reversal of approxi mately $3, 000,000 (after taxes) in interest

expense recorded in prior years relating to Kerr Project liabilities and
t hrough recognition of approxi mately $10, 000, 000 in | TCs.
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NOTE 6 - | NCOVE TAX EXPENSE

| ncone before incone taxes was as foll ows:

Year Ended Decenber 31
2000 1999 1998
(Thousands of Dol T ars)

I ncone from continuing operations:

United States ............ .. .......... $ 108, 855 $ 128, 084 $ 192, 059
Canada ........... ... i 237 - -
CGther countries ...................... 699 1, 167 480
109, 791 129, 251 192,539

Incone from di sconti nued operations..... 192, 241 65, 158 51, 255

) ) ’

The provision for incone taxes differs fromthe anount of incone tax that would
result by applying the applicable United States statutory federal inconme tax
rate to pretax incone because of the follow ng differences:

Year Ended Decenber 31

2000 1999 1998

(Thousands of DolTlars)

Conput ed “expected” incone tax
EXPENSE ... it
Adjustments for tax effects of:

$ 105, 712 $ 68,043 $ 85,328

Statutory depletion .................. %2, 5353 (3, 4403 54, 1563
Tax credits ...... ... i 4,792 (25,775 4,722
State incone tax, net ................ 6,178 4,545 7,393
Reversal of utility book/tax
depreciation ........... ... ... .... 4,119 5,318 2,784
Qher ... (6,141) (4,628) (8, 453)
Actual income tax expense............... $102,541 $ 44,063 $ 78,174

I ncomre tax expense as shown on the Consolidated Statenent of |nconme consists of
the foll owi ng conponents:

Year Ended Decenber 31

2000 1999 1998

(Thousands of Dol T ars)

Current:

United States ...................... $ 136, 938 $ 293, 319 $ 88,233
Canada . .........iii 13, 669 1,710 1,212
G her countries.................... - 30 -
State ..... ... 15, 755 53, 858 13, 462
Def err ed:
United States...................... (49, 174) (267, 958) (20, 331)
Canada . .........iii e (7,509 9, 930 (1,851)
Qher countries.................... (18 - -
State ........ . (7,120) (46, 826) (2,551)
102, 541 47, 063 78,174
Less:
Incone tax expense attributable
to discontinued operations....... 68, 943 13, 233 11, 331
Incone tax expense attributable to
continuing operations .............. $ 33,598 $ 30, 830 $ 66, 843
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Deferred tax (assets) liabilities are conprised of the follow ng:

Decenber 31
2000 1999

(Thousands of Dol lars)

Plant related........ ... . i $229, 080 $321, 383
Investment in nonutility generation projects........ 3,442 6,171
Ot her 42,834 44, 520
G oss deferred tax liabilities.................... 275, 356 372,074
Coal reclamation......... ... .. .. .. - (48, 096)
Anortization of gain on sal e/l easeback (10, 969) (11, 649)
Deferred revenues . . ... e e (99, 319) (103, 578)
Investment tax credit anortization.................. (8,553) (14, 055)
L her . (195, 672) (204, 152)
Gross deferred tax assets........... ... .. ... ...... (314,513) (381, 530)
Net deferred tax assets........................... (39, 157) (9, 456)
Less current deferred tax assets — net............ (17, 738) (18, 303)
Total noncurrent deferred tax (assets) liabilities.. $(21, 419) $ 8,847

The change in net deferred tax (assets) liabilities differs fromcurrent year
deferred tax expense as a result of the follow ng:

Thousands
of Dollars
Change in noncurrent deferred tax................... $ (29,701)
Regul atory assets related to income taxes........... ,
Current deferred tax assets —net................... 2,587
Anortization of investnment tax credits.............. (167)
Coal deferred taxes reclassified to discontinued
operations on Consolidated Bal ance Sheet .......... 26, 382
O her (3,680)
$ (1, 846)
Di sconti nued operations deferred taxes.............. (61, 975)
Deferred tax eXpense. .. ... ..., $ (63, 821)

NOTE 7 — COVMMON STOCK
Q STOCK SPLIT

On June 22, 1999, the Board of Directors approved a two-for-one split of our
out st andi ng comon stock. As a result of the split, which was effective
August 6, 1999, for all sharehol ders of record on July 16, 1999, 55, 099, 015
out st andi ng shares of comon stock were converted to 110, 198, 030 out st andi ng
shares of common stock. We have retroactively applied the split to al
earlier periods presented.

O SHARE REPURCHASE PROGRAM

In 1998, the Board of Directors authorized a share repurchase program over the
next five years to repurchase up to 20,000, 000 shares, (approximately

18 percent of our then-outstanding common stock) on the open market or in
privately negotiated transactions. As of Decenber 31, 2000, we had

103, 742,934 common shares outstanding. The nunber of shares to be purchased
and the timng of the purchases will be based on the | evel of cash bal ances,
general business conditions, and other factors, including alternative

i nvest ment opportunities.

Subsequent to this authorization, we entered into a Forward Equity Acquisition
Transaction (FEAT) programw th a bank that conmitted to purchase shares on
our behalf. Under the ternms of the program the amount owed to the bank and

t he nunber of shares held by the bank cannot exceed certain linmts. |In March
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2000, these limts were anmended and now are $125, 000, 000 and 2, 500, 000 shares.
The expiration date of the programis August 1, 2001. Until that date, when
all transactions nust be settled, we can elect to fully or partially settle
either on a full physical (cash) or a net share basis. A full physica

settl ement would be the purchase of shares fromthe bank for cash at the
bank’ s average purchase price plus interest costs | ess dividends. A net share
settl ement woul d be the exchange of shares between the parties so that the
bank receives shares with value equivalent to its original purchase price plus
interest costs |ess dividends.

I n Decenber 1999, when the linits described above were $200, 000, 000 and

8, 000, 000 shares, we used proceeds fromthe sale of our generation assets to
acquire 4,682,100 shares of our stock under the FEAT program W purchased

t hese shares at prices, including conm ssions, which ranged from $27. 05 per
share to $33.52 per share. The total cost was $144,872,000 for an average
price of approximately $30.94 per share. |n Decenber 2000, we acquired an
addi tional 1,933,900 shares of our stock under the program The prices,

i ncludi ng comi ssions, for these shares ranged from $27. 26 per share to $33.53
per share and their total cost was $60, 784,000 for an average price of

approxi mately $31.43 per share. W have reflected the entire 6,616,000 shares
purchased as treasury stock with a cost of $205, 656,000 on the Consol i dated
Bal ance Sheet. As of March 16, 2001, the bank had acquired no further shares
on our behal f.

O SHAREHOLDER PROTECTI ON RI GHTS PLAN

We have a Sharehol der Protection Rights Plan (SPRP) that provides one
preferred share purchase right on each outstandi ng conmon share. Each
purchase right entitles the registered hol der, upon the occurrence of certain
events, to purchase fromus one one-hundredth of a share of Participating
Preferred Shares, A Series, without par value. |If it should becone

exerci sabl e, each purchase right would have econonic terns simlar to one
share of common stock. The purchase rights trade with the underlying shares
and will, except under certain circunstances described in the SPRP, expire on
June 6, 2009, unless redeened earlier or exchanged by us.

0 DI VI DEND REI NVESTVENT AND STOCK PURCHASE PLAN

Qur Dividend Reinvestnent and Stock Purchase Plan permits participants to: (a)
acquire additional shares of common stock through the reinvestnent of

di vidends on all or any specified nunber of conmon and/or preferred shares
registered in their own nanes, or through optional cash payments of up to

$60, 000 per year; and (b) deposit comon and preferred stock certificates into
their Plan accounts for safekeeping. It also allows for other interested
investors (residents of certain states) to make initial purchases of its
comon shares with a mnimum of $100 and a naxi num of $60, 000 per year

In conjunction with the pending divestiture of our energy busi nesses and our
transition to a tel ecomruni cati ons enterprise, our Board of Directors voted in
Cct ober 2000 to elimnate the dividend payment on our common stock effective
the first quarter 2001. The final quarterly dividend on our comobn stock was
$0. 20 per share, payable on Novenber 1, 2000. The Board’ s decision did not

af fect dividends on our preferred stock.

O RETI REMENT SAVI NGS PLAN

We have a 401(k) Retirement Savings Plan that covers eligible enployees. W
contribute, on behalf of the enployee, a matching percentage of the anopunt
contributed to the Plan by the enployee. In 1990, we borrowed $40, 000, 000 at
an interest rate of 9.2 percent to be repaid in equal annual installnments over
15 years. The proceeds of the loan were lent on simlar terns to the Plan
Trustee, which used the proceeds to purchase 3,844,594 shares of our comon
stock. Shares acquired with |oan proceeds are allocated nonthly to Pl an
participants to hel p neet the Conpany’s matching obligation. The |oan, which
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is reflected as long-termdebt, is offset by a simlar anmount in comon
sharehol ders’ equity as unall ocated stock. Qur contributions plus the

di vidends on the shares held under the Plan are used to neet principal and

i nterest paynments on the loan with the Plan Trustee. As principal paynents on
the | oan are made, |ong-term debt and the offset in common sharehol ders

equity are both reduced. At Decenber 31, 2000, 2,756,662 shares had been

all ocated to the participants’ accounts. W recognize expense for the Plan
using the Shares Allocated Method, and the pretax expense was $4, 267, 000,

$4, 890, 000, and $4, 923,000 for 2000, 1999, and 1998, respectively.

O LONG TERM | NCENTI VE PLAN

Under the Long-Term Incentive Plan, we have issued options to our enployees.
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 enpl oyee; (2) the capital stock account is credited with the proceeds; and
(3) no charges or credits to i ncone are made.

Options were granted at the average of the high and | ow prices as reported on
the New York Stock Exchange conposite tape on the date granted and expire ten
years fromthat date

During 1999, a grant of 12,000 shares of restricted stock was issued to an

i ndi vi dual under the Long-TermIncentive Plan. The award is subject to
forfeiture or proration if the individual should term nate enploynent. |In May
2000, restrictions were renoved on 4,000 of the shares granted. Earned awards
are reflected as conmon stock on the Consolidated Bal ance Sheet and as
conpensati on expense in the Consolidated Statenent of Inconme over the period
of required enployment. At Decenber 31, 2000, 8,000 shares of restricted

st ock remai ned.

Option activity is sumari zed bel ow.

2000 1999 1998
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............. 3, 280, 325 $25.63 2,548, 094 $22. 71 1, 081, 330 $11. 00
Ganted............. 1, 199, 545 34. 36 919, 510 32.14 2,234, 658 24.50
Exercised........... 149, 834 17. 07 88, 857 10. 83 702, 562 11. 25
Cancelled........... 253, 792 26. 88 98, 422 24. 08 65, 332 13. 47
Qut st andi ng, end of
year . ... 4,076,244  $28.43 3, 280, 325 $25. 63 2,548, 094 $22. 71

Shares under option at December 31, 2000, are sumarized bel ow

Opti ons Qut st andi ng Opti ons Exerci sabl e

Wd Avg Wd Avg Wd Avg

Exerci se Exerci se Exerci se
Exerci se Price Range Shar es Price Life Shar es Price
$10.81 to $11.31...... 228,099 $11.05 5 yrs 228,099 $11.05
$18.00 to $23.06...... 472,999 19. 48 8 yrs 383, 446 18. 64
$26.53 to $32.50...... 2, 359, 346 28.21 9 yrs 1, 507, 154 26. 62
$35.36 to $38.69...... 1, 015, 800 37.00 9 yrs 258 35. 36

4,076, 244 2,118, 957

As permitted by SFAS No. 123, “Accounting for Stock-Based Conpensation,” we
have el ected to foll ow Accounting Principles Board Opi nion No. 25, “Accounting
for Stock |Issued to Enployees” (APB 25), and related interpretations in
accounting for our enployee stock options. Under APB 25, because the exercise
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price of the enpl oyee stock options equals the narket price of the underlying
stock on the date of grant, no conpensation expense is recognized. D sclosure
of pro-forma information regardi ng net i ncone and earnings per share is
required by SFAS No. 123. This information has been deternined as if we had
accounted for our enployee stock options under the fair value nethod of that
statenment. The wei ghted-average fair value of options granted in 2000, 1999,
and 1998 was $16.35, $7.03, and $7.12 per share, respectively. W enployed
the binom al option-pricing nodel to estimate the fair value of each option
grant on the date of grant. W used the foll ow ng wei ght ed-average
assunptions for grants in 2000, 1999, and 1998, respectively: (1) risk-free
interest rate of 6.05 percent, 6.35 percent, and 5.08 percent; (2) expected
life of 6.2, 9.8, and 10 years; (3) expected volatility of 42.00 percent,
24,92 percent, and 19.34 percent; and (4) a dividend yield of zero percent,
5.97 percent, and 6.51 percent. Had we elected to use SFAS No. 123,
conpensati on expense woul d have increased $11, 827,000 in 2000, $5,280,000 in
1999, and $795,000 in 1998. The 2000 pro forma net incone would be

$188, 632,000 with basic earnings per comobn share of $1.79 and diluted

earni ngs per conmon share of $1.77. The 1999 pro forma net income would be
$143, 456,000 with basic earnings per comobn share of $1.31 and diluted

earni ngs per conmon share of $1.30. The 1998 conpensation expense effects on
net income and earni ngs per share are not significant.

NOTE 8 — PREFERRED STOCK
W& have 5, 000, 000 aut horized shares of preferred stock. W cannot declare or
pay dividends on our conmon stock while we have not either declared and set

apart cunul ati ve dividends or paid dividends on any of our preferred stock.

Qur preferred stock is in three series as detailed in the follow ng table:

St at ed and Shares |ssued Thousands
Li qui dati on and Qut st andi ng of Dollars
Series Price* 2000 1999 2000 1999

$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 at ed di vi dends.

W have the option of redeem ng our preferred stock with the consent or
affirmati ve vote of the holders of a majority of the common shares on 30 days
noti ce at $110 per share for our $6.00 Series and $103 per share for our $4.20
Series, plus accunul ated dividends. CQur $6.875 Series is redeemable in whole
or in part, at any tinme on or after Novenber 1, 2003, for a price beginning at
$103. 438 per share, which decreases annual ly through Cctober 2013. After that
tinme, the redenption price is $100 per share.

As discussed in Note 3, “Upcom ng Special Meeting of Sharehol ders,” we have
asked our sharehol ders of common stock to vote in favor of the redenption of
our outstanding Preferred Stock, $4.20 Series, and $6.00 Series. |In addition
our Board of Directors will seek approval to redeemour Preferred Stock, $6.875
Series. W are not requesting our shareholders to take any action on this
matter at this tinme.

NOTE 9 — COVPANY OBLI GATED MANDATORI LY REDEEMABLE PREFERRED SECURI TI ES OF
SUBSI DI ARY TRUST

W established Montana Power Capital | (Trust) as a wholly owned business

trust to issue conmmon and preferred securities and hold Juni or Subordinated

Deferrabl e I nterest Debentures (Subordi nated Debentures) that we issue. At
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Decenber 31, 2000 and 1999, the Trust has issued 2,600,000 units of

8.45 percent Cunul ative Quarterly Incone 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
paynents received on the Subordinated Debentures that it holds to nake the
quarterly cash distributions on the QU PS.

On or after Novenmber 6, 2001, we can wholly redeemthe Subordinated Debentures
at any tine, or partially redeemthe Subordinated Debentures fromtine to
time. We also can wholly redeemthe Subordinated Debentures if certain events
occur before that tine. Upon repaynent of the Subordi nated Debentures at
maturity or early redenption, the Trust Securities nmust be redeened. In
addition, we can terninate the Trust at any tine and cause the pro rata

di stribution of the Subordi nated Debentures to the hol ders of the Trust
Securities.

Besi des our obligations under the Subordinated Debentures, we have agreed to
certai n Back-up Undertaki ngs. W have guaranteed, on a subordinated basis,
paynment 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
t he expenses of the Trust. Considered together with the Subordinated

Debent ures, the Back-up Undertakings constitute a full and unconditiona
guarantee of the Trust’'s obligations under the QUPS. W are the owner of al
the conmon securities of the Trust, which constitute 3 percent of the
aggregate |liquidation amount of all the Trust Securities.

NOTE 10 — LONG TERM DEBT

The Mortgage and Deed of Trust (Mrtgage) 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 foll ow ng:

Decenber 31
2000 1999
(Thousands of Dol l ars)

First Mortgage Bonds:

7 YWoseries, due 2001.......... ... .. ... ... $ - $ 25,000
7% series, due 2005.......... ... . .. ... 5, 386 50, 000
8 Woseries, due 2007........ ... ... 365 55, 000
8.95% series, due 2022.......... ... . ... ... 1, 446 50, 000
Secur ed Medi um Ter m Not es-

mat uri ng 2000-2025 7.20%8.11% .......... 28, 000 88, 000

Pol [ uti on Control Revenue Bonds:
Cty of Forsyth, Mntana

6 1/8%series, due 2023.................. 90, 205 90, 205
5.90% series, due 2023................... 80, 000 80, 000
Unsecured Medi um Term Not es:
Series A — maturing 2000-2022 8.68% 8. 80% . - 17, 000
Series B — maturing 2001-2026 7.05% 7. 96% . 100, 000 100, 000
$400 MIlion Senior Secured Credit Facility.. 100, 000 -
Natural Gas Transition Bonds — 6.20%
due 2012. ... . .. . 58, 412 61, 015
ESOP Notes Payable — 9.20% due 2004......... 16, 197 19, 431
Revolving Credit Agreenments.................. - 17, 502
O her o 1, 365 28,111
Unanortized Discount and Premium. ............ (2,859) (3,797)
478, 517 677, 467
Less: Portion due within one year............ 169, 054 58, 955

$309, 463 $618, 512

On April 13, 2000, we retired, prior to maturity, $25,6000,000 of our
7.5 percent First Mortgage Bonds (Bonds) due April 1, 2001

On April 25, 2000, we offered to purchase any or all of the follow ng series
of our outstanding debt: 8.95 percent Bonds due February 1, 2022;

7.33 percent Secured MINs due April 15, 2025; 8.11 percent Secured MINs due
January 25, 2023; 7.00 percent Bonds due March 1, 2005; and 8.25 percent Bonds
due February 1, 2007. The total anount outstanding for these issues was

$190, 000, 000 as of April 25, 2000. On May 24, 2000, we retired $182, 803, 000
of this amount, as follows:

- $44,614, 000 of
- $54, 635, 000 of
- $48, 554, 000 of
- $20, 000, 000 of
- $15, 000, 000 of

.00 percent Bonds due March 1, 2005;

.25 percent Bonds due February 1, 2007;

.95 percent Bonds due February 1, 2022;

.33 percent Secured Series A MINs due April 15, 2025; and
.11 percent Secured Series A MINs due January 25, 2023.

00 N 00 o0~

W retired two additional issues of Series A Secured MINs during 2000. On
January 13, 2000, we retired $5, 000,000 of 7.25 percent notes due January 19,
2024, and on June 1, 2000, we retired at maturity $20, 000,000 of 7.20 percent
not es.

On January 14, 2000, we retired $7,000,000 of 8.68 percent Series A Unsecured
MINs due February 7, 2022. W retired $10, 000, 000 of 8.80 percent Series A
Unsecured MINs at maturity on February 22, 2000.

Al'l of the above debt retirements, including transaction costs, were nmade from
the proceeds received fromthe 1999 sale of our electric generating assets.

On Novenber 8, 2000, Touch Anerica entered into a $400, 000, 000 5-year Seni or
Secured Credit Facility for use in our tel ecomunications operations. The
loan facility consists of a $200, 000,000 termloan and $200, 000, 000 revol ver,
ei ther of which we may use for short- or long-term borrowi ng. At Decenber 31,
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2000, $100, 000,000 was outstandi ng under the termloan. Because the term | oan
nmust be prepaid under certain conditions, one of which is the sale of our
remai ni ng energy busi nesses, the anount has been classified as due within one
year on the Consolidated Bal ance Sheet. The sale of Continental Energy on
February 21, 2001, required us to pay down $27, 600,000 on March 8, 2001. Wth
this repaynent, the termloan portion of the facility is permanently reduced
from $200, 000, 000 to $172,400,000. Under this facility, interest is assessed
agai nst outstandi ng bal ances at a variable rate based on Touch Anerica’s
credit rating and the London Interbank Offered Rate. At Decenber 31, 2000,
the rate was 9.5 percent. Annual commitnent fees are based on the anount of

| oans out standi ng, and at Decenber 31, 2000, they were 1.0 percent on the
unused revol ver and 0.75 percent on the unused portion of the termloan

The electric and natural gas |egislation discussed in Note 5, “Deregul ation
Regul atory Matters, and 1999 Sale of Electric Generating Assets” authorized the
i ssuance of transition bonds. These securitization bonds involve the issuance
of a non-recourse debt instrunment. 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. This specific
conponent of revenues is referred to as a CTC. An April 1998 PSC Fi nanci ng
Order relating to natural gas approved the issuance of up to $65, 000, 000 of such
bonds. In Decenber 1998, we issued $62, 700, 000 of 6.2 percent bonds. W will
retire the bonds at six-nonth intervals from Septenber 15, 1999, through March
15, 2012. Retirenments are in varying anounts dependi ng on revenues coll ected
fromcustoners. W established a special purpose entity (SPE), which is a

whol Iy owned subsidiary, to issue the bonds. At Decenber 31, 2000,

approxi mately $58, 412, 000 was out st andi ng, of which approxi mately $4, 162, 000 was
classified as due within one year on the Consolidated Bal ance Sheet.

Al t hough t he bonds were issued by an SPE and are w thout recourse to our
general credit, the bonds are shown as debt on the Consoli dated 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 Montana Power. However, as a wholly
owned subsidiary, the SPE' s revenues and expenses are shown as revenues and
expenses in the Consolidated Statenent of Incone. Due to the regulatory
mechani sm for recogni zing the operations of the SPE, including the
anortization of the regulatory assets, we do not expect it to have a materi al
ef fect on our consolidated financial position, results of operations, or cash
flows.

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

t hese adj ustnents.

Altana Exploration Ltd. (Altana), a wholly owned Canadi an subsidi ary, had an
Ext endi bl e Revolving Term Credit agreenment with the Royal Bank of Canada. The
maxi mum amount of credit avail able under this agreenment was $28, 000,000 in
Canadi an dollars. At Decenber 31, 1999, the United States dollar anpunt

out st andi ng under the agreenent was $17,502, 000 ($24, 259, 000 Canadi an
dollars). W sold our oil and natural gas businesses, including Altana, on
Cct ober 31, 2000, and this |oan was assumed by the purchaser

As discussed in Note 13, “Contingencies,” we recorded |ong-term debt of

approxi mately $57, 000, 000 regarding the Kerr mtigation in June 1997. This
anmount represented the net present value of future costs to be paid over the
life of the license. Wth the sale of the generating assets, paynents after
the sale date are no |onger our responsibility. Therefore, we reduced debt on
the sale date to approxi mately $24, 300,000. On Decenber 30, 1999, we paid
approxi nately $14, 100, 000 of this anpunt. W included the renaining bal ance
of $10, 200,000 at Decenmber 31, 1999, in “Cther” in the table above, and it is
classified as due within one year on the Consoli dated Bal ance Sheet. The
final paynent for $10, 200,000 occurred on January 3, 2000.
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Continental Energy, a wholly owned subsidiary, had a $10, 725, 000 note

associ ated with construction of the Tenaska Frontier Partners, LTD Project
plant in Ginmes County, Texas. The note was retired in Cctober 2000. This
non-i nterest bearing note secured by Continental Energy’s guarantee to assure
the availability of equity capital equal to Continental Energy's investnent is
included in the 1999 “Cther” amount in the table above, and it is classified
as due within one year on the 1999 Consol i dated Bal ance Sheet.

Schedul ed debt repaynents on the | ong-term debt outstanding at Decenber 31
2000, anpunt to: $169, 054,000 in 2001; $7,244,000 in 2002; $23,575,000 in
2003; $8,651,000 in 2004; $4,744,000 in 2005; and $265, 249,000 thereafter

NOTE 11 - SHORT- TERM BORROW NG

At Decenber 31, 2000, we had committed lines of credit of $130, 000, 000 and
unconmi tted |ines of $80,000,000. Facility or conmitnment fees on the
conmitted lines of credit are not significant. W have the ability to issue
up to $85, 000, 000 of commercial paper based on the total amount of unused
conmitted lines of credit and revolving credit agreenents.

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

$75, 000, 000 at an average annual interest rate of 8.05 percent. O these
out st andi ng notes, $25,000,000 was issued fromour committed lines of credit
and the other $50, 000,000 fromour unconmitted lines of credit. In 2000, we
repl aced a $200, 000, 000 90-Day Credit Agreenent with a $400, 000, 000 5-year
Senior Secured Credit Facility, with Touch Arerica as the borrower, for use in
our tel econmrunications operations. For nore information about this facility,
see Note 10, “Long-Term Debt.”

NOTE 12 - RETI REMENT PLANS

We nmintain trusteed, noncontributory retirenent 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. 1In 1998, we
anended our retirenment benefit plans’ provisions. Qur retirenment benefits are
now based on sal ary, age, and years of service.

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

We al so have an unfunded, nonqualified benefit plan for senior nanagenent,
executives, and directors. |In Decenber 1998, we froze the benefits earned and
curtailed the plan

As a result of the sale of our electric generating assets in December 1999,
454 participants related to electric generation operations were curtailed from
the retirenent plan and approxi mately $22,700,000 in assets were transferred
fromthe retirenent plan trust in Decenber 1999. Pursuant to the sales
agreenent, when the calculation was finalized in February 2000, approximtely
$3, 200, 000 of additional assets were transferred to the purchaser’s trust. In
accordance with SFAS No. 88, “Enployers’ Accounting for Settlenents and
Curtail ments of Defined Benefit Pension Plans,” we cal culated a curtail nent
gai n of approximately $4,100,000 and a settlenment gain of approximtely
$7,800,000 in 1999. Due to regulatory accounting requirenents, the gains were
recorded as regulatory liabilities or offsets to regulatory assets, resulting
in no income statenment effect.

We offered a Special Retirement Program (SRP) to certain eligible enployees
during 2000. The SFAS No. 88 special term nation charge resulting from 213
participants electing the SRP anpbunted to approxi mately $10,500,000. O that
amount, $661, 000 was recorded as additional expense. Due to regulatory
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accounting requirenments, the remaining anount was of fset agai nst regul atory
liabilities, resulting in no incone statenent effect.

Ef fective COctober 31, 2000, we sold our oil and natural gas operations to

PanCanadi an. In conjunction with the sale, 90 participants were curtailed from
the retirenent plan and approxi mately $2,400,000 in assets were used to purchase
annuities for benefits accrued through Qctober 31, 2000. |In accordance with

SFAS No. 88, we calculated a curtailment gain of approxinately $108, 000 and a
settlement gain of approximtely $526, 000.

Together with the majority of our subsidiaries, we also provide certain health
care and life insurance benefits for eligible retired enployees. The plan
assets consist primarily of donestic and foreign corporate stocks, donestic
corporate bonds, and United States Governnent securities. The PSC allows us to
include in rates all utility Other Postretirenent Benefits costs on the accrua
basi s provided by SFAS No. 106, “Enployers’ Accounting for Postretirenment
Benefits O her Than Pensions.”

We al so have a voluntary 401(k) Retirenent Savings Plan in conjunction wth
our retirement plans. W neke matching contributions, including shares froma
| everaged Enpl oyee Stock Oanership Plan arrangenent and shares purchased on
the open nmarket. For costs associated with these plans, see Note 7, “Conmobn
St ock.”

The following tables provide a reconciliation of the changes in the plans
benefit obligation, and fair value of assets over the two-year period ending
Decenber 31, 2000, and a statement of the funded status as of December 31 of
both years:

Pensi on Benefits O her Benefits
2000 1999 2000 1999
(Thousands of DolTlars)

Change in benefit obligation
Benefit obligation at January 1. $ 242,005 $ 273,401 $ 21,628 $ 24,512

Service cost on benefits earned. 5,820 8,724 571 844
Interest cost on projected

benefit obligation............ 18, 292 19, 529 1,741 1,776
Pl an amendnments................. 7,578 8,578 - -
Actuarial (gain)/loss........... 588 (32,712) 4,773 (502)
Acqui sitions/divestitures....... - - (337) -
Curtailments.................... (462) (5,712) - (3,093)
Settlenments..................... (2,429) (18, 096) - -
Special termnation benefits.... 10, 476 - - -
Adjustnents for liability

transfers..................... (1,999) - - -
Gross benefits paid............. (12, 153) (11, 707) (2,775) (1, 909)
Benefit obligation at

Decenber 31................... $ 267,716 $ 242,005 $ 25,601 $ 21,628

Change in plan assets:

Fair value of plan assets at

January 1............. . ... .... $ 276,248 $ 289,881 $ 9,916 $ 8,782
Actual return/(loss) on plan

assets. ... (5, 683) 18, 620 329 226
Enpl oyer contributions.......... - - 2,237 2,817
Acqui sitions/divestitures....... (5, 629) (22, 707) - -
Adj ustnents for asset transfers. (2,682) - - -
Gross benefits paid............. (9,942) (9, 546) (2,775) (1, 909)
Fair value of plan assets at

Decenmber 31................... $ 252,312 $ 276,248 $ 9,707 $ 9,916

Reconci liation of funded status:

Funded status at end of year.... $(15,405) $ 34,262 $(15,895) $(11,712)
Unr ecogni zed net:

Actuarial gain................ (28, 394) (65, 893) (1, 129) (6, 263)

Prior service cost............ 23, 310 17, 856 1, 593 1, 822
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Transition obligation......... 121 (363) 10, 554 11, 751

Net anopunt recogni zed at
December 31................. $(20,368) $(14,138) $ (4,877) $ (4,402

The follow ng table provides the amunts recognized in the Consolidated
Bal ance Sheet as of Decenber 31:

Pensi on Benefits O her Benefits
2000 1999 2000 1999
(Thousands of Dollars)
Prepaid benefit cost.............. $ 942 $ 7,571 % - $ -
Accrued benefit cost.............. (21, 310) (21, 709) (4,877) (4,402)
Net anopunt recogni zed at
Decenmber 31..................... $(20,368) $(14,138) $ (4,877) $ (4,402)

The follow ng tables provide the conponents of net periodic benefit cost for
t he pension and ot her postretirenent benefit plans, portions of which have
been deferred or capitalized, for fiscal years 2000, 1999, and 1998:

Pensi on Benefits

2000 1999 1998

(Thousands of Dol l ars)

Service cost on benefits earned .............. $ 5820 $ 18,719 $ 8,079
Interest cost on projected benefit

obl i gation 18, 291 19, 540 18, 238
Expected return on plan assets............... (23, 894) (25, 650) (22, 870)
Anortization of:

Transition obligation ...................... 44 43 358

Prior service cost .......... ... ... 1, 826 1,741 1,468

Actuarial gain .......... ... (3, 166) (1, 658) (1,062)
I medi ate recognition of DC conversion ....... - - (142)
Net periodic benefit cost (credit) ........... (1,079) 2,735 4, 069
Special term nation benefit charge ........... 10, 476 - -
Curtailment (gain)/loss .........covvuvuvnn... (108) (3,751) 3, 964
Settlement gain ............c.c.uiuiniiiinaninnn.. (526) (7, 844) -
Net periodic benefit cost (credit)

after curtailnments and settlenments ......... $ 8,763 $ (8,860) $ 8,033

O her Benefits

2000 1999 1998

(Thousands of Dol l ars)

Service cost on benefits earned .............. $ 571  $ 844 % 777
I nterest cost on projected benefit

obligation ...... ... . . . . 1,741 1,776 1, 665
Expected return on plan assets............... (818) (722) (671)
Anortization of:

Transition obligation ...................... 897 1, 098 1,120

Prior service cost .......... ... ... 166 177 69

Actuarial gain .............. ... . ... ... (186) (133) (274)
Net periodic benefit cost .................... 2,371 3,040 2,686
Curtailment gain .............c ... - (374) -
Net periodic benefit cost after curtailnents

and settlements ......... .. ... .. ... . ... .. ... $ 2,371 $ 2,666 $ 2,686

In 2000, funding for pension costs exceeded SFAS No. 87, “Enployers’ Accounting
for Pensions,” pension expense by $3,078,000. In 1999 and 1998, pension costs
exceeded SFAS No. 87 pension expense by $1,631, 000 and $1, 780, 000,
respectively. The PSC allows recovery for the funding of pension costs
through rates. Any differences between fundi ng and expense are deferred for
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recognition in future periods. At Decenber 31, 2000, the regulatory liability
was $10, 614, 000.

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

Pensi on Benefits O her Benefits

2000 1999 2000 1999

(Thousands of Dollars)

Wei ght ed average assunptions as
of Decenber 31:

Discount rate..................... 7.50% 7.75% 7.50% 7.75%
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 amunts
reported for the health care plans. A 1 percent change in assunmed health care
cost trend rates would have the foll owing effects

1% | ncr ease 1% Decr ease

(Thousands of Dol l ars)

Effect on total of service and interest cost

conponent of net periodic postretirenent

health care benefit cost................... $ 99 $ (82)
Ef fect on the health care conmponent of

t he accumul ated postretirement benefit

obligation....... ... .. . .. . . . . 646 (541)

The assumed 2001 health care cost trend rates used to nmeasure the expected cost
of benefits covered by the plans is 9.00 percent. The trend rate decreases
t hrough 2007 to 5.50 percent.

NOTE 13 - CONTI NGENCI ES
o KERR PROIECT

A FERC order that preceded our sale of the Kerr Project required us to
implenent a plan to nmtigate the effect of the Kerr Project operations on
fish, wildlife, and habitat. To inplenment this plan, we were required to nake
paynments of approxi mately $135, 000, 000 between 1985 and 2020, the term during
whi ch we woul d have been the |icensee. The net present value of the total
paynments, assuming a 9.5 percent annual discount rate, was approximtely

$57, 000, 000, an ampunt we recogni zed as license costs in plant and |l ong-term
debt on the Consolidated Bal ance Sheet in 1997. |In the sale of the Kerr
Project, the purchaser of our electric generating assets assuned the
obligation to make post-closing |license conpliance paynents.

In Decenmber 1998 and January 1999, we asked the United States Court of Appeals
for the District of Columbia Grcuit to review this and another of FERC s
orders and the United States Departnent of Interior’s conditions contained in
them | n Decenber 2000, FERC issued an order approving a settlenment anong the
parties. On February 15, 2001, the Circuit Court dismnissed the petitions for
review. Consequently, the approxinately $24, 000,000 that we paid into escrow
in 2000 will be released to the Confederated Salish and Kootenai Tribes
(Tribes) to be used in accordance with the terns of the settlenent and, when
we subsequently transfer to the Tribes 669 acres of |and on the Fl at head

I ndi an Reservation, we will have fulfilled our obligations under the terms of
this settlenent. Because PPL Montana assumed the obligation in excess of

$24, 000, 000, the basis in the properties sold decreased and the regul atory
liability associated with the deferred gain on the sale increased accordingly.

- 83-



O LONG TERM POAER SUPPLY AGREEMENTS

Long-term power supply agreenents, prinmarily an agreenent with a |arge

i ndustrial customer, have exposed us | osses and potential future |osses. That
agreenent obligates us to deliver to our custoner one half of its electric
energy at a fixed price and the renmi nder at an index-based price with a cap
When the agreenment expires at the end of 2002, the custoner has an option to
extend the agreenent through 2004. |If the custonmer exercises this option
however, only index-based prices with no cap would apply during the extension
period. Until the end of 2002, we mrmust supply this and other industrial
custoners with electric energy purchased through an agreenent indexed to the
M d-Colunbia (Md-C) narket. As a result, we are exposed to the risk that

el ectric energy we purchase at Md-C prices can be higher than the fixed sal es
rates at which we are required to sell electric energy pursuant to our power
suppl y agreenents.

In June 1998, we entered into a swap with the industrial custoner whose
agreenent exposes us to nost of our risk, so that the custoner could

ef fectively purchase all of its electric energy fromus at a fixed rate. At
the sane tine, we entered into a separate fixed-price purchase and rel ated

M d-C i ndex sal e of equival ent volunes with other counterparties to hedge that
swap and elinminate our exposure to fluctuating nmarket prices. Both the
purchase and sal e agreenents with the other counterparties remain effective

t hrough May 2001. During the third quarter 2000, however, our industrial
custoner whose contract exposes us to nost of the commodity price risk
increased its electric energy consunption, and whol esale electric prices

i ncreased substantially. The swap and rel ated physical offset did not extend
to the increase in our custoner’s consunption.

Specifically, the average nonthly purchases of electric energy by this

i ndustrial customer increased nmore than 30 percent during the third quarter
2000 conpared to the second quarter 2000. Average nonthly whol esale electric
prices in the Pacific Northwest, based on the Md-C price index, nore than
doubl ed during the third quarter 2000 conpared to the second quarter 2000.
Because of these two events, the expenses of supplying our industrial
custoners with electric energy during the third quarter 2000 exceeded the
associ ated revenues earned fromthese custoners and the swap and physica

of fset by approximately $8,400,000. By contrast, for the entire six nonths
ended June 30, 2000, the expenses incurred to supply these custoners exceeded
t he associ ated revenues earned fromthese custonmers and the swap and physica
of f set by approxi mately $2, 000, 000.

To mitigate future | osses, we entered into a five-nmonth agreenent in Cctober
2000 with a counterparty — a fixed-for-floating financial swap whereby we
fixed our purchase price on a portion of the electric energy needed to supply
our industrial custoners in exchange for a M d-C index-based price. As long
as our industrial custonmers do not materially change their estimated electric
usage, this swap allows us to fix the total cost of supplying their electric
energy during the termof the swap and, therefore, in conjunction with our

exi sting agreenents, should Iimt our |osses fromsupplying these customners.

Based on the effects of the existing purchase and sal es agreenents, the
financial swaps and customer usage, we incurred | osses of approximately

$6, 000, 000 in the fourth quarter 2000 and, assum ng custonmer usage stays
relatively constant, we expect to experience |osses of approxi mately
$4,000,000 in the first quarter 2001. |If we continue to purchase electric
energy at index-based narket rates, or do not have other effective swaps in

pl ace, we estimate that the | osses on agreenments with these industri al
custoners — based on customer usage estimates and on forward price projections
and broker quotations as of Decenber 29, 2000 — coul d aggregate approximately
$25, 000, 000 in the second quarter 2001 and nore in subsequent quarters.
Because of the volatility of the electric energy market in the western United
States, particularly in the Pacific Northwest, and future possibilities of
suppl ying these custoners fromalternative sources, we believe that estinmating
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| osses that we nay experience beyond the second quarter 2001 woul d not be
meani ngf ul .

W will continue to recognize |osses on these agreenents if and as they occur
W continue to seek other opportunities to mtigate the commodity price risk
associated with our power supply agreenents, although we cannot assure that
these efforts ultimately will be successful

O M SCELLANEQUS

We and our subsidiaries are parties to various other |egal clains, actions, and
conplaints arising in the ordinary course of business. W do not expect the
concl usion of any of these matters to have a naterial adverse effect on our
consol idated financial position, results of operations, or cash flows.

NOTE 14 - COWM TMENTS
0 PURCHASE COWM TMENTS
Electric UWility

The Public Utilities Regulatory Policies Act (PURPA) requires a public utility
to purchase power fromQFs at a rate equal to what it would pay to generate or
purchase power. These QFs are power production or co-generation facilities
that nmeet size, fuel use, ownership, and operating and efficiency criteria
specified by PURPA. The electric utility has 15 long-term QF contracts with
expiration terns ranging from 2003 through 2032 that require us to nake
paynents for energy capacity and energy received at prices established by the
PSC. Three contracts account for 96 percent of the 101 MM of capacity
provided by these facilities. Mntana's Electric Act designates the above-
mar ket portion of the QF costs as Conpetitive Transition Costs (CTCs) and
allows for their recovery. For nore infornmation about CTCs, see Note 5,
“Deregul ati on, Regulatory Matters, and 1999 Sale of Electric CGenerating
Assets.”

The Asset Purchase Agreenent with PPL Montana, dated as of October 31, 1998
and anmended June 29, 1999 and Cctober 29, 1999, included two Wol esal e
Transition Service Agreenents (WISAs), effective Decenber 17, 1999. These
agreenents enable us to fulfill our obligation to supply power until July 2002
to those custoners who have not chosen another supplier. One agreenent
conmits us to purchase 200 MAs per hour through Decenber 2001, and the ot her
agreenent to purchase through June 2002 any power requirenments renaining after
havi ng recei ved power through the first WISA, QFs, and MIIltown Dam Both
agreenents price the power sold at a market index, with a nmonthly floor and an
annual cap. Under both agreenents, the annual cap is $22. 25/ MW, which has
been in effect for nost of 2000 because whol esal e el ectric energy prices in
the Pacific Northwest have been higher than this anpbunt. Assuming an

8. 05 percent discount rate (our average short-term borrowi ng rate at Decenber
31, 2000), current market indices, and current |oad forecasts, we estimate the
net present value of the power purchased under the WISAs at $81, 000, 000 for
2001 and $34, 000, 000 for 2002.

Qur forner affiliate, The Montana Power Tradi ng & Marketing Conpany (MPT&V) -
whi ch we sold on Cctober 31, 2000 as part of the oil and natural gas

busi nesses — had entered into several power purchase agreenents in 1998.

These agreenents were assigned to the electric utility in 2000. One agreenent
obligates us to purchase 40 MAé per hour at a fixed rate until My 2001, and
the other to purchase 100 M per hour of firmcapacity and firm energy at

100 percent |load factor at a market-indexed rate until August 2001

Natural Gas Uility
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The natural gas utility entered into take-or-pay contracts w th Mntana
natural gas producers to provi de adequate supplies of natural gas for our
utility custoners. W currently have six of these contracts, with expirations
bet ween 2002 and 2006. |If we can supply custoners with | ess expensive natura
gas, we purchase the mininumrequired by the take-or-pay contracts. The cost
of purchases through take-or-pay contracts is part of those costs subnmtted to
the PSC for recovery in future rates. Since 1998, the natural gas utility
enters only into one-year take-or-pay contracts, because of the uncertainty
about the nunber and tim ng of custoners who will choose another natural gas
supplier under Montana’'s Natural Gas Act.

Exited Nonutility Operations
In our nonutility operations, we entered into various contracts that committed
us to purchase electric energy and pipeline reserve capacity for natural gas
shi pnents. W assigned the electric energy contracts to our utility
operations in 2000, and we sold our forner oil and natural gas operations on
Cct ober 31, 2000.

Contractual Paynents and Present Val ue

Total paynents under all of these contracts for the prior three years were as
fol | ows:

Uility Exited Nonutility Tot al

El ectric Nat ural Gas El ectric Nat ural Gas

(Thousands of Dol l ars)

2000 .......... $272,075 $ 7,101 $ - $ 8,100 $287, 276
1999 .......... 61, 274 4,069 26,076 7,898 99, 317
1998 .......... 50, 611 3,508 15, 355 4,454 73,928

Under the above agreenents, the present value of future mnimum paynents, at a
di scount rate of 8.05 percent, is as follows:

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

2001 .......... $224, 435 $ 5,003 $229, 438
2002 .......... 42,905 4,450 47, 355
2003 .......... 8, 380 641 9,021
2004 .......... 8,001 546 8, 547
2005 .......... 7,537 465 8, 002
Remai nder . . ... 97, 486 395 97, 881

$388, 744 $ 11,500 $400, 244

Di sconti nued Coal Operations

Nort hwest ern Resources entered into a lignite | ease agreenent that requires
m ni mum annual paynments of $1, 125,000, adjusted quarterly for inflation, for
overriding royalties. The paynents, which began in 1991, will continue unti
Nort hwest ern Resources pays the equival ent of $18,750,000, in 1986 dollars.
At Decenber 31, 2000, the remaining paynents under this agreenent were
$7,411,000. Under current mne plans, Northwestern Resources expects to
recoup these paynments through lignite sales.

Q Tel econmuni cati ons Conmit nents

Constructi on Projects
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Touch Anerica has contracted with Northern Telecom Inc. (Nortel) to furnish
and install optical electronic equi pnment on certain fiber optic networks. In
2000, Touch America paid approxi mately $26,400,000 for these installations and
wi || schedule others in 2001 as segnments of fiber optic networks under
construction are conpleted. Touch Anerica also entered into an arrangenent
with Nortel for an estimated $70, 000,000 of installations of Nortel’s optica
el ectroni c equi pnment related to Touch Anerica’ s June 30, 2000 acquisition of
t el econmuni cations properties, discussed in Note 4, “Acquisition of

Tel econmuni cations Properties.” As of Decenber 31, 2000, Touch Anerica had

i nvested approxi mately $48, 900, 000 of the estimated $70, 000,000 installation
cost.

In Cctober 1999, Touch Anerica entered into a contract to construct a high-
speed, fiber optic network for AT&T Corp (AT&T). The contract allows Touch
Anerica to install its own fiber optic network at the sanme tine and al ong the
sanme routes it is constructing for AT&T. The network will span nore than
4,300 nmles and will cover six different routes in the West, Pacific

Nort hwest, Northern Rocky Muntains, and Mdwest. The contract contains
capped perfornmance incentives if we neet, and capped penalties if we do not
nmeet, aggressive conpletion targets. All routes are schedul ed for conpletion
in md-2001. W estimate the cost of the project at $488, 000, 000, of which
approxi mat el y $205, 000, 000 was i nvested in 2000 and $283, 000, 000 i s budgeted
for 2001. W expect AT&T and other third parties to reinburse us for

approxi mately 50 percent of the total cost, as stages of the project are
conpl et ed

In July 2000, Touch Anerica entered into two separate agreenents involving a
route from M nneapolis to Chicago. This route nakes up 500 niles of the
4,300-nm |l e build-out that Touch Anerica is constructing in tandemwth its
construction of a fiber optic network for AT&T. One agreement with Adesta
Conmuni cations, Inc. gives Touch Anerica the exclusive and indefeasible right
to use up to 6 ducts along routes totaling approximtely 151 niles within
nmet ropol i tan Chicago for 24 years, with an option to renew for an additi onal
20 years at then-existing market rates. Touch Anerica agreed to pay

$16, 000, 000 for these rights, of which $14,000,000 has been paid through
Decenber 2000. Annual mai ntenance fees are expected to be approxi mately
$200, 000.

The second agreenent, with the Chicago Transit Authority, gives Touch Anerica
an excl usive and indefeasible right to use 6 ducts al ong an approxi nately 18-
mle route for 22 years, with an option to renew upon the nmutual agreenent of
the parties. Touch Anerica will pay $9, 000,000 for these rights, of which
$8, 200, 000 has been paid through Decenber 2000. Annual nmintenance fees are
expected to be approxi mately $45, 000.

In Decermber 2000, Touch Anerica contracted with C sco Systens Inc (Cisco) to
install conputer equiprment at 7 Points of Presence (POPs) on Touch Anerica’s
fiber optic networks in the western United States. This equipnment will allow
Touch Anerica to sell Internet Protocol (IP) at those sites. Touch Anerica
expects the installations to be conpleted in the second quarter 2001 and wil|l
pay Cisco $6, 400,000 upon conpletion

Joi nt Ventures

Touch Anerica has entered into strategic alliances to expand its network and
increase its revenues. |n accordance with the agreenents governing these
rel ati onshi ps, Touch America is conmitted to contribute capital at various
tines.

In May 2000, Touch America and Sierra Pacific Conmunications, a subsidiary of
Sierra Pacific Resources, formed a 50-50 joint venture, naned Sierra Touch
Anerica, LLC, to construct a fiber optic network between Sacranento and Salt
Lake City. This network will nmake up 750 niles of the 4,300-nile build-out
that Touch America is constructing in tandemw th its construction of a fiber
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optic network for AT&T. Sierra Touch America has begun construction of this
route and expects to conplete the route in md-2001 at an estinmated cost of
$100, 000, 000. Touch Anerica will purchase 4 of the 6 conduits of the network
and sell 3 to AT&T and exchange another with a third party. Sierra Touch
Anerica, LLC will retain ownership of the remaining 2 conduits, of which each
partner will have an equal share. At year-end 2000, Touch Anmerica and Sierra
Paci fi ¢ Communi cati ons each contributed $2, 675,000 to the joint venture, and
Touch Anerica paid $10,000,000 toward the purchase of the 4 conduits. The
terns of the joint venture agreenent give Sierra Touch Anerica a parti al
interest in the nmetropolitan fiber networks that Sierra Pacific Comunications
operates in Reno and Las Vegas.

In January 2000, Touch Anerica and AEP Comuni cations LLC, a subsidiary of
Anerican Electric Power, fornmed a 50-50 joint venture naned Anerican Fi ber
Touch, LLC (AFT) to connect national and regional fiber optic networks between
Plano, Illinois and St. Louis, Mssouri. This network will nake up 296 niles
of the 4,300-nile fiber optic network di scussed above. American Fi ber Touch
has begun construction of the Plano-St. Louis route and expects to conplete it
in the second quarter 2001 at an estinmated cost of $43,000,000. At year-end
2000, Touch America had advanced $6, 950,000 for construction costs, and it
plans to contribute $14, 600,000 in 2001

In August 1999, Touch Anmerica and Xcel (fornmerly known as New Century Energies
or NCE) formed a 50-50 joint venture called Northern Col orado

Tel econmuni cations, LLC to provide a full range of tel ecomunication services,
including private line service, to enterprises in the Denver nmetropolitan
area. For the venture, Xcel contributed |ong-termindefeasible rights of use
of its existing fiber optic network in the Denver netropolitan area; Touch
Anerica will construct six niles of fiber optic cable and install optica

el ectroni c equi pment at an estimted cost of $10,000,000. Since the project’s
i nception, Touch America has contributed $3,800,000 and plans to contribute
$4, 500,000 in 2001 and $500, 000 in both 2002 and 2003.

In August 1999, Touch America and Qrvest Wreless (fornerly known as U S WEST
Wreless) entered into a 49.9-50.1 joint venture, TWWreless (TWY, to
provi de “one nunber” wirel ess tel ephone service in an eight-state region of
the Pacific Northwest and Upper M dwest. That service provides a custoner
with one directory nunber for cell phone and hone or busi ness phone. Both
conpani es contributed PCS |licenses to the venture. To date, Touch America has
contributed approximately $20, 700,000 toward the costs of the wireless
infrastructure and will contribute an estimated total of $35,800,000 nore in
2001 and 2002.

In Novermber 1999, FTV Conmunications LLC (FTV), the limted liability conmpany
fornmed by Touch America, WIIlianms Comunications, and Enron Broadband
Services, began an expansion of regeneration sites along the Portland to Las
Vegas portion of the fiber optic route that FTV constructed. FTV expects to
conplete the project in the second quarter 2001, and Touch Anerica's share of
the costs is approximately $3, 800, 000.

In June 1999, Touch Anerica and |owa Network Services, Inc. (INS) forned |owa
Tel econmuni cations Services, Inc. (ITS) to purchase froma third party
donestic access |lines connected to tel ephone exchanges in lowa. However,
because the organi zati onal and capital structure of ITS did not fit Touch
Anerica’'s growth strategy, Touch Anerica sold its equity position in ITS in
April 2000, with no gain or loss recorded. Under the terns of the exit

agr eenent:

— Touch America sold its 31 percent interest in ITSto INS, and INS rel eased
Touch Anerica fromits share of the ITS obligations;

— Upon the closing of the third-party purchase transacti on, which occurred on
June 30, 2000, INS reinbursed Touch Anerica approxi mately $7, 600, 000 for
Touch Anerica’s cash outlays to ITS, with interest on the funds extended,;
and
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- Touch Anerica withdrew its $14, 000,000 letter of credit fromI|TS upon the
closing of the third-party purchase transaction

Exchanges

In March 2000, Touch Anmerica and WIIlians Comuni cations, Inc. agreed to an
exchange of fiber and cash to expand both conpanies’ fiber optic networks.
Touch Anerica received 24 fibers on a 1,053-nmile route and $650,000 in
exchange for 24 fibers on a 1,213-nmile route. This exchange will expand Touch
Anerica' s network from Denver to Kansas City, Mssouri to Des Mines to

M nneapol i s.

I nvest nent

In January 2000, Touch Anerica signed a purchase agreenent with M nnesota PCS
LP (MPCS) to acquire a 25 percent interest in MPCS wirel ess tel ephone

busi ness, which owns PCS |icenses in North Dakota, South Dakota, M nnesot a,
and Wsconsin. |n accordance with the agreement, Touch America nade an
initial equity investment of $2,700,000 in MPCS and in August 2000 | oaned MPCS
$12, 000, 000 in interest-bearing notes payable on Cctober 1, 2002. From

Cct ober through Decenber 2000, Touch Anerica | oaned an additional $4, 375, 000
to MPCS to cover network construction and operating costs. Touch Anerica al so
has guaranteed the paynment of $7,420,000 in |oans made to MPCS through 2007.

Leases

In January 2000, Touch Anerica entered into a Reciprocal |IRU Lease and
Exchange Option Agreenent with Velocita (fornerly known as PF. Net Construction
Corp). This agreenent is a 20-year IRU |l ease with an option to exchange the

| eased property at a future date. Under the agreenment, Touch America will

| ease approximately 5,900 route nmiles fromVelocita and Velocita will |ease
approxi mately 4,400 niles of fiber from Touch Anerica. Prior to conmencenent
of the | ease, Touch America will prepay $48,500,000 for the difference in
route mles. The prepaynent will be anortized to expense over the 20-year

| ease term As of Decenber 31, 2000, approxinmately $12, 000,000 had been paid.

Based on all of the Touch America agreenents above, the present val ue of Touch
Anerica' s estinated paynents discounted at a rate of 8.05 percent is as
fol | ows:

2001 2002 2003 Tot a
(Thousands of Dol lars)
$353, 900 $ 5,400 $ 900 $360, 200

Touch Anerica has also entered into operating | ease agreenents for private
line, long-distance, |ocal-access, and equi pnent services, as well as office
space, with varying term nation dates, for which it paid approxi mately

$2, 400,000 in 2000 and expects to pay approxi mately $4, 000,000 in 2001

O LEASE COW TMENTS

On Decenber 30, 1985, we sold our 30-percent share of Colstrip Unit 4 and
agreed to | ease back our share under a net, 25-year |ease with annual paynents
of approxi mately $32, 000, 000. W have been accounting for this transaction as
an operating lease. W did not sell this nonutility |easehold interest and its
related assets and liabilities and contract obligations to PPL Montana in 1999.
This lease is included in the anticipated sale of the utility business to

Nort hwest ern Corporation. W have no other material mninmm operating |ease
paynments.

Capitalized | eases are not material and are included in other |ong-term debt.
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Rental expense for the prior three years, including Colstrip Unit 4 and Touch
Anerica, was $44, 300, 000 for 2000, $59, 300,000 for 1999, and $58, 800, 000 for
1998.

NOTE 15 — | NFORVATI ON ON | NDUSTRY SEGVENTS

Qur continui ng tel ecomuni cati ons busi ness owns, operates, and devel ops a fi ber
optic network and provides wirel ess services nmainly through PCS and LMDS. CQur
t el econmuni cati on business offers a full Iine of high-speed voice, data, video,
and Internet services; provides colocation services; |eases dark fiber and
conduit rights on the network; and offers constructi on nmanagenent oversi ght
services for installation of fiber networks. Qur continuing utility business
purchases, transmts, and distributes electric energy and natural gas, and the
Col strip Unit 4 division nanages | ong-term power supply agreenents.

Continental Energy devel oped and i nvested in independent power projects and

ot her energy-rel ated busi nesses. W closed the sale of Continental Energy on
February 21, 2001.

In our discontinued coal operations, we nmne and sell coal and lignite; in our
former oil and natural gas operations, we explored for, devel oped, produced,
processed, and sold crude oil and natural gas and traded crude oil, natural
gas, and natural gas liquids. W closed the sale of our forner oil and natural
gas operations on Cctober 31, 2000.

Identifiable assets of each industry segnent are principally those assets used
in our operation of those industry segnents. Corporate assets are principally
cash and cash equivalents, tenporary investnents, and adm nistrative services’
properties.

W consider segnment information for foreign operations insignificant.

The followi ng tables present selected information on our industry segnents’
conti nui ng operations:
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NOTE 15 — | NFORVATI ON ON | NDUSTRY SEGVENTS

Year Ended Decenber 31, 2000

(Thousands of Dol lars)

CONTI NUI NG
Tel e-
comruni cati ons El ectric Nat ural Gas

Sales to unaffiliated customers ......... ... ... $ 322,952 $ 535,390 $ 129,373
Intersegment sal es ........ ... 334 1, 036 269
Depreciation, depletion, and anortization..................... 22,423 39, 559 8, 830
Pretax operating i NCOME .. ... ... e 49, 670 18, 167 28,113
I Nterest eXPeNSE . ... 812 30, 289 16, 077
INterest IiNCOMB ... ... 1,109 16,614 4,869
Earni ngs fromunconsolidated investments ...................... (1,473) - -
I NCOMB taX EXPENSE . .ttt e e e 18, 881 (2,091) 2,861
Capital expenditUres ........ ... 554, 119 42,718 7,546
Identifiable assSets .........uiiie 1, 085, 324" 1, 144, 684 261, 768
CONTI NUI NG (conti nued)

Conti nent al O her Cor porat e

Ener gy
Sales to unaffiliated customers ......... ... ... $ 1, 000 $ 10, 993 $ -
Intersegment sal es ........ ... - 1, 536 -
Depreciation, depletion, and anortization..................... 480 5,734 -
Pretax operating 0SS . ... (1, 852) (16, 492) -
I Nterest eXPeNSE . ... 31 3,999 -
Interest I NCOMB ... ... e 3,328 3,992 -
Earni ngs fromunconsolidated investments ...................... 55, 627 - -
I NCOMB taX EXPENSE . ottt e e e e 20, 318 (6,371) -
Capital expenditures ....... ... 12, 230 11, 600 16, 003
Identifiable assets ......... ... 37,091 16, 755 177,524
RECONCI LI ATI ON TO CONSOLI DATED
Segnent Consol i dat ed
Tot al Adj ust ment s(® Tot al

Sales to unaffiliated customers ......... ... ... $ 999,708 $ - $ 999,708
Intersegment Sal €S ... ..t 3,175 (3,175) -
Depreciation, depletion, and anortization..................... 77,026 - 77,026
Pretax operating iNnCOMe ......... . i 77,606 - 77,606
[Nt ereSt EXPENSE . ittt 51, 208 (11, 308) 39, 900
INterest i NCOMB . ... i e 29,912 (11, 308) 18, 604
Earni ngs fromunconsolidated investments ...................... 54,154 - 54,154
I NCOMB taX EXPENSE . ottt e e 33, 598 - 33,598
Capital expenditures ....... ... 644, 216 - 644, 216
Identifiable assets ...ttt 2,723, 146 282, 1299 3, 005, 275

(@ This amount includes approxi mately $205, 900,000 related to our June 30, 2000 tel ecommunications acquisition.

() This amount includes approximately $145, 600, 000 of intangi ble assets related to our June 30, 2000

acqui sition.

The ampbunts indicated include certain elimnations between the business segnents.

(9 The adjustnment of identifiable assets represents the identifiable assets of discontinued coal operations.
The “Consolidated Total” of identifiable assets represents the consolidated total of both continuing and
di scontinued industry segnments and, therefore, differs fromthe Consolidated Bal ance Sheet (which nets
assets and liabilities of discontinued operations). The difference between the $2,816, 794, 000 fi gure shown
on the Consol i dated Bal ance Sheet and the $3, 005, 275, 000 shown above is attributable to $188, 481, 000 of
di scontinued coal liabilities that were netted with assets in “Investnment in discontinued coal operations”
on the Consolidated Bal ance Sheet.
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O | NFORVATI ON ON | NDUSTRY SEGVENTS ( Conti nued)
Year Ended Decenber 31, 1999
(Thousands of Dol lars)

CONTI NUI NG

Tel e-

communi cati ons El ectric Nat ural Gas
Sales to unaffiliated customers ......... ... ... $ 84, 903 $ 531,883 $ 111,416
Intersegnent sales .......... . . 1,012 14,221 331
Depreciation, depletion, and anortization..................... 9, 048 56, 282 9,279
Pretax operating i NCOME .. ... .. . 25, 801 113, 740 16, 459
INterest eXPeNSE . ... 1 38, 467 15, 229
INterest 1 NCOMB .. ... e 810 4,524 545
Earni ngs fromunconsolidated investments ...................... 9, 839 - -
INCOME taX EXPENSE . .. e 14,088 13, 054 391
Capital expenditures ....... ... 153, 617 50, 503 13, 115
Identifiable assets ......... ... 290, 722 1, 089, 017 406, 413
CONTI NUI NG (conti nued)
Conti nent al O her Cor porat e

Ener gy
Sales to unaffiliated customers ......... ... ... $ 1, 310 $ 47, 660 $ -
Intersegment sal es ........ ... - 1, 665 -
Depreciation, depletion, and anortization..................... 414 4,553
Pretax operating 1 0SS .. ...t e (674) (17, 397) -
I Nterest eXPeNSE . ... i 18 3, 357 -
INtErest FeVENUE . ... .o e 5, 645 6, 926 -
Earni ngs fromunconsolidated investments ...................... 21,042 - -
I NCOMB taX EXPENSE . oottt e e e 8,136 (4, 839) -
Capital expenditures ....... ... - - 15, 957
Identifiable assets ......... ... 24,114 14, 008 630, 417
RECONCI LI ATI ON TO CONSOLI DATED

Segnent Consol i dat ed

Tot al Adj ust ment s(® Tota
Sales to unaffiliated customers ......... ... ... $ 777,172 - $ 777,172
Intersegment Sal €S .. ...t 17, 229 (17, 229) -
Depreciation, depletion, and anortization..................... 79,576 - 79,576
Pretax operating iNCOME .. ... ... . e 137,929 - 137,929
[Nt ereSt EXPENSE . ittt 57,072 (9,987) 47,085
INterest i NCOMB . ... i e e 18, 450 (9,987) 8, 463
Earnings fromunconsolidated investnents ...................... 30, 881 - 30, 881
INCOME 1 @X EXPENSE . .o i ittt 30, 830 - 30, 830
Capital expenditures ....... ... 233,192 - 233,192
Identifiable @assets ...ttt 2, 454, 691 594, 052" 3,048, 743

(2)

The ampbunts indicated include certain elimnations between the business segnents.

(®  The adjustnent of identifiable assets represents the identifiable assets of operations that becane
di scontinued in 2000 — the consolidated coal and oil and natural gas operations.
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O | NFORMATI ON ON | NDUSTRY SEGVENTS ( Conti nued)

Year Ended Decenber 31, 1998

(Thousands of Dol lars)

CONTI NUI NG
Tel e-
communi cati ons El ectric Nat ural Gas
Sales to unaffiliated customers .......... ... ... $ 87,792 $ 526,527 $ 107,354
Intersegment sal es ........ ... 1,298 4,722 425
Depreciation, depletion, and anortization..................... 7,090 59, 213 8, 705
Pretax operating i NCOME .. ... ... .. e 39, 095 127,709 15, 019
I Nterest eXPeNSE . ... 1 48, 903 12,946
Interest I NCOMB ... ... e 668 4,523 925
Earni ngs fromunconsolidated investments ...................... 10, 865 - -
INCOME 1 @X EXPENSE . ot i ittt 19, 772 27, 760 168
Capital expenditures ....... ... 56, 203 61, 938 21,989
ldentifiable assets ........ . . 189, 561 1, 664, 775 405, 670
CONTI NUI NG (conti nued)
Conti nent al O her Cor porat e
Ener gy
Sales to unaffiliated customers .......... ... ... $ 1, 296 $ 47,988 $ -
Intersegment sal es ........ ... - 1,913 -
Depreciation, depletion, and anortization..................... 6, 316 3,921 -
Pretax operating 1 0SS .. ... i e (7,674) (20, 164) -
I Nterest eXPEeNSE . ... 58 9,716 -
Interest INCOMB ... ... e 3, 838 944 -
Earni ngs fromunconsolidated investments ...................... 89, 525 - -
I NCOMB taX EXPENSE . oottt e e 30, 946 (11, 803) -
Capital expendi tures ... ... ... e 10, 725 - 189
ldentifiable assets ........ .. 33, 483 14, 213 43, 211
RECONCI LI ATI ON TO CONSOLI DATED
Segnent Consol i dat ed
Tot al Adj ust nent s(® Tot al
Sales to unaffiliated customers .......... ... .. .. $ 770,957 $ - $ 770,957
Intersegment sal es . ... . 8, 358 (8, 358) -
Depreciation, depletion, and anortization..................... 85, 245 - 85, 245
Pretax operating i NCOME .. ... ... . e 153, 985 - 153, 985
I Nt erest eXpPenSe ... ... 71, 624 (6, 759) 64, 865
Interest I NCOMB . ... .. e 10, 898 (6,759) 4,139
Earni ngs fromunconsolidated investments ...................... 100, 390 - 100, 390
INCOME 1 @X EXPENSE . oottt et 66, 843 - 66, 843
Capital expenditures ....... ... 151, 044 - 151, 044
Identifiable assets ...t 2,350, 913 577, 182(® 2,928,095

(@  The ampunts indicated include certain elininations between the business segments.
(®  The adjustnment of identifiable assets represents the identifiable assets of operations that becane
di scontinued in 2000 — the consolidated coal and oil and natural gas operations.
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NOTE 16 — NEW ACCOUNTI NG PRONOUNCEMENTS
Q Staff Accounting Bulletin No. 101

SAB No. 101, “Revenue Recognition in Financial Statenments” was issued by the
SEC in Decenber 1999 and is applicable to us beginning in the fourth quarter
2000.

As it relates to our conpanies, SAB No. 101 nainly affects Touch Anerica. It
requires that particular one-tine charges received from custoners be

recogni zed as revenues over the period of tine that the charges are earned

rat her than as revenues when assessed or paid. Qur telecomunications
operations realize paynent of one-tinme fees for such itens as installations
and activations. Prior to SAB No. 101, we recogni zed t hese revenues when
received. Wth the adoption of SAB No. 101 in the fourth quarter 2000, we now
recogni ze these revenues over the period in which they are earned, which
coincides with the nunber of years that those custoners are anticipated to be
custoners of Touch Anerica. The one-tinme charges all are received either from
whol esal e or comercial custoners and, due to the nunber of transactions, the
anounts cannot be segregated into the two custoner classes. Under our policy,
therefore, we anortize these deferred revenues over the average |lives of

whol esal e and conmercial custoners. W have not deferred any costs for
installations, activations, or subscriber acquisitions.

We have eval uated SAB No. 101, and the cumul ative catch-up for its adoption
had no material effect on our consolidated financial position, results of
operations, or cash flows. The adoption of SAB No. 101 affected only our 2000
operations.

Q SFAS Nos. 133, 137, and 138

In June 2000, the FASB i ssued SFAS No. 138, “Accounting for Certain Derivative
Instruments and Certain Hedging Activities,” which amends sone accounting and
reporting standards of SFAS No. 133, “Accounting for Derivative Instrunents
and Hedging Activities.” SFAS No. 133 was issued in June 1998. In July 1999,
the FASB issued SFAS No. 137, “Accounting for Derivative Instrunents and
Hedgi ng Activities: Deferral of the Effective Date of FASB Statenent No. 133.~
SFAS No. 137 del ayed for one year the effective date of SFAS No. 133, neani ng
that we are required to adopt SFAS No. 133 on January 1, 2001

SFAS No. 133 expands the definition of a derivative and requires that al
derivative instrunents be recorded on an entity's bal ance sheet at fair val ue.
As discussed in Note 2, “Decision to Sell Energy Businesses,” we sold our oi
and natural gas businesses - including MPT&M which engaged in energy tradi ng
activities - on October 31, 2000.

We have reviewed our comodity purchase and sal e agreenents to eval uate
exposure to potential enbedded derivatives under SFAS No. 133 and SFAS No.
138. Effective January 1, 2001, we have accounted for the electric swap
agreenents described in Note 1, “Summary of Significant Accounting Policies,”
in the “Derivative Financial Instrunents” section, as effective cash flow
hedges pursuant to SFAS No. 133. Accordingly, these instrunents have been
mar ked to narket, at January 1, 2001, with a corresponding credit entry made
to Ot her Conprehensive |Incone for approxinmately $18, 800, 000 before incone
taxes, representing our cumulative transition adjustment in adopting SFAS

No. 133.
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QUARTERLY FI NANCI AL DATA

Qperating revenues, operating incone, and net income from continuing
operations; net incone from discontinued operations; and consolidated net

i ncome per conmon share for the four quarters of 2000 and 1999 are shown in
the tabl es below. Operating revenues and incone include intersegment sales
and expenses. Due to the seasonal nature of the utility business, the annua
anounts are not generated evenly by quarter during the year

For additional information on the status of the sales of our energy businesses
and our application of discontinued operations accounting for our coal and
former oil and natural gas operations, see Note 2, “Decision to Sell Energy
Busi nesses,” and the “Results of Operations” section of MD&A. For additional

i nfornati on on how we classify earnings fromunconsolidated investnents, see
MD&A, in the “2000 Conpared Wth 1999” section, under “Consolidated Results.”

Quarter Ended! &?

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

(Thousands of Dollars)
(except per-share anounts)

Conti nui ng operating revenues..... $ 369,308 $ 269,982 $ 164,231 $ 196, 187
Conti nui ng operating i ncone....... 35, 046 12,017 4,741 25, 802
Continuing net inconme............. 27,758 6, 858 22,779 15, 108
Di scontinued net income........... 71, 827 23, 507 12,716 15, 248
Consol i dated net incone avail able

for common stock................ $ 99,585 $ 30,365 $ 35,495 $ 30,356
Basi ¢ earni ngs per share of common

stock. ... ... $ 0.95 $ 0.29 $ 0.33 $ 0.29
Di | uted earni ngs per share of

common stock.................... $ 0.95 % 0.29 % 0.32 % 0.28
adoption of SAB No. 101 had an inmmaterial effect for all quarters.
2In the fourth quarter 2000, we reclassified all “Earnings from
unconsol i dated investnents” in “Qther income — net.” W previously reported

t hese earnings separately in revenues and have reclassified all amunts from
prior periods to reflect this change. 1In our Form10-Q A for the third
quarter 2000, filed on April 9, 2001, we report these earnings separately in
revenues rather than in “OQther incone — net.”
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QUARTERLY FI NANCI AL DATA (Conti nued)

Quarter Ended
Dec. 31, Sept. 30, June 30, March 31,
1999 1999 1999 1999

Conti nui ng operating revenues..... $ 221, 275
Conti nui ng operating incone....... 43,574
Continuing net income............. 47, 367
Di sconti nued net incone........... 13,772

Consol i dated net incone avail abl e
for common stock................ $ 61, 139

Basi ¢ earni ngs per share of common
stock........ ... .. . $ 0. 56

Di | uted earni ngs per share of
common stock. ................... $ 0. 56
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$ 172,585
20, 346
10, 997
17,292

$ 28,289

$ 0. 26

$ 0.25

(Thousands of Doll ars)
(except per-share anounts)

$ 179, 295
32,084
13,671
10, 656

$ 24,327

$ 0.22

$ 0.22

$ 204,017
41, 925
22,696
10, 205

$ 32,901

$ 0. 30

$ 0. 30



| TEM 9.  CHANGES | N AND DI SAGREEMENTS W TH ACCOUNTANTS ON
ACCOUNTI NG AND FI NANCI AL DI SCLOSURE

None.

PART |1 |
| TEM 10. DI RECTORS AND EXECUTI VE OFFI CERS OF THE REGQ STRANT

DI RECTORS OF THE REG STRANT

The followi ng table shows our current Board of Directors, who are el ected by
our sharehol ders for staggered three-year terns, their ages at Decenber 31,
2000, and the year they were elected. A brief description of their business
experience during the past five years is also included.

Nane Age at Posi ti on/ Busi ness Experience
Decenber 31, 2000

Terns Expiring in 2003

Kay Foster 59 Director since January 1992. M. Foster is a
resident of Billings, Mntana; has been
President of Planteriors Unlimted, Inc., an
interior foliage plant sales and mai nt enance
business in Billings and M ssoul a, Mntana
since April 1999; and has owned this business
since Decenber 1980.

Carl Lehrkind 111 62 Director since July 1984. M. Lehrkind is a
resi dent of Bozeman, Mntana; has been President
of Lehrkind' s, Inc., a beverage bottler and
distributor in Bozenan, Montana, since February
1970; and has been President, Oaner and Operator
of Yel | owstone Country Food and Beverage
restaurants in Livingston, Montana and M| es
Cty, Mntana since February 1993.

Jerrold P. Pederson 58 Director since July 1993. M. Pederson is a
resi dent of Butte, Montana, and has been Vice
Chai rman of the Board since March 2000 and
Chi ef Financial Oficer of The Mntana Power
Conpany since May 1991.

Recent Positions: Vice President from My 1991
to March 2000 and Chief Information O ficer for
The Montana Power Conpany from May 1996 to My
1999.
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Deborah D. MWi nney

Terns Expiring in 2002

Tucker Hart Adans

Alan F. Cain

John G Connors

Robert P. Gannon

45

62

61

41

56

Director since August 1999. M. McWinney is a
resi dent of San Francisco, California, and has
been President, Services for |nvestnent
Managers, for Schwab, Inc., a provider of
financial services, since February 2001.

Recent Positions: President of Internet
Profiles Corporation (I/PRO, a provider of Wb
traffic neasurenent, auditing, and research
fromJuly 1999 to January 2001; Executive Vice
President from My 1997 to July 1999 and Seni or
Vice President from 1995 to 1997 for VI SA
International; Vice President from 1986 to 1995
and Senior Vice President from 1990 to 1995 for
Bank of Anerica Retail Banking G oup; and Vice
President from 1981 to 1986 for Bank of America
Cor por at e Banki ng G oup.

O her Directorships: Director, Novadigm Inc.

Director since Septenber 1995. Dr. Adans is a
resident of Col orado Springs, Colorado; has been
Presi dent and Chief Executive Oficer of The
Adanms Group Inc., a consulting firmspecializing
in econom ¢ research, analysis, and forecasting,
si nce January 1989; and publishes the

newsl etter, “Today's Econony.”

O her Directorships: Trustee, Tax Free Fund of
Col orado; Trustee, Aquila Rocky Mountain Equity
Fund.

Director since March 1989. M. Cain is a
resident of Bigfork, Mntana, and was President
and Chief Executive Oficer of BlueCross

Bl ueShi el d of Montana, a health service
corporation, in Helena, Mntana, from March 1986
until his retirenent in Septenber 1999.

Director since January 1998. M. Connors is a
resident of Medina, Washi ngton, and has been
Seni or Vice President of Finance and

Admi ni stration and Chi ef Financial Oficer of
M crosoft Corporation, a conputer software
busi ness, since January 2000.

Recent Positions: Vice President from April
1999 to January 2000 for Mcrosoft Enterprise
Group and Vice President and Chief Information
Oficer fromJuly 1996 to April 1999 and
Corporate Controller fromApril 1994 to July
1996 for Mcrosoft Corporation.

O her Directorships: Drector, Prinus Know edge
Sol utions, Inc.

Director since January 1990. M. Gnnon is a
resident of Butte, Mntana, and has been
Chairman of the Board of Directors since January
1998, Chief Executive Oficer since July 1997,
and President since January 1990 for The Montana
Power Conpany.
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Recent Positions: Vice Chairman of the Board of
Directors from January 1996 to Decenber 1997 and
Chief Operating Oficer responsible for utility
operations fromJune 1992 to January 1996 for
The Montana Power Conpany.

Terns Expiring in 2001

R D. Corette 60 Director since July 1990. M. Corette is a
resident of Butte, Mntana, and has been an
attorney, owner, and enpl oyee for Corette,
Pohl man & Kebe, a law firmin Butte, Mntana,
si nce 1966.

John R Jester 59 Director since Septenber 1995. M. Jester is
a resident of G g Harbor, Washi ngton, and has
been President of Bargain Street LLC, a retail
firm since Septenber 1997.

Recent Positions: President of Mizak Linmited
Part nershi p, a tel ecomruni cati ons-based
busi ness, from January 1988 to May 1997.

Nobl e E. Vosburg 59 Director since Cctober 1988. M. Vosburg is a
resident of Geat Falls, Mntana, and has been
Presi dent and Chief Executive Oficer of Pacific
Steel & Recycling, a steel service center and
recycling business in Geat Falls, Mntana,
since May 1982.

EXECUTI VE OFFI CERS OF THE REG STRANT
The followi ng tabl e shows our current Executive O ficers, who are el ected or
appoi nted annually by the Board of Directors, their ages at Decenber 31, 2000,

and their areas of responsibility. A brief description of their business
experience during the past five years is also included.

Nane Age Posi ti on/ Busi ness Experience

R P. Gannon 56 Chairnman of the Board, President, and Chi ef Executive
Oficer. M. Gannon was el ected to the Board of
Directors in 1990 and was el ected Chairnan of the Board
of Directors in 1998. He served as Vice Chai rnman of
the Board of Directors from 1996 to 1997. He has
served as President since 1990 and as Chi ef Executive
O ficer since 1997.

J. P. Pederson 58 Vice Chairman of the Board and Chief Financial Oficer.
M. Pederson was elected to the Board of Directors in
1993. He was elected Vice Chairman in March 2000 and
has served as Chief Financial Oficer since 1991. He
al so served as Vice President from May 1991 — March
2000 and Chief Information O ficer from 1996 — 1999.

M J. Mel dahl 51 Executive Vice President and Chief Operating Oficer,
Technol ogy Division. M. Mldahl has held his present
position since 1998. He served as Vice President,
Conmuni cati on Servi ces, Energy and Communi cations
Di vision, from 1996 — 1998. He served as Vice
Presi dent, Technol ogy Qperations — Entech, from 1997 —
1999 and as Vice President, Technol ogy Division, from
1988 — 1996.

J. D. Haffey 55 Executive Vice President and Chief Operating Oficer,
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Energy Services Division. M. Haffey has held his
present position since 1996. He served as Vice

Presi dent of Adm nistration and Regulatory Affairs from
1993 - 1996.

M E. Zi mmer nan 52 Vice President and General Counsel. M. Zi mernman has
held his present position since 1991

P. T. Flenm ng 47 Corporate Secretary. M. Flemng has held his present
position since Decenber 2000. He has been an attorney
in our Conmpany’s | egal departnent since 1984.

P. K Merrell 48 Vice President, Human Resources. M. Merrell has held
her present position since 1996. She served as
Secretary from 1993 — 2000.

P. J. Coale 43 Vice President, Corporate Business Devel opnent.
M. Cole has held his present position since 1999. He
served as Vice President, Business Devel opnent and
Regul atory Affairs, from 1996 — 1999. He served as
Treasurer for the Uility Division from 1993 — 1996.

D. S. Smth 57 Controller. M. Smith has held his present position
since 1996. He served as Controller for Entech from
1988 — 1996.

E. M Senechal 51 Treasurer. M. Senechal has held her present position

since 1996. She served as Vice President and Treasurer
for Entech from 1984 — 1996.

D. A Johnson 55 Vice President, Distribution Services. M. Johnson has
hel d his present position since 1996. He served as
Vice President for Utility Services from 1993 — 1996.

W A. Pascoe 44 Vice President, Transm ssion Services. M. Pascoe has
hel d his present position since 1997. He served as
Assi stant Vice President, Transm ssion Services, from
1996 — 1997 and as Manager of Transni ssion and Power
Transactions from 1990 - 1996.

D. J. Sullivan 45 Chief Information Oficer. M. Sullivan has held his
present position since 1999. He served as Executive
Director of Information Systens from 1998 — 1999,
Leader of Information Systens from 1996 — 1998, and
CGeneral Manager of Information Systens from 1995 —
1996.

SECTI ON 16(a) BENEFI Cl AL OANERSHI P REPORTI NG COMPLI ANCE

Section 16(a) of the Securities Exchange Act of 1934 requires our Directors,
certain officers, and sharehol ders owning nore than 10 percent of a class of
shares to file reports of ownership and changes in ownership with the
Securities and Exchange Conmi ssion and the New York Stock Exchange and to
furnish us with copies of all reports filed. These reports nmust be filed by
the tenth day of the nonth following the nonth in which a transaction
occurred. Based solely on review of reports furnished to us and witten
representations fromour Directors and officers, we believe that during 2000
all Directors and officers conplied with the reporting requirenents except for
one late report filed by Ms. Deborah D. MWi nney.

| TEM 11. EXECUTI VE COMPENSATI ON
SUMVARY COVPENSATI ON TABLE

- 100-



The followi ng tabl e shows the conpensation paid to the Chief Executive Oficer,

the next four nobst highly conpensated enpl oyees,
i ndi vi dual for whom conpensati on woul d have been reported pursuant to Item

402(a)(3)(iii) for services rendered during fiscal
but for the fact that this individual

at Decenber 31, 2000.

and for an additional

years 2000, 1999, and 1998
was not serving as an executive officer
W refer to each of these officers as a “naned executive

officer.”
Annual _ Long- Ter m Conpensati on
Conpensat i on Awar ds Payout s
Al
Restricted Securities Q her

Narme and St ock Under | yi ng LTIP Conpen-

Pri nci pal Sal ary Bonus Awnar d pt i ons Payout s® sation®

Position Year (%) (%) (%) (#) (%) (%)
R P. Gannon 2000 483,654 272,114% 191, 100 0 6, 800
CEQ, Chairman of 1999 408,600 263, 6712 0 214,800 126, 000 15, 054
the Board & 1998 362,523 115, 920! 0 84, 000 51, 757 6, 400
Presi dent
M J. Mel dahl 2000 244,271 177, 645° 114, 300 0 20, 021
Executive VP & 1999 194,616 177, 1652 438, 750* 130, 300 0 27,585
COO, Technol ogy 1998 166, 800 33, 750 0 48, 000 0 27,585
Di vi si on
J. P. Pederson 2000 234,736 117,398° 103, 600 0 28, 435
Vice Chairman of 1999 200,022 112,9152 0 144, 000 60, 000 6, 400
the Board & Chief 1998 186, 850 48, 5631 0 42,000 25, 505 21, 641
Fi nancial Oficer
J. D. Haffey 2000 206,340 109, 4243 42, 000 0 30, 740
Executive VP & 1999 195,190 115, 3562 0 42, 000 84, 000 25, 400
COO, Ener gy 1998 190, 890 48, 1951 0 42,000 16,771 28, 644
Servi ces Division
M E. Zi nmer man 2000 181, 230 53, 9883 24, 000 0 15, 561
Vice President & 1999 171,436 60, 7912 24,000 45, 000 9, 736
Gener al Counsel 1998 167, 660 33, 750 24,000 22, 358 13, 319
R F. Cromer’ 2000 209,615 133,813° 42, 000 0 6, 800
Executive VP & 1999 198,288 117, 1872 0 42, 000 84, 000 39, 888
COO, Ener gy 1998 193, 920 48, 9601 0 42,000 48, 976 16, 192
Supply Division

lAwar ds earned in 1997 and paid in 1998 under the 1997 Interi m Bonus Pl an.

2Awar ds earned in 1998 and paid in 1999 under the EVAD Bonus Pl an.

SAwar ds were earned in 1999 and paid in 2000 under the EVAO Bonus Plan. Awards

earned in 2000 under the EVAO Bonus Plan will be paid in 2001 as follows: M.

Croner, $50,891; M.

Haf f ey,

$100, 000; and M. Pederson,

‘M. Meldahl’s award of

shares were renoved on May 11, 2000.
follows: 4,000 shares on May 11, 2001; and 4,000 shares on May 11, 2002.
stock has voting and dividend rights.
was $36. 5625 per share.

$80, 523; M. Mel dahl,
$26,013. O her bonuses for 2000, paid in 2001, are as follows: M. Gannon,
$34, 375.

$245, 737; and M. Zi mrer nan,

restricted stock is subject to forfeiture or proration
in the event he should terminate enploynent fromus. The restrictions on 4,000
The remaining restrictions will elapse as

The

The market price on the date of grant
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5Thi s col umtm shows the dividend equival ent awards on options that were awarded
in 1996 and 1995 and paid in 1999 and 1998.

5Thi s col utm shows:

(a) the value of our matching contribution of stock nade under our
401(k) Retirenment Savings Plan; and

(b) conpensation received for selling unused vacation tine back to us,
is available to all enployees: M. Haffey - $23,940; M. Ml dahl -
$13,221; M. Pederson - $21,635; and M. Zimerman - $8,761. The anounts
may i nclude vacation accrued in prior years.

whi ch

‘M. Croner resigned as an Executive Oficer on Decenber 8, 2000.

OPTI ON GRANTS I N LAST FI SCAL YEAR

The following table shows option grants to the named executive officers during

the last fiscal year.
| NDI VI DUAL GRANTS

Nunber of Per cent of

Securities Total Options

Under | yi ng Granted to G ant Date

ot i ons Enpl oyees in Exerci se Present Val ue*

G ant ed Fi scal Year Price® Expiration

Nare (#) (% ($/ Shar e) Dat e

R P. Gannon 84, 000! 7.0 38. 6875 06/ 26/ 2010 1,779,960°
R P. Gannon 107, 1002 8.9 32. 5000 08/ 21/ 2010 1, 887, 102¢
M J. Mel dahl 50, 000* 4.2 38. 6875 06/ 26/ 2010 1,059, 500°
M J. Mel dahl 64, 3002 5.4 32. 5000 08/ 21/ 2010 1,132, 966°
J. P. Pederson 50, 000* 4.2 38. 6875 06/ 26/ 2010 1, 059, 5007
J. P. Pederson 53, 6002 4.5 32. 5000 08/ 21/ 2010 944, 432°
J. D. Haffey 42, 000! 3.5 38. 6875 06/ 26/ 2010 354, 060°
M E. Zi mrer man 24, 000* 2.0 38. 6875 06/ 26/ 2010 508, 560°
R F. Oromer 42, 000* 3.5 38. 6875 06/ 26/ 2010 313, 740°

This option is first exercisable on June 26, 2002, or (1) date of termnation

if the Option Hol der’'s enpl oynent
Pl an announced in March 2000,
upon the Option Holder’s death or Disability.

or (2) date of Option Holder’s retirenent,

is termnated as a result of the D vestiture

or (3)

2This option is first exercisable on August 21, 2008, except that the grant

provides for early vesting prior to August 21, 2008 as foll ows:
becone exercisable if,
reported on the New York Stock Exchange Conposite Tape,
per share for a period of ten consecutive tradi ng days;
1/2 of shares granted shall
Stock, as reported on the New York Stock Exchange Conposite Tape,

shares granted shall

becone exerci sabl e,

at any tine,

above $67.20 per share for a period of ten consecutive trading days,

event of the Option Holder’'s retirenent,
a pro rata portion of the option shall

21, 2008,

vest.

(1) 1/2 of the
our Common Stock, as

is at or above $49. 60
and (2) the renaining
if at any time, our Conmon
is at or
i ve tre : (3)
death or Disability prior to August
The pro rata to be

in the

determ ned by the nunber of nmonths as a portion of the eight year vesting

period on the date of

retirement,

death or Disability.

3The exercise price was based on the average of our high and | ow Conmon St ock
price as reported on the New York Stock Exchange Conposite Transaction Tape
(fair market value) on the grant date.

“The Bi nomi al

option pricing nodel

the options granted to the naned executive officers.
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the Binom al equation to determ ne the present val ue are presented bel ow
(Note: Al of the Year 2000 options were granted with a termlife of ten years.
However, term nations resulting fromdivestiture of our energy busi nesses, and
projected retirements of certain officers resulted in option terns, for the

Bi nomi al cal cul ati on, of approxi nately one and seven years, respectively.)

a 06/26/00 Grant:
Mar ket price of stock - $38.6875
Exercise price of option - $38. 6875
Stock Volatility - 42.0%
Annual i zed risk=free interest rate - 6.28%
7-year option term
Dividend yield - 0%
Per option binomal value - $21.19

b 06/26/00 G ant:
Mar ket price of stock - $38.6875
Exercise price of option - $38.6875

Stock Volatility - 42.0%

Annual i zed risk-free interest rate - 6.20%
l-year option term

Dividend yield - 0%

Per option binomal value - $7.47

¢ 06/26/00 Grant:
Mar ket price of stock - $38.6875
Exercise price of option - $38. 6875
Stock Volatility - 42.0%
Annual i zed risk=free interest rate - 6.15%
1.25 -year option term
Di vidend yield - 0%
Per option binomal value - $8.43

d 08/21/00 G ant:
Mar ket price of stock - $32.5000
Exercise price of option - $32.5000
Stock Volatility - 42, 0%
Annual i zed risk-free interest rate - 6.00%
7 -year option term
Dividend yield - 0%
Per option binomal value - $17.62

AGGREGATED OPTI ON EXERCI SES | N 2000 AND FI SCAL YEAR- END OPTI ON VALUES

The following table provides information with respect to the naned executive
of ficers, concerning exercise of stock options at fiscal year-end.

Val ue
Real i zed
(Aggregate
Mar ket Price

at Exercise Nunmber of Securities
Shar es Less Under | yi ng Unexerci sed Val ue of Unexerci sed
Acqui red Aggr egat e Options At Fiscal I n-t he- Money- Opti ons at
on Exerci se Year - End Fi scal Year-End ($20.75%
Exerci se Pricel) (#) (%)
Nane (#) ($) Exerci sabl e Unexerci sabl e Exercisabl e Unexercisable
R P. Gannon 0 0 125,934 368, 250 175, 133 0
M J. Mel dahl 0 0 64, 150 204, 450 66, 000 0
J. P. Pederson 5, 600 67,025 117, 500 214, 500 474,142 0
J. D. Haffey 0 0 61, 334 84, 000 257,112 0
M E. Zi nmmerman 1, 000 21, 363 55, 762 48, 000 370, 727 0
R F. Croner 5,123 119, 687 90, 626 84, 000 538, 646 0

'Based on the closing price of our Common Stock as reported on the New York
St ock Exchange Conposite Transaction Tape, on the date of exercise.

’Based on the closing price of our Common Stock as reported on the New York
St ock Exchange Conposite Transaction Tape, on Decenber 31, 2000.

PENSI ON PLAN PLUS BENEFI T RESTORATI ON
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The table below illustrates the estimated annual benefits payable to officers
under our Pension Plan (a qualified defined benefit plan) and under our Benefit
Restoration Plan for Senior Management Executives (a non-qualified defined
benefit plan). The estinmated annual benefits displayed becone payabl e upon
normal retirenent at age 65 on January 1, 2001. These benefits will be reduced
if the officer retires before reaching age 65. The anounts presented assune
the officer elects a single life annuity benefit paynent.

PENSI ON PLAN PLUS BENEFI T RESTORATI ON

Years of Service

Remuner ati on 15 20 25 30 35
$150, 000 $ 84,942 $ 095,724 $ 106, 589 $ 117,584 $ 128,982
$175, 000 $ 100, 378 $ 113,108 $ 125, 900 $ 138,824 $ 152, 209
$200, 000 $ 113,814 $ 128, 492 $ 143, 210 $ 158, 063 $ 173,436
$225, 000 $ 129, 250 $ 145, 875 $ 162,521 $ 179, 302 $ 196, 662
$250, 000 $ 142, 686 $ 161, 259 $ 179,831 $ 198,542 $ 217, 888
$275, 000 $ 158,122 $ 178, 643 $ 199, 142 $ 219,781 $ 241, 115
$300, 000 $ 171,558 $ 194, 026 $ 216, 453 $ 239,021 $ 262, 342
$325, 000 $ 186, 994 $ 211, 410 $ 235, 763 $ 260, 260 $ 285,568
$350, 000 $ 202, 429 $ 228,794 $ 255,073 $ 281, 499 $ 308, 795
$375, 000 $ 215, 865 $ 244,178 $ 272,384 $ 300, 739 $ 330,022
$400, 000 $ 231, 301 $ 262,561 $ 291, 695 $ 321,978 $ 353, 248
$425, 000 $ 244,737 $ 276, 945 $ 309, 005 $ 341, 218 $ 374, 475
$450, 000 $ 260,173 $ 294, 328 $ 328, 316 $ 362, 457 $ 397,701
$475, 000 $ 275, 609 $ 311,712 $ 347,626 $ 383, 697 $ 420, 928
$500, 000 $ 289, 045 $ 327,096 $ 364,937 $ 402,936 $ 442, 155
$550, 000 $ 299, 916 $ 341, 856 $ 383, 556 $ 425,412 $ 468,612
$600, 000 $ 310, 788 $ 356, 628 $ 402,180 $ 447, 888 $ 495, 060

Qualified Pension Plan

Benefits provided by our Qualified Pension Plan (Plan) are deternined by using
a cash bal ance fornul a.

Qur Plan’s cash bal ance nmet hod of benefit accrual establishes a notiona
account for eligible participants. This account is credited each year with
the foll owi ng Conpany contributions:

« Afixed interest credit of 6 percent of the beginning balance in the
participant’s account; plus

e A basic credit of 3 percent to 12 percent of the participant’s eligible
earnings for the year (eligible earnings include base pay plus conm ssions
not to exceed 100 percent of base pay); plus

e An additional credit of 1.5 percent to 6 percent of the participant’s
eligible earnings that are in excess of 50 percent of the current year’s
Soci al Security Wage Base.

The above additional credits are predicated upon the nunber of “points” a
partici pant has at the begi nning of the year. Points are determ ned by addi ng
a participant’s age and years of service. Wen an eligible participant elects
to comence benefit paynents, the participant’s accrued cash bal ance account
is converted to a nonthly annuity paynent.

The above tabl e includes pension benefits that have been cal cul ated using the
cash bal ance fornul a.

As of March 1, 2001, credited years of service for our top six executive
officers are as follows: 27 years for M. Gannon, age 56; 19 years for M.
Mel dahl, age 51; 35 years for M. Pederson, age 58; 28 years for M. Haffey,
age 55; 20 years for M. Zi nmernan, age 52; 33 years for M. Croner, age 55.

Non- Qual i fi ed Pensi on Plan for Senior Managenent
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Oficers and certain other key enpl oyees also participate in a Non-Qualified
Pension Plan called the Benefit Restoration Plan for Senior Managenent
Executives (Plan). The nanmed executive officers participate in the Plan, which
provides for nonthly benefit paynents upon retirenment to the partici pant over
the participant’s lifetine. 1In the event of the participant’s death, the
participant’s beneficiary receives a benefit for the remai nder of a 15-year
period commencing on the date of the participant’s retirenent. This benefit is
in addition to the Qualified Pension Plan benefit.

Life insurance carried on the Plan participants is owned by a Rabbi trust and
hel ps fund the Plan. Participants in the Plan contributed toward the funding
of the Plan. Al death proceeds are specifically directed to the Plan trust
for the sol e purpose of paying for Plan benefits.

The Board of Directors approved the curtail ment of the Plan effective Decenber
31, 1998. Al active participants, including the naned executive officers,
becanme vested in the Plan i mediately upon curtailnment, and the Plan was
closed to additional participants. Existing Plan participants are entitled to
receive the benefit accrued as of the date of curtailnment with no further
benefit accrual. This frozen benefit will becone payabl e upon retirenment or
deat h.

Benefit determ nation under the curtailed plan includes a “nmake-up” anount
equal to any decrease in the executive's Qualified Pension Plan benefit as a
result of limtations inposed on the Pension Plan by Sections 415 and

401(a) (17) of the Internal Revenue Code of 1986, as anended. The statutory
[imtation “make-up” will be based on the officer’s actual conpensation and
years of service at retirenment.

The above table includes accrued benefits under the Plan as of the date of
curtailnment, as well as benefits that have been calculated to represent the
statutory “make-up” anount for decreases in the executive's benefit under the
Qualified Pension Plan

COVPENSATI ON CF DI RECTORS

In 2000, conpensation for Non-enployee Directors included the follow ng:
¢ An annual retainer of $19, 600;

* $500 for each Conmittee neeting attended on days other than regularly
schedul ed Board neeting days; and

e 960 shares of Common Stock or deferred stock units.

Non- enpl oyee Directors al so receive $850 for attendi ng each special neeting of
the Board held in addition to the regularly schedul ed Board neetings. Two
speci al neetings of the Board were held in 2000.

Ef fective January 2001, the Conmittee on Directors’ Affairs reconmmended, and
the Board of Directors approved, an increase in Non-enployee Directors’ annua
conpensation, from $19,600 to $35,000. |In addition, Non-enployee Directors
who chair the Personnel Committee, the Conmittee on Directors’ Affairs, and
the Audit Committee will receive $5,000 of additional annual conpensation

We have a Deferred Conpensation Plan for Non-enpl oyee Directors that permts
deferral of their annual retainer until the Director retires fromthe Board.
The deferred conpensation earns interest at the rate based on Mody' s Average
Baa Corporate Bond rates. No conpensation was deferred in 2000.

In addition, we have a Non-enpl oyee Stock Conpensation Plan that provides an
annual grant of Conmmobn Stock to each Director and also permits a Director to
recei ve any portion of the annual retainer in our Conmon Stock. Directors nay
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el ect to defer receipt of this stock paynment until they cease to be a Director
or until such other date as the Director elects. Deferred stock paynents are
credited as stock units to a separate deferred conpensation account. At the
end of the deferral period, the Director will be paid for the stock units in
our Comon Stock or the equivalent value in cash based upon the narket val ue
of our Common Stock at that tine.

TERM NATI ON OF EMPLOYMENT AND CHANGE OF CONTROL ARRANGEMENTS

We have entered into individual severance benefit agreenents with thirty-six
of our enpl oyees to provide benefits after a change of control of our Conpany,
if their enploynent is subsequently terninated by our Conpany without “cause,”
as defined in the agreements, or by the enployees with “good reason,” as
defined in the agreenents.

Three different tiers of these agreenents exist. The agreenments provide that,
if wwthin three years after the occurrence of a change of control, the

enpl oyee is term nated by our Conpany wi thout cause, or the enployee

term nates enploynent with our Conpany for good reason, the enployee is
entitled to the foll ow ng:

e 299.9 percent for a “Tier 1" participant, 200 percent for a “Tier 2"
partici pant, and 100 percent for a “Tier 3" participant, of the sumof the
hi ghest annual rate of base salary paid to the enployee during the three-
year period i mediately preceding the change of control and the highest
annual bonus paid to such individual during such three-year period;

e 200 percent of the annual contribution to the enpl oyee’s cash bal ance
pensi on pl an;

e the present value of the cost to provide welfare benefits under our
Conpany’s life insurance, health, dental, disability, and other welfare
plans for a period of three years follow ng term nation; and

e a prorated portion of the target annual bonus in the year in which the
change of control occurred.

In addition, if any anpbunts paid to a Tier 1 participant under his or her
agreenment, or otherwise in connection with his or her ternination, are subject
to the excise tax inposed under the Internal Revenue Code of 1986, as anended,
in connection with a change of control, our Conpany shall pay an additiona
amount called a Gross-Up Paynent equal to the anmpunt of any such excise taxes
and any state or federal taxes on the Gross-Up Paynment.

The Tier 2 and Tier 3 agreenents address the situation in which the anobunts
pai d under his or her agreenent, or otherwi se in connection with his or her
term nation, would be subject to the excise tax inposed under the Interna
Revenue Code of 1986, as anended, in connection with the change of control

If such paynents or benefits | ess such excise tax are |less than the nmaxi num
amount of the paynents or benefits which could otherwi se be payable to the

i ndi vidual w thout the inposition of the excise, then to the extent necessary
to elinmnate the inmposition of the excise tax (a) such cash paynent and
benefits shall first be reduced if necessary, to zero and (b) all other non-
cash paynents and benefits shall not be reduced.

We have entered into Tier 1 agreenents with Messrs. Croner, Gannon, Haffey,
Mel dahl, Pederson, and three other executive officers of our Conpany. In
addition, we have entered into Tier 2 agreenents with five individuals and
Tier 3 agreements with twenty-three individuals.

Pursuant to the Tier 1 agreenents and based on estinmates prepared using
current data, Messrs. Gannon, Haffey, Ml dahl, and Pederson would be entitled
to paynents of approxi mately $4, 100, 000; $1, 700, 000; $2, 900, 000; and

$1, 900, 000, respectively, if their respective enploynent is termnated in
connection with, or within 36 nonths followi ng, the change of control, and M.
Cromer is entitled to a change of control paynment of approxinmtely $1, 900, 000
as a result of his Decenber 8, 2000 resignation as an executive officer of our
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Conpany. The three other executive officers who are party to a Tier 1
agreenent with our Conpany would be entitled to an aggregate paynent of

approxi mately $3, 700,000 if the enploynent of each such individual were to be
termnated in connection with, or within 36 nmonths foll ow ng, the change of
control. The five individuals who are party to a Tier 2 agreenment woul d be
entitled to an aggregate paynent of approxi mately $2,400,000 if the enpl oynment
of each such individual were to be terminated in connection with, or within 36
nont hs foll owi ng, the change of control. |In addition, the twenty-two

i ndi viduals who are party to a Tier 3 agreenment with our Conpany woul d be
entitled to an aggregate paynent of approxi mately $4,400,000 if the enpl oynment
of each such individual were to be terminated in connection with, or within 36
nont hs foll owi ng, the change of control

Pursuant to the terns of the purchase agreenent, NorthWstern has agreed to
honor those individual change of control severance agreenments and to assune
all liability for any anmpbunts or benefits due thereunder for enployees who
remain with the utility. However, NorthWstern has not assuned the
obligations under the individual change of control severance agreenment of any
enpl oyee of our Conpany who is an enpl oyee of Touch America prior to the
restructuring or who transfers to Touch Anerica in connection with the
restructuring. It is anticipated that Messrs. Gannon, Ml dahl, and Pederson
as well as two additional holders of a Tier 1 agreenent, one holder of a Tier
2 agreenent, and thirteen holders of Tier 3 agreenents, will be enployed by
Touch Anerica following the restructuring. Wile Touch Anerica will assune

t hese obligations pursuant to the individual change of control severance
agreenents with respect to these enpl oyees, the transfer of these enployees to
Touch Anerica will not constitute a termnation of their enploynent for

pur poses of these individual change of control severance agreenents.

| TEM 12. SECURI TY OMNERSHI P OF CERTAI N BENEFI CI AL OANERS AND
MANAGEMVENT

(a) 5 PERCENT BENEFI Cl AL OMNNERS

Amount and
Title of Name and Address of Nat ur e of Percent of
d ass Benefi ci al Oaner Owner shi p® d ass

$6. 875 Lehnman Brothers Hol dings, Inc.® 50,420 shares
Series 3 Wrld Financial Center of $6.875
Preferred New Yor k, NY 10285 Series 8.7
St ock

Janus Capital Corporation? 5, 633, 810

100 Fillnore Street shar es of
Common St ock Denver, CO 80206-4923 Conmon St ock 5.3

!on February 14, 2000, Lehman Bothers Hol dings, Inc., a broker/deal er

regi stered under Section 15 of the Securities Exchange Act of 1934, filed a
schedul e 13G report with the Securities and Exchange Comm ssion reporting their
ownershi p of Preferred Stock, $6.875 Seri es.

2n February 15, 2001, Janus Capital Corporation, an |nvestment Adviser

regi stered under Section 203 of the Investnent Advisers Act of 1940, and Thomas
H Bailey, a 12.2% owner and Chairman of the Board of Janus Capital

Corporation, filed a joint Schedule 13G report with the Securities and Exchange
Conmi ssion reporting their ownership of shares of our Comon Stock

3These securities were acquired in the ordinary course of business and were not
for the purpose of having an effect on changing or influencing the control of
The Mont ana Power Conpany and were not acquired in connection with, or as a
participant in, any transaction having such purpose or effect.
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(b) DI RECTORS' AND EXECUTI VE OFFI CERS' STOCK OWNERSHI P

The followi ng tabl e shows the nunber of shares owned on February 1, 2001, by
each of the directors and named executive officers listed in the Sumary
Conpensation Table and by all of the directors and executive officers as a

group.
Nurmber of Shares Beneficially Oaned

Name of Oaner Comon Preferred % of C ass

Tucker Hart Adans (1) (8) 4,723 0 *
Alan F. Cain (2)(8) 7,717 0 *
John G Connors (8) 24,570 0 *
R D. Corette (8) 11, 369 0 *
Richard F. Croner (3)(9)(10) 116, 621 250 *
Kay Foster (4)(8) 11, 348 0 *
Robert P. Gannon (5)(9) (10) 187, 489 0 *
Jack D. Haffey (9) (10) 89, 237 0 *
John R Jester (8) 11, 985 0 *
Carl Lehrkind I'll (6) 18, 322 0 *
M chael Meldahl (9) (10) (12) 92, 830 4 *
Deborah D. McWi nney (8) 6, 025 0 *
Jerrold P. Pederson (9)(10) 142, 782 0 *
Nobl e E. Vosburg (7)(8) 10, 222 0 *
M chael E. Zinmerman (9) (10) 69, 372

Al Directors and Executive
Oficers as a Goup (22 in
Nunber) (11) 1, 093, 103 254 1.05%

*Less than 1 percent of each class of Conmobn and Preferred.
(1) I'ncl udes 96 shares of Conmon Stock held by Dr. Adans’ spouse.

(2) Includes 27 shares of Common Stock owned by M. Cain’s spouse for which
M. Cain disclains beneficial ownership.

(3)Includes 2,668 shares of Commobn Stock held by M. Croner’s spouse for which
he di scl ai ns beneficial ownership; 179 shares of Comobn Stock held in a
custodi an account for his granddaughter for which M. Croner is the
custodi an and for which he has voting and investnent power; and 250 units
of the Quarterly Incone Preferred Stock (QUIPS), Series A issued by Mntana
Power Capital 1, a subsidiary of The Montana Power Conpany. These units do
not have voting rights with respect to The Montana Power Conpany. M.
Cromer resigned as an executive officer on Decenber 8, 2000.

(4) I ncl udes 324 shares of Common Stock held by Ms. Foster’s spouse.

(5) I ncl udes 33,439 shares held by M. Gannon’s spouse, 75 shares held by M.
Gannon’s son and 125 shares held by M. Gannon’'s daughter for which M.
Gannon di scl ai ns beneficial ownership.

(6) I ncl udes 2,200 shares of Common Stock held by the Trustee for Lehrkind's,
Inc., Profit Sharing Plan #2 for which M. Lehrkind is a beneficiary and for
whi ch he has shared voting and i nvest nent power; and 9,130 shares of Conmobn
Stock held by Lehrkind's, Inc., for which he has shared voting and
i nvest ment power .

(7)I'ncludes 268 shares of Common Stock held by M. Vosburg' s spouse for which
M. Vosburg disclains beneficial ownership.
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(8) I ncludes deferred stock units held in the Non-Enpl oyee Directors’ Stock
Conpensation Pl an:

Adans - 4,541,

Cain - 5,742;

Connors - 1, 958;

Corette - 5,543,

Foster - 5,182;

Jester - 8, 985;

MeWhi nney - 960; and

Vosburg - 5, 205.

The hol ders of these units have no voting or investnent power.

SFSFSESF

(9) Includes shares in the 401(k) Retirenent Savings Plan attributable to
contributions by us and the enpl oyee as foll ows:

Cromer - 12, 746,

Gannon - 18, 643;

Haffey - 15,477;

Mel dahl - 9, 501;

Pederson - 17,682; and

Zi mrer man - 7, 920.

SSRSSE

(10)Inc| udes option shares exercisable within 60 days of Decenber 31, 2000:
Cromer — 90, 626;

Gannon — 121, 650;

Haffey - 61, 334;

Mel dahl - 64, 150;

Pederson - 117,500; and

Zi mrer man - 55, 762.

55333

(11) I ncl udes 141, 012 shares held for executive officers in the 401(k) Retirenent

Savi ngs Pl an; 698,924 option shares exercisable within 60 days of Decenber
31, 2000.

(12) I ncl udes 4 shares of the $6.00 Series Preferred Stock.

| TEM 13. CERTAI N RELATI ONSH PS AND RELATED TRANSACTI ONS
None.

PART |V

| TEM 14. EXH BI TS, FI NANCI AL STATEMENT SCHEDULES, AND REPORTS ON
FORM 8- K

(a) Pl ease refer to Item8, “Financial Statenents and Suppl enentary Data,”

for a conplete listing of all consolidated financial statenents and
financi al statenent schedul es.
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(b)

We filed the following reports on Form 8-K

Dat e

Subj ect

Cct ober 6, 2000

Cct ober 25, 2000

Novenber

15, 2000

Item7 Exhibits. Excerpt of Press Rel ease dated
Cct ober 2, 2000, “Montana Power To Sell Wility to
Nort hWestern Corporation for $1.1 Billion.”

Iltem5. Qher Events. Discussion of Third
Quarter Net I|ncone.

Item7 Exhibits. Prelimnary Consolidated
Statenents of Incone for the Quarters Ended

Sept enber 30, 2000 and 1999 and for the N ne
Mont hs Ended Sept enber 30, 2000 and 1999.
Prelim nary Continuing Operations Schedul e of
Revenues and Expenses for the Quarters Ended
Sept enber 30, 2000 and 1999 and for the N ne
Mont hs Ended Sept enber 30, 2000 and 1999.
Prelim nary Discontinued Qperations Listing of
Incone for the Quarters Ended Septenber 30, 2000
and 1999 and for the N ne Months Ended Septenber
30, 2000 and 1999.

Item 2. Disposition of Properties. Disposition
of Gl and Natural Gas Businesses.
Item 7. Exhibits. Excerpt from Press Rel ease

dat ed Cctober 31, 2000, “Montana Power Conpl etes
Sale of Q| and Gas Business.”
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| TEM 14. EXH BI TS, FI NANCI AL STATEMENT SCHEDULES, AND REPORTS ((CONTI NUED)

(c) Exhibits

2(a)

2(b)

3(a)
3(a) (1)

3(a)(2)
3(a) (3)

3(b)
3(b) (1)
3(b)(2)
3(b) (3)

4(a)
4(b)
4(c)
4(d)
4(e)
4(f)
4(9)
4(h)
4(i)
4()
4(k)
4(1)
4(m
4(n)
4(0)
4(p)
4(q)
4(r)
4(s)

Asset Purchase Agreenent

Anendnent No. 1 to the Asset
Pur chase Agreenent

Anendnent No. 2 to the Asset
Pur chase Agreenent

Restated Articl es of

I ncorporation, as anended

Articles of Amendnent to the
Restated Articles of |ncorporation
Articles of Amendnent to the
Restated Articles of |ncorporation
Anmendnent to the Articles of

I ncorporation

By-| aws, as adopted dated August
22, 1995

Anendnent to By-laws dated August
27, 1996

Anendnent to By-laws dated May 12
1997

Anendnent to By-laws dated
Decenber 9, 1997

Mort gage and Deed of Trust

Fi rst Suppl enental |ndenture
Second Suppl emrental | ndenture
Third Suppl emrental | ndenture
Fourth Suppl emental |ndenture

Fi fth Suppl enental |ndenture

Si xth Suppl enental |ndenture
Sevent h Suppl enental |ndenture

Ei ght h Suppl enental | ndenture

Ni nt h Suppl enental |ndenture
Tenth Suppl emental | ndenture

El eventh Suppl enental | ndenture
Twel fth Suppl enental |ndenture
Thirteenth Suppl enental |ndenture
Fourt eenth Suppl enental |ndenture
Fi fteenth Suppl enental |ndenture
Si xt eent h Suppl enental | ndenture
Sevent eent h Suppl enental |ndenture
Ei ght eenth Suppl enental |ndenture

Instruments defining the rights of
which are not required to be filed with the Conm ssion wll

I ncorporation by Reference

Pr evi ous
Pr evi ous Exhi bi t
Filing Desi gnati on

1- 4566 2(a)
Form 8-K
Dat ed
Novenber 2,
1998
1- 4566 2(a)
Form 8-K
Dat ed
Novenber 2,
1998
1- 4566 2(b)
Decenber 17,
1999
Form 8-K
33-56739 3(a)
1- 4566 3(a) (1)
1- 4566 3
August 16,
1999 Form
10-Q
1- 4566 3(b)
1- 4566 3(b)
1- 4566 3(b)
2-5927 7(e)
2-10834 4(e)
2-14237 4(d)
2-27121 2(a)-5
2-36246 2(a)-6
2- 39536 2(a)-7
2-49884 2(a)-8(a)
2-52268 2(a)-9
2-53940 2(a)-10
2- 55036 2(a)-11
2- 63264 2(a)-12
2- 86500 2(a)-13
33-42882 4(c)
33-55816 4(a)- 14
33- 64576 4(c)
33- 64576 4(d)
33-50235 99( a)
33-56739 99( a)
33-56739 99( b)

hol ders of

furnished to the Comm ssion upon request.
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| TEM 14. EXH BI TS, FI NANCI AL STATEMENT SCHEDULES, AND REPORTS ((CONTI NUED)

4(t)

4(u)
10(a) (i)

10(a) (i i)
10(a) (iii)

10(a) (i v)

10(a) (i v)

10(a) (v)

10(a) (vi)

10(a) (vii)

10(a) (viii)

10(a) (i x)

Ri ghts Agreenent dated as of
June 6, 1989, between The Montana
Power Conpany and First Chicago
Trust Conpany of New York, as

Ri ghts Agent

Anendnent to Rights Agreenent
dated March 2, 1999

Benefit Restoration Plan for
Seni or Managenent Executives and
Board of Directors

Def erred Conpensation Plan for
Non- Enpl oyee Directors

Long- Term I ncenti ve Stock

Onner ship Pl an

Anended Long-Term I ncentive Plan

The Montana Power Conpany Enpl oyee
St ock Oanership Plan (Revised)
Term nati on Conpensati on
Agreenents with Senior Managenent
Executi ves

Col strip Unit #3 Wiol esal e
Transm ssi on Service Agreenent
(Exhibit F-1 to the Asset Purchase
Agr eenent)

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

Generation Interconnection
Agreenent ((Exhibit Gto the Asset
Pur chase Agreenent)

Equity Contribution Agreenent
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I ncorporation by Reference

Pr evi ous
Filing

Pr evi ous
Exhi bi t
Desi gnhati on

33- 42882

1- 4566
33- 42882

33- 42882

1- 4566
1992

Form 10-K
1- 4566
August 16,
1999

Form 10- Q
33-28096

1- 4566
1996

Form 10- K
1- 4566
Form 8-K
Dat ed
Novenber 2,
1998

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

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

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

4(d)

99( a)
10(a) (i)

10(a) (i i)
10(a) (iii)

10

4(c)

10(a) (v)

10(a)

10(b)

10(c)

10(d)



| TEM 14. EXH BITS, FI NANCI AL STATEMENT SCHEDULES, AND REPORTS ( CONTI NUED)

10(b)

10(b) (i)

10(b) (i i)

10(b) (iii)

10(c)

I ncorporation by Reference
Previ ous
Exhi bi t

Desi gnhati on

Pr evi ous
Filing

St ock and Asset Purchase Agreenent
(relating to the divestiture of
our oil and natural gas

busi nesses) dated as of August 25,
2000 anong Entech, Inc., a Mntana
corporation and a whol Iy owned
subsi diary of the Registrant;

Al tana Expl oration Conpany, a

Mont ana cor poration and a whol ly
owned subsidiary of Entech
PanCanadi an Petroleum Linmted, a
Canadi an corporation; and
PanCanadi an Energy, Inc., a

Del aware corporation and a whol |y
owned subsi diary of PanCanadi an
Pet r ol eum

St ock and Asset Purchase (relating
to the divestiture of our coa

busi ness) dated as of

Sept enber 15, 2000 between Entech
Inc., a Montana corporation and a
whol | y owned subsidiary of the
Regi strant; and Westnorel and Coal
Conpany, a Del aware corporation.

St ock and Asset Purchase (relating
to the divestiture of our

i ndependent power busi ness) dated
as of Septenber 19, 2000 between
Entech, Inc., a Mntana
corporation and a whol |y owned
subsidiary of the Registrant; and
BBl Power Corporation, a Del aware
corporation.

St ock and Asset Purchase (relating
to the divestiture of our electric
and natural gas utility

busi nesses) dated as of

Sept enber 29, 2000 anong the

Regi strant, a Montana corporati on;
Touch Anerica Holdings, Inc., a
Del awar e corporation and an
affiliate of the Registrant; and
Nort hWest ern Corporation, a

Del awar e corporation

Partici pati on Agreenents anong
United States Trust Conpany of New
Yor k, Burnham Leasi ng Cor porati on,
and SCE (New York) Associ ates,
Certain Institutions, The Mntana
Power Conpany and Bankers Trust
Conpany

Statenment Re Conputation of Ratio
of Earnings to Fixed Charges
Subsi di ari es of the Registrant
Consent of |ndependent Accountants
Fi nanci al Data Schedul e

Ni net eent h Suppl enental |ndenture
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1- 4566
Novenber 14,
2000

Form 10- Q

10(a)

1- 4566
Novenber 14,
2000

Form 10- Q

10(b)

1- 4566
Novenber 14,
2000

Form 10- Q

10(c)

1- 4566
Novenber 14,
2000 Form
10-Q

10(d)

33- 42882 10( ¢)



THE MONTANA PONER COVPANY AND SUBSI DI ARI ES

SCHEDULE |1 - VALUATI ON AND QUALI FYI NG ACCOUNTS AND RESERVES
Col um A Col um B Colum C Col um D Col um E
Addi ti ons
Bal ance at Charged to Charged to Bal ance
begi nni ng costs and ot her at cl ose
Descri ption of period expenses accounts Deducti ons* of period
(Thousands of Dol | ars)
Year Ended:
Decenber 31, 2000
Reserves deducted in
bal ance sheet from
assets to which they
appl y:
Doubt ful accounts
Uility ............ $ 1,104 $ 151 $ - $ 91 $ 1,164
Nonutility ......... 1,001 9, 355 3,219 3, 283 10, 292
Total ............. $ 2,105 $ 9,506 $ 3,219 $ 3,374 $ 11, 456
Decenber 31, 1999
Reserves deducted in
bal ance sheet from
assets to which they
appl y:
Doubt ful accounts
Uility ............ $ 1,044 $ 2,010 $ - $ 1,950 $ 1,104
Nonutility ......... 862 187 (10) 38 1,001
Total ............. $ 1,906 $ 2,197 $ (10) $ 1,988 $ 2,105
Decenber 31, 1998
Reserves deducted in
bal ance sheet from
assets to which they
appl y:
Doubt ful accounts
Uility ............ $ 984 $ 1,749 $ - $ 1,689 $ 1,044
Nonutility ......... 827 182 (11) 136 862
Total ............. $ 1,811 $ 1,931 $ (11) $ 1,825 $ 1,906

* Deductions are of the nature for which the reserves were created.
doubt f ul

the reserve for

accounts,

deductions from this

recoveries of anounts previously witten off.
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Si gnat ur es

Pursuant to the requirenents 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 undersi gned, thereunto duly authorized.

THE MONTANA PONER COVPANY

(Regi strant)

By /s/ R P. Gannon

R P. Gannon
(Chai rman of the Board)

Dated: April 6, 2001

Pursuant to the requirenents of the Securities Exchange Act of 1934, this
report has been signed below by the following persons on behalf of the
registrant and in the capacities and on the dates indicated.

Si gnat ur e Title Dat e
/s/ Robert P. Gannon Princi pal Executive April 6, 2001
Robert P. Gannon Oficer and Director

(Chi ef Executive Oficer)

/sl J. P. Pederson Princi pal Financial and April 6, 2001
J. P. Pederson Accounting O ficer and
(Vice Chairman and Chi ef Director

Fi nancial O ficer)

/sl Tucker Hart Adans Di rector April 6, 2001
Tucker Hart Adans

/sl Alan F. Cain Di rector April 6, 2001
Alan F. Cain
/sl John G Connors Di rector April 6, 2001

John G Connors

/sl R D. Corette Di rector April 6, 2001
R D. Corette

/' s/ Kay Foster Di rector April 6, 2001
Kay Foster
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/sl John R Jester

John R Jester

/sl Carl Lehrkind I1]

Carl Lehrkind 111

/'s/ Deborah D. MW nney

Deborah D. MW nney

/sl N. E. Vosburg

N. E. Vosburg

Director

Director

D rector

Director
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EXHI BI T | NDEX

Exhibit 12

St at ement Regardi ng Conputation of Ratio of Earnings to Fixed Charges

Exhi bit 21
Subsi di ari es of the Registrant

Exhi bit 23
Consent of |ndependent Accountants

Exhi bit 27
Fi nanci al Data Schedul e

Exhi bit 99

Ni net eent h Suppl enental |ndenture
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Conputation of Ratio of Earnings to Fixed Charges
(Thousands of Dol | ars)

Net | ncone

I nconme Taxes

Fi xed Charges:
I nt erest
Anortization of Debt Discount,
Expense and Prem um
Rental s

Ear ni ngs Before | nconme Taxes
and Fi xed Charges

Rati o of Earnings to Fixed
Char ges

THE MONTANA PONER COMPANY

Exhi bit 12

Year Ended Decenber 31

2000 1999 1998 1997 1996
$ 70,547 $ 96, 955 $122,837 $ 76,929 $ 77,522
33,598 30, 830 66, 843 48, 585 54, 807
$104, 145 $127,785 $ 189, 680 $ 125,514 $ 132, 329
$ 45,016 $ 49,731 $ 66, 766 $ 62,072 $ 51,244
823 1, 269 1, 556 1,538 1,610
29, 054 34, 682 34,625 34, 395 34, 166
$ 74,893 $ 85,682 $102, 947 $ 98,005 $ 87,020
$179, 038 $ 213, 467 $ 292, 627 $ 223,519 $ 219, 349
2. 39x 2. 49x 2. 84x 2. 28x 2. 52x
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SUBSI DI ARI ES OF REQ STRANT Exhi bit 21

Per cent age of Voting
Securities Omed
by Regi strant

Canadi an- Mont ana Pi pe Li ne Company 100
An Al berta Corporation

Col strip Comunity Services Conpany 100
A Mont ana Cor poration

Mont ana Power Capital 1 100
A Mont ana Cor poration

MPC Natural Gas Fundi ng Trust 100
A Mont ana Cor poration

Mont ana Power Servi ces Conpany 100
A Mont ana Cor poration

One Call Locators, Ltd. 100
A Mont ana Cor poration

Di scovery Energy Sol utions, Inc. 100
A Mont ana Cor poration

Touch Anerica Hol di ngs, Inc. 100
A Del awar e Corporation

The Montana Power, LLC 100
A Mont ana Cor poration

Entech LLC 100
A Mont ana Cor poration

Ent ech, Inc. 100
A Mont ana Cor poration

Continental Energy Services, Inc. 100
A Mont ana Cor poration

EMPECO, I nc. 100
A Mont ana Cor poration
(A whol | y-owned subsi di ary of Continental
Energy Services, Inc.)

EMPECO |V, Inc. 100
A Mont ana Cor poration
(A whol | y-owned subsi di ary of Continental
Energy Services, Inc.)

Mont ana Energy I nc. 100
A Mont ana Cor poration
(A whol | y-owned subsi di ary of Continental
Energy Services, Inc.)

CES International, Inc. 100
A Cayman |sl ands Corporation
(A whol | y-owned subsi di ary of Continental
Energy Services, Inc.)
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SUBSI DI ARI ES OF REQ STRANT Exhi bit 21

Per cent age of Voting
Securities Omed
by Regi strant

PAK Energy, LLC 100
A Cayman Islands Linmted Life Corporation
(A whol | y-owned subsidiary of CES International,
Inc., except 1% held by Mntana Energy, Inc.)

ECI Energy, Ltd. 50
A Del awar e Corporation
Investnment in English Partnership in a
Gas-fired Cogeneration Project
(A 47.5% owned subsidiary of Continental
Energy Services, Inc.)

Enserch Devel oprment Corporation One, Inc. 100
A Del aware Corporation
(A whol |y owned subsidiary of Continental
Energy Services, Inc.)

Mont ana Gri nes County, Inc. 100
A Mont ana Cor poration
(A whol | y owned subsidiary of Continental
Energy Services, Inc.)

Mont ana Grines Frontier, Inc. 100
A Mont ana Cor poration
(A whol |y owned subsidiary of Continental
Energy Services, Inc.)

West ern Energy Conpany 100
A Mont ana Cor poration

Western SynCoal LLC 100
(A Whol | y-owned subsidiary of Western Energy Conpany)

Nor t hwest ern Resour ces Co. 100
A Mont ana Cor poration

Tetrageni cs Conpany 100
A Mont ana Cor poration

New Horizon Technol ogi es Energy Services, LLC 50.5
A Mont ana Cor poration
(A 50.5% owned subsidiary of Tetrageni cs Conpany)

Touch Anmerica, Inc. 100
A Mont ana Cor poration

Touch Anmerica Intangi bl e Hol di ng Conpany, LLC 100
A Del aware Corporation
(A whol | y-owned subsidiary of Touch Anerica, Inc.)

Touch America Purchasi ng Conpany, LLC 100
A Del aware Corporation
(A whol | y-owned subsidiary of Touch Anerica, Inc.)

Touch America Services Goup, Inc. 100

A Del aware Corporation
(A whol | y-owned subsidiary of Touch Anerica, Inc.)
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SUBSI DI ARI ES OF REQ STRANT Exhi bit 21

Per cent age of Voting
Securities Omed
by Regi strant

Touch America Services, Inc. 100
A Del aware Corporation
(A whol | y-owned subsi diary of Touch America, Inc.)

Basi n Resources, Inc. 100
A Col orado Corporation

Hori zon Coal Services, Inc. 100
A Mont ana Cor poration

North Central Energy Conpany 100
A Col orado Corporation

Not e: The above listed conpanies are included in the Consolidated
Fi nanci al Statements of the registrant.
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CONSENT OF | NDEPENDENT ACCOUNTANTS Exhi bit 23

We hereby consent to the incorporation by reference in the Prospectuses
constituting part of the Registration Statenents on Form S-3 (No. 33-43655,
333-28877, 33-32275, 33-55816, 333-14369, 333-14369-01, and 333-17181), and to
the incorporation by reference in the Registration Statenents on Form S-8 ( No.
333-59573, 33-24952 and 33-28096), of our report dated February 21, 2001
appearing on page 51 of The Montana Power Conpany’s Annual Report on Form 10-K
for the year ended Decenber 31, 2000.

/sl Pricewat er houseCoopers LLP

Portl and, Oregon
April 9, 2001
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THE MONTANA POWER COMPANY

TO

THE BANK OF NEW Y ORK

AND

DOUGLAS J. MACINNES

As Trustees under The Montana
Power Company’s Mortgage and
Deed of Trust, dated as of
October 1, 1945

NINETEENTH SUPPLEMENTAL INDENTURE

Providing, among other things, for
First Mortgage Bonds, 0% Series due 1999

Dated as of December 16, 1999

Exhi bit 99



NINETEENTH SUPPLEMENTAL INDENTURE

NINETEENTH SUPPLEMENTAL INDENTURE, dated as of December 16,
1999, between THE MONTANA POWER COMPANY/, a corporation of the State of Montana
(successor by merger to The Montana Power Company, a corporation of the State of New
Jersey), whose post office address is 40 East Broadway, Butte, Montana 59701 (hereinafter
sometimes called the Company), and THE BANK OF NEW Y ORK, a corporation of the State of
New Y ork, whose principal corporate trust officeislocated at 101 Barclay Street, New Y ork,
New Y ork, 10286 (successor to Morgan Guaranty Trust Company, formerly Guaranty Trust
Company of New Y ork, hereinafter sometimes called the Corporate Trustee) and DOUGLAS J.
MACINNES (successor to Arthur E. Burke, Karl R. Henrich, H.H. Gould, R. Amundsen, P.J.
Crowley and W.T. Cunningham, said Douglas J. Maclnnes being hereinafter sometimes called
the Co-Trustee, and the Corporate Trustee and the Co-Trustee being hereinafter together
sometimes called the Trustees), as Trustees under the Mortgage and Deed of Trust, dated as of
October 1, 1945 (hereinafter called the Mortgage and, together with any indentures supplemental
thereto, hereinafter sometimes called the Indenture), which Mortgage was executed and delivered
by The Montana Power Company, a corporation of the State of New Jersey (hereinafter
sometimes called the Company—New Jersey) to Guaranty Trust Company of New Y ork and
Arthur E. Burke, to secure the payment 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
instrument (hereinafter called the Nineteenth Supplemental Indenture) being supplemental
thereto;

WHEREAS, the Mortgage was or isto be recorded in the official records of
various counties in the states of Montana, Idaho and Wyoming, which counties include or will
include all counties in which this Nineteenth Supplemental Indentureisto be recorded; and

WHEREAS, by the Mortgage, the Company—New Jersey covenanted that it
would execute and deliver such supplemental indenture or indentures and such further
instruments and do such further acts as might be necessary or proper to carry out more effectually
the purposes of the Indenture and to make 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 Company—New Jersey executed and delivered to the Trustees
its First Supplemental Indenture, dated as of May 1, 1954 (hereinafter called the First
Supplemental Indenture); and its Second Supplemental Indenture, dated as of April 1, 1959
(hereinafter called the Second Supplemental Indenture); and

WHEREAS, the Company—New Jersey was merged into the Company on
November 30, 1961, and to evidence the succession of the Company to the Company—New



Jersey and the assumption by the Company of the covenants and conditions of the Company—
New Jersey in the bonds and in the Indenture contained and to enable the Company to have and
exercise the powers and rights of the Company—New Jersey under the Indenture in accordance
with the terms thereof, the Company executed and delivered to the Trusteesits Third
Supplemental Indenture, dated as of November 30, 1961 (hereinafter called the Third
Supplemental Indenture); and

WHEREAS, the Company executed and delivered to the Trustees its Fourth
Supplemental Indenture, dated as of April 1, 1970 (hereinafter called the Fourth Supplemental
Indenture); its Fifth Supplemental Indenture, dated as of April 1, 1971 (hereinafter called the
Fifth Supplementa Indenture); its Sixth Supplemental Indenture, dated as of March 1, 1974
(hereinafter called the Sixth Supplemental Indenture); its Seventh Supplemental Indenture, dated
as of December 1, 1974 (hereinafter called the Seventh Supplemental Indenture); its Eighth
Supplemental Indenture, dated as of July 1, 1975 (hereinafter called the Eighth Supplemental
Indenture); its Ninth Supplemental Indenture, dated as of December 1, 1975 (hereinafter called
the Ninth Supplemental Indenture); its Tenth Supplemental Indenture, dated as of January 1,
1979 (hereinafter called the Tenth Supplemental Indenture); its Eleventh Supplemental
Indenture, dated as of October 1, 1983 (hereinafter called the Eleventh Supplemental Indenture);
its Twelfth Supplemental Indenture, dated as of January 1, 1984 (hereinafter called the Twelth
Supplemental Indenture); its Thirteenth Supplemental Indenture, dated as of December 1, 1991
(hereinafter called the Thirteenth Supplemental Indenture); its Fourteenth Supplemental
Indenture, dated as of January 1, 1993 (hereinafter called the Fourteenth Supplemental
Indenture); its Fifteenth Supplemental Indenture, dated as of March 1, 1993 (hereinafter called
the Fifteenth Supplemental Indenture); and its Sixteenth Supplemental Indenture, dated as of
May 1, 1993 (hereinafter called the Sixteenth Supplemental Indenture); its Seventeenth
Supplemental Indenture, dated as of December 1, 1993 (hereinafter called the Seventeenth
Supplemental Indenture); and its Eighteenth Supplemental Indenture, dated as of August 5, 1994
(hereinafter called the Eighteenth Supplemental Indenture); and

WHEREAS, the First, Second, Third, Fourth, Fifth, Sixth, Seventh, Eighth, Ninth,
Tenth, Eleventh, Twelfth, Thirteenth, Fourteenth, Fifteenth, Sixteenth, Seventeenth and
Eighteenth Supplemental Indentures were or are to be recorded in the official records of various
counties in the states of Montana, Idaho and Wyoming, which counties include al countiesin
which this Nineteenth Supplemental Indenture isto be recorded; and

WHEREAS, an instrument dated March 15, 1955 was executed by the
Company—New Jersey appointing Karl R. Henrich as Co-Trustee in succession to said Arthur E.
Burke, resigned, under the Mortgage 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, Idaho and Wyoming; and

WHEREAS, an instrument dated June 29, 1962 was executed by the Company
appointing H.H. Gould as Co-Trustee in succession to said Karl R. Henrich, resigned, under the
Mortgage and by H.H. Gould accepting the appointment as Co-Trustee under the Mortgage in
succession to said Karl R. Henrich, which instrument was recorded in various countiesin the



states of Montana, Idaho and Wyoming; and

WHEREAS, an instrument dated June 22, 1973 was executed by the Company
appointing R. Amundsen as Co-Trustee in succession to said H.H. Gould, resigned, under the
Mortgage and by R. Amundsen accepting the appointment as Co-Trustee under the Mortgage in
succession to said H.H. Gould, which instrument was recorded in various counties in the states of
Montana, Idaho and Wyoming; and

WHEREAS, an instrument dated July 1, 1986 was executed by the Company
appointing P.J. Crowley as Co-Trustee in succession to said R. Amundsen, resigned, under the
Mortgage and by P.J. Crowley accepting the appointment as Co-Trustee under the Mortgage in
succession to said R. Amundsen, which instrument was recorded in various counties in the states
of Montana, Idaho and Wyoming; and

WHEREAS, the Eighteenth Supplemental Indenture, dated August 5, 1994, was
executed by the Company appointing (i) W.T. Cunningham as Co-Trustee in succession to said
P.J. Crowley, resigned, under the Mortgage and by W.T. Cunningham accepting the appointment
as Co-Trustee under the Mortgage in succession to said P.J. Crowley and (ii) The Bank Of New
Y ork as Corporate Trustee in succession to Morgan Guaranty Trust Company of New Y ork,
resigned, under the Mortgage and by The Bank Of New Y ork accepting the appointment as
Corporate Trustee under the Mortgage in succession to said Morgan Guaranty Trust Company of
New Y ork, which supplemental indenture was recorded in various counties in the states of
Montana, Idaho and Wyoming; and

WHEREAS, an instrument dated March 29, 1999 was executed by the Company
appointing Douglas J. Maclnnes as Co-Trustee in succession to said W.T. Cunningham, resigned,
under the Mortgage and by Douglas J. Maclnnes accepting the appointment as Co-Trustee under
the Mortgage in succession to said W.T. Cunningham, which instrument was recorded in various
countiesin the states of Montana, Idaho and Wyoming; and

WHEREAS, in addition to the property described in the Mortgage, the Company
has acquired certain other property, rights and interests in property; and

WHEREAS, the Company—New Jersey or the Company has heretofore issued, in
accordance with the provisions of the Mortgage, the following series of First Mortgage Bonds:

Principal Amount Principal Amount
Series Issued Outstanding
2-7/18% Seriesdue 1975.........ccccvevveeennnne $40,000,000 NONE
3-1/8% Seriesdue 1984............ccecveuennee. 6,000,000 NONE
4-1/2% Series due 1989..........ccccevvenenenn. 15,000,000 NONE
8-1/4% Seriesdue 1974..........ccccevveneneee. 30,000,000 NONE

7-1/2% Seriesdue 2001...........cccecervrnnene. 25,000,000 $25,000,000



8-5/8% Seriesdue 2004..............ccoceuruene. 60,000,000 NONE

8-3/4% Seriesdue 1981...........cccoovenene. 30,000,000 NONE
9.60% Seriesdue 2005............ccccoveeennne 35,000,000 NONE
9.70% Seriesdue 2005............ccccevveernnne 65,000,000 NONE
9-7/8% Series due 2009...........cc.coreernnne. 50,000,000 NONE
11-3/4% Seriesdue 1993...........cc.ccceruenen 75,000,000 NONE
10/10-1/8% Series due 2004/2014 .......... 80,000,000 NONE
8-1/8% Seriesdue 2014...........ccccveernene. 41,200,000 NONE
7.70% Seriesdue 1999...........ccoovveeennne 55,000,000 NONE
8-1/4% Series due 2007 ............cccervrrenene 55,000,000 55,000,000
8.95% Seriesdue 2022.............cccecvnnee. 50,000,000 50,000,000
Secured Medium-Term Notes................ 128,000,000 88,000,000
7% Seriesdue 2005.........cccecevvveeceninnne 50,000,000 50,000,000
6-1/8% Seriesdue 2023 .............ccceeneee. 90,205,000 90,205,000
5.90% Seriesdue 2023.............cccevnrenene 80,000,000 80,000,000

which bonds are also hereinafter sometimes called bonds of the First through
Twentieth 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 Resolution of the Board of Directors of the Company
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 terms thereof, and may also contain 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 terms and conditions
upon which such bonds are to be issued and/or secured under the Indenture; and

WHEREAS, Section 120 of the Mortgage provides, anong other things, that any
power, privilege or right expressly or impliedly reserved to or in any way conferred upon the
Company by any provision of the Indenture, whether such power, privilege or right isin 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
Company may enter into any further covenants, limitations or restrictions for the benefit of any
one or more series of bonds issued thereunder, or the Company may cure any ambiguity
contained therein or in any supplemental indenture or may (in lieu of establishment by
Resolution as provided in Section 8 of the Mortgage) establish the terms and provisions of any
series of bonds other than said First Series, by an instrument in writing executed and
acknowledged by the Company in such manner as would be necessary to entitle a conveyance of



real estate to record in al of the states in which any property at the time subject to the lien of the
Indenture shall be situated; and

WHEREAS, the Company now desiresto create a new series of bonds and
(pursuant to the provisions of Section 120 of the Mortgage) to add to its covenants and
agreements contained in the Mortgage certain other covenants and agreements to be observed by
it and to alter and amend in certain respects the covenants and provisions contained in the
Indenture; and

WHEREAS, the execution and delivery by the Company of this Nineteenth
Supplemental Indenture, and the terms of the bonds of the Twenty-First Series, hereinafter
referred to, have been duly authorized by the Board of Directors of the Company by appropriate
Resolutions of said Board of Directors;

NOW THEREFORE, THIS INDENTURE WITNESSETH: That the Company,
in consideration of the premises and of $1.00 to it duly paid by the Trustees at or before the
ensealing and delivery of these presents, the receipt whereof is hereby acknowledged, and in
further evidence of assurance of the estate, title and rights of the Trustees and in order further to
secure the payment of both the principal of the interest and premium, if any, on the bonds from
time to time issued under the Indenture, according to their tenor and effect and the performance
of all the provisions of the Indenture (including any modification made as in the Mortgage
provided) and of said bonds, and to confirm the lien of the Mortgage on certain after-acquired
property, hereby grants, bargains, sells, releases, conveys, assigns, transfers, mortgages, pledges,
sets over and confirms (subject, however, to Excepted Encumbrances as defined in Section 6 of
the Mortgage) unto Douglas J. Maclnnes and (to the extent of its legal capacity to hold the same
for the purposes hereof) to The Bank of New Y ork, 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 mixed, of the kind or nature specifically mentioned in the
Mortgage, as heretofore supplemented, or of any other kind or nature (whether or not located in
the State of Montana), acquired by the Company after the date of the execution and delivery of
Mortgage, as heretofore supplemented (except any herein or in the Mortgage, as heretofore
supplemented, expressly excepted), now owned or, subject to the provisions of subsection (1) of
Section 87 of the Mortgage, hereafter acquired by the Company (by purchase, consolidation,
merger, donation, construction, erection or in any other way) and wheresoever situated, including
(without in anywise limiting or impairing by the enumeration of the same the scope and intent of
the foregoing or of any general description contained in the Indenture) all lands, power sites,
flowage rights, water rights, water locations, water appropriations, ditches, flumes, reservoirs,
reservoir sites, canals, raceways, dams, dam sites, agueducts, and all other rights or means 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; al power houses, gas plants,
street lighting systems, standards and other equipment incidental thereto, telephone, radio and
television systems, air-conditioning systems and equipment incidental thereto, water works,
water systems, steam heat and hot water plants, substations, lines, service and supply systems,
bridges, culverts, tracks, ice or refrigeration plants and equipment, offices, buildings and other
structures and the equipment thereof; all machinery, engines, boilers, dynamos, electric, gas and



other machines, regulators, meters, transformers, generators, motors, electrical, gas and
mechanical appliances, conduits, cables, water, steam heat, gas or other pipes, gas mains and
pipes, service pipes, fittings, valves and connections, pole and transmission lines, wires, cables,
tools, implements, apparatus, furniture and chattels; all franchises, consents or permits; al lines
for transmission and distribution of electric current, gas, steam heat or water for any purpose
including towers, poles, wires, cables, pipes, conduits, ducts and all apparatus for use in
connection therewith; all real estate, lands, easements, servitudes, licenses, permits, franchises,
privileges, rights of way and other rightsin or relating to real estate or the occupancy of the same
and (except as herein or in the Mortgage, as heretofore supplemented, expressly excepted) all the
right, title and interest of the Company in and to all other property of any kind or nature
appertaining to and/or used and/or occupied and/or enjoyed in connection with any property
hereinbefore or in the Mortgage, as heretofore supplemented, described.

TOGETHER with al and singular the tenements, hereditaments, prescriptions,
servitudes and appurtenances belonging or in anywise appertaining to the aforesaid property or
any part thereof, with the reversion and reversions, remainder and remainders and (subject to the
provisions of Section 57 of the Mortgage) the talls, rents, revenues, issues, earnings, income,
product and profits thereof, and all the estate, right, title and interest and claim whatsoever, at
law as well as in equity, which the Company now has or may hereafter acquire in and to the
aforesaid property and franchises and every part and parcel thereof.

IT ISHEREBY AGREED by the Company that, subject to the provisions of
subsection (I) of Section 87 of the Mortgage, all the property, rights, and franchises acquired by
the Company (by purchase, consolidation, merger, donation, construction, erection or any other
way) after the date hereof, except any herein or in the Mortgage, as heretofore supplemented,
expressly excepted, shall be and are as fully granted and conveyed hereby and as fully embraced
within the lien hereof and the lien of the Mortgage, as supplemented, as if such property, rights
and franchises were now owned by the Company and were specifically described herein and
conveyed hereby.

PROVIDED that the following are not and are not intended to be now or hereafter
granted, bargained, sold, released, conveyed, assigned, transferred, mortgaged, hypothecated,
affected, pledged, set over or confirmed hereunder are hereby expressly excepted from the lien
and operation of the Mortgage, as supplemented, namely: (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 supplemented, or covenanted so to be; (2) merchandise, equipment,
apparatus, materials or supplies held for the purpose of sale or other disposition in the usual
course of business; fuel, oil and similar materials and supplies consumable in the operations of
any of the properties of the Company; all aircraft, tractors, rolling stock, trolley coaches, buses,
motor coaches, automobiles, motor trucks, and other vehicles and materials and supplies held for
the purpose of repairing or replacing (in whole or part) any of the same; (3) bills, notes and
accounts receivable, judgments, demands and chooses in action, and all contracts, leases and
operating agreements not specifically pledged under the Mortgage, as supplemented, or
covenanted so to be; the Company’s contractual rights or other interest in or with respect to tires
not owned by the Company; (4) the last day of the term of any lease or leasehold which may be



or become subject to the lien of the Mortgage, as supplemented; (5) electric, energy, gas, steam,
water, ice, and other materials or products generated, manufactured, produced, purchased or
acquired by the Company for sale, distribution or use in the ordinary course of its business; all
timber, minerals, minera rights and royalties and all Gas and Oil Production Property, as defined
in Section 4 of the Mortgage; (6) the Company’ s franchise to be a corporation; and (7) any
property heretofore released pursuant to any provisions of the Indenture and not heretofore
disposed of by the Company; provided, however, that the property and rights expressly excepted
from the lien and operation of the Mortgage, as supplemented, in the above subdivisions (2) and
(3) shall (to the extent permitted by law) cease to be so excepted in the event and as of the date
that either or both of the Trustees or areceiver or trustee shall enter upon and take possession of
the Mortgaged and Pledged Property in the manner provided in Article XI1I 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 mixed, granted,
bargained, sold, released, conveyed, assigned, transferred, mortgaged, pledged, set over or
confirmed by the Company as aforesaid, or intended so to be, unto DOUGLAS J. MACINNES
and (to the extent of itslegal 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 same purposes and upon the same terms,
trusts and conditions and subject to and with the same provisos and covenants as are set forth in
the Mortgage, as supplemented, this Nineteenth Supplemental Indenture being supplemental
thereto.

AND IT ISHEREBY COVENANTED by the Company that al the terms,
conditions, provisos, covenants and provisions contained in the Mortgage, as supplemented, shall
affect and apply to the property hereinbefore described and conveyed and to the estate, rights,
obligations and duties of the Company 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 same effect asif the said property had been owned at the time of
the execution of the Mortgage, and had been specifically and at length described in and conveyed
to the Trustees, by the Mortgage as a part of the property therein stated to be conveyed.

The Company further covenants and agrees to and with the Trustees and their
successors in said trust under the Indenture, as follows:

ARTICLE |

TWENTY-FIRST SERIES OF BONDS

Section 1
. There shall be a series of bonds designated "0% Series due 1999" (herein sometimes referred to
asthe "Twenty-First Series"), each of which shall also bear the descriptivetitle "First Mortgage
Bond", and the form thereof, which shall be established by Resolution of the Board of Directors
of the Company, shall contain suitable provisions with respect to the matters hereinafter in this



Section specified. Bonds of the Twenty-First Series shall mature on December 16, 1999, and
shall be authenticated as a fully registered bond in the denominations of $1.00 or integral
multiples of $1.00; it shall not bear interest; the principal of said bond to be payable at the office
or agency of the Company in the Borough of Manhattan, The City of New Y ork, in such coin or
currency of the United States of America as at the time of payment islegal tender for public and
private debts. Bonds of the Twenty-First Series shall be dated as provided in Section 10 of the
Mortgage.

At the option of the registered owner, any bonds of the Twenty-First Series, upon surrender
thereof for cancellation at the office or agency of the Company in the Borough of Manhattan, The
City of New Y ork, shall be exchangeable for alike aggregate principal amount of bonds of the
same series of other authorized denominations.

Bonds of the Twenty-First Series shall be transferable upon the surrender thereof for

cancellation, together with awritten 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
Company in the Borough of Manhattan, The City of New Y ork.

Upon any exchange or transfer of bonds of the Twenty-First Series, the Company may make a
charge therefor sufficient to reimburse it for any tax or taxes or other governmental charge, as
provided in Section 12 of the Mortgage, but the Company hereby waives any right to make a
charge in addition thereto for any exchange or transfer of bonds of the Twenty-First Series.

Upon the delivery of this Nineteenth Supplemental Indenture, bonds of the Twenty-First Seriesin
the aggregate principal amount of $210,321,007 are to be authenticated forthwith and will be
Outstanding in addition to $25,000,000 aggregate principal amount of bonds of the Fifth Series,
$55,000,000 aggregate principal amount of bonds of the Fifteenth Series, $50,000,000 aggregate
principal amount of bonds of the Sixteenth Series, $88,000,000 aggregate principal amount of
bonds of the Seventeenth Series, $50,000,000 aggregate principal amount of bonds of the
Eighteenth Series, $90,205,000 aggregate principal amount of bonds of the Nineteenth Series and
$80,000,000 aggregate principal amount of bonds of the Twentieth Series Outstanding at the date
of delivery of this Nineteenth Supplemental Indenture.

Bonds of the Twenty-First Series shall not be redeemable prior to maturity.

ARTICLE I

MISCELLANEOUS PROVISIONS

Section 2
. Subject to the amendments provided for in this Nineteenth Supplemental Indenture, the terms
defined in the Mortgage shall, for all purposes of this Nineteenth Supplemental Indenture, have
the meanings specified in the Mortgage.

Section 3



. The Trustees hereby accept the trusts herein declared, provided, created or supplemented and
agree to perform the same upon the terms and conditions herein and in the Mortgage, as
heretof ore supplemented, set forth and upon the following terms and conditions:

The Trustees shall not be responsible in any manner whatsoever for or in respect of the validity
or sufficiency of this Nineteenth Supplemental Indenture or for or in respect of the recitals
contained herein, all of which recitals are made by the Company solely. In general, each and
every term and condition contained in Article XVII of the Mortgage shall apply to and form part
of this Nineteenth Supplemental Indenture with the same force and effect asif the same were
herein set forth in full with such omissions, variations and insertions, if any, as may be
appropriate to make the same conform to the provisions of this Nineteenth Supplemental
Indenture.

Section 4
. Whenever in this Nineteenth Supplemental Indenture any of the parties hereto is named or
referred to, this shall, subject to the provisions of Articles XVI and XVII of the Mortgage, be
deemed to include the successors and assigns of such party, and all the covenants and agreements
in this Nineteenth Supplemental Indenture contained by or on behalf of the Company, 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 Nineteenth Supplemental Indenture, expressed or implied, isintended, or shall
be construed, to confer upon, or to give to, any person, firm or corporation, other than the parties
hereto and the holders of the bonds and coupons Outstanding under the Indenture, any right,
remedy or claim under or by reason of this Nineteenth Supplemental Indenture or any covenant,
condition, stipulation, promise or agreement hereof, and all the covenants, conditions,
stipulations, promises and agreements in this Nineteenth Supplemental Indenture contained by or
on behalf of the Company shall be for the sole and exclusive benefit of the parties hereto, and of
the holders of the bonds and coupons Outstanding under the Indenture.

Section 6
. This Nineteenth Supplemental Indenture shall be executed in several counterparts, each of
which shall be an original and all of which shall constitute but one and the same instrument.

IN WITNESS WHEREOF, THE MONTANA POWER COMPANY has caused its corporate
name to be hereunto affixed, and this instrument to be signed and sealed by its President or one
of its Vice Presidents, and its corporate seal to be attested by its Secretary or one of its Assistant
Secretaries for and in its behalf, and THE BANK OF NEW Y ORK, in token of its acceptance of
the trust hereby created, has caused its corporate name to be hereunto affixed, and this instrument
to be signed and sealed by one of its Vice Presidents, and its corporate seal to be attested by one
of its Assistant Vice Presidents



Assistant Secretaries, and Douglass J. Maclnnes, for all like purposes, has hereunto set his hand
and affixed his seal, as of the day and year first above written.

THE MONTANA POWER COMPANY

By:

Vice President

Attest:

Assistant Secretary

Executed, sealed and delivered by
THE MONTANA POWER COMPANY in the presence of:

THE BANK OF NEW YORK,
as Corporate Trustee

By:
Michadl Culhane
Vice President

Attest:

Assistant Treasurer

Executed, sealed and delivered
by THE BANK OF NEW Y ORK in the presence of:




Douglas J. Macinnes, as Co-Trustee

Executed, sealed and delivered
by DOUGLAS J. MACINNES in the presence of:

STATE OF NEW Y ORK

N N N

COUNTY OF NEW YORK

On this day of December, in the year 1999, before me personaly came DOUGLAS J.
MACINNES to me known, who, being by me duly sworn, did depose and say that he resides at

; that heis
of The Bank of New Y ork, the corporation described in and
which executed the above instrument; that he knows the seal 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 name thereto by like authority.

WILLIAM J. CASSELS
Notary Public, State of New Y ork
No. 01CA5027729
Qualified in Bronx County
Certificate filed in New Y ork County
Commission Expires May 16, 2000



STATE OF MONTANA

COUNTY OF

Onthis___ day of December, in the year 1999, before me,

, @aNotary Public in and for the State of Montana, personally came
and appeared , to me known and known to me to be a Vice President
of THE MONTANA POWER COMPANY, the corporation that executed the within instrument,
and acknowledged to me that such corporation executed the same, and being by me duly sworn,
did depose and say that he resides at
that heisaVice President of THE MONTANA POWER COMPANY,, the corporation descrlbed
in and which executed the within and above instrument; that he knows the seal of said
corporation; that the seal affixed to said instrument is such corporate seal; that it was so affixed
by order of the Board of Directors of said corporation, and that he signed his name thereto by like
order.

IN WITNESS WHEREOF, | have hereunto subscribed my name and affixed my
official seal the day and year in this certificate first above written.




STATE OF NEW YORK )
SS!
COUNTY OF NEW YORK )

On this day of Decenber, in the year 1999, before ne
personally cane M CHAEL CULHANE to nme known, who, being by ne
duly sworn, did depose and say that he resides at 611 80th
Street, Brooklyn, New York 11209; that he is a Vice President of
The Bank of New York, the corporation described in and which
executed the above instrunent; that 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 he signed his nane
thereto by like authority.

WLLIAM J. CASSELS
Notary Public, State of New York
No. 01CA5027729
Qualified in Bronx County
Certificate filed in New York County
Comm ssi on Expires May 16, 2000



STATE OF NEW YORK )
) ss:
COUNTY OF NEW YORK )

On this day of Decenber, in the year 1999, before ne
personal | y cane Douglas J. Maclnnes to nme known, who, being by ne
duly  sworn, did depose and say that he resides at

; that he is of The

Bank of New York, the corporation described in and which executed
t he above instrunment; that he knows the seal of said corporation;
that the seal affixed to said instrunment is such corporate seal
that it was so affixed by authority of the board of directors of
said corporation, and that he signed his name thereto by Ilike
authority.

WLLIAM J. CASSELS
Notary Public, State of New York
No. 01CA5027729
Qualified in Bronx County
Certificate filed in New York County
Comm ssi on Expires May 16, 2000



