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CONSTRUCTION AND OWNERSHIP

AGREEMENT

THIS AGREEMENT, made as of the 30th day of July 1971, by and
between THE MONTANA POWER COMPANY, a Montana corporation, herein-
after referred to as "Montana" and PUGET SOUND POWER & LIGHT COM-
PANY, a Washington corporation, hereinafter referred to as "Puget".

WITNESSETH:
WHEREAS, the parties desire to establish the terms and condi-
i tions relating to their ownership, as tenants in common, and the
gyj planning, financing, acquisition, construction, operation and mainte-

nance of the Colstrip Steam Electric Generating Project and related
facilities, as hereinafter defined;

NOW, THEREFORE, for and in consideration of the mutual covenants
and agreements herein stated and the performance thereof, all as here-
inafter set forth, the parties hereto mutually agree as follows:

1. Definitions

(a) “"Project." Project means the coal-fired thermal generating
plant, consisting of two units, each of 350 megawatt nominal rating
and related facilities as described in Exhibit "A" attached hereto
and the necessary real property, property rights, including access

-easements and appurtenances, as described in Exhibit "B" hereto,
located near Colstrip, Montana.

(b) "Project Agreements" means this Agreement together with the
following agreements:

(i) Agreement for the Operation and Maintenance of
Colstrip Steam Electric Generating Plant, here-
inafter referred to as the "Operating Agreement";

(ii) Coal Supply Agreement, Colstrip Steam Electric
Generating Project, hereinafter called the "Coal
Agreement" ;

(iii) Transmission Agreement.

(c) "Owners" shall mean Montana and Puget or their successor or
assigns.

(d) . "Ownership Agreement" shall mean this Agreement.
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2. Ownership of Project

Subject to the terms and conditions hereinafter set forth, owner-
ship of the Project shall be as follows:

(a) The Project other than coal shall be owned by the parties
hereto as tenants in common, with each party's respective undivided
interests being in the following percentages:

Montana - 50%
Puget - 50%

Such percentages are hereafter referred to as the "Ownership Percent-
ages'". Each Owner shall be entitled to schedule and take an amount of
generation up to but not to exceed its Ownership Percentage of the
Project's net generating capability.

(b) All of the respective covenants and agreements set forth and
contained in the Project Agreements are incorporated herein by this
reference and shall bind and shall be and become the respective obli-
gations of each Owner, its successors and assigns. It is the specific.
intention of this provision that, except for the parties' mutual Waiver
of Right to Partition as set forth in subsection 15(b) of this Owner-
ship Agreement, all of the covenants and conditions of all of the Project
Agreements shall be personal to the parties and not covenants running
with the land and shall be binding upon any party which acquires any
rights, title or interest of any Owner of the Project in, to and under
the Project Agreements, pursuant to subsections (b) through (e) of
Section 16.

3. Design, Engineering and Construction Management

Montana has entered into a Contract for Engineering, Procurement
and Construction with Bechtel Corporation, (hereinafter '"Bechtel Con-

"~ tract") dated January 23, 1970. Puget became a party to said contract

as of July 30, 1971. Unless otherwise agreed, Montana and Puget will
retain on a continuous basis, the Bechtel Corporation or some other con-
struction engineer or engineering firm of national reputation recognized
for knowledge, skill and experience in the design and construction
managements of electrical generating facilities until the parties
mutually agree that the Project has been completed.

4, Construction

(a) The Project shall be constructed at the lowest reasonable éost

‘and in a prudent and skillful manner in accord both with standards pre-

vailing in the utility industry for projects of a similar size and
nature and with applicable laws and final orders or regulations of
regulatory agencies having jurisdiction and substantially in accordance
with the description set forth in the attached Exhibit "A". The Pro-
ject shall substantially conform to designs, plans, specifications
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and construction schedules which have been or will be made avail-
able to the parties as such are available. It is intended that
the contracts for purchase of equipment and construction of the
Project shall be scheduled so as to provide for a date of initial
test and operation of the Project, presently scheduled for May 1,
1975, for the first unit and May 1, 1976, for the second unit and
for the commercial operation of the first unit of the Project not
later than July 1, 1975, and for the completion and commercial
operation of the second unit of the Project not later than July
1, 1976. :
v

(b) Any agreements, purchase contracts and orders entered into
by Montana in its -own name providing for the purchase of materials,
equipment and services for the Project are hereby dedicated to the
Project and ratified by Puget, Montana, with reasonable expedi-
tion as agent for itself and Puget, shall enter into additional
contracts for such purposes as well as contracts for the construc-
tion of the Project; Montana will continue as agent for itself and
Puget to incur obligations and make expenditures relating to the
engineering and other services necessary for continued Project
planning and engineering.

(c) With the assistance of Puget, Montana on its own behalf as
to its own interest and as agent for Puget shall supervise and perform
engineering and other services in connection with the engineering
and construction of the Project. Montana shall consult with Puget
prior to making major decisions involving the design and other engi-
neering, purchasing, subcontracting and construction of the Project.

(d) As soon as practical after the execution of this Agreement,
Montana shall submit to Puget an estimate of total cost and a schedule
setting forth the estimated costs of constructing and completing the
Project separately by months. Montana shall thereafter submit quarter-
ly revisions of such schedule to Puget, together with a summary report
of the Construction Costs accumulated to date and other pertinent data
including, when requested, copies of construction contracts, purchase
orders and other agreements relating to construction progress.

(e) Montana will maintain, or cause to be maintained separately,
appropriate documentation and records of all Project expenditures and
charges made and incurred by Montana, together with all other charges,
payments and any expenses or receipts relating to Project construc-
tion. Such records of Montana shall be made available for inspection
by Puget at all reasonable times.

(f) Puget authorizes and directs Montana to schedule deliveries
of appropriate quantities of coal and other fuel to permit testing. of
the first and second units of the Project as each said unit becomes
ready therefor. Montana shall appropriately record coal and other
fuel used for such purposes and furnish a copy of such record to
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Puget. Montana will schedule generation from testing to the Owners
according to their respective Ownership Percentages.

(g) Surplus commodities, materials, equipment and the other
personal property resulting from construction of the Project shall
be disposed of in accordance with Section XVI(b) of the Operating
Agreement.

5. Construction Cost

Construction Cost of the Project shall consist of payments made
and obligations incurred by either party in connection with the con-
struction, installation and acquisition of the Project, other than
interest during construction, for:

(a) All costs of preliminary investigation in the Colstrip-
Nichols area, land and land acgqguisition, water development, develop-
ment labor and other costs, design, engineering, contractors' fees,
construction labor, materials and supplies, operator and other per-
sonnel training, testing, preparation of Operation and Maintenance

Manuals, and all other costs properly allocable to Construction Costs.

Any net receipts relating to construction shall be credited against
Construction Costs;

(b) All costs of insurance obtained pursuant to paragraph 9
hereof, and applicable to the period of construction;

(c¢) All costs relating to injuries and damage claims which may
be payable and paid arising out of the construction of the Project
less proceeds of insurance maintained under paragraph 9 hereof or
under the Bechtel Contract;

(d) All federal, state or local taxes imposed upon the Project
during the construction period but excluding state and federal net
income taxes levied upon income derived by the Owners during said
period;

(e) The cost of all services performed and materials furnished
by Montana and Puget directly applicable to Project construction
including:

(i) Payroll of employees, including principal department
heads and officers based upon an actual time or other
agreeable basis, including all normal and usual re-
lated employee benefit costs such as Social Security
taxes, unemployment insurance expense, group life
insurance, group hospitalization and medical insur-
ance, pension funding expense, workmen's compensation,
long-term disability and other insurance, vacations,
holidays, sick leave, etc.;
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(i1) Materials and supplies, including related purchasing
and handling costs;

(iii) Travel expenses, including use of Owners' trans-
portation equipment;

(iv) Construction power costs;
(v) Other miscellaneous costs.
(f) No administration and general expenses will be allocated to
the Project during construction as all applicable overhead costs will
be included with the direct costs charged to the Project under sub-

section (e) above.

6. Payment of Cost of Project

(a) Montana and Puget shall share Construction Costs according
to their respective Ownership Percentages. Notwithstanding comple-
tion of the Project, each Owner shall remain liable for any claims
arising out of the construction of the Project and shall be entitled
to any refunds, repayments, settlements or other credits with such
claims and credits divided according to their respective Ownership
Percentage share.

(b} Montana shall submit to Puget a detailed accounting of all
Construction Costs and receipts through June 30, 1972 and Puget shall
submit such an accounting to Montana. Within fifteen (15) days after
receipt of Montana's accounting, Puget shall make an initial advance
to Montana equal to one-half (1/2) of the difference between Montana's

‘statement and Puget's statement, subject to later verification and

acceptance of said accountings. Montana's accounting shall include
such carrying costs as are mutually agreed by the Owners.

(c) From and after the date hereof, not later than the 20th day
of each month, Montana will notify Puget of the estimated sums re-
quired for disbursements on account of the construction of the Pro-

.ject during the succeeding calendar month.

(d) Montana will continue to process and pay Construction Costs
on the Project in its usual manner. Montana and Puget will establish
a system of advances mutually agreeable to both parties to provide
Montana with funds to cover Puget's share of Project's cost.

7. Accounting and Reports

(a) Montana shall at all times maintain and appropriately pre-

. serve separate books of account containing detailed entries of all

items of cost and receipts applicable to the construction of the
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Project. Accounting for all of such costs shall be in accordance
with customary practices in the electric utility industry and the
basic records and documents shall be made available to Puget for
inspection at all reasonable times. Montana shall furnish to
Puget upon request, photocopies of all construction contracts

and purchase orders and of all accounting entries and vouchers

in such detail as may be necessary in order that each Owner may
properly record its percentage of the Construction Cost of the
Project on such Owner's own books and records.

(b) Montana shall furnish to Puget monthly Construction Costs
and progress reports and such other reports as may from time to
time reasonably be requested by Puget. At the request of Puget,
Montana shall provide certificates signed by a responsible offi-
cer of Montana or an individual designated by him for such signa-
ture setting forth the status of Project Construction Costs and
application of funds. The certificate shall be in such form and
contain such information as is reasonably requested by Puget.

(c) Montana's books and records relating to Project Construc-
tion Costs shall be open to inspection by Puget or any independent
auditors nominated by them. Either party may request an indepen-
dent audit of such Project costsat any time during construction
and at the completion thereof, the cost of which shall be a Con-
struction Cost. The records shall also be made available on writ-
ten request by any of the companies to independent auditors and
representatives of any regulatory body or taxing authority having
jurisdiction for inspection, copying, audit or other proper busi-
ness requirements. '

8. Licenses and Permits

Upon the expiration of any licenses or permits required for the
ownership, construction, maintenance, or operation of the Project
or in the event new such licenses or permits shall be required,
the Owners as tenants in common agree to file timely applications
for the same as may be necessary or appropriate s uch licenses or
permits to be held as tenants in common in accord with each parties'
respective Ownership Percentage.

9. Insurance

(a) The Owners shall procure at the earliest practicable time
and thereafter maintain in effect at all times hereinafter provided,
to the extent available at reasonable cost and in accord with stan-
dards prevailing in the utility industry for projects of similar
size and nature, adequate insurance coverage of the Project with
responsible insurers, with each Owner as a named assured and with
losses payable to the respective Owners for their benefit as their
respective interests may appear, to protect and insure against:
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Workmen's Compensation and Employer's Liability, public liability
for bodily injury and property damage, all risks of physical dam-
age to property or equipment, including transportation and installa-
tion perils, and such other insurance as the Owners deem necessary,
with reasonable limits and subject to appropriate exclusions and
deductibles. Self insurance under the State of Montana's Workmen's
Compensation laws may be substituted for the referenced Workmen's
Compensation and Employee's Liability insurance and the Owners

agree to cooperate to establish a procedure whereby the cost of

such self insurance shall be levelized over a three to five year
period.

(b) The premium costs for insurance coverages until the com-
pletion of construction shall be a Construction Cost of the Project,
and shall thereafter be an operating expense and shall be borne by
the Owners in their respective percentage interests.

(c) To the extent permitted by its insurance policies, each
Owner waives any rights of subrogation against the other Owner, its
agents and employees, for losses, costs, damages or expenses arising
out of the construction, operation, maintenance, reconstruction or
repair of the Project.

10. Owners' Committee

(a) As a means of securing effective cooperation, interchange
of information and management of the property owned as tenants in
common, on a prompt and orderly basis in connection with wvarious
administrative and technical problems which may arise from time
to time under the terms and conditions of the Project Agreements,
the Owners hereby establish an Owner's Committee.

(b) Each Owner shall notify the other Owner promptly of the
designation of its representative on the Owners' Committee and of
any subsequent change in its designation. Either of the Owners
may, by written notice to the other Owner, designate an alternate
or substitute to act as its representative, to act on the Committee
in the absence of the regular member of the Committee, or to act
on specified occasions or with respect to specified matters.

(c) The Owners' Committee shall have no authority to modify
any of the provisions of this Agreement.

(d) The Owners' Committee shall meet at such times and places

as agreed upon by the members or when requested by either Owner upon
10 days' notice in writing.

(e) EBach Owner shall have the right through its officers, em-
ployees or agents to inspect the Project and Project records at any
reasonable time and to require that the Project be constructed
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in accordance with the standards provided in paragraph 4.

11. Damage to or Destruction of Project: Disposition upon Abandonment

(a) If all or substantially all of the project be destroyed or
damaged beyond repair or damaged to the extent that the cost of re-
pair substantially exceeds the proceeds of insurance available for
reconstruction or repair and the Owners do not agree to reconstruct
or repair the Project, or if for any reason the Owners determine to
abandon the Project, the salvageable portion of the Project and the
plant site shall be disposed of in accordance with a procedure agreed
upon by the Owners; the proceeds from such disposition shall be distri-
buted to the Owners in accordance with their respective percentages;
any demolition, removal and cleanup costs shall be charged against
and borne by the Owners in accordance with their respective percent-
ages; provided, however, that if either of the Owners of the Project
elect to reconstruct the Project, the value of the Project shall be
appraised by independent appraisers and an amount of money equal to
such value multiplied by the percentage of such Owner not so electing
shall be paid by the Owner so electing; such Owner so receiving pay-
ment shall convey its interest in the Project to the Owner so electing
to reconstruct.

(b) In the event that less than substantially all of the Project
shall be destroyed or damaged, and the cost of repair, restoration or
reconstruction does not substantially exceed the proceeds of appli-
cable insurance, unless otherwise agreed by Owners the Project shall
be repaired, restored, or reconstructed by the Owners in such manner
as to restore the Project to substantially the same general character
and use as the original project.

12. Liabilities

(a) Each of the Owners releases the other Owner, its agents and
employees, for any consequential losses or damages arising out of the
construction, operation, maintenance, reconstruction and repair of
the Project, including but not limited to loss of use and loss of
profit.

(b) Any loss, cost, liability, damage and expense to the Owners
or any Owner, other than damages to Owners resulting from loss of
use and occupancy of the Project or any part thereof, resulting from
the construction, operation, maintenance, reconstruction or repair
of the Project and based upon injury to or death of persons or dam-
age to or loss of property including the Project and other property
of Owners or other parties, to the extent not covered by collectible
insurance, shall be charged to Project Construction Costs or Project
Operating Expenses, whichever may be appropriate.
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13. Defaults

(a) Each Owner hereby agrees that it will make all payments and
perform all other obligations by it to be made or performed pursuant
to all of the terms, covenants and conditions contained in the several
Project Agreements and that a default of any of the terms, covenants
and conditions contained in any of the Project Agreements shall be an
act of default under this Agreement.

(b) In the event either Owner shall dispute an asserted default

by it, then such Owner shall make payment of any sums in dispute or
perform the obligation in dispute but may do so undexr protest.
Such protest shall be in writing and shall specify the reasons
upon which the protest is based by copies thereof being mailed
to the other Owner. Upon resolution of such dispute, then the
payments advanced or made between Owners, as in this paragraph
provided, shall be adjusted appropriately.

14. Uncontrollable Forces

No Owner shall be considered to be in default in the per-
formance of any of the obligations hereunder; other than obli-
gations of either Owner to pay costs and expenses, if failure
of performance shall be due to uncontrollable forces. The term
"uncontrollable forces" shall mean any cause beyond the control
of the Owner affected and which, by the exercise of reasonable
diligence, the party is unable to overcome, and shall include but
not be limited to an act of God, fire, flood, explosion, strikes,
labor disputes, labor or material shortages, sabotage, an act of
the public enemy, civil or military authority, including court
orders, injunctions, and orders of government agencies with
proper jurisdiction prohibiting acts necessary to performance here-
under or permitting any such act only subject to unreasonable con-
ditions, insurrection or riot, an act of the elements, failure of
equipment, or inability to obtain or ship materials or equipment
because of the effect of similar causes on suppliers or carriers.
Nothing contained herein shall be construed so as to require an
Owner to settle any strike or labor dispute in which it may be
involved. BAny party rendered unable to fulfill any obligation
by reason of uncontrollable forces shall exercise due diligence to
remove such inability with all reasonable dispatch.

15. Waiver of Right to Partition

(a) The Owners and each of them shall accept title to the
Project, as tenants in common, and agree that their interests
therein shall be held in such tenancy in common.

(b) So long as the Project or any part thereof as originally
constructed, reconstructed or added to is used or useful for the
generation of electric power and energy, or to the end of the period
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permitted by applicable law, whichever first occurs, the Owners
waive the right to partition whether by partition in kind or sale
‘and division of the proceeds thereof, and agree that they will not
resort to any action at law or in equity to partition and further
waive the benefit of all laws that may now or hereafter authorize
such partition of the properties comprising the Project. It is
agreed this covenant shall be deemed to run with the land.

16. Transfer and Assignments: Secured Interests

The undivided interest of either Owner in the Project, and
all or any part thereof, and in the Project Agreements, may be
transferred and assigned as follows but not otherwise:

(a) To any mortgagee, trustee, or secured party, as security
for bonds or other indebtedness of such Owner, present or future;
and such mortgagee, trustee or secured party may realize upon such
security in foreclosure or other suitable proceedings, and succeed
to all right, title and interests of such Owner;

(b) To any investor-owned corporation or entity in the utility
business into which or with which the Owner making the transfer may
be merged or consolidated;

(¢) To any corporation or entity the stock or ownership of
which is wholly owned by the Owner making the transfer;

(d) To any other person; provided that the Owner shall first
offer to transfer its interest or any part thereof to the other
Owner, at the amount of, and on terms not less advantageous than,
those of a bona fide offer from a buyer able and willing to pur-
chase such Owner's interest. The offer shall remain open for
the period specified by the Owner but not less than six (6) months;

(e) To any other person where the Owners consent to such
transfer in advance in writing.

No transfer or assignment of any interest in the Project or
any Project Agreement pursuant to subparagraphs (b) through (e)
above may be made unless simultaneously the Owner's interest or
part thereof in all other Project Agreements is similarly trans-
ferred or assigned to the same person or persons, and such person
or persons have assumed in writing all the duties and obligations
of the Owner transferring or assigning under this Agreement and
under all other Project Agreements. Transfers or assignments shall
not relieve an Owner of any obligation hereunder, except to the
extent agreed in writing by all other Owners.

17. Obligations are Several

The duties, obligations and liabilities of Montana and Puget
hereunder are intended to be several and not joint or collective and
neither shall be jointly or severally liable for the acts, ommission,
or obligations of the other. Nothing herein contained shall be

]

-10-
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construed to create an association, joint venture, partnership,
or impose a partnership duty, obligation or liability, between
Montana and Puget. Neither party shall have a right or power to
bind the other party without its express written consent, except
as expressly provided in this Agreement. This Agreement shall
be construed in accordance with the laws of the State of Montana.

18. Successors and Assigns

Subject to the restrictions on transfer and assignment herein
provided, all of the respective covenants and obligations of each
of the Owners shall be and become the respective obligations of
the successors and assigns of each such Owner. It is the specific
intention of this provision that all such covenants and obligations
shall be binding upon any party which acquires any of the right,
title or interest of either of the Owners in the Project pursuant
to subsections (b) through (e) of Section 16.

19. Notices

Any notice, demand or request provided for in this Agreement
served, given or made in connection therewith shall be deemed
properly served, given or made if given in person or sent by
registered or certified mail, postage prepaid, addressed to the
party or parties at its or their principal place or places of
business to the attention of the president or chief executive
officer of Montana or Puget. Either party may at any time, and
from time to time, change its designation of the person to whom
notice shall be given by giving notice to the other party as here-
inabove provided.

20. Additional Documents

Each Owner, upon request by the other Owner, shall make,
execute and deliver any and all documents reasonably required to
implement the terms of this Agreement.

21. Capital Additions and Retirements

Capital improvements, betterments, replacements and additions
shall be made and accounted for as provided in Article XII of the
Operating Agreement. Capital retirements shall be made as mutually
agreed by the Owners.

22. Construction of Additional Genefating Units and Provisions
For Additional Facilities

(a) Each Owner shall have the right to install and operate
on the Project land such facilities as are reasonably required to
enable it to deliver to its own system the power to which it is
entitled under the Project Agreements, and to establish inter-
connections between its system and that of the other Owner;

11
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provided, however, that the facilities of either Owner shall be

so installed and operated as not to burden or unreasonably inter-
fere with those of the other Owner or the Project, the construction
on the Project land of generating units in addition to the first
two units, or the ultimate full utilization of the land. In the
event that an Owner proposes to install or operate facilities which
would require the relocation of previously installed facilities of
the other Owner, or of the Project, but would otherwise meet the
requirements of the preceding sentence, the Owner desiring to
install or operate such facilities shall have the right to call for
such relocation if it bears the cost thereof.

(b) Montana either individually or jointly with other parties
shall have the right to construct and operate on Project real
property (subject to the provisions of subparagraph (c) giving
Puget a right to participate therein) additional generating units
and necessary appurtenances thereto; provided, however, that no
unit with a planned net capability less than 180 MW shall be so
constructed and operated without the consent of Puget and that
any additional generating units and related appurtenances shall
be so installed and operated as not to burden or unreasonably
interfere with the facilities of Puget, the Project, or the
ultimate full utilization of the Project Site for electric power
generation. In the event Montana individually or jointly with
any other party decides to construct and operate an additional
generating unit or units and appurtenances which would require
the relocation of previously installed facilities of Puget or
the Project, it shall have the right to call for or accomplish
such relocation, as the case may be, if it bears the cost thereof.
In connection with any such additional units Montana individually
or jointly with other parties shall have the right to use any
facilities installed as part of the Project and to modify such
facilities for use in connection with the installation or operation
of such additional generating units and appurtenances; provided,
however, that such use of Project facilities shall not burden
or unreasonably interfere with the Project, that the cost of any
modification shall be borne by Montana, and that Montana shall
pay to the Project Owners a reasonable monthly facilities' charge
based on the portion of the Project facilities devoted to the
use of the additional units as compared to the portion devoted
to the generating units of the Project, which charge shall take
into account such costs as capital and other carrying charges,
depreciation, O & M, taxes, insurance and return on investment.

(c) To the extent Montana individually or jointly with any
other party decides to construct and operate additional steam
electric generating units at the Project Site, Puget shall have
the right to participate in the ownership of such units to the
extent it elects, but not to exceed fifty percent (50%) of the
total ownership of each unit, under terms and conditions sub-
stantially similar to these Project Agreements taking into account

12



Exh. RJR-10
Page 14 of 27

intervening changes in construction, ownership and operating
costs and conditions. Such right shall be exercised with respect
to each individual additional generating unit at the time that
Montana makes a firm decision to construct said additional unit
and may not be cumulated for application against later generating
units.

(d) In the event any or all of the next 1400 MW of such
additional generation, not including generation from units agreed
to be constructed under the Project Agreements, is not constructed
on the Project Site but is constructed elsewhere in Montana by
Montana using Colstrip coal, Puget shall have the right to
participate in the ownership of such plants to the extent it
elects but not to exceed fifty percent (50%) of the total owner-
ship of each unit under terms and conditions substantially
similar to these Project Agreements taking into account inter-
vening changes in construction, ownership and operating costs
and conditions. Such right to participate in off-site generation
shall not extend, however to generating facilities owned in whole
or in part by Montana constructed to serve a specific industrial
load, generation developed or utilized as a by-product of an
industrial process, generation undertaken jointly with another
Montana utility, or generation undertaken jointly with a public
or guasi public agency and any such generation in which Puget
does not have a right to participate shall not reduce Puget's
entitlement to participate in the aforementioned 1400 MW of
additional generation; provided, however, that to the extent
Puget has a right to participate in future generation under this
subsection (d) it must exercise such right with respect to each
individual additional generating unit at the time that Montana
makes a firm decision to construct said additional unit and such
right to participate may not be cumulated for application against
later generating units. '

(e) After Montana has offered to Puget the opportunity to
participate in 1400 MW of additional generation under paragraphs (c)
or (d) above, Puget shall have the right to participate in the
ownership of any steam electric generation undertaken by Montana
which uses Colstrip area coal to the extent it elects but not to
exceed twenty-five percent (25%) of the total ownership in any
such generation plant. Puget's right to participate shall be
upon a right of first refusal basis whereby Montana will offer
such right to Puget at the time that Montana makes a firm
decision to construct an additional unit upon terms and conditions
not less favorable to Puget than would be offered to any other
bona fide proposed participant. Such right shall not extend, how-
ever, to generating facilities owned in whole or part by Montana
constructed to serve a specific industrial load, generation
developed as a by-product of an industrial process, generation
undertaken jointly with another Montana utility, generation
undertaken jointly with a public or quasi public agency or to
generating facilities owned and operated solely by Montana.

_13_..
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(£) ALl of the rights of Puget described in paragraphs (d)
and (e) above shall be subject to the following limitations:

(1) Such rights to participate shall terminate to
the extent not previously exercised on June 1, 1992;

(2) If Puget elects to participate pursuant to
subsections (¢), (d), or (e) above, it will so
advise Montana in writing within ninety (90) days
of the receipt by it of written notice from Montana
that it has made a firm decision. Prior to sending
such notice, Montana shall make available to Puget
any relevant information it has concerning the
proposed plant;

(3) Such rights are not assignable by Puget to any
other entity without the consent of Montana except
to a corporation whose stock or other ownership is
wholly owned by Puget or except to a successor cor-
poration to Puget resulting from a corporate
reorganization in which there is no substantial
change in beneficial ownership;

(4) Such rights to the extent not previously
exercised, may be withdrawn by Montana with respect

to a proposed plant upon a sufficient showing of
unsound financial or other adverse operating con-
dition of Puget which has or may have a significant
material bearing upon Puget's ability to perform its
obligations and discharge its liabilities under agree-
ments reasonably necessary to construct, own and
operate such additional generating units;

(5) Montana, unless otherwise mutually agreed, shall
be the Operator of any steam electric generating
plants constructed under the terms of this Section 22;
and

'(6) Nothing contained in this Section 22 shall be
construed to constitute a dedication of coal reserves
owned by Western Energy Company, a subsidiary of
Montana, nor an agreement to dedicate such reserves.

(g) (1) "“"Colstrip Area Coal" or "Colstrip Coal" as used
in this Section 22 means those coal reserves now or
hereafter owned or controlled by Western Energy Company,
a Montana corporation, within the sections shown on
Exhibit "C" attached;

(2) "Project Site" as used herein shall include the
real property, property rights, easements and appur-
tenances described in Exhibit B.

23. Regulatory Approval

It is understood that transfers of property under this Agree-

-14~
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ment to another party hereto may be subject to the jurisdiction
of state or federal regulatory agencies and this Agreement shall
not be effective as to such transfers until approved by all
regulatory authorities having jurisdiction.

24, Arbitration

Any controversies arising out of or relating to any of the
Project Agreements other than the "Coal Agreement" including any
failure of the Owners to agree with respect to any matter requiring
Owners' agreements hereunder, which cannot be resolved through
negotiations between the parties hereto within thirty (30) days after
inception of the matter in dispute, shall be submitted to an Arbi-
trator, competent and experienced in electric utility industry account-
ing and operations. - If the parties cannot mutually agree upon such
Arbitrator, then upon petition of either party, such Arbitrator shall
be appointed by the senior United States District Judge for the
District of Montana. The arbitration shall be conducted under the
rules of the American Arbitration Association. The Arbitrator shall
render his decision in writing not later than thirty (30) days after
the matter has been submitted to him, and such decision shall be
conclusive and binding upon the parties. The costs incurred by any
arbitration proceedings shall be borne equally by the Owners.

25. Rule Against Perpetuities Or Similar Or Related Rules

If the duration of any term or condition of the Project Agreements
shall be subject to the rule against perpetuities or a similar or
related rule then the effectiveness of such term or condition shall
not extend beyond (i) the maximum period of time permitted under such
rule, or (ii) the specific applicable period of time expressed in
this Agreement, whichever is shorter. For purposes of applying the
rule against perpetuities or a similar or related rule the measuring
lives in being shall be those of the officers of Montana listed by
name on page 104, Schedule of Officers, of the annual report, FPC
Form 1, filed by Montana with the Federal Power Commission for the
year ended on December 31, 1971, and the officers of Puget listed
by name on page 104, Schedule of Officers, of the annual report, FPC
Form 1, filed by Puget with the Federal Power Commission for the year
ended on December 31, 1971, together with all those officers' children
that are living on the date of execution of the Project Agreements.

As used in this paragraph the word 'children'" shall have its primary
and generally accepted meaning of descendants of the first degree.

26. Term.

This Agreement shall continue for so long as the Project or any
part thereof as originally constructed, reconstructed or added to
is used or useful for the generation of electric power and energy,
or to the end of the period permitted by applicable laws, whichever
first occurs.

15
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IN WITNESS WHEREOF, the partities hereto havc executed this
Agreement in several counterparts.

PUGET SOUND POWER & LIGHT COMPANY

ATTEST : | | . By W%M
DT il

President

Secretary
THE MONTANA-POWER CQ

ATTEST ¢ By &
Sg@ C Mol -

© Secretary
STATE OF WASHINGTON )

) S5

comry or A7 N2 )

On this /4t day of (224495 ; 1972 Dbefore me, the
undei an@d, “a Notary Bublic in afd for the State of Waghlnqton,

perscna3]y appeared / _méadngg ; known to me to be
PreeidenT 4 éf PUGE;T SOUND POWER & LIGHT COMPANY and
ackrfowledged to me that he executed the within instrument on behalf

of that corporation.

IN WITNESS WHEREOF, I have hereunto set my hand and affixed
my Notarial Seal the day and year in this certificate first above
written.

Notary bt ‘;9 StaLe of Washington
Residing /ééL )

My Commission expires : :;7@;”75

-1 6
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STATE OF MONTANA )
) sSs
COUNTY OF SILVER BOW )
On this iE{Q\ day of ’gﬁ@ﬁzm~b¢x  197%, before me, the

undersigned, a Notary Public in andl for the State of Montana,
personally appeared Geo. W, 0O'Connor, known to me to be the President
of THE MONTANA POWER CCOMPANY and acknowledged to me that he executed
the within instrument on behalf of that corporation.

IN WITNESS WHEREOF, I have hereunto set my hand and affixed my
Notarial Seal the day and vear in this certificate first above

written. () )QA/L( | CCA/QQ

Notary Public ‘(ﬁr the State of Montana
Residing at But¥e, Montana
My Commission expires: [,AQ, (7. 1414

(N 7

-1 7



EXHIBIT 2 Exh. RJR-10
Construction and OwnersPapp [Rof@2ment
Colstyxip Units #1 and #2
DESCRIPTION OF PROJECT
The Project, located in Rosebud County, Montana, a coal-fired
electric power plant, will consist of two 350 MW nominally rated units,
each with a turbine-generator, coal-fired steam generator, condenser,
punps, motors, feedwater heaters, cooling tower, pollution control
system, and main and auxiliary power systems; and facilities common
to the two units, such as coal receiving and coal storage systems, water
treating systems, water pipeline, intake and pumping system from the

Yellowstone River, water storage facilities, ash handling and disposal

systems, waste water disposal systems, roads, utility systems and other

gite development, offices, warehouses and machine shops, laboratory and
all other appurtenances and structures required for the efficient and
reliable operation of a modern steam—-electric power plant up to and
including the high voltage terminals of the main power transformers.

The Project shall include trucks, automobiles, mobile eguipment, machine

shop eguipment, laboratory equipment, spare parts and other miscellaneous

personal property reguired for the efficient and reliable operation of

a modern steam-electric power plant. The Project shall also include

the Project lands described in Exhibit B, together with appurtenances,
but excluding The Montana Power Company-substation site shown thereon.
The easements or other real property rights for the pipeline, intake and
pumping station from the Yellowstone River shall be part of the Project

and shall be described in a supplement to Exhibit B at the time acguired.

iny necessary related facilities located off the Project lands described

ol

r with re!

e
jol

in Exhibit B, togeth

0]

ted real property rights, to the extent
matually agreed upon shall be a part of the Project and shall be described

in a supplement to Exhibit B at the time acguired.
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EXHIBIT B Page 21 of 27
Construction and Ownership Agreement
Colstrip Units #1 and #2

DESCRIPTION OF PROJECT LANDS

, The Project lands shall be sueplemented from time to time to
pass additional acguisition cf land, rights-of-way, easements and
real propoerty rights as may be reguired for project purpeses.

thoce lands described below in Descrintion

The Project lands include
Boundary" but excludes the following:

£1 ®Outside Bound

Degcription # - Railroad richts-cf-way

Description #3 = Road rights-of-way

Description #4 - The lMontana Power Company
) Switchyard Property

1. OUTSIDE BOUNDARY DESCRIPTIONS

LAND IN SECTIONS 2 and 3, TlN, R41E, PMM, ROSEBUD CCUNTY, MONT
and in SECTIONS 26, 27, 34 and 35, T2N, R41E, PIM, ROSDBUD CCI
MONTANA

Beginning at the Northwest corner of Section 27, T2N, R41E, DMM:

£85°24°*32"E along the north line of said Section 27 a distanaoz @f
feet to the north quarter cornexr of saild Section; thence S85°10°10
the north line of said Section a distance of 2631.24 feat to the no
corner of said Section; thence S00G°05'23"W along the common line bet
Sectiong 26 and 27 a distance of 2633,»2 feet to the common guarter
between said Sections; thence S00°14'(G2"W along the common line
said Sections a distance of 1870.64 Ffeet: thence NS2°LL730VE 3
of 1323.71 feet; thence S00°12°0%z"W a distance of 655.24 feet +
mon line between Scections 26 and 35; thence 500°307'1¢%% a dista
1320.62 fect; thence N89957'50"E a distance of 666.37 Ffzet: the
801°01'24"E a distance of 6£2.04 feet; thence S89°53'28"E & dis
668.53 feet to the north-scuth mid-section line of Section 35; +
501°12728"E alcong s2id north-south mid-section line a distance of
feet to the center of said Section; thence °89°44‘48”E along
mid-scotion liue of sald section a distance of 1274.91 feet:

e
P

802°22'02YE a distance of 2385.063 feet to the common line hatwaan
35, TZW, R4lL, and Scecltion 2, TiIN, R41E; thence 1345°44'05"F
common line a distance ¢f 1322.53 feet to the nortlhieast corneo:

Section 2; thence £00°13'42"D along the east linc of said Scoti
digstance of 1441.13 fect: thence S‘°°3b'49"w a distence of 1t
thence WO0C1LG'18YW a distonce of 1444.18 feet to the common

Section 2 and Section 35; thence $£9°44706"W along said commen 1i
distance cf 400.51 feet; thence MN0E936'54%"N a distance of 1521.65
thence NE5°04'406"W a dictauce of 1483.70 feebt:; thance S41°52720%yW
tance orf 217‘. 21 fect to thad commen line bDotween Section 34 and &
34 feet to the common corner

thence SC2°06°11%"E a distznce Z. 3
tionz 34, 33, 2 and 3; thence $32°43'02"W along the commen line

)=

&

PN

i
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ctions 34 and 3 a distance of 776.23 feet; thence $01°31°17"W a dis-

nce of 2782.94 feat to the cast-west mid-section lince of Section 3:
thence $8¢°37'01"W alcong said cast-west mid-scction line a distance of
879,42 fect; thence 1I01°06'08"E a distance of 2778.40 fect to the common
line betwoen Sections 3 and 34; thence S$89°942'02"YW along gaid common line
a distance of 871.66 feet to the common quarter corner between Sections
3 and 34; thence N01®10'21"W élong tlhie north~south mid-section line of
Section 34 a distance of 5070.9%94 feet to the common cquarter corner between
Sections 34 and 27; thence N86°43'40"V along the commen line betwean Scc-
tions 34 and 27 a distance of 2653.92 feet to thsa south-west corner of
Section 27; thence NO00°24'07"E along the west line of Section 27 a distance
of 2582.55 feelt to the west quarter corner of said Section; thence NO0°23726%E
along the west line of Section 27 a distance cof 2582.87 feet to the point
of bgginning, containing 1310.55 acres.

LAND IN SECTION 26, T2N, R41lE, PMM, ROSEBUD COUNTY, MONTANA

Beginning at the south quarter corner of Section 26, T2N, R41n, PIM; thence
NO0°10'05"E along the north-south mid-section line of Section 26 a distaunce
of 653,62 feet; thence 589°447'30%"YW a distance of 661.87 feect: thence

NO0O®11'04"E a distance of 1963.29 feel to the east-west mid-scction lins
of said Secticn; thence H89°57'08"E along szid east-west mid-secticn 1ind
a distance of 1986.53 feet:; thence 500°14'42"W a distance of 2618032 Loz
~ the south liine of said Section; thence N89°527'55"W a?o*g said south line
distance of 1321.62 feet to the point of beginning, ccntaini g 105.29 acres.

2. DESCRIPTION FOR RAILROAD RIGHWS~-CR-~WAY

THROUGH THE EAST HALF OF c*--‘c-TToN 34 and THE WEST HALF OF SECTION 35,
. T2N, R41T, PMM, ROSEBUD CCUNTY, MONTANA

Beginning at & point on the north-south mid-section line of Section 24
T2W, R41E, PHM, which is lccated $01°10'21%% a diszstance of 1863.96 feet
ff@m the no**h quarter corner of sgaid oC”LiOD, which point is the center
line of the railroad right-of-way across sald Section, said right-of-way
erxtending northerly 50 feet and uuuuher'w 100 fect from sald centsr line
when measured at right angles thereto; thence along said center line zlong
a curve to the left with a radiuvs of 1202 feect a distance of 42.05 feat:
thence N68°49'37"E a distance of 956.47 feet; thence along a curve to the
right with a radius of 1432.69% feet a distance of ©11.72 feetl; thence
874°42'43"E a distance of 819.74 fect to a point of intersection with the
common line botween Sections 34 and 35, which point is the center linc of
the railroad right-of-way across said Section 35, caid richt-of-way ex-
tending northerly 150 feat and csoutherly 150 feet from said center lin

when measured at right engles theretc; thence $74°42'43"13 a distance Of
2783.71 fcﬁt'to a point on the north-south mid-scction line of said Section
35 which point’ is located NOL®12'28"W a distance of 2863.19 fect from the
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center of said Section 35. The area within this railroad right-of-way
as shown contains 28.597 acres.

" THROUGH THID WEST HALEF, SCUTHEAST QUARTER OF SECTION 35, T2N, R41E,
PiM, ROSEBUD COULRY, MONTANA

~3-

Beginning at a point on the cast-west mid-section line of Section 35,
T2N, R41E, P, which is located £89°44'43"E a distance of 208.29 faocot
from the CuntﬁL of szid Section, vhich voint is the center line of the
railroad right-of-way across said W1l/25E1/4 of said Section, said right-
of-way extending 150 fezt northaste“ly and 150 feet scuthwesterly from
said center line when naa od at right angies thercto; thance along a

curve to the ricght with a
feet to a point on the eact 1i of the W1/28E1/4 of said Section which
point is located S02°22'02"E a caistance of 324.41 feet from the Northea
corner of the W1/28L1/4 of szaid Sectien 35. The area within this railr
right-of-way as shown contains 3.962 acres. ' '

rod at
adiuvs of 95 .37 fect a distance of 513.32
lina
ai

THROUGH SECTION 27, T2N, R41E, PMM, ROSEBUD COUNTY, MONTANWA

st
oad

Beginning at a point on the west line of Section 27, T2N, R41E, PMM,
which is located R00°24'07"E a distance of 14¢1.25 fecet from the south-
west corn2r of said S:ut'on, which point ig the center line of the rail
road rlan+—or~way acrors said Section, said rlcn*nof—wQV extending 150
feet easterly and 100 fect westerly from said center line when measurcd
at richt angles theret
distance of 1673.83 fe

o; thence along caid center line 8$23°52'57"C a
et to a pojnt on the south Jline of said Section,

which point is located S806°43'40"E a distance of 68%9.25 feet from the
soulthwest corner of =aid Section. The area within the railroad right-~
ins 2.998 acres.

of-vay -as shown conta

THROUGH SECTICH 2, T1N, R41L, PMM, ROSERUD COUYTY, MONTANA

here-

thence

feet

Beginning at a poin* on the north line of Section 2, T1IN, R41E, PMM, which
is located S59°44'05"1 a distence of 561.71 feet from the nortw ast corner
of said Saction, which point is the center line of the railroad right-of-
way across sald Section, saild right-of-way extending 150 fecet eastexiy and
150 feet westerly from said centor line when weasured at ricght angles ti
to; thence along said center line S22°10'32"FE a distance oi 650 feet;
along said center line on a curve to the left with a radiuvs of 1146.28

a distance of 551.08 feet to an intersection with the east line of said
Section which point is located S00°13'42YE a distance of 1046.48 feet from
the northeast corner of said Section. 7The area within the railroad right=
of-way as shown contains 8.273 zcres. '

The total arca of all the railroad righto-of-way as shown contains 50.8
acres. '

30
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3. DBESCRIPTION POR THZ ROMD RICHTE-OF-WAY

THROUGH T3 EAST ALY OF SECTION 24, T2N, R41LD, Pri, ROSSDUD COUNTY,
BONTANA and THE WIST IALF OF SLCTICON 35, T2, R411E, PMI, ROSLBUD
COUNTY, MOUTANA

Beginning at a point on the north-south mid-section line of Section ;
T21, R4LE, PilM, Rosebud County, Montana, which is located $01°10'21"% a
digstasce of 1586.01 feet from the north quarter cornzr of sald Sccition;
thence aleong said road center line N79°%46'25"E a distance of 626.71 feet,
N80°55'05"E a distance of 477.77 fect, along a curve to the right with

a radius of 2123.99 fcet a distance of 38.99 feet to an intersecition with
the northerly right-of-way line of the railroad, continuing along =aid
curve to the right a distance of 893.47 feet, S73°59'57"E a distance of
700.0) feet, S75°04'07"E a distance of 400.02 feet, S574°18'36"E a distance
of 800.00 feet, 873°55'10"L a distance of 1100.03 feet, S74°30'52"E a
distance of 425.57 feet to a point on the north-south mid-szction line of

Aoy
b

" Section 35, T2N, R41E, PMM, which point is located N01°12'28"W a distance

of 284.14 feet from the center of said Scction 35. The area within the
100~foot right-of-way, exclusive of that within the railroad right-of-way,

- contains 3.685 acres.

THROUGII THE WEST HALF, SOUTIEAST QUARTER OF SECTION 35, T2N, R41E,

P, ROSEBUD COUNTY, MONTANA :
Beginning at a point on the east~west mid-section line of Section 35, T2N,
R411, P, Rosebud County, Montana which is located N89°44°'48"W a distance
of 221.34 feet from the northeast cornesr of the W1/2SEl/4 of said Section:
thence S75°58'46"E a distance of 181.90 feet to an intersection with the
northerly right-of-way line of the railroad; thence S§75°58'46%E a distance
of 38.57 feet to a point on the east line of the W1/2SEl/4 of said Section,
wHich point is located S02°22'02"E a distance of 54.91 fect from the north-
east corner of the W1/258El1/4 of said Section. The area within the 100-footh
right-of-way, exclusive of that within the railroad right-of-way, contains
0.081 acres.

The total arca of all the road rights-of-way, exclusive of that within the
railroad rights~of-way, contains 3.766 acres.

. 4., DESCRIPTION FOR THE MONTZNA POYER COMPANY SWITCHYARD PROPERTY

LAND IN THE SOUTHEAST QUARTER OF SECTIOQON 2’7, T2N, R41E, P:M, ROSEBUD
COUNTY, MONTANA . _

F]

"Begimning at the south quarter corner of Section 27, T2N, R41E, DM, thence

£89°18'53"k along the south line of said Section a distance of 172.2GC feet;
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thence K00°14'02"E a distance of 45 fect to the point of beginning; thonon
589°45'52"E a distance of 2,000 feet; thenco NO00®14'02%1 a distazace of 1,500
NS9C45T53"W a diatance of 2,000 feet; thwence 800°14'02%W &

feet: thonce c
distance of 1,500 feet to the point of beginning, contzining 68.£7 =scres.
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EXHIBIT "C" page 2

Construction & Ownership
Colstrip Units #1 & #2

Sections Included Within Exhibit "C" Border

T2N, R38E Sections 12, 13, 23, 24, 25
T2N, R39E Sections 19, 28, 29, 30, 31, 32, 33, 34, 35, 36
T1N, R39E Sections 1, 2, 3, 5
T2N, R40OE Sections 20, 28, 29, 31, 32, 33
TIN, R40E Sections 1, 2, 3, 4, 5, 6, 9, 1n, 11, 12, 13, 14, 15, 16
T2N, R41E Sections 13, 15, 23, 24, 25, 26, 27, 29, 31, 32, 3%,
34, 35
T1N, R41E Sections 1, 2, 3, 4, 5, 6, 7, 8, 9, 12, E1/2 13, 17, 18
T2N, R42LE Sections 19, 29

T1N, R42LC Sections 7, 17, 18





